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PROSPECTUS SUPPLEMENT

(To Prospectus dated February 4, 2009)

Capstone Turbine Corporation

22,550,000 Shares of Common Stock

Warrants to purchase up to 22,550,000 Shares of Common Stock
and up to 19,000,000 shares to be issued upon exercise of Additional Sale Options

We are offering up to 22,550,000 shares of our common stock, par value $0.001 per share, and warrants to purchase up to 22,550,000 shares of
our common stock. The common stock and warrants will be sold in units, with each unit consisting of one share of common stock and a warrant
to purchase one share of common stock. The warrants can be exercised during the period commencing on the date that is six months and one day
from the date of original issuance and ending on October 31, 2013 and may be exercised at a price of $1.55 per share. Each unit will be sold at a
negotiated price of $1.11 per unit. Units will not be issued or certificated. The shares of common stock and warrants are immediately separable
and will be issued separately. Additionally, we have obtained an option from the purchasers of these securities that allows us to require the
purchasers to purchase up to a maximum of 19,000,000 additional shares of our common stock from us, the first such option exercise period
beginning in approximately six months and the second such option exercise period beginning in approximately twelve months from the date
hereof (each such option referred to in this prospectus as an additional sale option). The sale price for the additional shares will be based on a
fixed 6.0% discount to the lesser of the closing bid price and the volume weighted average price (VWAP) measurement at the time we exercise
an additional sale option. We cannot require an individual purchaser to purchase more than $25,000,000 of additional shares pursuant to the
additional sale options. The shares of common stock, warrants, shares of common stock exercisable under the warrants and the additional shares
of common stock that may be purchased by the purchasers pursuant to the additional sale options are sometimes collectively referred to herein as
the securities. See Description of Securities We Are Offering for a more complete description of the additional sale options, beginning on
page S-20.

Our common stock is listed on the Nasdaq Global Market under the symbol CPST. On February 28, 2012, the last reported sale price of our
common stock on the Nasdaq Global Market was $1.18 per share.

We are offering these shares of common stock and warrants to purchase common stock and the shares of common stock issuable upon exercise
of the additional sale options, if any, on a best efforts basis primarily to institutional investors. We have retained Lazard Capital Markets LLC to
act as the exclusive placement agent in connection with this offering.
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Investing in our securities involves risks. You should read this prospectus supplement and the accompanying prospectus carefully

before you make your investment decision. See Risk Factors beginning on page S-4 of this prospectus supplement, page 2 of the
accompanying prospectus, as well as the documents we file with the Securities and Exchange Commission that are incorporated by
reference therein for more information.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities or
passed upon the accuracy or adequacy of this prospectus supplement or the accompanying prospectus. Any representation to the
contrary is a criminal offense.

Per Unit Total
Offering price (1) $ 1.11  $ 25,030,500
Placement agent s fees (1) $ 007 $ 1,501,830
Proceeds, before expenses, to us (1) $ 1.04 $ 23,528,670

(1) Does not include shares of common stock which may be issued upon the exercise of the warrants or upon the exercise of any additional sale
option. The placement agent will be paid a placement fee of 5.0% of any shares purchased through any exercise of any additional share option.

We estimate the total expenses of this offering, excluding the placement agent s fees, will be approximately $397,500. The placement agent is
not purchasing or selling any securities pursuant to this prospectus supplement or the accompanying prospectus, nor is it required to place any
specific number or dollar amount of the units offered in this offering, but will use its reasonable best efforts to place the units. Because there is

no minimum offering amount required as a condition to the closing of this offering, the actual public offering amount, placement agent s fees and
proceeds to us are not currently determinable and may be substantially less than the maximum amounts set forth above. We expect that delivery
of the units being offered pursuant to this prospectus supplement and the accompanying prospectus will be made on or about March 5, 2012.

LAZARD CAPITAL MARKETS

Prospectus Supplement dated February 29, 2012.
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You should rely only on the information contained or incorporated by reference in this prospectus supplement, the accompanying
prospectus and any free writing prospectuses we may provide to you in connection with this offering. We have not, and the placement
agent has not, authorized any other person to provide you with any information that is different. If anyone provides you with different
or inconsistent information, you should not rely on it. We are not making an offer to sell these securities in any jurisdiction where the
offer or sale is not permitted. The information contained in this prospectus supplement, the accompanying prospectus, the documents
incorporated by reference herein and any free writing prospectuses we may provide to you in connection with this offering is accurate
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only as of their respective dates. Our business, financial condition, results of operations and prospects may have changed since those
dates.

