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PART |
ITEM 1. BUSINESS
GENERAL

Advanced Energy is a leading supplier of power epsion and control systems most of which are inm@ted in plasma-based thin film
production equipment. The Company's systems areleegents of semiconductor, data storage, flatlpdisglay, and a range of other
industrial manufacturing equipment that utilizeseaus plasmas to deposit or etch thin film layarsaterials or substrates such as silicon,
glass and metals. As a result of a recent acquisithe Company now provides power supplies forplasma-based processes. The
effectiveness of plasma-based production procetsmsnds in large part on the characteristics oélbetrical power used to ignite and
maintain the plasma. The Company's power convegioncontrol systems refine, modify and controlréne power from a utility and
produce the power required to obtain predictabterapeatable film characteristics. The Companyssesys are used in an array of thin film
processes such as physical vapor deposition, etemical vapor deposition, plasma-enhanced chewdgadr deposition and ion
implantation, as well as a broad range of thin fipplications such as the production of semicoraacmagnetic hard disks, CD-ROMs,
audio and video discs, thin film heads, liquid tayslisplays and optical, glass and automobileingat The Company's customers for thin
film applications include Applied Materials, Lam $&arch, Balzers/Leybold, Materials Research, Muiti- and Ulvac.

In recent years, significant technological advanodkin film processes have enabled the maniputadf materials on the atomic and
molecular level. Manufacturers can now both depasit etch layers of materials that are less tharhamdredth 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 thermalqasses. 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 is seeking, as part of its long-tematagyy, opportunities that will allow it to diveiysiand generate business in growth sectors
that are not related to the thin film applicatidinat the Company has historically served. The §itsp in achieving that objective was the
acquisition of Tower Electronics in August 1997 wiew designs and manufactures products for nonfilhinapplications including power
supplies for use in modems, non-impact printeightwision goggles and laser devices. The acquoisiti Tower expands the Company's
technology and customer base. Representative cassom



of Tower include U.S. Robotics, Videojet Internatiband ITT.

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 yiiliver sources, and control intense
localized electrical discharges known as arcs amtial system instabilities which arise from the s exotic gases and inherently unstable
electrode arrangements. Most of the Company's pitsdumploy sophisticated switchmode technology dffards plasma-based systems the
ability to minimize arc energy, which can slow dotke throughput of a plasma process and may ev&rogehe substrate or the power
conversion and control system. The Company belithesombination of its in-depth knowledge of plaspmysics, its unique approach to
product customization and its reusable enginegainguct design methodology have enabled it to dgviie widest range of power
conversion and control systems in the industry.

Since inception, the Company, excluding Tower,swd over 100,000 power conversion and controlesyst Approximately 64% of the
Company's sales in 1996 and 58% in 1997 were tegheconductor equipment industry. Advanced Enssil its systems primarily throu
direct sales personnel to customers in the Unitate§, Japan and Europe. The Company also saisgidistributors in Singapore, China,
Japan, France, Italy, Israel, South Korea and Taiwdernational sales represented 24% and 25%eo€bmpany's sales in 1996 and 1997,
respectively.

DEVELOPMENT OF COMPANY BUSINESS

Advanced Energy was incorporated in Colorado inl1&8d reincorporated in Delaware in September 1898ovember 1995, the company
effected the initial public offering of its commatock, $0.001 par value ("Common Stock"), purstiaat registration statement on Form S-1
under the Securities Act of 1933, as amended @eeurities Act"). In October 1997, the Company &#d a second public offering of its
Common Stock pursuant to a registration statemeftasm S-3 under the Securities Act. As used is Blarm 10-K, references to "Advanced
Energy" refer to Advanced Energy Industries, Imu eeferences to the "Company" refer to Advanceergnand its consolidated
subsidiaries. The Company's principal executiveceff are located at 1625 Sharp Point Drive, Folirtso Colorado 80525, and its telephone
number is (970) 221-4670.

PRODUCTS

The Company's switchmode power conversion and ebtechnology products have enabled its custonmedevelop new plasma processing
applications. In 1982, the Company introducediitt fow-frequency switchmode power conversion aadtrol system specifically designed
for use in plasma processes. In 1983, the Company



introduced its first direct current (DC) systemidasd for use in PVD sputtering applications. Thi{S-based system is a compact, cost-
effective power solution, which greatly reducedatbenergy, a major limitation in PVD systems.Ha early 1990's the Company introduced
the first fully switchmode radio frequency (RF) peneconversion and control systems for use in semdigotor etch applications. This product
achieved significant design wins because of itsliemsize and precise control. The Company intredia family of accessories for the DC
product line in 1993; these pulsed DC products idemajor improvements in arc prevention and suggioe. The Company is currently
extending the power range of its systems to mughéripower levels to enable it to supply productseierging industrial applications. The
Company's products currently range in price fron882 to $80,000, with an average price of approafge510,000. As a result of an
acquisition in August 1997, the Company expandegrivduct line to include low-power DC power sueplior use in telecommunications
and other industrial applications. These power Beppange in power from 50 watts to 600 watts bade an average selling price of about
$500.

The following chart sets forth the Company's ppatiproduct lines and related basic information:
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PRODUCT POWER
PLATFORM DESCRIPTION L

MDX Power control 500W-8
and
conversion
system

DIRECT MDX-II  Power control  15kW-1

and
conversion
system
CURRENT
Pinnacle Power control 6kW-12
-TM- and
PRODUCTS conversion
system

Sparc-le  Arc management 1kW-6
-Registered accessory
Trademark-

E-Chuck Electrostatic < 100W
chuck power
system

HIGH-POWER Astral-TM- Pulsed DC power 20kW

-20 system

PRODUCTS Astral-TM- Pulsed DC power 120kW

-120 system

Crystal-TM- Multizone 120kW
induction
heating power
system

PE Low-frequency 1.25kW
LOW- AND MID- power control
and
conversion
system
FREQUENCY

PD Mid-frequency  1.25kW
PRODUCTS power control
and
conversion
system

HFV/HFG  Power control  3kW-8k
and
conversion
system

RADIO RFX Power control  600W
and
conversion

system

FREQUENCY RFG
and
conversion
system

Power control  600W-5
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PRODUCTS RFXII Power control  600W-5 .5kw Etch

and
conversion CVvD
system
AZX Tuner 100W-5 kw Impedance
matching
network
OTHER RFZ Probe 50W-5k W Impedance
measurement
tool
PRODUCTS ID lon-beam 500W-5 kw lon-beam
conversion and deposition
control system lon implantation
lon-beam etching/
milling

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 loredtenergy characteristics are required.
They are also used as bias supplies for RF spugtetool coating and some etching systems. The MBxies consists of six different product
lines that provide a range of power levels from\&0©@ 120kW. The Company's second generation prothuetMDX II, was introduced in

1991 to support higher power levels,



to provide wider output range, and to meet striatopean regulatory requirements. A model in the Mé&Xes, the MDX-L, was designed for
especially high reliability and was introduced B92.

THE PINNACLE SERIES-TM-. The Pinnacle series, idinoed in 1995, is the most recent platform in ti@oduct line. Pinnacle was
developed primarily for use in DC PVD sputteringgesses and provides substantial improvementg ipravention, arc suppression
capability, reduced size, higher precision and egpd control capability. The low stored energy iofnlacle, a basic feature of AE power
conversion equipment, is the lowest ever achiemedswitchmode power supply, and is due to thenpadebasic circuit topology.

SPARC-LE-Registered Trademark- ACCESSORIES. Thegamy's Sparc-le line of DC accessories, introdiiced®93, is designed both to
reduce the number of arcs that occur in plasmaebasresses and to reduce the energy deliveredsifdm occur. The Sparc-le accessories
are especially effective in applications involvitng deposition of insulative materials where trection between the plasma and target is
likely to produce more severe arc conditions. Thar&-le accessories are most commonly used witMX product lines. The Sparc-le arc
prevention and suppression technology has beengoced directly into the Pinnacle systems.

ELECTROSTATIC CHUCK POWER SYSTEMS. This system ofyer conversion units was designed for a specifstamer to be used in
wafer handling systems for the semiconductor falion market. The electrostatic chuck is a devib&lwuses electric fields to hold (or
"chuck") a wafer in a vacuum environment withoutchmenical holding force. This permits more gentladieg of the wafer and its
simultaneous heating or cooling during processiig electric fields used to hold the wafer are ter@dy applying to the wafer a voltage
produced by the Advanced Energy power system. Eoa@ttol and careful ramping of the voltage perrtits wafer to be picked and placed
with precision. The system permits multiple powaitsito be held in a single chassis for ease efjrtion into the customer's system.

HIGH-POWER PRODUCTS

These products are designed for use in heavy indugtocesses such as architectural glass and lattye area coating applications. The
Astral-TM-products, made in both 20kW and 120kWsienms, offer a new technology, called "current pdldual magnetron sputtering,”
heretofore unavailable. The first of these unitsiarexperimental use in development of coatingRT displays, automotive applications,
and new types of glass coatings.

The Crystal-TM- 120kW power conversion unit wase@leped for multizone induction heating in heatiggtems for semiconductor
processing equipment in which layers are formetieated semiconductor wafers by chemical vapor dgéposproducing

8



epitaxial growth (the growth of a single crystéifias determined by the underlying wafer). Oneheffiroblems in forming such layers on a
semiconductor wafer is ensuring that the tempegatfithe semiconductor wafer is kept uniform actbeswafer during the deposition
process, i.e., during heat-up, processing and doaii. Since the deposition rate of a layer of niatepon the wafer is dependent on the
temperature of the wafer, any temperature variatimtween the center and edge of a wafer will uratdg result in the deposition of a layer
of non-uniform thickness on the wafer. The multie@apability of the Crystal 120kW power conversimit permits the furnace system to
divide the wafer heater into up to six zones, amitrol power to each zone independently.

LOW - AND MID-FREQUENCY PRODUCTS

THE PE AND PD SERIES. The PE lofrequency power systems were introduced in 1982.H series systems are air cooled and prirr
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-frequencygygtems and the PD series of
mid-frequency power conversion and control systenisgduced in 1990, represented significant tetdgioal advancements by applying
switchmode techniques to higher frequencies. Them@oled PD systems are used primarily in sentiootor etch and CVD applications.
The PD series range in frequency from 275kHz td#20 Both the PE and PD series systems have sgtgige power generation, and incli
systems that incorporate pulsed power technology.

RADIO FREQUENCY PRODUCTS

THE HFV AND HFG POWER GENERATORS. The HFV unit prags 3, 5, or 8kW of power at a variable frequesfcgbout 2MHz for
powering of inductively coupled plasma (ICP) systeihis water cooled and ultra compact, providipgto 8kW of power in a 844 inch racl
mount enclosure 20-1/4 inches deep, thereby reptiagethe highest power density in the industrye HFG unit is similar but produces 8kW
at a fixed frequency of 4AMHz.

THE RF SERIES. The RFX system is a 13.56MHz, 60@Wc¢ooled platform introduced in 1985. This lowwsr system is used primarily in
research and development applications. The RFQR&xXdI, introduced in 1991 and 1992, respectivelg, water-cooled power conversion
and control systems utilizing a new hybrid switclitmdechnology. The RFG and RFXII systems operateequencies ranging from 4MHz to
13.56MHz. These systems were the first entirelydwmode RF designs. These RF systems are most cagnomsed in semiconductor
processes, including RF sputtering, plasma etcté@pgsition, and reactive ion etching applicatidiie Company also produces the RFXII in
a compact version which incorporates new Fixed K- impedance matching technology. This techngleliminates certain previously
required motors, gear trains, variable capacitotsiaductors and



servomechanism circuitry, which results in costisgs and improvements in reliability.

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 Aifers, introduced in 1989, are a
sold separately for incorporation into other vestippwer conversion and control systems. The AZiets typically operate at a 13.56MHz
frequency range. The need for these tuner prodsicegiuced with the advent of the Fixed Match tedbgy designed as part of the RFXII
product line.

OTHER PRODUCTS

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 measurementwepovoltage, current and impedance
levels under actual powered process conditions.

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 bragaiybion sources. ID series systems are composedairdinated set of multiple special
purpose power supplies that are used for ion-begpogition and sputtering, implantation and etclang milling.

MARKETS AND CUSTOMERS
MARKETS

Approximately 64% of the Company's sales in 1996 3806 in 1997 were to the semiconductor equipnrahistry. 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 semiconaluct
equipment manufacturers for incorporation into pment used to make integrated circuits. The Compamgducts are currently employec

a variety of applications including deposition,letmn implantation and megasonic cleaning. Theipien control over plasma processes that
use the Company's power conversion and controésysenables the production of integrated circuitls reduced feature sizes and increased
speed and performance. The Company anticipatesiiiaemiconductor equipment industry will contitode a substantial part of its
business for the foreseeable future.
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FLAT PANEL DISPLAY MANUFACTURING EQUIPMENT MARKET.The Company also sells its systems to manufactofdtat panel
displays (FPDs) and flat panel projection devi¢d3Ks) which have fabrication processes similandsé employed in manufacturing
integrated circuits. FPDs produce bright, shamgdacolor-rich images on flat, lightweight scresnsh as portable computer monitors.
Currently there are three major types of FPDsidiquystal displays, field emitter displays and gésma displays. Two types of FPP,
another emerging display technology, are currentfyroduction:

liquid crystal projection and digital micro-mirrdisplays. The Company sells its products to abé¢tof the active FPD markets, as well as to
each of the FPP markets.

DATA STORAGE MANUFACTURING EQUIPMENT MARKETS. The @npany's products are sold to data storage equipmen
manufacturers and to data storage device manuéasttor use in producing a variety of products|uding compact discs, computer hard
disks (both media and thin film heads), CD-ROMs digital video discs (DVD). These products use &dPputtering process to produce
optical and magnetic thin film layers, as well g&ratective wear layer. In this market the trendaads higher recording densities is driving
the demand for increasingly dense, thinner and mpazeise films. The use of equipment incorporatiragnetic media to store analog and
digital data continues to expand with the growtlthef laptop, desktop, and workstation computer etark

THIN FILM INDUSTRIAL MARKETS. The Company sells itsroducts to both OEMs and producers of end pradaca variety of industri
markets. Thin film optical coatings are used innenufacture of many industrial products includsiadpr panels, architectural glass,
eyeglasses, lens coatings, lsade readers and front surface mirrors. Thin fishdiamond coatings and other materials are nowgbappliec
to products in plasma-based processes to strengtiteharden surfaces on such diverse product®kss &mtomotive parts and hip joint
replacements. A variety of industrial packaginglaagions, such as decorative wrapping and foodkaging, are also enabled by thin film
processes utilizing the Company's products. Thamekd thin film production processes allow precisetrol of various optical and physical
properties, including color, transparency and elestand thermal conductivity. The improved adbasind high film quality resulting from
plasma processing makes it the preferred methaglfying the thin films. Many of these thin filmdustrial applications require power lev
substantially greater than those used in the Cogpather markets.

OTHER INDUSTRIAL MARKETS. Tower Electronics sellsw-wattage power supplies to OEMs in the telecompations, non-impact
printing and laser markets. As an example, Towevigdes U.S. Roboatics, a subsidiary of 3Com, witle¢hmodels of power supplies that are
used in modems for Internet service providers. Tdleg provide products to the largest manufactof@on-impact printers used for printing
date codes and lot information on beverage cans.
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APPLICATIONS

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

SEMICONDUCTOR  DATA STORAGE FLAT PANEL DI SPLAY INDUSTRIAL/RESEARCH
Physical vapor  Thin film heads  Liquid crys tal  Optical coatings
deposition displays
Etching CD-ROMs Active matr ix LCDs Automobile coatings
lon implantation  Audio discs Digital mic ro- Food package
mirror coatings
Chemical vapor  Recordable CDs  Plasma disp lays Glass coatings

deposition (metal
and dielectric)

Plasma-enhanced Hard disk Large flat panel Consumer products

CVvD magnetic media  displays coatings

Magnet field Hard disk carbon Field emiss ion  Circuit board etch-

controls wear coatings displays back and de-smear

Photo-resist Magneto-optic CDs LCD project ion Photovoltaics

stripping

Megasonic cleaning Digital video Medical applications
discs (DVD)

Etch (post- Superconductors

treatment) Diamond coatings

Chemical, physical

and materials research
Telecommunications
Non-impact printing

CUSTOMERS

The Company has sold its systems worldwide to rttear 100 OEMs and directly to more than 500 end-oisstomers. Since inception, the
Company has sold more than 100,000 power conveasidrcontrol systems. The Company's largest custoare involved principally in the
semiconductor equipment market. The Company alssigaificant customers in the data storage equipnfiat panel display equipment a
industrial markets. Sales to Applied Materials &ath Research in 1995, 1996 and 1997 accounteeiaghregate for approximately 41%,
47% and 44% of total sales, respectively. The Campxpects that sales of its products to Appliedevlals and Lam Research will continue
to account for a high percentage of its salesérfoheseeable future. Representative customefedEbmpany include:

Applied Materials Lam Resear ch
Balzers/Leybold Materials Research division of
Tokyo Ele ctron
CVC Products Motorola
First Light Technology Novellus
Fujitsu Optical Co ating Laboratory
Hewlett-Packard Sony
IBM Sputtered Films
Intevac Texas Inst ruments
Komag Ulvac
U.S. Robot ics
Verteq
Videojet | nternational

MARKETING, SALES AND SERVICE
The Company sells its systems primarily througledtisales personnel to customers
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in the United States, Japan and Europe. The Congpsales personnel are located at the Companydsjhaders in Fort Collins, Colorado,
and in regional sales offices in Milpitas, Calif@nConcord, Massachusetts; and Austin, Texasefwescustomers in Asia and Europe, the
Company has offices in Tokyo, Japan; Filderstadrn@ny; Bicester, United Kingdom; and Seoul, Sdddhea; which have primary
responsibility for sales in their respective maskdthe Company also sells to customers in JapandghrLandmark Technology Corporation
and has distributors and sales representativemgafgore, China, France, Italy, Israel, South K@med Taiwan. The Company's Tower
Electronics subsidiary, located in Fridley, Minnesells through manufacturer's representatives.

Sales outside the United States represented apmately 29%, 24% and 25% of the Company's totaksdeing 1995, 1996 and 1997,
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@dasition 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 equipment, and a major marketifda storage and other industrial equipmentziriij the Company's systems. The
Japanese market has historically been difficulinlom-Japanese companies to penetrate. Although the Gongmal a number of its significa
non-Japanese customers have begun to establisitiopsrin Japan, there can be no assurance th@otih@any or its customers will be able
to maintain or improve their competitive positianslapan.

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; Filderstadt, i@&ny; Seoul, South Korea; and Tower Electronidsridley, Minnesota.

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

MANUFACTURING

The Company's manufacturing facilities are locételort Collins, Colorado and Fridley, Minnesot&eTCompany's manufacturing activities
consist of the assembly and testing of componerdsabassemblies which are then integrated intd firoducts. Once final testing of all
electrical and electro-mechanical subassembliesnypleted, the final product is subjected to aesenf reliability enhancing operations prior
to shipment
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to customers. The Company purchases a wide ranglecfonic, mechanical and electrical componesas)e of which are designed to the
Company's specifications. The Company does outeaome of its subassembly work.

The Company relies on sole and limited source $egplor certain parts and subassemblies. Thianed 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 supplies would require the Company to akekative sources of supply or might require@uenpany to redesign its systems to
accommodate different components or subassemblés could prevent the Company from shipping itstegns to its customers on a timely
basis. However, if the Company were forced to séttnative sources of supply, manufacture suchpom@nts or subassemblies internally,
or redesign its systems, this could prevent the aom from shipping its systems to its customera 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 Camypcurrently holds twelve United States patentsta foreign patents covering
various aspects of its products, and has otheicgtigins pending in the U.S., Europe and Japan.Gdrapany believes the duration of its
patents generally exceeds the life cycles of thiertelogies disclosed and claimed therein. No asseraan be given that the Company's
patents will be sufficiently broad to protect then@pany's technology, nor that any existing or feifpatents will not be challenged,
invalidated or circumvented, or that the rightsngea thereunder will provide meaningful competitadvantages to the Company. Any of
such events could have a material adverse effett@@ompany's business, financial condition asdlts of operations.

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 notocin 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 againsneldiinfringement of the rights of
others or to determine the scope and validity efgioprietary 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 proprietagits, subject the Company to significi
liabilities to third parties, require the Companyseek licenses from third parties or prevent tam@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.
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COMPETITION

The markets the Company serves are highly compeetitnd characterized by rapidly evolving technoldgjgnificant competitive factors in
the Company's markets include product performgmgeg, quality and reliability and level of custonservice and support. The Company
believes that it currently competes effectivelyhaiéspect to these factors, although there camlassurance that the Company will be ab
compete effectively in the future.

The markets in which the Company competes have @eércrease in global competition, especially fritapanese- and European-based
equipment vendors. The Company has several fomigrdomestic competitors for each of the DC, loggfrency and mid-frequency
alternating current (AC), and radio frequency A@B of products. Some of these competitors aredaugd have greater resources than the
Company. The Company's ability to continue to cammpeccessfully in these markets will depend upoahility to introduce product
enhancements and new products on a timely bastssCbmpany's primary competitors are ENI, a subsidid Astec (BSR) PLC, Huttinger,
Shindingen, Kyosan, RF Power Products, Comdel aaildd. The Company's competitors in each prodeet are expected to continue to
improve the design and performance of their systamasto introduce new systems with competitive grenfince characteristics. To remain
competitive, the Company believes it will be regdito maintain a high level of investment in reskand development and sales and
marketing. No assurance can be given that the Coynwdl continue to be competitive in the future.

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

The market for power conversion and control systantsrelated accessories is characterized by taplthological 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 finanai$ources to research and development projectsesis to maintain close relationships with
its customers and other industry leaders to remegponsive to their product requirements.

Research and development expenses were approxra@b million, $13.8 million and $14.8 million fiscal 1995, 1996 and 1997,
respectively. These amounts represented
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11.1%, 13.9% and 10.4% of total sales for those@er From 1995 to 1997, the Company introducedentizan forty-five new products. The
Company believes that continued research and dewelot investment and ongoing development of newlynts is essential to the expans
of its markets and does not expect any signifida&atine in spending as a percentage of sales.

NUMBER OF EMPLOYEES

At December 31, 1997, the Company had a total@F9 employees, of whom 853 are full-time continueoployees. None of the
Company's employees is represented by a unionthendompany has never experienced a work stoppageCompany utilizes temporary
employees as a means to provide additional stafewviewing the performance of the temporary esgpk. The Company considers its
employee relations to be good.

EFFECTS OF ENVIRONMENTAL LAWS

The Company is subject to federal, state and leealronmental laws and regulations. The Compaiiry @@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 basqutojections 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-lookiagesients" within the meaning of Section 27A of 8eeurities Act and Section 21E of
the Securities Exchange Act of 1934, as amended.

Although any forwardeoking statements contained herein or otherwiggessed by or on behalf of the Company are to tlesviedge and i
the judgment of the officers and directors of tlwerany, expected to prove true and to come to pamsagement 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 intengddate any forward-looking
statements to reflect events occurring or circuntcsa existing hereatfter.

In particular, the Company believes that the follggvfactors could impact forward-
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looking statements made herein or in future writieoral releases and by hindsight, prove suclemstants to be overly optimistic and
unachievable.

QUARTERLY OPERATING RESULTS ARE SUBJECT TO SIGNIFIC ANT FLUCTUATIONS

The Company has experienced and expects to cortbresperience significant fluctuations in its ey operating results. As a supplier of
subsystems to equipment manufacturers, the Congpsaalgs often are subject to its customers' prausthedules. A substantial and
increasing proportion of the Company's shipmergsaaide on a just-in-time basis in which the shipnoésystems occurs within a few days
or hours after an order is received. Due to thetshoe between receipt of orders and shipmenesCbmpany operates with a low level of
backlog. Moreover, this backlog at any point indima not sufficient to meet the Company's revengeetations for a particular quarter and
orders generally are subject to cancellation oaylat the customer's option without penalty. Assalt of these factors, it is difficult for the
Company to predict accurately the timing and l@fekvenues for a particular quarter. The Compayeasterly revenues are also affected by
a variety of other factors, including specific ecoric conditions in the industries in which the C@nyp's customers operate, particularly the
semiconductor industry; the timing of the receipbers from major customers; customer canceliatior shipment delays; pricing
competition; component shortages resulting in mactufing delays; changes in customers' inventonyagament practices; exchange rate
fluctuations and the introduction of new produgtste Company or its competitors. In addition, &letics companies, including companies
in the semiconductor capital equipment industrg,sarbject to ongoing pressure to reduce costs.hEsisn the past caused and is continuing
to cause the Company's current and prospectivertess to exert pricing pressure and make other ddsnan the Company, which may
include faster delivery times and longer paymemhge which could lead to significant changes irerase and operating margins from quarter
to quarter.

The Company's gross profit and operating incomeeparticular quarter are affected by a number abfa, including product mix, price
changes, outsourcing costs, manufacturing effiegsnand costs incurred to respond to specific feateguests by customers. Generally, the
Company's gross profit and operating income hawahted significantly as a result of these facitotbe past, and such fluctuations may
continue. In particular, as the Company expandsufisa@turing capacity, manufacturing overhead anérmtiosts may be incurred prior to full
utilization of the additional facilities. As a rdsihe Company may incur significant developmerd ather expenses without realizing
corresponding revenue in the same quarter. Iniaddinany of the Company's expenses, which areddasgart on expectations of future
revenue, are fixed. Accordingly, if revenue leviala particular quarter do not meet expectatiopsrating results will be disproportionately
adversely affected. The Company has recently gameigh a period of increasing production and cdpdcimeet anticipated demand for its
products, which has involved substantial expendgwand commitments by the Company. If the Compaeg thot generate the revenue it
anticipated when it began these production andaigpacreases, its operating results will be adedr affected. This dynamic negatively
impacted the Company
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throughout 1996 and the first half of 1997. In 124895, the Company was in a growth mode and whesémiconductor capital equipment
market went through the major downturn of 1996,Gloenpany's operating results were severely impaetbith in turn had a material
adverse effect on the market price of the Compadgtemon Stock. Further fluctuations in operatirgutes on a quarterly basis could have a
material adverse effect on the market price ofGbhenmon Stock.

THE SEMICONDUCTOR AND SEMICONDUCTOR EQUIPMENT INDUS TRIES ARE HIGHLY VOLATILE

Approximately 61%, 64% and 58% of the Company'ssal 1995, 1996, and 1997, respectively, were n@dastomers in the
semiconductor equipment industry. The Company esgeat its business will continue to depend imsigant part on the semiconductor ¢
semiconductor equipment industries for the forelsiegfaiture. The Company's business depends in [gageupon capital expenditures by
manufacturers of semiconductor devices, whichiin tlepend upon the current and anticipated maskeiadd for semiconductor devices and
products utilizing such devices. The semiconduictdustry historically has been highly volatile amak experienced periods of oversupply,
resulting in significantly reduced demand for semnituctor fabrication equipment. In 1996, the semietor industry experienced a
significant downturn, which caused a number ofGloenpany's customers, including Applied Materiald kam Research, to drastically
reduce and, in some cases cancel, their orderstfrer@ompany. Applied Materials and Lam Researgbtter accounted for approximately
47% and 44% of the Company's revenues during 1086.897, respectively.

SIGNIFICANT SALES ARE CONCENTRATED AMONG A FEW CUST OMERS

The Company's sales generally are concentratedg@ememall number of customers. Sales to the Compé#ary largest customers accounted
for approximately 73% and 75% of the Company'ssseldd 996 and 1997, respectively. The loss of drigsanajor customers, particularly
Applied Materials or Lam Research, or a reductionriders from any of such customers, including cdas caused by changes in a
customer's competitive position or economic condgiin the industries in which the Company's custsncompete, could have a material
adverse effect on the Company's business, finaoeralition and results of operations. None of tenPany's customers has entered into a
long-term agreement requiring it to purchase the@any's systems. Similarly, Tower's sales histtyiceave been concentrated among a
small number of customers. Tower's sales to U.8oRcs (recently acquired by 3Com Corporation) ésdontract manufacturer accounted
for approximately 73% of Tower's total sales in 2.98he success of the Company's acquisition of Tavilkdepend in large part on retenti
of Tower's major customers, including U.S. Robodind its contract manufacturer, and the level deos received from such customers.

