MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Introduction

Management’s discussion and analysis (MD&A) provides our viewpoint on our
Company, performance and strategy. “We,” “us,” “our,” “Company” and “Electrovaya”
include Electrovaya Inc. and its wholly-owned or controlled subsidiaries, as the context
requires.

Our Board of Directors, on the recommendation of its Audit Committee, approved the
content of this MD&A on February 9, 2016 and it is, therefore, dated as at that date. This
MD&A includes the operating and financial results for the quarters ending December 31,
2015 and 2014, and should be read in conjunction with our consolidated financial
statements. It includes comments that we believe are relevant to an assessment of and
understanding of the Company’s consolidated results of operations and financial
condition. The financial information herein is presented in thousands of US dollars unless
otherwise noted, in accordance with International Financial Reporting Standards (IFRS).
Additional information about the Company, including Electrovaya’s current annual
information form, can be found on the SEDAR website for Canadian regulatory filings at
www.sedar.com.

Forward-looking statements

This document contains forward-looking statements that involve a number of risks and
uncertainties, including statements that relate to, among other things, revenue forecasts,
technology development progress, plans for shipment using the Company’s technology,
production plans, the Company’s markets, objectives, goals, strategies, intentions,
beliefs, expectations and estimates, and can generally be identified by the use of words
such as “may”, “will””, “could”, “should”, “would”, “likely”, “expect™, ““intend”,
“estimate”, ‘“‘anticipate”, ““believe”, “plan”, *“objective” and “‘continue” (or the
negative thereof) and words and expressions of similar import, and include statements
concerning possible or assumed future results set out under ““Our Strategy™, “Marketing
and Sales” and ““Research and Development”. Although the Company believes that the
expectations reflected in such forward-looking statements are reasonable, such
statements involve risks and uncertainties, and undue reliance should not be placed on
such statements. Certain material factors or assumptions are applied in making forward-
looking statements, and actual results may differ materially from those expressed or
implied in such statements. Important factors that could cause actual results to differ
materially from expectations include but are not limited to: general business and
economic conditions (including but not limited to currency rates and creditworthiness of
customers); Company liquidity and capital resources, including the availability of
additional capital resources to fund its activities; level of competition; changes in laws
and regulations; legal and regulatory proceedings; the ability to adapt products and
services to the changing market; the ability to attract and retain key executives; and the
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ability to execute strategic plans. Additional information about material factors that
could cause actual results to differ materially from expectations and about material
factors or assumptions applied in making forward-looking statements may be found in
this document under “Risk and Uncertainties”, as well as in other public disclosure
documents filed with Canadian securities regulatory authorities. The Company does not
undertake any obligation to update publicly or to revise any of the forward-looking
statements contained or incorporated by reference in this document, whether as a result
of new information, future events or otherwise, except as required by law.

Our Company

We were incorporated in 1996 and listed on the Toronto Stock Exchange under the ticker
symbol “EFL” in November 2000. Since 1996, much of our funding has come from
government grants and product development of advanced battery systems. In addition, we
have generated revenue from the sale of our rechargeable battery line of PowerPad®
series of batteries as well as from sales of our Scribbler Tablet PC®, each of which
targets the healthcare industry. In early 2002, we re-focused our research, development
and commercial efforts on the design, development and production of advanced battery
systems for the Plug in Hybrid Electric Vehicle (PHEV) and Electric Vehicle (EV)
markets. Since 2010, we have also begun to focus on the stationary energy markets. Our
next generation 2.0 technology was launched in the latter half of 2013 and we are
showcasing the technology in diverse markets from automotive to utilities and energy
storage.

On April 29, 2015, the Company acquired all of the issued outstanding shares of Litarion
GmbH (Litarion) from Evonik DeGussa GmbH (Evonik), including an exclusive,
perpetual license of the SEPARION™ Intellectual Property at a nominal annual fee.
Pursuant to the agreement, Evonik entered into a six month transitional services
agreement for certain IT and financial services.

Litarion manufactures lithium ion battery electrodes and a proprietary ceramic composite
separator. The battery manufacturing facility is located in Kamenz, Saxony, Germany.
The production capacity of our Kamenz plant is 0.5 GigaWatt hour and is Europe's
largest Lithium lon operation.

The purchase price of Eur 1 million was financed by a $1,203 (Cdn$1.5 million)

shareholder loan on April 21, 2015 bearing interest at 10% with repayment terms of 18
months.
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The preliminary purchase equation is based on management’s current best estimates of
fair value. The preliminary purchase price allocation as at April 29 is as follows:

Net assets acquired

Cash and cash equivalents $ 2,988
Trade and other receivables 5,083
Inventories 8,091
Prepaid expenses and other 102
Deferred income tax 940
$ 17,204

Trade and other payables 5,651
Long term liabilities 1,340
6,991

Total net assets acquired 10,213
Less: Purchase price (1,061)
Negative Goodwill $ 9,152

The negative goodwill is attributable to a change in the strategic direction of Seller and
the discontinuation of its interest in battery technology, as well as beneficial impact of the
Company’s non-toxic manufacturing process. The negative goodwill arising from this
acquisition is not taxable for tax purposes and is reflected as unrealized gain on purchase
on the consolidated statement of comprehensive loss (gain).