No action has been taken or will be taken by us or the placement agent that would permit a public offering of our common stock or
warrants or the possession or distribution of this prospectus supplement or the accompanying prospectus in any jurisdiction where
action for that purpose is required, other than in the United States.
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ABOUT THIS PROSPECTUS SUPPLEMENT

This prospectus supplement and the accompanying prospectus are part of a registration statement that we filed with the Securities and Exchange
Commission, or SEC, utilizing a shelf registration process. We are providing information to you about this offering in two parts. The first part
is this prospectus supplement, which describes the specific terms of the securities we are offering and also adds to and updates information
contained in the accompanying prospectus and the documents incorporated by reference into the accompanying prospectus. The second part is

the accompanying prospectus, including the documents incorporated by reference, which provides you with more general information, some of
which may not apply to this offering and some of which may have been supplemented or superseded by information in this prospectus
supplement or documents incorporated or deemed to be incorporated by reference in this prospectus supplement that we filed with the SEC
subsequent to the date of the prospectus.

Generally, when we refer to this prospectus, we are referring to both parts of this document combined. To the extent there is a conflict between
the information contained in this prospectus supplement, on the one hand, and the information contained in the accompanying prospectus or in
any document incorporated by reference that was filed with the SEC before the date of this prospectus supplement, on the other hand, you

should rely on the information in this prospectus supplement. If any statement in one of these documents is inconsistent with a statement in
another document having a later date  for example, a document incorporated by reference in the accompanying prospectus the statement in the
document having the later date modifies or supersedes the earlier statement. You should read both this prospectus supplement and the
accompanying prospectus, the documents incorporated by reference in this prospectus supplement and the accompanying prospectus and any
related free writing prospectus that we authorized to be delivered to you when making your investment decision. You should also read and
consider the information in the documents we have referred you to in the section of the accompanying prospectus entitled Where You Can Find
More Information.
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PROSPECTUS SUPPLEMENT SUMMARY

This summary highlights certain information about us and this offering and appearing elsewhere in this prospectus supplement, the
accompanying prospectus and the documents incorporated by reference herein and does not contain all of the information that may be

important to you and does not contain all of the information that you should consider before investing in our securities. For a more complete
understanding of our business and the securities we are offering, you should read this prospectus supplement, the accompanying prospectus and
the documents incorporated by reference herein in their entirety, including the risk factors beginning on page S-4 and the financial statements
and related notes and the form of warrant. Unless otherwise expressly stated or the context otherwise requires, references in this prospectus
supplement to Capstone, we, us, or our or similar references refer to Capstone Turbine Corporation and its subsidiary, and
references to our fiscal years refer to our fiscal years ending March 31.

Capstone Turbine Corporation

We develop, manufacture, market and service microturbine technology solutions for use in stationary distributed power generation applications,
including cogeneration (combined heat and power, integrated combined heat and power, and combined cooling, heat and power), resource
recovery and secure power. In addition, our microturbines can be used as battery charging generators for hybrid electric vehicle applications.
Microturbines allow customers to produce power on-site in parallel with the electric grid or stand alone when no utility grid is available.

We believe we were the first company to offer a commercially available power source using microturbine technology. We offer microturbines
designed for commercial, industrial and utility users from 30 kilowatts up to one megawatt in electric power output. Our 30-kilowatt
microturbine can produce enough electricity to power a small convenience store. Our 65-kilowatt microturbine can produce enough heat to
provide hot water to a 100-room hotel while also providing about one-third of its electrical requirements. Our 200-kilowatt microturbine, or
C200, is well suited for larger hotels, office buildings and wastewater treatment plants. By packaging the C200 microturbine power modules
into an International Standards Organization sized container, we have created a family of microturbine offerings from 600 kilowatts up to one
megawatt in a compact footprint. Our 1,000-kilowatt microturbines are well suited for utility substations, larger commercial and industrial
facilities and remote oil and gas applications. Our microturbines combine patented air-bearing technology, advanced combustion technology and
sophisticated power electronics to form efficient and ultra low emission electricity and cooling and heat production systems.