RISKS ASSOCIATED WITH MANUFACTURING FACILITY
All of the Company's manufacturing is conductedsatacility in Fort Collins, Colorado
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except for the manufacturing conducted by its slibsy Tower Electronics in Fridley, Minnesota. ily]1997, the Company sustained
substantial damage to its facilities and certami@gent and inventory due to excess surface watesed by a severe rainstorm in Fort
Collins. The Company was forced to cease manufactiemporarily and did not resume full productiontil mid-September 1997. The
Company's insurance policies will not cover althu costs incurred by the Company in connectioh thié rainstorm. Because substantially
all of the Company's manufacturing is conductedria location, there can be no assurance that foattgal or other occurrences, out of the
Company's control, will not have a material advesect on the Company's operations. Cessationasfufacturing or the Company's inabi
to operate the Fort Collins facility at full capgcior any extended period could have a materigbegk effect on the Company's business,
financial condition and results of operations.

RISKS ASSOCIATED WITH RECENT AND POTENTIAL FUTURE A CQUISITIONS

The Company intends to expand its product offerangs customer base in part by acquiring other lessies, products and technologies that
are complementary to those of the Company. In 18@&/Company acquired Tower and, in a separatsdction, acquired all of the assets of
MIK Physics, Inc. ("MIK"). The assets acquired frdwiK consisted predominantly of inventory, and fhechase price paid by the Company
was immaterial. Tower designs and manufactureooustigh performance switchmode power suppliesigar principally in the
telecommunications, medical and non-impact printhalystries, and MIK has developed technology &igleand manufacture high power
systems for certain industrial uses. The Compamyimoes to operate Tower's business out of Tovesr&ing facilities in Fridley, Minnesot
and, accordingly, is required to manage two gedgcafly separated manufacturing locations. Faitorstegrate Tower, or any future
acquisitions, without substantial costs, delaystber operational or financial problems could haveaterial adverse effect on the Company's
business, financial condition and results of openat Further, future acquisitions by the Comparay mesult in dilutive issuances of equity
securities, the incurrence of debt, large one-tixgenses and the creation of goodwill or othemigitale assets that could result in significant
amortization expense. In addition, there can bassarance that the Company will be able to idgntiégotiate and consummate acquisitions
that it considers advantageous to its businessplan

MANAGEMENT OF GROWTH

The Company has been experiencing a period of gnomith and expansion. Such growth and expansiemplaed, and is expected to
continue to place, significant demands on the Cawgaesources. The management of such growttragjllire the Company to continue to
improve and expand its management, operationafinadcial systems, procedures and controls, inalg@iccounting and other internal
management systems, quality control, delivery amdise capabilities. To accommodate its recent gnpthe Company started to implement
in 1997 a new comprehensive, integrated informati@magement system that will incorporate substfnt# of the Company's internal

19



financial and business systems, procedures andot®nthe implementation is progressing well bt slystem is still prone to problems
which can introduce severe disruptions in the Camijsadaily operations.

The Company has postponed implementation of thesystem at its international locations, due prityaa a shortage of trained personnel
and other resources. In addition, the Company étgea continue to operate Tower's business oubwfef's existing facilities in Fridley,
Minnesota and has retained all of Tower's emplayEes failure to manage growth effectively, incluglidelays or difficulties implementing
new systems, procedures and controls or integratiggisitions in a timely manner and without digiup of the Company's operations, could
have a material adverse effect on the Companyliadsss financial condition and results of operation

SUPPLY CONSTRAINTS AND DEPENDENCE ON SOLE AND LIMIT ED SOURCE SUPPLIERS

Manufacture of the Company's power conversion amdrol systems requires numerous electronic commsn&rowth in the electronics
industry has significantly increased demand fohstmmponents. This demand can result in periodictabes and allocations, which the
Company has experienced from time to time. The Gom@xpects that shortages and allocations ofrelictcomponents and subassemblies
will continue in the foreseeable future and cowslult in shipment delays. Such delays could dartteg€ompany's relationships with curr
and prospective customers, which in turn could reaweaterial adverse effect on the Company's busiffieancial condition and results of
operations. In this regard, the Company experieacetnporary delay in replacing certain key compiséhat had been lost or damaged in
the July 1997 rainstorm in Fort Collins.

The Company relies on sole and limited source s$egplor certain parts and subassemblies. Sucinadiinvolves several risks, including a
potential inability to obtain an adequate supplyasfuired components, reduced control over prieing timing of delivery of components a
suppliers' potential inability to develop technatdly advanced products to support the Compangath and development of new systems.
The Company believes that alternative sources doeilobtained and qualified, if necessary, for nsost and limited source parts.

DEPENDENCE ON DESIGN WINS; BARRIERS TO OBTAINING NE W CUSTOMERS; HIGH LEVEL OF CUSTOMIZED
SYSTEMS

Equipment manufacturers begin new system desigegisoperiodically due to the constantly changiature of semiconductor fabrication
technology. It is important for the Company to warith these manufacturers early in their desigriehecause it is common for
modifications to the Company's equipment to beireguo meet the requirements of the new systenthAslesign cycle nears completion,
one or two vendors are chosen by the equipment factower to provide the power conversion equipnterite used with the early system
shipments. Being selected as one of these venslaedled a "design win." The Company believes #ltsiieving these "design wins" is critical
to
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retaining existing customers and to obtaining nest@mers. In order to achieve design wins, the Gompypically must customize its
systems for use in particular equipment and fotigaar customers. Such customization increase€tmpany's research and development
expenses and can strain its engineering and mamregeesources. In addition, there can be no asseithat such investment will result in
design wins for the Company. Because a substgrtglortion of the Company's business involves tiséin-time shipment of systems, the
Company must keep a relatively large number angtyaof customized systems in inventory. As the @any develops new systems and as
its customers develop new products, systems imtave may become obsolete. There can be no assuthatsuch inventory obsolescence
will not have a material adverse effect on the Canyfs business, financial condition and resultsparations.

RAPID TECHNOLOGICAL CHANGE AND DEPENDENCE ON NEW SY STEM INTRODUCTIONS

The market for power conversion and control systsneharacterized by ongoing technological develept® and changing customer
requirements. The markets in which the Companystoouers compete are also characterized by conlyrexdlving technology. The
Company's success depends upon its ability tormoatio improve existing systems and to developiletndduce new systems that keep pace
with technological advances and adapt to suppodustomers' changing needs. There can be no assutat the Company will continue to
be able to improve its existing systems or devel®p systems that will adequately address the chgnggeds of its customers and the
marketplace. Development and introduction of nesteays may involve significant costs that are difito forecast. Failure of the Company
to develop or introduce improved systems and nestesys in a timely manner could have a material dveffect on the Company's busin
financial condition and results of operations, @&l as on its customer relationships.

COMPETITION

The Company faces substantial competition, primdrdm established companies, some of which haegatgr financial, marketing and
technical resources than the Company. The trendrgbaonsolidation in the semiconductor equipmetiigtry has made it increasingly
important to have the resources necessary to cenafietctively across a broad range of product offgy, to fund customer service and
support on a worldwide basis and to invest in neteand development. The Company expects its cotopeto continue to develop new
products aimed at applications currently servethkeyCompany, to continue to improve the designmerébrmance of their systems, and to
introduce new systems with competitive performacttaracteristics. To remain competitive, the Compagiieves it will be required to
maintain a high level of investment in research deklopment and sales and marketing. In additiew, products developed by competitors
could make pricing more competitive, which may rssitate significant price reductions by the Compansesult in lost orders. In addition,
electronics companies, including companies in #reisonductor capital equipment industry, have lferacterized by ongoing pressure to
reduce costs.
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RISKS ASSOCIATED WITH INTERNATIONAL SALES

The markets in which the Company competes are biagpimcreasingly globalized. As a result, the Compa customers increasingly require
service and support on a worldwide basis. The Campas invested substantial financial and managemenurces to develop an
international infrastructure to meet the needd¢sfustomers worldwide. The Company maintains salelsservice offices outside the United
States in Tokyo, Japan; Filderstadt, Germany; Bé&cebnited Kingdom; and Seoul, South Korea. Theene be no assurance that the
Company's investments will enable it to competeassfully in the international market or to meet slervice and support needs of such
customers. Approximately 29%, 24% and 25% of then@any's sales in 1995, 1996 and 1997, respectimelse attributable to customers
outside the United States. The Company expects salside the United States to continue to reptessignificant portion of future sales.
Sales to customers outside the United States &jectuo various risks, including exposure to caesefluctuations, the imposition of
governmental controls, political and economic ib8iy, trade restrictions, changes in tariffs @ades, and longer payment cycles typically
associated with international sales. The Compasyehéered into various forward foreign exchangereots to mitigate the effect of
depreciation of the Japanese yen; however, therbeao assurance that this or other hedging tqukrican successfully protect the
Company against substantial currency fluctuatidihe Company has not employed hedging techniquésregipect to any other currencies.

THE ASIAN FINANCIAL CRISIS

In the third quarter of 1997 the economic cond#igmseveral Asian countries began to deterionatietlaose conditions were exacerbated in
the fourth quarter. The Company realized approxaémgat0% of its 1997 revenue from sales to custorimefsia, including Japan. Many of
the Company's key customers had a much greateentration of their revenue in Asia. Until such tiaethe uncertainty is resolved the
Company, directly and through its customers, caulffier material reductions in revenue.

INTELLECTUAL PROPERTY RIGHTS

The Company's success depends in large part dadheical innovation of its products. While the Guamy attempts to protect its intellectual
property rights through patents and non-disclosgreements, it believes that its success will dépem greater degree upon innovation,
technological expertise and its ability to adaptpitoducts to new technology. There can be no asserthat the Company will be able to
protect its technology or that competitors will et able to develop similar technology indepengentl

Although the Company is not aware of any infringatrigy its products of any patents or proprietaghts of others, there can be no assur
that such infringements do not exist or will notocin the future. Litigation may be necessaryhia future to enforce patents issued to the
Company, to protect trade secrets or know-how ovimetthe Company, to
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defend the Company against claimed infringememhefrights of others or to determine the scopevatidity of the proprietary rights of
others. Adverse determinations in such litigatioold result in the Company's loss of proprietaghts, subject the Company to significant
liabilities to third parties, require the Companyseek licenses from third parties or prevent tam@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.

VOLATILITY OF MARKET PRICE OF COMMON STOCK

The stock market generally, and the market forrietdigy stocks in particular, have experienced $icamt price and volume fluctuations,
which have often been unrelated or disproportiot@mtae operating performance of such companiesmRhe initial public offering of the
Common Stock in November 1995 through Decembe 337, the closing price of the Common Stock onNhedaq National Market has
ranged from $3.50 to $38.125. There can be no assserthat the market for the Common Stock willmsubject to similar fluctuations.
Many factors, including future announcements camiogrthe Company or its competitors, variationsgerating results, announcements of
technological innovations, the introduction of npseducts or changes in product pricing policiegh®yCompany or its competitors, changes
in earnings estimates by securities analysts andrgestock market trends, could cause the mariad pf the Common Stock to fluctuate
substantially.

EXECUTIVE OFFICERS OF THE REGISTRANT

The executive officers of the Company and theirsaagof February 28, 1998 are as follows:

NAME

Douglas S. Schatz
G. Brent Backman

Eric A. Balzer
Richard P. Beck

Hollis L. Caswell, Ph.D.
James F. Gentilcore
Timothy A. Kerr

Susan C. Schell
Richard A. Scholl

AGE

52 President, Chi
Chairman of t
57 Vice President
Assistant Sec
49 Vice President
64 Vice President
and Director
66 Chief Operatin
45  Vice President
37 Vice President
48 Vice President
58 Vice President

POSITION

ef Executive Officer and
he Board

, Special Projects,
retary and Director

, Operations

, Chief Financial Officer

g Officer and Director

, Sales and Marketing

, Engineering

, Quality and Human Resources
and Chief Technology Officer

DOUGLAS S. SCHATZ is a co-founder of the Compang &as been its President and Chief Executive Offioel a director since its
incorporation in 1981. Mr. Schatz also fmanded Energy Research Associates, Inc. and sewvéd Vice President of Engineering from 1
through 1980. Prior to co-founding Energy Rese&s$ociates, Mr. Schatz held various engineeringraadagement positions at Applied
Materials.
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G. BRENT BACKMAN is a co-founder of the Company amk been a Vice President and a director of threg@ay since its incorporation
in 1981. Mr. Backman became Vice President, Sp&tigjects in 1994. Prior to co-founding the Compavy. Backman was a Business
Manager at lon Tech, Inc. and a Laboratory Admiatst at Hughes Aircraft Company.

ERIC A. BALZER joined the Company in 1990 as Viaes$tdent, Operations. Prior to joining the Compaw, Balzer was Materials and
Manufacturing Manager for the Systems Technologydinn of IBM Corporation.

RICHARD P. BECK joined the Company in 1992 as \Wesident and Chief Financial Officer. He becamé@ector of the Company in
1995. From 1987 to 1992, Mr. Beck served as Exeetice President and Chief Financial Officer of@age Corporation, a computer
software company. Mr. Beck is also a director ofgea Financial, Inc., a privately-held computertadéicompany.

HOLLIS L. CASWELL, PH.D. joined the Board of Direxs of the Company in February 1997 and joinedbmpany as Chief Operating
Officer in May 1997. Dr. Caswell was Chairman of 8oard and Chief Executive Officer of HYPRES, Jracmanufacturer of
superconducting electronics, from 1990 to 1994nt1®84 to 1990, Dr. Caswell served as Senior ViesiBent of Unisys Corporation and
President of such company's Computer Systems GHeifs a director of Thomas Group, Inc., a publichded consulting company.

JAMES F. GENTILCORE joined the Company in 1996 é&se\WPresident, Sales and Marketing. Prior to jgrtime Company, Mr. Gentilcore
was Vice President, Marketing at MKS Instruments, |

TIMOTHY A. KERR joined the Company in 1987 as amieeer. In 1995, he became Director of Engineeaindj in August 1996, Vice
President, Engineering. Prior to joining the Compavir. Kerr was a member of the technical stafflaghes Aircraft Company.

SUSAN C. SCHELL joined the Company in 1984 as HumRasources Manager and became Vice President,t@aati Human Resources
1991. Prior to joining the Company, Ms. Schell vaadanagement Advisory Services Consultant with Gatty Company, P.C.

RICHARD A. SCHOLL joined the Company in 1988 as &Rresident, Engineering. Mr. Scholl became Chestifiology Officer of the
Company in 1995. Prior to joining the Company, Bicholl was General Manager, Vacuum Products DimisioVarian Associates, Inc.
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ITEM 2. PROPERTIES

The Company's headquarters and manufacturingtiaaile located in Fort Collins, Colorado, in appnoately 190,000 square feet of leased
space. The Company also maintains sales and s@ffices in Milpitas, California; Tokyo, Japan; #drstadt, Germany; and Seoul, South
Korea; and sales offices in Concord, Massachuggtistin, Texas; and Bicester, United Kingdom.

In August 1997, the Company acquired 100% of theroon stock of Tower Electronics, Inc. The headarartsales and service offices and
manufacturing facilities of Tower are in Fridleyjriviesota.

ITEM 3. LEGAL PROCEEDINGS

The Company is not a party to any legal proceedimgjse ordinary course of its business to the beis 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 syiBIS, beginning November 17, 1995. At January1398, the number of common

stockholders of record was 421.

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 sincaitigli public offering is provided below. They dotmecessarily represent actual
transactions:

High Bid Low Bid

Fourth Quarter
(from November 17) 11 8-1/4

1996 Fiscal Year

First Quarter 10 6-1/2
Second Quarter 9-1/8 5-3/4
Third Quarter 7-314  4-1/2
Fourth Quarter 7-1/4  2-7/8

1997 Fiscal Year

First Quarter 8-3/8 5-1/4
Second Quarter 15-3/8 7-1/8
Third Quarter 33-3/8 14-1/2
Fourth Quarter 38-1/8 12-1/4

The Company has not declared or paid any cashatidisl on its capital stock since it terminatedlgstéon 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 foreseeélilere. 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 1997
Consolidated Financial Statements and notes tharetdhe discussion thereof included elsewherkisnform 10-K. The selected
consolidated statements of operations for the yeaded December 31, 1995, 1996 and 1997 and #itedatonsolidated balance sheet da

of and for the years ended December 31, 1996 a@d dérived from consolidated financial statemeiatgehbeen 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@®B and 1994, and the related consolidated balsimeet data as of December 31, 1993,
1994 and 1995 have been derived from audited colaget! financial statements of the Company nouigeet! in this Form 10-K.

YEARS ENDED DECEMBER 31,

1997 1 996 1995 1994 1993
(INT HOUSANDS, EXCEPT SHARE DATA)

STATEMENT OF OPERATIONS DATA:
Sales $141,923 $9 8,852 $94,708 $51,857 $31,577
Gross profit 54,385 3 6,814 45,394 25,814 15,248
Total operating expenses 37,380 2 8,603 23,916 15,811 11,547
Income from operations 17,005 8,211 21,478 10,003 3,701
Net income $10,362 $ 5,144 $13,281 $5,963 $3,417
Diluted earnings per share $ 047 $ 0.24 $ 0.69 $0.32
Pro forma net income(1) $ 2,054

1997 1 996 1995 1994 1993

(IN THOUSANDS)
BALANCE SHEET DATA:

Working capital $ 66,708 $3 5179 $33,749 $7,773 $3,587
Total assets 112,243 5 6,031 55,319 23,149 13,389
Total debt 3,320 2,051 2,484 9,946 8,459
Stockholders' equity 87,348 4 6,496 41,087 7,218 1,011

(1) In 1993, the Company was treated as an S catiparfor tax purposes. The Company terminatedl@stion to be treated as an S
corporation effective as of January 1, 1994. Prm#oinformation assumes federal, state and forgigpme tax rates aggregating 40.0%. See
Note 10 of Notes to Consolidated Financial States
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion contains, in addition tetbrical information, forward-looking statemenisthin the meaning of Section 27A of the
Securities Act of 1933, as amended, and Sectiona21lie Securities Exchange Act of 1934, as amen8ech forward-looking statements
involve risks and uncertainties. As a result, tlienpany's actual results may differ materially friora results discussed in the forwandking
statements. Factors that could cause or contribigach differences include, but are not limitedthomse discussed below.

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 statemets toerly optimistic and unachievable: volatilitithe semiconductor and semiconductor
equipment industries, customer concentration, dégece on design wins, rapid technological changedapendence on new system
introduction, competition, and management of growth

OVERVIEW

The Company designs, manufactures, markets anegsgmwer 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 paieplay, data storage and other
industrial thin film manufacturing equipment, an&Kds of the telecommunications, medical and non-ichpainting industries. A substantial
and increasing proportion of the Company's salesrade on a "just-in-time" basis in which the sheptrof systems occurs within a few days
or hours after an order is received. The Compaoygeizes revenues, which are derived from the sdlpswer conversion and control
systems, upon shipment of its systems.

The semiconductor equipment industry accountedgpproximately 64% of the Company's sales in 199658% in 1997. The Company has
benefited from strong growth in the semiconductpripment industry in recent years until the indpgtrowth stopped in mid-1996, but
recovered in the second half of 1997. The largestomner of the Company is also the largest semigtind equipment manufacturer. Sales to
the data storage market increased significanty9®7 when compared to 1996, but sales to industréakets were flat during this same
period. The Company experienced a decline in daldéwe flat panel display market in 1996, primaitiydapan, but recovered in 1997 to a
level higher than 1995. In connection with the asitjon of Tower Electronics, Inc. ("Tower") the @pany now has products manufactured
for use in the
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telecommunications, laser and non-impact printirdpstries. The future success of the Company degemitharily on continued growth of
the semiconductor equipment industry, data stoiraadyestry, and flat panel display industry. To daite, Company has been successful in
achieving a number of "design wins" which have Iteslin the Company obtaining new customers anidi§ghg relationships with its
existing customers. The Company believes thatilityato continue to achieve design wins with axig and new customers will be critical
its future success.

In response to the high rate of growth in 1995 amiitipated growth during 1996, the Company madbstsuntial investments in infrastructure
such as information technology, facilities, andviorldwide sales and support in 1996, which caugedating expenses to increase. This,
combined with the slower growth in the semicondueguipment industry, resulted in reduced operatiaggins in 1996. Margins improved
in 1997 when the semiconductor equipment industbpunded and returned to growth more in line wistonical experience.

Several events occurred during 1997 that affeateldnaay continue to influence the Company's opamatinto 1998. The Company sustained
damage to its manufacturing facilities and cer&jnipment during a severe rainstorm on July 297 1@@ich reduced production capacity
during the following several months. On August 1897, the Company purchased all of the outstanstingk of Tower Electronics, Inc.
("Tower"), a privately-held Minnesota-based mantifeer of custom, low-power power supplies usedgipially in the telecommunications,
medical and non-impact printing markets. In Octati#97, the Company completed an underwritten puffering of 1,000,000 shares of
common stock at a price of $31 per share, for agdesnet proceeds of approximately $28.7 millionOctober 1997, the Company
completed formation of its 100%-owned sales andicesubsidiary in South Korea.

YEAR 2000

Computer programs that rely on two-digit date cadgserform computations and decision-making fuortimay cause computer systems to
malfunction due to an inability of such programsrtierpret the date code "00" as the year 2000.aAded Energy has conducted an initial
assessment of its internal exposure to the Yead p@dblem and believes that its recently instafiaterprise-wide software system is Year
2000 compliant. Such belief is based significaptiydiscussions with and representations by theareoidsuch software. The Company
intends to conduct its own evaluations and testfrguch software system and is currently involved project to ensure that its ancillary
software and hardware are Year 2000 compliant.ddrapany expects to complete these projects dunmgécond and third quarters of
1998. The Company does not expect the costs agsbeigth such projects to have a material effecthenCompany's financial results.

Advanced Energy also may be vulnerable to othempaomes' Year 2000 issues. The Company's curreénmass of the impact of the Year
2000 problem on its operations
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and financial results do not include costs and tina may be incurred as a result of any vendorsustomers' failures to become Year 2000
compliant on a timely basis. The Company has ieitidormal communications with all of its signifitavendors and customers with respect
to such persons' Year 2000 compliance programstatgs. However, there can be no assurance thaosiier companies will achieve Year
2000 compliance or that any conversions by suchpemies to become Year 2000 compliant will be coibfmatvith the Company's computer
systems.

The inability of the Company or any of its prindipandors or customers to become Year 2000 contghaa timely manner could have a
material adverse effect on the Company's finarm@atition or results of operations.

The foregoing beliefs and expectations are forwaodting statements within the meaning of SectioA B7the Securities Act and Section
21E of the Exchange Act, and are based in largeopacertain statements and representations magerbsgns outside the Company, any of
which statements or representations ultimatelya&pubve to be inaccurate.

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

YEARS ENDED DECEMBER 31,

Sales 100.0% 100.0% 100.0%
Cost of sales 61.7 62.8 52.1
Gross margin 38.3 37.2 479
Operating expenses:
Research and development 10.4 139 111
Sales and marketing 6.7 8.7 6.5
General and administrative 51 6.3 7.6
Storm damage, net of insurance reimbursement 1.9 0.0 0.0
Purchased in-process research and development 2.2 0.0 0.0
Total operating expenses 26.3 289 252
Income from operations 12.0 8.3 227
Other income (expense) 0.0 0.1 (0.4
Net income before income taxes 12.0 84 223
Provision for income taxes 4.7 3.2 8.3
Net income 7.3% 52% 14.0%
SALES

Sales were $94.7 million, $98.9 million and $14mhiflion in 1995, 1996 and 1997, respectively, ragrging an increase of 4% from 1995 to
1996 and 44% from 1996 to 1997. The Company's ggtesth during all periods presented has resulteah the increased unit sales of the
Company's systems. A significant part of this gfodtiring 1996 is attributable to increased salaftoestic customers and to customers in
Europe,
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offset by a 46% decrease in Japan sales when cethfiad 995, which were primarily to the flat padesiplay market. In 1995 the Company
sold subsystems in Japan to replace subsystenigadlygorovided by competitors. That retrofit pragn was completed in 1995. A substar
portion of the Company's sales growth since 19%ftifutable to higher system sales to the Compamyp largest customers, both of whom
are primarily semiconductor equipment OEMs. Sadehis industry increased 35% from 1996 to 1997 |endales to data storage equipment
OEMs increased 53% during the same period.

Sales to international customers, primarily in Japesia and Europe, were approximately $27.3 mmilli#24.0 million, and $36.0 million in
1995, 1996 and 1997, respectively. These amouptesented 29%, 24% and 25% of sales for thosed=eriduring these periods, sales in
Japan were primarily to flat panel display and dgdtsage equipment manufacturers and sales in Ewepe primarily to data storage
equipment manufacturers.

GROSS MARGIN

The Company's gross margins were 47.9%, 37.2% &33@for 1995, 1996 and 1997, respectively. Magotdrs causing the decrease in
gross margin from 1995 to 1996 were generally highaterial costs and other costs associated witkiraged outsourcing efforts in the first
half of 1996, and underabsorption of manufactudugrhead due to lower sales in the second hal®861Sales for the first six months of
1996 were $57.0 million versus sales of $43.0 omillin the comparable period in 1995, an increas38&§, while sales in the last six months
of 1996 were $41.9 million versus sales of $51.Ifioni for the comparable period in 1995, a decre#sE9%. Additionally, gross margin w
negatively impacted throughout 1996 by a shiftriodoict mix toward products on which material castseased as a percentage of sales and
by increased customer service costs. The increag®ss margin from 1996 to 1997 was primarily tiukswer infrastructure costs associated
with cost of goods sold and decreased materiab@ssh percentage of sales. Other cost improvenantspercentage of sales, were achievec
to a lesser extent in labor and customer suppstsdargely because of the higher 1997 base regudtbm the recovery in the semiconductor
equipment industry in the second quarter of 199i&s€ improvements were partially offset by a lassifable absorption of manufacturing
overhead costs. The underabsorption of manufagtunrerhead may continue to negatively impact gnoaggin should future sales levels
decline.

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

The Company provides warranty coverage for itsesgstranging from 12 to 24
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months. The Company estimates the anticipated obstpairing its systems under such warrantiegdas the historical average costs of
repairs. To date, the Company has not experierigadisant warranty costs in excess of its recordeskrves.

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 $10.5 million, $13.8 million and 8Iillion for 1995, 1996 and 1997,
respectively, representing an increase of 31% ft08b6 to 1996 and 7% from 1996 to 1997. As a peagenbf sales, research and
development expenses increased from 11.1% in 1923.86% in 1996, but decreased to 10.4% in 199V rasult of the higher sales base.
increase in expenses from 1995 to 1997 is primasBociated with increases in payroll and outstafeice costs incurred for new product
development.

In connection with the acquisition of Tower on Agd5, 1997, the Company recorded a one-time char$@.1 million in 1997 for the
portion of the purchase price attributable to ingass research and development, not included i1the million reported for research and
development expense.

The Company believes that continued research avela@ament investment is essential to ongoing dgaraknt of new products. Since
inception, all research and development costs haea internally funded and expensed when incurred.

SALES AND MARKETING

Sales and marketing expenses support domesticitardational sales and marketing activities whilude personnel, trade shows,
advertising, and other marketing activities. Saled marketing expenses were $6.2 million, $8.6ioniland $9.6 million for 1995, 1996 and
1997, respectively. This represented a 39% incrizase 1995 to 1996 and an 11% increase from 199®8Y. The increases are attributable
to higher payroll, promotional materials, depreoiatand travel costs associated with expansiomppart the increase in sales volume. As a
percentage of sales, these expenses increased f68min 1995 to 8.7% in 1996, but decreased to 6tV ¥97 as a result of the higher sales
base.

The Company continues to reorganize its sales artlating team to better address the specific nekitis customers. Sales and marketing
expenses are expected to continue to increaseurefperiods.

GENERAL AND ADMINISTRATIVE

General and administrative expenses support thielwigie financial, administrative, information syste and human resources functions of
the Company. General and
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administrative expenses were $7.2 million, $6.3iamland $7.3 million for 1995, 1996 and 1997, exdjvely. The decrease in general and
administrative expenses from 1995 to 1996 was dneapily to a reduction in accrued bonuses androghgployee benefits made in 1996 as
part of the Company's cost reduction efforts, whigtie one-time reductions. Of the increase fron61®91997 of $1.0 million, $0.7 million
was due to the inclusion of Tower, of which $0.4liomi was for amortization of goodwill resultingofm the purchase. As a percentage of
sales, general and administrative expenses we¥g, B.8% and 5.1% for 1995, 1996 and 1997, respelgtithe overall decrease as a
percentage of sales from 1995 to 1997 is attribatabthe Company's effort to maintain a level ehgral and administrative costs that do not
increase at the same rate as sales.

