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 subsidiaries, as the context requires.

Our Board of Directors, on the recommendation of its Audit Committee, approved the
content of this MD&A on May 11, 2011 and it is, therefore, dated as at that date. This
MD&A includes the operating and financial results for the quarters ending March 31,
2011 and 2010, 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 Canadian generally accepted accounting principles.
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, the Company’s
objectives, goals, strategies, intentions, plans, 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 ability to execute strategic plans. Additional
information about material factors that could cause actual results to differ materially
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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. During the last year, we have also begun to focus on the stationary and data
storage energy markets.

We design, develop and manufacture advanced battery and battery systems for the
transportation, electric grid stationary storage and mobile computing end-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 provide our existing and potential customers with significant
benefits.

Our main businesses include:

1. Electric vehicles, whereby we are developing power-system designs for clean
transportation applications.

2. Stationary storage for energy grid systems, telecommunications and new green-
energy solutions such as solar and wind.

3. Mobile computing, consisting of our proprietary Lithium lon SuperPolymer®
rechargeable batteries.

4. Other specialty applications, including aerospace and defence, which require
complex power solutions, including competencies in building systems for third
parties.
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We continue to spend heavily on research and development, with approximately 13.2%
of revenue being reinvested in research and development activities during the quarter
ending March 31, 2011, or more than $86 million since the inception of the Company.
Our team of mechanical, electrical, battery and system engineers enables us to offer
clients a complete solution for their requirements. The Company develops, manufactures
and markets portable power technology products.

To finance the growth of our facilities, we are evaluating a number of alternatives
including our submission of an application for funding under the U.S. Department of
Energy’s Advanced Technology Manufacturing Loan Program.

Core Capabilities

We believe that the transportation market, including PHEV and EVs, as well as the
stationary storage end markets can benefit significantly from our proprietary technology
and expertise in large-format advanced battery and battery systems experience.

Our 156,000 square foot battery and battery systems manufacturing facility in
Mississauga, Ontario offers emission-free production, 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.
Electrovaya Company, a wholly owned subsidiary of Electrovaya Inc. has been located
at the Saratoga Technology + Energy Park (“STEP”), located in Malta, New York, since
April, 2008. It leases approximately 7,500 square feet of office and manufacturing space
to assemble battery power systems for electric vehicles and pursue other alternative
energy opportunities in the United States. The Company is also seeking to establish
facilities in other parts of the United States, as opportunities arise.

Electrovaya also has a team of mechanical, electronic, battery and system engineers able
to give clients a “complete solution” for their energy and power requirements.

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 nanostructure that is fundamentally different from standard lithium-ion polymer
batteries. This nanostructure is primarily characterized by 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.
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Our Strategy

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:

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

e Develop and commercialize leading-edge technology for zero-emission vehicles
and partnering with key large organizations to bring them to market;

e 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;

e Further automate our emission free production processes and increase quality by
using best practices manufacturing approaches and through continuous
improvement initiatives;

e 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.

Marketing and Sales

1) Industries

Advances in our battery technology have important implications in a number of areas,
including our non-NMP clean production process and high energy density, which we
believe are key drivers in industries such as transportation, electric grid stationary storage
and mobile computing and communications.

Transportation Industry

Recently, President Obama announced the goal of one million electric vehicles on the
road by 2015. To achieve this, the U.S. Department of Energy plans to distribute $25
billion in loans for infrastructure development and deployment of electric vehicles under
the Advanced Technology Vehicle Manufacturing Loan Program (ATVMLP). In
addition, the Corporate Average Fuel Economy (CAFE) standard, the sales weighted
average fuel economy of a manufacturer’s fleet of passenger cars or light trucks sold in
the U.S., has been increased to 35.5 miles per gallon by 2016. In addition, to encourage
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the purchase of electric vehicles, tax credits are available to buyers of electric cars in the
United States, the European Union, Japan, Israel and Canada. Automakers have
responded to the new regulation and greater demand for more fuel efficient vehicles by
ramping up production plans for hybrid, plug in hybrid and electric vehicles. Frost and
Sullivan, a third party market research firm, estimates that by 2020, 7.0% of all vehicles
shipped worldwide will be electric. According to A.T. Kearney, the global lithium-ion
battery market for automotive applications in Hybrid Electric VVehicles (HEVs), PHEVs
and EVs is estimated to grow to approximately $21.8 billion by 2015 and $74.1 billion by
2020.

