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FORWARD-LOOKING STATEMENTS

Some of the information in this 2009 Annual Report and in the documents that we incorporate by reference
contains “forward-looking statements” within the meaning of Section 27A of the Securities Act of 1933 and
Section 21E of the Securities Exchange Act of 1934, and are subject to the “safe harbor” created by those
sections. All statements included in this Annual Report and the documents that we incorporate by reference,
other than those that are historical, are forward-looking statements. These statements include words such as
“may,” “could,” “will,” “should,” “assume,” “expect,” “anticipate,” “plan,” “intend,” “believe,” “predict.”
“estimate,” “forecast,” “outlook,” “potential,” or “continue,” or the negative of these terms, and other comparable
terminology.

9 4 9 < 2

Various risks and other factors, including those identified in this Annual Report under the “Risk Factors™
section and those included in our other public filings, could cause actual results, and actual events that occur. to
differ materially from those contemplated by the forward looking statements.

All forward-looking statements contained in this Annual Report are made only as of the date hereof. We are
under no obligation and we expressly disclaim any such obligation to update or alter our forward-looking
statements, whether as a result of new information, future events or otherwise. You should not place any reliance
on forward-looking statements.
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PARTI

Item 1. Business.
Overview

We are a fully integrated alternative energy company and a leader in the development and production of
alternative fuel propulsion systems, energy storage technologies, and alternative fuel vehicles. We believe that
we are uniquely positioned to integrate advanced fuel system, electric drive, software control strategies and
battery control system technologies for alternative fuel vehicles, in particular, plug-in electric hybrid, electric and
hydrogen hybrid vehicles based on our years of experience in vehicle-level design, vehicle electronics, system
control strategies and system integration.

We provide powertrain engineering, system integration, manufacturing and assembly of packaged fuel
systems and battery control systems for vehicles and other applications including fuel cells, hybrids, plug-in
electric hybrid, alternative fuels, and hydrogen refueling stations and systems. We also design, engineer and
manufacture hybrid and fuel cell vehicles.

Our portfolio of technologies includes advanced lithium-ion battery systems, electronic controls, hybrid

electric drive and control systems, hydrogen storage and metering systems, and other alternative fuel
technologies that enable fuel efficient, low emission hybrid, plug-in hybrid electric, fuel cell and other alternative

fuel vehicles.

Our customer base includes automotive Original Equipment Manufacturers (OEMs), military and
governmental agencies, aerospace, and other strategic alliance partners.

We classify our business operations into two reporting segments: Quantum Fuel Systems and Corporate.
The Corporate segment consists of general and administrative expenses incurred at the corporate level that are
not directly attributable to the Quantum Fuel Systems segment and our anticipated future operating segments.
Prior to January 16, 2008, we also had a Tecstar Automotive Group business segment, which ceased operations
on January 16, 2008 when we transferred substantially all of that segment’s business operations to an affiliate of
our lender. As a result of such transfer, the historical activities of the Tecstar Automotive Group business
segment are now classified as discontinued operations. In addition, certain historical indirect expenses of the
Corporate segment that were directly attributable to the Tecstar Automotive Group business activities and would
not have been incurred had the Tecstar Automotive Group business segment not existed, have been reclassified
and are reported as discontinued operations.

Restatement of Financial Statements

In this Annual Report, we have restated our consolidated financial statements for fiscal years ended
April 30, 2007 and April 30, 2008 on Form 10-K, and each of the quarterly condensed consolidated financial
statements on Form 10-Q for the periods ended October 31, 2006 through January 31, 2009 (coliectively, the
“Restated Periods”) to reflect certain accounting adjustments. During meetings held on October 9, 2009 and
October 14, 2009, our management and the Audit Committee of our Board of Directors, in consultation with
Ernst & Young LLP (“Ernst & Young”), our independent registered public accounting firm, concluded that our
previously filed consolidated financial statements for the Restated Periods, and the independent registered public
accounting firm’s reports on the financial statements and the effectiveness of internal control over financial
reporting for the fiscal years ended April 30, 2007 and 2008, should no longer be relied upon. Our decision to
restate was made in connection with a review by the accounting staff of the Securities and Exchange
Commission’s, Division of Corporate Finance (“SEC Staff”), of our: (i) Form S-3 filed on December 22, 2008,
(ii) Form 10-Q for the quarterly period ended October 31, 2008 filed on December 10, 2008, (iii) Definitive
Proxy Statement on Schedule 14A filed on August 20, 2008 and, (iv) Form 10-K for the fiscal year ended
April 30, 2008 filed on July 3, 2008.



The restated consolidated financial statements for the Restated Periods contained in this Annual Report
include corrections to reflect the bifurcation of certain derivative liabilities associated with conversion features
contained within two debt instruments that we issued in January 2008 and to reflect the derivative liabilities
associated with warrants that we issued in October 2006, June 2007 and August 2008. The restatements also
include the effects of reclassitying a debt premium that resulted from the modification of a convertible debt
instrument on January 31, 2007 to equity that was previously reported as a liability. The impact of the accounting
corrections to the consolidated financial statements for the Restated Periods is described more fully in
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” and in Note 3 to our
restated consolidated financial statements included in Part IL, Item 8 and Part IV, Item 15 of this Annual Report.

In connection with the restatement, management identified and reported to the Audit Committee certain
control deficiencies that constituted a material weaknesses in internal control over financial reporting. As a result
of the identification of the material weakness, we have identified certain control enhancements and
improvements that, once fully implemented, will strengthen our internal control over financial reporting. The
material weakness and the identified control improvements and enhancements to be implemented are described
more fully in “Controls and Procedures” included in Part I1, Item 9A of this Annual Report.

We have not amended our previously filed Annual Reports on Form 10-K for the fiscal years ended
April 30, 2007 and April 30, 2008 or the Quarterly Reports on Form 10-Q for the periods ended October 31,
2006 through January 31, 2009 to reflect the restatements and the financial statements and related financial
statement information contained in those reports should no longer be relied upon. Throughout this Annual
Report, all amounts presented from prior periods and prior period comparisons that have been revised are labeled
as “restated” and reflect the balances and amounts on a restated basis.

Background

We were incorporated in the state of Delaware in October 2000 as a wholly-owned subsidiary of IMPCO
Technologies, Inc (IMPCO). We spun off from IMPCO and became a separate company on July 23, 2002.

On November 24, 2009, we executed a definitive business combination agreement under which we agreed
to acquire in a stock-for-stock exchange all of the outstanding common shares of Schneider Power Inc.
(Schneider Power), an alternative energy company based in Toronto, with a portfolio of clean electricity
generation development projects and advanced exploration projects and land positions on prospective wind and
solar power areas in North America and the Caribbean. The transaction is subject to customary closing conditions
including receipt of all necessary court, shareholder and regulatory approvals, including the approval of the TSX
Venture Exchange and NASDAQ and approval by the holders of at least two-thirds of the common shares of
Schneider Power.

On August 27, 2008, start-up activities were initiated in Quantum Solar Energy, Inc. (Quantum Solar), a solar
panel distribution and manufacturing operation in Irvine, California. We currently own 85.0% of Quantum Solar
and the remaining 15.0% is owned by the majority shareholder of our affiliate, asola Advanced and Automotive
Solar Systems GmbH (Asola). On October 30, 2009, we executed a non-binding letter of intent to transter a 34%
ownership interest in Quantum Solar to an investor for $20 million, the proceeds of which are to be used exclusively
for the future operations of Quantum Solar. If and when that transaction closes, our ownership percentage will be
reduced to 51%. If we successfully complete the transaction contemplated under the non-binding letter of intent. we
anticipate that Quantum Solar will begin manufacturing solar panels in calendar 2010.

On January 16, 2008, we completed a series of transactions that resulted in the disposal of substantially all
the assets of our former Tecstar Automotive Group business segment. Prior to the disposal, the Tecstar
Automotive Group business segment consisted of all of the business activities we acquired on March 3, 2005
when we completed our merger with Tecstar Automotive Group, Inc. (Tecstar Automotive Group) as well as
subsequent specialty vehicle business acquisitions, including the February 8, 2006 acquisition of Regency
Conversions, Inc. (Regency).



Business Operations
Hybrid and Fuel System Operations

We provide hybrid drivetrain and advanced fuel system design, powertrain engineering, electronic control
and software strategies, system integration, manufacturing and assembly of propulsion systems and sub-systems
for a variety of automotive applications including plug-in hybrid electric, hybrid electric, fuel cell and other
alternative fuel vehicles. We also design, engineer and manufacture hybrid and fuel cell concept vehicles and
hydrogen refueling systems primarily for use in the transportation, acrospace, and military industries. Our hybrid
drive system, which we refer to as Q-Drive™ is comprised of a lithium-ion battery pack, an optimized generator,
traction motor(s), transmission/transaxle, inverters, DC-DC converter, hybrid controller, controls strategies and
software subsystems designed to improve vehicle fuel economy and performance, leverage existing gas station
infrastructure, and utilize home-based battery recharging. We also have other variants within our family of
hybrid drives that have evolved from the Q-Drive hybrid drive system, including a new advanced all-wheel-drive
diesel hybrid electric powertrain that we refer to as the “Q-Force.” Our packaged fuel systems comprise the
powertrain, alternative fuel storage, injection, regulation, monitoring, and electronics and control systems to
improve efficiency, enhance power output, and reduce pollutant emissions from hybrids, plug-in hybrids, internal
combustion engines and hydrogen fuel cell vehicles.

We supply our hybrid electric drive systems and packaged fuel systems for alternative fuel vehicles to OEM
customers for use by consumers and for commercial and government fleets. Since 1997, we have sold
approximately 20,000 systems for alternative fuel vehicles, primarily to General Motors Corporation and its
affiliates (General Motors). We believe that a commercial market will begin to develop for our Q-Drive system
within the next year, especially for luxury high performance vehicle applications due to our relationship with
Fisker. We believe this is the first step to market introduction and to demonstrate the technical feasibility and fuel
economy advantages of plug-in electric vehicle (PHEV) technology. Within the next two years, we plan to begin
engineering and development of a “2n Generation” scaled version of the Q-Drive that is specifically directed at
lower-cost light duty vehicles, including mid-size cars and trucks, to significantly advance PHEVs and the
average fuel economy in the near term.

We also provide our hybrid electric propulsion systems, gaseous hydrogen fuel systems and refueling
products for fuel cell applications, and compressed natural gas fuel systems to major OEMs through funded
research and development contracts and on a prototype basis. These hydrogen fuel cell systems and hydrogen
refueling products are not currently manufactured in high volumes and will require additional product
development. We expect a commercial market to develop for our hydrogen and fuel cell vehicle products further
in the future.

Our products and engineering services are designed to meet the demand for vehicles to achieve better fuel
economy, which in turn will decrease fuel costs, lessen dependence on crude oil, reduce harmful emissions and
meet a growing demand for “green vehicle” technology. Our products and services include:

e Hybrid electric powertrain systems—advanced electric propulsion vehicle drive systems that
incorporate lithium-ion batteries, an optimized generator, traction motors, transmission/transaxle,
inverters, DC-DC converter, hybrid controller, battery recharging via on-board optimized generator
powered by an internal combustion engine or via home-based plug-in capabilities, and integrated
hybrid electric control architecture and strategy designed to achieve for most daily commuters a
battery-only, zero emission range of 50 miles per day and average fuel economy of approximately 100
miles per gallon per year under combined electric-gasoline hybrid operation;

o Lithium ion and advanced battery control systems—Dbattery management systems, control algorithms,
and fully integrated battery packs developed for automotive hybrid and fuel cell applications as well as
for energy storage applications for renewable energy, such as solar photovoltaic applications;

e Electronic vehicle control systems and software—solid-state components, electronic controls and
proprietary software designed to precisely control powertrain, fuel delivery and vehicle performance.
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These control systems and software monitor and optimize electrical control strategies or gaseous fuel
flow to drive systems to meet manufacturers’ hybrid electric, fuel cell, or engine requirements. These
hybrid control software systems optimize the operation of all vehicle subsystems including the engine,
generator, motor, inverters, battery system, power converters, and charger to maximize fuel economy
while minimizing emissions;

*  Fuel storage—advanced composite, ultra-lightweight tanks that provide cost-effective storage of
hydrogen or natural gas;

*  Fuel delivery—pressure regulators, fuel injectors, flow control valves, and other components designed
to control the pressure, flow and metering of gaseous fuels; and

*  Systems integration—services to integrate advanced electronic vehicle control components, electric
drive and battery control systems, power electronics, fuel storage, fuel delivery, and other ancillary
components to meet OEM requirements, including the complete design of fuel cell and hybrid concept
vehicles.

The current market for our hybrid drive systems and packaged fuel systems for PHEVs, electric, fuel cell
and hydrogen hybrid applications is the emerging world market for passenger, fleet, industrial and military
vehicles. We plan to continue the development of our hybrid drive systems and hydrogen vehicle and refueling
technologies to meet market opportunities. We are focusing our enabling technology marketing efforts on North
America, Europe and Asia-Pacific.

Industry Overview and Recent Developments
Hybrid and Plug-in Hybrid Electric Vehicle Industry

The emerging hybrid and plug-in hybrid electric vehicle industry offers a technological option to address
increasing worldwide energy costs, the long-term availability of petroleum reserves and environmental concerns.
Hybrid electric vehicles use both an electric motor and an internal combustion engine to propel the vehicle. A
hybrid is designed to capture energy that is normally lost through braking and coasting to recharge the batteries
(regenerative braking), which in turn powers the electric motor without the need for plugging in. The hybrid
market is growing. There is a variety of hybrid electric vehicles available to consumers today with more models
on the way. Cities across the country are already benefiting from the use of hybrid electric buses in their
communities. Advantages of hybrid electric vehicles include: reduced fuel consumption and tailpipe emissions,
optimized fuel efficiency and performance, lower fuel costs, and they are able to use the existing gas station
infrastructure. The main challenges include the limited availability of components (batteries, powertrains, power
electronics) and the higher initial cost. Even with these challenges, the demand for hybrid electric vehicles has
continued to increase. J.D. Powers & Associates reports that hybrid electric vehicle sales are expected to triple in
eight years and they project that these vehicles will represent 7% of the total car market in 2015. In addition, the
U.S. Military has mandated a 5% per annum reduction in its internal fuel usage and is seeking fuel-efficient
applications/vehicles to meet this mandate. Further, in May 2009, the Obama administration announced new
Corporate Average Fuel Economy (CAFE) standards mandating automakers to increase the average fuel
economy of their U.S. vehicle fleets to 35.5 miles per gallon (mpg) by 2016, accelerating the previous timeline
for compliance by four years to 2016 from 2020. The CAFE standards raise the average fuel economy for
passenger vehicles from 27.5 mpg to 39.0 mpg and increase the standard for light trucks from 23.0 mpg to 30.0
mpg. The accelerated timeframe provides further clarity to automakers to accelerate development of hybrid/
electric vehicle platforms.

Recent advances in batteries and other components have resulted in the emergence of PHEVs. As with other
hybrids, a PHEV vehicle has the ability to run on either electricity or an internal combustion engine. PHEVs have
a larger battery than the batteries used in conventional electric hybrids and they can be recharged by plugging
into an appropriate outlet. Recharged vehicles are designed to provide 20-60 miles of all electric, zero emission
range without engine power. PHEVs are currently being tested in prototype form and we anticipate will soon be
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available for sale. Advantages of plug-in hybrids include: reduced fuel consumption and tailpipe emissions,
optimized fuel efficiency and performance, recovered energy from regenerative braking, unchanged gas station
infrastructure, grid connection potential, “home based” battery recharging at a fraction of the cost of petroleum
equivalent, pure zero emission capability, even lower fueling costs compared to battery sustaining hybrids, and
possible use in secondary markets for used batteries and reduced waste. But, challenges still remain, including
cost and complexity of two powertrains, limited supplier base and component availability (batteries, powertrains,
power electronics), higher initial cost, cost of batteries and battery replacement, unproven technologies and
added vehicle weight. Advanced battery technologies and systems, specifically lithium-ion batteries, are
considered to be the key enabling technology for the commercial viability of PHEVs. Such advanced battery
technologies are currently under development but are not yet available on a commercial basis.

In January 2009, Fisker Automotive, showcased its first production car, a plug-in hybrid sports sedan called the
Fisker Karma, and a plug-in hybrid hardtop convertible concept vehicle called the Fisker Karma S, at the 2009

North American International Auto Show in Detroit, Michigan. Both of these vehicles incorporated our Q-Drive™
hybrid electric vehicle architecture. We have been providing development services to Fisker Automotive for their
Fisker Karma vehicle since November 2007 and recently began the third phase of such development program in
April 2009. The third phase of development includes system validation, certification and other pre-production
development activities that we expect will culminate in a certified, saleable, production release vehicle near the end
of Calendar 2010. Including the work being performed under the Phase IIT development, we have received $25.5
million in cumulative contract awards from Fisker Automotive to date. On January 14, 2010, we executed a letter of
intent with Fisker Automotive which sets forth the terms of a definitive supply agreement pursuant to which we
would be the exclusive supplier of key sub-systems and control systems of our Q-Drive powertrain system and
would receive a royalty for each Fisker Karma vehicle sold that incorporates our Q-Drive technology. On

January 15, 2010, Fisker Automotive announced that it had completed an equity raise in the amount of $115
million. In connection with the equity raise and our desire to transition into a role as an independent supplier of key
sub-systems to Fisker Automotive, we agreed to relinquish one of our two seats on Fisker Automotive’s board of
directors. Our Chief Executive Officer is serving as our board representative. We have agreed to relinquish our
remaining board seat if, and when, an independent nominee is elected to serve on Fisker Automotive’s board.

