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PART |
ITEM 1. BUSINESS
GENERAL

Advanced Energy is a leading supplier of power epsion and control systems incorporated in plasased thin film production equipment.
The Company's systems are key elements of semictorgdata storage, flat panel display, and a rarfig¢her industrial manufacturing
equipment that utilizes gaseous plasmas to deposith thin film layers on materials or substratash as silicon, glass and metals. The
effectiveness of plasma-based production proceksmsnds in large part on the quality of the eleatfpower used to ignite and manipulate
the plasma. The Company's power conversion andat@ystems refine, modify and control the raw pofwem a utility and produce power
which is uniform, predictable and precisely repbkgdo permit the production of identical filmswdfvarying thickness on a mass scale. The
Company's systems are used in an array of thindilmeesses such as physical vapor deposition, etemical vapor deposition, plasma
enhanced chemical vapor deposition and ion impliamtaas well as a broad range of thin film apglimas such as the production of
semiconductors, magnetic hard disks, CD-ROMs, aadibvideo discs, thin film heads, liquid crystepdiays and optical, glass and
automobile coatings. The Company's customers iechmplied Materials, Lam Research, Balzers/Leybbldierials Research, Multi-Arc
and Ulvac.

In recent years, significant technological advanodhin film processes have enabled the maniputadf materials on the atomic and
molecular level. Manufacturers can now both depmsit etch layers of materials that are less thaerhamdredth of a micron in thickness. By
using modern thin film production processes, mactuf@rs are better able to control and alter teetgtal, magnetic, optical and mechanical
characteristics of materials. Thin film processagehbeen employed most extensively in the semiadodindustry, where multiple thin film
layers of insulating or conductive material are@#ed on a wafer or substrate. These processemaresed in a growing range of diverse
industries. Thin film production was initially acoplished using either liquid chemical or thermalgasses. Plasniased process technolc
was developed to address the limitations of webtgsiey and thermal technologies in certain appid®t requiring thinner, more precise film,
and to enable new applications.

The Company has achieved its market leadershipigogiy providing systems which convert externallypplied power, operate over a wide
range of power levels, control utility instabilgisuch as brownouts and surges created by raty yidliver sources, control intense localized
electrical discharges known as arcs and contraéésyistabilities which arise from the use of exgfases and inherently unstable electrode
arrangements. All of the Company's products emptphisticated switchmode technology that afforésipla-based systems a greater ability
to prevent arcs, which can slow down the througlogpat plasma process and may even destroy theratéost the
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power conversion and control system. The Compaltiguas the combination of its in-depth knowledgelatsma physics, its unique
approach to product customization and its reusadgneering product design methodology have enabtedlevelop the widest range of
power conversion and control systems in the ingustr

Since inception, the Company has sold over 58,@@ep conversion and control systems. Approximaf@yo of the Company's sales in 1!
and 61% in 1996 were to the semiconductor equipineloistry. Advanced Energy sells its systems pripnérrough direct sales personnel to
customers in the United States, Japan and EurdgeCbmpany also sells through distributors in Japeamce, Italy, Israel, Korea, and
Taiwan. International sales represented 29% and @4%e Company's sales in 1995 and 1996, resphgtiv

DEVELOPMENT OF COMPANY BUSINESS

Advanced Energy was incorporated in Colorado inl1&&d reincorporated in Delaware in September 1888anced Energy filed with the
Securities and Exchange Commission (the "CommiSg@registration statement on Form S-1 pursuattiedSecurities Exchange Act of
1934, as amended, with respect to Advanced Eneargiya public offering of its common stock, $0D@ar value ("Common Stock"). The
registration statement was declared effective byGbmmission in November 1995. As used in this FborK, references to "Advanced
Energy" refer to Advanced Energy Industries, Imx eeferences to the "Company" refer to Advanceergnand its consolidated
subsidiaries. The Company's principal executivecef are located at 1625 Sharp Point Drive, Foltir3p Colorado 80525, and its telephone
number is (970) 221-4670.

PRODUCTS

The Company's use of switchmode power conversidrcantrol technology has enabled it to develoma &f products which has permitted
the development of new plasma processing applicsitim 1982, the Company introduced its first loegluency switchmode power
conversion and control system specifically desigioedise in plasma processes. In 1983, the Comipdiroduced its first DC system desigi
for use in PVD sputtering applications. This DCdzhsystem is a compact, caftective power solution, which greatly reducedstbenergy

a major limitation in the use of PVD systems. la #arly 1990's the Company introduced the firdy falvitchmode radio frequency (RF)
power conversion and control systems for use ing@amuctor etch applications. This product achiesigdificant design wins because of its
smaller size and precise control attributes. Thengany has recently introduced a family of accessonihich provide major improvements in
arc prevention and suppression. The Company igctlyrextending the power range of its systemsuachrhigher power levels to enable it to
supply products for emerging industrial applicaiohhe Company's
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products currently range in price from $2,880 t0.$80, with an average price of approximately $20,0
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The following chart sets forth the Company's pgatiproduct lines and related basic information:

PRODUCT
PLATFORM DESCRIPTION

MDX Power control and
conversion system

DIRECT MDX-II Power control and
conversion system
CURRENT

Pinnacle Power control and
PRODUCTS conversion system

SPARC-LE Arc management

accessory
PE Low frequency
LOW AND MID power control and
conversion system
FREQUENCY
PD Mid frequency
PRODUCTS power control and
conversion system
RFEX Power control and
conversion system
RFG Power control and
conversion system
RADIO RFXII Power control and
conversion system
FREQUENCY ID lon-beam
conversion and
PRODUCTS control system
AZX Tuner
RFZ Probe

POWER/CURRENT MAJOR PROCESS
LEVEL APPLICATIONS

500W-80kW PVD
- Metal sputtering
- Reactive sputtering

15kW-120kW PVD
- Metal sputtering
- Reactive sputtering

6kW-120kW PVD
- Metal sputtering
- Reactive sputtering

1kW-60kW For use with MDX
systems

1.25kW-30kW CVvD
PVD
- Reactive sputtering
Surface modifications

1.25kW-3.5kW  CVD
PVD
- Reactive sputtering
Surface modifications

600W General R&D

600W-5.5kW Etch
CvD

600W-5.5kW Etch
CvD

500W-5kW lon-beam deposition
lon implantation
lon-beam
etching/milling

100W-5kW Impedance matching
network

50W-5kwW Impedance measurement
tool

DIRECT CURRENT PRODUCTS

THE MDX SERIES. The Company's MDX series of produsts introduced in 1983. These products are noostonly used as DC power
supplies for PVD sputtering where precise consoperior arc prevention and suppression and lomedtenergy characteristics are required.
They are also used as bias supplies for RF spugtetdol coating and some etching systems. The MBxes consists of six different product
lines that provide a range of power levels from B0@ 120 kW. The Company's second generation mtotlue MDX II, was introduced in
1991 to support higher power levels and to meatt$furopean regulatory requirements. A lower eostlel in the MDX series, the MDX-L,
was introduced in 1992.

THE PINNACLE SERIES. The Pinnacle series, introdlite1995, is the most recent product line in theXVseries. Pinnacle was developed
primarily for use in DC PVD sputtering processed provides substantial improvements in arc preeantrc suppression capability, redu
size, higher precision and expanded control caipabil



SPARC-LE ACCESSORIES. The Company's SPAREline of DC accessories, introduced in 1993 dsigned both to reduce the numbe
arcs that occur in plasma-based processes anduoa¢he arc energy if arcs do occur. The SPARGtdessories are especially effective in
applications involving the deposition of insulativeaterials where the reaction between the plasmazaget is likely to produce more severe
arc conditions. The SPARC-LE accessories are noystronly used with the MDX product lines. The SPARE arc prevention and
suppression technology has been incorporated Wjiratd the Pinnacle systems.

LOW AND MID-FREQUENCY PRODUCTS

THE PE AND PD SERIES. The PE low frequency powestteans were introduced in 1982. The PE series sgséeeair cooled and primarily
intended for use in certain PVD, CVD and industsiaiface modification applications, including doathode sputtering and printed circuit
board de-smearing. The PE series systems rangeguency from 25kHz to 100kHz. The low frequencysygtems and the PD series of mid-
frequency power conversion and control systemmpdioiced in 1990, represented significant technoldgidvancements by applying
switchmode techniques to higher frequencies. Themeoled PD systems are used primarily in sentiootor etch and CVD applications.
The PD series range in frequency from 275kHz ta#20 Both the PE and PD series systems have sgtgige power generation, and incli
systems that incorporate pulsed power technology.

RADIO FREQUENCY PRODUCTS

THE RF SERIES. The RFX system is a 13.56MHz, 60@it¢cooled platform introduced in 1985. This systemsed primarily in research
and development applications. The RFG and RFXiitpduced in 1991 and 1992, respectively, are wedeted power conversion and coni
systems utilizing a new hybrid-based switchmodanetgy. The RFG and RFXII systems operate at aqies ranging from 4MHz to
13.56MHz. These systems were the first entirelydwmnode-based RF designs. The RF systems are prastanly used in semiconductor
processes, including RF sputtering, plasma etcté@pgsition, and reactive ion etching applicatidise RFXII is a compact system which
incorporates new impedance matching technologys fthnology eliminates certain previously requireators, gear trains, variable
capacitors and inductors and servomechanism aigcwvhich results in cost savings and improvemantgliability.

THE ID SERIES. The ID power conversion and conggatems, introduced in 1981, were the first prosldesigned by the Company. These
systems were specifically designed to power braadrbion-sources. ID series systems are composedairdinated set of multiple special
purpose power supplies that are used for ion-begosgition and sputtering, ion implantation and li@am etching and milling.
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THE AZX SERIES. The AZX series tuners are RF matghietworks designed as accessories to match thplew electrical characteristics
of a plasma to the requirements of the Company'sdRies of power conversion and control systems{ Aifiers, introduced in 1989, are a
sold separately for incorporation into other verglppwer conversion and control systems. The AZ¥tsi typically operate at a 13.56MHz
frequency range. The need for these tuner prodsicesiuced with the advent of the Matchless teamotiesigned into the RFXII system.

THE RFZ IMPEDANCE PROBE. The RF impedance prob&pauced in 1993, is used for measuring the RFqntags of a plasma. The
sensing technology incorporated in the RF impedanake allows accurate, real-time measurement wepovoltage, current and impedance
levels under actual powered process conditions.

MARKETS AND CUSTOMERS
MARKETS

Approximately 60% of the Company's sales in 199% @106 in 1996 were to the semiconductor equipnehistry. Increasingly, the
Company's power conversion and control systemalacebeing used in other markets, including flaigaisplay, data storage and various
industrial applications. The following is a disciessof the major markets for the Company's systems:

SEMICONDUCTOR MANUFACTURING EQUIPMENT MARKET. The @npany's products are sold primarily to semiconaiuct
equipment manufacturers for incorporation into pment used to make integrated circuits. The Compamgducts are currently employec
a variety of applications, including depositiorghetion implantation and megasonic cleaning. Theigion control over plasma processes
afforded by the use of the Company's power converand control systems allows its customers to figahure semiconductor fabrication
systems that produce integrated circuits with rédadeature size and increased speed and perf@endime Company anticipates that the
semiconductor industry will continue to be a subt# part of its business for the foreseeablertitu

FLAT PANEL DISPLAY MANUFACTURING EQUIPMENT MARKET.The Company also sells its systems to manufactofdtat panel
displays (FPDs) and flat panel projection devidd3Hs), both of which have fabrication processedasitio those employed in manufacturing
integrated circuits. FPDs produce bright, shamgdacolor-rich images on flat, lightweight screesisch as portable computer monitors.
Currently, there are three major types of FPDs:

liquid crystal displays, field emitter displays agals plasma displays. Two types of FPP, anothergingedisplay technology, are currently in
production: liquid crystal projection and digitalaro-mirror displays. The Company sells its productaltdhree of the active FPD markets
well as to each of the FPP markets.



DATA STORAGE MANUFACTURING EQUIPMENT MARKETS. The @npany's products are sold both to data storagipmgat
manufacturers and to data storage device manuéasttor use in producing a variety of productsluding compact discs, computer hard
disks (both media and thin film heads), CD-ROMs digital video discs. These products use a PVDtepuay process to produce optical and
magnetic thin film layers, as well as a protectivear layer. In this market the trend towards higkeeording densities is driving the demand
for increasingly dense, thinner and more precigesfi The use of equipment incorporating magnetidient store analog and digital data
continues to expand with the growth of the lapttgsktop, and workstation computer markets.

INDUSTRIAL MARKETS. The Company sells its produttsboth OEMs and producers of end products in &taof industrial markets.

