Westport Creating a Better World

iwwovarions 1ne | through Innovative Energy Solutions.

Report to Shareholders

Management’s Discussion and Analysis
Consolidated Financial Statements
for the years ended:

March 31, 2010, 2009 and 2008



tport

rIPETE anagement's Discussion and Analysis

BASIS OF PRESENTATION

This Management’s Discussion and Analysis (“MD&A”) for Westport Innovations Inc. (“Westport”, the “Company”,

“ T

we”, “us”, “our”) is intended to assist readers in analyzing our financial results and should be read in conjunction
with the audited consolidated financial statements, including the accompanying notes, for the fiscal year ended
March 31, 2010. Our consolidated financial statements have been prepared in accordance with generally
accepted accounting principles (“GAAP”) in Canada. The effect of significant differences between Canadian
GAAP and U.S. GAAP has been disclosed in Note 24 to our audited consolidated financial statements for the

year ended March 31, 2010. The Company’s reporting currency is the Canadian dollar. This MD&A is dated May
27, 2010.

Additional information relating to Westport, including our Annual Information Form (“AlF”) and Form 40-F, is
available on SEDAR at www.sedar.com and on EDGAR at www.sec.gov. All financial information is reported in

Canadian dollars unless otherwise noted.

FORWARD LOOKING STATEMENTS

This MD&A contains forward-looking statements that are based on the beliefs of management and reflects our
current expectations as contemplated under the safe harbor provisions of Section 21E of the United States
Securities Act of 1934, as amended. Such statements include but are not limited to statements regarding the
demand for our products, our investments, cash and capital requirements, the intentions of partners and potential
customers, the performance of our products, our future market opportunities, our estimates and assumptions
used in our accounting policies, our accruals, including warranty accruals, our financial condition, and timing of
when we will adopt or meet certain accounting and regulatory standards. These statements are neither promises
nor guarantees but involve known and unknown risks and uncertainties that may cause our actual results, levels
of activity, performance or achievements to be materially different from any future results, levels of activity,
performance or achievements expressed in or implied by these forward looking statements. These risks include
risks related to revenue growth, operating results, industry and products, general economy, conditions of the
capital and debt markets, government or accounting policies and regulations, technology innovations, as well as
other factors discussed below and elsewhere in this report, including the risk factors contained in the Company’s
most recent Annual Information Form filed on SEDAR at www.sedar.com. Readers should not place undue
reliance on any such forward-looking statements, which speak only as of the date they were made. We disclaim
any obligation to publicly update or revise such statements to reflect any change in our expectations or in events,

conditions or circumstances on which any such statements may be based or that may affect the likelihood that
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actual results will differ from those set forth in the forward looking statements except as required by National

Instrument 51-102.

The forward looking statements contained in this document speak only as of the date of this MD&A. Except as
required by applicable legislation, Westport does not undertake any obligation to release publicly any revisions to
these forward looking statements to reflect events or circumstances after this MD&A, including the occurrence of

unanticipated events.

BUSINESS OVERVIEW

Westport is engaged in the research, development and marketing of high performance, low-emission engines and
fuel injection systems that utilize alternative gaseous fuels such as natural gas, propane or hydrogen. We
develop technology and products that enable light, medium and heavy-duty diesel engines to run primarily on

compressed natural gas ("CNG") or liquefied natural gas (“LNG”), giving users an alternative fuel to diesel.

We work with strategic partners, which include some of the leading diesel engine and truck original equipment
manufactures (“OEMs”), to develop, manufacture and distribute our engines, and we sell to a diverse group of
leading truck and bus OEMs around the world. Our products are designed to provide environmental and
economic benefits combined with strong operational performance. We currently have one operating segment,
which involves the research, development, and related commercialization of engines and fuel systems, operating
on gaseous fuels, for the on-road commercial vehicle sector. Within that operating segment, we focus on three
distinct target markets for our products and services: Cummins Westport Inc. (“CWI") is focused on natural gas
engine applications for urban fleets ranging from 5.9L to 8.9L; Westport Heavy Duty (“Westport HD") is focused
on LNG systems for heavy-duty trucks and the platform for the licensing of our Westport HD-related technology;
and Juniper Engines Inc. (“Juniper”) is focused on 2.0L and 2.4L engines for industrial applications such as
forklifts. Outside our core markets strategy, Westport's corporate development efforts focus on the creation of
new alliances and joint ventures, market development projects, and monetization of our significant patent

portfolio.

While focusing firm-wide resources on developing our products and strategic relationships, we have accumulated
a significant portfolio of patents, which we believe creates barriers to entry for competing technologies.
Additionally, we expect to monetize select patent assets through licensing agreements. We have already been

successful in achieving licensing revenue for our proprietary pump technology. We will continue to rely on a
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combination of patents, trade secrets, trademarks, copyrights and contracts to protect our proprietary technology

and position in the marketplace.

Cwi

CWI is a 50:50 joint venture between Westport and Cummins Inc. (“Cummins”), one of the world’s largest
manufacturers of diesel engines. CWI develops and produces 5.9L to 8.9L engines utilizing gaseous fuels. CWI's
engines are offered globally by more than 60 OEMS of transit and shuttle buses, conventional trucks and tractors,
and refuse collection trucks, as well as specialty vehicles such as short-haul port trucks, material handling trucks,
street sweeping trucks and other vehicles selected for industrial applications. Geographically, CWI's revenues
are derived primarily from North America with developing markets in Asia, Europe, India and South America. CWI

engines are produced at Cummins’ plants in the United States, China and India.

For the years ended March 31, 2010 and 2009, after taking into account Cummins’ 50% share, CWI contributed
pre-tax income of $11.9 million and $6.0 million, respectively, to Westport. CWI's assets, liabilities, revenue and

expenses are disclosed separately in Note 19(a) of our consolidated financial statements.

WESTPORT HEAVY DuTY (* WESTPORT HD")

Westport HD is engaged in the development, design and marketing of natural gas enabling technology for the
heavy-duty diesel engine and truck market. In 2007, we launched a direct injection LNG system for heavy-duty
trucks offering class-leading emissions performance while maintaining diesel-equivalent horsepower, torque and
fuel efficiency. We have a technology partnership with Cummins that enables us to develop natural gas enabling
technology for Cummins heavy-duty truck engines. The Westport HD system, available to customers since early
2007, leverages the Cummins ISX 15L diesel engine (rebranded as the Westport HD GX engine) equipped with
(i) our proprietary natural gas fuel injectors featuring our High Pressure Direct Injection (“HPDI”) technology; (ii)
our proprietary fuel pumps provided by Cryostar SAS, a division of The Linde Group; (iii) proprietary control units;
and (iv) onboard LNG storage tanks designed and patented by us and manufactured by BWI, our 50:50 joint
venture with Beijing Tianhai Industry Co. (“BTIC”), a Sino-Korean company located in Beijing. We also work with
Clean Energy Fuels Corp., North America’s largest natural gas refueling company and other fuel suppliers around

the world to provide access points for LNG and CNG refueling stations.

Westport HD also provides a licensing platform for the Company to design and develop new natural gas engines
on a variety of engine platforms. On November 16, 2009, Westport entered into an agreement with Volvo Power

Train, a subsidiary of Volvo AB, to become a Tier 1 Development Supplier for its heavy-duty natural gas engines
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and associated supply chain. We will supply our Westport HD-related technology and work together with the
Gothenburg, Sweden engine manufacturer to qualify appropriate suppliers consistent with Volvo volume and
quality expectations. In addition to supply chain development, Westport will carry out product development work
that will help enable the Volvo engine to operate on natural gas. The new natural gas engines are expected to

meet future European emission requirements.

In July 2008, we entered into a 30-year joint venture agreement with Weichai Power Co. Ltd. (“Weichai Power”)
and Hong Kong Peterson (CNG) Equipment Ltd. (“Hong Kong Peterson”) to form Weichai Westport Inc. (“WWI1").
WWI will research, develop, design, manufacture, market, distribute and sell advanced, alternative fuel engines
(and relevant parts and kits) for use in heavy-duty trucks, power generation and shipping applications. Under the
terms of the WWI joint venture agreement, our initial investment is expected to be approximately $4.5 million (30
million RMB), equaling a 35% equity interest in WWI. Weichai Power and Hong Kong Peterson will hold 40% and
25% equity interests in WWI, respectively. On May 25, 2010 WWI received its temporary business license from
the Chinese Government. Registration will be completed after Westport makes its investment, which is expected

to occur during the first quarter of Fiscal 2011.

Juniper

Juniper's engines, initially targeting the OEM forklift market and fuelled with LPG, will be fully integrated, high
performance, low-emission solutions. The first Juniper products are based on the Hyundai Motor Company’s 2.0L
and 2.4L industrial engine platforms and OMVL SpA’s (*OMVL") LPG multipoint injection technology. Juniper is
the manufacturer of record, and the products are designed to meet U.S. Environmental Protection Agency (“EPA")
and California Air Resources Board (“CARB”) standards for 2010. We hold a 49% interest in Juniper, a joint
venture with OMVL, an lItalian company that designs, manufactures and markets complete fuelling systems for

new vehicles and for the aftermarket conversion of engines from gasoline to CNG and LNG.

Clark Material Handling Asia Ltd. (“Clark”) has selected Juniper to supply 2.4L liquefied petroleum gas engines for
Clark’s forklifts in the 1.5 to 3.3 tonne product range. Juniper’s 2.4L engine recently achieved emissions
certification by the U.S. Environmental Protection Agency for U.S. customers, and Juniper commenced shipments
to Clark during the first quarter of fiscal year 2011. Juniper’s products are assembled in Korea and delivered to

Clark’s Korean facility to be installed on forklifts for sale in North America and other export markets.
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Our initial contribution to Juniper on April 1, 2008 was $1.5 million. At March 31, 2010, our investment in Juniper
including accounts receivable and advances is $1.2 million. For the year ended March 31, 2010, we recorded a

loss on our investment in Juniper of $1.1 million (2009 - $1.0 million).

SELECTED ANNUAL FINANCIAL INFORMATION

Selected Statements of Operations Data

Fiscal years ended March 31
2010 2009 2008

(expressed in thousands of Canadian dollars, except for per share amounts, shares outstanding and units shipped)

Units shipped 3,921 4,038 2,720
Total revenue $130,712 $121,837 $71,536
Gross margin $41,360 $30,817 $22,513
GM % 32% 25% 31%
Net loss ($37,636) ($24,425) ($10,315)
Net loss per share — basic and diluted ® ($1.10) ($0.81) ($0.412)
Weighted average shares outstanding 34,133,247 30,268,947 25,167,966
Cash and short-term investments $105,851 $82,619 $22,762
Total assets $156,117 $135,504 $78,940
Long-term financial liabilities @ $27,406 $28,543 $5,762

Cash used in operations before changes in non-cash

working capital ($25,081) ($25,625) ($17,594)

CWI net income for the year $15,122 $7,832 $11,632
JV Partner's share of CWI income $7,561 $3,916 $5,816

@ Fully diluted loss per share is not materially different as the effect of conversion of stock options, warrants and performance share units would
be anti-dilutive.

@ Excluding current portions of warranty liability and long-term debt obligations and Joint Venture Partners' share of net assets of joint ventures.

OVERVIEW OF FISCAL 2010 RESULTS

OPERATING RESULTS

For the year ended March 31, 2010, consolidated revenues increased $8.9 million, or 7.3%, to $130.7 million from
$121.8 million for the year ended March 31, 2009. The Company shipped 3,921 units in fiscal year 2010
compared to 4,038 units shipped in fiscal year 2009. The increase in revenues was primarily due to a 9.5%

increase in CWI revenues to $120.3 million for the year ended March 31, 2010 compared to $109.9 million for the



Westport

ICIPETE Vanagement's Discussion and Analysis
|

year ended March 31, 2009. CWI unit sales decreased from 3,907 in fiscal year 2009 to 3,807 units in fiscal year
2010; however, CWI product revenue increased $3.7 million, or 4.1%, to $94.6 million primarily due to product
mix. Parts revenue increased $6.6 million, or 34.7%, to $25.6 million in fiscal year 2010 due to an increase in
units in service. Non-CWI revenues decreased 12.6% from $11.9 million in fiscal year 2009 on 131 LNG units
shipped to $10.4 million in fiscal year 2010 on 114 LNG units shipped. LNG system shipments were primarily to
customers associated with the Ports of Los Angeles and Long Beach. The foreign exchange impact on revenues
from translating revenues from U.S. dollars to Canadian dollars resulted in a reduction in fiscal year 2010

revenues of approximately $4.4 million, or 3.4%.

Our consolidated net loss for the year ended March 31, 2010 was $37.6 million, or $1.10 per share, compared to
$24.4 million, or $0.81 per share, for the year ended March 31, 2009. CW!I's net income increased $7.3 million
from $7.8 million in fiscal 2009 to $15.1 million in fiscal 2010. The increase was driven primarily by higher product
and parts revenue and an increase in gross margin percentage as a result of more favourable warranty
experience compared with the prior year. During fiscal year 2010, our share of CWI's net income increased by

$3.6 million to $7.6 million.

Non-CWI net loss increased $16.9 million, or 59.7%, from $28.3 million for the year ended March 31, 2009 to
$45.2 million for the year ended March 31, 2010. The non-CWI net loss included net gains on sales of Clean
Energy shares of $11.9 million in fiscal year 2009 compared with $2.9 million in fiscal year 2010. Excluding these
net gains, the non-CWI loss for fiscal year 2009 was $40.2 million compared with $48.1 million in fiscal year 2010,
which represents an increase of $7.9 million, or 19.7%. Non-CWI operating expenses (research and
development, general and administrative, and sales and marketing) were $3.6 million higher in fiscal year 2010
compared with fiscal year 2009 primarily due to a $2.6 million increase in stock based compensation and an
increase in current product support costs and outside service and professional fees. The remaining increase in
non-CWI net loss arose from:
e a $2.2 million reduction in gross margin percentage as a result of lower selling price and an increase in
inventory obsolescence provisions,
e an increase in interest expense and accretion of $0.9 million as the Company held $15 million
debenture units with JF Mackie for an entire year in fiscal year 2010 versus only 9 months in fiscal year
2009, and
e a decrease of $0.7 million in net investment income due to lower interest yield on cash and cash
equivalents and an increase in foreign exchange losses of $0.5 million from a weaker U.S. dollar

negatively impacting our U.S. dollar cash balance and net accounts receivable balance.
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CAPITAL MANAGEMENT

In December 2009, we issued 5,462,500 common shares at a price of US$10.50 per share for gross proceeds of
US$57.4 million ($60.8 million Canadian). The net proceeds of US$54.2 million (net of share issuance costs of
US$3.2 million) will be used for the development of a new OEM engine platform for our Westport HD system,
support of working capital requirements including funding inventory and developing and seeking alternate
suppliers, and for general corporate purposes including market creation activities, potential acquisitions of
businesses, technologies or other assets, debt repayments, general and administrative expenses, supply chain

development, and capital expenditures including facilities and equipment.

CASH, CASH EQUIVALENTS AND INVESTMENTS

As of March 31, 2010, our cash, cash equivalents and short-term investments balance was $105.9 million
compared to $82.6 million at March 31, 2009. For the year ended March 31, 2010, we raised approximately
US$54.2 million in net proceeds from our public offering discussed above, $2.5 million from the exercise of stock
options, and $3.8 million from the sale of shares of Clean Energy and Wild River Resources Inc. For the year
ended March 31, 2010, cash used in operations and capital expenditures was $22.0 million and $0.3 million,
respectively. During the year ended March 31, 2010, we advanced Cummins $4.8 million, net of loan
repayments, paid $1.2 million against our limited recourse loan from Clean Energy, and paid down our demand

installment loan by $1.3 million. During the third quarter, CWI also paid out $4.2 million in dividends to Cummins.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Our consolidated financial statements are prepared in accordance with Canadian GAAP, which requires us to
make estimates and assumptions that affect the amounts reported in our consolidated financial statements. The
Company’s accounting policies are described in Note 2 of the annual consolidated financial statements. We have
identified several policies as critical to our business operations and in understanding our results of operations.
These policies, which require the use of estimates and assumptions in determining their reported amounts,
include our accounting of CWI as a variable interest entity, the valuation of long-term investments, equipment,
furniture and leasehold improvements, intellectual property, revenue recognition, inventory, stock based
compensation and warranty. The application of these and other accounting policies are described in Note 2 of
our fiscal 2010 annual consolidated financial statements. Actual amounts may vary significantly from estimates

used.
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VARIABLE INTEREST ENTITY ACCOUNTING

A variable interest entity (“VIE”) is any type of legal structure not controlled by voting equity, but rather by
contractual and/or other financial arrangements. Interests in VIEs are consolidated by the company that is the
primary beneficiary. We have identified CWI, BWI and Juniper as VIEs and determined that we are the primary
beneficiary in the case of both CWI and BWI. Accordingly, we consolidate CWI and BWI, reflecting 100% of their
assets, liabilities, revenues and expenses in our consolidated financial statements and present the 50% interest
held by our joint venture partners, Cummins and BTIC, as “Joint Venture Partners’ share of net income from joint
ventures.” We have concluded that we are not the primary beneficiary in the case of Juniper, and as a result, our
investment in Juniper is recorded as an equity investment with our 49% share of its net income recorded as “loss

from investment accounted for by the equity method.”

WARRANTY LIABILITY

Estimated warranty costs are recognized at the time we sell our products and included in cost of revenue. We
use historical failure rates and costs to repair product defects during the warranty period, together with information
on known products to estimate the warranty liability. The ultimate amount payable and the timing will depend on
actual failure rates and the actual cost to repair. We review our warranty provision quarterly and record
adjustments to our assumptions based on the latest information available at that time. Since a number of our
products are new in the market, including the ISL G, which was launched in mid-2007, and our Westport HD
systems, of which approximately 289 units have been shipped as of March 31, 2010, historical data may not
necessarily reflect actual costs to be incurred, and this exposes the Company to potentially significant fluctuations
in liabilities. New product launches require a greater use of judgment in developing estimates until claims
experience becomes available. Product specific experience is typically available four or five quarters after
product launch, with a clear experience trend not evident until eight to twelve quarters after launch. We generally
record warranty expense for new products upon shipment using a factor based upon historical experience from
previous engine generations in the first year, a blend of actual product and historical experience in the second
year and product specific experience thereafter. Adjustments to the warranty provision are recorded in cost of
revenue. During the year, we decreased our warranty provision to reflect new claims experience information
received on CWI products. These changes in estimates are discussed further in the “Cost of Revenue” and

“Gross Margin” sections under “Results of Operation.”
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REVENUE RECOGNITION

Our primary source of revenue is from the sale of CWI spark ignited engines, kits, LNG systems and parts.
Product revenue is recognized when the products are shipped and title passes to the customers and collection is
reasonably assured. Product revenue also includes kit sales, fees earned from performing test services, research
and development activities for third parties, and revenues earned from licensing our technologies to third parties.
Revenue from testing and research and development activities is recognized as the services are performed.
Amounts received in advance of revenue recognition are recorded as deferred revenue. Parts revenue is

recognized when the parts are sold.

