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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,
2001 2000
(UNAUDITED) (UNAUDITED)

ASSETS

CURRENT ASSETS:
Cash and cash equivalents ..........cccceeeeeeee. e, $26,773 $31,716
Marketable securities - trading ... 130,050 157,811
Accounts receivable, net ............ . 62,206 76,545
Notes receivable .........ccccevviiiiiiiinnnens 2,472 2,472
Income tax receivable ......cccccceeeeeveees s 88 74

Inventories ................. 53,018 45,266
Other current assets 3,465 2,508
Deferred income tax assets, net ........ccccceee. . e 8,050 7,483
Total current @ssets ........ccoeeevcceeees. e 286,122 323,875
PROPERTY AND EQUIPMENT, Net w...vvvvvvviieieees s 32,813 24,101

OTHER ASSETS:
Deposits and other ..........ccceeeeennennn.
Goodwill and intangibles, net ...................
Investments - available for sale ................
Demonstration and customer service equipment, net
Deferred debt issuance costs, net ...............

874 995
31,770 9,890
2,209 1,824
3,494 2,889
2,138 2,261

Total @SSets ..coovvvvvveviiecieeviieeeee e $359,420  $365,835

LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES:
Accounts payable - trade .........ccccceeeeeeeee. . $16,078  $ 18,250
Accrued payroll and employee benefits .......... L 9,134 11,723
Other accrued eXpenses .........cocccveeeeenunnes 4,412 4,383
Customer deposits ..........ccccveeee 124 104
Accrued income taxes payable 1,248 7,923

Current portion of capital lease obligations and long-term debt . 1,104 1,337
Accrued interest payable on convertible subordina ted notes ...... 1,600 529
Total current liabilities ..................—— 33,700 44,249

LONG-TERM LIABILITIES:

Notes payable, net of current portion ............ .. 892 1,043
Deferred income tax liabilities, net .......... L 912 -
Convertible subordinated notes payable ......... 81,600 81,600

Total liabilities .....ccccceovcveeeeeeeeeee s 117,104 126,892
MINORITY INTEREST ..o eeeees 80 145
STOCKHOLDERS' EQUITY ..ooviiiiiiiciiiiiieees i 242,236 238,798

Total liabilities and stockholders' equity .. $359,420  $365,835

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

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

THREE MONTHS ENDED MARCH 31,

2001 2000
(UNAUDITED) (UNAUDITED)
SALES ..o e $74,714 $ 75,028
COST OF SALES ....ccoviiiiiierecee e 43,491 38,361
Gross pProfit ......cceeeeviieeiiiniiieeene 31,223 36,667

OPERATING EXPENSES:
Research and development ............cccccee..... 12,389 8,113
Sales and marketing .............. .

General and administrative ....

Litigation recovery ........ccccccccvveveeennnnn. (1,500) --

Total operating eXpenses ...........cccceeeenes 23,692 19,619
INCOME FROM OPERATIONS ......cccocviiirnennnnne 7,531 17,048
OTHER INCOME (EXPENSE) ....cccoovevieiienenne. 187 120

Net income before income taxes and minority inte rest 7,718 17,168
PROVISION FOR INCOME TAXES ......cccccvvernnene 2,689 5,947
MINORITY INTEREST IN NET LOSS .......cccccvveneene (65) av7)
NET INCOME .....ocoviiiiiiiiieniicniesiecie ... $ 5,094 $ 11,238
BASIC EARNINGS PER SHARE ........ccccccovvnine. ... $ 0.16 $ 0.36
DILUTED EARNINGS PER SHARE .......cccocveniinne. ... $ 016 $ 0.35
BASIC WEIGHTED-AVERAGE COMMON SHARES OUTSTANDING.... 31,547 31,161

DILUTED WEIGHTED-AVERAGE COMMON SHARES OUTSTANDING 32,187 32,512

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

CONSOLIDATED STATEMENT OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES:
Net inCome ........coocvveeiiniiieerenn
Adjustments to reconcile net income to net cash p
activities --
Depreciation and amortization ................
Amortization of deferred debt issuance costs .
Minority interest .........ccccoeevevinnnes
Provision for deferred income taxes ..........
Amortization of deferred compensation ........
Earnings from marketable securities, net .....
Changes in operating assets and liabilities --
Accounts receivable-trade, net .............
Related parties and other receivables ......
INVENLONIES ...ovvveieiieeeeiieece s
Other current assets .........ccccoeveee.
Deposits and other ..........ccccceeeenee
Demonstration and customer service equipment
Accounts payable, trade ....................
Accrued payroll and employee benefits ......
Customer deposits and other accrued expenses
Income taxes payable/receivable, net .......

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Marketable securities transactions ..............
Proceeds from sale of equipment .................
Purchase of property and equipment, net .........
Purchase of investments ..............ccceee..
Acquisition of Engineering Measurements Company,

Net cash used in investing activities ...
CASH FLOWS FROM FINANCING ACTIVITIES:
Net change from notes payable and capital lease o

Proceeds from common stock transactions .........

Net cash (used in) provided by financing

EFFECT OF CURRENCY TRANSLATION ON CASH

DECREASE IN CASH AND CASH EQUIVALENTS ........
CASH AND CASH EQUIVALENTS, beginning of period ....

CASH AND CASH EQUIVALENTS, end of period ..........

(IN THOUSANDS)

THREE MONTHS ENDED MARCH 3

2001

2000

(UNAUDITED) (UNAUDITED

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:

Cash paid for interest ..........ccoccveeeene

Cash paid for income taxes ..............cc....

...................... $ 5,094 $ 11,238
rovided by operating
...................... 3,982 2,330
...................... 123 160
(65) @av
73 (103
131 64
(1,565) (2,278
15,449 (6,622
57 (188
(6,074) (3,058
(868) (362
120 (44
(846) (247
(2,527) (2,526
(2,994) 1,944
696 1,502
(6,770) 5,389
..................... 4,016 7,182
...................... 30,000 (20,000
-- 150
(6,471) (2,016
(592) -
net of cash acquired . (29,932) -
...................... (6,995) (11,866
bligations ........... (384) 627
...................... 199 2,996
activities ........... (185) 3,623
.............................. 1,779) (145
........................... (4,943) (1,206
...................... 31,716 21,043
...................... $ 26,773 $ 19,837
...................... $ 95 $ 9
...................... $ 9,236 $ 2,727
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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 owsetisidiaries (the "Company") at March 31, 2001, #wedresults of the Company's
operations and cash flows for the three-month perended March 31, 2001 and 2000.

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, 2000, filed March 27, 2001.

(2) ACQUISITIONS

EMCO - On January 2, 2001, Engineering Measurenm@oispany ("EMCQO"), a publicly-held, Longmont, Cado-based manufacturer of
electronic and electromechanical precision instmisiéor measuring and controlling the flow of ligej steam and gases, was merged with a
wholly owned subsidiary of the Company. The Comppaigl the EMCO shareholders cash in an aggregateranof approximately $30
million. The acquisition was accounted for using flurchase method of accounting, and the operegsgts of EMCO are reflected in the
accompanying financial statements prospectivelsnftbe date of acquisition. The purchase price Wasated to the net assets of EMCO as
summarized below:

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

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

NOAH HOLDINGS, INC.- On April 6, 2000, Noah Holdings, Inc. ("Noah")pevately-held, California-based manufacturer alfcdstate
temperature control systems used to control praegsperatures during semiconductor manufacturirag merged with a wholly owned
subsidiary of the



Company. The Company issued approximately 687,886es of its common stock in connection with thguésition. In addition, outstanding
Noah stock options were converted into optionsuieipase approximately 40,000 shares of the Companyimon stock

The Sekidenko and Noah mergers constituted taxr@eyanizations and have been accounted for dmpgef interests under Accounting
Principles Board Opinion No. 16. Accordingly, atlgr period consolidated financial statements pne=g have been restated to include the
combined balance sheet, statements of operatiahsaamh flows of Noah and Sekidenko as though eadtalways been part of the Compe
There were no transactions between the Companyh Bliod Sekidenko prior to the combinations, and itenie adjustments were recorded
at Noah and Sekidenko to conform their accountimigcigs. Certain reclassifications were made tof@on the Noah and Sekidenko financial

statements to the Company's presentations. Thése$wperations for the separate companies antbswed amounts presented in the
consolidated financial statements follow:

THREE MONTHS EN DED MARCH 31,
2001 2000
(UNAUDITED) ( UNAUDITED)
(IN THOUSA NDS)
Sales:
Pre-Noah and Sekidenko mergers
Advanced Energy ............. $ - $67,171
Noah .....ccocevevniieene - 3,080
Sekidenko ................... - 4,777
Post-Noah and Sekidenko mergers 74,714 -
Consolidated ............... $74,714 $75,028
Net income:
Pre-Noah and Sekidenko mergers
Advanced Energy ............. $ - $ 9,996
Noah .....ccocvvvriieene - 43
Sekidenko ................... - 1,199

Post-Noah and Sekidenko mergers 5,094 -

Consolidated ............... $ 5,094 $11,238

LITMAS -- During 1998 the Company acquired a 29%nevship interest in LITMAS, a privately-held, Noarolina-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 residltperations of LITMAS have been
consolidated in the accompanying consolidated firmdrstatements from the date the controlling ieséiof 56.5% was acquired. On October

1, 2000, the Company acquired an additional 3.0&east in LITMAS for an additional $250,000, bringithe Company's ownership interest
in LITMAS to 59.5%.