Capstone was incorporated in California in 1988. On June 22, 2000, we reincorporated as a Delaware corporation. Our principal executive
offices are located at 21211 Nordhoff Street, Chatsworth, California 91311. Our telephone number is (818) 734-5300. Our Internet address is
www.capstoneturbine.com. Information contained on our website is not part of this prospectus supplement or the accompanying prospectus or
any document incorporated or deemed to be incorporated by reference herein.

S-1
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Issuer
Common stock offered by us

Warrants offered by us

Company s additional sale option

Common stock to be outstanding after the offering

Use of proceeds

Nasdaq Global Market symbol of our common stock

Risk Factors

The Offering

Capstone Turbine Corporation
22,550,000 shares

Warrants to purchase up to 22,550,000 shares of common stock. The warrants will
be exercisable during the period commencing on the date that is six months and
one day from the date of original issuance and ending on October 31, 2013 at an
exercise price of $1.55 per share of common stock. This prospectus also relates to
the offering of the shares of common stock issuable upon exercise of the warrants.

Subject to the satisfaction of the terms and conditions set forth in the subscription
agreement between us and the purchasers, at any time during both (a) the ten
trading days beginning September 10, 2012 and (b) the ten trading days beginning
March 4, 2013, we will have the option to require the purchasers to purchase an
aggregate of up to an additional 9,500,000 shares of common stock during each
such period at a price equal to 94% of the lesser of (i) the closing bid price of the
common stock on the date of exercise, or (ii) the arithmetic average of the daily
volume weighted average price for the ten consecutive trading days ending on the
date of exercise. We cannot require an individual purchaser to purchase more than
$25,000,000 of additional shares. The additional sale option may only be
exercised twice (once during each additional sale option exercise period).

298,516,150 shares

We intend to use the net proceeds from this offering (including any resulting from
the exercise of the warrant or the additional sale options) to fund working capital
requirements and for other general corporate purposes. See Use of Proceeds.

CPST

Investing in our securities involves a high degree of risk. You should consider
carefully each of the risks described in this prospectus supplement under the
caption Risk Factors and the other information contained and incorporated by
reference in this prospectus supplement and the accompanying prospectus before
deciding to purchase our securities.

Except as otherwise indicated herein, the information above and elsewhere in this prospectus supplement regarding outstanding shares of our
common stock is based on 275,966,150 shares of common stock outstanding as of January 31, 2012, and excludes the following shares of

common stock:

. 10,489,651 shares of common stock issuable upon the exercise of stock options outstanding as of January 31, 2012, with a

weighted-average exercise price of $1.40 per share;

. 955,520 additional shares of common stock reserved for future issuance under our stock incentive plans and our employee stock

purchase plans as of January 31, 2012;
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. 3,763,397 shares of common stock issuable upon the exercise of warrants outstanding as of January 31, 2012, with an exercise price
of $1.60 per share (subject to adjustment);

. 22,550,000 shares of common stock issuable upon the exercise of the warrants issued hereunder; and
. 19,000,000 shares of common stock issuable upon the exercise of the additional sale options.
S-3
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RISK FACTORS

Investing in our securities involves a high degree of risk. You should consider carefully each of the following risks and all other information
contained or incorporated by reference in this prospectus supplement and the accompanying prospectus before deciding to purchase our

securities. Additional risks of which we may not be aware or that we currently believe are immaterial may also adversely affect our business. If

any of these risks actually occurs, our business, financial condition and operating results could be adversely affected. As a result, the trading
price of our common stock and the market value of the warrants offered hereby could decline, perhaps significantly, and you could lose all or
part of your investment. In assessing these risks, you should refer to the other information included in this prospectus supplement, the
accompanying prospectus and the documents incorporated by reference herein.

Risks Related to Our Business and Industry

Our operating history is characterized by net losses. We anticipate further losses and we may never become profitable.