Our first-generation Q-Drive system evolved over several years of innovation and development. Our
Q-Drive system takes full advantage of the performance potential of electric drive systems while achieving high
fuel mileage and low emissions through its integrated PHEV design. Benefits of our Q-Drive system include
optimized fuel efficiency and superior performance, unchanged gas station infrastructure, and convenient battery
recharging with any 110-volt outlet, 220/240-volt fast-charging, or possibly using a solar energy powered
re-charging station.

In December 2008, we submitted an application to the Department of Energy (DOE) under the Advanced
Technology Vehicles Manufacturer Assistance Program (ATVM Program) for a direct loan of approximately
$175 million. The DOE accepted our application as substantially complete and we are currently in the review
stage of the DOE’s loan approval process. If we receive the loan, we anticipate using the loan proceeds to support
capital expenditures and engineering integration to develop and manufacture a second-generation version of the
Q-Drive system for use in economical light-duty and passenger vehicles.

In addition to the ATVM program, the DOE reported on its website in March 2009 that President Barrack
Obama announced the availability of $2.4 billion in federal funding for vehicle battery and plug-in electric
vehicle development projects. According to the DOE, these projects will be funded through the American
Recovery and Reinvestment Act of 2009 (ARRA). This initiative aims to advance the Obama administration’s
stated goals of putting 1.0 million plug-in hybrid vehicles on the road by 2015. The federal funding is expected to
be distributed via grants as follows: i) $1.5 billion to U.S. based manufacturers to produce highly efficient
batteries and their components; ii) $500 million to U.S. based manufacturers to produce other components
needed for electric vehicles; and iii) $400 million to demonstrate and evaluate plug-in hybrids and electric
infrastructure concepts.



In addition to providing incentives to businesses to advance the development of hybrid and electric vehicles,
the U.S. government has provided and is expected to continue to provide incentives to taxpayers to purchase and
place in service qualified hybrid vehicles through the use of tax credits.

Advanced batteries, capable of meeting standards for durability, performance, and weight, are a key
technology for plug-in hybrid electric vehicles and other electric vehicles. The DOE reported that they plan to
provide assistance to construct or upgrade battery manufacturing, component, and recycling plants for
lithium-ion and other advanced batteries, as well as for production factories for electric drive vehicle power
electronics. These grants are expected to help lower the cost of battery packs, batteries, and electric propulsion
systems, enabling manufacturers to establish a thriving domestic electric vehicle industry. These advanced
battery factories will also support battery manufacturing for consumer products, as well as military and utility
applications. The DOE has also pledged to support demonstration, evaluation, and education projects to help
develop the market for advanced electric drive vehicles.

Other recent hybrid electric projects include:

In November 2009, we announced that we had designed, developed and shipped diesel hybrid electric
vehicles to the U.S. Army—Tank Automotive Research Development and Engineering Center (TARDEC). We
developed the Clandestine Extended Range Vehicle (CERV) for TARDEC, which is a hybrid electric vehicle
targeted for quick-paced special operations-type missions involving reconnaissance, surveillance, and targeting.
The CERYV design incorporates our “Q-Force” architecture, which is a new advanced all-wheel-drive diesel
hybrid electric powertrain.

In October 2008, we announced that we had designed, developed and shipped a new generation of hybrid
electric vehicles incorporating hydrogen internal combustion engines to TARDEC for deployment at the
Selfridge Air National Guard Base (SANGB). This deployment is part of a larger test and demonstration program
involving TARDEC joint service partners around the country, in support of the US Army’s 21st Century Base
Initiative. The hydrogen-powered vehicles will reduce emissions and provide an opportunity to verify and utilize
the existing hydrogen refueling infrastructure.

In June 2008, we announced that we were awarded a contract by EDAG Engineering + Design AG (EDAG)
to develop advanced hybrid vehicle powertrains for the Future Steel Vehicle program sponsored by World Auto
Steel, the automotive group of the International Iron and Steel Institute (IIST). Under this contract, we designed,
analyzed, and developed hybrid vehicle powertrain architectures that included advanced plug-in hybrid electric
vehicles (PHEV) and hydrogen fuel cell hybrid vehicles. We worked with our affiliate, ALP, in developing the
advanced lithium-ion battery system and controls for each of the vehicle architectures.

In March 2007, we were awarded a contract with California’s South Coast Air Quality Management District
(AQMD) to develop and demonstrate PHEVs. Under this program, we are currently developing, manufacturing,
and deploying 20 Ford Escape PHEVs for demonstration in Southern California. Under the program, we are
utilizing our OEM system engineering and vehicle integration methodologies in the development of a plug-in
hybrid version of the 2008 Ford Escape Hybrid. The PHEV system is based on integrating a lithium-ion battery
pack and management system.



Fuel Cell and Hydrogen Vehicle Industry

The fuel cell and hydrogen vehicle industry also offers a technological option to address increasing
worldwide energy costs, the long-term availability of petroleum reserves and environmental concerns. Fuel cell
and hydrogen-based internal combustion engine vehicles have emerged as a potential alternative to existing
conventional internal combustion engine vehicles because of their higher efficiency, reduced noise and lower
tailpipe emissions. Fuel cell industry participants are currently targeting the transportation and hydrogen
refueling infrastructure markets. We believe that our fuel cell and hydrogen-based enabling products of fuel
storage, fuel delivery and battery and electronic control systems along with our vehicle-level system integration
experience can be effectively applied in these markets.

A fuel cell is an electrochemical device that produces electricity by combining hydrogen with oxygen from
the air. This electrochemical reaction occurs silently and without combustion, with useable heat and water as the
only by-products. The system can use as its base fuel either pure hydrogen or hydrogen derived from
hydrocarbon fuels, such as methanol, natural gas or petroleum, using a device called a reformer. A reformer
breaks down hydrocarbon fuels using heat and a catalytic process. Regardless of the fuel used to provide
hydrogen, the fuel cell system will require on-board hydrogen storage, fuel delivery and electronic controls. We

believe that the keys to optimizing the performance of a fuel cell are proper metering and delivery of hydrogen
fuel and air to its fuel cell stacks and efficient storage of the fuel to maximize its total operation time; an area that

we have expertise in.

There are now over 100 hydrogen-refueling stations worldwide, with essentially all the stations dispensing
compressed hydrogen. In California alone, where Governor Schwarzenegger is actively promoting a “Hydrogen
Highway Network,” the aim is to establish 40 hydrogen stations by 2013 of which there are currently 26 stations
operational. In addition to signing an executive order that calls for a hydrogen refueling infrastructure throughout
California, the Governor continues to support hydrogen technologies and claims that hydrogen is one of the
“environmental technologies [that] will allow us to conserve energy, cut pollution and protect our natural
resources.” Other states that have established statewide initiatives to encourage the implementation of hydrogen
and fuel cells include Colorado, Florida, Illinois, Michigan, New Mexico, New York and Ohio.

Other examples of fuel cell and hydrogen demonstration programs include the California Fuel Cell
Partnership, California Stationary Fuel Cell Collaborative, Compressed Hydrogen Infrastructure Program, Clean
Energy Partnership in Berlin, Controlled Hydrogen Fleet & Infrastructure Demonstration and Validation Project,
Fuel Cell Bus Club, Japan Hydrogen & Fuel Cell Demonstration Project, Hydrogen Highway Network in
California, BC Hydrogen Highway in British Columbia, AQMD Test Fleet, Hi Way Initiative, Ruhr-Alps-Milan
Hydrogen Supply Chain Integrated Project, Hydrogen Corridor in Canada, Norwegian HyNor Project, Illinois
Hydrogen Highway, The Northern H in the Upper Midwest, Singapore’s Initiative in Energy Technology,
Iceland’s SMART-H, project, and projects in Hungary, Spain, and the United Kingdom.

Fuel cell and hydrogen-powered hybrid vehicles are being designed to provide clean, quiet power for a
variety of applications in transportation, fleet, industrial and military vehicles. The commercialization of fuel
cells in all of these markets will require cost reductions for the entire system, including the fuel cell stack, fuel
system, balance-of-plant, and assembly.

Many OEMs, including Daimler, Ford, General Motors, Honda, Hyundai, Nissan, and Toyota Motor
Corporation have unveiled prototypes of fuel cell vehicles. Although the number of years required before mass
production of fuel cell vehicles will be available to the public cannot be reasonably predicted due to the required
advances necessary to reduce the costs of the technology and the cost of developing the required infrastructure,
Daimler, Toyota Motor Corporation and General Motors have each announced their intentions to sell fuel cell
vehicles to the public within the coming decade.



In April 2008, we completed shipments of our packaged hydrogen fuel systems to General Motors in
support of their Equinox fuel cell vehicle program that consists of a fleet of approximately 100 vehicles and we
continue to provide service support to General Motors under this program. In addition, from November 2007
through October 2008 we provided engineering development services to General Motors under their next
generation hydrogen fuel system until the program was delayed due to the deteriorating financial condition of
General Motors as further discussed under General Motors Relationship / Impairment of Strategic Alliance
Intangible Asset in Item 7 Management’s Discussion and Analysis of Financial Condition and Results of
Operations.

In July 2008, we announced that we had designed, developed and shipped a new generation of ultra light-
weight advanced composite hydrogen storage units for Suzuki Motor Corporation’s Fuel Cell Vehicle Program.
These unique systems for Suzuki were developed, analyzed, and tested to meet the Japanese Government
requirements.

We believe that a market for hybrid vehicles and internal combustion engines powered by hydrogen may
also be an enabling strategy to prepare for the emerging hydrogen fuel cell vehicle market. Hydrogen-powered
hybrid and other hydrogen vehicles can begin to drive the demand for the refueling infrastructure of this clean
fuel, which is a critical component to fuel cell vehicle commercialization. South Coast Air Quality Management
District in Southern California is positioning the region to be ready for fuel cell vehicles by initiating a hydrogen-
powered hybrid program. In 2006, we began delivery of 30 hydrogen hybrid Priuses to participating fleets
located in Southern California. The objective of this effort, funded by the South Coast Air Quality Management
District, is to stimulate the early demand for hydrogen, expedite the development of infrastructure, and provide a
bridge to fuel cell vehicles. We believe this program will help expedite the expansion of a hydrogen
infrastructure and bridge the technology gap between conventional gasoline vehicles and fuel cell vehicles, as
this technology of the future is being commercialized. We believe that this can be the model for other markets
where fuel cell vehicles will emerge, e.g., North America, Europe and Asia-Pacific, and thus we intend to
initially focus our marketing efforts of hydrogen hybrid systems in these areas.

Commercialization of fuel cell vehicles is dependent upon establishing cost-effective on-board fuel storage
solutions, hydrogen storage and handling codes and standards, and a hydrogen-refueling infrastructure. These
technologies will require across-the-board cost reductions for the entire system, including the fuel cell stack, fuel
system, balance-of-plant, and assembly. As cost reduction targets are achieved in higher volume production, we
believe that the fuel subsystem will ultimately represent approximately 20% of the cost of a fuel cell or hydrogen
system. Safety is also a primary concern when dealing with highly compressed gases. The fuel storage systems
must be able to withstand rigorous testing as individual components and as part of the fuel system on the vehicle.
Safety concerns apply to the fuel system as a whole, including the tank, regulator and fuel lines, all of which need
to comply with applicable safety standards. Our operations are ISO/TS 16949 certified and we have performed
extensive testing of our fuel storage components and systems which comply with applicable safety standards.
including standards developed by the European Integrated Hydrogen Project (EIHP). Additionally, to ensure
widespread commercialization, the fuel storage and delivery systems need to provide adequate range, be of
acceptable size and shape, and perform similarly to conventionally fueled vehicles without unacceptably high
cost.



Although the “hydrogen economy” is not developing as quickly as previously anticipated due to the
emergence of hybrid and plug-in hybrid electric vehicle technologies, we believe interim steps will continue to
be taken by governments to provide initial refueling infrastructure for demonstration fleets that could include
mobile refueling units, compact stationary refueling units and bulk transport trailers in addition to the continuing
efforts by OEM’s to advance the development of fuel cell vehicle platforms that can be commercialized within
this decade.

Products

Our products relate primarily to hybrid electric and plug-in hybrid electric powertrain systems, advanced
battery control systems, electronic vehicle control systems and software, fuel storage and fuel delivery products
and control systems for use in hybrid, fuel cell, and other alternative fuel vehicles. We also design and
manufacture computerized controls, regulators and automatic shut-off equipment, and lightweight, high-pressure
hydrogen and natural gas storage tanks using advanced composite technology. We continue to improve our
products and develop new systems to meet increasingly stringent vehicle operational and durability requirements
in automotive OEM hybrid electric and fuel cell powered vehicles. We are currently developing an advanced
hybrid control strategy to optimize the overall powertrain efficiency by enhancing the interaction between the
engine/generator, traction battery and traction drive. The categories of our hybrid electric and fuel systems
products include:

Hybrid Electric Powertrain Systems. Our hybrid electric powertrain systems primarily comprise an
advanced electric propulsion vehicle drive system that incorporates lithium-ion batteries, an optimized
generator, traction motors, transmission/transaxle, inverters, DC-DC converter, hybrid controller, battery
recharging via on-board optimized generator powered by an internal combustion engine or via home-based
plug-in capabilities, and integrated hybrid electric control architecture and strategy designed to achieve
battery-only, zero emission range of 50 miles per day and average fuel economy of approximately 100 miles
per gallon per year under combined electric-gasoline hybrid operation for most daily commuters. The
current version of our Q-Drive has been designed to be integrated into the Fisker Karma production vehicle
and can be scaled and adopted to integrate into other OEM hybrid vehicle platforms. We expect a certain
portion of any future development costs to be funded by customer-sponsored programs or government
funding.

Lithium Ion and Advanced Battery Control Systems. Our lithium ion and advanced battery control and
software products and fully integrated battery packs are currently in the developmental stage by our affiliate,
Advanced Lithium Power, and by our other battery partners. We have partnered with ALP and our other
battery suppliers to further develop these products for use in automotive hybrid, plug-in hybrids and fuel
cell applications as well as for energy storage applications for renewable energy, such as solar photovoltaic
applications. The development of advanced battery control systems is partially funded internally as well as
by a specific application or customer-sponsored programs or government funding.

Electronic Vehicle Control Systems and Software. Our electronic vehicle controls, coupled with our
proprietary software are used to optimize fuel flow and drive systems of hybrid and hybrid-electric
(Q-Drive), fuel cell, and internal combustion engine applications. Functions including power management,
driver inputs, motor control, generator control, engine operation, battery subsystem operation, vehicle
charging, and cooling system operation are controlled by this software. Our controller and software products
range from eight- to 32-bit architecture. Certain control system products precisely control the flow and
pressure of gaseous fuels such as natural gas, hydrogen and other gases such as air. The development of
electronic controls and software is partially funded internally as well as by a specific application or
customer-sponsored programs.

Fuel Storage Products. Our fuel storage products include primarily cylindrical tanks and other
advanced design storage products that store gaseous fuel at high pressures. We provide lightweight,
all-composite storage tank technologies for compressed hydrogen and natural gas. The lightweight nature of
the tank, coupled with high hydrogen mass by volume, improves the range of hydrogen-powered fuel cell
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vehicles. Our high-pressure tank maximizes hydrogen storage in a given space, optimizing the volume of
hydrogen stored on board. These fuel storage products are production ready and are currently on OEM
produced vehicles. As we continue to advance these technologies, our efforts will be OEM customer driven
with a focus on cost reductions, storage efficiencies and weight. We expect a certain portion of any future
development costs to be funded by customer-sponsored programs.

Fuel Delivery Products. Our fuel delivery products consist of in-tank and external regulators, injectors
and valves. We have designed our in-tank and external regulators for use with hydrogen for fuel cell
applications. We have designed our patented fuel injector for use with dry gases such as hydrogen, propane
or natural gas. Our fuel injector is capable of handling the high flow rates needed in automotive OEM
applications, while offering superior durability, longer life, less noise and lower cost as compared to other
gaseous fuel injectors. This component also allows for very precise metering of fuel, which is critical to
optimizing a fuel cell system. These fuel delivery products are production ready and are currently on OEM
produced vehicles. Advancement of these technologies is focused on application engineering for specific
vehicle customization in order to satisfy OEM-specific mechanization and application design. We expect
any application development expenses for our fuel delivery products to be funded by customer-sponsored
programs.

Services

We provide services in the areas of design, development, validation, certification, manufacturing, and after-
sales service support. Services we provide to our customers to support their programs for hybrid and plug-in
hybrid vehicles, fuel cell vehicles, hydrogen and internal combustion engine vehicles, alternative fuel vehicles
and hydrogen refueling applications include:

* Vehicle Design and Prototype Vehicle Builds. We design complete concept and low-volume production
vehicles to demonstrate hybrid, plug-in hybrid, and fuel cell vehicle architecture. We also provide
complete vehicle builds on a concept and prototype basis.

* Systems Integration. We integrate our advanced hybrid drive systems, battery control systems,
advanced fuel storage, fuel delivery, and electronic vehicle control components into hybrid vehicles,
hydrogen fueled vehicles, fuel cell applications, as well as hydrogen refueling products. We also
employ rapid prototyping techniques, which accelerate the iterative design process and result in a more
accurate design.

* Testing and Validation. To increase the likelihood of high success rates at the system level, we perform
component, subsystem and system testing and validation. These procedures must satisfy our own
internal requirements, customer-specific requirements and industry standards. If no suitable procedures
exist, we generate requirements for the customer.

*  Certification and Compliance. Our regulatory and certification engineers endeavor to implement the
latest emissions and safety regulations in efforts to ensure the proper certification and ongoing
compliance of our products and our business.

