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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarter ended June 30, 2006

OR

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from                      to                     

Commission file number 1-15477

MAXWELL TECHNOLOGIES, INC.
(Exact name of registrant as specified in its charter)

Delaware 95-2390133
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)

9244 Balboa Avenue San Diego, California 92123
(Address of principal executive offices) (Zip Code)

(858) 503-3300
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(Registrant�s telephone number, including area code)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.  YES  x    NO  ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of
�accelerated filer and large accelerated filer� in Rule 12b-2 of the Exchange Act. (check one):

Large accelerated filer  ¨                     Accelerated filer  x                    Non-accelerated filer  ¨

Indicate by check mark whether the registrant is a shell Company (as defined in Rule 12b-2 of the Act).  YES  ¨    NO  x

The number of shares of the registrant�s Common Stock outstanding as of August 3, 2006 is 17,205,504 shares.
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PART I - Financial Information

Item 1. Financial Statements
The following condensed consolidated balance sheet as of December 31, 2005, which has been derived from audited financial statements and the
unaudited interim condensed consolidated financial statements, consisting of the condensed consolidated balance sheet as of June 30, 2006, the
condensed consolidated statements of operations for the three and six month periods ended June 30, 2006 and 2005, and the condensed
consolidated statements of cash flows for the six month periods ended June 30, 2006 and 2005, have been prepared in accordance with the rules
and regulations of the Securities and Exchange Commission. Certain information and note disclosures normally included in annual financial
statements prepared in accordance with generally accepted accounting principles have been condensed or omitted pursuant to those rules and
regulations, although the Company believes that the disclosures made are adequate to make the information not misleading.

The following condensed balance sheet as of December 31, 2005, which has been derived from audited financial statements does not include all
of the information and footnotes included in the Company�s Annual Report on Form 10-K for the year ended December 31, 2005. It is suggested
that these condensed financial statements be read in conjunction with the financial statements and the notes thereto included in the Company�s
Annual Report on Form 10-K for the fiscal year ended December 31, 2005.

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reported period. In the opinion of
management, these unaudited statements contain all adjustments (consisting of normal recurring adjustments) necessary for a fair presentation
for the periods presented as required by Regulation S-X, Rule 10-01 in these unaudited statements.

Actual results could differ from those estimates and operating results for the three and six month periods ended June 30, 2006 and are not
necessarily indicative of the results that may be expected for any subsequent period or for the year ending December 31, 2006.
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MAXWELL TECHNOLOGIES, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands, except per share data)

(Unaudited)

June 30,
2006

December 31,
2005

Assets
Current assets:
Cash and cash equivalents $ 13,405 $ 25,760
Investments in marketable securities 5,518 696
Trade and other accounts receivable, net 9,447 6,915
Inventories, net 14,195 9,536
Prepaid expenses and other current assets 1,539 841

Total current assets 44,104 43,748
Property and equipment, net 11,896 10,368
Other intangible assets, net 1,482 1,541
Goodwill 19,420 18,549
Prepaid pension asset 5,326 4,930
Restricted cash 8,000 8,000
Other non-current assets 1,288 1,328

$ 91,516 $ 88,464

Liabilities and Stockholders� Equity
Current liabilities:
Accounts payable and accrued liabilities $ 9,824 $ 6,870
Accrued warranty 1,166 632
Accrued employee compensation 2,926 2,588
Short-term borrowings and current portion of long-term debt 1,789 1,695
Deferred tax liability 291 291
Net liabilities of discontinued operations 106 527

Total current liabilities 16,102 12,603
Deferred tax liability 1,198 1,198
Convertible debentures and long-term debt, excluding current portion 25,434 22,212
Stock warrants 3,900 2,600
Commitments and contingencies
Stockholders� equity:
Common stock, $0.10 par value per share, 40,000 shares authorized; 17,191 and 16,600 shares issued and
outstanding at June 30, 2006 and December 31, 2005, respectively 1,719 1,660
Additional paid-in capital 139,374 136,135
Unearned compensation �  (2,438)
Accumulated deficit (99,638) (87,600)
Accumulated other comprehensive income 3,427 2,094

Total stockholders� equity 44,882 49,851

$ 91,516 $ 88,464
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See accompanying notes to condensed consolidated financial statements.
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MAXWELL TECHNOLOGIES, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share data)

(Unaudited)

Three Months Ended
June 30,

Six Months Ended
June 30,

2006 2005 2006 2005
Revenues:
Products $ 12,148 $ 11,019 $ 24,119 $ 20,804
License fee 615 �  615 �  

Total revenues 12,763 11,019 24,734 20,804
Cost of sales 10,402 7,832 18,861 14,828

Gross profit 2,361 3,187 5,873 5,976
Operating expenses:
Selling, general and administrative 3,912 3,235 8,175 6,526
Research and development 2,384 1,759 4,590 3,509
Amortization of other intangibles 19 19 38 38
Gain on disposal of property and equipment �  �  (66) �  

Total operating expenses 6,315 5,013 12,737 10,073

Loss from operations (3,954) (1,826) (6,864) (4,097)
Interest income (expense) net (65) 48 (71) 87
Amortization of debt discount and prepaid costs (904) �  (1,808) �  
Gain (loss) on embedded derivatives and warrants 400 �  (3,100) �  
Other income (loss), net (67) 135 (98) 308

Loss from continuing operations before income taxes (4,590) (1,643) (11,941) (3,702)
Income tax (benefit) provision (11) 45 164 189

Loss from continuing operations (4,579) (1,688) (12,105) (3,891)
Income from discontinued operations, net of tax 258 15 333 52

Net loss $ (4,321) $ (1,673) $ (11,772) $ (3,839)

Basic and diluted net loss per share:
Loss from continuing operations $ (0.27) $ (0.11) $ (0.72) $ (0.25)
Income from discontinued operations, net of tax 0.02 �  0.02 �  

Net loss per share $ (0.25) $ (0.11) $ (0.70) $ (0.25)

Shares used in computing basic and diluted net loss per share 16,831 15,781 16,741 15,749

See accompanying notes to condensed consolidated financial statements.
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MAXWELL TECHNOLOGIES, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

(Unaudited)

Six Months Ended
June 30,

2006 2005
Operating activities:
Loss from continuing operations $ (12,105) $ (3,891)
Adjustments to reconcile loss from continuing operations to net cash used in operating activities:
Depreciation 1,863 1,869
Amortization 103 106
Amortization of debt discount and prepaid fees 1,807 �  
Loss on embedded derivative liabilities 3,100 �  
Pension benefit (396) (81)
Stock based compensation 1,629 �  
Loss (gain) on sale of property and equipment (66) 33
Provision for losses on accounts receivable 107 98
Net cash used in discontinued operations (89) (267)
Changes in operating assets and liabilities:
Trade and other accounts receivable (2,398) (939)
Inventories (4,444) (1,575)
Prepaid expenses and other assets (860) (79)
Deferred income taxes �  78
Accounts payable and accrued liabilities 3,368 2,834
Accrued employee compensation 296 801

Net cash used in operating activities (8,085) (1,013)

Investing activities:
Purchases of property and equipment (3,114) (2,021)
Proceeds from sale of property and equipment 66 �  
Redemptions of marketable securities 2,208 2,935
Purchases of marketable securities (7,030) (3,543)

Net cash used in investing activities (7,870) (2,629)

Financing activities:
Principal payments on long-term debt and short-term borrowings (3,370) (1,885)
Proceeds from long-term and short-term borrowings 3,180 1,691
Retirement of shares (368) �  
Proceeds from issuance of Company stock 3,853 831

Net cash provided by financing activities 3,295 637

Decrease in cash and cash equivalents (12,660) (3,005)
Effect of exchange rate changes on cash and cash equivalents 305 (37)

Decrease in cash and cash equivalents (12,355) (3,042)
Cash and cash equivalents, beginning of period 25,760 10,740
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Cash and cash equivalents, end of period $ 13,405 $ 7,698

See accompanying notes to condensed consolidated financial statements.
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MAXWELL TECHNOLOGIES, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Unless the context otherwise requires, all references to �Maxwell,� the �Company,� �we,� �us,� and �our� refer to Maxwell Technologies, Inc. and its
subsidiaries; all references to �Maxwell SA� refer to our European Subsidiary, Maxwell Technologies, SA, all references to �Electronic
Components Group� refer to our former subsidiary, Maxwell Electronic Components Group, Inc., which has been merged into Maxwell; all
references to �I-Bus/Phoenix� refer to our subsidiary, I-Bus/Phoenix, Inc., and its subsidiaries; and all references to �PurePulse� refer to our
non-operating subsidiary, PurePulse Technologies, Inc.

Note 1 � Description of Business

Maxwell Technologies, Inc. (the �Company� or �Maxwell�) is a Delaware corporation headquartered in San Diego, California. The Company is a
developer and manufacturer of innovative, cost-effective energy storage and power delivery solutions.

Maxwell operates as a single operating segment, High Reliability, which is comprised of two manufacturing locations (San Diego, California
and Rossens, Switzerland) and three product lines:

� Ultracapacitors: Our primary focus, ultracapacitors, are energy storage devices that possess a unique combination of high power
density, extremely long operational life and the ability to charge and discharge very rapidly. Our BOOSTCAP® ultracapacitor cells
and multi-cell packs and modules provide highly reliable energy storage and power delivery solutions for applications in multiple
industries, including transportation, energy, consumer and industrial electronics and telecommunications.

� High-Voltage Capacitors: Our CONDIS® high-voltage capacitors are extremely robust devices that are designed and manufactured to
perform reliably for decades in all climates. These products include grading and coupling capacitors and capacitive voltage dividers
that are used to ensure the safety and reliability of electric utility infrastructure and other applications involving transport, distribution
and measurement of high-voltage electrical energy.

� Radiation-Mitigated Microelectronic Products: Our radiation-mitigated microelectronic products include high-performance,
high-density power modules, memory modules and single board computers that incorporate our proprietary RADPAK® packaging and
shielding technology and novel architectures that enable them to withstand environmental radiation effects and perform reliably in
space.

