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PART | FINANCIAL INFORMATION

ITEM 1. UNAUDITED FINANCIAL STATEMENTS

ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands)

ASSETS

CURRENT ASSETS

Cash and cash equivalel

Marketable securities, availa-for-sale

Accounts receivable, n

Income tax receivabl

Inventories

Other current asse

Total current asse
PROPERTY AND EQUIPMENT, ne
OTHER ASSETS
Deposits and othe
Goodwill and intangibles, ni
Demonstration and customer service equipment
Deferred debt issuance costs,

Total asset

LIABILITIES AND STOCKHOLDERS ' EQUITY

CURRENT LIABILITIES:
Trade accounts payak
Accrued payroll and employee bene
Other accrued expens
Customer deposits and deferred reve
Capital lease obligations, current port
Senior borrowings, current portic
Accrued interest payable on convertible subordohatates

Total current liabilities
LONG-TERM LIABILITIES:
Capital leases, net of current port
Senior borrowings, net of current porti
Deferred income tax liabilities, n
Convertible subordinated notes paye
Other lon¢-term liabilities

Total lon¢-term liabilities

Total liabilities
STOCKHOLDERY EQUITY

Total liabilities and stockholde’ equity

March 31, December 31
2004 2003
(Unaudited) (Unaudited)
$ 43,99¢ $ 41,52:

84,04¢ 93,69:
79,01 61,92’

46E 151
72,14¢ 65,70:
3,827 5,48¢
283,49: 268,48
45,27 44,72¢
6,30¢ 5,63(
86,52¢ 88,94:
4,26¢€ 3,93/
2,76t 3,01¢
$428,63: $414,73:
| |
$ 33,07: $ 23,06¢
9,38t 7,95:
14,80¢ 17,31:
1,85¢ 2,952
438 554
7,80¢ 8,02¢
1,81( 2,46(
69,16 62,32«
27C 263
4,66t 5,90¢
4,781 4,67
187,71¢ 187,71¢
2,09t 2,01t
199,53! 200,57
268,70: 262,89
159,93 151,83
$428,63: $414,73:
| |

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

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

Three Months Ended March 31,

2004 2003

(Unaudited) (Unaudited)
SALES $104,48 $ 56,15¢
COST OF SALE¢ 66,07 38,20¢
Gross profit 38,41« 17,95(

OPERATING EXPENSES

Research and developmt 13,41( 13,361
Sales and marketir 8,031 8,33(
General and administratiy 6,931 5,62¢
Restructuring charge 22C 1,50¢
Total operating expens 28,60« 28,83t
INCOME (LOSS) FROM OPERATION: 9,81( (20,88%

OTHER INCOME (EXPENSE)

Interest incom 42¢ 52C
Interest expens (2,78 (2,86€)
Foreign currency gain (los 101 (78)
Other income (expense), r 1,102 (326
(2,155 (2,750

Income (loss) before income tax 8,65¢ (13,639
(PROVISION) BENEFIT FOR INCOME TAXE! (1,73)) 5,04t
NET INCOME (LOSS) $ 6,927 $ (8,590
| I

BASIC INCOME (LOSS) PER SHAR $ 0.21 $ (0.29)
| I

DILUTED INCOME (LOSS) PER SHARI $ 0.21 $ (0.29)
L] I

BASIC WEIGHTEC-AVERAGE COMMON SHARES OUTSTANDINC 32,58 32,15¢
| I

DILUTED WEIGHTED-AVERAGE COMMON SHARES OUTSTANDINC 33,59! 32,15¢
| I

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

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)

Three Months Ended March 31,

CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss
Adjustments to reconcile net income (loss) to reshcused in operating activiti—
Depreciation and amortizatic
Amortization of deferred debt issuance cc
Amortization of deferred compensati
Provision (benefit) for deferred income ta:
Impairment of investmer
Loss on disposal of property and equipmr
Gain on sale of Noah chiller ass
Gain on sale of marketable security investn
Changes in operating assets and liabili—
Accounts receivable, n
Inventories
Other current asse
Deposits and othe
Demonstration and customer service equipr
Trade accounts payak
Accrued payroll and employee bene
Customer deposits and other accrued expe
Income taxes payable/receivable,

Net changes in operating assets and liabil
Net cash used in operating activit
CASH FLOWS FROM INVESTING ACTIVITIES
Marketable securities transactic
Purchase of property and equipm
Cash proceeds from sale of Noah chiller as
Proceeds from sale of marketable security invest
Settlement of acquisition related escr
Net cash provided by (used in) investing acta
CASH FLOWS FROM FINANCING ACTIVITIES
Payments on notes payable and capital lease dblig:
Proceeds from common stock transacti
Net cash used in financing activiti

EFFECT OF CURRENCY TRANSLATION ON CAS

INCREASE (DECREASE) IN CASH AND CASH EQUIVALENT
CASH AND CASH EQUIVALENTS, beginning of peric

CASH AND CASH EQUIVALENTS, end of perio

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

Cash received from income taxes,

2004 2003
(Unaudited) (Unaudited)
$ 6,92« $ (8,590

4,821 6,192

27¢ 27¢€
60 122
85¢€ (5,81¢)
— 17E
187 631

(409 —

(702) —
(16,929 2,892

(7,100 1,50z

1,63¢ 1,48¢

412 19¢

(862) (2,417)

9,67¢ (1,589

1,39¢ (144)

(6,529 (52€)

1,93¢ 1,02C
(16,36() 2,437

(4,349 (4,579

9,74¢ (379

(3,83)) (3,412

797 —
1,291 —
— (1,675
8,007 (5,460)
(1,967) (2,337
374 351
(1,58¢) (1,98))
40:% 134
2,47¢ (11,88¢)

41,52: 70,18¢
$ 43,99¢ $ 58,30:
| I
$ 3,11Z $ 3,32¢
| I
$ 1,16¢ $ 31¢
| I



The accompanying notes to condensed consolidataddial statements
are an integral part of these condensed consaotidateements.
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (UNAUDITED)
(1) BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICAN T ACCOUNTING POLICIES

In the opinion of management, the accompaniitegim unaudited condensed consolidated balaneets, statements of operations and
cash flows contain all adjustments necessary tegnmtefairly the financial position of Advanced Egyetndustries, Inc., a Delaware
corporation, and its wholly owned subsidiaries (fBempany”) at March 31, 2004 and December 31, 2608 the results of their operations
and cash flows for the three-month periods endecdtMal1, 2004 and 2003.

The unaudited financial statements presenteeim have been prepared in accordance with theigt®ns to Form 10-Q and do not
include all the information and note disclosuresuieed by accounting principles generally accejtettie United States. The financial
statements should be read in conjunction with tiiitad financial statements and notes thereto ewdan the Company’s Annual Report on
Form 10-K for the year ended December 31, 200&d flebruary 24, 2004.

The preparation of financial statements infeanity with accounting principles generally acasghin the United States requires the
Company’s management to make estimates and assuns phiat affect the reported amounts of assetdiaitities, and disclosure of
contingent assets and liabilities at the date effittencial statements and the reported amounmsvehue and expenses during the reporting
period. Significant estimates are used when estahly allowances for doubtful accounts, determinisgful lives for depreciation and
amortization, assessing the need for impairmentgesa establishing restructuring accruals and wéynaeserves, allocating purchase price
among the fair values of assets acquired and iligsilkssumed, accounting for income taxes, anesasg) excess and obsolete inventory and
various others items. The Company evaluates thetBaates and judgments on an ongoing basis and ifasestimates on historical
experience, current conditions and various othenraptions that are believed to be reasonable uhdarircumstances. The results of these
estimates form the basis for making judgments atfmutarrying values of assets and liabilities af as identifying and assessing the
accounting treatment with respect to commitments@mtingencies. Actual results may differ fromshestimates under different
assumptions or conditions.

GOODWILL AND INTANGIBLES -Goodwill and certain other intangible assets witthefinite lives, if any, are not amortized. Instead
goodwill and other indefinite-lived intangible atsare subject to periodic (at least annual) testsnpairment. For the periods presented, the
Company does not have any indefinite-lived intalggidssets, other than goodwill. Impairment tesigngerformed in two steps: (i) the
Company assesses goodwill for a potential impaitrioess by comparing the fair value of its reportingt with its carrying value, and (i) if
an impairment is indicated because the reportingsufair value is less than its carrying amouhg Company measures the amount of
impairment loss by comparing the implied fair vatfeyoodwill with the carrying amount of that goaitiw

During 2003, the Company began integratingofixerations of its prior star@lene entities by consolidating certain manufaow facilities
and product groups, thereby transitioning the mactufing of a portion of its products from previlyusecognized reporting units to common
facilities. As the Company’s products possess sinabonomic characteristics, production processespmer types and methods to distribute
products and provide services, the Company’s managereviews financial information at the consdi@hlevel. As a result, the Company
reorganized into a single reporting unit during 200

In the fourth quarter of 2003, the Companyfqgrened its annual goodwill impairment test, andaaded that the estimated fair value of
Company’s reporting unit exceeded its carrying ant@und
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no impairment of goodwill was indicated. As the GQuamy is required to perform the test for impairmarieast annually and economic and
industry conditions remain uncertain, it is possithlat a future test may indicate impairment, dedamount of the impairment may be
material to the Company.

