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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q
(Mark One)
[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 13@F THE SECURITIES EXCHANGE ACT OF 1934.
For the quarterly period ended March 31, 2002.
[ 1 TRANSITION REPORT PURSUANT TO SECTION 13 OR(#) OF THE SECURITIES EXCHANGE ACT OF 1934.
For the transition period from __ to
Commission file numbe000-26966

ADVANCED ENERGY INDUSTRIES, INC.

(Exact name of registrant as specified in its @rart

Delaware 84-0846841

(State or other jurisdiction of incorporation oganization) (I.LR.S. Employer Identification No
1625 Sharp Point Drive, Fort Collins, CO 80525

(Address of principal executive office (Zip Code)

Registrant’s telephone number, including area c(@#0) 221-4670

Indicate by check mark whether the registranth@s filed all reports required to be filed by Sewti3 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (orsfiech shorter period that the registrant was redquodile such reports), and (2) has been
subject to such filing requirements for the pastla@s. Yes [X] No [ ].

As of May 8, 2002, there were 32,048,731 shardBeoRegistrant’'s Common Stock, par value $0.001spare, outstanding.
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PART | FINANCIAL INFORMATION

ITEM 1. UNAUDITED FINANCIAL STATEMENTS

ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

CURRENT ASSETS
Cash and cash equivalel
Marketable securitie
Accounts receivable, n
Income tax receivabl
Inventories
Other current asse
Deferred income tax assets,

Total current asse

PROPERTY AND EQUIPMENT, ne

OTHER ASSETS
Deposits and othe
Goodwill and intangibles, ni

Demonstration and customer service equipment

Deferred debt issuance costs,

Total asset

(In thousands)

LIABILITIES AND STOCKHOLDERS ' EQUITY

CURRENT LIABILITIES:
Trade accounts payat
Accrued payroll and employee bene
Other accrued expens
Customer deposit

Current portion of capital lease obligations anay-term debt
Accrued interest payable on convertible subordohatates

Total current liabilities

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

Total liabilities
STOCKHOLDERY EQUITY

Total liabilities and stockholde’ equity

March 31, December 31,
2002 2001

(Unaudited) (Unaudited)
$ 43,80! $ 81,95t
160,99¢ 190,02:
44 ,85¢ 30,81
15,91( 15,86:
67,01¢ 45,24¢
3,651 4,17¢
11,29( 11,20(
347,52. 379,27¢
44,17¢ 31,09t
8,357 6,48
69,44 23,07
4,481 4,532
5,401 5,73¢
$479,38° $450,19!
— —
$ 16,21: $ 10,23:
9,77¢ 6,97¢
8,792 7,28¢
62 51¢
9,971 1,13(
2,167 2,69¢
46,98¢ 28,83t
18,54« —
1,05t —
434 41F
206,60( 206,60(
226,63: 207,01!
273,62: 235,85(
205,76! 214,34!
$479,38° $450,19!
| |

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

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

Three Months Ended March 31,

2002 2001
(Unaudited) (Unaudited)
SALES $ 42,88 $74,71¢
COST OF SALES 29,511 43,49
Gross profit 13,37¢ 31,22
OPERATING EXPENSES
Research and developmt 11,24¢ 12,38¢
Sales and marketir 6,751 6,62¢
General and administratiy 6,79¢ 6,17¢
Litigation recovery — (1,500
Total operating expens 24,797 23,69:
(LOSS) INCOME FROM OPERATION: (11,429 7,531
OTHER (EXPENSE) INCOME (1,997 187
Net (loss) income before income taxes and minaniggrest (13,420 7,71¢
(BENEFIT) PROVISION FOR INCOME TAXE! (4,697) 2,68¢
MINORITY INTEREST IN NET LOSS — (65)
NET (LOSS) INCOME $ (8,729 $ 5,094
| |
BASIC (LOSS) EARNINGS PER SHAR $ (0.29) $ 0.1¢
L] |
DILUTED (LOSS) EARNINGS PER SHAR $ (0.29) $ 0.1¢
| |
BASIC WEIGHTEC-AVERAGE COMMON SHARES OUTSTANDINC 31,87 31,547
| |
DILUTED WEIGHTED-AVERAGE COMMON SHARES OUTSTANDINC 31,87 32,181
L] |

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

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

CASH FLOWS FROM OPERATING ACTIVITIES
Net (loss) incomi

Adjustments to reconcile net (loss) income to mshc(used in) provided by

operating activitie—
Depreciation of property and equipmi

Amortization of intangibles and demonstration andtomer service equipme

Amortization of deferred debt issuance ct
Amortization of deferred compensati
Minority interest

(Benefit) provision for deferred income tay

Changes in operating assets and liabilities (neseéts and liabilities acquire—

Accounts receivable, n

Inventories

Other current asse

Deposits and othe

Demonstration and customer service equipr
Trade accounts payak

Accrued payroll and employee bene
Customer deposits and other accrued expe
Income taxes payable/receivable,

Net cash (used in) provided by operating activi

CASH FLOWS FROM INVESTING ACTIVITIES
Marketable securities transactic
Purchase of property and equipment,
Investments and advanc
Acquisition of Aera Japan Limited, net of cash doepli
Acquisition of Dressler HF Technik GmbH, net of lsacquirec
Acquisition of Engineering Measurements Company ofieash acquire

Net cash used in investing activiti
CASH FLOWS FROM FINANCING ACTIVITIES
Net change from notes payable and capital leasgatizins
Proceeds from common stock transacti
Net cash used in financing activiti

EFFECT OF CURRENCY TRANSLATION ON CAS

DECREASE IN CASH AND CASH EQUIVALENT®
CASH AND CASH EQUIVALENTS, beginning of peric

CASH AND CASH EQUIVALENTS, end of perio

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

Cash (received) paid for income taxes,

Three Months Ended March 31,

2002 2001
(Unaudited) (Unaudited)
$ (8,729 $ 5,09/

2,85¢ 2,391

1,031 1,591

33t 123
131 131
— (65
(72) 73
(4,720 15,50¢
(1,550) (6,079
1,09t (86€)
164 12C

(234 (84€)

3,67( (2,527)

(15€) (2,994

(1,635 69€
(1,086) (6,770
(8,889 5,581
29,14: 28,43
(2,305) (6,477
(1,589 (592)
(35,689 —
(16,070) —

— (29,937
(26,505 (8,560)
(3,150 (384)

50¢ 19¢

(2,64)) (185)

(119 (2,779

(38,159 (4,949

81,95t 31,71¢
$ 43,80: $ 26,77
— —
$ 3,49: $ 95
I I
$ (2,079 $ 9,23¢
— —

The accompanying notes to condensed consolidataddial statements

are an integral part of these condensed consotidatgements
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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 accompanyimgudited condensed consolidated balance shetnents of operations and cash fl
contain all adjustments necessary to present fdigyfinancial position of Advanced Energy Indwesrilnc., a Delaware corporation, and its
wholly owned and controlled subsidiaries (the “Camg’) at March 31, 2002 and December 31, 2001 thadesults of the Company’s
operations and cash flows for the three-month perended March 31, 2002 and 2001.

The unaudited financial statements presenteeim have been prepared in accordance with theigt®ns to Form 10-Q and do not
include all the information and note disclosuresuieed by accounting principles generally accejitettie United States. The financial
statements should be read in conjunction with tiiitad financial statements and notes thereto ewdan the Company’s Annual Report on
Form 10-K for the year ended December 31, 2004d fllarch 25, 2002.