Note 2 � Summary of Significant Accounting Policies

Basis of Presentation

The condensed consolidated financial statements include the accounts of Maxwell Technologies, Inc. and its subsidiaries. All significant
intercompany transactions and account balances are eliminated in consolidation.

In the opinion of management of the Company, the accompanying unaudited condensed consolidated financial statements contain all
adjustments (consisting only of normal recurring adjustments) necessary to present fairly the financial position, results of operations, and cash
flows of Maxwell Technologies, Inc. for all periods presented. The results reported in these condensed consolidated financial statements should
not be regarded as necessarily indicative of results that may be expected for any subsequent period or for the entire year. These condensed
consolidated financial statements should be read in conjunction with the consolidated financial statements and the notes thereto included in the
Company�s latest annual report on Form 10-K. Certain information and footnote disclosures normally included in the annual financial statements
prepared in accordance with accounting principles generally accepted in the United States (U.S. GAAP) have been condensed or omitted.

The preparation of financial statements in conformity with U.S. - GAAP requires management to make estimates and assumptions that affect
reported amounts and related disclosures. Estimates have been prepared on the
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basis of the most current information available. These estimates include assessing the collectability of accounts receivable, the usage and
recoverability of inventories and long-lived assets and the incurrence of losses on warranty costs, the fair value of warrants and embedded
conversion options related to convertible debentures, and vacant leased facilities. The markets for most of the Company�s products are extremely
competitive and are characterized by rapid technological change, new product development, product obsolescence and evolving industry
standards. In addition, price competition is intense and significant price erosion generally occurs over the life of a product. As a result of these
issues noted and other factors, actual results could differ from the estimates used by management.

The Company�s fiscal quarters end on the last day of the calendar month on March 31, June 30, September 30, and December 31.

Cash and Cash Equivalents, Investments in Marketable Securities

The Company invests its excess cash in debt instruments of the U.S. Government and its agencies; Bank Certificates of Deposit; commercial
paper/ and high-quality corporate issuers. All highly liquid instruments with an original maturity of three months or less from purchase are
considered cash equivalents, and those with original maturities greater than three months on the date of purchase are considered investments in
marketable securities. The Company�s investments in marketable securities are classified as available-for-sale and are reported at fair value, with
unrealized gains and losses included in stockholders� equity as a separate component of accumulated other comprehensive income. Realized
gains or losses and other-than-temporary declines in value, if any, on available-for-sale securities are reported in other income or expense as
incurred. The Company recognized zero, in net realized gains in the period ended June 30, 2006 and for the year ended December 31, 2005. The
Company uses the specific identification method on sales of investments.

Maturities and gross unrealized gains on investments in marketable securities at June 30, 2006 and December 31, 2005 are as follows (in
thousands):

Gross
Amortized

Cost

Gross
Unrealized
Gain (Loss)

Estimated
Fair
Value

As of June 30, 2006:
Bank Certificates of Deposit, Maturing within 1 year $ 899 $ (3) $ 896
Commercial Paper, Maturing within 1 year 2,736 �  2,736
Corporate Debt Securities, Maturing within 1 year 1,889 (3) 1,886

Total $ 5,524 $ (6) $ 5,518

As of December 31, 2005:
U.S. Government and Agencies, Maturing within 1 year $ 324 $ �  $ 324
Corporate Debt Securities, Maturing within 1 year 371 1 372

Total $ 695 $ 1 $ 696

Revenue Recognition

We derive substantially all of our revenue from the sale of manufactured products. Product revenue is recognized, according to the guidelines of
SEC Staff Accounting Bulletin Numbers 101 Revenue Recognition in Financial Statements, and 104 Revenue Recognition, when title passes to
the customer at either shipment from our facilities, or receipt at the customer facility, depending on shipping terms, provided collectability is
reasonably assured. This method has been consistently applied from period to period and there is no right of return. Revenue on fixed price
government contracts is recognized at the time costs are incurred, is calculated on a percentage of completion basis, in accordance with
Statement of Position 81-1, Accounting for Performance of Construction-Type and Certain Production-Type Contracts and is limited by the
funding of the prime contractor. In prior years, certain continuing and discontinued segments involved revenues from both long-term and
short-term fixed price contracts and cost plus contracts with the U.S. Government directly or through a prime contractor. Those revenues,
including estimated profits, were recognized at the time the costs were incurred and included provisions for any anticipated
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losses. These contracts are subject to rate audits and other audits, which could result in the reduction of revenue in excess of estimated
provisions. In turn, this could increase losses for the periods in which any such reduction occurs. In the three months ended June 30, 2006 the
Company recognized revenue for payments that relate to specific deliverables, in accordance with EITF 00-21, �Accounting for Revenue
Arrangements with Multiple Deliverables�. This revenue involves a contract that grants a license to manufacture and market ultracapacitor
products in Mainland China, using Maxwell�s proprietary large cell and multi-cell module technology under a separate brand. The contract,
obligates the manufacturer to source ultracapacitor electrode material from Maxwell, the agreement has no general right of return and requires
no refunds.

Computation of Net Loss per Share

Basic loss per share is computed as net loss divided by the weighted average number of common shares outstanding for the period. Diluted loss
per share is calculated on the basis of the weighted average number of common shares outstanding plus the dilutive effect of outstanding stock
options and restricted stock awards of the Company, assuming their exercise using the �treasury stock� method.

The following table sets forth the computation of basic and diluted loss per share (in thousands, except per share data):

Three Months Ended
June 30,

Six Months Ended
June 30,

2006 2005 2006 2005
Numerator
Basic:
Loss from continuing operations $ (4,579) $ (1,688) $ (12,105) $ (3,891)
Income from discontinued operations, net of tax 258 15 333 52

Net loss $ (4,321) $ (1,673) $ (11,772) $ (3,839)

Denominator
Basic:
Weighted average shares outstanding 16,831 15,781 16,741 15,749
Diluted:
Effect of dilutive securities:
Common stock options and restricted stock awards �  �  �  �  

Total weighted average common shares outstanding 16,831 15,781 16,741 15,749

Basic and diluted net loss per share:
Loss from continuing operations $ (0.27) $ (0.11) $ (0.72) $ (0.25)
Income from discontinued operations, net of tax 0.02 �  0.02 �  

Basic and diluted net loss per share $ (0.25) $ (0.11) $ (0.70) $ (0.25)

For the three and six-month periods ended June 30, 2006 and 2005, incremental equivalent shares under common stock options and restricted
stock awards of 1,139,460 and 1,147,568 for 2006, and 316,491 and 143,561 for 2005, respectively, were not included in the computation of
diluted earnings per share as their impact would have been anti-dilutive. Shares issuable on conversion of convertible debentures of 1,315,790
have also been excluded in the computation of dilutive earnings per share as their impact would have been anti-dilutive.

Stock Option Plans

The Company has two active stock-based employee compensation plans as of June 30, 2006, which are described more fully in Note 4. As of
December 31, 2005 the Company had accounted for stock-based employee compensation by the disclosure only provisions of SFAS No. 123,
Accounting for Stock-Based Compensation, as amended by SFAS No. 148 Accounting for Stock Based Compensation�Transitions and
Disclosure. In accordance with the provisions of SFAS No. 123, the Company applied Accounting Principles Board Opinion No. 25 (APB 25)
and related interpretations in accounting for its stock option plans and accordingly, no compensation expense was recognized for Employee
Stock Purchase Plan (ESPP) and stock options granted to employees in 2005.
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The Company recognized $361,000 of compensation expense for restricted stock awards according to APB No. 25 for the year ended
December 31, 2005.

Effective January 1, 2006 the Company adopted the fair value recognition provisions of Financial Accounting Standards Board (FASB) revised
Statement of Financial Accounting Standards No. 123 (revised) (SFAS 123R), Share-Based Payment, which establishes accounting for
share-based awards exchanged for employee services and requires companies to expense the estimated grant date fair value of these awards over
the requisite employee service period. The Company elected the modified prospective method, which provides for certain changes to the method
for valuing share-based compensation. Under the modified prospective method, prior periods are not revised for comparative purposes. The
expense recognition provisions of SFAS 123R apply to new awards and to unvested awards that are outstanding on the effective date and
subsequently modified or cancelled. Estimated compensation expense for awards outstanding at the effective date will be recognized over the
remaining service period using the compensation cost calculated for pro forma disclosure purposes under SFAS No. 123.

The Company�s loss before income taxes is higher due to stock compensation expense for the three and six month periods ended June 30, 2006
by $693,000 and $1.6 million respectively, than the same periods ended June 30, 2005.

On November 10, 2005, the FASB issued FASB Staff Position No. SFAS 123(R)-3, Transition Election Related to Accounting for Tax Effects of
Share-Based Payment Awards. This guidance provides us with up to one year to determine which method to use when calculating our pool of
tax benefit from stock based compensation. The Company is considering its alternatives which include the method described in SFAS 123R or
the simplified method to establish the beginning balance of the additional paid-in capital pool (APIC pool) related to the tax effects of employee
share-based compensation, which is available to absorb tax deficiencies recognized subsequent to the adoption of SFAS 123R.

Note 3 � Balance Sheet Details

Inventories

Inventories are accounted for at the lower of cost or market on the first-in, first-out basis and consisted of the following (in thousands):

June 30,
2006

December 31,
2005

Inventories:
Raw material and purchased parts $ 10,129 $ 7,397
Work-in-process 3,642 1,257
Finished goods 3,292 4,184
Inventory reserve (2,868) (3,302)

Net Inventory $ 14,195 $ 9,536

Other Intangible Assets

Other Intangible Assets consisted of the following (in thousands):

Gross
Carrying
Value

Accumulated
Amortization

Foreign
Currency
Adjustment

Net
Carrying
Value

As of June 30, 2006:
Developed core technology $ 1,100 $ (498) $ 176 $ 778
Patents 988 (284) �  704

Total Intangible Assets $ 2,088 $ (782) $ 176 $ 1,482
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Goodwill

The change in the carrying amount of goodwill from December 31, 2005 to June 30, 2006 is as follows (in thousands):

Balance at December 31, 2005 $ 18,549
Foreign currency translation adjustments 871

Balance at June 30, 2006 $ 19,420

Warranty Reserve

We generally provide a warranty to our customers for one to two years in the normal course of business. We accrue for the estimated warranty
costs at the time of shipment. The estimated warranty liability is calculated based on historical warranty costs and the historical time frame
within which such costs are paid plus any known warranty exposure.