(3) MARKETABLE SECURITIES - TRADING

MARKETABLE SECURITIES - TRADING consisted of thelfowing:

MARCH 31, DECEM BER 31,
2001 20 00
(UNAUDITED) (UNAU DITED)
(IN THOUSANDS)
Commercial paper .......... $76,849 $85 ,827
Municipal bonds and notes . 35,571 54 ,022
Mutual funds .............. 17,630 17 ,962
Total marketable securites ~ $130,050  $157 ,811

These marketable securities are stated at peridananket value, and have original costs of
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$129,523,000 and $157,112,000 as of March 31, 20d1December 31, 2000, respectively. Includedésetbalances is unrealized interest
income of $442,000 and $699,000 as of March 31120@ December 31, 2000, respectively.

(4) ACCOUNTS RECEIVABLE

- TRADE

ACCOUNTS RECEIVABLE - TRADE consisted of the follivg:

(5) INVENTORIES

MARCH 31, D
2001
(UNAUDITED) (

(IN THOUSA
DOmestiC ........cccceuveenee. $ 26,071
Foreign ......cccceeeviveeen. 30,876
Allowance for doubtful accounts (969)
Trade accounts receivable ..... 55,978
Related parties ............... 63
Other ...ooeveeeiiiiii, 6,165
Total accounts receivable ..... $ 62,206

INVENTORIES consisted of the following:

MARCH 31, DECEMBER 31
2001 2000
(UNAUDITED) (UNAUDITED)

(IN THOUSANDS)

Parts and raw materials ~ $37,534  $34,462
Work in process ....... 3,266 3,777
Finished goods ........ 12,218 7,027
Total inventories ..... $53,018  $45,266

(6) INVESTMENTS - AVAILABLE FOR SALE AND OTHER

ECEMBER 31,
2000
UNAUDITED)

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

(7) STOCKHOLDERS' EQUITY

STOCKHOLDERS' EQUITY consisted of the following:

Common stock, $0.001 par value, 40,000 shares autho
31,557 and 31,537 shares issued and outstanding
2001 and December 31, 2000, respectively ......

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

Retained earnings ........cccoceeeeiiiiereeninns

Deferred compensation ............ccoccuveeeenee

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

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

MARCH 31,

2001

(UNAUDITED)

DECEMBER 31,
2000
(UNAUDITED)

(IN THOUSANDS, EXCEPT PAR VALUE)

rized,;
at March 31,

$ 32
124,930
116,971
(1,620)
(1,515)

$ 238,798




(8) ACCOUNTING STANDARDS

COMPREHENSIVE INCOME -- Comprehensive income fag tbompany consists of net income, foreign currdranyslation adjustments
and an unrealized holding gain as presented below

THREE MONTHS THREE MONTHS
ENDED ENDED
MARCH 31, 2001 MARCH 31, 2000
(UNAUDITED) (UNAUDITED)

(IN THOUSANDS)

Net income, as reported ........ccooveevvveeeeee $ 5,094 $ 11,238
Adjustment to arrive at comprehensive net income:
Unrealized holding loss on available-for-sale mar ketable
SECUIMLES vvviiiiiiiii e (207) -
Cumulative translation adjustment ................ .. (1,779) (145)
Comprehensive net income .......ccccoceeveeeveee L. $ 3,108 $ 11,093

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

DERIVATIVE HEDGING ACTIVITIES -- In June 1998 theASB issued SFAS No. 133, "Accounting for Derivatlmstruments and
Hedging Activities." The Company, as required, addi@iBFAS No. 133, as amended by SFAS No. 137, mumda 1, 2001. SFAS No. 133
establishes accounting and reporting standarddeiavative instruments and for hedging activityrbguiring all derivatives to be recorded on
the balance sheet as either an asset or liabilitynaeasured at their fair value. Changes in thizakdre's fair value will be recognized
currently in earnings unless specific hedging antiag criteria are met. SFAS No. 133 also estabisimiform hedge accounting criteria for
all derivatives. The Company will not seek spedifatige accounting treatment for its foreign curydioeward contracts. The adoption of
SFAS No. 133 did not have a material impact onGbepany's financial condition or results of openasi

REVENUE RECOGNITION -- In December 1999 the stdfftee Securities and Exchange Commission issuestdtf Accounting Bulletin
("SAB") No. 101, "Revenue Recognition." SAB No. 1fixbvides guidance on the measurement and timimgvaiue recognition in financial
statements of public companies. Changes in acewyptlicies to apply the guidance of SAB No. 10¥emequired to be adopted by
recording the cumulative effect of the change mfikcal quarter ending December 31, 2000. The tamtopf SAB No. 101 did not have a
material effect on the Company's financial conditio results of operations.

(9) 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 Novanis¢h each year beginning May 15, 2000. Net prdsde the Company were
approximately $130.5 million, after deducting $8lion of offering costs, which have been capitatl and are being amortized over a pe
of seven years. Holders of the notes may converhttes at any time into shares of the Companysman stock, at $49.53 per share. The
Company may convert the notes on or after Noveri®eR002 at a conversion price of 103.00% timesptirecipal amount, and may convert
at successively lesser amounts thereafter untieNdoer 15, 2006, at which time the Company may coate redemption price equal to the
principal amount. At March 31, 2001, $1.6 milliohioterest expense related to these notes waset@sia current liability.
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In October and November 2000, the Company repuechas aggregate of approximately $53.4 million@pal amount of its convertible
subordinated notes in the open market, for a dospproximately $40.8 million. These purchasesltedun an after-tax extraordinary gain of
$7.6 million. The purchased notes have been cattelipproximately $81.6 million principal amounttbe notes remains outstanding. The
Company may continue to purchase additional notéise open market from time to time, if market dtinds and its financial position are
deemed favorable for such purposes.

(10) LITIGATION RECOVERY

In March 2001, the Company received a $1.5 miliettlement for recovery of legal expenses pertgitina patentafringement suit in whic
the Company was the plaintiff.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
SPECIAL NOTE ON FORWARD LOOKING STATEMENTS

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

o changes or slowdowns in economic conditions énsemiconductor and semiconductor capital equipimenistries or other industries in
which our customers operate;

o changes in customers' inventory management pescti

o timing and challenges of integrating recent aoigptial future acquisitions;

0 component shortages or allocations or other fadt@mt change our levels of inventory or substdigtincrease our spending on inventory;
o introduction of new products by our competitansgl

o our ability to attract and retain key personnel.

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

RESULTS OF OPERATIONS FOR THE THREE MONTHS ENDED MA RCH 31, 2001 AND 2000
SALES

We sell power conversion and control systems aladed equipment primarily to the semiconductor tmquipment, data storage and
advanced product applications markets in the Urfitiades, to the flat panel display and advancedymtoapplications markets in the Asia
Pacific region, and to data storage and advanazdblipt applications
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markets in Europe. We also sell spare parts arairreprvices worldwide through our customer sergicd technical support organization.

Sales were $74.7 million in the first quarter 0020down less than one percent from sales of $nilidn in the first quarter of 2000, and
down 27% from sales of $102.7 million in the fougtirarter of 2000. The first quarter of 2001 inclddales by EMCO, a wholly owned
subsidiary we acquired on January 2, 2001, which aezounted for by the purchase method of accaynitime fourth quarter of 2000 was
eighth consecutive quarter of sales growth, whiels wrimarily attributable to capacity expansion amleased investment in advanced
technology by the semiconductor industry, whichulesl in increased demand for our systems from riaatwrers of semiconductor capital
equipment. During the first quarter of 2001, a waide slowdown in demand for semiconductors redutiea sudden and rapid decline in
demand for semiconductor manufacturing equipmenineentory buildups and slower global economionghoresulted in slower capital
investment by semiconductor manufacturers and thgipliers. Our experience has shown that our salesmiconductor capital equipment
customers is dependent on the volatility of thdustry, which results from sudden changes in semdigctor supply and demand, and rapid
technological advances in both semiconductor dewacel wafer fabrication processes. Our sales tedhmconductor capital equipment
industry in the first quarter of 2001 increased pagcent over sales to that industry from the fitstrter of 2000, but declined 31% from sales
to that industry from the fourth quarter of 2000e \&kpect sales to the semiconductor capital equipmdustry in 2001 to be lower than in
2000.