The preparation of the Company’s condensedal@ated financial statements requires the Compangnagement to make certain
estimates and assumptions that affect the amoeptsted and disclosed in the condensed consolidiagtkial statements and accompan:
notes. Actual results could differ from those esties.

(2) ACQUISITIONS

DRESSLER -On March 28, 2002, the Company completed its adopnsof Dressler HF Technik GmbH (“Dressler”), avately owned
Stolberg, Germanyased provider of power supplies and matching nétsydor a purchase price of approximately $17imill The Compan
may pay an additional $3 million if Dressler acl@s\certain key business objectives by March 303200

The Company believes that Dressler will expdredCompany’s product offerings to customers engbmiconductor, data storage, and flat
panel equipment markets due to its strong powedyarioportfolio that includes a wide range of povesels and RF frequencies. In addition,
with inroads already made into the laser and médieakets, Dressler will be used to explore newkeagopportunities for the Company.
Dressler will also strengthen the Company’s presém¢he European marketplace. Dressler has stedationships with many European
customers, who look to Dressler for strong tecHrdepability, quality products, and highly respamescustomer service. The Company also
expects to achieve synergies in product technolpgduction efficiency, logistics and worldwide @ee.

The acquisition was accounted for using thelpase method of accounting in accordance with SNASL41, “Business Combinations.”
Because the acquisition was transacted on thélasstess day of the first quarter of 2002, theeenar operating results of Dressler reflected
in the accompanying condensed consolidated finhsizitements. The assets acquired and liabilisssraed were recorded at initial estimi
fair values as determined by the Company’s managgrhased on information currently available. Thechase price was tentatively
allocated to the net assets of Dressler as sumeabbelow:

(In thousands)

(Unaudited)
Cash and cash equivalel $ 68C
Accounts receivabl 1,71¢
Inventories 1,05¢
Other current asse 83
Fixed asset 26C
Gooduwill and intangible 14,49(
Other asset 19
Accounts payabl (319
Accrued payrol (39
Other accrued expens (479
Income taxes payab (72%)
$16,75(
|
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This allocation is subject to adjustment as@ompany completes its evaluation of the fair @alfithe assets acquired and liabilities
assumed. The excess purchase price over the estiifizséit value of tangible net assets acquired Wasaed to goodwill and intangibles. The
further allocation to each of these two categdn&s not yet been determined. Due to the acquisitenrring on the last day of the first
quarter of 2002, there would have been no impat¢hemesults of operations from any associated tration had any amortizable assets
been identified. The Company will review these &sBethe future for impairment.

Prior to the combination, there were matdrahsactions between the Company and Dresslerdh a0d the first three months of 2002. In
2001, the Company purchased approximately $2 mitibinventory from Dressler, and Dressler purcHesgproximately $200,000 of
inventory from the Company. In the first three nfenof 2002, the Company purchased approximatel® $80 of inventory from Dressler.

AERA— On January 18, 2002, the Company completed gaisition of Aera Japan Limited (“Aera”), a privatéeld Japanese
corporation. The acquisition was effected throdgh@ompany’s wholly owned subsidiary, Advanced gpe&apan K.K. (“AE-Japan”),
which purchased all of the outstanding stock oféA@he aggregate purchase price paid by AE-Japarbwa billion Japanese yen
(approximately $44 million, based upon an exchaage of 130:1), which was funded from the Compaiayailable cash. In connection with
the acquisition, AE-Japan assumed approximatelyn®iibn of Aera’s debt. Aera, which is headquaegin Hachioji, Japan, has
manufacturing facilities there and manufacturirades and service offices in Austin, Texas; Dres@armany; Edinburgh, Scotland; and
Bundang, South Korea; and sales and service offickgrchheim, Germany; and Hshinchu, Taiwan. Asugplies the semiconductor capital
equipment industry with product lines that inclutigital mass flow controllers, pressure-based rflasscontrollers, liquid mass flow
controllers, ultrasonic liquid flow meters and liqwapor delivery systems.

The Company believes that Aera provides ibwaikey leadership position in the gas deliverykafrsince Aera’s products are recognized
by semiconductor equipment manufacturers and dewaleers around the world for their consistent lpghformance and dependability. In
addition, Aera provides a solid platform for thengmany in Asia, centered in Japan, that will helppsart the Company’s combined products
more efficiently, while providing the critical maks co-development with the Company’s customerasia. Aera’s products expand the
Company’s offering of critical sub-system solutidhat enable the plasma-based manufacturing prasessin the manufacture of
semiconductors. The Company’s current product mffeincludes components for power delivery and mdntemote plasma clean,
temperature sensing, temperature management, priosisimentation, and an emerging technology iestflaw control acquired through 1
purchase of Engineering Measurements Company umadp2001.

The acquisition was accounted for using thelpase method of accounting in accordance with SRASL41, “Business Combinations,”
and the operating results of Aera are reflectatiénaccompanying condensed consolidated finaneisdraents prospectively from the date of
acquisition. The assets acquired and liabilitissiaeed were recorded at initial estimated fair vala® determined by the Company’s
management based on information currently availdtiie purchase price was tentatively allocatedh¢ortet assets of Aera as summarized
below:

(In thousands)

(Unaudited)
Cash and cash equivalel $ 8,27¢
Marketable securitie 11&
Accounts receivabl 8,40¢
Inventories 19,24:
Other current asse 53C
Fixed asset 13,38¢
Goodwill and intangible 32,66(
Other asset 427
Accounts payabl (2,38%)
Accrued payrol (2,929
Other liabilities (33,770
$ 43,96¢
.|

There were no transactions between the ComaadyAera prior to the combination. The excesshmse price over the estimated fair
value of tangible net assets acquired was allodatgdodwill and intangibles. The Company antiagsahat approximately 60% of the total
amount of acquired intangibles will be allocatectaortizable intangibles, with a weighted-averagtéreated useful life of seven years. The
Company will review these assets in the futurarfgrairment.
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Had this combination occurred on January D,12¢he pro forma, unaudited, combined resultspefrations for the Company and Aera for
the first three months of 2001 would have genereggdnue of approximately $104 million, net incoofi@pproximately $8 million and basic
and diluted earnings per share of $0.25.

EMCO— On January 2, 2001, Engineering Measurements @oyn(YEMCQO”), a publicly held, Longmont, Colorad@sed manufactur
of electronic and electromechanical precision imsgnts for measuring and controlling the flow gliids, steam and gases, was merged with
a wholly owned subsidiary of the Company. The Comypgzaid the EMCO shareholders cash in an aggregateint of approximately
$30 million. In connection with the acquisitionet@ompany issued stock options to purchase appeab&in71,000 shares of its common
stock for the assumption of outstanding, fully eesbptions for EMCO common stock. The fair valuéhaf options granted was estimated by
the Company (using the Black-Scholes option pricmaylel) to be approximately $1.1 million.

