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DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant’s definitive proxy statnt for the 2004 Annual Meeting of Stockholderbécheld on May 5, 2004, to be filed
subsequently, are incorporated by reference intblPaf this Form 10-K.
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PART |

ITEM 1. BUSINESS
Overview

We incorporated in Colorado in 1981 and reipocated in Delaware in 1995. In 1995, we effec¢tedinitial public offering of our
Common Stock. Unless the context otherwise requaresised in this Form 10-K, references to “AdvarEerergy” refer to Advanced Energy
Industries, Inc., and references to “we”, “us” out” refer to Advanced Energy and its consolidatedsidiaries. Our executive offices are
located at 1625 Sharp Point Drive, Fort Collins|a€Zado 80525, and our telephone number is 970-B7D40ur website address is
www.advanced-energy.com. We make available, frezhafge on our website, our annual report on Fd¥i+K lquarterly reports on Form 10-
Q, current reports on Form 8-K and all amendmenthése reports as soon as reasonably practicitditing such reports with, or

furnishing them to, the Securities and Exchange @imsion (the SEC). Such forms are also availableat.sec.gov.

We design, manufacture and support a grolgptomponents and subsystems primarily for vacproness systems. Our primary
products are complex power conversion and conysibsns. Our products also control the flow of ldgiinto the process chambers and
provide thermal control and sensing within the chamOur customers use our products in plasma-ldhgedilm processing equipment that
is essential to the manufacture of, among otheagthi

» Semiconductor devices for electronics applicatit

» Flat panel displays for ha-held devices, computer and television scre
» Compact discs, DVDs and other digital storage me

» Optical coatings for architectural glass, eyeglass®l solar panels; a

 Industrial laser and medical applicatio
We also sell spare parts and repair servicekiwide through our customer service and techrgogport organization.

We market and sell our products primarilyamk, original equipment manufacturers (OEMs) afisenductor, flat panel display, data
storage and other industrial thin-film manufactgragquipment. Our principal customers include Apphdaterials, Inc., Axcelis
Technologies, Inc., Lam Research Corporation, Nogebystems, Inc., ULVAC Technologies, Inc., Theakis Corporation and Tokyo
Electron Limited. Sales to customers in the sendoetor capital equipment industry comprised 59%uwfsales in 2003, 68% in 2002 and
64% in 2001. We sell our products primarily throwditect sales personnel to customers in the UrStetes, Europe and Asia, and through
distributors in various regions both inside andsalé the United States. International sales reptedes3% of our sales in 2003, 40% in 2002,
and 36% in 2001, although many of our products doluiestically are placed on systems shipped ovekseaur customers.
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In 2001, 2002 and much of 2003 the semicommatuazpital equipment industry experienced the sseputback in capital equipment
purchases in industry history. This downturn resiiih a significant decrease in demand for semigotod capital equipment and related
components. Inventory buildups coupled with slotian expected personal electronics sales and dtdwvalgeconomic growth caused
semiconductor companies to re-evaluate their dagpeending and initiate cost reduction measuress@tiactors resulted in lower sales and
downward gross margin pressure for our productsduhe periods presented herein. In mid 2003s#meiconductor capital equipment
industry entered the early stages of what appeare & return to higher product demand. We expeatd sales to the semiconductor capital
equipment industry to represent approximately 56%0% of our total revenue, depending upon theagtheor weakness of the industry
cycles.

Although we are beginning to see indicatiohsoreased demand for our products primarily fribve semiconductor capital equipment .
flat panel display manufacturing industries, weragrprovide any assurance that such revenue lavelsustainable through 2004. We
incurred significant operating losses from the selcguarter of 2001 through the third quarter of2q@rimarily as a result of lower revenues,
and during 2003 due to our duplicative manufactufacilities as a result of our new China-based ufeaturing facility and transition to
lower cost, higher quality suppliers primarily léed in Asia, or Tier 1 Asian suppliers. We genatgtesitive income from operations of
approximately $300,000 during the fourth quarte2@®3. Over the past eleven quarters, we have lesvle to achieve profitability at
current revenue levels, but are cautiously optimigigarding an industry recovery in the short-tefinthe end of 2002, we established a goal
of reducing our operating cash flow breakeven pauhile maintaining the flexibility to increase ospending level if projected revenue and
new product opportunities support a higher spentiagl. As a result, our total operating expenssdided from $130.7 million in 2002 to
$111.1 million in 2003.

To achieve our goal of reducing our operatiagh flow breakeven point, we announced major akmirgour operations to occur through
the end of 2003. These included establishing a faaturing location in China, consolidating worldwidales forces, a move to Tier 1
suppliers, primarily in Asia, and the intentiondose or sell certain facilities. As of December 2003, we were manufacturing
approximately 11% of our production in our manutfiaicty facility in China and have transitioned appnoately 27% of our raw materials
purchases to Tier 1 Asian suppliers. We expecbiuicue our progress on both of these objectivemg2004 and exit the year
manufacturing approximately 70% of our Power armhFControl production in our China-based facilitydacompleting the transition of
approximately 50% of our material purchases to Ti&sian suppliers.

Products

Our major products fall into these categorigmwer, Flow Control, Thermal Instrumentation amariperature Control and Source
Technology. Our products are designed to improeéuyptivity and lower the cost of ownership for austomers.
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Power

Our Power systems include direct current (D@h power, low and mid frequency, and radio gy (RF) power supplies, matching
networks and RF instrumentation. Our Power systetfise, modify and control the raw electrical povi@m a utility and convert it into
power that is uniform, predictable and repeataDle. Power systems are primarily used by semicomdutinufacturers in the following
applications: physical vapor deposition; chemiagor deposition; reactive sputtering; electroptatiplasma vacuum processes and bias;
oxide, poly and metal etch; and carbon dioxiderlageitation.

Flow Control

Our Flow Control products include thermal méa® controllers (MFCs), pressure-based MFCs,itiquFCs, liquid vapor delivery
systems, pressure control systems and ultrasonicat@ystems. Our Flow Control products controhanitor the flow of highpurity liquids,
liquid vapor, and gases encompassing a wide rahigguat pressures. Our Flow Control products aimprily used in semiconductor
applications, fiber optics, safe delivery systemlaations, chemical vapor deposition and silicduistries.

Thermal Instrumentation and Temperature Control

Our Thermal Instrumentation and Temperaturet@bproducts include thermal sensing systemdlechiand heat exchangers. Our
Thermal Instrumentation and Temperature Contraflpets provide thermal management and process ¢qminaarily to the semiconductor
industry by maintaining wafer set points in plaseteh applications and providing dynamic real-timeégpendent temperature control of the
cathode, anode and chamber walls. Our Thermalim&ntation and Temperature Control products aregrily used in physical vapor
deposition, rapid thermal processing and other s@miiuctor applications requiring non-contact terapge measurement, chemical
mechanical polishing, track and lithography.

Source Technology

Our Source Technology products include plaanthion beam sources which are used in the diegmsition of thin films of diamond-like
carbon, ion-assisted deposition, ion beam etcluptical coating, pre-cleaning and chamber cleam.glasmasource platform fully integrat:
a remote plasma source, a power supply and areatidching network.

Other Products

We also offer DC-DC converters specificallsig@ed to power low voltage, high current microgssors, application-specific integrated
circuits, logic and memory chips and servers.
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Products

Product
Description

Major Process
Applications

Direct Current

Power conversio
and control systerr

CvD
PVD

POWER DC Pulsing Product Suite -Chuck System 0 Reactive sputterin
E'Wave™, MDX Series, MDX Il Serie: 0 Vacuum sputterin
Pinnacle® 3000, Pinnacl® Diamond, Etch
Pinnacle® Plus Series, Pinnac® Series 0 Oxide
High Power o Poly
Astral® Series, Cryst® 0 Metal
Low and Mid Frequency Plasma vacuum process systt
LFGC Series, LFGS Series, P® Series. Electroplating
PE and PE Il Series, RAS Split Induc Wafer handling
RF and High Frequency Bias
Apex® Series, CESAR™ Series, DTG CO2 laser excitatio
Series, HPG Series, HFV™ Variat
Frequency Generators, RFG Ser
VHF Series
Match Networks
VarioMatch™ Series, Navigator™ Mat
Network Serie:
RF Instrumentation
GenCal™ Instrument,’ Scan® Sensol
Mass Flow Controllers Digital and analog Semiconductor process
FLOW Aera® FC-780CHT Series, Aef® FC-790 Series, MFCs, large Fiber optics
CONTROL Aera® FC-900 Series, Aer® capacity therme Safe delivery systern
FC-1000 Series, Aer® FC-7700 Series vaporizer ant Vaporized liquids
Aera® FC-7800 Series, Aer® FC-D980 delivery system Silica industries
Series, Aer® FC-P2000 Series, Aei® compact therme CVD diffusion
FC-PA780 Series Digital, Aer® vaporizer ant
LX-1200/1200C Series, Ae® PrimAera® delivery system
Series Digita thermal refill anc
vaporizer recharg
system, ultrasoni
flow controller
Thermal Vaporizer Systems
Aera® ADS-L200, Aera® AS Series
Aera® GS-440A
Mass Flow Meters
Aera® USF100 /-G Ultre-Sonic, Aere®
Mass Flow Meter Serie
Thermal Sensing System Non-contact RTP
THERMAL Sekidenko OR1000F Optical Fiber temperature sensing PVD
INSTRUMENTATION  Thermometer, Sekidenko OR2000 Optical systems, thermoelectric ETCH
Fiber Thermometer heating and cooling CVvD
AND
TEMPERATURE  Chillers and Heat Exchangers CMP
CONTROL POU Model 3300, POU Model 3500, Na Track
Static Temperature Control Syste Lithography
lon Beam Sources Direct depositior CVD chamber clea
SOURCE LIS Series, MCIS Series, SCIS Series of thin films, Deposition
TECHNOLOGY ion-assisted Thin films
deposition Etch

Plasma Source
Xstream™ with Active Matchin
Network™

Optical coating
Industrial coating



OTHER
PRODUCTS

DC to DC Converters

HDS Higt-Density 1.25V 11 A, HD!
High-Density 1.5 V 36 A, HDS Hic-Density
2.5V 43 A, HDS Hig-Density 3.3V 34 A
HDS Higr-Density 48 to 12 V, HD!
High-Density 5V 18 A

Low voltage/higt
current powe
conversior

DC-DC conversior
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Markets and Customers
MARKETS

Most of our sales have historically been tstomers in the semiconductor capital equipmentstigiuSales to customers in this industry
represented 59% of our sales in 2003, 68% of dassa 2002, and 64% in 2001. Our Power, Flow Gunirhermal Instrumentation and
Temperature Control, Source Technology as welltlasrgroducts are also used in the flat panel a@jsmlata storage and advanced product
applications markets. Following is a discussiothef major markets for our products.

SEMICONDUCTOR CAPITAL EQUIPMENT MANUFACTURING MARK®e sell our products primarily to semiconductoritap
equipment manufacturers for incorporation into pment used to make integrated circuits. Our pradarg currently used in the major
semiconductor processing steps such as:

» Chemical vapor depositic
» Physical vapor depositic
* Oxide etcl

e Poly etch

* Metal etch

» Wafer handling

» Other semiconductor proces:

Our Power systems provide the energy to aheechemical reaction for thin-film processes sashieposition and etch. Our Flow Control
products control the fluid or gas being delivere@mnsure high purity, our Thermal Instrumentatiod &emperature Control products mea:
the temperature of the process chamber and eidtardn cool the silicon wafer and our Source Tetdgyoproducts optimize CVD clean,
deposition and etch processes while providing adost of ownership. The precise control over pladased processes enables the
production of integrated circuits with reduced featsizes and increased speed and performancenti@pate that the semiconductor capital
equipment industry will continue to be a substdm#at of our business for the foreseeable future.

FLAT PANEL DISPLAY MANUFACTURING EQUIPMENT MARK®E also sell our products to manufacturers ofgdtatel displays
and flat panel projection devices, which have fdiion processes similar to those employed in naantufing integrated circuits. Flat panel
technology produces bright, sharp, large, coldn-iinages on flat screens for products ranging finamd-held devices to laptop and desktop
computer monitors to plasma and liquid crystal digfscreen televisions. The transition to largergdaizes and higher display resolution is
driving the need for tighter process controls wu@e manufacturing costs and defects. There age thajor types of flat panel displays: liq
crystal displays, field emitter displays, and geessma displays. There are two types of flat pangjlegtion devices: liquid crystal projection
and digital micro-mirror displays. We sell our puatk to all five of these flat panel markets.
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DATA STORAGE MANUFACTURING EQUIPMENT MARKEWNS.also sell products to manufacturers of dataag®mequipment and
data storage devices for use in producing a vaagproducts, including CDs, CD-ROMs and DVDs; cangy hard discs, including both
media and thin-film heads; and optical storage methese products use a PVD process to produceabptid magnetic thin-film layers as
well as a protective-wear layer. In this markeg, ttend towards higher recording densities is dgithe demand for denser, thinner and more
precise films. The use of equipment incorporatirggetic media to store analog and digital dataicoes to expand with the growth of the
laptop, desktop and workstation computer marketsth@ consumer electronics audio and video 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 produntduding 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 processesetogthen and harden surfaces on such diverse peodsitools, razor blades, automotive
parts and hip joint replacements. Other thin-filragesses that use our products also enable ayafigtdustrial packaging applications such
as decorative wrapping and food packaging. Therambathin-film production processes allow precisetl of various optical and physical
properties, including color, transparency and elestand thermal conductivity. The improved adbasind high film quality resulting from
plasma-based processing make it the preferred mhethapplying the thin films. Many of these thimafiindustrial applications require power
levels substantially greater than those used irother markets.

Also included in the advanced product appiicet markets are our sales to OEMs of high-end cimg, automated test equipment and
DataCom products.

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 Advanced computer technology
workstations and serve
Etch CDs Digital micrc-mirror Automobile coating:
(metal and dielectric DVDs Field emission display Chemical, physical and materials rese:
High-density plasma CVD Hard disc carbon wear Large flat panel Circuit board etch-back and de-smear
coatings displays
lon implantatior Hard disc magnetic med LCD projection Consumer product coatin
Magnet field control Magnetc-optic CDs Liquid crystal display:  Diamonc-like coatings
Mass flow contro Recordable CD Medical application: Food package coatini
Megasonic cleanin Thin-film heads Plasma display Glass coating
Optical fiber thermometel Optical coatingt
Photc-resist stripping Photovoltaics
Physical vapor depositic Superconductor

Plasmi-enhanced CVI
Solid-state temperature contrc

Wafer handling
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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
54% of our total sales in 2003 and 53% in 2002iar&D01. We expect that sales of our productsesdtcustomers will continue to account
for a large percentage of our sales in the forddedature.

Representative customers include:

Advanced Micro Device Mattson Technologie

Applied Films

Applied Materials

Axcelis National Semiconductc
Cardinal CC Novellus
Celestice Samsung¢
Guardian Glas Siemens
Hewlet-Packarc Singulus

Hitachi Texas Instrument
IBM Tokyo Electror
Intel Trikon

Intevac ULVAC

Lam Researc Unaxis

LSI Logic Veeco

Mitsubishi

Motorola

Applied Materials, our largest customer, acted for 20% of our sales in 2003, 27% in 2002 24 in 2001. No other customer
exceeded 10% during these periods.

Our backlog increased from $21.8 million acBmber 31, 2002, to $53.7 million at December D32 We schedule production of our
systems based on order backlog and customer coremtisnBacklog includes only orders scheduled tp shthe following quarter for which
written authorizations have been accepted and tevkas not been recognized. Due to possible custtmeges in delivery schedules and
cancellations of orders, our backlog at any paldicdate is not necessarily indicative of actudééséor any succeeding period. Delays in
delivery schedules and/or a reduction of backlognduany particular period could have a materialemde effect on 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 San Jose, Californ@d@rd, Massachusetts; Voorhees, New
Jersey; Austin and Dallas, Texas; and Vancouveshigton. To serve customers in Asia and Europehave offices in Shenzhen and
Shanghai, China; Bicester, England; Dresden, Ftddt and Stolberg, Germany; Hachioji and TokypadaBundang, South Korea; and
Hsinchu and Taipei Hsien, Taiwan. These officeshaimary responsibility for sales in their respeeimarkets. We also have distributors
inside and outside the United States. We plandsecbur Voorhees, New Jersey facility in the tialf of 2004.

Sales outside the United States representa@mately 53% of our total sales in 2003, 4092@92 and 36% in 2001. We expect sales
outside the United States to
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continue to represent a significant portion of fataales. Although we have not experienced anyfiignt difficulties involving international
sales, such sales are subject to certain riskisidimg exposure to foreign currency fluctuatioeg 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, longterm relationships with our customers. We maintaistomer service offices in Fort Collins, Colora8an Jose, California; Aust
and Dallas, Texas; Vancouver, Washington; Shangtiana; Bicester, England; Dresden, Filderstadt&iwotberg, Germany; Hachioji and
Tokyo, Japan; Bundang, South Korea; and HsinchuTagki Hsien, Taiwan.

We offer warranty coverage for our producterashipment against defects in design, materiadsneorkmanship for periods ranging from
12 to 60 months, with the majority of our producéying terms ranging from 18 to 24 months.

Manufacturing

Our major manufacturing locations are in Footlins, Colorado; Shenzhen, China; Stolberg, Geynand Hachioji, Japan. We also have
manufacturing locations in Voorhees, New Jersepétalosed in the first half of 2004); Vancouverdington; and Bundang, South Korea.
With the exception of our Fort Collins, Coloradalé®henzhen, China facilities, we generally manuf&ctiifferent products at each facility.
During 2004, we plan to transition the manufactyrif our products in Voorhees, New Jersey to Foitits, Colorado, and to transition
approximately 70% of our worldwide Power and Floan@ol production to Shenzhen, China. Our manufauguactivities consist of the
assembly and testing of components and subassambtiich are then integrated into our final produ€ince final testing of all electrical ¢
electro-mechanical subassemblies is completedirtakeproduct is subjected to a series of reli@piBnhancing operations prior to shipmer
our customers. We purchase a wide range of elactnorechanical and electrical components, somehiétware designed to our
specifications. We are increasingly outsourcingerafrour 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 and reducegol over pricing and delivery time of comporsern inability to obtain adequate
supplies would require us to seek alternative ssmiof supply or might require us to redesign oodpcts to accommodate different
components or subassemblies. We could be prevéwotradhe timely shipping of our products to our trusers if we are forced to seek
alternative sources of supply, manufacture suchpom@nts or subassemblies internally, or redesigmpmducts. Further, due to our
customers’ “copy exact” requirements, most supgmieanges require vendor requalification, which lbarextensive and time consuming.
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Intellectual Property

We have a policy of seeking patents on inwarstigoverning new products or technologies asgfantir ongoing research, development
and manufacturing activities. We currently holdtsited States patents and have over 100 patentapphs pending in the United States,
Europe and Asia. We do not have patent protectowdr 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#lyiventions 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 and
Japan, because there are other manufacturers aelbpers of power conversion and control systenthase 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 d¢fess or to determine the scope and validity ofpifeprietary rights of others. See
“Cautionary Statements — Risk Factors — We arelftigapendent on our intellectual property and aymsed to various risks related to
legal proceedings and claims.”

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 Asiand European-based equipment
vendors. We have several foreign and domestic ctropefor each of our product lines. Some of thesepetitors are larger and have gre
resources than we have. Our ability to continueotmpete successfully in these markets depends roabdity to make timely introductions
system enhancements and new products. Our prinoanpetitors are Celerity Group, Inc.; Comdel; Dail@orp.; Huettinger Elektronik
GmbH; Kyosan Electric Manufacturing Co. Ltd.; MK&struments, Inc.; Mykrolis Corp.; Shindingen; ankE€, Inc., a Horiba Group
Company. We expect our competitors will continuémiprove the design and performance of their presland to introduce new products
with competitive performance characteristics. Wkele we will be required to maintain a high leeéinvestment in both research and
development and sales and marketing in order t@airecompetitive.
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Operating Segment

We operate and manage our business of manufagt marketing and servicing components and sstbsys for plasma-based
manufacturing processes as one segment. All mbatgrémating units qualify for aggregation undert&taent of Financial Accounting
Standards “SFAS” No. 131, because all of our prtgland systems have similar economic charactesjgirocurement, production and
distribution processes. To report revenues frorered customers for each product and service dr gamp of similar products and services
would be impracticable. Since we operate in onenggy, all financial segment information required3’AS No. 131 is found in the
accompanying consolidated financial statementadeleefer to Footnote 12 Industry Segment, For@jggerations and Major Customer,
included in Part 11, Item 8 of this Form 10-K farrther discussion regarding our operations by geaigc region.

Research and Development

The market for our subsystems for vacuum @esgstems and related accessories is charactesizajoing technological changes. We
believe that continued and timely development of peoducts and enhancements to existing producsgport OEM requirements is
necessary for us to maintain a competitive positiaihe markets we serve. Accordingly, we devaosggaificant 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 igiilion in 2003, $49.0 million in
2002 and $45.2 million in 2001, representing 19af%otal sales in 2003, 20.5% in 2002 and 23.32001. We believe that the continued
investment in research and development and onglemglopment of new products are essential to tparesion of our markets, and expect to
continue to make significant investments in redeared development activities.

Number of Employees

As of December 31, 2003, we had a total o471 8mployees, 1,201 of whom were full-time contursiemployees. There is no union
representation of our employees, and we have rexygarienced a work stoppage. We utilize temporarpleyees as a means to provide
additional staff. We consider our employee relaitmbe good.

Effect of Environmental Laws

We are subject to federal, state and localrenmental laws and regulations, as well as therenmental 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.

13




Table of Contents
Cautionary Statements — Risk Factors

This Form 10-K includes “forward-looking statents” within the meanings of Section 27A of theB#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 statementsdr example, statements relating to our beliefpeetations, plans and projections are
forward-looking statements as are statements geaified actions or circumstances will continuelbange. 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 relatog

» Reducing our operating cash flow breakeven pi

» Customer inventory levels, requirements and orelesl§;
* Our future revenue:

» Our future gross profit

» Market acceptance of our produc

» Research and development expen

» Selling, marketing, general and administrative eges;
» Sufficiency and availability of capital resourc

» Potential acquisitions

» Capital expenditure:

» Restructuring activities and expenses;

* General economic conditions in the U.S. and wordiha

Our actual results could differ materiallyrfrahose projected or assumed in our forward-looktagements, because forward-looking
statements by their nature are subject to risksuaedrtainties. Factors that could contribute eséhdifferences or prove our forward-looking
statements, by hindsight, to be overly optimistitivachievable include the factors described is $leiction. Other factors, including factors
which we do not now consider material, also mighttdbute to the differences between our forwtmking statements and our actual resi
We assume no obligation to update any forward-loglstatement or the reasons why our actual resudfist differ.

We have invested significant human and financial mources to establish a manufacturing facility in Cina and transition our
supply base to Tier 1 Asian suppliers, but might niobe able to achieve the intended benefits as quigkas anticipated, or at all.

As part of our strategy to reduce our opegatiash flow breakeven point we are relying on lolabor and component costs associated
with our new China-based manufacturing facility arahsition to Tier 1 Asian suppliers. By the eri@@04, we
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expect to have transitioned approximately 70% offawer and Flow Control manufacturing productiorChina. This strategy involves
significant risks, including:

» Our customers may not accept products manufacatredr Chinese facility

» Certain major customers have strict “copy exaetjuirements which may delay or prevent acceptahtmver-cost components
from Tier 1 Asian supplier:

* We may face health-related risks, such as outbrefdiseases, in the Asian countries in whichhaee manufacturing,
distribution or sales facilities and the adverspant of any quarantine or closure of such facdit

* We may not be able to attract and retain key pewsian our Chinese facility

« We may incur significant costs to test and repeaducts manufactured in our China facility toigate the risk of shipping lower-
quality products to our custome

» The Chinese government may allow the yuan to fgatinst the U.S. dollar, which could significaritigrease our operating cos
and

 Disruption of our United States employee bi

In addition to these risks, we may not be ableuccessfully comply with China’s governmenggulations. The regulatory environment in
China is evolving, and officials in the Chinese gmment often exercise discretion in deciding hownterpret and apply applicable
regulations. Consequently, actions by Chinese guowental regulators may limit or adversely affeat ahility to conduct business in China.

Our inability to manage these risks among msticeuld significantly impact our goal to reduce operating cash flow breakeven point, as
well as result in significant costs, expenditugesset impairments and potentially damage our oglsitips with existing and prospective
customers.

Intellectual property rights are difficult to enfor ce in China.

Commercial law in China is relatively undeyid compared to the commercial law in the UnitedeSt Limited protection of intellectual
property is available under Chinese law. Consedyiemtnufacturing our products in China may subjexto an increased risk that
unauthorized parties may attempt to copy or otheawbtain or use our intellectual property. We camssure you that we will be able to
effectively protect our intellectual property righir have adequate legal recourse in the evenivinancounter difficulties with infringements
of our intellectual property under Chinese law.

We have experienced sustained losses recently anéght not be able to achieve profitability in the nar future.

Demand for our products from the semiconductgital equipment industry has declined substiynfimm its peak in 2000 and we
incurred significant operating losses each quédrten the second quarter of 2001 through the thirdrger of 2003. While
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we were able to generate positive operating inciontiee fourth quarter of 2003, we still incurredignificant net loss for the year. Due to the
highly cyclical nature of the semiconductor indystre cannot assure you when, or if, we will be ablesturn to sustained profitability. A
failure on our part to increase our revenue andaiomur expenditures will cause our liquidity tffer and could cause the price of our
securities to decrease.

Our quarterly and annual operating results fluctuate significantly and are difficult to predict.

Our quarterly and annual operating resulteHhictuated significantly, and we expect themdaotiue to experience significant
fluctuations. Fluctuations in our operating restitorically have resulted in corresponding changehe market prices of our securities. Our
operating results are affected by a variety ofdexstmany of which are beyond our control and dlifiti to predict. These factors include:

» Changes in economic conditions in the semicondwntdrsemiconductor capital equipment industriesaher industries in whic
our customers operat

» The timing and nature of orders placed by our gusts;

» The seasonal variations in capital spending bycostomers

» Changes in custom¢ inventory management practici

» Customer cancellations of previously placed or@deis shipment delay

» Pricing competition from our competitol

» Customer demands to reduce prices, enhance featam@sve reliability, shorten delivery times andend payment term:

» Component shortages or allocations or other fadtat change our levels of inventory or substdlgtincrease our spending on
inventory or result in manufacturing dela

» The introduction of new products by us or our cothpes;
» Declines in macroeconomic conditiol
» Potential litigation especially regarding intelleat property; an

» Our exposure to currency exchange rate fluctnatimetween the several functional currencies igidorlocations in which we
have operation:

The semiconductor and semiconductor capital equipmm industries are highly volatile, which impacts ow operating results.

The semiconductor and semiconductor capitaipaaent industries have historically been cyclivatause of sudden changes in demar
semiconductors and manufacturing capacity. Theafathanges in demand, including end demand, islating, and the effect of these
changes is occurring sooner, exacerbating theiligiaif these cycles. These changes affect théngnand amount of our customers’
equipment purchases and investments in new tecgynods well as our costs and operations.
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During periods of declining demand for semibactor equipment components, our customers tygicatluce purchases, delay delivery of
products and cancel orders. We might incur sigaiftccharges as we seek to align our cost struetiinethe reduction in sales. In addition,
might not be able to respond adequately or quiekiyugh to the declining demand. We may also benestjto record significant reserves for
excess and obsolete inventory as demand for oalupte changes. Our inability to reduce costs aadtarges resulting from other actions
taken in response to changes in demand for ounptsavould adversely affect our operating results.

During periods of growth in the semiconducind semiconductor capital equipment industriesmigt not be able to acquire or develop
sufficient manufacturing capacity or inventory teehour customerghcreasing demand for our products. In additionmight be required t
make substantial capital investments to increapaaity.

During 2001, 2002 and much of 2003, the sendactor capital equipment industry experiencedstbepest cutback in capital equipment
purchases in industry history. While we have exguered an increase in sales to semiconductor capjtagpment manufacturers in the fourth
quarter of 2003, we cannot be certain that thelebwia sustained recovery for the semiconductdustry or that another severe and
prolonged downturn will not occur in the near fetuA decline in the level of orders as a resultrof future downturn or slowdown in the
semiconductor industry would harm our businessyfaial condition and results of operations.

A significant portion of our sales is concentratedimong a few customers.

Our ten largest customers accounted for 54%upfotal sales in 2003 and 53% of our total sede€X002 and 2001. Our largest customer,
Applied Materials, accounted for 20% of our totales in 2003, 27% in 2002 and 24% in 2001. The ddssy of our significant customers or
a material reduction in any of their purchase adeould significantly harm our business, financiahdition and results of operations.

Our customers continuously exert pressuresoto tieduce our prices and extend payment ternv&nGhe nature of our customer base and
the highly competitive markets in which we compete,may be required to issue price concessionartauwstomers to remain competitive. A
ten percent reduction in our historical sellingcps could lead to a seven percent or greater @eidligross margin. We may not be able to
reduce our other operating expenses in an amoffitient to offset potential margin declines.

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 alerly Group, Inc.; Comdel; Daihen Corp.; Huetgnglektronik GmbH; Kyosan Electt
Manufacturing Co. Ltd.; MKS Instruments, Inc.; Mgkis Corp.; Shindingen; and STEC, Inc., a Horiba@r Company. We expect that our
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competitors will continue to develop new productslirect competition with ours, improve the deségml performance of their products and
introduce new products with enhanced performanegacheristics.

To remain competitive, we must improve andagxpour products and product offerings. In addjtisa may need to maintain a high level
of investment in research and development and ekpansales and marketing efforts, particularlysaié of the United States. We might not
be able to make the technological advances andtimants necessary to remain competitive. Our iglbdl improve and expand our produ
and product offerings would have an adverse affeatur sales and results of operations.

We are exposed to risks associated with previousausitions and potential future acquisitions.

