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IN FOCUS: CAPSTONE’S AFTERMARKET SERVICE OPPORTUNITY DRIVING GROWTH

AND MARGIN EXPANSION.

This issue focuses on Capstone’s (CPST) aftermarket business
opportunity and related growth drivers and margin expansion.
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THE ETI ALPHADIRECT INSIGHT

As Capstone drives to reach profitability, the aftermarket con-
tinues to play an important role in achieving this objective.
Specifically, aftermarket service contracts will help drive mar-
gin expansion as these contracts generally carry attractive
margins relative to equipment sales alone. As the service con-
tract attach rates increase, the favorable mix should help to
drive overall expansion for the company. This is especially crit-
ical for markets such as CHP/energy efficiency and renewa-
ble energy, where service confracts are more relevant vs.
other markets such as the oil and gas sector. Customers in the
oil and gas sector have stronger technical knowledge with in-
ternal maintenance resources, often due to stringent reliability
and safety requirements. Other markets, however, lack the
expertise and technical personnel and the growing demand
to manage maintenance is creating a significant opportunity
for Capstone.
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CPST Business Snapshot

HQ: Chatsworth, California

Nasdaq Ticker: CPST (NASDAQ)

Full Time Employees: 173

Stock Price: $0.73*

Market Cap: $27.29*

Website: www.capstoneturbine.com
*As of March 14, 2017
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About EnergyTech Investor
EnergyTech Investor, LLC (ETl) is a strategic advi-
sory and independent research firm that delivers
innovative investor inteligence programs, inves-
for relations expertise and new investor outreach
strategies to companies across the Energy Con-
version and Industrial Technology sectors. ETl's
mission is to generate insightful and credible in-
formation flow between companies and their in-
vestors through a broad portfolio of investor intel-
ligence products that helps investors clearly un-
derstand the issues impacting a company and
their stock price including strategic direction,
technology and industry dynamics. EnergyTech
Investor was founded by Wall Street veteran and
research analyst, Shawn Severson, after seeing a
fundamental shiff in the investment industry that
resulted in less fundamental research conducted
on small cap companies and a significant de-
cline in information available to the average in-
vestor. ETl's mission is to bridge that information
gap and deliver solutions to both companies and
investors.

To learn more, visit:
www.energytechinvestor.com
or follow us on LinkedIn or Twitter.
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Participants

Mr. Darren Jamison

Chief Executive Officer and President

Capstone Turbine Corp.

Mr. Jamison joined Capstone in December 2006
as President and Chief Executive Officer and has
been a director since December 2006.
Mr. Jamison joined Capstone from Northern
Power Systems, Inc., a company that designs,
manufactures and sells wind turbines into the
global marketplace, where he served as Presi-
dent and Chief Operating Officer and Executive
Vice President of Operations. Prior to joining
Northern Power Systems, Inc., Mr. Jamison was
Vice President and General Manager of Distrib-
uted Energy Solutions for Stewart & Stevenson
Services, Inc., a leading designer, manufacturer
and marketer of specialized engine-driven
power generation equipment to the oil and gas,
renewable and energy efficiency markets. He
holds a Bachelor of Arts degree in Business Ad-
ministration and Finance from Seattle University.

Mr. Shawn Severson

Founder & CEO

EnergyTech Investor, LLC

Mr. Severson is the founding partner and CEO of
EnergyTech Investor, LLC. He has over 20 years of
experience as a senior research analyst covering
the technology and cleantech industries. Prior to
founding ETl he lead the Energy, Environmental
and Industrial Technologies practice at the
Blueshirt Group, a leading growth company in-
vestor relations firm. He was frequently ranked as
a top research analyst including one of the Wall
Street Journal’s “Best on the Street” stock pickers
and multiple awards as Starmine’s fop three
stock pickers.
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ABOUT CAPSTONE TURBINE CORP.
Capstone Turbine Corporation® is the
world’s leading developer and manufac-
turer of clean-and-green microturbine
power generation systems, and was first to
market with its high efficiency air bearing
turbine technology. Capstone has shipped
thousands of microturbines to customers
worldwide. These innovative and award-
winning systems have logged millions of
documented runtime operating hours and
are compliant with current and future
emissions regulations.

With over 86 distributors worldwide, Cap-
stone’s low-emission microturbines serve
multiple vertical markets with industry-
leading reliability and efficiency. Cap-
stone offers a comprehensive product
lineup, providing scalable solutions from
30kW to 30MW. Capstone microturbines
can also operate on a variety of gaseous
or liquid fuels and are the ideal solution for
todays distributed generation needs.

