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Hydrogenics Corporation

President’s Message to Shareholders
Some people use the terms power and energy interchangeably, but knowing the difference is perhaps the
key to understanding the energy revolution now underway around the world. Power is the rate at which
energy is consumed, usually measured in watts or kilowatts. Energy is the amount of power consumed,
normally measured in kilowatt-hours. The power in a typical household light bulb is 60 watts. If you leave it on
all day you will consume 1.44 kilowatt-hours of energy. Both attributes are important, however, our obsession
with big power and our inattention to energy is costing us!
The past is about large centralized power plants; the future is about decentralized renewable generation
with new energy storage resources.
The past is about high horsepower vehicles, the future is about smaller lightweight vehicles that consume
less energy and recover braking energy.
The past is about continuous generation from massive power plants, the future is about carefully managing
the balance of supply and demand with fluctuating inputs from renewable sources.
At Hydrogenics, we know the difference between power and energy. We are using that knowledge to bring
advanced hydrogen solutions in support of the energy revolution. Our telecom back-up solutions provide
more clean energy than battery solutions and do it more cleanly than oversized power focused diesel
solutions. Our fuel cell mobility products convert hydrogen into clean power and our hydrogen fuelling
solutions for vehicles and buses provide onboard energy sufficient to “go the distance”. Finally, our utility
scale hydrogen energy storage solutions have the capacity to store dramatically more energy than any
other solution currently on the market. As the only company in the world with equal strength in hydrogen
generation through electrolysis and advanced fuel cell solutions, Hydrogenics is uniquely equipped to
realize the vision of profitably leading the emerging field of hydrogen energy solutions.
There are a number of important highlights from 2010 that are worthy of mention in this letter.
The commitment and investment of CommScope Inc. is worthy of first mention. In August of 2010,
CommScope, a global leading provider of telecommunications hardware, committed to invest $8.5 million
USD as part of a joint product development program. We are pleased to report that we are ahead of
schedule on our commit- ment to CommScope and already, $6 million of the planned investment has been
received. The four new fuel cell backup power products that we are developing together will be well
positioned to offer CommScope customers a superior quality, fully certified telecommunications back-up
power solution across a wide range of power levels. We have already successfully demonstrated our
performance in the USA, India, Mexico, Canada and Europe. This product position represents the first
major commercialization opportunity for our fuel cell technology. We anticipate news of commercial orders
for these products during 2011. Our strategy has been to do what we do best and to partner with strong
knowledgeable channel participants who deeply understand the applications, customers and markets that
we have targeted with our solutions. CommScope is a very strong partner. Our relationship together has
made Hydrogenics stronger as we have been forced to face the performance and commercial
requirements of this application. Our new line of products has passed all the required certifications with
flying colours as well as meeting aggressive cost targets.
The next headline story for 2010 is hydrogen refuelling for vehicles. The list of cities leading the way with
Hydrogenics hydrogen infrastructure is growing: Hamburg, Stuttgart, Oslo, Brussels, Istanbul and Los
Angeles! Our quotation volume in this field is at an all time high. In various jurisdictions the interest and
commitment to hydrogen as a fuel for mobility is building steadily. Oil prices and fear of scarcity are
certainly two of the drivers. Perhaps a bigger driver is the evidence from seven automotive companies that
there is commitment to launch large numbers of fuel cell vehicles in the current five year development
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cycle window. In September 2009, seven automotive companies committed to the German government
that they would collectively provide “a few hundred thousand” vehicles by 2015. Subsequent
announcements have backed up this commitment. The leading deployment clusters will likely be
Germany, Japan, Korea, California, Hawaii and New York State. Within these regions there is planning
activity underway for deployment of the supportive infrastructure for hydrogen fuelling stations. The most
aggressive plan is in Germany. Hydrogenics is “two for two” with stations won in Stuttgart and Hamburg
both using Hydrogenics on site generation technology. What is particularly interesting is that the owners of
these stations are both major German electric utilities with major renewable energy assets on their grid
network. The bright green line has now been drawn between intermittent renewable energy generation,
the need for energy storage and grid balancing and hydrogen for fuel cell vehicle fuelling. Electrolysis is
the key bridging technology and utilities are perhaps the best qualified owner operators of this new fuelling
regime. A key challenge for electric utilities is that renewable energy generation depends on when the
wind or sun is blowing or shining rather than when the consumer needs power. Renewable energy creates
added expenses and complexity in balancing supply and demand on an already challenged grid. The great
chasm between the electric utility world and the transportation world collapses when hydrogen is used as
an energy carrier. This trend is strongest in Germany on account of the very high regional renewable
energy penetration rates, with some states in the country already exceeding 50% of their generation from
renewable sources. As Germany is able to balance energy storage and alternative use strategies with
incremental renewable generation, the migration toward 100% renewable energy becomes possible.
Hydrogen energy storage using electrolysis will be a major tool for German utilities as they drive for this
ambitious goal and our recent orders with two major German Utilities are a telling sign of the interest in our
products and technology that is developing with electric utilities.
A further development in 2010 was the release of the report “A Portfolio of Power Trains for Europe”. This
report was prepared by a consortium of thirty industry, government and NGOs. Electrification of power
trains will continue to be the focus between now and 2050. The cost of various power train alternatives will
converge by 2020. The energy and environment implications as well as cost of fuel regimes will be critical.
The report strongly supports hydrogen for 75% of vehicle uses while battery electric vehicles will account
for a smaller portion of urban transit at 25%. The full report can be downloaded at
www.zeroemissionvehicles.eu.
The technical strength of our fuel cell solutions has been confirmed through several attractive and
prestigious contracts in the last year. Hydrogenics fuel cells are powering the electrified nose wheel of an
Airbus 320 aircraft in Hamburg as part of a leading edge development program with partners Deutsches
Zentrum für Luftund Raumfahrt e.V (DLR), the German Aerospace, Energy and Transportation Center,
Airbus GmbH and Lufthansa Technik. Hydrogenics has also been selected to provide fuel cells for the
world’s first manned transatlantic flight of a hydrogen fuel cell powered aircraft, the Antares H3 – another
prestigious project by DLR. We have just completed work on the lunar rover fuelling and propulsion system
for the Canadian Space Agency. Our equipment is being incorporated into numerous other bus, truck,
marine, train and military vehicles due to our unequalled ease of integration and reliability.
The Hydrogenics team is very strong, lean and very focused on succeeding. Today we have 50 employees
in Toronto Canada, 55 in Oevel Belgium and 9 in Gladbeck Germany. Our CTO, Joseph Cargnelli
continues to lead the organiza- tion in technical excellence, performance improvement and cost reduction.
Wido Westbroek, our General Manager for Belgium operations will return to a leadership position in
Canada from his four year expatriate assignment after completing an excellent turnaround of that
operation. He will be replaced in Belgium by Fillip Smeets, a strong leader formerly with Cabot Corporation
th
in Belgium who joins us on April 4 2011. Dr. Bernd Pitschak has provided strong leadership as Managing
Director in Germany since its inception. We are very pleased to have such strength in this very important
region. Finally, our financial team lead by CFO Lawrence Davis and VP Jennifer Barber has kept us on
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track towards our goal of achieving profitability. In the last year we achieved an important milestone with
the annual loss and cash consumption at an all time low in recent history.
So what is the growth story from here?
Scaling orders for fuel cell power modules with Commscope and other applications is a priority. We have
done well on cost reduction and lean management. We know that we need to do better on growing our top
line. We will be looking to get our fair share of available fuelling station orders, as this activity grows in
targeted markets. We are already seeing evidence of a return to better sales levels in our industrial onsite
hydrogen generation markets. Finally, we have realized that in the energy storage world, we have not
been thinking large enough! Look for progress in this area for 2011.
We appreciate the support of our shareholders on this long and arduous journey. The macro environment
continues to support our overall direction with oil prices, concerns about nuclear power and the growth of
renewable energy. Hydrogen is finally on the rise and Hydrogenics aims to be a major player in this
important emerging field.

