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TITLE OF EACH CLASS OF AM OUNT TO OFFERING PRICE OFFERING AMOUNT OF
SECURITIES TO BE REGISTERED BE RE GISTERED(1) PER UNIT(2) PRICE(1)(2) REGISTRATION FEE
Common Stock, $0.001 par value............. 2,87 5,000 shares $27.6875 $79,601,562.50 $24,121.69

(1) Includes 375,000 shares that the Underwritar® lthe option to purchase to cover over-allotméhssy.

(2) Estimated solely for the purpose of determirtimg registration fee in accordance with Rule 4bid(der the Securities Act of 1933, as
amended. The above calculation is based on thageaf the reported high and low prices of the Comi®&tock on the Nasdag National
Market on August 19, 1997. THE REGISTRANT HEREBY EMDS THIS REGISTRATION STATEMENT ON SUCH DATE OR OAS
AS MAY BE NECESSARY TO DELAY ITS EFFECTIVE DATE UNL THE REGISTRANT SHALL FILE A FURTHER AMENDMENT
WHICH SPECIFICALLY STATES THAT THIS REGISTRATION SATEMENT SHALL THEREAFTER BECOME EFFECTIVE IN
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PROSPECTUS SUBJECT TO COMPLETION, DATED AUGUST 20,1997
2,500,000 Shares
[LOGOQ]
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 Stockbadt). The Company will not receive any of the gats from the sale of shares by the
Selling Stockholders. See "Principal and Sellingcgholders."

The Common Stock is quoted on the Nasdaq Natiorsak&t under the symbol "AEIS." On August 19, 199, last reported sale price of |
Common Stock on the Nasdaq National Market was3Pger share. See "Price Range of Common Stock."

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)...cccevruvennn.

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

(3) The Company and the Selling Stockholders hamatgd the Underwriters an option, exercisableiwi@® days from the date hereof, to
purchase up to 375,000 additional shares of Comatock 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 Coiissions 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 acaegeaby them and subject to the right of
the Underwriters to reject any order in whole opant and to certain other conditions. It is expddhat delivery of the shares of Common
Stock will be made through the office of UBS Setiesi LLC, 299 Park Avenue, New York, New York, anatout , 1997.

UBS SECURITIES
LEHMAN BROTHERS
PAINEWEBBER INCORPORATED
ROBERTSON STEPHENS & COMPANY

, 1997



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:

(&) Annual Report on Form 10-K for the fiscal yeaded December 31, 1996;
(b) Quarterly Reports on Form 10-Q for the quarterded March 31, 1997 and June 30, 1997,
(c) Current Report on Form 8-K dated August 15,71%hd

(d) The description of the Common Stock contaimeddvanced Energy's Registration Statement on F#rfiled 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 Prospeetod prior to the termination of this
Offering, shall be deemed to be incorporated bgregfce herein and to be a part hereof from theafdiling 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 ofRffospectus to the extent that a statement contaigesin, or in any subsequently filed
document which also is or is deemed to be incotpdrhy reference herein, modifies or supersedéstatement. 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 COBF 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). RE@STS 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, MatchlesgiRicle, Sparc-VS and Starburst are unregisterddrtrarks of the Company. Other brand
names and trademarks appearing in this Prospecukeproperties 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 Decemhelt @6, 1995 and 1994, (i) "Unaudited Consolidd@ancial Statements" refers to the
Company's unaudited consolidated financial statésren 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 Company$@® million under a term loan, as if all
of such transactions had occurred on June 30, 93T, 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 theramiters' 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 WHICH INVOLVE RISKS ANDUNCERTAINTIES. THE COMPANY'S ACTUAL RESULTS
MAY DIFFER MATERIALLY FROM THE RESULTS DISCUSSED INHE FORWARD-LOOKING STATEMENTS. FACTORS THAT
MIGHT CAUSE SUCH A DIFFERENCE INCLUDE, BUT ARE NOIIMITED 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 semictorgdata storage, flat panel display, and a rarfigeher 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 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 filmswfvarying 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 impliamtaas well as a broad range of thin film apglimas such as the production of
semiconductors, magnetic hard disks, CD-ROMs, aadibvideo discs, thin film heads, liquid crystepdiays and optical, glass and
automobile coatings. The Company's customers iechgplied Materials, Lam Research, Balzers/LeybB&ton, 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, mactufers are better able to control and alter teetetal, magnetic, optical and mechanical
characteristics of materials. Thin film processagehbeen employed most extensively in the semiattodindustry, 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 thermalgasses. Plasniased process technolc
was developed to address the limitations of wetrisiey and thermal technologies in certain appi@es 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 contraésyinstabilities 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 physicsuitgue approach to product
customization and its reusable engineering prodesign methodology have enabled it to develop tldest range of power conversion 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 sixtheoof 1997, respectively, were to customers irsraiconductor equipment industry.
Advanced Energy sells its systems primarily throdghct 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 itJthieed States in Fort Collins, Colorado; Austinx@s; Concord, Massachusetts; and
Milpitas, California; and outside the United Staite3 okyo, Japan; Filderstadt, Germany; and Biaestaited 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, a subsidiary of 3Com
Corporation, VideoJet Systems International, Medtr@and Intermedics. Tower had revenues of $13lHomifor its fiscal year ended
September 30, 1996. The purchase price consistgtiGomillion paid at closing plus an additional ingent payment to be based on Tower's
sales in 1998. The acquisition of Tower is a pathe Company's strategy to diversify its produteidngs and expand its customer base.

The Company was incorporated in Colorado in 198l raeincorporated 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......uvviiieiieieeeeeeieiiiiiiiens .. 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........ccccveveeeeeeeiiniiiccnnnns .. Repayment of debt and general

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

Nasdag 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.....coooiiiiiii $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..........cccooviiiicinnnn. $ 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................c....... $ 11,231 $ 11,183 $ 10,859 $

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

Total aSSets......cccevvvveveeiiiiieeeeene 56,031 66,051 79,152

Total debt.......ccoceeiiiiiiiiis 2,051 1,534 14,923

Stockholders' equity..........ccceeeeiiineenn. 46,496 50,625 48,715

(1) Based on the number of shares outstanding Asg@iist 18, 1997. Excludes 1,343,114 shares of Cam#&tock issuable under the
Company's 1995 Stock Option Plan (the "Option Blah'a weighted average exercise price of appraein$6.52 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 26,736 shares issuable trel@ompany's 1995 Stock Purchase Plan (the "PsedPian").

(2) Prior to January 1, 1994, the Company wasdrkas an S corporation for tax purposes and, aicgbygnet income per share for the years
ended December 31, 1992 and 1993 has not beeratattuOn a pro forma basis, assuming federak stiadl foreign income tax rates
aggregating 40.0%, net income and net income maedbr the year ended December 31, 1992 would begs $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 andh@etransactions occurring in connection
therewith, including the borrowing by the Compaifiys»2,000,000 under a term loan, as if all of sirehsactions had occurred on June 30,
1997. See Pro Forma Condensed Consolidated Battrext. For a description of the Tower acquisitemg "Business--Recent Acquisition.”

(4) As adjusted to reflect the sale by the Compafrily, 000,000 shares of Common Stock offered heagltlye public offering price of $ p



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 WHICH INVOLVE RISKS ANC
UNCERTAINTIES. THE COMPANY'S ACTUAL RESULTS MAY DIFER SIGNIFICANTLY FROM THE RESULTS DISCUSSED IN
THE FORWARD-LOOKING STATEMENTS. FACTORS THAT MIGHTAUSE SUCH A DIFFERENCE INCLUDE, BUT ARE NOT
LIMITED 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 shipmergsagide on a just-in-time basis in which the shipnoésystems occurs within a few days
or hours after an order is received. Due to thetshoe between receipt of orders and shipmenesCbmpany 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 lefekvenues for a particular quarter. The Companyeasterly revenues are also affected by
a variety of other factors, including specific eoonic 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; exchange rate fluctuations andrtneduction of new products by the
Company or its competitors. In addition, electreariompanies, including companies in the semicomdwetpital equipment industry, are
subject to ongoing pressure to reduce costs. Husrhthe past caused and is continuing to caes€dmpany's current and prospective
customers to exert pricing pressure and make ogrmands on the Company, which could lead to sicamtichanges in revenue and operz
margins from quarter to quarter.

The Company's gross profit and operating incomeeparticular quarter are affected by a number abfsa, 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 facitothe past, and such fluctuations are
expected to continue. In particular, as the Commapands manufacturing capacity, manufacturinglose and other costs may be incurred
prior to full utilization of the additional facilgs. 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 withealtzing corresponding revenue in the same qudrtexddition, many of the Company's
expenses, which are based in part on expectatidngune revenue, are fixed. Accordingly, if revenlievels 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 generatesthenue it anticipated when it began these ptamuand capacity increases, its
operating results will be adversely affected. Tdysamic negatively impacted the Company througi®36 and the first quarter of 1997. In
late 1995, the Company was in a growth mode sintdldinat which it is experiencing today, and whie® $emiconductor 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 Compadgtemon Stock. Further fluctuations in operatirgutes 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 ana#ysis of Financial Condition and Results of Ofieres--Quarterly Results of
Operations."



CURRENT QUARTER RESULTS AFFECTED BY WATER-RELATED D AMAGE 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 resoame production within a few days
and has been increasing production as repairs ade @nd equipment and inventory are replaced. Binep@ny expects that its revenues and
operating results in the current quarter endinge&aper 30, 1997 will be affected by the productiderruption. The Company is working
closely with suppliers to accelerate deliveriek@f components which were lost or damaged andeangined to meet production schedules
for the current quarter. Actual results for thereat quarter will depend on continued successdresing production and the ability to obtain
in a timely manner the necessary key components fuppliers to meet current production goals, ashich there can be no assurance. The
problem of inventory shortages has been compouhgeftlays in shipments related to the recent URSestThe Company's insurance
policies may not cover any or all of the costs med by the Company in connection with the rainsto\s a result, the Company expects that
it will be required to record a one-time chargéhe third quarter of 1997 for such losses, whichrgh is currently estimated to be between
$2.5 million and $3.0 million. The final charge, st cannot presently be determined, could be laigeaddition, the Company will record a
one-time charge of $3.1 million for jprocess research and development costs in conneritlo the acquisition of Tower. See "Managem
Discussion and Analysis of Financial Condition &websults of Operations" and "Business--Recent Adtifis"

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 indsstoiethe foreseeable future. The Company's busidepends in large part upon capital
expenditures by manufacturers of semiconductorcgsyiwhich in turn depend upon the current anaigatied market demand for
semiconductor devices and products utilizing susbiaks. The semiconductor industry historically hasn highly volatile and has
experienced periods of oversupply, resulting imigigantly reduced demand for semiconductor faltiticaequipment. In 1996, the
semiconductor industry experienced a significantrtarn, which caused a number of the Company'ousts, 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 naturfers and their suppliers have often been megatively affected by downturns in
semiconductor industry than device manufacturelthofigh 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 oif ahich could have a material adverse
effect on the Company's business, financial comliéind 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@e 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 anfiritesix 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 accounted for approximately 78% of Towtal sales in the first six months of 1997. Aatiogly, the success of the Company's
acquisition of Tower will depend in large part @tention of Tower's customers, particularly U.Sb&@as. See "--The Semiconductor and
Semiconductor Equipment Industries Are Highly Vibat "--Risks Associated with Recent and Poterfiature Acquisitions," "Business--
Markets, Applications and Customers" and Note lhéoConsolidated Financial Statements.

RISKS ASSOCIATED WITH MANUFACTURING FACILITY

All of the Company's manufacturing is conductedsatacility in Fort Collins, Colorado. In July 199the Company sustained substantial
damage to its facilities and certain equipmentiamdntory due to excess surface water caused byeaxe rainstorm in Fort Collins. The
Company was forced to cease manufacturing tempeard has not resumed full production capacitye TGompany's insurance policies n
not cover any or all of the costs incurred by tloenPany in connection with the rainstorm. As a reshe Company expects that it will be
required to record a orteéne charge in the third quarter of 1997 for suz$sks, which charge is currently estimated to bedmn $2.5 millior
and $3.0 million. The final charge, which cannatgantly be determined, could be larger. Such chailjbave a material adverse effect on
the Company's results for such quarter. Becausd #ie Company's manufacturing is conducted inlooation, there can be no assurance
that future natural or other occurrences, out ef@empany's control, will not have a material adeezffect on the Company's operations.
Cessation of manufacturing or the Company's inghii operate the Fort Collins facility at full cagty for any extended period could have a
material adverse effect on the Company's busifiessicial condition and results of operations. 3#siness--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 legsies, products and technologies that
are complementary to those of the Company. In 18&7Company acquired Tower and, in a separatedcdion, 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 printiyistries, 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 compdteese markets successfully or that it will béedb operate the acquired businesses
profitably. Acquisitions generally involve a numhadrisks related to integration, including diffides associated with assimilating the
personnel and operations of an acquired busines$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, confpots;edures and policies. The Company intendsntirage to operate Tower's business out
of Tower's existing facilities in Fridley, Minnesgtand, accordingly, will be required to manage ggographically separated manufacturing
locations. Failure to integrate Tower and MIK, ayduture acquisitions, without substantial codtdays or other operational or financial
problems could have a material adverse effect erCibmpany's business, financial condition and tesidloperations. Further, future
acquisitions by the Company may result in diluissuances of equity securities, the incurrencesbf,darge one-time expenses and the
creation of goodwill or other intangible assetd t@uld result in significant amortization expeniseaddition, there can be no assurance that
the Company will be able to identify, negotiate @edsummate acquisitions that it considers advaotagto its business plans. See
"Business--Recent Acquisition."



MANAGEMENT OF GROWTH

The Company is experiencing a period of rapid ghoavid expansion which has placed, and is expectedrtinue to place, significant
demands on the Company's resources. The managefrsertth growth will require the Company to continaeémprove and expand its
management, operational and financial systemsggiges and controls, including accounting and dtiternal management systems, quality
control, delivery and service capabilities. In gdr®97, 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. Tihedao manage growth effectively,
including delays or difficulties implementing neyssems, procedures and controls or integratingiaitiguns in a timely manner and without
disruption of the Company's operations, could hawsaterial adverse effect on the Company's busifinascial condition and results of
operations.

The recent growth in many of the Company's protines has required the Company to invest in additi@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 newpéoyees, particularly personnel with technical lmrokinds for the Company's engineering
and technical support staffs. The market for swersgnnel has become increasingly competitive, datily in Northern Colorado where
there has been a significant increase in the bssiaetivities of other companies in the electronimd 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 technealployees. Protracted inability of the
Company to recruit and train adequate numbers alifqed personnel on a timely basis could adversdigct the Company's ability to
manufacture, sell and support its systems. To ekgannternal manufacturing capacity and to accatate the continuing expansion of its
employee base, the Company increased its physiciities in Fort Collins, Colorado by approximat@1,000 square feet in August 1997.
The new facilities are expected to be in produciio@®ctober 1997. The Company also depends on ouasd suppliers for the manufacturing
of certain components and subassemblies of itesystThere can be no assurance that the Compdryevéble 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 atés or absorb its increased overhead and outsmucosts. 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 alsoseay to enhance its growth by acquiring otherrassies, 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 amirol systems requires numerous electronic commsn®ramatic growth in the
electronics industry has significantly increaserhdad for such components. This demand can respérindic shortages and allocations,
which the Company has experienced from time to.tiile Company expects that shortages and allosatibelectronic components and
subassemblies will continue in the foreseeableréutund could result in shipment delays. Such detaysd damage the Company's
relationships with current and prospective cust@mehich in turn could have a material adversectfda the Company's business, financial
condition and results of operations. In this regéttd Company's revenues and operating resultsiourrent quarter ending September 30,
1997 will be affected by the Company's ability twelerate deliveries of, and obtain in a timely nemcertain key components needed to
replace inventory lost in the water-related damagbe Company's manufacturing facilities in laigyJ1997. See "Management's Discussion
and Analysis of Financial Condition and Result©gpkrations--Quarterly Results of Operations.”
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The Company relies on sole and limited source segplor certain parts and subassemblies. Sudmiediinvolves several risks, including a
potential inability to obtain an adequate supplyasfuired components, reduced control over prieing timing of delivery of components &
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 componengsilsassemblies internally, it may be
required to redesign its systems, which could pretlee Company from shipping its systems to itsamugrs 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

The Company believes that design wins are critwaétaining existing customers and to obtaining rastomers. Generally, an equipment
manufacturer selects a power conversion and cosyaiem for each of its systems and products. Becpawer conversion and control
systems vary in characteristics such as power diinea and modes of interfacing with the custonegispment, once a power conversion
and control system is selected for use in a paaticystem or product, it is unlikely that it wile displaced during the life of that system or
product. As a result, the Company's failure to eohidesign wins for semiconductor fabrication atmoequipment could have a material
prolonged adverse effect on the Company's salegrwdth. The Company also believes that equipmerriufacturers often select their
suppliers based on factors such as long-term oafstiips. Accordingly, the Company may be at a disathge in achieving design wins from
equipment manufacturers who are not currently ensts. There can be no assurance that the Compsyésns will be selected by existing
or potential 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 shipmé systems, the Company must keep a relatiagtyel number and variety of
customized systems in inventory. As the Companglb@s new systems and as its customers developraucts, 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."

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 Companystoouers compete are also characterized by conlyrexdlving 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 assutat the Company will continue to
be able to improve its existing systems or devel®p systems that will adequately address the chgnggeds of its customers and the
marketplace. Even if the Company is able to devefggoved or new systems, there can be no assuthatesuch systems will be cost-
effective or introduced in a timely manner. Deval@mt and introduction of new systems may involgmiicant costs that are difficult to
forecast. Failure of the Company to develop ooidtice improved systems and new systems in a timatyner could have a material adverse
effect on the Company's business, financial conligind 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 equipmetiigtry has made it increasingly
important to have the resources necessary to cengfieictively across a broad range of product offgs; to fund customer service and
support on a



worldwide basis and to invest in research and dgweént. The Company expects its competitors toimoatto develop new products aimed
at applications currently served by the Companygptatinue to improve the design and performandéeif systems, and to introduce new
systems with competitive performance charactessfio remain competitive, the Company believeslitbe required to maintain a high le
of investment in research and development and salésnarketing. There can be no assurance th&dhgany will have sufficient resourc
to continue to make such investments or that theg2my will be able to make the technological adeantecessary to maintain its
competitive position. In addition, new products eleped by competitors could make pricing more cditipe, which may necessitate
significant price reductions by the Company or leisuost orders, either of which could have a enatl adverse effect on the Company's
business, financial condition and results of openst In addition, electronics companies, includiognpanies in the semiconductor capital
equipment industry, have been characterized byioggmessure to reduce costs. This has in thegaasied and is continuing to cause the
Company's current and prospective customers td pkemg pressure and make other demands on thap@oy, which could lead to
significant changes in revenue and operating margom quarter to quarter. Failure to adequatedpoad to such pressure and demands
could result in loss of customers, which could haveaterial adverse effect on the Company. SeeitiBss--Competition."

DEPENDENCE ON THE JAPANESE MARKET AND JAPANESE DIST RIBUTOR

The future performance of the Company will depengbart, upon its ability to compete successfullyyapan, one of the largest markets for
semiconductor fabrication equipment and flat palisgblay equipment, and a major market for dateagt®@and other industrial equipment
utilizing the Company's systems. The Japanese inhalehistorically been difficult for non-Japanesenpanies to penetrate. Because the
Company's success in a market depends on havipopitisicts designed into existing and future equipintée Company believes that it may
be at a competitive disadvantage with respecstdapanese competitors who have had the opportordgvelop strong relationships with
Japanese equipment manufacturers and whose syaterogrrently designed into such potential custshegiuipment. The Company also
believes that its future performance will dependtemon-Japanese customers' ability to competeesstully in the Japanese market. The
Company's non-Japanese customers compete dirathlyapanese equipment manufacturers who may heempetitive advantage over
such customers for the same reasons that Japama@sgatiurers of power conversion and control systeray have a competitive advantage
over the Company. Although the Company and a nurobis significant norJapanese 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.

The Company sells its systems in Japan both djracttl through a single distributor, Landmark Tedbgp Corporation. Sales in Japan
through Landmark Technology Corporation represeapgaoximately 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 Tealogy Corporation, there can be
assurance that the relationship will continue. Tieation of such relationship or a reduction of saleough Landmark Technology
Corporation could have a material adverse effedherCompany's ability to compete in the Japanesd&en See "Business--Competition"”
and Note 12 to the Consolidated Financial Statesnent

RISKS ASSOCIATED WITH INTERNATIONAL SALES

The markets in which the Company competes are biagpimcreasingly globalized. As a result, the Compa customers increasingly require
service and support on a worldwide basis. The Compas invested substantial financial and managemenurces to develop an
international infrastructure to meet the needsso€ustomers worldwide. The Company maintains satesservice offices outside the United
States in Tokyo, Japan; Filderstadt, Germany; anddBer, United Kingdom. The Company also planspen offices in Seoul, South Korea
and Taiwan. There can be no assurance that the &gnsgnvestments will enable it to compete sudadigsn the international market or to
meet the service and support needs of such custodeproximately 29%, 24% and 24% of the Compasglss in 1995, 1996 and the first
six months of 1997, respectively, were attributdbleustomers outside the United States. The Comnesgpects sales outside the United
States to continue to represent a significant pomif future sales. Sales to customers outside the
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United States are subject to various risks, inclgdixposure to currency fluctuations, the impositib governmental controls, political and
economic instability, trade restrictions, changetariffs and taxes, and longer payment cyclesclpi associated with international sales.
Company's international activities are also suliigthe difficulties of managing overseas distrdratand representatives, and difficulties of
staffing and managing foreign subsidiary operations

The Company's systems are subject to numerougfogeivernment standards and regulations that artnoally being amended. For
example, the Company has invested significant messuo redesign its systems to meet European standardseittr@magnetic compatibilit
which came into effect in 1996 and for safety ttehe into effect in 1997. Although the Company @ndes to meet foreign technical and
regulatory standards, there can be no assurancthéh@ompany's products will continue to complyhioreign government standards and
regulations, or changes thereto, or that it wilcbst effective for the Company to redesign itsdpicis 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 operatiandd have a material adverse effect on the Compdniginess, financial condition and
results of operations.

INTELLECTUAL PROPERTY RIGHTS

The Company's success depends in large part dadheical innovation of its products. While the Gmany 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 indepengeinl addition, the laws of certain foreign
countries may not protect the Company's intelldqituaperty to the same extent as do the laws otithieed States. No assurance can be g
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 thatrijhts granted thereunder will provide meaningfuhpetitive advantages to the Compe
Any of such events could have a material adverfeetedn the Company's business, financial condiiod 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 notwocin 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 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, any of which could have a material adveffect on the Company's business, financial ¢mmdand results of operations. See
"Business--Intellectual Property."

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 aiaikkey-man life insurance on Mr. Schatz or anyeo#mployee. The Company has not
entered, and in the foreseeable future does rertdnto enter, into written employment agreemeriterahan confidentiality and natempete
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 anduatedThe competition for such
personnel is intense. There can be no assurancéé@ompany will be successful in attracting egtadining qualified engineers and other
employees. See "--Management of Growth" and "Mamasge."
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CONTROL BY MANAGEMENT AND PRINCIPAL STOCKHOLDERS

Upon completion of the Offering, all of the offiseand directors of the Company as a group, and @e®) Schatz individually, will hold or
will be deemed to beneficially own approximately@®8® 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 magmnent will continue to hold sufficient
voting power to enable it to elect all of the dic¥s and to continue to control the business afadrafof the Company for the foreseeable
future. Such concentration of ownership may haeeefifect of delaying, deferring or preventing arggin control of the Company. In
addition, substantially all of the facilities leddsy the Company are owned by entities in whichabemf the Company's officers and direct
have a financial interest. See "Management" anth¢ral and Selling Stockholders."

ANTI-TAKEOVER PROVISIONS

Certain provisions of the Company's Certificaténaiorporation and By-laws could have the effectnalking 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 furthetevor action by the stockholders, (ii)
limit the right of the stockholders to call a sggeneeting 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 forriettigy stocks in particular, have experienced $iicgnit price and volume fluctuations,
which have often been unrelated or disproportiot@mtae operating performance of such companiesnmRhe initial public offering of the
Common Stock in November 1995 through August 19,;71¢he closing price of the Common Stock on thedda National Market has
ranged from $3.50 to $32.25. There can be no asseithat the market for the Common Stock will ne@shibject to similar fluctuations.

Many factors, including future announcements camiogrthe Company or its competitors, variationsgerating results, announcements of
technological innovations, the introduction of npseducts or changes in product pricing policiesh®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."
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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.....ccccoovvevvcciiiiiieeeeeeees e, 10 6 1/2
Second QUArer....ccccveeeeeeeveieeeeeeeieieeeeeee e, 91/8 53/4
Third QUarer.......cccoevviiiiiiiiiiiieieeee e 7314 41/2
Fourth Quarter.........ccooovvvvvvevieeeeee. 7114 27/8
1997
First Quarter.....cccocovvevvciiiiiiiieeeeeees 83/8 51/4
Second QUArer....cccveveeveeeeeeeeeeeeieeeeeeeee e, 153/8 71/8

Third Quarter (through August 19)........ccc..... L. 325/8 141/2

On August 19, 1997, the last reported sale pricéhfe Common Stock, as reported by the Nasdaq hidtMarket, was $27.50. As of August
19, 1997, the Company had approximately 445 holderscord of the Common Stock.
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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 (1) 1))
(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 27,210 27,120
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.......ccocceeveeeceees s 50,625 48,715
Total capitalization........ccccocvevvveveeeee e $ 52,159 ¢ 63,638 $

(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 ConsoliBaladce Sheet. For a description of the Tower aiijpri, see "Business--Recent
Acquisition."

(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$ e@mmissions 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 suelliBg Stockholders. See "Principal and Sellingctmlders."” Excludes 1,343,114 shares of
Common Stock issuable under the Option Plan atighted average exercise price of approximately $@&r share; 25,000 shares issuable

under the Director Plan at a weighted average eepice of $12.59 per share; and 26,736 shasealie under the Purchase Plan. Options
to purchase an additional 262,251 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 STATEMENTHAT INVOLVE RISKS AND UNCERTAINTIES. THE
COMPANY'S ACTUAL RESULTS MAY VARY SIGNIFICANTLY FROM THE RESULTS DISCUSSED IN THE FORWARDOOKING
STATEMENTS. FACTORS THAT MIGHT CAUSE SUCH DIFFERENES INCLUDE, BUT ARE NOT LIMITED TO, THOSE
DISCUSSED IN "RISK FACTORS."

OVERVIEW

The Company designs, manufactures, markets anedsgmwer 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 equipitn@anufacturers (OEMSs) of semiconductor, flat paieplay, data storage and other
industrial thin film manufacturing equipment. A stidintial 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 litexefrom strong growth in the semiconductor indgsintil 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 semigtdod 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 Kliglolatile" 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 pictthn and shipments. The Company was able to resame production within a few days
and has been increasing production as repairs ade @nd equipment and inventory are replaced. Binep@ny expects that its revenues and
operating results in the current quarter endinge&aper 30, 1997 will be affected by the productiderruption. Actual results for the current
quarter will depend on continued success in inénggsroduction and the ability to obtain in a timehanner the necessary key components
from suppliers to meet current production goalgpashich there can be no assurance. The Compagrgcexthat it will record a one-time
charge of $2.5 million to $3.0 million in the thicgiarter of 1997 for losses incurred as a resuhefvater-related damage. The final charge,
which cannot presently be determined, could beslarghe extent of insurance coverage, if any, iesmived. In addition, the Company will
record a one-time charge of $3.1 million for in-gess research and development costs in conneciiioth& acquisition of Tower. See "Risk
Factors--Current Quarter Results Affected by Wéelated Damage and Acquisition of Tower."

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 @pally in the telecommunications,
medical and non-impact printing industries. Itspipal customers include U.S. Robotics, a subsiddéB8Com Corporation, VideoJet
Systems International, Medtronic and Intermedicav@r had revenues of $13.4 million for its fiscahy ended September 30, 1996. The
purchase price consisted of $14.5 million in caghich was financed in part by the $12.0 million etoan, and a promissory note to the
seller in the original principal amount of $1.5 loih,
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which were delivered by the Company at closingvalb as an earn out provision, pursuant to whiehgéller will be entitled to additional
consideration if Tower's sales achieve certainlgewe1998. The promissory note matures in Aug@&8land is non-interest bearing. The
acquisition will be accounted for using the pureéhamethod of accounting. The Company will recorche-tme charge of $3.1 million in the
third quarter of 1997 for in-process research angkebpment costs in connection with the acquisitidre Company currently estimates that
its depreciation and amortization expense willéase by approximately $1.3 million annually for tiext several years. See the Pro Forma

Condensed Consolidated Balance Sheet and "RiskiBacCurrent Quarter Results Affected by Wateraa Damage and Acquisition of
Tower."

RESULTS OF OPERATIONS
The following table sets forth certain statemenbpérations data of the Company expressed as arntage of sales:

Six Months Ended June

Year Ended December 31, 30,
1994 1995 1996 1996 1997

SaleS i, 100.0% 100.0% 100.0% 100.0% 100.0%
Costof saleS.....ccccvvvvvvieiiiieiiiieeieeee . 50.2 52.1 62.8 60.1 62.4
GroSS MargiN..ccccovccvveeiiieeiiiieeseeeeeeee . 49.8 47.9 37.2 39.9 37.6
Operating expenses:

Research and development.........cccccovveeeeee. Ll 11.3 11.1 13.9 12.5 11.9

Sales and marketing............... e 9.0 6.5 8.7 7.6 7.7

General and administrative.......cccccceceeeeee. L 10.2 7.6 6.3 7.1 5.5
Total operating eXpPenses.....ccocevvcveevceenee i 30.5 25.2 28.9 27.2 25.1
Income from operations...........cccccevvvvveennnes 19.3 22.7 8.3 12.7 125
Other income (expense)... (0.6) (0.4) 0.1 (0.4) (0.2)
Income before income taxes...........cccceeueenne 18.7 22.3 8.4 12.3 12.3
Provision for income taxes...........ccccoveueenne 7.2 8.3 3.2 4.7 4.7
Netincome......ccoovvveiiiiiiiieeees 11.5% 14.0% 5.2% 7.6% 7.6%

SIX MONTH PERIODS ENDED JUNE 30, 1997 AND 1996

SALES. Sales for the first six months of 1997 w&58.4 million, a decrease of 6.0% from sales of.@%fillion in the comparable period in
1996. The Company's decrease in sales betweertluelp presented has resulted from decreasedale# of the Company's systems. A
significant part of the sales decrease is attritietéo decreased demand by domestic semiconduptidgpraent 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 L9artially offsetting these decreases, saleapard were up 156% from the comparable
period in 1996 due to increased unit sales.

