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KEY INFORMATION
The following information is derived from, and should be read in conjunction with, the full text of this
document.

Protonex is a leading provider of advanced fuel cell power solutions for sub-kilowatt portable, remote and
mobile applications. Based on proprietary proton exchange membrane (PEM) fuel cell design and
manufacturing technology, these power systems are among the industry’s smallest, lightest and highest
performing PEM fuel cell systems for portable power applications.

Business summary

• Founded in 2000 by fuel cell experts focused on creating durable low-cost commercial fuel cells based
on a new, scaleable, volume manufacturing technology.

• Protonex currently employs over 35 scientists, engineers and professional staff, and has a management
team with proven skill and experience.

• Protonex has secured development contracts or joint development contracts with US military customers
with over $7.5 million in total programme value.

• More than 700 fuel cell stacks built to date, ranging from ten to 500 watts. Life testing programmes have
demonstrated over 4,000 hours of continuous runtime on Protonex stacks with minimal degradation in
performance.

• The Company has established formal strategic partnerships with world-class industry leaders to
strengthen its technology development and product commercialisation.

• Protonex is based in Southborough, a western suburb of Boston, Massachusetts, where it has premises
comprising 13,463 ft2 of space, divided into office, laboratory and production areas.

Fuel cell technology

• A fuel cell is a device that uses hydrogen and oxygen to produce electricity cleanly and efficiently using
an electrochemical process.

• Fuel cells offer many benefits over traditional batteries or generators, including longer run times, lighter
weights, reduced emissions and reduced noise.

• The core of a fuel cell system is the fuel cell stack. Fuel cell systems also contain a number of pumps,
valves, electronics and other specialty components that make up the rest of the system (balance of
plant).

Advantages of Protonex’ technology

• Injection-moulded stack design and manufacturing process designed to overcome technical and cost
barriers to successful commercialisation of fuel cell-based power systems.

• Expertise encompasses modular design and manufacture of complete fuel cell systems based on careful
selection and engineering of sub-systems and components.

• Multiple fuelling options provide original equipment manufacturers (OEMs) and other customers with
the flexibility they need based on the unique power requirements of their products and applications.

Products and markets

Protonex is targeting both military and commercial markets, with a focus on the military as an early adopter
of its fuel cell power solutions. The military opportunity includes providing power solutions to electronic
devices such as night vision equipment, global positioning systems, laser range finders and target designators,
digital communication systems, remote networking and intelligence gathering sensors. Non-military,
commercial opportunities include power sources for portable electronic equipment, auxiliary power units for
applications such as boats, recreational vehicles, wheelchairs, mobile computing, emergency power,
electronic equipment and electric motorbikes.

• Protonex has elected to initially target applications between ten and 500 watts, and has plans to move
to 1,000 watts and greater in the next 12 to 18 months.
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• The technical content and development routes for various product platforms are similar, allowing
Protonex to utilise the same supplier base and component technologies across product platforms and
reduce overall costs. Selected products in advanced stages of development are listed below.

Man-portable and personal power: 30 to 50-watt man-portable platform designed to provide power for
military personnel; systems may also provide personal portable power for commercial electronics,
medical devices and scientific equipment.

Military battery charger: 150-watt prototype military system packaged in a rugged, off-the-shelf case,
designed to be carried by one soldier to recharge batteries for a group while in the field, allowing each
soldier to carry less weight and volume in batteries.

Multi-purpose power generators: At 150 and 500 watts, prototype systems are designed to provide
compact, quiet, portable power for a range of commercial and industrial applications, including marine
power, mobile robots and emergency backup power (150 watt), electric wheelchairs and hybrid scooters
(500 watt).

Hybridised auxiliary power unit (APU): 200-watt prototype APU developed in partnership with
Parker Hannifin, hybridised with four nickel metal hydride batteries to supply up to four kilowatts peak
power. The fuel cell provides base power and battery charging for continuous high quality power.

Commercialisation strategy and business model

• Commercialisation strategy involves staging military and commercial market entry in order to take full
advantage of the benefits of early product adoption by the military.

• Protonex expects to build on the core product platforms, credibility and production economies provided
by its success in the US military market as it progresses in the commercial sector.

• The Company intends to focus primarily on the sale of complete, application-specific power solutions
to leading military and commercial OEMs for resale globally to their target markets.

• Fuel cartridges will be sold to OEMs and, in certain cases, direct to end-users as follow-on consumables.

• The Directors believe the Company will have an opportunity in the medium term to sell key
components, including its proprietary fuel cell stacks, to other fuel cell manufacturers.

Placing and use of proceeds

• The Directors consider that Admission will be an important step in the development of the Company
and that it will enhance its standing in the international marketplace, with partners and with customers.

• The Company proposes to raise £7,397,500, net of expenses and commissions. The 10,350,000 new
Common Shares which are the subject of the Placing represent approximately 23.9 per cent of the
Enlarged Issued Share Capital of the Company following Admission.

• The Placing Shares will be conditionally placed with institutional investors in the UK and Europe and,
in a separate private placement, with accredited investors in the US.

• The Company intends to use the net proceeds of the Placing to, inter alia, finance the continued
commercialisation and marketing of the Company’s existing and new products for military and
commercial markets, further its development of fuel cell and fuelling technologies and to implement
volume production operations with its contract manufacturing partners.
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PLACING STATISTICS

Placing Price 85p

Number of Common Shares in issue before Admission(1) 32,946,450

Number of Common Shares being placed on behalf of the Company 10,350,000

Number of Common Shares in issue immediately following the Placing 43,296,450

Placing Shares as a percentage of the Enlarged Issued Share Capital 23.9 per cent

Estimated gross proceeds of the Placing receivable by the Company £8,797,500

Estimated net proceeds of the Placing receivable by the Company (after expenses)(2) £7,397,500

Market capitalisation of the Company following the Placing at the Placing Price(3) £36,801,982

AIM Symbol PTX

ISIN USU743101003

Notes:

(1) This number includes the 25,276,704 Common Shares into which the 12,583,114 Preferred Shares in issue at the date of this
document will convert immediately prior to Admission.

(2) Net proceeds receivable by the Company are stated after deducting estimated total expenses incidental to the Placing and
Admission (including VAT) of approximately £1,400,000.

(3) Market capitalisation has been calculated based on the number of Common Shares in issue immediately following Admission
multiplied by the Placing Price.
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EXPECTED TIMETABLE

Publication of this document 27 June 2006

Admission effective and dealings in the Common Shares expected to
commence on AIM 8.00 am on 3 July 2006

Definitive share certificates delivered on or as soon as practicable after 3 July 2006

Each of the times and dates in the above table is subject to change. All times are British Summer Time unless
stated otherwise.
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DEFINITIONS
The following definitions apply throughout this document, unless the context otherwise requires:

‘‘Admission’’ admission of the entire issued and to be issued Common Share
capital of the Company to trading on AIM becoming effective
pursuant to paragraph 6 of the AIM Rules

‘‘AIM’’ the AIM market of the London Stock Exchange

‘‘AIM Rules’’ the rules for AIM companies and their nominated advisers
published by the London Stock Exchange governing admission
to and the operation of AIM, as amended or reissued from time
to time

‘‘Board’’ the board of directors of the Company for the time being
including a duly constituted committee of the Directors

‘‘By-laws’’ the by-laws of the Company, further details of which are set out
in paragraph 3.2 of Part VIII of this document

‘‘CA 1985’’ the Companies Act 1985 of England and Wales, as amended

‘‘Canaccord’’ Canaccord Adams Limited, the Company’s nominated adviser
and broker, a member of the London Stock Exchange and
authorised and regulated in the United Kingdom by the Financial
Services Authority

‘‘Capital Reorganisation’’ the capital reorganisation of the Company, which was approved
by Shareholders on 12 May 2006 and 19 June 2006, details of
which are set out in paragraph 2.4 of Part VIII of this document

‘‘City Code’’ the City Code on Takeovers and Mergers issued from time to
time by or on behalf of the UK Panel on Takeovers and Mergers

‘‘Combined Code’’ the Combined Code on Corporate Governance published in
July 2003 by the Financial Reporting Council

‘‘Common Shares’’ the shares of common stock of par value 0.5 cents each in the
capital of the Company having the rights and restrictions set out
in paragraph 3 of Part VIII of this document

‘‘Company’’ or ‘‘Protonex’’ Protonex Technology Corporation

‘‘Conversion’’ the conversion of the issued Preferred Shares into Common
Shares, which will become effective immediately prior to
Admission pursuant to the provisions of the Current Certificate,
details of which are set out in paragraph 2.4 of Part VIII of this
document

‘‘CREST’’ the electronic, paperless transfer and settlement mechanism to
facilitate the transfer of title to shares in uncertificated form,
operated by CRESTCo Limited

‘‘Current Certificate’’ the certificate of incorporation of the Company, in force as at
the date of this document, which will be replaced by the
Post-Admission Certificate as soon as practicable following
Admission

‘‘DGCL’’ the Delaware General Corporation law
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‘‘Directors’’ the directors of the Company, whose names are set out on
page 6 of this document and ‘‘Director’’ means any one of them

‘‘Enlarged Issued Share Capital’’ the Common Shares in issue immediately following Admission

‘‘Exchange Act’’ the United States Securities Exchange Act of 1934, as amended

‘‘Executive Directors’’ Scott Pearson, John Connolly and Dr. Paul Osenar

‘‘Lock-in Agreements’’ the conditional lock-in agreements each dated on
27 June 2006 between the Company (1), certain Shareholders
(including the Directors who hold interests in Common Shares
as at the date of this document) (2) and Canaccord (3), details
of which are set out in paragraph 10.3 of Part VIII of this
document

‘‘London Stock Exchange’’ London Stock Exchange plc

‘‘Millennium Cell’’ Millennium Cell, Inc.

‘‘NOMAD Agreement’’ the conditional nominated adviser and broker agreement dated
27 June 2006 between the Company (1), the Directors (2) and
Canaccord (3) relating to Canaccord’s appointment as nominated
adviser and broker to the Company in relation to and following
Admission, details of which are set out in paragraph 10.2 of
Part VIII of this document

‘‘Non-executive Directors’’ Harold Fitzgibbons, John Butt, Akbar Naderi and General
(ret.) Charles Holland

‘‘Northrop Grumman’’ Northrop Grumman Corporation

‘‘Official List’’ the Official List of the UK Listing Authority

‘‘Parker Hannifin’’ Parker Hannifin Corporation

‘‘Placing’’ the placing by Canaccord of the Placing Shares at the Placing
Price pursuant to the Placing Agreement (which shall include a
separate private placement of shares in the US)

‘‘Placing Agreement’’ the conditional agreement dated 27 June 2006 between the
Company (1), Canaccord (2) and the Directors (3) relating to
the Placing, details of which are set out in paragraph 10.1 of Part
VIII of this document

‘‘Placing Price’’ 85p per Common Share

‘‘Placing Shares’’ the 10,350,000 new Common Shares to be issued at the Placing
Price by the Company pursuant to the Placing

‘‘Post-Admission Certificate’’ the certificate of incorporation of the Company, as it will be in
force following Admission and following its filing with the
Office of the Secretary of State of Delaware, details of which
are set out in paragraph 3.1 of Part VIII of this document
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‘‘Preferred A Shares’’ the Series A Convertible Preferred Stock of US$0.01 each in the
capital of the Company, which shall cease to exist following the
Conversion

‘‘Preferred B Shares’’ the Series B Convertible Preferred Stock of US$0.01 each in the
capital of the Company, which shall cease to exist following the
Conversion

‘‘Preferred C Shares’’ the Series C Convertible Preferred Stock of US$0.01 each in the
capital of the Company, which shall cease to exist following the
Conversion

‘‘Preferred Shares’’ the Preferred A Shares, the Preferred B Shares and the
Preferred C Shares

‘‘Pre-Subdivision Common Shares’’ the shares of common stock of US$0.01 each in the Company, in
issue prior to the Subdivision

‘‘Registrars’’ Computershare Investor Services (Channel Islands) Limited of
Ordnance House, 31 Pier Road, St Helier, Jersey JE4 8PW

‘‘Regulation D’’ Regulation D promulgated under the Securities Act

‘‘Regulation S’’ Regulation S promulgated under the Securities Act

‘‘SEC’’ the United States Securities and Exchange Commission

‘‘Securities Act’’ the United States Securities Act of 1933 (as amended)

‘‘Shareholders’’ the persons who are registered as holders of the Common
Shares from time to time

‘‘Stock Incentive Plan’’ the stock incentive plan of the Company, details of which are set
out in paragraph 8 of Part VIII of this document

‘‘Subdivision’’ the subdivision of each of the issued Pre-Subdivision Common
Shares into two Common Shares which took effect on 16 May
2006, details of which are set out in paragraph 2.4 of Part VIII
of this document

‘‘UK’’ or ‘‘United Kingdom’’ the United Kingdom of Great Britain and Northern Ireland

‘‘UK Listing Authority’’ the Financial Services Authority acting in its capacity as the
competent authority for the purposes of Part VI of the Financial
Services and Markets Act 2000

‘‘US’’, ‘‘USA’’ or ‘‘United States’’ the United States of America, its territories and possessions,
any state of the US and the District of Columbia and all other
areas subject to its jurisdiction

‘‘US Person’’ bears the meaning ascribed to such term by Regulation S of the
Securities Act

Unless otherwise indicated, all references in this document to ‘‘pounds sterling’’, ‘‘£’’, ‘‘pence’’ or ‘‘p’’ are to
the lawful currency of the United Kingdom and all references to ‘‘USD’’, ‘‘US$’’, ‘‘$’’ or ‘‘cents’’ are to the
lawful currency of the United States.
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PART I — INFORMATION ON THE COMPANY

Introduction
Protonex is a leading provider of advanced fuel cell power solutions for sub-kilowatt portable, remote and
mobile applications. Based on proprietary proton exchange membrane (PEM) fuel cell design and
manufacturing technology, these power systems are among the industry’s smallest, lightest and highest
performing PEM fuel cell systems for portable power applications. Protonex has developed several products
designed for demanding military, industrial and commercial applications such as man-portable power,
emergency power, unmanned aerial vehicles, marine power and robotics. These applications represent areas
of rapidly advancing technology with escalating power requirements that cannot effectively be met by
traditional power sources. Protonex’ power solutions are designed to meet these requirements, extending
runtimes and increasing performance while reducing overall size and weight.

Protonex expects to build on its proprietary technology and systems development expertise to generate
revenue by means of three concurrent streams:

• Protonex will sell complete power solutions to military and commercial original equipment manufacturers
(OEMs);

• consumable fuel cartridges will be sold to end customers directly and through OEMs; and

• as the fuel cell industry develops, the Directors believe that Protonex’ stack technology will continue to
be superior to alternatives, including those for power outputs greater than one kilowatt. Accordingly,
the Company expects to supply its proprietary stacks and other speciality components to other fuel cell
system integrators.

Success in initial early adopter applications will leave Protonex well positioned to enter into a second phase
of commercialisation that will involve a broader range of commercial, industrial and consumer applications.
Protonex is dedicated to the continued advancement and commercialisation of quiet, reliable, compact and
cost-effective power solutions in these markets.

Protonex has significant involvement in the US military market. To date, Protonex has secured development
contracts or joint development agreements with military customers with over $7.5 million in total
programme value and has delivered several functional system prototypes. The Company is also making
progress in a number of attractive commercial markets. The Directors believe that with the Company’s
unique blend of high technology and market position, this rate of progress will continue. The Directors
expect Protonex to develop significantly in both military and commercial markets during the next two to five
years.

History and background
Protonex was founded in 2000 by fuel cell experts focused on creating a durable low-cost commercial fuel
cell based upon a new scaleable, volume manufacturing methodology. A unique methodology for scaleable,
volume manufacture of durable, low-cost fuel cell stacks was developed by the Company and is the subject
of two issued US patents and several pending patent applications in the US and other countries. This
revolutionary stack design and innovative manufacturing process not only eliminated many of the technical
and cost issues normally associated with commercialisation of fuel cells, but also yielded stacks with superior
performance. The Company started focusing on complete power solutions in 2003, expanding its resources
to include full systems engineering as well as fuel solutions. The Company delivered its first complete power
system in 2004. Headquartered near Boston, Massachusetts, Protonex now employs over 35 scientists,
engineers and professional staff, and has an expanding intellectual property portfolio covering both the
design and manufacture of its stacks and systems.

The majority of the Company’s development efforts to date have focused on US military and government
applications, with several product platforms developed between 20 and 500 watts. Protonex has demonstrated
success in these programmes with field demonstrations and has generated commercial interest with public
demonstrations of its systems at industry events. To strengthen its technology development and product
commercialisation, Protonex has established formal strategic partnerships with companies such as Parker
Hannifin, Northrop Grumman and Millennium Cell.

From its inception until September 2003, Protonex was primarily funded by its founders and several key
managers of the Company, in addition to commercial and government contracts. The Company subsequently
completed two rounds of venture capital funding: approximately $3.5 million was raised in the first round
which was completed in two parts in October 2003 and August 2004, and approximately $11 million was
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raised in April and June 2005 in a second round. Investors include Conduit Ventures, Solstice Capital,
Commons Capital, Contango Capital Partners and Parker Hannifin and several of these investor companies
have significant expertise in the fuel cell field.

Industry overview
Several macro-economic factors make portable alternative energy sources an attractive and growing sector.
Many of today’s portable electronic devices are demanding more advanced power solutions. Laptops, PDAs
and portable medical and scientific devices are examples of cordless devices that professionals and
consumers are increasingly relying on to function in their work environments and in their daily lives. While
device technologies and power requirements have increased, progress among traditional energy storage
technologies has been modest, creating a portable world that is limited by the frequent need to plug in to
recharge batteries. Markets that currently use generators, such as boat, recreational vehicle (RV) and
emergency power, are similarly in need of advanced power sources. Fuel cells offer a promising alternative
to both batteries and generators, offering extended runtimes without adding weight, volume, emissions or
noise.

Fuel cell systems are based on an electrochemical technology that provides numerous advantages over
conventional power supply options, including batteries, generators and solar power. Fuel cell systems
provide extended runtimes, are lightweight and can be easily refuelled. They are highly energy efficient and
produce low noise, reduced heat and zero emissions when run on pure hydrogen. Because no other
conventional power technology can provide all of these benefits, a large and broad potential market
opportunity exists for robust, cost-efficient fuel cell systems.

For stationary and automotive applications, increasing energy prices and the recognition that fossil fuels are
a constrained resource have prompted both government and industry to seek alternative power sources.
Governments have not only provided grants and other incentives to advance alternative technologies, but
have also legislated against pollutants, thereby making new technologies, including fuel cells, more
competitive. While Protonex is not targeting stationary or automotive markets for product sales, the
Directors believe that government support for these applications will strengthen the industry as a whole and
serve to further drive fuel cell adoption in other markets, including the portable power market. The
Directors believe that this overall industry growth will propel market adoption and improve component
technology and costs.

Military applications

Protonex has focused on the military as an early adopter of its fuel cell power solutions and identified a group
of target applications that fall within its initial ten to 500-watt range. These applications, listed in Figure 1
below, are in need of the unique benefits that fuel cell technology offers, such as extended runtimes, lighter
weight and reduced emissions and noise. The modern military continues to introduce advanced electronic
devices such as night vision equipment, global positioning systems, laser range finders, digital communications
systems, remote networking and intelligence gathering sensors. These new technologies are generating
ever-increasing power requirements and today’s state-of-the-art batteries and other traditional power
generation sources are failing to keep pace with these growing power needs.

Figure 1: Summary of Protonex targeted military applications

Initial focus* Secondary focus**

Targeted
applications

Unmanned ground sensors — specialty Unmanned ground sensors — general

Backpackable power — specialty Wearable power — general

Portable electronics power — specialty Portable power generators — multi-purpose

Unmanned aerial vehicles — mid range Unmanned aerial vehicles — long range

Vehicle auxiliary power units Squad battery chargers

Unmanned mobile robots — low power Unmanned mobile robots — mid power

* Initial focus applications are early, smaller volume markets with very demanding requirements and low price sensitivity

** Secondary focus applications are typically larger volume markets for advanced power with moderate price sensitivity

13



Commercial applications

Protonex is targeting a set of demanding commercial applications that, much like the military applications
above, have increasing requirements for high-performance power and are currently underserved by existing
technologies. Figure 2 below presents the initial and secondary commercial applications that Protonex is
currently targeting in the ten to 500-watt range. Among these applications, those that currently use external
generators or main engines for auxiliary power, such as boats and RVs, stand to benefit from the reductions
in noise, vibration, emissions, size and weight that fuel cells offer. For applications currently using
rechargeable batteries, such as specialty electronics and cordless power tools, fuel cells can offer extended
runtimes, lighter weight and, in many instances, lower operational costs.

Figure 2: Summary of Protonex targeted commercial applications

Initial focus* Secondary focus**

Targeted
applications

Portable electronic equipment — A/V,
scientific and medical — specialty

Portable electronic equipment — A/V, scientific
and medical — general

Boat/RV auxiliary power units — premium Boat/RV auxiliary power units — mainstream

Mobile computing — specialty commercial Mobile computing — general/consumer

Field battery charging — power tools Power tools — backpackable power

Portable generators — emergency Small UPS, backup & portable generators

Electric wheelchairs — premium Electric wheelchairs/mobility devices

Specialty electric motorbikes Small scooters and electric bicycles

* Initial focus applications are early, smaller volume markets with very demanding requirements and low price sensitivity

** Secondary focus applications are typically larger volume markets for advanced power with moderate price sensitivity

Market opportunity

Fuel cells are expected to become a significant industry within the next decade, and are projected to generate
more than $18.6 billion in global sales in 2013, according to a Research and Markets 2006 report. Portable
power is considered one of the three largest areas of potential commercial adoption for fuel cells, with
Darnell Group (2003 report) estimating that fuel cell portable power will produce $2 billion in annual sales
by 2011.

With the growing demand for portable power and the current limitations of batteries and generators, fuel cell
technology is projected to become a key future power source for military customers. There are approximately
1.4 million soldiers currently on active duty in the US military and according to Frost and Sullivan (2003)
more than $1.1 billion will be spent on batteries for US military and aerospace applications in 2006. The
military is actively seeking advanced, proven technologies to better meet its needs for compact, lightweight,
high-performance power. In addition, the military has a strong need for advanced portable power sources
with low heat, noise and emissions to replace existing petrol and diesel generator sets.

In the commercial market, portable power represented a $4.4 billion market in 2004 in the US alone, and is
estimated to increase to $6.3 billion in 2009 (Business Communications Co. (BCC)). With an array of unique
benefits and competitive pricing, fuel cells stand to capture a significant portion of that market. BCC projects
that hydrogen fuel cells will represent $385 million of the premium portable power sources market in 2009.

The Directors believe that fuel cells also have the potential to enable an entirely new class of applications
that currently do not exist because required power sources are not available. For example, most small
unmanned aerial vehicles (UAVs) are only able to achieve flight times of one to two hours using today’s most
advanced battery technology. With fuel cell power having the potential to extend their flight durations to
over eight hours, small UAVs could be used for new missions, including persistent surveillance, monitoring
of convoy lines and perimeters, search and rescue and chemical-biological monitoring. Unmanned ground
sensors and commercial applications with similar needs for high energy density are also expected to realise
new possibilities with fuel cell technology.
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Fuel cell technology
A fuel cell is a device that uses hydrogen and oxygen to cleanly and efficiently produce electricity using an
electrochemical process. Fuel cells offer many benefits over traditional batteries or generators, including
longer run times, lighter weights, reduced emissions and reduced noise.

The fuel cell system

The core of a fuel cell system is the fuel cell stack, which is created by stacking bipolar plates (with reactant
flow fields) next to membrane electrode assemblies that consists of an electrolyte (membrane) and two
catalyst-coated, porous electrodes (anode and cathode). Fuel cell systems also contain a number of pumps,
valves, electronics and other specialty components (balance of plant) that make up the rest of the system,
including fuel supply, cooling and power management.

PEM technology

Proton exchange membrane (PEM) fuel cell technology is the most advanced and most promising for many
applications, including portable, small stationary and transportation systems, due to its low-temperature
operation, quick start-up and demonstrated longevity. PEM systems are also generally smaller and lighter
than same-power-output systems based on competing technologies.

How it works

In the fuel cell system, hydrogen is fed to the anode side of the fuel cell stack where a platinum catalyst
separates the hydrogen’s negatively charged electrons from positively charged ions (protons). The protons
then move through the membrane to the cathode and combine with oxygen from the air and the electrons,
to produce water and heat. The electrons from the anode side cannot pass through the membrane and as a
result are forced around the membrane through an external electrical load before returning to the cathode
side of the cell. The resultant flow of electrons is a useful electrical current.

Figure 3: Fuel cell operation

The Protonex solution
Protonex’ systems are based on the Company’s proprietary technology for designing and manufacturing
proton exchange membrane (PEM) fuel cell stacks. While fuelling and reliability remain issues on the path
to wide spread commercial success, the foremost hurdle facing fuel cell developers is the high cost of
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production. Protonex, with its innovative designs and proprietary manufacturing processes for volume
production is able to produce reliable, high performance fuel cell stacks at low costs. Utilising these low cost
fuel cell stacks and a variety of fuelling solutions, the Company has been able to overcome many of the
challenges faced by others in the industry and develop complete fuel cell systems for portable purposes.

Protonex’ core technology

The core technology that differentiates Protonex from its competitors is a unique stack fabrication
technology that involves a single-step approach to manufacturing PEM fuel cell stacks via scaleable injection
moulding processes. The ultimate goal of this innovation is to overcome both the technical and cost barriers
to the successful commercialisation of fuel cell-based power systems, enabling volume production of low-cost
fuel cell systems with superior performance. Protonex is protecting its design and manufacturing innovations
and has filed 12 patent applications in the US and 28 patent applications outside the US in relation to the
11 areas within the technology platform being developed by the Company. Two of Protonex’ 12 US patent
applications have been issued and one other US patent application stands allowed, meaning that such patent
application, while still technically pending, is further down the US patent approval process. The remaining
nine US patent applications and each of the 28 international and national stage patent applications remain
pending.

Protonex has successfully proven its injection moulding process in the build of more than 700 fuel cell stacks
ranging from ten to 500 watts. The Directors believe that, in this power range, Protonex stacks are among
the industry’s lowest in volume, weight and cost, and life testing programmes have demonstrated more than
4,000 hours of continuous stack runtime with minimal degradation in performance. This 4,000 hours of
operating life is at or above the requirements of most of the applications being targeted by Protonex. In
addition, these stacks require very little active control when incorporated into a fuel cell system, which allows
them to be integrated with inexpensive, commercially available and proven balance of plant components.

Figure 4: Protonex fuel cell stacks (30 to 500 watts)
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Figure 5: Traditional stack manufacturing versus Protonex stack manufacturing

Protonex’ systems design and integration

The Company’s expertise encompasses the design and manufacture of complete fuel cell systems as well as
fuel cell stacks. Advanced stacks are only part of the technical challenge in the commercial-scale
manufacture of integrated fuel cell systems. Selection, design, assembly and integration of balance of plant
components and fuel sub-systems greatly affect critical system parameters, including size, weight, performance,
reliability, durability and cost of the complete power systems. Balance of plant components and fuel typically
account for one half to two-thirds of the weight of the total fuel cell system, and Protonex has optimised this
portion by establishing beneficial relationships with Parker Hannifin and other suppliers to obtain quality
off-the-shelf components at low cost. This careful selection of sub-systems and components has allowed
Protonex to develop and demonstrate a system manufacturing approach based on modular design and
assembly of balance of plant components. Components are selected based on an overall architecture and
their ability to be integrated with the fuel cell stack in order to achieve ease of manufacturing and reduced
size, weight and cost. In cases where the optimal component does not exist, Protonex works with suppliers
to have the part made or produces it in-house.

Protonex’ fuelling solutions

Protonex uses multiple fuelling methods to deliver hydrogen to its fuel cell systems. Multiple fuelling options
provide OEMs and other customers with the flexibility they need based on the unique power requirements
of their products and applications. Protonex is pursuing several fuelling technologies and to date has
integrated its fuel cell systems with chemical hydrides, compressed hydrogen, metal hydrides and reformers.

• Chemical hydrides: Paired with Protonex’ power systems, chemical hydrides can provide very high
energy density for use with demanding portable applications. Sodium borohydride, which is currently
employed in Protonex systems, is also non-toxic, non-flammable and cost-effective. PEM fuel cell
systems integrated with chemical hydride fuelling sub-systems are well-suited for military and specialty
applications, as they are able to meet demanding performance targets such as ultra-low weight, wide
operating temperature range and low heat and noise profiles.

• Compressed hydrogen and metal hydrides: Stored hydrogen gas is a preferred fuel option for many
long-duration applications, as well as locations with an existing hydrogen infrastructure. The technology
is well understood and enables near-term deployment of Protonex’ power systems in applications with
low requirements for portability. Direct hydrogen storage can be used across all of Protonex’ product
platforms.

• Reformers: Reformation of common organic fuels is a fuelling solution suitable for portable fuel cell
systems with outputs greater than 100 watts. Methanol, ethanol, propane, petrol, diesel and jet fuel
reformers offer the benefit of using available fuels, enabling the deployment of fuel cell technology in
many markets without requiring access to hydrogen or specialty fuel sources. Protonex is focused on
developing reformer-based fuel cell systems, beginning with methanol and propane, and has assembled
a team of world-class fuel reforming experts to accomplish this objective.
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Products

Power range focus

While its technologies have the potential to address a broader power range, Protonex has elected to initially
target applications between ten and 500 watts. It has identified this range as an area where, in addition to
size, weight and performance, fuel cells can also have an overall cost advantage over batteries or generators.
Below ten watts, batteries are typically the least expensive way to provide power, and above 1,000 watts,
generators typically provide power at the lowest cost. In the ten to 1,000-watt range, fuel cells can be very
cost effective while offering additional benefits compared to the incumbent technologies.

After developing initial product platforms between ten and 500 watts, the Company plans to move to
applications of 1,000 watts and greater in the next 12 to 18 months. Although the various platforms will differ
by stack size and format, fuel type and balance of plant configurations, the technical content and
development pathways for the platforms are similar, allowing Protonex to utilise the same supplier base and
component technologies across product platforms and reduce overall costs.

Man-portable and personal power

The 30 to 50-watt man-portable platform is Protonex’ most recognised and advanced product platform today.
Primarily designed to provide man-portable power for the military, the system may also provide
high-performance, portable power for commercial electronics, medical devices and scientific equipment. The
first-generation prototype (P1) was delivered to the US Department of Defense in early 2005 for initial
testing. This system was independently tested to have an energy density more than twice that of the
incumbent battery solution, which translates into a reduction in weight of over 50 per cent for the targeted
mission. The second-generation prototype (P2), which offers improved energy density, a broader operating
temperature range and increased ruggedness, reliability and usability, is in small-scale production and
became available in the spring of 2006 to select US military customers for testing and field trials. Work on
this man-portable power platform is funded in part by the US Air Force and the US Army.

The P2 system uses a replaceable sodium borohydride fuel cartridge and provides 30 to 50-watts of nominal
continuous power (via integrated battery, the system can peak to more than 100 watts). Each cartridge lasts
for approximately 24 hours at 30 watts and can be recycled after use. The P2 system is compact and
lightweight — much more so than the primary lithium batteries soldiers currently carry to provide portable
power. For a three-day, 30-watt mission, a soldier would carry 13 BA5590 batteries totalling over 29 pounds
in weight and over 11 litres in volume. The Protonex P2 system can provide the same amount of power for
the same amount of time with just over 11 pounds of weight and under 6 litres of volume (see Figure 6
below). These dramatic weight and volume savings enable the soldier to carry additional supplies or
protective equipment that would have to be left behind with the use of batteries. The P2 system is also
expected to generate significant cost savings for the military over the lifecycle of the unit versus the
incumbent batteries used in this power range.
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Figure 6: Protonex P2 man-portable power system vs. BA5590 lithium military batteries

The sodium borohydride used in the P2 system is a solid, granular fuel that is mixed with water inside the
cartridge to create a solution. This solution is then run over a catalyst to release hydrogen. To enable greater
initial portability, fuel cartridges can be stored and carried dry, without the water portion of the fuel solution.
In this case, water is added into the cartridges when needed to produce power. This saves over 50 per cent
of the cartridge weight resulting in the ‘‘dry’’ P2 system providing over 4.5 times the energy density of
BA5590 batteries. With further development of the power system using advanced chemical hydrides,
Protonex expects that the hydrated energy density of its man-portable power system could reach over
1,000 watt-hours per kilogram or more than six times the density of the incumbent batteries.

Protonex’ P2 power system offers the military a very attractive alternative to lithium batteries for
man-portable power. The fuel cell system offers the benefits of reduced weight and size, increased runtime,
fast and convenient refuelling and improved lifecycle cost.

Portable power generators

Protonex has developed additional product platforms for battery charging and portable power generation.
These systems offer weight and volume savings similar to those of the man-portable power system but on a
larger scale and are suitable for high power requirements in other potential markets. Protonex’ strategic
partner, Parker Hannifin, has been actively involved in development efforts for the commercial versions of
these larger systems. Protonex is actively pursuing collaboration with additional OEMs to develop these
platforms and concepts into other demanding applications.
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• 150-watt multi-purpose generator (Figure 7): This prototype
system was developed in partnership with Parker Hannifin
for commercial applications and, for example, fits inside an
electric wheelchair to dramatically extend its power range
without adding additional weight. The same benefits are also
expected to be realised in applications such as marine power,
mobile robots and emergency backup power.

Figure 7:
150-watt multi-purpose generator

• 150-watt military battery charger (Figure 8): The Company’s
150-watt prototype military system is packaged in a rugged,
off-the-shelf case and is shown paired with a chemical
hydride fuelling canister that delivers hydrogen fuel as
needed to the system. The system is designed to be carried by
one soldier to recharge batteries for a group while in the
field, allowing each soldier to carry less weight and volume in
batteries.

Figure 8:
150-watt military battery charger

• 200-watt hybridised auxiliary power unit (APU) (Figure
9): Also developed in partnership with Parker Hannifin,
this commercial 200-watt APU is hybridised with four nickel
metal hydride batteries to supply up to 4 kilowatts peak
power. The fuel cell system provides base power and battery
charging for continuous high-quality power. This unit is a
pre-production unit and has a more refined system
architecture.

Figure 9:
200-watt hybridised APU

• 500-watt multi-purpose generator (Figure 10): Protonex’
500-watt fuel cell power prototype, developed in partnership
with Parker Hannifin, provides dual-purpose functionality.
Designed primarily as a stand-alone, portable power
generator, the 500-watt unit also functions as battery charger/
range extender for a high-performance electric motorcycle.
Incorporating this system allowed Parker Hannifin and
Protonex to more than double the range of a motorcycle
without adding weight. Figure 10:

500-watt multi-purpose generator
Commercialisation strategy and business model
Protonex’ commercialisation strategy involves staging military and commercial market entry in order to take
full advantage of the benefits of early product adoption by the military. Protonex considers the US military
a lead user for advanced power technologies and believes that success in this market will be a critical step
that will drive wide-scale commercial adoption of the Company’s products.

In 2002, Protonex made a strategic decision to focus its initial efforts on military applications for the
following reasons: 1) advanced power is critical to key military applications; 2) the revenue potential is both
large and near term; 3) price sensitivity is low; and 4) military contracts fund fuel cell development and
commercialisation. With a much stronger and more immediate need for the benefits of fuel cells than
commercial customers, the US military has been an ideal first customer and supporter of this developing
technology. To date, Protonex has secured development contracts or joint development contracts with
military customers with over $7.5 million in total programme value. The Company is now seeking to expand
into commercial markets by developing advanced power solutions designed for a wide range of applications
currently underserved by batteries or generators. Protonex expects to build on the core product platforms,
credibility and production economies that its success in the US military market is providing as it progresses
in the commercial sector.
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The Company intends to focus primarily on the sale of complete, application-specific power solutions to
leading military and commercial OEMs for resale globally to their target markets. Fuel cartridges will also
be sold to OEMs, and in certain cases direct to end-users, as follow-on consumables. The Directors feel
strongly that the global resources, market knowledge, brand recognition and worldwide sales and service
infrastructure of these OEMs are critical in supporting the widespread adoption of fuel cell technology.

The Company also expects to have an opportunity in the medium-term to sell key components, including its
proprietary fuel cell stacks, to other fuel cell manufacturers — in particular to those companies focused
outside Protonex’ power range. The Directors believe that additional opportunities to sell its key
components to fuel cell integrators within Protonex’ power range will develop as the Company becomes
established in its primary markets.

Partnerships
Protonex believes strongly in utilising the strengths and capabilities of partner companies and organisations
and makes efforts to include them in the development and marketing of the Company’s systems. This
strategy allows Protonex to focus its efforts on its core competencies and to optimise its development and
commercialisation spending. Existing partners include value-added suppliers such as Parker Hannifin,
technology licensing companies such as Millennium Cell and OEMs such as Northrop Grumman.

Parker Hannifin

Protonex and Parker Hannifin signed a strategic partnership agreement in October 2004 (as subsequently
amended in March 2006) to jointly develop, manufacture, and market Protonex’ fuel cell products for
military and commercial customers. With annual sales exceeding $8 billion, Parker Hannifin is a global
diversified manufacturer of motion control technologies and systems, providing precision-engineered
solutions for a wide variety of commercial, mobile, industrial and aerospace markets. The partnership
combines Protonex’ fuel cell stacks and Parker Hannifin’s fuel cell balance-of-plant components, integrated
subsystems, and worldwide manufacturing capability to commercialise affordable, long-duration fuel cell
systems for the portable power market. In April 2005, Parker Hannifin made a subsequent decision to make
a strategic investment in Protonex as part of the Company’s second venture capital round.

Millennium Cell

In February 2004, Protonex and Millennium Cell entered into a joint development and licensing agreement
to develop man-portable power systems based on advanced chemical hydride cartridges. The team’s ability
to create power systems able to provide the same amount of power as existing battery sources at a
significantly reduced weight while also simplifying refuelling has generated not only widespread acclaim but
also lead to additional funding from the military (US Air Force and US Army). Millennium Cell has licensed
to Protonex its patented chemical hydride technology, which safely stores and delivers hydrogen energy to
power portable devices for military, industrial and medical markets. The borohydride-based technology can
be scaled to fit any application requiring high energy density, extended run time and compact size.

Northrop Grumman Laser Systems

In November 2005, Protonex and Northrop Grumman Laser Systems entered into a formal agreement to
jointly develop advanced fuel cell power systems for specified US military applications. Northrop Grumman
Laser Systems designs, develops and produces tactical laser rangefinders and designators for the US and
foreign armed forces. Laser Systems is a business unit of Northrop Grumman — a world leader in the design,
development and manufacture of defence and commercial electronic systems, including airborne radar,
navigation systems, electronic countermeasures, precision weapons, airspace management systems,
communications systems, space sensors, marine and naval systems, government systems and logistic services.
Northrop Grumman Laser Systems selected Protonex as its source for this initiative.

US Military

Protonex has also established a number of relationships with various military branches and research agencies
within the US Air Force, Army and Navy. In addition, the Company has received development funding from
the US Air Force Research Lab (AFRL), US Army Research Office (ARO), US Army Research Lab
(ARL), and US Special Operations Command (SOCOM).
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Customers
Protonex has developed a strong customer base for its military products with several branches of the US
Military. Major development programmes include:

• Air Force Research Laboratory for man-portable power;

• Northrop Grumman Laser Systems for Battlefield Airmen Operations (BAO) Kit power (funded by
Air Force Research Laboratory);

• Army Research Office for man-portable power and advanced fuel cell stacks;

• Air Force Research Laboratory for unmanned aerial vehicle (UAV) propulsion systems;

• Naval Research Laboratory for unmanned aerial vehicle propulsion systems; and

• Special Operations Command for silent auxiliary power and battery charging.

Protonex has demonstrated success in these military programmes with resulting prototypes and field
demonstrations. In commercial markets, Protonex is working closely with Parker Hannifin to develop
systems that can be used as stand-alone multi-purpose portable generators or auxiliary power units
integrated into specialty applications. Protonex has demonstrated a 500-watt power system that is designed
to fit into a Vectrix hybrid electric scooter and a 150-watt power system that attaches to an electric
wheelchair. Both solutions (pictured below at Figure 11 and Figure 12) include packaged hydrogen fuelling
when integrated into application equipment.

