October 07, 2002

Kawasaki Announces Plans to Retrofit a California State Facility Gas Turbine With Catalytica Energy Systems Xonon
Kawasaki Gas Turbines-Americas, a division of Kawasaki Motors Corp., U.S.A., announced today that it has been selected by Sonoma Developmental Center in Eldridge, California to retrofit an M1A-13D Kawasaki gas turbine with Catalytica Energy Systems' Xonon Cool Combustion(TM) system. The retrofit will enable the 1.4 megawatt gas turbine to operate with a 90% reduction in nitrogen oxides (NOx) to less than 3 parts per million. Sonoma Developmental Center will be the site of the first commercial application of a Xonon®-equipped gas turbine, with operation expected to commence by the end of the month.

Sonoma Developmental Center is the largest of five facilities under the California Department of Developmental Services, and has been operating a Kawasaki co-generation unit for the past 12 years to provide supplemental heat and power for a staff of 2,200 and 850 residents across 120 buildings. Retrofitting this unit with Xonon Cool Combustion will eliminate the potential for emissions-related operating restrictions by enabling a significant reduction in NOx levels to comply with increasingly stringent requirements in the State of California.

Hiro Matsumura, president of Kawasaki Gas Turbines-Americas, said, "We are pleased to offer Sonoma Developmental Center a unique solution for achieving ultra-low emissions with Xonon Cool Combustion. As the first gas turbine manufacturer in the world to offer this state of the art pollution prevention technology, we have achieved a significant advance in gas turbine technology. Applying Xonon to our engines now enables clean power generation without the need for complex and costly exhaust cleanup devices that often utilize toxic substances to clean up the pollution after it has formed."

The 4-6 week retrofit, which is currently underway, involves removing the current M1A-13D engine operating with a DLE (dry low emissions) combustor configuration, and replacing it with an advanced M1A-13X engine incorporating Xonon Cool Combustion. Through the use of a catalyst instead of a flame, Xonon enables combustion at temperatures low enough to prevent the formation of NOx.

Terry Surles of the California Energy Commission, director of the State's Public Interest Energy Research (PIER) program, commented, "The Energy Commission has partnered with Catalytica Energy Systems for the past four years, and has invested more than $1.3 million to support development of the Xonon technology. We are pleased to be involved with its first commercial application. This is one of many areas in which the State has fostered development of new technologies to meet its commitment to improving the quality of life of California citizens by providing environmentally sound, safe, reliable and affordable energy services and products. Xonon-equipped gas turbines are a prime example of this focus.

The Xonon retrofit supports the PIER objective of easing the environmental and public health risks associated with power production by reducing NOx emissions in a cost effective way. Xonon-equipped gas turbines offer a significant public health benefit by enabling the generation of clean power in urban areas while mitigating community concerns about exhaust cleanup systems."

Pat Conroy, senior vice president, product management of Catalytica Energy Systems, stated, "We are very pleased with the State's continued initiatives to promote clean-burning distributed generation applications, and its ongoing support of our technology. We expect that the demand for distributed generation technologies will continue to grow as businesses turn toward self-generation as a means to decrease reliance on the grid and ensure high-quality, reliable power for critical operations. For distributed generation to gain mainstream acceptance, these power sources will need to be low cost and clean burning. Xonon Cool Combustion is part of that solution, providing the enabling technology for gas turbines to operate in emissions sensitive on-site power applications."
August 05, 2002

 Samsung Corp. Signs Distribution Agreement With Capstone Turbine
Leading microturbine power systems manufacturer Capstone Turbine Corporation today announced the establishment of a distribution relationship with Samsung Corporation for sales, installation and service of Capstone's onsite microturbine energy generation systems in South Korea.

Samsung Corporation is Capstone Turbine's first distributor in South Korea. In addition to its renowned consumer electronics and a vast range of other business activities, Samsung Corporation is engaged in energy services management for commercial and industrial customers throughout South Korea.

With electronics being its primary export, South Korea is among the most technically advanced nations in Far East Asia and enjoys a growing economy. Industrial sector energy consumption in South Korea quadrupled between 1985 and 1997, and total electricity consumption is projected to double by 2020, according to the US Energy Information Administration (www.eia.doe.gov). The South Korean government has enacted a Comprehensive Plan for Environmental Improvement to reduce pollutants and greenhouse gas emissions. South Korea's national power company, Kepco (www.kepco.co.kr), is currently undergoing restructuring and privatization.