While electric vehicles are currently more expensive than traditional gasoline powered
vehicles, it is anticipated that production costs will decline as demand increases for
electric vehicles, enabling battery companies to purchase materials in bulk and
manufacture in large quantities. As electric vehicles become more economically feasible,
we anticipate further cost efficiencies and increased adoption of Lithium lon batteries
across the transportation industry. In addition to pursuing opportunities for the light duty
vehicle market, battery companies are in discussions with or working with manufacturers
to develop clean alternatives for scooters, golf carts, mowing equipment, motorcycles,
off-duty vehicles and heavy-duty transportation vehicles.

Stationary Storage and Smart Grid

The development of the smart grid and the growing demand for alternative energy
solutions, such as wind and solar, represent tremendous opportunities for the battery
industry. Under the American Recovery and Reinvestment Act, ARRA, the U.S.
Government allocated $4.5 billion for utilities to invest on the U.S. electric grid in order
to stimulate investment in smart grid technologies. When considering the shift to
alternative energy solutions such as wind and solar, which can provide sporadic service /
energy, utility companies are faced with the challenge of ensuring reliable service.
Lithium ion batteries are predicted to play a key role in the grid stabilization of the
electric grid market. Lithium ion batteries act as ancillary power units to provide
frequency regulation services and help smooth the grid during fluctuations in demand.
Lithium ion batteries can also be used to store electricity during off-peak hours, making it
available during peak hours. According to Piper Jaffray, the stationary storage market for
lithium ion batteries is estimated to grow to over $600 billion over the next ten to twelve
years.

Mobile Computing and Communications

Driven by continued growth in demand for consumer electronics and mobile computing
products and accessories, demand for lithium ion batteries is anticipated to remain strong.
In addition, as form factors decrease in size, functionality increases and consumers seek
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longer lasting devices, consumer applications will need high-power energy sources. As
such, the demand for advanced battery solutions represents a large and attractive market.
IDC estimates that worldwide portable PC shipments will grow from 159.9 million in
2009 to 301.5 million in 2013 and that worldwide mobile phone shipments will grow
from 1.1 billion in 2009 to 1.4 billion in 2013.

2) 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. Our primary competitors include the following:

e PHEVs. We compete primarily with LG Chem, Johnson Controls /SAFT, and
A123 Systems.

e EVs. We compete primarily with AESC, Kokam, GS Yuasa, Panasonic, Lithium
Energy Japan, A123 Systems, Enerl and Valence.

e Electric Grid Services. We compete primarily with SAFT, Altairnano and A123
Systems.

e Consumer. We compete primarily with Panasonic, Sony, Samsung, LG Chem,
BYD, Enerl and A123 Systems.

To compete successfully, we intend to continue to build on the advantages offered by our
technology. In addition, our sales and marketing teams continuously attract new major
customers.

The clean transportation market is comprised of several small and large companies
utilizing different battery system technologies. The market is highly 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. The US
Department of Energy has made electric plug-in vehicles a cornerstone of its program of
moving from oil dependence to clean electricity.

3) Our Solution

We believe that our battery and battery systems offer highly-competitive performance
characteristics as follows:

e Platform technology. The primary elements of a lithium battery cell are the anode,
cathode, separator and electrolyte. Unlike many other battery technologies that
rely on advancements in component materials and chemistries (i.e., application of
phosphate or manganese chemistries etc. to the cathode), our proprietary platform
Lithium lon SuperPolymer® technology ensures that our technology is not
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rendered obsolete by changes to the underlying battery chemistry or other
component materials. We are therefore able to continuously evolve and benefit
from improvements in component materials, including advancements in electrode
materials. In this way, our core advantages are maintained as battery performance
metrics continue to improve. This platform characteristic differentiates us in an
industry that has historically focused on component rather than structural
innovations.

