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PART |

ITEM 1. BUSINESS
Overview

We design, manufacture and support a grolgyitomponents and subsystems for vacuum procesansy. Our customers use our
products in plasma-based thin-film processing emeipt that is essential to the manufacture of semdigctors; compact disks, DVDs and
other digital storage media; flat-panel computeat tatevision screens; coatings for architecturasgland optics; and power converters for
advanced technology computer workstations and serve

Our direct current (DC) and radio frequenc¥)Rower systems refine, modify and control the ed@ctrical power from a utility and
convert it into power that is uniform and predidéalThis allows manufacturing equipment to prodand deposit very thin films at an even
thickness on a mass scale. Our acquisition of Brekl- Technik GmbH (Dressler) in March 2002, hatifer enhanced our power systems.

Through our acquisitions of Engineering Measugnts Company (EMCO) in January 2001 and AeranJaipaited (Aera) in January
2002, which provide gas flow products, and Noahdiwjs, Inc. (Noah) in April 2000 and Sekidenko,.limcAugust 2000, which provide
thermal control and measurement products, we acenpany that can provide “best-of-breed” componantssystems, bringing together
technologies that provide our customers increasecigion and productivity.

We use ion source technology for products pinatluce a beam of ions for surface modificatio ather ion beam processes. We have
developed a sophisticated pulsing power supplyipaity for electroplating processes on semicortdugvafers.

In collaboration with a major microprocessarmufacturer we have developed the IKOR™ produatgiaf DCDC converters specifical
designed to power the new low voltage, high curmeictoprocessors, application-specific integratiecuits (ASICs), logic and memory
chips.

We market and sell our products primarilyamk, original equipment manufacturers (OEMs) afisenductor, flat panel display, data
storage and other industrial thin-film manufactgragquipment. We have sold our products worldwidatwe than 100 OEMs and directly to
more than 500 end users. Our principal custometade Applied Materials, Inc., Axcelis Technologiésc., Lam Research Corporation,
Novellus Systems, Inc., ULVAC Technologies, IndaglUnaxis Corporation and Tokyo Electron LimitedleS to customers in tt
semiconductor capital equipment industry comprig2¥ of our sales in 2002, 59% in 2001 and 70% B02We sell our products primarily
through direct sales personnel to customers iJtieed States, Europe and Asia, and through digwils in various regions outside the
United States. International sales represented @f08ar sales in 2002, 36% in 2001 and 28% in 2@®pugh many of our products sold
domestically are placed on systems shipped ovelseasr customers.

Development of Company Business

We incorporated in Colorado in 1981 and reipocated in Delaware in 1995. In 1995 we effectedinitial public offering of our
Common Stock. Unless the context otherwise requaresised in this Form 10-K, references to “AdvarErergy” refer to Advanced Energy
Industries, Inc. and references to “we”, “us”, out” refer to Advanced Energy and its consolidatebsidiaries. Our executive offices are

located at 1625 Sharp Point Drive, Fort Collins|laZado 80525, and our telephone number is 970-
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221-4670. Our website address is www.advanced-groeng. We make available free of charge on our websur annual report on Form 10-
K, quarterly reports on Form 10-Q, current reportd=orm 8-K, and all amendments to these repors®@s as reasonably practicable after
filing such reports with, or furnishing them toetBecurities and Exchange Commission (the SEC).

Products

The following summarizes our portfolio of praxs:

DIRECT
CURRENT
AND
LOW
FREQUENCY
PRODUCTS

RADIO
FREQUENCY
PRODUCTS

FLOW
PRODUCTS

TEMPERATURE

CONTROL
PRODUCTS

SOURCES
PRODUCTS

IKOR™
PRODUCTS

Product

Power/Current

Major Process

Description Level Applications
Power control and 400W — 200kwW CVvD
conversion system PVD
*Reactive sputtering
*Metal sputtering
eDual magnetron
eLarge Area Coating
Electroplating
Wafer handling
Medical and Lase
Power control and 500W — 10kW Etch
conversion system CVvD
Surface modification
Metrology 50W - 10kW Diagnostic/contro
Hydro and ultrasonic N/A Flow measurement
flow meters Nor-invasive measurement
Mass flow controllers N/A Semiconductor processes

Dynamic point-of-use
and static
thermoelectric chillers

Non-contact optical
fiber thermometry

Closed drift

Inductively coupled
plasma sourc

Low voltage/high current

power conversiol

1.5kW — 4.25kW

N/A

1kW — 10kwW
1kW — 10kW
<1lkwW

Fiber optics
CVvD
CMP

Etch
Strip
Track

RTP
CVvD
Strip

PVD
Cleaning
Surface modificatiot

Chamber cleaning
Abatemen

Powering of next generation
microprocessors and ASI(
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DIRECT CURRENT PRODUCT

The MDX SeriesThese products are most commonly used as DC paweliss for PVD sputtering where precise contropegior arc
prevention and suppression and low stored energgacteristics are required. They are also usedbasshpplies for RF sputtering, tool
coating and some etching systems. The MDX seriasists of six different product lines that provaleange of power levels from 500W to
120kW. Our second-generation product, the MDX ksvintroduced to support higher power levels, aviole wider output range, and to
meet strict European regulatory requirements. Aehodthe MDX series, the MDX-L, was designed fepecially high reliability.

The Pinnacle™ PlatforniThe Pinnacle platform, which we updated with Pin@&¢t—Il is the most recent general-purpose platforithe
DC product line. We developed the Pinnacle prigdal use in DC PVD sputtering processes, andavisles substantial improvements in
prevention, arc suppression capability, reducee, $igher precision and expanded control capabilibe low stored energy of Pinnacle, a
basic feature of our DC power conversion equipmsrdye to the patented basic circuit topology.

The Pinnacle™ Plus PlatfornThis platform is a pulsed DC power system desiguréttipally for use in reactive sputtering to produ

insulating films. It is capable of producing upltokW of power in short pulses at frequencies upaidkHz, for virtual elimination of arcing
difficult processes.

The Pinnacle™ 3000Lhe Pinnacle 3000 power supply, which we introduoe202, offers a high feature set that enablesigion
optical coatings, hard disk thin-film depositiordasther related PVD applications. The Pinnacle 30®€rs userselectable and programma
parameters, up to 3kW of power from less than 500@0V DC and delivers process consistency andaidhiat reduces process variation
and improves yields.

Sparc-le® AccessorieQur Sparde line of DC accessories have been updated setiried since its introduction, and are designeti ke
reduce the number of arcs that occur in plasmaebaseesses and to reduce the energy deliveredsifdm occur. The Sparc-le accessories
are especially effective in applications involvitng deposition of
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insulating materials where the reaction betweerpthsma and target is likely to produce more seaeceonditions. The Sparc-le accessories
are most commonly used with the MDX product lines.

Electrostatic Chuck Power Systeige designed this system of power conversion unitafspecific customer for use in wafer handling
systems for the semiconductor fabrication markbe &lectrostatic chuck is a device that uses @datds to hold or “chuck” a wafer in a
vacuum environment without mechanical holding fofideis permits more gentle handling of the wafedt aimultaneous heating or cooling
the wafer during processing. When our power systppiies voltage to the wafer, electric fields ammated which hold the wafer in position.
Exact control and careful ramping of the voltagenits the wafer to be picked and placed with piienisThe system permits multiple power
units to be held in a single chassis for easetefjiation into the customer’s system.

Astral™ Products The Astral products, made in 20kW, 120kW and 280kersions, offer a technology, called “currentgmd dual
magnetron sputtering.” These units are used foeld@ment of coatings for CRT and flat panel displautomotive applications and new
types of glass coatings.

Crystal™.The Crystal 180kW power conversion unit was devedbfor use in industrial PVD applications such hiéectural glass
coating, but is also useful in Plasma Enhanced @tedapor Deposition. The latter may be used fpakition of oxygen- and water-vapor-
barrier coatings on films used in food packagimgPVD the unit is typically used as a powering seuor a pair of magnetron sputtering
sources in the “dual” configuration in a reactiypeitering system.

The PE SeriesThe PE low frequency power products are air abaled primarily intended for use in certain PVDewtical vapor
deposition (CVD) and industrial surface modificati@pplications, including dual cathode sputtering printed circuit board de-smearing.
The PE series products range in frequency from 23kH 00kHz. The PE-Il products are water cooledi gmoduce 10kW at 40kHz.

The ID SeriesThe ID power conversion and control systems weedfitht products we designed. These systems wedfgally designe
to power broad-beam ion sources. ID series produetsomposed of a coordinated set of multipleiapparpose power supplies that are
used for ion-beam deposition and sputtering, impléon, etching and milling.

The E'Wave™ The E’'Wave is designed for the semiconductor ingustr electroplating copper onto a wafer. The posagoply can
produce up to four channels of mudtep, bipolar, square waveforms, which permit ihygper to be alternatively plated and etched inipedy
controlled ways, in order to fill very small caeii on the wafer surface. Each channel can prodd@e/£ontinuous and up to 2kW peak, fi
total supply output of 1.6kW continuous and 8kWkpea
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RADIO FREQUENCY PRODUCIT
RF POWER GENERATORS

Low Frequency (LF) Generator§he LF-5 is a 500W unit and the LF-10 is a 1kW uBitth of these units are variable-frequency,
microprocessor-controlled systems. With a frequeaoge extending from 50kHz to 460kHz, these geaesare a good complement to the
PD and PE series.

PDX SeriesThe PDX series of mid-frequency power conversioth @mtrol systems apply cost-effective, single @aion, switchmode
techniques to higher frequencies. Depending upareptevels and application, they are availableimeravater cooled generators and are
used primarily in semiconductor etch and CVD agtlans. Unlike the LF series, which is frequencifeaghe PDX platform products are
supplied at discrete frequencies from 275kHz tok#30 Some versions provide pulsed operation.

HFV SeriesThree versions of the HFV generator produce 3y Bk@V of power at a variable frequency centerealbatut 2MHz for
powering inductively coupled plasma (ICP) systehmeugh a fixed element matching network. This platf is water cooled and ultra
compact, providing up to 8kW of power in a 5-1/8hrrack mount enclosure 20-1/4 inches deep.

The RFG SerieShe RFG and RFXII are water cooled, full switchm&te power conversion generators that make extensigef
custom hybrid technologies. Versions of the RF@&dted at OEM installations, and the full-featuneidroprocessor controlled RFXII, are
currently available at frequencies of 4MHz and 68151z, and in power levels up to 5kW. They are egtegly used in semiconductor
processes, including CVD, RF sputtering, plasmhietgdeposition and reactive ion etching.

APEX SeriesThe APEX series of power control and conversioniesyis feature extremely high power densities antiistpated
microprocessor control. This product line addresisedatest semiconductor industry trends, asseatiaith 300mm wafer processing, for
higher power levels and tighter control. The APEXes is highly configurable for OEM applicationsdancludes models from 1.5kW to
10kW as well as many custom versions, intendedlifect tool mounting, which include selectable fx@atches and post-match network RF
instrumentation. The instrumentation can be useglasma, chamber and/or process diagnostics sedtoop control in conjunction with
some of our other integrated system control praduct

The RF SeriesThe RF series products generate power between S0@V8kW, and are selectively available with freques from 2MHz
to 40MHz. They use simple, reliable alternatingrent (AC) transformer front ends and employ line&rsections, permitting variable
frequency and high-speed pulse operation.

The Atlas™ Serie§.he Atlas power products combine the advantagasnebdernized version of the linear RF sectionfiefRF series
with a switchmode AC
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front end. These products currently range in pawgeto 4kW and are targeted at applications requigigile frequency control in the high
frequency (HF) range or fixed frequency VHF openatip to 200MHz. These units complement the APE}s®f fixed frequency, high
efficiency HF range generators. Our customers baoge to have either the compact package of tied fbequency APEX or, where requir
the frequency agility or VHF capability of the Aglaroducts.

RF MATCHING NETWORKS

Analog Control Matching Network$he AZX, AM and Mercury series impedance matchietnorks represent several generations of
auto match networks. These match networks are iiesigs accessories to match the complex elecmgeadance of the plasma to the 50-
Ohm-output impedance of the generators, in ordpetait maximum power transfer. These networksseseo-motor driven, ceramic
envelope, variable vacuum capacitors and are degdifpr specific impedance ranges. Some models dampgilit powers up to 30kW.
Different mechanical packages and various serveralbschemes are employed in the different sesegporting a wide variety of
applications.

Fixed and No-Moving-Part Variable Match Networkée pioneered the use of fixed element and/or eleutally variable element
matches for use in load power regulated and fregyzagile RF power delivery products. We introdutieel RFG 2K2V and Multi-function
Adapter with fixed-element matching networks foe s a chamber-mount dielectric CVD system. Thigtey provides significant cost
savings and performance enhancements. In 199&)tveeluced Frequency Transformation Matching Systehich is a solid-state variable
matching network with no moving parts. Used with ttlas series of generators in a frequency-atileged poly-etch system, this delivery
system provides a wide impedance matching randeeygeires no servo controls or moving parts. Weathgs product in conjunction with o
frequency-agile Atlas generators. The extensiathisftechnology continues and is reflected in tieoiporation of selectable fixed matches
within custom APEX generator packages.

Microprocessor Controlled Matching Networkthe Navigator series is the most recent matchimgor& platform we have introduced.
This platform is highly modular and employs directipled, microprocessor-controlled stepper motidritze variable vacuum capacitors.
This platform makes provisions for pre- and posttch RF parameter measurements. The microprocesswool enables sophisticated con
algorithms to handle tough plasma matching apptinatthat would be impossible with analog contableames. The provision for post-match
RF instrumentation (Navigator Z variations), withire controlled environment at the input to thershar, has significant potential for
improved processes through closed-loop controligddaer series matching networks are being welliveceby OEMs for use in their next
generation tools.

RF INSTRUMENTATION

Z-Scan™ Voltage-Current (V-I) Prob&his unit replaces the RFZ impedance probe. Z-8uaasures the RF properties of a plasma
process and provides condensed
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information through its Z-Ware software. The segg&chnology incorporated in the Z-Scan probe alaacurate, real-time measurement of
power, voltage, current and impedance levels dt iistdamental and harmonic frequencies, under bptyeered process conditions. Such
measurements not only help our customers designgifteeess systems, but are also used as sendé@teetors of process conditions,
including etch endpoint.

FLOW PRODUCT!

Our acquisition of EMCO in 2001 expanded owrdpict offerings to flow meters, providing appliosis to measure de-ionized, ultra-pure
and waste water steams and gases, among otheiaisat®ur acquisition of Aera in January 2002 extshour offerings to thermal-based,
pressure-based and liquidssed mass flow controllers for applications inisemductor processes, fiber optics, CVD and chehmezchanica
planarization (CMP).

TEMPERATURE CONTROL PRODUCTS

Our acquisition of Noah in 2000 expanded audpct offerings to temperature control produgtsjuding dynamic point-of-use
thermoelectric chillers and static thermoelecthiglers with power levels from 500W to 4.25kW fdclk, strip and track applications. Our
acquisition of Sekidenko, Inc., also in 2000, exgmhour offerings to non-contact optical fiber themetry for rapid thermal processing
(RTP), CVD and strip applications.
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IKOR™ PRODUCT¢

IKOR™. IKOR is a technology-driven supplier of lomltage, high current power delivery solutionsifdegrated circuits applications at
original equipment manufacturers in the high-enchgoting, automated test equipment and DataCom rsarke

The newer generations of microprocessors rede support of higher current at lower voltagesl must be extremely agile (able to
handle rapidly changing power outputs). IKOR pradutzliver high performance, high efficiency, amghhpower density including: sub-one
volt high current supplies, isolated and non-iseddDC-DC converter modules, and AC-DC power sohgid he IKOR patented basic circuit
topology permits smaller, cost-effective solutionsjch are stable under high rates of change okatidraw, without the use of expensive
and unreliable electrolytic capacitors.

Markets and Customers
MARKETS

Most of our sales have historically been tstomers in the semiconductor capital equipmentstriguSales to customers in this industry
represented 62% of our sales in 2002, 59% in 20d178% in 2000. Our power conversion and controtpcts, flow products, and ion and
plasma sources are also used in the flat pandbgtispiata storage and advanced product applicati@aikets. Our other brand, IKOR™
products, are used in the advanced product applicamarket. Following is a discussion of the majarkets for our products:

SEMICONDUCTOR CAPITAL EQUIPMENT MANUFACTURING MARKW®e sell our products primarily to semiconductoritzp
equipment manufacturers for incorporation into pment used to make integrated circuits. Our pradag currently used in a variety of
applications including dielectric and metal filmpdsition, etch, ion implantation, photo-resiststind megasonic cleaning. The precise
control over plasma-based processes enables tHagimn of integrated circuits with reduced featsies and increased speed and
performance. We anticipate that the semiconduepital equipment industry will continue to be a stalntial part of our business for the
foreseeable future.

DATA STORAGE MANUFACTURING EQUIPMENT MARKENS.also sell products to manufacturers of dataagmequipment and
data storage devices for use in producing a vaagproducts, including CDs, CD-ROMs and DVDs andhputer hard disks, including both
media and thin-film heads. These products use a pdPess to produce optical and magnetic thin-fyers, as well as a protective wear
layer. In this market, the trend towards higheordig densities is driving the demand for denfenner and more precise films. The use of
equipment incorporating magnetic media to

11
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store analog and digital data continues to expaittutive growth of the laptop, desktop and workstatomputer markets and the consumer
electronics audio and video markets.

FLAT PANEL DISPLAY MANUFACTURING EQUIPMENT MARK®E also sell our products to manufacturers ofdtatel displays
and flat panel projection devices, which have fation processes similar to those employed in natufing integrated circuits. Flat panel
technology produces bright, sharp, large, coldn-images on flat screens for products ranging fnamd-held computer games to laptop and
desktop computer monitors to large-screen telengsidhere are three major types of flat panel displliquid crystal displays, field emitter
displays, and gas plasma displays. There are tpestgf flat panel projection devices: liquid crygtajection and digital micro-mirror
displays. We sell our products to all five of théls¢ panel markets.

ADVANCED PRODUCT APPLICATIONS MARKEY: also sell our products to OEMs and produceendfproducts in a variety of
industrial markets. Thin-film optical coatings arged in the manufacture of many industrial produatkiding solar panels, architectural
glass, eyeglasses, lenses, barcode readers ahddréacte mirrors. Thin films of diamond-like coads and other materials are currently
applied to products in plasma-based processesaiogthen and harden surfaces on such diverse rodsitools, razor blades, automotive
parts and hip joint replacements. Other tfilim-processes that use our products also enabéeiaty of industrial packaging applications, si
as decorative wrapping and food packaging. Therambathin-film production processes allow precisetil of various optical and physical
properties, including color, transparency and elesttand thermal conductivity. The improved adbasind high film quality resulting from
plasma-based processing make it the preferred miethapplying the thin films. Many of these thimafiindustrial applications require power
levels substantially greater than those used irother markets.

APPLICATIONS

We have sold our products for use in connaactiih the following processes and applications:

Semiconductor Data Storage Flat Panel Display Advanced Product Applications
Chemical vapor deposition CD-ROMs Active matrix LCDs Automobile coatings
(metal and dielectric) CDs Digital micro-mirror Chemical, physical and materials research
Plasma-enhanced CVD Recordable CDs Field emission displays Circuit board etch-back and de-smear
High-density plasma CVD DVDs Large flat panel Consumer product coatings
Etch Hard disk carbon wei displays Diamond-like coatings
lon implantation LCD projection Food package coatings
Magnet field controls coatings Liquid crystal displays Glass coatings
Megasonic cleaning Hard disk magnetic Medical applications Optical coatings
Photo-resist stripping media Plasma displays Photovoltaics
Physical vapor deposition Magneto-optic CDs Superconductors
Solid-state temperature controls Thin-film heads

Optical fiber thermometers
Mass flow controller:

12
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CUSTOMERS

Our products are sold worldwide to more th@f OEMs and directly to more than 500 end users.t@ulargest customers accounted for
53% of our total sales in 2002 and in 2001, and #22000. We expect that sales of our producthésd customers will continue to account
for a high percentage of our sales in the forededature. Representative customers include:

Advanced Micro Device
Applied Films
Applied Materials
Axcelis

Cardinal CC
Celestice
Colorado Me-Tech
Guardian Glas
Hewlet-Packarc
Hitachi

IBM

Intel

Intevac

Lam Researc

LSI Logic

Mattson Technologie
Mitsubishi

Motorola

National Semiconductc
Novellus

Samsun(

Singulus

Texas Instrument
Tokyo Electror
Trikon

ULVAC

Unaxis

Veeco

Applied Materials, our largest customer, acted for 27% of our sales in 2002, 24% in 2001 2% in 2000. No other customer

exceeded 10%. See Note 13 to our financial statsmen

Our backlog increased from $16.3 million acBmber 31, 2001 to $21.8 million at December 3D22@pproximately $2.8 million of thi
increase was a result of our acquisitions of Aeid @ressler in 2002. We schedule production ofsystems based on order backlog and
customer commitments. Backlog includes only ord@rsvhich written authorizations have been accepiedi revenue has not been
recognized. Due to possible customer changes imediglschedules and cancellations of orders, odklbg at any particular date is not
necessarily indicative of actual sales for any sading period. Delays in delivery schedules anaf@duction of backlog during any
particular period could have a material adversecgfbn our business and results of operations.

Marketing, Sales and Service

We sell our products primarily through direates personnel to customers in the United StBtespe and Asia. Our sales personnel are
located at our headquarters in Fort Collins, Calorand in sales offices in Concord, Massachusg#s;Jose, California; Tempe, Arizona;
Vancouver, Washington; and Voorhees, New Jersegetee customers in Asia and Europe, we have affitdokyo and Hachioji, Japan;
Bundang, South Korea; Taipei Hsien and Hsinchuw@aj Shenzhen and Shanghai, China; Filderstadthk&im, Stolberg and Dresden,
Germany; Bicester, England; and Edinburgh, Scotl@hése offices have primary responsibility foresah their respective markets. We also

have distributors outside the United States.

Sales outside the United States representaa@dmately 40% of our total sales during in 2088% in 2001 and 28% in 2000. We expect

sales outside the United States
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to continue to represent a significant portionufife sales. Although we have not experienced mmjficant difficulties involving
international sales, such sales are subject tainaisks, including exposure to currency fluctaas, the imposition of governmental controls,
political and economic instability, trade restriets, changes in tariffs and taxes and longer payoyetes typically associated with
international sales.

We believe that customer service and techsiggport are important competitive factors andessential to building and maintaining
close, long-term relationships with our custome&ve. maintain customer service offices in Fort Calli@olorado; Longmont, Colorado; San
Jose, California; Vancouver, Washington; Voorh&esy Jersey; Tokyo and Hachioji, Japan; BundangitSisarea; Taipei Hsien and
Hsinchu, Taiwan; Shenzhen and Shanghai, Chinagisilddt, Kirchheim and Dresden, Germany; Bice&egland; and Edinburgh, Scotland,
but plan to close our Longmont, Colorado and Voegh&lew Jersey customer service locations durifg.20

We offer warranty coverage for our producterashipment against defects in design, materiadsneorkmanship, for periods ranging from
12 to 36 months, with the majority of our producéving terms ranging from 18 to 24 months.

Manufacturing

We have manufacturing locations in Fort Calland Longmont, Colorado; Voorhees, New JerseyVamtouver, Washington. In
connection with the acquisitions of Aera and Dreisske now have manufacturing facilities in Hachid@qpan; Bundang, South Korea; and
Kirchheim and Stolberg, Germany. We generally maatuire different products at each facility. DurR@P3, we plan to transition the
manufacturing of our products in Longmont, Coloraaal Voorhees, New Jersey to Fort Collins, Colorath a new facility in Shenzhen,
China. Our manufacturing activities consist of ssembly and testing of components and subassambhiéh are then integrated into our
final products. Once final testing of all electtieaad electro-mechanical subassemblies is compléiedinal product is subjected to a series
of reliability enhancing operations prior to shipmhéo customers. We purchase a wide range of elgicirmechanical and electrical
components, some of which are designed to our fspetdns. We are increasingly outsourcing morewf subassembly work.

We rely on sole and limited source supplierscirtain parts and subassemblies. This reliareaes a potential inability to obtain an
adequate supply of required components,
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and reduces control over pricing and timing ofwly of components. An inability to obtain adequaieplies would require us to seek
alternative sources of supply or might requireausetiesign our products to accommodate differemtpmments or subassemblies. We coul
prevented from the timely shipping of our product®ur customers if we are forced to seek altevaatources of supply, manufacture such
components or subassemblies internally, or redesigmproducts.

Intellectual Property

We have a policy of seeking patents on inwarstigoverning new products or technologies asgfantir ongoing research, development,
and manufacturing activities. We currently hold&3ted States patents and have over 50 patentcapipins pending in the United States,
Europe and Japan. We do not have patent protefctiarur intellectual property in several countriesvhich we do business, and we have
limited patent protection in certain other courdtri€he cost of applying for patents in foreign doies and translating the applications into
foreign languages requires us to select carefu#lyitventions for which we apply for patent proi@etand the countries in which we seek
such protection. Generally, our efforts to obtaiteinational patents have been concentrated ibited Kingdom, Germany, France, Italy
and Japan because there are other manufacturedeaeldpers of power conversion and control systertisose countries, as well as
customers for those systems.

Litigation may from time to time be necesstrgnforce patents issued to us, to protect tradeets or know-how owned by us, to defend
us against claimed infringement of the rights dfess or to determine the scope and validity ofpifeprietary rights of others. See
“Cautionary Statements — Risk Factors — We arelhidgépendent on our intellectual property but maylre able to protect it adequatedyrid
“—Intellectual property litigation is costly.”

Competition

The markets we serve are highly competitive @maracterized by ongoing technological develograad changing customer requireme
Significant competitive factors in our markets ¢ product performance, price, quality and reliighand level of customer service and
support. We believe that we currently compete éiffety with respect to these factors, although ¢hean be no assurance that we will be able
to compete effectively in the future.

The markets in which we compete have seen@ease in global competition, especially from d#se- and European-based equipment
vendors. We have several
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foreign and domestic competitors for each of owdpct lines. Some of these competitors are langérhave greater resources than we have.
Our ability to continue to compete successfullyhiase markets depends on our ability to make tinmétgductions of system enhancements
and new products. Our primary competitors are MESruments, Inc.; Huettinger Elektronik GmbH and B&; Shindingen; Kyosan

Electric Manufacturing Co. Ltd.; Comdel; STEC, InCelerity Group, Inc. (formerly Kinetics); MykraliCorp.; and Daihen Corp. We expect
our competitors will continue to improve the desagrd performance of their products and to introcume products with competitive
performance characteristics. We believe we wiltdspiired to maintain a high level of investmenbath research and development and sales
and marketing in order to remain competitive.

Operating Segment

We operate and manage our business of manufagt marketing and servicing components and sstbgys for plasma-based
manufacturing processes as one segment.

Research and Development

The market for our subsystems for vacuum @Eesgstems and related accessories is charactesizajoing technological changes. We
believe that continued and timely development of peoducts and enhancements to existing produdsgport OEM requirements is
necessary for us to maintain a competitive positiaihe markets we serve. Accordingly, we devasggaificant portion of our personnel and
financial resources to research and developmefggisoand seek to maintain close relationships withcustomers and other industry leaders
in order to remain responsive to their product negments. Research and development expenses wei@ isdlion in 2002, $45.2 million in
2001 and $37.0 million in 2000, representing 20d%otal sales in 2002, 23.3% in 2001 and 10.2%2000. We believe that continued
research and development investment and ongoinglajanent of new products are essential to the estparof our markets, and expect to
continue to make significant investments in redeared development activities.

Number of Employees

As of December 31, 2002, we had a total 088 8mployees, 1,319 of whom were full-time contursiemployees. There is no union
representation of our employees, and we have reeygrienced a work stoppage. We utilize temporargleyees as a means to provide
additional staff while reviewing the performancetloé temporary employee. We consider our emplogkions to be good.
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Effects of Environmental Laws

We are subject to federal, state and locairenmental laws and regulations, as well as theérenmental laws and regulations of the
foreign federal and local jurisdictions in which Wwave manufacturing facilities. We believe we areniaterial compliance with all such laws
and regulations.

Cautionary Statements — Risk Factors

This Form 10-K includes “forward-looking statents” within the meanings of Section 27A of the8#ies Act of 1933 and Section 21E
of the Securities Exchange Act of 1934. All statateecontained or incorporated by reference inFloisn 10-K, other than statements of
historical fact, are “forward-looking statementBdr example, statements relating to our beliefpeetations, plans and projections are
forward-looking statements, as are statementssfietified actions or circumstances will continuelmenge. Forward-looking statements
involve risks and uncertainties. In some casesydad-looking statements can be identified by treduision of words such as “believe,”
“expect,” “plan,” “anticipate,” “estimate” and sifar words.

Some of the forward-looking statements in fasm 10-K are expectations or projections relatang

. customer inventory levels, needs and order le'

. our future revenue:

. our future gross profi

. market acceptance of our produ

. research and development expen

. selling, marketing, general and administrative eses;
. capital resources sufficiency and availabil

. potential acquisitions

. capital expenditure:

. restructuring activities and expenses;

. general economic conditions in the U.S. and worttda

Our actual results could differ materiallyrfrahose projected or assumed in our forward-looktagements, because forward-looking
statements by their nature are subject to risksuaicdrtainties. Factors that could contribute &séhdifferences or prove our forward-looking
statements, by hindsight, to be overly optimistitivachievable, include the factors describedimgbction. Other factors, including factors
which we do not now consider material, also mighttdbute to the differences between our forwtaking statements and our actual res
We assume no obligation to update any forward-loglstatement or the reasons why our actual resudfist differ.
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Our quarterly operating results are subject to sigificant fluctuations, which could negatively impactthe market prices of our
securities.

Our quarterly operating results have fluctdatignificantly and we expect them to continuexperience significant fluctuations.
Downward fluctuations in our quarterly results bistally have resulted in decreases in the priceunfcommon stock. Quarterly operating
results are affected by a variety of factors, mafwrhich are beyond our control. These factorstidet

. changes or slowdowns in economic conditions énstamiconductor and semiconductor capital equipineustries and other
industries in which our customers oper:

. the timing and nature of orders placed by our custs;

. changes in custome¢ inventory management practici

. customer cancellations of previously placed ord@id shipment delay
. pricing competition from our competitor

. component shortages or allocations or other fadt@t change our levels of inventory or subssdlgtincrease our spending on
inventory or result in manufacturing dela

. the introduction of new products by us or our cotitpes;

. costs incurred by responding to specific featuguests by customer

. declines in macroeconomic conditiol

. timing and challenges of integrating recent anepial future acquisitions and strategic allian:
. potential litigation especially regarding intelleat property; ant

. our exposure to currency exchange rate fluctnatimetween the several functional currencies igidorlocations in which we have
operations

In addition, companies in the semiconduct@itehequipment industry and other electronics canigs experience pressure to reduce
costs. Our customers exert pressure on us to remiges, enhance features, improve reliability redrodelivery times and extend payment
terms. These pressures could lead to significaam@bs in our operating results from quarter totgunarhese changes often occur quickly
make it difficult for us to predict our revenuesaomerating results. For example, our ability todicefuture operating results is quite low git
the continued uncertainty in virtually all formstethnology spending.

We have incurred significant charges and casdtded to inventory obsolescence and warrantgséltosts may be driven by many factors,
including new technologies introduced to the makeate by our competitors and others, volatilityhie demand for our products and our
introduction of newer, more complex products, whiehuired substantial rework and in some casesacepient in accordance with the terms
of our warranties.

In the past, we have incurred charges and ¢ekted to events such as acquisitions, restingtand storm damages. In addition, we have
from time to time incurred
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charges and costs related to new technologiesathdieing developed by others. The occurrencanifasievents in the future could advers
affect our operating results in the applicable tgrar

Our operating results in one or more futurartgrs may fall below the expectations of analgsis investors. In those circumstances, the
trading price of our common stock would likely desse and, as a result, any trading price of owentible notes may decrease as well.

The semiconductor and semiconductor capital equipn industries are highly volatile, and our operatirg results are affected to a
large extent by events in those industries.

The semiconductor industry historically hasibaighly volatile and has experienced periodsvefsupply resulting in significantly
reduced demand for semiconductor capital equipnidr@se reductions, in turn, have significantly mesthdemand for our products. A rapid
decrease in demand for our products can occurlimited advance notice because we supply subsydieeguipment manufacturers and
make a substantial portion of our shipments orsgijutime basis. This decrease in demand can adlyeimpact our business and financial
results disproportionately because of its unardigig nature.

During downturns, some of our customers haastitally reduced their orders to us and haveemeinted substantial cost reduction
programs. The semiconductor industry is curremiplved in one of the most significant downturngténhistory and there is no reason to
believe that this situation will significantly impve in the near term. Sales to customers in théceaaiuctor capital equipment industry
accounted for 62% of our total sales in 2002, 58%001 and 70% in 2000. We expect that our busiwébksontinue to depend significantly
on the volatile semiconductor and semiconductoitab@quipment industries for the foreseeable fitur

The market price of our common stock is highly voléle, which could lead to fluctuating prices for ou convertible notes, losses for
individual investors and costly securities class #ion litigation.

The market for technology stocks, including common stock, has experienced significant prickalume fluctuations. These
fluctuations often have been unrelated or dispridgueite to the operating performance of the congsariirom our IPO in November 1995
through March 17, 2003, the closing prices of ammmon stock on the NASDAQ National Market have ehffom $3.50 to $73.25. The
market for our common stock, and any market foramnvertible notes, likely will continue to be setf to severe fluctuations. Many factors
could cause the trading price of our common stackraotes to fluctuate substantially, including tbikowing:

. future announcements concerning our business, démiyy customers or competitol
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. variations in our operating resul
. introduction of new products or changes in proguitting policies by us, our competitors or our onsérs;

. changes in earnings estimates by securities stsaly announcements of operating results that@raligned with the expectations
of analysts and investor

. reduced spending for consumer electronic ite
. the economic and competitive conditions in the sidas in which our customers oper:

. changes or slowdowns in general economic comditay conditions in the semiconductor and semicotwdicapital equipment
industries and other industries in which our cusimoperate

. changes in the general geopolitical environmerd;

. general stock market trenc

In the past, following periods of volatility the market price of a particular company’s sei@s; securities class action litigation often has
been brought against that company. Many technatogypanies have been subject to this type of libgatWWe may also become involved in
this type of litigation. Litigation is often expeams and diverts management’s attention and ressuvaeich could significantly harm our
business, financial condition and results of openat

A significant portion of our sales is concentrate@mong a few customers.

Our ten largest customers accounted for 53@uptotal sales in 2002 and 2001, and 72% in 20Q0.largest customer, Applied
Materials, accounted for 27% of our total saleR002, 24% in 2001 and 39% in 2000. The loss ofafrgur larger customers or a material
reduction in any of their purchase orders wouldigicantly harm our business, financial conditiordaesults of operations.

The markets in which we operate are highly competite.

We face substantial competition, primarilyrfr@stablished companies, some of which have gréatarcial, marketing and technical
resources than we do. Our primary competitors af&Nhstruments, Inc.; Huettinger Elektronik GmbHIabo. KG; Shindingen; Kyosan
Electric Manufacturing Co. Ltd.; Comdel; STEC, InCelerity Group, Inc. (formerly Kinetics); MykraliCorp.; and Daihen Corp. We expect
that our competitors will continue to develop newwducts in direct competition with ours, improve tesign and performance of their
products and introduce new products with enhanegfibpnance characteristics.

To remain competitive, we need to continuertprove and expand our products and product offstiin addition, we need to maintain a
high level of investment in research and develograad expand our sales and marketing efforts, quaatily outside of the United States. We
may not be able to make the technological advaacdsnvestments necessary to remain competitive.
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New products developed by competitors or nedfieient production of their products could incsegressure on the pricing of our
products. In addition, electronics companies, iditilg companies in the semiconductor capital equigrmelustry, have been facing pressure
to reduce costs. Either of these factors may requirto make significant price reductions to avofing orders. Further, our current and
prospective customers consistently exert presquresdo lower prices, shorten delivery times androwe the capability of our products.
Failure to respond adequately to these pressurdd pesult in a loss of customers and orders.

We recently acquired a number of companies and teciologies, and may continue seeking acquisitions, bmight not be able to
integrate our acquisitions successfully or efficietly and may record significant charges related toliese acquisitions.

We have significantly expanded our produceniffgs through acquisitions and continue to seekiattion opportunities actively. Prior to
1997, we did not make any significant acquisitidnghe three years from 1997 through 1999, we imeddive companies. In 2000 and 2001,
we acquired three companies and entered into @gitgoartnership arrangement with one other companJanuary 2002, we acquired Aera,
a privately owned Japanese corporation with apprately 220 employees in six locations worldwideMarch 2002, we acquired Dressler, a
privately owned Stolberg, Germany-based providgrayfer supplies and networks.

