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ITEM 5. OTHER EVENTS.

On April 6, 2000, Advanced Energy acquired Noahditajs, Inc. by issuing approximately 687,000 shafets common stock and assuming
stock options to purchase approximately 40,000eshaf Advanced Energy's common stock. The mergestitoted a tax-free reorganization
in which Noah Holdings, Inc. became a wholly owsetisidiary of Advanced Energy. The merger has beeaunted for as a pooling of
interests. Accordingly, the prior period consolatafinancial statements for 1995 through 1999 fmeen restated to include Noah Holdings,
Inc., as though it had always been part of Advarteeergy. Such audited restated financial statenfen&dvanced Energy as of December
31, 1999 and 1998, and for the three years in ¢énieg ended December 31, 1999 are set forth he
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
To the Board of Directors and Shareholders of AdednEnergy Industries, Inc.:

We have audited the accompanying consolidated balsineets of Advanced Energy Industries, Inc. (avizgre corporation) and subsidiaries
as of December 31, 1999 and 1998, and the relatesbiidated statements of operations, stockholdgrsty, and cash flows for each of the
three years in the period ended December 31, T88%e consolidated financial statements and thedsid referred to below are the
responsibility of the Company's management. Oyamrsibility is to express an opinion on these ctidated financial statements and
schedule based on our audits. The consolidateddiabstatements give retroactive effect to thegaees of the Company with both Noah
Holdings, Inc. and RF Power Products, Inc., whiakiehbeen accounted for as pooling of interesteasribed in Notes 3 and 19 to the
consolidated financial statements. We did not aihéitconsolidated statements of operations, shiatetsbequity and cash flows of RF Power
Products, Inc. for the year ended November 30, 18®/previous year-end of RF Power Products,-Isee Note 3), which statements reflect
total revenues of 18% of the related consolidatéals for the year ended December 31, 1997. Thasensents were audited by other audi
whose report has been furnished to us, and ourarpimsofar as it relates to amounts includediBrPower Products, Inc., is based solely
upon the report of the other auditors.

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 asairgj the overall financial statement
presentation. We believe that our audits and thertef the other auditors provide a reasonabléstfas our opinion.

In our opinion, based on our audits and the repfattte other auditors, the consolidated finandialesnents referred to above present fairly, in
all material respects, the financial position ofvAdced Energy Industries, Inc. and subsidiariesf &ecember 31, 1999 and 1998, and the
results of their operations and their cash flowssfach of the three years in the period ended Deeeil, 1999 in conformity with account
principles generally accepted in the United States.

Our audits were made for the purpose of formingpinion on the basic financial statements takea wbole. The schedule attached to the
consolidated financial statements is presentegddgposes of complying with the Securities and ErgeaCommission's rules and is not part
of the basic financial statements. This scheduseble®n subjected to the auditing procedures apipliedr audits of the basic financial
statements and, in our opinion, is fairly statedllrmaterial respects in relation to the basiaficial statements taken as a whole.

ARTHUR ANDERSEN LLP

Denver, Colorado
February 8, 2000 (except with respect to the mnattescussed in Notes 1 and 19, as to which theigldtdy 24, 2000).
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INDEPENDENT AUDITORS' REPORT

The Board of Directors and Shareholders
RF Power Products, Inc.:

We have audited the consolidated statement of ie¢aimareholders' equity, and cash flows of RF P&xeducts, Inc. and subsidiary for the
year ended November 30, 1997 (not separately piexbderein). In connection with our audit of thesasolidated financial statements,
also have audited the related consolidated finaetadement schedule (not separately presentethiefbese consolidated financial
statements and financial statement schedule aresipensibility of the Company's management. Ospaasibility is to express an opinion
these consolidated financial statements and fishstatement schedule based on our audit.

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

In our opinion, the consolidated financial statetagrferred to above present fairly, in all matenégpects, the results of operations of RF
Power Products, Inc. and subsidiary and their flass for the year ended November 30, 1997 in confty with generally accepted
accounting principles. Also, in our opinion, théated financial statement schedule, when considiereglation to the basic consolidated
financial statements taken as a whole, presenty,fai all material respects, the information &&th therein.

KPMG LLP

Philadelphia, Pennsylvania
January 16, 1998



ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(IN THOUSANDS)

DECEMBER 31,
1999 1998
ASSETS
CURRENT ASSETS:
Cash and cash equivalents ....................... $ 12,325
Marketable securities - trading 15,839
Accounts receivable --
Trade (less allowances for doubtful accounts o f approximately
$577 and $622 at December 31, 1999 and 1998, respectively) ........c........ 42,940 15,238
Related parties ........ccccvveeveveneennnn. 32 221
Other ....cccoooeeviiien. 1,787 542
Income tax receivable .. 1,353 3,658
INVENLOries ......cccoovvvveeiiiiieee e 26,456 22,351
Other current assets .........ccccovcveeeeinnee 1,707 796
Deferred income tax assets, Net ......ccccceeeeee. e 3,668 4,577
Total CUIrent @SSetsS ..o e 284,686 75,547
PROPERTY AND EQUIPMENT, at cost, net of accumulated
depreciation of $18,256 and $14,524 at December 3 1,
1999 and 1998, reSPecCtiVElY .....ccovccceeeeeeee e 17,295 15,961
OTHER ASSETS:
Deposits and Other .....cccccveveeeeieneee e 535 1,007
Goodwill and intangibles, net of accumulated amor tization of $3,021 and $1,505 at
December 31, 1999 and 1998, respectively ..... . e 9,783 8,586
Demonstration and customer service equipment, net of
accumulated depreciation of $2,235 and $1,743 at December 31,
1999 and 1998, respectivVely ........cccceeeeee 2,352 2,505
Deferred debt issuance COStS, Net ........cc.ce.. e 4,410 -
17,080 12,098
Total @SSELS coovvviviieiiieeceeeeee e $319,061 $103,606

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

CONSOLIDATED BALANCE SHEETS

LIABILITIES AND STOCKHOLDERS'

CURRENT LIABILITIES:
Accounts payable trade ............cccceveeeenn
Accrued payroll and employee benefits ...........
Other accrued exXpenses ........ccccoccveeeeennne
Customer deposits ........coceevevnvevreieenenns
Accrued income taxes payable ....................
Capital lease obligations, current portion ......
Notes payable, current portion ..................
Accrued interest payable on convertible subordina

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

LONG-TERM LIABILITIES:
Capital lease obligations, net of current portion
Notes payable, net of current portion ...........
Convertible subordinated notes payable ..........

Total liabilities ...........ccccveveees

COMMITMENTS AND CONTINGENCIES (Note 13)

MINORITY INTEREST ....ccoooviiiiiiiiiiiinn

STOCKHOLDERS' EQUITY:

Preferred stock, $0.001 par value, 1,000 shares
authorized, none issued and outstanding ......

Common stock, $0.001 par value, 40,000 and 30,000
28,881 and 27,060 shares issued and outstandin

Additional paid-in capital ......................

Retained earnings .......cccccccceveveeeeennnnnn.

Accumulated other comprehensive loss ............

Total stockholders' equity ..............

Total liabilities and stockholders' equit

The accompanying notes to consolidated financiéstents are an integral part of these consolidztthce sheets.

(IN THOUSANDS)

DECEMB

EQUITY

$ 15,072
7,448
2,759

804
1,266
100
2,383
886

shares authorized, respectively;

g, respectively ................. 29

......................... 106,694
..... 46,119

................................. (890)

................................. 151,952

Y e $ 319,061
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF OPERATIONS
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

Gross profit .....cccvvvveeieieiieieeeniinins

OPERATING EXPENSES:
Research and development .............cccceeees
Sales and marketing ........cccccceeeeveiininnne
General and administrative ......................
Restructuring charge .............
Merger COStS .......ccoevvvmviriiiiiiiieieeeenes
Storm (recoveries) damages .......ccccceeeeenne

Purchased in-process research and development ...