In January 2002, we completed the acquisitiofiera Japan Limited and in March 2002, we conguléhe acquisition of Dressler HF
Technik GmbH. Integrating the entities that we aegpliinto our business will require a substantiabant of our resources and management
time. Moreover, the integration process may rasulinforeseen operating difficulties and may reggiignificant financial, operational and
managerial resources that would otherwise be aleaifar the operation, development and expansiayuogexisting business. We cannot
assure you that the integration of our acquirediestwill be successful or that we will realizeethotential financial, operating or other
benefits that we expect from these acquisitions.

We may in the future make additional acquasisi of, or significant investments in, businessils eomplementary products, services and
technologies. Acquisitions involve numerous risksjuding but not limited to:

» Diversion of manageme’s attention from other operational matte

» The inability to realize expected synergies resglfrom the acquisitior

 Failure to commercialize purchased technolc

 Significant and unanticipated capital investmentguired to integrate acquired businesses and ttadies;
» Retaining existing customers and strategic partokEasquired companie

» Increased levels of intangible asset amortizatigpease

» Potential material charges for impairment of aceghintangible assets; a

 Dilution of earnings

Mergers and acquisitions are inherently suligenultiple significant risks. If we angnable to effectively manage these risks, our lass
financial condition and results of operations Wil adversely affected.
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We might not be able to compete successfully in tnational markets or meet the service and suppomeeds of our international
customers.

For the years ended December 31, 2003, 20026011, our sales to customers outside the UnitagSwere approximately 53%, 40%
36% of our total sales. Our success in competingt@rnational markets is subject to our abilitymanage various risks and difficulties,
including, but not limited to:

» Our ability to develop relationships with suppliarsd other local businesst

» Compliance with product safety requirements anddzteds that are different from those of the Uni¢akes

» Variations in enforcement of intellectual propeatyd contract rights in different jurisdictior

» Trade restrictions, political instability, disruptis in financial markets and deterioration of ecoitoconditions;
» The ability to provide sufficient levels of techaisupport in different location

» Collecting past due accounts receivable from fareigstomers; an

» Changes in tariffs, taxes and foreign currency arge rates

Our ability to implement our business stratésgand maintain market share will be compromisetifire unable to manage these and othel
international risks successfully.

Component shortages exacerbated by our dependence sole and limited source suppliers could affect awbility to manufacture
products and systems and could delay our shipments.

Our business depends on our ability to marufagroducts that meet the rapidly changing demahdur customers. Our ability to
manufacture depends in part on the timely deliwdmparts, components and subassemblies from suppiiée rely on sole and limited source
suppliers for some of our parts, components andssdmblies that are critical to the manufacturinguo products. This reliance involves
several risks, including the following:

» The potential inability to obtain an adequate symblrequired parts, components or subassemt
» The potential for a sole source provider to cegmrations

» Our potential need to fund the operating losses sifle source provide

» Reduced control over pricing and timing of delivefyparts, components and subassemblies

* The potential inability of our suppliers to demeltechnologically advanced products to supportgpawth and development of
new products

If we are unable to successfully qualify aibdial suppliers and manage relationships with aistiag and future suppliers, we will
experience shortages of parts, components or siasiss, increased material costs and shipping/déta our products, which
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will adversely affect our results of operations a@ldtionships with current and prospective custsme
We are highly dependent on our intellectual propery and are exposed to various risks related to legakoceedings and claims.

Our success depends significantly on our petgny technology. We attempt to protect our ietetiial property rights through patents and
non-disclosure agreements; however, we might netbbeto protect our technology, and competitorghinbe able to develop similar
technology independently. In addition, the lawsaife foreign countries might not afford our intefileal property the same protections as do
the laws of the United States. Our intellectualpemty is not protected by patents in several céesin which we do business, and we have
limited patent protection in other countries. If ae unable to successfully protect our intellegwaperty, our results of operations will be
adversely affected.

Intellectual property litigation is costly. May 2002, we recognized approximately $5.3 millaitigation damages and related legal
expenses pertaining to a judgment entered by aagaynst us and in favor of MKS Instruments, liita patentinfringement suit in which w
were the defendant. We have settled this lawsuit WIKS. Under the settlement agreement, royaltagple to MKS from sales of the
related product were not material in any of thequkr presented.

In May 2003, MKS Instruments, Inc. filed a grtinfringement suit against us in the United &tddistrict Court in Wilmington, Delawai
alleging that our Xstream™ With Active Matching Merk™ products infringe five patents held by MKSeWtend to defend vigorously
against the MKS complaint. However, an adversergetation in the MKS or any future litigation coutduse us to lose proprietary rights,
subject us to significant liabilities to third piag, require us to seek licenses or alternatiient@logies from others or prevent us from
manufacturing or selling our products and impatdifel revenue. Any of these events could adverdédgtaour business, financial condition
and results of operations.

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

The constantly changing nature of semicondueturication technology causes equipment manufaciito continually design new
systems. We must work with these manufacturery @atheir design cycles to modify our equipmentiesign new equipment to meet the
requirements of their new systems. Manufacturgre&jly choose one or two vendors to provide thmpgonents for use with the early sysi
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.
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Once a manufacturer chooses a component éoinues particular product, it is likely to retalmat component for the life of that product.
Our sales and growth could experience materialppolbnged adverse effects if we fail to achievagtesvins. However, design wins do not
always result in substantial sales or profits.

We believe that equipment manufacturers astdact their suppliers based on factors such agtienm 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 existingt@mers, including those with whom we have had@mm relationships. If we are not
successful in achieving design wins our sales aadlts of operations will be adversely impacted.

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

Our success depends in large part upon olityatbi attract, retain and motivate key employedasluding our senior management team and
our technical, marketing and sales personnel. Weotilhave employment agreements with any of ouciee officers or other key
employees. These employees may voluntarily termaitiair employment with us at any time. In the phaste years, we have experienced
turnover in key management positions such as thed thancial officer and chief operating offic@rhe process of hiring employees with the
combination of skills and attributes required torgaut our strategy can be extremely competitivd ime consuming. We may not be abl
successfully retain existing personnel or identifiye and integrate new personnel. If we lose #reises of key personnel for any reason,
including retirement, or are unable to attract addal qualified personnel, our business, financ@idition and results of operations will be
adversely affected. Additionally, we do not maintkey-person life insurance policies on our exeeutifficers.

Warranty costs on certain products may be in excess historical experience.

In recent years, we have experienced higlaer gxpected levels of warranty costs on certaidymts. We have been required to repair,
rework and, in some cases, replace these proddatsvarranty costs generally increase when wediite newer, more complex products.
We recorded warranty expense of approximately &8llion, $13.2 million and $7.6 million in 2003, @2 and 2001, respectively. If such
levels of warranty costs persist or increase irftiwre, our financial condition and results of a@ns will be adversely affected.

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. Wigghtiincur significant costs as we seek to enduaé dur products meet safety and
emissions standards, many of which vary acrosstttes and countries in which our products are.usetie past, we have invested
significant resources to redesign our productotoply with these directives. We believe we are in
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compliance with current applicable regulationsediives and standards and have obtained all neggsmanits, approvals and authorizations
to conduct our business. However, compliance withreé regulations, directives and standards caddire us to modify or redesign some
products, make capital expenditures or incur suistiecosts. If we do not comply with current otute regulations, 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

Our inability to comply with current or futuregulations, directives and standards will adJgratect our operating results.

Our Chief Executive Officer owns a significant perentage of our outstanding common stock, which couldnable him to control
our business and affairs.

Douglas S. Schatz, our Chief Executive Officavned approximately 33.1% of our common stoclstaumding as of February 17, 2004.
This stockholding gives Mr. Schatz significant watipower. Depending on the number of shares thshibor otherwise are not voted on a
particular matter, Mr. Schatz may be able to eddladf the members of our board of directors anddotrol our business affairs for the
foreseeable future.

EXECUTIVE OFFICERS OF THE REGISTRANT

Our executive officers, their positions aneittages as of February 17, 2004, are as follows:

Name Age Position

Douglas S. Schai 58 Chairman of the Board, President and Chief Exeeufitficer
Michael E-Hillow 52 Executive Vice President of Finance and Adminigtraind Chief Financial Office
D. Craig Jeffries 44 Executive Vice President and Chief Marketing Offi

Scott B. Burtor 42 Senior Vice President of Worldwide Operatic

James Guilmai 49 Senior Vice President of Global Customer Operat

Larry McCulloch 52 Senior Vice President and Chief Quality Offir

LUAnn Piccarc 43 Senior Vice President and General Manager, P

Stephen Rhoadk 43 Senior Vice President and General Manager,

Brenda M. Schol 47 Senior Vice President and General Manager, P

Richard A. Schol 65 Senior Vice President and Chief Technical Offi

Douglas S. Schatzs a co-founder and has been our Chief Executifie€@fand Chairman of the Board since our incorponain 1981.
From our incorporation to July 1999, Mr. Schatoasrved as our President. In March 2001, Mr. Sclvas reappointed as President. Since
December 1995, Mr. Schatz has also served as at®iref Advanced Power Technology, Inc. Mr. Schiata member of the CEO Commit!
of the Mountain States Council of the American Elatics Association and serves on the Engineeridgsory Board of Colorado State
University.

Michael El-Hillow joined us in November 2001 as Senior Vice PresideRinance and Administration and Chief FinanC#diicer, in
February 2003 he was named
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Executive Vice President. From April 1997 to Judp2, Mr. El-Hillow was Senior Vice President andé&Hrinancial Officer of Helix
Technology Corporation. He was Senior Vice Predided Chief Financial Officer of Spike Broadband®yns, Inc. from July 2001 to
October 2001. Prior to Helix he was Vice PresidEimtance, Treasurer and Chief Financial Officeddt. Cross Company and an audit
partner at Ernst & Young LLP.

D. Craig Jeffries joined us in March 2003 as Executive Vice Presidet Chief Marketing Officer. From 2002 to 2003 Nieffries
served as the founder and President of Ensenyw&meft From March 2001 to November 2001, he wasf@héeketing Officer at Exostar,
LLC. He served as Vice President of Marketing arBusiness at Allied Signal/Honeywell Internatiofraim October 1998 to
November 2000. Prior to Allied Signal/Honeywelldmational, Mr. Jeffries was Strategic Marketingridger at Hewle-Packard Company.

Scott B. Burtonjoined us in June 2002 as Senior Vice PresideW@fdwide Operations. From 1999 to June 2002, he @Glaief
Operating Officer and Vice President of Operatidfear, East Operations at Seagate Technology. RriBeagate, he was Director of
Marketing and PLM at Conner Peripherals and Accddautketing Representative at International BusirMashines.

James Guilmart joined us in September 1999 as Director of Apphltaterials Account Team and was named Senior ViesiBent of
Sales in October 2000. In October 2002, Mr. Guitmas named Senior Vice President of Global Custddperations. From October 1998
to August 1999, he was Senior Vice President, SAFiriess Unit at Siemens Information and CommuruoatProducts, LLC. Prior to
Siemens, he was Vice President, Business Impleiti@mi@ Unisys Corporation.

Larry McCulloch joined us in May 2003 as Senior Vice President@higtf Quality Officer. In 2002, Mr. McCulloch waauBiness
Escalations Manager for the Networked Storage Qrg#ion of Hewlett-Packard. Prior, he was Generahiger in the Networked Storage
Solutions Organization leading acquisition integmatand strategic planning for storage. As Gendiahager he led the Workgroup
Information Management Division and worked in reshand development. Mr. McCulloch joined HewletieRard in 1974.

LUAnn Piccard joined us in October 2003 as Senior Vice PresidadtGeneral Manager of our Power Business Unitn2001 to 2002
Ms. Piccard was Vice President and General Manfagehe Communication Test Equipment Business dhigilent Technologies. Before
that, she was Vice President and General ManagéhddVireless Network Solutions Business Unit &fiwk President and General Manager
for the Communications Solutions Services Divissdi\gilent. Prior to Agilent’s separation from He#t-Packard, she had a variety of senior
leadership positions in engineering, marketing afidnce management. Ms. Piccard joined HewlettkRatin 1982.
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Stephen Rhoadegoined us in September 2002 as Senior Vice PresatehGeneral Manager of Control Systems and Imstntation.
From March 2000 to September 2002, Mr. RhoadesviasPresident, Corporate Development at Porteste®ys. Prior to Portera Systems,
he was Managing Director, Product Development at Research.

Brenda M. Scholljoined us in 1988 as Product Manager for DC praglaod held several positions in marketing theredf&fore
becoming Vice President and General Manager, D@WRts in May 2001. In October 2002, Mrs. Scholl wamed Senior Vice President :
General Manager of our Power Strategic Business Bribr to joining us, she held positions in mairkg and sales for Varian Associates and
LFE Corporation.

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.

ITEM 2. PROPERTIES

Information concerning our principal propestis set forth below:

Location Type Principal Use Sq. Footag Ownership
Campbell, CA Office Research and developmt 14,000 Leasec
San Jose, C, Office Distribution 20,000 Leasec
Fort Collins, CC Office, plant Headquarters 224,00C Leasec

Research and developme
Manufacturing, Distributiol

Longmont, CC Office Distribution 4,000 Leasec

Voorhees, N. Office, plant Research and developme 78,000 Leasec
Manufacturing, Distributiol

Beaverton, OF Office Distribution 3,000 Leasec
Austin, TX Office Distribution 16,000 Leasec
Dallas, TX Office Distribution 2,000 Leasec
Vancouver, WA Office, plant Research and developme 32,000 Leasec
Manufacturing
Distribution
Shanghai, Chin Office Distribution 8,000 Leasec
Shenzhen, Chin Office, plant Manufacturing, Distributiol 88,000 Leasec
Bicester, Englan Office Distribution 1,000 Leasec
Dresden, German Office Distribution 2,000 Leasec
Filderstadt, German Office Research and developme 9,000 Leasec
Distribution
Stolberg, German Office, plant Research and developme 17,000 Leasec
Manufacturing
Distribution
Hachioji, Japai Office, plant Research and developme 46,000 Owned
Manufacturing, Distributiol
Tokyo, Japal Office Distribution 4,000 Leasec
Bundang, South Kore Office Distribution 4,000 Leasec

Bundang, South Kore Office, plant Manufacturing, Distributiol 4,000 Owned



Hsinchu, Taiwar Office Distribution 4,000 Leasec

Taipei Hsien, Taiwal Office Distribution 9,000 Leasec

We consider all of the above facilities suiéa#ind adequate to meet our production and offieee needs for the foreseeable future. We
believe that suitable additional or alternativecgpwaill be available in the future on commercialyasonable terms as needed.
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In 2003, we sold our 45,000 square-foot Longin@olorado facility, and closed the following if#®s:

Location Type Principal Use Sq. Footag Ownership
Tempe, AZ Office Distribution 2,000 Leasec
Milpitas, CA Office Distribution 9,000 Leasec
Matthews, NC Office, plant Manufacturing 10,000 Leasec

Distribution,

Research an

developmen
Austin, TX Office Distribution 29,000 Leasec
Kirchheim, German Office, plant Manufacturing, Distributio 2,000 Leasec
Edinburgh, Scotlan Office Distribution 2,000 Leasec
Bundang, South Kore Office Distribution 2,000 Leasec

In the first half of 2004, we expect to clage 78,000 square-foot facility in Voorhees, Newség, and our 3,000 square-foot facility in
Beaverton, Oregon.

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:

In April 2003, we filed a claim in the Unit&tates District Court for the District of Colorasleeking a declaratory ruling that our new
plasma source products Xstream™ With Active Matghiletwork™ (“Xstream Products”) are not in violatiof U.S. Patents held by MKS.
This case was transferred by the Colorado couhedJnited States District Court for the Distri€t@elaware for consolidation with a patent
infringement suit filed in that court by MKS in M&003, alleging that our Xstream Products infrifige patents held by MKS. We believe
that the Delaware court, in its May 2002 judgmenprior litigation between us and MKS, clearly aefil the limits of the MKS technology.
We specifically designed our Xstream Products aatfringe MKS'’s patents, with the advice of a teafiindependent experts. In
February 2004, the Delaware court restated itegslon the construction of claims in the MKS patemansistent with its holding in the prior
litigation. We intend to defend vigorously agaittet MKS complaint. The current patent case has begfor trial in July 2004. Litigation
costs to defend this case are expected to incoeasgperating expenses during 2004.

On September 17, 2001, Sierra Applied Scierloesfiled for declaratory judgment asking theSUDistrict Court for the District of
Colorado to rule that their products did not infnour U.S. patent no. 5,718,813 and that the pat@sinvalid. On March 24, 2003, the
Court granted our motion to dismiss the case fodt tf subject matter jurisdiction. Sierra has apgeéhe ruling of dismissal, and the decis
on Sierras appeal from the Court of Appeals for the Fed€raduit is pending. We believe that, were the mglof dismissal to be reversed ¢
Sierra’s claim reinstated and tried, the validifyoar patent will be upheld and Sierra’s productaild be adjudged to infringe.

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 February 17,020 the number of common
stockholders of record was 854, and the last séde pn that day was $23.44.

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

2002 Fiscal Year High Trade Price Low Trade Price
First Quarte 36.5¢ 23.5(
Second Quarte 39.5¢ 21.4%
Third Quartel 22.4( 8.4z
Fourth Quarte 19.5( 5.8¢

2003 Fiscal Year

First Quarte 17.4: 7.91
Second Quarte 16.8¢ 7.37
Third Quartel 246t 13.5¢
Fourth Quarte 29.9¢ 18.6¢

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 cuyrértend to retain all future earnings to finarme business and do not anticipate paying
cash or other dividends on our common stock irfdheseeable future. Furthermore, our revolving itfadility prohibits the declaration or
payment of any cash dividends on our common stock.

Equity Compensation Plan Information

The following table presents information a$acember 31, 2003 with respect to our equity carsggon plans:

Number of Securities Remaining

(a) Available for Future Issuance
Number of Securities to Weighted-average Under Equity Compensation Plans
be Issued Upon Exercis: Exercise Price of (Excluding Securities Reflected ir
of Outstanding Options Outstanding Options Column (a))
Equity compensation plans approved by security
holders(1) 3,127,50(2) $19.3¢(2) 2,480,67!
Equity compensation plans not approved by
security holder: 896,69:. $22.04 279,29!
Total 4,024,191 $19.9¢ 2,759,97!
| I |
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(1) Consists of the 2003 Stock Option Plan, the3206n-Employee Directors’ Stock Option Plan, 1998ffoyee Stock Option Plan, the
Non-Employee Directors Stock Option Plan, and the Exygé Stock Purchase Plan. The 1995 Employee Stpti&rOPlan and the Non-
Employee Directors Stock Option Plan terminated/aty 7, 2003, upon shareholder approval of the 2808k Option Plans, however
existing stock options outstanding under the 198plByee Stock Option Plan and the Non-Employeeddirs Stock Option Plan remain
outstanding according to their original terms.

(2) Does not include purchase rights accruing uttteEmployee Stock Purchase Plan for the offdsggjnning on December 1, 2003, the
number of shares and exercise price of which watlbe determinable until the expiration of suctedffg period.

Please refer to Footnote 15 Stock Plans imclud Part I, Item 8 of this Form 10for further discussion regarding the materiakfiees of
these equity compensation plans.

ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA

The information below is not necessarily iradice of results of future operations and shoulddaal 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 thivimation presented below.

The selected consolidated statement of operatiata for the years ended December 31, 2003G01] and the related consolidated
balance sheet data as of December 31, 2003 and &802 derived from consolidated financial statetaanidited by KPMG LLP,
independent auditors, whose related audit repancisided in this Form 10-K. The selected constédastatement of operations data for the
year ended December 31, 2001, was derived fromotidaged financial statements audited by Arthur Arsén LLP, independent pub
accountants, whose related audit report is includékis Form 10-K. The selected consolidated stets of operations data for the years
ended December 31, 2000 and 1999, and the relatexblidated balance sheet data as of Decembef81, 2000 and 1999, were derived
from audited consolidated financial statementsimdtided in this Form 10-K.

Years Ended December 31

2003 2002 2001 2000 1999

(In thousands, except per share date
Statement of Operations Data

Sales $262,40: $238,89¢ $193,60( $359,78: $202,84¢
Gross profit 87,94% 68,76( 57,43: 176,45: 92,20:
Total operating expens 111,07¢ 130,74! 104,31¢ 91,25: 62,87¢
(Loss) income from operatiol (23,137 (61,985 (46,887 85,20( 29,32¢
Net (loss) incom $(44,247) $(41,399 $(31,379 $ 68,03« $ 19,06¢
| | | | |
Diluted (loss) earnings per she $ (1.39) $ (1.29 $ (0.99 $ 2.1C $ 0.62
Diluted weighte-average common shares outstanc 32,27: 32,02¢ 31,71 32,42¢ 30,93
December 31
2003 2002 2001 2000 1999
(In thousands)
Balance Sheet Data
Cash, cash equivalents and marketable secL $135,21: $172,34° $271,97¢ $189,52° $207,48:
Working capital 206,15¢ 247,94: 349,60t 277,15: 257,48
Total asset 414,73: 455,73: 450,19! 365,83! 325,43:
Total debt 201,65: 212,22( 207,72 83,927 138,86t
Stockholder equity 151,83: 183,33 214,34! 238,79¢ 156,98
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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:

» Acceptance by our customers of products manufattatreur Chin-based manufacturing facilit

 Strict customer “copy exact” requirements whicayndelay or prevent acceptance of lower-cost coraptafrom Tier 1 Asian
suppliers;

e Changes or slowdowns in general economic comditay conditions in the semiconductor and semicotudicapital equipment
industries and other industries in which our cusimoperate

 Significant fluctuations in our quarterly operatirggults that are difficult to predic

» Timing and nature of orders placed by our customectuding their product acceptance crite
» Changes in our custom’ inventory management practici

» Customer cancellations of previously placed ordeis shipment delay

» Pricing competition from our competitors as wellaiging pressure from our custome

» The introduction of new products by us or our cotipes;

« Component shortages or allocations or other fadt@at change our levels of inventory or subsédlgtincrease our spending on
inventory;

» Costs incurred and judgments resulting from padeither litigation;
» Timing and challenges of integrating recent aneépiil future acquisitions and strategic alliant
» Periodic charges for excess and obsolete invenaony

» Future warranty costs in excess of anticipatedie

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

We design, manufacture and support a grolgpftomponents and subsystems primarily for vacproness systems. Our primary
products are complex power conversion and conytsibsns. Our products also control the flow of fauidto the process chambers, provide
thermal control and sensing within the chamberpdiphin-films of diamond-like carbon and cleae thamber. Our customers use our
products in plasma-based thin-film processing emeimt that is essential to the manufacture of, anubher things:

» Semiconductor devices for electronics applicatit

» Flat-panel displays for har-held devices, computer and television scre
» Compact discs, DVDs and other digital storage me

» Optical coatings for architectural glass, eyeglass® solar panels; a

 Industrial laser and medical applicatio
We also sell spare parts and repair servicekiwide through our customer service and techrsogport organization.

We provide solutions to a diversity of markaitsl geographic regions. However, we are focusati@semiconductor capital equipment
industry, which accounted for approximately 59%wof sales in 2003, 68% of our sales in 2002 and B42001. We expect future sales to
the semiconductor capital equipment industry taesgnt approximately 55% to 70% of our total rexeerepending upon the strength or
weakness of industry cycles. Our sales to customgssde the United States represented approxiynagh, 40% and 36% of our sales in
2003, 2002 and 2001, respectively. We expect darnational sales to continue to grow as a pergentéour total sales as more customers
build or have their products built in lower-cosgiens outside of the United States.

In 2001, 2002 and much of 2003 the semicommatuazpital equipment industry experienced the sseputback in capital equipment
purchases in industry history. As a result, demfandur products from the semiconductor capitalipanent industry declined substantially
from the peak in 2000, and we have incurred sigaifi operating losses each quarter from the segoader of 2001 through the third qual
of 2003. In mid 2003, the semiconductor capitalipepent industry entered the early stages of whpears to be a return to higher product
demand and in the fourth quarter of 2003, we geednaositive operating income of approximately $800. We are focused on returning to
sustained profitability and achieving operatinghcisw breakeven. To achieve this goal, we ardnangrocess of developing a more variable
operating model to allow us to remain profitableing industry downturns and continue to be succegskfring periods of expansion. We are
taking the following actions:

» Establishing a Chir-based manufacturing facilit
» Transitioning a portion of our supply base to Tieksian suppliers

» Closing certain facilities and reducing our pernrdrfeeadcount; an
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» Engaging contract manufacturers to manufacturaiceproducts and components which were previousigufactured by ut

In April 2003, we opened our 88,000 squard-fdleina-based manufacturing facility in Shenzhemp@. At the end of 2003,
approximately 11% of our worldwide production waamafactured in China. By the end of 2004, we extmbiave transitioned
approximately 70% of our Power and Flow Control ofaaturing production to China. During the trarmsitperiod we are running duplicate
manufacturing facilities, which is placing pressareour gross margin. We expect our gross margimposove throughout 2004 if industry
conditions continue to improve.

We plan to transition approximately 50% of caw material purchasing to Tier 1 Asian suppliés.of December 31, 2003, approxima
27% of our purchasing has been successfully tiansii and we expect to transition the remaining 239®ecember 31, 2004. Our biggest
obstacle in our Tier 1 supplier initiative is colyiplg with certain major customers’ stringent “cagact” requirements. We are working
closely with our largest original equipment mantifiaers, or OEM’s, to ensure the transition procesdschedule. However, our transition
goals may prove difficult to realize because oftcoeer needs.

During 2003, we closed manufacturing faci$itie Longmont, Colorado; Matthews, North Caroliaagd Austin, Texas. In the first half of
2004, we plan to close our manufacturing facilityvioorhees, New Jersey. We expect to incur bet&60,000 and $700,000 in
restructuring charges in 2004, however, this esgtinmsubject to change based upon changes iretharmd for our products and potential
changes to our operating model. We also closedwsisales and services locations throughout thielwoen effort to rationalize our
manufacturing capacity and sales force with theesurindustry environment.

In the second quarter of 2003, as part ofomgoing cost reduction measures, we engaged aacomtanufacturer to manufacture printed
circuit boards for our direct current, radio fregag and computer workstation products. In the thjudrter of 2003, we sold our Longmont,
Colorado manufacturing facility to a contract mamuiéirer who continues to use this facility to mawtiire our industrial flow products.

Critical Accounting Policies and Estimates

The following discussion and analysis of doafcial condition and results of operations isdolaspon 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 assetdiabilities, revenues and expenses,
and related disclosure of contingent assets abdlifies at the date of our financial statementstual results may differ from these estimates
under different assumptions or conditions. We lvelithat the following critical accounting policiesnong others, affect our more significant
judgments and estimates used in the preparationrofonsolidated financial statemer
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VALUATION OF INTANGIBLE ASSETS AND GOODWHLWe have approximately $88.9 million of intangillssets and goodwill as
of December 31, 2003, including approximately $Iilion related to amortizable intangibles and $6@illion in goodwill. In addition to
the original cost of these assets, their recor@ddgevis impacted by a number of our policy eledjdncluding estimated useful lives and
impairment charges, as well as foreign currenogtiiations.

Due to our cost reduction initiatives we hagstructured our business. As a result we havdraited certain duplicative facilities and
consolidated the operational and administrativevigiets of our reporting units. Based on our simp@oduction characteristics, shared
manufacturing facilities and blended financial ngjmg environment, our management reviews our tesifloperations as a single reporting
unit.

We review our intangible assets and goodwillinpairment annually and whenever events or cbaiig circumstances indicate that the
carrying amount of these assets may not be recoleef@actors we consider important which couldéaté impairment include under
performance relative to historical or expected faitoperating results, changes in the manner ofiseiof the asset or the strategy for our
overall business and negative industry or gene@h@nic trends.

In the fourth quarter of 2003, we engagedra tharty valuation firm to perform the annual inmpa@ent analysis of our non-amortizable
intangible assets and goodwill, which indicated timcharge for impairment was currently requifEltis assessment required estimates of
future revenue, operating results and cash flowsyall as estimates of critical valuation inputsisas discount rates, terminal values and
similar data. These projections of future resuléskay their nature subjective, and while they repré management’s current best assessment
of the future, they may be materially differentribactual future results. We will continue to penfilampairment analyses of our non-
amortizable intangible assets and goodwill resglfmom our acquisitions. As a result of future pdic, at least annual, impairment analyses
we may record impairment charges that would hawveterial adverse impact on our operating resultilitfonally, we may make strategic
business decisions in future periods which impaetfair value of our intangible assets and goodwitlich could result in significant
impairment charges.

LONG-LIVED ASSETS INCLUDING INTANGIBLES SUBJECTAMDRTIZATION —Bepreciation and amortization of our long-lived
assets is provided using the straight-line metha their estimated useful lives. Changes in cirstamces such as the passage of new laws ¢
changes in regulations, technological advances)gd®to our business model or changes in our gyratauld result in the actual useful lives
differing from initial estimates. In those casesanhwe determine that the useful life of a Idivgd asset should be revised, we will depre:
the net book value in excess of the estimated uabichlue over its revised remaining useful lifacters such as changes in the planned use ¢
equipment, customer attrition, contractual amendmenmandated regulatory requirements could résshortened useful lives.
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Long-lived assets and asset groups are eealdiat impairment whenever events or changes auuistances indicate that the carrying
amount of such assets may not be recoverable. Sttmeated future cash flows are based upon, amdrey things, assumptions about
expected future operating performance and estindisedunt rates, and may differ from actual castv$l. Impairments will also be assessed
when assets are determined to be held-for-salgpassed to held and used in operations.

RESERVE FOR EXCESS AND OBSOLETE INVENTORVentory is valued at the lower of cost or mark&tzen the rapid change in
technology, and volatility of the industries in whiwe serve, we monitor and forecast expected tovgmeeds based on our constantly
changing sales forecast. Inventory is written dawwritten off when it becomes obsolete, generbdigause of engineering changes to a
product or discontinuance of a product line, or whes deemed excess. These determinations intblvexercise of significant judgment by
management, and as demonstrated in recent pedeasnd for our products is volatile and changescpectations regarding the level of
future sales can result in substantial chargesagaarnings for excess and obsolete inventoryttieoyears ended December 31, 2003, 2002
and 2001, we recorded charges of $3.0 million, $&ilBon and $6.4 million, respectively, for excemsd obsolete inventory. As of
December 31, 2003, we had inventory balances abappately $65.7 million. A significant decreasetie demand for our products,
technological change, or new product developmenldcesult in charges for excess and obsolete toveithat are material to our financial
condition and results of operations.