INVENTORIES

Inventories consist of fuel systems, component parts, work-in-progress, and finished goods associated with our
Westport HD systems. We carry inventory at the lower of weighted average cost and net realizable value. In
establishing whether or not a provision is required for inventory obsolescence, we estimate the likelihood that
inventory carrying values will be affected by changes in market demand for our products and by changes in
technology, which could make inventory on hand obsolete. We perform regular reviews to assess the impact of
changes in technology, sales trends and other changes on the carrying value of inventory. When we determine
that such changes have occurred and would have a negative impact on the carrying value of inventory on hand,
adequate provisions are recorded. Unforeseen changes in these factors could result in the recognition of

additional inventory provisions.

LONG-TERM INVESTMENTS
Long-term investments are designated as available for sale and recorded at their fair value to the extent a reliable
fair value is determinable. Changes in fair value are recognized in accumulated other comprehensive income. A

decline in value that is considered other than temporary is recognized in net loss for the period.

EQUIPMENT, FURNITURE, AND LEASEHOLD IMPROVEMENTS AND INTELLECTUAL PROPERTY

Generally accepted accounting principles in Canada require that we consider whether or not there has been an
impairment in our long-lived assets, such as equipment, furniture and leasehold improvements and intellectual
property, whenever events or changes in circumstances indicate that the carrying value of the assets may not be
recoverable. If such costs are not recoverable, we are required to write down the assets to fair value. When
quoted market values are not available, we use the expected future cash flows discounted at a rate
commensurate with the risks associated with the recovery of the asset as an estimate of fair value to determine

whether or not a write down is required.
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STOCK-BASED COMPENSATION

We account for stock-based compensation related to stock options and performance share units granted to
employees and directors using the fair value method. The resulting compensation expense for stock options is
calculated using the Black-Scholes valuation method net of estimated forfeitures and is recognized in results from
operations over the period in which the related employee services are rendered. We account for performance
share units by calculating the fair value based on the market price of the Company’s common shares on the date
of grant and record compensation expense in the period it is earned, which generally is the period over which the

units vest.

ADOPTION OF NEW ACCOUNTING STANDARDS

GOODWILL AND INTANGIBLE ASSETS:

On April 1, 2009, we adopted the Canadian Institute of Chartered Accountants (“CICA”) Handbook Section 3064,
Goodwill and Other Intangible Assets, which replaces Section 3062, Goodwill and Other Intangible Assets, and
Section 3450, Research and Development Costs. Section 3064 establishes standards for the recognition,
measurement, presentation and disclosure of goodwill subsequent to its initial recognition and the recognition,
measurement and presentation of intangible assets, including assets developed from research and development
activities, ensuring consistent treatment of all intangible assets whether separately acquired or internally
developed. We adopted this standard on April 1, 2009, but the adoption had no impact on the consolidated

financial statements.

BUSINESS COMBINATIONS, CONSOLIDATED FINANCIAL STATEMENTS AND NON-CONTROLLING INTERESTS

In January 2009, The CICA issued section 1582, Business Combinations, which replaces CICA 1581 and section
1601 “Consolidated Financial Statements”, and section 1602, “Non-controlling Interests”, which together replace
Section 1600. Under Section 1582, the purchase price used in a business combination is based on the fair value
of the shares exchanged at their market price on the date of exchange. Furthermore, virtually all acquisition costs
will be expensed as incurred which are currently capitalized as part of the purchase price. Contingent liabilities
are also recognized at fair value at the date of acquisition and remeasured fair value at each year through net
income until settled. Currently, only contingent liabilities that are resolved and payable are included in the cost to

acquire the business.

10
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In addition, any negative goodwill will be recognized immediately in net income, unlike the current requirement to
eliminate it by reducing net assets in the purchase price allocation. Sections 1601 and 1602 revise and enhance
standards for preparation of consolidated financial statements subsequent to a business combination. All three of
the new CICA handbook sections are effective on January 1, 2011 with prospective application. We plan to early
adopt these sections on April 1, 2010 and apply them to business combinations occurring subsequent to that

date.

NEW ACCOUNTING PRONOUNCEMENTS AND DEVELOPMENTS
Canada’s Accounting Standards Board ratified a strategic plan that will result in Canadian GAAP, as used by
publicly accountable enterprises, being fully converged with International Financial Reporting Standards (“IFRS”)

as issued by the International Accounting Standards Board over a transitional period to be completed by 2011.

We have determined that adopting US GAAP at this time rather than IFRS would be more relevant to our investor
base and less disruptive and less costly as we currently prepare a U.S. GAAP reconciliation in the notes to our
consolidated financial statements and our systems are set-up to capture U.S. GAAP information. Management
expects to transition to US GAAP for our fiscal year starting April 1, 2011, as permitted by Canadian securities
regulatory authorities. We will continue to monitor developments in IFRS standards, and our intent will be to

transition to IFRS if and when adopted in the United States.

DISCLOSURE CONTROLS AND PROCEDURES AND INTERNAL CONTROL OVER FINANCIAL REPORTING
Our disclosure controls and procedures are designed to provide reasonable assurance that relevant information is
gathered and reported to senior management, including the Chief Executive Officer (“CEO”) and the Chief
Financial Officer (“CFQO”), on a timely basis such that appropriate decisions can be made regarding public
disclosures. As of the end of the period covered by this report, we evaluated, under the supervision and with the
participation of management, including the CEO and CFO, the effectiveness of the design and operation of our
disclosure controls and procedures, as defined in Rules 13a-15(e) and 15d-15(e) of the Securities Exchange Act
of 1934, as amended (“Exchange Act”). The CEO and CFO have concluded that as of March 31, 2010, our
disclosure controls and procedures were effective to ensure that information required to be disclosed in reports
we file or submit under the Exchange Act is recorded, processed, summarized and reported within the time
periods specified therein and accumulated and reported to management to allow timely discussions regarding

required disclosure.

We have also designed internal controls over financial reporting to provide reasonable assurance regarding the

reliability of financial reporting and the preparation of financial statements for external purposes in accordance

11
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with Canadian GAAP. No changes were made in our internal control over financial reporting during the year
ended March 31, 2010, that materially affected, or are reasonably likely to materially affect, our internal control
over financial reporting. The CEO and CFO, together with other members of management, are responsible for
establishing and maintaining adequate internal control over the Company’s financial reporting. Internal control
over financial reporting is designed under our supervision, and effected by the Company’s board of directors,
management, and other personnel, to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with accounting principles
generally accepted in Canada and the requirements of the Securities and Exchange Commission in the United
States, as applicable. There are inherent limitations in the effectiveness of internal control over financial reporting,
including the possibility that misstatements may not be prevented or detected. Accordingly, even effective internal
controls over financial reporting can provide only reasonable assurance with respect to financial statement

preparation. Furthermore, the effectiveness of internal controls can change with circumstances.

Management, including the CEO and CFO, has evaluated the effectiveness of internal control over financial
reporting, as defined in Rules 13a—-15(f) and 15d-15(f) of the Exchange Act, in relation to criteria described in
Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (“COSQ”). Based on this evaluation, Management has determined that internal control over financial
reporting was effective as of March 31, 2010. KPMG LLP, our independent registered public accounting firm, has
audited our consolidated financial statements and expressed an unqualified opinion thereon. KPMG has also
expressed an unqualified opinion on the effective operation of our internal control over financial reporting as of

March 31, 2010.

12
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FINANCIAL OVERVIEW

RESULTS FROM OPERATIONS

Revenue
(expressed in thousands of Canadian dollars except for units)

Fiscal years ended March 31

2010 2009 2008
Engine shipments (units) 3,807 3,907 2,684
HPDI Fuel Systems (units 114 131 36
Total Unit shipments 3,921 4,038 2,720
Product revenue 102,049 102,755 55,238
Parts revenue 28,663 19,082 16,298

130,712 121,837 71,536

Product Revenue by Geographic Region
(as a percentage of revenue)

Fiscal years ended March 31

2010 2009 2008
Americas 67% 84% 66%
Asia 14% 4% 18%
Rest of the world 19% 12% 16%

Product revenue for the year ended March 31, 2010 was $102.0 million, down $0.8 million, or 1%, from $102.8
million in the prior fiscal year, on total CWI and LNG product shipments of 3,921 units compared to 4,038 units in
the prior year. On a U.S. dollar basis, the decline was $3.5 million, or 3.4%. CW!I product revenue increased $3.7
million, or 4.1%, in fiscal year 2010 to $94.6 million compared to $90.9 million in fiscal year 2009. CWI product
shipments decreased from 3,907 units in fiscal 2009 to 3,807 units in fiscal 2010. The primary driver for the
increase in CWI product revenue was sales mix as a greater proportion of ISL G units were shipped relative to the
prior year, and this product generally sells for a higher price than B Gas and C Gas units. During fiscal year 2010,
the Canadian dollar strengthened against the U.S dollar by an average of 3% during the year, resulting in lower
growth in Canadian dollar terms by $2.7 million. Kit revenues, which are included in product revenue, decreased
by $1.3 million, or 20.6%, in Fiscal year 2010 to $5.0 million from $6.3 million in fiscal year 2009 because of
timing of shipments relating to customers in India. This was offset by an increase in CWI engine margin primarily
on shipments of B Gas engines by a manufacturer located in India, which increased by approximately $4.0 million

compared with fiscal 2009.

13



tport

rIPETE anagement's Discussion and Analysis

For the year ended March 31, 2010, non-CW!I product revenues decreased by $4.4 million, or 37.8%, from $11.8
million, with 114 HD units shipped in the year, to $7.4 million and 131 units shipped in the prior year. The
revenue decline is due to a reduction in the average selling price, a change in sales mix from an upfit model to a
sale of fuel systems directly to the OEM, as well as lower sales volumes. Non-CWI revenues were also impacted

by the relative strengthening of the Canadian dollar against the U.S. dollar.

For the year ended March 31, 2009, product revenue was $102.8 million, up $47.6 million, or 86%, from $55.2
million in the prior fiscal year, on total CWI and LNG product shipments of 4,038 units compared to 2,720 units in
the prior year. CWI product revenue was up 78% to $90.9 million in fiscal year 2009 compared to $51.0 million in
fiscal 2008. CWI product sales increased from 2,684 units in fiscal 2008 to 3,907 units in fiscal 2009. In U.S.
dollar terms, CWI product revenue increased by US$32.2 million. The U.S. dollar strengthened against the
Canadian dollar by an average of 9.2% during fiscal 2009, resulting in higher growth in Canadian dollar terms. Kit
revenues, which are included in product revenue, increased to $6.3 million from $1.4 million, primarily driven by
an order from a customer in India. Non-CW!I revenues grew from $4.2 million to $11.8 million with 131 LNG units
in fiscal 2009 compared to 36 in fiscal year 2008. In fiscal 2009, non-CW!I revenue included $11.0 million of
product revenue associated with sales of heavy duty LNG systems in North America and Australia as well as $0.8

million in other revenues related primarily to testing services.

Parts revenue

Parts revenue increased in fiscal 2010 by $9.6 million, or 50%, from $19.1 million to $28.7 million in fiscal year
2009. CWI parts revenue increased from $19.0 million in fiscal year 2009 to $25.6 million in fiscal year 2010.
The increase is due to higher sales volumes. Parts revenue is a function of engine population, repair and
maintenance experience, the age of the population and product reliability. Non-CW!I parts revenue increased
from $0.1 million in fiscal year 2009 to $3.0 million in fiscal year 2010 primarily from sales of spark ignited tanks
generated by BWI of $1.8 million. Westport HD also sold $1.1 million in parts as a result of a higher population of

HD units.

For the years ended March 31, 2009 and 2008 part revenue was $19.1 million and $16.3 million, respectively.

The 17.1% increase was attributable primarily to foreign exchange.

Cost of revenue

Cost of revenue for the year ended March 31, 2010 was $89.4 million compared to $91.0 million in the prior year.

CWI cost of revenue decreased from $81.3 million in fiscal year 2009 to $78.9 million in fiscal year 2010 as a
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result of a favourable warranty adjustment of $2.0 million in fiscal year 2010 compared with an unfavourable
adjustment of $4.3 million in the prior year. CWI also negotiated lower selling expenses on certain parts. Non-
CWI cost of revenue increased from $9.7 million to $10.5 million despite a decrease in sales revenue. Cost of
revenue included a charge for inventory obsolescence and campaign accruals of $1.8 million and $0.2,

respectively in fiscal year 2010 compared with $0.1 million and $Nil, respectively in the prior year.

For the year ended March 31, 2009, cost of revenue was $91.0 million compared to $49.0 million in fiscal year
2008. CWI's cost of revenue was $81.3 million and $45.5 million for fiscal years 2009 and 2008, respectively.
The $35.8 million increase was associated primarily with the $42.6 million increase in revenues. However, in the
year ended March 31, 2009, cost of revenue also included an unfavourable warranty adjustment of $4.3 million
associated primarily with the ISL G and L Gas engines. Non-CWI cost of revenue was $9.7 million and $3.5
million, respectively, in the years ended March 31, 2009 and 2008. The change was related primarily to

increasing sales revenue.

Gross margin

Gross margin was $41.4 million in fiscal 2010 compared with $30.8 million in the previous year, and gross margin
percentage was 31.6% in fiscal year 2010 compared with 25.3% in the prior year. CWI gross margin increased
from $28.6 million in fiscal year 2009 to $41.4 million in fiscal year 2010, and the gross margin percentage
increased from 26.0% in fiscal year 2009 to 34.4% in fiscal year 2010. The increase in gross margin percentage
was primarily the result of the favourable adjustment to warranty reserves in fiscal 2010 of $2.0 million compared
to the unfavourable adjustment of $4.3 million in the previous year. The warranty reserve in fiscal 2009 increased
to reflect ISL G claims experience during that year. The accrual rate on new ISL G engine shipments was also
increased in response to fiscal 2009 claims experience. During fiscal 2010, the Company realized more
favourable claims experience in the third and fourth quarters, which resulted in a positive warranty reserve
adjustment and a reduction in the accrual rate on new builds. The remaining difference relates primarily to

changes in business mix and a higher parts margin in fiscal 2010 relative to 2009.

Non-CWI gross margin was slightly below breakeven level in fiscal 2010 compared with $2.2 million in fiscal 2009
and gross margin percentage was -0.2% for fiscal year 2010 compared with 18.5% in the prior year. The
decrease in gross margin percentage was driven by changes in the inventory obsolescence provision and
campaign charges of $1.8 million and $0.2 million, respectively. We adjusted the inventory provision in fiscal year

2010 as a result of a lower proposed selling price on HD systems in fiscal 2011, which is not sufficient to recover
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costs on older key components. We also wrote down and scrapped certain components associated with our

previous upfit model. During fiscal 2010, we moved to a model where we shipped fuel systems directly to OEMs.

For the years ended March 31, 2009 and 2008, gross margins were $30.8 million and $22.5 million, respectively.
Gross margin percentages were 25.3% and 31.5% for those years. CWI gross margin and gross margin
percentage were $28.6 million and 26.0% in fiscal 2009 compared with $21.8 million and 32.4% in fiscal year
2008. Gross margin percentage declined primarily because of higher warranty reserves recorded and a higher
accrual rate recorded on new ISL G units shipped in the year. To reflect warranty claims experience in the year,
CWI increased warranty reserves by $4.3 million, which negatively impacted the margin percentage by 4%. The
remaining change in the CWI margin is attributable to product and geographic sales mix as well as an increase in
kit revenue, which generated a lower margin. Non-CW!I gross margin and gross margin percentages were $2.2
million and 18.5% in fiscal 2009 compared to $0.7 million and 16.7% in fiscal 2008. Gross margins fluctuate with

foreign exchange, product mix and volumes.

Research and development

Research and development expenses, net of program funding, decreased $2.6 million, or 8.4%, to $28.4 million in
fiscal year 2010 from $31.0 million in fiscal year 2009. CWI research and development expense decreased $1.4
million due to an increase in government funding of $0.2 million and a reallocation of personnel to sales and
marketing activities of $1.2 million. Non-CW!I research and development expenses decreased by $1.2 million in
the year ended March 31, 2010. The reduction is primarily attributed to shifts in program costs including a
reduction in OEM integration costs and implementation of cost reduction initiatives, partially offset by lower
government funding and higher stock based compensation. Research and development costs fluctuate with

funding levels and stage of the development program.

Research and development expenses, net of program funding, increased $8.0 million, or 34.8%, in fiscal year
2009 to $31.0 million from $23.0 million in fiscal 2008. CW!I's net research and development expenses increased
by $2.2 million during fiscal 2009. The increase related to $1.1 million of technology royalty fees to Cummins as
the result of higher revenues and $1.1 million of increases in costs related to product development and product
support. During fiscal 2009, non-CWI net research and development expenses increased by $5.7 million.
Government and partner funding decreased by $1.4 million with Industrial Technologies Officer (“ITO”)
contributions fully recognized in the prior year and we also accrued $1.4 million in royalty payments to ITO as per
our funding agreement in the 2009 fiscal year. We also incurred $3.0 million in increased current product

engineering expenses and production and other costs associated with the Westport Assembly Centre. In
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addition, we incurred $2.3 million in costs associated with new product development such as research and testing
associated with meeting 2010 emissions standards for our HPDI units and work associated with our European
OEM and next generation fuel systems. This was offset by completion of the 2007 LNG North America and
Australia product development program during fiscal 2009 reducing costs by $2.4 million compared with fiscal

2008.

Research and Development Expenses
(expressed in thousands of Canadian dollars)

Fiscal years ended March 31

2010 2009 2008
Research and development expenses 29,835 33,003 26,684
Program funding (1,424) (2,021) (3,658)
Research and development, net 28,411 30,982 23,026

General and administrative

General and administrative expenses for the year ended March 31, 2010 increased $4.1 million, or 47.7%, to
$12.7 million from $8.6 million in fiscal year 2009. CWI general and administrative expenses decreased in fiscal
year 2010 by $0.2 million due to a one-time payment of compensation related expenses in the prior year. Non-
CWI general and administrative expenses increased by $4.3 million primarily from an increase in stock-based
compensation of $2.0 as a result of one-time grants and accelerated vesting of certain performance share unit
awards. In addition, the Company incurred additional professional fees of $1.0 million relating to strategic
development activities and an increase of $1.3 million relating to larger allocations of information technology
development, rent and office support costs to research and development expenses in the previous year, and

public company related expenses.

General and administrative expenses for the year ended March 31, 2009 and 2008 were $8.6 million and $6.0
million, respectively. The $2.6 million increase related primarily to $0.9 million associated with increased CWI
expenses, increased stock based compensation costs of $1.0 million, and $0.6 million in increased public

company costs, consulting costs and other costs.
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Sales and marketing

During fiscal year 2010 sales and marketing expenses increased $3.0 million, or 19.9%, to $18.1 million from
$15.1 million in the prior year. CWI sales and marketing expenses increased from $5.7 million in fiscal 2009 to
$8.4 million in fiscal 2010 while non-CWI sales and marketing expenses increased from $9.4 million in fiscal 2009
to $9.8 million in fiscal 2010. The increase in CWI sales and marketing expense is primarily due to a $1.4 million
increase in policy expense associated with customer support on out of warranty engines. There was also a
reallocation of personnel as a result of increased field service and customer support activities from research and
development expense to sales and marketing expense of $1.2 million. Non-CWI sales and marketing expense
increased by $0.4 million primarily due to a higher stock based compensation charge and an increase in current

product support costs.

Sales and marketing expenses for the years ended March 31, 2009 and 2008 were $15.1 million and $10.6
million, respectively. The $4.5 million increase primarily related to additional sales and support costs of $3.4
million associated with our commercial launch of HPDI products and other promotional initiatives and $1.9 million
relating to business development and emerging markets initiatives and OEM integration costs primarily relating to

PACCAR offset by a $0.8 million decrease in CWI sales and marketing expenses.