Total operating expenses ...............cee.

INCOME (LOSS) FROM OPERATIONS ........ccccccueeenee

OTHER INCOME (EXPENSE):
Interest iNCOmMe ...........cccceviiieinncnns
Interest expense .......
Foreign currency gain
Other, net .....................

Net income (loss) before income taxes and minor
PROVISION (BENEFIT) FOR INCOME TAXES ..............
MINORITY INTEREST IN NET INCOME ...................

NET INCOME (LOSS) ...ccuvveviieiiiicriiciiene

BASIC EARNINGS (LOSS) PER SHARE ...................
DILUTED EARNINGS (LOSS) PER SHARE .................

BASIC WEIGHTED-AVERAGE COMMON SHARES

OUTSTANDING .....cooiiiiiiiiiiiiicci,

DILUTED WEIGHTED-AVERAGE COMMON
SHARES OUTSTANDING .....cccccooiiiiiiiiiis

YEARS ENDED DECEMBER 31,

1999 1998
............ $ 191,575 $ 130,33 $
............ 106,208 92,333
............ 85,367 38,003
............ 26,618 23,862
............ 17,628 14,246

15,232 12,440

- 1,000
- 2,742

............ - (1,117)
............ 59,478 53,173
............ 25,889 (15,170)
............ 2,140 1,111

(1,415) (306)

1,504 369

(674) (931)

1,555 243
ity interest 27,444 (14,927)
............ 10,353 (3,790)
............ 69 -
............ $ 17,022 $ (11,137 $
............ $ 0.62 $ (041) $
............ $ 0.59 $ (041) %
............ 27,606 26,907
............ 28,834 26,907

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

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY

FOR THE YEARS ENDED DECEMBER 31, 1999, 1998 AND 198

BALANCES, December 31, 1996 ..........cccoeuren.
Exercise of stock options for cash
Exercise of stock options in exchange for
stockholders' notes receivable ................
Proceeds from stockholders' notes receivable ...
Sale of common stock through employee
stock purchase plan ..........ccccceevineeen.
Amortization of deferred compensation ..........
Sale of common stock through public
offering, net of approximately $2,276 of expens
Tax benefit related to shares acquired by employ
under stock compensation plans ................
Comprehensive income:

Equity adjustment from foreign

currency translation ............cccceeeeines

Net iNCOMEe .......ccuveeiiiiiiieeieiiieeee

Total comprehensive income ....................

BALANCES, December 31, 1997 ......cccceevvuneenn.
Exercise of stock options for cash .............
Proceeds from stockholders' notes receivable ...
Sale of common stock through employee
stock purchase plan ..........ccccccvvvveeeenns
Amortization of deferred compensation ..........
Tax benefit related to shares acquired by employ
under stock compensation plans ................
Adjustment to conform year-end of merged entity
Comprehensive loss:

Equity adjustment from foreign

currency translation ...........cccccoeeeenne

Net 0SS ....ovvvviviireeeeiine,
Total comprehensive loss

BALANCES, December 31, 1998 ..........cccoeureene.
Exercise of stock options for cash
Sale of common stock through employee
stock purchase plan ..........ccccceevineenn.

Issuance of common stock for acquisitions ......
Tax benefit related to shares acquired by employ
under stock compensation plans ................

Sale of common stock through private and public
offerings, net of approximately $2,448 of expen

Issuance of common stock for services rendered .

Comprehensive income:

Equity adjustment from foreign
currency translation ...........cccccoeeeenee
Net income
Total comprehensive 10SS ............cceeee..

BALANCES, December 31, 1999 ............cceeneee

BALANCES, December 31, 1996 ..........ccccvvenee.
Exercise of stock options for cash .............
Exercise of stock options in exchange for
stockholders' notes receivable ................
Proceeds from stockholders' notes receivable ...
Sale of common stock through employee
stock purchase plan ..........cccccceevnneen.
Amortization of deferred compensation ..........
Sale of common stock through public
offering, net of approximately $2,276 of expens
Tax benefit related to shares acquired by employ
under stock compensation plans ................

(IN THOUSANDS)

ADDITIONAL
COMMON STOCK PAID-IN
SHARES AMOUNT CAPITAL

..... 25588 $ 25 $ 29,666

..... 135 - 268
..... 90 -- 470
..... 8 - 102
es .. 1,000 1 28,723
ees
..... - - 29
..... 26,821 26 59,258
..... 219 1 727
..... 20 - 133
ees
..... -- - 365
..... 27,060 27 60,483
..... 490 1 4,147
..... 22 -- 345
..... 227 - 2,335
ees
..... - - 1,422
ses . 1,070 1 37,826
..... 12 - 136
..... 28,881 $ 29 $106,694
ACCUMULAT
STOCKHOLDERS' OTHER
NOTES DEFERRED COMPREHEN
RECEIVABLE COMPENSATION (LOSS)IN
..... $(1,161) $ (82 $ (
..... (470) -
..... 1,564 -
o - 48
es .. - -
ees

RETAINED
EARNINGS

ED

TOTAL
SIVE STOCKHOLDERS'
COME EQUITY

500) $ 56,358
- 268
-- 1,564

- 102
- 48

-- 28,724

-- 29



Comprehensive income:
Equity adjustment from foreign

currency translation .......ccoeevvcvveeneee L - - ( 192) --
Netincome ....ccccovvvvveciiiiieiieiieeee - - -- -
Total comprehensive income ........cccoceeeeeee. L - - - 12,114
BALANCES, December 31, 1997 ....ccoovvevvceeeeee 67) (34) ( 692) 99,207
Exercise of stock options for cash — - - - 728
Proceeds from stockholders' notes receivable ... ... 67 - -- 67
Sale of common stock through employee
stock purchase plan .......cccccooevvvevveeee. L - - - 133
Amortization of deferred compensation ......... ... - 34 - 34
Tax benefit related to shares acquired by employ ees
under stock compensation plans ................ . ... - - - 365
Adjustment to conform year-end of merged entity ... - - -- (482)

Comprehensive loss:
Equity adjustment from foreign

currency translation .......ccoeeevvcvveeneeee L - - 278 -

NEtIOSS woovviiiiiivi e - - -- -

Total comprehensive oSS ......ccccevvveeeeeee L - - - (10,859)
BALANCES, December 31,1998 ......ccocovvvvvveeeee Ll - - ( 414) 89,193

Exercise of stock options for cash ... .. - - - 4,148

Sale of common stock through employee

stock purchase plan .......cccccooeevevveeeee. L - - - 345

Issuance of common stock for acquisitions ...... ... - - - 2,335

Tax benefit related to shares acquired by employ ees

under stock compensation plans ................ . ... - - - 1,422

Sale of common stock through private and public

offerings, net of approximately $2,448 of expen ses . -- - - 37,827

Issuance of common stock for services rendered. ... - - -- 136

Comprehensive income:
Equity adjustment from foreign

currency translation .......ccceevvevveeeeeee L - - ( 476) --

NetinCoOMe ..ocvvvviii it - - - -

Total comprehensive loSS ......cccooevveeeeeee L - - - 16,546
BALANCES, December 31,1999 ......ccocovvvvveeeee $ - $ - $ ( 890) $151,952

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

CONSOLIDATED STATEMENT OF CASH FLOWS
(IN THOUSANDS)

YEARS E NDED DECEMBER 31,
1999 1998 1997
CASH FLOWS FROM OPERATING ACTIVITIES:
Netincome (I0SS) .....ccovverieiviiineninnns $ 17,022 $(11,137) $ 12,306
Adjustment for conforming year-end of merged enti -- (482) --
Adjustments to reconcile net income (loss) to net
by operating activities -
Depreciation and amortization ................ 7,809 6,599 4,882
Amortization of deferred debt issuance costs . 81 - -
Minority interest ........cc.occevveenieene 69 -- --
Stock issued for services rendered ........... 136 - -
Provision for deferred income taxes .......... 909 (1,619) (2,040)
Amortization of deferred compensation ........ -- 34 48
Purchased in-process research and development -- -- 3,080
(Gain) loss on disposal of property and equipm (15) 120 1,046
Earnings from marketable securities, net ..... (1,724) (765) (174)
Writedown of LITMAS investment ............... 322 600 -
Changes in operating assets and liabilities -
Accounts receivable-trade, net ............ (27,542) 20,575 (13,289)
Related parties and other receivables ..... (1,306) 1,473 (460)
Inventories (4,105) 10,265 (11,511)
Other current assets (169) 2,120 (1,334)
Deposits and other 291 (37) 77
Demonstration and customer service equipmen (563) (1,034) (641)
Accounts payable trade .................... 8,632 (9,569) 10,687
Accrued payroll and employee benefits ..... 4,393 (2,596) 2,546
Customer deposits and other accrued expense 1,124 592 699
Income taxes payable/receivable, net ...... 4,426 (5,825) 1,040
Net cash provided by operating activities L 9,790 9,314 7,662
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of marketable securities ............... (170,805) (1,000) (20,000)
Sale of marketable securities 1,928 6,100 -
Purchase of property and equipment, net ......... (6,878) (5,292) (7,542)
Purchase of LITMAS, net of cash acquired ........ ... (175) (1,000) --
Acquisition of assets of Fourth State Technology, Inc. .... -- (2,500) --
Acquisition of Tower Electronics, Inc., net of ca sh acquired .. -- -- (12,995)
Net cash used in investing activities ... L (175,930) (3,692) (40,537)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from notes payable .........ccccceeee. 3,304 2,201 15,828
Repayment of notes payable and capital lease obli gations ......ccoeeeveeens (1,539) (8,745) (13,813)
Proceeds from convertible debt, net .............. ... 130,509 -- --
Sale of common stock, net of expenses .......... .. 37,827 -- 28,724
Sale of common stock through employee stock purch ase plan 345 133 102
Proceeds from exercise of stock options and warra nts ... 4,148 728 268
Proceeds from stockholders' notes receivable .... L, -- 67 1,564
Net cash provided by (used in) financing activ IteS e 174,594 (5,616) 32,673
EFFECT OF CURRENCY TRANSLATION ON CASH ......cc.... o (476) 278 (192)
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS .. 7,978 284 (394)
CASH AND CASH EQUIVALENTS, beginning of period ... 12,325 12,041 12,435
CASH AND CASH EQUIVALENTS, end of period ......... . . $ 20,303 $ 12,325 $ 12,041

SUPPLEMENTAL DISCLOSURE OF NON-CASH INVESTING
AND FINANCING ACTIVITIES:

Tax benefit related to shares acquired by empl oyees under stock option plans $ 365 $ 29
Conversion of royalty payable to note payable $ - $ -
Note payable assumed in Tower acquisition .... $ - $ 1,389
Exercise of stock options in exchange for stoc $ - $ 470
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid for interest ....cocvvvvcvvcevceeceee s $ 442 $ 398 $ 522
Cash paid for income taxes, Net .....cccccceeee. s ;::4:7:2:6::: $ 2,327 $ 8,004
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(1) COMPANY OPERATIONS

Advanced Energy Industries, Inc. (the "Company"¥ecorporated in Colorado in 1981 and reincorpatan Delaware in 1995. The
Company is primarily engaged in the development@oduction of power conversion and control systemtsch are used by manufacturers
of semiconductors and in industrial thin film maaetfiring processes. The Company owns 100% of datie dollowing subsidiaries:
Advanced Energy Japan K.K. ("AE-Japan"), AdvancadrBy Industries GmbH ("AE-Germany"), Advanced Eydndustries U.K. Limited
("AE-UK"), Advanced Energy Industries Korea, INtAE-Korea") and Advanced Energy Taiwan, Ltd. ("ABivan"). The Company also
owns 100% of Advanced Energy Voorhees, Inc. ("AEWJmerly RF Power Products, Inc. ("RFPP"), Towdctronics, Inc. ("Tower") and
Noah Holdings, Inc. ("Noah") and 56.5% of LITMASsAliscussed in Note 19, Noah was merged into timep@ay on April 6, 2000. Th
acquisition of Noah has been accounted for as Angpof interests under Accounting Principles Bo@pinion No. 16. Accordingly, all prior
period consolidated financials statements have bestated to include Noah as though it had alwagnipart of the Company. AEV is a New
Jersey-based designer and manufacturer of radjadrey power systems, matching networks and peappeoducts primarily used by
original equipment providers in the semiconductmpital equipment, commercial coating, flat pansptily and analytical instrumentation
markets. Tower is a Minnesota-based designer amdifaeturer of custom, high-performance switchmoower supplies used principally in
the telecommunications, medical and non-impactipgrindustries. Noah is a Californimsed manufacturer of solid state temperature ak
systems used to control process temperatures dseimgconductor manufacturing. LITMAS is a startagunpany that designs and
manufactures plasma gas abatement systems andidmgiity plasma sources.

The Company continues to be subject to certairs isikilar to other companies in its industry. Theslks include significant fluctuations of
quarterly operating results, the volatility of themiconductor and semiconductor capital equipmehtdtries, customer concentration within
the markets the Company serves, manufacturingtfasitisks, recent and potential future acquissiomanagement of growth, supply
constraints and dependencies, dependence on deisiginbarriers to obtaining new customers, the lhgiel of customized designs, rapid
technological changes, competition, internatioad s risks, the Asian financial markets, intelletforoperty rights, governmental regulatic
and the volatility of the market price of the Compa common stock. A significant change in anyhefse risk factors could have a material
impact on the Company's business.

(2) SIGNIFICANT ACCOUNTING POLICIES

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

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

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

MARKETABLE SECURITIES - TRADING -- The Company has/estments in marketable equity securities and
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municipal bonds, which have original maturitie96fdays or more. In accordance with Statementrmdrigial Accounting Standards
("SFAS") No. 115, "Accounting for Certain Investm&in Debt and Equity Securities," the investmeamésclassified as trading securities and
reported at fair value with unrealized gains arg$és included in earnings.

DEMONSTRATION AND CUSTOMER SERVICE EQUIPMENT -- Damstration and customer service equipment are rmatured
products utilized for sales demonstration and eaédn purposes. The Company also utilizes thispgant in its customer service functior
replacement and loaner equipment to existing custem

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

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

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

GOODWILL AND INTANGIBLES -- Goodwill and intangibke are recorded at the date of acquisition at tidkicated cost. Amortization is
provided over the estimated useful lives of apprately 7 years for both the goodwill and the inialeyassets.

CONCENTRATIONS OF CREDIT RISK -- The Company's neues generally are concentrated among a small nuofilcestomers, the
majority of which are in the semiconductor cap&qlipment industry. The Company's foreign subsiekasales are primarily denominated in
currencies other than the U.S. dollar (see NoteTld¢ Company establishes an allowance for doubtfabunts based upon factors
surrounding the credit risk of specific customdistorical trends and other information.

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

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

The Company records a cumulative translation aatjest from translation of the financial statemerftdB-Japan, AE-Germany, AE-Korea,
AE-UK and AE-Taiwan. This equity account includhe tesults of translating balance sheet assetBanilities at current exchange rates as
of the balance sheet date, and the statementsddims and cash flows at the average exchange dating the respective year.

The Company recognizes gain or loss on foreigreoary transactions, which are not considered tdf ladang-term investment nature. The
Company recognized a gain on foreign currency #etiens of $1,504,000, $369,000 and $97,000 foyézes ended December 31, 1999,
1998 and 1997, respectively.

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

INCOME TAXES -- The Company accounts for incomeetin accordance with SFAS No. 109, "Accountinglfi@ome Taxes." In
accordance with SFAS No. 109, deferred tax assetdiabilities are recognized for temporary diffeces between the tax basis and financial
reporting basis of assets and liabilities, compuatecurrent tax rates. Also, the Company's deferrenme tax assets include certain future tax
benefits. The Company records a valuation allowagzenst any portion of those deferred income $wets which it believes it will more
likely than not fail to realize.
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EARNINGS PER SHARE -- Basic EPS is computed bydihg income available to common stockholders bywik&htedaverage number
common shares outstanding during the period. Thepotation of diluted EPS is similar to the compiataiof basic EPS except that the
denominator is increased to include the numbedditamnal common shares that would have been mdsig (using the treasury stock
method) if dilutive potential common shares hadbiesued. Basic and diluted EPS were the samésfal {1998 as the Company incurred
losses from operations, therefore, making the effeall potential common shares anti-dilutive.

COMPREHENSIVE INCOME (LOSS) -- SFAS No. 130, "Rejimy Comprehensive Income," established rulesterreporting of
comprehensive income (loss) and its components.pgaimensive income (loss) for the Company consist&ebincome
(loss) and foreign currency translation adjustmantsis presented in the Consolidated Stateme®tankholders' Equity.

SEGMENT REPORTING -- SFAS No. 131, "Disclosure at®egments of an Enterprise and Related InformAtiequires a public business
enterprise to report financial and descriptive infation about its reportable operating segmenter@jng segments are components of an
enterprise about which separate financial infororais available that is evaluated regularly bydhief operating decision-maker in deciding
how to allocate resources and in assessing perfmendanagement operates and manages its businagspdying power conversion and
control systems as one operating segment, asgfagiucts have similar economic characteristics@oduction processes.

RECENT ACCOUNTING PRONOUNCEMENTS -- In June 1998 #ASB issued SFAS No. 133, "Accounting for Deli@tinstruments
and Hedging Activities." The Company is requiredittopt SFAS No. 133, as amended by SFAS No. 13i&dal 2001. SFAS No. 133
establishes accounting and reporting standarddeiavative instruments and for hedging activityrbguiring all derivatives to be recorded on
the balance sheet as either an asset or liabilitynaeasured at their fair value. Changes in thizakdre's fair value will be recognized
currently in earnings unless specific hedging antiag criteria are met. SFAS No. 133 also estabisimiform hedge accounting criteria for
all derivatives. The Company does not believe tiraiadoption of SFAS No. 133 will have a matemapact on the consolidated financial
statements.

In December 1999 the staff of the Securities anchBrge Commission issued its Staff Accounting Bull€ SAB") No. 101, "Revenue
Recognition.” SAB No. 101 provides guidance onrtteasurement and timing of revenue recognitionnarfcial statements of public
companies. Changes in accounting policies to ajy@\guidance of SAB No. 101 must be adopted byrdieg the cumulative effect of the
change in the fiscal quarter ending December 3002Blanagement does not believe that the adopfi@A8 No. 101 will have a material
effect on the Company's financial position or resof operations.

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

ASSET IMPAIRMENTS -- The Company reviews its loliged assets and certain identifiable intangibtebe held and used by the Comp
for impairment whenever events or changes in cigtances indicate their carrying amount may nogkeverable. In so doing, the Company
estimates the future net cash flows expected tdtrirem the use of the asset and its eventualodision. If the sum of the expected future net
cash flows (undiscounted and without interest cbsirs less than the carrying amount of the aasatmpairment loss is recognized to reduce
the asset to its estimated fair value. Otherwigemgairment loss is not recognized. Ldigd assets and certain identifiable intangibtebée
disposed of, if any, are reported at the lowerasfyding amount or fair value less cost to sell.
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(3) ACQUISITIONS

OTHER INTANGIBLES --During 1999 the Company acquired various intamgéssets, primarily a license agreement and patantssuing
approximately 214,000 shares of its common stotkedhat $1,950,000. The entire purchase price Wasated to other intangibles and is
being amortized over a seven-year useful life.

LITMAS -- During 1998 the Company acquired a 29%newship interest in LITMAS, a privately held, Notarolina-based start-up
company that designs and manufactures plasma gésnadnt systems and high-density plasma sourcespditchase price consisted of $1
million in cash. On October 1, 1999, the Compamyu@ed an additional 27.5% interest in LITMAS far additional $560,000. The purchase
price consisted of approximately 13,000 shareb@fQompany's common stock valued at $385,000 an8,00 in cash. The acquisition was
accounted for using the purchase method of acauyatid resulted in $523,000 allocated to intangalskets as goodwill. The results of
operations of LITMAS are included within the accanping consolidated financial statements from thte dhe controlling interest of 56.5%
was acquired.

AEV -- On October 8, 1998, AEV (formerly RF PowapBucts, Inc.), a New Jersey-based designer andfaetnrer of radio frequency
power systems, matching networks and peripheralymts primarily for original equipment providerstire semiconductor capital equipment,
commercial coating, flat panel display and analltinstrumentation markets, was merged with a whmlvned subsidiary of the Company.
The Company issued approximately 4 million shafésa@ommon stock to the former shareholders oWAEach share of AEV common
stock was exchanged for 0.3286 of one share aEtimepany's common stock. In addition, outstandiny/AEock options were converted at
the same exchange factor into options to purchggmaimately 148,000 shares of the Company's conmstagk.

The merger constituted a tax-free reorganizatiahlas been accounted for as a pooling of intetester Accounting Principles Board
Opinion No. 16. Accordingly, all prior period cotisiated financial statements presented have bestates to include the combined balance
sheet, statements of operations and cash flowsdf @s though it had always been part of the CompaRy/'s year-end was November 30,
and therefore, the combined statements of opesatiad cash flows for fiscal 1997 include AEV's itssfor the year ended November 30,
1997.

AEV's operating results for the month of Decemi®38lare not reflected in the accompanying consiitiatatement of operations. This is
due to changing AEV's year-end from November 3Décember 31 to conform to the Company's year-e/'&month of December 1998
operating results were revenues of approximateB8%¥00 and a net loss of $482,000, which has blearged directly to retained earnings in
order to report only twelve months' operating ressuh connection with the merger, the Company méed in the fourth quarter of 1998 a
charge to operating expenses of $2,742,000 foctdinergerrelated costs. There were no transactions betwee@ompany and AEV prior
the combination, and immaterial adjustments wetended to conform AEV's accounting policies. Certaclassifications were made to
conform the AEV financial statements to the Compapyesentations. The results of operations fosparate companies and combined
amounts presented in the consolidated financig¢rstants follow. These amounts also include theiaitgun of Noah discussed in Note 19.
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YEARS ENDED DECEMBER 31,

1998 1997
(IN THOUSANDS)
Sales:
Pre-AEV merger
Advanced ENergy ......cccccoceevceeicceeneees $ 86,289 $ 141,923
ABV e 18,436 33,835
POSt-AEV Merger .....ccccvcvvveveevenianeaaes 19,973 --
Noah (see Note 19) ......ccovvvvvvvveveneeenees 5,638 7,489
Consolidated .....ccccooceevveevcieeieee $ 130,336 $ 183,247

Net (loss) income:
Pre-AEV merger

Advanced ENergy ........cceceevvveivvveeeeees $ (2,748) $ 10,362
AEV e (3,859) 1,694

POSt-AEV mMerger ......cocooeeeviciveeeaicees (168)

Merger CoStS ....cooveemniiiieeiiieeeeeeeee (2,742)

Noah (see Note 19) .....cccovvevviiiieeeenceeee (1,620) 250
Consolidated ........cooeevvvvevcveeieeee $(11,137) $ 12,306

FST -- Effective September 3, 1998, the Companyiaed substantially all of the assets of FourthteSteechnology, Inc. ("FST"), a privately
held, Texas-based designer and manufacturer oépsamontrols used to monitor and analyze dateeifRth process. The purchase price
consisted of $2.5 million in cash, assumption 8843,000 liability, and an earn-out provision whistbased on profits over a twelve-quarter
period beginning October 1, 1998. Approximatelyedaillion of the initial purchase price was allogato intangible assets. During the fou
quarter of 1999, the Company accrued $240,000tamgible assets as a result of the earn-out pmviseing met during the fifth quarter
period. The results of operations of FST are inetudiithin the accompanying consolidated finandialesnents from the date of acquisition.

TOWER -- Effective August 15, 1997, the Companyuhe all of the outstanding stock of Tower, a Misota-based designer and
manufacturer of custom, high-performance switchmualger supplies used principally in the telecomrations, medical and non-impact
printing industries. The purchase price consisfefild.5 million in cash and a $1.5 million non-irgst-bearing promissory note to the seller
(the "Note"), which was paid in full during Auguk®98. Total consideration, including the effectroputing interest on the Note, equaled
$15,889,000. The acquisition was accounted forgigie purchase method of accounting and resultacime-time charge of $3,080,000 for
in-process research and development costs accasradesult of the transaction. Acquisition costaléd approximately $209,000.

The purchase price was allocated to the net asb&®wer as summarized below:

(In thousands)

Cash and cash equivalents .......ccccoceevveeeee. L $ 1,714
Accounts receivable ........ccccccovvveienneee. L 2,555
INVENEONIeS ...vvvveiiiiiieieeeeeeeee 2,691
Deferred tax asset .......ccoeevvvvcvvveenceeeee L. 57
Fixed @sSets ......ccoccvvvvvveiiiiieeeiceeeee 280
GoodWill oo 7,490
Purchased in-process research and development ..... ... 3,080
Other @ssets .....cccccvvvvveeiviiiieeiiceee 39
Accounts payable ........cccoooveeveiinen. (1,292)
Accrued liabilities ........cccoocvvevenvceeeeeee. L (516)
$ 16,098

The purchase agreement included a contingent pseqgtrace based on Tower exceeding a certain @lekih 1998. No additional purchase
price was recorded during 1998 as the sales leasIinet achieved.

The results of operations of Tower are includedhinithe accompanying consolidated financial statemfom the date of acquisition.
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(4) PUBLIC OFFERINGS OF COMMON STOCK

In October 1997 the Company closed on an offerings@ommon stock. In connection with the offeriig000,000 shares of common shares
were sold at a price of $31 per share, providirgpgproceeds of $31,000,000, less $2,276,000 @nindf costs.

In November 1999 the Company closed on an additimifering of its common stock. In connection witte offering, 1,000,000 shares of
common shares were sold at a price of $39 per spareiding gross proceeds of $39,000,000, les4482000 in offering costs.

(5) MARKETABLE SECURITIES - TRADING
MARKETABLE SECURITIES - TRADING are reported at théair value and consisted of the following:

DECEMBER 31,

199 9 1998
( IN THOUSANDS)
Commercial paper .........ccoceeeuveenn. $118, 894  $12,290
Municipal bonds and notes .............. 67, 453 2,815
Mutual funds ........cccceeviineenne 93 734
$186, 440 $15,839

These marketable securities have original cos&l85,069,000 and $14,900,000 as of December 3B, 4898 1998, respectively.
(6) ACCOUNTS RECEIVABLE - TRADE
ACCOUNTS RECEIVABLE - TRADE consisted of the follivg:

DECEMBER 31,

199 9 1998
( IN THOUSANDS)
DOMESLC c.vveveveieeireieeie e $ 20, 126 $ 8,708
Foreign .....ccoveeeeeviiiiiie 23, 391 7,152
Allowance for doubtful accounts ........ ( 577) (622)
$42, 940 $ 15,238

(7) INVENTORIES

INVENTORIES consisted of the following:

D ECEMBER 31,
199 9 1998
| N THOUSANDS)
Parts and raw materials ................ $17,5 12 $13,778
WoOrk in process ........cccoccveeeene 25 26 2,115
Finished goods ............ccccvvvnees 6,4 18 6,458
$26,4 56  $22,351
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(8) PROPERTY AND EQUIPMENT

PROPERTY AND EQUIPMENT consisted of the following:

Machinery and equipment ..........cccccccvveee. L
Computers and communication equipment ............. ...
Furniture and fixtures ........cccoceevevvceeeeee. L
Vehicles ......ccccoviiieennns
Leasehold improvements

Less - accumulated depreciation .........ccoceee... Ll

(9) NOTES PAYABLE

Revolving line of credit of $30,000,000,

expiring December 7, 2000, interest at bank's
prime rate minus 1.25% or the LIBOR 360-day rate
plus 150 basis points, (average 2.06848% during
1999, 2.02857% at December 31, 1999). This line
includes $20,000,000 available for general use,
with an option to convert up to $10,000,000 to a
three-year term loan; additional advances up to
$5,000,000 each for Optional Currency Rate
Advances and Foreign Exchange Contracts
Borrowing base consists of the sum of 80% of
eligible accounts receivable plus the lesser of
20% of eligible inventory or $5,000,000. Loan
covenants provide certain financial restrictions
related to working capital, leverage, net worth,
payment and declaration of dividends and
profitability .......cccococviieiiiiinis

Revolving line of credit of $1,875,000, expiring
July 6, 2000, interest at bank's prime rate plus
3.5% (minimum 12% plus 1% discount rate). Loan
is secured by a Certificate of Deposit, certain
accounts receivable, inventory, equipment and
intangibles, and is guaranteed by a stockholder.
Agreement provides for an early termination fee
of $30,000 if the line is terminated prior to
MALUFILY .eeeeiiiiiee e

Note payable, shareholder (see Note 15) ...........

Note payable, royalties, with interest at 7%,

with monthly payments ranging from $5,000 to

$15,000, including interest, due July 2002

The note is unsecured ...........cccceeeeruieen.

Note payable, other .........cccccvveveeeenennnn.

Note payable to the New Jersey Economic Development
Authority, with interest at 5%, principal and

interest due monthly, matures January 2002 and
secured by machinery and equipment ...............

Less -- current portion .....................

(10) CONVERTIBLE SUBORDINATED NOTES PAYABLI

DECEMBER 31,

1999 1998
(IN THOUSANDS)
$17,762  $14,704
8,868 7,435
3,637 3,679
161 179
5,123 4,488
35,551 30,485
(18,256)  (14,524)
$17,295  $15,961

DECEMBER 31,

(IN THOUSANDS)

$1,958

241

447

738

$1,217

230

447




In November 1999 the Company issued $135 millionarfvertible subordinated notes payable at 5.23%s& notes mature November 15,
2006, with interest payable on May 15th and Novanilah each year beginning May 15, 2000. Net prdsde the Company were
approximately $130.5 million, after deducting $é8lion of offering costs, which have been capitatl and are being amortized over a p¢
of 7 years. Holders of the notes may convert thesat any time into shares of the Company's constauk, at $49.53 per share. The
Company may convert the notes on or after NoverhBeP002 at a redemption price of 103.00% timegptirecipal amount, and may convert
at successively lesser amounts thereafter untieNder 15, 2006, at which time the Company may coratea redemption price equal to the
principal amount. At December 31, 1999, $886,00M@rest expense was accrued as a current liabilit
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(11) INCOME TAXES

For the years ended December 31, 1999, 1998 and ft#9provision for income taxes consisted of mowant for taxes currently payable and
a provision for tax effects deferred to future pds. In 1997 the Company increased its statutoBy tax rate from 34% to 35%.

The provision (benefit) for income taxes for thageended December 31, 1999, 1998 and 1997 wali@sd:

D ECEMBER 31,
1999 1998 1997
(IN THOUSANDS)
Federal .........ccc.ccue... $ 6,785 $(4,081) $ 6,075
State and local .............. 1,290 (591) 1,457
Foreign taxes ................ 2,278 882 71
$ 10,353 $(3,790) $ 7,603
current .......ceeeenneenne. $ 9,444 $(2,171) $ 9,643
Deferred .......cccccvvene 909 (1,619) (2,040)
$ 10,353 $(3,790) $ 7,603

The following reconciles the Company's effective tate to the federal statutory rate for the yesded December 31, 1999, 1998 and 1997:

DECEMBER 31,

1999 1998 1997
(IN THOUSANDS)

Income tax expense (benefit) per federal statutory rate... $ 9,605 $(5224) $ 6,94 3
State income taxes, net of federal deduction ...... ... 839 (384) 84 6
Foreign sales corporation ........cccccocveveee. . (331) -- (20 9)

Nondeductible merger costs .........cooevevcveee. L. (228) 960 - -
Nondeductible intangible and goodwill amortizaton ... 406 353 13 2
Nondeductible purchased in-process research and dev elopment -- - 1,07 8
Other permanentitems, net ......cccccceeveeeeee. L (121) (128) 3 7)
Effect of foreign taxes ........cccvvvvvvvvveeeee. L 1,000 80 27 5

Foreign operating loss with no benefit provided ... ... - 610 - -
Change in valuation allowance .........ccccccceeee. L (717) 107 (53 0)
Tax CreditS «oooevvveviciiiiiiiieeee e (100) (164) (51 1)
OtNET i - - (38 4)

$ 10,353 $(3,790) $ 7,60 3

The Company's deferred income tax assets are stipatias follows:
DECEMBER 31, DECEM BER 31,
1999 CHANGE 19 98
(IN THOUSANDS)

Employee bonuses and commissions ........cccccee.. $ 30 $ (164) $ 194
Warranty reserve .........ccccooveeeivininenennns 565 108 457
Bad debt reserve .........cccccviviiiiiinennennn. 211 9) 220
Vacation accrual ............cocceeieiiiiinnns 506 211 295
Royalties .......cccoooiieeiiiiiiee e 280 87 193
Obsolete and excess inventory ..................... 887 (368) 1 ,255
Foreign operating loss carryforwards .............. -- (1,253) 1 ,253
Research and development credit carryforwards ..... -- (324) 324
Alternative minimum tax credit carryforwards ...... - (276) 276
Investment in LITMAS ..., 343 112 231
Depreciation and amortization ..................... 473 237 236
OtNEr i 373 13 360
Less: Valuation allowance on foreign operating loss carryforwards - 717 (717)
$ 3,668 $ (909) $4 577
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The domestic versus foreign component of the Coryiparet income (loss) before income taxes at Deee®b, 1999, 1998 and 1997, wa:
follows:

D ECEMBER 31,
1999 1998 1997
THOUSANDS)
Domestic , $(15,401) $ 18,980
Foreign .......ccocveeninns , 474 929

$(14,927)  $19,909

(12) RETIREMENT PLAN

The Company has a 401(k) Profit Sharing Plan whrers most full-time employees who have complstedanonths of fulltime continuou:
service and are age eighteen or older. Participaaisdefer up to 20% of their gross pay up to aimarm limit determined by law.
Participants are immediately vested in their cbotibns.

The Company may make discretionary contributiorsetlaon corporate financial results for the fisary Effective January 1, 1998, the
Company increased its matching contribution fotipgrants in the 401(k) Plan up to a 50% matchingontributions by employees up to
of the employee's compensation. The Company'scotdtibutions to the plan were approximately $880, $746,000 and $620,000 for the
years ended December 31, 1999, 1998 and 1997 cieghe. Vesting in the profit sharing contributi@ecount is based on years of serv
with a participant fully vested after five yearsooédited service.

The Company also has a Money Purchase Pensionvifiéah covers certain employees. This plan wasginpeffective July 1, 1998, and the
Company is not required to make contributions wptan for future years. The Company's contribitanthis plan were $63,000 and
$206,000 for 1998 and 1997, respectively. The Cappaade no contributions in 1999.

(13) COMMITMENTS AND CONTINGENCIES
CAPITAL LEASES

The Company finances a portion of its property egdipment under capital lease obligations at istenaes ranging from 7.63% to 24.7%.
The future minimum lease payments under capitalizase obligations as of December 31, 1999 arellasvt:

(IN THOUSANDS)

2000 ..o $ 101
2001 ..o 56
Total minimum lease payments ............. 157
Less -- amount representing interest ..... (11)

Less -- current portion .................. (100)

$ 46

OPERATING LEASES

The Company has various operating leases for altib@so equipment, and office and production spat®ed 15). Lease expense under
operating leases was approximately $4,825,000554000 and $3,139,000 for the years ended DeceBihd999, 1998 and 1997,
respectively.

The future minimum rental payments required unagrcancelable operating leases as of December 99,dr@ as follows:
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(IN THOUSANDS)

2000 ...oeeeiiireeeiinn $4,782
2001 3,714
2002 3,131
2003 2,740
2004 2,428
Thereafter ................... 11,466
$28,261

GUARANTEE

Subsequent to year-end, the Company extended argaarfor a $2,500,000 bank term loan through M&ict?2000, entered into by a non-
public entity that serves as a supplier to the CaamgpAn officer of the Company serves as a direst@uch entity. The Company has
received warrants to purchase shares of the supptiproviding this guarantee. No value has cutyelneen assigned to these warrants.

(14) FOREIGN OPERATIONS

The Company operates in a single operating segmiéimbperations in the U.S., Asia and Europe. TdilWwing is a summary of the
Company's foreign operations:

YEARS ENDED DECEMBER 31,

1999 1998 19 97
(IN THOUSANDS)
Sales:
Originating in Japan to unaffiliated customers.. ... $ 16,270 $ 6,300 $1 1,431
Originating in Europe to unaffiliated customers. ... 12,724 8,489 7,487
Originating in U.S. and sold to foreign customers ... 23,883 20,911 2 2,809
Originating in U.S. and sold to domestic customer S 137,263 94,636 14 1,520
Originating in South Korea to unaffiliated custom ers ..... 1,435 -- -
Transfers between geographic areas ............. ... 24,053 10,304 1 4,523
Intercompany eliminations ..........cccoeeeeeee. Ll (24,053) (10,304) 1 4,523)
$ 191,575 $ 130,336 $18 3,247
Income (loss) from operations:
JAPAN o $ 1,758 $ (1,505 $ (73)
EUIOPE oo 2,379 1,722 1,488
UsS e, 21,953 (15,366) 1 9,029
South KOrea ....ccccovvvieeiiiiiicciices 188 (186) -
Intercompany eliminations ............ccccoeeeee.. L (389) 165 (303)
$ 25,889 $(15,170) $ 2 0,141
Identifiable assets:
JAPAN oo $ 13,967 $ 6,039
......... 11,950 5,073
......... 339,059 123,246
......... 1,393 610
......... (47,308) (31,362)
$ 319,061 $ 103,606

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

The Company leases office and production spaces dértéimited liability partnership consisting of t&in officers of the Company and other
individuals. The leases relating to these spacpsesin 2009 and 2011 with monthly payments of agpnately $52,000 and $58,000,
respectively.

The Company also leases other office and produspaice from another limited liability partnershgmsisting of certain officers of the
Company and other individuals. The lease relatintpis space expires

18



in 2002 with a monthly payment of approximately SE®.

Approximately $1,693,000, $1,359,000 and $1,320W8a86 charged to rent expense attributable to teases for the years ended December
31, 1999, 1998 and 1997, respectively.

The Company also leases office and production sfpagea shareholder. Approximately $197,000, $190,8nd $164,000 was charged to
rent expense attributable to this lease for thesyeaded 1999, 1998 and 1997, respectively.

The Company leases, for business purposes, a camdomowned by a partnership of certain stockhadd&he Company paid the partners
approximately $36,000 for each of the years endecehber 31, 1999, 1998 and 1997, relating to daisd.

In prior years, certain stockholders of the Compexgrcised options to purchase shares of the Coytypemmmon stock in exchange for
notes receivable in the amount of the exerciseepiiibese notes receivable and accrued interestierepaid in full.

The Company has an unsecured note payable tolhstder of $447,000, less current portion of $48,00ith interest at 7%, due November
1, 2002. The note is payable in installments afigpal and interest of $75,000 in 2000, $135,002061 and $306,000 in 2002.

(16) MAJOR CUSTOMERS

The Company's sales to major customers (salescss)of 10% of total sales) are to entities whrehpgimarily manufacturers of
semiconductor capital equipment and disk storagé@etent and, for the years ended December 31, 1988 and 1997 are as follows:

DECEMBER 31,

1999 1998 1997

CUStOMEr A oo, 31% 22% 30%

Customer B ... 7% 6% 11%

Customer C ....oooevvvviiiiiiieeeeceeee e 6% 10% 4%

44%  38%  45%

(17) FORWARD CONTRACTS

AE-Japan enters into foreign currency forward cacts to buy U.S. dollars to hedge its payable josdrising from trade purchases and
intercompany transactions with its parent. Foreigrmency forward contracts reduce the Company's®&x to the risk that the eventual net
cash outflows resulting from the purchase of présldenominated in other currencies will be advgraéfected by changes in exchange rates.
Foreign currency forward contracts are enteredwitb a major commercial Japanese bank that haghachedit rating and the Company di
not expect the counterparty to fail to meet itdgdtions under outstanding contracts. Foreign cusrgains and losses under the above
arrangements are not deferred. The Company geyerabrs into foreign currency forward contractfhwaturities ranging from 1 to 4
months, with contracts outstanding at Decembefi829, maturing through April 2000. At December 3399, the Company held foreign
forward exchange contracts with nominal amount$40500,000 and market settlement amounts of $089&pr an unrealized gain position
of $2,000.

(18) STOCK PLANS

EMPLOYEE STOCK OPTION PLAN -- During 1993 the Compgaadopted an Employee Stock Option Plan (the "Byg# Option Plan™)
which was amended and restated in September 1885,&ry 1998 and
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February 1999. The Employee Option Plan allowsaissa of incentive stock options, non-qualified op#, and stock purchase rights. The
exercise price of incentive stock options shalllmmtess than 100% of the stock’s fair market vatlutéhe date of grant. The exercise price of
non-qualified stock options shall not be less th@#b of the stock's fair market value on the datgraht. Options issued in 1999, 1998 and
1997 were issued at 100% of fair market value wigtical vesting over three to five years. Under Emeployee Option Plan, the Company
the discretion to accelerate the vesting periog dptions are exercisable for ten years from the dfigrant. The Company has reserved
5,625,000 shares of common stock for the issuahs®wok under the Employee Option Plan, which teates in June 2003.

In connection with the grant of certain stock opi@n June 30, 1995, the Company recorded $14f0fferred compensation for the
difference between the deemed fair value for actiogmpurposes and the option price as determinetid”ompany at the date of grant. This
amount is presented as a reduction of stockholdqtsty and has been amortized over the 3-yeaingegeriod of the related stock options.

EMPLOYEE STOCK PURCHASE PLAN -- In September 198&ckholders approved an Employee Stock Purchase(la "Stock

Purchase Plan") covering an aggregate of 200,08@slof common stock. Employees are eligible ttiggpate in the Stock Purchase Plan if
employed by the Company for at least 20 hours pakvduring at least five months per calendar yearticipating employees may have uj
15% (subject to a 5% limitation set by the Compasfytheir earnings or a maximum of $1,250 per sonth period withheld pursuant to the
Stock Purchase Plan. Common stock purchased umgl&tock Purchase Plan will be equal to 85% ofdiver of the fair market value on t
commencement date of each offering period or tlevaat purchase date. During 1999, 1998 and 198playees purchased an aggregate of
22,390, 20,264 and 8,186 shares under the Stockh&se Plan, respectively.

NON-EMPLOYEE DIRECTORS STOCK OPTION PLAN -- In Septeenii995 the Company adopted the 1995 Non-Employeztors

Stock Option Plan (the "Directors Plan") coveririg@®0 shares of common stock. In February 1999ldrewas amended to increase the
number of shares of common stock issuable undér gian to 100,000 shares of common stock. The Riredlan provides for automatic
grants of non-qualified stock options to directofshe Company who are not employees of the Comgadwytside Directors"). Pursuant to
the Directors Plan, upon becoming a director ofGoenpany, each Outside Director will be granteajation to purchase 7,500 shares of
common stock. Such options will be immediately eigable as to 2,500 shares of common stock, andegt as to 2,500 shares of common
stock on each of the second and third anniversafid® grant date. On each anniversary of the dat@hich a person became an Outside
Director, an option for an additional 2,500 shasegranted. Such additional options vest on theltanniversary of the date of grant. Options
will expire ten years after the grant date, andetkercise price of the options will be equal to fdie market value of the common stock on the
grant date. The Directors Plan terminates Septe2Q@5.

The following summarizes the activity relating fations for the years ended December 31, 1999, 486881997:
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1999 1998 1997

(IN THOUSANDS, EXCEPT SHARE PRI CES)
Weighted- Weighted - Weighted-
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares  Price
Stock options:
Incentive stock options --
Options outstanding at beginning of
PEeriod ......cceieiieiiies 1,987 $9.01 1,475 $7.02 1,017 $3.57
Granted ........cccoeieeiiieniieens 417 30.31 937 10.23 731 11.60
Exercised ... .. (487) 8.44 (219) 3.35 (225) 3.25
Terminated ..........ocoovevrvernenn. (67) 10.44 (206) 6.35 (48) 4.96
Options outstanding at end of period .... 1,850 13.90 1,987 9.01 1,475 7.02
Options exercisable at end of period .... 801 9.10 651 6.89 489 4.35
Weighted-average fair value of
options granted during the period ..... $ 18.78 $ 6.71 $ 7.41
Price range of outstanding options ...... $ 0.67-$44.97 $0.67-$31.63 $0.67-$31.63
Price range of options terminated ....... $ 3.88-$28.16 $0.83-$12.75 $ 3.40-$9.00
Non-employee directors stock options--
Options outstanding at beginning of period 45 $12.18 25 $14.67 20 $9.82
Granted .......ccoeevineiinieninns 18 3294 20 7.5 17 16.64
Exercised ..... . (3) 11.05 - - (2) 7.13
Terminated - - - - (10) 9.82
Options outstanding at end of period ..... 60 18.34 45 12.18 25 14.67
Options exercisable at end of period ..... 22 17.27 15 11.40 8 14.62
Weighted-average fair value of options
granted during the period ............... $ $ 4.93 $ 11.43
Price range of outstanding options ....... $ $8.63-$29.88 $8.63-$31.63
$ - $6.13-$11.05

Price range of options terminated ........ $

Statement of Financial Accounting Standards No, 128counting for Stock-Based Compensation" ("SHA& 123"), defines a fair value
based method of accounting for employee stock nptar similar equity instruments. However, SFAS W23 allows the continued
measurement of compensation cost for such plang tisé intrinsic value based method prescribed B3 ®pinion No. 25, "Accounting for
Stock Issued to Employees” ("APB No. 25"), providledt pro forma disclosures are made of net inconiess and net income or loss per
share, assuming the fair value based method of 323 had been applied. The Company has elézteccount for stock-based
compensation plans under APB No. 25, under whicbhampensation expense is recognized.

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

1999 1998 1997
Risk-free interest rates 5.9 2% 5.06% 6.17%
Expected dividend yield rates .......... 0. 0% 0.0% 0.0%
Expected lives .......ccccceeveveennnn. 4 yea rs 4years 4years
Expected volatility .................... 77.3 3% 87.48% 101.16%

The total fair value of options granted was comgutebe approximately $8,192,000, $6,056,000 an#l1$4000 for the years ended
December 31, 1999, 1998 and 1997, respectivelys&hmounts are amortized ratably over the vestnigg of the options. Cumulative
compensation cost recognized in pro forma net ircomoss with respect to options that are foréefigor to vesting is adjusted as a
reduction of pro forma compensation expense irpdred of forfeiture. Pro forma stock-based compéing, net of the effect of forfeitures
and tax, was approximately $2,999,000, $2,033,0@0$206,000 for 1999, 1998 and 1997, respectively.

Had compensation cost for these plans been detedngionsistent with SFAS No. 123, the Company'snoeime would have been reduced to
the following pro forma amounts:
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(IN THOUSANDS, EXCEPT
PER SHARE DATA)
Net Income (Loss):

As reported $ 17,022 $ (11,137) $1 2,306

Pro forma 13,839 (11,550) 1 1,150
Diluted Earnings (Loss) Per Share:

As reported $ 0.59 $ (0.41) $ 0.46

Pro forma 0.48 (0.43) 0.42

Because the SFAS No. 123 method of accounting dialseen applied to options granted prior to Jantat995, the resulting pro forma
compensation cost may not be representative otahas expected in future years.

The following table summarizes information abowg #ttock options outstanding at December 31, 1999:

Options Outstanding (0] ptions Exercisable
Weighted-
Average Weighted- Weighted-
Remaining Average Average
Year Range of Number Contractual Exercise Nu mber Exercise
Granted Exercise Prices Outstandin g Life Price Exer cisable Price
1993-1994 $0.67 to $8.76 43,00 0 4.0 years $ 2.69 4 3,000 $ 2.69
1995 $2.57 to $11.05 40,00 0 5.0 years $ 6.42 3 9,000 $ 6.42
1996 $3.88 to $11.05 176,00 0 6.6 years $ 4.97 16 5,000 $ 4.99
1997 $7.13 to $31.63 468,00 0 6.9 years $11.46 32 0,000 $11.16
1998 $6.75 to $17.32 756,00 0 8.5 years $10.03 24 1,000 $10.27
1999 $17.32 to $44.97 427,00 0 9.3 years $30.44 1 5,000 $ 33.06
1,910,00 0 7.9 years $14.22 82 3,000 $ 9.39

(19) SUBSEQUENT EVENTS

NOAH HOLDINGS, INC.- On April 6, 2000, Noah Holdings, Inc. ("Noah")pevately held, California-based manufacturerafdsstate
temperature control systems used to control praeesperatures during semiconductor manufacturirag merged with a wholly owned
subsidiary of the Company. The Company issued apaiely 687,000 shares of its common stock tofdheer shareholders of Noah,
including approximately 33,000 shares issued fiamancial advisory fee on Noah, which was accourteds merger costs of the acquisition
in fiscal 2000. Each share of Noah common stockexatanged for 0.0577 of one share of the Companysnon stock. In addition,
outstanding Noah stock options were convertedaptions to purchase approximately 40,000 sharéseo€ompany's common stock.

The merger constituted a tax-free reorganizatiahlas been accounted for as a pooling of intetester Accounting Principles Board
Opinion No. 16. Accordingly, all prior period cotisiated financial statements presented have bestateg to include the combined balance
sheet, statements of operations and cash flowoahMs though it had always been part of the Coyndrere were no transactions between
the Company and Noah prior to the combination,iemdaterial adjustments were recorded at Noah téoconNoah's accounting policies.
Certain reclassifications were made to conformNbah financial statements to the Company's presensa The results of operations for the
separate companies and combined amounts preserttezl gonsolidated financial statements follow:
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YEARS ENDED DECEMBER 31,

1999 1998 1997
(IN THOUSANDS)
Sales:
Pre-Noah merger
Advanced Energy .........cc....... $ 183,958 $ 124,698 $ 175,758
Noah ....ccoeeiiiiiiiieiies 7,617 5,638 7,489
Consolidated ..........ccceenue.. $ 191,575 $ 130,336 $ 183,247

Net income (loss):
Pre-Noah merger

Advanced Energy .........ccc....... $ 16,838 $ (9,517) $ 12,056
NOGN ...evoeeeeeeeeeeeeeeeae 184 (1,620) 250
Consolidated ...................... $ 17,022 $(11,137) $ 12,306

ENGINEERING MEASUREMENTS CO. - On July 6, 2000, thempany entered into a definitive agreement tamed=ngineering
Measurements Company ("EMCQO") in an exchange akstbhe shareholders and option holders of EMCOreidleive approximately
900,000 shares of the Company's common stock itraheaction, which is subject to approval by EMC&bckholders and certain other
conditions. The Company believes the acquisitidhb@ accounted for as a pooling of interests, witidoperate EMCO as a wholly owned
subsidiary. EMCO, a Longmont, Coloratlased company, manufactures electronic and eleetifoamical precision instruments for meast
and controlling the flow of liquids, steam and gase

SEKIDENKO, INC. - On July 24, 2000, the Companyegatl into a definitive agreement to acquire Sekidemc. ("Sekidenko") in an
exchange of stock ranging from 1.5 million to twdlion shares of the Company's common stock. Then@any believes the acquisition will
be accounted for as a pooling of interests, andop#érate Sekidenko as a wholly owned subsidiagkidenko, a Vancouver, Washington-
based company, is a supplier of optical fiber thematers to the semiconductor capital equipmentsirgu
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

SCHEDULE Il -- VALUATION AND QUALIFYING ACCOUNTS

BALANCE AT
BEGINNING OF ADDITIONS CHARGED BALANCE AT
PERIOD TO EXPENSE DEDUC TIONS END OF PERIOD
(IN THOUSANDS)
Year ended December 31, 1997:
Inventory obsolescence reserve ............ $2,077 $4,526 $3, 322 $3,281
Allowance for doubtful accounts ........... 382 263 58 587
$2,459 $4,789 $3, 380 $3,868
Year ended December 31, 1998:
Inventory obsolescence reserve ............ $3,281 $6,712 $7, 367 $2,626
Allowance for doubtful accounts ........... 587 229 194 622
$3,868 $6,941 $7, 561 $3,248
Year ended December 31, 1999:
Inventory obsolescence reserve ............ $2,626 $5,254 $5, 576 $2,304
Allowance for doubtful accounts ........... 622 39 84 577
$3,248 $5,293 $5, 660 $2,881
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ITEM 7. FINANCIAL STATEMENTS, PRO FORMA FINANCIAL |

NFORMATION AND
EXHIBITS.
EXH. NO. DESCRIPTION
23.1 Consent of Arthur Andersen, dat ed August 10, 2000
23.2 Consent of KPMG, dated August 1
27.1

0, 2000
Restated Financial Data Schedul e



SIGNATURE

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causisdréport to be signed on its behalf by the
undersigned hereunto duly authorized.

Dat e: August 10, 2000 Advanced Energy Industries, Inc.

By: /'s/ Douglas S. Schatz

Title: Chairman of the Board and
Chi ef Executive O ficer
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CONSENT OF ARTHUR ANDERSEN LLP
ARTHUR ANDERSEN LLP
EXHIBIT 23.1
CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS

As independent public accountants, we hereby cansehe incorporation of our report included istRorm 8-K, into Form S-8 (File Nos.

333-01616, 333-04073, 333-46705, 333-57233, 333-85333-79425 and 333-79429) and the Company'squsly filed Registration
Statements on Form S-3 (File No. 333-37378).

/sl ARTHUR ANDERSEN LLP

Denver, Colorado,
August 10, 200C



EXHIBIT 23.2
CONSENT OF KPMG LLP

CONSENT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Board of Directors
Advanced Energy Industries, Inc.:

We consent to the inclusion of our report datedidan16, 1998 with respect to the consolidate@stants of income, shareholders' equity
and cash flows of RF Power Products, Inc. and didoyi, for the year ended November 30, 1997 andédlated schedule (not separately
presented herein), which report appears in the Bekrof Advanced Energy Industries, Inc. dated Astdll, 2000. We also consent to the

incorporation by reference of such report in thgsteation statements (Nos. 333-79425 and 333-79d2%orm S-8 and the registration
statement (No. 333-37378) on Form S-3 of Advanaeer@y Industries, Inc.

/sl KPMG LLP

Phi | adel phi a, Pennsyl vani a

August 10, 2000
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