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The information in this prospectus is not complete and may be changed. A registration statement relating to these
securities has been filed with the Securities and Exchange Commission. We 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 state where the offer or sale is not
permitted.

SUBJECT TO COMPLETION, DATED FEBRUARY 3, 2005

PROSPECTUS

4,000,000 Shares

Common Stock

We are offering 4,000,000 shares of our common stock. Our common stock is traded on the NASDAQ National Market under the symbol
AMSC . The last reported sale price of our common stock on February 2, 2005 on the NASDAQ National Market was $11.35 per share.

Investing in our common stock involves risks. See _Risk Factors beginning on page 5.

Per
Share Total
Public Offering Price $ $
Underwriting Discounts $ 3
Proceeds, before expenses, to American Superconductor $ $

The underwriters have a 30-day option to purchase up to an additional 600,000 shares of common stock from us to cover over-allotments.
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Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities or
determined if this prospectus is truthful or complete. Any representation to the contrary is a criminal offense.

Needham & Company, Inc.

William Blair & Company RBC Capital Markets

The date of this prospectus is , 2005.
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You should rely only on the information contained or incorporated by reference to this prospectus. We have not authorized anyone to provide
you with information different from that contained or incorporated by reference to this prospectus. Under no circumstances should the delivery
to you of this prospectus or any sale made pursuant to this prospectus create any implication that the information contained in this prospectus is
correct as of any time after the date of this prospectus.
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PROSPECTUS SUMMARY

The following summary highlights the key information contained elsewhere in this prospectus. It does not contain all the information that may be
important to you. You should read this entire prospectus carefully, especially the discussion of Risk Factors and our selected consolidated
financial statements and related notes, before deciding to invest in shares of our common stock. In this prospectus, when we use phrases such as

we, our and us, we are referring to American Superconductor Corporation and its subsidiaries as a whole, except where it is clear from
the context that any of these terms refers only to American Superconductor Corporation. Unless otherwise indicated, the information in this
prospectus assumes the underwriters do not exercise their over-allotment option.

American Superconductor

Overview

We are a leading electricity solutions company. We develop and manufacture products to dramatically improve the cost, efficiency and
reliability of systems that generate, deliver and use electric power. Our products include high temperature superconductor (HTS) wire for
electric power, transportation, medical and industrial processing applications; motors and generators based on our HTS wire for ship propulsion
and industrial uses, as well as synchronous condensers for transmission and distribution grid reliability; and advanced power electronic systems
that ensure the quality and reliability of electricity for residential, commercial and industrial end users.

Our HTS wire carries direct current (DC) without any loss of electrical power, resulting in high electrical efficiency. Our HTS wire also
conducts more than 140 times the electrical current of copper wire of the same dimensions, which dramatically reduces the size and weight of
electrical equipment made with our HTS wire and significantly increases the power throughput of power cables.

Second Generation (2G) HTS Wire: Key to Growth

The first generation (1G) HTS wire we are manufacturing and selling today to customers in 11 countries around the world has been critical to the
development of large-scale superconductor applications, such as power transmission cables, electrical motors and generators for marine
propulsion, synchronous condensers for grid reliability, and HTS coils for magnetically levitated train systems, analytical instruments and
industrial processing equipment.

Our strategy is to migrate from our 1G HTS wire to our 2G HTS wire over the next several years. We expect the electrical performance and
mechanical strength of our 2G HTS wire to meet or exceed that of 1G HTS wire, while manufacturing costs are reduced by a factor of two to

five times. We have also designed our 2G HTS wire to be a form, fit and function replacement for our 1G HTS wire. Based on 2G HTS wire s
improved performance, substantially lower manufacturing costs and ease of replacement for 1G HTS wire, we expect markets to rapidly adopt
products based on 2G HTS wire as soon as it is available in commercial quantities. During the last year, we have made significant technical and
manufacturing advances on our proprietary 2G HTS wire. Accordingly, we have concluded that now is the time to invest in the scale-up of 2G
HTS wire manufacturing and to accelerate the transition from 1G to 2G HTS wire.
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Markets for our Products

Our current and planned products are sold or planned to be sold to electric utilities and transmission and distribution grid operators, electrical
equipment manufacturers, industrial power users and shipbuilders that utilize electric motors for ship propulsion systems. Our technology and
products are backed by an intellectual
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property portfolio that as of December 31, 2004 includes more than 390 patents and patent applications owned by us worldwide and more than
375 patents and patent applications licensed from others worldwide.

Our products, and those sold by others who incorporate our products, can:

increase the reliability, security, and power transfer capacity of electricity transmission and distribution power grids;

improve the quality of electric power delivered to manufacturing plants;

meet the grid interconnection standards required by wind farms and other sources of renewable energy;

reduce the manufacturing and operating costs of primary electrical equipment, including motors and generators;

reduce the size and weight of power cables, motors, generators, and other electric power equipment; and

conserve energy resources used to produce electricity, such as oil, gas and coal, by more efficiently conducting and converting
electricity into useful forms.

We believe there will be significant market demand for our products because of the following factors:

demand for electric power continues to grow on a global basis;

the power grids in the U.S. and in many developed nations face severe constraints in adequately and safely delivering the amounts of
power demanded by electric power users;

power reliability and power quality are increasingly important as economies transition to computerized and digitized systems;

U.S. domestic policy is now addressing the need to upgrade the transmission and distribution power grid as part of an effective
long-term national energy policy; and

Environmental threats from global industrialization and population growth continue to influence nations to encourage
environmentally friendly power technologies.

We conduct our operations through three business units:
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AMSC Wires, a developer and manufacturer of HTS wire;

SuperMachines, a designer and manufacturer of rotating machines based on our HTS wire, including electric motors, generators and
synchronous condensers; and

Power Electronic Systems, a designer and manufacturer of power electronic converters and integrated power electronic systems that
increase power grid reliability and throughput and ensure high quality power for industrial manufacturing operations.

Corporate Information

Our principal executive offices are located at Two Technology Drive, Westborough, Massachusetts 01581 and our telephone number at that
address is (508) 836-4200.

Our website is located at www.amsuper.com. We have not incorporated by reference into this prospectus the information on our website and you
should not consider it to be a part of this document. Our website address is included as an inactive textual reference only.
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Common stock offered 4,000,000 shares

Common stock to be outstanding after this offering 31,943,446 shares

Use of Proceeds We intend to use the net proceeds for working capital and for
general corporate purposes, including the scale-up of manufacturing
for our 2G HTS wire.

NASDAQ National Market symbol AMSC

The number of shares of our common stock to be outstanding after this offering is based on the number of shares outstanding as of January 31,
2005 and excludes (a) options to purchase 4,570,926 shares of common stock outstanding as of January 31, 2005, (b) 3,171,969 additional
shares of common stock available for future issuance under our stock option plans and (c) outstanding warrants to purchase 86,250 shares of
common stock.
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Summary Consolidated Financial Data

(in thousands, except per share data)

The following table provides selected financial data for the three fiscal years ended March 31, 2004 and the nine months ended December 31,
2003 and 2004.

Nine Months Ended
Fiscal Year Ended March 31, December 31,
2002 2003 2004 2003 2004
(unaudited)

Statement of Operations Data
Total revenues $ 11,650 $ 21,020 $ 41,309 $ 29,673 $ 45,430
Total costs and expenses $ 73,203 $ 109,532 $ 66,995 $ 50,710 $ 57,299
Net loss $(56,985) $ (87,633)D  $(26,733)  $(22,211)  $(11,494)
Net loss per common share (basic and diluted) $ 279 $ @21 $ (1.10) $ (©096) $ (0.41)
Weighted average number of common shares outstanding (basic and
diluted) 20,409 20,831 24,196 23,106 27,184
Other Data
Research and development expenses $ 27814 $ 21,940 $ 14,056 $ 11,586 $ 6,090

Pro forma research and development expenses® $ 36,882 $ 33,447 $ 41,350 $ 30,617 $ 32,890

(1) Net loss for the fiscal year ended March 31, 2003 includes an impairment charge of $39,231 to write down our 1G HTS wire asset group,
primarily comprised of the Devens, Massachusetts manufacturing facility and capital equipment, to an estimated fair value.

(2) Pro forma research and development expenses is a non-GAAP financial measure that consists of research and development expenses plus
research and development expenses related to externally funded development contracts included in costs of revenue, and research and
development expenses offset by cost-sharing funding under government contracts. We believe that presenting pro forma research and
development expenses provides useful information as to our aggregate research and development spending. Please see page 14 of this
prospectus for a reconciliation between research and development expenses and pro forma research and development expenses.

As of December 31, 2004

Actual As Adjusted

Balance Sheet Data
(unaudited)

Cash and cash equivalents and marketable securities $ 45,463 $ 87,687
Working capital 46,027 88,251
Total assets 119,315 161,539
Total liabilities 12,817 12,817
Stockholders equity 106,498 148,722

The as adjusted balance sheet data as of December 31, 2004 gives effect to the sale by us of the 4,000,000 shares of common stock offered under
this prospectus, at an assumed public offering price of $11.35 per share, the last reported sale price of our common stock on February 2, 2005 on
the NASDAQ National Market, after deducting the estimated underwriting discounts and commissions and the estimated offering expenses
payable by us.
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RISK FACTORS

An investment in our common stock involves a high degree of risk. You should carefully consider the following risk factors and the other
information included or incorporated by reference into this prospectus before investing in our common stock. Additional risks and uncertainties
not presently known to us or that we currently deem immaterial may also affect our business operations. If any of these risks occur, our business
could suffer, the market price of our common stock could decline and you could lose all or part of your investment in our common stock.

We have a history of operating losses, and we expect to incur losses in the future.

We have been principally engaged in research and development activities. We have incurred net losses in each year since our inception. Our net
loss for the nine months ended December 31, 2004 was $11,494,000, and for the fiscal years ended March 31, 2004, March 31, 2003, and March
31, 2002 was $26,733,000, $87,633,000, and $56,985,000, respectively. Our accumulated deficit as of December 31, 2004 was $311,337,000.
We expect to continue to incur operating losses until at least the end of the fiscal year ending March 31, 2007, and there can be no assurance that
we will ever achieve profitability.

