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PART | FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS
ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(IN THOUSANDS)

MARCH 31, DECEMBER 31,
2000 1999
(UNAUDITED)

ASSETS

CURRENT ASSETS:
Cash and cash equivalents ........ccccceeeceeee. L, $17,148 $ 19,352
Marketable securities - trading .... 198,718 186,440
Accounts receivable, net ............. 48,899 43,343

Income tax receivable ..........cccccceeennnn. 6 1,224
INVENLONIES ..ovvvvveveeeeeeeeeciieeees 28,302 25,474
Other current assets ........cccccvvvvveeeenens 2,073 1,708
Deferred income tax assets, net ................. 3,080 3,080
Total current @ssets .....oooevvvvcvcccccceee e 298,226 280,621
PROPERTY AND EQUIPMENT, N€t .cccccviveeviiieeeee e siieee e 16,997 16,675
OTHER ASSETS:
Deposits and other ..........ccocuveeeennnenn. 506 533
Goodwill and intangibles, net ... 7,604 7,949
Demonstration and customer service equipment, net 2,075 2,197
Deferred debt issuance costs, net ............... 4,250 4,410
Total @SSeLS vvveieiiiiieeeecceeeeeeeeee e, $329,658 $312,385

LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES:

Accounts payable trade ...........ccccoeeneeen. $11,844 $14,481

Accrued payroll and employee benefits ........... 9,080 7,341
Other accrued expenses ...........ccccvvveeeenns 2,223 2,207
Customer deposits ........ccceeeerriiveiernnns 791 804

3,999 886
3,102 2,147

Accrued income taxes payable ....................
Current portion of long-term debt ...............

Accrued interest payable on convertible subordina 2,658 886
Total current liabilities .............oe.. s 33,697 28,752
LONG-TERM LIABILITIES:
Capital lease obligations and notes payable, net of current portion ...... 111 158
Convertible subordinated notes payable .......... L 135,000 135,000

Total labilities ..ocooovciiies e 168,808 163,910
MINORITY INTEREST ..oovviiiiiiiiiiieeeeeeeeeeeee i eeeeaens 111 128
STOCKHOLDERS' EQUITY oiiiiiiiiiiiiiiiiiieeeeees i, 160,739 148,347

Total liabilities and stockholders' equity .. L, $329,658 $312,385

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

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

SALES ...,
COST OF SALES

Gross Profit ......coeeeeiiiieeieiiiiieeene

OPERATING EXPENSES:
Research and development ............ccceeee...
Sales and marketing .
General and administrative ......................

Total operating eXpenses ...........cccceeeenee

INCOME FROM OPERATIONS .......c.coooviiiiiennn.
OTHER INCOME (EXPENSE) ........cccccociiiiiins

Net income before income taxes and minority inte
PROVISION FOR INCOME TAXES ......cccccvviinnene
MINORITY INTEREST IN NET LOSS .......ccccovvenenne

NET INCOME ......ccocciiiiiiiiiicciieeees

BASIC EARNINGS PER SHARE ..........ccccoeeiiienn.

DILUTED EARNINGS PER SHARE ..........ccccceeis

BASIC WEIGHTED-AVERAGE COMMON SHARES OUTSTANDING.........

DILUTED WEIGHTED-AVERAGE COMMON SHARES OUTSTANDING....

THREE MONTHS ENDED MARCH 31,

2000 1999
(UNAUDITED) (UNAUDITED)
......... $ 67,171 $ 32,728
......... 34,997 19,630
......... 32,174 13,098
......... 7,792 5,852
......... 4,871 3,305
......... 4,642 2,870
......... 17,305 12,027
......... 14,869 1,071
......... 251 (39)
rest 15,120 1,032
......... 5,141 498
......... 17) -
......... $ 999%6 $ 534
......... $ 035 $ 002
......... $ 034 $ 002
28,374 26,834
29,725 28,027
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
(IN THOUSANDS)

THREE M ONTHS ENDED MARCH 31,
2000 1999
(UNAUDI TED) (UNAUDITED)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income
Adjustments to reconcile net income to net cash p

996  $ 534

Depreciation and amortization ................ 117 1,664
Amortization of deferred debt issuance costs . 160 -
Minority interest ..........coccveeevvveenns 17) -
Provision for deferred income taxes .......... - 58
Gain on disposal of property and equipment ... (92) -
Earnings from marketable securities, net ..... ,278) (168)
Writedown of LITMAS investment ............... - 200

Changes in operating assets and liabilities --

Accounts receivable-trade, net ............. ,422) (6,028)