Our sales to the data storage industry decreasgdi@?n the first quarter of 2000 to the first geardf 2001, primarily due to slowdown in
growth of demand for CVD and DVD replication equimh, overcapacity of such manufacturing equipmeemd, slower than expected
personal computer sales. Sales to the flat pasplaji industry increased 12% from the first quanfe2000 to the first quarter of 2001. Sales
to advanced product applications industries ina@é&s1% from the first quarter of 2000 to the fgatrter of 2001.

The following tables summarize net sales and péages of net sales by customer type for us fothtee-month periods ended March 31,
2001 and 2000:

THREE MONTHS EN DED MARCH 31,
2001 2000
(IN THOUS ANDS)
Semiconductor capital equipment ..  $51,047 $50,557
Data storage ............cccuvvee 2,199 5,806
Flat panel display ............... 6,710 5,967
Advanced product applications .... 10,974 8,841
Customer service technical support 3,784 3,857
$74,714 $75,028
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THREE MONTHS END ED MARCH 31,

2001 2000
Semiconductor capital equipment .. 68% 67%
Data storage ..........ccccvenene 3 8
Flat panel display ............... 9 8
Advanced product applications .... 15 12
Customer service technical support 5 5

100% 100%

The following tables summarize net sales and péagess of net sales by geographic region for uth@threemonth periods ended March
2001 and 2000:

THREE MONTHS ENDED MARCH 31,

(IN THOUSANDS)
United States and Canada  $52,798  $53,713

Europe ......cc......... 8,613 11,217
Asia Pacific ........... 13,092 9,897
Rest of world .......... 211 201

$74,714  $75,028

THREE MONTHS ENDED MARCH 31

2001 2000
United States and Canada 71% 72%
Europe ......cc......... 12 15

Asia Pacific ........... 17 13
Rest of world .......... -- --

100%  100%

GROSS MARGIN

Our gross margin was 41.8% in the first quarte2@d1 compared to 48.9% in the first quarter of 200@& decrease was due to lower
absorption of manufacturing overhead and fixedsdse added new facilities in Fort Collins, Colavad the first quarter of 2001 to increase
our manufacturing capacity, which will increase taase and depreciation costs. This adversely itedatsorption of overhead because the

increased capacity was not fully utilized due tordased demand. Any further decreases in our td\agles in the future could have an
additional negative impact on our gross margin.

RESEARCH AND DEVELOPMENT EXPENSES

We invest in research and development to identfly technologies, develop new products and impraistieg product designs. Our resez
and development expenses were $8.1 million initseduarter of 2000 and $12.4 million in the figgtarter of 2001, representing an increase
of 53%. The increase is primarily due to increasgsyroll, materials and supplies, purchased sesvand higher infrastructure costs for new
product development, and partly due to the inclusibEMCO research and development expenses ifirsheuarter of 2001. As a percenti

of sales, research and development expenses irdréasn 10.8% in the first quarter of 2000 to 16.80the first quarter of 2001 because of
the higher spending.

We believe continued investment in the researchdawelopment of new systems is critical to ourigbib serve new and existing markets,
and we continue to invest in new

13



product development during industry downturns. 8ioar inception, the majority of our research aedetbpment costs generally have been
internally funded and all have been expensed asried.

SALES AND MARKETING EXPENSES

Our sales and marketing expenses support domestimternational sales and marketing activitiesoltinclude personnel, trade shows,
advertising, and other marketing activities. Saled marketing expenses were $5.9 million in thet fjuarter of 2000 and $6.6 million in the
first quarter of 2001, representing a 13% incre@bke.increase is primarily due to the inclusioeMCO sales and marketing expenses in the
first quarter of 2001, and due to higher payralymotion, distribution and travel costs. We incdrtbese expenses to continue to increase ou
sales management and product management capab#isea percentage of sales, sales and marketpenegs increased from 7.8% in the
first quarter of 2000 to 8.9% in the first quard®2001.

GENERAL AND ADMINISTRATIVE EXPENSES

Our general and administrative expenses suppomvotldwide financial, administrative, informatiogstems and human resources functions.
General and administrative expenses were $5.6omiifi the first quarter of 2000 and $6.2 milliortlire first quarter of 2001, representing a
9% increase. The increase is primarily due toicusion of goodwill amortization resulting frometlacquisition of EMCO, partially offset
lower spending for payroll. As a percentage ofsajeneral and administrative expenses increasetd #t5% in the first quarter of 2000 to
8.3% in the first quarter of 2001.

We continue to implement our management systernwaodt including the replacement of existing systénmur domestic and foreign
locations. We expect that charges related to paeddraining and implementation of the softward wintinue through 2001.

LITIGATION RECOVERY

In March 2001, we received a $1.5 million settletfenrecovery of legal expenses pertaining to @mainfringement suit in which we were
the plaintiff.

OTHER INCOME (EXPENSE)

Other income consists primarily of interest incoanel expense, foreign exchange gains and lossestlagdmiscellaneous gain, loss, income
and expense items. Other income was $120,000 ifirhguarter of 2000, and included $2.5 milliohirterest income offset by $2.0 million
of interest expense, $319,000 of foreign currensg bnd $56,000 of other expenses. Other incom&¥&&000 in the first quarter of 2001,
and included $1.8 million of interest income offbgt$1.3 million of interest expense and $293,006tler expenses.
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PROVISION FOR INCOME TAXES

The income tax provision for the first quarter 602 was $5.9 million and represented an effecixaate of 35%. The income tax provision
for the first quarter of 2001 was $2.7 million, whialso represented an effective tax rate of 358an@es in our relative earnings and the
earnings of our foreign subsidiaries affect oursmidated effective tax rate. We adjust our incdenees periodically based upon the
anticipated tax status of all foreign and domestitities.

LIQUIDITY AND CAPITAL RESOURCES

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

Operating activities provided cash of $7.2 milliarthe first three months of 2000, primarily asault of net income, depreciation and
amortization, and increased accruals for incomedapartially offset by increases in accounts katde and inventories and decreases in
accounts payable. Operating activities providedh cdss4.0 million in the first three months of 2Q@timarily as a result of net income,
depreciation and amortization, and decreases ouats receivable, partially offset by increasemirentories, decreases in accounts payable
and decreased accruals for payroll, employee ksreafd income taxes. We expect future receivaldararentory balances to fluctuate with
net sales. We are required to maintain higher segEbuffer stock inventory to satisfy our custosieelivery requirements. Any increase in
our inventory levels will require the use of casHibance the inventory.

Investing activities used cash of $11.9 milliorthe first three months of 2000, and included thelpase of marketable securities of $10.0
million and the purchase of property and equipnfen$2.0 million, partially offset by proceeds fraime sale of equipment of $150,000.
Investing activities used cash of $7.0 millionle ffirst three months of 2001, and included thaussitipn of EMCO for $29.9 million, the
purchase of property and equipment for $6.5 milkon the purchase of investments for $592,000iglisroffset by the sale of marketable
securities of $30.0 million.

Financing activities provided cash of $3.6 milliorthe first three months of 2000, and include&®{0 million from the exercise of employee
stock options and sale of common stock throughemployee stock purchase plan ("ESPP"), and $62%0@6t changes in notes payable
and capital lease obligations. Financing activitissd cash of $185,000 in the first three montt06fL, and included $384,000 of net
decreases in
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notes payable and capital lease obligations, offggiroceeds of $199,000 from the exercise of eygastock options and sale of common
stock through our ESPP.

We plan to spend approximately $6.0 million throtigé remainder of 2001 for the acquisition of equét, leasehold improvements and
furnishings, with depreciation expense projectebdg@pproximately $7.1 million.

As of March 31, 2001, we had working capital of $2bmillion. Our principal sources of liquidity csisted of $26.8 million of cash and cash
equivalents, $130.1 million of marketable secusit@nd a credit facility consisting of a $30.0 maillrevolving line of credit. Advances under
the revolving line of credit bear interest at eittie prime rate (7.50% at April 30, 2001) minudQ0®6 or the LIBOR 360-day rate (4.44125%
at April 30, 2001) plus 175 basis points, at outiayp All advances under the revolving line of dtedll be due and payable May 2003. As of
March 31, 2001 there was an advance outstandifsg 2,000 on this line of credit by our Japaneseisiidry, Advanced Energy Japan K.K.
("AE-Japan").