We design, develop and manufacture electrodes, separators, cells, advanced battery and
battery systems for the transportation, electric grid stationary storage and mobile markets.
Our proprietary Lithium lon SuperPolymer® technology, our expertise in the design and
development of large-format prismatic (flat) battery systems, coupled with our emission-
free manufacturing process, our ceramic composite separator (SEPARION™), our
improved cycle life and safety provide our existing and potential customers with
significant benefits.

Our Business
Our main business lines include:

1. Stationary Storage Products for energy grid systems, telecommunications and new
green-energy solutions such as solar and wind.

2. Motive Power Products for electric vehicles, including automobiles, forklifts used

in materials handling, and other transportation applications, including the
maritime sector.
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3. Industrial Products for energy storage.

4. Other specialty applications, which require complex power solutions, can include
systems which are linked with a number of energy generating sources and also
would include competencies in building systems for third parties.

5. Electrodes, Cells, Modules and our Separion™ separators for the Lithium lon
Batteries.

We continue to invest heavily in research and development, with approximately 9.9% of
revenue being reinvested in research and development activities during the quarter ended
December 31, 2015. Our team of mechanical, electrical, battery and system engineers
enables us to offer clients a complete solution for their requirements while our team of
chemists, physicists and material scientists offers our clients the most advanced
electrodes, cells and separators.

In December 2015, we introduced a new thinner Flexible ceramic separator, Separion™,
P20. This separator is about 25% thinner than our present separator and we expect this
enhanced product range will support further revenues from the Separion family of
separators.

In October 2015, we announced the availability of a 40Ah Lithium lon Cell with highest
safety and highest industry leading cycle life.

In January 2016, we announced a purchase order for about $ 16,000 for our 40 AhLC-40
cell to a North American company.

Our Facilities

Our 156,000 square foot battery and battery systems manufacturing facility in
Mississauga, Ontario offers production of electrodes which eliminates the standard use of
toxic NMP solvents, a modular and scalable manufacturing process, as well as lower
overall capital and operating costs since we do not require solvent container and recovery
equipment that is common to the industry.

Effective April 29, 2015, as a result of the acquisition of Litarion GmbH (formerly
Evonik Litarion GmbH), we acquired one of the most advanced and automated
production plants for lithium ion electrodes and ceramic composite separators, with a
rated capacity of 0.5 Gigawatt hours (GWh) of electrodes and 10 million m? of ceramic
separators along with all associated intellectual property. We own the exclusive global
rights to this separator, SEPARION™, a proprietary flexible ceramic composite separator
for ultra-safe lithium-ion battery applications. The plant is located in Kamenz, Germany
and consists of approximately 143,000 square feet of manufacturing and warehouse
space.
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Intellectual Property

We have over 118 issued and pending patents worldwide, including over 25 US patents.
These patents cover our fundamental structural technology innovations, our system level
designs including our intelligent battery management system for transportation, as well as
some nanomaterial developments. Our patents are issued globally across Europe, India,
China, Japan and other countries where potential markets and/or manufacturing activities
make patent protection desirable and economically justifiable.

With the acquisition of Litarion, we have acquired a sizeable amount of IP which consists
of patents as well as know-how and knowledge through over a decade of experience. We
have a global exclusive license from Evonik AG for the SEPARION™ separators.
Evonik has over 200 patents covering this ceramic composite separator.

In addition, Litarion owns about 50 patents on electrodes, new materials and other aspects
of the lithium ion battery.

Our Strategy

We believe that our battery and battery systems contain a unique combination of
important characteristics that enable us to offer battery solutions that are competitive with
the most advanced currently available lithium-ion and non-lithium ion battery
technologies. Our proprietary Lithium lon SuperPolymer® technology is based on a
novel electrode making process that is fundamentally different from standard lithium-ion
polymer batteries. This allows superior energy density which translates into the ability to
make the pack smaller and lighter. In addition, our proprietary SuperPolymer®
technology is complemented by innovative battery designs, battery control systems and
packaging solutions that enhance the performance and scalability of batteries and battery
manufacturing processes.

Our acquisition of Litarion, allows us to add the decade long experience, knowledge and
IP of this German group and gives three new capabilities to Electrovaya.

1. Safety: the ceramic composite separator, SEPARION™ has possibly the best
safety characteristics in the industry. This material was previously available
exclusively to a German automaker but is now available for sale globally.

2. Cycle Life: the cycle life of lithium ion cells are essentially controlled by
certain parasitic reactions mainly triggered by the moisture content of the cell.
Which when appropriately reduced, using SEPARION™, increases cycle life
60-80%.
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3. Production Capacity: Kamenz plant is the largest production facility of its type
in Europe. It provides a best in class electrode and separator manufacturing
plant and positions us for global growth.

Our goal is to utilize our proprietary Lithium lon SuperPolymer® battery technology, and
battery system expertise to develop and commercialize mass-production levels of battery
systems for our targeted end markets.

To achieve these strategic objectives, we intend to pursue the following:

Establish global strategic relationships in order to broaden the market potential of
our products and services;

Develop and commercialize leading-edge technology for the stationary grid, zero-
emission vehicle and maritime market and  partnering with key large
organizations to bring them to market;

Invest in research and development initiatives related to new technologies that
reduce the costs of our products, but enhance the operating performance, of our
current and future products;

Further automate our non-toxic electrode production processes and increase
quality by using best practices manufacturing approaches and through continuous
improvement initiatives;

Continue to license our technology in other markets where battery manufacturing
costs are more favorable, or where it is essential that we are close to key markets.