Integrating the companies and technologieswtieshave acquired has placed substantial demandaromanagement team. Further, the
increased pace of our acquisitions has requirdd try to integrate multiple acquisitions simultansly. This has decreased the time and
effort that management can give to integrating eatjuisition, while continuing to manage our exigtbusiness.

Some of our acquisitions have been in teclgyobnd geographic markets in which we have limégperience. We might not be able to
compete successfully in these markets or operataduired businesses efficiently. While we maglile to reduce some costs through
consolidation, such as the elimination of redundacetions and personnel, other unanticipated afstperating acquired companies or
integrating them into our operations may contirmiernerge. Our business and results of operatiand be adversely affected if integrating
our acquisitions results in substantial chargestscalelays or other operational or financial peaid. Our acquisitions in 2002 and 2001
created significant goodwill and other intangibdsets, resulting in increased amortization expéigemay also recognize significant
goodwill and other intangible asset impairment gkeardepending upon the success of the operationg efcquisitions and Advanced Energy
as a whole.

Future acquisitions could place additionadistion our operations and management. Our abditpydnage future acquisitions will depend
on our success in:

. evaluating new markets and investme

. monitoring operations of acquired compan
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. controlling costs and unanticipated expenses dfiiaed companies

. integrating acquired operations and persor

. retaining existing customers and strategic partaeecquired companie
. leveraging our existing distribution channe

. maintaining effective quality controls of acquiresimpanies; an

. expanding our internal management, technical anduaing systems

Future acquisitions may result in dilution to existng stockholders, adversely affect our financial rsults or the market price of our
securities or limit our financial flexibility.

In connection with future acquisitions we mssue equity securities, incur or assume debtgmize substantial one-time expenses or
create goodwill and other intangible assets thalccresult in future charges for impairment orhie tase of other intangible assets, signifi
amortization expense. Parties to whom we issueyegecurities in acquisitions may seek to liquidatr ownership following an acquisitic
which may lead to increased pressure on the marla of our stock and convertible notes. The migpkiee of our securities may also
decline upon announcement of an acquisition, iégtars do not view it favorably. Also, many acdigsi opportunities are for foreign
companies or for divisions of larger companiesywbom cash is generally a more attractive consiaerahan securities. The use of cash for
these acquisitions may reduce our future finarftaalbility.

We might not be successful in acquiring the compaes or developing the technologies necessary to imapient our business strategy.

We continue to look for ways to expand ourduet offerings to new and existing customers arghas into new markets through
acquisitions, internal development and refinemém¢chnologies, and sales and marketing effortsvéier, whether or not we are successful
in implementing our goal of becoming a single-seyscovider of integrated solutions will depend oany factors, several of which are out of
our control. For example, we may not be able totifieor acquire companies or develop internallggarcts which complement our present
product offerings. If we identify appropriate targempanies or technologies, we may not be abédftmd to acquire them or may be
otherwise unsuccessful in doing so due to markeditions, competition, failure to agree on termd ather circumstances. Implementatiol
our growth, acquisition and product integratiomgy may be delayed or altered as these factimst aianagement’s acquisition and
development decisions.

Our newly acquired foreign operations, as well aswr foreign sales and service offices, present diffulties that we have limited
experience addressing.

Our acquisitions of Aera and Dressler sigaifitty increased our operations outside of the drBtates. In addition to our operations in
Japan and Germany, we maintain sales and senficeoin Germany, the United Kingdom, South KorEaiwan and China. In implementi
our business strategy, we may acquire other corapamirelocate some
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of our current domestic operations outside of tniedl States. In February 2003, we announced thailan to move selected power supply
and mass flow production lines to a new facilitydhina. We have limited experience in operating uf@cturing facilities in China, and may
face difficulties in the following areas among otie

. integrating our production process

. maintaining effective quality control

. meeting our custome’ demand schedule

. integrating operations and administrative persar

. complying with local laws, regulations and traderiesis; anc

. controlling costs and expens

Our foreign operations subject us to risks ancertainties that we have limited experience esking. For example, we face greater
difficulty outside the United States:

. managing and staffing our office
. safeguarding our intellectual proper
. understanding and complying with local businessatus and laws

. maintaining consistent standards of internal mnting controls and compliance with accounting gie8 in our operations around
the world; anc

. competing for customers and supplies with compapésed in the foreign counti
In addition, our foreign operations are subjeaisks in each country, including:

. currency controls and exchange rate fluctuati
. governmental regulations and controls; .

. political and economic instabilit

Our ability to integrate the operations of &and Dressler, transition selected manufactuninggsses to China, as well as our overall
financial results might be adversely affected, & are unable to address these difficulties and gsiccessfully.

We might not be able to compete successfully in itnational markets or meet the service and supponeeds of our international
customers.

Our customers increasingly require servicesumport on a worldwide basis as the markets irchviie compete become increasingly
globalized. Our success in competing in internaionarkets is subject to our ability to manageaasirisks and difficulties, including:

. compliance with product safety requirements anddsteds that are different from those of the Unii¢ates
. barriers to entry

. import and export requirements and contr
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. trade restrictions
. collecting past due accounts receivable from foreigstomers; an

. changes in tariffs and taxe

Sales to customers outside the United Statasuaited for 40% of our total sales in 2002, 3692001 and 28% in 2000. As a result of our
acquisitions of Aera and Dressler, we expect irgtgomal sales to represent a larger portion offoture sales. Providing support services for
our products on a worldwide basis also is subeatious risks, including:

. our ability to hire qualified support personr
. maintenance of our standard level of supf
. difficulties managing overseas distributors andespntatives; an

. differences in local customs and practic

Our ability to implement our business stratgegaind maintain market share will be compromidegleiare unable to manage these risks
successfully.

Fluctuations in the currency exchange rate betweetie U.S. dollar and foreign currencies could adverdy affect our operating results.

A portion of our sales is subject to curreegghange risk as a result of our international afp@ns. Approximately 40% of our revenues in
2002 were subject to this risk. As a result of expanded international operations and sales, imguthose acquired through the acquisitions
of Aera and Dressler, we expect a greater portfauofuture revenues to be subject to this risk.

We have experienced fluctuations in foreigmency exchange rates, particularly against thadese yen and the euro, which have
negatively affected our operating results from timéime. We have in the past entered into varfousard foreign exchange contracts to
mitigate currency fluctuations in the yen and iwtém continue to do so. We have not employed dévivdechniques with respect to any ot
currencies. Our current or any future derivativdhteques might not protect us adequately agairsttantial currency fluctuations and may
increase our foreign currency exposure and thetililaf our results of operations.

Shortages of components necessary for our producssembly can delay our shipments.

Manufacturing our products and control systéonshe semiconductor capital equipment induséiguires numerous electronic
components. Dramatic growth in the electronics stiuhas significantly increased demand for theseponents. This demand has resulte
periodic shortages and allocations of needed coemispand we expect to experience additional shestand allocations from time to time.
Shortages and allocations could cause shippingsiéa our products, adversely affecting our
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results of operations. Shipping delays also coalthalye our relationships with current and prospedctisstomers as well as our perception in
the markets in which we operate.

Our dependence on sole and limited suppliers coulaffect our ability to manufacture products and sysems.

We rely on sole and limited source supplierssbme of our components and subassemblies #hatitical to the manufacturing of our
products. This reliance involves several risksluding the following:

. the potential inability to obtain an adequate symlrequired component
. the potential for a sole source provider to cegeraiions

. our need to fund the operating losses of a solecequrovider

. reduced control over pricing and timing of delivefycomponents; an

. the potential inability of our suppliers to demgltechnologically advanced products to supportgpowth and development of new
products.

We believe that in time we could obtain andlify alternative sources for most sole and limisedirce parts or could manufacture the
ourselves. Seeking alternative sources or commagrictarnal manufacture of the parts could requgéouredesign our products, resulting in
increased costs and likely shipping delays. We beaynable to manufacture the parts internally desen our products, which could result
in further costs and shipping delays. These ine@assts would decrease our profit margins if waddoot pass the costs to our customers.
Further, shipping delays could damage our relatigmsswith current and potential customers and fearreaterial adverse effect on our
business and results of operations.

Our current and future investments in start-up or early stage companies might not be economically befigal or otherwise rewarding
and might cause us to realize losses.

We have invested in start-up and early stagepanies that develop products and technologi¢swbdelieve may provide us with future
benefits. These investments may not provide us anthbenefit, and we may not achieve any econoetiam on any of these investments.
Our investments in these companies are subjedt ob the risks inherent in investing in companikat are not established. We could lose all
or any part of our investments in these compaesr the last twelve months the implied value afimber of companies has decreased
dramatically and a number of technology compan&&ibeen forced to write off all or a portion oéithinvestments in these companies. In
2002 and 2001, we recorded impairment chargesrbtatan investment in an early stage companyingt&l1.9 million and $6.8 million,
respectively.

As we make additional investments, we mayegiired to reflect all or a portion of such investits as a charge against earnings or re
our share of the company’s income or losses. ABaaember 31, 2002, we have committed to advan&riilion to several privately held
companies over the next two years.
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We are highly dependent on our intellectual propeny but may not be able to protect it adequately.

Our success depends in part on our propri¢¢atynology. We attempt to protect our intellectuaperty rights through patents and non-
disclosure agreements. However, we might not be tabbrotect our technology, and competitors mighéible to develop similar technology
independently. In addition, the laws of some fonedguntries might not afford our intellectual pragehe same protections as do the laws of
the United States. Our intellectual property is m@ttected by patents in several countries in whiehdo business, and we have limited patent
protection in some other countries. The costs pfyépg for patents in foreign countries and tratis@the applications into foreign languages
requires us to select carefully the inventionswbich we apply for patent protection and the cdestmn which we seek protection. Generally,
we have concentrated our efforts to obtain intéonat patents in the United Kingdom, Germany, Featialy and Japan because there are
other manufacturers and developers of similar petedand control systems in those countries, asagatustomers for those products. Our
inability or failure to obtain adequate patent pation in a particular country could threaten daifity to compete effectively in that country.

Our patents also might not be sufficientlydsido protect our technology, and any existinguture patents might be challenged,
invalidated or circumvented. Additionally, our righunder our patents may not provide meaningfulpstitive advantages.

Intellectual property litigation is costly.

We have recently faced significant intellet@perty litigation, which resulted in us recardiapproximately $5.3 million in litigation
damages and expenses in 2002. As a result ofuthigrjent we have entered into a settlement agreeatiening us to sell the infringing
product subsequent to the date of the jury awandiedthe terms of the settlement agreement, weegrered to pay royalties to MKS
Instruments for each unit of the infringing produate sell. We charged approximately $530,000 t6 @osales in 2002 related to this
agreement.

Subject to the foregoing, we do not beliewa #iny of our products are infringing any patemtproprietary rights of others, although
infringements may exist or might occur in the faturitigation may be necessary to enforce patessised to us, to protect our trade secrets or
know-how, to defend ourselves against claimedrigieiment of the rights of others or to determinesttape and validity of the proprietary
rights of others. This type of litigation often tées substantial management time and attentiowedisas financial and other resources.

An adverse determination in any current oureiitigation could cause us to lose proprietégits, subject us to significant liabilities to
third parties, require us to seek licenses orraditdre technologies from others or prevent us froamufacturing or
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selling our products and impact future revenue. Afithese events could threaten our business,diabcondition and results of operations.
We must constantly develop and sell new products iorder to keep up with rapid technological change.

The markets for our products and the marketghich our customers compete are characterizeshgging technological developments
and changing customer requirements. We must cantmimprove existing products and to develop newdypcts that keep pace with
technological advances and meet the needs of storoers in order to succeed. We might not be abtemtinue to improve our products or
develop new products. The products we do develgiimot be cost-effective or introduced in a timelgnner. Developing and introducing
new products may involve significant and uncertasts. Our business, financial condition and rexfiioperations, as well as our customer
relationships, could be adversely affected if wietéadevelop or introduce improved products and peoducts in a timely manner.

We must achieve design wins to retain our existingustomers and to obtain new customers.

The constantly changing nature of semicondueturication technology causes equipment manufaciuto continually design new
systems. We often must work with these manufacéugarly in their design cycles to modify our equgminto meet the requirements of the
new systems. Manufacturers typically choose ortevorvendors to provide the power conversion equipnf@r use with the early system
shipments. Selection as one of these vendorsledcaldesign win. It is critical that we achievedh design wins in order to retain existing
customers and to obtain new customers.

We typically must customize our products fartftular customers to use in their equipment tuea@ design wins. This customization
increases our research and development expensesiarsttain our engineering and management resaurbese investments do not always
result in design wins.

Once a manufacturer chooses a power conveasidrrontrol system for use in a particular proditics likely to retain that system for the
life of that product. Our sales and growth coulgenence material and prolonged adverse effeete ifail to achieve design wins. In additi
design wins do not always result in substantiasak profits.

We believe that equipment manufacturers aftdact their suppliers based on factors such astlenm relationships. Accordingly, we may
have difficulty achieving design wins from equiprhemanufacturers who are not currently customeradiition, we must compete for des
wins for new systems and products of our existungt@mers, including those with whom we have hagd-@mm relationships.
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Our efforts to be responsive to customers may lead incurring costs that are not readily recoverable

We may incur manufacturing overhead and otbsts, many of which are fixed, to meet anticipatastomer demand. Accordingly,
operating results could be adversely affecteddeos or revenues in a particular period or fori@dar system do not meet expectations.

We often require long lead times for developth# our products during which times we must expsuabstantial funds and management
effort. We may incur significant development andestexpenses as we develop our products witholizirepcorresponding revenue in the
same period, or at all.

Our success depends upon our ability to attract andetain key personnel.

Our success depends upon the continued effbasr senior management team and our technicaketing and sales personnel. These
employees may voluntarily terminate their employtmeith us at any time. Our success also dependsipability to attract and retain
additional highly qualified management, technicadrketing and sales personnel. The process ofhérnployees with the combination of
skills and attributes required to carry out ouatgigy can be extremely competitive and time-consgniVe may not be able to successfully
retain existing personnel or identify, hire ancegrate new personnel. If we lose the services phleesonnel for any reason, including
retirement, or are unable to attract additionalifjed personnel, our business, financial conditiord results of operations could be materially
and adversely affected.

We conduct manufacturing at only a few sites and awsites are not generally interchangeable.

We conduct the majority of our manufacturingar facilities in Fort Collins and Longmont, Ccdalo; Voorhees, New Jersey; Vancouver,
Washington; Stolberg, Germany; and Hachioji, Japa2003, we plan to transition the manufacturifigar products in Longmont, Colorado
and Voorhees, New Jersey to Fort Collins, Colora a new facility in Shenzhen, China. We also fsmaller sites in Bundang, South
Korea; and Kirchheim, Germany. Each facility geflgnmanufactures different products and, thereftgaot readily interchangeable. In July
1997, a severe rainstorm in Fort Collins causedtaumbial damage to our Fort Collins facilities daadgome equipment and inventory. The
damage caused us to stop manufacturing at théitfaemporarily and prevented us from resumingd fubduction there until mid-September
1997. Our insurance policies did not cover allhef tosts that we incurred in connection with thestarm. Future natural or other
uncontrollable occurrences at any of our primaryuafacturing facilities that negatively impact ouanufacturing processes may not be fully
covered by insurance and could cause significamhha our operations and results of operations.
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We must maintain minimum levels of customized invetory to support some customer delivery requirements

We must keep a relatively large number anéetanf customized products in our inventory to tnaestomer delivery requirements. Our
inventory may become obsolete as we develop nedugts, as our customers develop new systems, antbdaroducts developed by
competitors. Recent inventory obsolescence hasmaakterial impact on our financial condition ansutes of operations. We recorded
approximately $5.8 million of inventory obsolescermharges in 2002, $6.4 million in 2001 and $65@,jd02000. We cannot provide any
assurance that we will not recognize significamaife inventory obsolescence charges.

Warranty costs on certain products may be excessive

In recent years we have experienced higher éxpected levels of warranty costs on certainyectsd We have been required to repair,
rework, and in some cases, replace, the productsw@rranty costs generally increase when we inttechewer, more complex products. We
recorded warranty costs of approximately $13.2iamlin 2002, $7.6 million in 2001 and $4.6 million2000. If such levels of warranty costs
persist in the future, our financial condition aedults of operations may be materially adversébcted.

We are subject to numerous governmental regulations

We are subject to federal, state, local ameligm regulations, including environmental reguasi and regulations relating to the design and
operation of our products and control systems. Wstransure that our products meet safety and emisstandards, many of which vary
across the states and countries in which our ptedare used. For example, the European Union Halsspad directives specifically relating
to power supplies. We must comply with these divestin order to ship our products into countrieet are members of the European Union.
In the past, we have invested significant resout@@sdesign our products to comply with theseddives. We believe we are in compliance
with current applicable regulations, directives atahdards and have obtained all necessary peapijtspvals and authorizations to conduct
our business. However, compliance with future ratjoihs, directives and standards could requir@ usddify or redesign some products,
make capital expenditures or incur substantialscdstve do not comply with current or future regibns, directives and standards:

. we could be subject to fine
. our production could be suspended

. we could be prohibited from offering particular guzts in specified market
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We lease a portion of our Fort Collins, Colorado failities and a condominium from entities in which amajor stockholder and insider
has financial interests.

We lease our executive offices and manufanguiiacilities in Fort Collins, Colorado from Progp®ark East Partnership and from Sharp
Point Properties, LLC. Douglas S. Schatz, our Ghair, President and Chief Executive Officer, hol@6 &% interest in each of the leasing
entities. Aggregate rental payments under theseéefor 2002 totaled approximately $2.7 million. W0 lease a condominium in
Breckenridge, Colorado to provide rewards and itiges to our customers, suppliers and employeesledge the condominium from AEI
Properties, a partnership in which Mr. Schatz hal@®% interest. Aggregate rental and other paysnemier the condominium lease for 2
totaled approximately $67,000. As of December 8022 Mr. Schatz owned approximately 34.3% of ounegmn stock. It is possible that the
interests of Mr. Schatz may not coincide with mierests with respect to these properties.

Our executive officers and directors own a signifiant percentage of our outstanding common stock, wbl could enable them to
control our business and affairs.

Our executive officers and directors ownedragimately 39.4% of our common stock outstandingfa®ecember 31, 2002. Douglas S.
Schatz, our Chairman, President and Chief Exec@ifieer, owned approximately 34.3% of our commésck outstanding as of
December 31, 2002. These stockholdings give ourwgixe officers and directors collectively, and Michatz individually, significant voting
power. Depending on the number of shares thatiabstatherwise are not voted on a particular nmatiar executive officers collectively
may be able to elect all of the members of our dadidirectors and to control our business affeirghe foreseeable future.

We recently have increased our leverage significalyt

As a result of our acquisition of Aera in Janu2002, we assumed approximately $34 millionankloans and other debt. In August 2!
we issued $125 million of convertible notes. In @&r and November of 2002, we repurchased an aajgref approximately $18.9 million
principal amount of our convertible notes in thewmarket. As a result of these transactions, oocipal and interest payment obligations
increased and such debt increased from approxiyn®83.9 million at December 31, 2000 to approxinya$212.2 million at December 31,
2002. Our bank loans assumed in the acquisitickesd mature through May 2007 and our convertiblesiare due in 2006. The degree to
which we will be leveraged could adversely affegt ability to obtain financing for working capitagcquisitions or other purposes and could
make us more vulnerable to industry downturns amdpetitive pressures. Our ability to meet our device obligations will be dependent
upon our future performance, which will be subjecthe financial, business and other factors afigabur operations, many of which are
beyond our control. Our note holders and otheritesimight require us to sell some of our asgetspinate some of our operations or take
other actions, including
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completely liquidating the company, if we are uratsl meet our debt service obligations.

Anti-takeover provisions limit the ability of a person or entity to acquire control of us and may adusely affect the value of our

common stock and our convertible notes.

Our certificate of incorporation and bylaiwslude provisions which:

. allow the board of directors to issue preferr@dis with rights senior to those of the common ktaithout any vote or other action

by the holders of the common sto

. limit the right of our stockholders to call a sp@aneeting of stockholders; a

. impose procedural and other requirements that amalkk it difficult for stockholders to effect paudiar corporate action

In addition, we are subject to the aatteover provisions of the Delaware General Cotpmrd_aw. Any of these provisions could delay
prevent a person or entity from acquiring contfall®. The effect of these provisions may be totlilmé price that investors are willing to pay
in the future for our securities. These provisioright also discourage potential acquisition profeacould diminish the opportunities for
our stockholders to participate in a tender offeen if the acquisition proposal or tender offeatis price above the then current market price

for our common stock.

EXECUTIVE OFFICERS OF THE REGISTRANT

Our executive officers, their positions aneittages as of February 28, 2003, are as follows:

Name Age
Douglas S. Schai 57
Dennis A. Faerbe 50
Michael El-Hillow 51
Richard A. Schol 64
Charles S. Rhoadt 42
Brenda M. Schol 46
Scott B. Burtor 41
James Guilmal 48
Monica Moloney 40
Thomas K. Werniny 42
Joseph P. Kovac 42
Mario Guerrerc 52
John Wagne 38

Position

Chief Executive Officer, President and ChairmaihefBoarc
Executive Vice President and Chief Operating Off
Executive Vice President of Finance and Adminigiraand
Chief Financial Office!

Senior Vice President and Chief Technology Off

Senior Vice President and General Manager,

Senior Vice President and General Manager, Power
Senior Vice President of Worldwide Operatic

Senior Vice President of Global Customer Operat

Vice President of Human Resour«

Vice President of Finance and Corporate Contr

Vice President and Chief Information Offic

Vice President of Strategic Planni

President of IKOF

Douglas S. Schatis a co-founder and has been our Chief ExecutiVie@fand Chairman of the Board since our incorporain 1981.
From our incorporation to July 1999, Mr. Schatoasrved as our President. In March 2001, Mr. Schas reappointed as President. From
September 2002 until February 2003, Mr. Schatzegkrv
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as our interim Chief Operating Officer. Since Debem1995, Mr. Schatz has also served as a diret®dvanced Power Technology, Inc., a
publicly held company which provides high powegthivoltage and high performance semiconductorgoameer modules.

Dennis A. Faerberjoined us in February 2003 as Executive Vice Peagtidnd Chief Operating Officer. From July 200 Fé&bruary
2003, Mr. Faerber was Vice President and Generalager of U.S. Operations at Agilent TechnologidscEonic Products and Solutions
Group. Prior to Agilent, he held a variety of maeagnt positions in research and development, matwfag, marketing and services
throughout a twenty-four year career with Hewledtlard Corporation.

Michael El-Hillow joined us in October 2001 as Senior Vice Presidéfinance and Administration and Chief Financi#ficar, in
February 2003 he was named Executive Vice Presi&emm April 1997 to July 2001, Mr. El-Hillow waseS8ior Vice President and Chief
Financial Officer of Helix Technology Corporatidde was Senior Vice President and Chief Financiéic®f of Spike Broadband Systems,
Inc. from July 2001 to October 2001. Prior to Hdlixwas Vice President, Finance, Treasurer and Elmancial Officer at A.T. Cross
Company and an audit partner at Ernst & Young.

Richard A. Scholljoined us in 1988 as Vice President, Engineering.3¢holl became our Chief Technology Officer inp@enber 1995.
Prior to joining us, Mr. Scholl was General Managécuum Products Division of Varian Associateg, Ja manufacturer of higtechnology
systems and components.

Charles S. Rhoadegoined us in September 2002 as Senior Vice PresafahGeneral Manager of Control Systems and Instniation.
From March 2000 to September 2002, Mr. Rhoadesvi@sPresident, Corporate Development at PortesdeBys. Prior to Portera Systems
he was Managing Director, Product Development at Research.

Brenda M. Scholljoined us in 1988 as Product Manager for DC praslaad held several positions in marketing theredfefore
becoming Vice President and General Manager, D@uwRts in May 2001. In October 2002, Mrs. Scholl wamed Senior Vice President i
General Manager of our Power Strategic Business Bribr to joining us, she held positions in maitkg and sales for Varian Associates and
LFE Corporation.

Scott B. Burtonjoined us in June 2002 as Senior Vice Presided{afdwide Operations. From 1999 to June 2002, he @laief
Operating Officer and Vice President of Operatidfes, East Operations at Seagate Technology. Rri8eagate he was Director of Market
and PLM at Conner Peripherals and Account MarkeRegresentative at International Business Machines.

James Guilmart joined us in August 1999 as Director of Applied Bess Unit, and was named Senior Vice PresideSatds in October
2000. In October 2002, Mr.
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Guilmart was named Senior Vice President of Gl@stomer Operations. From October 1998 to Augud®1Be was Senior Vice Preside
SAP Business Unit at Siemens Information and Conications Products, LLC. Prior to Siemens, he wae\Rresident, Business
Implementation at Unisys Corporation.

Monica Moloney joined us in January 1991 as Human Resources MaridgeMoloney held progressive positions in humesources
thereafter, before becoming Vice President of HuRagources in February 1999. From 1985 to 1991 Md$oney held a variety of human
resources positions at TRW Electronic Products, Inc

Thomas K. Werning joined us in March 2002 as Vice President of Fimsawed Corporate Controller. From January 2000 teeNter
2001, Mr. Werning was Senior Vice President, CRipEtrating Officer at Cirilium Corporation. Prior @irilium, he was Vice President of
Finance and Operations at Hypercom Network Systam$the European Controller for Marion Merrell Dow

Joseph P. Kovactjoined us in June 2002 as Vice President and Ghiefmation Officer. From November 2000 to May 2002
Mr. Kovach was Chief Operating Officer at Interli@oup. Prior to Interlink, he was Senior Vice fdesat and Chief Information Officer at
R.L. Polk & Co. Mr. Kovach has also held managenpasitions at Electronic Data Systems in operatarinformation technology.

Mario Guerrero joined us in December 2001 as Vice President @t&gic Planning. From 1991 to December 2001, Mer@&uo was an
Independent Management Consultant. Prior to baing@ependent Management Consultant he was a parmdeconsultant at The Canaan
Group, Ltd.

John Wagnerjoined us in October 2002 as President of IKOR™nfFOctober 1996 to November 2001, he was Vice &easi Product
Development/Management at Visiontek. Prior to Misék, he was Group Manager, GSM Business at Maiorol
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ITEM 2. PROPERTIES

Information concerning our principal propestis set forth below:

Location Type Principal Use Sqg. Footage Ownership
Tempe, AZ Office Distribution 2,00¢ Leasec
Milpitas, CA Office Distribution 9,00( Leasec
San Jose, C, Office Distribution 20,00( Leasec
Fort Collins, CO Office, plant Headquarters, 297,00( Leased

Research and development,
Manufacturing, Distributiol

Longmont, CO Office, plant Research and development, 45,00( Owned
Manufacturing, Distributiol

Matthews, NC Office, plant Research and development, 10,00( Leased
Manufacturing, Distributiol

Voorhees, NJ Office, plant Research and development, 78,00( Leased
Manufacturing, Distributiol

Beaverton, OF Office Distribution 3,00¢ Leasec

Austin, TX Office Distribution 45,00( Leasec

Dallas, TX Office Distribution 2,00 Leasec

Vancouver, WA Office, plant Research and development, 32,00( Leased
Manufacturing, Distributiol

Shanghai, Chin Office Distribution 8,00( Leasec

Shenzhen, Chin Office, plant Manufacturing, Distributiol 87,00( Leasec

Bicester, Englan Office Distribution 1,00C Leasec

Dresden, German Office Distribution 1,00( Leasec

Filderstadt, Germany Office Research and development, 9,00( Leased
Distribution

Kirchheim, German Office, plant Distribution, Manufacturing 2,00¢ Leasec

Stolberg, Germany Office, plant Research and development, 14,00( Leased
Manufacturing, Distributiol

Hachioji, Japan Office, plant Research and development, 46,00( Owned
Manufacturing, Distributiol

Tokyo, Japal Office Distribution 8,00( Leasec

Bundang, South Kore Office Distribution 6,00( Leasec

Bundang, South Kore Office, plant Manufacturing, Distributiol 4,00( Owned

Edinburgh, Scotlan Office Distribution 2,00¢ Leasec

Hsinchu, Taiwar Office Distribution 3,00¢ Leasec

Taipei Hsien, Taiwal Office Distribution 9,00( Leasec

We consider all of the above facilities suiéadnd adequate to meet our production and offieees needs for the foreseeable future. We
believe that suitable additional or alternativecgpwaill be available in the future on commercialyasonable terms as needed.

In 2002, we closed one of our San Jose, Caldsales and service locations and co-locatedfélaility with another sales and service
center in San Jose. We also closed our manufagttagaility in Austin, Texas, which was acquiredoar acquisition of Aera, as a result of the
transfer of the manufacturing of these productddchioji, Japan.

In 2003, we expect to close and sell our LoogimColorado facility and close a 92,000 squace facility in Fort Collins, Colorado, the
Matthews, North Carolina facility, the Milpitas, Iarnia facility and the Edinburgh, Scotland fagilas these leases expire.

ITEM 3. LEGAL PROCEEDINGS

From time to time, we are party to variousalggroceedings relating to our business. We aremoently party to any material legal
proceedings, except as described below:

We were a defendant in an action filed by r@iépplied Sciences, Inc., a Colorado corporatidre civil action was filed in the U.S.
District Court for the District of Colorado on Septber 17, 2001. The action was a Complaint for &atbry Judgment in which the plainti
sought a Declaratory Judgment from the court thajpatent is invalid or that the plaintiffs’ prodaao not infringe on the patent. On
March 24, 2003, this action was dismissed by tt& District Court for the District of Colorado.
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In November 2001, an interference action \ilad in the United States Patent and Trademarkc®ffiPTO) by The Unaxis Corporation,
wherein The Unaxis claims prior invention of oneoaf concepts, for which we filed a patent appiaatn 1992 and which ultimately
resulted in U.S. Patent No. 6,001,224 being issoe. Should Unaxis prevail, the effective restduld be transference of the patent rights
over the concept to Unaxis. Unaxis could then chdodicense those rights to us. We have reasbelieve that we will prevail in the
interference proceeding, and are vigorously defemdurselves before the Board of Interference énUhited States PTO. This litigation

involves our Sparc, Sparc-le®, Pinnacle™ and A8frakoduct lines, which have represented less tham#our total revenues since
January 1, 2000.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

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

Our common stock trades on the NASDAQ Natidviatket under the symbol “AEIS.” At March 17, 20@8e number of common
stockholders of record was 880, and the last s@e pn that day was $8.98.

Below is a table showing the range of high lmdtrades for the common stock as quoted (withet&il markup or markdown and without
commissions) on the NASDAQ National Market; quatasi do not necessarily represent actual transaction

High Trade Price Low Trade Price

2001 Fiscal Yea

First Quarte 35.7¢ 19.81

Second Quarte 45.0¢ 22.2¢

Third Quartel 43.4( 16.3¢

Fourth Quarte 29.2¢ 15.4(
2002 Fiscal Yea

First Quarte 36.5¢ 23.5(

Second Quarte 39.5¢ 21.4¢

Third Quartel 22.4( 8.4:

Fourth Quarte 19.5( 5.8¢

We have not declared or paid any cash dividemdour capital stock since we terminated ourtieledo be treated as an S-corporation for
tax purposes, effective January 1, 1994. We cuyr@rtend to retain all future earnings to finarme business and do not anticipate paying
cash or other dividends on our common stock irffdheseeable future. Furthermore, our revolving itifadility prohibits the declaration or
payment of any cash dividends on our common stock.

ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA

The information below is not necessarily irdiee of results of future operations, and shodadad in conjunction with Item 7,
“Management’s Discussion and Analysis of Finan€iahdition and Results of Operations” of this FordaKLin order to fully understand
factors that may affect the comparability of thisimation presented below.

The selected consolidated statement of operatiata for the year ended December 31, 2002hanelated consolidated balance sheet
data as of and for the year ended December 31, 2@62 derived from consolidated financial statefmemndited by KPMG LLP, independ:
auditors, whose related audit report is includethis Form

36




Table of Contents

10-K. The selected consolidated statement of ojpexatiata for the years ended December 31, 2002@0@, and the related consolidated
balance sheet data as of and for the year endeghfibexr 31, 2001, were derived from consolidatedhfiied statements audited by Arthur
Andersen LLP, independent public accountants, whels¢ed audit report is included in this Form 107Ke selected consolidated statement
of operations data for the years ended Decembetr@®B and 1998, and the related consolidated balsimeet data as of December 31, 2000,
1999 and 1998, were derived from audited consduifihancial statements not included in this Fofi¥Kl

Years Ended December 31,

2002 2001 2000 1999 1998

(In thousands, except per share data)
Statement of Operations Data

Sales $238,89¢ $193,60( $359,78. $202,84¢ $134,01¢
Gross profit 68,76( 57,43: 176,45: 92,20: 40,01¢
Total operating expens 130,74! 104,31 91,25: 62,87¢ 54,76"
(Loss) income from operatiol (61,985 (46,887 85,20( 29,32t (14,749
Net (loss) incom $(41,399 $(31,379) $ 68,03¢ $ 19,06¢  $(11,02%
Diluted (loss) earnings per she $ (129 $ (099 $ 2.1¢C $ 06z $ (0.39
Diluted weighte-average common shares outstanc 32,02¢ 31,71 32,42¢ 30,93¢ 29,007

December 31,

2002 2001 2000 1999 1998

(In thousands)
Balance Sheet Data

Cash, cash equivalents and marketable sect $172,34"  $271,97¢ $189,52° $207,48. $ 28,71«
Working capital 247,94. 349,60¢ 277,15¢ 257,48 63,22¢
Total asset 455,73: 450,19! 365,83! 325,43 107,73t
Total debt 213,58( 207,73( 83,98( 139,01: 1,60:
Stockholder equity 183,33¢ 214,34! 238,79¢ 156,98¢ 92,16:
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion contains, in addittorhistorical information, forward-looking statents, within the meaning of Section 27A of
the Securities Act of 1933, as amended, and Se2ti&of the Securities Exchange Act of 1934, asraleé. Statements that are other than
historical information are forward-looking staterter-or example, statements relating to our belepectations and plans are forward-
looking statements, as are statements that cextéions, conditions or circumstances will contingerward-looking statements involve risks
and uncertainties. As a result, our actual reso#tg differ materially from the results discussedhia forward-looking statements. Factors that
could cause or contribute to such differences ovgrany forward-looking statements, by hindsightéaverly optimistic or unachievable,
include, but are not limited to the following:

. changes or slowdowns in general economic comditar conditions in the semiconductor and semicotadicapital equipment
industries and other industries in which our cusimoperate

. the timing and nature of orders placed by majotamasrs, including their product acceptance crite
. changes in custome¢ inventory management practici

. customer cancellations of previously placed ordeid shipment delay

. pricing competition from our competitor

. component shortages or allocations or other fadtat change our levels of inventory or substédigtincrease our spending on
inventory;

. the introduction of new products by us or our cotitpss;

. costs incurred and judgments resulting from pateiwther litigation;

. costs incurred by responding to specific featugeiests by customer

. timing and challenges of integrating recent anepial future acquisitions and strategic alliant
. our ability to attract and retain key personnef

. our exposure to currency exchange rate fluctnatietween the several functional currencies igidorlocations in which we have
operations

For a discussion of these and other factortsntiag impact our realization of our forward-lookisgtements, see Part | “Cautionary
Statements — Risk Factors.”
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Overview

We design, manufacture and support a grolgyicomponents and subsystems for vacuum proces=nsy. Our primary products are
complex power conversion and control systems. @uualyrcts also control the flow of gases into thecpes chambers and provide thermal
control and sensing within the chamber. Our custsrase our products in plasma-based thin-film pgsicgy equipment that is essential to the
manufacture of semiconductors; compact disks, D¥ilx$other digital storage media; flat-panel compatal television screens; coatings for
architectural glass and optics; and a power sujgplgdvanced technology computer workstations. \§e sell spare parts and repair services
worldwide through our customer service and techrsgpport organization.

We provide solutions to a diversity of markaitsl geographic regions. However, we are focusati@semiconductor capital equipment
industry, which accounted for approximately 62%wof sales in 2002, 59% in 2001 and 70% in 200@0B0, the semiconductor capital
equipment industry was at its historical peak fdes. Conversely, the years 2001 and 2002 sawdbpest cutback in capital equipment
purchases in industry history. These cyclical clesmgccounted for the 55% reduction in our saléisesemiconductor capital equipment
industry between 2000 and 2001 and the furtheratamiuof 6% in 2002 to this industry excluding @féect of our acquisitions in 2002 of
Aera Japan Limited, or Aera, and Dressler HF TdckmbH, or Dressler. We expect future sales tes#maiconductor capital equipment
industry to represent approximately 55% to 70%uwftotal revenue, depending upon the strength akwness of the industry cycles.
Additionally, two of the other major industry graumvhich use our products, data storage and flatlghisplay, are also highly cyclical and
have experienced significant reductions in demanthd the 2000 through 2002 period.