Foreign exchange gains and losses primarily reflect the realized net gains and losses on foreign currency
transactions and the net unrealized gains and losses on our non-CWI net U.S. dollar denominated assets and
liabilities that are mainly composed of cash and cash equivalents, short-term investments, accounts receivable
and accounts payable. CWI also has foreign exchange exposure on its Canadian dollar denominated
transactions and cash balances. For the year ended March 31, 2010, we recognized a foreign exchange loss of
$0.3 million with the significant foreign currency volatility during the year. This compares to foreign exchange

losses of $0.7 million in fiscal 2009 and $1.3 million in fiscal 2008.

Depreciation and amortization for the years ended March 31, 2010, 2009 and 2008 were $2.1 million, $2.0
million and $1.6 million, respectively. Between 2009 and 2010, the increase in depreciation and amortization of
$0.1 million related primarily to depreciation of research equipment and leasehold improvements owned for a full
year. Between 2008 and 2009, we amortized leasehold improvements and equipment related to our new

production facility, which was completed during the 2009 fiscal year.

Interest on long-term debt and amortization of discount of $2.8 million for the year ended March 31, 2010

related to interest and accretion on the subordinated debenture notes and interest on our demand installment
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loan. In fiscal 2009, there was $1.9 million in interest and amortization of discount related mainly to the
subordinated debenture notes. As the notes were issued on July 3, 2008, expense was recorded for only a
portion of the year. Interest on the debentures was recorded at 9% per annum. Canadian GAAP also required us
to separately allocate the proceeds of the debenture units between the debt component and the warrants.
Accordingly, the value of the debt ($11.4 million) and the value of the warrants ($3.6 million) were calculated
based on each instrument’s relative share value. The amount of the long-term debt is being accreted to its face

value using the effective interest rate method.

Interest on long-term debt and amortization of discount of $1.0 million in the year ended March 31, 2008 related to
the interest and the accretion on $22.1 million of convertible notes issued to funds managed by Perseus LLC.
Prior to the notes being fully converted in July 2007, interest was accrued at 8% per annum, and the amount of

the debt was accreted to its face value using the effective interest rate method.

Interest and other income for the years ended March 31, 2010 and 2009 was $0.4 million and $1.9 million,
respectively. Amounts include interest income on cash and short-term investments as well as gains from the sale
of short-term investments and equipment. The decrease of $1.5 million related to a lower average cash balance
in our cash and short-term investments as well as a lower interest yield as a result of lower interest rates in both
Canada and the United States. For the years ended March 31, 2009 and 2008, interest and other income was
$1.9 million and $1.3 million, respectively. The increase of $0.6 million from 2008 to 2009 related to a higher
average balance in our cash and short-term investments subsequent to the financing associated with our
NASDAQ listing in July 2008 partially offset by lower interest yields particularly in the third and fourth quarters of
fiscal 2009.

Gain on sale of long-term investments in fiscal 2010 relates to the sale of Clean Energy shares and the sale of
our remaining interest in Wild River Resources Ltd. (“Wild River”). The Company sold 184,311 shares of Clean
Energy for net proceeds of $3.8 million resulting in a gain on sale of $2.9 million. As at March 31, 2010, the
Company no longer owns any shares in Clean Energy. We also sold our interest in Wild River for net proceeds of

$0.1 million resulting in a gain of $0.1 million.
In fiscal 2009, we recorded realized gains of $14.3 million related to the sale of Clean Energy shares. In 2008 the

realized gain of $10.7 million related to the sale of Clean Energy shares ($8.0 million) as well as a disposition of a

substantial portion of our interest in Wild River for a net gain on sale of $2.7 million.
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Income tax expense for the year ended March 31, 2010 was $8.9 million, which compares to an expense of $6.5
million for the year ended March 31, 2009. Current income tax expense representing cash taxes payable was
$10.2 million in fiscal 2010 compared with $3.3 million in fiscal 2009, and we recorded a future income tax
recovery of $1.3 million, which compares to an expense of $3.3 million in the prior year. Future income tax
recoveries and expenses arise on the recognition of temporary differences between the carrying amounts and the
tax bases of our assets and liabilities. CWI represents the majority of the tax provision in both fiscal year 2010
and fiscal year 2009 as the provision relating to CWI was $8.6 million and $4.2 million, respectively. CWI has an
effective tax rate of approximately 36% representing federal and state tax liabilities. During the year ended March
31, 2009, CWI utilized its remaining tax losses carried forward from previous years of $14.7 million U.S. dollars.
These losses carried forward had previously been recognized as future tax assets and the majority of the losses
were utilized in the first and second quarters of fiscal year 2009. The portion of the future tax asset relating to
losses carried forward was drawn down to offset current tax expense. The draw down of the future tax asset for
utilized losses was offset by an increase in the warranty liability, which resulted in future tax deductions for CWI.
Non-CWI entities are primarily in a loss positions or have losses carried forward which offset taxable income.
During fiscal years 2010 and 2009, we paid withholding tax on dividends of $0.2 million and $0.5 million,
respectively. During fiscal years 2010 and 2009, there was also future income tax expense related to the sale of
our Clean Energy shares of $0.1 million and $2.2 million, respectively, as a result of reversing a future tax credit

arising on available for sale investments.

For the year ended March 31, 2009, income tax expense was $6.5 million, and for the year ended March 31,
2008, we had income tax recoveries of $4.5 million. Current income tax expense, representing cash taxes
payable in the year, was $3.3 million and $0.2 for fiscal years 2009 and 2008, respectively. Future income tax
expense in fiscal 2009 was $3.2 million while in fiscal 2008 an income tax recovery of $4.7 million was recorded.
As a result of utilizing all of the tax losses carried forward during the third quarter of fiscal year 2009, CWI incurred
current tax expense of $3.0 million in its third and fourth quarter taxable income. In the year ended March 31,
2008, CWI recognized future income tax recoveries of $5.9 million arising from the recognition of future income

tax assets associated with its loss carry-forwards.
The remaining increase in future income tax expense relates to the sale of our Clean Energy shares of $2.2

million and $1.3 million, respectively, in fiscal years 2009 and 2008 resulted from reversing the future tax credit

arising on available for sale investments in prior periods.
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Joint Venture Partners’ share of income from joint ventures of $7.5 million in fiscal year 2010 reflects
Cummins’ 50% share of CWI's net income and also includes BTIC’s 50% share of BWI's net income in the period.
In fiscal year 2010, Cummins’ share of CWI net income was $7.6 million and BTIC's share of BWI was a loss of

$0.1 million.

In fiscal year 2009, the joint venture partners’ share of income from joint ventures of $4.2 million reflected
Cummins’ 50% share of CWI's net income after tax and also included BTIC’s 50% share of BWI's net income in
the period. In fiscal year 2009, Cummins’ share of CWI net income was $3.9 million and BTIC's share of BWI net
income was $0.3 million. For the year ended March 31, 2008, $5.6 million reflects Cummins’ 50% share of CWI's

net income after tax and also includes BTIC's 50% share of BWI's net loss in the period, or $0.3 million.

CAPITAL REQUIREMENTS, RESOURCES AND LIQUIDITY

As at March 31, 2010, our cash, cash equivalents and short-term investment position was $105.9 million, an
increase of $23.2 million from March 31, 2009. Cash and cash equivalents consist of guaranteed investment
certificates, term deposits and bankers acceptances with maturities of 90 days or less when acquired. Short-term
investments consist of investment grade bankers’ acceptances, term deposits and commercial paper. We invest
primarily in short-term paper issued by Schedule 1 Canadian banks, R1 high rated corporations and

governments.

For the year ended March 31, 2010, our cash used in operations was $22.1 million. Cash used in operations
before changes in non-cash working capital, a non-GAAP measure, was $25.1 million. Changes in non-cash
working capital for the year contributed $3.0 million. The $3.0 million change in working capital for the year ended
March 31, 2010 was impacted positively by cash inflows from a reduction in inventory balances of $5.8 million,
increases in warranty liability of $1.2 million, increases in deferred revenue of $1.7 million, and increases in
accounts payable and accrued liabilities of $0.3 million. This was offset by changes in accounts receivable of $6.0
million. Cash used in investing activities included $0.3 million invested in equipment, furniture and leasehold
improvements. We also increased our net advances to Cummins by $4.8 million, and CWI paid Cummins a
dividend of $4.2 million. We expect Cummins will continue to borrow funds from CWI's excess cash each quarter.
We also repaid $1.2 million against our non-recourse loan with Clean Energy and $1.3 million against our demand

installment loan.
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During the year ended March 31, 2010, we funded our operations from the sale of our Clean Energy shares and
our stake in Wild River amounting to proceeds of $3.8 million, and through our public offering resulting in cash of

$57.4 million, net of $3.4 million of share issuance costs.

Foreign exchange negatively impacted cash and cash equivalents by $6.1 million as the relative value of the

Canadian dollar increased relative to the U.S. dollar by 19% over the fiscal year.

Our plan is to use our current cash, cash equivalents and short-term investments, our share of CWI profits and
borrowings under our credit facility to fund our committed milestones and obligations for our current programs.
We will also continue to seek third party and government funding on commercially acceptable terms to offset
costs of our investments; however, there are no guarantees that we will be successful in obtaining third party

funding on acceptable terms or at all.

Our $13 million credit facility with our bank has been drawn down by our demand installment loan of $3.3 million
and is subject to and limited by financial covenants, which may prevent us from drawing against the full amount of
the line. As at March 31, 2010, we had access to the full amount of the line. During the year, our interest rate

payable on our credit facility was prime plus 0.25% for borrowings up to $5 million.

Westport's capital requirements will vary depending on a number of factors, including the timing and size of
orders for our LNG systems, our ability to successfully launch products on time, our supply chain and
manufacturing requirements, our success in executing our business plan, relationships with current and potential
strategic partners, commercial sales and margins, product reliability, progress on research and development
activities, capital expenditures and working capital requirements. We also continue to review investment and
acquisition opportunities on a regular basis for technologies, businesses and markets that would complement our
own products or assist us in our commercialization plans. Significant new orders, expanded engine programs,
acquisitions or investments could require additional funding. If such additional funding is not available to us, if
expected orders do not materialize or are delayed, or if we have significant overspending in our programs, we
may be required to delay, reduce or eliminate certain research and development activities, reduce or cancel
inventory orders, and possibly forego new program, acquisition or investment opportunities. Any of those
circumstances could potentially result in a delay of the commercialization of our products in development and

could have an adverse effect on our business, results of operations, liquidity and financial condition.
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This “Capital Requirements, Resources and Liquidity” section contains certain forward looking statements. By
their nature, forward-looking statements require us to make assumptions and are subject to inherent risks and
uncertainties. Readers are encouraged to read the “Forward Looking Statements and Basis of Presentation”
sections of this MD&A, which discusses forward-looking statements and the “Risks and Uncertainties” section of

this MD&A and of our Annual Information Form.

SHARES OUTSTANDING

For the years ended March 31, 2010, 2009 and 2008, the weighted average number of shares used in calculating
the loss per share was 34,133,247, 30,268,947, and 25,167,966, respectively. During the year ended March 31,
2010, we granted 406,262 stock options and 105,084 performance share units relating to our long-term incentive
programs. As part of the debenture units issued on July 3, 2008, we also issued 771,428 warrants with a strike
price of $18.73 and 46,118 broker warrants with a strike price of $16.10. We also issued 790,614 warrants with a
strike price of $10.65 to the Government of Canada, as required under our funding agreement. The warrants
issued to the Government of Canada were exercised on April 14, 2010 for net proceeds of $8.4 million. The
shares, share options and performance share units outstanding and exercisable as at the following dates are

shown below:

March 31, 2010 May 27, 2010
Weighted Weighted
average average
Number exercise price  Number exercise price
$ $
Shares outstanding 38,494,575 39,409,436
Share Options
- Qutstanding 1,051,589 8.13 962,101 7.90
- Exercisable 550,471 8.44 460,983 8.02
Performance Share Units
- Qutstanding 1,194,913 N/A 1,194,913 N/A
- Exercisable 182,495 N/A 182,495 N/A
Warrants
- Outstanding and exercisable 1,608,160 14.68 771,378 18.72

SUMMARY OF QUARTERLY RESULTS AND DISCUSSION OF FOURTH QUARTER 2010
Our revenues and operating results can vary significantly from quarter to quarter depending on the timing of

product deliveries, product mix, product launch dates, research and development project cycles, timing of related
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government funding and foreign exchange impacts. Net loss has and can vary significantly from one quarter to
another depending on operating results, gains and losses from investing activities, stock-based compensation

awards, recognition of tax benefits and other similar events.

The following table provides summary unaudited financial data for our last eight quarters:

Selected Quarterly Operations Data (unaudited)
Three months ended 30-Jun-08  30-Sep-08  31-Dec-08  31-Mar-09 | 30-Jun-09  30-Sep-09  31-Dec-09  31-Mar-10
Units shipped 1,078 1,460 824 676 622 1,053 1,202 1,044
Average foreign exchange rate (C$:US$) $ 101 $ 1.04 $ 121 $ 1251$% 116 $ 110 $ 1.06 $ 1.02
(expressed in thousands of Canadian dollars except per share)
Product revenue $ 21428 $ 34332 $ 25448 $ 21547 |$ 19329 $ 23991 $ 30,158 $ 28571
Parts revenue $ 4,081 $ 4,680 $ 5,606 $ 4,715 | $ 5614 $ 7,680 $ 8239 $ 7,130
Total revenue $ 25509 $ 39012 $ 31054 $ 26262|% 24943 $ 31671 $ 38397 $ 35701
Gross margin $ 8,339 $ 9,226 $ 6,321 $ 6,930 | $ 6,396 $ 7992 $ 15083 $ 11,889
33% 24% 20% 26% 26% 25% 39% 34%
Net income (loss) for the period $ (3463) $ 676 $ (8,928) $ (12,710)|$ (9,189) $ (8,984) $  (7,279) $ (12,184)
Earnings (loss) per share:
Basic $ 0.13) $ 0.02 $ 0.28) $ 0.43)| $ 0.29) $ (0.28) $ 0.21) $ (0.32)
Diluted $ 0.13) $ 0.02 $ (0.28) $ (0.43)| $ 0.29) $ (0.28) $ 0.21) $ (0.32)
Cash from (used in) operations before change in $ (2548) $ (3947) $ (8,283) $ (10,842)|$ (7,132) $ (6,869) $ (2,369) $  (8,711)
non-cash operating working capital
Company's 100% share of CWI net income $ 3234 % 2,800 $ 258 $ 1540 | $ 1,312 $ 2,092 $ 5878 $ 5,840
Joint Venture Partner's share of CWI net income 1,617 1,400 $ 129 $ 770 | $ 656 $ 1,046 $ 2,939 $ 2,920

THREE MONTHS ENDED MARCH 31, 2010 AND 2009

Our total consolidated revenue for the three months ended March 31, 2010 was $35.7 million, an increase of $9.4
million, or 35.7%, from $26.3 million in the same period in fiscal year 2009. On a U.S. dollar basis, consolidated
revenue increased by 63.8% as the Canadian dollar strengthened against the U.S. dollar by approximately 16%
for the period. CWI product revenue was up $4.6 million as unit sales increased from 671 units to 998 units
primarily as the result of increased volume of ISL G sales. CWI parts revenue also increased by $1.7 million
quarter over quarter due to an increase in units in service and price increases on certain parts. Non-CWI
revenues increased by $3.1 million with 46 HD systems shipped in the fourth quarter of fiscal 2010 compared with

5 in the comparative quarter. Westport HD sales included 14 units shipped to Australia and 32 within North

America.

Net loss for the three months ended March 31, 2010 was $12.2 million compared to net loss of $12.7 million in the
three months ended March 31, 2009. Our share of CWI net income increased $2.1 million from $0.8 million to
$2.9 million primarily because of increased revenues and a higher gross margin percentage. CW!I gross margin

increased by $5.4 million on higher revenues, and gross margin percentages increased from 28.8% in the fourth
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quarter of fiscal 2009 to 40.3% in fiscal 2010 as the result of more favourable warranty experience and an
increase in parts margin as a result of CWI negotiating lower selling expenses on certain parts. CWI operating
expenses (research and development, sales and marketing and general and administrative expenses) decreased
by $0.6 million because of government funding of $0.2 million received in the fourth quarter of 2010 from the Gas
Technology Institute as well as a reduction in materials spending of $0.3 million and policy expenditures of $0.1
million compared with the fourth quarter of fiscal 2009. CWI's income tax expense increased by $1.7 million due

to higher margins and lower operating expenses.

Non-CWI net loss increased $1.6 million from $13.5 million to $15.1 million. Non-CWI Gross margins decreased
$0.6 million in the fourth quarter of fiscal 2010 compared with fiscal 2009 on higher sales volume offset by an
inventory write-down of $1.6 million for obsolescence and scrap. Non-CWI operating expenses increased by $2.9
million compared with the fourth quarter of fiscal 2009. The increase relates to general and administrative
expenses rising from $2.3 million to $4.9 million quarter over quarter. We incurred a one time cost on settling
contractual obligations to our former President and Chief Operating Officer which resulted in a charge of $1.8
million. We also incurred $0.7 in additional professional fees and outside services costs. The increase in other
operating expenses compared with the fourth quarter of fiscal 2009 related to an increase in current product

support costs offset by one-time integration costs incurred in the fourth quarter of the prior fiscal year.
We also recognized a gain on sale of Clean Energy shares of $2.9 million in the current quarter compared with a
gain on sale of $0.4 million in the fourth quarter of fiscal 2009. The remaining change relates primarily to higher

foreign exchange losses in the current quarter compared to the fourth quarter of the prior year.

CONTRACTUAL OBLIGATIONS AND COMMITMENTS

Carrying  Contractual
amount cashflows <1lyear 1-3years 3-5years >5years

Accounts payable and accrued liabilities 13,902 13,902 13,902 - - -
Demand instalment loan 3,295 3,403 1,385 1,993 25 -
Short term debt 163 - - - - -
Subordinated debenture notes 12,727 17,025 1,350 15,675 - -
Other long-term debt 348 359 139 219 1 -
Operating lease commitments - 4,381 1,404 2,179 798 -
Royalty payments 1,350 29,685 3,856 3,040 2,700 20,089

Investment in Joint Venture 4,464 4,464

31,785 73,219 26,500 23,106 3,524 20,089
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CONTRACTUAL COMMITMENTS
Capital lease obligations related primarily to office equipment, have terms of two to five years and have interest
rates ranging from 1.15% to 6.17%. Operating lease commitments represent our future minimum lease payments

under leases related primarily to our operating premises and office equipment.

DEMAND INSTALLMENT LOAN
As of March 31, 2010, we had $3.3 million in a demand installment loan outstanding, down $1.3 million from $4.6
million as at March 31, 2009. The loan is drawn against our line of credit and bears interest at prime plus 0.25%

for amounts under $5.0 million with further rate reductions applying above $5.0 million.

SHORT-TERM DEBT
Short-term debt is repayable on the sale of certain product. The Company has assumed these sales will take

place within one year.

SUBORDINATED DEBENTURE NOTES
Subordinated debenture notes bear interest at 9% per annum and mature on July 3, 2011. Interest is payable
semi-annually and the principal repayment amount is repayable on maturity. The Company has the option to

redeem at 110% of the principal amount after 18 months from the date of issuance.

