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If any of the securities being registered on thlasnfrare to be offered on a delayed or continuossshmursuant to Rule 415 under the
Securities Act of 1933, other than securities @ffeonly in connection with dividend or interesinraistment plans, check the following
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THE REGISTRANT HEREBY AMENDS THIS REGISTRATION STAMENT ON SUCH DATE OR DATES AS MAY BE
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SPECIFICALLY STATES THAT THIS REGISTRATION STATEMENSHALL THEREAFTER BECOME EFFECTIVE IN
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FILED PURSUANT TO RULE 424(a)
Registration No. 333-34039

PROSPECTUS SUBJECT TO COMPLETION, DATED OCTOBER 13, 1997
2,500,000 Shares
[LOGO]
Common Stock

Of the 2,500,000 shares of Common Stock, $0.00Ygae ("Common Stock"), of Advanced Energy Indiastrinc. ("Advanced Energy" or
the "Company") offered hereby, 1,000,000 sharebeirey offered by the Company and 1,500,000 steeebeing offered by certain
stockholders of the Company (the "Selling Stockbat)). The Company will not receive any of the geds from the sale of shares by the
Selling Stockholders. See "Principal and Sellingcgholders."

The Common Stock is quoted on the Nasdaq Natiormak®t under the symbol "AEIS." On October 13, 198&,last reported sale price of
the Common Stock on the Nasdaq National Market$238s9375 per share. See "Price Range of Commork.Stoc

THE COMMON STOCK OFFERED HEREBY INVOLVES A HIGH DEG REE OF RISK.
SEE "RISK FACTORS" BEGINNING ON PAGE 5.

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES AND EXCHANGE
COMMISSION OR ANY STATE SECURITIES COMMISSION NOR H AS THE SECURITIES AND EXCHANGE COMMISSION
OR ANY STATE SECURITIES COMMISSION PASSED UPON THE ACCURACY OR ADEQUACY OF THIS PROSPECTUS.
ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OF FENSE.

Underwr iting Proceeds to
Price to Discoun tsand Proceeds to Selling
Public Commissi ons(l) Company(2) Stockholders
Per Share...............
Total(3)...cccevuvennn.

(1) For information regarding indemnification oktiUnderwriters, see "Underwriting."
(2) Before deducting estimated expenses of theridffgayable by the Company, estimated at $600,000.

(3) The Company and the Selling Stockholders hasatgd the Underwriters an option, exercisableiwig® days from the date hereof, to
purchase up to 375,000 additional shares of ComBtock on the same terms set forth above, soletpver over-allotments, if any. If such
option is exercised in full, the total Price to Ralwill be $ , the Underwriting Discounts and Comssions will be $ , the Proceeds to
Company will be $ and the Proceeds to Selling Stoltders will be $ . See "Underwriting."

The shares of Common Stock are offered by the Wwiters, subject to prior sale, receipt and acaegaby them and subject to the right of
the Underwriters to reject any order in whole opart and to certain other conditions. It is expddhat delivery of the shares of Common
Stock will be made through the office of UBS Setessi LLC, 299 Park Avenue, New York, New York, anatbout , 1997.

UBS SECURITIES

LEHMAN BROTHERS



PAINEWEBBER INCORPORATED
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INCORPORATION OF CERTAIN INFORMATION BY REFERENCE

The following documents heretofore filed with thec8rities and Exchange Commission (the "Commis}ibp’Advanced Energy are hereby
specifically incorporated by reference into this$rectus:

(a) Annual Report on Form 10-K for the fiscal yeaded December 31, 1996, filed March 21, 1997nsnded on Form 10-K/A, filed
September 15, 1997;

(b) Quarterly Reports on Form 10-Q for the quaréerded March 31, 1997 and June 30, 1997;

(c) Current Reports on Form 8-K dated (i) August1997, filed August 19, 1997, as amended on Feih8 filed September 16, 1997 (the
"Form 8-K Regarding Tower") and (ii) October 139¥9filed October 14, 1997; and

(d) The description of the Common Stock contaimeddvanced Energy's Registration Statement on F#filed on October 12, 1995, and
any amendment or report filed for the purpose afating such description.

All reports and other documents subsequently filgddvanced Energy with the Commission pursuar@dotions 13(a), 13(c), 14 or 15(d) of
the Securities Exchange Act of 1934, as amended'Bkchange Act"), after the date of this Prospeetud prior to the termination of this
Offering, shall be deemed to be incorporated bgregfce herein and to be a part hereof from theafdiing of such reports and other
documents.

Any statement contained herein or in a documentdrparated or deemed to be incorporated by refergniteés Prospectus will be deemed to
be modified or superseded for the purposes ofRtospectus to the extent that a statement contaigrein, or in any subsequently filed
document which also is or is deemed to be incotpdrhy reference herein, modifies or supersedeésthgement. Any statement so modified
or superseded will not be deemed, except as sofiemdir superseded, to constitute a part of thispectus.

ADVANCED ENERGY WILL PROVIDE WITHOUT CHARGE TO EACHPERSON TO WHOM THIS PROSPECTUS IS DELIVERED,
UPON WRITTEN OR ORAL REQUEST OF SUCH PERSON, A COBIF ANY OR ALL OF THE FOREGOING DOCUMENTS
INCORPORATED BY REFERENCE HEREIN (OTHER THAN EXHIBS TO SUCH DOCUMENTS, UNLESS SUCH EXHIBITS ARE
SPECIFICALLY

INCORPORATED BY REFERENCE INTO SUCH DOCUMENT). REGSTS FOR SUCH DOCUMENTS SHOULD BE DIRECTED TO
RICHARD P. BECK OF ADVANCED ENERGY, 1625 SHARP POINDRIVE, FORT COLLINS, COLORADO 80525; TELEPHONE
NUMBER: (970) 22-4670.

Advanced Energy, Microsweep, Sparc and Sparc-LBleddvanced Energy logo are registered tradenadritee Company. Arc-Check,
Arc-Out, Astral, Fixed-Match, GenCal, Matchless)Ricle, Sparc-VS and Starburst are unregisterddrrarks of the Company. Other brand
names and trademarks appearing in this Prospectukeproperties of their respective holders.

In this Prospectus, unless the context otherwigaires (i) "Consolidated Financial Statements"nefe the Company's audited consolidated
financial statements for the years ended Decembet 36, 1995 and 1994, (ii) "Unaudited Consolidd&@amancial Statements"” refers to the
Company's unaudited consolidated financial statésrien the quarters and six month periods ended 3001997 and 1996, and (iii) "Pro
Forma Condensed Consolidated Balance Sheet" teféhe Company's pro forma condensed consolidakthbe sheet at June 30, 1997,
which gives pro forma effect to the Company's asitjon of Tower Electronics, Inc. ("Tower"), thdadation of the purchase price therefor
and certain transactions occurring in connecti@newith, including the borrowing by the Companys@® million under a term loan, as if all
of such transactions had occurred on June 30, H9a%, which financial statements are includedeelsere in this Prospectus. Except as
otherwise noted herein, financial and other infarorawith respect to the Company in this Prospedtes not include information with
respect to Tower and assumes no exercise of thermiters' over-allotment option.

CERTAIN PERSONS PARTICIPATING IN THIS OFFERING MAENGAGE IN TRANSACTIONS THAT STABILIZE, MAINTAIN OR
OTHERWISE AFFECT THE PRICE OF THE COMMON STOCK, INGDING STABILIZING BIDS, SYNDICATE COVERING
TRANSACTIONS AND THE IMPOSITION OF PENALTY BIDS. FR A DESCRIPTION OF THESE ACTIVITIES, SEE
"UNDERWRITING."

IN CONNECTION WITH THIS OFFERING, CERTAIN UNDERWRHRS MAY ENGAGE IN PASSIVE MARKET MAKING
TRANSACTIONS IN THE COMMON STOCK ON THE NASDAQ NATNAL MARKET IN ACCORDANCE WITH RULE 103 OF
REGULATION M. SEE "UNDERWRITING."



PROSPECTUS SUMMARY

THE FOLLOWING SUMMARY IS QUALIFIED IN ITS ENTIRETYBY THE MORE DETAILED INFORMATION, INCLUDING "RISK
FACTORS" AND THE CONSOLIDATED FINANCIAL STATEMENTSAND NOTES TO THE CONSOLIDATED FINANCIAL
STATEMENTS AND THE UNAUDITED

CONSOLIDATED FINANCIAL STATEMENTS AND NOTES TO UNADITED CONSOLIDATED FINANCIAL STATEMENTS,
APPEARING ELSEWHERE IN THIS PROSPECTUS. THIS PROSFBS CONTAINS

FORWARD-LOOKING STATEMENTS (WITHIN THE MEANING OF ECTION 27A OF THE SECURITIES ACT OF 1933, AS
AMENDED, AND SECTION 21E OF THE EXCHANGE ACT), INGUDING ESTIMATES AND EXPECTATIONS AS TO FINANCIAL
RESULTS AND BUSINESS OPERATIONS, THAT INVOLVE RISKSND UNCERTAINTIES. THE COMPANY'S ACTUAL RESULTS
MAY DIFFER MATERIALLY FROM THE RESULTS DISCUSSED INHE FORWARD-LOOKING STATEMENTS. FACTORS THAT
MIGHT CAUSE SUCH DIFFERENCES INCLUDE, BUT ARE NOTIMITED TO, THOSE DISCUSSED IN "RISK FACTORS."

THE COMPANY

Advanced Energy is a leading supplier of power epsion and control systems incorporated in plasased thin film production equipment.
The Company's systems are key elements of semictorgddata storage, flat panel display, and a rarigeher industrial manufacturing
equipment that utilize gaseous plasmas to depositch thin film layers on materials or substratesh as silicon, glass and metals. The
effectiveness of plasma-based production proceksmsnds in large part on the quality of the eleatfpower used to ignite and manipulate
the plasma. The Company's power conversion andat@ystems refine, modify and control the raw pofwem a utility and produce power
which is uniform, predictable and precisely repbkgdo permit the production of identical filmswdvarying thickness on a mass scale. The
Company's systems are used in an array of thindilmcesses such as physical vapor deposition, etemical vapor deposition, plasma
enhanced chemical vapor deposition and ion impliamtaas well as a broad range of thin film apglimas such as the production of
semiconductors, magnetic hard disks, CD-ROMSs, aadibvideo discs, thin film heads, liquid crystapdays and optical, glass and
automobile coatings. The Company's customers iechggplied Materials, Lam Research, Balzers/LeybBlton, Intevac, Multi-Arc,
Novellus, Singulus Technologies, Sputtered Filmd dhVAC Technologies

In recent years, significant technological advanodhin film processes have enabled the maniputadf materials on the atomic and
molecular level. Manufacturers can now both depmsit etch layers of materials that are less therhamdredth of a micron in thickness. By
using modern thin film production processes, mactuf@rs are better able to control and alter teetgtal, magnetic, optical and mechanical
characteristics of materials. Thin film processagehbeen employed most extensively in the semiadodindustry, where multiple thin film
layers of insulating or conductive material area#@ed on a wafer or substrate. These processemaresed in a growing range of diverse
industries. Thin film production was initially acoplished using either liquid chemical or thermalqasses. Plasnizsed process technolc
was developed to address the limitations of webtgsiey and thermal technologies in certain appid®t requiring thinner, more precise film,
and to enable new applications.

The Company has achieved its market leadershipigogiy providing systems which convert externallypplied power, operate over a wide
range of power levels, control utility instabilgisuch as brownouts and surges created by raty yidliver sources, control intense localized
electrical discharges known as arcs and contréésyistabilities which arise from the use of exgfases and inherently unstable electrode
arrangements. All of the Company's products emptiphisticated switchmode technology that afforésipla-based systems a greater ability
to prevent arcs, which can slow down the througlgpat plasma process and may even destroy theratéost the power conversion and
control system. The Company believes the combinaifats in-depth knowledge of plasma physics, its approagiraduct customization at

its reusable engineering product design methoddf@ye enabled it to develop the widest range ofgs@m@nversion and control systems in
the industry.

Since inception, the Company has produced ovel080wer conversion and control systems. Approxégad1%, 64% and 65% of the
Company's sales in 1995, 1996 and the first sixtheoaof 1997, respectively, were to customers irsgraiconductor equipment industry.
Advanced Energy sells its systems primarily throdghlct sales personnel to customers in the UrStates, Japan and Europe. The Company
also sells through distributors to customers iradaiorea, Australia, France, Hong Kong, Italy, Mex Singapore, Sweden and Taiwan.
International sales represented 29%, 24% and 24%edCompany's sales in 1995, 1996 and the fixghsinths of 1997, respectively. The
Company maintains sales and service offices itthieed States in Fort Collins, Colorado; Austinxag; Concord, Massachusetts; and
Milpitas, California; and outside the United Staite3 okyo, Japan; Filderstadt, Germany; and Bige&taited Kingdom.
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On August 15, 1997, the Company acquired all ofothistanding stock of Tower Electronics, Inc., parg to a Share Purchase Agreement
dated as of August 11, 1997. Tower designs and faetures custom, high performance switchmode pewpplies. Tower's principal
customers are in the telecommunications, medichinam-impact printing industries and include U.8bBtics (recently acquired by 3Com
Corporation) and its contract manufacturer, Vidé&}stems International, Medtronic and Intermediasver had revenues of $13.4 million
for its fiscal year ended September 30, 1996. Thehase price consisted of $16 million paid atidgplus an additional contingent payment
to be based on Tower's sales in 1998. The acaquisifi Tower is a part of the Company's strateggiversify its product offerings and expa

its customer base.

The Company was incorporated in Colorado in 198l remcorporated in Delaware in September 1995ug%sl in this Prospectus, referen
to "Advanced Energy" or the "Company" refer to Adeed Energy Industries, Inc. and its consolidatéssigliaries. The Company's execult
offices are located at 1625 Sharp Point Drive, Eaitins, Colorado 80525, and its telephone nuniber

(970) 221-4670.

THE OFFERING

Common Stock offered by:

The COMPaNY......cevveieieieeeeeeeiiiieiiiiens .. 1,000,000 shares
The Selling Stockholders.............ccceeeen. .. 1,500,000 shares
Total Common Stock offered..................... .. 2,500,000 shares
Common Stock to be outstanding after the Offering.. .. 22,414,575 shares (1)
Use of proceeds........ccccvvvveeeeeeiiniiniinnnns .. Repayment of debt and general

corporate purposes, including
working capital and potential
strategic acquisitions. See "Use of
Proceeds."

Nasdaqg National Market Symbol...................... .. AEIS

SUMMARY CONSOLIDATED FINANCIAL DATA
(IN THOUSANDS, EXCEPT PER SHARE DATA)

Six Months Ended
Years Ended December 31, June 3 0,
199 2 1993 1994 1995 1996 1996 1997
STATEMENT OF OPERATIONS DATA:
Sales.......cooviviiiii $23, 950 $31,577 $51,857 $94,708 $98,852 $56,997 $ 53,358
Gross profit........cccevveiciciiiene 11, 609 15,248 25,814 45,394 36,814 22,758 20,060
Income from operations..................... 575 3,701 10,003 21,478 8,211 7,229 6,641
Netincome..........cccooviiiicinenn, $ 301 $3,417 $5,963 $13,281 $5,144 $4,335 $ 4,055
Net income per share (2)................... - - $032%069 %$024 %020 9% 0.19
Weighted average number of common and
common equivalent shares outstanding..... 17,3 15 17,894 18,605 19,310 21,666 21,657 21,906

June 30, 1997

Pro Forma
December 31, 1996 Actual Pro Forma (3) As A djusted(3)(4)
BALANCE SHEET DATA:

Cash and cash equivalents............cc.......... $ 11,231 $ 11,183 $ 10,859 $

Working capital..........ccoceveiiiiieeniinnns 35,179 40,757 39,481

Total assets...........coceeviiiiiiriiineee, 56,031 66,051 77,982

Total debt 2,051 1,534 14,923

Stockholders' equity..........ccoceeeeeiineenn. 46,496 50,625 47,545

(1) Based on the number of shares outstanding As@iist 18, 1997. Excludes 1,347,664 shares of Cam&tock issuable under the
Company's 1995 Stock Option Plan (the "Option Blabh'a weighted average exercise price of appraein®6.57 per share; 25,000 shares
issuable under the Company's 1995 Non-Employeecirg Stock Option Plan (the "Director Plan") ateighted average exercise price of
$12.59 per share; and 176,736 shares issuable thr@l@ompany's 1995 Stock Purchase Plan (the "Bsechlan”). Options to purchase an
additional 257,701 shares and 25,000 shares giblelto be granted under the Option Plan and tinecibr Plan, respectively.

(2) Prior to January 1, 1994, the Company wasdrkas an S corporation for tax purposes and, aicgbygdnet income per share for the years
ended December 31, 1992 and 1993 has not beerataltuOn a pro forma basis, assuming federak stad foreign income tax rates
aggregating 40.0%, net income and net income @edbr the year ended December 31, 1992 would baga $181,000 and $0.01,
respectively, and for the year ended December @43 Wwould have been $2,047,000 and $0.11, respéctiv

(3) Gives pro forma effect to the Tower acquisitiatiocation of the purchase price therefor anda@etransactions occurring in connection
therewith, including the borrowing by the Compari$b2,000,000 under a term loan, as if all of strahsactions had occurred on June



1997. See Pro Forma Condensed Consolidated BaGirest. For additional information regarding the €owacquisition, see "Business--
Recent Acquisition" and the Form 8-K Regarding Towe

(4) As adjusted to reflect the sale by the Compafrily, 000,000 shares of Common Stock offered heagltlye public offering price of $ per
share, after deduction of underwriting discount$ emmmissions and estimated expenses payable Iyoimpany, and the application of the
estimated net proceeds therefrom. See "Use of Pdstand "Capitalization."
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RISK FACTORS

IN ADDITION TO THE OTHER INFORMATION CONTAINED IN HIS PROSPECTUS, THE FOLLOWING RISK FACTORS SHOU
BE CONSIDERED CAREFULLY IN EVALUATING THE COMPANY AD ITS BUSINESS BEFORE PURCHASING THE COMMON
STOCK OFFERED HEREBY. THIS PROSPECTUS CONTAINS FORRD-LOOKING STATEMENTS, INCLUDING ESTIMATES
AND EXPECTATIONS AS TO FINANCIAL RESULTS AND BUSINGES OPERATIONS, THAT INVOLVE RISKS AND
UNCERTAINTIES. THE COMPANY'S ACTUAL RESULTS MAY DIFER MATERIALLY FROM THE RESULTS DISCUSSED IN THE
FORWARD-LOOKING STATEMENTS. FACTORS THAT MIGHT CAUSE SUCHIBFERENCES INCLUDE, BUT ARE NOT LIMITEL
TO, THOSE DISCUSSED BELOW.

QUARTERLY OPERATING RESULTS ARE SUBJECT TO SIGNIFIC ANT FLUCTUATIONS

The Company has experienced and expects to corttnesperience significant fluctuations in its gealy operating results. As a supplier of
subsystems to equipment manufacturers, the Congpsaalgs often are subject to its customers' prausthedules. A substantial and
increasing proportion of the Company's shipmergsaaide on a just-in-time basis in which the shipnoésystems occurs within a few days
or hours after an order is received. Due to thetghne between receipt of orders and shipmenesCibmpany operates with a low level of
backlog. Moreover, this backlog at any point indima not sufficient to meet the Company's revengeetations for a particular quarter and
orders generally are subject to cancellation oaylat the customer's option without penalty. Assalt of these factors, it is difficult for the
Company to predict accurately the timing and lefekevenues for a particular quarter. The Companuyasterly revenues are also affected by
a variety of other factors, including specific eooic conditions in the industries in which the Ca@np's customers operate, particularly the
semiconductor industry; the timing of the receipbers from major customers; customer canceliatior shipment delays; pricing
competition; component shortages resulting in mactufing delays; changes in customers' inventonyagament practices; exchange rate
fluctuations and the introduction of new produgtgte Company or its competitors. In addition, &latics companies, including companies
in the semiconductor capital equipment industrg,sarbject to ongoing pressure to reduce costs.hEsisn the past caused and is continuing
to cause the Company's current and prospectivertess to exert pricing pressure and make other ddsnan the Company, which may
include faster delivery times and longer paymemhge which could lead to significant changes irerave and operating margins from quarter
to quarter.

The Company's gross profit and operating inconmeeparticular quarter are affected by a number abfa, including product mix, price
changes, outsourcing costs, manufacturing effiegsnand costs incurred to respond to specific feateguests by customers. Generally, the
Company's gross profit and operating income hawahted significantly as a result of these faciothe past, and such fluctuations are
expected to continue. In particular, as the Compmapands manufacturing capacity, manufacturing e and other costs may be incurred
prior to full utilization of the additional facilis. Further, production of the Company's systeradijcularly new systems, often requires long
lead times, during which time the Company must egpubstantial funds and management effort. Asaltrehe Company may incur
significant development and other expenses withealizing corresponding revenue in the same qudrntexddition, many of the Company's
expenses, which are based in part on expectatidosuoe revenue, are fixed. Accordingly, if revenievels in a particular quarter do not n
expectations, operating results will be disproporditely adversely affected. Currently, the Compang the process of rapidly increasing
production and capacity to meet current and argiegh demand for its products, which has involvdzbgantial expenditures and commitme
by the Company. If the Company does not generateethenue it anticipated when it began these ptartuand capacity increases, its
operating results will be adversely affected. Tdyimamic negatively impacted the Company through®96 and the first quarter of 1997. In
late 1995, the Company was in a growth mode sintdldinat which it is experiencing today, and whie® semiconductor capital equipment
market went through the major downturn of 1996,Gloenpany's operating results were severely impaetbith in turn had a material
adverse effect on the market price of the Compa@gteamon Stock. Further fluctuations in operatirguits on a quarterly basis could have a
material adverse effect on the market price oiGbenmon Stock. See "--The Semiconductor and SemicdodEquipment Industries Are
Highly Volatile" and "Management's Discussion anua#ysis of Financial Condition and Results of Ofieres--Quarterly Results of
Operations."



RESULTS FOR THIRD QUARTER OF 1997 AFFECTED BY WATER -RELATED DAMAGE AND ACQUISITION OF TOWER

The Company sustained substantial water-relatecagano its manufacturing facilities and certainipqent and inventory during a severe
rainstorm on July 29, 1997, which interrupted pictthn and shipments. The Company was able to resame production within a few days
and returned to full production by mid-Septembe®d7.9The Company was unable to fulfill certain osdleecause of the production
interruption, which was prolonged primarily by tBempany's inability to replace in a timely mannemponents that had been lost or
damaged in the rainstorm. The Company has worleskli with suppliers to accelerate deliveries of &@mponents to reduce backlog an
continue to fulfill new orders as they are receivlihough the Company's revenues reported fothhid quarter of 1997 reflect an
improvement over revenues for the second quart@®87, the Company believes its revenues and dpgnagsults for the quarter ended
September 30, 1997 were adversely affected byrbduption interruption. The Company's insurancécies may not cover any or all of the
costs incurred by the Company in connection withrdinstorm. Although the Company continues to tiagowith its insurance carriers as to
the extent of coverage, which the Company expeittsiepend principally on classification of lossssd damages, the Company recorded a
one-time charge of $3.0 million in the third quaré 1997 for property damage and cleanup costs.fiffal costs, which cannot presently be
determined, could be larger. In addition, the Comyp@corded a one-time charge of $3.1 million feprocess research and development
costs in connection with the acquisition of Towgee "Management's Discussion and Analysis of Fiah@ondition and Results of
Operations" and "Business--Recent Acquisition."

THE SEMICONDUCTOR AND SEMICONDUCTOR EQUIPMENT INDUS TRIES ARE HIGHLY VOLATILE

Approximately 61%, 64% and 65% of the Company'ssal 1995, 1996, and the first six months of 1963pectively, were made to
customers in the semiconductor equipment indu$tng. Company expects that its business will contiougepend in significant part on the
semiconductor and semiconductor equipment indwsstoiethe foreseeable future. The Company's busidepends in large part upon capital
expenditures by manufacturers of semiconductorcgsyiwhich in turn depend upon the current ancigatied market demand for
semiconductor devices and products utilizing suskiaks. The semiconductor industry historically hasn highly volatile and has
experienced periods of oversupply, resulting imgigantly reduced demand for semiconductor faltiticaequipment. In 1996, the
semiconductor industry experienced a significantrtarn, which caused a number of the Company'oousts, including Applied Materials
and Lam Research, to drastically reduce and, irestases cancel, their orders from the Company.iégaterials and Lam Research
together accounted for approximately 47% and 45%h@®fCompany's revenues during 1996 and the firshenths of 1997, respectively.
Because the Company is a supplier of subsystemguipment manufacturers and a substantial andasicrg proportion of the Company's
shipments are made on a just-in-time basis, esertis as a rapid drop in demand for the Compangtiuats from a particular customer that
may occur with limited advance notice can havedweese impact on the Company. Failure to respoathptly to such reductions in revenue
has had in the past and in the future could havaterial adverse effect on the Company's operagisglts. In addition, the Company has
observed that semiconductor capital equipment nzanurfers and their suppliers have often been megatively affected by downturns in 1
semiconductor industry than device manufactureltholigh there have been indications that the semdigctor and semiconductor equipment
industries have begun to recover from the 1996 dormnthere can be no assurance that such indsistifiecontinue to improve or that there
will not be further downturns or slowdowns in arfittte markets that the Company serves, any off ahich could have a material adverse
effect on the Company's business, financial coowliéind results of operations. See "Business--Msykgiplications and Customers."”

SIGNIFICANT SALES ARE CONCENTRATED AMONG A FEW CUST OMERS

The Company's sales generally are concentratedg@memall number of customers. Sales to the Conpésry largest customers accounted
for approximately 73% and 77% of the Company'sss@é 996 and the first six months of 1997, redpelst. Sales to Applied Materials and
Lam Research, the two leading domestic manufacuksemiconductor fabrication equipment, togettwaounted for approximately 47%
and 45% of the Company's sales during 1996 anfirthesix months of 1997, respectively. The Comparpects that sales of its systems to
Applied Materials and Lam Research will continuaégount for a high
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percentage of its sales in the foreseeable fullre.loss of any of its major customers, particyldgpplied Materials or Lam Research, or a
reduction in orders from any of such customerduutiag reductions caused by changes in a custom@mgpetitive position or economic
conditions in the industries in which the Comparyistomers compete, could have a material advéfieset en the Company's business,
financial condition and results of operations. Nofthe Company's customers has entered into atknng agreement requiring it to purchase
the Company's systems. Similarly, Tower's sale®tiéslly have been concentrated among a small murmbcustomers. Tower's sales to |
Robotics (recently acquired by 3Com Corporationg @&s contract manufacturer accounted for approtetgar4% of Tower's total sales in t
nine months ended June 30, 1997. The success Goipany's acquisition of Tower will depend in kugart on retention of Tower's major
customers, including U.S. Robotics and its contma@hufacturer, and the level of orders receivethfsoich customers. Orders received by
Tower from U.S. Robotics and its contract manufeethave declined substantially since June 30, 1&8d the Company anticipates that
Tower's sales to such customers in the near tethbsvsignificantly lower than such sales had beemediately prior to the acquisition.
Although the Company cannot predict with certaiwtyether or for how long the current reduction idess from U.S. Robotics and its
contract manufacturer will continue, the Companpexts sales to such customers to be significaothet in the second half of 1997 than
such sales had been in the first half of 1997. Assalt, Tower's total sales, and potentially itssg margins, through at least the end of 1997
are expected to be significantly lower than in pgeriods. The Company does not believe that Tevexpected results through the end of
1997 will have a material adverse effect on the gamy's consolidated results of operations durird geriod. See "--The Semiconductor
and Semiconductor Equipment Industries Are Highbfaile," "--Risks Associated with Recent and P&riFuture Acquisitions,”
"Business--Markets, Applications and Customers"ldote 14 to the Consolidated Financial Statemétisadditional information regarding
the Tower acquisition, see the Form 8-K Regardiogdr.