"We believe that that these combined circumstances are favorable for distributed generation technologies," K. D. Kim, Managing Director of the Machinery & Electronics Division of Samsung Corporation, said during a recent visit to the Los Angeles area facilities of Capstone Turbine. "The very low nitrogen oxide emissions and very high combined-heat-and-power fuel efficiency of Capstone MicroTurbines would prove advantageous to these market conditions. Capstone systems offer many other exclusive attributes that can further enhance market acceptance."

"One of Capstone's goals is to expand on our success in Japan and leverage that into other Asian regions," said Hal Koyama, Senior Vice-President of Sales and Marketing at Capstone. "We see this as a strong beginning both in Korea and with a major international corporation. We are pleased that, after much evaluation, Samsung Corporation has selected Capstone MicroTurbines to be placed with their other world-renowned products. Samsung clearly understands new technology products and market development for those products. It is a point of great honor and excitement that they have chosen our microturbine systems for their distribution plans in South Korea."

Samsung Corporation plans to market Capstone MicroTurbines in combined cooling/heating/power installations, in which the microturbine exhaust heat is used for water and building heating, as well as absorption chilling. Absorption chillers create air conditioning from heat input, rather than electricity. Samsung further intends to sell into power reliability applications as well as landfills and sewage plants, where biogases can be used as sources of free, renewable fuel for continuous power and heat generation

July 31, 2002

Capstone Turbine Announces Second Quarter Results

Capstone Turbine Corporation, the world's leading microturbine power systems manufacturer, today reported revenue of $7.4 million for the quarter ended June 30, 2002, compared with revenue of $13.6 million for the second quarter of 2001. This also compares with revenue of $4.6 million for the first quarter of 2002, an increase of approximately 61% on a sequential quarterly basis. 

Capstone shipped 7.4 megawatts of power during the second quarter of 2002, exceeding its guidance of 6.7 megawatts for the quarter. 

Capstone's second quarter 2002 financial results were impacted as a result of its change in forecast by two non-cash charges: a $16.0 million write-down of the value of marketing rights purchased from Fletcher Challenge Energy; and a $1.8 million excess inventory charge. Please see below for additional information about these non-cash charges. 

For the second quarter of 2002, Capstone's net loss was $30.8 million, or ($0.40) per share, compared to a net loss of $10.3 million, or ($0.13) per share, in the second quarter of 2001. Excluding the two non-cash charges, the net loss for the second quarter of 2002 was $13.0 million, or ($0.17) per share. 

The increase in net loss was primarily attributable to lower revenue and increased overhead related to the expansion of the Company's production capabilities. 

"The difficult year-over-year comparison -- which was the result of last year's surge in demand stemming from the Western energy crisis and the two non-cash charges this quarter -- belie the progress we are making," said Dr. Ake Almgren, President and CEO of Capstone Turbine Corporation. "We achieved significantly higher sales than the previous quarter while also making excellent progress on our key initiatives aimed at developing the Combined Heat and Power (CHP) market, reducing the total installed cost of our microturbines, and improving quality and reliability. 

"Most notably, we introduced our pre-engineered CHP solution, or CHP Kit, ahead of schedule. We believe this CHP Kit can deliver a 16% reduction in the total installed cost of a 120 kilowatt CHP installation, while also improving installation quality. Additionally, we have improved our ability to communicate the value proposition of CHP. We have completed a set of marketing materials that document successful CHP installations that we can use in discussions with new prospects. We believe that the combination of the CHP Kit and the successful installations we can demonstrate will further our development of this market," said Dr. Almgren. 

Financial Highlights 

Gross margin in the second quarter of 2002 was negative $4.2 million, compared with approximately $0.6 million positive margin in the same period of 2001. The decrease in gross margin was primarily attributable to lower volumes in the current year and higher overhead costs resulting from the addition of the Company's recuperator core manufacturing facility in the third quarter of last year. Excluding the excess inventory charge, gross margin improved by $0.6 million over the first quarter of 2002. 

