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PART | FINANCIAL INFORMATION

ITEM 1. UNAUDITED FINANCIAL STATEMENTS

ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS

CURRENT ASSETS:

Cash and cash equivalents .............cccc.....
Marketable securities - trading ....
Accounts receivable, net ...........ccceeeeeee..
Income tax receivable ...........c.c.cceeeen.
Inventories, net ............

Other current assets
Deferred income tax assets, net .................

Total current assets ..........cccceeeveeee.

PROPERTY AND EQUIPMENT, net ............cceeenne

OTHER ASSETS:
Deposits and other ..........ccocuveeeennneen.
Notes receivable ...........cccceeviivinninns
Goodwill and intangibles, net
Investments - available for sale

Demonstration and customer service equipment, net

Deferred debt issuance costs, net ...............

Total assets .......coevvvvvvvccniviiiiennns

LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES:
Accounts payable - trade .......................
Accrued payroll and employee benefits ...........
Other accrued eXpenses .........cocccueeeeenunnes
Customer deposits ............cccueeee
Accrued income taxes payable
Current portion of capital lease obligations and
debt .o
Accrued interest payable on convertible subordina

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

LONG-TERM LIABILITIES:
Notes payable, net of current portion ...........
Deferred income tax liabilities, net ............
Convertible subordinated notes payable ..........

Total liabilities ..........ccccvvvveeeee...

MINORITY INTEREST .....cccooiviiiiiiiiiiinee

STOCKHOLDERS' EQUITY ...cooiiiiiiiiiiiieeee,

Total liabilities and stockholders' equity ..

(IN THOUSANDS)

SEPTEMBER 30,

2001

(UNAUDITED)

DECEMBER 31,
2000
(UNAUDITED)

................ $147,683  $31,716
128,609 157,811
41,573 76,545
13,233 74
46,808 45,266
3,298 2,508
10,044 7,483
................ 391,248 321,403
................ 32,078 24,101
................ 656 995
3,924 2,472
23,915 9,890
2,114 1,824
............... 4,509 2,889
................ 6,084 2,261
................ $464,528  $365,835
$ 18,250
11,723
4,383
104
7,923
1,337
529
44,249
230 1,043
1,093 -
206,600 81,600
207,923 82,643
................ 236,824 126,892
................ - 145
................ 227,704 238,798
................ $464,528  $365,835

The accompanying notes to condensed consolidataddial statements are an integral part of thesdartsed consolidated balance she






ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENT OF OPERATIONS
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

THREE MONTHS ENDED SEPTEMBER 30,

2001 2000
(UNAUDITED) (UNAUDITED)
SALES ..o $ 38,722 $ 96,317
COSTOF SALES ..o i, 27,686 49,492
Gross profit oo . 11,036 46,825
OPERATING EXPENSES:
Research and development ... 10,967 9,711
Sales and marketing .............. 5,694 6,232
General and administrative .... 4,817 6,748
Other operating eXpenses ..........ccccocuveeeen. 1,221 -
Restructuring charge .......cccccovvveeeeveeeee - 1,000
MErger COStS ..o e, -- 2,250
Total operating eXpenses .......cccccceeeeeeeee e 22,699 25,941
(LOSS) INCOME FROM OPERATIONS ....cccovvvviveiees e, (11,663) 20,884
OTHER (EXPENSE) INCOME ......ccoovvviiiicnes e, (711) 5,598
Net (loss) income before income taxes and minori ty
INtErest .....vvveeeeieiieeeeeeeceees (12,374) 26,482
(BENEFIT) PROVISION FOR INCOME TAXES .............. (4,704) 10,195
MINORITY INTEREST INNETLOSS ..o e, (188) 2)
NET (LOSS) INCOME .....ccoovviiiiiiiicicees i, $(7,482) $ 16,289
BASIC (LOSS) EARNINGS PER SHARE ......ccccceceeeee e, $ (0.24) $ 0.52
DILUTED (LOSS) EARNINGS PER SHARE ......cccccccee.. i $ (0.24) $ 0.50
BASIC WEIGHTED-AVERAGE COMMON SHARES OUTSTANDING............. 31,784 31,339
DILUTED WEIGHTED-AVERAGE COMMON SHARES OUTSTANDING........ 31,784 32,417

NINE MONTHS ENDED SEPTEMBER 30,

2001 2000
(UNAUDITED) (UNAUDITED)
SALES ..o $ 159,607 $ 257,046
COSTOF SALES ... i, 109,567 131,191
Gross Profit coeovecveeiniciiieiiieeee e, 50,040 125,855
OPERATING EXPENSES:
Research and development ..........cccooceeeeeee. L 34,396 26,328
Sales and marketing .....cccccovvevvicces 18,286 17,472
General and administrative ..........ccocceeee. L 16,636 18,197
Other operating eXpenses ....cccccccccveveeeees e, 1,221 --
Goodwill impairment .......ccccccccvvveveee. . 5,446 --
Restructuring charge .......cccccoevveeeeneeeee 614 1,000
Litigation recovery ......ccccccvvcveevnceeees (1,500) -
MErger COStS ..o . -- 4,583
Total operating eXpenses .......ccccceeeeeeeeee e 75,099 67,580
(LOSS) INCOME FROM OPERATIONS ....cccovvvviveiees e, (25,059) 58,275
OTHER (EXPENSE) INCOME ......ccoovvviiiicnees e, (594) 6,449
Net (loss) income before income taxes and minori ty
INEEIESt v . (25,653) 64,724
(BENEFIT) PROVISION FOR INCOME TAXES .....ccccccc.. e, (8,568) 24,165
MINORITY INTEREST INNETLOSS ..o e, (148) (86)
NET (LOSS) INCOME .....ccooviviiiiiiiicicees i, $(16,937) $ 40,645




BASIC (LOSS) EARNINGS PER SHARE ...oocovvvcvecene e, $ (053) $ 1.30

DILUTED (LOSS) EARNINGS PER SHARE .......c.......... s $ (0.53) $ 125
BASIC WEIGHTED-AVERAGE COMMON SHARES OUTSTANDING............. 31,673 31,276
DILUTED WEIGHTED-AVERAGE COMMON SHARES OUTSTANDING........ 31,673 32,473

The accompanying notes to condensed consolidataddial statements are an integral part of thesdartsed consolidated statements.
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS
(IN THOUSANDS)