We have incurred significant losses over th&t pwo years primarily as a result of lower revenOur results in 2002 include revenues
from two companies acquired during the year, Aaidressler. Had the acquisitions not occurred220t 2001 revenues would have been
relatively flat. To date, we have been unable tuee profitability at current revenue levels amdnibt have confidence of an industry
recovery in the short-term. We have establishedah gf reducing our operating breakeven point tamamual revenue level of approximately
$220 million to $240 million by the end of 2003 tlwannot provide any assurance that such goaklsvenue level are achievable in 2003.

Our losses during 2001 and 2002 were impdayduigh product costs and other expenses, primegdgarch and development, sales and
marketing, and general and administrative expefiseaddress product costs we are in the processiftihg a significant portion of our
manufacturing to China, rebalancing our supply chaitier one Asian suppliers, and relocating é¢erimmestic operations to our
headquarters in Fort Collins, Colorado. We willoadgtempt to reduce research and development egpevithout significantly impacting our
future competitive position in the rapidly changingustry in which we operate.
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Our operating results during 2002 and 200levedso affected by high inventory reserves andawdyrexpenses. As the industry downturn
became longer and deeper than expected, a sigrtification of our inventory became slow moving bsolete based on reduced sales
forecasts and the discontinuance of slower mowidgr products. Warranty costs have been unushigjly because of the shipment of some
of our newer, more complex products developed BBl&€nd 2000, which required substantial reworkairegnd in some cases, replaceme;
accordance with the terms of our warranties. Weebelthe current generation of these products haweh higher reliability.

We believe the semiconductor capital equipnrahistry is in the midst of significant consoliet To help insure our continued growth
and maintain our competitive advantage, by beirg tbsupply an increased proportion of the key ponents and subsystems used in
plasma-based manufacturing, we have done the filfpw

. In March 2002, we acquired Dressler HF Technik Gmivhich supplies radio frequency, or RF power sohs.

. In January 2002, we acquired Aera Japan Limieda primarily supplies the semiconductor capitplipment industry with
product lines that include digital mass flow cofigs, pressure-based mass flow controllers, ligoadss flow controllers, ultrasonic
liquid flow meters and liquid vapor delivery syste!

. In January 2001, we acquired Engineering MeasentésnCompany, or EMCO, which manufactures eleatrand
electromechanical precision instruments for meaguaind controlling the flow of liquids, steam arabgs for the semiconductor i
other industries

. In August 2000, we acquired Sekidenko, Inc., Wisapplies optical fiber thermometers to measurgegature in the
semiconductor process chamt

. In April 2000, we acquired Noah Holdings, Inchieh manufactures solid-state temperature conytsiesns to control process
temperatures during semiconductor manufactu

These product offerings complement our pasitie a global leader for complex power conversiwhantrol systems and process
instruments, allowing us to provide best-of-breethponents and develop systems to increase thesjmne@ind productivity of our customers’
products. It is also possible that we will acquitker companies or form strategic alliances.
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Results of Operations
SALES

Sales were $238.9 million in 2002, $193.6 immillin 2001 and $359.8 million in 2000, represemtm increase of 23% from 2001 to 2002,
and a decrease of 46% from 2000 to 2001. Excluttia@cquisitions of Aera and Dressler, our salegldvbave been relatively flat from 20
to 2002. The decrease in the level of our sal@dd® and 2001 from 2000 was primarily due to charnigelemand for our products from
semiconductor capital equipment manufacturersuitin many of our largest customers, and datageoaad flat panel display customers.
The historical volatility in the semiconductor iredty impacted overall investment activities, whietl to semiconductor manufacturers
purchasing less capital equipment while the oth@dustries were more impacted by general econonmditions.

While sales of semiconductor capital equipniente grown at a compounded annual growth ratgdass of 15% since 1960, the industry
is highly cyclical and is impacted by changes i ttacroeconomic environment, changes in semicoadsapply and demand, and rapid
technological advances in both semiconductor dewacel wafer fabrication processes. Rapid growthexpdnsion during 2000 was followed
by the most sudden and pronounced slump in indéttgry, with year-to-year revenues falling appnaately 40% throughout the industry
from 2000 to 2001 and declining nominally from 2@622002. Our sales over the last three yeardiifltesthis cyclicality.

The following tables summarize annual netsaed percentages of net sales, by customer ¢ygath of the three years in the period
ended December 31, 2002. Sales for the year endedniber 31, 2002 include combined sales from Amdelaessler, subsequent to their
acquisitions of approximately $47.0 million:

Years Ended December 31,

2002 2001 2000

(In thousands)

Semiconductor capital equipme $148,41( $114,27: $252,88¢
Data storag: 12,40¢ 10,04: 24,75
Flat panel displa 17,85( 18,14¢ 29,27:
Advanced product applicatiol 38,46" 35,69¢ 37,72t
Customer service technical supp 21,76: 15,44: 15,14:
$238,89¢ $193,60( $359,78:.

| | |

Years Ended December 31,

2002 2001 2000
Semiconductor capital equipme 62% 59% 70%
Data storagt 5 5 7
Flat panel displa 8 10 8
Advanced product applicatiol 16 18 11
Customer service technical supp 9 8 4
10C% 10C% 10C%
| | |
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The following table summarizes annual perag@zhanges in net sales by customer type for ns 2@01 to 2002, including the effects of
our acquisitions of Aera and Dressler, and from®t02001:

2002 change 2001 change
from 2001 from 2000

Semiconductor capital equipme 30%(1) (55)%
Data storag: 24 (59
Flat panel displa 2 (38)
Advanced product applicatiol 8 (5)
Customer service technical supp 41 2
Total sales 23%(2) (46)%

(1) (86)% excluding Aera and Dressl

(2) Unchanged excluding Aera and Dres!

The following tables summarize annual netsaed percentages of net sales, by geographimrégi each of the three years in the pe
ended December 31, 2002:

Years Ended December 31,

2002 2001 2000
(In thousands)

United States and Cana $143,69¢ $124,74¢ $260,59¢
Europe 32,791 28,957 52,89:
Asia Pacific 61,327 39,03¢ 45,87
Rest of world 1,08: 85¢ 41¢
$238,89¢ $193,60( $359,78:
| | |

Years Ended December 31,

2002 2001 2000

United States and Cana 60% 64% 72%

Europe 14 15 15

Asia Pacific 26 21 13

Rest of world — — —
10C% 10C% 10C%
[ | [ | [ |

GROSS MARGIN

Our gross margin was 28.8% in 2002, 29.7%0it2and 49.0% in 2000. Our gross margin remainkedgively consistent between 2002
and 2001. The major items affecting the reductioaur 2002 and 2001 margins from our 2000 margirewe

. During 2000, the semiconductor industry and AdeshEnergy experienced unprecedented new ordareaadue growth.
However, in 2001 and 2002 we experienced the neasre downturn in the semiconductor industry’sdmstAs a result our sales
declined significantly which impacted our absorptaf fixed costs

. The semiconductor industry is moving to 300mmessind smaller line widths. These technology ceamgquire new products

that we have developed or are developing. Typitplraducts early in their life cycle and at low guztion levels, these products
have lower margins than our established productsgMs on these products should improve over théXizto 36 months
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. Although we have reduced our fixed overhead thhoreductions in force of some of our manufactustaff in 2001 and 2002, to
coincide with our sales decline, we retained cettaiowledgeable employees with specific skill seide ready for unexpected
industry ram-ups.

. Our cost of sales has also been adversely affést@eriodic writedowns of excess and obsoletentory, particularly in the fourth
quarter of 2002, when our management made a sitategision to discontinue certain product offesnghich resulted in an
increase in excess and obsolete inventory exp

. In 2001 and 2002, we incurred warranty expengxaess of historical rates and our expectatiolasae to certain products, which
required substantial rework, repair, and in sonsesareplacement. The development of these proaut899 and 2000 was
accelerated to meet pressing customer needs mitist of historically high product demand. We bediehe current generation of
these products have much higher reliabi

Given the rapid change in technology, we nwrand forecast expected inventory needs basedrocoastantly changing sales forecast.
Inventory is written down or written off when it &@mes obsolete, generally because of engineeriauwgges to a product or discontinuance of
a product line, or when it is deemed excess. THesaminations involve the exercise of significarsigment, and as demonstrated in recent
periods, demand for our products is volatile anahgfes in expectations regarding the level of fusates can result in substantial charges
against earnings for obsolete and excess inver@rgrges for obsolete and excess inventory wegiilion in 2002, $6.4 million in 2001
and $654,000 in 2000, which affected gross margyn3.4%, 3.3% and 0.2% in these years, respectifély amount of inventory written
down in 2002 is primarily attributable to a strategnianagement decision we made in the fourth queotdiscontinue certain product
offerings, coupled with the 19% decline in salesrfrthe third quarter of 2002 to the fourth quaaie2002. The inventory writedown in 2001
is primarily attributable to the severe decreasgraduct sales, which caused a larger than normalat of inventory to become excess bz
on our sales forecasts.

We provide warranty coverage for our produatgying from 12 to 36 months, with the majorityoofr products ranging from 18 to
24 months, and estimate the anticipated costspafiniag our products under such warranties basati@historical costs of the repairs and
expected product failure rates. The assumptionasedo estimate warranty accruals are reevaluaeddically in light of actual experience,
and when appropriate, the accruals are adjustedd@armination of the appropriate level of waryaatcrual is subjective and based on
estimates. Should product failure rates differ fromn estimates, actual costs could vary signifigainbm our expectations. We recognized
charges for warranty expense of $13.2 million i0207.6 million in 2001 and $4.6 million in 2000.
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The following summarizes the activity in ouamanty reserve during 2002:

Balance at Additions Balance at
Beginning of Charged End of
Period to Expense Deductions Period

(In thousands)

Reserve for warranty obligatiol $4,471 $13,15( $(8,219) $9,40:

Historically, price competition has not hathaterial effect on margins. However, as a resulhefprolonged downturn in the
semiconductor industry, OEMs and semiconductortabpguipment manufacturers are striving to redhe& costs. Any cost reduction
programs initiated by OEMs and semiconductor capi@ipment manufacturers could have a signifidapiact on our future gross margins.

RESEARCH AND DEVELOPMENT

We believe continued investment in the redeara development of new products and subsysteor#ical to our ability to serve new and
existing markets, develop new products and impmgsting product designs. However, we cannot p@wasisurance that the products we
develop will meet customer requirements when thppeducts are introduced to the market. To be adwgtusly positioned for a turnaround
in demand we continue to invest heavily in new piciadlevelopment even during industry downturns ciallows us to compete for ongoi
design wins on our customers’ new production ta®isce our inception, all of our research and dgwalent costs have been expensed as
incurred.

Our research and development expenses wer@ §dion in 2002, $45.2 million in 2001 and $3#rllion in 2000. As a percentage of
sales, research and development expenses decfeasezi3.3% in 2001 to 20.5% in 2002, because ohigher sales base achieved through
our acquisitions of Aera and Dressler. Researchdawdlopment expenses, as a percentage of salesased from 10.2% in 2000 to 23.3%
2001 because of the lower sales base. The 8.5%aiselin research and development expenses from@Q@0D2 was primarily due to the
acquisitions of Aera and Dressler and expendittorésunch new RF and direct current, or DC produots 22.0% increase in research and
development expenses from 2000 to 2001 was priyneaiised by increases in payroll, materials angls@gand depreciation of equipment
used for new product development as well as thaisitign of EMCO in 2001.

SALES AND MARKETING EXPENSES

As we continue to expand our product offeriagd sales channels through acquisitions, our sal@snarketing efforts have become
increasingly complex. We continue to refine ouesand marketing functions as we acquire and iategrew companies. We have continued
the effort to market directly to end users of orgducts, in addition to our traditional marketimgnhanufacturers of semiconductor capital
equipment and other industries. Our sales and rtingkexpenses support domestic and
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international sales and marketing activities thatuide personnel, trade shows, advertising, aner aihlling and marketing activities.

Sales and marketing expenses were $34.9 miti@002, $23.8 million in 2001 and $24.1 million2000. The 46.9% increase in sales
marketing expenses from 2001 to 2002 was prima&lysed by the acquisitions of Aera and Dressleiciwtontributed approximately
$9.6 million to our sales and marketing expensasa fiercentage of sales, sales and marketing eepernseased from 12.3% in 2001 to
14.6% in 2002. Sales and marketing expenses ireatideam 6.7% in 2000 to 12.3% of sales in 2001 tdute lower sales base in 2001.

GENERAL AND ADMINISTRATIVE EXPENSES

Our general and administrative expenses stippomworldwide corporate, legal, patent, tax, fio@l, administrative, information systems
and human resources functions in addition to onegd management. General and administrative eggemsre $30.5 million in 2002,
$21.5 million in 2001 and $24.6 million in 2000.6r'42% increase in general and administrative exggefiem 2001 to 2002 was primarily
caused by our acquisitions of Aera and Dressleiglwtontributed approximately $8.8 million to owergeral and administrative expenses.
12% decrease from 2000 to 2001 was primarily duever spending for payroll, primarily employee lbses, which were eliminated in 2001
due to the decline in operating profitability. Dioethe cost reduction measures we initiated irthire and fourth quarters of 2002, we expect
our general and administrative expenses to deli@003. See restructuring charges below for audision of these cost reduction measures.

GOODWILL AND OTHER INTANGIBLE ASSET IMPAIRMENTS

Beginning in April 2000, we made periodic adeas to and investments totaling approximately $8omin Symphony Systems, Inc., a
privately held, early-stage developer of equipnm@otiuctivity management software. Some of our adeanvere secured by Symphony’s
intellectual property. In 2000, we obtained an eguie license, for which we paid $1.5 million, euSymphony’s products in the
semiconductor industry. Beginning in the third qeaof 2001, and continuing through the end ofythar, Symphony’s financial situation
began to deteriorate significantly, and we deteedithat due to Symphony’s need for immediate lifyjdts declining business prospects,
including the indefinite postponement of a sigrafic order for its products from a major semiconducapital equipment manufacturer, and
other factors, the value of our investment in athdbaces to Symphony had substantially declinedtiWeefore valued our investments in and
advances to Symphony at December 31, 2001, at&pmately $1 million, which reflected our assessmafithe value of the Symphony
technology license, which we believed had contiguialue to us. The amount of the impairment relédeSlymphony was $6.8 million, all of
which was recorded in 2001 as an operating expense.
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Symphony effectively ceased operations in &afyr 2002, and we hired Symphony’s key employess agquired Symphony’s remaining
assets in a foreclosure and liquidation sale ofi sissets on April 2, 2002. We recorded the assqtsrad at their estimated fair values, based
on information available at the time. The excesglpase price over the estimated fair value of talegissets acquired of approximately
$2.5 million was allocated to amortizable intanghlwith a weighted-average estimated useful fitgpproximately 5 years.

In the fourth quarter of 2002, the semicondugtdustry declined substantially from its levigghe third quarter of 2002, which caused a
decrease in our sales level of approximately 19%oaAesult, we determined there would be a significlelay by the semiconductor capital
equipment industry in adopting advanced connegtieithnology, and due to these industry conditessvell as our future strategic prioriti
these intangible assets were likely impaired. Waduated the carrying amount of assets acquired 8gmphony by comparing its estimated
future cash flows to its carrying value. This as#yindicated that our investment was impairedwadecorded an intangible impairment
charge of $1.9 million for 2002, which was the rémvay book value of Symphony’s intangible assets.

During the second quarter of 2001, we terneidahe operations of our Tower Electronics, Inbssdiary and our Fourth State Technolc
or FST, product line due to significant softeninghe projected demand for these products. Reveonteibuted by Tower and FST operati
for 2001 and 2000 represented less than five peofesur total revenue in each of these years. Assalt of these actions, estimated related
future cash flows no longer supported the carrgimpunts of related goodwill, and we recorded gobidmpairment charges of $5.4 million
in 2001 related to Tower and FST.

RESTRUCTURING, MERGER COSTS AND LITIGATION COSTS

In April 2000, we acquired Noah in a poolifgrderests under the previous rules of Accounninciples Board, or APB, Opinion No. :
The merger involved the exchange of 687,000 stafrasivanced Energy common stock for the privatadjdhcommon stock of Noah. As p
of the business combination, we recorded a char§2.8 million in the second quarter of 2000 forrger costs, which could not be
capitalized and which in certain cases were noncidule for income tax purposes.

In July 2000, we announced the consolidatioouo Tower facility in Fridley, Minnesota, into pexisting facility in Voorhees, New
Jersey. We recorded a restructuring charge of ®ill@n in the third quarter of 2000 related to #ensolidation, which was completed dur
the fourth quarter of 2000.

In August 2000, we acquired Sekidenko in agaethat was accounted for as a pooling of interd3tis merger involved the exchange of
2.1 million shares of Advanced Energy common sfockhe privately held common stock of Sekidenks.pgart of the business combination,
we recorded a charge of $2.3 million in the thithder
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of 2000 for merger costs, which could not be cdipiégd and which in certain cases were nondeductdslencome tax purposes.

In July 2001, the Financial Accounting StamgaBoard issued SFAS No. 141, which required tapurchase method of accounting be
used for all business combinations initiated ajtere 30, 2001.

In the first quarter of 2001, we received eb%hillion settlement for recovery of legal expenpertaining to a patent infringement suit in
which we were the plaintiff.

During the second quarter of 2001, in respaasbe downturn in the semiconductor capital eougpt industry, we implemented two
reductions in force totaling approximately 135 degemployees and 90 temporary employees and red@aharge of $614,000 for
restructuring and severance costs, including frimgreefits.

During the fourth quarter of 2001, in respottwsthe sustained downturn in the semiconductoitaiagquipment industry and global
economy, we announced and implemented additiorstreduction measures, and recorded a charge ®idifion. Such measures included
a reduction in force of approximately 105 employaed the closure of two facilities.

During the second quarter of 2002, we recoaletlarge of $5.3 million pertaining to damagesrde® by a jury in a patent infringement
case in which we were the defendant, and legalresgserelated to the judgment. The Applied ScienceTachnology, or ASTeX, division of
MKS Instruments, Inc. was the plaintiff in the casdich was tried in a Delaware court. Sales offfeuct in question have accounted for
less than 5% of total sales since the productiedghiction, and approximately 1.4% of our consokdasales for the year ended December 31,
2002. We have entered into a settlement agreemtmtMKS allowing us to sell the infringing produkct our customer subsequent to the date
of the jury award. Under the settlement agreemregglties payable to MKS from the sales of thetezlgproduct were approximately
$530,000 in 2002, and are recorded as a compohensbof sales.

In the third quarter of 2002, we began a paogto gradually reduce our quarterly operating kegan level from revenue of approximat
$80 million without impacting our lonterm viability. Our objective is to have a variablgerating model by the end of 2003 that will allog
to achieve approximate breakeven operating reatiisquarterly revenue level of $55 million to $60lion. We recorded a restructuring
charge of approximately $3.2 million to close tvagifities and implement headcount reductions ofexmately 100 employees, or
approximately 7% of our workforce.

In the fourth quarter of 2002, we recordeadditional restructuring charge of $5.8 million.i§kbharge included a reduction in force of
123 employees, or approximately 8% of our workfaand the closure of all or a portion of five fatids in the United States.
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As a result of our decisions in the fourtheiato consolidate certain operations, we perfarae analysis of the fair value of EMCQO'’s
long-lived assets. This analysis included an appfaif EMCO’s land and building, which indicatediarpairment of approximately
$560,000, which has been reflected as restructatiagges in the accompanying statement of opesation

We may incur additional restructuring charge2003 of $3 to $5 million as we continue to taktions to reduce our operating costs.
OTHER INCOME (EXPENSE)

Other income (expense) consists primarilyntériest income and expense, foreign exchange gathtosses and other miscellaneous g
losses, income and expense items.

Interest income was approximately $3.3 milior2002, $6.6 million in 2001 and $10.7 million2000. Our interest income in 2002 was
lower than in 2001 due to our use of cash and ntaoke securities to finance the acquisitions ofadierJanuary 2002 and Dressler in March
2002, and to repurchase a portion of our 5.25%5a00% convertible subordinated notes in the operketan the fourth quarter of 2002.
Interest income in 2001 was lower than in 2000 tdusur use of cash and marketable securities tarcbpse a portion of our 5.25%
convertible subordinated notes in the fourth quart®000 and due to our purchase of EMCO in Jgn@61. Interest income also declined
throughout 2002 and 2001 due to the Federal Redmmexing interest rates throughout the period. ptime rate declined from 9.5% in
January 2001 to 4.25% in December 2002 and owl gietlined from a high of 8.7% to approximately @foa pre-tax basis.

Interest expense consists principally of aalsrof interest on our convertible subordinatedspamortization of our deferred offering c¢
on these notes; and bank loans and capital leasamad in the acquisition of Aera. Interest expeveseapproximately $12.5 million in 20(
$7.4 million in 2001 and $7.7 million in 2000. Timerease in interest expense from 2001 to 2002pniatkarily due to the issuance of our
5.00% convertible subordinated notes in August 288d the debt and capital leases assumed in thésdimpn of Aera in January 2002.
Interest expense was relatively unchanged from 20@001.

Our foreign subsidiaries’ sales are primadiégnominated in currencies other than the U.S. ddN& recorded a net foreign currency gain
of $5.3 million in 2002, and losses of $235,00Q@01 and $196,000 in 2000.

Our foreign currency gain in 2002 was primarélated to an intercompany loan of Japanesewkith was settled subsequent to
December 31, 2002, that we made to our wholly owswdasidiary Advanced Energy Japan K.K., or 2dpan, which has a functional curre
of yen, for the purpose of effecting the acquisitad Aera. The loan
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was transacted in the first quarter of 2002, fgaragimately 5.7 billion yen, approximately $44 ruth based upon an exchange rate of
approximately 130:1. During the first half of theay, the U.S. dollar weakened significantly agatinstyen to approximately 119:1, resulting
in a gain of $4.9 million. In July and Septembe®20we entered into various foreign currency fodveontracts with our primary banks to
mitigate the effects of potential future curreniuctuations between the dollar and the yen undildesociated intercompany obligations are
settled.

Miscellaneous expense items were $2.1 millio2002 and $1.0 million in 2001. The increase isgellaneous expense in 2002 from 2001
was primarily related to the impairment of certaiarketable equity securities. During the fourthrtpraof 2002, the fair value of these
securities continued a substantial decline andeterchined the decline was other than temporaryefisetl by the Financial Accounting
Standards Board. As a result we recorded an imeaitiof approximately $1.5 million. As of Februard, 2003 the value of this investment
has declined an additional $675,000. If the falugaof this investment does not return to its Delsen81, 2002 carrying value by the end of
the first quarter of 2003, we will record an adafital impairment in the first quarter of 2003. Oemaining carrying balance at December 31,
2002 was approximately $2.0 million. Miscellane@usome of $4.7 million in 2000 was primarily duea&4.8 million gain on a sale of an
investment.

(BENEFIT) PROVISION FOR INCOME TAXES

The income tax benefit of $22.3 million for@) which included a provision of $1.6 million fan extraordinary item, represented an
effective tax rate of 35%. The income tax bendfib7.4 million for 2001 represented an effectiagerof 36%. The income tax provision of
$36.8 million in 2000, which included $4.6 milliaf provision for an extraordinary item, represeraaceffective rate of 35%. Changes in our
relative earnings and the earnings of our foreigrsiliaries affect our consolidated effective tater We adjust our income taxes periodically
based upon the anticipated tax status of all foreigd domestic entities, and have adopted incormpléaning strategies to reduce our
worldwide income tax expense.

Realization of our net deferred tax assegjsethdent upon our generating sufficient taxablerme in the appropriate tax jurisdictions in
future years to obtain benefit from the reversateif deductible temporary differences and fromct@dit carryforwards. When recording
acquisitions, we have recorded valuation allowanitgsto the uncertainty related to the realizatiboertain deferred tax assets existing at
December 31, 2002. The amount of deferred tax assesidered realizable is subject to adjustmefittime periods if estimates of future
taxable income are changed. We believe that itagertikely than not that we will realize the betebf our deferred tax asset, net of valua
allowance, as of December 31, 2002. Reversalslotian allowances recorded in purchase accountitigpe reflected as a reduction of
goodwill in the period of reversal.
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EXTRAORDINARY GAIN

In the fourth quarter of 2002, we repurchamgproximately $15.4 million of our 5.25% converéitdubordinated notes and $3.5 million of
our 5.00% convertible subordinated notes in thenaparket at an aggregate cost of approximatelySbiMllion. These purchases resulted
pretax extraordinary gain of $4.2 million, or $2a@lion after tax. In the fourth quarter of 2000¢wepurchased an aggregate of approxim
$53.4 million principal amount of our 5.25% conviglé subordinated notes in the open market, favst of approximately $40.8 million.
These purchases resulted in a pretax extraordgeinyof $12.2 million, or $7.6 million after tax.

Summary Results of Operations

The following table summarizes certain data agrcentage of sales extracted from our stateofergerations:

Years Ended December 31,

2002 2001 2000
Sales 100.(% 100.(% 100.(%
Cost of sale: 71.2 70.2 51.C
Gross margir 28.¢ 29.7 49.C
Operating expense
Research and developmt 20.t 23.c 10.z
Sales and marketir 14.¢€ 12.: 6.7
General and administratiy 12.¢ 11.1 6.8
Litigation damages and expenses (recov 2.2 (0.8 —
Restructuring charge 3.8 1.€ 0.3
Impairment of goodwill and other intangible as: 0.8 2.8 —
Impairment of investments and advan — 3.€ —
Merger cost: — — 1.3
Total operating expens 54.% 53.¢ 2588
(Loss) income from operatiol (25.9 (24.2) 23.7
Other (expense) incon (2.5 (1.2 2.1
Net (loss) income before income taxes, minoritgliest and extraordinary ite (28.4) (25.9) 25.¢
(Benefit) provision for income taxt (20.0 (9.0 9.0
Minority interest in net los — (0.2 —
Net (loss) income before extraordinary it (18.9 (16.2) 16.€
Extraordinary item (net of applicable tax 11 — 2.1
Net (loss) incomi 17.9% (16.29% 18.€%
I I I
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Quarterly Results of Operations

The following tables present unaudited qurteysults in dollars and as a percentage of datesach of the eight quarters in the period
ended December 31, 2002. We believe that all napgssljustments have been included in the amotatiscsbelow to present fairly such
quarterly information. The operating results foy guarter are not necessarily indicative of resfaitsany subsequent period.

Sales

Gross profit

Income (loss) from operatiol

Other income (expens

Extraordinary item (net of income taxe
Net income (loss

Basic and diluted earnings (loss) per st

Percentage of Sales

Sales

Gross margir

Income (loss) from operatiol

Other income (expens

Extraordinary item (net of income taxe
Net income (loss

Quarters Ended

Mar. 31, June 30, Sept. 30, Dec. 31, Mar. 31, June 30, Sept. 30, Dec. 31,
2001 2001 2001 2001 2002 2002 2002 2002
(In thousands, except per share data)
$74,71¢ $46,17. $38,72: $33,99: $42,887 $67,89: $70,67¢ $57,44«
31,22 7,781 11,03¢ 7,392 13,37 24,31: 26,60( 4,47¢
7,531 (20,927 (11,669 (21,82§ (11,429 (9,330 (5,789 (35,444
187 (70) (71)  (1,48) (1,997 1,42¢  (2,79) (2,560
— — — — — — — 2,63¢
$ 5,09¢ $(14,549) $ (7,487 $(14,44) $ (8,729 $(5139 $(5,580) $(21,957)
| | | | | | | |
$ 01¢€ $ (046 $ (029 $ (0.4 $ (027 $ (0.1 $ (0.17) $ (0.69
I — — — — — —
Quarters Ended
Mar. 31, June 30, Sept. 30, Dec. 31, Mar. 31, June 30, Sept. 30, Dec. 31,
2001 2001 2001 2001 2002 2002 2002 2002
100.% 100.(% 100.%  100.%  100.% 100.(% 100.% 100.(%
41.¢ 16.€ 28.t 21.7 31.2 35.¢ 37.€ 7.8
10.1  (45.9) (30.2) (64.2) (26.€) (13.7) (8.2  (61.7)
02 (0.2 (1.9 (4.4 4.7 2.1 (3.9 (4.4)
— — — — — — — 4.€
6.8% (31.5% (19.9% (425% (209% (7.% (7.9% (38.9%
I — — — — — —

Due to the cyclical nature of the semiconduc#pital equipment industry, and the sudden changgulting in severe downturns and
upturns, we have experienced and expect to contagperience significant fluctuations in our dedy operating results. Our levels of
operating expenditures are based, in part, on ¢xieas of future revenues that such expenses supp@evenue levels in a particular quai
do not meet expectations, operating results magdwersely affected.

Our quarterly operating results in 2001 an@2fflect the fluctuating demand for our produliising this period, principally from
manufacturers of semiconductor capital equipmeatss dtorage equipment and flat panel displaysoanability to adjust our manufacturing
capacity and infrastructure to meet this demankks3a the semiconductor capital equipment indusérgreased each quarter throughout 2
then increased 21% in the first quarter of 2002 %8#b in the second quarter of 2002. Sales to thecemductor capital equipment industry
then declined 8% in the third quarter of 2002 argrner 27% in the fourth quarter of 2002, du¢h® market conditions discussed above.
These percentage changes in 2002 exclude thesffeotir acquisitions of Aera and Dressler. Dateagte sales fluctuated significantly
throughout both years. Flat panel sales declinesiihout 2001, then increased substantially irthivd and fourth quarters of 2002. Our
revenue from all sectors is heavily influenced byeral economic conditions and consumer spenditigrpa in each of the industries we

serve.

We added new facilities in Fort Collins, Caldo in the first quarter of 2001 to increase ounuf@cturing capacity to continue to meet the

growth that was expected
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throughout 2001, which substantially increasedfxed costs. Then, as we entered the sudden aed dexline in volume from the
semiconductor capital equipment industry in thadrtgr, the combination of declining sales and hidixed costs resulted in lower absorpt
of fixed overhead and greatly reduced our grosgmsithroughout 2001. In addition, the industrynglown caused more inventory to be
deemed excess or obsolete, and warranty costsi@gsbwith certain products in excess of historeglerience also adversely affected
margins, particularly in the second quarter of 280d fourth quarter of 2002.

In 2002, gross margins improved each quantaugh the third quarter, primarily due to bettes@ption from our increasing sales base. In
the fourth quarter of 2002, our gross margin dedisubstantially as the sudden decline in our $ses of 19% hampered our fixed cost
absorption and caused us to adjust our excesskemudete inventory reserves to reflect our revisddssoutlook.

Research and development, selling and markedimd general and administrative expenses deciaed quarter throughout 2001, due to
certain cost cutting measures we implemented i 20@ 2001. Research and development, selling ankleting, and general and
administrative expenses increased in the secondenud 2002, due to our acquisitions of Aera andd3ler. Sales and marketing expenses
increased in the third and fourth quarters of 2@, to general merit increases and trade showgirons. General and administrative
expenses increased in the fourth quarter of 200@apily due to an increase in our allowance foultful accounts of approximately
$1.6 million due to the extended economic downtdsa percentage of sales, operating expensesgesezally declined during periods of
rapid sales growth, when sales increased at dastier than our need or ability to add personnédlfanilities to support the growth. These
operating expenses as a percentage of sales hagathe increased during periods of flat or deceglasales, when our infrastructure is
retained to support strong customer relationshiygsaaticipated future growth.

Other income (expense) consists primarilyntériest income and expense, foreign currency gaiddosses, and miscellaneous gains,
losses, income and expense items. Changes inshtates and changes in our level of investmentsarketable securities drive the quarterly
fluctuations in our interest income. Because therest rates we pay on the majority of our longateebt are fixed, our levels of such debt
determine our quarterly interest expense, whichiedese when we repurchase such debt and which secréaen we make new offerings. Our
variable rate debt was assumed in our acquisitigkeca. At December 31, 2002, this debt had vaedahierest rates ranging from 1.28% to
3.1%. Changes in exchange rates and our abilityaioage foreign currency exposure determine thaepafluctuations in our foreign
currency gains and losses. In the second quart@0@f, we recognized a foreign currency gain ofagmately $4.6 million related to an
intercompany loan of Japanese yen we made to ou¥apian subsidiary, which has a functional curresfogen. This loan was settled
subsequent to December 31, 2002. Miscellaneousierptems vary according to the frequency of noerating events. The largest single
item in this category was in the fourth quarte2062 when we recorded a $1.5 million impairmera ofarketable
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equity security that continued a substantial deciimvalue during the fourth quarter. Subsequelte¢oember 31, 2002 this investment has
continued to decline in value and we will recordaaiditional impairment in the first quarter of 2G0&e value of this investment does not
return to its December 31, 2002 carrying value tardéh 31, 2003.

Our effective rate for income tax provisiordaenefit fluctuated on a quarterly basis througt2®®1 and 2002, varying from 31% to 3¢
The fluctuations were due to the timing of certaimdeductible expenses including goodwill impairtnand due to initiatives we
implemented in 2000 to reduce our overall rate el$ & changes in our relative earnings and theiregs of our foreign subsidiaries.

Liquidity and Capital Resources

Our financing strategy has been to raise abfsitm debt and equity markets to provide liquidit enable our investments in acquisitions
and alliances, which support our strategic visibbaing a single source provider of high value ygbEms. We maintain substantial levels of
cash and marketable securities to have fundinglyeadhilable for such investment opportunities whkeey arise. Since 1995, to better en
such strategic investments, we have attaineditjuglity with proceeds from underwritten public @ffngs of our common stock and, since
1999, offerings of convertible subordinated debt.

Operating activities used cash of $15.3 millio 2002, reflecting our net loss of $41.4 millipartially offset by non-cash items of
$20.8 million and net working capital changes girapimately $5.3 million. Non-cash items primardgnsisted of a $4.2 million pretax gain
on the retirement of a portion of our convertibteas; a $4.9 million gain on an intercompany fonetgrrency loan; a $6.9 million benefit for
deferred income taxes; depreciation of propertyesdpment of $13.4 million; amortization of intallg assets and demonstration and
customer service equipment of $8.0 million; prasisfor excess and obsolete inventory of $5.8 millirovision for doubtful accounts of
$1.9 million; and impairments of $5.1 million. Ounpairments consisted of intangible assets of #iilon, property and equipment of
$1.6 million and marketable securities of $1.5 imill Net working capital changes provided cashm8%nillion and primarily consisted of a
$5.1 million increase in accounts receivable; ®$gillion increase in demonstration and customevise equipment; a $4.9 million increase
in accrued warranty costs; and a $4.6 million iaseein accrued restructuring charges.

Operating activities generated cash of $718aniin 2001, reflecting our net loss of $31.4 lioih adjusted for non-cash items of
$32.6 million and changes in working capital of Billion. Non-cash items primarily consisted d#&6 million benefit for deferred income
taxes; depreciation of property and equipment & &illion; amortization of intangible assets af&onstration equipment of $5.9 million;
provision for excess and obsolete inventory of $6iion; and impairments of $12.3 million. Our imipments consisted of goodwill of
$5.4 million and an investment of $6.9 million. Netrking capital changes provided cash of $6.7iamland primarily consisted of a
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$45.0 million decrease in accounts receivable;.8 $8llion increase in inventory; a $5.5 millionatease in accounts payable; and a
$22.0 million increase in net income taxes recdiaab

Operating activities provided cash of $34.1iam in 2000, primarily as a result of net income$68.0 million, offset by non-cash items of
$6.0 million and net working capital changes of $2million. Noncash items primarily consisted of a $3.7 millioméfit for deferred incon
taxes; depreciation of property and equipment o $Tillion; amortization of intangible assets arbnstration equipment of $2.9 million
gain on the sale of an investment of $4.8 milliangd a $12.2 million pretax gain on the retiremdrg portion of our convertible notes. Net
working capital changes used cash of $27.3 millind primarily consisted of a $28.2 million incre@as@ccounts receivable; a $17.5 million
increase in inventory; and a $14.6 million decraageet income taxes receivable.

We expect near-term future operating actisit@continue to use cash. Any future decline @itidustries in which we operate could
substantially affect our ability to collect paymeiftom our customers, could cause us to initiatieréureductions in force requiring substantial
severance payments, and other cash payments toeetdin operating activities, among other usesash. Conversely, as receivable and
inventory balances tend to fluctuate with net sal@sfuture upturn in the industries we serve, prity the semiconductor industry, may
result in an increase in our net receivables ameritory balances. We are typically required toasecash reserves to finance our inventory
purchases and extend credit to our customers andmtheir purchases from us. We are unable tageg@ny assurance regarding our future
cash flow from operations.