RESERVE FOR WARRANTYWe provide warranty coverage for our products, raggrom 12 to 60 months, with the majority of our
products ranging from 18 to 24 months, and estirtte@enticipated cost of repairing our productsarradich warranties based on the
historical cost of the repairs and expected prothikitre rates. The assumptions we use to estimateanty accruals are reevaluated
periodically in light of actual experience and, wtappropriate, the accruals are adjusted. Ourm@tation of the appropriate level of
warranty accrual is subjective, and based on estgndhe industries in which we operate are suljecpid technological change. As a
result, we periodically introduce newer, more cosroducts, which tend to result in increased aray costs. We expect the industries in
which we operate to continue to require the intaiidun of new technologies, which could cause ourrargty costs to increase in the future.
Should product failure rates differ from our estiesa actual costs could vary significantly from empectations. We recorded warranty
charges of $8.1 million, $13.2 million and $7.6lfit in 2003, 2002 and 2001, respectively.

COMMITMENTS AND CONTINGENCIES We are involved in disputes and legal actionsi@giin 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 contimgesnin connection with our
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litigation when it is probable that a loss has eooed and the amount of the loss can be reasonabiyaed.

REVENUE RECOGNITION We generally recognize revenue upon shipment opoadiucts and spare parts, at which time title gmse
the customer, as our shipping terms are FOB shippaint, the price is fixed and collectability sasonably assured. Generally, we do not
have obligations to our customers after our praslact shipped other than pursuant to warranty afidigs. In limited instances we provide
installation of our products. In accordance withdgging Issues Task Force Issue 00-21 “Accountindrfevenue Arrangements With
Multiple Deliverables”, we allocate revenue basedhe fair value of the delivered item, generdtig product, and the undelivered item,
installation, based on their respective fair vall®svenue related to the undelivered item is defeuntil the services have been completed. In
certain limited instances, some of our customeye megotiated product acceptance provisions relatispecific orders. Under these
circumstances we defer revenue recognition urgirétated acceptance provisions have been satisf@gnue deferrals are reported as
customer deposits and deferred revenue.

In certain instances, we require our custorteepgy for a portion or all of their purchasesptd our building or shipping these products.
Cash payments received prior to shipment are redoad customer deposits and deferred revenue actmnpanying balance sheets, and
then recognized as revenue upon shipment of tratupts. We do not offer price protections to ourteoers or allow returns, unless covered
by our normal policy for repair of defective prodkic

We may also deliver products to customer®t@uation purposes. In these arrangements, thersasretains the products for specified
periods of time without commitment to purchase.ddbefore the expiration of the evaluation perib@, customer either rejects the product
and returns it to us, or accepts the product. Upzmeptance, title passes to the customer, we iexbe& customer for the product, and revenue
is recognized. Pending acceptance by the cust@ueh, products are reported on our balance shaetedtimated value based on the lowe
cost or market, and are included in the amountifmnonstration and customer service equipment,fretaumulated amortization.

STOCK-BASED COMPENSATION k-accordance with Statement of Financial Accounftandards Nos. 123 and 148, we have ele
to continue to account for our employee stock-basedpensation plans using the intrinsic value nmetthaccordance with Accounting
Principles Board Opinion No. 25, “Accounting foiloBk Issued to Employees,” and related interpretatiovhich do not require compensation
expense to be recorded if the consideration tebeived is at least equal to the fair value ofciti@mon stock to be received at the
measurement date. We provide information as to whatarnings and earnings per share would have e we used the fair value method
prescribed by SFAS No. 123. In future periods tmakcial Accounting Standards Board will likely téige companies to expense the fair
value of their stock-
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based compensation over the respective vestinggeduch new accounting guidance is expected te hawaterial effect upon our results of
operations.

DEFERRED INCOME TAXES We account for income taxes in accordance with SRAS109, “Accounting for Income Taxes.” SFAS
No. 109 requires deferred tax assets and lialsiltttebe recognized for temporary differences betvibe tax basis and financial reporti
basis of assets and liabilities, computed at ctiteearates, as well as for the expected tax beokfiet operating loss and tax credit
carryforwards. During 2003, we recorded valuatitbomeances against certain of our United Statesfarelgn net deferred tax assets in
jurisdictions where we have incurred significargdes in 2001, 2002 and 2003. Given such experiemeagement could not conclude th:
was more likely than not that these net deferrgeassets would be realized. While there are initinatthat the markets in which we operate
may improve in 2004 and 2005, these indicationehwot yet resulted in substantial taxable inconaoidingly, our management, in
accordance with SFAS No. 109, in evaluating theverability of these net deferred tax assets, wgaired to place greater weight on our
historical results as compared to projections miggrfuture taxable income. If we generate futaseable income, or should we be able to
conclude that sufficient taxable income is reastynassured based on profitable operations, in fipeapriate tax jurisdictions, against which
these tax attributes may be applied, some portiail of the valuation allowance will be reversedia corresponding reduction in income
expense will be reported in future periods. A mortdof the valuation allowance relates to the bériiefin stock-based compensation. Any
reversal of valuation allowances from this iteml @ reflected as a component of stockholders’tgqui

When recording acquisitions, we have recorggdation allowances due to the uncertainty relédetie realization of certain deferred tax
assets existing at the acquisition dates. The atafudeferred tax assets considered realizableligst to adjustment in future periods if
estimates of future taxable income are changed.r@wgrsals of valuation allowances recorded in pase accounting will be reflected as a
reduction of goodwill in the period of reversal.

Recent Acquisitions

On March 28, 2002, we completed the acquisitibDressler HF Technik GmbH, or Dressler, a gelyaowned Stolberg, Germany-based
provider of power supplies and matching networks. &gquired Dressler to expand our product offerioggistomers in the semiconductor,
data storage and flat panel equipment marketsDuigissler’'s power product portfolio that includeside range of power levels and radio
frequencies. In addition, with inroads already maude the laser and medical markets, Dressler esald to explore new market
opportunities. Dressler also strengthens our presanthe European marketplace and has well-estaddlirelationships with many European
customers, who look to Dressler for innovative techl capability, high quality products, and higisponsive customer service.
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On January 18, 2002, we completed the acequnisitf Aera Japan Limited, or Aera, a privatelych@hpanese corporation. Aera supplies the
semiconductor capital equipment industry with prdines that include digital mass flow controlletfsermal-based mass flow controllers,
pressure-based mass flow controllers, liquid miase ¢ontrollers and liquid vapor delivery systerAgra provides us with a key leadership
position in the gas delivery market. In additiorgra’'s products expand our offering of critical sggiem solutions that enable the plasma-
based manufacturing processes used in the mantdaaftsemiconductors.

The results of operations of these acquiredpamies are included in our consolidated statenwraperations as of and since the date of
acquisition.

Results of Operations

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

Years Ended December 31,

2003 2002 2001

Sales 100.(% 100.(% 100.(%
Cost of sale: 66.5 71.2 70.2
Gross profit 33.t 28.¢ 29.7

Operating expense

Research and developmt 19.7 20.t 23.2
Sales and marketir 11.¢ 14.€ 12.c
General and administrati\ 8.7 12.¢ 11.1
Litigation damages and expenses (recov — 2.2 (0.9
Restructuring charge 1.7 3.8 1.€
Impairment of goodwill and other intangible as: 0.4 0.8 2.8
Impairment of investments and advan — — 3.€
Total operating expens 42.3 54.7 53.¢
Loss from operation (8.9 (25.9 (24.2
Other expens (3.6) (0.7) (1.2
Net loss before income taxes and minority inte (12.9) (26.€) (25.9)
(Provision) benefit for income tax (4.5 9.3 9.C
Minority interest in net los — — 0.1

Net loss (16.9% (17.9% (16.29)%
I I I

SALES

The following tables summarize annual netsaed percentages of net sales, by customer ¢ygath of the three years in the period
ended December 31, 2003. Sales for the years ddelgeinber 31, 2003 and 2002 include combined sadas Aera and Dressler, subsequent
to their acquisitions of approximately $51.5 mitliand $47.0 million, respectively:

Years Ended December 31,

2003 2002 2001
(In thousands)

Semiconductor capital equipme $155,15: $163,10¢ $123,86¢
Data storag: 26,39° 13,57( 10,97
Flat panel displa 28,95 19,82¢ 19,77:
Advanced product applicatiol 51,89¢ 42,39¢ 38,98t
$262,40: $238,89¢ $193,60(

| | |
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Years Ended December 31,

2003 2002 2001
Semiconductor capital equipme 59% 68% 64%
Data storag: 10 6 6
Flat panel displa 11 8 10
Advanced product applicatiol 20 18 20
10C% 10(% 10(%
| | L]

The following tables summarize annual netsaed percentages of net sales, by geographimrégi each of the three years in the pe
ended December 31, 2003:

Years Ended December 31

2003 2002 2001
(In thousands)

United States and Cana $124,18! $143,69¢ $124,74¢
Europe 48,18t 32,79 28,957
Asia Pacific 88,91¢ 61,327 39,03¢
Rest of world 1,11z 1,08z 85¢
$262,40: $238,89¢ $193,60(

| | [ | [ |

Years Ended December 31

2003 2002 2001

United States and Cana 47% 60% 64%

Europe 19 14 15

Asia Pacific 34 26 21

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

Sales were $262.4 million in 2003, $238.9imnillin 2002 and $193.6 million in 2001, represemtam increase of 10% from 2002 to 2003
and 23% from 2001 to 2002. Excluding the acquisg&iof Aera and Dressler, our sales would have &sae approximately 10% from 200z
2003 and would have been relatively flat from 2692002.

According to a leading industry research fgates of semiconductor capital equipment have g@avencompounded annual growth rate in
excess of 11% over the past 30 years. However alevie the industry is highly cyclical and is impatt by changes in the macroeconomic
environment, changes in semiconductor supply anthded and rapid technological advances in both semdiector devices and wafer
fabrication processes. Rapid growth and expangioimgl 2000 was followed by the most pronounced glimindustry history, with year-to-
year revenues falling approximately 40% throughbatindustry from 2000 to 2001 and declining nortynthereafter. Our sales over the |
three years illustrate this cyclicality. Our saleshe semiconductor capital equipment industnylided by approximately 2% from 2001 to
2002, excluding the effect of the acquisitions @r&and Dressler; and by approximately 5% from 2002003.

Our sales to the data storage, flat panelalisgind advanced product applications marketseaszd each year from 2001 through 2003.
This growth is primarily attributed to market shgaens, order trends and the general expansiondtastomer products including large flat
panel displays, liquid crystal displays, DVD apptions and applications dependent upon industoiatiicgs.

Looking forward to 2004, our revenue may iasedue to the recovery of the semiconductor daggitépment industry. Our other mark
are also expected to grow
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in 2004. However, our average selling prices &&yito decline across all of our markets due t&t ceduction initiatives by our major
customers.

GROSS MARGIN

Our gross margin was 33.5% in 2003, 28.8%0022and 29.7% in 2001. Our gross margin improvechf2002 to 2003 primarily due to
our cost reduction measures, including our ongeiigyts to transition a portion of our manufactgricepacity to China and our supply bas
Tier 1 Asian suppliers, as well as improved absonpdue to the higher sales base; however, thsitiam of a portion of our manufacturing
capacity to China has required us to operate dafplie manufacturing facilities which during 2003patted our gross margin. While we
expect the transition of a portion of our produetio China and our move to Tier 1 Asian supplieilkimprove our gross margins in future
periods, factors that could cause our gross matgibs negatively impacted include, but are nottédhto the following:

» Continued pricing pressure from our major custory

» Costs associated with transitioning a portionwf production to our new China facility, includiogsts incurred to operate
duplicate manufacturing facilitie

* Unanticipated costs to comply with our customéespy exact” requirements, especially relateduo Ghina transition and move
to Tier 1 Asian supplier:

» Cost reduction programs initiated by semiconduetanufacturers and semiconductor capital equipmamufacturers that
negatively impact our average selling pri

» Warranty costs in excess of historical rates ancempectations

» Increased levels of excess and obsolete invengdher due to market conditions, the introducttdmew products by our
competitors, or our decision to discontinue cerpduct lines; an

» Changes in foreign currency exchange rates thattraifect our costs

We recognized charges for excess and obsalstatory of approximately $3.0 million, $5.8 mih and $6.4 million in 2003, 2002 and
2001, respectively. Our warranty charges in 200822and 2001 were approximately $8.1 million, $I8ilfion and $7.6 million. Taken
together, these charges represented approximagty, 8.0% and 7.2% of sales during 2003, 2002 &0d 2respectively.

The major items affecting our gross margithiese years follow:

* 2003, 2002 and 2001 represent the most severatdowin the semiconductor industry’s history. Aseault, our sales declined
significantly, which impacted our absorption ofdik costs
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» The semiconductor industry is moving to 300mmessfind smaller line widths. Typical of productdyemn their life cycle and at
low production levels, these products have lowergina than our established produc

» Our cost of sales was adversely affected by geriarite-downs of excess and obsolete inventory, partigularthe fourth quarte
of 2002 when our management made a strategic dadisidiscontinue certain product offerings, whiekulted in an increase in
excess and obsolete inventory expe

* We incurred warranty expense in excess of battofical rates and our expectations related t@oeproducts, which required
substantial rework, repair, and in some casesacepient. The development of these products in 4882000 was accelerated to
meet pressing customer needs in the midst of sl high product demand. During 2002 and 20@&gaificant portion of our
warranty reserves were used to address these [iso

The following summarizes the activity in ouamanty reserve during 2003 and 2002:

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

(In thousands)
2003 $9,40: $ 8,10¢ $(10,89Y $6,612
2002 $4,471 $13,15( $ (8,219 $9,40:

RESEARCH AND DEVELOPMENT

The market for our subsystems for vacuum @esgstems and related accessories is characteszmjoing technological changes. We
believe that continued and timely development of peoducts and enhancements to existing producsgport OEM requirements is
necessary for us to maintain a competitive positiaihe markets we serve. Accordingly, we devaosggaificant portion of our personnel and
financial resources to research and developmejggisoand seek to maintain close relationships withcustomers and other industry leaders
in order to remain responsive to their product negments. We believe that the continued investrirergsearch and development and
ongoing development of new products are essentidle expansion of our markets, and expect to coatio make significant investments in
research and development activities. Since oumpinae, all of our research and development costg li@en expensed as incurred.

Our research and development expenses weré g8llion in 2003, $49.0 million in 2002 and $451llion in 2001. As a percentage of
sales, research and development expenses decfeasezi3.3% in 2001 to 20.5% in 2002 and 19.7% iA2@ue to the higher sales base.
The 5.3% increase in research and development sgpdrom 2002 to 2003 was primarily due to increaseayroll and depreciation of
equipment used for new product development. Th#&8rsrease in research and development expensa2f001 to 2002 was primarily due
to the acquisitions of Aera and Dressler and exjpargs to launch new products. Combined researdidamelopment expenses for
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Aera and Dressler were approximately $2.7 millior2002. We expect our 2004 research and developaxeenses, in dollar terms, to be in
line with 2003.

SALES AND MARKETING EXPENSES

Due, in part, to our recent acquisitions, sales and marketing efforts have become increasaaghplex. We continue to rationalize our
sales and marketing functions with current industrgditions, while at the same time striving toréase market share and net sales. We have
continued the effort to market directly to end gsa&frour products, in addition to our traditionadnketing to manufacturers of plasma-based
equipment. Our sales and marketing expenses sug@aortstic and international sales and marketingiies that include personnel, trade
shows, advertising, and other selling and markedictiyities.

Sales and marketing expenses were $31.0 miti@003, $34.9 million in 2002 and $23.8 million2001. The 11.1% decrease in sales
and marketing expenses from 2002 to 2003 was pitinthre to the closing of certain sales and serlacations. See Restructuring Charges
below for further discussion on these site closulssa percentage of sales, sales and marketingnses decreased from 14.6% in 2002 to
11.8% in 2003 due to our cost reduction measurégtenhigher sales base. Sales and marketing eepérgeased from 12.3% of sales in
2001 to 14.6% in 2002 primarily due to our acqiosi of Aera and Dressler in 2002. Combined satelsnaarketing expenses for these
companies were approximately $9.6 million in 2002 expect sales and marketing expenses to incie2884, due to our higher anticipa
sales level.

GENERAL AND ADMINISTRATIVE EXPENSES

Our general and administrative expenses stippomworldwide corporate, legal, patent, tax, fio@l, corporate governance,
administrative, information systems and human resofunctions in addition to our general managem@eneral and administrative exper
were $22.9 million in 2003, $30.5 million in 2008ch$21.5 million in 2001. The 24.9% decrease inegairand administrative expense from
2002 to 2003 was due to our ongoing cost reductieasures as discussed in Restructuring ChargespAsentage of sales, general and
administrative expenses decreased from 12.8% i@ #08.7% in 2003 due to our cost reduction measanel the higher sales base. The
41.9% increase in general and administrative exgsefrem 2001 to 2002 was primarily due to the gitsmm of additional headcount as a
result of our acquisitions of Aera and Dresslerichftontributed approximately $8.8 million to owrgeral and administrative expenses in
2002. As a percentage of sales, general and adminis expenses increased from 11.1% in 2001 18%2n 2002. We expect our general
and administrative expenses in 2004 to be in liite 2003.

LITIGATION DAMAGES AND EXPENSES (RECOVERY)

During 2001, we received a $1.5 million settémt for recovery of legal expenses pertaining pat@nt infringement suit in which we were
the plaintiff.
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During 2002, we recorded a charge of $5.3ionilpertaining to damages awarded by a jury intarganfringement case in which we were
the defendant, and legal expenses related to tligrjent. The Applied Science and Technology, or A§Tvision of MKS Instruments, In
was the plaintiff in the case, which was tried iDelaware court. Sales of the product in questiweraccounted for less than five percent of
our total sales each year since the product'sduittion. We have entered into a settlement agreewiémMKS allowing us to sell the
infringing product to one of our customers subsegjtethe date of the jury award. Under the setleihagreement, royalties payable to MKS
from sales of the infringing product were not miaiein 2003.

During 2003, litigation with MKS recommencet/olving claims that one of our new products infieéd certain patents held by MKS. The
current patent case has been set for trial in 2004 and we anticipate significantly increased dpenfor legal and other trial related
expenses in 2004.

RESTRUCTURING CHARGES

During 2001, in response to the downturn emgbmiconductor capital equipment industry, we @npanted several reductions in force
totaling 240 regular employees and 90 temporaryl@yegs and closed our manufacturing facilities irs#in, Texas and San Jose, California.
Total restructuring charges for 2001 were approxéiye$3.1 million.

We recorded restructuring charges totalind $8illion in 2002, primarily associated with chasge operations designed to reduce
redundancies and better align Aeraiass flow controller business within its opemfiamework. Our restructuring plans and associatestk
consisted of $6.0 million to close and consolidadain manufacturing facilities, and $3.1 millitor related headcount reductions of
approximately 223 employees.

At the end of 2002, we announced major chairgear operations to occur through 2003. Theskided establishing a manufacturing
location in China; consolidating worldwide salescts; a move to Tier 1 suppliers, primarily in Asiad the intention to close or sell certain
facilities.

Associated with the above plan, we recogniestiucturing charges of approximately $4.3 millduring 2003. These charges consisted of
the recognition of expense for involuntary emploterenination benefits for 109 employees in our BaiStates operations and voluntary
employee termination benefits, primarily in our dapse operations for 36 employees, and asset imgraiis incurred as a result of closing
Longmont, CO manufacturing facilities.
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GOODWILL AND OTHER INTANGIBLE ASSET IMPAIRMENTS

During 2003, we determined that one of oursrilmsv controller products would not conform to ogang customer requirements, and as
such would no longer be accepted by our customers. result, we performed an assessment of thgigrvalue of the related intangible
asset. This assessment consisted of estimatirigtdragible asset’s fair value and comparing thereged fair value to the carrying value of
the asset. We estimated the intangible as$ei’ value by applying a hypothetical royaltyeréd the projected revenue stream and using a
flow model discounted at discount rates consistéttit the risk of the related cash flows. Basedhis &nalysis we determined that the fair
value of the intangible asset was minimal and medran impairment of the carrying value of appratily $1.2 million. Sales of this prodi
represented less than 1% of our total sales d@®@d, 2002 and 2003.

During 2000, we made periodic advances anésiments totaling approximately $9.5 million to $§many Systems, Inc. In 2001,
Symphony’s financial situation began to deterioggmificantly, and we determined that due to Syombs need for immediate liquidity, its
declining business prospects, including the indtefipostponement of a significant order for itsdarcts from a major semiconductor capital
equipment manufacturer, the value of our investnreahd advances to Symphony had substantiallyireetl We valued our investments in
and advances to Symphony at December 31, 200ppad@mately $1 million, which reflected our assassit of the value of the Symphony
technology license, which we believed had contiguialue to us. The amount of the impairment relédeSymphony was $6.8 million.

Symphony effectively ceased operations in &atyr 2002. We hired Symphony’s key employees, agdised Symphony’s remaining
assets in a foreclosure and liquidation sale ofi ssets in April 2002. We recorded the assetsi@chat their estimated fair values. The
excess purchase price over the estimated fair wdltengible assets acquired of approximately $2ilBon was allocated to amortizable
intangibles, with a weighted-average estimateduldiéé of approximately 5 years.

In the fourth quarter of 2002, our sales ®skmiconductor capital equipment industry declsdastantially from the third quarter of
2002. As a result we evaluated the carrying amotiassets acquired from Symphony by comparingsiisnated future cash flows to its
carrying value. This analysis indicated that owestment was impaired and we recorded an intangiipeirment charge of $1.9 million,
which was the remaining book value of Symphonytangible assets.

During 2001 we terminated the operations afTawer Electronics, Inc. subsidiary and our Fo8thate Technology, or FST, product line
due to significant softening in the projected dedfor these products. Revenue contributed by TamerFST operations for 2001
represented less than five percent of our totaedmae. As a result of these actions, estimatedectkature cash flows no longer supported the
carrying amounts of related goodwill, and we reedrdgoodwill impairment charges of $5.4 million i@ related to Tower and FST.
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OTHER INCOME (EXPENSE)

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

Interest income was approximately $1.7 milior2003, $3.3 million in 2002 and $6.6 million2001. The decline in interest income from
2002 to 2003 was due to our lower level of investnie marketable securities and the overall lovege 10f interest paid on our investments
which resulted from the Federal Reserve loweringrast rates during the period. The prime rateigedlby 0.75% from January 2002 to
December 2003. Additionally, during 2003 we useprapimately $37.1 million of cash and marketablewsgies to fund our operations.

Our interest income in 2002 was lower thaB001 due to our use of cash and marketable sexsut@tifinance the acquisitions of Aera in
January 2002 and Dressler in March 2002, and tarcease a portion of our 5.25% and 5.00% convershbordinated notes in the open
market in the fourth quarter of 2002. Interest imecalso declined throughout 2002 and 2001 duecté-&ueral Reserve lowering interest r.
during the period. The prime rate declined fron?®i January 2001 to 4.25% in December 2002.

Interest expense consists principally of ies¢on our convertible subordinated notes, amaidizaf our deferred offering costs on these
notes, and bank loans and capital leases assuntieel @cquisition of Aera. Interest expense was@pprately $11.3 million in 2003,
$12.5 million in 2002 and $7.4 million in 2001. énést expense decreased from 2002 to 2003 due teglarchase of approximately
$15.4 million and $3.5 million of our 5.25% and @% convertible subordinated notes in the fourthriguaf 2002 and due to the repayment
of approximately $12.8 million of notes payable @agital lease obligations during 2003.

The increase in interest expense from 20@D@2 was primarily due to the issuance of our 5.@@%vertible subordinated notes in
August 2001 and debt and capital leases assuntld arcquisition of Aera in January 2002.

Our foreign subsidiariesales are primarily denominated in currencies dttem the U.S. dollar. We recorded net foreignenry gains ¢
$869,000 in 2003, $5.3 million in 2002 and a 106$285,000 in 2001.

Our foreign currency gain in 2002 was primarélated to an intercompany loan of Japanesewkith was settled in January 2003, that
we made to our wholly owned subsidiary Advancedrgyndapan K.K., or AE-Japan, which has a functianatency of yen, for the purpose
of effecting the acquisition of Aera. The loan vii@nsacted in the first quarter of 2002, for apprately 5.7 billion yen, approximately
$44 million based upon an exchange rate of 130uting the first half of that year, the U.S. doNeeakened significantly against the yen to
approximately 119:1, resulting in a gain of $4.9
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million. In July and September 2002, we entered \rdrious foreign currency forward contracts withr primary banks to mitigate the effects
of potential future currency fluctuations betweka tlollar and the yen until the associated intepnmy obligations were settled.

In the fourth quarter of 2002, we repurchasgproximately $15.4 million of our 5.25% conventildubordinated notes and $3.5 million of
our 5.00% convertible subordinated notes in thenaparket at an aggregate cost of approximatelySbiMllion. These purchases resulted
gain of $4.2 million. In prior financial statemertkdés gain was reflected as an extraordinary iterpril 2002 the Financial Accounting
Standards Board issued Statement of Financial Adaoy Standards No. 145Réscission of FASB Statements No. 4, 44, and 64edmen
of FASB Statement No. 13, and Technical Correctionge adopted the provisions of SFAS No. 145 oruday 1, 2003. The adoption of this
Statement required us to reclassify our pretaxaextlinary gain of $4.2 million recorded during 2@6ther (expense) income in these
financial statements.

Miscellaneous expense items were $644,000032%$2.1 million in 2002 and $1.0 million in 200iscellaneous expense in 2003 and
2002 was primarily related to the impairment of arketable equity security. During the fourth quaa&2002, the fair value of this security
continued a substantial decline, and we deterntinediecline was other than temporary as definetthdyinancial Accounting Standards
Board. As a result we recorded an impairment chafg@proximately $1.5 million. In the first quarief 2003, this security continued to
decline in value, and we recorded an additionakimmpent charge of $175,000. Since the first quart&003, the value of this security has
appreciated from $1.8 million to $3.3 million at@enber 31, 2003. However the increase in the &diresof this security will not be reflect
in income until the security is sold.

(PROVISION) BENEFIT FOR INCOME TAXES

We account for income taxes in accordance &#AS No. 109, “Accounting for Income Taxes.” SFAS8. 109 requires deferred tax
assets and liabilities to be recognized for tempodéferences between the tax basis and finamebrting basis of assets and liabilities,
computed at current tax rates, as well as for ¥peeed tax benefit of net operating loss and tedit carryforwards. During 2003, we
recorded valuation allowances against certain olumited States and foreign net deferred tax assegtsisdictions where we have incurred
significant losses in 2001, 2002 and 2003. Givarh®xperience, management could not concludettixats more likely than not that these
net deferred tax assets would be realized. Whdeetlre indications that the markets in which werafe may improve in 2004 and 2005, we
have not yet been able to generate significantil@xacome in the jurisdictions in which we operatecordingly, our management, in
accordance with SFAS No. 109, in evaluating theverability of these net deferred tax assets, wqaired to place greater
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weight on our historical results as compared tggutons regarding future taxable income.

Due to the valuation allowances we recorde2DiD3, we expect our 2004 effective tax rate tafgeroximately 15% to 25%, subject to
variations in the relative earnings or losses attx jurisdictions in which we have operationsvéf generate future taxable income, or should
we be able to conclude that sufficient taxable ineads reasonably assured based on profitable dpesatn the appropriate tax jurisdictions,
against which these tax attributes may be appdieche portion or all of the valuation allowance Wi reversed and a corresponding redu
in income tax expense will be reported in futuregs. A portion of the valuation allowance relateshe benefit from stock-based
compensation. Any reversal of valuation allowarroenf this item will be reflected as a componenttotkholders’ equity.

The income tax provision of $11.8 million 2003 represented a negative effective tax rat&ed.3rhe income tax benefit of
$22.3 million for 2002 represented an effectiverae of 35%. The income tax benefit of $17.4 midlfor 2001 represented an effective rate
of 36%.

When recording acquisitions, we have recordddation allowances due to the uncertainty relédetthe realization of certain deferred tax
assets existing at the acquisition dates. The atafudeferred tax assets considered realizableligst to adjustment in future periods if
estimates of future taxable income are changedeRals of valuation allowances recorded in purclaseunting will be reflected as a
reduction of goodwill in the period of reversal.

Quarterly Results of Operations

The following tables present unaudited qubrtessults in dollars and as a percentage of galesach of the eight quarters in the period
ended December 31, 2003. We believe that all napgssljustments have been included in the amotetsdsbelow to present fairly such
quarterly information. Due to the volatility of thredustries in which our customers operate theatpey results for any quarter are not
necessarily indicative of results for any subsegpeniod.

Quarters Ended

Mar. 31, June 30, Sept. 30, Dec.31, Mar.31, June 30, Sept. 30, Dec. 31,
2002 2002 2002 2002 2003 2003 2003 2003
(In thousands, except per share date
Sales $42,887 $67,89: $70,67¢ $ 57,44 $56,15¢ $62,94¢ $ 68,56° $74,73:
Gross profit 13,37« 24,31: 26,60( 4,47¢ 17,950 20,27: 23,09 26,63:
(Loss) income from operatiol (11,427 (9,330 (5,78¢ (35,444 (10,88H (6,825 (5,747 31¢
Other (expense) incon (1,997) 1,42¢ (2,797 1,662 (2,750 (2,340 (2,26)) (1,95%)
Net loss $ (8,729 $(5,139 $(5,580) $(21,957) $ (8,590 $(5,779H  $(27,43) $(2,439
I | | I I | | I
Basic and diluted loss per shi $ (027 ¢ (0.1f $ (0.1H$ (068 % (0.27)% (0.1 $ (0.8) $ (0.09
I | | I I | L] |

Quarters Ended

Mar. 31, June 30, Sept. 30, Dec. 31, Mar. 31, June 30, Sept. 30, Dec. 31,
2002 2002 2002 2002 2003 2003 2003 2003

Percentage of Sales:
Sales 100.(% 100.(% 100.(% 100.(%  100.(% 100.(% 100.(% 100.(%
Gross margir 31.2 35.¢ 37.€ 7.8 32.C 32.2 33.7 35.€
(Loss) income from operatiol (26.€) (13.9) (8.2 (61.7) (19.9 (10.9) (8.9 0.4
Other (expense) incon 4.7 2.1 (4.0 2.8 4.9 (3.7 3.3 (2.6)
Net loss (20.9% (7.€)% (7.9% (3829% (15.9% (9.2%  (40.0% (3.9%

I I I I I I I I
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Due to the cyclical nature of the semiconductpital equipment industry as well as the othdustries in which our customers operate,
and the sudden changes resulting in severe dovenaumth upturns, we have experienced and expechtmae to experience significant
fluctuations in our quarterly operating resultsr@vels of operating expenditures are based, ity pa expectations of future revenues that
such expenses support. If revenue levels in agodaiti quarter do not meet expectations, operaésglts may be adversely affected.