NINE MONTHS ENDED SEPTE MBER 30,
2001 2000
(UNAUDITED) () NAUDITED)
CASH FLOWS FROM OPERATING ACTIVITIES:
Net (I0SS) INCOME ..ooovvvvieciiecciiecceeeeee v $ (16,937) $ 40,645
Adjustments to reconcile net (loss) income to net cash provided by
operating activities --
Depreciation and amortization ................. s 11,877 7,436
Amortization of deferred debt issuance costs. 427 481
Amortization of deferred compensation ........ 394 329
Minority interest ........ccccccovieeeennne (148) (86)
Stock issued for services rendered and merger - 2,430
Provision for deferred income taxes .......... (1,740) (2,020)
Provision for inventory and product-related li 7,116 --
Provision for restructuring .................. 614 -
Provision for bad debts 200 -
Impairment of goodwill 5,446 --
Loss (gain) on disposal of property and equipm 15 (55)
Gain on sale of investment ................... - (4,841)
Earnings from marketable securities, net ..... (3,436) (7,122)
Changes in operating assets and liabilities --
Accounts receivable-trade, net ............. 35,756 ( 27,204)
Related parties and other receivables ...... 183 (1,898)
INVENLONIesS .....coveviiiiieiiiiiieees (4,480) ( 11,322)
Other current assets ... (701) (399)
Deposits and other ........cccccceeeerenn. 338 (40)
Demonstration and customer service equipment (2,316) (2,022)
Accounts payable - trade ................... (6,476) 1,707
Accrued payroll and employee benefits ...... (4,508) 4,367
Customer deposits and other accrued expenses 46 3,051
Income taxes payable/receivable, net ....... (19,353) 7,891
Net cash provided by operating activites L 2,317 12,328
CASH FLOWS FROM INVESTING ACTIVITIES:
Marketable securities transactions ..... 33,312 (5,000)
Advances under notes receivable, net (1,452) (2,472)
Proceeds from sale of investment .......... - 4,464
Proceeds from sale of equipment ................. - 150
Purchase of property and equipment, net .......... .. (10,785) (8,687)
Purchase of investments ......ccccceeveeeees s (639) (2,031)
Acquisition of Engineering Measurements Company, net of cash
ACUITED wevveiiiiiiiie e e (29,932) -
Net cash used in investing activities ... (9,496) ( 12,576)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from convertible debt, net ........... . 121,250 -
Net change from notes payable and capital lease o bligations ........... (2,084) 24
Proceeds from common stock transactions ......... . .. 2,999 4,013
Net cash provided by financing activites 122,165 4,037
EFFECT OF CURRENCY TRANSLATION ON CASH .....cccc... i, 981 (1,578)
INCREASE IN CASH AND CASH EQUIVALENTS ............. 115,967 2,211
CASH AND CASH EQUIVALENTS, beginning of period .... 31,716 21,043
CASH AND CASH EQUIVALENTS, end of period ........... e $ 147,683 $ 23,254
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid forinterest .......ccccoceevvveeeeee. e $ 2,308 $ 3,830
Cash paid for income taxes ......ccccceeceeeeeees e $ 13,203 $ 18,411

The accompanying notes to condensed consolidateddial statements are an integral part of thesdertsed consolidated stateme






ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(UNAUDITED)

(1) BASIS OF PRESENTATION AND MANAGEMENT OPINION

In the opinion of management, the accompanying ditedi condensed consolidated balance sheets ardhstats of operations and cash
flows contain all adjustments necessary to prefséry the financial position of Advanced Energydlstries, Inc., a Delaware corporation,
and its wholly owned subsidiaries (the "Company"$eptember 30, 2001 and December 31, 2000, amgsb#s of the Company's
operations for the three- and nine-month periodedrSeptember 30, 2001 and 2000, and cash floviedarine-month periods ended
September 30, 2001 and 2000.

The unaudited financial statements presented hbeaia been prepared in accordance with the ingingto Form 10-Q and do not include
all the information and note disclosures requirgdyenerally accepted accounting principles. Tharfaial statements should be read in
conjunction with the audited financial statememtd aotes thereto contained in the Company's AnRegbrt on Form 10-K for the year
ended December 31, 2000, filed March 27, 2001.

The preparation of the Company's condensed cordetidinancial statements requires the Companymgement to make certain estimates
and assumptions that affect the amounts reportédlisclosed in the condensed consolidated finasta¢ments and accompanying notes.
Actual results could differ from those estimates.

(2) ACQUISITIONS

EMCO -- On January 2, 2001, Engineering Measuresn@ntnpany ("EMCO"), a publicly held, Longmont, Qaldo-based manufacturer of
electronic and electromechanical precision instmisiéor measuring and controlling the flow of ligej steam and gases, was merged with a
wholly owned subsidiary of the Company. The Comppaigl the EMCO shareholders cash in an aggregaveranof approximately $30
million. The acquisition was accounted for using flurchase method of accounting, and the operagsgdts of EMCO are reflected in the
accompanying condensed consolidated financialmattés prospectively from the date of acquisitiome purchase price was allocated to the
net assets of EMCO as summarized below:

(In tho usands)
(UNAUDI TED)
Cash and cash equivalents $ 459
Marketable securities 674
Accounts receivable 1,167
Inventories 1,678
Deferred income tax assets, current 584
Other current assets 88
Fixed assets 4,596
Goodwill and intangibles 23,152
Accounts payable (355 )
Accrued payroll (405 )
Other accrued expenses (391 )
Deferred income tax liability (856 )
$ 30,391



SEKIDENKO, INC. -- On August 18, 2000, Sekidenkag.| ("Sekidenko"), a privately held, Vancouver, \WMagton state-based supplier of
optical fiber thermometers to the semiconductoiteapquipment industry, was merged with a whollyned subsidiary of the Company. The
Company issued 2.1 million shares of its commonoksto the former shareholders of Sekidenko.

NOAH HOLDINGS, INC.-- On April 6, 2000, Noah Holdings, Inc. ("Noahg) privately held, California-based manufacturesalfd state
temperature control systems used to control praegsperatures during semiconductor manufacturirag merged with a wholly owned
subsidiary of the Company. The Company issued apeadely 687,000 shares of its common stock in eation with the acquisition. In
addition, outstanding Noah stock options were cardeinto options to purchase approximately 40 8i@dres of the Company's common
stock. In April 2001 Noah was merged with its whi@lwned subsidiary and the name of Noah Holdings, Was changed to Noah Precision,
Inc.

The Sekidenko and Noah mergers constituted taxréesyanizations and have been accounted for dspge®f interests under Accounting
Principles Board Opinion No. 16. Accordingly, atlgr period consolidated financial statements pne=g have been restated to include the
combined balance sheet, statements of operatiahsaash flows of Noah and Sekidenko as though eadhahvays been part of the Compe
There were no transactions between the Companyh Bliod Sekidenko prior to the combinations, and itenie adjustments were recorded
at Noah and Sekidenko to conform their accountimigcigs. Certain reclassifications were made tdf@on the Noah and Sekidenko financial
statements to the Company's presentations. Thégedwperations for the separate companies antboswed amounts presented in the
consolidated financial statements follow:

NINE MONTHS ENDED

SEPTEMBER 30, 2000
(UNAUDITED)

(IN THOUSANDS)