We had cash, cash-equivalents and short- and long-term marketable securities totaling $45,463,000 at December 31, 2004. We believe our
available funds, together with the proceeds of this offering, will be sufficient to fund our working capital, capital expenditures, and other cash
requirements for at least the next three years. However, we may need additional funds if our performance deviates significantly from our current
business plan, if there are significant changes in competitive or other market factors, or if unforeseen circumstances arise. Such funds may not be
available, or may not be available under terms acceptable to us.

There are a number of technological challenges that must be successfully addressed before our superconductor products can gain
widespread commercial acceptance, and our inability to address such technological challenges could adversely affect our ability to
acquire customers for our products.

Many of our products are in the early stages of commercialization, while others are still under development. There are a number of technological
challenges that we must successfully address to complete our development and commercialization efforts. We also believe that several years of
further development in the cable and motor industries will be necessary before a substantial number of additional commercial applications for
our HTS wire in these industries can be developed and proven. We will also need to improve the performance and/or reduce the cost of our HTS
wire to expand the number of commercial applications for it. We may be unable to meet such technological challenges. Delays in development,
as a result of technological challenges or other factors, may result in the introduction or commercial acceptance of our products later than
anticipated.

The commercial uses of superconductor products are limited today, and a widespread commercial market for our products may not
develop.

To date, there has been no widespread commercial use of HTS products. Commercial acceptance of low temperature superconductor (LTS)
products, other than for medical magnetic resonance imaging and superconductor magnetic energy storage (SMES) products, has been
significantly limited by the cooling requirements of LTS materials. Even if the technological hurdles currently limiting commercial uses of HTS
and LTS products are overcome, it is uncertain whether a robust commercial market for those new and unproven products will ever develop. It is
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possible that the market demands we currently anticipate for our HTS and LTS products will not develop and that superconductor products will
never achieve widespread commercial acceptance.
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We have limited experience manufacturing our HTS products in commercial quantities, and failure to manufacture our HTS products
in commercial quantities at acceptable cost and quality levels would impair our ability to meet customer delivery requirements.

To be financially successful, we will have to manufacture our HTS products in commercial quantities at acceptable costs while also preserving
the necessary performance and quality levels. We cannot make assurances that we will be successful in developing product designs and
manufacturing processes that permit us to manufacture our HTS products in commercial quantities at acceptable costs while preserving the
necessary performance and quality. In addition, we may incur significant unforeseen expenses in our product design and manufacturing efforts.

Achieving stable yields, production volume and acceptable costs in the commercial manufacturing of 1G HTS wire remains an ongoing
challenge. 1G HTS wire manufacturing processes are complex and subtle and must be rigorously controlled and monitored for consistent yields
and quality. The failure to manufacture a sufficient quantity of 1G HTS wire at acceptable quality levels and yields would impair our ability to
meet customer delivery commitments and adversely affect our financial performance.

We have never manufactured our 2G HTS wire in commercial quantities, and failure to manufacture our 2G HTS wire in commercial
quantities at acceptable cost and quality levels would substantially limit our future revenue and profit potential.

We are in the early stages of developing our commercial-scale 2G HTS wire manufacturing processes, which, while very different from our 1G
HTS wire manufacturing processes, are also extremely complex and challenging. We may not be able to manufacture satisfactory commercial
quantities of 2G HTS wire of consistent quality, yield and cost. Failure to successfully scale up manufacturing of our 2G HTS wire would result
in a significant limitation of the broad market acceptance of our HTS products and of our future revenue and profit potential.

We have limited experience in marketing and selling our products, and our failure to effectively market and sell our products could
adversely affect our revenue and cash flow.

To date, we have limited experience marketing and selling our products, and there are few people who have significant experience marketing or
selling superconductor products. Once our products are ready for widespread commercial use, we will have to develop a marketing and sales
organization that will effectively demonstrate the advantages of our products over both more traditional products and competing superconductor
products or other technologies. We may not be successful in our efforts to market this new technology, and we may not be able to establish an
effective sales and distribution organization.

We may decide to enter into arrangements with third parties for the marketing or distribution of our products, including arrangements in which
our products, such as HTS wire, are included as a component of a larger product, such as a motor. By entering into marketing and sales alliances,
the financial benefits to us of commercializing our products are dependent on the efforts of others. We may not be able to enter into marketing or
distribution arrangements with third parties on financially acceptable terms, and third parties may not be successful in selling our products or
applications incorporating our products.

Many of our revenue opportunities are dependent upon subcontractors and other business partners.
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Many of the revenue opportunities for our AMSC Wires business unit involve projects, such as the installation of HTS cables in power grids, on
which we partner with other companies, including suppliers of cryogenic systems and manufacturers of electric power cables. In addition, a key
element of our SuperMachines business strategy is the formation of business alliances with motor manufacturers and/or marine propulsion
system integrators. As a result, most of our current and planned revenue-generating projects involve business partners on whose performance our
revenue is dependent. If these business partners fail to deliver their products or perform their obligations on a timely basis, our revenue from the
project may be delayed or decreased.
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Our contracts with the U.S. government are subject to audit, modification or termination by the U.S. government, and the continued
funding of such contracts remains subject to annual congressional appropriation, which if not approved could adversely affect our
results of operations and financial condition.

As a company which contracts with the U.S. government, we are subject to financial audits and other reviews by the U.S. government of our
costs and performance, accounting and general business practices relating to these contracts. Based on the results of its audits, the U.S.
government may adjust our contract-related costs and fees. No assurances can be given that adjustments arising from government audits and
reviews would not have a material adverse effect on our results of operations.

All of our U.S. government contracts can be terminated by the U.S. government for its convenience. Termination for convenience provisions
provide only for our recovery of costs incurred or committed, settlement expenses and profit on work completed prior to termination. In addition
to the right of the U.S. government to terminate its contract with us, U.S. government contracts are conditioned upon the continuing approval by
Congress of the necessary spending to honor such contracts. Congress often appropriates funds for a program on a fiscal-year basis even though
contract performance may take more than one year. Consequently, at the beginning of many major governmental programs, contracts often may
not be fully funded, and additional monies are then committed to the contract only if, as and when appropriations are made by Congress for
future fiscal years. There can be no assurance that our U.S. government contracts will not be terminated or suspended in the future. The U.S.
government s termination of, or failure to fully fund, one or more of our contracts would have a negative impact on our operating results and
financial condition. Further, in the event that any of our government contracts are terminated for cause, it could affect our ability to obtain future
government contracts which could, in turn, seriously harm our ability to develop our technologies and products.

Our products face intense competition both from superconductor products developed by others and from traditional,
non-superconductor products and alternative technologies, which could limit our ability to acquire or retain customers.

As we begin to market and sell our superconductor products, we will face intense competition both from competitors in the superconductor field
and from vendors of traditional products and new technologies. There are many companies in the United States, Europe, Japan and China
engaged in the development of HTS wire, including Sumitomo Electric Industries, Intermagnetics General, European Advanced
Superconductors, Nexans, Trithor, Fujikura, Furukawa Electric, Showa, and Innova Superconductor Technology. The superconductor industry is
characterized by rapidly changing and advancing technology. Our future success will depend in large part upon our ability to keep pace with
advancing HTS and LTS technology and developing industry standards. Our SMES products and integrated power electronic products, such as
D-VAR, compete with a variety of other products such as dynamic voltage restorers (DVRs), static VAR compensators (SVCs), static
compensators (STATCOMS), flywheels, power electronic converters and battery-based power supply systems. Competition for our
PowerModules includes products from ABB, Alstom, Siemens, Mitsubishi Electric, Ecostar, Inverpower, SatCon, Semikron and Xantrex. The
HTS motor and generator products that we are developing face competition from copper wire-based motors and generators, from permanent
magnet motors that are being developed, and from companies developing HTS rotating machinery including Siemens, GE and Doosan Heavy
Industries & Construction. Research efforts and technological advances made by others in the superconductor field or in other areas with
applications to the power quality and reliability markets may render our development efforts obsolete. Many of our competitors have
substantially greater financial resources, research and development, manufacturing and marketing capabilities than we have. In addition, as the
HTS wire, HTS electric motors and generators, and power electronic systems markets develop, other large industrial companies may enter those
fields and compete with us. If we are unable to compete successfully, it may harm our business, which in turn may limit our ability to acquire or
retain customers.
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Third parties have or may acquire patents that cover the HTS materials we use or may use in the future to manufacture our products,
and our success depends on our ability to license such patents or other proprietary rights.

We expect that some or all of the HTS materials and technologies we use in designing and manufacturing our products are or will become
covered by patents issued to other parties, including our competitors. If that is the case, we will need either to acquire licenses to these patents or
to successfully contest the validity of these patents. The owners of these patents may refuse to grant licenses to us, or may be willing to do so
only on terms that we find commercially unreasonable. If we are unable to obtain these licenses, we may have to contest the validity or scope of
those patents to avoid infringement claims by the owners of these patents. It is possible that we will not be successful in contesting the validity
or scope of a patent, or that we will not prevail in a patent infringement claim brought against us. Even if we are successful in such a proceeding,
we could incur substantial costs and diversion of management resources in prosecuting or defending such a proceeding.

Our patents may not provide meaningful protection for our technology, which could result in us losing some or all of our market
position.

We own or have licensing rights under many patents and pending patent applications. However, the patents that we own or license may not
provide us with meaningful protection of our technologies and may not prevent our competitors from using similar technologies, for a variety of
reasons, such as:

the patent applications that we or our licensors file may not result in patents being issued;

any patents issued may be challenged by third parties; and

others may independently develop similar technologies not protected by our patents or design around the patented aspects of any
technologies we develop.

Moreover, we could incur substantial litigation costs in defending the validity of our own patents. We also rely on trade secrets and proprietary
know-how to protect our intellectual property. However, our non-disclosure agreements and other safeguards may not provide meaningful
protection for our trade secrets and other proprietary information. If the patents that we own or license or our trade secrets and proprietary
know-how fail to protect our technologies, our market position may be adversely affected.

Our success is dependent upon attracting and retaining qualified personnel, and our inability to do so could significantly damage our
business and prospects.