Daryl Wilson
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Management’s Responsibility for Financial Reporting
Management’s Discussion and Analysis of Financial Condition and Results of Operations and the
Consolidated Financial Statements have been prepared by management and approved by the Board of
Directors of the Corporation. The Consolidated Financial Statements were prepared in accordance with
Canadian generally accepted accounting principles and, where appropriate, reflect management’s best
estimates and judgments. Where alternative accounting methods exist, management has chosen those
methods considered most appropriate in the circumstances. Management is responsible for the accuracy,
integrity and objectivity of the Consolidated Financial Statements within reasonable limits of materiality,
and for maintaining a system of internal controls over financial reporting as described in “Management’s
Report on Internal Control Over Financial Reporting.” Management is also responsible for the preparation
and presentation of other financial information included in the Annual Report and its consistency with the
Consolidated Financial Statements.
The Audit Committee, which is appointed annually by the Board of Directors and comprised exclusively of
independent directors, meets with management as well as with the independent auditors to satisfy itself
that management is properly discharging its financial reporting responsibilities and to review the
Consolidated Financial Statements and the independent auditor’s report.
The Audit Committee reports its findings to the Board of Directors for consideration in approving the
Consolidated Financial Statements for presentation to the shareholders.
The Audit Committee considers, for review by the Board of Directors and approval by the shareholders,
the engagement or reappointment of the independent auditors.
The shareholders’ auditors have full access to the Audit Committee, with and without management being
present, to discuss the Consolidated Financial Statements and to report their findings from the audit
process. The Consolidated Financial Statements have been examined by the shareholders’ independent
auditors, PriceWaterhouseCoopers LLP, Chartered Accountants, and their report is provided herein.