The following table sets forth an analysis of the warranty reserve activity for the six month period ended June 30, 2006 and year ended
December 31, 2005, respectively (in thousands):

June 30,
2006

December 31,
2005

Accrued Warranty:
Beginning balance $ 632 $ 701
Product warranties 1,024 313
Settlement of warranties (514) (329)
Other changes/adjustments to warranties 24 (53)

Ending balance $ 1,166 $ 632

Note 4 � Stock-Based Compensation

The Company has two share-based compensation plans in effect as of June 30, 2006, under which incentive stock options, non-qualified stock
options, ESPP and restricted stock awards have been granted to employees. The compensation cost that has been charged against income for
those plans for the three and six month periods ended June 30, 2006 is $684,000 and $1.6 million, respectively and zero for the same periods
ended in 2005.

The information for the employee stock options and ESPP is presented for the modified prospective portion of these grants. This allows the
Company to use the share-based compensation accounting outlined in SFAS 123R for options and ESPP shares granted after December 31,
2005.

Employee Stock Purchase Plan (ESPP)

In 2004, the Company established the 2004 ESPP. The aggregate number of shares of common stock, which may be purchased under this Plan
shall not exceed five hundred thousand (500,000) shares of common stock of the Company. As of June 30, 2006 the Company has issued a total
of 298,871 shares of common stock from the current and prior ESPP. The Company issued 8,301 shares of stock for ESPP on June 30, 2006
from employees contributions for the period January 1 through June 30, 2006.

The plan permits substantially all employees to purchase common stock through payroll deductions, at 85% of the lower of the trading price of
the stock at the beginning or at the end of each six-month offering period commencing on January 1 and July 1, 2006. The number of shares
purchased is based on participants� contributions made during the offering period.
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The fair value of the �look back� option of the ESPP is estimated based on the stock price on the first day of the purchase period using the
Black-Scholes valuation model for estimating the fair value of stock compensation granted. The following assumptions are used in the valuation
model: expected dividend of zero, expected volatility of 43%, average risk-free interest rate of 4.22%; option life of .5 years, which is based on
actual life; and a forfeiture rate of 0% as the number of shares to be purchased is calculated based on employee contributions. The fair value of
the ESPP shares to be granted during the six month period ended June 30, 2006 was calculated using the Black-Scholes valuation model for both
a call and a put option, which resulted in a value of $3.93 per share. Total compensation expense recognized for the ESPP for the six months
ended June 30, 2006 was $33,000. The intrinsic value of the shares purchased on behalf of the employees on or about June 30, 2006 was
$63,000.

Employee Stock Options Plan

The Company�s 2005 Omnibus Equity Incentive Plan (the �Incentive Plan�), approved by the shareholders, provides for the grant of stock based
awards, including incentive stock options, non-qualified stock options, stock appreciation rights, performance awards, restricted stock, and
restricted stock unit awards. This Incentive Plan had an initial 750,000 shares reserved for issuance with additional shares added to the plan from
shares forfeited from the 1995 plan which may increase the number of shares available to be granted.

The fair value of each option award granted after January 1, 2006 is estimated on the date of grant using the Black-Scholes valuation model for
estimating the fair value of stock compensation granted, with the following assumptions:

Six Months Ended
June 30, 2006

Six Months Ended
June 30, 2005

Expected dividends �  �  
Expected volatility 54.7% - 62.7% 60%
Average risk-free interest rate 4.4% - 5.0% 3.9%
Expected life (in years) 5.1 - 6.2 4.0

The dividend yield of zero is based on the fact that we have never paid cash dividends and have no present intention to pay cash dividends.
Expected volatility is based on historical Company stock prices using a mathematical formula to measure the standard deviation of the change in
the natural logarithm of our underlying stock price that is expected over a period of time, commensurate with the option life. This is expressed as
an annual percentage rate required by our option-pricing model. For the six month period ended June 30, 2006 and 2005 the weighted average
volatility is 61.1% and 60%, respectively. The Company does not consider implied volatility due to the low volume of traded stock options. The
risk-free interest rate is derived from the zero coupon rate for the option expected life. The expected life calculation is based on the Company�s
history of exercised options from previous equity-based share option grants.

Share-based compensation expense recognized in the Consolidated Statement of Operations for fiscal 2006 is based on awards ultimately
expected to vest. SFAS 123R requires forfeitures to be estimated at the time of grant and revised, if necessary, in subsequent periods if actual
forfeitures differ from those estimates. Based on our historical experience of pre-vesting option forfeitures, we have assumed an 18.12%
annualized forfeiture rate for the three month period ended June 30, 2006. The forfeiture rate used for the three month period ended March 31,
2006 was estimated at 7%. This increase is based on an analysis of historical equity-based share option grants conducted by an independent third
party. Under the true-up provisions of SFAS 123R, the Company recorded a recovery of prior expense of $73,000 because our current forfeiture
rate was higher than previously estimated. If the actual forfeiture rate is lower than estimated we will record an additional expense.
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The following table summarizes the activity under the employee stock option plan:

Employee
Stock Options
Number of
Shares

Weighted
Average
Exercise
Price

Weighted -
Average
Remaining
Contractual

Term

Aggregate
Intrinsic
Value
($000)

Outstanding January 1, 2005 2,493,633 $ 8.62
Granted 177,075 14.82
Exercised (446,322) 8.25
Forfeited (137,631) 10.76
Expired (1,501) 25.87

Outstanding at June 30, 2006 2,085,254 9.07 5.95 $ 22,210
Vested or expected to vest at June 30, 2006 1,972,559 8.83 5.77 21,498
Exercisable at June 30, 2006 1,614,117 $ 8.03 5.11 $ 18,913
The weighted-average grant date fair value of employee options granted during the three and six month periods ended June 30, 2006 was $9.84
and $8.80 per share, respectively while the weighted-average grant date fair value for the three and six month periods ended June 30, 2005 was
$7.85 and $8.73 per share, respectively. The total intrinsic value of options exercised during the three and six month periods ended June 30,
2006 was $847,000 and $3.4 million respectively while the total intrinsic value for the three and six month periods ended June 30, 2005 was
$88,000 and $266,000 respectively.

As of June 30, 2006 there was $2.3 million of total unrecognized compensation cost related to nonvested share-based compensation
arrangements granted under the employee option plan. The cost is expected to be recognized over a weighted average period of 1.43 years.
Compensation cost for employee options recognized in the three and six month periods ended June 30, 2006 was $201,000 and $534,000
respectively.

Restricted Stock Awards

Beginning in 2005 the Company awarded Directors and selected senior management restricted stock awards under the Company�s 2005 Omnibus
Equity Incentive Plan. Vesting of Restricted Stock Awards is contingent upon meeting various departmental, company, market or performance
conditions and requires a one year service period. The restricted stock awards have a contractual life, which is ten years. The number of shares
available for issuance as restricted stock awards and employee stock options combined was an initial 750,000 shares with additional shares
added from forfeitures from the 1995 Stock Option Plan.

The fair value of each restricted stock award is calculated on the date of grant using the stock price on the date of grant. The fair value of awards
with market performance conditions have been determined using a Monte Carlo calculation. Performance conditions have estimated
achievement dates over which compensation expense is recognized. The requisite service period is the greater of the estimated achievement date
or the minimum 12-month vesting period. This requisite service period is determined based on an analysis of all the terms and conditions of each
grant. The Company uses the requisite service period that is most likely to occur including the likelihood that the restricted stock award will not
be earned. The initial requisite service period may be adjusted for changes in the expected outcomes of the related service or performance
conditions with such changes recognized prospectively over the remaining requisite service period.

Share-based compensation expense recognized in the Consolidated Statement of Operations is based on awards ultimately expected to vest.
SFAS 123R requires forfeitures to be estimated at the time of grant and revised, if necessary, in subsequent periods if actual forfeitures differ
from those estimates. Based on our historical experience of pre-vesting award cancellations, we have assumed an annualized forfeiture rate for
restricted stock awards of 5.8%. Under the true-up provisions of SFAS 123R, if the actual forfeiture rate is lower than estimated, a recovery of
prior expense is recorded and if the actual forfeiture rate is higher than estimated an additional expense is recorded. The Company forfeiture rate
change was immaterial in the period ended June 30, 2006 and no adjustment was recorded.

For the year ended December 31, 2005 the Company had recognized $361,000 of compensation expense for restricted stock awards in
accordance with APB No. 25. The Company was required to calculate the restricted stock award expense based on the market price of the
Company�s stock at the end of each reporting period. Under SFAS

Edgar Filing: MAXWELL TECHNOLOGIES INC - Form 10-Q

Table of Contents 21



11

Edgar Filing: MAXWELL TECHNOLOGIES INC - Form 10-Q

Table of Contents 22



Table of Contents

123R the Company determines the fair value at grant date and expenses that amount over the requisite service period. As prescribed under SFAS
123R the Company has reassessed each restricted stock award that was active and not earned as of January 1, 2006 and determined appropriate
share-based expense treatment under SFAS 123R.

The following table summarizes the activity under the restricted stock:

Nonvested Shares Shares

Weighted Average
Grant-Date
Fair Value

Nonvested at January 1, 2006 197,500 $ 9.72
Granted 127,003 15.32
Vested (86,663) 7.71
Forfeited � �

Nonvested at June 30, 2006 237,840 $ 13.44

The total grant date fair value of restricted stock awards granted during the three and six month periods ended June 30, 2006 was $868,000 and
$1.9 million, respectively. Awards vested during the three and six months ended June 30, 2006 was 86,663. As of June 30, 2006 there was $2.1
million of total unrecognized compensation cost related to nonvested restricted stock awards granted under the plan. The cost is expected to be
recognized over a weighted average period of 0.86 years.