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.

RESEARCH AND DEVELOPMENT. Research and developnexienses 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 developmena 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 avela@ament investment is essential to ongoing dgaraknt of new products. Since
inception, all research and development costs haee internally funded and expensed.
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SALES AND MARKETING. Sales and marketing expensastiie first six months of 1997 were $4.1 milli@own from $4.3 million in the
comparable period in 1996, representing a decrefas®. As a percentage of sales, sales and magkekipenses 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 thefigpeeéeds of its customers. In March
1996, the Company hired a vice president of sat@sketing and customer support. The Company intemdpen a new support office in
South Korea in 1997. As a result of these and dHetors, sales and marketing expenses are expctettinue to increase in future peric

GENERAL AND ADMINISTRATIVE. General and administiae expenses for the first six months of 1997 w&3@® 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 thedixsnonths of 1997 from 7.1% in the
comparable period in 1996.

OTHER INCOME (EXPENSE). Other expense was $0.liomilfor 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 198&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 Compasales growth during all periods presented resdditen the increased unit sales of
Company's systems. A substantial portion of the gamy's sales growth since 1994 is attributableégbdr system sales to the Company's
largest customers, both of whom are primarily semitictor equipment OEMs. The relatively slow sapesvth from 1995 to 1996 was
primarily attributable to the downturn in the seariductor equipment industry in 1996.

Sales to international customers, primarily in Jagésia and Europe, were approximately $16.7 nmilli#27.3 million, and $24.0 million in
1994, 1995 and 1996, respectively. These amouptesented 32%, 29% and 24% of sales for thosedserizuring 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, respdygtiVee decreases in gross
margin from 1994 to 1995 and to a much greatemgxtem 1995 to 1996 were generally due to highatemal 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 substaniiagr sales in the second half of 1996. Furtheysgymargin was negatively impacted
throughout 1996 by a shift in product mix towardgucts with higher materials cost as a percentagales 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. Historicaflyice competition has not had a material
effect on margins. However, competitive pressurethe Company and its customers may produce angeidiaverage selling prices for
certain products. Any material decline in averagjérgy prices not offset by reduced costs couldiltda a material decline in the Company'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 E986531% from 1995 to 1996. As a
percentage of sales, research and developmentsegdacreased from 11.3% in 1994 to 11.1% in 1885mcreased to
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13.9% in 1996. The increase in expenses from 189996 is primarily associated with increases yrgplhcosts and outside service costs
incurred to support new product development anadstals compliance certification.

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 expensggp®rt domestic and international sales and margetctivities which include
personnel, trade shows, advertising, and other etiak activities. Sales and marketing expenses §r& 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 payinotional materials, advertising, commissiond siavel costs associated with expansion to
support the increase in sales volume. As a pergerdisales, these expenses decreased from 9.0984nto 6.5% in 1995 and increased to
8.7% in 1996. The increase of sales and markeray@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, adstiative, information
systems and human resources functions of the Com@aneral 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 decreatiee 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 yesd 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% ef¥ectax rate. The income t
provision of $3.2 million for 1996 represented &ie&tive rate of 38.1%. The increase in the Comfmtax rate from 1995 to 1996 is
primarily attributed to a higher effective statg tate resulting from a larger proportion of then@any's sales being shipped to higher tax
jurisdictions, particularly California. Changestire relative earnings of the Company and its foraigbsidiaries affect the Compan
consolidated effective tax rate. To the extent ¢éhigrger percentage of taxable earnings are defreen the Company's foreign subsidiaries
whose tax rates are higher than domestic tax rdtes;ompany could experience a higher consolideffedtive tax rate.
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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.

Gross profit.......cccceeveeriienns 12,820
Operating expenses:

Research and development............ 2,711

Sales and marketing................. 1,571

General and administrative.......... 1,801
Total operating expenses... 6,083
Income from operations................ 6,737
Other income (expense).. (562)
Income before income taxes.. 6,175
Provision for income taxes..... 2,116

Net income

Net income per share

Weighted average common and common
equivalent shares outstanding....... 19,170

49.8

Gross profit......ccceeeceeicennns 50.2
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
Net income................. 15.9%

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 expectaifdinsure revenues. If revenue levels in a paréicguarter do not meet expectations,

operating results may be adversely

Quarters Ended

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

(in thousands, except per share data)

$ 26,170 $ 27,166 $ 29,831 $ 21,639 $ 20,2

14,842 17,035 17,204 15,047 12,7

11,328 10,131 12,627 6,592 7,4

3,416 3,498 3,645 3,349 3.2
1,908 2,083 2,248 2201 20
1,778 1,725 2,330 933 1.2

7,102 7,306 8,223 6,483 6,5

4226 2,825 4,404 109 8
73 (170) (66) 97 2

4,299 2,655 4,338 206 11
1,583 982 1,676 83 4

$ 2716 $ 1673 $ 2662 $ 123 $ 6

20,577 21,794 21,653 21,622 21,7

Quarters Ended

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

100.0% 100.0% 100.0% 100.0% 100
56.7 62.7 57.7 69.5 63

43.3 37.3 42.3 30.5 36

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 26.9 275 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

20

1 Mar.31 June 30
1997 1997

16 $ 20,667 $ 32,690
52 13,158 20,139

68 2,821 3,513
58 1,799 2,336
65 1,248 1,702

73 1,641 5,000
32 (387) 286

05 1,254 5,286
19 489 1,996

28 21,821 21,991

1 Mar.31 June 30
1997 1997

.0% 100.0% 100.0%
1 63.7 61.6




affected. A variety of factors have an influencetlom level of the Company's revenues in a partiayliarter. These factors include general
economic conditions, specific economic conditianghie industries the Company serves, the timinth@feceipt of orders from major
customers, customer cancellations or delay of skipis) specific feature requests by customers, ptmdudelays or manufacturing
inefficiencies, exchange rate fluctuations, manag@ndecisions to commence or discontinue prodneslithe Company's ability to design,
introduce and manufacture new products on a céesttafe and timely basis, the introduction of newducts by the Company or its
competitors, pricing pressures exerted by the Caorylpaustomers, the timing of research and devedopmxpenditures, and expenses rel
to acquisitions, strategic alliances, and the rrtlevelopment of marketing and service capalslitie

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 equéar quarter to achieve its revenue objectiardiiat 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 operatasgilts 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&@aand 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&ahdropped in the fourth quarter of 1996. Segmehthe data storage industry are
cyclical as new manufacturing lines are installsdditionally, sales to the flat panel display inttysprimarily 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, ¢atmarily 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 subsit 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 wigxgiansion 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 1886lted from price reductions achieved througiotiations 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. Additidynadross 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 mantifeing costs from reduced revenue, as revenudeithird quarter of 1996 were $8.2
million lower than in the second quarter of 199&] &om higher fixed overhead expenses from expadupllgsical 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 contrituted 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 impneeet 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 199 Gbmpany entered into a new credit facility caimgjsof (i) a $10.0 million revolving line
of credit which replaces the Prior Line of Credii), the $12.0 million Term Loan and (iii) a $4.0Glkon line of credit to acquire or refinance
borrowings for equipment. Advances under the nexsluing line of credit bear interest at either thigme Rate (8.5% at August 15, 1997)
minus 0.75% or the LIBOR Rate (6.0% at August BR7) plus 175 basis points, at the Company's opAiradvances under the revolving
line of credit will be due and payable in Augus®29The Term Loan bears interest at the Prime Ratas 0.25%, adjustable to the Prime
Rate minus 0.50% if certain financial ratios arki@ced, with principal due in 20 equal quarterlgtallments commencing October 1, 1997.
Mandatory annual prepayments are required on tha Tean based on the lesser of $3 million or the@am by which fiscal earnings before
interest, taxes, debt and amortization exceedsi#ition. The Company will repay the Term Loan watportion of the net proceeds from this
Offering, which will cause the Company to incurragayment penalty of 0.75% of the
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amount of the prepayment, or approximately $90,080¢ch amount also will be paid with a portion bétnet proceeds from this Offering.
Advances under the equipment line of credit betarést at the Prime Rate minus 0.5% and interdsbe/payable monthly through August
1998 and quarterly thereafter until fully paid. TBempany also has a pre-existing term loan, undéchwthe Company had borrowed
approximately $1.5 million in October 1996, for ggraent financing for its United States operatiofsAugust 15, 1997, approximately $1.1
million was outstanding under such term loan, whiehrs interest at the Prime Rate minus 0.25%wélhlde due and payable in November
1999.

The Company believes that its cash and cash eguitgalcash flow from operations, available borr@siand 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 capitahital equipment or expansion needs. In additiog,sagnificant acquisitions by the Comps
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 VARY SIGNIFICANTLY FROM THE RESULTS DISCUSSED IN THE FORWARDOOKING
STATEMENTS. FACTORS THAT MIGHT CAUSE SUCH A DIFFERECE 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 andaa@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 impliamaas 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/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 electrongHieinparent atoms. Although the distance of sdjmards 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 conceiuneof the nature of the plasma itself.
Additionally, a power conversion and control systemnst meet the small footprint requirements ofeaglroom environment while
minimizing the impact of the concentration of ef@al radiation and heat caused by tightly packigth power circuitry.

CONTROL OVER A WIDE RANGE OF POWER LEVELS. Powemsersion 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 théactor of two. One of the most
challenging requirements for plasma process poweversion and control systems is the need for
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system instrumentation to make rapid measuremanb®th low and high levels of power, of many eieat characteristics, including curre
voltage, power and impedance levels, with precisspeed and accuracy at every level.

CONTROL OF UTILITY INSTABILITIES. Incoming power fim a utility supplier is subject to brownouts, ssggvoltage 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 tsyrauch as +/ -10%. In comparison,
even a 1% variance in the power supply to a pladmmber may cause significant defects in the fihdas 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 tiycia extinguish arcs as they occur. In orderftectively 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 electnagaments, the current
and voltage in the plasma may fluctuate causintpaystabilities. The power conversion and corgg@tem must promptly detect the
changing electrical characteristics of the plasnthadjust the power supply to prevent such ingtasl 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 freqoies of several gigahertz. Frequency influencesythe 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 usegtéh and chemical vapor deposition (CVD) processe

Power conversion and control systems for plasmegases often need to be highly customized to npgditation and customer requiremel
This customization involves developing unique degigd component configurations to permit specifidations in power, voltage, current
and frequency levels, modification for interfaciwgh customer equipment, and adjustments to cantintl 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. bae power conversion and control systems musbbé&nuously adapted to address the
requirements of the growing number of applicatiosisig thin film production processes.

THE ADVANCED ENERGY SOLUTION

Advanced Energy has been a pioneer in the developofipower 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 contitksy for plasma-enhanced chemical vapor depogiE&CVD) and the first compact
general switchmode radio frequency system for péaapplications. In addition, the Company was ttet fo introduce products incorporati
active arc prevention capability, the first ultr@rgpact high power radio frequency switchmode pavesversion and control systems for
semiconductor etch applications, and the first Migss RF power conversion and control system etitirig 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
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 coneersind control systems for plasma processing eeriprithe Company's initial focus
has been on building a leadership position in #reisonductor, flat panel display and data storageketis, which presently constitute the
predominant markets for plasnhased thin film processing equipment. To continsi@énetration of these markets and to pursue tppbtes
in a broad range of emerging industrial markets,Glompany has adopted the following strategies:

PROVIDE UNIQUE SOLUTION FOR CUSTOMERS. The Compaysues 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 lev@lse Company offers products or
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technologies which address the power conversiorcanttol requirements for all of the predominaratgpha-based processes employed in the
semiconductor industry, and for the PVD sputtermguirements of the flat panel, data storage addsitnial markets. The Company also has
products for non-plasma semiconductor processdsaai®n implantation. By offering a full rangesystems, the Company seeks to provide
responsive and comprehensive solutions for all@fstomer's power conversion and control needs.

UTILIZE REUSABLE ENGINEERING AND MODULAR DESIGN MEHODOLOGY. The Company's strategy is to provide comsrs
with fast-time-to-market solutions through "reusabhgineering" and modular design approaches. iBging reusable engineering and
programmable software based architectures, the @oynis able to modify its basic platforms to cresdkitions that are tailored for specific
applications and customer requirements. The Compahigves efficiencies by designing its productsawee an open architecture and
common features, standard components and interéacess a variety of processes. As a result, tepgaay believes it has the capability to
deliver a broad range of customized products wighiort lead times and on a competitively pricedshas

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 tieesapplications 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 nBe®@ 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 sputtegraresses 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 proddiferings through research and development, dlsasehrough acquisitions of other
businesses, products and technologies. The TovdelM#k acquisitions provide the Company with addiiéd 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 switchmodegroconversion
technology. Switchmode power conversion is a tegimiwhich takes the raw utility power supply (AGaymo), and first converts the AC
current to direct current (DC) by a rectifier. Sipébigh speed semiconductor switches then cortlieruncontrolled direct current power to
increased frequency power which is much higher0@ 1@ 20,000 times greater) than the frequencawfutility power. The high frequency
power is passed through a transformer to eleclyicsdlate the system from the raw utility powendgor impedance matching to the plasma
impedance requirements. The AC power is then remded to DC power by a second high speed rectifiee. converted DC power is used to
ignite and manipulate the plasma.

Instrumentation circuits measure the output, amitfiormation is fed back to control circuits whigary the switch elements to maintain the
inputs to the plasma at the level requested byisiee, regardless of the incoming line voltage. filgher frequency voltage produced by the
switchmode action can be transformed and furthecgssed with components that are tens to hundfaatses smaller than competing
"linear" and "line frequency" designs. The switclttedechnique has been extensively used in low pamglications such as personal
computers, but the power levels required by plassan@snuch greater and require significantly diffétechniques and components. In
addition, the unstable nature of the plasma plaocesually harsh demands on the fragile high spesdcenductor switches 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 geigcsubstrate 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, coattioé extinguishing of the arc and then
reapplies power in a manner that avoids damagelaysl in the
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plasma production process. The system responsésef@revention and suppression of arcs are iediat less than a microsecond.

MINIMIZATION OF STORED ENERGY. Stored energy is tamount of energy in a power conversion and cosiystem 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 unitolted 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 containhispicated sensor technology and high speed digitaditry, including embedded
microcontrollers, general and programmable arrgjclelements, field programmable gate arrays agitadlisignal processors. A substantial
portion of the intelligence of the Company's poweanversion 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 oasraaller substrate than is possible with
printed circuit boards. Using its expertise wittbhigl microelectronics, the Company pioneered tleeafgrinted inductors and hybrid-based
high frequency switches in plasma-based power asiveand control systems, which allowed signifiadamprovements 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, plogver is momentarily interrupted and then reapplRulsed 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.

PRODUCTS

The Company's use of switchmode power conversidrcantrol technology has enabled it to develoma &f products which has permitted
the development of new plasma processing applitsitim 1982, the Company introduced its first loeguency 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 DCdzhsystem is a compact, caftective power solution, which greatly reducedstbenergy

a major limitation in the use of PVD systems. la #arly 1990s, the Company introduced the firdy ®ivitchmode radio frequency (RF)
power conversion and control systems for use ina@muctor 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 ictlyrextending the power range of its systemsuachrhigher power levels to enable it to
supply products for emerging industrial applicasiofihe Company's products generally range in firaoa $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 /CURRENT MAJOR PROCESS
PLATFORM L EVEL APPLICATIONS
Direct MDX Power Control 500W- 80kW PVD
Current and conversion - Metal sputtering
Products system - Reactive sputtering
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MDX-II

Pinnacle

Sparc-LE

Low and Mid PE

Frequency
Products

PD

Radio RFX
Frequency
RFG
REXII

ID

AZX
RFzZ

Power control 15kW-
and conversion
system
Power control 6kW-1
and conversion
system
Arc management 1kW-6
accessory
Low frequency 1.25k
power control
and conversion
system
Mid frequency 1.25k
power control
and conversion
system
Power control 600W
and conversion
system
Power control 600W-
and conversion
system
Power control 600W-
and conversion
system
lon-beam
conversion and
control system
Tuner 100W-
Probe 50W-5

500W-

30

120kw  PVD

- Metal sputtering

- Reactive sputtering
20kwW PVD

- Metal sputtering

okw For use with MDX systems

W-30kwW 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
CVD
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 sgtgtge 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 induligyeasingly, the Company's power conversion amirobsystems are also being used in
other markets, including flat panel display, dataagye and various industrial applications. Théfeing is a discussion 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

32



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 Pro Forma Caedi@wnsolidated Balance Sheet.

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, Minnesdte. Company also has retained all of
Tower's approximately 95 full-time and approximgt2b temporary employees. See "Risk Factors--Rislspciated with Recent and
Potential Future 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 tloeimpetitive positions in Japan.

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 officgsa 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{mskiipments are made on a just-in-time basis,wtgquires 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 whichdsat any point in time sufficient to meet the C@nyp'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@tdbacklog 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 developmentest products and enhancements to existing prodoatsgport 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 approyrBaiB8 million and $6.3 million in 1996 and thesfisix months of 1997, respectively.
These amounts represented 14% and 12% of total &aléhose periods. From 1994 to 1996, the Compangduced more than sixty-five
new products. The Company believes that
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continued research and development investmensengal to ongoing development of new productsdoes not expect any significant
decline in spending as a percentage of sales.

MANUFACTURING

The Company's manufacturing facility is locatedrort Collins, Colorado. The Company's manufactudntjvities 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 screeis@)Aest. The Company purchases a wide rangeaif@déc, mechanical, and electrical
components, some of which are designed to the Coytgpapecifications. The Company does outsourcesgufrits subassembly work.

The Company sustained substantial water-relatecdagano its manufacturing facilities, equipment anakntory in late July 1997, which
interrupted production and shipment. The Company aide to resume some production within a few @dengshas been increasing production
as repairs are made and equipment and inventomgplaced. See "Risk Factors--Risks Associated Mahufacturing 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 supplyasfuired components, reduced control over prieing timing of delivery of components &
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 componengsilsassemblies internally, it may be
required to redesign its systems, which could pretlee Company from shipping its systems to its@mgrs on a timely basis. This could
damage the Company's relationships with currentpatential 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 Gmany 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 intelldqituaperty to the same extent as do the laws otithieed States. No assurance can be g
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 thatrijhts granted thereunder will provide meaningfuhpetitive advantages to the Compe

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 proprietégiits, 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 Prop&itghts."

COMPETITION

The markets the Company serves are highly compeetitnd characterized by rapidly evolving technoldgjgnificant competitive factors in
the Company's markets include product performagmiee, quality and reliability and level of custonservice and support. The Company
believes that it currently competes
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effectively with respect to these factors, althotlggre can be no assurance that the Company wéblgeto 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. Soméeté 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 Rdowreducts, Huttinger, Shindingen,
Kyosan, Comdel and Daihen. In addition, the Comfamy 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 developmentsaies 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 Conpenever 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 ééétased 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, Unitedy#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, Assistant Secretary and Dire ctor
Eric A. Balzer............. 48 Vice Presid ent, Operations
Richard P. Beck............ 64 Vice Presid ent, Chief Financial Officer and 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 fmamnded Energy Research Associates, Inc. and sesvéd 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€lhwas Chairman of the Board and Chief Execu¥iicer of HYPRES, Inc., a
manufacturer of superconducting electronics. Fr@@4lto 1990, Dr. Caswell served as Senior Viceiéees of Unisys Corporation and
President of such company's Computer Systems GRrucaswell is a director of Thomas Group, Inqpuslicly-held consulting company,
since August 1991.

G. BRENT BACKMAN is a co-founder of the Company amk been a Vice President and a director of threpg@ay since its incorporation
in 1981. Mr. Backman became Vice President, Sp&eigjects in 1994. Prior to co-founding Advancece 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 dsé/President and Chief Financial Officer. He beealirector of the Company in
1995. From 1987 to 1992, Mr. Beck served as Exeetice President and Chief Financial Officer ofm@age 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 1996 é&se\WPresident, Sales and Marketing. Prior to jgrtime Company, Mr. Gentilcore
was Vice President, Marketing at MKS Instruments.

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 Augu861Brior to joining the Company, Mr. Kerr was amfer of the technical staff at
Hughes Aircraft Company.

SUSAN C. SCHELL joined Advanced Energy in 1984 asrtdn Resources Manager and became Vice PresidemiatiResources and
Corporate Quality in 1991. Prior to joining the Quany, Ms. Schell was a Management Advisory Sen@@ssultant with Cady and
Company, P.C.
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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 haseb8enior Vice President
Tencor Instruments, a manufacturer of automaticeggipment used in the fabrication of semicondggtsince 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 Adwad Energy in August 1997. Mr. Noeth has been GExefcutive Officer of Implant
Center, Inc., an ion implantation services compaimge April 1996. Prior to that time, Mr. Noeth sva 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 product 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 26,736 shares, were reservegdance 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 #itdxinto 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 faasimon Stock is Bank of Boston.
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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 otherdealfter 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)

ASSETS

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 STOCKHOLDERS' EQUIT
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

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.
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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, under whichampensation expense is recognized.

For SFAS No. 123 purposes, the fair value of egatlon 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.......cccccvvccveeneee e 6.57% 6.16%
Expected dividend yield rates........ccccccceeeeee. s 0.00% 0.00%
Expected liVeS.....cccccoviiiieiiiiiieceeeeeees s 4 years 4 years
Expected volatility...........ooovvvcvcceees e 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. Curtisdéacompensation cost recognized in
pro forma net income or loss with respect to ogstitrat are forfeited prior to vesting is adjustsgaeduction 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 detednsionsistent 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.....oieiiiiiiiieiiieeieeeeeeee e $ 5,144 $ 13,281
Proforma....cccccoiiiiiiiciii e 5,097 13,262
Earnings Per Share:

AS TEPOMEd...ooiiiiiieiiieiiieeeeeeeeeee e $ 024 % 0.69
Proforma.....ccccoiiiiiiiiiiiis e 0.24 0.69

Because the SFAS No. 123 method of accounting dialsaen applied to options granted prior to Jan@iay995, the resulting pro forma
compensation cost may not be representative otahas expected in future years.

The following table summarizes information abow #tock 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 $ 1.13
1995............ $2.57 to $11.05 108,000 8.5 years $ 5.03 51,000 $ 454
1996............ $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.
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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.

F-21



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
previouslyunissued common shares were sold at a price op&i6hare, providing gross proceeds of $24,000)e66,$2,790,000 in offerir
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....................... 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 EVENT

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 has been increasing production as repairs ade end equipment and inventory are replaced. Dimep@ny expects that its revenues and
operating results in the quarter ending Septemdet 397 will be affected by the production intetiap. Actual results for the third quarter
will depend on continued success in increasing yetidn and the ability to obtain in a timely mantiee necessary key components from
suppliers to meet current production goals, ashizhvthere can be no assurance. The Company expatts will record a ond¢ime charge c
$2.5 million to $3.0 million in the third quartef 8997 for losses incurred as a result of the wetkated damage. The final charge, which
cannot presently be determined, could be largez.éitent of insurance coverage, if any, is unregbhAny recoveries from insurance will be
recorded when received.
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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 modéures in August 1998 and is non-interest beafihg acquisition will be accounted for
using the purchase method of accounting. The Coynpdhrecord a one-time charge of $3.1 milliontre third quarter of 1997 for in-
process research and development costs in connerwitio the acquisition. The Company currently esties that its depreciation and
amortization expense will increase by approxima$dy8 million annually for the next several yedrse following unaudited Pro Forma
Condensed Consolidated Balance Sheet gives prafeffact to the Tower acquisition, the allocatidthe purchase price therefor and
certain transactions occurring in connection théfgvincluding the borrowing by the Company of $hfllion under a term loan, as if all of
such transactions had occurred on June 30, 1997.
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ADVANCED ENERGY INDUSTRIES, INC. AND SUBSIDIARIES

PRO FORMA CONDENSED CONSOLIDATED BALANCE SHEET (CON TINUED)

JUNE 30, 19 97
PRO FORMA
ACTUAL ADJUSTMENTS PRO FORMA
(IN THOUSAND S)
(UNAUDITED )
ASSETS
CURRENT ASSETS:
Cash and cash equivalents..........ccccceeeeeee. e $ 11,183 $ (324) (A) $ 10,859
Accounts receivable.........ccoovvvvccceeees e 26,154 1,664( B) 27,818
INVENOMIES. ... e 16,169 2,737( B) 18,906
Other CUrrent asSetS.....covvveeeniiieeennees s 1,860 58( B) 1,918
Total current @sSets.....cccccvvvcvvveevnnceees e 55,366 4,135 59,501
PROPERTY AND EQUIPMENT, N€t..ccoviiiiiiiiieeieee e 9,028 292( B) 9,320
OTHER ASSETS....oiiiiiiiiieiieeviieeeeeeeee e 1,657 8,674( C) 10,331
Total @SSetS..cvevieiicviecieeeieeee e $ 66,051 $ 13,101 $ 79,152
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES:
Accounts payable.........cccccvvvieniienneeces e $ 6,296 $ 1,252( B) $ 7,548
Accrued liabilities and eXpenses.........ccceeee. e 7,568 370( B) 7,938
Current portion of long-term debt................~ L 745 3,789( D) 4,534
Total current liabilities........ccccccceeeeee. e 14,609 5,411 20,020
LONG-TERM DEBT.....coiiiiiiiiiiciiieciieeee e 789 9,600( D) 10,389
DEFERRED INCOME TAXES.....ccooiiiiiiiiiieniiees e 28 - 28
Total liabilitieS......cccovvveiieeeees e 15,426 15,011 30,437
STOCKHOLDERS' EQUITY
COMMON SEOCK. ..cciiiiiiiiie i e 21 - 21
Additional paid-in capital......c.cccceceeeeees 23,102  -- 23,102
Retained €arningsS.....cccccccveveeeeeeenee 29,120 (1,910) (E) 27,210
Other. e e (1,618) -- (1,618)
Total stockholders' equity.......ccccceeeeeeee e 50,625 (1,910) 48,715
Total liabilities and stockholders' equity..... L, $ 66,051 $ 13,101 $7

(A) Reflects $2,500,000 cash paid to the sellimgidtolder of Tower, $1,971,000 cash acquired frawdr, and $205,000 cash received f
the selling stockholder of Tower in connection wdtirtain transactions concurrent with the acquisiti

(B) Represents assets or liabilities aquired frawdar.

(C) Adjusted to reflect $7,000 in assets acquirechfTower, the excess of purchase price over in@ditue of net assets acquired, or
goodwill, of $7,497,000, and a $1,170,000 defeteadasset established for purchased research aetbgement in process of $3,080,000 and
expensed immediately for book purposes.

(D) Reflects a $1,500,000 non-interest bearing fgsary note to the selling stockholder of Toweslesputed interest at $111,000, and a
$12,000,000 term loan borrowed by the Companyfecethe acquisition.

(E) Represents $3,080,000 of purchased researctiesmedbpment in process which is expensed immdgiaiéh a related deferred tax
benefit of $1,170,000.
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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.
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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 judgemeti¢ucertain circumstances.

Reference is made to Section 10 of the Underwritiggeement between the Company and the Represargdfiled 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 lialfies 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,
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EXHIBIT
NUMBER DESCRIPTION

10.15 1995 Stock Option Plan, as amended and resta ted on September 20, 1995(2)
10.16 Employee Stock Purchase Plan(2)

10.17 1995 Non-Employee Directors' Stock Option Pl an(2)

21.1 Subsidiaries of the Registrant

23.1 Consent of Arthur Andersen LLP, Independent Accountants

23.2 Consent of Thelen, Marrin, Johnson & Bridges LLP (included in Exhibit 5.1)

24.1 Power of attorney (See Page 11-4)

+ Confidential treatment has been granted for postiof this agreement

(1) Incorporated by reference to Registrant's GuiiReport on Form 8-K (File No. 0-26966), dated Asigl5, 1997, filed August 19, 1997
(2) Incorporated by reference to Registrant's Redisn 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 therijpd ended December 31, 1996

(B) FINANCIAL STATEMENT SCHEDULES

Schedules not listed above have been omitted bet¢hasnformation required to be set forth therginot 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 untlee 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 lsengel to be a new registration statement relatinlgesecurities 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 pegditb 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 israg@ublic policy as expressed in the Act andhisrefore, unenforceable. In the event
that a claim for indemnification against such liigis (other than the payment by the Registrarexgfenses 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 whethgetsindemnification by it is against public
policy as expressed in the Act and will be goverogdhe 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 sbhalldeemed to be part of this Registration Stateaenf the time it was declared effective.

(2) For the purpose of determining any liabilityden the Securities Act of 1933, each post-effecimendment that contains a form of
prospectus shall be deemed to be a new registrst@@ment relating to the securities offered thewnd 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 registration statement to be sigmeitsdehalf by the undersigned, thereunto
duly authorized, in the City of Fort Collins, StateColorado, on the 19th day of August, 1997.