Daryl C. F. Wilson
President and Chief Executive Officer

Lawrence E. Davis
Chief Financial Officer

March 28, 2011
Mississauga, Ontario
Management’s Responsibility for Financial Reporting
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2010 Management’s Discussion and Analysis of
Financial Condition and Results of Operations
This Management’s Discussion and Analysis (MD&A) comments on the financial condition and operations
of Hydrogenics Corporation (“Hydrogenics” or the “Corporation”), as at and for the years ended
December 31, 2010 and December 31, 2009, compared to the preceding years. For a complete
understanding of our business environment, risks, trends and uncertainties and the effect of critical
accounting policies and estimates on our results of operations and financial condition, this MD&A should
be read together with the audited Consolidated Financial Statements and the related notes. This MD&A is
dated March 28, 2011. All amounts in this MD&A are in US dollars, unless otherwise noted.
All financial information contained in this MD&A and in the audited Consolidated Financial Statements
has been prepared in accordance with Canadian generally accepted accounting principles (“Canadian
GAAP”), except for certain “Non-GAAP Measures” in Section 14 of this MD&A. The audited Consolidated
Financial Statements and this MD&A were reviewed by Hydrogenics’ Audit Committee and approved by
the Corporation’s Board of Directors.
Additional information about Hydrogenics, including our Form 20-F, which is filed in Canada as our
annual information form, is available on our website at www.hydrogenics.com, on the SEDAR website at
www.sedar.com, and on the EDGAR filers section of the US Securities and Exchange Commission
website at www.sec.gov.
This document contains forward-looking statements, which are qualified by reference to, and should be
read together with the “Forward-looking Statements” cautionary notice on page 48 of this MD&A.
This MD&A assumes that our original predecessor (“Old Hydrogenics”) and Hydrogenics are the same
company and in this MD&A, “Hydrogenics,” the “Corporation,” or the words “our,” “us” or “we” refer to
Hydrogenics Corporation and its subsidiaries and Old Hydrogenics and its subsidiaries.
For additional information, please use www.hydrogenics.com/investor.
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1.