Compensation cost for restricted stock awards, employee stock options, ESPP and non-employee stock compensation included in Cost of sales;
Selling, general and administrative; and Research and development is:

Three Months ended
June 30, 2006

Six Months ended
June 30, 2006

Stock-Based Compensation Costs:
Cost of sales $ 50,000 $ 107,000
Selling, general and administrative 605,000 1,391,000
Research and development 38,000 131,000

Total Stock-Based Compensation Costs $ 693,000 $ 1,629,000

Outstanding / Unsettled Option Plans

The Company adopted the provisions of SFAS 123R on January 1, 2006, the first day of the Company�s fiscal year, using a modified prospective
method, where compensation cost is recognized beginning with the date of adoption. SFAS 123R is only applicable for new awards and to
awards that are outstanding on the effective date and if awards are subsequently modified or cancelled.

The following is a summary of the equity incentive plans under which stock options have been granted prior to the Company adopting SFAS
123R that have not been modified or cancelled since the adoption:

� The 1995 Stock Option Plan under which, as amended, 3,340,000 shares of common stock were reserved for future grant.

� The Company�s 1999 Director Stock Option Plan, under which 75,000 shares were reserved for future grant, was adopted in 1999 and
approved by the Company�s shareholders in January 2000.
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� In December 1999, the Company granted 294,030 non-qualified options to the Company�s then new President and Chief Executive
Officer, Mr. Eibl, outside of the Company�s other option plans.

� In April 2002, in conjunction with the purchase of shares of its I-Bus/Phoenix and Electronic Components Group subsidiaries not
already owned, the Company issued options to purchase approximately 520,000 shares of Maxwell common stock in exchange for
options to purchase subsidiary common stock. This issuance of stock options was outside of the Company�s option plans.

� In November 2002, options to purchase 853,461 shares of common stock with strike prices above $10 per share, previously held by
senior management and certain outside directors, were voluntarily cancelled, in
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exchange for the future issuance (May 2003) of substitute stock options with a strike price equal to the then-prevailing market price of
the common stock.

Options granted under these stock option plans are for the purchase of common stock of the Company at not less than the stock�s fair market
value at the date of grant. They generally vest in cumulative annual installments of 20�30 percent over a four year period with a contractual term
of ten years, while the restricted stock awards vest one year from date of grant and if the requirements of the award are completed with a term of
ten years. New shares of common stock will be issued to satisfy stock option exercises and restricted stock grants.

Pro Forma

SFAS 123R requires us to present pro forma information for the comparative period prior to the adoption as if employee stock compensation
expense had been determined based on the fair value at the grant date in accordance with SFAS 123. The following table illustrates the effect on
net income and earnings per share if we had applied the fair value recognition provisions of SFAS 123 to employee stock compensation expense
in the prior-year periods (dollars in thousands, except per-share data).

Three Months Ended

June 30, 2005

Six Months Ended

June 30, 2005
Net loss as reported $ (1,673) $ (3,839)
Add: employee stock compensation included in reported net loss �  �  
Less: employee stock compensation under SFAS No. 123 (278) (637)
Pro forma net loss $ (1,951) $ (4,476)
Earnings per share, basic and diluted:
As reported $ (0.11) $ (0.25)
Pro forma $ (0.12) $ (0.28)

The amortization of stock compensation under SFAS 123R for the period after its adoption, and under APB 25 or SFAS 123 (pro forma
disclosure) for the period prior to its adoption was done in accordance with FASB Interpretation (�FIN�) No. 28 (i.e., accelerated method).

Total compensation cost of options and restricted stock granted but not yet vested, as of June 30, 2006 is $4.4 million, which is expected to be
recognized over the weighted average period of 1.16 years. Cash received from options exercised under all share-based payment arrangements
for the six month period ended June 30, 2006 was
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$3.9 million. The stock option plans issue new shares to satisfy option exercises, and we expect these plans to have sufficient shares for all
options to be issued in fiscal year 2006.

Note 5 � Comprehensive Loss

The components of other comprehensive loss are as follows (in thousands):

Three Months Ended
June 30,

Six Months Ended
June 30,

2006 2005 2006 2005
Net loss as reported $ (4,321) $ (1,673) $ (11,772) $ (3,839)
Foreign currency translation adjustment 1,149 (1,598) 1,338 (3,066)
Unrealized loss on securities (6) (3) (5) (4)

Comprehensive Loss $ (3,178) $ (3,274) $ (10,439) $ (6,909)

Note 6 � Discontinued Operations

As part of a sale of the Company�s defense contracting business in 2001, the Company retained certain leases and lease obligations. Although the
lease expired in April 2006 we have a lease obligations balance of $40,000 as of June 30, 2006 for any potential final billings for the
discontinued operations of the Company�s defense contracting business.

In September 2002, the Company decided to suspend the operations of its PurePulse Technologies, Inc. subsidiary. PurePulse had been
designing and developing systems that generate extremely intense, broad-spectrum, pulsed light to purify water and inactivate viruses and other
pathogens that contaminate vaccines and products sourced from human or animal tissues, such as plasma derivatives, transfusion blood
components and biopharmaceuticals. During the three months ended June 30, preferred shareholders of PurePulse provided Maxwell with a
release of liability in the process of completely shutting down the PurePulse discontinued operation. Accordingly, we reversed a reserve for
potential liability to these preferred Shareholders of approximately $258,000. The Company has preserved its intellectual property and certain
other technology assets for a possible future sale of such assets. The carrying value of the assets at December 31, 2005 and June 30, 2006 was
zero.

Note 7 � Related Parties

We transacted business with one Company considered to be a related party. Montena SA, the former parent Company of Montena and a
significant shareholder of Maxwell Technologies, Inc., was the lessor for the Company�s headquarters in Rossens, Switzerland. The amount of
lease payments paid to Montena SA during the three months ended June 30, 2006 and 2005 were zero and $198,000, respectively and during the
six months ended June 30, 2006 and 2005 were zero and $414,000, respectively. In January 2006, Montena SA sold the building to an unrelated
third party and all payments for the Rossens property lease have been made to that unrelated party in 2006.

Note 8 � Legal Proceedings

We have been named as a defendant in a suit filed on March 4, 2004 in the Superior Court of the State of California for the County of San Luis
Obispo. This suit, Edmonds vs. I-Bus/Phoenix, Inc., was filed by the plaintiff on his behalf and alleges damages concerning the repurchase of
I-Bus/Phoenix, Inc. shares. While the Company�s legal counsel cannot express an opinion on this matter, management believes that any liability
of the Company that may arise out of or with respect to this matter will not materially adversely affect the consolidated financial position, results
of operations or cash flows of the Company. The range of possible outcomes for this suit is estimated to be between $0 and $153,000.
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Note 9 � Convertible Debentures

On December 20, 2005, the Company issued $25.0 million in aggregate principal amount of senior subordinated convertible debentures due and
payable in quarterly installments from December 2007 through December 2009 (the �Debentures�) and warrants to purchase 394,737 shares of
Maxwell common stock. The net proceeds of the issuance totaled approximately $23.7 million after direct placement costs of approximately
$1.3 million. The Debentures are convertible into 1,315,790 shares of Maxwell�s common stock at any time at the option of the holder.

At the issuance date, the Debentures were convertible by the holder at any time into common shares at a price of $19.00 per share subject to
adjustment upon certain events such as the sale of equity securities by Maxwell at a price below the conversion price of the Debenture. After
eighteen months from the issue date, Maxwell may require that a specified amount of the principal of the Debentures be converted if certain
conditions are satisfied for a period of 20 consecutive trading days.

The warrants issued in connection with the issuance of the Debentures had an exercise price of $19.00 at the issuance date, subject to adjustment
upon certain events such as the sale of equity securities by Maxwell at a price below the then current exercise price. The warrants are exercisable
at any time through December 20, 2010. No warrants had been exercised as of June 30, 2006.

Interest is due quarterly with the interest rate fixed to the Federal Funds Rate plus 1.125% per annum. All or a portion of the accrued and unpaid
interest may be paid in shares of Maxwell�s common stock at the Company�s option. The Company decided to pay interest in common stock and
issued 20,346 shares for the accrued interest payment due July 1, 2006.

Maxwell is accounting for the conversion option in the Debentures and the associated warrants as derivative liabilities in accordance with SFAS
133, Accounting for Derivative Instruments and Hedging Activities, EITF 00-19, Accounting for Derivative Financial Instruments Indexed to
and Potentially Settled in a Company�s Own Stock and EITF No. 05-2, The Meaning of �Conventional Convertible Debt Instrument� in Issue
No. 00-19. The discount attributable to the issuance date aggregate fair value of the conversion options, warrants and issuance costs totaling $9.2
million, is being amortized using the effective interest method over the term of the Debentures. For the three and six month periods ended
June 30, 2006, $904,000 and $1.8 million respectively, of the discount and prepaid fees was amortized and included in the Condensed
Consolidated Statement of Operations.

The change in fair value on revaluation of debenture conversion rights and warrant liabilities represents the difference between the fair value of
the warrants and debenture conversion features at March 31, 2006 and their fair value on June 30, 2006, using the Black-Scholes pricing model.
The effect of the fair market value adjustment for the holder�s and Maxwell�s conversion rights and the warrants for the three and six month
periods ended June 30, 2006 was a $400,000 gain, and $3.1 million loss, respectively, which is recorded as �Gain (Loss) on embedded derivatives
and warrants.� The fair value of the holder�s and Maxwell�s conversion rights at June 30, 2006 were $7.6 million which is included in �Convertible
debentures and long-term debt� on the balance sheet. The fair value of the warrants at June 30, 2006 was $3.9 million and is included in �Stock
warrants� on the balance sheet.

In the event of any default or fundamental change as defined in the Debentures, the holder will be entitled to require Maxwell to redeem the
Debentures (or any portion thereof) at a price equal to the greater of (i) the applicable redemption premium (ranging from 103%-115%) and
(ii) the product of (x) the number of shares into which the Debenture is convertible using the $19.00 per share conversion price and (y) the
closing price of Maxwell�s common stock on the day preceding the default or fundamental change.