Thin films for optical purposes are used in the ofaature of many industrial products, includingasgdanels, architectural glass, eyeglasses,
lens coatings, batede readers and front surface mirrors. Thin fithdiamond coatings and other materials are nowgbapplied to produc

in plasma-based processes to strengthen and hsudaces on such diverse products as tools, auieenmarts and hip joint replacements. A
variety of industrial packaging applications, sashdecorative wrapping and food packaging, areaiabled by thin film processes utilizing
the Company's products. The advanced thin film pctdn processes allow precise control of variguiscal and physical properties,

including color, transparency and electrical aretitinal conductivity. The improved adhesion and Hilph quality resulting from plasma
processing makes it the preferred method of apglifie thin films. Many of these industrial applioat require power levels substantially
greater than those used in the Company's otheratsark

APPLICATIONS

The Company's products have been sold for userinemion with the following processes and apploai

SEMICONDUCTOR DATA STORAGE FLAT PANEL DISPLAY INDUSTRIAL/RESEAR CH

PVD (Metal) Thin film heads Liquid crystal displays Optical coatings

Etch CD-ROMs Active matrix LCDs Automobile coatings

PECVD (Metal) Audio discs Digital micro-mirror Food package coatings

lon implantation Recordable CDs Plasma displays Glass coatings

CVD Hard disk magnetic Large flat panel displays  Consumer products coa tings
layers

PECVD (dielectrics) Field emission displays Circuit board etch-ba ck
Hard disk carbon wear and de-smear

Magnet field controls  coatings LCD projection

Photo voltaics

Photo resist stripping Magneto-optic CDs
Medical applications

Megasonic cleaning Digital video discs
Superconductors
Etch (post-treatment) Diamond coatings
Chemical, physical an d

materials research
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CUSTOMERS

The Company has sold its systems worldwide to rtteae 100 OEMs and directly to more than 500 end-cgstomers. Since inception, the
Company has sold more than 58,000 power convessidrcontrol systems. The Company's largest custoarerinvolved principally in the
semiconductor market. The Company also has sigmificustomers in the data storage, flat panelalfsphd industrial markets. Sales to
Applied Materials and Lam Research in 1994, 1995196 accounted in the aggregate for approxim&@&¥, 41% and 47% of total sales,
respectively. The Company expects that sales pf@ducts to Applied Materials and Lam Researchamgihtinue to account for a high
percentage of its sales in the foreseeable fuRepresentative customers of the Company include:

Applied Materials Lam Research
Balzers/Leybold Materials Research
CVC Products Motorola
First Light Technology Novellus
Fujitsu Optical Coating Labo ratory
Hewlett Packard Sony
IBM Sputtered Films
Intevac Texas Instruments
Komag Ulvac
Verteq

MARKETING, SALES AND SERVICE

The Company sells its systems primarily througledisales personnel to customers in the Unite@S§tdapan and Europe. The Company's
sales personnel are located at the Company's haddrgiin Fort Collins, Colorado, and in regiorales offices in Milpitas, California;
Concord, Massachusetts; and Austin, Texas. To serst®mers in Asia and Europe, the Company hasesfin Tokyo, Japan; Bicester,
United Kingdom; and Filderstadt, Germany; which davimary responsibility for sales and servicehigitt respective markets. The Company
also sells to customers in Japan through Landmackiology Corporation and has distributors andssapresentatives in France, Italy,
Israel, Korea and Taiwan.

Sales outside the United States represented apmately 32%, 29% and 24% of the Company's totaksdeing 1994, 1995 and 1996,
respectively. The Company expects sales outsideiited States to continue to represent a sigmifipartion of future sales. Although the
Company has not experienced any significant diffies in connection with its international salesgls sales are subject to certain risks,
including exposure to currency fluctuations, th@asition of governmental controls, political andeemic instability, trade restrictions,
changes in tariffs and taxes, and longer paymetiesytypically associated with international salEse future performance of the Company
will depend, in part, upon its ability to competeesessfully in Japan, one of the largest marketsdmiconductor fabrication equipment and
flat panel display
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equipment, and a major market for data storageottmet industrial equipment utilizing the Comparsystems. The Japanese market has
historically been difficult for non-Japanese comiparo penetrate. Although the Company and a nuimiies significant non-Japanese
customers have begun to establish operations anJdpere can be no assurance that the Compats/austomers will be able to maintain or
improve their competitive positions in Japan.

The Company believes that customer service andhiemhsupport are important competitive factors arelessential to building and
maintaining close, long-term relationships withdtstomers. The Company maintains customer seo¥iices in Fort Collins, Colorado;
Milpitas, California; Tokyo, Japan; Seoul, Southr&a; and Filderstadt, Germany.

The Company offers warranty coverage for its systén periods ranging from 12 to 24 months aftépsient against defects in design,
materials and workmanship.

BACKLOG

A substantial and increasing portion of the Commslipments are made on a "justiine" basis, which requires the shipment of systbyr
the Company within a few days or hours after areoisireceived. The Company schedules productiotjdet-in-time" customers based on
forecasts provided by such customers. Due to the ime between the receipt of orders from sudltjn-time" customers and shipments,
the Company operates with a level of backlog wisamot at any point in time sufficient to meet tbempany's revenue expectations for a
particular quarter. In addition, orders from then@any's other customers are subject to cancellatioielay by the customer without penalty.

Due to these factors, the Company does not beli@tdoacklog is a meaningful or accurate indicafats future sales and performance.
MANUFACTURING

The Company's manufacturing facility is locatedrort Collins, Colorado. The Company's manufactudntyities consist of the assembly
and testing of components and subassemblies whécthan integrated into final products. Once fileaking of all electrical and electro-
mechanical subassemblies is completed, the firmaymt is tested in a burn-in process to identifydoict failures. The Company purchases a
wide range of electronic, mechanical, and eledtdoanponents, some of which are designed to thepgaomis specifications. The Company
does outsource some of its subassembly work.

The Company relies on sole and limited source segplor certain parts and subassemblies. Thiarredi creates a potential inability to ob
an adequate supply of required components, anaeedtontrol over pricing and time of delivery ohgoonents. An inability to obtain
adequate deliveries or other circumstances thatdvou
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require the Company to seek alternative sourcssimbly or to manufacture such components or subddi®Es internally, either of which

might require the Company to redesign its systenatommodate the different components or subadgsmnbould prevent the Company
from shipping its systems to its customers on a&lMyrbasis. The Company believes that alternativecss could be obtained and qualified, if
necessary, for sole and limited source parts. Hewefithe Company were forced to seek alternaivgrces of supply or to manufacture such
components or subassemblies internally, it mayebeired to redesign its systems, which could pretr@eCompany from shipping its
systems to its customers on a timely basis.

INTELLECTUAL PROPERTY

The Company has a policy of seeking patents omitnwes governing new products or technologies asgfats ongoing research,
development, and manufacturing activities. The Camypholds ten United States patents covering vardspects of its products, and has
applied for patents in Europe and Japan. The Coybpelieves the duration of its patents generallyeexis the life cycles of the technologies
disclosed and claimed therein. No assurance cagivba that the Company's patents will be suffidiebtoad to protect the Company's
technology, nor that any existing or future patemtsnot be challenged, invalidated or circumvehter that the rights granted thereunder
provide meaningful competitive advantages to then@any. Any of such events could have a materiatesdtveffect on the Company's
business, financial condition and results of openat

Although the Company is not aware of any infringatr®y its products of any patents or proprietaghts of others, there can be no assur
that such infringements do not exist or will notwocin the future. Litigation may be necessaryhia future to enforce patents issued to the
Company, to protect trade secrets or know-how ovimetthe Company, to defend the Company againgneldiinfringement of the rights of
others or to determine the scope and validity efgtoprietary rights of others. Any such litigatioould result in substantial cost and diver:
of effort by the Company, which could have a maleatdverse effect on the Company's business, fiaboendition and results of operations.
Moreover, adverse determinations in such litigationld result in the Company's loss of proprietagiits, subject the Company to significi
liabilities to third parties, require the Companyseek licenses from third parties or prevent tamg@any from manufacturing or selling its
products, any of which could have a material adveffect on the Company's business, financial ¢mmdand results of operations.

COMPETITION

The markets the Company serves are highly competitnd characterized by rapidly evolving technoldjgnificant competitive factors in
the Company's markets include product performamges, quality and reliability and level of custonservice and
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support. The Company believes that it currently petes effectively with respect to these factoithoalgh there can be no assurance that the
Company will be able to compete effectively in fhture.

The markets in which the Company competes have @eércrease in global competition, especially fritapanese-based and Europbaser
equipment vendors. The Company has several foemigrdomestic competitors for each of the DC, loggfrency and mid-frequency AC,
and radio frequency AC lines of products. Soméeté competitors are larger and have greater i@sothvan the Company. The Company's
ability to continue to compete successfully in thagarkets will depend upon its ability to introdyreduct enhancements and new products
on a timely basis. The Company's primary competitoe ENI, a subsidiary of Astec (BSR) PLC, Huinghindingen, Kyosan, RF Power
Products, Comdel and Daihen. The Company's coropgtit each product area are expected to contmimegrove the design and
performance of their systems and to introduce ngstess with competitive performance characterisficsremain competitive, the Compe
believes it will be required to maintain a highdéef investment in research and development aled saad marketing. No assurance can be
given that the Company will continue to be competitn the future.

INDUSTRY SEGMENTS
The Company operates entirely within one industetar.
RESEARCH AND DEVELOPMENT

The market for power conversion and control systantsrelated accessories is characterized by tapithological changes. The Company
believes that continued and timely developmentes¥ products and enhancements to existing prodoasgport OEM requirements is
necessary for the Company to maintain a competitogtion in the markets the Company serves. Adngly, the Company devotes a
significant portion of its personnel and finanaiasources to research and development projectsesia to maintain close relationships with
its customers and other industry leaders to remegponsive to their product requirements.

Research and development expenses were approxraté million, $10.5 million and $13.8 million fiscal 1994, 1995 and 1996,
respectively. These amounts represented 11.3%%6lant 13.9% of total sales for those periods. Ft884 to 1996, the Company introdu
more than sixty-five new products. The Companyeses that continued research and development meests essential to ongoing
development of new products and does not expecsigmyficant decline in spending as a percentagalis.
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NUMBER OF EMPLOYEES

At December 31, 1996, the Company had a total 6fé8ployees, of whom 600 are full-time continuompkyees. None of the Company's
employees is represented by a union, and the Conf@never experienced a work stoppage. The Compdizes temporary employees as
a means to provide additional staff while reviewihg performance of the temporary employee. The fi2my considers its employee
relations to be good.

EFFECTS OF ENVIRONMENTAL LAWS

The Company is subject to federal, state and leealronmental laws and regulations. The Compaiity @@mpliance with all such laws and
regulations.

CAUTIONARY STATEMENTS - RISK FACTORS

In the interest of providing the Company's sharééid and potential investors with certain Comparfigrimation, including management's
assessment of the Company's future potential,inestatements set forth herein contain or are basgutojections of revenue, income,
earnings per share and other financial items atedb management's future plans and objectivesthie Company's future economic
performance. Such statements are "forward-lookiatgsents” within the meaning of Section 27A(itle# Securities Act of 1933, as
amended, and in Section 21E(i) of the SecuritieshBrge Act of 1934, as amended.

Although any forwardeoking statements contained herein or otherwiggessed by or on behalf of the Company are to tiesvledge and i
the judgment of the officers and directors of thmrpany, expected to prove true and to come to pasagement is not able to predict the
future with absolute certainty. Accordingly, shaslglers and potential investors are hereby cautidingtdcertain events or circumstances
could cause actual results to differ materiallynfrthose projected or predicted herein. In additiba,forward-looking statements herein are
based on management's knowledge and judgmentths date hereof, and the Company does not intengdate any forward-looking
statements to reflect events occurring or circuntsa existing hereatfter.

In particular, the Company believes that the follggvfactors could impact forward-looking statememisde herein or in future written or oral
releases and by hindsight, prove such statemeiis tverly optimistic and unachievable.

VOLATILITY OF THE SEMICONDUCTOR AND SEMICONDUCTOR E  QUIPMENT INDUSTRIES

Approximately 60% of the Company's sales in 199% &1P6 in 1996 were made to OEMs and other customéhe semiconductor
equipment industry. The Company expects that issn@ss will continue to depend in significant gartthe semiconductor
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and semiconductor equipment industries for thesieeable future. The Company's business dependsyim part upon capital expenditures by
manufacturers of semiconductor devices, whichiin tlepends upon the current and anticipated mdewatand for semiconductor devices
and products utilizing such devices. The semicotatundustry historically has been volatile and baperienced periods of oversupply,
resulting in significantly reduced demand for semnituctor fabrication equipment. There can be narasse that the growth in the
semiconductor and semiconductor equipment indsstoiethe resulting growth in the Company's businean be sustained or that there will
not be a downturn or slowdown in any of such markétich could have a material adverse effect orCihimpany's business, financial
condition and results of operations.

CUSTOMER CONCENTRATION

Sales to Applied Materials and Lam Research, tleeléading domestic manufacturers of semiconduetori¢ation equipment, together
accounted for approximately 41% and 47% of the Caomg[s revenues during 1995 and 1996, respectiValy.Company expects that sales of
its systems to Applied Materials and Lam Researitllcantinue to account for a high percentage sfiles in the foreseeable future. The

of any of its major customers, particularly Appligidterials or Lam Research, or a reduction in ardiemm any of such customers, including
reductions caused by changes in a customer's ciivgg@sition or economic conditions in the indiest in which the Company's customers
compete, could have a material effect on the Corylpdousiness, financial condition and results arafions.