Continue to look for opportunities to purchase stranded assets of large lithium ion
plants which are expensive to operate in an environmentally regulated jurisdiction
but can be competitive with the introduction of our non-NMP processes.

Global Market

Advances in our battery technology and the integration of Litarion have important
implications in a number of areas, including our non-NMP clean production process,
safety, cycle life and high energy density, which we believe are key drivers in industries
such as transportation, electric grid stationary storage and mobile power and
communications.
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Stationary Storage Products
Large Energy Storage Systems

There is growing demand for cells by Lithium lon battery integrators who are building
systems for energy storage. Electrovaya Litarion expects to build a growing business on
selling cells

The development of the smart grid, as well as the growing demand for alternative energy
solutions such as wind and solar, represent tremendous opportunities for the battery
industry. Lithium ion batteries can act as ancillary power units to provide frequency
regulation services and help smooth the grid during fluctuations in demand. They can
also be used to store electricity during off-peak hours, making it available during peak
hours.

In October, 2012, according to a report from Pike Research (a part of Navigant’s Energy
Practice), the market for lithium ion energy storage systems on the grid, starting from a
very low $20,000 in 2012, will surpass $6,900,000 in annual value by 2022. The total
capacity of such systems worldwide will reach almost 1,800 megawatts by 2022, the
study concludes.

Mid-Size Energy Storage Systems

There is a growing demand for energy systems designed to cater to a rapidly growing
mid-size residential and industrial energy storage market. Large market potential exists
across segments such as residential, distributed solar generation, utility, telecom and data
centres.

We believe that distributed photovoltaic generation capacity will reach more than 15 GW
in the near future. In the telecom and data centre sectors, storage demands are constantly
growing and lithium ion batteries are starting to be used to replace lead acid batteries.

The European Photovoltaic Industry Association (EPIA) forecasts that the global annual
PV market can be 39GW to 68GW by 2018 and the global PV cumulative installed
capacity can be 321 GW to 430 GW. The rooftop sector is estimated to have more than
35 GW installed by 2018.

Motive Power Products
Automotive

According to a report by Pike Research published in January 2013, the lithium-ion
battery market for light duty transportation is forecast to grow from $1.6 billion in 2012
to almost $22 billion in 2020. With countries including the United States, the European
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Union, Japan, Israel, Canada and China encouraging citizens to purchase electric vehicles
through subsidy programs, sales of electric vehicles have continued to rapidly grow. For
instance, the US Department of Energy reported that electric vehicles are selling more
rapidly than hybrid vehicles were when they first entered the market. In 2011,
approximately 17,500 electric vehicles were sold, which almost tripled in 2012 to 53,000,
and grew to 97,000 in 2013. (http://energy.gov/articles/ev-sales-skyrocketing-egallon-

holds-steady).

The Chinese government also renewed its incentive program for clean energy vehicles in
September 2013. The incentive offered was only 3,000 Yuan (USD 490) for hybrid
vehicles in 2012, and is now 60,000 Yuan (USD 9,800) for an all-electric passenger
vehicle. Furthermore, the central government advised that it will focus on promoting
clean energy vehicles in some of the country’s largest cities including Shanghai, Beijing
and Guangzhou. Roland Berger, Strategy Consultants, forecasted in their April 2012
report that China is expected to be one of the fastest growing markets, and the market is
expected to increase to USD $1.4 billion in 2015 and to USD $4.5 billion in 2020.
Moreover, Pike Research’s report estimates that China will replace Japan as the top
automotive lithium-ion battery producer by 2015.

The US Department of Energy has made electric plug-in vehicles a cornerstone of its
program of moving from oil dependence to clean electricity and Europe is making a
renewed thrust into e-mobility.

Marine

With the International Maritime Organization (IMO) pressuring the marine industry to
reduce Green House Gas (GHG) emissions and as the price of diesel continues to rise,
there has been a high interest in developing clean propulsion systems for vessels in
countries including Norway and Canada. IDTechEx has published a report stating “the
rapidly growing $2.6 billion market for marine electric vehicles (EVs) will reach $6.3
billion in 2023.” Demand will come from both on-water and underwater electric vehicles
for use both on inland waterways and the sea. The key advantages of electric powertrains
for marine vehicles are the lower maintenance requirements and minimal noise, air and
water pollution.

Materials Handling

Driven by continued growth in demand for high productivity there is a trend in the
logistics and distribution market to move from lead acid battery to a more advanced form
of powering mobility. In the electric fork lift sector, hydrogen fuel cells are being
proposed as a replacement for lead acid batteries and we believe that lithium ion is also a
viable alternate.
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Competition

The battery industry is highly competitive. We compete with a large number of market
participants including pure-play battery providers, diversified technology and industrial
vendors and strategic joint ventures.

Cells and Electrodes

There is a good demand for cells into the integrator market, where many
companies are purchasing components such as cells and BMS and integrating
them into battery systems. Competition for selling cells include many companies
in Korea, Japan, China and USA.

Stationary Storage Products

Competition includes manufacturers and system integrators. We compete
primarily with SAFT, BYD, NEC, Samsung, SK Innovation and others.

Motive Power Products

The clean transportation market is comprised of several small and large
companies utilizing different battery system technologies. The market is
fragmented and consists of large companies including the large OEM automobile
manufacturers in North America, Europe, India and elsewhere as well as several
start-up companies.