Related parties and other receivables ...... (134) (117)
INVeNtOries .....cceevveeeviiieeiiiiees ,828) (886)
Other current assets . (365) (521)
Deposits and other ...........cccccevee. 27 16
Demonstration and customer service equipment (76) 221
Accounts payable, trade .................... ,667) 1,742
Accrued payroll and employee benefits ...... ,739 848
Customer deposits and other accrued expenses 775 79
Income taxes payable/receivable, net ....... ,331 853
Net cash provided by (used in) operating ,266 (1,505)
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of marketable SECUILIES ......cccceeeee e (10 ,000) -
Sale of marketable SECUNLIES .......ccvvvveeeeee - 1,001
Proceeds from sale of eQUIPMENt .........ccceeee e 150 -
Purchase of property and equipment, Net .......... e @ ,924) (1,152)
Net cash used in investing activities ... L (11 774) (151)
CASH FLOWS FROM FINANCING ACTIVITIES:
Net change from notes payable and capital lease o bligations 908 290
Sale of COMMON StOCK ...cccovviviiiiiiieis 2 541 1,167
Net cash provided by financing activities 3 ,449 1,457
EFFECT OF CURRENCY TRANSLATION ON CASH ...ccccccce. e (145) (341)
DECREASE IN CASH AND CASH EQUIVALENTS ..cocciiiiis e v ,204) (540)
CASH AND CASH EQUIVALENTS, beginning of period ... e 19 ,352 12,295
CASH AND CASH EQUIVALENTS, end of period ......... . e $ 17 148  $ 11,755
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid for interest ......cccoccvevvveeeceees e $ 15 % 8
Cash paid (received) for income taxes, Net ...... $ 2 480 $ (452

The accompanying notes to consolidated financééstents are an integral part of these consolidatédments.
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(1) BASIS OF PRESENTATION AND MANAGEMENT OPINION

In the opinion of management, the accompanying dited consolidated balance sheets and statemeonfseadtions and cash flows contain
all adjustments, consisting only of normal recugrittms, necessary to present fairly the finardgition of Advanced Energy Industries,
Inc., a Delaware corporation, and its wholly owisetsidiaries (the "Company") at March 31, 2000 @adember 31, 1999, and the results of
the Company's operations and cash flows for treethmonth periods ended March 31, 2000 and 1999.

The unaudited financial statements presented hbesia been prepared in accordance with the inginscto Form 10-Q and do not include
all the information and note disclosures requirgdybnerally 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, 1999.

(2) ACQUISITIONS

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 sourcespditthase 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 resdiltsperations of LITMAS are included
within the accompanying consolidated financialestants from the date the controlling interest ab%was acquired.

AEV -- On October 8, 1998, RF Power Products, Isince renamed Advanced Energy Voorhees, Inc. ("AEYNew Jersey-based designer
and manufacturer of radio frequency power systenasching networks and peripheral products primddtyoriginal equipment providers in
the semiconductor capital equipment, commercialiegaflat panel display and analytical instrumeiota markets, was merged with a whc
owned subsidiary of the Company. The Company isapgdoximately 4 million shares of its common stazkhe former shareholders of
AEV. In addition, outstanding AEV stock options weronverted into options to purchase approximétéB;000 shares of the Company's
common stock.

The merger constituted a tax-free reorganizatiahlas been accounted for as a pooling of intetester Accounting Principles Board
Opinion No. 16. Accordingly, all prior period cotisiated financial statements presented have bestateg to include the combined balance
sheet, statements of operations and cash flowEdf @s though it had always been part of the Company

FST -- Effective September 3, 1998, the Companyiaed substantially all of the assets of FourthteSTaechnology, Inc. ("FST"), a privately
held, Texas-based designer and manufacturer oégsamontrols used to monitor and analyze dataeifRthprocess. The purchase price
consisted of $2.5 million in cash, assumption 8843,000 liability, and an earn-out provision, whis based on profits over a twelve-quarter
period beginning October 1, 1998. Approximatelyedaillion of the initial purchase price was allogato intangible assets. During the fou
quarter of 1999, the Company accrued $240,000témgible assets as a result of the earn-out pmviséing met during the fifth quarter
period. The results



of operations of FST are included within the accanying consolidated financial statements from thie @f acquisition.

(3) MARKETABLE SECURITIES

MARKETABLE SECURITIES consisted of the following:

Commercial PaAPer .......cccovueeeeriiiiieeanns
Municipal bonds and notes ....
Money market mutual funds ...........ccccceeeeee.

Total marketable securities ............ccc.......