Since inception, we have incurred annual operating losses. We expect this trend to continue until such time that we can sell a sufficient number
of units and achieve a cost structure to become profitable. Our business is such that we have relatively few customers and limited repeat
business. As a result, we may not maintain or increase revenue. We may not have adequate cash resources to reach the point of profitability, and
we may never become profitable. Even if we do achieve profitability, we may be unable to increase our sales and sustain or increase our
profitability in the future.

We may be unable to fund our future operating requirements, which could force us to curtail our operations.

To the extent that the funds we now have on hand are insufficient to fund our future operating requirements, we would need to raise additional
funds, through further public or private equity or debt financings depending upon prevailing market conditions. These financings may not be
available, or if available, may be on terms that are not favorable to us and could result in dilution to our stockholders and reduction of the trading
price of our stock. The state of worldwide capital markets could also impede our ability to raise additional capital on favorable terms or at all. If
adequate capital were not available to us, we likely would be required to significantly curtail our operations or possibly even cease our
operations.

‘We maintain two Credit and Security Agreements, or the Agreements, with Wells Fargo Bank, National Association, or Wells Fargo, that
provide us with a credit facility up to $15 million in the aggregate. At January 31, 2012, we had $11.4 million outstanding under this line of
credit. Under this credit facility, we are required to satisfy specified financial and restrictive covenants. Failure to comply with these covenants
could cause an event of default which, if not cured or waived, could require us to repay substantial indebtedness immediately or allow Wells
Fargo to terminate the credit facility. In addition, we have pledged our accounts receivables, inventories, equipment, patents and other assets as
collateral under the Agreements which would be subject to seizure by Wells Fargo if we were in default and unable to repay the indebtedness.

10
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Several times since entering into the Agreements, we were not in compliance with certain covenants under the Agreements. In connection with
each event of noncompliance, Wells Fargo waived the event of default and, on several occasions, we amended the Agreements in response to the
default and waiver. As of December 31, 2011, we determined that we were not in compliance with one of the financial covenants in the
Agreements regarding net income. On February 8, 2012, we entered into an amendment to the Agreements which provided a waiver of our
noncompliance with this financial covenant as of December 31, 2011 and set the financial covenants for the fourth quarter of Fiscal 2012. If we
had not obtained the default waivers, or if we are ever again in noncompliance, we would not be able to draw additional funds under the credit
facility.

Our obligations under the credit facility could have important consequences, including the following:

. We may have difficulty obtaining additional financing at favorable interest rates to meet our requirements for operations, capital
expenditures, general corporate or other purposes.

11
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. We will be required to dedicate a substantial portion of our cash flow to the payment of principal and interest on indebtedness, which
will reduce the amount of funds available for operations, capital expenditures and future acquisitions.

. We may be required to repay our indebtedness immediately if we default on any of the numerous financial or other restrictive
covenants contained in the Agreements. It is not certain whether we will have, or will be able to obtain, sufficient funds to make these
accelerated payments. If any outstanding indebtedness under the credit facility is accelerated, our assets may not be sufficient to repay such
indebtedness.

For more information, see the section entitled Management s Discussion and Analysis of Financial Condition and Results of Operations Liquidity
and Capital Resources Financing Activities in our Quarterly Report on Form 10-Q for the quarter ended December 31, 2011.

If we are unable to either substantially improve our operating results or obtain additional financing, we may be unable to continue as a
going concern.

Should we be unable to execute our plans to build sales and margins while controlling costs and obtain additional financing, we may be unable
to continue as a going concern. Therefore, there is substantial doubt as to the Company s ability to continue as a going concern. In particular, we
must generate positive cash flow from operations and net income and otherwise improve our results of operations substantially. Our available
cash and proceeds from future financings, if any, that we may be able to obtain, may not be sufficient to fund our operating expenses, capital
expenditures and other cash requirements. As a result, this would affect our ability to continue as a going concern. These events and
circumstances could have a material adverse effect on our ability to raise additional capital and on the market value of our common stock.
Moreover, should we experience a cash shortage that requires us to curtail or cease our operations, or should we be unable to continue as a going
concern, you could lose all or part of your investments in our securities.

Impairment charges on our long-lived assets, including intangible assets with finite lives would adversely affect our financial position
and results of operations.

