ZENN MOTOR COMPANY INC.
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE THREE AND SIX MONTHS ENDED MARCH 31, 2011

This “Management’s Discussion and Analysis” (“MD&A”) has been prepared as of May 26, 2011 and
should be read in conjunction with the unaudited interim consolidated financial statements of ZENN
Motor Company Inc. (the “Company” or “ZMC”) for the three and six months ended March 31, 2011,
the audited consolidated financial statements for the years ended September 30, 2010 and 2009 and
the Company’s Annual Information Form (“AIF”) dated January 20, 2011. All financial amounts are
expressed in Canadian dollars unless otherwise stated. Other than financial statement data for the
years ended September 30, 2010 and 2009 which are audited, all financial analysis, data and
information set out in this MD&A are unaudited.

FORWARD-LOOKING STATEMENTS
This MD&A includes certain forward-looking statements that are based upon current expectations
which involve risks and uncertainties associated with the Company’s business and the economic
environment in which the business operates. Any statements contained herein that are not statements
of historical facts may be deemed to be forward-looking statements, which are often, but not always,
identified by the use of words such as “seek”, “anticipate”, “budget”, “plan”, “continue”, “estimate”,
“expect”, “forecast”, “may”, “will”, “project”, “predict”, “potential”, “targeting”, “intend”, “could”, “might”,
“should”, “believe” and similar words or phrases (including negative variations) suggesting future
outcomes or statements regarding an outlook. The forward-looking statements are not historical facts,
but reflect the Company’s current expectations regarding future results or events. Forward-looking
statements contained in this MD&A are subject to a number of risks and uncertainties that could cause
actual results or events to differ materially from current expectations, including the matters discussed
in the section “Risks and Uncertainties” below and the “Risk Factors” section of the Company’s AIF
dated January 20, 2011. Readers are cautioned that the foregoing lists of factors are not exhaustive.
Although the Company has attempted to identify important factors that could cause actual events and
results to differ materially from those described in the forward-looking information, there may be other
factors that cause events or results to differ from those intended, anticipated or estimated.
Forward-looking information involves known and unknown risks, uncertainties and other factors that
may cause actual results or events to differ materially from those anticipated in such forward-looking
information. The Company believes the expectations reflected in the forward-looking information are
reasonable, but no assurance can be given that these expectations will prove to be correct and
readers are cautioned not to place undue reliance on forward-looking information contained in this
MD&A.
Information contained in this MD&A relating to EEStor, Inc. (“EEStor”) or the energy storage technology
being developed by EEStor has not been reviewed by EEStor and EEStor does not assume any
responsibility for the accuracy or completeness of such information.
The forward-looking information contained in this MD&A is provided as of the date hereof and the
Company undertakes no obligation to update publicly or revise any forward-looking information,
whether as a result of new information, future events or otherwise, except as otherwise required by
law. All of the forward-looking information contained in this MD&A is expressly qualified by this
cautionary statement.

OVERVIEW OF BUSINESS
ZENN Motor Company Inc. continues to be built on the principle and belief that zero emission electric
vehicles (“EV”) will be the automobiles of the future. Given the numerous financial, environmental and
political issues associated with oil consumption, the Company foresees an inevitable shift away from
fossil fuels to the more sustainable and efficient electric drive systems for automotive transportation.
The media coverage directly addressing these issues over the past several years, and more
particularly during the last several months, and the recent significant climb in the price of crude oil and
gasoline, reinforces that the timing could not be better for zero-emission, cost effective electric
vehicles to be offered to consumers around the world. To further reinforce this shift towards socially
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responsible transportation, major automotive original equipment manufacturers (“OEMs”) continue to
accelerate the promotion of their current and future pure electric and hybrid electric vehicle programs.
The Company holds certain marketing rights, upon payment of predetermined amounts, to an energy
storage technology currently under development. If this technology is proven successful, it is expected
to reduce the weight factor of energy storage by up to 90% when compared to conventional lead-acid
batteries. The energy storage technology is explained in the Company’s AIF dated January 20, 2011
in the section entitled “EEStor Technology Agreement”. Management believes that this technology, if
proven successful, will allow the Company to develop commercially viable technologies and solutions
that will enable its customers to offer electric powered vehicles with greater speed and range and at a
lower total cost of ownership than is afforded today by conventional battery systems, opening the door
to a broader and more rapid acceptance of electric vehicle transportation solutions.
The Company’s mission is to be a global leader in enabling zero emission, energy-efficient
transportation through unique, yet widely applicable, technology offerings. The Company’s on-going
business strategy is focused on capitalizing on EEStor’s capacitor-based energy storage technology, if
and when commercialized.
Following its strategic review, referred to below, the Company has decided not to spend further
resources on the development of its ZENNergy technologies and solutions until the timeline for the
commercialization of EEStor’s technology is clearer.
The Company continually assesses the numerous announcements and developments taking place
within the rapidly evolving EV industry. Information gleaned through on-going discussions with various
OEMs and suppliers, attendance at select conferences and other market research is all helping ZMC
to define and refine the Company’s market strategy to be a global leader in enabling zero emission
transportation solutions. .