The Directors expect that early adopter markets with strong needs for advanced power solutions will
dominate initial market acceptance of fuel cell technology and will accept the higher costs associated with
initial fuel cell systems and fuel. After an initial market presence is established and scale economies are
achieved, the Company intends to target more mainstream commercial and consumer applications.

Figure 11: Electric wheelchair with 150-watt fuel cell system

Figure 12: Vectrix scooter with Protonex-Parker 500-watt fuel cell system
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Research and development

Protonex’ ongoing internal efforts to develop best-in-class portable power solutions based on chemical
hydride, reformers and other fuelling subsystems has been significantly accelerated by its work with the US
military, its strategic partners and OEM customers. Further advancements are expected in the areas of
fuelling solutions, fuelling sub-system design and construction and fuel cell stack and system design and
packaging.

The relationships that Protonex has established with a series of industry experts in the areas of design,
manufacture and safe handling of various energetic materials are expected to be critical to the development
of future fuelling solutions for Protonex’ applications. In the fuel cell industry, several small, specialised
companies are focused on developing key technologies at the fuel sub-system level (with use of innovative
materials and high performance fuels). Protonex is regarded highly in the fuel cell sector from both a
technical and a market perspective, and many of these smaller companies continue to seek opportunities to
collaborate with Protonex. These early joint development opportunities allow Protonex to benefit from, and
in many cases steer, the efforts of these external companies to improve or enhance the performance of
Protonex systems over time. In many cases, Protonex expects to negotiate exclusivity or preferred terms on
these technologies in exchange for its early assistance and commitment.

Intellectual property

The Company relies on a combination of patents, trade secrets, trademarks, copyrights and licences, together
with non-disclosure and confidentiality agreements, to establish and protect its proprietary rights to its
technologies. Because the Protonex methodology differs substantially from traditional methods for
assembling fuel cells, the team has been able to focus patent applications around these novel concepts rather
than on a single design for assembly, thus providing a larger and more meaningful blanket of intellectual
property (IP) coverage. The Company has filed a total of 40 patent applications in respect of its technology;
12 of these patent applications have been filed in the US in respect of the 11 areas within the Company’s
technology platform, and of these two patents have been issued, one patent application stands allowed and
nine patent applications are pending. The remaining 28 international and national stage patent applications
are counterpart applications to the 12 US applications and have been filed in jurisdictions outside the US that
the Board considers appropriate. All of these international and national stage patent applications remain
pending.

The patent applications filed by the Company to date cover the design and manufacturing processes involved
in Protonex’ fuel cell stacks, fuel cell systems, fuel systems and critical balance of plant components, which
the Directors consider to be material to the Company. The Directors do not anticipate any significant
obstacles to such patent applications being issued and the patent applications are proceeding through the US
and relevant national patent offices. The Company’s first patent was issued by the US patent office in
mid-2005 and its second patent was issued in May 2006. The Board expects up to three further patents to be
issued during 2006. As its technology continues to evolve and its systems continue to become more
commercialised, the Company expects to obtain additional patents that further enhance and support its
market position.

Expert’s report

In connection with the production of this document the Company has instructed E4tech (UK) Limited to
produce a technical evaluation of Protonex. Your attention is drawn to the contents of E4tech (UK)
Limited’s report which can be found in Part VI of this document.

Manufacturing strategy

Protonex manufactures and tests products during development and for pilot production volumes. After
finalising a given design and proving its manufacturing process on its existing pilot production lines, Protonex
will outsource all mid and high-volume production to strategic partners who have the requisite process
expertise and manufacturing infrastructure. Protonex has an agreement in place with one contract
manufacturer, Parker Hannifin’s Seal Group, for stack manufacturing, and will be selecting additional
manufacturing partners for the final assembly and testing of its fuel cell systems in late 2006.
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Directors and management team

Board of Directors

Harry Fitzgibbons — Chairman and Non-executive Director (Age 69)

Mr. Fitzgibbons was a director of Hambros Bank from 1972 to 1983 with responsibility for United States
corporate finance and for Hambros’ portfolio of international unquoted investments. He was instrumental
in establishing Boston Hambro Capital Company and Hambros International Venture Fund, both of which
were venture investors in the US. In 1982 Mr. Fitzgibbons started Hambros Advanced Technology Trust, a
venture capital fund in the UK which was a founding shareholder in Vodafone. He established Top
Technology Venture in 1986 as a venture fund manager and Top Technology Venture is now investing its
fourth fund in early stage technology. Mr. Fitzgibbons was educated at Harvard College and Trinity College,
Oxford and is a graduate of Harvard Law School. After briefly practicing law in New York, he served as an
officer with the United States Special Forces and with the Department of State, Washington, DC.
Mr. Fitzgibbons was a non-executive director of Johnson Matthey from 1990 to 2002 and is currently a
non-executive director of Ceres Power and Polyfuel, Inc.. Mr. Fitzgibbons became a Non-executive Director
and the Chairman of Protonex on 12 May 2006.

Scott Pearson — Executive Director, President and Chief Executive Officer (Age 41)

Mr. Pearson has over 15 years of experience leading a wide range of technology-based companies and
organisations. His management experience includes start-up companies, turnaround situations, acquisition
integrations and large commercial and institutional firms. Mr. Pearson’s professional experience spans a
broad range of industries including uninterruptible power systems (UPS), electric vehicles, electronics
assembly equipment and materials, digital imaging and defence systems. Previously, as President of
Americas of Powerware Corporation (a leading UPS provider), Mr. Pearson oversaw a $480 million
operation, significantly increasing its market share, profitability and cash flow. Mr. Pearson holds an MBA
from MIT’s Sloan School of Management, an M.S. in Mechanical Engineering from MIT and a B.S. in
Mechanical Engineering from the University of Massachusetts. Mr. Pearson joined the Board on
28 July 2004.

Dr. Paul Osenar — Executive Director and Chief Technology Officer (Age 35)

Dr. Osenar has extensive fuel cell experience that includes proton exchange membrane (PEM) development
and characterisation, PEM stack and system design and hydrogen fuelling solutions, having co-founded the
Company in 2000. He frequently speaks at industry and scientific meetings regarding fuel cell technology and
the fuel cell industry development. Dr. Osenar has broad experience in the development and production of
advanced materials and systems. Specifically, he has worked in thin films for the electronics industry,
traditional polymer synthesis, organic synthesis, and novel composite materials synthesis and application in
nanotechnology. His educational background is in materials science, engineering, polymer science and
organic chemistry. Dr. Osenar received a B.S. from Cornell University and a Ph.D. in Materials Science from
the University of Illinois. To date, he is co-inventor on seven issued patents and 35 pending applications.
Dr. Osenar was appointed a Director of Protonex on 6 October 2000.

John Connolly — Executive Director and Chief Financial Officer (Age 49)

Mr. Connolly brings over 25 years of strong financial and operations experience to Protonex. He has
significant experience in the financial management of both public and early stage high growth technology
companies, as well as a record of achievement in assisting the growth of emerging companies. Most recently
Mr. Connolly was the chief financial officer at geoVue, a leading provider of real estate location intelligence
solutions. He previously served as chief financial officer of Robotic Vision Systems and Davox Corporation
and held key financial and operational management positions at IRIS Graphics and Instrumentation
Laboratory. Mr. Connolly holds an MBA from Babson College and a B.S. in Accounting from Bentley
College. Mr. Connolly was appointed Chief Financial Officer of the Company on 6 February 2006 and joined
the Board on 12 May 2006.

John Butt — Non-executive Director (Age 46)

Mr. Butt is chief executive of Conduit Ventures Ltd, an FSA authorised UK based venture capital fund,
specialising in investments across the technologies which support the generation and use of energy through
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hydrogen and fuel cells. Investors include various multinational corporations in the energy and material
science fields. He has carried out and managed investments in Europe, North America and Asia and is
recognised as a leading investor in the sector. Prior to Conduit, Mr. Butt was a Director at Citigroup Global
Markets in London and Frankfurt and a Principal with Price Waterhouse LLP International Privatisation
Group in Washington DC. He has over 15 years financial experience of Europe, North America and
emerging markets including Central and Eastern Europe with large and small companies, entrepreneurs,
governments and multilateral funding institutions. Mr. Butt started his career with the Bank of England
based in London. Mr. Butt was educated at University of St Andrews, Scotland where he obtained a degree
in Biochemistry, and at the Kenan-Flagler Business School of the University of North Carolina at Chapel
Hill, where he obtained an MBA. Mr. Butt is a British citizen and is UK FSA registered. Mr. Butt is a
non-executive director of P21 GmbH and Cellex Power Systems. Mr. Butt has been a Director of Protonex
since October 2003.

Akbar Naderi — Non-executive Director (Age 55)

Mr. Naderi, as a vice president of operations, is leading the Emerging Technology Segment of the Parker
Hannifin Corporation. His 26 years of leadership at Parker Hannifin have a history of notable results, evident
in the turn around and restructuring of existing businesses for delivering a high rate of profitable organic
growth. Mr. Naderi’s executive business experience includes his past responsibilities as vice chairman and
president of a leading medical devices company. Mr. Naderi holds an M.S. in Chemical Engineering from the
University of Southern California. Mr. Naderi has been a Director of the Company since April 2005.

General (ret.) Charles Holland — Non-executive Director (Age 60)

General Holland retired as Commander, Headquarters US Special Operations Command, MacDill Air
Force Base, Florida, in November 2003. As Commander, he was responsible for all special operations forces
of the Army, Navy and Air Force, both active duty and reserve. General Holland entered the Air Force in
1968 after graduating from the US Air Force Academy. He has commanded a squadron, two Air Force
wings, served as Deputy Commanding General of the Joint Special Operations Command, and was
Commander of the Special Operations Command Pacific. Prior to his assignment as Commander, General
Holland commanded the Air Force Special Operations Command at Hurlburt Field, Florida, and was the
Vice Commander of US Air Forces in Europe at Ramstein Air Base, Germany. In addition to his B.S. in
Aeronautical Engineering from the US Air Force Academy, General Holland holds an M.S. in Business
Management from Troy State University, Ramstein AB, West Germany, and an M.S. in Astronautical
Engineering from the A.F. Institute of Technology, Wright-Patterson AFB, Ohio. General Holland is also a
director of General Atomics and AeroVironment Inc. and an adviser to Aerospace Integration Corporation
(AIC) and Camber Corporation. General Holland joined the Board on 12 May 2006.

Management Team

Greg Cipriano (Vice President, Marketing & Military Development)

Mr. Cipriano has 28 years of experience in high technology and is a successful entrepreneur. Mr. Cipriano has
founded, successfully built and sold three businesses. He was the founder and former chief executive officer
of both Internexsys and Affinity, and he was a co-founder of HealthCom. His extensive business and product
development experience includes OEM products for the military, commercial and medical markets.
Mr. Cipriano has held executive positions at California Microwave, Prime, Instrumentation Labs and PR
Mallory. He is a board member of Internexsys and a founding board member of the Massachusetts Hydrogen
Coalition. Mr. Cipriano received a B.S.E.E. from Worcester Polytechnic Institute and attended the MIT
Sloan School of Management, Executive Program.

Dr. Mohammad Enayetullah (Vice President, Advanced Technology)

Dr. Enayetullah, a distinguished fuel cell technologist, has been actively involved at the forefront of fuel cell
R&D activities for the past 24 years. In 2000, he co-founded the Company. He has unique expertise in all
aspects of fuel cell technology including materials, components and systems development. During his
professional career, he has developed and led a number of R&D teams focused on PEM fuel cell technology.
Dr. Enayetullah occasionally publishes his work (over a dozen publications and four pending patent
applications) and speaks widely at fuel cell seminars, symposia and conferences. Prior to founding Protonex,
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Dr. Enayetullah held positions at Johnson Matthey, H Power, ICET and Foster-Miller. He earned a Ph.D.
from Case Western Reserve University (with Professor Earnest Yeager) and received post-doctoral training
(with Professor John Appleby) at Texas A&M University.

Dr. David Edlund (Vice President, Reformer Development)

Dr. Edlund has been active in the fuel cell industry since 1992 and is a recognised expert in fuel reforming
and hydrogen purification technology, with 53 issued US patents. Prior to joining the Company, Dr. Edlund
co-founded IdaTech, LLC, a leader in the development of fuel processors and integrated PEM fuel cell
systems. He served for ten years as the company’s Chief Technology Officer and Senior Vice President,
developing a class of compact and cost-effective fuel processors based on steam-reforming technology.
Dr. Edlund also worked previously for Ballard Power Systems on hydrogen purification for air-independent
propulsion. He has authored more than 80 technical papers and presentations, and two text book chapters
on fuel reforming and hydrogen purification (in press). Dr. Edlund received his Ph.D. in Chemistry from the
University of Oregon where he studied catalytic reactions using novel soluble metal oxides.

Michael McCarthy (Vice President, Commercial Business Development)

Mr. McCarthy has over 20 years of experience in power and military technologies, with emphasis on
developing markets for cutting edge technologies. He has extensive international business and product
development experience, having spent almost half of his business career in Asia. Prior to joining the
Company, Mr. McCarthy held management and engineering positions at American Superconductor
Corporation, General Electric Osmonics, Stone & Webster Engineers and Constructors, Donaldson
Company and Alliant Techsystems/Honeywell Incorporated. Mr. McCarthy received a B.S.M.E. from North
Dakota State University and has been awarded one patent by the USPTO with two patent applications
pending.

Phil Robinson (Vice President, Engineering and Manufacturing)

Mr. Robinson has over 20 years of start-up, technology and senior management experience with an emphasis
on product and strategy development. His experience is founded on developing cutting-edge products based
on disruptive technologies and growing market demand for these technologies. Prior to joining Protonex,
Mr. Robinson served as Vice President of Engineering at Amperion, LAN Access, and NetVantage. He has
also held senior management positions at 3Com including as CTO of their Consumer Products Division and
CTO and R&D Manager of their Cable Access Unit. Mr. Robinson has served on the HomePlug consortium
board of directors, chairs the Consumer Electronics Association R7.3 Data Communications sub-committee,
and has authored/contributed to several IEEE 802 and IETF standards. Mr. Robinson received a B.S.E.E.
from the Georgia Institute of Technology and has been awarded eight patents by the US Patent and
Trademark Office.

Corporate governance
Protonex intends, where appropriate for a Company of its size, stage of development and resources, and,
taking into account that Protonex is incorporated in the US rather than the UK, to comply with the main
provisions of the principles of good governance and code of best practice set out in the Combined Code.

The Board includes three Executive Directors and four Non-executive Directors including Harry Fitzgibbons,
who serves as Non-executive Chairman. The Board has identified that John Butt and Akbar Naderi, due to
their interests in the shareholdings of Conduit Ventures and Parker Hannifin respectively, are not considered
to be fully independent for the purposes of the Combined Code. Following Admission, the Board will
consider further appointments of Non-executive Directors with experience of particular relevance to the
Company.

The Board has established Audit and Remuneration Committees. The Audit Committee is responsible for
monitoring the quality of internal control, ensuring that the financial performance of the Company is
properly measured and reported on and for reviewing reports from the Company’s auditors relating to the
Company’s accounting and internal controls. The Audit Committee consists of Harry Fitzgibbons as
Chairman and Akbar Naderi, assisted by John Connolly.

The Remuneration Committee is responsible for determining the terms and conditions of service, including
the remuneration and grant of options to Executive Directors under the Company’s Stock Incentive Plan.
The Remuneration Committee consists of John Butt as Chairman and General (ret.) Charles Holland,
assisted by Scott Pearson.

26



The Directors will comply with Rule 21 of the AIM Rules relating to directors’ dealings as applicable to AIM
companies and will take all proper and reasonable steps to ensure compliance by the Company’s applicable
employees. The Company has adopted a share dealing code which restricts the ability of the Directors and
applicable employees from dealing in Common Shares at certain prohibited times.

The Company has a Code of Ethics Policy outlined in its Employee Handbook which sets out the conduct
expected of all Directors and employees. The conduct of the Company and its employees is to be in
compliance with the laws and regulations relating to the Company’s business and all personnel are expected
to adhere to sound moral and ethical standards.

Premises

Protonex is housed in a 13,463 ft2 unit in an industrial complex in Southborough, a western suburb of Boston,
Massachusetts. The facility is divided into office, laboratory and production areas. The Directors believe that
Protonex’ facilities meet applicable federal, state and local governmental environmental laws and regulations
with respect to: (a) airborne emissions; (b) waterborne effluents; (c) external radiation levels; (d) outdoor
noise; (e) solid and bulk waste disposal practices; and (f) the handling and storage of toxic and hazardous
materials. The Company has built excellent fuel cell development and testing facilities which include:

• Stack testing equipment: Comprised of several test rigs with computer-controlled test stands using a
multi-channel DC electronic load bank. Each stand is capable of testing single fuel cells as well as
multi-cell stacks of up to 600-watt power output. These are used for short-term variable load testing and
the evaluation of developmental stacks. The test rig controls fuel and oxidant pressure, humidity, flow
rates and temperatures of input/output gases, while stack outputs are recorded as volts, amps and watts
by the load bank.

• System testing equipment: Includes eight computer-controlled test stands, each with 100-watt capability,
dedicated to testing and qualifying integrated fuel cell systems. Each stand is capable of programming
run conditions of individual fuel cell systems and recording a variety of output parameters. These test
stations can also be used to evaluate the performance of fuelling systems, including hydrogen
generators.

• Life testing equipment: Comprised of six test stands installed in a safe cabinet dedicated to continuous
life testing of fuel cell stacks. Each computer-controlled stand has the capability of non-stop recording
of stack performance under a programmed operating condition. A second life testing rig comprised of
six test stands was installed recently in another safety box; this is dedicated to life testing experiments
on stacks and subsystems. Operating parameters of individual systems can be programmed and outputs
can be recorded simultaneously using Labview programme.

• Environmental chamber: Protonex has installed a new environmental testing system with approximately
27 ft3 working area and an operating temperature range of -37°C to 177°C. For operation between 5°C
and 90°C, the system allows humidity control in the range of 20 per cent to 90 per cent.

• Rapid prototyping facility: Vertical machining centre, milling machine, fuel cell assembly area
equipped with moulding facility comprised of different format dies/moulds, pumps, and ovens, a clicker
press, a drill press and a hot press.

• Acoustic test chamber: A sound insulated box (Anechoic) has recently been installed for analysis of
the acoustic noise signature of our fuel cell systems. Initial testing of advanced prototypes of 30-watt
man-portable power systems has been carried out in this chamber.

• Fume hoods: Two new fume hoods (6’ x 4’) are used in the development and testing of fuelling devices
(hydrogen generators/fuel processors) in addition to their normal use for chemical handling and
preparation.

• High-power test equipment: Protonex is currently in the process of fabricating this test rig comprising
of three stations, each with a capability of up to 1.5kW. The first of these stands has already been
installed and tested for programmed fuel cell operation and testing; others in different stages of
integration are expected to be commissioned in the next few months. Once completed this test rig will
be dedicated to testing relatively higher power (300 to 1000-watt) stacks and/or systems.
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• Computing facility: Protonex’ laboratories and offices are interlinked with a computer network. A
robust computing facility is dedicated for fuel cell hardware design. SolidWorks software, a 3D
modelling package, is used for design work.

• Ancillary facilities: Protonex’ laboratories have the necessary instruments, including balances, ovens,
mixers/stirrers, peristaltic pumps and microscopes for general analysis and development. For advanced
analytical testing and preparative work, the Company has arrangements in place to use the local
university’s facilities.

Competition
Protonex possesses a strong competitive position because of its proven strengths in overall fuel cell systems
design, stack technology, value-added partnerships, its proprietary IP portfolio and ability to turn
cutting-edge fuel cell technology into commercialised products. The patent-pending technology that
differentiates Protonex from its fuel cell competitors is a unique stack fabricating technology that involves
a single-step methodology for manufacturing PEM fuel cell stacks based on a mass-producible injection
moulding process. This innovation allows Protonex to reduce both the technical and cost barriers to the
successful commercialisation of fuel cell-based power systems. Protonex has successfully tested and
optimised its injection moulding method in the build of more than 700 fuel cell stacks ranging from
ten to 500-watts, with more than 4,000 hours of demonstrated runtime per stack. The Company continues to
develop products and technology at a rapid pace thereby strengthening its competitive position in the
market.

In the sub-kilowatt power range, Protonex competes with several other fuel cell technologies, all of which
offer technical merits and drawbacks. These considered, the Directors believe that the PEM technology and
systems engineering that Protonex possesses and uses to build its systems are fundamentally superior to
these other technologies, and that Protonex systems will continue to be competitive in the market space.

• Direct methanol fuel cells (DMFCs): Although DMFC systems are perceived as attractive given the
relative ease with which fuel can be packaged and distributed, for applications above approximately ten
watts DMFCs have a number of drawbacks that may ultimately limit practical application. Current
DMFC membrane electrode assemblies are limited in lifetime with few groups being able to
demonstrate even 1,000 hours of practical operation. System size and weight are also issues, due to the
low power density of DMFC (50-100mW/cm2) stacks. In addition, the complexity of the fuel
management (eg, methanol dilution, water recovery and recirculation) makes the balance of plant large.
DMFCs require very high precious metal content, which results in expensive stacks and systems. Finally,
DMFC systems have demonstrated very limited environmental operating range. Specifically, at higher
ambient temperatures, systems tend to dry out (water recovery is difficult). The better systems today are
limited to 0oC and 35ºC without fuel dilution.

• Solid oxide fuel cells (SOFCs): Although theoretically interesting, SOFC technology is several years
behind PEM technology, particularly for applications in the sub-kilowatt power range. In addition, high
costs, low yields, high thermal signature (700-1000°C), low system reliability and durability and safety
concerns are among the major factors that are likely to preclude practical application of SOFC systems
for sub-kilowatt applications.

• Alkaline fuel cells: Alkaline fuel cells, although based on a relatively old and proven technology, give
rise to serious issues including the requirement for pure oxygen and hydrogen fuel (these cells are
intolerant to carbon dioxide due to solid carbonate formation), hazardous liquid electrolyte (highly
concentrated alkali), lower power density and technology readiness level. The Directors do not consider
alkaline fuel cells to be a competitor in the Company’s targeted power range.

• Other hydrogen PEM: There are several competitors utilising PEM technology to target applications
in the sub-kilowatt power range. The merits of Protonex’ technology versus competitive hydrogen PEM
solutions were discussed in the sections above. The Directors believe that Protonex possesses significant
technical and first-mover advantages over other hydrogen PEM fuel cell developers.

Financial information, current trading and future prospects
The following information has been extracted without material adjustment from the financial information on
the Company set out in the Historical Financial Information on the Company contained in Part III of this
document. Prospective investors should read the whole of this document and should not rely solely on this
summary.
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Year ended
30 September

2003
12 months

$’000

Year ended
30 September

2004
12 months

$’000

Year ended
30 September

2005
12 months

$’000

Period ended
31 March 2006

6 months
(unaudited)

$’000

Revenue 265 966 1,757 910
– Research & development costs 340 1,599 2,279 2,021
– Sales and marketing 27 255 315 252
– Administration costs 386 1,020 1,536 864

Operating (loss)/profit before interest and tax (488) (1,908) (2,373) (2,227)

Loss on ordinary activities before taxation (480) (1,923) (2,223) (2,053)

Protonex has successfully grown its revenue from $265,000 in the year ended 30 September 2003 to $966,000
in the year ended 30 September 2004 and $1,757,000 in the year ended 30 September 2005. Despite a
significant delay in several programme starts due to the late signing of the 2006 United States defense
budget, the Company generated revenues of $910,000 in the six months ended 31 March 2006. Protonex has
witnessed an increase in demand from several branches of the US military and continues to broaden its base
of funded development programmes, which the Directors expect to lead to future military product sales.
Protonex has also seen an increased level of interest from commercial OEMs to deploy its technology into
non-military applications. The Directors are encouraged by the increasing number of key relationships with
strategic partners, military entities and commercial OEMs and believe that prospects for the Company are
good.

Since the majority of Protonex’ revenue to date has been derived from funded development programmes
with the US Government and not recurring product sales, the Company has chosen not to present gross
margin or gross profit lines in its financial summaries to date. The Company will begin presenting cost of
goods sold (COGS) and gross profit lines in its financial statements for the year ending 30 September 2007
since the Company expects a meaningful portion of its 2007 revenue to be comprised of product sales.

The growth in the Company’s costs reflects the implementation of the Board’s planned development of its
resources and activities. Research and development expenses grew from $340,000 in the year ended
30 September 2003 to $2,279,000 in the year ended 30 September 2005. The Company continues to invest in
its research and development efforts, expending $2,021,000 in the six months ended 31 March 2006. In
addition to its military and government programmes, the Company is pursuing and internally funding several
important technology and product development programmes. As its products continue towards
commercialisation, the Company has also been allocating more resources and funds to business development
and sales and marketing efforts in both the military and commercial segments. These expenses include
expanding sales and marketing efforts from $27,000 in the year ended 30 September 2003 to $252,000 in the
six months ended 31 March 2006. The Company expects these expenditures to continue to grow as it expands
its sales efforts into the commercial market.

Increasing general and administrative expenses similarly reflected the planned growth of the infrastructure
to support the Company’s growth. The Board currently expects that its operating costs will continue to rise
but that these increases will generally be proportionate to expected growth in revenue.

Stock Incentive Plan
The Directors recognise the vital role of its staff in contributing to the overall success of the Company and
the importance of the Company’s ability to incentivise and motivate its employees. Therefore, the Directors
believe that employees should be given the opportunity to participate and take a financial interest in the
success of Protonex.

As at the date of this document, options over 4,018,716 Common Shares have been granted and remain
outstanding. Options over 655,500 additional Common Shares under the Stock Incentive Plan have also been
approved in principle, subject to the attainment of specifc business targets during the financial year 2006.
Certain Directors hold options over Common Shares and further details of the Directors’ interests are set
out in paragraph 5 of Part VIII of this document. A summary of the Stock Incentive Plan and details of when
outstanding options may be exercised are set out in paragraph 8 of Part VIII of this document.

Reasons for Admission and details of the Placing
The Directors consider that Admission will be an important step in the development of the Company and
that it will enhance its standing in the international marketplace, with partners and with customers.
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The Placing will expand the Company’s shareholder base, and the creation of a market for its Common
Shares will give its employees greater opportunity to participate directly in the future of the Company as well
as improve the ability of the Company to attract and retain new staff.

The 10,350,000 new Common Shares which are the subject of the Placing represent approximately 23.9 per
cent of the Enlarged Issued Share Capital of the Company following Admission. The issue of the Placing
Shares by the Company will raise approximately £7,397,500, net of outstanding expenses and commissions.
Further details of the Placing Agreement are set out in paragraph 10.1 of Part VIII of this document.

Pursuant to the Placing, the Placing Shares will be conditionally placed with institutional investors in the
United Kingdom and Europe and, in a separate private placement, with accredited investors in the United
States of America.

As part of the Placing, Harry Fitzgibbons, Scott Pearson, John Connolly and Dr. Paul Osenar, all Directors
of the Company, have subscribed for 59,000, 16,000, 12,000 and 6,500 Placing Shares respectively. Following
the Placing, the Directors will, in aggregate, be interested in 9.33 per cent of the Enlarged Issued Share
Capital of the Company. Further details of the Directors’ interests are set out in Part VIII of this document.

Use of proceeds of the Placing
The Company intends to use the net proceeds of the Placing as follows:

• to finance the continued commercialisation and marketing of the Company’s existing and new products
for military and commercial markets;

• to further its development of advanced fuel cell and fuelling technologies;

• to implement volume production operations with its contract manufacturing partners;

• to provide funds for general corporate purposes and working capital; and

• for selective acquisitions of, or investments in, adjacent technologies or businesses that complement or
expand the Company’s existing business.

Until the Company uses the net proceeds, the Directors will manage the funds according to the Company’s
investment policy, investing in short-term, interest bearing investment grade securities.

Dividend policy
The Company is at a development stage with no pre-tax profit. Any profitability in the future will be
dependent on the successful development, manufacture, sale and marketing of the Company’s products. The
Company does not anticipate paying any cash dividends on its Common Shares in the foreseeable future and
intends to retain all future earnings to fund the development of its business.

Dealing arrangements
The Placing is subject to the satisfaction of certain conditions in the Placing Agreement including Admission
occurring by 8.00 am on 3 July 2006 or such later time and/or date as Canaccord and the Company may
agree, being not later than 8.00 am on 24 July 2006.

Application will be made to the London Stock Exchange for the admission of the Common Shares, issued
and to be issued pursuant to the Placing, to be admitted to trading on AIM.

Admission is expected to take place and dealings in the Common Shares are expected to commence on the
London Stock Exchange at 8.00 am on 3 July 2006. It is expected that definitive share certificates for
Common Shares will be posted on 3 July 2006 or as soon thereafter as is practicable.

Temporary documents of title will not be issued. Pending the despatch by the Registrars of definitive share
certificates, transfer will be certified against the register held by the Registrars.

Trades of shares on AIM are generally made through the CREST system, a paperless settlement procedure
enabling securities to be evidenced and transferred electronically. Securities issued by non-UK registered
companies, such as the Company, cannot be held or transferred in the CREST system. However, when the
Common Shares (including the Placing Shares) become eligible for transfer through CREST (as further
described below), it will be possible for CREST members to hold and transfer interests in Common Shares

30



within CREST pursuant to depository interest (DI) arrangements established by the Company. The
Common Shares themselves are not admitted to CREST. Instead, the Registrars, acting as depository, will
issue DIs representing the underlying Common Shares, which are held on trust for the holders of the DIs.
The DIs themselves are independent securities constituted under English law which may be held and
transferred through the CREST system. CREST is a voluntary system and holders of Common Shares who
wish to retain share certificates shall be able to do so.

Due to restrictions on transfers under the Securities Act, the Placing Shares must be held in certificated form for
a period of at least 12 months following Admission and therefore the Placing Shares will not be eligible for
settlement through CREST during that time, unless CREST is modified to handle settlement of restricted shares.
It should be noted that under US securities laws, holders of the Placing Shares will be subject to certain restrictions
on their ability to sell such shares as set out in the paragraph entitled ‘‘US transfer restrictions’’ in this Part I and
in Part VII of this document. The certificates representing the Placing Shares will bear legends evidencing the
restrictions on transfer. Accordingly, settlement of transactions in the Placing Shares following Admission will not
take place within the CREST system although trades can be reported to the London Stock Exchange and the cash
consideration can be settled using the CREST residual service.

The Company intends to apply to CREST for the Common Shares to be admitted for settlement through
CREST during the period beginning 12 months following Admission. Once this process is complete,
Common Shares will become eligible for settlement through CREST following the expiry of US securities
law restrictions applicable to such shares and dematerialisation of such shares into DIs. The restrictions on
each particular block of Common Shares expire at varying times depending on the nature of the
shareholder’s relationship with the Company and the period of time since the Common Shares were acquired
(and fully paid for) from the Company or an affiliate of the Company. Upon expiry of such restrictions,
Shareholders will have the option of submitting their certificates for legend removal and/or dematerialisation
into CREST. If a Shareholder chooses to dematerialise shares to allow for electronic trading/settlement
through CREST, the Company’s Registrars will issue DIs in respect of the underlying Common Shares being
dematerialised.

US transfer restrictions
The Placing Shares will not be registered under the Securities Act or under the applicable securities laws of
any of the states of the United States. Accordingly, the Placing Shares offered pursuant to this document (as
opposed to pursuant to the US private placement) may not be offered or sold in the US or to US Persons
(as defined in Regulation S) unless they are so registered or an exemption from such registration is available.
Subject to certain exceptions, the Placing Shares are being offered to non-US Persons in offshore
transactions exempt from the registration requirements of the Securities Act in reliance on Regulation S
thereunder. In addition, the Company is concurrently offering Placing Shares to US Persons in a separate
private placement under Regulation D of the Securities Act. Accordingly, the Placing Shares are subject to
the restrictions on transfer set out in Part VII of this document, including a restriction against hedging
transactions involving the Placing Shares unless conducted in compliance with the Securities Act. Certificates
representing the Placing Shares will bear legends with respect to such transfer restrictions. Placees and
subsequent purchasers of the Placing Shares will be deemed to have agreed to be bound by the transfer
restrictions set out in Part VII of this document pursuant to which, amongst other things, they will be bound
by the agreement not to effect transfers of the Placing Shares except to transferees who also agree to these
restrictions for so long as such restrictions are still applicable. These restrictions will not affect the dealings
of the Common Shares on an open and proper basis. Further details of these transfer restrictions are set out
in Part VII of this document.

Lock-in and orderly market arrangements
Pursuant to the Lock-in Agreements, each of the Directors holding Common Shares at the date of this
document and certain Shareholders of the Company (the ‘‘Covenantors’’) have agreed with the Company
and Canaccord that, subject to certain exceptions, he or it will not dispose of any interest in any Common
Shares (save for any interest in Common Shares acquired pursuant to the Placing or any interest in Common
Shares bought on the market following Admission) for a period of 12 months following Admission. The
holders of approximately 98.23 per cent of the Common Shares in issue immediately prior to Admission
(assuming the Conversion has become effective) have entered into Lock-in Agreements containing these
restrictions.

In addition to the restrictions summarised above, the holders of approximately 95.56 per cent of the
Common Shares in issue immediately prior to Admission (assuming the Conversion has become effective)
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have agreed that, for a further period of 12 months, subject to certain restrictions, any disposal of any interest
in Common Shares will be effected through Canaccord, or by the Company’s broker at the relevant time (if
different) for the purpose of maintaining an orderly market in the Company’s securities. Further details of
the Lock-in Agreements are set out in paragraph 10.3 of Part VIII of this document.

Effect of US domicile
The Company is a US company incorporated in the State of Delaware, US and is subject to the provisions
of the DGCL. There are a number of differences between the corporate structure of the Company and that
of a public company incorporated in the UK under the CA 1985. Whilst the Directors consider that it is
appropriate to retain the majority of the usual features of a US corporation, they have included certain
provisions in the Post-Admission Certificate and the By-laws so as to replicate broadly UK standard practice
in a number of areas. Set out below is a description of the principal differences together, where appropriate,
with a note of the relevant provisions of the Post-Admission Certificate.

Pre-emptive rights

Unless expressly and specifically set forth in a company’s certificate of incorporation, shareholders do not
have pre-emption rights under the DGCL over further issues of shares in that company. However, in
accordance with the Company’s Post-Admission Certificate, for so long as the Common Shares are admitted
to AIM, the Company may not allot or issue for cash in any 12-month period Common Shares representing
more than 50 per cent of the Company’s issued share capital from time to time without the prior consent of
a majority of the Shareholders, unless such issue is made pursuant to a fully pre-emptive offer or pursuant
to the Stock Incentive Plan or any other stock option or incentive plan adopted by the Company.

Takeovers

The Company will not be subject to the City Code. However, the Company’s Post-Admission Certificate will
contain a provision requiring, broadly, any person that acquires securities of the Company representing,
together with securities held by persons acting in concert with such person, 30 per cent or more of the
Company’s voting power to make a cash offer for the remaining shares in the Company at the highest price
he has paid in the preceding 12 months. The Post-Admission Certificate will also require any person that
holds securities representing, together with securities held by persons acting in concert with such person,
between 30 per cent and 50 per cent of the Company’s voting power and then acquires additional securities
which increases his percentage of voting rights to make such a mandatory offer.

The Company’s securities are not currently publicly traded in the US markets nor are they registered with
the SEC. In the event that the Company’s securities become listed on a US national securities exchange, the
mandatory offer provisions described above will cease to apply.

Disclosure of interests in shares

Under the DGCL, Shareholders are not obliged to disclose their interests in the Company’s share capital in
the same way as is required under the CA 1985. From Admission, a Shareholder will be required to notify
the Company when, to his knowledge, he acquires an interest (or ceases to have an interest) in Common
Shares equal to 3 per cent or more of the Company’s issued share capital. This obligation also arises when
there is an increase or decrease in the percentage level of a Shareholder’s interest in Common Shares above
or below 3 per cent. For the purposes of the Post-Admission Certificate, an interest includes the right to
subscribe for, or convert into, Common Shares any other interest, including the right to control the exercise
of any right conferred on a Common Share.

Taxation
Information regarding UK taxation and US taxation, insofar as it may be applicable to UK residents in
relation to the Placing and Admission, is set out in paragraph 11 of Part VIII of this document. All
information in this document in relation to taxation is intended only as a general guide to the current tax
position for UK investors as at the date of this document. If you are in any doubt to your tax position or are
subject to tax in jurisdictions other than the United Kingdom, you are strongly advised to consult your own
independent professional financial adviser.

Additional information
Your attention is drawn to Part II of this document which contains risk factors relating to any investment in
the Company and to Parts III-VIII (inclusive) of this document which contain further information relating
to the Company.
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PART II — RISK FACTORS

An investment in Common Shares involves a high degree of risk and should be regarded as speculative.
Prospective investors should consider carefully all of the information within this document, including the
following risk factors, before making a decision to invest in Common Shares.

The risks listed below do not necessarily comprise all those associated with an investment in the Company.
In particular, the Company’s performance may be affected by changes in the market or economic conditions,
including movements in commodity prices, and in legal, regulatory and tax requirements. The risks listed are
not set out in any particular order of priority.

If any of the following risks actually occur, the Company’s business, financial condition, trading performance
and prospects could be substantially adversely affected. In such cases, the trading price of the Common
Shares could decline and investors may lose all or part of their investment. Additional risks and uncertainties
not presently known to the Directors, or which they currently deem immaterial, may also have an adverse
effect upon the Company and the information set out below does not purport to be an exhaustive summary
of the risks affecting the Company.

Short business history and net operating losses

Protonex has a short operating history as it was established in 2000, and since inception, it has incurred
recurring losses from operations. Protonex reported a net operating loss of $2.2 million for the year ended
30 September 2005. There can be no assurance that the Company will generate significant revenues or move
into profitability at any stage. There is also no assurance that any net operating losses will be available to
Protonex in the future as an offset against future profits for income tax purposes.

Protonex is an early stage development company

Protonex’ business is in the early stage of development and has not yet generated significant revenues. Its
proposed operations are subject to all of the risks inherent in a start-up or developing business enterprise,
including the likelihood of continued operating losses. The likelihood of Protonex’ business success must be
considered in light of the problems, expenses, difficulties, complications, and delays frequently encountered
in connection with the growth of an existing business, the development of products and channels of
distribution, and current and future development in several key technical fields, as well as the competitive
and regulatory environment in which the Company operates.

Technology

At present the core technology of the Company centres around hydrogen PEM fuel cell stacks and systems,
in particular the design and manufacturing processes of such fuel cell products. This technology has
undergone testing in laboratory situations and in prototype products. As with any new technology, there are
risks associated with the industrial development and performance of the technology.

Competing technologies

The Directors cannot assure investors that the market for Protonex’ technology will not ultimately be
dominated by products or technologies other than the Company’s, or that the Company will be able to adapt
to changes in or create ‘‘leading-edge’’ technology. Many of the companies in the energy industry including
those OEMs with separate business units involved in fuel cell technology have substantially greater capital
resources, research and development staff and facilities than the Company. Such entities may have
developed, may be developing or could, in the future, develop products that are competitive with those of
the Company. The Company’s competitors may develop or market technologies that are more effective or
less expensive than those developed or marketed by the Company or that would render its technology or
business model obsolete or non-competitive.
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Manufacturing

The Company has stated that it will use contract manufacturers for all medium and high volume production
of its products. If the Company succeeds as expected in developing commercially viable products, these
products will need to be manufactured in commercial quantities, in compliance with regulatory requirements
and at acceptable costs. The Company may not be able to secure competent contract manufacturers to
deliver products on time, with the required quality levels or at a cost that is competitive with the products
of its rivals or competitive with the incumbent technologies it intends to displace.

Third party suppliers

Whilst the Company seeks to establish second sources for critical materials and components wherever
possible, this will not always be possible. Failure of one or more of the Company’s suppliers to deliver could
prevent or limit the Company from supplying products.