DEPENDENCE ON DESIGN WINS

The Company believes that design wins are crit@attaining existing customers and to obtaining oastomers. Generally an equipment
manufacturer selects a power conversion and cosysiem for each of its systems and products. Becpawer conversion and control
systems vary in characteristics such as power,miinas and modes of interfacing with the custonegfispment, once a power conversion
and control system is selected for use in a paaticystem or product, it is unlikely that it wile displaced during the life of that system or
product. As a result, the Company's failure to @ohidesign wins for semiconductor fabrication atmoequipment could have a material
prolonged adverse effect on the Company's salegameth.

RAPID TECHNOLOGICAL CHANGE AND DEPENDENCE ON NEW SY STEM INTRODUCTION

The market for power conversion and control systsneharacterized by ongoing technological develept® and changing customer
requirements. The markets in which the Companystotuers compete are also characterized by conlynexadlving technology. The
Company's success depends upon its ability tormeatio improve existing systems and to developimtndduce new systems that keep pace
with technological advances and adapt to suppodustomers' changing needs. There can be no assutet the Company will continue to
be able to improve its existing systems or
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develop new systems that will adequately addresshlnging needs of its customers and the marketptven if the Company is able to
develop improved or new systems, there can be siwrasce that such systems will be cost-effectiviatooduced in a timely manner.
Development and introduction of new systems mapliressignificant costs that are difficult to forstaFailure of the Company to develop or
introduce improved systems and new systems in@yimanner could have a material adverse effetherCompany's business, financial
condition and results of operations, as well agooustomer relationships.

COMPETITION

The Company faces substantial competition, primdrdm established companies, some of which haeatgr financial, marketing and
technical resources than the Company. The Compeaces its competitors to continue to develop newdpcts aimed at applications
currently served by the Company, to continue torowp the design and performance of their systemt@introduce new systems with
competitive performance characteristics. To rencaimpetitive, the Company believes it will be reqdito maintain a high level of
investment in research and development and satemarketing. There can be no assurance that thep&uayrwill have sufficient resources
continue to make such investments or that the Cagnpaéll be able to make the technological advanmasessary to maintain its competitive
position. In addition, new products developed bspetitors could make pricing more competitive, vihicay necessitate significant price
reductions by the Company or result in lost ordeithier of which could have a material adversectfdm the Company's business, financial
condition and results of operations.

MANAGEMENT OF GROWTH

The Company is experiencing a period of rapid ghoavid expansion, which has placed, and is expécteaghtinue to place, significant
demands on the Company's resources. The managefreerah growth will require the Company to contiriaémprove and expand its
management, operational and financial systemsggiges and controls, including accounting and dtiternal management systems, quality
control, delivery and service capabilities. To anowodate its recent growth, the Company expectsipdement in 1997 a new integrated
information management system that will incorpogatbstantially all of the Company's internal finahand business systems, procedures
and controls. Any failure to manage growth effeglyy including delays or difficulties implementitige new systems, procedures and con

in a timely manner and without disruption of then@@any's operations, could have a material advdéfset®n the Company's business,
financial condition and results of operations.
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EXECUTIVE OFFICERS OF THE REGISTRANT

The executive officers of the Company and theisaageof February 28, 1997 are as follows:

NAME AGE POS ITION
Douglas S. Schatz 51 President, C hief Executive Officer and
Chairman of the Board
G. Brent Backman 56 Vice Preside nt, Special Projects,
Assistant Se cretary and Director
Eric A. Balzer 48 Vice Preside nt, Operations
Richard P. Beck 63 Vice Preside nt, Chief Financial Officer

and Director

James F. Gentilcore 44 Vice Preside nt, Sales and Marketing

Timothy A. Kerr 36 Vice Preside nt, Engineering

Susan C. Schell 47 Vice Preside nt, Human Resources and
Corporate Qu ality

Richard A. Scholl 57 Vice Preside nt and Chief Technology
Officer

Douglas S. Schatz is a co-founder of the Compadyhass been its President and Chief Executive Qffioél a director since its incorporation
in 1981. Mr. Schatz also co-founded Energy Reseassiociates, Inc. and served as its Vice PresiofieBhgineering from 1977 through
1980. Prior to co-founding Energy Research Assesijailr. Schatz held various engineering and managepositions at Applied Materials.

G. Brent Backman is a co-founder of the Companytasibeen a Vice President and a director of thepgaay since its incorporation in
1981. Mr. Backman became Vice President, Spec@éefts in 1994. Prior to co-founding Advanced Egeidr. Backman was a Business
Manager at lon Tech, Inc. and a Laboratory Admiatst at Hughes Aircraft Company.

Eric A. Balzer joined Advanced Energy in 1990 asé/President, Operations. Prior to joining the Canyp Mr. Balzer was Materials and
Manufacturing Manager for the Systems Technologydinn of IBM Corporation.

Richard P. Beck joined Advanced Energy in 1992 ime WPresident and Chief Financial Officer. He beeandirector of the Company in
1995. From 1987 to 1992, Mr. Beck served as Exeewtice President and Chief Financial Officer ofrfaige Corporation, a computer
software company. Mr. Beck is also a director ofgea Financial, Inc., a privately-held financiahgees company.

James F. Gentilcore joined the Company in 1996ies Rresident, Sales and Marketing. Prior to jgrtiee Company, Mr. Gentilcore was
Vice President, Marketing at MKS Instruments.
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Timothy A. Kerr joined the Company in 1987 as agieaer in the DC products group and in 1995 becBirector of Engineering. Prior to
joining the Company, Mr. Kerr was a member of #énghhical staff at Hughes Aircraft Compa

Susan C. Schell joined Advanced Energy in 1984 @asdh Resources Manager and became Vice Presidem@itiResources and Corporate
Quality in 1991. Prior to joining the Company, Michell was a Management Advisory Services Congdultégh Cady and Company, P.C.

Richard A. Scholl joined Advanced Energy in 1988/& President, Engineering. Mr. Scholl becamee€hiechnology Officer of the
Company in 1995. Prior to joining the Company, Bicholl was General Manager, Vacuum Products DimisioVarian Associates, Inc.

ITEM 2. PROPERTIES

The Company's headquarters are located in ForinSp(Colorado, in approximately 135,000 square ééétased space. The Company also
maintains sales and service offices in MilpitadijfGania; Tokyo, Japan; Filderstadt, Germany; amd, South Korea; and sales offices in
Concord, Massachusetts; Austin, Texas; and Bicddteéted Kingdom.

ITEM 3. LEGAL PROCEEDINGS

The Company is not a party to any legal proceedimgise ordinary course of its business to the bé#s knowledge.
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

Not applicable
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PART Il
ITEM 5. MARKET PRICE FOR REGISTRANT'S COMMON STOCK AND RELATED STOCKHOLDER MATTERS

Prior to November 17, 1995, there had been no puidirket for the Company's Common Stock. The Com8took was approved for
guotation on the NASDAQ Stock Market under the sgh#EIS, beginning November 17, 1995. At January1¥97, the number of comm

stockholders of record was 509.

The range of high and low bid quotations for thenpany's Common Stock as quoted (without retail maudr markdown and without
commissions) on the NASDAQ Stock Market sinceritdal public offering is provided below. They dotmecessarily represent actual
transactions:

High Bid Low Bid

Fourth Quarter
(from November 17) 11 81/4

1996 Fiscal Year

First Quarter 10 6 1/2
Second Quarter 91/8 53/4
Third Quarter 7 3/4 41/2
Fourth Quarter 71/4 2718

The Company has not declared or paid any cashedidisl on its capital stock since it terminated lgstéon to be treated as an S corporation
for tax purposes, effective January 1, 1994. Then@my currently intends to retain all future eagsito finance its business. Accordingly,
the Company does not anticipate paying cash or dikilends on its Common Stock in the foreseeélilee. Furthermore, the Company's
revolving credit facility prohibits the declaratian payment of any cash dividends on the CommonkSto
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ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA

The following selected consolidated financial datqualified by reference to, and should be reatbimjunction with, the Company's 1996
Consolidated Financial Statements and notes tharetdhe discussion thereof included elsewherkisnform 10-K. The selected
consolidated statements of operations for the yeaded December 31, 1994, 1995 and 1996 and #itedatonsolidated balance sheet da

of and for the years ended December 31, 1995 a@@ dérived from consolidated financial statemeitgehbeen audited by Arthur Andersen
LLP, independent accountants, whose report witheetsthereto is included elsewhere in this FornK1The selected consolidated statem

of operations data for the years ended Decembetr@®P and 1993, and the related consolidated balsimeet data as of December 31, 1992,
1993 and 1994 have been derived from audited colaget! financial statements of the Company nouigeet! in this Form 10-K.

YEARS ENDED DECEMBER 31,

1996 1995

(IN THOUSAN
STATEMENT OF OPERATIONS DATA:
Sales.....oooiiiiieiies $98,852 $94,708
Gross profit......cccceeenees 36,814 45,394
Total operating expenses....... 28,603 23,916
Income from operations......... 8,211 21,478
Net income..........c..cec... $5,144 $13,281
Net income per share........... $ 0.24 $ 0.69

Pro forma net income(1)........

BALANCE SHEET DATA:

Working capital................ $35,179 $33,749
Total assets..........cc.c..... 56,031 55,319
Total debt...........cc...... 2,051 2,484
Stockholders' equity........... 46,496 41,087

1994 1993 1992

DS, EXCEPT SHARE DATA)

$51,857 $31,577 $23,950
25,814 15,248 11,609
15,811 11,547 11,034
10,003 3,701 575
$5,963 $3417 $ 301

DECEMBER 31,

1994 1993 1992

IN THOUSANDS)

$7,773 $3,587 $2,849
23,149 13,389 9,310
9,946 8,459 2,680
7,218 1,011 4,025

(1) In 1992 and 1993, the Company was treated &aorporation for tax purposes. The Company teatnthits election to be treated as an S
corporation effective as of January 1, 1994. Prm#oinformation assumes federal, state and foreigpme tax rates aggregating 40.0%. See

Note 9 of Notes to Consolidated Financial States



ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
OVERVIEW

The Company designs, manufactures, markets anedsgmwer conversion and control systems useddustrial processes. The Compal
systems are key elements in products that utilasegus plasmas to deposit or etch thin film lagarmaterials or substrates such as silicon,
glass and metals. The Company commenced operatid@81 and has been profitable each year sinéedéption. The Company markets
and sells its systems primarily to original equiptn@anufacturers (OEMSs) of semiconductor, flat paisplay, data storage and other
industrial thin film manufacturing equipment. A stintial and increasing proportion of the Compasgles are made on a "just-in-time"
basis in which the shipment of systems occurs wighiew days or hours after an order is receivé@. Company recognizes revenues, which
are derived from the sales of power conversioncamdrol systems, upon shipment of its systems.

The semiconductor equipment industry accountedgpproximately 60% of the Company's sales in 199b6d% in 1996. The Company has
benefited from strong growth in the semiconduatetuistry in recent years until the industry growlttwed in mid-1996. The two largest
customers of the Company are also the largest dansesniconductor equipment manufacturers. The Gomhas also experienced growth
in sales to the other industries it serves dufiireglast three years, with the exception of a dedlirsales to the flat panel display industry in
1996, primarily in Japan. The future success ofGbmpany depends on continued growth of the serdigior equipment industry, data
storage industry, flat panel display industry, atiter industries requiring thin film manufacturipmpcesses. To date, the Company has been
successful in achieving a number of "design winkicl have resulted in the Company obtaining newoernsrs and solidifying relationships
with its existing customers. The Company believes its ability to continue to achieve design wivith existing and new customers will be
critical to its future success.

In response to the high rate of growth in 1994 B8@b5 and anticipated growth during 1996, the Comipaade substantial investments in
infrastructure such as information technology,lfaes, sales and support worldwide in 1996, whielused operating expenses to increase.
This, combined with the slower growth in the semighactor industry, resulted in reduced operatinggimarin 1996. Margins are not expec
to improve until the semiconductor equipment industbounds and returns to growth more in line whigtorical experience.

During the third quarter, the Company announced emstainment measures in response to recent ésdlinorders to the semiconductor
capital equipment market. As part of these measthlesCompany reduced headcount by 7%, reducedddasilities
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by 7%, initiated a 10% decrease in senior managesadgries and reevaluated inventories for excedhsolete parts. These efforts resulted
in additional charges of $350,000 related to sena@aay, charges associated with subleasing fasilind an increased provision for excess
inventories.