HIGHLIGHTS AND SUMMARY
The following summarizes the key events in the development of the Company during the three and six
months ended March 31, 2011 and up to the date of this MD&A:
Board and Management
•

On February 14, 2011 the Company announced the resignation of Ian Clifford as Chief Executive
Officer (CEO) and his assumption of the roles of Founder and Vice-Chair of the Board of Directors.
Mr. Clifford continues to play a key role in defining the Company’s future vision and strategic plans.
Concurrent with this change in roles, Brian Cott assumed the position of President and CEO of the
Company.

•

On March 23, 2011, the Company announced several changes to its Board of Directors. Brian Cott,
Stephen Rogers and John Wallace resigned from the Board and James Kofman, Allan Gregg and
Roger Hammock were appointed as Directors. A total of 350,000 options were issued to the new
Board members at an exercise price of $1.99. The options are exercisable over a five year period
from the date of the grant and vest evenly over the first three years.

•

Concurrent with the appointment of the new Board members, the Company announced that it would
be undertaking a strategic review of the Company’s business and operations. As part of the strategic
review, considerable time was spent in meetings and discussions with EEStor to determine the best
path for the Company going forward. The Company maintains an on-going dialog with EEStor.

•

Following the strategic review, the Company is implementing a plan to re-focus and restructure the
Company and build value through the technologies that EEStor is developing. The Company is
directing its financial resources towards supporting its investment in EEStor and its technology
agreement with EEStor.
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•

On May 16, 2011, Richard McGraw, founding Chair of the Board of Directors, resigned from the Board.
James Kofman was named Chair of the Board. Additionally, on May 16, 2011, as a result of the
strategic review and the focus of the Company on EEStor, Brian Cott stepped down as President and
CEO of the Company.

Financial Highlights
•

In the three and six months ended March 31, 2011, the Company incurred net losses of $1,601,159
and $2,419,087 respectively, compared with $2,014,839 and $3,861,228, respectively, in the
corresponding periods of the prior year. On a per share basis, for the three and six months ended
March 31, 2011, the Company incurred net losses of ($0.04) and ($0.06) respectively, compared with
($0.06) and ($0.11) respectively in the corresponding periods in the prior year.

•

The Company incurred losses from continuing operations of $1,532,784, and $2,276,272 respectively
in the three and six months ended March 31, 2011, compared to $1,051,660 and $2,124,512,
respectively, in the corresponding periods of the prior year. On a per share basis, the Company’s
losses from continuing operations were ($0.04) and ($0.06) respectively, compared to ($0.03) and
($0.06) respectively, in the prior year.

•

In the three and six months ended March 31, 2011, the Company incurred losses from discontinued
operations of $68,375 and $142,815, respectively, compared to $963,179 and $1,736,716,
respectively, in the corresponding periods of the prior year. On a per share basis, the Company’s
losses from discontinued operations for the three and six months ended March 31, 2011, were ($0.00)
and ($0.00) respectively, compared to ($0.03) and ($0.05), respectively, in the prior year.

•

During the three and six months ended March 31, 2011, the Company used $1,411,576 and
$1,822,564, respectively, of cash in its continuing operations, as compared to $1,181,584 and
$1,727,226, respectively, in the same periods of the prior year.

Other
•

On January 31, 2011, the Company issued a total of 919,300 stock options to various officers,
directors and employees. Each option is exercisable to acquire one common share at a price of $1.35.
The options vest as to one-third each year over three years and will expire five years from the date of
grant.

•

The development of EEStor’s technology is within its sole control, and further, it is within EEStor’s sole
purview to publicly announce information regarding its specific progress or timelines. The Company
may only comment on information directly related to EEStor’s progress after EEStor makes such
information public or consents to such disclosure. Although EEStor did not make any formal public
announcements during the quarter ended March 31, 2011, it has continued to add to its patent portfolio
as it relates to its energy storage technology. Additional details about EEStor's patent activity are
available in the Company’s AIF dated January 20, 2011.