Investing activities provided cash of $24.3liom in 2002 and consisted of cash generated byn#t sale of marketable securities of
$87.9 million; partially offset by cash used foethcquisition of Aera for $35.7 million net of $88llion of cash acquired; the acquisition of
Dressler for $14.4 million net of $680,000 of casiguired; the acquisition of the minority intereBLITMAS for $400,000 in addition to our
common stock valued at approximately $4.2 millitve purchase of property and equipment of $10.famiand the purchase of other
investments of $2.8 million. Although investingiaittes provided cash of $24.3 million in 2002, datal cash and marketable securities
declined approximately $99.6 million during 2002ir@narketable securities are not considered casivagnts, and a significant portion of
these securities were sold during 2002, to finaheeabove transactions as well as to fund our t¢ipgractivities. Investing activities used
cash of $81.2 million in 2001, and consisted ofahquisition of EMCO for $29.9 million net of $4890 of cash acquired, the net purchase
of marketable securities of $31.6 million, the gwase of investments and advances of $7.2 millichtae purchase of property and
equipment of $12.4 million. Investing activitieoprded cash of $15.5 million in 2000, and consigidatharily of the purchase of property ¢
equipment of $14.1 million and the purchase of weents of $3.5 million, offset by proceeds frora ffale of investments and marketable
securities of $33.1 million.
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Investing cash flows experience significantfuations from year to year as we buy and selketable securities, which we convert to
cash to fund strategic investments and our opgyatish flow, and as we transfer cash into marketséturities when we attain levels of cash
that are greater than needed for current operatibmswever, we do not expect to generate levelsshc¢hat are greater than needed for our
current operations in the near term.

Financing activities used cash of $22.6 millio 2002, and consisted primarily of open markgurchases of our convertible notes of
$14.5 million, the repayment of notes payable aajuital lease obligations of $10.2 million, partyadiffset by proceeds from the exercise of
employee stock options and sale of common stodutir our employee stock purchase plan or ESPP.afrfillion.

The main uses of cash from financing actisitie2002 were open market repurchases of our ctbleenotes and payments for capital
lease obligations and notes payable. We expedirmancing activities to continue to fluctuate iretfuture. If market conditions and our
financial position are deemed appropriate, we nepyirchase additional convertible notes in the aparket. Our payments under capital
lease obligations and notes payable may also iseri@athe future if we enter into additional capiégase obligations or change the level of
bank financing. Our estimated payments under ddp#ae obligations and bank debt during 2003 béllpproximately $15.2 million.
However, a significant portion of these obligati@me held in countries other than the United Stdkesefore future foreign currency
fluctuations, especially between the dollar andyts® could cause significant fluctuations in ostiraated 2003 payment obligations.

Financing activities provided cash of $124illiom in 2001, and consisted primarily of proceddsn convertible debt of $121.25 million
and proceeds from the exercise of employee stotterapand sale of common stock through our ESPRIdT million. Financing activities
used cash of $37.5 million in 2000, and consistadgrily of open market repurchases of our conbeétnotes of $40.8 million, offset by
proceeds from the exercise of employee stock optéoml sale of common stock through our ESPP of idélli@n.

We plan to spend approximately $10 millior$i® million in 2003 for the acquisition of equipnieleasehold improvements and
furnishings, with depreciation expense for 2003quted to be $13 million to $14 million. Our plamhlevel of capital expenditures is subject
to frequent revisions because our business expasesudden changes as we move into industry upamchslownturns and expected sales
levels change. In addition, changes in foreignenoy may significantly impact our capital expendigiand depreciation expense recognized
in a particular period.

As of December 31, 2002, we had working chpit&$247.9 million, a decrease of $101.7 millisorh December 31, 2001. The principal
causes of this decrease during 2002 were the usashfto finance our operating activities, the pase of certain
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investments and acquisitions, the repurchase of@overtible subordinated notes, and payments unatecapital lease obligations and bank
debt as discussed above. Our principal sourcaquiflity consisted of $70.2 million of cash andicagjuivalents, $102.2 million of
marketable securities, and a credit facility catirsisof a $25.0 million revolving line of creditpne of which was outstanding at

December 31, 2002. Advances under the revolvirgydincredit bear interest at the prime rate (4.28%arch 12, 2003) minus 1%. Any
advances under this revolving line of credit wil hue and payable in May 2003. In July and Septe2®@?, we reduced our borrowing base
by $6.4 million in connection with foreign currenfiyward contracts we entered into, providing uthwiet borrowing availability of
approximately $18.6 million at December 31, 200Zbsequent to December 31, 2002, these foreignrayf®rward contracts matured. We
are subject to covenants on our line of credit phavide certain restrictions related to workingital, net worth, acquisitions and payment
and declaration of dividends. We were in compliawié all such covenants at December 31, 2002.

We have committed to advance $2.3 millioneeesal privately held companies over the next twars.

We finance the majority of our facilities umdperating leases, which are not reflected asaetar liability in our accompanying balance
sheets. At December 31, 2002, we had the follovittigre minimum commitments under noncancelable apeg leases:

(In thousands)

2003 $ 5,46¢
2004 4,46¢
2005 3,86¢
2006 3,507
2007 2,99(
Thereaftel 12,05¢
$32,35:

[ |

In addition to operating leases, we also feagentingent purchase price adjustment relatirmutcacquisition of Dressler, which may
require us to pay an additional $3.0 million to themer shareholder of Dressler, if Dressler achsesertain key business objectives by
March 30, 2003.

To finance the facilities for our headquart@nsl main U.S. manufacturing location, we leaseescutive offices and manufacturing
facilities in Fort Collins, Colorado from two lingtl liability partnerships consisting of one of dinectors, who is also an officer, a former
director and other individuals unrelated to us. THases relating to these spaces expire in 2009, @dd 2016 and contain monthly payments
of approximately $67,000, $55,000 and $64,000,aetbyely.

Approximately $2.7 million, $2.2 million and. $ million was paid and charged to rent expensiatable to these leases for the years
ended December 31, 2002, 2001 and 2000, respsactivel
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We believe that our cash and cash equivalerdasketable securities, cash flow from operatiamng available borrowings, will be sufficient
to meet our working capital needs for at leastifet twelve months. After that time, we may requaidelitional equity or debt financing to
address our working capital, capital equipmentaqua@sion needs. In addition, any significant adtjoiss we make may require additional
equity or debt financing to fund the purchase piiicpaid in cash. There can be no assurance tgiti@anal funding will be available when
required or that it will be available on terms guedle to us. In 2006, when our convertible subwtiid notes become due, it is possible we
may need substantial funds to repay such debt,hwhis $187.7 million at December 31, 2002. Our &@@nvertible subordinated notes of
$121.5 million are due September 1, 2006, and &5% convertible subordinated notes of $66.2 nmlkoe due November 15, 2006.
Payment would be required if our common stock pr@geains at low levels throughout this period,ghees at which we can effect
conversion are not met in the market in which daclsis traded, and the holders of our notes chaoséo otherwise convert. In such a
situation there can be no assurance that we willdbe to refinance the debt. We may continue tangpse additional notes in the open
market from time to time, if market conditions amd financial position are deemed favorable fothsparposes.

Critical Accounting Policies

The preceding discussion and analysis of inantial condition and results of operations isdolagpon our consolidated financial
statements, which have been prepared in accordeititaccounting principles generally accepted i thnited States. In preparing our
financial statements, we must make estimates atghjents that affect the reported amounts of aasetdiabilities, revenues and expenses,
and related disclosure of contingent assets abdifies at the date of our financial statementstual results may differ from these estimates
under different assumptions or conditions. We lelithat the following critical accounting policiesnong others, affect our more significant
judgments and estimates used in the preparationrofonsolidated financial statemer

VALUATION OF INTANGIBLE ASSETS AND GOODWHLWe have approximately $86.6 million of intangillesets and goodwill as
of December 31, 2002, including approximately $28ilion related to amortizable intangibles and $6dhillion in goodwill. In addition to
the original cost of these assets, their recor@daevis impacted by a number of our policy eledjancluding estimated useful lives, foreign
currency fluctuations and impairment charges, ¥.dn accordance with SFAS 142, “Goodwill and Otheangible Assets,” we identified
three reporting units. Generally, we allocated gatido the reporting unit that created goodwillarpits acquisition. However, we believe 1
our recently acquired companies provide future dincopportunities to our core business and as dtneswallocated approximately 25% of
the goodwill created upon the acquisitions of Aemd EMCO to our core business. We performed anaimpairment analysis of our non-
amortizable intangible assets and goodwill durhmgyfourth quarter of 2002, which indicated thaimpairment was required. This assesst
requires estimates of future revenue, operatingitseeand cash
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flows, as well as estimates of critical valuatiaputs such as discount rates, terminal values iamths data. We will continue to perform
periodic and annual impairment analyses of the amon+tizable intangible assets and goodwill resglfiom our acquisitions. As a result of
future periodic, at least annual, impairment aredywe may record impairment charges that have eriabadverse impact on our financial
position and operating results. Additionally, weynmaake strategic business decisions in future genwhich impact the fair value of our
intangible assets and goodwill, which could regulignificant impairment charges.

LONG-LIVED ASSETS INCLUDING INTANGIBLES SUBJECTAMDRTIZATION —Depreciation and amortization of our long-lived
assets is provided using the straight-line methaat their estimated useful lives. Changes in cirstamces such as the passage of new laws ¢
changes in regulations, technological advances)gdsato our business model or changes in our tapigegy could result in the actual
useful lives differing from initial estimates. Ihdse cases where we determine that the usefuflidong-lived asset should be revised, we
will depreciate the net book value in excess ofdbiimated residual value over its revised remginseful life. Factors such as changes ir
planned use of equipment, customer attrition, @mtral amendments or mandated regulatory requiresncenld result in shortened useful
lives.

Long-lived assets and asset groups are eealdiat impairment whenever events or changes aunistances indicate that the carrying
amount of such assets may not be recoverable. Stheated future cash flows are based upon, amdrey things, assumptions about
expected future operating performance and mayrdiffen actual cash flows. Long-lived assets evaddor impairment are grouped with
other assets to the lowest level for which idealife cash flows are largely independent of the fas¥s of other groups of assets and
liabilities. If the sum of the projected undiscoemhicash flows excluding interest is less than #reying value of the assets, the assets will be
written down to the estimated fair value in theigein which the determination is made. Impairmemilsalso be assessed when assets are
determined to be held-for-sale, as opposed todmaddused in operations.

RESERVE FOR EXCESS AND OBSOLETE INVENTORVentory is valued at the lower of cost or mark&tzen the rapid change in
technology, we monitor and forecast expected irorgmeeds based on our constantly changing salesdst. Inventory is written down or
written off when it becomes obsolete, generallydose of engineering changes to a product or diseanice of a product line, or when it is
deemed excess. These determinations involve theisgef significant judgment by management, andeasonstrated in recent periods
demand for our products is volatile and changespectations regarding the level of future salesreault in substantial charges against
earnings for obsolete and excess inventory. Fofigwie above policy, we recorded charges of $5liBomin 2002, the majority of which
occurred during the fourth quarter.

RESERVE FOR WARRANTYWe provide warranty coverage for our productagimg from 12 to 36 months, with the majority ofrou
products ranging from 18 to 24 months, and estirtr@enticipated costs of repairing our producidenrsuch warranties based on the
historical costs of the repairs and expected profdiicre rates.
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The assumptions we use to estimate warranty ascanalreevaluated periodically in light of actugb@rience and, when appropriate, the
accruals are adjusted. Our determination of thecpiate level of warranty accrual is subjectived dased on estimates. The industries in
which we operate are subject to rapid technologibahge. As a result, we periodically introduce eewnore complex products, which tend
to result in increased warranty costs. We expextriidustries in which we operate to continue taimegthe introduction of new technologies,
which could cause our warranty costs to increasbkdrfuture. Should product failure rates diffemfr our estimates, actual costs could vary
significantly from our expectations.

FAIR VALUE OF DERIVATIVE INSTRUMENFSWe have entered into various foreign currencyéod contracts to mitigate our
foreign currency exposure from foreign currencyateimated trade purchases and intercompany recewainld payables. These derivative
instruments are not held for trading or speculapwgposes. The valuation of derivative instrumemder SFAS No. 133 requires us to make
estimates and judgments that affect the fair vafube instruments. Fair value of our derivativeslétermined relative to changes in the
forward yield curves and discount rates. Such artsoare subject to significant estimates which ntagnge in the future.

COMMITMENTS AND CONTINGENCIES We are involved in disputes and legal actionsirgiin the normal course of our business.
While we currently believe that the amount of attimate potential loss would not be material to 6oancial position, the outcome of these
actions is inherently difficult to predict. In tleeent of an adverse outcome, the ultimate potelatal could have a material adverse effect on
our financial position or reported results of opieras in a particular quarter. An unfavorable diecisparticularly in patent litigation, could
require material changes in production processeégerducts or result in our inability to ship pratkior components found to have violated
third-party patent rights. We accrue loss contimgesin connection with our litigation when it isopable that a loss has occurred and the
amount of the loss can be reasonably estimated.

REVENUE RECOGNITION- We recognize revenue upon shipment of our pradaistl spare parts, at which time title passeseto th
customer, as our shipping terms are FOB shippinigtpihe price is fixed and collectibility is reasably assured. We do not generate revenue
from the installation of our products.

In certain instances we require our custorteepmy for a portion or all of their purchases ptmour building or shipping the products. We
record cash payments received prior to shipmeatistomer deposits in the accompanying balance sheen recognize revenue upon
shipment of the products. We do not offer pricetgcions to our customers or allow returns, unéessred by our normal policy for repair
defective products.

We have an arrangement with one of our majetamners, a semiconductor capital equipment maturéc in which completed products
are shipped to the customer and held by them inwerehouse. The customer draws products fromithisntory as
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needed, at which time title passes to the cust@ameémve recognize revenue. The customer is sulgemirtnormal warranty policy for repair
of defective products.

In certain instances we deliver products tstamers for evaluation purposes. In these arrangihe customer retains the products for
specified periods of time without commitment toghase. On or before the expiration of the evalughieriod, the customer either rejects the
product, and returns it to us, or accepts the mbdipon acceptance, title passes to the customeeinvoice the customer for the product, and
revenue is recognized. Pending acceptance by gterner, such systems are reported on our balareet ahan estimated value based on the
lower of cost or market, and are included in th@ants for demonstration and customer service ecgrippymet of accumulated depreciation.

While we maintain a stringent credit approwaicess, significant judgments are made by managgeimeonnection with assessing our
customers’ ability to pay at the time of shipmddspite this assessment, from time to time, outocmiers are unable to meet their payment
obligations. We continue to monitor our customersdit worthiness, and use our judgment in estaibigsthe estimated amounts of customer
receivables which will ultimately not be collectédsignificant change in the liquidity or financiadsition of our customers could have a
material adverse impact on the collectibility of @ecounts receivable and our future operatinglt®su

STOCK-BASED COMPENSATION As allowed by SFAS No. 123, we have elected toinastto account for our employee stock-based
compensation plans using the intrinsic value methatcordance with Accounting Principles Boardiigm No. 25, “Accounting for Stock
Issued to Employeesdnd related Interpretations, which do not requargensation expense to be recorded if the consider® be receive
is at least equal to the fair value of the comnmioglsto be received at the measurement date. Wedgrinformation as to what our earnings
and earnings per share would have been had wethusdair value method prescribed by SFAS No. 123.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK
Interest Rate Risk

Our exposure to market risk for changes iariggt rates relates primarily to our investmentfplio and long-term debt obligations. We
generally place our investments with high credaliy issuers and by policy are averse to princips$ and seek to protect and preserve our
invested funds by limiting default risk, marketesnd reinvestment risk. As of December 31, 2002 jrvestments in marketable securities
consisted primarily of commercial paper, municipadl state bonds and notes and institutional morakets. These securities are highly
liquid. Earnings on our marketable securities gpécally invested into similar securities. In 2002¢ rates we earned on our marketable
securities approximated 2.0% on a before tax etprtdasis. Because the Federal Reserve repedtediyed interest rates throughout 2001
and 2002,
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the interest rates we earn on our investments lg@decreased substantially. This, in conjunctigth wsing our available cash and cash
reserves for acquisitions, including the EMCO asttioin in January 2001, the Aera acquisition inudag 2002, the Dressler acquisition in
March 2002, and the repurchase of a portion ofcouvertible subordinated notes in the fourth quast€002, has greatly reduced our recent
and anticipated interest income. The impact onrésteancome of a 10% decrease in the average sttexte would have resulted in
approximately $300,000 less interest income in 2@@P0,000 in 2001 and $1.1 million in 2000.

The interest rates on our subordinated debfieed, specifically, at 5.25% for the $66.2 naitli of our debt due November 2006, and at
5.00% for the $121.5 million of our debt that isedBeptember 2006. Our offerings of subordinated idet®99 and 2001 increased our fixed
interest expense upon each issuance, though inexesnse was partially reduced by the repurchiaeortion of these offerings in 2000
2002. Because these rates are fixed, we believe th@o risk of increased interest expense.

The interest rates on our Aera Japan subgigi&34 million credit lines are variable and curlerdnge from 1.28% to 3.1%. We believ
10% increase in the average interest rate on thesements would not have a material effect onfmamncial position or results of operatio

Foreign Currency Exchange Rate Risk

We transact business in various foreign caesitOur primary foreign currency cash flows areagated in countries in Asia and Europe.
During 2002, the U.S. dollar weakened approximat®i§6 against the Japanese yen and 15% againgirinetss highly uncertain how
currency exchange rates will fluctuate in the fatiWe have entered into various forward foreigmenry exchange contracts to mitigate
against currency fluctuations in the Japanese\Wenwill continue to evaluate various methods toimire the effects of currency
fluctuations when we translate the financial staets of our foreign subsidiaries into U.S. doll&sDecember 31, 2002, we held a foreign
currency forward exchange contract in the U.S. itigate the currency fluctuations from our 5.7 ibitl yen intercompany receivable due fr
our subsidiary, AE-Japan. Under this contract wieseil Japanese yen with dollar equivalent noti@mounts of approximately
$48.4 million, which at December 31, 2002 had miask¢tlement amounts of approximately $48.3 milfionan unrealized gain position of
approximately $0.1 million. In Japan, we held fgrecurrency forward exchange contracts to sell doBars with notional amounts of
$15.0 million and market settlement amounts of apipnately $15.3 million for an unrealized loss pimsi of approximately $0.3 million and
contracts to purchase U.S. dollars with notionabants of $6.5 million and market settlement amowofi@pproximately $6.7 million for an
unrealized loss position of approximately $0.2 iwiill
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Other Risk

We have invested in start-up companies ardegfic alliances and may in the future make addifilnvestments in such companies that
develop products which we believe may provide fitoenefits. We have written down the cost of orgh snvestment in 2001 and 2002,
related to a strategic alliance we started in 2@0@h current investments and any future investsnaiit be subject to all of the risks inherent

in investing in companies that are not establisbedh which, due to our level of investment, werdi exercise significant management
control.
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INDEPENDENT AUDITORS’ REPORT
The Board of Directors and Stockholders of Advangadrgy Industries, Inc.:

We have audited the accompanying consolidated balsineet of Advanced Energy Industries, Inc. (a®ate corporation) and subsidiaries
as of December 31, 2002 and the related consatidasements of operations, stockholders’ equitycash flows for the year then ended. In
connection with our audit of the 2002 consoliddiadncial statements, we also have audited the #@@Rcial statement schedule as listed in
the accompanying index. These consolidated finastaégements and financial statement schedulehareesponsibility of the Company’s
management. Our responsibility is to express aniopion these consolidated financial statementdiaadcial statement schedule based on
our audit. The financial statements of Advancedrgynéndustries, Inc. and subsidiaries as of Decar8the2001 and for each of the two ye

in the period ended December 31, 2001 were aubitaither auditors who have ceased operations. Téditors expressed an unqualified
opinion on those financial statements, before ¢vésion described in Note 1 to the financial staats, in their report dated February 28,
2002.

We conducted our audit in accordance with audistagndards generally accepted in the United StdtAmerica. Those standards require that
we plan and perform the audit to obtain reasonasseirance about whether the financial statemeatses of material misstatement. An au
includes examining, on a test basis, evidence stipgghe amounts and disclosures in the finarstatiements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well agatirgg the overall financial statement
presentation. We believe that our audit providesagonable basis for our opinion.

In our opinion, the 2002 consolidated financiatestaents referred to above present fairly, in allerial respects, the consolidated financial
position of Advanced Energy Industries, Inc. andssdiaries as of December 31, 2002, and the restitteir operations and their cash flows
for the year then ended, in conformity with accingpiprinciples generally accepted in the Unitededaf America. Also in our opinion, the
related 2002 financial statement schedule, whesidered in relation to the basic 2002 consolidéiteghcial statements taken as a whole
presents fairly, in all material respects, the iinfation set forth therein.

As discussed in Notes 1 and 2 to the consolidateah€ial statements, Advanced Energy Industries,dnd subsidiaries adopted the
provisions of Statements of Financial Accountingrfsiards No. 141 “Business Combinations” and No.“Gtbdwill and Other Intangible
Assets,” effective January 1, 2002.

As discussed above, the consolidated balance shéetvanced Energy Industries, Inc. and subsidiasie of December 31, 2001, and the
related consolidated statements of operationskistdders’ equity and cash flows for the years eridedember 31, 2001 and 2000, were
audited by other auditors who have ceased opegtimdescribed in Note 1, the consolidated firgratatements as of December 31, 2001
and for each of the fiscal years ended Decembe2(@11, and 2000 have been revised to include thsiti@nal disclosures required by
Statement of Financial Accounting Standards No, 1@dodwill and Other Intangible Assets”, which wadopted by the Company as of
January 1, 2002. In our opinion, the disclosure2@®1 and 2000 in Note 1 are appropriate. Howewverwere not engaged to audit, review,
or apply any procedures to the 2001 and 2000 fiahstatements of the Company other than with retsipesuch disclosures and,
accordingly, we do not express an opinion or atmgioform of assurance on the 2001 and 2000 cordetidinancial statements taken as a
whole.

KPMG LLP

Denver, Colorado,
February 11, 2003
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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. (aae corporation) and subsidiaries
as of December 31, 2001 and 2000, and the relatesbtidated statements of operations, stockholdeypgity and cash flows for each of the
three years in the period ended December 31, ZlEse consolidated financial statements and thedsi referred to below are the
responsibility of the Company’s management. Oupeesibility is to express an opinion on these cbdated financial statements and
schedule based on our audits.

We conducted our audits in accordance with audi&tagdards generally accepted in the United Statesse standards require that we plan
and perform the audit to obtain reasonable assarabout whether the financial statements are fregaterial misstatement. An audit
includes examining, on a test basis, evidence stipgdhe amounts and disclosures in the finarstaements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well agatirgg the overall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

In our opinion, the financial statements referredlbove present fairly, in all material respedts, financial position of Advanced Energy
Industries, Inc. and subsidiaries as of Decembge230d1 and 2000, and the results of their operatér their cash flows for each of the three
years in the period ended December 31, 2001, ifocmity with accounting principles generally acaggin the United State

Our audits were made for the purpose of formingpinion on the basic financial statements takea abole. The schedule listed in the in
to consolidated financial statements is preserdeg@drposes of complying with the Securities andiaxmge Commission’s rules and is not
part of the basic financial statements. This scleelas been subjected to the auditing procedunggedpn the audits of the basic financial
statements and, in our opinion, fairly states imlterial respects the financial data requirebddcet forth therein in relation to the basic
financial statements taken as a whole.

Denver, Colorado, ARTHUR ANDERSEN LLP
February 28, 200:

The report of Arthur Andersen LLP (Andersen) isogyof a report previously issued by Andersen dorfrary 28, 2002. The report has not
been reissued by Andersen nor has Andersen codsenits inclusion in this Annual Report on FormK0The Andersen report refers to the
consolidated balance sheet as of December 31, 200C0he consolidated statements of operationskistdders’ equity and cash flows for the
year ended December 31, 1999 which are no longkrdad in the accompanying financial stateme
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(In thousands)

December 31,

2002 2001
ASSETS
CURRENT ASSETS
Cash and cash equivalel $ 70,18¢ $ 81,95¢
Marketable securitie— availablefor-sale 102,15¢ 190,02:
Accounts receivabl—
Trade (less allowances for doubtful accounts of@aximately $3,056 and $1,049 at
December 31, 2002 and 2001, respectiv 40,79° 26,87
Other 3,08¢ 3,941
Income tax receivabl 14,72 15,86:
Inventories 57,30¢ 44,41
Other current asse 6,82¢ 4,17¢
Deferred income tax assets, 17,51( 11,20(
Total current asse 312,59¢ 378,44
PROPERTY AND EQUIPMENT, at cost, net of accumulategreciation of $43,109 and $31,9:
at December 31, 2002 and 2001, respecti 41,17¢ 31,09¢
OTHER ASSETS
Deposits and othe 5,181 6,48z
Goodwill and intangibles, net of accumulated amzatton of $11,212 and $5,789 at
December 31, 2002 and 2001, respecti 86,60 23,072
Demonstration and customer service equipment, fretaumulated amortization of $7,698 an
$4,507 at December 31, 2002 and 2001, respect 6,08¢ 5,361
Deferred debt issuance costs, 4,091 5,73¢
101,95¢ 40,657
Total asset $455,73: $450,19!
L] L]

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

CONSOLIDATED BALANCE SHEETS
(In thousands, except per share data)

LIABILITIES AND STOCKHOLDERS’ EQUITY

CURRENT LIABILITIES:

Trade accounts payak

Accrued payroll and employee bene

Accrued warranty expen:

Accrued restructuring charg

Other accrued expens

Acquisition related escro

Customer deposi

Capital lease obligations, current port

Notes payable, current portis

Accrued interest payable on convertible subordohatetes

Total current liabilities

LONG-TERM LIABILITIES:
Capital leases, net of current port
Senior borrowing:
Deferred income tax liabilities, n
Convertible subordinated notes paye
Other lon¢-term liabilities

Total liabilities

COMMITMENTS AND CONTINGENCIES

STOCKHOLDERS EQUITY:
Preferred stock, $0.001 par value, 1,000 sharémemned, none issued and outstanc
Common stock, $0.001 par value, 70,000 and 55,08fes authorized; 32,140 and 31,848 st
issued and outstanding at December 31, 2002 ant] 28pectively
Additional paic-in capital
Retained earning
Deferred compensatic
Unrealized holding (losses) gains on avail-for-sale securitie
Cumulative translation adjustmel

Total stockholdel' equity

Total liabilities and stockholde’ equity

The accompanying notes to consolidated financééstents
are an integral part of these consolidated balaheets.
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December 31,

2002

2001

$ 16,058 $ 10,23
9,34¢ 6,97¢
9,40: 4,471
5,98¢ 1,421
4,57: 1,387
1,67¢ —

77 51E

691 6
14,50¢ 1,12¢
2,33¢ 2,69¢
64,65 28,83t
66¢ —
9,99¢ —
8,66: 41F
187,71¢ 206,60
694 —
207,74 207,01
272,39 235,85
32 32
138,42¢ 131,69
44,19: 85,59;
(542) (1,092)
(33) 1,257
1,26( (3,140
183,33¢ 214,34
$455,73;  $450,19!
] |
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share amounts)

Years Ended December 31,

2002 2001 2000
SALES $238,89¢ $193,60(  $359,78:
COST OF SALE¢ 170,13¢ 136,16¢ 183,32
GROSS PROFI 68,76( 57,43: 176,45:
OPERATING EXPENSES
Research and developm 48,99t 45,15] 36,99¢
Sales and marketir 34,94( 23,78¢ 24,10:
General and administrati\ 30,53: 21,52: 24,57:
Litigation damages and expenses (recov 5,31 (1,500 —
Restructuring charge 9,06( 3,07(C 1,00¢
Impairment of goodwill and other intangible ass 1,90¢ 5,44¢ —
Impairment of investments and advan — 6,84¢ —
Merger cost: — — 4,58
Total operating expens: 130,74! 104,31¢ 91,25:
(LOSS) INCOME FROM OPERATION: (61,989 (46,88 85,20(
OTHER INCOME (EXPENSE)
Interest incomi 3,31« 6,581 10,72%
Interest expens (12,460 (7,399 (7,69¢)
Foreign currency gain (los 5,28( (23%) (196
Other (expense) income, r (2,069 (1,025) 4,652
(5,930 (2,07¢) 7,48t
Net (loss) income before income taxes, minoritgliest and extraordinary ite (67,915 (48,965 92,68:
(BENEFIT) PROVISION FOR INCOME TAXE! (23,87 (17,447 32,24
MINORITY INTEREST IN NET (LOSS) INCOME — (145) 20
NET (LOSS) INCOME BEFORE EXTRAORDINARY ITEN (44,03%) (31,379 60,42¢
EXTRAORDINARY ITEM (LESS APPLICABLE INCOME TAXES OFR$1,584 anc
$4,566) 2,63¢ — 7,61(
NET (LOSS) INCOME $(41,399 $(31,379 $ 68,03¢
L] I I
NET (LOSS) EARNINGS PER SHARE BEFORE EXTRAORDINARYEM:
BASIC $ (1.3 $ (099 $ 1.9
| | |
DILUTED $ (1.3 $ (099 $ 1.8¢
L] I I
EARNINGS PER SHARE FROM EXTRAORDINARY ITEN
BASIC $ 0.0¢ $ — $ 02¢
| | |
DILUTED $ 0.0¢ $ — $ 0.2
L] I I
NET (LOSS) EARNINGS PER SHARE
BASIC $ (1299 $ (099 $ 217
| | |
DILUTED $ (299 $ (099 $ 2.1
L] I I
BASIC WEIGHTEC-AVERAGE COMMON SHARES OUTSTANDINC 32,02¢ 31,71: 31,33¢
| | |

DILUTED WEIGHTED-AVERAGE COMMON SHARES OUTSTANDINC 32,02¢ 31,71 32,42¢



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

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(In thousands)

FOR THE YEARS ENDED DECEMBER 31, 2002, 2001 AND 20D

BALANCES, December 31, 19¢

Exercise of stock options for ca

Issuance of common stock for services provided :
merger cost

Sale of common stock through employee stock
purchase pla

Tax benefit related to shares acquired by employ:t
under stock compensation ple

Deferred compensation on stock options iss

Amortization of deferred compensati

Comprehensive incom

Equity adjustment from foreign currency translai

Unrealized holding gair

Net income

Total comprehensive incon

BALANCES, December 31, 20(

Exercise of stock options for ca

Sale of common stock through employee stock
purchase pla

Accumulated

Tax benefit related to shares acquired by employees

under stock compensation ple
Fair value of stock options assumed in EMCO
acquisition
Deferred compensation on stock options iss
Amortization of deferred compensati
Comprehensive incom
Equity adjustment from foreign currency translai
Unrealized holding losse
Net loss
Total comprehensive ot

BALANCES, December 31, 20(

Exercise of stock options for ca

Issuance of common stock for acquisition of mino
interest of LITMAS

Sale of common stock through employee stock
purchase pla

Tax benefit related to shares acquired by employ:t
under stock compensation ple

Amortization of deferred compensati

Adjustment for forfeited option

Comprehensive incom

Equity adjustment from foreign currency translai

Unrealized holding losse

Less: reclassification adjustment for amounts
included in net los

Net loss

Total comprehensive ot

BALANCES, December 31, 20(

Common Stock  Additional Other Total
Paid-in Retained Deferred Comprehensive Stockholders’

Shares Amount  Capital Earnings Compensation (Loss) Income Equity
30,98 $31 $108,99° $ 48,937 $ (86) $ (890) $156,98¢
48¢ 1 4,392 — — — 4,39
5 — 2,43( — — — 2,43(
13 — 52C — — — 52C
— — 6,59¢ — — — 6,59¢
- — 1,99t — (1,995 — —
== - - 461 - 461
— — — — — (1,990 —
- — — — — 1,368 —
— — — 68,03 — — —
- — — — — — 67,40¢
31,537 32 124,93( 116,97: (1,620 (1,515 238,79¢
27 — 3,342 — — — 3,34z
38 — 62¢€ — — — 62€
—_ — 1,58¢ — — — 1,58¢
— — 1,12¢ — — — 1,12¢
- — 84 — (84) — —
—_ — — — 61C — 61C
— — — — — (260) —
- — — — — (10¢) —
— — — (31,379 — — —
- — — — — — (31,74)
31,84¢ 32 131,69¢ 85,59: (1,099 (1,887 214,34!
118 — 1,38¢ — — — 1,38¢
12 — 4,21¢ — — — 4,21¢
54 — 68¢ — — — 68¢
- = 46€ - - - 46€
—_ — — — 51¢ — 51¢
== (34) - 34 - -
— — — — — 4,40( —
- — — — — (2,64)) —
- = — - - 1,351 -
- — — (41,399 — — —
== - - - - (38,289
32,14( $32 $138,42¢ $ 44,19: $ (542 $1,227 $183,33¢
| | | | [ | [ | |



The accompanying notes to consolidated financédéstents
are an integral part of these consolidated stat&snen
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)

CASH FLOWS FROM OPERATING ACTIVITIES

Years Ended December 31,

2002

2001

2000

Net (loss) incom $(41,399 $(31,379 $68,03¢

Adjustments to reconcile net (loss) income to @eshc(used in) provided by operating activi-
Depreciation of property and equipmi 13,41 9,97: 7,56¢
Amortization of intangibles and demonstration andtomer service equipme 8,05¢ 5,93( 2,94z
Amortization of deferred debt issuance c« 1,301 T7E 61¢€
Amortization of deferred compensati 51¢ 61C 461
Minority interest — (14%) 17
Stock issued for services rendered and merger — — 2,43(
Benefit for deferred income tax (6,88¢) (3,579 (3,730
Provision for excess and obsolete inveni 5,80: 6,41z 654
Impairment of goodwill and other intangible as: 1,90¢ 5,44¢ —
Impairment of investmer — 6,84¢ —
Impairment of property and equipme 1,61¢ — —
Impairment of marketable secur 1,544 — —
Provision for doubtful accoun 1,87(C 282 14&
Unrealized loss on foreign currency forward corts: 38¢ — —
Loss (gain) on disposal of property and equipn 35¢ 13 (54)
Gain on sale of investme — — (4,847
Gain on retirement of convertible subordinated s (4,229 — (12,17¢)
Unrealized gain on intercompany foreign curren@nl (4,879 — —

Changes in operating assets and liabilities, naseéts and liabilities acquir-
Accounts receivab-trade (5,067 44,97: (28,225
Other receivable 1,38¢ (12¢) (1,999
Inventories 3,021 (5,489 (17,510
Other current asse (2,232 (1,752 (70%)
Deposits and othe (907) (180) (502)
Demonstration and customer service equipr (2,859 (2,759 (1,282
Trade accounts payak 2,36¢ (5,52¢) 2,07:
Accrued payroll and employee bene (292 (5,099 4,117
Accrued warranty expen: 4,89¢ 49¢ 2,52¢
Accrued restructuring charg 4,56 952 47E
Customer deposits and other accrued expe a9 3,13¢ (970
Income taxes payable/receivable, 60¢ (21,949 14,63
Net cash (used in) provided by operating activi (15,309 7,86¢ 34,69¢
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of marketable securi (2,499 (64,925 (29,477
Sale of marketable securiti 90,43¢ 33,31 48,10(
Proceeds from sale of investm — — 4,464
Proceeds from sale of equipmi 35C — 15C
Purchase of property and equipm (10,719 (12,435 (14,067)
Purchase of investments and advar (2,78)) (7,186 (3,459
Acquisition of Aera Japan Limited, net of cash doepli (35,689 — —
Acquisition of Dressler HF Technik GmbH, net of katquirec (14,399 — —
Acquisition of interest in LITMAS, net of cash adopd (400 — (250
Acquisition of Engineering Measurements Companyofieash acquire — (29,937 —
Net cash provided by (used in) by investing adasi 24,31 (81,16¢) 15,47¢
CASH FLOWS FROM FINANCING ACTIVITIES

Proceeds from notes payal — 837 1,491
Repayment of notes payable and capital lease dioligs (10,190 (1,979 (3,129
Proceeds from convertible debt, | — 121,25( —
Repurchase of convertible debt, (14,52 — (40,79Y
Sale of common stock through employee stock puechém 68¢ 62€ 52C
Proceeds from exercise of stock options and wa 1,38¢ 3,34z 4,392



Net cash (used in) provided by financing activi (22,639 124,08« (37,519

EFFECT OF CURRENCY TRANSLATION ON CAS 1,861 (549 (2,990
(DECREASE) INCREASE IN CASH AND CASH EQUIVALENT (11,767 50,23¢ 10,67:
CASH AND CASH EQUIVALENTS, beginning of yei 81,95¢ 31,71¢ 21,04:
CASH AND CASH EQUIVALENTS, end of ye¢ $ 70,18t¢ $ 81,95t $ 31,71¢

L] I I

SUPPLEMENTAL DISCLOSURE OF NO-CASH INVESTING AND FINANCING ACTIVITIES:

Tax benefit related to shares acquired by employadsr stock option plar $ 466 $ 158 $ 6,59¢
| | I

Deferred compensation on stock options iss $ — $ 84 $ 1,99
| | I

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATIO!