RESULTS OF OPERATIONS
The following table sets forth certain statemenvpérations data of the Company expressed as antage of sales:

YEARS ENDED DECEMBER 31,

1996 1995 1994
Sales.....oooiiiiii 100.0% 100.0% 100.0%
Costof sales........cccccvvvveeennns 62.8 52.1 50.2
Gross margin........cccceeeeeeveenenne 37.2 47.9 49.8
Operating expenses:

Research and development.............. 13.9 111 11.3

Sales and marketing................... 8.7 6.5 9.0

General and administrative ........... 6.3 7.6 10.2
Total operating expenses................ 28.9 25.2 30.5
Income from operations..... 8.3 22.7 19.3
Other income (expense).... 0.1 (0.4) (0.6)
Income before income taxes.............. 8.4 22.3 18.7
Provision for income taxes.............. 3.2 8.3 7.2
Net income........cocceeeeiiieeeennnns 5.2% 14.0% 11.5%

SALES

Sales were $51.9 million, $94.7 million and $98.@iam in 1994, 1995 and 1996, respectively, repremg an increase of 82% from 1994 to
1995 and 4% from 1995 to 1996. The Company's gpumsth during all periods presented has resulteohfthe increased unit sales of the
Company's systems. A significant part of this gfodtiring 1996 is attributable to increased salatoestic customers and to customers in
Europe, offset by a 46% decrease in Japan sales @dmpared to 1995. In 1995 the Company sold stdasygsin Japan to replace subsyst
originally provided by competitors. That retrofitogram was completed in 1995. A substantial pontibthe Company's sales growth since
1994 is attributable to higher system sales tdtbmpany's two largest customers, both of whom anegpily semiconductor equipment
OEMs.

Sales to international customers, primarily in Jagesia and Europe, were approximately $16.7 mmilli#27.3 million, and $24.0 million in
1994, 1995 and 1996, respectively. These amouptesented 32%, 29% and 24% of sales for thosedserizuring these periods, sales in
Japan were primarily to flat panel display and dataage equipment manufacturers and sales in Ewepe primarily to data storage
equipment manufacturers.
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GROSS MARGIN

The Company's gross margins during the periodepted have varied in the range of 37.2% to 49.8f6s&margin of 49.8% in 1994 and
47.9% in 1995 decreased to 37.2% in 1996. Majdofacausing the decrease in gross margin from 1®3996 were generally higher
material costs and other costs associated withiragd outsourcing efforts in the first half of 19@#d underabsorption of manufacturing
overhead due to lower sales in the second hal®861Sales for the first six months of 1996 wer@.85nillion versus sales of $43.0 million
in the comparable period in 1995, an increase 8§,38hile sales in the last six months of 1996 wite.9 million versus sales of $51.7
million for the comparable period in 1995, a deseeaf 19%. Additionally, gross margin was negativeipacted throughout 1996 by a shift
in product mix toward products on which materiadtsancreased as a percentage of sales and bp$ecreustomer service costs, which
increased as a percentage of sales, as a reshd# wiwer sales base.

During the periods presented, the average selliicg per unit has remained relatively constanttddisally, price competition has not had a
material effect on margins. However, competitivegsures may produce a decline in average sellingspfor certain products. Any material
decline in average selling prices not offset byuedl costs could result in a material decline e@ompany's gross margins.

The Company provides warranty coverage for itsesgstranging from 12 to 24 months. The Company eséisthe anticipated costs of
repairing its systems under such warranties basetehistorical average costs of the repairs. dte,dhe Company has not experienced
significant warranty costs in excess of its recdroeserves.

RESEARCH AND DEVELOPMENT

The Company's research and development costs soeiaed with researching new technologies, devegopew products and improving
existing product designs. Research and developex@enses were $5.8 million, $10.5 million and $IBiion for 1994, 1995 and 1996,
respectively, representing an increase of 81% ft68% to 1995 and 31% from 1995 to 1996. As a peagenof sales, research and
development expenses decreased from 11.3% in D9B%.1% in 1995 and increased to 13.9% in 1996.ifitrease in expenses from 199!
1996 are primarily associated with increases irmghgosts and outside service costs incurred ppett new product development and
standards compliance certification.

The Company believes that continued research avelajament investment is essential to ongoing dearekmt of new products and does not
expect any significant decline in spending as agmaage of sales. Since inception, all researctdamdlopment costs have been internally
funded and expensed.
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SALES AND MARKETING

Sales and marketing expenses support domesticiardational sales and marketing activities whilude personnel, trade shows,
advertising, and other marketing activities. Saled marketing expenses were $4.7 million, $6.2ioniland $8.6 million for 1994, 1995 and
1996, respectively. This represented a 32% incrizase1994 to 1995 and a 39% increase from 199986. The increases are attributabl
increases in payroll, promotional materials, adserg, commissions and travel costs associated evifansion to support the increase in s
volume. As a percentage of sales, these expensezaded from 9.0% in 1994 to 6.5% in 1995 and asw@d to 8.7% in 1996. The increase of
sales and marketing as a percentage of sales di#Bgjwas attributed to a lower than anticipatdesshase achieved during the period.

The Company is reorganizing its sales and markeéiam to better address the specific needs ofig®mers. To accomplish this, the
Company hired a vice president of sales, marketimdjcustomer support, and opened a new suppareaffiSouth Korea. As a result, sales
and marketing expenses may continue to increaagagscentage of sales in future periods.

GENERAL AND ADMINISTRATIVE

General and administrative expenses support thielwigie financial, administrative, information syste and human resources functions of
the Company. General and administrative expenses $&3 million, $7.2 million and $6.3 million whiaepresented 10.2%, 7.6% and 6.3%
of sales for 1994, 1995 and 1996, respectively. Guerall decrease as a percentage of sales froehtb9B096 is attributable to the Compal
effort to maintain a level of general and admimiste costs that do not increase at the same satalas. Most of the decreases in these costs
were recognized in payroll, recruitment fees, anddl.

The Company is currently implementing informatioamagement system software which will replace engssiystems to support its growth.
The Company expects that significant charges mlatéraining and implementation of the new sofsvaill occur during 1997.

OTHER INCOME (EXPENSE)

Other income consists primarily of foreign exchagges and losses and other miscellaneous incothexgense items. Approximately 60%
of the Company's foreign sales are denominateacial kcurrencies. The Company recognized a forexghange gain of $0.4 million in 1994,
primarily due to increases in the values of both@erman Deutsch Mark and the Japanese Yen. Agaserin the value of the Deutsch Mark
of 7% and a decrease in the value of the Yen of@daélted in essentially no foreign exchange gailoss in 1995. During 1996 the Company
recorded a net foreign
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exchange loss of $0.4 million primarily as a resitila 12% decrease in the value of the Yen. Dutiegsecond half of 1996 the Company
entered into various forward foreign exchange @m$ to mitigate the effect of depreciation in Japanese Yen. The Company continues to
evaluate various policies to minimize the effectofrency fluctuations.

Interest expense consists principally of borrowingder the Company's bank credit and capital l&askties and was approximately $0.6
million, $0.6 million and $0.2 million for the yea 994, 1995 and 1996, respectively. Interest esgpeacreased from 1995 to 1996 primarily
as a result of repayments of equipment loans aslderrowing due to the availability of working @¢approvided from the proceeds of the
Company's initial public offering in November 1995.

Interest income was approximately $0.1 million,1$illion and $0.5 million for the years 1994, 19&%d 1996, respectively. The increase in
1996 was due primarily to earnings on investmeradarfrom the proceeds of the initial public offgrin November 1995.

PROVISION FOR INCOME TAXES

The income tax provision of $7.8 million in 199presented a 37.0% effective tax rate. The incomeitavision of $3.2 million for 1996
represented an effective rate of 38.1%. The iner@athe Company's tax rate from 1995 to 1996iimguily attributed to a higher effective
state tax rate resulting from a larger proportibthe Company's sales being shipped to higheraeejurisdictions, particularly California.
Changes in the relative earnings of the Companyitarfdreign subsidiaries affect the Company's otidated effective tax rate. To the extent
that a larger percentage of taxable earnings areediefrom the Company's foreign subsidiaries whiaserates are higher than domestic tax
rates, the Company could experience a higher ciolaget! effective tax rate.

QUARTERLY RESULTS OF OPERATIONS

The following table presents unaudited quarterbutes in dollars and as a percentage of salehéoeight quarters ended December 31, 1996.
The Company believes that all necessary adjustmemtsisting only of normal recurring adjustmehtsye been included in the amounts
stated below to present fairly such quarterly infation. The operating results for any quarter atenecessarily indicative of results for any
subsequent period.
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QUARTERS ENDED

MAR. 31, JUNE 30, SEPT. 30, DEC. 31, MAR. 31, JUNE 30, SEPT. 30 , DEC. 31,
1996 1996 1996 1996 1995 1995 1995 1995
(IN THOUSANDS, EXCEPT PER SHARE DATA)
Sales....ccccovvivieeiinenn. $27,166 $29,831 $21,639 $20,216 $18,039 $24,945 $25,554 $26,170
Cost of sales.........ccce..... 17,035 17,204 15,047 12,752 9,684 12,055 12,734 14,842
Gross profit 10,131 12,627 6,592 7,464 8,355 12,890 12,820 11,328
Operating expenses:
Research and development...... 3,498 3,645 3,349 3,268 2,064 2,330 2,711 3,416
Sales and marketing........... 2,083 2,248 2,201 2,058 1,307 1,415 1,571 1,908
General and administrative.... 1,725 2,330 933 1,265 1,652 1,962 1,801 1,778
Total operating expenses........ 7,306 8,223 6,483 6,591 5,023 5,707 6,083 7,102
Income from operations.......... 2,825 4,404 109 873 3,332 7,183 6,737 4,226
Other (expense) income.......... (170)  (66) 97 232 (103) 199 (562) 73
Income before income taxes...... 2,655 4,338 206 1,105 3,229 7,382 6,175 4,299
Provision for income taxes...... 982 1,676 83 419 1,232 2,873 2,116 1,583
Net income..........ccceeeenee $1,673 $2,662 $ 123 $ 686 $1,997 $4,509 $4,059 $2,716
Net income per share............ $ 0.08 $ 0.12 $ 001 $003 $011 $ 024 $0.21 $ 0.13
Weighted average number of
shares and share equivalents.. 21,794 21,653 21,622 21,728 18,724 19,046 19,170 20,577

MAR. 31, JUNE 30,
1996 1996

QUARTERS ENDED

SEPT. 30, DEC. 31, MAR. 31, JUNE 30, SEPT. 30 , DEC. 31,
1996 1996 1995 1995 1995 1995

(IN THOUSANDS, EXCEPT PER SHARE DATA)

Sales....ccooveeiiieninnn 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Cost of sales................. 62.7 57.7 69.5 63.1 53.7 483 498 56.7
Gross margin.................. 373 423 30.5 36.9 46.3 517 50.2 43.3
Operating expenses:

Research and development.... 129 12.2 155 16.2 114 9.3 106 13.1

Sales and marketing......... 7.7 7.5 10.2 10.2 7.2 5.7 6.1 7.3

General and administrative.. 6.3 7.8 4.3 6.2 9.2 7.9 7.0 6.8
Total operating expenses...... 269 275 30.0 326 278 229 237 27.2
Income from operations........ 104 1438 0.5 43 185 288 265 16.1
Other (expense) income........ (0.6) (0.3) 0.5 1.2 (06) 08 (2.3 0.3
Income before income taxes.... 9.8 14.5 1.0 55 179 296 242 16.4
Provision for income taxes.... 3.6 5.6 0.4 2.1 6.8 115 8.3 6.0
Net income..........c.c...... 6.2% 8.9% 0.6% 34% 11.1% 18.1% 15.9% 10.4%

The Company has experienced and expects to cortbresgerience significant fluctuations in its gealy operating results. The Company's
expense levels are based, in part, on expectatidiusure revenues. If revenue levels in a partcgjuarter do not meet expectations,
operating results may be adversely affected. Aetyaiaf factors have an influence on the level ef @ompany's revenues in a particular
quarter. These factors include general economiditions, specific economic conditions in the indigst the Company serves, the timing of
the receipt of orders from major customers, custaraacellations or delay of shipments, specifitdfearequests by customers, production
delays or manufacturing inefficiencies, exchande flactuations, management decisions to commendésoontinue product lines, the
Company's ability to design, introduce and manufi@hew products on a cost effective and timelyshadise introduction of new products by
the Company or its competitors, the timing of reske@and development expenditures, and expensdeddtaacquisitions, strategic alliances,
and the further development of marketing and sergapabilities.
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A substantial portion of the Company's shipmengsmaade on a "just-in-time" basis in which shipma&itystems occurs within a few days or
hours after an order is received. The Company'klbgds not meaningful because of the importancgusit-in-time" shipments. The
Company is dependent on obtaining orders for shiprimea particular quarter to achieve its revenbjedtives for that quarter. Accordingly

is difficult for the Company to predict accuratéhe timing and level of sales in a particular geiarDue to its "just-in-time" program, the
Company anticipates quarterly fluctuations in saléscontinue to occur.

The Company's quarterly operating results in 19853996 reflect primarily the changing demand Fa €Company's products during this
period, principally from manufacturers of semicoaitn equipment, and the Company's ability to quicdjust its manufacturing capacity to
meet this demand. Total sales for the Company ase@ sequentially from the first quarter of 199%tigh the second quarter of 1996,
representing increased demands from semicondugtdpraent companies. Demand from the semiconductgipenent companies, reflecting
an overall industry slowdown, dropped significantiythe third and fourth quarters of 1996, and dednfmom the data storage market dropped
in the fourth quarter of 1996. Segments of the dideage industry are cyclical as new manufactuiives are installed. Both slowdowns
negatively impacted the revenues of the Comparlydrsecond half of 1996. Additionally, sales toflaepanel display industry, primarily in
Japan, were significantly lower throughout 1996 friheir 1995 level.