The acquisition was accounted for using thelpase method of accounting, and the operatindtsesSUEMCO are reflected in the
accompanying condensed consolidated financialmattés prospectively from the date of acquisitione Bssets acquired and liabilities
assumed were recorded at estimated fair valuestasntined by the Company’s management based omiatmn available and on
assumptions as to future operations. The Compatairaa independent appraisals of the fair valugh@ficquired property, plant and
equipment, and identified intangible assets, api tlemaining useful lives. The purchase price allcated to the net assets of EMCO as
summarized below:

(In thousands)

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

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

LITMAS— During 1998 the Company acquired a 29% ownerstigrest in LITMAS, a privately held, North Cardditbased start-up
company that designs and manufactures plasma géanadnt systems and high-density plasma sourcespdichase price consisted of
$1 million in cash. On October 1, 1999, the Compatgyuired an additional 27.5% interest in LITMAS &m additional $560,000. The
purchase price consisted of $385,000 in the Compaiyynmon stock and $175,000 in cash. The acquisitias accounted for using the
purchase method of accounting and resulted in $8B3llocated to intangible assets as goodwill. fHselts of operations of LITMAS have
been consolidated in the accompanying condensesbtidated financial statements from the date therotling interest of 56.5% was
acquired. On October 1, 2000, the Company acquainegidditional 3.0% interest in LITMAS for an addital $250,000, bringing the
Company’s ownership interest in LITMAS to 59.5%.
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On April 2, 2002, the Company completed itguasition of the 40.5% of LITMAS that it did notgriously own, by issuing approximately
120,000 shares of the Compasigommon stock valued at approximately $3.8 millexmd approximately $400,000 of cash. The acqgaisibf
all the minority interest in LITMAS will result inpproximately $4 million of additional identifiabietangible assets and goodwill.

(3) MARKETABLE SECURITIES

MARKETABLE SECURITIE®nsisted of the following:

March 31, December 31,
2002 2001
(Unaudited) (Unaudited)
(In thousands)

Commercial pape $136,31¢ $172,50¢
Municipal bonds and note 18,67¢ 12,62:
Institutional money marke 6,00/ 4,89t
Total marketable securiti¢ $160,99¢ $190,02:

| |

These marketable securities are stated aigpend market value, which are equal to their ndbcosts plus accrued interest income.

(4) ACCOUNTS RECEIVABLE

ACCOUNTS RECEIVABLéonsisted of the following:

March 31, December 31,
2002 2001
(Unaudited) (Unaudited)
(In thousands)
Domestic $16,32¢ $13,46:
Foreign 25,057 14,457
Allowance for doubtful accoun (1,357 (1,049
Trade accounts receivak 40,02¢ 26,87:
Related partie 15€ 23
Other 4,67¢ 3,91¢
Total accounts receivab $44,85¢ $30,81:
| |
(5) INVENTORIES
INVENTORIESonsisted of the following:
March 31, December 31,
2002 2001
(Unaudited) (Unaudited)
(In thousands)

Parts and raw materiz $43,30¢ $31,27:
Work in proces: 4,66¢ 2,521
Finished good 19,04¢ 11,45¢
Total inventories $67,01¢ $45,24¢
| |

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

computed on a first-in, first-out basis. Invent@expensed as cost of sales upon shipment of ptodu

9
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(6) STOCKHOLDERS' EQUITY

STOCKHOLDERS' EQUIT¥onsisted of the following:

March 31, December 31,
2002 2001
(Unaudited) (Unaudited)

(In thousands, except par value)

Common stock, $0.001 par value, 55,000 shares ariolp 32,013 and 31,848 shares

issued and outstanding, respectiv $ 32 3 32
Additional paic-in capital 132,20° 131,69¢
Retained earning 76,86¢ 85,59:
Deferred compensatic (963) (1,099
Unrealized holding gains on availa-for-sale securitie 1,40¢ 1,25
Cumulative translation adjustmel (3,789 (3,140
Total stockholder equity $205,76! $214,34!

I L]

(7) DEFERRED COMPENSATION

During 1999, prior to its acquisition by ther@pany, a shareholder of the Company’s wholly owsdasidiary, Sekidenko, Inc.
(“Sekidenko”), granted employees options underegxisting arrangement to purchase shares of hisnconstock already outstanding at
exercise prices below fair market value. Under éigiseement, 29,700 and 34,250 of such options earecised in 1999 and 2000,
respectively. These options result in the Compaepgnizing $109,000 as compensation expense owdotin-year vesting period related to
the 1999 purchases, and $1,995,000 as compensafense over the four-year vesting period relaigtie 2000 purchases. Compensation
expense of approximately $131,000 related to thesehases was recognized in the first three masftB902 and the first three months of
2001. These amounts are presented as a reductinaholders’ equity, and the remaining amourdeferred compensation of $963,000 as
of March 31, 2002 is being amortized over the fgear vesting period of the related stock options.

(8) ACCOUNTING POLICIES

COMPREHENSIVE INCOME- Comprehensive income for the Company consistebfloss) income, unrealized holding gain (loss) o
available-for-sale securities and foreign curremapslation adjustments as presented below:

Three Months Ended Three Months Ended

March 31, 2002 March 31, 2001
(Unaudited) (Unaudited)
(In thousands)
Net (loss) income, as report $(8,729) $ 5,09«
Adjustment to arrive at comprehensive net (losspine:
Unrealized holding gain (loss) on availe-for-sale marketable securiti 151 (207)
Cumulative translation adjustmel (648 (1,779
Comprehensive net (loss) incol $(9,22() $ 3,10¢
| |

SEGMENT REPORTING- The Company operates in one segment for the raatwre, marketing and servicing of key subsystams f
vacuum process systems. In accordance with SFAS3dg."Disclosures About Segments of an Enterfais® Related Information,” the
Company’s chief operating decision maker has béentified as the Office of the Chief Executive ©ffi, which reviews operating results to
make decisions about allocating resources andsisggzerformance for the entire company. SFAS 84, Which is based on a management
approach to segment reporting, establishes reqaimento report selected segment information qugréerd to report annually entity-wide
disclosures about products and services, majoorests, and the countries in which the entity hohdderial assets and reports revenue. All
material operating units qualify for aggregatioenSFAS No. 131 due to their similar customer lzame

10
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similarities in: economic characteristics; natuf@imducts and services; and procurement, manufagtand distribution processes. To report
revenues from external customers for each procutsarvice or group of similar products and sewvizeuld be impracticable. Since the
Company operates in one segment, all financiarmétion required by SFAS No. 131 can be found enabcompanying condensed
consolidated financial statements.

DERIVATIVE INSTRUMENT-S- In June 1998, the FASB issued SFAS No. 133, “Aioting for Derivative Instruments and Hedging
Activities.” The Company adopted SFAS No. 133, meaded by SFAS No. 137, on January 1, 2001. SFAS8®establishes accounting
and reporting standards for derivative instrumanis for hedging activity by requiring all derivagivto be recorded on the balance sheet as
either an asset or liability and measured at fa@irvalue. Changes in the derivatigdair value will be recognized currently in eagsgrunles:
specific hedging accounting criteria are met. SIS 133 also establishes uniform hedge accountiitgyia for all derivatives. The
Company did not seek specific hedge accountingnivesat for its foreign currency forward contractsg$elow). The adoption of SFAS
No. 133 did not have a material impact on the Cang's financial condition or results of operations.