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 addal 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 intemasts relates primarily to our investment portf@nd long-term debt obligations. We
generally place our investments with high credaliy 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, 2001, our investments consisteequfity securities, commercial paper, municipal l®add notes and money market mutual
funds which had an original cost of $129.5 milliand earned $1.6 million for the quarter then endedn average interest rate of
approximately 4.8%. The impact on interest incorihe t®n percent decrease in the average intertestweuld have resulted in approximately
$157,000 less interest income for the quarter eidkdh 31, 2001.
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As of March 31, 2001, all of our debt was at fixeterest rates except for an amount outstandirgy82,000 on our line of credit. The impact
on interest expense of a ten percent increaseeinvhrage interest rate would have been immater@ir financial position and results of
operations.

FOREIGN CURRENCY EXCHANGE RATE RISK

We transact business in various foreign countfes.primary foreign currency cash flows are geregtain countries in Asia and Europe. We
have entered into various forward foreign exchatmgracts to mitigate against currency fluctuationthe Japanese yen. These currency
swaps offset changes in the exchange rate in thewlen intercompany transactions we conduct wihJapan are settled. Changes in the
exchange rates of the U.S. dollar with other cuiesnin which we operate are immaterial. We wilhtboue to evaluate various methods to
minimize the effects of currency fluctuations.

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

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

OTHER RISK

We have invested in start-up companies and mayeitittture make additional investments in start-oqmganies that develop products which
we believe may provide future benefits. The curetatt-up investments and any future start-up itmeents will be subject to all of the risks
inherent in investing in companies that are natldigthed.
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PART Il OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

From time to time, we are party to various legalgeedings relating to our business. We are noentlyrparty to any material legal
proceedings, except as described below:

We are the defendant in an action filed by Applsience and Technology, Inc., a Delaware corparafibe civil action was filed in the U.
District Court for the District of Delaware on Nawber 30, 2000. Applied Science and Technology, Wwiia subsidiary of MKS
Instruments, Inc., alleges that, by manufacturing selling reactive gas generators, we are infigigipon its patent. Applied Science and
Technology seeks injunctive relief and damagesiarespecified amount. The action is in the discpwtage. We have reviewed the
allegations with our patent counsel and believehaxe meritorious defenses to the claim. We havéedehe allegation of infringement and
will defend against the claim vigorously.

In March 2001, we received a $1.5 million settletfenrecovery of legal expenses pertaining to @mainfringement suit in which we were
the plaintiff.

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.
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ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K
(a) Exhibits:

3.1 The Company's Restated Certificate of Incorp oration, as amended(1)

3.2 The Company's By-laws(2)

4.1 Form of Specimen Certificate for the Company 's Common Stock(2)
4.2 Indenture dated November 1, 1999 between Sta te Street Bank and Trust Company of
California, N.A., as trustee, and the Compan y (including form of 5 1/4% Convertible

Subordinated Note due 2006)(3)
10.1 1995 Stock Option Plan, as amended and resta ted through February 7, 2001*

10.2 1995 Non-Employee Directors' Stock Option PI an, as amended and restated through
February 7, 2001*

(1) Incorporated by reference to the Company's @dgrReport on Form 10-Q for the quarter endece B®, 1999 (File No. 0026966), filec
July 28, 1999.

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

(3) Incorporated by reference to the Company's ahReport on Form 10-K for the year ended Decertied 999 (File No. 000-26966),
filed March 20, 2000.

* Compensation Plan

(b) The Company filed a report on Form 8-K on Felylt20, 2001 announcing the resignation and regrgrof Dr. Hollis Caswell, then the
Company's President, Chief Operating Officer aditector, and the appointment of James F. Gen#lesrExecutive Vice President in
charge of operations.
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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 May 9, 2001
O ficer, Assistant Secretary and

Director (Principal Financial Oficer

and Principal Accounting Oficer)
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amended.

(3) Incorporated by reference to the Company's AhReport on Form 10-K for the year ended Decer3tied 999 (File No. 000-26966),
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EXHIBIT 10.1

ADVANCED ENERGY INDUSTRIES, INC.
1995 STOCK OPTION PLAN

ADOPTED JUNE 6, 1993
AS AMENDED AND RESTATED SEPTEMBER 20, 1995
AND AS FURTHER AMENDED FEBRUARY 10, 1998, FEBRUARY 9, 1999,
DECEMBER 13, 2000 AND FEBRUARY 7, 2001

1. PURPOSES.

(a) The purpose of the Plan is to provide a megnghich selected Employees and Directors of andsGlants to the Company, and its
Affiliates, may be given an opportunity to purchaseck of the Company.

(b) The Company, by means of the Plan, seeks anrtte services of persons who are now Employe8&srectors of or Consultants to the
Company or its Affiliates, to secure and retaingbevices of new Employees, Directors and Constsitamd to provide incentives for such
persons to exert maximum efforts for the succesekfCompany and its Affiliates.

(c) The Company intends that the Options issue@wutiee Plan shall, in the discretion of the Boardmy Committee to which responsibility
for administration of the Plan has been delegatedyant to subsection 3(c), be either IncentivelS@ptions or Nonstatutory Stock Options.
All Options shall be separately designated Incen8tock Options or Nonstatutory Stock Options attime of grant, and in such form as
issued pursuant to Section 6, and a separateicatifor certificates will be issued for shareschased on exercise of each type of Option.

2. DEFINITIONS.

(a) "AFFILIATE" means any parent corporation or sigliary corporation, whether now or hereafter éxgstas those terms are defined in
Sections 424(e) and (f) respectively, of the Code.

(b) "BOARD" means the Board of Directors of the Guamy.

(c) "CODE" means the Internal Revenue Code of 188@&mended.

(d) "COMMITTEE" means a Committee appointed by Buard in accordance with subsection 3(c) of thaPla
(e) "COMPANY" means Advanced Energy Industries, lacDelaware corporation.

(H) "CONSULTANT" means any person, including an &dv, engaged by the Company or an Affiliate todemconsulting services and who
is compensated for such services, provided thatetime "Consultant” shall not include Directors wdre paid only a director's fee by the
Company or who are not compensated by the Comparthéir services as Directors.
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(g) "CONTINUOUS STATUS AS AN EMPLOYEE, DIRECTOR OBRONSULTANT" means the employment or relationshiad3irector
or Consultant is not interrupted or terminated. Bloard, in its sole discretion, may determine whetbontinuous Status as an Employee,
Director or Consultant shall be considered inteiedpn the case of: (i) any leave of absence apguatdy the Board, including sick leave,
military leave, or any other personal leave; ort(@nsfers between locations of the Company ovéeh the Company, Affiliates or their
successors.

(h) "COVERED EMPLOYEE" means the Chief Executivei€dr and the four (4) other highest compensatéidest of the Company.
() "DIRECTOR" means a member of the Board.

(j) "DISINTERESTED PERSON" means a Director whaeit(i) was not during the one year prior to senas an administrator of the Plan
granted or awarded equity securities pursuantddtn or any other plan of the Company or anysddffiliates entitling the participants
therein to acquire equity securities of the Compangny of its affiliates except as permitted byeRL6b-3(c)(2)(i); or (ii) is otherwise
considered to be a "disinterested person” in aececta with Rule 16b-3(c)(2)(i), or any other apbiearules, regulations or interpretations of
the Securities and Exchange Commission.

(k) "EMPLOYEE" means any person, including Officared Directors, employed by the Company or anyliaté of the Company. Neither
service as a Director nor payment of a directaestfy the Company shall be sufficient to constitataployment" by the Company.

(1) "EXCHANGE ACT" means the Securities Exchange #1934, as amended.

(m) "FAIR MARKET VALUE" means the value of the conom stock as determined in good faith by the Boadlia a manner consistent
with Section 260.140.50 of Title 10 of the Calif@iCode of Regulations.

(n) "INCENTIVE STOCK OPTION" means an Option intexadto qualify as an incentive stock option withie tneaning of Section 422 of
the Code and the regulations promulgated thereunder

(0) "NONSTATUTORY STOCK OPTION" means an Option imiended to qualify as an Incentive Stock Option.

(p) "OFFICER" means a person who is an officethef Company within the meaning of Section 16 offRehange Act and the rules and
regulations promulgated thereunder.

(g) "OPTION" means a stock option granted purstatiie Plan.

() "OPTION AGREEMENT" means a written agreemertideen the Company and an Optionee evidencing thestand conditions of an
individual Option grant. Each Option Agreement sbalsubject to the terms and conditions of thePla

(s) "OPTIONEE" means an Employee, Director or Cétastiwho holds an outstanding Option.
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(t) "OUTSIDE DIRECTOR" means a Director who eitlfgris not a current employee of the Company otadfiliated corporation” (as
defined in the Treasury regulations promulgatedent@kction 162(m) of the Code), is not a formerleyge of the Company or an affiliated
corporation receiving compensation for prior seggi¢other than benefits under a tax qualified menplan), was not an officer of the
Company or an affiliated corporation at any timag & not currently receiving compensation for paes services in any capacity other than
as a Director, or (i) is otherwise considered antSide director” for purposes of Section 162(mthef Code.