(4) ACCOUNTS RECEIVABLE

ACCOUNTS RECEIVABLE consisted of the following:

Domestic
FOreign ....eeveveeveeeeieieicieeeee
Allowance for doubtful accounts

Trade accounts receivable ...
Related parties .......ccccccevveeeeeeiiniinnnns
[© 1 1=

Total accounts receivable

(5) INVENTORIES

INVENTORIES consisted of the following:

Parts and raw materials
Work in process
Finished goods

Total inventories ........cccccvvveeeeveneeneennn.

(6) STOCKHOLDERS' EQUITY

STOCKHOLDERS' EQUITY consisted of the following:

Common stock, $0.001 par value, 40,000 shares autho
28,492 and 28,250 shares issued and outstanding
and December 31, 1999, respectively

Additional paid-in capital

Retained earnings .........ccocccveeiniiieeenns

Accumulated other comprehensive loss

Total stockholders' equity

MARCH 31,  DECEM
2000 1
(UNAUDITED)
(IN THOUSANDS)
........................ $ 160,028 $
. 38,427
263

........................ $ 198,718 $

MARCH 31,  DECEM
2000 1
(UNAUDITED)
(IN THOUSANDS)
$ 24669 $

MARCH 31,  DECEM
2000 1
(UNAUDITED)

(IN THOUSANDS)

$ 18,300 $
3,944
6,058
........................ $ 28302 $

MARCH 31, DECEM
2000 1
(UNAUDITED)

(IN THOUSANDS, EXCEPT P

rized;
at March 31, 2000
$ 28 %
105,773
55,973
(1,035)

........................ $ 160,739 $

BER 31,
999

AR VALUE)

28
103,232
45,977

(890)






(7) ACCOUNTING STANDARDS

COMPREHENSIVE INCOME -- In June 1997 the Finandiatounting Standards Board ("FASB") issued SFAS IN&f), "Reporting
Comprehensive Income," which establishes ruleshi®reporting of comprehensive income and its camepts. Comprehensive income for
the Company consists of net income and foreigreasr translation adjustments as presented below a@ibption of SFAS No. 130 in fiscal
1998 had no impact on total stockholders' equitiprBear financial statements have been reclassify conform to the SFAS No. 130
requirements.

THREE MONTHS ~ THREE MONTHS
ENDED ENDED
MARCH 31,2000 MARCH 31, 1999
(UNAUDITED)  (UNAUDITED)

(IN THOUSANDS)

Net income, as reported ......cccocvvevceeeveeee L $ 99% $ 534
Adjustment to arrive at comprehensive net income:

Cumulative translation adjustment ................ .. (145) (341)
Comprehensive net income .......ccccccceevveevee. $ 9851 $ 193

SEGMENT REPORTING -- In June 1997 the FASB issueAS No. 131, "Disclosure about Segments of an Bnise and Related
Information,” which requires a public business gmiige to report financial and descriptive inforinatabout its reportable operating
segments. Operating segments are components otenpese about which separate financial infornrateoavailable that is evaluated
regularly by the chief operating decision-makedétiding how to allocate resources and in assegg&rfgrmance. SFAS No. 131 was
effective for the Company beginning fiscal 1998.ndgement operates and manages its business ofsgppbwer conversion and control
systems as one operating segment, as their proldaetssimilar economic characteristics and prodagbrocesses.

DERIVATIVE HEDGING ACTIVITIES -- In June 1998 theASB issued SFAS No. 133, "Accounting for Derivatlmstruments and
Hedging Activities," which establishes accountimgl aeporting standards for derivative instrumennis for hedging activity. SFAS No. 133,
as amended by SFAS No. 137 in June 1999, is efeefiir the Company for all periods in fiscal ye@02. SFAS No. 133 requires all
derivatives to be recorded on the balance shegtteer an asset or liability and measured at flagiivalue. Changes in the derivative's fair
value will be recognized currently in earnings sslepecific hedging accounting criteria are meASNo. 133 also establishes uniform
hedge accounting criteria for all derivatives. TBmmpany has not yet evaluated the impact thatdbpteon of SFAS No. 133 will have on 1
financial statements.

REVENUE RECOGNITION -- In December 1999 the stdffree 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 acemupbtlicies to apply the guidance of SAB No. 101strhe adopted by recording the
cumulative effect of the change in the fiscal geiaending June 30, 2000. Management does not bl the adoption of SAB No. 101 v
have a material effect on the Company's finanaaitn or results of operations.