Advanced Energy Industries, Inc.,
a Delaware corporation

By: /sl DOUGLAS S. SCHATZ

Name: Douglas S. Schatz

Title: President and Chief Executive Officer

POWER OF ATTORNEY

Each person whose signature appears below hergoynép Douglas S. Schatz and Richard P. Beck, aok ef them severally, acting alone
and without the other, as his true and lawful aggrin-fact with authority to execute in the nanieach such person, and to file with the
Securities and Exchange Commission, together vayhexhibits thereto and other documents therewitly,and all amendments (including
without limitation posteffective amendments) to this Registration Statémeoessary or advisable to enable the Registastrhply with the
Securities Act and any rules, regulations and reguénts of the Securities and Exchange Commisgaioespect thereof, which amendments
may make such changes in this Registration Stateasathe aforesaid attorney-in-fact deems apprapréand to so execute and file a
registration statement and any post-effective ammemd thereto for the same offering covered by Registration Statement that is to be
effective upon filing pursuant to Rule 462(b) untler Securities Act.

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

August 19, 1997 /'s/ DOUGLAS S. SCHATZ

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

August 19, 1997 /'s/ RI CHARD P. BECK

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

August 19, 1997 /sl HOLLI'S CASVELL

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
August 19, 1997 /'s/ ELWOOD SPEDDEN
Dat e El wood Spedden
Di rector
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EXHIBIT INDEX

EXHIBIT

NUMBER DESCRIPTION

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............

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)+........ccccovvvvvveiennnns

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
Colorado(2)......ccueveeeeeeereeeanennnnn

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 Thelen, Marrin, Johnson & Bridges
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EXHIBIT 1.1
2,500,000 Shares
ADVANCED ENERGY INDUSTRIES, INC.
Common Stock

FORM OF UNDERWRITING AGREEMENT

September __, 1997

UBS Securities LLC

Lehman Brothers Inc.

PaineWebber Incorporated
Robertson Stephens & Company LLC
C/O UBS SECURITIES LLC

299 Park Avenue

New York, NY 10171

Ladies and Gentlemen:

Advanced Energy Industries, Inc., a Delaware cafon (the "Company"), proposes to issue and sell@,000 shares of Advanced Energy
Industries, Inc. authorized but unissued CommoriS#H0.001 par value per share (the "Common Stoeki) the stockholders of the
Company listed on Schedule B hereto (collectively tSelling Securityholders") propose to sell agragate of 1,500,000 shares of Common
Stock (collectively, such 2,500,000 shares of Comi@tock are hereinafter referred to as the "Firmr&$l) to the several underwriters listed
on SCHEDULE A to this Agreement (collectively, thénderwriters"). The Company and the Selling Seghdlders also propose to grant to
the Underwriters an option to purchase up to 37bdifllitional shares (the "Option Shares") of Comi@twtk on the terms and for the
purposes set forth in Section 3(c). The Firm Sharesthe Option Shares are hereinafter collectikefigrred to as the "Shares."

The Company and the Selling Securityholders selyarash to confirm as follows their agreements wjttu (the "Representatives™) and the
other Underwriters on whose behalf you are actingpinnection with the several purchases by the kivriters of the Shares.

1. REGISTRATION STATEMENT. A registration statememt Form S-3 (File No. 333-[ ]) including a prospecrelating to the Shares and
each amendment thereto has been prepared by thpaBgrim conformity with the requirements of the @&@es Act of 1933, as amended (
"Act"), and the rules and regulations (the "Ruled Regulations") of the Securities and Exchange i@ission



(the "Commission”) thereunder, and has been filgd the Commission. There have been delivered totkicee signed copies of such
registration statement and amendments, togethbrthigée copies of each exhibit filed therewith. {ésf such registration statement and
amendments (but without exhibits) and of the relgeliminary prospectus have been delivered toigauch reasonable quantities as you
have requested for each of the Underwriters. Ihsegistration statement has not become effectiverther amendment to such registration
statement, including a form of final prospectugassary to permit such registration statement ¢tore effective will be filed promptly by
the Company with the Commission. If such registrastatement has become effective, a final prospexintaining all Rule 430A
Information (as hereinafter defined) will be filbg the Company with the Commission in accordandk Rule 424(b) of the Rules and
Regulations on or before the second business daythé date hereof (or such earlier time as magbeired by the Rules and Regulations).

The term "Registration Statement" as used in tlygeAment shall mean such registration statemesitiimg all exhibits and financial
statements and all documents incorporated by mafertherein) at the time such registration statéinecomes or became effective and, in
event any post-effective amendment thereto beceiffiestive prior to the Closing Date (as hereinaftefined), shall also mean such
registration statement as so amended; providedetenythat such term shall include all Rule 430foimation deemed to be included in s
registration statement at the time such regisinagtatement becomes effective as provided by R20&4f the Rules and Regulations and
shall also mean any registration statement filedyant to Rule 462(b) of the Rules and Regulatwitis respect to the Shares. The term
"Preliminary Prospectus"” shall mean any preliminaigspectus referred to in the preceding paragaaphany preliminary prospectus
included in the Registration Statement at the finbecomes effective that omits Rule 430A InforraatiThe term "Prospectus” as used in
Agreement shall mean the prospectus relating t&tiages in the form in which it is first filed withe Commission pursuant to Rule 424(b
the Rules and Regulations or, if no filing pursuanRule 424(b) of the Rules and Regulations isiireg, shall mean the form of final
prospectus included in the Registration Statemiethteatime such registration statement becomestéfée The term "Rule 430A Informatiol
means information with respect to the Shares aaaftering thereof permitted to be omitted from Begistration Statement when it becor
effective pursuant to Rule 430A of the Rules andWRations.

2. REPRESENTATIONS AND WARRANTIES OF THE COMPANY ANTHE SELLING SECURITYHOLDERS.
(&) The Company and Douglas S. Schatz jointly @vémlly hereby represent and warrant as follows:

(i) The Company has not received, and has no noficany order of the Commission preventing or susling the use of any Preliminary
Prospectus, or instituted proceedings for that pgepand each Preliminary Prospectus, at the tfrfikng thereof, conformed in all material
respects to the requirements of the Act and theRahd Regulations. When the Registration Statebemr@ime or becomes, as the case may
be, effective (the "Effective Date") and at all @msubsequent thereto up to and at the Closing(Bsiieereinafter defined), any later date on
which Option Shares are
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to be purchased (the "Option Closing Date") andmémgy post-effective amendment to the Registradimtement becomes effective or any
amendment or supplement to the Prospectus isilddthe Commission, (i) the Registration Staterrserd Prospectus, and any amendments
or supplements thereto, will contain all statemevtigch are required to be stated therein by, aldcamply with the requirements of, the 2
and the Rules and Regulations, and

(i) neither the Registration Statement nor thespextus, nor any amendment or supplement therédtanelude any untrue statement of a
material fact or omit to state any material facjuieed to be stated therein or necessary to maksttiiements therein not misleading. The
foregoing representations and warranties in thiiae 2(a)(i) do not apply to any statements orssioins made in reliance on and in
conformity with the information contained in thiathd seventh paragraphs under the section of thep&etus entitled "Underwriting" and the
information in the last paragraph on the front cquage of the Prospectus. The Company has nottdittd any offering material in
connection with the offering or sale of the Sha®r than the Registration Statement, the PretirgiProspectus, the Prospectus or any
materials, if any, permitted by the Act.

(i) The Company has been duly incorporated anglilly existing as a corporation in good standimgler the laws of the State of Delaware,
with full corporate power and authority to own,deaand operate its properties and conduct its essias described in the Registration
Statement. The Company is duly qualified to do hes$ as a foreign corporation in good standingam gurisdiction where the ownership or
leasing of its properties or the conduct of itsibeiss requires such qualification, except wherddhere to so qualify would not have a
material adverse effect on the business, propefir@mncial condition or results of operations loé tCompany and its Subsidiaries (as
hereinafter defined) taken as a whole (a "Matekialerse Effect"). The Company has no subsidiadgssdefined in the Rules and
Regulations) other than and (collectively; $hsidiaries"). The Company
owns 100% of the outstanding capital stock of aztdhe Subsidiaries. Other than the Subsidiarles Gompany does not own, directly or
indirectly, any shares of stock or any other eqaitjong-term debt securities of any corporatiotave any equity interest in any firm,
partnership, joint venture, association or otheityerComplete and correct copies of the certiésapf incorporation and of the bylaws of the
Company and the Subsidiaries and all amendmentstthieave been delivered to the Representativelsexarept as set forth in the exhibits to
the Registration Statement no changes thereirbaithade subsequent to the date hereof and pribe tGlosing Date or, if later, the Option
Closing Date. Each Subsidiary has been duly ingatpd and is validly existing as a corporation@od standing under the laws of the
jurisdiction of its incorporation, with full corpate power and authority to own, lease and opetafgoperties and to conduct its busines
described in the Registration Statement. Each 8ialpgiis duly qualified to do business as a foraigrporation in good standing in each
jurisdiction where the ownership or leasing of pineperties or the conduct of its business requives qualification, except where the faili

to so qualify would not have a Material Adversedeff All of the outstanding shares of capital stotkach of the Subsidiaries have been
authorized and validly issued, are fully paid and-assessable and (except as otherwise descriltleid Bection 2(a)) are owned by the
Company subject to no security interest, other strance or adverse claims. No options, warrantghar rights to purchase, agreements or
other obligation to issue
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or other rights to convert any obligation into ssof capital stock or ownership interests in thbs&liaries are outstanding.

(iii) The Company has full power and authority (@orate and otherwise) to enter into this Agreena@utto perform the transactions
contemplated hereby. This Agreement has been diihogzed, executed and delivered by the Companyisaa valid and binding agreement
on the part of the Company, enforceable againsCtmapany in accordance with its terms, exceptgigsito indemnity and contribution
hereunder may be limited by applicable laws or tadple principles and except as enforcement heragfime limited by applicable
bankruptcy, insolvency, reorganization or otherikimaws relating to or affecting creditors' righdenerally or by general equitable
principles. The performance of this Agreement ey @mmpany and the consummation by the Companyedf&imsactions herein
contemplated will not result in a breach or vi@atof any of the terms and provisions of, or cdatgia default under,

(i) any indenture, mortgage, deed of trust, loareagent, bond, debenture, note agreement or otfdaree of indebtedness, or any lease,
contract or other agreement or instrument to wkiiehCompany or any Subsidiary is a party or by Wiiie properties are bound, or (ii) the
certificate of incorporation or bylaws of the Compar any Subsidiary or (iii) any law, order, rutegulation, writ, injunction or decree of
any court or governmental agency or body to whith@ompany or any Subsidiary is subject. The Comgnot required to obtain or make
(as the case may be) any consent, approval, ag#tion, order, designation or filing by or with aoyurt or regulatory, administrative or ot
governmental agency or body as a requirement &@cemsummation by the Company of the transactiensift contemplated, except such as
may be required under the Act, the Securities Exghact of 1934, as amended (the "Exchange Actlindler state securities or blue sky
("Blue Sky") laws or under the rules and regulagiofithe National Association of Securities Deglérs. ("NASD").

(iv) There is not pending or, to the Company's kiea\ge, threatened, any action, suit, claim, proiceedr investigation against the Company
or its Subsidiaries or any of their respectiveasfs or any of their respective properties, assetights before any court or governmental
agency or body or otherwise which might result Material Adverse Effect or have a material adverf$ect on the Company's properties,
assets or rights, or prevent consummation of gmestictions contemplated hereby. There are noesatutes, regulations, agreements,
contracts, leases or documents that are requirkd tiescribed in the Prospectus, or to be filegikaghits to the Registration Statement by the
Act or by the Rules and Regulations that have pentaccurately described in all material respectisé Prospectus or filed as exhibits to the
Registration Statement.

(v) All outstanding shares of capital stock of @empany have been duly authorized and validly d@sul are fully paid and nonassessable,
have been issued in compliance with all federalstate securities laws, were not issued in viofatibany preemptive right, resale right, ri
of first refusal or similar right. The authorizeddaoutstanding capital stock of the Company confoimrall material respects to the descrip
thereof contained in the Registration StatementthadProspectus (and such description correcttgsthe substance of the provisions of the
instruments defining the capital stock of the Comypa
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(vi) The Shares to be sold by the Company have dabnauthorized for issuance and sale to the Umdears pursuant to this Agreement &
when issued and delivered by the Company agairysh@at therefor in accordance with the terms of igseement, will be duly and validly
issued and fully paid and nonassessable. The Stwabessold by the Selling Securityholders are @dulthorized, are duly and validly issued,
fully paid and nonassessable. The Shares confothetdescription thereof in the Prospectus. Exasget forth in the Prospectus, no
preemptive right, cgale right, right of first refusal or other similaghts of securityholders exists with respectny af the Shares or the iss
and sale thereof other than those that have bgeessty waived prior to the date hereof. With tkeeption of the Selling Securityholders,]
no holder of securities of the Company has thet tigltause the Company to include such holdergrgms in the Registration Statement. No
further approval or authorization of any securityder, the Board of Directors or any duly appointechmittee thereof or others is required
for the issuance and sale or transfer of the Shaither by the Company or the Selling Securitybaddexcept as may be required under the
Act, the Exchange Act or under state securitieBloe Sky laws. Except as disclosed in or conteneglély the Prospectus and the financial
statements of the Company, and the related no¢estth) included in the Prospectus the Company doekave outstanding any options or
warrants to purchase, or any preemptive rightstegraights to subscribe for or to purchase, amyisges or obligations convertible into, or
any contracts or commitments to issue or sell,eshaf its capital stock or any such options, rigbtsvertible securities or obligations. The
description of the Company's stock option and offi@ns or arrangements, and the options or otghtsigranted and exercised thereunde
forth in the Prospectus accurately and fairly pnésen all material respects, the information lieggito be shown with respect to such plans,
arrangements, options and rights.

(vii) The Shares to be sold by the Selling Sechotgiers and the Shares to be issued and sold kydhgpany have been approved for
guotation on the Nasdaqg National Market.

(viii) Arthur Andersen LLP (the "Accountants") winave examined the financial statements, togethiér thé related schedules and notes, of
the Company filed with the Commission as a pathefRegistration Statement, which are includedénRrospectus, are independent public
accountants within the meaning of the Act and theRand Regulations. The financial statementh@fiompany, together with the related
schedules and notes, forming part of the RegistiéBtatement and the Prospectus, fairly preseriirthacial position and the results of
operations of the Company at the respective dateésaa the respective periods to which they applyfinancial statements, together with 1
related schedules and notes, filed with the Comiomsss part of the Registration Statement have pegpared in accordance with generally
accepted accounting principles as in effect inUh#ed States consistently applied throughout #wgogls involved except as may be othen
stated in the Registration Statement. The selemtddsummary financial and statistical data incluidettie Registration Statement present
fairly the information shown therein and have beempiled on a basis consistent with the finandi@iesnents presented therein. No other
financial statements or schedules are requireth@Att or the Rules and Regulations to be incliddde Registration Statement.
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(ix) Subsequent to the respective dates as of wihfohmation is given in the Registration Statemamtl the Prospectus, there has not been
(i) any material adverse change, or any developméith, in the Company's reasonable judgmentkéedyito cause a material adverse
change, in the business, properties or assetsildedar referred to in the Registration Statementhe results of operations, condition
(financial or otherwise), business or operationthefCompany and its Subsidiaries taken as a whole,

(i) any transaction which is material to the Comypar its Subsidiaries, except transactions inatftinary course of business, (iii) any
obligation, direct or contingent, which is matetimithe Company and its Subsidiaries taken as deymzurred by the Company or its
Subsidiaries, except obligations incurred in thdirary course of business, (iv) any change in #pgtal stock or outstanding indebtedness of
the Company or its Subsidiaries or

(v) any dividend or distribution of any kind deddr paid or made on the capital stock of the Compidrither the Company nor its
Subsidiaries has any material contingent obligatibich is not disclosed in the Registration Stateime

(x) Except as set forth in the Prospectus, (i)Gbenpany and each Subsidiary have good and markditiblto all material properties and
assets described in the Prospectus as owned by figemand clear of any pledge, lien, securityriegg charge, encumbrance, claim, equit
interest, or restriction, (ii) the agreements tachtthe Company or any Subsidiary is a party desdrin the Prospectus are valid agreements,
enforceable against the Company or such Subsitiagcordance with their terms, except as enforceémay be limited by applicable
bankruptcy, insolvency, reorganization, moratorimnother similar laws relating to or affecting dteds' rights generally or by general
equitable principles, and, to the Company's knogdedhe other contracting party or parties theagtonot in material breach or default under
any of such agreements and (iii) the Company anll 8absidiary have valid and enforceable leasethéoproperties described in the
Prospectus as leased by it, and such leases coinfa@iirmaterial respects to the description th&réany, set forth in the Registration
Statement.

(xi) The Company and each Subsidiary now hold andleaClosing Date and any later Option Closinge)as the case may be, will hold, all
licenses, certificates, approvals and permits fadirstate, United States, foreign and other reguyaduthorities, that are material to the
conduct of the business of the Company (as sudndsssis currently conducted), except for sucmbes, certificates, approvals and permits
the failure of which to hold would not have a M&éeAdverse Effect), all of which are valid andfirll force and effect (and there is no
proceeding pending or, to the knowledge of the Camgpthreatened which may cause any such liceestfjeate, approval or permit to be
withdrawn, cancelled, suspended or not renewedjhélethe Company nor any Subsidiary is in violataf its certificate of incorporation or
bylaws, or, except for defaults or violations whigbuld not have a Material Adverse Effect, in défauthe performance or observance of
any obligation, agreement, covenant or conditioma@oed in any bond, debenture, note or other eie®f indebtedness or in any contract,
indenture, mortgage, loan agreement, joint ventui@her agreement or instrument to which it isetyor by which it or any of its properties
are bound, or in violation of any law, order, rukegulation, writ, injunction or decree of any dooir governmental agency or body.

(xii) The Company and each Subsidiary have filecdidimely basis all necessary federal, state arelgo income, franchise and other tax
returns and has paid all taxes shown
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thereon as due, and the Company has no knowledgeydbix deficiency which has been or might berésdegainst the Company or any
Subsidiary which might have a Material Adverse Effféll material tax liabilities are adequately pided for within the financial statements
of the Company.

(xiif) The Company and its Subsidiaries maintaisuirance of the types and in the amounts adequatiedio business and consistent with
insurance coverage maintained by similar companiesnilar businesses, including, but not limitedihsurance covering product liability
and real and personal property owned or leasedsighieft, damage, destruction, acts of vandalisthal other risks customarily insured
against, all of which insurance is in full forcedagffect.

(xiv) Neither the Company nor its Subsidiariesiar®lved in any labor dispute or disturbance noithe knowledge of the Company, is any
such dispute or disturbance threatened.

(xv) Except as described in the Prospectus, thegaosnand each Subsidiary own or possess adeqecatsdis or other rights to use all
patents, patent applications, trademarks, trademgapkcations, service marks, service mark appboat trade names, copyrights,
manufacturing processes, formulae, trade secnatsy+tow, franchises, and other material intangjistgoerty and assets (collectively,
"Intellectual Property") necessary to the conddi¢heir businesses as conducted and as proposexidonducted as described in the
Prospectus. The Company has no knowledge of any Watch would preclude it from having rights te fiatent applications referenced in
Prospectus. The Company has no knowledge thasipiSubsidiary lacks or will be unable to obtaiy aghts or licenses to use any of the
Intellectual Property necessary to conduct thertass now conducted or proposed to be conductedasydescribed in the Prospectus, except
as described in the Prospectus. The Prospectilisdail accurately describes the Company's rightts seispect to the Intellectual Property.
The Company has not received any notice of infrimgiet or of conflict with rights or claims of othesdth respect to any Intellectual Prope
The Company is not aware of any patents of othéiistware infringed upon by potential products argasses referred to in the Prospectus in
such a manner as to materially and adversely atiec€ompany and its Subsidiaries taken as a whrtept as described in the Prospectus.

(xvi) The Company and each Subsidiary are condgdtieir businesses in compliance with all of thedarules and regulations of the
jurisdictions in which it is conducting businesscept for such laws, rules and regulations witlpees to which the failure to be in complial
not have a Material Adverse Effect.

(xvii) The Company is not an "investment comparmy,a "promoter" or "principal underwriter" for agistered investment company, as such
terms are defined in the Investment Company Adi9#0, as amended.

(xviii) Neither the Company nor any of its Subsria has incurred any liability for a fee, commissior other compensation on account of
the employment of a broker or finder in connectigth the transactions contemplated by this Agredroérer than the underwriting discou
and commissions contemplated hereby.
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(xix) The Company and each of its Subsidiarie$)ig(compliance with any and all applicable Unitethtes, state and local environmental
laws, rules, regulations, treaties, statutes adeés@romulgated by any and all governmental autbsrnielating to the protection of human
health and safety, the environment or toxic sultgtsior wastes, pollutants or contaminants ("Enwiremntal Laws"), (ii) has received all
permits, licenses or other approvals required ohder applicable Environmental Laws to conducbitsiness as currently conducted, and
is in compliance with all terms and conditions ny&uch permit, license or approval, except whaoh sioncompliance with Environmental
Laws, failure to receive required permit licensesther approvals would not, individually or in thggregate, have a Material Adverse Eff
No action, proceeding, revocation proceeding, wijtinction or claim is pending or threatened fielgto the Environmental Laws or to t
Company's or its Subsidiaries' activities involviigzardous Materials. "Hazardous Materials" meayswaaterial or substance (i) that is
prohibited or regulated by any environmental lavle rregulation, order, treaty, statute or codemirigated by any governmental authority, or
any amendment or modification thereto, or (ii) thas been designated or regulated by any goverairgrthority as radioactive, toxic,
hazardous or otherwise a danger to health, reptioduar the environment.

(xx) Neither the Company nor any of its Subsidisfi@s engaged in the generation, use, manufattamsportation or storage of any
Hazardous Materials on any of the Company's dButssidiaries' properties or former properties, pkegere such use, manufacture,
transportation or storage is in compliance withiEanmental Laws. No Hazardous Materials have besated or disposed of on any of the
Company's or its Subsidiaries' properties or op@ries formerly owned or leased by the CompargngrSubsidiary during the time of such
ownership or lease, except in compliance with Eoniinental Laws. No spills, discharges, releasesygiey emplacements, leaks or disposal
of any Hazardous Materials have occurred on or uadbave emanated from any of the Company's @utssidiaries' properties or former
properties.

(xxi) Neither the Company nor any of its Subsidéarhas at any time during the last five years &)lenany unlawful contribution to any
candidate for foreign office, or failed to discldsély any contribution in violation of law, or jimade any payment to any foreign, United
States or state governmental officer or officialpther person charged with similar public of qyasblic duties, other than payments required
or permitted by the laws of the United States.

(xxii) The Common Stock is registered pursuanteoti®n 12(g) of the Exchange Act. The Shares haea loluly authorized for quotation on
the National Association of Securities Dealers, lgtomated Quotation System National Market ("Naplational Market"). The Company
has taken no action designed to, or likely to heeeffect of, terminating the registration of ttemmon Stock under the Exchange Act or
delisting the Common Stock from the Nasdaq Natidmatket, nor has the Company received any notificathat the Commission or the
Nasdaq National Market is contemplating terminagogh registration or listing

(xxiii) Neither the Company nor any of the Comparygfficers, directors or affiliates has taken, ahthe Closing Date and at any later Option
Closing Date, neither the Company nor any of they@any's officers, directors or affiliates will hataken, directly or indirectly, any action
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which has constituted, or might reasonably be etgpeim constitute, the stabilization or manipulatad the price of sale or resale of the
Shares.

(xxiv) The Company has timely and properly filediwihe Commission all reports and other documezgsired to have been filed by it with
the Commission pursuant to the Act and the RuldsRegulations. True and complete copies of all seplrts and other documents have
been delivered to you.

(b) Each of the Selling Securityholders hereby&sepnts and warrants as follows:

(i) Such Selling Securityholder has good and matiettitle to all of the Shares to be sold by sBelling Securityholder hereunder, free and
clear of all liens, encumbrances, equities, secimterests and claims whatsoever, with full rightl authority to deliver the same hereunder,
subject, in the case of each Selling Securityholaethe rights of The First National Bank of Bastas Custodian (herein called the
Custodian), and that upon the delivery of and payrfar such Shares hereunder, the several Undenaritill receive good and marketable
title thereto, free and clear of all liens, encuamwes, equities, security interests and claims soleaer.

(i) Certificates in negotiable form for the Shatese sold by such Selling Securityholder havenlyggaced in custody under a Custody
Agreement for delivery under this Agreement wit @ustodian; such Selling Securityholder specifjcafjrees that the Shares represents
the certificates so held in custody for such Sglecurityholder are subject to the interests efséveral Underwriters and the Company, that
the arrangements made by such Selling Securityhéddsuch custody, including the Power of Attormegvided for in such Custody
Agreement, are to that extent irrevocable, andtti@bbligations of such Selling Securityholderllshat be terminated by any act of such
Selling Securityholder or by operation of law, whest by the death or incapacity of such Selling Sgdwlder (or, in the case of a Selling
Securityholder that is not an individual, the dlsgon or liquidation of such Selling Securityhotjier the occurrence of any other event; if
any such death, incapacity, dissolution, liquidaio other such event should occur before the @sjiof such Shares hereunder, certificates
for such Shares shall be delivered by the Custddiagcordance with the terms and conditions of &dreement as if such death, incapacity,
dissolution, liquidation or other event had noturced, regardless of whether the Custodian shak heceived notice of such death,
incapacity, dissolution, liquidation or other event

(iif) Such Selling Securityholder has reviewed Begistration Statement and Prospectus and, altheughSelling Securityholder has not
independently verified the accuracy or completenésdl the information contained therein, nothimgs come to the attention of such Selling
Securityholder that would lead such Selling Seghatder to believe that (i) on the Effective Dates Registration Statement contained any
untrue statement of a material fact or omittedtébesany material fact required to be stated thesenecessary in order to make the staten
therein not misleading or

(i) on the Effective Date the Prospectus contaiaed, on the Closing Date and any later date oelwBiption Stock is to be purchased,
contains any untrue statement of a material fachutted or omits to
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state any material fact necessary in order to rifadestatements therein, in the light of the circiamses under which they were made, not
misleading.

(iv) The Selling Securityholders have no reasobdiieve that the representations and warrantieso®d in Section 2(a) hereof are not
materially true and correct, are familiar with fRegistration Statement (as amended or supplemested)ave no knowledge of any material
fact, condition or information not disclosed in fRegistration Statement, as of the Effective Datealy amendment or supplement thereto),
as of the applicable filing date, which has adgraffected or may adversely affect the busineghefCompany and is not prompted to sell
shares of Common Stock by any information concerttie Company which is not set forth in the Registn Statement.

(v) The Selling Securityholders have not taken aildnot take, directly or indirectly, any actionhich is designed to or which has constitt
or which might reasonably be expected to causesuitrin the stabilization or manipulation of thécp of any security of the Company to
facilitate the sale or resale of the Shares.

3. PURCHASE OF THE SHARES BY THE UNDERWRITERS.

(a) On the basis of the representations and wéaesaahd subject to the terms and conditions hesetifiorth, the Company agrees to issue and
sell the Firm Shares to the several UnderwritaasheSelling Securityholder agrees to sell to thversd Underwriters the number of Firm
Shares set forth in Schedule B opposite the narsadf Selling Securityholder, and each of the Undears agrees to purchase from the
Company and the Selling Securityholders the regmeagygregate number of Firm Shares set forth ampits name on SCHEDULE A, plus
such additional number of Firm Shares which suctdswriter may become obligated to purchase purswaBéction 3(b) hereof. The price
at which such Firm Shares shall be sold by the Gmy@and the Selling Securityholders and purchagatidseveral Underwriters shall be
$ per share. The obligation of each Undermitéhe Company and each of the Selling Securitidrs shall be to purchase from the
Company and the Selling Securityholders that nurob#re Firm Shares which represents the same piop®f the total number of the Firm
Shares to be sold by each of the Company and tliegS8ecurityholders pursuant to this Agreementh&snumber of the Firm Shares set
forth opposite the name of such Underwriter in Sicite A hereto represents of the total number oRine Shares to be purchased by all
Underwriters pursuant to this Agreement, as adjulsieyou in such manner as you deem advisabledil dractional shares. In making this
Agreement, each Underwriter is contracting sevgialld not jointly; except as provided in paragrafti)sand (c) of this Section 3, the
agreement of each Underwriter is to purchase dryespective number of Firm Shares specified diEBJLE A.

(b) If for any reason one or more of the Underwsitghall fail or refuse (otherwise than for a ressuofficient to justify the termination of this
Agreement under the provisions of Section 11 hgregburchase and pay for the number of Sharesddoebe purchased by such
Underwriter or Underwriters, the Company or thdiBglSecurityholders shall immediately give nottbereof to you and the non-defaulting
Underwriters shall have the right within twenty-fd@4) hours after such
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default to purchase, or procure one or more othetedwvriters to purchase, in such proportions as besggreed upon between you and such
purchasing Underwriter or Underwriters and uponténes herein set forth, all or any part of ther8havhich such defaulting Underwriter or
Underwriters agreed to purchase. If the non-ddfepltnderwriters fail so to make such arrangemeiitts respect to all such Shares and
portion, the number of Shares which each non-defguUnderwriter is otherwise obligated to purchaader this Agreement shall be
automatically increased on a pro rata basis (asstat] by you in such manner as you deem advisalaledid fractional shares) to absorb the
remaining shares and portion which the defaultimgléwriter or Underwriters agreed to purchase; igiexy, however, that the non-defaulting
Underwriters shall not be obligated to purchasesthares and portion which the defaulting UnderwnteUnderwriters agreed to purchase if
the aggregate number of such Shares exceeds 109 wital number of Shares which all Underwritegeead to purchase hereunder. If the
total number of Shares which the defaulting Und&eror Underwriters agreed to purchase shall egvlrchased or absorbed in accordance
with the two preceding sentences, the Companyle&elling Securityholders shall have the righthimi twenty-four

(24) hours next succeeding the 24-hour period medieio above, to make arrangements with other writers or purchasers reasonably
satisfactory to you for purchase of such Sharegantibn on the terms herein set forth. In any stae, either you or the Company and the
Selling Securityholders shall have the right totpose the Closing Date determined as provided aii@e5 hereof for not more than seven
business days after the date originally fixed &sGlosing Date pursuant to said Section 5 in offlrany necessary changes in the
Registration Statement, the Prospectus or any dit@rments or arrangements may be made. If theeggtg number of Shares which the
defaulting Underwriter or Underwriters agreed togmase exceeds 10% of the total number of Sharehwah Underwriters agreed to
purchase hereunder, and if neither the non-defeulinderwriters nor the Company and the Sellingu8stolders shall make arrangements
within the 24-hour periods stated above for theepase of all the Shares which the defaulting Undéemwor Underwriters agreed to purchase
hereunder, this Agreement shall be terminated witfrther act or deed and without any liability the part of the Company or the Selling
Securityholders to any non-defaulting Underwrited avithout any liability on the part of any non-defting Underwriter to the Company or
the Selling Securityholders. Nothing in this paeadr (b), and no action taken hereunder, shallveléay defaulting Underwriter from liabil

in respect of any default of such Underwriter uritiés Agreement.