The Company's gross margin fluctuated significaatlya quarterly basis in 1995 and 1996, primagflecting utilization of manufacturing
capacity. Average selling prices remained relayiveinstant throughout the periods presented. Tepaay's gross margin of 46.3% in the
first quarter of 1995 was attributable to increalishg of manufacturing personnel in anticipatmfradditional manufacturing capacity
becoming available in 1995, and to costs associaithdoutsourcing of subassemblies to further inseemanufacturing capacity. In the
second and third quarters of 1995, the Compangssgnargin improved to 51.7% and 50.2%, respegtiaal the Company utilized its
additional manufacturing capacity. In the fourttagar of 1995, the gross margin decreased subsigrit 43.3%. This resulted from
increased costs associated with small quantityhases for parts required for a design change redjbly the Company's customers selling to
European users; an increase in personnel to supptictpated demand; increased costs for outsowsgkdssemblies; an increase in the
manufacturing organizations' portion of facilitimsd information systems; and increased costs agedawith the expansion of the customer
service organization. The decrease of gross ménd37.3% in the first quarter of 1996 was primaagtyributable to higher costs associated
with outsourcing assemblies, changes in product arig costs associated with expanding into additioranufacturing facilities. The
increase in gross margin to 42.3% in the secondeuaf 1996 resulted from price reductions achietleough negotiations with the
Company's supplier base, a reduction in consigaleor loutsourcing, lower pricing as a result of paging negotiations, and a decision to
produce high labor content printed circuit boarddduse. Additionally, gross margin
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was positively impacted by higher revenues thathénfirst quarter which resulted in more favoradsorption of manufacturing overhead.
The reduction in gross margin to 30.5% in the tljuerter of 1996 was primarily the result of untbsirbed fixed manufacturing costs from
reduced revenue, as revenues in the third quari93s were $8.2 million lower than in the secon@ider of 1996, and from higher fixed
overhead expenses from expanded physical capaAcitiitionally, gross margin was negatively impachsda shift in product mix toward
products on which material costs as a percentagale$ were higher than the previous quarter. &se@ customer service costs, as a
percentage of sales also contributed to the lowa@ssgmargin. The improvement of gross margin t8%6in the fourth quarter of 1996 was
attributable to a favorable product mix, decreadieect material costs and decreased customer setuists, each of which decreased as a
percentage of sales, and favorable adjustmentlingsfrom a review of inventory reserves for exsesbsolete, and revaluation.

The Company's operating expenses increased ormrdydasis throughout 1995 and through the fiedf of 1996. Since the fourth quarter
of 1995, operating expenses have included addltlegal and administrative expenses as a resudefg a publicly held company.
Additionally, the Company has expensed costs ieclfor consultants used in the implementation wéw information management system
software. The Company expects expenses relatée ionplementation of the software to continue thglo@997 as additional phases are
implemented, including integration of the inforneatisystems of the Company's international subs&diaDecreases in the second half of
1996 reflect a companywide restructuring and thelémentation of cost containment measures in ting tfuarter. As a percentage of sales,
operating expenses have declined during periodspidl sales growth, when sales increased at dastier than the Company's ability to add
personnel and facilities to support the growth, emedeased during periods of flat or decreasedssathen the Company infrastructure is
retained to support anticipated future growth. Bgihe four quarters of 1995 and the first two tgprarof 1996, during periods of growth,
operating expenses varied between 23% and 28%ed. $a contrast, operating expenses as a percenfagples were 30% and 33%,
respectively, for the last two quarters of 1996ewkales were lower than in the previous five quart

Other income (expense) consists primarily of irdenrecome and expense and foreign currency gainamsd Net foreign exchange losses of
approximately $0.5 million in the last half of 19688set the foreign exchange gains recognizedeémpiievious two quarters. The net foreign
exchange loss of $0.4 million in 1996 was recoghigering the first and fourth quarters of 1996 hwessentially no gain or loss in the second
and third quarter. The Company's provision for medaxes has remained relatively stable in 19951896 .

LIQUIDITY AND CAPITAL RESOURCES

Since its inception, the Company has financedptrations, acquired equipment and met its workaqgtal requirements through borrowings
under its revolving line of
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credit, long-term loans secured by property andpegent and cash flow from operations, and, from &ober 1995, proceeds from its initial
public offering.

Cash provided by operations totaled $3.7 milliod®95, and $3.3 million in 1996. In 1995, substlriticreases in inventory and accounts
receivable were more than offset by net incomereatgation and amortization, and increases in adsopayable, accrued liabilities and
income taxes payable. Major factors contributingash provided by operations in 1996 were net iregaiepreciation and amortization and
decreases in inventory, partially offset by incesai®m accounts receivable and decreases in acqoaydble. The Company's accounts
receivable increased from $15.2 million at Decen8ier1995 to $16.1 million at December 31, 199fiecting the Company's increased s
during this period. Inventory decreased from $1#illion to $14.0 million during the same periodfleeting the Company's emphasis on
improving inventory management and additions téatereserves for potentially excess and obsoteteritory. The Company expects future
receivable and inventory balances to fluctuate wihsales. The Company provides "just-in-timefveegies to certain of its customers and
may be required to maintain substantial levelsxeéntory to satisfy its customers' delivery requieats.

Investing activities, consisting primarily of eqmipnt acquisitions, used cash of $3.8 million and $5illion in 1995 and 1996, respectively.
Financing activities in 1995, consisting primariynet proceeds raised of $21.2 million from thigahpublic offering, offset by note and lo
repayments, provided cash of $13.9 million in 19851996, financing activities consisted primawdlynet proceeds of notes payable to
finance equipment of $1.6 million, offset by repants of notes payable and capital lease obligatiodsused cash of $0.3 million. Long-
term loans secured by property and equipment weillion in 1995 and $1.5 million in 1996.

The Company plans to spend approximately $3.0onillhrough 1997 for the acquisition of equipmerd artegrated information
management system software, leasehold improveraedtfurnishings.

As of December 31, 1996, the Company had workimpitaieof $35.2 million. The Company's principal soes of liquidity consisted of $11.2
million of cash and cash equivalents, $10.0 milksailable under a $10.0 million revolving linearédit that bears interest at prime rate
(8.25% at January 31, 1997) or LIBOR plus 250 bpsiats. The Company has the option to converoufBt0 million of its revolving line of
credit to a 36-month term loan that would bearrgdeat prime plus 0.50%. Covenants under the m@noff credit include a minimum ratio of
quick assets to current liabilities of 1.75; a miom debt service ratio of 2.0; a ratio of debtébworth not to exceed 1.0; a minimum
tangible net worth of $38 million; and profitabjlibn a quarterly basis with an allowance for onartgrly loss up to $0.5 million. In addition,
payment of dividends will be prohibited without theor written consent of the bank.
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The Company entered into an agreement effectiveliect31, 1996, that will provide the Company with2a5 million line of credit to
purchase equipment, of which $1.5 million was adeato refinance previous equipment loans. At Ddiear31, 1996, $1.5 million was
outstanding under the term loan, which bears isteaeprime rate plus 0.25% and is due Novemb#&999.

The Company believes that its cash and cash eguitgalcash flow from operations, and availabledwimgs will be sufficient to meet the
Company's working capital needs through at leasetid of 1997. After that time, the Company mayiregadditional equity or debt
financing to address its working capital, capiglipment, or expansion needs. There can be noaassuthat additional funding will be
available when required or that it will be avaikloin terms acceptable to the Company.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
To the Stockholders and Board of Directors of AdexhEnergy Industries, Inc.:

We have audited the accompanying consolidated balsineets of Advanced Energy Industries, Inc. (avizgre corporation) and subsidiaries
as of December 31, 1996 and 1995, and the relatesbtidated statements of income, stockholderstyeq@nd cash flows for each of the
three years in the period ended December 31, T848&e consolidated financial statements and thedsid referred to below are the
responsibility of the Company's management. Oyramrsibility is to express an opinion on these cbidated financial statements and
schedule based on our audits.

We conducted our audits in accordance with geneaaitepted auditing standards. Those standardsedhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatem@naudit includes examining, on a test
basis, evidence supporting the amounts and digelesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial stateteeaferred to above present fairly, in all matenégpects, the financial position of Advan:
Energy Industries, Inc. and subsidiaries as of B 31, 1996 and 1995, and the results of tharains and their cash flows for each of
the three years in the period ended December 28, 18 conformity with generally accepted accougfminciples.

Our audit was made for the purpose of forming ainiop on the basic financial statements takenab@le. The schedule listed in the index
of the consolidated financial statements is preskfdr purposes of complying with the Securitied Bxchange Commission's rules and is
part of the basic financial statements. This sclebas been subjected to the auditing procedunggedpdn our audit of the basic financial
statements and, in our opinion, is fairly statedllrmaterial respects in relation to the basiaficial statements taken as a whole.

Denver, Colorado ARTHUR ANDERSEN LLP January 319719
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(IN THOUSANDS)

DECEMBER 31,

1996 1995
ASSETS
CURRENT ASSETS:
Cash and cash equivalents..........cccceeeeeee.. e, $11,231  $13,332
Accounts receivable --
Trade (less allowances for doubtful accounts of approximately
$242 and $210 at December 31, 1996 and 1995, r espectively)..... 15,287 13,540
................. 541 979
288 653
13,976 16,104
1,013 663
1,223 1,031

PROPERTY AND EQUIPMENT, at cost, net of accumulated
depreciation of $5,779 and $3,634 at December 31,
1996 and 1995, respectively.......ccccvceveeeee s 9,500 6,639

OTHER ASSETS:

Deposits and other.......cccccvvveeenvceeeees s 1,139 815
Demonstration and customer service equipment, net of
accumulated depreciation of $1,276 and $902 at D ecember 31,
1996 and 1995, respectively.......coccecceeeeee 1,833 1,563
2,972 2,378
Total @SSetS..ccovvvivviiiiicicicieeee e $56,031 $55,319

The accompanying notes to consolidated financiéstents are an integral part of these consolidztthce sheets.
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(IN THOUSANDS)

DECEMBER 31,

LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES:
Accounts payable --

Accrued payroll and employee benefits............
Other accrued expenses..........cccccvveveeeenns
Customer deposits..........ccccvvvvereeeeerennn.
Accrued income taxes payable....................
Capital lease obligations, current portion.......
Notes payable, current portion...................

Total current liabilities......................

LONG-TERM LIABILITIES:
Capital lease obligations, net of current portion . 169 494
Notes payable, net of current portion............
Deferred income taxes............cccoceeeenen.

Total liabilities.........cccoovvvvvvveeees 9,535 14,232

COMMITMENTS AND CONTINGENCIES (Note 11)

STOCKHOLDERS' EQUITY (Note 1):
Preferred stock, $0.001 par value, 1,000 shares
authorized, none issued and outstanding......... L - -
Common stock, $0.001 par value, 30,000 shares aut horized;
21,268 and 21,069 shares issued and outstanding, respectively.... 21 21
Additional paid-in capital....................... 23,075 22,925
Retained earnings.............cocu.. . 25,065 19,921
Stockholders' notes receivable................... (1,083) (1,083)
Deferred compensation................... (82) (130)
Cumulative translation adjustment................

Total stockholders' equity......cccccceveeeeees 46,496 41,087

Total liabilities and stockholders' equity.....