DISCUSSION OF OPERATING RESULTS
Discontinued Operations
As of April 30, 2010 the Company closed its LSV production and sales operation. In concert with the
closing, effective with the June 30, 2010 financial reporting period, the Company segregated and
reported the assets, liabilities, revenue and costs related to the LSV business as discontinued
operations. The discontinued assets include all accounts receivables, inventory and prepaid expenses
specifically attributable to the LSV business. The liabilities include warranty and rebate reserves as
well as specific payables related to the LSV business. All of the Company’s operating revenues to
date are from LSV related operations and are included in this category. Also included as discontinued
operations are the expenses relating to the Saint-Jerome operation, the sales and service departments
as well as substantially all of the marketing department’s expenses. While most of the departmental
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expenses have been or will be eliminated, there will be some ongoing expenses related to provision of
warranty and parts services.
Operating results
The table on the following page summarizes the Company’s operating results for continuing
operations, segregating the loss from discontinued operations, for the three and six months ended
March 31, 2011 and 2010.
Summary Operating Results
(unaudited)

Interest Income

For the three months
ended March 31

For the six months
ended March 31

2011

2010

2011

2010

$

$

$

$

(9,001)

(9,452)

(20,087)

(20,206)

General and administrative

685,174

651,767

1,254,477

1,338,518

Engineering and development

158,268

235,120

239,538

591,003

Marketing and business development

105,213

136,699

187,176

162,973

Foreign exchange (gain) loss

(49)

(4,501)

(19)

(5,928)

Amortization
Loss from continuing operations before
undernoted items

20,933

42,027

42,941

58,152

960,538

1,051,660

1,704,026

2,124,512

Undernoted items

572,246

Loss from continuing operations
Loss from discontinued operations
Net loss for the period

1,532,784

1,051,660

572,246

-

2,276,272

2,124,512

68,375

963,179

142,815

1,736,716

1,601,159

2,014,839

2,419,087

3,861,228

Loss per share
Continuing operations

(0.04)

(0.03)

(0.06)

(0.06)

Discontinued operations

(0.00)

(0.03)

(0.00)

(0.05)

Total

(0.04)

(0.06)

(0.07)

(0.11)

The financial results above, which segregate the Company’s continuing operations from its
discontinued operations (the LSV business), indicate the substantial savings going forward from the
discontinuation of the LSV business. In the three and six months ended March 31, 2011 the Company
incurred losses directly related to the LSV business of $68,375 and $142,815, respectively, compared
to $963,179 and $1,736,716, respectively, for the corresponding period of the prior year. The
significantly reduced losses in the three and six months ended March 31, 2011 is an indication that the
shutdown of the LSV business is complete, although the Company will have continuing warranty and
service obligations which are, and will continue to be, included in discontinued operations. The
Company’s practice had been to take a provision for warranty costs upon the sale of each LSV. As of
March 31, 2011 the Company’s assessment of its warranty provision indicates there are sufficient
reserves to cover anticipated claims.
Undernoted items includes legal fees and reimbursement of a Director’s expenses totalling $370,486
(see Related Party Transactions later in this MD&A), as well as a write off of certain investments
previously made by the Company totalling $201,760.
The following tables present an analysis of the continuing operations of the Company.
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General and Administrative

(unaudited)

For the three months
ended March 31

For the six months
ended March 31

2011

2010

2011

2010

$

$

$

$

Salaries and benefits

227,861

264,971

505,996

565,155

Stock based compensation

214,320

145,623

318,475

322,534

19,993

33,224

42,634

62,968

104,561

73,871

185,475

134,378

Insurance
Legal, Audit, Regulatory
Occupancy costs

32,630

31,940

65,230

62,050

Other costs

85,809

102,138

136,667

191,433

685,174

651,767

1,254,477

1,338,518

Total

General and Administrative includes a broad range of costs including salaries and benefits, travel, and
department specific costs for a number of functional areas including Executive, Finance, Investor
Relations, Public Relations, and Administration. This group of expenses also includes rent, voice and
data services, insurance and corporate compliance costs. Unallocated production of the Saint-Jerome
facility, included in previous General and Administrative cost analyses, is excluded from the above
table, as it is now included in discontinued operations.
Salaries and Benefits costs in the three and six months ended March 31, 2011, decreased by
approximately 14% and 10%, respectively, when compared to the same periods in the prior year, as
the Company continues to carefully manage its costs. Stock based compensation increased in the
current quarter versus the prior period due primarily to the accelerated vesting of options for certain
directors and the issuance of 1,269,300 options to directors, officers and employees in the current
quarter.
Insurance costs for the current periods dropped by 40% and 32%, respectively, compared to the prior
year periods due to decreased insurance needs as the Company reduced its facilities and some of its
assets.
Legal, Audit and Regulatory increased during the three and six month periods due primarily to an
overall increase in the use of legal services, offset by reduced costs related to the Company’s AGM.
The Company’s reimbursement of certain professional and advisory fees incurred by a Director (see
“Related Party Transactions” later in this MD&A) together with the Company’s legal costs relating to
these same events and activities, totalling approximately $370,000, were excluded from General and
Administrative expenses and are disclosed separately on the Operating Statement for the three and
six months ended March 31, 2011.
Occupancy costs increased slightly due to an anticipated rent increase as per the premises lease
agreement. Other costs decreased significantly as compared to the 2010 period due to a reduction in
the use of consultants for various business activities which are no longer being pursued.
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Engineering and Development
(unaudited)

Salaries and benefits
Stock based compensation
Service and materials
Other costs
Total