As long as Debentures are outstanding, the Company is required to maintain an $8.0 million cash balance. This amount is classified as restricted
cash at June 30, 2006 and December 31, 2005.

Note 10 � Short-Term and Long-Term Borrowings

Short-term borrowings

Maxwell SA, our European subsidiary, has a 2.0 million Swiss Francs (approximately $1.6 million as of June 30, 2006) credit agreement with a
Swiss bank. Borrowings under the credit agreement bear interest at 2.52%
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with repayment terms extending beyond one month from the date of funding. Borrowings under the credit agreement are unsecured and as of
June 30, 2006 and December 31, 2005, the full amount of the credit line was drawn.

Maxwell SA has a 1.0 million Swiss Francs (approximately $802,000 as of June 30, 2006) overdraft credit agreement with a Swiss bank, which
renews annually. Borrowings under the credit agreement bear interest at 6.0%. Borrowings under the credit agreement are unsecured and as of
June 30, 2006 and December 31, 2005, none of the overdraft credit line was drawn. This agreement requires our Swiss subsidiary to maintain a
minimum equity amount of 5.0 million Swiss Francs. We were in compliance with this covenant as of June 30, 2006.

The Company had a $3.0 million credit line from a U.S. bank for working capital purposes, subject to a one-year repayment period. The line had
not been used and management decided not to renew the line, which expired on January 31, 2006.

Long-term borrowings

Maxwell SA has a term loan with a maximum draw of 1.2 million Swiss Francs, (approximately $922,000 as of June 30, 2006), for financing
specific capital equipment expenditures. Borrowings under the term loan are secured by the equipment being purchased. This credit agreement
bears interest at the Swiss inter-bank borrowing rate plus 2.0%. The term loan can be borrowed in quarterly advances up to the maximum limit
and repaid over one to five years. As of June 30, 2006, approximately $553,000 was outstanding. The weighted average interest rate on the funds
borrowed at June 30, 2006 was 4.13%.

Maxwell, SA has a lease agreement for the acquisition of manufacturing equipment up to an amount of 1.5 million Swiss Francs (approximately
$1.2 million as of June 30, 2006). Under this lease agreement borrowings are for a minimum purchase price of 250,000 Swiss Francs and the
lease is secured by the equipment being purchased. The leasing fee is 2.22% of the acquisition price plus VAT and a residual value of .5% of the
acquisition price. Equipment suppliers are paid directly by the bank with interest payable at a rate of 6.75% per annum until the entire amount
has been borrowed at which time the lending arrangement converts to a lease. No borrowing under this credit agreement was outstanding as of
June 30, 2006.

Note 11 � Defined Benefit Plan

We have a retirement plan for our Swiss subsidiary that is classified as a defined benefit pension plan. The pension benefit is based on
compensation, length of service and credited investment earnings. The plan guarantees both a minimum rate of return as well as minimum
annuity purchase rates. The Company�s funding policy with respect to the pension plan is to contribute the amount required by Swiss law, using
the required percentage applied to the employee�s compensation. There is no offset provision based on the obligation level of the fund. In
addition, the employee is required to contribute an identical amount to the pension plan. This plan has a measurement date of December 31. We
adopted the provisions of SFAS No. 132R, Employers� Disclosures about Pensions and Other Postretirement Benefits in December 2003.
Components of the net periodic benefit cost were as follows (in thousands):

Three Months
Ended June 30,

Six Months
Ended June 30,

2006 2005 2006 2005
Service cost $ 54 $ 54 $ 106 $ 108
Interest cost 78 92 154 184
Expected return on plan assets (278) (146) (545) (372)
Net gain amortization (56) �  (111) (1)

Net periodic benefit $ (202) $ �  $ (396) $ (81)

Employer contributions of $87,000 and $71,000 were paid during the three month periods ended June 30, 2006 and 2005 respectively. Total
employer contributions paid during the six months ended June 30, 2006 and 2005
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were $165,000 and $143,000, respectively. Additional employer contributions of approximately $107,000 are expected to be paid during the
remainder of fiscal 2006.

Note 12 � Contingencies

The Defense Department�s auditing agency is auditing a contract entered into by our Microelectronics group as a subcontractor in 1995 and
completed in 1999. The Company has requested a release of liability from the prime contractor. There is no assurance that such a release will be
obtained or that the Company will not incur some liability. While management does not anticipate an unfavorable settlement of these matters,
unfavorable results of the audit would result in an adverse impact on the Company�s cash flow and statement of operations.

The Company enters into indemnification agreements in the ordinary course of business in which the indemnified party is held harmless and is
reimbursed for losses incurred from claims by third parties. In connection with divestitures of certain assets or businesses, the Company often
provides indemnities to the buyer with respect to certain matters including, for example, environmental liabilities and unidentified liabilities
related to periods prior to the disposition. Due to the uncertain nature of the indemnities, the maximum liability cannot be quantified. Liabilities
for obligations are recorded where appropriate and when they are probable and can be reasonably estimated. Historically, the Company has not
made significant payments for these obligations.

In 2005, a customer brought to our attention a possible defect in a product that we source from another manufacturer and resell to the customer.
We are in the process of investigating this matter, but are not yet able to determine what, if any, warranty exposure Maxwell may have, and
therefore, we have not recorded any warranty reserve provision.

In March 2006, a customer sent us a demand letter requesting payment of $535,000 for a tester product initially sold in 2002. The Company
believes the request has no merit. We have communicated our position to the customer who has not responded to us as of the date of this filing.
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations
Unless the context otherwise requires, all references in this Quarterly Report on Form 10-Q (this �Quarterly Report�) to �Maxwell,� the �Company,�
�we,� �us,� and �our� refer to Maxwell Technologies, Inc. and its subsidiaries; all references to �Maxwell SA� refer to our European Subsidiary,
Maxwell Technologies, SA, all references to �Electronic Components Group� refer to our former subsidiary, Maxwell Electronic Components
Group, Inc., which has been merged into Maxwell; all references to �I-Bus/Phoenix� refer to our subsidiary, I-Bus/Phoenix, Inc., and its
subsidiaries; and all references to �PurePulse� refer to our non-operating subsidiary, PurePulse Technologies, Inc.

FORWARD-LOOKING STATEMENTS

Some of the statements contained in this document and incorporated herein by reference discuss our plans and strategies for our business or
make other forward-looking statements, as this term is defined in the Private Securities Litigation Reform Act. The words �anticipates,� �believes,�
�estimates,� �expects,� �plans,� �intends,� �may,� �could,� �will,� �continue,� �seek,� �should,� �would� and similar expressions are intended to identify these
forward-looking statements, but are not the exclusive means of identifying them. These forward-looking statements reflect the current views and
beliefs of our management; however, various risks, uncertainties and contingencies could cause our actual results, performance or achievements
to differ materially from those expressed in, or implied by, our statements. Such risks, uncertainties and contingencies include the following:

� decline in the domestic and global economies that may delay development and introduction by our customers of products that
incorporate our products;

� our success in introducing and marketing new products into existing and new markets;

� our ability to manufacture existing and new products in volumes demanded by our customers and at competitive prices with adequate
gross margins;

� market success of the products into which our products are integrated;

� our ability in growing markets to increase our market share relative to our competitors;

� our ability to successfully integrate our business with operations of businesses we may acquire;

� our ability to finance the growth of our business with internal resources or through outside financing at reasonable rates; and

� our ability to produce our products at quality levels demanded by our customers.
Many of these factors are beyond our control. Additionally, there can be no assurance that we will not incur new or additional unforeseen costs
in connection with the ongoing conduct of our business. Accordingly, any forward-looking statements included herein do not purport to be
predictions of future events or circumstances and may not be realized.

For a discussion of important risks associated with an investment in our securities, including factors that could cause actual results to differ
materially from expectations referred to in the forward-looking statements, see �Risk Factors� on page 28 of this document. We do not have any
obligation to update publicly any forward-looking statements, whether as a result of new information, future events or otherwise.
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Executive Summary

We begin Management�s Discussion and Analysis of Financial Condition and Results of Operations with an overview of our business and
strategic plan. Subsequently, we provide a summary of some of the highlights from the three and six months ended June 30, 2006, followed by a
discussion of the different aspects of our business. We then proceed, on page 20, to discuss our results of operations for the three and six month
periods ended June 30, 2006 compared with the three and six month periods ended June 30, 2005. Then, beginning on page 23, we provide an
analysis of changes in our balance sheet and cash flows, and discuss our capital requirements and financing activities in the section entitled
�Liquidity and Capital Resources.� We then review our critical accounting policies beginning on page 25, along with the impact of inflation on our
business and new accounting pronouncements.

Overview

Maxwell Technologies, Inc. is a Delaware corporation originally incorporated in 1965 under the name �Maxwell Laboratories, Inc.� In 1996, we
changed our name to Maxwell Technologies, Inc. headquartered in San Diego, California. We develop, manufacture and market highly reliable,
cost-effective energy storage and power delivery components and systems. Our products are designed and manufactured to provide failure-free,
very low maintenance, performance over the life of the applications into which they are integrated. We believe that by satisfying the stringent
requirements of such high-reliability, high-value applications, our products will be able to command much higher profit margins than
commodity products. We focus on the following three discrete lines of high-reliability products:

� Ultracapacitors: Our primary focus, ultracapacitors, are energy storage devices that possess a unique combination of high power
density, extremely long operational life and the ability to charge and discharge very rapidly. Our BOOSTCAP® ultracapacitor cells
and multi-cell packs and modules provide highly reliable energy storage and power delivery solutions for applications in multiple
industries, including transportation, energy, consumer and industrial electronics and telecommunications.

� High-Voltage Capacitors: Our CONDIS® high-voltage capacitors are extremely robust devices that are designed and manufactured to
perform reliably for decades in all climates. These products include grading and coupling capacitors and capacitive voltage dividers
that are used to ensure the safety and reliability of electric utility infrastructure and other applications involving transport, distribution
and measurement of high-voltage electrical energy.