We evaluate the carrying value of long-lived assets, including intangible assets with finite lives, for impairment whenever events or changes in
circumstances indicate that the carrying value of such assets may not be recoverable. To determine whether impairment has occurred, we
compare the undiscounted cash flows of the long-lived asset with its carrying value. The estimation of future cash flows requires significant
estimates of factors that include future sales growth, gross margin performance, including our estimates of reductions in our direct material
costs, and reductions in operating expenses. If our sales growth, gross margin performance or other estimated operating results are not achieved
at or above our forecasted level, or inflation exceeds our forecast, the carrying value of our asset groups may prove to be unrecoverable and we
may incur impairment charges in the future. In addition, significant and unanticipated changes in circumstances, such as significant adverse
changes in business climate, unanticipated competition, loss of key customers or changes in technology or markets, could require a charge for
impairment that can materially and adversely affect our reported net loss and our stockholders equity.

A sustainable market for microturbines may never develop or may take longer to develop than we anticipate which would adversely
affect our results of operations.

12
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Our products represent an emerging market, and we do not know whether our targeted customers will accept our technology or will purchase our
products in sufficient quantities to allow our business to grow. To succeed, demand for our products must increase significantly in existing
markets, and there must be strong demand for products that we introduce in the future. If a sustainable market fails to develop or develops more
slowly than we anticipate, we may be unable to recover the losses we have incurred to develop our products, we may have further impairment of
assets, and we may be unable to meet our operational expenses. The development of a sustainable market for our systems may be hindered by
many factors, including some that are out of our control. Examples include:

S-5
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. consumer reluctance to try a new product;

. regulatory requirements;

. the cost competitiveness of our microturbines;

. costs associated with the installation and commissioning of our microturbines;
. maintenance and repair costs associated with our microturbines;

. the future costs and availability of fuels used by our microturbines;

. economic downturns and reduction in capital spending;

. consumer perceptions of our microturbines safety and quality;

. the emergence of newer, more competitive technologies and products; and

. decrease in domestic and international incentives.

Our operating results are dependent, in large part, upon the successful commercialization of our products. Failure to produce our
products as scheduled and budgeted would materially and adversely affect our business and financial condition.

We cannot be certain that we will deliver ordered products in a timely manner. Any reliability or quality issues that may arise with our products
could prevent or delay scheduled deliveries. Any such delays or costs could significantly impact our business, financial condition and operating
results.

14



Edgar Filing: CAPSTONE TURBINE Corp - Form 424B5

We may not be able to produce our products on a timely basis if we fail to correctly anticipate product supply requirements or if we
suffer delays in production resulting from issues with our suppliers. Our suppliers may not supply us with a sufficient amount of
components or components of adequate quality, or they may provide components at significantly increased prices.

Some of our components are currently available only from a single source or limited sources. We may experience delays in production if we fail
to identify alternative suppliers, or if any parts supply is interrupted, each of which could materially adversely affect our business and operations.
In order to reduce manufacturing lead times and ensure adequate component supply, we enter into agreements with certain suppliers that allow
them to procure inventories based upon criteria defined by us. If we fail to anticipate customer demand properly, an oversupply of parts could
result in excess or obsolete inventories, which could adversely affect our business. Additionally, if we fail to correctly anticipate our internal
supply requirements, an undersupply of parts could limit our production capacity. Our inability to meet volume commitments with suppliers
could affect the availability or pricing of our parts and components. A reduction or interruption in supply, a significant increase in price of one or
more components or a decrease in demand of products could materially adversely affect our business and operations and could materially
damage our customer relationships. Financial problems of suppliers on whom we rely could limit our supply of components or increase our
costs. Also, we cannot guarantee that any of the parts or components that we purchase will be of adequate quality or that the prices we pay for
the parts or components will not increase. Inadequate quality of products from suppliers could interrupt our ability to supply quality products to
our customers in a timely manner. Additionally, defects in materials or products supplied by our suppliers that are not identified before our
products are placed in service by our customers could result in higher warranty costs and damage to our reputation. We also outsource certain of
our components internationally and expect to increase international outsourcing of components. As a result of outsourcing internationally, we
may be subject to delays in delivery because of regulations associated with the import/export process, delays in transportation or regional
instability.

S-6
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We may not be able to effectively manage our growth, expand our production capabilities or improve our operational, financial and
management information systems, which would impair our results of operations.