Market acceptance

Whilst the Directors believe a viable market for the Company’s products will develop in the future, there can
be no assurance that such fuel cell technology will succeed as an alternative to conventional or other new
products. The development of a market for the products is affected by many factors, some of which are
beyond its control, including the emergence of newer, more successful technologies and products, the cost
and commercial availability of fuels, the cost of the Company’s products themselves, regulatory requirements
including any regulatory changes, consumer perceptions of the safety of its products and consumer
reluctance to buy a new product.

If a market fails to develop or develops more slowly than anticipated, the Company may be unable to
recover the losses it will have incurred in the development of its products and may never achieve profitability.
In addition, the Directors cannot guarantee that the Company will continue to develop, manufacture or
market its products or components if market conditions do not support the continuation of the product or
component.

United States Government budget delays or reductions in future funding levels

A large portion of Protonex’ current and future business is dependent on continued funding from the US
Government, with the majority coming from the Department of Defense (DoD). This funding can be used
by Protonex for product/technology development, product testing or product procurement. There is no
guarantee that the US Government or the DoD will continue to have access to the funds required to
continue current efforts. A possibility also exists for material delays to occur if annual budgets are not
approved on a typical schedule.

The Company may be exposed to litigation in the future

Customers and partners may rely upon the Company’s products for their energy needs. The Company’s
products use flammable and energy-dense fuels and therefore a malfunction or the inadequate design of the
Company’s products could result in claims. Any liability for environmental harm or for damages resulting
from technical faults or failures could be substantial and could materially adversely affect the Company’s
business and results of operations. In addition, a well-publicised actual or perceived problem could adversely
affect the market’s perception of the Company’s products, which would materially impact upon the
Company’s financial condition and operating results. Finally, such claims could result in higher insurance
premiums or affect the Company’s ability to obtain adequate insurance at a reasonable price.

Intellectual property

Your attention is drawn to the paragraph headed ‘‘Intellectual property’’ set out in Part I of this document
which describes the intellectual property of the Company.

The success of the Company depends at least in part upon its ability to obtain and maintain patent protection
in North America, Europe, Asia and elsewhere for its technology and to maintain the confidentiality of its
know-how. To date, 12 United States patent applications, and certain corresponding applications in non-US
jurisdictions, have been filed by the Company. Two of the Company’s patent applications have now been
issued as US patents. However, the patent positions of technology-based enterprises, such as the Company,
are subject to complex factual and legal issues that may give rise to uncertainty as to the validity, scope,
enforceability and priority of a particular patent.
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When a patent application is made, the patent office examiner will seek to find out what information
regarding technology in the same general area has been published before the original filing date of the
application and so form part of the state of the art, referred to as ‘‘prior art’’. The examiner will consider how
broad the claims of the patent should be having regard to how much the inventor has contributed to
knowledge in the art. Consideration should be given to any new citations of prior art which arise during
prosecution of the patent. While Protonex has a detailed understanding of the prior art relating to its main
patent applications, as with all patent applications, the possibility always remains that other relevant prior
art may be discovered in the future.

A patent once granted is not guaranteed to be valid. The validity or invalidity of a patent is ultimately
determinable by the courts. Following the grant of a patent, third parties may seek to invalidate the patent
either before the Patent Office or in the courts. A patent may be partially or wholly invalid because searches
have not revealed items of prior art which the examiner did not find or know about, or because the examiner
may not have given appropriate attention to the prior art cited during the original prosecution of the patent
application. In addition, the examiner is normally looking only at published material and he has no
knowledge of activities that could amount to a prior use of the invention.

Accordingly, there can be no assurance that patent applications that have been made but which are pending,
or which the Company will make, will be granted, that the scope of the exclusive right sought in the current
applications will not need to be narrowed, or that patents granted to the Company will not be successfully
challenged. Furthermore, there is no assurance that the Company’s existing or future patent rights will afford
adequate protection to the Company against unauthorised use of its technology by others. The Company
may incur substantial costs if required to enforce its patents against third parties, especially if such third
parties have greater financial resources than the Company. The Directors recognise that there are certain
jurisdictions where the Company has not obtained patent protection and where no patent protection may be
available. The Company’s ability to market its products or technology in these jurisdictions by way of
licensing arrangements may be limited.

A granted patent gives its owner a right for a limited period (20 years from the earliest priority date claimed
in the case of US patents, subject to term adjustment or extension in certain circumstances) to prevent other
persons from carrying out certain acts or making certain products which come within the scope of the patent
in the territory for which it is granted. It does not give its owner the right to carry out such acts or make such
products if to do so would infringe a third party’s patent. Although the Directors are not aware of any third
party patent to which the Company would require a licence to exploit any of its technologies, such third party
patents or patent applications may exist. The Company may incur substantial costs if required to defend
against third party claims of infringement, especially if such third parties have greater financial resources
than the Company. In addition, litigation is time consuming and could divert management attention and
resources away from the Company’s business. If the Company does not prevail in litigation, it may have to
pay substantial damages for past infringement, and the court may prohibit the Company from selling or
licencing the product that infringes the patent unless the patent holder licences the patent to the Company.
The patent holder is not required to grant such a licence. Even if a licence is available, it may not be available
on acceptable terms. Failure to obtain a required licence could result in delays in product development while
the Company attempts to design around the patent. If the Company were unable to cost-effectively redesign
its products so they do not infringe a patent, it might be unable to sell some of its products.

The Company’s methods of and procedures for protecting the concepts, ideas, proprietary know-how and
documentation of its proprietary technology may not afford the Company complete protection, and there
can be no assurance that others will not obtain access to the Company’s know-how or concepts, ideas and
documentation. Furthermore, there can be no assurance that confidentiality arrangements with the
Company’s directors, employees, consultants, manufacturers, suppliers and prospective licences will
adequately protect the Company’s trade secrets. Technology protected by way of trade secrets only retains
its commercial value for as long as it remains confidential and the disclosure of its trade secrets could have
an adverse effect on the Company.

Commercial and strategic relationships

The Company has relationships with a number of companies and other organisations, including various
military and research agencies, for the development of particular applications of the Company’s technology.
The success of the Company will depend on its ability to maintain these relationships and also initiate,
develop and maintain beneficial commercial relationships with other parties, including OEMs, suppliers of
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materials, materials improvement technologies and production technologies, sub-contract manufacturers,
fuel cell systems integrators and system manufacturers. By incorporating the technology of other parties in
the Company’s own products, it is possible that such third party technology may infringe an intellectual
property right of another. In such circumstances, the Company could potentially be liable for such
infringement. The successful realisation of the Company’s business model requires the establishment and
maintenance of beneficial commercial and strategic relationships with other parties in the industry.

Federal contracts

A significant proportion of the Company’s revenues in the financial year ended 30 September 2005 was
generated from sales to federal agencies and related entities. Most federal government contracts are funded,
in an enforceable way, for only one government financial year at a time. If federal budgets available for
development and production of fuel cell technologies are reduced, or if the Company is unable to maintain
its relationships with these agencies and entities, there could be a material adverse effect on the Company’s
business. In addition, there are requirements and risks unique to federal government contracts and
subcontracts that could, if realised, have a material adverse effect on the Company’s business. Among these
are audits of management systems for unique requirements, audits of cost accounting and cost records for
unique requirements and disallowances, and potential repricing of past sales or withholding of portions of
future payments related to unique requirements. All federal government prime contracts, and most
subcontracts to federal government prime contracts, may be terminated, in whole or in part, at will and
without cause; the terminated contractor is entitled to be made whole for effort performed but is not entitled
to anticipated profit on the terminated portion.

Required changes in the Company’s financial and business model, and ability to attain future financing

The Company may require additional financing to develop its technology. Such additional funding may be
sought through equity or debt financing, collaborative agreements or from other resources. The Company
may be unable to obtain adequate financing on acceptable terms, if at all. The Company may also need to
adapt its business model in the context of rapidly developing technology and customer needs.

Regulatory approvals

There currently is regulatory momentum for approving the open transport of fuel cell systems and fuel
cartridges. The United Nations’ vote in December 2004 to establish model regulations for shipping methanol
fuel cartridges was a significant step and reflects the strong momentum on the part of the industry to achieve
the regulatory environment that would support the world wide adoption of direct methanol fuel cells.
Additional regulations are required covering fuel cell device and fuel cartridge safety and design. Numerous
organisations are at work developing and considering these regulations. These include: IATA
(‘‘International Air Transport Association’’), ICAO (‘‘International Civil Aviation Organisation’’), IEC
(‘‘International Electrotechnical Commission’’), UL (‘‘Underwriters Laboratories’’) and other standards
organisations around the world. Failure to implement or delay in these regulatory changes would have a
material adverse affect on the financial performance of the Company.

Dependence on key personnel and importance of hiring additional skilled personnel

The Company’s success is largely dependent on the performance of its key management and technical
personnel. The loss of one or more of these people could adversely affect the Company’s business. Much of
the Company’s technology has been originated by its key employees/management. Additionally, in order to
successfully implement the Company’s anticipated growth, the Company will be dependent on its ability to
hire (in a timely manner) and retain additional skilled and qualified personnel, particularly in relation to
technological development and also in relation to management, sales support, marketing and technical
personnel. There can be no assurance that Protonex will be able to retain or hire necessary personnel.

Projections

Certain statements contained in this document may constitute forward-looking statements. Any such
forward-looking statements involve risks, uncertainties, and other factors that may cause the actual results,
performance or achievements of the Company to be materially different from any results, performance or
achievements expressed or implied by such forward-looking statements. These forward-looking statements
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speak only as of the date of this document. The Company and the Directors expressly disclaim any obligation
or undertaking to release publicly any updates or revisions to any forward-looking statement contained
herein, save as required to comply with any legal or regulatory obligations to reflect any change in the
Company’s expectations with regard thereto or any change in events, conditions or circumstances on which
any such statement is based.

RISKS RELATED TO THE PLACING

Shares available for future sale

The Company is unable to predict whether substantial amounts of Common Shares, in addition to those
Common Shares which will be available in the Placing, will be sold in the open market following the expiry
of the lock-up period contained in the Lock-in Agreements, further details of which are set out in paragraph
10.3 of Part VIII of this document. Any sales of substantial amounts of Common Shares in the public market,
or the perception that such sales might occur, may substantially and adversely affect the market price of the
Common Shares.

Expectation of volatile share price

Following Admission, the market price of the Common Shares is likely to be volatile. The Company’s
operating results may fluctuate significantly in the future due to a variety of factors, many of which are
outside the Company’s control. These factors include variations in the results of operations, developments
of the business or that of the Company’s competitors and any regulatory changes affecting the Company’s
operations. This may cause significant fluctuations in the market price of Common Shares.

Furthermore, stock markets in general, and the market for new, high growth companies in particular, have
experienced extreme price and volume fluctuations that have often been unrelated or disproportionate to the
operating performance of such companies. The market prices of some new, high growth companies’ shares
reflect substantially higher variations than their operating performance may warrant. There can be no
guarantee that these market prices and valuations will be sustained. These broad market and industry factors
may substantially and adversely affect the market price of Common Shares irrespective of the Company’s
actual financial, trading or operational performance.

Absence of prior public trading

Prior to the Placing, there has been no public market for the Common Shares. The Placing Price has been
agreed between Canaccord and the Company and may not be indicative of the market price for the Common
Shares following Admission. The subsequent market price of the Common Shares may be subject to wide
fluctuations in response to many factors, including those referred to in this Part II, as well as stock market
fluctuations and general economic conditions or changes in political sentiment that may substantially affect
the market price of the Common Shares irrespective of the Company’s actual financial, trading or
operational performance.

US federal securities law requirements applicable to resale of the Common Shares may result in a perceived
or actual impact on the liquidity of the Common Shares

Under US federal securities laws, certain of the Common Shares, including the Placing Shares, will be
‘‘restricted securities’’ under the US Securities Act. As a result, these shares must be sold in compliance with
Regulation S under the Securities Act (or any other available exemption under the Securities Act). Trading
of shares on AIM will generally meet the requirements of Regulation S, although some limitations apply
with respect to sales to US persons purchasing through AIM. For more information regarding these resale
restrictions, please see Part VII of this document. Shares that are ‘‘restricted securities’’ will also be required
to bear a legend relating to these resale restrictions. Accordingly, these shares must be evidenced by paper
certificates, and will not be eligible for electronic trading over CREST (for those electing to move to
dematerialised trading of their shares) until the legends can be removed in accordance with the Securities
Act. Potential buyers of Common Shares may perceive that these resale restrictions and legends impose a
greater limitation on liquidity than apply to shares in UK-domiciled listed companies, which may make it
more difficult to resell shares bearing legends than shares without legends in certain cases. Shareholders bear
responsibility for compliance with applicable securities laws, and the Company urges you to consult with
your broker and/or legal adviser if you have further questions.
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Lack of liquidity

Due to the limited volume of Common Shares that may be offered for sale or purchase from time to time
and the potentially limited number of prospective buyers or sellers of Common Shares, there can be no
guarantee that the market for Common Shares will remain liquid or that all buy and sell orders for the
Common Shares will be fulfilled on a timely basis or at all. Any illiquidity of the Common Shares may have
a substantial adverse effect on the market price of the Common Shares.

Potential securities registration and compliance costs

An increase beyond a certain number of holders of record of Common Shares worldwide as a result of the
trading in Common Shares that occurs following the Placing could cause the Company to become subject to
certain registration and filing requirements of the SEC pursuant to the Exchange Act. Generally, a company
will be subject to such registration and filing requirements if, as of the end of its fiscal year, any class of its
equity securities are held of record by more than 500 holders worldwide and the company has more than
$10 million in total assets.

Compliance with the Exchange Act would result in the Company being required to file periodic and certain
other reports with the SEC describing its results of operations and certain other corporate events. In addition
the Company would, as a result, become subject to certain of the corporate governance provisions of the
Sarbanes-Oxley Act of 2002.

Required compliance with any of the foregoing would result in increased costs to the Company and demands
upon the Company and its resources, and would require management to spend time focusing on matters
other than the Company’s primary operations.

Restrictions on certain Common Share transfers

The Common Shares have not been registered, and will not be registered, under the Securities Act or under
the securities legislation of any state of the US. The Common Shares are being offered only to non-US
Persons (as defined in Regulation S under the Securities Act) outside the US in transactions exempt from
the registration requirements of the Securities Act in reliance on Regulation S, further details of which are
set out in Part VII of this document. Accordingly, the Common Shares are deemed to be ‘‘restricted
securities’’ as defined in Rule 144 of the Securities Act. The Common Shares may not be offered, sold or
delivered in the United States or to, or for the account or benefit of, any US Person during the one-year
distribution compliance period unless the transfer is registered under the Securities Act, or pursuant to an
exemption therefrom, such as certain transactions specified by Regulation S, and in accordance with all
applicable Securities Laws of the United States and other jurisdictions. The Common Shares and all offering
materials will bear a legend describing restrictions on transfer to US Persons.

Each placee agrees amongst other things (i) that it is not (and is not buying for the account of) a US Person;
and (ii) to re-offer or resell the Common Shares only in accordance with the provisions of Regulation S,
pursuant to registration under the Securities Act, or pursuant to an available exemption from registration.
The above restrictions severely restrict purchasers of Common Shares from reselling the Common Shares in
the US or to a US Person.

38



PART III — HISTORICAL FINANCIAL INFORMATION
ON PROTONEX TECHNOLOGY CORPORATION

HISTORICAL FINANCIAL INFORMATION FOR THE YEARS ENDED 30 SEPTEMBER 2003, 2004
AND 2005 and cumulatively for the period from 6 October 2000 (inception) to 30 September 2005.

The historical financial information on the Company set out in this Part III has been prepared solely for the
purpose of this document. The financial information has been prepared in accordance with US GAAP. The
Directors are responsible for the historical information and the contents of this document.
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Grant Thornton Corporate Finance 
 
Grant Thornton UK LLP 
Chartered Accountants 
UK member of 
Grant Thornton International 

The Directors
Protonex Technology Corporation
153 Northboro Road
Southborough, MA 01772-1034
USA

27 June 2006

Dear Sirs

PROTONEX TECHNOLOGY CORPORATION (THE COMPANY)

We report on the audited financial information for the three years ended
30 September 2005 set out on pages 42 to 57 of Part III of this document (the
Historical Financial Information). This Historical Financial Information has been
prepared for inclusion in this document (the Admission Document) on the basis of
the accounting policies set out in Note 2 on page 46. This report is required by
paragraph (a) of Schedule Two of the AIM Rules and is given for the purpose of
complying with that paragraph and for no other purpose.

RESPONSIBILITIES

As described in Note 1 on page 46, the Directors of the Company are responsible for
preparing the Historical Financial Information in accordance with US GAAP.

It is our responsibility to form an opinion on the Historical Financial Information as
to whether the Historical Financial Information gives a true and fair view, for the
purposes of the Admission Document, and to report our opinion to you.

Save for any responsibility arising under paragraph (a) of Schedule Two of the AIM
Rules to any person as and to the extent there provided, and save for any
responsibility that we have expressly agreed in writing to assume, to the fullest extent
permitted by law we do not assume any responsibility and will not accept any liability
to any other person for any loss suffered by any such other person as a result of,
arising out of, or in connection with this report or our statement, required by and
given solely for the purposes of complying with paragraph (a) of Schedule Two of the
AIM Rules, consenting to its inclusion in the Admission Document.

BASIS OF OPINION

We conducted our work in accordance with the Standards for Investment Reporting
issued by the Auditing Practices Board in the United Kingdom. Our work included
an assessment of evidence relevant to the amounts and disclosures in the Historical
Financial Information. It also included an assessment of the significant estimates and
judgements made by those responsible for the preparation of the Historical Financial
Information and whether the accounting policies are appropriate to the entity’s
circumstances, consistently applied and adequately disclosed.

Grant Thornton House 
Melton Street 
London NW1 2EP 
T +44 (0)20 7383 5100 
F +44 (0)20 7383 4715 
DX 2100 EUSTON 
www.grant-thornton.co.uk 
 
Grant Thornton UK LLP is a limited 
liability partnership registered in England 
and Wales: No.OC307742. Registered
office: Grant Thornton House, Melton
Street, Euston Square, London NW1 
2EP. A list of members is available from
our registered office.

 

Grant Thornton UK LLP is authorised
and regulated by the Financial Services
Authority for investment business.
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We planned and performed our work so as to obtain all the information and
explanations which we considered necessary in order to provide us with sufficient
evidence to give reasonable assurance that the Historical Financial Information is
free from material misstatement, whether caused by fraud or other irregularity or
error.

OPINION

In our opinion, the Historical Financial Information gives, for the purposes of the
Admission Document, a true and fair view of the state of affairs of the Company as
at the dates stated and of its profits, cash flows, recognised gains and losses and
changes in equity for the periods then ended in accordance with the basis of
preparation set out in Note 2 and in accordance with US GAAP as described in
Note 1.

DECLARATION

For the purposes of Paragraph (a) of Schedule Two of the AIM Rules we are
responsible for this report as part of the Admission Document and declare that we
have taken all reasonable care to ensure that the information contained in this report
is, to the best of our knowledge, in accordance with the facts and contains no
omission likely to affect its import. This declaration is included in the Admission
Document in compliance with Schedule Two of the AIM Rules.

Yours faithfully

GRANT THORNTON UK LLP
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PROTONEX TECHNOLOGY CORPORATION
(a development stage company)

Balance Sheets

Note
September 30,

2003 2004 2005
Assets
Current assets:

Cash and cash equivalents 2 $ 6,120 $ 1,058,930 $ 9,507,443
Accounts receivable 2 2,500 390,941 293,174
Prepaid expenses and other current assets 12,546 13,556 32,446

Total current assets 21,166 1,463,427 9,833,063
Property and equipment, net 2,3 35,473 169,020 250,338
Deposits 9 — 25,084 25,084

Total assets $ 56,639 $ 1,657,531 $10,108,485

Liabilities and Stockholders’ Equity
Current liabilities:

Accounts payable $ 290,279 $ 193,901 $ 92,719
Accrued expenses 4 177,814 37,875 78,118
Deferred revenue 2 — 271,050 —
Due to officer 13 12,744 — —

Total current liabilities 480,837 502,826 170,837
Long-term debt 5,13 350,000 — —
Due to officer 13 25,350 — —

Total liabilities 856,187 502,826 170,837
Commitments and contingencies (Note 8 & 12)
Stockholders’ equity:

Series B Convertible Preferred Stock,
4,180,000 shares authorised, 3,703,114 issued and outstanding
(aggregate liquidation value $3,888,269) 5 — 3,825,610 3,825,610

Series C Convertible Preferred Stock,
8,800,000 shares authorised, issued and outstanding
(aggregate liquidation value $11,000,000) 5 — — 10,927,837

Series A Convertible Preferred Stock,
80,000 shares authorised, issued and outstanding (aggregate
liquidation value $179,664) 5 169,200 169,200 169,200

Common stock, $.01 par value; 4,000,000, 9,000,000 and 19,000,000
shares authorised; 2,092,708, 2,519,343 and 3,750,060 shares issued
and outstanding 6 20,927 25,193 37,501

Additional paid-in capital 21,985 120,837 337,596
Treasury stock, 279,453 shares of common stock, at cost at

September 30, 2003 6 (2,795) — —
Deferred compensation 6 — (53,474) (204,065)
Deficit accumulated during the development stage (1,008,865) (2,932,661) (5,156,031)

Total stockholders’ equity (deficit) (799,548) 1,154,705 9,937,648

Total liabilities and stockholders’ equity $ 56,639 $ 1,657,531 $10,108,485

See accompanying notes to the financial statements
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PROTONEX TECHNOLOGY CORPORATION
(a development stage company)

Statements of Operations

Note

(Unaudited)
Period from

October 6, 2000
(Inception) to

September 30, 2005
Years Ended September 30,
2003 2004 2005

Third-party revenues 2 $ 2,776,867 $ 265,434 $ 965,616 $ 1,450,217
Related-party revenues 13 307,000 — — 307,000

Total revenues 3,083,867 265,434 965,616 1,757,217
Operating expenses:

Research and development 2 4,597,668 340,792 1,599,240 2,278,623
Sales and marketing 614,703 27,093 254,644 315,285
General and administrative 3,165,583 385,887 1,019,792 1,536,175

Total operating expenses 8,377,954 753,772 2,873,676 4,130,083

Loss from operations (5,294,087) (488,338) (1,908,060) (2,372,866)

Other income (expenses):
Interest income 172,820 442 20,548 151,257
Interest expense (43,897) (4,761) (35,372) —
Miscellaneous income 12,718 12,718 — —
Loss on disposal of fixed assets (1,305) — — (1,305)

Total other income (expenses) 140,336 8,399 (14,824) 149,952

Loss before provision for income taxes (5,153,751) (479,939) (1,922,884) (2,222,914)
Provision for income taxes 10 (2,280) (456) (912) (456)

Net loss $(5,156,031) $(480,395) $(1,923,796) $(2,223,370)

Basic and diluted net loss per common share 7 $ (0.53) $ (1.59) $ (1.16)

Weighted average common shares outstanding:
Basic and diluted 902,567 1,208,135 1,920,007

See accompanying notes to the financial statements
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PROTONEX TECHNOLOGY CORPORATION
(a development stage company)

Statements of Changes in Stockholders’ Equity (Deficit)
Years Ended September 30, 2003, 2004 and 2005

Series B
Convertible

Preferred Stock

Series C
Convertible

Preferred Stock

Series A
Convertible

Preferred Stock Common Stock
Additional

Paid-In Restricted Common Stock Deferred Treasury Stock

Deficit
Accumulated

during the
Development

Total
Equity

Shares Amount Shares Amount Shares Amount Shares Par Value Capital Shares Amount Compensation Shares Par Value Stage (Deficit)
Balance, October 1, 2002 — $ — — $ — 80,000 $169,200 858,684 $ 8,587 $ 21,985 1,234,024 $12,340 $ — 64,265 $ (643) $ (528,470) $ (317,001)

Conversion of restricted shares to
common stock — — — — — — 97,615 976 — (97,615) (976) — — — — —

Treasury stock purchased — — — — — — — — — — — — 215,188 (2,152) — (2,152)
Net loss — — — — — — — — — — — — — — (480,395) (480,395)

Balance, September 30, 2003 — $ — — $ — 80,000 $169,200 956,299 $ 9,563 $ 21,985 1,136,409 $11,364 $ — 279,453 $(2,795) $(1,008,865) $ (799,548)
Stock Issued for Series B Convertible

Preferred Stock, net of expenses 3,333,334 3,437,341 — — — — — — — — — — — — — 3,437,341
Conversion of debt and interest

expense into Series B Convertible
Preferred Stock 369,780 388,269 — — — — — — — — — — — — — 388,269

Restricted stock issued in connection
with Series B Convertible Preferred
Stock — — — — — — — — 32,340 231,000 2,310 — — — — 34,650

Common stock issued — — — — — — 85,000 850 11,900 — — — — — — 12,750
Treasury stock retired — — — — — — — — — (279,453) (2,795) — (279,453) 2,795 — —
Conversion of restricted shares to

common stock — — — — — — 380,123 3,801 — (380,123) (3,801) — — — — —
Restricted stock issued — — — — — — — — 54,612 390,088 3,901 (54,612) — — — 3,901
Amortisation of deferred

compensation earned — — — — — — — — — — — 1,138 — — — 1,138
Net loss — — — — — — — — — — — — — — (1,923,796) (1,923,796)

Balance, September 30, 2004 3,703,114 $3,825,610 — $ — 80,000 $169,200 1,421,422 $14,214 $120,837 1,097,921 $10,979 $ (53,474) — $ — $(2,932,661) $ 1,154,705
Stock Issued for Series C Convertible

Preferred Stock, net of expenses — — 8,800,000 10,927,837 — — — — — — — — — — — 10,927,837
Stock options exercised — — — — — — 190,476 1,905 26,667 — — — — — — 28,572
Common stock issued, for services — — — — — — 20,476 205 2,867 — — — — — — 3,072
Treasury stock purchased — — — — — — — — — — — — 81,565 (816) — (816)
Treasury stock retired — — — — — — — — — (81,565) (816) — (81,565) 816 — —
Restricted stock issued — — — — — — — — 187,225 1,101,330 11,014 (187,226) — — — 11,013
Conversion of restricted shares to

common stock — — — — — — 516,387 5,164 — (516,387) (5,164) — — — — —
Amortisation of deferred

compensation earned — — — — — — — — — — — 36,635 — — — 36,635
Net loss — — — — — — — — — — — — — — (2,223,370) (2,223,370)

Balance, September 30, 2005 3,703,114 $3,825,610 8,800,000 $10,927,837 80,000 $169,200 2,148,761 $21,488 $337,596 1,601,299 $16,013 $(204,065) — $ — $(5,156,031) $ 9,937,648

See accompanying notes to the financial statements
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PROTONEX TECHNOLOGY CORPORATION
(a development stage company)

Statements of Cash Flows

(Unaudited)
Period from

October 6, 2000
(Inception) to

September 30, 2005
Years Ended September 30,
2003 2004 2005

Cash flows from operating activities:
Net loss $(5,156,031) $(480,395) $(1,923,796) $(2,223,370)
Reconciliation to cash flow:

Depreciation 77,131 7,394 20,138 43,607
Non-cash expense for services 4,080 — 3,072 —
Loss on disposal of fixed assets 1,305 — — 1,305
Interest expense 32,794 — 32,794 —
Stock based compensation 37,773 — 1,138 36,635
Changes in:

Accounts receivable (293,174) (2,500) (388,442) 97,767
Prepaid expenses and other current assets (32,446) (7,785) (1,010) (18,890)
Other assets (25,084) — (25,084) —
Accounts payable 92,901 199,703 (96,559) (101,182)
Accrued expenses 83,416 173,868 (137,349) 43,315
Deferred revenue — — 271,050 (271,050)

Net cash used in operating activities (5,177,335) (109,715) (2,244,048) (2,391,863)

Cash flows from investing activities:
Additions to property and equipment (328,779) (13,217) (153,690) (126,230)

Net cash used in investing activities (328,779) (13,217) (153,690) (126,230)

Cash flows from financing activities:
Proceeds from notes 350,000 100,000 — —
Borrowing (repayment) of due to officer — 6,620 (38,094) —
Proceeds from Series B convertible preferred stock, net of

expenses 3,437,341 — 3,437,341 —
Proceeds from Series C convertible preferred stock, net of

expenses 10,927,837 — — 10,927,837
Proceeds from Series A convertible preferred stock, net of

expenses 169,200 — — —
Proceeds from sale of common stock and stock option exercises 132,790 — 51,301 39,585
Common stock repurchased (3,611) (2,152) — (816)

Net cash provided by financing activities 15,013,557 104,468 3,450,548 10,966,606

Net increase (decrease) in cash and cash equivalents 9,507,443 (18,464) 1,052,810 8,448,513
Cash and cash equivalents, beginning — 24,584 6,120 1,058,930

Cash and cash equivalents, ending $ 9,507,443 $ 6,120 $ 1,058,930 $ 9,507,443

Supplemental cash flow information:
Interest $ 5,628 $ — $ 5,571 $ —
Taxes 2,280 — 912 456
Deferred compensation in connection with the issuance of

restricted stock 241,838 — 54,612 187,226
Conversion of accrued expense into shares of common stock 3,072 — — 3,072
Conversion of debt and interest into Series B convertible

preferred stock 388,269 — 388,269 —

See accompanying notes to the financial statements
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Note 1 — Organisation and Basis of Presentation
The financial information relating to Protonex Technology Corporation has been prepared solely for the
purpose of Part III of the Admission Document.

Protonex Technology Corporation (‘‘the Company’’) was incorporated in October 2000, and performs
engineering and development on fuel cell technology under cost sharing, cost-reimbursement (cost-type),
fixed price and cost plus contracts. In addition, the Company assembles and sells prototype products on a
limited basis using R & D personnel. Since inception, the Company has been considered to be in the
development stage. The Company expects to incur losses as it continues to participate in government cost
share programs to further certain technology or product development initiatives with key customers or
agencies, and invests in cost reduction and commercialisation initiatives.
The financial information has been prepared in accordance with Generally Accepted Accounting Principles
in the United States of America (‘‘US GAAP’’). The Company’s primary market during the development
stage has been government agencies of the United States of America. The directors of Protonex Technology
Corporation are responsible for the contents of the AIM Admission Document in which this report is
included.
The financial information has been prepared on the basis that the Company will continue as a going concern
for the foreseeable future. In forming this opinion, the directors have prepared the Company’s budgets for
2006 to 2010 and formulated its medium term plans. The directors are confident that the Company will
obtain additional adequate financial resources to finance the planned growth.

Note 2 — Summary of Significant Accounting Policies
A summary of the accounting policies consistently applied in the financial statements follows:

Use of Estimates
The preparation of financial statements in conformity with US GAAP requires management to make
estimates and assumptions that affect the amounts reported in the financial statements and accompanying
notes. Management bases its estimates and judgments on historical experience and on various other factors
that are believed to be reasonable under the circumstances, the results of which form the basis for making
judgments about the carrying values of assets and liabilities that are not readily apparent from other sources.
Actual results could differ materially from these estimates.

Cash and Cash Equivalents
The Company considers all highly liquid investments purchased with an original maturity of three months
or less to be cash equivalents. Similarly, all money market accounts are considered cash equivalents.
The Company maintains its cash in bank deposit accounts, which, at times, may exceed federally insured
limits, and in high quality, short term, highly liquid investment securities. The Company has not experienced
any losses in such accounts and does not believe it is exposed to any significant credit risk on cash. The
Company invests in overnight repurchase agreements, which are not insured by the Federal Deposit
Insurance Corporation. Accordingly, management believes that these investments are subject to minimal
credit and market risk.

Accounts Receivable

Accounts receivable are stated at the amount management expects to collect from outstanding balances.
Management provides for probable uncollectible amounts through a charge to operations and a credit to a
valuation allowance based on its assessment of the current status of individual accounts. The Company does
not record a reserve against the receivables from the agencies/groups of the United States Government. As
of September 30, 2003, 2004 and 2005, 100 per cent, 77 per cent and 94 per cent, respectively, of accounts
receivable were from government agencies, accordingly no allowance has been established as of
September 30, 2003, 2004 and 2005.

Property and Equipment
Property and equipment are recorded at cost and are depreciated using the straight-line method over their
expected useful lives. Construction in progress represents product test stands, in development, that at
completion are transferred to furniture, fixtures, and equipment, and depreciated. The depreciation lives are
as follows:

Furniture, fixtures and equipment
Leasehold improvements

Five Years
Remaining lease term
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Revenue Recognition

Revenues from cost sharing, cost-reimbursement (cost-type), fixed price and cost plus contracts with various
government groups and agencies are recognised when the related costs are incurred and related services are
performed. Contract costs primarily include direct labour, consultants, sub-contractors, research and
development materials, and other specific administrative costs related to the project. Deferred revenue
represents amounts received in advance of services being performed and products delivered to a select group
of commercial customers.

Revenue from sales of prototype units is recognised upon the shipment of the units to the customer.

Revenues on fuel cell research and development contracts are recognised proportionally as costs are
incurred and compared to the estimated total research and development costs for each contract. In many
cases, the Company is reimbursed only a portion of the costs incurred or to be incurred on the contract.
Revenues from government funded research, development and demonstration programs are generally
multi-year, cost reimbursement and/or cost shared type contracts or cooperative agreements. The Company
is reimbursed for reasonable and allocable costs up to the reimbursement limits set by the contract
agreements.

For the fiscal years ended September 30, 2003, 2004 and 2005, the Company had government sponsored
contract revenue of $130,648, $923,122 and $1,174,529 which represented approximately 49 per cent, 96 per
cent and 67 per cent, respectively, of total revenue.

Income Taxes

Deferred taxes on income have been recorded to recognise the estimated future tax consequences
attributable to the cumulative temporary differences between financial statement and tax bases of assets and
liabilities.

Deferred income tax assets and liabilities are computed for those differences that have a future tax
consequence using currently enacted laws and rates that apply to periods in which they are expected to affect
taxable income. Income tax expense is the current tax payable or refundable for the period plus or minus the
net change in deferred tax asset and liability accounts. Valuation allowances are established, if necessary, to
reduce a net deferred tax asset to the amount that will more likely than not be realised.

Advertising Expenses

Advertising costs are expensed as incurred and were $0, $7,514 and $23,327 for the years ended
September 30, 2003, 2004 and 2005, respectively.

Research and development expense

Cost incurred in connection with research and development activities are expensed as incurred. These costs
consist of direct and indirect costs associated with specific projects as well as fees paid to various third party
entities that perform certain research on behalf of the Company. Total research and development expenses
for the years ended September 30, 2003, 2004 and 2005 were $340,792, $1,599,240 and $2,278,623,
respectively.

Stock-Based Compensation

The Company has elected to follow Accounting Principles Board Opinion No. 25, ‘‘Accounting for Stock
issued to Employees’’ (APB 25) and related interpretations in accounting for its employee stock options and
awards. Accordingly, compensation expense is recognised when the exercise price of options is less than the
fair value (market price) of the underlying stock on the date of grant. The Company provides all necessary
disclosure as required by Statement of Financial Accounting Standards No.123, ‘‘Accounting for Stock-Based
Compensation’’ (as amended be SFAS No. 148 issued in December 2002). As allowed by SFAS No. 123, as
amended, the Company continues to apply the intrinsic value-based method of accounting described above
for employees. The Company accounts for non-employee stock-based compensation awards, in accordance
with SFAS No. 123, in which goods or services are the consideration received for the equity instruments
issued based on the fair value of the consideration received or the fair value of the equity instruments issued,
whichever is more reliably measurable.
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Had the Company elected to adopt the fair value based method of accounting for stock-based compensation
plans, the effect on net income is as follows:

2003 2004 2005

Net loss as reported $(480,395) $(1,923,796) $(2,223,370)
Employee compensation expense determined

under the fair value based method (2,385) (27,747) (14,702)

Pro forma net loss $(482,780) $(1,951,543) $(2,238,072)

The fair value for these options was estimated at the date of grant using the Black-Scholes option pricing
model with the following weighted-average assumptions for the years ended September 30, 2003, 2004 and
2005, respectively: risk free interest rate of 4 per cent, dividend yield of 0 per cent, expected lives of 10 years,
and expected volatility of 0 per cent. The Black-Scholes option valuation model was developed for use in
estimating the fair value of traded options, which have no vesting restrictions and are fully transferable. In
addition, option valuation models require the input of highly subjective assumptions including the expected
stock price volatility.

Segment Reporting
The Company operates and evaluates its’ business in only one reporting segment in the United States of
America. All long-lived assets of the Company are in the United States.

Recently Issued Accounting Pronouncements

Share Based Payments
In December 2004, the FASB issued SFAS No. 123R, ‘‘Accounting for Stock-Based Compensation’’ (‘‘SFAS
123R’’). This statement supersedes Accounting Principles Board Opinion No. 25, ‘‘Accounting for Stock
Issued to Employees’’ (‘‘APB 25’’), and its related implementation guidance and is effective as of the
beginning of the first annual reporting period that begins after December 15, 2005 for non-public reporting
entities. This statement applies to all awards granted after the required effective date and to awards
modified, repurchased or cancelled after that date. The cumulative effect of initially applying this statement,
if any, is recognised as of the required effective date. This statement addresses the accounting for
transactions in which an entity exchanges its equity instruments for goods or services. It also addresses
transactions in which an entity, in an exchange for goods or services, incurs liabilities that are based on the
fair value of the entity’s equity instruments or that may be settled by the issuance of those equity instruments.
The statement eliminates the ability to account for share-based compensation transactions using APB 25,
and generally requires instead that such transactions be accounted for using a fair-value-based method. The
Company will adopt SFAS 123R as of October 1, 2005. The Company has not yet determined what effect
SFAS 123R will have on the Company’s consolidated results of operation or financial position.

Inventory Costs
In November 2004, the FASB issued SFAS No. 151, ‘‘Inventory Costs’’ (‘‘SFAS 151’’), which amends the
guidance in Accounting Research Bulletin No. 43, Chapter 4, ‘‘Inventory Pricing,’’ to clarify the accounting
for abnormal amounts of idle facility expense, freight, handling costs, and wasted material. This statement
requires that those items be recognised as current-period charges regardless of whether they meet the
criterion of ‘‘so abnormal’’. In addition, this statement requires that allocation of fixed production overheads
to the costs of conversion be based on the normal capacity of the production facilities. The adoption of SFAS
151 is not expected to have a material effect on the Company’s financial statements.

Accounting Changes and Error Corrections
In May 2005, the FASB issued SFAS No. 154, Accounting Changes and Error Corrections, (‘‘SFAS 154’’).
SFAS 154 applies to all voluntary changes in accounting principle and requires retrospective application to
prior period financial statements of changes in accounting principle, unless it is impracticable to determine
the effect of a change. SFAS 154 also makes a distinction between ‘retrospective application’ of an
accounting principle and the ‘restatement’ of financial statements to reflect the correction of an error. SFAS
154 is effective for accounting changes and corrections of errors made in fiscal years beginning after
December 15, 2005. The adoption of SFAS 154 is not expected to have a material effect on the Company’s
financial statements.
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Note 3 — Property and Equipment
Property and equipment consists of the following at September 30:

2003 2004 2005

Furniture, fixtures and equipment $48,861 $148,082 $229,753
Construction in progress — 41,964 69,973
Leasehold improvements — 12,500 26,139

48,861 202,546 325,865
Less — accumulated depreciation 13,388 33,526 75,527

Property and equipment, net $35,473 $169,020 $250,338

Depreciation expense amounted to $7,394, $20,138 and $43,607 for the years ended September 30, 2003, 2004
and 2005, respectively.

Note 4 — Accrued Expenses
As of September 30, accrued expenses included the following:

2003 2004 2005

Accrued payroll and related $157,325 $ 520 $ 2,628
Accrued vacation 8,468 15,284 34,784
Accrued professional fees — 19,000 40,706
Accrued recruiting fees — 3,071 —
Accrued payroll taxes 12,021 — —

Accrued expenses $177,814 $37,875 $78,118

Note 5 — Convertible Preferred Stock

Series A Convertible Preferred Stock
A total of $178,000 before stock issuance costs of $8,800 was raised in the Series A Financing. A total of
40,000 shares of Series A were sold in July, 2001 for a purchase price of $2.50 per share and an aggregate
purchase price of $100,000, and a total of 40,000 shares of Series A were sold in February, 2002 for a purchase
price of $1.95 per share representing an aggregate purchase price of $78,000.
The Series A had weighted average anti-dilution protection, which means the anti-dilution protection is
calculated based upon the amount of funding put into the Company in the dilutive round as well as the
amount invested by the Series A investor. Holders cannot demand redemption except to convert to common
stock.