Cash paid for intere: $1151°7 $ 4,457 $ 7,38¢
| | I

Cash (received) paid for income taxes, $(16,08¢) $ 9,577 $ 25,79:
L] I I

The accompanying notes to consolidated financééstents
are an integral part of these consolidated statésnen
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(1) COMPANY OPERATIONS AND SUMMARY OF SIGNIFICANT A CCOUNTING POLICIES

Advanced Energy Industries, Inc. (the “Compgang Delaware corporation, is primarily engagedha development and production of
components and subsystems critical to plasma-basedifacturing processes, which are used by manuéastof semiconductors and in
industrial thin-film manufacturing processes. Thanthany owns 100% of each of the following subsidarAdvanced Energy Japan K.K.
(“AE-Japan”), Advanced Energy Industries GmbH (“Aermany”), Advanced Energy Industries U.K. Limi{¢4E-UK"), Advanced
Energy Industries Korea, Inc. (“AE-Korea”), Advadceénergy Taiwan, Ltd. (“AE-Taiwan”), Advanced Engigdustries (Shenzhen) Co.,
Ltd., and Advanced Energy Industries (Shanghai) 0d., collectively (“AE-China”) and Sekidenko,dn(*Sekidenkao”).

On January 18, 2002, the Company acquired 18008&ra Japan, Ltd. (“Aera”), a privately held daapse corporation. Aera supplies
digital, pressure-based and liquid mass flow cdietrsy ultrasonic liquid flow meters and liquid vapdelivery systems to the semiconductor
capital equipment industry.

On March 28, 2002, the Company acquired 100%ressler HF Technik GmbH (“Dressler”), a privatbleld Germany-based provider of
power supplies and matching networks.

Prior to 2002, the Company also owned 100%heffollowing subsidiaries: Noah Holdings, Inc. ¢&h”), Advanced Energy Voorhees,
Inc. (“AEV"), Tower Electronics, Inc. (“Tower”) aneingineering Measurements Company (“EMCO”), as a&l59.5% of LITMAS. As
discussed in Note 2, Noah was merged into the Coynpa April 6, 2000, Sekidenko was merged into@menpany on August 18, 2000,
EMCO was merged into the Company on January 2,,286rh was merged into a subsidiary of the Compmamyanuary 18, 2002, and
Dressler was merged into a subsidiary of the CompanMarch 28, 2002. The Company completed its iadtpn of the 40.5% of LITMAS
that it did not previously own on April 2, 2002.

During 2002, AEV, Tower, Noah, EMCO and LITMA&re combined with and into the Company, and Awaa combined with and into
AE-Japan. Through AE-Japan, the Company owns 1008aah of the following subsidiaries: Aera Corpamat Aera U.K. Ltd., Aera GmbH
and Aera Korea Ltd.

The acquisitions of Noah and Sekidenko weo®ated for as poolings of interest under Accougnininciples Board Opinion No. 16.
Accordingly, all prior period consolidated finaniciatements have been restated to include Noalsekidenko as though they had always
been part of the Company. The acquisitions of LIT8JAera, Dressler and EMCO were accounted for utidepurchase method of
accounting, and the results of operations of LITMASra, Dressler and EMCO are included since tfesipective acquisition dates. These
acquisitions are discussed in more detail in Note 2

The Company is subject to many risks, somegto€h are similar to other companies in its indystihese risks include significant
fluctuations of quarterly operating results, théatitity of the semiconductor and semiconductorita@quipment industries, customer
concentration within the markets the Company semwesmufacturing and facilities risks, recent anteptial future acquisitions, management
of growth, supply constraints and dependenciessnidgnce on design wins, barriers to obtaining nestoeners, the high level of customized
designs, rapid technological changes, competitidarnational operating risks, intellectual propaights, governmental regulations,
dependence on key personnel and the volatilithefarket price of the Company’s common stock.ghificant change in any of these or
other risk factors could have a material impactrenCompany’s business.

BASIS OF PRESENTATION Fhe consolidated financial statements include tomants of the Company and its wholly owned
subsidiaries. All significant intercompany accouantsl transactions have
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been eliminated in consolidation. The consolidditegincial statements are stated in U.S. dollarsaaerepared in accordance with
accounting principles generally accepted in thetdéhStates of America.

CASH AND CASH EQUIVALENTS For purposes of reporting cash flows, the Compamsiders all amounts on deposit with financial
institutions and highly liquid investments with anginal maturity of 90 days or less to be cash eash equivalents.

MARKETABLE SECURITIES Fhe Company has investments in marketable equityrgies and municipal bonds, which have original
maturities of 90 days or more. In accordance wittieénent of Financial Accounting Standards (“SFAS8) 115, “Accounting for Certain
Investments in Debt and Equity Securities,” theegtments are classified as available-for-sale g@=iand reported at fair value with
unrealized gains and losses included in other cehgmsive income. Due to the short-term, highlyitiqqature of the marketable securities
held by the Company, the cost, including accruéer@st of such investments, is typically the samthair fair value.

The Company also has investments in marketalédy securities which have been included withad#ts and other in the accompanying
consolidated balance sheets. In accordance wittS3f@ 115, these investments are classified aal@ifor-sale securities and reported at
fair value with unrealized holding gains and loseetuded in other comprehensive income. Duringftheth quarter of 2002, the fair value
these securities continued a substantial decliok wat management determined the decline was tthertemporary. As a result the
Company recorded an impairment of approximatel $dillion, which is included in other expense ie iccompanying consolidated
statements of operations. As of February 11, 28@8yalue of this investment has declined an amtthfi $675,000. If the fair value of this
investment does not return to its December 31, 2@08/ing value by the end of the first quarte2603, the Company will record an
additional impairment in the first quarter of 2003.

INVENTORIES —nventories include costs of materials, direct ladnad manufacturing overhead. Inventories are vbatehe lower of
market or cost, computed on a first-in, first-oasis and are presented net of reserves for obsoidtexcess inventory. Inventory is written
down or written off when it becomes obsolete, galtbecause of engineering changes to a produtisoontinuance of a product line, or
when it is deemed excess. These determinationdvietioe exercise of significant judgment by managetnand as demonstrated in recent
periods, demand for the Company’s products is elahd changes in expectations regarding the lefvieiture sales can result in substantial
charges against earnings for obsolete and excesstory.

PROPERTY AND EQUIPMENT Property and equipment is stated at cost or estuirfair value upon acquisition. Additions,
improvements, and major renewals are capitalizealntdnance, repairs, and minor renewals are exgessimcurred.

Depreciation is provided using the straightlmethod over three to ten years for machinenyipesent, furniture and fixtures, with
computers and communication equipment depreciatedathree-year life. Amortization of leaseholgpmavements and leased equipment is
provided using the straight-line method over tteséeterm or the estimated useful life of the assdtehever period is shorter.

DEMONSTRATION AND CUSTOMER SERVICE EQUIPMENDemonstration and customer service equipment areifaetured
products that are utilized for sales demonstradiot evaluation purposes. The Company also utittaesquipment in its customer service
function as replacement and loaner equipment tiagi customers.

The Company depreciates this equipment baséd estimated useful life. Depreciation is congulibased on a three-year life.

GOODWILL AND INTANGIBLES -Fhe Company adopted Statement of Financial Accogritandards (“SFAS”) No. 142, “Goodwiill
and Other Intangible Assets” on January 1, 200ASSRo. 142 established new standards for accoumingoodwill and other intangibles
acquired in business combinations. Goodwill corggito be recognized as an asset, but is no longettiaed as previously
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required by Accounting Principles Board (“APB”) @mn No. 17, “Intangible Assets.” Certain otheringible assets with indefinite lives, if
present, may also not be amortized. Instead, gdioalmd other intangible assets are subject to garitat least annual) tests for impairment.
The impairment testing is performed in two stepghge Company assesses goodwill for a potentighinment loss by comparing the fair
value of a reporting unit with its carrying valand (i) if an impairment is indicated by a repogtiunit whose fair value is less that its
carrying amount, the Company measures the amountpafirment loss by comparing the implied fair \eabf goodwill with the carrying
amount of that goodwill.

In accordance with SFAS No. 142, the Compaased amortizing goodwill on January 1, 2002, aadsessed its goodwill and other
intangible assets. The Company determined thatl#ssifications it made and the useful lives iigrssd were appropriate for the goodwiill
and amortizable intangibles it held as of Decen®ier2001.

In the fourth quarter of 2002, the Company plated its evaluation of the goodwill and intangillkssets recorded as a result of the
acquisitions of Aera, which it acquired on Janu8y 2002, Dressler, which it acquired on MarchZB)2, and the acquisition of the minority
interest of LITMAS, which it acquired on April 2022. In the fourth quarter of 2002, the Company aksrformed its annual goodwill
impairment test, and concluded that because timaasd fair value of the Company’s reporting ueitseeded their carrying amounts, no
impairment of goodwill was indicated. Intangiblesets are separately recognized if the benefitefritangible asset is obtained through
contractual or other legal rights, or if the assat be sold, rented, transferred, licensed, oran@d, regardless of the Companiyitent to dc
so. Amortization expense and net (loss) incoméhferCompany for the year of initial application gtbr two years follow:

Years Ended December 31,

2002 2001 2000

(In thousands)

Goodwill amortization, net of taxe $ — $ (3,900 $(1,35%)
Impairment of goodwil — (5,446 —
Net (loss) income before extraordinary it (44,039 (31,379 60,42«
Extraordinary item, net of te 2,63¢ — 7,61(C
Net (loss) incom $(41,399) $(31,379 $68,03¢

The following table presents adjusted netsjiiscome and earnings per share data restateditale the retroactive impact of the adop!
of SFAS No. 142:

Years Ended December 31,

2002 2001 2000

(In thousands)

Net (loss) income before extraordinary it $(44,039) $(31,379 $60,42¢
Add back: Impact of goodwill amortization, net akés — 3,90( 1,35¢
Adjusted net (loss) income before extraordinargni: (44,039 (27,479 61,77¢
Extraordinary item, net of te 2,63¢ — 7,61(
Adjusted net (loss) incorr $(41,399 $(27,479) $69,38¢

I I |

Net (loss) income per share before extraordinamst

Basic $ (1.39) $ (0.99 $ 1.9:

Diluted $ (1.39 $ (0.99 $ 1.8¢
Add back: Impact of goodwill amortization, net akées:

Basic $ — $ 0.1z $ 0.04

Diluted $ — $ 0.1z $ 0.04
Adjusted net (loss) income per share before exdinary items:

Basic $ (1.39 $ (0.87) $ 1.97

Diluted $ (1.39 $ (0.89) $ 1.9C
Earnings per share from extraordinary ite

Basic $ 0.0¢ $ — $ 0.24

Diluted $ 0.0¢ $ — $ 0.2¢4
Adjusted net (loss) income per she

Basic $ (1.29 $ (0.87) $ 2.21

Diluted $ (1.29 $ (0.89) $ 214
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GOODWILL AND INTANGIBLESonsisted of the following as of December 31, 2001:

Effect of
Gross Changes ir Weighted-
Carrying Accumulated Exchange Net Carrying average
Amount Amortization Rates Amount Useful Life

(In thousands, except weighted-average useful life)
Amortizable intangibles

Technolog-basec $ 2,40¢ $ (299 $— $ 2,10¢ 7

Contrac-basec 3,86( (2,169 — 1,69¢ 6

Total amortizable intangible 6,26¢ (2,467) — 3,801 6
Goodwill 22,597 (3,326 — 19,27:
Total goodwill and intangible $28,86! $(5,789) $— $23,07:
| | | |

GOODWILL AND INTANGIBLESonsisted of the following as of December 31, 2002:

Effect of
Gross Changes in Weighted-
Carrying Accumulated Exchange Net Carrying average
Amount Amortization Rates Amount Useful Life

(In thousands, except weighted-average useful life)
Amortizable intangibles

Technolog-basec $ 9,37¢ $ (3,715 $ 937 $ 6,60( 6
Contrac-basec 9,21( (3,639 93¢ 6,512 4
Other 8,50( (537 1,29¢ 9,261 17
Total amortizable intangible 27,08¢ (7,88¢) 3,171 22,37: 10
Goodwill 61,95¢ (3,326 5,569¢ 64,22¢
Total goodwill and intangible $89,04: $(11,217) $8,77( $86,60!

| I | |

Aggregate amortization expense related to gidbadnd other intangibles for the years ended Daoer 31, 2002, 2001 and 2000, was

$5.5 million, $4.9 million and $2.2 million, resgiely. Estimated amortization expense relatedctpuaed intangibles for each of the five
years 2003 through 2007 is as follo

(In thousands)

2003 $4,17¢
2004 4,17¢
2005 4,17¢
2006 2,32]
2007 1,10¢

CONCENTRATIONS OF CREDIT RISKFancial instruments, which potentially subjee ompany to credit risk include cash and
trade accounts receivable. The Company maintasis @ad cash equivalents, investments, and certtaém Hnancial instruments with vario
major financial institutions. The Company perforpesiodic evaluations of the relative credit stagdif these financial institutions and limits
the amount of credit exposure with any one institutThe Company’s customers generally are conattdrin the semiconductor capital
equipment industry. As a result the Company is gglyeexposed to credit risk associated with thidustry. Sales by the Company’s foreign
subsidiaries are primarily denominated in currenciner than the U.S. dollar. The Company estaddisim allowance for doubtful accounts
based upon factors surrounding the credit riskpet#ic customers, historical trends and otherrimfation.

WARRANTY POLICY Fhe Company offers warranty coverage for its proslfmr periods ranging from 12 to 36 months aftépsent,
with the majority of its products ranging from 1824 months. The Company estimates the anticipaists of repairing products under
warranty based on the historical cost of the repaid expected failure rates. The assumptionstosestimate warranty accruals are
reevaluated periodically in light of actual expede and, when appropriate, the accruals are adjubte Company’s determination of the
appropriate level of warranty accrual is subjectind based on estimates. The industries in whielCttimpany operates are subject to rapid
technological change and, as a result, the Comparngdically introduces newer, more complex produathich tend to result in increased
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warranty costs. Estimated warranty costs are recbad the time of sale of the related product,amedconsidered a cost of sales.

FOREIGN CURRENCY TRANSLATIONThke functional currency of the Company’s foreighsidiaries is their local currency. Assets
and liabilities of international subsidiaries ar@nslated to U.S. dollars at yearend exchange, mesincome statement activity and cash
flows are translated at average exchange ratesgltiteé year. Resulting translation adjustmentsegerded as a separate component of
equity.

Transactions denominated in currencies ottt the local currency are recorded based on egehates at the time such transactions
arise. Subsequent changes in exchange ratesireguigign currency transaction gains and losseistwére reflected in income as unrealized
(based on period-end translation) or realized (ugmitlement of the transactions). Unrealized treti@a gains and losses applicable to
permanent investments by the Company in its forsigrsidiaries are included as cumulative transiadjustments, and unrealized
translation gains or losses applicable to non-paangintercompany receivables from or payablebéagdompany and its foreign subsidiaries
are included in income.

During the year ended December 31, 2002, tragany recorded a net foreign currency gain of aadprately $5.3 million, the majority
which was related to an intercompany loan of Japagen, which was settled subsequent to Decembh@082, that Advanced Energy U.S.
made to its subsidiary AE-Japan (which has a foneti currency of yen) for the purpose of effecting acquisition of Aera. The loan was
transacted in the first quarter of 2002, for apprately 5.7 billion yen (approximately $44 millidbased upon an exchange rate of
approximately 130:1). During the year, the U.Slafolveakened significantly against the yen to apipnately 119:1, resulting in a gain of
$4.9 million. In July and September 2002, the Comypentered into foreign currency forward contraeith its primary bank to substantially
mitigate the effects of potential future currenitictuations between the dollar and the yen ungildbsociated intercompany obligations were
settled (see Derivative Instruments below).

The Company recognized losses on foreign nayré&ransactions of approximately $235,000 and $l@bfor the years ended
December 31, 2001 and 2000, respectively.

REVENUE RECOGNITION -Fhe Company recognizes revenue upon shipment pfatiucts and spare parts, at which time title gmss
to the customer, as its shipping terms are FOBpsfgppoint, the price is fixed and collectibility ieasonably assured. The Company does no
generate revenue from the installation of its poislu

In certain instances the Company requiresussomers to pay for a portion or all of their fhases prior to the Company building or
shipping these products. Cash payments receivedtprshipment are recorded as customer depositeiaccompanying balance sheets, then
recognized as revenue upon shipment of the prodlicessCompany does not offer price protectionss@ustomers or allow returns, unless
covered by the Company’s normal policy for repdidefective products.

The Company has an arrangement with one afidigr customers, a semiconductor capital equipmmamtufacturer, in which completed
products are shipped to the customer and helddiy th their warehouse. The customer draws prodrats this inventory as needed, at
which time title passes to the customer and the fizmy recognizes revenue. The customer is subjébet@ompany’s normal warranty
policy for repair of defective products.

In certain instances the Company delivers petsdto customers for evaluation purposes. In thesmgements, the customer retains the
products for specified periods of time without coitment to purchase. On or before the expiratiothefevaluation period, the customer
either rejects the product, and returns it to tbenBany, or accepts the product. Upon acceptarieepéisses to the customer, the Company
invoices the customer for the product, and revesuecognized. Pending acceptance by the cust@ueh, products are reported on the
Company’s balance sheet at an estimated value loastied lower of cost or market, and are includethe amount for demonstration and
customer service equipment, net of accumulatededégion.
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INCOME TAXES —Fhe Company accounts for income taxes in accordaitbeSFAS No. 109, “Accounting for Income TaxeSFAS
No. 109 requires deferred tax assets and liaksilibebe recognized for temporary differences betvike tax basis and financial reporti
basis of assets and liabilities, computed at ctiteearates, as well as for the expected tax beakfiet operating loss and tax credit
carryforwards. A valuation allowance is recordedaduce the carrying amounts of deferred tax assgéss it is more likely than not that
such assets will be realized.

RESTRUCTURING COSTSRestructuring charges include the costs associgitadactions taken by the Company in responsedo th
continuing downturn in the semiconductor capitalipment industry and in response to changes i€tdmpany’s strategy. These charges
consist of costs that are incremental to the Coiyipaongoing operations, and are incurred to exiaetivity or cancel an existing contractual
obligation, including closure of facilities and eloyee termination related charges. Other relatestsc@aonsisting primarily of employee
relocation, are expensed as incurred.

The Company recorded restructuring chargedingt $9.1 million in 2002, primarily associatedthvchanges in operations designed to
reduce redundancies and better align the Comp@m®ra mass flow controller business within its opiegaframework. The Company’s
restructuring plans and associated costs cong$t®8.0 million to close and consolidate certaimofacturing facilities, and $3.1 million for
related headcount reductions of approximately 28pleyees.

The employee termination costs of $3.1 milliocluded severance benefits. All terminations mchination benefits were communicated
to the affected employees prior to the accruahefrelated charges. The affected employees wepawlbf the Company’s U.S. operations
and included full-time permanent and temporary @ygés, and consisted primarily of manufacturing atahinistrative personnel.

Included is the closure of the Company’s AEsmufacturing facilities, due to the transfer of thanufacturing of these products to Fort
Collins, Colorado, and the closure of a manufantufacility in Fort Collins, expected to be complgtoy the third quarter of 2003; the clos
of EMCO'’s manufacturing facilities (see Long-Livedsets below) due to the transfer of the manufagjusf these products to Fort Collins,
Colorado and Shenzhen, China, expected to be ctedpby the third quarter of 2003; and the closuinel®MAS expected to be completed
by the first quarter of 2003. During the fourth geaof 2002, the Company closed its San JosefdZaith sales and service location; and the
Company’s Austin, Texas manufacturing facility foe Aera-brand mass flow controller products, duthé transfer of the manufacturing of
these products to Hachioji, Japan, to be co-locaitdAera Japan Limited. These costs consist milgnaf payments required under
operating lease contracts and costs for writingrdoslated leasehold improvements.

At December 31, 2002, outstanding liabilitiekated to the 2002 restructuring charges wereceqpately $6.0 million, and were reported
on the consolidated balance sheet.

In response to the downturn in the semicoratuzdpital equipment industry and the global ecopdime Company recorded approximati
$3.1 million of restructuring charges in 2001. Ta&mpany’s restructuring plans and associated costsisted of $2.1 million to terminate
330 employees and $946,000 to close three fasilifibese costs were recorded in the accompanymgptidated statements of operations as
restructuring charges as a component of operakipgreses.

The employee termination costs of $2.1 milliecluded severance benefits. All terminations garthination benefits were communicated
to the affected employees prior to December 3112860d the Company paid the severance benefitdlimf2002. The affected employees
were all part of the Company’s U.S. operations iastided full-time permanent and temporary emplgyead consisted primarily of
manufacturing and administrative personnel.

The facility related costs of $946,000 reslifi®m the phase out of the Company’s Austin, Terasufacturing facility to begin
outsourcing the assembly of certain DC power prigjube transition of its Voorhees, New Jerseylitgdrom a manufacturing site to a
design center; and the closure of Noah’s
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manufacturing and office facilities in San JoseljfGania, due to the transfer of Noah’s manufaatgrio Vancouver, Washington, to be co-
located with Sekidenko. These accrued costs rgfl@pments required under operating lease contaactosts for writing down related
leasehold improvements of facilities.

At December 31, 2001, outstanding liabilitiemted to the 2001 restructuring charges werecqpately $1.3 million, and were reported
on the consolidated balance sheet.

The Company also recorded a $1.0 million uestiring charge in 2000 related to the terminatibamployees associated with Tower in
Fridley, Minnesota, and charges related to clostiag facility, resulting from the relocation of Tews operations to the Company’s facility in
Voorhees, New Jersey. This restructuring was coteglie the fourth quarter of 2000.

The following table summarizes the componeitse restructuring charges, the payments andcash-charges, and the remaining acc
as of December 31, 2002:

Employee
Severance and Facility Total
Termination Closure Restructuring
Costs Costs Charges
(In thousands)
2000 restructuring charg $ 681 $ 31¢  $1,00C
Payments in 200 (380 (14%) (52%)
Accrual balance December 31, 2( 301 174 47¢E
Second quarter 2001 restructuring che 614 — 614
Fourth quarter 2001 restructuring cha 1,51(C 94¢€ 2,45¢
Total restructuring charges 20 2,12¢ 94¢€ 3,07(C
Payments in 200 (1,460 (65¢) (2,119
Accrual balance December 31, 2( 96& 462 1,427
Third quarter 2002 restructuring chau 1,03: 2,187 3,22(
Fourth quarter 2002 restructuring cha 2,021 3,81¢ 5,84(
Total restructuring charges 20 3,05¢ 6,00¢ 9,06(
Payments in 200 (2,412 (2,086 (4,499
Accrual balance December 31, 2( $ 1,607 $4,38:. $5,98¢
| | ]

In June 2002, the Financial Accounting Stadsi@oard (“FASB”) issued SFAS No. 146, “Accountfiog Exit or Disposal Activities.”
This statement addresses significant issues regatde recognition, measurement and reporting sfscihat are associated with exit and
disposal activities, including restructuring adi®$ that are currently accounted for pursuantéoguidance set forth in EITF Issue No. 94-3,
“Liability Recognition for Certain Employee Termiinan Benefits and Other Costs to Exit an ActivitFAS No. 146 will be effective for
exit or disposal activities that are initiated afeecember 31, 2002, with early application encgada The Company is currently evaluating
the effects of this pronouncement, but believesttiia new pronouncement will likely delay the rgodgion of restructuring-related charges
from when such charges would have been recordeerymmdvious accounting standards.

STOCK-BASED COMPENSATION At-December 31, 2002, the Company had five stodedaompensation plans, which are more
fully described in Note 16. The Company accountefoployee stock-based compensation using thegitrizalue method prescribed by
APB Opinion No. 25, “Accounting for Stock IssuedBmployees” and related interpretations. With theeption of certain options granted in
1999 by a shareholder of Sekidenko, prior to itpu#ition by the Company (which was accounted foa@ooling of interests), all options
granted under these plans have an exercise pnid &gthe market value of the underlying commamtlston the date of grant, therefore no
stock-based compensation cost is reflected inlog$)income.
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Had compensation cost for the Company’s phe®en determined consistent with SFAS No. 123, “Aicting for Stock-Based
Compensation” as amended by SFAS No. 148, “Accagrftir Stock-Based Compensation — Transition arsglBsure, an Amendment of
FASB Statement No. 123,” the Company’s net (losspime would have been (increased) reduced to tlveving adjusted amounts:

2002 2001 2000

(In thousands, except
per share data)

Net (loss) income
As reportec $(41,399 $(31,379 $68,03¢
Adjustment for stock-based compensation determ
under fair value based method for all awards, he

related tax effect (9,470 (6,64¢) (4,787
As adjustec $(50,869) $(38,02Y $63,25]
I | |

Basic (loss) earnings per sha

As reportec $ (1.29 $ (0.99 $ 217

As adjustec (1.59 (2.20 2.0Z
Diluted (loss) earnings per sha

As reportec $ (1.29 $ (0.99 $ 2.1C

As adjustec (1.59 (2.20 1.9t

Cumulative compensation cost recognized instdfl net income or loss with respect to optioas dine forfeited prior to vesting is adjus
as a reduction of adjusted compensation expertse iperiod of forfeiture.

For SFAS No. 123 purposes, the fair valueamheoption grant is estimated on the date of graimyg the Black-Scholes option pricing
model with the following weighted-average assumpgio

2002 2001 2000
Risk-free interest rate 3.8% 4.51% 6.06%
Expected dividend yield ratt 0.C% 0.C% 0.C%
Expected live: 7 years 7 years 7 years
Expected volatility 88.0%%  87.9% 103.6%9%

For the years ended December 31, 2002, 2002@00, $518,000, $526,000 and $461,000, respéctivestock-based compensation
expense was included in the determination of msfjlincome as reported related to Sekidenko ogtiants made prior to the Company’s
acquisition of Sekidenko (see Note 16).

EARNINGS PER SHARE Basic Earnings Per Share (“EP®)computed by dividing (loss) income availabletmmon stockholders |
the weighted-average number of common shares adiataduring the period. The computation of diluERIS is similar to the computation
of basic EPS except that the numerator is incretsegclude certain charges which would not havenbecurred, and the denominator is
increased to include the number of additional comisttares that would have been outstanding (usang-ttonverted and treasury stock
methods), if securities containing potentially tile common shares (convertible notes payablepoptand warrants) had been converted to
such common shares, and if such assumed convésdidative. For the year ended December 31, 266fain stock options outstanding and
conversion of the convertible subordinated notgspke were not included in this calculation becawosdo so would be anti-dilutive. The
anti-dilutive stock options would have increaseel Weighted-average number of diluted shares by0P89 and the anti-dilutive convertible
subordinated notes, if converted, would have irszdahe number of diluted shares by 2,546,000 @®2Due to the Company’s net loss for
the years ended December 31, 2002 and 2001, basidilated EPS are the same, as the assumed camvefall potentially dilutive
securities would be anti-dilutive. Potential shasEsommon stock issuable under options and wasrfamtcommon stock at December 31,
2002 and 2001 were approximately 3,587,000 and00R0, respectively. Potential shares of commocksigsuable upon conversion of the
Company’s convertible subordinated notes payabke411,000 and 5,838,000, respectively.
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The following is a reconciliation of the nuratars and denominators used in the calculatiorasictand diluted EPS for the years ended
December 31, 2002, 2001 and 2000:

2002 2001 2000
Net
Net Loss Net Loss Income
Before Before Before
Extra- Extra- Extra-
ordinary Per Share  ordinary Per Share  ordinary Per Share
Item Shares Amount Item Shares Amount Item Shares  Amount

(In thousands, except per share data)

Basic EPS
Net (loss) income before extraordinary it
attributable to common stock and share

amounts $(44,03¢) 32,02¢ $(1.3¢) $(31,379 31,712 $(0.99) $60,42¢ 31,33¢ $1.9:
Dilutive securities
Stock options — — — — — — — 1,08¢ —

Convertible subordinated de — — — — — _ _ _ _

Diluted EPS;
Net (loss) income before extraordinary it
attributable to common stock and assum
share amounti $(44,03) 32,02¢ $(1.3¢) $(31,379 31,717 $(0.9S) $60,42¢ 32,42¢ $1.8¢

COMPREHENSIVE (LOSS) INCOME €emprehensive (loss) income for the Company cansishet (loss) income, foreign currency
translation adjustments and net unrealized hol@ivgses) gains on available-for-sale marketablestment securities and is presented in the
Consolidated Statement of Stockholders’ Equity.

SEGMENT REPORTING Fhe Company operates in one segment for the mamuéaenarketing and servicing of key subsystems,
primarily to the semiconductor capital equipmertistry. In accordance with SFAS No. 131, “DisclesuAbout Segments of an Enterprise
and Related Information,” the Company’s chief ofiatadecision maker has been identified as thec®ffif the Chief Executive Officer,
which reviews operating results to make decisidimifallocating resources and assessing perfornfantee entire company. SFAS
No. 131, which is based on a management approadgioent reporting, establishes requirements wrtreplected segment informati
quarterly and to report annually entity-wide distlees about products and services, major customedsthe countries in which the entity
holds material assets and reports revenue. Allmiaatgperating units qualify for aggregation un@AS No. 131 due to their similar
customer base and similarities in: economic chargstics; nature of products and services; andyeent, manufacturing and distribution
processes. To report revenues from external custofmeeach product and service or group of singtaducts and services would not be
practicable. Since the Company operates in one eyl financial information required by SFAS N@&1 can be found in the
accompanying consolidated financial statements.

LONG-LIVED ASSETS 41 August 2001, the FASB issued SFAS No. 144, “Astng for the Impairment or Disposal of Long-Lived
Assets.” SFAS No. 144 supersedes SFAS No. 121,déaiing for the Impairment of Long-Lived Assets dadLong-Lived Assets to Be
Disposed Of.” SFAS No. 121 did not address the acting for a segment of a business accounted fardiscontinued operation, which
resulted in two accounting models for long-livedets to be disposed of. SFAS No. 144 establiskeggée accounting model for long-lived
assets to be disposed of by sale, and requirethibee long-lived assets be measured at the lofagarying amount or fair value less cost to
sell, whether reported in continuing operationsatiscontinued operations. SFAS No. 144 is effector fiscal years beginning after
December 15, 2001. The Company adopted SFAS Nooddénuary 1, 2002. In the fourth quarter of 2@@2pnjunction with the
restructuring of its operations discussed abovebmpany determined that its EMCO facilities woloédclosed. As a result the Company
performed an analysis of the fair value of EMC@sd-lived assets. This analysis included an apgpiralSEMCO’s land and building, which
indicated an impairment of approximately $560,000ich has been reflected as restructuring chargéseiaccompanying statement of
operations.

During 2001, the Company reviewed certain am®tecorded as goodwill for impairment under tRAS No. 121 model. Due to declines
in the related businesses and changes in the Corspsirategy, it was determined that the relatgueeted future cash flows no longer
supported the recorded amounts of
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goodwill, and the Company recorded an impairmethé@amount of approximately $5.4 million. Approxitaly $3.6 million of this was
related to impairment of goodwill associated withwer and approximately $1.8 million was relateéhpairment of goodwill associated w
the Company'’s Fourth State Technology (“FST") pratdine.

GAINS AND LOSSES FROM EXTINGUISHMENT OF DEBIh-April 2002, the FASB issued SFAS No. 145, “Resiin of FASB
Statements No. 4, 44, and 64, Amendment of FASBBkent No. 13, and Technical Corrections.” Thisesteent rescinds SFAS No. 4,
“Reporting Gains and Losses from ExtinguishmeriDebt,” which required all gains and losses from extingmiehts of debt to be aggrege
and, if material, classified as an extraordinagynit net of income taxes. As a result, the critieridaccounting Principles Board Opinion No.
will now be used to classify those gains and los&ey gain or loss on the extinguishments of dbht tvas classified as an extraordinary i
in prior periods presented that does not meetriteria in APB 30 for classification as an extraosaty item shall be reclassified. The
provisions of SFAS No. 145 are effective for fisgahrs beginning after May 15, 2002, with earlylaapion encouraged. The Company will
adopt the provisions of SFAS No. 145 in the Comfmfigcal year ended December 31, 2003. The adomtidhis Statement will require the
Company to reclassify its pretax extraordinary g#if$4,223,000 (see Note 8) recorded for the yaded December 31, 2002 to income from
continuing operations in future financial statensent

DERIVATIVE INSTRUMENTS 4/ June 1998, the FASB issued SFAS No. 133, “Actiagrfor Derivative Instruments and Hedging
Activities.” The Company adopted SFAS No. 133, meaded on January 1, 2001. SFAS No. 133 establ&tumainting and reporting
standards for derivative instruments and for heglgictivity by requiring all derivatives to be reded on the balance sheet as either an asset
or liability and measured at their fair value. Chas in the derivative’s fair value will be recoggdzcurrently in earnings unless specific
hedging accounting criteria are met. SFAS No. 188 astablishes uniform hedge accounting criteniaafl derivatives. The Company did not
seek specific hedge accounting treatment for itsidm currency forward contracts that existed @ndate of adoption (see below). The
adoption of SFAS No. 133 did not have a materigddot on the Company'’s financial condition or resolt operations.

The Company, including its subsidiaries, enteto foreign currency forward contracts with ctarparties to mitigate foreign currency
exposure from foreign currency denominated tradehmases and intercompany receivables and paydiiiese derivative instruments are not
held for trading or speculative purposes. To themthat changes occur in currency exchange rditesSompany is exposed to market risk
on its open derivative instruments. This markek egposure is generally offset by the gain or les®gnized upon the translation of its
intercompany payables and receivables. Foreigrenayrforward contracts are entered into with mae@nmercial U.S. and Japanese banks
that have high credit ratings, and the Company doégxpect the counterparties to fail to meetrtbbligations under outstanding contracts.
Foreign currency gains and losses under thesegamaents are not deferred. The Company generakysmto foreign currency forward
contracts with maturities ranging from four to digionths, with contracts outstanding at Decembef8@2 maturing through May 2003.

In July 2002, one of the Company’s U.S. esdittntered into a foreign currency forward contnaaturing January 6, 2003, to sell
approximately 5.7 billion Japanese yen to mitightecurrency exposure on its yen denominated iotepany receivable from AE-Japan. At
December 31, 2002, the Company held this foreigreagy forward contract with (dollar equivalent}tiomal amounts of $48.4 million and
market settlement amounts of approximately $48/Bamifor an unrealized gain position of approxielgt$0.1 million that has been includ
in foreign currency gain (loss) and other curresseds in the accompanying consolidated financéstents.

In September 2002, the Company’s Aera Japbsidiary entered into two foreign currency forwamhtracts maturing January 6, 2003, to
sell U.S. dollars to mitigate the currency expodtoe its dollar denominated intercompany receiedbdm its U.S. subsidiary Aera
Corporation. At December 31, 2002, Aera held faraigrrency forward contracts with notional amouwft$15.0 million and market
settlement amounts of approximately $15.3 milliondn unrealized loss position of approximatel\8$8illion that
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has been included in foreign currency gain (lossl) aher current liabilities in the accompanyingsalidated financial statements.

The Company’s subsidiary AE-Japan entersfioreign currency forward contracts to buy U.S. dlto mitigate currency exposure from
its payable position arising from trade purchasebiatercompany transactions with its parent. Ac&aber 31, 2002, AE-Japan held foreign
currency forward contracts with notional amount$65 million and market settlement amounts of $6ilfion for an unrealized loss positir
of approximately $0.2 million that has been incldide foreign currency (loss) gain in the accompagyionsolidated statements of
operations.

ESTIMATES AND ASSUMPTIONSThe preparation of the Company’s consolidated fiferstatements in conformity with accounting
principles generally accepted in the United Statgsires the Company’s management to make estiraattassumptions that affect the
reported amounts of assets and liabilities, andaksre of contingent assets and liabilities atda of the financial statements and the
reported amounts of revenues and expenses duengplorting period. Significant estimates are wgkdn establishing allowances for
doubtful accounts, determining useful lives for @pation and amortization, assessing the neetrfjpairment charges, establishing
restructuring accruals and warranty reserves, @iiiog purchase price among the fair values of assuired and liabilities assumed,
accounting for income taxes, and assessing exoesshsolete inventory and various others items. Cimpany evaluates these estimates
judgments on an ongoing basis and bases its esSmathistorical experience, current conditions\artbus other assumptions that
believed to be reasonable under the circumstaitestesults of these estimates form the basis &kimy judgments about the carrying
values of assets and liabilities as well as idgintif and assessing the accounting treatment wiiieet to commitments and contingencies.
Actual results may differ from these estimates umliféerent assumptions or conditions.

