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Proposed Proposed
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Registered Registered(1)(2) Per Offering Fee(2)
Security(2) Price(2)(3)(4)

Common Stock, par value $0.0001 per

share

Preferred Stock, par value $0.01 per

share

Debt Securities

Warrants
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Total $ 200,000,000 $ 24,900
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Includes an indeterminate aggregate principal amount and number of securities of each identified class of securities up
to a proposed aggregate offering price of $200,000,000, which may be offered by the registrant from time to time in
unspecified numbers and at indeterminate prices, and as may be issued upon conversion, redemption, repurchase,
exchange or exercise of any securities registered hereunder, including any applicable anti-dilution provisions.
Securities registered hereunder to be sold by the registrant may be sold either separately or as units comprised of more
than one type of security registered hereunder. Pursuant to Rule 416 under the Securities Act of 1933, as amended, the
securities being registered hereunder include such indeterminate number of shares of common stock as may be
issuable with respect to the securities being registered hereunder as a result of stock splits, stock dividends or similar
transactions.

(@)

Pursuant to General Instruction II.D of Form S-3, the table lists each of the classes of securities being registered and
the aggregate proceeds to be raised but does not specify by each class information as to the amount to be registered,
proposed maximum offering price per security, and proposed maximum aggregate offering price.

3)
If applicable, includes consideration to be received by the registrant for registered securities that are issuable upon
exercise, conversion or exchange of other registered securities or that are issued in units.

“)
The proposed maximum aggregate offering price has been estimated solely for purposes of calculating the registration
fee pursuant to Rule 457(o) and General Instruction II. D. of Form S-3.

The registrant hereby amends this registration statement on such date or dates as may be necessary to delay its
effective date until the registrant shall file a further amendment which specifically states that this registration
statement shall thereafter become effective in accordance with Section 8(a) of the Securities Act of 1933 or until the
registration statement shall become effective on such date as the Commission, acting pursuant to said Section 8(a),
may determine.
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The information in this prospectus is not complete and may be changed. The issuer may not sell these securities until
the registration statement filed with the Securities and Exchange Commission is effective. This prospectus is not an
offer to sell these securities and it is not soliciting an offer to buy these securities in any jurisdiction where the offer or
sale is not permitted.

SUBJECT TO COMPLETION, DATED AUGUST 10, 2018

PROSPECTUS

$200,000,000
Common Stock
Preferred Stock
Debt Securities
Warrants

Units

We may from time to time offer and sell, in one or more series or issuances and on terms that we will determine at the
time of the offering, any combination of common stock, preferred stock, debt securities, and warrants, either
separately or in units, up to an aggregate amount of $200,000,000.

This prospectus describes the general manner in which our securities may be offered using this prospectus. We will
provide specific terms of the securities, including the offering prices, in one or more supplements to this prospectus.
The supplements may also add, update, or change information contained in this prospectus. You should read this
prospectus and the prospectus supplement relating to the specific issue of securities carefully before you invest.

We may offer the securities independently or together in any combination for sale directly to purchasers or through
underwriters, dealers or agents to be designated at a future date. The supplements to this prospectus will provide the
specific terms of the plan of distribution.

Our common stock is listed on the Nasdaq Global Market under the symbol “FCEL.” On August 9, 2018, the last
reported sale price of the shares of our common stock on the Nasdaq Global Market was $1.20 per share.

Investing in our securities involves a high degree of risk. See “Risk Factors” on page 2 of this prospectus and any other
risk factors included in any accompanying prospectus supplement and in the documents incorporated by reference in
this prospectus for a discussion of the factors you should carefully consider before deciding to purchase these
securities.

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. Any representation to the contrary is a
criminal offense.

This prospectus may not be used to consummate sales of securities unless, to the extent required by applicable law, it
is accompanied by a prospectus supplement.