(c) On the basis of the representations, warraatielscovenants herein contained, and subject ttethes and conditions herein set forth, the
Company and the Selling Securityholders grant aimopo the several Underwriters to purchase a#dror portion of the Option Shares from
the Company and the Selling Securityholders as#me price per share as the Underwriters shallguatiie Firm Shares. Said option may be
exercised only to cover over-allotments in the sédlie Firm Shares by the Underwriters and magtsgcised in whole or in part at any time
(but not more than once) on or before the 30thadegr the date of this Agreement upon written tegeaphic notice by you to the Company
setting forth the aggregate number of the Optioar&has to which the several Underwriters are estegcthe option. Delivery of certificates
for the Option Shares, and payment therefor, $feathade as provided in Section 5 hereof. Each Wiidter will purchase such percentage of
the Option Shares from the Company and the SeBieurityholders as is equal to the percentagerof Bhares that such Underwriter is
purchasing from the Company and the Selling Sedhwiters,
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the exact number of shares to be adjusted by ysudh manner as you deem advisable to avoid fredtghares.
4. OFFERING BY UNDERWRITERS.

(a) The terms of the initial public offering of tiares by the Underwriters shall be as set farthe Prospectus. The Underwriters may from
time to time change the public offering price atter closing of the public offering and increaselecrease the concessions and discounts to
dealers as they may determine.

(b) You, on behalf of the Underwriters, represamt warrant that

(i) the information set forth in the last paragraphthe front cover page and the third and seveathgraphs under the caption "Underwriti
in the Registration Statement, any Preliminary pectus and the Prospectus relating to the Sharesfér as such information relates to the
Underwriters) constitutes the only information fishred by the Underwriters to the Company for inidnsn the Registration Statement, any
Preliminary Prospectus, and the Prospectus, andhbatatements made therein are correct and tdonmibto state any material fact required
to be stated therein or necessary to make thereats made therein in light of the circumstanceteumhich they were made not misleadi
and (ii) the Underwriters have not distributed arilll not distribute prior to the Closing Date or any Option Closing Date, as the case may
be, any of offering material in connection with thféering and sale of the shares other than thénfrery Prospectus, the Prospectus, the
Registration Statement and other materials perdhiiiethe Act.

5. DELIVERY OF AND PAYMENT FOR THE SHARES.

(a) Delivery of certificates for the Firm Sharesldahe Option Shares (if the option granted purstmStection 3(c) hereof shall have been
exercised not later than 1:00 p.m., New York tiorethe date at least two business days precedinGltsing Date), and payment therefor,
shall be made at the office of Thelen, Marrin, J@mé& Bridges LLP, counsel to the Company, Two Eroddero Center, Suite 2100, San
Francisco, California 94111 at 9:00

a.m., New York time, on the fourth business dagrafte date of this Agreement, or at such timeumh ®ther day, not later than seven full
business days after such fourth business day adisb&hagreed upon in writing by the Company, teil®y Securityholders and you (the
"Closing Date").

(b) If the option granted pursuant to Section Beof shall be exercised after 1:00 p.m., New Yinle, on the date two business days
preceding the Closing Date, and on or before thie 88y after the date of this Agreement, delivergestificates for the Option Shares, and
payment therefor, shall be made at the office al@i, Marrin, Johnson & Bridges LLP, counsel to@mmpany, Two Embarcadero Center,
Suite 2100, San Francisco, California 94111 at &:@@, New York time, on the third business dagratite exercise of such option.

(c) Payment for the Shares purchased from the Coynglaall be made to the Company or its order agdhpat for the Shares purchased fi
the Selling Securityholders shall be
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made to the Custodian, for the account of the i8elecurityholders, in each case by wire transfetleer same day funds. Such payment
shall be made upon delivery of certificates for $eres to you for the respective accounts ofelieral Underwriters against receipt therefor
signed by you. Certificates for the Shares to Beled to you shall be registered in such nameaones and shall be in such denominations
as you may request at least three business dageelibe Closing Date, in the case of Firm Shanes ad least two business days prior to the
Option Closing Date, in the case of the Option 88aBuch certificates will be made available toldheerwriters for inspection, checking ¢
packaging at a location in New York, New York, dgsted by the Underwriters not less than one fusifess day prior to the Closing Date
or, in the case of the Option Shares, by 3:00 pfNew York time, on the business day preceding thgod Closing Date.

It is understood that you, individually and notlwehalf of the Underwriters, may (but shall not bégated to) make payment to the Comp
and the Selling Securityholders for shares to belmsed by any Underwriter whose funds shall neeteeen received by you on the Closing
Date or any later Option Closing Date. Any suchrpet by you shall not relieve such Underwriter frany of its obligations hereunder.

6. FURTHER AGREEMENTS OF THE COMPANY AND THE SELLBISECURITYHOLDERS. Each of the Company and theirggll
Securityholders respectively covenants and agreésllaws:

(a) The Company will use its best efforts to catgeRegistration Statement and any amendment théreot effective at the time and date
that this Agreement is executed and delivered byptrties hereto, to become effective as promgtlyassible; it will notify you, promptly
after it shall receive notice thereof, of the timieen the Registration Statement or any subsequesn@ment to the Registration Statement
has become effective or any supplement to the Bobgp has been filed. If the Company omitted inftion from the Registration Statement
at the time it was originally declared effectiver@iance upon Rule 430A(a), the Company will pdevevidence satisfactory to you that the
Prospectus contains such information and has hileen Within the time period prescribed, with therimission pursuant to subparagraph (1)
or (4) of Rule 424(b) of the Rules and Regulationas part of a post-effective amendment to sugfisRation Statement as originally
declared effective which is declared effective iy Commission. If for any reason the filing of fhral form of Prospectus is required under
Rule 424(b)(3) of the Rules and Regulations, it piibvide evidence satisfactory to you that thespeztus contains such information and has
been filed with the Commission within the time perprescribed. The Company will notify you promptlyany request by the Commission
for the amending or supplementing of the RegisiraStatement or the Prospectus or for additiorfatimation. Promptly upon your request,

it will prepare and file with the Commission anyemiments or supplements to the Registration Statieond>rospectus which, in the
reasonable opinion of counsel to the several Undiems ("Underwriters' Counsel"), may be necessargdvisable in connection with the
distribution of the Shares by the Underwriters. Tmmpany will promptly prepare and file with ther@mission, and promptly notify you of
the filing of, any amendments or supplements toRbgistration Statement or Prospectus which mayelsessary to correct any statements or
omissions, if, at any time when a prospectus rajei the
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Shares is required to be delivered under the Awt,eaent shall have occurred as a result of whiehRrospectus or any other prospectus
relating to the Shares as then in effect woulduidelan untrue statement of a material fact or torstate any material fact necessary to make
the statements therein, in light of the circumsésnender which they were made, not misleadingase @any Underwriter is required to deli

a prospectus within the nimaenth period referred to in Section 10(a)(3) of Awt in connection with the sale of the Shares,Goenpany wil
prepare promptly upon request, but at the expehseoh Underwriter, such amendment or amendmerntet&egistration Statement and
such prospectus or prospectuses as may be necesganynit compliance with the requirements of ®eci0(a)(3) of the Act. The Company
will file no amendment or supplement to the Regisbn Statement or Prospectus that shall not pustjchave been submitted to you a
reasonable time prior to the proposed filing théoedo which you shall reasonably object in writiar which is not in compliance with the
Act and Rules and Regulations or the provisionthisf Agreement.

(b) The Company will advise you, promptly afteslitall receive notice or obtain knowledge thereahefissuance of any stop order by the
Commission suspending the effectiveness of thedRadjon Statement or the use of the Prospecto$tbe initiation or threat of any
proceeding for that purpose; and the Company aa&#iling Securityholders will promptly use theésbefforts to prevent the issuance of
any such stop order or to obtain its withdrawdhatearliest possible moment if such stop ordeulshibe issued.

(c) The Company will cooperate with you in endeawpto qualify the Shares for offering and sale emithe securities laws of such
jurisdictions as you may designate and to contsuah qualifications in effect for so long as mayrdguired for purposes of the distributi

of the Shares, except that the Company shall no¢dpgired in connection therewith or as a conditlwereof to qualify as a foreign
corporation, or to execute a general consent tacgeof process in any jurisdiction, or to make amglertaking with respect to the conduct of
its business. In each jurisdiction in which the ig@kashall have been qualified, the Company will enakd file such statements, reports and
other documents in each year as are or may benaalyarequired by the laws of such jurisdictionsasdo continue such qualifications in
effect for so long a period as you may reasonaddyest for distribution of the Shares, or as otfmrwmnay be required by law.

(d) The Company will furnish to you, as soon aslatsée, copies of the Registration Statement (tlwiaehich will be signed and which will
include all exhibits), each Preliminary Prospecths,Prospectus and any amendments or supplenoesiistt documents, including any
prospectus prepared to permit compliance with 8ecD(a)(3) of the Act, all in such quantities as ynay from time to time reasonably
request.

(e) The Company will make generally available sositockholders as soon as practicable, but in eagtanot later than the 45th day following
the end of the fiscal quarter first occurring afte first anniversary of the effective date of Reygistration Statement, an earnings statement
(which will be in reasonable detail but need nothdited) complying with the provisions of Sectidl(a) of the Act and Rule 158 of the
Rules and Regulations and covering a tweharth period beginning after the effective dat¢hef Registration Statement, and will advise

in writing when such statement has been made dlaila

-14-



(f) During a period of five years after the datedwd, the Company, as soon as practicable aftegrideof each respective period, will furnish
to its stockholders annual reports (including ficiahstatements audited by independent certifidadipaccountants) and will furnish to its
stockholders unaudited quarterly reports of openatifor each of the first three quarters of thediyear, and will, upon request, furnish to
you and the other several Underwriters hereundleo(icurrently with making such reports availalolét$ stockholders, statements
operations of the Company for each of the firseéhquarters in the form made available to the Carylpatockholders; (ii) concurrently with
the furnishing thereof to its stockholders, a baéasheet of the Company as of the end of suchl fyeea, together with statements of
operations, of stockholders' equity and of casw fbdé the Company for such fiscal year, accompabigd copy of the certificate or report
thereon of nationally recognized independent dedipublic accountants; (iii) concurrently with thenishing of such reports to its
stockholders, copies of all reports (financial trey) mailed to stockholders; (iv) as soon as tireyavailable, copies of all reports and
financial statements furnished to or filed with themmission, any securities exchange or the Nalidéignal Market by the Company
(except for documents for which confidential treatrhis requested); and (v) every material pregsasel and every material news item or
article in respect of the Company or its affairdckhwvas generally released to stockholders or peebfor general release by the Company.
During such five- year period, if the Company slhalve any active Subsidiaries, the foregoing fingrstatements shall be on a consolidated
basis to the extent that the accounts of the Cogngenconsolidated with any Subsidiaries, and sfeliccompanied by similar financial
statements for any significant Subsidiary thatdsso consolidated.

(g) Prior to or simultaneously with the executioalelivery of this Agreement, the Company willaibtagreement from each of the
Company's executive officers and directors of toexgany listed on SCHEDULE C to this Agreement piding that such person will not, for
a period of 90 days after the date of the Prosgeutithout the prior written consent of UBS SedestLLC, directly or indirectly, offer to se
sell, hypothecate, contract to sell, grant anyampto purchase, or otherwise dispose of, any stuir€smmon Stock beneficially owned as of
the date such lockup agreement is executed (imgyiadvithout limitation, shares of Common Stock whinay be deemed to be beneficially
owned in accordance with the Rules and Regulatindsshares of Common Stock which may be issued epantise of a stock option or
warrant) or any securities convertible into or exgable or exchangeable for such Common Stock éxoepansfers (a) as a BONA FIDE
gift or gifts to any person or other entity whigr@es in writing to be bound by the restrictionsfegh in such lock-up agreement, or (b) to
any trust for the direct or indirect benefit of iradiately family and the trustee of such trust agieevriting to be bound by the restrictions
forth in such lock-up agreement. Each such pers@amtity shall also agree and consent to the eftsgop transfer instructions with the
Company's transfer agent against the transferarestof Common Stock held by such person or emtidyept in compliance with the
foregoing restriction.

(h) The Company shall not, during the 90 days feilhg the effective date of the Registration Statetnexcept with your prior written
consent as Representatives, file a registratideratnt covering any of its shares of capital stegkept that one or more registration
statements on Form S-8 may be filed at any timeviohg the effective date of the Registration Statat.
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(i) Neither the Company nor any Selling Securitylasl(except for such Selling Securityholders wheerecutive officers or directors of the
Company and who enter into lock-up agreements@sded in Section 6(g) above) shall, during thed@@s following the effective date of
the Registration Statement, except with your pridtten consent as Representatives, issue, sk, of agree to sell, grant, distribute or
otherwise dispose of, directly or indirectly, amases of Common Stock, or any options, rights aravas with respect to shares of Common
Stock, or any securities convertible into or exaeable for Common Stock, other than (i) the sal8hafres hereunder, (i) the grant of
options or the issuance of shares of Common Stodknthe Company's stock option plans or stockhage plan, as the case may be,
existing on the date hereof, (iii) the issuancshares of Common Stock upon exercise of the clyrentstanding options or warrants
described in the Registration Statement.

()) The Company will apply the net proceeds from #ale of the Shares being sold by it in the maseteforth under the caption "Use of
Proceeds" in the Prospectus.

(k) The Company will maintain a Transfer Agent aifichecessary under the jurisdiction of incorparatof the Company, a Registrar (which
may be the same entity as the Transfer Agentf$dCommon Stock.

() The Company will use its best efforts to maintlisting of its shares of Common Stock on the déasNational Market.

(m) The Company is familiar with the Investment Gamy Act of 1940, as amended, and the rules andatgns thereunder, and has in the
past conducted its affairs, and will in the futaomduct its affairs, in such a manner so as torerthiat the Company was not and will not be
an "investment company" within the meaning of timeestment Company Act of 1940, as amended, anditbe and regulations thereunder.

(n) If at any time during the 90-day period aftee Registration Statement becomes effective, amprupublication or event relating to or
affecting the Company shall occur as a result attvim your reasonable opinion the market pricghefCommon Stock has been or is likely
to be materially affected (regardless of whethehsuimor, publication or event necessitates a smp@ht to or amendment of the Prospec
the Company will, after written notice from you &img the Company to the effect set forth abovesatirwith you in good faith regarding t
necessity of disseminating a press release or ptigic statement responding to or commenting @ sumor, publication or event and, if
the Company in its reasonable judgment determimegissuch a press release or other public statesyappropriate, the substance of any f.
release or other public statement.

7. EXPENSES. The Company and the Selling Secuiidgne agree with each Underwriter that:

(a) The Company and, unless otherwise paid by trapgany the Selling Securityholders will pay andrkadbcosts, fees and expenses in
connection with the preparation,
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printing and filing of the Registration Statement{uding financial statements, schedules and ete)jiPreliminary Prospectuses and the
Prospectus and any amendments or supplementsathéretreproduction of this Agreement, the Agreetwenong Underwriters, the Selec!
Dealer Agreement, the Preliminary Blue Sky Memoeaadd any Supplemental Blue Sky Memoranda andrestsuments related to any of
the foregoing; the issuance and delivery of ther&hhereunder to the several Underwriters, incyttiansfer taxes, if any; the cost of all
stock certificates re presenting the Shares andsfeaAgents' and Registrars' fees; the fees atidiements of corporate, patent and
regulatory counsel for the Company; all fees am@iotharges of the Company's independent publisuetants; the cost of furnishing to the
several Underwriters copies of the Registratione®ta@nt (including appropriate exhibits), Prelimin®rospectuses and the Prospectus, and
any amendments or supplements to any of the fanggdIASD filing fees and expenses incident to seguany required review and the cost
of qualifying the Shares under the laws of suclsglictions within the United States as you may glesie (including filing fees and fees and
disbursements of Underwriters' Counsel in connaatiith such NASD filings and Blue Sky qualificat®n listing application fees of the
Nasdaq National Market; and all other expensestiyrancurred by the Company or the Selling Seghigiders in connection with tt
performance of their obligations hereunder. ThéirReSecurityholders will pay any transfer taxesident to the transfer to the Underwriters
of the Shares being sold by the Selling Securigéis.

(b) If the transactions contemplated hereby areeansummated by reason of any failure, refusahability on the part of the Company or
Selling Securityholders to perform any agreemengitiver of their part to be performed hereundeodulfill any condition of the
Underwriters' obligations hereunder, the Companynoless otherwise paid by the Company, the SeSiegurityholders will, in addition to
paying the expenses described in clause (a) abewahurse the several Underwriters for all oupotket expenses (including reasonable
and disbursements of Underwriters' Counsel) inclisethe Underwriters in reviewing the Registrat®tatement and the Prospectus and in
otherwise investigating, preparing to market orketing the Shares. Neither the Company nor theéngeflecurityholders will in any event
liable to any of the several Underwriters for angd of anticipated profits from the sale by therthefShares.

(c) The provisions of paragraphs (a) and (b) af Section are intended to relieve the Underwriiens the payment of the expenses and ¢
which the Company and the Selling Securityholdergby agree to pay and shall not affect any agreewigich the Company and the Sell
Securityholders make, or may have made, for tharghaf any such expenses and costs.

8. CONDITIONS OF UNDERWRITERS' OBLIGATIONS. The diptions of the several Underwriters to purchaskpay for the Shares, as
provided herein, shall be subject to the accurasyf the date hereof and the Closing Date andaeryOption Closing Date, as the case may
be, of the representations and warranties of thmgamy and the Selling Securityholders herein, ¢oprformance by the Company and the
Selling Securityholders of their obligations heréenand to the following additional conditions:

(a) The Registration Statement shall have becofeetafe not later than 9:00 a.m., New York City ¢éinon the date following the date of this
Agreement, or such later time or date as shall
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be consented to in writing by you. If the filing thie Prospectus, or any supplement thereto, idrestjpursuant to Rule 424(b) and Rule 430A
of the Rules and Regulations, the Prospectus Baa# been filed in the manner and within the tiragqul required by Rule 424(b) and Rule
430A of the Rules and Regulations. No stop ordepsnding the effectiveness of the RegistratioreBtant shall have been issued and no
proceeding for that purpose shall have been ipiiatr, to the knowledge of the Company, the SelBegurityholders or any Underwriter,
threatened by the Commission, and any requesecttmmission for additional information (to be umbéd in the Registration Statement or
the Prospectus or otherwise) shall have been cethplith to the reasonable satisfaction of UndepssitCounsel.

(b) All corporate proceedings and other legal natite connection with this Agreement, the form efgistration Statement and the
Prospectus, and the registration, authorizati@uessale and delivery of the Shares shall have tessonably satisfactory to Underwriters'
Counsel, and such counsel shall have been furnisttedsuch papers and information as they may msly have requested to enable them
to pass upon the matters referred to in this stiosec

(c) You shall have received, at no cost to youthenClosing Date and on any later Option Closin¢eDas the case may be, the opinion of
Thelen, Marrin, Johnson & Bridges LLP, corporatergel to the Company and the Selling Securityhslddmted the Closing Date or such
later Option Closing Date, in the forms attachedktteon APPENDIX A, addressed to the Underwriterd with reproduced copies of signed
counterparts thereof for each of the Representative

(d) You shall have received from Wilson Sonsini Gach & Rosati, Underwriters' Counsel, an opinioropinions, dated the Closing Date or
on any later Option Closing Date, as the case mneayniform and substance reasonably satisfactoypuo with respect to the sufficiency of
all corporate proceedings undertaken by the Compadyother legal matters relating to this Agreenagt the transactions contemplated
hereby as you may reasonably require, and the Caoyrgdeall have furnished to such counsel such doaotsres it may have reasonably
requested for the purpose of enabling it to pass guch matters.

(e) You shall have received on the Closing Date@ndny later Option Closing Date, as the case Inea letter from the Accountants
addressed to the Company and the Underwritersg diageClosing Date or such later Option ClosingeDast the case may be, confirming that
it is an independent certified public accountarthwéspect to the Company within the meaning ofAbeand the Rules and Regulations
thereunder and based upon the procedures desarniiisdetter delivered to you concurrently witletBxecution of this Agreement (herein
called the "Original Letter"), but carried out t@ate not more than three days prior to the CloBiatg or any such later Option Closing Date,
as the case may be, (i) confirming that the statésnend conclusions set forth in the Original Lietiee accurate as of the Closing Date or
later Option Closing Date, as the case may be{igrgktting forth any revisions and additions e statements and conclusions set forth in
the Original Letter that are necessary to reflegt@éhanges in the facts described in the Origiredidr since the date of such letter, or to re
the availability of more recent financial statensgmtata or information. The letter shall not disel@ny change, or any development involving
a prospective change, in or affecting the busioegsoperties of the Company which, in your readtmgudgment, makes it impracticable or
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inadvisable to proceed with the public offeringloé Shares as contemplated by the Prospectusditioag you shall have received from the
Accountants a letter addressed to the Company aule mvailable to you for the use of the Underwsigtating that its review of the
Company's system of internal accounting controlshé extent it deemed necessary in establishmgdbpe of its latest examination of the
Company's financial statements, did not disclogeveeaknesses in internal controls that it considiéoebe material weaknesses. All such
letters shall be in a form reasonably satisfactothe Representatives and their counsel.

(f) You shall have received on the Closing Date andny later Option Closing Date, as the caselmeaw certificate of the President and the
Chief Financial Officer of the Company, dated tHedihg Date or such later date, to the effect #sadf such date (and you shall be satisfied
that as of such date):

(i) The representations and warranties of the Camwyjpathis Agreement are true and correct, as flenan and as of the Closing Date or any
later Option Closing Date, as the case may betl@ompany has complied with all of the agreemantssatisfied all of the conditions on
its part to be performed or satisfied at or printite Closing Date or any later Option Closing Dagethe case may be;

(i) The Registration Statement has become effeaiivder the Act and no stop order suspending feetafeness of the Registration
Statement or preventing or suspending the useedPthspectus has been issued, and no proceedinpatfpurpose have been instituted or
are pending or, to the best of their knowledgesdtened under the Act;

(i) They have carefully reviewed the Registrati®tatement and the Prospectus; and, when the RegistStatement became effective an
all times subsequent thereto up to the deliversuch certificate, the Registration Statement apdPtitospectus and any amendments or
supplements thereto contained all statements dodmation required to be included therein or neasst make the statements therein not
misleading; and when the Registration Statemerdrbeceffective, and at all times subsequent theneto the delivery of such certificate,
none of the Registration Statement, the Prospectasy amendment or supplement thereto includeduatrye statement of a material fact or
omitted to state any material fact required tothéesl therein or necessary to make the statentesrisin not misleading; and, since the
effective date of the Registration Statement, theoccurred no event required to be set forttmiamended or supplemented Prospectu
has not been so set forth; and

(iv) Subsequent to the respective dates as of wihfohmation is given in the Registration Statemamtl the Prospectus, there has not been
(A) any material adverse change in the propertiesssets described or referred to in the Registra&8tatement and the Prospectus or in the
condition (financial or otherwise), operations, iness or prospects of the Company and its Sub&digB) any transaction which is material
to the Company and its Subsidiaries, except trdizsecentered into in the ordinary course of busin€¢C) any obligation, direct or
contingent, incurred by the Company or its Subsiglsa which is material to the Company and its &libges taken as a whole,
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(D) any change in the capital stock or outstandhidgbtedness of the Company or its Subsidiarieshwisi material to the Company and its
Subsidiaries taken as a whole or (E) any dividendigiribution of any kind declared, paid or madetioe capital stock of the Company.

(g) The Company and the Selling Securityholderdl slaze furnished to you such further certificaéesl documents as you shall reasonably
request as to the accuracy of the representatimhsvarranties of the Company and the Selling Sadwiders herein, as to the performance
by the Company and the Selling Securityholder$eirtobligations hereunder and as to the otheritiond concurrent and precedent to the

obligations of the Underwriters hereunder.

(h) The Firm Shares and the Option Shares, if singll have been approved for quotation on the Npblddional Market.

All such opinions, certificates, letters and docatsewill be in compliance with the provisions hdrenly if they are reasonably satisfactor
Underwriters' Counsel. The Company or the Selliagusityholders, as the case may be, will furnish with such number of conformed
copies of such opinions, certificates, letters daduments as you shall reasonably request.

In case any of the conditions specified in thisti®ec8 shall not be fulfilled, this Agreement mag terminated by you by giving notice to the
Company and to the Selling Securityholders. Anyhgecmination shall be without liability of the Cpemny or the Selling Securityholders to
the Underwriters and without liability of the Uneeiters to the Company or the Selling Securityhadderovided, however, that (i) in the
event of such termination, the Company and thergeBecurityholders agree to indemnify and holdiiass the Underwriters from all costs
or expenses incident to the performance of thegabbins of the Company and the Selling Securitysdinder this Agreement, and (ii) if t
Agreement is terminated by you because of any akfirsbility or failure on the part of the Compamythe Selling Securityholders to
perform any agreement herein, to fulfill any of twnditions herein, or to comply with any provisisereof other than by reason of a default
by any of the Underwriters, the Company will reimgrithe Underwriters severally upon demand foo@Hof-pocket expenses (including
reasonable fees and disbursements of counseBhh#thave been incurred by them in connection Wightransactions contemplated hereby.

9. CONDITIONS OF THE OBLIGATION OF THE COMPANY ANDHE SELLING SECURITYHOLDERS. The obligation of the
Company and the Selling Securityholders to deliilerShares shall be subject to the conditions(#)ahe Registration Statement shall have
become effective and (b) no stop order suspenti@gffectiveness thereof shall be in effect angnogeedings therefor shall be pending or
threatened by the Commission.

In case either of the conditions specified in Béxtion 9 shall not be fulfilled, this Agreementyniege terminated by the Company and the
Selling
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Securityholders by giving notice to you. Any suemtination shall be without liability of the Compaand the Selling Securityholders to the
Underwriters and without liability of the Underveis to the Company or the Selling SecurityholdeRQVIDED, HOWEVER, that in the
event of any such termination the Company and #in§ Securityholders jointly and severally agteéndemnify and hold harmless the
Underwriters from all costs or expenses incidenh&performance of the obligations of the Compamg the Selling Securityholders under
this Agreement.

10. INDEMNIFICATION AND CONTRIBUTION.

(a) Subject to the provisions of paragraph (g) Wwel@ the Company and Douglas S. Schatz (the tyal Selling Securityholder"), jointly
and severally, and the Selling Securityholdersgiothan the Principal Selling Securityholder), sailg in proportion to the number of Shares
to be sold by each of them, and not jointly, adoeemdemnify and hold harmless each Underwriter @ach person (including each partner or
officer thereof) who controls any Underwriter witlthe meaning of Section 15 of the Act from andragjeany and all losses, claims, damz

or liabilities, joint or several, to which such emnified parties or any of them may become suhjader the Act, the Exchange Act, or the
common law or otherwise, and (ii) the Company dr&Rrincipal Selling Securityholder, jointly and/isgally, and the Selling Securityholde
(other than the Principal Selling Securityholdegyerally in proportion to the number of Sharebda®old by each of them, and not jointly,
agree to reimburse each such Underwriter and dingrgerson for any legal or other out-of-pockepenses (including, except as otherwise
hereinafter provided, reasonable fees and disb@senof counsel) incurred by the respective indéiethparties in connection with
defending against any such losses, claims, damadibilities or in connection with any investigat or inquiry of, or other proceeding
which may be brought against, the respective indfadrparties, in each case of clause (i) andafipve, arising out of or based upon (A) any
untrue statement or alleged untrue statement adtanml fact contained in the Registration Stateinfi@cluding the Prospectus as part thereof
and any 462(b) registration statement) or any péfsttive amendment thereto (including any 462@gjistration statement), or the omission
or alleged omission to state therein a materialfequired to be stated therein or necessary tertak statements therein not misleading, (B)
any untrue statement or alleged untrue statememnudterial fact contained in any Preliminary Peasps or the Prospectus (as amended
supplemented if the Company shall have filed with €ommission any amendment thereof or supplerhergtb) or the omission or alleged
omission to state therein a material fact necedsamyder to make the statements therein, in g lbf the circumstances under which they
were made, not misleading, or (C) with respecheo@ompany and the Principal Selling Securityhglday facts or events that would
constitute a breach of any of the representationgaoranties set forth in Section 2(a) hereof, aitti respect to the Selling Securityholders,
any facts or events that would constitute a bredi@ny of the representations or warranties of Selting Securityholders set forth in Sect
2(b) hereof; provided, however, that (1) the indgynagreements of the Company and the Selling $tgbotders contained in this paragraph
(a) shall not apply to any such losses, claims,atgs, liabilities or expenses if such statemenassion is contained in the third and
seventh paragraphs under section of the Prospeuwtitled "Underwriting” or the last paragraph oftten the cover page of the Prospectus
the indemnity agreement contained in this paragraph

(a) with respect to any Preliminary Prospectuslstalinure to the benefit of any Underwriter framhom the person asserting any such
losses, claims, damages, liabilities or expenseshpsged the Shares which is the subject theredb (e benefit of any person controlling
such Underwriter) if at or prior to the written dwmation of the sale of such Shares a copy ofRtaspectus (or the Prospectus as amend
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supplemented) was not sent or delivered to suctopgexcluding any documents incorporated thergireference) and the untrue statement
or omission of a material fact contained in sucéliRrinary Prospectus was corrected in the Prospdoiuthe Prospectus as amended or
supplemented) unless the failure is the resulootompliance by the Company with paragraph (a)ectiSn 6 hereof, and (3) each Selling
Securityholder shall not be liable under this peaph with respect to (A) information pertainingadiher Selling Securityholders furnished by
or on behalf of such other Selling Securityhold=tpressly for use in any Preliminary ProspectubeRegistration Statement or the
Prospectus or any such amendment thereof or supptetrereto or (B) breaches of any representatiavaoranty set forth in Section 2(b)
hereof by other Selling Securityholders. The indgynagreements of the Company and the Selling Stgbotders contained in this paragre
(a) and the representations and warranties of dmp@ny and the Selling Securityholders containe8kiction 2 hereof shall remain operative
and in full force and effect regardless of any stigation made by or on behalf of any indemnifiagityp and shall survive the delivery of any
payment for the Shares.