Our primary competitors include the following:

e EV and PHEVs. We compete primarily with LG Chem, Johnson Controls,
SAFT, Samsung, SK Innovation, Hitachi, Panasonic and others.

e Marine. We compete primarily with Siemens, Corvus, SAFT and some of
the competitors from the EV/PHEV market.

Separator

Our primary competition in the separator market is from Polypore, Asahi Kaisei,
Entek, Sumitomo, Ube, Toray and others.

To compete successfully, we intend to continue to build on the advantages offered by our

technology. In addition, our sales and marketing teams continuously target new major
customers.
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Overall Performance and Selected Financial Information

Unless otherwise indicated, all comparisons for the year ended September 30, 2015 are to
the year ended September 30, 2014, and all comparisons to the fourth quarter of fiscal
2015 are to the fourth quarter of fiscal 2014. All figures are expressed in thousands of US

dollars, except where otherwise indicated.

Years ended September 30, 2015, 2014 and 2013

i) Financial Condition

($ thousands) 2015 2014 2013
Cash and Cash Equivalents $ 6,309 $ 969 $ 2,604
Total Assets 27,343 12,340 15,435
Total Long Term Liabilities 3,380 5,740 369
Shareholders’ Equity $12,537 $ 5,166 $ 4,683

Our cash and cash equivalents balance decreased from 2013 to 2014 by $1,600 and

increased from 2014 to 2015 by $5,340.

Cash and Cash Equivalents held in US dollars were approximately $1,091 as at

September 30, 2015, $59 as at September 30, 2014 and $721 as at September 30, 2013.

i) Results of Operations and Cash Flow

Activities

($ thousands) 2015 2014 2013
Revenue $ 16,568 $ 7,404 $ 2,842
Revenue, Less Direct 4,977 2,822 619
Manufacturing Costs

Loss Before other items 2,659 3,464 3,697
Net Loss for the year 3,193 3,446 4,561
Basic and Diluted Loss per 0.04 0.05 0.06
Share

Cash flow from Operating $ 449 $ (5,010) $ (1,437)

The Company has reviewed its operations and determined that it operates in one business
segment and has only one reporting unit. The Company develops, manufactures and

markets power technology products.

Revenue derived from US and European customers in US dollars, as a percentage of the
Company’s revenue, was approximately 94% in 2015. Revenue derived from US and
European customers in US dollars as a percentage of the Company’s revenue was
approximately 29% in 2014 and 41% in 2013. Revenue increased for the year ended
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September 30, 2015 compared to 2014 due to an increase in revenues from our German
operations.

For the years ended September 30, 2015, 2014 and 2013, revenues from major business
activities were as follows:

2015 2014 2013
Large Format Batteries $ 14,713 $ 7,248 $ 2,718
Consumer electronics - 12 33
Other 1,855 144 91
$ 16,568 $ 7,404 $ 2,842

Consumer electronics revenue has decreased from 2013 to 2015 as the Company
gradually re-directed its efforts into large scale batteries (electric vehicles & storage
grids) where market opportunities are considered to be significantly better.

The increase in large format batteries revenue from 2014 to 2015 is primarily due to
revenues from our German operations. The increase from 2013 to 2014 is due to the
completion of the delivery of prototype battery packs for an automaker.

The other revenue increase in 2015 is due to subsidies and transitional payments received
as part of the acquisition of Litarion.

For the years ended September 30, 2015, 2014 and 2013, revenues attributed to regions
based on location of customer were as follows:

2015 2014 2013

Canada $ 1,053 $ 5282 $ 1,667

United States - 13 590
Germany 14,548 - -

Norway 16 174 502

Others 951 1,935 83

$ 16,568 $ 7,404 $ 2,842

The fluctuation in exchange rates has resulted in a decrease in labour and manufacturing
overhead production costs and other expenses, denominated in Canadian dollars.

Operating losses, represented by Loss Before Foreign Exchange and Interest, Write-down
of Goodwill and Plant and Equipment, Revaluation of investments, Taxes and
Amortization, decreased from 2013 to 2014 because of an increase in revenue and an
increase in profit margin.

Operating losses, represented by Loss Before Foreign Exchange and Interest, Write-down
of Goodwill and Plant and Equipment, Revaluation of investments, Taxes and
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Amortization, decreased from 2014 to 2015 primarily because of a significant increase in
revenue and operating margin due to the acquisition of Litarion.

The Company has not paid a dividend since inception.
Standards issued but not yet effective

At the date of authorization of these Financial Statements, the IASB and IFRIC has
issued the following new and revised Standard and Interpretation which are not yet
effective for the relevant reporting periods.

IFRS 9 ‘Financial Instruments: Classification and Measurement’ — effective for annual
periods beginning on or after January 1, 2018, with early adoption permitted, introduces
new requirements for the classification and measurement of financial instruments. This
Standard has not yet been adopted.

IFRS 15 ‘Revenue from Contracts with Customers’ - effective for annual periods
beginning on or after January 1, 2017, established principles to record revenues from
contracts for the sale of goods and services.

Significant management judgement in applying accounting policies and estimation
uncertainty

The preparation of financial statements in conformity with IFRS requires management to
make judgements, estimates and assumptions that affect the application of accounting
policies and the reported amount of assets and liabilities, revenue and expenses and the
related disclosures of contingent assets and liabilities. Actual results could differ
materially from the estimates and assumptions. We review our estimates and assumptions
on an ongoing basis. Revisions are recognized in the period in which the estimates are
revised and may impact future periods as well.