The date of this prospectus is , 2018.
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You should rely only on the information contained or incorporated by reference in this prospectus, any accompanying
prospectus supplement or any “free writing prospectus” that we may authorize to be delivered to you. We have not
authorized anyone to provide you with different information. If anyone provides you with different or inconsistent
information, you should not rely on it. You should assume that the information appearing in this prospectus, any
prospectus supplement, and the documents incorporated by reference herein and therein are accurate only as of their
respective dates. Our business, financial condition, results of operations and prospects may have changed since those
dates. Neither this prospectus nor any accompanying prospectus supplement shall constitute an offer or solicitation by
anyone in any jurisdiction in which such offer or solicitation is not authorized or in which the person making such
offer or solicitation is not qualified to do so or to anyone to whom it is unlawful to make such offer or solicitation.
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ABOUT THIS PROSPECTUS

This prospectus is part of a registration statement that we filed with the Securities and Exchange Commission, or the
SEC, using a “shelf” registration process. Under this shelf registration process, we may from time to time sell any
combination of the securities registered in one or more offerings. We have provided to you in this prospectus a general
description of the securities that we may offer. Each time we sell securities, we will, to the extent required by law,
provide a prospectus supplement that will contain specific information about the terms of the offering. We may also
add, update or change in any accompanying prospectus supplement or any “free writing prospectus” that we may
authorize to be delivered to you any of the information contained in this prospectus. To the extent there is a conflict
between the information contained in this prospectus and the prospectus supplement, you should rely on the
information in the prospectus supplement, provided that 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 this
prospectus or any prospectus supplement — the statement in the document having the later date modifies or supersedes
the earlier statement. This prospectus, together with any accompanying prospectus supplement and any “free writing
prospectus” that we may authorize to be delivered to you, includes all material information relating to the offering of
our securities.

As permitted by the rules and regulations of the SEC, the registration statement, of which this prospectus forms a part,
includes additional information not contained in this prospectus. You may read the registration statement and the other
reports we file with the SEC at the SEC’s web site or at the SEC’s offices described below under the heading “Where
You Can Find More Information.”

SUMMARY

FuelCell Energy, Inc.

FuelCell Energy, Inc., together with its subsidiaries, is a leading integrated fuel cell company with a growing global
presence. We design, manufacture, install, operate and service ultra-clean, efficient and reliable stationary fuel cell
power plants. Our SureSource power plants generate electricity and usable high quality heat for commercial,
industrial, government and utility customers. We have commercialized our stationary carbonate fuel cells and are also
pursuing the complementary development of planar solid oxide fuel cells and other fuel cell technologies.

Corporate Information

Our principal executive offices are located at 3 Great Pasture Road, Danbury, Connecticut 06810. Our telephone
number is (203) 825-6000. We maintain a web site at the following Internet address: www.fuelcellenergy.com. The
information on, or that can be accessed through, our web site is not incorporated by reference in this prospectus, and
you should not consider it to be a part of this prospectus. Our web site address is included as an inactive textual
reference only.

In this prospectus, unless otherwise stated or the context otherwise requires, references to “FuelCell Energy,” the
“Company,” “we,” “us” and “our” and similar references refer to FuelCell Energy, Inc.

1




Edgar Filing: FUELCELL ENERGY INC - Form S-3

TABLE OF CONTENTS

RISK FACTORS

An investment in our securities involves a high degree of risk. You should carefully consider the specific risk factors
discussed below and in any accompanying prospectus supplement, as well as the risk factors set forth in the
documents and reports filed with the SEC that are incorporated by reference herein and therein, before you make an
investment decision pursuant to this prospectus and any accompanying prospectus supplement. Additional risks and
uncertainties not presently known to us or that we currently deem immaterial may also affect our business operations.
We have incurred losses and anticipate continued losses and negative cash flow.

We have transitioned from a research and development company to a commercial products manufacturer, services
provider and developer. We have not been profitable since our year ended October 31, 1997. We expect to continue to
incur net losses and generate negative cash flows until we can produce sufficient revenues and margins to cover our
costs. We may never become profitable. Even if we do achieve profitability, we may be unable to sustain or increase
our profitability in the future. For the reasons discussed in more detail below, there are substantial uncertainties
associated with our achieving and sustaining profitability. We have, from time to time, sought financing in the public
markets in order to fund operations and will continue to do so. Our future ability to obtain such financing could be
impaired by a variety of factors, including, but not limited to, the price of our common stock and general market
conditions.