High energy and power density. Energy density is widely considered one of the
most important metrics of a battery technology as it determines the size and
weight of the battery system. Higher energy density translates into smaller, lighter
battery systems or applications with longer run-times or ranges. In addition,
lithium batteries have been historically optimized for either higher energy (e.g. for
consumer laptop or mobile phone market where longer run-times are a premium)
or for high power (e.g. for the power tool or hybrid vehicle market where brief,
high power pulses are a premium). In general, a trade-off in battery design is
required such that a focus on one metric, e.g. power, comes at the expense of the
other, e.g. energy. For plug-in hybrids or full electric vehicles, both strong power
density and superior energy density is optimal.

As a result of the intrinsic energy density advantage of our battery technology, we
are able to optimize our batteries for balanced energy/power density with limited
apparent trade-off. Such balanced optimization offers highly-competitive energy
and power density and has been developed for PHEV and EV applications.

Emission-free manufacturing. To our knowledge, we are the only battery
manufacturer with a production process that does not require the use of industrial
solvents. For instance, our manufacturing process does not utilize N-
Methylpyrrolidone (“NMP”), a solvent that is used for many different purposes,
including stripping paint as well as for cleaning in the electronics and battery
industries. According to the California Department of Health Services (“CDHS”),
NMP has proven toxic to the reproduction systems of male and female test
animals. While the toxic effects of NMP on humans have not been studied, the
CDHS recommends that NMP is treated as a potential human reproductive
hazard. Similarly, the European Commission labeled NMP a reproductant toxicant
in 2003 and has proposed to label it a toxic chemical. In addition to operating in
an NMP-free environment, our manufacturing processes meet the strictest
environmental requirements making our benign environmental footprint suitable
for manufacture in local urban areas. We believe that our emissions-free
manufacturing process provides us with a competitive advantage unique to the
industry.
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e Scalability and prismatic geometry. We believe that large-format pouched
prismatic (flat) cells represent the best long-term battery technology for use in
PHEVs and EVs and that our advances in the design and manufacture of pouched
prismatic cells make our battery systems well-suited for many transportation end-
markets. Today, cylindrical battery technology is the most common since the
mass production of cylindrical cells has been around for some time. However, the
use of cylindrical cell technology for larger applications such as for transportation
has limitations. For instance, a 30kWh battery (sufficient for a battery electric
vehicle) would require approximately 8,260 (commercial phosphate) “18650”
cylindrical cells, and thereby necessitate 16,520 interconnects, or 16,520 possible
points of failure. In contrast, for this same battery only 235 of our large-format
35Ah prismatic cells would be needed. In addition, cylindrical cells in the past
have been shown to demonstrate issues with heat removal as well as safety
limitations. While these challenges have been successfully managed for smaller
battery systems, it is unclear whether the use of cylindrical battery technology is
the best long-term commercially feasible technology for PHEVs or EVs. To
efficiently and reliably meet the demand requirements of the transportation
battery market, we believe that battery technology must be able to scale up to a
large battery / large-format solution. Although large-scale production of large-
format prismatic cells is relatively new to the industry, we have successfully
designed, developed and manufactured large-format prismatic batteries suitable
for the automobile industry. Based on testing of the prismatic battery systems we
have been developing for commercial use, we believe that our prismatic cell
technology is safer, more reliable and offers important scale-up advantages
relative to competing cylindrical battery technologies.

For electric vehicles, our sales and marketing efforts are based primarily on building
partnerships with key companies and groups and presenting to, and attending, key trade
shows and expositions.

For battery sales and engineering services, we believe the demand for portable energy is
large in the aerospace and military sectors.

For the mobile computing business, our focus is on such industry verticals as healthcare,
insurance, sales force automation and education. For example, in healthcare, we attend
trade shows, place advertisements in trade magazines and are working to establish
partnerships with Independent Software Vendors (“ISVs”), Value Added Resellers
(“VARs”) and distributors.

We currently have commercially available and in-development batteries and battery
systems across various sizes and packaging for a number of end-markets. Historically, we
have focused our development and marketing efforts on the consumer, governmental and
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aerospace and defense markets. More recently, we have invested in the design and
development of our battery technology for advanced electric vehicle applications. Our
current focus is on the following end markets: transportation, stationary storage, and
mobile computing.