Capstone is a member of the U.S. Environ-
mental Protection Agency's Combined
Heat and Power Partnership which is com-
mitted to improving the efficiency of the
natfion’s energy infrastructure and reduc-
ing emissions of pollutants and greenhouse
gases. A UL-Certified ISO 9001:2015 and
ISO 14001:2015 company, Capstone s
headquartered in the Los Angeles area
with sales and/or service centers in the
United States, Latin America, Europe, Mid-
dle East and Asia.
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Shawn Severson: First, | would like to thank
you, Darren, for taking the time to speak with
us again today. The last fime that we spoke,
we discussed Capstone as the leader in mi-
croturbine technology and the distributed
power megatrend. Today our focus will be on
the growing aftermarket business and service
opportunity. For investors still new to Cap-
stone, can you start by giving us a brief over-
view of Capstone’s core market and appli-
cationse

Darren Jamison: Absolutely. Capstone is a
high efficiency, clean energy, power gener-
ation technology. Although we operate in
several markets, we focus primarily on three
core markets. Our largest market today is
what we call combined heat and power
(“*CHP") and combined cooling, heat and
power (“CCHP"), which for Capstone makes
up the energy efficiency market. The energy
efficiency market consists of office buildings,
hotels, healthcare facilities, and universities
as well as commercial and industrial custom-
ers who are looking to lower their operational
energy expense. Our next biggest market is
oil and gas for onshore and offshore drilling
operations, pipelines, compression stations
and cathodic protection, which is frequently
used in the shale industry and offshore plat-
forms. Our third market is what we call renew-
able energy. Renewable energy for Cap-
stone means farm digesters, landfills, solid
waste and wastewater freatment plants - es-
sentially any biogas that you can get from or-
ganic materials or green waste that can be
used in our microturbine systems. We also
serve in smaller markets such as fransporta-
tion and some marine.

Shawn Severson: Thank you, Darren. So, let's
move on to today’s topic. Could you start by
giving us an infroduction to your aftermarket
support and service organization?
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Darren Jamison: Yes. The aftermarket busi-
ness is an important part of our product offer-
ings, especially as our fleet continues to grow.
To date, we have shipped approximately
9.000 units worldwide spanning across 73
countries. As our fleet of microturbines
expands and matures, our aftermarket sector
becomes a more important part of our
business, one that will be more robust and
profitable with each passing quarter. We are
a bit different than other power generation
technologies. Traditional technologies tend
to have dozens if not several hundred moving
parts, while Capstone only has one. For ex-
ample, tfraditional technologies like internal
combustion engines are your classic razor
that you read about in business school, where
they sell the razor at a lower cost and make
their money on the aftermarket blade refills.
We are very different — we are the electric ra-
zor — and as aresult, we do away with a lot of
the traditional maintenance, like oil changes,
belts, hoses, spark plugs, valve adjustments
and so forth. At Capstone we are really selling
lifecycle cost guarantees as opposed to long
term pay-as-you-go parts replacement and
service agreements.

Shawn Severson: Can you talk about the fac-
tory protection plan (FPP) and its different
features and optionse For example, the pro-
tection against unscheduled maintenance
repairs, minimizing downtime, efc.2

Darren Jamison: What's different about our
aftermarket service offerings is that most
technologies offer customers a one-year war-
ranty and then they offer very limited or very
short-term maintenance agreements where
they only perform the  scheduled
maintenance listed in the operations manual.
As | mentioned, we are different because we
only have one moving part, digital controls,
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and power electronics, and we are an in-
verter-based technology like the solar indus-
try. Capstone offers standard five- and nine-
year factory protection plans, which mean
that lifecycle costs are basically guaranteed
and backed by the factory. What that means
to the customer is that for any scheduled or
unscheduled maintenance that needs to be
performed on the unit, we will cover the
mainfenance repair via our local distributor
under our comprehensive factory protection
program. Regardless of where you are in the
world, our factory trained authorized distribu-
tors will complete the maintenance work for
our customers in a fimely and professional
manner. Our distributors will then bill us di-
rectly for the repair - not the customer. The
FPP contracts are paid in advance by our
customers, either quarterly or annually. This is,
in some ways, similar to that of an insurance
policy and just like your car insurance or your
home insurance, for example, if you don't
pay for your policy and you have a claim,
you are not covered. So, it's important that
our customers purchase a protection plan
upfront in order to avoid any lapse in cover-
age, should they ever need it.