If we are successful in executing our business plan, we will experience growth in our business that could place a significant strain on our
business operations, management and other resources. Our ability to manage our growth will require us to expand our production capabilities,
continue to improve our operational, financial and management information systems, and to motivate and effectively manage our employees.
We cannot provide assurance that our systems, procedures and controls or financial resources will be adequate, or that our management will
keep pace with this growth. We cannot provide assurance that our management will be able to manage this growth effectively.

Current economic conditions may have an impact on our business and financial condition, including some effects we may not be able to
predict.

Current economic conditions may prevent our customers from purchasing our products or delay their purchases, which would adversely affect
our business, financial condition and results of operations. In addition, our ability to access the capital markets may be severely restricted or
made very expensive at a time when we need, or would like, to do so, which could have a material adverse impact on our liquidity and financial
resources. Certain industries in which our customers do business and certain geographic areas have been and could continue to be adversely
affected by the continued recession in economic activity.

Product quality expectations may not be met, causing slower market acceptance or warranty cost exposure.

In order to achieve our goal of improving the quality and lowering the total costs of ownership of our products, we may require engineering
changes. Such improvement initiatives may render existing inventories obsolete or excessive. Despite our continuous quality improvement
initiatives, we may not meet customer expectations. Any significant quality issues with our products could have a material adverse effect on our
rate of product adoption, results of operations, financial condition and cash flow. Moreover, as we develop new configurations for our
microturbines and as our customers place existing configurations in commercial use, our products may perform below expectations. Any
significant performance below expectations could adversely affect our operating results, financial condition and cash flow and affect the
marketability of our products.

We sell our products with warranties. There can be no assurance that the provision for estimated product warranty will be sufficient to cover our
warranty expenses in the future. We cannot ensure that our efforts to reduce our risk through warranty disclaimers will effectively limit our
liability. Any significant incurrence of warranty expense in excess of estimates could have a material adverse effect on our operating results,
financial condition and cash flow. Further, we have at times undertaken programs to enhance the performance of units previously sold. These
enhancements have at times been provided at no cost or below our cost. If we choose to offer such programs again in the future, such actions
could result in significant costs.

We operate in a highly competitive market among competitors who have significantly greater resources than we have and we may not
be able to compete effectively.

16
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Capstone microturbines compete with several technologies, including reciprocating engines, fuel cells and solar power. Competing technologies
may receive certain benefits, like governmental subsidies or promotion, or be able to offer consumer rebates or other incentives that we cannot
receive or offer to the same extent. This could enhance our competitors abilities to fund research, penetrate markets or increase sales. We also
compete with other manufacturers of microturbines.

Our competitors include several well-known companies with histories of providing power solutions. They have substantially greater resources
than we have and have established worldwide presence. Because of greater resources, some of our competitors may be able to adapt more
quickly to new or emerging technologies and changes in customer requirements, to devote greater resources to the promotion and sale of their
products than we can or lobby for governmental regulations and policies to create competitive advantages vis-a-vis our products. We believe that
developing and maintaining a competitive advantage will require continued investment by us in product development and quality, as well as
attention to product performance, our product prices, our conformance to

S-7
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industry standards, manufacturing capability and sales and marketing. In addition, current and potential competitors have established or may in
the future establish collaborative relationships among themselves or with third parties, including third parties with whom we have business
relationships. Accordingly, new competitors or alliances may emerge and rapidly acquire significant market share.

Overall, the market for our products is highly competitive and is changing rapidly. We believe that the primary competitive factors affecting the
market for our products, including some that are outside of our control, include:

. name recognition, historical performance and market power of our competitors;
. product quality and performance;

. operating efficiency;

. product price;

. availability, price and compatibility of fuel;

. development of new products and features; and

. emissions levels.

There is no assurance that we will be able to successfully compete against either current or potential competitors or that competition will not
have a material adverse effect on our business, operating results, financial condition and cash flow.

If we do not effectively implement our sales, marketing and service plans, our sales will not grow and our results of operations will
suffer.