Our cost reduction strategy may not succeed or may be significantly delayed, which may result in our inability to
deliver improved margins.

Our cost reduction strategy is based on the assumption that increases in production will result in economies of scale.
In addition, our cost reduction strategy relies on advancements in our manufacturing process, global competitive
sourcing, engineering design, reducing the cost of capital and technology improvements (including stack life and
projected power output). Failure to achieve our cost reduction targets could have a material adverse effect on our
results of operations and financial condition.

We have debt outstanding and may incur additional debt in the future, which may adversely affect our financial
condition and future financial results.

Our total consolidated indebtedness was $91.6 million as of April 30, 2018. This includes approximately

$46.4 million of debt at our project finance subsidiaries and $45.2 million at the corporate level. The majority of our
debt is long-term with $10.1 million due within twelve months as of April 30, 2018. We also have approximately
$40 million of borrowing capacity under a revolving construction and term project financing facility. Our ability to
make scheduled payments of the principal and interest or to refinance our indebtedness depends on our future
performance, which is subject to economic, financial, competitive and other factors beyond our control. Our business
may not generate cash flow from operations in the future sufficient to service our debt and make necessary capital
expenditures. If we are unable to generate such cash flow, we may be required to adopt one or more alternatives, such
as selling assets, restructuring debt or obtaining additional equity capital on terms that may be onerous or dilutive.

It is also possible that we may incur additional indebtedness in the future in the ordinary course of business. If new
debt is added to current debt levels, the risks described above could intensify.

Our debt agreements contain customary representations and warranties, affirmative and negative covenants, and
events of default that entitle the lenders to cause our indebtedness under such debt agreements to become immediately
due and payable. In addition, our Loan and Security Agreement with Hercules, as amended, contains a financial
covenant whereby we are required to maintain an unrestricted cash balance in accounts subject to an account control
agreement in favor of Hercules of 75% of the outstanding loan balance plus the amount of accounts payable not paid
within 90 days of the invoice date. As of April 30, 2018, the outstanding loan balance under the Loan and Security
Agreement, as amended, was $26.8 million, including accretion of an end-of-term payment. In connection with the
third amendment to the Loan and Security Agreement in March 2018, we drew a term loan advance of $13.1 million,
which resulted in an aggregate amount of outstanding term loan advances of $25.0 million as of April 30, 2018.

2
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Our products compete with products using other energy sources, and if the prices of the alternative sources are lower
than energy sources used by our products, sales of our products will be adversely affected. Volatility of electricity and
fuel prices may impact sales of our products and services in the markets in which we compete.

Our power plants can operate on a variety of fuels including natural gas, renewable biogas, directed biogas and
propane. If these fuels are not readily available or if their prices increase such that electricity produced by our products
costs more than electricity provided by other generation sources, our products would be less economically attractive to
potential customers. In addition, we have no control over the prices of several types of competitive energy sources
such as oil, gas or coal or local utility electricity costs. Significant decreases (or short term increases) in the price of
these fuels or grid delivered prices for electricity could also have a material adverse effect on our business because
other generation sources could be more economically attractive to consumers than our products.

Financial markets worldwide have experienced heightened volatility and instability, which may have a material
adverse impact on our Company, our customers and our suppliers.

Financial market volatility can affect both the debt, equity and project finance markets. This may impact the amount
of financing available to all companies, including companies with substantially greater resources, better credit ratings
and more successful operating histories than ours. It is impossible to predict future financial market volatility and
instability and the impact on our Company, and it may have a materially adverse effect on us for a number of reasons,
such as:

o

The long term nature of our sales cycle can require long lead times between application design, order booking and
product fulfillment. For this, we often require substantial cash down payments in advance of delivery. Our growth
strategy assumes that financing will be available for our Company to finance working capital or for our customers to
provide down payments and to pay for our products. Financial market issues may delay, cancel or restrict the
construction budgets and funds available to our Company or our customers for the deployment of our products and
services.