For the three months
ended March 31

For the six months
ended March 31

2011

2010

2011

2010

$

$

$

$

119,457

193,169

223,553

384,352

19,891

20,650

33,593

44,962

6,075

77,615

-

2,111

18,920
158,268

19,190

(23,683)

84,074

235,120

239,538

591,003

Engineering and Development includes all costs related to ongoing product research, engineering and
development. Technical services and warranty claims costs, included in previous analyses of
Engineering and Development, have been excluded from the above analysis as they are now part of
discontinued operations. The Company did not defer any development costs in the period.
The decrease in Salaries and Benefits in the current periods versus the prior year periods is due to
decreased headcount in the Company’s engineering group as part of the Company’s continued effort
to minimize the use of its cash resources. Services and materials costs dropped significantly on a
year-to-date basis versus the respective period in the previous year, reflecting the Company’s needs
due to reduced headcount. Other costs have declined significantly as compared to the prior year. The
current year-to-date expenses were offset by the receipt of an SR&ED refund of $65,160, for which no
accrual was made. Net of the effect of that receipt, other costs decreased substantially, to $41,477 in
the current period as compared to $84,074 in the prior period, due primarily to a reduction in
headcount.
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Marketing and Business Development

(unaudited)

For the three months
ended March 31

For the three months
ended March 31

2011

2011

2010

$

$

Salaries and benefits

69,808

74,695

132,365

Stock based compensation

31,403

30,547

45,266

40,728

4,002

31,457

9,545

47,550

105,213

136,699

187,176

162,973

Other marketing related costs
Total

$

2010
$
74,695

Marketing and Business Development in the three and six months ended March 31, 2011 focused
TM
primarily on business development activities with respect to ZENNergy offerings, as well as ongoing
brand management and development. Other marketing related costs for the prior year included
recruiting and legal costs specific to issues materializing at that time, and which were not repeated in
the current year. The costs reflected above exclude those marketing and sales costs associated with
the LSV business, which are now included in discontinued operations.

QUARTERLY FINANCIAL INFORMATION
The following table sets out the quarterly results for the most recently completed eight quarters. The
results have been reclassified to reflect continuing and discontinued operations:

Quarters Ended
June 30, 2009

Loss
continuing
operations
$

Loss
discontinued
operations
$

Net loss
in period
$

(1,058,540)

(1,517,481)

September 30, 2009

(1,595,709)

(2,158,010)

(3,753,719)

December 31, 2009

(1,097,871)

(748,518)

(1,846,389)

March 31, 2010

(1,051,370)

(963,483)

(2,014,853)

June 30, 2010

(1,085,206)

(191,299)

(1,276,505)

(980,423)

(128,805)

(1,109,228)

September 30, 2010
December 31, 2010
March 31, 2011

(2,576,021)

Loss per share Loss per share
continuing
discontinued
operations
operations
$
$
(0.04)

Loss per
share
in period
$

(0.04)

(0.08)

(0.04)

(0.06)

(0.10)

(0.03)

(0.02)

(0.05)

(0.03)

(0.02)

(0.05)

(0.03)

(0.01)

(0.04)

(0.03)

0.00

(0.03)

(743,488)

(74,440)

(817,928)

(0.02)

0.00

(0.02)

(1,532,784)

(68,375)

(1,601,159)

(0.04)

0.00

(0.04)

During the three months ended September 30, 2010, the Company finalized its discontinued
operations disclosure which resulted in a reallocation in the loss from continuing to discontinued
operations in the amount of $75,059 for the 9 months ended June 30, 2010. This has resulted in
changes to the figures previously reported.
The losses related to discontinued operations reflect the results of the LSV business which declined on
a quarterly basis throughout the year as the Company exited this business segment. During the year
ended September 30, 2010 the Company realized a write-up of inventory of $206,788. There was no
inventory adjustment in the current period. Until the current quarter, the losses related to continuing
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operations showed a general downward trend reflecting the Company’s ongoing cost reduction
programs. There was an increase in loss from continuing operations in the current quarter, which was
primarily due to increased stock based compensation expense and increased legal and professional
fees comprised for the most part of the reimbursement of a Director’s expenses as described in the
Related Party Transaction section later in this MD&A.

EESTOR
The Company will only provide status updates with regard to EEStor’s progress after EEStor itself has
either made or approved the public disclosure of such information. As of the date of this MD&A, the
Company has not been made aware of any issue that would prevent EEStor from completing the
development of its technology. Reference should be made to the Company’s AIF dated January 20,
2011 for details related to EEStor’s patent activities during and since the last fiscal year.