RISKS ASSOCIATED WITH MANUFACTURING FACILITY

All of the Company's manufacturing is conductedsafacility in Fort Collins, Colorado. In July 199the Company sustained substantial
damage to its facilities and certain equipmentiamdntory due to excess surface water caused byaxe rainstorm in Fort Collins. The
Company was forced to cease manufacturing tempeard did not resume full production until mid-$&mber 1997. The Company's
insurance policies may not cover any or all of¢bsts incurred by the Company in connection withrdinstorm. As a result, the Company
expects that it will be required to record a adinge charge in the third quarter of 1997 for sum$sks, which charge is currently estimated 1
between $2.5 million and $3.0 million. The finalkebe, which cannot presently be determined, coelthtger. Such charge will have a
material adverse effect on the Company's resultsufoh quarter. Because all of the Company's matwrfag is conducted in one location,
there can be no assurance that future naturaher otcurrences, out of the Company's control, watlhave a material adverse effect on the
Company's operations. Cessation of manufacturinbeCompany's inability to operate the Fort Cglliacility at full capacity for any
extended period could have a material adversetedfethe Company's business, financial conditicth r@sults of operations. See "Business--
Manufacturing."

RISKS ASSOCIATED WITH RECENT AND POTENTIAL FUTURE A CQUISITIONS

The Company intends to expand its product offerangs$ customer base in part by acquiring other lessies, products and technologies that
are complementary to those of the Company. In 18&7Company acquired Tower and, in a separatsdction, acquired all of the assets of
MIK Physics, Inc. ("MIK"). The assets acquired fraviK consisted predominantly of inventory, and fhechase price paid by the Company
was immaterial. Tower designs and manufactureooudtigh performance switchmode power suppliesigar principally in the
telecommunications, medical and non-impact printhalystries, and MIK has developed technology &igleand manufacture high power
systems for certain industrial uses. The Compasylihdted experience in the markets served by Tawer MIK, and there can be no
assurance that the Company will be able to comipdteese markets successfully or that it will b&edb operate the acquired businesses
profitably. Acquisitions generally involve a numh#rrisks related to integration, including diffies associated with assimilating the
personnel and operations of an acquired businesg£ompany's inability to achieve expected findrreisults or strategic goals for an
acquired business, the potential disruption of@benpany's ongoing business, the diversion of diganit management and other resources
and the maintenance of uniform standards, contpots;edures and policies. The Company intends
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to continue to operate Tower's business out of Tevexisting facilities in Fridley, Minnesota, aratcordingly, will be required to manage
two geographically separated manufacturing locatiGilure to integrate Tower and MIK, or any fet@cquisitions, without substantial
costs, delays or other operational or financiabf@ms could have a material adverse effect on tirapgany's business, financial condition .
results of operations. Further, future acquisitibpghe Company may result in dilutive issuancesapfity securities, the incurrence of debt,
large onetime expenses and the creation of goodwill or othingible assets that could result in significamiortization expense. In additic
there can be no assurance that the Company wélbleeto identify, negotiate and consummate acguistthat it considers advantageous t
business plans. For additional information regagdire Tower acquisition, see "Business--Recent &itipn" and the Form 8-K Regarding
Tower.

MANAGEMENT OF GROWTH

The Company has been experiencing a period of grpidth and expansion since the semiconductor amic®nductor equipment industries
have begun to recover from the downturn in 199€@hSirowth and expansion has placed, and is expéztezhtinue to place, significant
demands on the Company's resources. The managefrserth growth will require the Company to continaeémprove and expand its
management, operational and financial systemsgpiires and controls, including accounting and datiternal management systems, quality
control, delivery and service capabilities. In gdr997, the Company began implementation of amgiated information management system
that incorporates substantially all of the Compsiryternal financial and business systems, proesdaid controls. The new system has been
fully implemented in the United States, but the @amy has postponed implementation of the new syatédta international locations, due
primarily to a shortage of trained personnel afetotesources. In addition, the Company intend®tdinue to operate Tower's business out
of Tower's existing facilities in Fridley, Minnesoand has retained all of Tower's employees. Tihadato manage growth effectively,
including delays or difficulties implementing neyssems, procedures and controls or integratingiaitiuns in a timely manner and without
disruption of the Company's operations, could reaweaterial adverse effect on the Company's busifiaascial condition and results of
operations.

The recent growth in many of the Company's protines has required the Company to invest in adui@quipment, personnel, physical
facilities and other infrastructure to meet curremtl anticipated manufacturing demands. The Compasyired, and expects that it will ne

to continue to hire, a significant number of newpdogees, particularly personnel with technical lgaokinds for the Company's engineering
and technical support staffs. The market for suasqgnnel has become increasingly competitive, datily in Northern Colorado where
there has been a significant increase in the bssiaetivities of other companies in the electroaitd manufacturing sectors. Because of this
competition for qualified labor, the Company hasasionally experienced delays in meeting its stgffequirements. There can be no
assurance that the Company will be able to redrait) and retain a sufficient number of techniE@iployees. Protracted inability of the
Company to recruit and train adequate numbers alif(ed personnel on a timely basis could adverséigct the Company's ability to
manufacture, sell and support its systems. To ekgannternal manufacturing capacity and to accadate the continuing expansion of its
employee base, the Company increased its physicéities in Fort Collins, Colorado by approximat&1,000 square feet in August 1997.
The new facilities are expected to be in productio®ctober 1997. The Company also depends on oidasd suppliers for the manufacturing
of certain components and subassemblies of itesstThere can be no assurance that the Compdrtyevéable to adequately increase its
manufacturing facilities and capacity to meet dednfam its products or that, in the event of a dawntor slowdown in such demand, the
Company will be able to reduce its production atiéis or absorb its increased overhead and outsmuoosts. The Company expects that its
operating expenses will continue to increase. Tharebe no assurance that the Company's future wdléncrease in an amount necessat
cover planned increases in operating expensesinDexdtexpansion of the Company could significaathain the Company's management,
financial and other resources. The Company alsoseal to enhance its growth by acquiring otherrtmssies, products and technologies that
are complementary to those of the Company. SeasksRAssociated with Recent and Potential Futurguigitions" and "Business--Recent
Acquisition."



SUPPLY CONSTRAINTS AND DEPENDENCE ON SOLE AND LIMIT ED SOURCE SUPPLIERS

Manufacture of the Company's power conversion amdrol systems requires numerous electronic commsn®ramatic growth in the
electronics industry has significantly increasethded for such components. This demand can resp#nodic shortages and allocations,
which the Company has experienced from time to.tifiie Company expects that shortages and allosatibelectronic components and
subassemblies will continue in the foreseeableréutund could result in shipment delays. Such detaytd damage the Company's
relationships with current and prospective cust@mehich in turn could have a material adversecefd@ the Company's business, financial
condition and results of operations. In this regéitd Company experienced a temporary delay iracépy certain key components that had
been lost or damaged in the July 1997 rainstorFoith Collins. See "--Results for Third Quarter 80T Affected by Water-Related Damage
and Acquisition of Tower" and "Management's Distussnd Analysis of Financial Condition and Resoft®perations--Quarterly Results
of Operations."

The Company relies on sole and limited source segplor certain parts and subassemblies. Sudmiediinvolves several risks, including a
potential inability to obtain an adequate supplyesfuired components, reduced control over priaing timing of delivery of components a
suppliers' potential inability to develop technatdly advanced products to support the Compangwth and development of new systems.
The Company believes that alternative sources dmeilobtained and qualified, if necessary, for nso$t and limited source parts. However,
if the Company were forced to seek alternative sesiof supply or to manufacture such componenssitmassemblies internally, it may be
required to redesign its systems, which could pretlee Company from shipping its systems to itd@mgrs on a timely basis. This could
damage the Company's relationships with currentpatential customers, which could have a matedaéese effect on the Company's
business, financial condition and results of openst See "Business--Manufacturing."

DEPENDENCE ON DESIGN WINS; BARRIERS TO OBTAINING NE W CUSTOMERS; HIGH LEVEL OF CUSTOMIZED
SYSTEMS

Equipment manufacturers begin new system desigegisoperiodically due to the constantly changiature of semiconductor fabrication
technology. It is important for the Company to warith these manufacturers early in their desigrebecause it is common for
modifications to the Company's equipment to beireguo meet the requirements of the new systenthAslesign cycle nears completion,
one or two vendors are chosen by the equipment faetower to provide the power conversion equipnterite used with the early system
shipments. Being selected as one of these venslaedled a "design win." The Company believes #ltsiieving these "design wins" is critical
to retaining existing customers and to obtaining castomers. Because power conversion and contstms vary in characteristics such as
power dimensions and modes of interfacing withdh&tomer's equipment, once a power conversion amttiad system is selected for use i
particular system or product, it is unlikely thiawvill be displaced during the life of that systemproduct. As a result, the Company's failut
achieve design wins for semiconductor fabricatind ather equipment could have a material and pgaldradverse effect on the Company's
sales and growth. The Company also believes thapegnt manufacturers often select their suppbased on factors such as long-term
relationships. Accordingly, the Company may be disadvantage in achieving design wins from equigmeanufacturers who are not
currently customers. There can be no assurancéhh&ompany's systems will be selected by exisiimgptential customers for new
products.

In order to achieve design wins, the Company tylyicaust customize its systems for use in particelguipment and for particular custom
Such customization increases the Company's resaatttevelopment expenses and can strain its ergigeand management resources. In
addition, there can be no assurance that suchtmees will result in design wins for the Companyduse a substantial proportion of the
Company's business involves the just-in-time shipgmé systems, the Company must keep a relatieetyel number and variety of
customized systems in inventory. As the Companglb@s new systems and as its customers developraaucts, systems in inventory n
become obsolete. There can be no assurance theinsentory obsolescence will not have a matedaksase effect on the Company's
business, financial condition and results of openst See "Business--Strategy."
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RAPID TECHNOLOGICAL CHANGE AND DEPENDENCE ON NEW SY STEM INTRODUCTIONS

The market for power conversion and control systsneharacterized by ongoing technological develept® and changing customer
requirements. The markets in which the Companystotuers compete are also characterized by conlynexadlving technology. The
Company's success depends upon its ability tormoatio improve existing systems and to developietndduce new systems that keep pace
with technological advances and adapt to suppodustomers' changing needs. There can be no assutet the Company will continue to
be able to improve its existing systems or develep systems that will adequately address the chgnggeds of its customers and the
marketplace. Even if the Company is able to devetggoved or new systems, there can be no assuthatsuch systems will be cost-
effective or introduced in a timely manner. Deval@mt and introduction of new systems may involgmificant costs that are difficult to
forecast. Failure of the Company to develop ooitice improved systems and new systems in a timatyner could have a material adverse
effect on the Company's business, financial comdliéind results of operations, as well as on ittoousr relationships. See "Business--
Technology" and "Business--Products."

COMPETITION

The Company faces substantial competition, primdrdm established companies, some of which haegatgr financial, marketing and
technical resources than the Company. The trendrgbaonsolidation in the semiconductor equipmedigtry has made it increasingly
important to have the resources necessary to cenafietctively across a broad range of product offgy, to fund customer service and
support on a worldwide basis and to invest in neteand development. The Company expects its cotopeto continue to develop new
products aimed at applications currently servethkeyCompany, to continue to improve the design@erébrmance of their systems, and to
introduce new systems with competitive performacttaracteristics. To remain competitive, the Compagiieves it will be required to
maintain a high level of investment in research degelopment and sales and marketing. There cao bBssurance that the Company will
have sufficient resources to continue to make suabstments or that the Company will be able to enidle technological advances necessary
to maintain its competitive position. In additiorew products developed by competitors could malangrmore competitive, which may
necessitate significant price reductions by the @amy or result in lost orders, either of which ebbbhve a material adverse effect on the
Company's business, financial condition and residltperations. In addition, electronics companiesluding companies in the
semiconductor capital equipment industry, have libemacterized by ongoing pressure to reduce cbis.has in the past caused and is
continuing to cause the Company's current and padsge customers to exert pricing pressure and otk demands on the Company,
which could lead to significant changes in reveané operating margins from quarter to quarter.uraito adequately respond to such
pressure and demands could result in loss of ces®mmhich could have a material adverse effe¢dherCompany. See "Business--
Competition."

DEPENDENCE ON THE JAPANESE MARKET AND JAPANESE DIST RIBUTOR

The future performance of the Company will depenghart, upon its ability to compete successfullyJapan, one of the largest markets for
semiconductor fabrication equipment and flat palisgblay equipment, and a major market for dateagi@and other industrial equipment
utilizing the Company's systems. The Japanese mhalschistorically been difficult for non-Japaneseipanies to penetrate. Because the
Company's success in a market depends on havipppitisicts designed into existing and future equitirtbe Company believes that it may
be at a competitive disadvantage with respecstdapanese competitors who have had the opportonitgvelop strong relationships with
Japanese equipment manufacturers and whose syaterogrrently designed into such potential custsheguipment. The Company also
believes that its future performance will dependtsmon-Japanese customers' ability to competeesséully in the Japanese market. The
Company's non-Japanese customers compete dirdtilyapanese equipment manufacturers who may hesmpetitive advantage over
such customers for the same reasons that Japaa@sgatiurers of power conversion and control systeray have a competitive advantage
over the Company. Although the Company and a nurobigs significant nonJapanese customers have begun to establish operatidapar
there can be no assurance that the Company arstsroers will be able to maintain or improve tle@mpetitive positions in Japan.
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The Company sells its systems in Japan both dyreaiti through a single distributor, Landmark Tedbgy Corporation. Sales in Japan
through Landmark Technology Corporation represeafgatoximately 3% and 2% of the Company's totassal 1996 and the first six
months of 1997. Although the Company believes ittragintains a good relationship with Landmark Trealogy Corporation, there can be
assurance that the relationship will continue. Tieation of such relationship or a reduction of sateough Landmark Technology
Corporation could have a material adverse effedherCompany's ability to compete in the Japanesmieh See "Business--Competition”
and Note 12 to the Consolidated Financial Statesnent

RISKS ASSOCIATED WITH INTERNATIONAL SALES

The markets in which the Company competes are biagoimcreasingly globalized. As a result, the Comps customers increasingly require
service and support on a worldwide basis. The Compas invested substantial financial and manageresources to develop an
international infrastructure to meet the needs¢sfustomers worldwide. The Company maintains salelsservice offices outside the United
States in Tokyo, Japan; Filderstadt, Germany; dnddBer, United Kingdom. The Company also planspen offices in Seoul, South Korea
and Taiwan. There can be no assurance that the &onsgnvestments will enable it to compete sudaigsn the international market or to
meet the service and support needs of such cussodygproximately 29%, 24% and 24% of the Compasgles in 1995, 1996 and the first
six months of 1997, respectively, were attributableustomers outside the United States. The Comesgpects sales outside the United
States to continue to represent a significant poif future sales. Sales to customers outsidelifited States are subject to various risks,
including exposure to currency fluctuations, th@asition of governmental controls, political andeomic instability, trade restrictions,
changes in tariffs and taxes, and longer paymetiesytypically associated with international saledse Company has entered into various
forward foreign exchange contracts to mitigatedfiect of depreciation of the Japanese Yen; howekere can be no assurance that this or
other hedging techniques can successfully protecCompany against substantial currency fluctuatidhe Company has not employed
hedging techniques with respect to any other coresnbut as a matter of policy would consider end¢einto forward foreign exchange
contracts or obtaining lines of credit in foreigmmencies if it observed significant fluctuatiomscurrencies that comprise a significant portion
of the Company's revenues. The Company's intemeltaxctivities are also subject to the difficultedsmanaging overseas distributors and
representatives, and difficulties of staffing andnaging foreign subsidiary operations.

The Company's systems are subject to numerougfogavernment standards and regulations that arinoally being amended. For
example, the Company has invested significant ressuo redesign its systems to meet European standardsefttr@magnetic compatibilit
which came into effect in 1996 and for safety t&he into effect in 1997. Although the Company ewdes to meet foreign technical and
regulatory standards, there can be no assurancthéh@ompany's products will continue to complyhaibreign government standards and
regulations, or changes thereto, or that it wilcbst effective for the Company to redesign itdpieis to comply with such standards and
regulations. The inability of the Company to desigmedesign products to comply with foreign staddar any significant or prolonged
decline in the Company's international operationdd have a material adverse effect on the Compdmiginess, financial condition and
results of operations.

INTELLECTUAL PROPERTY RIGHTS

The Company's success depends in large part dadheical innovation of its products. While the Guamy attempts to protect its intellectual
property rights through patents and non-disclosgreements, it believes that its success will dépem greater degree upon innovation,
technological expertise and its ability to adaptpitoducts to new technology. There can be no asserthat the Company will be able to
protect its technology or that competitors will het able to develop similar technology indepengeil addition, the laws of certain foreign
countries may not protect the Company's intelldgtuaperty to the same extent as do the laws obthiged States. No assurance can be ¢
that the Company's patents will be sufficientlydmtdo protect the Company's technology, nor thatexisting or future patents will not be
challenged, invalidated or circumvented, or thatrilghts granted thereunder will provide meaningful
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competitive advantages to the Company. Any of swents could have a material adverse effect o€tmpany's business, financial
condition and results of operations.

Although the Company is not aware of any infringatrigy its products of any patents or proprietaghts of others, there can be no assur
that such infringements do not exist or will notocin the future. Litigation may be necessaryhia future to enforce patents issued to the
Company, to protect trade secrets or know how ovinyetthe Company, to defend the Company againgneldiinfringement of the rights of
others or to determine the scope and validity efgioprietary rights of others. Any such litigatioould result in substantial cost and diver:
of effort by the Company, which could have a maleadverse effect on the Company's business, fiaboendition and results of operations.
Moreover, adverse determinations in such litigationld result in the Company's loss of proprietagits, subject the Company to significi
liabilities to third parties, require the Companyseek licenses from third parties or prevent tam@any from manufacturing or selling its
products, any of which could have a material adveffect on the Company's business, financial ¢mmdand results of operations. See
"Business--Intellectual Property."

GOVERNMENTAL REGULATIONS

The Company is subject to federal, state, localfarelgn regulations, including environmental rejidns and regulations relating to the
design and operation of its power conversion amdrobsystems. The Company must ensure that itesysmeet certain safety and emiss
standards, many of which standards vary acrossahetries in which the Company's systems are udeel Company believes that it is in
compliance with current regulations and that isdtatained all necessary permits, approvals andaattions to conduct its business;
however, compliance with future regulations cowduire the Company to redesign certain systemseroagital expenditures or otherwise to
incur substantial costs. The failure to comply vathirent or future regulations could result in itm@osition of fines on the Company,
suspension of production or the inability to offertain systems in specified markets, any of wilénts could have a material adverse effect
on the Company's financial condition or resultepérations.

DEPENDENCE ON KEY PERSONNEL

The Company's success depends to a large extenthpefforts and abilities of Douglas S. Schatesklent and Chief Executive Officer,
and other key managerial and technical employekisodgh the Company recently has made significddttmns to its management team,
loss of Mr. Schatz or other key employees coulcetewmaterial adverse effect on the Company's bssifi@ancial condition and results of
operations. Furthermore, the Company does not aiaikey-man life insurance on Mr. Schatz or anyeo#mployee. The Company has not
entered, and in the foreseeable future does rnertdnto enter, into written employment agreemeriterahan confidentiality and nartempete
agreements, with any of its employees. In additiba,Company's future operating results dependitypon its ability to attract and retain
qualified employees, particularly highly-skilledgineers for the development of new systems andystedThe competition for such
personnel is intense. There can be no assuranctéh@ompany will be successful in attracting egtdining qualified engineers and other
employees. See "--Management of Growth" and "Marmasge."

CONTROL BY MANAGEMENT AND PRINCIPAL STOCKHOLDERS

Upon completion of the Offering, all of the offiseand directors of the Company as a group, and Bs®) Schatz individually, will hold or
will be deemed to beneficially own approximately@®® and 54.2% of the outstanding Common Stock®fQbmpany, respectively (67.1%
and 53.1% if the Underwriters' over-allotment optis exercised in full). Accordingly, existing maygment will continue to hold sufficient
voting power to enable it to elect all of the dims and to continue to control the business afadrafof the Company for the foreseeable
future. Such concentration of ownership may haeeetifect of delaying, deferring or preventing ara@in control of the Company. In
addition, substantially all of the facilities leddsy the Company are owned by entities in whichaderf the Company's officers and direct
have a financial interest. See "Management" anth¢iral and Selling Stockholders."
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MANAGEMENT WILL HAVE BROAD DISCRETION OVER USE OF P ROCEEDS

The Company intends to use approximately $12 milibthe net proceeds from this Offering to repastain indebtedness. The remainder of
the net proceeds, approximately $ million, willdmed for general corporate purposes, including ingrkapital. Management therefore will
have broad discretion over the use of the majofithe net proceeds from this Offering, which udesy will not require stockholder
approval. There can be no assurance that the Corspase of the proceeds from this Offering willgyefitable to the Company or will
enhance the value of the Company's capital stock.

ANTI-TAKEOVER PROVISIONS

Certain provisions of the Company's Certificaténaiorporation and By-laws could have the effecinaiking it more difficult for a third party

to acquire, or of discouraging a third party frottempting to acquire, control of the Company. Spadvisions could limit the price that

certain investors might be willing to pay in theute for shares of the Company's Common Stock a@edf these provisions (i) allow the
Company to issue Preferred Stock with rights setoidhose of the Common Stock without any furthatevor action by the stockholders, (ii)
limit the right of the stockholders to call a sgdeneeting of stockholders, and (iii) allow the Gmany to impose various procedural and other
requirements that could make it more difficult &ockholders to effect certain corporate actioeg ‘®escription of Capital Stock."

VOLATILITY OF MARKET PRICE OF COMMON STOCK

The stock market generally, and the market forniettigy stocks in particular, have experienced $iicgnit price and volume fluctuations,
which have often been unrelated or disproportiot@atae operating performance of such companieanihe initial public offering of the
Common Stock in November 1995 through October 8971the closing price of the Common Stock on thsdéq National Market has
ranged from $3.50 to $33.9375. There can be naassel that the market for the Common Stock willlm®subject to similar fluctuations.
Many factors, including future announcements camogrthe Company or its competitors, variationserating results, announcements of
technological innovations, the introduction of ngseducts or changes in product pricing policiegth®yCompany or its competitors, changes
in earnings estimates by securities analysts andrgestock market trends, could cause the mariat pf the Common Stock to fluctuate
substantially. See "Price Range of Common Stock."

13



USE OF PROCEEDS

The net proceeds to the Company from the saleeot 900,000 shares of Common Stock offered by tiragany hereby are estimated to be
approximately $ ($ if the Underwriters' over-all@m option is exercised in full), after deductidruaderwriting discounts and commissions
and estimated expenses payable by the Companyirection with the Offering. The Company will noteéve any of the proceeds from the
sale of the shares of Common Stock offered by #iin§ Stockholders.

The Company intends to use approximately $12 milibthe proceeds to fully repay indebtedness uaderm loan obtained in August 1997
from Silicon Valley Bank and the Bank of Hawaiidgannection with the Tower acquisition (the "Termabt). The Term Loan matures in
August 2002 and bears interest at the Prime Ra®&4(&t August 15, 1997) less 0.25%, adjustablbad?rime Rate minus 0.50% if certain
financial ratios are achieved. Prepayment of thenTleoan prior to August 1998 will result in a peyadf 0.75% of the amount prepaid, or
approximately $90,000, which amount also will b&lpaith a portion of the net proceeds from thiseédiiig. The Company intends to use the
remainder of the proceeds for general corporatpgaas, including working capital. The Company idteto expand its product offerings and
customer base in part by acquiring other businegseducts and technologies that are complememtattyose of the Company. Accordingly,
a portion of the net proceeds may be used for aitiuis, although the Company has no present agnesnor commitments with respect to
any such transaction. Pending such uses, the Comyliinvest the net proceeds in short-term, irtwasnt-grade, interedtearing marketabl
securities.

DIVIDEND POLICY

The Company intends to retain future earningsrtarfce its business. Accordingly, the Company dogsmticipate paying cash or other
dividends on the Common Stock in the foreseealiieduFurthermore, the Company's credit facilipeshibit the declaration or payment of
any cash dividends on the Common Stock.

PRICE RANGE OF COMMON STOCK

The Common Stock was approved for quotation orNiiedaq National Market beginning November 22, 198der the symbol "AEIS." The
following table sets forth, for the periods indiedf the range of intra-day high and low sales prias reported by the Nasdaq National
Market:

High Low

1995

Fourth Quarter (beginning November 22).......... ... $11 $8 1/4
1996

First Quarter.....ccccoovvvvvvvciiiiiiiieenenees 10 6 1/2

Second QUArer....cccvveeveeveeeeeeeeeieieieeeee e, 91/8 53/4

Third QUArEr.......ccooeviiiiiiiiciiiieieeees i, 7 3/4 41/2

Fourth Quarter.........cccooovvvvvvvvveeeeee. 71/4 2718
1997

First Quarter......cccoovvevvvviviiiiiiieenenees 8 3/8 51/4

Second QUArter....cccveeeveeeeeeeeeeeeeeeeeeeeee e, 15 3/8 7 1/8

Third Quarter (through October 13)............... L. 3315/16 14 1/2

On October 13, 1997, the last reported sale pacéhie Common Stock, as reported by the Nasdagh&dtMarket, was $33.9375. As of
October 13, 1997, the Company had approximatelyhders of record of the Common Stock.

14



CAPITALIZATION

The following table sets forth the capitalizatidrttee Company as of June 30, 1997 and as adjusteflsuch date to reflect the sale of the
Common Stock offered by the Company hereby andagijun of the estimated net proceeds therefrom.

June 30, 1997

P ro Forma
Pro Forma As Adjusted
Actual Q) @)

(in thousands)
Short-term debt (including current portion of long- term debt)........... $ 745 $ 4534 % 2,134

Long-term debt (excluding current portion)......... L. $ 789 $ 10,389 $ 789
Stockholders' equity:
Preferred stock, $0.001 par value, 1,000,000 shar es authorized; none
issued and outstanding.......cccoccveevveeeees e -
Common stock, $0.001 par value, 30,000,000 shares authorized;
21,289,962 shares issued and outstanding and pr o forma; and
22,414,575 shares issued and outstanding pro fo rma as adjusted (3).. 21 21 22

Additional paid-in capital.........cccccvveeeee. 23,102 23,102

Retained €arnings.......cccccvvvevenvccicenes s 29,120 26,040 26,040
Stockholders' notes receivable...........cccccoce.. (1,083) (1,083) (1,083)
Deferred compensation........cccccevvvcceeeeneees e (58) (58) (58)

Cumulative translation adjustment................. 477) 477 477)

Total stockholders' equity............cccc...e.

Total capitalization........ccccocvevvveveeeee e $ 52,159 $ 62,468 $

(1) Gives pro forma effect to the Tower acquisitiahocation of the purchase price therefor anddaations occurring in connection
therewith, including the borrowing by the Compaifiysd2,000,000 under the Term Loan, as if all oftstransactions had occurred on June
30, 1997. See the Pro Forma Condensed Consolidaladce Sheet. For additional information regardivegTower acquisition, see
"Business--Recent Acquisition" and the Form 8-K &eing Tower.

(2) As adjusted to reflect the sale by the Compafrily, 000,000 shares of Common Stock offered heagltlye public offering price of $ per
share, after deduction of underwriting discount$ emmmissions and estimated expenses payable Iyoimpany, and the application of the
estimated net proceeds therefrom. See "Use of Pdstand "Capitalization."