*  Production Engineering and Manufacturing Process Development. We provide complete production
engineering and manufacturing process development for our limited volume production process as a
tier-one OEM automotive supplier and for certain military applications.

» Vehicle Level Assembly. We develop and manage the assembly process for integration of our systems
into end products at our facilities or at our customers’ facilities. We also build complete concept
vehicles.

* Training. We develop comprehensive technical training for customers that sell and service our products
as well as for those that use our products.
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e Service and Warranty. We have extensive capabilities in developing service procedures and programs
for OEMs. We also provide technical support over the telephone or at customer sites to resolve
technical issues.

Business Strategy

Our business strategy is to enhance our leadership position as a tier-one automotive supplier of advanced
propulsion systems, alternative fuel systems, powertrain engineering, system integration, and assembly and to
expand our capabilities and products to become a fully integrated alternative energy company. We also intend to
expand our business into solar, wind and other renewable energy industries.

Our strategy for achieving these objectives includes the following:

Commercialize Our Proprietary Q-Drive Hybrid Vehicle Propulsion System and Sub-Systems

We intend to commercialize and supply our Q-Drive system to Fisker Automotive and newly developed
variations thereof into production programs with other OEMs. We delivered our initial Q-Drive system to Fisker
Automotive and integrated these systems into the first Fisker Karma sports sedan production vehicle and into the
Fisker Karma S convertible concept vehicle that were first showcased at the Detroit auto show in January 2008
and 2009, respectively. Over the past two years, we have performed substantial development work on our
Q-Drive system for incorporation into the Fisker Automotive line of PHEVs. We are currently working on the
third phase of that development which will include system validation, certification and other pre-production
development activities. We expect that the successful completion of these development activities will culminate
in a certified, saleable, production release vehicle near the end of calendar 2010.

Additionally, we plan to commercialize certain proprietary hybrid drivetrain subsystems including hardware
and software controls by selling these subsystems to automotive OEMs, large heavy-duty vehicle manufactures,
integrators, and other providers of hybrid vehicle technologies. We believe our internally funded and developed
hybrid control strategies, software and technologies can be effectively and efficiently leveraged into these
growing market opportunities.

Increase Our Participation in the Hybrid and Plug-in Hybrid OEM Vehicle Markets by Securing
Government Funding and Advancing Technology

We plan to leverage our hybrid drivetrain technology and systems integration capabilities in the hybrid and
plug-in hybrid OEM vehicle markets to expand our customer base and enter new international markets. We have
requested a loan in the amount of $175 million in a proposal to the DOE under their ATVM Program to partially
finance future development of a “2nd Generation” scaled version of the Q-Drive that is specifically directed at
lower-cost light duty vehicles, including mid-size cars and trucks, to significantly advance plug-in hybrid electric
vehicles and the average fuel economy in the near term. This proposal with the DOE is currently pending. We
expect to continue to seek out government grants and other loan programs in our efforts to further develop
advanced and lower cost hybrid drive system component parts. We plan to continue to develop and refine our
hybrid drive packages to capture new customers in a growing hybrid vehicle market.

We have delivered a hybrid powered light-duty all-terrain vehicle and several hybrid vehicles, including a
diesel hybrid version of our military special operations vehicle containing a battery dominant, series hybrid
electric propulsion system, to the U.S. Army for evaluation. We are also currently developing, manufacturing,
and deploying 20 Ford Escape PHEVs for demonstration in Southern California under a contract with
California’s South Coast Air Quality Management District (AQMD). Under this contract, we are utilizing our
OEM system engineering and vehicle integration methodologies to develop a plug-in hybrid version of the 2008
Ford Escape Hybrid. The PHEV system is based on integrating a lithium ion battery pack and management
system. We believe these programs will help expedite the expansion of a new generation of lithium ion-based
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hybrid vehicles and at the same time bridge the technology gap between conventional gasoline hybrid vehicles
and hybrid fuel cell vehicles, as this technology of the future is being commercialized. We believe that
significant opportunities for growth exist in the market for hybrids, PHEVs, and hydrogen-powered hybrids.
Based on the anticipated market size and projected growth rate for hybrid vehicles across the globe, we have
prioritized our business development efforts in North America, Asia-Pacific and Europe.

Design, Integrate and Assemble Packaged Fuel Systems and Re-Fueling Units for Hydrogen and Fuel Cell
Vehicles, Alternative Fuel and Other Emerging Applications

We plan to continue to develop our advanced fuel systems, and other alternative vehicle technologies to
assist OEMs in expediting the commercialization of hydrogen, fuel cell and other alternative fuel and specialized
vehicle applications. We also plan to develop systems and complete vehicles to assist the military in adopting
hydrogen and fuel cell technologies. We intend to apply our expanded vehicle-level design, powertrain
engineering, vehicle electronics and system integration expertise to early development and emerging OEM and
military vehicle programs to capture early limited production and assembly of new vehicles.

We plan to leverage our hydrogen storage, metering and control technologies, and integration capabilities to
capitalize on the need for mobile and stationary hydrogen refueling units. We believe there are significant
opportunities to work with OEMs and energy and petroleum companies in providing the initial refueling products
such as mobile refueling units, compact stationary refueling units, and hydrogen storage for bulk transport
trailers. In April 2008, we delivered our second transportable hydrogen refueler to the U.S. Army. We have
grown our programs with the U.S. military to develop advanced fuel cell and hybrid electric vehicle technologies.
We plan to continue assisting the military in developing their fuel cell, hybrid electric, and other advanced
propulsion system technologies.

In June 2008, we delivered the third of three operational stationary hydrogen refueling units located in the
City of Rochester, New York under contracts with General Motors and the New York State Energy Research and
Development Authority (NYSERDA). On July 14, 2009, one of our stationary hydrogen refueling units also
opened to the public at JFK Airport in New York. We plan to continue seeking out opportunities to add hydrogen
refueling infrastructure to further advance the transition to and adoption of alternative fuels.

Expand Our Solar Investments, Relationships, and Alliances

On November 24, 2009, we entered into a definitive business combination agreement with Schneider Power.
Inc., a renewable energy company located in Toronto, Canada with a portfolio of over 1,000 MW of wind and
solar development projects, which, subject to customary closing conditions and approval by the Schneider Power
shareholders, is expected to close in the second quarter of 2010. We intend to support Schneider Power in its
efforts to develop, construct and manage various wind and solar projects in North America and the Caribbean.

We also expect to continue to support the growth and expansion of Asola, which recently opened a state-of-
the- art facility in Erfurt, Germany which tripled its capacity to 45 MWp. We expect Asola to continue to grow
and expand in Europe, Africa and Asia. Asola has signed letters of intent for the formation of joint ventures with
alliance partners in Italy, South Korea, and Morocco for the production and distribution of mono and poly-
crystalline silicon solar modules with initial capacities of 30 MWp.

We also intend to use Asola’s expertise, technologies and know-how to enter the solar panel manufacturing
industry in the United States. In August 2008, we, along with Asola’s majority shareholder, formed Quantum
Solar. It was formed for the purpose of developing a 45 MWp solar panel manufacturing, assembly and
distribution operation in Irvine, California. On October 30, 2009, we signed a non-binding letter of intent for a
$20 million investment in Quantum Solar. We plan to use the proceeds to commission the 45 MW solar module
manufacturing and assembly plant in Irvine, California. Through Quantum Solar, we also plan to assess strategic
opportunities in thin film modulization as well as opportunities in solar panel distribution and integration.
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Focus Research and Development on Hybrid and Hydrogen Fuel System Technologies and Securing
Outside Funding to Support These Programs

We intend to focus our research and development efforts on advancing our hybrid and hydrogen enabling
technologies and systems to succeeding generations to further improve performance and reduce cost. We plan to
actively seek to establish joint development programs and strategic alliances with the major lithium ion battery
producers, fuel cell developers, and other industry leaders in these markets and secure outside funding to support
these programs. We are working with certain aerospace companies, and government agencies in advancing
hybrid and hydrogen technologies and developing new applications and solutions.

Leverage Our Battery Storage Technologies and Hydrogen Storage Systems into Broader Energy Storage
Applications

We plan to utilize our full array of storage technologies, developed for automotive and refueling
applications, in broader applications within the energy industry. The storage of energy is becoming more
important with the emergence of renewable energies and the concept of distributed energy. We believe our

industry-leading hydrogen storage systems and our lithium-ion battery system technologies can enhance the
availability of intermittent renewable resources, like wind and solar by providing cost effective storage options.
Our advanced storage technologies provide energy users with the ability to store and utilize energy on demand.

Strategic Relationships
Affiliates

We evaluate on an ongoing basis the benefits of joint ventures, acquisitions and strategic alliances with our
customers and other parties to strengthen our global business position and to expand our business operations. We
have focused our strategic alliances on expanding our market opportunities and advancing the development of
our technologies. We have acquired or obtained ownership interests in three strategic businesses through
April 30, 2009 (Fisker Automotive, Asola, and ALP) that are not included in our current reporting segments. For
each of these businesses discussed below, our ownership does not rise to the level of a controlling interest but we
are considered to be able to exert significant influence over their respective operations and accordingly, we
account for our equity interests in these businesses under the equity method of accounting. Our respective share
of the results of their operations is discussed in Non-Reporting Segment Results under Results of Operations. In
addition to these three businesses, we recently acquired ownership interests in two other strategic businesses,
Power Control and Design, Inc. and Shigan Quantum Technologies PVT LTD that are discussed below.

Fisker Automotive

On August 7, 2007, we co-founded Fisker Automotive, Inc. (Fisker Automotive), a joint venture with Fisker
Coachbuild, LLC, which was formed for the purpose of producing premium plug-in hybrid automobiles. We
owned 6.2 million shares of Fisker Automotive’s common stock on April 30, 2009, which represented 21.5% of
the issued and outstanding shares of Fisker Automotive’s capital stock. On January 15, 2010, Fisker Automotive
completed a $115.3 million private equity raise, which reduced our ownership interest to approximately 1.5% on
a fully diluted basis. In January 2009, Fisker Automotive showcased its first production-intent vehicle, the Fisker
Karma at the Detroit Auto Show. The Fisker Karma is a 4-door luxury sports sedan PHEV that incorporates our
Q-Drive system.

Asola

On January 4, 2008, we acquired a 24.9% ownership interest in Asola, a solar module manufacturer located
in Erfurt, Germany. Asola has been developing and manufacturing high-efficiency photovoltaic modules for a
number of innovative applications, including automotive, residential, and commercial applications for over 20
years. Asola developed the solar roof panel that is incorporated into the Fisker Karma PHEV. In May 2009,
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Asola moved their manufacturing operations to a new expanded facility that is designed to increase its annual
manufacturing capacity in Germany to approximately 45 MWp.

On December 28, 2009, we provided Asola with written notice that we were exercising our right to increase
our ownership interest to 32.66% in exchange for payment of 0.1 million euro. We are currently evaluating the
impact such exercise may have on certain material contracts to which Asola is a party and reserved our right to
withdraw the exercise until our evaluation is complete.

Advanced Lithium Power, Inc.

On March 24, 2006, we obtained a 35.5% ownership interest in Advanced Lithium Power Inc. (ALP),
located in Vancouver, British Columbia. ALP was formed for the purpose of developing state-of-the-art lithjum
ion battery and battery management control systems that control state-of-charge and provide for thermal
management. Our direct ownership interest in ALP as of April 30, 2009 was 12.6%. ALP is currently undergoing
a corporate restructuring and recapitalization. We anticipate that upon completion of the restructuring and
recapitalization, our ownership percentage will be approximately 16% on a fully diluted basis. ALP supplied the
lithium ion battery packs for our CERV military program and other hybrid and plug-in hybrid concept vehicle
programs, including the Fisker Karma vehicle.

Power Control and Design

On October 6, 2009, we acquired a 22% interest in Power Control and Design, Inc. (“PCD"). PCD designs
and develops control software for use in motor control, solar-to-grid, wind-turbine, electric vehicle charges and
power conversion products and applications for infrastructure, automotive, aerospace and industrial markets.

Shigan Quantum

On September 3, 2009, we acquired at 25% interest in Shigan Quantum Technologies PVT LTD (“*Shigan
Quantum”), a start-up company organized under India’s Corporate Act. Shigan Quantum intends to manufacture
and sell gas injectors using the Company’s technologies and variants thereof.

General Motors Relationship

In 2002, we entered into a ten-year strategic alliance with General Motors. We believe that our strategic
alliance with General Motors will advance and commercialize, on a global basis, the integration of our gaseous
storage and handling systems into fuel cell systems used in the transportation markets. Under the alliance,
Quantum and General Motors have co-developed technologies that are designed to accelerate the
commercialization of fuel cell applications. Additionally, General Motors will endorse Quantum as a
recommended provider of hydrogen storage, hydrogen handling and associated electronic controls. This strategic
alliance expands the relationship that has been in place between General Motors and Quantum since 1993,
through which we provided packaged natural gas and propane fuel systems for General Motors’ alternative fuel
vehicle products.

Although General Motors’ financial condition has significantly deteriorated over the past few years and
culminated in General Motors’s filing for Chapter 11 bankruptcy protection on June 1, 2009, we continue to
support development programs under the auspices of the strategic alliance, although at significantly reduced
levels as compared to prior years. We believe that vehicle programs at General Motors utilizing alternative
energy technologies are likely to receive enhanced focus in the future once General Motors’ financial condition
stabilizes. General Motors has taken steps to improve its financial condition and emerged from bankruptcy on
July 10, 2009. In connection with the bankruptcy proceedings, General Motors designated us as an important
supplier and assumed all contracts and purchase orders with us, including agreements comprising the strategic
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alliance. See “General Motors Relationship / Impairment of Strategic Alliance Intangible Asset” in Item 7.
Management’s Discussion and Analysis of Financial Condition and Results of Operations.

Strategic Alliance for Distribution in India

In May 2007, we announced that we had signed an agreement for the marketing, sales and distribution in
India of our alternative fuel vehicle products and systems for natural gas, blends of natural gas and hydrogen, and
liquid propane gas. In March 2009, we announced that we were awarded a contract to upgrade Volvo-Eicher
Commercial Vehicles Ltd.’s (Volvo’s) four and six cylinder engine platforms, using our gaseous fuel injection
systems and powertrain engineering expertise, to meet certain new stringent emissions regulations in India that
come into effect beginning April 2010. We believe that India holds one of the highest natural gas vehicle growth
potentials in the world and we intend to continue to pursue opportunities to expand our business in this market.
This strategic alliance led to our equity investment in Shigan Quantum in September 2009.

Customers and Development Programs

A substantial portion of our revenue in fiscal 2009 related to system development and application
engineering services provided to Fisker Automotive and General Motors. During fiscal year 2009, revenues from
Fisker Automotive, General Motors and U.S. Army—Tank Automotive Research, Development and Engineering

Center (TARDEC) comprised 59%, 13% and 13%, respectively, of our total consolidated revenue.

We have had prototype development projects or programs in our continuing operations with the following

entities:

Adam Opel AG

AeroVironment

Air Resources Board

Alion Science and Technology
American Wind Power & Hydrogen
Ballard Power Systems

Daimler

EDAG Inc.

Energy Conversion Devices

Fisker Automotive

Ford Motor Company

General Motors (Fuel Cell Activities)
General Motors Corporation
General Motors of Canada, Limited

Hyundai America Technical Center

Hyundai Motor Company
ISE Research

Lawrence Livermore National Laboratory

Lockheed Martin Space Systems

Miljobil Grenland A/S

Missle Defense Agency SBIR

NYSERDA

Proton Energy Systems, Inc.

Roush Performance Products

Saleen, Inc.

Select Engineering Services

Shell Hydrogen LLC

South Coast Air Quality Management District
Suzuki Motor Corporation

The State University of New York - Buffalo
Toyota Motor Corporation

U.S. Army—National Automotive Center

U.S. Army—Tank Automotive Research, Development and
Engineering Center

U.S. Department of Energy
VistOrka hf (Eco Energy Ltd.)
Yamaha Motor Company
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We intend to establish similar relationships with other leading industry OEMs by using our systems
integration capabilities and our leading technology position in hybrid propulsion drive systems, lithium ion
battery control systems, electronic control systems, fuel storage, and fuel delivery.

Research and Product Development

We conduct research and product development in the following areas, with corresponding technical
capabilities:

» Vehicle Engineering and Build. Specialization in designing, engineering and building concept or early
adoption type vehicles using hybrid electric drive system, vehicle and powertrain engineering, vehicle
and system integration, and vehicle packaging.

e Lithium Ion and Advanced Battery Control Systems. Specialization in developing electronic control
systems and software to maximize efficiency and energy storage in lithium ion battery applications.

* Electronic Controls and Software Systems. Specialization in automotive hardware design and selection,
engine modeling, calibration and software design for engine and emission controls.

* Fuel Storage. Composite pressure vessel design and analysis, carbon fiber filament winding, and
hydraulic, pneumatic, burst and fatigue testing. Evaluation, testing and integration capabilities for
advanced hydrogen storage, including hydride, conformable and other emerging compressed and solid
state storage.

*  Mechanical Design and Development. Specialization in pneumatics, kinematics, hydraulic components
and systems, and advanced materials, structural, flow and thermal analysis.

* Advanced Emissions Testing. Testing facility that utilizes California Air Resources Board (CARB) and
U.S. Environmental Protection Agency (EPA) approved advanced technology to test Super Ultra Low
Emission Vehicles. EPA/CARB certification testing, vehicle development testing including catalyst
efficiency, diagnostics, calibration, engine durability testing, and engine mapping.

e Advanced Products. Injectors, fuel management, fuel storage, and fuel supply for fuel cell power
systems, mass flow sensors for natural gas flow measurement and “smart” sensors using
microcontrollers and microprocessors.