Goodwill and identifiable intangible assetaisisted of the following as of December 31, 2003:

Effect of
Gross Changes in Weighted-
Carrying Accumulated Exchange Net Carrying average
Amount Amortization Rates Amount Useful Life

(In thousands, except weighted-average useful life)
Amortizable intangibles

Technolog-basec $ 7,304 $ (3,90¢) $ 1,544 $ 4,94 6

Contrac-basec 9,21( (5,887) 1,70¢ 5,037 4

Other 8,50( (1,409 2,36: 9,45¢ 17

Total amortizable intangible 25,01« (11,19)) 5,61¢ 19,43: 11
Goodwill 58,62¢ — 10,88: 69,51(
Total goodwill and intangible $83,64: $(11,197) $16,49" $88,94:
| | I |

Goodwill and identifiable intangible assetsisisted of the following as of March 31, 2004:

Effect of
Gross Changes in Weighted-
Carrying Accumulated Exchange Net Carrying average
Amount Amortization Rates Amount Useful Life

(In thousands, except weighte-average useful life)
Amortizable intangibles

Technolog-basec $ 7,30< $ (4,25¢€) $ 1,564 $ 4,612 6

Contrac-basec 7,44¢ (5,379 1,65¢ 3,731 4

Other 8,50( (1,64¢) 2,55¢ 9,407 18

Total amortizable intangible 23,25( (11,27Y 5,77¢ 17,75( 12
Goodwill 57,28t — 11,49 68,77¢
Total goodwill and intangible $80,53¢ $(11,27%) $17,26¢ $86,52¢
| | I |

Aggregate amortization expense related torathiangibles for the three-month periods endeddii@1, 2004 and 2003 was $1.2 million
and $1.1 million, respectively. Estimated amori@agexpense related to the Company’s acquired gitées fluctuates with changes in
foreign currency exchange rates between the Ulfrdmd the Japanese yen and the euro. Estimatetiaation expense related to acquired
intangibles for each of the five years 2004 thro@g@8 is as follows:

(In thousands)

2004 $4,53¢
2005 4,45;
2006 2,212
2007 1,01¢
2008 82t

REVENUE RECOGNITION -Fhe Company generally recognizes revenue upon smipof its products and spare parts, at which time
title passes to the customer, as the Company’'pistygerms are FOB shipping point, the price igdi>or determinable and collectability is
reasonably assured. Generally, the Company dodsawetobligations to its customers after its praslace shipped other than pursuant to
warranty obligations. In limited instances the Camyp provides installation of its products. In se@ltumstances in accordance with
Emerging Issues Task Force Issue 00-21 “AccouriinRevenue Arrangements With Multiple Deliverabiléaee Company allocates rever
based on the fair value of the delivered item, galhethe product, and the undelivered item, inatain, based on their respective fair values.
Revenue related to the undelivered item is defeursi the services have been completed. In celimited instances, some of the Company’
customers have negotiated product acceptance posieelative to specific orders. Under these airstances the Company defers revenue
recognition until the related acceptance provisioage been satisfied. Revenue deferrals are repasteustomer deposits and defe



revenue.
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In certain instances, the Company requirestussomers to pay for a portion or all of theirghases prior to the Company building or
shipping these products. Cash payments receivedtprshipment are recorded as customer depoditsiefierred revenue in the
accompanying balance sheets, and then recognizedesue upon shipment of the products. The Comgarg not offer price protections to
its customers or allow returns, unless coveredsgarmal policy for repair of defective products.

The Company may also deliver products to gusts for evaluation purposes. In these arrangemthietgustomer retains the products for
specified periods of time without commitment toghase. On or before the expiration of the evalangtieriod, the customer either rejects the
product and returns it to the Company, or accdy@gptoduct. Upon acceptance, title passes to tstermer, the Company invoices the
customer for the product, and revenue is recognizedding acceptance by the customer, such prodieteported on the Company’s
balance sheet at an estimated value based onvike ¢d cost or market, and are included in the amhéar demonstration and customer
service equipment, net of accumulated amortization.

INCOME TAXES —Fhe Company accounts for income taxes in accordaitbeStatement of Financial Accounting Standaf@-AS")
No. 109,"Accounting for Income Taxes.” SFAS No. 109 requideferred tax assets and liabilities to be reamghfor temporary differences
between the tax basis and financial reporting hafsissets and liabilities, computed at currentrédgs, as well as for the expected tax benefit
of net operating loss and tax credit carryforwaBisting the third quarter of 2003, the Company rded valuation allowances against cer
of its United States and foreign net deferred &sets in jurisdictions where the Company has irclsignificant losses. Given such
experience, the Comparsyinanagement could not conclude that it was mkedylthan not that these net deferred tax assettdia®e realizec
Accordingly, the Company’s management, in accordamith SFAS No. 109, in evaluating the recoverabilif these net deferred tax assets,
was required to place greater weight on the Comigdrigtorical results as compared to projectiomgmrding future taxable income. In the
first quarter of 2004, the Company generated incbefere taxes of approximately $8.7 million andersed approximately $1.3 million of its
valuation allowance in the appropriate tax juriidics. The Company will continue to evaluate itkiation allowance on a quarterly basis,
and may in the future reverse some portion orfatsovaluation allowance and recognize a reducitioimcome tax expense. A portion of the
valuation allowance relates to the benefit frontktbased compensation. Any reversal of valuatiowance from this item will be reflected
as a component of stockholders’ equity.

When recording acquisitions, the Company kaended valuation allowances due to the uncerta@ed to the realization of certain
deferred tax assets existing at the acquisitioasdduring the first quarter of 2004, approximatglyl million of valuation allowance
established in purchase accounting was reversdéid axiorresponding reduction in goodwill.

The amount of deferred tax assets conside@dable is subject to adjustment in future pesiibestimates of future taxable income
change. Reversals of valuation allowances recardpdrchase accounting are reflected as a reduofigoodwill in the period of reversal.

STOCK-BASED COMPENSATION AtMarch 31, 2004, the Company had five active Istbased compensation plans, which are more
fully described in Note 15 of the Company’s FormKLfor the year ended December 31, 2003. The Cogpacounts for employee stock-
based compensation using the intrinsic value megiesicribed by Accounting Principles Board Opinldm 25, “Accounting for Stock Issut
to Employees” and related interpretations. Withékeeption of certain options granted in 1999 ab@02by a shareholder of Sekidenko prior
to its acquisition by the Company (which was actedrior as a pooling of interests), all optionsngeal under these plans have an exercise
price equal to the market value of the underlyiognmon stock on the date of grant, therefore ndkshased compensation cost is reflected in
the Company’s net income (loss).

Had compensation cost for the Company’s pkees) determined consistent with the fair value-hasethod prescribed by SFAS No. 123,
“Accounting for Stock-Based Compensation,” the Camps net income (loss) would have changed as atelitbelow:

8
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Three Months Ended
March 31, 2004 March 31, 2003

(In thousands, excep
per share data)

Net income (loss)

As reportec $ 6,927 $ (8,590
Adjustment for stock-based compensation determimattr fair value-based method for all
awards (2,786 (3,257
Less: Compensation expense recognized in net in¢loss 60 122
As adjustec $4,19¢ $(11,72%
| I
Basic income (loss) per sha
As reportec $ 0.21 $ (0.279)
As adjustec 0.1z (0.3¢)
Diluted income (loss) per shai
As reportec $ 0.21 $ (0.29)
As adjustec 0.1z (0.3¢)

Compensation expense for the three-month geeaded March 31, 2004 and 2003 is presentedtprincome tax effects due to the
Company recording valuation allowances againsagedeferred tax assets in 2003 (see Income Takes)ulative compensation cost
recognized with respect to options that are fagtbjbrior to vesting is reflected as a reductionahpensation expense in the period of
forfeiture. Compensation expense related to awgwrasted under the Compasyeémployee stock purchase plan is estimated tetiperiod ir
which settlement occurs, as the number of sharesramon stock awarded and the purchase price atenown until settlement.

For SFAS No. 123 purposes, the fair valueamheoption grant and purchase right granted utdeEmployee Stock Purchase Plan
(“ESPP”) are estimated on the date of grant usiegRiack-Scholes option pricing model with the daling weighted-average assumptions:

Three Months Three Months
Ended March 31, Ended March 31,
2004 2003
OPTIONS:
Risk-free interest rate 3.07% 2.9(%
Expected dividend yield ratt 0.C% 0.C%
Expected live: 2.9 years 2.8 years
Expected volatility 76.41% 90.7%
ESPP:
Risk-free interest rate 1.01% 1.5%
Expected dividend yield ratt 0.C% 0.C%
Expected live: 0.5 years 0.5 years
Expected volatility 61.5% 96.5%9%

Based on the Black-Scholes option pricing nhatie weighted-average estimated fair value oflegge stock option grants was $11.32
and $5.23 for the three-month periods ended Matct2304 and 2003, respectively. The weighted-aveesfimated fair value of purchase
rights granted under the ESPP was $9.10 and $dr34d three-month periods ended March 31, 2002808, respectively.

WARRANTY POLICY “Fhe Company offers warranty coverage for its preéslémr periods ranging from 12 to 60 months aftépsent,
with the majority of its products ranging from X824 months. The Company estimates the anticipaists of repairing products under
warranty based on the historical cost of the repaid expected failure rates. The assumptionstosestimate warranty accruals are
reevaluated periodically in light of actual expade and, when appropriate, the accruals are adjubtee Company’s determination of the
appropriate level of warranty accrual is subjectine based on estimates. The industries in whielCttmpany operates are subject to rapid
technological change and, as a result, the Compangdically introduces newer, more complex produathich tend to result in increased
warranty
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costs. Estimated warranty costs are recorded dintleeof sale of the related product, and are amrsd a cost of sales. The Company
recorded warranty charges of $2.3 million and $8illion for the quarters ended March 31, 2004 ab@d32 respectively. The following
summarizes the activity in the Company’s warraegerves:

Balance at Additions Balance at
Beginning of Charged End of
Period To Expense Deductions Period

(In thousands)
2004 $6,612 $2,32( $(2,42)) $6,511
2003 $9,40: $2,06¢ $(3,129) $8,34:

RESTRUCTURING COSTSRestructuring charges include the costs associgtbdactions taken by the Company in responsedo th
downturn in the semiconductor capital equipmentsidy and as a result of the ongoing executiomef@ompany’s strategy. These charges
consist of costs that are incurred to exit an &@gtiwr cancel an existing contractual obligatiargluding the closure of facilities and employee
termination related charges.

At the end of 2002, the Company announced intdjanges in its operations to occur through tliea#r2003. These included establishir
new manufacturing facility in China, consolidatiwgrldwide sales forces, a move to Tier 1 suppliprenarily in Asia, and the intention to
close or sell certain facilities. Associated witke above plan, the Company recorded charges tptafiproximately $1.5 million in the first
quarter of 2003 primarily associated with manufeowand administrative personnel headcount redostin the Company’s Japanese
operations. In accordance with Japanese laboratgus the Company offered voluntary terminationddis to all of its Japanese employees.
The voluntary termination benefits were accepte@®gmployees, with termination dates in the secpradter of 2003.

In the first quarter of 2004, the Company reed restructuring charges of $220,000 primarilgsisting of the recognition of expense for
involuntary employee termination benefits assodiatéh the headcount reduction of approximatelye@#ployees in the Company’s U.S.
operations. All effected employees were termingigor to March 31, 2004.

At March 31, 2004, and December 31, 2003 tanting restructuring liabilities were approximstélL.7 million and $3.2 million,
respectively.

The following table summarizes the componeitse restructuring charges, the payments andcash-charges, and the remaining acc
as of March 31, 2004:

Employee
Severance anc Facility Total
Termination Closure Restructuring
Costs Costs Charges
(In thousands)
Accrual balance December 31, 2( $ 1,607 $ 4,382 $ 5,98¢
First quarter 2003 restructuring cha 1,50¢ — 1,50¢
Second quarter 2003 restructuring che 67C 98 76¢€
Third quarter 2003 restructuring chau 704 307 1,011
Fourth quarter 2003 restructuring cha 994 24 1,01¢
Total restructuring charges 20 3,871 42¢ 4,30¢
Payments in 200 (4,929 (2,196 (7,120
Accrual balance December 31, 2( 56C 2,61F 3,17t
First quarter 2004 restructuring cha 22C — 22C
Payments in 200 (600) (1,099 (1,692
Accrual balance March 31, 20! $ 18C $1,52¢ $1,70¢
| [ | |

FOREIGN CURRENCY TRANSLATIONTke functional currency of the Company’s foreighsidiaries is their local currency. Assets
and liabilities of international subsidiaries ar@nslated to United States dollars at period-emth@xge rates, and statement of operations
activity and cash flows are

10
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translated at average exchange rates during timdp&esulting translation adjustments are recoeded separate component of stockholders’
equity.