Projects using our products are, in part, financed by equity investors interested in tax benefits as well as by the
commercial and governmental debt markets. The significant volatility in the U.S. and international stock markets
cause significant uncertainty and may result in an increase in the return required by investors in relation to the risk of
such projects.

If we, our customers and suppliers cannot obtain financing under favorable terms, our business may be negatively
impacted.

Our contracted projects may not convert to revenue, and our project pipeline may not convert to contracts, which may
have a material adverse effect on our revenue and cash flow.

Some of the orders we accept from customers require certain conditions or contingencies (such as permitting,
interconnection or financing) to be satisfied, some of which are outside of our control. The time periods from receipt
of a contract to installation may vary widely and are determined by a number of factors, including the terms of the
customer contract and the customer’s site requirements. This could have an adverse impact on our revenue and cash
flow.

We have signed product sales contracts, engineering, procurement and construction contracts (EPC), power purchase
agreements (PPAs) and long-term service agreements with customers subject to contractual, technology and operating
risks as well as market conditions that may affect our operating results.

We apply the percentage of completion revenue recognition method to certain product sales contracts which are
subject to estimates. On a quarterly basis, we perform a review process to help ensure that total estimated contract
costs include estimates of costs to complete that are based on the most recent available information. The percentage of
completion for the customer contracts based on this cost analysis is then applied to the total customer contract values
to determine the total revenue to be recognized to date.
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In certain instances, we have executed PPAs with the end-user of the power or site host of the fuel cell power plant.
We may then sell the PPA to a project investor or retain the project and collect revenue from the sale of power over

the term of the PPA, recognizing electricity revenue as power is generated and sold.
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We have contracted under long-term service agreements with certain customers to provide service on our products
over terms up to 20 years. Under the provisions of these contracts, we provide services to maintain, monitor, and
repair customer power plants to meet minimum operating levels. Pricing for service contracts is based upon estimates
of future costs including future stack replacements. While we have conducted tests to determine the overall life of our
products, we have not run certain of our products over their projected useful life prior to large-scale
commercialization. As a result, we cannot be sure that our products will last to their expected useful life, which could
result in warranty claims, performance penalties, maintenance and stack replacement costs in excess of our estimates
and losses on service contracts.

Our ability to proceed with projects under development and complete construction of projects on schedule and within
budget may be adversely affected by escalating costs for materials, labor and regulatory compliance, inability to
obtain necessary permits, interconnections or other approvals on acceptable terms or on schedule and other factors. If
any development project or construction is not completed, is delayed or is subject to cost overruns, we could become
obligated to make delay or termination payments or become obligated for other damages under contracts, experience
diminished returns or write off all or a portion of our investment in the project. Each of these events could have an
adverse effect on our business, financial condition, results of operations and prospects.

Our growing generation portfolio of operating assets exposes us to operational risks and commodity market volatility.
We have a growing portfolio of generation assets selling power under PPAs and utility tariff programs that exposes us
to operational risks and uncertainties, including, among other things, lost revenues due to prolonged outages,
replacement equipment costs, risks associated with facility start-up operations, failures in the availability or
acquisition of fuel, the impact of severe adverse weather conditions, natural disasters, and terrorist attacks, risks of
property damage or injury from energized equipment, availability of adequate water resources and ability to intake
and discharge water, use of new or unproven technology, fuel commodity price risk and fluctuating market prices, and
lack of alternative available fuel sources.

We extend product warranties, which could affect our operating results.

We provide for a warranty of our products for a specific period of time against manufacturing or performance defects.
We accrue for warranty costs based on historical warranty claim experience, however, actual future warranty expenses
may be greater than we have assumed in our estimates. As a result, operating results could be negatively impacted
should there be product manufacturing or performance defects in excess of our estimates.

Our products are complex and could contain defects and may not operate at expected performance levels which could
impact sales and market adoption of our products or result in claims against us.