(3) Includes 31,500 shares issued and outstandmfppma as adjusted to be acquired by certairirige8tockholders pursuant to the exercise
of stock options and sold in the Offering by sueiliBg Stockholders. See "Principal and Sellingctmlders." Excludes 1,347,664 shares of
Common Stock issuable under the Option Plan atighted average exercise price of approximately Bf&r share; 25,000 shares issuable
under the Director Plan at a weighted average eeprice of $12.59 per share; and 176,736 shaseslble under the Purchase Plan. Options
to purchase an additional 257,701 shares and 25/@s are eligible to be granted under the Oftlan and the Director Plan, respectively.
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SELECTED CONSOLIDATED FINANCIAL STATEMENTS

The following selected consolidated financial datqualified by reference to, and should be reacbimjunction with the Consolidated
Financial Statements and Notes to Consolidatedn€iabStatements and the discussion thereof indigdgewhere in this Prospectus. The
selected consolidated financial data as of an@édch of the years in the five-year period endecebwber 31, 1996, are derived from
consolidated financial statements that have beditezlby Arthur Andersen LLP, independent accouistamhose report with respect thereto
is included elsewhere in this Prospectus. The fdaténe six months ended June 30, 1997 and 199@areed from the Unaudited
Consolidated Financial Statements, which have pegpared on the same basis as the audited CortsdliBiamancial Statements and, in the
opinion of the Company, include all adjustmentsisisting only of normal recurring adjustments neaeg for a fair statement of the results
for the unaudited periods. Operating results fergix months ended June 30, 1997 are not necgssdlitative of the results that may be
expected for the entire year ending December 347.19

Six Mo nths Ended
Years Ended December 31, Ju ne 30,
1992 1993 1994 1995 1996 1996 1997

(in thousands, except share data)
STATEMENT OF OPERATIONS DATA:

Sales.....c.coceviiiiiiiien. $ 23,950 $ 31,577 $ 51,857 $ 94,708 $ 98,852 $ 56,99 7 $ 53,358
Cost of sales.........ccceeeeeene 12,341 16,329 26,043 49,314 62,038 34,23 9 33,298
Gross profit 11,609 15,248 25,814 45,394 36,814 22,75 8 20,060

Operating expenses:

Research and development......... 3,606 4,716 5849 10,522 13,760 7,14 3 6,334

Sales and marketing.............. 3,258 3,414 4,658 6,201 8,590 4,33 1 4,135

General and administrative....... 4,170 3,417 5304 7,193 6,253 4,05 5 2,950
Total operating expenses........... 11,034 11,547 15,811 23,916 28,603 15,52 9 13,419
Income from operations............. 575 3,701 10,003 21,478 8,211 7,22 9 6,641
Other income (expense)............. (270) (278)  (300)  (393) 93 (23 6) (101)
Income before income taxes......... 305 3,423 9,703 21,085 8,304 6,99 3 6,540
Provision for income taxes......... 4 6 3,740 7,804 3,160 2,65 8 2,485
Net income.........ccccoeveeennne. $ 301 % 3,417 $ 5963 $ 13,281 $ 5,144 $ 4,33 5 $ 4,055
Net income per share (1)........... - - $ 032% 069% 024 % 0.2 0$ 0.19
Weighted average common and common

equivalent shares outstanding.... 17,315 17,894 18,605 19,310 21,666 21,65 7 21,906

December 31,
-- June 30,
1992 1993 1994 1995 1996 1997
(in thousands)
BALANCE SHEET DATA:

Cash and cash equivalents...................... $ 346 $ 378 $ 368 $ 13,332 $ 11,2 31 $ 11,183
Working capital.........ccccveeveverienennnn. 2849 3587 7,773 33,749 351 79 40,757
Total assets........ 9,310 13,389 23,149 55,319 56,0 31 66,051
Total debt.................. . 2,680 8,459 9,946 2,484 2,0 51 1,534
Stockholders' equity...........ccceeverennen. 4,025 1,011 7,218 41,087 46,4 96 50,625

(1) Prior to January 1, 1994, the Company wasédtkas an S corporation for tax purposes and, aiogydnet income per share for the years
ended December 31, 1992 and 1993 has not beerataltuOn a pro forma basis, assuming federak stad foreign income tax rates
aggregating 40.0%, net income and net income @edbr the year ended December 31, 1992 would baga $181,000 and $0.01,
respectively, and for the year ended December @43 Would have been $2,047,000 and $0.11, resgdctiv
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

THIS PROSPECTUS CONTAINS FORWARD-LOOKING STATEMENTIBICLUDING ESTIMATES AND EXPECTATIONS AS TO
FINANCIAL RESULTS AND BUSINESS OPERATIONS, THAT INULVE RISKS AND UNCERTAINTIES. THE COMPANY'S
ACTUAL RESULTS MAY DIFFER MATERIALLY FROM THE RESUIO'S DISCUSSED IN THE FORWARD-LOOKING
STATEMENTS. FACTORS THAT MIGHT CAUSE SUCH DIFFERENES INCLUDE, BUT ARE NOT LIMITED TO, THOSE
DISCUSSED IN "RISK FACTORS."

OVERVIEW

The Company designs, manufactures, markets ansespmower conversion and control systems useddustrial processes. The Compal
systems are key elements in products that utilis®gus plasmas to deposit or etch thin film lagarmaterials or substrates such as silicon,
glass and metals. The Company commenced operatid@81 and has been profitable each year sinéedéption. The Company markets
and sells its systems primarily to original equiptn@anufacturers (OEMSs) of semiconductor, flat paiplay, data storage and other
industrial thin film manufacturing equipment. A sténtial and increasing proportion of the Compasgles are made on a just-in-time basis
in which the shipment of systems occurs withinva flays or hours after an order is received. The fiamy recognizes revenues, which are
derived from the sales of power conversion androbsystems, upon shipment of its systems.

The semiconductor equipment industry accounteadgpproximately 61%, 64% and 65% of the Companytsssal 1995, 1996 and the first six
months of 1997, respectively. The Company had lieaefrom strong growth in the semiconductor indysintil the downturn in the
semiconductor and semiconductor equipment indgsimid 996. The two largest customers of the Compaayalso the largest domestic
semiconductor equipment manufacturers. The Compasyalso experienced growth in sales to the offtlersiries it serves during the last
three years, with the exception of a decline ies#&b the flat panel display industry in 1996, ity in Japan. The future success of the
Company depends on continued growth of the semigtind equipment industry, data storage industat,ganel display industry, and other
industries requiring thin film manufacturing proses. To date, the Company has been successflligvary a number of "design wins"
which have resulted in the Company obtaining nestauers and solidifying relationships with its ¢ixig customers. The Company believes
that its ability to continue to achieve design wivith existing and new customers will be criticalits future success. See "Risk Factors--The
Semiconductor and Semiconductor Industries Are Kiglolatile" and "Risk Factors--Dependence on Desfgins; Barriers to Obtaining

New Customers; High Level of Customized Syster

The Company sustained substantial water-relatecagano its manufacturing facilities and certainipqent and inventory during a severe
rainstorm on July 29, 1997, which interrupted picithn and shipments. The Company was able to resome production within a few days
and returned to full production by mid-Septembe?d7.9The Company was unable to fulfill certain osdleecause of the production
interruption, which was prolonged primarily by tBempany's inability to replace in a timely mannemponents that had been lost or
damaged in the rainstorm. The Company has worleskli with suppliers to accelerate deliveries of &@mponents to reduce backlog an
continue to fulfill new orders as they are receivilthough the Company's revenues reported fothird quarter of 1997 reflect an
improvement over revenues for the second quart@®87, the Company believes its revenues for tlaetguended September 30, 1997 were
adversely affected by the production interruptibhe Company recorded a one-time charge of $3.0omilh the third quarter of 1997 for
property damage and clean-up costs incurred asudt tf the water-related damage. The final cagtéch cannot presently be determined,
could be larger. The extent of insurance coverégay, is unresolved. In addition, the Companyoréled a one-time charge of $3.1 million
for in-process research and development costsninextion with the acquisition of Tower. See "Riglctors--Results for the Third Quarter of
1997 Affected by Water-Related Damage and Acqoisitif Tower" and "--Recent Acquisition."

RESULTS FOR THIRD QUARTER OF 1997

For the quarter ended September 30, 1997, the Qompaorted net sales of $42.6 million, an increzs&7% over net sales of $21.6 million
in the comparable period of 1996 and an increa89ef over net sales of $32.7 million in the quaeteded June 30, 1997, and net income of
$517,000, an increase over net income
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of $123,000 in the comparable period of 1996 adda@ease from net income of $3.3 million in thertgreended June 30, 1997. Net income
for the third quarter of 1997 reflects a one-tirharge of $3.0 million for property damage and claprcosts incurred in connection with the
July 1997 rainstorm and a one-time charge of $3lllomfor in-process research and developmentszstonnection with the Tower
acquisition. Gross margin increased to 40% forthiirel quarter of 1997, compared with 30.5% for tthied quarter of 1996 and 38.4% for the
second quarter of 1997.

RECENT ACQUISITION

In August 1997, the Company acquired Tower Eledtsyrinc., a designer and manufacturer of custagh performance switchmode power
supplies. Tower's power supplies have an averdlijegsprice of approximately $350 and are used @gally in the telecommunications,
medical and non-impact printing industries. Itspipal customers include U.S. Robotics (recentiyusred by 3Com Corporation) and its
contract manufacturer, VideoJet Systems Internatjdviedtronic and Intermedics. Tower had revende®l8.4 million for its fiscal year
ended September 30, 1996. The purchase price tethsis$14.5 million in cash, which was financedart by the $12.0 million Term Loan,
and a promissory note to the seller in the origpraicipal amount of $1.5 million (the "Tower Nojelvhich were delivered by the Company
at closing, as well as an earnout provision, purst@awhich the seller will be entitled to additadrconsideration if Tower's sales achieve
certain levels in 1998. Pursuant to the earnowtigian, the Company will pay (a) 1.33 times the amtoif any, by which Tower's sales for
the year ending December 31, 1998 exceed $16.®milip to a maximum payment of $4.0 million, p{b¥ 0.50 times the amount, if any,
which such sales exceed $20 million. If Tower'ssdbr 1998 do not exceed $16.0 million, no addalaonsideration will be paid pursuant
to the earnout provision. The Tower Note mature&tigust 1998 and is non-interest bearing.

The acquisition has been accounted for using thehpise method of accounting. In connection withatbguisition, the Company acquired
certain intangible assets, including completed @exklopmental technologies. The Company estimbtdsTower's completed technology i
related product base has a remaining life of fivedven years. As a result, the Company currestignates that its depreciation and
amortization expense will increase by approxima$dhy8 million annually for the next several yeatbth respect to the identifiable,
incomplete research and development projects teet wnderway at the time of the acquisition ("ingass projects"), the Company has
recorded a one-time charge of $3.1 million in thiedtquarter of 1997 for "in-process research aebetbpment costs.” These incomplete
development costs, which relate to enhancing Tevtechnical designs and product performance, haaternative future use and,
accordingly, were charged to expense at the puechdate. The Company has budgeted approximatedyrilion for the next two years to
continue research and development efforts witheetsip the in-process projects. Although no assig@an be given that the in-process
projects will achieve technological feasibility lme commercially successful, management believebkislédhood of such development is
reasonable as part of its on-going research anelaf@went program. The Company believes that sutdeks/elopment and
commercialization of the in-process projects wabult in increased revenues. If the Company is lertalcomplete development of the in-
process projects, such revenues will not be redhlizen though the research and development expesilsbave been incurred. The Comp:
does not believe that the failure to develop thpriscess projects will have a material adverse effedts results of operations. Any additia
consideration paid pursuant to the earnout prowigidl be accounted for as additional purchasegr®@ee the Form B-Regarding Tower, tt
Pro Forma Condensed Consolidated Balance SheéRasldFactors-- Results for the Third Quarter 091 Rffected by Water-Related
Damage and Acquisition of Tower" and "Risk FactdRésks Associated with Recent and Potential Fufiaguisitions.”
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RESULTS OF OPERATIONS

The following table sets forth certain statemenvpérations data of the Company expressed as antage of sales:

GroSS MargiN......cooceeeervveerieeeesineeennns

Operating expenses:

Research and development.............ccccuee..

Sales and marketing
General and administrative

Total operating eXpPenses..........coccvvevreeeenns

Income from operations...........ccccccvvvveeninns
Other income (expense)

Income before income taxes...........ccccovueene

Provision for income taxes...........ccccceeueeenn.

NEet iNCOME.......coeviiiieiiieeiiiiee e

SIX MONTH PERIODS ENDED JUNE 30, 1997 AND 1996

Year Ended December 31,

1994 1995 1996
100.0%  100.0%  100.0%

502 521  62.8

498 479 372

11.3 11.1 13.9

9.0 6.5 8.7

10.2 7.6 6.3

305 252 289

193 227 8.3

(06 (04 01

187 223 8.4

7.2 8.3 3.2

11.5% 14.0% 5.2%

Six Months Ended June

30,
1996 1997
100.0%  100.0%
60.1  62.4
399 376
12.5 11.9
7.6 7.7
7.1 55
272 251
127 125
0.4)  (0.2)
123 123
4.7 4.7

SALES. Sales for the first six months of 1997 w&58.4 million, a decrease of 6.0% from sales of.@5illion in the comparable period in
1996. The Company's decrease in sales betweertloglp presented has resulted from decreasedaleg sf the Company's systems. A
significant part of the sales decrease is attritietto decreased demand by domestic semicondugtiguraent customers, primarily the
Company's two largest customers, reflecting therdom in the entire semiconductor equipment industat affected the Company's results
throughout 1996 and during the first quarter of A 9Rartially offsetting these decreases, saleapald were up 156% from the comparable

period in 1996 due to increased unit sales.

19



GROSS MARGIN. The Company's gross margin for the iix months of 1997 was 37.6%, down from 39.6%e comparable period in
1996. The 2.3% decline in gross margin betweempénmds was due primarily to underabsorption of ufiacturing overhead costs resulting
from the lower sales base and increases in custseneice costs as a percentage of sales.

RESEARCH AND DEVELOPMENT. Research and developnexpienses for the first six months of 1997 were $@lBon, down from $7.1
million in the comparable period of 1996, repreBena decrease of 11%. This decrease resulteddroeduction in allocation of
infrastructure costs to research and development percentage of sales, research and developmpamses decreased to 11.9% in the first
six months of 1997 from 12.5% in the comparablégoein 1996.

The Company believes that continued research aglaf@went investment is essential to ongoing deveéy of new products. Since
inception, all research and development costs haea internally funded and expensed.

SALES AND MARKETING. Sales and marketing expenaastiie first six months of 1997 were $4.1 milli@own from $4.3 million in the
comparable period in 1996, representing a decrefads%. As a percentage of sales, sales and magketipenses increased to 7.7% in the
six months of 1997 from 7.6% in the comparableqabin 1996.

The Company is in the process of reorganizingatsssand marketing team to better address thefigpeeeds of its customers. In March
1996, the Company hired a vice president of sabesketing and customer support. The Company intemdpen a new support office in
South Korea in 1997. As a result of these and dHwors, sales and marketing expenses are expctehtinue to increase in future peric

GENERAL AND ADMINISTRATIVE. General and administiaé expenses for the first six months of 1997 v&38® million, down from
$4.1 million in the comparable period in 1996, egnting a decrease of 27%. This decrease wasrpyimaeduction in payroll and benefits
expenses. As a percentage of sales, general aridisilative expenses decreased to 5.5% in thediixsinonths of 1997 from 7.1% in the
comparable period in 1996.

OTHER INCOME (EXPENSE). Other expense was $0.lionilfor the first six months of 1997, compared toes expense of $0.2 million in
the comparable period in 1996.

PROVISION FOR INCOME TAXES. The income tax provisiof $2.5 million for the first six months of 199&presented an estimated
effective rate of 38.0%.

YEARS ENDED DECEMBER 31, 1994, 1995 AND 1996

SALES. Sales were $51.9 million, $94.7 million &88.9 million in 1994, 1995 and 1996, respectivedpresenting an increase of 82% from
1994 to 1995 and 4% from 1995 to 1996. The Compasajes growth during all periods presented redsdiften the increased unit sales of
Company's systems. A substantial portion of the gamy's sales growth since 1994 is attributablégbdr system sales to the Company's
largest customers, both of whom are primarily semitictor equipment OEMs. The relatively slow sgiesvth from 1995 to 1996 was
primarily attributable to the downturn in the seamiductor equipment industry in 1996.

Sales to international customers, primarily in Japgesia and Europe, were approximately $16.7 mmilli#27.3 million, and $24.0 million in
1994, 1995 and 1996, respectively. These amouptesented 32%, 29% and 24% of sales for thosed=erduring these periods, sales in
Japan were primarily to flat panel display and dataage equipment manufacturers and sales in Ewepe primarily to data storage
equipment manufacturers.

GROSS MARGIN. The Company's gross margin was 494808% and 37.2% in 1994, 1995 and 1996, respdytiVae decreases in gross
margin from 1994 to 1995 and to a much greatemgxtem 1995 to 1996 were generally due to highatarial costs and other costs
associated with the Company's outsourcing efftmtaddition, gross margin in 1996 was negativefgeted due to underabsorption of
manufacturing overhead as a result of substantagr sales in the second half of 1996. Furthezsgymargin was negatively impacted
throughout 1996 by a shift in product mix towarddhucts with higher materials cost as a percenthgales and by customer service costs
which increased as a percentage of sales due tovilee sales base.

From 1994 to 1996, the average selling price pérhas remained relatively constant. Historicaflsice competition has not had a material
effect on margins. However, competitive pressurethe Company and its
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customers may produce a decline in average sqdliegs for certain products. Any material declineverage selling prices not offset by
reduced costs could result in a material declindénCompany's gross margins.

The Company provides warranty coverage for itsesystranging from 12 to 24 months. The Company estisthe anticipated costs of
repairing its systems under such warranties basetehistorical average costs of the repairs. ate,dhe Company has not experienced
significant warranty costs in excess of its recdroeserves.

RESEARCH AND DEVELOPMENT. The Company's researcth development costs are associated with researaewgechnologies,
developing new products and improving existing picidiesigns. Research and development expenses$sa@raillion, $10.5 million and
$13.8 million for 1994, 1995 and 1996, respectiyedypresenting an increase of 81% from 1994 to H38531% from 1995 to 1996. As a
percentage of sales, research and developmentsegdacreased from 11.3% in 1994 to 11.1% in 1885m@reased to 13.9% in 1996. The
increase in expenses from 1995 to 1996 is primaslociated with increases in payroll costs ansideiservice costs incurred to support 1
product development and standards compliance icattdn.

The Company believes that continued research avelajament investment is essential to ongoing dearekmt of new products and does not
expect any significant decline in spending. Simezeption, all research and development costs hase imternally funded and expensed.

SALES AND MARKETING. Sales and marketing expensgg®rt domestic and international sales and margetctivities which include
personnel, trade shows, advertising, and other etiak activities. Sales and marketing expenses §rg million, $6.2 million and $8.6
million for 1994, 1995 and 1996, respectively. Tiapresented a 32% increase from 1994 to 1995 88&w@increase from 1995 to 1996. The
increases are attributable to increases in payainotional materials, advertising, commissiond siavel costs associated with expansion to
support the increase in sales volume. As a pergertisales, these expenses decreased from 9.0984nto 6.5% in 1995 and increased to
8.7% in 1996. The increase of sales and markeragy@ercentage of sales during 1996 was attridotadower than anticipated sales base
achieved during the period.

GENERAL AND ADMINISTRATIVE. General and administiaé expenses support the worldwide financial, adstviative, information
systems and human resources functions of the Com@ameral and administrative expenses were $3I&mi$7.2 million and $6.3 million
which represented 10.2%, 7.6% and 6.3% of salesd84, 1995 and 1996, respectively. The overaltelse as a percentage of sales from
1994 to 1996 is attributable to the Company's ettomaintain a level of general and administratests that do not increase at the same rate
as sales. Most of the decreases in these costg@smgnized in payroll, recruitment fees, and thave

OTHER INCOME (EXPENSE). Other income consists pritgaf foreign exchange gains and losses and attiscellaneous income and
expense items. The majority of the Company's forsi@gles are denominated in local currencies. Thepg2oy recognized a foreign exchange
gain of $0.4 million in 1994, primarily due to ir@ses in the values of both the German Deutsch katkhe Japanese Yen. An increase in
the value of the Deutsch Mark of 7% and a decreagee value of the Yen of 4% resulted in esselgtiad foreign exchange gain or loss in
1995. During 1996 the Company recorded a net fareighange loss of $0.4 million primarily as a testia 12% decrease in the value of
Yen. During the second half of 1996, the Compartgred into various forward foreign exchange congrée mitigate the effect of
depreciation in the Yen. The Company continueséduate various policies to minimize the effectafrency fluctuations.

Interest expense consists principally of borrowingder the Company's bank credit and capital l&askties and was approximately $0.6
million, $0.6 million and $0.2 million for the yesnd 994, 1995 and 1996, respectively. Interest esgpdrcreased from 1995 to 1996 primarily
as a result of repayments of equipment loans asdderrowing due to the availability of working @approvided from the proceeds of the
Company's initial public offering in November 1995.

Interest income was approximately $0.1 million,1$illion and $0.5 million for the years 1994, 19&%d 1996, respectively. The increase in
1996 was due primarily to earnings on investmeradarfrom the proceeds of the initial public offgrin November 1995.

PROVISION FOR INCOME TAXES. The income tax provisiof $7.8 million in 1995 represented a 37.0% ei¥ectax rate. The income t
provision of $3.2 million for 1996 represented &ieetive rate of 38.1%. The increase in the Comfmtax rate from 1995 to 1996 is
primarily attributed to a higher effective statg ta
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rate resulting from a larger proportion of the Camys sales being shipped to higher tax rate jistisds, particularly California. Changes in
the relative earnings of the Company and its foreigbsidiaries affect the Company's consolidatégtife tax rate. To the extent that a la
percentage of taxable earnings are derived fronCtirapany's foreign subsidiaries whose tax rateigreer than domestic tax rates, the
Company could experience a higher consolidateattiffetax rate.

QUARTERLY RESULTS OF OPERATIONS

The following table presents unaudited quarterbutes in dollars and as a percentage of salehéoeight quarters ended June 30, 1997. The
Company believes that all necessary adjustmentsistong only of normal recurring adjustments, hagen included in the amounts stated
below to present fairly such quarterly informatidime operating results for any quarter are not ssandy indicative of results for any
subsequent period.

Quarters Ended

Sept. 30 Dec.31 Mar.31 June 30 Sept.30 Dec.3 1 Mar.31 June 30
1995 1995 1996 1996 1996 1996 1997 1997

(in thousands, except per share data)
$ 26,170 $ 27,166 $ 29,831 $ 21,639 $ 20,2 16 $ 20,667 $ 32,690
12,734 14,842 17,035 17,204 15,047 12,7 52 13,158 20,139

Cost of sales..

Gross profit.......cccceeveeriienns 12,820 11,328 10,131 12,627 6,592 7,4 64 7,509 12,551
Operating expenses:

Research and development............ 2,711 3,416 3,498 3,645 3,349 3,2 68 2,821 3,513

Sales and marketing 1,571 1,908 2,083 2,248 2,201 2,0 58 1,799 2,336

General and administrative. 1,801 1,778 1,725 2,330 933 1,2 65 1,248 1,702
Total operating expenses.. 6,083 7,102 7,306 8,223 6,483 6,5 91 5,868 7,551
Income from operations................ 6,737 4,226 2,825 4,404 109 8 73 1,641 5,000
Other income (expense)................ (562) 73 (170) (66) 97 2 32 (387) 286
Income before income taxes............ 6,175 4,299 2,655 4,338 206 1,1 05 1,254 5,286
Provision for income taxes............ 2,116 1,583 982 1,676 83 4 19 489 1,996

$ 2,716 $ 1673 $ 2662 $ 123 $ 6 86 $ 765 $ 3,290

Net income

Net income per share

Weighted average common and common

equivalent shares outstanding....... 19,170 20,577 21,794 21,653 21,622 21,7 28 21,821 21,991
Quarters Ended
Sept. 30 Dec.31 Mar.31 June 30 Sept.30 Dec.3 1 Mar.31 June 30
1995 1995 1996 1996 1996 1996 1997 1997

PERCENTAGE OF SALES:
SalesS. ..o 100.0% 100.0% 100.0% 100.0% 100.0% 100 .0% 100.0% 100.0%

49.8 56.7 62.7 57.7 69.5 63 A 63.7 61.6
Gross profit......cccceeeeeeiieennns 50.2 43.3 37.3 42.3 30.5 36 9 36.3 384

Operating expenses:
Research and development............ 10.6

Sales and marketing 6.1

General and administrative... 7.0
Total operating expenses.............. 23.7
Income from operations... 26.5
Other income (expense).. (2.3)
Income before income taxes... 24.2
Provision for income taxes.. 8.3
Netincome.........cccooveevene 15.9%

13.1 12.9 12.2 15.5 16
7.3 7.7 7.5 10.2 10
6.8 6.3 7.8 4.3 6

27.2 26.9 27.5 30.0 32

161 104 148 05 4
3 (06 (03 05 1

16.4 9.8 145 1.0 5
6.0 3.6 5.6 0.4 2

10.4% 6.2% 8.9% 0.6% 3

2 13.6 10.8
2 8.7 7.1
2 6.0 5.2

The Company has experienced and expects to corttnesgerience significant fluctuations in its geealy operating results. The Company's
expense levels are based, in part, on expectaifdiusure
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revenues. If revenue levels in a particular quattenot meet expectations, operating results magdiersely affected. A variety of factors
have an influence on the level of the Company'smaes in a particular quarter. These factors irclyeheral economic conditions, specific
economic conditions in the industries the Compaayes, the timing of the receipt of orders from enajustomers, customer cancellations or
delay of shipments, specific feature requests lsyorners, production delays or manufacturing ingfficies, exchange rate fluctuations,
management decisions to commence or discontinuduptdines, the Company's ability to design, introel and manufacture new products on
a cost effective and timely basis, the introductiébmew products by the Company or its competitpriing pressures exerted by the
Company's customers, the timing of research andldpment expenditures, and expenses related tasétéans, strategic alliances, and the
further development of marketing and service cdjtisi.

A substantial portion of the Company's shipmengsnaade on a just-in-time basis in which shipmergystems occurs within a few days or
hours after an order is received. The Company'klbgds not meaningful because of the level ofjustime shipments. The Company is
dependent on obtaining orders for shipment in fiquéar quarter to achieve its revenue objectiveedtiat quarter. Accordingly, it is difficult
for the Company to predict accurately the timind &vel of sales in a particular quarter. Due $dust-in-time program, the Company
anticipates quarterly fluctuations in sales wilhtinue to occur. The Company's quarterly operatésgilts in 1995, 1996 and 1997 to date
reflect primarily the changing demand for the Compa products during this period, principally freamanufacturers of semiconductor
equipment, and the Company's ability to quicklyuatljts manufacturing capacity to meet this dem&manand from the semiconductor
equipment companies, reflecting an overall industoyvdown, dropped significantly in the third amdifth quarters of 1996 and the first
quarter of 1997, and demand from the data storag&anhdropped in the fourth quarter of 1996. Segmehthe data storage industry are
cyclical as new manufacturing lines are instalkedditionally, sales to the flat panel display intysprimarily in Japan, were significantly
lower throughout 1996 compared to 1995.