(b) Each Underwriter severally agrees to indemaifg hold harmless the Company, each of its exexofiicers, each of its directors, each
other Underwriter and each person (including eaaingr or officer thereof) who controls the Companyany such other Underwriter within
the meaning of Section 15 of the Act, and the BglBecurityholders from and against any and afldesclaims, damages or liabilities, joint
or several, to which such indemnified parties gr ahthem may become subject under the Act, thehBmrge Act, or the common law or
otherwise and to reimburse each of them for angllegother expenses including, except as othergseinafter provided, reasonable fees
and disbursements of counsel) incurred by the otispeeindemnified parties in connection with defemagainst any such losses, claims,
damages or liabilities or in connection with anydstigation or inquiry of, or other proceeding whimay be brought against, the respective
indemnified parties, in each case arising out diased upon (i) any untrue statement or allegedi@rstatement of a material fact contained
in the Registration Statement (including the Proggeas part thereof and any Rule 462(b) registratiatement) or any post-effective
amendment thereto (including any 462(b) registrasitatement) or the omission or alleged omissicstdte therein a material fact required to
be stated therein or necessary to make the stateimemein not misleading or (ii) any untrue statatror alleged untrue statement of a
material fact contained in any Preliminary Prospedir the Prospectus (as amended or as supplenittitedCompany shall have filed with
the Commission any amendment thereof or supplethergto) or the omission or alleged omission ttesttaerein a material fact necessary in
order to make the statements therein, in the bftthe circumstances under which they were mademimseading; provided, however, that in
the cases of clauses (i) and (ii) above, suchratieor omission is contained in the Section ofRhespectus entitled "Underwriting” or the
last paragraph on the cover page of the Prospebesindemnity agreement of each Underwriter comtgiin this paragraph (b) shall remain
operative and in full force and effect regardlekany investigation made by or on behalf of anyeimehified party and shall survive the
delivery of and payment for the Shares.

(c) Each party indemnified under the provision afggraphs (a) and
(b) of this Section 10 agrees that, upon the serf@a summons or other initial legal process uponany action or suit instituted against it
upon its receipt of written notification of the corancement of any
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investigation or inquiry of, or proceeding agaiitsin respect of which indemnity may be soughtageount of any indemnity agreement
contained in such paragraphs, it will promptly givetten notice (a "Notice") of such service orifioaition to the party or parties from whom
indemnification may be sought hereunder. No inddication provided for in such paragraphs shall bailable to any party who shall fail so
to give the Notice if the party to whom such Notieas not given was unaware of the action, suigstigation, inquiry or proceeding to wh
the Notice would have related and was prejudicethbyfailure to give the Notice, but the omissiora notify such indemnifying party or
parties of any such service or notification shall relieve such indemnifying party or parties framy liability which it or they may have to
the indemnified party for contribution or otherwiban on account of such indemnity agreement. Adginnifying party shall be entitled at
its own expense to participate in the defense pfaation, suit or proceeding against, or invesiaraor inquiry of, an indemnified party. Any
indemnifying party shall be entitled, if it so elgeevithin a reasonable time after receipt of théidéoby giving written notice (the "Notice of
Defense") to the indemnified party, to assume @lonin conjunction with any other indemnifying fyaor parties) the entire defense of such
action, suit, investigation, inquiry or proceedimgwhich event such defense shall be conducteticatxpense of the indemnifying party or
parties, by counsel chosen by such indemnifyingyparparties and reasonably satisfactory to thiemnnified party or parties; provided,
however, that (i) if the indemnified party or pagireasonably determine that there may be a cobéiteveen the positions of the indemnify
party or parties and of the indemnified party ottipa in conducting the defense of such actiort, suiestigation, inquiry or proceeding or
that there may be legal defenses available to sulgmnified party or parties different from or iddition to those available to the
indemnifying party or parties, then counsel for itngemnified party or parties shall be entitleccémduct the defense to the extent reasonably
determined by such counsel to be necessary togbtbie interests of the indemnified party or paréad (ii) in any event, the indemnified
party or parties shall be entitled, at its or thein expense to have counsel chosen by such infiechparty or parties participate in, but not
conduct, the defense. It is understood that thermmfying parties shall not, in respect of the letgfenses of any indemnified party in
connection with any proceeding or related procegslin the same jurisdiction, be liable for (a) thes and expenses of more than one
separate firm (in addition to any local counset)dl of the Underwriters and each person, if anlyo controls any Underwriter within the
meaning of Section 15 of the Act, and (b) the faed expenses of more than one separate firm (iti@utb any local counsel) for the
Company, its directors, its officers who sign thegBtration Statement and each person, if any,sent¢rols the Company within the meaning
of Section 15 of the Act. If, within a reasonahited after receipt of the Notice, an indemnifyingtpajives a Notice of Defense and the
counsel chosen by the indemnifying party or paiseggasonably satisfactory to the indemnifiedpartparties, the indemnifying party or
parties will not be liable under paragraphs (atigh (c) of this

Section 10 for any legal or other expenses subsgiguiacurred by the indemnified party or partiesconnection with the defense of the
action, suit, investigation, inquiry or proceediegcept that (A) the indemnifying party or partgsll bear the legal and other expenses
incurred in connection with the conduct of the defeas referred to in clause (i) of the provistheopreceding sentence and (B) the
indemnifying party or parties shall bear such o#wgenses as it or they have authorized to berieduny the indemnified party or parties. If,
within a reasonable time after receipt of the Nmtivo Notice of Defense has been given, the indgmgiparty or parties shall be responsible
for any legal or other expenses incurred by thenmaified party or parties in connection
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with the defense of the action, suit, investigatioguiry or proceeding. The indemnifying partyparties shall not be liable for any settlem
of any proceeding effected without its or theirttem consent, provided such consent has not beeasonably withheld.

(d) If the indemnification provided for in this S&m 10 is unavailable or insufficient to hold haess an indemnified party under paragraph
(a) or (b) of this Section 10, then each indemnijyparty shall, in lieu of indemnifying such indeifred party, contribute to the amount paid
or payable by such indemnified party as a resulheflosses, claims, damages or liabilities retetoein paragraph (a) or (b) of this Section
() in such proportion as is appropriate to reflie relative benefits received by each indemngiyparty from the offering of the Shares or

if the allocation provided by clause (i) above @& permitted by applicable law, in such proportamnis appropriate to reflect not only the
relative benefits referred to in clause (i) aboueddso the relative fault of each indemnifyingtgan connection with the statements or
omissions that resulted in such losses, claimsadasor liabilities, or actions in respect therasfyvell as any other relevant equitable
considerations. The relative benefits receivedigy@ompany and the Selling Securityholders, orotteehand, and the Underwriters, on the
other, shall be deemed to be in the same respeutdportions as the total net proceeds from therivf§ of the Shares received by the
Company and the Selling Securityholders and thed totderwriting discount received by the Underwsas set forth in the table on the c«
page of the Prospectus, bear to the aggregatecmfféring price of the Shares. Relative fault sbaldetermined by reference to, among ¢
things, whether the untrue or alleged untrue stetérof a material fact or the omission or allegedssion to state a material fact relates to
information supplied by each indemnifying party dhe parties' relative intent, knowledge, accessftrmation and opportunity to correct
prevent such untrue statement or omission.

The parties agree that it would not be just andteble if contributions pursuant to this paragréghwere to be determined by pro rata
allocation (even if the Underwriters were treatedae entity for such purpose) or by any other oektf allocation which does not take into
account the equitable considerations referred therfirst sentence of this paragraph

(d). The amount paid by an indemnified party assalt of the losses, claims, damages or liabilibesctions in respect thereof, referred to in
the first sentence of this paragraph (d) shalldenuked to include any legal or other expenses raboimcurred by such indemnified party in
connection with investigation, preparation to deffen defense against any action or claim whichéssubject of this paragraph (d).
Notwithstanding the provisions of this paragraph @ Underwriter shall be required to contribute amount in excess of the underwrit
discount applicable to the Shares purchased bydaderwriter. No person guilty of fraudulent misrepentation (within the meaning of
Section 11(f) of the Act) shall be entitled to adimtition from any person who was not guilty of sdictudulent misrepresentation. The
Underwriters' obligations in this paragraph (d¢tmtribute are several in proportion to their respe underwriting obligations and not joint.

Each party entitled to contribution agrees thatrugh@ service of a summons or other initial legakpss upon it in any action instituted
against it in respect of which contribution maydoeght, it will promptly give written notice of suservice to the party or parties from whom
contribution may be sought, but the omission sdiify such party or parties of any such servicallsh
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not relieve the party from whom contribution maydoeight from any obligation it may have hereundestberwise (except as specifically
provided in paragraph
(c) of this Section 10).

(e) Neither Company nor the Selling Securityholdeits without the prior written consent of each dlarwriter, settle or compromise or
consent to the entry of any judgment in any pendintihreatened claim, action, suit or proceedingespect of which indemnification may be
sought hereunder (whether or not such Underwriteng person who controls such Underwriter witthia imeaning of Section 15 of the Act
or Section 20 of the Exchange Act is a party tdistlaim, action, suit or proceeding) unless sudtieseent, compromise or consent includes
an unconditional release of such Underwriter arathasaich controlling person from all liability angi out of such claim, action, suit or
proceeding.

(f) The parties to this Agreement hereby acknowdettiat they are sophisticated business personswst®represented by counsel during the
negotiations regarding the provisions hereof, iditig without limitation the provisions of this Skt 10 and are fully informed regarding
said provisions. They further acknowledge thatgtwvisions of this Section 10 fairly allocate tligks in light of the ability of the parties to
investigate the Company and its business in oaassure that adequate disclosure is made in thistReion Statement and Prospectus as
required by the Act and the Exchange Act.

(9) The liability of each Selling Securityholderder such Selling Securityholder's representatioaisvearranties contained in Section 2 he
and under the indemnity and reimbursement agreencentained in the provisions of this Section 10 8ection 12 hereof shall (i) be limit

to an amount equal to the net proceeds of the Sisatd by such Selling Securityholder to the Und#ens and, (i) no Selling Securityholder
shall be required to provide indemnification tolamderwriter until such person seeking indemnificatshall have first made a demand on the
Company with respect to such loss, claim damaggility or expense, and the Company shall haveeeitbjected such demand or failed to
make such requested payment within 60 days afteiptof such demand. The Company and the Sellgogi®yholders may agree, as am
themselves and without limiting the rights of thedédrwriters under this Agreement, as to the regmeamounts of such liability for which
they each shall be responsible.

11. TERMINATION. This Agreement may be terminatgdylou at any time on or prior to the Closing Dat@p or prior to any later Option
Closing Date, as the case may be, by giving writitetice to the Company and the Selling Securityiddi) if the Company or the Selling
Securityholders shall have failed, refused or ha®able, at or prior to the Closing Date, or on oo any later Option Closing Date, as the
case may be, to perform any agreement on its péw performed, or because any other conditiohefinderwriters' obligations hereunder
required to be fulfilled by the Company or the BejISecurityholders is not fulfilled, or (ii) ifading on the New York Stock Exchange, the
American Stock Exchange or the Nasdaqg National Bteskall have been suspended, or minimum or maxipmigas for trading shall have
been fixed, or maximum ranges for prices for se¢i@srshall have been required on the New York SEathange, the American Stock
Exchange or the Nasdaq National Market, by suatirtggexchanges or by order of the Commission orahgr
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governmental authority having jurisdiction, or ibanking moratorium shall have been declared bgriddr New York authorities, or (iii) if
the Company shall have sustained a loss by sfitke flood, accident or other calamity of such idwter as to have a Material Adverse Effect
regardless of whether or not such loss shall haes insured, or (iv) if there shall have been aenitadverse change in the general political
or economic conditions or financial markets in thated States as in the judgment of the Represeasamakes it inadvisable or
impracticable to proceed with the offering, sald delivery of the Shares, or (v) if there shall @é@ecurred an outbreak or escalation of
hostilities between the United States and any goreiower or of any other insurrection or armed kenfivolving the United States or other
national or international calamity, hostilitiesarisis or the declaration by the United States w&tional emergency which, in the judgment of
the Representatives, adversely affects the marikigtads the Shares, or (vi) if since the respeetidates as of which information is given in
Registration Statement and the Prospectus, thaeikehstve occurred any material adverse changeydawelopment involving a prospective
material adverse change in or affecting the comdljtiinancial or otherwise, of the Company or thsibess affairs, management, or business
prospects of the Company, whether or not arisirtenordinary course of business, or (vii) if anyefign, federal or state statute, regulation,
rule or order of any court or other governmentaharity shall have been enacted, published, deaeetherwise promulgated which in the
judgment of the Representatives materially and esde affects or will materially and adversely afféhe business or operations of
Company, or trading in the Common Stock shall Hasen suspended, or (viii) there shall have occuaretterial adverse decline in the vi

of securities generally on the New York Stock Exaje the American Stock Exchange or the NasdaghitMarket or (ix) action shall be
taken by any foreign, federal, state or local gowegnt or agency in respect of its monetary or fiaffairs which, in the judgment of the
Representatives, has a material adverse effetteoseicurities markets in the United States. If Ageeement shall be terminated in
accordance with this Section 11, there shall bkafdlity of the Company or the Selling Securitytiets to the Underwriters and no liability
the Underwriters to the Company or the Selling Sigdwlders; provided, however, that in the eveinaimy such termination the Company .
the Selling Securityholders agree to indemnify baldl harmless the Underwriters from all costs gresses incident to the performance of
the obligations of the Company and the Selling 8gdwlders under this Agreement, including all tsoand expenses referred to in Section 7.

If you elect to terminate this Agreement as proglidethis Section 11, the Company shall be notifieaimptly by you by telephone, telecopy
or telegram, confirmed by letter.

12. REIMBURSEMENT OF CERTAIN EXPENSES.

(a) In addition to their other obligations undectan 10 of this Agreement (and subject, in theeaafsSelling Securityholders, to the
provisions of paragraph (g) of Section 10), the @any and the Selling Securityholders hereby joiatig severally agree to reimburse on a
quarterly basis the Underwriters for all reasondddml and other expenses incurred in connectidim wvestigating or defending any claim,
action, investigation, inquiry or other proceedargsing out of or based upon any statement or déomissr any alleged statement or omission,
described in paragraph (a) of

Section 10 of this Agreement, notwithstanding theesmce of a judicial determination as to the paiprand enforceability of the obligations
under this Section 12 and the possibility that such
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payments might later be held to be improper; pregjchowever, that (i) to the extent any such payrisemtimately held to be improper, the
persons receiving such payments shall promptlynegtthem and (ii) such persons shall provide ta@bmpany, upon request, reasonable
assurances of their ability to effect any refuntiewand if due.

(b) In addition to their other obligations undexcten 10 of this Agreement, the Underwriters heragyee to reimburse on a quarterly basis
the Company and the Selling Securityholders foresbonable legal and other expenses incurrednimeation with investigating or defendi
any claim, action, investigation, inquiry or otlpepceeding arising out of or based upon any statepreomission, or any alleged statemer
omission, described in paragraph (b) of Sectionflibis Agreement, notwithstanding the absencejatiial determination as to the

propriety and enforceability of the obligations enthis Section 12 and the possibility that sugfnpents might later be held to be improper;
provided, however, that (i) to the extent any spapment is ultimately held to be improper, the Campand the Selling Securityholders s
promptly refund it and (ii) the Company and theli8glSecurityholders shall provide to the Underemjtupon request, reasonable assurances
of its ability to effect any refund, when and ifedu

13. PERSONS ENTITLED TO BENEFIT OF AGREEMENT. Thigreement shall inure to the benefit of the Compaing Selling
Securityholders and the several Underwriters ariitth, i@spect to the provisions of Section 10 hertiwf,several parties (in addition to the
Company, the Selling Securityholders and the séisrderwriters) indemnified under the provisionssafd Section 10, and their respective
personal representatives, successors and assigtsnglin this Agreement is intended or shall bestnued to give to any other person, firm
or corporation any legal or equitable remedy onelander or in respect of this Agreement or anyjgion herein contained. The term
"successors and assigns" as herein used shaficlotle any purchaser, as such purchaser, of afme@hares from any of the several
Underwriters.

14. NOTICES. Except as otherwise provided herdirammunications hereunder shall be in writingogrtelegraph and, if to the
Underwriters, shall be mailed, telegraphed or @e#d to UBS Securities LLC, 299 Park Avenue, NewkybdlY 10171, Attention: Mr.
Richard Messina; and if to the Company or to thiér§eSecurityholders, shall be mailed, telegrapbedelivered to it at its office, 1625
Sharp Point Drive, Fort Collins, Colorado 80525eAtion: Richard P. Beck. All notices given by tebggh shall be promptly confirmed by
letter.

15. MISCELLANEOUS. The reimbursement, indemnifioatand contribution agreements contained in thiseAgent and the
representations, warranties and covenants in thisgment shall remain in full force and effect rel¢ess of

(i) any investigation made by or on behalf of anyderwriter or controlling person thereof, or byoorbehalf of the Company or the Selling
Securityholders or the Company's respective dirsaipofficers, and (ii) delivery of and payment foe Shares under this Agreement.

This Agreement may be executed in two or more apatts, each of which shall be deemed an originalall of which together shall
constitute one and the same instrument.
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You will act as Representatives of the several Wrdeers in all dealings with the Company undestAgreement, and any action under or in
respect of this Agreement taken by you jointly pitUBS Securities LLC, as Representatives, will beling upon all of the Underwriters.

This Agreement shall be governed by, and constiuadcordance with, the laws of the State of NewkYo
[INTENTIONALLY LEFT BLANK]

-28-



Please sign and return to the Company and to thiegs8ecurityholders in care of the Company thelesed duplicates of this letter,
whereupon this letter will become a binding agresnaenong the Company, the Selling Securityholdadsthe several Underwriters in
accordance with its terms.

Very truly yours,
ADVANCED ENERGY INDUSTRIES, INC.
By:
Douglas S. Schatz, President and Chief Executifie€df
SELLING SECURITYHOLDERS

The Selling Securityholders named in
Schedule B to this Agreement

By:

Attorney-In-Fact
The foregoing Agreement is hereby confirmed anepisa as of the datefirst above written.

UBS SECURITIES LLC

LEHMAN BROTHERS, INC.

PAINE WEBBER INCORPORATED
ROBERTSON STEPHENS & COMPANY LLC

By: UBS SECURITIES LLC

By:
Title:

Acting on behalf of the several
Underwriters, including themselves,
named on SCHEDULE A heret



[LETTERHEAD OF THELEN, MARRIN, JOHNSON & BRIDGES LL P]
August 20, 1997

Advanced Energy Industries, Inc.
1625 Sharp Point Drive
Fort Collins, CO 80525

Dear Sirs:

We have acted as counsel for Advanced Energy Iridsstnc., a Delaware corporation (the "Companiyi'lzonnection with the preparation
and filing with the Securities and Exchange Comiuisgthe "Commission") of a Registration Statem@mform S-3 (as same may be
amended or supplemented from time to time, the iSR&gion Statement"). The Registration Statemelattes to the offer and sale by the
Company and certain stockholders of the Comparey"@elling Stockholders") of up to 2,875,000 sharfethe Company's Common Stock,
par value of $0.001 per share (collectively, thedi®s"). We understand that up to 1,150,000 oStieres are being offered and sold by the
Company and that up to 1,725,000 of the Sharebeing offered and sold by the Selling Stockhold@rs.further understand that 31,500 of
the Shares being offered and sold by the SelliogkBiolders are not currently outstanding, but bdlacquired by certain Selling
Stockholders, pursuant to the exercise of curremitgtanding options, prior to such Selling Stodélbcs' sales of such Shares.

In this capacity, we have examined the Registrafitatement, the Company's Certificate of Incorponaand Bylaws, as in effect as of the
date hereof, and such other documents, recordffiaages of officers of the Company, certificat#fgpublic officials and other instruments as
we have deemed necessary or appropriate undeirtinstances for purpose of giving the opinion esged herein. In making such
examinations, we have assumed (i) the genuineredksignatures; (ii) the authenticity of all donents submitted to us as originals; (iii) the
conformity to original documents of all documentdmitted to us as certified copies or photocomest (iv) the identity and capacity of all
individuals acting or purporting to act as publftiaials.



Based on the foregoing, we are of the opinion tiatShares, when issued and sold in accordancdtweitRegistration Statement and the
related Prospectus, will be validly issued, fuligpand nonassessable.

We are members of the bar of the State of Califoamd we express no opinion as to the laws of tatg sr jurisidiction other than the State
of California, the United States and the Generap@G@tion Law of the State of Delaware.

We hereby consent to the filing of this opinionwihe Commission as an exhibit to the Registrafitatement. We further consent to the use
of our name under the heading "Legal Matters" @Rhnospectus filed with the Commission as a pati@Registration Statement.

Very truly yours,

/sl Thelen, Marrin, Johnson & Bridges LLP

THELEN, MARRI N, JOHNSON & BRI DGES LLP

JLM/DM
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This LOAN AGREEMENT is entered into as of August 1997 by and among SILICON VALLEY BANK ("SVB") &ervicing Agent and
Bank and BANK OF HAWAII ("BofH;" SVB and BofH areeferred to individually herein as a "Bank," andectively as the "Banks") and
ADVANCED ENERGY INDUSTRIES, INC., a Delaware corpgion ("AEI") and Tower Electronics Inc., a Minnésaorporation ("Tower'
(individually a "Borrower" and collectively, the @rowers").

RECITALS

Borrowers wish to obtain credit from time to tinterh Banks, and Banks desire to advance credit tooBers. This Agreement sets forth the
terms on which Banks will lend to Borrowers, and®wers will repay the advances to Banks.

AGREEMENT
The parties agree as follows:
1. DEFINITIONS AND CONSTRUCTION
1.1 DEFINITIONS. As used in this Agreement, thddaling terms shall have the following definitions:

"Acquisition" means the acquisition by AEI of aflthe issued and outstanding capital stock of Topuesuant to that certain Stock Purchase
Agreement dated as of August 15, 1997.

"Advance" or "Advances" means a cash advance uhddRevolving Facility.

"Affiliate" means, with respect to any Person, &wgrson that owns or controls directly or indirestich Person, any Person that controls or is
controlled by or is under common control with si®R&rson, and each of such Person's senior exeadtfivers, directors, and partners.

"Bank Expenses" means all: reasonable costs omsgpdincluding reasonable attorneys' fees andnegsgincurred in connection with the
preparation, negotiation, administration, and eséorent of the Loan Documents; and each Bank'smahfmattorneys' fees and expenses
incurred in amending, enforcing or defending thah.®ocuments, whether or not suit is brought.

"Borrower's Books" means all of each Borrower'sksoand records relating to its property.

"Business Day" means a day of the year (a) thadtis Saturday, Sunday or other day on which banttee States of California or Hawaii or
the City of London are authorized or required wsel and (b) on which dealings are carried on inrttegbank market in which Bank
customarily participates and, (c) with respect ttv@&nces and payments in an Optional Currency oremyests or notices related thereto,
is not a day on which the BofH branch or other Isainkthe country of such Optional Currency are axiied or required to close.

"Closing Date" means the date of this Agreement.

"Code" means the California Uniform Commercial Code
"Collateral" means the property described on adddBXHIBIT A.
"Committed Line" means Ten Million Dollars ($10,0000).

"Contingent Obligation"” means, as applied to angs®e, any direct or indirect liability, contingemt otherwise, of that Person with respect to
() any indebtedness, lease, dividend, letter eflitror other obligation of another, including, katit limitation, any such obligation directly
indirectly guaranteed, endorsed, co-made or digeouor sold with recourse by that Person, or ipeesof which that Person is otherwise
directly or indirectly liable; (ii) any obligationsith respect to undrawn letters of credit issuardtlie account of that
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Person; and (iii) all obligations arising under amgrest rate, currency or commodity swap agre¢nerest rate cap agreement, interest
collar agreement, or other agreement or arrangedesignated to protect a Person against fluctuatiamerest rates, currency exchange r
or commodity prices; provided, however, that thentéContingent Obligation" shall not include endergents for collection or deposit in the
ordinary course of business. The amount of any i@gant Obligation shall be deemed to be an amogmaleto the stated or determined
amount of the primary obligation in respect of whatich Contingent Obligation is made or, if notesfeor determinable, the maximum
reasonably anticipated liability in respect therasfdetermined by such Person in good faith; peajitiowever, that such amount shall not in
any event exceed the maximum amount of the obdigatunder the guarantee or other support arrangemen

"Credit Extension" mean an Advance, a Letter ofd@rer a Foreign Exchange Contract.

"Current Liabilities" means, as of any applicabéad all amounts that should, in accordance witiA8Abe included as current liabilities on
the consolidated balance sheet of Borrower anBlitssidiaries, excluding all outstanding Advancesenander Section 2.1 hereof, but
including all other Indebtedness that is payablenugemand or within one year from the date of deiteation thereof unless such
Indebtedness is renewable or extendable at theropfiBorrower or any Subsidiary to a date morathiae year from the date of
determination.

"Daily Balance" means the amount of the Obligationed at the end of a given day.
"EBITDA" means, for any period, earnings beforemest expense, taxes, depreciation and amortization
"Equipment” means machinery, equipment, tenantawgments, furniture, fixtures, vehicles, tools tpand attachments.

"Equivalent Amount" means the equivalent in Unitdtes Dollars of an Optional Currency, calculatethe spot rate for the purchase of
such Optional Currency by BofH.

"ERISA" means the Employment Retirement Income 8gcAct of 1974, as amended, and the regulatibeseunder.
"GAAP" means generally accepted accounting priesi@s in effect from time to time.

"Indebtedness" means (a) all indebtedness for v@aanoney or the deferred purchase price of prgmerservices, including without
limitation reimbursement and other obligations witspect to surety bonds and letters of creditaflbligations evidenced by notes, bonds,
debentures or similar instruments, (c) all cagéake obligations and (d) all Contingent Obligadion

"Insolvency Proceeding" means any proceeding cormetkhy or against any person or entity under anyigion of the United States
Bankruptcy Code, as amended, or under any othériyaicy or insolvency law, including assignmentstfee benefit of creditors, extension
generally with all or substantially all creditoms, proceedings seeking general reorganizationngetaent, or other relief.

"Interest Period" means for each LIBOR Rate Advaageeriod of approximately one, three or six merah Borrower may elect,
PROVIDED that the last day of an Interest Periadafd IBOR Rate Advance shall be determined in agaoce with the practices, of the
LIBOR interbank market as from time to time in etffePROVIDED, FURTHER, in all cases such periodisiéire not later than the
applicable Revolving Maturity Date.

"Inventory” means all present and future inventarwhich Borrower has any interest, including mewatiise, raw materials, parts, supplies,
packing and shipping materials, work in processfarished products intended for sale or lease dretéurnished under a contract of service,
of every kind and description now or at any timeeléter owned by or in the custody or possessicinahor constructive, of Borrower,
including such inventory as is temporarily outtsf¢dustody or possession or in transit and inclyidimy returns upon any accounts or other
proceeds, including insurance proceeds, resultomg the sale or disposition of any of the foregaamgl any documents of title representing
any of the above, and Borrower's Books relatingrp of the foregoing.
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"Investment" means any beneficial ownership ofl(iding stock, partnership interest or other semsjtany Person, or any loan, advance or
capital contribution to any Person.

"IRC" means the Internal Revenue Code of 1986nznded, and the regulations thereunder.

"Issuing Bank" means the Bank issuing a Letter i@&fd@ pursuant to Section 2.1.1. SVB shall be sisaing bank, except that BofH shall be
the Issuing Bank if (i) SVB is unable to issue dtéeof Credit or (ii) a Letter of Credit issued BB would require confirmation by another
bank under circumstances in which a Letter of Griedued by BofH would not require confirmation.

"Letter of Credit" means a Letter of Credit issyrerisuant to
Section 2.1.1.

"LIBOR Base Rate" means, for any Interest PeriachftlBOR Rate Advance, the rate of interest pewam determined by SVB to be the per
annum rate of interest at which deposits in UnBeates Dollars are offered to SVB in the Londoeribank market in which SVB customar
participates at 11:00 A.M. (local time in such ni@nk market) three (3) Business Days before tiseday of such Interest Period for a period
approximately equal to such Interest Period arghiamount approximately equal to the amount of gublance.

"LIBOR Rate" shall mean, for any Interest Perioddd_IBOR Rate Advance, a rate per annum (roungbeeands, if necessary, to the nearest
1/16 of 1%) equal to (i) the LIBOR Base Rate foctsinterest Period divided by (ii) 1 minus the ReseRequirement for such Interest
Period.

"LIBOR Rate Advances" means any Advances madeportton thereof on which interest is payable basethe LIBOR Rate in accordance
with the terms hereof.

“Lien" means any mortgage, lien, deed of trustuggcinterest or other encumbrance.