Transactions denominated in currencies ottt the local currency are recorded based on egehates in effect at the time such
transactions arise. Subsequent changes in excharggeresult in foreign currency transaction gaingd losses which are reflected in income
as unrealized (based on period-end translatiorgalized (upon settlement of the transactions)ebliwed transaction gains and losses
applicable to permanent investments by the Compaitg foreign subsidiaries are included as cuningatranslation adjustments, and
unrealized translation gains or losses applicableh-permanent intercompany receivables from palpias to the Company and its foreign
subsidiaries are included in income.

The Company recognized a foreign currency gaipproximately $101,000 for the three-month geteénded March 31, 2004 and a loss
of approximately $78,000 for the three-month peeoded March 31, 2003.

EARNINGS PER SHARE Basic Earnings Per Share (“EP®)computed by dividing income (loss) availabletmmon stockholders |
the weighted-average number of common shares adiataduring the period. The computation of diluEgeiS is similar to the computation
of basic EPS except that the numerator is incretsegclude certain charges which would not havenbecurred, and the denominator is
increased to include the number of additional comisttares that would have been outstanding (usang-ttonverted and treasury stock
methods), if securities containing potentially tile common shares (convertible notes payable touk ®ptions) had been converted to such
common shares, and if such assumed conversiotuts/di For the quarter ended March 31, 2004, @estock options outstanding and the
conversion of the Company’s convertible subordidatetes payable were not included in this calcofabiecause to do so would be anti-
dilutive. Due to the Company’s net loss for therteraended March 31, 2003, basic and diluted ERShar same, as the assumed conversion
of all potentially dilutive securities would be adtlutive. Potential shares of common stock issealmder options and warrants for common
stock at March 31, 2004 and 2003 were approximat&ymillion and 3.7 million, respectively. Potattshares of common stock issuable
upon conversion of the Company’s convertible sulmateéd notes payable were 5.4 million at MarchZZ4 and 2003.

The following is a reconciliation of the nuratars and denominators used in the calculatiorasictand diluted EPS for the quarters ended
March 31, 2004 and 2003:

March 31, 2004 March 31, 2003

Net Per share Net Per share
Income Shares Amount Loss Shares Amount

(In thousands, except per share date

Basic EPS
Net income (loss) attributable to common stock simare
amounts $6,92¢ 32,58: $0.21 $(8,590 32,15¢ $(0.27)
Dilutive securities
Stock options — 1,01z — — — —
Convertible subordinated de — — — — — —

Diluted EPS:
Net income (loss) attributable to common stock and
assumed share amoul $6,92¢ 33,59: $0.21 $(8,590 32,15¢ $(0.27)

RECLASSIFICATIONS -Gertain prior period amounts have been reclassifiembnform to the current period presentation.

11
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(2) MARKETABLE SECURITIES

MARKETABLE SECURITIE®nsisted of the following:

March 31, December 31
2004 2003
(In thousands)

Commercial pape $54,14: $41,11:
Municipal bonds and note 26,85( 46,76:
Institutional money marke 3,052 5,81¢
Total marketable securitit $84,04¢ $93,69:

| |

These marketable securities are stated aiggend market value. The commercial paper consfdiggh credit quality, short-term money
market common and preferreds, with maturities setréates of 120 days or less.

(3) ACCOUNTS RECEIVABLE — TRADE

ACCOUNTS RECEIVABLéonsisted of the following:

March 31, December 31,
2004 2003
(In thousands)

Domestic $30,85: $17,10(
Foreign 45,75 41,35¢
Allowance for doubtful accoun (1,547 (1,309
Trade accounts receivak 75,06! 57,15¢
Other 3,952 4,771
Total accounts receivab $79,01: $61,927

[ | [ |

(4) INVENTORIES

Inventories include costs of materials, ditabbr and manufacturing overhead. Inventoriestated at the lower of cost or market,
computed on a first-in, first-out basis and arespreed net of reserves for obsolete and excesstimye Inventory is written down or written
off when it becomes obsolete, generally becausmgineering changes to a product or discontinuaheeproduct line, or when it is deemed
excess. These determinations involve the exerdisgoificant judgment by management, and as deimates! in recent periods, demand for
the Company’s products is volatile and changexpeetations regarding the level of future salesreanlt in substantial charges against
earnings for obsolete and excess inventory. Invega@onsisted of the following:

March 31, December 31
2004 2003
(In thousands)

Parts and raw materie $51,34¢ $47,12(
Work in proces: 6,59: 4,38¢
Finished good 14,20¢ 14,19¢
Total inventories $72,14¢ $65,70:

| |
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(5) STOCKHOLDERS’ EQUITY

COMPREHENSIVE INCOME (LOSS) Semprehensive income (loss) for the Company cansishet income (loss), foreign currency
translation adjustments and net unrealized holdaigs (losses) on available-for-sale marketablestment securities as presented below:

Three Months Three Months
Ended Ended
March 31, 2004 March 31, 2003

(In thousands)

Net income (loss), as report $6,92¢ $(8,590)

Adjustment to arrive at comprehensive net incorass(), net of taxe:
Unrealized holding gain (loss) on availe-for-sale marketable securiti 98 (89)
Cumulative translation adjustmel 93t 692
Reclassification adjustment for amounts includedahincome related to sales of securi (2949) —
Comprehensive income (los $7,66: $(7,987)
I |

STOCKHOLDERS' EQUIT¥onsisted of the following (in thousands, exceptyadue):

March 31, December 31,
2004 2003
Common stock, $0.001 par value, 70,000 shares apgiap 32,598 and 32,573 shares issued and
outstanding, respective $ 33 $ 33
Additional paic-in capital 143,04: 142,66
Retained earnings (defic 6,87¢ (48)
Deferred compensatic — (60)
Unrealized holding gains on availa-for-sale securitie 1,29¢ 1,491
Cumulative translation adjustmel 8,68¢ 7,751
Total stockholder equity $159,93: $151,83¢
L] I

(6) CONVERTIBLE SUBORDINATED NOTES PAYABLE

The Company has approximately $121.5 millib8.6% convertible subordinated notes outstandif@% Notes”). These notes mature
September 1, 2006, with interest payable on Mastlafd September 1st of each year. At March 314 28proximately $500,000 of interest
expense related to the 5.0% Notes was accruedwsent liability.

The Company has approximately $66.2 millio @5% convertible subordinated notes outstand®@%% Notes”). These notes mature
November 15, 2006, with interest payable on May Estd November 15th each year. At March 31, 20pgraximately $1.3 million o
interest expense related to the 5.25% Notes wased@s a current liability.

(7) COMMITMENTS AND CONTINGENCIES
GUARANTEES

The Company has committed to purchase appairin$13.3 million of parts, components and subadies from various suppliers
during 2004. These inventory purchase obligatiamsist of minimum purchase commitments to ensweCthmpany has an adequate supply
of critical components to meet the demand of it@mers. The Company believes that these purcloasmitments will be consumed in its
on-going operations during 2004.

DISPUTES AND LEGAL ACTIONS

The Company is involved in disputes and legdibns arising in the normal course of its businéBstorically, the Company’s most
significant legal actions have involved the applmaof patent law to complex technologies andliattual property. The determination of
whether such technologies infringe upon the Comisamryother’s patents is highly subjective. Thigtlevel of subjectivity introduces
substantial additional risk with regard to the ame of the Company’s disputes and legal actiormed|to
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intellectual property. While the Company currerglieves that the amount of any ultimate potemtiss would not be material to the
Company'’s financial position, the outcome of thastons is inherently difficult to predict. In tlewent of an adverse outcome, the ultimate
potential loss could have a material adverse effadche Company’s financial position or reportesltes of operations in a particular period.
An unfavorable decision, particularly in patengition, could require material changes in producprocesses and products or result in the
Company’s inability to ship products or componédntsd to have violated third-party patent righteeTCompany accrues loss contingencies
in connection with its litigation when it is probatihat a loss has occurred and the amount obd®dan be reasonably estimated.

In April 2003, the Company filed a claim iretbnited States District Court for the District@blorado seeking a declaratory ruling that its
new plasma source products Xstream™ With Activeddiaig Network™ (“Xstream Products”) are not in @tbn of U.S. Patents held by
MKS Instruments, Inc. (“MKS”). This case was tragrséd by the Colorado court to the United Statestriot Court for the district of
Delaware for consolidation with a patent infringernsuit filed in that court by MKS in May 2003, eding that the Company’s Xstream
Products infringe five patents held by MKS. The Qamy believes that the Delaware court, in its M@@2judgment in prior litigation
between the Company and MKS, clearly defined timétdi of the MKS technology. The Company specificakesigned its Xstream Products
not to infringe MKS’s patents, with the advice aeam of independent experts. In February 2004D#daware court restated its rulings on
the construction of claims in the MKS patents cstesit with its holding in the prior litigation. T@mpany intends to defend vigorously
against the MKS complaint. The current patent tesebeen set for trial in July 2004.

On September 17, 2001, Sierra Applied Scigrioes (“Sierra”) filed for declaratory judgmentkaisg the U.S. District Court for the
District of Colorado to rule that their productsl diot infringe the Company’s U.S. patent no. 5,818,and that the patent was invalid. On
March 24, 2003, the Court granted the Company’sandb dismiss the case for lack of subject mgttasdiction. The Court of Appeals for
the Federal Circuit affirmed the dismissal on A8l 2004 as to all of Sierra’s current activitiest remanded for findings related to past
sales of older products. Because the volume of s@és immaterial and the products are now obsaatagtion to dismiss these remaining

claims will be presented to the court.