The Company’s subsidiary AE-Japan entersfioreign currency forward contracts to buy U.S. dlto mitigate currency exposure from
its payable position arising from trade purchasesiatercompany transactions with its parent. Epreiurrency forward contracts reduce the
Company'’s exposure to the risk that the eventuatagh outflows resulting from the purchase of pitsl denominated in other currencies
will be adversely affected by changes in exchaaggst Foreign currency forward contracts are edtiete with a major commercial Japan
bank that has a high credit rating, and the Complam®g not expect the counterparty to fail to mesedhligations under outstanding contracts.
Foreign currency gains and losses under the abhoaegements are not deferred. The Company genenatiyrs into foreign currency forward
contracts with maturities ranging from four to digionths, with contracts outstanding at March IM2maturing through July 2002. All
forward contracts are held until maturity. At Mar@h, 2002, the Company held foreign forward excleacantracts with notional amounts of
$3.5 million and market settlement amounts of $8ifon for an unrealized gain position of $200,00@t has been included in foreign
currency (loss) gain in the accompanying consatidatatements of operations.

REVENUE RECOGNITION- The Company recognizes revenue upon shipmetd ef/stems and spare parts, at which time titlegms
to the customer, as its shipping terms are FOBp&hgppoint.

The Company has an arrangement with one afidigr customers, a semiconductor capital equipmmamtufacturer, in which completed
systems are shipped to the customer and held by ¢imea consignment basis. The customer draws sggtem this inventory as needed, at
which time title passes to the customer and the fizmy recognizes revenue. The customer is subjébet@ompany’s normal warranty
policy for repair of defective systems.

In some instances the Company delivers systermgstomers for evaluation purposes. In thessngaments, the customer retains the
systems for specified periods of time without cotmmeint to purchase. On or before the expiratiomefdvaluation period, the customer ei
rejects the system, and returns it to the Companggccepts the system. Upon acceptance, title passbe customer, the Company invoices
the customer for the system, and revenue is rezednPending acceptance by the customer, suchhsystie reported on the Company’s
balance sheets at an estimated value based oovtbe df cost or market, and are included in the @amefor demonstration and customer
service equipment, net of accumulated depreciation.

BUSINESS COMBINATIONS, INTANGIBLE ASSETS AND GOQDWA In June 2001, the FASB issued SFAS No. 141, “Bess
Combinations” and SFAS No. 142, “Goodwill and Oth#angible Assets.” These statements prohibit ipgedf-interests accounting for
transactions initiated after June 30, 2001, rechieeuse of the purchase method of accountinglfeaombinations 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 amortizgaraviously
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required by APB Opinion No. 17, “Intangible Ass&tertain other intangible assets with indefinites, if present, may also not be
amortized. Instead, goodwill and certain intangdsets will be subject to periodic (at least ahjrteats for impairment and recognition of
impairment losses in the future could be requiraskld on a new fair value-based methodology for umasimpairments prescribed by these
pronouncements. The revised standards includeiticansules and requirements for identification|uation and recognition of a much
broader list of intangibles as part of businesshioations than prior practice, most of which wititinue to be amortized. The Company’s
prospective financial statements may be signifiyaadfected by the results of future periodic tdstsimpairment. The accompanying
condensed consolidated financial statements foqiagter ended March 31, 2002 reflect the cessafiamortizing EMCO goodwill, which
was approximately $800,000 per quarter, as wethaspplication of the new guidelines to the Aard Bressler transactions.

LONG-LIVED ASSETS- In October 2001, the FASB issued SFAS No. 144c@unting for the Impairment or Disposal of Longxbd
Assets.” SFAS No. 144 supersedes SFAS No. 121,déaiing for the Impairment of Long-Lived Assets dadLong-Lived Assets to be
Disposed Of,” and addresses financial accountimgraporting for the impairment of long-lived assatsl for long-lived assets to be disposed
of. The Company is in the process of assessingffeet of adopting SFAS No. 144, which will be effige for the Company’s fiscal year
ending December 31, 2002.

EARNINGS PER SHARE Basic Earnings Per Share (“EPS”") is computedibiglithg income available to common stockholdergtoy
weighted-average number of common shares outstgualdiring the period. The computation of diluted E®Similar to the computation of
basic EPS except that the numerator is increasiedtliade certain charges which would not have heeuarred, and the denominator is
increased to include the number of additional comistrares that would have been outstanding (usagrélasury stock and if-converted
methods), if securities containing potentially tile common shares (convertible notes payablepoptand warrants) had been converted to
such common shares, and if such assumed convésgidntive. Due to the Company’s net loss for theee months ended March 31, 2002,
basic and diluted EPS are the same, as the assuanedrsion of all potentially dilutive securitie®wd be anti-dilutive. Potential shares of
common stock issuable under these securities athvzitr, 2002 were approximately 2,400,000 sharesmwimon stock issuable under optic
and warrants for common stock and 5,838,000 stedresmmon stock issuable upon conversion of subatdd notes payable.

The following is a reconciliation of the nuratars and denominators used in the calculatiorasictand diluted EPS for the three months
ended March 31, 2002 and 2001:

Three Months Ended Three Months Ended
March 31, 2002 March 31, 2001
Net Per share Net Per share
(Loss) Shares Amount Income Shares Amount

(In thousands, except per share data)
Basic EPS
Net (loss) income attributable to common stock
share amount $(8,727) 31,87« $(0.27)  $5,09¢ 31,54° $0.1€
Dilutive securities
Stock options — — — — 64C —
Convertible subordinated de — — — — — —

Diluted EPS;
Net (loss) income attributable to common stock
assumed share amou $(8,727) 31,87« $(0.27)  $5,09¢ 32,18 $0.1€

RECLASSIFICATIONS- Certain prior period amounts have been reclasbifs conform to the current period presentation.
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(9) SYMPHONY SYSTEMS, INC.

Beginning in April 2000, the Company made péic advances to and investments in Symphony Sgstern. (“Symphony”), a privately
held, early-stage developer of equipment produgtivianagement software. In addition to the apprexaty $8 million from the Company as
investments, advances and license payments, Sympbaoeived investments of $7 million from otherts. In 2000, the Company obtained
an exclusive license, for which the Company paid $iillion, to use Symphony’s products in the semuuctor industry. In connection with
certain of the Company’s advances in 2001, it oleighia security interest in all of Symphony’s irgetlal and proprietary property.

Beginning in the third quarter of 2001, andtiouing through the end of the year, Symphonyiaficial situation began to deteriorate
significantly, and the Company determined that @u8ymphony’s need for immediate liquidity, its tieing business prospects (including
the indefinite postponement of a significant orfiberits products from a major semiconductor equiptmeanufacturer) and other factors, the
value of the Company’s investment in and advane&ytmphony had substantially declined. Given tleearious financial condition of
Symphony, the Company valued its investments inaivéinces to Symphony at December 31, 2001, ab=ppately $1 million, which
reflects its assessment of the estimated valueeoSymphony technology license, which has contmuadue to the Company. The amount of
the impairment related to Symphony was $6.8 millehof which was recorded in 2001 as an operagixgense.

Symphony effectively ceased operations in &atyr 2002. The Company has hired its key employaasacquired Symphony’s remaining
assets in a foreclosure and liquidation sale ofi sssets on April 2, 2002. During the first threantins of 2002, the Company advanced
approximately $700,000 to Symphony in order to gebthe value of the assets that secured the Corigpamies receivable. At no time prior
to the foreclosure and liquidation sale did the @any’s percentage ownership in the voting stocRyhphony exceed approximately 1.7%,
and the Company did not have the ability to exersignificant influence over Symphony.