(8) CONVERTIBLE SUBORDINATED NOTES PAYABLE

In November 1999 the Company issued $135 millionarfvertible subordinated notes payable at 5.23%s& notes mature November 15,
2006, with interest payable on May 15th and Novania¢h each year beginning May 15, 2000. Net prdsde the Company were
approximately $130.5 million, after deducting $é8lion of offering costs, which have been capitatl and are being amortized over a pe
of 7 years. Holders of the notes may convert thesiat any time, into shares of the Company's camstuck, at $49.53 per share. The
Company may convert the notes on or after NoverhBeP002 at redemption prices ranging from 10007503.00 times the principal
amount. At March 31, 2000, $2.7



million of interest expense was accrued as a ctliarility, and there had been no conversion desanto the Company's common stock.

(9) SUBSEQUENT EVENT

On April 6, 2000, the Company acquired Noah Holdirigc. ("Noah"). The Company issued approximasdg,000 shares of its common
stock to the former shareholders of Noah. In addjtoutstanding Noah stock options were converiggaptions to purchase approximately
29,000 shares of the Company's common stock. Tdneisiton will be accounted for as a pooling ofeirgsts, and will operate as a wholly
owned subsidiary of the Company. Noah, a privatelg, California-based company, designs, manufastand markets solid state
temperature control systems used to control praeesperatures during semiconductor manufacturing.
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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

The following discussion contains, in addition tstorical information, forward-looking statementsthin the meaning of Section 27A of the
Securities Act of 1933, as amended, and Sectiona21lie Securities Exchange Act of 1934, as amen@edexample, statements relating to
our beliefs, expectations and plans are forwaréitfgpstatements, as are statements that certaomactonditions or circumstances will
continue. Forward-looking statements involve righsl uncertainties. As a result, our actual resnltg differ materially from the results
discussed in the forward-looking statements. Fadtmat could cause or contribute to such differerreprove any forward-looking
statements, by hindsight, to be overly optimistitmachievable, include, but are not limited to fibléowing:

o the significant fluctuations in our quarterly ogting results;

o the volatility of the semiconductor and semicaesidu capital equipment industries;
o timing and success of integration of recent asténtial future acquisitions; and

o supply constraints and technological changes.

For a discussion of these and other factors thgtimpact our realization of our forward-looking &aments, see our Annual Report on Form
10-K for the year ended December 31, 1999, PaEautionary Statements - Risk Factors."

RESULTS OF OPERATIONS FOR THE THREE MONTHS ENDED MA RCH 31, 2000 AND 1999
SALES

We sell power conversion and control systems aashpa gas abatement systems primarily to the sethictor capital equipment, data
storage and emerging markets in the United Staiehe flat panel display and data storage maikelapan, and to data storage and eme
markets in Europe. We also sell spare parts aralrregprvices worldwide through our customer seraied technical support organization.

Sales were $32.7 million in the first three month4999 and $67.2 million in the first three monti2000, representing an increase of
105%. The first three months of 2000 achieved arcequarterly level of sales for us. Our saleshmfirst three months of 2000 continued to
reflect the recovery in the semiconductor capitalipment industry
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from the severe downturn of 1998, and resulted fcapacity expansion and increased investment iarambd technology by the
semiconductor industry. This recovery resultechisréased demand for our systems from manufactafesesmiconductor capital equipment,
including our largest customer. Our experiencediasvn that our sales to semiconductor capital eqeit customers is dependent on the

volatility of that industry, as a result of suddgranges in semiconductor supply and demand, andl texghnological advances in both
semiconductor devices and wafer fabrication praeess

Our sales in the first three months of 2000 wese Aigher because of increased sales to the datayst flat panel display and emerging
markets. Sales to the data storage industry wgndfisiantly higher due to increased sales to thdustry's entertainment customer group,
though sales were down slightly to its computetamer group. We also achieved significantly higbades of customer service and technical

support. These increases to all our industriesralsited in higher sales to all our major regiansluding the United States, Asia Pacific and
Europe.

The following tables summarize net sales and péagess of net sales by customer type for us fotthtee-month periods ended March 31,
2000 and 1999:

THREE MONTHS ENDED MA RCH 31,
2000 1 999
(IN THOUSANDS)
Semiconductor capital equipment ................... $ 41,439 $ 18,266
Data storage ............ 7,048 4,603
Flat panel display .... 4,725 1,217
Emerging markets ..........cccooeeiiiiiinienns 10,102 7,041
Customer service technical support ................ 3,857 1,601
$ 67,171 $ 32,728
THREE MONTHS ENDED MA RCH 31,
2000 1 999
Semiconductor capital equipment ........ccccccceeee. L 61.7% 55.8%
Data storage .........ccoeveveiiviviniiiieeeeen. 10.5 14.1
Flat panel display ......ccccccooeiviiieeeneee e 7.0 3.7
Emerging markets ......ccccovvvvvviiviiniceees e 15.0 21.5
Customer service technical SUPPOIt ......ccccceeeee s 5.8 4.9
100.0% 100.0%