Our quarterly operating results in 2002 anti2feflect the fluctuating demand for our produwdtising this period, principally from
manufacturers of semiconductor capital equipmeats dtorage equipment and flat panel displaysoan@bility to adjust our manufacturing
capacity and infrastructure to meet this demandlitahally our average selling prices across altkats declined approximately 2% during
2003.

Sales to the semiconductor capital equipnrahistry increased 66% in the second quarter of #@02 the prior quarter, then declined 5%
in the third quarter of 2002 from the second quast€2002, and a further 42% in the fourth quace2002 from the third quarter of 2002, ¢
to the market conditions discussed above. In tisé duarter of 2003 sales to the semiconductota@agguipment industry decreased another
3%. In the second, third and fourth quarters, dalelsis industry increased 14%, 1% and 22%, raspy, quarter over quarter.

Data storage sales fluctuated significanttgtighout 2002. Flat panel sales increased subaligriti the third and fourth quarters of 2002
due to seasonal fluctuations. Data storage satesased by 128%, 113% and 11% during the firsgrsgand third quarters of 2003. In the
fourth quarter of 2003, data storage sales dechdéd. The improvement in data storage sales thrthgkhird quarter of 2003, was primal
caused by the growth of DVD applications which deenanding more capacity, density and refined powee.decline in the fourth quarter of
2003 was due to the seasonal demand for end consuatkicts. Flat panel sales declined by 26% afd 22the first and second quarters of
2003, then increased by 36% and 38% in the thicdfaarth quarters of 2003. The volatility of thatfpanel market was partially caused by
seasonal factors and the increased demand for giodtilizing this technology as well as the inaieg size and resolution of displays
associated with consumer electronic products. &enue from all sectors is heavily influenced bgayal economic conditions and consu
spending patterns in each of the industries weeserv

As a result of the semiconductor capital emugpt industry slowdown which started in 2001, wequically evaluated our reserves for
excess and obsolete inventory and income tax valuatiowances, as well as assessed the carrying @ our long-lived assets. As a result
of these periodic assessments, our management déeoneased amounts of our inventory to be excesbsolete particularly in the fourth
quarter of 2002; certain intangible assé&’ values did not support their carrying valughe fourth quarter of 2002 and third quarter 032
warranty costs associated with certain product&weexcess of historical experience and our egbiects which also

45




Table of Contents

adversely affected margins, particularly in therfbwquarter of 2002; and in the third quarter 0820due to our continued losses, we recorded
a significant valuation allowance against certdinwr United States and foreign net deferred taetss

In 2002, gross margins improved each quan@ugh 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 of 19% irsales base hampered our fixed cost
absorption and caused us to adjust our excesslteudete inventory reserves to reflect our revisgdssoutlook.

During 2003, as we began the implementatiomuofChina-based manufacturing facility and traosibf a portion of our supply base to
Tier 1 Asian suppliers, our gross margin was neghtiaffected due to the costs of running duplieafacilities and new supplier qualificati
efforts.

Off-Balance Sheet Arrangements

The following table sets forth our significarff-balance sheet arrangements, long-term debtapifal lease obligations as of
December 31, 2003.

Payments Due by Period (In thousands

Contractual obligations 2004 2005 2006 2007 2008 Thereafter Total
Convertible subordinated not $ — $ — $ 187,71 $ — $ — $ — $ 187,71
Senior borrowing: 8,02¢ 3,48¢ 2,09¢ 323 — — 13,93
Capital lease obligatior 571 157 87 22 5 — 842
Operating lease obligatiol 6,57( 5,56( 4,69( 3,92i 3,38¢ 11,95¢ 36,09(
Inventory purchase obligatiol 13,26: — — — — — 13,26:
Total obligations $ 28,43: $9,201 $ 194,59 $4,27: $3,38¢ $ 11,95¢ $ 251,84¢
| | | | | | |

Please refer to Footnote 7 Notes Payable net®8 Convertible Subordinated Notes Payable,Hetetll Commitments And
Contingencies and Footnote 13 Related Party Tréosadncluded in Part Il, Iltem 8 of this Form 10f& further discussion regarding our
significant off-balance sheet arrangements, lomgrdebt and capital lease obligations.

Our inventory purchase obligations consighafimum purchase commitments we entered into wéttious suppliers to ensure we have an
adequate supply of critical components to meetldmand of our customers. We believe that thesehpaeccommitments will be consumed
in our on-going operations during 2004,

We have also committed to advance up to $1lllmto a privately held company in exchange &orexclusive intellectual property
license. At December 31, 2003, approximately $500fias been advanced under this agreement andsexpas research and development
costs. The amount and
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timing of this advance is dependent upon the pelydield company achieving certain business devedopt milestones.
Liquidity and Capital Resources

At December 31, 2003, our principle sourcelqufidity consisted of cash, cash equivalents muatketable securities of $135.2 million,
and a credit facility consisting of a $25.0 millisevolving line of credit, none of which was outsdang at December 31, 2003. Advances
under the revolving line of credit would bear itgrat the prime rate (4.00% at February 17, 2604)s 1%. Any advances under this
revolving line of credit will be due and payableNiay 2004. We are subject to covenants on ourdireredit that provide certain restrictions
related to working capital, net worth, acquisiti@ml payment and declaration of dividends. We wweoempliance with all such covenants
December 31, 2003.

During 2003, our cash, cash equivalents amttetzble securities decreased $37.1 million from253 million at December 31, 2002. In
2006, when our convertible subordinated notes beodue, it is possible we may need substantial ftmdspay such debt, which totaled
$187.7 million at December 31, 2003. Our 5.00% eotible subordinated notes with a principal balaoic121.5 million are due
September 1, 2006, and our 5.25% convertible sietet notes with a principal balance of $66.2imillare due November 15, 2006.
Payment would be required if our common stock pr&geains below approximately $30 per share fo5t88% convertible subordinated
notes and approximately $50 per share for the 5.@d8%ertible subordinated notes. In such a sitnatieere can be no assurance that we will
be able to refinance the debt.

To address our liquidity requirements, we hsefea goal to move to a more variable operatingehahere we will reduce our operating
cash flow breakeven point. Additionally, we mayseacapital through the public markets during 20@4sbuing common stock or convertible
debt securities, or a combination of the two. Spiciteeds will be used to realign our capital stmeeand provide liquidity for the next
semiconductor capital equipment up-cycle. Howewercannot provide assurance that such sourceguidiliy will be available to us on
acceptable terms.

We have historically financed our operationd aapital requirements through a combination shgarovided by operations, the issuance
of long-term debt and common stock, bank loansit@ldpase obligations and operating leases. Howewe have not generated positive cash
flow from operations since 2001.

Operating activities used cash of $13.0 miliio 2003, reflecting our net loss of $44.2 millipartially offset by non-cash items of
$35.2 million and increased by net working capitzinges of approximately $4.0 million. Non-casmgeprimarily consisted of the
following:
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» Depreciation of property and equipment of $12ilfion. We expect depreciation expense to incraaserange of $15.0 million to
$16.0 million in 2004. This increase is primarilyedto capital expenditures incurred in 2003 to ¢huour China-based
manufacturing facility and information technologystems expenditures in 2003 and 2C

» Amortization of intangible assets and demonstradiod customer service equipment of $7.5 milli

» Amortization of deferred debt issuance costs of $illion;

» Provision for excess and obsolete inventory of $3ilion;

» Provision for deferred income taxes of $6.4 milliln 2003, we recorded valuation allowances aga&iertain of our United States
and foreign deferred income tax assets. We mayrgentaxable income in 2004, enabling us to revangertion of our valuation
allowance. This reversal would create a use of @sh operations as the benefit from deferred inedaxes is a n«-cash item

* Aloss on the disposal of property and equipnoé®2.8 million. During 2003, we closed multiplecfiities resulting in the
disposal of certain property and equipment. We pdaclose our Voorhees, New Jersey manufacturioijtfain the first half of
2004. Such closure may result in additional cagitplipment disposals, if the related equipment cabe utilized elsewhere in ¢
organization; an

 Intangible asset impairment of $1.2 million. hetthird quarter of 2003, the fair value of oneof intangible assets did not
support its carrying value and an impairment loas vecognized. Based on our forecasts, we do peicéxo incur additional

intangible asset impairments in 2004. However,forgcast is subject to numerous factors that ayerkour control, therefore \
can provide no assurance regarding the future szability of our intangible asse:

Net working capital changes used cash of 88li&on and primarily consisted of the following:

» Collection of $16.5 million of net income tax reeables during 200

» Anincrease in accounts receivable of $14.6 amlliWe expect our accounts receivable to remain dliging 2004 if industry
conditions continue to improv

* An $11.3 million increase in inventory. Due te thstablishment of our China-based manufacturicijtfeand increased sales
orders we have built our inventory level to mitiggéte risk of not being able to meet increasingasusr demand for our produc

* A $5.9 million increase in trade accounts payaltach was primarily incurred to finance our inverytpurchases
* A $5.0 million increase in customer deposits arfgepaiccrued expense
* A $2.8 million decrease in accrued warranty;

* A $2.8 million decrease in accrued restructur

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
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changes of approximately $5.3 million. Non-casmgeprimarily consisted of the following:

» A $4.2 million pretax gain on the retirement of@tmpn of our convertible notes, repurchased aseadint below face valu

* A $4.9 million gain on an intercompany foreigrrrency loan. We do not expect to realize signiftagains from intercompany
indebtedness in the future as a result of a changer currency risk management poli

» A $6.9 million benefit for deferred income tax

» Depreciation of property and equipment of $13.4iamil

« Amortization of intangible assets and demonstradiog customer service equipment of $8.1 milli
» Provision for excess and obsolete inventory of $ilBon;

 Provision for doubtful accounts of $1.9 million;cs

» Impairments of $5.1 million consisting of intahlgi assets of $1.9 million, property and equipntér#l.6 million and marketable
securities of $1.5 millior

Net working capital changes provided cash8$nillion and primarily consisted of the follovgn

A $5.1 million increase in accounts receival

A $2.9 million increase in demonstration and custobservice equipmen

A $4.9 million increase in accrued warranty coatsl

A $4.6 million increase in accrued restructuringrges.

Operating activities generated cash of $718aniin 2001, reflecting our net loss of $31.4 lnih adjusted for non-cash items of
$32.6 million and changes in working capital of Bfillion. Non-cash items primarily consisted oé ttollowing:

* A $3.6 million benefit for deferred income tax:

» Depreciation of property and equipment of $10.0iomil

» Amortization of intangible assets and demonstragignipment of $5.9 millior

» A provision for excess and obsolete inventory a#$8illion; and

e Impairments of $12.3 million. Our impairments catsd of goodwill of $5.4 million and an investment$6.8 million.
Net working capital changes provided cash&7 $nillion and primarily consisted of:

* A $45.0 million decrease in accounts receiva

» A $5.5 million increase in inventor

* A $5.5 million decrease in accounts paya

* A $5.1 million decrease in accrued payroll and exppé benefits; an

* A $22.0 million increase in net income taxes reablg.
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Our near-term future operating activities noaptinue to use cash. Periods of rapidly increaséigs may cause increased working capital
requirements, thereby requiring the use of cagtrtd our operations.

Investing activities used cash of $8.6 millinrR003 and primarily consisted of the purchaseqfipment for $20.5 million and the
settlement of the escrow deposit liability relate@ur acquisition of Dressler in 2002 of $1.7 roifl, partially offset by proceeds from the ¢
of assets of $5.2 million and the net sale of miatke securities of $8.8 million. We expect to gpbrtween $12.5 million and $14.0 million
for the purchase of property and equipment in 2@4.planned level of capital expenditures is scibje frequent revisions because our
business experiences sudden changes as we mowedugtry upturns and downturns and expected $ade$s change. In addition, changes
in foreign currency exchange rates may signifigaimipact our capital expenditures and depreciatixqrense recognized in a particular
period.

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 caslyuired; the acquisition of the minority interekt.itmas for $400,000 in addition to our
common stock valued at approximately $4.2 millitve purchase of property and equipment of $10.amiand the purchase of other
investments of $2.8 million. Although investingiaities 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 millin 2001, and consisted of the acquisition of EMIG0$29.9 million net of $459,000 of cash
acquired, the net purchase of marketable secudfi®81.6 million, the purchase of investments addances of $7.2 million and the purch
of property and equipment of $12.4 million.

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 operatish flow, and as we transfer cash into marketsdsturities when we attain levels of cash
that are greater than needed for current operatidmsever, we do not expect to generate signifibargls of cash that are greater than ne
for our current operations in the near term.

Financing activities used cash of $8.6 millinr2003, and consisted of payments on our serioolvings and capital lease obligations of
$12.8 million, partially offset by proceeds frometbxercise of employee stock options and sale mfwon stock through our employee stock
purchase plan, or ESPP of $4.2 million.

We expect our financing activities to contiriadluctuate in the future. If market

50




Table of Contents

conditions and our financial position are deemeautagriate, we may repurchase additional convertiloles in the open market. Our
payments under capital lease obligations and rpztgable may also increase in the future if we einteradditional capital lease obligations
or change the level of our bank financing. Ourreated payments under capital lease obligationsantl debt during 2004 will be
approximately $8.6 million. However, a significardrtion of these obligations are held in countd#g®er than the United States; therefore,
future foreign currency fluctuations, especiallyvizeen the dollar and the yen, could cause sigmifilactuations in our estimated 2004
payment obligations.

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 our senior borroggrand capital lease obligations of $10.2 millipartially offset by proceeds from the
exercise of employee stock options and sale of comstock through our ESPP of $2.1 million.

Financing activities provided cash of $124ifliom in 2001, and consisted primarily of proceddsn convertible debt of $121.25 million
and proceeds from the exercise of employee stottarapand sale of common stock through our ESPRIdF million.

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 credildy issuers and by policy are averse to principss and seek to protect and preserve our
invested funds by limiting default risk, marketkrsnd reinvestment risk. As of December 31, 2008 imvestments 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 2003 rates we earned on our marketable
securities approximated 1.8% on a before tax etprivdasis. Because the Federal Reserve repedtediyed interest rates throughout 2001,
2002 and 2003, the interest rates we earned oimeestments likewise decreased substantially. Thispnjunction with using our available
cash and cash reserves to fund our operationsoaratdyuisitions, including the EMCO acquisitionJanuary 2001, the Aera acquisition in
January 2002, the Dressler acquisition in March22@@d the repurchase of a portion of our convershbbordinated notes in the fourth
quarter of 2002, has greatly reduced our recentatidipated interest income. The impact on intareome of a 10% decrease in the ave
interest rate would have resulted in approxima$dly0,000 less interest income in 2003, $300,0@D02 and $700,000 in 2001.

The interest rates on our subordinated debfieed, specifically, at 5.25% for the $66.2 naitliof our debt due November 2006, and at
5.00% for the $121.5 million of our
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debt that is due September 2006. Our offeringsibbsdinated debt in 1999 and 2001 increased oadfirterest expense upon each issuance
though interest expense was partially reduced bydpurchase of a portion of these offerings. Beedliese rates are fixed, we believe there
is no risk of increased interest expense with @¢athese instruments.

The interest rates on our Aera Japan subgidiaredit lines are variable and currently rangef 1.5% to 3.1%. We believe a 10%
increase in the average interest rate on thesaimenhts would not have a material effect on ouarfitial position or results of operations.

Foreign Currency Exchange Rate Risk

We transact business in various foreign coemtOur primary foreign currency cash flows areegated in countries in Asia and Europe.
During 2003, the U.S. dollar weakened approximait®§6 against the Japanese yen and 17% againgirinetss highly uncertain how
currency exchange rates will fluctuate in the fative have entered into various foreign currencydiod exchange contracts to mitigate
against currency fluctuations in the Japanesegumo, Taiwanese dollar and Chinese yuan. The ratEmount of our foreign currency
contracts at December 31, 2003 was $10.2 millidre fotential fair value loss for a hypothetical 188erse change in foreign currency
exchange rates at December 31, 2003, would be @ppately $1.0 million, which would be essentiallffset by corresponding gains related
to the underlying assets. We will continue to eatduwarious methods to minimize the effects ofey fluctuations when we translate the
financial statements of our foreign subsidiari¢e 1d.S. dollars. At December 31, 2003 we held fgmaiurrency forward exchange contracts,
maturing through March 2004, to purchase U.S. doled sell various foreign currencies. The follogviable summarizes our outstanding
contracts as of December 31, 2003:

Market Settlement Unrealized

Notional Amounts Amounts (Loss)/Gain

Japanese yen contra $ 3,500,001 $ 3,650,001 $(150,000)
Euro contrac 200,00( 222,00( (22,000
Taiwanese dollar contra 4,000,001 3,992,001 8,00(
Chinese yuan contra 2,500,001 2,496,00! 4,00(
Balance at December 31, 2C $10,200,00 $10,360,00 $(160,000)
| | |
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INDEPENDENT AUDITORS’ REPORT
The Board of Directors and Stockholders of Advangadrgy Industries, Inc.:

We have audited the accompanying consolidated balsimeets of Advanced Energy Industries, Inc. (aie corporation) and subsidiaries
as of December 31, 2003 and 2002 and the relatesbtidated statements of operations, stockholdeysity and comprehensive loss, and
cash flows for the years then ended. In conneatitim our audits of the 2003 and 2002, consolidditeahcial statements, we also have
audited the 2003 and 2002 financial statement sgheds listed in the accompanying index. Thessdaatated financial statements and
financial statement schedules are the respongibflithe Company’s management. Our responsib#itipiexpress an opinion on these
consolidated financial statements and financidgestant schedules based on our audits. The contalifiaancial statements of Advanced
Energy Industries, Inc. and subsidiaries for therymded December 31, 2001 were audited by otlii#toasiwho have ceased operations.
Those auditors expressed an unqualified opiniothose financial statements, before the revisiorrigesd in Note 1 to the financial
statements, in their report dated February 28, 2002

We conducted our audits in accordance with audiiagdards generally accepted in the United StdtAmerica. Those standards require
that we plan and perform the audit to obtain reabtmassurance about whether the financial statsnaes free of material misstatement. An
audit includes examining, on a test basis, evidsnpporting the amounts and disclosures in then6ig statements. 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 providesgonable basis for our opinion.

In our opinion, the 2003 and 2002 consolidatedriia statements referred to above present fairlgll material respects, the financial
position of Advanced Energy Industries, Inc. anbssdiaries as of December 31, 2003 and 2002, andegults of their operations and their
cash flows for the years then ended, in conformitih accounting principles generally accepted i thnited States of America. Also in our
opinion, the related 2003 and 2002 financial stetenschedules, when considered in relation to #sé&cl2003 and 2002 consolidated finar
statements taken as a whole, present fairly, imaterial respects, the information set forth threre

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. 14Business Combinationand No. 142G oodwill and Other Intangible
Assets, effective January 1, 2002.

As discussed in Note 1 to the consolidated findrst&ements, Advanced Energy Industries, Inc.qanx$idiaries adopted the provisions of
Statement of Financial Accounting Standards No, R&scission of FASB Statements No. 4, 44, and 6dndment of FASB Statement
No. 13, and Technical Correctio, effective January 1, 2003.
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As discussed above, the consolidated statemewisavétions, stockholders’ equity and comprehensis® and cash flows of Advanced
Energy Industries, Inc. and subsidiaries for tharynded December 31, 2001 were audited by otli#toasiwho have ceased operations. As
described in Note 1, the consolidated financigkstents for the fiscal year ended December 31, p@0#& been revised to include the
transitional disclosures required by Statementioéficial Accounting Standards No. 14&xodwill and Other Intangible Assetsvhich was
adopted by the Company as of January 1, 2002.dominion, the disclosures for 2001 in Note 1 gvprapriate. However, we were not
engaged to audit, review, or apply any procedwébd 2001 financial statements of the Companyrdttan with respect to such disclosures
and, accordingly, we do not express an opiniomgrather form of assurance on the 2001 consolidétedcial statements taken as a whole.

KPMG LLP
Denver, Colorado
February 20, 200
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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 scleeas been subjected to the auditing procedunggedgn 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 sheets as of December 31,8@D2000, and the consolidated statements of ipesastockholders’ equity and cash
flows for the years ended December 31, 2000 an@ ®88ch are no longer included in the accompanfyiimancial statements.
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(In thousands)

December 31

2003 2002
ASSETS
CURRENT ASSETS
Cash and cash equivalel $ 41,52: $ 70,18¢
Marketable securitie— availablefor-sale 93,69: 102,15¢
Accounts receivabl—
Trade (less allowances for doubtful accounts ofagmately $1,303 and $3,056 at December 31, 20@3 a
2002, respectively 57,15¢ 40,79°
Other 4,771 3,08¢
Income tax receivabl 151 14,72
Inventories 65,701 57,30¢
Other current asse 5,48¢ 6,82¢
Deferred income tax assets, — 17,51¢(
Total current asse 268,48 312,59¢
PROPERTY AND EQUIPMENT, at cost, net of accumulategreciation of $50,848 and $43,109 at
December 31, 2003 and 2002, respecti 44,72¢ 41,17¢
OTHER ASSETS
Deposits and othe 5,63( 5,181
Goodwill and intangibles, net of accumulated amaatton of $11,197 and $7,886 at December 31, 2603 a
2002, respectivel 88,94: 86,60
Demonstration and customer service equipment, frataumulated amortization of $5,688 and $4,549 at
December 31, 2003 and 2002, respecti 3,93¢ 6,08¢
Deferred debt issuance costs, 3,01¢ 4,091
101,52¢ 101,95¢
Total asset $414,73. $455,73!

The accompanying notes to consolidated financeéstents
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)

December 31

2003 2002
LIABILITIES AND STOCKHOLDERS '’ EQUITY
CURRENT LIABILITIES:

Trade accounts payak $ 23,06¢ $ 16,05:
Taxes payabl 44k —
Accrued payroll and employee bene 7,95:¢ 9,34¢
Accrued warranty expen: 6,612 9,40z
Accrued restructuring charg 3,17¢ 5,98¢
Other accrued expens 7,07¢ 4,57:
Acquisition related escro — 1,67¢
Customer deposits and deferred reve 2,952 77
Capital lease obligations, current port 554 691
Senior borrowings, current portic 8,02¢ 14,50¢
Accrued interest payable on convertible subordohatates 2,46( 2,33¢

Total current liabilities 62,32« 64,65¢

LONG-TERM LIABILITIES:

Capital leases, net of current port 263 66¢
Senior borrowings, net of current porti 5,90t 9,99¢
Deferred income tax liabilities, n 4,67 8,66:
Convertible subordinated notes paye 187,71 187,71
Other lon¢-term liabilities 2,01t 694

200,57: 207,741

Total liabilities 262,89 272,39:

COMMITMENTS AND CONTINGENCIES

STOCKHOLDER¢ EQUITY:
Preferred stock, $0.001 par value, 1,000 sharémeréd, none issued and outstanc — —
Common stock, $0.001 par value, 70,000 and 55,h8fks authorized; 32,573 and 32,140 shares issukd a

outstanding at December 31, 2003 and 2002, respéc 33 32
Additional paic-in capital 142,66 138,42¢
Retained (deficit) earning (48) 44,19:
Deferred compensatic (60) (542)
Unrealized holding gains (losses) on avail-for-sale securities, n 1,491 (33
Cumulative translation adjustments, 7,751 1,26(

Total stockholder equity 151,83« 183,33

Total liabilities and stockholde’ equity $414,73.  $455,73!

L] L]

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

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

SALES
COST OF SALES

GROSS PROFI

OPERATING EXPENSES
Research and developmt
Sales and marketir
General and administrati
Litigation damages and expenses (recov
Restructuring charge
Impairment of goodwill and other intangible as:
Impairment of investments and advan

Total operating expens
LOSS FROM OPERATION:!

OTHER INCOME (EXPENSE)
Interest incom
Interest expens
Foreign currency gain (los
Gain on retirement of convertible subordinated s
Other (expense) income, r

Net loss before income taxes and minority inte
(PROVISION) BENEFIT FOR INCOME TAXE!
MINORITY INTEREST IN NET LOSS

NET LOSS

BASIC AND DILUTED NET LOSS PER SHAR

Years Ended December 31

2003

2002

2001

$262,40:
174,45!

87,941

51,647
31,01¢
22,93¢

4,30¢
1,17¢

111,07¢

(23,137)

1,721
(11,259
86¢

(644

(9,30¢)

(32,44()
(11,807

$(44,24))

$ (1.37)

BASIC AND DILUTED WEIGHTED-AVERAGE COMMON SHARES

OUTSTANDING

32,27:

The accompanying notes to consolidated financeéstents
are an integral part of these consolidated stat&snen
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$238,89¢
170,13t

68,76(

48,99¢
34,94(
30,53
5,31
9,06(
1,90«

130,74!

(61,98%)

3,31¢
(12,46()
5,28(
4,22:
(2,062

(1,707)

(63,69:)
22,29:

$(41,39)

$ (129

32,02¢

$193,60(
136,16¢

57,43:

45,15
23,78
21,52:
(1,500)
3,07
5,44¢
6,84¢

104,31

(46,88

6,581
(7,399
(23¢)

(1,029

(2,079)

(48,96%)
17,44:
14£

$(31,379)

$ (0.99

31,71
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY AND
COMPREHENSIVE LOSS
(In thousands)

FOR THE YEARS ENDED DECEMBER 31, 2003, 2002 AND 20D

Accumulated
Common Stock Additional Other Total

Paid-in Retained Deferred Comprehensive Stockholders'
Shares Amount  Capital Earnings (Deficit) Compensation (Loss) Income Equity

BALANCES, December 31, 20C  31,53: 32 124,93( 116,97: (1,620 (1,515 238,79¢
Exercise of stock options for
cash 27z — 3,34z — — — 3,34z
Sale of common stock through
employee stock purchase pl 38 — 62€ — — — 62€
Tax benefit related to shares
acquired by employees under
stock compensation plal — — 1,58¢ — — — 1,58¢
Fair value of stock options
assumed in EMCO acquisitic — — 1,12¢ — — — 1,12¢
Deferred compensation on stock
options issuel — — 84 — (84) — —
Amortization of deferred
compensatiol — — — — 61C — 61C
Comprehensive los
Equity adjustment from
foreign currency
translation, net of ta — — — — — (260) —
Unrealized holding losses,
net of tax — — — — — (10¢) —
Net loss — — — (31,379 — — —
Total comprehensive lo: — — — — — — (31,749
BALANCES, December 31, 20(C  31,84¢ 32 131,69¢ 85,59: (1,099 (1,889 214,34!
Exercise of stock options for
cash 11€ — 1,38¢ — — — 1,38¢
Issuance of common stock for
acquisition of minority intere:
of Litmas 12C — 4,21¢ — — — 4,21¢
Sale of common stock through
employee stock purchase pl 54 — 68¢ — — — 68¢
Tax benefit related to shares
acquired by employees under
stock compensation pla — — 46¢ — — — 46¢
Amortization of deferred
compensatiol — — — — 51¢ — 51¢
Adjustment for forfeited option — — (39 — 34 — —
Comprehensive los
Equity adjustment from
foreign currency
translation, net of ta — — — — — 4,40( —
Unrealized holding losses,
net of tax — — — — — (2,64)) —
Less: reclassification
adjustment for amounts
included in net los — — — — — 1,351 —
Net loss — — — (41,399 — — —
Total comprehensive lo: — — — — — — (38,289

BALANCES, December 31, 20C  32,14( 32 138,42¢ 44,19: (542) 1,221 183,33¢
Exercise of stock options for
cash 36C 1 3,49¢ — — — 3,50



Sale of common stock through
employee stock purchase pl 73 — 73¢ — —
Amortization of deferred
compensatiol — — — — 482
Comprehensive los
Equity adjustment from
foreign currency
translation, net of ta — — — — —
Unrealized holding gains, r

of tax — — - _ _

Net loss — — — (44,247 _
Total comprehensive lo: —_ — — — _
BALANCES, December 31, 20( 32,57 $33 $142,66° $ (48) $ (60
| | | | |

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

CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss

Adjustments to reconcile net loss to net cash (irsegrovided by operating activitiesDepreciatiol

of property and equipme

Amortization of intangibles and demonstration angtomer service equipme

Amortization of deferred debt issuance cc
Amortization of deferred compensati

Minority interest

Provision (benefit) for deferred income ta:
Provision for excess and obsolete inven
Impairment of goodwill and other intangible ass
Impairment of investmer

Impairment of property and equipme

Impairment of marketable secur

(Recovery of) provision for doubtful accoul
Unrealized loss on foreign currency forward corts:
Loss on disposal of property and equipm

Gain on retirement of convertible subordinated s
Unrealized gain on intercompany foreign curren@nl

Changes in operating assets and liabilities, naseéts and liabilities acquir-

Accounts receivab-trade

Other receivable

Inventories

Other current asse

Deposits and othe

Demonstration and customer service equipr
Trade accounts payat

Accrued payroll and employee bene
Accrued warranty expen:

Accrued restructuring charg

Customer deposits and other accrued expe
Income taxes payable/receivable,

Net cash (used in) provided by operating activi

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of marketable securi
Sale of marketable securiti
Proceeds from sale of equipm:
Purchase of property and equipm
Purchase of investments and advar
Acquisition of Aera Japan Limited, net of cash doepl
Acquisition of Dressler HF Technik GmbH, net of k@t quirec
Acquisition of interest in Litmas, net of cash aicqd
Acquisition of Engineering Measurements Companyofieash acquire

Net cash (used in) provided by investing activi

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from notes payal
Repayment of notes payable and capital lease dioligs
Proceeds from convertible debt, |
Repurchase of convertible debt,
Sale of common stock through employee stock puchém
Proceeds from exercise of stock opti

Years Ended December 31

2003 2002 2001
$(44,24)  $(41,399  $(31,379
12,71¢ 13,41: 9,97¢
7,52¢ 8,05¢ 5,93(
1,10C 1,301 77F
482 51¢ 61C
— — (145)
6,42¢ (6,88¢) (3,579
3,01¢ 5,80: 6,417
1,17t 1,90¢ 5,44¢
— — 6,84¢
— 1,61¢ —
17¢ 1,544 —
(429) 1,87C 282
16C 38¢ —
2,84¢ 35¢ 13
— (4,229 —
— (4,879 —
(14,556 (5,067 44,97
(1,46¢) 1,38¢ (128)
(11,339 3,021 (5,482)
1,40; (2,232 (1,752
1,517 (907) (180)
(84€) (2,859 (2,754)
5,87¢ 2,36¢ (5,525
(43¢) (292) (5,099)
(2,775 4,89¢ 49€
(2,819 4,56: 952
4,97 (179 3,13¢
16,53( 60 (21,949
(12,980  (15,30%) 7,86¢
(1,306) (2,499 (64,929
10,10¢ 90,43¢ 33,31
5,19¢ 35C —
(20,509 (10,719  (12,43%)
(400) (2,781) (7,186)
— (35,68 —
(1,675 (14,39 —
— (400) —
— —  (29,93)
(8,590 24,317 (81,160
— — 837
(12,847 (10,190 (1,979
— —  121,25(
— (14,52 —
73¢ 68¢ 62¢
3,50( 1,38¢ 3,34z




Net cash (used in) provided by financing activi
EFFECT OF CURRENCY TRANSLATION ON CAS

(DECREASE) INCREASE IN CASH AND CASH EQUIVALENT
CASH AND CASH EQUIVALENTS, beginning of ye:

CASH AND CASH EQUIVALENTS, end of yes

SUPPLEMENTAL DISCLOSURE OF NO-CASH INVESTING AND FINANCING ACTIVITIES:
Tax benefit related to shares acquired by employadsr stock option plar

Deferred compensation on stock options iss

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATIO!
Cash paid for intere:

Cash (received) paid for income taxes,
The accompanying notes to consolidated financééstents
are an integral part of these consolidated stat&snen

61

(8,608  (22,63) 124,08

1,51€ 1,861 (542)
(28,666 (11,767  50,23¢

70,18¢ 81,95t 31,71¢
$4152: $70,18¢ $ 81,95
| | |
$ — $ 466 $ 1,58¢
| | |
$ — % — 3 84
| | |
$10,52. $11517 $ 4,457
| | |
$ (9,647 $(16,080 $ 9,57:
| | |
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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) 0., collectively (“AE-China”), Aera Corporatiomressler HF Technik GmbH
(“Dressler”) and Sekidenko, Inc. (“Sekidenko”).