� Radiation-Mitigated Microelectronic Products: Our radiation-mitigated microelectronic products include high-performance,
high-density power modules, memory modules and single board computers that incorporate our proprietary RADPAK® packaging and
shielding technology and novel architectures that enable them to withstand environmental radiation effects and perform reliably in
space.

Highlights of the Quarter Ended June 30, 2006

We reported revenue of $12.8 million and a net loss for the three-month period ended June 30, 2006 of approximately $4.3 million, or $0.25 loss
per diluted share, versus revenue of $11.0 million and a net loss of $1.7 million, or $0.11 loss per diluted share, for the three month period ended
June 30, 2005.

During the three and six month period ended June 30, 2006, we continued to focus on developing strategic alliances, introducing new products,
reducing product costs, and increasing revenue. Some of these efforts are described below:

� In January 2006, General Hydrogen Corporation placed a 200,000 unit, three-year, purchase order for BOOSTCAP® ultracapacitors to
enhance performance and energy management in its Hydricity® Pack technology with strategic pricing if volume thresholds specified
in the purchase order are met.
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� In February 2006, Enercon GmbH, one of the world�s leading producers of wind energy systems, designated Maxwell as a preferred
supplier, and placed a 1.5 million-unit purchase order for ultracapacitors for wind turbine blade pitch systems.

� In February 2006, Maxwell announced that it would introduce more than 30 BOOSTCAP® ultracapacitor products over the next
several months as part of a unique product family strategy featuring new �Power� and �Energy� product types to better meet the diverse
requirements of the automotive, transportation, industrial and consumer electronics markets.

� In March 2006, Maxwell entered into an agreement to supply its latest generation of proprietary carbon powder-based ultracapacitor
electrode material to Yeong-Long Technologies Co., Ltd. (YEC), for YEC�s new line of small cell ultracapacitor products, and to assist
YEC in setting up worldwide marketing and distribution.

� In April 2006, Maxwell formed a toll manufacturing alliance with Belton Technology Group, a major Chinese manufacturer of
precision components, flex circuits, circuit boards and other products, to support Maxwell�s forecasted growth for its BOOSTCAP®

ultracapacitors and multi-cell modules, driven by automotive, transportation and industrial electronics applications that are advancing
toward high-volume production.

� In April 2006, Maxwell signed a contract with Shanghai Urban Electric Power Investment Development Corporation (SUEP),
granting SUEP a license to manufacture and market ultracapacitor products based on Maxwell�s proprietary large cell and multi-cell
module technology under its own brand in Mainland China. The contract, which also obligates SUEP to source ultracapacitor
electrode material exclusively from Maxwell, has a six-year term, renewable by mutual agreement.

� In May 2006, Maxwell announced that it had introduced Energy and Power-type C cell ultracapacitor cells and multi-cell packs. The
new 2.5-volt cells have the same external dimensions but weigh just one-third as much as the familiar C-size battery, and are designed
for easy mounting on printed circuit boards and in other electrical devices and systems.

� In June 2006, Maxwell announced it had signed supply agreements with seven new distribution partners, strengthening and expanding
the company�s growing international channel network. Channel partners supply Maxwell�s BOOSTCAP® ultracapacitor products and
provide support services to the company�s rapidly growing customer base in the transportation, automotive, telecommunications, and
industrial and consumer electronics markets.

� In June 2006, Maxwell announced a new �Quick-Turn� BOOSTCAP® ultracapacitor module program that offers shipment within 14
days of receipt of customer purchase orders for custom-configured multi-cell energy storage and power delivery solutions for systems
requiring up to 540 volts. The Quick-Turn program leverages standard modular building blocks and proprietary balancing, monitoring
and thermal transfer technologies to establish a new industry standard for flexibility and responsiveness to customer requirements.

Results of Operations and Financial Condition �Quarter Ended June 30, 2006 Compared with Quarter Ended June 30, 2005

Total Revenue

Total revenue for the three months ended June 30, 2006 was approximately $12.8 million versus $11.0 million for the three months ended
June 30, 2005. Two product lines experienced higher revenue levels in 2006 compared with the same period in 2005. High Voltage revenue
increased approximately 25%, our Boostcap revenue increased approximately 43% while Microelectronics revenue was lower approximately
19% than the comparable period in 2005. High Voltage revenue grew in part due to strong demand in Asia. Boostcap revenue grew due
primarily to higher sales in Europe and due to a license fee of $615,000 recognized in the three month period ended June 30, 2006. We expect to
recognize additional licensing fee revenue in the next two quarters of 2006.
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Microelectronics revenue was negatively impacted due to delayed in revenue for one government contract. The U.S government approves their
budget during the fourth quarter and we are dependent upon their approval of funding to continue recognizing revenue. This delay had a
negative impact on revenue for the second quarter of 2006 from government funding limitations and we expect these funding limitations to
impact third quarter revenue as well. We presume the funding limitations should be resolved in the fourth quarter of 2006 at which time we will
recognize the revenue for work we have performed in the second, third, and fourth quarters.

Gross Profit

For the three month periods ended June 30, 2006 and 2005, gross profit was approximately $2.4 million and $3.2 million respectively, which
represented 18% and 29% of revenue, respectively. The gross profit within the Boostcap product line for the three month period ended June 30,
2006 was impacted by a number of issues. First, our expected cost reductions to produce certain Boostcap product was delayed while customer
demand increased for this product resulting in higher costs of sales. Second, and to a lesser extent, post product sales support and service costs
for certain new products as well as prior versions of certain product designs were higher than expected. Additionally, we decreased our reserves
in the second quarter of 2006 by $424,000 for prior orders that were priced below product costs, as compared with recording reserves of
$409,000 for the same period in 2005. We expect to continue driving down production costs to meet the pricing requirements of the markets in
which we compete. Reserves may be required against future orders depending on the degree to which we are able to reduce our product costs at
the time orders are placed.

Although our overall gross profit was lower for the three months ended June 30, 2006, this was partially offset by an improvement in the gross
profit of our High Voltage product line compared with the same period in 2005. High Voltage cost improvements were primary a result of
reduced manufacturing cost while increased volume also contributed.

For the three month period ended June 30, 2006 cost of sales also included $50,000 of stock compensation expense related to our adoption of
SFAS 123R versus the comparable period in 2005 where there was no expense for stock compensation.

Selling, General & Administrative (SG&A) Expense

Selling, general and administrative (SG&A) expenses were approximately $3.9 million for the three month period ended June 30, 2006,
compared with $3.2 million for the three month period ended June 30, 2005. As a percentage of revenues, SG&A expenses increased to 31% for
the three month period ended June 30, 2006 from 29% for the three month period ended June 30, 2005. The approximate $677,000 increase is
primarily related to stock compensation expense for restricted stock and stock option awards of $605,000 recognized in 2006 related to our
adoption of SFAS 123R.

Research & Development (R&D) Expense

Research and development (R&D) expenses were approximately $2.4 million for the three month period ended June 30, 2006 compared with
approximately $1.8 million for the same period in 2005. As a percentage of revenue, R&D expense was 19% and 16% for the three month
periods ended June 30, 2006 and 2005, respectively. R&D expense for the three month period ended June 30, 2006 includes approximately
$38,000 of stock compensation expense related to our adoption of SFAS 123R. R&D spending continues to be focused on Boostcap product
development and Microelectronics single board computer product development.

Provision for Income Taxes

We recorded an income tax benefit of $11,000 for the three month period ended June 30, 2006 compared with a provision for income taxes of
$45,000 for the three month period ended June 30, 2005. The tax benefit and provision are a result of our Swiss subsidiary�s operating results.

The Company is currently evaluating its options with regard to establishing the beginning additional paid-in capital (APIC) pool of tax benefits
related to the adoption of FAS123R. The short-cut method as described in FAS123R-3 is likely to be the method we adopt to establish our
beginning APIC pool. We have until the fourth quarter of 2006 to establish the methodology to determine the APIC pool, which will be utilized
against future tax expense related to stock option compensation.
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Unremitted earnings of foreign subsidiaries have been included in the consolidated financial statements without giving effect to the United
States taxes that may be payable on distribution to the United States because it is not anticipated such earnings will be remitted to the United
States. If remitted, the additional United States taxes paid would not be material.

Discontinued Operations

In March 2001, we sold our Government Systems business for $20.7 million and recorded a gain of $1.1 million, net of a $2.7 million provision
mainly related to ongoing lease obligations. As of June 30, 2006 a reserve provision of $40,000 remains for final lease close-out obligations. The
lease expired in April 2006.

During the three months ended June 30, 2006 we reversed a reserve for potential liability to preferred shareholders in PurePulse of
approximately $258,000. These preferred shareholders provided Maxwell with a release of liability in the process of completely shutting down
the PurePulse discontinued operation.

Six Month Period Ended June 30, 2006 Compared with Six Month Period Ended June 30, 2005

Total Revenue

Total revenue for the six months ended June 30, 2006 was approximately $24.7 million versus $20.8 million for the six months ended June 30,
2005. Two product lines experienced higher revenue levels in 2006 compared with the same period in 2005. High Voltage revenue increased
approximately 33% and Boostcap revenue increased approximately 30% while Microelectronics revenue was lower (approximately 11%) than
the comparable period in 2005. High Voltage revenue grew in part due to strong demand in Asia. Boostcap revenue grew due primarily to higher
sales in Europe and due to a license fee of $615,000 recognized in the six month period ended June 30, 2006.

Microelectronics revenue was negatively impacted due to delayed in revenue for one government contract. The U.S. government approves their
budget during the fourth quarter and we are dependent upon their approval of funding to continue to recognize revenue. This delay had a
negative impact on revenue for the six months ended June 30, 2006 from government funding limitations and we expect this funding limitation
to impact third quarter revenue as well. We presume the funding limitation should be resolved in the fourth quarter of 2006 at which time we
will recognize the revenue for work we have performed in the second, third, and fourth quarters.