(10) RESTRUCTURING

The Company recorded $3,070,000 of restruzgucharges in 2001, primarily associated with réduas in force to respond to the
downturn in the semiconductor capital equipmentsid/ and the global economy. The Company’s resiring plans and associated costs
consisted of $2,124,000 to terminate 330 emplogeds$946,000 to close three facilities. These asste recorded in the Company’s
consolidated statements of operations as “RestingtiCharges” as a component of operating expenses.

The employee termination costs of $2,124,@@0uded severance benefits and notice pay. Allitstions and termination benefits were
communicated to the affected employees prior toedxer 31, 2001, and severance benefits are expechedpaid in full in 2002. The
affected employees were all part of the Company$. dperations and included full-time permanenttantporary employees, and consisted
primarily of manufacturing and administrative pansel.

At March 31, 2002, outstanding liabilitiesatd to the 2001 restructuring charges were apmpiately $441,000, and were reported as part
of “Other Accrued Expenses” on the accompanyingleased consolidated balance sheets.

The facility related costs of $946,000 redlifidm the phase out the Company’s Austin, Texasufecturing facility to begin outsourcing
the assembly of certain DC power products; thesitiem of its Voorhees, New Jersey facility froormanufacturing site to a design center;
the closure of the manufacturing and office faieifitof the Company’s wholly owned subsidiary, Né#didings, Inc. (“Noah”), in San Jose,
California, due to the transfer of the manufactyrperations of Noah to
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Vancouver, Washington, to be co-located with SeMide These costs accrued reflect payments requirddr operating lease contracts and
costs for writing down related leasehold improvetaeat facilities.

The Company also recorded a $1,000,000 resting charge in 2000 related to the terminatioemiployees associated with its wholly
owned subsidiary Tower Electronics, Inc. (“Toweri)Fridley, Minnesota, and charges related to olgshat facility. This restructuring was
completed in the fourth quarter of 2000. As of Deber 31, 2001, approximately $80,000 related t® ths$tructuring had not been utilized.
Approximately $43,000 of this restructuring chargkated to the lease of the facility was still ¢atgling as of March 31, 2002.

The following table summarizes the componeitse restructuring charges, the payments andcash-charges, and the remaining acc
as of March 31, 2002 and 2001:

Employee Severance Facility Total
and Termination Closure Restructuring
Costs Costs Charges

(In thousands)

Accrual balance December 31, 2( $ 301 $174 $ 47%
| | |
Payments in the first quarter of 20 (259 (24) (277)
Accrual balance March 31, 201 $ 48 $ 15C $ 19¢
| | |
Second quarter 2001 restructuring che 614 — 614
Fourth quarter 2001 restructuring cha 1,51C 94¢€ 2,45¢
Payments in the last three quarters of 2 (1,207%) (639 (1,847
Accrual balance December 31, 2( $ 96F $ 462 $1,425
| | |
Payments in the first quarter of 20 (842) (107) (943
Accrual balance March 31, 201 $ 12¢ $ 361 $ 484
| | |

(11) CONVERTIBLE SUBORDINATED NOTES PAYABLE

In November 1999, the Company issued $135mmibbf 5.25% convertible subordinated notes. Thestes mature November 15, 2006,
with interest payable on May 15th and November Eaith year beginning May 15, 2000. Net proceedissa@Company were approximately
$130.5 million, after deducting $4.5 million of effng costs, which have been capitalized and arglsmortized as additional interest
expense over a period of seven years. Holderseafidbes may convert the notes at any time intceshafrthe Company’s common stock, at
$49.53 per share. The Company may redeem the ootesafter November 19, 2002 at a redemption pfcE03.00% times the principal
amount, and may redeem at successively lesser aseneafter until November 15, 2006, at whichetitthe Company may redeem at a
redemption price equal to the principal amountMarch 31, 2002, approximately $1.6 million of irdet expense related to these notes was
accrued as a current liability, and is reportetifasrued Interest Payable on Convertible Subordiddtiotes” on the accompanying
condensed consolidated balance sheets.

In October and November 2000, the Companyrotyased an aggregate of approximately $53.4 mipidgmcipal amount of its 5.25%
convertible subordinated notes in the open mafieg 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 favier&dr such purposes.

In August 2001, the Company issued $125 milbd5.00% convertible subordinated notes. Thesesnmature September 1, 2006, with
interest payable on March 1st and September Jssaa@if year beginning March 1, 2002. Net proceetlset@ompany were $121.25 million,
after deducting $3.75
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million of offering costs, which have been capitall and are being amortized as additional intengstnse over a period of five years.
Holders of the notes may convert the notes at iamy before maturity into shares of the Companyigcmn stock at a conversion rate of
33.5289 shares per each $1,000 principal amoumbtef, equivalent to a conversion price of appraxaly $29.83 per share. The conversion
rate is subject to adjustment in certain circumstanThe Company may redeem the notes, in whatepart, at any time before Septembe
2004, at specified redemption prices plus accruedumpaid interest, if any, to the date of redeawpif the closing price of the Company’s
common stock exceeds 150% of the conversion phige in effect for at least 20 trading days withipesiod of 30 consecutive trading days
ending on the trading day before the date of nmitihthe provisional redemption notice. Upon angvisional redemption, the Company will
make an additional payment in cash with respetttaaotes called for redemption in an amount etu&lL50.56 per $1,000 principal amount
of notes, less the amount of any interest paichembte. The Company may also make this additipaainent in shares of its common stock,
and any such payment will be valued at 95% of tlexage of the closing prices of the Company’s comistock for the five consecutive
trading days ending on the day prior to the redenptate. The Company will be obligated to makedditional payment on all notes called
for provisional redemption. The Company may alstesm the notes from September 4, 2004 through ABJuL005 at 102% times the
principal amount, from September 1, 2005 througlyust 31, 2006 at 101% times the principal amourd,thereafter at 100% of the
principal amount. The notes are subordinated t@Cin@pany’s present and potential future senior,deld are effectively subordinated in
right of payment to all indebtedness and otheiilliads of the Companyg subsidiaries. At March 31, 2002, approximatelg®B00 of interes
expense related to these notes was accrued asatdiability, and is reported as “Accrued IntérBayable on Convertible Subordinated
Note¢” on the accompanying condensed consolidated balsineets. This liability includes approximately $®8D of liquidated damages due
to the Registration Statement on Form S-3 thasseeiated with these notes not being effectives Ragistration Statement became effective
on May 6, 2002, and the Company accrued liquiddsedages through that date, for total liquidatedalges of approximately $63,000.

(12) LITIGATION RECOVERY

In March 2001, the Company received a $1.5ianikettlement for recovery of legal expensesagiririg to a patent-infringement suit in
which the Company was the plaintiff.