LIQUIDITY AND CAPITAL RESOURCES
In the six months ended March 31, 2011 and up to the date of this MD&A, the Company continued to
incur losses and is drawing on its cash resources as it develops its business.
The Company’s financial liquidity is currently supported by cash, cash equivalents and short-term
investments. The Company is a development stage enterprise and is not cash flow positive. The
Company’s ongoing ability to remain liquid will depend on a number of factors including EEStor’s
development of its EESU, timing and volume of sales, future profit margins, the rate of cash
expenditure to fund ongoing operations, investments in non-cash working capital and its ability to raise
capital to fund the development of the business (see “Risks and Uncertainties”). The Company is
exploring alternatives to enhance the strength of its balance sheet.
The Company’s total cash, cash equivalents and short-term investments at March 31, 2011 was
$3,005,934 compared to a combined balance of $5,074,652 at September 30, 2010. Working capital
as at the same two dates was $2,692,722 and $4,580,376, respectively, with a reduction of
$1,229,566 experienced in the current quarter.
In the three and six months ended March 31, 2011, the Company recorded a loss related to its
discontinued LSV operation of $68,375 and $142,815, respectively, compared to a loss of $988,198
and $1,761,735, respectively, for the same periods in the prior year. Substantially all of the losses
related to the LSV operation in the current year are cash losses, and reflect the ongoing provision of
warranty and service support.
The Company’s investment policy restricts the investment of its cash balances to term deposits and
bankers’ acceptances. As well, short-term investments are invested only in high quality instruments of
financial institutions, providing the Company with very low levels of liquidity risk on its invested
financial instruments.
The Company has no long-term debt.
Based on its current operating and financial plans, management is confident the Company has
adequate cash resources on hand to fund its operations beyond the end of fiscal 2011.

CAPITAL COMMITMENTS
Except as noted below, the Company does not have any material commitments for capital assets as at
March 31, 2011 or the date of this MD&A.
The Company has a commitment with respect to its EEStor technology rights whereby payment is
contingent on EEStor achieving specific milestones. As at March 31, 2011 and the date of this MD&A,
8
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there remains one milestone payment due to EEStor in the amount of US$500,000 which is due within
15 days of independent verification of a production quality EESU meeting defined specifications. The
timing of the final payment in accordance with the EEStor Technology Agreement is dependent on
EEStor’s development and independent verification and accordingly, is not within the control of the
Company.

OFF BALANCE SHEET ARRANGEMENTS
The Company has not entered into any off balance sheet transactions.

MANAGEMENT OF CAPITAL
The Company's objective when managing capital is to maintain its ability to continue as a going
concern for the benefit of shareholders and other stakeholders. As a company focusing on
development, the Company must manage the balance between cash conservation and prudent
investment in its operations in order to further its business objectives.
Working capital management is fundamental to the broader management of capital. The Company
has a defined investment policy restricting the investment of cash balances to term deposits and
bankers’ acceptances. Non cash working capital is managed with defined business practices and
policies intended to optimize the investment and safeguard the assets.
The Company includes equity in its definition of capital. Equity is comprised of capital stock, warrant
capital, contributed surplus and deficit. The Company’s approach to raising equity has been to raise
sufficient capital to take the Company toward a target milestone, with an objective of successive
capital raises being at a higher price and therefore less dilutive for shareholders. To secure additional
capital to pursue its objectives, the Company may raise additional funds through the issuance of
equity. The Company’s ability to continue with its incremental raise strategy is a function of many
factors, including the state of the capital markets, and there is no assurance that this approach will be
practical on a go forward basis.
The Company is not subject to any external capital requirements.
There have been no changes with respect to the overall capital management strategy during the year
ended March 31, 2011.
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RELATED PARTY TRANSACTIONS
During the three months ended March 31, 2011, the Company provided Mr. Clifford, in his capacity as
a non-management Director and former CEO of the Company, a $45,000 consulting retainer
subsequent to the expiry of his employment agreement as CEO of the Company. The payment was
made to facilitate a transition of Mr. Clifford’s duties and responsibilities as CEO.
In addition, during the three months ended March 31, 2011, the Company reimbursed Mr. Clifford a
total of $325,000 for certain professional and advisory fees incurred by him in connection with various
discussions and arrangements which the Company undertook with certain shareholders of the
Company resulting in the resignation and replacement of three directors. The Company wished to
resolve these discussions in an amicable manner, and a condition of that resolution was the
reimbursement of a portion of Mr. Clifford’s expenses. Of the total amount reimbursed, $75,000 was
satisfied by the issuance of 45,150 shares of the Company to Mr. Clifford, with the remainder settled in
cash.