We develop complex and evolving products and we continue to advance the capabilities of the fuel cell stacks and are
now producing stacks with a net rated power output of 350 kilowatts and an expected seven year life.

We are still gaining field operating experience with respect to our products, and despite experience gained from our
growing installed base and testing performed by us, our customers and our suppliers, issues may be found in existing
or new products. This could result in a delay in recognition or loss of revenues, loss of market share or failure to
achieve broad market acceptance. The occurrence of defects could also cause us to incur significant warranty, support
and repair costs, could divert the attention of our engineering personnel from our product development efforts, and
could harm our relationships with our customers. The occurrence of these problems could result in the delay or loss of
market acceptance of our products and would likely harm our business. Defects or performance problems with our
products could result in financial or other damages to our customers. From time to time, we have been involved in
disputes regarding product warranty issues. Although we seek to limit our liability, a product liability claim brought
against us, even if unsuccessful, would likely be time consuming, could be costly to defend, and may hurt our
reputation in the marketplace. Our customers could also seek and obtain damages from us for their losses. We have
accrued liabilities for potential damages related to performance problems, however, actual results may be different
than the assumptions used in our accrual calculations.

4
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We currently face and will continue to face significant competition.

We compete on the basis of our products’ reliability, efficiency, environmental considerations and cost. Technological
advances in alternative energy products or improvements in the electric grid or other sources of power generation, or
other fuel cell technologies may negatively affect the development or sale of some or all of our products or make our
products non-competitive or obsolete prior to or after commercialization. Other companies, some of which have
substantially greater resources than ours, are currently engaged in the development of products and technologies that
are similar to, or may be competitive with, our products and technologies.

Several companies in the U.S. are engaged in fuel cell development, although we are the only domestic company
engaged in manufacturing and deployment of stationary carbonate fuel cells. Other emerging fuel cell technologies
(and the companies developing them) include small or portable proton-exchange membrane (“PEM”) fuel cells (Ballard
Power Systems, Plug Power, and increasing activity by numerous automotive companies including Toyota, Hyundai,
Honda and GM), stationary phosphoric acid fuel cells (Doosan), stationary solid oxide fuel cells (LG/Rolls Royce
partnership and Bloom Energy), and small residential solid oxide fuel cells (Ceres Power Holdings and Ceramic Fuel
Cells Ltd.). Each of these competitors has the potential to capture market share in our target markets. There are also
other potential fuel cell competitors internationally that could capture market share.

Other than fuel cell developers, we must also compete with companies that manufacture more mature
combustion-based equipment, including various engines and turbines, and have well-established manufacturing,
distribution, and operating and cost features. Electrical efficiency of these products can be competitive with our
SureSource power plants in certain applications. Significant competition may also come from gas turbine companies
and large scale solar and wind technologies.

We derive significant revenue from contracts awarded through competitive bidding processes involving substantial
costs and risks. Due to this competitive pressure, we may be unable to grow revenue and achieve profitability.

We expect a significant portion of the business that we will seek in the foreseeable future will be awarded through
competitive bidding against other fuel cell technologies and other forms of power generation. The competitive bidding
process involves substantial costs and a number of risks, including the significant cost and managerial time to prepare
bids and proposals for contracts that may not be awarded to us and our failure to accurately estimate the resources and
costs that will be required to fulfill any contract we win. In addition, following a contract award, we may encounter
significant expense, delay or contract modifications as a result of our competitors protesting or challenging contracts
awarded to us in competitive bidding. In addition, multi-award contracts require that we make sustained post-award
efforts to obtain task orders under the contract. We may not be able to obtain task orders or recognize revenue under
these multi-award contracts. Our failure to compete effectively in this procurement environment could adversely
affect our revenue and/or profitability.

Unanticipated increases or decreases in business growth may result in adverse financial consequences for us.