Our success will depend in large part upon our ability to attract and retain highly qualified research and development, management,
manufacturing, marketing and sales personnel. Hiring those persons may be especially difficult due to the specialized nature of our business.

We may in the future acquire complementary businesses or technologies, which may require us to incur substantial costs for which we
may never realize the anticipated benefits.
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We may in the future acquire complementary businesses or technologies, although we currently have no commitments or agreements and are not
involved in any negotiations with respect to any specific acquisitions. If we do pursue acquisitions, management s attention and resources may be
diverted from other business concerns. An acquisition may also involve a significant purchase price and significant transaction-related expenses.

Achieving the benefits of any acquisition would involve additional risks, including:

difficulty assimilating acquired operations, technologies and personnel;

inability to retain management and other key personnel of the acquired business;
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changes in management or other key personnel that may harm relationships with the acquired business s customers and employees;
and

diversion of management attention as a result of the integration process.

If we do pursue acquisitions, we cannot ensure that we will realize any of the anticipated benefits of any acquisition, and if we fail to realize
these anticipated benefits, our operating performance could suffer.

Our common stock may experience extreme market price and volume fluctuations, which may prevent our stockholders from selling
our common stock at a profit and could lead to costly litigation against us that could divert our management s attention.

The market price of our common stock has historically experienced significant volatility and may continue to experience such volatility in the
future. Factors such as technological achievements by us and our competitors, the establishment of development or strategic relationships with
other companies, our introduction of commercial products, and our financial performance may have a significant effect on the market price of
our common stock. In addition, the stock market in general, and the stock of high technology companies in particular, have in recent years
experienced extreme price and volume fluctuations, which are often unrelated to the performance or condition of particular companies. Such
broad market fluctuations could adversely affect the market price of our common stock. Due to these factors, the price of our common stock may
decline and investors may be unable to resell their shares of our common stock for a profit. Following periods of volatility in the market price of
a particular company s securities, securities class action litigation has often been brought against that company. If we become subject to this kind
of litigation in the future, it could result in substantial litigation costs, a damages award against us and the diversion of our management s
attention.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This prospectus, any prospectus supplement we may use in connection with this prospectus, and the documents we incorporate by reference into

this prospectus contain forward-looking statements within the meaning of Section 21E of the Securities Exchange Act of 1934 and Section 27A

of the Securities Act of 1933. For this purpose, any statements contained herein that relate to future events or conditions, including without

limitation, the statements included or incorporated by reference into this prospectus regarding industry prospects and our prospective results of

operations or financial position, may be deemed to be forward-looking statements. The words believes, anticipates, plans, expects, and similar
expressions are intended to identify forward-looking statements. Such forward-looking statements represent management s current expectations

and are inherently uncertain. The important factors discussed above under Risk Factors, among others, could cause actual results to differ

materially from those indicated by such forward-looking statements. Any such forward-looking statements represent management s views as of

the date of the document in which such forward-looking statement is contained. While we may elect to update such forward-looking statements

at some point in the future, we disclaim any obligation to do so, even if subsequent events cause our views to change.

USE OF PROCEEDS

We estimate the net proceeds to us of this offering to be approximately $42.2 million, based on an assumed public offering price of $11.35 per
share, the last reported sale price of our common stock on February 2, 2005 on the NASDAQ National Market, after deducting the estimated
underwriting discounts and commissions and the estimated offering expenses payable by us.

We intend to use the net proceeds from this offering primarily for working capital and for general corporate purposes, including capital
expenditures for the scale-up of manufacturing for our 2G HTS wire. The equipment cost for the pilot line of our 2G HTS wire is expected to be
$10 to $15 million. Additional equipment needed for full commercial production of our 2G HTS wire is expected to cost approximately $25 to
$30 million.

The amounts actually spent by us for any specific purpose may vary significantly and will depend on a number of factors, including the progress
of our commercialization and development efforts. Accordingly, our management has broad discretion to allocate the net proceeds. Pending the
uses described above, we intend to invest the net proceeds of this offering in short-term, interest-bearing, investment-grade securities.

10
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PRICE RANGE OF COMMON STOCK

Our common stock has been quoted on the NASDAQ National Market under the symbol AMSC since 1991. The following table sets forth the
high and low sale prices per share of our common stock as reported on the NASDAQ National Market for the periods indicated.

High Low

Fiscal Year Ended March 31, 2003

First Quarter $ 8.87 $ 3.85
Second Quarter 6.05 2.65
Third Quarter 4.24 2.10
Fourth Quarter 5.41 3.02
Fiscal Year Ended March 31, 2004

First Quarter 7.35 3.18
Second Quarter 13.85 4.95
Third Quarter 14.67 9.10
Fourth Quarter 19.95 11.29
Fiscal Year Ending March 31, 2005

First Quarter 15.07 10.90
Second Quarter 13.36 9.01
Third Quarter 15.13 10.52
Fourth Quarter (through February 2, 2005) 14.98 10.75

A recent last reported sale price per share for our common stock on the NASDAQ National Market is set forth on the cover page of this
prospectus.

DIVIDEND POLICY

We have never paid cash dividends on our common stock. We currently intend to retain earnings, if any, to fund the development and growth of
our business and do not anticipate paying cash dividends for the foreseeable future. Payment of future cash dividends, if any, will be at the
discretion of our board of directors after taking into account various factors, including our financial condition, operating results, current and
anticipated cash needs and plans for expansion.

11
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CAPITALIZATION

The following table sets forth our capitalization as of December 31, 2004:

on an actual basis; and

on an as adjusted basis to reflect the issuance and sale of 4,000,000 shares of our common stock in this offering at the assumed
public offering price of $11.35 per share, the last reported sale price of our common stock on February 2, 2005 on the NASDAQ
National Market, after deducting the estimated underwriting discounts and commissions and the estimated offering expenses payable
by us.

This table excludes 4,675,196 shares of our common stock reserved as of December 31, 2004 for issuance upon exercise of outstanding options
and warrants. You should read this table together with our financial statements and accompanying notes and with Management s Discussion and
Analysis of Financial Condition and Results of Operations appearing elsewhere in this prospectus.

As of December 31, 2004

Actual As Adjusted

(in thousands)

(unaudited)
Long-term debt
Stockholders equity:
Common stock, $0.01 par value; 100,000,000 shares authorized; 27,942,926 shares issued
and outstanding, actual; 31,942,926 shares issued and outstanding, as adjusted $ 279 $ 319
Additional paid-in capital 418,553 460,737
Deferred compensation (886) (886)
Deferred warrant costs 27) 27
Accumulated other comprehensive loss (84) (84)
Accumulated deficit (311,337) (311,337)
Total stockholders equity 106,498 148,722
Total capitalization $ 106,498 $ 148,722

12
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DILUTION

Our net tangible book value as of December 31, 2004 was approximately $99,915,000, or $3.58 per share. Net tangible book value per share
represents our total tangible assets less our total liabilities, divided by the aggregate number of shares of our common stock outstanding. After
giving effect to the sale of the 4,000,000 shares of our common stock in this offering, at an assumed public offering price of $11.35 per share,
the last reported sale price of our common stock on February 2, 2005 on the NASDAQ National Market, after deducting the estimated
underwriting discounts and commissions and the estimated offering expenses payable by us, our net tangible book value at December 31, 2004
would have been approximately $142,139,000 or $4.45 per share. This represents an immediate increase in net tangible book value per share of
$0.87 to existing stockholders and an immediate dilution of $6.90 per share to new investors. Dilution per share represents the difference
between the amount per share paid by the new investors in this offering and the net tangible book value per share at December 31, 2004, giving
effect to this offering. The following table illustrates this per share dilution to new investors.

Public offering price per share $11.35
Net tangible book value per share as of December 31, 2004 $3.58
Increase in net tangible book value per share attributable to new investors 0.87
Net tangible book value per share after this offering 4.45
Dilution per share to new investors $ 6.90

These calculations assume no exercise of stock options and warrants outstanding as of December 31, 2004. As of December 31, 2004, there were
options and warrants outstanding to purchase an aggregate of 4,675,196 shares of our common stock at a weighted average exercise price of
$15.06 per share. To the extent all of these options and warrants had been exercised as of December 31, 2004, the dilution to new investors
would be greater.

13
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SELECTED CONSOLIDATED FINANCIAL DATA

The selected consolidated financial data presented below for the fiscal years ended March 31, 2000, 2001, 2002, 2003 and 2004 have been
derived from our consolidated financial statements that have been audited by PricewaterhouseCoopers LLP, independent registered public
accounting firm. The selected consolidated financial data for the nine months ended December 31, 2003 and 2004 and as of December 31, 2004
have been derived from our unaudited consolidated financial statements. In the opinion of our management, such unaudited consolidated
financial statements have been prepared on the same basis as the audited consolidated financial statements and include all adjustments,
consisting only of normal recurring adjustments, necessary for a fair presentation of our operating results and financial position for such periods
and as of such date. Our operating results for the nine months ended December 31, 2004 are not necessarily indicative of the results to be
expected for the entire fiscal year ending March 31, 2005. The financial data presented below should be read in conjunction with the other
financial information appearing elsewhere in this prospectus or incorporated by reference into this prospectus.