Significant management judgement

The following are significant management judgements in applying the accounting
policies that have the most significant effect on the consolidated financial statements.

(i) Recognition of contract revenues.

Determining when to recognize revenues from after-sales services requires an
understanding of the customer’s use of the related products, historical experience and
knowledge of the market. Recognizing contract revenue also requires significant
judgment in determining milestones, actual work performed and the estimated costs to
complete the work.
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Distinguishing the research and development phases of a new project and determining
whether the recognition requirements for the capitalization of development costs are met
requires judgement.

After capitalization, management monitors whether the recognition requirements
continue to be met and whether there are any indicators that capitalized costs may be
impaired.

(i) Estimation uncertainty

Information about estimates and assumptions that have the most significant effect on
recognition and measurement of assets, liabilities, income and expenses is provided
below. Actual results may be substantially different.

In preparing the financial statements in conformity with International Financial Reporting
Standards (IFRS) , management makes estimates and assumptions that affect the reported
amounts of sales returns, bad debt reserves and warranty accruals at the date of the
financial statements. In view of the current difficult economic conditions, we have again
reviewed the suitability of these estimates and believe that they are appropriate under the
circumstances.

The Company’s existing policy allows for sales returns ranging from 15 days for direct
sales to end users to longer periods for sales to key distributors. Sales returns are
estimated at the time of delivery based on past experience and customer specific factors.
Each quarter, a provision for sales returns is determined based on the actual experience
for the most recent four quarters. Sales returns are applied against revenue for the
Scribbler® and PowerPad® products, and represented Nil of revenue from consumer
electronics for the quarter ended December 31, 2015.

The Company reviews its outstanding trade and other receivables on a regular basis. Bad
debts are determined based on the ageing of trade and other receivables where such
amounts are not insured and considered uncollectible.

Warranty accruals are based on the actual warranty experience rate for the past year for
each product group and sales during the most recent warranty period. Warranty
provisions/reversals, excluding the impact of foreign exchange, represented Nil of
consumer electronic sales for the quarter ended December 31, 2015. The Company has a
potential tax benefit resulting from non-capital losses carried forward, an undeducted
pool of scientific research and experimental development expenditures and non-
refundable investment tax credits carried forward. In view of the history of net losses
incurred, management is of the opinion that it is more likely than not that these tax assets
will not be realized in the foreseeable future and hence, a full valuation allowance has
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been recorded against these future tax assets. Future tax assets are recorded on the
balance sheets for our German operations.

Large format battery sales have been generally comprised of prototype battery systems
without warranties, with no rights of return or post-delivery obligations. Where
warranties are required, these are negotiated on a case by case basis. For example, during
the year, Electrovaya Company, registered in Delaware, agreed to settle for a nominal
amount consisting of payments of $75 by October 31, 2014, $100 by April 30, 2015 and
$100 by December 15, 2015. The last instalment was paid on December 15, 2015.

Impairment

In assessing impairment, management estimates the recoverable amount of each asset or
cash-generating units based on expected future cash flows and uses an interest rate to
discount them. Estimation uncertainty relates to assumptions about future operating
results and the determination of a suitable discount rate.

For purposes of assessing impairment, assets are grouped at the lowest levels for which
there are largely independent cash inflows (“cash-generating units” or “CGU”). Cash-
generating units are tested for impairment whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable. If any such indication exists,
the carrying amount of the asset is tested for impairment.  Absent triggering events
during the year, we conduct our impairment assessment annually to correspond with our
planning cycle.

An impairment loss is recognized when the carrying amount of an asset or CGU exceeds
the recoverable amount. The recoverable amount of an asset or CGU is the greater of its
value-in-use or its fair value less costs to sell. The process of determining value-in-use,
or discounted cash flows, is subjective and requires management to exercise judgment in
making assumptions about future results, including revenue and cash flow projections
and discount rates. The process of determining fair value less costs to sell requires the
valuation and or discounted cash flows when market prices are not available. Impairment
losses are recognized in the consolidated statement of operations. Impairment losses
recognized in respect of a CGU are allocated to reduce the other assets in the CGU on a
pro rata basis.

Impairment losses are reversed if the circumstances that led to the impairment no longer
exist. At each reporting date, we review for indicators that could change the estimates
used to determine the recoverable amount. The amount of the reversal is limited to
restoring the carrying amount to the carrying amount that would have been determined,
net of depreciation or amortization, had no impairment loss been recognized in prior
periods.
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The Company has continued net losses for the year and the quarter ended June 30, 2015.
The Company had a net gain for the quarters ended September 30, 2015 and December
31, 2015. Negative cash flow from operations has been financed by a combination of debt
and equity. The Company’s ability to realize its assets and discharge its liabilities in the
normal course of business and continue as a going concern is uncertain and is currently
dependent on the continued support of its shareholders and providers of debt. To address
its financial requirements, the Company may seek financing through joint venture
agreements or debt and equity financing. The outcome of these matters cannot be
determined at this time.

Useful lives of depreciable assets

Management reviews its estimate of the useful lives of depreciable assets at each
reporting date, based on the expected utility of the assets. Uncertainties in these estimates
relate to technical obsolescence that may change the utility of certain production, testing
and other equipment.

Inventories

Management estimates the net realizable values of inventories, taking into account the
most reliable evidence available at each reporting date. The future realization of these
inventories may be affected by future technology or other market-driven changes that
may reduce future selling prices.