Sales:
Pre-Noah and Sekidenko mergers
Advanced ENergy ........cccccoeveveeiineannnn. . $ 67,171
NOAN ..o . 3,080
Sekidenko ........coocovveeiniiiieein . 4,777
Advanced Energy and Noah combined before Sekidenk 0
MEFJEN eeiviieieeiieieieeie e . 123,190
Sekidenko before Sekidenko merger ............... . 7,034
Post-Sekidenko merger ............cccccvvvvenee . 51,794
Consolidated .........ccceeviieviieninnne . $ 257,046
Net income:
Pre-Noah and Sekidenko mergers
Advanced Energy ..........ccccoeeveeenrennn. . $ 9,996
NOAN ..o . 43
Sekidenko .......cocceeeieiiiiiieeiiien . 1,198
Advanced Energy and Noah combined before Sekidenk 0
0TS (o= S . 20,809
Sekidenko before Sekidenko merger ............... . 1,367
Noah merger COStS ........ccoeveeiiiiiiieennines . (2,333)
Post-Sekidenko merger 11,815
Sekidenko merger costs (2,250)
Consolidated .........ccceeveeeviieninnne . $ 40,645

LITMAS -- During 1998 the Company acquired a 29%nevship interest in LITMAS, a privately held, Notarolina-based start-up
company that designs and manufactures plasma gésnaént systems and high-density plasma sourcespdifthase price consisted of $1
million in cash. On October 1, 1999, the Compamyu@ed an additional 27.5% interest in LITMAS far additional $560,000. The purchase
price consisted of $385,000 in the Company's comstack and $175,000 in cash. The acquisition waswatted for using the purchase
method of accounting and resulted in $523,000 atkxt to intangible assets as goodwill. The resiltperations of LITMAS have been
consolidated in the accompanying condensed corgetidinancial statements from the date the cdimtgpinterest of 56.5% was acquired.
On October 1, 2000, the Company acquired an additi®.0% interest in LITMAS for an additional $26800, bringing the Company's
ownership interest in LITMAS to 59.5%.



(3) MARKETABLE SECURITIES - TRADING
MARKETABLE SECURITIES - TRADING consisted of thelfowing:

SEPTEMBER 30,
2001
(UNAUDITED)

(IN THOU
Commercial paper ........... $121,231
Municipal bonds and notes .. 6,413
Mutual funds ............... 924
Treasury bills and other ... 41

DECEMBER 31,
2000
(UNAUDITED)
SANDS)
$ 85,827
54,022
17,962

These marketable securities are stated at periddnanket value, and have original costs of $128@8Dand $157,112,000 as of September
30, 2001 and December 31, 2000, respectively. tledun the above balances is accrued interest iaad$i29,000 and $699,000 as of

September 30, 2001 and December 31, 2000, resplyctiv
(4) ACCOUNTS RECEIVABLE - TRADE
ACCOUNTS RECEIVABLE - TRADE consisted of the follivg:

SEPTEMBER 30
2001
(UNAUDITED)

(INT
Domestic ......cccceeeeennnen. $ 14,436
Foreign .....cccceeeveveene 24,541
Allowance for doubtful accounts (1,034)
Trade accounts receivable ..... 37,943
Related parties ............... 84
Other ..cccoeeeeeeiviiiine 3,546
Total accounts receivable ..... $ 41,573

(5) INVENTORIES
INVENTORIES consisted of the following:

SEPTEMBER 30, DECE
2001 20
(UNAUDITED) (UNAU
(IN THOUSANDS)
Parts and raw materials $31,524 $34,4

Work in process ....... 2,674 3,7
Finished goods ........ 12,610 7,0
Total inventories ..... $46,808 $45,2

(6) INVESTMENTS - AVAILABLE FOR SALE AND OTHER

DECEMBER 31,
2000
(UNAUDITED)
HOUSANDS)
$ 41,545
31,971
(784)

MBER 31,

In the third quarter of 2000 the Company exercisadants of a supplier in a cashless transactidrreceived 458,000 shares of the suppl
common stock, which is publicly traded. Concurneith the exercise, the Company sold 320,000 shafréee supplier's common stock and
recognized a gain of approximately $4.8 millioneTemaining 138,000 shares have been classifiadalsble-for-sale securities and are
reflected as an investment of approximately $1 Maniin the accompanying balance sheet. Also idetliin investments is $700,000 of

private company equity securities accounted foreuttide cost method.
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In April 2000 the Company agreed to pay a totédbb million to a privately held, early-stage depdr of equipment productivity
management software ("Private Company") for centigints to use technology in connection with pradisold or to be developed by the
Company. As part of the $1.5 million payments, @mpany also received warrants to purchase 90&0&@s (as adjusted for subsequent
splits) of Private Company common stock for $0.pB6share. The payments have been allocated $0Qb0) the licensed technology rig
and $50,000 to the warrants. Subsequently, the @oynwas also issued 75,000 shares of Private Copgmanmon stock as consideration
for guaranteeing an office lease through April 2005

In July 2000 the Company and other investors puethainsecured bridge notes and common stock cdterivompany. The Company
invested $2.5 million and received notes value$led 72,000 and 166,667 shares of Private Compamynom stock valued at $28,000. The
notes are convertible into shares of preferreckstb®rivate Company, if and when Private Compamypgletes a subsequent placement of
preferred stock. The common shares and warrarsiwdte Company currently held by the Companyxéreised, would represent not more
than 8% ownership, assuming no other dilutive séesarof Private Company were exercised.

During the third quarter of 2001 the Company adearan additional $2.7 million to Private Companyha form of non-convertible loans
collateralized by all of Private Company's intelled and proprietary property. The 2001 advancethbyCompany funded losses incurred by
Private Company during the quarter ended SepteBhet001, and therefore, the Company has reflabiesk losses as Other Operating
Expenses in the amount of $1.2 million. The Compailyrecord additional losses in future quartergtte extent that Private Company inc
losses that are funded solely by the Company. Tdregany advanced an additional $850,000 to Privategany through November 2001.
The Company has no formal commitment to make amditiadvances to Private Company, but future achsantay be made at the
Company's discretion until Private Company has ldgesl or arranged other means of funding.

(7) STOCKHOLDERS' EQUITY

STOCKHOLDERS' EQUITY consisted of the following:

SEPTEMBER 30, DECEMBER 31,
2001 2000
(UNAUDITED) (UNAUDITE D)
(IN THOUSANDS, EXCEPT PAR VA LUE)
Common stock, $0.001 par value, 55,000 and 40,000 s hares
authorized, respectively; 31,795 and 31,537 share s issued and
outstanding, respectively ......cccccoceeveeeee L. $ 32 $ 32
Additional paid-in capital ........ccccoocvvveeeee. 129,873 124,930
Retained earnings ....cccccoceeeeeveveivciccccceeee s 100,034 116,971
Deferred compensation ........cccccevvvceeeeneee s (1,360) (1,620)
Unrealized holding gains on available-for-sale secu rities ........ 1,024 1,365
Cumulative translations adjustments ........c...... .. (1,899) (2,880)

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




(8) ACCOUNTING POLICIES

COMPREHENSIVE INCOME -- Comprehensive income fag tbompany consists of net
(loss) income, unrealized holding (loss) gain oailable-for-sale securities and foreign currenepstation adjustments as presented below:

NINE MONTHS ENDED  NINE MONTHS ENDED
SEPTEMBER 30, 2001 SEPTEMBER 30, 2000
(UNAUDITED) (UNAUDITED)

(IN THOUSANDS)

Net (loss) income, as reported ......cccccveeeeeee L $(16,937) $ 40,645
Adjustment to arrive at comprehensive net (loss) in come:
Unrealized holding (loss) gain on available-for-s ale
marketable securities........ccccccoeceeeeee. L (341) 4,194
Cumulative translation adjustment ................ .. 981 (1,578)
Comprehensive net (loss) income ........ccccoeeeee. L $(16,297) $ 43,261

SEGMENT REPORTING -- SFAS No. 131, "Disclosure at®egments of an Enterprise and Related InformAtiequires a public business
enterprise to report financial and descriptive infation about its reportable operating segmenter@jng segments are components of an
enterprise about which separate financial infororais available that is evaluated regularly bydhief operating decision-maker in deciding
how to allocate resources and in assessing perfmendanagement operates and manages the Companslyiess as one operating segment,
because all of its products and systems have sigglanomic characteristics and production proce&iase the Company operates in one
segment, all financial segment information requitgdSFAS No. 131 is found in the accompanying cosdd consolidated financial
statements.