(13) COMMITMENTS AND CONTINGENCIES

The Company is involved in disputes and legdions arising in the normal course of its busindfie Company does not believe that the
ultimate resolution of such litigation will havenzaterial adverse effect on the Company’s finarisiition, results of operations or cash
flows. The Company accrues loss contingencies mmection with its litigation when it is probableatta loss has occurred and the amount of
the loss can be reasonably estimated.
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ITEM 2. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS
Special Note on Forward-Looking Statements

The following discussion contains, in addittorhistorical information, forward-looking statents, within the meaning of Section 27A of
the Securities Act of 1933, as amended, and Se2fiéof the Securities Exchange Act of 1934, asraleé. Statements that are other than
historical information are forward-looking staterteeri-or example, statements relating to our beletpectations and plans are forward-
looking statements, as are statements that cextéions, conditions or circumstances will contingerward-looking statements involve risks
and uncertainties. As a result, our actual reso#yg differ materially from the results discussedhie forward-looking statements. Factors that
could cause or contribute to such differences overany forward-looking statements, by hindsightyé overly optimistic or unachievable,
include, but are not limited to the following:

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

. the timing and nature of orders placed by majotausrs;

. changes in custome¢ inventory management practici

. customer cancellations of previously placed ordeid shipment delay
. pricing competition from our competitor

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

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

. costs incurred by responding to specific featuguests by customer

. declines in macroeconomic conditiol

. timing and challenges of integrating recent aneépial future acquisitions and strategic allian@es]

. our ability to attract and retain key personi

For a discussion of these and other factors thgtimpact our realization of our forward-looking teiments, see our Annual Report on
Form 10-K for the year ended December 31, 200dd fllarch 25, 2002, Part | “Cautionary StatementRisk Factors.”
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New risk factors emerge from time to time, &rid not possible for management to predict aditsrisk factors, nor can it assess the impact
of all such risk factors on its business, or theeeixto which any factor, or combination of factarsy cause actual results to differ materially
from those contained in any forward-looking statataeOur expectations, beliefs and projectionseapressed in good faith and are believed
to have a reasonable basis. However, we make noaag® that such expectations, beliefs or projestisill be achieved.

Because of the risks and uncertainties, imvesthould not place undue reliance on forwardilupktatements as a prediction of actual
results. We have no obligation or intent to relgagdalicly any revisions to any forward-looking statents, whether as a result of new
information, future events, or otherwise.

Results of Operations for the Three Months Ended Mech 31, 2002 and 2001
SALES

We design, manufacture and support a grolkgpsubsystems for vacuum process systems. Ouaprisubsystems include complex
power conversion and control systems. Our prodalsts control the flow of gases into the processitiers and provide thermal control and
sensing within the chamber. Our customers use matygts in plasma-based thin-film processing eqeipithat is essential to the
manufacture of semiconductors; compact disks, D¥x$other digital storage media; flat-panel compatel television screens; coatings for
architectural glass and optics; and power supftieadvanced technology computer workstations. We sell spare parts and repair services
worldwide through our customer service and techrsgpport organization.

We provide solutions to a diversity of markait&l geographic regions. However, we are focusdti@semiconductor capital equipment
industry, which accounted for approximately 64%oof sales in the first three months of 2002 and @8%e first three months of 2001. We
expect future sales to the semiconductor capitaipagent industry to represent approximately 55%0% of our total revenue, depending
upon the strength or weakness of industry cycles.

Sales were $42.9 million in the first threentis of 2002 and $74.4 million in the first threenths of 2001, representing a decrease of
43% from the first three months of 2001 to thetfilsee months of 2002. Sales in the first threatm® of 2002 included $6.7 million from
Aera Japan Limited, which we acquired on Januan2082. Excluding the
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Aera sales, the decrease was 52%. The revenueadeaame primarily from the semiconductor capiaigment industry, which is presen
experiencing the longest and most pronounced dawimundustry history.

The decrease in year over year sales wasodihe significant worldwide downturn in demand thgbout the semiconductor and
semiconductor capital equipment markets. This ilijain the semiconductor industry impacted ovenavestment activities, which led to
semiconductor manufacturers purchasing less cagitapment in the first three months of 2002 whemgared to the first three months of
2001. The semiconductor industry is highly cycliaatl is impacted by changes in the macroeconomicagmment, changes in semiconduc
supply and demand, and rapid technological advandesth semiconductor devices and wafer fabricaimcesses. Inventory buildups,
slower than expected personal computer sales amegsblobal economic growth resulted in reducedtabmvestment by semiconductor
manufacturers and their suppliers. We also hadfiigntly lower sales to the flat panel display adlVanced product applications markets in
the first three months of 2002 when compared tdithethree months of 2001 due to macroeconomiaitmns.

The following tables summarize net sales ardgntages of net sales by customer type for tieetmonth periods ended March 31, 2002
and 2001:

Three Months Ended March 31,

2002 2001

(In thousands)

Semiconductor capital equipme $27,56( $51,04"
Data storagt 2,18:¢ 2,19¢
Flat panel displa 2,047 6,71(
Advanced product applicatiol 7,03¢ 10,97¢
Customer service technical supp 4,05¢ 3,78¢
$42,88" $74,71¢

I I

Three Months Ended March 31,

2002 2001
Semiconductor capital equipme 64% 68%
Data storag: 5 3
Flat panel displa 5 9
Advanced product applicatiol 16 15
Customer service technical supp 10 5

100% 100%

| |

The following table summarizes annual perag@tzhanges in net sales by customer type for ns fine three-month period ended
March 31, 2001 to the three-month period ended M&dg 2002:

First three months of
2002 change from firs
three months of 2001

Semiconductor capital equipme (46)%
Data storag: (1)%
Flat panel displa (69)%
Advanced product applicatiol (36)%
Customer service technical supp 7%
Total sales (43)%
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The following tables summarize net sales ardgntages of net sales by geographic region éthitee-month periods ended March 31,
2002 and 2001:

Three Months Ended March 31,

2002 2001
(In thousands)

United States and Cana $ 26,75 $ 52,79¢
Europe 5,592 8,61
Asia Pacific 10,47: 13,09:
Rest of world 71 211
$ 42,887 $ 74,71
[ | [ |

Three Months Ended March 31,

2002 2001
United States and Cana 62% 71%
Europe 13 12
Asia Pacific 25 17
Rest of world — —
10C% 10C%
| |

GROSS MARGIN
Our gross margin was 31.2% in the first thremths of 2002 and 41.8% in the first three monfz001.
The major items affecting the reduction in margin in the first three months of 2002 were:

. The adverse impact of much lower sales on therptien of higher year over year fixed overheadstétically, the rapid changes in
industry demand have resulted in significant insesan manufacturing capacity during upturns foldvby severe underutilization
of these facilities in subsequent downtui

. The industry is moving to 300mm equipment andlenkne widths. These technology changes requéne products that we have
developed or are developing. Typical of productiyeda their life cycle and at low production legethese products have lower
margins than our established products. Margindesd products should improve throughout 2!

. Writedowns of excess and obsolete inventory noéteacerbated by industry cycles, and warranty esgein excess of historical
rates related to certain products, which requitdgb&ntial rework, repair, and in some cases, cepiant.

We provide warranty coverage for our systeamgjing from 12 to 36 months, with the majority of @roducts ranging from 18 to
24 months, and estimate the anticipated costspafiniag our systems under such warranties baseldeohistorical average costs of the
repairs. The assumptions we use to estimate wgraagtuals are reevaluated periodically in lighaofual experience and, when appropriate,
the accruals are adjusted. Our determination offipgopriate level of warranty accrual is subjestand based on
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estimates, and actual experience can be diffenantdur expectations.