(8) FOREIGN OPERATIONS

The Company has operations in the U.S., EuamgeAsia Pacific. The following is a summary of @ompany’s operations by region:

Sales:
Originated and sold in the U.
Originated in U.S. ansold outside the U.¢
Originated in Europe and sold in the U
Originated in Europe and sold outside the |
Originated in Asia Pacific and sold outside the.l

Income (loss) from operation
u.s.
Europe
Asia Pacific
Intercompany elimination

Identifiable asset:
u.s.
Europe
Asia Pacific
Intercompany elimination

March 31, 2004

Quarters Ended March 31,

2004 2003
(In thousands)

$ 58,80: $ 29,41¢
13,50( 6,43¢
112 —
8,51z 4,997
23,56: 15,30¢
$104,48 $ 56,15¢
I I
$ 3,18: $ (8,807
612 (394)
7,38¢ (2,100
(1,370 41€
$ 9,81( $(10,885)
| I

December 31, 200:

$ 496,54
42,87:
252,88t
(363,675)

$ 428,63!
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Intercompany sales among the Company’s geograpbésare recorded on the basis of intercompangspastablished by the Company.
(9) SUPPLEMENTAL CASH FLOW DISCLOSURES

In the first quarter of 2004, the Company madirategic decision to further focus its markgtind product support resources on its core
competencies and reorient its operating infrastinectowards sustained profitability. As a resiie Company sold its Noah chiller busines
an unrelated third party for $797,000 in cash afid.Q@ million note receivable due March 31, 2008e Tiote bears interest at 5.0%, payable
annually on March 31. The sale included property equipment with a book value of approximately $800, inventory of approximately
$1.0 million, goodwill and intangible assets neaoEumulated amortization of approximately $900,@&0nonstration and customer service
equipment of approximately $140,000, and estimat@daanty obligations of approximately $140,000. Twmpany recognized a gain on the
sale of $404,000, which has been recorded as mtb@me and expense in the accompanying condensestlatated financial statements.
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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 addittorhistorical information, forward-looking statentg, within the meaning of Section 27A of
the Securities Act of 1933 and Section 21E of teeuBities Exchange Act of 1934. Statements thabtimer than historical information are
forward-looking statements. For example, statemestitging to our beliefs, expectations and plaesfarward-looking statements, as are
statements that certain actions, conditions ouaiistances will continue. Forward-looking statemémislve risks and uncertainties, which
are difficult to predict and many of which are bagicur control. As a result, our actual results midfer materially from the results discus:
in the forward-looking statements. We assume nigatibn to update any forward-looking statementtherreasons why our actual results
might differ.

Risks and Uncertainties

We have invested significant human and financial mources to establish a manufacturing facility in Cina and transition our
supply base to Tier 1 Asian suppliers, but might niobe able to achieve the intended benefits as quigkas anticipated, or at all.

As part of our strategy to reduce our opegatiash flow breakeven point we are relying on lolabor and component costs associated
with our new China-based manufacturing facility arahsition to Tier 1 Asian suppliers. During tharisition period, we are operating
duplicate manufacturing facilities, which is negety affecting our gross margin. By the end of 200é expect to have transitioned
approximately 70% of our Power and Flow Control ofanturing production to China based on curreneeigd demand. This strategy
involves significant risks, including:

< Our customers may not accept products manufacatredr Chinese facility

« Certain major customers have strict “copy exaetjuirements which may delay or prevent acceptahtmver-cost components from
Tier 1 Asian suppliers

* We may face health-related risks, such as outbrebdiseases, in the Asian countries in whichhaee manufacturing, distribution or
sales facilities and the adverse impact of anyantare or closure of such facilitie

« We may not be able to attract and retain key persldn our Chinese facility

« We may incur significant costs to test and repeaducts manufactured in our China facility toigdte the risk of shipping lower-
quality products to our custome

« The Chinese government may allow the yuan to #gatinst the U.S. dollar, which could significaritigrease our operating costs; ¢

« Disruption of our United States employee b
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In addition to these risks, we may not be ableuccessfully comply with China’s governmenggulations. The regulatory environment in
China is evolving, and officials in the Chinese goiment often exercise discretion in deciding hownterpret and apply applicable
regulations. Consequently, actions by Chinese guowental regulators may limit or adversely affeat ahility to conduct business in China.

Our inability to manage these risks among mticeuld significantly impact our goal to reduce operating cash flow breakeven point, as
well as result in significant costs, expenditugesset impairments and potentially damage our oglsitips with existing and prospective
customers.

We have $187.7 million of convertible subordinatediotes outstanding with maturity dates in the secondialf of 2006.

Our 5.0% convertible subordinated notes wighiacipal balance of $121.5 million are due Sepitend, 2006, and our 5.25% convertible
subordinated notes with a principal balance of $66illion are due November 15, 2006. Our 5.0% natesconvertible into common stock at
$29.83 per share. Our 5.25% notes are convertibbecommon stock at $49.53 per share.

We will be required to repay the notes at migtuunless we refinance the debt or our stockeprises sufficiently above the conversion
levels. Repayment of such notes at maturity, ifaneerequired to do so, would have a significantdotn our cash available for operations.
Our inability to repay such notes at maturity wogide significant rights to the holders of the st preference to our stockholders.

On April 28, 2004, the closing price of ounamon stock on the Nasdag National Market was $1get%hare.
We might not be able to refinance the notés po their maturity on commercially favorablertes, or at all.

At March 31, 2004, our cash, cash equivalantsmarketable securities totaled approximatel\8%t®lion reflecting a decrease of
$7.2 million from December 31, 2003. If we are uméab generate sufficient additional cash from agiens or a capital offering prior to the
maturity of the notes, we will be unable to replas hotes when they become due. If we are unabbkpty the notes, the trustee of the notes
will have the right to bring judicial proceedinggainst us to enforce the note holders’ rights,udirig the right to repayment prior and in
preference to our common stockholders.

Intellectual property rights are difficult to enfor ce in China.

Commercial law in China is relatively undeyidd compared to the commercial law in the UnitedeSt Limited protection of intellectual
property is available under
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Chinese law. Consequently, manufacturing our prtedincChina may subject us to an increased riskuthauthorized parties may attempt to
copy or otherwise obtain or use our intellectualperty. We cannot assure you that we will be ablkeffectively protect our intellectual
property rights or have adequate legal recoursedrevent that we encounter difficulties with infrements of our intellectual property under
Chinese law.

Our quarterly and annual operating results fluctuate significantly and are difficult to predict.

Beginning in 2001 and through late 2003, dedrfan our products from the semiconductor capitplipment industry declined
substantially from its peak in 2000 and we incusigghificant losses each quarter from the secordtguof 2001 through the fourth quarter
of 2003. While we were able to generate net incofi6.9 million in the first quarter of 2004, thearkets in which we serve are highly
cyclical. Due to the highly cyclical nature of teemiconductor industry we cannot provide assurématewe will be able to maintain sustai
profitability. A failure on our part to maintain arcrease our revenue and contain our expenditvitesause our liquidity to suffer and could
cause the price of our securities to decline.

Fluctuations in our operating results histalfichave resulted in corresponding changes inrtheket prices of our securities. Our opera
results are affected by a variety of factors, mafwrhich are beyond our control and difficult taedict. These factors include:

» Changes in economic conditions in the semicormartd semiconductor capital equipment industmesather industries in which our
customers operat

« The timing and nature of orders placed by our custs;

« The seasonal variations in capital spending bycastomers

» Changes in custom¢ inventory management practic

« Customer cancellations of previously placed ordeis shipment delay

« Pricing competition from our competitol

» Customer demands to reduce prices, enhance featupsve reliability, shorten delivery times andend payment term:

» Component shortages or allocations or other fadtmat change our levels of inventory or subssdlgtincrease our spending on
inventory or result in manufacturing dela

« The introduction of new products by us or our cotitpes;
» Declines in macroeconomic conditiol
» Potential litigation especially regarding intelieat property; ani

« Our exposure to currency exchange rate fluctoatietween the several functional currencies ieigorlocations in which we have
operations
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The semiconductor and semiconductor capital equipme industries are highly volatile, which impacts ow operating results.

The semiconductor and semiconductor capitaipaaent industries have historically been cyclivatause of sudden changes in demar
semiconductors and manufacturing capacity. Theaathanges in demand, including end demand, islating, and the effect of these
changes is occurring sooner, exacerbating theiliglaif these cycles. These changes affect théngnand amount of our customers’
equipment purchases and investments in new tecgynods well as our costs and operations.

During periods of declining demand for semibactor equipment components, our customers tygicatluce purchases, delay delivery of
products and cancel orders. We might incur sigaiftccharges as we seek to align our cost struatiinethe reduction in sales. In addition,
might not be able to respond adequately or quiekiyugh to the declining demand. We may also benestjto record significant reserves for
excess and obsolete inventory as demand for oalupte changes. Our inability to reduce costs aadtarges resulting from other actions
taken in response to changes in demand for ounptsavould adversely affect our operating results.

During periods of growth in the semiconduaod semiconductor capital equipment industriesmight not be able to acquire or develop
sufficient manufacturing capacity or componentmget our customer#icreasing demand for our products. In addition might be require
to make substantial capital investments to increapeacity.

During 2001, 2002 and much of 2003, the sendactor capital equipment industry experiencedstbepest cutback in capital equipment
purchases in industry history. While we are expaileg an increase in sales to semiconductor cagitapment manufacturers, we cannot be
certain that there will be a sustained recovenytliersemiconductor industry or that another sesateprolonged downturn will not occur in
the near future. A decline in the level of ordessaesult of any future downturn or slowdown ia #emiconductor industry would harm our
business, financial condition and results of openat

A significant portion of our sales is concentratedmong a few customers.

Our ten largest customers accounted for 5986806 of our total sales during the three-monthoglsrended March 31, 2004 and 2003,
respectively. Our largest customer, Applied Matsriaccounted for 28% of our total sales in the22p€riod and 23% of our total sales in the
2003 period. The loss of any of our significanttousers or a material reduction in any of their paise orders would significantly harm our
business, financial condition and results of openat

Our customers continuously exert pressuresoto teduce our prices and extend payment ternv&nGhe nature of our customer base and
the highly competitive
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markets in which we compete, we may be requirddsioe price concessions to our customers to recaanpetitive. A ten percent reduction
in our historical selling prices could lead to aese percent or greater decline in gross marginnveg not be able to reduce our other
operating expenses in an amount sufficient to bfisgential margin declines.

The markets in which we operate are highly competite.

We face substantial competition, primarilynfrestablished companies, some of which have gréagarcial, marketing and technical
resources than we do. Our primary competitors @lerily Group, Inc.; Comdel; Daihen Corp.; Huetgndelektronik GmbH; Kyosan Electr
Manufacturing Co. Ltd.; MKS Instruments, Inc.; Mgkis Corp.; Shindingen; and STEC, Inc., a Horiba@r Company. We expect that our
competitors will continue to develop new productslirect competition with ours, improve the deségml performance of their products and
introduce new products with enhanced performanegacteristics.

To remain competitive, we must improve andagxpour products and product offerings. In addjtisa may need to maintain a high level
of investment in research and development and ekpansales and marketing efforts, particularlysaig of the United States. We might not
be able to make the technological advances andtimants necessary to remain competitive. Our iglbdl improve and expand our produ
and product offerings would have an adverse afieatur sales and results of operations.

We are exposed to risks associated with potentialture acquisitions.

Integrating the entities that we may acquite our business requires a substantial amountiofesources and management time.
Moreover, the integration process may result irotegeen operating difficulties and may require ificant financial, operational and
managerial resources that would otherwise be aleaifar the operation, development and expansiayuogexisting business. We cannot
assure you that the integration of our acquirediestwill be successful or that we will realizesthotential financial, operating or other
benefits that we expect from these acquisitions.