Fair value of financial instruments

Management applies valuation techniques to determine the fair value of financial
instruments where active market quotes are not available. This requires management to
develop estimates and assumptions based on market inputs, using observable data that
market participants would use in pricing the instrument. Where such data is not
observable, management uses its best estimate. Estimated fair values may vary from the
actual prices achieved in an arm’s length transaction at the reporting date.

Operating Results

Revenue

Revenue arises from the sale of goods and the rendering of services. It is measured by
reference to the fair value of consideration received or receivable, excluding sales taxes,
rebates, and trade discounts. The Company often enters into sales transactions involving a
range of the Company’s products and services, for example for the delivery of hardware
and related services. The Company applies the revenue recognition criteria set out below
to each separately identifiable component of the sales transaction. The consideration
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received from these multiple-component transactions is allocated to each separately
identifiable component in proportion to its relative fair value.

Sale of goods

Sale of goods is recognized when the Company has transferred to the buyer the
significant risks and rewards of ownership, generally when the customer has taken
undisputed delivery of the goods. Revenue from the sale of goods with no significant
service obligation is recognized on delivery. Where significant tailoring, modification or
integration is required, revenue is recognized in the same way as contracts for large
energy storage systems described below.

Rendering of services

The Company generates revenues from design engineering services and construction of
large energy storage systems. Consideration received for these services is initially
deferred, included in other liabilities and is recognized as revenue in the period when the
service is performed. Revenue from services is recognized when the services are provided
by reference to the contract’s stage of completion at the reporting date.

The Company also earns rental income from operating leases of its properties. Rental
income is recognized on an accrual basis.

Contracts for large energy storage systems

Contracts for large energy storage systems specify a price for the development and
installation of complete systems. When the outcome can be assessed reliably, contract
revenue and associated costs are recognized by reference to the stage of completion of the
contract activity at the reporting date. Revenue is measured at the fair value of
consideration received or receivable in relation to that activity.

When the Company cannot measure the outcome of a contract reliably, revenue is
recognized only to the extent of contract costs that have been incurred and are
recoverable. Contract costs are recognized in the period in which they are incurred. In
either situation, when it is probable that total contract costs will exceed total contract
revenue, the expected loss is recognized immediately in profit or loss.

The contract’s stage of completion is assessed by management based on milestones
(usually defined in the contract) for the activities to be carried out under the contract and
other available relevant information at the reporting date. The maximum amount of
revenue recognized for each milestone is determined by estimating relative contract fair
values of each contract phase, i.e. by comparing the Company’s overall contract revenue
with the expected profit for each corresponding milestone. Progress and related contract
revenue in-between milestones is determined by comparing costs incurred to date with
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the total estimated costs estimated for that particular milestone (a procedure sometimes
referred to as the cost-to-cost method).

The gross amount due from customers for contract work is presented within trade and
other receivables for all contracts in progress for which costs incurred plus recognized
profits (less recognized losses) exceeds progress billings. The gross amount due to
customers for contract work is presented within other liabilities for all contracts in
progress for which progress billings exceed costs incurred plus recognized profits (less
recognized losses).

Revenue from licensing is recognized as amounts are earned under the terms of the
applicable agreements, provided no significant obligations exist and collection of the
resulting receivable is reasonably assured.

Deferred revenue represents revenues collected but not earned as of December 31, 2015.
For the three month period December 31, 2015, total revenue increased by 2842% to
$8,240 from $280 for the quarter ended December 31, 2014. The increase in total revenue
primarily resulted from revenues and subsidies related to the acquisition of our German
operations.

Quarterly revenue is as follows:

($ thousands) | Q1 Q2 Q3 Q4
2016 $ 8,240 $ - $ - $ -
2015 $ 280 $ 573 $ 5,953 $ 9,762
2014 $ 1,796 $ 1,835 $ 2,131 $ 1,642

For the quarter ended December 31, 2015 two customers represented more than 10% of
total revenue (quarter ended December 31, 2014 two customers). Our largest customer
accounted for 75.6% and 50.7% of total revenue for the quarters ended December 31,
2015 and of 2014 respectively.

Continued advances in technology and a highly competitive market are more significant
factors than general economic conditions and specific price changes when considering
major impacts on revenue. In particular, the alternative energy market continues to be
robust and the Company believes that new and important opportunities will potentially be
available to it despite the current economic environment.

Management is not aware of any fluctuations in revenue due to seasonality.
Expenses
Direct Manufacturing Costs and Revenue, less Direct Manufacturing Costs. Direct

Manufacturing Costs are comprised of the material, labour and manufacturing overhead,
excluding amortization, associated with the production of SuperPolymer® batteries,
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battery packs for Electric Vehicles, stationary grid applications and research and
engineering service revenues.

For the quarter ended December 31, 2015, direct manufacturing costs increased by
$3,166 to $3,366 from $200 for the quarter ended December 31, 2014 primarily due to
increased revenue and hence related direct manufacturing costs of large format batteries.

Revenue less Direct Manufacturing Costs was a profit of $4,874 or 59.2% of revenue for
the three months ended December 31, 2015 compared to $80 or 28.6% for the three
months ended December 31, 2014 primarily due to the acquisition of our German
operations.

Research and Development. Research and development expenses consist primarily of
compensation and premises costs for research and development personnel and activities,
including independent contractors and consultants, direct materials and allocated
overhead.

Research and development expenses, net of investment tax credits (ITC), decreased by
$510 during the quarter ended December 31, 2015 to $819 from $1,329 in the same
quarter in the prior year.