Research and development expenses decreased to $1.6 million, compared with $2.9 million in the second quarter of 2001. R&D expenses are reported net of contract offsets such as the U.S. Department of Energy advanced microturbine program. Contract offsets were $1.3 million in the second quarter of 2002, compared with $0.3 million in the same period a year ago. 

Selling, general and administrative expenses decreased to $9.7 million, compared with $10.9 million in the second quarter of 2001. 

Cash utilization was $9.2 million in the second quarter of 2002, substantially less than the $17.3 million used in the second quarter of last year. On a sequential quarter basis, cash utilization increased largely as a result of higher accounts receivable due to the higher level of sales. 

Capstone continues to be in a strong financial position. As of June 30, 2002, Capstone held approximately $155.1 million in cash and cash equivalents, with no long-term debt, except for capital leases. 

Inventory was reduced to $16.9 million from $20.6 million at March 31, 2002. Approximately $1.8 million of the inventory reduction is attributable to the excess inventory charge, and the remaining reduction is primarily attributable to the Company managing down its inventories. Accounts receivable increased to $8.0 million at June 30, 2002, compared with $5.3 million at March 31, 2002, which reflects the higher level of sales in the second quarter. 

Non-Cash Charges 

In the second quarter, Capstone recorded a $16.0 million non-cash charge related to the impairment of marketing rights purchased from Fletcher Challenge Energy in 1999. Fletcher Challenge Energy, a major shareholder of Capstone in its early stages, owned the rights to market Capstone MicroTurbines to all markets except for North America, Europe and Africa, before selling these rights back to Capstone in 1999 for approximately $28 million. 

"The purchase of these marketing rights from Fletcher Challenge Energy was in the best long-term interest of the Company, and has enabled us to penetrate key markets such as Japan," said Dr. Almgren. "However, given the current level of sales and the slower adoption rate that we are seeing in the markets covered by this license, it was apparent that the value of these marketing rights that we carried on our books was no longer appropriate. Therefore, accounting rules required that we reduce the value of this asset." 

The Company also identified component inventories that it believes are in excess of its anticipated level of demand. This resulted in a charge to inventory reserves of $1.8 million in the quarter. 

Second Quarter Sales 

Approximately two-thirds of the shipments in the second quarter of 2002 were 30-kilowatt systems. Capstone's North American sales rebounded from the first quarter level and represented approximately 75% of second quarter sales. Included in the North American sales was a sale of 1.8 megawatts under a firm purchase contract. The Company no longer has contracts with firm purchase commitments from its customers. 

Shipments to three customers represented approximately 50% of shipments in the second quarter. 

Outlook 

Capstone revised its sales guidance for the full year 2002. Based on the various degrees of visibility the Company has in its pipeline of prospects, Capstone now expects full year sales to range between 24 and 34 megawatts. Approximately 60% of the sales are expected to be 30-kilowatt systems. 

For the third quarter of 2002, at the greatest degree of visibility, the Company projects sales of approximately 6 megawatts, of which about 50% are expected to come from 30-kilowatt systems. An additional 6 megawatts of sales are also possible, with approximately the same sales mix, although these sales are less assured. 

"We have made good progress in identifying legitimate near-term prospects for CHP applications, particularly in geographic areas where high electricity prices increases the economic benefit of our microturbines," said Dr. Almgren. "Our efforts to target these prospects are improving, however it is taking longer to convert these opportunities than we expected. Current economic conditions are impacting the rate of adoption. 

"As we continue to develop our markets and gain a better understanding about the rate of adoption that we are likely to see, we must continually reassess our financial model. Based on our recent strategic planning efforts, we now believe that it will take three to four years for our sales to reach the level required to turn cash flow positive. Given the expected cash utilization rate over this period, we continue to believe that we have a sufficient level of cash to finance our operations through the break-even point," said Dr. Almgren.
July 15, 2002

Capstone Turbine Releases Pre-Engineered CHP Solution

Capstone Turbine Corporation released a new microturbine-driven combined-heat-and-power (CHP) product, achieving a third-quarter milestone goal announced by Capstone management in its first quarter 2002 conference call. 

"The intent of this new product offering is to grow our penetration into sub-megawatt CHP market opportunities," said Dr. Ake Almgren, President and CEO of Capstone Turbine. "This solution product mates the proven advantages and strengths of our core product and those of third-party products specifically designed to match the characteristics of the Capstone MicroTurbine." 