(u) "PLAN" means this 1995 Stock Option Plan.

(v) "RULE 16b-3" means Rule 16b-3 of the Exchan@e @t any successor to Rule 16b-3, as in effectmdigcretion is being exercised with
respect to the Plan.

3. ADMINISTRATION.

(@) The Plan shall be administered by the Boardaménd until the Board delegates administratiean@mmittee, as provided in subsection
3(c).

(b) The Board shall have the power, subject to,witlain the limitations of, the express provisiafghe Plan:

(1) To determine from time to time which of the s eligible under the Plan shall be granted @ptiathen and how each Option shall be
granted; whether an Option will be an IncentivecBt@ption or a Nonstatutory Stock Option; the psasis of each Option granted (which
need not be identical), including the time or tinsash Option may be exercised in whole or in garti the number of shares for which an
Option shall be granted to each such person.

(2) To construe and interpret the Plan and Optipaated under it, and to establish, amend and eexdks and regulations for its
administration. The Board, in the exercise of ffogver, may correct any defect, omission or incdasiy in the Plan or in any Option
Agreement, in a manner and to the extent it stedhtinecessary or expedient to make the Plan fiidgtave.

(3) To amend the Plan as provided in Section 11.

(c) The Board may delegate administration of trenRb a committee composed of not fewer than tyon@mbers (the "Committee"), all of
the members of which Committee shall be Disintex@$tersons and may also be, in the discretioneoBttard, Outside Directors. If
administration is delegated to a Committee, the @dtae shall have, in connection with the admiitstm of the Plan, the powers theretof
possessed by the Board (and references in thist®tiie Board shall thereafter be to the Commifteedject, however, to such resolutions,
not inconsistent with the provisions of the Plasnaay be adopted from time to time by the Boara: Bbard may abolish the Committee at
any time and revest in the Board the administradiofine Plan. Additionally, prior to the date oétfirst registration of an equity security of
the Company under

Section 12 of the Exchange Act, and notwithstandimgthing to the contrary contained herein, therBoaay delegate administration of the
Plan to any person or persons and
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the term "Committee" shall apply to any personenspns to whom such authority has been delegatataiitistanding anything in this
Section 3 to the contrary, the Board or the Conamithay delegate to a committee of one or more menub¢he Board the authority to grant
Options to eligible persons who (1) are not thdnjext to Section 16 of the Exchange Act and/oraf®)either (i) not then Covered Employ
and are not expected to be Covered Employees &tribeof recognition of income resulting from su@ption, or (ii) not persons with respect
to whom the Company wishes to comply with Secti68(in) of the Code.

(d) Any requirement that an administrator of tharPtbe a Disinterested Person shall not apply i@y po the date of the first registration of an
equity security of the Company under Section 1thefExchange Act, or (i) if the Board or the Corttee expressly declares that such
requirement shall not apply. Any Disinterested Bershall otherwise comply with the requirementfafe 16b-3.

4. SHARES SUBJECT TO THE PLAN.

(a) Subject to the provisions of Section 10 refatimadjustments upon changes in stock, the statkntay be sold pursuant to Options shall
not exceed in the aggregate eight million one headidwenty-five thousand (8,125,000) shares of the@any's common stock. If any Option
shall for any reason expire or otherwise terminiat@/hole or in part, without having been exercigeflll, the stock not purchased under
such Option shall revert to and again become adailfar issuance under the Plan.

(b) The stock subject to the Plan may be unisshatkes or reacquired shares, bought on the marleherwise.
5. ELIGIBILITY.

(&) Incentive Stock Options may be granted onligrtployees. Nonstatutory Stock Options may be gcaobdy to Employees, Directors or
Consultants.

(b) A Director shall in no event be eligible foetbenefits of the Plan unless at the time disaneiexercised in the selection of the Director
as a person to whom Options may be granted, dreiniétermination of the number of shares which beagovered by Options granted to the
Director: (i) the Board has delegated its discrediy authority over the Plan to a Committee whichsists solely of Disinterested Persons; or
(i) the Plan otherwise complies with the requiremseof Rule 16b-3. The Board shall otherwise comylty the requirements of Rule 16b-3.
This subsection 5(b) shall not apply (i) prior be tdate of the first registration of an equity ségwf the Company under

Section 12 of the Exchange Act, or (ii) if the Bd@ar Committee expressly declares that it shallapgty.

(c) No person shall be eligible for the grant of@Ggtion if, at the time of grant, such person oersis deemed to own pursuant to Section 424
(d) of the Code) stock possessing more than terepe(10%) of the total combined voting power dfcidsses of stock of the Company or of
any of its Affiliates unless the exercise pricesaoth Option is at least one hundred ten percef) bf the Fair Market Value of such stock

at the date of grant and the Option is not exeltésafter the expiration of five (5) years from thege of grant.
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(d) Subject to the provisions of Section 10 relgtio adjustments upon changes in stock, no petsalhtse eligible to be granted Options
covering more than three hundred thousand (300 8lYes of the Company's common stock in any cafteyehr.

6. OPTION PROVISIONS.

Each Option shall be in such form and shall congaich terms and conditions as the Board shall dggaropriate. The provisions of separate
Options need not be identical, but each Optionl éhellde (through incorporation of provisions hafrby reference in the Option or
otherwise) the substance of each of the followirayisions:

(a) TERM. No Option shall be exercisable afterekpiration of ten (10) years from the date it wesnged.

(b) PRICE. The exercise price of each Incentivelstption shall be not less than one hundred p&fd®0%) of the Fair Market Value of
the stock subject to the Option on the date théo@ps granted. The exercise price of each Nonstatistock Option shall be not less than
eighty-five percent (85%) of the Fair Market Valfethe stock subject to the Option on the dateQp#éon is granted.

(c) CONSIDERATION. The purchase price of stock asegipursuant to an Option shall be paid, to thempermitted by applicable statutes
and regulations, either (i) in cash at the timeGiption is exercised, or (ii) at the discretiorttod Board or the Committee, either at the time of
the grant or exercise of the Option, (A) by delwtr the Company of other common stock of the CamipéB) according to a deferred
payment or other arrangement (which may includéaut limiting the generality of the foregoing, thee of other common stock of the
Company) with the person to whom the Option is tgdmr to whom the Option is transferred pursuarsiubsection 6(d), or (C) in any other
form of legal consideration that may be acceptabkhe Board.

In the case of any deferred payment arrangementgeist shall be payable at least annually and beatharged at the minimum rate of inte
necessary to avoid the treatment as interest, lardeapplicable provisions of the Code, of any amt®@wther than amounts stated to be
interest under the deferred payment arrangement.

(d) TRANSFERABILITY. An Incentive Stock Option shalot be transferable except by will or by the laafslescent and distribution, and
shall be exercisable during the lifetime of thesperto whom the Incentive Stock Option is grantely by such person. A Nonstatutory St
Option shall not be transferable except by wilbgrthe laws of descent and distribution or purstiasat qualified domestic relations order
satisfying the requirements of Rule 16b-3 and thesrthereunder (a "QDRO"), and shall be exercésdbting the lifetime of the person to
whom the Option is granted only by such persomgrteansferee pursuant to a QDRO. The person taiwthe Option is granted may, by
delivering written notice to the Company, in a fosatisfactory to the Company, designate a thirtiypaho, in the event of the death of the
Optionee, shall thereafter be entitled to exerttiseOption.

(e) VESTING. The total number of shares of stodijact to an Option may, but need not, be allottegdriodic installments (which may, but
need not, be equal). The Option Agreement may geothat from time to time during each of such ilfstant periods, the Option may
become
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exercisable ("vest") with respect to some or alihef shares allotted to that period, and may becesesl with respect to some or all of the
shares allotted to such period and/or any prioiogeas to which the Option became vested but wasuilg exercised. The Option may be
subject to such other terms and conditions onithe or times when it may be exercised (which mapdsed on performance or other crite
as the Board may deem appropriate. The vestinggioms of individual Options may vary but in ea@se will provide for vesting of at least
twenty percent (20%) per year of the total numbeshares subject to the Option. The provisionshf $ubsection 6(e) are subject to any
Option provisions governing the minimum numberludres as to which an Option may be exercised.