"Loan Documents" means, collectively, this Agreetany note or notes executed by Borrower, andadingr agreement entered into
between Borrower and Banks in connection with &gseement, all as amended or extended from tintiene.

"Material Adverse Effect" means a material advef§ect on (i) the business operations or financialdition of Borrower and its Subsidiaries
taken as a whole or (ii) the ability of Borrowetaken as a whole, to repay the Obligations.

"Maturity Date" means August 14, 2002.

"Negotiable Collateral" means all of Borrower'sqmet and future letters of credit of which it ibeneficiary, notes, drafts, instruments,
securities, documents of title, and chattel paped, Borrower's Books relating to any of the foregoi

"Obligations" means all debt, principal, interd&&ank Expenses and other amounts owed to the BanRstower pursuant to this
Agreement, whether absolute or contingent, due betome due (including any interest accruing dftecommencement of an Insolvency
Proceeding and any interest that would have acdsuetbr the commencement of an Insolvency Procegdnow existing or hereafter
arising.

"Operating Loss" means an operating loss under GAfBcifically excluding non-cash losses arisimgrfibusiness-combination activities.
"Optional Currency" means the lawful currency giaa.
"Optional Currency Rate Advance" means an AdvananiOptional Currency, made pursuant to and inrdemce with Section 2.1(c).

"Optional Currency Rate" means, with respect todwbes in Japanese Yen, the Japanese Short Term Rait®, as quoted by the office of
BofH located in Japan.

"Optional Currency Rate Instruments" means the @sony notes and other agreements and instrumegeested by Banks as a condition to
making Optional Currency Rate Advances.



"Percentage Share" means, as to each Bank, thenpege calculated in accordance with Section 12rédt.

"Periodic Payments" means all installments or sintiécurring payments that Borrower may now or &iéee become obligated to pay to
either Bank pursuant to the terms and provisiorengfinstrument, or agreement now or hereaftexistence between Borrower and such
Bank.

"Permitted Indebtedness” means:
(a) Indebtedness of Borrower in favor of Banksiagsinder this Agreement or any other Loan Docurnent
(b) Subordinated Debt;

(c) Capital leases or indebtedness incurred stdehurchase equipment, which is secured in accesdaiith clause (c) of "Permitted Liens"
below and is not in excess of the lesser of thelmsge price of such equipment or the fair markktevaf such equipment on the date of
acquisition, provided the outstanding principaldmale of such Indebtedness incurred in any fiscal glall not exceed Two Million Five
Hundred Thousand Dollars ($2,500,000);

(d) Indebtedness to trade creditors incurred iroticknary course of business;
(e) Indebtedness set forth on the Schedule;

(f) Indebtedness of Borrower to any Subsidiary @oedtingent Obligations of any Subsidiary with regge obligations of Borrower
(provided that the primary obligations are not piodked hereby), and Indebtedness of any Subsid@any other Subsidiary and Contingent
Obligations of any Subsidiary with respect to oltigns of any other Subsidiary (provided that thienpry obligations are not prohibited
hereby), and Indebtedness consisting of Investnthatsare "Permitted Investments” under clausef(ihe definition of Permitted
Investments;

(9) Indebtedness secured by Permitted Liens;

(h) Extensions, refinancings, modifications, ameadts and restatements of any of items of Pernittdebtedness (a), (b), (¢), (e) and
(g) above, PROVIDED that the principal amount tleéis not increased or the terms thereof are natifieal to impose more burdensome
terms upon Borrower or its Subsidiaries, as the cazy be.

"Permitted Investment" means:
(@) Investments existing on the Closing Date dsstbon the Schedule;

(b) Investments made or obtained through eithekBhat consist of (i) marketable direct obligatiossued or unconditionally guaranteed by
the United States of America or any agency or aayeShereof maturing within one (1) year from tlae of acquisition thereof,

(i) commercial paper maturing no more than oney€gr from the date of creation thereof and culydrdving the highest rating obtainable
from either Standard & Poor's Corporation or MosdgVestors Service, Inc.,

(iii) certificates of deposit maturing no more thame (1) year from the date of investment theresnéd by either Bank or (iv) that are
permitted by Borrower's investment policy, as aneghfilom time to time by its board of directors, \pded that such investment policy (and
any such amendment thereto) has been approvect Battks, which approval shall not be unreasonalityheld; and

(c) Investments made in connection with the meogeonsolidation with another Person or the actjaisiof all or substantially all of the
capital stock or property of another Person whieeesble consideration paid by Borrower or any Slist consists of Borrower's equity
securities and cash and the aggregate value ofexpgty securities and cash paid after the datedfietoes not exceed Fifteen Percent (15%)
of Borrower's Tangible Net Worth immediately priorthe date such Investment is made.

"Permitted Liens" means the following:



(@) Any liens existing as of the date hereof arsgldsed on the Schedule;

(b) Liens for taxes, fees, assessments or oth@rgmental charges or levies, either not delinqoeteing contested in good faith by
appropriate proceedings, PROVIDED the same hay@rioaty over any of Banks' security interests;

(c) Liens (i) upon or in any equipment acquiredBoyrower or any of its Subsidiaries after the daesof to secure the purchase price of such
equipment or indebtedness incurred solely for tmpgse of financing the acquisition of such equiptner (ii) existing on such equipment at
the time of its acquisition, PROVIDED that the Lisnconfined solely to the property so acquired mmgrovements thereon, and the proce

of such equipment;

(d) Easements, reservations, rights-of-way, rdgiris, minor defects or irregularities in title aother similar charges or encumbrances
affecting real property not constituting a MateAalverse Effect;

(e) Liens incurred in connection with the extensi@mewal or refinancing of the indebtedness sechyeliens of the type described in
clauses (a), (c), and (d) above, PROVIDED thatetgnsion, renewal or replacement Lien shall béédidnto the property encumbered by the
existing Lien and the principal amount of the ingglmess being extended, renewed or refinancedraéscrease.

"Person" means any individual, sole proprietorshgrfnership, joint venture, trust, unincorporategianization, association, corporation,
institution, public benefit corporation, firm, jagistock company, estate, entity or governmentahege

"Prime Rate" means the variable rate of interestgmnum, most recently announced by SVB as itsgprate,” or BofH as its "base rate," as
applicable to the Advances made hereunder by asthBank, whether or not such announced rate ibothest rate available from such
Bank.

"Prime Rate Advances" means any Advances madeortion thereof on which interest is payable basethe Prime Rate in accordance
with the terms hereof.

"Quick Assets" means, at any date as of which theunt thereof shall be determined, the consolidessth, cash-equivalents, accounts
receivable and investments, with maturities natxoeed 90 days, of Borrower determined in accorelarnth GAAP.

"Regulatory Change" means, with respect to Bank,cuange on or after the date of this Agreemehtriited States federal, state or foreign
laws or regulations, including Regulation D, or #tption or making on or after such date of anijtevr interpretations, directives or
requests applying to a class of lenders includiagkBof or under any United States federal or statany foreign, laws or regulations
(whether or not having the force of law) by anyrtar governmental or monetary authority chargethwhe interpretation or administration
thereof.

"Reserve Requirement" means, for any Interest Betliee average maximum rate at which reservesu@img) any marginal, supplemental or
emergency reserves) are required to be maintainedgdsuch Interest Period under Regulation D agdBurocurrency liabilities" (as such
term is used in Regulation D) by member banks efflederal Reserve System. Without limiting theatféd the foregoing, the Reserve
Requirement shall reflect any other reserves redui be maintained by Bank by reason of any Régyl&Change against (i) any category
liabilities which includes deposits by referenceMuich the LIBOR Rate is to be determined as predith the definition of "LIBOR Base
Rate" or (ii) any category of extensions of credibther assets which include Advances.

"Responsible Officer" means each of the Chief ExigelOfficer, the Chief Financial Officer, the Teeaer and the Controller of AEI.
"Revolving Facility" means the facility under whiehBorrower may request Bank to issue cash advaasespecified in Section 2.1 hereof.
"Revolving Maturity Date" means the day before $beond anniversary of the Closing Date.
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"Schedule" means the schedule of exceptions attiduiiesto.
"Servicing Agent" means SVB or such entity as magceed to such position.
"Shares" means the shares of capital stock of Tower

"Subordinated Debt" means any debt incurred by mdeer that is subordinated to the Obligations undes Agreement on terms reasonably
acceptable to Banks.

"Subsidiary" means any corporation or partnershigviiich

(i) any general partnership interest or (ii) mdrart 50% of the stock of which by the terms themrdinary voting power to elect the Board of
Directors, managers or trustees of the entity shathe time as of which any determination is peirade, is owned by Borrower, either
directly or through an Affiliate.

"Tangible Net Worth" means at any date as of witehamount thereof shall be determined, the cotsi@d total assets of Borrowers
MINUS, without duplication, (i) the sum of any amnisi attributable to (a) goodwill,

(b) intangible items such as unamortized debt distand expense, patents, trade and service madksaames, copyrights and research and
development expenses except prepaid expenses;)aaltireserves not already deducted from asséd§) fi) Total Liabilities.

"Total Liabilities" means at any date as of whibk amount thereof shall be determined, all obligegtithat should, in accordance with GAAP
be classified as liabilities on the consolidatethbee sheet of Borrowers, including in any evehltralebtedness, but specifically excluding
Subordinated Debt.

1.2 ACCOUNTING TERMS. All accounting terms not sifieally defined herein shall be construed in actzorce with GAAP and alll
calculations made hereunder shall be made in aanoedwith GAAP. When used herein, the terms "firglrstatements" shall include the
notes and schedules thereto.

2. LOAN AND TERMS OF PAYMENT

2.1 ADVANCES. Subiject to the terms and conditiohths Agreement, each Bank severally will make Adees to Borrowers as set forth
herein. BofH shall make all of the Advances madarirOptional Currency. Each Bank severally will mits Percentage Share of Advances
such that the aggregate amount of each Bank's Agegaincluding Optional Rate Advances) under thise&ment shall not exceed such
Bank's Percentage Share of the Committed Line ntimugace amount of the outstanding Letters of €rathus the Foreign Exchange
Reserve, provided that the aggregate outstandingudaks in an Optional Currency shall not exceeé Fitlion Dollars ($5,000,000).
Subject to the terms and conditions of this Agrestmemounts borrowed pursuant to this

Section 2.1 may be repaid and reborrowed at ang pirior to the Revolving Maturity Date.

(2) REQUESTS FOR ADVANCES. Whenever Borrowers a@eair Advance, AEI will notify Servicing Agent byciimile transmission or
telephone no later than 11:00 a.m. California tanghe Business Day that a Prime Rate Advancebs tmade, noon California time on the
Business Day that is two (2) Business Days in thentry of the Optional Currency prior to the Busis®ay on which an Optional Currency
Rate Advance is to be made, and noon California timthe Business Day that is three (3) Busineys Pgor to the Business Day on which
a LIBOR Rate Advance is to be made. Servicing Agéall promptly deliver such notice to the BankaclE Bank may make Advances under
this Agreement, based upon instructions receive8diyicing Agent from a Responsible Officer, orheiit instructions if in Servicing
Agent's discretion such Advances are necessargtt @bligations under this Agreement which haveberdue and remain unpaid. Each
Bank shall be entitled to rely on any notice bgpélone or otherwise given by a person who Servigment reasonably believes to be a
Responsible Officer, and Borrowers shall indemaifyl hold such Bank harmless for any damages osldésred by such Bank as a result of
such reliance. Such Bank will wire or credit, aprapriate, the amount of Advances in United St&telars made under this Section 2.1 to a
Borrower's deposit account held by Servicing Agaatspecified by AEI, or, as to an Advance in atiégdal Currency, to a Borrower's
deposit account held by BofH in the respective bhaoiffice in the country of the Optional Currency.

Each such notice shall specify:
(i) the date such Advance is to be made, whicH slesh Business Day;
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(i) the amount of such Advance;

(iii) whether such Advance is to be a Prime Rateaate, an Optional Currency Rate Advance, or a [RBRate Advance;
(iv) if the Advance is to be a LIBOR Rate Advanttes Interest Period for such Advance; and

(v) if the Advance is to be in an Optional Currenttye type of currency.

Each written request for an Advance, and each cuoafion of a telephone request for such an Advasteal] be in the form of a Borrowing
Certificate in the form of EXHIBIT B executed by ABn behalf of Borrowers.

(b) PRIME RATE ADVANCES. Each Prime Rate Advancealsbe in an amount not less than Twenty Five ThadsDollars ($25,000). The
outstanding principal balance of each Prime Rateafide shall bear interest until principal is duenfputed daily on the basis of a 360 day
year and actual days elapsed), at a rate per arguai to the Prime Rate minus Three Quarters ofRameent (0.75%). Borrower shall p
the entire outstanding principal amount of eacimBrRate Advance on the Revolving Maturity Date.

(c) OPTIONAL CURRENCY RATE ADVANCES. Each Option@urrency Rate Advance shall be in an Equivalent Am@f not less than
Fifty Thousand Dollars ($50,000). The outstandinggpal balance of each Optional Currency Rate &tbe shall bear interest until princi
is due (computed daily on the basis of a 360 day gad actual days elapsed or, where required pyaanor is customary in the country of
the Optional Currency, a 365 day year) at a rat@paum equal to the Optional Currency Rate pl@sHakis points for such Optional
Currency Rate Advance. The Optional Currency Rateafices shall be evidenced by this Agreement antldopptional Currency Rate
Instruments. Borrower shall pay the entire outstagg@rincipal amount of each Optional Currency Radwance on the Revolving Maturity
Date.

(d) LIBOR RATE ADVANCES. Each LIBOR Rate Advanceaditbe in an amount or an Equivalent Amount of less than Five Hundred
Thousand Dollars ($500,000). The outstanding ppaidbalance of each LIBOR Rate Advance shall hgareést until principal is due
(computed daily on the basis of a 360 day yearaahaial days elapsed) at a rate per annum equa tolBOR Rate plus 175 basis points for
such LIBOR Rate Advance. The entire outstandinggipal amount of each LIBOR Rate Advance shall be @nd payable on the last day of
the LIBOR Rate Interest Period for such LIBOR Rativance and on the Revolving Maturity Date.

(e) PREPAYMENT OF THE ADVANCES. Borrowers may at/aime prepay any Prime Rate Advance, any OptiGhatency Rate
Advance, or any LIBOR Rate Advance, in full or iarp Each partial prepayment for a LIBOR Rate Adwashall be in an amount not less
than Two Hundred Fifty Thousand Dollars ($250,0@3ch prepayment shall be made upon the irrevoeetitien or telephone notice of
Borrowers received by Servicing Agent not latenti@:00 a.m. California time on the date of theppsenent of a Prime Rate Advance, not
less than two Business Days in the country of thedbal Currency prior to the date of the prepaytéran Optional Currency Rate
Advance, and not less than three (3) Business pagsto the date of the prepayment of a LIBOR Radwance. The notice of prepayment
shall specify the date of the prepayment, the armoliine prepayment, and the Advance or Advancéetprepaid. Each prepayment of an
Optional Currency Rate Advance for which the terd mnterest rate have been fixed or LIBOR Rate Adeashall be accompanied by the
payment of accrued interest on the amount prepaichay amount required by Section 2.12.

(f) FEES. Borrower shall pay Servicing Agent a liacifee of Twelve Thousand Five Hundred Dollard 2$%600) on the Closing Date. On e,
anniversary of the Closing Date, Borrower shall B&4B a non-usage fee equal to One Fourth of OneglRe(0.25%) of the difference
between the Committed Line and the average Dailgrg2 during the prior year.

(g) TERM. The Revolving Facility shall terminate the Revolving Maturity Date, at which time all Aahwces under this Section 2.1 shall be
immediately due and payable.



2.1.1 LETTERS OF CREDIT.

(a) At AEI's written request, Issuing Bank shadlus Letters of Credit for Borrowers' account. EBahk severally agrees to participate in
Letters of Credit, in accordance with such Bank'scBntage Share.

(b) Issuing Bank shall issue the Letter of Cregibi receipt of a Borrower's written request anditgg Bank's standard form of application,
stating (a) the date such Borrower wishes to rectie Letter of Credit (which shall be a Businesy)P(b) the requested amount of such
Letter of Credit; (c) the aggregate amount of alvAnces and Letters of Credit then outstandingif @)propriate, the conditions requestec
Borrower under which the Letter of Credit may bawidn upon; and (e) any other information IssuinglBaight need to issue the Letter of
Credit. Issuing Bank shall promptly notify all dfe Banks upon receipt of a request for a Lettérefit.

(c) The maximum aggregate obligation at any one fion undrawn and drawn but unreimbursed LetteiGreflit shall be One Million Five
Hundred Thousand Dollars ($1,500,000). Each Lett€redit shall be issued pursuant to the termscamdiitions of this Agreement and of
the Issuing Bank's standard form of application sexclrity agreement for letters of credit. Eachdredf Credit shall (a) expire no later than
the Revolving Maturity Date; and

(b) be otherwise in form and substance satisfadtwtgsuing Bank. Upon issuing a Letter of Crettlig Issuing Bank shall immediately notify
the other Bank of such issuance and shall, on tirmong basis, keep the other Bank informed ofdrevn and undrawn but unreimbursed
amount of each Letter of Credit for so long as duetter of Credit is outstanding. Borrower shaly pssuing Bank its standard fees on
account of each Letter of Credit issued hereungkich shall be shared by Banks in accordance \uighr aigreement. On the day on which
Issuing Bank honors any drawing made by the beiagjiof a Letter of Credit, Borrowers shall payl$suing Bank the full amount of the
drawing so honored, or at Borrowers' option, stialit the amount of such drawing as an Advancen®éetion 2.1. The obligation to
reimburse Issuing Bank for the amount of such dngvié absolute, unconditional, and irrevocable.

(d) Borrowers may request that Issuing Bank issuetter of Credit payable in a currency other thhanited States Dollars. If a demand for
payment is made under any such Letter of Creditjihg Bank shall treat such demand as an advar®ertowers of the Equivalent Amount
thereof. Upon the issuance of any Letter of Crpditable in a currency other than United Statesdpm|Banks shall create a reserve unde
Committed Line for letters of credit against fluations in currency exchange rates, in an amourdléquen percent (10%) of the face am«
of such Letter of Credit. The amount of such resenay be amended by Banks from time to time towucfor fluctuations in the exchange
rate. The availability of funds under the Committéxe shall be reduced by the amount of such reskvso long as such Letter of Credit
remains outstanding.

2.2 FOREIGN EXCHANGE CONTRACT; FOREIGN EXCHANGE SEIEMENTS.

(a) Subject to the terms of this Agreement, Bornaweay utilize up to Five Million Dollars ($5,00@0) for Exchange Contracts, pursuant to
which a Bank shall sell to or purchase from Borrofeeeign currency on a spot or future basis. AltEange Contracts must provide for
delivery of settlement on or before the Maturityt®al he limit available at any time shall be rediibg the following amounts (the "Foreign
Exchange Reserve") on each day (the "Determin&ige"): (i) on all outstanding Exchange Contraatsanich delivery is to be effected or
settlement allowed more than two business days fhenDetermination Date, 10% of the gross amoutit®@Exchange Contracts. In lieu of
the Foreign Exchange Reserve for 100% of the grossunt of any Exchange Contract, Borrowers mayesqihat Banks treat such amount
as an Advance under the Committed Line.

(b) Banks may, in their discretion, terminate thetange Contracts at any time (a) that an EveBtedéult occurs or (b) that there is no
sufficient availability under the Committed LinecaBorrower does not have available funds in itski@etount to satisfy the Foreign
Exchange Reserve. If Banks terminate the Excharmger&rts, and without limitation of any applicabldemnities, Borrowers shall
reimburse Banks for any and all fees, costs andresgs relating thereto or arising in connectionethéh.

(c) Borrowers shall not permit the total gross antaf all Exchange Contracts on which deliveryodé effected and settlement allowed in
any two business day period to be more than FivkodiDollars ($5,000,000) nor shall Borrowers pérthe total gross amount of all
Exchange Contracts to which a Borrower is a paystanding at any one time, to exceed Five Millwilars ($5,000,000).
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(d) As a condition to requesting any Exchange G, Borrowers shall execute all standard formiegupons and agreements of Banks in
connection with the Exchange Contracts and, witfimiting any of the terms of such applications agdeements, Borrowers will pay all
standard fees and charges of Banks in connectitimtiaé¢ Exchange Contracts.

2.3 ACQUISITION TERM FACILITY.

(2) TERM ADVANCE. Subject to and upon the terms andditions of this Agreement, and provided thatrBwers are in compliance with
this Agreement, Borrowers may make one request gmiar to August 19, 1997 for a Term Advance inaggregate principal amount of up
to Twelve Million Dollars ($12,000,000).

(b) PROCEDURE. To request the Term Advance on @ didter than the Closing Date, AEI shall compleiecute and deliver a Loan
Payment Advance Request Form to Servicing AgernherBusiness Day of the requested Term Advance.

(c) INTEREST AND PRINCIPAL. Interest shall accruerh the date of the Term Advance at a floating eaieal to the Prime Rate minus
One Quarter of One Percent (0.25%) or a fixedegteal to Two and One Half (2.5) percentage poibtsa the yield of 60 month Treasury
Notes as reported in the Western Edition of THE WATREET JOURNAL on the date that is one (1) BusinBay before the effective di
of the Term Advance. Borrowers shall give Servichgent written notice of their interest rate elentiat the time Borrowers request the T
Advance. If Servicing Agent does not timely recesueh notice, then the applicable rate shall bdltiaging rate specified in the first sente!
of this section. Notwithstanding the foregoing, ip@ing the fiscal quarter immediately following Bowers' achieving two (2) consecutive
fiscal quarters of Indebtedness to EBITDA of notrenthan 0.50 to 1.00, the floating interest ratlidbe the Prime Rate minus One Half of
One Percent (0.5%), and the fixed rate shall be amThirty-five Hundredths

(2.35) percentage points above the yield of 60 mdineéasury Notes in effect on the effective datthefTerm Advance. Borrower shall repay
the Term Advance in Twenty (20) equal quarterlyatments, plus accrued interest, beginning thet iy of the fiscal quarter following the
fiscal quarter in which the Term Advance was maahel continuing on the first day of each fiscal ¢erathereafter. The Term Facility shall
terminate on the Term Maturity Date, at which tialleObligations owing under this Section 2.3, atidbther amounts under this Agreement,
shall be immediately due and payable.

(d) PREPAYMENT. Borrower may prepay all or any pamtof the Term Advance, provided that any prepaytneade before the first
anniversary of the Closing Date shall be accompuhbyea prepayment fee equal to Three Quarters eff@amcent (0.75%) of the amount of
the prepayment, any prepayment made after theafimsiversary but before the second anniversarfieofiosing Date shall be accompanied
by a prepayment fee equal to One Half of One P&i€eB50%) of the amount of the prepayment, and@epayment made after the second
anniversary but before the third anniversary of@asing Date shall be accompanied by a prepayfeentqual to One Quarter of One
Percent (0.25%) of the amount of the prepayment.

(e) CASH FLOW RECAPTURE. Beginning December 31,7,9%nd continuing on the last day of each of Boms\fiscal years, Borrower
shall make a mandatory prepayment on account of¢n@ Advance equal to the lesser of (i) the ambynishich EBITDA for such fiscal
year exceeded Twenty Million Dollars ($20,000,000)ii) Three Million Dollars ($3,000,000) per ye&ayments made under this sec
shall be applied to principal installments in thgarse order of maturity. Each such payment sleathbde by not later than April 30 for the
prior fiscal year.

(f) FEE. Borrower shall pay Servicing Agent a fegial to Sixty Thousand Dollars ($60,000) on thes@ig Date on account of the
Acquisition Term Facility.

2.4 EQUIPMENT ADVANCES.

(a) Subject to and upon the terms and conditionteisfAgreement, at any time from the date hereafugh August 14, 1998, Banks will
make advances (each an "Equipment Advance" anigctiokly, the "Equipment Advances") to Borrowerain aggregate outstanding amount
not to exceed Four Million Dollars ($4,000,000). &adence the Equipment Advance or Equipment AdeanBorrower shall deliver to
Servicing Agent, at the time of each Equipment Athearequest, an invoice for the equipment to betmaged. The Equipment Advances ¢
be used only to purchase or refinance Equipmenibapgd from time to time by
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Banks that was purchased in any case on or aftetyn{90) days prior to the Closing Date and shailexceed one hundred percent (1009
the invoice amount of such Equipment, excludingesashipping, warranty charges, freight discountsiastallation expense. Each
Equipment Advance must be in a minimum amount of @andred Thousand Dollars ($100,000).

(b) Interest shall accrue from the date of eachifitgent Advance through August 14, 1998, at a ffgatate equal to the Prime Rate minus
One Half of One Percent (0.5%), and shall be payatanthly for each month through August 14, 1998y Equipment Advances that are
outstanding on such date will be payable in six{@g€) equal quarterly installments of principalghming on September 15, 1998, and
continuing on the fifteenth calendar day precediregglast day of each fiscal quarter thereafterubhoAugust 14, 2002. Interest thereon shall
be payable monthly, beginning September 15, 1998 cantinuing on the fifteenth calendar day of eaxcimth until the Equipment Advances
have been paid in full. The Equipment Advances dnatoutstanding on August 14, 1998 shall beargstet a floating rate equal to the Pr
Rate minus One Half of One Percent (0.5%); providedower shall have a one-time option, on August1998 to select a fixed rate of
interest equal to Two and One Half (2.50) percenfamjnts above the yield of 48 month Treasury Nageeeported in the Western Edition of
THE WALL STREET JOURNAL on August 13, 1998. If S\W®es not timely receive written notice of Borroweslection of the fixed rate,
the Equipment Advances shall bear interest atltizdifg rate specified in the first sentence of $ection. Equipment Advances, once repaid,
may not be reborrowed.

(c) When Borrower desires to obtain an Equipmentakde, Borrower shall notify Bank (which notice kha& irrevocable) by facsimile
transmission to be received no later than 3:00 Pawific time three (3) Business Days before theatawhich the Equipment Advance is to
be made. Such notice shall be substantially irfdha of EXHIBIT B. The notice shall be signed byRasponsible Officer or its designee and
include a copy of the invoice and proof of paymfenthe Equipment to be financed.

(d) Borrower may prepay all or any portion of amyuipment Advance without penalty or premium, pre@ddhat any prepayment of an
Equipment Advance bearing a fixed rate of intesbstll be accompanied by a prepayment fee equhktbreakage costs advised by Banks at
the time of such prepayment.

(e) Borrower shall pay Servicing Agent a fee edqadlen Thousand Dollars ($10,000) on account oBheipment Facility.
2.5 EXISTING TERM LOAN.

Borrowers acknowledge that Borrowers owe a prina@paount of One Million, One Hundred Twenty-Fourolisand Nine Hundred Ninety-
Nine Dollars and 97/100 ($1,124,999.97) to Bankaatount of a term loan previously made to Borroeich term loan shall bear interes

a rate equal to the Prime Rate minus One Quart®nefPercent (0.25%). Borrower shall repay suah tean in Twenty Seven (27) equal
monthly installments of principal, plus accruecknatst, on the fifteenth day of each month, begmp#ingust 15, 1997 and continuing through
November 15, 1999, on which date the entire praddialance and all accrued but unpaid interesetreshall be due and payat

2.6 OVERADVANCES. If, at any time or for any reastime sum of

(i) Advances owed by Borrowers to Banks pursuar@dotion 2.1 of this Agreement plus (ii) the Forelikchange Reserve plus (iii) the face
amount of any outstanding Letters of Credit is trethan the Committed Line, Borrowers shall imnagely pay to SVB, in cash, the amount
of such excess, for payment to the Banks accorditigeir respective Percentage Shares. If, atiamg or for any reason, the Equivalent
Amount of Outstanding Optional Currency Advanceseexis Five Million Dollars ($5,000,000), Borrowstsll immediately pay to BofH tl
amount of such excess.

2.7 INTEREST RATES, PAYMENTS, AND CALCULATIONS.

() INTEREST RATE. Except as set forth in Section(2), any Obligations shall bear interest, onaherage Daily Balance, at the rates
specified in the provisions relating to each fagilinder this Agreement.

(b) DEFAULT RATE. All Obligations shall bear inteste from and after the occurrence of an Event daDig at a rate equal to the lesser of
(i) three (3) percentage points above the intesgstapplicable immediately prior to the occurreatthe Event of Default or (ii) the
maximum rate permitted by law including, to theesstapplicable to Optional Currency Advances, #ve ¢f the country of such Optional
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Currency.

(c) PAYMENTS. Accrued interest shall be due andgtde in arrears upon the earlier of (i) the enthefinterest Period or (ii) any paymen
principal or (iii) on the fourteenth day of eacheralar month. With respect to repayments of PrimmteRRAdvances and LIBOR Rate
Advances, Servicing Agent shall, at the optionadteBank, charge such interest, all Bank Expersesall Periodic Payments against a
Borrower's deposit account held at SVB or agaimst@Gommitted Line, in which case those amountd Hieafter accrue interest at the rate
then applicable hereunder. With respect to repaysnafiOptional Currency Advances, the branch ofHBif the country of the Optional
Currency shall, at the option of each Bank, chargsh interest and all periodic payments againstraoBver's deposit account in such country
or against the Committed Line, in which case thseunts shall thereafter accrue interest at tleethan applicable hereunder. Any interest
not paid when due shall be compounded by becompayteof the Obligations, and such interest stn@teafter accrue interest at the rate then
applicable hereunder.

(d) COMPUTATION. In the event the Prime Rate isroiprad from time to time hereafter, the applicabte od interest hereunder shall be
increased or decreased effective as of 12:01 atheoday the Prime Rate is changed, by an amauat éo such change in the Prime Rate.
All interest chargeable under the Loan Documenddl §le computed on the basis of a three hundreg §%60) day year for the actual number
of days elapsed, except that interest chargeabéeEoount of Optional Rate Currency Advances steattdimputed on the basis of a three
hundred sixty five (365) day year where such comibor is required by any law or is customary in ¢bentry of the Optional Currency.