The company anticipates that its Pre-Engineered CHP Solution product, referred to as a "CHP kit" during the company's first quarter 2002 financial results conference call, will result in a reduction in total installed cost. 

Prior to this solution packaging, Capstone distributors and service providers needed to draw major components, technical support and individual product warranty processing from several different sources. The Pre-Engineered Capstone CHP Solution product enables a single point of contact -- Capstone Turbine's Customer Service division -- for equipment ordering, everything-at-once delivery, consolidated engineering details and documentation, technical support for all product components and their integration, and warranty administration. The enhanced uniformity and documentation is also anticipated by Capstone to help streamline site permitting and incentive program processing

July 01, 2002 

Ameresco Announces Landmark Renewable Energy Project with BMW Manufacturing Corp. and Waste Management
Ameresco, Inc. today announced a collaborative project between itself, BMW Manufacturing Corp. and Waste Management, Inc. that will deliver renewable energy to BMW's manufacturing facility in Spartanburg, S.C.

"The partners in this effort have worked diligently together for over one year to design a truly `Best-in-Class' project using state-of-the-art technology that will ultimately reduce the amount of fossil fuel combusted at the 2.5 million square foot facility and replace it with a stable supply of renewable energy," said Michael Bakas, Ameresco's Vice President of Renewable Energy. This project will include a 9.5 mile pipeline.

Ameresco will design, build, and own the pipeline, gas processing and gas compression facilities, which will connect the Palmetto Landfill via a 9.5 mile pipeline to BMW's manufacturing facility. Once completed, Ameresco will manage the overall operations of the project.

Waste Management, which owns and operates the Palmetto Landfill, has been developing landfill gas-to-energy projects for more than 15 years and currently supplies landfill gas to 69 gas-to-energy projects in 21 states. "The project with BMW and Ameresco is just another example of a beneficial use project that is helping to chart the course for the future, by taking readily available, renewable energy and making it part of a company's energy plan," said Maury Myers, Chairman, President and CEO of Waste Management.

Once delivered to BMW, the gas will be used to fuel up to four gas turbines that will cogenerate electricity and hot water for the facility. All told, the landfill gas will fulfill approximately 20 percent of BMW's energy requirements.

"Cogeneration is used at many of BMW's worldwide facilities. We take great pride in being able to add a 'Green Power' component by using this renewable energy source," said Robert Hitt, Manager for Media and Public Affairs. "We take pride in being a good environmental partner with the community by simultaneously improving energy utilization and regional air quality." BMW is a charter member of the EPA's National Environmental Achievement Track that recognizes companies for their environmental stewardship and performance.

Construction on the multi-million dollar landfill gas-to-energy project is set to begin in July 2002, with a target completion date near the end of the year. Once complete this project will be one of the largest, direct use projects of its type in North America.

Corporations today view the development of renewable energy as essential to address their environmental and energy issues. Fossil Fuels are the single largest source of conventional air pollutants. Today there are a wide array of financially viable and environmentally preferable energy technologies, with more under development.

"In today's energy market, companies are looking for cost effective and environmentally responsible energy alternatives," said George Sakellaris, Ameresco's President and CEO. "Landfill gas-to-energy projects offer a significant opportunity for businesses to mitigate energy risks while being an environmental steward to local communities." 
April 30, 2002

Capstone Turbine Announces First Quarter Results

Capstone Turbine Corporation today reported revenue of $4.6 million for the quarter ended March 31, 2002, compared with revenue of $8.9 million for the first quarter of 2001. 

For the first quarter of 2002, Capstone's net loss was $12.0 million, or ($0.16) per share, compared to a net loss of $9.5 million, or ($0.12) per share, in the first quarter of 2001. The increase in net loss was primarily attributable to lower revenue and increased overhead related to the expansion of the Company's production capabilities. 

"We have implemented a number of initiatives designed to more effectively position Capstone to capitalize on the emerging distributed generation market," said Dr. Ake Almgren, President and CEO of Capstone Turbine Corporation. "These initiatives include: focusing on the combined heat and power market, reducing the total installed costs for microturbine systems, and improving quality and reliability. 