We may in the future make additional acquosisi of, or significant investments in, businessis eomplementary products, services and
technologies. Acquisitions involve numerous risksjuding but not limited to:

« Diversion of manageme’s attention from other operational matte

The inability to realize expected synergies resglfrom the acquisitior

Failure to commercialize purchased technolc
« Significant and unanticipated capital investmentguired to integrate acquired businesses and téaias;

« Retaining existing customers and strategic partoeesquired companie

Increased levels of intangible asset amortizatigpease
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 Potential material charges for impairment of acegliintangible assets; a

« Dilution of earnings

Mergers and acquisitions are inherently suliggenultiple significant risks. If we are unabtedffectively manage these risks, our busir
financial condition and results of operations Wil adversely affected.

We might not be able to compete successfully in etnational markets or meet the service and suppomeeds of our international
customers.

For the quarters ended March 31, 2004 and,20@3sales to customers outside the United Ste¢es approximately 43% and 48%,
respectively. Our success in competing in inteomati markets is subject to our ability to manageowes risks and difficulties, including, but
not limited to:

« Our ability to develop relationships with suppliarsd other local business

» Compliance with product safety requirements anddseds that are different from those of the Unit¢ates
 Variations in enforcement of intellectual propeatyd contract rights in different jurisdictior

« Trade restrictions, political instability, disruptis in financial markets and deterioration of ee¢nivoconditions;
« The ability to provide sufficient levels of techalsupport in different location

» Collecting past due accounts receivable from for@igstomers; an

« Changes in tariffs, taxes and foreign currency arge rates

Our ability to implement our business strategind maintain market share will be compromisegkifire unable to manage these and othel
international risks successfully.

Component shortages exacerbated by our dependence sole and limited source suppliers could affect awbility to manufacture
products and systems and could delay our shipments.

Our business depends on our ability to mariufagroducts that meet the rapidly changing demafdur customers. Our ability to
manufacture depends in part on the timely deliwdrparts, components and subassemblies from suppiiée rely on sole and limited source
suppliers for some of our parts, components andsaémblies that are critical to the manufacturinguo products. This reliance involves
several risks, including the following:

« The potential inability to obtain an adequate symblrequired parts, components or subassemt
« The potential for a sole source provider to cegmrations

< Our potential need to fund the operating losses sidle source provide
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« Reduced control over pricing and timing of delivefyparts, components and subassemblies

* The potential inability of our suppliers to demeltechnologically advanced products to supporigoawth and development of new
products.

If we are unable to successfully qualify aibdial suppliers and manage relationships with aistiag and future suppliers, we will
experience shortages of parts, components or seripaties, increased material costs and shipping/déta our products, which will
adversely affect our results of operations andimiahips with current and prospective customers.

We are highly dependent on our intellectual propeny and are exposed to various risks related to legakoceedings and claims.

Our success depends significantly on our petgmy technology. We attempt to protect our istetiial property rights through patents and
non-disclosure agreements; however, we might netbbeto protect our technology, and competitorghinbe able to develop similar
technology independently. In addition, the lawsaifne foreign countries might not afford our intefileal property the same protections as do
the laws of the United States. Our intellectualpemty is not protected by patents in several céemtn which we do business, and we have
limited patent protection in other countries. If ae unable to successfully protect our intellelguaperty, our results of operations will be
adversely affected.

Intellectual property litigation is costly. May 2003, MKS Instruments, Inc. filed a patentimjement suit against us in the United States
District Court in Wilmington, Delaware, allegingathour Xstream™ With Active Matching Network™ pradisiinfringe five patents held by
MKS. We intend to defend vigorously against the MéBnplaint. However, we may incur litigation cotat are material to our financial
condition and results of operations to defend adire MKS or any future litigation. Additionallgn adverse determination in the MKS or
any future litigation could cause us to lose prefay rights, subject us to significant liabilitisthird parties, require us to seek licenses or
alternative technologies from others or preverfraisi manufacturing or selling our products and ictdature revenue. Any of these events
could adversely affect our business, financial dordand results of operations.

We must achieve design wins to retain our existingustomers and to obtain new customers.

The constantly changing nature of semiconduetarication technology causes equipment manufactuo continually design new
systems. We must work with these manufacturery @atheir design cycles to modify our equipmentiesign new equipment to meet the
requirements of their new systems. Manufacturgre&jly choose one or two vendors to provide thegonents for use with the early sysi
shipments. Selection as one of these vendorsledcaldesign win. It is critical that we
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achieve these design wins in order to retain exjstustomers and to obtain new customers.

Once a manufacturer chooses a component éoinus particular product, it is likely to retalmat component for the life of that product.
Our sales and growth could experience materialpgobnged adverse effects if we fail to achievagtesvins. However, design wins do not
always result in substantial sales or profits.

We believe that equipment manufacturers aftdact their suppliers based on factors such astlenm relationships. Accordingly, we may
have difficulty achieving design wins from equiprhemanufacturers who are not currently customeradidition, we must compete for des
wins for new systems and products of our existingt@mers, including those with whom we have had{@mm relationships. If we are not
successful in achieving design wins our sales aadlts of operations will be adversely impacted.

Our success depends upon our ability to attract andetain key personnel.

Our success depends in large part upon olityaii attract, retain and motivate key employassluding our senior management team and
our technical, marketing and sales personnel. Wieotilhave employment agreements with any of ouciee officers or other key
employees. These employees may voluntarily termitiair employment with us at any time. In recezdrg, we have experienced turnove
key management positions such as the chief opgraffiter. The process of hiring employees with toenbination of skills and attributes
required to carry out our strategy can be extreroeiyipetitive and time consuming. We may not be ab&iccessfully retain existing
personnel or identify, hire and integrate new pengb If we lose the services of key personnebfuoy reason, including retirement, or are
unable to attract additional qualified personnal, lousiness, financial condition and results ofrapens will be adversely affected.
Additionally, we do not maintain key-person lifesurance policies on our executive officers.

Warranty costs on certain products may be in excess historical experience.

In recent years, we have experienced higlaar éxpected levels of warranty costs on certaidysts. We have been required to repair,
rework and, in some cases, replace these prodDotsvarranty costs generally increase when wediokce newer, more complex products.
We recorded warranty expense of approximately $#liBn and $2.1 million for the quarters ended ktaB1, 2004 and 2003, respectively
such levels of warranty costs persist or increaghe future, our financial condition and result®perations will be adversely affected.

We are subject to numerous governmental regulations

We are subject to federal, state, local amelifm regulations, including environmental regulat and regulations relating to the design and
operation of our
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products and control systems. We might incur sigaift costs as we seek to ensure that our produsts safety and emissions standards,
many of which vary across the states and couritriaghich our products are used. In the past, weshiavested significant resources to
redesign our products to comply with these direstiwVe believe we are in compliance with currepliagble regulations, directives and
standards and have obtained all necessary peapjtsovals and authorizations to conduct our busirtdswever, compliance with future
regulations, directives and standards could require® modify or redesign some products, make abpipenditures or incur substantial cc
If we do not comply with current or future regutats, directives and standards:

* We could be subject to fine
e Our production could be suspended

« We could be prohibited from offering particular guets in specified market
Our inability to comply with current or futuregulations, directives and standards will advgragect our operating results.

Our Chief Executive Officer owns a significant perentage of our outstanding common stock, which coulénable him to control
our business and affairs.

Douglas S. Schatz, our Chief Executive Officavned approximately 33.1% of our common stoclsiaumding as of April 28, 2004. This
stockholding gives Mr. Schatz significant votingyms. Depending on the number of shares that abstaitherwise are not voted on a

particular matter, Mr. Schatz may be able to eddlatf the members of our board of directors anddotrol our business affairs for the
foreseeable future.

Critical Accounting Policies

The following discussion and analysis of doafcial condition and results of operations isgoiagpon our condensed consolidated
financial statements, which have been prepareddardance with accounting principles generally ptee in the United States of America
preparing our financial statements, we must makmates and judgments that affect the reported ansoaf assets and liabilities, revenues
and expenses, and related disclosure of contiragsetts and liabilities at the date of our finansiatements. Actual results may differ from
these estimates under different assumptions oriomnsl

We believe that the following critical accoimgt policies affect our more significant judgmeatsl estimates used in the preparation of our
consolidated financial statements:

Valuation of intangible assets and good»

Long-lived assets including intangibles subject to aimation
* Reserve for excess and obsolete inven
* Reserve for warrant

« Commitments and contingenci

24




Table of Contents

« Revenue recognitio
» Stocl-based compensatic

* Deferred income taxe

Please see the discussion of critical accogrgolicies in our Form 10-K for the year ended &waber 31, 2003, filed with the Securities
and Exchange Commission on February 24, 2004.

OVERVIEW

We design, manufacture and support a grolggpftomponents and subsystems primarily for vacproness systems. Our primary
products are complex power conversion and conyisibsns. Our products also control the flow of fauidto the process chambers, provide
thermal sensing within the chamber, deposit tHmdiof diamond-like carbon and clean the chambar.dstomers use our products in
plasma-based thin-film processing equipment thassential to the manufacture of, among other thing

» Semiconductor devices for electronics applicatis

Flal-panel displays for har-held devices, computer and television scre

« Compact discs, DVDs and other digital storage me

Optical coatings for architectural glass, eyeglass®l solar panels; a

Industrial laser and medical applicatio
We also sell spare parts and repair serviagtdwide through our customer service and techréaglport organization.

We provide solutions to a diversity of markatsl geographic regions. However, we are focusati@aemiconductor capital equipment
industry, which accounted for approximately 66% &86élb of our sales in the three-month periods ehdaath 31, 2004 and 2003,
respectively. We expect future sales to the sendigotor capital equipment industry to represent axprately 55% to 70% of our total
revenue, depending upon the strength or weaknasglastry cycles.

In mid 2003, the semiconductor capital equiptiedustry entered the early stages of a retuhigber product demand and in the first
quarter of 2004, we generated net income of apprataly $6.9 million. We are focused on maintainamgfitability and achieving operating
cash flow breakeven. To achieve this goal, werathe process of developing a more variable opegatiodel to allow us to remain profita
during industry downturns and continue to be susfasluring periods of expansion. We are focusindghe following actions:

 Establishing a Chir-based manufacturing facility; al

 Transitioning a portion of our supply base to Tieksian suppliers
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In April 2003, we opened our 88,000 squard-foanufacturing facility in Shenzhen, China. By #ral of 2004, we expect to have
transitioned approximately 70% of our Power andWontrol manufacturing production to China, basadurrent expected demand.
During the transition period we are running dupkcaanufacturing facilities, which is placing pnesson our gross margin. We expect our
gross margin to improve throughout 2004 if industopditions continue to improve.