The Company continues to implement its new inforamatnanagement system software throughout the Comjracluding the replacement
of existing systems in its foreign locations. Thenpany expects that charges related to trainingraptémentation of the new software will
continue through 1998, particularly for the forelgnations.

ONE-TIME CHARGES

The Company took one-time net charges totaling 85l8n in 1997. A net charge of $2.7 million wtken for storm damage to the
Company's headquarters and main manufacturingtfesithat resulted from heavy rains in the Forlii@® area on July 29, 1997. The final
extent of insurance coverage, if any, is unresqlaéiiough the Company has received and record&driillion of proceeds to date. Any
additional recoveries from the Company's insuramitidikewise be recorded when received.

As discussed above in "Research and Developméietddquisition of Tower resulted in a charge ofL$8illion for purchased in-process
research and development, which is non-deductdslentome tax purposes.

OTHER INCOME (EXPENSE)

Other income consists primarily of interest incomnel expense, foreign exchange gains and lossestlagdmiscellaneous income and
expense items. Interest income was approximatelly dlion, $0.5 million and $0.5 million for theeprs 1995, 1996 and 1997, respectively.
The higher amounts in 1996 and 1997 were due piliyrtarearnings on investments made from the prdsex the initial public offering in
November 1995 and the underwritten public offelim@ctober 1997

Interest expense consists principally of borrowingder the Company's bank credit and capital l&askties and was approximately $0.6
million, $0.2 million and $0.3 million for the yeafd 995, 1996 and 1997, respectively. The decrdaateoest expense from 1995 to 1996\
primarily a result of repayments of equipment loand less borrowing due to the availability of windkcapital provided from the proceeds
the Company's initial public offering in Novemb&9b. The increase of interest expense
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from 1996 to 1997 was primarily due to a short-téman used to finance the acquisition of Tower,alihivas repaid with the proceeds from
the underwritten public offering in October 1997.

Approximately 91% of the Company's foreign subsidi sales are denominated in currencies otherttt@U.S. dollar. An increase in the
value of the German deutsche mark of 7% and a deeri@ the value of the Japanese yen of 4% redulessentially no foreign exchange
gain or loss in 1995. During 1996 the Company réedra net foreign exchange loss of $0.4 milliomprily as a result of a 12% decrease in
the value of the yen. During the second half of6l8% Company began to enter into various forwardi§n exchange contracts to mitigate
the effect in depreciation in the yen. During 19%i&, Company recorded a net foreign currency gb$0d million. The Company continues
to evaluate various policies to minimize the effefctoreign currency fluctuations.

PROVISION FOR INCOME TAXES

The income tax provision of $7.8 million in 199%resented a 37.0% effective tax rate. The incomeitavision of $3.2 million for 1996
represented an effective rate of 38.1%. The inereathe Company's tax rate from 1995 to 1996iimanily attributed to a higher effective
state tax rate resulting from a larger proportibthe Company's sales being shipped to highera&xjurisdictions, particularly California.
The income tax provision of $6.7 million for 199%presented an effective rate of 39.2%. The increatbee Company's tax rate from 1996 to
1997 is primarily attributed to certain one-timedjes in 1997 which were not deductible, includimg$3.1 million one-time charge for
purchased in-process research and developmentiassbwith the acquisition of Tower. Changes inribative earnings of the Company and
its foreign subsidiaries affect the Company's cbdated effective tax rate. To the extent thatrgda percentage of taxable earnings are
derived from the Company's foreign subsidiaries sehtax rates are higher than domestic tax rate€Ct¢impany could experience a higher
consolidated effective tax rate than the histoniatds the Company experienced before 1997. Thep@oynadjusts its income taxes
periodically based upon the anticipated tax stafusl foreign and domestic entities.

QUARTERLY RESULTS OF OPERATIONS

The following table presents unaudited quarterbutes in dollars and as a percentage of salehéeight quarters ended December 31, 1997.
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, JUN E 30, SEPT. 30, DEC. 31, MAR. 31, JUNE 30, SEPT. 30, DEC. 31,
1996 1 996 1996 1996 1997 1997 1997 1997
(IN THOUSANDS, EXCEPT PER SHARE DATA)
Sales $27,166 $29 ,831 $21,639 $20,216 $20,667 $32,690 $42,571  $45,995
Cost of sales 17,035 17 ,204 15,047 12,752 13,158 20,139 25,538 28,703
Gross profit 10,131 12 ,627 6,592 7,464 7,509 12,551 17,033 17,292
Operating expenses:
Research and development 3,498 3 ,645 3,349 3,268 2,821 3,513 4,072 4,345
Sales and marketing 2,083 2 248 2,201 2,058 1,799 2,336 2,329 3,101
General and administrative 1,725 2 ,330 933 1,265 1,248 1,702 1,943 2,391
Storm damage - - - - - - 3,000 (300)
Purchased in-process research and
development - - - - - - 3,080 -
Total operating expenses 7,306 8 ,223 6,483 6,591 5,868 7,551 14,424 9,537
Income from operations 2,825 4 ,404 109 873 1,641 5,000 2,609 7,755
Other (expense) income (170) (66) 97 232 (387) 286 54 73
Net income before income taxes 2,655 4 ,338 206 1,105 1,254 5,286 2,663 7,828
Provision for income taxes 982 1 ,676 83 419 489 1,996 2,146 2,038
Net income $1,673 $2 662 $ 123 $ 686 $ 765 $3,290 $ 517 $5,790
Diluted earnings per share $ 008 $ 0.12 $ 0.01
Weighted-average number of
shares and share equivalents 21,794 21 ,653 21,622
QUARTERS ENDED
MAR. 31, JUN E 30, SEPT. 30, DEC. 31, MAR. 31, JUNE 30, SEPT. 30, DEC. 31,
1996 1 996 1996 1996 1997 1997 1997 1997
PERCENTAGE OF SALES:
Sales 100.0% 10 0.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Cost of sales 62.7 5 7.7 69.5 63.1 63.7 61.6 60.0 62.4
Gross margin 37.3 4 2.3 30.5 36.9 36.3 38.4 40.0 37.6
Operating expenses:
Research and development 12.9 1 2.2 15.5 16.2 13.7 10.8 9.6 9.4
Sales and marketing 7.7 7.5 10.2 10.2 8.7 7.1 5.5 6.7
General and administrative 6.3 7.8 4.3 6.2 6.0 5.2 4.6 5.2
Storm damage - - - - - - 7.0 (0.6)
Purchased in-process research and
development - - - - - - 7.2 -
Total operating expenses 26.9 2 7.5 30.0 32.6 28.4 23.1 33.9 20.7
Income from operations 104 1 4.8 0.5 4.3 7.9 15.3 6.1 16.9
Other (expense) income 0.6) ( 0.3) 0.5 1.2 (1.8) 0.9 0.2 0.1
Net income before income taxes 9.8 1 4.5 1.0 5.5 6.1 16.2 6.3 17.0
Provision for income taxes 3.6 5.6 0.4 2.1 2.4 6.1 5.1 4.4
Net income 6.2% 8.9% 0.6% 3.4% 3.7% 10.1% 1.2% 12.6%

The Company has experienced and expects to cortbnesgerience significant fluctuations in its gealy operating results. The Company's
expense levels are based, in part, on expectaifdinsure revenues. If revenue levels in a paréicguarter do not meet expectations,
operating results may be adversely affected. Aetyanf 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, exchange 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
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development of marketing and service capabilities.

A substantial portion of the Company's shipmengsnaade on a "just-in-time" basis in which shipmafrgystems occurs within a few days or
hours after an order is received. The Company'klbgds not meaningful because of the importancgust-in-time" shipments. The
Company is dependent on obtaining orders for shiyprimea particular quarter to achieve its revenbiectives for that quarter. Accordingly

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

The Company's quarterly operating results in 19861997 reflect the changing demand for the Compamgducts during this period,
principally from manufacturers of semiconductor ipguent and data storage equipment, and the Congabijity to quickly adjust its
manufacturing capacity to meet this demand. Denfisomd the semiconductor equipment companies wasfgigntly lower from the third
quarter of 1996 until the second quarter of 198%hé second quarter of 1997, the semiconductdpegnt market began a major recovery
which continued throughout 1997, and sales to #ta storage equipment market also experiencedismi growth. Sales during the fourth
quarter of 1997 increased 8% from the third quaxtdr997 primarily as a result of the inclusionre¥enues from Tower. This increase was
offset by a significant drop in sales in Japan ftbmthird quarter of 1997 to the fourth quartel897.

The Company's gross margin fluctuated significaatlya quarterly basis in 1996 and 1997, primagflecting utilization of manufacturing
capacity. Average selling prices remained relayiveinstant throughout the periods presented. Térease in gross margin from 37.3% in the
first quarter of 1996 to 42.3% in the second quartdd 996 resulted from a number of factors whiebulted in decreased component costs.
The reduction in gross margin to 30.5% in the thjudrter of 1996 was primarily the result of undds@bed fixed manufacturing costs from
reduced revenue, as revenues in the third quari93s were $8.2 million lower than in the secon@der of 1996. Additionally, gross
margin was negatively impacted by a shift in pradaix toward products on which material costs gercentage of sales were higher thai
previous quarter. Increased customer service casis, percentage of sales, also contributed tlmwer gross margin. The improvement in
gross margin to 36.9% in the fourth quarter of 19@8 attributable primarily to a favorable prodotk, decreased direct material costs and
decreased customer service costs. The improvemenbss margin to 38.4% in the second quarter 87 hd 40.0% in the third quarter of
1997 was primarily the result of a more favoratideaption of manufacturing overhead resulting fr@®B8% increase in sales from the first
quarter of 1997 to the second quarter of 1997.meng August 15, 1997, the Company's operatingltemcluded Tower. The Company
returned to full production in the fourth quartérl®97, during which time gross margin decline®76%. This decrease was primarily
attributed to higher customer service costs antlgrigost of goods sold as a percentage of saléofuer.

36



The Company's operating expenses increased orrgedy®asis through the first half of 1996. Sithe fourth quarter of 1995, operating
expenses have included additional legal and adtratige expenses as a result of being a publiclg btempany. Additionally, the Company
has expensed costs incurred for consultants usixe implementation of a new information managensgatem software. The Company
expects expenses related to the implementatiomeosaftware to continue through 1998 as additiphakes are implemented, including
integration of the information systems of the Compainternational subsidiaries. Quarterly decrea$aperating expenses in the second
of 1996 and the first quarter of 1997 reflectedmpanywide restructuring and the implementationast containment measures started ir
third quarter of 1996 to react to the significaatikase in demand, primarily from semiconductoipgent companies. The increases in
operating expenses during the remaining quartet997 reflected costs in support of higher salsaltiag from the recovery in the
semiconductor equipment industry and increasealesgo the data storage industry in the secondrarttiquarters of 1997. Operating
expenses of $14.4 million in the third quarter 897 would have been $8.3 million if not for the dimee charges of $6.1 million. As a
percentage of sales, operating expenses have elécliuring periods of rapid sales growth, when sale®ased at a rate faster than the
Company's ability to add personnel and facilit@support the growth, and increased during peraddiat or decreased sales, when the
Company's infrastructure is retained to suppoitgated future growth or from non-recurring chargssociated with downsizing.

Other income (expense) consists primarily of irdeilecome and expense and foreign currency gairiaasd The net foreign exchange loss of
$0.4 million in 1996 was recognized during thetfand fourth quarters of 1996, with essentiallygai or loss in the second and third qua
During 1997, the Company recorded a net foreigmamge gain of $0.1 million. The Company continuestilize forward foreign exchange
contracts in Japan to mitigate the effects of fpmaurrency fluctuations.

The Company's provision for income taxes remaiedatively stable in 1996, ranging from 37.0% to320, but fluctuated significantly in
1997. An effective income tax rate of 80.6% in tiied quarter of 1997 was due primarily to the ¢imee non-deductible charge of $3.1
million for the purchased iprocess research and development associated witictiuisition of Tower. An effective income taxeraf 26.0%
in the fourth quarter of 1997 was due primarilyateevised estimate resulting in a favorable adjestrio previously-accrued income taxes in
Japan. The first and second quarters of 1997 Hadtee income tax rates of 39.0% and 37.8%, radpeyg, closer to historical rates.

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 credit, long-term loasecured by property and equipment and cash flom fr
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operations, and, from November 1995, proceeds troderwritten public offerings.

Cash provided by operations totaled $3.3 milliod®96. In 1996, net income, depreciation, amolitraand decreases in inventory were
partially offset by increases in accounts receatnd decreases in accounts payable. Cash prdwdeglerations totaled $8.1 million in

1997, of which major factors were net income, dejpt@n, amortization, purchased in-process reseand development, and increases in
accounts payable, offset by increases in accoentivable and inventories. The Company expectsdutceivable and inventory balances to
fluctuate with net sales. The Company providestjugime" deliveries to certain of its customerslanay be required to maintain higher
levels of inventory to satisfy its customers' defiwrequirements.

Investing activities in 1996 used cash of $5.1iomlland consisted of equipment acquisitions. Inmgsictivities in 1997 used cash of $38.2
million and consisted of the acquisition of Tower $13.0 million, the purchase of marketable sei@sriof $20.0 million and the purchase of
property and equipment of $5.2 million.

Financing activities used cash of $0.3 million 896, and consisted primarily of net proceeds oés@ayable to finance equipment of $1.6
million, offset by repayments of notes payable eaplital lease obligations.

In October 1997, the Company completed an unddemrftublic offering of 1,000,000 shares of commimtls at a price of $31 per share, for
aggregate net proceeds of approximately $28.7amillThe Company used $12.0 million of the net pedseo repay a $12.0 million term Ic
used to finance the acquisition of Tower, and inedia prepayment penalty of approximately $90,00@. remaining proceeds were added to
the Company's working capital to finance futureibess needs.

In 1997, financing activities provided cash of $fillion and consisted primarily of the net prods®f $28.7 million from the underwritten
public offering. Long-term loans secured by propatd equipment were $1.5 million in 1996 and weai off in 1997.

The Company plans to spend approximately $6.0anillhrough 1998 for the acquisition of equipmesdskehold improvements and
furnishings.

As of December 31, 1997, the Company had workimitabof $66.7 million. The Company's principal sces of liquidity consisted of $11.5
million of cash and cash equivalents, $20.2 millddmarketable securities, and a credit facilitpgisting of a $30.0 million revolving line of
credit which replaced the Company's prior line refdit, with options to convert up to $10.0 millitma three-year term loan. Advances under
the new revolving line of credit bear interestittier the prime rate (8.5% at January 31, 1998umih25% or the LIBOR 360-day rate
(5.65625% at January 31, 1998) plus 150 basis pamthe Company's option. All advances underekielving line of credit will be due and
payable in December 2000; however, there were waraxs outstanding as of December 31, 1997.
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The Company believes that its cash and cash eguitgalcash flow from operations and available hwirrgs, will be sufficient to meet the
Company's working capital needs through at leasetid of 1998. After that time, the Company mayiregadditional equity or debt
financing to address its working capital, capiglipment, or expansion needs. In addition, anyifségmt acquisitions by the Company may
require additional equity or debt financings toduhe purchase price, if paid in cash. There candoassurance that additional funding will
available when required or that it will be avaikalbin terms acceptable to the Company.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
To Advanced Energy Industries, Inc.:

We have audited the accompanying consolidated balsineets of Advanced Energy Industries, Inc. (avizgre corporation) and subsidiaries
as of December 31, 1997 and 1996, and the relatesbtidated statements of income, stockholderstyeqnd cash flows for each of the
three years in the period ended December 31, Td85%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, 1997 and 1996, and the results of tharains and their cash flows for each of
the three years in the period ended December 3, itBconformity with generally accepted accountimigciples.

Our audits were made for the purpose of forminginion on the basic financial statements takea whole. The schedule listed in the in
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 scleldas been subjected to the auditing procedunggedpn our audits 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
February 6, 1998.
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(IN THOUSANDS)

DECEMBER 31,

1997 1996
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $11,470 $11,231
Marketable securities - trading 20,174 -
Accounts receivable --
Trade (less allowances for doubtful accounts
of approximately $428 and $242 at
December 31, 1997 and 1996, respectively) 26,150 15,287
Related parties 893 541
Other 1,343 288
Inventories 26,243 13,976
Other current assets 2,472 1,013
Deferred income tax assets, net 2,836 1,223
Total current assets 91,581 43,559
PROPERTY AND EQUIPMENT, at cost, net of accumulated
depreciation of $7,017 and $5,779 at December 31,
1997 and 1996, respectively 11,331 9,500
OTHER ASSETS:
Deposits and other 500 1,139
Goodwill, net of accumulated amortization of
$378 at December 31, 1997 7,112 -
Demonstration and customer service equipment,
net of accumulated depreciation of $1,673 and
$1,276 at December 31, 1997 and 1996,
respectively 1,719 1,833
9,331 2,972
Total assets $112,243 $56,031

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,

1997 1996
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES:
Accounts payable trade $ 12,045 $2,253
Accrued payroll and employee benefits 5,243 2,396
Other accrued expenses 1,327 1,156
Customer deposits 226 166
Accrued income taxes payable 2,734 1,485
Capital lease obligations, current portion 147 315
Notes payable, current portion 3,151 609
Total current liabilities 24,873 8,380
LONG-TERM LIABILITIES:
Capital lease obligations, net of current portion 22 169
Notes payable, net of current portion - 958
Deferred income taxes - 28
22 1,155
Total liabilities 24,895 9,535
COMMITMENTS AND CONTINGENCIES (Note 12)
STOCKHOLDERS' EQUITY (Note 1):
Preferred stock, $0.001 par value, 1,000 shares
authorized, none issued and outstanding - --
Common stock, $0.001 par value, 30,000 shares
authorized; 22,493 and 21,268 shares issued
and outstanding, respectively 22 21
Additional paid-in capital 52,625 23,075
Retained earnings 35,427 25,065
Stockholders' notes receivable - (1,083)
Deferred compensation (34) (82)
Cumulative translation adjustment (692) (500)
Total stockholders' equity 87,348 46,496
Total liabilities and stockholders' equity $112,243 $56,031

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)

SALES
COST OF SALES

Gross profit

OPERATING EXPENSES:
Research and development
Sales and marketing
General and administrative
Storm damage, net of $300 insurance reimbursement
Purchased in-process research and development

Total operating expenses
INCOME FROM OPERATIONS
OTHER INCOME (EXPENSE):

Interest income

Interest expense

Foreign currency gain (loss)
Other (expense) income, net

Total other income (expense)

Net income before income taxes
PROVISION FOR INCOME TAXES

NET INCOME
BASIC EARNINGS PER SHARE
DILUTED EARNINGS PER SHARE

BASIC WEIGHTED-AVERAGE COMMON SHARES
OUTSTANDING

DILUTED WEIGHTED-AVERAGE COMMON
SHARES OUTSTANDING

YEARS ENDED DECEMBER 31,

1997

$141,923
87,538

44

1996

62,038

8,304
3,160

21,242

21,666

$98,852

1995

$94,708
49,314

21,085
7,804

18,216

19,310

The accompanying notes to consolidated financééstents are an integral part of these consolidatédments.



ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

FOR THE YEARS ENDED DECEMBER 31, 1997, 1996 AND 19

(IN THOUSANDS)

COMMON ST OCK ADDITIONAL STOCKHOLDERS' CUMULATIVE  TOTAL
---------- ---- PAID-IN RETAINED NOTES DEFERRED TRANSLATION STOCKHOLDERS'
SHARES AM OUNT CAPITAL EARNINGS RECEIVABLE COMPENSATION ADJUSTMENT EQUITY
BALANCES, December 31, 1994 17,293 $17 $ 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 1,236 1 1,082 - (1,083) - - -
Deferred compensation on stock
options issued -- 142 -- - (142) - -
Amortization of deferred compensatlon -- -- - -- - 12 - 12
Sale of common stock through public
offering, net of approximately $2,790
of expenses 2,400 2 21,210 -- -- -- -- 21,212
Net income - - - 13,281 - - - 13,281
BALANCES, December 31, 1995 21,069 21 22,925 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 compensatlon -- -- -- -- -- 48 -- 48
Net income -- -- 5,144 - -- -- 5,144
BALANCES, December 31, 1996 21,268 21 23,075 25,065 (1,083) (82) (500) 46,496
Equity adjustment from foreign
currency translation -- -- -- -- -- -- (192) (192)
Exercise of stock options for cash 127 -- 255 -- -- -- -- 255
Exercise of stock options in exchange
for stockholders' notes receivable 90 -- 470 -- (470) -- -- -
Proceeds from stockholders' notes
receivable - - - 1,553 -- -- 1,553
Sale of common stock through employee
stock purchase plan 8 -- 102 -- -- -- -- 102
Amortization of deferred compensation -- -- -- -- -- 48 -- 48
Sale of common stock through public
offering, net of approximately $2,276
of expenses 1,000 1 28,723 -- -- -- -- 28,724
Net income - - -- 10,362 - - - 10,362
BALANCES, December 31, 1997 22,493 $22 $52,625 $35,427 $ -- $ (34) $(692) $87,348

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 CASH FLOWS

(IN THOUSANDS)

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
Purchased in-process research and development
Loss on disposal of property and equipment
Earnings from marketable securities, net
Changes in operating assets and liabilities -
Accounts receivable-trade, net
Related parties and other receivables
Inventories
Other current assets
Deposits and other
Demonstration and customer service equipmen
Accounts payable, trade
Accrued payroll and employee benefits
Customer deposits and other accrued expense
Income taxes payable

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of marketable securities
Acquisition of Tower Electronics, Inc., net of
cash acquired
Purchase of property and equipment, net

Net cash used in investing activities

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

Sale of common stock through employee stock
purchase plan

Proceeds from exercise of stock options and
warrants

Proceeds from stockholders' notes receivable

Net cash provided by (used in) financing
activities

EFFECT OF CURRENCY TRANSLATION ON CASH FLOW

INCREASE (DECREASE) 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 FINANCING ACTIVITIES:
Note payable assumed in Tower acquisition

Deferred compensation on stock options
issued

Exercise of stock options in exchange for
stockholders' notes receivable

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:

Cash paid for interest

YEARS ENDED DECEMBER 31,

1997 1996 1995
$10,362 $5,144 $13,281
3,710 2,609 1,543
(1,584) (286) (252)
48 48 12
3,080 - -
1,046 41 66
174y - -
(9,213) (1,747) (5,477)
(502) 803  (889)
(9,576) 2,128 (8,907)
(1,420) (350) (371)
639 (324) (225)
(636) (644) (937)
8,500 (4,412) 3,568
2,569  (367) 725
231 460 149
1,011 149 1,388
8,001 3,252 3,674
(20,000) - -
(12,995) - -
(5179) (5,137) (3,824)
(38,174) (5,137) (3,824)
13,763 1,606 31,179
(13,883) (2,039) (34,103)
- ~  (4,538)
28,724 — 21,212
102 - -

255 150 125
1,553 - -
30,514  (283) 13,875
(192) 67  (761)
239 (2,101) 12,964
11,231 13,332 368

$11,470 $11,231 $13,332

$1389 $ - -
$ - $ - $ 142
$ 470 $ - $1,083

$ 329 $ 168 $ 604




Cash paid for income taxes $7,242 $3,940 $6,668

The accompanying notes to consolidated financééstents are an integral part of these consolidatédments.
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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"), Advanced Energy U.lmited ("AE-UK") and
Advanced Energy Korea, Limited ("AE-Korea"). Therfmany also owns 100% of Tower Electronics, Incof€r"), a Minnesota-based
designer and manufacturer of custom, high perfomaawitchmode power supplies used principally emtdllecommunications, medical and
non-impact printing industries.

In September 1995, the Company reincorporated lavizae 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 splitsiédire and per share data have been
retroactively adjusted in the accompanying constdd financial statements for the effect of thelst&plit. Additionally, the Company also
authorized 1,000,000 shares of $0.001 par valuerpee stock.

The Company continues to be subject to certairs iséhkilar 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 baaimated in consolidation.

CASH AND CASH EQUIVALENTS --For cash flow purposes, the Company considersagh and highly liquid investments with an orig
maturity of 90 days or less to be cash and casivaeguts.

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

MARKETABLE SECURITIES - TRADING -- Effective July,11994, the Company adopted Statement of FinaAcieunting Standards
("SFAS") No. 115, "Accounting for Certain Investnieim Debt and Equity Securities." SFAS No. 115radges the accounting and reporting
for investments in equity and debt securities. Thenpany has investments in marketable equity séesiand municipal bonds which have
original maturities of 90 days or more. The investits are classified as trading securities and tegat fair value with unrealized gains and
losses included in earnings.

DEMONSTRATION AND CUSTOMER SERVICE EQUIPMENT -- Damstration and customer service equipment are raatuwred
products utilized for sales demonstration and eatadn purposes. The Company also utilizes thisgggant in its customer service functior
replacement and loaner equipment to existing custerdll equipment is held for sale.
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The Company depreciates the equipment based ostiamated 3-year useful life in the sales and custaservice functions.

PROPERTY AND EQUIPMENT -- Property and equipmendtested at cost. Additions, improvements, and maoewals are capitalized.
Maintenance, repairs, and minor renewals are exgeas incurred.

Depreciation is provided using straight-line andederated methods over three to ten years for maghiand equipment. Amortization of
leasehold improvements and leased equipment isda@wsing the straight-line method over the lif¢he lease term or the life of the assets,
whichever is shorter.

CONCENTRATIONS OF CREDIT RISK -- The Company's newes generally are concentrated among a small nuofilseistomers, the
majority of which are in the semiconductor equipiriedustry. The Company establishes an allowancddabtful accounts based upon
factors surrounding the credit risk of specifictomsers, historical trends and other information.

WARRANTY POLICY -- The Company estimates the amqtted costs of repairing products under warransgtdan 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 traimgigall balance sheet assets and liabilities atectt exchange rates as of the balance sheet
date, and the statements of income at the averadege rates during the respective year.

The Company recognizes gain or loss on foreigreouasy transactions which are not considered to lzelofig-term investment nature. The
Company recognized a gain (loss) on foreign cugréransactions of $97,000, $(351,000) and $(7,800the years ended December 31,
1997, 1996 and 1995, respectively.

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

INCOME TAXES -- The Company accounts for incomeeky recognizing deferred tax assets and liaslitbr temporary differences
between the tax basis and financial reporting hafséssets and liabilities, computed at currentrédes.

EARNINGS PER SHARE -- In February 1997, the Finahéiccounting Standards Board issued SFAS No. 12&nings Per Share,” which
requires companies to present basic earnings pee $fEPS") and diluted EPS, instead of the prinzamy fully-diluted EPS that were
previously required. The new standard is effectiréhe Company in fiscal 1997 and all prior pegdtave been retroactively adjusted. Basic
EPS is computed by dividing income available to own stockholders by the weightesterage number of common shares outstanding ¢
the period. The computation of diluted EPS is samib the computation of basic EPS except thatémminator is increased to include the
number of additional common shares that would Heaen outstanding if dilutive potential common skdrad been issued.

ESTIMATES AND ASSUMPTIONS -- The preparation of tiempany's consolidated financial statements ifiararity 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 dfffan those estimates.

48



ASSET IMPAIRMENTS -- The Company reviews its lorigeld assets and certain identifiable intangibldd had used by the Company for
impairment whenever events or changes in circurastimdicate their carrying amount may not be recalvle. In so doing, the Company
estimates the future net cash flows expected tdtrirem the use of the asset and its eventualodision. If the sum of the expected future net
cash flows (undiscounted and without interest cbsiris less than the carrying amount of the aasatmpairment loss is recognized to reduce
the asset to its estimated fair value. Otherwiségairment loss is not recognized. Ldhgd assets and certain identifiable intangibtebé
disposed of, if any, are reported at the lowerasfyding amount or fair value less cost to sell.

(3) ACQUISITION

Effective August 15, 1997, the Company acquiredfihe outstanding stock of Tower, a Minnesotaedadesigner and manufacturer of
custom, high-performance switchmode power suppigesi principally in the telecommunications, medarad non-impact printing industries.
The purchase price consisted of $14.5 million ishcand a $1.5 million noimterest bearing promissory note to the seller (Mhete"), payabl
in August 1998. Total consideration, including #ffect of imputing interest on the Note, equale8,889,000. The acquisition was accour
for using the purchase method of accounting andtesbsin a one-time charge of $3,080,000 fopineess research and development acq
as a result of the transaction. Acquisition costaléd approximately $209,000.