Shawn Severson: Can you explain why and
how your plan is different from other service
plans and contracts currently available on
the market today?e

Darren Jamison: Yes, our plan is different very
much like our products are different com-
pared to the more fraditional internal com-
bustion engines, which are a virtual concert
of moving parts consisting of pistons, valves,
cylinders, hoses, antifreeze, grease, motor oil,
auxiliary equipment, batteries and other
components. These parts need scheduled
maintenance and often experience un-
scheduled failures at the most inopportune
times. The “engine guys” typically like to sell
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the product at the lowest cost and make all
their money in the aftermarket when the cus-
tomer has the lowest leverage. Again, let’s
refer back to the razor theory where they
make their money from the aftermarket parts
- the blade refills. As an example, Caterpillar
probably does it better than anybody else in
the world. They will get you a spare part within
24 hours regardless of your location. That is ex-
cellent, but unfortunately, you are also
spending money on these spare parts, and
there is often a reason you need to get the
spare parts within 24 hours. Capstone’s tech-
nology is different: we have patented air
bearings, we have one moving part. We only
change the air filter about once a year, our
injectors about every two and a half years
and we do a top-end overhaul at five years.
Since there are so few actual maintenance
events, it feels more like a lifecycle guarantee
or even a long-term partnership where we,
Capstone, will stand by the product, unlike
anybody else in the industry. Currently, there
is nobody else offering a standard nine-year
comprehensive all-inclusive service program
with no questions asked like we do.

Source: www.capstoneturbine.com
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Shawn Severson: Thank you, Darren. Can you
expand on your customer base and the ap-
plications where your aftermarket strategy is
most effective?

Darren Jamison: Yes, we are working hard to
make our aftermarket strategy more effec-
tive, but the energy efficiency segment is
where we receive the highest attachment
rate. Obviously, if you're a hotel, a hospital or
an industrial customer, you don't have local,
highly-trained staff to do maintenance on this
type of high-tech equipment. If you have
staff assigned to this kind of high-tech mainte-
nance, you usually only have one person,
and that person already has a lot on their
plate. So, we receive a very high attachment
rate for energy efficiency and CHP projects.
In some geographical areas like New York,
the Mid-Atlantic and California, | believe we
are almost up to 100 percent energy
efficiency attachment rate, which is certainly
our goal.

In renewable energy, the attachment rate is
not as high as in energy efficiency because
you have waste water treatment plants and
municipal landfills that normally do a lot of
their maintenance work themselves. How-
ever, if you are a brewery, a farm digester or
other similar application, you are more likely
to buy the long-term service agreement that
Capstone offers.

The most challenging sector is by far oil and
gas, which has the lowest attachment rate.
This sector tends to have local personnel that
are highly trained individuals that prefer to
monitor their systems with onsite experts. In
addition to that, they are also very critical of
safety and other reliability issues and prefer to
have their own repair technician’s onsite
24/7. As a part of our efforts to expand and
grow within this sector, we have launched a
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long-term warranty program in order to sell
extended warranties or manufacturer’'s war-
ranties rather than selling long-term service
agreements. We launched this warranty pro-
gram recently and believe that it will help im-
prove the aftermarket attachment rate
within the oil and gas side of the business.

Shawn Severson: Could you discuss what is
driving growth in the aftermarket business
and the long-term service confract backlog?
Also, what can Capstone do to get higher
close rates on the units sold?

Darren Jamison: In our case, the drivers that
determine growth in our aftermarket business
are two-fold. One, our distributors are getting
better at explaining the many benefits and
selling the factory protection plan. In the be-
ginning, they were very focused on just selling
the product, but now they realize that selling
an affermarket protection plan or the ex-
tended warranty is critical to their profitability
and repeat orders. These services keep the
distributors very close to the customer. In
addition, as the product continues to im-
prove over time, everybody makes more
money, which in furn makes everybody
happy. | think distributors are waking up to the
value that it adds to their own business and
their franchise as a long-term recurring reve-
nue stream. It is good for everybody - it's
good for Capstone, good for the distributor
and good for the customer. Two, for Cap-
stone, it's about getting the attachment rates
up, focusing on the key markets and getting
to the customers early in the sales process. It's
very challenging to get a customer to sign a
long-term service agreement if the units have
already been installed and running for three
years and without a single failure. Getting to
the customer at the time of sale or after the
manufacturer's warranty expires at the latest
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are the two most critical times to get custom-
ers into a long-term maintenance partner-
ship.