Gross Profit

For the six month periods ended June 30, 2006 and 2005, gross profit was approximately $5.9 million and $6.0 million respectively, which
represented 24% and 29% of revenue, respectively. The gross profit within the Boostcap product line for the six month period ended June 30,
2006 was impacted by a number of issues. First, our expected cost reductions to produce certain Boostcap product was delayed while customer
demand increased for this product resulting in higher costs of sales. Second, and to a lesser extent, post product sales support and service costs
for certain new products as well as prior versions of certain product designs were higher than expected. Additionally, we decreased our reserves
for the six months ended June 30, 2006 by approximately $218,000 for prior orders that were priced below product costs, as compared with
recording reserves of $572,000 for the same period in 2005. We expect to continue driving down production costs to meet the pricing
requirements of the markets in which we compete. Reserves may be required against future orders depending on the degree to which we are able
to reduce our product costs at the time orders are placed.

Although our overall gross profit was lower for the six months ended June 30, 2006, this was partially offset by an improvement in the gross
profit of our High Voltage product line compared with the same period in 2005. High Voltage cost improvements were primary a result of
reduced manufacturing cost while increased volume also contributed.

For the six month period ended June 30, 2006 cost of sales also included $107,000 of stock compensation expense related to our adoption of
SFAS 123R versus the comparable period in 2005 where there was no expense for stock compensation.

Selling, General & Administrative (SG&A) Expense

Selling, general and administrative (SG&A) expenses were approximately $8.2 million for the six month period ended June 30, 2006, compared
with $6.5 million for the six month period ended June 30, 2005. As a percentage of revenues, SG&A expenses increased to 33% for the six
month period ended June 30, 2006 from 31%
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for the six month period ended June 30, 2005. The approximate $1.6 million increase is primarily related to stock compensation expense for
restricted stock and stock option awards of $1.4 million recognized in 2006 related to our adoption of SFAS 123R.

Research & Development (R&D) Expense

Research and development (R&D) expenses were approximately $4.6 million for the six month period ended June 30, 2006 compared with
approximately $3.5 million for the same period in 2005. As a percentage of revenue, R&D expense was 19% and 17% for the six month periods
ended June 30, 2006 and 2005, respectively. R&D expense for the six month period ended June 30, 2006 includes approximately $131,000 of
stock compensation expense related to our adoption of SFAS 123R. R&D spending continues to be focused on Boostcap product development
and Microelectronics single board computer product development.

Provision for Income Taxes

We recorded an income tax provision of $164,000 for the six month period ended June 30, 2006 compared with $189,000 for the six month
period ended June 30, 2005. The tax provisions are a result of our Swiss subsidiary operating results.

Unremitted earnings of foreign subsidiaries have been included in the consolidated financial statements without giving effect to the United
States taxes that may be payable on distribution to the United States because it is not anticipated such earnings will be remitted to the United
States. If remitted, the additional United States taxes paid would not be material.

Liquidity and Capital Resources

Changes in Cash Flow

During the six month period ended June 30, 2006, we used $8.1 million of cash in operating activities, compared with $1.0 million of cash used
in operating activities during the same period in 2005. The increase in the cash used in operating activities is a result of higher inventory and
accounts receivable balances supporting higher revenue levels primarily for the Boostcap product line as well as additional inventory for current
and future customer orders in our Microelectronic product line. As revenue levels increase, additional cash will be required for working capital
purposes.

Investments in marketable securities increased to approximately $5.5 million at June 30, 2006 from approximately $696,000 at December 31,
2005 due to the Company investing proceeds from the convertible debentures issued at the end of 2005. Purchases of property, plant and
equipment for $3.1 million during the six month period ended June 30, 2006 were related to increasing factory capacity for Boostcap and High
Voltage product lines. We expect our total capital expenditures for 2006 to be approximately $8.5 million which will be focused on increasing
factory capacity at both of our manufacturing sites.

The primary financing activity was proceeds from the issuance of stock of $3.9 million during the six month period ended June 30, 2006, which
were a result of employees and former employees exercising stock options. Future stock option exercise activity cannot be predicted with any
certainty.

Liquidity

In February 2004, we secured a $3.0 million line of credit from a U.S. bank, which was renewed in 2005, and was available for working capital
needs limited by the amount of eligible assets. The line was not used and we decided to not renew the credit line, which expired in January,
2006. We also have a line of credit for 2 million Swiss Francs (approximately $1.6 million) from a Swiss bank for working capital in
Switzerland. The line was fully used as of June 30, 2006 and 2005. We also have a 1.2 million Swiss Francs (approximately $922,000) term loan
available from a Swiss bank for capital equipment purchases. Approximately $553,000 was outstanding as of June 30, 2006. We have a
1 million Swiss Francs (approximately $802,000) line of credit with another Swiss bank for

23

Edgar Filing: MAXWELL TECHNOLOGIES INC - Form 10-Q

Table of Contents 36



Table of Contents

working capital, none of which was utilized as of June 30, 2006. We entered into a lease agreement in May 2006 for the acquisition of
manufacturing equipment up to the amount of 1.5 million Swiss Francs (approximately $1.2 million). The lease term is 48 months and no
equipment has been purchased under this agreement as of June 30, 2006. We had approximately $21.4 million in cash, cash equivalents and
restricted cash and approximately $5.5 million in short-term investments at the end of June 2006. We raised, net of issuance costs,
approximately $5.4 million in July 2005 from the sale of shares of common stock. We raised approximately $23.7 million, net of issuance fees,
from convertible debentures in December 2005. In addition, the warrants issued as part of the convertible debt would provide $7.5 million
additional liquidity if fully exercised. We believe the liquidity provided by the existing cash and cash equivalents and investments in marketable
securities, and borrowing available under our lines of credit, will provide sufficient capital to fund our capital equipment and working capital
requirements and potential operating losses for more than the next 12 months.

Debentures, Short Term and Long Term Borrowings

Convertible Debentures

On December 20, 2005, the Company issued $25 million in aggregate principal amount of senior subordinated convertible debentures due and
payable in quarterly installments from December 2007 through December 2009 (the �Debentures�) and warrants to purchase 394,737 shares of
Maxwell common stock. The net proceeds of the issuance totaled approximately $23.7 million after direct placement costs of approximately
$1.3 million. The Debentures are convertible into 1.3 million shares of Maxwell�s common stock at any time at the option of the holder.

Interest is due quarterly with the interest rate fixed to the Federal Funds Rate plus 1.125% per annum. All or a portion of the accrued and unpaid
interest may be paid in shares of Maxwell�s common stock at the Company�s option. Maxwell chose to pay the July 1, 2006 interest payment in
common stock and issued 20,346 shares for accrued interest.

At the issuance date, the Debentures were convertible by the holder at any time into common shares at a price of $19.00 per share subject to
adjustment upon certain events such as the sale of equity securities by Maxwell at a price below the conversion price of the Debenture. After
eighteen months from the issue date, Maxwell may require that a specified amount of the principal of the Debentures be converted if certain
conditions are satisfied for a period of 20 consecutive trading days.

The change in fair value on revaluation of debenture conversion rights and warrant liabilities represents the difference between the fair value of
the warrants and debenture conversion features at their original issue date and their fair value on June 30, 2006 using a Black-Scholes
calculation. The effect of the fair market value adjustment was a $400,000 gain in the three month period ended June 30, 2006, which is
recorded as �Gain (loss) on embedded derivative liabilities.�

The fair value of the holder�s and Maxwell�s conversion rights at June 30, 2006 were $7.6 million, which is included in �Convertible debentures
and long-term debt� on the balance sheet.

The warrants issued in connection with the issuance of the Debentures had an exercise price of $19.00 at the issuance date, subject to adjustment
upon certain events such as the sale of equity securities by Maxwell at a price below the then current exercise price. The warrants are exercisable
at any time through December 20, 2010. No warrants had been exercised as of June 30, 2006.

As long as Debentures are outstanding, the Company is required to maintain a cash balance of $8.0 million. This amount is classified as
restricted cash at June 30, 2006 and December 31, 2005.

Short-term borrowings

Maxwell SA, our European subsidiary, has a 2.0 million Swiss Francs (approximately $1.6 million as of June 30, 2006) credit agreement with a
Swiss bank. Borrowings under the credit agreement bear interest at 2.52% with repayment terms extending beyond one month from the date of
funding. Borrowings under the credit agreement are unsecured and as of June 30, 2006 and 2005, the full amount of the credit line was drawn.
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Maxwell SA, has a 1.0 million Swiss Francs (approximately $802,000 as of June 30, 2006) overdraft credit agreement with a Swiss bank, which
renews annually. Borrowings under the credit agreement bear interest at 6.0%. Borrowings under the credit agreement are unsecured and as of
June 30, 2006, none of the overdraft credit line was drawn. This agreement requires our Swiss subsidiary to maintain a minimum equity amount
of 5 million Swiss Francs. We were in compliance with this covenant as of June 30, 2006.

In January, 2006, a $3.0 million credit line from a U.S. bank expired. The line had never been drawn and management decided not to renew the
line.

Long-term borrowings

Maxwell, SA has a term loan with a maximum draw of 1.2 million Swiss Francs, (approximately $922,000 as of June 30, 2006), for financing
specific capital equipment expenditures. Borrowings under the term loan are secured by the equipment being purchased. This credit agreement
bears interest at the Swiss inter-bank borrowing rate plus 2.0%. The term loan can be borrowed in quarterly advances up to the maximum limit
and repaid over one to five years. As of June 30, 2006, approximately $553,000 was outstanding. The weighted average interest rate on the funds
borrowed at June 30, 2006 was 4.13%.

Maxwell, SA has a lease agreement for the acquisition of manufacturing equipment up to an amount of 1.5 million Swiss Francs (approximately
$1.2 million as of June 30, 2006). Under this lease agreement borrowings are for a minimum purchase of 250,000 Swiss Francs and the lease is
secured by the equipment being purchased. The leasing fee is 2.22% of the acquisition price plus VAT and a residual value of .5% of the
acquisition price. Equipment suppliers are paid directly by the bank with interest payable at a rate of 6.75% per annum until the entire amount
has been borrowed at which time the lending arrangement converts to a lease. No borrowing under this credit agreement was outstanding as of
June 30, 2006.