"These initiatives require that we work on the entire system solution brought to end users and not just on the microturbine. We have made progress during the first quarter, but there is still work to be done," said Dr. Almgren. 

Financial Highlights 

Capstone shipped 5.3 megawatts in the quarter, or 147 units, of which approximately 80% of the units were 30-kilowatts units. However, the company also repossessed 20 30-kilowatt units in the quarter, resulting in net shipments of 4.7 megawatts. Record sales to Europe and continuing strength in the Japanese market accounted for the majority of sales in the quarter. European sales were driven by 2.1 megawatts in units delivered to a leading European electric utility. This customer intends to utilize the Capstone MicroTurbine to expand its offering to its end users to include hot water and to use the electricity generated to supplement its existing infrastructure of centralized power plants and the electric grid. A year ago in the first quarter, with strong sales to OEMs and the benefit of demand from the western energy crisis, Capstone shipped 9.5 megawatts. In the fourth quarter of 2001, the Company shipped 11.1 megawatts. 

Gross margin in the first quarter of 2002 was negative $3.0 million, compared with approximately $0.3 million positive margin in the same period of 2001. The decrease in gross margin was primarily attributable to lower volumes in the current year and higher overhead costs resulting from the addition of the Company's recuperator core manufacturing facility in the third quarter of last year. Gross margin in the first quarter of 2002 was also impacted by higher warranty and inventory charges than a year ago. The margin losses were $0.5 million higher this quarter as compared with the last quarter of 2001, primarily reflecting the lower volume in the current quarter. 

Research and development expenses decreased to $1.4 million, compared with $2.8 million in the first quarter of 2001. R&D expenses are reported net of contract offsets such as the U.S. Department of Energy advanced microturbine program. Contract offsets were $1.3 million in the first quarter of 2002 and $0.1 million in the same period a year ago. 

Selling, general and administrative expenses decreased to $8.4 million, compared with $9.8 million in the first quarter of 2001. 

The Company reduced cash utilization to $6.5 million in the quarter, substantially less than the $10.8 million used in the fourth quarter of 2001 and the $19.2 million used in the first quarter of last year. The lower cash utilization reflected lower fixed asset additions and deferred timing of some expenditures. Overall, the Company continues to be in a strong financial position. As of March 31, 2002, Capstone held approximately $164.4 million in cash and cash equivalents, with no long-term debt. Inventory was reduced to $20.6 million from $22.0 million at December 31, 2001. The reduction in inventory was primarily attributable to the Company actively managing down its finished goods inventory built in the third quarter of 2001. Accounts receivable decreased to $5.3 million at March 31, 2002, compared with $8.0 million at year-end. 

Increased Focus on CHP 

"We continue to evaluate the numerous markets for distributed generation, and where our products are most applicable," said Dr. Almgren. "While we will continue to address the other markets we have historically sold into, we believe the combined heat and power (CHP) market holds the most potential for the company, and as such, we are increasing our focus on developing this market and communicating the value proposition of CHP." 

Outlook 

"Given the early stage of the distributed generation market, where the timing and size of orders is difficult to predict, there is a high degree of sales volatility and uncertainty to sales projections," said Norm Chambers, COO of Capstone Turbine Corp. "In this context, based on the various degrees of visibility we have of our pipeline of prospects, we believe that our sales will range between 29 and 58 megawatts for the full year. We continue to target approximately 60% of the units being 60-kilowatt units. For the second quarter, at our greatest degree of visibility, we see sales of approximately 3.7 megawatts, of which about 90% of the units are expected to be 30-kilowatt units. Further, we see a potential to another 3.0 megawatts of sales in the quarter, although this is less assured."
March 05, 2002
Kawasaki Successfully Petitions California's Public Utilities Commission to Raise Size Limits of Self Generation Incentive

In a decision handed down by the California Public Utilities Commission, the body changed an earlier ruling that would have placed a 1 megawatt limit on the size of distributed generation technologies eligible to receive funding from the $125 million per year incentive monies assigned in 2001. The fund, intended to aid commercial and industrial power users in their efforts to minimize California's total power consumption, lessen load on highly stressed utilities, and foster clean energy alternatives is administered by PG&E, Southern California Edison, and San Diego Gas & Electric Company, and will be eligible for assignment through 2005. 