Source: www.capstoneturbine.com

Shawn Severson: Help us understand the af-
termarket business’ impact on margins and
also the percentage of revenue it represents
today.

Darren Jamison: We have seen our backlog,
especially for the FPP business, grow in the last
three years from about $35 million to $77 mil-
lion, and it's continuing to accelerate despite
some of the headwinds we have experi-
enced on the unit demand side. Because
these are five-year/nine-year contracts, they
are not rolling off the books as quickly as we
are adding them. Every quarter our FPP
backlogs are increasing regardless of
whether our sales are going up or down dur-
ing that quarter. This is absolutely crucial for
us. The margins are improving as the product
improves and the latest Signature Series ver-
sion of our C1000 product had 83 discrete im-
provements, both in performance and relio-
bility. As product performance improves, the
lifecycle cost improves and as these are firm
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fixed contracts, it's a win-win for everyone. To-
day, we are at about 35 percent gross mar-
gin, but with the launch of the new Signature
Series, we anficipate that within the next 18
months, we should be pushing 50 percent
gross margin. It is significant to go from 35 per-
cent gross margin to 50 percent gross margin,
and this kind of revenue growth is helping us
on both ends.

Shawn Severson: Help us understand the role
your aftermarket business plays in achieving
your goal of cash flow breakeven and just
how critical it is to achieve this inflection
point.

Darren Jamison: Absolutely, that is actually
the most important question of them all. In our
last earnings call, | presented a new slide that
| thought would be beneficial to our investors
that outlined our previous, new and future
quarterly business models. | think it is ex-
tremely important and believe that so many
people may have missed the significant
tectonic shift in our business. We have gone
from an R&D company to a product
company, and now to a product company
with a very robust aftermarket service busi-
ness. In the past, in order to achieve
breakeven as a product company, we had
to sell about $35 million in product each and
every quarter. Today, as a product company
with a growing robust aftermarket business
we're pushing $10 million in aftermarket ser-
vice revenue, and those margins are improv-
ing, as | mentioned on the earnings call, and
with our lower cost structure, we only need to
sell about $15 million of product a quarter.
This is an incredibly huge paradigm shift, go-
ing from selling and shipping $35 million in
product a quarter to breakeven, to only $15
million a quarter is a game changer. It is
simply riding on the back of two things: The
accessory FPP sales and the lower operating
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expenses, which are part of our key strategic
plan. As we move forward, we can get to
what | call 100 percent absorption. When |
was working for Stewart & Stevenson, this was
a key business model for us, and we are em-
ploying the very same strategy here at Cap-
stone. 100 percent absorption means that
you eventually get to the point where your af-
termarket parts and service business is robust
enough to cover all of your operating ex-
penses on both a quarterly and annual basis;
just on aftermarket parts and FPP service rev-
enue. Therefore, you are essentially reces-
sion-proof, and all product margins during
the quarter drop straight to the bottom line.
It is a great business model and one we are
striving to get to as quickly as possible.

Shawn Severson: Can you briefly discuss the
atfachment rate with each new unit sold?
What is the most common reason for clients
to resist the factory protection plan@

Darren Jamison: Unfortunately, we don't dis-
close that in detail because it varies so much,
but for several reasons. It varies across each
market and on how confident and capable
the distributor is. As | mentioned, for our more
mature distributors, like E-Finity Distributed
Generation, Regatta Solutions, and RSP Sys-
tems, the attachment rates are extremely
high. However, other newer or less mature dis-
tributors are still more focused on new prod-
uct sales, and they don't quite understand
the value of the aftermarket sales programs
just yet. As aresult, the attachment rates vary
widely by each distributor and their matura-
tion as well as the market verticals in which
they operate. With that said, energy effi-
ciency, oil and gas, and renewable energy
all have different attachment rates. Overall,
we are doing several things that are some-
what proprietary to help increase the attach-
ment rates. Similar to when you rent a car,
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and they make sure that you sign your name
four times on the rental contract when you
do not opt for the rental car insurance. We
are making sure that our customers fully un-
derstand that if they self-insure with our prod-
uct, they are going to shoulder that risk alone
instead of becoming our long-term aftermar-
ket partner. We are making sure that they un-
derstand the value of the FPP and extended
warranty plans we offer and that we can
guarantee them very competitive lifecycle
costs, and ultimately take the risk out of the
equation. Nine years is a long time for us to
take that kind of risk, especially in today's
world, but we strive to provide our customers
with that kind of satisfaction and long-term
peace of mind.