DERIVATIVE INSTRUMENTS -- In June 1998 the FASB isd SFAS No. 133, "Accounting for Derivative Instrents and Hedging
Activities." The Company, as required, adopted SRS 133, as amended by SFAS No. 137, on Janu&Ql,. SFAS No. 133 establishes
accounting and reporting standards for derivatingtruments and for hedging activities by requidtiglerivatives to be recorded on the
balance sheet as either an asset or liability amaisored at their fair value. Changes in the devivatfair value will be recognized currently
earnings unless specific, hedging accounting caitere met. SFAS No. 133 also establishes unifardghl accounting criteria for all
derivatives. The Company will not seek specificdeedccounting treatment for its foreign currenawird contracts. The adoption of SFAS
No. 133 did not have a material impact on the Camjsdinancial condition or results of operatio

The Company's subsidiary Advanced Energy Japan éqtérs into foreign currency forward contractbty U.S. dollars to mitigate curren
exposure from its payable position arising frondé&@urchases and intercompany transactions wigiaitsnt. Foreign currency forward
contracts reduce the Company's exposure to theh@khe eventual net cash outflows resulting ftbenpurchase of products denominate
other currencies will be adversely affected by desnin exchange rates. Foreign currency forwartracts are entered into with a major
commercial Japanese bank that has a high creititjrand the Company does not expect the countgrfzafail to meet its obligations under
outstanding contracts. Foreign currency gains assdls under the above arrangements are not defEheompany generally enters into
foreign currency forward contracts with maturitresging from one to four months, with contractsstanding at September 30, 2001
maturing through January 2002. All forward contsaate held until maturity. At September 30, 206&, Company held foreign forward
exchange contracts with nominal amounts of $8,@Mdhd market settlement amounts of $8,038,00a8rfamrealized loss position of
$38,000 that has been included in other incomeeapédnse in the accompanying condensed consolid&tgent of operations.

REVENUE RECOGNITION -- In December 1999 the stdfftee Securities and Exchange Commission issuestdtf Accounting Bulletin
("SAB") No. 101, "Revenue Recognition." SAB No. 1fixbvides guidance on the measurement and timimgvahue recognition in financial
statements of public companies. Changes in acewuptlicies to apply the guidance of SAB No. 10¥emequired to be
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adopted by recording the cumulative effect of tharge in the fiscal quarter ending December 310208e adoption of SAB No. 101 did
have a material effect on the Company's finan@abdion or results of operations.

BUSINESS COMBINATIONS, INTANGIBLE ASSETS AND GOODW.L -- In June 2001 the FASB issued SFAS No. 141siBess
Combinations" and SFAS No. 142, "Goodwill and Otlitangible Assets." These statements prohibitipgedf-interests accounting for
transactions initiated after June 30, 2001, recthieeuse of the purchase method of accountinglifeaombinations after June 30, 2001, and
establish new standards for accounting for goodaitl other intangibles acquired in business contibims: Goodwill will continue to be
recognized as an asset, but will not be amortizggr@viously required by APB Opinion No. 17, "Ingérie Assets.” Certain other intangible
assets with indefinite lives, if present, may aisb be amortized. Instead, goodwill and other igiiale assets will be subject to periodic (at
least annual) tests for impairment, and recognitibimpairment losses in the future could be reggiibased on a new methodology for
measuring impairments prescribed by these pronanects. The revised standards include transiticesrahd requirements for identification,
valuation and recognition of a much broader lisintdingibles as part of business combinations gram practice, most of which will contini
to be amortized. The Company's prospective findistddements may be significantly affected by #sutts of future periodic tests for
impairment. In addition, the amount and timing ohrcash charges related to intangibles acquirédismess combinations will change
significantly from prior practice.

During the second quarter of 2001, the Companyiterted the operations of its Tower Electronics, Bubsidiary ("Tower") and its Fourth
State Technology ("FST") product line, due to d@nlj sales of their respective products, loss gfdestomers, terminations of key
employees and some customers' newly developedugehcapabilities. The Company reached this dec@himimg the second quarter of 2001
after its determination that the long-term outldokthese businesses to generate cash flow wasritpand as part of its strategic
restructuring, determined that these businesses melonger part of the Company's main focus. The@any recorded a charge of $3.6
million of goodwill impairment related to the temmaition of operations of Tower and a charge of $ilBon of goodwill impairment related
to the termination of the FST product line. Thes®ants represented the carrying values of thestsagsor to these writedowns. These
charges are disclosed as "Goodwill Impairmenthian ®perating Expenses section of the accompanyiagdited condensed consolidated
statement of operations.

During the second quarter of 2001, the Companyemphted a restructuring program that resultederreduction of approximately 135
regular employees. The reduction in force beganveasicompleted during the second quarter of 200&.Jompany recorded a restructuring
charge of approximately $614,000 related primaadlgeverance and fringe benefits. In addition nim@ber of temporary and contract
workers employed by the Company was also redudeel Company paid cash to the affected employedssramount during the second
quarter of 2001, and the remaining liability is s@nificant.

RECLASSIFICATIONS -- Certain prior period amountsvie been reclassified to conform to the currenbpgresentation.
(9) CONVERTIBLE SUBORDINATED NOTES PAYABLE

In November 1999 the Company issued $135 millioB.86% convertible subordinated notes. These mogtare November 15, 2006, with
interest payable on May 15th and November 15th gaahbeginning May 15, 2000. Net proceeds to the@ny were approximately
$130.5 million, after deducting $4.5 million of effng costs, which have been capitalized and argtsnortized over a period of seven
years. Holders of the notes may convert the ndtasyatime into shares of the Company's commorkstic$49.53 per share. The Comp:
may redeem the notes on or after November 19, 20@2edemption price of 103.00% times the priricipaount, and may redeem at
successively lesser amounts thereafter until Noeerhib, 2006, at which time the Company may redeesra@demption price equal to the
principal amount. At September 30, 2001, approxéya$1.6 million of interest expense related to
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these notes was accrued as a current liability.