On March 28, 2002, the Company acquired 100@ressler, a privately held Germany-based provalgrower supplies and matching
networks. On January 18, 2002, the Company acqaidééo of Aera Japan, Ltd. (“Aera”), a privately dhdapanese corporation. Aera
supplies digital, pressure-based and liquid masg dontrollers, ultrasonic liquid flow meters amgulid vapor delivery systems to the
semiconductor capital equipment industry. Aerad8% owned by various subsidiaries of Advanced Bnardustries, Inc. On January 2,
2001, the Company acquired 100% of Engineering Memsents Company (“EMCQO”), a publicly held Longmo@blorado based
manufacturer of electronic and electromechanicatigion instruments. The Company completed itsia@topn of the 40.5% of Litmas that it
did not previously own on April 2, 2002.

Prior to 2002, the Company also owned 100%h®ffollowing subsidiaries: Noah Holdings, Inc. ¢&h”), Advanced Energy Voorhees,
Inc. (“AEV"), Tower Electronics, Inc. (“Tower”) anBEMCO, as well as 59.5% of Litmas.

During 2002, AEV, Tower, Noah, EMCO and Litmasre combined with and into the Company, and Aeas combined with and into
AE-Japan.

The acquisitions of Litmas, Aera, Dressler &MiICO were accounted for under the purchase maihadcounting and the results of
operations of Litmas, Aera, Dressler and EMCO actuded since their respective acquisition datbes€ acquisitions are discussed in more
detail in Note 2.

The Company is subject to many risks, somgtoth are similar to other companies in its indystihese risks include those which may
associated with the Company’s strategy to redueeadipg costs by establishing a new China-basedifaaturing facility and transitioning a
portion of its supply base to Tier 1 Asian sup@jesignificant fluctuations of quarterly operatirggults, the volatility of the semiconductor
and semiconductor capital equipment industriestoonsr concentration within the markets the Compsayes, competition, recent and
potential future acquisitions, international opergtisks, supply constraints and dependencieslléttual property rights, dependence on
design wins, dependence on key personnel, unaatédpvarranty costs, and governmental regulatidng.of these or other risk factors co
have a material impact on the Company’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 been eliminated in congmitlarhe consolidated financial
statements are stated in U.S. dollars and are @@ accordance with accounting principles gdheagcepted in the United States of
America.

GOODWILL AND INTANGIBLES -Goodwill and certain other intangible assets witthefinite lives, if any, are not amortized. Instead
goodwill and other indefinite-lived intangible atsare subject to periodic (at least annual) festsnpairment. For the periods presented the
Company does not have any
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indefinite-lived intangible assets, other than geitidImpairment testing is performed in two stefithe Company assesses goodwill for a
potential impairment loss by comparing the fairueadf its reporting unit with its carrying valueach(ii) if an impairment is indicated because
the reporting unit’s fair value is less than itsrgang amount, the Company measures the amoumpédirment loss by comparing the implied
fair value of goodwill with the carrying amount thiat goodwill.

During 2003, the Company began integratingofixerations of its prior star@lene entities by consolidating certain manufaow facilities
and product groups, thereby transitioning the mactufing of a portion of its products from prevityuscognized reporting units to common
facilities. As the Company’s products possess aingtonomic characteristics, production processestomer types and methods to distribute
products and provide services, the Company’s managereviews financial information at the consadidhlevel. As a result, the Company
reorganized into a single reporting unit during 200

In the fourth quarter of 2003, the Companyfqrened its annual goodwill impairment test, andaaded that because the estimated fair
value of the Company’s reporting unit exceededaisying amount, no impairment of goodwill was ated. As the Company is required to
perform the test for impairment at least annudtlis reasonably possible that a future test majcate impairment, and the amount of the
impairment may be material to the Company.

Amortization expense and net loss for the Camydor the year of initial application of StaterhefFinancial Accounting Standards
(“SFAS™) No. 142 “Goodwill and Other Intangible Asts” and the subsequent and prior year follow:

Years Ended December 31

2003 2002 2001
(In thousands)
Goodwill amortizatior $ — $ — $ (3,900
Impairment of goodwil — — (5,44¢)
Net loss $(44,247) $(41,399 $(31,379
I I I

The following table presents adjusted net e loss per share data restated to include tleantive impact of the adoption of SFAS
No. 142:

Years Ended December 31

2003 2002 2001

(In thousands)

Net loss $(44,247) $(41,399 $(31,379

Add back: Impact of goodwill amortization, net akes 3,90(
Adjusted net los $(44,247) $(41,399 $(27,479
| I I
Net loss per shar
Basic and dilutes $ (1.39) $ (1.29 $ (0.99
Add back: Impact of goodwill amortization, net akés
Basic and dilute $ — $ — $ 0.1Z
Adjusted net loss per sha
Basic and dilute: $ (1.37) $ (1.29 $ (0.87)
L] I I

During 2003, the Company determined that dritsanass flow controller products would not comfioto changing customer technology
requirements, and as such would no longer be aaddypytthe Companyg’customers. As a result, the Company performeasa@ssment of tl
carrying value of the related intangible assetsEsasessment consisted of estimating the intangdsiet's fair value and comparing the
estimated fair value to the carrying value of theed. The Company estimated the intangible asfsét'salue by applying a hypothetical
royalty rate to the projected revenue stream amjuscash flow model discounted at discount retessistent with the risk of the related c
flows. Based on this analysis the Company deterthihat the fair value of the intangible asset wasinmal and recorded an impairment of
the carrying value of approximately $1.2 milliorhieh has been reported as an intangible assetimeat in the accompanying consolidated
financial statements.
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During 2000 and 2001, the Company made peariadvances and investments totaling approxima@ly fillion to Symphony Systems,
Inc., ("Symphony”) a privately held, early-stagevd®per of equipment productivity management soféwén addition, Symphony received
investments of approximately $7.0 million from atlparties. In 2001, the Company received an exaduliiense and a security interest in all
of Symphony’s intellectual and proprietary property

During 2001, Symphony'’s financial situatiorgha to deteriorate significantly, and the Compagtednined that due to Symphony’s need
for immediate liquidity, its declining business ppects, including the indefinite postponement sigaificant order for its products from a
major semiconductor capital equipment manufactdbheryalue of the Company’s investment in and adgano Symphony had substantially
declined. The Company valued its investments inah@nces to Symphony at December 31, 2001, abappately $1 million, which
reflected the Company’s assessment of the valtiseabymphony technology license, which was beligeduave continuing value to the
Company. The amount of the impairment related tm@yony was $6.8 million, all of which was recordedlan operating expense in 2001.

Symphony effectively ceased operations in &aty 2002. The Company hired Symphony’s key emm@syand acquired Symphony's
remaining assets in a foreclosure and liquidatada ef such assets in April 2002. At no time ptithe foreclosure and liquidation sale did
the Company’s percentage ownership in the votiogksbf Symphony exceed 1.7%, and the Company dithane the ability to exercise
significant influence over Symphony. The Compargorded the assets acquired at their estimateddhies. The excess purchase price over
the estimated fair value of tangible assets acqufepproximately $2.5 million was allocated toatizable intangibles, with a weighted-
average estimated useful life of approximately &rge

In the fourth quarter of 2002, the Compan¥ges to the semiconductor capital equipment ingiudclined substantially from the third
quarter of 2002. As a result the Company evalutitectarrying amount of assets acquired from Symyplhgrcomparing its estimated future
cash flows to its carrying value. This analysisi¢ated that the Comparg/investment was impaired by approximately $1.9ioni] which has
been reflected as impairment of goodwill and oth&ngible assets in the accompanying financidgéstants.

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 goodwill, andbpany recorded an impairment in the amount pfapmately $5.4 million.
Approximately $3.6 million of this was related tapairment of goodwill associated with Tower andragpnately $1.8 million was related
impairment of goodwill associated with the Companiydurth State Technology product line.

The Company’s goodwill and identifiable intérlg assets have primarily resulted from purchasdapanese and German companies, anc
accordingly, carrying amounts for these assetang@pacted by changes in foreign currency exchangsra

Goodwill and identifiable intangible assetssisted 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 weighte-average useful life)
Amortizable intangibles

Technolog-basec $ 9,37¢ $(3,71%) $ 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¢ (7,886 3,171 22,37: 10
Goodwill 58,62¢ — 5,59¢ 64,22¢
Total goodwill and intangible $85,71% $(7,88¢) $8,77( $86,60!
| | | |
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Goodwill and identifiable intangible assetaisisted of the following as of December 31, 2003:

Effect of

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

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

Technolog-basec $ 7,304 $ (3,90¢) $ 1,544 $ 4,94 6

Contrac-basec 9,21( (5,887) 1,70¢ 5,037 4

Other 8,50( (1,409 2,36: 9,45¢ 17

Total amortizable intangible 25,01« (11,19)) 5,61¢ 19,43: 11
Goodwill 58,62¢ — 10,88: 69,51(
Total goodwill and intangible $83,64: $(11,19°) $16,49" $88,94:
| | | |

Aggregate amortization expense related to gidbadnd other intangibles for the years ended Daoer 31, 2003, 2002 and 2001, was
$4.6 million, $5.5 million and $4.9 million, respgely. Estimated amortization expense relatechéo@ompany’s acquired intangibles
fluctuates with changes in foreign currency exclearages between the U.S. dollar and the Japanesangkthe euro. Estimated amortization
expense related to acquired intangibles for eacheofive years 2004 through 2008 is as follows:

(In thousands)

2004 $4,76¢
2005 4,76¢€
2006 2,38¢
2007 1,01¢
2008 82¢

REVENUE RECOGNITION -Fhe Company generally recognizes revenue upon smipof its products and spare parts, at which time
title passes to the customer, as the Company’'pistyjgerms are FOB shipping point, the price igfixand collectability is reasonably
assured. Generally, the Company does not haveaiglits to its customers after its products arepddmther than pursuant to warranty
obligations. In limited instances the Company pdesi installation of its products. In accordancéniimerging Issues Task Force Issue 00-21
“Accounting for Revenue Arrangements With Multideliverables”, the Company allocates revenue basdtie fair value of the delivered
item, generally the product, and the undelivererhijtinstallation, based on their respective falues. Revenue related to the undelivered
is deferred until the services have been compldtecertain limited instances, some of the Compsueystomers have negotiated product
acceptance provisions relative to specific orddrsler these circumstances the Company defers revecognition until the related
acceptance provisions have been satisfied. Revifeerals are reported as customer deposits ardrddfrevenue.

In certain instances, the Company requirestisiomers to pay for a portion or all of theirghases prior to the Company building or
shipping these products. Cash payments receivedtprshipment are recorded as customer depogitsielierred revenue in the
accompanying balance sheets, and then recognizedesue upon shipment of the products. The Comgarg not offer price protections to
its customers or allow returns, unless coveredsgarmal policy for repair of defective products.

The Company may also deliver products to custs for evaluation purposes. In these arrangemtagt€ustomer 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 the Company, or accdm@ptoduct. Upon acceptance, title passes to tstermer, the Company invoices the
customer for the product, and revenue is recognRedding acceptance by the customer, such produeteported on the Company’s
balance sheet at an estimated value based onvike ¢d cost or market, and are included in the améar demonstration and customer
service equipment, net of accumulated amortization.
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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. During 2003, the Company recordddatéon allowances against certain of its Unitedt& and foreign net deferred tax assets
in jurisdictions where the Company has incurredigicant losses in 2001, 2002 and 2003. Given sgierience, the Company’s
management could not conclude that it was mordylitkein not that these net deferred tax assetsdimeirealized. While there are indicati
that the markets in which the Company operatesimpayove in 2004 and 2005, these indications hate/ebresulted in substantial taxable
income. Accordingly, the Comparsymanagement, in accordance with SFAS No. 10%atuating the recoverability of these net defeaec
assets, was required to place greater weight o@dinepany’s historical results as compared to ptimjes regarding future taxable income. If
the Company generates future taxable income, arldltbe Company be able to conclude that sufficiaxable income is reasonably assured
based on profitable operations, in the approptetgurisdictions, against which these tax attrédsutnay be applied, some portion or all of the
valuation allowance will be reversed and a corredpgy reduction in income tax expense will be régmbin future periods. A portion of the
valuation allowance relates to the benefit frontktbased compensation. Any reversal of valuatiowance from this item will be reflected
as a component of stockholders’ equity.

When recording acquisitions, the Company kaended valuation allowances due to the uncerta@ated to the realization of certain
deferred tax assets existing at the acquisitioaddthe amount of deferred tax assets consideadidaile is subject to adjustment in future
periods if estimates of future taxable income danged. Any reversals of valuation allowances @&oin purchase accounting will be
reflected as a reduction of goodwill in the peraddeversal.

STOCK-BASED COMPENSATION At-December 31, 2003, the Company had five activeksbased compensation plans, which are
more fully described in Note 15. The Company act®ior employee stock-based compensation usingttiesic value method prescribed
by Accounting Principles Board Opinion No. 25, “Acmting for Stock Issued to Employees” and relatéerpretations. With the exception
of certain options granted in 1999 and 2000 byaaedtolder of Sekidenko, prior to its acquisitiontbg Company (which was accounted for
as a pooling of interests), all options grantedeuridese plans have an exercise price equal tmanket value of the underlying common
stock on the date of grant, therefore no stockdbasenpensation cost is reflected in the Compangtdass.

Had compensation cost for the Company’s pkees) determined consistent with the fair value-hasethod prescribed by SFAS No. 123,
“Accounting for Stock-Based Compensation,” the Camys net loss would have increased to the follgwadjusted amounts:

2003 2002 2001

(In thousands, excep
per share data)
Net loss:
As reportec $(44,24)) $(41,399 $(31,379
Adjustment for stock-based compensation determined
under fair value-based method for all awards, het o

related tax effects in 2002 and 2( (12,410 (9,799 (6,975

Less: Compensation expense recognized in netlessf
related tax effects in 2002 and 2( 482 324 32¢
As adjustec $(56,169) $(50,869) $(38,025
I I I

Basic and diluted loss per sha
As reportec $ (1.37) $ (1.29 $ (0.99
As adjustec (1.74) (1.59 (2.20

Compensation expense in 2003 is presentedtprincome tax effects due to the Company recgrdaluation allowances against certain
deferred tax assets in 2003 (see Income Taxes)ulative compensation cost recognized with respeoptions that are forfeited prior to
vesting is reflected as a
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reduction of compensation expense in the periddrééiture. Compensation expense related to awgraisted under the Company’s
employee stock purchase plan is estimated untipénimd in which settlement occurs, as the numbshares of common stock awarded and
the purchase price are not known until settlement.

For SFAS No. 123 purposes, the fair valueamheoption grant and purchase right granted utdeEmployee Stock Purchase Plan
(“ESPP”) are estimated on the date of grant usiegRiack-Scholes option pricing model with the daling weighted-average assumptions:

2003 2002 2001

OPTIONS:

Risk-free interest rate 2.9¢% 3.85% 4.51%
Expected dividend yield ratt 0.C% 0.C% 0.C%
Expected live: 2.9 year: 2.9 years 7.0 years
Expected volatility 85.6% 88.05% 87.94%
ESPP:

Risk-free interest rate 1.34% 1.91% 5.6&%
Expected dividend yield ratt 0.C% 0.C% 0.C%
Expected live: 0.5 year: 0.5 years 0.5 years
Expected volatility 83.8% 76.62% 107.1%

During 2003, the Company reassessed the dstineapected lives of its option grants. This assest was based on a study of historical
experience that indicated that such lives weretankially less than had previously been estimateda result of this assessment, the
Company revised its estimated expected lives f@iGbmpany’s 2003 and 2002 option grants. Baset@Black-Scholes option pricing
model, the weighted-average estimated fair valuengfloyee stock option grants was $7.88, $12.54526d60 for the years ended
December 31, 2003, 2002 and 2001, respectively vigghted-average estimated fair value of purchigbes granted under the ESPP was
$4.99, $8.92 and $8.47 for the years ended DeceBihe2003, 2002 and 2001, respectively.

WARRANTY POLICY Fhe Company offers warranty coverage for its préslfmr periods ranging from 12 to 60 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 respaid 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 subjectine based on estimates. The industries in whielCttmpany operates are subject to rapid
technological change and, as a result, the Compangdically introduces newer, more complex produathich tend to result in increased
warranty costs. Estimated warranty costs are recbadl the time of sale of the related product,amedconsidered a cost of sales. The
Company recorded warranty charges of $8.1 millgi8.2 million and $7.6 million for the years end2etember 31, 2003, 2002 and 2001,
respectively. The following summarizes the activitghe Company’s warranty reserves during 2003200:

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

(In thousands)
2003 $9,40z $ 8,10¢ $(10,895) $6,61:2
2002 $4,471 $13,15( $ (8,219 $9,40:

RESTRUCTURING COSTSRestructuring charges include the costs associgitdactions taken by the Company in responsedo th
downturn in the semiconductor capital equipmentsidy and as a result of the ongoing executiomef@ompany’s strategy. These charges
consist of costs that are incurred to exit an @gtiwr cancel an existing contractual obligatiargluding the closure of facilities and employee
termination related charges.

Effective January 1, 2003, the Company adofteflS No. 146, “Accounting for Exit or Disposal Adties.” This statement addresses
significant issues regarding the recognition, mezsent and reporting of costs that are associaiddexit and disposal activities, including
restructuring activities that were previously aatted for pursuant to the guidance set forth in Ejimgrissues Task Force (“EITF”)
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Issue No. 94-3, “Liability Recognition for Certaimployee Termination Benefits and Other Costs tib &xActivity.” SFAS No. 146 was
effective for exit or disposal activities that améiated after December 31, 2002. The adoptioBEAS No. 146 did not have a material effect
on the Company'’s financial position or results pémtions, however expense recognition of cergsiructuring activities in 2003 have been
reported in later periods under SFAS No. 146 thanlvhave been the case under EITF Issue No. 94-3.

At the end of 2002, the Company announced intdjanges in its operations to occur through tliea#r2003. These included establishir
new manufacturing facility in China, consolidatwgrldwide sales forces, a move to Tier 1 suppliprenarily in Asia, and the intention to
close or sell certain facilities.

Associated with the above plan, the Companggeized charges during 2003 as follows:

In the fourth quarter of 2003, the Compargognized approximately $1.0 million that consigpeharily of the recognition of
expense for involuntary employee termination beseafssociated with the Company’s second quarte3 B@adcount reduction and
involuntary employee termination benefits of 34 mfaesturing and administrative personnel in the Cany s U.S. operation:

. In the third quarter of 2003, the Companyoggized charges of approximately $1.0 million thatsisted primarily of the
recognition of expense for involuntary employeenti@ation benefits associated with the Company’ssdguarter 2003 headcount
reduction, asset impairments incurred as a re§ekiting its Longmont, Colorado manufacturing fdigs, and the involuntary
termination of 20 employees in this perii

. In the second quarter of 2003, the Companggrized charges that consisted primarily of tveluntary termination of 55
manufacturing and administrative personnel in tben@any’s U.S. operations. Certain of the employes® terminated and paid
prior to the end of the second quarter of 2003 ctvinésulted in restructuring charges totaling apipnately $768,000. In addition,
certain employees were required to render senggerd a minimum retention period (generally 60 Jlalysaccordance with SFAS
No. 146, the Company measured the termination bisrafthe communication date, but approximatelyd200 was recognized
expense during the third quarter of 2003, and apprately $170,000 was recognized as expense ifotiéh quarter of 2003 as
these employees completed their service requirer

. The Company recorded charges totaling apprately $1.5 million in the first quarter of 2003marily associated with
manufacturing and administrative personnel heado@ghuctions in the Company’s Japanese operatiorescordance with
Japanese labor regulations the Company offerechtaniyitermination benefits to all of its Japanespleyees. The voluntary
termination benefits were accepted by 36 employeitlk,termination dates in the second quarter @3

The Company recorded restructuring chargedingt $9.1 million in 2002, primarily associatedtfivchanges in operations designed to
reduce redundancies and better align the Comp#mera mass flow controller business within its opiegaframework. The Company’s
restructuring plans and associated costs consi$i®d.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 milliecluded severance benefits. All terminations gerthination 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 eygés, and consisted primarily of manufacturing aahinistrative personnel.
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Included in the 2002 expense are chargehéoclosure of a portion of the Company’s Voorh&esy Jersey manufacturing facilities, due
to the transfer of the manufacturing of these petslto Fort Collins, Colorado; the closure of a mfaoturing facility in Fort Collins; the
closure of EMCO’s manufacturing facilities due e transfer of the manufacturing of these prodtactort Collins, Colorado and Shenzhen,
China; and the closure of Litmas. During the fouytfarter of 2002, the Company closed its San Joeiprnia sales and service location;
the Company’s Austin, Texas manufacturing facildy the Aera-brand mass flow controller productsg tb the transfer of the manufacturing
of these products to Hachioji, Japan, to be cotémtavith Aera Japan Limited. These costs consistidarily of payments required under
operating lease contracts and costs for writingrdoslated leasehold improvements.

At December 31, 2003, outstanding liabilitiekated to the 2003 and 2002 restructuring charggs approximately $3.2 million. At
December 31, 2002, outstanding liabilities relatethe 2002 restructuring charges were approxim&@l0 million.

The Company recorded approximately $3.1 mmlléd restructuring charges in 2001. The Compang&sructuring plans and associated
costs consisted of $2.1 million to terminate 33(pkyees and $946,000 to close three facilities.

The employee termination costs of $2.1 milliecluded severance benefits. All terminations gerthination benefits were communicated
to the affected employees prior to December 311280d the Company paid the severance benefitdlimf2002. The affected employees
were all part of the Company’s U.S. operationsiastlided full-time permanent and temporary empleye®d 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 manufaxgjiand office facilities in San Jose, Califorrdaie to the transfer of Noahimanufacturin
to Vancouver, Washington, to be amated with Sekidenko. These accrued costs rgfi@gients required under operating lease contaad
costs for writing down related leasehold improvetaai facilities.

The following table summarizes the componeifithe restructuring charges, the payments andcash-charges, and the remaining acc
as of December 31, 2003, 2002 and 2001

Employee
Severance and Facility Total
Termination Closure Restructuring
Costs Costs Charges
(In thousands)
Accrual balance December 31, 2( $ 301 $ 174 $ 47t
Second quarter 2001 restructuring che 614 — 614
Fourth quarter 2001 restructuring cha 1,51C 94¢€ 2,45¢
Total restructuring charges 20 2,12¢ 94¢€ 3,07(
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 (2,419 (2,08¢) (4,499
Accrual balance December 31, 2( 1,607 4,38z 5,98¢
First quarter 2003 restructuring cha 1,50¢ — 1,50¢
Second quarter 2003 restructuring che 67C 98 76€
Third quarter 2003 restructuring chau 704 307 1,011
Fourth quarter 2003 restructuring cha 994 24 1,01¢
Total restructuring charges 20 3,871 42¢ 4,30¢
Payments in 200 (4,929 (2,196 (7,120
Accrual balance December 31, 2( $ 56( $2,61¢ $3,17¢
L] | |
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CASH AND CASH EQUIVALENTS For purposes of reporting cash flows, the Compamsiders all amounts on deposit with financial
institutions and highly liquid investments with ariginal maturity of 90 days or less to be cash emgh equivalents.

MARKETABLE SECURITIES Fhe Company has investments in marketable equityrgies and municipal bonds, which have original
maturities of 90 days or more. In accordance wiAS No. 115, “Accounting for Certain Investmentdabt and Equity Securities,” the
investments are classified as available-for-satersies and reported at fair value with unrealigaihs and losses included in other
comprehensive income. Due to the short-term, hiiglyid nature of the marketable securities heldi®yCompany, the cost, including
accrued interest of such investments, is typidhllysame as their fair value.

The Company also has investments in marketadléy securities which have been included withadéits and other in the accompanying
consolidated balance sheets. In accordance witlS9%¥@\ 115, these investments are classified atadleifor-sale securities and reported at
fair value with unrealized holding gains and loseetuded in other comprehensive income. Duringftheth quarter of 2002, the fair value
one of these securities continued a substantidihge@and the Company determined the decline waardhan temporary as defined by the
Financial Accounting Standards Board. As a residtGompany recorded an impairment of approximai&l$ million. In the first quarter of
2003, this security continued to decline in valmg the Company recorded an impairment of $175 90@e the first quarter of 2003, the
value of this security has appreciated from $1 onito $3.3 million at December 31, 2003. In actamce with SFAS No. 115, this increase
in value has been reflected as a component of atiraprehensive income.

INVENTORIES —nventories include costs of materials, direct kadnod manufacturing overhead. Inventories are vbaiteéhe lower of
market or cost, computed on a first-in, first-oasis and are presented net of reserves for obsoldtexcess inventory. Inventory is written
down or written off when it becomes obsolete, galtgbecause of engineering changes to a produtisoontinuance of a product line, or
when it is deemed excess. These determinationsvietioe exercise of significant judgment by managetnand as demonstrated in recent
periods, demand for the Company’s products is lelahd 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 capitalizeainddnance, repairs, and minor renewals are exgeassicurred.

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 leaseholgpnovements 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 areifactured
products that are utilized for sales demonstradioth evaluation purposes. The Company also utittiesquipment in its customer service
function as replacement and loaner equipment tiagi customers.

The Company amortizes this equipment basatb@stimated useful life. Amortization is computeked on a two-year life.

CONCENTRATIONS OF CREDIT RISKFancial instruments, which potentially subjea ompany to credit risk include cash and
trade accounts receivable. The Company maintasis @ad cash equivalents, investments, and cettaém financial 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 glyeexposed to credit risk associated with thidustry. Sales by the Company’s foreign
subsidiaries are
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primarily denominated in currencies other thanuinged States dollar. The Company establisheslawahce for doubtful accounts based
upon factors surrounding the credit risk of speaifistomers, historical trends and other infornmatio

FOREIGN CURRENCY TRANSLATIONThke functional currency of the Company’s foreighsidiaries is their local currency. Assets
and liabilities of international subsidiaries ar@nslated to United States dollars at yearend exggheates, and statement of operations activity
and cash flows are translated at average exchatggduring the year. Resulting translation adjestsiare recorded as a separate compt
of stockholders’ equity.

Transactions denominated in currencies ottear the local currency are recorded based on egehates at the time such transactions
arise. Subsequent changes in exchange ratesirefuigign currency transaction gains and losseistware 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-paengintercompany receivables from or payableh@éddompany and its foreign subsidiaries
are included in income.

The Company recognized gains of $869,000 &8l @illion during 2003 and 2002, respectively, frsbes of $235,000 in 2001 on fore
currency transactions.

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 diluEgeiS 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 subordinated nmgable and options) had been converted
to such common shares, and if such assumed cooréssililutive. Due to the Company’s net loss for years ended December 31, 2003,
2002 and 2001, basic and diluted EPS are the sasrthe assumed conversion of all potentially dikisecurities would be anti-dilutive.
Potential shares of common stock issuable undésregpfor common stock at December 31, 2003, 20022801 were approximately
4.0 million, 3.6 million and 2.2 million, respectily. Potential shares of common stock issuable wponersion of the Compars/tonvertible
subordinated notes payable was 5.4 million at Déegr1, 2003 and 2002, and 5.8 million at Decer3iie2001.