We recognized charges for warranty expen&2 & million in the first three months of 2002 &1 million in the first three months of
2001. Over the last year, we have experienced hitjla@ expected levels of warranty costs on certaim products that had been extensively
redesigned. These products had technical probleatsve were able to correct, and we took actiaepair, rework, and in some cases,
replace the products.

Historically, price competition has not hathaterial effect on margins. However, competitivegsures may produce a decline in average
selling prices for certain products. Any declinairerage selling prices not offset by reduced aostdd result in declines in our gross
margins.

RESEARCH AND DEVELOPMENT EXPENSES

We believe continued investment in the redeara development of new systems is critical toatility to serve new and existing
markets, develop new products and improve exiginogluct designs to achieve our vision of convergectinologies. We continue to invest
heavily in new product development even during sidudownturns, to be advantageously positioneduioraround in demand for old and
new products, which often occurs during suddenwuammtedictable industry upturns. Since our inceptahof our research and development
costs have been expensed as incurred.

Our research and development expenses wer2 #illion in the first three months of 2002 an®$Lmillion in the first three months of
2001. This represents a decrease of 9% from thietfiree months of 2001 to the first three monfi2062. As a percentage of sales, research
and development expenses increased from 16.6% ifirghh three months of 2001 to 26.2 % in the fisee months of 2002 because of the
lower sales base. Research and development exgarthedfirst three months of 2002 included appmadely $458,000 due to the acquisition
of Aera on January 18, 2002. We intend to maintainquarterly spending on research and developatayproximately $12 million during
each of the last three quarters of 2002.

SALES AND MARKETING EXPENSES

As we continue our worldwide expansion, angagxd our product offerings through acquisitions, sales and marketing efforts have
become increasingly complex. We continue to refinesales and marketing functions as we acquirargadrate new companies. We have
begun an effort to market directly to end userswfsystems, in addition to our traditional mankgtio manufacturers of semiconductor
capital equipment and other industries. Our sateisnaarketing expenses support domestic and inten@tsales and marketing activities that
include personnel, trade shows, advertising, ahdrctelling and marketing activities.
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Sales and marketing expenses were $6.8 mitlidine first three months of 2002, including $nBlion attributable to Aera, and
$6.6 million in the first three months of 2001. $hépresents a 2% increase from the first threemsaf 2001 to the first three months of
2002. As a percentage of sales, sales and marketpenses increased from 8.9% in the first threethsoof 2001 to 15.7% in the first three
months of 2002 due to the lower sales base. Therlgear over year spending excluding Aera is dlewer sales volumes and expense
reductions we implemented in 2001.

GENERAL AND ADMINISTRATIVE EXPENSES

Our general and administrative expenses stippomworldwide corporate legal, patent, tax, ficiah administrative, information systems
and human resources functions in addition to onegd management. General and administrative eggemsre $6.8 million in the first three
months of 2002, including $2.1 million attributaldteAera, and $6.2 million in the first three monthf 2001. As a percentage of sales, ge
and administrative expenses increased from 8.3%teiffirst three months of 2001 to 15.9% in thet finsee months of 2002 primarily because
of the lower sales base. The lower year over yganding excluding Aera is due to expense reductimsnplemented in 2001.

LITIGATION RECOVERY

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

OTHER (EXPENSE) INCOME

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

Interest income was $940,000 in the firstehmeonths of 2002 and $1.8 million in the first #tareonths of 2001. The decrease was due to
lower interest rates in 2002 resulting from thedfatiReserve’s lowering of interest rates througl2®01, and due to a lower level of
investment in marketable securities resulting fimm use of a portion of our cash reserves to aeqdéra in January 2002.

Interest expense consists principally of aalsrof interest on our convertible subordinatedsobn borrowings under our bank credit and
capital lease facilities and a state government,ltee latter of which was repaid in 2001. Inteegiense was approximately $3.3 million in
the first three months of 2002 and $1.3 milliorihie first three months of 2001. The increase afregt expense was primarily due to the
higher level of debt resulting from our issuanc&b25 million of convertible subordinated noteimgust 2001.
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Our foreign subsidiariesales are primarily denominated in currencies dttem the U.S. dollar. We recorded net foreignenry gains ¢
$115,000 in the first three months of 2002 and @1J ,n the first three months of 2001. Since 198% have entered into various forward
foreign exchange contracts to mitigate currencgtélations in the Japanese yen. We continue to aealiarious policies to minimize the
effect of foreign currency fluctuations. At March,2002, we had $3.5 million of foreign currencywiard contracts outstanding.

Miscellaneous income was $245,000 in the fire/ée months of 2002. Miscellaneous expense w8,830 in the first three months of
2001.

(BENEFIT) PROVISION FOR INCOME TAXES

The income tax benefit for the first three ienof 2002 was $4.7 million and represented aecéffe rate of 35%. The income tax
provision for the first three months of 2001 was7$aillion and also represented an effective r&t&8586. Changes in our relative earnings
and the earnings of our foreign subsidiaries affectconsolidated effective tax rate. We adjustinoome taxes periodically based upon the
anticipated tax status of all foreign and domestitities, and have adopted income tax planningesgfi@s to reduce our worldwide income tax
expense.

Liquidity and Capital Resources

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

Operating activities used cash of $8.9 milliethe first three months of 2002, primarily refi@g the impact of net loss. As part of this net
cash used of $8.9 million, increases in accourtsivable, inventories and accounts payable usddafeh2.6 million. Operating activities
provided cash of $5.6 million in the first three mizs of 2001, primarily reflecting net income. Aarfpof this net cash provided of
$5.6 million, decreases in accounts receivablesaedunts payable provided cash of $13.0 million, iacreases in inventories used cash of
$6.1 million. We expect future receivable and irteey balances to fluctuate with net sales. Anyéase in our inventory levels may require
the use of cash to finance the inventory. Additignave may experience changes in our ability toeiy collect payments from our customers
because most of our customers experience the salatdity of the semiconductor capital equipmerdustry as we.

22




Table of Contents

Investing activities used cash of $26.5 millin the first three months of 2002, and consistietthe acquisition of Aera Japan Limited for
$35.6 million net of $8.3 million of cash acquirgke acquisition of Dressler HF Technik GmbH fo6d1million net of $700,000 of cash
acquired, the purchase of property and equipme$2& million and the purchase of other investments1.6 million, offset by the net sale
marketable securities of $29.1 million. Investirogidties used cash of $8.6 million in the firstéle months of 2001, and consisted of the
acquisition of EMCO for $29.9 million, the purchasfeproperty and equipment of $6.5 million and phuechase of other investments of
$592,000, offset by the net sale of marketablerigesiof $28.4 million. Investing cash flows exjgerce significant fluctuations from year to
year as we buy and sell marketable securities, wivie convert to cash to fund strategic investmeantd,as we transfer cash into market:
securities when we attain levels of cash that eeatgr than needed for current operations.

Financing activities used cash of $2.6 milliorthe first three months of 2002, and consistéaiarily of net repayment of notes payable
and capital lease obligations of $3.2 million, iy offset by proceeds from the exercise of ergp®stock options and sale of common
stock through our employee stock purchase plagS#P, of $509,000. Financing activities used c&A$1185,000 in the first three months of
2001, and consisted primarily of net repaymentaiéa payable and capital lease obligations of 884 partially offset by proceeds from !
exercise of employee stock options and sale of comstock through our ESPP of $199,000.