In October and November 2000, the Company repuecthas aggregate of approximately $53.4 million ggal amount of its 5.25%
convertible subordinated notes in the open maf&eg cost of approximately $40.8 million. Theseghases resulted in an after-tax
extraordinary gain of $7.6 million. The purchasedes have been cancelled. Approximately $81.6 anilprincipal amount of the notes
remains outstanding. The Company may continue toh@se additional notes in the open market frone tiontime, if market conditions and
the Company's financial position are deemed favertds such purposes.

In August 2001 the Company issued $125 million.60%6 convertible subordinated notes. These notégren&eptember 1, 2006, with
interest payable on March 1st and September Jssaa@f year beginning March 1, 2002. Net proceetlset@ompany were $121.25 million,
after deducting $3.75 million of offering costs, ialihhave been capitalized and are being amortized @ period of five years. Holders of the
notes may convert the notes at any time beforenityatnto shares of the Company's common stock28t83 per share, and the conversion
rate is subject to adjustment in certain circumstanThe Company may convert the notes, in whole part, at any time before Septembe
2004, at certain redemption prices plus accrueduapaid interest, if any, to the date of redempifdhe closing price of the Company's
common stock exceeds certain prices and meets atheitions. Upon provisional redemption, if theaetionary redemption right is
exercised, the Company will make an additional payhin cash with respect to the notes called fdemgption in an amount equal to $150.56
per $1,000 principal amount of notes, less the amnofiany interest paid on the note. The Company aiso make this additional payment in
shares of its common stock, and any such payméiibevwalued at 95% of the average of certain clgpgirices of the Company's common
stock. The Company will be obligated to make aritamthl payment on all notes called for provisiorademption. The Company may also
redeem the notes with accrued interest throughexeluding, the redemption date, from Septemb&084 through August 31, 2005 at 102%
times the principal amount, from September 1, 2008ugh August 31, 2006 at 101% times the princgmabunt, and thereafter at 100% of
the principal amount. The notes are subordinatedgdCompany's present and potential future sat@bt, and are effectively subordinated in
right of payment to all indebtedness and otheiilliads of the Company's subsidiaries. At Septeng8®&r2001, approximately $600,000 of
interest expense related to these notes was acasugdurrent liability.

(10) LITIGATION RECOVERY

In March 2001 the Company received a $1.5 millietilsment for recovery of legal expenses pertaiting patent-infringement suit in which
the Company was the plaintiff.

(11) SUBSEQUENT EVENTS

On October 15, 2001, in response to the contindowgnturn in the semiconductor capital equipmentigidy, the Company announced a
reduction in force totaling approximately 107 regidmployees. The reduction in force is expectdzetoompleted in the fourth quarter of
2001, and will result in a charge of approximatgly5 million related to severance, fringe benefitd facilities consolidation costs.

On November 2, 2001, the Company filed a registnastatement on Form &-related to the registration of its 5.00% conbétsubordinate
notes. This registration will enable the holdershef notes to trade the notes in the open market.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
SPECIAL NOTE ON FORWARD LOOKING STATEMENTS

This Form 10-Q, including the following discussi@ontains forward looking statements, within theamiag of Section 27A of the Securities
Act of 1933, as amended, and Section 21E of thar8ies Exchange Act of 1934, as amended. Statesrikat are other than historical
information are forward looking statements. Forrege, statements relating to our beliefs, expemtatand plans are forward looking
statements, as are statements that certain actionditions or circumstances will occur or contingerward looking statements involve risks
and uncertainties. As a result, actual results diigr materially from the results discussed in thevard looking statements. Factors that
could cause or contribute to such differences ovgiany forward looking statements, by hindsightée overly optimistic or unachievable,
include, but are not limited to the following:

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

- changes in customers' inventory management pess;ti

- timing and challenges of integrating recent aotéptial future acquisitions;

- component shortages or allocations or other fadttat change our levels of inventory or subssdigtincrease our spending on inventory;
- introduction of new products by our competitasd

- our ability to attract and retain key personnel.

For a discussion of these and other factors thgtimpact our realization of our forward looking tet@ents, see our Annual Report on Form
10-K for the year ended December 31, 2000, Patautionary Statements - Risk Factors."

RESULTS OF OPERATIONS FOR THE THREE MONTHS ENDED SEPTEMBER 30, 2001 AND 2000
SALES

We sell power conversion and control systems aladed equipment primarily to the semiconductor tgquipment, data storage, flat panel
display and advanced product applications marketise United States, to the flat panel display aebnced product applications markets in
the Asia Pacific region, and to data storage, seniactor capital
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equipment and advanced product applications manké&isrope. We also sell spare parts and repaiicgsr worldwide through our customer
service and technical support organization.

Sales were $96.3 million in the third quarter o0@@nd $38.7 million in the third quarter of 208dpresenting a decrease of 60%. Sales i
third quarter of 2001 decreased 16% from sale6fZmillion in the second quarter of 2001. Thedljuarter of 2001 included sales by
EMCO, a wholly owned subsidiary we acquired on dan, 2001, which was accounted for by the puremasthod of accounting.

The fourth quarter of 2000 was the eighth conseewguarter of sales growth, which was primarilyiatttable to capacity expansion and
increased investment in advanced technology bgeh@iconductor industry, which began transitionimgrmaller device sizes, new materials
such as copper, and 300mm wafer processing. Téudted in increased demand for our systems fromufiaaturers of semiconductor capital
equipment.

During the first quarter of 2001 and continuingpiingh the third quarter of 2001, a worldwide slowdaw demand for semiconductors
resulted in a sudden and rapid decline in demandeimiconductor manufacturing equipment. Inventarjdups, slower than expected
personal computer sales and slower global econgroigth resulted in reduced capital investment bgisenductor manufacturers and their
suppliers. Our experience has shown that our $alesmiconductor capital equipment customers islhigorrelated to the volatile and
cyclical activity in this industry, which resulteofn changes in the macroeconomic environment, asimgsemiconductor supply and
demand, and rapid technological advances in betticemductor devices and wafer fabrication processes

Our sales to the semiconductor capital equipmehtstry in the third quarter of 2001 decreased 78¥h fsales to that industry from the third
quarter of 2000, and decreased 35% from salestorttiustry from the second quarter of 2001. Weesekpales to the semiconductor capital
equipment industry for the fourth quarter of 200bé significantly lower than the comparable quart€000.

Our sales to the data storage industry decreaséd®n the third quarter of 2000 to the third geaxf 2001, but increased 79% from the
second quarter of 2001 to the third quarter of 200k increase was due primarily to sales to théadivideo disk and compact disk markets.
Sales to the flat panel display industry decre&28d from the third quarter of 2000 to the third qemof 2001, and were flat from the second
quarter of 2001 to the third quarter of 2001. Stdemdvanced product applications industries dse@&% from the third quarter of 2000 to
the third quarter of 2001.