According to Hiro Matsumura, President of Kawasaki Gas Turbines-Americas, ``this change to the initial ruling indicates the flexibility of the California utilities officials in their efforts to deliver a program that is both actionable by small industry and supportive of the overall goals set down by the Commission.'' 

Matsumura specifically pointed to Kawasaki's recent introduction of the GPB15X, a 1.4 megawatt unit that is the only commercially-available gas turbine equipped with Catalytica Energy System's XONON® cool combustion technology. This one-of-a-kind energy producer is recognized as the cleanest gas turbine available, producing less than 3 parts per million of nitrogen oxide (NOx) emissions. This new approach to achieving ultra low emissions is truly revolutionary. Other systems are reactive in nature and ``clean-up'' the exhaust by injecting it with ammonia or urea which are hazardous materials. A chemical reaction then takes place that reduces the NOx content of the exhaust. Kawasaki's approach is proactive. It minimizes the formation of NOx during the combustion process and eliminates the need for either ammonia or urea and their attendant problems. This saves the customer money, reduces system complexity, improves reliability, as well as protects the environment from potentially lethal spills of these chemicals. Kawasaki's new system is truly ushering in a new era in environmental friendliness for energy conversion equipment. 

``The CPUC's astute recognition of the needs of industrial users -- an ability to install units up to 1.5 megawatts -- and still retain eligibility for the incentive fund is a major step towards energy conservation and cleaner sources of power in California,'' said Matsumura. 

Gas turbines operate by compressing incoming air, combining the air with fuel, and combusting the mixture. That process releases the fuel's energy, forming hot gases that power the turbine. While conventional combustion systems require a flame to ignite the fuel, and high temperatures to maintain flame stability, Kawasaki's XONON®-equipped unit eliminates the need for the flame. Doing away with the flame results in lower combustion temperatures. Consequently, it is very difficult for nitrogen and oxygen to react and form harmful nitrogen oxides (NOx) which contribute to respiratory problems as well as the formation of SMOG. 

The Kawasaki GPB15X has particular applicability to the California fund's commercial and small industrial target market, as its footprint measures approximately 21 feet long by 8 feet wide, allowing for installations in numerous locations -- including rooftops and trailer-based applications. It also offers sites an easily maintained operational system combining cleanliness, versatility, and reliability. 

The Kawasaki GPB15X is especially suited for combined heat and power (CHP) applications. Commercial and industrial users may take advantage of the electric power produced by the gas turbine generator package and the steam available from the free waste heat -- approximately 11,100 pounds per hour of 125 psi process steam, when supplied with a heat recovery steam generator (HRSG).
February 11, 2002 CEC Certifies Capstone MicroTurbines to Stringent California Grid Interconnnect Standards
In a substantial move to advance distributed generation in the state, the California Energy Commission has certified the 30- and 60-kilowatt Capstone MicroTurbine(TM) energy systems as the first and so far the only products that comply with the requirements of its ``Rule 21'' grid interconnection standard.

``The CEC and all of California's major utilities spent more than a year jointly developing the landmark Rule 21 distributed generation interconnection standard,'' said Dr. Ake Almgren, President and CEO of Capstone Turbine Corporation. ``We are pleased that our innovative microturbine systems have now officially been certified as being safe for interconnection to the grid. We think this is a significant step toward growing distributed generation market access in California, and for Capstone differentiating its products in the California market.''

The CEC action is significant in that it has the potential to greatly streamline the process for connecting distributed generation systems to the grid, avoiding both costly external equipment procurement requirements and extensive site-by-site and utility-by-utility analysis. CEC certification to the Rule 21 standard essentially reduces the interconnection review process from, at times, upward of one year to a targeted 2-to-3-week process with significant cost savings.

A universal interconnection standard for distributed generation has been under development for several years by the Institute of Electrical and Electronics Engineers (IEEE) (www.ieee.org).

Capstone COO Norman Chambers said, ``CEC's certification opens the way for California businesses and public entities to more rapidly implement clean Capstone MicroTurbine energy solutions without the interconnection concerns that have, in the past, disproportionately impacted the economic advantages of doing so.''
February 07, 2002 Capstone Turbine Announces Fourth Quarter and Year End Results
Capstone Turbine Corporation reported revenue of $10.1 million for the quarter ended December 31, 2001, compared with revenue of $7.1 million for the fourth quarter of 2000.