ROYALTY PAYMENTS

Royalty payments include annual royalties payable to ITO as outlined in “Government Funding” below as well as
a technology access royalty fee payable from CWI to Cummins which is equal to 2.75% of engine revenue to a
cumulative maximum of $10.6 million (US$10.4 million). As of March 31, 2010, US$7.6 million has been paid and

US$2.8 million remains outstanding.

INVESTMENT IN JOINT VENTURE
The investment in joint venture relates to our commitment to a 30-year joint venture agreement with Weichai
Power and Hong Kong Peterson to form WWI. Under the terms of the WWI joint venture agreement, our initial

investment is expected to be approximately $4.5 million (30 million RMB), equaling a 35% equity interest in WWI.
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Contingent off-balance sheet arrangements

GOVERNMENT FUNDING

We are continually exploring strategic opportunities to work with governments to provide them with alternative fuel
solutions. As a result of our government partnerships, we recognized $1.4 million in government funding in 2010

compared with $2.0 million in fiscal 2009 and $3.7 million in fiscal 2008. Under certain repayment terms, we are

obligated to repay royalties as follows:

AGREEMENT

DESCRIPTION

ROYALTIES

TERM

INDUSTRIAL
TECHNOLOGIES
OFFICE (FORMERLY

Fund 30% of the eligible
costs of, among other
research projects, the

Annual royalties equal to
the greater of $1,350,000
or 0.33% of annual gross

Fiscal 2010 to fiscal 2015,
inclusive; royalty period
may be extended until the

TECHNOLOGY adaptation of Westport's revenues from all earlier of March 31, 2018
PARTNERSHIPS technology to diesel sources, provided that or until cumulative
CANADA) engines, up to $18.9 gross revenues exceed royalties total

million. $13.5 million. $28,189,000.
DEPARTMENT OF Funded $1 million for 1% of revenues from Earlier of 10 years from

NATURAL RESOURCES

CANADA

demonstration of a low
emissions natural gas
power generator in
Grande Prairie, Alberta.

future sales of natural gas
engines for power
generators.

project completion date
(August 30, 2004), or
when cumulative royalties
total $1 million.

As at March 31, 2010, royalties of $1.4 million relating to ITO were paid and an additional $1.4 million was

accrued during the year.

Business Risks and Uncertainties

An investment in our business involves risk and readers should carefully consider the risks described in our
Annual Information Form and other filings on www.sedar.com and www.sec.gov. Our ability to generate revenue
and profit from our technologies is dependent on a number of factors, and the risks discussed in our Annual
Information Form, if they were to occur, could have a material impact on our business, financial condition,
liquidity, results of operation or prospects. While we have attempted to identify the primary known risks that are
material to our business, the risks and uncertainties discussed in our Annual Information Form may not be the
only ones we face. Additional risks and uncertainties, including those that we do not know about now or that we
currently believe are immaterial may also adversely affect our business, financial condition, liquidity, results of

operation or prospects. A full discussion of the risks impacting our business is contained in the Annual
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Information Form for the year ended March 31, 2010 under the heading “Risks” and is available on SEDAR at

www.sedar.com.

NON-GAAP MEASURES

We use certain non-GAAP measures to assist in assessing our financial performance and liquidity. Non-GAAP
measures do not have any standardized meaning prescribed by GAAP and are therefore unlikely to be
comparable to similar measures presented by other companies. Non-GAAP measures and reconciliations to

financial statement line items for the periods indicated are as follows:

Cash flows from operations before changes in non-cash working capital
(expressed in thousands of Canadian dollars)
2010 2009 2008
Cash flows from operations:
Loss for the year $ (37,636) $ (24,425) $ (10,315)
Items not involving cash:
Depreciation and amortization 2,128 1,978 1,550
Stock-based compensation expense 4,827 2,246 664
Future income tax recovery (1,341) 3,245 (4,691)
Change in deferred lease inducements (74) (321) (251)
Gain on sale of long term investments (2,972) (14,275) (10,659)
Joint Venture Partner’s share of income from joint venture 7,453 4,221 5,564
Loss from investment accounted for by the equity method 1,078 1,021 -
Interest on long-term debt, amortization of discount and other 1,409 866 690
Other 47 (181) (146)
Cash flows from operations before changes in non-cash operating working capital $ (25,081) $ (25,625) $ (17,594)
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KPMG LLP Telephone (604) 691-3000

Chartered Accountants Fax (604) 691-3031
PO Box 10426 777 Dunsmuir Street Internet www.kpmg.ca
Vancouver BC V7Y 1K3

Canada

AUDITORS’ REPORT TO THE SHAREHOLDERS

We have audited the consolidated balance sheets of Westport Innovations Inc. (the Company) as at
March 31, 2010 and 2009 and the consolidated statements of operations, comprehensive income
(loss), shareholders’ equity and cash flows for each of the years in the three-year period ended
March 31, 2010. These financial statements are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards and
the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform an audit to obtain reasonable assurance whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the
financial position of the Company as at March 31, 2010 and 2009 and the results of its operations
and its cash flows for each of the years in the three-year period ended March 31, 2010 in accordance
with Canadian generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the Company’s internal control over financial reporting as of
March 31, 2010, based on the criteria established in Internal Control-Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway Commission (COSO), and our report
dated May 27, 2010 expressed an unqualified opinion on the effectiveness of the Company'’s internal
control over financial reporting.

KPMG LLP (signed)

Chartered Accountants

Vancouver, Canada
May 27, 2010

KPMG LLP is a Canadian limited liability partnership and a member firm of the KPMG
network of independent member firms affiliated with KPMG International Cooperative
("KPMG International”), a Swiss entity.

KPMG Canada provides services to KPMG LLP.
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KPMG LLP Telephone (604) 691-3000
Chartered Accountants Fax (604) 691-3031
PO Box 10426 777 Dunsmuir Street Internet www.kpmg.ca
Vancouver BC V7Y 1K3

Canada

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING
FIRM

To the Shareholders and Board of Directors of
Westport Innovations Inc.

We have audited Westport Innovation Inc.’s (the Company) internal control over financial reporting as
of March 31, 2010, based on the criteria established in Internal Control-Integrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The
Company’s management is responsible for maintaining effective internal control over financial
reporting and for its assessment of the effectiveness of internal control over financial reporting,
included in the accompanying management’s report on Disclosure Controls and Procedures and
Internal Controls Over Financial Reporting. Our responsibility is to express an opinion on the
Company’s internal controls over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether effective internal control over financial reporting was
maintained in all material respects. Our audit included obtaining an understanding of internal control
over financial reporting, assessing the risk that a material weakness exists, and testing and
evaluating the design and operating effectiveness of internal control based on the assessed risk. Our
audit also included performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company’s
internal control over financial reporting includes those policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the Company’s assets that could have a material effect on the financial statements.

KPMG LLP is a Canadian limited liability partnership and a member firm of the KPMG
network of independent member firms affiliated with KPMG International Cooperative
("KPMG International”), a Swiss entity.

KPMG Canada provides services to KPMG LLP.



s

Westport Innovations Inc.
Page 2

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to
the risk that controls may become inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over
financial reporting as of March 31, 2010, based on the criteria established in Internal Control-
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO).

We also have conducted our audits on the consolidated financial statements in accordance with
Canadian generally accepted auditing standards and the Standards of Public Company Accounting
Oversight Board (United States). Our report dated May 27, 2010 expressed an unqualified opinion
on those consolidated financial statements.

KPMG LLP (signed)

Chartered Accountants

Vancouver, Canada
May 27, 2010



WESTPORT INNOVATIONS INC.

Consolidated Balance Sheets

(Expressed in thousands of Canadian dollars)

March 31, 2010 and 2009

2010 2009
Assets
Current assets:
Cash and cash equivalents $ 71,594 39,043
Short-term investments 34,257 43,576
Accounts receivable (note 5) 11,570 6,417
Loan receivable (note 19(a)) 13,505 11,234
Inventories (note 4) 8,175 13,982
Prepaid expenses 1,307 1,387
Current portion of future income tax assets (note 18(b)) 5,069 4,451
145,477 120,090
Long-term investments (note 5) - 1,935
Equipment, furniture and leasehold improvements (note 6) 6,209 7,712
Intellectual property (note 7) 287 430
Future income tax assets (note 18(b)) 4,144 5,337
$ 156,117 135,504
Liabilities and Shareholders’ Equity
Current liabilities:
Accounts payable and accrued liabilities $ 13,902 14,359
Deferred revenue 891 546
Demand installment loan (note 8) 3,295 4,642
Short-term debt (note 9) 163 1,614
Current portion of long-term debt (note 10) 139 17
Current portion of warranty liability 12,082 12,222
30,472 33,400
Warranty liability 9,199 12,369
Long-term debt (note 10) 12,936 11,353
Other long-term liabilities (note 11) 5,271 4,821
Joint Venture Partners’ share of net assets of joint ventures
(note 19) 13,344 12,603
71,222 74,546
Shareholders’ equity:
Share capital (note 13):
Authorized:
Unlimited common shares, no par value
Unlimited preferred shares in series, no par value
Issued:
38,494,475 (2009 — 32,040,540) common shares 376,710 311,855
Other equity instruments (note 16) 12,293 12,319
Additional paid in capital 5,260 5,263
Accumulated deficit (309,521) (271,885)
Accumulated other comprehensive income 153 3,406
84,895 60,958
Commitments and contingencies (notes 12 and 20)
$ 156,117 135,504
See accompanying notes to consolidated financial statements.
Approved on behalf of the Board:
“Henry Bauermeister” Director “John A. Beaulieu” Director




WESTPORT INNOVATIONS INC.

Consolidated Statements of Operations

(Expressed in thousands of Canadian dollars, except share and per share amounts)

Years ended March 31, 2010, 2009 and 2008

2010 2009 2008
Product revenue 102,049 $ 102,755  $ 55,238
Parts revenue 28,663 19,082 16,298
130,712 121,837 71,536
Cost of revenue and expenses:
Cost of revenue 89,352 91,020 49,023
Research and development (notes 15(c) and 17) 28,411 30,982 23,026
General and administrative (note 15(c)) 12,728 8,575 6,033
Sales and marketing (note 15(c)) 18,102 15,071 10,550
Foreign exchange loss 348 682 1,287
Depreciation and amortization 2,128 1,978 1,550
Bank charges, interest and other 450 469 280
151,519 148,777 91,749
Loss before undernoted (20,807) (26,940) (20,213)
Loss from investment accounted for by the equity
method (1,078) (1,021) -
Interest on long-term debt and amortization of
discount (2,758) (1,879) (986)
Interest and other income 383 1,882 1,316
Gain on sale of long-term investments (note 5) 2,972 14,275 10,659
Loss before income taxes and Joint Venture
Partners’ share of income from joint ventures (21,288) (13,683) (9,224)
Income tax recovery (expense) (note 18):
Current (10,236) (3,276) (218)
Future 1,341 (3,245) 4,691
(8,895) (6,521) 4,473
Loss before Joint Venture Partners’ share of income
from joint ventures (30,183) (20,204) (4,751)
Joint Venture Partners’ share of net income from
joint ventures (note 19) (7,453) (4,221) (5,564)
Loss for the year (37,636) $ (24,425) $ (10,315)
Basic and diluted loss per share (1.10) $ (0.81) $ (0.41)
Weighted average common shares outstanding -
Basic and diluted 34,133,247 30,268,947 25,167,966

See accompanying notes to consolidated financial statements.



WESTPORT INNOVATIONS INC.

Consolidated Statements of Comprehensive Income (Loss)
(Expressed in thousands of Canadian dollars)

Years ended March 31, 2010, 2009 and 2008

2010 2009 2008
Loss for the year $ (37,636) $ (24,425) $ (10,315)
Other comprehensive income (loss)
Unrealized gain on available for sale securities, net of tax
of $nil (2009 - $323); (2008 -$181) - 1,781 645
Reclassification of net realized gains on available for sale
securities to net loss, net of tax of $77 (2009 - $2,454); (540) (12,119) (6,799)
(2008 - $1,345)
Cumulative translation adjustment (2,494) 3,659 -
Reclassification of realized foreign exchange gain on
payment of dividend by joint venture (219) (793) -
(3,253) (7,472) (6,154)
Comprehensive loss $ (40,889) $ (31,897) $  (16,469)

See accompanying notes to consolidated financial statements.



WESTPORT INNOVATIONS INC.

Consolidated Statements of Shareholders’ Equity
(Expressed in thousands of Canadian dollars, except share amounts)

Years ended March 31, 2010, 2009 and 2008

Accumulated other

Common Share Other equity Additional paid Accumulated Comprehensive Shareholders’
shares capital instruments in capital deficit income equity
Balance, April 1, 2007 21,624,594 232,830 12,352 5,301 (236,382) 17,032 31,133
Issue of common shares on exercise of stock options 232,024 1,967 - (762) - - 1,205
Issue of common shares on exercise of performance share units 60,383 390 (390) - - - -
Issue of common shares on conversion of subordinated convertible notes and
settlement of accrued interest 4,831,801 21,759 (7,569) - (763) - 13,427
Issue of common shares on exercise of warrants 668,191 1,420 (1,420) - - - -
Share issuance costs - (164) - - - - (164)
Stock-based compensation - - 106 558 - - 664
Net loss for the year - - - - (10,315) - (10,315)
Other comprehensive loss - - - - - (6,154) (6,154)
Balance, March 31, 2008 27,416,993 258,202 3,079 5,097 (247,460) 10,878 29,796
Issue of common shares on exercise of stock options 104,669 939 - (357) - - 582
Issue of common shares on exercise of performance share units 3,947 23 (23) - - - -
Issue of common shares on settlement of accrued interest 14,931 249 - - - - 249
Issue of common shares on public offering (note 13) 4,500,000 57,348 - - - - 57,348
Share issuance costs - (4,906) - - - - (4,906)
Value of warrants issued with long-term debt - - 3,847 - - - 3,847
Value of warrants issued to settle obligation to issue warrants - - 4,000 - - - 4,000
Financing costs incurred - - (307) - - - (307)
Stock-based compensation - - 1,723 523 - - 2,246
Net loss for the year - - - - (24,425) - (24,425)
Other comprehensive loss - - - - - (7,472) (7,472)
Balance, March 31, 2009 32,040,540 311,855 12,319 5,263 (271,885) 3,406 60,958
Issue of common shares on exercise of stock options 389,580 3,998 - (1,455) - - 2,543
Issue of common shares on exercise of performance share units 601,855 3,401 (3,401) - - - -
Issue of common shares on public offering (note 13) 5,462,500 60,840 - - - - 60,840
Share issuance costs - (3,384) - - - - (3,384)
Stock-based compensation - - 3,375 1,452 - - 4,827
Net loss for the year - - - - (37,636) - (37,636)
Other comprehensive loss - - - - - (3,253) (3,253)
Balance, March 31, 2010 38,494,475 $ 376,710 $ 12,293 $ 5,260 $ (309,521) $ 153 $ 84,895

See accompanying notes to consolidated financial statements.



WESTPORT INNOVATIONS INC.

Consolidated Statements of Cash Flows
(Expressed in thousands of Canadian dollars)

Years ended March 31, 2010, 2009 and 2008

2010 2009 2008
Cash flows from operating activities:
Loss for the year (37,636) $ (24,425) (10,315)
Iltems not involving cash:
Depreciation and amortization 2,128 1,978 1,550
Stock-based compensation expense 4,827 2,246 664
Future income tax expense (recovery) (1,341) 3,245 (4,691)
Change in deferred lease inducements (74) (321 (251)
Gain on sale of long-term investments (2,972) (14,275) (10,659)
Joint Venture Partners’ share of net income
from joint ventures 7,453 4,221 5,564
Loss from investment accounted for
by the equity method 1,078 1,021 -
Accretion of long-term debt 1,409 866 690
Other 47 (181) (146)
Changes in non-cash operating working capital:
Accounts receivable (6,046) 1,004 3,853
Inventories 5,807 (4,962) (6,204)
Prepaid expenses 53 (354) (250)
Accounts payable and accrued liabilities 346 5,545 2,343
Deferred revenue 1,680 2,948 (133)
Warranty liability 1,188 12,168 2,186
(22,053) (9,276) (15,799)
Cash flows from investing activities:
Purchase of equipment, furniture and leasehold
improvements (256) (5,904) (1,690)
Proceeds on disposition of equipment, furniture and
leasehold improvements - - 609
Sale (purchase) of short-term investments, net 8,753 (27,024) 6,725
Disposition of long-term investments 3,811 19,379 17,977
Advances on loans receivable (18,298) (18,948) (6,774)
Repayment on loans receivable 13,509 17,307 -
Investment in joint venture - (1,500) -
Proceeds from joint venture partner - - 425
Leasehold inducement - 325 -
7,519 (16,365) 17,272
Cash flows from financing activities:
Proceeds from demand installment loan - 500 5,000
Payments on demand installment loan (1,347) (1,634) (837)
Increase in short-term debt - 170 5,995
Payments on short-term debt (1,205) (5,449) -
Payments on bank loan and other long-term debt (47) (103) (6,814)
Issuance of debenture notes - 15,000 -
Finance costs incurred - (1,006) -
Shares issued for cash 63,383 57,930 1,205
Share issuance costs (3,384) (4,906) (164)
Dividends paid to joint venture partner (4,218) (9,259) -
53,182 51,243 4,385
Effect of foreign exchange on cash and cash equivalents
(6,097) 5,881 -
Increase in cash and cash equivalents 32,551 31,483 5,858
Cash and cash equivalents, beginning of year 39,043 7,560 1,702
Cash and cash equivalents, end of year 71594 $ 39,043 7,560




WESTPORT INNOVATIONS INC.

Consolidated Statements of Cash Flows, Continued
(Expressed in thousands of Canadian dollars)

Years ended March 31, 2010, 2009 and 2008

2010 2009 2008
Supplementary information:
Interest paid $ 1,588 956 473
Taxes paid 9,181 1,771 479
Non-cash transactions:
Purchase of equipment, furniture and leasehold
improvements by assumption of capital lease
obligation 343 50 -
Shares issued on exercise of performance share
units 3,401 23 390
Shares issued on conversion of debt - - 21,115
Shares issued for settlement of interest on
convertible notes - 249 644
Broker warrants issued with subordinated debt
(note 10(b)) - 284 -
Shares issued on cashless exercise of warrants - - 1,420
Warrants issued on obligation to settle warrants
(note 14) - 4,000 -

See accompanying notes to consolidated financial statements.



WESTPORT INNOVATIONS INC.

Notes to Consolidated Financial Statements
(Expressed in thousands of Canadian dollars except share and per share amounts)

Years ended March 31, 2010, 2009 and 2008

2.

Company organization and operations:

Westport Innovations Inc. (the "Company") was incorporated under the Business Corporations Act (Alberta)
on March 20, 1995.

The Company is involved in the research, development and commercialization of environmental
technologies, including high-pressure direct injection (“HPDI”) combustion technology that allows diesel
engines to operate on cleaner burning gaseous fuels such as natural gas without sacrificing performance or
fuel economy. The Company also has a joint venture interest in Cummins Westport Inc. (“CWI”), a joint
venture with Cummins Inc. (“Cummins”), formed in 2001 (note 19(a)). CWI develops, supports and markets
a comprehensive product line of low-emission, high performance engines and ancillary products using
proprietary intellectual property developed by the Company and Cummins.