The following tables summarize net sales and péages of net sales by customer type for the threetimperiods ended September 30, 2001
and 2000:

14



THREE MONTHS E

NDED SEPTEMBER 30,

2001 2000
(INT HOUSANDS)

Semiconductor capital equipment .. $18,073 $67,142
Data storage ..........ccccuvenee 4,093 8,034
Flat panel display ............... 3,722 7,733
Advanced product applications .... 9,064 9,641
Customer service technical support 3,770 3,767

$38,722 $96,317

2001 2000
Semiconductor capital equipment .. A47% 70%
Data storage ..........ccccuvvnee 10 8
Flat panel display ............... 10 8
Advanced product applications .... 23 10
Customer service technical support 10 4

100% 100%

The following tables summarize net sales and péagess of net sales by geographic region for theetlmonth periods ended September 30,
2001 and 2000:

THREE MONTHS ENDED S EPTEMBER 30,

2001 200 0
(IN THOUSANDS)
United States and Canada $21,524 $69, 251
Europe ................. 8,703 14, 480
Asia Pacific ........... 8,390 12, 561
Rest of world .......... 105 25
$38,722 $96, 317
THREE MONTHS ENDED SEPTE MBER 30,
2001 2000
United States and Canada 56% 72%
Europe ................. 22 15
Asia Pacific ......... 22 13
Rest of world - --

100% 100%

GROSS MARGIN

Our gross margin was 48.6% in the third quarte2GffO and 28.5% in the third quarter of 2001. Therekese was due to lower absorption of
manufacturing overhead and fixed costs. The neilitfas we added in Fort Collins, Colorado in thiest quarter of 2001 to increase our
manufacturing capacity increased our fixed leagskdapreciation costs. This, in addition to the ishecin units manufactured, adversely
impacted absorption of overhead. Any further desgsan our level of sales in the future could hawedditional negative impact on our gr
margin.

RESEARCH AND DEVELOPMENT EXPENSES

We invest in research and development to idengfly technologies, develop new products and impraistieg product designs. Our reseg
and development expenses were $9.7 million inhilvd fuarter of 2000 and $11.0 million in the thipdarter of 2001, representing an
increase of 13%. The increase is primarily duetogases in payroll and materials and supplieadar product development, and partly due
to the
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inclusion of EMCO research and development expeinsthe third quarter of 2001. As a percentageatéss research and development
expenses increased from 10.0% in the third quaft2f00 to 28.3% in the third quarter of 2001 beeaof the higher spending and lower
sales levels.

We believe continued investment in the researchdewveélopment of new systems is critical to our lb@gn strategy and our ongoing
commitment to product development to serve newextigting markets, and we continue to invest in peeduct development during indus
downturns. Since our inception, the majority of cegsearch and development costs generally haveibtgnally funded and all have been
expensed as incurred.

SALES AND MARKETING EXPENSES

Our sales and marketing expenses support domestimternational sales and marketing activitiesolwhinclude personnel, trade shows,
advertising, and other marketing activities. Saled marketing expenses were $6.2 million in thedtquarter of 2000 and $5.7 million in the
third quarter of 2001, representing a 9% decreHse decrease is primarily due to lower payrollyétaand distribution costs partially offset

by the inclusion of EMCO selling and marketing expes in the third quarter of 2001. As a percentd@ales, sales and marketing expenses
increased from 6.5% in the third quarter of 200@40/% in the third quarter of 2001 because oldher sales levels.

GENERAL AND ADMINISTRATIVE EXPENSES

Our general and administrative expenses supponvotdwide financial, administrative, informatiogstems and human resources functions.
General and administrative expenses were $6.7omiifi the third quarter of 2000 and $4.8 milliorthe third quarter of 2001, representing a
29% decrease. The decrease is primarily due torlpasgroll and purchased services, partially offsehigher goodwill amortization resulting
from the acquisition of EMCO. Goodwill amortizatioglated to our other businesses was lower duetaegge of $5.4 million of goodwill
impairment separately reported in the second quaft2001. As a percentage of sales, general amingstrative expenses increased from
7.0% in the third quarter of 2000 to 12.4% in thied quarter of 2001 because of the lower salesl¢ev

We continue to implement our management systerwaodt including the replacement of existing systénmmur domestic and foreign
locations. We expect that charges related to pasddraining and implementation of our managemegstesn software will continue through
2002.

OTHER OPERATING EXPENSES

In September 2001 we recognized a $1.2 millionghaelated to the funding of losses incurred byieape company technology investment,
which is detailed in Note 6.
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OTHER (EXPENSE) INCOME

Other expense (income) consists primarily of irdenrecome and expense, foreign exchange gainsoasdd and other miscellaneous gain,
loss, income and expense items. Other income wésniilion in the third quarter of 2000, primaritiue to a $4.8 million gain on a sale of an
investment. Other expense was $711,000 in the thiedter of 2001, and included $1.3 million of et income offset by $1.9 million of
interest expense, $107,000 of foreign currency gaoh$226,000 of other expenses.

(BENEFIT) PROVISION FOR INCOME TAXES

The income tax provision for the third quarter 602 was $10.2 million and represented an effettixaate of 38%. The income tax benefit
for the third quarter of 2001 was $4.7 million. @bas in our earnings relative to the earnings ofaeign subsidiaries affected our
consolidated effective tax rate. We adjust our fmion for income taxes periodically based uponahtcipated tax status of our foreign and
domestic entities.

RESULTS OF OPERATIONS FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2001 AND 2000
SALES

Sales were $257.0 million for the first nine montfi2000 and $159.6 million for the first nine mesof 2001. The decrease was attributable
to decreased sales to semiconductor capital equipmiata storage and flat panel display custon8ates to the United States, Canada,
Europe and Asia Pacific were lower in the firstemimonths of 2001 when compared to the first ninathmof 2000. Sales in the first nine
months of 2001 included sales by EMCO, a wholly edsubsidiary we acquired in January 2001.

The following tables summarize net sales and péagess of net sales by customer type for the ninetmperiods ended September 30, 2001
and 2000:

NINE MONTHS ENDED SEPTEMBER 30,
2001 2000
(IN THOUSANDS)

Semiconductor capital equipment .. $ 96,876 $179,227
Data storage ............cccuvvee 8,576 19,404
Flat panel display ............... 14,167 21,363
Advanced product applications .... 28,357 25,784
Customer service technical support 11,631 11,268

$159,607 $257,046

2001 2000
Semiconductor capital equipment .. 61% 70%
Data storage ............cccuvvee 8
Flat panel display ............... 9 8
Advanced product applications .... 18 10
Customer service technical support 7 4

100% 100%
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The following tables summarize net sales and péagess of net sales by geographic region for the-nionth periods ended September 30,
2001 and 2000:

NINE MONTHS ENDED SEP TEMBER 30,
2001 2 000
(IN THOUSANDS)
United States and Canada $102,885 $18 5,470
Europe ......ccccce... 24,323 3 8,117
Asia Pacific ........... 31,833 3 3,147
Rest of world .......... 566 312
$159,607 $25 7,046
NINE MONTHS ENDED SEPTEM BER 30
2001 2000
United States and Canada 64% 72%
Europe ...l 15 15