Nine Months
Ended
Fiscal Year Ended March 31, December 31,
2000 2001 2002 2003 2004 2003 2004
(unaudited)
Statement of Operations Data (in thousands, except per share data)
Revenues:
Contract revenue $ 10,439 $ 3,186 $ 2,111 $ 715 $ 875 $ 702 $ 1,153
Product sales and prototype development contracts 4,674 13,582 9,539 20,305 40,434 28,971 44,277
Total revenues 15,113 16,768 11,650 21,020 41,309 29,673 45,430
Costs and expenses:
Costs of revenue  contract revenue 10,325 3,135 2,101 684 825 664 1,168
Cost of revenue  product sales and prototype development contracts 4,369 10,981 17,299 31,518 43,455 31,810 43,729
Research and development 13,206 22,832 27,814 21,940 14,056 11,586 6,090
Selling, general and administrative 6,686 14,215 16,313 16,159 8,659 6,650 6,313
Pirelli license costs 4,010
Restructuring charges 5,666
Impairment charge 39,231
Total costs and expenses 34,586 51,163 73,203 109,532 66,995 50,710 57,300
Operating loss (19,473) (34,395) (61,553) (88,512) (25,686) (21,037) (11,870)
Interest income 1,871 12,555 4,451 869 296 164 490
Fees abandoned debt financing (1,388) (1,375) 35)
Other income (expense), net 4 164 117 10 45 37 (79)
Net loss $(17,598) $(21,676) $(56,985) $ (87,633) $(26,733) $(22,211) $(11,494)
Net loss per common share (basic and diluted) $ @d.1n $ @d.08 $ (279 $ @21) $ (1.100 $ (096) $ (041)
Weighted average number of common shares outstanding (basic and
diluted) 15,820 20,127 20,409 20,831 24,196 23,106 27,784
Other Data
Research and development expenses $ 13,206 $ 22,832 $ 27,814 $ 21,940 $ 14,056 $ 11,586 $ 6,090
Research and development expenditures classified as costs of
revenue 8,412 5,879 8,757 10,997 25,442 17,797 25,731
Research and development expenditures offset by cost-sharing
funding 1,014 135 311 510 1,852 1,234 1,069
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Pro forma research and development expenses()) $ 22632 $ 28846 $ 36,882 $ 33447 $ 41350 $ 30,617 $ 32,890

(I Pro forma research and development expenses is a non-GAAP financial measure that consists of research and development expenses plus research and
development expenses related to externally funded development contracts included in costs of revenue, and research and development expenses offset by
cost-sharing funding under government contracts. We believe that presenting pro forma research and development expenses provides useful information as to
our aggregate research and development spending.
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Balance Sheet Data

Cash and cash equivalents and marketable securities
Working capital

Total assets

Total long-term debt

Stockholders equity

Table of Contents

As of
As of March 31, December 31,

2000 2001 2002 2003 2004 2004

(unaudited)
(in thousands)

$ 218,655 $ 160,225 $ 68,200 $ 20,049 $ 52,647 $ 45,463
135,681 108,808 36,834 19,407 46,202 46,027
248914 239,927 197,795 101,979 129,899 119,315
240,944 227,564 172,166 87,819 115,452 106,498
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MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Executive Overview

We were founded in 1987. We are focused on developing, manufacturing and selling products using two core technologies: high temperature
superconductor (HTS) wires and power electronic converters for electric power applications. We also assemble superconductor wires and power
electronic converters into fully integrated products, such as HTS ship propulsion motors and dynamic reactive compensation systems, which we
sell or plan to sell to end users. Current or prospective customers for our products include electric utilities, electrical equipment manufacturers,
industrial power users and commercial and military shipbuilders.

Our HTS wire addresses constraints on the power grids in the U.S. and other developed countries by increasing the electric current carrying
capacity of the transmission cables comprising these power grids. In addition, our HTS wire, when incorporated into primary electrical
equipment such as motors and generators, can provide increased manufacturing and operating savings due to a significant reduction in size and
weight of this equipment. Also, our power electronic converters increase the quality and reliability of electric power that is transmitted by
electric utilities or consumed by large industrial entities.

Our products are in varying stages of commercialization. Our power electronic converters have been sold commercially, as part of an integrated
system, to utilities, manufacturers and wind farm owners since 1999. Our HTS wire has been produced commercially since the beginning of
2003, although its principal applications (power cables, rotating machines, specialty magnets) are currently in the prototype stage. Some of these
prototypes are funded by U.S. government contracts, primarily with the Department of Defense and Department of Energy.

Our cash requirements depend on numerous factors, including successful completion of our product development activities, ability to
commercialize our product prototypes, rate of customer and market adoption of our products and the continued availability of U.S. government
funding during the product prototype phase. Significant deviations to our business plan with regard to these factors, which are important drivers
to our business, could have a material adverse effect on our operating performance, financial condition, and future business prospects. We expect
to pursue the expansion of our operations through internal growth and strategic alliances.

Critical Accounting Policies and Estimates

The preparation of consolidated financial statements requires that we make estimates and judgments that affect the reported amounts of assets,
liabilities, revenue and expenses, and related disclosure of contingent assets and liabilities. We base our estimates on historical experience and
various other assumptions that are believed to be reasonable under the circumstances, the results of which form the basis for making judgments
about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual results may differ under different
assumptions or conditions.

Our accounting policies that involve the most significant judgments and estimates are as follows:

Table of Contents 29



Edgar Filing: AMERICAN SUPERCONDUCTOR CORP /DE/ - Form S-3/A

Revenue recognition and deferred revenue;

Allowance for doubtful accounts;

Long-lived assets;

Inventory accounting;

Deferred tax assets; and

Goodwill.
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Revenue recognition and deferred revenue. For certain arrangements, such as contracts to perform research and development, prototype
development contracts and certain product sales, we record revenues using the percentage of completion method, measured by the relationship
of costs incurred to total estimated contract costs. We follow this method since reasonably dependable estimates of the revenue and costs
applicable to various stages of a contract can be made. However, the ability to reliably estimate total costs at completion is challenging,
especially on long-term prototype development contracts, and could result in future changes in contract estimates. Since many contracts extend
over a long period of time, revisions in cost and funding estimates during the progress of work have the effect of adjusting earnings applicable to
prior-period performance in the current period. Recognized revenues and profit or loss are subject to revisions as the contract progresses to
completion. Revisions in profit or loss estimates are charged to income in the period in which the facts that give rise to the revision become
known. Some of our contracts contain incentive provisions, based upon performance in relation to established targets, which are recognized in
the contract estimates when deemed realizable.

We recognize revenue from product sales upon customer acceptance, which can occur at the time of delivery, installation, or post-installation,
where applicable, provided persuasive evidence of an arrangement exists, delivery has occurred, the sales price is fixed or determinable and the
collectibility is reasonably assured. When other significant obligations remain after products are delivered, revenue is recognized only after such
obligations are fulfilled. Customer deposits received in advance of revenue recognition are recorded as deferred revenue until customer
acceptance is received. Deferred revenue also represents the amount billed to and/or collected from commercial and government customers on
contracts which permit billings to occur in advance of contract performance/revenue recognition.

Allowance for doubtful accounts. If the financial condition of our customers were to deteriorate, resulting in an impairment of their ability to
make payments, additional provisions for bad debt allowances may be required. The allowance for doubtful accounts was $47,000 and $41,000
on December 31, 2004 and March 31, 2004, respectively.

Long-lived assets. We periodically evaluate our long-lived assets for potential impairment under Statement of Financial Accounting Standards
(SFAS) No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets. We perform these evaluations whenever events or
circumstances suggest that the carrying amount of an asset or group of assets is not recoverable. Our judgments regarding the existence of
impairment indicators are based on market and operational performance. Indicators of potential impairment include:

a significant change in the manner in which an asset is used;

a significant decrease in the market value of an asset;

a significant adverse change in its business or the industry in which it is sold;

a current period operating cash flow loss combined with a history of operating or cash flow losses or a projection or forecast that
demonstrates continuing losses associated with the asset; and

significant advances in our technologies that require changes in our manufacturing process.

If we believe an indicator of potential impairment exists, we test to determine whether impairment recognition criteria in SFAS No. 144 have
been met. To analyze a potential impairment, we project undiscounted future cash flows over the remaining life of the asset or the primary asset
in the asset group, using a probability-weighted multiple scenario approach, reflecting a range of possible outcomes. If these projected cash
flows are less than the carrying amount, an impairment loss is recognized based on the fair value of the asset or asset group less any costs of
disposition. Evaluating the impairment requires judgment by our management to estimate future operating results and cash flows. If different

Table of Contents 31



Edgar Filing: AMERICAN SUPERCONDUCTOR CORP /DE/ - Form S-3/A

estimates were used, the amount and timing of asset impairments could be affected. We charge impairments of the long-lived assets to
operations if our evaluations indicate that the carrying values of these assets are not recoverable.
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No impairment charges were recorded in fiscal 2004 or the first three quarters of fiscal 2005.

Inventory accounting. We write down inventory for estimated obsolescence or unmarketable inventory in an amount equal to the difference
between the cost of the inventory and the estimated realizable value based upon assumptions of future demand and market conditions. If actual
market conditions are less favorable than those projected, additional inventory write-downs may be required. Program costs may be deferred and
recorded as inventory on contracts on which costs are incurred in excess of funding, if future funding is deemed probable.

Deferred tax assets. We have recorded a full valuation allowance to reduce our deferred tax assets to the amount that is more likely than not to
be realized. While we consider future taxable income and tax planning strategies in assessing the need for the valuation allowance, if
management were to determine that we would be able to realize deferred tax assets in the future in excess of the net recorded amount, an
adjustment to the deferred tax asset would increase income in the period such determination was made.

Goodwill. Goodwill represents the excess of cost over net assets of acquired businesses that are consolidated. Pursuant to SFAS No. 142
Goodwill and Other Intangible Assets, goodwill is not amortized. In lieu of amortization, we perform an impairment review of our goodwill at

least annually or when events and changes in circumstances indicate the need for such a detailed impairment analysis, as prescribed by SFAS

No. 142. To date, we have determined that goodwill is not impaired, but we could in the future determine that goodwill is impaired, which

would result in a charge to earnings.

Results of Operations

The Company has three reportable business segments SuperMachines, Power Electronic Systems, and AMSC Wires.

The SuperMachines business segment develops and commercializes electric motors, generators, and synchronous condensers based on HTS
wire. Its primary focus for motors and generators is on ship propulsion.

The Power Electronic Systems business segment develops and sells power electronic converters and designs, manufactures and sells integrated
systems based on those converters for power quality and reliability solutions and for wind farm applications.

The AMSC Wires business segment develops, manufactures and sells HTS wire. The focus of this segment s current development,
manufacturing and sales efforts is on HTS wire for power transmission cables, motors, generators, synchronous condensers and specialty
electromagnets.

Revenues
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Total revenues during the quarter ended December 31, 2004 were $23,247,000, an 89% increase compared to the $12,302,000 of revenues
recorded for the same quarter a year earlier. For the nine months ended December 31, 2004, total revenues were $45,430,000, a 53% increase
over the $29,673,000 of revenues recorded in the comparable period of the prior year.