18
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Our sales and marketing efforts may not achieve intended results and, therefore, may not generate the revenue we anticipate. As a result of our
corporate strategies, we have decided to focus our resources on selected vertical markets. We may change our focus to other markets or
applications in the future. There can be no assurance that our focus or our near term plans will be successful. If we are not able to address
markets for our products successfully, we may not be able to grow our business, compete effectively or achieve profitability.

We offer direct sales and service in selected markets. We do not have extensive experience in providing direct sales and service and may not be
successful in executing this strategy. In addition, we may lose existing distributors or service providers or we may have more difficulty attracting
new distributors and service providers as a result of this strategy. Further, we may incur new types of obligations, such as extended service
obligations, that could result in costs that exceed the related revenue. We may encounter new transaction types through providing direct sales
and service and these transactions may require changes to our historic business practices. For example, an arrangement with a third party leasing
company may require us to provide a residual value guarantee, which is not consistent with our past operating practice.

Our sales and results of operations could be materially and adversely impacted by risks inherent in international markets.

As we expand in international markets, customers may have difficulty or be unable to integrate our products into their existing systems or may
have difficulty complying with foreign regulatory and commercial requirements. As a result, our products may require redesign. Any redesign of
the product may delay sales or cause quality issues. In addition, we may be subject to a variety of other risks associated with international
business, including import/export restrictions, fluctuations in currency exchange rates and global economic or political instability. Two of our
top distributors are located in Russia and Belgium, and therefore we are particularly susceptible to risks associated with doing business in these
two countries.

S-8
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We cannot be certain of the future effectiveness of our internal controls over financial reporting or the impact thereof on our operations
or the market price of our common stock.

Pursuant to Section 404 of the Sarbanes-Oxley Act of 2002, we are required to include in our Annual Reports on Form 10-K our assessment of
the effectiveness of our internal controls over financial reporting. We cannot be certain that our internal controls over financial reporting will
remain effective or that future material changes to our internal controls will be effective. If we cannot adequately maintain the effectiveness of
our internal controls over financial reporting, we might be subject to sanctions or investigation by regulatory authorities, such as the SEC. Any
such action could adversely affect our financial results and the market price of our common stock or warrants.

We may not be able to retain or develop relationships with original equipment manufacturers, or OEMs, or distributors in our targeted
markets, in which case our sales would not increase as expected.

In order to serve certain of our targeted markets, we believe that we must ally ourselves with companies that have particular expertise or better
access to those markets. We believe that retaining or developing relationships with strong OEMs (which to date have typically resold our
products under their own brands or packaged our products with other products as part of an integrated unit) or distributors in these targeted
markets can improve the rate of adoption as well as reduce the direct financial burden of introducing a new technology and creating a new
market. Because of OEMs and distributors relationships in their respective markets, the loss of an OEM or distributor could adversely impact the
ability to penetrate our target markets. We offer our OEMs and distributors stated discounts from list price for the products they purchase. In the
future, to attract and retain OEMs and distributors we may provide volume price discounts or otherwise incur significant costs that may reduce
the potential revenues from these relationships. We may not be able to retain or develop appropriate OEMs and distributors on a timely basis,
and we cannot provide assurance that the OEMs and distributors will focus adequate resources on selling our products or will be successful in
selling them. In addition, some of the relationships may require that we grant exclusive distribution rights in defined territories. These exclusive
distribution arrangements could result in our being unable to enter into other arrangements at a time when the OEM or distributor with whom we
form a relationship is not successful in selling our products or has reduced its commitment to market our products. We cannot provide assurance
that we will be able to negotiate collaborative relationships on favorable terms or at all. Our inability to have appropriate distribution in our
target markets may adversely affect our financial condition, results of operations and cash flow.

Activities necessary to integrate the acquisition of the microturbine business of Calnetix Power Solutions, Inc., or CPS, and any future
acquisitions may result in costs in excess of current expectations or be less successful than anticipated.

We recently completed the acquisition of certain assets relating to the microturbine business of CPS, and we may acquire other businesses in the
future. The success of these transactions will depend on, among other things, our ability to develop productive relationships with the
corresponding distributors and to integrate assets and personnel, if any, acquired in these transactions and to apply our internal controls
processes to these acquired businesses. The integration of any acquired businesses or significant assets may require significant attention from our
management, and the diversion of management s attention and resources could have a material adverse effect on our ability to manage our
business. Furthermore, we may not realize the degree or timing of benefits we anticipated when we first enter into these transactions. If actual
integration costs are higher than amounts assumed, if we are unable to integrate the assets and personnel acquired in an acquisition as
anticipated, or if we are unable to fully benefit from anticipated synergies, our business, financial condition, results of operations, and cash flows
could be materially adversely affected.