(f) SECURITIES LAW COMPLIANCE. The Company may réguany Optionee, or any person to whom an Opsanainsferred under
subsection 6(d), as a condition of exercising arghOption, (1) to give written assurances sattefgdo the Company as to the Optionee's
knowledge and experience in financial and businestters and/or to employ a purchaser representaasonably satisfactory to the
Company who is knowledgeable and experienced anfiral and business matters, and that he or stepable of evaluating, alone or
together with the purchaser representative, thétsremd risks of exercising the Option; and (2)itee written assurances satisfactory to the
Company stating that such person is acquiring tinekssubject to the Option for such person's owsoant and not with any present intention
of selling or otherwise distributing the stock. Theegoing requirements, and any assurances givesuant to such requirements, shall be
inoperative if (i) the issuance of the shares upperexercise of the Option has been registeredruntieen currently effective registration
statement under the Securities Act of 1933, as detk(the "Securities Act"), or (ii) as to any peutar requirement, a determination is made
by counsel for the Company that such requiremeed mot be met in the circumstances under the thplicable securities laws. The
Company may, upon advice of counsel to the Compalage legends on stock certificates issued uraePtan as such counsel deems
necessary or appropriate in order to comply witbliapble securities laws, including, but not lingit®, legends restricting the transfer of the
stock.

(9) TERMINATION OF EMPLOYMENT OR RELATIONSHIP AS AIRECTOR OR CONSULTANT. In the event an Optionee's
Continuous Status as an Employee, Director or dtarguterminates (other than upon the Optioneeaghder disability), the Optionee may
exercise his or her Option (to the extent thatQptionee was entitled to exercise it at the datewhination) but only within such period of
time ending on the earlier of (i) the date thréen(®nths after the termination of the Optionee'stibmious Status as an Employee, Director or
Consultant (or such longer or shorter period, wihicho event shall be less than thirty (30) dapscgied in the Option Agreement), or (ii)

the expiration of the term of the Option as sethfam the Option Agreement. If, after terminatitime Optionee does not exercise his or her
Option within the time specified in the Option Agmeent, the Option shall terminate, and the sharesred by such Option shall revert to
again become available for issuance under the Plan.

(h) DISABILITY OF OPTIONEE. In the event an Optiaig Continuous Status as an Employee, Directoioos@tant terminates as a result
of the Optionee's disability, the Optionee may eiserhis or her Option (to the extent that the @ye was entitled to exercise it at the da
termination), but only within such period of timeding on the earlier of (i) the date twelve (12)ntts following such termination (or such
longer or shorter period, which in no event shalldss than six (6) months, specified in the Opfigneement), or

(i) the expiration of the term of
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the Option as set forth in the Option Agreementatithe date of termination, the Optionee is mbitled to exercise his or her entire Option,
the shares covered by the unexercisable portitineo©ption shall revert to and again become aJailfdy issuance under the Plan. If, after
termination, the Optionee does not exercise hiseoOption within the time specified herein, thetiOp shall terminate, and the shares
covered by such Option shall revert to and agagoime available for issuance under the Plan.

(i) DEATH OF OPTIONEE. In the event of the deathaof Optionee during, or within a period specifiedhie Option after the termination of,
the Optionee's Continuous Status as an Employeector or Consultant, the Option may be exercisedhg extent the Optionee was entitled
to exercise the Option at the date of death) byOhonee's estate, by a person who acquired ghe 1o exercise the Option by bequest or
inheritance or by a person designated to exerbseption upon the Optionee's death pursuant teestion 6(d), but only within the period
ending on the earlier of (i) the date eighteen (@8jths following the date of death (or such longeshorter period, which in no event shall
be less than six (6) months, specified in the @pfigreement), or (ii) the expiration of the termsoich Option as set forth in the Option
Agreement. If, at the time of death, the Optionee wot entitled to exercise his or her entire @ptibe shares covered by the unexercisable
portion of the Option shall revert to and againdee available for issuance under the Plan. Ify aféath, the Option is not exercised within
the time specified herein, the Option shall terrténand the shares covered by such Option shatrévand again become available for
issuance under the Plan.

() EARLY EXERCISE. The Option may, but need not;lude a provision whereby the Optionee may eleahg time while an Employee,
Director or Consultant to exercise the Option aartg part or all of the shares subject to the @ppidor to the full vesting of the Option. Any
unvested shares so purchased shall be subjecepuechase right in favor of the Company, with iurchase price to be equal to the
original purchase price of the stock, or to anyeottestriction the Board determines to be approgrigrovided, however, that (i) the right to
repurchase at the original purchase price shadela@ a minimum rate of twenty percent (20%) per yeer five (5) years from the date the
Option was granted, and (ii) such right shall bereisable only within (A) the ninety (90) day petifollowing the termination of employme
or the relationship as a Director or Consultan{B)rsuch longer period as may be agreed to bCttrapany and the Optionee (for example,
for purposes of satisfying the requirements of iBact202(c)(3) of the Code (regarding "qualifiedadbusiness stock™)), and (iii) such right
shall be exercisable only for cash or cancellatibpurchase money indebtedness for the sharesl&tieuright of repurchase be assigned by
the Company, the assignee shall pay the Compatyezpsl to the difference between the original pase price and the stock's Fair Market
Value if the original purchase price is less tHasmgtock's Fair Market Value.

(k) WITHHOLDING. To the extent provided by the tesraf an Option Agreement, the Optionee may sadisfyfederal, state or local tax
withholding obligation relating to the exercisesoich Option by any of the following means or byombination of such means: (1) tendering
a cash payment; (2) authorizing the Company tohwiith shares from the shares of the common stoarwtke issuable to the participant as a
result of the exercise of the Option; or (3) ddiing to the Company owned and unencumbered shatee common stock of the Company.
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7. COVENANTS OF THE COMPANY.

(a) During the terms of the Options, the Comparslldteep available at all times the number of shafestock required to satisfy such
Options.

(b) The Company shall seek to obtain from eachlatgry commission or agency having jurisdiction iotree Plan such authority as may be
required to issue and sell shares of stock uporcisesof the Options; provided, however, that thsertaking shall not require the Company
to register under the Securities Act either thenPday Option or any stock issued or issuable fansto any such Option. If, after reasonable
efforts, the Company is unable to obtain from amghsregulatory commission or agency the authortyctv counsel for the Company deems
necessary for the lawful issuance and sale of stadler the Plan, the Company shall be relieved fagnliability for failure to issue and sell
stock upon exercise of such Options unless antisutdh authority is obtained.

8. USE OF PROCEEDS FROM STOCK.
Proceeds from the sale of stock pursuant to Opsba#i constitute general funds of the Company.
9. MISCELLANEOUS.

(a) Neither an Optionee nor any person to whom piio® is transferred under subsection 6(d) shatldemed to be the holder of, or to have
any of the rights of a holder with respect to, ahgres subject to such Option unless and until pacson has satisfied all requirements for
exercise of the Option pursuant to its terms.

(b) Throughout the term of any Option, the Compsingll deliver to the holder of such Option, noefahan one hundred twenty (120) days
after the close of each of the Company's fiscats/daring the Option term, a balance sheet and@mie statement. This section shall not
apply when issuance is limited to key employeessglduties in connection with the Company assum #ecess to equivalent information.

(c) Nothing in the Plan or any instrument execute@®ption granted pursuant thereto shall confenugnty Employee, Director, Consultant or
Optionee any right to continue in the employ of @@mpany or any Affiliate or to continue actingeaBirector or Consultant or shall affect
the right of the Company or any Affiliate to terrate the employment or relationship as a Directa@€Za@msultant of any Employee, Director,
Consultant or Optionee with or without cause.

(d) To the extent that the aggregate Fair Markdu®'édetermined at the time of grant) of stock wékpect to which Incentive Stock Options
granted after 1986 are exercisable for the firsetby any Optionee during any calendar year untlptaams of the Company and its Affiliates
exceeds one hundred thousand dollars ($100,0@0Dtions or portions thereof which exceed sucit [fatcording to the order in which
they were granted) shall be treated as Nonstat@tmgk Options.
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10. ADJUSTMENTS UPON CHANGES IN STOCK.

() If any change is made in the stock subjedh¢oRtlan, or subject to any Option (through mergensolidation, reorganization,
recapitalization, stock dividend, dividend in prageother than cash, stock split, liquidating demdi, combination of shares, exchange of
shares, change in corporate structure or otherwttse)Plan will be appropriately adjusted in thess(es) and maximum number of shares
subject to the Plan pursuant to subsection 4(a}t@daximum number of shares subject to awardygarson during any calendar year
pursuant to subsection 5(d), and the outstandirtgp@pwill be appropriately adjusted in the clasy@nd number of shares and price per
share of stock subject to such outstanding Options.