Asia Pacific ........... 21 13
Rest of world .......... - --

100% 100%

GROSS MARGIN

Our gross margin was 49.0% in the first nine mowth2000 and 31.4% in the first nine months of 200He decrease was due to lower
absorption of manufacturing overhead and fixedsastl a $7.1 million writedown related to the idferation and future disposal of excess
and obsolete inventory and additional warranty jsion recorded to reflect our current experienag amticipated incremental repairs and
retrofits. The new facilities we added in Fort @@l Colorado in the first quarter of 2001 to irese our manufacturing capacity increased
fixed lease and depreciation costs. This, in aolditd the decline in units manufactured, adversepacted absorption of overhead. Also, the
sudden and pronounced decline in demand causegificgint increase in inventories deemed to be €sige or obsolete. Any further
decreases in our level of sales in the future chalge an additional negative impact on our grosgima

RESEARCH AND DEVELOPMENT EXPENSES

Research and development expenses were $26.3miillithe first nine months of 2000 and $34.4 miilia the first nine months of 2001,
representing an increase of 31%. The increasénmmply due to increases in payroll, materials aodplies, purchased services and higher
infrastructure costs for new product developmemd, partly due to the inclusion of EMCO research dedelopment expenses in the first r
months of 2001. As a percentage of sales, res@atidevelopment expenses increased from 10.2% ifirfh nine months of 2000 to 21.6 %
in the first nine months of 2001 because of thé&igpending and lower sales levels.

SALES AND MARKETING EXPENSES

Sales and marketing expenses were $17.5 millidherfirst nine months of 2000 and $18.3 milliorthe first nine months of 2001,
representing a 5% increase. The increase is
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primarily due to the inclusion of EMCO sales andkeing expenses in the first nine months of 200&.incurred these expenses to continue
to increase our sales management and product maeageapabilities. As a percentage of sales, saldsnarketing expenses increased from
6.8% in the first nine months of 2000 to 11.5%ha first nine months of 2001 because of the higphending and lower sales levels.

GENERAL AND ADMINISTRATIVE EXPENSES

General and administrative expenses were $18.®milh the first nine months of 2000 and $16.6 imillin the first nine months of 2001,
representing a 9% decrease. The decrease is dyirdaé to lower spending for payroll and purchasexvices, partially offset by higher
goodwill amortization resulting from the acquisitiof EMCO. Goodwill amortization related to our etlbusinesses was lower due to a
charge of $5.4 million of goodwill impairment septaly reported in the second quarter of 2001. Asraentage of sales, general and
administrative expenses increased from 7.1% iritsienine months of 2000 to 10.4% in the firstenimonths of 2001.

RESTRUCTURING AND MERGER COSTS AND OTHER OPERATING EXPENSES

In April 2000 the Company acquired Noah Holdings. I("Noah") in a pooling of interests under thepous rules of Accounting Principles
Board (APB) Opinion No. 16. The merger involved #éxehange of 687,000 shares of Advanced Energy anstock for the privately held
common stock of Noah. As part of the business coathin, we took a charge of $2.3 million in theast quarter of 2000 for merger costs,
which cannot be capitalized and which in certaisesavere nondeductible for income tax purposedulyn2001 the Financial Accounting
Standards Board issued SFAS No. 141, which reqthashe purchase method of accounting be usealfbusiness combinations initiated
after June 30, 2001.

In July 2000 we announced the consolidation offmwer Electronics facility in Fridley Minnesotatanour existing facility in Voorhees,
New Jersey. We recorded a restructuring chargd o @illion in the third quarter of 2000 relatedthe consolidation, which was comple
during the fourth quarter of 2000.

In August 2000 the Company acquired Sekidenko, (It8ekidenko") in a merger that was accounted $oa pooling of interests. This merger
involved the exchange of 2.1 million shares of Auved Energy common stock for the privately held wmm stock of Sekidenko. As part of
the business combination, we took a charge of B2l®n in the third quarter of 2000 for merger txavhich cannot be capitalized and wt
in certain cases were nondeductible for incomeptaposes.

During the second quarter of 2001, in responskaalbwnturn in the semiconductor capital equipnieshistry, we implemented two
reductions in force totaling approximately 135 fegemployees and recorded a charge of $614,00@$omucturing
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and severance costs, including fringe benefitadadition, we also reduced the number of temporadyantract workers. We paid cash to the
affected employees in this amount during the secpagiter of 2001, and at September 30, 2001 thaireng liability was not significant.

In September 2001 we recognized a $1.2 millionghaelated to the funding of losses incurred byieape company technology investment,
which is detailed in Note 6.

OTHER INCOME (EXPENSE)

Other income (expense) consists primarily of irgeilecome and expense, foreign exchange gainsoasdd and other miscellaneous gain,
loss, income and expense items. Other income wdsrfilion in the first nine months of 2000, prinfardue to a $4.8 million gain on a sale
of an investment and net interest income from ntatde securities we hold. Other expense was $504r0the first nine months of 2001, ¢
primarily to other non-operating corporate expenbks interest income and expense for the firs¢ mmonths of 2001 netted to approximately
$2,000 of income.

(BENEFIT) PROVISION FOR INCOME TAXES

The income tax provision for the first nine montfi000 was $24.2 million and represented an effedtix rate of 37%. The income tax
benefit for the first nine months of 2001 was $®iion. Changes in our earnings relative to thenesys of our foreign subsidiaries and the
writedown of certain intangible assets affected@ansolidated effective tax rate. We adjust ouwjsion for income taxes periodically based
upon the anticipated tax status of our foreign @mahestic entities.

LIQUIDITY AND CAPITAL RESOURCES

Since our inception, we have financed our operatianquired equipment and met our working cap&alirements through borrowings un
our revolving lines of credit, long-term loans sexxliby property and equipment, cash flow from ofi@na and proceeds from underwritten
public offerings of our common stock and convediblbordinated debt.

Operating activities provided cash of $12.3 milliarthe first nine months of 2000, primarily aseault of net income, exclusive of non-cash
charges, reduced by a net increase in non-cashgockpital, primarily accounts receivable and imegies of approximately $40.4 million.
Operating activities provided cash of $2.3 milliarthe first nine months of 2001, primarily as auk of non-cash charges and a decrease in
non-cash working capital, principally accounts reakle and inventories, of approximately $31.5 iwill

Investing activities used cash of $12.6 milliorttie first nine months of 2000, and
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included the purchase of marketable securitieSd $illion, property and equipment for $8.7 miflidnvestments of $1.0 million and
advances under notes receivable of $2.5 milliortjglly offset by proceeds from the sale of an stweent of $4.5 million and proceeds from
the sale of equipment of $150,000. Investing atitisiused cash of $9.5 million in the first ninentis of 2001, and included the acquisition
of EMCO for $29.9 million, the purchase of propeatyd equipment for $10.8 million, investments f689,000 and net advances under notes
receivable of $1.5 million, partially offset by tkale of marketable securities of $33.3 million.

Financing activities provided cash of $4.0 milliorthe first nine months of 2000, and consistedhprily of $4.0 million from the exercise of
employee stock options and sale of common stodutiir our employee stock purchase plan ("ESPP"ariging activities provided cash of
$122.2 million in the first nine months of 2001 dancluded proceeds of $121.25 million from conimet subordinated debt and $3.0 million
from the exercise of employee stock options anel gatommon stock through our ESPP, offset by $illlon of net decreases in notes
payable and capital lease obligations.