Source: www.capstoneturbine.com

Helping Investors Make Intelligent Decisions Through Better Information.
| (415)-233-7093 (tel) | www.energytechinvestor.com | research@energytechinvestor.com |



Shawn Severson: Lastly, what are some up-
coming milestones or targets that investors
should look forg

Darren Jamison: | would say that as it relates
to our aftermarket business, there are three
main targets. First, you should look closely at
our accessories, parts and FPP revenue as it
confinues to grow quarter over quarter. Our
total non-product related revenue should
reach those key $10 million quarterly numbers
or $40 million a year very soon. We are push-
ing about $8 million per quarter today and
are growing each quarter. When we get to
that $10 million mark, it will drive the profitabil-
ity model to get Capstone to breakeven as
quickly as possible. Second, while margins in
FPP long-term service contracts are at ap-
proximately 35 percent today, they should be
driven up to 50 percent within the next 18
months. We can actually go higher than 50
percent as more Signature Series products
enter the field. However, | do believe that 50
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percent is a significant milestone and also
very similar fo other mature, world-class ser-
vice organizations. The third target is to look
for our FPP backlog to surpass our product
backlog. Today, our FPP long-term service
confract backlog is about $77 million, and
our product backlog is over $100 million. As |
mentioned before, our FPP service backlog is
growing every quarter regardless of new
product sales and shipments, so you should
see service and sales numbers flip. It may be
a close race between the two for a while, but
as oil and gas continues to come back online
and as we penetrate new geographic mar-
kets, we will look forward to seeing both our
product and service backlogs grow in leaps
and bounds.

Shawn Severson: Thank you very much for
your time, Darren. We look forward to an-
other conversation with you soon.

Darren Jamison: Thank you, Shawn.
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SHAWN SEVERSON
FOUNDER AND CEO

Mr. Severson founded EnergyTech Inves-
torin 2016 after seeing a significant com-
munication and information gap devel-
oping between small and micro-cap
companies and the financial commu-
nity. Mr. Severson has over 20 years of
experience as a senior research analyst
covering the technology and cleantech
industries. Previously, he was Managing
Director at the Blueshirt Group where he
was the head of the Energy, Environ-
mental and Industrial Technologies prac-
tice. Prior to the Blueshirt Group, Mr. Sev-
erson was at JMP Securities where he
was a Senior Equity Research Analyst
and Managing Director of the firm’s En-
ergy, Environmental & Industrial Technol-
ogies research team. Before joining JMP,
he held senior positions at ThinkEquity,
Robert W. Baird (London) and Raymond
James. He began his career as an Equity

Research Associate at Kemper Securi-
ties. He was frequently ranked as a top
research analyst including one of the
Wall Street Journal’s “Best on the Street”
stock pickers and multiple awards as
Starmine’s fop three stock pickers.
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DISCLOSURE

EnergyTech Investor is an independent research and publishing
organization, not a licensed broker, broker dealer, market maker,
investment banker, or underwriter. This report is published solely for
informational purposes and is not to be construed as an offer to
sell or the solicitation of an offer to buy any security in any state.
This is not a complete analysis of every material fact regarding any
company, industry or security.

A fee has been paid for the sponsored material contained herein
(the “Sponsored Materials”), in either cash or restricted stock, by
the indicated Company. Additionally, we may perform consulting
or advisory services for Companies that we produce and pubilish
research for.

The Sponsored Materials are not and should not be construed as
an offer to sell or the solicitation of an offer to purchase or
subscribe for any investment. No informatfion in the Sponsored
Materials should be construed as individualized investment
advice. A licensed financial advisor should be consulted prior to
making any investment decision. ETl makes no guarantee,
representation or warranty and accepts no responsibility or liability
as to its accuracy or completeness of the Sponsored Materials.

ETl assumes no warranty, liability or guarantee for the current
relevance, correctness or completeness of any information
provided. Furthermore, we assume no liability for any direct or
indirect loss or damage or, in particular, for lost profit, which you
may incur as a result of the use and existence of the information,
provided within the Sponsored Materials. We may distribute our
reports through other organizations or companies.
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