The purchase price was allocated to the net ag&wver as summarized below:

(Inth ousands)

Cash and cash equivalents $1 714
Accounts receivable 2 ,555
Inventories 2 ,691
Deferred tax asset 57
Fixed assets 280
Goodwill 7 ,490
Purchased in-process research and development 3 ,080
Other assets 39
Accounts payable 1 ,292)
Accrued liabilities (516)

$16 ,098

The results of operations of Tower are includedhinithe accompanying consolidated financial statemfom the date of acquisition.

The following table sets forth the condensed urteddiro forma operating results of the CompanytHertwelve months ended December 31,
1997 and 1996. The condensed pro forma operattugtseassume that the Tower acquisition had ocduwnelJanuary 1, 1996 and was funded
with debt outstanding until the secondary offerregurred in October 1997. Additionally, the pronfiar operating results do not include
charges for the $3,080,000 purchased in-processanes and development as it is non-recurring. Tmelensed pro forma results are not
necessarily indicative of the results of operatibad the acquisition consummated on January 1,, Efibmay not necessarily be indicative
of future performance.

TWELVE MONTHS ENDED DECEMBER 31, (INT HOUSANDS, EXCEPT PER SHARE AMOUNTS)
(UNAUDITED) 199 7 1996

Sales $154, 568 $112,253

Net income $ 14, 476 $ 4,842

Basic earnings per share $ 067 $ 0.23

Diluted earnings per share $ 065 $ 0.22

Basic weighted-average common shares

outstanding 21, 544 21,242

Diluted weighted-average common shares

outstanding 22, 274 21,666
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(4) PUBLIC OFFERINGS

In November 1995, the Company closed on the intigdlic offering of its common stock. In connectiwith the offering, 2,400,000 shares
common shares were sold at a price of $10 per sphereiding gross proceeds of $24,000,000, lesg2kR000 in offering costs.

In October 1997, the Company closed on a secoraféesing of its common stock. In connection witlistbffering, 1,000,000 shares of
common shares were sold at a price of $31 per sphereiding gross proceeds of $31,000,000, lesa 2000 in offering costs.

(5) MARKETABLE SECURITIES - TRADING

Marketable securities - trading consisted of tH¥ang:

DECE MBER 31,
1997 1996
(INTH OUSANDS)
Equities $18,345 $ -
Municipal bonds and notes 1,700 --
Mutual funds 129
$20,174 $ -

These marketable securities are reported at faievand have original costs of $20,000,000.
(6) ACCOUNTS RECEIVABLE - TRADE

Accounts receivable - trade consisted of the follhaw

DECE MBER 31,
1997 1996
(INTH OUSANDS)
Domestic $16,724 $9,944
Foreign 9,854 5,585
Allowance for doubtful accounts (428) (242)
$26,150 $15,287
(7) INVENTORIES
Inventories consisted of the following:
DECE MBER 31,
1997 1996
(INTH OUSANDS)
Parts and raw materials $18,549 $11,149
Work in process 2,542 1,122
Finished goods 5,152 1,705
$26,243 $13,976
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(8) PROPERTY AND EQUIPMENT

Property and equipment consisted of the following:

DECE MBER 31,
1997 1996
(INTH OUSANDS)
Machinery and equipment $8,912 $5,708
Computers and communication equipment 4,638 4,793
Furniture and fixtures 1,996 1,996
Vehicles 100 140
Leasehold improvements 2,702 2,642
18,348 15,279
Less -- accumulated depreciation (7,017) (5,779)
$11,331 $ 9,500

Included in the cost of property and equipment abisvequipment obtained through capital leasesnéhé&ook value of capital lease

equipment included in property and equipment alvoag as follows at December 31, 1997 and 1996:

Machinery and equipment

Computers and communication equipment

Furniture and fixtures 1
$380

$79

MBER 31,

OUSANDS)
$243
- 62
14
$319

Depreciation of assets acquired under capitalieadds is included in depreciation expense.

(9) NOTES PAYABLE

Revolving line of credit of $30,000,000, expiring D
interest at bank's prime rate minus 1.25% or the
plus 150 basis points. Option to convert up to $1
three-year term loan; advances up to $5,000,000 e
Currency Rate Advances and Foreign Exchange Contr
covenants provide certain financial restrictions
capital, leverage, net worth and profitability

Bank overdraft loan, maturing February and March 19
rates ranging from 1.05% to 1.65% annually

Promissory note related to indemnification clause o
maturing August 1998 with an imputed interest rat

Term loan of $1,500,000 with a bank at prime plus 0

Other

Less -- current portion

(10) INCOME TAXES

For the years ended December 31, 1997, 1996 arll ft#9provision for income taxes consists of awam for taxes currently payable and a
provision for tax effects deferred to future pesoth 1997, the Company increased its statutory tdsSrate from 34% to 359

DECEMBER 31,

(IN THOUSANDS)

ecember 7, 2000,
LIBOR 360-day rate
0,000,000 to a

ach for Optional

acts. Loan
related to working
$ - $ -
98 at interest
1,762 -
f Tower acquisition,
e of 8% 1,389 -
.25% - 1,458
- 109
3,151 1,567
(3,151) (609)
$ - $ 958
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The provision (benefit) for income taxes for th@yeended December 31, 1997, 1996 and 1995, dlaw$:

DECEMBER 31,
1997 1996 1995
(IN THOUS ANDS)
Federal $5,470 $2,74 4 $5,827
State and local 1,128 56 8 918
Foreign taxes 71 (15 2) 1,059
$ 6,669 $3,16 0 $7,804
Current 8,253 $3,44 6 $8,056
Deferred (1,584) (28 6) (252)
$ 6,669 $3,16 0 $7,804

The following reconciles the Company's effective fate to the federal statutory rate for the yesded December 31, 1997, 1996 and 1995:

DECEMBER 31,

1997 1996 1995
(IN THOUSANDS)

Income tax expense per federal statutory rate $5,961 $2,823 $7,397
State income taxes, net of federal deduction 733 375 596
Foreign sales corporation (209) (108) (208)
Nondeductible goodwill amortization 132 -- --
Nondeductible purchased in-process research
and development 1,078 -- -
Other permanent items, net (22) 77 49
Effect of foreign taxes (255) (168) 316
Tax credits (272) (182) (260)
Other (477) 343 (86)

The Company's deferred income taxes are summaaizéallows:

DECEMB ER 31,1997 CHANGE DECEMBER 31, 1996

(IN THOUSANDS)
Deferred tax assets:

Employee bonuses $ 203 $ 203 $ --

Warranty reserve 312 137 175

Bad debt reserve 135 60 75

Vacation accrual 295 (31) 326

Obsolete and excess inventory 1 ,049 475 574

Foreign operating loss carryforward 643 643 --

Other 199 69 73

2 ,836 1,556 1,223

Deferred tax liabilities:

Accumulated depreciation - 28 (28)
Net deferred income tax assets $2 ,836 $1,584 $1,195

The domestic versus foreign component of the Coryiparet income before income taxes at Decembet@7, 1996 and 1995, was as
follows:

DECEMBER 31,

(IN THOUSANDS)
Domestic $16,102 $8,255 $18,969
Foreign 929 49 2,116
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(11) 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 1997). Participants are immediately vestetheir contributions.

The Company may make discretionary contributiorsetlaon corporate financial results for the fisary Effective January 1, 1998, the
Company increased its matching contribution fotipgrants in the 401(k) Plan up to a 50% matchingontributions by employees up to |
of the employee's compensation. The Company'sdoteatibutions to the plan were approximately $880, $45,000 and $537,000 for the
years ended December 31, 1997, 1996 and 1995 ctesghe Vesting in the profit sharing contributi@ecount (company contribution)
based on years of service, with a participant fulgted after five years of credited service.

(12) COMMITMENTS AND CONTINGENCIES
CAPITAL LEASES

The Company finances a portion of its property egdipment (Note 8) under capital lease obligatatrigterest rates ranging from 7.63% to
8.66%. The future minimum lease payments undertala@®d lease obligations as of December 31, 1868¥as follows:

(IN THOUS ANDS)
1998 $15 4
1999 2 3
Total minimum lease payments 17 7
Less -- amount representing interest ( 8)
Less -- current portion (14 7)
$ 2 2

OPERATING LEASES

The Company has various operating leases for aliib@spequipment, and office and production spated 14). Lease expense under
operating leases was approximately $2,251,000881000 and $1,184,000 for the years ended DeceBihd997, 1996 and 1995,
respectively.

The future minimum rental payments required undgrcancelable operating leases as of December 8%, &€ as follows:

(IN THOUS ANDS)

1998 $25 97
1999 2,4 88
2000 2,2 01
2001 1,9 29
2002 1,5 53
Thereafter 9,1 99

$19,9 67

GUARANTEE

In October 1997, the Company extended a guaraotee$2,500,000 bank term loan for an additionaryentered into by an entity that
serves as a supplier to the Company. An officéahefCompany serves as a director of such entitg. ddmpany has received warrants to
purchase shares of the supplier for providing gligrantee.
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(13) 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,

1997 1996 1995
(IN THOUSANDS)
Sales:
Originating in Japan to unaffiliated customers $ 11,431 $ 6,467 $11,997
Originating in Europe to unaffiliated customers 7,487 8,023 6,237
Originating in U.S. and sold to unaffiliated fore ign
customers 17,095 9,506 9,018
Originating in U.S. and sold to domestic customer s 105,910 74,856 67,456
Transfers between geographic areas 14,523 10,496 11,524
Intercompany eliminations (14,523) (10,496) (11,524)

$141,923 $98,852  $94,708

Income (loss) from operations:

Japan $ (73) $ (920) $ 1,094
Europe 1,488 1,056 953
uU.s. 15,893 8,383 19,448
South Korea - - -
Intercompany eliminations (303) (308) a7

$ 17,005 $ 8,211 $21,478

Identifiable assets:

Japan $ 10,709 $ 6,445 $ 6,342
Europe 4,676 3,788 2,502
uU.s. 126,111 54,736 54,415
South Korea 250 -- --
Intercompany eliminations (29,503) (8,938) (7,940)

$112,243 $56,031 $55,319

Intercompany sales among the Company's geograpdas are recorded on the basis of intercompanggsastablished by the Company.
(14) RELATED PARTY TRANSACTIONS

The Company leases office and production spaces &rtimited liability partnership consisting of tan officers of the Company and other
individuals. The leases relating to these spacpseein 2009 and 2011 with monthly payments of agpnately $39,000 and $46,000,
respectively.

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 $1,320,000, $1,364,000, and $800)086 charged to rent expense attributable to tleeses for the years ended December
31, 1997, 1996 and 1995, respectively.

The Company leases, for business purposes, a camdomowned by a partnership of certain stockhadd&he Company paid the partners
$36,000 for each of the years ended December 3T, 1996 and 1995, relating to this lease.

Included in AE-Japan's accounts receivable at Dbeerdl, 1997, 1996 and 1995, is approximately $88%5,$394,000 and $953,000,
respectively, due from an entity that is controltgdthe president of AE-Japan. This entity alscoaated for approximately 2%, 3%, and 3%
of consolidated sales during 1997, 1996 and 193fpectively.

During 1997 and 1995, certain stockholders of tbenffany exercised options to purchase shares @dahgany's common stock for an
aggregate exercise price of $470,000 and $1,083r88pectively. In exchange for the stock the Campaceived notes receivable in the
amount of the exercise price. These notes recaaid accrued interest were paid in full during7199
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(15) MAJOR CUSTOMERS

The Company's sales to major customers (purchasesess of 10% of total sales) are to entitieckvhre primarily manufacturers of
semiconductor equipment and, for the years endegbber 31, 1997, 1996 and 1995 are as follows:

DECEMBER 31,
1007 1996 1005
Customer A o 34% 27% 54%
Customer B 10% 20% 17%
:12% -“-47% ;11%

(16) FORWARD CONTRACT

AE-Japan enters into foreign currency forward cacts to buy U.S. dollars to hedge its payable josdrising from trade purchases and
intercompany transactions with its parent. Foreigrmency forward contracts reduce the Company's®&x to the risk that the eventual net
cash outflows resulting from the purchase of présldenominated in yen will be adversely affecteathgnges in exchange rates. Foreign
currency gains and losses under the above arramgei@e not deferred. Foreign currency forward reans are entered into with a major
commercial Japanese bank that has a high creigrand the Company does not expect the countgrpmafail to meet its obligations under
outstanding contracts. The Company generally eimévgoreign currency forward contracts with méaias ranging from 7 to 10 months, w
contracts outstanding at December 31, 1997, mafdhiough September 1998. At December 31, 1997Ctmepany held foreign forward
exchange contracts with notional amounts of $8@MMand fair value amounts of $7,280,000 or analizmed gain position of $720,000.

(17) STOCK PLANS

EMPLOYEE STOCK OPTION PLAN -- During 1993, the Coamy adopted an Employee Stock Option Plan (the 'l&yee Option Plan™)
which was amended and restated in January andrSiegtel 995. The Employee Option Plan allows issuaif@gcentive stock options, non-
qualified options, and stock purchase rights. Trer@se price of incentive stock options shall betiess than 100% of the stock's fair market
value on the date of grant. The exercise priceoofqualified stock options shall not be less th@%wf the stock's fair market value on the
date of grant. Options issued in 1997, 1996 and 18&e issued at 100% of fair market value, asrdeted by the Company, with typical
vesting of one-third at the end of one year, arattguly thereafter until fully vested after thresays. Under the Employee Option Plan, the
Company has the discretion to accelerate the yeptniod. The options are exercisable for ten yfrara the date of grant. The Company has
reserved 3,500,000 shares of common stock foistheance of stock under the Employee Option Plashwigrminates in June 2003.

In connection with the grant of certain stock opi@n June 30, 1995, the Company recorded $14f0fferred compensation for the
difference between the deemed fair value for actiogmpurposes and the option price as determinetidompany at the date of grant. This
amount is presented as a reduction of stockholdqusty and will be amortized over the 3-year vesperiod of the related stock options.

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 Compsibgard of directors for fiscal 1996) of their eags or a maximum of $1,250 per six
month period withheld pursuant to the Stock Puretlizlan. Common stock purchased under the Stockh&sedPlan will be equal to 85% of
the lower of the fair market value on the commenaeainadate of each offering period or the relevamtpase date. During 1997 and 1996,
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employees purchased an aggregate of 19,878 and2ldhfares under the Stock Purchase Plan and thpa®gmecognized approximately
$27,000 and $11,000 in compensation expense, tiasggc

OUTSIDE DIRECTOR STOCK OPTION PLAN -- In Septemid€95, the Company adopted the 1995 Nmnployee Directors Stock Optir
Plan (the "Directors Plan") covering 50,000 shafesommon stock. The Directors Plan provides fdomatic grants of non-qualified 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 Outsidedbr will be granted an option to purchase 7 &itdres 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 becant@uaside Director, an option for an
additional 2,500 shares is granted. Such additioptibns vest on the third anniversary of the aditgrant. Options will expire ten years after
the grant date, and the exercise price of the nptiall 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@®17, 1996 and 1995:

1997 1996 1995
(IN THOUSANDS, EXCEPT PER SHARE AMO UNTS)
Weighted- Weighted- Weighted-
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price  Share s  Price
Stock options:
INCENTIVE STOCK OPTIONS --
Options outstanding at beginning of
period 841 $3.02 729 $2.62 1,90 4 $0.95
Granted 686 11.42 751 5.10 21 2 6.40
Exercised (215) 3.32  (199) 8.51 (1,37 1) 3.53
Terminated (33) 4.24  (440) 6.92 1 6) 1.69
Options outstanding at end of period 1,279 6.77 841 3.02 72 9 2.62
Options exercisable at end of period 383 3.45 326 1.51 39 1 0.88
Weighted-average fair value of
options granted during the period $ 7.86 $3.14 $1.8 4
Price range of outstanding options $0. 83 - $31.63 $0.83 - $11.05 $0.83 - $11.05
Price range of options terminated $3. 40-$9.00 $0.83 - $11.05 $0.83 - $3.11
OUTSIDE DIRECTORS STOCK OPTIONS--
Options outstanding at beginning of
period 20 $9.82 15 $11.05 - - $ -
Granted 17 16.64 5 6.13 1 5 11.05
Exercised 2) 7.13 -- - - - --
Terminated (20) 9.82 - - - - -
Options outstanding at end of period 25 14.86 20 9.82 1 5 11.05
Options exercisable at end of period 8 14.62 5 11.05 5 11.05
Weighted-average fair value of options
granted during the period $ 11.43 $4.68 $3.1 9
Price range of outstanding options $8. 63 - $31.63 $6.13 - $11.05 $11.0 5
Price range of options terminated $6. 13 - $11.05 $ - $ - -
WARRANTS--
Warrants outstanding at beginning of
period -- - 7 $3.48
Granted - - - - --
Exercised - - ( 6) 2.27
Terminated - -- ( 1) 3.99



Warrants outstanding at end of period
Price range of stock issuable under
warrants $

Price range of warrants terminated $ -

Statement of Financial Accounting Standards No, 128counting for Stock-Based Compensation” ("SH& 123"), defines a fair value

based method of accounting for employee stock ot similar



equity instruments. However, SFAS No. 123 allowss¢bntinued measurement of compensation cost &r gians using the intrinsic value
method prescribed by APB Opinion No. 25, "Accougtiar Stock Issued to Employees" ("APB No. 25"pyided that pro forma disclosures
are made of net income or loss and net incomessrpger share, assuming the fair value method ofSSRé. 123 had been applied. The
Company has elected to account for stock-based ensagion plans under APB No. 25, under which nopmeation expense is recognized
when stock is issued at market value.

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:

1997 1 996 1995
Risk-free interest rates 6.17% 6 57% 6.16%
Expected dividend yield rates 0.00% O .00% 0.00%
Expected lives 4years 4y ears 4 years
Expected volatility 92.16% 110 16% 22.57%

The total fair value of options granted was comgutebe approximately $5,594,000, $1,317,000 ar&d®0O0 for the years ended December
31, 1997, 1996 and 1995, respectively. These amm@ratamortized ratably over the vesting periothefoptions. Cumulative compensation
cost recognized in pro forma net income or losé waspect to options that are forfeited prior tetirg is adjusted as a reduction of pro forma
compensation expense in the period of forfeiture.fBrma stock-based compensation, net of the edfeforfeitures and tax, was
approximately $415,000, $47,000 and $19,000 foi719996 and 1995, respectively.

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

1997 1 996 1995
(IN THOUSA NDS, EXCEPT
PER SHA RE DATA)
Net Income:
As reported $10,362 $5, 144 $13,281
Pro forma 9,947 5, 097 13,262
Diluted Earnings Per Share:
As reported $ 047 $0 24 $ 0.69
Pro forma 045 O .24 0.69

Because the SFAS No. 123 method of accounting dialsaen applied to options granted prior to Jantiay995, the resulting pro forma
compensation cost may not be representative otahas expected in future years.

The following table summarizes information abowg #tock options outstanding at December 31, 1997:

Options Outstanding  Options Exercisable
Weighted -
Average Weighted- Weighted-
Range of Remainin g Average Average
Year Exercise Number  Contractu al Exercise Number  Exercise
Granted Prices Outstanding Life Price  Exercisable Price
1993-1994 $0.83to $2.53 169,000 5.9 year s $0.92 169,000 $0.92
1995 $2.57 to $11.05 71,000 7.5year s $4.69 53,000 $4.48
1996 $3.88t0 $8.75 389,000 8.8 year s $4.10 136,000 $4.13
1997 $7.12to $31.63 675,000 9.5 year s $11.57 33,000 $12.04
1,304,000 8.7 year s $758 391,000 $3.45

57



ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

SCHEDULE Il -- VALUATION AND QUALIFYING ACCOUNTS

BALANCE AT
BEGINNING OF A

PERIOD

Year ended December 31, 1995:
Inventory obsolescence reserve
Allowance for doubtful accounts

Year ended December 31, 1996:
Inventory obsolescence reserve
Allowance for doubtful accounts

Year ended December 31, 1997:
Inventory obsolescence reserve
Allowance for doubtful accounts

$ 724
134

$ 789
210

$1,525
242
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DDITIONS CHARGED
TO EXPENSE

BALANCE AT
DEDUCTIONS END OF PERIOD

(IN THOUSANDS)

$ 185
76

$ 120 $ 789
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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 @888 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 Accountant
Consolidated Financial Statements:
Balance Sheets at December 31, 1997 a
Statements of Income for each of the
in the period ended December 31, 19
Statements of Stockholders' Equity fo
three years in the period ended Dec
Statements of Cash Flows for each of
in the period ended December 31, 19
Notes to Consolidated Financial Statement

(i) Financial Statement Schedules for each of

in the period ended December 31, 1997
Schedule Il--Valuation and Qualifying Acc

(iii) Exhibits:

2.1 Share Purchase Agreement, dated Augu
C. Hertel, Tower Electronics, Inc. a

3.1 The Company's Restated Certificate o

3.2 The Company's By-laws(2)

4.1 Form of Specimen Certificate for the

4.2 The Company hereby agrees to furnish
copy of the instruments which define
long-term debt of the Company. None
included as exhibits herein represen
of 10% of the consolidated total ass

10.1 Master Purchase Order and Sales Agre
between Applied Materials Inc. and t

10.2 Purchase Order and Sales Agreement,
September 16, 1995 between Lam Resea
Company(2)+

10.3 Purchase Agreement, dated November 1
Corporation and the Company(3)+

10.4 Amended and Restated Loan and Securi
of November 17, 1995, between Silico
Company(2)

10.5 Loan and Security Agreement, dated A
Silicon Valley Bank, Bank of Hawaii

10.6 Loan Agreement dated December 8, 199
Valley Bank, as Servicing Agent and
Hawaii, as a Bank, and the Company,

10.7 Equipment Line of Credit, dated July
Valley Bank and the Company(2)

10.8 Master Lease Purchase Agreement, dat
as amended, between MetLife Capital
Company(2)
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10.9 Lease Purchase Agreement, dated June
Capital Corporation and the Company(

10.10 Master Equipment Lease, dated July 1
between KeyCorp Leasing Ltd. and Com

10.11 Lease, dated June 12, 1984, amended
Prospect Park East Partnership and t
in Fort Collins, Colorado(2)

10.12 Lease, dated March 14, 1994, as amen
Properties, L.L.C., and the Company
Collins, Colorado(2)

10.13 Lease, dated May 19, 1995, between S
L.L.C. and the Company for a buildin
Colorado(2)

10.14 Form of Indemnification Agreement(2)

10.15 1995 Stock Option Plan, as amended a

10.16 Employee Stock Purchase Plan(2)*

10.17 1995 Non-Employee Directors' Stock O

21.1 Subsidiaries of the Company(4)

23.1 Consent of Arthur Andersen LLP, Inde

24.1 Power of Attorney (included on the s
Annual Report on Form 10-K)

27.1 Financial Data Schedule

11, 1992, between MetLife
2)

5, 1993, as amended,
pany(2)
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(b) No reports on Form 8-K were required to bedfityy the Company during the fourth quarter of tearyended December 31, 1997.

(1) Incorporated by reference to the Company'seiiReport on Form 8-K (File No.2Z6966), dated August 15, 1997, filed August 19,71
as amended.

(2) Incorporated by reference to the Company's fegion Statement on Form S-1 (File No. 33-97188) September 20, 1995, as
amended.

(3) Incorporated by reference to the Company's AahReport on Form 10-K for the year ended Decertied 996 (File No. 0-26966), filed
March 21, 1997, as amended.

(4) Incorporated by reference to the Company's Redion Statement on Form S-3 (File No. 333-3408@d August 21, 1997, as amended.
* Compensation Plan
+ Confidential treatment has been granted for postiof this agreement.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the Resyigthas duly caused this report to be
signed on its behalf by the undersigned, theredatp 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

/sl Douglas S. Schatz Chai rman of the Board, March 11, 1998
----------------------- Presi dent and Chi ef Executive Oficer

Dougl as S. Schatz (Principal Executive Oficer)

/sl Richard P. Beck Vi ce President, Chief Financial March 11, 1998
----------------------- O ficer, Assistant Secretary and

Ri chard P. Beck Director (Principal Financial Oficer

and Principal Accounting Oficer)

/sl G Brent Backnman Vi ce President, Special Projects March 11, 1998
----------------------- Assi stant Secretary and Director
G Brent Backman

/sl Hollis L. Caswell Chi ef Operating O ficer March 11, 1998
----------------------- and Director
Hollis L. Caswell

/sl El wood Spedden Director March 11, 1998

El wood Spedden
/sl Arthur A Noeth Director March 11, 1998

Arthur A. Noeth
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EXHIBIT INDEX
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Tower Electronics, Inc. and the Company(1)
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This LOAN AGREEMENT is entered into as of Dece mber 8, 1997 by and among
SILICON VALLEY BANK ("SVB") as Servicing Agent and a Bank and BANK OF HAWAII
("BofH;" SVB and BofH are referred to individually herein as a "Bank," and

collectively as the "Banks") and ADVANCED ENERGYINJSTRIES, INC., a Delaware corporation ("AEI" ordBower").
RECITALS

Borrower wishes to obtain credit from time to tifnem Banks, and Banks desire to advance crediotwdver. This Agreement sets forth the
terms on which Banks will lend to Borrower, and Bover will repay the advances to Banks.

AGREEMENT
The parties agree as follows:
1. DEFINITIONS AND CONSTRUCTION
1.1 Definitions. As used in this Agreement, thédwing terms shall have the following definitions:
"Advance" or "Advances" means a cash advance uhddRevolving Facility.

"Affiliate" means, with respect to any Person, &grson that owns or controls directly or indirestich Person, any Person that controls or is
controlled by or is under common control with s&drson, and each of such Person's senior exeattivers, directors, and partners.

"Bank Expenses" means all: reasonable costs onerpdincluding reasonable attorneys' fees andchegggincurred in connection with the
preparation, negotiation, administration, and erdorent of the Loan Documents; and each Bank's mahsoattorneys' fees and expenses
incurred in amending, enforcing or defending thah.®ocuments, whether or not suit is brought.

"Borrower's Books" means all of Borrower's bookd agcords relating to its property.

"Business Day" means a day of the year (a) thadtis Saturday, Sunday or other day on which banktee States of California or Hawaii or
the City of London are authorized or required twsel and (b) on which dealings are carried on inrttezbank market in which Bank
customarily participates and, (c) with respect ttvénces and payments in an Optional Currency oregyests or notices related thereto,
is not a day on which the BofH branch or other Isainkthe country of such Optional Currency are axiied or required to close.

"Closing Date" means the date of this Agreement.
"Code" means the California Uniform Commercial Code
"Committed Line" means Thirty Million Dollars ($30,000).

"Contingent Obligation" means, as applied to angs®g, any direct or indirect liability, contingemt otherwise, of that Person with respect to
() any indebtedness, lease, dividend, letter eflitror other obligation of another, including, katit limitation, any such obligation directly
indirectly guaranteed, endorsed, co-made or digeouor sold with recourse by that Person, or ipeesof which that Person is otherwise
directly or indirectly liable; (ii) any obligations



with respect to undrawn letters of credit issuadtie account of that Person; and (iii) all obligas arising under any interest rate, currency
or commodity swap agreement, interest rate capeaggat, interest rate collar agreement, or othereagent or arrangement designated to
protect a Person against fluctuation in interegts;acurrency exchange rates or commodity priaesigied, however, that the term
"Contingent Obligation” shall not include endorsetseor collection or deposit in the ordinary cauo$ business. The amount of any
Contingent Obligation shall be deemed to be an anegual to the stated or determined amount opthmeary obligation in respect of which
such Contingent Obligation is made or, if not staie determinable, the maximum reasonably antiegbéiibility in respect thereof as
determined by such Person in good faith; provitesyever, that such amount shall not in any eveo¢ed the maximum amount of the
obligations under the guarantee or other suppaahgement.

"Credit Extension" means an Advance, a Letter @d@iror a Foreign Exchange Contract.

"Current Liabilities" means, as of any applicabéad all amounts that should, in accordance witiA8Abe included as current liabilities on
the consolidated balance sheet of Borrower anBlitssidiaries, excluding all outstanding Advancesenander Section 2.1 hereof, but
including all other Indebtedness that is payablenugemand or within one year from the date of aeiteation thereof unless such
Indebtedness is renewable or extendable at theropfiBorrower or any Subsidiary to a date morathiae year from the date of
determination.