*  Component and Subsystem Test Facilities. Extended vibration, shock loads and accelerations, extreme
temperature exposure from -85° F to 392° F, thermal shock, cyclic corrosion, extended salt, fog,
humidity and dryness cycling, severe acid and alkali corrosion, flow simulations, and pneumatic leak
checks.

*  Concept Vehicle Development. Specialization in concept vehicle design and development using
powertrain engineering, CAD engineering, and other vehicle development and tooling processes.

We believe we are uniquely positioned, based on our research and product development capabilities, as a
Tier-1 automotive supplier in providing hybrid propulsion systems, vehicle-level design, powertrain engineering,
power electronics and wheel motor interfacing, system integration, and manufacturing and assembly of packaged
fuel systems for automotive applications including hybrids, PHEVs, hydrogen electric vehicles, electric only
vehicles, fuel cell vehicles, other alternative fuel vehicles, and hydrogen refueling.

Our research and development activities include both customer-funded research and development and
company-sponsored research and development that are further discussed in Iltem 7. Management’s Discussion
and Analysis of Financial Condition and Results from Operations. We will continue to require significant
research and development expenditures over the next several years in order to commercialize our products for
hybrid, hydrogen fuel cell and alternative fue! applications.
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Automotive Industry and the Worldwide Economy

Our business is generally related to hybrid, hydrogen and alternative fuel vehicle development programs and
product sales, which vary directly with the program timing and production schedules of our OEM and other
customers. The market for these vehicles is sensitive to general economic conditions, government agency and
commercial fleet spending and consumer preferences. The rate at which our customers sell hybrid, hydrogen or
alternative fuel vehicles depends on their marketing and distribution strategy, as well as company specific
inventory and incentive programs. Any significant reduction or increase in production of these vehicles by our
OEM customers may have a material effect on our business.

Over the second half of calendar 2008 and into 2009, the U.S. and world economy and the automotive
industry has deteriorated significantly and measures implemented by the federal government to stabilize the
domestic credit markets and the economy in late 2008 and 2009 have not been realized to the extent expected.
The automotive industry in particular has continued to deteriorate and is suffering its worse economic conditions
in decades as automakers struggle due to the decrease in consumer demand, weakening consumer confidence,
and a lack of availability in the credit markets for consumer loans. In the U.S. alone, both General Motors and
Chrysler required billions of dollars in loans from our federal government and were forced to file for Chapter 11
bankruptcy protection.

Competition

A number of domestic and international automotive and industrial manufacturers are developing alternative
clean power systems using lithium-ion batteries, hybrid systems, fuel cells or clean burning gaseous fuels in
order to decrease fuel costs, lessen dependence on crude oil and reduce harmful emissions.

The demand for hybrid electric and plug-in hybrid electric vehicles has been increasing in response to
consumer demand for vehicles that both meet performance expectations and are fuel efficient. Many of the major
automotive OEMs (including General Motors, Ford, Toyota and Honda) have rolled out prototypes of electric
and/or hybrid electric vehicles over the past year that will compete with us, via our association with our affiliate,
Fisker Automotive. We believe our expertise with technologies employed on our hybrid propulsion systems
together with our system integration experience offers a competitive advantage to OEM hybrid vehicle
manufacturers.

In the fuel cell and hydrogen industry, our expertise is in hydrogen fuel storage, fuel delivery, electronic and
drive system controls, and system integration. We do not manufacture fuel cells or fuel reformers. We may face
competition from companies providing components such as tanks, regulators or injectors. We may also face
competition from traditional automotive component suppliers, such as Bosch, Delphi, Siemens, and Visteon, and
from OEMs that develop fuel systems internally.

We believe that our competitive advantage over current and potential future competitors is our technology
leadership and integration expertise derived from many years of experience with vehicle development and
assembly programs. Our current competitors typically focus on individual components. We offer complete
packaged fuel systems based on our own control strategies and advanced technologies, including gaseous fuel
storage, fuel metering and electronic controls.

A critical element for hydrogen-based vehicles and OEM alternative fuel vehicles is fuel storage. Our major
competitors for high-pressure gaseous storage cylinders include Dynetek Industries Ltd., Lincoln Composites and
Structural Composites Inc.

Many of these potential competitors have been in business longer than us and have substantially greater
financial, marketing and development resources than we have. We expect that we will face increased competition

in the future as new competitors enter the market and advanced technologies become available. In addition,
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consolidation in our industry may also affect our ability to compete. Consolidation may strengthen our
competitors’ financial, technical and marketing resources and may provide greater access to customers.
Consequently, these competitors may be able to develop greater resources for the development, promotion and
sale of their products. We cannot assure you that we will be able to compete successfully with our existing or
new competitors or that the competitive pressures will not materially and adversely affect our business, financial
condition or results of operations.

Safety, Regulation, and Product Certification

The manufacture, distribution and sale of our products are subject to governmental regulations in the
United States at the federal, state and local levels. The most extensive regulations are promulgated under the
National Traffic and Motor Vehicle Safety Act, which, among other things, empowers the National Highway
Traffic Safety Administration (NHTSA) to require a manufacturer to remedy certain “defects related to motor
vehicle safety” or vehicles that fail to conform to all applicable federal motor vehicle safety standards.

Federal Motor Vehicle Safety Standards are promulgated by the NHTSA. Many of our products are affected
by these standards. We engage various testing companies, which also perform testing for NHTSA, to test certain
of our products. NHTSA can require automotive manufacturers to recall products. We have not experienced any
material recalls.

Like other automotive OEMs and manufacturers of automotive component parts, we may be subject to
claims that our products caused or contributed to damage or injury sustained in vehicle accidents or may be
required to recall products deemed to contain defects related to motor vehicle safety. We believe that we are
adequately insured for any claims. However, any such claims in excess of our insurance coverage or material
product recall expenses could adversely affect our financial condition and results of operations. Promulgation of
additional safety standards in the future could require us to incur additional testing and engineering expenses that
could adversely affect our results of operations.

We must obtain emission compliance certification from the Environmental Protection Agency (EPA) to
introduce vehicles or engines into commerce in the United States, and from the California Air Resources Board
to introduce vehicles or engines into commerce in California. Certification requires that each vehicle or engine
meet specific component, subsystem and vehicle-level durability, emission, evaporative, and idle tests. Both
federal and state authorities have various environmental control standards relating to air, water and noise
pollution that affect our business and operations.

Furthermore, we strive to meet stringent industry standards set by various regulatory bodies and industry
practices, including the U.S. Department of Transportation and Federal Motor Vehicle Safety Standards, the
National Fire Protection Association, TUV, European Integrated Hydrogen Project, Kouatsugasu Hoan Kyokai,
Underwriters Laboratories, and American Gas Association. Approvals enhance the acceptability of our products
in the domestic marketplace. Many foreign countries also accept these agency approvals as satisfying the
“approval for sale” requirements in their markets.

Our international sales are subject to foreign tariffs and taxes, changes in which are difficult to predict and
which can adversely affect sales. Our products must also comply with government safety standards imposed in
our foreign markets.

Backlog

As of April 30, 2009, our total backlog was $13.5 million as compared to $22.2 million as of April 30,
2008. Our backlog consists of product orders that we believe are firm plus revenue associated with development
service programs under contract that has not yet been recognized under the percentage of completion method. We
anticipate that substantially all of the current backlog will be completed by the end of fiscal 2010.
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Intellectual Property

The continued development and protection of our intellectual property is crucial to our future success. We
rely primarily on patent and trade secret laws to protect our intellectual property rights. Although we recognize
the importance of patent and trade secret laws and, when appropriate, seek the advantages and benefits these laws
offer, we believe that our growth and future success will be more dependent on factors such as the knowledge,
experience and expertise of our personnel, new product introductions, continued emphasis on research and
development and creation of “know-how”.

We do not know whether any patents will be issued from our patent applications or whether the scopes of
our issued patents are sufficiently broad to protect our technologies or processes. Our patents may not provide us
a competitive advantage. Competitors may successfully challenge the validity and/or scope of our patents and
trademarks. We also rely on a combination of trademark, trade secret and other intellectual property laws and
various contract rights to protect our proprietary rights. However, we do not believe our intellectual property
rights provide significant protection from competition. We believe that establishing and maintaining strong
strategic relationships with valued customers and OEM:s are the most significant factors protecting us from new

competitors.

In connection with our strategic alliance with General Motors, each party retains the ownership of its
existing technology and jointly owns technology that is jointly created under the alliance. No jointly owned
patents have been received or applied for under the alliance. Under the alliance, each party granted the other
certain exclusive and/or nonexclusive licenses with respect to certain intellectual property developed by such
party prior to and during the term of the alliance and also with respect to the jointly owned intellectual property.
During the term of the alliance, we are subject to certain transfer restrictions with respect to the pledge,
hypothecation, encumbrance, sale or licensing of certain intellectual property. Further, we are obligated to share
with General Motors a portion of our revenues generated from the sale of our gaseous storage, handling and
control products for fuel cell systems for both automotive and non-automotive applications. The revenue sharing
payments continue for a period of 45 years. We do not expect the revenue sharing payments to begin until at least
the 2011 fiscal year. Given the uncertainty of the amount of revenues we will generate from the sale of our
gaseous storage, handling and control products in future years, we are unable to quantify the amount of revenue
sharing payments we will be required to make to General Motors, if any.

Employees

As of January 15, 2010, we had 101 full-time employees and one part-time employee. During peak
production periods, we may increase our work force. Historically, the available labor force has been adequate to
meet such periodic requirements. None of our employees are represented by a collective bargaining agreement.
We consider our relations with our employees to be good.

Available Information

We make our Annual Reports on Form 10-K, our quarterly reports on Form 10-Q, our current reports on
Form 8-K, and all amendments to these reports available free of charge on our corporate website as soon as
reasonably practicable after such reports are filed with, or furnished to, the SEC. Our corporate website is located
at www.grww.com. None of the information contained on our website is intended to be part of this report or
incorporated by reference herein.

You may also read and copy materials that we file with the SEC at the SEC’s Public Reference Room at
100 F Street, NE, Washington DC 20549. Information on the operation of the Public Reference Room is
available by calling the SEC at 1-800-SEC-0330. The SEC maintains a web site that contains reports, proxy
statements and other information we file with the SEC. The address of the SEC’s web site is www.sec.gov.
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Executive Officers

Our executive officers as of April 30, 2009 and their respective ages and positions were as follows:

Name ﬁ Position

Alan P. Niedzwiecki ............... 52 Chief Executive Officer; President; Director

Dale L. Rasmussen ................ 59 Chairman of the Board of Directors

W.BrianOlson ................... 45  Chief Financial Officer; Treasurer

David Mazaika ................... 45  Chief Operating Officer

Kenneth R. Lombardo . ............. 43 Vice President-Legal; General Counsel and Corporate Secretary
Bradley J. Timon .................. 46  Corporate Controller; Chief Accounting Officer

The following is a biographical summary of the experience of the executive officers:

Alan P. Niedzwiecki has served as President and as one of our directors since February 2002 and was
appointed as Chief Executive Officer in August 2002. Mr. Niedzwiecki served as Chief Operating Officer from
November 2001 until he was appointed as Chief Executive Officer in August 2002. From October 1999 to
November 2001, Mr. Niedzwiecki served as Executive Director of Sales and Marketing. From February 1990 to
October 1999, Mr. Niedzwiecki was President of NGV Corporation, an engineering and marketing/
commercialization consulting company. Mr. Niedzwiecki has more than 25 years of experience in the alternative
fuels industry in product and technology development and commercialization relating to mobile, stationary
power generation and refueling infrastructure solutions. Mr. Niedzwiecki is a graduate of Southern Alberta
Institute of Technology. Mr. Niedzwiecki has also served on the board of directors of Fisker Automotive since its
formation in November 2007 and on the board of directors of Advanced Lithium Power Inc. since its formation
in March 2006.

Dale L. Rasmussen has served as a member of our Board of Directors since October 2000, and was
appointed as Chairman of the Board in February 2002. On May 1, 2006, Mr. Rasmussen became a full time
employee of the Company. His responsibilities include acquisitions, joint ventures, strategic alliances and
investor and shareholder relations. Mr. Rasmussen was the Senior Vice President and Secretary of IMPCO
Technologies from 1989 through 2005, joining the Company in 1984 as Vice President of Finance and
Administration and Corporate Secretary. Prior to joining IMPCO, Mr. Rasmussen was a commercial banker for
twelve years at two banks, both acquired by Key Bank and U.S. Bank, responsible for managing the bank’s
investment portfolio, branch and corporate development, and served as corporate secretary. Mr. Rasmussen is a
graduate of Western Washington University; upon graduating he received the marketing student of the year
award. Mr. Rasmussen is also a graduate of Pacific Coast Banking School, University of Washington.

Mr. Rasmussen also served on the board of directors, as Chairman, of Fisker Automotive from November 2007
until January 2010 and has served on the board of directors of Advanced Lithium Power, Inc. since its formation
in March 2006.

W. Brian Olson has served as Chief Financial Officer and Treasurer since August 2002. From July 1999 to
August 2002, Mr. Olson served as Treasurer, Vice President and Chief Financial Officer of IMPCO. He
originally joined IMPCO in October 1994 and held various financial positions with IMPCO, including serving as
Corporate Controller. Prior to joining IMPCO, Mr. Olson was with the public accounting firm of Ernst & Young
LLP and its Kenneth Leventhal Group. Mr. Olson holds a Bachelor of Science degree in business and operations
management from Western Illinois University and a Masters of Business Administration degree in finance and
economic policy from the University of Southern California. Mr. Olson is a Certified Financial Manager and a
Certified Management Accountant.

David M. Mazaika has served as Chief Operating Officer since December 2008. Prior to joining us,
Mr. Mazaika served as Chairman and CEO for ISE Corporation, a company which he co-founded in 1994. Prior
to this, Mr. Mazaika was Vice President of Business Development for International Space Enterprises. From
1985 to 1993, Mr. Mazaika held senior positions with Convair and Space Systems Divisions of General
Dynamics. Mr. Mazaika holds a Bachelor of Science in Electrical Engineering from Cornell University.
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Kenneth R. Lombardo has served as Vice President and General Counsel since May 2005 and became
Corporate Secretary in September 2005. From March 1996 to May 2005, Mr. Lombardo practiced law at Kerr,
Russell and Weber, PLC in Detroit, Michigan, where he specialized in mergers and acquisitions, taxation,
corporate and business law. Mr. Lombardo is also a certified public accountant with over six years of audit and
tax experience with Deloitte & Touche. Mr. Lombardo received his law degree from Wayne State University
Law School and a Bachelor of Science degree in Business Administration, with a major in Accounting, from
Central Michigan University.

Bradley J. Timon has served as Corporate Controller and Chief Accounting Officer since April 2004. Prior
to joining us, Mr. Timon worked as a financial consultant. From June 1998 to October 2001, Mr. Timon was with
CORE, INC. serving as the Corporate Controller and then later as Acting Chief Financial Officer. Between
September 1995 and May 1998, Mr. Timon served as a Controller for James Hardie Industries. Before entering
private industry, Mr, Timon was with the public accounting firm KPMG from 1989 to 1995. Mr. Timon has a
Bachelor of Arts degree in accounting from California State University, Fullerton and is a Certified Public
Accountant.

Financial Information about Segments, Customer Concentrations and Geographic Areas

Additional information regarding our business segments, certain customer concentrations and geographic
areas where we have revenues is contained in Notes 16 and 19 to our Consolidated Financial Statements in Part
IV, Item 15(a)(1) of this Annual Report.

Item 1A. Risk Factors.

This Annual Report, including the Management’s Discussion and Analysis of Financial Condition and
Results of Operations, contains forward-looking statements within the meaning of Section 27A of the Securities
Act of 1933, and Section 21E of the Securities Exchange Act of 1934. We face a number of risks and
uncertainties that could cause actual results or events to differ materially from those contained in any forward-
looking statement. These risks and uncertainties should be considered in evaluating forward-looking statements
and undue reliance should not be placed on these forward-looking statements, which apply only as of the date of
this Annual Report. We undertake no obligation to release publicly the result of any revisions to these forward-
looking statements that may be made to reflect events or circumstances in the future or to reflect the occurrence
of unanticipated events. We discuss all known material risks to our business below. The risks and uncertainties
described are not the only ones facing us. Additional risks and uncertainties may also adversely impair our
business operations. If any of the following risks actually occur, our business, our financial condition or our
results of operations would likely suffer significantly. In such case, the value of our Common Stock could
decline and adversely affect our ability to raise additional capital.

RISKS RELATED TO LIQUIDITY AND CAPITAL RESOURCES

We have a history of operating losses and negative cash flow and we anticipate that we will need to raise
additional funds to finance operations

We have incurred recurring operating losses and negative cash flows from our continuing operating
activities. We have used $13.2 million and $16.9 million in cash for continuing operating activities during fiscal
2008 and fiscal 2009, respectively. From our inception through April 30, 2009, we have funded our operations
and strategic investments primarily with proceeds from public and private offerings of our Common Stock and
borrowings with financial institutions and our lender. Our historical operating results, capital resources and
financial position in combination with current projections and estimates were considered in our plan and
intentions to fund operations through at least April 30, 2010.
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Although our current operating plan anticipates increased revenues and improved profit margins over the
next two years, we have experienced a decline in revenues during the first three quarters of fiscal 2010 that has
required us to continue to use a significant amount of cash in our operations and may require us to use. over the
course of the entire 2010 fiscal year, a level of cash that approaches the actual amount used for operations during
fiscal 2009. Based on current projections and estimates, we believe that our working capital and principal sources
of liquidity are sufficient to fund the operating activities and obligations through at least April 30, 2010. To meet
these funding requirements, we may have to draw down on some or all of the unconditional commitment from
our lender or alternatively raise capital through public or private offerings of equity or debt securities.