COMPREHENSIVE LOSS- Comprehensive loss for the Company consists tloiss, foreign currency translation adjustments iaet
unrealized holding gains (losses) on availablesfle marketable investment securities and is predén 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 equipmenmtistry. In accordance with SFAS No. 131, “DisclesuAbout Segments of an Enterprise
and Related Information,” the Company’s chief ofiagadecision maker has been identified as thec®ftif 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; andyeoent, manufacturing and distribution
processes. To report revenues from external custofmeeach product and service or group of singladucts 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.
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LONG-LIVED ASSETS- In August 2001, the FASB issued SFAS No. 144 ,c#unting for the Impairment or Disposal of Long-&d/
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 @actiog 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 requirethibset long-lived assets be measured at the lofagarnying 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 chargéfseiaccompanying statement of
operations.

ESTIMATES AND ASSUMPTIONSThe preparation of the Company’s consolidated fiferstatements in conformity with accounting
principles generally accepted in the United Statgsiires the Company’s management to make estiraattassumptions that affect the
reported amounts of assets and liabilities, anclaisre of contingent assets and liabilities atdh of the financial statements and the
reported amounts of revenue and expenses durimgplogting period. Significant estimates are usbémestablishing allowances for
doubtful accounts, determining useful lives for @epation and amortization, assessing the neetrfjpairment charges, establishing
restructuring accruals and warranty reserves, aillog purchase price among the fair values of asssuired and liabilities assumed,
accounting for income taxes, and assessing exoesshsolete inventory and various others items. Gtvapany evaluates these estimates
judgments on an ongoing basis and bases its esSmathistorical experience, current conditions\aarébus 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 wéiieret to commitments and contingencies.
Actual results may differ from these estimates umlifferent assumptions or conditions.

NEW ACCOUNTING PRONOUNCEMEN¥SIn May 2003, the FASB issued SFAS No. 150, “Accinmfor Certain Financial
Instruments with Characteristics of both Liabiktiend Equity”. SFAS No. 150 establishes standandb® classification and measurement of
financial instruments with characteristics of bb#bilities and equity. SFAS No. 150 is effectiv financial instruments entered into or
modified after May 31, 2003 and for all financiairuments at the beginning of the first interimige beginning after June 15, 2003. The
adoption of SFAS No. 150 did not have an impacthenCompany’s financial position or results of @iEms.

In April 2003, the FASB issued SFAS No. 148nfendment of Statement 133 on Derivative Instrumanid Hedging Activities”. SFAS
No. 149 amends SFAS No. 133 to provide clarificato the financial accounting and reporting of daive instruments and hedgi
activities and requires contracts with similar ewderistics to be accounted for on a comparablis.BBBAS No. 149 is effective for contracts
entered into or modified after June 30, 2003. Tdhgpdon of SFAS No. 149 did not have an impactr@n@ompany’s financial position or
results of operations.

In January 2003 the FASB issued FASB Integti@h No. 46, “Consolidation of Variable Interesities” (“FIN No. 46"). This
interpretation clarifies existing accounting prpleis related to the preparation of consolidatedriiial statements when the equity investo
an entity do not have the characteristics of aretlittg financial interest or when the equity akriis not sufficient for the entity to finance its
activities without additional subordinated finad&apport from others parties. FIN No. 46 requiie®mpany to evaluate all existing
arrangements to identify situations where a comgeasya “variable interest” (commonly evidenced lguarantee arrangement or other
commitment to provide financial support) in a “\adie interest entity"dommonly a thinly capitalized entity) and furthetermine when suc
variable interests require a company to consolittetevariable interest entities’ financial statetsanith its own. FIN No. 46 is effective
immediately for all variable interest entities
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created after January 31, 2003, and is effectivalfosariable interest entities created priorhattdate beginning January 1, 2004. The
adoption of FIN No. 46 did not, nor is it expectedhave a material impact on the Company’s finalnmosition or results of operations.

In November 2002 the EITF reached a consemsussue No. 00-21, “Revenue Arrangements with idigitDeliverables.” EITF Issue
No. 0(-21 addresses revenue recognition on arrangemecosngassing multiple elements that are delivereatifferent points in time,
defining criteria that must be met for elementbdaconsidered to be a separate unit of accourdimfjaddressing the allocation of
consideration among determined separate unitsaofuating. EITF Issue No. 00-21 is effective foreaue arrangements entered into by the
Company after June 30, 2003. The adoption of EEBEé No. 00-21 did not have a material impact erCtbmpany’s financial position or
results of operations.

In November 2002 the FASB issued FASB Intagiren No. 45, “Guarantor’s Accounting and Disclas®&equirements for Guarantees,
Including Indirect Guarantees of Indebtedness be@t’ (“FIN No. 45”). This interpretation requiradiability to be recognized at the time a
company issues a guarantee for the fair value kiations assumed under certain guarantee agresnffditional disclosures about
guarantee agreements are also required in intarthaanual financial statements, including a ratward of a company’s product warranty
liabilities. The disclosure provisions of FIN N #were effective for the Company as of Decembe2802. 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 adoption of FIN No. 45 dithave a material impact on the Company’s findrmamaition or results of operations.

In April 2002 the FASB issued SFAS No. 14BgScission of FASB Statements No. 4, 44, and 64e#dment of FASB Statement No. :
and Technical Corrections.” This statement rescBi@&S No. 4, “Reporting Gains and Losses from Eptishment of Debt,” which required
all gains and losses from extinguishments of delbietaggregated and, if material, classified asxairmordinary item, net of income taxes. As
a result, the criteria in Accounting Principles Bb®pinion No. 30 will now be used to classify ta@gmins and losses. Any gain or loss on the
extinguishment of debt that was classified as draexdinary item in prior periods presented thatsinot meet the criteria in APB 30 for
classification as an extraordinary item shall l#assified. The Company adopted the provisionsFkASNo. 145 on January 1, 2003. The
adoption of this Statement required the Compamgdtassify its pretax extraordinary gain of $4,28®, recorded during 2002 to other
(expense) income in these 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% ownersttgrest in Litmas, a privately held, North Canalibased early-stage
company that designed and manufactured plasmabgdsnaent systems and high-density plasma sourbespdrchase price consisted of
$1 million in cash. On October 1, 1999, the Compacguired an additional 27.5% interest in Litmasao additional $560,000. The purch
price consisted of $385,000 in the Company’s comstook and $175,000 in cash. The acquisition waswatted for using the purchase
method of accounting and resulted in $523,000 atkxt to intangible assets as goodwill. The residltperations of Litmas have been
consolidated in the Company’s financial statemé&ot® the date the controlling interest of 56.5% \@aquired. In October 2000, the
Company acquired an additional 3.0% interest imh# for an additional $250,000, bringing the Conyfmawnership interest in Litmas to
59.5%. In April 2002, the Company completed itswasitjon of the 40.5% of Litmas that it did not pireusly own, by issuing approximately
120,000 shares of the Compasigommon stock valued at approximately $4.2 milleamd approximately $400,000 of cash. The acqgaisibf
the remaining minority interest in Litmas resultedipproximately $5.0 million of additional goodviln the fourth quarter of 2003, the
Company reviewed this asset for impairment undeiptiovisions of SFAS No. 142. Based on this evanaan impairment was not
indicated. The Company will continue to review tasset in the future for impairment.
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DRESSLER -On March 28, 2002, the Company completed its adounsof Dressler HF Technik GmbH (“Dressler”), avately owned
Stolberg, Germanyased provider of power supplies and matching nedsydor a purchase price of approximately $15.0ioniin cash and
$1.7 million escrow. The escrow fund was retaingdhe Company until January 2003, at which timertiated escrow liability was settled.
The purchase price was also subject to a $3.0omi#arn-out provision if Dressler achieved cerkap business objectives by March 30,
2003. These business objectives were not met farittre expiration date.

The Company believes that Dressler expand€tmepany’s product offerings to customers in thmisenductor, data storage, and flat
panel equipment markets due to its strong poweduarioportfolio that includes a wide range of povesels and radio frequencies. In
addition, with inroads already made into the las®t medical markets, Dressler is used to explonemarket opportunities for the Company.
Dressler also strengthens the Company'’s presertbe iBuropean marketplace. Dressler has well- Esitai relationships with many
European customers, who look to Dressler for intisgaechnical capability, quality products, andhly responsive customer service. The
Company also expects to achieve synergies in ptdadolnology, production efficiency, logistics andrldwide service.

The acquisition was accounted for using thelpase method of accounting in accordance with SRASL41, “Business Combinations,”
and the operating results of Dressler are refleictéde accompanying consolidated financial statemprospectively from the date of
acquisition. The tangible assets acquired andliligisiassumed were recorded at estimated fairegahis determined by the Company’s
management. Goodwill and other intangible assete vexorded at estimated fair values based up@parnttient appraisals.

The purchase price was allocated to the reetta®f Dressler as summarized below:

(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 (474
Deferred tax liability (2,945
Income taxes payab (725)
$16,75(

|

The excess purchase price over the estimateddiue of tangible net assets acquired was atiéatto goodwill and intangibles (see Note
1). In the fourth quarter of 2003, the Company&esxéd these assets for impairment under the pravasid SFAS No. 142. Based on this
evaluation, an impairment was not indicated. Thenf@any will continue to review these assets in tharé for impairment. The Company
recognized approximately $2.5 million and $769,060@mortization expense related to these amortzeitdngibles acquired from Dressle
the years ended December 31, 2003 and 2002, rasgect

Prior to the combination, there were transactibetween the Company and Dressler in 2001 anfirgh three months of 2002. In 2001,
Company purchased approximately $2.0 million okimery from Dressler, and Dressler purchased appedrly $200,000 of inventory fro
the Company. In the first three months of 2002,Gbenpany purchased approximately $500,000 of irorgritom Dressler. These purchases
were made in the normal course of the Company’sbss.

AERA —On January 18, 2002, the Company completed itsisiign of Aera Japan Limited (“Aera”), a privateield Japanese
corporation. The Company effected the acquisitioough its wholly owned
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subsidiary, AE-Japan, which purchased all of thistanding stock of Aera. The aggregate purchase paid by AE-Japan was 5.73 billion
Japanese yen (approximately $44.0 million, baset @m exchange rate of 130:1), which the Compangdd from its available cash. In
connection with the acquisition, AE-Japan assunpguiaximately $34.0 million of Aera’s debt. Aera glips the semiconductor capital
equipment industry with product lines that inclutigital mass flow controllers, pressure-based rflagscontrollers, liquid mass flow
controllers, ultrasonic liquid flow meters and lidwapor delivery systems.

The Company believes that Aera provides ibwikey leadership position in the gas deliverykaband expands the Company’s offering
of critical sub-system solutions that enable tfespla-based manufacturing process used in the nemgaf semiconductors, as well as
providing improved access to potential Asian-bazestomers for the Company’s other products.

The acquisition was accounted for using thelpase method of accounting in accordance with SNASL41 and the operating results of
Aera are reflected in the accompanying consolidfitethcial statements prospectively from the ddteogjuisition. The tangible assets
acquired and liabilities assumed were recordedtihated fair values as determined by the Compamgisagement. Goodwill and other
intangible assets were recorded at estimated &hileg based upon independent appraisals.

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 8,40¢
Inventories 19,24:
Other current asse 53C
Fixed asset 13,38¢
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 excesslmse price over the estimated fair
value of tangible net assets acquired was allodatgdodwill and intangibles (see Note 1). In therth quarter of 2003, the Company
reviewed these assets for impairment under theigioms of SFAS No. 142. Based on this evaluationpgairment was not indicated. The
Company will continue to review these assets infitiere for impairment. The Company recognized apjpnately $1.4 million and
$3.0 million of amortization expense related to éingortizable intangibles acquired from Aera for yiears ended December 31, 2003 and
2002, respectively.

Had the acquisitions of Aera and Dressler geclion January 1, 2001, the pro forma, unaudaechbined results of operations for the
Company, Aera and Dressler for the year ended DieeeB1, 2001 would have generated revenue of appadely $267.8 million, net loss
approximately $50.1 million and basic and dilutess per share of $1.58. However, pro forma resmnésiot necessarily indicative of future
results. Pro forma results for the year ended Déeerdl, 2002 are not presented, as the differeetvecen the pro forma results and actual
results are not material.

EMCO —On January 2, 2001, EMCO, a publicly held, Longm@ulorado-based manufacturer of electronic anctr@mechanical
precision instruments for measuring and controltimgflow of liquids, steam and gases, was mergédawholly owned subsidiary of the
Company. The Company paid the EMCO shareholdefsinaan aggregate amount of approximately $30.0anilln connection with the
acquisition, the Company issued stock options talpase approximately 71,000 shares of its commmrkgbr the assumption of outstandi
fully vested options for EMCO common stock. The failue of
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the options granted was estimated by the Compasigguhe Black-Scholes option pricing model) tcalpgroximately $1.1 million.

The acquisition was accounted for using thelpase method of accounting, and the operatindtsestUEMCO are reflected in the
accompanying consolidated financial statementsgats/ely from the date of acquisition. The asseguired and liabilities assumed were
recorded based upon independent appraisals oaiheafues of the acquired property, plant and gapeint, identified intangible assets and

goodwill.

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 (405)
Other accrued expens (397
Deferred tax liability (85€)
$31,51%

|

There were no transactions between the ComaatyfeMCO prior to the combination. The excesslpase price over the estimated fair
value of tangible net assets acquired was allodatgdodwill and intangibles, which were amortize@001 over an average of a seven-year
life. In accordance with SFAS Nos. 141 and 142 ,Gbepany ceased amortization of goodwill on JandaB002. In the fourth quarter of
2003, the Company reviewed these assets for impairomder the provisions of SFAS No. 142. Basethiznevaluation, an impairment was
not indicated. The Company will continue to revithese assets in the future for impairment. The arnoiannual goodwill amortization,
which will no longer be recorded, is approximat$8;3 million.

(3) MARKETABLE SECURITIES

Marketable securities consisted of the follogvi

December 31

2003 2002

(In thousands)

Commercial pape $41,11% $ 65,25(
Municipal bonds and note 46,76: 34,10(
Institutional money marke 5,81¢ 2,80¢
$93,69: $102,15¢

I |

These marketable securities are stated aigerid market value. The commercial paper consigiggh credit quality, short-term money
market common and preferreds, with maturities setéates of 120 days or less.
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(4) ACCOUNTS RECEIVABLE — TRADE

Accounts receivable — trade consisted of thiewing:

Domestic
Foreign
Allowance for doubtful accoun

Total accounts receivab

(5) INVENTORIES

Inventories consisted of the following:

Parts and raw materie
Work in proces:
Finished good

Total inventories

Inventories include costs of materials, ditabbr and manufacturing overhead. Inventoriessahged at the lower of market or cost,

December 31

2003

2002

(In thousands)

$17,10(
41,35¢
(1,309)

$57,15¢

$16,47
27,37¢
(3,056)

$40,79;

December 31

2003

2002

(In thousands)

$47,12(
4,38¢
14,19¢
$65,70:

$40,14°
4,43¢
12,72¢
$57,30¢

computed on a first-in, first-out basis. Inventa@expensed as cost of sales upon recognitionvehree.

(6) PROPERTY AND EQUIPMENT

Property and equipment consisted of the fdtaw

Land

Buildings

Machinery and equipme

Computers and communication equipm
Furniture and fixture

Vehicles

Leasehold improvemen

Less— accumulated depreciatic

Total property and equipme

(7) NOTES PAYABLE

Notes payable consisted of the following:

December 31

2003 2002
(In thousands)
$ 5,66: $ 5,94¢
4,29: 7,128
36,03¢ 35,43:
24,324 18,87:
6,26¢ 5,66¢
1,36¢ 15¢
17,61¢ 11,08¢
95,57 84,28
(50,84%) (43,109
$ 44,72t $41,17¢
| |

December 31




2003 2002

(In thousands)

Revolving line of credit of $25,000,000, expiringa12004, interest at bank’s prime rate minus 1%,
(3.00% at December 31, 2003). Loan covenants peosgdtain financial restrictions related to working
capital, leverage, net worth, payment and dectamatf dividends and profitabilit $ — $ —
Senior borrowings (assumed in the acquisition aematuring serially through May 2007, interest a
1.5% to 3.1% at December 31, 2( 13,93 24,50:
(8,02¢) (14,509
$ 5,90¢ $ 9,99¢
I

Less— current portior
|

77




Table of Contents

Scheduled maturities of the Company’s seniordwings and convertible subordinated notes payg@de Note 8) are as follows at
December 31, 2003:

Convertible
Bank Loans Subordinated Notes Total

(In thousands)

2004 $ 8,02¢ $ — $ 8,02¢
2005 3,48¢ — 3,48¢
2006 2,09¢ 187,71t 189,81t
2007 328 — 32¢
Total $13,93¢ $187,71¢ $201,65:

L] | I

The Company is subject to covenants on isdihcredit that provide certain restrictions rethto working capital, leverage, net worth,
payment and declaration of dividends. The Compaay w compliance with these covenants at Decembe2(®3.

(8) CONVERTIBLE SUBORDINATED NOTES PAYABLE

In August 2001, the Company issued $125 nmiltb5.00% convertible subordinated notes. Thesesnmature September 1, 2006, with
interest payable on March 1st and September Jssaaf year beginning March 1, 2002. Net proceetlset@ompany were $121.25 million,
after deducting $3.75 million of offering costs, ialinhave been capitalized and are being amortigextiditional interest expense over a
period of five years. Holders of the notes may @vhthe notes at any time before maturity into ebanf the Company’s common stock at a
conversion rate of 33.5289 shares per each $1,006 gl amount of notes, equivalent to a convergidce of approximately $29.83 per
share. The conversion rate is subject to adjustineggrtain circumstances. The Company may redéemates, 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 1508eo€onversion price then in effect for at leadstrading days within a period of 30
consecutive trading days ending on the tradingtadgre the date of mailing of the provisional regéion 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, lkeamount 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 deryding on the day prior to the redemption date. Tampany will be obligated to make an
additional payment on all notes called for provigsioredemption. The Company may also redeem thesriaam September 4, 2004 through
August 31, 2005 at 102% times the principal amoinam September 1, 2005 through August 31, 200886 times the principal amount,
and thereafter at 100% of the principal amount. fibkes are subordinated to the Company’s presehpaiential future senior debt, and are
effectively subordinated in right of payment toiallebtedness and other liabilities of the Compsasybsidiaries. At December 31, 2003,
approximately $2.0 million of interest expense tedisto these notes was accrued as a currenttyabili

In November 1999, the Company issued $135anibf 5.25% convertible subordinated notes. Theges mature November 15, 2006,
with interest payable on May 15th and November Eaith year beginning May 15, 2000. Net proceedisea@Company 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 @fcE03.00% of the principal
amount, and may redeem at successively lesser aseneafter until November 15, 2006, at whichetitthe Company may redeem at a
redemption price equal to the principal amountDAtember 31, 2003, approximately $400,000 of isteggpense related to these notes was
accrued as a current liability.

In October and November 2000, the Companyrodyased an aggregate of approximately $53.4 mipiamcipal amount of its 5.25%
convertible subordinated notes in the open maf&eg cost of approximately $40.8 million.
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In October and November 2002, the Companyradyased approximately $15.4 million and $3.5 millfrincipal amounts of its 5.25%
and 5.00% convertible subordinated notes, respsgtiThese purchases were made in the open méoketcost of approximately
$14.5 million, resulting in a pre-tax gain of $4n#llion. At December 31, 2003 and 2002, approxirya$66.2 million and $121.5 million
principal amounts of the 5.25% and 5.00% notes im@daoutstanding.

The Company may continue to purchase additiooi@s 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 provision of $11.8 million (B represents an effective rate of negative 3&%& @ffective income tax rate reflects the
establishment of a valuation allowance againsQbmpany’s deferred tax assets as discussed belmvin€ome tax benefit of $22.3 million
for 2002 represents an effective rate of 35%. Teeme tax benefit of $17.4 million for 2001 represel an effective rate of 36%. The
provision (benefit) for income taxes for the yeansled December 31, 2003, 2002 and 2001 were asvioll

December 31

2003 2002 2001

(In thousands)

Federal $ 8,43 $(18,57%) $(17,46¢)
State and loce 784 (2,179 (469)
Foreign taxe: 2,58( (1,540 49¢
$11,80: $(22,297) $(17,447)
| | |
Current $ 5,372 $(15,40%) $(13,467)
Deferred 6,42¢ (6,88¢) (3,979
$11,80: $(22,297) $(17,447)
| | |

The following reconciles the Company’s effeettax rate to the federal statutory rate for tharg ended December 31, 2003, 2002 and
2001:

December 31

2003 2002 2001

(In thousands)

Income tax benefit per federal statutory 1 $(11,359) $(22,297) $(17,13%)
State income taxes, net of federal deduc (1,329 (1,419 (1,259
Foreign sales corporatic (350 (262) (68¢)
Nondeductible intangible and goodwill amortizat 98 18z 2,81¢
Other permanent items, r (45€) 76C (1,716
Effect of foreign taxe (339 (272 2
Change in valuation allowan: 29,13( 1,25¢ 79C
Tax credits and other iten (3,606 (250 (250
$11,80: $(22,299) $(17,44)
| I I
The Company’s deferred income tax assetsiahiities are summarized as follows:
December 31,
2003 2002
(In thousands)
Current
Employee bonuses and commissi $ 314 $ 401
Warranty reserv 2,46: 3,291
Bad debt reserv 53z 1,131



Vacation accrue

Restructuring accrui

Obsolete and excess inventt

Net operating loss and tax credit carryforw
Other

Valuation allowanct

Net Curren
Long-term
Net operating loss and tax credit carryforw
Accumulated other comprehensive inca
Depreciation and amortizatic
Other, ne
Valuation allowanct

80¢€
1,222
4,09:
98¢
(10,419

38,24¢
(5,462
(7,899
3,34(
(32,89¢)

$ (4,679

79

1,077
2,09¢
8,16¢
6,67(

401

(5,725)

17,51(
(75€)
(6,777)
5,67¢
(6,80%)

$(8,669)
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The following reconciles the change in thedeferred income tax asset from December 31, 20@tember 31, 2003, to the deferred
income tax benefit:

2003
(In thousands)
Net change in deferred income tax asset from theeuling tablt $13,51¢
Net change in deferred tax liabilities associatét ¥oreign currency fluctuatio (2,389
Increase in deferred tax liabilities associatedhwiher comprehensive incor (4,709
Deferred income tax provision for the per $ 6,42¢
|

During 2003, the Company recorded valuatibtomances against certain of its United States areidn net deferred tax assets in
jurisdictions where the Company has incurred sigaift losses (see Note 1). If the Company genefatese taxable income, or should 1
Company be able to conclude that sufficient taxaldeme is reasonably assured based on profitgd@eations, in the appropriate tax
jurisdictions, against which these tax attributes/he applied, some portion or all of the valuastiowance will be reversed anc
corresponding reduction in income tax expensehelteported in future periods. A portion of theuadion allowance relates to the benefit
from stock-based compensation. Any reversal ofatén allowance from this item will be reflectedaasomponent of stockholders’ equity.
When recording acquisitions, the Company has rexbvéluation allowances against certain deferne@ssets due to the uncertainty related
to the realization of those deferred tax assets.arhount of deferred tax assets considered reldimmbubject to adjustment in future periods
if estimates of future taxable income are changedersals of valuation allowances recorded in paseraccounting will be reflected as a
reduction of goodwill in the period of reversal.

As of December 31, 2003, the Company had ssgiederal net operating loss, alternative mininiaxncredit and research and
development credit carryforwards of approximatedp $nillion, $2 million and $4 million, respectivelwhich may be available to offset
future federal income tax liabilities. The fedemnat operating loss and research and developmetit ceeryforwards expire at various dates
through December 31, 2023, the alternative mininaxcredit carryforward has no expiration dateadidition, as of December 31, 2003, the
Company had a gross foreign net operating losgfoaward of $11 million, which may be availabledtfiset future foreign income tax
liabilities and expire at various dates through &eber 31, 2008.

The domestic versus foreign component of tam@any’s net loss before income taxes for the yeaded December 31, 2003, 2002 and
2001, was as follows:

December 31

2003 2002 2001
(In thousands)
Domestic $(35,137) $(60,07() $(50,37%)
Foreign 2,697 (3,629 1,41z
$(32,44() $(63,697) $(48,96%)
| | |

(10) RETIREMENT PLANS

The Company has 401(k) profit sharing plangtvicover most full-time employees age eighteeolder. Participants may defer up to the
maximum amount allowed as determined by law. Apetits are immediately vested in their contribugion

The Company may make discretionary contrimstibased on corporate financial results. In 2084 Qompany’s contributions for
participants in its 401(k) Plans was 50% matchingontributions by employees up to 6% of the emgdéds/compensation. In 2002, as pai
its cost reduction measures, the Company reduseaittributions to 10% matching on contributionsbyployees up to 6% of the
employee’s compensation. In 2003, the Company &s&e@ its matching contributions to 25% matchingamtributions by employees up to
6% of the employee’s compensation. The Companya tomntributions to the plans were approximaté®3000, $272,000 and $1,433,000
for the years ended December 31, 2003, 2002 antl, 286pectively. Vesting in the profit sharing adnition account is based on years of
service, with most participants fully vested aftaur years of credited service.
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(11) COMMITMENTS AND CONTINGENCIES

The Company has committed to advance up ®®ilion to a privately held company in exchangedn exclusive intellectual property
license. At December 31, 2003, approximately $500fas been advanced under this agreement andsexpas research and development
costs. The amount and timing of this advance iedéent upon the privately held company achievintagebusiness development
milestones.

The Company has committed to purchase appairi;n$13.3 million of parts, components and suiradies from various suppliers in
2004. These inventory purchase obligations cons$istinimum purchase commitments to ensure the Campas an adequate supply of
critical components to meet the demand of its austs. The Company believes that these purchase itorants will be consumed in its on-
going operations during 2004.

DISPUTES AND LEGAL ACTION

The Company is involved in disputes and legdibns arising in the normal course of its businéBstorically, the Company’s most
significant legal actions have involved the applmaof patent law to complex technologies andliattual property. The determination of
whether such technologies infringe upon the Comisamryother’s patents is highly subjective. Thigthlevel of subjectivity introduces
substantial additional risk with regard to the ome of the Company’s disputes and legal actiorsedlto intellectual property. While the
Company currently believes that the amount of dtignate potential loss would not be material to @@mpany'’s financial position, the
outcome of these actions is inherently difficulpredict. In the event of an adverse outcome, lfiraate potential loss could have a material
adverse effect on the Compasyinancial position or reported results of openagiin a particular period. An unfavorable decisjgarticularly
in patent litigation, could require material chasigie production processes and products or restitsrCompanys inability to ship products «
components found to have violated third-party patiggits. The Company accrues loss contingenciesimection with its litigation when it
is probable that a loss has occurred and the anoduhé loss can be reasonably estimated.

In April 2003, the Company filed a claim iretbinited States District Court for the District@blorado seeking a declaratory ruling that its
new plasma source products Xstream™ With Activeddiaig Network™ (“Xstream Products”) are not in @tbn of U.S. Patents held by
MKS. This case was transferred by the Coloradotdouhe United States District Court for the digtof Delaware for consolidation with a
patent infringement suit filed in that court by MiS&May 2003, alleging that the Company’s Xstreamd®cts infringe five patents held by
MKS. The Company believes that the Delaware cauits May 2002 judgment in prior litigation betwethe Company and MKS, clearly
defined the limits of the MKS technology. The Comypapecifically designed its Xstream Products ndhfringe MKS'’s patents, with the
advice of a team of independent experts. In Febra@®4, the Delaware court restated its rulingshenconstruction of claims in the MKS
patents consistent with its holding in the pritightion. The Company intends to defend vigoroagjginst the MKS complaint. The current
patent case has been set for trial in July 2004.

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 fatdiKS in a patent-infringement suit in which ther@pany was the defendant. The
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 alepé subject to the litigation expire. Under thiélement agreement, royalties payable to v
from sales of the related product were not matériahy of the periods presented.

On September 17, 2001, Sierra Applied Scierloesfiled for declaratory judgment asking theSUDistrict Court for the District of
Colorado to rule that their products did not infignthe Company’s U.S. patent no. 5,718,813 andliegtatent was invalid. On March 24,
2003, the Court granted the Company’s motion tondis the case for lack of subject matter jurisdittiSierra has appealed the ruling of
dismissal, and the decision on Sierra’s appeal tlwrCourt of Appeals for the Federal Circuit ingheig. The Company believes that, were
the ruling of dismissal to be reversed and Sierckdsn reinstated and tried, the validity of then@any’s patent will be upheld and Sierra’s
products would be adjudged to infringe.
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CAPITAL LEASES

The Company finances a portion of its propartg equipment under capital lease obligationstatést rates of approximately 3%. The
future minimum lease payments under capitalizesdeadbligations as of December 31, 2003 are asAfsilo

(In thousands)

2004 $ 571
2005 157
2006 87
2007 22
2008 5
Total minimum lease paymer 842

Less-- amount representing intere (25)

Less-- current portior (559)

$ 263

|

OPERATING LEASES

The Company has various operating leasesuton@obiles, equipment, and office and productiailifees (see Note 13). Lease expense

under operating leases was approximately $6,277#8293,000 and $5,770,000 for the years endedibeer 31, 2003, 2002 and 2001,
respectively.