These consolidated financial statements have been presented on a going concern basis, which assumes
the realization of assets and the settlement of liabilities in the normal course of operations. To date, the
Company has financed its operations primarily by equity and debt financing, sale of investments, its share of
operating cash flows from CWI, and margins on the sale of products and parts. If the Company does not
have sufficient funding from internal or external sources, it may be required to delay, reduce or eliminate
certain research and development programs and forego acquisition of certain equipment. The future
operations of the Company are dependent upon its ability to produce, distribute and sell an economically
viable product to attain profitable operations.

Significant accounting policies:
(@) Basis of presentation:

The consolidated financial statements include the accounts of the Company, its wholly owned
subsidiaries and variable interest entities for which the Company is considered the primary beneficiary.
Intercompany balances and transactions have been eliminated.

Interests in variable interest entities are consolidated by the Company if the Company is the primary
beneficiary. The Company has identified CWI and BTIC Westport Inc. (“BWI”) as variable interest
entities and determined that the Company is the primary beneficiary. Accordingly, the Company has
consolidated these entities. The 50% interest held by the Company’s joint venture partners is reflected
as “Joint Venture Partners’ share of net assets of joint ventures” in these consolidated financial
statements.

These consolidated financial statements are presented in accordance with Canadian generally
accepted accounting principles, which conform in all material respects with accounting principles
generally accepted in the United States, except as outlined in note 24.

Certain comparative amounts have been reclassified to conform with the presentation adopted in the
current period.



WESTPORT INNOVATIONS INC.

Notes to Consolidated Financial Statements
(Expressed in thousands of Canadian dollars except share and per share amounts)

Years ended March 31, 2010, 2009 and 2008

2.

Significant accounting policies (continued):

(b)

(c)

()

Cash and cash equivalents:

Cash and cash equivalents includes cash, term deposits, bankers acceptances and guaranteed
investment certificates with maturities of ninety days or less when acquired. Cash equivalents are
considered as held for trading and recorded at fair value with changes in fair value recognized in the
consolidated statements of operations.

Short-term investments:

Short-term investments, consisting of investment grade commercial paper, banker acceptances,
bearer deposit notes, guaranteed investment certificates and other term deposits are considered
available for sale and recorded at fair value with changes in fair value recognized in accumulated other
comprehensive income until realized. A decline in value that is considered other than temporary is
recognized in net loss for the period.

Accounts and loans receivable

Accounts receivable and loans receivable are measured at amortized cost. An allowance for doubtful
accounts is recorded based on a review of specific accounts deemed uncollectible. Account balances
are charged against the allowance in the period in which it is considered probable that the receivable
will not be recovered.

Inventories:

The Company’s inventory consists of the Company’s fuel system products (finished goods), work-in-
progress, purchased parts and assembled parts. Inventories are recorded at the lower of cost and net
realizable value. Cost is determined based on the lower of weighted average cost and net realizable
value. The cost of fuel system product inventories, assembled parts and work-in-progress includes
materials, labour and production overhead including depreciation. An inventory obsolescence
provision is provided to the extent cost of inventory exceeds net realizable value. In establishing the
amount of the inventory obsolescence provision, management estimates the likelihood that inventory
carrying values will be affected by changes in market demand and technology, which would make
inventory on hand obsolete.

Equipment, furniture and leasehold improvements:

Equipment, furniture and leasehold improvements are stated at cost. Depreciation is provided as

follows:

Assets Basis Rate
Computer equipment and software Straight-line 3 years
Furniture and fixtures Straight-line 5 years
Machinery and equipment Straight-line 8 years
Leasehold improvements Straight-line Lease term




WESTPORT INNOVATIONS INC.

Notes to Consolidated Financial Statements
(Expressed in thousands of Canadian dollars except share and per share amounts)

Years ended March 31, 2010, 2009 and 2008

2.

Significant accounting policies (continued):

(9

(h)

(k)

Long-term investments:

Long-term investments are designated as available for sale and recorded at their fair value to the
extent a reliable fair value is determinable. Changes in fair value are recognized in accumulated other
comprehensive income (loss). A decline in value that is considered other than temporary is recognized
in net loss for the period. The Company records investments in which it has significant influence using
the equity basis of accounting.

Financial liabilities:

Accounts payable and accrued liabilities, demand installment loan, short-term debt, and long-term debt
are measured at amortized cost. Transaction costs relating to long-term debt are netted against the
liability on initial recognition and are amortized using the effective interest rate method. For debt
instruments containing a debt and equity component, the proceeds received are allocated between the
debt and equity components based on their relative fair values.

Research and development costs:

Research costs are expensed as incurred and are recorded net of government funding received or
receivable. Development costs are deferred only if they meet certain stringent criteria generally related
to technical feasibility, market definition and financing availability for future development; otherwise,
development costs are expensed as incurred. Related investment tax credits reduce research and
development expenses in the same year in which the related expenditures are charged to earnings or
loss, provided there is reasonable assurance the benefits will be realized. As at March 31, 2010 and
2009, no development costs had been deferred.

Government assistance:

The Company periodically applies for financial assistance under available government incentive
programs, which is recorded in the period it is received or receivable. Government assistance relating
to the purchase of equipment, furniture and leasehold improvements is reflected as a reduction of the
cost of such assets. Government assistance related to research and development activities is
recorded as a reduction of the related expenditures.

Intellectual property:

Intellectual property, consisting primarily of the cost of acquired patents, licenses and other intellectual
property, is amortized over their estimated useful lives, which currently does not exceed seven years.



WESTPORT INNOVATIONS INC.

Notes to Consolidated Financial Statements
(Expressed in thousands of Canadian dollars except share and per share amounts)

Years ended March 31, 2010, 2009 and 2008

2.

Significant accounting policies (continued):

V)

(m)

(n)

Impairment of long-lived assets:

The Company reviews for impairment of long-lived assets, including equipment, furniture, and
leasehold improvements and intellectual property, to be held and used whenever events or changes in
circumstances indicate that the carrying amount of the assets may not be recoverable. If such
conditions exist, assets are considered impaired if the sum of the undiscounted expected future cash
flows expected to result from the use and eventual disposition of an asset is less than its carrying
amount. An impairment loss is measured at the amount by which the carrying amount of the asset
exceeds its fair value. When quoted market prices are not available, the Company uses the expected
future cash flows discounted at a rate commensurate with the risks associated with the recovery of the
asset as an estimate of fair value.

Warranty liability:

Estimated warranty costs are recognized at the time the Company sells its products and are included
in cost of revenue. The Company provides warranty coverage on products sold for a period of two
years from the date the products are put into service by customers. Warranty liability represents the
Company’s best estimate of warranty costs expected to be incurred during the warranty period.
Furthermore, the current portion of warranty liability represents the Company’s best estimate of the
costs to be incurred in the next twelve-month period. The Company uses historical failure rates and
cost to repair defective products together with known information to estimate the warranty liability. New
product launches require a greater use of judgment in developing estimates until claims experience
becomes available. Product specific experience is typically available four or five quarters after product
launch, with a clear experience trend not evident until eight to twelve quarters after launch. The
Company records warranty expense for new products upon shipment using a factor based upon
historical experience from previous engine generations in the first year, a blend of actual product and
historical experience in the second year and product specific experience thereafter. The ultimate
amount payable by the Company and the timing will depend on actual failure rates and cost to repair
failures of its products. Since a number of the Company’s products are new in the market, historical
data may not necessarily reflect actual costs to be incurred and may result in significant fluctuations in
the warranty liability.

Extended warranty:

The Company sells extended warranty contracts that provide coverage in addition to the basic two year
coverage. Proceeds from the sale of these contracts are deferred and amortized over the extended
warranty period commencing at the end of the basic warranty period. On a periodic basis,
management reviews the estimated warranty costs expected to be incurred related to these contracts
and recognizes a loss to the extent such costs exceed the related deferred revenue.

10
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Notes to Consolidated Financial Statements
(Expressed in thousands of Canadian dollars except share and per share amounts)

Years ended March 31, 2010, 2009 and 2008

2.

Significant accounting policies (continued):

(0)

Revenue recognition:

Product and parts revenue is recognized when the products are shipped and title passes to the
customer. Revenue also includes fees earned from performing research and development activities
for third parties, as well as technology license fees from third parties. Revenue from research and
development activities is recognized as the services are performed. Revenue from technology license
fees is recognized over the duration of the licensing agreement. Amounts received in advance of the
revenue recognition criteria being met are recorded as deferred revenue.

Income taxes:

The Company uses the asset and liability method of accounting for income taxes. Under this method,
future income tax assets and liabilities are determined based on temporary differences between the
accounting and tax basis of the assets and liabilities and for loss carry forwards and are measured
using the tax rates expected to apply when these tax assets and liabilities are recovered or settled.
The effect on future tax assets and liabilities of a change in tax rate is recognized in income in the
period that includes the substantive enactment date. A valuation allowance is recorded against any
future income tax asset if it is not “more likely than not” that the benefit of these assets will be realized.

Stock-based compensation plans:

The Company has a stock option plan, which is described in note 15(a). The Company accounts for
stock-based compensation related to stock options granted to employees and directors using the fair
value method. The resulting compensation expense is calculated using the Black-Scholes valuation
method net of estimated forfeitures and is recognized in results from operations over the vesting
period. The Company has an employee share purchase plan, which is described in note 15(b). The
Company matches the employees’ contribution and recognizes this cost as an expense in the period it
is incurred.

The Company has a Performance Share Unit (“PSU”) Plan as described in note 15(c). The value of
the units is calculated based on the market price of the Company’s common shares on the date of
grant and is recorded as compensation expense in the period earned, which generally is the period
over which the PSUs vest.

Post-retirement benefits:

The Company has implemented a group registered retirement savings plan (“RRSP”) in which full-time
employees of the Company are eligible to participate. Eligible employees may make contributions up
to their personal eligible contribution limit under the Canadian Income Tax Act. The Company
contributes up to a maximum combined total of 5% of the employee’s regular base pay to the RRSP
and/or the employee share purchase plan and recognizes this cost as an expense in the period it is
incurred. During the year ended March 31, 2010, the Company recognized $635 (2009 - $580; 2008 -
$418) of expense associated with the RRSP.

11
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(Expressed in thousands of Canadian dollars except share and per share amounts)

Years ended March 31, 2010, 2009 and 2008

2.

Significant accounting policies (continued):

(s)

)

(u)

Currency translation:

The functional currency of the Company is the Canadian dollar. Monetary items denominated in foreign
currency are translated into Canadian dollars at exchange rates in effect at the balance sheet date and
non-monetary items are translated at rates of exchange in effect when the assets were acquired or
obligations incurred. Revenue and expenses are translated at rates in effect at the time of the
transactions. Foreign exchange gains and losses are included in results from operations.

The functional currency of CWI is the United States dollar. The assets and liabilities of CWI are
translated into Canadian dollars at the year-end exchange rate. Revenue and expenses are translated
at the average quarterly exchange rate. The resulting translation gains and losses are included in
accumulated other comprehensive income within shareholders’ equity. Prior to April 1, 2008, CWI’s
functional currency was considered to be the Canadian dollar and foreign exchange gains and losses
were recorded in the statement of operations.

Use of estimates:

The preparation of financial statements requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities, disclosure of contingent liabilities at the date of the
financial statements, and the reported amounts of revenue and expenses during the period.
Significant areas requiring the use of estimates include amortization of equipment, furniture and
leasehold improvements, the determination of future cash flows and discount rates for impairment of
long-lived assets, valuation of inventories, valuation of long-term investments, valuation of future
income tax assets and the determination of warranty liability. Actual results could differ from estimates
used in the preparation of the consolidated financial statements.

Loss per share:

Basic loss per share is calculated using the weighted average number of shares outstanding during the
period. Diluted loss per share is computed similarly to basic loss per share, except the weighted
average number of shares outstanding is increased to include additional shares from the assumed
exercise of conversion options, stock options, warrants and performance share units, if dilutive. For
stock options, warrants and performance units, the number of additional shares is calculated by
assuming that outstanding stock options, warrants and performance share units were exercised at the
beginning of the year or when granted and the proceeds from such exercises were used to repurchase
shares of common stock at the average market price during the period. For conversion options, the
Company uses the if-converted method, which assumes the exercise of options occurs at the
beginning of the year or when granted. For all periods presented, diluted loss per share does not differ
from basic loss per share as the impact of dilutive securities is anti-dilutive.

12



WESTPORT INNOVATIONS INC.

Notes to Consolidated Financial Statements
(Expressed in thousands of Canadian dollars except share and per share amounts)

Years ended March 31, 2010, 2009 and 2008

3.  Accounting changes:

(@)

Adoption of new accounting standards:
Goodwill and Intangible Assets:

On April 1, 2009, the Company adopted CICA Handbook Section 3064, which replaces Section 3062,
Goodwill and Other Intangible Assets, and Section 3450, Research and Development Costs. Section
3064 establishes standards for the recognition, measurement, presentation and disclosure of goodwill
subsequent to its initial recognition, and the recognition, measurement and presentation of intangible
assets, including assets developed from research and development activities, ensuring consistent
treatment of all intangible assets, whether separately acquired or internally developed. The Company
adopted this standard on April 1, 2009, and the adoption had no impact on the consolidated financial
statements.

Financial instruments — presentation and disclosures:

In 2009, the Company adopted the amendments to CICA Section 3862, Financial Instruments —
Disclosures. The amendments resulted in enhanced disclosures regarding the fair value measurement
of financial instruments and are included in note 22. The adoption of these amendments had no
impact on the Company’s results from operations, financial position or cash flows.

Future accounting changes:
Business combinations, consolidated financial statements and non-controlling interests

In January 2009, The CICA issued Section 1582, Business Combinations, which replaces CICA 1581
and Section 1601, Consolidated Financial Statements, and Section 1602, Non-controlling Interests,
which together replace Section 1600. Under Section 1582, the purchase price used in a business
combination is based on the fair value of the shares exchanged at their market price on the date of
exchange. Furthermore, acquisition costs will be expensed as incurred, which are currently capitalized
as part of the purchase price. Contingent liabilities are also recognized at fair value at the date of
acquisition and remeasured fair value at each year through net income until settled. Currently, only
contingent liabilities that are resolved and payable are included in the cost to acquire the business.

Any negative goodwill will be recognized immediately in net income, unlike the current requirement to
eliminate it by reducing net non-monetary assets in the purchase price allocation. Sections 1601 and
1602 revise and enhance standards for preparation of consolidated financial statements subsequent to
a business combination. All three of the new CICA handbook sections are effective on January 1,
2011 with prospective application. The Company plans to early adopt these sections on April 1, 2010
and apply them to business combinations occurring subsequent to that date.

13



WESTPORT INNOVATIONS INC.

Notes to Consolidated Financial Statements
(Expressed in thousands of Canadian dollars except share and per share amounts)

Years ended March 31, 2010, 2009 and 2008

3. Accounting changes (continued):
(b)  Future accounting changes (continued):
Basis of presentation:

Canada’s Accounting Standards Board has ratified a strategic plan that will result in Canadian GAAP,
as used by publicly accountable enterprises, being fully converged with International Financial
Reporting Standards (“IFRS”) as issued by the International Accounting Standards Board over a
transitional period. Full adoption of IFRS is required for all publicly accountable enterprises for fiscal
years beginning on or after January 1, 2011. The Company is currently planning to adopt accounting
principles generally accepted in the United States of America (‘US GAAP”) as permitted by Canadian
Securities regulatory authorities effective April 1, 2011 and adopt IFRS if and when IFRS and US
GAAP converge. Material differences between Canadian GAAP, as applied by the Company, and US
GAAP are disclosed in note 24.

4. Inventories:

2010 2009

Purchased parts $ 6,741 $ 10,088
Assembled parts 1,998 2,051
Work-in-process 794 638
Finished goods 522 1,317
Obsolescence provision (1,880) (112)
$ 8,175 $ 13,982

During the year ended March 31, 2010, the Company recorded write-downs to net realizable value of
approximately $1,768 (2009 - $146; 2008 - nil) for obsolescence and scrap. There were no reversals of
write-downs recorded in any year presented.

During the year ended March 31, 2010, the Company recognized $72,504 (2009 - $66,755; 2008 - $43,252)
related to inventoriable items in cost of sales.

5. Long-term investments:

2010 2009

Clean Energy Fuels Corp. (a) $ - $ 1,416
Juniper Engines Inc. (b) - 479
Other investments - 40
$ - $ 1,935

(@) During the year ended March 31, 2010, the Company sold its remaining 184,311 shares (2009 —
1,178,760; 2008 - 746,275 shares) of Clean Energy Fuels Corporation (“CEFC”), an owner and
operator of natural gas refueling facilities, for net proceeds of $3,682 (2009 - $19,379; 2008 - $11,236)
resulting in a gain on sale of $2,884 (2009 - $14,275; 2008 - $8,005).

14



WESTPORT INNOVATIONS INC.

Notes to Consolidated Financial Statements
(Expressed in thousands of Canadian dollars except share and per share amounts)

Years ended March 31, 2010, 2009 and 2008

5.

Long-term investments (continued):

(b)

(c)

The Company has a 49% interest in Juniper Engines Inc. (“Juniper”), a jointly controlled company that
designs, produces and sells alternative fuel engines in the sub-5 litre class for global applications.

The Company has determined that Juniper is a variable interest entity. However, the Company is not
the primary beneficiary and accounted for its interest in Juniper using the equity method.

During the year ended March 31, 2010, the Company recognized a loss of $1,078 (2009 - $1,021;
2008 - nil) as loss from investment accounted for by the equity method. Accumulated equity losses
exceeded the Company'’s initial investment in Juniper by $599 as at March 31, 2010. The Company
has continued to recognize its share of the losses of Juniper as it is the Company’s intention to
continue to finance Juniper for the foreseeable future. These losses have been funded on an ongoing
basis as the Company has paid these costs on behalf of Juniper. The Company has $1,098 of
accounts receivable due from Juniper related to milestone payments as set out in the joint venture
agreement.

The Company had a 0.2% interest in Wild River Resources Ltd. (“WRRL") at March 31, 2009 and
2008. During the year ended March 31, 2008, the Company disposed of substantially all of its interest
in WRRL for proceeds of $6,741 resulting in a gain on disposal of $2,654. On July 2, 2009, Wild River
Resources Ltd. (“WRRL") entered into an arrangement agreement with Crescent Point Energy Trust
(“CPET”) to exchange CPET trust units for WRRL common shares. As a result of the arrangement,
WRRL and CPET formed Crescent Point Energy Corp. (“CPEC”), a publicly listed company on the
Toronto Stock Exchange. The Company received 3,780 shares of CPEC in exchange for its 25,000
shares of WRRL. During the year ended March 31, 2010, the Company sold all of its remaining 3,780
shares of CPEC for net proceeds of $129 resulting in a gain on sale of $88.

Equipment, furniture and leasehold improvements:

Accumulated Net book

2010 Cost amortization value
Computer equipment and software $ 6,982 $ 6,198 $ 784
Furniture and fixtures 1,562 1,167 395
Machinery and equipment 20,938 16,907 4,031
Leasehold improvements 9,564 8,565 999
$ 39,046 $ 32,837 $ 6,209

Accumulated Net book

2009 Cost amortization value
Computer equipment and software $ 6,883 $ 5,550 $ 1,333
Furniture and fixtures 1,711 1,163 548
Machinery and equipment 20,555 16,047 4,508
Leasehold improvements 9,551 8,228 1,323
$ 38,700 $ 30,988 $ 7,712
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Years ended March 31, 2010, 2009 and 2008

10.