We plan to limit capital spending to items crud¢@bur operations through the remainder of 200rBeaation expense is projected to be
approximately $2.7 million for the fourth quartdra®01.

As of September 30, 2001, we had working capitd13§2.3 million. Our principal sources of liquiditpnsisted of $147.7 million of cash ¢
cash equivalents, $128.6 million of marketable sées, and a credit facility consisting of a $3@dlion revolving line of credit. Advances
under the revolving line of credit bear intereseitther the prime rate (5.50% at October 31, 200ihus 1.00% or the LIBOR 360-day rate
2.7188% at October 31, 2001) plus 175 basis pattsyr option. All advances under the revolvimglof credit will be due and payable May
2003. As of September 30, 2001 there were no adsamatstanding on this line of credit.

We believe that our cash and cash equivalents,etasle securities, cash flow from operations araillalle borrowings, will be sufficient to

meet our working capital needs through at leasetiteof 2002. After that time, we may require addil equity or debt financing to address
our working capital, capital equipment or expansieerds. In addition, any significant acquisitiores wake may require additional equity or
debt financing to fund the purchase price, if paidash. There can be no assurance that addifiending will be available when required or
that it will be available on terms acceptable to us
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK
INTEREST RATE RISK

Our exposure to market risk for changes in interasis relates primarily to our investment porda@nd long-term debt obligations. We
generally place our investments with high crediliy issuers and by policy are averse to princips$ and seek to protect and preserve our
invested funds by limiting default risk, marketkrsnd reinvestment risk.

As of September 30, 2001, our investments consizietarily of equity securities, commercial papaynicipal bonds and notes and money
market mutual funds which had an original cost24&2 million, and earned approximately $1.2 millfor the quarter then ended, at an
average interest rate of approximately 2.9%. Thegaichon interest income of a decrease of ten peiceéhe average interest rate would have
resulted in approximately $120,000 less interestiime for the quarter ended September 30, 2001.

As of September 30, 2001, all of our debt wasxadiinterest rates. The impact on interest expehaden percent increase in the average
interest rate would have been immaterial to owarfgial position and results of operations.

FOREIGN CURRENCY EXCHANGE RATE RISK

We transact business in various foreign countfes.primary foreign currency cash flows are geregtam countries in Asia and Europe. We
have entered into various forward foreign excharaygracts to mitigate against currency fluctuationthe Japanese yen. These currency
swaps offset changes in the exchange rate in thewleen intercompany transactions we conduct withsobsidiary in Japan are settled.
Changes in the exchange rates of the U.S. dollér aether currencies in which we operate are immeltai/e will continue to evaluate varic
methods to minimize the effects of currency flutituras.

Eleven European countries adopted a Single Europeamency (the "euro™) as of January 1, 1999 witfaasition period continuing through

at least January 1, 2002. As of January 1, 19@8¢tkeleven of the fifteen member countries of tii@Eean Union (the "participating
countries") established fixed conversion rates betwtheir existing sovereign currencies and the.dtor three years after the introduction of
the euro, the participating countries can perfamarfcial transactions in either the euro or thegioal local currencies. This will result in a
fixed exchange rate among the participating coestrvhereas the euro (and the participating casgitturrencies in tandem) will continue to
float freely against the U.S. dollar and other endies of non-participating countries. A twelfthr&pean country adopted the euro on January
1, 2001. Although we do not expect the introductibthe euro currency to have a significant impatbur revenues or results of operations,
we are unable to determine what effects, if ang, th
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currency change in Europe will have on competiiod competitive pricing in the affected regions.

OTHER RISK

We have invested in start-up companies and mayatiuture make additional investments in start-oqmganies that develop products which
we believe may provide future benefits. The curetatt-up investments and any future start-up itmeents will be subject to all of the risks
inherent in investing in companies that are nadldsthed, and may result in charges being recardedr periodic statements of operations.
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PART Il OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

From time to time, we are party to various legalgeedings relating to our business. We are noentlyrparty to any material legal
proceedings, except the civil action describedunguarterly report on Form 10-Q for the quartedeshMarch 31, 2001, filed May 9, 2001.

ITEM 2. CHANGES IN SECURITIES AND USE OF PROCEEDS
Not applicable

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

Not applicable

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None.

ITEM 5. OTHER INFORMATION

None.

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

(a) Exhibits:

3.1 The Company's Restated Certificate of Incorpamaas amended(1)
3.2 The Company's By-laws(2)

4.1 Indenture dated August 27, 2001 between StadetBank and Trust Company of California, N.A taustee, and the Company
(including form of 5.00% Convertible Subordinatedtdldue September 1, 2006)(3)

4.2 Registration Rights Agreement, dated as of Augg, 2001, between the Company and Goldman, Sech€o.(3)
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(1) Incorporated by reference to the Company's @dgrReport on Form 10-Q for the quarter endece B®, 2001 (File No. 0026966), filec
August 13, 2001.

(2) Incorporated by reference to the Company's fegion Statement on Form S-1 (File No. 33-9718) September 20, 1995, as
amended.

(3) Incorporated by reference to the Company'sétiReport on Form 8-K (File No. 000-26966), fileeptember 10, 2001.

(b) The Company filed a report on Form 8-K on Jldy 2001. The report contained the Company's pedsase, dated July 11, 2001,
announcing the Company's financial results forsiaeond fiscal quarter of 2001 and six-month peeioded June 30, 2001.

The Company filed a report on Form 8-K on Septenii®ei2001. The report described the Company'sasaléssuance of $125 million of
convertible subordinated notes payable due 20@@adified institutional buyers in a private placemerhe closing of the offering took place
on August 27, 2001, and resulted in net procee@ppfoximately $121.25 million to the Company. Taport also included a summary of
material provisions of the notes, the indenture thiedregistration rights agreement.
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causeddiport to be signed on its behalf by
undersigned, thereunto duly authorized.

ADVANCED ENERGY INDUSTRIES, INC.

/sl Mchael El-HIIlow

M chael El-H Il ow

Senior Vice President, Chief Financial November2(g)1 Officer (Principal Financial Officer and Rripal Accounting Officer)
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INDEX TO EXHIBITS
3.1 The Company's Restated Certificate of Incorpmmaas amended(1)
3.2 The Company's By-laws(2)

4.1 Indenture dated August 27, 2001 between StegetBank and Trust Company of California, N./A taustee, and the Company
(including form of 5.00% Convertible Subordinatedt®ldue September 1, 2006)(3)

4.2 Registration Rights Agreement, dated as of Aug@, 2001, between the Company and Goldman, $ach€o.(3)

(1) Incorporated by reference to the Company's @dgrReport on Form 10-Q for the quarter endece R®, 2001 (File No. 0026966), filec
August 13, 2001.

(2) Incorporated by reference to the Company's fegion Statement on Form S-1 (File No. 33-9718&) September 20, 1995, as
amended.

(3) Incorporated by reference to the Company'setiReport on Form 8-K (File No. 000-26966), fileeptember 10, 2001.
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