FINANCIAL INSTRUMENTS
Fair Value
The fair value of the investment in EEStor is not readily determinable as the common shares of
EEStor, Inc. are not traded in a public market.
Interest Rate Risk
Interest rate risk is the impact that changes in interest rates could have on the Company’s income and
liabilities. As at March 31, 2011 the Company had short-term investments totaling approximately
$2,600,000, earning a weighted average return of 0.95%.
The estimated sensitivity of the Company’s net after-tax income for the six months ended March 31,
2011, from a change in the interest rate on the Company’s short-term investments is not considered to
be material.
Currency Risk
Currency risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate
because of changes in foreign exchange rates. The Company believes its exposure to currency risk is
negligible.
Credit Risk
Credit risk arises from the possibility that the entities to which the Company sells products may
experience financial difficulties and be unable to fulfill their contractual obligations. Since the
Company no longer sells its LSV products, its sales credit risk is negligible.
Credit risk can also arise from the inability of the institutions in which the Company invests its cash and
short term investments to return the funds to the Company when due. As described in the
Management of Capital section, the Company’s investment policy restricts the investment of its cash
balances to term deposits and bankers’ acceptances. As well, short-term investments are invested
only in high quality instruments of financial institutions, providing the Company with very low levels of
liquidity risk on its invested financial instruments. As such, the Company believes it is exposed to a
very low level of credit risk on its investments.
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CRITICAL ACCOUNTING ESTIMATES AND POLICIES
The consolidated financial statements of the Company include the statements of the Company and its
wholly-owned subsidiaries ZENN Motor Company Limited, ZENN Vehicules Electriques Inc., ZENN
Capital Inc., ZENNergy Inc., 2186025 Ontario Inc., ZMC America, Inc and ZENN Limited Partnership.
The Company’s financial statements have been prepared by management in accordance with
Canadian generally accepted accounting principles. Management has made certain estimates and
assumptions that affect the reported amount of assets and liabilities. The more significant
assumptions made by management in the preparation of the Company's financial statements relate to
the impairment test of the Company’s investment in the EEStor technology marketing rights, the fair
value of the investment in shares of EEStor and the fair value of stock based payments.
Management of the Company conducts a review of the carrying value of its Technology Agreement
with EEStor on a regular basis. Management of the Company would be obliged to revalue the carrying
value of the Technology Agreement if it was in possession of information that indicated or if it believed
that the technology under development by EEStor would not or could not be developed, or if EEStor
were abandoning its development efforts for any reason. A similar assessment is applied to the
carrying value of the Company’s investment in the share capital of EEStor. Since EEStor is a private
company with no ready market for its shares, the investment is carried at cost and changes in value
are not reflected in comprehensive income.
Inventory included in discontinued operations is valued at the lower of cost and net realizable value.
Cost is determined on a first in, first out basis for production and service stock and a combination of
direct costs for materials with an allocation of labour and overhead at standard cost for work in
progress and finished goods.
Amortization of investments in property and equipment is calculated at various rates intended to reflect
the useful life of the asset.
The fair value of stock based compensation and payments are calculated using the Black Scholes
option pricing model. For stock based payments that vest on a calendar or periodic basis, such as
director or management options, the Company accrues the fair value cost during the vesting period.
The Company charges the fair value of all other stock based payments at the time of vesting.
For options granted during the three and six months ended March 31, 2011 and 2010, the following
inputs were used in the Black Scholes options pricing model:
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Black-Scholes assumptions used:

2011

Expected volatility

88.0%

Expected dividend yield

0.0%

Risk free interest rate

1.7%

Expected options life in years

3

Fair value per stock option granted on October 6, 2010

$ 0.91

Fair value per stock option granted on January 31, 2011

$ 0.76

Fair value per stock option granted on March 22, 2011

$ 1.14

Black-Scholes assumptions used:

2010

Expected volatility

82.0%

Expected dividend yield

0.0%

Risk free interest rate

1.3%

Expected options life in years

3

Fair value per stock option granted on December 8, 2009

$ 2.13

The following table summarizes stock options granted during the six months ended March 31, 2011:
Date Granted

Number Granted

Exercise Price

Expiry Date

October 6, 2010

100,000

$1.65

October 6, 2015

January 31, 2011

919,300

$1.35

January 31, 2016

March 22, 2011

350,000

$1.99

March 22, 2016

Total Granted

1,369,300

ADOPTION OF NEW ACCOUNTING POLICIES
In the six months ended March 31, 2011, the Company did not adopt any new accounting policies.

ACCOUNTING PRONOUNCEMENTS ISSUED BUT NOT YET EFFECTIVE
Business Combinations
In January 2009, the CICA issued Section 1582 "Business Combinations". This section is effective
January 1, 2011 and applies prospectively to business combinations for which the acquisition date is
on or after the first annual reporting period of the Company beginning on or after January 1, 2011,
specifically October 1, 2011 for the Company. Early adoption is permitted. This section replaces
Section 1581 "Business Combinations" and harmonizes the Canadian standards with IFRS. The
Company does not anticipate that the adoption of this standard will impact its financial results.

International Financial Reporting Standards (“IFRS”)
The CICA plans to incorporate IFRS into the CICA Handbook as a replacement for current Canadian
GAAP for most publicly accountable enterprises effective for fiscal years beginning on or after January
12
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1, 2011. The transition date of October 1, 2011 for the Company will require restatement for
comparative purposes of amounts reported by the Company for the year ended September 30, 2011.
The Company is currently assessing the adoption of IFRS for 2011 and has made some initial
determinations of the financial reporting impact of the transition to IFRS. Although the final impact has
not been determined at this time, management currently believes that the financial reporting impact of
the Company’s transition to IFRS will not be material.