11



The following tables summarize net sales and péagess of net sales by geographic region for uth@threemonth periods ended March
2000 and 1999:

THREE MONTHS ENDED MA RCH 31,
2000 1 999
(IN THOUSANDS)
United States and Canada ........ccccceeeeeeeeeee e $ 46,627 $ 22,949
EUMOPE e e 10,519 5,672
Asia Pacific .....ccoovvvviiiiiiiiiiees 9,824 3,789
Rest Of WOrld ..oovvveveiiiiiiies e 201 318
$ 67,171 $ 32,728
THREE MONTHS ENDED MA RCH 31
2000 1 999
United States and Canada .......ccccccceeeveveeeeee e 69.4% 70.1%
BUMOPE e e 15.7 17.3
Asia Pacific .....ccoovvvviiiiiiiiiees 14.6 11.6
Rest of WOrld ....ooovviiiiiiiiiiees e 0.3 1.0
100.0% 100.0%

GROSS MARGIN

Our gross margin was 40.0% in the first three meoth1999 and 47.9% in the first three months @f@®0rhe improvement was due to more
favorable absorption of manufacturing overhead ftbenhigher sales base and from lower costs obmest service and technical support.
However, when facilities are added, there couldfénpact on absorption of overhead.

RESEARCH AND DEVELOPMENT EXPENSES

We invest in research and development to invegtigatv technologies, develop new products, and ingpeaisting product designs. Our
research and development expenses were $5.9 miillibre first three months of 1999 and $7.8 millinrihe first three months of 2000,
representing an increase of 33%. The increasensply due to increases in payroll, materials aogplies, and higher infrastructure costs
new product development. As a percentage of salssarch and development expenses decreased 086 Ivthe first three months of
1999 to 11.6% in the first three months of 2000dse of the higher sales base

We believe continued research and developmenttimesg for development of new systems is criticabtio ability to serve new and existing

markets. Since our inception, the majority of esaarch and development costs have been intefonathed 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 $3.3 million in thst fliree months of 1999 and $4.9 million
in the first three months of 2000, representing%4
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increase. The increase is primarily due to higlagrrall, promotion and travel costs incurred as wetinue to increase our sales management
and product management capabilities. As a percerghgales, sales and marketing expenses decrizaged0.1% in the first three months
1999 to 7.3% in the first three months of 2000 bsezof the higher sales base.

GENERAL AND ADMINISTRATIVE EXPENSES

Our general and administrative expenses suppomvotidwide financial, administrative, informatiogséems and human resources functions.
General and administrative expenses were $2.%mifi the first three months of 1999 and $4.6 wnillin the first three months of 2000,
representing a 67% increase. The increase is plyntlare to higher spending for payroll and purchthservices. As a percentage of sales,
general and administrative expenses decreaseddro# in the first three months of 1999 to 6.9%hie first three months of 2000 because of
the higher sales base.

We continue to implement our management systenwvaodt including the replacement of existing systémmsur domestic and foreign
locations. We expect that charges related to trgiand implementation of the new software will domé through 2000.

OTHER INCOME (EXPENSE)

Other income (expense) consists primarily of irdenrecome and expense, foreign exchange gainsoasdd and other miscellaneous income
and expense items. Other expense was $39,000 firghthree months of 1999. Other income was $23Q jn the first three months of 2000,
primarily due to net interest income from markegaddcurities we hold, partially offset by foreigmrency losses.

PROVISION FOR INCOME TAXES

The income tax provision for the first three monthd 999 was $0.5 million and represented an affe¢ax rate of 48%. The income tax
provision for the first three months of 2000 wasl$illion and represented an effective tax rat84%. The higher effective consolidated
rate for the first three months of 1999 was dua gveater share of our taxable income derived froumtries with higher effective tax rates
addition, we have implemented several strategicaduction initiatives to reduce our overall effeetrate. We adjust our income taxes
periodically based upon the anticipated tax stafusl foreign and domestic entities.

LIQUIDITY AND CAPITAL RESOURCES

Since our inception, we have financed our operatianquired equipment and met our working capilirements through borrowings uni
our revolving line of credit, long-term
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loans secured by property and equipment, cashfflonw operations, proceeds from underwritten publfferings of our common stock and
proceeds from convertible subordinated debt.