Anti-Dilution protection
As a result of the Series B and C issuance (as follows), the Series A shareholders will have the right to
receive additional common shares of stock for their anti-dilution protection in the event of conversion,
liquidation, or merger.

Liquidation rights
Holders of Series A shares have a right to receive compensation equal to $2.458 per share prior to any
common shareholders receiving a liquidating distribution.

Conversion rights
Series A shareholders are allowed to convert their shares to common stock. Initially, each share of Series A
was convertible into one share of common stock. As a result of the weighted average anti-dilution
adjustments made in connection with the sale of Series A Preferred Stock at a discount in February, 2002 and
the sale of the Series B Preferred Stock and Series C Preferred Stock, each Series A share became
convertible into more than one share of common stock. As of September 30, 2003, 2004 and 2005, the
conversion of the 80,000 outstanding Series A shares into common stock would require the issuance of
approximately 80,300, 117,844 and 135,238 common shares, respectively.

Dividend rights
There are no dividends associated with this class of stock.
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Voting rights
The Series A Convertible Preferred Shareholders are entitled to vote on all matters with the common
shareholders as if they were one class of stock. The holders are entitled to the number of votes equal to the
number of shares of common stock into which each share of Series A Convertible Preferred Stock is then
convertible.

Redemption rights
There are no special redemption rights associated with this class of stock.

Series B Convertible Preferred Stock
Four venture capital firms participated in the Series B financing and funded a total of $3,500,000 before stock
issuance costs of $62,659 into the Company. The funding was divided into two transactions; 75 per cent of
the funds ($2,625,000) were invested at the first closing in October, 2003 and the remaining 25 per cent of
the funds ($875,000) were invested at the second closing in August, 2004. Shares were purchased at $1.05 per
share. The second closing was subject to milestones that the Company reached during 2004. In addition to
this, debt was restructured into 369,780 Series B shares in the amount of $388,269, including interest.
The following three loans, two from related parties, were converted to Series B Preferred Stock in October,
2003 in connection with the Closing of the Series B Financing:

A $300,000 loan from Ann L. Strate, wife of the former CEO of the Company plus interest of $30,686,
which was charged semi-annually at a rate of 8 per cent, was converted into 314,939 shares of Series B
Preferred stock.
A $25,000 loan from Taylor & Company, Inc. Defined Benefit Pension Plan, plus interest of $3,101,
which was charged semi-annually at a rate of 8 per cent, was converted into 26,763 shares of Series B
Preferred Stock.
A $25,000 loan from the Stan B. Osenar Irrevocable Insurance Trust, Stan B. Osenar is a parent of
the Company’s Chief Technology Officer plus interest of $4,482, which was charged annually at a rate
of 8.75 per cent, was converted into 28,078 shares of Series B Preferred Stock.

The Series B investors received several preferences and rights:

Liquidation rights
Series B shareholders have a right to receive compensation equal to their investment of $1.05 per share prior
to any Series A or common shareholders receiving a liquidating distribution, but pari passu with the
liquidation rights of the Series C shareholders described below.

Conversion rights
Series B shareholders are allowed to convert their shares to common stock in equal quantities subject to
certain anti-dilution protections that have not been triggered as of September 30, 2005. The conversion of
the 3,703,114 outstanding Series B shares into common stock would require the issuance of 3,703,114
common shares as of September 30, 2004 and 2005.

Dividend rights
Series B shareholders have a dividend preference in the event dividends were paid (to-date, no dividends
have been paid and the company does not currently intend to begin paying dividends in the foreseeable
future).

Voting rights
The Series B Convertible Preferred Shareholders are entitled to vote on all matters with the common
shareholders as if they were one class of stock. The holders are entitled to the number of votes equal to the
number of shares of common stock into which each share of Series B Convertible Preferred Stock is then
convertible. In addition, the Series B Convertible Preferred Shareholders and the Series C Convertible
Preferred Shareholders, voting together as a single class have veto rights over certain corporate actions.

Redemption rights
With the issuance of the Series C Convertible Preferred Stock, the redemption rights were changed for the
Series B Convertible Preferred Stock to be consistent with the redemption rights for the Series C
Convertible Preferred Stock. If 60 per cent of the Series B and Series C vote to do so in 2010, they can force
redemption of their shares in accordance with their rights.
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Co-Sale rights
Series B shareholders can demand to sell their shares at the same price of certain selling common
shareholders if greater than 25 per cent of the shares of the Company are being sold. They also have first
right of refusal to purchase any stock sold by certain common shareholders.

Future financings
Series B investors will have the right to purchase a ‘‘pro-rata investment’’ in any future private offering of
equity securities by the company. This right is for the Series B investors individually and in the aggregate
(i.e., if one Series B investor declines to exercise its pre-emptive right, another Series B investor can exercise
that right).

Key Man Policies
As a condition of closing the Series B Preferred Stock Offering in October 2003, the Company purchased
a $1,000,000 term life insurance policies on several key employees, but only renewed the policies on two of
them. The Company is the named beneficiary in the event of either of these officers’ death. The proceeds
from the policies can be used for a variety of purposes; no specific uses of the proceeds are included in the
key man policies.

Series C Convertible Preferred Stock
The Series C financing funded a total of $11,000,000 before stock issuance costs of $72,163 into the company.
The total was divided into two transactions; 82 per cent of the funds ($9,000,000) were invested at the first
closing in April, 2005 and the remaining 18 per cent of the funds ($2,000,000) were invested at the second
closing in June, 2005. Shares were purchased at $1.25 per share.
The Series C investors received several preferences and rights:

Liquidation rights
Series C shareholders have a right to receive compensation equal to their investment of $1.25 per share prior
to any Series A or common shareholders receiving a liquidating distribution, but pari passu with the
liquidation rights of the Series B shareholders.

Conversion rights
Series C shareholders are allowed to convert their shares to common stock in equal quantities subject to
certain anti-dilution protections that have not been triggered as of September 30, 2005. As of
September 30, 2005 the conversion of the 8,800,000 outstanding Series C shares into common stock would
require the issuance of 8,800,000 common shares.

Dividend rights
Series C shareholders have a dividend preference in the event dividends were paid (to-date, no dividends
have been paid and the company does not currently intend to begin paying dividends in the foreseeable
future).

Voting rights
The Series C Convertible Preferred Shareholders are entitled to vote on all matters with the common
shareholders as if they were one class of stock. The holders are entitled to the number of votes equal to the
number of shares of common stock into which each share of Series C Convertible Preferred Stock is then
convertible. In addition, the Series B Convertible Preferred Shareholders and the Series C Convertible
Preferred Shareholders, voting together as a single class have veto rights over certain corporate actions.

Redemption rights
If 60 per cent of the Series B and Series C vote to do so in 2010, the holders of Series B and Series C shares
can force redemption of their shares.

Co-Sale rights
Series C shareholders can demand to sell their shares at the same price of certain selling common
shareholders if greater than 25 per cent of the shares of the Company are being sold. They also have first
right of refusal to purchase any stock being sold by certain common shareholders.

Future financings
Series C investors will have the right to purchase a ‘‘pro-rata investment’’ in any future private offering of
equity securities by the company. This right is for the Series C investors individually and in aggregate (i.e.,
if one Series C investor declines to exercise its pre-emptive right, another Series C investor can exercise that
right).
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Note 6 — Common Stockholders’ Equity

Restricted Stock

The Company’s four founders each purchased 482,000 shares of restricted, common stock to vest over a
four year period paying $0.01 per share, for a total of $19,280, representing 1,928,000 restricted shares. All
of these shares are subject to repurchase restrictions and vest quarterly over 4 years and are also subject to
acceleration provisions upon termination of employment during the vesting period. During the years ended
September 30, 2003, 2004 and 2005, the Company repurchased 215,188, 0 and 81,565 shares under the
repurchase provisions of these agreements respectively. Since the original date of issuance, the Company has
repurchased a total of 361,018 unvested shares at the original purchase price of $0.01 per share.

In conjunction with the closing of the Series B Preferred Shares the vesting schedule of the outstanding
founders’ shares was reset such that 25 per cent to 58 per cent of the outstanding shares were vested and the
remaining unvested shares would vest quarterly over three years. During the years ended 30, September
2003, 2004 and 2005, 51,127, 180,037 and 301,931 of restricted founder shares vested including acceleration
of certain agreements. As of 30 September, 2003, 2004 and 2005, there were 784,445, 604,408, and 220,912
respectively, founder restricted shares unvested. 176,736 unvested shares will vest during the year ending
September 30, 2006 and the remainder in the year ending September 30, 2007.

During 2001, the Company sold a total of 49,000 restricted shares at $0.01 per share to outside consultants.
All of these shares are subject to repurchase restrictions and generally vest over five years with the exception
of 1,000 shares which vested in full in August 2001. During the years ended September 30, 2003, 2004 and
2005, 9,600 shares vested each year. As of September 30, 2003, 2004 and 2005, there were, 26,400, 16,800 and
7,200 respectively, consultant restricted shares unvested. The remaining unvested shares will vest during the
year ending September 30, 2006.

In October 2003, the Company sold a total of 231,000 restricted shares to Norman Strate, its President and
Chief Executive Officer at the time and member of the Board of Directors, at the estimated fair market value
at the time of purchase. These shares vest quarterly over a period of four years from the date of issue and
are subject to repurchase restrictions. Fifty per cent of the non-vested shares became vested in June 2004 in
connection with Mr. Strate’s transition from Chief Executive Officer to outside director.

During July 2004, the Company sold 390,088 restricted shares to Scott Pearson, its President and Chief
Executive Officer (CEO) for $0.01 per share. All of these shares vest quarterly over a four year period from
the date of issue and all non-vested shares are subject to repurchase restrictions. These shares are subject to
acceleration provisions that upon a change of control, as defined in the agreement, an Initial Public Offering
or admission of the Company’s common stock to trading on the AIM market of the London Stock Exchange,
50 per cent of the unvested shares will immediately vest.

The Series C financing triggered the pre-emptive rights contained in the executive agreements with
Mr. Pearson and Dr. Osenar, its CEO and CTO, respectively, as a result, the Company sold 578,430 and
522,900 restricted shares to Mr. Pearson and Dr. Osenar, respectively for $0.01 per share which was below
the deemed fair value at the date of purchase. Shares vest quarterly over a 48-month period from the date
of issue and are subject to repurchase restrictions and acceleration provisions that upon a change of control,
as defined in the agreement, 100 per cent of the unvested shares will immediately vest. The 578,430 shares
are also subject to acceleration upon the completion of an Initial Public Offering or an admission of the
Company’s common stock to trading on the AIM market of the London Stock Exchange, such that 50 per
cent of the unvested shares will immediately vest.

During the year ended September 30, 2003, 2004 and 2005 a total of 36,888, 190,486 and 204,856, respectively
of other restricted shares vested. As of September 30, 2003, 2004 and 2005, there were, 46,111, 476,713 and
1,373,187 shares respectively, of other restricted shares unvested. The remaining unvested other shares will
vest in future years as follows:

Year
Number of

Shares

2006 411,352
2007 382,477
2008 372,844
2009 206,514
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Common Stock

As of September 30, 2003, 2004 and 2005, there were 2,092,708, 2,519,343 and 3,750,060, respectively,
common shares issued and outstanding, of which 956,299, 1,421,422 and 2,148,761, respectively, were
unrestricted and 1,136,409, 1,097,921 and 1,601,299, respectively, were restricted. In March 2005, the
Company increased the number of authorised common shares from 9,000,000 to 19,000,000.

Deferred Compensation

The Company records the aggregate difference between the deemed fair value of the shares at the time of
purchase and the purchase price as deferred compensation. In connection with certain restricted stock sales
during the year ended September 30, 2004 and 2005, the Company recorded deferred compensation in the
accompanying statements of stockholders’ equity (deficit) of $54,612 and $187,226, respectively. The
Company recognises the compensation expense ratably during the vesting period of the underlying common
stock. The Company recognised $1,138 and $36,635 of compensation expense during the years ending
September 30, 2004 and 2005, respectively. As of September 30, 2004 and 2005 there was $53,474 and
$204,065 of deferred compensation expense to recognise in future periods, respectively.

Treasury Stock

During the years ended September 30, 2003 and 2005, the Company repurchased 215,188 and 81,565 shares,
respectively, under restricted founder share agreements. The Company has repurchased a total of 361,018
founder shares at the original purchase price of $0.01 per share since inception. During the year ended
September 30, 2004 and September 30, 2005, the Company retired 279,453 and 81,565, respectively of
repurchased shares. As of September 30, 2003, 2004 and 2005, treasury stock of $2,795, $0 and $0 was
included as a component of stockholders’ equity (deficit).

Stock Options

In October 2003, the Company’s Board of Directors approved the 2003 Stock Incentive Plan, which provides
the granting of incentive stock options (ISO’s) and nonqualified stock options to employees, officers,
directors, advisors and consultants of the Company. The Company initially reserved an aggregate of
1,308,461 shares of common stock pursuant to the plan. In April 2005, the Company increased the number
of common shares issuable under the plan to 1,944,273.

Activity under the 2003 Stock Incentive Plan for the years ended September 30, 2003, 2004 and 2005 is
summarised as follows:

2003 2004 2005
Weighted
Average
Exercise

Weighted
Average
Exercise

Weighted
Average
Exercise

Shares Price Shares Price Shares Price

Outstanding, beginning of year 40,600 $0.20 40,600 $0.20 762,776 $0.15
Granted — $ — 722,176 $0.15 672,397 $0.17
Exercised — $ — — $ — (190,476) $0.15
Cancelled — $ — — $ — (54,875) $0.18

Outstanding, end of year 40,600 $0.20 762,776 $0.15 1,189,822 $0.16

Exercisable, end of the year 40,600 436,375 475,137

Note 7 — Loss per share

The components of basic and diluted loss per share as of September 30, are as follows:

2003 2004 2005

Net loss, basic and diluted $(480,395) $(1,923,796) $(2,223,370)
Average outstanding shares of

common stock 902,567 1,208,135 1,920,007

Basic and diluted Loss per Share $ (0.53) $ (1.59) $ (1.16)
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All common stock equivalents were antidilutive for the years ended September 30, 2003, 2004 and 2005.
Incremental common shares not included in the denominator of the diluted earnings per share calculation
due to their antidilutive nature are as follows:

2003 2004 2005

Stock options 40,600 762,776 1,189,822
Unvested restricted stock 856,956 1,097,921 1,601,299
Issuable upon conversion of preferred stock 80,300 3,820,958 12,638,352

977,856 5,681,655 15,429,473

Note 8 — Commitments

Leases
The Company conducts its operations in leased facilities under an operating lease agreement. The lease
originally commenced on February 1, 2004, and requires a base rent plus tax and common area maintenance
charges over the life of the lease and has been re-written to expire in March, 2009. Rent and related expenses
under this agreement totalled $77,812 and $117,788 for the years ended September 30, 2004 and 2005,
respectively. As of September 30, 2004 and 2005, the Company maintained deposits totalling $25,084 as
security deposits related to this agreement.
Minimum future payments required under this agreement is as follows:

2006 $111,000
2007 $111,000
2008 $111,000
2009 $ 56,000

Employment agreements
In July 2004, the Company entered into an employment agreement with Scott Pearson, its President and
Chief Executive Officer (CEO), which included non-competition and non-solicitation agreements. The
agreement provides for a base salary and a performance bonus as determined by the Board of Directors
payable in cash, common stock or stock options. The agreement provides for four months of severance for
termination by either party upon the occurrence of certain events, as defined in the agreement which can be
extended to six months if the termination by the Company is in conjunction with a change of control event
also defined in the agreement. The agreement was amended in May 2006 to provide twelve months written
notice of termination by Mr. Pearson or sixty days written notice by the Company, to the automatic renewal
provisions of the original agreement.
In connection with CEO’s employment, the CEO purchased 390,088 shares of restricted common stock,
subject to the vesting and other terms, as defined above including a pre-emptive right to maintain a 5.5 per
cent ownership position in the Company upon qualified financing events, as defined in the agreement. The
employment agreement provides for accelerated vesting equal to four calendar quarters upon termination
by either party upon the occurrence of certain events, as defined in the agreement and immediate vesting of
all unvested shares upon termination by the Company in connection with change of control provisions, also
defined in the agreement. The agreement also provides for accelerated vesting of 50 per cent of the unvested
shares upon the completion of an Initial Public Offering or an admission of the Company’s common stock
to trading on the AIM market of the London Stock Exchange.
During April 2005, in connection with the Series C financing, the Company entered into an employment
agreement with Paul Osenar, its Chief Technology Officer, (CTO). The agreement provides for a base salary
and a performance bonus as determined by the Board of Directors payable in cash, common stock or stock
options. The employment agreement provides for accelerated vesting provisions of 50 per cent of the
unvested stock options and restricted stock, and four months severance upon termination of employment by
either party upon the occurrence of certain events, as defined in the agreement. The agreement was amended
in May 2006 to provide twelve months written notice of termination by Mr. Osenar or sixty days written
notice by the Company, to the automatic renewal provisions of the original agreement. The employment
agreement provides for immediate vesting of all unvested stock options and restricted stock held by Mr.
Osenar upon termination by the Company in connection with change of control provisions, as defined in the
agreement. In connection with the agreement, Mr. Osenar received the right to maintain a 5.8 per cent
ownership position in the Company upon qualified financing events including the Series C financing.

54



During 2005, the Company entered into employment agreements with three other executives of the
Company, Greg Cipriano, Mohammad Enayetullah and Phil Robinson, its Vice President of Marketing and
Military Development, Vice President of Advanced Technology and Vice President of Engineering and
Manufacturing, respectively. These agreements provide for a base salary and a performance bonus as
determined by the Board of Directors payable in cash, common stock or stock options. The employment
agreements provide for six months accelerated vesting of stock options and restricted stock held by the
officer and two months severance upon termination of employment by either party upon the occurrence of
certain events, as defined in the agreement.

Note 9 — Concentrations

For the years ended September 30, 2003, 2004 and 2005, the Company had government sponsored contract
revenue of $130,648, $923,122 and $1,174,529 which represented approximately 49 per cent, 96 per cent and
67 per cent, respectively, of total revenue. As of 30 September 2003, 2004 and 2005 accounts receivable from
government agencies accounted for 100 per cent, 77 per cent and 94 per cent, respectively, of total accounts
receivable. A related party, Parker Hannifin, represented approximately 17 per cent of total revenue for the
year ended September 30, 2005.

Note 10 — Taxes on Income

At September 30, income tax expense is as follows:

2003 2004 2005

Current tax expense:
Federal $ — $ — $ —
State (456) (912) (456)

Total current tax expense (456) (912) (456)

Deferred tax benefit:
Federal — — —
State — — —

Total deferred tax benefit — — —

Income tax expense $(456) $(912) $(456)

At September 30, 2003, 2004 and 2005 there were no deferred tax assets or liabilities (federal or state), as
a full valuation allowance was established regarding the net operating losses available to the Company. The
Company accounts for income tax under the provisions of SFAS No. 109, ‘‘Accounting for Income Taxes.’’
SFAS No. 109 requires an asset and liability approach that requires the recognition of deferred tax assets and
liabilities for the expected future tax consequences of events that have been recognised in the Company’s
financial statements.

The Company has approximately $1,024,000, $3,218,000 and $5,163,000 of net operating loss carryforwards
for Federal and state income tax purposes at September 30, 2003, 2004 and 2005, respectively. The net
operating loss carryforwards will begin to expire in the year 2020 if not utilised. Internal Revenue Code
Section 382 places a limitation on the utilisation of net operating loss carryforwards when an ownership
change, as defined in the tax law, occurs. Generally, an ownership change occurs when there is a greater than
50 per cent change in ownership. If such change should occur, the actual utilisation of net operating loss
carryforwards, for tax purposes, would be limited annually to a percentage of the fair market value of the
Company at the time of such change.

The Company recorded a valuation allowance equal to the net deferred tax assets at September 30, 2003,
2004 and 2005. Due to the uncertainty of future operating results, management believes it to be more likely
than not that the net deferred tax assets will not be realised; therefore, a full valuation allowance has been
recorded. The Company’s effective tax rate differs from the statutory rate primarily due to the operating
losses and research and development credits.
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The components of the net deferred tax asset as of September 30, 2003, 2004 and 2005 consist of the
following:

2003 2004 2005

Deferred tax assets
Net operating loss carryforwards $ 412,131 $ 1,295,927 $ 2,078,813
Research and development credits 65,765 167,410 253,138
Other temporary differences (3,720) 85,750 (8,020)

Gross deferred tax asset 474,176 1,549,087 2,323,931
Less valuation allowance (474,176) (1,549,087) (2,323,931)

Net deferred tax asset $ — $ — $ —

A reconciliation of the expected income tax computed using the federal statutory income tax rate to the
Company’s effective income tax rate is as follows for the years ended September 30:

2003 2004 2005

Federal statutory tax rate −34% −34% −34%
State taxes, net of federal benefit −6% −6% −6%
Research & development tax credits −7% −5% −4%
Other temporary differences −1% 12% −14%
Change in valuation allowance 48% 33% 58%

Effective tax rate 0% 0% 0%

Note 11 — Employee Retirement Plan

The Company adopted a 401(k) plan effective January 1, 2005. The plan is an employee deferral based pre
tax retirement plan. The Company can elect to make profit sharing contributions into the plan. To date, the
Company has not made a profit sharing contribution.

Note 12 — Pending Litigation

In January 2005, following the decision by the Company not to extend the term of an employment contract
with Mr. R. Formato, a former employee, officer and founder of the Company, Mr. Formato, brought a claim
in a Massachusetts state court alleging, amongst other things, breach by the Company of his employment
agreement and a prior consulting agreement. Mr. Formato is claiming approximately US$170,000 in respect
of unpaid consultancy services and severance entitlements, an award of attorney’s fees and costs, rescission
of an invention and non-disclosure agreement, which relates to certain intellectual property assigned to the
Company beginning in 2001 by Mr. Formato and the three other founders and another employee of the
Company, and rescission of a non-competition and non-solicitation agreement entered into between
Mr. Formato and the Company. The Company believes that it has not breached any obligation owed to
Mr. Formato, and intends to defend the claim vigorously. In any event the intellectual property covered by
the invention and non-disclosure agreement was also assigned to the Company by the other founders and
employee of the Company, and given its historic nature, is not considered by the Directors to be material to
the Company’s future plans. Substantially all of the costs of the defense are currently covered by the
Company’s business insurance and the insurance carrier has reserved all rights under the applicable policies.

Note 13 — Related Parties

In October 2004, the Company entered into an agreement with Parker Hannifin Corporation to jointly
develop certain products, establish a manufacturing relationship for various components or portions of fuel
cell systems, and permit Parker Hannifin Corporation to sell certain Protonex Fuel Cell Systems for military,
industrial, commercial, medical, and consumer applications. The agreement was amended and restated in
March, 2006. The amended agreement has a term of five years, unless extended in writing by the mutual
consent of both parties. In conjunction with the Series C financing on April 1, 2005, Parker Hannifin
Corporation became a related party. For the year ended September 30, 2005 the Company recorded revenue
of $307,000 and purchases of $58,300 from Parker Hannifin Corporation. As of September 30, 2005 accounts
payable to Parker Hannifin Corporation of approximately $600 was included in accounts payable. Also in
conjunction with the Series C financing, an employee of Parker Hannifin Corporation was appointed to the
Board of Directors of the Company.
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Two related parties, Ann L. Strate and the Stan B. Osenar Irrevocable Insurance Trust that were also debt
holders as of September 30, 2003, converted all outstanding debt and related interest to Series B shares in
conjunction with the Series B financing in October 2003.

In April, 2004, a $25,000 note from Richard Formato, a former employee and officer of the company, plus
interest of $5,571 was repaid in full.

During the fiscal year ended September 30, 2004, amounts totaling $12,744 were repaid to Paul Osenar,
Chief Technology Officer, Richard Formato and Attila Herczeg both former officers of the Company for
expense reimbursements.

Note 14 — Subsequent Events

During March, 2006 the Board of Directors of the Company authorized the Company to take the necessary
actions to support an offering of shares of common stock on the AIM market which is expected to be
completed in July 2006.

In May and June 2006, the Board of Directors and shareholders of the Company approved:

a. An increase to the number of common shares reserved for issuance under the Stock Incentive Plan (the
Plan) from 2,644,273 to the lesser of 8,800,000 or 10 per cent of the issued and outstanding common
shares after Admission to the AIM market, not including shares and options issued under the plan prior
to Admission.

b. The automatic conversion provisions of the Series A, B and C Convertible Preferred Shares into
common shares immediately prior to the Admission to the AIM market.

c. A two-for-one stock split of its common stock and a change in the par value of the common stock from
$0.01 per share to $0.005 per share. The stock split became effective on May 16, 2006. The conversion
rights of all preferred shares were also proportionally adjusted. The approval was in conjunction with
the further approval to increase the number of authorized common shares for issuance to 85,000,000
from 19,000,000. Pro forma net earnings per share, after giving retroactive effect to the stock split as of
September 30, 2003, 2004 and 2005, would be as follows:

2003 2004 2005

Pre-stock split:
Net earnings per common share — basic and diluted $(0.53) $(1.59) $(1.16)

Pre-stock split (Pro-forma):
Net earnings per common share — basic and diluted $(0.27) $(0.80) $(0.58)

Also in May 2006, all unvested shares (19,250) of Mr. Strate’s October 2003 restricted share purchase,
became vested in conjunction with his resignation as a director.

57



PART IV — UNAUDITED INTERIM FINANCIAL INFORMATION

UNAUDITED FINANCIAL INFORMATION FOR THE SIX MONTHS ENDED 31 MARCH 2006

The unaudited financial information of the Company set out in this Part IV has been prepared solely for the
purpose of this document. The information covers the period from 1 October 2005 to 31 March 2006 and
cumulatively for the period from 6 October 2000 (inception) to 31 March 2006, is unaudited and does not
constitute full financial statements. Accordingly, they do not include all of the information and footnotes
required by accounting principles generally accepted in the United States of America for complete financial
statements and should be read in conjunction with the three year historical financial statements and notes
to the financial statements contained in Part III. The Directors are responsible for the historical financial
information and the document in which it is included.

Unaudited comparative financial information for the six month period to 31 March 2005 is presented as
required in Paragraph (a) of Schedule Two of the AIM rules.
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Chartered Accountants 
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The Directors
Protonex Technology Corporation
153 Northboro Road
Southborough, MA 01772-1034
USA

27 June 2006

Dear Sirs

INDEPENDENT REVIEW REPORT TO PROTONEX TECHNOLOGY
CORPORATION (THE COMPANY)

INTRODUCTION

We have been instructed by the Company to review the financial information for the
six months ended 31 March 2006 and the six months ended 31 March 2005 set out on
pages 61 to 72 of Part IV of this document (the Unaudited Interim Financial
Information). This Unaudited Interim Financial Information has been prepared for
inclusion in this document (the Admission Document) on the basis of the accounting
policies set out in Note 2 on page 65. Our responsibilities do not extend to any other
information. This report is required by paragraph (a) of Schedule Two of the AIM
Rules and is given for the purpose of complying with those Rules that paragraph and
for no other purpose.

This report is made solely to the Company in accordance with guidance contained in
APB Bulletin 1999/4 ‘‘Review of Interim Financial Information’’. Our review work
has been undertaken so that we might state to the Company those matters we are
required to state to it in a review report and for no other purpose. To the fullest
extent permitted by law, we do not accept or assume responsibility to anyone other
than the Company for our review work, for this report, or for the conclusion we have
formed.

DIRECTORS’ RESPONSIBILITIES

The interim report, including the Unaudited Interim Financial information contained
therein, is the responsibility of, and has been approved by the directors. The
directors are responsible for preparing the Unaudited Interim Financial Information
in accordance with the AIM Rules of the AIM market operated by the London Stock
Exchange plc, which require that the accounting policies and presentation applied to
the unaudited interim financial information should be consistent with those applied
in preparing the preceding annual accounts except where any changes, and the
reasons for them, are disclosed.
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REVIEW WORK PERFORMED

We conducted our review in accordance with guidance contained in Bulletin 1999/4
‘‘Review of Interim Financial Information’’ issued by the Auditing Practices Board
for use in the United Kingdom. A review consists principally of making enquiries of
management and applying analytical procedures to the Unaudited Interim Financial
Information and underlying financial data and, based thereon, assessing whether the
accounting policies and presentation have been consistently applied unless otherwise
disclosed. A review excludes audit procedures such as tests of controls and
verification of assets, liabilities and transactions. It is substantially less in scope than
an audit performed in accordance with United Kingdom auditing standards and
therefore provides a lower level of assurance than an audit. Accordingly, we do not
express an audit opinion on the Unaudited Interim Financial Information.

Save for any responsibility arising under paragraph (a) of Schedule Two of the AIM
Rules to any person as and to the extent there provided, and save for any
responsibility that we have expressly agreed in writing to assume, to the fullest extent
permitted by law we do not assume any responsibility and will not accept any liability
to any other person for any loss suffered by any such other person as a result of,
arising out of, or in connection with this report or our statement, required by and
given solely for the purposes of complying with paragraph (a) of Schedule Two of the
AIM Rules, consenting to its inclusion in the Admission Document.

REVIEW CONCLUSION

On the basis of our review we are not aware of any material modifications that
should be made to the Unaudited Interim Financial Information as presented for the
purposes of the Admission Document for the six months ended 31 March 2006 and
the six months ended 31 March 2005.

DECLARATION

For the purposes of Paragraph (a) of Schedule Two of the AIM Rules we are
responsible for this report as part of the Admission Document and declare that we
have taken all reasonable care to ensure that the information contained in this report
is, to the best of our knowledge, in accordance with the facts and contains no
omission likely to affect its import. This declaration is included in the Admission
Document in compliance with Schedule Two of the AIM Rules.

Yours faithfully

GRANT THORNTON UK LLP
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PROTONEX TECHNOLOGY CORPORATION
(a development stage company)

Balance Sheets
(Unaudited)

March 31,
Note 2005 2006

Assets
Current assets:

Cash and cash equivalents $ 168,430 $ 7,491,060
Accounts receivable 116,644 479,035
Inventory 2 — 63,925
Prepaid expenses and other current assets 35,699 92,290

Total current assets 320,773 8,126,310

Property and equipment, net 209,444 306,814
Deposits 4 25,084 27,767

Total assets $ 555,301 $ 8,460,891

Liabilities and Stockholders’ Equity
Current liabilities:

Accounts payable $ 275,607 $ 341,955
Accrued expenses 154,463 114,170
Deferred revenue 2 73,500 —

Total current liabilities 503,570 456,125

Commitments and contingencies (Note 4 & 6)

Stockholders’ equity:
Series B Convertible Preferred Stock, 4,180,000

shares authorised, 3,703,114 issued and
outstanding (aggregate liquidation value
$3,888,269) 3,825,610 3,825,610

Series C Convertible Preferred Stock, 8,800,000
shares authorised, issued and outstanding
(aggregate liquidation value $11,000,000) — 10,927,837

Series A Convertible Preferred Stock, 80,000 shares
authorised, issued and outstanding (aggregate
liquidation value $179,664) 169,200 169,200

Common stock, $.01 par value; 19,000,000 shares
authorised; 2,628,254 and 3,834,873 shares issued
and outstanding 3 26,282 38,349

Additional paid-in capital 3 147,504 427,373
Deferred compensation 3 (46,647) (173,835)
Deficit accumulated during the development stage (4,070,218) (7,209,768)

Total stockholders’ equity 51,731 8,004,766

Total liabilities and stockholders’ equity $ 555,301 $ 8,460,891

See accompanying notes to the financial statements.

61



PROTONEX TECHNOLOGY CORPORATION
(a development stage company)

Statements of Operations
(Unaudited)

Period from
October 6, 2000

(Inception) to
March 31, 2006

Six Months Ended
March 31,

Note 2005 2006

Third-party revenues 2 $ 3,686,598 $ 548,590 $ 909,731
Related-party revenues 7 307,000 307,000 —

Total revenues 3,993,598 855,590 909,731
Operating expenses:

Research and development 2 6,618,203 1,123,099 2,020,535
Sales and marketing 866,595 143,996 251,892
General and administrative 4,029,418 729,185 863,835

Total operating expenses 11,514,216 1,996,280 3,136,262

Loss from operations (7,520,618) (1,140,690) (2,226,531)

Other income (expenses):
Interest income 346,070 4,894 173,250
Interest Expense (43,897) — —
Miscellaneous Income 12,718 — —
Loss on disposal of fixed assets (1,305) (1,305) —

Total other income (expenses) 313,586 3,589 173,250

Loss before provision for income taxes (7,207,032) (1,137,101) (2,053,281)

Provision for income taxes 5 (2,736) (456) (456)

Net loss $(7,209,768) $(1,137,557) $(2,053,737)

Basic and diluted net loss per common share 2 $ (0.64) $ (0.85)

Weighted average common shares outstanding:
Basic and diluted 1,777,883 2,403,352

See accompanying notes to the financial statements.
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PROTONEX TECHNOLOGY CORPORATION
(a development stage company)

Statements of Changes in Stockholders’ Equity

For the six month period ending March 31, 2005 and 2006
(unaudited)

Series B
Convertible

Preferred Stock

Series C
Convertible

Preferred Stock

Series A
Convertible

Preferred Stock Common Stock Additional
Paid-In
Capital

Restricted Common Stock
Deferred

Compensation

Treasury Stock

Deficit
Accumulated

during the
Development

Stage
Total

EquityShares Amount Shares Amount Shares Amount Shares Par Value Shares Amount Shares Par Value
Balance September 30, 2004 3,703,114 $3,825,610 — $ — 80,000 $169,200 1,421,422 $14,214 $120,837 1,097,921 $10,979 $ (53,474) — $ — $(2,932,661) $ 1,154,705

Stock options exercised — — — — — — 190,476 1,905 26,667 — — — — — — 28,572

Treasury stock purchased — — — — — — — — — — — — 81,565 (816) — (816)

Treasury stock retired — — — — — — — — — (81,565) (816) — (81,565) 816 — —

Conversion of restricted
shares to common stock — — — — — — 286,375 2,864 — (286,375) (2,864) — — — — —

Amortisation of deferred
compensation earned — — — — — — — — — — — 6,827 — — — 6,827

Net loss — — — — — — — — — — — — — — (1,137,557) (1,137,557)

Balance March, 31 2005 3,703,114 $3,825,610 — $ — 80,000 $169,200 1,898,273 $18,983 $147,504 729,981 $ 7,299 $ (46,647) — $ — $(4,070,218) $ 51,731

Balance September 30, 2005 3,703,114 $3,825,610 8,800,000 $10,927,837 80,000 $169,200 2,148,761 $21,488 $337,596 1,601,299 $16,013 $(204,065) — $ — $(5,156,031) $ 9,937,648

Stock options exercised — — — — — — 84,813 848 15,098 — — — — — — 15,946

Conversion of restricted
shares to common stock — — — — — — 298,844 2,988 — (298,844) (2,988) — — — — —

Amortisation of deferred
compensation earned — — — — — — — — — — — 30,230 — — — 30,230

Stock based compensation 74,679 74,679

Net loss — — — — — — — — — — — — — — (2,053,737) (2,053,737)

Balance March 31, 2006 3,703,114 $3,825,610 8,800,000 $10,927,837 80,000 $169,200 2,532,418 $25,324 $427,373 1,302,455 $13,025 $(173,835) — $ — $(7,209,768) $ 8,004,766

See accompanying notes to the financial statements.
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PROTONEX TECHNOLOGY CORPORATION
(a development stage company)

Statements of Cash Flows
(Unaudited)

Period from
October 6, 2000

(Inception) to
March 31, 2006

Six months Ended
March 31,

2005 2006
Cash flows from operating activities:

Net loss $(7,209,768) $(1,137,557) $(2,053,737)
Reconciliation to cash flow:

Depreciation 113,969 17,412 36,838
Non-cash expense for services 4,080 — —
Loss on disposal of fixed assets 1,305 1,305 —
Interest expense 32,794 — —
Stock-based compensation 142,682 6,827 104,909
Changes in:

Accounts receivable (479,035) 274,297 (185,861)
Inventory (63,925) — (63,925)
Prepaid expenses and other current assets (92,290) (22,143) (59,844)
Other assets (27,767) — (2,683)
Accounts payable 342,137 81,706 249,236
Accrued expenses 119,468 116,588 36,052
Deferred revenue — (197,550) —

Net cash used in operating activities (7,116,350) (859,115) (1,939,015)

Cash flows from investing activities:
Additions to property and equipment (422,091) (59,141) (93,314)

Net cash used in investing activities (422,091) (59,141) (93,314)

Cash flows from financing activities:
Proceeds from notes 350,000 — —
Proceeds from Series B convertible preferred stock, net of expenses 3,437,341 — —
Proceeds from Series C convertible preferred stock, net of expenses 10,927,837 — —
Proceeds from Series A convertible preferred stock, net of expenses 169,200 — —
Proceeds from sale of common stock and stock option exercises 148,734 28,572 15,946
Common stock repurchased (3,611) (816) —

Net cash provided by financing activities 15,029,501 27,756 15,946

Net increase (decrease) in cash and cash equivalents 7,491,060 (890,500) (2,016,383)
Cash and cash equivalents, beginning — 1,058,930 9,507,443

Cash and cash equivalents, ending $ 7,491,060 $ 168,430 $ 7,491,060

Supplemental cash flow information:
Interest $ 5,628 $ — $ —
Taxes 2,736 456 456
Deferred compensation in connection with the issuance of restricted stock 241,838 — —
Conversion of accrued expense into shares of common stock 3,072 — —
Conversion of debt and interest into Series B convertible preferred stock 388,269 — —

See accompanying notes to the financial statements.
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Note 1 — Organisation and Basis of Presentation

The financial information for the six month period ending March 31, 2005 and 2006, is unaudited and does
not constitute full financial statements. Accordingly, they do not include all of the information and footnotes
required by accounting principles generally accepted in the United States of America (‘‘US GAAP’’) for
complete financial statements and should be read in conjunction with the three year historical financial
statements and notes to the financial statements. In the opinion of management, we have prepared the
accompanying unaudited financial statements on the same basis as the three year historical financial
statements and include all adjustments, consisting only of normal recurring adjustments, necessary for a fair
presentation of the results of the interim periods presented. The results of operations for the six-month
period ended March 31, 2006 are not necessarily indicative of the results to be expected for the full year. The
Directors of Protonex Technology Corporation are responsible for the contents of the AIM Admission
Document in which this report is included.

Protonex Technology Corporation (‘‘the Company’’) was incorporated in October, 2000, and performs
engineering and development on fuel cell technology under cost sharing, cost-reimbursement (cost-type),
fixed price and cost plus contracts. In addition, the Company assembles and sells prototype products on a
limited basis using R & D personnel. Since inception, the Company has been considered to be in the
development stage. The Company expects to incur losses as it continues to participate in government cost
share programs to further certain technology or product development initiatives with key customers or
agencies, and invests in cost reduction and commercialisation initiatives.

The financial information has been prepared on the basis that the Company will continue as a going concern
for the foreseeable future. In forming this opinion, the directors have prepared the Company’s budgets for
2006 to 2010 and formulated its medium term plans. The directors are confident that the Company will
obtain additional adequate financial resources to finance the planned growth.

Note 2 — Summary of Significant Accounting Policies

Use of Estimates

The preparation of financial statements in conformity with US GAAP requires management to make
estimates and assumptions that affect the amounts reported in the financial statements and accompanying
notes. Management bases its estimates and judgments on historical experience and on various other factors
that are believed to be reasonable under the circumstances, the results of which form the basis for making
judgments about the carrying values of assets and liabilities that are not readily apparent from other sources.
Actual results could differ materially from these estimates.

Inventory

Inventory is stated at the lower of cost (first-in, first-out) or market and consists of the following at March 31:

2005 2006

Raw materials $ — $63,925

Raw materials inventories consist mainly of membrane electrode assemblies, bi-polar plates, and various
other components used in producing fuel cell systems.