(b) In the event of: (1) a merger or consolidaiimmvhich the Company is not the surviving corparator (2) a reverse merger in which the
Company is the surviving corporation but the shafdee Company's common stock outstanding immeljigareceding the merger are
converted by virtue of the merger into other propexhether in the form of securities, cash or othge then to the extent permitted by
applicable law: (i) any surviving corporation shetlsume any Options outstanding under the Plahadirsibstitute similar Options for those
outstanding under the Plan, or (ii) such Optioralstontinue in full force and effect. In the evemy surviving corporation refuses to assume
or continue such Options, or to substitute sindlations for those outstanding under the Plan, e Options shall be terminated if not
exercised prior to such event. In the event ofsaalution or liquidation of the Company, any Opsiautstanding under the Plan shall
terminate if not exercised prior to such event.

11. AMENDMENT OF THE PLAN.

(a) The Board at any time, and from time to timeyramend the Plan. However, except as provide@ati® 10 relating to adjustments uj
changes in stock, no amendment shall be effectilesa approved by the stockholders of the Compathiniwelve (12) months before or
after the adoption of the amendment, where the dment will:

(1) Increase the number of shares reserved foo@ptinder the Plan;

(2) Modify the requirements as to eligibility foagicipation in the Plan (to the extent such madifion requires stockholder approval in order
for the Plan to satisfy the requirements of Seciid® of the Code); or

(3) Modify the Plan in any other way if such modéfion requires stockholder approval in order figr Plan to satisfy the requirements of
Section 422 of the Code or to comply with the regients of Rule 16b-3.

(b) The Board may in its sole discretion submit athyer amendment to the Plan for stockholder amdrancluding, but not limited to,
amendments to the Plan intended to satisfy theinmgents of Section 162(m) of the Code and thelatigms promulgated thereunder
regarding the exclusion of performantased compensation from the limit on corporate delility of compensation paid to certain execu
officers.

(c) It is expressly contemplated that the Board myangnd the Plan in any respect the Board deemsseageor advisable to provide Option
with the maximum benefits provided or to be
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provided under the provisions of the Code and éigeilations promulgated thereunder relating to IticerStock Options and/or to bring the
Plan and/or Incentive Stock Options granted undeta compliance therewith.

(d) Rights and obligations under any Option graritefibre amendment of the Plan shall not be alteréchpaired by any amendment of the
Plan unless (i) the Company requests the consehegferson to whom the Option was granted and
(i) such person consents in writing.

12. TERMINATION OR SUSPENSION OF THE PLAN.

(a) The Board may suspend or terminate the Planyatime. Unless sooner terminated, the Plan $érafiinate on June 5, 2003 which shal
within ten

(10) years from the date the Plan is adopted bBtieed or approved by the stockholders of the Campahichever is earlier. No Options
may be granted under the Plan while the Plan igended or after it is terminated.

(b) Rights and obligations under any Option grantéde the Plan is in effect shall not be alterednapaired by suspension or termination of
the Plan, except with the consent of the persavhtom the Option was granted.

13. EFFECTIVE DATE OF PLAN.

The Plan shall become effective as determined éyBttard, but no Options granted under the Plari Beadxercised unless and until the Plan
has been approved by the stockholders of the Coynparich approval shall be within twelve (12) mosthefore or after the date the Plan is
adopted by the Board, and, if required, an appatgmpermit has been issued by the Commissioneoigfdations of the State of California.
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EXHIBIT 10.2
ADVANCED ENERGY INDUSTRIES, INC.
1995 NON-EMPLOYEE DIRECTORS' STOCK OPTION PLAN

ADOPTED ON SEPTEMBER 20, 1995,
AS AMENDED ON FEBRUARY 9, 1999 AND FEBRUARY 7, 2001

1. PURPOSE.

(&) The purpose of the 1995 N&mployee Directors' Stock Option Plan, as amenttedd"Plan") is to provide a means by which eachal
of Advanced Energy Industries, Inc. (the "Compamwhp is not otherwise an employee of or consultanhe Company or of any Affiliate of
the Company (a "Non-Employee Director") will be givan opportunity to purchase stock of the Company.

(b) The word "Affiliate" as used in the Plan meany parent corporation or subsidiary corporatiothefCompany as those terms are defined
in Sections 424(e) and (f), respectively, of theelnal Revenue Code of 1986, as amended from trtime (the "Code").

(c) The Company, by means of the Plan, seeks anrtiie services of persons now serving as Non-&yegl Directors of the Company, to
secure and retain the services of persons capabérang in such capacity, and to provide inceggior such persons to exert maximum
efforts for the success of the Company.

2. ADMINISTRATION.

(&) The Plan shall be administered by the Boardimdctors of the Company (the "Board") unless antil the Board delegates administration
to a committee, as provided in subparagraph 2(b).

(b) The Board may delegate administration of trenRb a committee composed of not fewer than twan@mbers of the Board (the
"Committee"). If administration is delegated to an@nittee, the Committee shall have, in connectigh the administration of the Plan, the
powers theretofore possessed by the Board, subj@egver, to such resolutions, not inconsistent Wit provisions of the Plan, as may be
adopted from time to time by the Board. The Boaay mbolish the Committee at any time and revesterBoard the administration of the
Plan.

3. SHARES SUBJECT TO THE PLAN.

(a) Subject to the provisions of paragraph 10 irgatib adjustments upon changes in stock, the dtaatkmay be sold pursuant to options
granted under the Plan shall not exceed in theegigge Two Hundred Thousand (200,000) shares @@ dnepany's common stock. If any
option granted under the Plan shall for any re@sgire or otherwise terminate without having beeereised in full, the stock not purchased
under such option shall again become availabl¢hPlan



(b) The stock subject to the Plan may be unissbatkes or reacquired shares, bought on the marlatherwise.
4. ELIGIBILITY.

Options shall be granted only to Non-Employee Doecof the Company.

5. NON-DISCRETIONARY GRANTS.

(a) Each person who, on September 20, 1995, isaByaployee Director automatically shall be grarmdaedhat date an option to purchase
Seven Thousand Five Hundred (7,500) shares of canstock of the Company (an "Initial Grant") on teems and conditions set forth
herein.

(b) Each person who, after September 20, 199%itesl for the first time to be a Nd&mployee Director automatically shall, upon theedai
his or her initial election to be a Non-Employeedator by the Board or stockholders of the Compaegeive an Initial Grant on the terms
and conditions set forth herein.

(c) Each Non-Employee Director automatically shallgranted, on the first and each subsequent asaiyeof his or her Initial Grant, an
option to purchase Two Thousand Five Hundred (2,5SB@res of common stock of the Company (an "An@uaht") on the terms and
conditions set forth herein.

6. OPTION PROVISIONS.
Each option shall be subject to the following telans conditions:

(a) The term of each option commences on the ta@ianted and, unless sooner terminated a®ghtterein, expires on the date
("Expiration Date") ten (10) years from the dateyodnt. If the optionee's service as director oplegee of or consultant to the Company or
any Affiliate of the Company terminates for anysea or for no reason, the option shall terminat¢herearlier of the Expiration Date or the
date six (6) months following the date of terminatof service. In any and all circumstances, aibophay be exercised following
termination of the optionee's service as a direst@mployee of or consultant to the Company orAlffifiate of the Company only as to that
number of shares as to which it was exercisablemate of termination of such service under tiowipions of subparagraph 6(e).

(b) The exercise price of each option shall belwredred percent (100%) of the fair market valughefstock subject to such option on the
date such option is granted.

(c) Payment of the exercise price of each optiatuis in full in cash upon any exercise when the memof shares being purchased upon such
exercise is less than 1,000 shares; but when tmbeuof shares being purchased upon an exercis@d8 or more shares, the optionee may
elect to make payment of the exercise price underas the following alternatives:
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(i) Payment of the exercise price per share in eashe time of exercise; or

(i) Provided that at the time of the exercise @@npany's common stock is publicly traded and queoggularly in the Wall Street Journal,
payment by delivery of shares of common stock efGompany already owned by the optionee, heldh®period required to avoid a charge
to the Company's reported earnings, and ownedafideclear of any liens, claims, encumbrances arrggénterest, which common stock
shall be valued at its fair market value on thegaeceding the date of exercise; or

(iii) Payment by a combination of the methods ofrpant specified in subparagraph 6(c)(i) and 6(catiove.

Notwithstanding the foregoing, this option may bereised pursuant to a program developed under|Régu T as promulgated by tl
Federal Reserve Board which results in the re@dipash (or check) by the Company prior to theasse of shares of the Company's
common stock.

(d) An option shall not be transferable except lily av by the laws of descent and distribution poairsuant to a domestic relations order
satisfying the requirements of Rule 18lunder the Securities Exchange Act of 1934, asdet (the "DRO"), and shall be exercisable du
the lifetime of the person to whom the option iarged only by such person or by his or her guardidagal representative or transferee
pursuant to a DRO. The person to whom the Optigmdated may, by delivering written notice to thenpany, in a form satisfactory to the
Company, designate a third party who, in the evéttie death of the Optionee, shall thereafterriiled to exercise the Option.