2.8 CREDITING PAYMENTS. Prior to the occurrenceanf Event of Default, each Bank shall credit a wiamsfer of funds, check, or other
item of payment to such deposit account held &t 8ank or Obligation as a Borrower specifies; pded that payments in an Optional
Currency shall be made only at the branch of Bafithe country of such Optional Currency. After tleeurrence and during the continuation
of an Event of Default, the receipt by a Bank of arre transfer of funds, check, or other item ajyment shall be immediately applied to
conditionally reduce Obligations, but shall notdmmsidered a payment on account unless such paysnafnimmediately available federal
funds or unless and until such check or other iémpayment is honored when presented for paymestivithstanding anything to the
contrary contained herein, any wire transfer ompant received by a Bank after noon California t{ime as to a payment in an Optional
Currency, noon at the BofH branch office in theroy of the Optional Currency) shall be deemedaweehbeen received by such Bank as of
the opening of business on the immediately follgMBusiness Day. Whenever any payment to a Bankruhdd.oan Documents would
otherwise be due (except by reason of accelerabiom) date that is not a Business Day, such paystatitinstead be due on the next
Business Day, and additional fees or interesthasase may be, shall accrue and be payable fpetiwd of such extension.

2.9 BANK EXPENSES. Borrowers shall pay to Banksmupte date hereof, all Bank Expenses incurred titrdhe date hereof, including
reasonable attorneys' fees and expenses, andn withiy (30) days of demand, other Bank Expenseth@y become due from time to time
hereunder.

2.10 ADDITIONAL COSTS. In case any law, regulatitreaty or official directive or the written integgation or application thereof by any
court or any governmental authority charged withaldministration thereof or the compliance with goideline or request of any central
bank or other governmental authority (whether drhaving the force of law):

(a) subjects any Bank to any tax with respect yovgants of principal or interest or any other amsypayable hereunder by Borrower or
otherwise with respect to the transactions contateglhereby (except for taxes on the overall reginire of such Bank imposed by the United
States of America or any political subdivision #nef);

(b) imposes, modifies or deems applicable any depssirance, reserve, special deposit or siméguirement against assets held by, or
deposits in or for the account of, or loans by, Bapk; or

(c) imposes upon any Bank any other material candivith respect to its performance under this Agnent,

and the result of any of the foregoing is to inseethe cost to such Bank, reduce the income rdueity such Bank or impose any expense
upon such Bank with respect to any loans, such Baak notify Borrowers thereof in writing. Borrovgeshall pay to such Bank the amount
of such increase in cost, reduction in income alitaahal
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expense as and when such cost, reduction or expeimeeirred or determined, upon presentation lop #ank of a statement of the amount
and setting forth such Bank's calculation therabhfin reasonable detail, which statement shalliéemed true and correct absent manifest
error; PROVIDED, HOWEVER, that Borrowers shall thet liable for any such amount attributable to aesiqal prior to 180 days prior to the
date of such certificate.

2.11 CONVERSION/CONTINUATION OF ADVANCES.

(a) Borrowers may from time to time submit in wrgia request that Prime Rate Advances be conviertelBOR Rate Advances or that any
existing LIBOR Rate Advances continue for an addil Interest Period. Such request shall specéyathount of the Prime Rate Advances
which will constitute LIBOR Rate Advances (subjexthe limits set forth below) and the Interesti®eto be applicable to such LIBOR Rate
Advances. Each written request for a conversican itBOR Rate Advance or a continuation of a LIBOR&Advance shall be substantially
in the form of an Optional Currency Rate or LIBOBt® Conversion/Continuation Certificate as setifort Exhibit B, which shall be duly
executed by a Responsible Officer. Subject to¢hms$ and conditions contained herein, three (3)ré8s Days after Servicing Agent's
receipt of such a request from Borrowers, such ®Rate Advances shall be converted to LIBOR RateAdes or such LIBOR Rate
Advances or an Optional Currency Rate Advance sloallinue, as the case may be provided that:

(i) no Event of Default or event which with notioepassage of time or both would constitute an EséDefault exists;
(i) no party hereto shall have sent any noticeeahination of the Agreement;

(iii) Borrowers shall have complied with such custry procedures as Banks have established fromttirtime for Borrowers' requests for
Optional Currency Rate Advances or LIBOR Rate Adwesn

(iv) the amount of a Prime Rate Advance shall b ®20 or more, the amount of an Optional CurrenateFAdvance shall be $50,000 or
more, and the amount of a LIBOR Rate Advance sf&@a$500,000 or such greater amount which is agrakenultiple of $50,000; and

(v) Servicing Agent shall have determined thatltiterest Period or LIBOR Rate or Optional CurreRate is available to Banks as of the
date of the request for such LIBOR Rate Advanc@mtional Currency Rate Advance.

Any request by Borrowers to convert Prime Rate Adves to LIBOR Rate Advances or continue any exgdtiBOR Rate Advances shall be
irrevocable. Notwithstanding anything to the contreontained herein, Banks shall not be requirgout@hase United States Dollar deposits
in the London interbank market or other applicddBOR Rate market to fund any LIBOR Rate Advandasg,the provisions hereof shall be
deemed to apply as if Banks had purchased suclsidepo fund the LIBOR Rate Advances.

(b) Any LIBOR Rate Advances shall automatically eert to Prime Rate Advances upon the last dayegtplicable Interest Period, unless
Banks have received and approved a complete apegpreguest to continue such LIBOR Rate Advandeast three (3) Business Days prior
to such last day in accordance with the terms liefety LIBOR Rate Advances or Optional Currency ®@Advances shall, at Banks' option,
convert to Prime Rate Advances in the event th&\amt of Default shall exist. Borrowers shall payBanks, upon demand by Banks (or
Servicing Agent may, at its option, charge a Boedsvdeposit account) any amounts required to cosgte Banks for any loss (including
loss of anticipated profits), cost or expense irediby such person, as a result of the converdiaiBOR Rate Advances or Optional
Currency Rate Advances to Prime Rate Advances patda any of the foregoing.

2.12 ADDITIONAL REQUIREMENTS/PROVISIONS REGARDINGIBOR RATE ADVANCES OR OPTIONAL CURRENCY RATE
ADVANCES.

(a) If for any reason (including voluntary or matats prepayment or acceleration), Banks receivergiart of the principal amount of a
LIBOR Rate Advance prior to the last day of thestast Period for such LIBOR Rate Advance or thepsed term of any Optional Currency
Rate Advance for which the term and the interesthave been fixed, Borrowers shall on demand byi@eg Agent, pay Servicing
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Agent the amount (if any) by which (i) the additidinterest which would have been payable on theuasrnso received had it not been
received until the last day of such Interest Pedoterm exceeds (i) the interest which would hbgen recoverable by Banks by placing the
amount so received on deposit in the certificatdegfosit markets or the offshore currency interbaakkets or United States Treasury
investment products, as the case may be, for agstarting on the date on which it was so receardiending on the last day of such Inte
Period or term at the interest rate determineddyyi&ing Agent in its reasonable discretion. SengcAgent's determination as to such
amount shall be conclusive absent manifest error.

(b) Borrowers shall pay to a Bank, upon demand Bk, from time to time such amounts as such Baak reasonably determine to be
necessary to compensate it for any costs incuryeslibh Bank that such Bank determines are attiiiieita its making or maintaining of any
amount receivable by such Bank hereunder in resgety Advances relating thereto (such increase®s$ts and reductions in amounts
receivable being herein called "Additional Cost#f)each case resulting from any Regulatory Chavigeh:

(i) changes the basis of taxation of any amourysipia to such Bank under this Agreement in respieahy Advances (other than changes
which affect taxes measured by or imposed on tleeabtvnet income of such Bank by the jurisdictionwihich such Bank has its principal
office); or

(if) imposes or modifies any reserve, special demossimilar requirements relating to any extensiof credit or other assets of, or any
deposits with or other liabilities of such Bankqliding any Advances or any deposits referred théndefinition of "LIBOR Base Rate"); or

(iii) imposes any other material condition affegtitnis Agreement (or any of such extensions ofit@diabilities).

Such Bank will notify Borrowers of any event océng after the date of the Agreement which will #atsuch Bank to compensation purst
to this section as promptly as practicable aftebiains knowledge thereof and determines to recueh compensation. Such Bank will
furnish Borrower with a statement setting forth biaesis and amount of each request by such Bardofopensation under this Section 2.12.
Determinations and allocations by a Bank for pugsasf this Section 2.12 of the effect of any RegujaChange on its costs of maintaining
its obligations to make Advances or of making ointening Advances or on amounts receivable by reispect of Advances, and of the
additional amounts required to compensate such Bardspect of any Additional Costs, shall be casisle absent manifest error.

(c) Borrowers shall pay to a Bank, upon the reqaéstich Bank, such amount or amounts as shalliffieisnt (in the sole good faith opinion
of such Bank) to compensate it for any reasonaldg, Icosts or expense incurred by it as a resalyfailure by Borrower to borrow a
LIBOR Rate Advance on the date for such borrowipecgfied in the relevant notice of borrowing heréen

(d) If a Bank shall determine that the adoptioimngplementation of any applicable law, rule, regiglator treaty regarding capital adequacy
any change therein, or any change in the interfioetar administration thereof by any governmeatathority, central bank or comparable
agency charged with the interpretation or admiatiin thereof, or compliance by Bank (or its apghie lending office) with any respect or
directive regarding capital adequacy (whether drhawing the force of law) of any such authoritgntral bank or comparable agency, has or
would have the effect of reducing the rate of reton capital of such Bank or any person or entifytolling Bank (a "Parent") as a
consequence of its obligations hereunder to a lestelw that which Bank (or its Parent) could haski@ved but for such adoption, change or
compliance (taking into consideration its polickggh respect to capital adequacy) by an amount @éedny Bank to be material, then from
time to time, within 15 days after demand by sueimiB Borrowers shall pay to Bank such additionabamt or amounts as will compensate
such Bank for such reduction. A statement of sughkBclaiming compensation under this Section aftthgeforth the additional amount or
amounts to be paid to it hereunder shall be conawbsent manifest error.
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(e) If at any time a Bank, in its sole and absotliseretion, determines that: (i) the amount oftHBOR Rate Advances or Optional Currency
Rate Advances for periods equal to the correspgniditerest Periods or any other period are notiavig to such Bank in the offshore
currency interbank markets, or (ii) the LIBOR RatéOptional Currency Rate does not accurately ceflee cost to Bank of lending the

LIBOR Rate Advance or Optional Currency Rate Adwarhen such Bank shall promptly give notice thetedorrowers, and upon the

giving of such notice such Bank's obligation to méke LIBOR Rate Advances or Optional Currency Rateances shall terminate, unless
Banks and Borrowers agree in writing to a differi@terest rate applicable to LIBOR Rate Advance®ptional Currency Rate Advances.
shall become unlawful for a Bank to continue todwn maintain any Advances, or to perform its cddigns hereunder, upon demand by such
Bank, Borrower shall prepay the Advances in fulhxaccrued interest thereon and all other amoumyalge by Borrower hereunder
(including, without limitation, any amount payaliteconnection with such prepayment pursuant toiGe& 12(a)).

2.13 TERM. This Agreement shall become effectiverufhe date hereof and shall continue in full faxoe effect for a term ending on the
Maturity Date. Notwithstanding the foregoing, Barskell have the right to terminate any obligatiomtake Advances under this Agreement
immediately and without notice upon the earliefipthe occurrence and during the continuance dEeent of Default or (ii) the Revolving
Maturity Date. On the date of termination, all @afiions shall become immediately due and payahiash or by wire transfer.

Upon satisfaction of all Obligations hereunder I{iding prepayment fees, if applicable) this Agreatrshall, at Borrowers' request, termin
and Banks shall execute such terminations of fimgnstatements as Borrowers may reasonably request.

3. CONDITIONS OF LOANS

3.1 CONDITIONS PRECEDENT TO INITIAL ADVANCE. The digation of either Bank to make the initial Advarisesubject to the
condition precedent that such Bank shall have veckiin form and substance satisfactory to suctkBtue following:

(a) this Agreement;

(b) a certificate of the Secretary of each Borrowih respect to incumbency and resolutions autiirigithe execution and delivery of this
Agreement;

(c) the Optional Currency Rate Instruments (witspect to Optional Currency Rate Advances only);
(d) a financing statement (Form UCC-1) for eachrBwer;

(e) evidence of the consummation of the Acquisition

(f) solvency certificates;

(9) an opinion of Borrower's counsel;

(h) payment of the fees and Bank Expenses thesplfied in
Section 2.5 hereof, provided reasonably detailgdiages are received; and

(i) such other documents, and completion of subleriatters, as Banks may reasonably deem necessappropriate.

3.2 CONDITIONS PRECEDENT TO ALL ADVANCES. The obdton of any Bank to make each Advance, includiwginitial Advance, is
further subject to the following conditions:

(a) timely receipt by Servicing Agent of the LoaayPhent/Advance Form as provided in Section 2.1;

(b) the representations and warranties contain&gation 5 shall be true and correct in all mateespects on and as of the date of such Loar
Payment/Advance Form and on the effective dataoii@&dvance as though made at and as of each atelfekcept to the extent they relate
specifically to an
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earlier date, in which case such representatiodsvanranties shall continue to have been true andrate as of such date), and no Event of
Default shall have occurred and be continuing, ould result from such Advance; and

(c) as to each Optional Currency Rate Advancefdte terms and conditions contained in the applie Optional Currency Rate Instruments
have been satisfied.

The making of each Advance shall be deemed torbprasentation and warranty by each Borrower om#te of such Advance as to the
accuracy of the facts referred to in this Secti@{(8.

4. CREATION OF SECURITY INTEREST

4.1 GRANT OF SECURITY INTEREST. Borrower grants gedges to Banks a continuing security interestlipresently existing and
hereafter acquired or arising Collateral in ordesécure prompt repayment of any and all Obligatamd in order to secure prompt
performance by Borrower of each of its covenantbduties under the Loan Documents. Except as ##tifothe Schedule, such security
interest constitutes a valid, first priority se¢yiinterest in the presently existing Collateraldavill constitute a valid, first priority security
interest in Collateral acquired after the date bkre

4.2 DELIVERY OF ADDITIONAL DOCUMENTATION REQUIREDBorrower shall from time to time execute and ddliteeServicing
Agent, at the request of Servicing Agent, all Négae Collateral, all financing statements and pttecuments that Servicing Agent may
reasonably request, in form satisfactory to Semgidgent, to perfect and continue perfected Basdsurity interests in the Collateral and in
order to fully consummate all of the transactioostemplated under the Loan Documents.

4.3 RIGHT TO INSPECT. Any Bank (through any ofafficers, employees, or agents) shall have the rigion reasonable prior notice, fr
time to time during Borrower's usual business hawrinspect Borrower's Books and to make copieseitf and to check, test, and appraise
the Collateral in order to verify Borrower's findaacondition or the amount, condition of, or arther matter relating to, the Collateral.

4.4 STOCK PLEDGE.

(a) AEI hereby pledges, assigns and delivers tkBand grants to Banks a security interest in theré€s, together with all proceeds and
substitutions thereof, all cash, stock and othemeys and property paid thereon, all rights to subsdor securities declared or granted in
connection therewith, and all other cash and ndnpasceeds of the foregoing (all hereinafter catrezl"Pledged Collateral"), as security for
the prompt performance of all of the Obligations.

(b) The term "Pledged Collateral" shall also indwhy securities, instruments or distributionsrof kind issuable, issued or received by AEI
upon conversion of, in respect of, or in excharggeahy other Pledged Collateral, including, but liratted to, those arising from a stock
dividend, stock split, reclassification, reorgati@a, merger, consolidation, sale of assets orratikehange of securities or any dividends or
other distributions of any kind upon or with respecthe Pledged Collateral.

(c) The certificate or certificates for the sedastincluded in the Pledged Collateral, accompahiedn instrument of assignment duly
executed in blank by AEI, have been delivered by #EBank. Tower shall cause its books to refléet pledge of the Shares. Upon the
occurrence of an Event of Default hereunder, Baniyg effect the transfer of any securities inclugtethe Pledged Collateral into the nam:
Banks and cause new certificates representing sewmirities to be issued in the name of Banks. Atlewecute and deliver such documents,
and take or cause to be taken such actions, assBaak reasonably request to perfect or continugéhiection of Banks' security interest in
the Pledged Collateral.

(d) Unless an Event of Default (as defined belowglishave occurred and be continuing, AEI shalebttled to exercise any voting rights
with respect to the Pledged Collateral and to gimesents, waivers and ratifications in respectihieiPROVIDED that no vote shall be cast
or consent, waiver or ratification given or acttaken which would be inconsistent with any of therts of this Agreement or which would
constitute or create any violation of any of suetmts. All such rights of AEI to vote and give comse waiver and ratifications shall cease in
case such an Event of Default hereunder shall coedibe continuing.

(e) AEI recognizes that Banks may be unable tacetigoublic sale of all or a part of the Pledgedia@eral by reason of certain prohibitions
contained in the Securities Act of 1933, as amended

15



("Act"), so that Banks may be compelled to resomie or more private sales to a restricted grdygurchasers who will be obliged to agree,
among other things, to acquire the Pledged Cod#afer their own account, for investment and withawiew to the distribution or resale
thereof. AEI understands that private sales so maaebe at prices and on other terms less favotatitee seller than if the Pledged
Collateral were sold at public sales, and agre&isBanks have no obligation to delay the sale gfairthe Pledged Collateral for the perioc
time necessary (even if Banks would agree), testegsuch securities for sale under the Act. AEéag that private sales made under the
foregoing circumstances shall be deemed to have tnegle in a commercially reasonable manner.

5. REPRESENTATIONS AND WARRANTIES
Each Borrower represents and warrants as follows:

5.1 DUE ORGANIZATION AND QUALIFICATION. Each Borroer is a corporation duly existing and in good stagdinder the laws of its
state of incorporation and qualified and licensedd business in, and is in good standing in, &g $n which the conduct of its business or
its ownership of property requires that it be saltjied except for states as to which any failuwésqualify would not have a Material
Adverse Effect.

5.2 DUE AUTHORIZATION; NO CONFLICT. The executiodelivery, and performance of the Loan Documentsadilein each Borrower's
powers, have been duly authorized, and are nainflict with nor constitute a breach of any prowisicontained in such Borrower's Articles
or Certificate of Incorporation or Bylaws, nor wiltley constitute an event of default under any natagreement to which such Borrower
party or by which such Borrower is bound. No Borepws in default under any agreement to which & arty or by which it is bound, which
default is reasonably likely to have a Material Atse Effect.

5.3 NO PRIOR ENCUMBRANCES. Each Borrower has good indefeasible title to the Collateral, free af&hc of Liens, except for
Permitted Liens.

5.4 MERCHANTABLE INVENTORY. All Inventory is in almaterial respects of good and marketable qudiitg, from all material defects.

5.5 LITIGATION. There are no actions or proceedipgading by or against any Borrower before any tcouadministrative agency in which
an adverse decision is reasonably likely to havMaterial Adverse Effect. No Borrower has knowleddany such pending or threatened
actions or proceedings.

5.6 SHARES. There are no subscriptions, warrantghmr options exercisable with respect to the &adrhe Shares represent one hundred
percent (100%) of the issued and outstanding stbd@lower, there are no agreements that require Tenvissue any additional shares, and
there are no outstanding options to purchase suditi@nal shares. The Shares have been duly aadtand validly issued, and are fully p
and non-assessable.

5.7 NO MATERIAL ADVERSE CHANGE IN FINANCIAL STATEMETS. All consolidated financial statements relate@orrowers that
have been delivered to Banks fairly present imalterial respects the consolidated financial comlias of the date thereof of each such e
and consolidated results of operations for theggettien ended of each such entity. There has ot denaterial adverse change in the
consolidated financial condition of a Borrower srthe date of the most recent of such financiastants submitted to Banks.

5.8 SOLVENCY. Each Borrower is solvent and ableag its debts (including trade debts) as they neatur

5.9 REGULATORY COMPLIANCE. Each Borrower has met thinimum funding requirements of ERISA with respgecany employee
benefit plans subject to ERISA. No Borrower hashditiwn from, and no termination or partial termioathas occurred with respect to, any
deferred compensation plan, and no Borrower hdsdndatvn from any multi-employer plan under ERISA. &l@nt has occurred resulting
from a Borrower's failure to comply with ERISA thatreasonably likely to result in such Borrowémsurring any liability that is reasonably
likely to have a Material Adverse Effect. No Borremis an "investment company" or a company "colgddlby an "investment company"
within the meaning of the Investment Company Act®40. No Borrower is engaged principally, or as ofthe important activities, in the
business of extending credit for the purpose otlpasing or carrying margin stock (within the megnif Regulations G, T and U of the
Board of

16



Governors of the Federal Reserve System), and m@ptoe proceeds of the Advances will be usepuichase or carry any margin stock or
for any purpose that would violate any of Regulagi®, T and U. Each Borrower has complied withhadl provisions of the Federal Fair
Labor Standards Act. Each Borrower has compliet afitlaws and regulations to which it is subjexincompliance with which is reasona
likely to have a Material Adverse Effect.

5.10 ENVIRONMENTAL CONDITION. None of any Borrowsrproperties or assets has ever been used by Barmvany Subsidiary or, to
each Borrower's knowledge, without any independergstigation, by previous owners or operatorghandisposal of, or to produce, store,
handle, treat, release, or transport, any hazandagte or hazardous substance other than in acw®deth applicable law; to the best of
Borrower's knowledge, none of Borrower's propentieassets has ever been designated or identifiadyi manner pursuant to any
environmental protection statute as a hazardouteveahazardous substance disposal site, or adabedior closure pursuant to any
environmental protection statute; no lien arisimgler any environmental protection statute has la¢th¢o any revenues or to any real or
personal property owned by a Borrower or any Suésidand neither Borrower nor any Subsidiary fexeived a summons, citation, notice,
or directive from the Environmental Protection Agermr any other federal or state governmental agenncerning any action or omission
a Borrower or any Subsidiary resulting in the reieg, or otherwise disposing of hazardous wasteamardous substances into the
environment.

5.11 TAXES. Each Borrower and each Subsidiary e or caused to be filed all material tax rewraquired to be filed, and has paid, or
have made adequate provision for the paymentlaieds reflected therein.

5.12 SUBSIDIARIES. No Borrower owns any stock, parship interest or other equity securities of Beyson, except for Permitted
Investments.

5.13 GOVERNMENT CONSENTS. Each Borrower has obthiale consents, approvals and authorizations ofleval declarations or filings
with, and given all notices to, all governmentathawities that are necessary for the continuedaifmer of their respective businesses as
currently conducted.

5.14 FULL DISCLOSURE. The representations, wareménd other statements included in the documestificates and written statements
furnished by each Borrower to either Bank prioot@s of the date of this Agreement for use in eation with the transactions contemplated
by this Agreement, taken as a whole, do not corgajnuntrue statement of a material fact or ométate a material fact (known to a
Borrower, in the case of any document not furnishyed) necessary in order to make the statememitamed herein or therein not misleac

(it being recognized by Banks that the projectiand forecasts provided by Borrowers are not toibeed as facts and that actual results
during the period or periods covered by any sucheptions and forecasts may differ from the pradatr forecasted results).

6. AFFIRMATIVE COVENANTS

Each Borrower covenants and agrees that, from fiedthe Closing Date until payment in full of allitstanding Obligations, and for so long
as any Bank may have any commitment to make an iad/hereunder, such Borrower shall do all of ttiefang:

6.1 GOOD STANDING. Maintain its and cause to bentaned each of its Subsidiaries' corporate exigtemd good standing in its
jurisdiction of incorporation and maintain qualiton in each jurisdiction in which the failurego qualify is reasonably likely to have
Material Adverse Effect. Borrower shall maintaindashall cause each of its Subsidiaries to mairitefarce all licenses, approvals and
agreements, the loss of which would have a Matédakerse Effect.

6.2 GOVERNMENT COMPLIANCE. Meet, and shall causete&ubsidiary to meet, the minimum funding requieats of ERISA with
respect to any employee benefit plans subject t@BERBorrower shall comply, and shall cause eachs&liary to comply, with all statutes,
laws, ordinances and government rules and regakatmwhich it is subject, noncompliance with whatfuld have a Material Adverse Effect
or a material adverse effect on the Collaterahergriority of Banks' Lien on the Collateral.

6.3 FINANCIAL STATEMENTS, REPORTS, CERTIFICATES. ABhall deliver to Banks: (a) upon the sooner ofldgs after the last day
of each fiscal quarter as to Form 10-Q, and th@soof 90 days after the last
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day of each fiscal year as to Form 10-K, or witiwe (5) days upon becoming available, copies b$tatements, reports and notices sent or
made available generally by Borrower to its seguriilders or to any holders of Subordinated Debtahreports on Form 10-K and 10-Q
filed with the Securities and Exchange Commiss{bippromptly upon receipt of notice thereof, a ie@d any legal actions pending or
threatened against Borrower or any Subsidiaryithaasonably likely to result in damages or casBorrower or any Subsidiary of Five
Hundred Thousand Dollars ($500,000) or which cdwglde a Material Adverse Effect; and (c) such busigegles projections, operating plans
or other financial information as Bank may reastyaequest from time to time.

AEI shall deliver to Banks with the quarterly firaal statements a Compliance Certificate signed Besponsible Officer in substantially the
form of EXHIBIT C hereto.

Any Bank shall have a right from time to time hdteato audit Borrower's Accounts, provided thattsaudits will be conducted at
Borrower's expense no more often than annuallygaséin Event of Default has occurred and is cantinwith the auditing Bank to conduct
all other audits at its own expense.

6.4 INVENTORY; RETURNS. Keep all Inventory in goadd marketable condition, free from all materidfedés. Returns and allowances, if
any, as between a Borrower and its account debtait be on the same basis and in accordance lw@thgual customary practices of
Borrower, as they exist at the time of the executind delivery of this Agreement. Borrower shatimptly notify Bank when any particular
return, recovery, dispute or claim causes the aggeereturns for any fiscal month to exceed Terétar(10%) of the gross sales for such
month.

6.5 TAXES. Make, and shall cause each Subsidiamake, due and timely payment or deposit of allemal federal, state, and local taxes,
assessments, or contributions required of it by Evd will execute and deliver to Banks, on demaipgyopriate certificates attesting to the
payment or deposit thereof; and Borrower will maked will cause each Subsidiary to make, timelynpeyt or deposit of all material tax
payments and withholding taxes required of it bglimable laws, including, but not limited to, thdsevs concerning F.I.C.A., F.U.T.A., state
disability, and local, state, and federal incomea and will, upon request, furnish each Bank withof satisfactory to such Bank indicating
that Borrower or a Subsidiary has made such paysr@rdeposits; provided that Borrower or a Subsjdieed not make any payment if the
amount or validity of such payment is contestedand faith by appropriate proceedings and is resktagainst (to the extent required by
GAAP) by Borrower.

6.6 INSURANCE.

(a) Borrowers, at their expense, shall keep théa€ohl insured against loss or damage by firdt,thgplosion, sprinklers, and all other
hazards and risks, and in such amounts, as orljimasured against by other owners in similar basses conducted in the locations where
their respective businesses are conducted on thehdeeof. Each Borrower shall also maintain inscearelating to Borrower's ownership ¢
use of the Collateral in amounts and of a type dn@tcustomary to businesses similar to Borrower's.

(b) All such policies of insurance shall be in s@iehm, with such companies, and in such amounts@seasonably satisfactory to Banks. All
such policies of property insurance shall contdienaler's loss payable endorsement, in a formfaetisy to Banks, showing Banks as
additional loss payees thereof and all liabilitgiirance policies shall show Banks as additionalreds, and shall specify that the insurer r
give at least twenty (20) days notice to Bank befaanceling its policy for any reason. At a Bam&tguest, Borrowers shall deliver to Banks
certified copies of such policies of insurance amdlence of the payments of all premiums therefirproceeds payable under any such
policy shall, at the option of Banks, be payabl8amks to be applied on account of the Obligations.

6.7 QUICK RATIO. Maintain, on a consolidated basis,of the last day of each fiscal quarter, a mitiQuick Assets to Current Liabilities of
at least 1.25 to 1.00, increasing to not less th&@ to 1.00 as of December 31, 1997.

6.8 DEBT-TANGIBLE NET WORTH RATIO. Maintain, on aasolidated basis, as of the last day of eachlfeatarter, a ratio of Total
Liabilities to Tangible Net Worth of not more tha0 to 1.00.

6.9 TANGIBLE NET WORTH. Maintain, on a consolidatedsis, as of the last day of each fiscal quaat@iangible Net Worth of not less
than Forty Million Dollars ($40,000,000) plus SetxeRive Percent (75%)
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of Borrowers' quarterly profits beginning DecemBgr 1997.

6.10 PROFITABILITY. On a consolidated basis, havainimum net profit of One Dollar ($1.00) for edft$cal quarter, provided Borrowers
may suffer a loss in any one fiscal quarter pexaligear of not more than Five Hundred Thousanda®($500,000). Non-cash charges
incurred in the Acquisition shall not be includedte calculation of profitability for the fiscauigrter ending September 30, 1997.

6.11 DEBT SERVICE COVERAGE. Borrower shall maintaas of the last day of each fiscal quarter, a [3&lvice Coverage of at least 2.0
to 1.0 on a rolling two quarter basis, excludingita expenditures. "Debt Service Coverage" meahshe sum of (i) earnings after tax plus
(i) depreciation and amortization expense lessd@pital expenditures, divided by

(b) the current portion of total long term debtclexling Advances under the Committed Line.