For the fourth quarter of 2001, Capstone's net loss was $14.6 million, or ($0.19) per share, compared to a net loss of $6.4 million, or ($0.08) per share, in the fourth quarter of 2000. The increase in net loss is primarily attributable to increased expenses related to expanding the Company's sales organization and increased overhead related to the expansion of its production capabilities.

For the full year 2001, Capstone reported revenue of $36.0 million, compared with revenue of $23.2 million in 2000. Capstone's net loss decreased to $46.9 million, or ($0.61) per share, for the year ended December 31, 2001, compared with a net loss of $591.3 million, or ($12.82) per share, for the prior year. The Company's net loss in 2000 was impacted by non-cash charges, triggered by the Company's initial public offering, totaling $559.9 million associated with recording the preferred stock deemed dividend and fair market value accretion.

``During 2001, Capstone shipped 38 megawatts of power, which was an increase of more than 50% over 2000,'' said Dr. Ake Almgren, President and CEO of Capstone Turbine Corporation. ``Although some of the factors that created near-term demand in the first half of 2001 -- such as the energy shortage in California -- have abated, the fundamental drivers of demand for economically and environmentally beneficial distributed generation solutions continue to exist. Domestically, we still see growing levels of power consumption, high utility rates in significant regions, grid transmission constraints, increasing demand for more reliable and higher quality power, and both security and financial risks delaying or eliminating a number of large centralized power plant projects.

``In international markets, particularly Europe and Japan, demand is driven by a continuing interest in clean energy and maximized fuel efficiency, which also addresses global warming concerns. So we are optimistic about the future, and we believe that we can further grow megawatts shipped by 30% to 50% in 2002.''

Financial Highlights

Capstone shipped 225 units, comprised of 145 of its 60-kilowatt systems and 80 of its 30-kilowatt systems, in the fourth quarter of 2001 for a total of 11.1 megawatts versus 7.5 megawatts in the fourth quarter of 2000. Gross margin in the fourth quarter of 2001 was negative $2.4 million, compared with a slightly less than break-even gross margin in the same period of 2000. The decrease in gross margin was primarily attributable to higher overhead costs and larger inventory charges in 2001. The overhead costs resulted primarily from the Company's new recuperator core manufacturing facility, and the inventory charges related to write-offs of certain materials in inventory rendered obsolete in part by product improvements. These factors offset the improvements in gross margin gained through increased shipments of the higher margin 60-kilowatt systems.

Research and development expenses decreased to $2.5 million, compared with $2.9 million in the fourth quarter of 2000. R&D expenses are reported net of contract offsets such as the U.S. Department of Energy advanced microturbine program. Contract offsets were $0.7 million in the fourth quarter of 2001 and $0.1 million in the same period a year ago.

Selling, general and administrative expenses increased to $10.8 million, compared with $6.8 million in the fourth quarter of 2000. The increase is primarily attributable to the continued expansion of the Company's sales and marketing organization and higher legal fees related to patent support efforts.

The Company reduced cash utilization to $10.8 million in the fourth quarter, substantially less than the $18.7 million used in the third quarter of 2001. Overall, the Company continues to be in a strong financial position. As of December 31, 2001, Capstone held approximately $171 million in cash and cash equivalents, with no long-term debt.

Inventory was reduced to $22.0 million from $27.0 million at September 30, 2001. The reduction in inventory is primarily attributable to improved inventory management processes put in place during the fourth quarter. Accounts receivable increased to $8.0 million at year-end 2001, compared with $7.6 million at the end of the third quarter.

Sales and Marketing Initiatives

``Since I joined Capstone in November, we have focused our efforts on transitioning the Company to a market-focused sales operation,'' said Capstone COO Norm Chambers. ``We have realigned our sales organization to better support the needs of both the end users and our sales channel partners. We have assembled an experienced team to focus on reducing installation and commissioning costs, which have represented a significant portion of the total installed cost of our microturbines. We also have expanded the reach of our quality organization to look not only to the quality of our microturbines, but also to quality solutions for end users.

``Through the current structure of our sales and marketing organization, we feel that we are in a much better position to provide the necessary expertise and support to our business partners to ultimately drive volume sales,'' said Mr. Chambers.