The future minimum rental payments requiredarmoncancelable operating leases as of Decemb@083 are as follows:

(In thousands)

2004 $ 6,57(
2005 5,56(
2006 4,69(
2007 3,927
2008 3,38¢
Thereaftel 11,95¢
$36,09(

[ |

(12) INDUSTRY SEGMENT, FOREIGN OPERATIONS AND MAJOR CUSTOMER

The Company has operations in the U.S., EuampeAsia Pacific. The following is a summary of tfompany’s operations by region:

Years Ended December 31

2003 2002 2001
(In thousands)
Sales:
Originating in U.S. and sold to domestic custon $ 124,12¢ $ 141,63 $124,74¢
Originating in U.S. and sold to foreign custom 35,50¢ 24,60 19,681
Originating in Europe and sold to domestic custa 57 2,10¢ —
Originating in Europe and sold to foreign custon 24,49 18,67 18,23¢
Originating in Asia Pacific and sold to foreign turmers 78,21¢ 51,87 30,92¢
$ 262,40: $ 238,89¢ $193,60(
| | L]
Loss from operation:
u.S. $ (27,639 $ (57,30 $(47,53)
Europe 55¢ (725) 1,515
Asia Pacific 4,811 1,86¢ 1,157
Intercompany elimination (869) (5,820 (2,029

$ (23,13 $ (61,989 $(46,887)



Identifiable assets

u.S. $ 424,66: $ 498,90t
Europe 48,15( 41,48¢
Asia Pacific 210,58! 137,29!
Intercompany elimination (268,66 (221,95)
$414,73: $ 455,73!

| |

Intercompany sales among the Company’s gebarapeas are recorded on the basis of intercompeaogs established by the Company.
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The Company has a major customer (sales iessxaf 10% of total sales) that is a manufactureemiconductor capital equipment. Sales
to this customer accounted for the following petages of sales for the years ended December 38, 2002 and 2001.:

December 31

2003 2002 2001

Applied Materials, Inc 2% 27% 24%

The Company had trade accounts receivable finisrcustomer of approximately $6.1 million adDefcember 31, 2003, which was
approximately 11% of the Company'’s total trade aote receivable. The Company had no other tradeusits receivable from any
customers in excess of 10% of its total trade actsoreceivable as of December 31, 2003.

(13) RELATED PARTY TRANSACTIONS

The Company leases its executive offices aadufacturing facilities in Fort Collins, Coloradmin two limited liability partnerships. The
ownership of these limited liability partnershipmsists of a director of the Company who is alsoféicer and other individuals unrelated to
the Company. The leases relating to these spapé® éx 2009, 2011 and 2016, and contain monthjymEnts of approximately $85,000,
$67,000 and $83,000, respectively.

Approximately $2,779,000, $2,660,000 and $2,220 was paid and charged to rent expense atihlaito these leases for the years endec
December 31, 2003, 2002 and 2001, 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 a parcel of land in Colorado. Approxiaha $156,000 was paid and charged to
operating expense attributable to this agreemerddoh of the years ended December 31, 2003 ariti 200

The Company leases, for business purposes)dominium owned by a partnership of certain stotdérs. The Company paid the
partnership $60,000, $67,000 and $47,000 in 20032 2nd 2001, respectively. In February 2004, l#dse agreement was terminated.

The Company charters aircraft from time toetifrom companies owned by a certain stockholderodficer. Aggregate payments for the
use of such aircraft were $6,000, $103,000 anch&D03, 2002 and 2001, respectively.

(14) CONCENTRATIONS OF CREDIT RISK

FORWARD CONTRACTS Fhe Company, including its subsidiaries, enters foteign currency forward contracts with countetigs to
mitigate foreign currency exposure from foreignrency denominated trade purchases and interconrmgaejvables and payables. These
derivative instruments are not held for tradingpeculative purposes.

To the extent that changes occur in currexch&nge rates, the Company is exposed to markebmists open derivative instruments. This
market risk exposure is generally offset by thengailoss recognized upon the translation of @dérpurchases and intercompany receivables
and payables. Foreign currency forward contragsatered into with major commercial U.S., Japaa@seGerman banks that have high
credit ratings, and the Company does not expeatdhaterparties to fail to meet their obligatiomsler outstanding contracts. Foreign
currency gains and losses under these arrangearent®t deferred. The Company generally entersfamagn currency forward contracts
with maturities ranging from one to eight month&hveontracts outstanding at December 31, 2003 nimgtthrough March 2004. The
Company did not seek specific hedge accountingrivesat for its foreign currency forward contracts.
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At December 31, 2003, the Company held theviehg foreign currency forward contracts to buySUdollars and sell various foreign
currencies:

Market

Notional Settlement Unrealized

Amounts Amounts (Loss)/Gain

Japanese yen contra $ 3,500,001 $ 3,650,001 $(150,000)
Euro contrac 200,00( 222,00( (22,000
Taiwanese dollar contra 4,000,001 3,992,001 8,00(
Chinese yuan contra 2,500,001 2,496,001 4,00(
Balance at December 31, 2C $10,200,00 $10,360,00 $(160,000)
| | |

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 receivablefareign 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 collateBdcause 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.

(15) STOCK PLANS

Prior to May 7, 2003 the Company had five ktbased compensation plans. On May 7, 2003 the @owip stockholders approved the
2003 Stock Option Plan (the “2003 Plan”), the 206@3-Employee Directors’ Stock Option Plan (the “3@irectors’ Plan”) and an
amendment to the Employee Stock Purchase Plan PBSP

The 2003 Plan provides for the issuance abu$250,000 shares of common stock. Shares masbed under the 2003 Plan on exercise
of incentive stock options or non-qualified stogkions granted under the 2003 Plan or as restrattek awards. Stock appreciation rights
may also be granted under the 2003 Plan, and #reshepresented by the stock appreciation rigiitbevdeducted from shares issuable
under the 2003 Plan. The exercise price of incergtack options and non-qualified stock options matybe less than the market value of the
Company’s common stock on the date of grant. Tha@amy has the discretion to determine the vestangpg@ of options granted under the
2003 Plan, however option grants will generallyt\mser four years, contingent upon the optionedinamg to be an employee, director or
consultant of the Company. As of December 31, 2@0Broximately 2.4 million shares of common stoekevavailable for grant under this
plan.

The 2003 Directors’ Plan provides for the @ste of up to 150,000 shares of common stock upmestercise of non-qualified stock
options granted under the 2003 Directors’ Plan. &kercise price of options granted under the 20i@8cibrs’ Plan may not be less than the
market value of the Company’s common stock on #te df grant. Non-employee directors are automigtigeanted an option to purchase
15,000 shares on the first date elected or appbadea member of the Company’s board, and 5,00@sloa any date re-elected as a member
of the board. Options granted on the date firsttetbor appointed as a member of the Company’sboanediately vest as to orleird of the
shares subject to the grant, then another one-thirglch of the first two anniversaries of the dg#mted, provided the optionee continues to
be a director. Options granted upon re-electionrareediately exercisable. As of December 31, 20@5,000 shares of common stock were
available for grant under this plan.

1995 EMPLOYEE STOCK OPTION PLANTFhe Company’s 1995 Employee Stock Option Plan teated upon stockholder approval of
the 2003 Plan, however existing stock options antéihg under the 1995 Employee Stock Option Plarane outstanding according to their
original terms. At December
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31, 2003, options to purchase approximatelyn@llion shares of common stock remained outstagdinder this plan.

NON-EMPLOYEE DIRECTORS STOCK OPTION PLANRe Company’s Non-Employee Directors Stock OptitanRerminated upon
stockholder approval of the 2003 Directors’ Plamyhver existing stock options outstanding undemMtbe-Employee Directors Stock Option
Plan remain outstanding according to their origteains. At December 31, 2003, options to purchapecximately 80,000 shares of common
stock remained outstanding under this plan.

2002 EMPLOYEE STOCK OPTION PLANIR-2002, the Company adopted the 2002 EmployeekSdption Plan (the “2002 Option
Plan™). The 2002 Option Plan is a broad-based fdaemployees and consultants in which executifieaf and directors of the Company
are not allowed to participate. The board of dwexturrently administers the plan, and makeseaisions concerning which employees and
consultants are granted options, how many to goaeach optionee, when options are granted, howldreshould be properly interpreted,
whether to amend or terminate the plan, and whethéelegate administration of the plan to a corteaitThe 2002 Option Plan allows
issuance of only non-qualified options. The exergsce of the options shall not be less than 100%e stocks fair market value on the de
of grant, and the options vest over four years. dptens are exercisable for ten years from the dagrant. The Company has reserved up to
600,000 shares of common stock under the plan2082 Option Plan will expire in January 2012, usl#®e administrator of the plan
terminates it earlier. At December 31, 2003, apjmnately 142,000 shares of common stock were aMail@n grant under this plan.

2001 EMPLOYEE STOCK OPTION PLANIR-2001, the Company adopted the 2001 EmployeekSdption Plan (the “2001 Option
Plan”). The 2001 Option Plan is a broad-based faaemployees and consultants in which executifieexs and directors of the Company
are not allowed to participate. The board of dwexturrently administers the plan, and makeseaisions concerning which employees and
consultants are granted options, how many to doaeach optionee, when options are granted, howlreshould be properly interpreted,
whether to amend or terminate the plan, and whethéelegate administration of the plan to a corteaitThe 2001 Option Plan allows
issuance of only non-qualified options. The exergisce of the options shall not be less than 100%e stocks fair market value on the de
of grant, and the options vest over four years. dpiteons are exercisable for ten years from the dagrant. The Company has reserved up to
600,000 shares of common stock under the plan208& Option Plan will expire in January 2011, usl#® administrator of the plan
terminates it earlier. At December 31, 2003, apipnaxely 137,000 shares of common stock were avaiffo grant under this plan.

EMPLOYEE STOCK PURCHASE PLANIr-September 1995, stockholders approved an emplsigek purchase plan (the “ESPP”)
covering an aggregate of 200,000 shares of commegk.<On May 7, 2003, the Company’s stockholdepgraved an amendment to increase
the number of common shares reserved for issuamder the plan from 200,000 shares to 400,000 sharmeployees are eligible to
participate in the ESPP if employed by the Compfanyt least 20 hours per week during at leastifinamths per calendar year. Participating
employees may have up to 15% (subject to a 5%dtmit set by the Company) of their earnings or aimam of $1,250 per six-month
period withheld pursuant to the ESPP. The purchdse of common stock purchased under the ESPéuisl €0 85% of the lower of the fair
value on the commencement date of each offeriniggher the relevant purchase date. During 2003220 2001, employees purchased an
aggregate of approximately 73,000, 54,000 and 88sbares of common stock under the ESPP, resplgctieDecember 31, 2003,
approximately 155,000 shares remained availabléufare issuance.

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 atmady outstanding at exercise prices below faline. Under this agreement, 29,700 and
34,250 of such options were granted in 1999 and 2@3pectively. These options result in the Corgpanognizing approximately
$2.1 million as compensation expense over the year-vesting period of the options. Compensatiqgease of $482,000, $518,000 and
$526,000 was recognized in 2003, 2002 and 200fiectisely. These amounts
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are presented as a reduction of stockholders’ ygiitDecember 31, 2003, approximately $60,000af€ded compensation remained
outstanding and will be recognized as expensedtiitst quarter of 2004. During 2002, options toghase approximately 15,000 shares u
this plan were forfeited as a result of terminagicand the related deferred compensation of $34\@30reversed.

The following summarizes the activity relatitwgoptions for the years ended December 31, 200& and 2001;

2003 2002 2001
(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 pel 3,47¢ $23.1¢ 2,10¢ $25.07 1,71¢ $23.3¢
Granted 1,79( 14.6¢ 1,92( 21.7: 84E 25.6¢
Exercisec (352) 9.8¢ (11¢) 11.7C (273) 12.1:
Terminatec (993) 25.2¢ (43%) 29.02 (183 31.22
Options outstanding at end of per 3,92( 19.9¢ 3,47¢ 23.1¢ 2,10¢ 25.07
L] L] L]
Options exercisable at end of per 1,23( 25.5( 1,23¢ 23.2¢ 93¢ 20.4¢
| | |
Weighted-average fair value of options granted
during the period $ 7.8¢ $ 12.5¢ $ 25.61
| | |
Price range of outstanding optic $0.67- $60.7! $0.67- $60.7¢ $0.67- $60.7¢
L] L] L]
Price range of options terminat $0.83- $60.7! $0.83- $60.7! $7.50- $60.7¢
| | |
Non-employee directors stock opti—
Options outstanding at beginning of per 11z $22.64 90 $26.92 75 $27.2¢
Granted 25 10.67 22 15.5¢ 15 24.4¢4
Exercisec (8 6.7¢% — — — —
Terminatec (25) 30.9( — — — —
Options outstanding at end of per 104 19.0C 112 22.6¢ 90 26.92
| | |
Options exercisable at end of per 8C 21.91 62 22.2¢ 45 16.97
L] L] L]
Weighted-average fair value of options granted
during the periot $ 7.8¢ $ 11.3¢ $ 24.8¢
L] L] L]
Price range of outstanding optic $6.13- $60.7¢ $6.13- $64.9< $6.13- $64.9<
| | |
Price range of options terminat $6.13- $64.9¢ $ — $ —
L] L]

SFAS No. 123 defines a fair value based metfi@tcounting for employee stock options or simélquity instruments. However, SFAS
No. 123 allows the continued measurement of cormgi@mscost for such plans using the intrinsic vddased method prescribed by A
No. 25, provided that pro forma disclosures areerachet income or loss and net income or losspare, assuming the fair value ba
method of SFAS No. 123 had been applied. The Cognpas elected to account for employee stock-bageubensation plans under APB
No. 25, under which compensation expense, if anggéognized based on the intrinsic value of samtlons and other stock awards, gene
measured at the date of grant (see Note 1).

The total fair value of options granted wampated to be approximately $14.3 million, $24.4liol and $17.7 million for the years enc
December 31, 2003, 2002 and 2001, respectivelys&’heounts are amortized ratably over the vestnigg of the options. During the
fourth quarter of 2003, the Company revised itsresed expected lives for options granted in 2063 2002.
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The following table summarizes information abthe stock options outstanding at December 32320

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 $2.1 1,00(¢ 0.4 year: $ 1.45 1,00C $ 1.4z
$2.53t0 $7.6 439,00( 8.7years $ 7.3Z 41,00( $ 4.5
$7.62 to $9.1 721,00( 8.1 years $ 8.4¢ 149,00( $ 8.2C
$9.53t0 $17.8 675,00( 7.5 year: $15.9¢ 310,00t $15.1¢
$18.00 to $18.5 122,00( 7.8 year: $18.01 58,00( $18.0(
$19.24 to $19.2 495,00( 9.6 year: $19.2¢ — —
$21.16 to $22.5 401,00( 9.6 year: $22.4¢ 8,00( $21.7¢
$23.67 to $28.1 432,00( 7.3 year: $25.8¢ 262,00( $26.3:-
$28.55 to $38.5 555,00( 7.7 years $35.1¢ 314,00( $34.5¢
$40.00 to $60.7 183,00( 6.2 year: $48.4¢ 167,00( $48.1:
4,024,001 8.2 year: $19.9¢ 1,310,001 $25.2¢
| | | | |

(16) 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 {éate 14). The fair values of cash, trade recédsltrade payables and short-term debt
approximate the carrying values due to the shont-teature of these instruments. Marketable seesrire stated at fair value (see Note 3). At
December 31, 2003 and 2002, the carrying valueraf-term debt was $201.7 million and $212.2 millim@spectively. The carrying value of
senior borrowings approximates their fair value tuthe variable interest rates associated wittbtireowings. At December 31, 2003, the
estimated fair value of the Company’s 5.25% corilkersubordinated notes that are due Novemberd®;,2vas approximately
$65.7 million, compared to a book value of $66.8iam. The estimated fair value of the Company8®% convertible subordinated notes
that are due September 1, 2006, was approximat&9.8 million, compared to a book value of $121ibion.

(17) QUARTERLY FINANCIAL DATA — Unaudited

The following table presents unaudited quiyrtiénancial data for each of the eight quartershia period ended December 31, 2003. 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 reeréyg indicative of results for any subsequeniqakr

Quarters Ended

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

2002 2002 2002 2002 2003 2003 2003 2003

(In thousands, except per share date

Sales $42,887 $67,89: $70,67: $ 57,44« $56,15¢ $62,94¢ $68,567 $74,73:
Gross profit 13,37 24,31:  26,60( 4,47¢ 17,95( 20,27: 23,09¢ 26,63
(Loss) income from operatiol (11,429 (9,330 (5,789 (35,449 (10,885 (6,825 (5,747 31¢
Net loss $ (8,729 $(5,139) $(5,580 $(21,957) $ (8,590) $(5,774) $(27,439) $(2,439)
I | | | | I I |
Basic and diluted loss per shi $ (0.27) $ (0.1¢) $ (0.1 $ (06E $ (0.279) $ (0.1 $ (0.8 $ (0.08¢
I | | | | I I |

The Company had a loss in the fourth quatt@062 of $22.0 million. Pretax charges recordeddst of sales 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
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recorded charges for uncollectible accounts rebéévaf $1.6 million, restructuring of $5.8 milliaand an impairment of marketable securities
of $1.6 million (see Note 1). The Company had a lais$27.4 million in the third quarter of 2003. g this quarter the Company recorde
valuation allowance against certain of its U.S. fordign net deferred tax assets in jurisdictiofmere significant losses have been recogn

ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

SCHEDULE Il — VALUATION AND QUALIFYING ACCOUNTS

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

(In thousands)

Year ended December 31, 20!

Inventory obsolescence rese $ 2,25¢ $ 18C $6,412 $ 3,214 $ 5,631
Allowance for doubtful accoun 784 10C 282 117 1,04¢
$ 3,037 $ 28C $6,694 $ 3,331 $ 6,68(
| | | | 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¢
| | | | I

Year ended December 31, 20!

Inventory obsolescence rese $20,41¢ $ — $3,01¢ $13,94¢ $ 9,491
Allowance for doubtful accoun 3,05¢ — (429 1,32¢ 1,30
$23,47¢ $ — $2,581 $15,26¢ $10,79¢

| | | | I

ITEM 9. CHANGE IN AND DISAGREEMENTS WITH ACCOUNTANT S ON ACCOUNTING AND FINANCIAL DISCLOSURES
Not applicable.
ITEM 9.A. CONTROLS AND PROCEDURES

Evaluation of disclosure controls and proceduirhe principal executive and financial officergiewed and evaluated Advanced Energy’s
disclosure controls and procedures (as definekah&hge Act Rule 13a-15(e)) as of December 31, 2BA8ed on that evaluation, the
principal executive and financial officers conclddbat Advanced Energy’s disclosure controls amt@dures are effective in timely
providing them with material information relating Advanced Energy, as required to be discloseddénéports Advanced Energy files under
the Exchange Act.

Changes in internal controls: There were gaificant changes in Advanced Energy’s internaltama over financial reporting or other
factors that could significantly affect those coigrsubsequent to the date of Advanced Energy’kiatian, including any corrective actions
with regard to significant deficiencies and mateniaaknesses.
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PART Il

In accordance with General Instruction G(3Fofm 10-K, the information required by this Pdirid incorporated by reference to
Advanced Energy’s definitive proxy statement reigtio its 2004 Annual Meeting of Stockholders (tB@04 Proxy Statement”), as set forth
below. The 2004 Proxy Statement will be filed wittle Securities and Exchange Commission within 18@& @fter the end of 2003.

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT

The information set forth in the 2004 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.

We have adopted a Code of Ethical Conductapplies to our directors. In addition, we havemdd a Code of Ethical Conduct for our
executives, managers and finance employees whipbses additional standards. These Codes of Efimadiuct are available through our
website at www.advanced-energy.com. Informationtaioed on the website is not part of this repdnivd grant any waiver of either code
with respect to the conduct of executive officarglioectors, we will publicly disclose such waivas required by applicable law.

ITEM 11. EXECUTIVE COMPENSATION
The information set forth in the 2004 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 2004 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 2004 Proxgt8iment under the caption “Certain TransactionB iidinagement” is incorporated herein by
reference.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information set forth in the 2004 Proxgt8ent under the caption “Fees Billed by IndepetBeblic Accountants” is incorporated
herein by reference.
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PART IV

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

page
(&) The following documents are included as pathsf Form 1-K:
1. Financial Statement
Report of KPMG LLF 54
Report of Arthur Andersen LL 56
Consolidated Financial Statemer
Balance Sheets at December 31, 2003 and 57
Statements of Operations for each of the threesyiaahe period ended December 31, 2 59
Statements of Stockhold’ Equity for each of the three years in the periodeehDecember 31, 20( 60
Statements of Cash Flows for each of the threesyiaghe period ended December 31, 2 61
Notes to Consolidated Financial Stateme 62
2. Financial Statement Schedules for each of the §yeaes in the period ended December 31, -
Schedule —Valuation and Qualifying Accoun 88
3. Exhibits:
2.1 Agreement and Plan of Reorganization, dated asr 4, 1998, by and among Advanced Energy Indsstrie.,
Warpspeed, Inc. and RF Power Products, In
2.2 Stock Purchase Agreement dated November 16, 2@0dndbamong Advanced Energy Industries, Inc., Adedn
Energy Japan K.K., Aera Japan Limited and Certéickholders of Aera Japan Limited.|
2.3 Amendment No. 1 to Stock Purchase Agreement, dagegmber 25, 2001, by and among Advanced Energystrids,
Inc., Advanced Energy Japan K.K., Aera Japan Lithéted Certain Stockholders of Aera Japan Limitgc
2.4 Forms of Minority Stock Purchase Agreement
3.1 Restated Certificate of Incorporation, as amenddil
3.2 By-laws.(4)
4.1 Form of Specimen Certificate for Common Stock
4.2 Indenture dated November 1, 1999, by and betweate Street Bank and Trust Company of Californi#d.Nas trustee,
and Advanced Energy Industries, Inc. (includingrfaf 51/4% Convertible Subordinated Note due 2@8%
4.3 Indenture dated August 27, 2001, by and betweee Stacet Bank and Trust Company of California, Nas trustee,
and Advanced Energy Industries, Inc. (includingrfaf 5.00% Convertible Subordinated Note due Sepéarh, 2006).
(6)
4.4 Registration Rights Agreement, dated as of AuglsPR01, by and between Advanced Energy Industries, and
Goldman, Sachs and Co.|
4.5 The Registrant hereby agrees to furnish to the $pGn request, a copy of the instruments whichnaettie rights of
holders of long-term debt of Advanced Energy Indast Inc. None of such instruments not includeexsbits herein
represents lor-term debt in excess of 10% of the consolidated tmtsets of Advanced Energy Industries,
10.1 Loan and Security Agreement dated May 9, 2003,nayaanong Silicon Valley Bank, as a bank, and AdedrEnergy

Industries, Inc., as borrower.(1
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10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

21.1

23.1

24.1

31.1

31.2

32.1

32.2

Lease, dated June 12, 1984, amended June 11,M088d between Prospect Park East Partnership dwvanged
Energy Industries, Inc., for property located irmtRoollins, Colorado.(4

Lease, dated March 14, 1994, as amended, by aneéetSharp Point Properties, L.L.C., and Advanase &y
Industries, Inc., for property located in Fort @udl, Colorado.(4

Lease, dated May 19, 1995, by and between Shart Pmperties, L.L.C. and Advanced Energy Industriec., for a
building located in Fort Collins, Colorado.(

Form of Indemnification Agreement.(

1995 Stock Option Plan, as amended and restatedghri-ebruary 7, 2001.(7

1995 Nor-Employee Director Stock Option Plan, as amended and restated thieelgtuary 7, 2001.(7)
2003 Stock Option Plan.(14

2003 Nor-Employee Director Stock Option Plan.(14)

2001 Employee Stock Option Plan. (1«

2002 Employee Stock Option Plan.(1-

Lease dated March 20, 2000, by and between Shamp Properties, L.L.C. and Advanced Energy Indestrinc., for a
building located in Fort Collins, Colorado.(

Agreement and Plan of Reorganization, dated Apr@d®0, by and among Advanced Energy Industries, Moah
Holdings, Inc. and AE Cal Merger Sub, Inc.

Escrow and Indemnity Agreement, dated April 5, 2080and among Advanced Energy Industries, Ine.fohmer
stockholders of Noah Holdings, Inc. and Commergmdrow Services, Inc.(¢

Agreement and Plan of Reorganization, dated July2@Q0, by and among Advanced Energy Industries, Mercury
Merger Corporation, Sekidenko, Inc. and Dr. RayKs.(10)

Agreement and Plan of Reorganization, dated JUAPB0, amended and restated as of October 20, B§Ghd among
Advanced Energy Industries, Inc., Flow Acquisitidarporation, and Engineering Measurements Comphh)

License Agreement, dated January 3, 2003, by amthgradvanced Energy Industries, Inc., and APJed.(12)

Lease dated January 16, 2003, by and between Ghewt Wall Computer Shenzhen Co., Ltd. Great Wiallited and
Advanced Energy Industries (Shenzhen) Co., Ltdafbuilding located in Shenzhen, Ch

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

Certification of the Chief Executive Officer Pursitiao Rule 13a-14(a) under the Securities Exchawef 1934, as
adopted pursuant to Section 302 of the Sart-Oxley Act of 2002

Certification of the Chief Financial Officer Pursido Rule 13a-14(a) under the Securities Exchawaef 1934, as
adopted pursuant to Section 302 of the Sart-Oxley Act of 2002

Certification of the Chief Executive Officer Pursiido 18 U.S.C. Section 1350, as adopted pursoadéttion 906 of
the Sarban«-Oxley Act of 200z

Certification of the Chief Financial Officer Pursudo 18 U.S.C. Section 1350, as adopted pursoabecttion 906 of the
Sarbane-Oxley Act of 200z

(b) Reports on Form 8-K

We filed the following report on Form-K:
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(i) We filed with the Securities and Exchange CommissicCurrent Report on Form 8-K on October 16, 200@irnish under Item 12 our
press release announcing our results of operafiiorike thre- and nin-month periods ended September 30, 2

1)

()

(3)
(4)

()

(6)
(7)

(8)

(9)
(10)

(11)

(12)

(13)

(14)

*

+

Incorporated by reference to the Registrant’sr@ug Report on Form 10-Q for the quarter endeakJ80, 1998 (File No. 000-26966),
filed August 7, 1998

Incorporated by reference to the Registrant’si®eggion Statement on Form S-3 (File No. 333-737#&d February 8, 2002, as
amended

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

Incorporated by reference to the Registrant’si®egfion Statement on Form S-1 (File No. 33-9718R)d September 20, 1995, as
amended

Incorporated by reference to the Registrant’suafiReport on Form 10-K for the year ended DecerBhed 999 (File No. 00@6966)
filed March 20, 2000

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 Registrant’sr€@ulgt Report on Form 10-Q for the quarter endeadid@1, 2001 (File No. 000-
26966), filed May 9, 200

Incorporated by reference to the Registrant’suafiReport on Form 10-K for the year ended DecerBheP000 (File No. 00@6966)
filed March 27, 2001

Incorporated by reference to the Regis’s Registration Statement on For-3 (File No. 33-37378), filed May 19, 200(

Incorporated by reference to the Registrant’sr€@ulgt Report on Form 10-Q for the quarter endeakeJ80, 2000 (File No. 000-26966),
filed August 4, 200C

Incorporated by reference to the Registrant’sr€@ulg Report on Form 10-Q for the quarter endept&aber 30, 2000 (File No. 000-
26966), filed October 30, 200

Incorporated by reference to the Registrant’suaiiReport on Form 10-K for the year ended DecerBheR002 (File No. 00@6966)
Filed March 27, 200z

Incorporated by reference to the Registrant’sr@ulg Report on Form 10-Q for the quarter endenkJ80, 2003 (File No. 000-26966),
Filed August 13, 200:

Incorporated by reference to the Registrant’sr€@ulgt Report on Form 10-Q for the quarter endept&aber 30, 2003 (File No. 000-
26966), Filed November 4, 20C

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, tkegiRrant has duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized.

ADVANCED ENERGY INDUSTRIES, INC

(Registrant

/sl Douglas S. Scha

Douglas S. Schatz
Chief Executive Officer, President and ChairmaihefBoarc

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 lawftdratey-in-fact with authority to execute in the rapf each such person, and to file with the
Securities and Exchange Commission, together waghexhibits thereto and other documents therewitly,and all amendments to this
Annual Report on Form 10-K necessary or advisabkngable the registrant to comply with the Seasittxchange Act of 1934, as amended,
and any rules, regulations and requirements oStwurities and Exchange Commission in respectdRaemhich 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 sidnbolv by the following persons on behalf
of the registrant and in the capacities and ord#tes indicated.