We also believe additional financing, if required, can be adequately sourced; however, we cannot provide
any assurances that we will be able to secure additional funding on terms acceptable to us, if at all. Our inability
to achieve our current operating plan or raise capital to cover any shortfall would have a material adverse affect
on our ability to meet our obligations as they become due without substantial disposition of assets or other
similar actions outside the ordinary course of business.

If we are not able to secure the additional funding we need, we may need to curtail our operations or take
other action in order to continue to operate as a going concern.

We have a history of operating losses and negative cash flow and anticipate continued net losses as we
execute our long-term strategic plan and commercialization plan for our products.

We have a history of operating losses and negative cash flow. We have incurred recurring net losses,
including net losses from continuing operations of $21.7 million in fiscal 2007 (as restated), $19.9 million in
fiscal 2008 (as restated), and $28.0 million in fiscal 2009. We expect to continue to make significant
expenditures and incur substantial expenses as we continue our research and development efforts, further
commercialize our products, expand into other renewable energy industries such as solar, and develop facilities
to expand the production capacity for our products. As a result, we expect to continue to incur significant losses
as we execute our strategies and may never achieve or maintain profitability. We believe that we have a long-
term strategy in place that will allow us to operate profitably in the future. However, if we fail to execute our
strategy or if there is a change in the alternative energy or hybrid vehicle market conditions or any other
assumptions we used in formulating our business strategy, our long-term strategy many not be successful and we
may not be able to achieve and maintain profitability. As a result, investors could lose confidence in our
company and the value of our Common Stock, which could cause our stock price to decline and adversely affect
our ability to raise additional capital.

We anticipate that we will need to raise additional funds to take advantage of strategic business
opportunities, to complete product and application development, to fund our solar initiatives, future
operating activities and contractual commitments, and/or pay off or refinance debt.

Our long-term future cash requirements will depend on numerous factors, including increasing our revenues,
completion of our product development activities, our ability to commercialize our advanced propulsion and fuel
systems, market acceptance of our products and controlling costs. We expect to devote substantial capital
resources to fund expected losses, continue development programs, developing a manufacturing infrastructure for
our products and solar plant and meeting our debt obligations.

We anticipate that we will need to raise additional funds for strategic business opportunities, to achieve
commercialization of our products, to develop facilities or suppliers for mass production of those products. and to
fund future operating activities and contractual commitments. If we do not generate sufficient cash flow from
operations or if we are unable to issue a sufficient number of shares of our Common Stock to satisfy our debt
obligations, we may also need to raise additional funds to pay off or refinance these debt obligations. The amount
of additional financing that we may need to raise cannot be reasonably estimated at this time but will be directly
related to our ability to increase revenues, improve profit margins, secure Department of Energy and other
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governmental grants and loans, and control costs. We believe such financing can be adequately sourced through
public or private offerings of equity or debt securities and/or through governmental grants or loans; however, we
cannot provide any assurances that we will be able to secure additional funding on terms acceptable to us, if at
all. If additional funds are raised through the issuance of equity securities, the percentage ownership of our then-
current stockholders will be reduced. If adequate funds are not available to satisfy long-term operating and
capital requirements, we may be required to limit operations in a manner inconsistent with our development and
commercialization plans, which could adversely affect operations in future periods.

We are currently not in compliance with Nasdag’s continued listing requirements and, if we are unable to
regain compliance, we are at risk of being delisted from Nasdaq, which could adversely affect the market
for, and liquidity and price of, our common stock and our ability to raise capital

Our Common Stock is currently listed on the Nasdaq Global Market. In order to maintain our listing, we
must comply with Nasdaq’s continued listing requirements which require, among other things, timely submission
of our Annual Report and Quarterly Reports as set forth in Rule 5250(c)(1). We are currently not in compliance
with Nasdaq’s continued listing requirements because we did not timely file this Annual Report on Form 10-K
for fiscal year 2009 and, subsequently, have not filed our quarterly reports on Form 10-Q for the quarterly
periods ended July 31, 2009 and October 31, 2009, as is required under Rule 5250(c)(1). Nasdaq granted us an
exception until January 25, 2010 to file all of our delinquent reports and regain compliance with Rule 5250(c)(1).
Since we were not able to file our delinquent Quarterly Reports for fiscal 2010 by January 25, 2010, we will
receive a staff determination notice from Nasdaq stating that our Common Stock will be delisted from Nasdaq.

At that time, we will have the right to request a hearing before the Nasdaq Listing Qualifications Panel to appeal
the delisting and request continued listing and additional time to file our Quarterly Reports. We cannot provide
any assurances, however, that our appeal will be successful or that our Common Stock will not be delisted.

The delisting of our Common Stock from trading on Nasdaq may have a material adverse effect on the
market for, and liquidity and price of, our Common Stock and impair our ability to raise capital. Delisting from
Nasdaq could also have other negative results, including, without limitation, the potential loss of confidence by
customers and employees, the loss of institutional investor interest and fewer business development
opportunities. If our Common Stock is delisted from trading on Nasdaq and if our Common Stock is not eligible
for quotation on another market or exchange, trading of our Common Stock could be conducted in the
over-the-counter market or on an electronic bulletin board established for unlisted securities such as the Pink
Sheets or the OTC Bulletin Board. In such event, it could become more difficult to dispose of or obtain accurate
quotations for the price of our Common Stock, and there may also be a reduction in our coverage by security
analysts and the news media, which may cause the price of our Common Stock to decline further.

We need to increase our authorized shares in order to raise capital, pay term debt using shares of our
Common Stock and execute our business plan and strategy

We need to increase our authorized shares of Common Stock in order to raise capital, pay term debt and
execute on our business strategy.

Under our Amended and Restated Certificate of Incorporation, as presently in effect, we have 250 million
shares of Common Stock, $0.001 par value, authorized for issuance, of which 2 million shares are designated as
non-voting Series B. As of January 15, 2010, we had 146.0 million shares of Common Stock issued and
outstanding (including 1.0 million non-voting Series B), had reserved approximately 79.6 million shares for
future issuance, and had not yet reserved for approximately 14.1 million shares that are potentially issuable under
a commitment letter received from our lender. Accordingly, as of January 15, 2009, we only had approximately
10.3 million common shares available for future issuance (of which 1.0 million are non-voting Series B).
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In addition, pursuant to the terms of certain of our term debt obligations, we have the right. subject to certain
conditions, to pay the principal amount due under those debt instruments using shares of our Common Stock. As
of January 15, 2010, the number of shares of Common Stock that we would have to issue in order to pay those
term debt obligations in full was 11.8 million. We have not reserved any shares for issuance in payment of those
debt obligations.

Under Delaware law, stockholder approval is required in order to amend our Certificate of Incorporation to
increase the number of authorized shares of Common Stock. We intend to include a proposal to amend our
Certificate of Incorporation to increase our authorized shares of Common Stock at our next annual meeting of
stockholders. However, we cannot provide any assurances that our stockholders will approve the proposal. If our
stockholders do not approve the proposal, it would have a material adverse affect on our ability to raise sufficient
capital in order to fund our operations, pay our term debt obligations using shares of our Common Stock and
execute on our business strategy.

Our shareholders are subject to significant dilution upon the occurrence of certain events.

As of January 15, 2010, we had approximately 79.6 million shares of our common stock reserved for future
issuance consisting of: (i) 4.4 million shares subject to outstanding stock options issued under our 2002 Stock
Incentive Plan; (ii) 41.9 million shares subject to outstanding common stock purchase warrants; (iii) 14.0 million
shares issuable upon conversion of our outstanding convertible debt; and (iv) 19.3 million shares issuable upon
closing of our acquisition of Schneider Power, Inc. In addition, pursuant to the terms of certain of our term debt
obligations, we have the right, subject to certain conditions, to pay the principal amount due under those debt
instruments using shares of our Common Stock and we do intend to pay using shares of our Cormmon Stock. As
of January 15, 2010, the principal amount due under those specific debt instruments was approximately $9.1
million which, based on our stock price on January 15, 2010, would require us to issue approximately
11.8 million shares of our Common Stock to satisfy those debt obligations. The actual number of shares issued in
payment of our term debt could be much higher or lower depending on our share price at the time such payment
is made. The potential issuance of the shares described above will be dilutive to our existing shareholders.

Included in the shares designated for future issuance discussed above are 6.4 million shares of our Common
Stock that are subject to warrant contracts issued on October 27, 2006 that are currently exercisable at $0.612 per
share (the “October 2006 Warrants™) and 16.7 million shares of our Common Stock that are subject to warrant
contracts issued on August 25, 2008 that are currently exercisable at $3.245 per share (the “August 2008
Warrants”). The October 2006 warrants and the August 2008 Warrants also contain provisions which, subject to
certain exceptions, resets the exercise prices of such warrants if at any time while such warrants are outstanding
we sell or issue (or are deemed to sell or issue) shares of our Common Stock or rights, warrants, options or other
securities or debt convertible, exercisable or exchangeable for shares of our Common Stock at a price below the
current exercise price per share for these respective warrants; provided, however, the exercise price for the
August 2008 Warrants cannot be reset below $1.930. In the event of future price resets, the number of shares of
our Common Stock that are subject to such warrants increase so that the aggregate purchase price payable
applicable to the exercise of the warrants after the reset of the exercise price is the same as the aggregate
purchase price payable immediately prior to the reset. Any future resets to the exercise price of the October 2006
Warrants and/or the August 2008 Warrants will have a further dilutive effect on our existing shareholders.

See additional information regarding shares designated for future issuance at Notes 11. 14 and 22 of the
Notes to Consolidated Financial Statements.
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We may not be able to maintain compliance with Nasdaq’s continued listing requirements in the future.

As a Nasdagq listed company, we are subject to all of Nasdaq’s continued listing requirements including
maintaining a $1.00 minimum bid price. During the past six months, the closing bid price for a share of our
Common Stock has been consistently near or below $1.00 per share. If the closing bid price for our Common
Stock drops below $1.00 per share for thirty consecutive days, then we will not be in compliance with Nasdaq’s
minimum bid continued listing requirements and could be subject to delisting.

Our failure to maintain compliance with the Nasdaq’s continued listing requirements could result in the
delisting of our Common Stock and could adversely affect the per share price of our Common Stock and impair
our ability to raise capital.

Future sales of substantial amounts of our Common Stock could adversely affect its market price.

Future sales of substantial amounts of our Common Stock into the public market, including shares issued
upon exercise of options and warrants, issued in payment of debt obligations, and issued in subsequent offerings,
could adversely affect the prevailing market price of our Common Stock. To the extent that holders of a
significant number of shares of our Common Stock, including General Motors, which holds approximately
4.5 million shares of our Common Stock and Series B Common Stock, choose to liquidate their investments in
us, sales of such shares could have a negative impact upon the price of our Common Stock, particularly in the
short term.

From April 30, 2009 through September 4, 2009, we have issued a cumulative total of 27.1 million shares in
connection with a private placement transaction and for payments on our long-term debt obligations. We
anticipate that we will use additional shares in the future to satisfy additional debt obligations and other
commitments and that the number of shares so issued will be substantial. Sales of such shares could have a
negative impact upon the price of our Common Stock.

The market price and trading volume of our Common Steck may be volatile.

Prior to July 2002, there was no trading market for our Common Stock. Since our Common Stock began
trading in July 2002, its market price and trading volume have been volatile. The market price of our Common
Stock could continue to fluctuate significantly for many reasons, including in response to the risk factors
described in this Annual Report or for reasons unrelated to our specific performance. In recent years, the stock
market has experienced extreme price and volume fluctuations. This volatility has affected the market prices of
securities issued by many companies for reasons unrelated to their operating performance and may adversely
affect the market price and trading volume of our Common Stock. Prices for our Common Stock may also be
influenced by the depth and liquidity of the market for our Common Stock, investor perceptions about us and our
business, our future financial results, the absence of cash dividends on our Common Stock and general economic
and market conditions. In the past, securities class action litigation has often been instituted against companies
following periods of volatility in their stock price. This type of litigation could result in substantial costs and
could divert our management and other resources.

Our future operating results may fluctuate, which could result in a lower price for our Common Stock.

The market price of our Common Stock may decline below currently prevailing levels. The market price of
our Common Stock may be adversely affected by numerous factors, including:

 actual or anticipated fluctuations in our operating results;
* delays by Fisker Automotive in the launch of their first production vehicle;

= changes in financial estimates by securities analysts;
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» gains or losses recognized in our consolidated statements of operations related to our derivative warrant
and derivative debt instruments that are marked to market each period, and

» general market and industry conditions and other factors.

We may not be able to obtain waivers of potential defaults in the future from our lender if we do not meet
future requirements associated with our amended credit facility and convertible promissory note.

We received waivers of defaults from our lender on March 12, 2009, January 16, 2008 and December 14,
2007 related to our non-compliance with certain required debt service payments and covenants. We cannot
provide any assurance that our lender would provide us with a waiver should we not be in compliance in the
future. A failure to maintain compliance along with our lender not agreeing to a waiver for the non-compliance
would cause the outstanding borrowings to be in default and payable on demand which would have a material
adverse effect on us.

We have a commitment to provide a guaranty to an affiliate’s credit facility that could be called upon if
the affiliate defaults on the credit facility in the future.

In connection with our acquisition of an ownership interest in our German solar affiliate, Asola, we
committed to provide a 1.0 million euro guaranty to Asola’s bank to support an increase in Asola’s bank debt.
Once the guaranty is put in place, if Asola were to default on the credit facility in the future, we could be called
upon to repay the credit facility up to the limit of our guaranty.

OTHER RISKS RELATED TO OUR BUSINESS

Fisker Automotive represents a substantial portion of our existing and anticipated future revenues and
these future revenues will depend on our ability to enter into future development programs and a long-
term supply agreement with Fisker Automotive and Fisker Automotive’s success.

We depend on our services to and contracts with Fisker Automotive for a substantial portion of our revenue
and our anticipated hybrid electric propulsion systems development and production revenue will depend to a
significant extent on our ability to enter into future development programs and a long-term supply agreement
with Fisker Automotive and, if such agreements are obtained, the number of vehicles sold by Fisker Automotive.
If we are unable to secure these programs and agreements, if there are changes or delays in Fisker Automotive’s
internal plans for vehicle commercialization, or if the number of vehicles sold by Fisker Automotive is not
substantial, our financial results would be adversely affected.

Fisker Automotive will have to raise substantial additional capital for their business in order to have a
chance to be successful.

Fisker Automotive will have to raise substantial additional capital in order to complete future phases of
development, testing and tooling for its Karma vehicle platform and future vehicle platforms. Fisker Automotive
announced in September 2009 that they had received a conditional commitment from the U.S. Department of
Energy (DOE) for $528 million in low interest loans that will be used by Fisker Automotive to complete the
development of the Fisker Karma program and to develop a next-generation lower-cost plug-in hybrid vehicle.
Proceeds from the DOE loan commitment had not yet been made available to Fisker Automotive as of
January 15, 2010. Release of the DOE loan proceeds is conditional on the occurrence of a number of events and
we cannot provide any assurances when those events will occur, if at all. If Fisker Automotive is unable to raise
sufficient capital, finalize the DOE loan, or meet the conditions required to access the DOE loan, they may not be
able to fund the Karma development and production programs, and our business, results of operations and
financial condition would be negatively impacted.
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Our fuel cell vehicle development and production revenue depends on our relationship with General
Motors and General Motors’ viability and commitment to the commercialization of fuel cell vehicles.

General Motors has represented a significant portion of our historical revenues and although our relationship
with General Motors and our commitment to continue to develop hydrogen storage and handling systems for fuel
cell vehicles together under our strategic alliance with General Motors continues, certain of our programs with
General Motors have been delayed indefinitely and others have experienced funding restraints as a result of
General Motors’ financial condition and the downturn in the automotive industry generally. Although we
continue to provide services to General Motors, the level of such services was significantly reduced in fiscal year
2009 and through the first half of fiscal 2010 compared to prior years and we cannot determine when such
activities and revenues will increase, if ever.

Our ability to sell our products to the fuel cell automotive OEM markets depends to a significant extent
upon General Motors’ and its partners’ worldwide sales and distribution network and service capabilities. Any

change in strategy by General Motors with respect to fuel cells could harm our business by reducing or
eliminating a substantial portion of our future sales, whether as a result of market, economic or competitive
pressures, including any decision by General Motors:

* to alter its commitment to our fuel storage, fuel delivery and electronic control technology in favor of
other competing technologies;

* to exit the automotive OEM alternative fuel or fuel cell markets;
+ to develop fuel cells or alternative fuel systems targeted at different application markets from ours; or

» to focus on different energy product solutions.

We have commitments under a corporate alliance agreement with General Motors that require us to
spend up to $4 million annually for research and development projects directed by General Motors.

Pursuant to our corporate alliance agreement with General Motors, we are required to spend up to $4.0
million annually on joint research and development projects directed by General Motors over a ten-year term that
commenced in July 2002. Although this commitment was waived or partially waived by General Motors for
calendar years 2002 through 2009 and is expected to be fully or partially waived for 2010, we cannot provide any
assurance that General Motors will continue to waive this commitment in whole or part in the future. The annual
commitment under our agreement with General Motors could be financially burdensome and may impact our
ability to achieve profitability in the future.

We depend on third-party suppliers for the supply of materials and components for our products.