IFRS TRANSITION PLAN
In January 2009, the CICA Accounting Standards Board (“AcSB”) adopted a strategic plan for the
direction of accounting standards in Canada. As part of that plan, the AcSB confirmed in February
2008 that International Financial Reporting Standards (“IFRS”) will replace Canadian GAAP for profitoriented Canadian publicly accountable enterprises.
Because the Company has a September 30 year end, the date of the Company’s first reported audited
financial statements under IFRS will be for the year ended September 30, 2012 (“Fiscal 2012”). The
Fiscal 2012 audited financial statements will require comparative data for the year ended September
30, 2011 to be prepared in accordance with IFRS.
Similarly, the Company’s first interim financial statements reported under IFRS will be for the first
quarter of Fiscal 2012 (the three months ended December 31, 2011). Again, comparative information
for the three and six months ended March 31, 2011 is a requirement and must be available for
presentation in accordance with IFRS.
The Company is however obliged to report under Canadian GAAP up to and including September 30,
2011. It should be apparent from the above timelines, that the transition to IFRS will involve some
overlap of accounting policies and the ability to reconcile between the two standards.
In order to manage the complexity of not only reporting under new accounting standards, but also
transitioning from the old to the new, management of the Company initiated a plan in 2009, led by the
CFO, to effect the transition from Canadian GAAP to IFRS in a planned and controlled manner. The
transition plan includes five major groups of activities that need to be examined and where decisions
need to be made with respect to the transition:
•

Financial statement preparation

•

Training, infrastructure and technology

•

Business policy assessment

•

Internal controls over financial reporting, and

•

Disclosure controls and procedures

The following tables set out the key activities within each group, provide a milestone or target date for
each activity and report management’s progress under the heading of “management comments”.
These tables will be updated in subsequent MD&A reports and areas where there may be significant
differences between Canadian GAAP and IFRS, an explanation provided.
At the date of this MD&A, after an initial examination of IFRS and the Company’s current reporting,
there would appear to be no major differences in the line items appearing in the Company’s balance
sheet and statement of operations from what has been reported under Canadian GAAP if the provision
of IFRS were applied. Notwithstanding these preliminary findings, management of the Company will
continue to execute its detailed plan and its views and conclusions may be subject to change.
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The following tables set out an overview of the work plan activities and the current status of each. The
work plan details may change as the Company gets deeper into its discovery and analysis.

1. Financial Statement Preparation
Key Activity

Milestones/Target Dates

Management Comments

Identify major differences
between Canadian GAAP and
IFRS

High level review to be
completed before March 31,
2011

Continuing analysis by management
reinforces the Company’s earlier
reporting that there will not be any
significant accounting policy differences.
However, additional investigation is
being carried out into the possible
impacts on the Company’s accounting
of the following IFRS pronouncements
relative to GAAP:
IFRS1: First time adoption; IFRS2:
Share-based payments; and IFRS36:
Impairment of assets.

Select Company’s ongoing IFRS
policies

Audit Committee review and
approval by June 30, 2011.

Activity in progress

Select Company’s IFRS 1
elections on conversion

Elections which might create a
material change in the financial
statements to be identified by
March 30, 2011; all elections
approved by Audit Committee by
June 30, 2011

Effects of IFRS 1 elections have been
identified, but not yet approved by the
Audit Committee. None are expected to
create a material change in the financial
statements.

Develop Financial Statement
format for IFRS reporting

Audit Committee approval of
financial statement and notes
format prior to October 1, 2011

Activity not started

Quantify effects of changes in
initial IFRS 1 disclosures and
F2012 financial statements

Audit Committee approval prior
to October 1, 2011

Activity not started

2. Training, Infrastructure and Technology
Key Activity

Milestones/Target Dates

Management Comments

Define and introduce appropriate
level of IFRS expertise for Senior
Executives and Board

Scope of knowledge determined;
training plan documented

Knowledge definition is in progress

Define and introduce appropriate
level of IFRS expertise for
Finance and Accounting
Department roles

Scope of knowledge determined
for each position, training plan
documented and implemented

Activity started and high level training
has been conducted for internal
accounting staff. Training continues on
an on-going basis.

Define and introduce appropriate
level of IFRS expertise to
Investor Relations personnel

Scope of knowledge determined,
training plan documented

Knowledge definition is in progress
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2. Training, Infrastructure and Technology
Key Activity

Milestones/Target Dates

Management Comments

Determine data requirements
and sources of data for IFRS
reporting including C-GAAP
reconciliation during transition

Data requirements determined
and sourced by March 31, 2011

Preliminary assessment of data
requirements would indicate that with
changes recently made to accounting
system, there should be no major
issues. Additional investigation has to
be done on data content for IFRS notes.
This is in progress.