The Company's gross margin fluctuated significaatlya quarterly basis in 1995, 1996 and 1997 te, ¢aimarily reflecting utilization of
manufacturing capacity. While average selling @immained relatively constant throughout the misrigresented, beginning in the fourth
quarter 1995 gross margins were significantly lothan historical levels due primarily to the subst drop in unit shipments that resulted
from the semiconductor downturn. Additionally, ggamargin in the fourth quarter of 1995 was negétiirapacted by increased costs
associated with small quantity purchases for padsired for a design change required by the Coglpaustomers selling to European us
an increase in personnel to support anticipatedaderrincreased costs for outsourced subassematiéacrease in the manufacturing
organizations' portion of facilities and informatisystems; and increased costs associated witgxfiasion of the customer service
organization. The decrease of gross margin to 37n3¥e first quarter of 1996 was primarily attribble to higher costs associated with
outsourcing assemblies, changes in product mixcasts associated with expanding into additionalufecturing facilities. The increase in
gross margin to 42.3% in the second quarter of ¥886lted from price reductions achieved througdotiations with the Company's supplier
base, a reduction in consigned labor outsourcowet pricing as a result of purchasing negotiati@msl a decision to produce high labor
content printed circuit boards in-house. Additidyadross margin was positively impacted by higierenues than in the first quarter which
resulted in more favorable absorption of manufaetuoverhead. The reduction in gross margin to @0is the third quarter of 1996 was
primarily the result of underabsorbed fixed mantifdng costs from reduced revenue, as revenudwithird quarter of 1996 were $8.2
million lower than in the second quarter of 199&] &#om higher fixed overhead expenses from expaupllgsical capacity. Additionally,
gross margin was negatively impacted by a shiftroduct mix toward products on which material c@st@ percentage of sales were higher
than the previous quarter. Increased customercgecasts, as a percentage of sales also contributed lower gross margin. The
improvement of gross margin to 36.9% in the fouularter of 1996 was attributable to a favorablelpob mix, decreased direct material ¢
and decreased customer service costs, each of Wa@kased as a percentage of sales, and favadjbiments resulting from a review of
inventory reserves for excess, obsolete, and ratialu Gross margin remained relatively stablerduthe first quarter of 1997, when
compared to the fourth quarter of 1996. The impneest of gross margin to 38.4% in the second quaft&B97 was primarily attributable to
more favorable absorption of manufacturing overtreadlting from a 58% increase in sales compareledirst quarter of 1997.
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The Company's operating expenses increased orrgedy®asis through the first half of 1996. Sithe fourth quarter of 1995, operating
expenses have included additional legal and adtratige expenses as a result of being a publiclg btempany. Additionally, the Company
has expensed costs incurred for consultants usixe implementation of a new information managensgatem software. The Company
expects expenses related to the implementatiomeosaftware to continue through 1998 as additiphakes are implemented, including
integration of the information systems of the Compainternational subsidiaries. Decreases in ¢igersd half of 1996 reflect a company-
wide restructuring and the implementation of casttainment measures in the third quarter. In géneparating expenses as a percentage of
sales have declined during periods of rapid salewtty, when sales have increased at a rate fastarthe Company's ability to add personnel
and facilities to support the growth. At the saimeet operating expenses as a percentage of saésdnaased during periods of flat or
declining sales, when the Company has investeg@énating infrastructure to support anticipated feitgrowth. This was essentially the case
from the fourth quarter of 1995 through the fougttarter of 1996, when the Company continued toshireresearch and development, sales
and marketing and general and administrative fonstdespite experiencing the slow to decliningssgtewth during the capital equipment
industry slowdown. Operating expenses in the §jtgrter of 1997 decreased in dollars and as a page of sales as a result of cost
containment measures instituted in response ttwela flat sales growth resulting from the downtun the second quarter of 1997,
operating expenses increased in anticipation séased sales to semiconductor equipment manufagtotstomers and decreased as a
percentage of sales as a result of the 58% incirasdes during that quarter.

LIQUIDITY AND CAPITAL RESOURCES

Since its inception, the Company has financedptrations, acquired equipment and met its workaqgtal requirements through borrowings
under its revolving line of credit, long-term loasecured by property and equipment and cash flom fsperations, and, from November
1995, proceeds from its initial public offering.

Cash provided by operations totaled $1.2 millionthe first six months of 1997 compared to $0.Jiamilfor the same period in 1996. Cash
provided in the first six months of 1997 was priityaa result of net income and increases in accopayable offset by increases in accounts
receivable and inventories. Cash provided in theparable period in 1996 was primarily a resulteffincome offset by increases in accol
receivable and inventories and decreases in acepaytble.

Investing activities, consisting primarily of eqmpnt acquisitions, used cash of $0.8 million infirs six months of 1997, versus $4.4
million in the comparable period in 1996. In thestiquarter of 1996 the Company equipped and moteda new 56,000 square foot
building. Financing activities in the first six mitws of 1997 used cash of $0.5 million and consiptédarily of repayment of notes payable
and capital lease obligations. In the comparabimgén 1996, financing activities used cash of4$@iillion and consisted primarily of
repayment of notes payable and capital lease dlaigg partially offset by proceeds from the sdl€ommon Stock. The Company has
updated its capital spending outlook and planp&md approximately $5.0 million through the remaindf 1997 for the acquisition of
manufacturing and test equipment and furnishings.

As of June 30, 1997, the Company had working chpit$40.8 million. The Company's principal sourcédiquidity consisted of $11.2
million of cash and cash equivalents and $10.0ionilhvailable under a $10.0 million revolving liagcredit (the "Prior Line of Credit") that
bore interest at the Prime Rate. In August 1997 Gbmpany entered into a new credit facility (theW Credit Facility") consisting of (i) a
$10.0 million revolving line of credit which replas the Prior Line of Credit, (ii) the $12.0 milliderm Loan and

(iii) a $4.0 million line of credit to acquire oefinance borrowings for equipment. Advances unidemew revolving line of credit bear
interest at either the Prime Rate (8.5% at Augbsti997) minus 0.75% or the LIBOR Rate (6.0% atudsid5, 1997) plus 175 basis points,
at the Company's option. All advances under thelvéng line of credit will be due and payable ingust 1999. The Term Loan bears interest
at the Prime Rate minus 0.25%, adjustable to threéPRate minus 0.50% if certain financial ratios achieved, with principal due in 20 ec
quarterly installments commencing October 1, 198andatory annual prepayments are required on th@e Tean based on the lesser of $3
million or the amount by which fiscal earnings befinterest, taxes, debt and amortization exce2ds$llion. The Company will repay the
Term Loan with a portion of the net proceeds frtws Offering, which will cause the Company to ineuyprepayment penalty
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of 0.75% of the amount of the prepayment, or appnately $90,000, which amount also will be paidhatportion of the net proceeds from
this Offering. Advances under the equipment linereiit bear interest at the Prime Rate minus Gaiébinterest will be payable monthly
through August 1998 and quarterly thereafter daliy paid. The New Credit Facility contains certdinancial covenants requiring the
Company to maintain a minimum (i) quick ratio,

(i) debt to tangible net worth ratio, (iii) net vih, (iv) profitability and

(v) debt service coverage. As of the date of thaspectus, the Company believes that it is in caanpé with all of such financial covenants.
The Company also has a pre-existing term loan, untlieh the Company had borrowed approximately $dilson in October 1996, for
equipment financing for its United States operatioht August 15, 1997, approximately $1.1 millioaswutstanding under such term loan,
which bears interest at the Prime Rate minus 0.26%b will be due and payable in November 1999.

The Company believes that its cash and cash eguitgalcash flow from operations, available borrgsiand the proceeds of this Offering
will be sufficient to meet the Company's workingital needs through mid-1998. After that time, @@mpany may require additional equity
or debt financing to address its working capitapital equipment or expansion needs. In additiog,significant acquisitions by the Comp:
may require additional equity or debt financing$uod the purchase price, if paid in cash. Therelmano assurance that additional funding
will be available when required or that it will bgailable on terms acceptable to the Company.
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BUSINESS

THIS PROSPECTUS CONTAINS FORWARD-LOOKING STATEMENTHAT INVOLVE RISKS AND UNCERTAINTIES. THE
COMPANY'S ACTUAL RESULTS MAY DIFFER MATERIALLY FROMTHE RESULTS DISCUSSED IN THE FORWARD-LOOKING
STATEMENTS. FACTORS THAT MIGHT CAUSE SUCH DIFFERENES INCLUDE, BUT ARE NOT LIMITED TO, THOSE
DISCUSSED IN "RISK FACTORS."

GENERAL

Advanced Energy is a leading supplier of power evsion and control systems incorporated in plasased thin film production equipment.
The Company's systems are key elements of semictorgddata storage, flat panel display, and a rarigeher industrial manufacturing
equipment that utilize gaseous plasmas to deposiich thin film layers on materials or substratesh as silicon, glass and metals. The
effectiveness of plasma-based production procetesmsnds in large part on the quality of the eleatppower used to ignite and manipulate
the plasma. The Company's power conversion anda@ystems refine, modify and control the raw pofvem a utility and produce power
which is uniform, predictable and precisely repbkgdo permit the production of identical filmswdfvarying thickness on a mass scale. The
Company's systems are used in an array of thindilmeesses such as physical vapor deposition, etemical vapor deposition, plasma
enhanced chemical vapor deposition and ion impliamgaas well as a broad range of thin film apglimas such as the production of
semiconductors, magnetic hard disks, CD-ROMSs, aadibvideo discs, thin film heads, liquid crystapdays and optical, glass and
automobile coatings. The Company's customers iechgplied Materials, Lam Research, Balzers/LeybB&ton, Intevac, Multi-Arc,
Novellus, Singulus Technologies, Sputtered Films dhVAC Technologies

Since inception, the Company has produced ovel08Q0wer conversion and control systems. Approxégad1%, 64% and 65% of the
Company's sales in 1995, 1996 and the first sixtheoaof 1997, respectively, were to customers irsgraiconductor equipment industry.
Advanced Energy sells its systems primarily throdghlct sales personnel to customers in the UrStates, Japan and Europe. The Company
also sells through distributors to customers iradaorea, Australia, France, Hong Kong, Italy, Mex Singapore, Sweden and Taiwan.
International sales represented 29%, 24% and 24%edCompany's sales in 1995, 1996 and the fixansinths of 1997, respectively. The
Company maintains sales and service offices itthieed States in Fort Collins, Colorado; Austinxag; Concord, Massachusetts; and
Milpitas, California; and outside the United Staite3 okyo, Japan; Filderstadt, Germany; and Biaestaited Kingdom.

BACKGROUND
THE MARKET FOR PLASMA-BASED THIN FILM PRODUCTION PR OCESSES

Manufacturing processes in use today employ tiim technology to deposit, etch and modify thin lsyef materials on substrates such as
silicon, glass and metals. In recent years sigaificechnological advances in thin film processasetenabled the manipulation of materials
on the atomic and molecular level. Manufacturersraw both deposit and etch layers of materiafirims that are less than a hundredth of a
micron in thickness. By using modern thin film puation processes, manufacturers are able to camtbhlter the electrical, magnetic,
optical and mechanical characteristics of materigte ongoing demand for improvements in the peréorce, capacity and speed of products
produced by thin film processing, such as integkaiecuits, flat panel displays, and magnetic megiariving the development of more
advanced thin film technology to permit the produrctof increasingly thinner, more consistent anderrecise layers of film.

Thin film production processes are now used incathrand rapidly growing range of industrial mantifeing processes. Thin film processes
have been employed most extensively in the semigmndindustry. In the fabrication of integratedcaits, multiple thin film layers of
insulating or conductive materials, each becomimgngegral part of microscopic device and circufegtures, are deposited on a wafer or
substrate. For example, the current generationrdimeandom access memory chips (DRAMs) are manurfadtwith ten to thirty layers of
film and an overall thickness of no more than Oigrans. Thin film manufacturing processes simitatitose employed in the semiconductor
industry are increasingly being used in the praduaodf flat panel displays such as the monitorpantable computers. Such processes are
used extensively in the data storage industryémpttoduction of compact discs, video discs and edergard disks. Thin film processes for
data storage products are employed to create timaband magnetic storage mediums, as well agpwsit protective wear surfaces on the
finished products. In addition, industrial
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manufacturers have begun to use thin film processapply coatings or films to a wide range of prow, including solar panels, architectt
glass, eyeglasses, tools, bar-code readers, lengesyotive parts, front surface mirrors, decomtiwrappings and food product packaging.

The primary applications for thin film manufactugimclude deposition (in which a layer of matergatieposited on a surface) and etch (in
which unneeded portions of a layer are removedh film production was initially accomplished witigquid chemical (wet chemistry
processing) or thermal processes. Over time, thomeesses became inadequate for many applicatiotie alemand for products requiring
thinner, more precise films increased. Plasma-bpsazkss technology was developed to addressntiitations of wet chemistry and thermal
technologies in certain applications and to enabl& applications.

Today plasma processing is broadly used by thim filanufacturers. A plasma is commonly created Ipyya@y enough electrical force to a
gas at reduced pressure to separate electrongtisnparent atoms. Although the distance of sdjmaras small, the atom is transformed to a
highly energetic state. In plasma-based thin fihmcpssing, the material to be altered (the sul@teatd one or more specific gases are
inserted into a vacuum chamber. The plasma créaiadthe gases is then manipulated by electricalf® to alter the molecular
characteristics of the substrate surface. Duesteléctrical character, plasma is an inherentlyencontrollable and accurate production
process for many applications than thermal or Wwethustry processes. Using electrical forces ibissible to more precisely control the
arrival rate, angle and energy of molecules asthvéace being modified. Because of the precisiawviged by plasma's electrical character,
plasma process technology is expected to continokiag to meet the worldwide growth in demand $amaller, more versatile electronics,
finer visual resolution products and denser daieage mediums.

Below is an illustration of a plasma-based producprocess:

[Nllustration titled "Plasma Process lllustratio&picting in diagram form the flow of utility powé&s a power conversion and control system,
with arrows identifying the plasma, ions, elecfigtd and substrate in the vacuum process system.]

POWER CONVERSION AND CONTROL SYSTEM REQUIREMENTS

The effectiveness of plasma-based production psesedepends in large part on the quality of thetrédal power used to ignite and
manipulate the plasma. A power conversion and obaystem used in a plasma process must refineifyranad control the raw power from a
utility and produce power which is uniform, predicte and precisely repeatable to permit the pragluct identical thin films of unvarying
thickness on a mass scale. Instability of eledtfmaes in the plasma may damage or destroy thstgte under production, as well as the
power conversion and control system. To avoid libtes, a power conversion and control systemtmeiact within microseconds
(millionths of a second) to changes in the levahef utility supplied power, the electrical chagaistics of the plasma and process control
settings. The key requirements for plasma procggsinver conversion and control systems are:

CONVERSION AND CONTROL OF HIGH POWER. Plasma protilut requires the generation of extremely high lewé electrical power,
usually in the range of 500 to 25,000 watts. Intast, the power level required to operate mosténand office electrical equipment is
generally far below 500 watts. A power conversiod aontrol system must include the ability to prbpeonvert the externally supplied
power, and must also make accurate and fast measnte so the system can be dynamically controllbdse measurements are difficult
because of the strong electrical fields and elesitrioise that result from the high power conceininaand the
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nature of the plasma itself. Additionally, a powenversion and control system must meet the smalpfint requirements of a clean room
environment while minimizing the impact of the centration of electrical radiation and heat causetdhtly packed high power circuitry.

CONTROL OVER A WIDE RANGE OF POWER LEVELS. Powems@rsion and control systems for plasma processiss operate over a
wide range of power levels in order to support @eta of plasma processes and applications. Famele a power conversion and control
system may need to operate at power levels whichlwaa factor of one thousand. In contrast, theegrosupplies used in most home and
office electrical equipment generally only needperate at power levels which vary by no more théaxctor of two. One of the most
challenging requirements for plasma process poweversion and control systems is the need for sygtstrumentation to make rapid
measurements, at both low and high levels of poafanany electrical characteristics, including emt; voltage, power and impedance lev
with precision, speed and accuracy at every level.

CONTROL OF UTILITY INSTABILITIES. Incoming power fim a utility supplier is subject to brownouts, sggvoltage transients and
general voltage variations. A power conversion emtrol system must serve as a buffer from theabidlity of raw utility power sources.
Under normal operating conditions (excluding browtsd, voltage from the utility source may vary lsyrauch as +/ -10%. In comparison,
even a 1% variance in the power supply to a plagmmber may cause significant defects in the fildes production.

CONTROL OF ARCS. One of the most critical probletmat arise from a failure to control power in agpiea process is arcing, intense
localized electrical discharges which act like tighg. Arcs often cause serious damage to botsubstrate and the power conversion and
control equipment. A power conversion and contystem must not only be rugged enough to withstaedrhpact of abrupt electrical
changes in the plasma, but must also contain ¢iyctd extinguish arcs as they occur. In orderffedtively control arcs, the power system
must act to control the power levels within lesantla microsecond.

CONTROL OF SYSTEM INSTABILITIES. In some advancddgma processes using exotic gases and electn@gaments, the current
and voltage in the plasma may fluctuate causintpaystabilities. The power conversion and corggatem must promptly detect the
changing electrical characteristics of the plasnhadjust the power supply to prevent such ingtas! If such system instabilities are not
properly controlled, the thin films will lack unifmity, which may seriously impair the yield and foemance of the products being
manufactured.

CHARACTERISTICS OF THE POWER CONVERSION AND CONTROL SYSTEM MARKET

The plasma processing industry requires a widegafigower frequencies for plasma-based thin fitocpsses, from zero frequency direct
current (DC) to alternating current (AC) at frequieis of several gigahertz. Frequency influencedyipe of physical and chemical activity
which will occur in the plasma. Power conversiod aontrol systems change the frequency of rawtyifilower, as required for particular
applications. For example, DC is typically useglysical vapor deposition (PVD) processes, inclgdiputtering, while high frequency AC
such as radio frequencies (RF) are typically useztéh and chemical vapor deposition (CVD) procgsse

Power conversion and control systems for plasmegsiges often need to be highly customized to npgditcation and customer requiremel
This customization involves developing unique degigd component configurations to permit speciéidations in power, voltage, current
and frequency levels, modification for interfaciwgh customer equipment, and adjustments to cantind external packaging requirements.
The long term challenge facing manufacturers ofgroeonversion and control systems is to efficieptiyduce these complex, highly
customized systems in a cost effective manner. Mame power conversion and control systems musbbénuously adapted to address the
requirements of the growing number of applicatiossg thin film production processes.

THE ADVANCED ENERGY SOLUTION

Advanced Energy has been a pioneer in the develapofigower conversion and control systems for aded plasma production processes.
The Company believes that it introduced the firstchmode sputtering power conversion and contystesn for PVD applications, the first
switchmode based AC power conversion and contiiksy for plasma-enhanced chemical vapor depogiE&CVD) and the first compact
general switchmode radio frequency system for ptaapplications. In addition, the Company was trst fb introduce products incorporati
active arc prevention capability, the first ultr@rgpact high power radio frequency switchmode paveaversion and control systems for
semiconductor etch applications, and the first Miatgs RF power conversion and control system etititig the need for a tuner or matching
network.
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The following diagram provides a representatiothefarchitecture incorporated in Advanced Energgiger conversion and control systems.
The specific example below illustrates the architexof the Company's DC systems. Although the Gomls AC systems differ slightly in
certain respects, the architecture pictured irdiagram is generally representative of all of tlempany's AC power conversion and control
systems.

[Block diagram titled "AE Product Architecture" defing the flow of utility power to a plasma thrdug DC power conversion and control
system. The diagram of the power conversion antfalosystem consists of seven blocks: Rectifier A#DC, Inverter DC-->AC, Output
Filter, Controls, Customer Interface, Instrumemtatind Logic.]

Key elements of the Advanced Energy solution inelud

KNOWLEDGE OF PLASMA PROCESSES. Since its inceptithe Company has built a large base of expertisearinteraction between
plasma processes and power conversion and cogsiteinss. This knowledge allows the Company to dgveistems that optimize the
customer's plasma processes and applicationspassist customers in developing new process aiolits. A core competency of the
Company is its ability to advise customers of desigvantages which may be achieved in both plasoduption processes for specific
applications and in the power conversion and cosyrstems. The Company has placed Company sceatist engineers within customer
sites to support customers in their process dewedop. The Company believes this application of Kiedige and resources is unique in the
industry and represents a key competitive strength.

UTILIZATION OF SWITCHMODE TECHNOLOGY. The Companyebeves that it developed the first switchmode poganversion and
control systems for plasma processing. Switchmaaeep conversion is a digitally based solution tavppconversion that represents an
improvement over previously employed alternatissitchmode based systems are smaller, lighter asteérfdue to the use of high speed
switching. Switchmode technology also enables rapiarol of the high power required in plasma pithn processes and improves the
response time to random variables in the systemddition, switchmode has the benefit of signifitareducing the stored energy in a
system, a major cause of arcing. The Companytssfivichmode PVD system, the MDX, introduced in 39&duced the amount of stored
energy by a factor of 100 to 1,000 times companetti¢ technology then in use and fostered the dpwetnt and widespread use of PVD
sputtering processes.

MEASUREMENT AND CONTROL SOLUTIONS. The Company hdssigned its systems to incorporate high speetijyhfyecise
electronic measurement and system controls. Malsphsors continually measure current, voltageo#tmet electrical properties of the
plasma. These measurements are converted intdssignacessed with digital signal processors, aedé¢sults then converted to input sigt
for the power conversion and control systems. Tomg@any's power conversion and control systemsdiinamically control the flow of
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power delivered, minimize stored energy, make gresystem adjustments, compensate for random ildigsband notify the user of out-of-
range conditions. These dynamic in-system con&oéble the Company's systems to prevent or elimiwat and other system or utility
related instabilities.

STRATEGY

The Company is a leading provider of power conegrsind control systems for plasma processing eqnprithe Company's initial focus
has been on building a leadership position in #misonductor, flat panel display and data storagekets, which presently constitute the
predominant markets for plasnased thin film processing equipment. To continsi@énetration of these markets and to pursue tpptes
in a broad range of emerging industrial markets,Gompany has adopted the following strategies:

PROVIDE UNIQUE SOLUTION FOR CUSTOMERS. The Compawysues a product development strategy based erdprg solutions
optimized to meet specific application and custorequirements. The Company works closely with itstomer's present and future power
conversion and control needs. The Company intemdsiitinue investing to enhance its applicationzeetise. By offering customized power
conversion and control solutions early in the comtds development process and then making the@oduavailable on a timely basis, the
Company increases its chances of obtaining desigs mecessary for volume production.

OFFER COMPREHENSIVE PRODUCT PORTFOLIO. The Compafigrs products in all of the major frequenciesduseplasma process
and in the full spectrum of required power levélse Company offers products or technologies whiidress the power conversion and
control requirements for all of the predominanispta- based processes employed in the semicondundtatry, and for the PVD sputtering
requirements of the flat panel, data storage addsitnial markets. The Company also has productsdorplasma semiconductor processes
such as ion implantation. By offering a full rargfesystems, the Company seeks to provide respoasideomprehensive solutions for all of
a customer's power conversion and control needs.

UTILIZE REUSABLE ENGINEERING AND MODULAR DESIGN MEHODOLOGY. The Company's strategy is to provide comsdrs

with fast-time-to-market solutions through "reusabhgineering" and "modular design" approaches.Gdrapany designs many of the
components of its power conversion and controlesystso that either the same component used imsysteone product platform can be
used in systems of another product platform (madigsign) or the core technology of a componentosaimcorporated in a like component
of a new system or a new product platform (reusabtgineering). By utilizing reusable engineerind anogrammable software based
architectures, the Company is able to modify isidplatforms to create solutions that are taildoedspecific applications and customer
requirements. The Company achieves efficiencieddsygning its products to have an open archite@ndecommon features, standard
components and interfaces across a variety of psese As a result, the Company believes it hasapability to deliver a broad range of
customized products within short lead times and eompetitively priced basis.

TARGET EMERGING INDUSTRIAL OPPORTUNITIES. The Commpais focusing its marketing activities to capitalion emerging
industrial applications having the potential to pt&sma-based production processes. Some of tlegsapplications require power levels
significantly greater than those required in thmisenductor, flat panel display and data storageketa. The Company has been making
increasing investments in technologies for thesg kigh power levels, including development of ne®@ and AC power systems and high
power pulsed systems. The emerging industrial dppiies include applications in the manufacturiigautomobiles, tools, architectural
glass and other products where thin film sputtegracesses are now being adopted.

DIVERSIFY MARKETS AND PRODUCT OFFERINGS. The Compapower conversion and control systems generatige in price fror
$3,000 to $100,000, with an average price of apgprately $9,000, and are sold principally to seméactor equipment manufacturers. The
Company intends to diversify its markets and proadierings through research and development, dsase¢hrough acquisitions of other
businesses, products and technologies. The TovdelM#k acquisitions provide the Company with addiié product lines and entry into
other markets, such as telecommunications, medizhhon-impact printing.

TECHNOLOGY

The Company believes it has developed particulpesise in the following technologies which distiigh its power conversion and control
systems.

SWITCHMODE TECHNOLOGY. All of the Company's powesroversion and control systems utilize switchmodegraconversion
technology. Switchmode power conversion is a tegmiwhich takes the raw utility power
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supply (AC power), and first converts the AC cutrendirect current (DC) by a rectifier. Speciaghispeed semiconductor switches then
convert the uncontrolled direct current power wréased frequency power which is much higher (1{6(D,000 times greater) than the
frequency of raw utility power. The high frequenmywer is passed through a transformer to eleclyiésdlate the system from the raw utility
power, and for impedance matching to the plasmadapce requirements. The AC power is then recosdéot DC power by a second high
speed rectifier. The converted DC power is usadnite and manipulate the plasma. Instrumentatiouits measure the output, and this
information is fed back to control circuits whichry the switch elements to maintain the inputhplasma at the level requested by the
regardless of the incoming line voltage. The higheguency voltage produced by the switchmode actan be transformed and further
processed with components that are tens to hundfddees smaller than competing "linear" and "lfrequency” designs. The switchmode
technique has been extensively used in low powgliGgtions such as personal computers, but the ptavels required by plasmas are much
greater and require significantly different techrégg and components. In addition, the unstable eatiuthe plasma places unusually harsh
demands on the fragile high speed semiconductdclses used for switchmode operation.

ARC PREVENTION TECHNOLOGY. Even though a plasmalisctrically neutral, the momentarily separatediand electrons in a plasma
may not be uniformly distributed. This uneven digttion can produce miniature lightning bolts, kmoas arcs, which slow down the
throughput of a plasma process, and may even gesiecsubstrate or the power conversion and cosystem. The Company has introduced
several products that actually prevent the fornmatibarcs by controlling the distribution of elemis. For the many situations where arcs
cannot be prevented, the Company's systems caitauitry that detects the onset of an arc, costtioé extinguishing of the arc and then
reapplies power in a manner that avoids damagelayslin the plasma production process. The systgponses for the prevention and
suppression of arcs are initiated in less thancaasécond.

MINIMIZATION OF STORED ENERGY. Stored energy is tamount of energy in a power conversion and cosystem that is available
flow into the plasma during an arc, and cannottbppmed without diversion or interruption circuiti§tored energy must be minimized for
advanced plasma processes, because the desiradtehiatics of the thin film can be ruined by unicotled energy within the plasma. One of
the Company's first switchmode products, the MDXjol was introduced in 1983, reduced the amoustayed energy by a factor of 100 to
1,000 times compared to existing power conversi@hantrol systems. In 1995 the Company introdubediDX-Pinnacle system which
incorporates new proprietary technology that allearther dramatic reduction in stored energydbynuch as 1,000 times) over other
systems currently in use.

DIGITAL DESIGNS. The Company's products containtgsficated sensor technology and high speed digitalitry, including embedded
microcontrollers, general and programmable arrgiclelements, field programmable gate arrays agitatlisignal processors. A substantial
portion of the intelligence of the Company's powenversion and control systems is incorporateddm@any-designed software that runs on
digital circuitry. The use of industry standard gmments and proprietary software has provided thagany with faster and more stable
operation of feedback loops in the products, grelribility in its manufacturing processes, aslives greater product reliability.