"Daily Balance" means the amount of the Obligationed at the end of a given day.
"EBITDA" means, for any period, earnings beforemest expense, taxes, depreciation and amortization
"Equipment” means machinery, equipment, tenantawgments, furniture, fixtures, vehicles, tools tpand attachments.

"Equivalent Amount" means the equivalent in Unitdtes Dollars of an Optional Currency, calculatethe spot rate for the purchase of
such Optional Currency by BofH.

"ERISA" means the Employment Retirement Income 88cAct of 1974, as amended, and the regulatibeseunder.
"GAAP" means generally accepted accounting priesi@s in effect from time to time.

"Indebtedness" means (a) all indebtedness for v@adanoney or the deferred purchase price of prgmerservices, including without
limitation reimbursement and other obligations witspect to surety bonds and letters of creditaflbligations evidenced by notes, bonds,
debentures or similar instruments, (c) all cagéake obligations and (d) all Contingent Obligadion

"Insolvency Proceeding" means any proceeding cormetkhy or against any person or entity under anyigion of the United States
Bankruptcy Code, as amended, or under any othériyaity or insolvency law, including assignmentstfee benefit of creditors, extension
generally with all or substantially all creditoms, proceedings seeking general reorganizationngetaent, or other relief.

"Interest Period" means for each LIBOR Rate Advaageeriod of approximately one, three or six merah Borrower may elect, provided
that the last day of an



Interest Period for a LIBOR Rate Advance shall beetmined in accordance with the practices, oLilBOR interbank market as from time
to time in effect, provided, further, in all casesch period shall expire not later than the apple&evolving Maturity Date.

"Inventory" means all present and future inventarywhich Borrower has any interest, including mewtiise, raw materials, parts, supplies,
packing and shipping materials, work in processfarished products intended for sale or lease dretéurnished under a contract of service,
of every kind and description now or at any timeclaéter owned by or in the custody or possessiciahor constructive, of Borrower,
including such inventory as is temporarily outtsféustody or possession or in transit and inclyidimy returns upon any accounts or other
proceeds, including insurance proceeds, resultomg the sale or disposition of any of the foregaamgl any documents of title representing
any of the above, and Borrower's Books relatingrp of the foregoing.

"Investment" means any beneficial ownership ofl(iding stock, partnership interest or other semsjtany Person, or any loan, advance or
capital contribution to any Person.

"IRC" means the Internal Revenue Code of 1986nznded, and the regulations thereunder.

"Issuing Bank" means the Bank issuing a Letter i@&fd@ pursuant to Section 2.1.1. SVB shall be #isaing bank, except that BofH shall be
the Issuing Bank if (i) SVB is unable to issue dtéeof Credit or

(i) a Letter of Credit issued by SVB would requaenfirmation by another bank under circumstanoeshich a Letter of Credit issued by
BofH would not require confirmation.

"Letter of Credit" means a Letter of Credit issyretlsuant to
Section 2.1.1.

"LIBOR Base Rate" means, for any Interest PeriachftlBOR Rate Advance, the rate of interest pewam determined by SVB to be the per
annum rate of interest at which deposits in UnBeates Dollars are offered to SVB in the Londoeribank market in which SVB customar
participates at 11:00 A.M. (local time in such ni@nk market) three (3) Business Days before tiseday of such Interest Period for a period
approximately equal to such Interest Period arehiamount approximately equal to the amount of $ublance.

"LIBOR Rate" shall mean, for any Interest Perioddd_IBOR Rate Advance, a rate per annum (roungbeeands, if necessary, to the nearest
1/16 of 1%) equal to (i) the LIBOR Base Rate foctsinterest Period divided by (ii) 1 minus the ReseRequirement for such Interest
Period.

"LIBOR Rate Advances" means any Advances madeportton thereof on which interest is payable basethe LIBOR Rate in accordance
with the terms hereof.

“Lien" means any mortgage, lien, deed of trustuggcinterest or other encumbrance.

"Loan Documents" means, collectively, this Agreetany note or notes executed by Borrower, andadingr agreement entered into
between Borrower and Banks in connection with &gseement, all as amended or extended from tintiene.

"Material Adverse Effect" means a material advexi§ect on
(i) the business operations or financial conditdBorrower and its Subsidiaries taken as a whol@)athe ability of Borrower, taken as a
whole, to repay the Obligations.

"Maturity Date" means December 7, 2003.



"Obligations" means all debt, principal, interd&&ank Expenses and other amounts owed to the BanRstower pursuant to this
Agreement, whether absolute or contingent, due betome due (including any interest accruing dftercommencement of an Insolvency
Proceeding and any interest that would have acdsuetbr the commencement of an Insolvency Procegdnow existing or hereafter
arising.

"Operating Loss" means an operating loss under GAfBcifically excluding non-cash losses arisimgrfibusiness-combination activities.
"Optional Currency" means the lawful currency giaa.
"Optional Currency Rate Advance" means an AdvananiOptional Currency, made pursuant to and inrdemce with Section 2.1(c).

"Optional Currency Rate" means, with respect todwbes in Japanese Yen, the Japanese Short Term Rait®, as quoted by the office of
BofH located in Japan.

"Optional Currency Rate Instruments" means the sony notes and other agreements and instrumeqigsted by Banks as a condition to
making Optional Currency Rate Advances.

"Percentage Share" means, as to each Bank, thenpege calculated in accordance with Section 12rédt.

"Periodic Payments" means all installments or sintiécurring payments that Borrower may now or &iéee become obligated to pay to
either Bank pursuant to the terms and provisiorengfinstrument, or agreement now or hereaftexistence between Borrower and such
Bank.

"Permitted Indebtedness" means:
(a) Indebtedness of Borrower in favor of Banksiagsinder this Agreement or any other Loan Document
(b) Subordinated Debt;

(c) Capital leases or indebtedness incurred stdehyurchase equipment, which is secured in accesdaiith clause (c) of "Permitted Liens"
below and is not in excess of the lesser of thelpsge price of such equipment or the fair markktevaf such equipment on the date of
acquisition, provided the outstanding principaldmale of such Indebtedness incurred in any fiscal glall not exceed Two Million Five
Hundred Thousand Dollars ($2,500,000);

(d) Indebtedness to trade creditors incurred irotitknary course of business;
(e) Indebtedness set forth on the Schedule;

(f) Indebtedness of Borrower to any Subsidiary @oedtingent Obligations of any Subsidiary with regge obligations of Borrower
(provided that the primary obligations are not piodked hereby), and Indebtedness of any Subsid@any other Subsidiary and Contingent
Obligations of any Subsidiary with respect to oltigns of any other Subsidiary (provided that thienpry obligations are not prohibited
hereby), and Indebtedness consisting of Investnbatsare "Permitted Investments” under clausef(@he definition of Permitted
Investments;



(9) Indebtedness secured by Permitted Liens;

(h) Extensions, refinancings, modifications, ameeadts and restatements of any of items of Pernittdebtedness (a), (b), (¢), (e) and
(g) above, provided that the principal amount th&ie not increased or the terms thereof are natifieal to impose more burdensome terms
upon Borrower or its Subsidiaries, as the case loeay

"Permitted Investment" means:
(a) Investments existing on the Closing Date dsstbon the Schedule;

(b) Investments made or obtained through eithekBhat consist of (i) marketable direct obligatiossued or unconditionally guaranteed by
the United States of America or any agency or aajeShereof maturing within one (1) year from tlage of acquisition thereof, (ii)
commercial paper maturing no more than one (1) frear the date of creation thereof and currentlyitgithe highest rating obtainable from
either Standard & Poor's Corporation or Moody'sBtars Service, Inc., (iii) certificates of depas#turing no more than one (1) year from
the date of investment therein issued by eithekRar(iv) that are permitted by Borrower's invesihipolicy, as amended from time to time
by its board of directors, provided that such ittt policy (and any such amendment thereto) bas bpproved by the Banks, which
approval shall not be unreasonably withheld; and

(c) Investments made in connection with the meogeonsolidation with another Person or the actjaisiof all or substantially all of the
capital stock or property of another Person whieeesble consideration paid by Borrower or any Sligt consists of Borrower's equity
securities and cash and the aggregate value ofexpgty securities and cash paid after the datedfietoes not exceed Fifteen Percent (15%)
of Borrower's Tangible Net Worth immediately priorthe date such Investment is made.

"Permitted Liens" means the following:
(a) Any liens existing as of the date hereof arsgldsed on the Schedule;

(b) Liens for taxes, fees, assessments or othergmental charges or levies, either not delinqoeeing contested in good faith by
appropriate proceedings, provided the same hayeiagty over any of Banks' security interests;

(c) Liens (i) upon or in any equipment acquiredBoyrower or any of its Subsidiaries after the datesof to secure the purchase price of such
equipment or indebtedness incurred solely for tmpgse of financing the acquisition of such equiptner (ii) existing on such equipment at
the time of its acquisition, provided that the Lisrtonfined solely to the property so acquired mmgrovements thereon, and the proceeds of
such equipment;

(d) Easements, reservations, rights-of-way, regiris, minor defects or irregularities in title apiter similar charges or encumbrances
affecting real property not constituting a MateAalverse Effect;

(e) Liens incurred in connection with the extensi@mewal or refinancing of the indebtedness sechyeliens of the type described in
clauses (a), (c), and (d) above, provided thateatgnsion, renewal or replacement Lien shall bédidto the property encumbered by the
existing Lien and the principal amount of the indelmess being extended, renewed or refinancedraéscrease.
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"Person" means any individual, sole proprietorspgrtnership, joint venture, trust, unincorporategianization, association, corporation,
institution, public benefit corporation, firm, jagistock company, estate, entity or governmentahege

"Prime Rate" means the variable rate of interestgmnum, most recently announced by SVB as itsigprate,” or BofH as its "base rate," as
applicable to the Advances made hereunder by asthBank, whether or not such announced rate ibthest rate available from such
Bank.

"Prime Rate Advances" means any Advances madeort@n thereof on which interest is payable bamethe Prime Rate in accordance
with the terms hereof.

"Quick Assets" means, at any date as of which theunt thereof shall be determined, the consolidessth, cash-equivalents, accounts
receivable and investments, with maturities naxoeed 90 days, of Borrower determined in accorelaith GAAP.

"Regulatory Change" means, with respect to Bank,cluange on or after the date of this Agreemehdriited States federal, state or foreign
laws or regulations, including Regulation D, or #woption or making on or after such date of anitew interpretations, directives or
requests applying to a class of lenders includiagkBof or under any United States federal or statany foreign, laws or regulations
(whether or not having the force of law) by anyrtar governmental or monetary authority chargethwhe interpretation or administration
thereof.

"Reserve Requirement" means, for any Interest Betlie average maximum rate at which reservesugiml) any marginal, supplemental or
emergency reserves) are required to be maintainedgdsuch Interest Period under Regulation D ajdBurocurrency liabilities" (as such
term is used in Regulation D) by member banks efflederal Reserve System. Without limiting theaféd the foregoing, the Reserve
Requirement shall reflect any other reserves reduin be maintained by Bank by reason of any Régyl&hange against (i) any category
liabilities which includes deposits by referenceMuich the LIBOR Rate is to be determined as predith the definition of "LIBOR Base
Rate" or (ii) any category of extensions of crexdibther assets which include Advances.

"Responsible Officer" means each of the Chief ExigelOfficer, the Chief Financial Officer, the Teeaer and the Controller of Borrower.
"Revolving Facility" means the facility under whiehBorrower may request Bank to issue cash advaasespecified in Section 2.1 hereof.
"Revolving Maturity Date" means the day beforetthied anniversary of the Closing Date.

"Schedule" means the schedule of exceptions attiarhiesto.

"Servicing Agent" means SVB or such entity as magceed to such position.

"Subordinated Debt" means any debt incurred by mddeer that is subordinated to the Obligations untbis Agreement on terms reasonably
acceptable to Banks.

"Subsidiary" means any corporation or partnershigfiich (i) any general partnership interest grrtiore than 50% of the stock of which by
the terms thereof ordinary voting power to eleetBoard of Directors, managers or trustees of tiigyeshall, at the time as of which any
determination is being made, is owned by Borrowiher directly or through an Affiliate.
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"Tangible Net Worth" means at any date as of wiiehamount thereof shall be determined, the carfaiald total assets of Borrower minus,
without duplication, (i) the sum of any amountsihtttable to (a) goodwill,

(b) intangible items such as unamortized debt distand expense, patents, trade and service madksaames, copyrights and research and
development expenses except prepaid expenses;)aaltireserves not already deducted from assets(ig Total Liabilities.

"Term Advance" means an Advance converted intora tean pursuant to Section 2.3.

"Total Liabilities" means at any date as of whibhb famount thereof shall be determined, all obligegithat should, in accordance with GAAP
be classified as liabilities on the consolidatethbee sheet of Borrower, including in any eventradlebtedness, but specifically excluding
Subordinated Debt.

1.2 Accounting Terms. All accounting terms not sfpeally defined herein shall be construed in aclzorce with GAAP and all calculations
made hereunder shall be made in accordance withFsAhen used herein, the terms "financial statesfiestiall include the notes and
schedules thereto.

2. LOAN AND TERMS OF PAYMENT

2.1 Advances. Subject to the terms and conditidnisi® Agreement, each Bank severally will make Adees to Borrower as set forth herein.
BofH shall make all of the Advances made in an @ul Currency. Each Bank severally will make itsdeatage Share of Advances such
the aggregate amount of each Bank's Advances ¢{imgiOptional Rate Advances) under this Agreemkball :i0t exceed such Bank's
Percentage Share of the lesser of (i) Twenty Millimllars ($20,000,000) or (ii) the Committed Liménus the face amount of the
outstanding Letters of Credit minus the Foreigntzxge Reserve, provided that the aggregate ouistpAdvances in an Optional Currency
shall not exceed Five Million Dollars ($5,000,008).the request of Borrower, each of the sublirit&ive Million Dollars ($5,000,000) for
Optional Currency Rate Advances and Foreign Excb&antracts may be reduced from time to time, Ardstiblimit for Advances
concurrently increased by the amount of such réglucprovided that the sum of the sublimits for Adees, Optional Currency Rate
Advances, Letters of Credit and Foreign Exchangeti@ots shall at no time exceed Thirty Million Ca# ($30,000,000), and the sublimits
for Optional Currency Rate Advances or Foreign Exagje Contracts shall not exceed Five Million Dallgh5,000,000) each. Each such
adjustment shall be in an amount not less than

[Five Hundred Thousand Dollars ($500,000)], andidieeffected by a written notice delivered tole&ank not later than five (5) Business
Days before the effective date of such adjustm®nia condition to any adjustment, the AdvancesjdDat Currency Rate Advances, Letters
of Credit and Foreign Exchange Contracts outstandmsuch effective date shall be within the cqoesling sublimits, as adjusted. Subject
to the terms and conditions of this Agreement, ameborrowed pursuant to this Section 2.1 may peideand reborrowed at any time prior
to the Revolving Maturity Date.

(a) Requests for Advances. Whenever Borrower desineAdvance, Borrower will notify Servicing Agemt facsimile transmission or
telephone no later than 11:00 a.m. California tonghe Business Day that a Prime Rate Advancebs tmade, noon California time on the
Business Day that is two (2) Business Days in thewtry of the Optional Currency prior to the Busis®ay on which an Optional Currency
Rate Advance is to be made, and noon California ttimthe Business Day that is three (3) Busineys Paor to the Business Day on which
a LIBOR Rate Advance is to be made. Servicing Agéall promptly deliver such notice to the BankaclE Bank may make Advances under
this Agreement, based upon instructions receive8diyicing Agent from a Responsible Officer, orheitit instructions if in Servicing

Agent's discretion such Advances are necessaryat @bligations under this Agreement which havebexrdue and remain unpaid.
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Each Bank shall be entitled to rely on any notigediephone or otherwise given by a person whoiSeg Agent reasonably believes to be a
Responsible Officer, and Borrower shall indemnifigldold such Bank harmless for any damages osslaiésred by such Bank as a result of
such reliance. Such Bank will wire or credit, aprapriate, the amount of Advances in United St&tekkars made under this Section 2.1 to
Borrower's deposit account held by Servicing Agastspecified by Borrower, or, as to an AdvancanirOptional Currency, to the Borrowe
deposit account of Advanced Energy Industries, KBGrrower's wholly-owned Japanese subsidiary, bglthe branch office of BofH in
Japan.

Each such notice shall specify:

(i) the date such Advance is to be made, whicH Slesh Business Day;

(i) the amount of such Advance;

(iii) whether such Advance is to be a Prime Rategute, an Optional Currency Rate Advance, or a [RBRte Advance;
(iv) if the Advance is to be a LIBOR Rate Advant® Interest Period for such Advance; and

(v) if the Advance is to be in an Optional Currenttye type of currency.

Each written request for an Advance, and each ouoafion of a telephone request for such an Advastta] be in the form of a Borrowing
Certificate in the form of Exhibit B executed byrBmwer on behalf of Borrower.

(b) Prime Rate Advances. Each Prime Rate Advanaktshin an amount not less than Twenty Five ThadsDollars ($25,000). The
outstanding principal balance of each Prime Rateafide shall bear interest until principal is duenfputed daily on the basis of a 360 day
year and actual days elapsed), at a rate per arqual to the Prime Rate minus One and One Qudr@ne Percent (1.25%). Borrower st
pay the entire outstanding principal amount of eadime Rate Advance on the Revolving Maturity Date.

(c) Optional Currency Rate Advances. Each Optighatency Rate Advance shall be in an Equivalent Amh@f not less than Fifty
Thousand Dollars ($50,000). The outstanding prialdimlance of each Optional Currency Rate Advahed bear interest until principal is
due (computed daily on the basis of a 360 day gedractual days elapsed or, where required byamyt is customary in the country of the
Optional Currency, a 365 day year) at a rate pruanequal to the Optional Currency Rate plus 1G0shaoints for such Optional Currency
Rate Advance. The Optional Currency Rate Advanbel be evidenced by this Agreement and by theddptiCurrency Rate Instruments.
Borrower shall pay the entire outstanding princgralount of each Optional Currency Rate AdvanceéherRevolving Maturity Date.

(d) LIBOR Rate Advances. Each LIBOR Rate Advanadidie in an amount or an Equivalent Amount of less than Five Hundred
Thousand Dollars ($500,000). The outstanding ppaidbalance of each LIBOR Rate Advance shall bearést until principal is due
(computed daily on the basis of a 360 day yearaahaial days elapsed) at a rate per annum equa tolBOR Rate plus 150 basis points for
such LIBOR Rate Advance. The entire outstandinggipal amount of each LIBOR Rate Advance shall be @nd payable on the last day of
the LIBOR Rate Interest Period for such LIBOR Ratlvance and on the Revolving Maturity Date.
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(e) Prepayment of the Advances. Borrower may attiamy prepay any Prime Rate Advance, any Optionatéhcy Rate Advance, or any
LIBOR Rate Advance, in full or in part. Each parpaepayment for a LIBOR Rate Advance shall beriramnount not less than Two Hundred
Fifty Thousand Dollars ($250,000). Each prepaynsémadl be made upon the irrevocable written or tedeye notice of Borrower received by
Servicing Agent not later than 10:00 a.m. Califartime on the date of the prepayment of a Prime Rdvance, not less than two Business
Days in the country of the Optional Currency ptimthe date of the prepayment of an Optional Cuyd®ate Advance, and not less than t
(3) Business Days prior to the date of the prepatrota LIBOR Rate Advance. The notice of prepaytsrall specify the date of the
prepayment, the amount of the prepayment, and thvarice or Advances to be prepaid. Each prepayniem @ptional Currency Rate
Advance for which the term and interest rate haenifixed or LIBOR Rate Advance shall be accomphhiethe payment of accrued intel
on the amount prepaid and any amount required biidse2.12.

(f) Fees. On each anniversary of the Closing DBderower shall pay SVB a non-usage fee equal to Enath of One Percent (0.25%) of the
difference between the Committed Line and the ayesfaily Balance during the prior year.

(g) Term. The Revolving Facility shall terminate thie Revolving Maturity Date, at which time all Aaivces under this Section 2.1 shall be
immediately due and payable.

2.1.1 Letters of Credit.

(a) At Borrower's written request, Issuing Banklkisaue Letters of Credit for Borrower's accoubdch Bank severally agrees to participate
in Letters of Credit, in accordance with such Bardercentage Share.

(b) Issuing Bank shall issue the Letter of Cregibi receipt of Borrower's written request and IsgiBank's standard form of application,
stating (a) the date Borrower wishes to receive_iteer of Credit (which shall be a Business Ddlg);the requested amount of such Letter of
Credit; (c) the aggregate amount of all Advanceaslagtters of Credit then outstanding; (d) if apprate, the conditions requested by
Borrower under which the Letter of Credit may bawidn upon; and (e) any other information IssuinglBauight need to issue the Letter of
Credit. Issuing Bank shall promptly notify all dfe Banks upon receipt of a request for a Lettérefit.

(c) The maximum aggregate obligation at any one fion undrawn and drawn but unreimbursed LetterGreflit shall be Five Million

Dollars ($5,000,000). Each Letter of Credit shallifsued pursuant to the terms and conditionsi@#reement and of the Issuing Bank's
standard form of application and security agreerfarietters of credit. Each Letter of Credit sh@l) expire no later than the Revolving
Maturity Date; and (b) be otherwise in form andstahce satisfactory to Issuing Bank. Upon issuihgtter of Credit, the Issuing Bank shall
immediately notify the other Bank of such issuaaid shall, on a continuing basis, keep the othekBaormed of the drawn and undrawn
but unreimbursed amount of each Letter of Credistolong as such Letter of Credit is outstandBagyrower shall pay Issuing Bank its
standard fees on account of each Letter of Creslitsd hereunder, which shall be shared by Barkscordance with their agreement. On the
day on which Issuing Bank honors any drawing madthb beneficiary of a Letter of Credit, Borrowéa#l pay to Issuing Bank the full
amount of the drawing so honored, or at Borrowagstson, shall treat the amount of such drawingraddvance under Section 2.1. The
obligation to reimburse Issuing Bank for the amafrguch drawing is absolute, unconditional, anehMiocable.
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(d) Borrower may request that Issuing Bank issuetger of Credit payable in a currency other thanitéd States Dollars. If a demand for
payment is made under any such Letter of Creditiihg) Bank shall treat such demand as an advari8ertower of the Equivalent Amount
thereof. Upon the issuance of any Letter of Crpditable in a currency other than United Statesdpm|Banks shall create a reserve unde
Committed Line for letters of credit against fluations in currency exchange rates, in an amourdléquen percent (10%) of the face am«
of such Letter of Credit. The amount of such resenay be amended by Banks from time to time towtcfor fluctuations in the exchange
rate. The availability of funds under the Committéde shall be reduced by the amount of such resfawvso long as such Letter of Credit
remains outstanding.

2.2 Foreign Exchange Contract; Foreign ExchangeeBwtnts.

(a) Subject to the terms of this Agreement, Bormomay utilize up to Five Million Dollars ($5,000,0pfor Exchange Contracts, pursuant to
which the Japanese branch office of BofH shallteetir purchase from Borrower foreign currency apat or future basis. All Exchange
Contracts must provide for delivery of settlememtoo before the Maturity Date. The limit availalaleany time shall be reduced by the
following amounts (the "Foreign Exchange Reseregeach day (the "Determination Date"): (i) onaaltstanding Exchange Contracts on
which delivery is to be effected or settlement\ato more than two business days from the Deterinim&iate, 10% of the gross amount of
the Exchange Contracts. In lieu of the Foreign Excje Reserve for 100% of the gross amount of achd&hge Contract, Borrower may
request that Banks treat such amount as an Advarmder the Committed Line.

(b) Banks may, in their discretion, terminate thetange Contracts at any time (a) that an EveBtedéult occurs or (b) that there is no
sufficient availability under the Committed LinecaBorrower does not have available funds in itski@etount to satisfy the Foreign
Exchange Reserve. If Banks terminate the Exchamgdr&cts, and without limitation of any applicabidemnities, Borrower shall reimburse
Banks for any and all fees, costs and expenseiniglhereto or arising in connection therewith.

(c) Borrower shall not permit the total gross anmtaafrall Exchange Contracts on which delivery ib®effected and settlement allowed in
any two business day period to be more than FivkodiDollars ($5,000,000) nor shall Borrower petttie total gross amount of all
Exchange Contracts to which Borrower is a partystamding at any one time, to exceed Five Milliazil@rs ($5,000,000).

(d) As a condition to requesting any Exchange Ganst;, Borrower shall request each Exchange Coriyaafritten notice to Servicing Agent,
and shall execute all standard form applicatiortsagreements of Banks in connection with the Exgha@ontracts and, without limiting any
of the terms of such applications and agreemermtspoBer will pay all standard fees and chargesafil& in connection with the Exchange
Contracts.

2.3 Term Conversion Option.

(a) Subject to and upon the terms and conditiontkisfAgreement, at any time from the date hereafugh the Revolving Maturity Date,
Borrower may elect to convert all or any portiortlod outstanding Advances in an aggregate amounbrexceed Ten Million Dollars
($10,000,000) into Term Advances.

(b) Interest shall continue to accrue on each Ta&dvance at the rate applicable prior to the effectiate of conversion, and shall continue to
be payable on the seventh day of each calendatntioetteafter. Each Term Advance will be payablsvielve (12) equal
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quarterly installments of principal, beginning te t day of the fiscal quarter immediatelydi@ihg the date of conversion, and
continuing on the day of each subsequerslfipearter.

(c) When Borrower desires to convert an Advance inTerm Advance, Borrower shall notify Servicingeft (which notice shall be
irrevocable) by facsimile transmission to be reedino later than 3:00 p.m. Pacific time three (8%iBess Days before the day on which the
conversion is to be effected. Such notice shaihkzeform reasonably acceptable to Servicing Agamd, shall be signed by a Responsible
Officer or its designee.

(d) Borrower may prepay all or any portion of argrih Advance without penalty or premium, provideatthny prepayment of a Term
Advance bearing a fixed rate of interest shall tepenpanied by a prepayment fee equal to the breat@sgts advised by Banks at the time of
such prepayment.

2.4 Overadvances. If, at any time or for any reagmsum of

(i) Advances owed by Borrower to Banks pursuareation 2.1 of this Agreement plus (ii) the Forelitchange Reserve plus (iii) the face
amount of any outstanding Letters of Credit is tgethan the Committed Line, Borrower shall immeeliapay to SVB, in cash, the amount
of such excess, for payment to the Banks accorditigeir respective Percentage Shares. If, atiamgy ¢r for any reason, the Equivalent
Amount of Outstanding Optional Currency Advanceseexs Five Million Dollars ($5,000,000), Borrowea#i immediately pay to BofH the
amount of such excess.

2.5 Interest Rates, Payments, and Calculations.

(a) Interest Rate. Except as set forth in Sectié(b?, any Obligations shall bear interest, onaherage Daily Balance, at the rates specifie
the provisions relating to each facility under tAgreement.

(b) Default Rate. All Obligations shall bear intgtrdfrom and after the occurrence of an Event dabig at a rate equal to the lesser of
(i) three (3) percentage points above the intesgstapplicable immediately prior to the occurreatthe Event of Default or (ii) the
maximum rate permitted by law including, to theestapplicable to Optional Currency Advances, #wve of the country of such Optional
Currency.

(c) Payments. Accrued interest shall be due andigayn arrears upon the earlier of (i) the enthefinterest Period or (ii) any payment of
principal or (i) on the fourteenth day of eacheralar month. With respect to repayments of PrimmeeRAdvances and LIBOR Rate
Advances, Servicing Agent shall, at the optionadteBank, charge such interest, all Bank Expersesall Periodic Payments against a
Borrower's deposit account held at SVB or agaimst@Gommitted Line, in which case those amountd Hieafter accrue interest at the rate
then applicable hereunder. With respect to repaysn&rOptional Currency Advances, the branch ofBif the country of the Optional
Currency shall, at the option of each Bank, chargsh interest and all periodic payments againgtraciver's deposit account in such country
or against the Committed Line, in which case thseunts shall thereafter accrue interest at tleeth@n applicable hereunder. Any interest
not paid when due shall be compounded by becompayteof the Obligations, and such interest sihai¢after accrue interest at the rate then
applicable hereunder.