Revenue Recognition

Revenues from cost sharing, cost-reimbursement (cost-type), fixed price and cost plus contracts with various
government groups and agencies are recognised when the related costs are incurred and related services are
performed. Contract costs primarily include direct labour, consultants, sub-contractors, research and
development materials, and other specific administrative costs related to the project. Deferred revenue
represents amounts received in advance of services being performed and products delivered to a select group
of commercial customers.

Revenue from sales of prototype units is recognised upon the shipment of the units to the customer.
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Revenues on fuel cell research and development contracts are recognised proportionally as costs are
incurred and compared to the estimated total research and development costs for each contract. In many
cases, the Company is reimbursed only a portion of the costs incurred or to be incurred on the contract.
Revenues from government funded research, development and demonstration programs are generally
multi-year, cost reimbursement and/or cost shared type contracts or cooperative agreements. The Company
is reimbursed for reasonable and allocable costs up to the reimbursement limits set by the contract
agreements.

For the six months ended March 31, 2005 and 2006, the Company had government sponsored contract
revenue of $421,592 and $868,718 representing approximately 49 per cent and 95 per cent, respectively of
total revenue.

Research and development expense

Cost incurred in connection with research and development activities are expensed as incurred. These costs
consist of direct and indirect costs associated with specific projects as well as fees paid to various third party
entities that perform certain research on behalf of the Company. Total research and development expenses
for the six month period ended 31 March 2005 and 2006 were $1,123,099 and $2,020,535, respectively.

Segment Reporting

The Company operates and evaluates its’ business in only one reporting segment in the United States of
America. All long-lived assets of the Company are in the United States.

New Accounting Policy — Share Based Awards

Prior to the October 1, 2005 adoption of the Financial Accounting Standards Board (‘‘FASB’’) Statement
No. 123 (revised 2004), ‘‘Share-Based Payment’’ (‘‘SFAS 123R’’), the Company accounted for stock-based
compensation granted to employees under Accounting Principles Board (‘‘APB’’) Opinion No. 25
‘‘Accounting for Stock Issued to Employees’’ and related interpretations as permitted by SFAS No. 123
‘‘Accounting for Stock-Based Compensation’’ (‘‘SFAS 123’’). Accordingly, because the exercise price of the
options equaled the fair market value of the underlying shares at the date of grant, no compensation cost was
recognised by the Company for stock-based compensation. As required by SFAS No. 123, the Company
presented certain pro-forma information for stock-based compensation in the notes to the financial
statements.

Effective October 1, 2005, the Company adopted the fair value recognition provisions of SFAS 123R, using
the modified prospective transition method. Under this transition method, stock-based compensation cost
was recognised in the financial statements for all share based payments granted after October 1, 2005.
Compensation cost recognised includes the estimated expense for the portion of the vesting period after
October 1, 2005 for share based payments prior to, but not vested as of September 30, 2005. As such, the
Company utilised the minimum value model, as permissible under the provisions of SFAS 123 for a
non-public entity, and assumed no volatility in determining the fair value of options granted, prior to
October 1, 2005. Results for prior periods have not been restated, as permitted for under the modified
prospective method of SFAS 123R. Total stock-based compensation cost recognised in the six months ended
March 31, 2006 was $74,679 for stock options. Compensation cost recorded in the Statement of operations
for research and development, sales and marketing and general and administrative expenses totalled
$39,508, $13,865 and $21,306. At March 31, 2006 there is $154,556 of future compensation cost to be
recognised in future periods on outstanding options.

SFAS 123R requires the benefits of tax deductions in excess of the compensation cost recognised for those
options to be classified as financing cash inflows rather than operating cash inflows, on a prospective basis.
The Company has fully reserved for any deferred tax benefits due to the uncertainty of future operating
results and its’ ability to utilise the future tax benefit. As such, the classification as financing cash flows and
the effect of adopting SFAS 123R had no effect on the Company’s Statement of Cash Flows.
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The following table details the effect on net loss for the six months ended March 31, 2005 had compensation
expense for share based payments been recorded based on the fair value method utilising the minimum value
method as provided under SFAS 123.

2005

Net loss as reported $(1,137,557)
Employee compensation expense determined under the fair value based method (6,530)

Pro forma net loss $(1,144,087)

The fair value of each stock option was estimated at the date of grant using the Black-Scholes option pricing
model with the following weighted-average assumptions for the periods ended March 31, 2005 and 2006:

March 31,
2005 2006

Expected volatility 0.0% 76.1%
Expected dividend yield 0.0% 0.0%
Expected risk-free interest rate 4.1% 4.1%
Expected term of options 10 years 5 years
Maximum contractual term 10 years 10 years
Range of estimated forfeitures — 0-15%

Stock Price

At each option grant date prior to October 1, 2005 our board of directors and management determined the
deemed fair value of our common stock.

All stock options issued subsequent to October 1, 2005 were issued based on an independent valuation study
of the Company performed for management.

Expected Volatility

Options granted prior to October 1, 2005 used a ‘‘minimum value’’ for the fair value of options (volatility of
zero), as permissible for a non-public entity. The fair value of options granted on or after October 1, 2005
includes expected volatility. Due to having no publicly traded experience of its’ stock, the Company utilised
an expected volatility disclosed by comparable traded companies volatility in similar industries, development
stage and size.

Expected Term

The expected term of stock options granted is generally based on historical data and represents the period
of time that the stock options granted are expected to be outstanding. The Company has had very limited
stock option exercise experience to date, making the Company’s determination of the ‘‘expected term’’
judgmental. Accordingly the Company has based the expected term on publicly available information for
companies in similar industries, development stage and size.

Expected Dividend Yield

The Company does not intend to pay dividends on its commons stock for the foreseeable future and,
accordingly, uses a dividend yield of zero in the Black-Scholes pricing model.

Estimated Forfeitures

The Company has estimated employee stock option forfeitures as required under FAS 123R for two groups
of stock options (a) immediately vested options and (b) all others and is based on the Company’s limited
experience. Estimated forfeitures will be adjusted to actual forfeiture experience as needed.
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Loss per share

The components of basic and diluted loss per share for the six month periods ending March 31, are as
follows:

2005 2006

Net loss $(1,137,557) $(2,053,737)
Weighted Average Outstanding shares of Common Stock 1,777,883 2,403,352

Basic and diluted loss per Share $ (0.64) $ (0.85)

All common stock equivalents were antidilutive for the six months ended March 31, 2005 and 2006.
Incremental common shares not included in the denominator of the diluted earnings per share calculation
due to their antidilutive nature are as follows:

2005 2006

Stock options 886,522 1,858,358
Unvested restricted stock 729,981 1,302,455
Issuable upon conversion of preferred stock 3,820,958 12,638,352

5,437,461 15,799,165

Note 3 — Common Stockholders’ Equity

Restricted Stock

The Company’s four founders each purchased 482,000 shares of restricted, common stock to vest over a four
year period paying $0.01 per share, for a total of $19,280, representing 1,928,000 restricted shares. All of
these shares are subject to repurchase restrictions and vest quarterly over four years and are also subject to
acceleration provisions upon termination of employment during the vesting period. Since the original date
of issuance, the Company has repurchased a total of 361,018 shares at the original purchase price of
$0.01 per share.

In conjunction with the closing of the Series B Preferred Shares the vesting schedule of the outstanding
founders’ shares was reset such that 25 per cent to 58 per cent of the outstanding shares were vested and the
remaining unvested shares would vest quarterly over 3 years. For the six month periods ending March 31, 2005
and 2006 213,563 and 88,368 restricted founder shares vested including acceleration of certain agreements.
For the six month periods ending March 31, 2005 and 2006, there were 309,280 and 132,544 respectively,
founder restricted shares unvested. A total of 88,368 unvested shares will vest during the year ending
September 30, 2006 and the remaining 44,176 shares in the year ending September 30, 2007.

During 2001, the Company sold a total of 49,000 shares of restricted shares at $0.01 per share to outside
consultants. All of these shares are subject to repurchase restrictions and generally vest over five years with
the exception of 1,000 shares which vested in full in August 2001. For the six month periods ending
March 31, 2005 and 2006, 4,800 outside consultant shares vested during each period. For the six month
periods ending March 31, 2005 and 2006 12,000 and 2,400, respectively, of outside consultant restricted shares
were unvested. The remaining 2,400 unvested shares at March 31, 2006 will vest during the year ending
September 30, 2006.

In October 2003, the Company sold a total of 231,000 restricted shares to Norman Strate, its President and
Chief Executive Officer at the time and member of the Board of Directors, at the estimated fair market value
at the time of purchase. These shares vest quarterly over a period of four years from the date of issue and
are subject to repurchase restrictions. Fifty per cent of the non-vested shares became vested in June 2004 in
connection with Mr. Strate’s transition from Chief Executive Officer to outside director.

During July 2004, the Company sold 390,088 restricted shares to Scott Pearson, its President and Chief
Executive Officer (CEO) for $0.01 per share. All of these shares vest quarterly over a four year period from
the date of issue and all non-vested shares are subject to repurchase restrictions. These shares are subject to
acceleration provisions that upon a change of control, as defined in the agreement, an Initial Public Offering
or an admission of the Company’s common stock to trading on the AIM market of the London Stock
Exchange, 50 per cent of the unvested shares will immediately vest.

The Series C financing triggered the pre-emptive rights contained in the executive agreements with
Mr. Pearson and Mr. Osenar, its CEO and CTO, respectively, as a result, the Company sold 578,340 and
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522,900 restricted shares to Mr. Pearson and Mr. Osenar, respectively for $0.01 per share which was below
the deemed fair value at the date of purchase. Shares vest quarterly over a 48-month period from the date
of issue and are subject to repurchase restrictions and acceleration provisions that upon a change of control,
as defined in the agreement, 100 per cent of the unvested shares will immediately vest. The 578,430 shares
are also subject to acceleration upon the completion of an Initial Public Offering or an admission of the
Company’s common stock to trading on the AIM market of the London Stock Exchange, such that 50 per
cent of the unvested shares will immediately vest.

For the six month periods ending March 31, 2005 and 2006 a total of 68,012 and 205,676, respectively of other
restricted shares vested. As of March 31, 2005 and 2006, there were 408,701 and 1,167,511 shares respectively,
of other restricted shares unvested. The remaining unvested other shares will vest in future years as follows:

Year
Number of

Shares

2006 205,676
2007 382,477
2008 372,844
2009 206,514

Common Stock

As of March 31, 2005 and 2006, there were 2,628,254 and 3,834,873, respectively, common shares issued and
outstanding, of which 1,898,273 and 2,532,418, respectively, were unrestricted and 729,981 and 1,302,455,
respectively, shares were restricted. In March 2005, the Company increased the number of authorised
common shares from 9,000,000 to 19,000,000.

Deferred Compensation

The Company records the aggregate difference between the deemed fair value of the shares at the time of
purchase and the purchase price as deferred compensation. The Company recognises the compensation
expense ratably during the vesting period of the underlying common stock. The Company recognised $6,827
and $30,230 of compensation expense during the periods ending March 31, 2005 and 2006, respectively. As
of March 31, 2005 and 2006 there was $46,647 and $173,835, respectively of deferred compensation expense
to recognise in future periods.

Treasury Stock

Founders’ shares and other restricted stock grants are subject to repurchase at the per share purchase price
subject to acceleration clauses contained in the agreements upon employee termination.

During the six months ending March 31, 2005, the Company repurchased and retired 81,565 shares of
unvested restricted common stock for $816 in accordance with two agreements entered into with two original
founders.

Stock Options

In October 2003 the Company’s Board of Directors approved the 2003 Stock Incentive Plan, which provides
the granting of incentive stock options (ISO’s) and nonqualified stock options to employees, officers,
directors, advisors and consultants of the Company. The Company has reserved an aggregate of 2,644,273
shares of common stock pursuant to the plan.

In October 2005, the Board of Directors approved in principle, the 2006 Performance Option Plan. Options
will be issued under the 2003 Stock Incentive Plan subject to the attainment of specific business targets as
determined for each employee eligible under the plan during the year ending September 30, 2006. A total
of 327,750 options have been approved in principle for issuance under the plan. The actual number of
options to be granted will be determined following a review of the attainment of these targets after the end
of the fiscal year. The exercise price of these grants will be equal to the fair market value of the common
shares on the date of grant.
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A summary of the status of all of the Company’s stock options as of March 31, 2005 and 2006, and changes
during the six month periods then ended on those dates is presented below:

2005 2006
Weighted
Average
Exercise

Price

Weighted
Average
Exercise

PriceShares Shares

Outstanding, beginning of year 762,776 $0.15 1,189,822 $0.16
Granted 321,097 $0.15 963,798 $0.37
Exercised (190,476) $0.15 (84,813) $0.19
Canceled (6,875) $0.15 (210,449) $0.15

Outstanding, end of period 886,522 $0.15 1,858,358 $0.27

Exercisable, end of the period 334,714 759,336

Note 4 — Commitments

Leases

The Company conducts its operations in leased facilities under an operating lease agreement. The lease
originally commenced on February 1, 2004, and requires a base rent plus tax and common area maintenance
charges over the life of the lease and has been re-written to expire in March, 2009. Rent and related expenses
under this agreement totaled $54,781 and $66,338 for the six months ended March 31, 2005 and 2006,
respectively. As of March 31, 2005 and 2006, the Company has maintained a deposit totaling $25,084 and
$27,767, respectively, as security deposits related to the agreement.

Minimum future payments required under this agreement is as follows:

Fiscal Year Amount

2006 $ 56,000
2007 111,000
2008 111,000
2009 56,000

Employment Agreements

In February 2006, the Company entered into employment agreements with Mr. John Connolly, its Chief
Financial Officer (CFO) and Mr. Michael McCarthy, its Vice President of Business Development. These
agreements provide for a base salary and a performance bonus as determined by the Board of Directors
payable in cash, common stock or stock options. The employment agreements provide for six months’
accelerated vesting of stock options and restricted stock held by the officer and two months severance upon
termination of employment by either party upon the occurrence of certain events, as defined in the
agreement. Mr. Connolly’s agreement was amended in May 2006 to provide six months written notice of
termination by Mr. Connolly or sixty days’ written notice by the Company, to the automatic renewal
provisions of the original agreement. Mr. Connolly’s agreement provides for accelerated vesting of 75 per
cent of the unvested stock options held by him upon termination by the Company in connection with a
change of control event, as defined in the agreement.

In March 2006, the Company entered into an employment agreement with David Edlund, Vice President,
Reformer Development. The agreement provides for compensation for services rendered to the Company
by Mr. Edlund. The agreement may be terminated by either party upon 30 days’ written notice and provides
three months severance to Mr. Edlund if terminated by the Company prior to the expiration of the
agreement and extended non-competition protection to the Company, as defined in the agreement. The
agreement also provides the Company the option to acquire certain intellectual property rights previously
developed by Mr. Edlund, in exchange for vesting of existing stock options, performance based payments
and stock option grants, as defined in the agreement.
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Note 5 — Taxes on Income

For the six-months ended March 31, the components of income tax expense is as follows:

2005 2006

Current tax expense:
Federal $ — $ —
State (456) (456)

Total current tax expense (456) (456)

Deferred tax benefit:
Federal — —
State — —

Total deferred tax benefit — —

Income tax expense $(456) $(456)

At March 31, 2005 and 2006 there were no deferred tax assets or liabilities (federal or state), as a full
valuation allowance was established regarding the net operating losses available to the Company. The
Company accounts for income tax under the provisions of SFAS No. 109, ‘‘Accounting for Income Taxes.’’
SFAS No. 109 requires an asset and liability approach that requires the recognition of deferred tax assets and
liabilities for the expected future tax consequences of events that have been recognised in the Company’s
financial statements. The Company has approximately $4,200,000 and $7,200,000 of net operating loss
carryforwards for Federal and State income tax purposes at March 31, 2005 and 2006, respectively. The net
operating loss carryforwards will begin to expire in the year 2020 if not utilised. Internal Revenue Code
Section 382 places a limitation on the utilisation of net operating loss carryforwards when an ownership
change, as defined in the tax law, occurs. Generally, an ownership change occurs when there is a greater than
50 per cent change in ownership. If such change should occur, the actual utilisation of net operating loss
carryforwards, for tax purposes, would be limited annually to a percentage of the fair market value of the
Company at the time of such change.

The Company recorded a valuation allowance equal to the net deferred tax assets at March 31, 2005 and
2006, due to the uncertainty of future operating results, management believes it to be more likely than not
that the net deferred tax assets will not be realised; therefore, a full valuation allowance has been recorded.
The Company’s effective tax rate differs from the statutory rate primarily due to the operating losses and
research and development credits.

The components of the net deferred tax asset as of March 31, 2005 and 2006 consist of the following:

2005 2006

Deferred tax assets
Net operating loss carryforwards $ 1,675,531 $ 2,918,953
Research and development credits 210,274 338,866
Other temporary differences 17,240 13,014

Gross deferred tax asset 1,903,045 3,270,833
Less valuation allowance (1,903,045) (3,270,833)

Net deferred tax asset $ — $ —

A reconciliation of the expected income tax computed using the federal statutory income tax rate to the
Company’s effective income tax rate for the six months ending March 31 is as follows:

2005 2006

Federal stautory tax rate −34% −34%
State taxes, net of federal benefit −6% −6%
Research & development tax credits −5% −4%
Other temporary differences −21% 3%
Change in valuation allowance 66% 41%

Effective tax rate 0% 0%
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Note 6 — Pending Litigation

In January 2005, following the decision by the Company not to extend the term of an employment contract
with Mr. R. Formato, a former employee, officer and founder of the Company, Mr. Formato brought a claim
in a Massachusetts state court alleging, amongst other things, breach by the Company of his employment
agreement and a prior consulting agreement. Mr. Formato is claiming approximately US$170,000 in respect
of unpaid consultancy services and severance entitlements, an award of attorney’s fees and costs, rescission
of an invention and non-disclosure agreement, which relates to certain intellectual property assigned to the
Company beginning in 2001 by Mr. Formato and the three other founders and another employee of the
Company, and rescission of a non-competition and non-solicitation agreement entered into between
Mr. Formato and the Company. The Company believes that it has not breached any obligation owed to
Mr. Formato, and intends to defend the claim vigorously. In any event the intellectual property covered by
the invention and non-disclosure agreement was also assigned to the Company by the other founders and
employee of the Company, and given its historic nature, is not considered by the Directors to be material to
the Company’s future plans. Substantially all of the costs of the defense are currently covered by the
Company’s business insurance and the insurance carrier has reserved all rights under the applicable policies.

Note 7 — Related Parties

In October 2004, the Company entered into an agreement with Parker Hannifin Corporation to jointly
develop certain products, establish a manufacturing relationship for various components or portions of fuel
cell systems, and permit Parker Hannifin Corporation to sell certain Protonex Fuel Cell Systems for military,
industrial, commercial, medical, and consumer applications. The agreement was amended and restated in
March, 2006. The amended agreement has a term of five years, unless extended in writing by the mutual
consent of both parties. In conjunction with the Series C financing on April 1, 2005, Parker Hannifin
Corporation became a related party. Also in conjunction with the Series C financing, an employee of Parker
Hannifin Corporation was appointed to the Board of Directors of the Company. For the six month period
ending March 31, 2005 and 2006 the Company recorded revenue of $307,000 and $0, respectively, from
Parker Hannifin Corporation and purchases of $52,017 and $20,392, respectively. As of March 31, 2005 and
2006, $1,784 and $3,773, respectively, due to Parker Hannifin Corporation, was included in accounts payable.

Note 8 — Subsequent Events

During March, 2006 the Board of Directors of the Company authorised the Company to take the necessary
actions to support an offering of shares of common stock on the AIM market which is expected to be
completed in July 2006.

In May 2006, the Board of Directors approved stock option grants to new employees and directors totalling
151,000 shares prior to the two-for-one stock split.

In May and June 2006, the Company’s Board of Directors and shareholders approved:

a. An increase to the number of common shares reserved for issuance under the Stock Incentive Plan
(the Plan) from 2,644,273 to the lesser of 8,800,000 or 10 per cent of the issued and outstanding
common shares after Admission to the AIM market, not including shares and options issued under
the plan prior to Admission.

b. The automatic conversion provisions of the Series A, B and C Convertible Preferred Shares into
common shares immediately prior to the Admission to the AIM market.

c. A two-for-one stock split of its common stock and a change in the par value of the common stock
from $0.01 per share to $0.005 per share. The stock split became effective on May 16, 2006. The
conversion rights of all preferred shares were also proportionally adjusted. The approval was in
conjunction with the further approval to increase the number of authorised common shares for
issuance to 85,000,000 from 19,000,000. Pro forma net earnings per share, after giving retroactive
effect to the stock split, would be as follows:

2005 2006
Pre-stock split:
Net earnings per common share — basic and diluted $(0.64) $(0.85)
Post-stock split (Pro-forma):
Net earnings per common share — basic and diluted $(0.32) $(0.43)

Also in May 2006, all unvested shares (19,250) of Mr. Strate’s October 2003 restricted share purchase,
became vested in conjunction with his resignation as a director.
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PART V — UNAUDITED PRO-FORMA BALANCE SHEET
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Grant Thornton Corporate Finance 
 
Grant Thornton UK LLP 
Chartered Accountants 
UK member of 
Grant Thornton International 

The Directors
Protonex Technology Corporation
153 Northboro Road
Southborough, MA 01772-1034
USA

27 June 2006

Dear Sirs

PROTONEX TECHNOLOGY CORPORATION (THE COMPANY)

We report on the pro forma balance sheet set out on page 76 of Part V of this
document which has been prepared on the basis of Notes 1 to 4 on page 76 for
illustrative purposes only, to provide information about how the flotation might have
affected the financial information presented on the basis of the accounting policies
adopted by the Company in preparing the financial statements for the period ended
31 March 2006. This report is required by paragraph (a) of Schedule Two of the AIM
Rules and is given for the purpose of complying with that paragraph and for no other
purpose.

RESPONSIBILITIES

It is the responsibility of the Directors of the Company to prepare the pro forma
balance sheet as though it had been prepared in accordance with paragraph 20.2 of
Annex I of the Prospectus Regulation attached to the AIM Rules.

It is our responsibility to form an opinion as though it had been required by
paragraph 7 of Annex II of the PD Regulation attached to the AIM Rules as to the
proper compilation of the pro forma balance sheet and to report that opinion to you.

In providing this opinion we are not updating or refreshing any reports or opinions
previously made by us on any financial information used in the compilation of the
pro forma balance sheet, nor do we accept responsibility for such reports or opinions
beyond that owed to those to whom those reports or opinions were addressed by us
at the dates of their issue.

Save for any responsibility arising under paragraph (a) of Schedule Two of the AIM
Rules to any person as and to the extent there provided, and save for any
responsibility that we have expressly agreed in writing to assume, to the fullest extent
permitted by law we do not assume any responsibility and will not accept any liability
to any other person for any loss suffered by any such other person as a result of,
arising out of, or in connection with this report or our statement, required by and
given solely for the purposes of complying with paragraph (a) of Schedule Two of the
AIM Rules, consenting to its inclusion in the Admission Document.

Grant Thornton House 
Melton Street 
London NW1 2EP 
T +44 (0)20 7383 5100 
F +44 (0)20 7383 4715 
DX 2100 EUSTON 
www.grant-thornton.co.uk 
 
Grant Thornton UK LLP is a limited 
liability partnership registered in England 
and Wales: No.OC307742. Registered
office: Grant Thornton House, Melton
Street, Euston Square, London NW1 
2EP. A list of members is available from
our registered office.

 

Grant Thornton UK LLP is authorised
and regulated by the Financial Services
Authority for investment business.
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BASIS OF OPINION

We conducted our work in accordance with the Standards for Investment Reporting
issued by the Auditing Practices Board in the United Kingdom. The work that we
performed for the purpose of making this report, which involved no independent
examination of any of the underlying financial information, consisted primarily of
comparing the unadjusted financial information with the source documents,
considering the evidence supporting the adjustments and discussing the pro forma
balance sheet with the directors of the Company.

We planned and performed our work so as to obtain all the information and
explanations which we considered necessary in order to provide us with reasonable
assurance that the pro forma balance sheet has been properly compiled on the basis
stated and that such basis is consistent with the accounting policies of the Company.

Our work has not been carried out in accordance with auditing standards generally
accepted in the United States of America and accordingly should not be relied upon
as if it had been carried out in accordance with those standards and practices.

OPINION

In our opinion:

a) the pro forma balance sheet has been properly compiled on the basis stated; and

b) such basis is consistent with the accounting policies of the Company.

DECLARATION

For the purposes of Paragraph (a) of Schedule Two of the AIM Rules we are
responsible for this report as part of the Admission document and declare that we
have taken all reasonable care to ensure that the information contained in this report
is, to the best of our knowledge, in accordance with the facts and contains no
omission likely to affect its import. This declaration is included in the Admission
document in compliance with Paragraph (a) of Schedule Two of the AIM Rules.

Yours faithfully

GRANT THORNTON UK LLP
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Set out below is an unaudited pro forma balance sheet of the Company, which has been prepared for the
purpose of illustrating the effects of the Placing and subsequently, the Conversion. This statement has been
prepared on the basis set out in the notes below for illustrative purposes only. Due to its nature, the pro
forma balance sheet presents a hypothetical situation and therefore does not represent the Company’s actual
financial position or results.

The Company as
at March 31, 2006 Note 2 Note 3

Unaudited
Pro Forma

ASSETS
Current assets
Cash and cash equivalents $ 7,491,060 $ $13,663,183 $21,154,243
Accounts receivable 479,035 479,035
Inventory 63,925 63,925
Prepaid and other current assets 92,290 92,290

Total current assets 8,126,310 — 13,663,183 21,789,493
Property and equipment, net 306,814 306,814
Deposits 27,767 27,767

Total assets $ 8,460,891 $ — $13,663,183 $22,124,074

LIABILITIES AND STOCKHOLDERS’
EQUITY

Current liabilities
Accounts payable $ 341,955 $ $ $ 341,955
Accrued expenses 114,170 114,170

Total current liabilities 456,125 456,125
Stockholders’ equity
Preferred B Shares 3,825,610 (3,825,610) —
Preferred C Shares 10,927,837 (10,927,837) —
Preferred A Shares 169,200 (169,200) —
Common Stock 38,349 126,384 51,750 216,483
Additional paid-in capital 427,373 14,796,263 13,611,433 28,835,069
Deferred compensation (173,835) (173,835)
Deficit accumulated during the

development stage (7,209,768) (7,209,768)

Total Stockholders’ equity 8,004,766 — 13,663,183 21,667,949

Total liabilities and Stockholders’ equity $ 8,460,891 $ — $13,663,183 $22,124,074

Notes

1. The financial information for the Company as at 31 March 2006 has been extracted from the Unaudited
Interim Financial Information set out in Part IV of this document.

2. The automatic conversion of Preferred A Shares ($169,200), Preferred B Shares ($3,825,610) and
Preferred C Shares ($10,927,837) into Common Shares upon Admission.

3. The net proceeds of the Placing to raise $13,663,183 (£8,797,500 of gross proceeds converted at
£1/$1.8470) with expenses of $2,585,800 (including VAT).

4. No adjustments have been made to take into account any changes in the financial position of the
Company since 31 March 2006.
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PART VI — EXPERT’S REPORT

Technical evaluation of Protonex for Protonex Technology Corporation and Canaccord
Adams Limited by E4tech Limited
This report has been prepared by Dr David Hart of E4tech (UK) Limited (‘‘E4tech’’), with input from other
members of the E4tech team. Dr Hart has visited Protonex’ site in Southborough, held extensive discussions
with Protonex staff and had access to appropriate Protonex confidential data under a non-disclosure
agreement.

David Hart is a director of E4tech with more than a decade of research experience in fuel cell systems, and
has led numerous technology assessment exercises such as this one. He is also Head of Fuel Cell and
Hydrogen Research at the Centre for Energy Policy and Technology, Imperial College London, and a
member of the investment advisory committee of Conduit Ventures Ltd, an investor in Protonex.

This report was produced at Protonex’ request. All of the E4tech team are entirely independent of Protonex,
and have no financial relationship with them other than services in producing this report.

For the purposes of paragraph (a) of Schedule Two of the AIM Rules E4tech is responsible for this report
as part of the Admission Document and declares that, having taken all reasonable care to ensure that such
is the case, the information contained in this report is, to the best of E4tech’s knowledge, in accordance with
the facts and contains no omission likely to affect its import. Please note that this report does not constitute
investment advice and should be read in conjunction with the rest of the documents provided by Protonex
and its advisers.

1 Executive summary
Fuel cells are regarded as important in developing energy systems to provide consumer benefits, often while
meeting strict environmental requirements. Different types of fuel cell are being developed to compete with
conventional technologies in small- to medium-scale power and heat generation. Despite considerable
advances, they remain expensive and frequently do not compete with conventional systems in areas such as
power and energy density.

However, applications in low power ranges (10 Watts to 1 kilowatt) are frequently dependent on batteries,
which also have limitations in power and energy density, cost and lifetime. While progress is being made in
battery technology development, other solutions for portable and remote power are being sought.

In the power range described above, some fuel cells are expected to offer competitive solutions, providing
either the same amount of power and energy for lower weight, size and/or cost, or more energy or power for
a similar package. One point of interest is that the amount of power and energy are closely linked in a
battery, while they can be decoupled in a fuel cell. This is because the fuel is provided externally and is not
an integral part of the system. PEM fuel cells are the most relevant type for applications of this size, as they
have comparatively high power density, a solid electrolyte and operate at comparatively low temperatures
(about 70°C).

Conventional PEM fuel cell systems have been developed around a planar design, and are built in stacks
comprising the fuel cell membrane, catalyst and gas diffusion layers, bipolar plates for reactant distribution
and manifolding. Their manufacture can be complex, in particular to ensure good sealing. Protonex has
developed an injection moulding process for stack manufacture that uses conventional planar stack
architecture but considerably simplifies sealing and produces stacks that should be intrinsically more robust
than those produced using standard methods.

Protonex has used these stacks in developing fuel cell systems using chemical hydride cartridges to deliver
hydrogen. These prototype systems have been tested with military clients and have performed well, giving
approximately three times as much energy per unit volume as current battery solutions, and four times per
unit weight, at a competitive cost. Protonex has conducted a limited amount of lifetime testing, and has
demonstrated 4,000 hours of life on a stack, well over the typical requirements of the initial applications.
Further testing will be required to ensure the system meets all other specifications.

Current clients are primarily military, though some commercial applications have been demonstrated and
Protonex is in close discussions with potential commercial customers. Different fuelling solutions are being
evaluated and developed, including both improved chemical hydride systems, and reformer-based systems
using conventional liquid or gaseous fuels such as propane. These are intended to give more flexibility and
potentially more energy for the same size package. Further work is required to ensure these will be suitable,
particularly as regards reformers, though current signs are promising.
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Protonex has a strong team and a structured and cautious approach to product and market development, and
to technology improvement. It appears to have good positioning with existing customers and the potential
to develop others. Communication between different groups and levels within the organisation is very good,
and development is undertaken with a suitably pragmatic approach.

Competition will come from conventional battery systems in addition to other fuel cell developers, and all
will continue to improve. However, Protonex appears to be in a position to build on promising early
development and compete strongly.

2 Introduction — potential fuel cell applications and their requirements
Fuel cells are regarded as an important technology in developing energy systems to provide consumer
benefits, often while meeting strict environmental requirements. Different types of fuel cell can potentially
compete with many conventional technologies in micro- to medium-scale power and heat generation.
Despite considerable advances in fuel cell development, they remain expensive and frequently do not
compete with conventional systems in areas such as power and energy density. In part, this is due to the fact
that fuel cells have not benefited from the long-term and high levels of sustained investment that have been
available to conventional technologies.

However, applications in low power ranges of 10 Watts to 1 kilowatt are frequently dependent on batteries,
which also have limitations in power and energy density, cost and lifetime. While progress is being made in
battery technology development, other solutions for portable power are being sought. In the power range
described above, some fuel cells are expected to offer competitive solutions, providing either the same
amount of power and energy for lower weight, size and/or cost, or more energy or power for a similar
package. One point of interest is that the amount of power and energy are closely linked in a battery, while
they can be decoupled in a fuel cell. This is because the fuel is provided externally to a fuel cell, rather than
being an integral part of the system. For different applications, different characteristics are important. If a
power system is to be carried by hand, then weight is the overriding consideration; if it is to be used in a
submarine, volume may be more important.

PEM fuel cells are the most relevant type for applications of this size, as they have comparatively high power
density, a solid electrolyte and operate at comparatively low temperatures (about 70°C). Their disadvantage
is that they prefer to operate on pure hydrogen, or at least a hydrogen-rich gas stream, which must be
provided in some suitable form. The mechanism for storage and delivery of the fuel is critical to the overall
size, weight and performance of the device. With a suitably high-density hydrogen storage system, a fuel cell
could offer similar or better performance compared to a battery, but at one-third of the volume and
one-quarter of the weight.

Conventional PEM fuel cell systems have been developed around a planar design, and are built in stacks
comprising the fuel cell membrane, catalyst and gas diffusion layers, bipolar plates and electrical and
reactant connections. Correct positioning and sealing of the systems has always posed problems, and
manufacture has been comparatively high cost. Protonex has developed an injection moulding process for
stack manufacture that uses conventional planar stack architecture but considerably simplifies sealing and
produces stacks that should be intrinsically more robust than those produced using standard methods, with
a low manufacturing cost.

Hydrogen must be supplied to the fuel cell, and this can be done in a variety of ways. Pure hydrogen can be
stored, or a fuel or feedstock can be stored and hydrogen produced on demand. Pure hydrogen can be stored
at high pressure, as a liquid, or chemically or physically bonded to metallic systems (metal hydrides) or
carbon-based structures. Each is characterised by its gravimetric and volumetric hydrogen storage density;
the amount of hydrogen stored per unit weight of the total system, and per unit volume. In addition, the
amount of hydrogen that can be recovered from storage, the number of times the system can be recharged,
and the speed and controllability of the release are important parameters.

High pressure canisters are made from steel, or more frequently from composite materials and carbon-fibre
wrapping. They are typically bulky and heavy in comparison with the hydrogen they can store, especially at
small volumes. Liquid hydrogen is not a feasible option for these small sizes, as it must be stored at −253°C
and hence requires heavy and sophisticated insulation techniques. Metal hydrides, although demonstrating
good volumetric storage density, have poor gravimetric density. Carbon nanostructures are still at the
laboratory stage of development, and have uncertain potential, and activated carbon systems also do not
have sufficient hydrogen storage potential.
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Storing a precursor hydrocarbon fuel to provide hydrogen for the system also poses challenges. Liquid and
gaseous fuels such as methanol, gasoline, natural gas and propane typically contain quite large amounts of
hydrogen, but it can be difficult to release. Reforming natural gas is well understood but requires
temperatures around 650°C, while propane and gasoline are more difficult to split and typically contain
unwanted substances such as sulphur, which may poison the reformer catalyst. Methanol may require careful
handling due to toxicity concerns, though these can be managed and methanol is in general use in other
technologies already.

A less common set of possible fuels is otherwise classed as chemical hydrides. They contain large proportions
of hydrogen in conjunction with a material other than carbon, such as nitrogen, boron or sodium. Hydrogen
may be released from these systems using a number of methods including heating, mixing with water, and/or
passing the material over a suitable catalyst.

3 The Protonex fuel cell system
Protonex has developed a fuel cell system that can be used in small to medium power applications
(10W-1kW), which shows very good promise in competing with battery-based systems. In comparison with
existing alternatives, the system offers better energy density, is competitive on power density and is
potentially very competitive on cost. It is also comparatively robust and appears to offer suitable lifetime for
the applications under consideration. Each of these points is discussed in more detail below.

3.1 Energy density

Volumetric and gravimetric energy density, typically measured in Wh/l and Wh/kg, are a measure of how
long a system can power a given load — the ‘run-time’ of the application. Lead-acid batteries have an energy
density of 25-35Wh/kg, Lithium-ion (Li-ion) batteries typically 100-150Wh/kg, and Nickel-Metal Hydride
(NiMH) 50-80Wh/kg. In the Protonex and other fuel cell systems, the fuel cell itself does not provide energy,
which is all contained in the fuel. However, when meeting the requirements for a given load and duration,
the energy density of the Protonex system (fuel cell plus fuel and all subsystems) approaches 400Wh/kg,
which gives a significant run-time advantage in comparison with many existing systems. Different fuel cell
components, designs and system architectures all may be able to increase this energy density, possibly even
doubling it. This will depend to a large extent on the type of fuel storage used.

3.2 Power density

Volumetric and gravimetric power density, typically measured in W/l and W/kg, are a measure of how much
power can be produced by a system, i.e. how large a load it can supply per unit of volume or mass. This is
typically given as peak and average power — many systems can provide a higher power output for a short
time than they can for an extended period. Many loads also have much smaller average power requirements
than peak — a laptop might require 60-100W peak on booting up but 10-20W while running, for example.
A power supply system will therefore be sized to match the requirements of the load.

Battery systems are varied, using different chemistries with different advantages and disadvantages, and
markedly different performance. The typical lead-acid batteries found in cars, for example, have a
gravimetric power density of 75-130W/kg, depending on the conditions. Li-ion batteries can produce up to
300W/kg, and NiMH 150-250W/kg.

The Protonex system is based on a fuel cell, which behaves somewhat differently from a battery. The power
density can be varied by trading off against other system characteristics, such as the level of pressurisation
within the system. A pressurised system has greater power density than an ambient one, but also suffers from
parasitic losses due to the pumps required for the pressurisation, which increases the fuel use. The fuel cell
system can therefore be optimised for power density or efficiency, for example.

A fuel cell system can also produce considerably more power for brief periods of time than its average output
without causing damage. Hybridisation of a fuel cell system with a battery will further increase the system’s
ability to match peak loads, reducing the size of the fuel cell itself. Fuel cells systems can thus compete
directly with pure battery systems in this respect.

3.3 Fuels and fuelling

Protonex currently uses a chemical hydride, sodium borohydride (NaBH4), as the fuel in most of its
applications. Fuelling systems are developed in partnership with Millennium Cell, a company that is focused
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on providing sodium borohydride fuelling into the fuel cell market, in particular. The system provides
hydrogen on demand using a catalytically activated reactor with controls. Sodium borohydride is used
because it contains a high proportion of hydrogen in a stable form. When the hydrogen is released, borate
is left behind, which must be disposed of. This is a common industrial chemical and can be comparatively
easily handled. In certain applications, where it is more appropriate, Protonex plans to use direct hydrogen,
which allows a much simpler system.

Protonex is also investigating other possible fuels, including different chemical hydrides and conventional
liquid and gaseous fuels. It is in partnership with Battelle in the development of a small-scale reformer
technology, used to produce hydrogen from fuels such as methanol. These may be both more easily available
than some chemical hydrides and provide greater system energy density, but will require converting into a
hydrogen-rich gas stream before they can be used. Protonex has strong knowledge base in reformers and also
recently hired an expert, who brings significant experience in technology development in this area. Reformer
technology is complex, and considerable testing will be required to ensure that suitably short start-up times,
rapid response, longevity and durability can be achieved at a competitive cost. Initial test results are
promising, with good fuel conversion and more than 600 hours of reformer lifetime demonstrated. However,
achieving suitable size, weight and especially cost for a final application are non-trivial challenges that will
need to be overcome for commercialisation.

3.4 Robustness

One of the key areas in which Protonex aims to perform better than its competitors is with the robustness
of its fuel cell systems. The injection moulding manufacturing process which it has developed enables the
production of fuel cell stacks that are intrinsically more robust than most competing fuel cell stack designs.

3.5 Lifetime

Protonex is targeting applications where the total lifetime of a system is not the primary consideration,
unlike for example, the automotive sector. The main competitors are batteries, and potentially other fuel cell
systems. However, a Protonex stack has achieved 4,000 hours of operation at steady-state output with limited
degradation, which is certainly acceptable for its target customers. Other stacks and the reformer technology
under consideration have been tested for shorter periods of time, though without evidence of significant
problems.

Protonex fuel cell stacks are based on membrane electrode assemblies (MEAs) provided from an established
supplier. As lifetime of the MEA subsystem improves, the lifetime of the fuel cell stack and system will also
improve.

As development continues and new applications are sought, longer lifetime tests, and tests under more
dynamic conditions will be required.