(e) Upon an Initial Grant, one-third of the Optig500 shares) shall be fully vested and exerais@h each of the second and third
anniversaries of an Initial Grant, an additionag-dhird of the Option (2,500 shares) shall becoutlg f/ested and exercisable, provided that
the optionee has, during the entire period priguch vesting date, continuously served as a directemployee of or consultant to the
Company or any Affiliate of the Company. The Optiepresenting an Annual Grant shall become fullsteg and exercisable on the third
anniversary of the Annual Grant, provided thatdpb&onee has, during the entire period prior tchsugsting date, continuously served as a
director or employee of or consultant to the Conypamany Affiliate of the Company.

(f) The Company may require any optionee, or amggeto whom an option is transferred under sulgvapd 6(d), as a condition of
exercising any such option: (i) to give writtenwassces satisfactory to the Company as to the mgtis knowledge and experience in
financial and business matters; and (ii) to givétem assurances satisfactory to the Company gttt such person is acquiring the stock
subject to the option for such person's own accandtnot with any present intention of selling theswise distributing the stock. These
requirements, and any assurances given pursuantkorequirements, shall be inoperative if (i)idsiance of the shares upon the exercise of
the option has been registered under a then-cly+effiective registration statement under the SigieisrAct of 1933, as amended (the
"Securities Act"), or (i), as
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to any particular requirement, a determination &lmby counsel for the Company that such requirenmesd not be met in the circumstances
under the then-applicable securities laws.

(9) Notwithstanding anything to the contrary conéal herein, an option may not be exercised unfesshares issuable upon exercise of such
option are then registered under the SecuritiesoAdt such shares are not then so registeredCtimpany has determined that such exercise
and issuance would be exempt from the registraggnirements of the Securities Act.

7. COVENANTS OF THE COMPANY.

(a) During the terms of the options granted underRlan, the Company shall keep available atrakdithe number of shares of stock requ
to satisfy such options.

(b) The Company shall seek to obtain from eachlatgry commission or agency having jurisdiction otree Plan such authority as may be
required to issue and sell shares of stock uporciesesof the options granted under the Plan; pexyjidhowever, that this undertaking shall not
require the Company to register under the Secsarii either the Plan, any option granted undetla@, or any stock issued or issuable
pursuant to any such option. If, after reasonatftets, the Company is unable to obtain from angtstegulatory commission or agency the
authority which counsel for the Company deems resrgsor the lawful issuance and sale of stock utiie Plan, the Company shall be
relieved from any liability for failure to issue ésell stock upon exercise of such options.

8. USE OF PROCEEDS FROM STOCK.
Proceeds from the sale of stock pursuant to optijoasted under the Plan shall constitute generalswf the Company.
9. MISCELLANEOUS.

(a) Neither an optionee nor any person to whompdiow is transferred under subparagraph 6(d) sleatieemed to be the holder of, or to |
any of the rights of a holder with respect to, ahgres subject to such option unless and until pacson has satisfied all requirements for
exercise of the option pursuant to its terms.

(b) Throughout the term of any option granted parguo the Plan, the Company shall make availabthed holder of such option, not later
than one hundred twenty (120) days after the addsach of the Company's fiscal years during theoogerm, upon request, such financial
and other information regarding the Company as ¢@ap the annual report to the stockholders oftbmpany provided for in the Bylaws
the Company and such other information regardiegdbmpany as the holder of such option may reaspnedpest.

(c) Nothing in the Plan or in any instrument exedupursuant thereto shall confer upon any Non-Eyggdirector any right to continue in
the service of the Company or
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any Affiliate or shall affect any right of the Comnpy, its Board or stockholders or any Affiliatetéominate the service of any Non-Employee
Director with or without cause.

(d) No Non-Employee Director, individually or asrember of a group, and no beneficiary or othergrectaiming under or through him or
her, shall have any right, title or interest if@any option reserved for the purposes of the Blaept as to such shares of common stock, if
any, as shall have been reserved for him or hesuyaunt to an option granted to him or her.

(e) In connection with each option made pursuarthédPlan, it shall be a condition precedent toGbenpany's obligation to issue or transfer
shares to a Non-Employee Director, or to evidehea¢moval of any restrictions on transfer, thahsNon-Employee Director make
arrangements satisfactory to the Company to inhatethe amount of any federal or other withholdiag required to be withheld with resp
to such sale or transfer, or such removal or lagseade available to the Company for timely paytoérsuch tax.

(f) As used in this Plan, fair market value measspf any date, the value of the common stockefXbmpany determined as follows:

(i) If the common stock is listed on any establilsock exchange or a national market system, divoguwithout limitation the Nasdaq
National Market, the Fair Market Value of a shafea@mmon stock shall be the closing sales pricesfmh stock (or the closing bid, if |
sales were reported) as quoted on such systentbaege (or the exchange with the greatest voluntieding in common stock) on the last
market trading day prior to the day of determimatias reported in the Wall Street Journal or subkressource as the Board deems reliable;

(i) If the common stock is quoted on The Nasdag@Boap Market or is regularly quoted by a recogdigecurities dealer but selling prices
are not reported, the Fair Market Value of a sloiimdmmon stock shall be the mean between thernldaaked prices for the common stock
on the last market trading day prior to the dagetermination, as reported in the Wall Street Jaluon such other source as the Board deems
reliable;

(iii) In the absence of an established marketliercommon stock, the Fair Market Value shall bemieined in good faith by the Board.
10. ADJUSTMENTS UPON CHANGES IN STOCK.

(a) If any change is made in the stock subjedb¢oRtlan, or subject to any option granted undePtha (through merger, consolidation,
reorganization, recapitalization, stock dividendjdend in property other than cash, stock sgljyidating dividend, combination of shares,
exchange of shares, change in corporate structwtherwise), the Plan and outstanding optionslvélappropriately adjusted in the class(es)
and maximum number of shares subject to the Pldritenclass(es) and number of shares and pricghpee of stock subject to outstanding
options.
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(b) In the event of: (1) a merger or consolidaiimmvhich the Company is not the surviving corparafi(2) a reverse merger in which the
Company is the surviving corporation but the shafdee Company's common stock outstanding immeljigareceding the merger are
converted by virtue of the merger into other prope~hether in the form of securities, cash or othige; or (3) any other capital
reorganization in which more than fifty percent¥g0of the shares of the Company entitled to voteexchanged, the time during which
options outstanding under the Plan may be exeraisali be accelerated and the options terminatedtieéxercised prior to such event.

11. AMENDMENT OF THE PLAN.

(a) The Board at any time, and from time to timeyramend the Plan, provided, however, that the @shall not amend the plan more than
once every six (6) months, with respect to the jsious of the Plan which relate to the amount,gé&nd timing of grants, other than to
comport with changes in the Code, the Employeer®atnt Income Security Act, or the rules thereunBrcept as provided in paragraph 10
relating to adjustments upon changes in stock nmenaiment shall be effective unless approved bgtihekholders of the Company within
twelve (12) months before or after the adoptiothefamendment, where the amendment will:

(i) Increase the number of shares which may beeésmder the Plan;

(i) Modify the requirements as to eligibility f@articipation in the Plan (to the extent such miodifon requires stockholder approval in or
for the Plan to comply with the requirements of &kLbb-3); or

(iii) Modify the Plan in any other way if such mdidation requires stockholder approval in ordertfoe Plan to comply with the requirements
of Rule 16b-3.

(b) Rights and obligations under any option graftefibre any amendment of the Plan shall not beealter impaired by such amendment
unless (i) the Company requests the consent gf¢h&on to whom the option was granted and (ii) serson consents in writing.

12. TERMINATION OR SUSPENSION OF THE PLAN.

(a) The Board may suspend or terminate the Planyatime. Unless sooner terminated, the Plan séatiinate on September 20, 2005. No
options may be granted under the Plan while the Blauspended or after it is terminated.

(b) Rights and obligations under any option grantéde the Plan is in effect shall not be alterednopaired by suspension or termination of
the Plan, except with the consent of the persavhiom the option was granted.

(c) The Plan shall terminate upon the occurrenangfof the events described in Section 10(b) above
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13. EFFECTIVE DATE OF PLAN; CONDITIONS OF EXERCISE.

(a) The Plan shall become effective upon adoptiothb Board of Directors, subject to the conditsabsequent that the Plan is approved by
the stockholders of the Company.

(b) No option granted under the Plan shall be ésedcor exercisable unless and until the conditibsubparagraph 13(a) above has been
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