If our business grows more quickly than we anticipate, our existing and planned manufacturing facilities may become
inadequate and we may need to seek out new or additional space, at considerable cost to us. If our business does not
grow as quickly as we expect, our existing and planned manufacturing facilities would, in part, represent excess
capacity for which we may not recover the cost. In that circumstance, our revenues may be inadequate to support our
committed costs and our planned growth, and our gross margins and business strategy would be adversely affected.
Our plans are dependent on market acceptance of our products.

Our plans are dependent upon market acceptance of, as well as enhancements to, our products. Fuel cell systems
represent an emerging market, and we cannot be sure that potential customers will accept fuel cells as a replacement
for traditional power sources. As is typical in a rapidly evolving industry, demand and market acceptance for recently
introduced products and services are subject to a high level of uncertainty and risk. Since the distributed generation
market is still evolving, it is difficult to predict with certainty the size of the market and its growth rate. The
development of a market for our products may be affected by many factors that are out of our control, including:

5
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o
the cost competitiveness of our fuel cell products including availability and output expectations and total cost of
ownership;

the future costs of natural gas and other fuels used by our fuel cell products;

customer reluctance to try a new product;

the market for distributed generation and government policies that affect that market;

local permitting and environmental requirements;

customer preference for non-fuel based technologies; and

the emergence of newer, more competitive technologies and products.

If a sufficient market fails to develop or develops more slowly than we anticipate, we may be unable to recover the
losses we will have incurred in the development of our products and may never achieve profitability.

As we continue to expand markets for our products, we intend to continue offering power production guarantees and
other terms and conditions relating to our products that will be acceptable to the marketplace, and continue to develop
a service organization that will aid in servicing our products and obtain self-regulatory certifications, if available, with
respect to our products. Failure to achieve any of these objectives may also slow the development of a sufficient
market for our products and, therefore, have a material adverse effect on our results of operations and financial
condition.

We are substantially dependent on a concentrated number of customers and the loss of any one of these customers
could adversely affect our business, financial condition and results of operations.

We contract with a concentrated number of customers for the sale of products and for research and development
contracts. There can be no assurance that we will continue to achieve the current level of sales of our products to our
largest customers. Even though our customer base is expected to increase and our revenue streams to diversify, a
substantial portion of net revenues could continue to depend on sales to a limited number of customers. Our
agreements with these customers may be canceled if we fail to meet certain product specifications or materially breach
the agreements, and our customers may seek to renegotiate the terms of current agreements or renewals. The loss of,
or a reduction in sales to, one or more of our larger customers could have a material adverse effect on our business,
financial condition and results of operations.

As our relationship with POSCO Energy Co., Ltd. (“POSCO Energy”’) changes, we may not be able to succeed in our
efforts to access the South Korean and Asian markets.

We have historically relied on POSCO Energy to develop and grow the South Korean and Asian markets for our
products and services. We entered into manufacturing and technology transfer agreements with POSCO Energy in
2007, 2009 and 2012, each of which expires on October 31, 2027. The Cell Technology Transfer Agreement (“CTTA”)
provides POSCO Energy with the technology rights to manufacture SureSource power plants in South Korea and the
right to sell power plants throughout Asia. The CTTA requires POSCO Energy to pay to the Company a 3.0% royalty
on POSCO Energy net product sales, as well as a royalty on scheduled fuel cell module replacements under service
agreements for modules that were built by POSCO Energy and installed at plants in Asia under the terms of our
Master Service Agreement with POSCO Energy. In March 2017, we entered into a memorandum of understanding

12
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(“MOU”) with POSCO Energy to permit us to directly develop the Asian fuel cell business, including the right for us to
sell SureSource solutions in South Korea and the broader Asian market. In June 2018, POSCO Energy advised us in
writing that it was terminating the MOU effective July 15, 2018 and that it intends to exit the fuel cell business during
2018. Pursuant to the terms of the MOU, notwithstanding its termination, we will continue to execute on sales
commitments in Asia secured in writing prior to July 15, 2018. We cannot predict the outcome of any discussions with
POSCO Energy, the future status or scope of our relationship with POSCO Energy, or whether our relationship with
POSCO Energy will continue in the future. If we enter into new or amended agreements with POSCO Energy or any
successor to POSCO
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Energy, those agreements may be on terms that are less favorable to us than our existing agreements. If our
relationship with POSCO Energy ends, or continues on terms that are less favorable to us, our efforts to access the
South Korean and Asian markets, which are complex markets, may not be successful or may be hindered or delayed.
If our goodwill and other intangible assets, long-lived assets, inventory or project assets become impaired, we may be
required to record a significant charge to earnings.