We plan to transition approximately 50% of caw material purchasing to Tier 1 Asian suppli®rghe end of 2004. Our biggest obstacle
in our Tier 1 supplier initiative is complying wittertain major customers’ stringent “copy exactjuiements. We are working closely with
our largest original equipment manufacturers, oM3E:to ensure the transition proceeds on schedideever, our transition goals may
prove difficult to realize because of customer segad product mix.

Management is focused on improving gross gregtading margins and believes that when the tiansib China-based manufacturing and
shift to Tier 1 suppliers is complete our margini improve. However, with continued competitiveéging pressures a return to historic gross
and operating margin levels may be difficult.

Results of Operations
SALES

The following tables summarize net sales ardgntages of net sales by customer type for tieetimonth periods ended March 31, 2004
and 2003:

Three Months Ended March 31,

2004 2003
(In thousands)

Semiconductor capital equipme $ 68,98¢ $33,07¢
Data storagt 8,62 3,88¢
Flat panel displa 10,60¢ 6,68¢
Advanced product applicatiol 16,27 12,511
$104,48° $56,15¢

| |

Three Months Ended March 31,

2004 2003

Semiconductor capital equipme 66% 5%
Data storag: 8 7
Flat panel displa 10 12
Advanced product applicatiol 16 22

10C% 10C%
| |

The following tables summarize net sales ardgntages of net sales by geographic region éthitee-month periods ended March 31,
2004 and 2003:

Three Months Ended March 31,

2004 2003

(In thousands)
United States and Cana $ 58,91« $29,41¢
Europe 15,87: 9,442
Asia Pacific 29,41+ 17,29¢
Rest of world 287 —
$104,48° $56,15¢
| [ |
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Three Months Ended March 31,

2004 2003

United States and Cana 57% 52%

Europe 15 17

Asia Pacific 28 31

Rest of world — —
10C% 10C%
[ ] [ |

Sales were $104.5 million in the first threenths of 2004 and $56.2 million in the first thraenths of 2003, representing an increase of
86%.

According to a leading industry research figales of semiconductor capital equipment have gravwa compounded annual growth rate in
excess of 11% over the past 30 years. However alevie the industry is highly cyclical and is impatt by changes in the macroeconomic
environment, changes in semiconductor supply anthded and rapid technological advances in both semdiector devices and wafer
fabrication processes. Our sales from the 200d@éa the 2004 period illustrate this cyclicali@ur sales to the semiconductor capital
equipment industry increased by approximately 1&@¥h the first quarter of 2003 to the first quardéi2004, primarily driven by the
recovery of the semiconductor and semiconductoitalagquipment industries. Sales to our largestisenductor capital equipment custorr
represented the majority of the increased salamvel

Our sales to the data storage, flat panelalisgnd advanced product applications marketseas®d by 122%, 59% and 30%, respectively,
from the first quarter of 2003 to the first quardé2004. This growth is primarily attributed to rket share gains, order trends and the genera
expansion of end customer products including l&lagganel displays, liquid crystal displays, DVPpdications and applications dependent
upon industrial coatings.

Looking forward to the remainder of 2004, thex no assurance that our revenue may remainstensivith the first quarter of 2004 level
or increase due to the continued recovery of th@@mductor capital equipment industry. Changedémacroeconomic environment, and
semiconductor supply and demand, among other ckahgeare beyond our control, introduce significasiatility into our forecasts. Our
average selling prices may also decline across allir markets due to cost reduction initiativesoly major customers.

GROSS MARGIN

Our gross margin was 36.8% in the first quasfe2004 and 32.0% in the first quarter of 2008r @ross margin improved from the 2003
period to the 2004 period primarily due to our aestuction measures, including our ongoing efftrtgansition a portion of our
manufacturing capacity to China and our supply badéer 1 Asian suppliers, as well as improvedoapton due to the higher sales base;
however, the transition of a portion of our mantdigiag capacity to China has required us to opeatafdicative manufacturing facilities
which during the 2004 quarter impacted our grosggimaWhile
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we expect the transition of a portion of our praéhrcto China and our move to Tier 1 Asian supgliefll improve our gross margins in
future periods, factors that could cause our gnosgyins to be negatively impacted include, butradimited to the following:

« Continued pricing pressure from our major custory

« Costs associated with transitioning a portionwf production to our new China facility, includiogsts incurred to operate duplicate
manufacturing facilities

» Unanticipated costs to comply with our customéeepy exact” requirements, especially relateduo Ghina transition and move to
Tier 1 Asian suppliers

« Cost reduction programs initiated by semiconduetanufacturers and semiconductor capital equipmeamufacturers that negatively
impact our average selling pric

« Warranty costs in excess of historical rates arrcegpectations

* Increased levels of excess and obsolete invengédiher due to market conditions, the introducttémew products by our competitors,
or our decision to discontinue certain productdirend

« Changes in foreign currency exchange rates thattraifect our costs

We recognized charges for excess and obsalstatory of approximately $584,000 and $462,00thanfirst quarter of 2004 and 2003,
respectively. Our warranty charges in the firstrtgraof 2004 and 2003 were approximately $2.3 onlland $2.1 million, respectively. Taken
together, these charges represented approxima8iy @nd 4.5% of sales during the 2004 and 2008dirarters, respectively.

Other items affecting our gross margin in ghpsriods follow:

« In the first quarter of 2003 the semiconductaluistry continued to experience the most severe tlowin its history. As a result the
absorption of fixed costs was negatively impactedlr lower sales leve

* The semiconductor industry is moving to 300mmessfind smaller line widths. Typical of productdyein their life cycle and at low
production levels, these products have lower martfian our established produc

« We incurred warranty expense in excess of our éapiens related to certain products, which requaelstantial rework, repair, anc
some cases, replacement. The development of thedeqts in 1999 and 2000 was accelerated to messing customer needs in the
midst of historically high product demand. Durin@03 a significant portion of our warranty reserwese used to address these
products.
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The following summarizes the activity in ouamanty reserve during the first quarter of 2004 2003:

Balance at Additions Balance at
Beginning of Charged End of
Period To Expense Deductions Period

(In thousands)
2004 $6,612 $2,32( $(2,427) $6,511
2003 $9,40: $2,06¢ $(3,12¢) $8,34:

RESEARCH AND DEVELOPMENT EXPENSES

The market for our subsystems for vacuum @esgstems and related accessories is charactesizajoing technological changes. We
believe that continued and timely development of peoducts and enhancements to existing producsgport OEM requirements is
necessary for us to maintain a competitive positiaihe markets we serve. Accordingly, we devaosggaificant portion of our personnel and
financial resources to research and developmefggisoand seek to maintain close relationships withcustomers and other industry leaders
in order to remain responsive to their product negments. We believe that the continued investrirergsearch and development and
ongoing development of new products are essentidle expansion of our markets, and expect to eoatio make significant investments in
research and development activities. Since oumpinae, all of our research and development costg li@en expensed as incurred.

Our research and development expenses weré Biilion in the first three months of 2004 and30As a percentage of sales, research
and development expenses decreased from 23.8% firghquarter of 2003 to 12.8% in the first geaif 2004, due to the higher sales base.
We expect our 2004 quarterly research and developexpenses, in dollar terms, to be in line with tinst quarter of 2004.

SALES AND MARKETING EXPENSES

We continue to rationalize our sales and ntargdunctions with current industry conditions, ehat the same time striving to increase
market share and net sales. We have continuedftirete market directly to end users of our protiiin addition to our traditional marketi
to manufacturers of plasma-based equipment. Oas saild marketing expenses support domestic arrdatitenal sales and marketing
activities that include personnel, trade showsegdiking, and other selling and marketing actigitie

Sales and marketing expenses were $8.0 milierirst three months of 2004 and $8.3 milliorihia first three months of 2003. The 3.5%
decrease in sales and marketing expenses fronD@&duarter to the 2004 quarter was primarily dua teduction of our sales and marke
headcount and investment in demonstration and mesteervice equipment, partially offset by the ahlé component of sales commissions.
As a percentage of sales, sales and marketing sgpelecreased from 14.8% in the first three masftB903 to 7.7% in the first three mon
of 2004 due to our cost reduction measures anditer sales base. We expect our quarterly satksnamketing
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expenses in 2004 to be in line with the first geladf 2004.
GENERAL AND ADMINISTRATIVE EXPENSES

Our general and administrative expenses stippomworldwide corporate, legal, patent, tax, fio@l, corporate governance,
administrative, information systems and human resofunctions in addition to our general managem®@eneral and administrative exper
were $6.9 million in the first three months of 2040 $5.6 million in the first three months of 2008e 23.2% increase in general and
administrative expense from the 2003 period ta2@4 period was primarily due to legal fees assediwith our ongoing patent litigation,
increased health insurance premiums, and salargaees. As a percentage of sales, general andiattatine expenses decreased from
10.0% in the first quarter of 2003 to 6.6% in thistfquarter of 2004 due to the higher sales bBageexpect our quarterly general and
administrative expenses in 2004 to be in line wathslightly above, the first quarter of 2004.

RESTRUCTURING CHARGES

At the end of 2002, we announced major chaimgear operations to occur through the end of 200tse included establishing a new
manufacturing facility in China, consolidating wabrlide sales forces, a move to Tier 1 suppliersnarily in Asia, and the intention to close
or sell certain facilities. Associated with the mb@lan, we recorded charges totaling approxima&#&l$ million in the first quarter of 2003
primarily associated with manufacturing and adntiaisve personnel headcount reductions in our Jeggoperations. In accordance with
Japanese labor regulations we offered voluntaryiteation benefits to all of our Japanese employ€ks.voluntary termination benefits were
accepted by 36 employees, with termination datélsaérsecond quarter of 2003.

In the first quarter of 2004, we recordedm&stiring charges of approximately $220,000 pritgaronsisting of the recognition of expense
for involuntary employee termination benefits asstmd with the headcount reduction of approximaBlyemployees in our U.S. operations.
All effected employees were terminated prior to 881, 2004.

OTHER INCOME (EXPENSE)

Other income (expense) consists primarilyntériest income and expense, foreign currency exghgains and losses and other
miscellaneous gains, losses, income and expemss.ite

Interest income was $429,000 in the firstéhmeonths of 2004 and $520,000 in the first threathmof 2003. The decrease in interest
income was due to our lower level of investmennirketable securities resulting from our use obdipn of our cash reserves to fund our
operations and invest in our Chinese manufactUeniity.
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Interest expense consists principally of ies¢on our convertible subordinated notes, on longs under capital lease facilities and se
debt, and amortization of our deferred debt isseasts. Interest expense was approximately $2l@&min the first three months of 2004
and $2.9 million in the first three months of 2008e decrease in interest expense was primariltaltfee repayment of a portion of our
senior debt.

Our foreign subsidiaries’ sales are primadiégnominated in currencies other than the U.S. ddN& recorded a net foreign currency gain
of $101,000 in the first three months of 2004 amaisa of $78,000 in the first three months of 2003.