Equipment, furniture and leasehold improvements (continued):

As at March 31, 2010, equipment with a cost of $453 (2009 - $256) and a net book value of $399 (2009 -
$31) is held under capital lease. During the year ended March 31, 2010, the Company wrote off leasehold
improvements with a carrying value of $47.

Intellectual property:

2010 2009

Cost $ 4,321 $ 4,321
Accumulated amortization (4,034) (3,891)
$ 287 $ 430

The intellectual property will be amortized over its expected remaining useful life of two years at an annual

amortization rate of $143.

Demand installment loan:

The Company has a credit facility for maximum borrowings of $13,000. Borrowings may be drawn in the
form of demand installment loans, bankers acceptances, lease financing, letters of credit, foreign exchange
contracts, corporate credit cards and operating lines of credit. Outstanding amounts of the demand
installment loans drawn under this credit facility bear interest at prime plus 0.25% for borrowings up to
$5,000 with further rate reductions for amounts in excess of $5,000. The principal amount is repayable over
a 60-month period or upon demand by the bank. At March 31, 2010, the outstanding amount payable of
$3,295 (2009 - $4,642) is included in current liabilities as it is repayable on demand by the bank.

Short-term debt:

The Company entered into an agreement with Clean Energy Finance, LLC (“CEF”), a wholly owned
subsidiary of CEFC, whereby CEF may advance the Company up to US$6,000 to produce approximately 75
LNG systems. The loan is non-interest bearing, unsecured and repayable on receipt of proceeds from the
sale of these units. As at March 31, 2010, $163 remained outstanding.

Long-term debt:

2010 2009

Capital lease obligations (a) $ 348 $ 52
Subordinated debenture notes (b) 12,727 11,318
13,075 11,370

Current portion (139) (17)
$ 12,936 $ 11,353
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10. Long-term debt (continued):

(@)

(b)

The Company has capital lease obligations that have terms of two to five years at interest rates
ranging from 2.13% to 6.17%. The capital lease obligations require the following minimum annual
payments during the respective fiscal years:

2011 $ 139
2012 135
2013 84
2014 1
359

Amount representing interest (11)
$ 348

On July 3, 2008, the Company completed the sale and issue of 15,000 debenture units of the
Company for total gross proceeds of $15,000. Each debenture unit consisted of one unsecured
subordinated debenture note in the principal amount of $1 bearing interest at 9% per annum and 51
common share purchase warrants exercisable into common shares of the Company at any time for a
period of two years from the date of issue at $18.73. The Company has the option to redeem the
debentures at any time at 110% of the principal amount. Interest is payable semi-annually and the
debentures mature on July 3, 2011. Of the $15,000 gross proceeds received, the Company assigned
$11,436 to the debenture notes and $3,564 to the warrants based on each instrument’s relative fair
value. The amount assigned to the debenture notes is being accreted to the principal amount using
the effective interest rate of 23% over the term to maturity and the warrants are included in other
equity instruments.

11. Other long-term liabilities:

2010 2009

Deferred lease inducements (a) $ 210 $ 284
Deferred revenue (b) 5,061 4,537
$ 5,271 $ 4,821

Deferred lease inducements include leasehold improvements and other costs funded by the lessor and
amounts related to lease contracts with escalating lease payments. The amounts related to leasehold
improvements funded by the lessor are amortized on a straight-line basis over the term of the lease as
a reduction to rent expense. For lease contracts with escalating lease payments, total rent expense
for the lease term is expensed on a straight line basis over the lease term. The difference between
amounts expensed and amounts paid is recorded as an increase or reduction in deferred lease
inducements.
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11.

12.

13.

Other long-term liabilities (continued):

(b) The Company receives cash in advance of revenue recognition criteria being met, including upfront
fees, customer deposits, fees for research and development activities, and extended warranty
contracts. These items are included in deferred revenue and are recognized into earnings over the
contract period as research and development activities are completed or over the warranty period as
applicable.

Government assistance:

From time to time, the Company enters into agreements for financial assistance with government agencies.
During the years ended March 31, 2010, 2009 and 2008, government assistance of $1,424, $2,021 and
$3,658, respectively, was received or receivable by the Company, which has been recorded as a reduction
of related research and development expenditures (note 17).

Included in the above amounts is funding of nil (2009 - nil; 2008 - $1,351) from Industry Canada’s Industrial
Technologies Office (“ITO”) (formerly Technology Partnerships Canada) and $nil remains receivable from
ITO at March 31, 2010 (2009 - $946; 2008 - $946). Under the terms of an agreement with ITO, from fiscal
2009 to fiscal 2015, inclusive, the Company is obligated to pay annual royalties equal to the greater of $1.35
million or 0.33% of the Company’s annual revenue provided that gross revenue exceeds $13.5 million in any
of the aforementioned fiscal years. The royalty payment period may be extended until the earlier of
March 31, 2018 or until cumulative royalties total $28.2 million. As at March 31, 2010, $2,700 (2009 -
$1,350) in royalties have been paid or are payable of which $1,350 (2009-$1,350) remains accrued in
accounts payable and accrued liabilities. In addition, the Company was required to provide ITO with
common share purchase warrants having a value of $4,000 as at September 30, 2008 calculated based on
the Black-Scholes option pricing model. These warrants were issued in October 2008. The warrants were
exercised subsequent to year end (note 25).

The Company is also obligated to pay royalties to the Government of Canada’s Department of Natural
Resources relating to funding received in prior years. The royalty to the Department of Natural Resources is
1% of future revenue from engines for power generators until the earlier of ten years from the project
completion date (August 30, 2004) or when cumulative royalties total $1,000. As at March 31, 2010, there
has been no revenue from the sales of engines for power generators; therefore, no royalty payments have
been paid or are payable.

Share capital:

On August 14, 2008, the Company filed a prospectus in Canada and a registration statement on Form F-10
with the U.S. Securities and Exchange Commission in connection with its initial public offering of 4,500,000
common shares in the United States at approximately $12.74 (US$12.00) per share. Gross proceeds
totaled $57,348 (US$54,000). The Company also incurred share issuance costs of $4,906.

On December 17, 2009, the Company issued 5,462,500 common shares at a price of $11.13 (US $10.50)
per share. Gross proceeds totaled $60,840 (US $57,356), and the Company incurred share issuance costs
of $3,384.
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14.

15.

Obligation to issue warrants:

Under the terms of the agreement with ITO, the Company was obligated to issue warrants at September 30,

2008 with a fair value of $4,000 based on the Black-Scholes option pricing model.

The value of these

warrants was recognized on a straight-line basis from the date of the original agreement to September 30,
2006, the original issuance date. In October 2008, 790,614 warrants with an exercise price of $10.65 were
issued to ITO. The fair value of the warrants granted was calculated based on a Black-Scholes option
pricing model using the 5-day weighted average stock price at September 30, 2008.

Stock options and other stock-based plans:

(@)

Share options:

The Company has an incentive share option plan for employees, directors, officers and consultants.
Options are granted with an exercise price of not less than the market price of the Company’s common
shares on the date immediately prior to the date of grant. The exercise period of the options may not

exceed eight years from the date of grant. Vesting periods of the options are at the discretion of the

Board of Directors and may be based on fixed terms, achieving performance milestones, or reaching

specified share price targets.

A summary of the status of the Company’s share option plan as of March 31, 2010, 2009 and 2008

and changes during the years then ended is presented as follows:

2010 2009 2008
Weighted Weighted Weighted
average average average
Number of exercise Number of exercise Number of exercise
shares price shares price shares price
Outstanding, beginning
of year 1,136,163 $ 7.32 1,235,799 $ 6.96 1,493,998 $ 6.68
Granted 406,262 10.79 39,280 13.73 71,428 9.31
Exercised (389,635) 6.53 (104,669) 5.57 (232,024) 5.28
Cancelled/expired (101,201) 15.87 (34,247) 7.66 (97,603) 8.22
Outstanding, end of year 1,051,589 $ 8.13 1,136,163 $ 7.32 1,235,799 $ 6.96
Options exercisable,
end of year 550,471 $ 8.44 786,282 $ 7.53 833,296 $ 7.77
Number Weighted Number
outstanding, average Weighted exercisable Weighted
March 31, remaining average March 31, average
Range of exercise prices 2010 contractual life  exercise price 2010 exercise price
$ 3.22t0 $ 3.96 20,935 4.0 $ 3.54 13,793 $ 3.33
413to 4.87 81,009 3.9 4.46 61,012 4.40
525t0 5.99 436,475 3.1 5.30 161,115 5.32
6.13to 9.14 140,017 3.0 8.46 137,160 8.49
10.33to 11.55 302,216 4.2 11.11 131,454 11.11
13.79to 29.23 70,937 4.8 17.74 45,937 18.42
$ 3.22t0 $29.23 1,051,589 3.60 $ 8.13 550,471 $ 8.44

19



WESTPORT INNOVATIONS INC.

Notes to Consolidated Financial Statements
(Expressed in thousands of Canadian dollars except share and per share amounts)

Years ended March 31, 2010, 2009 and 2008

15.

Stock options and other stock-based plans (continued):

(a)

(b)

(©)

Share options (continued):

During the year ended March 31, 2010, the Company recognized $1,452 (2009 - $523; 2008 - $558) in
stock-based compensation related to stock options. The fair value of the options granted was
determined using the Black-Scholes option pricing model using the following weighted average
assumptions: expected dividend yield - nil% (2009 - nil%, 2008 - nil%); expected stock price volatility —
78.7% (2009 - 61.0%, 2008 - 56.1%); risk free interest rate — 1.60% (2009 — 2.74%, 2008 — 3.71%);
expected life of options — 3.3 years (2009 — 4.0 years, 2008 — 4.0 years). The weighted average grant
date fair value was $5.78 for options granted for the year ended March 31, 2010 (2009 - $6.65, 2008 -
$4.38).

Employee share purchase plan:

The Company has an employee share purchase plan (“ESPP”) in which full-time employees of the
Company are eligible to participate. Eligible employees may make contributions to the ESPP of up to
10% of their regular base pay. The Company contributes up to a maximum combined total of 5% of
the employee's regular base pay to the employee’s RRSP and/or ESPP. Shares contributed to the
ESPP are purchased by the Company on a semi-monthly basis in the open market. Shares purchased
on behalf of the employee with the employee’s contribution vest with the employee immediately.
Shares purchased with the Company’s contribution vest on December 31st of each year, so long as
the employee is still employed with the Company.

Performance share units:

At the Company's 2006 annual general meeting, the Company’s shareholders ratified and approved
the Amended and Restated Unit Plan, originally approved in 2003, and reserved 2,142,857 common
shares under this plan. Each performance share issued pursuant to the Amended and Restated Unit
Plan is exercisable into one common share of the Company for no additional consideration. Any
employee, contractor, director or executive officer of the Company who is selected by the Board of
Directors of the Company is eligible to participate in the Amended and Restated Unit Plan. The
Executive and Senior Management Total Compensation Program sets out provisions where the Units
will be granted to the Company’s executive management if performance milestones are achieved as
determined at the discretion of the Human Resources and Compensation Committee of the
Company’s Board of Directors in consultation with the Company’s management.

These performance milestones are focused on achievement of key cash management, profitability and
revenue growth objectives. Vesting periods for each Unit granted pursuant to the Amended and
Restated Unit Plan is at the discretion of the Board of Directors and may include time based, share
price or other performance targets.

The value assigned to issued Units and the amounts accrued are recorded as other equity
instruments. As Units are exercised and the underlying shares are issued from treasury of the
Company, the value is reclassified to share capital. During the year ended March 31, 2010, the
Company recognized $3,375 (2009 - $1,723; 2008 - $106) of stock-based compensation associated
with the 2001 PSU Plan and the Amended and Restated Unit Plan.
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15. Stock options and other stock-based plans (continued):
(c)  Performance share units (continued):

Stock-based compensation associated with the Unit plans and the stock option plan is included in
operating expenses as follows:

2010 2009 2008

Research and development $ 637 $ 283 $ 87
General and administrative 3,430 1,457 465
Sales and marketing 760 506 112
$ 4,827 $ 2,246 $ 664

A summary of the status of the PSU'’s issued under the Amended and Restated Unit Plan, as of March
31, 2010, 2009 and 2008, and changes during the years then ended is as follows:

Units

Outstanding, March 31, 2007 589,474
Units exercised (60,383)
Units granted 553,900
Outstanding, March 31, 2008 1,082,991
Units exercised (3,947)
Units granted 667,815
Units cancelled (16,889)
Outstanding, March 31, 2009 1,729,970
Units exercised (601,855)
Units granted 105,084
Units cancelled (38,286)
Outstanding, March 31, 2010 1,194,913

As at March 31, 2010, 182,495 PSUs are vested and exercisable.
16. Other equity instruments:

2010 2009

Value assigned to Performance Share Units (note 15(c)) $ 4,752 $ 4,778
Value assigned to warrants (note 10(b) and 14) 7,541 7,541
$ 12,293 $ 12,319

The value assigned to warrants represents 790,614 warrants issued to ITO with a fair value of $4,000 (note
14) and 771,428 warrants with an assigned value of $3,564 and 46,118 broker warrants with an assigned
value of $284 issued as part of the debenture units net of transaction costs of $307 (note 10(b)).
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17.

18.

Research and development expenses:

Research and development expenses are recorded net of program funding received or receivable. For the
years ending March 31, 2010, 2009 and 2008, the following research and development expenses had been
incurred and program funding received or receivable:

2010 2009 2008
Research and development expenses $ 29,835 $ 33,003 $ 26,684
Program funding (note 12) (1,424) (2,021) (3,658)
Research and development $ 28,411 $ 30,982 $ 23,026

Income taxes:

(@) The Company’s income tax recovery differs from that calculated by applying the combined Canadian
federal and provincial statutory income tax rates for manufacturing and processing companies of
29.6% (2009 - 30.8%; 2008 — 33.3%) as follows:

2010 2009 2008
Loss before income taxes and Joint Venture
Partners’ share of income from joint ventures $ 21,288 $ 13,683 $ 9,224
Expected income tax recovery $ 6,301 $ 4,207 $ 3,075
Reduction (increase) in income taxes resulting from:
Non-deductible interest on long-term debt and
amortization of discount (417) (273) (141)
Non-deductible stock-based compensation (1,430) (690) (221)
Non-deductible expenses (33) (54) (45)
Withholding taxes (212) (218) -
Change in enacted rates (1,037) (2,341) (1,508)
Foreign tax rate differences, foreign exchange (998) (1,279) (426)
and other adjustments
Change in valuation allowance (11,069) (5,873) 3,739
$ (8,895) $ (6,521) $ 4,473
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18.

Income taxes (continued):

(b)

(c)

The tax effects of the significant temporary differences that comprise tax assets and liabilities at March
31, 2010 and 2009 are as follows:

2010 2009
Future tax assets:
Net operating loss carry forwards $ 27,774 $ 16,220
Long-term investments - 163
Intellectual property 1,605 1,685
Equipment, furniture and leasehold improvements 1,351 806
Financing and share issuance costs 1,811 1,526
Warranty liability 7,484 8,607
Deferred revenue 1,981 1,647
Capital lease obligations 87 13
Total gross future tax assets 42,093 30,667
Valuation allowance (32,880) (20,879)
Total future tax asset $ 9,213 $ 9,788
Allocated as follows:
Current future tax assets $ 5,069 $ 4,451
Long-term future tax asset 4,144 5,337
Total future tax asset $ 9,213 $ 9,788

In determining the valuation allowance, management considers whether it is more likely than not that
some portion or all of the future tax assets will not be realized. The ultimate realization of future tax
assets is dependent on the generation of income during the future periods in which those temporary
differences become deductible. Since evidence does not exist that future income tax assets will be
fully realized, a valuation allowance has been recorded.

Current tax expense for the year ended March 31, 2010 of $10,024 (2009 - $2,816, 2008 - $218) is
payable outside of Canada, primarily in the United States and $212 (2009 - $460, 2008 — Nil is payable
within Canada. Future income tax recovery of $1,418 (2009 — expense of $1,114; 2008 — recovery of
$5,855) relates to temporary differences in the United States and future tax expense of $77 (2009 —
$2,131; 2008 —$1,164) relates to tax expense in Canada related to gains on sale of available for sale
investments previously recognized in AOCI.

The Company has non-capital loss carry forwards in Canada available to offset future taxable income,
which expire as follows:

2014 $ 2,703
2015 2,508
2026 2,354
2027 10,993
2028 19,885
2029 25,026
2030 39,093

$ 102,562

The Company has non-capital loss carry forwards in the United States available to offset future taxable
income. Of theses losses, $299 expire in 2028 and $1,425 expire in 2029.
23



WESTPORT INNOVATIONS INC.

Notes to Consolidated Financial Statements
(Expressed in thousands of Canadian dollars except share and per share amounts)

Years ended March 31, 2010, 2009 and 2008

19. Investment in Joint Ventures:
2010 2009
Cummins Westport Inc. (a) $ 12,973 $ 12,124
BTIC Westport Inc. (b) 371 479
$ 13,344 $ 12,603

(a)

Cummins Westport Inc.:

The Company entered into a joint venture with Cummins on March 7, 2001. The joint venture, CWI,
was formed to explore a range of product and technology opportunities using natural gas as the
primary fuel. The Company provided personnel, financing and key technologies for the venture, while
Cummins provided an existing product line, manufacturing, product distribution and customer service
functions, as well as key management and engineering personnel.

From inception until December 31, 2003, the Company was responsible for all capital contributions to
fund operations. Initially and to December 31, 2003, the Company owned 100% of the common shares
and Cummins owned 100% of the non-participating preferred shares, which were convertible into
common shares for no consideration at the option of Cummins.

On December 16, 2003, the Company and Cummins amended the joint venture agreement to have
CWI focus on and develop markets for alternative fuel engines. In addition, the two companies signed
a Technology Partnership Agreement that creates a flexible arrangement for future technology
development between Cummins and the Company. Under the terms of the amended joint venture
agreement, Cummins exercised the conversion feature of the preferred shares effective January 1,
2004. However, the Company remained responsible for funding the profit and loss of CWI through
CWI’s fiscal 2004 year for the period January 1 to December 31, 2004. Based on its economic interest
in CWI, the Company continued to consolidate 100% of the results of operations from CWI until
December 31, 2004. Cummins has agreed to manufacture engines for CWI's business and transfer
the engines to CWI at cost. In consideration for this service, CWI agreed to pay Cummins a
technology royalty access fee equal to 2.75% to a cumulative maximum of US$10.4 million. As at
March 31, 2010, CWI has paid royalties totaling US$7.6 million.

Subsequent to December 31, 2004, Cummins shares equally in the profits and losses of CWI.
However, the Company has determined that CWI is a VIE and the Company is the primary beneficiary.
Accordingly, the Company continues to consolidate CWI with Cummins’ share of CWI’s income and
losses included as “Joint Venture Partners’ share of net income from joint ventures”.

