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INDUSTRY RISKS

Competition, macro weakness and the potential
for third party material suppliers.

CONCLUSION
We believe system demand remained challenged in Q3 with the number of below plan
responses significantly outnumbering resellers indicating above plan quarters. In fact, our
September quarter survey had the lowest percentage of above plan responses in the
history of us conducting this survey. We believe the system shortfall during Q3 continued
to be driven by the same factors affecting demand in prior quarters, such as sustained
weakness in the prototyping industry, increased competition, as well as macro headwinds.
The results were extremely discouraging for both Stratasys and 3D Systems, and both
companies’ survey results down ticked off Q2 historical lows. Following another quarter
of poor system results we would be cautious on this group heading into the Q3 print.
Given SSYS' low valuation we see limited downside, but due to DDD’s internal issues and
premium valuation we see more downside in DDD shares and reiterate our UW rating.

• Survey Demographics. We conducted our 3Q16 3D printing industry survey and
collected feedback from 68 3D printing resellers and service bureau operators, of which
84.0% of our survey respondents were located in North America, 13.0% in Europe and
3.0% in APAC. We had 21 Stratasys resellers and 15 3D Systems VARs participate in
this quarter's survey.

• Total System Demand Remains Weak, But Materials Strong - In 3Q16, 13.0% (5) of
resellers reported an above plan quarter versus 50.0% (20) indicating they were below
plan. The remaining 38.0% (15) indicated the quarter was in-line with expectations.
These results equate to a net negative of 38.0%, which is 2 percentage points higher
than our June survey results. Looking ahead, Q4 has historically been the largest quarter
for system sales, but we believe the headwinds currently affecting demand will prevail
for the remaining of the year, which is displayed by resellers once again lowering their
2016 expectations for system sales. On a positive note, we are encouraged by the
growth materials are seeing, which we believe indicates utilization rates remain strong.

• SSYS (Neutral) Takeaways - Our SSYS results set a new record for the lowest
percentage of resellers above plan, and are the poorest results we have ever seen. In
3Q16, 10.0% (2) of SSYS resellers indicated an above plan quarter, 48.0% (10) were
below plan and 43.0% (9) of VARs indicated they were in-line. While last quarter a few
of Stratasys' largest resellers had better than expected quarters, we believe most of the
Stratasys larger resellers fell below expectations in Q3. Given these poor survey results,
we would be cautious heading into the Q3 print. While more cautious on revenues, we
believe EPS will be less at risk due to the company’s cost cutting initiatives.

• DDD (Underweight) Takeaways - Our most recent DDD checks indicate demand may
have reached new lows. In 3Q16, 7.0% (1) of VARs reported an above plan quarter,
67.0% (11) were below plan and remaining 27.0% (4) were in-line with expectations.
We believe DDD weakness was spread across the US and Europe due to the number
of below plan response indicated by the company’s biggest channel partners in
these two regions. Given our quarterly survey pointed to weakening system sales, we
expect the company to once again report revenues below Street estimates, but due
to the company’s ongoing restructuring initiatives we believe EPS will be less at risk.
Regardless, we believe meaningful downside remains in shares and would reiterate our
UW rating.
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IMPORTANT RESEARCH DISCLOSURES

Distribution of Ratings/IB Services

Piper Jaffray

IB Serv./Past 12 Mos.

Rating Count Percent   Count Percent

BUY [OW] 416 55.91   98 23.56

HOLD [N] 293 39.38   20 6.83

SELL [UW] 35 4.70   1 2.86
 

Note: Distribution of Ratings/IB Services shows the number of companies currently covered by fundamental equity research in each rating category from
which Piper Jaffray and its affiliates received compensation for investment banking services within the past 12 months. FINRA rules require disclosure of
which ratings most closely correspond with "buy," "hold," and "sell" recommendations. Piper Jaffray ratings are not the equivalent of buy, hold or sell, but
instead represent recommended relative weightings. Nevertheless, Overweight corresponds most closely with buy, Neutral with hold and Underweight
with sell. See Stock Rating definitions below.

Analyst Certification  — Troy D. Jensen, CFA, Sr Research Analyst
The views expressed in this report accurately reflect my personal views about the subject company and the subject security. In addition, no part of my
compensation was, is, or will be directly or indirectly related to the specific recommendations or views contained in this report.

Piper Jaffray research analysts receive compensation that is based, in part, on overall firm revenues, which include investment banking revenues.