The table below provides a summary of our products:

>

BEV Battery PHEV Battery

System System Battery Bank PowerPad Scribbler®
Energy (kwh) Varies Varies varies N/A N/A
Status Demonstration/ 'In Development/| In Development | In Production | In Production
In Early Prototypes being
Production delivered
Application | Battery Electric = Light Duty Stationary Consumer, Consumer,
Vehicles (BEVs) PHEV Vehicles | Storage and Commercial Commercial
and Heavy Duty Smart Grid for | Applications Applications
PHEVs Utilities

Transportation

By capitalizing on our proprietary Lithium lon SuperPolymer® technology, coupled with
our expertise in battery management system and packaging, we have been engaged with a
number of leading companies in the transportation sector for the design and development
of advanced battery systems for PHEV and EVs, commercial truck and off-road
applications, as well as for two-wheel vehicles. While our relationship with each of these
parties is at a different stage, we expect that many of them will lead from the
developmental stage, to prototyping/testing, and eventually to production.

Chrysler Dodge Ram PHEV program. In March, 2010, Electrovaya Inc. announced that it
has been chosen by Chrysler Group LLC as the battery supplier for 140 Ram plug-in
hybrid electric vehicles in a demonstration program supported by the Department of
Energy.The Ram PHEV will feature a 12kWh lithium ion battery from Electrovaya. A
total of 140 Ram PHEVs will be built for a demonstration program running for a period
of three years at various geographic and climatic locations across the US. More than 21
Chrysler Group partners across the U.S., including utility companies, government
agencies and universities will independently test the Ram PHEV and provide valuable
data for the advancement of the technology. The DOE-supported programs are an
important enabler for key suppliers to understand and test customer acceptance and the
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capability of PHEV systems in real-world conditions. In January, 2011 the Company
announced that the Dodge RAM PHEV was being showcased at the Washington DC
Auto show, where it was on display for members of the media, politicians and the general
public to view.

In February, 2011, Electrovaya started delivering another PHEV battery pack for a
platform for a major North American OEM. The system design included Electrovaya’s
SuperPolymer(R) cells along with an intelligent Battery management system (iBMS(R))
and associated thermal, mechanical and power electrical subsystems.

Hummer Prototype. In April, 2009, Electrovaya announced that it provided the battery
pack used in the Hummer H3 ReEV range-extended electric SUV showcased at the 2009
SAE International World Congress, Cobo Center, Detroit, Michigan from April 20 to
April 23, 2009. This high-voltage plug-in hybrid electric vehicle battery showcases
Electrovaya’s capability to provide advanced battery systems for tomorrow’s plug-in
hybrid light-duty passenger cars and trucks as well as medium and heavy-duty vehicles.

Miljobil Grenland. The Company owns 850 shares, or approximately 6.4% of the shares
of Miljobil Grenland AS (“Miljobil”), an Electric Vehicle company located in Norway.

As at March 31, 2010, the financial statements of Miljobil contained a going concern note
as it was funded through loans from a major shareholder and had a negative equity
position. Miljobil recently appointed a new Board of Directors and is exploring different
sources of capital to fund its operations and also reviewing its business plan for
opportunities to increase profitability.

Miljobil has determined it would no longer manufacture cells and batteries in Norway
and has instead requested Electrovaya to produce cells and batteries for sale to Miljobil.
During the quarter, Electrovaya entered into an agreement to repurchase the license to
manufacture its’ cells in the Nordic countries, which enables Electrovaya to license its
technology in an unfettered manner to all of Europe, including all Nordic countries.
Consideration for the license is a cash payment of $618 and future deliveries of cells and
batteries at discounted prices, in cash or product sales, totaling $1,236. The Company
paid $400 of the total outstanding consideration in February, 2011.