For the three months ended For the nine months ended

December 31, December 31, December 31, December 31,
Revenues 2004 2003 2004 2003
SuperMachines $ 13,470,000 $ 7,446,000 $ 24,409,000 $ 19,404,000
Power Electronic Systems 7,467,000 3,412,000 12,314,000 5,367,000
AMSC Wires 2,310,000 1,444,000 8,707,000 4,902,000
Total $ 23,247,000 $ 12,302,000 $ 45,430,000 $ 29,673,000
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The increase in total revenues of $10,945,000 for the quarter ended December 31, 2004, compared to the same prior-year quarter, was mainly
the result of substantial increases in revenues in the SuperMachines and Power Electronic Systems business units.

In the SuperMachines business unit, revenues increased to $13,470,000 in the quarter ended December 31, 2004 from $7,446,000 in the same
prior-year quarter, an increase of $6,024,000 or 81% driven by higher prototype development contract revenues on the U.S. Navy 36.5 Megawatt
(MW) motor program.

Two factors contributed to the increase in revenue on the 36.5 MW motor program, which had revenues of $13,361,000 and $7,237,000 in the
quarters ended December 31, 2004 and 2003, respectively. First, the third quarter of fiscal 2005 included approximately $3,200,000 of 36.5 MW
program revenue which was recognized in October 2004 upon the receipt of $9,300,000 of incremental funding from the Navy. As a result of a
funding limitation which was in effect as of the end of the September 30, 2004 quarter, deferred program costs of $3,091,000 (representing costs
incurred in excess of funding) were recorded as inventory at September 30, 2004, limiting 36.5 MW program revenues to $3,070,000 in the
second quarter of fiscal 2005. These deferred program costs were recorded as costs of revenue upon receipt of the incremental funding in
October 2004, resulting in approximately $3,200,000 of revenue on this cost-plus-incentive-fee program in the third quarter of fiscal 2005. The
Navy authorized additional incremental funding to the 36.5 MW program in November 2004 as well, and additional funding allocations are
expected to continue to occur.

The second factor contributing to the increase in 36.5 MW program revenue was the AMSC Wires business unit s delivery of approximately 150
kilometers of HTS wire to the program in the third quarter of fiscal 2005, resulting in revenues of over $3,500,000 (out of $13,361,000 total),
compared to approximately $200,000 of HTS wire-related 36.5 MW program revenue in the same prior-year quarter. Both of the above factors
also contributed to the sequential quarterly increase in SuperMachines revenues from $3,553,000 in the second quarter of fiscal 2005 to
$13,470,000 in the third quarter.

In the Power Electronic Systems business unit, revenues increased to $7,467,000 in the quarter ended December 31, 2004 from $3,412,000 in
the same prior-year quarter, an increase of $4,055,000 or 119% driven by sales of D-VAR® and PQ-IVR systems. Five such units which had
been ordered in the first quarter of fiscal 2005 were sold for industrial and wind farm applications in the third quarter of fiscal 2005, resulting in
revenues of $7,112,000. The remaining $355,000 consisted of maintenance and service revenues. In the prior-year quarter, $3,250,000 of the
$3,412,000 of revenue related to the sale of six distributed superconducting magnetic energy storage (D-SMES) units to the American
Transmission Company (ATC) in December 2003.

AMSC Wires revenues increased to $2,310,000 for the quarter ended December 31, 2004 from $1,444,000 for the prior-year quarter, an increase
of $866,000 or 60%, resulting from a $1,105,000 increase in product sales relating to work being performed on the U.S. Department of Energy
(DOE) project to install an HTS power cable in the transmission grid of the Long Island Power Authority (LIPA). Revenues on the LIPA project
increased to $1,665,000 in the third quarter of fiscal 2005 compared to $560,000 in the same prior-year quarter, primarily as a result of a
$970,000 increase in subcontractor spending by Nexans and Air Liquide. Contract revenues in AMSC Wires also increased by $349,000 to
$498,000 in the third quarter of fiscal 2005 as a result of $443,000 of work performed on a second-generation (2G) research contract awarded in
June 2004 by the Defense Advanced Research Projects Agency (DARPA), compared to $149,000 of contract revenues in the same prior-year
quarter.

These increases in contract and LIPA project revenues were partially offset by a $588,000 decrease in HTS wire sales to external customers, as
wire sales declined to $147,000 in the third quarter of fiscal 2005 from $735,000 in the same prior-year quarter. AMSC Wires actually delivered
a record quantity of approximately 163 kilometers (about 101 miles) of first-generation (1G) HTS wire in the third quarter of fiscal 2005, but
over 150 kilometers were intercompany shipments to the 36.5 MW motor program. The revenue related to this HTS wire shipment was reported
in the SuperMachines business unit.
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For the nine-month period ended December 31, 2004, total revenues were $45,430,000, an increase of $15,757,000 or 53% compared to
$29,673,000 of revenues for the same period of the prior fiscal year.

SuperMachines revenues increased by $5,005,000 to $24,409,000 in the nine-month period ended December 31, 2004 from $19,404,000 for the
same period last year due to an increase in work performed on the Navy 36.5 MW motor program, on which revenues were $23,434,000 and
$17,740,000 for the nine-month periods ended December 31, 2004 and 2003, respectively. This increase in program revenue was driven by
higher HTS wire deliveries and an increase in work performed by various subcontractors on the 36.5 MW motor program, including Northrop
Grumman and Ideal Electric Company.

Revenues in Power Electronic Systems increased by $6,947,000 or 129% to $12,314,000 for the nine-month period ended December 31, 2004
from $5,367,000 for the same period of the prior year. This increase came as a result of a higher level of D-VAR and PQ-IVR system shipments
in the first nine months of fiscal 2005, both for industrial applications and to wind farm operators in the United States, Europe, and Canada.

AMSC Wires revenues increased by $3,805,000 or 78% to $8,707,000 for the nine-month period ended December 31, 2004 from $4,902,000 for
the same prior-year period, due to a $1,249,000 increase in HTS wire sales, a $2,105,000 increase in work performed on the DOE project to
install an HTS power cable in the LIPA transmission grid, and a $451,000 increase in contract revenues. HTS wire sales increased to $3,012,000
in the first nine months of fiscal 2005 from $1,763,000 in the same period last year, due to increased HTS wire shipments. LIPA-related

revenues increased to $4,542,000 for the nine-month period ended December 31, 2004 from $2,437,000 for the same prior-year period, primarily
as a result of a $1,730,000 increase in subcontractor spending over the first nine months of fiscal 2005, compared to the prior year. Contract
revenues increased to $1,153,000 from $702,000, primarily as a result of work performed on the DARPA 2G contract.

Cost-sharing funding

In addition to reported revenues, we also received funding of $650,000 for the quarter ended December 31, 2004 under two government
cost-sharing agreements with the U.S. Air Force and Department of Commerce. For the same quarter of the prior year, we recorded
approximately $745,000 of funding from the Air Force, Department of Commerce, and DOE. For the nine-month period ended December 31,
2004, we received cost-sharing funding of $1,717,000, compared to $1,504,000 in the same period of the prior year. All of our cost-sharing
programs provide funding in support of 2G HTS wire development work being done in the AMSC Wires business unit. We anticipate that a
portion of our funding in the future will continue to come from cost-sharing agreements as we continue to develop joint programs with
government agencies. As required by government contract accounting guidelines, funding from government cost-sharing agreements is recorded
as an offset to R&D and SG&A expenses, rather than as revenues.

Costs and expenses

Total costs and expenses for the quarter ended December 31, 2004 were $25,895,000, compared to $18,908,000 for the same period last year.
Total costs and expenses for the nine-month period ended December 31, 2004 were $57,299,000, compared to $50,710,000 for the same period
last year.

Costs of revenue product sales and prototype development contracts increased by $7,621,000 to $21,199,000 for the quarter ended December 31,
2004, compared to $13,578,000 for the same quarter of the prior year. This increase in costs of revenue was directly related to the higher level of

Table of Contents 37



Edgar Filing: AMERICAN SUPERCONDUCTOR CORP /DE/ - Form S-3/A

prototype development contract revenues in the SuperMachines business unit. Although product sales at the Power Electronic Systems business
unit increased by $4,055,000 to $7,467,000 in the third quarter of fiscal 2005 from $3,412,000 in the same prior-year quarter, costs of revenue at
Power Electronic Systems decreased by $446,000 to $3,585,000 in the third quarter of fiscal 2005 from $4,031,000 in the same prior-year
quarter. This resulted from the higher gross
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margins associated with the fiscal 2005 product sales at Power Electronic Systems, compared to the sale of six D-SMES units to ATC in the
prior-year quarter at zero margin in connection with a pre-existing agreement signed in calendar year 1999.

Costs of revenue product sales and prototype development contracts increased by $11,919,000 to $43,729,000 in the nine-month period ended
December 31, 2004 from $31,810,000 for the same period of the prior year in connection with the higher levels of revenue in all three business
units. Although product sales at the Power Electronic Systems business unit increased by $6,947,000 to $12,314,000 in the first nine months of
fiscal 2005 from $5,367,000 in the same prior-year period, costs of revenue at Power Electronic Systems increased by only $799,000 to
$6,808,000 in the first nine months of fiscal 2005 from $6,009,000 in the same prior-year period. This resulted from the higher gross margins
associated with the fiscal 2005 product sales at Power Electronic Systems, compared to the sale of six D-SMES units to ATC in the prior-year
period at zero margin in connection with a pre-existing agreement signed in calendar year 1999.

Costs of revenue contract revenue increased to $471,000 and $1,167,000 for the three- and nine-month periods ended December 31, 2004,
respectively, compared to $142,000 and $664,000 for the same prior-year periods. Costs of revenue contract revenue increased proportionately
with the higher level of contract revenues.