(d) Computation. In the event the Prime Rate isigkd from time to time hereafter, the applicabte od interest hereunder shall be increased
or decreased effective as of 12:01 a.m. on thaltaPrime Rate is changed, by an amount equakto change in the Prime Rate. All interest
chargeable under the Loan Documents shall be cadpmirt the basis of a three hundred sixty (360)yaay for the actual number of days
elapsed, except that interest chargeable on acod@ytional Rate Currency Advances shall be coeghoin the basis of a three hundred ¢
five (365) day year where such computation is negiiby any law or is customary in the country & @ptional Currency.
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2.6 Crediting Payments. Prior to the occurrencamiEvent of Default, each Bank shall credit a wiasfer of funds, check, or other item of
payment to such deposit account held at such Baflbligation as Borrower specifies; provided thayments in an Optional Currency shall
be made only at the branch of BofH in the counfrguzh Optional Currency. After the occurrence dandng the continuation of an Event of
Default, the receipt by a Bank of any wire trangfefunds, check, or other item of payment shalimmediately applied to conditionally
reduce Obligations, but shall not be consideredyar@nt on account unless such payment is of imrtedgiavailable federal funds or unless
and until such check or other item of payment isdred when presented for payment. Notwithstandimgheng to the contrary contained
herein, any wire transfer or payment received Baak after noon California time (or, as to a paytrieran Optional Currency, noon at the
BofH branch office in the country of the Optionali@ncy) shall be deemed to have been receiveddlyBank as of the opening of business
on the immediately following Business Day. Wheneagy payment to a Bank under the Loan Documentddaatherwise be due (except by
reason of acceleration) on a date that is not &Bss Day, such payment shall instead be due ometkieBusiness Day, and additional fees or
interest, as the case may be, shall accrue andyable for the period of such extension.

2.7 Bank Expenses. Borrower shall pay to Banks upemate hereof, all Bank Expenses incurred thrdhg date hereof, including
reasonable attorneys' fees and expenses, andn withiy (30) days of demand, other Bank Expensethay become due from time to time
hereunder.

2.8 Additional Costs. In case any law, regulatiogaty or official directive or the written integiation or application thereof by any court or
any governmental authority charged with the adrai®n thereof or the compliance with any guidelor request of any central bank or
other governmental authority (whether or not hathegyforce of law):

(a) subjects any Bank to any tax with respect tonEnts of principal or interest or any other ameugyable hereunder by Borrower or
otherwise with respect to the transactions contataglhereby (except for taxes on the overall retrire of such Bank imposed by the United
States of America or any political subdivision #nef);

(b) imposes, modifies or deems applicable any depwssirance, reserve, special deposit or siméguirement against assets held by, or
deposits in or for the account of, or loans by, Bapk; or

(c) imposes upon any Bank any other material cantivith respect to its performance under this Agnent,

and the result of any of the foregoing is to inseethe cost to such Bank, reduce the income reaeity such Bank or impose any expense
upon such Bank with respect to any loans, such BaaK notify Borrower thereof in writing. Borrowshall pay to such Bank the amount of
such increase in cost, reduction in income or it expense as and when such cost, reductioxpanse is incurred or determined, upon
presentation by such Bank of a statement of theuatrend setting forth such Bank's calculation tbgrall in reasonable detail, which
statement shall be deemed true and correct abseitast error; provided, however, that Borrowerlishat be liable for any such amount
attributable to any period prior to 180 days ptathe date of such certificate.

2.9 Conversion/Continuation of Advances.

(a) Borrower may from time to time submit in wrigia request that Prime Rate Advances be convertelBOR Rate Advances or that any
existing LIBOR Rate Advances continue for an addiil Interest Period. Such request shall specéyathount of the Prime Rate Advances
which will constitute LIBOR Rate Advances (subjaxthe limits set forth below) and the Interesti®@&ito be applicable to such LIBOR Rate
Advances. Each written request for a conversican i¢BOR Rate Advance or a continuation of a LIBOR&Advance shall be
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substantially in the form of an Optional Currencgt®or LIBOR Rate Conversion/Continuation Certificas set forth on Exhibit B, which
shall be duly executed by a Responsible Officebj&t to the terms and conditions contained hethiege (3) Business Days after Servicing
Agent's receipt of such a request from Borrowechderime Rate Advances shall be converted to LIBGIR Advances or such LIBOR Rate
Advances or an Optional Currency Rate Advance sloallinue, as the case may be provided that:

(i) no Event of Default or event which with notioepassage of time or both would constitute an EgéDefault exists;
(i) no party hereto shall have sent any noticeeahination of the Agreement;

(iii) Borrower shall have complied with such custmy procedures as Banks have established fromttirtime for Borrower's requests for
Optional Currency Rate Advances or LIBOR Rate Adwes

(iv) the amount of a Prime Rate Advance shall ke ®20 or more, the amount of an Optional CurrenateFAdvance shall be $50,000 or
more, and the amount of a LIBOR Rate Advance $f&$500,000 or such greater amount which is agiatenultiple of $50,000; and

(v) Servicing Agent shall have determined thatltiterest Period or LIBOR Rate or Optional CurreRate is available to Banks as of the
date of the request for such LIBOR Rate Advanc@mtional Currency Rate Advance.

Any request by Borrower to convert Prime Rate Adeanto LIBOR Rate Advances or continue any exidtifBOR Rate Advances shall be
irrevocable. Notwithstanding anything to the contreontained herein, Banks shall not be requirgout@hase United States Dollar deposits
in the London interbank market or other applicddBOR Rate market to fund any LIBOR Rate Advandasg,the provisions hereof shall be
deemed to apply as if Banks had purchased suclsidepo fund the LIBOR Rate Advances.

(b) Any LIBOR Rate Advances shall automatically eert to Prime Rate Advances upon the last dayegtplicable Interest Period, unless
Banks have received and approved a complete apegpreguest to continue such LIBOR Rate Advandeast three (3) Business Days prior
to such last day in accordance with the terms liefety LIBOR Rate Advances or Optional Currency ®Atvances shall, at Banks' option,
convert to Prime Rate Advances in the event thaiant of Default shall exist. Borrower shall payBanks, upon demand by Banks (or
Servicing Agent may, at its option, charge Borrderdeposit account) any amounts required to congperzanks for any loss (including loss
of anticipated profits), cost or expense incurrgdiich person, as a result of the conversion ofdRBRate Advances or Optional Currency
Rate Advances to Prime Rate Advances pursuanttofahe foregoing.

2.10 Additional Requirements/Provisions Regardifi@R Rate Advances or Optional Currency Rate Adeanc

(a) If for any reason (including voluntary or matats prepayment or acceleration), Banks receiverglart of the principal amount of a
LIBOR Rate Advance prior to the last day of theetest Period for such LIBOR Rate Advance or thgppsed term of any Optional Currency
Rate Advance for which the term and the interasthave been fixed, Borrower shall on demand byi€ieg Agent, pay Servicing Agent the
amount (if any) by which

() the additional interest which would have beeyable on the amount so received had it not bemmived until the last day of such Interest
Period or term exceeds (ii) the interest which wichéive been recoverable by Banks by placing theiatrsm received on deposit in the
certificate of deposit markets or the offshore enay interbank markets or United States Treaswgsiment products, as the case may
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be, for a period starting on the date on whichaswo received and ending on the last day of sitehelst Period or term at the interest rate
determined by Servicing Agent in its reasonablerdison. Servicing Agent's determination as to saiciount shall be conclusive absent
manifest error.

(b) Borrower shall pay to a Bank, upon demand Baak, from time to time such amounts as such Baai reasonably determine to be
necessary to compensate it for any costs incuryeslibh Bank that such Bank determines are attiiieita its making or maintaining of any
amount receivable by such Bank hereunder in reggexty Advances relating thereto (such increasess$ts and reductions in amounts
receivable being herein called "Additional Cost@f)each case resulting from any Regulatory Chavigeh:

(i) changes the basis of taxation of any amourysipia to such Bank under this Agreement in respieahy Advances (other than changes
which affect taxes measured by or imposed on tleeadvnet income of such Bank by the jurisdictiowihich such Bank has its principal
office); or

(i) imposes or modifies any reserve, special démrssimilar requirements relating to any extensiof credit or other assets of, or any
deposits with or other liabilities of such Bankdliding any Advances or any deposits referred théndefinition of "LIBOR Base Rate"); or

(iii) imposes any other material condition affegtithis Agreement (or any of such extensions ofitidiabilities).

Such Bank will notify Borrower of any event occagiafter the date of the Agreement which will éatduch Bank to compensation pursuant
to this section as promptly as practicable aftebthins knowledge thereof and determines to reécaueh compensation. Such Bank will
furnish Borrower with a statement setting forth basis and amount of each request by such Bardofapensation under this Section 2.10.
Determinations and allocations by a Bank for pugsasf this Section 2.10 of the effect of any ReguiaChange on its costs of maintaining
its obligations to make Advances or of making ointeaning Advances or on amounts receivable by ieispect of Advances, and of the
additional amounts required to compensate such Bardspect of any Additional Costs, shall be coaitle absent manifest error.

(c) Borrower shall pay to a Bank, upon the reqoésuch Bank, such amount or amounts as shall tfieisat (in the sole good faith opinion
of such Bank) to compensate it for any reasonalglg, Icosts or expense incurred by it as a resalyfailure by Borrower to borrow a
LIBOR Rate Advance on the date for such borrowipecgfied in the relevant notice of borrowing heréen

(d) If a Bank shall determine that the adoptioimngplementation of any applicable law, rule, regiglator treaty regarding capital adequacy
any change therein, or any change in the interfjoetar administration thereof by any governmeatathority, central bank or comparable
agency charged with the interpretation or admiatiin thereof, or compliance by Bank (or its apghie lending office) with any respect or
directive regarding capital adequacy (whether dawing the force of law) of any such authoritgntral bank or comparable agency, has or
would have the effect of reducing the rate of reton capital of such Bank or any person or entitytolling Bank (a "Parent") as a
consequence of its obligations hereunder to a leetelw that which Bank (or its Parent) could hagkiaved but for such adoption, change or
compliance (taking into consideration its policieith respect to capital adequacy) by an amount @eldmy Bank to be material, then from
time to time, within 15 days after demand by sueimi8 Borrower shall pay to Bank such additional ant@r amounts as will compensate
such Bank for such reduction. A statement of suahkBclaiming compensation under this Section aftthgeforth the additional amount or
amounts to be paid to it hereunder shall be con@wsbsent manifest error.
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(e) If at any time a Bank, in its sole and absotliseretion, determines that: (i) the amount oftHBOR Rate Advances or Optional Currency
Rate Advances for periods equal to the correspgniditerest Periods or any other period are notiavig to such Bank in the offshore
currency interbank markets, or (ii) the LIBOR RatéOptional Currency Rate does not accurately ceflee cost to Bank of lending the

LIBOR Rate Advance or Optional Currency Rate Adwarhen such Bank shall promptly give notice thetedorrower, and upon the

giving of such notice such Bank's obligation to méke LIBOR Rate Advances or Optional Currency Rateances shall terminate, unless
Banks and Borrower agree in writing to a differemiérest rate applicable to LIBOR Rate Advance®ptional Currency Rate Advances. If it
shall become unlawful for a Bank to continue todwm maintain any Advances, or to perform its cddigns hereunder, upon demand by such
Bank, Borrower shall prepay the Advances in fulhxaccrued interest thereon and all other amoumyalge by Borrower hereunder
(including, without limitation, any amount payaliteconnection with such prepayment pursuant toiGe& 10(a)).

2.11 Term. This Agreement shall become effectivenuihe date hereof and shall continue in full forod effect for a term ending on the
Maturity Date. Notwithstanding the foregoing, Barskell have the right to terminate any obligatiomtake Advances under this Agreement
immediately and without notice upon the earliefipthe occurrence and during the continuance dEeent of Default or (ii) the Revolving
Maturity Date. On the date of termination, all @afiions shall become immediately due and payahiash or by wire transfer.

Upon satisfaction of all Obligations hereunder I{iding prepayment fees, if applicable) this Agreatrshall, at Borrower's request, termin
and Banks shall execute such terminations of fimgnstatements as Borrower may reasonably request.

3. CONDITIONS OF LOANS

3.1 Conditions Precedent to Initial Advance. Thégatlion of either Bank to make the initial Advarisesubject to the condition precedent
such Bank shall have received, in form and substaatisfactory to such Bank, the following:

(a) this Agreement;

(b) a certificate of the Secretary of Borrower wiélspect to incumbency and resolutions authorittiegexecution and delivery of this
Agreement;

(c) the Optional Currency Rate Instruments (witspect to Optional Currency Rate Advances only);

(d) an opinion of Borrower's counsel;

(e) payment of the Bank Expenses then due spedifi8éction 2.5 hereof, provided reasonably detadileoices are received; and
(f) such other documents, and completion of subkromatters, as Banks may reasonably deem necessagppropriate.

3.2 Conditions Precedent to all Advances. The aliig of any Bank to make each Advance, includireginitial Advance, is further subject
to the following conditions:

(a) timely receipt by Servicing Agent of the LoaayPhent/Advance Form as provided in Section 2.1;

(b) the representations and warranties contain&gation 5 shall be true and correct in all mateespects on and as of the date of such Loar
Payment/Advance Form and on the effective dataoii@édvance as though made at and as of each ateliexcept to the extent
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they relate specifically to an earlier date, in ethtase such representations and warranties simihae to have been true and accurate as of
such date), and no Event of Default shall have weduand be continuing, or would result from suavance; and

(c) as to each Optional Currency Rate Advancefdte terms and conditions contained in the applie Optional Currency Rate Instruments
have been satisfied.

The making of each Advance shall be deemed torbprasentation and warranty by each Borrower om#te of such Advance as to the
accuracy of the facts referred to in this Secti@{(8.

4. REPRESENTATIONS AND WARRANTIES
Each Borrower represents and warrants as follows:

4.1 Due Organization and Qualification. Borroweaisorporation duly existing and in good standinder the laws of its state of
incorporation and qualified and licensed to do bess in, and is in good standing in, any statehichivthe conduct of its business or its
ownership of property requires that it be so qieiexcept for states as to which any failure sgualify would not have a Material Adverse
Effect.

4.2 Due Authorization; No Conflict. The executidlivery, and performance of the Loan Documentsnatt@n Borrower's powers, have
been duly authorized, and are not in conflict witht constitute a breach of any provision containeBorrower's Articles or Certificate of
Incorporation or Bylaws, nor will they constitute avent of default under any material agreementitich such Borrower is a party or by
which Borrower is bound. Borrower is not in defawttder any agreement to which it is a party or lwct it is bound, which default is
reasonably likely to have a Material Adverse Effect

4.3 No Prior Encumbrances. Borrower has good ageff@asible title to its assets, free and cleariefn$, except for Permitted Liens.
4.4 Merchantable Inventory. All Inventory is in allaterial respects of good and marketable qudiitg, from all material defects.

4.5 Litigation. There are no actions or proceedjpgsding by or against any Borrower before any ttouadministrative agency in which an
adverse decision is reasonably likely to have ael@tAdverse Effect. Borrower has no knowledgam§ such pending or threatened actions
or proceedings.

4.6 No Material Adverse Change in Financial StatesieAll consolidated financial statements reldteBorrower that have been delivered to
Banks fairly present in all material respects thesolidated financial condition as of the dategbé&of each such entity and consolidated
results of operations for the period then endegboh such entity. There has not been a materigrsel\change in the consolidated financial
condition of Borrower since the date of the moserg of such financial statements submitted to Bank

4.7 Solvency. Borrower is solvent and able to paylébts (including trade debts) as they mature.

4.8 Regulatory Compliance. Borrower has met thamim funding requirements of ERISA with respecaty employee benefit plans
subject to ERISA. No Borrower has withdrawn fromg¢gano termination or partial termination has ocedrwith respect to, any deferred
compensation plan, and no Borrower has withdrawmfany multi-employer plan under ERISA. No evers becurred resulting from
Borrower's failure to comply with ERISA that is semably likely to result in Borrower's incurringyaliability that is reasonably likely to ha
a Material Adverse Effect. No Borrower is an "intrasnt company" or a company "“controlled" by an &issiment company"
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within the meaning of the Investment Company Act®40. No Borrower is engaged principally, or as ofthe important activities, in the
business of extending credit for the purpose otlpasing or carrying margin stock (within the megnif Regulations G, T and U of the
Board of Governors of the Federal Reserve Systeng) no part of the proceeds of the Advances wilided to purchase or carry any margin
stock or for any purpose that would violate anyrefjulations G, T and U. Borrower has complied &ithihe provisions of the Federal Fair
Labor Standards Act. Borrower has complied witHadls and regulations to which it is subject, nanpbance with which is reasonably
likely to have a Material Adverse Effect.

4.9 Environmental Condition. None of Borrower'spEdies or assets has ever been used by BorrovegryoBubsidiary or, to Borrower's
knowledge, without any independent investigatignplevious owners or operators, in the disposabiofp produce, store, handle, treat,
release, or transport, any hazardous waste ord@zmsubstance other than in accordance with aigdidaw; to the best of Borrower's
knowledge, none of Borrower's properties or agsassever been designated or identified in any nrapunsuant to any environmental
protection statute as a hazardous waste or hazamidnstance disposal site, or a candidate for ®qaursuant to any environmental
protection statute; no lien arising under any esrvinental protection statute has attached to argnieas or to any real or personal property
owned by a Borrower or any Subsidiary; and neiB@rower nor any Subsidiary has received a summnmtaion, notice, or directive from
the Environmental Protection Agency or any otheefal or state governmental agency concerning etigraor omission by Borrower or al
Subsidiary resulting in the releasing, or othervdsposing of hazardous waste or hazardous sulestamo the environment.

4.10 Taxes. Borrower and each Subsidiary have fitethused to be filed all material tax returnaurezg to be filed, and has paid, or have
made adequate provision for the payment of, absaeflected therein.

4.11 Subsidiaries. No Borrower owns any stock,neaship interest or other equity securities of Bayson, except for Permitted Investments.

4.12 Government Consents. Borrower has obtainezbaients, approvals and authorizations of, mddk=elarations or filings with, and
given all notices to, all governmental authoritieat are necessary for the continued operatioheif tespective businesses as currently
conducted.

4.13 Full Disclosure. The representations, waregndind other statements included in the documesrtificates and written statements
furnished by Borrower to either Bank prior to oradigshe date of this Agreement for use in connectigth the transactions contemplated by
this Agreement, taken as a whole, do not contayruatrue statement of a material fact or omit tieses material fact (known to Borrower, in
the case of any document not furnished by it) resmysin order to make the statements containedrherg¢herein not misleading (it being
recognized by Banks that the projections and fatsgarovided by Borrower are not to be viewed atsfand that actual results during the
period or periods covered by any such projectionsfarecasts may differ from the projected or fasted results).

5. AFFIRMATIVE COVENANTS

Borrower covenants and agrees that, from and @ifée€losing Date until payment in full of all owstling Obligations, and for so long as
Bank may have any commitment to make an Advanoeumeier, Borrower shall do all of the following:

5.1 Good Standing. Maintain its and cause to betamied each of its Subsidiaries' corporate exigtemd good standing in its jurisdiction of
incorporation and maintain qualification in eachigdiction in which the failure to so qualify isasonably likely to have a Material Adverse
Effect. Borrower shall maintain, and shall causeheaf its Subsidiaries to maintain
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in force all licenses, approvals and agreemengslos of which would have a Material Adverse Effec

5.2 Government Compliance. Meet, and shall causike absidiary to meet, the minimum funding requieaets of ERISA with respect to any
employee benefit plans subject to ERISA. Borrovallscomply, and shall cause each Subsidiary toptpmvith all statutes, laws,
ordinances and government rules and regulatiomsich it is subject, noncompliance with which cohlave a Material Adverse Effect.

5.3 Financial Statements, Reports, Certificatesr@®eer shall deliver to Banks: (a) upon the somfet5 days after the last day of each fiscal
quarter as to Form 10-Q, and the sooner of 90 dfigsthe last day of each fiscal year as to FOBAK lor within five (5) days upon becomi
available, copies of all statements, reports ante® sent or made available generally by Borrawéts security holders or to any holders of
Subordinated Debt and all reports on Form 10-K Hh) filed with the Securities and Exchange Comioisgb) promptly upon receipt of
notice thereof, a report of any legal actions pegdir threatened against Borrower or any Subsidiayis reasonably likely to result in
damages or costs to Borrower or any Subsidiaryiva Aundred Thousand Dollars ($500,000) or whichlddave a Material Adverse Effe
and (c) such budgets, sales projections, operptams or other financial information as Bank magsanably request from time to time.

Borrower shall deliver to Banks with the quartdihancial statements a Compliance Certificate sigimg a Responsible Officer in
substantially the form of Exhibit B hereto.

Any Bank shall have a right from time to time hdteato audit Borrower's Accounts, provided thatlsaudits will be conducted at
Borrower's expense no more often than annuallgasén Event of Default has occurred and is canginwith the auditing Bank to conduct
all other audits at its own expense.

5.4 Inventory; Returns. Keep all Inventory in gaowl marketable condition, free from all materidiedes. Returns and allowances, if any, as
between Borrower and its account debtors shallrba@ same basis and in accordance with the usstdmary practices of Borrower, as tl
exist at the time of the execution and deliveryhig Agreement. Borrower shall promptly notify Barwken any particular return, recovery,
dispute or claim causes the aggregate returnsfofiscal month to exceed Ten Percent (10%) ofgtless sales for such month.

5.5 Taxes. Make, and shall cause each Subsidianake, due and timely payment or deposit of allemak federal, state, and local taxes,
assessments, or contributions required of it by kvd will execute and deliver to Banks, on demaipgyopriate certificates attesting to the
payment or deposit thereof; and Borrower will makeg will cause each Subsidiary to make, timelynpeyt or deposit of all material tax
payments and withholding taxes required of it byli@able laws, including, but not limited to, thds&s concerning F.I.C.A., F.U.T.A,, state
disability, and local, state, and federal incomea and will, upon request, furnish each Bank withof satisfactory to such Bank indicating
that Borrower or a Subsidiary has made such paysr@rideposits; provided that Borrower or a Subsjdigeed not make any payment if the
amount or validity of such payment is contestedand faith by appropriate proceedings and is resktagainst (to the extent required by
GAAP) by Borrower.

5.6 Insurance.

(a) Borrower, at its expense, shall keep its assstsed against loss or damage by fire, theft|esipn, sprinklers, and all other hazards and
risks, and in such amounts, as ordinarily insugalrest by other owners in similar businesses caedlio the locations where their respec
businesses are conducted on the date hereof. Barshall also maintain insurance relating to Boedsvownership and use of its assets in
amounts and of a type that are customary to bus#sesimilar to Borrower's.
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(b) All such policies of insurance shall be in s@iehm, with such companies, and in such amounts@seasonably satisfactory to Banks.
Bank's request, Borrower shall deliver to Banksiied copies of such policies of insurance andlewuce of the payments of all premiums
therefor. All proceeds payable under any such pdhall, at the option of Banks, be payable to Baikbe applied on account of the
Obligations.

5.7 Quick Ratio. Maintain, on a consolidated baasssof the last day of each fiscal quarter, a mitiQuick Assets to Current Liabilities of at
least 1.75 to 1.00.

5.8 Debt-Tangible Net Worth Ratio. Maintain, onaasolidated basis, as of the last day of eachlfeacarter, a ratio of Total Liabilities to
Tangible Net Worth of not more than 0.65 to 1.00.

5.9 Tangible Net Worth. Maintain, on a consolidabegis, as of the last day of each fiscal quaat@iangible Net Worth of not less than Sixty
Million Dollars ($60,000,000) plus Seventy Five &ant (75%) of Borrower's quarterly profits begirmibecember 31, 1998.

5.10 Profitability. On a consolidated basis, haveisimum net profit of One Dollar ($1.00) for eafi$cal quarter, provided Borrower may
suffer a loss in any one fiscal quarter per fiser of not more than Five Hundred Thousand Do[$860,000). Non-cash charges incurred
in the acquisition of Tower Electronics, Inc. shait be included in the calculation of profitalyilfor the fiscal quarter ending September 30,
1997.

5.11 Debt Service Coverage. Borrower shall maintasnof the last day of each fiscal quarter, a [3elvice Coverage of at least 2.0 to 1.0 on
a rolling two quarter basis, annualized, excludiagital expenditures. "Debt Service Coverage" méanthe sum of (i) earnings after tax

(i) depreciation and amortization expense lessd@pital expenditures, divided by (b) the currpattion of total long term debt, excluding
Advances under the Committed Line.

5.12 Further Assurances. At any time and from tionéme Borrower shall execute and deliver sucthier instruments and take such further
action as may reasonably be requested by any Reaiffetct the purposes of this Agreement.

6. NEGATIVE COVENANTS

Borrower covenants and agrees that, from and tiige€losing Date, so long as any credit hereurlui be available and until payment in
full of the outstanding Obligations or for so loag any Bank may have any commitment to make anyaachs, Borrower will not do any of
the following:

6.1 Dispositions. Without the Banks' consent, wishhll not be unreasonably withheld, convey, sdise, transfer or otherwise dispose of
(collectively, a "Transfer"), or permit any of bsidiaries to Transfer, all or any part of itsibess or property, other than: (i) Transfers in
the ordinary course of business; (ii) Transferaai-exclusive licenses and similar arrangementthouse of the property of Borrower or its
Subsidiaries; (iii) Transfers of worn-out or obgel&quipment; or (iv) Transfers which constitutiidation of Investments permitted under
Section 7.7.

6.2 Change in Business or Control. Engage in aisjnless, or permit any of its Subsidiaries to engagay business, other than the
businesses currently engaged in by Borrower andasiness substantially similar or related thefetancidental thereto).

6.3 Mergers or Acquisitions. Except in the ordinaoyrse of Borrower's business, merge or conseljdatpermit any of its Subsidiaries to
merge or consolidate, with or into any other bussngrganization, or acquire, or permit any of itbSdiaries to acquire, all or substantially
all of the capital stock or property of anotherdeer, provided that this

Section 7.3 shall not apply to
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Permitted Investments or to transactions amongreo@r and its Subsidiaries in which such Borrowgghe surviving entity or among its
Subsidiaries.

6.4 Indebtedness. Create, incur, assume or ber@imdiable with respect to any Indebtedness, omgeany Subsidiary so to do, other than
Permitted Indebtedness.

6.5 Encumbrances. Create, incur, assume or soffexist any Lien with respect to any of its propedr assign or otherwise convey any right
to receive income, including the sale of any Acdeuar permit any of its Subsidiaries so to doegtdor Permitted Liens.

6.6 Distributions. Pay any dividends or make ameotistribution or payment on account of or inamegbtion, retirement or purchase of any
capital stock, except for so long as an Event daDliehas not occurred and is not continuing (adbe not exist immediately after such
payment), Borrower may repurchase its stock frorméy employees of Borrower in accordance with émms of repurchase or similar
agreements between Borrower and such employees.

6.7 Investments. Directly or indirectly acquirecan, or make any Investment in or to any Persopeomit any of its Subsidiaries so to do,
other than Permitted Investments and except as imatle ordinary course of Borrower's business.

6.8 Transactions with Affiliates. Directly or indictly enter into or permit to exist any materiansaction with any Affiliate of Borrower
except for transactions that are in the ordinayrs® of Borrower's business, upon fair and readeriatms that are no less favorable to
Borrower than would be obtained in an arm's letigthsaction with a nonaffiliated Person, and exéaptransactions with a Subsidiary that
are upon fair and reasonable terms and transaat@rsdituting Permitted Investments.