Determine one-time calculations
for IFRS 1 reporting
requirements and C-GAAP
reconciliation

Preliminary assessment
completed by September 30,
2010; final assessment approved
by Audit Committee by June 30,
2011.

Final calculations will be done after the
Audit Committee approves IFRS 1
decisions and elections.

Determine and implement
changes to key automated
business systems to support
IFRS reporting and C-GAAP
reconciliation

Changes to automated systems
to be completed by April 30 2011

Changes were made to accounting
system effective October 1, 2009 in
anticipation of certain reporting
requirements under IFRS.
Additional changes may come about as
a result of the outcome work in the
Financial Statement Preparation section

3. Business Policy Assessment
Key Activity

Milestones/Target Dates

Management Comments

Identify impact on Compensation
Arrangements and modify as
needed

Assessment to be made on the
impact of IFRS on Compensation
arrangements including
executive performance targets,
commissions etc. by start of
Fiscal 2012

Activity not started

Evaluate impact on financial
covenants, banking
arrangements and capital
requirements and implement
remedial plans if required

Initial review to be completed by
September 1, 2010; Company
will have ongoing review of
performance arrangements and
covenants

Preliminary review has been completed,
no changes are required to any major
agreements

Evaluate impact on customer
and supplier contracts and
implement remedial plans if
required

Determine if any customer or
supplier contracts have ties into
IFRS GAAP generated data

Preliminary review has been completed,
no changes are required to agreements
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4. Internal Controls over Financial Reporting (ICFR)
Key Activity

Milestones/Target Dates

Management Comments

Assess if new controls are
required and if so, design new
controls and test plans to
address initial reporting of IFRS
financial statements and the
comparative data created for
Q1F2011

For identified changes in
accounting policy, assess and if
necessary, design control
processes prior to October 1,
2011

This will be an outcome of work in the
Financial Statements Preparation
section.

5. Disclosure Controls and Procedures
Key Activity

Milestones/Target Dates

Management Comments

For all accounting policy
changes identified, assess the
DC&P design and effectiveness

Begin to publish impact of IFRS
accounting changes as
information is available, but
begin no later than December 31
2010 interim for major items

Activity started for Q1 FY2011

Ensure investor communications
clearly explain the changes in
accounting policy and quantify
the implications of the changes

All communication of financial
matters commencing October 1,
2010 to include if known and
possible, assessment of IFRS
changes that might result in
future statement presentation

Management prepared to begin activity
effective with financial disclosure
starting on October 1, 2010.

Update MD&A package to reflect
increasing explanation of
changes and implications
thereof.

Ongoing as required

Activity initiated and under quarterly
review

RISKS AND UNCERTAINTIES
An investment in the Company should be considered highly speculative due to the nature of the
Company’s activities and that it is a development stage company. These risk factors and uncertainties
could materially affect the Company’s future operating results and could cause actual events to differ
materially from those described in forward-looking statements contained herein relating to the
Company.
This section should be read in conjunction with and is qualified by the “Risk Factors” section of the
Company’s AIF dated January 20, 2011 available on SEDAR at www.sedar.com, which is hereby
incorporated by reference herein. Some of these risks, presented in greater detail in the AIF, include
the following:
•

Dependence on the successful development, commercialization and integration of
the EEStor technology and potential impact on the Company if this does not occur
at all or in a timely manner, or if the commercial EESU does not possess the
anticipated functionality and benefits,
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•

Early stage of development, history of losses,

•

EEStor equity investment,

•

Additional financing requirements.

ADDITIONAL DISCLOSURE FOR VENTURE ISSUERS WITHOUT SIGNIFICANT REVENUE
As of March 31, 2011 the Company had no deferred costs related to development or start up.
Additional required disclosure for venture issuers without significant revenue is included in the section
“Discussion of Operating Results” above.

OUTSTANDING SHARES
The following table outlines all outstanding voting or equity securities of the Company and all other
securities of the Company which are convertible into, or exercisable or exchangeable for, voting or
equity securities as of May 26, 2011:
Number
Common shares outstanding
Issuable under options
Total diluted common shares

37,260,413
3,396,760
40,657,173

Features of the options are described in the Notes to the unaudited consolidated financial statements
for the period ended March 31, 2011.

SUBSEQUENT EVENT
On May 13, 2011, the Company announced the issuance of 150,000 stock options granted to Mr.
James Kofman upon his appointment as Chairman of the Board from his previous capacity as Lead
Director. Each option is exercisable to acquire one common share at a price of $1.34. The options
vest equally over a three year period and will expire five years from the date of grant.

ADDITIONAL INFORMATION
Additional information relating to the Company, including the Company’s AIF dated January 20, 2011,
can be found on SEDAR at www.sedar.com and at the Company’s website at www.zenncars.com.
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