Government Assistance.

Electrovaya received an advance of $ 3,300 (Cdn $3.3 million) on June 5, 2009 from the
Province of Ontario, as represented by the Ministry of Economic Development & Trade
(“MEDT”) through a grant from the Next Generation of Jobs Fund Program. $4,900 has
been earned up to December 31, 2015 as certain pre-commercialization activities were
completed. The company has received funds and incurred costs under the Ministry’s
“Next Generation of Jobs Fund”. The program ended on December 31, 2015, if at that
time the funds advanced exceeds the eligible costs the company could be liable for a
claw-back of the excess of funds received over eligible costs. As of December 31 this
potential claw-back of funding is $302 (CDN 406).

Sales and Marketing. Sales and marketing expenses are comprised of the salaries and
benefits of sales and marketing personnel, marketing activities, advertising and other
costs associated with the sales of Electrovaya’s product lines.

For the quarters ended December 31, 2015 and 2014, sales and marketing expenses were
$118 and $90 respectively. The $28 or 31.1% increase was primarily due to trade shows
and travel costs during the current quarter.

General and Administrative. General and administrative expenses include salaries and
benefits for corporate personnel, insurance, professional fees, reserves for bad debts and
facilities expenses. The Company’s corporate administrative staff includes its executive
officers and employees engaged in business development, financial planning and control,
legal affairs, human resources and information technology.
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For the quarters ended December 31, 2015 and 2014, general and administrative expenses
were $548 and $353, respectively. The $195 or 55.2% increase was primarily due to
expenses related to the German operations in the current quarter as compared to the same
quarter in the prior year

Stock based compensation. Non-cash stock based compensation expense increased by
$19 to $21 for the quarter ended December 31, 2015 compared to the same quarter in
2014.

Financing costs. In February 10, 2014, Electrovaya Inc. issued a promissory note to a
syndicate of lenders for Cdn $6.25 million at 8.25% per annum for 24 months, secured by
a first mortgage on its land and building, a General Security Agreement, an assignment of
an interest reserve for $485, intercorporate guarantees from 1408871 Ontario Inc. and
Electrovaya Corp, a guarantee from the controlling shareholder and one million common
share purchase warrants at an exercise price of Cdn $0.65 per share exercisable
immediately for a period of 24 months. The promissory note which matures on February
11, 2016, the parties have agreed to renew for a further 12 months maximum period
under the same terms and extension of the warrants or issue of new warrants for a 24
months period. There is an option to repay anytime after the first 6 months of the renewal
term at the discretion of the Company. Management has intention to repay prior to the
new maturity date.

In April, 2015 the Company borrowed $1,203 (Cdn$1.5 million) as loan from a
shareholder bearing interest at 10% with repayment terms of 18 months.

In April, 2015, the Company raised an additional $802 (Cdn $1 million) by placing a
second mortgage on the property owned by its wholly owned Subsidiary, 1408871
Ontario Inc. The loan bears interest @ 10% and is repayable on April 17, 2016.

During the quarter ended December 31, 2015, interest in the amount of $143 was
expensed and is included in total finance cost of $180 in the statement of operations.
Interest in the amount of $116 was expensed in the prior year quarter.

Patent and trademark costs. Patent and trademark expense increased from $32 in the
same quarter in the prior year to $34 for the quarter ended December 31, 2015.
Net Profit/(Loss)

Quarterly net profit/(losses) are as follows:

($ thousands) 01 Q2 Q3 04
2016 $ 2,959 $- $- $ -
2015 $ (1,891) | $ (955) | $(1,685) | $ 1,338
2014 $ (156) | $ (1,295) | $(1,332) | $ (663)
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The decrease in the net loss from the first quarter of fiscal 2015 to the first quarter of
fiscal 2016 is primarily due to 1) an increase in revenue, 2) a decrease in research and
development expense, 3) a decrease in amortization costs , 4) an increase in foreign
exchange gain and interest income offset by 1) an increase in stock based compensation
expense, 2) an increase in patents and trademark expenses, 3) an increase in general and
administration cost, 4) an increase in sales and marketing expense , 5) an increase in
direct manufacturing costs, 6) an increase in financing costs, 7) an increase in provision
for tax.

Quarterly net gains (losses) per share are as follows:

($ thousands) 01 Q2 03 04
2016 $ 0.04 - $ - $ -

2015 $(0.02) [$ (0.01) $ (002) [$ 0.01
2014 $ (0.00) |$ (0.02) $ (0.02) |$ (0.01)

Liquidity and Capital Resources

As of December 31, 2015, the Company had $3,259 in cash and cash equivalents
compared to $6,309 and $1,662 as at September 30, 2015 and December 31, 2014
respectively.

Cash used in operating activities was $2,340 during the quarter ended December 31, 2015
compared to cash used $732 during the quarter ended December 31, 2014. Net cash used
in operating activities during the quarter ended December 31, 2015 primarily reflects the
an increase in non-cash operating working capital of $5,834 offset by an operating
income of $2,959, an increase in deferred tax assets of $333, non-cash financing costs of
$33, stock based compensation expense of $21, actuarial gain of $11 and amortization of
$137.

The Company's future minimum lease payments under operating leases for the years
ended September 30 are as follows:

2016 $ 849
2017 $ 812
2018 $ 798
2019 $ 640
2020 $ 640
2021 $ 640
2022 $ 640
Total $5,019

These future minimum lease payments relate to our German operations.