Other income was $1.1 million in the firsteermonths of 2004 and primarily consisted of the sha portion of a marketable equity
security for a gain of approximately $700,000, gmelsale of our Noah chiller business for a gaiapgroximately $400,000. Other expense
was $326,000 in the first three months of 2003 @tsisted primarily of a $175,000 other than terapodecline in value impairment of a
marketable equity security.

(PROVISION) BENEFIT FOR INCOME TAXES

The income tax provision for the first threenths of 2004 was $1.7 million and representedffacteve tax rate of approximately 20%,
and relates to taxable income generated in forjeigsdictions. The income tax benefit for the fitlstee months of 2003 was $5.0 million and
represented an effective rate of 37%.

During thethird quarter of 2003, we recorded valuation alloees against certain of our United States anddoreet deferred tax asset:
jurisdictions where we have incurred significargdes. Given such experience, management couldnolucle that it was more likely thi
not that these net deferred tax assets would tieedaAccordingly, management, in accordance BEAS No. 109, in evaluating the
recoverability of these net deferred tax assets,wquired to place greater weight on our histbriesults as compared to projections
regarding future taxable income. In the first geadf 2004, we generated income before taxes abappately $8.7 million and reversed
approximately $1.3 million of our valuation allow@nin the appropriate tax jurisdictions. We wilhtioue to evaluate the valuation allowa
on a quarterly basis, and may in the future reveesee portion or all of our valuation allowance aecognize a reduction in income tax
expense. A portion of the valuation allowance edab the benefit from stock-based compensatiog.r@wersal of valuation allowance from
this item will be reflected as a component of statllers’ equity.

When recording acquisitions, we have recordddation allowances due to the uncertainty relédetthe realization of certain deferred tax
assets existing at the acquisition dates. Durieditht quarter of 2004, approximately $1.1 milliohvaluation allowance established in
purchase accounting was reversed, with a correspgmelduction in goodwill.
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The amount of deferred tax assets conside@izable is subject to adjustment in future pesibastimates of future taxable income are
changed. Reversals of valuation allowances recdrdpdrchase accounting are reflected as a reduofigoodwill in the period of reversal.

Due to the valuation allowances we recorde2Did3, and expectations of taxable income in fargigisdictions, we expect our 2004
effective tax rate to be approximately 15% to 25%hject to variations in the relative earningsosiskes in the tax jurisdictions in which we
have operations.

Liquidity and Capital Resources

At March 31, 2004, our principle sources gtildity consisted of cash, cash equivalents andetalle securities of $128.0 million, and a
credit facility consisting of a $25.0 million rewahg line of credit, none of which was outstandaidMarch 31, 2004. Advances under the
revolving line of credit would bear interest at giréme rate (4.0% at April 28, 2004) minus 1%. Aadvances under this revolving line of
credit will be due and payable in May 2004. Wesrkject to covenants on our line of credit thatvjzte certain restrictions related to work
capital, net worth, acquisitions and payment aradadation of dividends. We were in compliance wathsuch covenants at March 31, 2004.
We expect to enter into a new one-year revolving 6f credit during the second quarter of 2004.

During the first quarter of 2004, our cashsttaquivalents and marketable securities decreg&@dmillion from $135.2 million at
December 31, 2003. In 2006, when our convertiblmrlinated notes become due, it is possible wemeay substantial funds to repay such
debt, which totaled $187.7 million at March 31, 200ur 5.0% convertible subordinated notes withiacgpal balance of $121.5 million are
due September 1, 2006, and our 5.25% convertitiderdinated notes with a principal balance of $66itlon are due November 15, 2006.
Payment would be required if our common stock prézeains below approximately $30 per share fol5tl&6 convertible subordinated notes
and approximately $50 per share for the 5.25% aditne subordinated notes. In such a situationietloan be no assurance that we will be
able to refinance the debt.

To address our liquidity requirements, we hsefea goal to move to a more variable operatingehahere we will reduce our operating
cash flow breakeven point. Additionally, we mayseacapital through the public markets during 20@4sbuing common stock or convertible
debt securities, or a combination of the two. Spiciteeds would be used to realign our capital stra@and provide liquidity for future
semiconductor capital equipment up-cycles. Howewercannot provide assurance that such sourcéguadity will be available to us on
acceptable terms.

We have historically financed our operationd aapital requirements through a combination shqarovided by operations, the issuance
of long-term debt and common
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stock, bank loans, capital lease obligations arataimg leases. However, we have not generatetiyiosash flow from operations since
2001.

Operating activities used cash of $4.3 milliothe first quarter of 2004, reflecting our netdme of $6.9 million increased by non-cash
items of $5.1 million and offset by net working @apchanges of approximately $16.4 million. Norsicatems primarily consisted of the
following:

 Depreciation and amortization of $4.8 millic
« Provision for deferred income taxes of $856,(
« A gain on the sale of a marketable security investnof $703,000; an

» A gain on the sale of our Noah chiller assets @4$d00.
Net working capital changes used cash of $a6lébn and primarily consisted of the following:

« Anincrease in accounts receivable of $16.9 amilliWe expect our accounts receivable to remain tiiging 2004 if industry
conditions continue to stabiliz

A $7.1 million increase in inventory. Due to thetablishment of our China-based manufacturindifigeind increased sales orders we
have built our inventory level to mitigate the risknot being able to meet increasing customer aenfiar our products

A $9.7 million increase in trade accounts payablgich was primarily incurred to finance our invemtpurchases; ar

A $6.5 million decrease in customer deposits ahérofccrued expense

Operating activities used cash of $4.6 milliethe first three months of 2003, reflecting oet loss of $8.6 million partially offset by non-
cash items of $1.6 million and net working capifahnges of approximately $2.4 million. Noash items primarily consisted of the followil

+ Depreciation and amortization of $6.2 millic
« A benefit for deferred income taxes of $5.8 milliamd

* A loss of the disposal of property and equipmer#@81,000
Net working capital changes provided cashf $nillion and primarily consisted of the follovgn

« A $2.9 million decrease in accounts receiva
* A $1.5 million decrease in inventor
* A $2.4 million increase in demonstration and custoservice equipment; al

« A $1.5 million decrease in trade accounts pay:
Our near-term future operating activities nsaptinue to use cash. Periods of rapidly
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increasing sales may cause increased working tapifairements, thereby requiring the use of cashirtd our operations.

Investing activities generated cash of $8.lianiin the first three months of 2004 and prinhadonsisted of the net sale of $9.7 million of
marketable securities, proceeds from the sale oNoah chiller assets of $797,000, and proceeads fhe sale of a portion of a marketable
security investment of $1.3 million, partially oftsby the purchase of equipment for $3.8 milliore ¥xpect to spend approximately
$8.0 million to $10.0 million for the purchase abperty and equipment during the remainder of 2@4. planned level of capital
expenditures is subject to frequent revisions bseawr business experiences sudden changes aswedmwindustry upturns and downtu
and expected sales levels change. In addition,ggsaim foreign currency exchange rates may sigmiflg impact our capital expenditures i
depreciation expense recognized in a particulaoger

Investing activities used cash of $5.5 milliarthe first three months of 2003, and primaribnsisted of the purchase of property and
equipment of $3.4 million and the settlement of escrow deposit liability related to our acquisitiof Dressler in the first quarter of 2002 of
$1.7 million.

Investing cash flows experience significantfuations from period to period as we buy andmseliketable securities, which we convert to
cash to fund strategic investments and our operatish flow, and as we transfer cash into marketsdsturities when we attain levels of cash
that are greater than needed for current operatidmsever, we do not expect to generate signifibargls of cash that are greater than ne
for our current operations in the near term.

Financing activities used cash of $1.6 milliorthe first quarter of 2004, and consisted ofrpagits on our senior borrowings and capital
lease obligations of $2.0 million, partially offd®t proceeds from the exercise of employee stotikg of $374,000.

Financing activities used cash of $2.0 milliorthe first quarter of 2003, and consisted pritpaf the repayment of our senior borrowings
and capital lease obligations of $2.3 million, iy offset by proceeds from the exercise of ergp®stock options of $351,000.

We expect our financing activities to continiadluctuate in the future. If market conditionsdeour financial position are deemed
appropriate, we may repurchase a portion of ouvedible notes in the open market. Our payment®undpital lease obligations and notes
payable may also increase in the future if we enteradditional capital lease obligations or chafttte level of our bank financing.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK
Interest Rate Risk

Our exposure to market risk for changes iariggt rates relates primarily to our investmentfplio and 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, 2004, iovestments in marketable securities
consisted primarily of commercial paper, municipadl state bonds and notes and institutional morakets. These securities are highly
liquid. Earnings on our marketable securities gpéctlly invested into similar securities. In thest quarter of 2004, the rates we earned on
our marketable securities approximated 1.9% orfar®d¢ax equivalent basis. The impact on intenesbine of a 10% decrease in the average
interest rate would have resulted in approxima$dl®,000 less interest income in the first quarf&0®4 and $52,000 less interest income in
the first quarter of 2003.

The interest rates on our subordinated debfieed, specifically, at 5.25% for the $66.2 naitli of our debt due November 2006, and at
5.0% for the $121.5 million of our debt that is dbeptember 2006. Because these rates are fixeloeese there is no risk of increased
interest expense with regard to these instruments.

The interest rates on our Aera Japan subygidiaredit lines are variable and currently rangsrf 1.5% to 3.1%. We believe a 10%
increase in the average interest rate on theseiimshts would not have a material effect on ouwarftial position or results of operations.

Foreign Currency Exchange Rate Risk

We transact business in various foreign caesitOur primary foreign currency cash flows areggated in countries in Asia and Europe.
During the first quarter of 2004, the U.S. dollazakened approximately 3% against the Japanesagérstrengthened approximately 2%
against the euro. It is highly unpredictable howrency exchange rates will fluctuate in the futiée have entered into various foreign
currency forward exchange contracts to mitigatereg@urrency fluctuations in the Japanese yerng,élaiwanese dollar and Chinese yuan.
The notional amount of our foreign currency cortsat March 31, 2004 was $9.2 million. The potdritia value loss for a hypothetical 10%
adverse change in foreign currency exchange ratdsi@h 31, 2004, would be approximately $920,8@0ich would be essentially offset by
corresponding gains related to the underlying as¥éé will continue to evaluate various methodmsinimize the effects of currency
fluctuations when we translate the financial staets of our foreign subsidiaries into U.S. dolla&sMarch 31, 2004 we held foreign
currency forward exchange contracts, maturing thinofipril 2004, to purchase U.S. dollars and seliotes foreign currencies. The following
table summarizes our outstanding
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contracts as of March 31, 2004:

Market

Notional Settlement Unrealized

Amounts Amounts (Loss)/Gain
Japanese yen contra $3,400,00 $3,436,00! $(36,000)
Euro contrac 200,00( 195,00( 5,00(C
Taiwanese dollar contra 4,600,001 4,599,001 1,00(
Chinese yuan contra 1,000,001 1,000,00! —
Balance at March 31, 20( $9,200,00 $9,230,00! $(30,000)
| | |

ITEM 4. CONTROLS AND PROCEDURES

(a) Disclosure Controls and Procedurddnder the supervision and with the participatiomof chief executive officer and chief financial
officer, we have implemented controls and othecedures that are designed to ensure that we rquaekss, summarize and report in a
timely manner the information required to be diseld by us in our Exchange Act reports, including Borm 10-Q (“disclosure controls and
procedures”). Our disclosure controls and procesliumelude controls and procedures designed to eribat material information is
accumulated and communicated to our managemehigding our chief executive officer and chief finglofficer, as appropriate to allow
timely decisions regarding required disclosure. €hief executive officer and chief financial offiaevaluated our disclosure controls and
procedures as of the end of the quarter coverdatigy-orm 10-Q and concluded that such controlspandedures are effective.