``While it is clear we have some challenges ahead, I am very pleased with how the Company is adapting to better position itself for success in the marketplace,'' said Dr. Almgren. ``With the additions we have made to the management team in the past few months, and our enhanced understanding of how to effectively drive our products into the commercial markets, I feel that we have a solid platform upon which to make clear progress in 2002.''
January 29, 2002

PowerCold Subsidiary Power Sources Announces $660,000 in New Orders

Power Sources, Inc., a wholly owned subsidiary of PowerCold Corporation, announced today over $600,000 in two new orders for cogeneration plants in New York City.

These include a $308,000 order for a state-of-the-art 800 kw cogeneration plant at a Queens recycling facility and a $360,000 contract to build a high efficiency 1,000 kw on-site cogeneration plant at a major New York City bakery.

Joe Cahill, president of Power Sources said, ``Utility electric rates in New York City are some of the highest in the country. To be competitive, manufacturing companies must use an enlightened approach to their energy needs. Our co-generation facilities optimize and ultimately utilize 80% of the input fuel as productive energy avoiding the inherent inefficiencies of central plant utility power production that usually treats thermal heat as a waste product by dumping it into the atmosphere or waterways. Because of the high electricity rates, we are experiencing strong demand for our cogeneration units.''

``In the case of the recycling center,'' Cahill said, ``the facility will provide power the local utility cannot currently provide. It will also cut electric costs at the site by more than 40% and will provide hot water to wash down trucks as well as space heating during the winter months. The bakery plant will generate a projected $220,000 of savings annually by using smart approaches to their energy needs. The system will produce all of the facility's electricity and much of its thermal needs such as steam for proofing bread dough and hot water for equipment wash down and domestic use.''

Power Sources, a major co-generation equipment provider in the New York metropolitan area, has approximately $3.8 million in backlog contract orders and is projecting some $6.5 million in co-generation contract proposals will close in 2002.

PowerCold CEO Frank Simola said, ``We are experiencing excellent progress in each of our four operating units with important new orders. We anticipate announcing significant new additional business in the months ahead.'' Last week, PowerCold announced nearly $400,000 in work in progress at the company's PowerCold Products division in Texas.
January 16, 2002
Capstone Retains Karen K. Clark as Chief Financial Officer

Leading microturbine power systems manufacturer Capstone Turbine Corporation announced today that Karen K. Clark has joined Capstone and will serve as Chief Financial Officer. Reporting directly to Capstone President and CEO, Dr. Ake Almgren, Clark will be responsible for all aspects of the Company's financial planning and analysis. 

``We are extremely pleased to add an individual of Karen's talent and background to our management team,'' said Almgren. ``Karen met all of the criteria that we established for our new CFO including experience in a number of senior financial positions within public companies and a strong background in manufacturing. In addition, Karen brings to Capstone an understanding of the energy industry, which is the industry we serve. We are impressed with the breadth of Karen's experience in accounting, administration and finance. We are happy to have Karen as a member of our executive team and believe that she is ideally suited to help lead our company as we continue to develop and grow our markets.'' 

``I am very excited to join Capstone, particularly at a time when it has added a number of other talented individuals to its management team who are committed to taking the company to the next level,'' said Karen Clark. ``I firmly believe that the market for distributed generation presents exceptional long-term growth opportunities and I am pleased to be part of a company that is well positioned to extend its leadership position in this industry.'' 

Clark joins Capstone after serving as Senior Vice President and CFO of PacifiCorp, an electric utility service provider with fiscal 2001 revenues of $5 billion. In this role, she was involved in major financial and operating decisions, including establishing commodity trading policies and limits, new business development, capital spending and regulatory policy. 

Prior to PacifiCorp, Clark was Senior Vice President of Finance for Sunbeam Corporation, a publicly held consumer goods company with worldwide operations and annual revenues in excess of $2 billion. She was a member of the new senior management team brought in to attempt a turnaround of the company and was responsible for several finance functions. Clark joined Sunbeam as a result of its acquisition of The Coleman Company, Inc., where she held the position of Vice President of Finance from 1997 through 1999. 

For sixteen years prior to joining Coleman, Clark held finance positions in manufacturing and technology companies and worked as a Certified Public Accountant and Certified Management Accountant in public accounting.