3.6 Manufacturing

The stacks produced by Protonex are designed for repeatable manufacture using a low-cost injection
moulding technique, which also makes them robust. Manufacture of sub-assemblies, such as the MEA and
control electronics, can be easily outsourced. The fuel supply cartridge is also comparatively straightforward
to produce, and the entire system contains relatively few parts.

3.7 Cost

The manufacturing process developed by Protonex allows for comparatively low-cost production of fuel cell
stacks, which is one of their key areas of competitive advantage. Cost projections appear to be realistic and
show suitable reductions for the timeframe to 2010 to make them competitive with conventional systems in
their chosen markets. In comparison with some battery solutions, Protonex is already able to produce
competitive systems for certain military applications, and they have considerable potential to reduce costs
still further when purchasing and producing in higher volumes.

3.8 Intellectual property

Protonex holds or has applied for a number of patents in areas relevant to their method of manufacturing
stacks and to systems integration with chemical hydride fuels, some in conjunction with fuel suppliers. We
are not patent specialists and therefore not in a position to comment on their validity. However, the approach
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taken to building up the patents is logical, and appears to suitably capture ongoing developments. As further
work is done in the areas of fuel provision, intellectual property is also expected to be generated in this area.

3.9 Quality management

Protonex is in the process of introducing full materials tracking, document and parts revision procedures, and
has employees with quality control accreditation and experience. Full quality assessment procedures will be
implemented as the company grows.

3.10 Team/technical level of staff

The Protonex team has significant strengths in fuel cell science, engineering and manufacturing, complemented
by strong management. The staff turnover is low and all key team members are in place, though recruitment
is continuing to strengthen the company. Communication between different groups working on stack
manufacturing, reformer testing, electronics and design is good, with an integrated approach to solving
performance problems and a focus on manufacturability of systems that perform as required. Management
has a clear understanding of the technology issues and is actively involved in their resolution. External links
and contacts are strong, particularly in the military area, and are developing in the commercial sector.

3.11 Appropriateness of facilities

The facilities which Protonex occupies offer rapid prototyping, small-scale production and testing and a
small research and development area, in addition to design and management space. They appear quite
suitable for the company at this stage of its development, though more test equipment is expected to be
required in the future. As development progresses, more parts manufacture will be outsourced.

3.12 Competition

Protonex competition can be viewed in several different ways:

(i) technologies, such as batteries;

(ii) fuel cell companies, such as Smart Fuel Cell or Intelligent Energy; and

(iii) established companies, such as Hawker.

In terms of direct technology competition, Protonex appears to have found a niche power range in which
their fuel cell systems perform better than existing technologies for key customer requirements, such as
weight, and which are also attractive from a cost perspective. These competing technologies will continue to
be developed, as will Protonex’ technologies. At present, however, we are not aware of any batteries with
a suitable performance and cost profile to provide a strong challenge in the short term.

Several companies are competing with Protonex in the fuel cell sector, though of course all are facing similar
challenges in terms of ensuring suitable technology performance and cost. The majority are using direct
methanol fuel cells, and have a very specific focus on certain market segments which are less relevant to
those in which Protonex either operates or intends to target. Other fuel cell companies have the potential
to enter the sector, where they could compete head-on. To do so, they would not only face the same
performance and cost targets as Protonex, but also need to match Protonex’ achievements. We do not have
access to the confidential data required to make a full comparison between different fuel cell companies’
technologies. However, Protonex appears to be in a strong position with its underlying technology, its status,
and customer relationships.

The established companies with which Protonex is directly competing have a clear advantage in terms of
consumer familiarity, strong distribution channels and relationships. They also have full support networks in
place. However, Protonex intends to work with existing channels as far as possible, rather than competing
directly, and continues to add and pursue strong strategic relationships with key suppliers, OEM channel
partners and potential customers. It has a pragmatic and cautious approach to extending its geographical
reach. If the Protonex technology continues to perform well, then this should enable the company to add to
existing relationships and channels to market.

3.13 Customer relationships

Protonex has developed strong customer relationships with certain branches of the US military and is active
in seeking further clients in this area. Formal strategic alliances also exist with military suppliers, for example
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Northrop Grumman, for specific product areas. Protonex’ emphasis in developing further relationships is
cautious, to ensure the delivery of a system as specified before extending its client base.

Protonex is now also beginning to develop customers within the commercial sector. Existing agreements,
such as those with Parker Hannifin, are expected to be augmented with other companies in the near future.
Strong interest is being shown, but formal agreements have yet to be signed and additional technology
development is required to meet commercial, rather than military specifications. This may prove simpler in
terms of technical requirements, but commercial consumers also tend to be more price-sensitive than the
military.

3.14 Supplier relationships

Protonex uses commercial suppliers for many of the key components of its fuel cells, though some parts are
manufactured in house. In the future, it is expected that both components and fuel cell systems will be
produced by specialist outsourced manufacturers, to ensure competitive pricing. Protonex appears to have
good relationships with its existing suppliers and a logical and structured approach to finding new ones.

4 Conclusions

Protonex has developed a fuel cell stack production method which enables comparatively low-cost and
robust stacks to be manufactured using commercially available MEAs and conventional other components.
A fuel cell system is built from two separate modules — the stack system itself and a fuel cartridge, currently
using sodium borohydride as the hydrogen carrier. The system is currently targeted at specific military
applications, where it competes on cost with the existing battery solutions, but provides significantly greater
energy density, or run-time. Further development is required before the system reaches commercial
readiness for these applications, but no significant problems are foreseen. Future solutions based on fuel
reformers are in development, but limited data are available to assess their potential.

Protonex has customer relationships with commercial organisations and is seeking to develop products for
commercial markets. Initial analysis is promising, but more time will be required to develop relationships to
fruition. Relationships also exist with component suppliers and developers, with a focus on system quality
and on improving future performance.

Protonex has a strong team and a structured and cautious approach to product and market development, and
to technology improvement. It appears to have good positioning with existing customers and the potential
to develop others.

Competition will come from conventional battery systems in addition to other fuel cell developers, and all
will continue to improve. However, Protonex appear to be in a position to build on promising early
development and continue to compete strongly.
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PART VII — US TRANSFER RESTRICTIONS

Investors are referred to the definition of a ‘‘US Person’’ on page 85 below.

This document has been prepared by Protonex in making offers and sales of the Placing Shares only to
non-US Persons outside the United States in transactions exempt from the registration requirements of the
Securities Act in reliance on Regulation S thereunder. No directed selling efforts, as defined in Regulation
S, will be made in conjunction with any offer or sale of the Placing Shares. Terms used in the following
description that are defined in Regulation S are used as therein defined. This section does not address
restrictions applicable to the issue and transfer of Common Shares that may be issued by the Company in
‘‘private placements’’ in reliance on Regulation D of the Securities Act that may occur concurrently with or
subsequent to the Placing.

The Placing Shares have not been registered under the Securities Act and are ‘‘restricted securities’’ as
defined in Rule 144 promulgated under the Securities Act. A purchaser of Placing Shares may not offer, sell,
pledge or otherwise transfer Placing Shares in the United States or to, or for the account or benefit of, any
US Person, except pursuant to an effective registration statement under the Securities Act, or pursuant to
an exemption therefrom, such as certain transactions specified in, and conducted in accordance with,
Regulation S, and in accordance with all applicable securities laws of the states of the United States and
other jurisdictions. The Company can give no assurance that an exemption from registration will be available
to any purchaser of any of the Placing Shares. Hedging transactions in the Placing Shares may not be
conducted unless in compliance with the Securities Act. The certificates evidencing the Common Shares and
all offering materials will bear a legend to the following effect, unless Protonex determines otherwise in
compliance with applicable law.

THE COMMON SHARES REPRESENTED BY THIS CERTIFICATE HAVE NOT BEEN
REGISTERED UNDER THE US SECURITIES ACT OF 1933, AS AMENDED (THE ‘‘SECURITIES
ACT’’) AND MAY NOT BE OFFERED, SOLD, PLEDGED OR OTHERWISE TRANSFERRED
EXCEPT IF SUCH TRANSFER IS EFFECTED (1) IN AN OFFSHORE TRANSACTION MEETING
THE REQUIREMENTS OF REGULATION S UNDER THE SECURITIES ACT (2) PURSUANT TO
AN EFFECTIVE REGISTRATION STATEMENT UNDER THE SECURITIES ACT, OR
(3) PURSUANT TO AN AVAILABLE EXEMPTION FROM THE REGISTRATION REQUIREMENTS
OF THE SECURITIES ACT, IN EACH CASE IN ACCORDANCE WITH ALL APPLICABLE
SECURITIES LAWS INCLUDING APPLICABLE STATE SECURITIES LAWS OF THE UNITED
STATES. (WHERE USED HEREIN THE TERMS ‘‘UNITED STATES’’ AND ‘‘US PERSON’’ HAVE
THE MEANINGS GIVEN TO SUCH TERMS IN REGULATION S UNDER THE SECURITIES ACT.)
HEDGING TRANSACTIONS INVOLVING THE COMMON SHARES OF THE COMPANY MAY
NOT BE CONDUCTED UNLESS IN COMPLIANCE WITH THE SECURITIES ACT. WITHOUT
LIMITING THE FOREGOING, THE COMMON SHARES MAY NOT BE DEPOSITED IN ANY
DEPOSITARY FACILITY OR WITH ANY CLEARING OR SETTLEMENT SYSTEM OTHER THAN
IN CONNECTION WITH A TRANSACTION REFERRED TO ABOVE.

Prior to one year after the later of (1) the time when the Placing Shares are first offered to persons other than
distributors in reliance upon Regulation S or (2) the date of closing of the Placing:

(1) every purchaser of Placing Shares other than a distributor will be required to certify that it is not a
US Person and is not acquiring the securities for the account or benefit of any US Person or that it
is a US Person and is purchasing securities in a transaction that does not require registration under
the Securities Act;

(2) every purchaser of the Placing Shares will be required to agree to resell such Placing Shares only in
accordance with the provisions of Regulation S, pursuant to registration under the Securities Act, or
pursuant to an available exemption from registration in and in accordance with all applicable
securities laws and not to engage in hedging transactions with regard to such Placing Shares unless in
compliance with the Securities Act; and

(3) each distributor selling securities to a distributor, a dealer (as defined in Section 2(a)(12) of the
Securities Act), or a person receiving a selling concession, fee or other remuneration will be required
to send a confirmation or other notice to the purchaser stating that the purchaser is subject to the
same restrictions on offers and sales that apply to a distributor.
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Pursuant to Protonex’ By-laws, Protonex may refuse to register any transfer of the Placing Shares not made
in accordance with the provisions of Regulation S, pursuant to registration under the Securities Act, or
pursuant to an available exemption from registration. Each purchaser of Placing Shares offered hereby in
reliance on Regulation S will be deemed to have represented and agreed as follows:

(1) the purchaser is not a US Person and is not acting for the account or benefit of a US Person (other
than a distributor);

(2) the purchaser understands that the Placing Shares have not been registered under the Securities Act
and may not be offered, resold, pledged or otherwise transferred by such purchaser except: (a) (i) in
an offshore transaction meeting the requirements of Regulation S (including Rule 903 or Rule 904
thereof), (ii) pursuant to an effective registration statement under the Securities Act, or (iii) pursuant
to an available exemption from the registration requirements of the Securities Act; and (b) in
accordance with all applicable securities laws of the states of the US and other jurisdictions;

(3) the purchaser understands and agrees that, if in the future it decides to resell, pledge or otherwise
transfer any Placing Shares or any beneficial interests in any Placing Shares prior to the date which
is one year after the later of (1) the date when the Placing Shares are first offered to persons (other
than distributors) pursuant to Regulation S and (2) the date of closing of the Placing, it will do so only
outside the United States in an offshore transaction in compliance with Regulation S (including Rule
903 or Rule 904 thereof) under the Securities Act, pursuant to an effective registration statement
under the Securities Act or pursuant to an available exemption from the registration requirements of
the Securities Act and in each of such cases in accordance with any applicable securities law of any
states of the United States and other jurisdictions;

(4) the purchaser agrees to, and each subsequent holder is required to, notify any purchaser of the Placing
Shares from it of the resale restrictions referred to in paragraphs (2) and (3) above, if then applicable;

(5) the purchaser acknowledges that, prior to any proposed transfer of Placing Shares other than
pursuant to an effective registration statement, the transferee of Placing Shares or any interest in any
Placing Shares may be required to provide certifications and other documentation relating to the
non-US Person status of such transferee;

(6) the purchase acknowledges that Protonex, Canaccord and others will rely upon the truth and accuracy
of the foregoing acknowledgements, representations and warranties and agrees that if any such
acknowledgement, representation or warranty deemed to have been made by virtue of its purchase
of Placing Shares is no longer accurate, it shall promptly notify Protonex and Canaccord;

(7) the purchaser acknowledges that the Placing Shares will bear a restrictive legend as set forth above,
unless Protonex determines otherwise in compliance with applicable law;

(8) the purchaser will comply with the restrictions on resale and transfer of the Placing Shares set out in
this Part VII of the Admission Document;

(9) the purchaser is a person whose ordinary activities involve it (as principal or agent) in acquiring,
holding, managing or disposing of investments for the purpose of its business and it undertakes that
it will (as principal or agent) acquire, hold, manage or dispose of any Placing Shares that are allocated
to it for the purposes of its business;

(10) neither the purchaser, nor any of its affiliates (as defined in Rule 405 under the Securities Act), nor
any person acting on the purchaser’s or such other person’s behalf has engaged in or will engage in
directed selling efforts (as defined in Regulation S) with respect to the Placing Shares; and

(11) neither the purchaser, nor any of its respective affiliates (as defined in Rule 501(b) of Regulation D
under the Securities Act), nor any person acting on its or such other person’s behalf has engaged in
or will engage in any form of general solicitation or general advertising (within the meaning of
Regulation D) in connection with any offer or sale of the Placing Shares in the United States.
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PRIOR TO INVESTING IN THE COMMON SHARES OR CONDUCTING ANY TRANSACTIONS
IN THE COMMON SHARES, INVESTORS ARE ADVISED TO CONSULT PROFESSIONAL
ADVISERS REGARDING THE ABOVE RESTRICTIONS ON TRANSFER AND OTHER
RESTRICTIONS REFERRED TO IN THIS DOCUMENT.

In this document, ‘‘US Person’’ means:

(i) any natural person resident in the United States;

(ii) any partnership or corporation organised or incorporated under the laws of the United States;

(iii) any estate of which any executor or administrator is a United States person;

(iv) any trust of which any trustee is a United States person;

(v) any agency or branch or a foreign entity located in the United States;

(vi) any non-discretionary account or similar account (other than an estate or trust) held by a dealer or
other fiduciary for the benefit or account of a United States person;

(vii) any discretionary account or similar account (other than an estate or trust) held by a dealer or other
fiduciary organised, incorporated, or (if an individual) resident in the United States; and

(viii) any partnership or corporation if:

(A) organised or incorporated under the laws of any foreign jurisdiction; and

(B) formed by a United States person principally for the purpose of investing in securities not
registered under the Securities Act, unless it is organised or incorporated, and owned, by
accredited investors (as defined in Rule 501(a)) who are not natural persons, estates or trusts.

This document does not constitute an offer of, or a solicitation of an offer to buy, any shares by or on behalf
of Protonex or Canaccord, in any jurisdiction or in any circumstances where it is not authorised or lawful to
make such an offer or solicitation.

The distribution of this document and the Placing Shares may be restricted by law in certain jurisdictions.
Persons into whose possession this document comes are required by Protonex or Canaccord to inform
themselves about any such restrictions and to observe any such restrictions. In particular, this document
should not be distributed to persons with addresses in the United States, Canada, Australia, South Africa,
the Republic of Ireland or Japan, or to citizens of such countries or to any corporation, partnership or other
entity created or organised under laws of such countries. Any such distribution could result in a violation of
United States, Canadian, Australian, South African or Japanese laws or the laws of the Republic of Ireland.

These restrictions will not affect the dealings of the Company’s Common Shares on an open and proper
basis.
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PART VIII — ADDITIONAL INFORMATION

1 Incorporation and status of the Company

1.1 The Company was incorporated with the name Protonex Technology Corporation in Delaware,
United States under the DGCL on 6 October 2000. The purpose of the Company is to engage in any
lawful act or activity for which corporations may be organised under the DGCL. The registered office
of the Company in the State of Delaware is at 2711 Centerville Road, Suite 400, Wilmington,
Delaware 19808, USA and its principal place of business is at 153 Northboro Road, Southborough,
Massachusetts 01772-1034, USA, telephone number +1 508 490 9960. The liability of the Shareholders
is limited.

1.2 The principal activities of the Company are as described in Part I of this document.

1.3 The principal legislation under which the Company operates is the DGCL, which governs the
Company’s corporate affairs.

2 Share Capital

2.1 The authorised and issued share capital of the Company as at 31 March 2006, being the date of the
most recent balance sheet included in Part IV of this document, was as follows:

Authorised Issued
Number Amount $ Class of Share Number Amount $

19,000,000 190,000 Pre-Subdivision Common Shares 3,834,873 38,348.73
80,000 800 Preferred A Shares 80,000 800
4,180,000 41,800 Preferred B Shares 3,703,114 37,031.14
8,800,000 88,000 Preferred C Shares 8,800,000 88,000

2.2 The authorised and issued share capital of the Company as at the date of this document is as follows:
Authorised Issued

Number Amount $ Class of Share Number Amount $

85,000,000 425,000 Common Shares 7,669,746* 38,348.73
80,000 800 Preferred A Shares 80,000** 800
4,180,000 41,800 Preferred B Shares 3,703,114** 37,031.14
8,800,000 88,000 Preferred C Shares 8,800,000** 88,000

* This figure reflects the sub-division of each issued and outstanding Pre-Subdivision Common Share into 2 Common
Shares, which was approved by the Shareholders on 12 May 2006 and which became effective on 16 May 2006 (the
‘‘Subdivision’’).

** Prior to the Capital Reorganisation (as described in paragraph 2.4 below) taking effect, the Company’s certificate of
incorporation provided for the conversion, in certain circumstances, of each issued and outstanding Preferred A Share
into approximately 1.69 Pre-Subdivision Common Shares, each issued and outstanding Preferred B Share into one
Pre-Subdivision Common Share and each issued and outstanding Preferred C Share into one Pre-Subdivision
Common Share. The Current Certificate now provides that, immediately prior to Admission, each issued and
outstanding Preferred A Share will convert into approximately 3.38 Common Shares, each issued and outstanding
Preferred B Share will convert into 2 Common Shares and each issued and outstanding Preferred C Share will convert
into 2 Common Shares. Following Admission, the Company will file the Post-Admission Certificate (as defined below)
with the Office of the Secretary of State of Delaware, to remove all references to the Preferred Shares from the
Current Certificate. Further details of the Capital Reorganisation are set out in paragraph 2.4 of this Part VIII below.

2.3 Share capital history

2.3.1 As at 1 October 2002, the Company’s authorised share capital was $45,000 divided into 4,000,000
Pre-Subdivision Common Shares, 150,000 Preferred A Shares and 350,000 undesignated preferred
shares of $0.01 each and the Company’s issued share capital was $21,727.08 divided into 2,092,708
Pre-Subdivision Common Shares (of which 64,265 were held as treasury shares) and 80,000 Preferred
A Shares.

2.3.2 Since 1 October 2002 the following changes to the authorised and issued share capital of the Company
have taken place:

(a) on 9 July 2003, the Company repurchased 160,953 Pre-Subdivision Common Shares for an
aggregate purchase price of $1,609.53 pursuant to a share repurchase and amendatory
agreement dated 9 July 2003 between the Company and Attila Herczeg, a former founder of
the Company. The repurchased shares were held in treasury and subsequently cancelled by the
Company on 9 October 2003;
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(b) on 2 August 2003, the Company repurchased 54,235 Pre-Subdivision Common Shares for an
aggregate purchase price of $542.35 pursuant to a share repurchase and amendatory
agreement dated 2 August 2003 between the Company and Richard Formato, a founder and
former employee of the Company. The repurchased shares were held in treasury and
subsequently cancelled by the Company on 9 October 2003;

(c) on 8 October 2003, the Company, by an amendment to its certificate of incorporation approved
by the Shareholders, increased its authorised share capital to $132,600 divided into 9,000,000
Pre-Subdivision Common Shares, 80,000 Preferred A Shares and 4,180,000 Preferred B Shares;

(d) on 8 October 2003, the Company issued 316,000 Pre-Subdivision Common Shares for a total
cash consideration of $47,400 pursuant to a stock purchase agreement and a stock restriction
agreement and 2,869,780 Preferred B Shares for a total consideration of $3,013,269 (consisting
of $2,625,000 cash consideration and the conversion of outstanding indebtedness of a value of
$388,269) pursuant to the first closing of a preferred B stock purchase agreement (the
‘‘Preferred B Agreement’’) entered into by the Company and Conduit Ventures Fund
(‘‘Conduit Ventures’’), Solstice Capital II Limited Partnership (‘‘Solstice Capital’’), Silicon
Alley Seed Investors, L.P. (‘‘Silicon Alley Seed’’), Commons Capital, L.P. (‘‘Commons
Capital’’), Ann L. Strate, Taylor & Company, Inc. Defined Benefit Pension Plan and The Stan
B. Osenar Irrevocable Insurance Trust and dated 8 October 2003;

(e) on 9 October 2003, a further 64,265 Pre-Subdivision Common Shares repurchased from
Mr. Formato on 30 March 2002 were cancelled by the Company;

(f) on 28 July 2004, the Company issued 390,088 Pre-Subdivision Common Shares for a total cash
consideration of $3,901 pursuant to a stock restriction agreement;

(g) on 25 August 2004, the Company issued 833,334 Preferred B Shares for a total cash
consideration of $875,000 pursuant to the second closing of the Preferred B Agreement;

(h) on 17 October 2004, the Company issued 190,476 Pre-Subdivision Common Shares pursuant
to the exercise of options granted under the Stock Incentive Plan;

(i) on 15 March 2005, the Company repurchased a further 71,925 Pre-Subdivision Common
Shares from Mr. Formato for an aggregate purchase price of $719.25 pursuant to a certain
notice of election to repurchase unvested shares, dated 15 March 2005, delivered to
Mr. Formato by the Company. The repurchased shares were cancelled by the Company on
15 March 2005;

(j) on 28 March 2005, the Company repurchased 9,640 Pre-Subdivision Common Shares for an
aggregate purchase price of $96.40 pursuant to a share repurchase agreement dated 28 March
2005 between the Company and Attila Herczeg. The repurchased shares were cancelled by the
Company on 28 March 2005;

(k) on 31 March 2005, the Company, by an amendment to its certificate of incorporation approved
by the Shareholders, increased its authorised share capital to $320,600 divided into 19,000,000
Pre-Subdivision Common Shares, 80,000 Preferred A Shares, 4,180,000 Preferred B Shares and
8,800,000 Preferred C Shares;

(l) on 1 April 2005, the Company issued 881,000 Pre-Subdivision Common Shares for a total cash
consideration of $8,810 pursuant to stock purchase and restriction agreements and 7,200,000
Preferred C Shares for total cash consideration of $9,000,000 pursuant to the first closing of a
preferred C stock purchase agreement (the ‘‘Preferred C Agreement’’) entered into between
the Company and Conduit Ventures, Solstice Capital, Silicon Alley Seed, Commons Capital,
Parker Hannifin, Massachusetts Green Energy Fund I Limited Partnership (‘‘MGEF’’),
Contango Capital Partners L.P. (‘‘Contango’’), Venture Capital Fund of New England IV, LP,
(‘‘VCFNE’’) and Yellowstone Energy Ventures L.P. (‘‘Yellowstone’’) and dated 1 April 2005;

(m) on 3 June 2005, the Company issued 220,330 Pre-Subdivision Common Shares for a total cash
consideration of $2,203 pursuant to stock purchase and restriction agreements and 1,600,000
Preferred C Shares for a total cash consideration of $2,000,000 pursuant to the second closing
of the Preferred C Agreement;

(n) on 15 June 2005, the Company issued 20,476 Pre-Subdivision Common Shares in exchange for
certain services provided to the Company by Hobbs & Towne, Inc.; and
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(o) on 7 February 2006, the Company issued 84,813 Pre-Subdivision Common Shares pursuant to
the exercise of options granted under the Stock Incentive Plan.

2.4 Capital Reorganisation

2.4.1 In anticipation of the Placing, on 10 May 2006, 12 May 2006 and 19 June 2006 the Board and the
Shareholders of the Company approved certain changes to be made to the Company’s share capital,
the Company’s certificate of incorporation and the By-laws (the ‘‘Capital Reorganisation’’).

2.4.2 The Capital Reorganisation included the following elements:

(a) the amendment of the Company’s certificate of incorporation, the revised version of which (the
‘‘Current Certificate’’) was filed with the Office of the Secretary of State of Delaware (the
‘‘OSSD’’) and which became effective on 16 May 2006, to effect the following:

(i) the subdivision of each issued and each authorised but unissued Pre-Subdivision
Common Share into two Common Shares and the corresponding reduction in nominal
value of the Common Shares from $0.01 to 0.5 cents (the ‘‘Subdivision’’);

(ii) the increase of the authorised share capital of the Company to $555,600 divided into
85,000,000 Common Shares, 80,000 Preferred A Shares, 4,180,000 Preferred B Shares
and 8,800,000 Preferred C Shares; and

(iii) the deletion of the provisions of the certificate of incorporation of the Company that set
the size of the Board at seven and require two directors to be elected by the holders of
the Preferred C Shares and two directors to be elected by the holders of the Preferred
B Shares;

(b) an amendment to the Current Certificate which was filed with the OSSD and which became
effective on 19 June 2006, to include certain provisions providing for the conversion of the
80,000 issued and outstanding Preferred A Shares into 270,476 Common Shares, the 3,703,114
issued and outstanding Preferred B Shares into 7,406,228 Common Shares and the 8,800,000
issued and outstanding Preferred C Shares into 17,600,000 Common Shares, such conversion
to take effect conditionally upon and immediately prior to Admission (the ‘‘Conversion’’);

(c) the formal appointment of Harry Fitzgibbons, John Connolly and General (ret.) Charles
Holland as Directors;

(d) the amendment of the By-laws to include provisions appropriate for a company incorporated
in Delaware and listed on AIM;

(e) an increase in the number of Common Shares reserved for issuance under the Stock Incentive
Plan from 2,644,273 to a number of Common Shares equal to the lesser of: (i) 8,800,000
Common Shares; and (ii) such number of Common Shares as shall be equal to ten per cent of
the issued and outstanding Common Shares immediately following Admission (provided that
any options granted under the Stock Incentive Plan prior to Admission will be disregarded in
this limit);

(f) the termination of certain contractual rights of the holders of the Preferred Shares granted in
connection with the Company’s most recent equity financing, except for certain rights relating
to registration under the Securities Act (see paragraph 2.9 of this Part VIII below);

(g) the amendment of the employment agreements entered into between the Company and each
of the Executive Directors to, inter alia, extend the period of notice required to be given by the
Executive Directors to terminate such agreement; and

(h) the approval of certain amendments to the Current Certificate to include certain provisions
appropriate for a company incorporated in Delaware and listed on AIM (the ‘‘Post-Admission
Certificate’’) and to authorise the Company to file the Post-Admission Certificate with the
OSSD, at which point the provisions of the Post-Admission Certificate will become effective,
promptly following Admission.
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2.4.3 As at the date of this document, the Company has an authorised share capital of $555,600 divided into
85,000,000 Common Shares, 80,000 Preferred A Shares, 4,180,000 Preferred B Shares and 8,800,000
Preferred C Shares and an issued share capital of $164,179.87 divided into 7,669,746 Common Shares,
80,000 Preferred A Shares, 3,703,114 Preferred B Shares and 8,800,000 Preferred C Shares.

2.4.4 Under the DGCL, in order for a corporation’s certificate of incorporation to be amended it is
necessary to file a copy of the amended certificate with the OSSD. Upon the Conversion taking effect
and as soon as practicable following Admission, the Company will file the Post-Admission Certificate
with the OSSD to, among other things, delete references in the Current Certificate to the Preferred
Shares in the Company’s authorised share capital and the current terms of such Preferred Shares and
set out certain provisions appropriate for a company incorporated in Delaware and listed on AIM.
The Post-Admission Certificate was approved by Shareholders on 19 June 2006, and has been
pre-cleared with the OSSD. The Post-Admission Certificate will become effective once filed with the
OSSD and the Company has undertaken to Canaccord in the Placing Agreement that this will take
place as soon as practicable following Admission. Further details of the Post-Admission Certificate
are set out in paragraph 3.1 of this Part VIII.

2.5 The authorised and issued share capital of the Company, as it is expected to be immediately following
the Conversion, the Placing, Admission and the filing of the Post-Admission Certificate with the
OSSD, will be as follows:

Authorised Issued
Number Amount $ Class of Share Number Amount $

85,000,000 425,000 Common Shares 43,296,450 216,482.25

2.6 The Placing Shares to be issued pursuant to the Placing were issued pursuant to a resolution of the
Board dated 20 June 2006, conditional upon Admission. Authorised but unissued Common Shares
may generally be issued upon the approval of the Board without obtaining the approval of
Shareholders under the DGCL. However, the Post-Admission Certificate does contain pre-emptive
rights in favour of Shareholders, as further described paragraph 3.1.5 of this Part VIII.

2.7 The Placing Shares will be issued on Admission credited as fully paid up and free from all liens,
charges, encumbrances and other third party rights and will rank in full for all dividends and other
distributions declared, paid or made by the Company after Admission. The Placing Shares will be
created under the DGCL.

2.8 Canaccord Warrant
Pursuant to the Broker Warrant Agreement described in paragraph 10.4 below, Canaccord will, on
Admission becoming effective, be issued a warrant exercisable in respect of 517,500 Common Shares
(representing 5 per cent of the aggregate number of the Placing Shares), at an exercise price per share
equal to the Placing Price, which may be exercised at any time during the period commencing on the
date of Admission and ending 18 months thereafter (the ‘‘Canaccord Warrant’’).

2.9 Registration rights
2.9.1 On 1 April 2005, the Company entered into an agreement (the ‘‘Registration Rights Agreement’’)

with certain holders of Pre-Subdivision Common Shares and the holders of all of the Preferred A
Shares, Preferred B Shares and Preferred C Shares (collectively the ‘‘Investors’’). The Registration
Rights Agreement gives the Investors certain demand registration rights and piggy back registration
rights. The demand registration rights provide that, from the earlier of 1 April 2009 or upon a public
offering of the Company’s share capital in the United States under the Securities Act, the holders of
at least 60 per cent of the shares having registration rights can require the Company, subject to certain
exceptions, to effect registration under the Securities Act. The piggy back registration rights provide
that, where the Company proposes to file a registration statement under the Securities Act, the
Investors may require the Company, subject to certain exceptions, to effect the registration of shares
held by the Investors as part of the registration proposed by the Company.

2.9.2 Pursuant to the fourth amended and restated registration rights agreement entered into by the
Company and the Investors on 10 May 2006 (the ‘‘Amended Registration Rights Agreement’’), the
Investors have agreed that, conditional upon and with effect from Admission, all rights under the
Registration Rights Agreement will be terminated, save for the piggy back registration rights
contained in the Amended Registration Rights Agreement summarised below. The original demand
registration and piggy back registration rights set out in the Registration Rights Agreement will
become effective again if Admission does not occur on or before 31 July 2006.
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2.9.3 Following Admission, the holders of 28,867,245 Common Shares will continue to be entitled to rights
with respect to the registration of these shares under the Securities Act, as described below:

(a) If the Company proposes to register a registration statement with the SEC for a public offering
and sale of the Common Shares, the Company must give written notice to the Investors and
any person to whom the rights under the Amended Rights Registration Agreement have been
transferred by an Investor of its intention to do so and, upon the written request of any
Investor given within 30 days after the notification by the Company (which request must
specify the intended method of disposition of any Common Shares held by such Investor), the
Company must use its best efforts to cause all Common Shares held by the Investors as notified
to the Company (the ‘‘Registrable Shares’’) to be registered under the Securities Act to the
extent necessary to permit their sale or other disposition in accordance with the intended
method of disposition as specified in the request of such Investor. The Company has the right
to postpone or withdraw any registration effected pursuant to these piggy back registration
rights.

(b) If the proposed registration involves an underwriting, the Company will not be required to
include any Registrable Shares in such registration unless the Investors holding Registrable
Shares accept the terms of the underwriting as agreed between the Company and the relevant
underwriter. If the relevant underwriter believes that, for marketing purposes, the total
number of Registrable Shares should not be included in the proposed offering, the number of
Registrable Shares shall be scaled back on a pro rata basis between Investors.

(c) Notwithstanding the registration rights above, the Company shall not be required to include
any Registrable Shares in a registration statement if such shares can then be sold pursuant to
Rule 144(k) under the Securities Act and represent less than one per cent of the issued and
outstanding Common Shares at the relevant time.

(d) The Company has agreed that, in the event such registration rights are triggered, it will file with
the SEC a registration statement with respect to the Registrable Shares and use its best efforts
to cause that statement to become effective. The Company has also agreed to prepare and file
any supplements to the registration statement and the prospectus included in the registration
statement as may be necessary to keep the registration statement effective. The Company is
under an obligation to provide a copy of the registration statement to each of the Investors and
to maintain the effectiveness of any statement until the earlier to occur of (i) the completion
by the underwriters of the distribution pursuant to such registration statement and (ii) 180 days
after the effective date of the registration statement.

(e) The Company will pay for all registration expenses, including all registration and filing fees,
exchange listing fees, printing expenses, fees and expenses of counsel for the Company, state
Blue Sky fees and expenses and the expense of any special audits incidental to or required by
such registration, but excluding underwriting discounts, selling commissions and the fees and
expenses of the Investors’ own counsel.

(f) The Company has agreed to indemnify the holders of the Registrable Shares and each
underwriter of such Registrable Shares, against any losses or claims to which any such person
may become subject pursuant to the Securities Act, the Exchange Act, any state securities or
Blue Sky laws or otherwise, to the extent such losses arise out of any misrepresentations,
omissions or misstatements in the registration statement or prospectus, providing that the
Company will not be liable to the extent that such loss arises from or is based on any
misrepresentations, omissions or misstatements made in reliance upon and in conformity with
information furnished to the Company by any holder of Registrable Shares. Each holder of
Registrable Shares agrees to indemnify the Company for such liabilities to the extent they
result from misrepresentations, omissions or misstatements made in the registration statement
based on the Company’s reliance on written information provided by such holder, but the
indemnity shall not exceed the net proceeds received by such holder from the offering.

(g) The registration rights included in the Amended Registration Rights Agreement may be
transferred to certain permitted transferees, including a family member, another Investor or an
individual, partnership or corporation controlled by or under common control with an
Investor, provided that such transferee agrees to be bound by the terms of the Amended
Registration Rights Agreement.
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2.10 Save as disclosed in the foregoing sub-paragraphs of this paragraph 2 and in paragraphs 5, 8 and 10
of this Part VIII below:

2.10.1 there are no acquisition rights or obligations over unissued share capital or an undertaking to increase
the issued share capital;

2.10.2 no share or loan capital of the Company is under option or has been agreed, conditionally or
unconditionally, to be put under option; and

2.10.3 other than upon the exercise of options granted and to be granted pursuant to the Stock Incentive
Plan, options granted prior to the adoption of the Stock Incentive Plan and the exercise of the
Canaccord Warrant, there is no present intention to issue any of the authorised but unissued share
capital of the Company.

2.11 Not more than 10 per cent of the capital of the Company has been paid for in assets other than cash
since 1 October 2002.

2.12 The Common Shares are all in registered form and denominated in US dollars. The Common Shares
have been issued by the Board under the DGCL and are subject to the transfer restrictions more fully
described in Parts I and VII of this document.

2.13 The ISIN number for the Common Shares is USU743101003.

2.14 There are no Common Shares not representing capital.

2.15 There have been no public takeover bids by third parties in respect of the Company’s share capital
within the last financial year or in the current financial year as at 26 June 2006 (being the latest
practicable date before the publication of this document).

2.16 Commission is payable to Canaccord under the Placing Agreement, as described in paragraph 10.1
below. Save as aforesaid, no commissions, discounts, brokerages or other special terms have been
granted by the Company in connection with the issue of any such capital.

3 Post-Admission Certificate, DGCL and By-laws

3.1 Post-Admission Certificate and provisions of the DGCL

The following is a brief summary of the material provisions of the Post-Admission Certificate and,
where appropriate, the DGCL:

3.1.1 General

The purpose of the Company is to engage in any lawful act or activity for which corporations may be
organised under the DGCL.

Without limitation to the powers conferred by Delaware law: (i) the Board of Directors is expressly
authorised to adopt, amend or repeal the By-laws; and (ii) elections of Directors need not, subject to
the By-laws, be by written ballot.

3.1.2 Shareholders meetings and votes of Shareholders

The holders of Common Shares are entitled to one vote for each share held at all meetings of
Shareholders, in accordance with the provisions of the DGCL. Special meetings of Shareholders may
be called by the Chief Executive Officer or Secretary at the written request of a majority of the total
number of authorised Directors or holders of not less than 20 per cent of the outstanding Common
Shares.

Pursuant to Article Fourteen of the Post-Admission Certificate, following Admission, any action by
the Shareholders must be taken at an annual or special meeting of Shareholders and may not be taken
by written consent alone.

3.1.3 Changes to share capital

The affirmative vote of the holders of a majority of the voting power of the Company is required to
increase or decrease the number of authorised shares of any class or series of shares, although the
number may not be decreased below the number of shares thereof then outstanding.
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3.1.4 Directors’ liability and indemnification

The personal liability of the Directors to the Company or to Shareholders for monetary damages for
breach of fiduciary duty as a Director shall be eliminated to the fullest extent as permitted by
applicable law. Such personal liability shall include all expenses (including legal fees), judgments, fines
and amounts paid in settlement actually and reasonably incurred by or on behalf of each person in
relation to any threatened, pending or completed action, suit or proceeding, by reason of the fact that
he is or was, or has agreed to become, a director or officer of the Company, or is or was serving, or
has agreed to serve, at the request of the Company, as a director, officer or trustee of, or in a similar
capacity with, another entity or by reason of any action alleged to have been taken or omitted in such
capacity.

The Company will not indemnify any person seeking indemnification in connection with a proceeding
(or part thereof) initiated by such person unless the initiation thereof was approved by the Board.

The Company shall pay expenses incurred by a Director or officer in defending a proceeding in
advance of the final disposition of such proceeding provided that an undertaking to repay such
amount in the event that the Director/officer is not entitled to be indemnified is received.

The indemnification rights shall inure to the benefit of the heirs, executors and administrators of the
Director or officer and the burden of proving that an indemnitee is not entitled to indemnification is
on the Company unless otherwise provided by law. Any amendment to the indemnity provisions will
not affect the rights and protections of the Directors or officers retrospectively. The indemnification
will not be deemed exclusive of any other rights to indemnification.

3.1.5 Pre-emption rights and disapplication thereof

Other than shares of the capital stock of the Company to be issued pursuant to any agreements
entered into by the Company prior to Admission, conversion rights granted prior to Admission and
shares to be wholly or partly paid up otherwise than in cash and other than securities which would not
be classified as ‘‘relevant shares’’ or ‘‘relevant employee shares’’ under the CA 1985, any shares which
the Company proposes to issue for sale shall first be offered for subscription to the Shareholders in
the proportion that the number of such shares then held by each such Shareholder bears to the total
number of outstanding shares of the Company’s capital. Such Shareholder must first obtain any
necessary consents, permissions or approvals, as required. After the expiration of such time or upon
receipt by the Company of an acceptance or refusal of every offer so made, the Board shall be entitled
to dispose of any shares that are not required to be sold in such manner as the Board may think most
beneficial to the Company but on no more favourable terms than those offered to the Shareholders.

The provisions shall not apply to: (i) a sale or series of sales of shares representing less than 50 per
cent of the issued and outstanding shares of the Company during any twelve month period; (ii) the
issuance of shares of capital stock with the approval of Shareholders holding not less than 50 per cent
of the outstanding capital; or (iii) the issuance of shares of capital stock pursuant to a stock option or
stock incentive plan approved by the Board.