NEW ACCOUNTING PRONOUNCEMEN®FSIn January 2003, the FASB issued FASB Interpreatatio. 46, ‘Consolidation of Variabl
Interest Entities” (“FIN No. 467). This interpretan clarifies existing accounting principles retate the preparation of consolidated financial
statements when the equity investors in an entitpat have the characteristics of a controllingficial interest or when the equity at risk is
not sufficient for the entity to finance its acties without additional subordinated financial sapigrom others parties. FIN No. 46 requires a
company to evaluate all existing arrangementseatity situations where a company has a “variablerest” (commonly evidenced by a
guarantee arrangement or other commitment to pedingincial support) in a “variable interest eritfgommonly a thinly capitalized entity)
and further determine when such variable intenesfaire a company to consolidate the variable ésteentities’ financial statements with its
own. The Company is required to perform this aseess by September 30, 2003 and consolidate angthlarinterest entities for which it w
absorb a majority of the entities’ expected lossa®ceive a majority of the expected residual gidihfanagement has not yet performed this
assessment and is currently evaluating the impaisdinancial statements of adopting this Staddar

In November 2002, the FASB issued FASB Intetaition No. 45, “Guarantor’'s Accounting and Discl@sRequirements for Guarantees,
Including Indirect Guarantees of Indebtedness tie@’ (“FIN No. 45”). This interpretation requiradiability to be recognized at the time a
company issues a guarantee for the fair valuesbbiigations assumed under certain guaranteeragrdgs. Additional disclosures about
guarantee agreements are also required in thénméerd annual financial statements, including &faslvard of the company’s product
warranty liabilities. The disclosure provisionsFdN No. 45 are effective for the Company as of Deler 31, 2002. The provisions for initial
recognition and measurement of guarantee agreemengffective on a prospective basis for guarartest are issued or modified after
December 31, 2002. The Company is in the proceassEssing the impact of the recognition provis@fifsIN No. 45 on its consolidated
financial statements.

In December 2002, the FASB issued SFAS No, 14&ounting for Stock-Based Compensation, Traosiind Disclosure” (“SFAS
No. 14¢€). SFAS No. 148 provides alternative methods afsition for a voluntary change to the fair valasdd method of accounting for
stock-based employee compensation. SFAS No. 148edsires that disclosures of the pro forma efféetsing the fair value
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method of accounting for stock-based employee cosgt®n be displayed more prominently and in altlformat. Additionally, SFAS
No. 148 requires disclosure of the pro forma effeéhterim financial statements. The transitiom aisclosure requirements of SFAS No.
are effective for the Company’s fiscal year ended¢@nber 31, 2002. The adoption of SFAS No. 14&dichave a material effect on the
consolidated financial statements.

RECLASSIFICATIONS -Gertain prior period amounts have been reclassifiembnform to the current period presentation.
(2) ACQUISITIONS

LITMAS— During 1998, the Company acquired a 29% ownerstigrest in LITMAS, a privately held, North Canmwdi-based early-stage
company that designs and manufactures plasma gésnaént systems and high-density plasma sourcespdiichase price consisted of
$1 million in cash. On October 1, 1999, the Compacyuired an additional 27.5% interest in LITMAS é&m additional $560,000. The
purchase price consisted of $385,000 in the Conipaimynmon stock and $175,000 in cash. The acqunsitias accounted for using the
purchase method of accounting and resulted in $883llocated to intangible assets as goodwill. fBsalts of operations of LITMAS are
included within the accompanying consolidated faiahstatements from the date the controlling ie$enf 56.5% was acquired. On
October 1, 2000, the Company acquired an additi®:@ interest in LITMAS for an additional $250,0@0inging the Compang’ownershi|
interest in LITMAS to 59.5%. On April 2, 2002, tlimmpany completed its acquisition of the 40.5% IGMLAS that it did not previously
own, by issuing approximately 120,000 shares ofGbmpany’s common stock valued at approximatel $dillion, and approximately
$400,000 of cash. The acquisition of all the mityointerest in LITMAS resulted in approximately 8llion of additional goodwiill.

DRESSLER -On March 28, 2002, the Company completed its adounisof Dressler HF Technik GmbH, a privately owlr@tolberg,
Germany-based provider of power supplies and mgcohétworks, for a purchase price of approxima$dly million in cash and a
$1.7 million escrow. The escrow funds were retaibgthe Company until January 6, 2003, at whiclettire related escrow liability was
settled. The Company may pay an additional $3 onillf Dressler achieves certain key business olwgxby March 30, 2003. Upon the clc
of this acquisition, the Company recorded its pnelary estimate of the fair value of the assetsimed and liabilities assumed. In the second
quarter of 2002, the Company recognized approxim&t4 million of goodwill associated with Dressleffset by a long-term deferred
income tax liability. In the third quarter of 200#ased upon additional information regarding treetssat the time of purchase, the Company
allocated an additional $280,000 of its initial glgise price to accounts receivable and inventdisetdoy a reduction of goodwill. In the
fourth quarter of 2002, the Company finalized isqhase price allocation, which resulted in anéase in the long-term deferred tax liability
and goodwill recorded in the second quarter of axprately $1,557,000.

The Company believes that Dressler will expdredCompany’s product offerings to customers engbmiconductor, data storage, and flat
panel equipment markets due to its power produdfqio that includes a wide range of power levafsl RF frequencies. In addition, with
inroads already made into the laser and medicaketsmrDressler will be used to explore new marlgtostunities for the Company. Dressler
will also strengthen the Company’s presence irEihpean marketplace. Dressler has well establisgdationships with many European
customers, who look to Dressler for innovative techl capability, quality products, and highly reapive customer service. The Company
also expects to achieve synergies in product tdoggpproduction efficiency, logistics and worldwidervice.

The acquisition was accounted for using thelpase method of accounting in accordance with SRASL41, “Business Combinations,”
and the operating results of Dressler are refleictdéde accompanying consolidated financial statgsprospectively from the date of
acquisition. The tangible assets acquired andliliglsiassumed were recorded at estimated fairegafis determined by the Company’s
management. Goodwill and other intangible assete vexorded at estimated fair values based upon
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independent appraisals. The purchase price wasasdid to the net assets of Dressler as summareed b

(In thousands)

Cash and cash equivalel $ 68C
Accounts receivabl 1,93¢
Inventories 1,111
Other current asse 83
Fixed asset 26C
Goodwill 9,40¢
Intangibles 7,75C
Other asset 19
Accounts payabl (319
Accrued payrol (39
Other accrued expens (2,149
Deferred tax liability (2,945
Income taxes payab (725)
$15,07¢

|

The excess purchase price over the estimateddiue of tangible net assets acquired was atémtto goodwill and intangibles (see Note
1). In the fourth quarter of 2002, the Companyeesxéd these assets for impairment under the pravasib SFAS No. 142. Based on this
evaluation, an impairment was not indicated. Then@any will continue to review these assets in thare for impairment. The Company
recognized approximately $769,000 of amortizatirpesmse related to these amortizable intangiblesieedjfrom Dressler through
December 31, 2002.

Prior to the combination, there were transactibetween the Company and Dressler in 2001 anfirgh three months of 2002. In 2001,
Company purchased approximately $2 million of irreeyn from Dressler, and Dressler purchased appratép $200,000 of inventory from
the Company. In the first three months of 2002,Goenpany purchased approximately $500,000 of irorgritom Dressler. These purchases
were made in the normal course of the Company’mbas.

AERA —On January 18, 2002, the Company completed itsisitiqn of Aera Japan Limited, a privately held dapse corporation. The
Company effected the acquisition through its whollyned subsidiary, AE-Japan, which purchased ahefutstanding stock of Aera. The
aggregate purchase price AE-Japan paid was 5.[idhhlhpanese yen (approximately $44 million, bagassh an exchange rate of 130:1),
which the Company funded from its available casltdnnection with the acquisition, AE-Japan assuapgaioximately $34 million of Aera’
debt. In the second quarter of 2002, the Comparygréized approximately $8.5 million of additionalagiwill associated with Aera, offset
a long-term deferred income tax liability. In treufth quarter of 2002, the Company finalized itschase price allocation, which resulted in a
reduction of the deferred tax liability and goodwélcorded in the second quarter of 2002 by appnaiely $3.8 million. Aera, which is
headquartered in Hachioji, Japan, has manufactdaicitities there and manufacturing, sales andisersffices in Austin, Texas (see Note 1);
Kirchheim, Germany; and Bundang, South Korea; ahelssand service offices in Dresden, Germany anmabHdyh, Scotland. Aera supplies
the semiconductor capital equipment industry withdpict lines that include digital mass flow conteod, pressure-based mass flow
controllers, liquid mass flow controllers, ultragohiquid flow meters and liquid vapor delivery $gms. The Company believes that Aera
provides it with a key leadership position in tles glelivery market. In addition, Aera’s productpaxd the Company’s offering of critical
subsystem solutions that enable the plasma-basedfatduring process used in the manufacture of smmductors.

The acquisition was accounted for using thelpase method of accounting in accordance with SRASL41, “Business Combinations,”
and the operating results of Aera are reflectatiénaccompanying consolidated financial statemgmtspectively from the date of acquisiti
The tangible assets acquired and liabilities assuwere recorded at estimated fair values as detedridy the Company’s management.
Goodwill and other intangible assets were recoategstimated fair values based upon independemnaispys.
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The purchase price was allocated to the rsetta®f Aera as summarized below:

(In thousands)

Cash and cash equivalel $ 8,27¢
Marketable securitie 11&
Accounts receivabl 8,40t
Inventories 19,24:
Other current asse 53C
Fixed asset 13,38t¢
Goodwill 24,86¢
Other intangible: 12,50(
Other asset 427
Accounts payabl (2,329
Accrued payrol (2,929
Other liabilities (2,169
Deferred tax liability (4,765
Current portion of lon-term debt (12,009
Long-term debt (19,599
$ 43,96¢

|

There were no transactions between the ComaadyAera prior to the combination. The excesshmse price over the estimated fair
value of tangible net assets acquired was allodatgdodwill and intangibles (see Note 1). In therth quarter of 2002, the Company
reviewed these assets for impairment under theigioms of SFAS No. 142. Based on this evaluatianpgpairment was not indicated. The
Company recognized approximately $3.0 million ofoatization expense related to the amortizable mitsdlas acquired from Aera from
January 18, 2002, the date of acquisition, thrdDgbember 31, 2002.

Had the acquisitions of Aera and Dressler oeclion January 1, 2001, the pro forma, unaud@echbined results of operations for the
Company, Aera and Dressler for the year ended Dieee1, 2001 would have generated revenue of appately $267.8 million, net loss
approximately $50.1 million and basic and dilutesis per share of $1.58. However, pro forma resumsiot necessarily indicative of future
results.

EMCO —On January 2, 2001, Engineering Measurements CompamMCO”), a publicly held, Longmont, Coloradmased manufactur
of electronic and electromechanical precision imsgnts for measuring and controlling the flow gliids, steam and gases, was merged with
a wholly owned subsidiary of the Company. The Comypaaid the EMCO shareholders cash in an aggregateint of approximately
$30 million. In connection with the acquisitionet@ompany issued stock options to purchase appabein71,000 shares of its common
stock for the assumption of outstanding, fully eelsbptions for EMCO common stock. The fair valu¢haf options granted was estimated by
the Company (using the Black-Scholes option pricmagel) to be approximately $1.1 million.

The acquisition was accounted for using thelpase method of accounting, and the operatindtsestUEMCO are reflected in the
accompanying consolidated financial statementsgets/ely from the date of acquisition. The asseguired and liabilities assumed were
recorded based upon independent appraisals oaitheafues of the acquired property, plant and gapeint, identified intangible assets and
goodwill.
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The purchase price was allocated to the rsetta®f EMCO as summarized below:

(In thousands)

Cash and cash equivalel $ 45¢
Marketable securitie 674
Accounts receivabl 1,167
Inventories 1,67¢
Deferred income tax assets, curr 584
Other current asse 88
Fixed asset 4,59¢
Goodwill 20,87¢
Other intangible: 3,40(
Accounts payabl (355
Accrued payrol (40%)
Other accrued expens (397
Deferred tax liability (85€)
$31,517

[ |

There were no transactions between the ComaatyeMCO prior to the combination. The excesslpase price over the estimated fair
value of tangible net assets acquired was allodatgdodwill and intangibles, which was amortized®D01 over an average of a seven-year
life. In accordance with SFAS Nos. 141 and 142 Gbepany ceased amortization of goodwill on JandaB002, and will continue to
review these assets in the future for impairmehe amount of annual goodwill amortization, whictl wod longer be recorded, is
approximately $3.3 million.

SEKIDENKO, INC. —On August 18, 2000, Sekidenko, Inc. (“Sekidenka"privately held, Vancouver, Washington-based sappf
optical fiber thermometers to the semiconductoitabpquipment industry, was merged with a whollyned subsidiary of the Company in a
business combination accounted for as a poolirigtefests. The Company issued 2.1 million sharéts @ommon stock to the former
shareholders of Sekidenko. In connection with tieegar, the Company recorded in the third quart@080 a charge to operating expense
$2.3 million for direct merger-related costs.

NOAH HOLDINGS, INC. —©n April 6, 2000, Noah Holdings, Inc. (“Noah”), ayately held, Californisbased manufacturer of solid st
temperature control systems used to control praegsperatures during semiconductor manufacturirag merged with a wholly owned
subsidiary of the Company in a business combinat@mounted for as a pooling of interests. The Campssued approximately 687,000
shares of its common stock in connection with tegusition. In addition, outstanding Noah stockiops were converted into options to
purchase approximately 40,000 shares of the Comganynmon stock. In connection with the merger,@lmenpany recorded in the second
quarter of 2000 a charge to operating expense?.8fiillion for direct merger-related costs.

The Sekidenko and Noah mergers have been matazbfor as poolings of interest under Accountinigdtples Board Opinion No. 16.
Accordingly, all prior period consolidated finanicsgatements presented have been restated to ettiedcombined balance sheet, statements
of operations and cash flows of Noah and Sekideskihough each had always been part of the Compameye were no transactions betw
the Company, Noah and Sekidenko prior to the coatlzins. Certain reclassifications were made to @aonfthe Noah and Sekidenko
financial statements to the Company’s presentation.
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The results of operations for the separatepaomies and combined amounts presented in the é¢dateal financial statements follow:

Year Ended December 31,

2000
(In thousands)
Sales:
Pre-Noah and Sekidenko mergers (prior to April 6, 2C
Advanced Energ $ 67,17:
Noah 3,08(
Sekidenkc 4,77
Advanced Energy and Noah combined before Sekiderdwer 123,19(
Sekidenko before Sekidenko merger (April 6 to Audiss 2000 7,03¢
Pos-Sekidenko merger (August 18 to December 31, 2 154,53(
Consolidatec $359,78:
|
Net income:
Pre-Noah and Sekidenko mergers (prior to April 6, 2C
Advanced Energ $ 9,99¢
Noah 43
Sekidenkc 1,19¢
Advanced Energy and Noah combined before Sekiderdwaer 20,80¢
Sekidenko before Sekidenko merger (April 6 to Audigs 2000, 1,367
Noah merger cos (2,339
Pos-Sekidenko merger (August 18 to December 31, 2 39,20:
Sekidenko merger cos (2,250
Consolidatec $ 68,03¢
|

(3) MARKETABLE SECURITIES

MARKETABLE SECURITIE®nsisted of the following:

December 31,

2002 2001
(In thousands)

Commercial pape $ 65,25( $172,50¢

Municipal bonds and note 34,10( 12,62:

Institutional money marke 2,80¢ 4,89¢

$102,15¢ $190,02:

L] I

These marketable securities are stated aigerid market value. The commercial paper consigiggh credit quality, short-term money

market common and preferreds, with maturities setréeates of 120 days or less.
(4) ACCOUNTS RECEIVABLE — TRADE

ACCOUNTS RECEIVABLE — TRARE&Nsisted of the following:

December 31,

2002 2001

(In thousands)

Domestic $16,47¢ $13,46:
Foreign 27,37¢ 14,457
Allowance for doubtful accoun (3,05€) (1,049
Total accounts receivab $40,797 $26,87:

| |
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(5) INVENTORIES

INVENTORIESonsisted of the following:

December 31,

2002 2001
(In thousands)
Parts and raw materiz $40,14" $31,27:
Work in proces: 4,43¢ 2,521
Finished good 12,72¢ 10,61¢
Total inventories $57,30¢ $44,41:
| |

Inventories include costs of materials, ditabbr and manufacturing overhead. Inventoriessahged at the lower of market or cost,
computed on a first-in, first-out basis. Inventa@expensed as cost of sales upon shipment of ptodu

(6) PROPERTY AND EQUIPMENT

PROPERTY AND EQUIPMENJonsisted of the following:

December 31,

2002 2001

(In thousands)

Land $ 5,94¢ $ 1,127
Building 7,128 1,73i
Machinery and equipme 35,43: 29,41(
Computers and communication equipm 18,87: 15,61¢
Furniture and fixture 5,66¢ 4,69¢
Vehicles 15¢ 222
Leasehold improvemen 11,08¢ 10,23:

84,281 63,04.
Less— accumulated depreciatic (43,109 (31,946
Total property and equipme $41,17¢ $ 31,09¢

| |

(7) NOTES PAYABLE

NOTES PAYABLEonsisted of the following:

December 31,

2002 2001

(In thousands)
Revolving line of credit of $25,000,000, expiringa2003, interest at bank’s prime rate minus 1%25%
at December 31, 2002). Borrowing base consisteeftim of 80% of eligible accounts receivable ftha
lesser of 20% of eligible inventory or $5,000,0D06an covenants provide certain financial restritsio

related to working capital, leverage, net worthymant and declaration of dividends and profitayp $ — $ 76C
Note payable, royalties, with interest at 7%, witbnthly payments ranging from $5,000 to $15,(
including interest, due July 2002. The note is ansed — 244
Note payable, othe — 12C
Bank loans (assumed in the acquisition of Aerajuniag serially through May 2007, interest at 1.2&%0
3.1% at December 31, 20! 24,50: —
24,50: 1,124
Less- current portior (14,50¢) (1,129

$ 9,99¢ $ —
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Scheduled maturities of the Company’s bankdand convertible subordinated notes payableNséz8) are as follows at December 31,
2002:

Convertible
Bank Loans Subordinated Notes Total

(In thousands)

2003 $14,50¢ $ — $ 14,50¢
2004 4,91¢ — 4,91¢
2005 2,89: — 2,892
2006 1,89¢ 187,71¢ 189,61«
2007 29z — 292
Total $24,50: $187,71¢ $212,22(
I | I

The Company is subject to covenants on itsdihcredit that provide certain restrictions rethto working capital, leverage, net worth,
payment and declaration of dividends. The Compaay w compliance with these covenants at Decembe2@?2. As of December 31,
2002, the Company had letters of credit outstanditegfed to the foreign currency forward contraliteussed in Note 1, of approximately
$6.4 million, for total available credit at that of approximately $18.6 million. These foreigmrency contracts matured subsequent to
December 31, 2002, and the letters of credit waneelled.

(8) CONVERTIBLE SUBORDINATED NOTES PAYABLE

In August 2001, the Company issued $125 milbd5.00% convertible subordinated notes. Thesesnmature September 1, 2006, with
interest payable on March3land September 3of each year beginning March 1, 2002. Net procéedse Company were $121.25 million,
after deducting $3.75 million of offering costs, ieihhave been capitalized and are being amortigetiditional interest expense over a
period of five years. Holders of the notes may @shthe notes at any time before maturity into ehaf the Company’s common stock at a
conversion rate of 33.5289 shares per each $1,006gal amount of notes, equivalent to a convergidce of approximately $29.83 per
share. The conversion rate is subject to adjustinergrtain circumstances. The Company may redéemadates, in whole or in part, at any
time before September 4, 2004, at specified redemptices plus accrued and unpaid interest, if &amyhe date of redemption if the closing
price of the Company’s common stock exceeds 1508eotonversion price then in effect for at leakstrading days within a period of 30
consecutive trading days ending on the tradingtadgre the date of mailing of the provisional reg¢ion notice. Upon any provisional
redemption, the Company will make an additionalrpagt in cash with respect to the notes calledddemption in an amount equal to
$150.56 per $1,000 principal amount of notes, tkesamount of any interest paid on the note. Tha@my may also make this additional
payment in shares of its common stock, and any paghment will be valued at 95% of the average efdlosing prices of the Company’s
common stock for the five consecutive trading dayding on the day prior to the redemption date. Thmpany will be obligated to make an
additional payment on all notes called for prowisibredemption. The Company may also redeem tresrimim September 4, 2004 through
August 31, 2005 at 102% times the principal amoinaim September 1, 2005 through August 31, 2008486 times the principal amount,
and thereafter at 100% of the principal amount. Atkes are subordinated to the Company’s presehpatential future senior debt, and are
effectively subordinated in right of payment toiallebtedness and other liabilities of the Compasybsidiaries. At December 31, 2002,
approximately $2.1 million of interest expense texdleto these notes was accrued as a current tyabili

In November 1999, the Company issued $135mmilbbf 5.25% convertible subordinated notes. Thestes mature November 15, 2006,
with interest payable on May #5and November 1% each year beginning May 15, 2000. Net proceedsetCbmpany were approximately
$130.5 million, after deducting $4.5 million of effng costs, which have been capitalized and argtzmortized as additional interest
expense over a period of seven years. Holderseafidkes may convert the notes at any time intoceshafrthe Company’s common stock, at
$49.53 per share. The Company may redeem the ontesafter November 19, 2002 at a redemption mfcE03.00% times the principal
amount, and may redeem at successively lesser amieneafter until November 15, 2006, at whichetitthe Company may redeem
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at a redemption price equal to the principal amof&hDecember 31, 2002, approximately $200,000tdrest expense related to these notes
was accrued as a current liability.

In October and November 2002, the Companyradyased approximately $15.4 million and $3.5 millrincipal amounts of its 5.25%
and 5.00% convertible subordinated notes, respgtithese purchases were made in the open méoket,cost of approximately
$14.5 million, resulting in an after-tax extraoraiy gain of $2.6 million. At December 31, 2002, apgmately $66.2 million and
$121.5 million principal amounts of the 5.25% an@08% notes remained outstanding.

In October and November 2000, the Companyrotyased an aggregate of approximately $53.4 mipidgmcipal amount of its 5.25%
convertible subordinated notes in the open maf&eg cost of approximately $40.8 million. Theseghases resulted in an after-tax
extraordinary gain of $7.6 million. At December 2001, approximately $81.6 million principal amowfithe 5.25% notes remained
outstanding.

The Company may continue to purchase additiootes in the open market from time to time, ifrk& conditions and the Company’s
financial position are deemed favorable for suctppses.

(9) INCOME TAXES

The income tax benefit of $22.3 million for®represents an effective rate of 35%, which ietlia $1.6 million provision for an
extraordinary item. The income tax benefit of $1mnilion for 2001 represented an effective rat86%. The income tax provision of
$36.8 million in 2000, which included a $4.6 mitlliprovision for an extraordinary item, represergaceffective rate of 35%.

The (benefit) provision for income taxes foe tyears ended December 31, 2002, 2001 and 20@Dasdollows:

December 31,

2002 2001 2000

(In thousands)

Federal $(18,57%) $(17,46%) $28,86¢
State and loce (2,179 (469 3,592
Foreign taxe: (1,540 49¢€ 4,34¢
$(22,297) $(17,447) $36,80°

| | |

Current $(15,40%) $(13,467) $40,531
Deferred (6,88¢) (3,979 (3,730
$(22,297) $(17,447) $36,80"

L] L] |

The following reconciles the Company’s effeettax rate to the federal statutory rate for tbarg ended December 31, 2002, 2001 and
2000:

December 31,

2002 2001 2000

(In thousands)

Income tax (benefit) expense per federal statuiaig $(22,297) $(17,13¢)  $36,70¢
State income taxes, net of federal deduc (1,419 (1,259 2,23
Foreign sales corporatic (262) (68¢) (2,516
Nondeductible merger cos — — 1,604
Nondeductible intangible and goodwill amortizat 182 2,81¢ 61€
Other permanent items, r 76C (1,716 (2,262)
Effect of foreign taxe (272) 2 57¢
Change in valuation allowan: 1,25¢ 79C —
Tax credits (250) (250) (150

$(22,297) $(17,447)  $36,80;
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The Company’s deferred income tax assetsuamenarized as follows:

Employee bonuses and commissi
Net operating loss carryforwa
Warranty reserv

Bad debt reserv

Vacation accrue
Restructuring accrui
Obsolete and excess inventt
Investment:

Depreciation and amortizatic
Other

Valuation allowanct

December 31,

2002

2001

(In thousands)

$ 401
6,67(C
3,291
1,131
1,07
2,09¢
8,16¢

(6,777)
5,32(
(12,530

$ 8,841

$ 386
79C
1,56¢
37¢
94¢
49¢
2,14(
2,47¢
(415)
2,80¢
(790)
$10,78¢

The following reconciles the change in thedeferred income tax asset from December 31, 20@etember 31, 2002, to the deferred

income tax benefit:

Net change in deferred income tax asset from theeuling tabl
Net deferred tax liabilities associated with acigins
Deferred taxes associated with other comprehemsogene

Deferred income tax benefit for the per

2002

(In thousands)
$ 1,93¢
(8,070)
(75€)
$(6,88¢)

Realization of the Company’s net deferredasset is dependent upon the Company generatirigisofftaxable income in the appropriate
tax jurisdictions in future years to obtain benéfiim the reversal of net deductible temporaryed#hces and from tax credit carryforwards.
When recording acquisitions, the Company has rexbvéluation allowances due to the uncertaintytedl¢o the realization of certain
deferred tax assets existing at December 31, Z@R2amount of deferred tax assets considered abddizs subject to adjustment in future
periods if estimates of future taxable income danged. The Company believes that it is more likiedyr not that the Company will realize
the benefits of the deferred tax asset, net ofatedn allowance, as of December 31, 2002. Revedfalaluation allowances recorded in
purchase accounting will be reflected as a redoatfogoodwill in the period of reversal.

The domestic versus foreign component of tam@any’s net (loss) income before income taxeshieryears ended December 31, 2002,
2001 and 2000, was as follows:

December 31,

2002

2001

Domestic $(60,07()
Foreign (3,622
$(63,697)

|

(In thousands)
$(50,377)
1,412

$(48,96Y)

$ 94,09:
10,76:

$104,86:

At December 31, 2002 the Company had incoxesteeceivable of approximately $14.7 million, whis expected to be converted to ¢

during 2003.

(10) OTHER INCOME AND EXPENSE ITEMS

OTHER OPERATING EXPENSES — SYMPHONBeginning in April 2000, the Company made periaativances to and investments
in Symphony Systems, Inc., a privately held, e-stage developer of equipment productivity managémseftware. In addition to th



approximately $8 million from the Company as inveshts, advances and license payments, Symphoriyeddavestments of $7 million
from other parties. In 2000, the Company obtaineéxlusive license, for which the Company paicb$1.
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million, to use Symphony’s products in the semiagatdr industry. In connection with certain of therfijpany’s advances in 2001, it obtained
a security interest in all of Symphony’s intellemitand proprietary property.

Beginning in the third quarter of 2001, andtawuing through the end of the year, Symphonyiaficial situation began to deteriorate
significantly, and the Company determined that @u8ymphony’s need for immediate liquidity, its tieing business prospects (including
the indefinite postponement of a significant orfirits products from a major semiconductor cap@lipment manufacturer) and other
factors, the value of the Company’s investmentnid advances to Symphony had substantially decli@éd:n the precarious financial
condition of Symphony, the Company valued its invests in and advances to Symphony at Decemb&0®1,, at approximately
$1 million, which reflects its assessment of theigaf the Symphony technology license, which hagtiouing value to the Company. The
amount of the impairment related to Symphony wa8 $fllion, all of which was recorded in 2001 asaperating expense.

Symphony effectively ceased operations in &afyr 2002, the Company hired Symphony’s key emm@eyand acquired Symphony’s
remaining assets in a foreclosure and liquidatada ef such assets on April 2, 2002. At no timemptd the foreclosure and liquidation sale
did the Company’s percentage ownership in the gatock of Symphony exceed 1.7%, and the Compahyati have the ability to exercise
significant influence over Symphony. The assetsised were recorded at estimated fair values asraéied by the Company'managemer
based on information currently available. The pasghprice and excess purchase price over the ¢stirfedr value of tangible assets acqui
of approximately $2.5 million was allocated to atimable intangibles, with a weightekerage estimated useful life of approximately &rg:

In the fourth quarter of 2002, the semicondugtdustry declined substantially from its levigishe second and third quarters of 2002. ,
result the Company determined there would be &fiignt delay by the industry in adopting advancednectivity technology, and the
Company determined that due to industry conditemg/ell as the Company’s future strategic pricsitibese intangible assets were likely
impaired. The Company evaluated the carrying amofiassets acquired from Symphony by comparingstsnated future cash flows to its
carrying value. This analysis indicated the Comfmimyestment was impaired by approximately $1.89iom, which has been reflected as an
operating expense in the accompanying statemesperftions for 2002.

GAIN ON SALE OF INVESTMENT #-the third quarter of 2000, the Company exercisadants of a supplier in a cashless transaction
and received 458,000 shares of the supplier's camstack, which is publicly traded. The Company heckived the warrants in a series of
transactions with the supplier since 1995. Concunngth the exercise, the Company sold 320,000eshaf the supplier's common stock and
recognized a gain of approximately $4.8 millioneTemaining 138,000 shares are valued at approaiyn®9.4 million and are included in
deposits and other assets.

(11) RETIREMENT PLANS

The Company has 401(k) Profit Sharing Planglvbover most full-time employees age eighteealder. Participants may defer up to the
maximum amount allowed as determined by law. Hpetits are immediately vested in their contribugion

The Company may make discretionary contrimgibased on corporate financial results for theafigear. Effective January 1, 1998, the
Company increased its matching contribution fotipgrants in the 401(k) Plans up to a 50% matclingontributions by employees up to
6% of the employee’s compensation. In 2002, asgfats cost cutting measures, the Company reditsembntributions to 10% matching on
contributions by employees up to 6% of the empltsyeempensation. The Company’s total contributitmthe plans were approximately
$272,000, $1,433,000 and $1,291,000 for the yeadsdeDecember 31, 2002, 2001 and 2000, respectizéfctive January 1, 2003, the
Company increased its
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matching contribution to 25% matching of the empley contributions up to 6% of the employgeedmpensation. Vesting in the profit shai
contribution account is based on years of serwiith, most participants fully vested after four yeaf credited service.

The Company’s Money Purchase Pension Plarghwtovered certain employees, received a lettegrafination by the Internal Revenue
Service, effective October 1, 2002.

(12) COMMITMENTS AND CONTINGENCIES
GUARANTEES

The Company offers warranty coverage for itsdpcts for periods ranging from 12 to 36 monthierashipment, with the majority of its
products ranging from 18 to 24 months. The Compestiynates the anticipated costs of repairing prisdueder warranty based on the
historical cost of the repairs and expected failates. The assumptions used to estimate warrantyals are reevaluated periodically in light
of actual experience and, when appropriate, theuatxare adjusted. The Company’s determinatichefppropriate level of warranty
accrual is subjective and based on estimates. Aistthwarranty costs are recorded at the time ef&fahe related product, and are consid
a cost of sales. The following summarizes the #égtim the Company’s warranty reserves during 2002:

Balance at Additions Balance at
Beginning of Charged End of
Period to Expense Deductions Period

(In thousands)

Reserve for warranty obligatiol $4,471 $13,15( $(8,219) $9,40:

On March 28, 2002, the Company completedatgissition of Dressler, for a purchase price ofragpmately $15 million in cash and an
escrow reserve of approximately $1.7 million. ThrEn®any may also be required to pay an additionah#®n if Dressler achieves certain
key business objectives by March 30, 2003. At Ddeam31, 2002, the Company has not accrued a tyaldli the contingent purchase price.
If the Company becomes obligated to make this pasiment, the Company would record an additionah$on of goodwill.

In October 2002, the Company entered intogaaeament with a supplier to advance this supplle2% million in four installments through
November 2003 in exchange for a promissory noteQitteber 31, 2004. The advance bears interesegirtme rate and is secured by al
the supplier’s developed intellectual property Dicember 31, 2002, the Company had advanced $45@Q8e supplier which has been
recorded as a deposit and other asset. The Comphlurpntinue to evaluate the realizability of thasset in the future and may be required to
record a charge against income from operatiortgiupplier’s financial position deteriorates.

DISPUTES AND LEGAL ACTION

The Company is involved in disputes and legaions arising in the normal course of its busin®ghile the Company currently believes
that the amount of any ultimate potential loss wlowt be material to the Company’s financial positithe outcome of these actions is
inherently difficult to predict. In the event of adverse outcome, the ultimate potential loss cbaice a material adverse effect on the
Company’s financial position or reported result®pérations in a particular period. An unfavoratéeision, particularly in patent litigation,
could require material changes in production preegesnd products or result in the Company'’s irtgtidi ship products or components found
to have violated third-party patent rights. The @amy accrues loss contingencies in connection itgtlitigation when it is probable that a
loss has occurred and the amount of the loss caeasenably estimated.

In May 2002, the Company recognized approxétye#5.3 million of litigation damages and relatedal expenses pertaining to a judgn
entered by a jury against the Company and in fabfdiKS Instruments, Inc. (“MKS”) in a patent-infiggement suit in which the Company
was the defendant. The
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Company has entered into a settlement agreememtMKiS allowing it to sell the infringing productlssequent to the date of the jury award.
The settlement agreement is in effect until alep# subject to the litigation expire. Under thiélsment agreement, royalties payable to M
from sales of the related product were approxing&8B0,000 for the year ended December 31, 20@Raemrecorded as a component of «
of sales.

CAPITAL LEASES

The Company finances a portion of its propartg equipment under capital lease obligationstatést rates of approximately 5%. The
future minimum lease payments under capitalizesdeadbligations as of December 31, 2002 are asAfsilo

(In thousands)

2003 $ 72¢
2004 39z
2005 21¢
2006 111
2007 11
Total minimum lease paymer 1,45¢
Less— amount representing intere (99)
Less— current portior (697)

$ 66¢

|

OPERATING LEASES

The Company has various operating leasesuton@obiles, equipment, and office and productiarilifies (see Note 14). Lease expense
under operating leases was approximately $6,493¥8@70,000 and $5,155,000 for the years endedier 31, 2002, 2001 and 2000,
respectively.

The future minimum rental payments requiredarmoncancelable operating leases as of Decemb@082 are as follows:

(In thousands)

2003 $ 5,46¢
2004 4,46¢
2005 3,86¢
2006 3,507
2007 2,99(
Thereaftel 12,05¢
$32,35:

[ |

(13) INDUSTRY SEGMENT, FOREIGN OPERATIONS AND MAJOR CUSTOMER

SFAS No. 131, “Disclosure about Segments dEmierprise and Related Information,” requires hliglbusiness enterprise to report
financial and descriptive information about itsogpble operating segments. SFAS No. 131, whittaged on a management approach to
segment reporting, establishes requirements tatreptected segment information quarterly and pmreannually entity-wide disclosures
about products and services, major customers,t@ndauntries in which the entity holds materiakésand reports revenue. Operating
segments are components of an enterprise abouhwhparate financial information is available tisavaluated regularly by the chief
operating decision maker in deciding how to allegasources and assess performance. Managemeatasp@nd manages the Company’s
business for the manufacture, marketing and sewyiof its products and related systems as one tipgisegment. All material operating
units qualify for aggregation under SFAS No. 13t&hese all the Company’s products and systems hienarseconomic characteristics, and
procurement, production and distribution proces§egeport revenues from external customers foh gmoduct and service or each group of
similar products and services would be impractieaBince the Company operates in one segmeniatidial ssgment information required
by SFAS No. 131 is found in the accompanying cadatgd financial statements.
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The Company has operations in the U.S., EuamgeAsia Pacific. The following is a summary of @ompany’s operations by region:

Years Ended December 31,

2002 2001 2000

(In thousands)

Sales:

Originating in U.S. and sold to domestic custon $ 141,63 $ 124,74¢ $260,59¢
Originating in U.S. and sold to foreign custom 24,60 19,68 35,50¢
Originating in Europe and sold to domestic custar 2,10¢ — —
Originating in Europe to foreign custom 18,67: 18,23¢ 24,37t
Originating in Asia Pacific to foreign custom 51,87« 30,92¢ 39,30%
Transfers between geographic ar 40,56 40,77 48,96:
Intercompany elimination (40,567 (40,779 (48,967)
$ 238,89¢ $ 193,60( $359,78:
| | |

(Loss) income from operation
u.s $ (57,30 $ (47,53) $ 73,50¢
Europe (725) 1,515 3,80¢
Asia Pacific 1,86t 1,157 7,87¢
Intercompany elimination (5,820 (2,029 9

$ (61,98%) $ (46,88 $ 85,20(

| | |
Identifiable assets

u.s $ 498,90t $ 529,46!
Europe 41,48t 21,351
Asia Pacific 137,29! 23,63:
Intercompany elimination (221,95) (124,260)
$ 455,73: $ 450,19!

| |

Intercompany sales among the Company’s gebgrapeas are recorded on the basis of intercompaogs established by the Company.