We depend on third-party suppliers for the supply of materials and components for our products. In
particular, we rely upon certain smaller, start-up companies for the supply of key components on our Q-Drive
hybrid propulsion system. These companies may experience product development, resource and funding
constraints that could impact their ability to supply components in a timely manner, if at all. Further, a prolonged
downturn in the automotive industry could have a crippling effect on the automotive supplier chain which, in
turn, could result in failures and disruptions in the supply of parts and components to us and our materially affect
our ability to meet our supply obligations to Fisker Automotive and other customers.

Our business depends on the growth of hybrid electric, hydrogen, and alternative fuel based vehicles and
the solar industry.

Our future success depends on the continued expansion of hybrid electric, hydrogen and alternative fuel based
vehicles and the solar industry. The market for these types of vehicles and for solar technologies and products is

influenced by and our sales may be negatively impacted by a number of factors some of which include the level of
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oil prices, battery durability improvements, levels of investment tax credits and regulation, availability of raw
materials for photovoltaic module production, capital formation, interest rates and consumer disposable income.

The adoption of alternative fuel based vehicles and green energy initiatives are highly dependent on macro-
economic conditions, specifically oil prices and the overall health of the economy. We believe when oil prices
fall, the general attention placed on the development of advanced technology vehicles diminishes. Similarly, we
believe consumers are less willing to spend a “technology premium” when faced with economic uncertainty. The
downturn in the world economy is placing a tremendous strain on the automotive industry, including slowing
demand for vehicles and limited funding for alternative fuel vehicle programs outside of governmental grant and
loan programs.

Additionally, we cannot provide any assurances that the markets for hybrid electric vehicles and other
alternative energy based vehicles will gain broad acceptance in any economic environment or, if they do, that
they will result in increased sales of our hybrid vehicles and advanced fuel system products. Our business
depends on auto manufacturers’ timing for pre-production development programs and commercial production. If
there are delays in the advancement of OEM alternative fuel technologies or in our OEM customers’ internal
plans for advanced vehicle commercialization, our financial results could be adversely affected.

Our ability to design and manufacture powertrain and fuel systems for hybrid, hydrogen and fuel cell,
hydrogen applications that can be integrated into new vehicle platforms will be critical to our business and
our ability to successfully complete existing development programs.

We are currently developing and integrating an advanced hybrid propulsion system for a production intent
vehicle. This hybrid electric drive system, including a battery software management system, is being designed to
meet strict design and packaging requirements of our affiliate, Fisker Automotive. In addition, we currently offer
packaged fuel systems, which include tanks, brackets, electronics, software and other components required to
allow these products to operate in fuel cells, hybrids, or other alternative fuel applications. Customers for these
systems require that these products meet either their strict design standards or OEM level standards that can vary
by jurisdiction. Compliance with these requirements has resulted in increased development, manufacturing,
warranty and administrative costs. A significant increase in these costs could adversely affect our business,
results of operations and financial condition. If we fail to meet OEM or customer specifications on a timely basis.
our existing or future relationships with our OEM and other customers may be harmed, which would have a
material adverse effect on our business, results of operations and financial condition.

To be commercially viable, our products and systems generally must be integrated into products
manufactured by OEMs. We can offer no assurance that OEMs will manufacture appropriate products or, if they
do manufacture such products, that they will choose to use our hybrid and fuel cell products and systems. Any
integration, design, manufacturing or marketing problems encountered by OEMs could adversely affect the
market for our hybrid and fuel cell products and systems, and our business, results of operations and financial
condition.

Our revenue is highly concentrated among a small number of customers.

A large percentage of our revenue is typically derived from a small number of customers and we expect this
trend to continue. During fiscal year 2009, our revenues from Fisker Automotive comprised 59% of our total
revenues and we expect our revenues from Fisker Automotive in fiscal year 2010 to again represent a substantial
portion of our total revenues. Our customer arrangements, including our arrangements with Fisker Automotive,
generally are non-exclusive, have no long-term volume commitments and are often done on a purchase order
basis. We cannot be certain that customers that have accounted for significant revenue in past periods will
continue to purchase our products and services. Accordingly, our revenue and results of operations may vary
substantially from period to period. We are also subject to credit risk associated with the concentration of our
accounts receivable from our customers. If one or more of our significant customers were to cease doing business
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with us, significantly reduce or delay its purchases from us or fail to pay us on a timely basis, our business,
financial condition and results of operations could be materially adversely affected.

Decrease in demand or price for solar cells could have an adverse effect on our financial statements.

We, through our affiliate Asola, have entered into a long-term supply agreement under which we have
agreed to purchase solar cells with a cumulative power of 77.5 mega watts peak (MWp) through December 31,
2017 at pre-determined quantities that could cause us to hold larger than expected quantities of inventory on hand
as a result of future decreased demand, and at pre-determined prices that could be above market rates in the
future that could cause us to incur losses on the sale of products manufactured utilizing the solar cells. The spot
trading prices for solar cell deliveries in calendar 2009 have decreased to levels that are currently below prices
that we have secured for this applicable period under our long-term supply agreement. Asola has engaged in
negotiations with the supplier of the solar cells to adjust the stated pricing under the supply agreement in a fair
and reasonable manner to account for the change in economic circumstances under a “loyalty clause” of the
supply agreement. These negotiations have not been successful and the supplier of the solar cells and Asola is
pursuing legal recourse against Asola. It is possible that these negotiations and legal outcomes will determine
that the contract pricing will either not be amended or that the amended prices could result in future losses on the
sale of products manufactured utilizing the solar cells. If it is determined that a loss is probable on our remaining
commitments to purchase the solar cells, we will be required to record a charge in the future for the difference
between our remaining unconditional commitments and our estimated net realizable value and that charge could
be material. See further discussion at Off Balance Sheet Disclosures in Item 7 Management’s Discussion and
Analysis of Financial Condition and Results of Operations.

Past acquisitions and any future acquisitions, equity investments, joint ventures, strategic alliances or
other similar transactions may not be successful.

We have consummated and may continue to consummate acquisitions, equity investments, joint ventures
and strategic alliances in order to provide increased capabilities to our existing products, supply new products
and services or enhance our distribution channels. We expect to continue to make strategic acquisitions of and
investments in other businesses that offer complementary products, services and technologies, augment our
market segment coverage, geographic locations, or enhance our technological capabilities. We may also enter
into strategic alliances or joint ventures to achieve these goals. If we fail to integrate acquired businesses
successfully into our existing businesses, or incur unforeseen expenses in consummating future acquisitions or
other investments, we could incur unanticipated expenses and losses.

We cannot provide any assurance that we will be able to identify suitable acquisition, investment, alliance,
or joint venture opportunities or that we will be able to consummate any such transactions or relationships on
terms and conditions acceptable to us, or that those transactions or relationships will be successful.

Any transactions or relationships will be accompanied by the risks commonly encountered with those
matters. Risks that could have a material adverse affect on our business, results of operations or financial
condition include, among other things:

+ the difficulty of assimilating the operations and personnel of acquired businesses;
* the potential disruption of our ongoing business,

» the distraction of management from our business;

+ the unexpected loss of customers of the acquired business;

« the potential inability of management to maximize our financial and strategic position as a result of an
acquisition or investment;
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+ the potential for costs and delays in implementing, and the potential difficulty in maintaining uniform
standards, controls, procedures and policies, including the integration of different information systems:

» the impairment of relationships with employees and customers as a result of any integration of new
management personnel;

 the risk of entering market segments in which we have no or limited direct prior experience and where
competitors in such market segments have stronger market segment positions;

* the risk that there could be deficiencies in the internal controls of any acquired company or investments
that could result in a material weakness in our overall internal controls taken as a whole;

» the potential loss of key employees of an acquired company; and

 the potential dilution of earnings through acquisitions and options granted to employees of acquired
companies or businesses.

Future acquisitions or investments could result in our incurrence of additional debt and contingent liabilities.
including environmental, tax or other liabilities. These liabilities could have a material adverse effect on our
business, our ability to generate cash and ability to make required payments on our debt.

Failure to secure financing for Quantum Solar could adversely affect our operating results

We have a long-term lease agreement for our 88,000 square foot facility located in Irvine, California, which
is currently underutilized. We intend for our subsidiary, Quantum Solar, to use that facility as its solar panel
manufacturing facility. We also have made deposits totaling approximately $2.1 million on solar manufacturing
equipment to be used by Quantum Solar.

If we are unable to secure sufficient capital to fund the commissioning of solar manufacturing plant and
Quantum Solar’s operations, the cost associated with maintaining the Irvine facility will adversely affect our
operations as long as it continues to be underutilized and we could forfeit the equipment deposits.

Future acquisitions could harm our operating results and share price.

Any acquisitions could materially harm our operating results as a result of issuances of dilutive equity
securities or payment of cash. In addition, the purchase price of any acquired businesses may exceed the current
fair values of the net tangible assets of the acquired businesses. As a result, we would be required to record
material amounts of goodwill, and other intangible assets, which could result in significant impairment and
amortization expense in future periods. These charges, in addition to the results of operations of such acquired
businesses, could have a material adverse effect on our business, financial condition, cash flows and results of
operations. We cannot forecast the number, timing or size of future acquisitions, or the effect that any such
acquisitions might have on our operating or financial results.

We could become subject to stockholder litigation associated with our merger with and subsequent
disposition of the Tecstar Automotive Group business segment.

Stockholders of companies involved in mergers sometimes file lawsuits that allege, among other things.
improprieties in the manner in which mergers or dispositions of business units were approved or executed. We
are not aware of any stockholder claims or potential claims with respect to our merger with or subsequent
disposition of the Tecstar Automotive Group business segment, but such claims could arise in the future. Any
such claims, whether or not resolved in our favor, could divert our management and other resources from the
operation of our business and otherwise result in unexpected and substantial expenses that adversely and
materially impact our operating results.
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We may never be able to introduce commercially viable hybrid propulsion systems and hydrogen
products.

We do not know whether or when we will successfully introduce commercially viable hybrid propulsion
systems and hydrogen products. We have produced and are currently demonstrating a number of test and
evaluation systems and are continuing efforts to decrease the costs of these products and systems and to improve
their overall functionality and efficiency. However, we must complete substantial additional product
development and engineering validation on these hybrid propulsion and hydrogen products and systems before
we can introduce commercially viable hybrid propulsion and hydrogen products and systems. Even if we are able
to do so, these efforts will still depend upon the success of other companies in producing related and necessary
products for use in conjunction with commercially viable hybrids, fuel cells and other hydrogen applications.

A mass market for hybrid, plug-in electric hybrid and hydrogen products and systems may never develop
or may take longer to develop than anticipated.

Plug-in electric hybrid, fuel cell and hydrogen systems represent emerging technologies, and we do not
know whether consumers will adopt these technologies on a large scale or whether OEMs will incorporate these
technologies into their products. In particular, if a mass market fails to develop, or develops more slowly than
anticipated, for plug-in electric hybrid and hydrogen powered transportation applications, we may be unable to
recover our expenditures to develop our fuel systems for hydrogen applications and may be unable to achieve or
maintain profitability, any of which could negatively impact our business. Estimates for the development of a
mass market for fuel cell products and systems have lengthened in recent years and we believe may continue to
lengthen as a result of the success of hybrid and electric-based vehicle technologies. Many factors that are
beyond our control may have a negative effect on the development of a mass market for fuel cells and our fuel
systems for hydrogen applications. These factors include the following:

» downturn in the economic environment which may continue to put downward pressure on the price of
oil and negatively impact hydrogen and fuel cell vehicle development spending;

» cost competitiveness and physical size of fuel cell systems and “balance of plant” components (fuel
metering and regulation, bi-directional flow monitoring, sensors, etc.);

+ availability, future costs and safety of hydrogen, natural gas and other potential fuel cell fuels;
» consumer acceptance of hydrogen or alternative fuel products;

+ government funding and support for the development of hydrogen vehicles and hydrogen fuel
infrastructure;

+ the willingness of OEMs to replace current technology;
« consumer perceptions of hydrogen systems;
¢ regulatory requirements; and

+ emergence of newer, breakthrough technologies and products within the automotive industry.

Evolving customer design requirements, product specifications and testing procedures could cause order
delays or cancellations.

We have experienced delays in shipping our products in the past as a result of changing customer
specifications and testing procedures. Due to the dynamic nature of hybrid and hydrogen fuel cell technology,
changes in specifications are common and may result in delayed shipments, order cancellations or higher
production costs. Evolving design requirements or product specifications may adversely affect our business or
financial results.
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The terms and enforceability of many of our strategic partner relationships are uncertain.

We have entered into relationships with strategic partners for design, product development and distribution
of our existing products, and products under development, some of which may not have been documented by a
definitive agreement. Where definitive agreements govern the relationships between us and our partners, the
terms and conditions of many of these agreements allow for termination by the partners. Termination of any of
these agreements could adversely affect our ability to design, develop and distribute these products to the
marketplace. Although substantially all of our current revenues are attributable to enforceable written or verbal
agreements, we do have several strategic relationships that are governed by a nonbinding memorandum of
understanding or letters of intent. We cannot provide any assurance that we will be able to successfully negotiate
and execute definitive agreements with any of these potential partners, and failure to do so may effectively
terminate the relevant relationship.

We currently face and will continue to face significant competition.

Our products face and will continue to face significant competition. New developments in technology may
negatively affect the development or sale of some or all of our products or make our products uncompetitive or
obsolete. Other companies, many of which have substantially greater resources, are currently engaged in the
development of plug-in electric hybrid, hydrogen and electric hybrid propulsion products and technologies that
are similar to, or may be competitive with, certain of our products and technologies.

Because the plug-in electric hybrid, fuel cell and hybrid propulsion technologies have the potential to replace
existing power sources, competition for plug-in electric, fuel cell and hybrid products will come from current power
technologies, from improvements to current power technologies and from new alternative power technologies.
Increases in the market for alternative fueled vehicles may cause OEMs to find it advantageous to develop and
produce their own hybrid propulsion or fuel management equipment rather than purchase the equipment from us. In
addition, greater acceptance of plug-in electric hybrid, electric vehicles and alternative fuel engines or fuel cells may
result in new competitors. Furthermore, there are competitors, including OEMs, working on developing other
plug-in electric, fuel cell and hybrid vehicle technologies in our targeted markets. A large number of corporations,
national laboratories and universities in the United States, Canada, Europe and Japan possess plug-in electric, fuel
cell and hybrid vehicle technology and/or are actively engaged in the development and manufacture of plug-in
electric, fuel cells and hybrid vehicles. Each of these competitors has the potential to capture market share in various
markets, which would have a material adverse effect on our position in the industry and our business, results ot
operations and financial condition. Many of our competitors have financial resources, customer bases, businesses or
other resources which give them significant competitive advantages.

We depend on our intellectual property, and our failure to protect that intellectual property could
adversely affect our future growth and success.

Our failure to protect our existing intellectual property rights may result in the loss of exclusivity or the right
to use our technologies. If we do not adequately ensure our freedom to use certain technology, we may have to
pay others for rights to use their intellectual property, pay damages for infringement or misappropriation, and/or
be enjoined from using such intellectual property.

We have not conducted formal evaluations to confirm that our technology and products do not or will not
infringe upon the intellectual property rights of third parties. As a result, we cannot be certain that our technology
and products do not or will not infringe upon the intellectual property rights of third parties. If infringement were
to occur, our development, manufacturing, sales and distribution of such technology or products may be
disrupted.

We rely on patent, trade secret, trademark and copyright law to protect our intellectual property. Our patent
position is subject to complex factual and legal issues that may give rise to uncertainty as to the validity, scope
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and enforceability of a particular patent. Accordingly, we cannot assure you that any of the patents we have filed
or other patents that third parties license to us will not be invalidated, circumvented, challenged, rendered
unenforceable, or licensed to others or that any of our pending or future patent applications will be issued with
the breadth of claim coverage we seek, if issued at all.

Effective patent, trademark, copyright and trade secret protection may be unavailable, limited or not applied
for in certain foreign countries. For instance, it may be difficult for us to enforce certain of our intellectual
property rights against third parties who may have inappropriately acquired interests in our intellectual property
rights by filing unauthorized trademark applications in foreign countries to register our marks because of their
familiarity with our business in the United States.

Some of our proprietary intellectual property is not protected by any patent or patent application, and,
despite our precautions, it may be possible for third parties to obtain and use such intellectual property without
authorization. We have generally sought to protect such proprietary intellectual property in part by
confidentiality agreements and, if applicable, inventors’ rights agreements with strategic partners and employees,
although such agreements have not been put in place in every instance. We cannot guarantee that these
agreements adequately protect our trade secrets and other intellectual property or proprietary rights. In addition,
we cannot assure you that these agreements will not be breached, that we will have adequate remedies for any

breach or that such persons or institutions will not assert rights to intellectual property arising out of these
relationships. Furthermore, the steps we have taken and may take in the future may not prevent misappropriation

of our solutions or technologies, particularly in respect of officers and employees who are no longer employed by
us or in foreign countries where laws or law enforcement practices may not protect our proprietary rights as fully
as in the United States.

Our failure to obtain or maintain the right to use certain intellectual property may negatively affect our
business.