HYBRID DESIGN TECHNOLOGY. The Company has develogetstantial internal hybrid microelectronic deséypertise that has
enabled it to develop components that are smatlere rugged, more reliable and create less heatdh@mercially available components.
Hybrid microcircuits involve the packaging of intated circuits and other electrical circuitry osraaller substrate than is possible with
printed circuit boards. Using its expertise wittbhig microelectronics, the Company pioneered tleeafgprinted inductors and hybrid-based
high frequency switches in plasma-based power asiveand control systems, which allowed signiftaamprovements in the precision and
performance of the Company's measurement instruatient

PULSING TECHNOLOGY. The Company is incorporatinggaa power technology in an increasing numberso$yistems for use in certain
industrial applications. In these applications, ploger is momentarily interrupted and then reapblRulsed power is now used with
frequencies ranging from 10Hz to 250Khz. In certgiplications, pulsed power is allowing substantrgdrovements in process capability,
including significant improvements in arc preventi®ulsing technology requires complex technighasequire skills in a broad range of
power conversion and control technologies.
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PRODUCTS

The Company's use of switchmode power conversidrcantrol technology has enabled it to develome &f products which has permitted
the development of new plasma processing applicsitim 1982, the Company introduced its first loegluency switchmode power
conversion and control system specifically desidgioedise in plasma processes. In 1983, the Comjpairnduced its first DC system desigt
for use in PVD sputtering applications. This DCdxhsystem is a compact, cestective power solution, which greatly reducedstbenerg)

a major limitation in the use of PVD systems. la garly 1990s, the Company introduced the firdy &ilvitchmode radio frequency (RF)
power conversion and control systems for use ing@amuctor etch applications. This product achiesiggificant design wins because of its
smaller size and precise control attributes. Thea@any has recently introduced a family of accessanihich provide major improvements in
arc prevention and suppression. The Company igwtlyrextending the power range of its systemstahrhigher power levels to enable it to
supply products for emerging industrial applicatiohhe Company's products generally range in firgga $3,000 to $100,000, with an
average price of approximately $9,000.

The following chart sets forth the Company's ppatiproduct lines and related basic information:

PRODUCT DESCRIPTION POWER
PLATFORM L
Direct MDX Power Control 500W-
Current and conversion
Products system
MDX-II Power control  15kW-
and conversion
system
Power control 6kW-1
and conversion
system
Arc management 1kW-6
accessory
Low frequency 1.25k

Pinnacle

Sparc-LE

Low and Mid PE

Frequency power control
Products and conversion
system
PD Mid frequency 1.25k

power control
and conversion
system

Radio RFX Power control 600W

Frequency and conversion

system

RFG Power control 600W-
and conversion
system

RFEXII Power control 600W-
and conversion
system

ID lon-beam 500W-
conversion and
control system

AZX Tuner 100W-

RFZ Probe 50W-5
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80kW PVD

- Metal sputtering

- Reactive sputtering
120kw  PVD

- Metal sputtering

- Reactive sputtering
20kwW PVD

- Metal sputtering

okw For use with MDX systems

W-30kW CVD
PVD
- Reactive sputtering
Surface modification
W-3.5kW CVD
PVD
- Reactive sputtering
Surface modification
General R&D

5.5kW  Etch
CvD

5.5kW  Etch
CVvD

5kw lon-beam deposition

lon implantation

lon-beam etching/milling
5kw Impedance matching network
kw Impedance measurement tool



DIRECT CURRENT PRODUCTS

THE MDX SERIES. The Company's MDX series of produsts introduced in 1983. These products are noostronly used as DC power
supplies for PVD sputtering where precise consoperior arc prevention and suppression and lomedtenergy characteristics are required.
They are also used as bias supplies for RF spugteiool coating and some etching systems. The MBes consists of six different product
lines that provide a range of power levels from 80@ 120 kW. The Company's second generation mtotlue MDX I, was introduced in
1991 to support higher power levels and to meatt$furopean regulatory requirements. A lower eostlel in the MDX series, the MDX-L,
was introduced in 1992.

THE PINNACLE SERIES. The Pinnacle series, introdlice1995, is the most recent product line in theXVseries. Pinnacle was developed
primarily for use in DC PVD sputtering processed provides substantial improvements in arc preeantirc suppression capability, redu
size, higher precision and expanded control caipabil

SPARC-LE ACCESSORIES. The Company's Sparc-LE Ii@® accessories, introduced in 1993, is desigrogdd to reduce the number of
arcs that occur in plasma-based processes anduoe¢he arc energy if arcs do occur. The Spareddessories are especially effective in
applications involving the deposition of insulativeaterials where the reaction between the plasmaaaget is likely to produce more severe
arc conditions. The Sparc-LE accessories are noostronly used with the MDX product lines. The SpaEcarc prevention and suppression
technology has been incorporated directly intoRmmacle systems.

LOW AND MID-FREQUENCY PRODUCTS

THE PE AND PD SERIES. The PE low frequency powesttayns were introduced in 1982. The PE series sgséeenair cooled and primarily
intended for use in certain PVD, CVD and industsiaiface modification applications, including daathode sputtering and printed circuit
board de-smearing. The PE series systems rangegueincy from 25kHz to 100kHz. The low frequencysy&tems and the PD series of mid-
frequency power conversion and control systemmdiniced in 1990, represented significant technoldg@dvancements by applying
switchmode techniques to higher frequencies. Themeoled PD systems are used primarily in sentiootor etch and CVD applications.
The PD series range in frequency from 275kHz td#20 Both the PE and PD series systems have sgtgge power generation, and incli
systems that incorporate pulsed power technology.

RADIO FREQUENCY PRODUCTS

THE RF SERIES. The RFX system is a 13.56MHz, 608W¢ooled platform introduced in 1985. This systsrmased primarily in research
and development applications. The RFG and RFXiitpduced in 1991 and 1992, respectively, are weteted power conversion and con
systems utilizing a new hybrid-based switchmodanetogy. The RFG and RFXII systems operate at faqies ranging from 4MHz to
13.56MHz. These systems were the first entirelydvmode-based RF designs. The RF systems are prastanly used in semiconductor
processes, including RF sputtering, plasma etctépgsition, and reactive ion etching applicatidiie RFXII is a compact system which
incorporates new impedance matching technologys fahnology eliminates certain previously requireators, gear trains, variable
capacitors and inductors and servomechanism aigcwhich results in cost savings and improvemantgliability.

THE ID SERIES. The ID power conversion and conssatems, introduced in 1981, were the first prosldesigned by the Company. These
systems were specifically designed to power brasdrbion-sources. ID series systems are composedadrdinated set of multiple special
purpose power supplies that are used for ion-begogition and sputtering, ion implantation and li@am etching and milling.

THE AZX SERIES. The AZX series tuners are RF matghietworks designed as accessories to match thplew electrical characteristics
of a plasma to the requirements of the Company'sdRiEs of power conversion and control systems Aifers, introduced in 1989, are a
sold separately for incorporation into other verstpower conversion and control systems. The AZ¥tsi typically operate at a 13.56MHz
frequency range. The need for these tuner prodsicesiuced with the advent of the Matchless teamotiesigned into the RFXII system.
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THE RFZ IMPEDANCE PROBE. The RF impedance prob&pauced in 1993, is used for measuring the RFqntags of a plasma. The
sensing technology incorporated in the RF impedanake allows accurate, real-time measurement wepovoltage, current and impedance
levels under actual powered process conditions.

MARKETS, APPLICATIONS AND CUSTOMERS
MARKETS

Approximately 61%, 64% and 65% of the Company'ssal 1995, 1996 and the first six months of 1983pectively, were made to
customers in the semiconductor equipment industng. Company's power conversion and control systmsalso used in other markets,
including flat panel display, data storage andawsiindustrial applications. The following is aalission of the major markets for the
Company's systems:

SEMICONDUCTOR MANUFACTURING EQUIPMENT MARKET. The @npany's products are sold primarily to semiconaiuct
equipment manufacturers for incorporation into pment used to make integrated circuits. The Compamgducts are currently employec
a variety of applications, including depositiorghetion implantation and megasonic cleaning. Theigion control over plasma processes
afforded by the use of the Company's power converand control systems allows its customers to figa@hure semiconductor fabrication
systems that produce integrated circuits with reddeature size and increased speed and performBEmne&ompany anticipates that the
semiconductor industry will continue to be a subt#h part of its business for the foreseeablertitu

FLAT PANEL DISPLAY MANUFACTURING EQUIPMENT MARKET.The Company also sells its systems to manufactofdtat panel
displays (FPDs) and flat panel projection devi¢d3Hs), both of which have fabrication processedasitio those employed in manufacturing
integrated circuits. FPDs produce bright, shamgdacolor-rich images on flat, lightweight screesisch as notebook computer monitors.
Currently, there are three major types of FPDstidigcrystal displays, field emitter displays and gégasma displays. Two types of FPP,
another emerging display technology, are currdntfyroduction: liquid crystal projection and diditaicro-mirror displays. The Company
sells its products to all three of the active FParkets, as well as to each of the FPP markets.

DATA STORAGE MANUFACTURING EQUIPMENT MARKETS. The @npany's products are sold both to data storagiprmgat
manufacturers and to data storage device manuéasttor use in producing a variety of products|uding compact discs, computer hard
disks (both media and thin film heads), CD-ROMs digital video discs. These products use a PVDtepuay process to produce optical and
magnetic thin film layers, as well as a protectivear layer. In this market the trend towards higeeording densities is driving the demand
for increasingly dense, thinner and more precisesti The use of equipment incorporating magnetidien® store analog and digital data
continues to expand with the growth of the laptigsktop, and workstation computer markets.

INDUSTRIAL MARKETS. The Company sells its produttsbhoth OEMs and producers of end products in &taof industrial markets.

Thin films for optical purposes are used in the ofaature of many industrial products, includingasgdanels, architectural glass, eyeglasses,
lens coatings, bazede readers and front surface mirrors. Thin fithdiamond coatings and other materials are nowdoapplied to produc

in plasma-based processes to strengthen and hsudiaces on such diverse products as tools, auteengarts and hip joint replacements. A
variety of industrial packaging applications, sashdecorative wrapping and food packaging, areaiabled by thin film processes utilizing
the Company's products. The advanced thin film pctdn processes allow precise control of variguiscal and physical properties,

including color, transparency and electrical aretitial conductivity. The improved adhesion and Hibh quality resulting from plasma
processing makes it the preferred method of apglthe thin films. Many of these industrial applioas require power levels substantially
greater than those used in the Company's otheratsark
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APPLICATIONS

The Company's products have been sold for userinemion with the following processes and applaai

Semiconductor Data Storage Flat Pa nel Display Industrial/Research
PVD (Metal) Thin film heads Liquid ¢ rystal Optical coatings
Etch CD-ROMs displays Automobile coatings
PECVD (Metal) Audio discs Active m atrix LCDs  Food package coatings
lon implantation  Recordable CDs Digital micro-mirror Glass coatings
CVD Hard disk magnetic Plasma d isplays Consumer products
PECVD (dielectrics) layers Large fl at panel coatings
Magnet field Hard disk carbon  displays Circuit board etch-back
controls wear Field em ission and de-smear
Photo resist coatings displays Photo voltaics
stripping Magneto-optic CDs  LCD proj ection Medical applications
Megasonic cleaning Digital video discs Superconductors
Etch (DVD) Diamond-like coatings
(post-treatment) Chemical, physical and
Electrostatic Chuck materials research
Epitaxy Cutting tool hard
coatings
CUSTOMERS

The Company has sold its systems worldwide to rtteae 100 OEMs and directly to more than 500 end-cgstomers. Since inception, the
Company has produced more than 90,000 power caomeand control systems. The Company's largesbmests are involved principally in
the semiconductor market. The Company also ha#fisam customers in the data storage, flat parsgdldy and industrial markets. Sales to
Applied Materials and Lam Research in 1996 andithesix months of 1997 together accounted forragimately 47% and 45% of the
Company's total sales, respectively. The Compapgets that sales of its products to Applied Mats@d Lam Research will continue to
account for a high percentage of its sales in ¢éheskeable future. Following is a representatateofi the Company's customers, each of w
generated at least $250,000 in revenues for thep@oynin the first six months of 1997:

Applied Materials Multi-Arc
Balzers/Leybold Novellus

Eaton Corporation Shibaura

Fujitsu Singulus Technologies
Intevac Sputtered Films
Komag ULVAC Technologies

Lam Research

VERTEQ

RECENT ACQUISITION

In August 1997, the Company acquired Tower Eledtsyrinc., a designer and manufacturer of custagh performance switchmode power
supplies. Tower's principal customers are in thectammunications, medical and non-impact printimgduistries and include U.S. Robotics, a
subsidiary of 3Com Corporation, VideoJet Systentsrivational, Medtronic and Intermedics. Tower heaenues of approximately $13.4
million for its fiscal year ended September 30,8.9Bhe purchase price consisted of $16 million @didlosing plus an additional contingent
payment to be based on Tower's sales in 1998. ddngsation of Tower is part of the Company's stggtéo diversify its product offerings and
expand its customer base. See the Form 8-K Reggfaiwer and the Pro Forma Condensed Consolidateth8&aSheet.

The Company intends to retain Tower as a direcsididry and to continue Tower's manufacturing opena out of Tower's existing
facilities, which consist of approximately 21,0Gfuare feet of leased space in Fridley, Minnesdta. Company also has retained all of
Tower's approximately 85 full-time employees. SResk Factors--Risks Associated with Recent and RiatieFuture Acquisitions."
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MARKETING, SALES AND SERVICE

The Company sells its systems primarily througkdtisales personnel to customers in the Unite@§taapan and Europe. In the United
States, the Company's sales personnel are locatieel @ompany's headquarters in Fort Collins, Galor and in regional sales offices in
Austin, Texas; Concord, Massachusetts; and Milpadifornia. To serve customers in Asia and Eurdipe Company has sales offices in
Tokyo, Japan; Bicester, United Kingdom; and Filtadts Germany which have primary responsibility $afes in their respective markets.
The Company also sells to customers in Japan thrbagdmark Technology Corporation and has distaisuand sales representatives in
France, Italy, Israel, Korea, Singapore, Swedeiwd@aand Hong Kong.

Sales outside the United States represented apmately 29%, 24% and 24% of the Company's totaksdleing 1995, 1996 and the first six
months of 1997, respectively. The Company expadesutside the United States to continue to ssmtea significant portion of future
sales. Although the Company has not experiencedigmficant difficulties in connection with itstiernational sales, such sales are subject tc
certain risks, including exposure to currency fliations, the imposition of governmental controtdjtizal and economic instability, trade
restrictions, changes in tariffs and taxes, anddompayment cycles typically associated with irdtional sales. The future performance of the
Company will depend, in part, upon its ability ttngpete successfully in Japan, one of the largestatsafor semiconductor fabrication
equipment and flat panel display equipment, ancaappnmarket for data storage and other industqali@ment utilizing the Company's
systems. The Japanese market has historically diffeult for non-Japanese companies to penetrdtbough the Company and a number of
its significant non-Japanese customers have begestablish operations in Japan, there can beswaaxe that the Company or its
customers will be able to maintain or improve tlreimpetitive positions in Japan. For additionabinfation regarding the Company's
operations outside the United States during 19995knd 1996, see Note 12 to the Consolidated EialaBtatements.

The Company believes that customer service anchiteahsupport are important competitive factors arelessential to building and
maintaining close, long-term relationships withdtstomers. The Company maintains service officeleé United States in Fort Collins,
Colorado; Austin, Texas; and Milpitas, Californéand outside the United States in Tokyo, JapangFstddt, Germany; and Bicester, United
Kingdom.

The Company offers warranty coverage for its systé@amperiods ranging from 12 to 24 months aftépistent against defects in design,
materials and workmanship.

BACKLOG

A substantial and increasing portion of the Com{msaliipments are made on a just-in-time basis,wigquires the shipment of systems by
the Company within a few days or hours after areoisireceived. The Company schedules productiojusd-in-time customers based on
forecasts provided by such customers. Due to the sime between the receipt of orders from susi-jn-time customers and shipments, the
Company operates with a level of backlog whichasat any point in time sufficient to meet the C@np's revenue expectations for a
particular quarter. In addition, orders from then@any's other customers are subject to cancellatioielay by the customer without penalty.
Due to these factors, the Company does not beli@tdoacklog is a meaningful or accurate indicafats future sales and performance.

RESEARCH AND DEVELOPMENT

The market for power conversion and control systantsrelated accessories is characterized by taplthological changes. The Company
believes that continued and timely developmentes¥ products and enhancements to existing prodoasgport OEM requirements is
necessary for the Company to maintain a competitogtion in the markets the Company serves. Adngly, the Company devotes a
significant portion of its personnel and finanai$ources to research and development projectsesis to maintain close relationships with
its customers and other industry leaders to remegiponsive to their product requirements.

Research and development expenses were approdrBaB8 million and $6.3 million in 1996 and thesfisix months of 1997, respectively.
These amounts represented 14% and 12% of total faléhose periods.
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From 1994 to 1996, the Company introduced more $ipdg-five new products. The Company believes twattinued research and
development investment is essential to ongoing ldpweent of new products and does not expect amjfgignt decline in spending as a
percentage of sales.

MANUFACTURING

The Company's manufacturing facility is locatedrort Collins, Colorado. The Company's manufactudntyities consist of the assembly
and testing of components and subassemblies whicthen integrated into final products. Once fiteating of all electrical and electro-
mechanical subassemblies is completed, the firmalymt is tested in a burn-in process to identifydoict failures, and some products are
subjected to a highly accelerated stress screei®8)Aest. The Company purchases a wide rangeafa@déc, mechanical, and electrical
components, some of which are designed to the Coyfgpapecifications. The Company does outsourcessufrits subassembly work.

The Company sustained substantial water-relatecdagano its manufacturing facilities, equipment anakntory in late July 1997, which
interrupted production and shipments. The Compaay able to resume some production within a few dagsreturned to full production by
mid-September 1997. See "Risk Factors--Risks Aasediwith Manufacturing Facility."

The Company relies on sole and limited source segplor certain parts and subassemblies. Sudmiediinvolves several risks, including a
potential inability to obtain an adequate supplyesfuired components, reduced control over priaing timing of delivery of components a
suppliers' potential inability to develop technat@dly advanced products to support the Compangwth and development of new systems.
The Company believes that alternative sources dmeilobtained and qualified, if necessary, for nso$t and limited source parts. However,

if the Company were forced to seek alternative sesiof supply or to manufacture such componenssitmassemblies internally, it may be
required to redesign its systems, which could pretlee Company from shipping its systems to itd@mgrs on a timely basis. This could
damage the Company's relationships with currentpmtential customers. See "Risk Factors--Supplys@aints and Dependence on Sole and
Limited Source Suppliers."

INTELLECTUAL PROPERTY

The Company's success depends in large part dadheical innovation of its products. While the Guamy attempts to protect its intellectual
property rights through patents and non-disclosgreements, it believes that its success will dépem greater degree upon innovation,
technological expertise and its ability to adaptitoducts to new technology. There can be no assearthat the Company will be able to
protect its technology or that competitors will het able to develop similar technology indepengeil addition, the laws of certain foreign
countries may not protect the Company's intelldgiuaperty to the same extent as do the laws obthiged States. The Company currently
has 10 patents in the United States and two infgurm addition, the Company has a number of pateplications pending in the United
States including one patent whose claims have ak@med but is pending issue, and several penditegnationally. The Company typically
makes both apparatus and method claims in its papgilications. The Company's current patents leap@ation dates between 2009 and
2015. No assurance can be given that the Comppatgats will be sufficiently broad to protect thempany's technology, that any existing
or future patents will not be challenged, invalathor circumvented, or that the rights grantedateder will provide meaningful competitive
advantages to the Company.

Although the Company is not aware of any infringatr®y its products of any patents or proprietaghts of others, there can be no assur
that such infringements do not exist or will notocin the future. Litigation may be necessaryhia future to enforce patents issued to the
Company, to protect trade secrets or know how ovinyetthe Company, to defend the Company againsheldiinfringement of the rights of
others or to determine the scope and validity efgtoprietary rights of others. Any such litigatioould result in substantial cost and diver:
of effort by the Company, which could have a maleadverse effect on the Company's business, fiaboendition and results of operations.
Moreover, adverse determinations in such litigationld result in the Company's loss of proprietagiits, subject the Company to significi
liabilities to third parties, require the Companyseek licenses from third parties or prevent tam@any from manufacturing or selling its
products. See "Risk Factors--Intellectual PropRitghts."
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COMPETITION

The markets the Company serves are highly compeetitnd characterized by rapidly evolving technoldgjgnificant competitive factors in
the Company's markets include product performgmgeg, quality and reliability and level of custonservice and support. The Company
believes that it currently competes effectivelyhaiéspect to these factors, although there camlassurance that the Company will be ab
compete effectively in the future.

The markets in which the Company competes have @eércrease in global competition, especially fritapanese-based and Europbaser
equipment vendors. The Company has several fomigrdomestic competitors for each of the DC, loggfrency and mid-frequency AC,
and radio frequency AC lines of products. Soméeké competitors are larger and have greater @sothvan the Company. The Company's
ability to continue to compete successfully in thagarkets will depend upon its ability to introdyreduct enhancements and new products
on a timely basis. The Company's primary competitoe ENI, a subsidiary of Astec (BSR) PLC, RF Rowreducts, Huttinger, Shindingen,
Kyosan, Comdel and Daihen. In addition, the Comamy time to time faces competition from smallempanies for specific products. The
Company's competitors in each product area arecéeqb¢o continue to improve the design and perfoceaf their systems and to introduce
new systems with competitive performance charasttesi. To remain competitive, the Company beligt/@sll be required to maintain a high
level of investment in research and developmentsaihes and marketing. No assurance can be givethth&ompany will continue to be
competitive in the future. See "Risk Factors--Cotitios."

EMPLOYEES

At August 15, 1997, the Company had a total of 8iployees, of whom 672 are full-time continuous kayges. None of the Company's
employees is represented by a union, and the Conmpenever experienced a work stoppage. The Compdizes temporary employees as
a means to provide additional staff while reviewihg performance of the temporary employee. The 2oy considers its employee
relations to be good.

FACILITIES

The Company's headquarters are located in ForinSp{Colorado, in approximately 170,000 square ¢éétased space. The Company
believes that additional space will be availableg€essary for expansion. The Company maintaies said service offices in the United
States in Fort Collins, Colorado; Austin, Texasn€ard, Massachusetts; and Milpitas, California; antside the United States in Tokyo,
Japan; Filderstadt, Germany; and Bicester, Unitegj#om. All of the Company's facilities are leased.
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MANAGEMENT
DIRECTORS AND EXECUTIVE OFFICERS

The directors and executive officers of the Compamy their ages as of the date of this Prospectuasafollows:

Name Age Position
Douglas S. Schatz.......... 51 President, Chief Executive Officer and Chairman of the Board
Hollis L. Caswell.......... 66 Chief Opera ting Officer and Director
G. Brent Backman........... 56 Vice Presid ent, Special Projects and Director
Eric A. Balzer............. 48 Vice Presid ent, Operations
Richard P. Beck............ 64 Vice Presid ent, Chief Financial Officer, Assistant Secretary a nd
Director
James F. Gentilcore........ 45 Vice Presid ent, Sales and Marketing
Timothy A. Kerr............ 36 Vice Presid ent, Engineering
Susan C. Schell............ 48 Vice Presid ent, Human Resources and Corporate Quality
Richard A. Scholl.......... 58 Vice Presid ent and Chief Technology Officer
Elwood Spedden (1)(2)...... 60 Director
Arthur A. Noeth (1)(2)..... 61 Director

(1) Member of the Audit Committee
(2) Member of the Compensation Committee

DOUGLAS S. SCHATZ is a co-founder of the Compang &as been its President and Chief Executive Officel a director since its
incorporation in 1981. Mr. Schatz also fmanded Energy Research Associates, Inc. and sewvéd Vice President of Engineering from 1
through 1980. Prior to co-founding Energy Rese#s$ociates, Mr. Schatz held various engineeringraadagement positions at Applied
Materials.

HOLLIS L. CASWELL joined Advanced Energy in Febrydr997 as a Director and, in June 1997, becamef Omierating Officer of the
Company. From February 1990 to January 1994, Dsw€kwas Chairman of the Board and Chief Execufiiicer of HYPRES, Inc., a
manufacturer of superconducting electronics. Fr&@4lto 1990, Dr. Caswell served as Senior Viceigeas of Unisys Corporation and
President of such company's Computer Systems GRruaswell has been a director of Thomas Group, b publicly-held consulting
company, since August 1991.

G. BRENT BACKMAN is a co-founder of the Company dmabk been a Vice President and a director of thegaay since its incorporation
in 1981. Mr. Backman became Vice President, Sp&eigjects in 1994. Prior to co-founding Advancec gy, Mr. Backman was a Business
Manager at lon Tech, Inc. and a Laboratory Admiatst at Hughes Aircraft Company.

ERIC A. BALZER joined Advanced Energy in 1990 as&President, Operations. Prior to joining the Canyp Mr. Balzer was Materials
and Manufacturing Manager for the Systems Technyoligision of IBM Corporation.

RICHARD P. BECK joined Advanced Energy in 1992 ase/President and Chief Financial Officer. He beeandirector of the Company in
1995. From 1987 to 1992, Mr. Beck served as Exeeltice President and Chief Financial Officer ofrfaige Corporation, a computer
software company. Mr. Beck is also a director ofgea Computer, Inc., a privately-held computer abnbmpany.

JAMES F. GENTILCORE joined the Company in March 2% Vice President, Sales and Marketing. FromlAS80 to March 1996, Mr.
Gentilcore was Vice President, Corporate MarketinlyIKS Instruments, Inc.

TIMOTHY A. KERR joined the Company in 1987 as amieeer in the DC products group. In 1995, Mr. Keecame Director of Engineeri
and became Vice President, Engineering in Augu86.1Brior to joining the Company, Mr. Kerr was amter of the technical staff at
Hughes Aircraft Company.
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SUSAN C. SCHELL joined Advanced Energy in 1984 asrtdn Resources Manager and became Vice PresidemiitiResources and
Corporate Quality in 1991. Prior to joining the Quamy, Ms. Schell was a Management Advisory Sen@@ssultant with Cady and
Company, P.C.

RICHARD A. SCHOLL joined Advanced Energy in 1988\4se President, Engineering. Mr. Scholl becamee€hechnology Officer of the
Company in 1995. Prior to joining the Company, Bicholl was General Manager, Vacuum Products DimigipVarian Associates, Inc.

ELWOOD SPEDDEN joined the Board of Directors of Atced Energy in September 1995. Mr. Spedden haseéb8enior Vice President
Tencor Instruments, a manufacturer of automaticagsipment used in the fabrication of semicondisstsince July 1996. From 1990 throl
March 1996, Mr. Spedden held various managemeitiqguos, including President, Chief Executive Offi@ad Vice-Chairman of the Board
of Directors, at Credence Systems Corporation, als@nufacturer of automatic test equipment. Medslen has also held various marketing
and management positions at Teradyne, Inc., amatio test equipment manufacturer.

ARTHUR NOETH joined the Board of Directors of Adwat Energy in August 1997. Mr. Noeth has been (Exefcutive Officer of Implant
Center, Inc., an ion implantation services compaimge April 1996. Prior to that time, Mr. Noeth s\a consultant to several companies ir
semiconductor equipment industry, including Impl@enter, Inc.
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PRINCIPAL AND SELLING STOCKHOLDERS

The following table sets forth certain informatimgarding the beneficial ownership of the Compa@gmmon Stock as of August 18, 1997,
and as adjusted as of such date, to reflect tleebgathe Company and the Selling Stockholders®f&tiares offered hereby (i) by each person
who is known by the Company to own beneficially mtiran five percent (5%) of the outstanding shafésommon Stock, (ii) by each of ti
Company's directors, (iii) by each of the executfficers, (iv) by all directors and executive o#is as a group, and (v) by the other Selling
Stockholders. Except as otherwise indicated, thmg2my believes that the beneficial owners of then@on Stock listed below, based on
information provided by such owners, have sole stwent and voting power with respect to the Com®tmtk shown below as being
beneficially owned by them, subject to communitggerty laws where applicable.