The Company has a major customer (sales iassxaf 10% of total sales) that is a manufactursemiconductor capital equipment. Sales
to this customer accounted for the following petages of sales for the years ended December 32, 2001 and 2000:

December 31

2002 2001 2000
Applied Materials, Inc 27% 24% 3%
| | |

The Company had trade accounts receivable finisrcustomer of approximately $6.7 million adDefcember 31, 2002, which was
approximately 16.0% of the Company’s total tradecants receivable. The Company had no other tradeuats receivable from any
customers in excess of 10% of its total trade actsoreceivable as of December 31, 2002 and 2001.

(14) RELATED PARTY TRANSACTIONS

The Company leases its executive offices aadufacturing facilities in Fort Collins, Coloradmifn two limited liability partnerships
consisting of a director of the Company who is @efficer, a former director and other individuahrelated to the Company. The leases
relating to these spaces expire in 2009, 2011 846,2and contain monthly payments of approxima$ély,000, $55,000 and $64,000,
respectively.

Approximately $2,660,000, $2,229,000 and $1,630 was paid and charged to rent expense atiblaito these leases for the years endec
December 31, 2002, 2001 and 2000, respectively.

The Company also has an agreement wherebyhiggrayments of approximately $12,000 are madentoaf the above mentioned limited
liability partnerships, which secures future legsiights on an parcel of land in Colorado. Approatety $156,000 was paid and charge



rent expense attributable to this agreement foyéae ended December 31, 2002.

In 2000, the Company also paid an additio®8[7/3000 to one of the partnerships for leasehofatawements made in the normal course of
the Company’s operations, which are capitalizedrapdrted
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as leasehold improvements on the balance sheetrtasfproperty and equipment.

The Company leases, for business purposesdominium owned by a partnership of certain stotdérs. The Company paid the
partnership $67,000, $47,000 and $36,000 in 20021 2nd 2000, respectively.

The Company charters aircraft from time toetifrom companies owned by a certain shareholdegrégate payments for the use of such
aircraft were $103,000, $0 and $57,000 in 20021240 2000, respectively.

(15) CONCENTRATIONS OF CREDIT RISK

FORWARD CONTRACTS Fhe Company, including its subsidiaries, enters foteign currency forward contracts with countetiga to
mitigate its exposure to foreign currency denongdatade purchases and intercompany receivablepayables. These derivative
instruments are not held for trading or speculapwgoses. To the extent that changes occur irecyrexchange rates, the Company is
exposed to market risk on its open derivative imagnts. This market risk exposure is generallyedfiy the gain or loss recognized upon the
translation of its intercompany payables and redd@dies. Foreign currency forward contracts are edtarto with major commercial U.S. and
Japanese banks that have high credit ratings ,Jen@ampany does not expect the counterpartiesltio faeet their obligations under
outstanding contracts. Foreign currency gains assdls under these arrangements are not deferrecCdrhpany generally enters into fore
currency forward contracts with maturities rangiram four to eight months, with contracts outstaugdat December 31, 2002 maturing
through May 2003. At December 31, 2002, the Comeaig foreign currency forward exchange contraztsell Japanese yen with notional
amounts of $48.4 million and market settlement am®of $48.3 million for an unrealized gain positiof $0.1 million; foreign currency
forward exchange contracts to sell U.S. dollardiwibtional amounts of $15.0 million and marketlsetent amounts of $15.3 million for an
unrealized loss position of approximately $0.3 imil] and foreign currency forward exchange congrémtouy U.S. dollars with notional
amounts of $6.5 million and market settlement ant®oh$6.7 million for an unrealized loss positimirapproximately $0.2 million. The net
unrealized foreign currency loss of $0.4 milliorsteeen included in foreign currency gain (lossheaccompanying consolidated statement
of operations.

OTHER CONCENTRATIONS OF CREDIT RISKThe Company uses financial instruments that palysubject it to concentrations of
credit risk. Such instruments include cash equivaleshort-term investments, accounts receivahblefareign currency forward contracts.
The Company invests its cash in cash deposits, ynoaeket funds, commercial paper, certificatesegasit and readily marketable debt
securities. The Company places its investments ligth credit quality financial institutions and liihthe credit exposure from any one
financial institution or instrument. To date, ther@any has not experienced significant losses @setinvestments. The Company performs
ongoing credit evaluations of its customers’ finahcondition and generally requires no collateBe#cause the Company’s receivables are
primarily related to companies in the semiconductgpital equipment industry, the Company is expdsededit risk generally related to this
cyclical industry.

(16) STOCK PLANS

1995 EMPLOYEE STOCK OPTION PLANDB+ring 1993, the Company adopted an Employee Simtion Plan (the “Employee Option
Plan”) that has been amended and restated vaiias through December 2002. The Employee Option &laws issuance of incentive
stock options, non-qualified options, and stockchase rights. The exercise price of incentive stptions shall not be less than 100% of the
stock’s market value on the date of grant. The@sgerprice of non-qualified stock options shall betless than 85% of the stock’s market
value on the date of grant. Options the Companglgsive of acquired subsidiaries) issued undergtaa in 2002, 2001 and 2000 were at
100% of market value with typical vesting over thte four years. Under the Employee Option PlaGbmpany has the discretion to
accelerate the vesting period. The options arecesadle for ten years from the date of grant.
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The Company has reserved 8,125,000 shares of corstock for the issuance of stock under the Empld@yption Plan, which terminates in
June 2003. At December 31, 2002, approximately@D shares of common stock were available fantgrader this plan.

During 1999, prior to its acquisition by ther@pany, a shareholder of Sekidenko granted empdogetons under a preexisting
arrangement to purchase shares of his common atmdy outstanding at exercise prices below fairket value. Under this agreement,
29,700 and 34,250 of such options were exercis@@®® and 2000, respectively. These options rastitte Company recognizing $109,000
as compensation expense over the four-year vestingd related to the 1999 purchases, and $1,99538@ompensation expense over the
four-year vesting period related to the 2000 pusesaCompensation expense of $518,000, $526,008461d000 was recognized in 2002,
2001 and 2000, respectively. These amounts aremezsas a reduction of stockholders’ equity, dedrémaining amount of deferred
compensation of $542,000 is being amortized oveffdbr-year vesting period of the related stockas®. During 2002, options to purchase
approximately 15,000 shares under this plan wetfeifed as a result of terminations, and the relaeferred compensation of $34,000 was
reversed.

EMPLOYEE STOCK PURCHASE PLANIr-September 1995, stockholders approved an Emel8yeck Purchase Plan (the “Stock
Purchase Plan”) covering an aggregate of 200,08@slof common stock. Employees are eligible ttigypate 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 Compasfytheir earnings or a maximum of $1,250 per soath period withheld pursuant to the
Stock Purchase Plan. Common stock purchased umgl&tock Purchase Plan will be equal to 85% ofdiver of the fair market value on t
commencement date of each offering period or tlevaat purchase date. During 2002, 2001 and 20@playees purchased an aggregate of
54,196, 37,376 and 13,025 shares under the Stack&ke Plan, respectively. At December 31, 2002;ceqimately 28,000 shares were
available for issuance under this plan.

NON-EMPLOYEE DIRECTORS STOCK OPTION PLAM-September 1995, the Company adopted the 1995B¥gmioyee Directors
Stock Option Plan (the “Directors Plar¢dvering 50,000 shares of common stock. In May 2@ plan was amended to increase the nu
of shares of common stock issuable under suchtplaf0,000 shares of common stock. The Directaas Ptovides for automatic grants of
non-qualified stock options to directors of the Qamy who are not employees of the Company (“OutBidectors”). Pursuant to the
Directors Plan, upon becoming a director of the @any, each Outside Director will be granted anaptd purchase 7,500 shares of
common stock. Such options will be immediately eigable as to 2,500 shares of common stock, andegt as to 2,500 shares of common
stock on each of the second and third anniversafid® grant date. On each anniversary of the dat@hich a person became an Outside
Director, an option for an additional 2,500 shasegranted. Such additional options vest on theltanniversary of the date of grant. Options
will expire ten years after the grant date, andetkercise price of the options will be equal to fdie market value of the common stock on the
grant date. The Directors Plan terminates in Sejpéerf005. At December 31, 2002, approximately 4B gtares of common stock were
available for grant under this plan.

2001 EMPLOYEE STOCK OPTION PLANIR-2001, the Company adopted the 2001 Stock Oftlan (the “2001 Option Plan”), which
does not require approval by the Company’s stoaldrsl The 2001 Option Plan is a broad-based plaeniployees and consultants in which
executive officers and directors of the Companyranteallowed to participate. The board of directtusrently administers the plan, and me
all decisions concerning which employees and ceéastd are granted options, how many to grant tb eptionee, when options are granted,
how the plan should be properly interpreted, wheth@mend or terminate the plan, and whether kegag¢e administration of the plan to a
committee. The 2001 Option Plan allows issuanaendf non-qualified options. The exercise pricetaf bptions shall not be less than 100%
of the stocks fair market value on the date of grant, and fhteons vest over four years. The options are egabde for ten years from the d
of grant. The Company has reserved up to 600,08@stof common stock under the plan. The 2001 @Rlan will expire in January 2011,
unless the administrator of the plan terminatesitier. At December 31, 2002, approximately 54,80@res of common stock were available
for grant under this plan.
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2002 EMPLOYEE STOCK OPTION PLANN-2002, the Company adopted the 2002 Stock Oftlan (the “2002 Option Plan”), which
does not require approval by the Company’s stoaérsl The 2002 Option Plan is a broad-based plaaniployees and consultants in which
executive officers and directors of the Companyrenteallowed to participate. The board of directousrently administers the plan, and me
all decisions concerning which employees and ceéastd are granted options, how many to grant tb eptionee, when options are granted,
how the plan should be properly interpreted, wheth@mend or terminate the plan, and whether kegag¢e administration of the plan to a
committee. The 2002 Option Plan allows issuanaendf non-qualified options. The exercise pricetaf bptions shall not be less than 100%
of the stocks fair market value on the date of grant, and ffteons vest over four years. The options are egabde for ten years from the d
of grant. The Company has reserved up to 600,08@&stof common stock under the plan. The 2002 @Rlan will expire in January 2012,
unless the administrator of the plan terminatesitier. At December 31, 2002, approximately 43,6l68res of common stock were available
for grant under this plan.

The following summarizes the activity relatitwgoptions for the years ended December 31, 22021 and 2000:

2002 2001 2000
(In thousands, except share prices)
Weighted- Weighted- Weighted-
average average average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
Stock options
Employee stock optior—
Options outstanding at beginning of per 2,10¢  $25.01 1,71¢  $23.3¢ 1,850 $13.9(
Granted 1,92( 21.7¢ 84t 25.6¢ 461 45.4¢
Exercisec (119 11.7¢ (273 12.1: (48¢) 9.12
Terminatec (43%) 29.0z2 (183 31.22 (1049 19.2¢
Options outstanding at end of per| 3,47¢ 23.1¢ 2,10¢ 25.07 1,71¢ 23.3¢
I I |
Options exercisable at end of per 1,23¢ 23.2¢ 93¢ 20.4¢ 68¢ 14.0¢
I I |
Weighted-average fair value of options gran
during the periot $ 17.1¢ $ 25.61 $ 32.7¢
I I |
Price range of outstanding optic $0.67- $64.9: $0.67- $64.9¢ $0.67- $60.7¢
I I |
Price range of options terminat $0.83- $60.7¢ $7.50- $60.7¢ $0.83- $43.6¢
| | L]
Non-employee directors stock
options—
Options outstanding at beginning of per 90  $26.9: 75 $27.2% 55  $19.0¢
Grantec 22 15.5¢ 15 24.4¢ 20 49.81
Exercisec — — — — — —
Terminatec — — — — — —
Options outstanding at end of peri 112 22.6¢ 90 26.92 75 27.2¢
I I |
Options exercisable at end of per 62 22.2¢ 45 16.97 32 18.6¢
I I |
Weighted-average fair value of options gran
during the periol $ 12.2¢ $ 24.8t $ 30.8:
I I |
Price range of outstanding optic $6.13- $64.9¢ $6.13- $64.9¢ $6.13- $64.94
I I |
Price range of options terminat $ — $ — $ —
| | L]

Statement of Financial Accounting Standards N3, “Accounting for Stock-Based Compensatior8KAS No. 123")defines a fair valu
based method of accounting for employee stock opt similar equity instruments. However, SFAS 23 allows the continued
measurement of compensation cost for such plang tisé intrinsic value based method prescribed B Alo. 25, provided that pro forma
disclosures are made of net income or loss anthoetne or loss per share, assuming the fair vahised method of SFAS No. 123 had been
applied. The Company has elected to account fotl@map stoc-based compensation plans under APB No. 25, undiehveompensatio



expense, if any, is recognized based on the imtriredue of stock options and other stock awardsgegally measured at the date of grant (see
Note 1).

The total fair value of options granted wampated to be approximately $33,170,000, $17,675¢0@0$15,719,000 for the years ended
December 31, 2002, 2001 and 2000, respectivelys@amounts are amortized ratably over the vestnigg of the options.
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The following table summarizes information abthe stock options outstanding at December 30220

Options Outstanding Options Exercisable
Weighted-

average Weighted- Weighted-

Remaining average average

Range of Number Contractual Exercise Number Exercise
Exercise Prices Outstanding Life Price Exercisable Price
$0.67 to $6.7* 188,00( 5.0 yearr $ 5.6¢ 183,00( $ 5.6¢
$7.50 to $7.7( 453,00( 9.3yearr $ 7.6¢ 57,00( $ 7.62
$8.25 to $16.5. 418,00( 5.7 yeart  $12.21 333,00( $11.6¢
$17.32t0 $17.5 23,00( 7.1yeart $17.3¢ 18,00( $17.32
$17.85t0 $17.8 565,00( 9.6 yeart  $17.8¢ 3,00( $17.8¢
$18.00 to $24.9 542,00( 8.9 yearr  $22.5¢ 59,00( $18.5¢
$26.13 to $28.5 385,00( 7.4 year:  $27.6% 247,00( $27.71
$29.53 to $36.9 282,00( 8.1l yearr  $33.0¢ 160,00( $33.97
$38.55 to $38.5 381,00( 9.3 year:  $38.5¢ — —
$40.00 to $64.9 350,00( 7.1lyeart $46.6( 241,00( $46.0¢
3,587,001 8.1lyearr $23.2¢ 1,301,00i $23.2(
— — . —

(17) FAIR VALUE OF FINANCIAL INSTRUMENTS

The Company'’s financial instruments includsh;drade receivables, trade payables, marketableises, short-term and long-term debt,
and foreign currency forward exchange contracts {¢ate 1). The fair values of cash, trade receagtitade payables and short-term debt
approximate the carrying values due to the shont-teature of these instruments. Marketable seegrére stated at fair value (see Note 3). At
December 31, 2002 and 2001, the carrying valueraf-term debt was $212.2 million and $207.7 millim@spectively. The carrying value of
the notes payable and senior borrowing approximitgdair value due to the variable interest ratesociated with the borrowings. At
December 31, 2002, the estimated fair value ofbmpany’s 5.25% convertible subordinated notesatatiue November 15, 2006, was
approximately $53.0 million, compared to a bookueabf $66.2 million. The estimated fair value of thiompany’s 5.00% convertible
subordinated notes that are due September 1, 2@36approximately $103.3 million, compared to akbealue of $121.5 million.

(18) GOODWILL IMPAIRMENT

During the second quarter of 2001, the Companyinated the operations of Tower and FST, disigioificant softening in the projected
demand for these products. Revenue contributedolmem and FST operations for 2001 and 2000 repreddass than 5% of total revenue for
each period. Because the expected future cash flmwkese products were insignificant after theosel quarter of 2001, the Company
recognized an impairment charge of $3.6 milliorted to the termination of Tower and a charge o8 $dillion related to the termination of
FST. These amounts represented the carrying vafubgsse assets on June 30, 2001, before the wwitedThese charges are disclosed as
impairment of goodwill and other intangible assetthe accompanying consolidated statements ofadipers.

(19) SUBSEQUENT EVENT

Subsequent to December 31, 2002 the Compaegddn principle to advance $1.5 million to a ptely held corporation which has
developed the technology used in etching procestsesrmal atmospheric pressures. These advanddsewilade over the next two years,
pending the attainment of certain business devedopmilestones, by the private company.
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(20) QUARTERLY FINANCIAL DATA — Unaudited

The following table presents unaudited quértimancial data for each of the eight quarterghia period ended December 31, 2002. The
Company believes that all necessary adjustments hegn included in the amounts stated below taptdairly such quarterly information.
The operating results for any quarter are not reezéyg indicative of results for any subsequeniqukr

Sales

Gross profit

Income (loss) from operatiol

Net income (loss) before extraordini
item

Extraordinary item (net of income taxe

Net income (loss

Diluted earnings (loss) per share before
extraordinary iten

Diluted earnings per share from
extraordinary iten

Diluted earnings (loss) per she

Quarters Ended

Mar. 31, June 30, Sept. 30, Dec. 31, Mar. 31, June 30, Sept. 30, Dec. 31,
2001 2001 2001 2001 2002 2002 2002 2002

(In thousands, except per share data)
$74,71¢ $46,17. $38,72: $33,99: $42,887 $67,89: $70,67¢ $ 57,44«
31,22: 7,781 11,03¢ 7,392 13,37 24,31:  26,60( 4,47¢
7,531 (20,92) (11,669 (21,828 (11,429 (9,330 (5,78¢) (35,449

5,09/ (14,549 (7,487  (14,44) (8,729 (5139 (5,580 (24,596

— — — — — — —  2,63¢
$ 509/ $(14,549 $ (7,487 $(14,44) $ (8,729 $(5139 $(5580) $(21,95)

$ 016$ (046 $ (0249 $ (045 $ (027 $ (0.1 $ (0.1) $ (0.77)

$ 8 —¢ — $ — $ —-— & —-— $ — $ — % 00¢

$ 016$ (046 $ (0249 $ (045 $ (027 $ (0.1 $ (0.17) $ (0.69)

The Company had a loss in the fourth quarter o228f022.0 million. Pretax charges recorded to oésiales for excess and obsolete
inventory of $4.6 million and warranty costs of $@illion contributed significantly to the Compasyfourth quarter results. The Company
increased its reserve for excess and obsoletetiomeim the fourth quarter of 2002, as a resulthef Company’s sales declining substantially
from the third quarter of 2002 to the fourth quad&2002, and the Company’s fourth quarter stiateganagement decision to discontinue
certain product offerings. The Company increasedvérranty reserve to reflect higher than expectpedir costs on certain products. The
Company also recorded charges for uncollectibleauts receivable of $1.6 million, restructuringd&.8 million and an impairment of
marketable securities of $1.6 million (see Note 1).
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

SCHEDULE Il - VALUATION AND QUALIFYING ACCOUNTS

Balance at Additions Additions Balance at
Beginning of Due to Charged End of
Period Acquisitions to Expense Deductions Period

(In thousands)

Year ended December 31, 20!

Inventory obsolescence rese $2,30¢ $ — $ 654 $ 708 $ 2,25%
Allowance for doubtful accoun 63¢ — 14F — 784
$2,94: $ — $ 79¢ $ 70t $ 3,03
| | | | I

Year ended December 31, 20!

Inventory obsolescence rese $2,25:¢ $ 18C $6,412 $3,21¢  $ 5,631
Allowance for doubtful accoun 784 10C 282 117 1,04¢
$3,037 $ 28C $6,69< $3,331 $ 6,68(

I | I I |

Year ended December 31, 20!

Inventory obsolescence rese $5,631 $13,70¢ $5,80: $4,71¢  $20,41¢
Allowance for doubtful accoun 1,04¢ 41€ 1,87(C 27¢ 3,05¢
$6,68( $14,12( $7,67: $4,99¢ $23,47¢

| | | | |

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURES

On July 16, we filed a Current Report on F& reporting that on July 15, 2002 our Board ofdators dismissed Arthur Andersen LLP
and engaged KPMG LLP as our independent publicladents for our fiscal year ended December 31, 2002
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PART Il

In accordance with General Instruction G(3Fofm 10-K, the information required by this Pdkid incorporated by reference to
Advanced Energy’s definitive proxy statement reigtio its 2003 Annual Meeting of Stockholders (tB@03 Proxy Statement”), as set forth
below. The 2003 Proxy Statement will be filed wittle Securities and Exchange Commission within 18& @fter the end of 2002.

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT

The information set forth in the 2003 Proxgt8ment under the headings “Proposal No. 1/ Eledfdirectors—Nominees” and
“Section 16(a) Beneficial Ownership Reporting Coiaupte” is incorporated herein by reference. Therimation under the heading
“Executive Officers of the Registrant” in Part Ithis Form 10-K is also incorporated herein by refee.

ITEM 11. EXECUTIVE COMPENSATION
The information set forth in the 2003 Proxgt8ment under the heading “Executive Compensattoimtorporated herein by reference.

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

The information set forth in the 2003 Proxgt8iment under the headings “Common Stock Ownetshidanagement and Other
Stockholders” and “Equity Compensation Plan Infaiord is incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

The information set forth in the 2003 Proxgt8iment under the caption “Certain TransactionB iiinagement” is incorporated herein by
reference.

ITEM 14. CONTROLS AND PROCEDURES

Evaluation of disclosure controls and proceduihe principal executive and financial officexgiewed and evaluated Advanced Energy’s
disclosure controls and procedures (as definekah&hge Act Rule 13a-14) as of a date within 9Gsdssfore the filing date of this Form 10-
K. Based on that evaluation, the principal exeeutind financial officers concluded that Advanceérgy's disclosure controls and
procedures are effective in timely providing thefithwnaterial information relating to Advanced
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Energy, as required to be disclosed in the reghitanced Energy files under the Exchange Act.

Changes in internal controls: There were gaificant changes in Advanced Energy’s internaltams or other factors that could

significantly affect those controls subsequenh®date of Advanced Energy’s evaluation, including corrective actions with regard to
significant deficiencies and material weaknesses.

PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AN D REPORTS ON FORM 8-K

(a) The following documents are included as pathisf Form 1-K:
1.

2.1

2.2

2.3

2.4

3.1

3.2

4.1

4.2

Financial Statement
Report of KPMG LLF
Report of Arthur Andersen LL
Consolidated Financial Statemer
Balance Sheets at December 31, 2002 and
Statements of Operations for each of the threesyieahe period ended December 31, 2
Statements of Stockhold’ Equity for each of the three years in the periodeehDecember 31, 20(
Statements of Cash Flows for each of the threesyiaghe period ended December 31, 2
Notes to Consolidated Financial Stateme
Financial Statement Schedules for each of the §®waes in the period ended December 31, 2
Schedule -Valuation and Qualifying Accoun
Exhibits:

Agreement and Plan of Reorganization, dated asreé 1, 1998, by and among Advanced Energy
Industries, Inc., Warpspeed, Inc. and RF Power trrtsd Inc. (1)

Stock Purchase Agreement dated November 16, 2@Cdnd among Advanced Energy Industries, Inc.,
Advanced Energy Japan K.K., Aera Japan Limited@edain Stockholders of Aera Japan Limitec

Amendment No. 1 to Stock Purchase Agreement, da¢éegmber 25, 2001, by and among Advanced
Energy Industries, Inc., Advanced Energy Japan KA€ra Japan Limited and Certain Stockholders aob
Japan Limited(3

Forms of Minority Stock Purchase Agreemen

Restated Certificate of Incorporation, as amende

By-laws(5)

Form of Specimen Certificate for Common Stoc}

Indenture dated November 1, 1999, by and betweate Street Bank and Trust Company of California,

N.A., as trustee, and Advanced Energy Industries, (including form of 5 1/4% Convertible Subordiz
Note due 2006)(€
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65

66
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71
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4.3 Indenture dated August 27, 2001, by and betweete Stacet Bank and Trust Company of California, I\
as trustee, and Advanced Energy Industries, Inclyding form of 5.00% Convertible Subordinated &ot
due September 1, 2006)(

4.4 Registration Rights Agreement, dated as of AugBsPR01, by and between Advanced Energy Industries,
Inc., and Goldman, Sachs and Co

4.5 The Registrant hereby agrees to furnish to the $ipGn request, a copy of the instruments whichnaette
rights of holders of long-term debt of Advanced Eyyeindustries, Inc. None of such instruments not
included as exhibits herein represents long-terbt iseexcess of 10% of the consolidated total asskt
Advanced Energy Industries, Ir

10.1 Loan and Security Agreement dated May 10, 200 rd/between Silicon Valley Bank, as a bank, and
Advanced Energy Industries, Inc., as borrower:

10.2 Lease, dated June 12, 1984, amended June 11,1988d between Prospect Park East Partnership and
Advanced Energy Industries, Inc., for property tedain Fort Collins, Colorado(*

10.3 Lease, dated March 14, 1994, as amended, by anédetSharp Point Properties, L.L.C., and Advanced
Energy Industries, Inc., for property located intRoollins, Colorado(5

10.4 Lease, dated May 19, 1995, by and between Sharp Paiperties, L.L.C. and Advanced Energy
Industries, Inc., for a building located in Fortll@ts, Colorado(5

10.5 Form of Indemnification Agreement(

10.6 Employment Agreement, dated June 1, 1998, betw&eRdwver Products, Inc., and Joseph Stac

10.7 1995 Stock Option Plan, as amended and restatedghi~ebruary 7, 2001(9

10.8 1995 Nor-Employee Director Stock Option Plan, as amended and restated thieelgtuary 7, 2001(9)

10.9 Lease dated March 20, 2000, by and between Shanp Properties, L.L.C. and Advanced Energy

Industries, Inc., for a building located in Fortll@ts, Colorado(10

10.10 Agreement and Plan of Reorganization, dated Apr20®0, by and among Advanced Energy Industries,
Inc., Noah Holdings, Inc. and AE Cal Merger Sulg,(h1)

10.11 Escrow and Indemnity Agreement, dated April 5, 20§0and among Advanced Energy Industries, Inc.,
the former stockholders of Noah Holdings, Inc. @unmercial Escrow Services, Inc.(]

10.12 Agreement and Plan of Reorganization, dated Jul2@Q0, by and among Advanced Energy Industries,
Inc., Mercury Merger Corporation, Sekidenko, Ined@®r. Ray R. Dils.(12

10.13 Agreement and Plan &eorganization, dated July 6, 2000, amended anateesas of October 20, 2000,
and among Advanced Energy Industries, Inc., Flowusition Corporation, and Engineering
Measurements Company(1

10.14 :_icense agreement, dated January 3, 2003, by and@Advanced Energy Industries, Inc., and APJeT,
nc.

21.1 Subsidiaries of Advanced Energy Industries,

23.1 Consent of KPMG LLP, Independent Audit

24.1 Power of Attorney (included on the signature pagehis Annual Report on Form -K)

99.1 Certification pursuant to 18 U.S.C. Section 13%0adopted pursuant to Section 906 of the SarbarksrO
Act of 2002

99.2 gertifficzaotig; pursuant to 18 U.S.C. Section 13%0adopted pursuant to Section 906 of the Sarbarks+O

cto

(b)  No reports on Form-K were required to be filed by the Registrant dgrihe fourth quarter of the year ended Decembeger 31



2002.
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1)

)

(3)
(4)

(%)

(6)

(7)
(8)

©)

(10)

(11)

(12)

(13)

(14)

Incorporated by reference to the RegistsaQuarterly Report on Form 10-Q for the quartedexhJune 30, 1998 (File No. 000-
26966), filed August 7, 199

Incorporated by reference to the RegistsaRéegistration Statement on Form S-3 (File No.-32348), filed February 8, 2002,
as amendec

Incorporated by reference to the Regist's Current Report on Forn-K (File No. 00(-26966), filed February 1, 200

Incorporated by reference to the RegistsaQuarterly Report on Form 10-Q for the quartedezhJune 30, 2001 (File No. 000-
26966), filed August 13, 200

Incorporated by reference to the RegistsaRegistration Statement on Form S-1 (File No933388), filed September 20, 19
as amendec

Incorporated by reference to the Registsalwhnual Report on Form 10-K for the year endedé&msber 31, 1999 (File No. 000-
26966), filed March 20, 2001

Incorporated by reference to the Regist's Current Report on Forn-K (File No. 00(-26966), filed September 10, 20(

Incorporated by reference to the Registsalhnual Report on Form 10-K for the year endedé&msber 31, 1998 (File No. 000-
26966), filed March 24, 199!

Incorporated by reference to the RegistseQtarterly Report on Form 10-Q for the quartedeshMarch 31, 2001 (File No.
00(-26966), filed May 9, 200!

Incorporated by reference to the Registrant’suaifiReport on Form 10-K for the year ended DecerBheP000 (File No. 000-
26966), filed March 27, 200.

Incorporated by reference to the Regisf's Registration Statement on Fori-3 (File No. 33-37378), filed May 19, 200(

Incorporated by reference to the Registrant’sr€@ulg Report on Form 10-Q for the quarter endeteJs0, 2000 (File No. 000-
26966), filed August 4, 200!

Incorporated by reference to the Registrant’sr€@ulgt Report on Form 10-Q for the quarter endegt&aber 30, 2000 (File
No. 00(-26966), filed October 30, 200

Incorporated by reference to the Registrant’sr€@ulg Report on Form 10-Q for the quarter endeteJs0, 2002 (File No. 000-
26966), filed August 14, 200

Compensation Pla

Confidential treatment has been granted for postmithis agreemen
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SIGNATURES

Pursuant to the requirements of Section 1B5¢dl) of the Securities Exchange Act of 1934, tlegiRrant has duly caused this report to be
signed on its behalf by the undersigned, theredatyp authorized.

ADVANCED ENERGY INDUSTRIES, INC

(Registrant’

/s/ Douglas S. Scha

Douglas S. Schal
Chief Executive Officer, President and ChairmathefBoart

Each person whose signature appears belowhappoints Douglas S. Schatz and Michael El-Hillamd each of them severally, acting
alone and without the other, his true and lawftdraey-in-fact with authority to execute in the reanf each such person, and to file with the
Securities and Exchange Commission, together wighexhibits thereto and other documents there\itly,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 respectdRamhich 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 Secuiitiehange Act of 1934, this report has been sidnaolv by the following persons on behalf
of the registrant and in the capacities and ord#tes indicated.

Signatures Title Date

/s/ Douglas S. Schatz Chief Executive Officer, President March 27, 200
and Chairman of the Board

Douglas S. Scha (Principal Executive Officer

/sl Michael El-Hillow Executive Vice President and Chief March 27, 200
Financial Officer (Principal

Michael El-Hillow Financial
Officer and Principal Accounting
Officer)

/s/ Richard P. Beck Director March 27, 200

Richard P. Becl

/sl Trung Doan Director March 27, 200
Trung Doar
/s Arthur A. Noeth Director March 27, 200

Arthur A. Noeth

/sl Elwood Spedden Director March 27, 200

Elwood Spedde

/sl Gerald Starek Director March 27, 200

Gerald Starel

/sl Arthur W. Zafiropoulo Director March 27, 200

Arthur W. Zafiropoula
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CERTIFICATIONS

I, Douglas S. Schatz, certify thi
1. | have reviewed this annual report on Forr-K of Advanced Energy Industries, In

2. Based on my knowledge, this annual report doésamtain any untrue statement of a material facioit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this annual re

3. Based on my knowledge, the financial statememid,other financial information included in thisnaal report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in this
annual report

4.  The registrant’s other certifying officer andreéaesponsible for establishing and maintainingldsure controls and procedures (as
defined in Exchange Act Rules -14 and 15-14) for the registrant and we ha

a. designed such disclosure controls and procedaressure that material information relating to tbgistrant, including its
consolidated subsidiaries, is made known to ustbgrs within those entities, particularly during theriod in which this annual
report is being prepare

b. evaluated the effectiveness of the registrarisslasure controls and procedures as of a daténndth days prior to the filing date of
this annual report (th* Evaluation Dat"); and

c.  presented in this annual report our conclusidimitithe effectiveness of the disclosure controts @rocedures based on our
evaluation as of the Evaluation Da

5.  The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatidhe registrant’s auditors and the
audit committee of registre’s board of directors (or persons performing thevedent function):

a.  all significant deficiencies in the design or gi®n of internal controls which could adverseffieat the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s audiemg material weaknesses in
internal controls; an

b. any fraud, whether or not material, that involuesnagement or other employees who have a significée in the registrant’s
internal controls; an

6.  The registrans other certifying officer and | have indicatedis annual report whether or not there were sicgnift changes in intern
controls or in other factors that could signifidgrffect internal controls subsequent to the dditeur most recent evaluation, including
any corrective actions with regard to significaaficiencies and material weakness

/sl Douglas S. Scha

Douglas S. Schatz
Chief Executive Officer, President March 27, 200
and Chairman of the Boa
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I, Michael E-Hillow, certify that:
1. | have reviewed this annual report on Forr-K of Advanced Energy Industries, In

2.  Based on my knowledge, this annual report doésamtain any untrue statement of a material facioit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this annual re

3.  Based on my knowledge, the financial statememid,other financial information included in thisnaal report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in this
annual report

4.  The registrant’s other certifying officer andreéaesponsible for establishing and maintainingldsure controls and procedures (as
defined in Exchange Act Rules -14 and 15-14) for the registrant and we ha

a. designed such disclosure controls and procedaressure that material information relating to tbgistrant, including its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during tberiod in which this annual
report is being prepare

b. evaluated the effectiveness of the registrangslasure controls and procedures as of a daten8ih days prior to the filing date of
this annual report (th* Evaluation Dat"); and

c.  presented in this annual report our conclusidimitithe effectiveness of the disclosure controtsarocedures based on our
evaluation as of the Evaluation Da

5.  The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatidhe registrant’s auditors and the
audit committee of registre’s board of directors (or persons performing thevedent function):

a. all significant deficiencies in the design or md®n of internal controls which could adverseffeet the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s audigmmg material weaknesses in
internal controls; an

b.  any fraud, whether or not material, that involwegnagement or other employees who have a significée in the registrant’s
internal controls; an

6. The registrang other certifying officer and | have indicatedliis annual report whether or not there were sicgift changes in intern
controls or in other factors that could signifidgrffect internal controls subsequent to the dditeur most recent evaluation, including
any corrective actions with regard to significaeficiencies and material weakness

/s! Michael E-Hillow

Michael El-Hillow
Executive Vice President, Chief Financial Mag7, 2003
Officer (Principal Financial Officer
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2.1

2.2

2.3

2.4

3.1

3.2

4.1

4.2

4.3

4.4

4.5

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

INDEX TO EXHIBITS

Agreement and Plan of Reorganization, dated asreé 1, 1998, by and among Advanced Energy
Industries, Inc., Warpspeed, Inc. and RF Power triisd Inc. (1)

Stock Purchase Agreement dated November 16, 2@Cdnd among Advanced Energy Industries, Inc.,
Advanced Energy Japan K.K., Aera Japan Limited@edain Stockholders of Aera Japan Limitec

Amendment No. 1 to Stock Purchase Agreement, da¢éegmber 25, 2001, by and among Advanced
Energy Industries, Inc., Advanced Energy Japan KA€ra Japan Limited and Certain Stockholders aob
Japan Limited(3

Forms of Minority Stock Purchase Agreemen

Restated Certificate of Incorporation, as amende

By-laws(5)

Form of Specimen Certificate for Common Stoc}

Indenture dated November 1, 1999, by and betweaste Street Bank and Trust Company of California,
N.A., as trustee, and Advanced Energy Industrias, (including form of £/ 4% Convertible Subordinats
Note due 2006)(€

Indenture dated August 27, 2001, by and betweete Stacet Bank and Trust Company of California, I\
as trustee, and Advanced Energy Industries, Inclyding form of 5.00% Convertible Subordinated &ot
due September 1, 2006)(

Registration Rights Agreement dated as of Augus2PR1, by and between Advanced Energy Industries,
Inc. and Goldman, Sachs and Co

The Registrant hereby agrees to furnish to the $ipGn request, a copy of the instruments whichnaette
rights of holders of long-term debt of Advanced Eyyeindustries, Inc. None of such instruments not
included as exhibits herein represents long-terbt imeexcess of 10% of the consolidated total asskt
Advanced Energy Industries, Ir

Loan and Security Agreement dated May 10, 200 rd/between Silicon Valley Bank, as a bank, and
Advanced Energy Industries, Inc., as borrower:

Lease, dated June 12, 1984, amended June 11,1988d between Prospect Park East Partnership and
Advanced Energy Industries, Inc., for property tedain Fort Collins, Colorado(*

Lease, dated March 14, 1994, as amended, by anédetSharp Point Properties, L.L.C., and Advanced
Energy Industries, Inc., for property located irtFoollins, Colorado(5

Lease, dated May 19, 1995, by and between Sharp Paiperties, L.L.C. and Advanced Energy
Industries, Inc., for a building located in Fortli@ts, Colorado(5

Form of Indemnification Agreement(

Employment Agreement, dated June 1, 1998, betw&eRdwver Products, Inc., and Joseph Stac
1995 Stock Option Plan, as amended and restatedghiFebruary 7, 2001(9

1995 Nor-Employee Director’ Stock Option Plan, as amended and restated thieelgtuary 7, 2001(9)

Lease dated March 20, 2000, by and between Shanp Properties, L.L.C. and Advanced Energy
Industries, Inc., for a building located in Fortll@ts, Colorado(10
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10.10

10.11

10.12

10.13

10.14

211
23.1
24.1

99.1

99.2

1)

)

(3)
(4)

()

(6)

(7)

(8)

9)

(10)

(11)

(12)

Agreement and Plan of Reorganization, dated Apr20®0, by and among Advanced Energy Industries,
Inc., Noah Holdings, Inc. and AE Cal Merger Sulg,(h1)

Escrow and Indemnity Agreement, dated April 5, 20§0and among Advanced Energy Industries, Inc.,
the former stockholders of Noah Holdings, Inc. @umnmercial Escrow Services, Inc.(]

Agreement and Plan of Reorganization, dated Jul2@Q0, by and among Advanced Energy Industries,
Inc., Mercury Merger Corporation, Sekidenko, Ined@®r. Ray R. Dils.(12

Agreement and Plan of Reorganization, dated JUR080, amended and restated as of October 20, B9
and among Advanced Energy Industries, Inc., Flowugition Corporation and Engineering Measurernr
Company(13

License agreement, dated January 3, 2003, by andg@Advanced Energy Industries, Inc., and APJeT,
Inc.