6.9 Subordinated Debt. Make any payment in respfeaty Subordinated Debt, or permit any of its Sdibsies to make any such payment,
except in compliance with the terms of such Subaidid Debt, or amend any provision contained indooumentation relating to the
Subordinated Debt without Banks' prior written camts

6.10 Compliance. Become an "investment companytrothed by an "investment company,” within the miegrof the Investment Company
Act of 1940, or become principally engaged in, ndertake as one of its important activities, theitess of extending credit for the purpose
of purchasing or carrying margin stock, or usegtaceeds of any Advance for such purpose. Failgetrthe minimum funding requirements
of ERISA, permit a Reportable Event or Prohibitedrisaction, as defined in ERISA, to occur, permyt eondition to exist that would entitle
any Person to obtain a decree adjudicating thaPdany under ERISA must be terminated, fail to conwgith the Federal Fair Labor Stande
Act or violate any law or regulation, which violati could have a Material Adverse Effect or a matexilverse effect on the Collateral or the
priority of Banks' Lien on the Collateral, or petrany of its Subsidiaries to do any of the foregoin

7. EVENTS OF DEFAULT
Any one or more of the following events shall cimn$¢ an Event of Default by Borrower under thisrégment:

7.1 Payment Default. If Borrower fails to pay thnpipal of, or any interest on, any Credit Extemsi when due and payable; or fails to pay
any portion of any other Obligations not constitgtsuch principal or interest, including withouhitation Bank Expenses, within thirty (30)
days of receipt by Borrower of a reasonably dedaiteroice on account of such other Obligations;

7.2 Covenant Default. If Borrower fails to perfoamy obligation under Article 5 or violates any lotcovenants contained in Article 6 of this
Agreement, or fails or neglects to perform, keemlserve any other material term, provision, ctiodj covenant, or agreement
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contained in this Agreement, in any of the Loan ioents, or in any other present or future agreeimeteen Borrower and any Bank and
as to any default under such other term, provigiongdition, covenant or agreement that can be cinasifailed to cure such default within
twenty (20) days after Borrower receives noticeg¢b&or any Responsible Officer becomes aware tiigpeovided, however, that if the
default cannot by its nature be cured within therty (20) day period or cannot after diligent af¢srby Borrower be cured within such
twenty (20) day period, and such default is likielyoe cured within a reasonable time, then Borrataitl have an additional reasonable
period (which shall not in any case exceed thiBty) days) to attempt to cure such default, andivglich reasonable time period the failure
to have cured such default shall not be deemedvant®f Default (provided that no Advances willleguired to be made during such cure
period);

7.3 Material Adverse Change. If there occurs a n@tadverse change in the business or financiadlition of Borrower, taken as a whole, or
if there is a material impairment of the prospdatepayment of any portion of the Obligations;

7.4 Attachment. If any material portion of Borroveeaissets is attached, seized, subjected to amdistress warrant, or is levied upon, or
comes into the possession of any trustee, receivgerson acting in a similar capacity and suchchtnent, seizure, writ or distress warrar
levy has not been removed, discharged or rescinitbéh thirty (30) days, or if a Borrower is enj&d, restrained, or in any way preventec
court order from continuing to conduct all or angiterial part of its business affairs, or if a judgrhor other claim becomes a lien or
encumbrance upon any material portion of Borrowasets, or if a notice of lien, levy, or assesdnsdiiled of record with respect to any of
Borrower's assets by the United States Governroeany department, agency, or instrumentality thigr@r by any state, county, municipal,
or governmental agency, and the same is not pafdnathirty (30) days after Borrower receives nettbereof, provided that none of the
foregoing shall constitute an Event of Default whsuch action or event is stayed or an adequat lmsbeen posted pending a good faith
contest by Borrower (provided that no Advances bélrequired to be made during such cure period);

7.5 Insolvency. If Borrower becomes insolvent,farn Insolvency Proceeding is commenced by Borrpaeif an Insolvency Proceeding is
commenced against Borrower and is not dismissathyed within thirty (30) days (provided that novadces will be made prior to the
dismissal of such Insolvency Proceeding);

7.6 Other Agreements. If there is a default in agseement to which Borrower is a party with a thedty or parties resulting in a right by
such third party or parties, whether or not exetjdo accelerate the maturity of any Indebtedimeas amount in excess of Five Hundred
Thousand Dollars ($500,000) or which would haveatévial Adverse Effect;

7.7 Judgments. If a judgment or judgments for @npent of money in an amount, individually or ie tggregate, of at least Five Hundred
Thousand Dollars ($500,000) shall be rendered ag8orrower and shall remain unsatisfied and urstdgr a period of thirty (30) days
(provided that no Advances will be made prior te siatisfaction or stay of such judgment); or

7.8 Misrepresentations. If any material misrepres@m or material misstatement exists now or Hégea any warranty or representation set
forth herein or in any certificate delivered to @gnk by any Responsible Officer pursuant to thige®ment or to induce Bank to enter into
this Agreement or any other Loan Document.

8. BANKS' RIGHTS AND REMEDIES

8.1 Rights and Remedies. Upon the occurrence aridgdilne continuance of an Event of Default, anypBmay, at its election, do any one or
more of the following, all of which are authorizied Borrower:
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(a) Declare all Obligations owing to such Bank, thiee evidenced by this Agreement, by any of theottoan Documents, or otherwise,
immediately due and payable (provided that uporottweirrence of an Event of Default described inti8ed.5 all Obligations shall become
immediately due and payable without any action ioy Bank);

(b) Cease advancing money or extending credit forathe benefit of Borrower under this Agreemenunder any other agreement between
Borrower and any Bank; and

(c) Set off and apply to the Obligations any ardipbalances, deposits and investments of Borrdvedd by such Bank, or (ii) indebtedness
at any time owing to or for the credit or the aauoof Borrower held by such Bank;

(d) Liguidate any Exchange Contracts not yet sttiled demand that Borrower immediately deposit gaghBanks in an amount sufficient
to cover any losses incurred by Bank due to ligiineieof the Exchange Contracts at the then prengitharket price; and

(e) Without notice to Borrower set off and appltlie Obligations any and all (i) balances and dépo$ Borrower held by a Bank, or (ii)
indebtedness at any time owing to or for the credihe account of Borrower held by a Bank.

8.2 Bank Expenses. After the occurrence of an Eekbefault, if a Borrower fails to pay any amountsfurnish any required proof of
payment due to third persons or entities, as reduinder the terms of this Agreement, then Banksdoaany or all of the following: (a)
make payment of the same or any part thereof;gb)is such reserves under the Committed Line akBadeem necessary to protect Banks
from the exposure created by such failure; or fd@im and maintain insurance policies of the tyjsewbssed in Section 5.6 of this Agreement,
and take any action with respect to such policieBanks reasonably deem prudent. Any amounts soopaleposited by Banks shall
constitute Bank Expenses, shall be immediatelyathaepayable, and shall bear interest at the thplicaple rate hereinabove provided. Any
payments made by any Bank shall not constitutega@eanent by such Bank to make similar paymentisérfuture or a waiver by Bank of a
Event of Default under this Agreement.

8.3 Remedies Cumulative. Banks' rights and remadidsr this Agreement, the Loan Documents, andth#r agreements shall be
cumulative. Banks shall have all other rights asmedies not inconsistent herewith as provided utide€ode, by law, or in equity. No
exercise by any Bank of one right or remedy shalllbemed an election. No waiver by any Bank oftavgnt of Default on a Borrower's part
shall be effective unless also waived in writingamy other Bank. No waiver shall be deemed a coimtinwaiver. No delay by any Bank st
constitute a waiver, election, or acquiescencd.by i

8.4 Demand; Protest. Each Borrower waives protesice of protest, notice of dishonor, notice ofp&nt and nonpayment, notice of any
nonpayment at maturity, release, compromise, setthé, extension, or renewal of accounts, documergspments, chattel paper, and
guarantees at any time held by any Bank on whialnd@ar may in any way be liable.

9. NOTICES

Unless otherwise provided in this Agreement, atlaes or demands by any party relating to this Agrent or any other agreement entered
into in connection herewith shall be in writing af@ccept for financial statements and other infdromal documents which may be sent by
first-class mail, postage prepaid) shall be perbpdalivered or sent by certified mail, postagepaid, return receipt requested, or by prepaid
telefacsimile to Borrower or to each Bank, as thgecmay be, at its addresses set forth below:
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Ifto: Advanced Energy Industries, Inc.
1625 Sharp Point Drive
Ft. Collins, CO 80525
Attn: Richard Beck
FAX: (970) 221-5583

If to Banks: Silicon Valley Bank
4430 Arapahoe Avenue, Suite 225
Boulder, CO 80303
Attn: Greg Becker
FAX: (303) 938-0483

Bank of Hawaii

1850 N. Central Avenue, Suite 400
Phoenix, AZ 85004

Attn: Ken Loveless

FAX: (602) 257-2235

The parties hereto may change the address at wieghare to receive notices hereunder, by notieeriting in the foregoing manner given to
the other. NOTICES TO ONE BANK SHALL NOT BE DEEMEROTICE TO THE OTHER BANK.

10. CHOICE OF LAW AND VENUE; JURY TRIAL WAIVER

This Agreement shall be governed by, and constiruedcordance with, the internal laws of the Stdt€alifornia, without regard to
principles of conflicts of law. Borrower and Bartkareby submit to the exclusive jurisdiction of #tate and Federal courts located in the
County of Santa Clara, State of California. BORRCRVAND BANKS HEREBY WAIVE THEIR RESPECTIVE RIGHTS T@ JURY
TRIAL OF ANY CLAIM OR CAUSE OF ACTION BASED UPON ORRISING OUT OF ANY OF THE LOAN DOCUMENTS OR ANY
OF THE TRANSACTIONS CONTEMPLATED THEREIN, INCLUDIN&ONTRACT CLAIMS, TORT CLAIMS, BREACH OF DUTY
CLAIMS, AND ALL OTHER COMMON LAW OR STATUTORY CLAIMS. EACH PARTY RECOGNIZES AND AGREES THAT THE
FOREGOING WAIVER CONSTITUTES A MATERIAL INDUCEMENTOR IT TO ENTER INTO THIS AGREEMENT. EACH PARTY
REPRESENTS AND WARRANTS THAT IT HAS REVIEWED THIS WVER WITH ITS LEGAL COUNSEL AND THAT IT
KNOWINGLY AND VOLUNTARILY WAIVES ITS JURY TRIAL RIGHTS FOLLOWING CONSULTATION WITH LEGAL COUNSEL

11. INTERCREDITOR PROVISIONS

11.1 Proportionate Interests. Except for Optionadréncy Advances, which shall be the sole respditgibf BofH, and except as otherwise
provided in this Agreement, the rights, intereaty] obligations of each Bank under this Agreemadtthe Loan Documents at any time shall
be shared in the ratio of (a) the maximum amoumBank has committed to advance as set forth ogigimature page signed by the Bank to
(b) the Committed Line. Any reference in this Agremt or the Loan Documents to an allocation betweesharing by the Banks of any
right, interest, or duty "ratably," "proportionafly'pro rata," or in similar terms shall refer tad ratio. No Bank is obligated to advance any
funds in lieu of or for the account of the othenRéf the latter Bank fails to make such Advance.

11.2 Designation of Service Agent. To facilitate #dministration of this Agreement, SVB shall act@ervicing Agent" for itself and BofH.
Servicing Agent shall have only such duties assapressly set forth in this Agreement, or as otliexagreed in writing by the Banks.
Servicing Agent shall be deemed to act on behdbiotti Banks whenever Servicing Agent acts undsrAlgreement.
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11.3 Resignation. Servicing Agent may resign asiSieg Agent, upon thirty (30) day's written notitethe other Banks and to Borrower and
appointment of a successor Servicing Agent apprbyeBlanks. Upon receipt of notice of resignatidrg, Banks shall appoint a successor
Servicing Agent. The resigning Servicing Agent shabperate fully in delivering to the successonging Agent the Loan Documents and
copies of all records relating to the Advances paygments made hereunder that the successor Sgnfigient reasonably requests.

11.4 Servicing Agent as Bank. Servicing Agent shalle the same rights and powers under this Agneeaseany other Bank and may
exercise the same as though it were not ServicognA The term "Banks" includes Servicing AgenBarvicing Agent's individual capacity.
Servicing Agent and its Subsidiaries and Affiliateay accept deposits from, lend money to, act estagy trustee for other lenders to, and
generally engage in any kind of banking, trusipthier business with, any Borrower or any Subsidarffiliates as if Servicing Agent were
not Servicing Agent.

11.5 No Agency. EXCEPT AS SPECIFIED HEREIN, NEITHBRNK IS AN AGENT OF THE OTHER. NEITHER BANK HAS AN
AUTHORITY TO ACT OR FAIL TO ACT FOR THE OTHER. THEBLIGATIONS OF EACH BANK HEREUNDER ARE SEVERAL.
NO BANK SHALL BE LIABLE FOR THE FAILURE OF ANY OTHIR BANK TO PERFORM ITS OBLIGATIONS HEREUNDEF

11.6 No Reliance. The provisions of this Articledre solely for the benefit of Banks in specifythgir rights and obligations with respect to
each other, and not for the benefit of any Borrowrdts assigns or successors.

12. GENERAL PROVISIONS

12.1 Successors and Assigns. This Agreement sihallamd inure to the benefit of the respective sasors and permitted assigns of each of
the parties; provided, however, that neither thgge®ment nor any rights hereunder may be assignadyBorrower without each Bank's
prior written consent, which consent may be graotedithheld in each Bank's sole discretion. Sukljethe terms of any agreement between
Banks, each Bank shall have the right with the enhéwvhich shall not be unreasonably withheld) ofwer to sell, transfer, negotiate, or
grant participations in all or any part of, or anterest in, Bank's obligations, rights and besdfigreunder; provided no Bank will sell,
transfer, negotiate or grant participations in past of, or any interest in, such obligations, tigand benefits in a principal amount of less
than Five Million Dollars ($5,000,000).

12.2 Indemnification. Borrower shall defend, indéiymand hold harmless each Bank and its officenspleyees, and agents against: (a) all
obligations, demands, claims, and liabilities clethor asserted by any other party in connectioh thi¢ transactions contemplated by this
Agreement (except with regard to a dispute betvtberBanks); and (b) all losses or Bank Expensesynway suffered, incurred, or paid by
such Bank as a result of or in any way arisingafufollowing, or consequential to transactionsaestn such Bank and Borrower whether
under this Agreement, or otherwise (including withiimitation reasonable attorneys fees and exmnsgcept for losses caused by such
Bank's gross negligence or willful misconduct ardept with regard to a dispute between the Banks.

12.3 Time of Essence. Time is of the essence op#rformance of all obligations set forth in tAgreement.

12.4 Severability of Provisions. Each provisiorttaé Agreement shall be severable from every gbhevision of this Agreement for the
purpose of determining the legal enforceabilityan§ specific provision.

12.5 Amendments in Writing, Integration. This Agreent cannot be changed or terminated orally. Nonaiment shall be effective without
the consent of all the parties hereto,
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except the provisions of Article 11 may be amenole@anks without Borrower's approval. All prior agments, understandings,
representations, warranties, and negotiations letilee parties hereto with respect to the subjattemof this Agreement, if any, are merged
into this Agreement and the Loan Documents.

12.6 Counterparts. This Agreement may be execatady number of counterparts and by different partin separate counterparts, each of
which, when executed and delivered, shall be dedmbd an original, and all of which, when takegether, shall constitute but one and the
same Agreement.

12.7 Survival. All covenants, representations aadranties made in this Agreement shall continuglirforce and effect so long as any
Obligations remain outstanding. The obligation8ofrower to indemnify each Bank with respect to ¢lxpenses, damages, losses, costs and
liabilities described in Section 12.2 shall surviugil all applicable statute of limitations pergdith respect to actions that may be brought
against such Bank have run.

12.8 Confidentiality. In handling any confidentiaformation each Bank shall exercise the same degfreare that it exercises with respect to
its own proprietary information of the same typesnaintain the confidentiality of any non-publiédmmation thereby received or received
pursuant to this Agreement except that disclostiseich information may be made (i) to the subsid&or affiliates of such Bank in
connection with their present or prospective bussnelations with Borrower, (ii) to prospectiveriséerees or purchasers of any interest in the
Loans, provided that they have entered into a coalypa confidentiality agreement in favor of Borraveed have delivered a copy to
Borrower, (iii) as required by law, regulationslerar order, subpoena, judicial order or similatest (iv) as may be required in connection
with the examination, audit or similar investigatiof Bank, and (v) as may be appropriate in thease of any remedies hereunder.
Confidential information hereunder shall not in@udformation that either: (a) is in the public damor in the knowledge or possession of
Bank when disclosed to Bank, or becomes part optlitic domain after disclosure to Bank throughfandt of Bank; or (b) is disclosed to t
Bank by a third party, provided the Bank does raatehactual knowledge that such third party is gitdd from disclosing such information.

12.9 Optional Currency Rate Instruments. To therbhe terms of any Optional Currency Rate Insenindiffer from the terms of this
Agreement then the terms of such Optional Currdate Instrument shall govern the rights and olibgatof the parties thereto.
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IN WITNESS WHEREOF, the parties hereto have catisisdAgreement to be executed as of the datediveve written.
ADVANCED ENERGY INDUSTRIES, INC.
By:
Title:
SILICON VALLEY BANK
By:
Title:

Maximum Commitment Amount:
$15,000,000 (50%)

BANK OF HAWAII
By:
Title:

Maximum Commitment Amount:
$15,000,000 (50%)
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EXHIBIT A
LOAN PAYMENT/ADVANCE REQUEST FORM
DEADLINE FOR SAME DAY PROCESSING IS NOON, P.S.T.
TO: SILICON VALLEY BANK, as Servicing Agent
FAX#: (408) 432-3249 TIME:

FROM:

CLIENT NAME (BORROWER)

REQUESTED BY:

AUTHORIZED SIGNER'S NAME

AUTHORIZED SIGNATURE:

PHONE NUMBER:

FROM ACCOUNT # TO ACCOUNT #

REQUESTED TRANSACTION TYPE REQUEST DOL LAR AMOUNT
PRINCIPAL INCREASE (ADVANCE) $

PRINCIPAL PAYMENT (ONLY) $

INTEREST PAYMENT (ONLY) $

PRINCIPAL AND INTEREST (PAYMENT) $

OTHER INSTRUCTIONS:

All representations and warranties of Borrowerestah the Loan Agreement are true, correct and éstein all material respects as of the
date of the telephone request for and Advance icoafl by this Borrowing Certificate; provided, howemhat those representations and
warranties expressly referring to another datel $leafrue, correct and complete in all materiapeests as of such date.

BANK USE ONLY
TELEPHONE REQUEST:

The following person is authorized to request tanlpayment transfer/loan advance on the advarsigrdged account and is known to me.

Authorized Requester Phone #

Received By (Bank) Phone #

Authorized Signature (Bank)
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EXHIBIT A-1
ADVANCE/CONVERSION REQUEST FORM
The undersigned hereby certifies as follows:

l, , am the duly elected and acting of Advanced Energy Industries, Inc.

This certificate is delivered on behalf of BorrovterSilicon Valley Bank, as Servicing Agent, punsui Section 2 of that certain Loan by
and between Borrower and Banks (the "Agreementi® fBrms used in this Borrowing Certificate which defined in the Agreement have
the same meaning herein as ascribed to them therein

Borrower hereby requests on , 19n Adaance (the "Advance") as follows:

(&) The date on which the Advance is to be madmoverted into a Term Advance is .19

(b) The amount of the Advance is to be ($ ), in the form of a Prime Radgakce of $ ;a
LIBOR Rate Advance for an Interest Period of months; an Optional Currency Rate Advafes Equivalent Amount of $
[currency type] forlan Interest Period of months.

All representations and warranties of Borrowerestah the Agreement are true, correct and comjetdél material respects as of the date of
this request for a loan; provided, however, thaséhrepresentations and warranties expressly irejar another date shall be true, correct
complete in all material respects as of such date.

IN WITNESS WHEREOF, this Advance Request Form iscested by the undersigned as of this day of
19 .

ADVANCED ENERGY INDUSTRIES, INC.

By:
Title:
FOR INTERNAL BANK USE ONLY
LIBOR Pricing LIBOR Rate LIBOR Rate Ma turity Date
Date Variance
%
Optional Optional Optional Ma turity Date
Currency  Currency Rate Currency Rate
Pricing Date Variance

%
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EXHIBIT A-2
Optional Currency/LIBOR RATE CONVERSION/CONTINUATIO N CERTIFICATE
The undersigned hereby certifies as follows:

l, , am the duly elected and acting of Advanced Energy Industries, (IlBorrower").

This certificate is delivered on behalf of BorrovierSilicon Valley Bank, as Servicing Agent, punsuieo Section 2 of that certain Loan
Agreement between Borrower and Banks (the "Agred¢hérhe terms used in this Optional Currency/LIBGRte Conversion/Continuation
Certificate which are defined in the Agreement hfneesame meaning herein as ascribed to them therei

Borrower hereby requests on , 18 LIBOR Rate Advance (the "Advance") as follows:
(@ __ (i) Arate conversion of an existing P rime Rate

Advance from a Prime Rate Advance to a LIBOR
Rate Advance; or

__ (i) A continuation of an existing LIBO R Rate
Advance as a LIBOR Rate Advance; o r

__(iii) A continuation of an existing Opti onal
Currency Rate Advance as an Option al Currency

Rate Advance.

[Check (i), (ii) or (iii) above]

(b) The date on which the Advance is to be made is , 19

(c) The amount or the Equivalent Amount of the Aab&is to be 63 ), fontardst Period of

month(s).

All representations and warranties of Borrowerestah the Agreement are true, correct and compiesti material respects as of the date of
this request for a loan; provided, however, thaséhrepresentations and warranties expressly irefedo another date shall be true, correct
complete in all material respects as of such date.

IN WITNESS WHEREOF, this Optional Currency/LIBORtR& onversion/Continuation Certificate is execuigdhe undersigned as of this
day of , 19

ADVANCED ENERGY INDUSTRIES, INC.

By:
Title:
FOR INTERNAL BANK USE ONLY
LIBOR Pricing LIBOR Rate LIBOR Rate Ma turity Date
Date Variance
_ %
Optional Optional Optional Ma turity Date
Currency  Currency Rate Currency Rate
Pricing Date Variance



EXHIBIT B
COMPLIANCE CERTIFICATE

TO: SILICON VALLEY BANK
BANK OF HAWAII

FROM: ADVANCED ENERGY INDUSTRIES, INC.

The undersigned authorized officer of Advanced Byéndustries, Inc. hereby certifies that, in adeorce with the terms and conditions of
the Loan Agreement between Borrower and Banks"@&lgeeement"), (i) Borrower is in complete complianfor the period ending

with all required covenants @& noted below and (ii) all representations\aadanties of Borrower stated in t
Agreement are true and correct in all material getgpas of the date hereof. Attached herewithreregquired documents supporting the
above certification. The Officer further certifikmt these are prepared in accordance with Gepekatlepted Accounting Principles (GAAP)
and are consistently applied from one period taniie except as explained in an accompanying lettégotnotes.

PLEASE INDICATE COMPLIANCE STATUS BY CIRCLING YES/N O UNDER "COMPLIES" COLUMN.

REPORTING COVENANT REQUIRED COMPLIES
Form 10-K Annually within 5 d ays Yes No
Form 10-Q Quarterly within 5 days Yes No
FINANCIAL COVENANT REQUIRED ACTU AL COMPLIES
Maintain on a Quarterly Basis:
Minimum Quick Ratio 1.75:1.00 1.0 Yes No
Minimum Tangible Net Worth  $60,000,000_/1$__ Yes No
Maximum Debt - Tangible Net
Worth 0.65:1.00 1.0 Yes No
Profitability
Quarterly $1.00_/2 $ Yes No
Debt Service Coverage  1.00:1.00 _:1.00 Yes No

/1 Plus 75% of quarterly net income beginning 1881/2 One loss quarter permitted per fiscal yeprto $500,000.

COMMENTS REGARDING EXCEPTIONS: BANK USE ONLY
See Attached.

Received by:
authorized signer

Sincerely,
Date:
Signature
Verified:

authorized signer

Title

Date:

Date

Compliance Status: Yes No
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DISBURSEMENT REQUEST AND AUTHORIZATION
Borrower: Advanced Energy Industries, Inc. and Rliases
LOAN TYPE. This is a Revolving Line of Credit.
PRIMARY PURPOSE OF LOAN. The primary purpose ostlian is for business.
SPECIFIC PURPOSE. The specific purpose of this IeaBhort Term Working Capital and Equipment Fizen

DISBURSEMENT INSTRUCTIONS. Borrower understandst tha loan proceeds will be disbursed until all @n&s' conditions for making
the loan have been satisfied. Please disburseameproceeds as follows:

Revolv ing
Line

Amount paid to Borrower $0.0

directly:

Undisbursed Funds $

Principal $30,00 0,000

CHARGES PAID IN CASH. Borrower has paid or will paycash as agreed the following charges:

Prepaid Finance Charges Paid in Cash:

$ Outside Counsel Fees and Expenses (E stimate)

Total Charges Paid in Cash $

AUTOMATIC PAYMENTS. Borrower hereby authorizes Bao automatically deduct the amount of any logyngent from AEI's account
no. 351030170 at Silicon Valley Bank. If the furidshe accounts are insufficient to cover any paytmBanks shall not be obligated to
advance funds to cover the payment.

FINANCIAL CONDITION. BY SIGNING THIS AUTHORIZATION,BORROWER REPRESENTS AND WARRANTS TO BANKS TH!/
THE INFORMATION PROVIDED ABOVE IS TRUE AND CORRECAND THAT THERE HAS BEEN NO ADVERSE CHANGE IN
BORROWER'S FINANCIAL CONDITION AS DISCLOSED IN SUCBORROWER'S MOST RECENT FINANCIAL STATEMENT TO
BANKS. THIS AUTHORIZATION IS DATED AS OF , 1997.

BORROWER:
ADVANCED ENERGY INDUSTRIES, INC.

Authorized Officer



CORPORATE RESOLUTIONS TO BORROW
BORROWER: Advanced Energy Industries, Inc.

I, the undersigned Secretary or Assistant Secretiafydvanced Energy Industries, Inc. (the "Corpiordl), HEREBY CERTIFY that the
Corporation is organized and existing under andgitiye of the laws of the State of Delaware.

| FURTHER CERTIFY that at a meeting of the Direstof the Corporation (or by other duly authorizetporate action in lieu of a meetin
duly called and held, at which a quorum was preaadtvoting, the following resolutions were adopted

BE IT RESOLVED, that ANY ONE (1) of the followingamed officers, employees, or agents of this Cotgmrawhose actual signatures are
shown below:

NAMES POSITIONS ACTUAL SIGN ATURES

acting for an on behalf of this Corporation andtsisict and deed be, and they hereby are, autldosizé empowered:

BORROW MONEY. To borrow from time to time from Baok Hawaii and Silicon Valley Bank ("Banks"), oncsuterms as may be agreed
upon between the officers, employees, or agent8anét, such sum or sums of money as in their judgrsieould be borrowed, without
limitation, including such sums as are specifiethat certain Loan and Security Agreement dateaf &&cember 8, 1997 (the "Loan
Agreement").

EXECUTE NOTES. To execute and deliver to Bankspiteenissory note or notes of the Corporation, orhézank's forms, at such rates of
interest and on such terms as may be agreed upideneing the sums of money so borrowed or anylitetiness of the Corporation to
Banks, and also to execute and deliver to Banksongore renewals, extensions, modifications, eefaings, consolidations, or substitutions
for one or more of the notes, or any portion ofribées.

NEGOTIATE ITEMS. To draw, endorse, and discountwvBianks all drafts, trade acceptances, promissatgsnor other evidences
indebtedness payable to or belonging to the Cofioorar in which the Corporation may have an intgrand either to receive cash for the
same or to cause such proceeds to be credited tctount of the Corporation with Banks, or to easisch other disposition of the proceeds
derived therefrom as they may deem advisable.



LETTERS OF CREDIT. To execute letter of credit apation and other related documents pertaininguB'S issuance of letters of credit.
FOREIGN EXCHANGE CONTRACTS. To request any Banleier into foreign exchange contracts on its behalf

FURTHER ACTS. In the case of lines of credit, tgigaate additional or alternate individuals as deinthorized to request advances
thereunder, and in all cases, to do and perforr stleer acts and things, to pay any and all fedscasts, and to execute and deliver such
other documents and agreements as they may indisenetion deem reasonably necessary or propadier to carry into effect the provisic
of these Resolutions.

BE IT FURTHER RESOLVED, that any and all acts autted pursuant to these resolutions and performied o the passage of these
resolutions are hereby ratified and approved,ttiege Resolutions shall remain in full force arféda@fand Banks may rely on these
Resolutions until written notice of their revocatishall have been delivered to and received by Bany such notice shall not affect any of
the Corporation's agreements or commitments irceéfethe time notice is given.

| FURTHER CERTIFY that the officers, employees, aggnts named above are duly elected, appointeamployed by or for the
Corporation, as the case may be, and occupy thiggossset forth opposite their respective namieat the foregoing Resolutions now stand
of record on the books of the Corporation; and thatResolutions are in full force and effect aagidnot been modified or revoked in any
manner whatsoever.

| FURTHER CERTIFY that attached hereto are true @rdect copies of the Certificate of Incorporatand Bylaws of the Corporation.

IN WITNESS WHEREOF, | have hereunto set my hand on ,19  and attest that the siggsaset opposite the names
listed above are their genuine signatures.