Operating activities used cash of $1.5 millionhie first three months of 1999, primarily as a restiincreases in accounts receivable and
inventories, partially offset by net income, deaé&on and amortization, increases in accounts lplayand increased accruals for payroll,
employee benefits and income taxes. Operatingiie\provided cash of $6.3 million in the firstéle months of 2000, primarily as a result
of net income, depreciation and amortization, iasegl accruals for payroll, employee benefits andrire taxes, partially offset by increases
in accounts receivable and inventories and decseéasgccounts payable. We expect future receivateinventory balances to fluctuate with
net sales. We provide just-in-time deliveries tdaie of our customers and may be required to raairttigher levels of inventory to satisfy
our customers' delivery requirements. Any increasaur inventory levels will require the use of kde purchase the inventory.

Investing activities used cash of $0.2 millionle first three months of 1999, and included thelpase of property and equipment for $1.2
million offset by a decrease of marketable seasitif $1.0 million. Investing activities used ca$!$11.8 million in the first three months of
2000, and included the purchase of marketable giesuof $10.0 million and the purchase of propentyl equipment for $1.9 million,
partially offset by proceeds from the sale of equépt of $150,000.

Financing activities provided cash of $1.5 milliorthe first three months of 1999, and consistecharily of $1.2 million from the exercise
employee stock options and sale of common sto@utfit our employee stock purchase plan ("ESPP"Bar@imillion of net changes in
notes payable and capital lease obligations. Fingraxctivities provided cash of $3.4 million in tfiest three months of 2000, and included
$2.5 million from the exercise of employee stockiaps and sale of common stock through our ESPRsar@imillion of net changes in notes
payable and capital lease obligations.

We plan to spend approximately $9.1 million throdigé remainder of 2000 for the acquisition of equét, leasehold improvements and
furnishings, with depreciation expense projectede4.4 million.

As of March 31, 2000, we had working capital of $Zmillion. Our principal sources of liquidity csisted of $17.1 million of cash and cash
equivalents, $198.7 million of marketable secusitiand a credit facility consisting of a $30.0 mill revolving line of credit which replaced
our prior line of credit, with options to conveg to $10.0 million to a three-year term loan. Advesiunder the revolving line of credit bear
interest at either the prime rate (9.0% at April 2000) minus 1.25% or the LIBOR 360-day rate (668 April 10, 2000) plus 150 basis
points, at our option. All advances under the rewgl line of credit will be due and payable in Dedzer 2000. As of
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March 31, 2000 there was an advance outstandifsg.8fmillion on our line of credit by our Japanssbsidiary, Advanced Energy Japan
K.K.

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

meet our working capital needs through at leasetiteof 2001. 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 gaidash. There can be no assurance that addifiending will be available when required or
that it will be available on terms acceptable to us

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK
INTEREST RATE RISK

Our exposure to market risk for changes in interasts relates primarily to our investment portda@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 March 31, 2000, iovestments consisted of commercial
paper and municipal bonds and money market mutenals.

Our interest expense is sensitive to changes igeheral level of U.S. interest rates with respedur bank facility of which $2.9 million w:
outstanding as of March 31, 2000. Our other debtuding our convertible subordinated notes, isdixate in nature and mitigates the impact
of fluctuations in interest rates. The fair valdeor debt approximates the carrying amount at M&, 2000. We believe the potential eff

of near-term changes in interest rates on our idefiit material.

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 exchatmgracts as a hedge against currency fluctuatiotte Japanese yen. We will continue to
evaluate various methods to minimize the effectsuofency fluctuations.

Eleven European countries have adopted a Singlepgan Currency (the "euro") as of January 1, 1989 avtransition period continuing
through January 1, 2002. As of January 1, 199%etledeven of the fifteen member countries of theofean Union (the
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"participating countries") established fixed corsien rates between their existing sovereign curesnand the euro. For three years after the
introduction of the euro, the participating cousdrcan perform financial transactions in eitherethie or their original local currencies. This
will result in a fixed exchange rate among theipgrating countries, whereas the euro (and thagiaating countries' currencies in tandem)
will continue to float freely against the U.S. @aoland other currencies of non-participating caastrAlthough we do not expect the
introduction of the euro currency to have a siguaifit impact on our revenues or results of operstiame are unable to determine what effects,
if any, the currency change in Europe will havecompetition and competitive pricing in the affectedions.