Two-Wheelers. Electrovaya signed a Memorandum of Understanding with HEROElectric
in December 2009 that sets out the general principals of a joint venture for the
development and sale of zero-emission battery electric scooters and motorcycles.
HEROEIlectric is a wholly-owned subsidiary of HEROGroup, which ranks amongst the
Top 10 Indian Business Houses with an estimated turnover of over US$3.2-billion during
the fiscal year 2005-2006. Its subsidiary Hero Honda is the world’s largest two-wheeler
manufacturer and controls nearly half of the market for two-wheelers in India with over
3.7 million units sold in 2008-9. In April, 2011, we announced further cooperation with
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Hero Electric, India’s leading producer of two-wheeled electric vehicles. Hero's electric
scooters, powered by Electrovaya's Lithium lon SuperPolymer batteries, were showcased
at the Toronto International Spring Motorcycle Show on April 9th and 10th, 2011.

Stationary Storage

We have recently applied our Lithium lon SuperPolymer® battery technology and
systems solutions to the smart grid stationary storage market. On November 2, 2009, we
signed a Memorandum of Understanding with Nippon Kouatsu Electric Co. Ltd for the
development and sales of our integrated advanced battery storage systems for both
stationary storage power and smart grid systems applications, initially targeted for the
Japanese market.

In February, 2010, we announced that we were the energy storage partner for a utility
demonstration project led by CEATI International Inc., headquartered in Montreal. Other
partners include major utilities and universities. The project has been conditionally
approved for partial funding support from the Government of Canada’s Clean Energy
Fund. The total project cost is estimated at approximately $7.5 million and is intended to
demonstrate the capabilities, versatility and economics of utility-scale electricity storage
based on Electrovaya’s modular Lithium lon SuperPolymer® battery technology. The
following clean energy challenges will be addressed:
e Electricity storage for intermittent renewable energy generation;
e Electricity storage for high-density urban applications to meet growing new
electric loads; and
e Investigation into repurposing electric vehicle batteries for Smart Grid
application.

This builds upon Electrovaya’s previous work in 2006 where it developed stationary
power systems for integrated solar powered portable energy storage.

In January, 2011, the Company announced that it had been selected by a major US utility
to provide a 1.5MWh capacity Lithium lon SuperPolymer® Battery Energy Storage
System (“BESS”) for grid storage applications. The BESS will be providing energy
storage for the integration of renewable energy sources to the grid.

Mobile Computing & Communications

When we first commercialized our battery technology, we initially targeted the consumer
electronics market, in particular the market for mobile computing solutions. Our products
consist of the PowerPad® series of batteries, a source of power for longer run times for
notebook computers and other mobile applications, as well as the Scribbler® series of
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Tablet PCs with the longest run-times in the industry. Our mobile computing products
have been used extensively in the healthcare industry. Our PowerPad® line can meet the
needs of most mobile computer users, including such products as the i-Pod® and i-Pad,
cell phone, PDA, Blackberry®, Palm® and Pocket PC.

Aerospace and Defense

In October 2003, NASA (National Aeronautics and Space Administration) awarded us
$3.0 million to provide high-energy lithium ion SuperPolymer® power systems as a
power source for Extra-Vehicular Mobility Units (EMUS).

In 2007, we completed a portable energy storage system for a solar tent application for
the US Air Force. In December 2009, we delivered a battery system for a hybrid electric
vehicle for the US Air Force Research Laboratory.

Other

In September, 2007, we announced that we had received an initial order from Kongsberg
Maritime, Norway, an OEM for Underwater Vehicles. We subsequently signed a five-
year contract to provide our proprietary Lithium lon Superpolymer® cells and, at the
option of Kongsberg, to complete further work related to a battery pack to power the
Kongsberg Maritime Underwater Vehicle. To date, the revenue under this agreement is
approximately $1.5 million.

Intellectual Property

We have approximately 150 issued and pending patents worldwide, including over 29
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.

Overall Performance and Selected Financial Information

Unless otherwise indicated, all comparisons for the year ended September 30, 2010 are to
the year ended September 30, 2009, and all comparisons to the second quarter of fiscal
2011 are to the second quarter of fiscal 2010.

The Company reviews capital assets subject to amortization for impairment on an annual
basis or whenever events or changes in circumstances indicate that the carrying amount
may not be recoverable in accordance with the accounting standard CICA Handbook
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Section 3063 “Impairment of Long-Lived Assets.” An impairment loss is recognized
when the carrying amount of an asset that is held and used exceeds the projected
undiscounted future net cash flows expected from its use and disposal, and is measured as
the amount by which the carrying amount of the asset exceeds its fair value, which is
measured by discounted cash flows when quoted market prices are not available. No
additional capital asset write-downs were made during the most recent year.