The accompanying notes to consolidated financiéstents are an integral part of these consolidztthce sheets.
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

YEARS ENDED DECEMBER 31,

1996 1995 1994

SALES.....ooiiiiiiee e $98,852 $94,708 $51,857
COST OF SALES......cccoviiiiiiiee 62,038 49,314 26,043
Gross Profite.....cceeeeevcieeeeiniinnn. 36,814 45,394 25,814
OPERATING EXPENSES:
Research and development................... 13,760 10,522 5,849
Sales and marketing................ . 8,590 6,201 4,658
General and administrative 6,253 7,193 5,304
Total operating expenses................. 28,603 23,916 15,811
INCOME FROM OPERATIONS.........cceeviennee 8,211 21,478 10,003
OTHER (EXPENSE) INCOME:
Interest income..... 455 71 86
Interest expense.........ccceeeeenuveen. (168) (612) (643)
Foreign currency (loss) gain............... (351) (7) 389
Other income (expense), net................ 157 155  (132)

Net income before income taxes........... 8,304 21,085 9,703
PROVISION FOR INCOME TAXES........ccccveenn. 3,160 7,804 3,740
NET INCOME.......cccooiiiiiieeeiiieeeeens $5,144 $13,281 $5,963
NET INCOME PER SHARE..........cccvveeeenn. $ 024 $ 069 $ 0.32

WEIGHTED AVERAGE COMMON AND
COMMON EQUIVALENT SHARES OUTSTANDING........ 21,666 19,310 18,605

The accompanying notes to consolidated financééstents are an integral part of these consolidatédments.
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

FOR THE YEARS ENDED DECEMBER 31, 1996, 1995 AND 199

COMMON STOC K ADDITIONAL STOCKHOLDERS' CUMULATIVE
———————————— --- PAID-IN RETAINED NOTES DEFERRED TRANSLATION
SHARES AMO UNT CAPITAL EARNINGS RECEIVABLE COMPENSATI ON ADJUSTMENT TOTAL
BALANCES, December 31, 1993 17,091 $1 7 $ 119 $ 805 $ - $ - $ 70 $1,011
Election of C corporation status.. - - - 58 (58) - - - -
Warrants issued..................... - - 1 - - - - 1
Exercise of stock options for cash . 202 - - 167 - -- - - 167
Equity adjustment from foreign
currency translation............... - - - - - -- - 124 124
Acqwsmon of minority interest.. - - - 22 (70) - - - (48)
Netincome..........ccoeevvennne. - - - - 5,963 - - - 5963
BALANCES, December 31, 1994 ........... 17,293 1 7 367 6,640 - - 194 7,218
Equity adjustment from foreign
currency translation............... - - - - - -- - (761)  (761)
Exercise of stock options for cash.. 140 1 124 - - - - 125

Exercise of stock options in
exchange for stockholders' notes

receivable............ccccoenn. 1,236 1 1,082 - (1,083) - - -
Deferred compensation on stock

options issued............c........ - - - 142 -- -- (142) -- --
Amortization of deferred

compensation...........ccceeeeeenne - - - -- -- -- 12 -- 12

Sale of common stock through
public offering, net of

approximately $2,790 of expenses... 2,400 2 21,210 -- -- -- -- 21,212
Netincome.........ccccoeevrennnne. - - - - 13,281 - - - 13,281
BALANCES, December 31, 1995 ........... 21,069 2 1 22925 19,921 (1,083) (130) (567) 41,087

Equity adjustment from foreign

currency translation............... - - - -- -- -- -- 67 67
Exercise of stock options for cash.. 199 - - 150 -- -- -- -- 150
Amortization of deferred

compensation - - - -- -- -- 48 -- 48

Net income........... Lo - - -- 5,144 - - - 5,144

BALANCES, December 31, 1996 ........... 21,268 $2 1 $23,075 $25,065 $(1,083) $(82) $(500) $46,496

The accompanying notes to consolidated financiéstents are an integral part of these consolidaedments.
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

YEARS ENDED DECEMBER 31,

CASH FLOWS FROM OPERATING ACTIVITIES:

Net income

Adjustments to reconcile net income to
net cash provided by operating activities--
Depreciation and amortization..............
Provision for deferred income taxes........
Amortization of deferred compensation

Minority interest........cccccccvveeeenn..
Loss on disposal of property and
eqUIPMENt.....eveeeeiiiiee e

Changes in operating assets and

liabilities--
Accounts

receivable-trade, net...........

Related parties and other receivables....
Inventories.........cccoevveeeennnnen.

Other cur

rent assets...

Deposits and other...........c...........
Demonstration and customer service
equIPMeNt.......ccoevviiieeeeriieeennn

Accounts

payable, trade..................

Accrued payroll and employee benefits....
Customer deposits and other accrued
EXPENSES. ..eeeiniiieiniieaiiaaaiiaaanne
Income taxes payable.....................
Accrued payments to S corporation

stockholders for income taxes

Net cash provided by operating
activities..........cceeeveeenen.

CASH FLOWS FROM INVESTING ACTIVITIES:

Purchase of property and equipment, net

Net cash used in investing
ACHVItIeS...eveeei e

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from notes payable
Repayment of notes payable and capital lease

obligations...

Repayment of subordinated notes to

stockholders

Sale of common stock, net of expenses...
Proceeds from exercise of stock options and
WAITANES. ..o

Acquisition of minority interest

Net cash (used in) provided by financing
activitieS........c.coceeviiniines

EFFECT OF CUMULATIVE TRANSLATION ADJUSTMENT
(DECREASE) INCREASE IN CASH AND CASH

EQUIVALENTS
CASH AND CASH EQUIVALENTS, beginning of period..

CASH AND CASH EQUIVALENTS, end of period

SUPPLEMENTAL DISCLOSURE OF NON-CASH INVESTING

AND FINANCI

NG ACTIVITIES:

Deferred compensation on stock options

issued........

Assets acquired with capital lease..........

Exercise of stock options in exchange for
stockholders' notes receivable............. $

1996

1995

1994

5,144 $13,281 $ 5,963

2,609 1543 1,052
(286) (252)  (657)
48 12 -
- - (15)
41 66 113
(1,747) (5.477) (3,291)
803  (889) 147
2,128 (8,907) (3,419)
(350) (371)  (149)
(324) (225) (316)
(644) (937)  (154)
(4,412) 3,568 1,210
(367) 725 937
460 149 275
149 1388 (52
- ~ @7
3252 3674 1,167
(5,137) (3,824) (2,763)
(5,137) (3,824) (2,763)
1,606 31,179 23,185

(2,039) (34,103) (21,581)

~  (4538) (262)
—- 21,212 -
150 125 168
- - (48)
(283) 13,875 1,462
67  (761) 124
(2,101) 12,964  (10)
13,332 368 378

- $1083 $ -




SUPPLEMENTAL DISCLOSURE OF CASH FLOW

INFORMATION:
Cash paid for interest..........ccccccoueenn. $ 168 $ 604 $ 618
Cash paid for income taxes.................... $ 3,940 $ 6,668 $ 4,415

The accompanying notes to consolidated financiéstents are an integral part of these consolidastdments.
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(1) COMPANY OPERATIONS

Advanced Energy Industries, Inc. (the "Company"¥ecorporated in Colorado in 1981 and reincorpatan Delaware in 1995. The
Company is primarily engaged in the development@oduction of power conversion and control systerhieh are used by manufacturers
of semiconductors and in industrial thin film maaetfiring processes. The Company owns 100% of datie dollowing subsidiaries:
Advanced Energy Japan, K.K. ("AE-Japan"), AdvanEedrgy, GmbH ("AE-Germany") and Advanced Energy Wknited ("AE-UK").
Effective January 1, 1994, the Company convertethit status from being an S corporation to a @aration, and acquired the remaining
minority interest in each of these subsidiariesdifidnally, the Company formed Advanced Energy lstdes, FSC ("AE-FSC") in 1994.

In September 1995, the Company reincorporated lavizare with an authorized capitalization of 30,000, shares of common stock, $0.001
par value. Also in September 1995, the Companyaygr a three for one share common stock splitsiddire and per share data have been
retroactively adjusted in the accompanying constdd financial statements for the effect of thelstplit. Additionally, the Company also
authorized 1,000,000 shares of $0.001 par valuempee stock.

The Company continues to be subject to certairs isékilar to other companies in its industry. Thesks include the volatility of the
semiconductor industry, customer concentrationiwithe industry, technological changes, dependendhe Japanese market, foreign
currency risk and competition. A significant chamgeny of these risk factors could have a matémglact on the Company's business.

(2) SIGNIFICANT ACCOUNTING POLICIES

BASIS OF PRESENTATION -The consolidated financial statements includeatteounts of the Company and its subsidiaries. igfiifcant
intercompany accounts and transactions have baamated in consolidation.

CASH AND CASH EQUIVALENTS -- For cash flow purposese Company considers all cash and investmeniksani original maturity of
90 days or less to be cash and cash equivalents.

INVENTORIES -- Inventories include costs of matésjalirect labor and manufacturing overhead. Ineges are valued at the lower of cost
or market, computed on a first-in, first-out basis.

DEMONSTRATION AND CUSTOMER SERVICE EQUIPMENT -- Damstration and customer service equipment are rmatured
products utilized for sales demonstration and ea&n purposes. The Company also utilizes thispgant in its customer service functior
replacement and loaner equipment to existing custerdll equipment is held for sale.

The Company depreciates the equipment based estitsated useful life in the sales and customefigefunctions. The depreciation is
computed based upon a 3-year life.

PROPERTY AND EQUIPMENT -- Property and equipmendtested at cost. Additions, improvements, and maoewals are capitalized.
Maintenance, repairs, and minor renewals are exgeas incurred.
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Depreciation is provided using straight-line andederated methods over three to ten years for maghiand equipment. Amortization of
leasehold improvements and leased equipment isdadwsing the straight-line method over the liféhe lease term or the life of the assets,
whichever is shorter.

CONCENTRATIONS OF CREDIT RISK -- The Company's neves generally are concentrated among a small nuofilseistomers, the
majority of which are in the semiconductor indusifite Company establishes an allowance for doubtfebunts based upon factors
surrounding the credit risk of specific customéistorical trends and other information.

WARRANTY POLICY -- The Company estimates the amtated costs of repairing products under warransgthan the historical average
cost of the repairs. The Company offers warrantyecage for its systems for periods ranging fromid 24 months after shipment.

CUMULATIVE TRANSLATION ADJUSTMENT -- The functionaturrency for the Company's foreign operationsiésapplicable local
currency.

The Company records a cumulative translation adfjest from translation of the financial statemeritdB-Japan, AE-Germany and AE-UK.
This equity account includes the results of tratimgigall balance sheet assets and liabilities atectt exchange rates as of the balance sheet
date, and the statements of operations at the geepechange rates during the respective year.

The Company recognizes gain or loss on foreigreoasy transactions which are not considered to lzelofig-term investment nature. The
Company recognized a

(loss) gain on foreign currency transactions 06$(800), $(7,000) and $389,000 for the years elmiEdmber 31, 1996, 1995 and 1994,
respectively.

REVENUE RECOGNITION -- The Company recognizes rexewhen products are shipped.

INCOME TAXES -- The Company accounts for incomeesin accordance with Statement of Financial ActingrStandards ("SFAS™) No.
109, "Accounting for Income Taxes." In accordanénBFAS No. 109, deferred tax assets and liagdiire recognized for temporary
differences between the tax basis and financiantem basis of assets and liabilities, computecluatent tax rates.

NET INCOME PER COMMON AND COMMON EQUIVALENT SHARI-- Net income per share is computed based on peiria
attributable to common stock and the weighted @yeeraimber of common and common equivalent shatstaoding during each of the
periods since the Company became a C corporation.

All share and income per share data have beentedjter all periods to reflect the three for onétsgd common shares approved by the
Company's stockholders in September 1995 (Note 1).

ESTIMATES AND ASSUMPTIONS -- The preparation of tBempany's consolidated financial statements ificramty with generally
accepted accounting principles requires the Conipangnagement to make estimates and assumptidraffénet the amounts reported and
disclosed in the consolidated financial statemantsaccompanying notes. Actual results could diffem those estimates.

ACCOUNTING PRONOUNCEMENT -- In March 1995, the Fnwéal Accounting Standards Board ("FASB") issued\SHNo. 121,
"Accounting for the Impairment of Long-Lived Assetisd for Long-Lived Assets to be Disposed Of." S 121 requires that long-lived
assets and certain identifiable intangibles toddd Bnd used by an entity be reviewed for impaitmérenever events or changes in
circumstances indicate that the carrying amouincdisset may not be recoverable. The adoption AE¥0. 121 in 1996 did not have a
significant impact on the Company's consolidatedricial condition and results of operations.
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(3) INITIAL PUBLIC OFFERING

In November 1995, the Company closed on the intigdlic offering of its common stock. In connectiwith the offering, 2,400,000 shares
previously unissued common shares were sold d@te pf $10 per share, providing gross proceed4f(00,000, less $2,790,000 in offering
costs.

(4) ACCOUNTS RECEIVABLE, TRADE
Accounts receivable, trade consisted of the folimyi

DECEMBER 31,

1996 1995
(INT HOUSANDS)
DomestiC........cccceevueeanne. $9,944 $ 8,825
Foreign........cooeeeeeviennn. 5,585 4,925
Allowance for doubtful accounts.. (242) (210)
$15,287 $13,540

(5) INVENTORIES

Inventories consisted of the following:

DECEMBER 31,

1996 1995
(IN THOUSAN DS)
Parts and raw materials........... $11,149 $11,104
Work in process..........cc...... 1,122 1,936
Finished goods.................... 1,705 3,064
$13,976 $16,104

(6) PROPERTY AND EQUIPMENT
Property and equipment consisted of the following:

DECEMBER 31,

1996 1995
(IN THOUSAN DS)

Machinery and equipment........... $ 5,708 $3,974
Computers and communication....... 4,793 3,693
Furniture and fixtures............ 1,996 1,211

Vehicles.......cocccevviinenenne 140 154
Leasehold improvements............ 2,642 1,241
15,279 10,273
Less -- accumulated depreciation.. (5,779) (3,634)
$ 9,500 $6,639

Included in the cost of property and equipment &kisvequipment obtained through capitalized leaBes.net book value of capitalized
leased equipment included in property and equiprabave was as follows at December 31, 1996 and:1995

DECEMBER 31,

(IN THOUSAN DS)
Machinery and equipment............ $243 $426



Computers and communication........
Furniture and fixtures............. 14
$319

Depreciation of assets acquired under capitaliegadds is included in depreciation expense.
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(7) NOTES PAYABLE

DECEMBER 31,

1996 1995
(IN THOUSANDS)
Term loan of $1,500,000, commencing December 5, 199 6, principal
is due monthly in thirty-six equal payments of $41 ,667 plus accrued
interest at bank's prime rate plus 0.25% (8.5% at December 31,
1996). Collateralized by all corporate fixed asset s except those
1€aSE. (B).civevvieiieiieiieii e e $1,458 $ -
Revolving line of credit of $10,000,000, maturing N ovember 5, 1997.
Interest at bank's prime rate or the LIBOR rate pl us 0.25%. Loan
covenants provide certain financial restrictions r elated to working
capital, leverage, net worth and profitability. (b ) IR - --
Line of credit to purchase equipment of $2,000,000. Interest was due
monthly at the bank's prime rate plus 0.75% (9.25% at December 31,
1995). The final draw period for this line expired on July 31, 1995..... -- 1,560
Other . e s 109 67
1,567 1,627
Less - Current PortioN.......ccccccvvvveeeeeees e (609) (564)
$ 958 $1,063

(a) The Company entered into an agreement effe€ateber 31, 1996, providing a $2.5 million lineapédit to purchase equipment. The
Company has the option to convert borrowings tareet year term loan bearing interest at the bamkise rate plus 0.25%. During 1996, the
Company borrowed $1,500,000 under the line of teail converted this amount to a term loan witlalartce of $1,458,000 as of December

31, 1996.