Research and development

A portion of our R&D expenditures related to externally funded development contracts has been classified as costs of revenue (rather than as
R&D expenses). Additionally, a portion of R&D expenses was offset by cost-sharing funding. Our R&D expenditures are summarized as
follows:

Three Months Ended Nine Months Ended
December 31, December 31,
2004 2003 2004 2003

R&D expenses per Consolidated

Statements of Operations $ 2,454,000 $ 3,611,000 $ 6,090,000 $ 11,586,000
R&D expenditures classified as Costs of revenue 11,764,000 6,358,000 25,731,000 17,797,000
R&D expenditures offset by cost-sharing funding 411,000 532,000 1,069,000 1,234,000
Pro forma R&D expenses $ 14,629,000  $10,501,000  $32,890,000  $ 30,617,000

R&D expenses (exclusive of amounts classified as costs of revenue and amounts offset by cost-sharing funding) decreased to $2,454,000 and
$6,090,000 in the three and nine months ended December 31, 2004, respectively, from $3,611,000 and $11,586,000 for the same periods last
year primarily as a result of a higher percentage of the R&D costs being classified as costs of revenue in connection with the prototype
development contract work in SuperMachines and a higher percentage of AMSC Wires labor and overhead costs being absorbed into costs of
revenue in support of the higher level of product sales.
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Pro forma R&D expenses, which include amounts classified as costs of revenue and amounts offset by cost-sharing funding, increased to
$14,629,000 and $32,890,000 in the three and nine months ended December 31, 2004, respectively, from $10,501,000 and $30,617,000 for the
same periods last year. The increase of $4,128,000 in the quarter ended December 31, 2004, compared to the same prior-year quarter, was
caused in part by 36.5 MW program costs of $2,257,000 (representing the R&D portion of program costs incurred in excess of funding as of
September 30, 2004) which were recorded in inventory as of September 30, 2004 being recorded as costs of revenue in October 2004 upon
receipt of the incremental funding from the Navy. The remainder of the increase in pro forma R&D spending in the third quarter of fiscal 2005,
compared to the same prior-year quarter, was the result of higher subcontractor spending on the LIPA and 36.5 MW programs. For the
nine-month period ended
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December 31, 2004, the increase in pro forma R&D spending of $2,273,000, compared to the same prior-year period, was caused by an
approximate $5,000,000 increase in subcontractor spending on the 36.5 MW and LIPA programs, partially offset by more than a $2,100,000
reduction in material purchases on the 36.5 MW program and a reduction of approximately $400,000 in compensation costs associated with
headcount reductions which were implemented in July 2003.

Selling, general, and administrative

A portion of the SG&A expenditures related to externally funded development contracts has been classified as costs of revenue (rather than as
SG&A expenses). Additionally, a portion of SG&A expenses was offset by cost-sharing funding. Our SG&A expenditures are summarized as
follows:

Three Months Ended Nine Months Ended
December 31, December 31,

2004 2003 2004 2003
SG&A expenses per Consolidated
Statements of Operations $1,772,000 $1,578,000 $ 6,313,000 $ 6,650,000
SG&A expenditures classified as Costs of revenue 3,217,000 2,157,000 6,281,000 5,284,000
SG&A expenditures offset by cost-sharing funding 239,000 213,000 648,000 270,000
Pro forma SG&A expenses $ 5,228,000 $ 3,948,000 $ 13,242,000 $ 12,204,000

SG&A expenses (exclusive of amounts classified as costs of revenue and amounts offset by cost-sharing funding) were $1,772,000 and
$6,313,000 in the three and nine months ended December 31, 2004, respectively, compared to $1,578,000 and $6,650,000 for the same periods
last year. The increase of $194,000 in the quarter ended December 31, 2004, compared to the same prior-year quarter, was due to a variety of
factors such as higher compensation costs, travel costs, insurance premiums, legal fees, and audit costs relating to Sarbanes-Oxley Section 404
work. These increased costs were partially offset by a higher amount of SG&A expenditures being classified as costs of revenue. The decrease
of $337,000 in SG&A costs for the nine months ended December 31, 2004, compared to the same prior-year period, was primarily a result of a
higher percentage of the SG&A costs being classified as costs of revenue in connection with the prototype development contract work in
SuperMachines and a higher amount of SG&A expenditures being offset by cost-sharing funding.

Pro forma SG&A expenses, which include amounts classified as costs of revenue and amounts offset by cost-sharing funding, increased to
$5,228,000 and $13,242,000 for the three and nine months ended December 31, 2004 from $3,948,000 and $12,204,000 for the same periods last
year. The increase of $1,280,000 in the quarter ended December 31, 2004, compared to the same prior-year quarter, was caused in part by 36.5
MW program costs of $834,000 (representing the SG&A portion of program costs incurred in excess of funding as of September 30, 2004)
which were recorded in inventory as of September 30, 2004 being recorded as costs of revenue in October 2004 upon receipt of the incremental
funding from the Navy. The remainder of the increase in pro forma SG&A in the third quarter of fiscal 2005, compared to the same prior-year
quarter, was the result of the higher compensation, travel, insurance, legal, and audit costs. The pro forma SG&A increase of $1,038,000 for the
nine months ended December 31, 2004, compared to the same prior-year period, was the result of higher compensation, travel, insurance, legal,
and audit costs. SG&A expenses included $135,000 and $270,000 of legal costs for the three and nine months ended December 31, 2004,
respectively, related to the lawsuit filed against us on November 5, 2003 by TM Capital, and our counterclaims against TM Capital, compared to
$0 for the same prior-year periods.
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We present pro forma R&D and pro forma SG&A expenses, which are non-GAAP measures, because we believe this presentation provides
useful information on our aggregate R&D and SG&A spending.
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Non-operating expenses/Interest income

Interest income increased to $187,000 and $490,000 in the three and nine months ended December 31, 2004, respectively, from $82,000 and
$164,000 for the same periods of the prior year. The increase in interest income for the quarter ended December 31, 2004, compared to the same
prior-year quarter, reflected improved investment yields. The increase in interest income for the nine-month period ended December 31, 2004,
compared to the same prior-year period, reflected the higher cash balance available for investment as a result of our October 2003 public
offering of 5,721,250 shares of our common stock that generated net proceeds (after deducting underwriting discounts and commissions, but
before deducting offering expenses) of $51,148,000, as well as better yields.

Fees abandoned debt financing of $0 and $35,000 for the three and nine months ended December 31, 2004, respectively, compared to $19,000
and $1,375,000 for the three- and nine-month periods ended December 31, 2003, respectively, represented various legal fees and expenses
incurred in connection with a debt financing transaction that we decided not to pursue in August 2003 in favor of a public equity offering, which
we completed in October 2003.

Based on our latest operating plan, we expect to continue to incur operating losses until at least the end of fiscal year 2007 as we continue to
devote significant financial resources to our commercialization efforts and to our ongoing research and development activities.

Fiscal Years Ended March 31, 2004 and March 31, 2003

Revenues

Total consolidated revenues increased to $41,309,000 in fiscal 2004 from $21,020,000 in fiscal 2003, an increase of $20,289,000 or 97%.

Fiscal Year Ended March 31,

Revenues 2004 2003

SuperMachines $ 26,501,000 $ 6,125,000
AMSC Wires 7,796,000 3,961,000
Power Electronic Systems 7,012,000 10,934,000
Total $ 41,309,000 $ 21,020,000

Our SuperMachines business unit recognized revenues of $26,501,000 in fiscal 2004, an increase of $20,376,000 or 333% over fiscal 2003
revenues of $6,125,000. This was primarily the result of higher prototype development contract revenues associated with work performed on the
36.5 Megawatt (MW) HTS motor contract with the U.S. Navy, which was awarded in March 2003 at an estimated contract value of $70,000,000
(including potential incentives). Over 93% of this business unit s fiscal 2004 revenues, or $24,724,000, related to work performed on the 36.5
MW program. Backlog on the 36.5 MW contract as of March 31, 2004 was in excess of $40,000,000, which we expect to recognize as revenue
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over our next two fiscal years ending March 31, 2006. As of March 31, 2004, U.S. Navy funding of $30,948,000 had been allotted to the 36.5
MW contract, which we expect will continue to be funded on an incremental basis.

The remainder of SuperMachines revenues for the fiscal year ended March 31, 2004 related to the completion of work on the 5 MW motor,
which was delivered to the U.S. Navy in July 2003, progress made on the SuperVAR synchronous condenser prototype being built for the
Tennessee Valley Authority (TVA), and the commencement of work in the second half of fiscal 2004 on two other U.S. Navy programs to
analyze HTS propulsion system benefits and to provide test support to the 5 MW motor. In the prior fiscal year ended March 31, 2003, revenues
of $6,125,000 consisted predominantly of work performed on the 5 MW motor program ($4,914,000) and the beginning of work on the 36.5
MW program ($1,185,000) in March 2003.
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Revenues in our AMSC Wires business unit were $7,796,000 in fiscal 2004 compared to $3,961,000 in fiscal 2003, an increase of $3,835,000 or
97% caused primarily by the beginning of work on the project to install an HTS power cable in the transmission grid of the Long Island Power
Authority (LIPA). Revenues associated with the LIPA project, which began in April 2003 and is funded by the U.S. Department of Energy, were
$3,628,000 in fiscal 2004. We expect our AMSC Wires business unit to record a total of approximately $15,200,000 in revenue (of which
approximately $10,700,000 relates to subcontracts) from this project during the period April 2003 through approximately April 2006. Backlog
on the LIPA project as of March 31, 2004 was approximately $11,600,000.

The remaining $207,000 increase in AMSC Wires revenues resulted from higher HTS wire sales, which increased by $1,030,000 in fiscal 2004
to $2,636,000 from $1,606,000 in fiscal 2003, offset by a decrease of $225,000 in HTS current lead sales and a decrease of $758,000 in revenue
recognized on the Dupont coil program, which we completed in fiscal 2004. Contract revenues in the AMSC Wires business unit also increased
by $160,000 in fiscal 2004 to $875,000 from $715,000 in fiscal 2003, due primarily to a higher level of work performed on several U.S.
government-sponsored programs focused on 2G HTS wire development.

Power Electronic Systems business unit sales, which include D-VAR® and PQ-IVR integrated power electronic systems and power electronic
converters, were $7,012,000 in fiscal 2004 compared to $10,934,000 in fiscal 2003, a decrease of $3,922,000. Fiscal 2004 revenues decreased in
this business unit as a result of fewer D-VAR system sales in fiscal 2004, compared to fiscal 2003, and a $1,583,000 reduction in prototype
development contract revenues associated with our Power Electronic Building Blocks (PEBB) program with the U.S. Navy, which we
substantially completed in fiscal 2004.