Shares Beneficially
Owned Shares Beneficial ly
Prior to Offering Owned
( 2)(3)4) Shares to After Offering (2)(3 )(4)
------------------------- be Sold  ---------mmmmmee
Name (1) Number Percent  (3)(4) Number Perc ent
Douglas S. Schatz (5).......cccceeunee.. 13,162, 300 61.6 1,022,500 12,139,800 54.2
Hollis L. Caswell..........cccccueee. 52, 500 * 27,500 25,000 *
G. Brent Backman (5)(6)................. 2,383, 000 11.1 146,000 2,237,000 10.0
Eric A. Balzer........ccovevveenen. 260, 238 1.2 - 260,238 1.2
Richard P. Beck.........cccceevuernnne. 313, 285 1.5 150,000 163,285 *
Susan C. Schell..........ccccoeene 208, 354 1.0 50,000 158,354 *
Richard A. Scholl (7).......cccccueenn. 520, 159 2.4 100,000 420,159 1.9
Timothy A. Kerr.....ccccoccvvveerenennn. 4, 987 * 4,000 987 *
Elwood Spedden 5, 000 * - 5,000 *
Arthur A. Noeth............cccoeene. 2, 500 * - 2,500 *
All directors and executive officers as
a group (10 persons) (5)(6)(7)........ 16,912, 323 78.7 1,500,000 15,412,323 68.6

(1) The following is a list of the positions, offis or other material relationships which the Sgltitockholders have held with the Company
in the past three years: Mr. Schatz--co-foundeéhefCompany, President, Chief Executive Officer dindctor; Mr. Caswell-- Chief
Operating Officer and director; Mr. Backman--co4fider of the Company, Vice President, Special Ptojerd director; Mr. Beck--Vice
President, Chief Financial Officer and director;.shell--Vice President, Human Resources and CGatrp®uality; Mr. Scholl--Vice
President, Engineering, Chief Technology Officer;, Merr--Vice President, Engineering.

(2) Shares of Common Stock that a person hasghéto acquire within 60 days of August 18, 199¢ @eemed to be beneficially owned by
such persons as of such date. The number of sb@smmon Stock that the directors and executifiea® of the Company have the right
to acquire within 60 days of August 18, 1997 aréodews: Mr. Caswell--52,500; Mr. Beck--27,184; MBcholl--4,687 (held by his wife,
Brenda Scholl); Mr. Kerr--4,687; Mr. Spedden--5,00. Noeth--2,500; all directors and executiveicdfs as a group--96,558.

(3) Based on 21,383,075 shares of voting CommookSiatstanding as of August 18, 1997 and 22,414ghabes of voting Common Stock
outstanding after the Offering. Shares of CommantiSthat a person has the right to acquire witllidéys of August 18, 1997 are deemed
outstanding for purposes of computing the percentagnership of the person holding such optionsabeitnot deemed outstanding for
computing the percentage ownership of any othesgmerexcept with respect to the percentage owneddtall directors and executive
officers as a group.

(4) Assumes no exercise of the Underwriters' olletraent option. If the over-allotment is exercigadull, Mr. Schatz, Mr. Caswell, Mr.
Backman, Mr. Beck, Ms. Schell, Mr. Scholl and Merkwill sell an additional 153,375, 4,125, 21,929,500, 7,500, 15,000 and 600 shares
of Common Stock, respectively.

(5) Messrs. Schatz and Backman, 1625 Sharp Poingé Ofort Collins, Colorado 80525, are 5% stockkeadd

(6) Includes 546,000 shares held by his wife, K&anokman. Excludes 108,000 shares held in twosrestch with an independent thjperty
trustee, for the benefit of Mr. Backman's two sah® are both at the age of majority.

(7) Includes 300 shares held by Mrs. Scholl an874 ghares that she has the right to acquire w&@idays of August 18, 1997. Mrs. Scholl is
a business unit manager for the Company.

* Less than one percent.
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DESCRIPTION OF CAPITAL STOCK
GENERAL

Upon completion of the Offering, the Company wiliMe authorized capital stock of shares consistir8)@®00,000 shares of Common Stock,
$0.001 par value, and 1,000,000 shares of Pref&tack, $0.001 par value. As of August 18, 1997323,075 shares of Common Stock v
outstanding, held by approximately 445 holderseabrd, and no shares of Preferred Stock were owlisig. In addition, 1,605,365 shares,
50,000 shares and 176,736 shares, were reservesgdiance at that date under the Option Plan, @irédan and Purchase Plan, respectively.

COMMON STOCK

The holders of Common Stock are entitled to one Yot each share held of record on all matters #it#xinto a vote of stockholders, except
that upon giving the legally required notice, stoaklers may cumulate their votes in the electiodiafctors. Subject to preferences that may
be applicable to any outstanding shares of PrefeSteck that may be issued, the holders of ComntockSare entitled to receive ratably st
dividends, if any, as may be declared from timén@ by the Board of Directors out of funds legallyailable for the payment of dividends.
See "Dividend Policy." In the event of a liquidatjalissolution or winding up of the Company, thédeos of Common Stock are entitled to
share ratably in all assets remaining after payroghgbilities and liquidation preferences of amytstanding shares of Preferred Stock.
Holders of Common Stock have no preemptive rightsgits to convert their Common Stock into anyesthecurities. There are no
redemption or sinking fund provisions applicablette Common Stock. All outstanding shares of Com@&tmtk are fully paid and non-
assessable, and the shares of Common Stock teumtlispon completion of this offering will be fufhpid and non-assessable.

PREFERRED STOCK

The Board of Directors has the authority, withoeti@an by the stockholders, to designate and isgu® 1,000,000 shares of Preferred Stock
in one or more series and to designate the dividated voting rights and other rights, prefereramd restrictions of each series any or all of
which may be greater than the rights of the Com@imuk. It is not possible to state the actual ¢fbéthe issuance of any shares of Preferred
Stock upon the rights of holders of the Common IStatil the Board of Directors determines the sfiecights of the holders of such
Preferred Stock. However, the effects might incjuaeong other things, restricting dividends on@oenmon Stock, diluting the voting

power of the Common Stock, impairing the liquidatiights of the Common Stock and delaying or préagra change in control of the
Company without further action by the stockhold@itse Company has no present plans to issue angsshaPreferred Stock.

DELAWARE LAW AND CERTAIN CHARTER PROVISIONS

The Company is a Delaware corporation and subjeSettion 203 of the Delaware General Corporatiaw [the "Delaware Law"), an anti-
takeover law. In general, Section 203 of the Defavwiaaw prevents an "interested stockholder" (defigenerally as a person owning 15% or
more of a corporation's outstanding voting stockf engaging in a "business combination"” (as ddjiméth a Delaware corporation for th
years following the date such person became aresterl stockholder, subject to certain exceptioeh gs the approval of the boarc
directors and of the holders of at least two-thlthe outstanding shares of voting stock not ahmethe interested stockholder. The
existence of this provision would be expected teehan antitakeover effect, including attempts that might tesua premium over the mark
price for the shares of Common Stock held by stollédrs.

The Company's Certificate of Incorporation and By include certain provisions that (i) allow then@pany to issue Preferred Stock with
rights senior to those of the Common Stock withenut further vote or action by the stockholders,liinit the right of the stockholders to call
a special meeting of stockholders, and (iii) alkim@ Company to impose various procedural and gtgrirements that could make it more
difficult for stockholders to effect certain corpte actions. Such provisions could have the efentaking it more difficult for a third party
acquire, or of discouraging a third party from atpding to acquire, control of the Company. Suchvimions could limit the price that certain
investors might be willing to pay in the future &rares of the Company's Common Stock. See "Ristofsa-Anti-takeover Provisions."

TRANSFER AGENT
The Company's transfer agent and registrar fa@asimon Stock is BankBoston, N.A.
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UNDERWRITING

Subject to the terms and conditions of the UndeingiAgreement, the underwriters named below (tthederwriters") have agreed to
purchase from the Company and the Selling Stocldnslthe following respective number of shares ah@wmn Stock:

Number of
Underwriter Shares
UBS SecuritieS LLC...ccoiiiiiiiiiieeeeeee e
Lehman Brothers INC......coovvveveeieiiiiiicciicees e
PaineWebber Incorporated........ccccccovcccees e
Robertson, Stephens & Company LLC.........ccccccce.. e
TOtAl i e 2,500,000

The Underwriting Agreement provides that the Undéess' obligations are subject to certain condisiprecedent, including the absence of
any material adverse change in the Company's tassaral the receipt of certain certificates, opisiand letters from the Company and its
counsel. The nature of the Underwriters' obligat®such that they are committed to purchase alleshof Common Stock offered hereby
(other than those covered by the over-allotmeribapdescribed below) if any of such shares aretmased.

The Underwriters have advised the Company that pnegose to offer the shares of Common Stock dyréatthe public at the offering price
set forth on the cover page of this Prospectus@udrtain dealers at such price less a commissdpexceeding per share. The Underwriters
may allow, and such dealers may reallow, a congrgsit in excess of per share to certain otherdeahfter the Offering, the offering price
and other selling terms may be changed by the Wnriers.

The Company and the Selling Stockholders have gdatat the Underwriters an option, exercisable terldnan 30 days after the date of this
Prospectus, to purchase up to 375,000 additiorsabstof Common Stock to cover over-allotmentsnyf, at the public offering price set forth
on the cover page of this Prospectus. To the extanthe Underwriters exercise this option, eddh® Underwriters will have a firm
commitment to purchase approximately the same ptage thereof which the number of shares of Com8tonk to be purchased by it
shown in the above table bears to the total nurobshares of Common Stock offered hereby. The Compad the Selling Stockholders w
each be obligated, pursuant to the option, tosselh shares to the Underwriters to the extent ptieis exercised.

The Company and the Selling Stockholders have ddremdemnify the Underwriters against certaitiliies, including liabilities under the
Securities Act of 1933, as amended (the "Secut¥), and to contribute to payments the Undergvdtmay be required to make in respect
thereof.

All executive officers and directors of the Compamgd all Selling Stockholders have entered int&-ag agreements (the "Lock-Up
Agreements") pursuant to which they have agreedmsell, offer or agree to sell, contract to sgtgnt any option to purchase, make any
short sale or otherwise dispose of any shares ofr@an Stock, or any securities convertible intoxareisable or exchangeable for Common
Stock, for a period of 90 days after the date i Brospectus without the prior written consentBfS Securities LLC, except for

(i) transfers as a BONA FIDE gift or gifts, provitléhat the donee or donees thereof agree to beddmuthe restrictions set forth in the Lock-
Up Agreement and (ii) transfers without value ghareholder to one or more trusts establishedhfobénefit of the shareholder or members
of such shareholder's immediate family. In additiie Company has agreed that it will not, untild2gs following the date of this
Prospectus, without the prior written consent ofSJ8ecurities LLC, issue, sell, offer or agree 1§ geant, distribute or otherwise dispose of,
directly or indirectly, any shares of Common Staekgept that the Company may grant additional ogtend issue stock under the stock
option and stock purchase plans in effect on the dfthis Prospectus or issue shares of Commark$igon the exercise of outstanding
stock options and warrants.

The Underwriters have advised the Company thasyaunt to Regulation M under the Securities Acttaiempersons participating in the
Offering may engage in transactions, including ititabg bids, syndicate covering transactions @ tmposition of penalty bids, which may
have the effect of stabilizing or maintaining tharket price of the Common Stock at a level aboag which might otherwise prevail in the
open market.
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A "stabilizing bid" is a bid for the purchase of f@mon Stock on behalf of the Underwriters for thepase of fixing or maintaining the price
of the Common Stock. A "syndicate covering transattis the bid for or the purchase of the Commawck on behalf of the Underwriters to
reduce a short position incurred by the Underwsiterconnection with the Offering. A "penalty bid"an arrangement permitting UBS
Securities LLC, as managing underwriter, to reclimselling concession otherwise accruing to @isgte member in connection with the
Offering if the Common Stock originally sold by susyndicate member is purchased in a syndicatericgvigansaction and has therefore not
been effectively placed by such syndicate membee. OUnderwriters have advised the Company that sacksactions may be effected on the
Nasdaq National Market or otherwise and, if comneenenay be discontinued at any tir

LEGAL MATTERS

The validity of the shares of Common Stock offebgdhe Company hereby will be passed upon for thgany by Thelen, Marrin, Johnson
& Bridges LLP, San Francisco, California, who hated as counsel to the Company and the SellinckBtdders in connection with the
Offering. Certain legal matters in connection witie Offering will be passed upon for the Underwstey Wilson Sonsini Goodrich & Rose
Professional Corporation, Palo Alto, California.

EXPERTS

The consolidated financial statements of the Companof December 31, 1996, 1995 and 1994, incledieslvhere in this Prospectus, have
been included in reliance on the report of ArthudArsen LLP, independent accountants, given oaudtteority of said firm as experts in
accounting and auditing.

AVAILABLE INFORMATION

The Company has filed with the Securities and ErgeaCommission, Washington, D.C. 20549, a Registr&tatement on Form S-3 under
the Securities Act, with respect to the Common IStaféered hereby. This Prospectus does not cofhf the information set forth in the
Registration Statement and the exhibits and scksedbkreto, to which reference is hereby madeei®@taits made in this Prospectus as to the
contents of any contract, agreement or other doontneéerred to are not necessarily complete. Wadpect to each such contract, agreement
or other document filed as an exhibit to the Regigin Statement, reference is made to the extub& more complete description of the
matter involved, and each such statement shalebendd to be qualified in its entirety by such refee.

Advanced Energy is subject to the informationalireements of the Exchange Act and, in accordaneesttith, files reports, proxy stateme
and other information with the Commission. Sucloré proxy statements and other information fidgdAdvanced Energy may be inspected
and copied at the public reference facilities naived by the Commission at Room 1024, Judiciarg&1450 Fifth Street, N.W., Washingt
D.C. 20549, and at the Commission's regional aéfloeated at Seven World Trade Center, Suite 1868 York, New York 10048, and
Citicorp Center, 500 West Madison Street, Suite0l4Chicago, lllinois 60661-2511. Copies of suchemat can be obtained by mail from the
Public Reference section of the Commission at Jaidid®laza, 450 Fifth Street, N.W., Washington, 220549, at prescribed rates. In
addition, reports, proxy statements and other imédron that Advanced Energy files with the Comnaastlectronically are contained in the
Internet Web site maintained by the Commission. Themission's Web sit address is http://www.sec.dbre Common Stock is quoted on
the Nasdaq National Market. Reports, proxy statésand other information concerning the Company bwinspected at the offices of the
National Association of Securities Dealers, IncL&35 K Street, N.W., Washington, D.C. 200
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
To the Stockholders and Board of Directors of
Advanced Energy Industries, Inc.:

We have audited the accompanying consolidated balsineets of Advanced Energy Industries, Inc. (aiae corporation) and subsidiaries
as of December 31, 1996 and 1995, and the relatesbtidated statements of income, stockholderstyeqnd cash flows for each of the
three years in the period ended December 31, T88&e consolidated financial statements and thedsi referred to below are the
responsibility of the Company's management. Oysarsibility is to express an opinion on these ctidated financial statements and
schedule based on our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgeedhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstaterdenaudit includes examining, on a test
basis, evidence supporting the amounts and dis@lssn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememiell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial stateteeaferred to above present fairly, in all matenégpects, the financial position of Advan:
Energy Industries, Inc. and subsidiaries as of Biser 31, 1996 and 1995, and the results of tharaipns and their cash flows for each of
the three years in the period ended December 38, 18 conformity with generally accepted accougfminciples.

Arthur Andersen LLP

Denver, Colorado
January 31, 1997



ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

(IN THOUSANDS)

CURRENT ASSETS:
Cash and cash equivalents...............ccc......
Accounts receivable--
Trade (less allowances for doubtful accounts of
$210 at December 31, 1996 and 1995, respectiv
Related parties........ccccccvvveereeeennnnnn.

Deferred income tax assets, net current

Total current assets..........cccceeeeeeee.

PROPERTY AND EQUIPMENT, at cost, net of accumulated
and $3,634 at December 31, 1996 and 1995, respect

OTHER ASSETS:
Deposits and other........ccccccceeeveiiiiinnns
Demonstration and customer service equipment, net
depreciation of $1,276 and $902 at December 31,
respectively......cccccveevieiinieneennnin,

Total assetS........coeevvvvivciiiviiinennns

LIABILITIES AND STOC
CURRENT LIABILITIES:
Accounts payable--

Accrued payroll and employee benefits............
Other accrued expenses..........cccccvveveeeenns
Customer deposits...........cueeenn.
Accrued income taxes payable
Capital lease obligations, current portion.......
Notes payable, current portion...................

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

LONG-TERM LIABILITIES:
Capital lease obligations, net of current portion
Notes payable, net of current portion............
Deferred income taxes..........ccccoevvveennnnns

Total liabilities...........cccovveeeeeenn..

COMMITMENTS AND CONTINGENCIES (Note 11)
STOCKHOLDERS' EQUITY (Note 1):
Preferred stock, $0.001 par value, 1,000 shares a
and outstanding...........ccceoeveieeenninnen.
Common stock, $0.001 par value, 30,000 shares aut
21,069 shares issued and outstanding, respectiv
Additional paid-in capital.......................
Retained earnings............
Stockholders' notes receivable...................
Deferred compensation.................... .
Cumulative translation adjustment................

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

Total liabilities and stockholders' equity...

DECEMBER 31,

......................... $ 11,231 $ 13,332

approximately $242 and
15,287 13,540

541 979
288 653
13,976 16,104
1,013 663
1,223 1,031

......................... 1,139 815
of accumulated
1996 and 1995,
......................... 1,833 1,563

KHOLDERS' EQUITY

$ 2,253 $ 6,665

2,396 2,763
1,156 749
166 113
1,485 1,336
315 363
609 564
......................... 8,380 12,553
......................... 169 494
......................... 958 1,063
......................... 28 122
1,155 1,679
......................... 9,535 14,232

elY. s 21 21
. 23,075 22,925
25,065 19,921
(1,083) (1,083)
(82) (130)
(500) (567)




THE ACCOMPANYING NOTES TO CONSOLIDATED FINANCIAL ST ATEMENTS ARE AN INTEGRAL PART

OF THESE CONSOLIDATED BALANCE SHEETS.
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME

(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

YEARS ENDED DECE MBER 31,
1006 1995 " 1004
SAIES...ooo $ 98,852 § 94,70 8 § 51,857
COSt Of SAIES...civiiiiiii e e 62,038 49,31 4 26,043
GIOSS PIOMit oo 36,814 4539 4 25814

Operating expenses:

Research and development 2 5,849
Sales and marketing................ 1 4,658
General and administrative....................... 3 5304
Total operating exXpenses.............ccceee... 6 15,811
Income from operations..........cccccceeeeeeinnnn. 8 10,003
Other income (expense):
INtErest INCOME.....ovvieiiiiiiiiiiieeeeeeee e 455 7 1 86
Interest expense................... (168) (61 2) (643)
Foreign currency (loss) gain..................... (351) ( 7) 389
Other income (expense), Net.........cccceeeeunee 157 15 5 (132)
93 (39 3) (300)
Income before iINCOME taxes.....cccccovvvveeeencees s 8,304 21,08 5 9,703
Provision for inCOMe taxesS.......ccocceeevcceccees e 3,160 7,80 4 3,740
NELINCOME. ..o $ 5,144 $ 13,28 1$ 5963
Netincome per Shar€.......cccccveevveevcceeeees e $ 024 % 06 9% 032
Weighted average common and common equivalent share s outstanding................. 21,666 19,31 0 18,605



ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

FOR THE YEARS ENDED DECEMBER 31, 1996, 1995 AND 199

COMMON ST OCK ADDITIONAL STOCKHOLDERS' CUMULATIVE
---------------------- PAID-IN  RETAINED NOTES DEFERRED TRANSLATION
SHARES A MOUNT CAPITAL EARNINGS RECEIVABLE COMPENSATION  ADJUSTMENT
BALANCES, December 31, 1993........ 17,091 $ 17 $ 119 $ 805 $ --
Election of C corporation

status.... -- -- 58 (58) - -- --

_— -— 1 _— - - -
cash.....cocvviiiiiinins 202 - 167 - - - -
Equity adjustment from forelgn
currency translation........... - -- -- -- -- -- 124
Acquisition of minority
i - - 22 (70) -- - -
- - - 5,963 -- - -
BALANCES, December 31, 1994........ 17,293 17 367 6,640 - - 194
Equity adjustment from forelgn
currency translation........... - - - - -- - (761)
Exercise of stock options for
cash.....ccccveiiiciinnns 140 1 124 - - - -
Exercise of stock options in
exchange for stockholders'
notes receivable............... 1,236 1 1,082 - (1,083) - --
Deferred compensation on stock
options issued................. -- 142 -- -- (142) --
Amortization of deferred
compensation... - - - - - 12 -
Sale of common s ock through
public offering, net of
approximately $2,790 of
expenses.... 2,400 2 21,210 - -- -- -
Net income.... -- -- - 13,281 -- - -
BALANCES, December 31, 1995........ 21,069 21 22,925 19,921 (1,083) (130) (567)
Equity adjustment from forelgn
currency translation........... - - - - - - 67
Exercise of stock options for
cash.....coveiiiiiiinns 199 - 150 - - - -
Amortization of deferred
compensation................... - - - - -- 48 -
Netincome................ - - - - 5,144 - - -
BALANCES, December 31, 1996........ 21,268 $ 21 $ 23,075 $ 25,065 $ (1,083) $ (82 $ (500)
TOTAL
BALANCES, December 31, 1993........ $ 1,011
Election of C corporation
StAtUS. ...eveeereiciiee -
Warrants issued.................. 1
Exercise of stock options for
cash.....cccoovviiiicinn, 167
Equity adjustment from foreign
currency translation........... 124
Acquisition of minority
interest. (48)
Net income... 5,963
BALANCES, December 31, 1994........ 7,218
Equity adjustment from foreign
currency translation........... (761)
Exercise of stock options for
cash.....covviiiiiinns 125

Exercise of stock options in
exchange for stockholders'
notes receivable............... -
Deferred compensation on stock
options issued................. -
Amortization of deferred
compensation................... 12
Sale of common stock through
public offering, net of



approximately $2,790 of

EXPENSES......oovverriieannen. 21,212
Netincome..........cceevenens 13,281
BALANCES, December 31, 1995........ 41,087
Equity adjustment from foreign
currency translation........... 67
Exercise of stock options for
cash.....ccvviiiiiinnns 150
Amortization of deferred
compensation................... 48
Net income.........ccccuvvveeene. 5,144

BALANCES, December 31, 1996........ $ 46,496

THE ACCOMPANYING NOTES TO CONSOLIDATED FINANCIAL ST ATEMENTS ARE AN INTEGRAL PART

OF THESE CONSOLIDATED STATEMENTS.
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

YEARS ENDED DECEM BER 31,
1996 1995 1994
CASH FLOWS FROM OPERATING ACTIVITIES:
NEtINCOME .o e $ 5,144 $ 13,281 $ 5,963
Adjustments to reconcile net income to net cash p rovided by operating
activities --
Depreciation and amortization...................———— 2,609 1,543 1,052
Provision for deferred income taxes............ (286) (252 )  (657)
Amortization of deferred compensation.......... 48 12 --
Minority interest..........ccccceevveeeernne - - (15)
Loss on disposal of property and equipment..... 41 66 113

Changes in operating assets and liabilities --

Accounts receivable-trade, net................ s (,747) (5,477 ) (3,291)
Related parties and other receivables........ 803 (889 ) 147
INVENLONES....uvvvveieeeeeeeee i 2,128 (8,907 ) (3,419)
Other current assets.. (350) (371 ) (149)
Deposits and other (324) (225 ) (316)
Demonstration and customer service equipment. (644) (937 ) (154)
Accounts payable, trade...............c...... (4,412) 3,568 1,210
Accrued payroll and employee benefits........ (367) 725 937
Customer deposits and other accrued expenses. e 460 149 275
Income taxes payable.......cccccooeeeeneeees s 149 1,388 (52)
Accrued payments to S corporation stockholder s for income taxes........... -- -- 477)
Net cash provided by operating activities L 3,252 3,674 1,167
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property and equipment, net.......... . (5,137) (3,824 ) (2,763)
Net cash used in investing activities.... L (5,137) (3,824 ) (2,763)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from notes payable...........cccccceeeee. 1,606 31,179 23,185
Repayment of notes payable and capital lease obli gationS........ccovveeeenes (2,039) (34,103 ) (21,581)
Repayment of subordinated notes to stockholders.. - (4,538 ) (262)
Sale of common stock, net of eXpenses............. - 21,212 --
Proceeds from exercise of stock options and warra nts... 150 125 168
Acquisition of minority interest................ - - (48)
Net cash (used in) provided by financing activities................... (283) 13,875 1,462
EFFECT OF CUMULATIVE TRANSLATION ADJUSTMENT ........ toiiirevecneenee e 67 (761 ) 124
(DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS... ..o (2,101) 12,964 (10)
CASH AND CASH EQUIVALENTS, beginning of period..... s 13,332 368 378
CASH AND CASH EQUIVALENTS, end of period........... e $ 11,231 $ 13,332 $ 368
SUPPLEMENTAL DISCLOSURE OF NON-CASH INVESTING AND FNANCING ACTIVITIES:
Deferred compensation on stock options issued.... . $-- $ 142 $ -
Assets acquired with capital lease.............~ L $-- % - $ 145
Exercise of stock options in exchange for stockho Iders' notes receivable...... $-- $ 1,083 $ -
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid for interest......ccccccvvvevvceeeeees e $ 168 $ 604 $ 618
Cash paid for income taxes................c.... $ 4,415

THE ACCOMPANYING NOTES TO CONSOLIDATED FINANCIAL ST ATEMENTS ARE AN INTEGRAL PART

OF THESE CONSOLIDATED STATEMENTS.
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(1) COMPANY OPERATIONS

Advanced Energy Industries, Inc. (the "Company"¥ecorporated in Colorado in 1981 and reincorpatan Delaware in 1995. The
Company is primarily engaged in the development@oduction of power conversion and control systerhieh are used by manufacturers
of semiconductors and in industrial thin film maaetfiring processes. The Company owns 100% of datie dollowing subsidiaries:
Advanced Energy Japan, K.K. ("AE-Japan"), AdvanEedrgy, GmbH ("AE-Germany") and Advanced Energy Wknited ("AE-UK").
Effective January 1, 1994, the Company convertethit status from being an S corporation to a @aration, and acquired the remaining
minority interest in each of these subsidiariesdifidnally, the Company formed Advanced Energy lstdes, FSC ("AE-FSC") in 1994.

In September 1995, the Company reincorporated lavizare with an authorized capitalization of 30,000, shares of common stock, $0.001
par value. Also in September 1995, the Companyaygr a three for one share common stock splitsiddire and per share data have been
retroactively adjusted in the accompanying constdd financial statements for the effect of thelstplit. Additionally, the Company also
authorized 1,000,000 shares of $0.001 par valuempee stock.

The Company continues to be subject to certairs isékilar to other companies in its industry. Thesks include the volatility of the
semiconductor industry, customer concentrationiwithe industry, technological changes, dependendhe Japanese market, foreign
currency risk and competition. A significant chamgeny of these risk factors could have a matémglact on the Company's business.

(2) SIGNIFICANT ACCOUNTING POLICIES

BASIS OF PRESENTATION -The consolidated financial statements includeatteounts of the Company and its subsidiaries. igfiifcant
intercompany accounts and transactions have baamated in consolidation.

CASH AND CASH EQUIVALENTS -- For cash flow purposese Company considers all cash and investmeniksani original maturity of
90 days or less to be cash and cash equivalents.

INVENTORIES -- Inventories include costs of matésjalirect labor and manufacturing overhead. Ineges are valued at the lower of cost
or market, computed on a first-in, first-out basis.