We may be required to record a significant charge to earnings in our financial statements should we determine that our
goodwill, other intangible assets (i.e., in process research and development (“IPR&D”)), long-lived assets (i.e., property,
plant and equipment), inventory, or project assets are impaired. Such a charge might have a significant impact on our
reported financial position and results of operations.

As required by accounting rules, we review our goodwill for impairment at least annually as of July 31 or more
frequently if facts and circumstances indicate that it is more likely than not that the fair value of a reporting unit that
has goodwill is less than its carrying value. Factors that may be considered a change in circumstances indicating that
the carrying value of our goodwill might not be recoverable include a significant decline in projections of future cash
flows and lower future growth rates in our industry. We review IPR&D for impairment on an annual basis as of

July 31 or more frequently if facts and circumstances indicate the fair value is less than the carrying value. If the
technology has been determined to be abandoned or not recoverable, we would be required to impair the asset. We
review inventory and project assets for impairment whenever events or changes in circumstances indicate the carrying
amount may not be recoverable. We consider a project commercially viable and recoverable if it is anticipated to be
sellable for a profit, or generates positive cash flows, once it is either fully developed or fully constructed. If our
projects are not considered commercially viable, we would be required to impair the respective project assets.

We have risks associated with high levels of inventory.

The amount of total inventory as of April 30, 2018 and October 31, 2017 was $55.3 million and $74.5 million,
respectively, which includes work in process inventory totaling $35.9 million and $54.4 million, respectively. We
previously reduced our production rate and have been operating at a lower level for a period of time in order to deploy
inventory to new projects and mitigate future increases in inventory. We recently announced that we are beginning to
increase our production rate to prior levels. There is no guarantee, however, that we will be successful in deploying
our existing inventory or the new inventory generated by increased production. In addition, there are risks that our
inventory could lose some or all of its value due to technological obsolescence, shifts in market demand or other
unexpected changes in industry conditions and circumstances. If we are unable to deploy our current inventory or new
inventory consistent with our business plan, we may be required to sell it at a loss, abandon it or recycle it onto
different products. These actions would result in a significant charge to earnings. Such a charge might have a
significant impact on our financial position and results of operations.

Our Advanced Technologies contracts are subject to the risk of termination by the contracting party and we may not
realize the full amounts allocated under the contracts due to the lack of Congressional appropriations.

A portion of our fuel cell revenues have been derived from long-term cooperative agreements and other contracts with
the U.S. Department of Energy and other U.S. government agencies. These agreements are important to the continued
development of our technology and our products. We also contract with private sector companies under certain
Advanced Technologies contracts to develop strategically important and complementary offerings.

Generally, our government research and development contracts are subject to the risk of termination at the
convenience of the contracting agency. Furthermore, these contracts, irrespective of the amounts allocated by the
contracting agency, are subject to annual Congressional appropriations and the results of government or agency
sponsored reviews and audits of our cost reduction projections and efforts. We can only receive funds under these
contracts ultimately made available to us annually by Congress as a result of the appropriations process. Accordingly,
we cannot be sure whether we will receive the full amounts
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awarded under our government research and development or other contracts. Failure to receive the full amounts under
any of our government research and development contracts could materially and adversely affect our business
prospects, results of operations and financial condition.

A negative government audit could result in an adverse adjustment of our revenue and costs and could result in civil
and criminal penalties.