We have substantial accounts receivable, and increased bad debt expense or delays in collecting accounts receivable could have a
material adverse effect on our cash flows and results of operations.
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We have substantial accounts receivable as evidenced by days sales outstanding of 86 days as of December 31, 2011. No assurances can be
given that future bad debt expense will not increase above current operating levels. Increased bad debt expense or delays in collecting accounts
receivable could have a material adverse effect on cash flows and results of operations.
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Loss of a significant customer could have a material adverse effect on our results of operations.

BPC and Pumps and Service Company accounted for approximately 25% and 18%, respectively, of our revenue for the nine months ended
December 31, 2011. As of December 31, 2011, BPC and Pumps and Service Company represented 31% and 17% of net accounts receivable,
respectively. Loss of BPC, Pumps and Service Company or any other significant customers could adversely affect our results of operations.

We may not be able to develop sufficiently trained applications engineering, installation and service support to serve our targeted
markets.

Our ability to identify and develop business relationships with companies who can provide quality, cost-effective application engineering,
installation and service can significantly affect our success. The application engineering and proper installation of our microturbines, as well as
proper maintenance and service, are critical to the performance of the units. Additionally, we need to reduce the total installed cost of our
microturbines to enhance market opportunities. Our inability to improve the quality of applications, installation and service while reducing
associated costs could affect the marketability of our products.

Changes in our product components may require us to replace parts held at distributors.

We have entered into agreements with some of our distributors requiring that if we render parts obsolete in inventories they own and hold in
support of their obligations to serve fielded microturbines, we are required to replace the affected stock at no cost to the distributors. It is
possible that future changes in our product technology could involve costs that have a material adverse effect on our results of operations, cash
flow or financial position.

We operate in a highly regulated business environment, and changes in regulation could impose significant costs on us or make our
products less economical, thereby affecting demand for our microturbines.

Our products are subject to federal, state, local and foreign laws and regulations, governing, among other things, emissions and occupational
health and safety. Regulatory agencies may impose special requirements for the implementation and operation of our products or that may
significantly affect or even eliminate some of our target markets. We may incur material costs or liabilities in complying with government
regulations. In addition, potentially significant expenditures could be required in order to comply with evolving environmental and health and
safety laws, regulations and requirements that may be adopted or imposed in the future. Furthermore, our potential utility customers must
comply with numerous laws and regulations. The deregulation of the utility industry may also create challenges for our marketing efforts. For
example, as part of electric utility deregulation, federal, state and local governmental authorities may impose transitional charges or exit fees,
which would make it less economical for some potential customers to switch to our products. We can provide no assurances that we will be able
to obtain these approvals and changes in a timely manner, or at all. Non-compliance with applicable regulations could have a material adverse
effect on our operating results.
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The market for electricity and generation products is heavily influenced by federal and state government regulations and policies. The
deregulation and restructuring of the electric industry in the United States and elsewhere may cause rule changes that may reduce or eliminate
some of the advantages of such deregulation and restructuring. We cannot determine how any deregulation or restructuring of the electric utility
industry may ultimately affect the market for our microturbines. Changes in regulatory standards or policies could reduce the level of investment
in the research and development of alternative power sources, including microturbines. Any reduction or termination of such programs could
increase the cost to our potential customers, making our systems less desirable, and thereby adversely affect our revenue and other operating
results.
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Utility companies or governmental entities could place barriers to our entry into the marketplace, and we may not be able to effectively
sell our products.

Utility companies or governmental entities could place barriers on the installation of our products or the interconnection of the products with the
electric grid. Further, they may charge additional fees to customers who install on-site generation or have the capacity to use power from the grid
for back-up or standby purposes. These types of restrictions, fees or charges could hamper the ability to install or effectively use our products or
increase the cost to our potential customers for using our systems. This could make our systems less desirable, thereby adversely affecting our
revenue and other operating results. In addition, utilit
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