6.12 FURTHER ASSURANCES. At any time and from titogime Borrowers shall execute and deliver sucthér instruments and take
such further action as may reasonably be requéstedly Bank to effect the purposes of this Agredmen

7. NEGATIVE COVENANTS

Each Borrower covenants and agrees that, from fiedthe Closing Date, so long as any credit hedeushall be available and until paym
in full of the outstanding Obligations or for smtpas any Bank may have any commitment to makeddrgnces, such Borrower will not do
any of the following:

7.1 DISPOSITIONS. Without the Banks' consent, wtgbhll not be unreasonably withheld, convey, $&dise, transfer or otherwise dispose
of (collectively, a "Transfer"), or permit any a$ iSubsidiaries to Transfer, all or any part obitisiness or property, other than: (i) Transfe
the ordinary course of business; (ii) Transferaaf-exclusive licenses and similar arrangementthimuse of the property of Borrower or its
Subsidiaries; (iii) Transfers of worn-out or obgel&quipment; or

(iv) Transfers which constitute liquidation of Irstenents permitted under

Section 7.7.

7.2 CHANGE IN BUSINESS OR CONTROL. Engage in angihass, or permit any of its Subsidiaries to engagay business, other than
the businesses currently engaged in by Borroweaagdusiness substantially similar or relateddtwe(or incidental thereto).

7.3 MERGERS OR ACQUISITIONS. Except in the ordinapurse of Borrower's business, merge or conselidatpermit any of its
Subsidiaries to merge or consolidate, with or emtg other business organization, or acquire, anfiemy of its Subsidiaries to acquire, all or
substantially all of the capital stock or propesfyanother Person; provided that this Section a8l s10t apply to Permitted Investments or to
transactions among a Borrower and its Subsidiami@gich such Borrower is the surviving entity anang its Subsidiaries.

7.4 INDEBTEDNESS. Create, incur, assume or be miaie liable with respect to any Indebtedness, omgieany Subsidiary so to do, other
than Permitted Indebtedness.

7.5 ENCUMBRANCES. Create, incur, assume or suffexist any Lien with respect to any of its propedr assign or otherwise convey any
right to receive income, including the sale of &wgounts, or permit any of its Subsidiaries soapakcept for Permitted Liens.

7.6 DISTRIBUTIONS. Pay any dividends or make artyeotdistribution or payment on account of or inemegbtion, retirement or purchase of
any capital stock, except for so long as an Evébtefault has not occurred and is not continuingd(avould not exist immediately after such
payment), a Borrower may repurchase its stock fimmmer employees of such Borrower in accordanch thié terms of repurchase or sim
agreements between such Borrower and such employees

7.7 INVESTMENTS. Directly or indirectly acquire own, or make any Investment in or to any Persopeomit any of its Subsidiaries so to
do, other than Permitted Investments and exceptaate in the ordinary course of Borrower's business.

7.8 TRANSACTIONS WITH AFFILIATES. Directly or indectly enter into or permit to exist any materiainsaction with any Affiliate of
Borrower except for transactions that are in thirary course of
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Borrower's business, upon fair and reasonable tdratsare no less favorable to Borrower than wd@abtained in an arm's length
transaction with a nonaffiliated Person, and exéeptransactions with a Subsidiary that are upndnd reasonable terms and transactions
constituting Permitted Investments.

7.9 SUBORDINATED DEBT. Make any payment in respafcany Subordinated Debt, or permit any of its Sdibsies to make any such
payment, except in compliance with the terms ofisBebordinated Debt, or amend any provision coathin any documentation relating to
the Subordinated Debt without Banks' prior writtemsent.

7.10 COMPLIANCE. Become an "investment company"taaled by an "investment company," within the miegrof the Investment
Company Act of 1940, or become principally engaigedr undertake as one of its important activitibe business of extending credit for
purpose of purchasing or carrying margin stockjs® the proceeds of any Advance for such purp@sktoFmeet the minimum funding
requirements of ERISA, permit a Reportable EverRmmhibited Transaction, as defined in ERISA, towgepermit any condition to exist that
would entitle any Person to obtain a decree adgiitig that any Plan under ERISA must be termindtgbto comply with the Federal Fair
Labor Standards Act or violate any law or regulatiwhich violation could have a Material Adversédef or a material adverse effect on the
Collateral or the priority of Banks' Lien on thellateral, or permit any of its Subsidiaries to dy af the foregoing.

8. EVENTS OF DEFAULT
Any one or more of the following events shall cimst an Event of Default by Borrowers under thigrédement:

8.1 PAYMENT DEFAULT. If a Borrower fails to pay thggincipal of, or any interest on, any Credit Exdgiems when due and payable; or f
to pay any portion of any other Obligations notstdnting such principal or interest, including out limitation Bank Expenses, within thi
(30) days of receipt by such Borrower of a reasbndétailed invoice on account of such other Olliyss;

8.2 COVENANT DEFAULT. If a Borrower fails to perfor any obligation under Article 5 or violates anytleé covenants contained in
Article 6 of this Agreement, or fails or negleatspterform, keep, or observe any other material t@novision, condition, covenant, or
agreement contained in this Agreement, in any ef.than Documents, or in any other present or futigreement between a Borrower and
any Bank and as to any default under such other, ferovision, condition, covenant or agreement ¢tlaait be cured, has failed to cure such
default within twenty (20) days after a Borrowece®es notice thereof or any Responsible Officexobges aware thereof; provided, howe
that if the default cannot by its nature be curdthiw the twenty (20) day period or cannot aftdiggint attempts by such Borrower be cured
within such twenty (20) day period, and such défesulikely to be cured within a reasonable tinfert Borrowers shall have an additional
reasonable period (which shall not in any caseeaxktieirty (30) days) to attempt to cure such defauid within such reasonable time period
the failure to have cured such default shall nodéemed an Event of Default (provided that no Adearwill be required to be made during
such cure period);

8.3 MATERIAL ADVERSE CHANGE. If there occurs a met# adverse change in the business or financiadliton of Borrowers, taken as
a whole, or if there is a material impairment ¢ gfrospect of repayment of any portion of the Qiilans;

8.4 ATTACHMENT. If any material portion of a Borr@n's assets is attached, seized, subjected td andistress warrant, or is levied up:

or comes into the possession of any trustee, receivperson acting in a similar capacity and sattdchment, seizure, writ or distress wari

or levy has not been removed, discharged or resdimdthin thirty (30) days, or if a Borrower is eirjed, restrained, or in any way prevented
by court order from continuing to conduct all oyanaterial part of its business affairs, or if dgment or other claim becomes a lien or
encumbrance upon any material portion of a Borrtsagssets, or if a notice of lien, levy, or assesgris filed of record with respect to any

a Borrower's assets by the United States Governraeahy department, agency, or instrumentalitygbg or by any state, county, municiy

or governmental agency, and the same is not paidnathirty (30) days after a Borrower receivesic®thereof, provided that none of the
foregoing shall constitute an Event of Default wéheuch action or event is stayed or an adequat e been posted pending a good faith
contest by such Borrower (provided that no Advanvedisbe required to be made during such cure ghrio
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8.5 INSOLVENCY. If a Borrower becomes insolvent,faan Insolvency Proceeding is commenced by ad®wer, or if an Insolvency
Proceeding is commenced against a Borrower anotidismissed or stayed within thirty (30) days {pded that no Advances will be made
prior to the dismissal of such Insolvency Procegjin

8.6 OTHER AGREEMENTS. If there is a default in aagreement to which a Borrower is a party with edtipiarty or parties resulting in a
right by such third party or parties, whether ot exercised, to accelerate the maturity of any telgness in an amount in excess of Five
Hundred Thousand Dollars ($500,000) or which wddde a Material Adverse Effect;

8.7 JUDGMENTS. If a judgment or judgments for tlagment of money in an amount, individually or il #iggregate, of at least Five
Hundred Thousand Dollars ($500,000) shall be rezttlagainst a Borrower and shall remain unsatisfiretlunstayed for a period of thirty
(30) days (provided that no Advances will be maderpo the satisfaction or stay of such judgmeat);

8.8 MISREPRESENTATIONS. If any material misreprdaéinn or material misstatement exists now or Hégea any warranty or
representation set forth herein or in any certiéagelivered to any Bank by any Responsible Offa@suant to this Agreement or to induce
Bank to enter into this Agreement or any other LBacument.

9. BANKS' RIGHTS AND REMEDIES

9.1 RIGHTS AND REMEDIES. Upon the occurrence andrduthe continuance of an Event of Default, anylBmay, at its election, do any
one or more of the following, all of which are aotized by Borrowers:

(a) Declare all Obligations owing to such Bank, thiee evidenced by this Agreement, by any of theottoan Documents, or otherwise,
immediately due and payable (provided that uporottwairrence of an Event of Default described intiSe@.5 all Obligations shall become
immediately due and payable without any action fioy Bank);

(b) Cease advancing money or extending credit forathe benefit of Borrowers under this Agreementinder any other agreement between
a Borrower and any Bank; and

(c) Set off and apply to the Obligations any andipbalances, deposits and investments of anydeer held by such Bank, or (ii)
indebtedness at any time owing to or for the credihe account of a Borrower held by such Bank;

(d) Liguidate any Exchange Contracts not yet stttiled demand that Borrower immediately deposit gaghBanks in an amount sufficient
to cover any losses incurred by Bank due to ligiineleof the Exchange Contracts at the then prengitharket price;

(e) Settle or adjust disputes and claims direcith wccount debtors for amounts, upon terms andhiatever order that Bank reasonably
considers advisable;

(f) Without notice to or demand upon Borrower, makeh payments and do such acts as Bank consigeessary or reasonable to protect its
security interest in the Collateral. Borrower agréseassemble the Collateral if Bank so required,ta make the Collateral available to Bank
as Bank may designate. Borrower authorizes Bamkter the premises where the Collateral is locdtethke and maintain possession of the
Collateral, or any part of it, and to pay, purchasmtest, or compromise any encumbrance, chardienovhich in Bank's determination
appears to be prior or superior to its securitgnest and to pay all expenses incurred in connmethierewith. With respect to any of
Borrower's premises, Borrower hereby grants Balitease to enter such premises and to occupy the,saithout charge, in order to
exercise any of Bank's rights or remedies provitemin, at law, in equity, or otherwise;

(g) Without notice to Borrower set off and applytihe Obligations any and all (i) balances and dépo$ Borrower held by Bank, or
(i) indebtedness at any time owing to or for thedit or the account of Borrower held by Bank;

(h) Ship, reclaim, recover, store, finish, mainfa@pair, prepare for sale, advertise
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for sale, and sell (in the manner provided for mgrihe Collateral. Bank is hereby granted a nochesive, royalty-free license or other right,
solely pursuant to the provisions of this Sectiah 8 use, without charge, Borrower's labels, patecopyrights, mask works, rights of use of
any name, trade secrets, trade names, trademarkiesmarks, and advertising matter, or any priypafra similar nature, as it pertains to the
Collateral, in completing production of, advertsifor sale, and selling any Collateral and, in aution with Bank's exercise of its rights
under this Section 9.1, Borrower's rights undetiedinses and all franchise agreements shall ittuBank's benefit;

(i) Sell the Collateral at either a public or pteaale, or both, by way of one or more contractsamsactions, for cash or on terms, in such
manner and at such places (including Borrowermijzes) as Bank determines is commercially reasenabid apply the proceeds thereof to
the Obligations in whatever manner or order Bardnue appropriate;

(j) Bank may credit bid and purchase at any pufdie, or at any private sale as permitted by lad; a
(k) Any deficiency that exists after dispositiontbé Collateral as provided above will be paid indiately by Borrower.

9.2 POWER OF ATTORNEY. Effective only upon the ogemce and during the continuance of an Event éallle Borrower hereby
irrevocably appoints Bank (and any of Bank's destiga officers, or employees) as Borrower's truelawful attorney to: (a) send requests
verification of Accounts or notify account debtafsBank's security interest in the Accounts; (bji@se Borrower's name on any checks or
other forms of payment or security that may conte Bank's possession; (¢) sign Borrower's namengrirevoice or bill of lading relating to
any Account, drafts against account debtors, sdbaedund assignments of Accounts, verifications ofdunts, and notices to account debtors;
(d) make, settle, and adjust all claims under awisibns with respect to Borrower's policies olirace; (e) settle and adjust disputes and
claims respecting the Accounts directly with acdalebtors, for amounts and upon terms which Bamérdenes to be reasonable; and (f)
dispose of the Collateral in accordance with ajblie law. The appointment of Bank as Borrower@rady in fact, and each and every one of
Bank's rights and powers, being coupled with aerést, is irrevocable until all of the Obligatidmsve been fully repaid and Bank's obligal

to provide Advances hereunder is terminated.

9.3 BANK EXPENSES. After the occurrence of an EvefniDefault, if a Borrower fails to pay any amountsfurnish any required proof of
payment due to third persons or entities, as reduinder the terms of this Agreement, then Banksaoaany or all of the following: (a)
make payment of the same or any part thereof;gb)is such reserves under the Committed Line akBadeem necessary to protect Banks
from the exposure created by such failure; or

(c) obtain and maintain insurance policies of §petdiscussed in Section 6.6 of this Agreement, takel any action with respect to such
policies as Banks reasonably deem prudent. Any ats@o paid or deposited by Banks shall constBatek Expenses, shall be immediately
due and payable, and shall bear interest at threapplicable rate hereinabove provided. Any paysiardde by any Bank shall not constitute
an agreement by such Bank to make similar payniente future or a waiver by Bank of any Event af&ult under this Agreement.

9.4 REMEDIES CUMULATIVE. Banks' rights and remedigsder this Agreement, the Loan Documents, andta#ir agreements shall be
cumulative. Banks shall have all other rights agmedies not inconsistent herewith as provided uti@e€ode, by law, or in equity. No
exercise by any Bank of one right or remedy shalllbemed an election. No waiver by any Bank oftavgnt of Default on a Borrower's part
shall be effective unless also waived in writingamy other Bank. No waiver shall be deemed a coimtinwaiver. No delay by any Bank st
constitute a waiver, election, or acquiescencd.by i

9.5 DEMAND; PROTEST. Each Borrower waives protestjce of protest, notice of dishonor, notice ofip&nt and nonpayment, notice of
any nonpayment at maturity, release, compromigtiesent, extension, or renewal of accounts, docusyénstruments, chattel paper, and
guarantees at any time held by any Bank on whialnd@@r may in any way be liable.
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10. NOTICES

Unless otherwise provided in this Agreement, atlaes or demands by any party relating to this Agrent or any other agreement entered
into in connection herewith shall be in writing af@ccept for financial statements and other infdromal documents which may be sent by
first-class mail, postage prepaid) shall be pertpdalivered or sent by certified mail, postagepmaid, return receipt requested, or by prepaid
telefacsimile to Borrowers or to each Bank, asctige may be, at its addresses set forth below:

If to AEL: Advanced Energy Industries, Inc.
1625 Sharp Point Drive
Ft. Collins, CO 80525
Attn: Dick Beck
FAX: (970) 221-5583

If to Tower: Tower Electronics, Inc.
281 Commerce Circle South
Fridley, MN 55432
Attn: Duane Ness
FAX: (612) 571-5605

If to Banks: Silicon Valley Bank
4430 Arapahoe Avenue, Suite 225
Boulder, CO 80303
Attn: Greg Becker
FAX: (303) 938-0483

Bank of Hawaii

1850 N. Central Avenue, Suit e 400
Phoenix, AZ 85004

Attn: Ken Loveless

FAX: (602) 257-2235

The parties hereto may change the address at wigghare to receive notices hereunder, by notieeriting in the foregoing manner given to
the other. NOTICES TO ONE BANK SHALL NOT BE DEEMEROTICE TO THE OTHER BANK.

11. CHOICE OF LAW AND VENUE; JURY TRIAL WAIVER

This Agreement shall be governed by, and constiruedcordance with, the internal laws of the Stdt€alifornia, without regard to
principles of conflicts of law. Borrowers and Bariereby submit to the exclusive jurisdiction of tate and Federal courts located in the
County of Santa Clara, State of California. BORRCRBEAND BANKS HEREBY WAIVE THEIR RESPECTIVE RIGHTSO A JURY
TRIAL OF ANY CLAIM OR CAUSE OF ACTION BASED UPON ORRISING OUT OF ANY OF THE LOAN DOCUMENTS OR ANY
OF THE TRANSACTIONS CONTEMPLATED THEREIN, INCLUDIN&ONTRACT CLAIMS, TORT CLAIMS, BREACH OF DUTY
CLAIMS, AND ALL OTHER COMMON LAW OR STATUTORY CLAIMS. EACH PARTY RECOGNIZES AND AGREES THAT THE
FOREGOING WAIVER CONSTITUTES A MATERIAL INDUCEMENTOR IT TO ENTER INTO THIS AGREEMENT. EACH PARTY
REPRESENTS AND WARRANTS THAT IT HAS REVIEWED THIS WVER WITH ITS LEGAL COUNSEL AND THAT IT
KNOWINGLY AND VOLUNTARILY WAIVES ITS JURY TRIAL RIGHTS FOLLOWING CONSULTATION WITH LEGAL COUNSEL

12. INTERCREDITOR PROVISIONS

12.1 PROPORTIONATE INTERESTS. Except for Optionak@ncy Advances, which shall be the sole respditgibf BofH, and except as
otherwise provided in this Agreement, the right¢eiiests, and obligations of each Bank under tgieément and the Loan Documents at any
time shall be shared in the ratio of (a) the maxmamount the Bank has committed to advance asgbtdn the signature page signed by
Bank to (b) the Committed Line. Any reference iis thgreement or the Loan Documents to an allocatigtwveen or sharing by the Banks of
any right, interest, or duty "ratably," "proportally,” "pro rata," or in similar terms shall refer
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this ratio. No Bank is obligated to advance anyd&im lieu of or for the account of the other Béiitke latter Bank fails to make such
Advance.

12.2 DESIGNATION OF SERVICE AGENT. To facilitategtadministration of this Agreement, SVB shall act@ervicing Agent" for itself
and BofH. Servicing Agent shall have only such elsitis are expressly set forth in this Agreemerdsatherwise agreed in writing by the
Banks. Servicing Agent shall be deemed to act tralbef both Banks whenever Servicing Agent actdanrthis Agreement.

12.3 RESIGNATION. Servicing Agent may resign asving Agent, upon thirty (30) day's written notitethe other Banks and to Borrov
and appointment of a successor Servicing Agentoegior by Banks. Upon receipt of notice of resigmatibhe Banks shall appoint a successor
Servicing Agent. The resigning Servicing Agent habperate fully in delivering to the successomnvgéng Agent the Loan Documents and
copies of all records relating to the Advances jpayginents made hereunder that the successor Sgrfigient reasonably requests.

12.4 SERVICING AGENT AS BANK. Servicing Agent shalive the same rights and powers under this Agneeaseany other Bank and
may exercise the same as though it were not Segvisgent. The term "Banks" includes Servicing AgenBervicing Agent's individual
capacity. Servicing Agent and its Subsidiaries Affiiates may accept deposits from, lend moneyaitt, as agent or trustee for other lenders
to, and generally engage in any kind of bankinggttror other business with, any Borrower or anlgs®iiary or Affiliates as if Servicing
Agent were not Servicing Agent.

12.5 NO AGENCY. EXCEPT AS SPECIFIED HEREIN, NEITHEHANK IS AN AGENT OF THE OTHER. NEITHER BANK HAS AN
AUTHORITY TO ACT OR FAIL TO ACT FOR THE OTHER. THBBLIGATIONS OF EACH BANK HEREUNDER ARE SEVERAL.
NO BANK SHALL BE LIABLE FOR THE FAILURE OF ANY OTHER BANK TO PERFORM ITS OBLIGATIONS HEREUNDEF

12.6 NO RELIANCE. The provisions of this Article &Pe solely for the benefit of Banks in specifythgir rights and obligations with resp
to each other, and not for the benefit of any Besoor its assigns or successors.

13. GENERAL PROVISIONS

13.1 SUCCESSORS AND ASSIGNS. This Agreement shiatl Bnd inure to the benefit of the respective easors and permitted assigns of
each of the parties; PROVIDED, HOWEVER, that neittiés Agreement nor any rights hereunder may Bgasd by any Borrower without
each Bank's prior written consent, which consent beagranted or withheld in each Bank's sole digmmeSubject to the terms of any
agreement between Banks, each Bank shall havégtitenith the consent (which shall not be unreasbnwithheld) of Borrower to sell,
transfer, negotiate, or grant participations inoalany part of, or any interest in, Bank's obligias, rights and benefits hereunder; provided no
Bank will sell, transfer, negotiate or grant pagations in any part of, or any interest in, subligations, rights and benefits in a principal
amount of less than Five Million Dollars ($5,000000

13.2 INDEMNIFICATION. Borrowers shall defend, indeify and hold harmless each Bank and its officensployees, and agents against:
(a) all obligations, demands, claims, and liaki$tclaimed or asserted by any other party in cdiorewith the transactions contemplated by
this Agreement (except with regard to a disputevben the Banks); and (b) all losses or Bank Expemsany way suffered, incurred, or paid
by such Bank as a result of or in any way arisingad, following, or consequential to transactidieween such Bank and Borrowers whether
under this Agreement, or otherwise (including withimitation reasonable attorneys fees and exmne&cept for losses caused by such
Bank's gross negligence or willful misconduct ardept with regard to a dispute between the Banks.

13.3 SUBROGATION AND SIMILAR RIGHTS. Notwithstandinany other provision of this Agreement or any othean Document, until
all amounts that Borrowers owe to Banks have bagahip full, each Borrower irrevocably waives atjhits that it may have at law or in
equity (including, without limitation, any law sudgyating such Borrower to the rights of Bank undherltoan Documents) to seek
contribution, indemnification, or any other formreimbursement from any other Borrower, or any oBerson now or hereafter primarily or
secondarily liable for any of the Obligations, &y payment made by such Borrower with respedtedbligations in connection with the
Loan Documents or otherwise and all rights thatight have to benefit from, or to participate inyaecurity for the Obligations as a resul
any payment made by such Borrower with respedido t

24



Obligations in connection with the Loan Documentstherwise. Until all amounts that Borrowers oweéanks have been paid in full, any
agreement providing for indemnification, reimbursstor any other arrangement prohibited underSeistion 13.3 shall be null and void. If
any payment is made to a Borrower in contravensiothis Section 13.3, such Borrower shall hold spaliment in trust for Bank and such
payment shall be promptly delivered to Bank forlaapion to the Obligations, whether matured or atumed.

13.4 WAIVERS OF NOTICE. Each Borrower waives notifeacceptance hereof; notice of the existencaticne or acquisition of any of the
Obligations; notice of an Event of Default; notafethe amount of the Obligations outstanding at timy; notice of intent to accelerate; no
of acceleration; notice of any adverse changearfittancial condition of any other Borrower or ofyaother fact that might increase the
Borrower's risk; presentment for payment; demanotgst and notice thereof as to any instrumengulgfand all other notices and demands
to which the Borrower would otherwise be entitiledch Borrower waives any defense arising from afgrise of any other Borrower, or by
reason of the cessation from any cause whatsoétee ¢iability of any other Borrower. Bank's faituat any time to require strict
performance by any Borrower of any provision of tlian Documents shall not waive, alter or dimirasly right of Bank thereafter to
demand strict compliance and performance therewitithing contained herein shall prevent Bank frame€losing on the Lien of any deec
trust, mortgage or other security instrument, areising any rights available thereunder, and Kegatse of any such rights shall not
constitute a legal or equitable discharge of angr@®wer. Each Borrower also waives any defensergyiBiom any act or omission of Bank t
changes the scope of the Borrower's risks hereu@deh Borrower hereby waives any right to asggatrest Bank any defense (legal or
equitable), setoff, counterclaim, or claims thattsBorrower individually may now or hereafter hagainst another Borrower or any other
Person liable to Bank with respect to the Obligaio any manner or whatsoever.

13.5 SUBROGATION DEFENSES. Until all amounts thatr®wers owe to Banks have been paid in full, éaafrower hereby waives any
defense based on impairment or destruction ofiibscgation or other rights against any other Boeoand waives all benefits which might
otherwise be available to it under California CRibde Sections 2809, 2810, 2819, 2839, 2845, ZBvH, 2850, 2899, and 3433 and
California Code of Civil Procedure Sections 5805 580d and 726, as those statutory provisiomsiaw in effect and hereafter amended,
and under any other similar statutes now and htexreiaf effect.

13.6 RIGHT TO SETTLE, RELEASE.

(a) The liability of Borrowers hereunder shall hetdiminished by (i) any agreement, understandirmrgresentation that any of the
Obligations is or was to be guaranteed by anothesdn or secured by other property, or (ii) angasé or unenforceability, whether partia
total, of rights, if any, that Bank may now or hediter have against any other Person, includinghemddorrower, or property with respect to
any of the Obligations.

(i) Without notice to any Borrower and without affiag the liability of any Borrower hereunder, Bankay (i) compromise, settle, renew,
extend the time for payment, change the mannasrorg of payment, discharge the performance ofjrietd enforce, or release all or any of
the Obligations with respect to a Borrower, (iiugt other indulgences to a Borrower in respechef@bligations, (iii) modify in any manner
any documents relating to the Obligations with ez$pjo a Borrower, (iv) release, surrender or ergkaany deposits or other property
securing the Obligations, whether pledged by a®wer or any other Person, or (v) compromise, satileew, or extend the time for
payment, discharge the performance of, declinetoree, or release all or any obligations of angirgmtor, endorser or other Person who is
now or may hereafter be liable with respect to afhe Obligations.

13.7 PRIMARY OBLIGATION. This Agreement is a prinyaand original obligation of each Borrower and shanain in effect
notwithstanding future changes in conditions, idaohg any change of law or any invalidity or irregily in the creation or acquisition of any
Obligations or in the execution or delivery of agreement between Bank and any Borrower. Each #®errshall be liable for existing and
future Obligations as fully as if all of the Loareme advanced to the Borrower. Bank may rely oncamgificate or representation made by any
Borrower as made on behalf of, and binding onBahrowers, including without limitation Borrowingettificates, Borrowing Base
Certificates and Compliance Certificates.

13.8 SUBORDINATION. All indebtedness of a Borrowasw or hereafter arising held by another Borrowesubordinated to the Obligatic
and the Borrower holding the indebtedness shadl tdkactions reasonably requested by Bank to gffeenforce and to give notice of such
subordination.
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13.9 ENFORCEMENT OF RIGHTS. Borrowers are jointhdaseverally liable for the Obligations and Bankyrpeoceed against one or more
of the Borrowers to enforce the Obligations withevativing its right to proceed against any of theestBorrowers.

13.10 AEI AS AGENT. Each of the Borrowers irrevolyadppoints AEI as its agent to accept and delalienotices, certificates and other
documents under this Agreement on behalf of alhefBorrowers, and to request, accept and dislalirdelvances, and to make payments
hereunder.

13.11 TIME OF ESSENCE. Time is of the essencelferperformance of all obligations set forth in thgreement.

13.12 SEVERABILITY OF PROVISIONS. Each provisiontbfs Agreement shall be severable from every gbhevision of this Agreement
for the purpose of determining the legal enforcitgitnf any specific provision.

13.13 AMENDMENTS IN WRITING, INTEGRATION. This Agmment cannot be changed or terminated orally. Nenaiment shall be
effective without the consent of all the partiesete, except the provisions of Article 12 may besaded by Banks without Borrower's
approval. All prior agreements, understandingsigggntations, warranties, and negotiations betweeparties hereto with respect to the
subject matter of this Agreement, if any, are merigéo this Agreement and the Loan Documents.

13.14 COUNTERPARTS. This Agreement may be executteshy number of counterparts and by differentiparbn separate counterparts,
each of which, when executed and delivered, sleatldemed to be an original, and all of which, wiaden together, shall constitute but one
and the same Agreement.

13.15 SURVIVAL. All covenants, representations avatranties made in this Agreement shall continuliforce and effect so long as any
Obligations remain outstanding. The obligation8ofrower to indemnify Bank with respect to the expes, damages, losses, costs and
liabilities described in Section 13.2 shall surviwgil all applicable statute of limitations pergdith respect to actions that may be brought
against Bank have run.

13.16 CONFIDENTIALITY. In handling any confidentiaiformation each Bank shall exercise the sameesegf care that it exercises with
respect to its own proprietary information of tlaere types to maintain the confidentiality of anypublic information thereby received or
received pursuant to this Agreement except thatalsre of such information may be made (i) toghisidiaries or affiliates of such Bank in
connection with their present or prospective bussnelations with Borrower, (ii) to prospectiveriséerees or purchasers of any interest in the
Loans, provided that they have entered into a coalypa confidentiality agreement in favor of Borraveed have delivered a copy to
Borrower, (iii) as required by law, regulationsleror order, subpoena, judicial order or similatest (iv) as may be required in connection
with the examination, audit or similar investigatiof Bank, and (v) as may be appropriate in thecse of any remedies hereunder.
Confidential information hereunder shall not in@udformation that either: (a) is in the public damor in the knowledge or possession of
Bank when disclosed to Bank, or becomes part optlitic domain after disclosure to Bank throughfandt of Bank; or (b) is disclosed to t
Bank by a third party, provided the Bank does raatehactual knowledge that such third party is goitdxd from disclosing such information.

13.17 OPTIONAL CURRENCY RATE INSTRUMENTS. To thetert the terms of any Optional Currency Rate Imagrnt differ from the
terms of this Agreement then the terms of suchddpti Currency Rate Instrument shall govern thetsigimd obligations of the parties ther:
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IN WITNESS WHEREOF, the parties hereto have catisisdAgreement to be executed as of the datediveve written.

ADVANCED ENERGY INDUSTRIES, INC.

By:
Title:
TOWER ELECTRONICS, INC.
By:
Title:
SILICON VALLEY BANK
By:

Maximum Commitment Amount: $13,562,499.99 (50%)
BANK OF HAWAII
By:
Title:
Maximum Commitment Amount: $13,562,499.98 (50%)
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EXHIBIT 21.1

Jur isdiction of Incorporation
Subsidiaries of the Registrant or Organization
Advanced Energy Industries, Japa-r;-KK Jap an ----------------------
Advanced Energy Industries, GmbH Ger many
Advanced Energy Industries, U.K. Limited Uni ted Kingdom
Advanced Energy Industries, FSC Vir gin Islands

Tower Electronics, Inc. Min nesota



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,
August 20, 1997

End of Filing
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