CWI has provided a loan to Cummins under a demand loan agreement. The loan receivable bears
interest monthly at a rate equal to the Bank of Canada prime corporate paper one-month rate in effect
on the last day of each month. As at March 31, 2010, this rate was 0.36%. All outstanding interest is
payable in United States dollars on or before December 15, 2010. Interest begins accruing on the date
in which monies are advanced under the loan agreement. The loan is uncollateralized and is renewed
annually.
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19. Investment in Joint Ventures (continued):
(@) Cummins Westport Inc. (continued):

Assets, liabilities, revenue and expenses of CWI included in the consolidated financial statements of
the Company as of and for the periods presented are as follows:

2010 2009
Current assets:
Cash and cash equivalents $ 3,226 $ 17,061
Short-term investments 12,905 -
Accounts receivable 2,661 2,101
Loan receivable 13,505 11,234
Prepaid expenses 70 162
Current portion of future income tax asset 5,069 4,451
37,436 35,009
Future income tax asset 4,144 5,337
Equipment, furniture and leasehold improvements 372 467
$ 41,952 $ 40,813
2010 2009
Current liabilities:
Accounts payable and accrued liabilities $ 4,690 $ 2171
Deferred revenue 643 360
Current portion of warranty liability 11,623 11,656
16,956 14,187
Long-term liabilities:
Warranty liability 7,860 10,976
Deferred revenue 3,779 3,141
11,639 14,117
$ 28,595 $ 28,304
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19. Investment in Joint Ventures (continued):

(a)

Cummins Westport Inc. (continued):

2010 2009 2008
Product revenue $ 94,627 $ 90,916 $ 50,999
Parts revenue 25,636 18,990 16,298
120,263 109,906 67,297
Cost of revenue and expenses:
Cost of revenue 78,882 81,301 45,490
Research and development 8,433 9,841 7,562
General and administrative 1,125 1,351 1,041
Sales and marketing 8,355 5,679 6,447
Foreign exchange (399) 454 383
Bank charges, interest and other 272 178 47
96,668 98,804 60,970
Income before undernoted 23,595 11,102 6,327
Interest and investment income 133 903 793
Effect of foreign currency translation - - (1,135)
Income before income taxes 23,728 12,005 5,985
Income tax recovery (expense):
Current (10,024) (3,059) (208)
Future 1,418 (1,114) 5,855
(8,606) (4,173) 5,647
Income for the year 15,122 7,832 11,632
Joint Venture Partner's share of net income from
joint venture (7,561) (3,916) (5,816)
Company’s share of income $ 7,561 $ 3,916 $ 5,816

BTIC Westport Inc.:

On July 21, 2006, the Company and Beijing Tianhai Industry Co. Ltd. (“BTIC”) of Beijing, China formed
BWI to market liquefied natural gas (“LNG”) fuel tanks for vehicles. Through the 50:50 joint venture
agreement and related license and supply agreements, BTIC and Westport share equally in the profits
on products developed and sold by the joint venture. Headquartered in Beijing, China, BWI sells tanks
for installation on any vehicle, regardless of the natural gas engine manufacturer. During the year
ended March 31, 2008, the Company contributed $425 (US$400) to the formation of this joint venture.

The consolidated financial statements include 100% of the assets, liabilities, revenue and expenses of
BWI since the Company has determined that BWI is a variable interest entity and that the Company is
the primary beneficiary. Accordingly, the Company consolidates BWI and BTIC’s share of BWI's
income and losses is included in “Joint venture partners’ share of income from joint ventures”. For the
year ended March 31, 2010, the BTIC’s share of net loss from BWI was $108 (2009 — net income of
$305), (2008 — net loss of $252).
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20.

21.

22.

Commitments and contingencies:

(a)

(b)
()

The Company has obligations under operating lease arrangements that require the following minimum
annual payments during the respective fiscal years:

2011 $ 1,404
2012 1,313
2013 866
2014 642
2015 156

$ 4,381

For the year ended March 31, 2010, the Company incurred operating lease expense of $1,586 (2009 -
$1,295; 2008 - $876).

The Company has an outstanding letter of credit of $600.

On July 16, 2008, the Company announced that it had entered into a joint venture agreement with
Weichai Power Co., Ltd. (“Weichai Power”), China’s largest heavy duty engine manufacturer and Hong
Kong Peterson (CNG) Equipment Limited (“Hong Kong Peterson”) to form a new entity, Weichai
Westport Inc. (“WWI”). WWI will research, develop, design, manufacture, market, distribute and sell
advanced, alternative fuel engines (and relevant parts and kits) for use in automobiles, heavy duty
trucks, power generation and shipping applications. Under the terms of the 30-year joint venture
agreement, the Company’s initial investment to acquire a 35% share of the joint venture is expected to
be approximately $4,464 (RMB30,000). Weichai Power and Hong Kong Peterson will hold a 40% and
25% interest, respectively, in WWI. The joint venture is currently awaiting approval by the Chinese
government, and the Company’s investment will be paid when such approval is received.

Segmented information:

The Company currently operates in one operating segment, which involves the research and development

and the related commercialization of engines and fuel systems operating on gaseous fuels. The majority of

the Company’s equipment, furniture and leasehold improvements are located in Canada. For the year
ended March 31, 2010, 67% (2009 — 84%; 2008 — 66%) of the Company’s revenue was from sales in the
Americas, 14% (2009 — 4%; 2008 — 18%) from sales in Asia, and 19% (2009 — 12%; 2008 — 16%) from
sales elsewhere.

Financial instruments:

(a)

Financial risk management:

The Company has exposure to liquidity risk, credit risk, foreign currency risk, equity price risk and
interest rate risk.

Liquidity risk:

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they are
due. The Company has sustained losses and negative cash flows from operations since inception. At
March 31, 2010, the Company has $105,851 of cash, cash equivalents and short-term investments.
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22.

Financial instruments (continued):

(b)

(©)

Liquidity risk (continued):

The following are the contractual maturities of financial obligations as at March 31, 2010:

Carrying Contractual <1year 1-3 4-5 > 5 years
amount cash flows years years

Accounts payable and accrued
liabilities $ 13,902 $ 13902 $ 13902 $ - 8 - 3 -
Demand installment loan "'® 3,295 3,403 1,385 1,993 25 -
Short-term debt 163 - - - - -
Subordinated debenture notes 12,727 17,025 1,350 15,675 - -
Other long-term debt 348 359 139 219 1 -
Operating lease commitments - 4,381 1,404 2,179 798 -
Royalty payments® 1,350 29,685 3,856 3,040 2,700 20,089
Investment in Joint Venture® - 4,464 4,464 - - -
$ 31,785 $ 73,219 $ 26,500 $23,106 $ 3,524 $ 20,089

™ Includes interest at the interest rate in effect on March 31, 2010.
@ Demand installment loan is repayable over five years unless the bank demands early payment.

® Short-term debt is repayable only from the sale of certain LNG systems. The Company has assumed these systems will be sold
within one year.

Includes interest at 9%.

® From fiscal 2010 to 2015, inclusive, the Company is obligated to pay annual royalties equal to the greater of $1,350 or 0.33% of
the Company’s gross annual revenue from all sources, provided that gross revenue exceeds $13,500 in any aforementioned
fiscal year, up to a maximum of $28,189. The Company has assumed the minimum required payments. CWI is also obligated
pay annual royalties of 2.75% of engine revenue to Cummins up to a cumulative maximum of $10,564. The Company has a
remaining obligation of $2,846.

©) See note 20.

The Company expects to be able to meet its future financial obligations with its current source of funds.
However, there are uncertainties related to the timing of the Company’s cash inflows and outflows,
specifically around the sale of inventories, and amounts required for market and product development
costs. These uncertainties include the volume of commercial sales related to its natural gas engines
and fuel system products and the development of markets for, and customer acceptance of, these
products. As a result, the Company may need to seek additional equity or arrange debt financing,
which could include additional lines of credit, in order to meet its financial obligations.

Credit risk:

Credit risk arises from the potential that a counterparty to a financial instrument fails to meet its
contractual obligations and arises principally from the Company’s cash and cash equivalents, short-
term investments, accounts receivable and loan receivable. The Company manages credit risk
associated with cash and cash equivalents and short-term investments by regularly consulting with its
current bank and investment advisors and investing primarily in liquid short-term paper issued by
Schedule 1 Canadian banks, R1 rated companies and governments. While the Company does not
hold asset-backed securities directly, these parties may be exposed in varying degrees to asset-
backed securities and U.S. sub-prime mortgages. The Company monitors its portfolio, and its policy is
to diversify its investments to manage this potential risk.

28



WESTPORT INNOVATIONS INC.

Notes to Consolidated Financial Statements
(Expressed in thousands of Canadian dollars except share and per share amounts)

Years ended March 31, 2010, 2009 and 2008

22.

Financial instruments (continued):

()

(d)

Credit risk (continued):

The Company is also exposed to credit risk with respect to uncertainties as to timing and amount of
collectability of accounts receivable and loan receivable. As at March 31, 2010, 57% (2009 - 31%) of
accounts receivable relates to customer receivables, 11% (2009 - 46%) relates to government grants
receivable and 32% (2009 - 23%) relates to amounts due from partners and indirect and value added
taxes receivable. The loan receivable is due from Cummins Inc., a large U.S. based engine
manufacturer and the Company’s joint venture partner. In order to minimize the risk of loss for
customer receivables, the Company’s extension of credit to customers involves review and approval
by senior management as well as progress payments as contracts are executed. Most sales are
invoiced with payment terms in the range of 30 days to 90 days. The Company reviews its customer
receivable accounts and regularly recognizes an allowance for doubtful receivables as soon as the
account is determined not to be fully collectible. Estimates for allowance for doubtful debts are
determined by a customer-by-customer evaluation of collectability at each balance sheet reporting
date, taking into consideration past due amounts and any available relevant information on the
customers’ liquidity and financial position.

The carrying amount of cash and cash equivalents, short-term investments, accounts receivable and
loan receivable of $130,926 at March 31, 2010 represents the Company’s maximum credit exposure.

Foreign currency risk:

Foreign currency risk is the risk that the fair value of future cash flows of financial instruments will
fluctuate because of changes in foreign currency exchange rates. The Company conducts a
significant portion of its business activities in foreign currencies, primarily the United States dollar
(“U.S.”). Cash and cash equivalents, short-term investments, accounts receivable, accounts payable,
and short-term debt that are denominated in foreign currencies will be affected by changes in the
exchange rate between the Canadian dollar and these foreign currencies.

The Company’s objective in managing its foreign currency risk is to minimize its net exposures to
foreign currency cash flows by transacting with third parties in U.S. dollars and Canadian dollars to the
maximum extent possible and practical. The Company attempts to limit its exposure to foreign
currency risk by holding a combination of Canadian and U.S. denominated cash and cash equivalents
and short-term investments based on forecasted Canadian or U.S. dollar net expenditures. The
Company currently does not enter into any forward foreign currency contracts to further limit its
exposure.
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22. Financial instruments (continued):

(d)

(e)

Foreign currency risk (continued):

The U.S. dollar carrying amount of financial instruments subject to exposure to foreign currency risk in
the consolidated balance sheet at March 31, 2010 is as follows:

U.S. dollars
Cash and cash equivalents $ 16,644
Accounts receivable 4,335
Accounts payable 1,084
Short-term debt 160

If foreign exchange rates on March 31, 2010 had changed by 25 basis points, with all other variables
held constant, net loss for the year ended March 31, 2010 would have changed by $49. The
Company’s exposure to currencies other than U.S. dollars is not material.

Interest rate risk:

Interest rate risk is the risk that the fair value of future cash flows of a financial instrument will
fluctuate because of changes in market interest rates. The Company is subject to interest rate risk on
its loan receivable and demand installment loans. The Company limits its exposure to interest rate
risk by continually monitoring, and adjusting portfolio duration to align to forecasted cash
requirements and anticipated changes in interest rates.

If interest rates for the year ended March 31, 2010 had changed by 50 basis points, with all other
variables held constant, net loss for the year ended March 31, 2010 would have changed by $4.

Fair value of financial instruments:

The carrying amounts reported in the balance sheets for cash and cash equivalents, accounts
receivable, loan receivable and accounts payable and accrued liabilities approximate their fair values
due to the short term period to maturity of these instruments.

The Company’s short- and long-term investments are recorded at fair value except for its interest in
Juniper Engines Inc., which is accounted for using the equity method and other investments and are
carried at cost (note 5) due to the lack of a readily available market for these securities.

The carrying value reported in the balance sheets for obligations under capital lease, which is based
upon discounted cash flows, approximates its fair value. The fair values of the Company’s demand
installment loan and short-term debt are not materially different from its carrying value based on
market rates of interest.

The carrying value reported in the balance sheets for the subordinated debenture notes (note 10(b))
is recorded at amortized cost using the effective interest rate method, and the gross proceeds have
been allocated between debt and equity based on the relative fair values of the subordinated
debenture notes and the warrants on the issue date. As at March 31, 2010, the fair value of the
subordinated debenture notes is higher than its carrying value by $2,005 based on market interest
rates.
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22.

23.

Financial instruments (continued):

(f) Fair value of financial instruments (continued):
The Company categorizes its fair value measurements into three categories as follows:
Level 1 — Unadjusted quoted prices in active markets for identical assets or liabilities.

Level 2 — Observable inputs other than Level 1 prices such as quoted prices for similar assets or
liabilities; quoted prices in markets that are not active; or other inputs that are observable or can be
corroborated by observable market data for substantially the full term of the assets or liabilities.

Level 3 — inputs for the asset or liability that are not based on observable market data (unobservable
inputs).

When available, the Company uses quoted market prices to determine fair value and classify such
items in Level 1. When necessary, Level 2 valuations are performed based on quoted market prices
for similar instruments in active markets and/or model-derived valuations with inputs that are
observable in active markets. Level 3 valuations are undertaken in the absence of reliable Level 1 or
Level 2 information. As at March 31, 2010, only cash and cash equivalents and short-term
investments are measured at fair value on a recurring basis and are included in Level 1.

Management of capital:

As at March 31, 2010, the Company’s capital is composed of share capital, its $13,000 line of credit with a
Schedule 1 Canadian bank, and $15,000 in debenture units, the primary terms of which are described in
note 10(b).

The Company’s objectives when managing capital are as follows:

e to safeguard the entity's ability to continue as a going concern such that it can continue to provide
returns for shareholders and benefits for other stakeholders;

¢ to maintain sufficient cash and cash equivalents on hand to service debt payments as they come due
and to meet externally imposed capital requirements (the Company must maintain cash and cash
equivalents and short-term investments of at least 1.5 times the amount drawn against its line of credit
and outstanding letters of credit); and

¢ to have sufficient cash, cash equivalents, short-term investments and available for sale marketable
securities on hand to fund the Company’s business plans.

The Company’s primary uses of capital are to finance product development, market development, working
capital, capital expenditures and operating losses. The Company currently funds these requirements from
the proceeds from offerings of equity or debt securities, internally generated cash flows, primarily from its
50% share of CWI and non-CWI revenues, amounts drawn against its line of credit, and government or
partner funding.

There were no changes to the Company’s approach to capital management during the year ended March 31,
2010.
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24.

Reconciliation to United States generally accepted accounting standards:

These consolidated financial statements have been prepared in accordance with generally accepted

accounting principles in Canada ("Canadian GAAP"), which differ in certain respects with accounting

principles generally accepted in the United States ("US GAAP") as follows:

(a)

(b)

Convertible notes:

On June 12, 2006, the Company agreed to issue up to $22,092 in five year secured, subordinated
convertible notes with a coupon rate of 8%. At the time of issuance of the notes, the holder of the
notes also received warrants to acquire, at an exercise price equal to the conversion price of the
accompanying notes, common shares of the Company equal to 25% of the number of common shares
into which the notes were convertible. The subordinated convertible notes were converted to common
shares during fiscal 2008.

For Canadian GAAP purposes, on issue of the convertible notes described above, the Company
allocated certain amounts to the value of the warrants and conversion options based on their estimated
fair value with the difference between the gross proceeds and the value of the warrants and conversion
options allocated to the debt. For US GAAP purposes, the allocation between the debt and the
warrants would be performed on a relative fair value basis. In addition, under US GAAP, an amount is
allocated only to a beneficial conversion option when the market price of the shares into which the debt
is convertible exceeds the effective exercise price. The notes were issued in two tranches, but for US
GAAP purposes, only the second tranche of debt was deemed to have a beneficial conversion option.

Accordingly, for US GAAP purposes, the amount assigned to the debt and the warrants was increased
by $3,540 and $1,590 and the amount assigned to the conversion option was reduced by $5,130.

On conversion, the carrying value of the debt, which is net of any unamortized discount and debt
issuance costs was reclassified to share capital for Canadian GAAP purposes together with the value
assigned to the conversion options. The related inducement fee of $763 was charged to accumulated
deficit. For US GAAP, the accounting for the first tranche was the same. However, for the second
tranche which had a beneficial conversion option, the unamortized debt discount was expensed for US
GAAP purposes. The inducement fee also was expensed for US GAAP purposes. Accordingly, as at
March 31, 2008, share capital under US GAAP was increased by $3,204 and interest expense for the
year ended March 31, 2008 was increased by $4,424.

Debt issuance costs and the effective interest method:

Effective April 1, 2007, the Company began amortizing debt issuance costs and debt discounts using
the effective interest method under Canadian GAAP and classified debt issuance costs as reductions
of the carrying value of the debt to which it relates. Prior to April 1, 2007, debt issuance costs were
classified as deferred charges and debt issuance costs and debt discounts were amortized on a
straight-line basis. Adoption of these standards resulted in an adjustment to opening accumulated
deficit of $113 for Canadian GAAP purposes.
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24,

Reconciliation to United States generally accepted accounting standards (continued):

(b)

()

Debt issuance costs and the effective interest method (continued):

Under US GAAP, debt issuance costs are presented as deferred charges, and debt issuance costs
and debt discounts are amortized using the effective interest method for all years presented. In
addition, the difference between transaction costs allocated to the debt and debt discounts for
Canadian GAAP purposes compared to US GAAP as described in note 24(a) resulted in a difference
in interest expense for US GAAP purposes. Accordingly, the adjustment to opening accumulated
deficit of $113 for Canadian GAAP purposes would not be recorded under US GAAP, and interest
expense for the year ended March 31, 2008 was reduced by $147. In addition, unamortized financing
costs of $537 (2009 - $763) relating to the issuance of debenture units, which are deducted against the
liability, would be presented as an asset.

Investments:

Under Canadian GAAP and US GAAP, mark to market adjustments on available for sale securities
result in future income tax expense or recovery and, for the Company, a corresponding change in the
valuation allowance against related future tax assets. The tax expense or recovery is included in
accumulated other comprehensive income (“AOCI”) until the shares are sold at which time the tax
expense or recovery will be included in net loss. For Canadian GAAP, the corresponding change in the
future income tax valuation allowance is recognized in net loss for the period but under US GAAP, the
change in valuation allowance would be recognized in other comprehensive income. Accordingly, for
US GAAP purposes, future income tax expense for the year ended March 31, 2010 of $77 (2009 —
$2,362); (2008 —$1,164) recognized under Canadian GAAP would not be recognized.

For Canadian and US GAAP purposes, the cost and the related amounts included in AOCI related to
securities sold are reclassified to net loss based on weighted average amounts of the shares sold.