Included in the third quarter of fiscal 2004 was $3,250,000 of revenues and $3,250,000 of costs of revenue relating to the sale of six D-SMES
units to ATC. These six D-SMES units were originally delivered in fiscal 2001 to another one of our customers, WPS, for a total purchase price
of $3,787,000. As the sale of these units to WPS was originally subject to certain return and buyback provisions that expired from 2002 to 2009,
we deferred recognition of the revenue related to the original sale until the applicable buyback provisions lapsed. The buyback provisions, which
were subject to a minimum 6-month written notice requirement, began to lapse in the quarter ended December 31, 2002, until which time WPS
had the right to return all the units for the full purchase price of $3,787,000. We recorded $537,000 of revenue and an equal amount of cost of
revenue in the quarter ended December 31, 2002, as the buyback price was reduced from $3,787,000 to $3,250,000. In December 2003, WPS
exercised its buyback provision for the remaining $3,250,000 price as part of an agreement whereby ATC unconditionally purchased the six
D-SMES units. ATC s purchase of the D-SMES units was a follow-up to its purchase of substantially all of the transmission assets of WPS in
January 2001 and a lengthy performance evaluation of the units. As a result, we recorded $3,250,000 of revenue and an equal amount of cost of
revenue on our consolidated statement of operations for the quarter ended December 31, 2003.

Cost-sharing funding

In addition to reported revenues, we also received funding of $2,395,000 in fiscal 2004 under four U.S. government cost-sharing agreements,
compared to $764,000 in fiscal 2003 under two such cost-share programs, an increase of $1,631,000 or 213%. Two of the fiscal 2004 programs
were funded by the Air Force, the other two by the Department of Commerce and the Department of Energy; all four programs provided funding
in support of 2G HTS wire development work being done in the AMSC Wires business unit. Three of the four programs will remain active in
fiscal 2005 ending March 31, 2005; the fourth cost-sharing program completed in the fourth quarter of fiscal 2004. As required by government
contract accounting guidelines, funding from government cost-sharing agreements is recorded as an offset to research and development and
selling, general and administrative expenses, rather than as revenue.
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Costs and expenses

Total costs and expenses for the year ended March 31, 2004 were $66,995,000 compared to $109,532,000 for the prior year, a decrease of
$42,537,000. Fiscal 2003 costs and expenses included $45,276,000 of non-cash charges recorded in the fourth quarter related to an asset
impairment ($39,231,000), an inventory write-down ($3,421,000) and an increase in the allowance for doubtful accounts ($2,624,000). Costs
and expenses exclusive of impairment and other charges, which is a non-GAAP measure, were $64,256,000 in fiscal 2003. Fiscal 2004 costs and
expenses of $66,995,000 were higher than the fiscal 2003 costs and expenses, excluding the impairment and other charges, of $64,256,000 due
primarily to higher material and subcontractor costs associated with the Navy 36.5 MW and LIPA programs, partially offset by cost reductions
implemented by us in July 2003, including a reduction in force of 23 employees, or 8% of our workforce at the time. We present costs and
expenses exclusive of impairment and other charges because we believe this presentation provides investors with a useful view of our operating
results by isolating certain charges and describing our performance without them.

Costs of revenue product sales and prototype development contracts increased by $11,937,000 to $43,455,000 in fiscal 2004 from $31,518,000 in
fiscal 2003 due to costs incurred in support of significantly higher fiscal 2004 product sales and prototype development contract revenues in the
SuperMachines and AMSC Wires business units, partially offset by lower costs of revenue associated with the lower level of product sales in the
Power Electronic Systems business unit. Costs of revenue contract revenue increased proportionally with the higher level of contract revenue.

Research and development

A portion of our research and development (R&D) expenditures related to externally funded development contracts has been classified as costs
of revenue (rather than as R&D expenses). Additionally, a portion of R&D expenses was offset by cost sharing funding. Our R&D expenditures
are summarized as follows:

Fiscal Year Ended March 31,

2004 2003
R&D expenses per Consolidated Statements of Operations $ 14,056,000 $ 21,940,000
R&D expenditures classified as Costs of revenue 25,442,000 10,997,000
R&D expenditures offset by cost sharing funding 1,852,000 510,000
Pro forma R&D expenses $ 41,350,000 $ 33,447,000

R&D expenses (exclusive of amounts classified as costs of revenue and amounts offset by cost sharing funding) decreased by $7,884,000 to
$14,056,000 in fiscal 2004 from $21,940,000 in fiscal 2003 primarily as a result of a higher percentage of the R&D costs being classified as
costs of revenue due to the higher level of funded prototype development contract work in the SuperMachines business unit. Pro forma R&D
expenses, which include amounts classified as costs of revenue and amounts offset by cost sharing funding, increased by $7,903,000 to
$41,350,000 in fiscal 2004 from $33,447,000 in fiscal 2003 as a result of a $7,988,000 increase in spending in SuperMachines, most of which
was material, subcontractor, and temporary labor costs related to the 36.5 MW program. Other increases in spending, such as the additional
subcontractor costs associated with the LIPA program, were offset by reductions in R&D spending in AMSC Wires and Power Electronic
Systems and cost savings associated with the headcount and controllable expense reductions implemented in July 2003.
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Selling, general, and administrative

A portion of our selling, general, and administrative (SG&A) expenditures related to externally funded development contracts has been
classified as costs of revenue (rather than as SG&A expenses). Additionally, a portion of SG&A expenses was offset by cost sharing funding.
Our SG&A expenditures are summarized as follows:

Fiscal Year Ended March 31,

2004 2003
SG&A expenses per Consolidated Statements of Operations $ 8,659,000 $ 16,159,000
SG&A expenditures classified as Costs of revenue 7,395,000 1,482,000
SG&A expenditures offset by cost sharing funding 543,000 255,000
Pro forma SG&A expenses $ 16,597,000 $ 17,896,000

SG&A expenses (exclusive of amounts classified as costs of revenue and amounts offset by cost sharing funding) decreased by $7,500,000 to
$8,659,000 in fiscal 2004 from $16,159,000 in fiscal 2003 primarily as a result of a higher percentage of the SG&A costs being classified as
costs of revenue due to the higher level of funded prototype development contract work in the SuperMachines business unit. Pro forma SG&A
expenses, which include amounts classified as costs of revenue and amounts offset by cost sharing funding, decreased by $1,299,000 to
$16,597,000 in fiscal 2004 from $17,896,000 in fiscal 2003, which included $2,624,000 relating to an increase in the allowance for doubtful
accounts for a Power Electronics System receivable. SG&A expenses increased in certain areas in fiscal 2004 compared to fiscal 2003, related
mainly to higher legal and other professional service fees, as well as a higher percentage of the rent and occupancy costs associated with our
Westborough, Massachusetts corporate headquarters now being classified as SG&A expense rather than in costs of revenue and research and
development expense, as they were in fiscal 2003. We have completed the relocation of our manufacturing workforce to Devens, Massachusetts
from Westborough, which is now partially unoccupied. These increases in SG&A expenses were more than offset by a decrease in the allowance
for doubtful accounts and the headcount and controllable expense reductions implemented in July 2003.

We present pro forma R&D and pro forma SG&A expenses, which are non-GAAP measures, because we believe this presentation provides
useful information on our aggregate R&D and SG&A spending.

Impairment

An impairment charge was recorded in fiscal 2003 of $39,231,000 primarily on our building and equipment assets in Devens, Massachusetts, in
connection with our plans to transition over the next several years to a lower cost, 2G HTS wire manufacturing methodology.

Non-operating expenses/Interest income
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Interest income decreased to $296,000 in fiscal 2004 from $869,000 in fiscal 2003. This decrease in interest income reflects the lower interest
rates available on our investments and lower average cash balances available for investment over the course of fiscal 2004, compared to fiscal
2003, as a result of cash being used to fund our operations and to purchase property, plant and equipment. However, interest income and cash
balances available for investment increased in the second half of fiscal 2004, compared to the first half of fiscal 2004, as a result of our October
2003 public equity offering of 5,721,250 shares of our common stock that generated net proceeds (after deducting underwriting discounts and
commissions, but before deducting offering expenses) of $51,148,000.

Fees abandoned debt financing of $1,388,000 in fiscal 2004 represented various fees and expenses incurred in connection with our previously
announced debt financing transaction that we decided not to pursue in August 2003 in favor of a public equity offering, which we completed in
October 2003.
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Other income (expense), net was $45,000 in fiscal 2004, compared to $10,000 in fiscal 2003, consisting primarily of income from gains on the
sale of excess equipment.

Fiscal Years Ended March 31, 2003 and March 31, 2002

Revenues

Total consolidated revenues increased to $21,020,000 in fiscal 2003 from $11,650,000 in fiscal 2002, an increase of $9,370,000 or 80%.

Fiscal Year Ended March 31,

Revenues 2003 2002

Power Electronic Systems $ 10,934,000 $ 1,416,000
SuperMachines 6,125,000 5,840,000
AMSC Wires 3,961,000 4,394,000
Total $ 21,020,000 $ 11,650,000

Power Electronic Systems business unit sales, which include D-VAR integrated power electronic systems and power electronic converters, were
$10,934,000 in fiscal 2003 compared to $1,416,000 in fiscal 2002, an increase of $9,518,000. Power Electronic Systems sales for fiscal 2003
included multiple D-VAR system sales to Northeast Utilities and Rayburn Electric, and additional system sales to BC Hydro and PacifiCorp,
compared to one D-VAR sale in fiscal 2002 to TVA. In addition, the Power Electronics Systems business unit recognized $2,121,000 of
prototype development contract revenues in connection with work performed on our U.S. Navy contract on PEBB in fiscal 2003, compared to
$197,000 in fiscal 2002.