Time of dissemination: 13 October 2016 05:31EDT.
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of Piper Jaffray Companies and its subsidiaries Piper Jaffray & Co. and Piper Jaffray Ltd. are marketed. Simmons & Company International is a division
of Piper Jaffray & Co. This report has been prepared by Piper Jaffray & Co. and/or its affiliate Piper Jaffray Ltd. Piper Jaffray & Co. is regulated by FINRA,
NYSE and the United States Securities and Exchange Commission, and its headquarters are located at 800 Nicollet Mall, Minneapolis, MN 55402. Piper
Jaffray Ltd. is authorized and regulated by the Financial Conduct Authority, and is located at 88 Wood Street, 13th Floor, London EC2V 7RS. Disclosures
in this section and in the Other Important Information section referencing Piper Jaffray include all affiliated entities unless otherwise specified.

Rating Definitions
Stock Ratings: Piper Jaffray ratings are indicators of expected total return (price appreciation plus dividend) within the next 12 months. At times
analysts may specify a different investment horizon or may include additional investment time horizons for specific stocks. Stock performance
is measured relative to the group of stocks covered by each analyst. Lists of the stocks covered by each are available at www.piperjaffray.com/
researchdisclosures. Stock ratings and/or stock coverage may be suspended from time to time in the event that there is no active analyst opinion or
analyst coverage, but the opinion or coverage is expected to resume. Research reports and ratings should not be relied upon as individual investment
advice. As always, an investor’s decision to buy or sell a security must depend on individual circumstances, including existing holdings, time horizons
and risk tolerance. Piper Jaffray sales and trading personnel may provide written or oral commentary, trade ideas, or other information about a
particular stock to clients or internal trading desks reflecting different opinions than those expressed by the research analyst. In addition, Piper Jaffray
offers technical and event-driven research products that are based on different methodologies, may contradict the opinions contained in fundamental
research reports, and could impact the price of the subject security. Recommendations based on technical or event-driven analysis are intended for
the professional trader, while fundamental opinions are typically suited for the longer-term institutional investor.

• Overweight (OW): Anticipated to outperform relative to the median of the group of stocks covered by the analyst.

• Neutral (N): Anticipated to perform in line relative to the median of the group of stocks covered by the analyst.

• Underweight (UW): Anticipated to underperform relative to the median of the group of stocks covered by the analyst.

Other Important Information
The material regarding the subject company is based on data obtained from sources we deem to be reliable; it is not guaranteed as to accuracy and does
not purport to be complete. This report is solely for informational purposes and is not intended to be used as the primary basis of investment decisions.
Piper Jaffray has not assessed the suitability of the subject company for any person. Because of individual client requirements, it is not, and it should
not be construed as, advice designed to meet the particular investment needs of any investor. This report is not an offer or the solicitation of an offer
to sell or buy any security. Unless otherwise noted, the price of a security mentioned in this report is the market closing price as of the end of the prior
business day. Piper Jaffray does not maintain a predetermined schedule for publication of research and will not necessarily update this report. Piper
Jaffray policy generally prohibits research analysts from sending draft research reports to subject companies; however, it should be presumed that the
fundamental equity analyst(s) who authored this report has had discussions with the subject company to ensure factual accuracy prior to publication,
and has had assistance from the company in conducting diligence, including visits to company sites and meetings with company management and other
representatives.

Notice to customers: This material is not directed to, or intended for distribution to or use by, any person or entity if Piper Jaffray is prohibited or restricted
by any legislation or regulation in any jurisdiction from making it available to such person or entity. Customers in any of the jurisdictions where Piper
Jaffray and its affiliates do business who wish to effect a transaction in the securities discussed in this report should contact their local Piper Jaffray
representative. Europe: This material is for the use of intended recipients only and only for distribution to professional and institutional investors, i.e.
persons who are authorised persons or exempted persons within the meaning of the Financial Services and Markets Act 2000 of the United Kingdom, or
persons who have been categorised by Piper Jaffray Ltd. as professional clients under the rules of the Financial Conduct Authority. United States: This
report is distributed in the United States by Piper Jaffray & Co., member SIPC, FINRA and NYSE, Inc., which accepts responsibility for its contents. The
securities described in this report may not have been registered under the U.S. Securities Act of 1933 and, in such case, may not be offered or sold in
the United States or to U.S. persons unless they have been so registered, or an exemption from the registration requirements is available.

This report is produced for the use of Piper Jaffray customers and may not be reproduced, re-distributed or passed to any other person or published in
whole or in part for any purpose without the prior consent of Piper Jaffray & Co. Additional information is available upon request.

Copyright 2016 Piper Jaffray. All rights reserved.

Page 31 of 31