(b) The Company has the option to convert up tonfiiion of borrowings under its $10 million line ofedit to a three year term loan bearing
interest at prime plus 0.5%.

Annual maturities of notes payable outstandingetddnber 31, 1996, described above are as follows:

(IN THOUSAND S)
Years ended December 31 --
1997, $ 609
1998...ciiiiiiiieeceeeee s 500
1999, s 458
$1,567

(8) SUBORDINATED NOTES PAYABLE TO STOCKHOLDERS

Effective December 31, 1993, the Company distrith$4,800,000 of accumulated earnings of the Compaitg majority stockholders in the
form of notes payable. During 1995, the Companyigtthe subordinated notes payable through proaeedsved from its initial public
offering (Note 3).

(9) INCOME TAXES
Effective January 1, 1994, the Company terminatedtatus as an S corporation, electing to be tazexlC corporation. As of that date, the
Company was required to recognize in income frontinaing operations the net deferred tax assetdiahitities for temporary differences

the date it became a taxable enterprise. The imegulet deferred tax asset recognized in incomm ftontinuing operations as part of the
provision for income taxes for 1994 in the acconyag consolidated financial statements at Januaf®24 was approximately $446,000.

For the years ended December 31, 1996 and 199prdkesion for income taxes consists of an amoantdxes currently payable and a
provision for taxes deferred to future periods.
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The provision (benefit) for income taxes for th@yeended December 31, 1996, 1995 and 1994, dlaw$:

DECEMBER 31,

19 96 1995 1994
(IN THOUSANDS)
Federal............... 744 $5,827 $2,534
State and local 568 918 646
Foreign taxesS......ccccceveeeeveniinnns 152) 1,059 560
$3, 160 $7,804 $3,740
CUMeNt.....veeiiiieiie e $3, 446 $8,056 $4,397
Deferred.........ccoceeviiiieeiiinnen. ( 286) (252) (657)
$3, 160 $7,804 $3,740

The following reconciles the Company's effective tate to the federal statutory rate for the yesmded December 31, 1996, 1995 and 1994:

DECEMBER 31,

19 96 1995 1994
(IN THOUSANDS)

Income tax expense per federal statutory rate.. $2, 823 $7,397 $3,299
State income taxes, net of federal deduction... 375 596 427
Foreign sales corporation...................... ( 108) (208) (23)
Nondeductible expenses.............ccccvvveeees 77 49 43
Effect of foreign taxes..........ccccocveeeen. ( 168) 316 444
Change in tax status from S to C corporation... - - (446)
Tax creditS.....ccovveveveeeeiieneeeeeeeies ( 182) (260) --
Other....coooviiiiiieriiecc e 343 (86) 4)

$3, 160 $7,804 $3,740

The Company's deferred income taxes are summaaizéallows:

DECEMBER 31, 1996 CHANGE DECEMBER 31, 1995

(IN THOUSANDS)
Deferred tax assets:

Employee bonuses.................... $ - $(218) $ 218
Warranty reserve.................... 175 98 77
Bad debt reserve.................... 75 17 58
Vacation accrual.................... 326 (34) 360
Obsolete and excess inventory....... 574 270 304
Other.....ccccovcieiiiieeee 73 59 14
1,223 192 1,031
Deferred tax liabilities:
Accumulated depreciation............ (28) 94 (122)
Net deferred income tax assets........ $1,195 $ 286 $ 909

The domestic versus foreign component of the Coyiparet income before income taxes at Decembet @, 1995 and 1994, was as
follows:

DECEMBER 31,

199 6 1995 1994

DOMEStIC.....ccveveeeeiiieeeeeiiee, $8,2 55 $18,969 $8,920
Foreign.....cccceeeeveeiiicciiiies 49 2,116 783



$8,3 04 $21,085 $9,703
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(10) RETIREMENT PLAN

The Company has a 401(k) Profit Sharing Plan whakers all full-time employees who have completed®onths of full-time continuous
service and are age eighteen or older. Participaatsdefer up to 20% of their gross pay up to aimarn limit determined by law ($9,500
during 1996). Participants are immediately vestetheir contributions.

The Company may make discretionary contributiorsetlaon corporate financial results for the fisadry The Company may also make
discretionary matching contributions to employeecamts up to $100 per employee annually. The Cowipaotal contributions to the plan
were approximately $45,000, $537,000 and $325,060€he years ended December 31, 1996, 1995 and i€@§zectively. Vesting in the
profit sharing contribution account (company cdmnition) is based on years of service, with a piaditt fully vested after five years of
credited service.

(11) COMMITMENTS AND CONTINGENCIES
CAPITAL LEASES

The Company finances a substantial portion ofriégerty and equipment (Note 6) under capital leddigations at interest rates ranging fr
7.63% to 8.66%. The future minimum lease paymentieucapitalized lease obligations as of Decembe 396, are as follows:

( IN THOUSANDS)

1997 i . $344
1998 .. 154
1999, .. . 24
Total minimum lease payments.................. .. 522
Less -- amount representing interest........... .. (38)

Less -- current portion...............ccceee .. (315)

$ 169

OPERATING LEASES

The Company has various operating leases for aliib@spequipment, and office and production spatd 13). Lease expense under
operating leases was approximately $1,788,0008#1000 and $858,000 for the years ended Decembhdi996, 1995 and 1994,
respectively.

The future minimum rental payments required unagrcancelable operating leases as of December 98, afe as follows:

(IN THOUSANDS)
$1,776
1,620
1,562
1,406
1,341
8,766

GUARANTEE

In September 1996, the Company extended a guarfomtee$1,000,000 bank term loan for an additigregr, entered into by an entity that
serves as a supplier to the Company. An officéahefCompany serves as a director of such entity.
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(12) FOREIGN OPERATIONS

The Company operates in a single industry segmghtoperations in the U.S., Japan and Europe. dh@fing is a summary of the
Company's foreign operations:

YEARS ENDED DECEMBER 31,

1996 1995 199 4
(IN THOUSANDS)
Sales:
Originating in Japan to unaffiliated customers... ... $ 6,467 $ 11,997 $7,8 03
Originating in Europe to unaffiliated customers.. 8,023 6,237 3,9 50
Originating in U.S. and sold to unaffiliatedfore =~ ign customers...... 9,506 9,018 54 67
Originating in U.S. and sold to domestic customer 74,856 67,456 34,6 37
Transfers between geographic areas............... 10,496 11,524 8,2 26
Intercompany eliminations........................ (10,496) (11,524) (8,2 26)
$98,852 $94,708 $51,8 57
Income (loss) from operations:
................... $ (920) $ 1,094 $ 5 54
................... 1,056 953 ( 51)
................... 8,383 19,448 10,0 75
................... (308) @7 (6 75)
$ 8,211 $21,478 $10,0 03
Identifiable assets:
JAPAN. ... e, $ 6,445 $ 6,342 $4,2 86
EUIOPE. .o e, 3,788 2502 1,8 13
UsS e e 54,736 54,415 22,9 84
Intercompany eliminations...........ccccceeeeee.. L (8,938) (7,940) (5,9 34)
$56,031 $55319 $23,1 49

Intercompany sales among the Company's geograpas are recorded on the basis of intercompanggdstablished by the Company.
(13) RELATED PARTY TRANSACTIONS

During 1994, a limited liability partnership consig of certain officers of the Company and othwefividuals entered into an agreement to
purchase an office and manufacturing facility. plaetnership remodeled the office and manufactuidedity and leased the facility to the
Company under an operating lease. During 1994Ctmapany provided "bridge" financing in the amouh$8,000,000 to the partnership to
purchase and remodel the building. The Company ohowte this facility during 1994. The Company renagd $86,000 of interest income
related to this transaction during 1994. The pastmip repaid the bridge loan in the third quart@®4 when it obtained permanent financing
for the facility. This lease expires in 2009 witlmanthly payment of approximately $39,000. In Sefiter 1995, the Company entered into a
new lease agreement with this partnership for klimgi being constructed adjacent to the Compamngswtive offices. The lease relating to
this facility expires in February 2011 with monthignt expense of approximately $46,000.

The Company also leases other office and produspaice from another limited liability partnershgmsisting of certain officers of the
Company and other individuals. The lease relatingpis space expires in 2002 with a monthly paynoémipproximately $23,000.

Approximately $1,364,000, $800,000 and $600,000 etesged to rent expense attributable to thesedefas the years ended December 31,
1996, 1995 and 1994, respectively.

The Company leases, for business purposes, a camdamowned by a partnership of certain stockhadd&he Company paid the partners
$36,000 for each of the years ended December 35, 1995 and 1994, relating to this lease.
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Included in AE-Japan's accounts receivable at Dbeerdl, 1996, 1995 and 1994, is approximately $8¥4,$953,000 and $500,000,
respectively, due from an entity that is controllsdthe president of AE-Japan. This entity alscaoted for approximately 3%, 3% and 4%
of consolidated sales during 1996, 1995 and 19%pectively.

On June 29, 1995, certain stockholders of the Compaercised options to purchase shares of the @oy'gpcommon stock for an aggregate
exercise price of $1,083,000. In exchange for theksthe Company received notes receivable in theuat of the exercise price. These notes
receivable bear interest at 6.83% which is payableually and the principal balance is due in JW@2As of December 31, 1996, the
Company has approximately $110,000 of accrueddatencome related to these notes included invabégs from related parties.

(14) MAJOR CUSTOMERS

The Company's sales to major customers (purchasesess of 10% of total sales) are to entitiechkvhre primarily manufacturers of
semiconductor equipment and, for the years endegbber 31, 1996, 1995 and 1994 are as follows:

DECEMBER 31,

1996 1995 1994
Customer A....oeeeveeeeeeeeeeininns 27% 24% 21%
Customer B......ccccveveeeeeennnn. 20% 17% 17%
47% 41% 38%

(15) STOCK PLANS

EMPLOYEE STOCK OPTION PLAN -- During 1993, the Coamy adopted an Employee Stock Option Plan (the '1&yee Option Plan")
which was amended and restated in January andrSieptd 995. The Employee Option Plan allows issuafi@gcentive stock options,
nonstatutory options, and stock purchase rights.&Xercise price of incentive stock options shatlllye less than 100% of the stock's fair
market value on the date of grant. The exerciseepf nonstatutory stock options shall not be tkas 50% of the stock's fair market value
the date of grant. Options issued in 1996, 19951894 were issued at 100% of fair market valueledsrmined by the Company, with typi
vesting of one-third at the end of one year, arattguly thereafter until fully vested after threzays. Under the Employee Option Plan, the
Company has the discretion to accelerate the wep#niod. The options are exercisable for ten yfam the date of grant. The Company has
reserved 3,500,000 shares of common stock foistheance of stock under the Employee Option Plaohwieirminates in June 2003.

In connection with the grant of certain stock optian June 30, 1995, the Company recorded $142f0f&ferred compensation for the
difference between the deemed fair value for actiogmpurposes and the option price as determinetid”ompany at the date of grant. This
amount is presented as a reduction of stockholdqusty and will be amortized over the 3 year vasfieriod of the related stock options.

In addition, the Company offered to employees ifjetito purchase 11,000 warrants for approxima$@¥)2 each in fiscal 1994. Each war
permitted employees to purchase one share of constock at fair market value, as determined by tbm@any, at the time the warrant was
granted. The warrants were exercised during 198drelare no warrants outstanding as of December9®8 and 1995.

EMPLOYEE STOCK PURCHASE PLAN -- In September 199 ckholders approved an Employee Stock Purchase(fPle "Stock
Purchase Plan") covering an aggregate of 200,08@slof common stock. Employees are eligible ttiggpate in the Stock Purchase Plan if
employed by the Company for at least 20 hours pakvduring at least five months per calendar yearticipating employees may have uj
15% (subject to a 5% limitation set by the Compsuvgard of directors for fiscal 1996) of their eags
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or a maximum of $1,250 per six month period witldhglirsuant to the Stock Purchase Plan. Common piackased under the Stock
Purchase Plan will be equal to 85% of the loweheffair market value on the commencement datadi effering period or the relevant
purchase date. During 1996, employees purchasadgrmegate of 11,572 shares under the Stock Puréhasend the Company recognized
approximately $11,000 in compensation expense.