(b) Internal Control over Financial Reportingnder the supervision and with the participatiorof chief executive officer and chief
financial officer, we have implemented controls atiger procedures that are designed to provideitlsreasonable assurance as to the
reliability of our financial reporting and the paaption of our financial statements for externajjmses in accordance with generally accepted
accounting principles (“internal control over firga reporting”). During the quarter covered bystRiorm 10-Q, there was no change in our
internal control over financial reporting that hmaterially affected, or is reasonably likely to erélly affect, our internal control over
financial reporting.
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PART Il OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

From time to time, we are party to variousalggroceedings related to our business. On Septet?h)@001, Sierra Applied Sciences, Inc.
filed for declaratory judgment asking the U.S. BiittCourt for the District of Colorado to rule titheir products did not infringe our U.S.
patent no. 5,718,813 and that the patent was thv@in March 24, 2003, the Court granted our matiiodismiss the case for lack of subject
matter jurisdiction. The Court of Appeals for thedeéral Circuit affirmed the dismissal on April P804 as to all of Sierra’s current activities,
but remanded for findings related to past salesdadr products. Because the volume of sales wasabenial and the products are now
obsolete, a motion to dismiss these remaining daiifl be presented to the court.

For a description of the material pending lgaceedings to which we are a party, please se2@03 Annual Report on Form 10-K, filed
with the Securities and Exchange Commission onuzelr24, 2004.

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

ITEM 3. DEFAULTS UPON SENIOR SECURITIES
Not applicable.

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

ITEM 5. OTHER INFORMATION
None.

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

(a) Exhibits:
3.1 Restated Certificate of Incorporation, as amendg
3.2 By-laws.(2)

31.1Certification of the Chief Executive Officer Pursmido rule 13at4(a) under the Securities Exchange Act of 1934dapted pursual
to Section 302 of the Sarba-Oxley Act of 2002

31.Z Certification of the Chief Financial Officer Pursudo rule 13-14(a) under the Securiti
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Exchange Act of 1934, as adopted pursuant to Se80@ of the Sarban-Oxley Act of 2002

32.1 Certification of the Chief Executive Officer Pursiido 18 U.S.C. Section 1350, as adopted pursoabéttion 906 of the Sarbanes-
Oxley Act of 2002

32.Z Certification of the Chief Financial Officer Pursuido 18 U.S.C. Section 1350, as adopted pursoadéction 906 of the Sarbanes-
Oxley Act of 2002

(1) Incorporated by reference to the Registrant’sr@@ulg Report on Form 10-Q for the quarter endept&aber 30, 2003 (File
No. 00(-26966), filed November 4, 200

(2) Incorporated by reference to the Registrant’siRegion Statement on Form S-1 (File No.38t88), filed September 20, 1995,
amended

(b) Reports on Form-K
We filed the following report on Formr-K:

(i) We filed with the Securities and Exchange Commissic€Current Report on Form 8-K on February 12, 200firnish under Iltem 12
our press release announcing our results of opesafor the thre- and twelvi-month periods ended December 31, 2(
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SIGNATURES

Pursuant to the requirements of the Secuiitiehange Act of 1934, the registrant has duly edukis report to be signed on its behalf by
the undersigned thereunto duly authorized.

ADVANCED ENERGY INDUSTRIES, INC

/s! Michael E-Hillow

Michael E-Hillow

Executive Vice President, Chief Financial ~ April 30, 200
Officer (Principal Financial Officer
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3.1 Restated Certificate of Incorporation, as amendg
3.2 By-laws.(2)

31.1Certification of the Chief Executive Officer Pursmido rule 13at4(a) under the Securities Exchange Act of 1934dapted pursuai
to Section 302 of the Sarba-Oxley Act of 2002

31.Z Certification of the Chief Financial Officer Pursudo rule 13a-14(a) under the Securities Exchakmef 1934, as adopted pursuant
to Section 302 of the Sarba-Oxley Act of 2002

32.1 Certification of the Chief Executive Officer Purgido 18 U.S.C. Section 1350, as adopted pursoea®éttion 906 of the Sarbanes-
Oxley Act of 2002

32.z Certification of the Chief Financial Officer Pursudo 18 U.S.C. Section 1350, as adopted pursoadecttion 906 of the Sarbanes-
Oxley Act of 2002

(1) Incorporated by reference to the Registrant’sre@ug Report on Form 10-Q for the quarter endept&aber 30, 2003 (File
No. 00(-26966), filed November 4, 200

(2) Incorporated by reference to the Registrant’siReggion Statement on Form S-1 (File No.38t88), filed September 20, 1995,
amended
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Exhibit 31.1

I, Douglas S. Schatz, certify thi

1. | have reviewed this quarterly report on Forn-Q of Advanced Energy Industries, In

2. Based on my knowledge, this report does not comjnuntrue statement of a material fact or om#itéde a material fact necessary to
make the statements made, in light of the circuntets. under which such statements were made, nigamisg with respect to the period
covered by this repor

3. Based on my knowledge, the financial statement$ adimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

4. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contamld procedures (as defin
in Exchange Act Rules 1-15(e) and 15-15(e)) for the registrant and ha

a. designed such disclosure controls and procedaregused such disclosure controls and procedortes designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to us
others within those entities, particularly durihg tperiod in which this report is being prepai

b. evaluated the effectiveness of the registransslasure controls and procedures and presentisineport our conclusions about the
effectiveness of the disclosure controls and proes] as of the end of the period covered by #psnt based on such evaluation;

c. disclosed in this report any change in the regigts internal control over financial reportingattoccurred during the registrant’s most
recent fiscal year that has materially affectedsoeasonably likely to materially affect, the isttant’s internal control over financial
reporting; anc

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiorterhal control over financial
reporting, to the registrée’s auditors and the audit committee of the regit’s board of directors

a. all significant deficiencies and material wealgessin the design or operation of internal cordx@r financial reporting which are
reasonably likely to adversely affect the regis’s ability to record, process, summarize and refpmhcial information; ant

b. any fraud, whether or not material, that involmesnagement or other employees who have a significte in the registrant’s internal
control over financial reporting




Date: April 30, 2004
/s/ Douglas S. Schatz

Douglas S. Schatz
Chief Executive Officer, President
and Chairman of the Boa






Exhibit 31.

I, Michael E-Hillow, certify that:
1. I have reviewed this quarterly report on Forn-Q of Advanced Energy Industries, In

2. Based on my knowledge, this report does not comjnuntrue statement of a material fact or om#itéde a material fact necessary to
make the statements made, in light of the circuntets. under which such statements were made, nigamisg with respect to the period
covered by this repor

3. Based on my knowledge, the financial statement$ adimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

4. The registrans other certifying officer and | are responsibledetablishing and maintaining disclosure contasld procedures (as defin
in Exchange Act Rules 1-15(e) and 15-15(e)) for the registrant and ha

a. designed such disclosure controls and procedaregused such disclosure controls and procedortes designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
others within those entities, particularly durihg tperiod in which this report is being prepai

b. evaluated the effectiveness of the registransslasure controls and procedures and presentisineport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation;

c. disclosed in this report any change in the regigts internal control over financial reportingattoccurred during the registrant’s most
recent fiscal year that has materially affectedsoeasonably likely to materially affect, the isgant’s internal control over financial
reporting; anc

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiorterhal control over financial
reporting, to the registrée’s auditors and the audit committee of the regit’'s board of directors

a. all significant deficiencies and material wealgessin the design or operation of internal cordx@r financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refgmancial information; ani

b. any fraud, whether or not material, that involwesnagement or other employees who have a significte in the registrant’s internal
control over financial reporting




Date: April 30, 2004
/sl Michael El-Hillow

Michael El-Hillow
Executive Vice President, Chief Financial
Officer (Principal Financial Officer






Exhibit 32.1

Certification of the Chief Executive Officer
Pursuant to 18 U.S.C. Section 1350,
as Adopted Pursuant to Section 906
of the Sarbanes-Oxley Act of 2002

In connection with the accompanying Form 18f@dvanced Energy Industries, Inc. (the “Comparfpi)the quarter ended March 31,
2004 (the “Report”), I, Douglas S. Schatz, Chie&Eitive Officer and President of the Company, fignpiursuant to 18 U.S.C. § 1350, as
adopted pursuant to Section 906 of the Sarbanesy@dt of 2002, that:

(1) The Report fully complies with the requirents of Section 13(a) or 15(d) of the Securitiesiange Act of 1934; and

(2) The information contained in the Repoitlfgoresents, in all material respects, the finahcondition and results of operations of the
Company.

Date: April 30, 2004
/sl Douglas S. Schatz

Douglas S. Schatz
Chief Executive Officer, Preside

A signed original of this written statemenqueed by Section 906 has been provided to the @oypand will be retained by the Company
and furnished to the Securities and Exchange Cosioni®r its staff upon request.






Exhibit 32.

Certification of the Chief Financial Officer
Pursuant to 18 U.S.C. Section 1350,
as Adopted Pursuant to Section 906
of the Sarbanes-Oxley Act of 2002

In connection with the accompanying Form 18f@dvanced Energy Industries, Inc. (the “Comparfpi)the quarter ended March 31,
2004 (the “Report™), I, Michael El-Hillow, Chief Rancial Officer of the Company, certify, pursuamnfi8 U.S.C. § 1350, as adopted pursuant
to Section 906 of the Sarbanes-Oxley Act of 200at:t

(1) The Report fully complies with the requirents of Section 13(a) or 15(d) of the Securitiesiange Act of 1934; and

(2) The information contained in the Repoitlfgoresents, in all material respects, the finahcondition and results of operations of the
Company.

Date: April 30, 2004
/s/ Michael El-Hillow

Michael El-Hillow
Chief Financial Officel

A signed original of this written statemenqueed by Section 906 has been provided to the @oypand will be retained by the Company
and furnished to the Securities and Exchange Cosionir its staff upon request.