Our SuperMachines business unit recognized revenues of $6,125,000 in fiscal 2003, an increase of $285,000 or 5% over fiscal 2002 revenues of
$5,840,000. This was the result of higher prototype development contract revenues associated with fiscal 2003 work performed on the 5 MW
and 36.5 MW HTS motor contracts with the U.S. Navy, the second of which was awarded in March 2003. On March 3, 2003, we announced the
receipt of a three-year $70 million contract from the U.S. Navy for the delivery of a 36.5 MW HTS propulsion motor for future electric-powered
warships. In the first month of work on this incrementally funded contract, we recognized revenues of $1,185,000 on the 36.5 MW motor
program.

Revenues in our AMSC Wires business unit were $3,961,000 in fiscal 2003 compared to $4,394,000 in fiscal 2002, a decrease of $433,000 or
10% caused primarily by a $1,396,000 reduction in contract revenues, partially offset by a $963,000 increase in product sales in fiscal 2003.
Pirelli Energy Cables and System provided us with $1,500,000 of research and development funding in fiscal 2002, but no funding in fiscal

2003, causing the decline in contract revenues. This discontinuance of Pirelli funding in fiscal 2003 was the result of a license agreement signed
with Pirelli in February 2002 which allows us to sell our HTS wire to other cable manufacturers in addition to Pirelli. AMSC Wires product
sales were $3,246,000 in fiscal 2003, compared to $2,283,000 in fiscal 2002. The $963,000 increase in AMSC Wires product sales in fiscal 2003
was driven by higher sales of HTS wire in the fourth quarter of fiscal 2003.

Table of Contents 50



Edgar Filing: AMERICAN SUPERCONDUCTOR CORP /DE/ - Form S-3/A

Cost-sharing funding

In addition to reported revenues, we also received funding of $764,000 in fiscal 2003 under two government cost-sharing agreements, compared
to $603,000 in fiscal 2002. As required by government contract accounting guidelines, funding from government cost-sharing agreements is
recorded as an offset to Research and development and Selling, general and administrative expenses, rather than as revenue. We anticipate that a
portion of our funding in the future will continue to come from cost-sharing agreements as we continue to develop joint programs with
government agencies.
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Costs and expenses

Total costs and expenses for the year ended March 31, 2003 were $109,532,000 compared to $73,203,000 for the prior year, an increase of
$36,329,000. These costs and expenses included $45,276,000 of non-cash charges recorded in the fourth quarter of fiscal 2003 related to an asset
impairment, an inventory write-down and an increase in the allowance for doubtful accounts. Fiscal 2002 costs and expenses included
$13,867,000 of charges related to the restructuring and product line consolidation implemented in March 2002 and to the purchase of a license
from Pirelli in February 2002. Costs and expenses exclusive of impairment and other charges, which are non-GAAP measures, were
$64,256,000 in fiscal 2003 and $59,336,000 in fiscal 2002. This increase of $4,920,000 was primarily due to materials and other outside costs
associated with the higher level of fiscal 2003 revenues. We present costs and expenses exclusive of impairment and other charges because we
believe this presentation provides investors with a useful view of our operating results by isolating certain charges and describing our
performance without them.

Costs of revenue product sales and prototype development contracts increased by $14,219,000 to $31,518,000 in fiscal 2003, compared to
$17,299,000 in fiscal 2002, due to higher fiscal 2003 revenues, particularly in the Power Electronic Systems business unit, and the costs related
to the AMSC Wires business unit s occupancy of the Devens, Massachusetts manufacturing plant. Costs of revenue product sales and prototype
development contracts in Power Electronics Systems increased by $6,121,000 due to higher systems shipments. Devens-related costs (including
building and equipment depreciation) increased by $6,428,000 in fiscal 2003 compared to fiscal 2002, when Devens costs were just beginning to
be incurred. Costs of revenue product sales and prototype development contracts also increased due to the higher level of product sales in the
AMSC Wires business unit and the higher level of prototype development contract revenues in SuperMachines. Costs of revenue contract
revenue decreased proportionally with the lower level of contract revenue.

Research and development

Pro forma R&D expenses, which include amounts classified as costs of revenue and amounts offset by cost sharing funding, decreased by
$3,435,000 to $33,447,000 in fiscal 2003, compared to $36,882,000 in fiscal 2002. This decrease was primarily the result of reduced R&D
spending in the AMSC Wires and Power Electronic Systems business units of $3,096,000 and $2,315,000, respectively, related to the reduction
in force implemented as part of our March 2002 restructuring, and additional headcount reductions taken in January 2003. These decreases in
R&D spending were partially offset by higher R&D spending, both internally and externally funded, in the SuperMachines business unit of
$1,976,000. A portion of the R&D expenditures related to externally funded development contracts has been classified as costs of revenue
(rather than as R&D expenses). Additionally, a portion of R&D expenses was offset by cost sharing funding. Net R&D expenses (exclusive of
amounts classified as costs of revenues and amounts offset by cost sharing funding) decreased to $21,940,000 in fiscal 2003 from $27,814,000
in fiscal 2002.

Our R&D expenditures are summarized as follows:

Fiscal Year Ended March 31,

2003 2002
R&D expenses per Consolidated Statements of Operations $ 21,940,000 $ 27,814,000
R&D expenditures on development contracts classified as Costs of revenue 10,997,000 8,757,000
R&D expenditures offset by cost sharing funding 510,000 311,000
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Pro forma R&D expenses $ 33,447,000

$ 36,882,000
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Selling, general and administrative

Pro forma SG&A expenses, which include amounts classified as costs of revenue and amounts offset by cost sharing funding, decreased by
$368,000 to $17,896,000 in fiscal 2003, compared to $18,264,000 in fiscal 2002. This decrease was primarily the result of the reductions in

force implemented as part of our March 2002 restructuring, and additional headcount reductions taken in January 2003, partially offset by the
$2,624,000 increase in the allowance for doubtful accounts recorded in March of 2003. A portion of the SG&A expenditures related to

externally funded development contracts has been classified as costs of revenue (rather than as SG&A expenses). Additionally, a portion of
SG&A expenses was offset by cost sharing funding. Net SG&A expenses (exclusive of amounts classified as costs of revenue and amounts

offset by cost sharing funding) was $16,159,000 in fiscal 2003 compared to $16,313,000 in the prior year.

Our SG&A expenditures are summarized as follows:

SG&A expenses per Consolidated Statements of Operations
SG&A expenditures on development contracts classified as Costs of revenue
SG&A expenditures offset by cost sharing funding

Pro forma SG&A expenses

We present pro forma R&D and pro forma SG&A expenses, which are non-GAAP measures, because we believe this presentation provides

useful information on our aggregate R&D and SG&A spending.

Impairment/Restructuring/Pirelli

Fiscal Year Ended March 31,

2003 2002
$ 16,159,000 $ 16,313,000
1,482,000 1,659,000
255,000 292,000
$ 17,896,000 $ 18,264,000

An impairment charge was recorded in fiscal 2003 of $39,231,000 primarily on our building and equipment assets in Devens, Massachusetts, in
connection with our plans to transition over the next several years to a lower cost, 2G HTS wire manufacturing methodology.

In fiscal 2002 we recorded $5,666,000 in restructuring charges and an additional $4,010,000 charge relating to a Pirelli license cost.

Non-operating expenses/Interest income

Interest income decreased to $869,000 in fiscal 2003 from $4,451,000 in fiscal 2002. This decrease in interest income reflects the lower cash

balances available for investment as a result of cash being used to fund our operations and to purchase property, plant and equipment, as well as
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lower interest rates available on our investments. Other income (expense), net was $10,000 in fiscal 2003, compared to $117,000 in fiscal 2002,
consisting primarily of investment gains from long-term marketable securities.
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Consolidated Quarterly Results of Operations

The following table summarizes our quarterly consolidated results of operations for the seven quarters ended December 31, 2004. In the opinion
of our management, these financial data have been prepared on the same basis as the audited consolidated financial statements and include all
adjustments, consisting only of normal recurring adjustments, necessary for a fair presentation of our operating results for such periods. The

operating results for any quarter are not necessarily indicative of results to be expected for any future period.

Statement of Operations Data

Revenues:

Contract revenue

Product sales and prototype development contracts

Total revenues

Costs and expenses:

Costs of revenue  contract revenue

Cost of revenue  product sales and prototype
development contracts

Research and development

Selling, general and administrative

Total costs and expenses

Operating loss

Interest income

Fees abandoned debt financing
Other income (expense), net

Net loss

Net loss per common shares (basic and diluted)

Weighted average number of common shares
outstanding (basic and diluted)

Liquidity and Capital Resources

Table of Contents

Three Months Ended
June 30, Sept. 30, Dec. 31,
March 31, June 30, Sept. 30, Dec. 31,
2003 2003 2003 2004 2004 2004 2004
(in thousands, except per share data)
(unaudited)
$ 356 $ 198 $ 149 3 172 $ 195 $ 460 $ 498
7,400 9,416 12,153 11,464 12,455 9,073 22,749
7,756 9,614 12,302 11,636 12,650 9,533 23,247
335 186 142 161 184 513 470
8,273 9,960 13,577 11,645 13,486 9,044 21,199
4,863 3,111 3,611 2,470 1,589 2,047 2,454
2,705 2,368 1,578 2,009 2,377 2,164 1,772
16,176 15,625 18,908 16,285 17,636 13,768 25,895
(8,420) (6,011) (6,606) (4,649) (4,986) (4,235) (2,648)
35 48 82 132 144 160 186
(1,356) (19) (13) 35)
29 (17) 24 8 (69) “) 2)
$ (8,356) $ (7,336) $ (6,519) $ (4,522) $ (4,946) $ (4,084) $ (2,464)
$ (039 $ (034) $ (025 $ (0.16) $ (0.18) $ (0.15 $ (0.09
21,344 21,382 26,575 27,489 217,724 217,760 27,868
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At December 31, 2004, we had cash, cash equivalents and short- and long-term marketable securities of $45,463,000 compared to $52,647,000
at March 31, 2004, a decrease of $7,184,000 over the first nine months of the fiscal year. The principal uses of cash for the nine months ended
December 31, 2004 were $6,850,000 for the funding of our operations and $1,217,000 for the acquisition of capital equipment, primarily for our
2G HTS wire development work. An increase in other assets of $1,398,000, primarily as a result 