Critical Accounting Policies

Management�s discussion and analysis of our financial condition and results of operations is based upon our consolidated financial statements,
which are prepared in accordance with accounting principles generally accepted in the United States of America. In the preparation of these
financial statements we use certain assumptions and judgments, which may involve a high degree of judgment and complexity, these
assumptions and estimates significantly impact the reported amounts of assets and liabilities and the disclosure of contingencies as well as
reported amounts of revenues and expenses. These critical accounting policies, under different conditions or using different assumptions or
estimates could show materially different results on our financial condition and results of operations.

Our critical accounting policies are described in �Management�s Discussion and Analysis of Financial Condition and Results of Operations� section
included in our Annual Report on Form 10-K for the fiscal year ended December 31, 2005. During the six month period ended June 30, 2006
there were no significant changes to these critical accounting policies, other than the accounting policy related to share-based compensation as
discussed below.

Stock Compensation

The Company has two active share-based payment plans which include options to purchase our common stock by our employees and directors
under our stock option plans. Eligible employees can also purchase shares of our common stock at 85% of the lower of the fair market value at
the close of the day prior or the last day of each six-month offering period under our employee stock purchase plans (ESPP). The Company has
also awarded Directors and senior management with restricted stock awards subject to certain market or performance conditions.

As of December 31, 2005 The Company had accounted for these share-based payment plans using the disclosure only provisions of SFAS
No. 123, Accounting for Stock-Based Compensation, as amended by SFAS No. 148 Accounting for Stock Based Compensation�Transitions and
Disclosure. In accordance with the provisions of SFAS No. 123, the Company applies Accounting Principles Board Opinion No. 25 and related
interpretations in
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accounting for its stock option plans, and accordingly, no compensation expense has been recognized for stock options granted to employees and
for the ESPP under SFAS No. 123. For the year ended December 31, 2005 the Company had recognized $361,000 of compensation expense for
restricted stock awards according to APB No. 25. If the Company had elected to recognize compensation cost based on the fair value method
prescribed by SFAS 123, the Company�s would have recognized $1.6 million as disclosed per the pro forma in the Company�s Annual Report on
Form 10-K for the year ended December 31, 2005.

In December 2004, the Financial Accounting Standards Board (�FASB�) issued SFAS 123R, which replaces SFAS No. 123 (�SFAS 123�),
Accounting for Stock-Based Compensation and supersedes APB Opinion No. 25 (�APB 25�), Accounting for Stock Issued to Employees. The
Company adopted the provisions of SFAS 123R on January 1, 2006, the first day of the Company�s fiscal year, using a modified prospective
application, where compensation cost is recognized beginning with the effective date for new awards and to awards that are outstanding on the
effective date and if awards are subsequently modified or cancelled. The change in accounting for the two active share-based payment plans
requires the Company to determine a value of the awards at the grant date and expense that amount over the requisite service period. The
resulting financial statement impact for the three and six months ended June 30, 2006 was $693,000 and $1.6 million respectively, which
includes $9,000 and $19,000, respectively, for non-employees. The change in accounting treatment creates a total compensation cost related to
non-vested awards not yet recognized as of June 30, 2006 of $4.4 million with a weighted average period over which they are expected to be
recognized of 1.16 years.

Pending Accounting Pronouncements

In July 2006, the FASB issued FASB Interpretation No. 48, �Accounting for Uncertainty in Income Taxes� (FIN 48). FIN 48 clarifies the
accounting and reporting for income taxes recognized in accordance with SFAS No. 109, �Accounting for Income Taxes.� This Interpretation
prescribes a comprehensive model for the financial statement recognition, measurement, presentation and disclosure of uncertain tax positions
taken or expected to be taken in income tax returns. The Company is currently evaluating the impact of FIN 48. The Company will adopt this
Interpretation in the first quarter of 2007.

Impact of Inflation

We believe that inflation has not had a material impact on our results of operations for the periods presented. However, there can be no
assurance that future inflation would not have an adverse impact on our operating results and financial condition.

Off Balance Sheet Arrangements

None.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk
We face exposure to financial market risks, including adverse movements in foreign currency exchange rates and changes in interest rates. These
exposures may change over time and could have a material adverse impact on our financial results. We have not entered into or invested in any
instruments that are subject to market risk, except as follows:

Foreign Currency Risk

Our primary foreign currency exposure is related to our subsidiary in Switzerland. Maxwell SA has Euro and local currency (Swiss Francs)
revenue and operating expenses as well as loans in Swiss Francs. Changes in these currency exchange rates impact the U.S. dollar amount of
revenue, expenses and debt. We do not hedge our currency exposures.

Interest Rate Risk

At June 30, 2006, we had approximately $2.2 million term debt, of which approximately $553,000 is classified as long-term debt. The carrying
value of these borrowings approximates fair value due to the short maturity dates of these instruments. We also had $25 million of long-term
debt for convertible debentures issued on December 20, 2005, of which $25.1 million is classified as long-term debt. We do not anticipate
significant interest rate swings in the near future; however, the exchange loss or gain may significantly affect our balance sheet or statement of
operations. A 10% increase in the interest rate on our debt would not have a material effect on our related interest expense.

We invest excess cash in debt instruments of the U.S. Government and its agencies, bank certificates of deposit; commercial paper, high-quality
corporate issuers and money market accounts. The primary objective of our investment activities is to preserve principal while maximizing
yields without significantly increasing risk. Current policies do not allow the use of interest rate derivative instruments to manage exposure to
interest rate changes. As of June 30, 2006, third parties managed approximately $5.5 million of the investment portfolio under guidelines
approved by the Company�s Board of Directors. The balance of our cash is invested in money market accounts with banks. A 10% change in the
interest rate on our marketable securities would not have a material effect on our related interest income.

Item 4. Controls and Procedures
Under the direction of our Chief Executive Officer and Chief Financial Officer, we evaluated our disclosure controls and procedures (as such
term is defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934) and our Chief Executive Officer and Chief
Financial Officer concluded that (i) our disclosure controls and procedures were effective as of June 30, 2006, and (ii) no change in internal
control over financial reporting occurred during the quarter ended June 30, 2006, that has materially affected, or is reasonably likely to
materially affect, such internal control over financial reporting
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PART II � OTHER INFORMATION

Item 1. Legal Proceedings
The Company�s subsidiary I-Bus/Phoenix, Inc. has been named as a defendant in a suit filed on March 4, 2004 in the Superior Court of the State
of California for the County of San Luis Obispo. This suit, Edmonds vs. I-Bus/Phoenix, Inc., was filed by the plaintiff on his behalf and alleges
damages concerning the repurchase of I-Bus/Phoenix, Inc. shares. While the Company�s legal counsel cannot express an opinion on this matter,
management believes that any liability of the Company that may arise out of or with respect to this matter will have no significant adverse effect
on the consolidated financial position, results of operations or cash flows of the Company.

Item 1A. � Risk Factors

There have been no material changes, other than the item noted below, from the risk factors disclosed in Part I, Item 1A, of the Company�s
Annual Report on Form 10-K for the fiscal year ended December 31, 2005.

We may enter into agreements and provide services before funding is approved or obtained.

We may provide services for projects that may not be funded prior to us providing goods or services. If funds are not approved we would not
recognize the revenue even though we may incur the expenses. We provide these goods or services knowing that we may not receive
compensation. If funding is not eventually obtained, any capitalized expenses or inventory that is unique to the specific customer would be
expensed, which could adversely impact our consolidated financial position, results of operations and cash flows.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
On June 22, 2006 the Company purchased and retired 17,941 shares of its common stock from employees whose restricted stock had vested; this
purchase was not part of a repurchase program. The Company is required to withhold payroll taxes when awards vest. The Company provided
the option to restricted stock holders of paying the required taxes from personal funds or by remitting to the Company an equivalent number of
vested restricted stock. The price the Company paid for these shares was based on the market close price on June 22, 2006. The following table
provides a summary of the transaction.

Period
Total Number of
Shares Purchased

Average Price Paid
per Share

Total Number of
Shares Purchased as
Part of a Publicly
Announced Plan or

Program

Maximum Number
of Shares that May
Yet Be Purchased
Under the Plan or

Program
June 22, 2006 17,941 $ 20.47 �  �  

Total 17,941 $ 20.47 �  �  

Item 3. Defaults Upon Senior Securities
None.

Item 4. Submission of Matters to a Vote of Security Holders
The Annual meeting of Stockholders of Maxwell Technologies Inc. was held May 4, 2006. At the meeting, stockholders elected three Class I
directors to serve on the Board of Directors until the 2009 Annual Meeting of the Stockholders or until their successors have been duly elected
and qualified.
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The three directors elected at the meeting were José Cortes, Richard Balanson and Edward Caudill. The votes cast for the three elected directors
were as follows:

Votes
NAME For Withheld
José Cortes 13,192,357 71,269
Richard Balanson 13,199,995 63,631
Edward Caudill 12,873,640 389,986

The other matter voted on by the Stockholders of Maxwell Technologies, Inc. was the ratification of the appointment of McGladrey & Pullen
LLP as the Company�s independent auditors for the 2006 fiscal year. The votes cast were as follows:

Ratification of the appointment of McGladrey & Pullen LLP

For

Votes

Against Abstain
13,256,887 3,410 3,329

Item 5. Other Information
None.

Item 6. Exhibits

31.1 Certification of Chief Executive Officer pursuant to Rule 13a-14(a) (Section 302 Certification) as adopted pursuant to Section 302 of
the Sarbanes-Oxley Act of 2002. *

31.2 Certification of Chief Financial Officer pursuant to Rule 13a-14(a) (Section 302 Certification) as adopted pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002. *

32   Certification of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C. Section 1350 (Section 906 Certification), as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. *

* Filed herewith.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

MAXWELL TECHNOLOGIES, INC.

Date: August 8, 2006 By: /s/ Richard D. Balanson
Richard D. Balanson
President and Chief Executive Officer

Date: August 8, 2006 By: /s/ Tim T. Hart
Tim T. Hart
Vice President � Finance, Treasurer, Chief Financial Officer and
Secretary
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