The provisions described in this paragraph 3.1.5 shall be applicable only for so long as the Company
has any shares of its capital stock listed or traded on the Official List or AIM and shall cease to apply
as soon as any securities of the Company become listed on any stock exchange located in the United
States.

3.1.6 Takeover provisions

While any shares of the Company are listed or admitted to trading on AIM or the Official List, any
person and, if applicable, persons acting in concert with him that acquires securities representing 30
per cent or more of the Company’s voting power must make a cash offer for the remaining shares (to
the fullest extent permitted by applicable laws) in the Company at the highest price he has paid in the
preceding 12 months (the ‘‘Offer’’). Offers for different classes of capital stock must be comparable
and the interests of holders of convertible securities, warrants, options or subscription rights (if any)
are safeguarded. The Offer must remain open for acceptance for no less than 30 days.

Similarly, any person who, together with persons acting in concert, holds securities representing
between 30 and 50 per cent of the Company’s voting power, must make an Offer if he, together with
persons acting in concert, acquires additional securities, in any period of twelve months, which
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increases his voting power by more than 1 per cent. Each member of a group of persons acting in
concert will have a joint and several obligation to extend such an Offer.

The Offer must be conditional upon the person who is required to make the Offer (the ‘‘Offeror’’)
having received acceptances in respect of the securities which, together with the securities acquired
or agreed to be acquired before or during the Offer, will result in the Offeror holding securities
representing more than 50 per cent of the Company’s voting rights and no acquisition of securities
which would give rise to the obligation to make or implement the Offer if it is dependent on the
passing of a shareholders resolution of the Offeror or upon any other condition, consent or
arrangement.

However, the Offer must be unconditional if the Offeror holds securities representing more than
50 per cent of the Company’s voting rights before the Offer is made.

If the obligation to make an Offer arises pursuant to an allotment of new securities by the Company
as consideration for an acquisition or cash subscription, such obligation may be waived by an
independent vote of Shareholders not affiliated or acting in concert with the allottees of the new
securities or by the consent of the holders of a majority of the Company’s voting rights of those
persons who are not the proposed allottee of the relevant new securities (or affiliated or acting in
concert with the proposed allottee). Obligations incurred unexpectedly by an underwriter may also be
waived by the consent of the holders of a majority of the Company’s voting rights of those persons
who are not the underwriter(s) (not affiliated or acting in concert with such underwriter(s)).

If the Offeror fails to make an Offer, the Board may direct that the Offeror shall not be entitled to
exercise any of his voting rights and that no dividends shall be paid in respect of all or any of the
shares held by the Offeror.

In the event that the capital stock of the Company has been acquired for consideration other than
cash, the Offer must nevertheless be in cash or be accompanied by a cash alternative of at least equal
value, which value must be determined by an independent valuation. In calculating the price paid for
capital stock of the Company, stamp duty or stamp duty reserve tax and broker’s commission, if any,
shall be excluded. If capital stock of the Company has been acquired in exchange for securities which
are listed or traded on a public securities exchange, the price paid for such capital stock will be
established by reference to the closing price of such listed securities on the applicable market on the
date of such acquisition.

If Common Stock of the Company is admitted to trading on AIM and has been acquired during an
Offer period or within 12 months prior to its commencement by the conversion or exercise (as
applicable) of convertible securities, warrants, options or other subscription rights, they will be
treated as if they were purchases of the underlying Common Stock at a price equal to the sum of the
purchase price of such convertible securities, warrants, options or other subscription rights plus the
relevant conversion or exercise price paid (or it such convertible securities, warrants, options or other
subscription rights have not yet been converted or exercised, the maximum conversion or exercise
price payable under the relevant conversions or exercise terms).

If any Director (or his affiliates) sells shares to a purchaser as a result of which the purchaser is
required to make an Offer, such Director must ensure that as a condition of the sale the purchaser
undertakes to fulfil its obligations as set out in this paragraph 3.1.6 and shall not resign from the Board
until the first closing date of the Offer or the date when the Offer become or is declared wholly
unconditional, whichever is the later.

No Offeror or nominee of an Offeror may be appointed to the Board or exercise the voting rights
represented by the securities of the Company held by such Offeror, until public disclosure of the Offer
has been made.

If an Offeror fails to comply with his obligations under the Offer, and persists in such failure after
written notice from the Company, the Board may: (i) direct that the Offeror shall not be entitled to
exercise any voting rights; and/or (ii) direct that no dividends shall be paid in respect of all or any of
the shares of the Company held by the Offeror, although such restrictions may be issued at the
discretion of the Board in certain circumstances.

If a Director is affiliated with an Offeror, he or she shall forthwith vacate his or her office if his or her
resignation is requested by notice tendered at a meeting of the Board.
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In the event that the Company’s securities become listed on any stock exchange located in the United
States, the above provisions described in this paragraph 3.1.6 shall cease.

3.1.7 Disclosure of interests in shares

While any shares of the Company are traded or listed on AIM or the Official List in the United
Kingdom, any person, who to his knowledge, acquires an interest, or ceases to have an interest equal
to three per cent or more of the issued shares in a class of stock of the Company (‘‘Notifiable
Interest’’), is required to notify the Company of his interest. This obligation also arises when there is
an increase or decrease in the percentage level of the Shareholders’ Notifiable Interest. For these
purposes, an interest includes the right to control the exercise of any right conferred by the holding
of shares in a class of stock and the interest of a beneficiary of trust property where such interest is
comprised in the property.

The Board may determine that a person who has been served with a notice (‘‘Disclosure Notice’’) by
the Company requiring disclosure of interests in a class of stock (‘‘Specified Stock’’), but who has
failed to provide the information requested in the requisite period, shall not be entitled, in respect of
the Specified Stock, to attend or to vote at any meeting of the Company, or to have any transfer by
him of any Specified Stock recognised by the Company, or to receive any dividend or other
distribution in respect of the Specified Stock. The Board may determine that one or more of these
restrictions shall cease to apply at any time in respect of the Specified Stock, but in any event the
restrictions shall cease to apply if the Company receives the information requested in the Disclosure
Notice and in other specified circumstances.

In the event that the Company’s securities become listed on any stock exchange located in the United
States, the above provisions described in this paragraph 3.1.7 shall cease to apply.

3.1.8 Amendments to the Post-Admission Certificate

The Company reserves the right to amend, alter, change, or repeal any provision contained in the
Post-Admission Certificate, in the manner prescribed by Delaware law. Notwithstanding any
provision of the Post-Admission Certificate or of any law which may permit a lower vote, following
Admission, the affirmative vote of the holders of no less than 50 per cent of the then outstanding
Common Shares shall be required to alter, amend or repeal provisions relating to the calling of special
meetings, the pre-emption rights set out in paragraph 3.1.5 above, the making of an Offer as set out
in paragraph 3.1.6 above, the disclosure of interests in shares set out in paragraph 3.1.7 above and the
provisions set out in Article Fourteenth of the Post-Admission Certificate described in paragraph
3.1.2 above.

3.1.9 Other matters provided for under the DGCL

Dividends

Dividends may be declared and paid on the Common Shares from funds lawfully available for the
purpose as and when determined by the Board.

Liquidation

Upon the dissolution or liquidation of the Company, whether voluntary or involuntary, holders of
Common Shares will be entitled to receive all assets of the Company available for distribution to such
shareholders, after satisfaction of all outstanding debts and liabilities of the Company.

3.2 By-laws

In connection with the Placing and Admission, the Company has amended and re-stated its By-laws
to set forth provisions appropriate for a company incorporated in Delaware and listed on AIM. The
following is a brief summary of the material provisions of the By-laws:

3.2.1 Annual general meetings

The Directors may call annual meetings of the Shareholders to elect Directors and to transact such
other business as may be required by law, by the By-laws or as may be stated in the notice calling the
meeting.

3.2.2 Special meetings

Special meetings of the Shareholders, unless otherwise prescribed by law or by the Post-Admission
Certificate, may be called by the President, the Chairman, the Chief Executive Officer or the
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Secretary at the request of a majority of the Board, or at the request in writing of Shareholders
owning not less than 20 per cent of the Common Shares.

3.2.3 Voting rights

Shares held by the Company in its own capital shall not be entitled to vote unless held in a fiduciary
capacity. Upon demand of any Shareholder, the vote for any question before the meeting shall be by
ballot. All elections for Directors shall be decided by plurality vote and all other questions shall be
decided by majority vote, except as otherwise provided by the Post-Admission Certificate, or by the
By-laws or by law.

3.2.4 Notice

Notice of Shareholder meetings shall be given to each Shareholder entitled to vote not less than ten
nor more than 60 days before the date of the meeting.

3.2.5 Quorum

Except as otherwise required by law or by the Post-Admission Certificate, Shareholders holding one
third of the shares entitled to vote shall constitute a quorum at all Shareholder meetings. Any meeting
may be adjourned by Shareholders holding a majority of the shares entitled to vote whether or not
a quorum is present. Shares held by the Company in its own capital shall not be counted in the
quorum unless held in a fiduciary capacity.

3.2.6 Transfer of shares

Transfers of shares shall be made on the Company’s books by the surrender of the relevant share
certificate.

3.2.7 Directors and proceedings of the Board

The authorised number of Directors shall be no less than three and no more than nine and Directors
need not be Shareholders. Except as otherwise provided by law or the Post-Admission Certificate,
each Director shall be elected at the annual Shareholders’ meeting and shall hold office until his
successor shall be elected and shall qualify, or until he dies, resigns, is removed or becomes
disqualified.

Any Director may be removed (whether with or without cause) at any time by a resolution of the
holders of a majority of the shares entitled to vote at a special meeting of the Shareholders called for
the purpose.

The Board shall exercise all the powers of the Company except such as by law or the Post-Admission
Certificate, are conferred upon or reserved for the Shareholders.

The Board may by a resolution of a majority of the Board designate one or more committees, and
appoint members of the Board to serve on them. Any committee, to the extent provided in the Board
resolution, shall have and may exercise all the powers and authority of the Board except that certain
actions of the Company may not be delegated to any such committee. These actions include
amending, approving, adopting or recommending to Shareholders, any action or other matter (other
than the election or removal of Directors) that is expressly required by law to be submitted to
Shareholders for their approval.

Regular meetings of the Board may be held without call or notice at such places and times as
determined by the resolutions of the Board. Special meetings may be called by the Chairman, the
President or by a third or more of the Directors, reasonable notice being given to each Director. A
majority of the Board shall constitute a quorum.

3.2.8 Restrictions on changes in control, mergers, acquisitions or corporate restructuring of the Company

Save as described in paragraph 3.1.6 above, there are no provisions in the By-laws or the
Post-Admission Certificate that would have the affect of delaying, deferring or preventing a change
of control in the Company or that would operate only with respect to a merger, acquisition or
corporate restructuring involving the Company.

3.2.9 Amendment of the By-laws

The By-laws may be amended or repealed by vote of a majority of the Board or a majority of
Shareholders entitled to vote.
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3.2.10 Registration of shares under US securities law

The Company will not register any subsequent transfer of Common Shares which is issued or sold
pursuant to Regulation S unless such subsequent transfer is made in accordance with the provisions
of Regulation S, pursuant to effective registration under the US Securities Act or pursuant to an
available exemption from registration under the US Securities Act.

4 Directors of the Company

4.1 The Directors, their respective functions within the Company and brief biographies are set out in
Part I of this document.

4.2 During the five years immediately prior to the date of this document, other than in respect of the
Company, the Directors have held or currently hold the following directorships and/or are or were
partners of the following partnerships:

Director Current directorships and partnerships Former directorships and partnerships
Harry Fitzgibbons Top Technology Ventures Ltd.

TTV IV G.P. Limited
Hatt III G.P. Limited
RTF Management Limited
Ceres Power Holdings Limited
PolyFuel, Inc.
The Prince of Wales
International Business Leaders
Forum
GFM Cossack Bond Limited
Netronome Limited

AFA Systems plc
Amber Logic Limited (now
dissolved)
Dione plc
Johnson Matthey plc
Kryukov Productions Limited
(now dissolved)
Restec Laboratories Limited
Traffic Master plc
Virtual Access plc
Virtual Access (UK) Limited
IP Group plc
Ceres Power Limited
Conduit Ventures Limited
Conduit Ventures (Founder
Partner) Limited
Conduit Ventures (General
Partner) Limited

Scott Pearson None Nova Cruz Products, Inc.

John Connolly None geo Vue, Inc.
Robotic Vision Systems, Inc.

Dr. Paul Osenar None None

John Butt Conduit Ventures Limited
Conduit Ventures (General
Partner) Ltd.
Conduit Ventures (Founder
Partner) Ltd.
Cellex Power Systems, Inc.

Akbar Naderi None Maxxim Medical Inc.
Circon Holding Corporation

General (ret.) Charles Holland Aerospace Integration
Corporation
AeroVironment Inc.
Camber Corporation
General Atomics

None
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4.3 Further Information

4.3.1 Harry Fitzgibbons was a director of both Virtual Access plc and Virtual Access (UK) Ltd when the
companies were placed into voluntary creditors’ liquidation on 21 November 2003, pursuant to
administration orders, each dated 6 February 2002.

4.3.2 Scott Pearson was a director of Nova Cruz Products, Inc. until December 2002. Approximately six
months after Mr. Pearson ceased to be a director of such company, Nova Cruz Products, Inc. entered
into a creditors’ voluntary restructuring pursuant to which the founders of the company acquired the
majority of the business from its senior creditors. The creditors of Nova Cruz Products, Inc. were paid
out in full.

4.3.3 Save as disclosed in this paragraph 4.3, none of the Directors has:

(a) any unspent convictions in relation to indictable offences; or

(b) ever been declared bankrupt or been the subject of an individual voluntary arrangement; or

(c) ever been a director of a company which, while he was a director or within 12 months of his
ceasing to be a director, had a receiver appointed or entered into compulsory liquidation,
creditors’ voluntary liquidation, administration, company voluntary arrangement or any
composition or arrangement with its creditors generally or with any class of its creditors; or

(d) ever been a partner within a partnership which, while he was a partner or within 12 months of
his ceasing to be a partner, entered into compulsory liquidation, administration or a
partnership voluntary arrangement; or

(e) owned any asset which has been placed in receivership or been a partner in a partnership
whose assets have been placed in receivership while he was a partner or within the 12 months
preceding such event; or

(f) been the subject of any public criticism by statutory or regulatory authorities (including
recognised professional bodies) nor has any of them ever been disqualified by a court from
acting as a director of a company or from acting in the management or conduct of the affairs
of any company.

5 Directors’ and others’ interests

5.1 The interests of the Directors and of any persons connected with them (within the meaning of section
346 CA 1985) in the share capital of the Company as at 26 June 2006 (being the latest practicable date
before publication of this document) and as expected to be immediately following Admission are as
follows:

As at the date of this document, and
assuming the Conversion

has become effective Immediately after Admission

Name
Number of

Common Shares

Current percentage
ownership of issued

Common Share
capital1

Number of
Common Shares

Percentage
ownership

of Enlarged Issued
Share Capital2

Harry Fitzgibbons — — 59,000 0.14%
Scott Pearson3 1,937,036 5.88% 1,953,036 4.51%
John Connolly — — 12,000 0.03%
Dr. Paul Osenar4 2,009,800 6.10% 2,016,300 4.66%
John Butt5 — — — —
Akbar Naderi6 — — — —
General (ret.) Charles Holland — — — —

Notes:
1 Percentage ownership as at the date hereof is based on the 32,946,450 Common Shares in issue following the

Subdivision and the Conversion becoming effective and does not include the Placing Shares.
2 Percentage ownership immediately following Admission is based on the 43,296,450 Common Shares in issue

immediately following Admission and assuming full conversion of the existing 12,583,114 Preferred Shares into
25,276,704 Common Shares.

3 Of the total number of 1,937,036 Common Shares held by Scott Pearson at the date of this document, 1,306,494 are
restricted stock within the meaning of stock restriction agreements entered into between the Company and Mr.
Pearson on 28 July 2004, 1 April 2005 and 3 June 2005, and therefore subject to an option in favour of the Company
to repurchase such shares. Pursuant to Mr. Pearson’s employment agreement, 50 per cent of the outstanding restricted
shares granted to him as at the date of this document will vest in favour of Mr Pearson upon Admission. As a result,
upon Admission an amount of 653,247 Common Shares held by Mr Pearson will remain as restricted stock.
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4 Of the total number of 2,009,800 Common Shares held by Dr. Paul Osenar at the date of this document, 872,712 are
restricted stock within the meaning of stock restriction agreements entered into between the Company and Dr. Osenar
on 14 May 2001, as amended, 1 April 2005 and 3 June 2005. This number will not be affected by Admission.

5 John Butt is chief executive of Conduit Ventures, which is itself a significant shareholder in Protonex. Details of the
interests of Conduit Ventures in Protonex are set out at paragraph 5.4 below.

6 Akbar Naderi is vice president of Parker Hannifin, which is itself a significant shareholder in Protonex. Details of the
interests of Parker Hannifin in Protonex are set out at paragraph 5.4 below.

5.2 At the date of this document, the Directors have the following options over Common Shares granted
under the Stock Incentive Plan1, 7:

Director
No of underlying
Common Shares Date of Grant

Exercise price
($)

Earliest Exercise
Date Expiry Date

Harry Fitzgibbons2 40,000 May 2006 0.735 Jun 2006 May 2016
Scott Pearson3 124,192 Oct 2005 0.185 Oct 2005 Oct 2015
John Connolly4 430,000 Feb 2006 0.185 May 2006 Feb 2016
Dr. Paul Osenar5 96,000 Jul 2004 0.075 Jul 2004 Jul 2014
Dr. Paul Osenar5 66,060 Oct 2005 0.185 Oct 2005 Oct 2015
John Butt — — — — —
Akbar Naderi — — — — —
General (ret.) Charles Holland6 90,000 May 2006 0.735 Jun 2006 May 2016

Notes:

1 Many of the options over Common Shares granted under the Stock Incentive Plan are subject to vesting restrictions
which vest in favour of the optionholders over time.

2 Of the 40,000 Common Shares held under option by Mr. Fitzgibbons, 3,334 are vested as at the date of this document.
The remaining unvested options will vest on a monthly basis until May 2007, at which time all options granted in
favour of Mr. Fitzgibbons as at the date of this document shall become fully vested.

3 Of the 124,192 Common Shares held under option by Mr. Pearson, all are vested as at the date of this document.

4 Of the 430,000 Common Shares held under option by Mr. Connolly, 26,874 are vested as at the date of this document.
The remaining unvested options will vest on a quarterly basis until May 2010, at which time all options granted in
favour of Mr. Connolly as at the date of this document shall become fully vested.

5 Of the 162,060 Common Shares held under option by Dr. Osenar, all are vested as at the date of this document.

6 Of the 90,000 Common Shares held under option by General (ret.) Holland, 7,500 are vested as at the date of this
document. The remaining unvested options will vest on a monthly basis until May 2007, at which time all options
granted in favour of General (ret.) Holland as at the date of this document shall become fully vested.

7 In addition to the options listed above, options covering up to 181,000 Common Shares, 90,500 Common Shares and
24,000 Common Shares have been approved in principle for Messrs. Pearson, Osenar and Connolly, respectively,
subject to the attainment of specific business targets during financial year 2006. The actual number of options to be
granted will be determined following a review of the attainment of these targets after the end of the financial year, and
the exercise price will equal the fair market value of the Common Shares on the date of the grant.

5.3 All the above interests are or will be beneficial.

5.4 In addition to the interests of the Directors set out above, as at 26 June 2006 (being the latest
practicable date prior to the publication of this document), insofar as is known to the Company, the
following persons are interested, or will immediately after Admission be interested, directly or
indirectly, in 3 per cent or more of the issued common share capital of the Company:

As at the date of
this document, and

assuming the Conversion
has become effective

Immediately
after Admission

Name
Number of

Common Shares

Percentage
ownership of

issued Common
Share capital8

Number of
Common Shares

Percentage
ownership of

Enlarged Issued
Share Capital

Parker Hannifin Corporation1 6,320,000 19.18% 8,581,500 19.82%
Conduit Ventures Fund2 5,257,142 15.96% 5,575,642 12.88%
Silicon Alley Seed Investors, L.P.3 3,504,762 10.64% 3,600,647 8.32%
Solstice Capital II Limited Partnership4 2,628,574 7.98% 2,787,824 6.44%
Contango Capital Partners L.P.5 2,400,000 7.28% 2,400,000 5.54%
Norman F. Strate6 1,829,398 5.55% 1,829,398 4.23%
Venture Capital Fund of New England

IV, L.P.7 1,600,000 4.86% 1,600,000 3.70%
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Notes:

1 Parker Hannifin holds, as at the date of this document, 3,160,000 Preferred C Shares which will convert into 6,320,000
Common Shares on Conversion and has subscribed for 2,261,500 Placing Shares under the Placing.

2 Conduit Ventures holds, as at the date of this document, 1,428,571 Preferred B Shares which will convert into
2,857,142 Common Shares on Conversion and 1,200,000 Preferred C Shares which will convert into 2,400,000 Common
Shares on Conversion and has subscribed for 318,500 Placing Shares under the Placing.

3 Silicon Alley Seed Investors holds, as at the date of this document, 952,381 Preferred B Shares which will convert into
1,904,762 Common Shares on Conversion and 800,000 Preferred C Shares which will convert into 1,600,000 Common
Shares on Conversion and has subscribed for 95,885 Placing Shares under the Placing.

4 Solstice Capital holds, as at the date of this document, 714,287 Preferred B Shares which will convert into 1,428,574
Common Shares on Conversion and 600,000 Preferred C Shares which will convert into 1,200,000 Common Shares on
Conversion and has subscribed for 159,250 Placing Shares under the Placing.

5 Contango holds, as at the date of this document, 1,200,000 Preferred C Shares which will convert into 2,400,000
Common Shares on Conversion.

6 Norman Strate, a former director of the Company, holds, as at the date of this document, 532,141 Common Shares and
40,000 Preferred A Shares which will convert into 135,238 Common Shares on Conversion. Anne Strate, a related
party to Norman Strate, holds, as at the date of this document, 314,939 Preferred B Shares which will convert into
629,878 Common Shares on Conversion.

7 Venture Capital Fund of New England holds, as at the date of this document, 800,000 Preferred C Shares which will
convert into 1,600,000 Common Shares on Conversion.

8 Following the Conversion becoming effective, a total number of 32,946,450 Common Shares (excluding the Placing
Shares) will be in issue. The percentage ownership set out in this column has been calculated on the basis of this
number.

5.5 Save as disclosed in paragraph 2.9 of this Part VIII, none of the above major Shareholders will have,
following the Placing, any different rights than the holders of Common Shares generally.

5.6 Save as disclosed above, there are no persons, so far as the Company is aware, who will immediately
following Admission be interested, directly or indirectly, in 3 per cent or more of the Company’s
issued share capital, nor, so far as the Directors are aware, are there any person or persons who are
or, following Admission will or are likely to be, directly or indirectly, jointly or severally, able to
exercise control over the Company.

5.7 There are no arrangements, so far as the Company is aware, the operation of which may at a
subsequent date result in a change of control of the Company.

5.8 None of the Directors nor any persons connected with them (within the meaning of section 346 CA
1985) are interested in any related financial product (as also defined in the AIM Rules) whose value
in whole or in part is determined directly or indirectly by reference to the price of the Common
Shares, including a contract for difference or a fixed odds bet.

6 Directors’ employment agreements and letters of appointment

6.1 The Executive Directors have each entered into employment agreements with the Company, details
of which are as follows:

6.1.1 Scott Pearson

By an agreement dated 28 July 2004 between Scott Pearson and the Company, as amended on
10 May 2006, Mr. Pearson agreed to serve as President and Chief Executive Officer of the Company
and as Director. The agreement terminates on 28 July 2007, but is automatically renewable for
successive one year terms unless terminated by either Mr. Pearson upon 12 months’ prior written
notice served on the Company or upon Mr. Pearson’s death or permanent disability or by the
Company upon 60 days’ prior written notice served on Mr. Pearson. Under the terms of the
agreement, Mr. Pearson receives an initial base salary of $220,000 and is eligible to receive salary
increases and a discretionary bonus determined by the Board, which may be paid in cash or in
Common Shares, or in options to purchase Common Shares. If Mr. Pearson’s employment is
terminated by either party upon the occurrence of certain events, then the Company shall be
obligated to continue Mr. Pearson’s base salary, less all applicable taxes and deductions for four
months following the date of termination (the ‘‘Severance Period’’) and the vesting of any restricted
stock and stock options then held by Mr. Pearson shall be accelerated by four calendar quarters on
the date of such termination. In the event that Mr. Pearson’s employment is terminated by the
Company without cause within six months prior to a change of control of the Company, then the
Severance Period shall be extended to six months and any restricted stock and stock options then held
by Mr. Pearson that are not fully vested shall accelerate and be vested in full immediately prior to the
change of control. If his employment is terminated without cause within twelve months following a
change of control, the restricted stock and options will similarly accelerate.
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6.1.2 John Connolly

By an agreement dated 6 February 2006 between John Connolly and the Company, as amended on
10 May 2006, Mr. Connolly agreed to serve as the Chief Financial Officer. His appointment as a
Director became effective on 12 May 2006. The agreement terminates on 6 February 2008 but is
automatically renewable for successive one year terms unless terminated by either Mr. Connolly upon
6 months’ prior written notice served on the Company or upon Mr. Connolly’s death or permanent
disability or by the Company upon 60 days’ prior written notice served on Mr. Connolly. Under the
terms of the agreement Mr. Connolly receives an annual base salary of $155,000 and is eligible to
receive salary increases and a discretionary bonus, as determined by the Board, which may be paid
in cash or in Common Shares, or options to purchase Common Shares. If Mr. Connolly’s employment
is terminated by either party upon the occurrence of certain events, then the Company shall be
obligated to continue Mr. Connolly’s base salary, less all applicable taxes and deduction for two
months following the date of termination (the ‘‘Severance Period’’) and the vesting of any restricted
stock and stock options then held by Mr. Connolly shall be accelerated by six months on the date of
such termination. In the event that Mr. Connolly’s employment is terminated by the Company without
cause within six months prior to or twelve months following a change of control of the Company, then
75 per cent of the outstanding stock options then held by Mr. Connolly that are not fully vested shall
accelerate and be vested in full on the date of such termination.

6.1.3 Dr. Paul Osenar

By an agreement dated 1 April 2005 between Dr. Paul Osenar and the Company, as amended on
10 May 2006, Dr. Osenar, agreed to serve as Chief Technology Officer of the Company and as
Director. The agreement terminates on 31 March 2007 and is automatically renewable for successive
one year terms unless terminated by either Dr. Osenar upon 12 months’ prior written notice served
on the Company or upon Dr. Osenar’s death or permanent disability or by the Company upon 60
days’ prior written notice served on Dr. Osenar. Under the terms of the agreement, Dr. Osenar
receives an initial base salary of $155,000 and is eligible to receive salary increases and a discretionary
bonus determined by the Company, which may be paid in cash or in Common Shares, or in options
to purchase Common Shares. If Dr. Osenar’s employment with the Company is terminated by either
party upon the occurrence of certain events, then the Company shall be obligated to continue
Dr. Osenar’s base salary, less all applicable taxes and deduction for four months following the date of
termination and 50 per cent of all remaining restricted stock and stock options then held by
Dr. Osenar shall be accelerated and vested in full on the date of such termination. In the event that
Dr. Osenar’s employment is terminated by the Company without cause within six months prior to or
twelve months following a change of control of the Company, then any restricted stock and stock
options then held by Dr. Osenar that are not fully vested shall accelerate and be vested in full
immediately prior to the change of control.

6.1.4 Further agreements entered into by the Executive Directors

Each of Scott Pearson, John Connolly and Dr. Paul Osenar have entered into invention and
non-disclosure agreements, under which they each agree that all information which is not generally
made available to the public concerning the Company’s business, products, processes, business
relationships or financial affairs is deemed the exclusive property of the Company. Each of the
Executive Directors must also fully and promptly disclose details of developments created or
conceived in relation to his employment and assign all rights, title and interest in such developments
(subject to certain limited exceptions) to the Company.

Each of Scott Pearson, John Connolly and Dr. Paul Osenar have also entered into non-competition
and non-disclosure agreements with the Company, under which they each agree that during the
course of their employment and for a period of one year after their employment terminates or ceases,
they will not directly or indirectly in the United States or any country were the Company conducts
any business at that time, develop, design, produce, market, sell, licence or distribute any products or
services (or assist others in doing the same) that compete with the Company’s products and services
at the time when the relevant Director was employed by the Company. The agreements each contain
non-solicitation provisions in respect of clients, customers, accounts and employees of the Company
during the period of their employment with the Company and for one year thereafter.
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6.2 The Non-executive Directors have each entered into letters of appointment with the Company, details
of which are as follows:

6.2.1 Harry Fitzgibbons has a letter of appointment which provides for him to act as a Non-executive
Director of the Company for a fee of $40,000 per annum. The appointment was effective as at
12 May 2006, although the letter of appointment was dated 15 May 2006, and will continue until the
next annual meeting of the Shareholders, at which time Mr. Fitzgibbons shall be subject to re-election
by the Shareholders, or until his earlier resignation or removal by Shareholders. Under the DGCL,
each Director is required to stand for re-election at each annual general meeting of the Company.
Under the letter agreement, Mr. Fitzgibbons agrees to tender his resignation from the Board if all the
other Directors so request in writing. In such circumstances, Mr. Fitzgibbons shall be entitled to
compensation amounting to the portion of his annual fee that has not yet been paid to him for that
particular year. The Company provides Mr. Fitzgibbons with travel insurance.

6.2.2 John Butt has a letter of appointment which provides for him to act as a Non-executive Director of
the Company for a fee of $25,000 per annum. The letter of appointment was dated 15 May 2006
(although Mr. Butt has served as a Non-executive Director since 8 October 2003) and will continue
until the next annual meeting of the Shareholders, at which time Mr. Butt shall be subject to
re-election by the Shareholders, or until his earlier resignation or removal by Shareholders. Under the
DGCL, each Director is required to stand for re-election at each annual general meeting of the
Company. Under the letter agreement, Mr. Butt agrees to tender his resignation from the Board if all
the other Directors so request in writing. In such circumstances, Mr. Butt shall be entitled to
compensation amounting to the portion of his annual fee that has not yet been paid to him for that
particular year. The Company provides Mr. Butt with travel insurance.

6.2.3 Akbar Naderi has a letter of appointment which provides for him to act as a Non-executive Director
of the Company for a fee of $25,000 per annum, which is payable to Parker Hannifin. The letter of
appointment was dated 15 May 2006 (although Mr. Naderi has served as a Non-executive Director
since 1 April 2005) and will continue until the next annual meeting of the Shareholders, at which time
Mr. Naderi shall be subject to re-election by the Shareholders, or until his earlier resignation or
removal by Shareholders. Under the DGCL, each Director is required to stand for re-election at each
annual general meeting of the Company. Under the letter agreement, Mr. Naderi agrees to tender his
resignation from the Board if all the other Directors so request in writing. In such circumstances,
Mr. Naderi shall be entitled to compensation amounting to the portion of his annual fee that has not
yet been paid to him for that particular year. The Company provides Mr. Naderi with travel insurance.

6.2.4 General (ret.) Charles Holland has a letter of appointment which provides for him to act as a
Non-executive Director of the Company for a fee of $25,000 per annum. The appointment was
effective as at 12 May 2006, although the letter of appointment was dated 15 May 2006, and will
continue until the next annual meeting of the Shareholders, at which time General (ret.) Holland shall
be subject to re-election by the Shareholders, or until his earlier resignation or removal by
Shareholders. Under the DGCL, each Director is required to stand for re-election at each annual
general meeting of the Company. Under the letter agreement, General (ret.) Holland agrees to tender
his resignation from the Board if all the other Directors so request in writing. In such circumstances,
General (ret.) Holland shall be entitled to compensation amounting to the portion of his annual fee
that has not yet been paid to him for that particular year. The Company provides General (ret.)
Holland with travel insurance.

6.3 Each of the Directors has entered into a director indemnification agreement with the Company,
pursuant to which the Company has agreed to indemnify each Director, to the fullest extent permitted
by law, against any and all expenses, judgments, fines, penalties, and amounts paid in settlement
(including all interest, assessments, and other charges paid or payable in connection with or in respect
of such expenses, judgments, fines, penalties or amounts paid in settlement) arising from any event or
occurrence related to the fact that the Director is or was a director, officer, employee, agent or
fiduciary of the Company or is or was serving at the request of the Company as a director, officer,
employee, trustee, agent or fiduciary of another corporation, partnership, joint venture, employment
benefit plan, trust or other enterprise, or by reason of anything done or not done by the Director in
any such capacity.

6.4 The aggregate remuneration (including salaries, fees, pension contributions, bonus payments,
consultancy fees and benefits in kind) granted to the Directors by the Company for the year ended
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30 September 2005 amounted to approximately $365,000. It is estimated that for the year ended
30 September 2006, the remuneration of the Directors will be approximately $517,000.

6.5 Save as disclosed above, there are no existing or proposed service agreements between any of the
Directors and the Company which are not terminable within one year without payment of
compensation (other than statutory compensation).

7 Employees

7.1 For each of the last three financial years ending 30 September and the period ending 31 March 2006,
the Company retained the following employees:

Period ending
31 March 2006

Year ending
30 September 2005

Year ending
30 September 2004

Year ending
30 September 2003

Total number of employees 36 26 17 8
Principal activity:

(i) R&D 30 20 13 5
(ii) Sales &

marketing 3 2 1 1
(iii) G&A 3 4 3 2

Geographical Location:
(i) United States 36 26 17 8

7.2 As at 26 June 2006, being the latest practicable date prior to the publication of this document, the
Company employed 42 employees.

8 Summary of the principal features of the Stock Incentive Plan

8.1 The Protonex Technology Corporation 2003 Stock Incentive Plan, which was adopted by the
Company in October 2003 and amended on 19 June 2006 as part of the Capital Reorganisation, allows
for the grant of awards to reward certain employees, directors and officers of, and service providers
to, the Company (the ‘‘Participants’’). The Stock Incentive Plan provides for the award to Participants
of: non-qualified and incentive stock options; stock appreciation rights (‘‘SARs’’); restricted stock;
and performance shares, collectively, ‘‘Awards’’. As at the date of this document, no award of SARs,
restricted stock or performance shares have been granted under the Stock Incentive Plan.

8.2 Purpose and eligibility

The purpose of the Stock Incentive Plan is to secure for the Company the benefits arising from capital
stock ownership by those employees, directors, officers of and service providers to the Company
responsible for the Company’s future growth and continued success. Employees, officers and directors
of, and consultants to, the Company and any future parent or subsidiaries of the Company are eligible
to receive Awards under the Stock Incentive Plan, except that only Participants who are employees
of the Company are eligible to receive incentive stock options.

8.3 Administration of the Stock Incentive Plan

The Stock Incentive Plan is administered by the Board. The Board may, in its sole discretion, grant
Awards and issue shares upon the exercise of stock options and pursuant to performance share
awards. The Board shall construe the Stock Incentive Plan and any award agreements thereunder,
prescribe, amend and rescind rules and regulations relating to the Stock Incentive Plan, determine the
terms and provisions of any award agreements and make all other determinations that in the
judgment of the Board is necessary and desirable for the administration of the Stock Incentive Plan.
Any construction and interpretation by the Board of the terms and provisions of the Stock Incentive
Plan and any award agreement thereunder are final and conclusive. No Director will be liable for any
action taken or determination made in good faith in connection with the Stock Incentive Plan. Any
director to whom an Award is granted is ineligible to vote on the granting of such Award.

The Board may delegate any or all of its powers under the Stock Incentive Plan to a compensation
committee or other committee appointed by the Board. If the Common Shares become registered
under the Exchange Act, each member of such a committee must be a ‘‘non-employee director’’
within the meaning of Rule 16b-3 of the Exchange Act and an ‘‘outside director’’ within the meaning
of Section 162(m) of the Internal Revenue Code of 1986, as amended (the ‘‘IR Code’’).
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8.4 Shares covered by the Stock Incentive Plan; limit on awards

The Stock Incentive Plan permits the granting of Awards covering an aggregate amount of shares
equal to the lesser of: (i) 8,800,000 Common Shares; and (ii) such number of Common Shares as shall
equal 10 per cent of the issued and outstanding Common Shares immediately following Admission,
provided that, for purposes of this limit, awards granted under the Stock Incentive Plan and any other
employee share scheme operated by the Company prior to Admission shall be disregarded.

If an incentive stock option, non-qualified stock option (together, ‘‘Options’’) or an SAR expires or
terminates for any reason without having been exercised in full, or if the performance objectives
pursuant to an award of performance shares are not satisfied, or if the Company reacquires any
unvested shares issued pursuant to restricted stock awards, the unpurchased shares subject thereto,
and any unvested shares so reacquired or not earned, shall again be available for subsequent Awards
under the Stock Incentive Plan.

No single employee may receive incentive stock options, non-qualified stock options, performance
shares, restricted stock or stock appreciation rights in any calendar year in excess of 600,000 Common
Shares.

8.5 Stock options and rights

Options granted under the Stock Incentive Plan may be either non-qualified stock options or
incentive stock options qualifying for special tax treatment under Section 422 of the IR Code. The
exercise price of an incentive stock option may not be less than the fair market value of the Common
Shares on the date of grant. The exercise price of a non-qualified stock option may not be less than
50 per cent of the fair market value of the Common Shares on the date of grant. However, although
the Board may grant non-qualified stock options on these terms, the Directors, in keeping with the
market expectations of a Company admitted to AIM, do not intend to issue non-qualified stock
options with an exercise price below the fair market value of the Common Shares on the date of the
grant. The exercise price is payable in cash or cheque payable to the Company, Common Shares
owned by the optionholder or a combination of cash, cheque and Common Shares owned by the
optionholder. Options shall expire on such date designated by the Board but in no event later than
ten years from the date of grant.

The aggregate fair market value of all incentive stock options in the Company, or parent or subsidiary
thereof, held by an individual which are first exercisable during any calendar year may not exceed
$100,000. No person who, at the time of the proposed grant, holds more than 10 per cent of the
combined voting power of all classes of stock of the Company or its parent or subsidiaries shall be
granted any incentive stock options unless the option price per share is 110 per cent or more of the
fair market value of one Common Share on the date of grant and the option exercise period does not
exceed five years from the date of grant. In the event that the incentive stock options granted would
exceed the limits above, excess options will automatically be granted as non-qualified stock options.
Furthermore, the Board may convert an incentive stock option into a non-qualified stock option with
the consent of the holder.

SARs may be granted in tandem with, in addition to or completely independent of any other Award.
The grant price of an SAR may be the fair market value of a Common Share on the date of grant or
such other price determined by the Board of Directors. In keeping with the market expectations of
a Company admitted to AIM the Directors intend to ensure that the grant price of all SARs will be
not less than the fair market value of the Common Shares at the time of grant. The Board of Directors
establishes procedures for exercise of an SAR and may provide that an SAR be automatically
exercised on one or more specified dates. Payment upon exercise of an SAR may be made in cash,
Common Shares or any combination thereof.

As at the date of this document, Options previously granted by the Company under the Stock
Incentive Plan (or prior to the adoption of the Stock Incentive Plan) to purchase an aggregate of
4,018,716 Common Shares were outstanding. Options over 655,500 additional Common Shares under
the Stock Incentive Plan have also been approved in principle, subject to the attainment of specific
business targets during financial year 2006.

8.6 Restricted Stock

Under the Stock Incentive Plan, the Board may award Common Shares as restricted stock. Such
restricted stock awards are subject to terms and conditions that the Board deems appropriate and that
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are set forth in a stock restriction agreement between the Participant and the Company. Common
Shares issued pursuant to an award of restricted stock may not be transferred or pledged as collateral
or otherwise encumbered prior to the lapse of restrictions on such shares except as provided in any
applicable stock restriction agreement or by will or laws of descent. No awards of restricted stock
have been granted to date under the Stock Incentive Plan. The Board has no present intention to
award Common Shares as restricted stock.

8.7 Performance Shares

Performance shares are rights to receive cash or Common Shares (or a combination of cash and
Common Shares), as determined by the Board, on the achievement of certain performance objectives
over a specified performance period of not less than two years or more than five years. No awards of
performance shares have been granted to date under the Stock Incentive Plan.