OTHER RISK

We have invested in a start-up company and mdyeiiuture make additional investments in start-ompganies that develop products which
we believe may provide future benefits. The curetatt-up investment and any future start-up irmesits will be subject to all of the risks
inherent in investing in companies that are natldighed.
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PART Il OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS
We are not aware of any material legal proceedingsare expected to have a material effect orbusiness, assets or property.
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:

2.1 Agreement and Plan of Reorganization, dateaf dane 1, 1998, by and among the Company, Wargspee, a wholly owned subsidiary
of the Company, and RF Power Products, Inc.(1)

3.1 The Company's Restated Certificate of Incorpmmaas amended(2)
3.2 The Company's By-laws(3)
4.1 Form of Specimen Certificate for the Compa@dsnmon Stock(3)

4.2 Indenture dated November 1, 1999 between Stadet Bank and Trust Company of California, Nas trustee, and the Company
(including form of 5 1/4% Convertible Subordinafédte due 2006)(4)
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4.3 The Company hereby agrees to furnish to the, 8Ba@n request, a copy of the instruments whicindeahe rights of holders of long-term
debt of the Company. None of such instrumentsmmuded as exhibits herein represents long-termidedxcess of 10% of the consolidated
total assets of the Company.

10.1 Comprehensive Supplier Agreement, dated May 983, between Applied Materials Inc. and the Canyfl)+

10.2 Purchase Order and Sales Agreement, dated& @, 1999, between Lam Research Corporatiotten@ompany(4)
10.3 Purchase Agreement, dated November 1, 199&eber Eaton Corporation and the Company(5)+

10.4 Loan and Security Agreement, dated Augusi 287, among Silicon Valley Bank, Bank of Hawaii ahd Company(6)

10.5 Loan Agreement dated December 8, 1997, byaarahg Silicon Valley Bank, as Servicing Agent arBaak, and Bank of Hawaii, as a
Bank, and the Company, as borrower(7)

10.6 Lease, dated June 12, 1984, amended Jun®92,, Hetween Prospect Park East Partnership ar@aimpany for property in Fort
Collins, Colorado(3)

10.7 Lease, dated March 14, 1994, as amended, &et@learp Point Properties, L.L.C., and the Comgpangroperty in Fort Collins,
Colorado(3)

10.8 Lease, dated May 19, 1995, between Sharp Poiperties, L.L.C. and the Company for a buildmgort Collins, Colorado(3)

10.9 Lease agreement, dated March 18, 1996, anddmmants dated June 21, 1996 and August 30, 1988ebr RF Power Products, Inc.,
and Laurel Oak Road, L.L.C. for property in Voorbelew Jersey(8)

10.10 Form of Indemnification Agreement(3)
10.11 Employment Agreement, dated June 1, 199&deet RF Power Products, Inc., and Joseph Stach(9)
10.12 1995 Stock Option Plan, as amended and ed¢®at
10.13 1995 Non-Employee Directors' Stock Option Ptg9)*
10.14 License Agreement, dated May 13, 1992 betwg#eRower Products and Plasma-Therm, Inc.(10)

10.15 Lease Agreement dated March 18, 1996 anddmmetts dated June 21, 1996 and August 30, 1996batRF Power Products, Inc.
and Laurel Oak Road, L.L.C. for office, manufaatgrand warehouse space at 1007 Laurel Oak Roadh¥es, New Jersey(8)

10.16 Direct Loan Agreement dated December 20, be®6een RF Power Products, Inc. and the New Jé&rsegomic Development
Authority(8)

10.17 Lease, dated April 15, 1998, between Crods IRaestors, Ltd., and the Company for propertAirstin, Texas(1)

10.18 Lease, dated April 15, 1998, between Came&eahnology Investors, Ltd., and the Company fopprty in Austin, Texas(1)
27.1 Financial Data Schedule for the three-montlogeended March 31, 2000.

(b) No reports on Form 8-K were filed by the Compduaring the quarter ended March 31, 2000.
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(1) Incorporated by reference to the Company'stqugirReport on Form 10-Q for the quarter endece3® 1998 (File No. 0-26966), filed
August 7, 1998.

(2) Incorporated by reference to the Company'stqugirReport on Form 10-Q for the quarter endeceBM 1999 (File No. 0-26966), filed
July 28, 1999.

(3) Incorporated by reference to the Company's fegion Statement on Form S-1 (File No. 33-97188) September 20, 1995, as
amended.

(4) Incorporated by reference to the Company's AahReport on Form 10-K for the year ended Decertied 999 (File No. 0-26966), filed
March 20, 2000.

(5) Incorporated by reference to the Company's AhReport on Form 10-K for the year ended Decer3tied 995 (File No. 0-26966), filed
March 28, 1996, as amended.

(6) Incorporated by reference to the Company's Redion Statement on Form S-3 (File No. 333-3408@d August 21, 1997, as amended.