OUTSIDE DIRECTOR STOCK OPTION PLAN -- In Septemi&95, the Company adopted the 1995 Nwnployee Directors Stock Opti
Plan (the "Directors Plan") covering 50,000 shafesommon stock. The Directors Plan provides fdomatic grants of nonstatutory stock
options to directors of the Company who are notleyges of the Company ("Outside Directors”). Punsua the Directors Plan, upon
becoming a director of the Company, each Outsidedir will be granted an option to purchase 7 §ifres of common stock. Such options
will be immediately exercisable as to 2,500 shafesommon stock, and will vest as to 2,500 shafemmmon stock on each of the second
and third anniversaries of the grant date. On eacliversary of the date on which a person becan@uaside Director, an option for an
additional 2,500 shares is granted. Such additioptbns vest on the third anniversary of the aéditgrant. Options will expire ten years after
the grant date, and the exercise price of the pptidll be equal to the fair market value of thenooon stock on the grant date. The Directors
Plan terminates September 2005.

The following summarizes the activity relating tations and warrants for the years ended Decemher@®b, 1995 and 1994:

1996 1995 1994
(In thousands, except per share amo unts)
Weighted- Weighted- Weighted-
Average Average Average
Exercise Exercise Exercise
Shares Price  Shares Price Shares Price
Stock options:
Incentive stock options --
Options outstanding at beginning of
PEHOd....eiiieiiei e 729 $2.62 1,904 $0.95 1,778 $0.83
Granted.. 751 5.10 212 6.40 138 2.36
Exercised... . (199) 851 (1,371) 3.53 3) 2.23
Terminated. ..........cccoevvveeevernnnn. (440) 6.92 (16) 1.69 ) 0.99
Options outstanding at end of period......... 841 3.02 729 2.62 1,904 0.95
Options exercisable at end of period......... 326 1.51 391 0.88 1,616 0.83
Weighted-average fair value of
options granted during the period........... $3.14 $1.84 N/A
Price range of outstanding options........... $ 0.83 - $11.05 $0.83 - $11.05 $0.83 - $2.53

Price range of options terminated............ $ 0.83 - $11.05 $0.83-$3.11 $0.83 - $2.19

Outside directors stock options--

Options outstanding at beginning of period... 15 $11.05 - $ - - $ -
Granted..........ocoerviiiiiiiiiiini 5 6.13 - 15 11.05 -
Options outstanding at end of period......... _2_0 9.82 - 15 11.05 --
Options exercisable at end of period......... 5 11.05 - 5 11.05 --

Weighted-average fair value of options

granted during the period................... $4.68 $3.19 N/A
Price range of outstanding options........... $ 6.13 - $11.05 $11.05 -

Warrants--
Warrants outstanding at beginning of
PEriod......cooiiiiiieiiiic e 7 $3.48 200 $0.83
Granted.. - - - 11 2.22
Exercised... . - (6) 2.27 (198) 1.82
Terminated...........cccovveviiveiiennenns - 1) 3.99 (6) 0.88
Warrants outstanding at end of period........ - - - 7 3.48
Price range of stock issuable under
WarTantS......ccoceveiniciiiciene, $-- $ - $0.83 - $2.53
Price range of warrants terminated........... $-- $1.41-$2.53 $0.83 - $2.19




Statement of Financial Accounting Standards No, 128counting for Stock-Based Compensation” ("SH& 123"), defines a fair value
based method of accounting for employee stock optty similar equity instruments. However, SFAS 23 allows the continued
measurement of compensation cost for such plang tisé intrinsic value based method prescribed B ®pinion No. 25, "Accounting for
Stock Issued to Employees” ("APB No. 25"), providledt pro forma disclosures are made of net incormess and net income or loss per
share, assuming the fair value based method of I¥A323 had been applied. The Company has elézt@ccount for stock-based
compensation plans under APB No. 25, under whicbhampensation expense is recognized.

For SFAS No. 123 purposes, the fair value of egatlon grant is estimated on the date of grant uiegBlack-Scholes option pricing model
with the following weighted-average assumptions:

1996 1995
Risk-free interest rates 6.57% 6.1 6%
Expected dividend yield rates 0.00% 0.0 0%
Expected lives 4years 4yea rs
Expected volatility 110.16%  22.5 7%

The total fair value of options granted was comg@utebe approximately $1,317,000 and $420,000Heryears ended December 31, 199€
1995, respectively. These amounts are amortizedblsabver the vesting period of the options. Curiwdacompensation cost recognized in
pro forma net income or loss with respect to ogithrat are forfeited prior to vesting is adjustecaeduction of pro forma compensation

expense in the period of forfeiture. Pro forma ktbased compensation, net of the effect of forfeguand tax, was approximately $47,000
and $19,000 for 1996 and 1995, respectively.

Had compensation cost for these plans been detednsionsistent with SFAS No 123, the Company'sn@tme would have been reduced to
the following pro forma amounts:

1996 1995

(In thousands, except
per share data)

Net Income:
As reported $5,144 $13,281
Pro forma 5,097 13,262
Earnings Per Share:
As reported $0.24 $ 0.69
Pro forma 0.24 0.69

Because the SFAS No. 123 method of accounting dialseen applied to options granted prior to Jantaf995, the resulting pro forma
compensation cost may not be representative otdhag expected in future years.

The following table summarizes information about fitock options outstanding at December 31, 1996:

O ptions Outstanding Options Exercisable
Wei ghted-
Av erage Weighted- Weighted-
Rem aining  Average Average
Year Range of Number  Cont ractual Exercise Number  Exercise
Granted Exercise Prices Outstanding L ife Price  Exercisable Price
1993 -1994 $0.83t0$2.53 320,000 6.9 years $1.30 279,000 $1.13
1995 $2.57 to $11.05 108,000 8.5 years $5.03 51,000 $4.54
1996 $3.88t0$8.75 433,000 9.8 years $4.11 1,000 $3.88
861,000 8.5 years $3.18 331,000 $1.66



ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

SCHEDULE Il-- VALUATION AND QUALIFYING ACCOUNTS

BALANCE A
BEGINNING
PERIOD

Year ended December 31, 1994:

Inventory obsolescence reserve......... $700
Allowance for doubtful accounts........ 118
$818

Year ended December 31, 1995:

Inventory obsolescence reserve......... $724
Allowance for doubtful accounts........ 134
$858

Year ended December 31, 1996:

Inventory obsolescence reserve......... $789
Allowance for doubtful accounts........ 210
$999

T

OF ADDITIONS CHARGED BALANCE AT
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TO EXPENSE

DEDUCTIONS END OF PERI

(IN THOUSANDS)

$ 164
69

$ 140
53
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ITEM 9. DISAGREEMENTS ON ACCOUNTING AND FINANCIAL D ISCLOSURES
Not applicable

PART IlI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT

In accordance with General Instruction G(3), tHferimation required by this item (with the exceptfircertain information pertaining to
executive officers, which is included in Part | &éef) has been omitted and is incorporated by rafer¢o the Registrant's definitive Proxy
Statement (the "Proxy Statement") relating to @87 Annual Meeting of Stockholders.

ITEM 11. EXECUTIVE COMPENSATION

The Proxy Statement will be filed not later tha® Hays after the end of the fiscal year with theugiies and Exchange Commission. The
information set forth therein under "Executive Cangation and Other Information” is incorporateceheby reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

Information required is set forth under the captiSecurity Ownership of Certain Beneficial OwnensldManagement" in the Proxy
Statement and is incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS
Information required is set forth under the captiGertain Transactions" in the Proxy Statementiaridcorporated herein by reference.
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PART IV
ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AN D REPORTS ON FORM 8-K

(a) (i) Financial Statements:

Report of Independent Public Accountants
Consolidated Financial Statements:
Balance Sheets at December 31, 1996 and
Statements of Income for each of the thr
in the period ended December 31, 1996
Statements of Stockholders' Equity for e
three years in the period ended Decemb
Statements of Cash Flows for each of the
in the period ended December 31, 1996
Notes to Consolidated Financial Statement

(i) Financial Statement Schedules for each of t

in the period ended December 31, 1996
Schedule lI--Valuation and Qualifying Accou

(iii) Exhibits:

The Registrant's Restated Certificate of

The Registrant's By-laws (1)

Form of Specimen Certificate for Registra
Stock (1)

Master Purchase Order and Sales Agreement
Materials, Inc. and Registrant effectiv
1990 (1) **

Purchase Order and Sales Agreement betwee
Corporation and Registrant effective Ju
amended on September 16, 1995 (1) **

Purchase Agreement between Eaton Corporat
effective November 1, 1995 **

1995 Stock Option Plan, as amended and re
20, 1995 (1) *

Employee Stock Purchase Plan

1995 Non-employee Directors' Stock Option

Lease dated March 14, 1994, as amended, b
Properties, L.L.C., and Registrant for
Collins, Colorado (1)

Lease dated May 19, 1995 between Sharp Po
L.L.C., and Registrant for a building u
Fort Collins, Colorado (1)

Lease dated June 12, 1984, as amended on
between Prospect Park East Partnership,
Partnership and Registrant for property
Colorado (1)

Silicon Valley Bank Business Loan Agreeme
1992, as amended, between Silicon Valle
Registrant (1)

Amended and Restated Loan and Security Ag
of November 17, 1995 by and between Sil
Registrant (1)

Equipment Line of Credit dated July 11, 1
Valley Bank and Registrant (1)

Master equipment lease dated July 15, 199
KeyCorp Leasing Ltd. and Registrant (1)

Master Lease Purchase Agreement dated Jan
amended, between MetLife Capital Corpor

Lease Purchase Agreement dated June 11, 1
Capital Corporation and Registrant (1)
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Form of Indemnification Agreement (1) Letter re mfa in certifying accountant (1) Subsidiaries @& Registrant (1) Consent of Arthur
Andersen LLP, Independent Accountants

(b) No reports on Form 8-K were required to bedfitey the Registrant during the fourth quarter ef yiear ended December 31, 1996.

* Compensatory plan ** Portions of these documéaige been omitted in accordance with an order &yCibmmission granting confidential
treatment. Such omitted material has been filedrsdply with the Commission.

(1) Incorporated by reference to the Registrantgifration Statement on Form S-1 (File No. 33-8) ed with the Commission on
September 20, 1995, as amended.
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SIGNATURES

Pursuant to the requirements of Section 13 or 16f(the Securities Exchange Act of 1934, the Regi¢ has duly caused this report to be
signed on its behalf by the undersigned, theredatyp authorized.

ADVANCED ENERGY INDUSTRIES, INC.

(Registrant)

/sl DOUGLAS S. SCHATZ

Dougl as S. Schatz
Presi dent

Each person whose signature appears below hergoyné® Douglas S. Schatz and Richard P. Beck, aod ef them severally, acting alone
and without the other, his true and lawful attorm@yact with authority to execute in the name atle such person, and to file with the
Securities and Exchange Commission, together waghexhibits thereto and other documents therewitly,and all amendments to this
Annual Report on Form 10-K necessary or advisabkngable the registrant to comply with the Seasittxchange Act of 1934, as amended,
and any rules, regulations and requirements oStwurities and Exchange Commission in respectdRemhich amendments may make such
other changes in the Annual Report on Form 10-khasforesaid attorney-in-fact deems appropriate.

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persons on behalf of
the registrant and in the capacities and on thesdatlicated.

Si gnat ures Title Dat e

/'s/ Douglas S. Schatz Chai rman of the Board, March 6, 1997
S o Presi dent and Chi ef

Dougl as S. Schatz Executive O ficer (Principal

Executive O ficer)

/sl Richard P. Beck Vi ce President, Chief March 6, 1997
R R Fi nancial O ficer, Assistant

Ri chard P. Beck Secretary and Director

(Principal Financial Oficer
and Principal Accounting

O ficer)
/sl G Brent Backman Vi ce President, Special March 9, 1997
S o Projects, Assistant Secretary
G Brent Backman and Director
/'s/ El wood Spedden Di rector March 6, 1997
El wood Spedden
S o Di rect or March _, 1997

Hollis J. Caswell



ARTICLE 5
MULTIPLIER: 1,00C

PERIOD TYPE YEAR
FISCAL YEAR END DEC 31 199
PERIOD START JAN 01 199
PERIOD END DEC 31 199
CASH 11,23:
SECURITIES 0
RECEIVABLES 16,35¢
ALLOWANCES (242)
INVENTORY 13,97¢
CURRENT ASSET¢ 43,55¢
PP&E 15,27¢
DEPRECIATION (5,779
TOTAL ASSETS 56,03:
CURRENT LIABILITIES 8,38(
BONDS 0
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 21
OTHER SE 46,47¢
TOTAL LIABILITY AND EQUITY 56,03:
SALES 98,85:
TOTAL REVENUES 98,85:
CGS 62,03¢
TOTAL COSTS 62,03¢
OTHER EXPENSE! 28,60:
LOSS PROVISION 0
INTEREST EXPENSE 16¢€
INCOME PRETAX 8,30
INCOME TAX 3,16(
INCOME CONTINUING 5,14¢
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 5,14¢
EPS PRIMARY 0.24
EPS DILUTED 0.24
End of Filing
pewerad 5y EDCAR -
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