Our future success and competitive position depends in part upon our ability to obtain or maintain certain
proprietary intellectual property used in our principal products. This may be achieved, in part, by prosecuting claims
against others who we believe are infringing our rights and by defending claims of intellectual property infringement
brought by others. While we are not currently engaged in any material intellectual property litigation, in the future we
may commence lawsuits against others if we believe they have infringed our rights, or we may become subject to
lawsuits alleging that we have infringed the intellectual property rights of others. For example, to the extent that we
have previously incorporated third-party technology and/or know-how into certain products for which we do not have
sufficient license rights, we could incur substantial litigation costs, be forced to pay substantial damages or royalties,
or even be forced to cease sales in the event any owner of such technology or know-how were to challenge our
subsequent sale of such products (and any progeny thereof). In addition, to the extent that we discover or have
discovered third-party patents that may be applicable to products or processes in development, we may need to take
steps to avoid claims of possible infringement, including obtaining non-infringement or invalidity opinions and, when
necessary, re-designing or re-engineering products. However, we cannot assure you that these precautions will allow
us to successfully avoid infringement claims. Our involvement in intellectual property litigation could result in
significant expense to us, adversely affect the development of sales of the challenged product or intellectual property
and divert the efforts of our technical and management personnel, whether or not such litigation is resolved in our
favor. In the event of an adverse outcome in any such litigation, we may, among other things, be required to:

 pay substantial damages;

« cease the development, manufacture, use, sale or importation of products that infringe upon other
patented intellectual property;

+ expend significant resources to develop or acquire non-infringing intellectual property;

« discontinue processes incorporating infringing technology; or
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* obtain licenses to the infringing intellectual property.

We cannot assure you that we would be successful in any such development or acquisition or that any such
licenses would be available upon reasonable terms, if at all. Any such development, acquisition or license could
require the expenditure of substantial time and other resources and could have a material adverse effect on our
business, results of operations and financial condition.

We have limited experience manufacturing hybrid propulsion and fuel systems for fuel cell applications on
a commercial basis.

To date, we have limited experience manufacturing propulsion and fuel systems for hybrid, plug-in electric
hybrid, fuel cell and hydrogen applications on a commercial basis. In order to produce propulsion systems for
hybrid and fuel cell applications at affordable prices, we will have to produce hybrid and fuel cell drive systems
through high volume automated processes. We do not know whether we, or our suppliers, will be able to develop
efficient, automated, low-cost manufacturing capability and processes that will enable us to meet the quality,
price, engineering, design and production standards, or production volumes required to successfully mass market
our propulsion systems for hybrid and fuel cell applications. Even if we, or our suppliers, are successful in
developing our high volume manufacturing capability and processes, we do not know whether we will do so in
time to meet our product commercialization schedules or to satisfy the requirements of customers. Our failure to
develop such manufacturing processes and capabilities could have a material adverse effect on our business,
results of operations and financial condition.

We may not meet our product development and commercialization milestones.

We have product development programs that are in the pre-commercial stage. The success of each product
development program is highly dependent on our correct interpretation of commercial market requirements, and
our translation of those requirements into applicable product specifications and appropriate development
milestones. If we have misinterpreted market requirements, or if the requirements of the market change, we may
develop a product that does not meet the cost and performance requirements for a successful commercial
product. In addition, if we do not meet the required development milestones, our commercialization schedules
could be delayed, which could result in potential purchasers of these products declining to purchase additional
systems or choosing to purchase alternative technologies. Delayed commercialization schedules may also impact
our cash flow, which could require increased funding.

Our business could suffer if we fail to attract and maintain key personnel.

Our future depends, in part, on our ability to attract and retain key personnel, including engineers.
technicians, machinists and management personnel. For example, our research and development efforts depend
on hiring and retaining qualified engineers. Competition for highly skilled engineers is extremely intense, and we
may experience difficulty in identifying and hiring qualified engineers in many areas of our business. Our future
also depends on the continued contributions of our executive officers and other key management and technical
personnel, each of whom would be difficult to replace. We do not maintain a key person life insurance policy on
our chairman of the board, our chief executive officer, or our chief financial officer. The loss of the services of
one or more of our senior executive officers or key personnel, or the inability to continue to attract qualified
personnel, could delay product development cycles or otherwise materially harm our business, results of
operations and financial condition.

We may be subject to warranty claims, and our provision for warranty costs may not be sufficient.

We may be subject to increased warranty claims as our products go to production due to longer warranty
periods. In response to consumer demand, vehicle manufacturers have been providing, and may continue to
provide, increasingly longer warranty periods for their products. As a consequence, these manufacturers require
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their suppliers, such as us, to provide correspondingly longer product warranties. As a result, we could incur
substantially greater warranty claims in the future.

Our business may be subject to product liability claims or product recalls, which could be expensive and
could result in a diversion of management’s attention.

The automotive industry experiences significant product liability claims. As a supplier of products and
systems to automotive OEMs, we face an inherent business risk of exposure to product liability claims in the
event that our products, or the equipment into which our products are incorporated, malfunction and result in
personal injury or death. We may be named in product liability claims even if there is no evidence that our
systems or components caused the accidents. Product liability claims could result in significant losses as a result
of expenses incurred in defending claims or the award of damages. The sale of systems and components for the
transportation industry entails a high risk of these claims. In addition, we may be required to participate in recalls
involving these systems if any of our systems prove to be defective, or we may voluntarily initiate a recall or
make payments related to such claims as a result of various industry or business practices or the need to maintain
good customer relationships. Our other products may also be subject to product liability claims or recalls. We
cannot assure you that our product liability insurance will be sufficient to cover all product liability claims, that
such claims will not exceed our insurance coverage limits or that such insurance will continue to be available on
commercially reasonable terms, if at all. Any product liability claim brought against us could have a material
adverse effect on our reputation and business.

Our insurance may not be sufficient.

We carry insurance that we consider adequate in regard to the nature of the covered risks and the costs of
coverage. We are not fully insured against all possible risks, nor are all such risks insurable.

Our business may become subject to future product certification regulations, which may impair our ability
to market our products.

We must obtain product certification from governmental agencies, such as the U.S. Environmental
Protection Agency and the California Air Resources Board, to sell certain of our products in the United States
and internationally. A significant portion of our future sales will depend upon sales of fuel management products
that are certified to meet existing and future air quality and energy standards. We cannot assure you that our
products will continue to meet these standards. The failure to comply with these certification requirements could
result in the recall of our products or in civil or criminal penalties.

We anticipate that regulatory bodies will establish certification procedures and impose regulations on fuel
cell enabling technologies, which may impair our ability to distribute, install and service these systems. Any new
government regulation that affects our advanced fuel technologies, whether at the foreign, federal, state or local
level, including any regulations relating to installation and servicing of these systems, may increase our costs and
the price of our systems. As a result, these regulations may have a negative impact on our business, results of
operations and financial condition.

Failure to comply with applicable environmental and other laws and regulations could adversely affect our
business and harm our results of operations.

We use hazardous materials in our research and development and manufacturing processes, and as a result
are subject to federal, state, local and foreign regulations governing the use, storage, handling and disposal of
these materials and hazardous waste products that we generate. Although we believe that our procedures for
using, handling, storing and disposing of hazardous materials comply with legally prescribed standards, we
cannot completely eliminate the risk of contamination or injury resulting from hazardous materials and we may

incur liability as a result of any such contamination or injury. In the event of an accident, including a discharge of
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hazardous materials into the environment, we could be held liable for damages or penalized with fines, and the
liability could exceed our insurance and other resources. We have also incurred and may continue to incur
expenses related to compliance with environmental laws. Such future expenses or liability could have a
significant negative impact on our business, financial condition and results of operations. Further, we cannot
assure you that the cost of complying with these laws and regulations will not materially increase in the future.

We are also subject to various other federal, state, local and foreign laws and regulations. Failure to comply
with applicable laws and regulations, including new or revised safety or environmental standards, could give rise
to significant liability and require us to incur substantial expenses and could materially harm our results of
operations.

New technologies could render our existing products obsolete.

New developments in technology may negatively affect the development or sale of some or all of our
products or make our products obsolete. A range of other technologies could compete with plug-in electric
hybrid, fuel cell, hydrogen, hybrid or other technologies on which our automotive business is currently focused.
Our success depends upon our ability to design, develop and market new or modified hybrid and fuel cell
products and systems. Our inability to enhance existing products in a timely manner or to develop and introduce
new products that incorporate new technologies, conform to increasingly stringent emission standards and
performance requirements and achieve market acceptance in a timely manner could negatively impact our
competitive position. New product development or modification is costly, involves significant research,
development, time and expense and may not necessarily result in the successful commercialization of any new
products.

Changes in environmental policies could hurt the market for our products.

The market for plug-in electric hybrid, fuel cell, hybrid and other forms of alternative fuel vehicles and
equipment and the demand for our products are driven, to a significant degree, by local, state and federal
regulations that relate to air quality, greenhouse gases and pollutants, and that require the purchase of motor
vehicles and equipment operating on alternative fuels or fuel cells. Similarly, foreign governmental regulations
also affect our international business. These laws and regulations may change, which could result in
transportation or equipment manufacturers abandoning or delaying their interest in alternative fuel and fuel cell
powered vehicles or equipment. In addition, a failure by authorities to enforce current domestic and foreign laws
or to adopt additional environmental laws could limit the demand for our products.

Although many governments have identified as a significant priority the development of alternative energy
sources, and fuel cells in particular, we cannot assure you that governments will not change their priorities or that
any change they make would not materially affect our revenue or the development of our products.

The development of uniform codes and standards for hydrogen fuel cell vehicles and related hydrogen
refueling infrastructure may not develop in a timely fashion.

Uniform codes and standards do not currently exist for fuel cell systems, fuel cell components or the use of
hydrogen as a vehicle fuel. Establishment of appropriate codes and standards is a critical element to allow fuel
cell system developers, fuel cell component developers and hydrogen storage and handling companies to develop
products that will be accepted in the marketplace.

All fuels, including hydrogen, pose significant safety hazards, and hydrogen vehicles have not yet been
widely used under “real-world” driving conditions. Ensuring that hydrogen fuel is safe to use by the car-driving
public requires that appropriate codes and standards be established that will address certain characteristics of
hydrogen and the safe handling of hydrogen fuels.

The development of fuel cell and hydrogen fuel applicable standards is being undertaken by numerous
organizations, including the American National Standards Institute, the American Society of Mechanical
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Engineers, the European Integrated Hydrogen Project, the International Code Council, the International
Standards Organization, the National Fire Protection Association, the National Hydrogen Association, the
Society of Automotive Engineers, the Canadian Standards Association, the American National Standards
Institute and the International Electrotechnical Commission. Given the number of organizations pursuing
hydrogen and fuel cell codes and standards, it is not clear whether universally accepted codes and standards will
result and, if so, when.

Although many organizations have identified as a significant priority the development of codes and
standards, we cannot assure you that any resulting codes and standards would not materially affect our revenue or
the commercialization of our products.

The recently completed restatement of our historical financial statements has already consumed, and may
continue to consume, a significant amount of our resources and may have a material adverse effect on our

business and stock price.

In October 2009, we announced that our previously issued consolidated financial statements for the fiscal
years ended April 30, 2007 and April 30, 2008 on Form 10-K and each of the quarterly condensed consolidated
financial statements on Form 10-Q for the periods ended October 31, 2006 through January 31, 2009 could no
longer be relied upon due to errors identified in the accounting for and classification of derivative instruments
associated with debt arrangements and warrant contracts. The restatement process was highly time and resource-
intensive and involved substantial attention from management and significant legal and accounting costs.
Although we have now completed the restatement, we cannot guarantee that we will have no further inquiries
from the SEC or NASDAQ regarding our restated financial statements or matters relating thereto.

Further, many companies that have been required to restate their historical financial statements have
experienced stockholder lawsuits related thereto. Any future inquiries from the SEC as a result of the restatement
of our historical financial statements will, regardless of the outcome, likely consume a significant amount of our
resources in addition to those resources already consumed in connection with the restatement itself.

If we fail to maintain an effective system of internal control over financial reporting, we may not be able to
accurately report our financial results, and current and potential stockholders may lose confidence in our
financial reporting.

We are required by the SEC to establish and maintain adequate internal control over financial reporting that
provides reasonable assurance regarding the reliability of our financial reporting and the preparation of financial
statements in accordance with generally accepted accounting principles. We are likewise required, on a quarterly
basis, to evaluate the effectiveness of our internal controls and to disclose any changes and material weaknesses
in those internal controls.

As described in greater detail elsewhere in this Annual Report, in connection with the restatement process,
we identified a material weakness in our internal control over financial reporting. This material weakness
primarily relates to our misapplication of Statement of Financial Accounting Standards No. 133, “Accounting
For Derivative Instruments and Hedging Activities” (FAS 133), and Emerging Issues Task Force (EITF) 00-19,
“Accounting for Derivative Financial Instruments Indexed to, and Potentially Settled in, a Company’s Own
Stock” (EITF 00-19), as it related to the accounting for and classification of embedded features contained within
certain debt instruments and warrant instruments dating back to October 2006 that we had previously classified
as equity. Upon a reassessment of those financial instruments, we determined that we had incorrectly accounted
for certain derivative liabilities contained in those financial instruments. Given this material weakness,
management was unable to conclude that we maintained effective internal control over financial reporting as of
April 30, 2009.

Since the determination regarding our material weakness, we have devoted significant effort and resources
to the remediation and improvement of our internal control over financial reporting for derivative instruments. In
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particular, we have expanded our knowledge of the application of FAS 133 and EITF 00-19 and revised our
internal review process to better identify derivative financial instruments. Although we believe that these efforts
and resources have strengthened our internal control over financial reporting and address the concern that gave
rise to the material weakness as of April 30, 2009, we cannot be certain that our expanded knowledge and revised
internal control practices will ensure that we maintain adequate internal control over our financial reporting in
future periods. Any failure to maintain such internal controls could adversely impact our ability to report our
financial results on a timely and accurate basis. If our financial statements are not accurate, investors may not
have a complete understanding of our operations. Likewise, if our financial statements are not filed on a timely
basis as required by the SEC and NASDAQ, we could face severe consequences from those authorities. In either
case, there could result a material adverse affect on our business. Inferior internal controls could also cause
investors to lose confidence in our reported financial information, which could have a negative effect on the
trading price of our stock.

Provisions of Delaware law and of our Certificate of Incorporation and Bylaws may make a takeover or
change in control more difficult.

Provisions in our Certificate of Incorporation and Bylaws, and of Delaware corporate law, may make it
difficult and expensive for a third party to pursue a tender offer, change in control or takeover attempt that our
management and Board of Directors oppose. Public stockholders that might desire to participate in one of these
transactions may not have an opportunity to do so. Our Certificate of Incorporation and Bylaws provide for the
following:

* astaggered Board of Directors, which makes it difficult for stockholders to change the composition of
the Board of Directors in any one year;

* the exclusive right of the Board of Directors to change the number of directors and fill vacancies on the
Board of Directors, which could make it more difficult for a third party to obtain control of the Board
of Directors;

* authorizing the issuance of preferred stock which can be created and issued by the Board of Directors
without prior stockholder approval, commonly referred to as “blank check” preferred stock, with rights
senior to those of our Common Stock, which could make it more difficult or expensive for a third party
to obtain voting control of us;

* advance notice requirements for director nominations or other proposals at stockholder meetings;

*  prohibiting stockholder action by written consent, which could delay a third party from pursuing an
acquisition; and

* requiring the affirmative vote of holders of at least two-thirds of our outstanding voting stock to amend
certain provisions in our Certificate of Incorporation and Bylaws, and requiring the affirmative vote of
80% of our outstanding voting stock to amend certain other provisions of our Certificate of
Incorporation and Bylaws, which could make it more difficult for a third party to remove the provisions
we have included to prevent or delay a change of control.

These anti-takeover provisions could substantially impede the ability of public stockholders to benefit from
a change in control or to change our management and the Board of Directors.

Item 1B. Unresolved Staff Comments.

Not Applicable.
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Item 2.  Properties.

Our corporate headquarters is located in Irvine, California. The facility in Irvine is leased from Cartwright,
LLC (Cartwright). Cartwright is owned by our chief executive officer, our chairman of the board and parties
unrelated to us.

Our facility in Lake Forest, California conducts the research and development for our Q-Drive hybrid
electric propulsion system and other hybrid technologies, production of systems and technologies that enable the
use of gaseous fuels in internal combustion engines and fuel cells, including hydrogen systems integration,
validation and certification for concept, prototype and production vehicles. The center additionally conducts
research and development of advanced fuel delivery and electronic control systems for light- and medium-duty
OEM alternative fuel vehicles and for fuel cell applications, including transportation.

As of January 15, 2010, we utilize manufacturing, research and development and general office facilities in
the locations set forth below:

Approximate Lease
Square Owned or  Expiration
Location Footage Leased Date Principal Uses
Irvine, California . .. .............. 88,000 Leased 10/31/15 Corporate offices
Lake Forest, California ............ 156,000 Leased 5/31/15 Manufacturing, assembly, design,
research and development, and
testing

We believe our facilities are presently adequate for our current core product manufacturing operations and
OEM development programs and production; however, our existing facilities are currently underutilized.
Specifically, our facilities in Lake Forest, California include a 60,000 light industrial building that is unoccupied
and we only utilize approximately 20% of our available space in our Irvine, California facility for our corporate
offices. We anticipate that the unoccupied portions of our facilities will be fully utilized as we expand our
operations in the hybrid vehicle and solar industries. If we require additional facilities, we believe we will be able
to obtain suitable space on commercially reasonable terms.

Item 3. Legal Proceedings.

We are not currently a party to any material legal proceeding. From time to time, we receive claims of and
become subject to product liability, employment, intellectual property and other commercial litigation related to
the conduct of our business. Such litigation, regardless of its merit or outcome, could be costly and time
consuming and could divert our management and other key personnel from our business operations. The
uncertainty of litigation increases the risks associated with it. In connection with such litigation, we may be
subject to significant damages or equitable remedies relating to the operation of our business. Any such litigation
may materially harm our business, results of operations and financial condition.

