March 03, 2003

Capstone C60 First Microturbine Certified to Meet 2003 California Emissions Requirements

Capstone Turbine, a leading producer of low-emission microturbine energy systems, announced that its C60 product is the only mechanical power generation product now state-certified to meet California's stringent new distributed generation emissions standards that went into effect January 1, 2003. 

The new requirement covers smaller scale generators, which have been exempt from the permitting requirements of the Air Quality Management Districts of the California Air Resources Board (www.arb.ca.gov). 

The only other power generator certified to meet the 2003 distributed generation requirement for sale in California is a fuel cell manufactured by the UTC Fuel Cells business unit of United Technologies Corporation (www.utc.com). Capstone and UTC, four months ago, entered into a strategic alliance agreement that includes distribution in North America and Europe of Capstone MicroTurbine(TM) systems. 

"No changes were needed to our C60 system to meet the requirements, which we see as a validation of Capstone's leadership in clean distributed generation products," said Capstone Interim CEO Emily Liggett. "We fully support California's effort to mandate very-low-emission requirements for distributed generation. It is our hope that other states adopt similar regulation." 

Capstone MicroTurbines -- which use no lubricants, coolants or other hazardous materials -- achieve low emissions without any post-combustion devices or chemicals. In contrast, most distributed generation equipment, whether fueled by diesel or by natural gas, commonly require relatively costly exhaust processing devices and/or chemicals to reduce pollutant and other toxic emissions.
February 27, 2003

Capstone Turbine Announces Results for 2002

Capstone Turbine Corporation today reported its results for the year ended December 31, 2002. 

Revenue for the quarter ended December 31, 2002 was $3.6 million as compared with $10.1 million for the fourth quarter of 2001. Capstone shipped 3.4 megawatts of power during the fourth quarter of 2002. This compares with 3.2 megawatts in the third quarter of 2002 and 11.1 megawatts during the fourth quarter of 2001. 

For the fourth quarter of 2002, Capstone's net loss was $20.7 million, or ($0.26) per share. Included in this were two significant adjustments, a $5.0 million impairment charge, or ($0.06) per share, related to the recuperator core manufacturing facility and a $3.6 million charge, or ($0.05) per share, to adjust the warranty reserve balance for anticipated obligations. Excluding these charges, the loss for the quarter was $12.1 million or ($0.15) per share compared to a net loss of $14.6 million, or ($0.19) per share, in the fourth quarter of 2001. 

For the full year 2002, Capstone reported revenue of $19.5 million, compared with revenue of $36.0 million in 2001. Capstone's net loss increased to $74.4 million, or ($0.95) per share, for the year ended December 31, 2002. The 2002 loss included ($0.20) per share for an impairment charge recorded in the second quarter and ($0.11) per share for the impairment and warranty adjustments recorded in the fourth quarter. Excluding these charges, results for the year would have shown a loss of $49.8 million, or $(0.64) per share compared with a net loss of $46.9 million, or ($0.61) per share, for the prior year. 

"While tight capital spending in the market impacted Capstone in 2002, the Board believes management is making progress on the fundamentals necessary to build long-term success," said Eliot Protsch, Chairman of the Board of Directors of Capstone. "The company has many enthusiastic customers for its products in a wide variety of applications. Now we need to focus on the markets and applications with the greatest near-term potential. Under the leadership of our interim CEO, Emily Liggett, Capstone is addressing this challenge." 

"We have made a number of changes designed to further strengthen our position as the leader in microturbine technology, while also taking steps to conserve our cash," said Ms. Liggett. "We believe these steps are important to seeing us through to becoming a profitable company within our existing cash resources. For immediate actions, we have identified three high-leverage areas for the company. These areas are focused vertical markets, lower maintenance costs and targeted new product development." 

Ms. Liggett continued, "We are focusing on those markets where our sales channel partners are strong allies in providing complete solutions to end users. We realize that we do not need to provide the entire solution ourselves, but do need to make sure it exists for customers. We believe that working with our business partners to provide tailored solutions for specific end user applications is imperative to building the rate of adoption of microturbines. 

"We are also working with our channel partners to address what we now realize are higher channel inventories than we had previously identified," said Ms. Liggett. "We estimate that today, up to 700 units are available for sale from our channels. We are working in concert with our channel partners as they place this inventory. We believe this will impact Capstone's sales of products in 2003 and that 2002 sales were impacted by about 200 units that were shipped from channel partner inventories in that year." 

Fourth Quarter Financial Highlights 

Capstone shipped 69 units, comprised of 45 of its 60-kilowatt systems and 24 of its 30-kilowatt systems, in the fourth quarter of 2002. Product shipments in the quarter resulted in $2.6 million of revenues as compared with $8.8 million of product revenue in the same period a year ago. In the quarter, revenues from the sales of parts, accessories and service were $1.0 million compared with $1.3 million in the same period of the prior year. 

Gross loss increased $10.0 million from the loss realized in the fourth quarter of 2001. This was primarily due to $8.6 million from the impairment and warranty adjustments recorded in the current period and $1.2 million from lower sales volume. 

Research and development expenses are reported net of contract offsets such as the U.S. Department of Energy advanced microturbine program. Excluding the benefit of these offsets, $1.5 million and $0.7 million in 2002 and 2001, respectively, research and development expenses were $3.5 million, or $0.3 million higher in 2002 than in 2001. 

Selling, general and administrative expenses decreased to $6.8 million, compared with $10.8 million in the fourth quarter of 2001. The decreased costs between periods are due to lower spending in 2002 and $1.3 million in lower amortization expense in the current quarter resulting from having fully impaired the marketing right earlier in the year. 

Inventory at the end of 2002 was $15.9 million. While this inventory is expected to be used over time, only a portion of it is expected to be used to meet anticipated sales in 2003. The remainder is expected to be used in future periods. Therefore, $9.1 million was classified as current inventory and the remaining $6.8 million was long term. 

The Company reduced cash utilization to $4.0 million in the fourth quarter, substantially less than the $10.8 million used in the third quarter of 2002 and the $10.8 million used in the fourth quarter of 2001. Operating activities used $7.1 million in cash in the fourth quarter of 2002 versus $9.2 million in the same period of 2001. Overall, the Company continues to be in a strong financial position. As of December 31, 2002, Capstone held approximately $140.3 million in cash and cash equivalents, with no long-term debt.