DEMONSTRATION AND CUSTOMER SERVICE EQUIPMENT -- Damstration and customer service equipment are rmatured
products utilized for sales demonstration and ea&n purposes. The Company also utilizes thispgant in its customer service functior
replacement and loaner equipment to existing custerdll equipment is held for sale.

The Company depreciates the equipment based estitsated useful life in the sales and customefigefunctions. The depreciation is
computed based upon a 3-year life.

PROPERTY AND EQUIPMENT -- Property and equipmendtested at cost. Additions, improvements, and maoewals are capitalized.
Maintenance, repairs, and minor renewals are exgeas incurred.

Depreciation is provided using straight-line andederated methods over three to ten years for maghiand equipment. Amortization of
leasehold improvements and leased equipment isda@wsing the straight-line method over the lif¢he lease term or the life of the assets,
whichever is shorter.

CONCENTRATIONS OF CREDIT RISK -- The Company's neves generally are concentrated among a small nuofilseistomers, the
majority of which are in the semiconductor indusifte Company establishes an allowance for doubtfiebunts based upon factors
surrounding the credit risk of specific customéiistorical trends and other information.
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

(2) SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) WARANTY POLICY -- The Company estimates the antioggatosts of
repairing products under warranty based on thetidstl average cost of the repairs. The Compamreffvarranty coverage for its systems
periods ranging from 12 to 24 months after shipment

CUMULATIVE TRANSLATION ADJUSTMENT -- The functionaturrency for the Company's foreign operationsiésapplicable local
currency.

The Company records a cumulative translation adjest from translation of the financial statemeritdB-Japan, AE-Germany and AE-UK.
This equity account includes the results of traimgigall balance sheet assets and liabilities atectt exchange rates as of the balance sheet
date, and the statements of operations at the geesechange rates during the respective year.

The Company recognizes gain or loss on foreigneoary transactions which are not considered to lzelofig-term investment nature. The
Company recognized a (loss) gain on foreign cusréransactions of $(351,000), $(7,000) and $389f00the years ended December 31,
1996, 1995 and 1994, respectively.

REVENUE RECOGNITION -- The Company recognizes rexewhen products are shipped.

INCOME TAXES -- The Company accounts for incomeetin accordance with Statement of Financial ActingrStandards ("SFAS") No.
109, "Accounting for Income Taxes." In accordand#\8FAS No. 109, deferred tax assets and liabditire recognized for temporary
differences between the tax basis and financiaintey basis of assets and liabilities, computecuatent tax rates.

NET INCOME PER COMMON AND COMMON EQUIVALENT SHARLI-- Net income per share is computed based on petria
attributable to common stock and the weighted ayeeraumber of common and common equivalent shatssaoding during each of the
periods since the Company became a C corporation.

All share and income per share data have beentadjter all periods to reflect the three for onétgg common shares approved by the
Company's stockholders in September 1995 (Note 1).

ESTIMATES AND ASSUMPTIONS -- The preparation of tiempany's consolidated financial statements ifiararity with generally
accepted accounting principles requires the Compangnagement to make estimates and assumptidrefféne the amounts reported and
disclosed in the consolidated financial statemantsaccompanying notes. Actual results could diffem those estimates.

ACCOUNTING PRONOUNCEMENT -- In March 1995, the Firedal Accounting Standards Board ("FASB") issuedASHo. 121,
"Accounting for the Impairment of Long-Lived Assetsd for Long-Lived Assets to be Disposed Of." S 121 requires that long-lived
assets and certain identifiable intangibles toddd hnd used by an entity be reviewed for impairmérenever events or changes in
circumstances indicate that the carrying amouincdisset may not be recoverable. The adoption AE¥0. 121 in 1996 did not have a
significant impact on the Company's consolidatedrtial condition and results of operations.

(3) INITIAL PUBLIC OFFERING

In November 1995, the Company closed on the intigdlic offering of its common stock. In connectiwith the offering, 2,400,000 shares
previously unissued common shares were sold d@te pf $10 per share, providing gross proceed4f(00,000, less $2,790,000 in offering
costs.
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
(4) ACCOUNTS RECEIVABLE, TRADE
Accounts receivable, trade consisted of the folimui

December 31,

1996 1995

(in thousands)
DOMESHIC...uvieiiieiiie e e $ 9,944 $ 8,825
0 1= 5585 4,925
Allowance for doubtful accounts........cccccceeeee. e (242) (210)

(5) INVENTORIES
Inventories consisted of the following:

December 31,

(in thousands)

$ 11,149 $ 11,104
1,122 1,936
1,705 3,064

Parts and raw materials............ccccccoevnenn.
Work in process........ .
Finished goods............coooviiiviiiiiienennn.

(6) PROPERTY AND EQUIPMENT
Property and equipment consisted of the following:

December 31,

1996 1995

(in thousands)
Machinery and equipment.......c.ccccceevveeeeeees e, $ 5708 $ 3,974
Computers and cCOmMmMUNICAtioON.......ccccvvvveeeeeee e 4,793 3,693
Furniture and fixtures........cccccoceevvvcceeeees 1,996 1,211
VENICIES. ..o e 140 154
Leasehold improvementS......cccccocveevevvvvenceeee e 2,642 1,241

15,279 10,273
Less -- accumulated depreciation...............c... e (5,779) (3,634)



ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

(6) PROPERTY AND EQUIPMENT (CONTINUED) Included the cost of property and equipment above is equipmletained through
capitalized leases. The net book value of capédlirased equipment included in property and egeiprabove was as follows at December

31, 1996 and 1995:

Machinery and equipment..............cccccuveeeens

Computers and communication.............cccc..eee..

Furniture and fixtures...........c.cccccceeeeinne

December 31,

(in thousands)

.......................... $ 243 $ 426

.......................... 62 245
.......................... 14 29

$ 319 % 700

Depreciation of assets acquired under capitalizadds is included in depreciation expense.

(7) NOTES PAYABLE

Term loan of $1,500,000, commencing December 5, 199
equal payments of $41,667 plus accrued interest a
December 31, 1996). Collateralized by all corpora

Revolving line of credit of $10,000,000, maturing N
rate or the LIBOR rate plus 0.25%. Loan covenants
related to working capital, leverage, net worth a

Line of credit to purchase equipment of $2,000,000.
prime rate plus 0.75% (9.25% at December 31, 1995
expired on July 31, 1995.............ccevvnnne

6, principal is due monthly in thirty-six
t bank's prime rate plus 0.25% (8.5% at
te fixed assets except those leased. (a).... $ 1

ovember 5, 1997. Interest at bank's prime
provide certain financial restrictions
nd profitability. (0)............cccnnee --

Interest was due monthly at the bank's
). The final draw period for this line

ecember 31,

n thousands)

458 $ --

567 1,627

(609)  (564)

(a) The Company entered into an agreement effe€ateber 31, 1996, providing a $2.5 million lineapédit to purchase equipment. The
Company has the option to convert borrowings tareet year term loan bearing interest at the bamkise rate plus 0.25%. During 1996, the
Company borrowed $1,500,000 under the line of teail converted this amount to a term loan witlalartce of $1,458,000 as of December
31, 1996.

(b) The Company has the option to convert up toniiion of borrowings under its $10 million line ofedit to a three year term loan bearing
interest at prime plus 0.5%.
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
(7) NOTES PAYABLE (CONTINUED) Annual maturities abtes payable outstanding at December 31, 1996tided above are as follov

(in
thousands)
Years ended December 31 --

(8) SUBORDINATED NOTES PAYABLE TO STOCKHOLDERS

Effective December 31, 1993, the Company distrith$4,800,000 of accumulated earnings of the Compaitg majority stockholders in the
form of notes payable. During 1995, the Companwyictthe subordinated notes payable through proaeed$sed from its initial public
offering (Note 3).

(9) INCOME TAXES

Effective January 1, 1994, the Company terminatedtatus as an S corporation, electing to be tagexdC corporation. As of that date, the
Company was required to recognize in income frontinaing operations the net deferred tax assetdiahitities for temporary differences
the date it became a taxable enterprise. The megulet deferred tax asset recognized in incom® ftontinuing operations as part of the
provision for income taxes for 1994 in the acconyirag consolidated financial statements at Januafy¥®4 was approximately $446,000.

For the years ended December 31, 1996 and 199prdkiesion for income taxes consists of an amoantdxes currently payable and a
provision for taxes deferred to future periods.

The provision (benefit) for income taxes for thasgeeended December 31, 1996, 1995 and 1994, @laws:

December 31,

1996 1995 1994

(in thousands)

Federal...cocovviiniiiiii e e $ 2,744 $ 5827 $ 2,534
State and local.....ccccvvveeeveiiiiieeeiieeeeee 568 918 646
Foreign taxesS...ccccccveveeeeeiiieiiiiieee s (152) 1,059 560

$ 3,160 $ 7,804 $ 3,740

CUIMENE. i e, $ 3,446 $ 8,056 $ 4,397
Deferred.....ooveeiiiciiiiiiiiieieeees e (286) (252) (657)

$ 3,160 $ 7,804 $ 3,740
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

(9) INCOME TAXES (CONTINUED) The following reconeis the Company's effective tax rate to the fedselitory rate for the years
ended December 31, 1996, 1995 and 1994:

December 31,

1996 1995 1994

(in thousands)
$ 2,823 $ 7,397 $ 3,299

375 596 427
(108)  (208) (23)
77 49 43
(168) 316 444
- - (446)
(182) (260) --

343 (86) (4)

Income tax expense per federal statutory rate......
State income taxes, net of federal deduction.......
Foreign sales corporation.............ccccccuveee..
Nondeductible expenses
Effect of foreign taxes.........cccccvvvvvvennnnn.

Change in tax status from S to C corporation.......
Tax credits

$ 3,160 $ 7,804 $ 3,740

The Company's deferred income taxes are summaaizéallows:

December 31, December 31,
1996 Change 1995

(in thousands)
Deferred tax assets:

Employee bonuses e ———— $ -- $ (218) $ 218
Warranty reserve............. ——— 175 98 77
Bad debtreserve......cccccooocvvciiiiiieen. L 75 17 58
Vacation accrual........ccooeeevvcvvveeennceees Ll 326 (34) 360
Obsolete and excess inventory........ccccoeeeeee. L 574 270 304
Other. i 73 59 14
1,223 192 1,031

Deferred tax liabilities:

Accumulated depreciation.........cccccccvveeee. L (28) 94 (122)
Net deferred income tax assets........coeceveeee. Ll $ 1,195 $ 286 $ 909

The domestic versus foreign component of the Coyiparet income before income taxes at Decembet @, 1995 and 1994, was as
follows:

December 31,

1996 1995 1994

(in thousands)
DOMESHIC.ccuviiiciiciicsicrieeieeveeeeeee $ 8,255 $ 18,969 $ 8,920
[0 =T 49 2,116 783

$ 8,304 $ 21,085 $ 9,703

(10) RETIREMENT PLAN

The Company has a 401(k) Profit Sharing Plan whalers all full-time employees who have completgdsonths of full-time continuous
service and are age eighteen or older. Participaatsdefer up to 20% of
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

(10) RETIREMENT PLAN (CONTINUED) their gross pay tpa maximum limit determined by law ($9,500 dgrit©96). Participants are
immediately vested in their contributions.

The Company may make discretionary contributiorsetlaon corporate financial results for the fisadry The Company may also make
discretionary matching contributions to employeecants up to $100 per employee annually. The Comipaatal contributions to the plan
were approximately $45,000, $537,000 and $325,00€he years ended December 31, 1996, 1995 and i&§zkctively. Vesting in the
profit sharing contribution account (company cdnition) is based on years of service, with a piaditt fully vested after five years of

credited service.
(11) COMMITMENTS AND CONTINGENCIES

CAPITAL LEASES

The Company finances a substantial portion ofriéperty and equipment (Note 6) under capital ledsigations at interest rates ranging fr
7.63% to 8.66%. The future minimum lease paymenteucapitalized lease obligations as of Decembef 396, are as follows:

(in
thousands)
$ 344

Total minimum lease payments.....................
Less -- amount representing interest.............
Less -- current portion...........cc.ceeeveeen.

OPERATING LEASES

The Company has various operating leases for aliib@spequipment, and office and production spatd 13). Lease expense under
operating leases was approximately $1,788,000881000 and $858,000 for the years ended Decembhdi996, 1995 and 1994,

respectively.
The future minimum rental payments required undgrcancelable operating leases as of December 96, 48 as follows:
(in

thousands)
.............................. $ 1,776

GUARANTEE

In September 1996, the Company extended a guarfomtae$1,000,000 bank term loan for an additigregr, entered into by an entity that
serves as a supplier to the Company. An officehefCompany serves as a director of such entity.
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

(12) FOREIGN OPERATIONS

The Company operates in a single industry segmghtoperations in the U.S., Japan and Europe. dh@fing is a summary of the
Company's foreign operations:

Years Ended December 31,

1996 1995 1994

(in thousands)
Sales:

Originating in Japan to unaffiliated customers...
Originating in Europe to unaffiliated customers..

......... $ 6,467 $ 11,997 $ 7,803
......... 8,023 6,237 3,950

Originating in U.S. and sold to unaffiliated fore ign
CUSEOMEIS..coiiiiiiiiiiiiiieeeeeeeeeeeee 9,506 9,018 5,467
Originating in U.S. and sold to domestic customer Serreeens 74,856 67,456 34,637
Transfers between geographic areas................ ... 10,496 11,524 8,226
Intercompany eliminations...........cccceeeeeee. L (10,496) (11,524) (8,226)

$ 98,852 $ 94,708 $ 51,857

Income (loss) from operations:

......... $ (920)$ 1,094 $ 554
......... 1,056 953 (51)
......... 8,383 19,448 10,075
......... (308) (17)  (575)

$ 8,211 $ 21,478 $ 10,003

JAPAN....cciiicie e $ 6,445 $ 6,342 $ 4,286
BUIOPE. .o 3,788 2,502 1,813
U S e 54,736 54,415 22,984

......... (8,938) (7,940) (5,934)

$ 56,031 $ 55,319 $ 23,149

Intercompany sales among the Company's geograpas are recorded on the basis of intercompanggdstablished by the Company.

(13) RELATED PARTY TRANSACTIONS

During 1994, a limited liability partnership contsig of certain officers of the Company and othwefividuals entered into an agreement to
purchase an office and manufacturing facility. plaetnership remodeled the office and manufactuidedity and leased the facility to the
Company under an operating lease. During 1994Ctmapany provided "bridge" financing in the amouih$8,000,000 to the partnership to
purchase and remodel the building. The Company ohowte this facility during 1994. The Company renagd $86,000 of interest income
related to this transaction during 1994. The pastmie repaid the bridge loan in the third quart@®4 when it obtained permanent financing
for the facility. This lease expires in 2009 witimanthly payment of approximately $39,000. In Sefiter 1995, the Company entered into a
new lease agreement with this partnership for klimgj being constructed adjacent to the Compamgsutive offices. The lease relating to
this facility expires in February 2011 with monthignt expense of approximately $46,000.

The Company also leases other office and produspaice from another limited liability partnershgmsisting of certain officers of the
Company and other individuals. The lease relatingpis space expires in 2002 with a monthly paynoémipproximately $23,000.
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

(13) RELATED PARTY TRANSACTIONS (CONTINUED) Approriately $1,364,000, $800,000 and $600,000 was ctidogesnt expense
attributable to these leases for the years endedrbiger 31, 1996, 1995 and 1994, respectively.

The Company leases, for business purposes, a camdomowned by a partnership of certain stockhadd&he Company paid the partners
$36,000 for each of the years ended December 35, 1995 and 1994, relating to this lease.

Included in AE-Japan's accounts receivable at Dbeeidl, 1996, 1995 and 1994, is approximately $8®4,$953,000 and $500,000,
respectively, due from an entity that is controltgdthe president of AE-Japan. This entity alscoaated for approximately 3%, 3% and 4%
of consolidated sales during 1996, 1995 and 19%pectively.

On June 29, 1995, certain stockholders of the Compaercised options to purchase shares of the @oy'gpcommon stock for an aggregate
exercise price of $1,083,000. In exchange for theksthe Company received notes receivable in theusnt of the exercise price. These notes
receivable bear interest at 6.83% which is payableially and the principal balance is due in JW@02As of December 31, 1996, the
Company has approximately $110,000 of accruedesténcome related to these notes included invabéis from related parties.

(14) MAJOR CUSTOMERS

The Company's sales to major customers (purchasesess of 10% of total sales) are to entitieckvhre primarily manufacturers of
semiconductor equipment and, for the years endegbker 31, 1996, 1995 and 1994 are as follows:

December 31,

CUSIOMEr AL s 27% 24% 21%

CUSIOMEr Buovviiiiiiiieeeeeiviiiiiieeeeeees s 20% 17% 17%
47% 41% 38%

(15) STOCK PLANS

EMPLOYEE STOCK OPTION PLAN -- During 1993, the Coamy adopted an Employee Stock Option Plan (the 'l&yee Option Plan™)
which was amended and restated in January andrBieptel 995. The Employee Option Plan allows issuah@gcentive stock options,
nonstatutory options, and stock purchase rights.&Xercise price of incentive stock options shatlllbe less than 100% of the stock's fair
market value on the date of grant. The exercisge@f nonstatutory stock options shall not be teas 50% of the stock's fair market value
the date of grant. Options issued in 1996, 19951884 were issued at 100% of fair market valueleasrmined by the Company, with typi
vesting of one-third at the end of one year, arattguly thereafter until fully vested after thresays. Under the Employee Option Plan, the
Company has the discretion to accelerate the yeptniod. The options are exercisable for ten yfrara the date of grant. The Company has
reserved 3,500,000 shares of common stock foistheance of stock under the Employee Option Plashwigrminates in June 2003.

In connection with the grant of certain stock opi@n June 30, 1995, the Company recorded $14f0fferred compensation for the
difference between the deemed fair value for actiogmpurposes and the option price as determinetidompany at the date of grant. This
amount is presented as a reduction of stockholdqusty and will be amortized over the 3 year vasfieriod of the related stock options.
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

(15) STOCK PLANS (CONTINUED) In addition, the Conmyeoffered to employees the right to purchase 1 \@8@rrants for approximately
$0.02 each in fiscal 1994. Each warrant permittagleyees to purchase one share of common stoelrahérket value, as determined by
Company, at the time the warrant was granted. Tdreamts were exercised during 1994. There are mmawa outstanding as of December
31, 1996 and 1995.

EMPLOYEE STOCK PURCHASE PLAN -- In September 199 ckholders approved an Employee Stock Purchase(fPle "Stock
Purchase Plan") covering an aggregate of 200,08@slof common stock. Employees are eligible ttiggpate in the Stock Purchase Plan if
employed by the Company for at least 20 hours pakvduring at least five months per calendar yearticipating employees may have uj
15% (subject to a 5% limitation set by the Compsubgard of directors for fiscal 1996) of their aags or a maximum of $1,250 per six
month period withheld pursuant to the Stock Purelizlan. Common stock purchased under the Stockhsedlan will be equal to 85% of
the lower of the fair market value on the commeneetnadate of each offering period or the relevamtpase date. During 1996, employees
purchased an aggregate of 11,572 shares undetdtie Purchase Plan and the Company recognized xipmtely $11,000 in compensation
expense.

OUTSIDE DIRECTOR STOCK OPTION PLAN -- In Septemid€95, the Company adopted the 1995 Nwnployee Directors Stock Optir
Plan (the "Directors Plan") covering 50,000 shafesommon stock. The Directors Plan provides fdomatic grants of nonstatutory stock
options to directors of the Company who are notleyges of the Company ("Outside Directors”). Punsua the Directors Plan, upon
becoming a director of the Company, each Outsidedbr will be granted an option to purchase 7 &itdres of common stock. Such options
will be immediately exercisable as to 2,500 shafesommon stock, and will vest as to 2,500 shafemmmon stock on each of the second
and third anniversaries of the grant date. On eaciiversary of the date on which a person becant@uside Director, an option for an
additional 2,500 shares is granted. Such additioptibns vest on the third anniversary of the aditgrant. Options will expire ten years after
the grant date, and the exercise price of the ngtiall be equal to the fair market value of thencoon stock on the grant date. The Directors
Plan terminates September 2005.

F-16



ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

(15) STOCK PLANS (CONTINUED) The following summaeiz the activity relating to options and warrantsti@ years ended December
31, 1996, 1995 and 1994:

1996 1995 1994
Weighted- Weighted- Weighted-
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Sha res Price

Stock options:
Incentive stock options --
Options outstanding at beginning of

PEeriod.....c.cvvveverinrinne 729 $2.62 1,904 $0.95 1,7 78 $0.83
Granted........ccoevereeiieninns 751 5.10 212 6.40 1 38 2.36
Exercised.. . (199) 8.51 (1,371) 3.53 3) 2.23
Terminated............cccveeeneenn. (440) 6.92 (16) 1.69 9) 0.99

Options outstanding at end of
Period.......ccovereeienenns 841 3.02 729 2.62 1,9 04 0.95

Options exercisable at end of
Period......ccccvereeienenns 326 1.51 391 0.88 1,6 16 0.83

Weighted-average fair value of options
granted during the period........... $3.14 $1.84 N/A

Price range of outstanding
OPLIONS....oivieieie i $0.83-$11 .05 $0.83-$11.05 $0.83- $2.53

Outside directors stock options --
Options outstanding at beginning of
period......c.ccovveviieniennns 15 $11.05 - $-- - $--

Options outstanding at end of
Period.......ccccveeviiireannns 20 9.82 15 11.05 - -

Options exercisable at end of
Period.......ccocueeviiriennnns 5 11.05 5 11.05 - -

Weighted-average fair value of options

granted during the period........... $4.68 $3.19 N/A
Price range of outstanding options.... $6.13-$11 05 $11.05 -
Warrants --

Warrants outstanding at beginning of

- 7 $3.48 2 00 $0.83
- - - 11 2.22
- (6) 2.27 1 98) 1.82
- 1) 3.99 (6) 0.88
Warrants outstanding at end of
Period.......ccovvvvenieeniinnnnn - - - 7 3.48
Price range of stock issuable under
WarTaNntS.......coveeeveereeeeneen $-- $-- $0.83- $2.53

Price range of warrants terminated....  $-- $1.41-$2.53 $0.83- $2.19
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

(15) STOCK PLANS (CONTINUED)

Statement of Financial Accounting Standards No, 128counting for Stock-Based Compensation” ("SFH& 123"), defines a fair value
based method of accounting for employee stock npta similar equity instruments. However, SFAS 23 allows the continued
measurement of compensation cost for such plang tisé intrinsic value based method prescribed B ®pinion No. 25, "Accounting for
Stock Issued to Employees" ("APB No. 25"), providledt pro forma disclosures are made of net incormess and net income or loss per
share, assuming the fair value based method of A323 had been applied. The Company has eléateccount for stock-based
compensation plans under APB No. 25. As a rehétQompany did not record compensation expensagl@f96 or 1995 for any of its
stock-based compensation plans since all optioms granted with an exercise price at or above thket price of the Company's common
stock at the date of grant.

For SFAS No. 123 purposes, the fair value of eagatlon grant is estimated on the date of grant uiegBlack-Scholes option pricing model
with the following weighted-average assumptions:

1996 1995
Risk-free interest rates......ccccccevvvceeeeees e 6.57% 6.16%
Expected dividend yield rates..........cccccceceeee. e 0.00% 0.00%
EXpected lIVES....cccovveiiiiiieiiiieiieicieeeee e 4 years 4 years
Expected volatility.......ccccoovvveeenviciecces s 110.16% 22.57%

The total fair value of options granted was comgutebe approximately $1,317,000 and $420,000Heryears ended December 31, 199€
1995, respectively. These amounts are amortizedlsabver the vesting period of the options. Curtiséacompensation cost recognized in
pro forma net income or loss with respect to ogithrat are forfeited prior to vesting is adjustecgaeduction of pro forma compensation
expense in the period of forfeiture. Pro forma ktbased compensation, net of the effect of forfeguand tax, was approximately $47,000
and $19,000 for 1996 and 1995, respectively.

Had compensation cost for these plans been detedngionsistent with SFAS No 123, the Company'simegime would have been reduced to
the following pro forma amounts:

1996 1995
(in thousands,
except
per share data)
Net Income:

AS TEPOMEd...coieiiiiiiiieiiieeeeeeeeee e $ 5,144 $ 13,281

Proforma.....ccccoiiiiiiiiiiiis e 5,097 13,262
Earnings Per Share:

AS TEPOMEd....ueeivieiecieecee e e $ 024 % 0.69

Proforma.....ccccoiiiiiiiiiiiis e 0.24 0.69

Because the SFAS No. 123 method of accounting dialseen applied to options granted prior to Jantaf995, the resulting pro forma
compensation cost may not be representative otdhat expected in future years.

The following table summarizes information about fitock options outstanding at December 31, 1996:

Options Outstanding

Weighted-Average Options Exercisable
Remaining = e e
Year Range of Number Contractual Weighted-Average  Number Weighted-Average
Granted Exercise Prices Outstandin g Life Exercise Price Exercisable Exercise Price
1993-1994........... $0.83 t0 $2.53 320,000 6.9 years $ 1.30 279,000 $ 113
... $2.57t0$11.05 108,000 8.5 years $ 5.03 51,000 $ 454
$3.88t0 $8.75 433,000 9.8 years $ 411 1,000 $ 3.88
861,000 8.5 years $ 3.18 331,000 $ 1.66



ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(IN THOUSANDS)

JUNE 30,
1997 DECEMBER 31,
(UNAUDITED) 1996

ASSE TS
Current Assets:
Cash and cash equivalents................c....... $ 11,183 $ 11,231
Accounts receivable............ccccccveveennn. 26,154 16,116
INVENLONIES. . .vvveeiieeeeeee e 16,169 13,976
Prepaid expenses and other current assets........ 637 1,013
Deferred income tax benefit..................... 1,223 1,223
Total current assetS......oevvvvevcccceceee e 55,366 43,559
Property and equipment, Net.......cccccccevvceeeees 9,028 9,500
Other @sSetS....cocvvviiiiiiiieieeeeeeeeeeeeeeeeee e, 1,657 2,972
Total @SSetS...ccovvevcieicieeceieceeeeeee e $ 66,051 $ 56,031

LIABILITIES AND STO
Current Liabilities:

Accounts payable...........cccccooviiiiiinnns
Accrued payroll and employee benefits............
Other accrued expenses..........cccccvveveenenns
Customer depoSitS.........ccvveeerriireeernnnns
Accrued income tax payable.............cc.cc.....
Current portion of long-term debt................

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

Long-term debt..........ocooviiiiiiiiiiiienenn.
Deferred income tax liability......................

Total liabilities............cccueeeernnen.
Stockholders' equity............cooocvvvviienenns

Total liabilities and stockholders' equity.....

The accompanying notes to consolidated financééstents are an integral part of these consolidstzhce sheets.

F-19



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

QUARTER ENDED JUNE 30,

1997 1996
(UNAUDITED) (UNAUDITED)
SAIES..oiii i e $ 32,690 $ 29,831
Costof saleS....cooovciiiiiiiiieeecceeees s 20,139 17,204
GroSS Profitueeeeeeeeiiiiieeeeieieeee e 12,551 12,627

Operating expenses:
Research and development....