Government agencies, such as the Defense Contract Audit Agency, routinely audit and investigate government
contractors. These agencies review a contractor’s performance under its contracts, cost structure, and compliance with
applicable laws, regulations, and standards. If the agencies determine through these audits or reviews that we
improperly allocated costs to specific contracts, they will not reimburse us for these costs. Therefore, an audit could
result in adjustments to our revenue and costs.

Further, although we have internal controls in place to oversee our government contracts, no assurance can be given
that these controls are sufficient to prevent isolated violations of applicable laws, regulations and standards. If the
agencies determine that we or one of our subcontractors engaged in improper conduct, we may be subject to civil or
criminal penalties and administrative sanctions, payments, fines, and suspension or prohibition from doing business
with the government, any of which could materially affect our results of operations and financial condition.

The U.S. government has certain rights relating to our intellectual property, including the right to restrict or take title
to certain patents.

Multiple U.S. patents that we own have resulted from government-funded research and are subject to the risk of
exercise of ‘“march-in” rights by the government. March-in rights refer to the right of the U.S. government or a
government agency to exercise its non-exclusive, royalty-free, irrevocable worldwide license to any technology
developed under contracts funded by the government if the contractor fails to continue to develop the technology.
These “march-in” rights permit the U.S. government to take title to these patents and license the patented technology to
third parties if the contractor fails to utilize the patents.

We are, from time to time depending on our overall employee count, classified for government contracting as a “Large
Business”, which could adversely affect our rights to own future patents under Department of Energy (“DOE”)-funded
contracts.

We are, from time to time depending on our overall employee count, classified as a “large business” under DOE
contracts. This allows us to own the patents that we develop under new DOE contracts if we obtain a waiver from the
DOE. A “large business” under applicable government regulations generally consists of more than 500 employees
averaged over a one year period. We will not own future patents we develop as a large business under new contracts,
grants or cooperative agreements funded by the DOE, unless we obtain a patent waiver from the DOE. Should we not
obtain a patent waiver and outright ownership, we would nevertheless retain exclusive rights to any such patents, so
long as we continue to commercialize the technology covered by the patents.

Our future success and growth is dependent on our market strategy.

We cannot assure you that we will enter into business relationships that are consistent with, or sufficient to support,
our commercialization plans and our growth strategy or that these relationships will be on terms favorable to us. Even
if we enter into these types of relationships, we cannot assure you that the business associates with whom we form
relationships will focus adequate resources on selling our products or will be successful in selling them. Some of these
arrangements have required or will require that we grant exclusive rights to certain companies in defined territories.
These exclusive arrangements could result in our being unable to enter into other arrangements at a time when the
business associate with whom we form a relationship is not successful in selling our products or has reduced its
commitment to marketing our products. In addition, future arrangements may also include the issuance of equity
and/or warrants to purchase our equity, which may have an adverse effect on our stock price and would dilute our
existing stockholders. To the extent we enter into partnerships or other business relationships, the failure of these
partners or other business associates to assist us with the deployment of our products may adversely affect our results
of operations and financial condition.
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We depend on third party suppliers for the development and supply of key raw materials and components for our
products.

We use various raw materials and components to construct a fuel cell module, including nickel and stainless steel
which are critical to our manufacturing process. We also rely on third-party suppliers for the balance-of-plant
components in our products. Suppliers must undergo a qualification process, which takes four to twelve months. We
continually evaluate new suppliers, and we are currently qualifying several new suppliers. There are a limited number
of suppliers for some of the key components of our products. A supplier’s failure to develop and supply components in
a timely manner or to supply components that meet our quality, quantity or cost requirements or our technical
specifications, or our inability to obtain alternative sources of these components on a timely basis or on terms
acceptable to us could harm our ability to manufacture our SureSource products. In addition, to the extent the
processes that our suppliers use to manufacture components are proprietary, we may be unable to obtain comparable
components from alternative suppliers.

We do not know whether we will be able to maintain long-term supply relationships with our critical suppliers, or
secure new long-term supply relationships, or whether such relationships will be on terms that will allow us to achieve
our objectives. Our business prospects, results of operations and financial condition could be harmed if we fail to
secure long-term relationships with entities that will supply the required compo