The Company completes an ongoing review of its requirements for additional capital
resources. In December, 2010, the Company received $1,700 from SDTC for Plug-in

Page 20 of 45



Hybrid Electric Vehicle Battery Development and also raised Cdn $5 million in
consideration of a 6% secured promissory note and 500,000 common share purchase
warrants exercisable for a period of 36 months. In August, 2011, the Company received
another $1,600 from SDTC for Plug-in Hybrid Electric Vehicle Battery Development.
During the quarter ended December 31, 2011, the Company received $1,300 from Hydro
One and $100 from Manitoba Hydro. During the quarter ended June 30, 2012, the
Company received another $1,200 from SDTC for Plug-in Hybrid Electric Vehicle
Battery Development and $100 from Manitoba Hydro. During the quarter ended March
31, 2013, the Company received another $100 from Manitoba Hydro. During the quarter
ended September 30, 2013, the Company received $100 from Ontario Power Authority.

On February 10, 2014, Electrovaya Inc. issued a promissory note to a syndicate of lenders
for Cdn $6.25 million at 8.25% per annum for 24 months, secured by a first mortgage on
its land and building, a General Security Agreement, an assignment of an interest reserve
for $485, intercorporate guarantees from 1408871 Ontario Inc. and Electrovaya Corp, a
guarantee from the controlling shareholder and one million common share purchase
warrants at an exercise price of Cnd $0.65 per share exercisable immediately for a period
of 24 months. The promissory note matures on February 11, 2016. The parties have
agreed to renew for a further 12 months maximum period under the same terms and
extension of the warrants or issue of new warrants for a 24 months period.

On June 13, 2014, Electrovaya raised $2,800 (Cdn $2.9 million) through the private
placement of 3,237,601 units, with each unit consisting of 1 common share at Cdn $0.90
and one-half share purchase warrant. Each share warrant is exercisable into one common
share of the Company within a period of 18 months at a price of Cdn $1.25 per share. The
share warrants expired on December 12, 2015

In December, 2014, Electrovaya raised $1,700 (Cdn $2 million) through the brokered
private placement of 2,908,845 units, with each unit consisting of 1 common share at Cdn
$0.70 and one share purchase warrant. Each share warrant is exercisable into one
common share of the Company within a period of 36 months at a price of Cdn $1.05 per
share.

In January, 2015, Electrovaya raised $80 (Cdn $100,000) through the brokered private
placement of 154,161 units, with each unit consisting of 1 common share at Cdn $0.70
and one share purchase warrant. Each share warrant is exercisable into one common
share of the Company within a period of 36 months at a price of Cdn $1.05 per share.

In March, 2015, Electrovaya raised $800 (Cdn $1 million) through the brokered private
placement of 2,194,662 units, with each unit consisting of 1 common share at Cdn $0.49
and one share purchase warrant. Each share warrant is exercisable into one common
share of the Company within a period of 36 months at a price of Cdn $0.75 per share.

In April, 2015 the Company borrowed $1,203 (Cdn$1.5 million) as loan from a
shareholder bearing interest at 10% with repayment terms of 18 months.
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In April, 2015, the Company raised an additional $802 (Cdn $1 million) by placing a
second mortgage on the property owned by its wholly owned Subsidiary, 1408871
Ontario Inc. The loan bears interest @ 10% and is repayable on April 17, 2016.

The authorized and issued capital stock of the Company consists of an unlimited

authorized number of Common shares as follows:

Number Amount
Balance, October 1, 2010 70,910,278 $ 64,769
Add: Shares issued during the quarter ended Dec 31, 2010 25,500 31
Fair value of stock options exercised - 11
Balance, December 31, 2010 70,935,778 64,811
Add: Shares issued during the quarter ended Mar 31, 2011 4,000 3
Fair value of stock options exercised - 7
Balance, March 31, 2011 70,939,778 64,821
Add: Shares issued during the quarter ended June 30, 2011 3,500 2
Fair value of stock options exercised - (2)
Balance, June 30, 2011 70,943,278 64,821
Add: Shares issued during the quarter ended Sept 30, 2011 11,334 7
Fair value of stock options exercised - 1
ngiznce, Sep 30, 2011, Sep 30, 2012 and September 30, 70,954,612 64.829
Add: Shares issued during the quarter ended Dec 31, 2013 18,000 8
Fair value of stock options exercised - 5
Balance, December 31, 2013 70,972,612 64,842
Add: Shares issued during the quarter ended Mar 31, 2014 309,000 84
Fair value of stock options exercised - 72
Balance, March 31, 2014 71,281,612 64,998
Add: Shares issued during the quarter ended June 30, 2014 3,860,933 2,712
Fair value of stock options exercised - 385
Balance, June 30, 2014 75,142,545 68,095
Add: Shares issued during the quarter ended Sept 30, 2014 175,000 58
Fair value of stock options exercised - 93
Balance, September 30, 2014 75,317,545 68,246
Add: Shares issued during the quarter ended Dec 31, 2014 2,965,151 1,024
Fair value of stock options exercised - 19
Balance, December 31, 2014 78,282,696 69,289
?(;j{jé*Shares issued during the quarter ended Mar 31, 2,348,823 322
Balance, March 31, 2015 80,631,519 69,611
Add: Shares issued during the quarter ended June 30, 2015 322,505 193
Balance, June 30, 2