Years ended September 30, 2010, 2009 and 2008

i) Financial Condition

($ thousands) 2010 2009 2008
Cash & Cash Equivalents 3,001 5,614 4,934
Total Assets 11,948 13,346 12,653
Total Long Term Liabilities @ - - -
Shareholders’ Equity 9,289 10,117 10,144

(a) Additional potential long-term financial liabilities are described below (See Financial
Condition - TPC Contribution Agreement)

Our cash balance increased from 2008 to 2009 by $0.7 million and decreased from 2009
to 2010 by $2.6 million.

Cash & Cash Equivalents held in US dollars were approximately $1.6 million as at
September 30, 2010, $1.2 million as at September 30, 2009 and $2.5 million as at

September 30, 2008.

i) Results of Operations and Cash Flow

($ thousands) 2010 2009 2008
Revenue $ 5,025 $ 3,782 $ 2,541
Revenue, Less Direct 1,369 2,459 1,160
Manufacturing Costs

Loss Before Interest, Foreign 1,481 305 3,935
Exchange, Taxes and

Amortization

Net Loss 2,351 577 4,055
Basic and Diluted Loss per 0.03 0.01 0.06
Share

Cash flow from Operating $ (2,707) $ 1,282 $ (1,635)
Activities

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 portable power technology products.
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Revenue derived from US customers in US dollars, as a percentage of the Company’s
revenue, was approximately 85% in 2010, 39% in 2009 and 49% in 2008. Revenue
increased for the year ended September 30, 2010 compared to 2009 due to an increase in
Large Format Batteries and Licensing revenue.

For the years ended September 30, 2010, 2009 and 2008, revenues from major business
activities were as follows:

2010 2009 2008
Large Format Batteries and | $ 4,353 $ 3,022 $ 1,313
Licensing*
Consumer electronics 497 546 993
Other 175 214 235
$ 5,025 $ 3,782 $ 2,541

* Previously described as ““Services.”

Consumer electronics revenue has decreased over the last three years as the Company
gradually re-directed its efforts into large scale batteries (electric vehicles, etc.) where
market opportunities are considered to be significantly better. The consumer electronics
market is extremely competitive, especially from Far East manufacturers, and has become
commoditized, resulting in severe pressure on pricing, margins and market share
opportunities. The majority of the world’s production of laptop computers is from China,
Korea, Tawian and Japan where they enjoy significant cost advantages, and this has
resulted in a decline in Scribbler sales by Electrovaya. There are multiple battery
companies situated in the Far East, where they also enjoy significant cost advantages and
economies of scale.

Large Format Batteries and Licensing revenue increases are due to the Company
gradually redirecting its efforts into the clean transportation markets, as discussed above,
where large format batteries are required. These efforts consist of engineering services
activities, including planning, design and prototyping, thereafter completing large format
batteries. The increase from the prior year is primarily due to the PHEV program.

For the years ended September 30, 2010, 2009 and 2008, revenues attributed to regions
based on location of customer were as follows:

2010 2009 2008
Canada $ 623 $ 289 $ 516
United States 4,286 1,493 1,249
Others 116 2,000 776
$ 5,025 $ 3,782 $ 2541

The fluctuation in exchange rates has resulted in an increase in labour and manufacturing
overhead production costs and other expenses, as these expenses are in Canadian dollars.
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Operating loss, represented by Loss Before Interest, Foreign Exchange, Taxes and
Amortization, reduced from 2008 to 2009 due to increased government grants, lower
spending on sales and marketing, a reversal of overprovisions for warranty expenses in
earlier quarters and higher margins on Large Format Batteries and Licensing income.

Operating losses, represented by Loss Before Interest, Foreign Exchange, Taxes and
Amortization, increased from 2009 to 2010 because of a significant decrease in
government grants, lower margin on Large Format Batteries and Licensing income and
increase in general and administrative costs.

The Company has not paid a dividend since inception.
Results of Operations

Use of Estimates

In preparing the financial statements in conformity with generally accepted accounting
principles, 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