Sales and marketing............... . 2,336 2,248

General and administrative....................... 1,702 2,330
Income from OperationS........ccoccvevvvceeeeeeee e 5,000 4,404
Other income (EXPENSE), NeL...cccvvvevveeeenenees i 286 (66)
Income before income taxes..........cccceevveceeees e 5,286 4,338
Provision for inCOme taxesS.....cccccceveeeees e 1,996 1,676
NEtINCOME...ccciiiiiieiiiiiee e e $ 3290 $ 2,662
Net income per share.........cccccceeeeeveniinnnns

Weighted average common and common equivalent share

SIX MONTHS ENDED JUNE
30,

1997 1996
(UNAUDITED) (UNAUDITED)
$ 53,358 $ 56,997

33,298 34,239

GroSS Profitieeeeeeeeiiieeiiicee e 20,060 22,758
Operating expenses:

Research and development........cccccceevceeeeees s 6,334 7,143

Sales and marketing............... 4,135 4,331

General and administrative 2,950 4,055
Income from OperationS........ccocceevvvceeeeneee e 6,641 7,229
Other eXpense, Net.....cccceeevveveeeeeeeees (101) (236)
Income before INCOME taXesS.....cccvcvvveevvceeees e 6,540 6,993
Provision for income taxes......ccccccovvvvees e 2,485 2,658
NEtINCOME.....oiiiiiiiiiiiieeieeeeeeee e $ 4055 $ 4,335
Netincome per share.......cccccccvvveevcceeeeeees e $ 019 $ 0.20
Weighted average common and common equivalent share s outstanding............ 21,906 21,657

The accompanying notes to consolidated financiéstents are an integral part of these consolidatdments.
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(IN THOUSANDS)

SIX MONTHS ENDED JUNE
30,
1997 1996
(UNAUDITED) (UNAUDITED)

CASH FLOWS FROM OPERATING ACTIVITIES:

NELINCOME...oieieieiiiee e e $ 4,055 $ 4,335
Adjustments to reconcile net income to net cash p rovided by operating
activities --
Depreciation and amortization.................. 1,673 1,146
Amortization of deferred compensation........ 24 24
Loss on disposal of property and equipment... -- 20

Changes in operating assets and liabilities -
Accounts receivable, trade.................
Related parties and other receivables......
INVENtories. .......occvvveevicieeneenne

Income taxes 561 1,041
Other current assets.........cccceeevenes 376 83
Deposits and other..........ccccccueenn. 634 34
Demonstration and customer service equipmen 250 (411)
Accounts payable............cccccevieeens 4,043 (2,172)
Accrued payroll and employee benefits...... 1,291 677
Customer deposits and other accrued expense Sttt 513 (126)
Net cash provided by operating activitie Sttt 1,189 177
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property and equipment, net.......... (770) (4,352)
Net cash used in investing activities... (770)  (4,352)

CASH FLOWS FROM FINANCING ACTIVITIES:

Repayment of notes payable and capital lease obli (517) (492)
27

Proceeds from sale of common stock............... 118
Net cash used in financing activities... 249(;) (374)
EFFECT OF CUMULATIVE TRANSLATION ADJUSTMENT o oo 2 3 ------- ( 19)
DECREASE IN CASH AND CASH EQUIVALENTS oo oo (48) (4568)
CASH AND CASH EQUIVALENTS, beginning of period..... s 11,231 13,332

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

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid for interest............occceeeennne

Cash paid for income taxes......ccccoeceeeveeeee e $ 905 $ 1,697

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

In the opinion of management, the accompanying dited consolidated balance sheets and statemeonfseadtions and cash flows contain
all adjustments, consisting only of normal recugrittms, necessary to present fairly the finardgition of Advanced Energy Industries,
Inc., a Delaware corporation, and its wholly owisetsidiaries (the "Company") at June 30, 1997 thadesults of their operations and cash
flows for the three and six month periods endece R 1997 and June 30, 1996.

(2) INITIAL PUBLIC OFFERING

In November 1995, the Company closed on the intiddlic offering of its common stock. In connectioith the offering, 2,400,000 shares
previously unissued common shares were sold dta pf $10 per share, providing gross proceed24f®0,000, less $2,790,000 in offering
costs.

(3) ACCOUNTS RECEIVABLE
Accounts receivable consisted of the following:

JUNE 30,
1997 DECEMBER 31,
(UNAUDITED) 1996

(IN THOUSANDS)

DOMESLC......eecvvieiiieeiie e ... $ 14404 $ 09,944
FOreign....ccceeeeeeiiecceeee e 9,979 5,585
Allowance for doubtful accounts.................... (242) (242)
Trade accounts receivable................cco.... ... $ 24,141 $ 15,287
Related parties.......ccccccceveeeeieiiincinnnns 1,218 541
Other...cooiiiiiiiiiieecce e, 795 288
Total accounts receivable...................... $ 26,154 $ 16,116

(4) INVENTORIES
Inventories consisted of the following:

JUNE 30,
1997 DECEMBER 31,
(UNAUDITED) 1996

(IN THOUSANDS)

Parts and raw materials.................cccvee.... ..o $ 11,361 $ 11,149
WOrk in process.........coovevvvvveveeneenenenn. 1,859 1,122
Finished goods............coovviiiviiiiieenennn. 2,949 1,705

(5) NET INCOME PER COMMON SHARE

Net income per share is computed based on redulfzenations attributable to common stock and weidlaverage number of common ¢
common equivalent shares outstanding during eategberiods. Earnings per share are calculatetiiging the net earnings by the
weighted average of common and common equivalenestoutstanding during each of the periods.
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
(6) STOCKHOLDERS' EQUITY
Stockholders' equity consisted of the following:

JUNE 30,
1997 DECEMBER 31,
(UNAUDITED) 1996
(IN THOUSANDS,
EXCEPT PAR VALUE)
Common stock, $0.001 par value, 30,000 shares
authorized; 21,290 and 21,268 shares issued and

outstanding........c.ooveeeiiieeiiieeieens .. $ 21 % 21
Additional paid-in capital.............cc..c..... e 23,102 23,075
Retained earnings.........ccccceveeeveveniinnnns 29,120 25,065
Stockholders' notes receivable................... (1,083) (1,083)
Deferred compensation.............ccccceuveeenn. (58) (82)
Cumulative translation adjustment................ 477) (500)
Total stockholders' equity..................... ... $50625 $ 46,496

(7) SUBSEQUENT EVENTS

The Company sustained substantial water-relatecdagano its manufacturing facilities and certainipqent and inventory during a severe
rainstorm on July 29, 1997, which interrupted pictthn and shipments. The Company was able to resoame production within a few days
and returned to full production by mid-Septembe®7L%As a result of the significant efforts of theoyees and suppliers, the Company was
able to increase production to a level sufficienathieve the shipments anticipated prior to tirestarm and currently expects revenue for
quarter ended September 30, 1997 to be in exce®0ahillion. Insurance may not cover all of thestsaincurred by the Company and the
Company expects that it will record a one-time geasf $2.5 million to $3.0 million in the third gaer of 1997 for losses incurred as a result
of the interruption and water-related damage. Tinl £harge, which cannot presently be determinedid be larger. The extent of insurance
coverage, if any, is unresolved. Any recoveriestfinsurance will be recorded when received.

In August 1997, the Company acquired Tower Eledtrinc., a designer and manufacturer of custagh performance switchmode power
supplies. The purchase price consisted of $16aniltiaid at closing plus an additional contingentpent based on Tower's 1998 sales, ni
exceed $4.0 million plus 0.5 times the amount,efmdd, by which Tower's sales exceed $20.0 million
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES
PRO FORMA CONDENSED CONSOLIDATED BALANCE SHEET

The following unaudited Pro Forma Condensed Codat#d Balance Sheet as of June 30, 1997 is basth@ aimaudited historical financial
data of the Company and has been prepared asatthésition of Tower had occurred on June 30, 199 estimated fair values presented
for the assets acquired pursuant to the termsecthquisition are based upon an independent apprale pro forma information is not
necessarily indicative of what the Company's fimalngosition would have been had the acquisitiol@fver occurred on June 30, 1997, nor
does it purport to project the Company's finanpi@dition at any future date.

On August 15, 1997, the Company acquired Toweryaunsto a Share Purchase Agreement dated as ofsAlLifju1997. Tower is a designer
and manufacturer of custom, high performance switade power supplies that are used principally entébecommunications, medical and
non4impact printing industries. Tower had revenuesi8.8 million for its fiscal year ended September BE96. The purchase price consis
of $14.5 million in cash and a promissory noteht® $eller in the original principal amount of $in8lion, which were delivered by the
Company at closing, as well as an earn out pravigarsuant to which the seller will be entitlecatiditional consideration if Tower's sales
achieve certain levels in 1998. The promissory medtures in August 1998 and is nioerest bearing. The acquisition has been accdunt
using the purchase method of accounting. The paechece was allocated among the acquired ass#tsiafair market value. The Company
recorded a one-time charge of $3.1 million in thiedtquarter of 1997 for the portion of the purahasice attributable to in-process research
and development costs. The Company currently etdsrthaat its depreciation and amortization expeviéncrease by approximately $1.3
million annually for the next several years. Thidolwing unaudited Pro Forma Condensed ConsolidBtddnce Sheet gives pro forma effect
to the Tower acquisition, the allocation of theghase price therefor and certain transactions doguin connection therewith, including the
borrowing by the Company of $12 million under atdoan, as if all of such transactions had occuardune 30, 1997.

An earnout provision requires the Company to paystlling stockholder of Tower additional considieraof (1) an amount, up to a
maximum of $4,000,000, equal to 1.33 times the arhby which Tower's 1998 sales, as defined, ex46d000,0000, plus (2) an amount
equal to 0.5 times the amount by which Tower's 1€48s, as defined, exceed $20,000,000. When thewgacontingency is resolved and
additional consideration is distributable, the Campwill account for the earnout as additional pase price, allocating such amount to the
excess of purchase price over fair value of nettasecquired, or goodwill, to be amortized overrét@aining life of goodwill originally
established at the date of acquisition.
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

PRO FORMA CONDENSED CONSOLIDATED BALANCE SHEET (CON TINUED)

CURRENT ASSETS:
Cash and cash equivalents...............c........
Accounts receivable, net...........ccccceee...
INVENLONIES. . .evvviieeeeee e
Other current assets............ccccevvvvvvenes

Total current assets...............cc.....

PROPERTY AND EQUIPMENT, net.........ccccoeeenee.
OTHER ASSETS......cccooiiiiiieiie,

Total ASSetS......uuvvveviieieiieeeeieieiinns

LIABILITIES
CURRENT LIABILITIES:
Accounts payable...........ccccceiiiiiiinnns
Accrued liabilities and expenses.................
Current portion of long-term debt................
Total current liabilities..................

LONG-TERM DEBT.......ccccooviiiiiiiiiiiiie
DEFERRED INCOME TAXES AND OTHER...................

Total liabilities.............cccovvvvennnns

STOCKHOLDERS' EQUITY
CommON StOCK......uvvvieiireeeeeeeiesiiiiiins

(A) Reflects $2,500,000 cash paid to the sellimgidtolder of Tower and $205,000 cash received fitoerselling stockholder of Tower in

JUNE 30, 1997

ADVANCED
ENERGY TOWER PRO FORMA
(HISTORICAL) (HISTORICAL) ADJUSTMENTS

ASSETS

........ $ 11,183 $ 1,971 $ (2,295)(A)
........ 26,154 1,876  (212)(A)
........ 16,169 2,737 -

........ 1,860 58

........ 55,366 6,642  (2,507)

........ 9,028 292 -
........ 1,657 7 7,497(B)

........ $ 66,061 $ 6,941 $ 4,990

AND STOCKHOLDERS' EQUITY

........ $ 6296 $ 1,252 $
........ 7,568 370 -
........ 745 - 3,789(C)

........ 14,609 1,622 3,789

........ 789 9,600(C)
........ 28 77 (77)(D)

........ 15,426 1,699 13,312

........ 21 1 (1)(E)
........ 23,102 9 (9)(E)

........ 20,120 5232 (8,312)(E)F
........ (1,618) - -

........ 50,625 5242  (8,322)

........ $ 66,061 $ 6,941 $ 4,990

$ 10,859
27,818
18,906
1,918

connection with certain transactions concurrenhwhie acquisition, including the collection of eéntamounts due from the selling
stockholder and the sale of Tower's wholly owneassaliary, Hertel Aviation.

(B) Adjusted to reflect the excess of purchaseepoicer the fair value of net assets acquired, odgl, of $7,497,000.

(C) Reflects a $1,500,000 non-interest bearing psony note to the selling stockholder of Toweslegsputed interest of $111,000 and a

$12,000,000 term loan borrowed by the Companyfecethe acquisition.

(D) Adjusted to reflect the disposition of HerteliAtion's net assets (liability) concurrent witle thicquisition transaction.

(E) Adjusted to eliminate the historical stockhaldequity of Tower.

(F) Represents $3,080,000 of purchased researctiemedbpment in process which is expensed immddisiebook purposes.

F-25






NO PERSON IS AUTHORIZED IN CONNECTION WITH ANY OFFENG MADE HEREBY TO GIVE ANY INFORMATION OR TC
MAKE ANY REPRESENTATION NOT CONTAINED HEREIN AND,F GIVEN OR MADE, SUCH INFORMATION OR
REPRESENTATIONS MUST NOT BE RELIED UPON AS HAVINGEEN AUTHORIZED BY THE COMPANY, ANY SELLING
STOCKHOLDER OR THE UNDERWRITERS. THIS PROSPECTUSE®ONOT CONSTITUTE AN OFFER TO SELL OR A
SOLICITATION OF AN OFFER TO BUY ANY SECURITY OTHERHAN THE COMMON STOCK OFFERED HEREBY, NOR DOES
IT CONSTITUTE AN OFFER TO SELL OR A SOLICITATION ORN OFFER TO BUY ANY OF THE COMMON STOCK OFFERED
HEREBY, TO ANY PERSON IN ANY JURISDICTION IN WHICHIT IS UNLAWFUL TO MAKE ANY SUCH OFFER OR
SOLICITATION. NEITHER THE DELIVERY OF THIS PROSPEQIS NOR ANY SALE MADE HEREUNDER SHALL, UNDER ANY
CIRCUMSTANCES, CREATE ANY IMPLICATION THAT THERE H& BEEN NO CHANGE IN THE AFFAIRS OF THE COMPANY
SINCE THE DATE HEREOF OR THAT THE INFORMATION CONTINED HEREIN IS CORRECT AS OF ANY DATE SUBSEQUENT
TO THE DATE HEREOF-.
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PART Il
INFORMATION NOT REQUIRED IN PROSPECTUS
ITEM 14. OTHER EXPENSES OF ISSUANCE AND DISTRIBUTION

The following table sets forth the costs and expsnsther than underwriting discounts and commissipayable by the Company and the
Selling Stockholders in connection with the saléhef Common Stock being registered. All amountseatinates except the SEC registration
fee, the NASD filing fee and the Nasdaq listing. fee

AMOUNT TO BE

PAID

SEC Registration FE€.......cccccovvvevvvvevvceeee e, $ 24,121.69
NASD Filing Fee...cooovviiiiiiiieeeeee s 8,460.16
Nasdagq Listing Fee.........cccooovieieiiiineeenn. 17,500.00
Printing........ccocevviiiieennns 125,000.00
Legal Fees and Expenses 175,000.00
Accounting Fees and Expenses.............ccccuee.. 40,000.00
Blue Sky Fees and EXPenses.......cccccceevveeeees e 5,000.00
Transfer Agent and Registrar Fees.......ccceeeeee. 10,000.00
Miscellaneous........ccccvvevvciiiiciiiceeeeee e 194,918.15

Totalcoiiiiiiieieeeeeee e $ 600,000.00

ITEM 15. INDEMNIFICATION OF DIRECTORS AND OFFICERS.

As permitted by the Delaware General Corporatiow (48CL"), the Company's Certificate of Incorpomatiand the amendments to the
Company's Certificate of Incorporation (collectiyethe "Certificate") provide that no Director shiad personally liable to the Company or
any stockholder for monetary damages for breadldo€iary duty as a Director, except for liabilitf) for any breach of the duty of loyalty to
the Company or its stockholders; (ii) for acts origsions not in good faith or involving intentiomalsconduct or a knowing violation of the
law; (iii) arising from payment of dividends or appal of a stock purchase in violation of Sectiai bf the GCL; or (iv) for any action from
which the Director derived an improper personaldiiénwWhile the Certificate provides protectionrtawards for monetary damages for
breaches of the duty of care, it does not elimitia¢eDirector's duty of care. Accordingly, the (farate will not affect the availability of
equitable remedies, such as an injunction, based@inector's breach of the duty of care. The miovis of the Certificate described above
apply to officers of the Company only if they argdators of the Company and are acting in theiacitp as Directors, and does not apply to
officers of the Company who are not Directors.

In addition, the Company's By-laws provide that@wnpany shall indemnify its Executive Officers ¢(edined in Rule 3b-7 promulgated
under the Exchange Act) and Directors, and any eyagl who serves as an Executive Officer or Direst@ny corporation at the Company's
request, to the fullest extent permitted underiaratcordance with the GCL,; provided, however, thatCompany may modify the extent of
such indemnification by individual contracts with Executive Officers and Directors; and, providietdher, that the Company shall not be
required to indemnify any Executive Officer or Diter in connection with any proceeding (or partréof) initiated by such person unless: (i)
such indemnification is expressly required to belenby law; (ii) the proceeding was authorized kg Ehrectors of the Company; (iii) such
indemnification is provided by the Company, indtde discretion, pursuant to the powers vestedértompany under the GCL; or (iv) such
indemnification is required to be made under Aetixl, Section 43, Subsection (d) of the By-Lawsdeinthe GCL, directors and officers as
well as employees and individuals may be indemaifigainst expenses (including attorneys' feesgjments, fines and amounts paid in
settlement in connection with specified actiongssor proceedings, whether civil, criminal, admsinative or investigative (other than an
action by or in the right of the corporation asegivhtive action) if they acted in good faith andai manner they reasonably believed to be in
or not opposed to the best interests of the cotipor,eand with respect to any criminal action cogeeding, had no reasonable cause to be
their conduct was unlawful.

The Registrant maintains a policy of directors' affiters' liability insurance that insures the Rémnt's directors and officers against the
of defense, settlement or payment of a judgemedé¢ucertain circumstances.
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Reference is made to Section 10 of the Underwritiggeement between the Company and the Represergdfiled as Exhibit 1.1 to this
Registration Statement), which provides for inddiation of the Company's officers, directors aodtcolling persons by the Underwriters
against certain civil liabilities, including lialties under the Securities Act of 1933, as amended.

ITEM 16. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(A) EXHIBITS

EXHIBIT

NUMBER DESCRIPTION

1.1 Form of Underwriting Agreement*

2.1 Share Purchase Agreement, dated as of August
Roger C. Hertel and Tower Electronics, Inc

3.1 The Registrant's Restated Certificate of Inc

3.2 The Registrant's By-laws(2)

4.1 Form of Specimen Certificate for Registrant’'

4.2 The Registrant hereby agrees to furnish to t
copy of the instruments which define the r
debt of the Company. None of such instrume
herein represents long-term debt in excess
total assets of the Registrant

5.1 Opinion of Thelen, Marrin, Johnson & Bridges
the securities being issued*

10.1 Master Purchase Order and Sales Agreement, d
Applied Materials Inc. and Registrant(2)+

10.2 Purchase Order and Sales Agreement, dated Ju
16, 1995 between Lam Research Corporation

10.3 Purchase Agreement, dated November 1, 1995,
Registrant(3)+

10.4 Silicon Valley Bank Business Loan Agreement,
amended, between Silicon Valley Bank and R

10.5 Amended and Restated Loan and Security Agree
1995, between Silicon Valley Bank and Regi

10.6 Loan and Security Agreement, dated August 15
Bank, Bank of Hawaii and Registrant*

10.7 Equipment Line of Credit, dated July 11, 199
and Registrant(2)

10.8 Form of Indemnification Agreement(2)

10.9 Lease, dated June 12, 1984, amended June 11,
East Partnership and Registrant for proper
Colorado(2)

10.10 Master Lease Purchase Agreement, dated Janua
between MetLife Capital Corporation and Re
10.11 Lease Purchase Agreement, dated June 11, 199

Corporation and Registrant(2)

10.12 Master Equipment Lease, dated July 15, 1993,
Leasing Ltd. and Registrant(2)

10.13 Lease, dated March 14, 1994, as amended, bet
L.L.C., and Registrant for property in For

10.14 Lease, dated May 19, 1995, between Sharp Poi
Registrant for a building in Fort Collins,

10.15 1995 Stock Option Plan, as amended and resta

10.16 Employee Stock Purchase Plan(2)

10.17 1995 Non-Employee Directors' Stock Option Pl
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EXHIBIT
NUMBER DESCRIPTION

21.1 Subsidiaries of the Registrant*

23.1 Consent of Arthur Andersen LLP, Independent Accountants
23.2 Consent of Coopers & Lybrand L.L.P., Indepen dent Accountants*
23.3 Consent of Thelen, Marrin, Johnson & Bridges LLP*

24.1 Power of attorney*

* Previously filed
+ Confidential treatment has been granted for postiof this agreement

(1) Incorporated by reference to Registrant's GuiReport on Form 8-K (File No. 0-26966), dated Asiyl5, 1997, filed August 19, 1997, as
amended

(2) Incorporated by reference to Registrant's Resdisn Statement on Form S-1 (File No. 33-9718R)] September 20, 1995, as amended

(3) Incorporated by reference to Registrant's AhRegort on Form 10-K (File No. 0-26966), for theripd ended December 31, 1996, filed
March 21, 1997, as amended

(B) FINANCIAL STATEMENT SCHEDULES

Schedules not listed above have been omitted bet¢hasnformation required to be set forth theiginot applicable or is shown in the
financial statements or notes thereto.

ITEM 17. UNDERTAKINGS

(a) The undersigned registrant hereby undertalasfir purposes of determining any liability undlee Securities Act of 1933, each filing of
the Registrant's annual report pursuant to Sed&ga) or Section 15(d) of the Securities Exchangeoh 1934 (and, where applicable, each
filing of an employee benefit plan's annual reontsuant to Section 15(d) of the Securities Exchahet of 1934) that is incorporated by
reference in the Registration Statement shall leenéel to be a new registration statement relatirige@ecurities offered therein, and the
offering of such securities at that time shall kemed to be the initial bona fide offering thereof.

(b) Insofar as indemnification for liabilities ang under the Securities Act of 1933 may be perditb directors, officers and controlling
persons of the Registrant pursuant to the foregpingisions, or otherwise, the registrant has tsbrised that in the opinion of the Securities
and Exchange Commission such indemnification isragj@ublic policy as expressed in the Act andherefore, unenforceable. In the event
that a claim for indemnification against such ligigis (other than the payment by the Registrareafenses incurred or paid by a director,
officer or controlling person of the Registrantlie successful defense of any action, suit or faaicg) is asserted by such director, officer or
controlling person in connection with the secusitieing registered, the Registrant will, unlesthaopinion of its counsel the matter has t
settled by controlling precedent, submit to a cofidppropriate jurisdiction the question whethgersindemnification by it is against public
policy as expressed in the Act and will be govergdhe final adjudication of such issue.

(c) The undersigned Registrant hereby undertalas th

(1) For purposes of determining any liability untiee Securities Act of 1933, the information ondtfeom the form of prospectus filed as
of this Registration Statement in reliance uponeRIBOA and contained in a form of prospectus filgdhe Registrant pursuant to Rule 424(b)
(1) or (4) or 497(h) under the Securities Act shalldeemed to be part of this Registration Statéasenf the time it was declared effective.

(2) For the purpose of determining any liabilityden the Securities Act of 1933, each post-effeciinendment that contains a form of
prospectus shall be deemed to be a new registrstid@ment relating to the securities offered thesnd the offering of such securities at-
time shall be deemed to be the initial bona fideraig thereof.
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SIGNATURES

Pursuant to the requirements of the SecuritiesoA&B33, the Registrant certifies that it has reabte grounds to believe that it meets all of
the requirements for filing on Form S-3 and haydalused this amendment to registration statenodm signed on its behalf by the
undersigned, thereunto duly authorized, in the Gitifort Collins, State of Colorado, on the 13tly ddOctober, 1997.

Advanced Energy Industries, Inc.,
a Delaware corporation

By: /sl DOUGLAS S. SCHATZ

Name: Douglas S. Schatz

Title: President and Chief Executive Officer

Pursuant to the requirements of the SecuritiesoA&B33, this registration statement has been digyehe following persons in the capaci
and on the dates indicated.

Cct ober 13, 1997 /s/ DOUGLAS S. SCHATZ

Dat e Dougl as S. Schatz
Presi dent and Chi ef Executive O ficer
and Director
(Principal Executive Oficer)

Cct ober 13, 1997 /'s/ RICHARD P. BECK*

Dat e Ri chard P. Beck
Vi ce President and Chi ef Financi al
O ficer and Director
(Principal Financial Oficer and
Princi pal Accounting O ficer)

Cct ober 13, 1997 /'s/ HOLLI'S CASWELL*

Dat e Hol Iis Caswel |
Chief Operating Oficer and Director

Dat e G Brent Backman
Vi ce President, Special Projects and
Di rector
Dat e Art hur Noet h
Di rector
Cct ober 13, 1997 /'s/ ELWOOD SPEDDEN*
Dat e El wood Spedden
Di rector

*By:/s/ DOUGLAS S.
SCHATZ
Dougl as S.
Schat z
Attorney-in-fact
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1.1 Form of Underwriting Agreement*.............

2.1 Share Purchase Agreement, dated August 11, 1
Tower Electronics, Inc. and Registrant(1).

3.1 The Registrant's Restated Certificate of Inc

3.2 The Registrant's By-laws(2).................

4.1 Form of Specimen Certificate for Registrant'

4.2 The Registrant hereby agrees to furnish to t
copy of the instruments which define the r
debt of the Company. None of such instrume
herein represents long-term debt in excess
total assets of the Registrant............
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10.2 Purchase Order and Sales Agreement, dated Ju
16, 1995 between Lam Research Corporation

10.3 Purchase Agreement, dated November 1, 1995,
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10.4 Silicon Valley Bank Business Loan Agreement,
amended, between Silicon Valley Bank and R

10.5 Amended and Restated Loan and Security Agree
1995, between Silicon Valley Bank and Regi

10.6 Loan and Security Agreement, dated August 15
Bank, Bank of Hawaii and Registrant*......

10.7 Equipment Line of Credit, dated July 11, 199
and Registrant(2)..........ccccccvvvvenens

10.8 Form of Indemnification Agreement(2)........

10.9 Lease, dated June 12, 1984, amended June 11,
East Partnership and Registrant for proper
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10.10 Master Lease Purchase Agreement, dated Janua
between MetLife Capital Corporation and Re

10.11 Lease Purchase Agreement, dated June 11, 199
Corporation and Registrant(2).............

10.12 Master Equipment Lease, dated July 15, 1993,
Leasing Ltd. and Registrant(2)............

10.13 Lease, dated March 14, 1994, as amended, bet
L.L.C., and Registrant for property in For

10.14 Lease, dated May 19, 1995, between Sharp Poi
Registrant for a building in Fort Collins,

10.15 1995 Stock Option Plan, as amended and resta

10.16 Employee Stock Purchase Plan(2).............

10.17 1995 Non-Employee Directors' Stock Option PI

21.1 Subsidiaries of the Registrant*.............

23.1 Consent of Arthur Andersen LLP, Independent

23.2 Consent of Coopers & Lybrand L.L.P., Indepen

23.3 Consent of Thelen, Marrin, Johnson & Bridges

24.1 Power of attorney*..........cccccoeevuveeen.

* Previously filed
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+ Confidential treatment has been granted for postiof this agreement

(1) Incorporated by reference to Registrant's GuiReport on Form 8-K (File No. 0-26966), dated Asigl5, 1997, filed August 19, 1997, as
amended

(2) Incorporated by reference to Registrant's Resdisn Statement on Form S-1 (File No. 33-9718R)] September 20, 1995, as amended

(3) Incorporated by reference to Registrant's AhRegort on Form 10-K (File No. 0-26966), for theripd ended December 31, 1996, filed
March 21, 1997,

as amende



Exhibit 23.1
CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS

As independent public accountants, we hereby cansehe incorporation by reference in this registm statement of our report dated

January 31, 1997 included in Advanced Energy Inisstinc.'s Form 10-K for the year ended Decen®ier1996 and to all references to our
Firm included in this registration statement.

/sl Arthur Andersen LLP

Denver, Col orado,
Cct ober 13, 1997

End of Filing
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