We plan to spend approximately $10 millior$f® million in 2002 for the acquisition of equipnigleasehold improvements and
furnishings, with depreciation expense for 200Jguted to be $12 million. Our planned level of ¢apéxpenditures is subject to frequent
revisions because our business experiences sutideges as we move into industry upturns and dowstaind expected sales levels change.

As of March 31, 2002, we had working capita$800.5 million. Our principal sources of liquigitonsisted of $43.8 million of cash and
cash equivalents and $161.0 million of marketabtausties. We also had a $30.0 million revolvinggliof credit, which we were restricted
from using because the low interest debt of appnaiely $34 million that we assumed as part of teeafacquisition was not subordinated to
this line of credit. As of May 10, 2002, we putglace a new revolving secured credit facility cetiag of a $25.0 million revolving line of
credit. Advances under the line of credit bearrggéeat the prime rate (4.75% at May 3, 2002) mits All advances under this revolving
line of credit will be due and payable May 2003.&dMay 15, 2002, there were no advances outstgnatiler this line of credit. We are
subject to covenants on our line of credit that/e certain restrictions related to working calpiteet worth, acquisitions and payment and
declaration of dividends and we are in complianité @l such covenants. As a result of our acqaisibf Aera, we now have additional
credit lines from several Japanese banks amoutditwfal availability of approximately $34 milliost March 31, 2002, we had
approximately $27 million outstanding under thesertwvings, with interest rates ranging from 1.239812%, and repayment dates ranging
from April 2002
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through May 2007.

We lease our executive offices and manufangufiécilities in Fort Collins, Colorado from twanlited liability partnerships, which include
two of our directors, one of whom is an officer €Tleases relating to these spaces expire in 2Q1B &nd 2016.

We believe that our cash and cash equivalerdasketable securities, cash flow from operatiarg available borrowings, will be sufficient
to meet our working capital needs through at ld@send of 2002. After that time, we may requirditiinal equity or debt financing to
address our working capital, capital equipmentqua@sion needs. In addition, any significant adtjoiss we make may require additional
equity or debt financing to fund the purchase piiicpaid in cash. There can be no assurance tiiti@anal funding will be available when
required or that it will be available on terms guedle to us. In 2006, when our convertible subwttid notes become due, it is possible we
may need substantial funds to repay such debt,hwhis $206.6 million at March 31, 2002. Our 5.0086wertible subordinated notes of
$125 million are due September 1, 2006, and ous%.2onvertible subordinated notes of $81.6 milkwe due November 15, 2006. Payment
could occur if our stock price remains at low levidiroughout this period, the prices at which we effiect conversion are not met in the
market in which our stock is traded, and the haldgrour notes choose not to otherwise convedubrh a situation there can be no assurance
that we will be able to refinance the debt.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK
Interest Rate Risk

Our exposure to market risk, for changes terest rates, relates primarily to our investmamntfplio and long-term debt obligations. We
generally place our investments with high crediliy issuers and by policy are averse to principss and seek to protect and preserve our
invested funds by limiting default risk, marketkrsnd reinvestment risk. As of March 31, 2002, iovestments in marketable securities
consisted primarily of commercial paper, municipahds and notes and institutional money marketss&Isecurities are highly liquid and of
short maturities. Earnings on our marketable s@earare typically invested into similar securitiesthe first three months of 2002, the rates
we earned on our marketable securities earned xippately 2.5% on a before tax equivalent basis.aBee the Federal Reserve repeatedly
lowered interest rates throughout 2001, the inteades we earned on our investments during tketfiree months of 2002 were substantially
lower when compared to the first three months @12 his, in conjunction with using our availabksh and cash reserves for acquisitions,
including the Aera and Dressler acquisitions ifye2002, has greatly reduced our recent and amtiegpinterest income.
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The interest rates on our subordinated debatfixed rates, specifically, at 5.25% for thd $8million of our debt due November 2006,
and at 5.00% for the $125 million of our debt tisadue September 2006. Our offerings of subordihdebt in 1999 and 2001 increased our
fixed interest expense upon each issuance, thaugrest expense was partially reduced temporayilhe repurchase of a portion of the first
offering in 2000. Because these rates are fixedh@lieve there is no risk of increased intereseasp.

Foreign Currency Exchange Rate Risk

We transact business in various foreign caesitOur primary foreign currency cash flows areagated in countries in Asia and Europe.
We have entered into various forward foreign-exgeacontracts to hedge against currency fluctuafiotise Japanese yen. We will continue
to evaluate various methods to minimize the effe€turrency fluctuations for when we translate financial statements of our foreign
subsidiaries into U.S. dollars. At March 31, 20@2, held foreign forward exchange contracts in Japiéim notional amounts of $3.5 million
and market settlement amounts of $3.3 million fouarealized gain position of $200,000.

Other Risk

We have invested in start-up and early-stagepanies and strategic alliances and may in theduhake additional investments in such
companies that develop products which we believe pnavide future benefits. We have written down ithegority of the cost of one such
investment in 2001, related to a strategic alliameestarted in 2000. Such current investments agdwure investments will be subject to all
of the risks inherent in investing in companied tr@ not established, or in which, due to ourllefénvestment, we do not exercise
significant management control.
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PART Il OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

From time to time, we are party to variousalggroceedings relating to our business. There wenmmaterial activities in the three months
ended March 31, 2002.

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

(@) Exhibits:
3.1 The Compan's Restated Certificate of Incorporation, as ame¢ige
3.2 The Compan's By-laws(2)

(1) Incorporated by reference to the Company’s Qugrieport on Form 10-Q for the quarter ended Bhe2001 (File No. 000-
26966), filed August 13, 200

(2) Incorporated by reference to the Company’s Reggish Statement on Form S-1 (File No. 33-97188)dfSeptember 20,
1995, as amende
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(b) The Company filed a report on Form 8-K on ey 1, 2002. The report contained the announceofeghe Company’s January 18,
2002 acquisition of Aera Japan Limited. The repdst stated that pro forma financial statementtedito the acquisition, if
required, would be filed by an amendment to therepn or before April 2, 2002. Also included wexchibits of stock purchase
agreements, and the press release dated Janu@&§022announcing the completion of the acquisit

The Company filed a report on Form 8-K/A on i\@r 2002. The report contained audited consofiddinancial statements of Aera
Japan Limited as of June 30, 2001, unaudited ca®deoonsolidated financial statements of Aera Japaited as of December 31,
2002 and 2001, and pro forma financial informatiomsuant the Compa’s acquisition of Aera Japan Limite

The Company filed a report on Form 8-K on Mapy@02 and a report on Form 8-K/A on May 3, 200@tHBreports contained the
portions of the Compar’'s press release announcing the Com’s results of operations for the first quarter o2
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SIGNATURES

Pursuant to the requirements of the Secuiltiehange Act of 1934, the Registrant has duly @adisis report to be signed on its behalf by
the undersigned, thereunto duly authorized.

ADVANCED ENERGY INDUSTRIES, INC

/sl Michael El-Hillow

Michael El-Hillow

Senior Vice President, Chief Financial May 2802
Officer (Principal Financial Officer

and Principal Accounting Office
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(1) Incorporated by reference to the Company’s QugrReport on Form 10-Q for the quarter ended BMe2001
(File No. 00(-26966), filed August 13, 200
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September 20, 1995, as amenc
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