Subsidiaries of Advanced Energy Industries,
Consent of KPMG LLP, Independent Audit
Power of Attorney (included on the signature pagehis Annual Report on Form -K)

Certification pursuant to 18 U.S.C. Section 13%0adopted pursuant to Section 906 of the SarbarksrO
Act of 2002

Certification pursuant to 18 U.S.C. Section 13%0adopted pursuant to Section 906 of the Sarbarks+O
Act of 2002

Incorporated by reference to the RegistsaQuarterly Report on Form 10-Q for the quartedexhJune 30, 1998 (File
No. 00(-26966), filed August 7, 199

Incorporated by reference to the RegistsdRégistration Statement on Form S-3 (File No.-32348), filed
February 8, 2002, as amend

Incorporated by reference to the Regist's Current Report on Forn-K (File No. 00(-26966), filed February 1, 200

Incorporated by reference to the RegistsaQuarterly Report on Form 10-Q for the quartedexhJune 30, 2001 (File
No. 00(-26966), filed August 13, 200

Incorporated by reference to the RegistsaRegistration Statement on Form S-1 (File No933388), filed
September 20, 1995, as amenc

Incorporated by reference to the Registsalahnual Report on Form 10-K for the year endedé&msber 31, 1999 (File
No. 00(-26966), filed March 20, 200

Incorporated by reference to the Registsa@tirrent Report on Form 8-K (File No. 000-26968¢d September 10,
2001.

Incorporated by reference to the Registsalmnual Report on Form 10-K for the year endedémgber 31, 1998 (File
No. 00(-26966), filed March 24, 199

Incorporated by reference to the RegistsaQtarterly Report on Form 1Q-for the quarter ended March 31, 2001 (
No. 00(-26966), filed May 9, 200

Incorporated by reference to the Registrant’suaifiReport on Form 10-K for the year ended Decer8theP000 (File
No. 00(-26966), filed March 27, 200.

Incorporated by reference to the Registrant’si®Regfion Statement on Form S-3 (File No. 333-373fled May 19,
2000.

Incorporated by reference to the Registrant’sr€@ulg Report on Form 10-Q for the quarter endeneJ80, 2000 (File
No. 00(-26966), filed August 4, 200!
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(13) Incorporated by reference to the Registrant’sr€@ulgt Report on Form 10-Q for the quarter endegt&aber 30, 2000
(File No. 00(-26966), filed October 30, 200

(14) Incorporated by reference to the Registrant’sr€@ulg Report on Form 10-Q for the quarter endeneJ80, 2002 (File
No. 00(-26966), filed August 14, 200

* Compensation Pla

+ Confidential treatment has been granted for postmfithis agreemen
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EXHIBIT 10.14
LICENSE AGREEMENT EXECUTION COPY

THIS AGREEMENT, made effective as of the 3rd dayafiuary, 2003, is by and between APJeT, INC. potation of the State of
Delaware, having an office and place of busineg®atBryce Ave, Suite 200, Los Alamos, NM 87544R3&T"), and ADVANCED
ENERGY INDUSTRIES, INC. a corporation of the StafeDelaware, having an office and place of busirssEs25 Sharp Point Dr., Fort
Collins, CO 80525 ("AE"); APJeT and AE being somts referred to collectively as "the Parties" ardiviidually as a "Party" to the
Agreement:

WITNESSETH:

WHEREAS, APJeT owns an Exclusive License from timéversity of California, License Agreement No. 0D-d0911, with the right to
sublicense United States Patents and Patent Afiphsadefined in Appendix A, which relates to Atrphsric Pressure Plasma Jet
Technology; and

WHEREAS, AE wishes to obtain, and APJeT is willooggrant, an exclusive license under said Licerzénts, and under Licensed Patent
Applications (as hereinafter further defined) ie thicensed Territory and Licensed Field of Usealas hereinafter defined);

NOW, THEREFORE, in consideration of the mutual etaves contained herein, the parties hereto agréslaws:
SECTION 1- DEFINITIONS
As used in this Agreement, the following terms kEbaldeemed to have the following meanings:

1.1. "Licensed Patent Applications" shall meanaited States Patent Applications defined in Apperd(b) any and all continuations,
divisions, and continuations-in-part of such Apation, whether related to such Application direcththrough one or more intervening
applications; (c) any foreign application for pdtenutility model claiming priority in whole or ipart from any of the applications identified
in subparagraphs (a) and (b) above; and

(d) any and all continuations, divisions, and ammitions-in-part of any of the applications idaatifin subparagraph (c) above, whether
related to such applications directly or througle on more intervening applications.

1.2. "Licensed Patents" shall mean the United Statgents defined in Appendix A and all correspogdioreign Applications and Foreign
Patents (a) any and all patents and utility moisising on or registered from any of the LicensateR Applications; and (b) any and all
reexaminations, reissues, additions, or extensibasy of the patents or utility models identifiedsubparagraph (a) above.

1.3 "Patent Rights" shall mean the rights arisnognfthe U.S. or Foreign patents or applicationgpiging any continuing applications,
divisionals, and reissues thereof; and the patsstsng on applications, identified in Appendix Atbe University of California License
Agreement No. 00-41-00911, incorporated hereindfgrence



1.4. "Licensed Product", singular or plural, siméian any Atmospheric Pressure Plasma Jet Technalogiein the manufacture, use, offer
for sale, sale or importation of Atmospheric Pres®lasma Jet Technology by AE would, but for igats and license granted herein,
constitute an infringement of a valid and enford¢eataim of a subsisting Licensed Patent and stalinclude AE standard power delivery
equipment (i.e., stand alone AE power suppliesraatth networks) but includes power generation alidery equipment which is designed
specifically as an integral and indivisible partloé Atmospheric Pressure Plasma Jet Technology.

1.5 "Licensed Method" shall mean any method, procedr process whose use, but for the license eglantAE, would constitute an
infringement of a subsisting claim of a patent atemt application identified in Appendix A.

1.6 "Sales" shall mean disposing of a Licensed oy sale, lease, or other transaction for camaiibn or practicing a Licensed Method.
Sales occur when the licensee, affiliate or subkee of the AE receives consideration for the disjpm of the Licensed Product or practice
of Licensed Method, when Licensed Product is paidf delivered to a third person, whichever ocdinss. Notwithstanding the above, a s

shall be considered to be made within ninety (¥Q)stbf delivery to a third person.

1.7. "Net Sales" shall mean the gross amountsalesst sales price by AE and its sub licensess,tke following deductions where
applicable: (a) Sales returns; (b) normal and eunaty allowances; (c) trade discounts; (d) royalgcdunts for sales to the U.S. Government
calculated by the amount of royalties that APJETIldaormally have had to pay for non-U.S. Governnsates; and (e) transportation
charges, duties and tariffs and foreign governmemn¢gistration reporting, permitting or approve¢$ and costs, only if separately stated on
an invoice or other statement of account or ocawegbut before the deduction of sales and exaisest cost of insurance, and agents'
commissions.

1.8. An "Affiliate" of a Party shall mean a corptioa or other entity controlled by, controlling, ender common control with APJeT or AE.
For the purpose of this Agreement, "control” ordolling” mean (a) the ownership, directly or iretitly, of more than fifty percent (50%)
the voting stock or analogous interest in such @@fon or other entity; or (b) the existence of ather relationship between APJeT or AE
and such other corporation or entity which resnltsffective managerial control by one over theeothegardless of whether such control is
continuously exercised.

1.9. "Licensed Territory" shall mean the countdes jurisdictions, including the United States ofiérica and its territories and possessions,
in which APJeT now or in the future holds a validl@&nforceable subsisting Licensed Patent.

1.10 "Licensed Field of Use shall mean all fieldsvhich AE can demonstrate that it is one of thetloee leading vendors in market share in
each of such fields, as demonstrated by dollarmelof sales in the preceding year, including butindgted to Semiconductor Processing,
Data Storage (including but not limited to magnetid optical), Flat Panel and Electronic Displayg] Architectural Glass, and in any other
field mutually agreed upon by AE and APJeT as acoptated in Section 4.1.

1.11. "Effective Date" shall mean the date firsitten above.

1.12. "UC License" shall mean the Exclusive LiceABdeT has from the University of California, LisenAgreement No. 00-41-00911, with
the right to sublicense United States Patents atehPApplications defined in Appendix A, whichatds to Atmospheric Pressure Plasma Jet
Technology.



1.13 "Deposition Precursor Technology" means coitipas of matter which may be deposited onto s@bet using Deposition Plasma Jet
Technology.

1.14 "Deposition Process Technology" means prosdsselepositing compositions of matter, includibgposition Precursor Technology,
onto substrates using Deposition Plasma Jet Teabyol

1.15 "Deposition Plasma Jet Technology" means apysaoperated at substantially atmospheric pressyrable of depositing compositions
of matter, including Deposition Precursor Technglaanto substrates.

SECTION 2 - GRANT OF LICENSE

2.1. Except as set forth in 2.6 below, and in atance with and subject to the terms of the UC Lsee®PJeT hereby grants to AE and its
Affiliates, and AE hereby accepts, a sole and esiek) worldwide, royalty-bearing right and licensgder the Licensed Patent Applications
and the Licensed Patents (with the right to grabtisenses, as limited below in section 2.5) to eydlave made, use, sell, offer for sale, lease
and otherwise dispose of Licensed Products in tbenised Territory in the Licensed Field of Use. @&d€epts the terms and conditions
required for sublicensees as outlined in the U@hse.

2.2 AE hereby grants to APJeT and its Affiliatesd &PJeT hereby accepts a paid-up, royalty-freexdnsive license in the Licensed Field
of Use to make, use, and sell, for experimentgbpses only, prototype quantities under the Licer®ednts and Licensed Patent
Applications, any improvements or other developraevtiether or not patentable, or patented in therided Product. AE will disclose all
improvements or other developments under an exeé@afidentiality/Non-Disclosure Agreement.

2.3 The U.S government has a nonexclusive, norfaeatse, irrevocable, paid-up license to practichave practiced throughout the world,
for or on behalf of the U.S. Government, inventionsered by the Patent Rights.

2.4 Under 35 U.S.C. 203 the U.S. Department of ggnbas the right to require the Licensee to gramreexclusive, partially exclusive or
exclusive license under the Patent Rights in apjdFif Use to a responsible applicant or applicantseccordance with 48 CFR 27.304-1(g).

2.5. APJeT hereby grants to AE and its Affiliatasd AE hereby accepts, the right to grant sublieets others, contingent upon written
approval from APJeT, and also contingent upon aecep by the prospective sublicensee of all theseand conditions required of
sublicensees in the UC License.

2.6 The license granted to AE under 2.1 does mhde (i) any right or license under the LicenseteRt Applications and/or the Licensed
Patents to use Deposition Process Technology,ighiyto grant sublicenses to use Deposition Proceshnology, or any right to sue third-
parties for infringement of the Licensed Patent igapions and/or the Licensed Patents to the exteitsuch infringement arises from use of
Deposition Process Technology by a third-partyjipany right or license under the Licensed Pafgmplications and/or the Licensed Patents
to make, have made, sell, use, or import DeposRi@tursor Technology, any right to grant subliesrte make, have made, sell, use, or
import Deposition Precursor Technology, or any trighsue third-parties for infringement of the Lised Patent Applications and/or the



Licensed Patents to the extent that such infringermeses from the making, selling, use, or impytbf Deposition Precursor Technology by
a third-party. AE hereby acknowledges that APJES éaxalusively licensed to Air Products and Chensiclic. ("Air Products") (and not

AE): (i) all rights under the Licensed Patent Apptions and/or the Licensed Patents to use Depostiocess Technology, including all
rights to grant sublicenses to use Deposition Rdechnology, and (i) all rights under the Lich®atent Applications and/or the Licensed
Patents to make, have made, sell, use, or impgrogiton Precursor Technology, including all rigtdgrant sublicenses to make, have m
sell, use, or import Deposition Precursor Technplog

ARTICLE 3 - IMPROVEMENTS

3.1. Under an executed Confidentiality/Non-DisclesAgreement, APJeT agrees to keep AE regularlyfahdinformed about designs,
applications, and other developments relating ¢oLflkensed Field of Use and the Licensed Produatiwirecome available and which AP
is not legally prevented from communicating to AE.

If APJeT, independently develops improvements @ltitensed Field of Use or to the Licensed Produktier this Agreement, whether or
patentable, or patented, APJeT agrees to grant lideérase with no additional royalties beyond thpsavided in Section 5.2, for AE to make,
have made, use, and sell any such improvemenietbitensed Product(s) in the Licensed Field of. Bk#withstanding anything herein to
the contrary, APJeT shall have no obligation tong#sE a license to any Foreground Technical Infdramaor Foreground Patent Rights
owned by Air Products pursuant to Section 5.2 ef@wollaboration Agreement Between APJeT, Inc.,AindProducts Chemicals, Inc.,
effective December 16, 2002 (the "Collaborationéegnent.") For purposes of this section 3.1, thmgteiForeground Technical Information
and "Foreground Patent Rights" shall have the nmgarascribed to such terms in the CollaboratioreAgrent.

ARTICLE 4 - MANUFACTURING AGREEMENT

4.1. AE shall be the preferred supplier in the higed Field of Use. AE may from time to time subanfiroposal to APJet for a specific
application outside of the Licensed Field of UstheD parties may also submit proposals to APJetgecific applications outside of the
Licensed Field of Use. In the event there an opdolstween two proposals or if APJet receives agealponly from a third party, AE will be
given a single opportunity to supply an equal dtdrsebusiness proposal to APJeT, however the teffritee third party's proposal to APJet
not be released to AE. Such proposal by AE to ARJegsponse to a proposal by a third party muduife sufficient detail to allow APJet to
determine whether the proposal submitted by AEgmssan equal or better business opportunity fateAP AE must respond within 30
calendar days of notice from APJet of such a thady proposal if AE's proposal is to be considdrgd\PJeT. Similarly, APJet will have 30
calendar days to evaluate a proposal initiated ByaAd may either accept or reject the AE propo#himthat time. Evaluation of all such
proposals outside of the Licensed Field of Use élidone by the Board of Directors at APJeT.



SECTION 5 - ROYALTIES

5.1. In partial consideration for the rights araktise granted to AE under this Agreement, AE agmepay to APJeT a fee of One Million
Five Hundred Thousand Dollars ($1.5 Million), imek installments conditional upon reaching mutuagiyeed upon milestones as identified
in Appendix B. Included in the fee above is One #haa Five Thousand Dollars ($105,000.00) of whi¢hJAT shall pay to the University of
California in royalty fees as required by the UCdrise. APJeT shall meet all the milestones by ditesdn column 5 of Appendix B, entitled
"APJeT Completion Obligation Date".

5.2 Within the first six months of this AgreemeAE shall loan to APJeT One Hundred Thousand Do([%t€0,000.00) worth of equipment
in power supplies, matchboxes, flow controllersz-@can units in any manner most appropriate toAEshall retain the entire title, right,
and interest to all equipment loaned to APJeT.

5.3. In further consideration of the rights anetise granted to AE under this Agreement, AE adgepay to APJeT, as a periodic royalty,
amount of 10 percent (10%) of its Net Sales of hémsl Products sold, leased or otherwise disposkd of for AE to a cumulative maximum
of Five Million Dollars ($5,000,000) of royaltiesl; after Five Million Dollars ($5,000,000) to BifMillion Dollars ($50,000,000) of
cumulative royalties paid, the periodic royalty ltba the amount of 5 percent (5%) of its Net Salekicensed Products sold, leased or
otherwise disposed of by or for AE; after Fifty Moh Dollars ($50,000,000) of cumulative royaltjgsid the periodic royalty shall be the
amount of 2.5 percent (2.5%) of its Net Sales aEbsed Products sold, leased or otherwise dispfdmdor for AE. Such royalty shall be
paid by AE to APJeT within thirty (30) days aftetend of each calendar quarter during the terthi®fAgreement. Only one periodic roy:
shall be payable for sale, lease or other dismwsif a Licensed Product even if the Licensed Rebiducovered by more than one Licensed
Patent or more than one claim of any Licensed R.afdhshall not pay any royalties on AE standard/@odelivery equipment (i.e., stand
alone AE power supplies and match networks) in tvinic Licensed Product is incorporated or with whiohLicensed Product is included in
the same chassis.

SECTION 6 - RECORDS, REPORTS AND PAYMENT OF ROYAIES

6.1. AE shall maintain records in sufficient detaild, upon reasonable notice, allow any indepenshiified public accounting firm of
nationally recognized standing, appointed by AP, reasonably acceptable to AE, to examine itsaaated books and records, and the
books and records of its Affiliates pertaining e Licensed Products. Such examinations shall aodyrduring business hours, and not ir
than once a year, and shall be for the purposerifiying the calculation of periodic royalties dueder this Agreement and to otherwise
establish compliance with the terms of this AgreetnA final such examination shall occur once dgttine year immediately succeeding
termination of this Agreement. The fees and expené¢he accounting firm performing the examinattill be borne by APJeT, unless the
examination shows that royalties for any quartpdyiod were underpaid by 5% or more, in which evbkatfees and expenses will be borne
by AE. Unless written objection is made by APJed dalivered to AE within sixty (60) days after cdetpn of such examination, the
calculation of royalties paid by AE that were tlject of such examination shall be final and biigdon the Parties, except insofar as
adjusted or corrected as a result of AE's regulaval audit. Any information provided to APJeT traccountants pursuant hereto shall be
treated as Confidential and Proprietary InformatdiE to be used only for the purpose of the ex®tion in accordance with this paragraph
6.1.

6.2. AE agrees to submit written reports to APJéfhiw ninety (90) days after the last day of eadhdr partial calendar quarter during the
term of this Agreement, stating in each such report



the Net Sales of AE or the absence of such salefé previous calendar quarter for the sale elea®ther disposition of Licensed Products,
and the periodic royalty due thereon. The obligatmmake royalty reports under this Agreementldiedin with the calendar quarter in
which AE first makes a sale or other transfer bfa@@nsed Product subject to payment of royalty RJAT, and shall continue thereafter. AE
shall accompany each report with payment of thewarnof royalties, if any, shown to be due by susbart in accordance with Sections 3
hereof. In addition, AE shall make a written regorAPJeT within ninety (90) days after the datéenmination of this Agreement, stating in
such report the Net Sales of AE of any Licensedl&ets not previously reported to APJeT and theopligiroyalty due thereon, and shall
accompany such report with payment of the amounvysdlties shown to be due therein.

6.3. Payment shall be made to APJeT at its offite®¥®1 Bryce Ave, Suite 200, Los Alamos, NM 875ddsuch banking institution as APJeT
may direct from time to time, in legal tender of thnited States of America. In the event periodi@ities must be converted from foreign
currency into United States Dollars, such conversioall be calculated using the average exchariggudblished in The New York Times for
the thirty (30) day period immediately precedingmpant.

SECTION 7 - TERM AND TERMINATION

7.1. The rights and licenses granted under thigément shall commence on the Effective Date. Tiesegayment from AE to APJeT will be
made on Jan. 3, 2003.

7.2. Unless this Agreement shall be terminatedittiyweeParty pursuant to the provisions hereof, fuseement shall remain in force and
effect during the pendency and until the expiratibthe last-to-expire of the Licensed Patents.

7.3. APJeT shall have the right to terminate thige®ment on ninety

(90) days written notice to AE at any time on défay AE in the observance or performance of anyeo@ant, condition or terms herein
required to be observed and performed by AE. Teation under this paragraph 7.3 shall be effectivbeend of such notice period,
provided that AE shall not have corrected suchweta embarked upon a course of action to cosach default and given written
confirmation of same to APJeT within such noticequ

AE shall have the right to terminate this Agreem@amhinety (90) days written notice to APJeT at ame on default by APJeT in the
observance or performance of any covenant, comditiderms herein required to be observed and peed by APJeT. Termination under
this paragraph 7.3 shall be effective at the enslioh notice period, provided that APJeT shallhaste corrected such default or embarked
upon a course of action to correct such defaultganeh written confirmation of same to AE withincsunotice period

7.4. APJeT shall provide notice to AE of its infentto file a voluntary petition in bankruptcy evhere known to APJeT, of another party's
intention to file an involuntary petition in bankay for APJeT, said notice to be received by Aeast thirty (30) days prior to filing such
petition. AE may terminate this License Agreemgminureceipt of such notice at its sole discretd®JeT's failure to provide such notice to
AE will be deemed a material, pre-petition incueabieach of this License Agreement. The Licenseedgent will terminate automatically
on the date of a voluntary or involuntary petitinrbankruptcy whether or not notice has been given.

7.5. Termination by AE or APJeT does not relieve &E&ny obligation or liability accrued by AE osisublicensees prior to the effective date
of termination or affect any rights of APJeT argsinder this License Agreement prior to termination



SECTION 8 - ASSIGNABILITY

8.1. This Agreement and the rights, licenses atigations hereunder may not be assigned by eithgy Rvithout the express written consent
of the other Party, except as part of the sald®fsssigning Party's business to which the LiceRPsgent Applications and Licensed Patents
relate. This Agreement shall be binding upon andédrio the benefit of the Parties hereto, theimigéed assigns, trustees or receivers in
bankruptcy or successors by merger, purchase efsassotherwise.

SECTION 9 - NOTICE

9.1. Any notice or communication required or petetitto be given by either Party hereunder shailhlveritten form and shall be considered
to be sufficiently given if mailed by registeredaartified mail or transmitted by overnight couriaddressed to the parties hereto as follows:

To APJeT:
491 Bryce Avenue, Suite 200
Los Alamos, New Mexico 87544
Attention: President
Telephone: (505) 672-3454
Facsimile: (505) 672-3453
To AE:
Advanced Energy Industries, Inc.
1625 Sharp Point Dr.
Fort Collins, CO 80525
Attention: Richard Scholl
Telephone: (970) 407-6426
Facsimile: (970) 407-5426
9.2. Such notices shall be effective upon recgighk addressee.
SECTION 10 - CONTROLLING LAW

10.1. The parties hereto agree that this Agreestwlt be considered to have been made in, androedsand interpreted in accordance with
the substantive laws of the State of Colorado efunited States of America.



SECTION 11 - WARRANTIES, PARTIES' RESPONSIBILITY ND LIABILITY
11.1. APJeT represents and warrants that it isHeasght to grant the rights and licenses granoteder this Agreement.

11.2. Except as expressly provided herein, notborgained in this Agreement shall be construedgrsuat of any right, by license or
otherwise, by either party to the other, underegitharty's patent, patent application (with theepxion of the Licensed Patent Applications
and Licensed Patents), trademark, copyright, know;lor other intellectual property rights.

11.3. Subject to APJeT meeting the milestones ifieshiwith the "Second Closing" in Appendix B withihe time period therein specified,
AE intends to diligently pursue commercializatidi_@ensed Products within the Licensed Field oéW@dsid use its best efforts to market

Licensed Products. AE has the unqualified rightettuce, suspend, or cease activities in the markefi some or all of the Licensed Produ
However,

(i) if AE decides to cease activities for any sfiedield of use or product area, it will prompthotify APJeT and will release APJeT to grant
an exclusive license to others in this area;

(i) if AE decides to suspend or reduce activitigthin the Licensed Field Use for any specific apaion, it will promptly notify APJeT of its
intentions, and agrees to consider releasing ARJgfant nonexclusive licenses to others; or

(iii) if in this latter case, APJeT requests thd felease its rights so as to permit APJeT to gaargxclusive license to others in these areas
wherein AE has merely suspended or reduced itsities, AE agrees to consider such a proposal antbrunreasonably withhold such
permission.

(iv) for specific programs that are agreed uponvken AE and APJet outside of the Licensed FieldsH and in accordance with section 4.1,
the terms of the specific proposal AE made to ARdégovern the cancellation rights between the fparties.

Nothing herein shall prevent AE from setting itsroprices for Licensed Products or determining Afasketing policies and practices in
sole discretion.

11.4. If AE or APJeT receives notice of a claimaotion by a third party alleging infringement othuhird party's rights in connection with
the manufacture, use or sale of a Licensed PrddudiE or its Affiliates, AE shall have the right t@nduct the legal defense, and to enter
any disposition with respect thereto, as AE irsdte discretion deems desirable. All costs of Alefense, including AE's attorneys' fees and
court costs, and any damages awarded or amoutsnpsgttlement in any such claim or action shalthe sole responsibility of AE. APJeT
shall reasonably cooperate with AE in its deferfsguoh infringement claim or action, provided AEBmeimburse APJeT for reasonable out
of pocket expenses, other than attorney's feeggpehses, incurred by APJeT in providing such cradjms.

11.5. AE shall have the sole right, but not thegatilon, to take measures to prevent the infringarbg third-party infringers of any of the
Licensed Patents, whether by action, suit, procepdi otherwise, and shall pay the entire costunéping such measure(s). AE shall have the
sole right to any proceeds from such measure(syiged, however, that after a deduction by AE aefSanable expenses incurred by AE in
such action, suit, or proceeding, and, if APJetgon such action, suit or proceeding, paymentRde& of reasonable expenses incurred by
APJet in



such action, suit or proceeding, AE shall pay tadé&Pa royalty of the greater of (i) ten percen®l@f any amounts recovered, or (ii) the
amount payable by APJet to the University of Cafifa with respect to such action, suit or procegdinder the UC License. In no case,
however, shall the total royalty paid by AE to APJ®e more than the recovery, less reasonable egpémsurred in such action, suit or
proceeding. APJeT shall, if requested, join asrtyga any such suit or settlement and shall agwesgn all necessary rightful instruments,
and do whatever else may be necessary to furteerathduct of such proceedings.

11.6. In the event AE chooses not to take measangsevent infringement by any third-party infrimges permitted under paragraph 11.5
above, it shall so notify APJeT within 30 days afiecoming aware of the infringement. Thereaftd? JAT shall have the sole right, but not
the obligation, to take such measures against thichiparty infringer. APJeT shall have the solghtito any proceeds from such measures.

11.7. Except as set forth above, neither AE noreAiRshall have any other responsibilities or oblgat in connection with actions to enforce
the License Patents.

SECTION 12 - MISCELLANEOUS

12.1. This Agreement shall be executed in two cenpatrts in the English language and each such expart shall be deemed an original
thereof.

12.2. Upon the termination of this Agreement, ABlshave the right to dispose of all Licensed Paigihen on hand, including work in
process, and to complete all orders for Licenseduts on hand as of the date it received noti¢eraiination, but periodic royalties which
would otherwise be payable pursuant to this Agregrhad such termination not become effective dimlpaid with respect to all such
Licensed Products when sold as though this Agreehshnot been terminated.

12.3. Neither termination nor expiration of thisrAgment shall terminate AE's or AE's sublicensggigation to pay all periodic royalties
which shall then have accrued up to the date di supiration or termination. AE's obligation to ogproyalties due and submit its books and
records for inspection as provided in paragrapthéreof shall continue until AE's royalty obligatfoshall have been fully determined and
discharged by proper payment.

12.4. APJeT shall promptly give notice to AE of aqpmbn commencement of any voluntary or involuntzagkruptcy proceeding involving
APJeT as a debtor.

SECTION 13 - WAIVER

Failure by either Party to enforce any rights urtties Agreement shall not be construed as a waif/euch rights nor shall a waiver by either
Party in one or more instances be construed agitudimg a continuing waiver or as a waiver in atirestances.



SECTION 14 - ENTIRE AGREEMENT

This Agreement constitutes the entire agreememtdmat the Parties concerning the subject matteoharal supersedes all written and oral
prior agreements and understandings with respecgtin No variation or modification of the termstlois Agreement nor any waiver of any
the terms or provisions hereof shall be valid unlesnriting and signed by an authorized represamtaf each Party.

SECTION 15 - SEVERABILITY

This Agreement is subject to the restrictions, iétions, terms and conditions of all applicable&yovnental regulations, approvals and
clearances. If any term or provision of this Agresinis held invalid, illegal or unenforceable iryarespect for any reason, that invalidity,
illegality or unenforceability shall not affect angher term or provision hereof, and this Agreensdatl be interpreted and construed as if
such term or provision, to the extent the samd blagk been held to be invalid, illegal or unenéaisle, had never been contained herein.

IN WITNESS WHEREOF, the Parties hereto have catisisdAgreement to be executed in duplicate by @duihorized officers effective on
the date and year first written above.

ADVANCED ENERGY | NDUSTRI ES, | NC. APJeT, | NC.

By: By:



Paynent Amounts ($)

PAYMENT SCHEDULE MILESTONES

[Rev 5 - 11/11/02]

To be paid on APJeT

or after conpl etion M | est one(s)
(date) obligation
dat e**
APCI AEI|
First 500, 000 upon - Concurrent with signing of:

Cl osing + --- si gni ng - Stock Purchase Agreement with APCI (Includes
100, 000 n/a I nvestor Rights Agreenent and Stockhol ders
license Agr eenent)

fee - Coll aboration Agreement with APCI

- License agreenment with AEl
-- 500, 000 1/ 3/ 2003
Second 450, 000 500, 000 1st Closing + 1st Closing + - Aninstalled, staffed, and functioning
Cl osing 6 no. 12 no. | aboratory.
- Delivery and placenent into operation of
at | east one APJeT plasnmm jet into an
Footnote:

application (or delivery and operational

testing of several

plasma jets into

applications) which project to create within

four years fromdate of first

cl osing at

| east one of the follow ng:

APJeT nust

annual sales of at |east $30 mllion,
including AEl or other OEM equi pnent sales
on which APJeT woul d col l ect royalties
and/or create new |icenses, or

at least $3 million per year revenue (or
licensing profit) directly to APJeT.

provi de evi dence of conpelling

econom ¢ driver(s) for application
acceptance in a discussion of these revenue

and mar ket

proj ections.

- Business Plan conpleted for application
outside of s/c industry.

- Techni cal

assi stance to APCl & AEl

underway for product devel opnent.

** This is the date after which -- if the milestanare not met -- Air Products' and Advanced Energlligation to further closings is
terminated. If milestones are not met by the 'APGempletion Obligation Date', then the funding Earhave sole discretion whether to

proceed or not with further closings.



Paynent Anount ($) To be paid on APJeT

or after conpl eti on M I est one(s)
(date) obl i gation
dat e**
APCI AEI
Third 450, 000 500, 000 1st Closing + 1st Closing + - Verification of conbined cunul ative gross
C osing 12 nont hs 24 mont hs recei pts fromlicenses, royalties, equipnent

sal es of $400, 000 excluding (i.e., nust be
beyond and in addition to):

i) the initial comitnent of $1.5
mllion from AEl, and

ii) the initial $100,000 |icense
paynment from Air Products.

- Successful conm ssioning and operation of
the APJeT unit provided to Air Products
under the Col |l aborati on Agreenent signed in
conjunction with Stock Purchase Agreenent.

- Good faith negotiations or discussions
underway for production-scale field
exami nation ((beta) trial) in at |least two
different applications.

Footnote:

** This is the date after which -- if the milestanare not met -- Air Products' and Advanced Energlligation to further closings is
terminated. If milestones are not met by the 'APGempletion Obligation Date’, then the funding feerhave sole discretion whether to
proceed or not with further closings.



EXHIBIT 21.1

SUBSIDIARIES OF THE REGISTRANT

Jurisdiction of Incorporation

Nane or Organization
;A;j;/;mced Energy Japan K.K. (1) Japan -------------
Advanced Energy Industries GibH Ger many
Advanced Energy Industries U K Linmted Uni ted Ki ngdom
Advanced Energy Industries Korea, Inc. Sout h Kor ea
Advanced Energy Taiwan, Ltd. Tai wan
Seki denko, Inc. Washi ngt on
AEl US Subsidiary, Inc. Del awar e
AEl I nternational Holdings CV Net her | ands
Shenzhen Representative O fice of Advanced Energy Industries, Inc. Chi na
Advanced Energy Industries (Shenzhen) Co., Ltd. (manufacturing) Chi na
Advanced Energy Industries (Shenzhen) Co., Ltd. (service) Chi na
Advanced Energy Industries, |Inc., Shanghai Chi na
Advanced Energy N. K. Japan
Dressl er Hochfrequenztechnic, GibH Ger many
Dressler USA Inc. California

(1) Subsidiaries of Advanced Energy Japan K.K.:

Aera Corporation Texas
Aera U. K Ltd. United Ki ngdom
Aera GrbH Ger many

Aera Korea Ltd. Sout h Kor ea



EXHIBIT 23.1
Independent Auditors' Consent
The Shareholders and Board of Directors of Advarieeergy Industries, Inc.:

We consent to the incorporation by reference irrélggstration statements (Nos. 333-01616, 333-04833-46705, 333-57233, 333-65413,
333-79425, 333-79429, 333-62760, 333-69148, 335®%hd 333-87718) on Form S-8 and (333-37378, 3334, 333-72748 and 333-
87720) on Form S-3 of Advanced Energy Industries, &nd subsidiaries of our report dated Februar?@03, with respect to the
consolidated balance sheet of Advanced Energy tridssinc. as of December 31, 2002, and the etled@solidated statements of operati
stockholders' equity and cash flows for the yealeerDecember 31, 2002, and the related consolidis@acial statement schedule, which
report appears in the December 31, 2002, annuattrep Form 10-K of Advanced Energy Industries,. Inc

Our report dated February 11, 2003 contains arsespbry paragraph relating to the fact that thesabaated financial statements of
Advanced Energy Industries, Inc. and subsidiarsesfddecember 31, 2001 and for each of the yeditseitwo-year period then ended were
audited by other auditors who have ceased operthmdescribed in Note 1 to the consolidated fiferstatements, those consolidated
financial statements have been revised to inclhddransitional disclosures required by Statemé&Rtrancial Accounting Standards No. 1
Goodwill and Other Intangible Assets, which wasmdd by the Company as of January 1, 2002. Howewekyere not engaged to audit,
review, or apply any procedures to the 2001 and 2@dsolidated financial statements of Advanced@nindustries, Inc. and subsidiaries
other than with respect to such disclosures armhrdingly, we do not express an opinion or any otbem of assurance on the 2001 and 2
consolidated financial statements taken as a whole.

Denver, Colorado
March 26, 2003



Exhibit 99.1

Certification Pursuant to
18 U.S.C. Section 1350,
as Adopted Pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the accompanying Form 10-K ofvAdced Energy Industries, Inc. (the "Company")tifier year ended December 31, 2002
(the "Report"), |, Douglas S. Schatz, Chief Exeeifficer and President of the Company, certifyrspant to 18 U.S.C. ss. 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley A2002, that:

(1) The Report fully complies with the requiremeatsSection 13(a) or 15(d) of the Securities Exg®Act of 1934; and

(2) The information contained in the Report faplgsents, in all material respects, the finanaaldition and results of operations of the
Company.

A signed original of this written statement reqdit®y Section 906 has been provided to the Compady| be retained by the Company
and furnished to the Securities and Exchange Cosioni®r its staff upon request.

Date: March 27, 2003

/'s/ Douglas S. Schatz

Dougl as S. Schatz
Chi ef Executive Oficer and President



Exhibit 99.2

Certification Pursuant to

18 U.S.C. Section 1350,
as Adopted Pursuant to Section 906
of the Sarbanes-Oxley Act of 2002

In connection with the accompanying Form 10-K ofvAdced Energy Industries, Inc. (the "Company")tifer year ended December 31, 2002
(the "Report™), I, Michael El-Hillow, Chief Finaradi Officer of the Company, certify, pursuant tol$.C. ss. 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002, that

(1) The Report fully complies with the requiremeatsSection 13(a) or 15(d) of the Securities ExajeAct of 1934; and

(2) The information contained in the Report faphlgsents, in all material respects, the finanaaldition and results of operations of the
Company.

A signed original of this written statement reqdit®y Section 906 has been provided to the Compadyl be retained by the Company
and furnished to the Securities and Exchange Cosioni®r its staff upon request.

Date: March 27, 2003

/sl Mchael El-HIIlow

M chael El-H Il ow
Chi ef Financial Oficer