CERTIFIED TO AND ATTESTED BY:

[><



ADVANCED ENERGY INDUSTRIES, INC.
1995 STOCK OPTION PLAN

ADOPTED JUNE 6, 1993
AS AMENDED AND RESTATED SEPTEMBER 20, 1995
AND AS FURTHER AMENDED FEBRUARY 10, 1998

1. PURPOSES.

(a) The purpose of the Plan is to provide a megnghich selected Employees and Directors of andsGlants to the Company, and its
Affiliates, may be given an opportunity to purchaseck of the Company.

(b) The Company, by means of the Plan, seeks &inréte services of persons who are now Employe&srectors of or Consultants to the
Company or its Affiliates, to secure and retaingbevices of new Employees, Directors and Constglitamd to provide incentives for such
persons to exert maximum efforts for the succeskfCompany and its Affiliates.

(c) The Company intends that the Options issue@wutiet Plan shall, in the discretion of the Boardmy Committee to which responsibility
for administration of the Plan has been delegatedyant to subsection 3(c), be either IncentivelS@ptions or Nonstatutory Stock Options.
All Options shall be separately designated Incen8tock Options or Nonstatutory Stock Options attiime of grant, and in such form as
issued pursuant to Section 6, and a separateicatifor certificates will be issued for shareschased on exercise of each type of Option.

2. DEFINITIONS.

(a) "AFFILIATE" means any parent corporation or sigliary corporation, whether now or hereafter éxgstas those terms are defined in
Sections 424(e) and (f) respectively, of the Code.

(b) "BOARD" means the Board of Directors of the Guamny.
(c) "CODE" means the Internal Revenue Code of 188@&mended.
(d) "COMMITTEE" means a Committee appointed by Buard in accordance with subsection 3(c) of thaPla
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(e) "COMPANY" means Advanced Energy Industries, lacDelaware corporation.

() "CONSULTANT" means any person, including an &dv, engaged by the Company or an Affiliate todemconsulting services and who
is compensated for such services, provided thatetime "Consultant” shall not include Directors wdre paid only a director's fee by the
Company or who are not compensated by the Comparthédir services as Directors.

(g) "CONTINUOUS STATUS AS AN EMPLOYEE, DIRECTOR OBONSULTANT" means the employment or relationshiad3irector
or Consultant is not interrupted or terminated. Board, in its sole discretion, may determine whetBontinuous Status as an Employee,
Director or Consultant shall be considered inteiedpn the case of: (i) any leave of absence apguatddy the Board, including sick leave,
military leave, or any other personal leave; ort(ansfers between locations of the Company onéeh the Company, Affiliates or their
SuUCCessors.

(h) "COVERED EMPLOYEE" means the Chief Executivei€dr and the four
(4) other highest compensated officers of the Campa

() "DIRECTOR" means a member of the Board.

()) "DISINTERESTED PERSON" means a Director whdeit (i) was not during the one year prior to senas an administrator of the Plan
granted or awarded equity securities pursuantdd’tn or any other plan of the Company or anysdadffiliates entitling the participants
therein to acquire equity securities of the Compangny of its affiliates except as permitted byeRL6b-3(c)(2)(i); or (ii) is otherwise
considered to be a "disinterested person” in aecmwa with Rule 16b-3(c)(2)(i), or any other apiearules, regulations or interpretations of
the Securities and Exchange Commission.

(k) "EMPLOYEE" means any person, including Officarad Directors, employed by the Company or anyliafé of the Company. Neither
service as a Director nor payment of a directerestdy the Company shall be sufficient to constitataployment” by the Company.

(1) "EXCHANGE ACT" means the Securities Exchangé #fc1934, as amended.
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(m) "FAIR MARKET VALUE" means the value of the conam stock as determined in good faith by the Boadlia a manner consistent
with Section 260.140.50 of Title 10 of the Calif@iCode of Regulations.

(n) "INCENTIVE STOCK OPTION" means an Option intexato qualify as an incentive stock option withie tneaning of Section 422 of
the Code and the regulations promulgated thereunder

(0) "NONSTATUTORY STOCK OPTION" means an Option imtended to qualify as an Incentive Stock Option.

(p) "OFFICER" means a person who is an officethef Company within the meaning of Section 16 offEkehange Act and the rules and
regulations promulgated thereunder.

(q) "OPTION" means a stock option granted purst@ithe Plan.

(r) "OPTION AGREEMENT" means a written agreemertideen the Company and an Optionee evidencing thestand conditions of an
individual Option grant. Each Option Agreement sbalsubject to the terms and conditions of thePla

(s) "OPTIONEE" means an Employee, Director or Cétastiwho holds an outstanding Option.

(t) "OUTSIDE DIRECTOR" means a Director who eittfgris not a current employee of the Company otadfiliated corporation” (as
defined in the Treasury regulations promulgatedenr8tction 162(m) of the Code), is not a former legge of the Company or an affiliated
corporation receiving compensation for prior seggi¢other than benefits under a tax qualified manplan), was not an officer of the
Company or an affiliated corporation at any timag & not currently receiving compensation for paes services in any capacity other than
as a Director, or (ii) is otherwise considered antSide director” for purposes of Section 162(mfhef Code.

(u) "PLAN" means this 1995 Stock Option Plan.

(v) "RULE 16B-3" means Rule 16b-3 of the Exchangs ér any successor to Rule 16b-3, as in effectwdigcretion is being exercised with
respect to the Plan.



3. ADMINISTRATION.

(a) The Plan shall be administered by the Boardaséand until the Board delegates administratian@G@mmittee, as provided in subsection
3(c).

(b) The Board shall have the power, subject to,waitldin the limitations of, the express provisiasfshe Plan:

(1) To determine from time to time which of the qms eligible under the Plan shall be granted @pfievhen and how each Option shall be
granted; whether an Option will be an IncentivecBt®@ption or a Nonstatutory Stock Option; the psasis of each Option granted (which
need not be identical), including the time or tirsash Option may be exercised in whole or in part the number of shares for which an
Option shall be granted to each such person.

(2) To construe and interpret the Plan and Optigpaated under it, and to establish, amend and exdks and regulations for its
administration. The Board, in the exercise of ffogver, may correct any defect, omission or incdasiy in the Plan or in any Option
Agreement, in a manner and to the extent it stedhtinecessary or expedient to make the Plan fiidgtare.

(3) To amend the Plan as provided in Section 11.

(c) The Board may delegate administration of trenRb a committee composed of not fewer than tyon@mbers (the "Committee"), all of
the members of which Committee shall be Disintex$tersons and may also be, in the discretioneoBtrard, Outside Directors. If
administration is delegated to a Committee, the @dtae shall have, in connection with the admiitstm of the Plan, the powers theretof
possessed by the Board (and references in thist®tiie Board shall thereafter be to the Commifteedject, however, to such resolutions,
not inconsistent with the provisions of the Plasnaay be adopted from time to time by the Boara: Bbard may abolish the Committee at
any time and revest in the Board the administradiotiie Plan. Additionally, prior to the date oétfirst registration of an equity security of
the Company under Section 12 of the Exchange Adt nmtwithstanding anything to the contrary corgdin
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herein, the Board may delegate administration @flan to any person or persons and the term "Cteehishall apply to any person or
persons to whom such authority has been delegdtedithstanding anything in this Section 3 to tlomtrary, the Board or the Committee
may delegate to a committee of one or more mendfdh®e Board the authority to grant Options to iblig persons who (1) are not then
subject to Section 16 of the Exchange Act and/or

(2) are either (i) not then Covered Employees ardat expected to be Covered Employees at thedfmecognition of income resulting
from such Option, or (ii) not persons with respecivhom the Company wishes to comply with Secti6g(in) of the Code.

(d) Any requirement that an administrator of tharPtbe a Disinterested Person shall not apply i@y po the date of the first registration of an
equity security of the Company under Section 1thefExchange Act, or (i) if the Board or the Cortiee expressly declares that such
requirement shall not apply. Any Disinterested Bershall otherwise comply with the requirementfafe 16b-3.

4. SHARES SUBJECT TO THE PLAN.

(a) Subject to the provisions of Section 10 refatimadjustments upon changes in stock, the statkntay be sold pursuant to Options shall
not exceed in the aggregate four million six huddweenty-five thousand (4,625,000) shares of thm@any's common stock. If any Option
shall for any reason expire or otherwise terminiatgyhole or in part, without having been exercigeélll, the stock not purchased under
such Option shall revert to and again become adailfar issuance under the Plan.

(b) The stock subject to the Plan may be unisshatkes or reacquired shares, bought on the marleherwise.
5. ELIGIBILITY.

(&) Incentive Stock Options may be granted onligitployees. Nonstatutory Stock Options may be gcaobdy to Employees, Directors or
Consultants.



(b) A Director shall in no event be eligible foetbenefits of the Plan unless at the time disaneiexercised in the selection of the Director
as a person to whom Options may be granted, dreiniétermination of the number of shares which beagovered by Options granted to the
Director: (i) the Board has delegated its discrediy authority over the Plan to a Committee whichsists solely of Disinterested Persons; or
(i) the Plan otherwise complies with the requiremseof Rule 16b-3. The Board shall otherwise comylty the requirements of Rule 16b-3.
This subsection 5(b) shall not apply (i) prior be tdate of the first registration of an equity ségwof the Company under Section 12 of the
Exchange Act, or (i) if the Board or Committee eegsly declares that it shall not apply.

(c) No person shall be eligible for the grant ofption if, at the time of grant, such person oferss deemed to own pursuant to Section 424
(d) of the Code) stock possessing more than tezepe(10%) of the total combined voting power dfcidsses of stock of the Company or of
any of its Affiliates unless the exercise pricesath Option is at least one hundred ten percef) bf the Fair Market Value of such stock

at the date of grant and the Option is not exelndésafter the expiration of five (5) years from thegte of grant.

(d) Subject to the provisions of Section 10 relgatio adjustments upon changes in stock, no petsalhtse eligible to be granted Options
covering more than three hundred thousand (300.§it8es of the Company's common stock in any cateyehr.

6. OPTION PROVISIONS.

Each Option shall be in such form and shall consaich terms and conditions as the Board shall dgggropriate. The provisions of separate
Options need not be identical, but each Optionl éhellde (through incorporation of provisions hafrby reference in the Option or
otherwise) the substance of each of the followirayisions:

(a) TERM. No Option shall be exercisable afterekpiration of ten
(10) years from the date it was granted.



(b) PRICE. The exercise price of each IncentivelStption shall be not less than one hundred pe(d®9%) of the Fair Market Value of
the stock subject to the Option on the date théo@p$ granted. The exercise price of each Nontatistock Option shall be not less than
eighty-five percent (85%) of the Fair Market Vahfethe stock subject to the Option on the dateQp#on is granted.

(c) CONSIDERATION. The purchase price of stock aegipursuant to an Option shall be paid, to thempermitted by applicable statutes
and regulations, either (i) in cash at the time@ption is exercised, or (ii) at the discretiortted Board or the Committee, either at the time of
the grant or exercise of the Option, (A) by delivtr the Company of other common stock of the CamipéB) according to a deferred
payment or other arrangement (which may includéaut limiting the generality of the foregoing, thee of other common stock of the
Company) with the person to whom the Option is ggdror to whom the Option is transferred pursuarstbsection 6(d), or (C) in any other
form of legal consideration that may be acceptabkhe Board.

In the case of any deferred payment arrangemeatgeist shall be payable at least annually and beatharged at the minimum rate of inte
necessary to avoid the treatment as interest, lardeapplicable provisions of the Code, of any am®wother than amounts stated to be
interest under the deferred payment arrangement.

(d) TRANSFERABILITY. An Incentive Stock Option shalot be transferable except by will or by the lasfslescent and distribution, and
shall be exercisable during the lifetime of thesparto whom the Incentive Stock Option is grantely by such person. A Nonstatutory St
Option shall not be transferable except by wilbgrthe laws of descent and distribution or pursti@uat qualified domestic relations order
satisfying the requirements of Rule 16b-3 and thesrthereunder (a "QDRO"), and shall be exercésdbting the lifetime of the person to
whom the Option is granted only by such persomgrteansferee pursuant to a QDRO. The person toiwthe Option is granted may, by
delivering written notice to the Company, in a fasatisfactory to



the Company, designate a third party who, in thenewf the death of the Optionee, shall there&iteentitled to exercise the Option.

(e) VESTING. The total number of shares of stodijact to an Option may, but need not, be allottegdriodic installments (which may, but
need not, be equal). The Option Agreement may geothiat from time to time during each of such ithstant periods, the Option may
become exercisable ("vest") with respect to somalaf the shares allotted to that period, and fagxercised with respect to some or all of
the shares allotted to such period and/or any peoiod as to which the Option became vested batnveafully exercised. The Option may be
subject to such other terms and conditions onithe or times when it may be exercised (which map&sed on performance or other crite

as the Board may deem appropriate. The vestinggioos of individual Options may vary but in ea@se will provide for vesting of at least
twenty percent (20%) per year of the total numbeshares subject to the Option. The provisionshf $ubsection 6(e) are subject to any
Option provisions governing the minimum numberludres as to which an Option may be exercised.

(f) SECURITIES LAW COMPLIANCE. The Company may régqany Optionee, or any person to whom an Opsanainsferred under
subsection 6(d), as a condition of exercising arghOption, (1) to give written assurances satiefgdo the Company as to the Optionee's
knowledge and experience in financial and businestsers and/or to employ a purchaser representaasonably satisfactory to the
Company who is knowledgeable and experienced anfiral and business matters, and that he or stepable of evaluating, alone or
together with the purchaser representative, thésreamd risks of exercising the Option; and (2)itee written assurances satisfactory to the
Company stating that such person is acquiring tinekssubject to the Option for such person's owsoant and not with any present intention
of selling or otherwise distributing the stock. Theegoing requirements, and any assurances givesugnt to such requirements, shall be
inoperative if (i) the issuance of the shares upperexercise of the Option has been registeredruntieen currently effective registration
statement under the Securities Act



of 1933, as amended (the "Securities Act"), orgd)to any particular requirement, a determinasanade by counsel for the Company that
such requirement need not be met in the circumstanoder the then applicable securities laws. Tdrapgany may, upon advice of counsel to
the Company, place legends on stock certificatged under the Plan as such counsel deems necessaguyropriate in order to comply with
applicable securities laws, including, but not tiedi to, legends restricting the transfer of thelsto

(g) TERMINATION OF EMPLOYMENT OR RELATIONSHIP AS MIRECTOR OR

CONSULTANT. In the event an Optionee's Continuotadli as an Employee, Director or Consultant temtes (other than upon the
Optionee's death or disability), the Optionee megrese his or her Option (to the extent that tipti@dee was entitled to exercise it at the
date of termination) but only within such periodtiofie ending on the earlier of (i) the date thr@enfjonths after the termination of the
Optionee's Continuous Status as an Employee, BirectConsultant (or such longer or shorter penwaich in no event shall be less than
thirty (30) days, specified in the Option Agreemeat (ii) the expiration of the term of the Optian set forth in the Option Agreement. If,
after termination, the Optionee does not exercis®@hher Option within the time specified in thpt@n Agreement, the Option shall
terminate, and the shares covered by such Optiahreivert to and again become available for isseamder the Plan.

(h) DISABILITY OF OPTIONEE. In the event an Optiais Continuous Status as an Employee, Directoioas@tant terminates as a result
of the Optionee's disability, the Optionee may eiser his or her Option (to the extent that the @ue was entitled to exercise it at the da
termination), but only within such period of timeding on the earlier of

(i) the date twelve (12) months following such taration (or such longer or shorter period, whicmnevent shall be less than six (6)
months, specified in the Option Agreement), ort{i§ expiration of the term of the Option as sethfin the Option Agreement. If, at the date
of termination, the Optionee is not entitled toreige his or her entire Option, the shares covbyeithe unexercisable portion of the Option
shall revert to and again become available forassa under the Plan. If, after termination,
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the Optionee does not exercise his or her Optidhimvthe time specified herein, the Option shaiii@ate, and the shares covered by such
Option shall revert to and again become availatréssuance under the Plan.

(i) DEATH OF OPTIONEE. In the event of the deathaof Optionee during, or within a period specifiedhie Option after the termination of,
the Optionee's Continuous Status as an Employeector or Consultant, the Option may be exercisedhe extent the Optionee was entitled
to exercise the Option at the date of death) byOhonee's estate, by a person who acquired ghe 1o exercise the Option by bequest or
inheritance or by a person designated to exerbiseption upon the Optionee's death pursuant teestion 6(d), but only within the period
ending on the earlier of (i) the date eighteen ¢(@8hths following the date of death (or such longeshorter period, which in no event shall
be less than six (6) months, specified in the @pfigreement), or (ii) the expiration of the termsoich Option as set forth in the Option
Agreement. If, at the time of death, the Optiones wot entitled to exercise his or her entire Qptibe shares covered by the unexercisable
portion of the Option shall revert to and againdme available for issuance under the Plan. Ify aféaith, the Option is not exercised within
the time specified herein, the Option shall terrténand the shares covered by such Option shatrévand again become available for
issuance under the Plan.

() EARLY EXERCISE. The Option may, but need nof;lude a provision whereby the Optionee may eleahg time while an Employee,
Director or Consultant to exercise the Option aartg part or all of the shares subject to the @ppidor to the full vesting of the Option. Any
unvested shares so purchased shall be subjecepuechase right in favor of the Company, with iurchase price to be equal to the
original purchase price of the stock, or to anyeottestriction the Board determines to be apprtgrigrovided, however, that (i) the right to
repurchase at the original purchase price shadla a minimum rate of twenty percent (20%) par pwer five (5) years from the date the
Option was granted, and (ii) such right shall bereisable only within (A) the ninety (90) day pefifmllowing the termination of employme
or
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the relationship as a Director or Consultant, grgch longer period as may be agreed to by thep@agnand the Optionee (for example, for
purposes of satisfying the requirements of Secd(c)(3) of the Code (regarding "qualified snimiliness stock™)), and (iii) such right
shall be exercisable only for cash or cancellatibpurchase money indebtedness for the sharesldtieuright of repurchase be assigned by
the Company, the assignee shall pay the Compaiyezpgl to the difference between the original pase price and the stock's Fair Market
Value if the original purchase price is less tHamdgtock's Fair Market Value.

(k) WITHHOLDING. To the extent provided by the tesraf an Option Agreement, the Optionee may saéisfyfederal, state or local tax
withholding obligation relating to the exercisesoich Option by any of the following means or byoabination of such means: (1) tendering
a cash payment; (2) authorizing the Company tohwiith shares from the shares of the common sto@retke issuable to the participant as a
result of the exercise of the Option; or (3) defing to the Company owned and unencumbered shathe common stock of the Company.

7. COVENANTS OF THE COMPANY.

(a) During the terms of the Options, the Comparglldteep available at all times the number of shafestock required to satisfy such
Options.

(b) The Company shall seek to obtain from eachlatgry commission or agency having jurisdiction iotree Plan such authority as may be
required to issue and sell shares of stock uporcisesof the Options; provided, however, that thsertaking shall not require the Company
to register under the Securities Act either thenPday Option or any stock issued or issuable fansto any such Option. If, after reasonable
efforts, the Company is unable to obtain from amghsregulatory commission or agency the authortyctv counsel for the Company deems
necessary for the lawful issuance and sale of stadler the Plan, the Company shall be relieved fagnliability for failure to issue and sell
stock upon exercise of such Options unless antisutdh authority is obtained.

8. USE OF PROCEEDS FROM STOCK.
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Proceeds from the sale of stock pursuant to Opsba#i constitute general funds of the Company.
9. MISCELLANEOUS.

(a) Neither an Optionee nor any person to whom piio® is transferred under subsection 6(d) shatldemed to be the holder of, or to have
any of the rights of a holder with respect to, ahgres subject to such Option unless and until pacdon has satisfied all requirements for
exercise of the Option pursuant to its terms.

(b) Throughout the term of any Option, the Compsingll deliver to the holder of such Option, noefahan one hundred twenty (120) days
after the close of each of the Company's fiscats/daring the Option term, a balance sheet and@mie statement. This section shall not
apply when issuance is limited to key employeessglduties in connection with the Company assuma tecess to equivalent information.

(c) Nothing in the Plan or any instrument execute@®ption granted pursuant thereto shall confenugmty Employee, Director, Consultant or
Optionee any right to continue in the employ of @@mpany or any Affiliate or to continue actingeaBirector or Consultant or shall affect
the right of the Company or any Affiliate to terrate the employment or relationship as a Directa@€Z@msultant of any Employee, Director,
Consultant or Optionee with or without cause.

(d) To the extent that the aggregate Fair Markdu®'édetermined at the time of grant) of stock wébkpect to which Incentive Stock Options
granted after 1986 are exercisable for the firsetby any Optionee during any calendar year untlptaams of the Company and its Affiliates
exceeds one hundred thousand dollars ($100,0@0Dtions or portions thereof which exceed sucit [fatcording to the order in which
they were granted) shall be treated as Nonstat@tgk Options.

(e) (1) The Board or the Committee shall have thtbarity to effect, at any time and from time tmé (i) the repricing of any outstanding
Options under the Plan and/or (ii) with the cons#rthe affected holders of Options, the cancatatf any outstanding Options and the
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grant in substitution therefor of new Options untler Plan covering the same or different numbeshafes of Common Stock, but having an
exercise price per share not less than eightygareent (85%) of the Fair Market Value (one hungrertent (100%) of the Fair Market
Value in the case of an Incentive Stock Optiorirothe case of a ten percent (10%) stockholded¢fised in subsection 5(c)), not less than
one hundred and ten percent (110%) of the Fair Btavlalue) per share of Common Stock on the newtglaie.

(2) Shares subject to an Option canceled undesthisection 9(e) shall continue to be counted ag#ie maximum award of Options
permitted to be granted pursuant to subsectiondi(tf)e Plan. The repricing of an Option under gibsection 9(e), resulting in a reduction
of the exercise price, shall be deemed to be aetlation of the original Option and the grant afubstitute Option; in the event of such
repricing, both the original and the substitutedi@ys shall be counted against the maximum awafr@ptions permitted to be granted
pursuant to subsection 5(d) of the Plan. The pianwssof this subsection 9(e) shall be applicably tmthe extent required by Section 162(m)
of the Code.

10. ADJUSTMENTS UPON CHANGES IN STOCK.

() If any change is made in the stock subjedh¢oRtlan, or subject to any Option (through mergensolidation, reorganization,
recapitalization, stock dividend, dividend in prageother than cash, stock split, liquidating dimdi, combination of shares, exchange of
shares, change in corporate structure or otherwtise)Plan will be appropriately adjusted in thess(es) and maximum number of shares
subject to the Plan pursuant to subsection 4(a}t@daximum number of shares subject to awardygarson during any calendar year
pursuant to subsection 5(d), and the outstandirtgp@pwill be appropriately adjusted in the clasy@nd number of shares and price per
share of stock subject to such outstanding Options.

(b) In the event of: (1) a merger or consolidaiimmvhich the Company is not the surviving corparator (2) a reverse merger in which the
Company is the surviving corporation but the shafdee Company's common stock outstanding immeljigareceding the merger are
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converted by virtue of the merger into other prope~hether in the form of securities, cash or othge then to the extent permitted by
applicable law:

(i) any surviving corporation shall assume any @udioutstanding under the Plan or shall subst#imddar Options for those outstanding
under the Plan, or (ii) such Options shall contimutull force and effect. In the event any sumiyicorporation refuses to assume or continue
such Options, or to substitute similar optionstfase outstanding under the Plan, then such Opsioals be terminated if not exercised prior
to such event. In the event of a dissolution anitiation of the Company, any Options outstandingeurthe Plan shall terminate if not
exercised prior to such event.

11. AMENDMENT OF THE PLAN.

(a) The Board at any time, and from time to timeyramend the Plan. However, except as provide@atic® 10 relating to adjustments uj
changes in stock, no amendment shall be effectilesa approved by the stockholders of the Compathiniwelve (12) months before or
after the adoption of the amendment, where the dment will:

(1) Increase the number of shares reserved folo@ptinder the Plan;

(2) Modify the requirements as to eligibility foagicipation in the Plan (to the extent such madifion requires stockholder approval in order
for the Plan to satisfy the requirements of Sectid® of the Code); or

(3) Modify the Plan in any other way if such modéiion requires stockholder approval in order figr Plan to satisfy the requirements of
Section 422 of the Code or to comply with the regmients of Rule 16b-3.

(b) The Board may in its sole discretion submit athyer amendment to the Plan for stockholder amdrancluding, but not limited to,
amendments to the Plan intended to satisfy theinmgents of Section 162(m) of the Code and thelatigms promulgated thereunder
regarding the exclusion of performantased compensation from the limit on corporate delility of compensation paid to certain execu
officers.
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(c) Itis expressly contemplated that the Board ewaend the Plan in any respect the Board deemsseageor advisable to provide Option
with the maximum benefits provided or to be prodideder the provisions of the Code and the reguiatpromulgated thereunder relating to
Incentive Stock Options and/or to bring the Plad/anincentive Stock Options granted under it icbonpliance therewith.

(d) Rights and obligations under any Option grattefbre amendment of the Plan shall not be alterechpaired by any amendment of the
Plan unless
(i) the Company requests the consent of the pasarinom the Option was granted and (ii) such pecssents in writing.

12. TERMINATION OR SUSPENSION OF THE PLAN.

(a) The Board may suspend or terminate the Planyatime. Unless sooner terminated, the Plan $érafiinate on June 5, 2003 which shal
within ten (10) years from the date the Plan ispaeld by the Board or approved by the stockholdetseoCompany, whichever is earlier. No
Options may be granted under the Plan while the Blauspended or after it is terminated.

(b) Rights and obligations under any Option grantéde the Plan is in effect shall not be alterednapaired by suspension or termination of
the Plan, except with the consent of the persavhtom the Option was granted.

13. EFFECTIVE DATE OF PLAN.

The Plan shall become effective as determined éyBttard, but no Options granted under the Plari Beadxercised unless and until the Plan
has been approved by the stockholders of the Coynparich approval shall be within twelve (12) momthefore or after the date the Plan is
adopted by the Board, and, if required, an appatgmpermit has been issued by the Commissioneoigfdations of the State of California.
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Exhibit 23.1
[LETTERHEAD]
CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS

As independent public accountants, we hereby cénsehe incorporation of our report included istRorm 10-K, into the Company's
previously filed Registration Statement File No3331616, 333-04073 and 333-46705.

/'s/ ARTHUR ANDERSEN LLP

Denver, Col orado,
March 24, 1998.



ARTICLE 5

RESTATED:
MULTIPLIER: 1,00C

PERIOD TYPE

FISCAL YEAR END
PERIOD START
PERIOD END

CASH

SECURITIES
RECEIVABLES
ALLOWANCES
INVENTORY
CURRENT ASSET¢
PP&E

DEPRECIATION
TOTAL ASSETS
CURRENT LIABILITIES
BONDS

PREFERRED MANDATORY
PREFERREL
COMMON

OTHER SE

TOTAL LIABILITY AND EQUITY
SALES

TOTAL REVENUES
CGS

TOTAL COSTS
OTHER EXPENSES
LOSS PROVISION
INTEREST EXPENSE
INCOME PRETAX
INCOME TAX

INCOME CONTINUING
DISCONTINUED
EXTRAORDINARY
CHANGES

NET INCOME

EPS PRIMARY

EPS DILUTED

12 MOS
DEC 31 199
JAN 01 199!
DEC 31 199
13,33:

0

15,38:

(210)

16,10¢
46,30:
10,27:
(3,634
55,31¢
12,55:

0

0

0

21

41,06¢
55,31¢
94,70¢
94,70¢
49,31
49,31
23,91¢

612
21,08¢
7,80¢
13,28:

13,28
0.7:
0.6¢



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 11,47(
SECURITIES 20,17«
RECEIVABLES 28,81«
ALLOWANCES (428
INVENTORY 26,24:
CURRENT ASSET¢ 91,58!
PP&E 18,34¢
DEPRECIATION (7,017
TOTAL ASSETS 112,24
CURRENT LIABILITIES 24,87
BONDS 0
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 22
OTHER SE 87,32¢
TOTAL LIABILITY AND EQUITY 112,24
SALES 141,92:
TOTAL REVENUES 141,92:
CGS 87,53¢
TOTAL COSTS 87,53¢
OTHER EXPENSE! 37,38(
LOSS PROVISION 0
INTEREST EXPENSE 32¢
INCOME PRETAX 17,03:
INCOME TAX 6,66¢
INCOME CONTINUING 10,36:
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 10,36:
EPS PRIMARY 0.4¢
EPS DILUTED 0.47
End of Filing
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