Signatures Title Date
/sl Douglas S. Schatz Chief Executive Officer, President and Chairmaihef February 24, 2004
Board (Principal Executive Officer)

Douglas S. Scha

/sl Michael El-Hillow Executive Vice President and Chief Financial Office February 24, 2004
(Principal Financial Officer and Principal Accourdi

Michael E-Hillow Officer)

/sl Richard P. Beck Director February 24, 2004

Richard P. Becl

/sl Robert L. Bratter Director February 24, 2004

Robert L. Bratte

/sl Arthur A. Noeth Director February 24, 2004

Arthur A. Noeth

/sl Elwood Spedden Director February 24, 2004

Elwood Spedde

/sl Gerald Starek Director February 24, 2004

Gerald Starel
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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

10.10

10.11

INDEX TO EXHIBITS

Agreement and Plan of Reorganization, dated asre# 1, 1998, by and among Advanced Energy Indsstrie.,
Warpspeed, Inc. and RF Power Products, In

Stock Purchase Agreement dated November 16, 2@Cdnd among Advanced Energy Industries, Inc., AdedrEnergy
Japan K.K., Aera Japan Limited and Certain Stodkdrsl of Aera Japan Limited.(

Amendment No. 1 to Stock Purchase Agreement, dagegmber 25, 2001, by and among Advanced Energystrids,
Inc., Advanced Energy Japan K.K., Aera Japan Lidhéted Certain Stockholders of Aera Japan Limitgc

Forms of Minority Stock Purchase Agreement
Restated Certificate of Incorporation, as amendd)l
By-laws.(4)

Form of Specimen Certificate for Common Stock

Indenture dated November 1, 1999, by and betweste Street Bank and Trust Company of Californi#.Nas trustee,
and Advanced Energy Industries, Inc. (includingrfaf 51/4% Convertible Subordinated Note due 2(Bp

Indenture dated August 27, 2001, by and betweete Stacet Bank and Trust Company of California, Nas trustee, and
Advanced Energy Industries, Inc. (including formbd®0% Convertible Subordinated Note due Septerhb2006).(6]

Registration Rights Agreement, dated as of AuglsPR01, by and between Advanced Energy Industries, and
Goldman, Sachs and Co.|

The Registrant hereby agrees to furnish to the $pGn request, a copy of the instruments whichndettie rights of
holders of long-term debt of Advanced Energy Indast Inc. None of such instruments not includeexsbits herein
represents lor-term debt in excess of 10% of the consolidated &atsets of Advanced Energy Industries,

Loan and Security Agreement dated May 9, 2003,nolyaanong Silicon Valley Bank, as a bank, and AdedrEnergy
Industries, Inc., as borrower.(1

Lease, dated June 12, 1984, amended June 11,4088d between Prospect Park East Partnership dwanged Energy
Industries, Inc., for property located in Fort @l Colorado.(4

Lease, dated March 14, 1994, as amended, by aneéetSharp Point Properties, L.L.C., and Advanaeer @y Industries,
Inc., for property located in Fort Collins, Colota¢#)

Lease, dated May 19, 1995, by and between Shant Paperties, L.L.C. and Advanced Energy Industriec., for a
building located in Fort Collins, Colorado.(

Form of Indemnification Agreement.(

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

1995 Nor-Employee Director Stock Option Plan, as amended and restated thieelgtuary 7, 2001.(7)
2003 Stock Option Plan.(14

2003 Nor-Employee Director Stock Option Plan.(14)

2001 Employee Stock Option Plan. (1«

2002 Employee Stock Option Plan. (1«
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Lease dated March 20, 2000, by and between Shamp Poperties, L.L.C. and Advanced Energy Indestrinc., for a building
located in Fort Collins, Colorado.(

Agreement and Plan of Reorganization, dated Apra®0, by and among Advanced Energy Industries, Moah Holdings, In
and AE Cal Merger Sub, Inc.(

Escrow and Indemnity Agreement, dated April 5, 20®0and among Advanced Energy Industries, Ine.fohmer stockholders
of Noah Holdings, Inc. and Commercial Escrow Sexsjdnc.(9]

Agreement and Plan of Reorganization, dated JulyY@Q0, by and among Advanced Energy Industries, Mercury Merger
Corporation, Sekidenko, Inc. and Dr. Ray R. Dil8)(

Agreement and Plan of Reorganization, dated JURDB0, amended and restated as of October 20, B9Ghd among
Advanced Energy Industries, Inc., Flow Acquisitidarporation, and Engineering Measurements Comphh),

License Agreement, dated January 3, 2003, by amthgradvanced Energy Industries, Inc., and APJed.(12)

Lease dated January 16, 2003, by and between Gheat Wall Computer Shenzhen Co., Ltd., Great \Matited and
Advanced Energy Industries (Shenzhen) Co., Ltd.afouilding located in Shenzhen, Ch

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

Certification of the Chief Executive Officer Pursitiao Rule 13a-14(a) under the Securities Exchamwef 1934, as adopted
pursuant to Section 302 of the Sarbi-Oxley Act of 200z

Certification of the Chief Financial Officer Pursido Rule 13a-14(a) under the Securities Exch#gjef 1934, as adopted
pursuant to Section 302 of the Sarbi-Oxley Act of 200z

Certification of the Chief Executive Officer Pursiido 18 U.S.C. Section 1350, as adopted pursoadettion 906 of the
Sarbane-Oxley Act of 200z

Certification of the Chief Financial Officer Pursudo 18 U.S.C. Section 1350, as adopted pursoabécttion 906 of the
Sarbane-Oxley Act of 200z

1)

(2)

(3)
(4)

()

(6)
(7)

Incorporated by reference to the Registrant’sr€@ulst Report on Form 10-Q for the quarter endetkJ80, 1998 (File No. 000-26966),
filed August 7, 1998

Incorporated by reference to the Registrant’si®eggion Statement on Form S-3 (File No. 333-737#ied February 8, 2002, as
amended

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

Incorporated by reference to the Registrant’si®egfion Statement on Form S-1 (File No. 33-97188)d September 20, 1995, as
amended

Incorporated by reference to the Registrant’suahiReport on Form 10-K for the year ended DecerBhef 999 (File No. 000-26966),
filed March 20, 2000

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

Incorporated by reference to the Registrant’sr€@ulgt Report on Form 10-Q for the quarter endeadid@1, 2001 (File No. 000-
26966), filed May 9, 200:
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(8) Incorporated by reference to the Registrant’suahiReport on Form 10-K for the year ended Decer3lie2000 (File No. 00@6966)
filed March 27, 2001

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

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

(11) Incorporated by reference to the Registrant’sré@ug Report on Form 10-Q for the quarter endept&aber 30, 2000 (File No. 000-
26966), filed October 30, 200

(12) Incorporated by reference to the Registrant’suahiReport on Form 10-K for the year ended DecerBheP002 (File No. 00@6966)
Filed March 27, 200z

(13) Incorporated by reference to the Registrant’sré@ulg Report on Form 10-Q for the quarter endeteJs0, 2003 (File No. 000-26966),
Filed August 13, 200z

(14) Incorporated by reference to the Registrant’sré@ug Report on Form 10-Q for the quarter endept&aber 30, 2003 (File No. 000-
26966), Filed November 4, 20C

* Compensation Pla

+  Confidential treatment has been granted for postfrthis agreemen
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Exhibit 10.18 Shen (Nan) C No. 0603880
HOUSE LEASE CONTRACT

Formulated by the Shenzhen Urban Planning & Land &Resources Bureau



HOUSE LEASE CONTRACT

Lesser (Party A): China Great Wall Conputer Shenzhen Co., Ltd,
Great Wall Technology Limted

Addr ess: 2 Kefa Road, Technol ogy Industrial Park, Nanshan
District, Shenzhen City

House | ease permt No.: Not Applicabl e

Aut hori zed agent: Not Applicable

Addr ess: Not Applicable

Lessee (Party B): Advance Energy I|ndustries (Shenzhen) Co., Ltd

Addr ess: 910, Anhui Building, No. 6007, Shennan Road,

Shenzhen City

Business license or ID number:

This contract is made in accordance with stipufetiof the Regulations of Shenzhen Special Econdane on House Lease and the
implementation rules thereof by and between Parand Party B through consultation. The parties agsefollows:

Article 1. Party A will lease to Party B for thetler's use the premises located on the 3rd flaur($tories in total), Factory Building #1 of the
Great Wall Technology Building, Sci-tech Industirk, Nanshan District, Shenzhen City. The t@abséd construction area is 8135.36
sqguare meters.

Article 2. The lease period of the premises ofyPBrshall be 5 year(s) and month(s), starting enltéth day of April, 2003 and ending on the
15th day of April, 2008.

Article 3. The premises leased by Party A to PBrghall be used for manufacturing and general effiarpose.

If Party B intends to use the rented premises floeiopurpose, written approval shall be first atedi from Party A and Party B shall in
addition complete approval formalities in connectwith the alteration of premises use as per releleavs and regulations and ensure that
relevant State regulations on fire safety are cadpl

Article 4. Party A shall guarantee that the purpaofsthe premises as listed in article 3 confornth® stipulations of relevant laws, regulations
and rules.

Party B undertakes that his actions during theofiske leased premises will conform to the stigale of relevant laws, regulations and ru



Article 5. The unit rent of the leased premised|diea RMB Yuan (in words) per square mpermonth, and the total monthly rent

shall be RMB Yuan (in words), where rent payabl&teat Wall Technology is
RMB Yuan, and rent to Great Wall Compiger RMB Yuar
Party B shall pay the rent to Party A before the _day of every and each month (the day of the month of each quarter).

(LEFT BLANK FOR ARTICLE 5. TO REFER TO ADDITIONAICLAUSES 4 AND 5.)
Article 6. Party A shall deliver the leased premise Party B before the day of the 16th day of danw2003.

Should Party A fail to deliver the leased premisgshe above-mentioned date, Party B shall beledtib request extension of the contract
period which shall be confirmed by signatures dhljmarties.

Article 7. During the term of the lease, house pryptax, land use fees of the leasehold, preniésese administration fee and other taxes
shall be borne by Party A; expenses for water, ppgleaning, management fee of the premises (Imgj)daind communication fees shall be
borne by Party B.

Article 8 (deleted)

Article 9. A guarantee money is permitted undes ttuntract. Upon delivery of the leased premisagyPA may demand from Party B a
payment amounting to 1.5 months' rent, that is faurdred twenty-seven thousand eight hundred nifoetyRMB Yuan (in words) as
guarantee money.

Party A shall issue a receipt to Party B for thargntee money paid by Party B.

Both parties shall perform the articles agreed wpudter this contract; and the Party in defaultidbedr liability for breach of contract in
accordance of the law.

Article 10. Party A shall ensure for the safetytted premises and the interior facilities and thefeomity with requirements of relevant laws,
regulations and rules. Party B shall use the fasliwithin the premises in a normal way, protent aafeguard them against damages from
unusual application. Upon termination of this cantr Party B shall immediately return the premised ensure for the intactness of the
premises and the internal facilities (except fommal wear and tear), and pay up all charges arsitfeme by Party B.



Article 11. During the utilization of the leasehpighon damage or failure of or occurring to thesézhpremises or/and their internal facilities
which may affect safety or the normal use therBafty B shall immediately notify Party A and takfeetive measures; Party A shall carry
out maintenance thereof within 1 day(s) after ngcef Party B's notice; If Party B can in no waytifyoParty A or if Party A refuses to
undertake maintenance, Party B may, after exanoimatnd certification by the registry organ of thimtract, carry out repair and maintenz
on behalf of Party A.

The maintenance and repair costs (including thosenhintenance carried out by Party B on behalRanty A) shall be borne by Party A.

Article 12. Party B shall be responsible for thpaie and maintenance of damages, of the premistdailure or faults of their internal
facilities caused by the improper or unreasonabéeai Party B. In case Party B refuses to repatoarpensate, Party A shall, after
examination and certification by the registry orgduthis contract, conduct maintenance on behalfaity B; the expenses incurred thereby
shall be borne by Party B.

Article 13. During the term of this contract, relding, expansion, or decorating of the leased psemby Party A, if reasonably necessitated,
may be carried out by Party A with approval fromtP® and after obtaining permit from relevant govaental departments, on which an
extra agreement in writing shall be signed by lpattties.

Article 14. Without prior written consent from Pa#, Party B shall not sublease the leased premiglesther in whole or in part, to any third
Party. Sublease with approval from Party A shaltdggstered with the administrative departmentdéased houses, but the sublease shall not
expire later than the original expiry date of t@isntract. Party B shall warrant that the leasedses will not be further subleased by his
sublessee.

Article 15. During the term of this contract, iffBaA needs to sell any or all parts of the leageginises, Party A shall notify Party B one
month in advance, and Party B shall have a pregmpiibuy the leased premises under the same @it

Should the premises be sold to others, Party A akalre continued performance of this contradhlypurchaser.

Article 16. During its term, this contract will aumatically terminate in any of the following events
(1) Non-performance of contract caused by forceennaj or accidental events;
(2) Leased premises must be demolished becausengoeetal decision of requisition of the land on efhthe premises are built.



Article 17. Party A may terminate this contract enthe following events; Party B shall compensatayPA for any loss caused to Party A
thereof:

(1) Party B has not paid rent for more than one tim@i

(2) All aggregate outstanding payment of Party Bants to more than thirty thousand Yuan;

(3) Party B uses the leased premises for otherggepwithout neither consent from Party A nor apalrfrom relevant department;

(4) The leased premises or facilities have bednisdy damaged as a result of Party B's defauth@htenance responsibility or payment of
repair fees in violation of article 12 hereunder;

(5) Renovation of the leased premises by PartytBowit prior written consent or approval from relevdepartment; and

(6) Party B has subleased the leased premisebleosoithout written consent from Party A.

If under above circumstances, this contract isalliesl by Party A on its part, a written notice $lhal issued to Party B, who shall vacate and
return the leased premises to Party A; any balahedvanced payments of Party B shall be refundd®arty B; notwithstanding the
foregoing, the guarantee money may be withhelddryyRA.

Article 18. Party B may terminate this contract enthe following events and be compensated by Pafty any loss caused to Party B
thereof:

(1) Party A has delayed delivering the leased memio Party B for more than one month(s);

(2) Party A's violation of article 4 herein makesnpossible for Party B's continuous use of treséal premises for the intended purpose;
(3) Party A's norperformance of the maintenance responsibility gmpent of repair charges in breach of article 1imemakes it impossib
for Party B to continue the lease of the premises;

(4) Party A has rebuilt, expanded or renovateddhsed premises by without consent from Party Bpproval from relevant department.

If for any of the above reasons, Party B unilatgr@rminates this contract, a written notice shallissued to Party A immediately; Party B
shall vacate the leased premises without delayshalil have the right to demand payment of doubbrantee money, the amount of eight
hundred fifty-five thousand seven hundred eighgheRMB Yuan (in words) as liquidated damages, el as refunding of any balance of
advanced payments.



Article 19. Upon the expiry of the contract terfnParty B needs to further rent the houses, Pashdl propose to Party A his wish of
renewal within one month before the expiry; if Raktintends to continue leasing the premises, PRughall have preemptive right to rent the
premises under the same conditions.

When agreement is reached on renewal of leasey @atract shall be entered by both parties, toegestered again with contract registry
organ.

Article 20. After expiry of this contract, Partyd®all vacate and return to Party A the leased mesiithin 10 days after termination. Part
fails to vacate and return the leased premises$y Razan bring legal actions against Party B with people's court.

Article 21. Party B shall pay Party A for any oveedrent a late payment fee at a daily rate of 3%h@imonthly rent for the overdue amount.

Article 22. If Party B subleases any or all parftshe leased premises without Party A's approvaltyPB shall pay Party A a penalty fee of
seventy RMB Yuan (in words) for every square metdileased per month (day).

Article 23. Either party in default of the obligatis hereunder, which leads to loss to the othey petrall compensate the other party for any
actual loss and predictable gains.

Article 24. Any addition or deletion to this fornomtract by the parties can be listed in the anmich is as equally authentic as this contract.

Any matter not covered by this contract can be ohied by and between both parties and dealt wisupplementary agreement, which shall
be registered with the original contract registrgam and shall be equally effective as this cohtrac

Article 25. Any disputes between the parties agsint of the performance of this contract shalidmolved through consultation, or upon
failure of such effort, be submitted to the regigirgan of this contract for conciliation or (X)tsuitted to Shenzhen Arbitration Commission
for arbitration; or () litigation with the peopsetourt. (The parties shall choose either one@attove two methods and tick in the square
where appropriate).

Article 26. This contract shall be rendered in @i text, with copies in English language.



Article 27. This contract is in quadruplicate, aropy (copies) to be held by Party A, one copy (espto be held by Party B, one copy
(copies) for the contract registry organ, and asgydcopies) for the relevant departments.

Article 28. This contract is effective upon thealaf signing.

Party A (seal or signature):

Legal representative:

Cont act tel ephone:

Bank A/ C

Aut hori zed agent (seal or signature):

Party B (seal or signature):
Legal representative:
Cont act tel ephone:

Bank A/ C:
Aut hori zed agent (seal or signature): on
Regi stered by (seal or signature): on

On behal f of contract registry organ (seal or signature): on



Additional Clauses
1. The Real Property Ownership Certificate

(1) (Shenzhen Nan Shan District Science and Teolggdhdustry Park Great Wall Science and Technoldgyelopment and Production
Base #1 Plant) (1# Plant") was built and owned bgaGWall Science and Technology Stock CompanydéGwall Technology") and China
Great Wall Computer Shenzhen Stock Company ("Gié&dt Computer”). Great Wall Technology has entrdsBreat Wall Computer as its
agent to "lease, operate and manage" its shane ib# Plant (The Power of Attorney is attachedwithg

(2) The Real Property Ownership Certificate hashsa&n granted yet. Party A promises that it wilké&sponsible for all the losses caused to
Party B during the term of this Lease Contractanreection with the title of the Leased Premises.

2. Real Property Leasing Contract Registration

(1) Upon the execution of this Lease Contractpheies should apply to the Real Property Leasidmiistration Authority of Nanshan
District for registration of the Lease as soon @ssjble. The rent, water and power charges and geament fee payable by Party B under this
Lease shall be paid only after this Lease Contrastbeen registered with the Real Property Leasiimginistration Authority of Nanshan
District (or the Real Property Leasing Certifichtes been granted).

(2) If the Nanshan District Real Property LeasindnAnistration Authority refuses to register thisase Contract (or issue the Real Property
Leasing Certificate) due to Party A's fault, Pdtynay rescind the Lease and Party A shall be resblenfor any losses suffered by Party B
there of.

3. Management of the Premises

Party A shall be responsible for the safety, emnnent hygiene and the maintenance of the publi anel facilities while Party B shall be
responsible for the safety, hygiene and other msattithin the Leased Premises.



4. Rent, Utility Charge and Management Fee

(1) Party B will rent 8,150.36 m(2) constructioras (including corridors, site for the Nitrogenkzathe "Leased Premises"), and the rent and
management fee (which shall be RMB5.5 m(2)/moné#ygaple shall be as follows:

The Lease Period Rent Per nm(2) (RWVB) Mont hly Rent (RVB) Fee (RMB)
03/ 4/ 16--03/ 4/ 30 35 142,631. 3 22,413.5
03/5/01--06/ 4/ 30 35 285, 262. 6 44,827
06/5/01--08/3/31 36. 75 299,525.7 44,827
08/ 4/ 01--08/ 4/ 15 36. 75 149, 762.9 22,413.5

(2) Utility charge shall be paid at the governmeté accordance with the actual amount of consumpti

(3) At any point during the term of the lease, Pashould not charge any rental increment shoaldyPB make any improvement to the
building. Party B will need to get pre-approvalrfré®arty A and all improvement charges will be daaParty B.

5. Payment

(1) Rent shall be paid to Great Wall Technology émndat Wall Computer at the ratio of 66:34 as seimmthe following chart. Both Great
Wall Technology and Great Wall Computer shall isgieinvoice separately to Part B for the payments.

Great \Vall Geat \Wall
The Lease Period Mont hly Rent (RMVB) Technol ogy Conput er
03/ 4/ 16-- 03/ 4/ 30 142,631.3 94, 136. 7 48, 494. 6
03/ 5/ 01--06/ 4/ 30 285, 262. 6 188, 273.3 96, 989. 3
06/ 5/ 01--08/3/31 299,525.7 197, 687 101, 838.7
08/ 4/ 01--08/ 4/ 15 149, 762.9 98, 843.5 50, 919. 4

(2) Utility charge and management fee shall be pai@reat Wall Computer in accordance with the iogo



6. Renovation
(1) Party A shall build the partition between theaksed Premises and the rest area of the thirdifiGacordance with Party B's design.

(2) Party B shall be responsible for the renovati@thin the Leased Premises. Before Party B sthggenovation, it must obtain Party A's
consent, which may not be unreasonably with held,reecessary government approvals (if any).

(3) If Party B's renovation of the Leased Area rezgutechnical support, such as structure renovatiom Party A, the parties shall deal with
such issues in a separate contract.

(4) Party A shall grant Party B 3 month rdrge renovation period, from 16 January 2003 té\pE&l 2003. Party B shall be responsible for
utility charge and management fee incurred in #mopl. Party B shall pay Party A the 3 month managg fee in the amount of
RMB134,233 with 5 days from the date when this ke@sntract has been registered with the Real Pyopeasing Administration Authority
of Nanshan District (or the Real Property LeasimgiBtration Certificate has been granted). Parsh&| pay party A RMB142,631.3 as the
rent for the period of 16 April 2003 to 30 April@B. From 1 May 2003, Party B shall pay Party Anfenthly rent within the first 10 days of
the month. The rent for April 2003 and May 2003lkbe paid together in May 2003.

7. During the term of the lease, Party B will barged un-obstructed access to the Leased Prendidesu?s a day, seven days a week for all
52 weeks of each year by Party A

8. Cargo Lift and Public Passages

Party A agrees to allocate and provide the excéusse of one cargo lift (the number of the lif.i®arty A shall be responsible for the
maintenance of the cargo lift while Party B sha&lrbsponsible for the operation of the lift. Paktghall undertake and ensure that the
allocated cargo lift is in good working conditionadl times. Party B shall undertake and ensur@grasage of the cargo lift.



9. Site for Nitrogen Tank

Party A agrees to provide a site of about 15 m{2paropriate location outside of the 1 # PlarRawoty B for the its nitrogen tank. The rent
and management fee for this site shall be at threesates as applied to the Leased Premises.

10. Parking Space
Party A shall provide Party B allocated free ofrgeaparking space for 4 automobiles at the parlahgf 1 # Factory Building.
11. Environment Protection

(1) Party B shall have the right to conduct raditvecand environmental pollution survey and testifighe inner and outer Leased Premises
prior to initiating its Initial Interior Improvemes and to inform Party A of all results of the seyand testing. In case that the radioactive and
other environmental pollution levels do not confdoihe relevant National and local standards eRRC, Party A shall be responsible for
eliminating the environmental pollution, and shidliver Party B with the Leased Premises that cgmyith the National and local standards
of the PRC. In this event, the 3 month réee period as mentioned in Additional Clause 6h@iein shall start from the date of delivery af
Leased Premises which comply with the Nationallaodl standards, and the term of the lease shsalllz postponed accordingly.

(2) Party A shall undertake and ensure to holdyFuttarmless against any damages arising out iof connection with any environmental
pollution caused by or in connection with Party rrother tenants of the Great Wall Technology BuitdilF the pollution is caused by Party
A, Party A shall promptly eliminate the pollutidiithe pollution is caused by other tenants, PArghall undertake procure that such tenants
promptly eliminate the pollution. If such tenanii$ao do so within a reasonable period of timetyPA shall be responsible for eliminating
the pollution.



(3) Party B shall comply with the National and Ibs&@ndards in the PRC in relation to the pollutievels using the Leased Premises. Party B
shall undertake and ensure to hold Party A harndgasmst any damages arising out of or in connegtith any environmental pollution
caused by or in connection with Party B's actigitie

(4) If Party A or Party B is in breach of the afes@& obligations, it shall compensate the othetydar any and all direct losses ( including
without limitation the losses due to its employeeany third party's claim ), but excluding anyinedt losses and losses which are
unforeseeable at the time when both parties sigrctntract, provided always that written documenisiencing the environmental pollution
certified by relevant governmental authorities khale been provided to such party by the partyingaklaims.

12. Right of First Refusal

Party A agrees to reserve the rest area of the tloor of 1 # Plant for Party B until 31 Decemi2®03. Party B may lease part or the whol
that area at the same price as applied to the Hetasm before 31 December 2003. After that datetymBashall have first refusal right for the
leasing of that area.

13. Renewal Option

The term of this Lease is 5 years. Party B may sbdo renew the Lease for another 5 years. Thdoetiie renewal shall be agreed by the
parties but shall not be higher than the averagefoe similar factory buildings in the same area.

14. Vacating Premises

On vacating the Leased Premises, Party B will lmald to remove all equipment belonging to them.



15. Company Registration

If Party B's company registration has been rejebiethe industry and commerce administration depant, Party B may terminate this Lease
Contract. Party B should in such case restore #aséd Premises to its original state, and reimiRasey A the costs incurred for the
execution of this Lease Contract.

Party A:

Great Wall Science and Technology Stock Company
Signature and Chop:

China Great Wall Computer Shenzhen Stock Company
Signature and Chop

Party B:

Advanced Energy

Signature and Chop






SUBSIDIARIES OF THE REGISTRANT

Name

or Organization

EXHIBIT 21.1

Jurisdiction of Incorporation

Advanced Energy Industries Gmt

Advanced Energy Industries, Inc., Shanc

Advanced Energy Industries Korea, |

Advanced Energy Industries (Shenzhen) Co., Ltdn(rfecturing)
Advanced Energy Industries (Shenzhen) Co., Ltdvise)
Advanced Energy Industries U.K. Limit

Advanced Energy Japan K.

Advanced Energy N.K

Advanced Energy Taiwan, Lt

AEI International Holdings C\

AEI US Subsidiary, Inc

Aera Corporatior

Aera Korea Ltd

Aera U.K. Ltd.

Dressler Hochfrequenztechnic, Gm

Sekidenko, Inc

Shenzhen Representative Office of Advanced Enardydtries, Inc

Germany
China
South Kores
China
China
United Kingdom
Japar
Japar
Taiwan
Netherland:
Delaware
Texas
South Kores
United Kingdom
Germany
Washingtor
China



Exhibit 23.1
Independent Auditors' Consent

The Board of Directors and Stockholders
Advanced Energy Industries, Inc.:

We consent to the incorporation by reference irrdgéstration statements (Nos. 333-37378, 333-4,/333-72748, 333-87720, and 333-
110534) on Form S-3 and the registration statenm(®fs. 333-01616, 333-04073, 333-46705, 333-57233;65413, 333-79425, 333429,
333-62760, 333-69148, 333-69150, 333-87718, 3338D5333-105366, and 333-105367) on Form S-8 ofafded Energy Industries, Inc.
of our report dated February 20, 2004, with respetite consolidated balance sheets of Advancedyinidustries, Inc. as of December 31,
2003 and 2002, and the related consolidated statsmé&operations, stockholders' equity and comgmsive loss, and cash flows, and the
related financial statement schedules, for eachefears then ended, which report appears in goember 31, 2003 annual report on Form
10-K of Advanced Energy Industries, Inc.

Our report dated February 20, 2004 contains arsesgpbry paragraph relating to the fact that eféecianuary 1, 2002 the Company adopted
Statements of Financial Accounting Standards Na, Béisiness Combinations, and No. 142, Goodwill @ttter Intangible Assets.

Our report dated February 20, 2004 contains arsespbry paragraph relating to the fact that eféecianuary 1, 2003, Advanced Energy
Industries, Inc. and subsidiaries adopted the prong of Statement of Financial Accounting Stangi&td. 145, Rescission of FASB
Statements 4, 44, and 64, Amendment of FASB Statehe. 13, and Technical Corrections.

Our report dated February 20, 2004 contains a papagelating to the fact that the consolidatedriitial statements of Advanced Energy
Industries, Inc. and subsidiaries for the year dridecember 31, 2001 were audited by other auditbrshave ceased operations. As
described in Note 1 to the consolidated finanditesnents, those consolidated financial stateneus been revised to include the
transitional disclosures required by Statementiofificial Accounting Standards No. 142, Goodwill @ttier Intangible Assets, which was
adopted by the Company as of January 1, 2002. Henvere were not engaged to audit, review, or apply procedures to the 2001
consolidated financial statements of Advanced Bnérdustries, Inc. and subsidiaries other than wetpect to such disclosures and,
accordingly, we do not express an opinion or atmgioform of assurance on the 2001 consolidated fiahstatements taken as a whole.

/sl KPMG LLP

Denver, Col orado
February 20, 2004



Exhibit 31.1
I, Douglas S. Schatz, certify that:
1. | have reviewed this annual report on Form 16fldvanced Energy Industries, Inc.;

2. Based on my knowledge, this report does notadoriny untrue statement of a material fact or dmnéttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant's other certifying officer anaré¢ responsible for establishing and maintainisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e)}Heregistrant and have:

a. designed such disclosure controls and procedaresiused such disclosure controls and procedotas designed under our supervisior
ensure that material information relating to thgiserant, including its consolidated subsidiariesnade known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

b. evaluated the effectiveness of the registraiEosure controls and procedures and presentidsineport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psit based on such evaluation; and

c. disclosed in this report any change in the tegig's internal control over financial reportitngit occurred during the registrant's most recent
fiscal year that has materially affected, or isstwably likely to materially affect, the registrarihternal control over financial reporting; and

5. The registrant's other certifying officer anablve disclosed, based on our most recent evaluatiiotiernal control over financial reporting,
to the registrant's auditors and the audit committithe registrant's board of directors:

a. all significant deficiencies and material weasges in the design or operation of internal corttvelr financial reporting which are
reasonably likely to adversely affect the regigtsaability to record, process, summarize and rtefraincial information; and

b. any fraud, whether or not material, that invelweanagement or other employees who have a signifiole in the registrant's internal
control over financial reporting.



Date: February 24, 2004

/'s/ Douglas S. Schatz

Dougl as S. Schatz
Chi ef Executive Oficer, President
and Chai rman of the Board



Exhibit 31.2
I, Michael El-Hillow, certify that:
1. | have reviewed this annual report on Form 16fldvanced Energy Industries, Inc.;

2. Based on my knowledge, this report does notaioriny untrue statement of a material fact or dmnéttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant's other certifying officer anaré¢ responsible for establishing and maintainisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e)}Heregistrant and have:

a. designed such disclosure controls and procedaresiused such disclosure controls and procedotas designed under our supervisior
ensure that material information relating to thgiserant, including its consolidated subsidiariesnade known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

b. evaluated the effectiveness of the registraiEosure controls and procedures and presentidsineport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psit based on such evaluation; and

c. disclosed in this report any change in the tegig's internal control over financial reportitngit occurred during the registrant's most recent
fiscal year that has materially affected, or isstwably likely to materially affect, the registrarihternal control over financial reporting; and

5. The registrant's other certifying officer anablve disclosed, based on our most recent evaluatiiotiernal control over financial reporting,
to the registrant's auditors and the audit committithe registrant's board of directors:

a. all significant deficiencies and material weasges in the design or operation of internal corttvelr financial reporting which are
reasonably likely to adversely affect the regigtsaability to record, process, summarize and rtefraincial information; and

b. any fraud, whether or not material, that invelweanagement or other employees who have a signifiole in the registrant's internal
control over financial reporting.



Dat e: February 24, 2004

/sl Mchael El-HIIlow

M chael El-H Il ow
Executive Vice President, Chief Financial
O ficer (Principal Financial Oficer)



Exhibit 32.1

Certification of the Chief Executive Officer Pursiido 18 U.S.C. Section 1350, as Adopted Pursue8tttion 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, 2003
(the "Report"), |, Douglas S. Schatz, Chief ExeiDfficer and President of the Company, certifyrspiant to 18 U.S.C. Section 1350, as
adopted pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002, that

(1) The Report fully complies with the requiremeotsSection 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.

Date: February 24, 2004

/'s/ Douglas S. Schatz

Dougl as S. Schatz
Chi ef Executive Oficer and President

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 Cosionir its staff upon request.



Exhibit 32.2

Certification of the Chief Financial Officer Pursiido 18 U.S.C. Section 1350, as Adopted Pursue8ettion 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, 2003
(the "Report"), I, Michael El-Hillow, Chief Finarali Officer of the Company, certify, pursuant tol&.C. Section 1350, as adopted pursuant
to Section 906 of the Sarbanes-Oxley Act of 200at:t

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

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

Date: February 24, 2004

/sl Mchael El-HIIlow

M chael El-H Il ow
Chi ef Financial Oficer

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 reque:



