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$120,000,000
[LOGO]
5 1/4% Convertible Subordinated Notes due 2006

Advanced Energy Industries, Inc. is offering $120,000 of 5 1/4% convertible subordinated notes2086. You may convert your
convertible notes into shares of common stock ofakded Energy at any time prior to maturity or tmedemption by Advanced Energy. T
convertible notes will mature on November 15, 200 conversion rate is 20.1898 shares per ea®@@principal amount of convertible
notes, subject to adjustment in certain circumstanthis is equivalent to a conversion price of.$3%er share. The common stock is quoted
on the Nasdaq National Market under the symbol '$\EThe last reported bid price for the commonistmt November 4, 1999, was $40.25
per share.

Advanced Energy will pay interest on the conveetibbtes on May 15 and November 15 of each yearfiidtenterest payment will be made
on May 15, 2000. The convertible notes are subatdahin right of payment to all senior debt of Adead Energy and indebtedness of its
subsidiaries. The convertible notes will be issaely in denominations of $1,000 and integral migtspof $1,000.

On or after November 19, 2002, Advanced Energytira®ption to redeem all or a portion of the cotileée notes which have not previously
been converted at the redemption prices set forthis prospectus. You have the option, subjecettain conditions, to require Advanced
Energy to repurchase any convertible notes helgbloyin the event of a "change in control”, as désctin this prospectus, at a price equal to
100% of the principal amount of the convertiblegsoplus accrued interest to the date of repurchase.

Concurrently with this convertible notes offeringdaby a separate prospectus, Advanced Energyeasmdf1,000,000 shares of common
stock, and six of its stockholders are offeringadditional 2,000,000 shares of their common stdbtle selling stockholders also may sell up
to an additional 450,000 shares of their commoaoksto the underwriters for that offering to coveeo-allotments. The completion of this
convertible notes offering and the common stockriffy are not dependent on one another.

SEE "RISK FACTORS" BEGINNING ON PAGE 11 OF THIS PRO SPECTUS TO READ ABOUT
IMPORTANT FACTORS YOU SHOULD CONSIDER BEFORE PURCHA SING THE CONVERTIBLE NOTES.

NEITHER THE SECURITIES AND EXCHANGE COMMISSION NORNY OTHER REGULATORY BODY HAS APPROVED Ol
DISAPPROVED OF THESE SECURITIES OR PASSED UPON TMECURACY OR ADEQUACY OF THIS PROSPECTUS. ANY
REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENS

Per
Convertible Note Total

Initial public offering price...........c.c........ 100% $120,000,000
Underwriting discount............ccccceevveenee. 3% $ 3,600,000
Proceeds, before expenses, to Advanced Energy...... 97% $116,400,000

The initial public offering price set forth abovees not include accrued interest, if any. Inteoesthe convertible notes will accrue from
November 10, 1999 and must be paid by the purclifatber convertible notes are delivered after Nokeeml10, 1999

To the extent that the underwriters sell more $H20,000,000 principal amount of convertible notke,underwriters have the option to
purchase up to an additional $15,000,000 prin@pabunt of convertible notes from Advanced Energihatinitial public offering price less
the underwriting discount.

The underwriters expect to deliver the convertitées in book-entry form only through the facilitief The Depository Trust Company
against payment in New York, New York, on Novemb@y 1999.

GOLDMAN, SACHS & CO.
MERRILL LYNCH & CO.
BANC OF AMERICA SECURITIES LLC

Prospectus dated November 4, 199



PROSPECTUS SUMMARY

THIS SUMMARY MAY NOT CONTAIN ALL THE INFORMATION THAT MAY BE IMPORTANT TO YOU. YOU SHOULD READ
THE ENTIRE PROSPECTUS AS WELL AS THE INFORMATION ®ORPORATED BY REFERENCE IN THIS PROSPECTUS
BEFORE MAKING AN INVESTMENT DECISION. REFERENCES INHE PROSPECTUS TO "WE", "US", "OUR" OR "ADVANCED
ENERGY" ARE TO ADVANCED ENERGY INDUSTRIES, INC. ANDTS SUBSIDIARIES, UNLESS THE CONTEXT REQUIRES
OTHERWISE. ALL INFORMATION IN THIS PROSPECTUS ASSUM THE UNDERWRITERS' OVER-ALLOTMENT OPTIONS
WITH RESPECT TO THE CONVERTIBLE NOTES OFFERING ANIHE COMMON STOCK OFFERING ARE NOT EXERCISED,
UNLESS OTHERWISE STATED.

ABOUT ADVANCED ENERGY
OVERVIEW

We design, manufacture and support power conveesidrcontrol systems. These systems are importampa@nents of industrial
manufacturing equipment that modifies surfacesepogits or etches thin film layers on computer shfDs, flat panel displays such as
computer screens, DVDs, windows, eyeglasses, palals and other products. Our systems refine, fjnadd control the raw electrical
power from a utility and convert it into power thatuniform and predictable. This allows manufaictyirequipment to produce and deposit
very thin films at an even thickness on a massescal

The ongoing demand for improvements in the perforceacapacity and speed of computer chips, flaglpdisplays and other products driy
manufacturers to develop more advanced technotmgyaduce thinner, more consistent and more préayses of film. Thin film production
processes enable manufacturers to control andth#ezlectrical, magnetic, optical and mechanibaracteristics of materials. Our systems
are used primarily in plasma-based thin film praéurcprocesses. Plasma is commonly created by ygpénough electrical force to a gas at
reduced pressure to separate electrons from thenpatoms. Plasma-based process technology wakgded to address the limitations of
wet chemistry and thermal process technologied@edable new applications. Plasma-based procass@sherently more controllable and
more accurate for many applications than otherfilmnproduction processes because of the elettrizaracteristics of plasma.

We market and sell our systems primarily to lagjebal original equipment manufacturers of semiaatdr, flat panel display, data storage
and other industrial thin film manufacturing equigamh We have sold our systems worldwide to mora ftG0 OEMs and directly to more
than 500 end-users. Our principal customers inchApjgied Materials, Balzers, Eaton, Lam Researabhyellus, Singulus and ULVAC. The
semiconductor capital equipment industry accoufaedpproximately 59% of our total sales in 1999%in 1998 and 59% in the first six
months of 1999.

STRATEGY

We have achieved a market leadership position plyaqg our large base of expertise in the intemactietween plasma-based processes and
power conversion and control systems to designifigiecise, customized power conversion and cosislems that provide a wide range of
power frequencies for plasntesed thin film processes. Our strategy is to oometito build upon our leadership positions in t@isonducto
capital equipment, flat panel display and dataagterindustries while exploring other emerging mexké/e believe our five key growth
opportunities are:

EXPANDING LEADERSHIP IN OUR CORE MARKETS. We beliewe are the market share leader in the semicomdcapital equipmer
data storage and flat panel display markets. W tglaontinue to increase our penetration in thlesse markets by introducing new products
and solutions for our existing customers and tamgetew customers, but our primary focus will
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continue to be on the semiconductor capital equigmmarket. For example, in the semiconductor chpijaipment market we believe that
significant opportunities exist for us to introdunew products for processes or applications such as

- etch applications using radio frequency power;

- gas abatement;

- on-line measurement of power characteristics; and
- copper electroplating.

PROVIDING INTEGRATED SOLUTIONS FOR CUSTOMERS. Weliege that customers want solutions that improwepss control and
yield, and decrease their total cost and time tcketaWe are developing integrated systems to peomiore complete solutions that meet
customers' plasma-based process requirements. \@egtifying currently fragmented applicationg@thnology involving significant
power, measurement and control content, and dewgjaptegrated, high performance, robust and cfistve solutions for these
applications.

TARGETING EMERGING APPLICATIONS. We are targetinmerging applications that have the potential toefiefrom more efficient
and reliable use of power in manufacturing proceésetelecommunications networking equipment, exdtive parts, tools, architectural
glass and other industrial products.

PURSUING ACQUISITIONS TO FUEL GROWTH. We activelgek complementary technologies and companies aaastio expand our
presence in existing and emerging markets andawige integrated solutions for customers and pa@katistomers. We have acquired and
integrated four companies in the last two years.cdfinually evaluate companies whose productseeithologies could enhance our sys
level capabilities.

CAPITALIZING ON WORLDWIDE INFRASTRUCTURE. Our priripal customers are large, global OEMs that reghia¢ their suppliers
have a well-developed worldwide infrastructure. jflen to continue to take advantage of and expane@stablished global infrastructure,
operating skills and comprehensive product pouftdi better serve these customers and to attractnstomers with international support
needs.

SALES AND MARKETING

We sell our systems primarily through direct sgessonnel to customers in the United States, EuaogeAsia, and through distributors in
China, France, Israel, Italy, Singapore, SwedenTaigan. Sales outside the United States repres@3# of our total sales during 1997,
28% in 1998 and 28% in the first six months of 198@ maintain sales and service offices acros$/thieed States in California, Colorado,
Massachusetts, New Jersey and Texas. We maintasmasad service offices outside the United Stat€ddérmany, Japan, South Korea anc
United Kingdom.

RF POWER PRODUCTS ACQUISITION

In October 1998, we acquired RF Power Productsghvtiesigns, manufactures and supports radio fregu&F) power conversion and
control systems consisting of generators and magchétworks. Generators provide RF power and magchetworks provide control over
power flow to the customers' equipment. We belieweability to offer an expanded line of RF systdmsur existing customer base has
strengthened those relationships. We sell thes#upts principally to semiconductor capital equipt@anufacturers. We also sell similar
systems to capital equipment manufacturers inttimefiim data storage and flat panel display indestand are exploring applications for
these systems in other industries.



RECENT DEVELOPMENTS
On October 11, 1999, we reported financial redoltshe third quarter and nine-month period endegt&mber 30, 1999.

Our revenues for the third quarter of 1999 were. $5dillion, up 95% compared to revenues of $26.Manifor the third quarter of 1998. O
third quarter 1999 revenues were up 23% compareevenues of $41.5 million for the second quarfek399. Gross margin for the third
quarter of 1999 was 44.1%, compared to 30.3% #third quarter of 1998 and 44.1% for the secorattgu of 1999.

Our net income for the third quarter of 1999 was$$aillion, compared to a net loss in the third geiaof 1998 of $3.5 million. Our third
quarter 1999 net income was up 98% compared tmoete of $2.8 million for the second quarter 0999Earnings per diluted share were
20 cents for the third quarter of 1999, compared lwss of 13 cents per diluted share in the thirarter of 1998 and earnings of 10 cents per
diluted share in the second quarter of 1999.

For the first nine months of 1999, our revenuesev#425.4 million, up 23% compared to revenues ORHIL million for the first nine months
of 1998. Gross margin for the nine-month period W89%, compared to 29.5% for the same period 8819

Net income for the 1999 ni-month period was $8.8 million, compared to a neslof $5.7 million for the same period in 1998iriays per
diluted share were 31 cents for the 1999 nine-mpatiod, compared to a loss per diluted share afe2its for the same period in 1998.

We incorporated in Colorado in 1981 and reincorfemtan Delaware in 1995. Our main offices are ledaat 1625 Sharp Point Drive, Fort
Collins, Colorado 80525, and our telephone numb8&i70D-221-4670.
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THE OFFERING

0,000 principal amount of 5 1/4% convertible
nated notes due 2006. We also have granted the
iters an over-allotment option to purchase up to
tional $15,000,000 principal amount of

ible notes.

the principal amount of the convertible notes
crued interest, if any, from November 10, 1999.

t on the convertible notes is payable
ually on May 15 and November 15 of each year,
g May 15, 2000.

convert your convertible notes into shares of
stock at the rate of 20.1898 shares of common
er $1,000 principal amount of convertible notes.
equivalent to a conversion price of $49.53 per
The conversion rate may be adjusted in certain

| be able to convert the convertible notes at any
fore the close of business on November 14, 2006,
we have previously repurchased the convertible
rom you. If we notify you that we intend to

ase your convertible notes, you will still be
convert your convertible notes up to the close
ness on the day immediately preceding the date
or repurchase. See "Description of Convertible
Conversion Rights".

vertible notes are subordinated to any present
ure senior debt that we may incur. The

ible notes are also effectively subordinated to
ebtedness and other liabilities of our

aries. As of September 30, 1999, our senior debt
ebtedness of our subsidiaries totalled

mately $816,000. The indenture under which the
ible notes will be issued will not prevent us
curring senior debt nor will it prevent our

aries from incurring any indebtedness or

ties. See "Description of Convertible
Subordination”.
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red form without coupons and in minimum
ations of $1,000. Purchasers will not receive
ually certificated notes. Instead, the

ible notes will be evidenced only by a global

n fully registered form and without coupons,

ed with the trustee for the convertible notes, as
an for DTC. Your interest in the global note will
n on, and transfers of your interest will be

d only through, records maintained by DTC and its
pants and indirect participants. See "Description
ertible Notes--Form, Denomination, Transfer,

e and Book-Entry Procedures".

g November 19, 2002, we have the right at any
repurchase some or all of your convertible notes
prices listed on page 62 plus accrued and unpaid
t, unless you have previously converted your

ible notes.
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Risk factors.........ccccoviuiieeenninns You sho uld read the "Risk Factors" section, beginning on

page 11 , as well as the other cautionary statements,

risks a nd uncertainties described in this prospectus and
in the documents incorporated by reference, so that you
underst and the risks associated with an investment in
the con vertible notes.

Concurrent common stock offering.......... Concurr ently with this convertible notes offering and by
means o f a separate prospectus, we are offering to sell
1,000,0 00 shares of common stock and six of our officers
and dir ectors are offering to sell 2,000,000 shares of
common stock. The selling stockholders also have granted
the und erwriters of the common stock offering an over-
allotme nt option to purchase up to an additional 450,000
shares of common stock. The proceeds we receive from our
sale of shares will be used for general corporate
purpose s, including acquisitions, and working capital
require ments. The proceeds from the sale of shares by
the sel ling stockholders will go only to the selling
stockho Iders. The completion of this convertible notes
offerin g and the common stock offering are not dependent
on one another.

DESCRIPTION OF COMMON STOCK

Shares outstanding (1)..........ccuee.... As of N ovember 1, 1999, there were 27,135,292 shares of

common stock outstanding.

Shares outstanding if all convertible

notes are converted (1)................. If all of the convertible notes were converted into
common stock as of November 1, 1999, there would be
29,558, 068 shares of common stock outstanding
(30,558 ,068 shares, assuming that the concurrent common
stock o ffering is completed).
Listing of common stock................... The com mon stock is traded on the Nasdaq National Market
under t he symbol "AEIS".

(1) Excludes 1,922,204 shares of common stock lidsugpon exercise of options outstanding as of Rdwar 1, 1999, at a weighted average
exercise price of $13.85 per share. We have regdoréssuance 3,046,743 shares under our 199% &ption Plan, 96,068 shares under the
RF Power stock option plans we assumed in connreutith our acquisition of RF Power in October 1998,500 shares under our 1995 Non-
Employee Director Stock Option Plan and 132,72%eshander our Employee Stock Purchase Plan.
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SUMMARY CONSOLIDATED FINANCIAL DATA
(IN THOUSANDS, EXCEPT PER SHARE DATA)

The summary consolidated financial data in thigtctoa the years ended December 31, 1994 to 19688arof December 31 of those years
derived from our audited financial statements.

The summary consolidated statement of operatiotesfdathe year ended December 31, 1998 and thtertetonsolidated balance sheet and
other data as of and for the year ended Decemherd®B were derived from consolidated financialesteents audited by Arthur Andersen
LLP, independent accountants, whose related aglitrt is included in our annual report on Form 10-K

The summary consolidated statement of operatiotassfdathe years ended December 31, 1996 and 1®%®the related consolidated balance
sheet and other data as of and for the year endedrBber 31, 1997 were derived from consolidateghfital statements audited in part by
Arthur Andersen LLP and in part by KPMG LLP, whaaelit reports are included in our annual reporForm 10-K. KPMG LLP's audit

report pertains to Advanced Energy Voorhees, focmerly named RF Power Products, Inc., whose ffigear end was November 30. As
such, the balance sheet and other data and tleenstiat of operations data of the Company for fi4€8I6 and 1997 includes the balance sheet
of Advanced Energy Voorhees, Inc. as of November896 and 1997, and the statement of operatiarsafch of the two years in the period
ended November 30, 1997, respectively.

The summary consolidated statements of operatiatesfdr the years ended December 31, 1994 and 2883he related consolidated
balance sheet and other data as of December 3& vi®@ restated from our audited consolidated firstatements and from audited
consolidated financial statements of Advanced Bn&@prhees. Stand-alone financial statements forafvded Energy Voorhees are not
included in our annual reports on Form 10-K.

The summary consolidated financial data in thigtctoa the six months ended June 30, 1998 and &89@%s of June 30, 1999 are derived
from our unaudited financial statements, whichiactuded in our quarterly report on Form 10-Q flee guarter ended June 30, 1999. The
unaudited financial data has been prepared oratine asis as the audited financial data and, impimion, includes all normal recurring
adjustments necessary for a fair statement ofabelts for the periods covered.

The following data should be read in conjunctiotivthe financial statements and related notes parated by reference in this prospectus
and "Management's Discussion and Analysis of Fir&@ondition and Results of Operation".

S IX MONTHS ENDED
YEAR ENDED DECEMBER 31, JUNE 30,
1994 1995 1996 1997 1998 1 998 1999
(UNAUDITED)

STATEMENT OF OPERATIONS DATA:
SaleS...ooiiiie $68,159 $121,075 $129,931 $175,758 $124,698 $75 ,850 $74,243
Cost of sales........ccoceeeeerennen. 36,183 65,003 82,685 108,802 87,985 53 ;729 42,852
Gross profit......ccccoveeeerennene 31,976 56,072 47,246 66,956 36,713 22 121 31,391
Operating expenses

Research and development............ 7,190 12,865 17,288 19,336 23,849 12 ,229 12,610

Sales and marketing................. 5,982 8,256 10,723 11,646 13,531 7 ,076 7,284

General and administrative.......... 6,989 10,612 8,865 10,480 9,483 5 ,627 5,958

Other expenses (1)........ccoeeenne - - - 5,780 2,625 - -
Total operating expenses.............. 20,161 31,733 36,876 47,242 49,488 24 ,932 25,852
Income (loss) from operations......... 11,815 24,339 10,370 19,714 (12,775) (2 ,811) 5,539
Other (expense) income................ (96) (452) (39) (191) 358 227 17
Net income (loss) before income

TAXES. c.vevirecre et 11,719 23,887 10,331 19,523 (12,417) (2 ,5684) 5,556
Provision (benefit) for income

tAXES. ceve et 4,386 9,089 3,960 7,467  (2,900) (333) 2,252
Net income (10SS)........cceeevveane $ 7,333 $14,798 $ 6,371 $12,056 $(9,517) $(2 ,251) $ 3,304
Basic earnings (loss) per share....... $ 0.36 $ 067 $ 025 $ 047 $ (0.36) $( 0.08) $ 0.12
Diluted earnings (loss) per share..... $ 0.32 $ 063 $ 025 $ 046 $ (0.36) $( 0.08) $ 0.12
OTHER DATA:
Ratio of earnings to fixed charges

(2) e 17.4x 36.5x 37.4x 41.6x -(3) -(3) 155.3x
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JUNE 30, 1999

-------------------------------- AS FURTHER
1996 1997 1998 ACTUAL AS ADJUSTED (4) ADJUSTED(4)(5)
(UNAUDI TED)

BALANCE SHEET DATA:
Cash and cash equivalents/marketable

SECUNMHIES...vveeresrieecreerieeene $11,778 $32,215 $28,134 $ 25,498 $141,488 $177,933
Working capital.... 41,638 74,342 62,059 66,964 182,954 219,399
Total assets......... 68,078 130,064 101,035 113,383 233,383 269,828
Total debt................. . 3,741 6,518 537 1,766 121,766 121,766
Stockholders' equity..........cccuveenne 54,927 97,527 89,133 93,389 93,389 129,834

(1) Other operating expenses represent a restingtainarge, merger costs, storm damages and rees\ard a write-off of purchased in-
process research and development expenses.

(2) The ratio of earnings to fixed charges represam a pre-tax basis, the number of times easminger fixed charges. Earnings consist of
net income to which has been added interest expemsapital leases and long-term debt. Fixed clsargasist of interest expense on capital
leases and long-term debt.

(3) The losses for 1998 and the six months ended 30, 1998 are not sufficient to cover fixed clearby a total of approximately $12.2
million for 1998 and $2.5 million for the six momstended June 30, 1998. As a result, the ratioroirggs to fixed charges has not been
computed for either 1998 or the six months ended B0, 1998.

(4) Reflects net proceeds of approximately $115@3Dfrom the sale of the convertible notes, afestucting underwriters' discounts and
commissions and estimated offering expenses rglé&ithe convertible notes offering.

(5) Reflects net proceeds of approximately $36 @G from our sale of 1,000,000 shares of commorkstothe concurrent common stock
offering (at an offering price of $39.00 per shaef)er deducting underwriters' discounts and cogsians and estimated offering expenses
relating to the common stock offering.
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RISK FACTORS

INVESTING IN OUR SECURITIES INVOLVES A HIGH DEGREDF RISK. YOU SHOULD CAREFULLY CONSIDER THE RISKS
AND UNCERTAINTIES DESCRIBED BELOW AND THE OTHER

INFORMATION IN THIS PROSPECTUS AND IN THE DOCUMENTIBICORPORATED BY REFERENCE BEFORE DECIDING
WHETHER TO PURCHASE OUR SECURITIES.

RISKS RELATED TO OUR BUSINESS

OUR QUARTERLY OPERATING RESULTS ARE SUBJECT TO SIGINCANT FLUCTUATIONS, WHICH COULD NEGATIVELY
IMPACT OUR FINANCIAL CONDITION, RESULTS OF OPERATINS AND STOCK PRICE.

Our quarterly operating results have fluctuateaificantly and we expect them to continue to exgece significant fluctuations. Downward
fluctuations in our quarterly results have histallicresulted in decreases in the price of our comistock. Quarterly operating results are
affected by a variety of factors, many of which hegond our control. These factors include:

- changes or slowdowns in economic conditions égdmiconductor and semiconductor capital equipieostries and other industries in
which our customers operate;

- the timing and nature of orders placed by majmtemers;

- customer cancellations of previously placed as@ard shipment delays;
- pricing competition from our competitors;

- component shortages resulting in manufacturingyde

- changes in customers' inventory management pes;ti

- the introduction of new products by us or our petitors; and

- costs incurred by responding to specific featerpiests by customers.

In addition, companies in the semiconductor cagitplipment industry and other electronics compagwggrience pressure to reduce costs.
Our customers exert pressure on us to reduce a@spshorten delivery times and extend paymentgefhese pressures could lead to
significant changes in our operating results framartgr to quarter.

In the past, we have incurred charges and costteceto events such as acquisitions, restructanmagstorm damages. The occurrence of
similar events in the future could adversely affaat operating results in the applicable quarter.

Our operating results in one or more future quanteay fall below the expectations of analysts aweéstors. In those circumstances, the
trading price of our common stock would likely desse and, as a result, any trading price of theestible notes may decrease.

THE SEMICONDUCTOR AND SEMICONDUCTOR CAPITAL EQUIPMYT INDUSTRIES ARE HIGHLY VOLATILE AND OUR
OPERATING RESULTS ARE AFFECTED TO A LARGE EXTENT BEVENTS IN THOSE INDUSTRIES.

The semiconductor industry historically has beeyhlyi volatile and has experienced periods of oygpiuresulting in significantly reduced
demand for semiconductor fabrication equipmentciimcludes our systems. During downturns, sormeuoitustomers have drastically
reduced their orders to us and have implementestautial cost reduction programs. Sales to custetinghe semiconductor capital
equipment industry accounted for 59% of our tosdésin 1997, 49% in 1998 and 59% in the firstsonths of 1999. We expect that we will
continue to depend significantly on the semicondiuahd semiconductor capital equipment industiwesHe foreseeable future.

A rapid decrease in demand for our products canrogith limited advance notice because we suppbsgstems to equipment manufacturers
and make a substantial and increasing
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proportion of our shipments on a just-in-time bas$isis decrease in demand can adversely impadiuginess and financial results
disproportionately because of its unanticipatedmat

A SIGNIFICANT PORTION OF OUR SALES ARE CONCENTRATED AMONG A FEW CUSTOMERS.

Our four largest customers accounted for 51% oftotal sales in 1997, 47% in 1998 and 52% in thet §ix months of 1999. Our largest
customer accounted for 31% of our total sales Bi7123% in 1998 and 31% in the first six month4 @®9. The loss of any of these
customers or a material reduction in any of thainchase orders would have a material adverse effeotir business, financial condition and
results of operations.

THE MARKETS IN WHICH WE OPERATE ARE HIGHLY COMPETIT IVE.

We face substantial competition, primarily fromaddished companies, some of which have greatendial marketing and technical
resources than we do. Our primary competitors &tk & subsidiary of Astec (BSR) plc, Applied Scierand Technology (ASTeX),
Huettinger, Shindingen, Kyosan, Comdel and DaiNéa.expect that our competitors will continue to&lep new products in direct
competition with ours, improve the design and panfance of their systems and introduce new systeithsemhanced performance
characteristics.

To remain competitive, we need to continue to imprand expand our systems and system offeringaddition, we need to maintain a high
level of investment in research and developmenteaapaind our sales and marketing efforts, partibutautside of the United States. We may
not be able to make the technological advancesraedtments necessary to remain competitive.

New products developed by competitors or more iefficporoduction of their products could increasespure on the pricing of our systems
addition, electronics companies, including compsainehe semiconductor capital equipment industaye been facing pressure to reduce
costs. Either of these factors may require us tkenséggnificant price reductions to avoid losingensl Further, our current and prospective
customers consistently exert pressure on us torlpviees, shorten delivery times and improve thgabdity of our systems. Failure to
respond adequately to such pressures could resalioiss of customers or orders.

WE MAY NOT BE ABLE TO INTEGRATE OUR ACQUISITIONS.

We have experienced significant growth through &gtions and continue to actively pursue acquisitigportunities. Our acquisitions to d
generally have been in markets in which we havédignexperience. We may not be able to competeesséally in these markets or might
not be able to operate the acquired businesseseetfly. Our business and results of operationsdcbe adversely affected if integrating these
acquisitions results in substantial costs, delayatlwer operational or financial problems.

Future acquisitions could place additional strairoar operations and management. Our ability toagaruture acquisitions will depend on
our success in:

- evaluating new markets and investments;

- monitoring operations;

- controlling costs;

- integrating acquired operations and personnel;

- maintaining effective quality controls; and

- expanding our internal management, technicaleanttunting systems.

Also, in connection with future acquisitions we niggue equity securities which could be dilutivesur debt, recognize substantial one-time
expenses or create goodwill or other intangibletsthat could result in significant amortizatioqpense.
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WE ARE GROWING AND MAY BE UNABLE TO MANAGE OUR GROW TH EFFECTIVELY.

We have been experiencing a period of growth apadmsion. This growth and expansion is placing icarit demands on our management
and our operating systems. We need to continuapoove and expand our management, operationaliaaicial systems, procedures and
controls, including accounting and other internahagement systems, quality control, delivery amdice capabilities.

In order to manage our growth, we may also neesghémd significant amounts of cash to:
- fund increases in expenses;

- take advantage of unanticipated opportunitieshss major strategic alliances or other speciaketag opportunities, acquisitions of
complementary businesses or assets, or the develdpfhinew products; or

- otherwise respond to unanticipated developmentempetitive pressures.

If we do not have enough cash on hand, cash gewdkiraim our operations or cash available underceedtit facility to meet these cash
requirements, we will need to seek alternative seaiof financing to carry out our growth and oparastrategies. We may not be able to
raise needed cash on terms acceptable to usabir Binancings may be on terms that are dilutivpatentially dilutive. If alternative sources
of financing are required but are insufficient oaauailable, we will be required to modify our grémand operating plans to the extent of
available funding.

SHORTAGES OF COMPONENTS NECESSARY FOR OUR PRODUCT ASSEMBLY CAN DELAY OUR SHIPMENTS.

Manufacturing our power conversion and control eiyst requires numerous electronic components. Dragnraiwth in the electronics
industry has significantly increased demand fos¢heomponents. This demand has resulted in pesbdictages and allocations of needed
components, and we expect to experience additalm@atages and allocations from time to time. Slyadeand allocations could cause
shipping delays for our systems, adversely affgobiar results of operations. Shipping delays atsddcdamage our relationships with curr
and prospective customers.

We consider the inability to obtain electronic caments from our suppliers to be our most reasondddly worst case year 2000 scenario.
See "--The year 2000 issue could have an adversacinon our business".

OUR DEPENDENCE ON SOLE AND LIMITED SOURCE SUPPLIERS COULD AFFECT OUR ABILITY TO MANUFACTURE
PRODUCTS AND SYSTEMS.

We rely on sole and limited source suppliers fane®f our components and subassemblies that d@i@aktto the manufacturing of our
systems. This reliance involves several risks uidiclg the following:

- the potential inability to obtain an adequateypf required components;
- reduced control over pricing and timing of detivef components; and
- the potential inability of our suppliers to demeltechnologically advanced products to supportgnawth and development of new systems.

We believe that in time we could obtain and quaditernative sources for most sole and limited seyrarts or could manufacture the parts
ourselves. Seeking alternative sources or commericiarnal manufacture of the parts could requéréouredesign our systems, resulting in
increased costs and likely shipping delays. We beaynable to manufacture the parts internally desgn our systems, which could resul
further costs and shipping delays. These increessi$ would decrease our profit margins if we caudtipass the costs to our customers.
Further,
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shipping delays could damage our relationships edtinent and potential customers and have a mhsehi@rse effect on our business and
results of operations.

WE ARE HIGHLY DEPENDENT ON OUR INTELLECTUAL PROPERT Y BUT MAY NOT BE ABLE TO PROTECT IT
ADEQUATELY.

Our success depends in part on our proprietanntdogy. We attempt to protect our intellectual prdp rights through patents and non-
disclosure agreements. However, we might not be tabbrotect our technology, and competitors mighéible to develop similar technology
independently. In addition, the laws of certairefgn countries might not afford our intellectuabperty the same protection as do the laws of
the United States. For example, our intellectuapprty is not protected by patents in several agemin which we do business, and we have
limited patent protection in certain other courgri€he costs of applying for patents in foreignrddes and translating the applications into
foreign languages require us to select carefullyitiventions for which we apply for patent protentand the countries in which we seek such
protection. Generally, we have concentrated ounrtsftto obtain international patents in the Uniteédgdom, Germany, France, Italy and
Japan because there are other manufacturers aatbpens of power conversion and control systentease countries, as well as customers
for those systems. Our inability or failure to abtadequate patent protection in a particular cgurduld have a material adverse effect on
our ability to compete effectively in that country.

Our patents also might not be sufficiently broagtotect our technology, and any existing or fujpaéents might be challenged, invalidated
or circumvented. Additionally, our rights under gatents may not provide meaningful competitiveaadages.

We do not believe that any of our products ardngfng any patents or proprietary rights of othaithough infringements may exist or might
occur in the future. Litigation may be necessargnorce patents issued to us, to protect our tsadeets or know-how, to defend ourselves
against claimed infringement of the rights of other to determine the scope and validity of thepatary rights of others. Litigation could
result in substantial cost and diversion of ouoe$. Moreover, an adverse determination in afyaliton could cause us to lose proprietary
rights, subject us to significant liabilities tarthparties, require us to seek licenses or altarmaechnologies from third parties or prevent us
from manufacturing or selling our products. Anytleése events could have a material adverse effiestiobusiness, financial condition and
results of operations.

WE MUST CONSTANTLY DEVELOP AND SELL NEW SYSTEMS IN ORDER TO KEEP UP WITH RAPID TECHNOLOGICAL
CHANGES.

The markets for our systems and the markets inlwtic customers compete are characterized by oggeannological developments and
changing customer requirements. We must continirapoove existing systems and to develop new systhiat keep pace with technologi
advances and meet the needs of our customerseén torducceed. We might not be able to continumprove our systems or develop new
systems. The systems we do develop might not keeffestive or introduced in a timely manner. Deg@hg and introducing new systems
may involve significant and uncertain costs. Ousibess, financial condition and results of operatj@s well as our customer relationships,
could be adversely affected if we fail to developnroduce improved systems and new systemsimelyt manner.

WE MUST ACHIEVE DESIGN WINS TO RETAIN OUR EXISTING CUSTOMERS AND TO OBTAIN NEW CUSTOMERS.

The constantly changing nature of semiconductaiidabon technology causes equipment manufactuoecsntinually design new systems.
We often must work with these manufacturers earlyeir design cycles to modify our equipment teetrtbe requirements of the new
systems. Manufacturers typically choose one orvarmdors to provide the power conversion equipment f
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use with the early system shipments. Selectiomasobthese vendors is called a design win. Ititecal that we achieve these design wins in
order to retain existing customers and to obtaim cgstomers.

We typically must customize our systems for paticaustomers to use in their equipment to ach@®ggn wins. This customization
increases our research and development expensesuaustiain our engineering and management resaurbese investments do not always
result in design wins.

Once a manufacturer chooses a power conversionartthl system for use in a particular produdis itkely to retain that system for the life
of that product. Our sales and growth could expesematerial and prolonged adverse effects if wedachieve design wins. In addition,
design wins do not always result in substantisdsak profits.

We believe that equipment manufacturers often séhedr suppliers based on factors such as long-tetationships. 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 hagd-@mm relationships.

OUR EFFORTS TO BE RESPONSIVE TO CUSTOMERS MAY LEAD TO THE INCURRENCE OF COSTS THAT ARE NOT
READILY RECOVERABLE.

We may incur manufacturing overhead and other cosisy of which are fixed, to meet anticipated oustr demand. Accordingly, operati
results could be adversely affected if orders wvemnees in a particular period or for a particulstem do not meet expectations.

We often require long lead times for developmerdwofsystems during which times we must expendtanbal funds and management eff
We may incur significant development and other esps as we develop our systems without realizinggesponding revenue in the same
period, or at all.

OUR SUCCESS DEPENDS UPON OUR ABILITY TO ATTRACT AND RETAIN KEY PERSONNEL.

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

WE CONDUCT MANUFACTURING AT ONLY A FEW SITES.

We conduct the majority of our manufacturing at faailities in Fort Collins, Colorado and in Vood® New Jersey. We also conduct
manufacturing for one customer in Austin, Texasv@&oElectronics, a subsidiary, conducts manufactuonly at its facility in Fridley,
Minnesota. Each facility generally manufacturegedént systems. In July 1997, a severe rainstorfom Collins caused substantial damage
to our Fort Collins facilities and to some equiptnand inventory. The damage caused us to stop raetuuing at that facility temporarily ai
prevented us from resuming full production therélunid-September 1997. Our insurance policiesrditicover all of the costs that we
incurred in connection with the rainstorm. Futuatunal or other uncontrollable occurrences at dmyuo primary manufacturing facilities th
negatively impact our manufacturing
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processes may not be fully covered by insurancecaoltl have a material adverse effect on our ojpersiand results of operations.
WE HAVE LIMITED EXPERIENCE IN MAINTAINING MULTIPLE MANUFACTURING FACILITIES.

The acquisitions of Tower Electronics in 1997 afdHRwer Products in 1998 provided us with manufaugufacilities located outside of our
facilities in Fort Collins, Colorado. Accordinglwe have limited experience in maintaining multiplanufacturing locations. Substantial c
and delays could result if we fail to effectivelyanage and integrate our geographically separailéiéesc

WE MIGHT NOT BE ABLE TO COMPETE SUCCESSFULLY IN INT ERNATIONAL MARKETS OR TO MEET THE SERVICE
AND SUPPORT NEEDS OF OUR INTERNATIONAL CUSTOMERS.

Our customers increasingly require service and aam a worldwide basis as the markets in whickcammpete become increasingly
globalized. We maintain sales and service officeSérmany, Japan, South Korea and the United Kimgdo

Sales to customers outside the United States atmwbfmr 23% of our total sales in 1997, 28% in 1888 28% in the first six months of 19
and we expect international sales to continuepioesent a significant portion of our future salaternational sales are subject to various
risks, including:

- currency fluctuations;

- governmental controls;

- political and economic instability;

- barriers to entry;

- trade restrictions;

- changes in tariffs and taxes; and

- longer payment cycles.

In particular, the Japanese market has historitedn difficult for non-Japanese companies, indgadis, to penetrate.
Providing support services for our systems on ddwide basis also is subject to various risks,lidaig:
- our ability to hire qualified support personnel;

- maintenance of our standard level of support; and

- differences in local customers and practices.

Our international activities are also subject @ difficulties of managing overseas distributord agpresentatives and managing foreign
subsidiary operations.

We cannot assure you that we will be successfatliressing any of these risks.

FLUCTUATIONS IN THE CURRENCY EXCHANGE RATE BETWEEN THE U.S. DOLLAR AND FOREIGN CURRENCIES
COULD ADVERSELY AFFECT OUR OPERATING RESULTS.

A portion of our sales is subject to currency exgerisks as a result of our international opergti?We have experienced fluctuations in
foreign currency exchange rates, particularly agjaime Japanese yen. Beginning in 1997, we enbetedarious forward foreign exchange
contracts as a hedge against currency fluctuatiotie yen. We have not employed hedging techniguisrespect to any other currencies.
Our current or any future hedging techniques migtttprotect us adequately against substantial soyréuctuations.
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WE MUST MAINTAIN MINIMUM LEVELS OF CUSTOMIZED INVEN  TORY TO SUPPORT CERTAIN CUSTOMER
DELIVERY REQUIREMENTS.

We must keep a relatively large number and vaoéustomized systems in our inventory to meetntldelivery requirements because a
substantial proportion of our business involvesjtisé-in-time shipment of systems. Our inventoryyrbacome obsolete as we develop new
systems and as our customers develop new systewesnitbry obsolescence could have a material adedfeset on our financial condition a
results of operations.

WE ARE SUBJECT TO NUMEROUS GOVERNMENTAL REGULATIONS .

We are subject to federal, state, local and foreggulations, including environmental regulations aegulations relating to the design and
operation of our power conversion and control systeWe must ensure that our systems meet certf@ty sand emissions standards, many of
which vary across the states and countries in whigtsystems are used. For example, the Europeim Ubas published directives
specifically relating to power supplies. We musinpdy with these directives in order to ship ourteyss into countries that are members of
the European Union. In the past, we have investgdficant resources to redesign our systems toptpmith these directives. We believe
are in compliance with current applicable reguiagiadirectives and standards and have obtainectedissary permits, approvals and
authorizations to conduct our business. Howevanptiance with future regulations, directives arghstards could require us to modify or
redesign certain systems, make capital expenditurggur substantial costs. If we do not complytwdurrent or future regulations, directiy
and standards:

- we could be subject to fines;

- our production could be suspended; or

- we could be prohibited from offering particulgistems in specified markets.

WE MAY INVEST IN START-UP COMPANIES AND COULD LOSE OUR ENTIRE INVESTMENT.

We have a majority interest in a start-up compary/@may invest in other stamp companies that develop products and technolegiésh we
believe may provide us with future benefits. Thiesestments may not provide us with any benefitl we may not achieve any economic
return on any of these investments. Our investmiarttsese startyp companies are subject to all of the risks intieireinvesting in compani
that are not established. We could lose all orary of our investments in these companies.

WE LEASE OUR FORT COLLINS, COLORADO FACILITIES ANB CONDOMINIUM FROM ENTITIES IN WHICH TWO
INDIVIDUALS WHO ARE INSIDERS AND MAJOR STOCKHOLDERS®AVE FINANCIAL INTERESTS.

We lease our executive offices and manufacturiogitias in Fort Collins, Colorado from ProspectrlP&ast Partnership and from Sharp
Point Properties,

LLC. Douglas S. Schatz, our Chairman and Chief Htiee Officer, holds a 26.7% interest in each & kasing entities. G. Brent Backma
member of our board of directors, holds a 6.6%régein each of the leasing entities. Aggregatéatgrayments under such leases for 1998
totaled approximately $1.4 million. We also leassadominium in Breckenridge, Colorado to provide/ards and incentives to our
customers, suppliers and employees. We lease titwoanium from AEI Properties, a partnership in ethMr. Schatz holds a 60% interest
and Mr. Backman holds a 40% interest. Aggregat@at@ayments under the condominium lease for 1688ed approximately $36,000. As
of November 1, 1999 Mr. Schatz owned approximaddly)0% of our common stock, and Mr. Backman owrma@imately 7.80% of our
common stock. Each of Messrs. Schatz and Backmafifieisng to sell 875,000 shares in the concuroemimon stock offering and has
granted the underwriters of that offering an ovétaent option to purchase an additional 196,87&rss.
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THE YEAR 2000 ISSUE COULD HAVE AN ADVERSE IMPACT ON OUR BUSINESS.

The year 2000 issue is the result of computer @rmogrthat rely on two-digit date codes, insteadaf-digit date codes, to indicate the year.
Computer programs which are unable to interpretitite code "00" as the year 2000 may not be algerform computations and decision-
making functions after December 31, 1999 and coalgse computer systems to malfunction. We havelajgse a multi-phase program for
year 2000 information systems compliance. In whatwelieve to be the most reasonably likely worseggear 2000 scenario, we would
unable to obtain electronic components from oneare of our suppliers because of the suppliersiriaio timely become year 2000
compliant, and we would be unable to obtain theeasary components from another source, manufattteneecessary components internally
or to redesign our systems to accommodate differ@miponents without substantial costs or delayat all. We may not be able to respond
fully and efficiently to those concerns.

We estimate that the costs to remedy and testaae3000 matters will be immaterial. Our cost eatem do not include costs and time that
may be incurred as a result of any vendor's oooust's failures to become year 2000 compliant tmely basis. In addition, we cannot
predict whether any litigation will be brought agstius as a result of any supplier's or custorfeahige to become year 2000 compliant on a
timely basis or claiming that our products areyesdr 2000 compliant or otherwise.

RISKS RELATED TO THE CONVERTIBLE NOTES
THE MARKET PRICE OF OUR STOCK HAS BEEN AND WILL LIK ELY CONTINUE TO BE HIGHLY VOLATILE.

The stock market generally and the market for teldgy stocks in particular have experienced sigaiit price and volume fluctuations,
which often have been unrelated or disproportiot@atae operating performance of such companiesnfaur IPO in November 1995
through November 4, 1999, the closing prices ofaummon stock on the Nasdaq National Market hanged from $3.50 to $44.97. The
market for our common stock likely will continuelte subject to similar fluctuations. Many factoosiic cause the trading price of our
common stock to fluctuate substantially, includihg following:

- future announcements concerning our business;ugiomers or our competitors;

- variations in our operating results;

- announcements of technological innovations;

- the introduction of new products or changes wdpict pricing policies by us, our competitors or oustomers;

- changes in earnings estimates by securities stsady announcements of operating results thaiatraligned with the expectations of
analysts and investors;

- the economic and competitive conditions in ttaustries in which our customers operate; and
- general stock market trends.
THERE MAY BE NO PUBLIC MARKET FOR THE CONVERTIBLE N OTES.

The convertible notes will be a new issue of séi@srwith no established trading market. Althoulgh tinderwriters for this convertible notes
offering have advised us that they currently intemchake a market in the convertible notes, thesehe obligation to do so and may
discontinue any market making at any time and withnmtice. In addition, any market making activitifl be subject to the limits imposed by
the Securities Act of 1933 and the Securities ErgeaAct of 1934. Accordingly, we cannot assure @i any market for the convertible
notes will develop or, if it does develop, thawitl be maintained. Various factors could have derial
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adverse effect on the trading price of the conbkrtinotes, if any, including the failure of an setmarket to develop, fluctuations in the
prevailing interest rates, changes in the marketdovertible securities and changes in the markeé of our common stock.

WE MAY BE UNABLE TO REPAY OR REPURCHASE THE CONVERT IBLE NOTES.

There is no sinking fund with respect to the cotilibr notes, and at maturity the entire outstanglirgcipal amount of the convertible notes
will become due and payable. If we experience aghan control you may require us to repurchaseradl portion of your convertible notes
prior to maturity. See "Description of ConvertiNetes". We cannot assure you that we will haveigefit funds or will be able to arrange
additional financing to repay the convertible naésaturity or to repurchase convertible notesléeed to us following a change in control.
Under the terms of the convertible notes indentweemay elect, subject to certain conditions, tp the repurchase price with shares of
common stock.

Borrowing arrangements or agreements relatingrimseéebt to which we become a party, including eefinancings of our existing credit
facility, may contain restrictions on or prohibit®against our repurchase of the convertible niftese are prohibited from repurchasing the
convertible notes and cannot obtain the necessaiyevs or refinance the applicable borrowings, vilkbe unable to repurchase the
convertible notes. Our failure to repurchase angéeed convertible notes or convertible notes gagnumaturity would constitute an event of
default of the convertible notes and, upon acceteraf the convertible notes in accordance withitidenture, would cause a default under
the terms of our credit facility. In this type dfustion, the subordination provisions of the camitde notes indenture would prohibit any
repurchase of the convertible notes until we paylinthe senior debt.

THE CONVERTIBLE NOTES WILL BE SUBORDINATED TO OTHER DEBT.

We may be required to repay our present and anyegenior debt and indebtedness of our subsidibgéore we can repay the convertible
notes. As of September 30, 1999, our senior debtratebtedness of our subsidiaries totalled appratély $816,000. The indenture under
which the convertible notes will be issued will poévent us or our subsidiaries from incurring &ddal debt. If we are party to a bankrup
liquidation or reorganization, or if we default any senior debt, our assets will be used to satisjholders of our senior debt before we will
be able to make additional payments on the corblemtiotes. Further, the assets of each of our dialoigis must be used to satisfy the holders
of the subsidiary's indebtedness before we cathassubsidiary's assets to make payments on theddie notes.

OUR MANAGEMENT HAS BROAD DISCRETION TO DETERMINE H@ TO USE THE FUNDS RAISED FROM THE SALE OF THE
CONVERTIBLE NOTES AND THE COMMON STOCK, AND MAY USHHOSE FUNDS IN WAYS THAT MAY NOT INCREASE
OUR OPERATING RESULTS OR MARKET VALUE.

The net proceeds from the sale of the convertibtesiand our net proceeds from the sale of shathe iconcurrent common stock offering
have not been allocated for a particular purposeiMénd to use the net proceeds for general catp@urposes, including acquisitions, and
working capital requirements. We may use somelmfahe net proceeds for acquisitions, althouglagmeeement or understanding with
respect to any future acquisition has been reacbedmanagement will have significant discretioniathe use of the net proceeds of the
offerings and you will not have the opportunity past of your investment decision, to assess whetteeproceeds are being used
appropriately. The net proceeds from this offedng our net proceeds from the concurrent commark stffering may be applied to uses t
ultimately may not increase our operating resultsus market value.
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OUR EXECUTIVE OFFICERS AND DIRECTORS OWN A MAJORITY OF OUR OUTSTANDING COMMON STOCK, WHICH
COULD ENABLE THEM TO CONTROL OUR BUSINESS AND AFFAI RS.

Our executive officers and directors owned appraxety 55.72% of our common stock outstanding dsamfember 1, 1999. Assuming the
sale of common stock in the concurrent common stdfeking, and without giving effect to conversiofiany convertible notes, our execut
officers and directors will own approximately 46%8®f our outstanding common stock. Douglas S. Scloatr Chairman and Chief Execut
Officer, owned approximately 44.00% of our commtwtk outstanding as of November 1, 1999 and, assythie sale of common stock in
the common stock offering, will own 39.33% of owtstanding common stock. These stockholdings giveegecutive officers and directors
collectively, and Mr. Schatz individually significavoting power. Depending on the number of shdrasabstain or otherwise are not voted,
our executive officers collectively, and Mr. Schatdividually, may be able to elect all of the mesmdbof our board of directors and to control
our business and affairs for the foreseeable future

ANTITAKEOVER PROVISIONS LIMIT THE ABILITY OF APERS ON OR ENTITY TO ACQUIRE CONTROL OF US.
Our certificate of incorporation and bylaws inclystevisions which:

- allow the board of directors to issue preferrextis with rights senior to those of the common ktaithout any vote or other action by the
holders of the common stock;

- limit the right of our stockholders to call a s{s meeting of stockholders; and
- impose procedural and other requirements thdtlaoake it difficult for stockholders to effect ¢ain corporate actions.

In addition, we are subject to the anti-takeovewjsions of the Delaware General Corporation Lawy A&f these provisions could delay or
prevent a person or entity from acquiring contfall®. The effect of these provisions may be totlilmé price that investors are willing to pay
in the future for our securities. These provisioright also discourage potential acquisition profgeacould diminish the opportunities for
our stockholders to participate in a tender oféeen if the acquisition proposal or tender offeaitia price above the then current market price
for our common stock.

CAUTIONARY NOTE ON FORWARD-LOOKING STATEMENTS

Some of the statements contained in or incorpofaye@ference in this prospectus discuss our @adsstrategies for our business or make
other forward-looking statements, as this termeineéd in the Private Securities Litigation Refoftt. The words "anticipates”, "believes”,
"estimates", "expects", "plans", "intends" and samexpressions are intended to identify these dmdalooking statements, but are not the
exclusive means of identifying them. These forwimaking statements reflect the current views of management. However, various risks,
uncertainties and contingencies could cause ounhsults, performance or achievements to diffaterially from those expressed in, or

implied by, these statements, including the follogvi
- the success or failure of our efforts to implet@ur business strategy; and

- the other risks and uncertainties discussed uthéehneading "Risk Factors" and elsewhere in trosgectus and in the documents
incorporated by reference.

We do not have any obligation to update publicly torward-looking statements, whether as a redutiesv information, future events or
otherwise. You should carefully consider the infation set forth under the caption "Risk Factorgd alsewhere in this prospectus and in the
documents incorporated by reference. In light eSthrisks, uncertainties and assumptions, the fdd@aking events discussed in, implied

or incorporated by reference in this prospectushimgt occur.
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USE OF PROCEEDS

We are offering $120,000,000 of convertible nofeter deducting the underwriters' discounts and rossions and estimated offering

expenses, we anticipate retaining approximatehb30,000 of the proceeds from the sale of the edible notes. We anticipate retaining
approximately $130,540,000 if the underwriters ebser their over-allotment option in full.

Concurrently with our convertible notes offeringg ware offering to sell 1,000,000 shares of comntocksand six of our stockholders are
offering to sell 2,000,000 shares of common stack38.00 per share. After deducting the undervsgitgiscounts and commissions and

estimated offering expenses, we anticipate retgiphoceeds from that offering of approximately $3,000. We will not receive any of the
proceeds from the sale of common stock by thengefitockholders.

We intend to use our net proceeds from these aofferof approximately $152,435,000 for general caopurposes, including possible
acquisitions, and working capital requirementshéiigh we actively seek acquisition opportunitiesagreement or understanding with
respect to any future acquisition has been readhending their ultimate use, we intend to investrtht proceeds from these offerings in
short-term, investment grade, interest bearingritézs) certificates of deposit or direct or gudesatd obligations of the United States.

PRICE RANGE OF COMMON STOCK

Our common stock is quoted on the Nasdag Natioraakkt under the symbol "AEIS". The following talskets forth the range of high and
low bid prices for the common stock on the Nasdatjdsal Market for the periods indicated.

HIGH LOW
1997
Firstquarter.....ccoovvveveeiniieeeeees 7718 51/4
Second QUANET......ccveeeeeeiieiiiiiieeee 14 3/8 71/8
Third quarter.....cocceiieiiiieeeeeee 311/8 14 1/2
Fourth quarter.......cccovvveviiiieeeneeee 34 1/8 12 1/4
1998
Firstquarter.....ccoocviviveciiieeeee 17 5/8 10
Second qUAer.....cccoveeeviiiiiee e 15 1/16 11
Third quarter.......ccocvvciiiiiieeeeeeees 12 3/8 6
Fourth quarter......cccooveeeeveveeneeeenens 22 7/8 55/8
1999
Firstquarter.....cccovvveeeeeniieeeeees 29 1/2 19 1/4
Second qUANET......coveeeeeeieiiiieeee 36 5/8 231/2
Third quarter.....cocceiciieeiiieeeee 43 3/8 30 1/4

Fourth quarter (through November 4, 1999)....... ... 42 1/4 30 3/8

DIVIDEND POLICY

We have not declared or paid any cash dividendh®eommon stock since prior to 1994 when we war8 aorporation for tax purposes.
We currently intend to retain all of our future miags to finance our business. In addition, oupheng credit facility prohibits us from

declaring or paying cash dividends on the commockstAs a result, we do not anticipate paying aashoor other dividends on the common
stock in the foreseeable future.
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CAPITALIZATION

The following table sets forth our capitalizatiomat June 30, 1999,

(1) on a historical basis, (2) as adjusted to cttlee sale of $120,000,000 of convertible noted, @) as further adjusted to reflect the sale of
1,000,000 shares of our common stock at $39.08lmme and the application of the estimated procée@sch case net of our estimated
offering expenses and the underwriters' discoumiscammissions. You should read this table togettlir our financial statements and notes
thereto and other financial and operating dataided elsewhere in this prospectus or incorporayagference into this prospectus. See
"Management's Discussion and Analysis of Finarn€@idition and Results of Operations".

JUNE 30, 1999

AS FURTHER
ACTUAL AS ADJUSTED ADJUSTED

(IN THOUSANDS)

Long-term debt and capital lease obligations....... ... $1,766 $ 1,766 $ 1,766
Convertible NOteS......coovviiiieiiiiiieeeeeeee - 120,000 120,000
Stockholders' equity
Preferred stock, 1,000 shares authorized; none is sued and
outstanding......ccccveeeiviciiiieieeees - - -
Common stock, 40,000 shares authorized; 26,969 is sued and
outstanding (actual and as adjusted); 27,969 is sued and
outstanding (as further adjusted).......c....... ... 27 27 28
Additional paid-in capital........cccccoeveeee. L 62,193 62,193 98,637
Retained earnings........cccooevvvevicceeeeneee L. 32,443 32,443 32,443
Cumulative translation adjustment................... ... (1,274) (1,274) (1,274)
Total stockholders' equity......ccccccovvveeeeee. L 93,389 93,389 129,834
Total capitalization.........ccocceevceeeeeee. L $95,155 $215,155  $251,600
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SELECTED CONSOLIDATED FINANCIAL DATA
(IN THOUSANDS, EXCEPT PER SHARE DATA)

The selected consolidated financial data in thartctor the years ended December 31, 1994 to 188&a of December 31 of those years are
derived from our audited financial statements.

The selected consolidated statement of operatiatessfdr the year ended December 31, 1998 and lifiedeconsolidated balance sheet and
other data as of and for the year ended Decemherd®B were derived from consolidated financialesteents audited by Arthur Andersen
LLP, independent accountants, whose related aglitrt is included in our annual report on Form 10-K

The selected consolidated statement of operatiatesfdr the years ended December 31, 1996 anddr®®the related consolidated balance
sheet and other data as of and for the year endedrBber 31, 1997 were derived from consolidateghfital statements audited in part by
Arthur Andersen LLP and in part by KPMG LLP, whaa@lit reports are included in our annual reporForm 10-K. KPMG LLP's audit

report pertains to Advanced Energy Voorhees, focmerly named RF Power Products, Inc., whose ffigear end was November 30. As
such, the balance sheet and other data and tleenstiatt of operations data of the Company for fi4€8I6 and 1997 includes the balance sheet

of Advanced Energy Voorhees, Inc. as of November896 and 1997, and the statement of operatiarsafch of the two years in the period
ended November 30, 1997, respectively.

The selected consolidated statements of operatiatasfor the years ended December 31, 1994 and a885he related consolidated balance
sheet and other data as of December 31, 1996 estated from our audited consolidated financidkstents and from audited consolidated
financial statements of Advanced Energy Voorhetmdbalone financial statements for Advanced En&tggrhees are not included in our
annual reports on Form 10-K.

The selected consolidated financial data in thartcfor the six months ended June 30, 1998 and &88%s of June 30, 1999 are derived 1
our unaudited financial statements, which are ihetlin our quarterly report on Form 10-Q for thaer ended June 30, 1999. The
unaudited financial data has been prepared oratine asis as the audited financial data and, impimion, includes all normal recurring
adjustments necessary for a fair statement ofabelts for the periods covered.

The following data should be read in conjunctiotivthe financial statements and related notes parated by reference in this prospectus
and "Management's Discussion and Analysis of Fir&@ondition and Results of Operation".

SIX MONTHS ENDED

YEAR ENDED DECEMBER 31, JUNE 30,
1994 1995 1996 1997 1998 1998 1999
(UNAUDITED)
STATEMENT OF OPERATIONS DATA:
SaleS. i $68,159 $121,075 $129,931 $175,758 $124,698 $75,850 $74,243
Costof sales.........cccoeeevveneenen. 36,183 65,003 82,685 108,802 87,985 53,729 42,852
Gross profit.......cceeceecvenevennennns 31,976 56,072 47,246 66,956 36,713 22,121 31,391
Operating expenses
Research and development................ 7,190 12,865 17,288 19,336 23,849 12,229 12,610
Sales and marketing 8,256 10,723 11,646 13,531 7,076 7,284
General and administrative.............. 6,989 10,612 8,865 10,480 9,483 5,627 5,958
Other expenses(1)......cccccvveernnnn. - - 5,780 2,625 -
Total operating expenses.................. 20,161 31,733 36,876 47,242 49,488 24,932 25,852
Income (loss) from operations............. 11,815 24,339 10,370 19,714 (12,775) (2,811) 5,539
Other (expense) income.................... (96 ) (452) (39) (191) 358 227 17
Net income (loss) before income taxes..... 11,719 23,887 10,331 19,523 (12,417) (2,584) 5,556
Provision (benefit) for income taxes...... 4,386 9,089 3,960 7,467 (2,900) (333) 2,252
Net income (loss) $14,798 $ 6,371 $12,056 $(9,517) $(2,251) $ 3,304
Basic earnings (loss) per share $ 067 $ 025 $ 047 $ (0.36) $(0.08) $ 0.12
Diluted earnings (loss) per share $ 063 $ 025 $ 046 $ (0.36) $(0.08) $ 0.12
OTHER DATA:
Ratio of earnings to fixed charges (2).... 17.4x 36.5x 37.4x 41.6x --(3) -(3) 155.3x
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JUNE 30, 1999

-------------------------------- AS FURTHER
1996 1997 1998 ACTUAL AS ADJUSTED (4) ADJUSTED(4)(5)
(UNAUDI TED)

BALANCE SHEET DATA:
Cash and cash equivalents/marketable

SECUNMHIES...vveeresrieecreerieeene $11,778 $32,215 $28,134 $ 25,498 $141,488 $177,933
Working capital.... 41,638 74,342 62,059 66,964 182,954 219,399
Total assets......... 68,078 130,064 101,035 113,383 233,383 269,828
Total debt................. . 3,741 6,518 537 1,766 121,766 121,766
Stockholders' equity..........cccuveenne 54,927 97,527 89,133 93,389 93,389 129,834

(1) Other operating expenses represent a restingtainarge, merger costs, storm damages and rees\ard a write-off of purchased in-
process research and development expenses.

(2) The ratio of earnings to fixed charges represam a pre-tax basis, the number of times easminger fixed charges. Earnings consist of
net income to which has been added interest expemsapital leases and long-term debt. Fixed clsargasist of interest expense on capital
leases and long-term debt.

(3) The losses for 1998 and the six months ended 30, 1998 are not sufficient to cover fixed clearby a total of approximately $12.2
million for 1998 and $2.5 million for the six momstended June 30, 1998. As a result, the ratioroirggs to fixed charges has not been
computed for either 1998 or the six months ended B0, 1998.

(4) Reflects net proceeds of approximately $115@3Dfrom the sale of the convertible notes, afestucting underwriters' discounts and
commissions and estimated offering expenses rglé&ithe convertible notes offering.

(5) Reflects net proceeds of approximately $36 @G from our sale of 1,000,000 shares of commorkstothe concurrent common stock
offering (at an offering price of $39.00 per shaef)er deducting underwriters' discounts and cogsians and estimated offering expenses
relating to the common stock offering.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION
AND RESULTS OF OPERATIONS

OVERVIEW

We design, manufacture and support power convessidrcontrol systems. These systems are importampanents of industrial
manufacturing equipment that modifies surfacesepogits or etches thin film layers on computer shfDs, flat panel displays such as
computer screens, DVDs, windows, eyeglasses, palals and other products. We market and sellymstesms primarily to large, global
OEMs of semiconductor, data storage, flat panglaysand other industrial thin film manufacturingugoment. A substantial and increasing
proportion of our sales are made on a just-in-tiragis in which the shipment of systems occurs wighiew days or hours after an order is
received. Our revenues are recognized upon shipofienir systems. Since inception, we have sold @%8;000 power conversion and
control systems.

The semiconductor capital equipment industry actamlifor approximately 59% of our total sales in ,.999% in 1998 and 59% in the first
six months of 1999. We have been successful ireaig a number of design wins which have resulteauir obtaining new customers and
solidifying relationships with our existing custoreeWe believe our ability to continue to achieesidn wins with existing and potential
customers will be critical to our future success.

We continuously seek to expand our product offeriagd customer base through internal developmehaeguisitions.

In May 1997, we acquired the assets of MIK Phydins, This acquisition provided the base technolfogyour Astral products, which are
high power direct current (DC) systems used in RagDipment.

In August 1997, we acquired Tower Electronics. "tguisition expanded our technology and custorase band provided us with the
capability to design and manufacture power coneersistems for use in modems, riorpact printers, night vision goggles and lasericks

We took another step towards achieving further etadiversification in September 1998 when we aeglithe assets of Fourth State
Technology. This acquisition enhanced our capghititdesign and manufacture RF powelated process control systems used to monitc
analyze data in thin film processes.

In October 1998, we acquired RF Power Productschiviesigns, manufactures and supports RF powelecsion and control systems
consisting of generators and matching networks.e@Gars provide radio frequency power and matchetgvorks provide control over pow
flow to the customers' equipment. We believe ollitalio offer an expanded line of RF systems to existing customer base has
strengthened those relationships. We sell thesgupts principally to semiconductor capital equiptmaanufacturers. We also sell similar
systems to capital equipment manufacturers inltigpanel display and thin film data storage indast and are exploring applications for
these products in other industries.

In August 1999, we acquired a majority interedtifMAS, a start-up company that designs and martufas plasma abatement systems and
high-density plasma sources. LITMAS' first prodtititmas Blue", reduces "greenhouse gas" (PFC aRr@)-missions from tools used in

the etch process in the fabrication of semicondsci¥e believe that Litmas Blue and LITMAS' futymeducts will expand our product
offerings to our existing and potential customerghie semiconductor capital equipment industry.
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RESULTS OF OPERATIONS

The following table summarizes certain data asragreage of sales extracted from our statemerap@fations for the periods presented:

YEAR ENDED SIX MONTHS ENDED
DECEMBER 31, JUNE 30,
1997 1998 1998 1999
(UNAUDITED)
SaleS. ..t .. 100.0% 100.0% 100.0% 100.0 %
Cost of sales........ceeeeviiiiiiiiiiiiie s . 61.9 70.6 70.8 57.7
GroSS MargiN.......cceveveevecnvveieiieeeeeeneenn 38.1 29.4 29.2 42.3
Operating expenses:
Research and development.............ccceeee... 11.0 19.1 16.1 17.0
Sales and marketing...........cccceeeevinenenn. 6.6 10.9 9.3 9.8
General and administrative.............c......... 6.0 7.5 7.4 8.0
Other eXpenses.......vvveeeeeeeeeeieiiinnens 3.3 2.1 -
Total operating eXpenses.........cccceeeevuveeenn. 26.9 39.6 32.9 34.8
Income (loss) from operations...................... 11.2 (10.2) 3.7) 7.5
Other (expense) income..........cccveveerrnenen. (0.1) 0.2 0.3 0.0
Net income (loss) before income taxes.............. 11.1  (10.0) (3.4) 7.5
Provision (benefit) for income taxes............... 4.2 (2.4) (0.9 3.0
Net income (I0SS).......cccuveeeeiiiiieeiiiinenn. 69% (76)% (3.00% 45%

SIX MONTHS ENDED JUNE 30, 1998 COMPARED TO SIX MONTHS ENDED JUNE 30, 1999

SALES. We sell power conversion and control systprimaarily to the semiconductor capital equipmelatta storage and industrial markets
in the United States, to the flat panel display dath storage markets in Japan, and to the datgstand industrial markets in Europe. We
also sell spare parts and repair services worldtid®igh our global support organization.

Sales for the first six months of 1999 were $74ifian, a decrease of 2% from sales of $75.8 millin the first six months of 1998. The
decrease was attributable mostly to decreasedds gaindustrial markets, which were partiallyseff by increases in sales to customers in the
semiconductor capital equipment industry.
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The following tables summarize net sales and péagess of net sales by customer type for the sixtmpariods ended June 30, 1998 and
1999:

SIX MONTHS ENDED
JUNE 30,

(IN THOUSANDS)

Semiconductor capital equipment........ccccceeeee. L $40,820 $43,854

Data storage..........cccccvvvvvveeieenenn. - 9,160 9,040
Flat panel display......ccccoooveveveveeeeens L 3,769 3,559
Industrial........ccccovviviiiiiiiii. 18,881 13,745
Customer service technical support.........coeeee.e. L 3,220 4,045

JUNE 30,
1998 1999
Semiconductor capital equipment..........ccceeeee. L 53.8% 59.1%
Data storage.......... - 12.1 12.2
Flat panel display......ccccoovvvvveieneeeees 5.0 4.8
Industrial.......ccoooniiniiiiiiie. 24.9 18.5
Customer service technical support........ccoeee.. L 4.2 5.4

The following tables summarize net sales and péagess of net sales by geographic region for therginth periods ended June 30, 1998 and
1999:

SIX MONTHS ENDED

JUNE 30,
1998 1999
(IN THOUSANDS)
United States and Canada........cccccccoevveeeeeee. L $57,081 $53,453
BEUrOpe...ccoveieiieeiiiee —“— 12,835 11,971
Asia PacifiC.......ccccoovvivviiiiiiiieneeee. L 5,714 8,457
Rest of World......coovvvvviiiiiiiiveeeees L 220 362

$75,850 $74,243

SIX MONTHS ENDED

JUNE 30,
1998 1999
........ 75.3% 72.0%
........ 16.9 16.1
Asia PacifiC.......ccccoovvvvciiiiiiiiienee. 7.5 114
Rest of WOrld....c.coovvvvvviiiieeeeeees 0.3 0.5

GROSS MARGIN. Our gross margin for the first sixmttts of 1999 was 42.3%, up from 29.2% in the Sistmonths of 1998. The
improvement in gross margin was primarily a restibur efforts to reduce material and manufactudgrgrhead costs, including
implementation of our restructuring plan in thedmuarter of 1998.

We provide warranty coverage for our systems ranfiom 12 to 24 months. We estimate the anticipatesds of repairing systems under
such warranties based on the historical averags cbsepairs. To date, we have not experiencatfgignt warranty costs in excess of our
recorded reserves.
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RESEARCH AND DEVELOPMENT. Our research and develeptrexpenses are incurred researching new techias|atgveloping new
systems and improving existing system designs. &ekend development expenses for the first sixthsoof 1999 were $12.6 million, up
from $12.2 million in the first six months of 199@presenting an increase of 3%. The increase tirdsugable to higher spending for
materials and supplies. As a percentage of saesarch and development expenses increased to ivtQeofirst six months of 1999 from
16.1% in the first six months of 1998.

We believe continued research and developmenttimesg for development of new systems is criticabtio ability to serve new and existing
markets. Since our inception, research and devedapoosts generally have been internally fundedadifiave been expensed as incurred.

SALES AND MARKETING. Sales and marketing expensggp®rt domestic and international sales and marggetctivities which include
personnel, trade shows, advertising and other rtiagkactivities. Sales and marketing expenseshefitst six months of 1999 were $7.3
million, up slightly from $7.1 million in the firssix months of 1998, representing an increase of %@ percentage of sales, sales and
marketing expenses increased to 9.8% in the fixsnenths of 1999 from 9.3% in the first six montfs1998.

GENERAL AND ADMINISTRATIVE. General and administiaé expenses support our worldwide financial, adstiative, information
systems and human resources functions. Generadmihistrative expenses for the first six month4 @89 were $6.0 million, up from $5.6
million in the first six months of 1998, represemtian increase of 7%. As a percentage of salegraleaind administrative expenses increased
to 8.0% in the first six months of 1999 from 7.4&he first six months of 1998.

OTHER INCOME. Other income consists primarily oferest income and expense, foreign exchange gathkbases, and other non-
operating expenses. Other income for the firstredxths of 1999 was $17,000, compared to $227,0@teifirst six months of 1998,
representing a decrease of 93%.

Interest expense consists principally of borrowingder our bank credit and capital lease facililied a state government loan.

We have experienced fluctuations in foreign curyezxchange rates, particularly against the JapayerseBeginning in 1997, we entered i
various forward foreign exchange contracts as @éedainst currency fluctuations in the yen. Weiooe to evaluate various methods to
minimize the effects of currency fluctuations.

PROVISION FOR INCOME TAXES. The income tax provisizvas $2.3 million for the first six months of 19@®mpared to an income tax
benefit of $333,000 for the first six months of 89Fhe estimated effective rate was 40.5% for s $ix months of 1999, compared to an
effective income tax benefit rate of 12.9% for finst six months of 1998. The higher effective colidated tax rate for the first six months of
1999 is attributable to losses recorded at our Aded Energy Voorhees subsidiary in the second guaftL998 for which no tax benefit had
been recorded and a shift in the mix of our tax&tdeme toward a greater share from countries higher effective tax rates. Changes in the
relative earnings of our U.S. and foreign operatiaffect our consolidated effective tax rate. T@atent that a larger percentage of taxable
earnings are derived from our foreign subsidianbsse tax rates are higher than domestic tax ratespould experience a higher
consolidated effective tax rate than the histoniatés we have experienced. We adjust our provisioimcome taxes periodically based upon
the anticipated tax status of all of our foreignl @omestic entities.
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YEAR ENDED DECEMBER 31, 1997 COMPARED TO YEAR ENDED DECEMBER 31, 1998

SALES. Sales for 1998 were $124.7 million, a deseeaf 29% from sales of $175.8 million for 1997eTdecrease was due to decreased unit
sales. The semiconductor capital equipment indpaffgcted primarily by the Asian financial crisexperienced a severe downturn from the
end of 1997 through 1998. This caused a 41% dexiaasur sales to this industry in 1998 comparetia®7, primarily in the United States
and the Asia Pacific region. Sales to the dataag®industry decreased 27%, although sales taaogedt customer in that industry grew
significantly from 1997 to 1998, resulting in highsales in Europe. Sales to industrial markets skgétly higher, but would have been lo

if not for the full-year effect of sales by ToweleEtronics in 1998.

GROSS MARGIN. Our gross margin for 1998 was 29.détyn from 38.1% in 1997. The decrease in gross imavgs primarily due to
unfavorable absorption of manufacturing overheaa @esult of significant capacity expansion in 199d the reduced level of sales in 1998.

RESEARCH AND DEVELOPMENT. Research and developnesipenses for 1998 were $23.8 million, up from $18ifion in 1997,
representing an increase of 23%. As a percentageled, research and development expenses inciteas2d % in 1998 from 11.0% in 1997
as a result of the lower sales base. The increasgpenses from 1997 to 1998 is primarily due togases in payroll, materials and supplies,
purchased services, and higher infrastructure dostsew product development.

We recorded a one-time charge of $3.1 million i7L%r the portion of the Tower Electronics purahasice attributable to in-process
research and development. This one-time chargetimaluded in the $19.3 million reported for resdaand development expense in 1997.

SALES AND MARKETING. Sales and marketing expensasl998 were $13.5 million, up from $11.6 millian1997, representing an
increase of 16%. The increase is attributable gbéni payroll costs incurred as we continue to iaseeour sales management and product
management capabilities. Additionally, we increasgending in 1998 to develop worldwide applicatiengineering capabilities. As a
percentage of sales, sales and marketing expamgessed to 10.9% in 1998 from 6.6% in 1997 asaltref the lower sales base.

GENERAL AND ADMINISTRATIVE. General and administraé expenses for 1998 were $9.5 million, down fi®h0.5 million in 1997,
representing a decrease of 10%. This decreaserianiy attributable to implementation of our 19&&tructuring plan. As a percentage of
sales, general and administrative expenses inad¢ase5% in 1998 from 6.0% in 1997. This increass due to the lower sales base.

OTHER EXPENSES. We took one-time charges totalfig $illion in 1997. We took a net charge of $2.ifliam for storm damage to our
headquarters and main manufacturing facilities testilited from heavy rains in the Fort Collins a@reduly 1997. We settled with our
insurance carrier in 1998, and recorded a $1.1anillecovery in the fourth quarter of 1998.

As discussed above in "--Research and Developmeumt'acquisition of Tower Electronics resulted iwrdte-off of $3.1 million in 1997 for
purchased in-process research and developmenthghimondeductible for income tax purposes.

We took one-time charges totaling $3.7 million 888. In August 1998, we announced a restructuriag { respond to the downturn in the
semiconductor capital equipment market. The platuged a reduction of workforce of 128 people, ¢tesure of one facility in our Fort
Collins, Colorado campus, and the abandonmentasfspio construct a new manufacturing facility imtFeollins. Other reductions in
workforce at the Voorhees facility were effectedidg 1998. We took a one-time charge of $1.0 millfor the restructuring in the third
quarter of 1998.
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On October 8, 1998, we acquired RF Power Prodanaspooling of interests that involved the exchaoigieur million shares of our common
stock for the publicly held common stock of RF Po®eoducts. We incurred as part of the businessbamation $2.7 million of acquisition
expenses recorded in the fourth quarter of 199&;wik non-capitalizable and generally nondeduetfbl income tax purposes.

OTHER (EXPENSE) INCOME. Other (expense) income dagprimarily of interest income and expense,ifprexchange gains and losses
and other non-operating expenses. Interest incom&d08 was $1.1 million, up from $0.6 million i897, representing an increase of 83%.
Interest income was due primarily to earnings aegtments made from the proceeds of our IPO in hdez 1995 and our underwritten
public offering in October 1997.

Interest expense decreased to approximately $0lidmrfior 1998 from $0.5 million for 1997.

PROVISION (BENEFIT) FOR INCOME TAXES. The incomextaenefit was $2.9 million for 1998 compared tormome tax provision of
$7.5 million in 1997. The estimated effective raes 23.4% for 1998, compared to an effective ra88®% for 1997. The lower rate of the
tax benefit in 1998 was due to nondeductible cass®ciated with our acquisition of RF Power Progluamd foreign operating losses for
which no benefit was recorded.
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QUARTERLY RESULTS OF OPERATIONS

The following tables present quarterly resultsafiats and as a percentage of sales for each @igfe quarters in the period ended June 30,
1999. We believe that all necessary adjustmentssisting only of normal recurring adjustments, hbgen included in the amounts stated
below to present fairly such quarterly informatidime operating results for any quarter are not ssandy indicative of results for any
subsequent period.

QUARTER ENDED

SEPT. 30, DEC.31, M AR. 31, JUNE 30, SEPT.30, DEC. 31, MAR.31 , JUNE 30,
1997 1997 1998 1998 1998 1998 1999 1999
(UNA! DITED) (IN THOUSANDS, EXCEPT PER SHARE DATA)
Sales......cccocveenen. $52,688 $56,059 $ 43,869 $31,981 $26,292 $22,556 $32,728 $41,515
Cost of sales............ 31,658 34,878 30,263 23,466 18,317 15,939 19,630 23,222
Gross profit............. 21,030 21,181 13,606 8,515 7,975 6,617 13,098 18,293

Operating expenses:
Research and

development.......... 5,484 5,656 5,835 6,394 5,722 5,898 5,852 6,758
Sales and marketing.... 2,829 3,684 3,564 3,512 3,255 3,200 3,305 3,979
General and

administrative....... 2,780 3,371 2,859 2,768 2,353 1,503 2,870 3,088
Restructuring charge... - - - - 1,000 - - -
Merger costs........... -- -- -- -- - 2,742 -- --
Storm damages

(recoveries)......... 3,000 (300) -- -- - (1,117) -- --

Purchased in-process
research and

development.......... 3,080 -- -- -- -- -- -- --

Total operating

EeXPEeNsSes............... 17,173 12,411 12,258 12,674 12,330 12,226 12,027 13,825
Income (loss) from

operations............. 3,857 8,770 1,348 (4,159) (4,355) (5,609) 1,071 4,468
Other (expense) income... (22 37 98 129 (214) 345 (39 ) 56
Net income (loss) before

income taxes........... 3,835 8,807 1,446 (4,030) (4,569) (5,264) 1,032 4,524
Provision (benefit) for

income taxes........... 2,544 2,305 552 (885) (1,089) (1,478) 498 1,754
Net income (loss)........ $1,291 $6,502 $ 894 $(3,145) $(3,480) $(3,786) $ 534 $2,770

Diluted earnings (loss)
per share.............. $ 005 $024 $ 0.03 $(0.12) $(0.13) $(0.14) $ 0.02 $ 0.10

Diluted weighted-average

number of shares and
share equivalents...... 26,401 27,143 27,170 26,531 26,585 26,681 28,027 28,169
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QUARTER ENDED

SEPT. 30, DEC.3 1, MAR. 31, JUNE 30, SEPT.30, DEC.31, M AR. 31, JUNE 30,
1997 1997 1998 1998 1998 1998 1999 1999

(UNAUDITED)

Sales.....ccooiiiiiiiens 100.0% 100.0 % 100.0% 100.0%  100.0% 100.0% 100.0% 100.0%
Cost of sales.................. 60.1 62.2 69.0 73.4 69.7 70.7 60.0 55.9
Gross margin...........cee.... 39.9 37.8 31.0 26.6 30.3 29.3 40.0 44.1
Operating expenses:

Research and development..... 10.4 10.1 13.3 19.9 21.8 26.1 17.9 16.3

Sales and marketing.......... 5.4 6.6 8.1 11.0 12.4 14.2 10.1 9.6

General and administrative... 5.3 6.0 6.5 8.7 8.9 6.7 8.8 7.4

Restructuring charge......... - - - - 3.8 - -- -

Merger costs................. -- -- -- -- -- 12.2 -- --

Storm damages (recoveries)... 5.7 (0.5 ) - - -- (5.0) -- -

Purchased in-process research

and development............ 5.8 - - - - -- - -

Total operating expenses....... 32.6 22.2 27.9 39.6 46.9 54.2 36.7 33.3
Income (loss) from

operations............c...... 7.3 15.6 3.1 (13.0) (16.6) (24.9) 3.3 10.8
Other income (expense)......... 0.0 0.1 0.2 0.4 (0.8) 1.6 (0.1) 0.1
Net income (loss) before income

taXesS....ccoovvvveernenne 7.3 15.7 33 (12.6) (17.4) (23.3) 3.2 10.9
Provision (benefit) for income

tAXES. ..o 48 4.1 1.3 (28) (42) (6.5) 15 42
Net income (losS).............. 25% 11.6 % 20% (9.8)% (13.2)% (16.8)% 1.6% 6.7%

Our quarterly operating results have fluctuateaifigantly and we expect them to continue to exgrace significant fluctuations. Quarterly
results are affected by a variety of factors, mafwrhich are beyond our control, including:

- changes or slowdowns in economic conditions égdmiconductor and semiconductor capital equipimeostries and other industries in
which our customers operate;

- the timing and nature of orders placed by majmtemers;

- customer cancellations of previously placed asdard shipment delays;
- pricing competition from our competitors;

- component shortages resulting in manufacturingyde

- changes in customers' inventory management pess;ti

- the introduction of new products by us or our petitors; and

- costs incurred by responding to specific featerpiests by customers.

A substantial portion of our shipments are mada gjust-in-time" basis in which shipment of systemesurs within a few days or hours after
an order is received. Our backlog is not meaningédause of the importance of "just-in-time" shiptseWe are dependent on obtaining
orders for shipment in a particular quarter to aeiour revenue objectives for that quarter. Acooyig, it is difficult for us to predict

accurately the timing and level of sales in a patéir quarter. Due to our "just-time" program, we anticipate quarterly fluctuationsales t
continue to occur.
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Sales fluctuated significantly during the periodsgented, reflecting changing demand. Demand fosystems is affected primarily by
changes in the semiconductor capital equipment eraflhe semiconductor capital equipment market epeed a major but short-lived
recovery in the second half of 1997, but then &sedownturn began at the end of 1997 and contithwredgh 1998 until the market began to
recover in early 1999. Our quarterly sales gengraltrored the market. To a lesser extent, salesafiected by events in the data storage, flat
panel display and other industrial markets.

Our gross margin fluctuated significantly, primganieflecting the level at which we utilized our nidiacturing capacity. Successive decreases
in gross margin to 31.0% in the first quarter 088 &nd 26.6% in the second quarter of 1998 werdaldecreased utilization of capacity
resulting from two successive quarterly decreasesilies to the semiconductor capital equipmentsitnguGross margin improved to 30.3%
the third quarter of 1998, despite continued desrdaitilization of capacity, due to lower matedasts obtained through supplier contract
negotiations and cost improvements realized fronrestructuring. Gross margin declined to 29.3%hafourth quarter of 1998, due
primarily to further decreased utilization of cajpacesulting from another decrease in sales tes#miconductor capital equipment industry.
Gross margin increased significantly to 40.0% imfirst quarter of 1999, primarily as result of efforts to reduce material costs and, to a
lesser extent, the higher sales base. Gross magaased again in the second quarter of 1999 .t#44ue to the higher sales base.

Operating expenses have been affected by non-negutnarges and credits and our responses to chamgemand for our product,
particularly from the semiconductor capital equipiiedustry. For example, in the third quarter 897, we recorded a $3.0 million charge in
connection with storm damage we experienced antevaf $3.1 million of purchased in-process reskaned development associated with
the Tower Electronics acquisition. Due to the dawmtin the semiconductor capital equipment industr{998, our operating expenses were
held relatively flat during the first half of 1998 anticipation of an early recovery. With the extand duration of the downturn still uncert:

in the second half of 1998 we reduced operatingesges while maintaining a minimum level of resosncecessary to address an upturn in
the semiconductor capital equipment industry tlegfam to occur in the first half of 1999. Operatixgpenses in the third and fourth quarters
of 1998 were also affected by non-recurring chaegebcredits. Operating expenses increased inr8tévfo quarters of 1999, reflecting
expenditures to support the significant growthates during those periods. As a percentage of sgpesating expenses have declined during
periods of rapid sales growth, when sales increasadate faster than our ability to add persoandifacilities to support the growth, and
increased during periods of flat or decreased safllesn our infrastructure is retained to suppoticgrated future growth.

Our provision (benefit) for income taxes fluctuagghnificantly from the third quarter of 1997 thghuthe second quarter of 1999, primarily
due to the effect of non-recurring charges andityedor example, an effective income tax rate@B886 in the third quarter of 1997 was due
primarily to the $3.1 million write-off associatedth the acquisition of Tower Electronics. An effiee income tax benefit rate of 28.1% for
the fourth quarter of 1998 was due primarily to eeductible merger costs offset by tax benefits nesa for operating losses incurred during
the quarter.

LIQUIDITY AND CAPITAL RESOURCES

Since our inception, we have financed our operatianquired equipment and met our working cap&alirements through borrowings un
our revolving line of credit, longerm loans secured by property and equipment, ftastfrom operations and proceeds from equity affgs.

Operating activities used cash of $2.1 millionha first six months of 1999, primarily a resultieéreases in accounts receivable and
inventories, partially offset by net income, in@gesa in accounts payable and increased accrugisyooll, employee benefits and income
taxes.
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Operating activities provided cash of $4.7 milliarthe first six months of 1998, primarily as auk®f decreases in accounts receivable and
inventories, offset by the net loss, decreasesdnunts payable and decreased accruals for incaxes.tWe expect future receivable and
inventory balances to fluctuate with net sales.ph®ide just-intime deliveries to certain of our customers and imayequired, under certe
contracts or agreements, to maintain minimum legklsventory to satisfy our customers' deliverguigements. Any increase of our
inventory levels will require the use of cash tafice the inventory.

Investing activities used cash of $1.1 millionle first six months of 1999 and included the pusehaf property and equipment for $3.0
million, offset by sales of $1.9 million of markéta securities. Investing activities used cash32$nillion in the first six months of 1998
included the purchase of property and equipmen$4od million and the purchase of a stock investnea start-up company for $0.75
million, offset by sales of $1.5 million of markbta securities.

Financing activities in the first six months of B98rovided cash of $3.0 million and consisted primaf proceeds of $1.8 million from the
exercise of employee stock options and net incesimseotes payable and capital lease obligatiodsl & million. Financing activities in the
first six months of 1998 used cash of $1.6 millioxd consisted primarily of payment of notes payable capital lease obligations of $1.9
million, partially offset by proceeds of $0.3 milfi from the exercise of employee stock options.

We plan to spend approximately $4.0 million throdigé remainder of 1999 and the first six month@J0 for the acquisition of
manufacturing and test equipment and furnishingsthér, we continue to implement our managemerngsysoftware, including the
replacement of existing systems in our domesticfarggn locations. We expect to incur aggregatdscof approximately $0.3 million
related to training and implementation of the saftvthrough the year 2000.

As of June 30, 1999, we had working capital of 867illion. Our sources of available funds as ofel80, 1999 consisted of $11.3 million of
cash and cash equivalents, $14.2 million of matketsecurities, and a credit facility consistingad$30.0 million revolving line of credit, of
which none was outstanding as of June 30, 1999aAcks under the revolving line of credit bear edéeat either the prime rate (8.25% at
November 1, 1999) minus 1.25% or the LIBOR -day rate (6.22% at November 1, 1999) plus 150skasints, at our option. All advances
under the revolving line of credit will be due gpalyable on December 7, 2000, unless up to $10omitif indebtedness is converted into a 3-
year term loan prior to that da

We believe that our cash and cash equivalents,etesle securities, cash flow from operations araillable borrowings will be sufficient to
meet our working capital needs for the next twehanths. From time to time, we may raise capitadtigh additional equity or debt financi
in order to take advantage of favorable market itamd or to fund material capital equipment puisdsor desired expansion. We have
considered, and will continue to consider, possilgiguisitions of businesses or entities, which eleelsie could create synergies or
opportunities for us. If we were to undertake onenore acquisitions, we may require additional &imdhich may be provided by the sale of
equity or debt securities. The requisite fundingminot be available when required or it might betavailable on terms acceptable to us.
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BUSINESS
OVERVIEW

We design, manufacture and support power conveesidrcontrol systems. These systems are importampa@nents of industrial
manufacturing equipment that modifies surfacesepogits or etches thin film layers on computer shfDs, flat panel displays such as
computer screens, DVDs, windows, eyeglasses, palals and other products. Our systems refine,fjnadd control the raw electrical
power from a utility and convert it into power thatuniform and predictable. This allows manufaictyirequipment to produce and deposit
very thin films at an even thickness on a massestdke market and sell our systems primarily todagjobal OEMs of semiconductor, flat
panel display, data storage and other industrialfitm manufacturing equipment.

We have sold our systems worldwide to more thanQBMs and directly to more than 500 end-users.&Simception, we have sold more
than 150,000 power conversion and control syst€usprincipal customers include Applied Materi@sjzers, Eaton, Lam Research,
Novellus, Singulus and ULVAC

BACKGROUND
THE MARKET FOR PLASMA-BASED THIN FILM PRODUCTION PR OCESSES

Manufacturing processes in use today employ tiim tiechnology to modify surfaces or to deposittwhethin layers of materials on
substrates such as silicon, glass and metalscémtgears, significant technological advancesiim film processes have permitted materials
to be manipulated on an atomic and molecular lé&Mahufacturers can now both deposit and etch lagensaterials that are less than one
hundredth of a micron in thickness. Thin film pratian processes enable manufacturers to controbldedthe electrical, magnetic, optical
and mechanical characteristics of materials. Prisdumduced by thin film processing include integdacircuits, flat panel displays and
magnetic media. The ongoing demand for improvemiarttse performance, capacity and speed of thesdugts drives manufacturers to
develop more advanced technology to produce incrglgshinner, more consistent and more preciserisyf film.

Thin film production processes are now used incatbrand rapidly growing range of industrial mantifeang processes. Thin film processes
have been employed most extensively in the semigdndindustry. In the fabrication of integratedcaits, multiple thin film layers of
insulating or conductive materials are depositea @rafer or substrate. Each thin film layer becoaremtegral part of microscopic device
and circuitry features. For example, the curremtegation dynamic random access memory chips (DRAEsmanufactured with ten to thi
layers of film and an overall thickness of no mtiven 0.5 microns. Thin film manufacturing processieslar to those employed in the
semiconductor industry are increasingly being usdte production of flat panel displays such asrtionitors in portable computers. These
processes are also used extensively in the datgstindustry in the production of CDs, DVDs andhpater hard disks. Thin film processes
for data storage products are used to create tiwaband magnetic storage mediums and to deposiegtive wear surfaces on the finished
products. In addition, industrial manufacturersénbegun to use thin film processes to apply coatordilms to a wide range of products,
including solar panels, architectural glass, eyssga, tools, bar-code readers, lenses, automatit® front surface mirrors, razor blades,
decorative wrappings and food product packaging.

The primary applications for thin film manufactugimclude deposition, in which a layer of matersatieposited on a surface, and etch, in
which unneeded portions of a layer are removedh Titmh production was initially accomplished witlgqliid chemicals, known as wet
chemistry processing, or thermal processes. Ower, ihose processes became inadequate for many
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applications as the demand for products requitiigner, more precise films increased. Plasma-bpsazess technology was developed to
address the limitations of wet chemistry and theteehnologies and to enable new applications.

Today plasmaased processing is broadly used by thin film mactufers. Plasma is commonly created by applyimgign electrical force t

a gas at reduced pressure to separate electrongtair parent atoms. The atom is transformedtighly energetic state. In plasma-based
thin film processing, the material to be altereapwn as the substrate, and one or more specifesga® inserted into a vacuum chamber.
plasma created from the gases is then manipulatetebtrical forces to alter the molecular charasties of the substrate surface. Plasma-
based processes are inherently more controllaldlerame accurate for many applications than otherfitm production processes because of
the electrical characteristics of plasma. It isgilae to more precisely control the arrival rategle and energy of molecules at the surface
being modified using electrical forces. Plasma-tasecess technology is expected to continue englto meet the worldwide growth in
demand for smaller, more versatile electronic®rfirisual resolution products and denser datagtomzediums because of the precision
provided by plasma's electrical characteristics.

Below is an illustration of a plasma-based producprocess:

[Nllustration titled "Plasma Process lllustratioépicting in diagram form the flow of utility powé&s a power conversion and control system,
with arrows identifying the plasma, ions, elecfiédd and substrate in the vacuum process system.]

POWER CONVERSION AND CONTROL SYSTEM REQUIREMENTS

The effectiveness of plasma-based production psesedepends in large part on the quality of thetrétal power used to ignite and
manipulate the plasma. A power conversion and obaystem used in a plasma-based process musg refiodify and control the raw
electrical power from a utility and convert it inp@wer that is uniform, predictable and preciselygatable, which permits the production of
identical thin films of unvarying thickness on asaacale. Instability of electrical forces in thaspa may damage or destroy the substrate
under production, as well as the power conversimhantrol system. A power conversion and contysteam must react within microsecor
or millionths of a second, to changes in the l@fghe utility supplied power, the electrical cheteistics of the plasma and the process
control settings in order to avoid instabilitiehe€lkey requirements for plasma processing powerarsion and control systems are:

CONVERSION AND CONTROL OF HIGH POWER. Plasma-bapealduction requires the generation of extremelhhayels of electrical
power, usually in the range of 500 to 25,000 waittsontrast, the power level required to operatstrthome and office electrical equipmet
generally far below 500 watts. A power conversiad aontrol system must include the ability to pmiypeonvert the externally supplied
power, and must also make accurate and fast measnte so the system can be dynamically controliledse measurements are difficult
because of the strong electrical fields
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and electrical noise that result from the high poeencentration and the nature of the plasma itelditionally, a power conversion and
control system must meet the small footprint regmients of a clean room environment while minimizimg impact of the concentration of
electrical radiation and heat caused by tightlykpadcigh power circuitry.

CONTROL OVER A WIDE RANGE OF POWER LEVELS. Powems@rsion and control systems for plasma-based psesemust operate
over a wide range of power levels in order to suppwariety of plasma-based processes and agplisat-or example, a power conversion
and control system may need to operate at powetdéfat vary by a factor of one thousand. In @sttrthe power supplies used in most
home and office electrical equipment generally ardgd to operate at power levels that vary by neerttean a factor of two. One of the most
challenging requirements for plasma-based prooasgipconversion and control systems is the needyfstem instrumentation to make rapid
measurements of many electrical characteristicjding current, voltage, power and impedance EvEhe measurements must be made
with precision, speed and accuracy at both lowragh levels of power.

CONTROL OF UTILITY INSTABILITIES. Incoming power fim a utility supplier is subject to brownouts, sggvoltage transients and
general voltage variations. A power conversion amatrol system must serve as a buffer from theabdity of raw utility power sources.
Under normal operating conditions, excluding broutspvoltage from the utility source may vary bynasch as 10%. In comparison, even a
1% variance in the power supply to a plasma chammagr cause significant defects in the film undeduiction.

CONTROL OF ARCS. One of the most critical probleimst arises from a failure to control power in agpha-based process is arcing, which
is characterized by intense localized electricathiarges which act like lightning. Arcs often cassgous damage to both the substrate and
the power conversion and control equipment. A povegrversion and control system must not only bgedgenough to withstand the impact
of abrupt electrical changes in the plasma, buttralse contain circuitry to extinguish arcs as tbegur. The power system must act to
control the power levels within less than a micoosel in order to effectively control arcs.

CONTROL OF SYSTEM INSTABILITIES. The current andliage in the plasma may fluctuate in some advaptesima-based processes
using exotic gases and electrode arrangementsngassstem instabilities. The power conversion emditrol system must promptly detect
changing electrical characteristics of the plasmhadjust the power supply to prevent instabilitlethese system instabilities are not
properly controlled, the thin films will lack unifmity, which may seriously impair the yield and foemance of the products being
manufactured.

CHARACTERISTICS OF THE POWER CONVERSION AND CONTROL SYSTEM MARKET

The plasma-based processing industry requires @ raitge of power frequencies for plasma-basedithrprocesses, from zero frequency
direct current (DC) to alternating current (ACYr@quencies of several gigahertz. Frequency inflesrihe type of physical and chemical
activity that will occur in the plasma. Power corsien and control systems change the frequencgweiutility power as required for
particular applications. For example, DC is typigaised in PVD processes, while high frequency A€hsas RF are typically used in etch
and chemical vapor deposition (CVD) processes.

Power conversion and control systems for plasmaépsocesses often need to be highly customizetktt application and customer
requirements. This customization involves develgpinique design and component configurations tmfgepecific variations in power,
voltage, current and frequency levels, modificatifor interfacing with customer equipment, and atijients to controls and external
packaging requirements. The lotegm challenge facing manufacturers of power casivarand control systems is to efficiently prodtloese
complex, highly customized
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systems in a cost effective manner. Moreover, p@sarersion and control systems must be continyaddpted to address the requirem
of the growing number of applications using thimfproduction processes. The customers for thgsestgf systems are generally large,
global OEMs in the semiconductor capital equipméat,panel display and data storage markets. Tagyire a global infrastructure from the
manufacturers of power control and conversion syste

THE ADVANCED ENERGY SOLUTION

We have been and continue to be a pioneer in thelafement of power conversion and control systemna&fivanced plasmaased productic
processes.

Key elements of the Advanced Energy solution inelud

KNOWLEDGE OF PLASMA-BASED PROCESSES. Since our jptaan, we have built a large base of expertisd@ihteraction between
plasma-based processes and power conversion atrdl®ystems. This knowledge allows us to develggiesns that optimize our customers'
plasma-based processes and applications, andisb @sgtomers and potential customers in developew process applications. One of our
core competencies is our ability to advise custemédesign advantages that may be achieved implmsed production processes for
specific applications and in the related power epsion and control systems. We regularly placesoigntists and engineers at customer sites
to support customers in their process developnwéatbelieve this application of knowledge and resesiis unique in the industry and
represents a key competitive strength.

UTILIZATION OF SWITCHMODE TECHNOLOGY. We believe #i we developed the first switchmode power coneeraind control
systems for plasma-based processing. Switchmoderpoanversion is a digitally based solution to poe@nversion that represents an
improvement over previously employed alternatidsitchmode based systems are smaller, lighter astérfdue to their use of high speed
switching. Switchmode technology also enables rapiatrol of the high power required in plasma-bgsediuction processes and improves
the response time to random variables in the sydteaddition, switchmode has the benefit of sigaifitly reducing the stored energy in a
system, a major cause of arcing. The MDX systeni¢chwve introduced in 1983, was the first switchmedever supply available for PVD
applications. It reduced the amount of stored gnbyga factor of 100 to 1,000 times compared totétmdinology then in use and fostered the
development and widespread use of PVD processesitil¢e switchmode technology in the majority afrsystems. We believe our
expertise with switchmode-based systems providegthsa competitive advantage.

MEASUREMENT AND CONTROL SOLUTIONS. We have designaar systems to incorporate high speed, highlyipeeglectronic
measurement and system controls. Multiple sensomSrially measure current, voltage and other gtadtproperties of the plasma. These
measurements are converted into signals, proceggedigital signal processors, and the results thenverted to input signals for the power
conversion and control systems. Our power converai@ control systems thus dynamically controlftbe of power delivered, minimize
stored energy, make precise system adjustmentgeamsate for random variabilities and notify therugfeout-of-range conditions. These
dynamic in-system controls enable our systemsduet or eliminate arcs and other system or utiétgted instabilities.

REUSABLE ENGINEERING AND MODULAR DESIGN. We provideustomers with fast time-to-market solutions bgigeing our
components using:

- reusable engineering, in which the core technolifga component can be incorporated in a simitengonent of a new system or a new
product platform; and

- modular design, in which the same component irssgistems of one product platform can be usegstess of another product platform.
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Reusable engineering and programmable softwaredl@saitectures enable us to modify our basic piats to create solutions that are
tailored for specific applications and customeuisgments. We achieve efficiencies by designingmaducts to have an open architecture,
common features and standard components and icgsrécross a variety of processes. As a resulbglieve we have the capability to
deliver a broad range of customized products withrtsead times and on a competitively priced basis

STRATEGY

We have achieved a market leadership position plyaqg our large base of expertise in the inte@mcttietween plasma-based processes and
power conversion and control systems to designiyigiecise, customized power conversion and costystems that provide a wide range of
power frequencies for plasniased thin film processes. Our strategy is to noetto build upon our leadership positions in gamisonducto
capital equipment, flat panel display and dataagterindustries while exploring other emerging merké/e believe our five key growth
opportunities are:

EXPANDING LEADERSHIP IN OUR CORE MARKETS. We beliewe are the market share leader in the semicomdcapital equipmer
data storage and flat panel display markets. W tglaontinue to increase our penetration in thlesse markets by introducing new products
and solutions for our existing customers and témgetew customers, but our primary focus will cang to be on the semiconductor capital
equipment market. For example, in the semiconduwapital equipment market, we believe that sigaiftcopportunities exist for us to
introduce new products for processes or applicat8uch as:

- etch applications using RF power;

- gas abatement;

- on-line measurement of power characteristics; and
- copper electroplating.

PROVIDING INTEGRATED SOLUTIONS FOR CUSTOMERS. Weliege that customers want solutions that improwepss control and
yield, and decrease their total cost and time tcketaWe are developing integrated systems to peomiore complete solutions that meet
customers' plasma-based process requirements. \@egtifying currently fragmented applicationg@thnology involving significant
power, measurement and control content, and dewgjaptegrated, high performance, robust and cfistve solutions for these
applications.

TARGETING EMERGING APPLICATIONS. We are targetinmerging applications that have the potential toefiefrom more efficient
and reliable use of power in manufacturing proceésetelecommunications networking equipment, exdtive parts, tools, architectural
glass and other industrial products.

PURSUING ACQUISITIONS TO FUEL GROWTH. We activelgek complementary technologies and companies aaasnio expand our
presence in existing and emerging markets andawige integrated solutions for customers and pakatistomers. We have acquired and
integrated four companies in the last two years.cafinually evaluate companies whose productseeithologies could enhance our sys
level capabilities.

CAPITALIZING ON WORLDWIDE INFRASTRUCTURE. Our priripal customers are large, global OEMs that reghia¢ their suppliers
have a well-developed worldwide infrastructure. gflen to continue to take advantage of and expan@stablished global infrastructure,
operating skills and comprehensive product poxftdi better serve these customers and to attractnstomers with international support
needs.
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PRODUCTS

Our switchmode power conversion and control systeave enabled our customers to develop new plassadiprocessing applications. In
1982, we introduced our first low-frequency switade power conversion and control system specijicdkigned for use in plasma
processes. In 1983, we introduced our first DCesystlesigned for use in PVD applications. This D&tey is a compact, cost-effective
power solution which greatly reduces stored eneagyajor limitation in PVD systems. In 1989, weadtluced tuners used to match the
characteristics of the plasma with the RF genesafiinis theme was carried further with the intraghrcof the Pinnacle series of DC systems
in 1995. In 1990, we introduced the first switchrad®F power conversion and control systems for msetmiconductor etch applications.
This product line achieved significant design wiesause of its smaller size and its ability to pteyvmore precise control. In 1998, we
developed the APEX series of RF systems which egetachnology to further reduce size and extendrdwuency and power range of our
RF product line. We introduced a family of accessofor the DC product line in 1993. These puls€&ifgpoducts provided major
improvements in arc prevention and suppressiona®eurrently extending the power range of ouresyistto much higher power levels to
enable us to supply products for emerging inddsipalications. The products in these product fesitange in price from $1,500 to
$150,000, with an average selling price of apprataty $9,200.

The acquisition of the assets of MIK Physics, movided the base technology for our recently iticed Astral products, which are high-
power DC systems used in PVD equipment.

The acquisition of Tower Electronics in August 1¥Xpanded our product line to include low-power pgver conversion systems for use in
telecommunications and other industrial applicatiorhese power conversion systems range in power 50 watts to 600 watts and have an
average selling price of approximately $500.

The acquisition of RF Power Products in October8l®@@anded our product line of RF generators artdhiray networks. Solid-state
generators are presently available for power reguénts of up to 5,000 watts and are sold priméoilyapital equipment manufacturers in the
semiconductor, flat panel display, thin film, anthbytical equipment markets. Tube-type generatmsawailable at power levels from 10,000
to 30,000 watts and are primarily sold to capitplipment manufacturers in the thin film head maotufidng market. RF matching networks
are systems composed primarily of variable inductard capacitors with application-specific circtiitat can be designed to a customer's
specific power requirements. Our RF generatorsnaathing networks have average selling prices aimtd our DC products.

The acquisition of Fourth State Technology in Setiter 1998 enhanced our capability to design ancufaature RF power-related process
control systems used to monitor and analyze datainrfilm processes. Fourth State's technology &€nabling us to develop power
conversion and control systems that incorporateackd measurement and control systems.

The acquisition of a majority interest in LITMAS A&ugust 1999 is expected to expand our producttbriaclude plasma abatement systems
and high-density plasma sources. These produdtbeviharketed to semiconductor capital equipmentufeturers.
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The following chart sets forth our principal protilines and related basic information:

Direct
Current
Products

Radio
Frequency
Products

Low and Mid-

Frequency
Products

PRODUCT DES
PLATFORM
MDX Power contr
conversion
MDX-II Power contr
conversion
Pinnacle Power contr
conversion
Sparc-LE Arc managem
E-Chuck Electrostat
system
HFV Power contr
conversion
RFX Power contr
conversion
RFG Power contr
conversion
RFEXII Power contr
conversion
APEX Power contr
conversion
AZX, VZX, Tuner
SwitchMatch
RF Power contr
conversion
Hercules Power contr
conversion
Atlas Power contr
conversion
Mercury Tuner
FTMS Tuner
PE and PE-II Low-frequen

and convers

PD Mid-frequen
and convers

LF Low-frequen
and convers

CRIPTION

ol and
system

ol and
system

ol and
system

ent accessory  1kW-60kW

POWER/CURRENT MAJO

LEVEL APP
500W-80kW PVD
- Metal sputte
- Reactive spu
15kW-120kW PVD
- Metal sputte
- Reactive spu
6kW-120kW PVD
- Metal sputte
- Reactive spu
For use with M
precise contro
sputtering of

ic chuck power less than 100W  General wafer

ol and
system

ol and
system
ol and
system
ol and
system
ol and
system

ol and
system
ol and
system
ol and
system

semiconductor
applications

3kW-8kwW PVD
Etch

600W General R&D

600W-5.5kwW Etch
CVD
600W-5.5kW Etch
CVD
1000W-10kwW Etch
CVD
100W-5kwW Impedance matc

500W-3kwW Etch
CvD

10kW-30kW PVD

1.5kW-5kwW Etch

500W-10kwW Impedance matc
2kW-5kwW Impedance matc

cy power control 1.25kW-30kW CVD

ion system

PVD
- Reactive spu
Surface modifi

cy power control 1.25kW-8kW CVvD

ion system PVD
- Reactive spu
Surface modifi
cy power control 500W-1kW Etch
ion system PVD
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PRODUCT DES CRIPTION POWER/CURRENT MAJO R PROCESS

PLATFORM LEVEL APP LICATIONS
High-Power Astral-20 Pulsed DC p ower system 20kW PVD
Products - Metal sputte ring
- Reactive spu ttering
Astral-120 Pulsed DC p ower system 120kwW PVD
- Reactive spu ttering
Crystal Multizone i nduction heating 180kW Semiconductor epitaxy
power syste m
Other Gen-Cal RF power me asurement 50W-3kW Generator diag nostic tool
Products
RF-EP RF probe 50W-5kW End-point dete ction system
Z-Scan RP probe 50W-5kW Impedance meas urement tool
RF-MS RF metrolog y system 5W-5kW Plasma diagnos tic tool
ID lon-beam co nversion and  500W-5kW lon-beam depos ition
control sys tem lon implantati on
lon-beam etchi ng/milling
E'Wave Bi-polar el ectroplating ~ 400W-8kW Electroplating copper onto a wafer

MARKETS, APPLICATIONS AND CUSTOMERS
MARKETS

Most of our sales historically have been made &iamaers in the semiconductor capital equipmentstriguSales to customers in this indut
represented 59% of our sales in 1997, 49% in 18888% in the first six months of 1999. Our powenwersion and control systems are .
used in the flat panel display, data storage ahdrandustrial markets. Following is a discussiéthe major markets for our systems:

SEMICONDUCTOR CAPITAL EQUIPMENT MANUFACTURING MARKHE. We sell our products primarily to semiconductapital
equipment manufacturers for incorporation into pment used to make integrated circuits. Our pradait currently used in a variety of
applications including deposition, etch, ion imgéion and megasonic cleaning. The precise contret plasma-based processes that use ou
power conversion and control systems enables thdugtion of integrated circuits with reduced featsizes and increased speed and
performance. We anticipate that the semicondu@pital equipment industry will continue to be angiigant part of our business for the
foreseeable future.

FLAT PANEL DISPLAY MANUFACTURING EQUIPMENT MARKET.We also sell our systems to manufacturers of fiatgbdisplays
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-inages on flat screens for products ranging framd-held computer games to laptop
computer monitors to large-screen televisions. &laee three major types of flat panel displaysiitigcrystal displays, field emitter displays
and gas plasma displays. There are two typestobdiliael projection devices, liquid crystal projeatiand digital micro-mirror displays. We
sell our products to all five of these markets.

DATA STORAGE MANUFACTURING EQUIPMENT MARKETS. Ournoducts are sold to data storage equipment manuéstand to
data storage device manufacturers for use in pinducvariety
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of products, including CDs, computer hard diskghboedia and thin film heads, CD-ROMs and DVDs. Sehproducts use a PVD process to
produce optical and magnetic thin film layers, &l \&s a protective wear layer. In this marketttead towards higher recording densities is

driving the demand for increasingly dense, thiranedt more precise films. The use of equipment inm@ing magnetic media to store analog
and digital data continues to expand with the ghosftthe laptop, desktop, and workstation compurtarkets.

OTHER INDUSTRIAL MARKETS. We sell our products tcE®s and producers of end products in a varietynd@istrial markets. Thin film
optical coatings are used in the manufacture ofyniadustrial products including solar panels, amttural glass, eyeglasses, lenses, bar-cods
readers and front surface mirrors. Thin films afrdond-like coatings and other materials are cugreqpplied to products in plasma-based
processes to strengthen and harden surfaces omliseche products as tools, razor blades, autom@i@rts and hip joint replacements. Other
thin film processes that use our products also lereliariety of industrial packaging applicatiosigsch as decorative wrapping and food
packaging. The advanced thin film production preessallow precise control of various optical anggital properties, including color,
transparency and electrical and thermal condugtifihe improved adhesion and high film quality féeg from plasma-based processing
make it the preferred method of applying the tiilimg. Many of these thin film industrial applicati® require power levels substantially
greater than those used in our other markets.

We sell low-wattage power supplies to OEMs in #dledcommunications, non-impact printing and laserkets through Tower Electronics.
For example, Tower Electronics provides producth#olargest manufacturer of non-impact printeesdusr printing date codes and lot
information on beverage cans.

APPLICATIONS

Our products have been sold for use in connectitimtive following processes and applications:

SEMICONDUCTOR DATA STORAGE FLAT PANEL DISPLAY INDUSTRIAL/RESEARCH

Chemical vapor CD-ROMs Activ e matrix LCDs  Automobile coatings
deposition CDs Digit al micro-mirror Chemical, physical
(CVD)(metal and DVDs Field emission and materials
dielectric) Hard disk carbon wear dis plays research

Etch coatings Large flat panel Circuit board etch-

High density plasma Hard disk magnetic dis plays back and de-smear
CVD media LCDp rojection Consumer product

lon implantation Magneto-optic CDs  Liqui d crystal coatings

Magnet field controls Recordable CDs dis plays Diamond-like coatings

Megasonic cleaning  Thin film heads Medic al applications Food package

Photo-resist Plasm a displays Glass coatings
stripping Non-impact printing

Physical vapor Optical coatings
deposition Photovoltaics

Plasma-enhanced CVD
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CUSTOMERS

We have sold our systems worldwide to more thanQBMs and directly to more than 500 end-users.&Simception, we have sold more
than 150,000 power conversion and control syst€usprincipal customers include Applied Materi@sjzers, Eaton, Lam Research,
Novellus, Singulus and ULVAC

Sales to our top ten customers accounted in theeggte for 67% of our total sales in 1997, 62%d988.and 67% in the first six months of
1999. We expect that sales of our products to theswmers will continue to account for a high patage of our sales in the foreseeable
future. Our customers include:

Alcatel Comptech Matt son Technologies
Applied Materials Moto rola

Balzers Nove llus

CVC Products Opti cal Coatings Laboratory
Eaton Plas maTherm

First Light Technology Sing ulus

Fujitsu Sony

Hewlett-Packard Sput tered Films

IBM Texa s Instruments
Intevac 3Com

Komag ULVA C

Lam Research Vert eq

Materials Research Division of Tokyo Vide ojet International

Electron, Ltd.

MARKETING, SALES AND SERVICE

We sell our systems primarily through direct sglessonnel to customers in the United States, EuaodeAsia, and through distributors and
sales representatives in China, France, Isradl, Bingapore, Sweden and Taiwan. Our domesticsaesonnel are located in our
headquarters in Fort Collins, Colorado, and inaegl sales offices in:

- Voorhees, New Jersey;

- Austin, Texas

- Milpitas, California; and

- Concord, Massachusetts.

We also have international offices in:

- Tokyo, Japan;

- Filderstadt, Germany;

- Bicester, United Kingdom; and

- Seoul, South Korea.

Each of the international offices has primary resiloility for sales in its respective market.
We sell our Tower Electronics products through nfacturers' representatives.

We believe that customer service and technical @gpe important competitive factors and are esseio building and maintaining close,
long-term relationships with our customers.
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Sales outside the United States represented apmatedy 23% of our total sales during 1997, 28%988 and 28% in the first six months of
1999. We expect sales outside the United Statesritinue to represent a significant portion of fatsales. For a discussion of risks involved
in international sales, see "Risk Factors--We migiitbe able to compete successfully in internafiomarkets or to meet the service and
support needs of our international customers".

We offer warranty coverage for our systems forqusiranging from 12 to 24 months after shipmenirsgaefects in design, materials and
workmanship.

MANUFACTURING

We conduct the majority of our manufacturing at faailities in Fort Collins, Colorado and Voorhebdgw Jersey. We also conduct
manufacturing for one customer in Austin, Texasv@oElectronics conducts manufacturing at its fgcih Fridley, Minnesota. We genera
manufacture different systems at each facility. ®@anufacturing activities consist of the assembly &sting of components and
subassemblies which our customers then integraighrir equipment. Once final testing of all etezl and electro-mechanical
subassemblies is completed, the final system igstdal to a series of reliability enhancing op@eradiprior to shipment to customers. We
purchase a wide range of electronic, mechanicaksewrical components, some of which are custardyets designed to our specifications.
We also outsource some of our subassembly work.

INTELLECTUAL PROPERTY

We have a policy of seeking patents on inventiangeging new products or technologies as part obogoing research, development and
manufacturing activities. We currently hold eightéénited States patents and four foreign patentering various aspects of our systems.
We also have 47 patent applications pending irthiéed States, Europe and Japan. We believe thaidarof our patents generally exceeds
the life cycles of the technologies disclosed dadred in the patents.

For a discussion of risks involved in our intellegtproperty, see "Risk Factors--We are highly dejeat on our intellectual property but may
not be able to protect it adequately”.

COMPETITION

The markets we serve are highly competitive andattiarized by ongoing technological developmentsaranging customer requirements.
Significant competitive factors in our markets umé¢ product performance, price, quality and reliighand level of customer service and
support. We believe that we currently compete d¢iffety with respect to these factors, although wghtinot be able to compete effectively
the future.

The markets in which we compete have seen an iselieaglobal competition, especially from Japanase European-based equipment
vendors. We have several foreign and domestic coropefor each of our lines of products. Some af competitors are larger and have
greater resources than we do. Our ability to caetito compete successfully in these markets depmndar ability to introduce system
enhancements and new systems on a timely basigribuary competitors are ENI, a subsidiary of Ag88R) plc, Applied Science and
Technology (ASTeX), Huettinger, Shindingen, Kyos@omdel and Daihen. Our competitors are expectedritinue to improve the design
and performance of their systems and to introdgee systems with competitive performance charadiesisWe believe we will be required
to maintain a high level of investment in reseant development and sales and marketing in ordemntain competitive.
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RESEARCH AND DEVELOPMENT

The market for power conversion and control systantsrelated accessories is characterized by oggeahnological changes. We believe
that continued and timely development of new systand enhancements to existing systems to supjdvk @quirements is necessary for us
to maintain a competitive position in the marketsserve. Accordingly, we devote a significant gmrtdf our personnel and financial
resources to research and development projectsesidio maintain close relationships with our cugis and other industry leaders to
remain responsive to their product requirements.

Research and development expenses were $19.3miillib997, $23.8 million in 1998 and $12.6 millionthe first six months of 1999. The
expenses represented 11% of our total sales in, 199% in 1998 and 17% in the first six months d®34.9We believe that continued research
and development investment and ongoing developofamw products are essential to the expansiomofrarkets. We expect to continue
make significant investments in our research angldpment activities.

EMPLOYEES

At September 30, 1999, we had a total of 1,066 eygs, of whom 920 were full-time employees. There union representation of our
employees, and we have never experienced an engplogik stoppage. We utilize temporary employees means to provide additional si
while reviewing the performance of the temporanptayee. We consider our employee relations to loelgo
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MANAGEMENT

The following table sets forth certain informatioith respect to our directors and execuitve officer

NAME AGE POSITION WITH COMPANY

Douglas S. Schatz............. 53 Chief Executiv e Officer and Chairman of the Board

Hollis L. Caswell............. 68 President, Chi ef Operating Officer and Director

Richard P. Beck............... 66 Senior Vice Pr esident, Chief Financial Officer
and Director

Richard Scholl................ 60 Senior Vice Pr esident and Chief Technology
Officer

Joseph Stach.................. 61 Senior Vice Pr esident

G. Brent Backman.............. 59 Director

Arthur A. Noeth............... 63 Director

Elwood Spedden................ 62 Director

Gerald M. Starek.............. 58 Director

Arthur W. Zafiropoulo......... 60 Director

DOUGLAS S. SCHATZ is a co-founder and has beenGhief Executive Officer and Chairman of the Boairete our incorporation in 1981.
From our incorporation to July 1997, Mr. Schatoasrved as our President. Mr. Schatz co-foundetigyrResearch Associates, Inc., a
designer of custom power supplies, and serveda4dde President of Engineering from 1977 throug8al

HOLLIS L. CASWELL joined our board of directors iebruary 1997 and served on the Audit and Compensabmmittees from that time
until June 1997. Dr. Caswell became our Chief OjpegaOfficer in June 1997. He also became our Beggiin July 1999. From 1990 to 19
Dr. Caswell was Chairman of the Board and Chiefdatige Officer of HYPRES, Inc., a manufacturer apserconducting electronics. Prior to
that time, Dr. Caswell served as Senior Vice Peggidf Unisys Corporation, an information technglagmpany, and President of its
Computer Systems Group.

RICHARD P. BECK joined us in March 1992 as Vice$tdent and Chief Financial Officer and became dadéfice President in April 199
He joined our board of directors in September 1996m 1987 to 1992, Mr. Beck served as Executivee\Rresident and Chief Financial
Officer of Cimage Corporation, a computer softwemenpany. Mr. Beck is a director, and serves orAthdit and Compensation Committees,
of Applied Films Corporation, a publicly held maaafurer of flat panel display equipment.

RICHARD A. SCHOLL joined us in 1988 as Vice PresiteEngineering. Mr. Scholl became our Chief Tedbgy Officer in September
1995. Prior to joining us, Mr. Scholl was Generadger, Vacuum Products Division at Varian Assesialnc., a publicly held manufactu
of high-technology systems and components.

JOSEPH STACH joined us in October 1998 as a Sé&ficar President. Dr. Stach had been the Chairmasiddnt and Chief Executive
Officer of RF Power Products from 1992 until Octoi898 when we acquired RF Power Products, whicheagamed Advanced Energy
Voorhees, Inc. Dr. Stach continues to serve asdenaetsof Advanced Energy Voorhees.

G. BRENT BACKMAN is a co-founder and has been onlmard of directors since our incorporation in 198lr. Backman had been one of
our Vice Presidents from our incorporation untilrdt998, when he became our Senior Vice Presidgmecial Projects. Mr. Backman sen
in this position until he retired in January 19P%ior to co-founding Advanced Energy,
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Mr. Backman was a Business Manager at lon Tech, &nmanufacturer of ion beam systems, sourcestrefécs and components.

ARTHUR A. NOETH joined our board of directors inyd997 and has served on the Audit and Compens@iwonmittees since that time.
From 1993 to 1998, Mr. Noeth was President of thpl&nt Center, a provider of ion implant serviagshie electronics industry. From April
1987 to September 1993, he was President of A.Nic®s, a business consulting service.

ELWOOD SPEDDEN joined our board of directors in Asg1995 and has served on the Audit and Compensatmmittees since that
time. Mr. Spedden was a Senior Vice President oARlencor, a manufacturer of automatic test equigrasad in the fabrication of
semiconductors, from July 1996 to June 1997. Fré@0Xhrough March 1996, Mr. Spedden was with Crede&ystems Corporation, a
manufacturer of automatic test equipment usedarfdbrication of semiconductors, in various seni@nagement positions including
President, Chief Executive Officer and Vi€&airman of the Board. Mr. Spedden is also a direaft Insight Objects, a privately held softw
company.

GERALD M. STAREK joined our board of directors irct@ber 1998, following our acquisition of RF PoviRgzoducts and has served on the
Audit Committee since that time. Mr. Starek hadrbaeon-employee director of RF Power Productsesitebruary 1994. Mr. Starek was the
founder of Silicon Valley Group, Inc., a supplidramtomated wafer processing equipment for the eemductor industry. He served as
Silicon Valley Group's Chairman from September 1888eptember 1991 and as Vice Chairman from SdpeD91 to April 1993. Mr.
Starek also is a director of AML Communications.Jrrcmanufacturer of amplifiers for telecommunicas equipment.

ARTHUR W. ZAFIROPOULO joined our board of directorsOctober 1998, following our acquisition of RBvRer Products and has served
on the Compensation Committee since that time Zdfiropoulo had been a non-employee director oFRwer Products since July 1992.
Mr. Zafiropoulo is the founder of Ultratech Steppec., a company that develops and manufacturemfithography equipment for the
semiconductor industry. Mr. Zafiropoulo has beeme€Executive Officer and Chairman of the BoardJratech Stepper since March 1993.
Mr. Zafiropoulo also served as President of UlzhtStepper from May 1997 to April 1999 and from braf993 to March 1996. Mr.
Zafiropoulo is a director of Semi/Sematech, an eission of U.S.-owned suppliers of equipment, matsrand services to the semiconductor
industry and Semiconductor and Equipment Mateltgkrnational (SEMI), an international trade asation.
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PRINCIPAL AND SELLING STOCKHOLDERS

The following table provides information as to temmon stock beneficially owned and to be offerethe concurrent common stock
offering by the following persons:

- each person known to us to own more than 5%ettdmmon stock outstanding;
- each selling stockholder; and
- all of the current executive officers and direstas a group.

The table assumes that the underwriters' overradint option is not exercised. If the underwritek&r-allotment option is exercised, each
selling stockholder will sell an additional 22.5%qtloe "Shares to be Sold" listed opposite his name.

SHARES BENE FICIALLY SHARES BENEFICIALLY
OWNED PRIOR TO THE OWNED AFTER THE
OFFERING 1) OFFERING (1)
--------------------- SHARES TO  --------m--mmmmmmemeee-
NAME NUMBER PERCENT BE SOLD NUMBER PERCENT(2)
Douglas S. Schatz (3)................ 11,939,500 44.00 875,000 11,064,500 39.33
G. Brent Backman (4).........cc...... 2,116,500 7.80 875,000 1,241,500 4.41
Franklin Resources, Inc. (5)......... 1,756,100 6.47 -- 1,756,100 6.24
Richard P. Beck (6).................. 171,864 * 50,000 121,864 *
Hollis Caswell (7).......cccccveuee. 274,201 1.00 50,000 224,201 *
Richard Scholl (8)................... 398,940 1.47 100,000 298,940 1.06
Joseph Stach (9)........cccvvvene. 352,258 1.29 50,000 302,258 1.07

All executive officers and directors
as a group (10 persons) (10)....... 15,376,772 55.72 2,000,000 13,376,772  46.78

* Less than one percent (1.0%)

(1) The numbers in the table reflect the stockhmsldeeneficial ownership of common stock as of Nober 1, 1999. A stockholder is
considered to beneficially own shares that:

- the stockholder actually holds;

- are held by persons related to the stockholder;

- are held by companies or trusts in which theldtolder has a significant interest; and

- the stockholder has the right to acquire witHdnd@ys, such as by exercising a stock option.

(2) The percentage is based on 27,135,292 shatrgsieding as of November 1, 1999 plus the 1,000s0@0es we are offering to sell in the
concurrent common stock offering.

(3) Mr. Schatz' business address is 1625 Sharg Paive, Fort Collins, Colorado 80525.

(4) Mr. Backman has an option to purchase 7,500esh8y December 31, 1999, 60 days following Noverriy 1999, his option will be
exercisable as to 2,500 of those shares. Consistdnfootnote (1), the numbers in the table inelud

- 2,500 shares issuable upon the exercise of higropn or before December 31, 1999; and
- 546,000 shares owned by Mr. Backman's wife, ¢llengh Mr. Backman disclaims beneficial ownersHighese shares.

Mr. Backman's address is 946 Lochland Court, Foti3, Colorado 8052¢
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(5) This information is based on the Schedule 18 Franklin Resources, Inc., Charles B. JohnsapgeR H. Johnson, Jr. and Franklin
Advisers, Inc. filed with the Securities and ExcparCommission on January 26, 1999. The ScheduleiridiGates that these shares are held
by one or more open- or closed-end investment caiepar other managed accounts that are advised/bgtment advisory subsidiaries of
Franklin Resources. Charles B. Johnson and Rupeltlhson, Jr. are the principal shareholders afilfin Resources, and Franklin Advis

is a subsidiary of Franklin Resources. The addi@ssach of these persons is reported as 777 Marlaland Boulevard, San Mateo,
California 94404.

(6) Mr. Beck has options to purchase 40,000 sh&g®ecember 31, 1999, his options will be exeldisas to 16,563 shares. The numbe
the table include:

- the 16,563 shares issuable upon the exercisptiains on or before December 31, 1999; and

- 200 shares owned by Mr. Beck's wife and a pewwalated to Mr. Beck, even though Mr. Beck disolbeneficial ownership of these
shares.

(7) Dr. Caswell has options to purchase 318,438sh®y December 31, 1999, his options will be eisable as to 259,844 shares, which
shares are included in the numbers in the tabier frselling shares in the common stock offering, Caswell intends to exercise his opti
as to the number of shares to be sold by him.

(8) Mr. Scholl has options to purchase 10,000 shdiene of these options will be exercisable byddaoer 31, 1999. Mr. Scholl's wife, who
is one of our business unit managers, has optmparchase 23,874, shares. By December 31, 1989pkiens will be exercisable as to
18,468 of those shares. The numbers in the tablede:

- the 18,468 shares issuable upon the exercisa@f 8¢holl's options on or before December 31, 1966
- 300 shares owned by Mrs. Scholl.

(9) Dr. Stach has options to purchase 241,430 shdreur common stock. RF Power Products had gilaopidons to Dr. Stach prior to the
time that we acquired RF Power Products. We assuhusg options and also granted new options t&tach. By December 31, 1999, his
options will be exercisable as to 113,930 sharég;iwshares are included in the numbers in thetabl

(10) The numbers in the table include:

- an aggregate of 441,054 shares that the exeauiffieers and directors can purchase under theaksbptions on or before December 31,
1999;

- 546,000 shares owned by Mrs. Backman;
- 200 shares owned by Mrs. Beck and a person uadsta Mr. Beck;

- 300 shares owned by Mrs. Scholl and 18,468 shhetdMrs. Scholl can purchase under her stoclonpton or before December 31, 1999;
and

- 6,292 shares owned by the wife of one of our odirectors.
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DESCRIPTION OF CAPITAL STOCK

Our authorized capital stock consists of 40,000 gl¥res of common stock, $0.001 par value, and1Q00 shares of preferred stock, $0.001
par value. As of November 1, 1999, 27,135,292 shafeommon stock were outstanding, held by 868dysl of record, and no shares of
preferred stock were outstanding. In addition, 8,043 shares were reserved for issuance underd®@ar Stock Option Plan, 96,068 shares
were reserved for issuance under the RF Power sfatidn plans we assumed in connection with ouussitipn of RF Power in October
1998, 94,500 shares were reserved for issuance ondé@995 Non-Employee Director Stock Option Piawd 132,725 shares were reserved
for issuance under our Employee Stock Purchase Rfaof November 1, 1999, options to purchase gmneagate of 1,922,204 shares of
common stock were outstanding under these plans.

COMMON STOCK

The holders of common stock are entitled to one Yot each share held of record on all matters #i#xirto a vote of stockholders. Subjec
preferences that may be applicable to any outstgrghiares of preferred stock that may be issuedididers of common stock are entitled to
receive ratably any dividends that may be declénad time to time by the board of directors oufurfids legally available for the payment of
dividends. See "Dividend Policy". The holders of oammon stock are entitled to share ratably imsdlets remaining after payment of
liabilities and liquidation preferences of any datgling shares of preferred stock in the evenuofiquidation, dissolution or winding up.
Holders of common stock have no preemptive rightsghts to convert their common stock into anyestiecurities. There are no redemption
or sinking fund provisions applicable to the comnstock. All outstanding shares of common stockfaltg paid and non-assessable.

PREFERRED STOCK

Our board of directors has the authority, withaettan by the stockholders, to designate and isgu® 1,000,000 shares of preferred stock in
one or more series and to designate the dividetag vating rights and other rights, preferencesrastrictions of each series any or all of
which may be greater than the rights of the comstook. The actual effects of the issuance of amayeshof preferred stock upon the rights of
holders of the common stock might include:

- restricting dividends on the common stock;

- diluting the voting power of the common stock;

- impairing the liquidation rights of the commowock; and

- delaying or preventing a change in control.

We have no present plans to issue any shares fef e stock.
DELAWARE LAW AND CERTAIN CHARTER PROVISIONS
Our certificate of incorporation and bylaws inclystevisions which:

- allow the board of directors to issue preferrextis with rights senior to those of the common ktaithout any further vote or action by the
stockholders;

- limit the right of the stockholders to call a si@@ meeting of stockholders; and

- allow us to impose various procedural and otequirements that could make it more difficult fewckholders to effect certain corporate
actions. Such provisions could have the effect akimg it more difficult for a third party to acqgeiror of discouraging a third party from
attempting to acquire, control of Advanced Enefgych provisions could limit the price that certaminestors might be willing to pay in the
future for shares of our common stock.
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We also are subject to provisions of the Delawagadgal Corporation Law, including Section 203 whcbhibits a publicly-held Delaware
corporation from engaging in a "business combimétigith an "interested stockholder" for a periodtofee years after the date of the
transaction in which the person became an intetesgtekholder, unless upon consummation of suctsaetion the interested stockholder
owned at least 85% of the voting stock of the caapon outstanding at the time the transaction cemred or unless the business
combination is, or the transaction in which suctspe became an interested stockholder was, appiowaegdrescribed manner. A "business
combination” includes a merger, an asset sale apather transaction resulting in a financial bértefthe interested stockholder. An
"interested stockholder” is a person who, togetVithr affiliates and associates, owns 15% or morthefcorporation's voting stock.

TRANSFER AGENT
The transfer agent and registrar for our commooksi® Boston Equiserve.
DESCRIPTION OF CONVERTIBLE NOTES

The convertible notes will be issued under an itgenbetween Advanced Energy and State Street BadK rust Company of California,
N.A., as trustee, a copy of which is filed as ahikit to the registration statement of which thiegpectus forms a part. The followi
summaries of certain provisions of the indenturedpurport to be complete and are subject to,aaadjualified in their entirety by
reference to, the detailed provisions of the cdtilvlernotes and the indenture, including the d&éins therein of certain terms.

OVERVIEW

The convertible notes will be unsecured, direchegal, subordinated obligations of Advanced Enengy will mature on November 15, 2006.
Payment in full of the principal amount of the certible notes will be due on November 15, 2006 @tiee of 100% of the principal amount.

The convertible notes will bear interest at theumimate shown on the front cover of this prospgeétom November 10, 1999 or from the
most recent date to which interest has been pgidovided for, payable on May 15 and November 18awh year, commencing May 15,
2000 until the principal is paid or made availafolepayment, to the person in whose name the ctiblenote is registered at the close of
business on the preceding May 1 or November heasdse may be.

The convertible notes will be convertible into skgof our common stock initially at the conversiate stated on the front cover of this
prospectus at any time following the initial issiage of the convertible notes and before the adésrisiness on the business day immediately
preceding November 15, 2006, unless previouslyawael or repurchased. The conversion rate will bgestito adjustment upon the
occurrence of certain events described under "vEa@ion Rights".

The convertible notes are redeemable at our opti@my time on or after November 19, 2002, in whulen part, at the redemption prices set
forth below under "--Optional Redemption by Advasi&nergy", plus accrued and unpaid interest talttie of redemption. The convertible
notes also are subject to repurchase by us afptimncof the holders upon a change of control aidieed below under "--Repurchase at
Option of Holders Upon a Change in Control".

The principal of, premium, if any, and interesttba convertible notes will be payable, and the eotilvle notes may be surrendered for
registration of transfer, exchange and conversibthe office or agency of the trustee in Manhathgw York. See "--Payment and
Conversion". Payments, transfers, exchanges angecsions relating to beneficial interests in cotibés notes
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issued in book-entry form will be subject to theqedures applicable to global notes described below

We will initially appoint the trustee as paying agdransfer agent, registrar and conversion afggrihe convertible notes. In these capacities,
the trustee will be responsible for:

- maintaining a record of the aggregate holdingsooivertible notes represented by the global neseribed below, and accepting convertible
notes for exchange and registration of transfer,

- ensuring that payments of principal, premiungrif, and interest received by the trustee frormusspect of the convertible notes are duly
paid to The Depository Trust Company (DTC) or itsninees,

- transmitting to us any notices from holders @& tlonvertible notes,
- accepting conversion notices and related docusreemd transmitting the relevant items to us, and
- delivering certificates for common stock issugmi conversion of the convertible notes.

We will cause each transfer agent to act as atragasnd will cause each transfer agent to keeggister at their office in which, subject to i
reasonable regulations we may prescribe, we wilige for registration of transfers of the convadinotes. We may vary or terminate the
appointment of any paying agent, transfer ageasbawversion agent, or appoint additional or othemdg or approve any change in the office
through which any agent acts. However, we willletimes maintain a paying agent, a transfer ageta conversion agent in Manhattan,
New York. We will cause notice of any resignatitarmination or appointment of the trustee or anyiqmpagent, transfer agent or convers
agent, and of any change in the office through tvlicy agent will act, to be provided to holdershaf convertible notes.

No service charge will be made for any registratibtransfer or exchange of convertible notes viieitmay require payment of a st
sufficient to cover any applicable tax or other gmmmental charges.

FORM, DENOMINATION, TRANSFER, EXCHANGE AND BOOK-ENT RY PROCEDURES

The convertible notes will be issued only in fulgistered form, without interest coupons, in mimmdenominations of $1,000 and integral
multiples in excess of $1,000. The convertible sa@ld in this offering will be issued only agaipayment in immediately available funds.

The convertible notes initially will be representadone or more notes in registered, global foefenred to as global notes. The global notes
will be deposited upon issuance with the trusteeuatodian for DTC, in New York, New York, and reigired in the name of DTC or its
nominee, for credit to an account of a direct alirect participant in DTC as described below.

Transfers of beneficial interests in the globaksawill be subject to the applicable rules and edoces of DTC and its direct or indirect
participants, which may change from time to time.

Except as set forth below, the global notes matydesferred, in whole and not in part, only to &ieothominee of DTC or to a successor of
DTC or its nominee. Beneficial interests in thelbglbnotes may not be exchanged for notes in aaat#d form except in the limited
circumstances described below under "--Exchang@&ook-Entry Notes for Certificated Notes".
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EXCHANGES OF BOOK-ENTRY NOTES FOR CERTIFICATED NOTE S

A beneficial interest in a global note may not ketenged for a note in certificated form unless:
-DTC

-- notifies us that it is unwilling or unable tordoue as depositary for the global note, or

-- has ceased to be a clearing agency registeidel timle Securities Exchange Act,

-- and in either case we fail to appoint a sucaedspositary within 90 days after we are notifiedecome aware of either of the events
described above,

- at our option, we notify the trustee in writiritgat we elect to cause the issuance of all of tieenible notes in certificated form, or

- there shall have occurred and be continuing @mteaf default or any event which after noticeapde of time or both would be an event of
default with respect to the convertible notes.

In all cases, certificated notes delivered in ergieafor any global note or beneficial interestarny global note will be registered in the
names, and issued in any approved denominatiomsested by or on behalf of the depositary, in ata&oce with its customary procedures.

CERTAIN BOOK-ENTRY PROCEDURES FOR GLOBAL NOTES

The descriptions of the operations and procedurB € that follow are provided solely as a matteconvenience. These operations and
procedures are solely within the control of DTC ane subject to changes by DTC from time to time. tdke no responsibility for these
operations and procedures and urge investors tacoDTC or its participants directly to discusegl matters.

DTC has advised us as follows:

-DTCis a:

-- limited purpose trust company organized underdws of the State of New York,

-- member of the Federal Reserve System,

-- "clearing corporation” within the meaning of tdaiform Commercial Code, and

-- "clearing agency" registered under the provisiohSection 17A of the Securities Exchange Act.

- DTC was created to hold securities for its pgrtiats and to facilitate the clearance and settieroisecurities transactions between
participants using electronic book-entry changeacitounts of its participants, thereby eliminating need for physical transfer and delivery
of certificates.

- Participants include securities brokers and dealmnks, trust companies and clearing corpora@m may include certain other
organizations.

- Certain participants, or their representativegether with other entities, own DTC.

- Indirect access to the DTC system is availablether entities such as banks, brokers, dealersrasidcompanies that clear through or
maintain a custodial relationship with a participasither directly or indirectly.
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DTC has advised us that its current practice, uperissuance of a global note, is to credit thpeetve principal amount of the individual
beneficial interests represented by a global rmtee accounts with DTC of the participants througtich interests are to be held. Ownership
of beneficial interests in the global note will flown on, and the transfer of that ownership véleffected only through records maintained
by DTC or its nominees, with respect to intere$tsasticipants. With respect to the interests abpas other than participants, ownership and
transfers of ownership interests will be shown nd effected through the records of participantsiaditect participants.

As long as DTC, or its nominee, is the registereldér of a global note, DTC or such nominee, wdlldonsidered the sole owner and holder
of the convertible notes represented by such globt for all purposes under the indenture anadtimertible notes. Except in the limited
circumstances described above under "--ExchangBeaf-Entry Notes for Certificated Notes", owners of bi@ial interests in a global nof

- will not be entitled to have any portion of tlidbal note registered in their names,
- will not receive or be entitled to receive phydidelivery of notes in definitive form, and

- will not be considered the owners or holders efglobal note, or any convertible notes represelyeitie global note, under the indenturt
the convertible notes.

Accordingly, each person owning a beneficial inéera the global note must rely on the procedufd3TeC and, if such person is not a
participant, those of the participant through whicht person owns its interest, in order to exeraisy rights of a holder under the indentui
the convertible note.

Investors may hold their interests in the globdkerdirectly through DTC if they are participantssinch system, or indirectly through
organizations that are participants in such systdhinterests in a global note will be subjecttb@ procedures and requirements of DTC.

The laws of some states require that certain psrke physical delivery of securities that theynawdefinitive form. The ability to transfer
beneficial interests in a global note to those @esanay be limited because global notes are notsepted by physical certificates. Since
DTC can act only on behalf of its participants, @bhin turn act on behalf of indirect participantalaertain banks, the lack of a physical
certificate may also adversely affect the abilityagerson owning a beneficial interest in a glaimk to pledge their interest to persons or
entities that do not participate in the DTC systemytherwise take actions in respect of thosadsts.

Cash payment of the principal of, premium on, ies¢on, or the redemption or repurchase of theaglobte will be made to DTC or its
nominee, as the case may be, as the registered oiiine global note by wire transfer of immedigtalailable funds on each relevant
payment date. Neither we, the trustee nor any obotheir respective agents will have any resgailisi or liability for any aspect of the
records relating to or payments made on accoubénéficial ownership interests in a global notduding any delay by DTC or any
participant or indirect participant in identifyirilge beneficial ownership interests. We and thagrimay conclusively rely on, and shall be
protected in relying on, instructions from DTC &l purposes.

We expect that DTC or its nominee will immediatetedit participants' accounts upon receipt of ashgayment of principal, premium,
interest or the redemption or repurchase pricespect of a global note representing any convertibtes, in amounts proportionate to their
respective beneficial interests in the principabant of the global note as shown on the record3T&E or its nominee. We expect that
adjustments will be made as necessary so thatgayshents are made with respect of whole notes onlgss DTC has reason to believe that
it will not receive payment on the payment date. 3® expect that payments by participants to tireeos of
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beneficial interests in the global note held thiotige participants will be governed by standingringions and customary practices, as is |
the case with securities held for the accountsuefamers registered in "street name". These payweéhtbe the responsibility of those
participants.

Redemption notices will be sent to DTC or its noaanlif less than all the convertible notes aredetadeemed, DTC's practice is to deterr
by lot the amount of the holdings of each partiniga the issue to be redeemed.

Neither DTC nor its nominee will consent or votéhwiespect to the convertible notes. Under its lustecedures, DTC mails an omnik
proxy to the issuer as soon as possible afterett@rd date. The omnibus proxy assigns DTC's, araitsinee's, consenting or voting rights to
those participants to whose accounts the conventibtes are credited on the record date. Thoskiparits are identified in a listing attached
to the omnibus proxy.

Interests in the global notes will trade in DTCante-Day Funds Settlement System, and secondaryetteakling activity in those interests
will therefore settle in immediately available fimydubject in all cases to the rules and procedfrBI C and its participants. Transfers
between participants in DTC will be effected in @eiance with DTC's procedures, and will be sefilesame-day funds.

DTC has advised us that it will take any actiompigied to be taken by a holder of convertible npitesluding the presentation of convertible
notes for exchange as described below and the czioweof convertible notes:

- only at the direction of one or more participatotsvhose account with DTC interests in the glatmks are credited, and

- only in respect of the portion of the aggregatagipal amount of the convertible notes as to \Wtee participant or participants has or have
given that direction.

However, if there is an event of default underdbevertible notes, DTC reserves the right to exgkahe global notes for convertible note
certificated form, and to distribute the convesgibbtes to its participants.

Although DTC has agreed to the foregoing procediresder to facilitate transfers of beneficial auship interests in the global note among
participants, it is under no obligation to perfoomcontinue to perform those procedures, and thoseedures may be discontinued at any
time.

None of us, the trustee nor any of our or theipeetive agents will have any responsibility for gerformance by DTC, its participants
indirect participants of their respective obligasaunder the rules and procedures governing itseatipes, including maintaining, supervising
or reviewing the records relating to, or paymenéslenon account of, beneficial ownership interestabal notes.

PAYMENT AND CONVERSION

The principal of the convertible notes will be phlgain U.S. dollars, against surrender of the catitve notes at the office or agency of the
trustee in Manhattan, New York, by dollar checlogttransfer to a dollar account maintained by tbielér with a bank in New York City.
Payment of interest on a convertible note may beéeny dollar check mailed to the person entitleth&interest at their address as it appears
in our security register, or, upon written applicatby the holder to the security registrar no¢tahan the relevant record date, by transfer
dollar account maintained by the holder with a benthe United States. Transfers to dollar accouriishe
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made only to holders of an aggregate principal arhoficonvertible notes in excess of $2,000,000.

Payments in respect of the principal of, and premiii any, and interest on any global note regextan the name of DTC or its nominee will
be payable by the trustee to DTC or its nominatsinapacity as the registered holder under therindge. Under the terms of the indenture,
we and the trustee will treat the persons in win@saes the convertible notes, including the glolb&s, are registered as the owners of those
notes for the purpose of receiving payments anarigrand all other purposes. Consequently, neitieethe trustee nor any agent of ours or
the trustee's has or will have any responsibilitiiability for:

- any aspect of DTC's records or any participantisdirect participant's records relating to, ayments made on account of, beneficial
ownership interests in the global notes,

- maintaining, supervising or reviewing any of D¥@cords or any participant's or indirect paraiaigs records relating to the beneficial
ownership interests in the global notes, or

- any other matter relating to the actions andtpas of DTC or any of its participants or indir@articipants.

Any payment on a convertible note due on any dayithnot a business day may be made on the nez¢sding business day with the same
force and effect as if made on the due date, andtacest will accrue on the payment for the pefiodn and after that date.

Convertible notes may be surrendered for conversidhe office or agency of the trustee in Manhmatidew York. In the case of global not
conversion will be effected by DTC upon notice frtéme holder of a beneficial interest in a globaenio accordance with its rules and
procedures. Convertible notes surrendered for agiove must be accompanied by a conversion notideaag payments in respect of interest,
as applicable, as described below under "--ConmemRights".

All money for the payment of principal of, and priem, if any, or interest on any convertible notattis deposited with the trustee or any
paying agent or then held by us in trust which ri@sanclaimed at the end of two years after theygayt has become due and payable m:
repaid to us. Thereafter, the holder of such cdibtermnote will look only to us for payment and imberest will accrue on the amount that we
hold.

CONVERSION RIGHTS

The holder of any outstanding convertible note hél/e the option to convert all or any portionta principal amount of a convertible note
that is an integral multiple of $1,000 into shasésur common stock at any time following the ongjiissue date of the convertible notes and
prior to the close of business on the businessrdmediately preceding the maturity date. The cosieerrate will be equal to the number of
shares per $1,000 principal amount of convertibles shown on the front cover of this prospecttie donversion rate is subject to
adjustment in certain events as described below.rifiint to convert a convertible note called fatemption or delivered for repurchase will
terminate at the close of business on the bustessmmediately preceding the redemption date punehase date for such note, unless we
default in making the payment due upon redemptrapurchase.

The right of conversion attaching to any conveetibbte may be exercised by the holder by delivetiegconvertible note at the office or
agency of the trustee in Manhattan, New York, aqzamed by a duly signed and completed notice o¥ersion, a copy of which may be
obtained from the trustee. A holder of a conveetibte will cease to have any further rights aelddr of a convertible note at the time of
conversion. The conversion date will be the date on
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which the convertible note and the duly signed emtpleted notice of conversion are so deliveredprsnptly as practicable on or after the
conversion date, we will issue and deliver to thistee a certificate or certificates for the numiifefull shares of our common stock issuable
upon conversion, together with payment in lieurof &action of a share. This certificate will bansby the trustee to the conversion agent for
delivery to the holder. Shares of our common steslable upon conversion of the convertible nateaccordance with the provisions of the
indenture, will be fully paid and nonassessablewifidalso rank equally with the other shares of oammon stock outstanding from time to
time.

Holders that surrender convertible notes for cosiearon a date that is not an interest paymentwader the indenture are not entitled to
receive any interest for the period from the nertcpding interest payment date to the date of asivg except as described below.
However, holders of convertible notes on a regidaord date, including convertible notes surrendiéoe conversion after the regular record
date, will receive the interest payable on the eotilvie notes on the next succeeding interest payoete. Accordingly, any convertible note
surrendered for conversion during the period framdlose of business on a regular record datestogkning of business on the next
succeeding interest payment date must be accontbbyipayment of an amount equal to the interesalplayon that interest payment date on
the principal amount of convertible notes beingesndered for conversion. However, no payment véltéquired upon the conversion of any
convertible note, or portion thereof, that has beared for redemption or that is eligible to béivkred for repurchase if, as a result, the right
to convert such convertible note would terminaterduthe period between the regular record dateth@dlose of business on the next
succeeding interest payment date.

No other payment or adjustment for interest willhb@de upon conversion. Holders of our common siggiked upon conversion will not
entitled to receive any dividends payable to h@ddrour common stock as of any record date befeelose of business on the conversion
date. No fractional shares will be issued upon eosien but, instead, we will pay an appropriate aman cash based on the market price of
our common stock at the close of business on tteeafaconversion.

A holder delivering a convertible note for conversivill not be required to pay any taxes or duitresespect of the issue or delivery of our
common stock on conversion. However, we will notéguired to pay any tax or duty that may be payabtespect of any transfer involved
in the issue or delivery of our common stock irame other than that of the holder of the convertitdte. Certificates representing shares of
our common stock will not be issued or deliveretbss the person requesting such issue has pagittewamount of any tax or duty or has
established to our satisfaction that any tax oy thais been paid.

The conversion rate may be adjusted in certaintsyercluding:
- dividends, and other distributions payable in ooon stock on shares of our capital stock,

- the issuance of rights, options or warrants thalders of our common stock entitling them toseribe for or purchase shares of our
common stock at less than the then current marke# pf our common stock. However if those riglastions or warrants are only exercise
upon the occurrence of certain triggering evehiesn the conversion rate will not be adjusted uhtke triggering events occur,

- subdivisions, combinations and reclassificatioheur common stock,
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- distributions to all holders of our common stoélewidences of our debt, shares of our capitalkstoash or other assets, including securi
but excluding:

-- those dividends, rights, options, warrants aisttidutions referred to in the first two bulletipts above,
-- dividends and distributions paid exclusivelycash, and
-- distributions upon mergers or consolidationsvtach the next bullet point applies,

- distributions consisting exclusively of cash, lexiing any cash portion of distributions referredrt the bullet point immediately above or
cash distributed upon a merger or consolidationhih the next bullet point applies, to all holdefour common stock in an aggregate
amount that, combined together with

-- other all-cash distributions made within theger@ing 12 months from the date of the paymentspeet of which no adjustment has been
made, and

-- any cash and the fair market value of other iclaration payable in respect of any tender offeusyr any of our subsidiaries for common
stock concluded within the preceding 12 monthgapect of which no adjustment has been made,

exceeds 10% of our market capitalization, beingptfoeluct of the current market price per shareusfammmon stock on the record date for
that distribution and the number of shares of ammon stock then outstanding,

- the successful completion of a tender offer niadas or any of our subsidiaries for our commorlstohich involves an aggregate
consideration that, together with

-- any cash and other consideration payable imdeteoffer by us or any of our subsidiaries for coon stock expiring within the 12 months
preceding the expiration of that tender offer ispect of which no adjustment has been made, and

-- the aggregate amount of any all-cash distrimstieferred to in the immediately preceding bulgint to all holders of our common stock
within the 12 months preceding the expiration @ittiender offer in respect of which no adjustméatge been made,

exceeds 10% of our market capitalization on thératipn of such tender offer, and

- payment in respect of a tender offer or excharffge by a person other than us or any of our suésas in which, as the closing of the of
our board of directors is not recommending rejectibthe offer.

The adjustment referred to in the immediately padew bullet point will only be made if:

- the tender offer or exchange offer is for an amavhich increases that person's ownership of ommaon stock to more than 25% of the
total shares of our common stock outstanding, and

- the cash and value of any other consideratioludied in that payment per share of our common séackeds the then current market price
per share of our common stock on the business e&tysnicceeding the last date on which tenders drages may be made under such
tender or exchange.

The adjustment referred to in the immediately pdawe bullet point will not be made, however, if,&ghe closing of the offer, the related
offering documents disclose a plan or an intentilocause us to engage in any transaction desdoidesv in "--Mergers and Sales of Assets
by Advanced Energy". We reserve the right to insegthe conversion rate as we consider to be adeigsabrder that any event treated for
United States federal income tax purposes as a
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dividend of stock or stock rights will not be talabo the recipients. No adjustment of the conwersate will be required until the cumulative
adjustments amount to 1.0% or more of the convensite. We will compute any adjustments to the eosion rate under the indenture and
will give notice to the holders of any adjustments.

In the case of any consolidation or merger of AdeahEnergy with or into another person or any meofi@another person into Advanced
Energy or upon the sale or other transfer of afiudrstantially all of our assets, each convertiloliee then outstanding will become convertible
only into the kind and amount of securities, casth ather property receivable upon such consolidatizerger, sale or transfer by a holder of
the number of shares of common stock into whichctirevertible note was convertible immediately ptlwereto, assuming such holder of
common stock failed to exercise any rights of @ecand that such convertible note was then coiblerfThe preceding sentence will not
apply to a merger which does not result in anyassification, conversion, exchange or cancellatioiie common stock.

We may from time to time increase the converside far any period of at least 20 days if our boafrdirectors determines that an increase
would be in our best interests, which determinatidlhbe conclusive. We will give at least 15 dagsgor notice of the increase to the holders
of the convertible notes. No increase shall bertaki® account for purposes of determining whetherclosing price of the common stock
exceeds the conversion price by 105% in connegtitman event which otherwise would be a changsoimtrol.

If we make a distribution of property to our stookders that would be taxable to them as a dividentnited States federal income tax
purposes, and, under the anti-dilution provisioihe indenture, the number of shares into whiahvedtible notes are convertible is
increased, that increase will be deemed for Urfitiedes federal income tax purposes to be the payohartaxable dividend to holders of
convertible notes. This might occur with distrilmurts of our evidences of indebtedness or assetgematrally would not occur with stock
dividends on common stock or rights to subscrilveefanmon stock. See "Material United States Fedacaime Tax Consequences--United
States Holders".

SUBORDINATION

The payment of the principal of, premium, if angdanterest on the convertible notes, including ants payable on any redemption or
repurchase, will be subordinated in right of payierthe extent set forth in the indenture to thHergull and final cash payment of all of our
"senior debt". Our "senior debt" includes the pipat of, and premium, if any, and interest, inchglall interest accruing subsequent to the
commencement of any bankruptcy or similar proceggdirhether or not a claim for post-petition int¢rissallowable in any such proceeding,
on, and all fees and other amounts payable in atiomewith, the following, whether absolute or dogent, secured or unsecured, due or to
become due, outstanding on the date of the indemtuthereafter created, incurred or assumed:

- our indebtedness evidenced by a credit or loaeeagent, note, bond, debenture or other writteigatibn,
- all of our obligations for money borrowed,

- all of our obligations evidenced by a note or saminstrument given in connection with the acqgiosi of any businesses, properties or as
of any kind,

- our obligations
-- as lessee under leases required to be capitaliz@ur balance sheet under generally acceptediating principles, and
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-- as lessee under other leases for facilitiesfaagruipment or related assets, whether or noitalized, entered into or leased for financing
purposes,

- all of our obligations under interest rate and-ency swaps, caps, floors, collars, hedge agretsyfemward contracts or similar agreements
or arrangements,

- all of our obligations with respect to letterscoédit, bankers' acceptances and similar faglifiecluding reimbursement obligations with
respect to the foregoing,

- all of our obligations issued or assumed as #ferded purchase price of property or servicesekaluding trade accounts payable and
accrued liabilities,

- all obligations referred to in the bullet poiatisove of another person or entity, the paymentro€ivwe have assumed or guaranteed, or for
which we are responsible or liable, directly oriiadtly, jointly or severally, as obligor, guarantw otherwise, or which is secured by a lien
on our property, and

- renewals, extensions, modifications, replacemeattatements and refundings of, or any indebtsdaeobligation issued in exchange for,
any indebtedness or obligation described in thebpbints above.

However, "senior debt" does not include

- the convertible notes or any indebtedness ogabbn if the terms of that indebtedness or obiamator the terms of the instrument under
which it is issued expressly provide that it is soperior in right of payment to the convertibléa® or

- any particular indebtedness or obligation thatowe to any of our direct or indirect subsidiaries.

We may not make any payment on account of prin@pal premium, if any, or interest on, or rederaptor repurchase of, the convertible
notes if:

- we default in the payment of principal, premitfrany, or interest, including a default under aagurchase or redemption obligation, or
other amounts with respect to senior debt, anddéfztult continues beyond the applicable graceodenr

- we default and that default continues with respetdesignated senior debt" that permits the éisaf designated senior debt to accelerate
its maturity. Designated senior debt includes daligations under

-- our credit facility, as it may be amended, mdifor supplemented, including all extensions,aepients, refinancings and substitutions,
and

-- any particular senior debt that is specificalgsignated as "designated senior debt" under tentare, although limitations and conditions
may be placed on that senior debt to exerciseighésrof "designated senior debt".

and, in either case, the trustee receives a notioar default from a holder of designated senglstcbr other person entitled to give notice of
our default under the indenture.

We may resume payments on the convertible notes:
- in the case of a payment default, upon the degeéfault is cured, waived or ceases to exist, and

- in the case of a nonpayment default, the eaofi¢he date the nonpayment default is cured or eghiwr 179 days after the date on which the
trustee receives the notice of default, if the migtwf the designated senior debt has not beealacted.
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No new payment blockage period may be commencezssiaind until
- 365 days have elapsed since the effectiveneseafnmediately prior notice received by the trastnd
- all scheduled payments of principal, premiunariy/, and interest on the convertible notes that ltavne due have been paid in full in cash.

No nonpayment default that existed or was contimuin the date of delivery of any notice to theteaanay be the basis for any subseq
notice of default to be delivered to the trustee.

In addition, all principal, premium, if any, inteteand other amounts due on all senior debt mupatakin full in cash before the holders of
the convertible notes are entitled to receive aaynent otherwise due upon any acceleration of timeipal on the convertible notes as a
result of:

- an event of default of the convertible notes, or

- payment or distribution of our assets to creditgpon any dissolution, winding up, liquidationreorganization, whether voluntary or
involuntary, marshaling of assets, assignmenttferenefit of creditors, or in bankruptcy, insolereceivership or other similar
proceedings.

In the event of insolvency, creditors who are hdde senior debt may recover more, ratably, thanholders of the convertible notes bec:
of this subordination. The subordination may resuli reduction or elimination of payments to tloddiers of the notes. In addition, the
convertible notes will be structurally subordinatedll of our subsidiaries' indebtedness and dthbilities, including trade payables and
lease obligations. Any of our rights to receive asgets of our subsidiaries upon their liquidatibreorganization, and the resulting right of
the holders of the convertible notes to participatdose assets, will be effectively subordingtethe claims of that subsidiary's creditors,
including trade creditors, except to the extent ik are recognized as a creditor of that subsidlfwe are recognized as a creditor of that
subsidiary, our claims would still be subordinai@nhy security interest in the assets of that slidngi and any senior debt of that subsidiary.
As of September 30, 1999, our senior debt and iedeless of our subsidiaries totalled approximabéli/6,000.

The indenture does not limit our ability or theldpiof any of our subsidiaries to incur indebtedsgeincluding senior debt.
OPTIONAL REDEMPTION BY ADVANCED ENERGY

On and after November 19, 2002, the convertiblenatay be redeemed, in whole or in part, at ouoopat the redemption prices specified
below, upon not less than 30 nor more than 60 gais’ notice. The redemption price, expressed @areentage of principal amount, is as
follows for the 12-month periods beginning on Nowemn19 of the following years:

REDEMPTION
YEAR PRICE
2002, 103.00
2003, 102.25
2004 ..o 101.50
2005 .., 100.75

and 100% of the principal amount beginning on Noven15, 2006, in each case together with accruddiapaid interest to the redemption
date.

No sinking fund is provided for the convertible es!
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REPURCHASE AT OPTION OF HOLDERS UPON A CHANGE IN CONTROL

If a change in control occurs, each holder of catilvle notes will have the option to require usdpurchase all of its convertible notes not
previously called for redemption, or any portiortled principal amount of the convertible notes thatqual to $1,000 or an integral multiple
of $1,000. This option may be exercised 45 dayer dfte date on which we notify the holders of ahgrge in control. The repurchase price
would be equal to 100% of the principal amounthef hotes to be repurchased, together with intexesued to that date.

A change in control will be deemed to have occuifed any time after the original issuance of tiomvertible notes any of the following
occurs:

- the acquisition by any person of beneficial ovehgy of shares of our capital stock entitling thetson to exercise 50% or more of the total
voting power of all shares of our capital stockiteed to vote generally in elections of directdBgneficial ownership may be acquired dire
or indirectly, through a purchase, merger or otiwjuisition transaction or series of transactiottser than any acquisition by us, any of our
subsidiaries or any or our employee benefit plans;

- our consolidation or merger with or into any otbatity, any merger of another entity into us, wy aonveyance, transfer, sale, lease or «
disposition of all or substantially all of our peaties and assets to another person or entityr tiha:

-- any transaction (x) that does not result in egfassification, conversion, exchange or cangetiatf our outstanding shares of capital stock
and (y) pursuant to which holders of our commomlsimmediately prior to such transaction are exditlo exercise, directly or indirectly,

50% or more of the total voting power of all shasésur capital stock entitled to vote generallythie election of directors of the continuing
surviving entity immediately after such transactiand

-- any merger which is effected solely to changejorisdiction of incorporation and results in @lessification, conversion or exchange of
outstanding shares of common stock solely intoeshaf common stock of the surviving entity.

"Beneficial owner" will be determined in accordanei¢gh Rule 13d-3 promulgated by the SEC under theuSities Exchange Act. "Person”
includes any syndicate or group which would be deEgio be a "person” under Section 13(d)(3) of theuBties Exchange Act.

However, a change in control will not be deemellaee occurred if the closing sales price per shhoeir common stock for any five trading
days within the period of 10 consecutive tradingsdanding immediately after the later of the chaingeontrol or the public announcement
the change in control, in a change of control utderirst bullet point above, or the period ofddhsecutive trading days ending immediately
before the change in control, in a change in céntnder the second bullet point above, equals oeeds 105% of the conversion price in
effect on each such trading day. The conversiareps equal to $1,000 divided by the conversioe.rat

We may, at our option, in lieu of paying that ambiancash, pay it in common stock valued at 95%hefaverage of the closing sales price
the common stock for the five trading days immealiapreceding and including the third trading daipipto the date of repurchase. Howe»
payment may not be made in common stock unlesatisfyscertain conditions prior to the repurchaatedas provided in the indenture.

Within 30 days after the occurrence of a changmointrol, we are obligated to give to all holderghaf convertible notes notice of the change
in control and of the resulting repurchase righe Wust also deliver a copy of this notice to tlustee. To exercise the repurchase right, a
holder of convertible notes must deliver irrevoealtitten notice to the trustee of the holder's
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exercise of this right, together with the respextionvertible notes, on or before the 30th day #fie date of this notice.

Rule 13e-4 under the Securities Exchange Act regufrat we disseminate certain information to sgcholders in the event of an issuer
tender offer and this requirement may apply inghent that the repurchase option becomes availaliielders of the convertible notes. We
will comply with this rule to the extent applicaldéethat time.

We may purchase convertible notes at any timearoffen market or by tender at any price or by peiegreement, to the extent permitted by
applicable law. Any note so purchased by us mathdaextent permitted by applicable law, be reidsareresold or may, at our option, be
surrendered to the trustee for cancellation. Anyeatible notes surrendered may not be reissueeisotd and will be canceled promptly.

The foregoing provisions would not necessarily @cotholders of the convertible notes in the evémtighly leveraged or other transactions
that may adversely affect holders.

Our ability to repurchase convertible notes onange in control is limited. A change in control kboause an event of default under, or be
prohibited or limited by, senior debt that we acqun the future. As a result, any repurchase efctinvertible notes would, absent a waiver,
be prohibited under the subordination provisionthefindenture until the senior debt is paid in. flarther, we cannot guarantee that we
would be able to pay the repurchase price fohalldonvertible notes that might be delivered bylard of convertible notes seeking to
exercise the repurchase right. Our ability to repase notes with cash may also be limited by obsidiaries' future borrowing arrangements
due to dividend restrictions. Our failure to refhase the convertible notes when required follovéirapange in control would result in an
event of default under the indenture whether orsmgh repurchase is permitted by the subordingtiomisions of the indenture. Any such
default may, in turn, cause a default under ourosatebt. See "-- Subordination"”.

MERGERS AND SALES OF ASSETS BY ADVANCED ENERGY

We may not consolidate with or merge into any othdity or transfer or sell substantially all owoperties and assets to any person or entity,
and we may not permit any entity to consolidatéwit merge into us or transfer or sell all or sahsally all their properties and assets to us,
unless:

- the entity formed by such consolidation or memyethe person or entity to which our propertied assets are transferred or sold, is a
corporation, limited liability company, partnerstiptrust organized and existing under the lawghefUnited States, any State thereof or the
District of Columbia and, if other than us, shadpeessly assume the due and punctual payment girtheipal of and, premium, if any, and
interest on the convertible notes and the perfoomanf our other covenants under the indenture;

- immediately after such transaction, no eventesadlt, and no event which, after notice or lapsnoe or both, would become an event of
default, shall have occurred and be continuing; and

- an officer's certificate and legal opinion refgtito the conditions described in the previous lwlhet points above is delivered to the trustee.
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EVENTS OF DEFAULT
The following will be events of default under timelénture:

- failure to pay principal of or premium, if anyn @any convertible note when due, whether or notrt is prohibited by the subordination
provisions of the indenture;

- failure to pay any interest on any convertibléenohen due, continuing for 30 days, whether ormagtment is prohibited by the
subordination provisions of the indenture;

- failure to perform any other of our covenantshia indenture, continuing for 60 days after writtertice to us by the trustee or the holders of
at least 25% in aggregate principal amount of antiihg convertible notes;

- failure to pay when due the principal of, or decation of, any debt for money borrowed by usmy aubsidiary in excess of $10 million if
such debt is not discharged, or such accelerationtiannulled, within 30 days after written noticeus by the trustee or the holders of at |
25% in aggregate principal amount of outstandingvedible notes;

- certain events of bankruptcy, insolvency or remigation; and

- failure to provide a notice to note holders ia #vent of a change in control, whether or notoeas prohibited by the subordination
provisions of the indenture.

The trustee is not required to exercise any aigtsts or powers at the request or direction of afithe holders, unless those holders have
offered to the trustee reasonable indemnity, exadygin an event of default occurs and continuatelftrustee is adequately indemnified, the
holders of a majority in aggregate principal amaafrthe outstanding convertible notes will have tiight to direct the time, method and place
of conducting any proceeding for any remedy avéglad the trustee or exercising any trust or pogazrferred on the trustee.

If an event of default, other than an event of diéfspecified in the second to the last bullet painove, occurs and is continuing, either the
trustee or the holders of at least 25% in princggabunt of the outstanding convertible notes maglacate the maturity of all notes.
However, after such acceleration, but before arjuelgt or decree based on acceleration, the holdersnajority of the outstanding
convertible notes may, under certain circumstanessind and annul the acceleration if all evefitdefault, other than the nonpayment of
principal of the convertible notes which have beedalue solely by such declaration of acceleratiamghbeen cured or waived as provided in
the indenture. If an event of default specifiedhia last bullet point above occurs and is contiguthen the principal of, and accrued interest
on, all of the convertible notes will automaticaligcome immediately due and payable. For informatio waivers of defaults, see "--
Modification, Waiver and Meetings" below.

No holder of any convertible note may institute @ngceeding with respect to the indenture or for @medy thereunder, unle:
- that holder has previously given to the trusteiten notice of a continuing event of default;

- the holders of at least 25% of the outstandinigsibave made written request, and offered reat®iralemnity, to the trustee to institute
that proceeding as trustee;

- the trustee shall not have received from the drsldf a majority of the outstanding notes a dioacinconsistent with such request; and
- and the trustee shall have failed to institutehgoroceeding within 60 days of the written request
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However, these limitations do not apply to a soitthe enforcement of payment of the principal op@emium, if any, or interest on a
convertible note on or after the respective dueglat of the right to convert that convertible note

We must furnish to the trustee an annual statec@mmterning performance (or default of performardedertain of our obligations under the
indenture.

MODIFICATION, WAIVER AND MEETINGS

Certain limited modifications of the indenture niaymade without the consent of the holders of tmvertible notes. Other modifications
and amendments of the indenture may be made, ataincpast defaults by us may be waived, either

- with the written consent of the holders of natslé¢han a majority in aggregate principal amourthefconvertible notes at the time
outstanding, or

- by a resolution adopted at a meeting of holdéth@convertible notes at which a quorum is predanthe holders of at least 66 2/3% in
aggregate principal amount of the convertible nodgsesented at such meeting.

However, no modification or amendment may be maitleowt the consent of every holder of outstandiotes affected that would:
- change the stated maturity of the principal ogmpium, if any, on, or any installment of interest any convertible note,

- reduce the principal amount of, or the premiuraniy, or interest on, any convertible note,

- reduce the amount payable on a redemption or atandrepurchase,

- modify the provisions with respect to the repash right of the holders in a manner adverse thokders,

- change the city of any place of payment or theernicy of payment of principal of, premium, if amy,interest on, any convertible note,
including any payment of the repurchase price apeet of that convertible note,

- impair the right to institute suit for the enfernent of any payment on or with respect to any edible note,
- modify our obligation to maintain an office oreagy in New York City,

- adversely affect the right of holders to conwerto require us to repurchase any convertible atiter than as provided in the indenture,
except as otherwise allowed or contemplated byigi@s concerning consolidation, merger, conveyattaasfer, sale or lease of all or
substantially all of our property and assets,

- modify the subordination provisions in a manmévexrse to the holders of the convertible notes,
- reduce the percentage of outstanding convenmibtes necessary to modify or amend the indenture,

- reduce the percentage of outstanding convenmtibtes necessary to waive compliance with certamipions of the indenture or to waive
certain defaults, or

- reduce the percentage of outstanding convenibtes required for the adoption of a resolutiotherquorum required at any meeting of
holders of convertible notes at which a resolutsoadopted.
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The quorum at any meeting called to adopt a reisolutill be persons holding or representing a nigjon aggregate principal amount of the
convertible notes at the time outstanding andngtraconvened meeting adjourned for lack of a quor26% of such aggregate principal
amount. In certain circumstances, therefore, wencake certain changes with the consent of holdeaproximately 17% of the aggregate
principal amount of convertible notes.

The holders of a majority in aggregate principabant of the outstanding convertible notes may waivecompliance with certain restrictive
provisions of the indenture by written consent pthe adoption of a resolution at a meeting. Thedns of a majority in aggregate principal
amount of the outstanding convertible notes alsp weive any past default under the indenture, eixaefefault in the payment of principal,
premium, if any, or interest, by written consent.

The indenture contains provisions for conveningtings of holders of convertible notes.
NOTICES

Notice to holders of the convertible notes willdieen by mail to their addresses as they appeteisecurity register. These notices will
deemed to have been given on the date they arednalil

Notice of a redemption of convertible notes willdgieen at least once not less than 30 nor more @0aatays prior to the redemption date
redemption notice will be irrevocable and will sifgthe redemption date.

REPLACEMENT OF CONVERTIBLE NOTES

We will replace convertible notes that become rateill, destroyed, stolen or lost at the expendaedfivlder upon delivery to the trustee of
the mutilated convertible notes or evidence ofitiss, theft or destruction of the convertible nstasfactory to us and the trustee. In the case
of a lost, stolen or destroyed convertible notdemnity satisfactory to the trustee and us mayehaired at the expense of the holder of such
convertible note before a replacement convertible will be issued.

PAYMENT OF STAMP AND OTHER TAXES

We will pay all stamp and similar duties, if anjygosed by the United States or any of its politszdddivisions or taxing authorities with
respect to the issuance of the convertible noteswilf not be required to pay any other tax, agsess or governmental charge imposed by
any government or any political subdivision or taxauthority.

GOVERNING LAW
The indenture and the convertible notes will beegoed by and construed in accordance with the tdwise State of New York.
THE TRUSTEE

The trustee for the holders of the convertible adgdsued under the indenture will be State StraekBand Trust Company of California, N.A.
If an event of default occurs and is not cured tthistee will be required to use the degree of oaeeprudent person in the conduct of its own
affairs in the exercise of its powers. Subjectudhsprovisions, the trustee will be under no olllato exercise any of its rights or powers
under the indenture at the request of any of thdens of convertible notes, unless they shall haffered to the trustee reasonable security or
indemnity.
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Except with respect to a trustee appointed by tineeos of the convertible notes, the trustee wiltlbemed to have resigned and its successor
will be deemed to have been appointed as trustaedardance with the indenture if:

- no event of default under the indenture or etleat, after notice or lapse of time, or both, wolsgtome an event of default under the
indenture exists, and

- we delivered to the trustee a resolution of caard appointing a successor trustee and that sarceastee has accepted that appointment in
accordance with the terms of the indenture.

If the trustee becomes our creditor, the indendunek the Trust Indenture Act limit the rights of thestee to obtain payments of claims in
certain cases or to realize on certain propertgived in respect of any such claim as securitytioervise. Subject to the Trust Indenture Act,
the trustee may engage in other transactions withr @ny of our affiliates or any affiliate of Adweed Energy. However, if the trustee
acquires any conflicting interest as describedhvenTrust Indenture Act, it must eliminate that dichbr resign.
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MATERIAL UNITED STATES FEDERAL INCOME TAX CONSEQUEN CES

The following is a summary of material United Statederal income tax consequences relating touhehpse, ownership and disposition of
the convertible notes and of the common stock l#suan conversion of the convertible notes. Foppsees of this summary (1) the Internal
Revenue Code of 1986, as amended, is referred'tb@€ode" and (2) the Internal Revenue Serviceferred to as "the IRS". The followil
is not a complete discussion of all of the possiéideconsequences of the occurrence of the comtiregeents described below. You should
contact your own tax advisor with respect to thpligption of the United States federal income astate tax laws to your particular situation
as well as any tax consequences arising undeatedf any state, local or foreign taxing jurisitinotor under any applicable tax treaty.

This summary:

- does not purport to be a complete analysis dhallpotential tax considerations that may be eeto holders in light of their particular
circumstances;

- is based on laws, rulings and decisions nowfiecgfall of which are subject to change, possibiya retroactive basis;
- deals only with holders that will hold convertililetes and common stock as "capital assets" witi@nmeaning of Section 1221 of the Cc¢

- does not address tax considerations applicalifes&stors that may be subject to special tax riglesh as banks (other than as set forth
below), tax-exempt organizations, insurance comggrmlealers in securities or currencies, or perg@iswill hold convertible notes as a
position in a hedging transaction, "straddle", asriversion transaction" for tax purposes, or pessi@emed to sell convertible notes or
common stock under the constructive sale provisitdribe Code; and

- discusses only the tax considerations applictabtke initial purchasers of the convertible natd® purchase the convertible notes at their
"issue price" as defined in Section 1273 of theeCadd does not discuss the tax considerationscapidi to subsequent purchasers of the
convertible notes.

Advanced Energy has not sought any ruling fromlit with respect to the statements made and thegions reached in the following
summary, and we cannot assure you that the IRSgi#te with the statements and conclusions exgtésdbis summary. In addition, the
IRS is not precluded from successfully adoptingiti@ry position. This summary does not consideretffiect of any applicable foreign, ste
local, or other tax laws.

INVESTORS CONSIDERING THE PURCHASE OF CONVERTIBLEONES SHOULD CONSULT THEIR OWN TAX ADVISORS
WITH RESPECT TO THE APPLICATION OF THE UNITED STATEFEDERAL INCOME AND ESTATE TAX LAWS TO THEIR
PARTICULAR SITUATIONS AS WELL AS ANY TAX CONSEQUENES ARISING UNDER THE LAWS OF ANY STATE, LOCAL O
FOREIGN TAXING JURISDICTION OR UNDER ANY APPLICABLEAX TREATY.

As used herein, the term "United States Holder"maeabeneficial owner of a convertible note or camrstock that is, for United States
federal income tax purposes,

- a citizen or resident, as defined in Section {BPaf the Code, of the United States;
- a corporation, partnership or other entity créateorganized under the laws of the United Statgmlitical subdivision thereof;
- an estate the income of which is subject to faldecome taxation regardless of its source; or
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- in general, a trust subject to the primary suéowi of a United States court and the control & onmore United States persons, or a trL
existence on August 20, 1996, which has made ati@beto continue to be taxed as a United Statesope

A "Foreign Holder" is a beneficial owner of convelg notes or common stock that is not a UnitedeStaiolder.
UNITED STATES HOLDERS
PAYMENT OF INTEREST

Interest on a convertible note generally will belimiable in the income of a United States Holdesrdiary income at the time such interest
is received or accrued, in accordance with suchiedristates Holder's regular method of accountingJfoted States federal income tax
purposes.

SALE, EXCHANGE OR REDEMPTION OF A CONVERTIBLE NOTE

Upon the sale, exchange or redemption of a comlentiote, a United States Holder generally wilbgruize capital gain or loss equal to the
difference between (1) the amount of cash procaadshe fair market value of any property receioedhe sale, exchange or redemption,
except to the extent such amount is attributablctwued interest not previously included in incombich is taxable as ordinary income, and
(2) such United States Holder's adjusted tax biaglge convertible note. A United States Holdedgisted tax basis in a convertible note
generally will equal the cost of the convertiblaento such United States Holder, less any pringipgments received by such United States
Holder.

For certain non-corporate taxpayers, includingvitilials, the rate of taxation of capital gains w#pend upon:

(1) the taxpayer's holding period in the capitaleaswith preferential rates available for capitsdets held for more than 12 months, and
(2) the taxpayer's marginal tax rate for ordinagoime.

The deductibility of capital losses is subjectimitfations.

United States Holders are urged to consult thein tax advisors with respect to the rate of taxatiboapital gains and the ability to deduct
capital losses.

CONVERSION OF THE CONVERTIBLE NOTES

A United States Holder generally will not recogn@&®y income, gain or loss upon conversion of a ediile note into common stock except
to the extent the common stock is considered athalile to accrued interest not previously inclugteticome, which is taxable as ordinary
income, or with respect to cash received in liea &factional share of common stock. A United Stédelder's tax basis in the common stock
received on conversion of a convertible note wéllthe same as such United States Holder's adjtestdzhsis in the convertible note at the
time of conversion, reduced by any basis alloctdbbe fractional share interest, and the holdingopkfior the common stock received on
conversion will generally include the holding petiof the convertible note converted. However, atéthStates Holder's tax basis in shares of
common stock considered attributable to accruestést as described above generally will equal theuat of such accrued interest included
in income, and the holding period for such shahedl ®egin on the date of conversion.

Cash received in lieu of a fractional share of camrstock upon conversion will be treated as a paynmeexchange for the fractional share
of common stock. Accordingly, the receipt of cashieu of a fractional share of common stock gelhewaill result in capital gain or loss,
measured by

70



the difference between the cash received for thetirnal share and the United States Holder's tejuax basis in the fractional share.
DIVIDENDS, ADJUSTMENTS TO CONVERSION RATE

Any dividends paid on the common stock generally lvé includable in the income of a United Statedddr as ordinary income to the extent
of our current or accumulated earnings and prdiitgidends paid to holders that are United Stateparations may qualify for the dividends
received deduction. To the extent, if any, thatéédl States Holder receives distributions on shafeommon stock that would otherwise
constitute dividends for United States federal medax purposes but that exceed our current andradated earnings and profits, such
distributions will be treated first as non-taxal#éurn of capital reducing the holder's basis énghares of common stock. Any such
distributions in excess of the holder's basis énghares of common stock generally will be treatedapital gain realized on the disposition of
common stock.

If at any time

- we distribute cash or property to our stockhdddarpurchases common stock and such distributipuiehase would be taxable for such
stockholders as a dividend for United States fddecame tax purposes--for example, distributiohswidences of our indebtedness or our
assets, but generally not stock dividends or rightubscribe for common stocéind, pursuant to the antidilution provisions of toavertible
notes indenture, the conversion rate of the coiblemotes is increased; or

- the conversion rate of the convertible notesdéseased at our discretion,

the increase in the conversion rate may be deembd the payment of a taxable dividend to holdémovertible notes under Section 305 of
the Code. Holders of convertible notes could treehave taxable income as a result of an evesuput to which they received no cash or
property, and such income would increase theibtses in their convertible notes.

SALE OR EXCHANGE OF COMMON STOCK

Upon the sale or exchange of common stock, a USitates Holder generally will recognize capitalhgai loss equal to the difference
between (1) the amount of cash and the fair maskiele of any property received upon the sale ohamge and (2) such United States
Holder's adjusted tax basis in the common stock.

For certain non-corporate taxpayers (includingvittiials), the rate of taxation of capital gainsiwépend upon (1) the taxpayer's holding
period in the capital asset (with preferential saeailable for capital assets held for more tHambnths) and (2) the taxpayer's marginal tax
rate for ordinary income. The deductibility of cipiosses is subject to limitations.

FOREIGN HOLDERS
STATED INTEREST

Payments of principal and interest on a convertilolie to a Foreign Holder will not be subject tatdd States federal withholding tax
provided that

- the holder does not actually or constructivelynd®% or more of the total combined voting powealbtlasses of our stock entitled to vote;
- the holder is not a controlled foreign corporatthat is related to Advanced Energy through staehkership;
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- either (A) the beneficial owner of the convettilplote, under penalties of perjury, provides usuragent with its name and address and
certifies that it is not a United States perso(B)ra securities clearing organization, bank, treoffinancial institution that holds customers'
securities in the ordinary course of its trade usibess (a "financial institution") certifies to aisour agent, under penalties of perjury, that
such a statement has been received from the behefiener by it or another financial institutiondafurnishes to us or our agent a copy
thereof; and

- the holder is not a bank receiving interest dbscrin
Section 881(c)(3)(A) of the Code (i.e., interestamnextension of credit made pursuant to a loa@redtinto in the ordinary course of its trade
or business).

For purposes of this summary, we refer to this gpteam from United States federal withholding taxlas "Portfolio Interest Exemption".
Under United States Treasury regulations, whictegaly are effective for payments made after Decam®i, 2000, subject to certain
transition rules, (i) the certification statemeotshe beneficial owner described above must beiged on a validly executed Form W-8 (or
an acceptable variation thereof), and (ii) theifieation described in clause (B) of the third letilpoint above may also be provided by a
qualified intermediary on behalf of one or more d&f@sial owners or other intermediaries, providedttsuch intermediary has entered into a
withholding agreement with the IRS and certain ott@nditions are met.

The gross amount of payments to a Foreign Hold@rtefest that does not qualify for the Portfointerest Exemption and that is not
effectively connected with a United States tradbuminess will be subject to United States federtdholding tax at the rate of 30%, unless a
United States income tax treaty applies to reduediminate withholding.

A Foreign Holder will generally be subject to taxthe same manner as a United States corporati@siolent with respect to payments of
interest if such payments are effectively conneetighl the conduct of trade or business in the Un8tates. Such effectively connected
income received by a Foreign Holder which is a oomion may in certain circumstances be subjeantadditional "branch profits tax" at a
30% rate or, if applicable, a lower treaty rate.

Foreign Holders should consult their own tax adsegarding applicable income tax treaties, winiely provide different rules.

To claim the benefit of a tax treaty or to clainemption from withholding because the income isaiffely connected with a U.S. trade or
business, the Foreign Holder must provide a prgmeetcuted Form 1001 or 4224, as applicable, @acaeptable alternative to those forms,
prior to the payment of interest. These forms nbasperiodically updated. United States Treasurylegmpns, which generally are effective
for payments made after December 31, 2000, sutgjesertain transition rules, require Foreign Hotder, under certain circumstances, a
qualified intermediary to file a validly executedtiholding certificate on Form W-8 (or an acceptabériation thereof) with the Company's
withholding agent to obtain the benefit of an apegtile tax treaty providing for a lower rate of withding tax. Such certificate must contain,
among other information, the name and addressedftieign Holder, and may have to be provided padhe date on which a current
certificate would otherwise have expired.

SALE, EXCHANGE OR REDEMPTION OF A CONVERTIBLE NOTE

A Foreign Holder generally will not be subject toitéd States federal income tax or withholdingaaxgain realized on the sale or exchange
of convertible notes unless (1) the holder is atividual who was present in the United States &8 days or more during the taxable year,
such gain is U.S. source and certain other conditabe met, or (2) the gain is effectively conngéetéth the conduct of a trade or business of
the holder in the United States and, if a treaty
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applies, such gain is attributable to an officethrer fixed place of business maintained in theté¢hBtates by such holder.

In general, no United States federal income taxititholding tax will be imposed upon the conversafra convertible note into common
stock by a Foreign Holder except (1) to the extkatcommon stock is considered attributable towsxtinterest not previously included in
income, which may be taxable under the rules s#t fo "Foreign Holders--Stated Interest"”, (2) wigspect to the receipt of cash in lieu of
fractional shares by Foreign Holders upon convarsioca convertible note, in each case where ettireeconditions described in (1) or (2)
above, under "Foreign HolderSale, Exchange or Redemption of a Convertible Nistgétisfied or (3) if we are deemed to be a Uh&eate:
real property holding corporation as discussedwelo

SALE OR EXCHANGE OF COMMON STOCK

A Foreign Holder will generally not be subject toitéd States federal income tax or withholdingaaxhe sale or exchange of common s
unless either of the conditions described in (1(2drabove under "Foreign Holders--Sale, Exchangeemlemption of a Convertible Note" is
satisfied or we are or have been deemed to betadJBiates real property holding corporation foitéthStates federal income tax purposes
within the meaning of Section 897 of the Code (8RPHC") at any time within the shorter of the fiigar period preceding such disposition
or such Foreign Holder's holding period. We dolrelteve we are, nor do we believe we have ever bd¢éBRPHC. Further, we do not exy

in the foreseeable future to become a USRPHC. ldsgehave been or become a USRPHC, so long @sthon stock continues to be
regularly traded on an established securities mavkhin the meaning of Section 897(c)(3) of thed€ponly a Foreign Holder who holds or
held, at any time during the shorter of the fivesyperiod preceding the date of disposition ortibleler's holding period, more than 5% of the
common stock will be subject to U.S. federal incaareon the disposition of the common stock.

DIVIDENDS

Distributions by us with respect to the common ktibat are treated as dividends paid or deemed paidescribed above under "United
States Holders--Dividends, Adjustments to Converstate”, to a Foreign Holder, excluding dividertst tare effectively connected with the
conduct of a trade or business in the United Stagesich Holder which are taxable as describedeldll be subject to United States fed¢
withholding tax at a 30% rate, or lower rate pr@ddinder any applicable income tax treaty. Exaeftié extent that an applicable tax treaty
otherwise provides, a Foreign Holder will be subjedax in the same manner as a United Statesdfold dividends paid or deemed paid
are effectively connected with the conduct of ddrar business in the United States by the Fordider. If such Foreign Holder is a foreign
corporation, it may also be subject to a UnitedeStébranch profits tax" on such effectively corteecdncome at a 30% rate or such lower
as may be specified by an applicable income tatytr&even though such effectively connected diviieare subject to income tax, and may
be subject to the branch profits tax, they will hetsubject to U.S. withholding tax if the Foreldalder delivers IRS Form 4224 (or
appropriate successor form) to the payer.

Under current United States Treasury regulatioivéjends paid to an address in a foreign counteypsiesumed to be paid to a resident of
country, unless the payer has knowledge to theragntfor purposes of the withholding discussedvaband under the current interpretation
of United States Treasury regulations, for purpagatetermining the applicability of a tax treafte. However, under United States Treasury
regulations which generally are effective for paptsenade after December 31, 2000, subject to odri@msition rules, a Foreign Holder of
common stock who wishes to claim the benefit ohpplicable treaty rate would be required to satigfplicable certification requirements.
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DEATH OF A FOREIGN HOLDER

A convertible note held by an individual who is @matitizen or resident of the United States atithe of death will not be includable in the
decedent's gross estate for United States estapritposes, provided that such holder or benefmialer did not at the time of death actually
or constructively own 10% or more of the combineting power of all classes of our stock entitledrdde, and provided that, at the time of
death, payments with respect to the convertible matuld not have been effectively connected withdbnduct by such Foreign Holder of a
trade or business within the United States.

Common stock actually or beneficially held, othwart through a foreign corporation, by an individwhb is not a citizen or resident of the
United States at the time of his or her death revipusly transferred subject to certain retairights or powers, will be subject to United
States federal estate tax unless otherwise provigeah applicable estate tax treaty.

INFORMATION REPORTING AND BACKUP WITHHOLDING

In general, information reporting requirements &piply to payments of principal, premium, if anggdanterest on a convertible note,
dividends on common stock, and payments of thegqaae of the sale of a convertible note or commockdb certain non-corporate United
States Holders, and a 31% backup withholding tax apgply to such payment if the United States Ho{dgffails to furnish or certify his
correct taxpayer identification number and othguieed information to the payer in the manner reslii (2) is notified by the IRS that he has
failed to report payments of interest or dividepdsperly or

(3) under certain circumstances, fails to certifgtthe has not been notified by the IRS that Isaligect to backup withholding for failure to
report interest or dividend payments.

Information reporting requirements will apply toypaents of interest or dividends to Foreign Holdeh&re such interest or dividends are (i)
subject to withholding, (ii) with respect to payn®of dividends or interest made before JanuaB0Q}1, exempt from United States
withholding tax pursuant to a tax treaty, (iii) exgt from United States tax under the Portfolio les¢ Exemption, or (iv) with respect to
payments of dividends or interest made after Deegr@h, 2000, effectively connected with the condiict United States trade or business.
Copies of these information returns may also beanvaagilable under the provisions of a specifictireas agreement to the tax authorities of
the country in which the Foreign Holder resides.

United States Treasury regulations provide thakbyevithholding and information reporting will ndtpwever, apply to our payments of
principal on the convertible notes to a Foreignddolif the Foreign Holder certifies as to its stadis a Foreign Holder under penalties of
perjury or otherwise establishes an exemption (pex/that neither we nor our paying agent has dkh@wvledge that the holder is a United
States person or that the conditions of any otkemgtion are not, in fact, satisfied.)

The payment of the proceeds from the dispositiotoofvertible notes or common stock to or throughlited States office of any broker,
United States or foreign, will be subject to infation reporting and possible backup withholdingegslthe owner certifies as to its non-
United States status under penalty of perjury bewtise establishes an exemption, provided thabtblker does not have actual knowledge
that the holder is a United States person or tleatonditions of any other exemption are not, @1, featisfied. The payment of the proceeds
from the disposition of a convertible note or conmstock to or through a non-United States offica of
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non-United States broker that is not a United Stegtated person will not be subject to informatieporting or backup withholding. For this
purpose, a "United States related person" is

- a "controlled foreign corporation” for United &ta federal income tax purposes; or

- a foreign person 50% or more of whose gross ircrom all sources for the three-year period endith the close of its taxable year
preceding the payment, or for such part of theguktthat the broker has been in existence, is défiwen activities that are effectively
connected with the conduct of a United States toadrisiness.

In the case of the payment of proceeds from theodition of convertible notes or common stock téhoough a non-United States office of a
broker that is either a United States person oni¢ed States related person, United States Treasgnjfations require information reporting
on the payment unless the broker has appropriatgndentary evidence in its files that the owner Foeeign Holder, the broker has no
knowledge to the contrary, and certain other cimutare met.

Any amounts withheld under the backup withholdinkps will be allowed as a refund or a credit agassh holder's United States federal
income tax liability provided the required inforrmat is furnished to the IRS.

United States Treasury regulations, which genegallyeffective for payments made after Decembe2@Q0, subject to certain transition
rules, will generally expand the circumstances umdech information reporting and backup withholglimay apply. Holders of convertible
notes should consult their tax advisors regardiegapplication of the information and reporting &adkup withholding rules, including such
Treasury regulations.

The preceding discussion of certain United Stagdsrfal income tax consequences is for generalnrgton only and is not tax advice.
Accordingly, holders of the convertible notes sldocnsult their own tax advisers as to particdardonsequences to them or purchasing,
holding and disposing of the convertible notes i@dcommon stock, including the applicability arfiiéet of any state, local or foreign tax
laws, and of any proposed changes in applicable law

WHERE YOU CAN FIND MORE INFORMATION

We have filed with the Securities and Exchange Casion a Registration Statement on Form S-3 urideBecurities Act of 1933, relating

to the convertible notes being offered. This prefpeis filed as part of the registration stateméxiher parts of the registration statement are
omitted from this prospectus. Statements madeisnptfospectus concerning the contents of any centraother document are not necessarily
complete. For a more complete description of théen@nvolved, you should read the entire contmaatther document, which has been filed
as an exhibit to the registration statement.

We are required by the Securities Exchange AcB8#1to file reports, proxy statements and othesrimftion with the SEC. You may read
and copy such reports, proxy statements and atf@nation at the SEC's public reference facilities

WASHINGTON, D.C. NEW YORK CHICAGO

Judiciary Plaza Seven World Trade Ce nter Citicorp Center

450 Fifth Street, N.W. Suite 1300 500 West Madison Street
Room 1024 New York, NY 10048 Suite 1400

Washington, D.C. 20549 Chicago, IL 60661-2511

You may call 1-800-SEC-0330 for further informatianout the public reference facilities. For a tbe, SEC will send copies of any of our
filings to you. In addition, our filed reports, prpstatements and other information are containgtie Internet web site maintained by the
SEC. The address is http://www.sec.gov.
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Our common stock is quoted on the Nasdaq Natioraakkt under the symbol "AEIS", and our SEC filings also be read at the following
Nasdaq addres

Nasdaq Operations 1735 K Street, N
Washington, D.C. 20006

The SEC allows us to incorporate by referencernfaination we file with it, which means we can diise important information to you by
referring you to those documents. The informatiworporated by reference is considered to be agpénis prospectus, and later information
that we file with the SEC will automatically updaed supersede this information. We incorporateefgrence the documents listed below
and any future filings made with the SEC under i®ast13(a), 13(c), 14 or 15(d) of the Securitiesttange Act of 1934 until we sell all of
the securities:

- our annual report on Form 10-K for the year enDedember 31, 1998;
- our quarterly reports on Form 10-Q for the quarended March 31, 1999 and June 30, 1999; and

- the description of our common stock containedunRegistration Statement on Form 8-A filed Octdhiz 1995, and any amendment or
report filed for the purpose of updating such digsion.

You may request a copy of these filings, at no,dmsivriting us at the following address:
Advanced Energy Industries, Inc. 1625 Sharp PoimteDFort Collins, Colorado 80525 Attention: Rictd?. Beck
or by calling Investor Relations at (970) 221-4670.

LEGAL MATTERS

The validity of the convertible notes and the comrstock issuable on conversion of the convertilolies will be passed upon for us by
Thelen Reid & Priest LLP, San Francisco, Califormiao have acted as counsel to Advanced Energgrinection with this offering. Certain
legal matters will be passed upon for the undeersiby Kaye, Scholer, Fierman, Hays & Handler, LL&5 Angeles, California.

EXPERTS

The financial statements and schedules includédsrprospectus and elsewhere in the registratatersent have been audited by Arthur
Andersen LLP, independent public accountants, fogé in their reports. In those reports, thatfistates that with respect to a certain
subsidiary its opinion is based on the reportstbéoindependent public accountants. The finarst&tbments and supporting schedules
referred to above have been included herein iame& upon the authority of those firms as expartgving said reports.
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UNDERWRITING

Advanced Energy and the underwriters for the affgriamed below have entered into an underwritimgeagent with respect to the
convertible notes being offered. Subject to certainditions, each underwriter has severally agteguairchase the principal amount of
convertible notes indicated in the following table.

Principal Amount

Underwriters of Notes
Goldman, Sachs & CO....cooeevvvvvvvvciiiee L $ 72,000,000
Merrill Lynch, Pierce, Fenner & Smith
Incorporated.......cccceevvcueeeennees L 36,000,000
Banc of America Securities LLC.......ccccoceeeeeee. L 12,000,000
Totaleeiiiicie e $120,000,000

If the underwriters sell more convertible notesithize total principal amount set forth in the tadbf®ve, the underwriters have an option to
buy up to an additional $15,000,000 principal amt@frconvertible notes from Advanced Energy to ecaugch sales. They may exercise that
option for 30 days. If any convertible notes arechased pursuant to this option, the underwritélisseverally purchase convertible notes in
approximately the same proportion as set fortihétable above.

The following table shows the per convertible nane total underwriting discounts and commissionse@aid to the underwriters by
Advanced Energy. Such amounts are shown assumthgibcexercise and full exercise of the underwsiteption to purchase additional
convertible notes.

Paid by Advanced Energy

Per Convertible Note.........ccccccoeeeevvninne 3% 3%
1o ] = L $3,600,000 $4,050,000

Convertible notes sold by the underwriters to thklig will initially be offered at the initial puld offering price set forth on the cover of this
prospectus. Any convertible notes sold by the umndtars to securities dealers may be sold at aodistfrom the initial public offering price
of up to 1.80% of the principal amount of the camitsée notes. Any such securities dealers may kesgl convertible notes purchased from
the underwriters to certain other brokers or dsadeia discount from the initial public offeringqe of up to 0.01% of the principal amount of
the convertible notes. If all the convertible nates not sold at the initial public offering pritepublic, the underwriters may change the
offering price and the other selling terms.

Advanced Energy has agreed with the underwritersamdispose of or hedge any of its common stockeaurities convertible into or
exchangeable for shares of common stock duringéhied from the date of this prospectus contindhirgugh the date 90 days after the date
of this prospectus, except with the prior writtemsent of the underwriters. This agreement doegaly to any existing employee benefit
plans.

The convertible notes are a new issue of securititsno established trading market. Advanced Epdias been advised by the underwriters
that the underwriters intend to make a market éncbnvertible notes but are not obligated to darsbmay discontinue market making
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at any time without notice. No assurance can bergas to the liquidity of the trading market foe ttonvertible notes.

In connection with this offering, the underwritensly purchase and sell convertible notes and constumk in the open market. These
transactions may include short sales, stabiliziaggdactions and purchases to cover positions crégtshort sales. Short sales involve the
by the underwriters of a greater principal amoudrtamvertible notes than they are required to pasehin this offering. Stabilizing
transactions consist of certain bids or purchasssenfior the purpose of preventing or retardingdinke in the market price of the convertible
notes or the common stock while the offering ipiiagress.

The underwriters also may impose a penalty bids Dlecurs when a particular underwriter repays éautiderwriters a portion of the
underwriting discount received by it because theéemwriters have repurchased convertible notesisplar for the account of such underwr
in stabilizing or short covering transactions.

These activities by the underwriters may stabilimajntain or otherwise affect the market pricehaf tonvertible notes and the common st
As a result, the price of the convertible notethercommon stock may be higher than the pricedtierwise might exist in the open market.
If these activities are commenced, they may beodisicued by the underwriters at any time. Thesestations may be effected in the over-
the-counter market or otherwise.

Advanced Energy estimates that its share of tted ésjpenses of this offering, excluding underwgtiiscounts and commissions, will be
approximately $410,000.

Advanced Energy has agreed to indemnify the seueiddrwriters against certain liabilities, inclugliliabilities under the Securities Act of
1933.

Concurrently with this convertible notes offeringdaby means of a separate prospectus Advanced Yardgsix of Advanced Energy's
stockholders are offering a total of 3,000,000 ehaf common stock, plus an additional 450,000eshép be offered by the selling
stockholders) to cover over-allotments by the uwdéers for that offering. The completion of thigrovertible notes offering and the common
stock offering are not dependent on one anothe.uFderwriters for the common stock offering, ofiethGoldman, Sachs & Co. is one, will
receive customary compensation in connection viaighcommon stock offering.
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No dealer, salesperson or other person is autlibtizgive any information or to represent anythiig contained in this prospectus. You n
not rely on any unauthorized information or repréagons. This prospectus is an offer to sell adhly convertible notes offered hereby, but
only under circumstances and in jurisdictions wheielawful to do so. The information containedthis prospectus is current only as of its
date.
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