Acquired in-process research and development costs:

Under Canadian GAAP, acquired in-process research and development costs are capitalized and
amortized to earnings. For US GAAP purposes, such in-process research and development costs are
expensed immediately if there is no alternative use for the related research and development.
Accordingly, amortization of in-process research and development recorded under Canadian GAAP for
the years ended March 31, 2010, 2009 and 2008 of $143, $144 and $145, respectively, would not be
recognized under U.S. GAAP. As at March 31, 2010, the carrying value of intellectual property would
be reduced by $287 (2009 - $430) with a corresponding increase in accumulated deficit.
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24. Reconciliation to United States generally accepted accounting standards (continued):
(e) Joint venture partners’ share of net assets of joint ventures:

Under Canadian GAAP, Joint Venture Partners’ share of net assets of joint ventures is recorded as a
liability before shareholders’ equity. For US GAAP purposes, the Joint Venture partners’ share of net
assets of joint ventures is recorded as a component of shareholders’ equity. As at March 31, 2010,
total liabilities under Canadian GAAP would be reduced by $13,344 (2009 - $12,603) with a
corresponding increase to shareholders’ equity. The allocation of net income to the parent company
and Joint Venture Partners is presented in the consolidated statement of operations. During the year
ended March 31, 2010 under US GAAP, other comprehensive loss was $5,605 (2009 - $5,382; 2008 -
$7,318), respectively. The Joint Venture Partners’ share of other comprehensive loss was $2,494
(income of $3,659; 2008 - $nil), and the parent company share of other comprehensive loss was
$3,111 (2009 - $9,041 2008 - $7,318) for the year ended March 31, 2010. There were no changes in
the Company’s interests in its joint ventures during the year ended March 31, 2010 and 2009. A
reconciliation of the Joint Venture Partners’ share of net assets in joint ventures is as follows:

Balance, March 31, 2007 $ 7,719
Joint Venture Partners’ share of net income from
joint ventures 5,564
Initial Investment in BWI 425
Unrealized foreign exchange on available for
sale investment held by CWI 275
Balance, March 31, 2008 13,983
Joint Venture Partners’ share of net income from
joint ventures 4,221
Joint Venture Partners’ share of other
comprehensive income 3,658
Dividends paid by Joint Ventures (9,259)
Balance, March 31, 2009 12,603
Joint Venture Partners’ share of net income from
joint ventures 7,453
Joint Venture Partners’ share of other
comprehensive loss (2,494)
Dividends paid by Joint Ventures (4,218)
Balance, December 31, 2009 $ 13,344
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24. Reconciliation to United States generally accepted accounting standards (continued):

(f)

(9)

Cumulative translation adjustment:

In 2010, CWI paid a dividend to its joint venture partners of $8,436 (2009 - $18,518; 2008 - $Nil). The
transaction between CWI and the Company resulted in a reduction in the Company’s net investment in
CWI. For Canadian GAAP purposes, the Company recognized a foreign exchange gain on the
reduction of the net investment and reduced AOCI by a corresponding amount. Under U.S. GAAP,
foreign exchange gains or losses arising from a net investment in a foreign operation are recognized in
other comprehensive income until the investment is sold. Accordingly, for U.S. GAAP purposes, a
foreign exchange gain of $219 (2009 - $793) recognized in net loss for Canadian GAAP is not
recognized under U.S. GAAP.

Stock-based compensation:

As described in note 15, the Company has granted stock options to certain directors, consultants and
employees. On adoption of standards requiring stock options to be recognized at fair value, the
Company recognized a cumulative adjustment to accumulated deficit for stock-based compensation
related to stock options granted to employees on or after April 1, 2002.

For US GAAP purposes, the Company changed its accounting policy for recognizing stock-based
compensation from the intrinsic value method on April 1, 2004 but recognized stock based
compensation expense prospectively.

Accordingly, on adoption of the fair value method for US GAAP purposes, adjustments to accumulated
deficit of $2,493, share capital of $68, and additional paid in capital of $2,425 recognized for Canadian
GAAP purposes are not recognized for US GAAP purposes. In addition, for US GAAP purposes in
years prior to April 1, 2002, the Company recognized stock-based compensation of $2,376 relating to
stock options issued to non-employees prior to April 1, 2002.

Additional information about the PSUs issued under the PSU Plans are as follows:

Weighted average
grant date fair

Units value

Unvested, March 31, 2008 528,570 6.69
Units granted 667,815 9.01
Units vested (47,087) 8.09
Units cancelled (16,888) 8.29
Unvested, March 31, 2009 1,132,410 8.61
Units granted 105,084 9.10
Units vested (186,790) 10.89
Units cancelled (38,286) 10.91
Unvested, March 31, 2010 1,012,418 $ 8.16
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24,

Reconciliation to United States generally accepted accounting standards (continued):

(9)

(h)

Stock-based compensation (continued):

The aggregate intrinsic value of the Company’s stock option awards and PSUs at March 31, 2010 are

as follows:
2010 2009

Stock options

Outstanding $ 9,165 $ 3,259

Exercisable 4,696 1,313
PSUs:

Outstanding $ 19,966 $ 1,302

Exercisable 3,049 813

The total intrinsic value of options and PSUs exercised for the year ended March 31, 2010 was $9,433.
As at March 31, 2010, $6,586 of compensation cost relating to share-based payment awards has yet to
be recognized in results from operations and will be recognized over a weighted average period of four
years.

Income taxes:

Under both Canadian and US GAAP, future income tax assets and liabilities are measured using the
income tax rates and income tax laws that, at the balance sheet date, are expected to apply when the
assets are realized or the liabilities are settled. In Canada, announcements of changes in income tax
rates and tax laws by the government can have the effect of being substantially enacted at the balance
sheet date even though they are not yet proclaimed into law. When persuasive evidence exists that
the government is able and committed to enacting proposed changes in the foreseeable future, the
substantively enacted rate is used to measure the future tax assets and liabilities. Under US GAAP,
only the income tax rates and income tax laws enacted at the balance sheet date are used to measure
the future income tax assets and liabilities. For the years ended March 31, 2010, 2009, and 2008,
enacted rates for US GAAP purposes were equal to rates used for Canadian GAAP purposes.
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24,

Reconciliation to United States generally accepted accounting standards (continued):

(h)

Income taxes (continued):

Income tax recovery (expense) consists of:

Income tax recovery (expense)

Net income (loss)
before taxes and
Joint Venture
Partners’ share of
net income from

joint ventures Current Deferred Total

Year ended March 31, 2010:
Canada (42,766) (212) (77) (289)
United States 22,075 (10,024) 1,418 (8,606)
Germany (32) - - -
China (681) - - -
Australia 116 - - -
(21,288) (10,236) 1,341 (8,895)

Year ended March 31, 2009:
Canada (32,739) (460) (2,131) (2,591)
United States 18,958 (3,059) (1,114) (4,173)
Germany (48) 243 - 243
China (268) - - -
Australia 414 - - -
(13,683) (3,276) (3,245) (6,521)

Year ended March 31, 2008:
Canada $ (14,760) $ - $ (1,164) $ (1,164)
United States 5,862 (218) 5,855 5,637
Germany (14) - - -
China (312) - - -
$ (9,224) $ (218) $ 4,691 $ 4,473

For US GAAP purposes, the Company recognizes the benefit of tax positions when it is more likely
than not that a tax position will be sustained upon examination, including resolution of any related
appeals or litigation processes, based on the technical merits of the position. A tax position that meets
the more-likely-than-not recognition threshold is measured to determine the amount of benefit to
recognize in the financial statements. The tax position is measured at the largest amount of benefit
that is greater than 50 percent likely of being realized upon settlement.

For all periods presented, there is no difference between Canadian and US GAAP as the Company
does not believe that any income tax positions taken in its filings are subject to material uncertainty if
reviewed by the Canada Revenue Agency, Internal Revenue Service or other tax jurisdiction in which
the Company operates. In cases where the Company is charged interest and penalties on uncertain
tax positions that do not meet the recognition criteria, the Company includes these in interest expense
and other operating expenses, respectively.
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24,

Reconciliation to United States generally accepted accounting standards (continued):

(h)

Income taxes (continued):

The following is a summary of the tax years that remain subject to examination by tax jurisdiction:

Canada Fiscal year 2004 to 2010
United States Fiscal year 2005 to 2010
Germany Fiscal year 2003 to 2010
China Fiscal year 2007 to 2010

In Canada and the United States, if the Company utilizes tax loss carryforwards in the future, those

losses may be challenged in the year they are used even though the year in which they were incurred

is barred by statute.

Effect of US GAAP differences:

The effect of the previously discussed accounting differences on total assets, total liabilities and

shareholders' equity, net loss, comprehensive loss and loss per share under US GAAP are as follows:

2010 2009
Total assets, Canadian GAAP $ 156,117 $ 135,504
Differences in accounting for:
Intellectual property (d) (287) (430)
Unamortized financing costs (b) 537 763
Total assets, US GAAP $ 156,367 $ 135,837
Total liabilities, Canadian GAAP $ 71,222 $ 74,546
Differences in accounting for:
Joint venture partners’ share of net assets of joint ventures (f) (13,344) (12,603)
Unamortized financing costs (b) 537 763
Total liabilities, US GAAP $ 58,415 $ 62,706
Shareholders' equity, Canadian GAAP $ 84,895 $ 60,958
Difference in accounting for:
Joint venture partners’ share of net assets of joint ventures (e) 13,344 12,603
Intellectual property (b) (287) (430)
Shareholders' equity, US GAAP $ 97,952 $ 73,131
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24. Reconciliation to United States generally accepted accounting standards (continued):

(i) Effect of US GAAP differences (continued):

2010 2009 2008

Net loss for the year, Canadian GAAP $ (37,636) $ (24,425) $ (10,315)
Difference in amortization of discount on convertible

notes and debt issuance costs (a)(b) - - 147

Difference in accounting for inducement fee and

unamortized discount on conversion of convertible

notes (a) - - (4,424)
Difference is accounting for reclassification of

cumulative translation adjustment on dividend paid

by joint venture (f) (219) (793) -
Tax recovery on realized and unrealized gain on

available for sale securities (c) 77 2,362 1,164
Amortization of intellectual property (d) 143 144 145
Net loss for the year, US GAAP (37,635) (22,712) (13,283)

Other comprehensive loss, Canadian GAAP
(3,253) (7,472) (6,154)
Difference in accounting for reclassification of
cumulative translation adjustment on dividend 219 793 -
paid by joint venture (f)
Tax expense on realized and unrealized gain on

available for sale securities (c) (77) (2,362) (1,164)
Other comprehensive loss, US GAAP (3,111) (9,041) (7,318)
Comprehensive loss, US GAAP $ (40,746) $ (31,753) $ (20,601)
Basic and diluted loss per share, US GAAP $ (1.10) $ (0.75) § (0.53)

There are no differences between Canadian GAAP and US GAAP in total cash flows from operations,
investments and financing presented in the consolidated statement of cash flows in any of the years
presented.

() Additional financial information and disclosures required under US GAAP:
(i) Accounts receivable:

A summary of the components of accounts receivable is as follows:

2010 2009

Customer trade receivable $ 7,109 $ 2,002
Government funding receivable 1,290 2,968
Due from Joint Venture Partner 1,020 -
Other receivables 2,283 1,511

Allowance for doubtful accounts (132) (64)
$ 11,570 $ 6,417
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24. Reconciliation to United States generally accepted accounting standards (continued):
1)) Additional financial information and disclosures required under US GAAP (continued):
(i)  Accounts payable and accrued liabilities:

A summary of the components of accounts payable and accrued liabilities is as follows:

2010 2009
Trade accounts payable $ 7,718 $ 8,802
Accrued payroll 3,037 2,670
Accrued interest 403 403
Income taxes payable 2,604 2,236
Other 140 248

$ 13,902 $ 14,359

(iii)  Warranty liability:

A continuity of the warranty liability is as follows:

2010 2009 2008
Balance, beginning of year $ 24,591 $ 9,157 $ 6,971
Warranty claims (15,357) (9,254) (2,333)
Warranty accruals 18,791 17,105 6,534
Change in warranty estimates (2,246) 4,317 (1,292)
Impact of foreign exchange (4,498) 3,266 (723)
Balance, end of year $ 21,281 $ 24,591 $ 9,157

(iv)  Cost of revenue:

Cost of revenue related to product revenue for the year ended March 31, 2010 was $71,463
(2009 - $78,290; 2008 - $37,157) and cost of revenue related to parts revenue was $17,889
(2009 - $12,730; 2008 - $11,866).
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24,

Reconciliation to United States generally accepted accounting standards (continued):

()

(k)

Additional financial information and disclosures required under US GAAP (continued):
(v)  Other disclosures:

Deferred revenue is included in other long-term liabilities on the balance sheet for Canadian
GAAP purposes and disclosed in note 11. Under US GAAP, this amount would be presented
separately on the balance sheet.

From time to time, the Company performs research and development for unrelated parties. The
Company receives revenue for such research and development activities from these parties
based on contractual arrangements. These arrangements generally require the Company to
perform certain specific activities, and revenue is received as the activities are performed.
Revenue received is not repayable, irrespective of the outcome of the activities. There were no
material research and development arrangements in progress as at March 31, 2010 or 2009.
During the year ended March 31, 2010, the Company earned revenue of $195 (2009 - $793;
2008 - $1,172) related to such activities. Costs expensed related to these activities were $10
(2009 - $442; 2008 - $721).

Adoption of new accounting procedures:

On July 1, 2009, the Accounting Standards Codification (“ASC”) became the Financial Accounting
Standards Board’s (“FASB”) officially recognized source of authoritative GAAP, superseding existing
FASB, the American Institute of Certified Accountants, the Emerging Issues Task Force and related
literature. Rules and interpretive releases of the SEC under the authority of federal securities law are
also sources of authoritative GAAP for SEC registrants. All other accounting literature is considered
non-authoritative. The change to the ASC affects the way companies refer to GAAP in financial
statements and accounting policies. Citing particular content in the ASC involves specifying the unique
numeric path to the content through the Topic, Section and Paragraph structure. This standard was
effective prospectively for reporting periods ended after September 15, 2009 and, accordingly, the
Company adopted it during the third quarter of fiscal 2010. The adoption of this standard did not have
an effect on the Company’s consolidated financial position, results of operations or cash flows.

On April 1, 2009, the Company adopted a new US accounting standard for business combinations.
The standards broaden the scope of a business combination to all transactions in which an entity
obtains control over another entity. The new standard provides further guidance on the recognition of
identifiable assets and liabilities and the measurement of goodwill. The new standard did not affect
the consolidated financial statements on adoption.

On April 1, 2009, the Company adopted a new US accounting standard for non-controlling interests.
The new standard clarifies the definition of a non-controlling interest, requires non-controlling interests
to be presented as part of equity on the balance sheet, changes the way the consolidated income
statement is presented, establishes a single method of accounting for a change in a parent’s
ownership interest in a subsidiary and provides for further disclosures in the consolidated financial
statements. On adoption, the Company reclassified the amount for Joint Venture Partners’ share of
net assets of joint ventures to equity. The Company has also disclosed additional details on the joint
venture partners’ share of other comprehensive income as required under the new standard.
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24. Reconciliation to United States generally accepted accounting standards (continued):

(k)

Adoption of new accounting procedures (continued):

On April 1, 2009, the Company adopted new US disclosure standards related to disclosures about
derivative instruments and hedging activities. The new standard requires enhanced disclosures about
an entity’s derivative and hedging activities but did not impact the Company’s financial disclosure or
presentation.

On April 1, 2009, the Company adopted a new US accounting standard for accounting for convertible
debt instruments, which changed the accounting treatment for convertible debt securities that may
settle fully or partly in cash. The new standard requires bifurcation of convertible debt securities into a
debt component that is initially recorded at fair value and an equity component that represents the
difference between initial proceeds from the issuance of the instrument and the fair value allocated to
the debt component. The debt component is then subsequently accreted to par value over its
expected life. The new standard must be retroactively applied to all periods presented, even if the
instrument has matured, converted or has been otherwise extinguished as of the effective date of the
standard. The new standard did not have a material effect on the consolidated financial statements at
the date of adoption.

On April 1, 2009, the Company adopted new US interpretive guidance related to determining whether
an instrument (or an embedded feature) is indexed to an entity's own stock. The guidance requires an
entity to use a two-step approach to evaluate whether an equity-linked financial instrument (or
embedded feature) is indexed to its own stock, including evaluating the instrument's contingent
exercise and settlement provisions. The guidance did not have a material impact on the consolidated
financial statements.

The following new US accounting standards were effective for interim periods ending on or after
June 15, 2009. These pronouncements did not have a material impact on the consolidated financial
statements.

A new US accounting standard related to recognition and presentation of other-than-temporary
impairments require entities to separate an other-than-temporary impairment of a debt security into two
components when there are credit related losses associated with the impaired debt security for which
management asserts that it does not have the intent to sell the security, and it is more likely than not
that it will not be required to sell the security to recovery its cost base. The amount of the other-than-
temporary impairment from credit losses is recognized in net income and the amount of other-than-
temporary impairment related to other factors is recorded in other comprehensive income.

A new US accounting standard related to determining fair value when volume and level of activity for
an asset or liability have significantly decreased and identifying transactions that are not orderly,
amends existing accounting standards to provide additional guidance on estimating fair value when
there has not been a significant decrease in the volume and level of activity for the asset or liability in
relation to the normal market activity. In addition, the new standard provides additional guidance on
situations that may indicate that a transaction for the asset or liability is not orderly.

A new disclosure standard related to interim disclosures about fair value of financial instruments
requires disclosures about fair value of financial instruments in interim financial statements.
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24. Reconciliation to United States generally accepted accounting standards (continued):

(k)

V)

Adoption of new accounting procedures (continued):

In May 2009, the FASB issued a new US accounting standard establishing general standards of
accounting for and disclosures of events that occur after the balance sheet date but before financial
statements are issued or are available to be issued. In particular, ASC 855 sets forth the period after
the consolidated balance sheet date during which management of a reporting entity should evaluate
events or transactions that may occur for potential recognition or disclosure in the consolidated
financial statements, the circumstances under which an entity should recognize events or transactions
occurring after the balance sheet date in its consolidated financial statements, and the disclosures that
an entity should make about events or transactions that occurred after the balance sheet date. The
Company has determined that the standard did not have any impact on its consolidated financial
statements.

New accounting pronouncements:

In June 2008, the FASB issued a new US accounting standard related to variable interest entities
which amends accounting standards for determining whether an entity is a variable interest entity and
modifies the methods allowed for determining the primary beneficiary of a variable interest entity. In
addition, this new accounting standard requires ongoing reassessments of whether an enterprise is the
primary beneficiary of a variable interest entity and enhanced disclosures related to an enterprise’s
involvement in a variable interest entity. We are required to adopt this new standard on April 1, 2010.
The Company is currently in the process of assessing the impact that the standard may have on our
financial statements.

In October 2009 the FASB issued a new accounting standard on Multiple-Deliverable Revenue
Arrangements. The new guidance provides a more flexible alternative to identify and allocate
consideration among multiple elements in a bundled arrangement when vendor-specific objective
evidence or third-party evidence of selling price is not available. The new guidance requires the use of
the relative selling price method and eliminates the residual method to allocation arrangement
consideration. Additional expanded qualitative and quantitative disclosures are also required. The
guidance is effective prospectively for revenue arrangements entered into or materially modified in
years beginning on or after June 15, 2010. We are assessing the potential impact that the adoption of
the new standard may have on our financial statements.

25. Subsequent events

On April 14, 2010, 790,614 warrants previously issued to Industry Canada, a department of the
Government of Canada, were exercised at a price of $10.65 per warrant generating $8.4 million in
cash for the Company.
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