Item 4. Submission of Matters to a Vote of Security Holders.

No matters were submitted to a vote of security holders during the fourth quarter of fiscal year ended

April 30, 2009.
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PART II

Item 5.  Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities.

Our Common Stock has been traded on the Nasdaq Global Market (f/k/a the Nasdaq National Market) under
the symbol “QTWW?” since July 23, 2002. Our Series B Common Stock is not publicly traded. The table below
sets forth, for the periods indicated, the high and low daily sales prices for our Common Stock as reported on the
Nasdaq Global Market:

Egl Low

Fiscal Year Ended April 30, 2008

Quarter ended July 31,2007 . ....... .. ... .. $2.30  $I1.17

Quarter ended October 31,2007 .. ... ... ... . 1.49 1.0t

Quarter ended January 31,2008 . ........ ... ... ... ... 1.30 0.37

Quarter ended April 30,2008 .. ... ... ... ... 1.48 0.55
Fiscal Year Ended April 30, 2009

Quarterended July 31,2008 . ... ... ... .. . . ... $3.22  $I1.15

Quarter ended October 31,2008 ... ... ... ... ... ... . 2.24 0.64

Quarter ended January 31,2009 ......... ... . ... . 1.33 0.53

Quarter ended April 30,2009 ....... ... ... 0.95 0.58

On January 15, 2010, the last reported sale price for our Common Stock as reported by the Nasdaq Global
Market was $1.09 per share and there were approximately 787 holders of record of our Common Stock and one
holder of record of our Series B Common Stock.

Dividend Policy

We have not paid any dividends in the past, and we do not anticipate paying any dividends on our Common
Stock in the foreseeable future because we expect to retain our future earnings for use in the operation and
expansion of our business. Our payment and amount of dividends, however, will be subject to the discretion of
our board of directors and will depend, among other things, upon our results of operations, financial condition,
cash requirements, future prospects, and other factors that may be considered relevant by our board of directors.

We did not repurchase any securities during the fourth quarter of fiscal 2009. Item 12 of Part III of this

Annual Report on Form 10-K contains information concerning securities authorized for issuance under equity
compensation plans.
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Item 6. Selected Financial Data.

The following table summarizes certain historical financial information at the dates and for the periods
indicated prepared in accordance with U.S. Generally Accepted Accounting Principles and gives effect to the
restatements described in “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” and in Note 3 to our consolidated financial statements. The Consolidated Statement of Operations
data for the years ended April 30, 2007 (as restated), 2008 (as restated) and 2009 and the Consolidated Balance
Sheet data as of April 30, 2007 (as restated) and 2008 (as restated) and 2009 have been derived from our audited
consolidated financial statements included elsewhere in this 2009 Annual Report. The Consolidated Statement of
Operations data for the year ended April 30, 2005 and 2006 and the Balance Sheet data as of April 30, 2005 and
2006 have been derived from audited financial statements not included in this 2009 Annual Report. Certain
reclassifications have been made to amounts for fiscal years 2005 through 2008 to conform to the fiscal 2009
presentation. The selected consolidated financial data should be read in conjunction with “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” and the consolidated financial
statements and notes thereto, which are included elsewhere in this 2009 Annual Report.

Year Ended April 30,
2005 2006 2007 2008 2009

(As Restated) (As Restated)
(all amounts in thousands, except per share amounts)

Statement of Operations Data:

Revenue:
Net product sales ....................ooo.t. $10672 $ 8830 $ 10,663 $11,856 $ 975
Contract revenue from affiliate ............... — —_ — 2,178 13,752
Contract revenue from non-affiliates .......... 12,310 10,952 7,016 12,463 8,531
Total TEVENUE . . ..o e e veeaeann 22,982 19,782 17,679 26,497 23,258
Cost and expenses:
Cost of productsales ....................... 9,744 9,308 9,484 10,016 2,288
Research and development .. ................ 15,735 17,775 14,146 17,499 25,177
Selling, general and administrative ............ 9,996 10,333 15,811 16,077 13,889
Amortization and impairment of intangibles . . . .. 1,660 1,661 1,674 1,676 7,021
Operating loss . .........ooiiiiiiiii (14,153) (19,295) (23.436) (18,771) (25,117)
Interest income (expense), net ................ 951 894 (16) (2,557) (3,691)
Fair value adjustments of derivatives .......... — — 1,248 (611) 27,693
Loss on modification of derivative instruments . . —_— — — -— (23,834)
Loss on settlement of derivative instruments . . .. — — (281) — (4,294)
Minority interest in losses of subsidiary ........ — 56 811 1,719 —
Equity in earnings (losses) of affiliates ......... — — 335 (733)
Other income (expense), net ................. 80 1 7 27 1,985
InCome tax eXPense . .........eevuneneen . @) ?) 2) ) 2)
Loss from continuing operations . ................. (13,129) (18,346) (21,669) (19,914)  (27,993)
Income (loss) from discontinued operations(1) .. ... .. 30 (17,187) (118,184) (66,886) —
NEt1OSS & vt ot e e e e $(13,099) $(35,533) $(139,853) $(86,800) $(27,993)
Per share data—basic and diluted:
Loss from continuing operations .................. $ (037)$ (035 $ (035 $ (026 $ (0.30)
Income (loss) from discontinued operations . ........ 0.00 0.32) (1.91) (0.87) —
NELLOSS « v ote ettt et ettt $ 037)$ 067 $ (2260 $ (1.13) § (0.30)
Weighted average number of shares outstanding—
basicand diluted(2) ....... ... .. it 35,048 53,284 61,760 76,791 92,013
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(1) Consists of the operations of Tecstar Automotive Group, Inc. since the acquisition date of March 3, 2005.
All of the historical activities of the Tecstar Automotive Group business segment have been classified as
discontinued operations in connection with the disposal of the businesses on January 16, 2008.

(2) See Note 15 of the notes to the consolidated financial statements included elsewhere in this Annual Report
for an explanation of the method used to determine the number of shares used to compute the net loss per

share.
April 30,
2005 2006 2007 2008 2009
{As Restated) (As Restated)
(all amounts in thousands)
Balance Sheet Data:
Cash and cashequivalents ................... $ 9,134 $ 4769 $ 2,526 $ 6,024 $ 2,621
Marketable securities held-to-maturity ......... 36,103 15,000 — — —
Working capital (deficit) .................... 58,369 26,435 15,159 (14,317) (24,434)
Totalassets . ............ 0., 283,752 282,309 167,543 68,786 59,883
Derivative instruments .. .................... — —_— 3,340 16,409 15,198
Long-term debt, less current portion ........... — e 22,311 29,941 18,540
Totalequity ................ccc.iiiiin. .. 219,208 191,593 80,198 1,786 5.132
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Item7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

You should read the following Management’s Discussion and Analysis of F' inancial Condition and Results
of Operations together with the consolidated financial statements and related notes included elsewhere in this
2009 Annual Report. This discussion contains forward-looking statements that involve risks and uncertainties.
Our actual results could differ materially from those anticipated in these forward-looking statements as a result
of various factors, including those described under “Risk Factors” and elsewhere in this 2009 Annual Report.

Restatement of Financial Statements

We have restated our previously issued consolidated financial statements to reflect certain accounting
adjustments. Our restated consolidated financial statements include corrections to reflect the bifurcation of
certain derivative liabilities associated with conversion features contained within two debt instruments that we
issued in January 2008 and to reflect the derivative liabilities associated with warrants that we issued in October
2006, June 2007 and August 2008.

Our Convertible Note I debt instrument (issued on January 16, 2008) contains contract provisions that
require us to (1) cause the shares delivered upon conversion of principal due under the convertible note to be duly
listed for trading on the Nasdaq Global Market (or any successor trading market, as defined) concurrently with
the issuance of such shares and (2) ensure that the holder may resell such shares pursuant to Rule 144 of the
Securities Act (subject to any applicable holding period). Further, our Term Note B debt instrument contains a
contract provision that requires us to deliver shares that may be resold pursuant to Rule 144 of the Securities Act
(subject to any applicable holding period), if we elect to make the payment of the multiplier amount feature
contained within the note using shares of our Common Stock. Based on further review of the contract provisions
and communications with the Office of the Chief Accountant of the SEC (the “OCA”), we determined in our
reassessment of the Convertible Note I and Term Note B debt instruments that compliance with these contractual
requirements is not within our control. Paragraphs 12 and 13 of EITF 00-19 states that contracts that include any
provision that could require net-cash settlement cannot be accounted for as equity, except in those limited
circumstances in which holders of the underlying shares also would receive cash. Therefore, under EITF 00-19
we must assume net cash settlement because noncompliance is not considered to be an option. As a result, we
concluded that the embedded features should be bifurcated, classified as liabilities, measured at fair value, and
marked to market each period in accordance with the provisions of SFAS 133, with the changes in fair values
being recognized in the respective period’s statement of operations.

We again reviewed all our warrant contracts and determined that we also misapplied the provisions of EITF
00-19 with respect to the warrants we issued in October 2006, June 2007 and August 2008. The warrants issued
in October 2006, June 2007 and August 2008 contain certain provisions that could potentially require us to net
cash settle the contracts in the event that a “change in control” transaction occurs and the holders of our Common
Stock would not receive cash in connection with the transaction. Accordingly, we have determined in our
reassessment that the warrants issued in October 2006, June 2007 and August 2008 should be considered
derivatives, classified as liabilities, measured at fair value, and marked to market each period in accordance with
the provisions of SFAS 133, with the changes in fair values being recognized in the respective period’s statement
of operations.

The restaternent also includes the effects of reclassifying a debt premium that resulted from the modification
of a convertible debt instrument on January 31, 2007 to equity that was previously reported as a liability. The
impact of the restatement on our previously issued financial statements is described more fully in Note 3 to our
consolidated financial statements included elsewhere in this 2009 Annual Report.
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The following table sets forth the effect of the restatement on our previously reported selected consolidated

financjal data:

Year Ended April 30,
2007 2007 2008 2008
As previously As previously
reported As restated reported As restated

(all amounts in thousands, except per share amounts)

Statement of Operations Data:

Revenue:
Netproductsales ................. ... .0 oo ... $ 10663 $ 10,663 $11,856 $ 11,856
Contract revenue from affiliate ................... — — 2,178 2,178
Contract revenue from non-affiliates ... ............ 7,016 7,016 12,463 12,463
Totalrevenue ....... ... ... .. ... ........... 17,679 17,679 26,497 26,497
Cost and expenses:
Costof productsales ........................... 9,484 9,484 10,016 10,016
Research and development ....................... 14,146 14,146 17,499 17,499
Selling, general and administrative ................ 15,811 15,811 16,077 16,077
Amortization and impairment of intangibles ......... 1,674 1,674 1,676 1,676
Operating loss .. .......... .0 i (23,436) (23,436) (18,771) (18,771)
Interest expense, net . ... ... ... e (16) (16) (2,218) (2,557)
Fair value adjustments of derivative instruments . . . . .. — 1,248 —_ (611)
Loss on settlement of derivative instruments . . ....... — (281) —_ —
Minority interest in losses of subsidiary ............ 811 811 1,719 1,719
Equity in earnings of affiliates .................... — — 335 335
Other income (expense), net .. .................... 7 7 27 27
Income tax expense ................. ..., 2) 2) 2) 2)
Loss from continuing operations ...................... (22,636) (21,669)  (18,964) (19,914)
Loss from discontinued operations .. ................... (117,893) (118,184) (66,062) (66,886)
Netloss . ... $(140,529) $(139,853) $(85,026)  $(86,800)
Per share data—basic and diluted:
Loss from continuing operations ...................... $ (©37) $ (035 $ (025 $ (0.26)
Loss from discontinued operations . .. .................. (1.91) (1.91) (0.86) (0.87)
N '$ (228 $ (226 $ (IL11) $ (1.13)
Weighted average number of shares outstanding—abasic and
diluted . ... ... . 61,760 61,760 76,791 76,791
April 30,
2007 2007 2008 2008
As previously As previously
reported As restated reported As restated
(all amounts in thousands)
Balance Sheet Data:
Cash and cashequivalents ............................ $ 2526 $ 2,526 $ 6,024 $ 6,024
Working capital (deficit) .................. ... ... ... 17,336 15,159 929 (14,317)
Totalassets ................ o, 167,543 167,543 68,786 68,786
Derivative instruments . ............ ... . ............ — 3,340 — 16,409
Long-term debt, less current portion . ................... 27,157 22,311 33,624 29,941
Totalequity ........ ... .. .. . ... .. 77,529 80,198 13,349 1,786



Company Overview

We are a fully integrated alternative energy company and a leader in the development and production of
advanced propulsion systems, energy storage technologies, and alternative fuel vehicles. We believe that we are
uniquely positioned to integrate advanced fuel system, electric drive, software control strategies and battery
control system technologies for hybrid and hydrogen vehicles based on our years of experience in vehicle-level
design, vehicle electronics, control strategies and system integration.

Our portfolio of technologies includes electronic controls, hybrid electric drive and control systems,
hydrogen storage and metering systems, and alternative fuel technologies that enable fuel efficient, low emission
hybrid, plug-in electric hybrid, fuel cell and other alternative fuel vehicles. We provide powertrain engineering,
system integration, manufacturing and assembly of packaged fuel systems and battery control systems for
vehicles and other applications including hybrids, plug-in electric hybrids, fuel cell, other alternative fuels and
hydrogen refueling. We also design, engineer and manufacture hybrid and fuel cell vehicles.

Our powertrain engineering, system integration, and assembly capabilities provide fast-to-market solutions
to support the production of hybrid and plug-in hybrid, hydrogen-powered hybrid, fuel cell, and alternative fuel
vehicles, as well as modular, transportable hydrogen refueling stations. Our customer base includes automotive
Original Equipment Manufacturers (OEMs), military and governmental agencies, aerospace, and other strategic
alliance partners.

Execution of Business Combination Agreement

Subsequent to our fiscal year end, we entered into a definitive business combination agreement with
Schneider Power, Inc. (Schneider Power) on November 24, 2009, under which we agreed to acquire all of the
outstanding shares of Schneider Power in a stock-for-stock exchange. The purchase price payable by the
Company is 0.236 of a common share of Quantum for each common share of Schneider Power. We will also
assume all of Schneider Power’s outstanding warrants. As of November 24, 2009, Schneider Power had
70.3 million common shares outstanding, 1.4 million common shares subject to in-the-money stock options and
10.7 million common shares subject to the assumed warrants. As a result, upon closing of the transaction, we will
issue approximately 16.8 million of its common shares and reserve an additional 2.5 million common shares for
issuance upon exercise of the assumed warrants. Schneider Power is an alternative energy company based in
Toronto, Ontario, Canada, with a wind and solar power generation development portfolio. The transaction is
subject to the approval of at least two-thirds of the common shareholders of Schneider Power, government
approvals and various customary terms and conditions. Upon closing, we have agreed to appoint an individual
nominated by Schneider Power to serve on Quantum’s Board of Directors. In connection with the definitive
business combination agreement, we agreed to loan Schneider Power up to $1.0 million to be used by Schneider
Power for the purposes of paying the application fee and providing application security under Ontario’s
feed-in-tariff program. Advances under the loan will accrue interest at 10.5% per year and the loan must be
repaid on or before November 23, 2010. On November 25, 2009, $0.6 million was advanced to Schneider Power
under the loan arrangement.

Financial Operations Overview

In managing our business, our management uses several financial and non-financial factors to analyze our
performance. Financial factors include forecast to actual comparisons, analysis of revenue and cost trends,
backlog of customer programs, and changes in levels of working capital. Non-financial factors include assessing
the extent to which current programs are progressing in terms of timing and deliverables and the success to which
our systems are interfacing with our customers’ vehicle applications. We also assess the degree to which we
secure additional programs or new programs from our current or new OEM customers and the level of
government funding we receive for propulsion systems and storage solutions. We also evaluate the number of
units shipped as part of current and new programs and evaluate the operations of our affiliates.

45



We expense all research and development when incurred. Research and development expense includes both
customer-funded research and development and company-sponsored research and development. Customer-
funded research and development consists primarily of expenses associated with contract revenue. These
expenses include application development costs we funded under customer contracts. We will continue to require
significant research and development expenditures over the next several years in order to commercialize our
products for hybrid, hydrogen fuel cell and alternative fuel applications.

We classify our business operations into two reporting segments: Quantum Fuel Systems and Corporate.
Prior to January 16, 2008, we had a third business segment—the Tecstar Automotive Group business segment,
which ceased operations on January 16, 2008 when we transferred substantially all of that segment’s business
operations to an affiliate of our lender. As a result of such transfer, the historical activities of the Tecstar
Automotive Group business segment are now classified as discontinued operations.

The chief operating decision maker allocates resources and tracks performance by the reporting segments.
We evaluate performance based on profit or loss from operations before interest and income taxes.

Quantum Fuel Systems Segment

All product and contract revenues for continuing operations of the Company were generated by our
Quantum Fuel Systems segment for all periods presented.

Our Quantum Fuel Systems segment supplies our advanced propulsion and fuel systems for alternative tuel
vehicles to OEM customers for use by consumers and for commercial and government fleets. Since 1997, we
have sold approximately 20,000 fuel systems for alternative fuel vehicles. We also provide our propulsion
systems and hydrogen storage products for hybrid and fuel cell applications to major OEMs and certain
governmental agencies through funded research and development contracts and on a prototype and production
intent basis. This segment’s business operations primarily consist of design, integration and supply of electric
drive and battery system technologies and manufacture and supply of packaged fuel for use in hybrid, plug-in
electric hybrid, hydrogen, fuel cell, and other alternative fuel vehicles.

O