8.8 Benefit recapture

To the extent provided in a Participant’s particular Award agreement, the Stock Incentive Plan
provides that if a Participant terminates employment and becomes employed by a competitor of the
Company within a year after the date of the receipt of any Award, the Participant is to pay to the
Company an amount equal to any gain from the exercise of Options or the value of the Award other
than Options, measured by the amount reported as taxable compensation to the Participant by the
Company for federal income tax purposes and in the case of Options that are incentive stock options,
in an amount equal to the amounts that would have been reported as taxable income were such
Options not incentive stock options, without regard to any subsequent fluctuation in the market price
of the Common Shares. The exercise of any Option or SAR and the receipt of Awards is subject to
the satisfaction of the following by the Participant: (i) the Participant is to refrain from engaging in
any activity that in the opinion of the Board is competitive with any activity of the Company, (ii) the
Participant is to refrain from otherwise acting in a manner inimical or in any way contrary to the best
interests of the Company, and (iii) the Participant is to furnish the Company such information with
respect to the satisfaction of the foregoing as the Board may reasonably request.

8.9 Termination of employment or death

If a Participant ceases to be employed by the Company for any reason other than death, any Option
or SAR granted to such Participant shall immediately terminate. However, except as otherwise
determined by the Board, any portion of such Option or SAR that was exercisable on the date of
termination may be exercised within a twelve-month period following the date of termination if
termination was due to disability, or within the three month period following the date of termination
if the Participant’s employment was terminated for a reason other than death, disability, voluntary
termination by the Participant or termination for cause. Any such portion that was exercisable on the
date of termination will immediately cease to be exercisable if the Participant is terminated for cause
or voluntarily ceases employment other than for normal retirement, except as otherwise determined
by the Board.

If the Participant dies while employed by the Company or its parent or subsidiary, such Participant’s
representatives, heirs or legatees may exercise any Options or SARs that were exercisable on the date
of the Participant’s death. Such representative, heir or legatee must exercise the applicable Option or
SAR by the earlier of the expiration date of such award or the twelve month anniversary of the death
of the Participant.

Unless otherwise provided for in a restricted stock agreement, restricted stock on which vesting
restrictions have not lapsed prior to the termination of employment of the Participant shall be
forfeited to the Company.

8.10 Amendment or termination of the Stock Incentive Plan

The Board may, at any time and from time to time modify or amend the Stock Incentive Plan in any
respect. Certain amendments may, as determined by the Board in its sole discretion, require
stockholder approval pursuant to applicable laws, regulations or rules of a stock exchange or market
on which the Common Shares may be listed. The termination or any modification or amendment of
the Stock Incentive Plan shall not, without the consent of a recipient of any Award, affect such
Participant’s rights under any previously granted Award. The Board may amend outstanding award
agreements relating to any outstanding Award in a manner not inconsistent with the Stock Incentive
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Plan and with the consent of the Participant, when required. The Board may amend or modify the
terms and provisions of the Stock Incentive Plan and any outstanding Options to the extent necessary
to qualify any or all Options under the Stock Incentive Plan for such favorable federal income tax
treatment as may be afforded incentive stock options under Section 422 of the IR Code.

Unless sooner terminated, the Stock Incentive Plan will terminate upon the earlier of (i) the tenth
anniversary of its effective date or (ii) the date on which all shares available for issuance under the
Stock Incentive Plan shall have been issued pursuant to any Awards or the exercise or cancellation
of Options or SARs granted under the Stock Incentive Plan. No Award may be made under the Stock
Incentive Plan after its expiration date but Awards made prior thereto may extend beyond that date.

8.11 Effects of recapitalisation of the Company

In the event that dividends are payable in Common Shares or in the event there are splits,
sub-divisions or combinations of Common Shares, the number of shares remaining available under
the Stock Incentive Plan in aggregate shall be increased or decreased proportionately. In such event,
subject to the discretion of the Board (a) the number of shares deliverable upon the exercise after the
record date thereof of any Option previously granted may be increased or decreased proportionately,
as the case may be, without change in the aggregate purchase price, and/or (b) the number of shares
to which granted SARs relate may be increased or decreased proportionately and the grant price of
such SARs shall be decreased or increased proportionately and/or (c) the number of performance
shares issuable at the end of a performance period ending thereafter may be increased or decreased
proportionately. The number of shares available as incentive stock options shall be adjusted only to
the extent permitted by the IR Code or regulations thereunder without requiring a subsequent vote
of shareholders.

8.12 Effects of reorganisation of the Company

In case the Company is merged or consolidated with another corporation and the Company is not the
surviving corporation, or, in case substantially all the property or stock of the Company is acquired
by any other corporation, or in case of a reorganisation or liquidation of the Company, the Board of
the Company may, in its sole discretion, or if the Board has not acted, the board of directors of any
corporation assuming the obligations of the Company hereunder, shall, as to outstanding Awards,
either (i) make appropriate provision for the protection of any such outstanding Awards by the
substitution on an equitable basis of appropriate stock of the Company or of the merged, consolidated
or otherwise reorganised corporation that will be issuable in respect of the shares of common stock
of the Company, provided only that the excess of the aggregate fair market value of the shares subject
to the Awards immediately after such substitution over the purchase price thereof is not more than
the excess of the aggregate fair market value of the shares subject to such Awards immediately before
such substitution over the purchase price thereof, (ii) upon written notice to the Participants, provide
that all unexercised Awards must be exercised within a specified number of days of the date of such
notice or such Awards will be terminated, or (iii) upon written notice to the Participants, provide that
the Company or the merged, consolidated or otherwise reorganised corporation shall have the right,
upon the effective date of any such merger, consolidation, sale of assets or reorganisation, to purchase
all Awards held by each Participant and unexercised as of that date at an amount equal to the
aggregate fair market value on such date of the shares subject to the Awards held by such Participant
over the aggregate purchase price therefor, such amount to be paid in cash or, if stock of the merged,
consolidated or otherwise reorganised corporation is issuable in respect of the shares of the common
stock of the Company, then, in the discretion of the Board, in stock of such merged, consolidated or
otherwise reorganised corporation equal in fair market value to the aforesaid amount. In any such
case the Board shall, in good faith, determine fair market value and may, in its discretion, advance the
lapse of any waiting or installment periods and exercise dates.

9 Pension plan

The Company adopted a 401(k) retirement savings plan effective 1 January 2005. The plan is an
employee deferral based pre-tax retirement plan. The Company can, in its discretion, elect to make
profit sharing contributions into the plan. As of the date of this document, the Company has not made
a profit sharing contribution.
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10 Material Contracts
The following contracts, not being contracts entered into in the ordinary course of business, have been
entered into by the Company within two years immediately preceding the date of this document and
are, or may be, material to the Company:

10.1 Placing Agreement

10.1.1 A placing agreement dated 27 June 2006 (the ‘‘Placing Agreement’’) made between the Company (1),
the Directors (2) and Canaccord (3) pursuant to which Canaccord has agreed to use its reasonable
endeavours to procure subscribers for the Placing Shares at the Placing Price. The obligations of
Canaccord to procure subscribers for the Placing Shares are subject to certain conditions (including,
among others, Admission taking place no later than 8.00 am on 3 July 2006 or such later time and/or
date as Canaccord and the Company may agree, being not later than 8.00 am on 24 July 2006). Under
the Placing Agreement, the Company has agreed to pay to Canaccord commissions equal to
5 per cent of the amount equal to the Placing Price multiplied by the number of Placing Shares issued
by the Company in connection with the Placing, together with a corporate finance fee of £101,330, and
has agreed to issue with effect from Admission the Canaccord Warrant over a number of Common
Shares equal to 5 per cent of the total number of Placing Shares, exercisable within a period of
18 months following Admission at the Placing Price. The Company has also agreed to pay (together
with any related value added tax) certain costs, charges and expenses of, or incidental to, the Placing,
Admission or the other arrangements contemplated by the Placing Agreement including (without
limitation) its own legal fees, the costs and expenses of the Registrars and certain of Canaccord’s
expenses.

10.1.2 Under the Placing Agreement the Company has given certain warranties and indemnities, and the
Directors have given certain warranties, to Canaccord which are typical for an agreement of this
nature. Canaccord may terminate the Placing Agreement before Admission in certain circumstances,
including if there is a material breach of the warranties referred to above or if there is a material
breach of the Placing Agreement by the Company or if certain force majeure circumstances arise
before Admission.

10.2 NOMAD Agreement

A nominated adviser and broker agreement dated 27 June 2006 between the Company (1), the
Directors (2) and Canaccord (3) pursuant to which the Company has appointed Canaccord as the
Company’s nominated adviser and broker in connection with Admission and thereafter (the
‘‘NOMAD Agreement’’). Canaccord’s obligations under the NOMAD Agreement are conditional
upon the Placing Agreement becoming unconditional. The NOMAD Agreement shall continue for
a period of 12 months from the date of the NOMAD Agreement and shall continue thereafter unless
and until terminated by either party giving three months’ prior written notice. The NOMAD
Agreement contains provision for early termination in certain circumstances and also contains an
indemnity given by the Company to Canaccord in relation to the provision by Canaccord of its
services under the NOMAD Agreement. The Company has agreed to pay Canaccord an ongoing
retainer for the provision of these services of £50,000 per annum in addition to certain expenses
incurred by Canaccord in the performance of its services.

10.3 Lock-in Agreements

10.3.1 Lock-in agreements each dated 27 June 2006 (the ‘‘Lock-in Agreement’’) between Canaccord (1), the
Company (2) and certain Shareholders in the Company (including those Directors who hold Common
Shares or options over Common Shares as at Admission (but excluding any Placing Shares subscribed
by any Director as part of the Placing or following Admission) and including certain other employees
of the Company who hold Common Shares or options over Common Shares as at Admission)
(together, the ‘‘Covenantors’’) (3), pursuant to which the Covenantors have agreed, conditional upon
Admission taking place, not to dispose of any interest in Common Shares held by or on behalf of the
Covenantors on the date of Admission and any rights, depository interests, shares or securities arising
or derived directly or indirectly from such shares or interests, for a period of 12 months following
Admission (the ‘‘Lock-in Period’’).

10.3.2 Pursuant to the Lock-in Agreements the Covenantors have also agreed, conditional on Admission
taking place, for a further period of 12 months following expiry of the Lock-in Period, that any
disposal of Common Shares will be effected through Canaccord or, if Canaccord is no longer the
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Company’s broker at the relevant time, through the Company’s broker at the relevant time, for the
purposes of maintaining an orderly market in the Company’s securities.

10.3.3 The restrictions set out in paragraphs 10.3.1 and 10.3.2 above are subject to specified exemptions
including:

(a) an acceptance of any offer for the whole of the issued equity share capital of the Company
(other than any equity share capital of the Company held by the offeror and/or persons acting
in concert with the offeror within the meaning of the City Code) whether or not such offer is
conditional or unconditional; or

(b) an irrevocable commitment to accept any offer for the whole of the issued equity share capital
of the Company (other than any equity share capital of the Company held by the offeror
and/or persons acting in concert with the offeror within the meaning of the City Code); or

(c) any disposal of Common Shares pursuant to an intervening court order or by reason of any
other competent authority; or

(d) any disposal pursuant to a plan, compromise or other arrangement between the Company and
its members or any class of them under any applicable bankruptcy, insolvency, or other similar
law, now or hereafter in effect; or

(e) any disposal to a member of the Covenantor’s Immediate Family (being his spouse, civil
partner, children, grandchildren (including step and adopted children and grandchildren,
brothers, sisters and parents of the Covenantor); or

(f) any disposal to a trustee of any trust, the beneficiaries of which are restricted to any of the
Covenantor and/or members of his Immediate Family; or

(g) any disposal by his personal representatives to the beneficiaries of the Covenantor’s estate in
the event of his death; or

(h) any disposal to his trustee in bankruptcy in the event of his bankruptcy; or

(i) any disposal which is required by law, including in the event of an intervening court order or
where required by a ‘competent authority’ within the meaning of Part VI of the Financial
Services and Markets Act 2000.

10.4 Broker Warrant Agreement

A broker warrant agreement dated 27 June 2006 and entered into between the Company (1) and
Canaccord (2) (the ‘‘Broker Warrant Agreement’’). Pursuant to the Broker Warrant Agreement the
Company has, conditionally upon the Placing Agreement becoming unconditional and Admission
becoming effective at 8.00 am on 3 July 2006, or such later date as the Company and Canaccord may
agree, agreed to grant Canaccord the right to subscribe for up to 517,500 Common Shares at the
Placing Price per share within a period of 18 months following Admission (the ‘‘Exercise Period’’).
The Common Shares subject to the Canaccord Warrant represent 5 per cent of the Placing Shares.
The Canaccord Warrant can be exercised at any time and in whole or in part by Canaccord during the
Exercise Period by lodging notice of its intention to exercise the Canacccord Warrant with the
Company.

10.5 VCFNE observer rights letter

Pursuant to a letter agreement dated 3 June 2005, the Company granted certain observer rights to
VCFNE effective upon the acquisition by VCFNE of 800,000 Preferred C Shares pursuant to the
Preferred C Agreement. The letter agreement entitles VCFNE to send a representative to attend
meetings of the Board in a non-voting observer capacity. The Company and VCFNE entered into the
Termination Agreement (as defined in paragraph 10.6 below) on 10 May 2006 which provides that,
conditional upon and with effect from Admission, the VCFNE observer rights letter will terminate.
In the event that Admission does not occur on or before 31 July 2006, the Termination Agreement
will be terminated, and the original provisions of the VCFNE observer rights letter will be fully
reinstated.

10.6 Preferred C Agreement

A stock purchase agreement dated 1 April 2005 between the Company (1) and each of Conduit
Ventures, Solstice Capital, Silicon Alley Seed, Commons Capital, Parker Hannifin, MGEF, Contango
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Capital, VCFNE and Yellowstone (collectively the ‘‘Preferred C Investors’’) (2) (the ‘‘Preferred C
Agreement’’), pursuant to which the Company issued and sold, at two closings occurring on
1 April 2005 and 3 June 2005, a total of 8,800,000 shares of Preferred C Shares at a purchase price of
$1.25 per share. Pursuant to the Preferred C Agreement, there are restrictions on the sale or transfer
of the Preferred C Shares held by the Preferred C Investors, such that the shares may not be sold or
transferred unless either (i) such shares have first been registered under the Securities Act or (ii) the
Company shall have been furnished with an opinion of legal counsel, reasonably satisfactory to the
Company, to the effect that such sale or transfer is exempt from the registration requirement of the
Securities Act. Under the Preferred C Agreement, the Preferred C Investors have certain rights to
receive financial information on the Company, a right to designate a representative to inspect the
facilities and meet with the senior manager of the Company. The Company also has obligations to
maintain business and property insurance and key man insurance cover of $1,000,000 in respect of
each of Scott Pearson and Dr. Paul Osenar. On 10 May 2006 the Company and the Preferred C
Investors entered into a termination agreement (the ‘‘Termination Agreement’’), pursuant to which,
conditional upon and with effect from Admission, the Preferred C Agreement shall terminate and be
of no further force or effect whatsoever. In the event that Admission does not take place on or before
31 July 2006, the Termination Agreement shall terminate and the provisions of the Preferred C
Agreement shall be fully reinstated.

10.7 Shareholder Rights Agreement

The first amended and restated shareholder rights agreement dated 1 April 2005 (the ‘‘Shareholder
Rights Agreement’’) entered into by the Company (1), the principals of the Company (the
‘‘Principals’’) (2) and the purchasers of the Preferred A Shares, Preferred B Shares, and Preferred C
Shares (collectively, the ‘‘Purchasers’’ and together with the Principals, the ‘‘Stockholders’’) (3). The
Shareholder Rights Agreement was entered into at the same time as the Preferred C Agreement and
formed part of the investor documentation entered into as part of the Preferred C equity financing.
The Shareholder Rights Agreement amended the terms of the shareholder rights agreement entered
into on 8 October 2003 by the Company and its Shareholders at the time of the Preferred B equity
financing. The Shareholder Rights Agreement provides for several rights and restrictions attaching to
the Preferred Shares including certain voting agreements, rights of first offer, restrictions on transfer,
rights of first refusal, rights of second refusal, co-sale rights and tag along rights. On 10 May 2006 the
Company and the Stockholders entered into an amendment agreement (the ‘‘Amendment
Agreement’’) pursuant to which certain provisions of the Shareholder Rights Agreement governing
the composition of the Board of Directors of the Company were amended to facilitate the
appointments of Messrs Connolly, Fitzgibbons and Holland. Also on 10 May 2006 the Company and
the Stockholders entered into the Termination Agreement, pursuant to which, conditional upon and
with effect from Admission, the Shareholder Rights Agreement shall terminate and be of no further
force or effect whatsoever. In the event that Admission does not occur on or before
31 July 2006, both the Amendment Agreement and the Termination Agreement will be terminated,
and the original provisions of the Shareholder Rights Agreement will be fully reinstated.

10.8 Registration Rights Agreement

The Registration Rights Agreement (as described in paragraph 2.9 of this Part VIII) dated 1 April
2005. On 10 May 2006 the Company and the Investors (as defined in paragraph 2.9 above) entered
into the Amended Registration Rights Agreement, which provides for the holders of 25,276,704
Common Shares to continue to have certain piggy back registration rights following Admission.
Further details of the Amended Registration Rights Agreement are set out in paragraph 2.9 of this
Part VIII.

10.9 MGEF management rights letter

Pursuant to a letter agreement dated 1 April 2005, the Company granted certain management rights
to MGEF effective upon the acquisition by MGEF of 400,000 Preferred C Shares pursuant to the
Preferred C Agreement. The letter agreement entitles MGEF to consult on significant business issues
that relate to the Company and to receive financial information on the Company, together with a right
to send a representative to attend meetings of the Board in a non-voting observer capacity. The
Company and MGEF entered into the Termination Agreement on 10 May 2006 which provides that,
conditional upon and with effect from Admission, the MGEF management rights letter will
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terminate. In the event that Admission does not occur on or before 31 July 2006, the Termination
Agreement will be terminated, and the original provisions of the MGEF management rights letter will
be fully reinstated.

10.10. Pursuant to a services agreement dated 20 March 2005 between the Company and Crossways
Consulting Group, Inc. (‘‘Crossways’’), under which Crossways provides certain marketing, promotion
and consultancy services to the Company, Crossways are entitled to a fixed monthly fee together with
a percentage commission fee relating to services provided by Crossways that result in a positive
financial impact on the Company. Additionally, Crossways is granted non-qualified stock options over
1,500 Pre-Subdivision Common Shares by the Company for each month that the agreement is in
effect. In accordance with the agreement, in March 2005 the Company granted Crossways an option
to purchase 18,000 Pre-Subdivision Common Shares at an exercise price of $0.18 per share (which
shall convert into an option to purchase 36,000 Common Shares exercisable at $0.09 per share upon
Admission) pursuant to a non-qualified stock option agreement. In March 2006, the Company
granted Crossways a further option to purchase 31,500 Pre-Subdivision Common Shares at an
exercise price of $0.37 per share (which shall convert into an option to purchase 63,000 Common
Shares exercisable at $0.185 per share upon Admission) pursuant to a non-qualified stock option
agreement. The agreement expires on 15 December 2007, subject to the rights of either party to
terminate the agreement for any reason by giving 30 days’ notice to the other party.

10.11 Pursuant to a services agreement dated 16 March 2005 between the Company and J.G.W.
(International) Ltd. (‘‘JGW’’), under which JGW provides certain marketing and promotion services
to the Company, JGW are entitled to an annual retainer fee together with a percentage commission
fee based on sales of products and development contracts obtained for the Company by JGW. The
agreement was initially for a period of one year, but is automatically renewable for successive one
year periods, subject to the rights of either party to terminate the agreement for any reason by giving
60 days’ notice to the other party.

11 Taxation

The following statements are intended only as a general guide current as of 26 June 2006 (being the
latest practicable date prior to publication of this document) to United Kingdom and United States
tax legislation and to the current practice of the UK HM Revenue and Customs and the US tax
legislation and to the current practice of the UK HM Revenue and Customs and the US tax
authorities and may not apply to certain categories of shareholder, such as dealers in securities. Levels
and bases of taxation are subject to change. Any person who is in any doubt as to his tax position, or
who is subject to tax in jurisdictions other than the UK, is strongly recommended to consult his
professional advisers immediately.

11.1 United Kingdom tax considerations

11.1.1 Stamp duty and stamp duty reserve tax

As described in Parts I and VII of this document, following Admission the Company’s Common
Shares will initially be traded in certificated form. The general UK stamp duty and stamp duty reserve
tax (‘‘SDRT’’) consequences of this structure are as follows:

(a) no charge to stamp duty or stamp duty reserve tax should arise on the issue of new Common
Shares pursuant to the Placing or on their registration in the names of applicants;

(b) a subsequent transfer on a sale of Common Shares held in certificated form will ordinarily be
subject to stamp duty on the instrument of transfer, if executed in the UK, at the rate of one
half of one per cent of the amount or value of the consideration. An agreement to purchase
Common Shares should not lead to a charge to SDRT because the Common Shares should not
be chargeable securities for SDRT purposes, on the basis that the Company is non-UK
incorporated and the share register is not kept in the UK; and

(c) special rules apply to market intermediaries, dealers and certain other persons. A gift of
Common Shares to charities will not give rise to stamp duty if the instrument of transfer is
completed in accordance with the relevant legislation.
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11.1.2 Dividends

(a) On the basis that the Company is tax resident in the USA, dividends received by a UK resident
individual will be subject to income tax. This means for higher rate taxpayers dividends will be
subject to income tax at 32.5 per cent, whilst for starting and basic rate taxpayers dividends will
be subject to income tax at 10 per cent.

(b) For UK corporate shareholders, dividends received will be included as part of their taxable
income and subject to corporation tax.

(c) Dividends from the US generally attract withholding tax at 30 per cent, but this can generally
be reduced to 15 per cent or 5 per cent (depending on the ownership interest) under the
US/UK Tax Treaty. To claim the reduced rate of withholding Shareholders will usually need to
file a form W8-BEN. In computing their UK tax charge a company or individual should be
entitled to a credit for the withholding tax suffered on the dividend which cannot be relieved
under the Treaty.

THE ATTENTION OF INDIVIDUAL SHAREHOLDERS ORDINARILY RESIDENT IN THE
UK FOR TAX PURPOSES IS DRAWN TO THE PROVISIONS OF CHAPTER III OF PART
XVIII OF THE UNITED KINGDOM INCOME AND CORPORATION TAX ACT 1988
(TRANSFER OF ASSETS ABROAD), WHICH MAY RENDER THEM LIABLE TO UK
INCOME TAX IN RESPECT OF THE UNDISTRIBUTED INCOME OF THE COMPANY. AS
THE APPLICATION OF THOSE PROVISIONS TO AN INDIVIDUAL SHAREHOLDER
WILL DEPEND UPON THE PERSONAL CIRCUMSTANCES OF THE SHAREHOLDER
(INCLUDING THE SHAREHOLDER’S PURPOSE IN ACQUIRING THE SHARES), SUCH
SHAREHOLDERS ARE ADVISED TO CONSULT THEIR OWN ADVISERS WITH REGARDS
TO THE POTENTIAL APPLICATION OF THOSE PROVISIONS TO THEIR PARTICULAR
CIRCUMSTANCES.

11.1.3 Disposal of shares acquired under the Placing

(a) A Shareholder resident or ordinarily resident for tax purposes in the UK, who sells or
otherwise disposes of his Placing Shares may, depending on the circumstances, incur a liability
to UK tax on any capital gain realised. Corporate Shareholders within the charge to UK
corporation tax will be entitled to indexation allowance in respect of these Common Shares up
until the date of disposal. Individual Shareholders resident for tax purposes in the UK who are
not within the charge to corporation tax may be entitled to taper relief. The calculation for
taper relief on a subsequent disposal of Common Shares will depend upon the period of
ownership of these Common Shares.

(b) A Shareholder who is not resident or ordinarily resident for tax purposes in the UK will not
normally be liable for UK tax on capital gains realised on the disposal of his Common Shares
unless at the time of the disposal such Shareholder carries on a trade (which for this purpose
includes a profession or vocation) in the UK through a branch or agency and such Common
Shares are to have been used, held or acquired for the purposes of such trade or branch or
agency. In addition anti-avoidance legislation can apply to persons temporarily non-UK
resident who return within a period of five years.

PERSONS WHO ARE NOT RESIDENT IN THE UNITED KINGDOM SHOULD CONSULT
THEIR OWN TAX ADVISERS ON THE POSSIBLE APPLICATION OF SUCH PROVISIONS
AND ON WHAT RELIEF OR CREDIT MAY BE CLAIMED FOR ANY SUCH TAX CREDIT
IN THE JURISDICTION IN WHICH THEY ARE RESIDENT.

THESE COMMENTS ARE INTENDED ONLY AS A GENERAL GUIDE TO THE CURRENT
TAX POSITION IN THE UNITED KINGDOM AS AT THE DATE OF THIS DOCUMENT.
THE COMMENTS ASSUME THAT COMMON SHARES ARE HELD AS AN INVESTMENT
AND NOT AS AN ASSET OF A FINANCIAL TRADE. IF YOU ARE IN ANY DOUBT AS TO
YOUR TAX POSITION, OR ARE SUBJECT TO TAX IN A JURISDICTION OTHER THAN
THE UNITED KINGDOM, YOU SHOULD CONSULT YOUR PROFESSIONAL ADVISER.
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11.2 United States federal tax considerations

11.2.1 General

(a) The following is a general discussion of certain US federal income and estate tax consequences
of the ownership and disposition of Common Shares by Non-US Holders, as defined below.
This discussion does not purport to address all US tax considerations that may be relevant to
a particular Non-US Holder in light of the Non-US Holder’s particular facts and circumstances
or to certain categories of Non-US Holders that may be subject to special US tax rules (for
example, a Non-US Holder that owns Common Shares through a partnership or other entity
treated as a partnership for US tax purposes or that owns directly or indirectly 10 per cent of
the Company’s voting stock or a Non-US Holder that is a US expatriate, a tax exempt
organisation, a financial institution, an insurance company or a broker-dealer). In addition, this
discussion does not address any aspect of US state, local or foreign taxation or, except to a
limited extent, any aspect of US federal gift or estate taxation.

(b) This discussion is based on existing legal authorities, including the Internal Revenue Code of
1986, existing and proposed Treasury regulations thereunder, and current judicial decisions
and administrative rules and interpretations, as of the date of this document, all of which are
subject to change, possibly with retroactive effect. Any such change could affect the continuing
validity of this discussion.

INVESTORS CONSIDERING THE PURCHASE OF COMMON SHARES SHOULD CONSULT
THEIR OWN TAX ADVISORS REGARDING THE APPLICATION OF THE UNITED
STATES FEDERAL INCOME AND ESTATE TAX LAWS TO THEIR PARTICULAR
SITUATIONS AND THE CONSEQUENCES OF FOREIGN, STATE, OR LOCAL LAWS, AND
TAX TREATIES.

(c) For purposes of this discussion, a ‘‘Non-US Holder’’ is any beneficial owner of Common Shares
(other than a partnership) that is not for US federal income tax purposes any of the following:

(i) an individual citizen or resident of the United States;

(ii) a corporation organised under the laws of the United States or any state;

(iii) a trust that (i) is subject to the primary supervision of a US court and the control of one
of more US persons or (ii) has a valid election in effect under applicable US Treasury
regulations to be treated as a US person; or

(iv) an estate the income of which is subject to US federal income taxation regardless of
source.

(d) Other rules apply to ‘‘Qualified Intermediaries,’’ as defined in the Treasury Regulations.

TO ENSURE COMPLIANCE WITH UNITED STATES TREASURY DEPARTMENT
CIRCULAR 230, NON-US HOLDERS ARE HEREBY NOTIFIED THAT: (A) ANY
DISCUSSION OF US FEDERAL TAX ISSUES IN THIS DISCUSSION IS NOT INTENDED OR
WRITTEN TO BE RELIED UPON, AND CANNOT BE RELIED UPON BY NON-US
HOLDERS FOR THE PURPOSE OF AVOIDING PENALTIES THAT MAY BE IMPOSED ON
NON-US HOLDERS UNDER THE INTERNAL REVENUE CODE; (B) SUCH DISCUSSION
IS INCLUDED HEREIN IN CONNECTION WITH THE PROMOTION OR MARKETING
(WITHIN THE MEANING OF CIRCULAR 230) BY THE COMPANY AND CANACCORD OF
THE TRANSACTIONS OR MATTERS ADDRESSED HEREIN; AND (C) NON-US HOLDERS
SHOULD SEEK ADVICE BASED ON THEIR PARTICULAR CIRCUMSTANCES FROM AN
INDEPENDENT TAX ADVISER.

11.2.2 Gain on disposition
(a) A Non-US Holder generally will not be subject to US federal income tax on gain from a sale

or other disposition of Common Shares unless the gain is effectively connected with the
Non-US Holder’s conduct of a trade or business in the United States and, if required by an
applicable tax treaty, attributable to the Non-US Holder’s US permanent establishment. A
Non-US Holder who is an individual may also be subject to US tax on such gain if he or she
is physically present in the US for 183 days or more during the tax year in which the sale
occurs.
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(b) Gain from the sale or other disposition of Common Shares would be subject to US federal
income tax if we are or become a United States Real Property Holding Corporation
(‘‘USRPHC’’) within five years prior to the sale or other disposition. The Company believes
that it is not currently, and nor is it likely to become, a USRPHC.

11.2.3 Dividends

The Company does not currently expect to pay dividends. In the event the Company does pay
dividends, dividends paid to a Non-US Holder generally will be subject to withholding tax at a 30 per
cent rate. A lower treaty rate may apply if the Non-US Holder is eligible for the benefits of an income
tax treaty that provides for a lower rate, subject to filing certain IRS forms with the Company.
Different tax rules apply to dividends that are effectively connected with a Non-US Holder’s conduct
of a trade or business within the United States.

11.2.4 Information reporting and backup withholding

Payments of the proceeds from a Non-US Holder’s sale or other disposition of Common Shares made
by or through a foreign office of a broker not having certain connections with the United States
generally will not be subject to information reporting or backup withholding. Payments of the
proceeds of a sale or other disposition of Common Shares made by or through the US office of a
broker is generally subject to information reporting and backup withholding unless the Non-US
Holder certifies under penalties of perjury that it is not a US person and certain other requirements
are satisfied or otherwise establishes an exemption. Backup withholding is not an additional tax.
Rather, any amounts withheld as backup withholding will be refunded or credited against the Non-US
Holder’s US federal income tax liability provided the required information is furnished to the
Internal Revenue Service.

11.2.5 US federal estate taxes

The estates of non-resident alien individuals are generally subject to US federal estate tax on property
with a US situs. Because the Company is a US corporation, the Common Shares will be US situs
property and therefore will generally be included in the US taxable estate of a non-resident alien
decedent. The US federal estate tax liability of the estate of a non-resident alien may be affected by
a tax treaty between the United States and the decedent’s country of residence.

THE PRECEDING DISCUSSION OF UNITED STATES FEDERAL INCOME AND ESTATE
TAX CONSEQUENCES IS FOR GENERAL INFORMATION ONLY. IT IS NOT TAX ADVICE.
EACH PROSPECTIVE INVESTOR SHOULD CONSULT ITS OWN TAX ADVISER
REGARDING THE PARTICULAR UNITED STATES FEDERAL, STATE, LOCAL, AND
FOREIGN TAX CONSEQUENCES OF PURCHASING, HOLDING, AND DISPOSING OF
OUR COMMON SHARES, INCLUDING THE CONSEQUENCES OF ANY PROPOSED
CHANGE IN APPLICABLE LAWS.

12 CREST

12.1 CREST is a paperless settlement procedure enabling securities to be evidenced otherwise than by
certificate and transferred otherwise than by written instruction. Due to restrictions on transfer under
the Securities Act, however, the Common Shares must be held in certificated form for a period of at
least 12 months following the Placing and so the Common Shares will not be eligible for settlement
through CREST during that time.

12.2 Accordingly, settlement in transactions in the Common Shares following Admission will not take
place within the CREST system, although trades can be reported to AIM and the cash consideration
can be settled through the CREST residual service. Settlement may therefore take longer than
settlement through the usual CREST system.

13 Litigation and arbitration

13.1 The Company is a party to a dispute with Mr R. Formato, a former employee, officer and founder of
the Company, which the Company does not consider to be material, but nevertheless believes it
appropriate to disclose in an offering document. Following the Company’s decision in 2004 not to
continue Mr Formato’s employment with the Company, Mr Formato brought a claim in a
Massachusetts state court alleging, amongst other things, breach by the Company of his employment
agreement and a prior consulting agreement. Mr Formato is claiming approximately US$170,000 in
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respect of unpaid consultancy services and severance entitlements, an award of attorneys fees and
costs, rescission of an invention and non-disclosure agreement, which relates to certain intellectual
property assigned to the Company beginning in 2001 by Mr Formato and the three other founders and
another employee of the Company, and rescission of a non-competition and non-solicitation
agreement entered into between Mr Formato and the Company. The Company believes that it has not
breached any obligation owed to Mr Formato, and intends to defend the claim vigorously. In any
event the intellectual property covered by the invention and non-disclosure agreement was also
assigned to the Company by the other founders and employee of the Company, and given its historic
nature, is not considered by the Directors to be material to the Company’s future plans.

13.2 Save as disclosed above, the Company has not been engaged in, nor is currently engaged in, any
governmental, legal or arbitration proceedings, whether as claimant or defendant, which is having or
may have had during the 12 months preceding the date of this document, a significant effect on the
financial position of the Company and, so far as the Directors are aware, there are no such
proceedings pending or threatened against, or brought by, the Company.

14 Working capital

In the opinion of the Directors, having made due and careful enquiry, the working capital available
to the Company is sufficient for the Company’s present requirements, that is for at least the next
12 months from the date of Admission.

15 No significant change

Save as disclosed in this document there has been no significant change in the financial or trading
position of the Company since 31 March 2006, the date to which the latest unaudited interim financial
information on the Company (as set out in Part IV of this document) was prepared.

16 Intellectual property

The future profitability of the Company will depend, amongst other things, on its ability to secure and
protect its intellectual property relating to the products that it will bring to the market. It is
fundamental to the business of the Company that it obtains and maintains patent protection for its
technology. As described in Part I of this document, the Company has filed a total of 40 patent
applications in respect of the technology that the Directors consider, or considered at the time of
filing, to be material to the Company’s business. 12 of these patent applications have been filed in the
US and, of these, two patents have been issued and one patent application stands allowed. Nine other
US patent applications are pending. The Company has also filed 28 patent applications in other
non-US jurisdictions which are counterpart applications to the 12 US applications. The Company also
relies on trade secrets, trademarks, copyrights and licences, and takes such commercial steps to
protect these rights as the Directors consider appropriate in the circumstances.

17 Property

The Company has an operating lease covering its 13,463 square feet office space in Southborough,
Massachusetts, which commenced on 1 February 2004 and expires on 31 March 2009. The Company
made payments amounting to $27,767 as a security deposit related to this arrangement. Rent payable
on the property is currently $9,250 per month and is fixed throughout the lease period.

18 Consents

18.1 Grant Thornton UK LLP of Grant Thornton House, Melton Street, Euston Square, London, NW1
2EP has given and not withdrawn its written consent to the inclusion of its: Accountants Report set
out at Part III; Independent Review Report set out at Part IV; and Report on the Pro Forma Balance
Sheet set out at Part V of this document, and to the references to its name in the form and context
in which it appears and has authorised the contents of their reports for the purposes of paragraph (a)
of Schedule Two to the AIM Rules.

18.2 Canaccord Adams Limited of 1st Floor, Brook House, 27 Upper Brook Street, London, W1K 7QF,
has given and not withdrawn its written consent to the inclusion in this document of its name and the
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references to it in the form and context in which they appear. Canaccord Adams Limited, which is
regulated by the Financial Services Authority, has not authorised the contents of any part of this
document for the purposes of Annex I paragraph 1.2 of the PD Regulation.

18.3 E4tech (UK) Limited of 83 Victoria Street, London, SW1H 0HW has given and not withdrawn its
consent to the inclusion of its report set out at Part VI of this document and to the references to its
name in the form and text in which it appears and confirms that, having taken all reasonable care to
ensure that such is the case, the information contained in its report set out in Part VI of this document
is, to the best of its knowledge, in accordance with the facts and contains no omission likely to affect
its import.

18.4 The Directors confirm that all information sourced from a third party and included in this document
has been accurately reproduced and that so far as the Directors are aware and are able to ascertain
from information published by that third party, no facts have been omitted which would render the
reproduced information inaccurate or misleading.

19 General

19.1 Save as disclosed in this document, no person (other than professional advisers named in this
document and trade suppliers) has:

19.1.1 received, directly or indirectly, from the Company within the 12 months preceding the application for
Admission; or

19.1.2 entered into contractual arrangements (not otherwise disclosed in this document) to receive, directly
or indirectly, from the Company on or after Admission any of the following:

(a) fees totalling £10,000 or more;

(b) securities in the Company where these have a value of £10,000 or more calculated by reference
to the Placing Price; or

(c) any other benefit with the value of £10,000 or more at the date of Admission.

19.2 The Common Shares are not currently admitted to dealings on a recognised investment exchange and
no applications for such admission have been made.

19.3 Save as disclosed herein, the Company is not dependent on patents or licences, industrial, commercial
or financial contracts or new manufacturing processes which are material to the Company’s business.

19.4 The Company is not aware of any environmental issues that may affect the Company’s utilisation of
its tangible fixed assets.

19.5 The total costs and expenses of the Placing, which are payable by the Company, are estimated to
amount to £1,400,000 (including VAT), out of which Canaccord will receive a commission of
approximately £439,900 in respect of the Placing. Accordingly, the net proceeds of the Placing
(assuming full subscription and after deduction of expenses and the commission payable to
Canaccord) are estimated at £7,397,500.

19.6 Canaccord Adams Limited is registered in England and Wales as a private company limited by shares
under the CA 1985 with registered number 2814897 and is a member of the Stock Exchange and is
authorised and regulated in the United Kingdom by the Financial Services Authority.

19.7 The Historical Financial Information set out in Part III of this document has been prepared for the
purposes of inclusion in this document and the Directors are responsible for its preparation. Grant
Thornton UK LLP has reported on the Historical Financial Information and its Accountants Report
to the Directors is set out in Part III. The Company had no auditors prior to the commencement of
the financial period ended 30 September 2003. The original auditors to the Company for the financial
periods ended 30 September 2003, 2004 and 2005 (being the period covered by the Historical
Financial Information) were Tofias PC of 350 Massachusetts Ave, Cambridge Massachusetts 02139,
USA who are members of The American Institute of Certified Public Accountants. Tofias PC are not
registered with the Public Company Accounting Oversight Board in the US and do not perform
certified audits of companies which are making a public offering. As a result, Tofias PC have ceased
to be the Company’s auditors and do not provide any opinion on and do not have any responsibility
for the Historical Financial Information included in this document, the responsibility for which
remains with the Directors.
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19.8 Other than the Company’s application for the Common Shares to be admitted to trading on AIM, no
application for admission to any other recognised investment exchange has been made.

20 Availability of documents

20.1 Copies of the following documents will be available for inspection at the registered office of the
Company and at the offices of Norton Rose at Kempson House, Camomile Street, London, EC3A
7AN during business hours on any weekday for a period of one month following Admission
(Saturdays and public holidays excepted):

20.1.1 the Post-Admission Certificate and By-laws of the Company;

20.1.2 the Expert’s report appearing in Part VI of this document;

20.1.3 the written consents referred to in paragraph 18 above;

20.1.4 the material contracts referred to in paragraph 10 above;

20.1.5 the Executive Directors’ employment contracts and the Non-executive Directors’ letters of
appointment referred to in paragraph 6 above;

20.1.6 the Stock Incentive Plan referred to in paragraph 8 above; and

20.1.7 this document.

20.2 Copies of this document will also be available to the public free of charge from the registered office
of the Company and from the offices of Canaccord Adams Limited at 1st Floor, Brook House,
27 Upper Brook Street, London, W1K 7QF during normal business hours on any week day, Saturdays
and public holidays excepted, from the date of this document until the date one month following
Admission.

27 June 2006
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