(7) Incorporated by reference to the Company's AhReport on Form 10-K for the year ended Decertied 997 (File No. 0-26966), filed
March 24, 1998.

(8) Incorporated by reference to RF Power Prodéataual Report on Form 10-K for the fiscal year edNovember 30, 1996 (File No. O-
20229), filed February 25, 1997.

(9) Incorporated by reference to the Company's AahReport on Form 10-K for the year ended Decertied 998 (File No. 0-26966), filed
March 24, 1999.

(10) Incorporated by reference to RF Power Prod&esgistration Statement on Form 10 (File N@2D229), filed May 19, 1992 as amenc

* Compensation Plan
+ Confidential treatment has been granted fo r portions of this
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 Richard P. Beck

Ri chard P. Beck

Seni or Vice President, Chief Financial April 18, 2000
Oficer, Assistant Secretary and

Director (Principal Financial Oficer

and Principal Accounting Oficer)

20
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10.15 Lease Agreement dated March 18, 1996 and
21, 1996 and August 30, 1996 between RF P
Laurel Oak Road, L.L.C. for office, manuf
space at 1007 Laurel Oak Road, Voorhees,

10.16 Direct Loan Agreement dated December 20,
Products, Inc. and the New Jersey Economi
Authority(8)

10.17 Lease, dated April 15, 1998, between Cros
and the Company for property in Austin, T

10.18 Lease, dated April 15, 1998, between Came
Investors, Ltd., and the Company for prop

27.1 Financial Data Schedule for the three-mon

amendments dated June
ower Products, Inc. and

acturing and warehouse
New Jersey(8)

1996 between RF Power
¢ Development
s Park Investors, Ltd.,

exas(1)

ron Technology
erty in Austin, Texas(1)

th period ended March

31, 2000.

(1) Incorporated by reference to the Company'stqugirReport on Form 10-Q for the quarter endece M 1998 (File No. 0-26966), filed
August 7, 1998.

(2) Incorporated by reference to the Company'stqugirReport on Form 10-Q for the quarter endece M 1999 (File No. 0-26966), filed
July 28, 1999.

(3) Incorporated by reference to the Company's fegion Statement on Form S-1 (File No. 33-97188) September 20, 1995, as
amended.

(4) Incorporated by reference to the Company's AahReport on Form 10-K for the year ended Decertied 999 (File No. 0-26966), filed
March 20, 2000.

(5) Incorporated by reference to the Company's AahReport on Form 10-K for the year ended Decertied 995 (File No. 0-26966), filed
March 28, 1996, as amended.

(6) Incorporated by reference to the Company's Redion Statement on Form S-3 (File No. 333-3408@d August 21, 1997, as amended.

(7) Incorporated by reference to the Company's AhReport on Form 10-K for the year ended DecerBtied 997 (File No. 0-26966), filed
March 24, 1998.

(8) Incorporated by reference to RF Power Prodéataual Report on Form 10-K for the fiscal year edNovember 30, 1996 (File No. O-
20229), filed February 25, 1997.

(9) Incorporated by reference to the Company's AhReport on Form 10-K for the year ended Decer3tied 998 (File No. 0-26966), filed
March 24, 1999.

(10) Incorporated by reference to RF Power Prod&esgistration Statement on Form 10 (File N@2D229), filed May 19, 1992 as amenc

* Compensation Plan
+ Confidential treatment has been granted fo r portions of this
agreement.
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ARTICLE 5
MULTIPLIER: 1,00C

PERIOD TYPE 3 MOS
FISCAL YEAR END DEC 31 200
PERIOD START JAN 01 200!
PERIOD END MAR 31 200(
CASH 17,17¢
SECURITIES 198,71¢
RECEIVABLES 49,44;
ALLOWANCES (543
INVENTORY 28,30z
CURRENT ASSET¢ 298,22t
PP&E 36,46¢
DEPRECIATION (29,472
TOTAL ASSETS 329,65¢
CURRENT LIABILITIES 33,69
BONDS 135,00(
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 28
OTHER SE 160,71:
TOTAL LIABILITY AND EQUITY 329,65¢
SALES 67,17
TOTAL REVENUES 67,17:
CGS 34,99:
TOTAL COSTS 34,99:
OTHER EXPENSE! 17,30¢
LOSS PROVISION 0
INTEREST EXPENSE 1,95¢
INCOME PRETAX 15,12(
INCOME TAX 5,141
INCOME CONTINUING 9,99¢
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 9,99¢
EPS BASIC 0.3t
EPS DILUTED 0.34
End of Filing
pewerad 5y EDCAR -
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