Our Business

A summary of our business and how we address our markets

Who We Are
Hydrogenics, together with its subsidiaries, designs, develops and manufactures hydrogen generation
products based on water electrolysis technology and fuel cell products based on proton exchange
membrane (“PEM”), technology. Hydrogenics’ mission is to provide safe, secure, sustainable and
emission free energy as a leading global provider of clean energy solutions based on hydrogen. We
maintain operations in Belgium, Canada and Germany.
How We Are Organized
We operate in various geographic markets and organize ourselves in three reportable segments.
Our OnSite Generation business segment is based in Oevel, Belgium and develops products for industrial
gas, hydrogen fuelling and renewable energy storage markets. For the year ended December 31, 2010 our
OnSite Generation business reported revenues of $15.9 million and at December 31, 2010 had 63 full-time
employees.
Our Power Systems business segment is based in Mississauga, Canada with a satellite facility in
Gladbeck, Germany and develops products for stationary and motive power applications. For the year
ended December 31, 2010 our Power Systems business reported revenues of $5.0 million and at
December 31, 2010 had 47 full-time employees.
Until recently, we provided fuel cell test services and equipment to many of the world’s leading automotive
companies as well as to fuel cell developers and component suppliers currently engaged in their own fuel
cell development programs. On November 7, 2007, we announced our decision to commence an orderly
windup of our fuel cell test products and design, development and manufacturing business. We expect to
complete this windup in early 2011 and required approximately $3.5 million of funding with a
corresponding charge to earnings. The substantial majority of the cash requirements and corresponding
charge to earnings occurred in the fourth quarter of 2007. No further significant costs are anticipated to be
incurred.
Where applicable, corporate and other activities are reported separately as Corporate and Other. Our
Corporate and Other business segment provides corporate services and administrative support. At
December 31, 2010, our Corporate and Other business had four full-time employees.
OnSite Generation
Our OnSite Generation business segment is based on alkaline water electrolysis technology, which
involves the decomposition of water (H2O) into oxygen (O2) and hydrogen gas (H2) by passing an electric
current through a liquid electrolyte. The resultant hydrogen gas is then captured and used for industrial gas
applications, hydrogen fueling applications, and used to store renewable energy in the form of hydrogen
®
gas. Our HySTAT branded electrolyzer products are based on 60 years of hydrogen experience, meet
international standards such as ASME, CE, Rostechnadzor and UL and are certified ISO 9001 from design
®
to delivery. We configure our HySTAT products for both indoor and outdoor applications and tailor our
products to accommodate various hydrogen gas requirements.
The worldwide market for hydrogen, which includes the merchant gas market for hydrogen, is estimated at
$5 billion annually, and is served by industrial gas companies as well as on-site hydrogen generated by
products manufactured by companies such as ourselves. We believe the annual market for on-site
hydrogen generation equipment is approximately $100 million to $200 million. We believe the size of the
addressable market for on-site hydrogen generation equipment could double if electrolysis based
hydrogen fuelling stations gain widespread acceptance in Europe.
Our OnSite Generation products are sold to leading merchant gas companies such as Air Liquide and
Linde Gas and end users requiring high purity hydrogen produced on-site for industrial applications. We
also sell products to progressive oil and gas companies such as Shell Hydrogen requiring hydrogen
fuelling stations for transportation applications. Recently, an increase in interest and orders for fuelling
stations in Europe has signaled what we believe could be a major increase in the size of this market. We
2010 Management’s Discussion and Analysis
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continue to see requests for our products in renewable energy storage products. While this area is
heavily dependent on public funding initiatives, particularly in Europe, it continues to present compelling
growth opportunities. In 2009, we began to sell our products to leading electric power utilities, including
B.C. Powertech and Newfoundland and Labrador Hydro, to satisfy the need for renewable energy storage.
The business objectives for our OnSite Generation group are to: (i) further increase the gross margins of
existing product lines by improving our procurement and manufacturing processes; (ii) further increase the
reliability and durability of our products to exceed the expectations of our customers and improve the
performance of our applications; (iii) reduce the cost of ownership of our products through design and
technology improvement; (iv) continue to pursue opportunities for customers to convert otherwise wasted
renewable energy, such as wind and solar energy, into hydrogen; (v) further expand into ready markets
such as Eastern Europe (including Russia), Asia and the Middle East; and (vi) grow our fuelling station
business.
Our OnSite Generation business competes with merchant gas companies such as Air Liquide and Linde
Gas which, in addition to being customers, operate large scale centralized hydrogen production plants and
are providers of alternative on-site hydrogen generation products using steam methane reforming
(“SMR”) technology or other electrolysis technology. We compete on performance, reliability and cost and
believe we are well positioned in situations where there is a need for high purity hydrogen manufactured
on-site.
Power Systems
Our Power Systems business segment is based on PEM fuel cell technology, which transforms chemical
energy liberated during the electrochemical reaction of hydrogen and oxygen to electrical energy. Our
®
HyPM branded fuel cell products are based on our extensive track record of on-bench testing and
real-time deployments across a wide range of stationary and motive power profiles. We configure our
®
HyPM products to multiple electrical power outputs ranging from 4 to 65 kilowatts with ease of integration,
high reliability and operating efficiency, delivered in a highly compact area. We have also developed and
delivered hydrogen generation products on a smaller scale based on PEM water electrolysis.
Our target markets include backup power for telecom and data centre installations and motive power
applications such as buses, trucks and utility vehicles. The military, historically an early technology
adopter, is a specialized market for our innovative fuel cell based products. The worldwide market for data
centre backup power is estimated to be in excess of $6 billion and the market for telecom backup power is
estimated to be $2 to $3 billion in the US alone, based on a complete displacement of existing products
serving this market.
Our Power Systems products are sold to leading Original Equipment Manufacturers (“OEMs”) such as
CommScope, Inc. (“CommScope”) to provide backup power applications for telecom installations.
Additionally, our products are sold for prototype field tests intended to be direct replacements for traditional
lead-acid battery packs for motive applications. We also sell our Power Systems products to the military
and other early adopters of emerging technologies.
The business objectives for our Power Systems group are to: (i) offer a standard fuel cell platform for many
markets thereby enabling ease of manufacturing and reduced development spending; (ii) reduce product
cost; (iii) achieve further market penetration in the backup power and motive power markets by tailoring
®
our HyPM fuel cell products to meet market specific requirements including price, performance and
features; (iv) invest in sales and market development activities in the backup power and motive power
markets; (v) continue to target the military and other early adopters of emerging technologies as a bridge
to future commercial markets; and (vi) secure the requisite people and processes to align our anticipated
growth plans with our resources and capabilities.
Our Power Systems business competes with several well established battery and internal combustion
engine companies in addition to several other fuel cell companies. We compete on relative
®
price/performance and design innovation. In the backup power market, we believe our HyPM systems
have an advantage over batteries and internal combustion engines for customers seeking extended run
requirements, by offering a more reliable and economic performance. In motive power markets, we believe
®
our HyPM products are well positioned against lead-acid batteries by offering increased productivity and
lower operational costs.
2010 Management’s Discussion and Analysis
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There are four types of fuel cells other than PEM fuel cells that are generally considered to have possible
commercial applications including phosphoric acid fuel cells, molten carbonate fuel cells, solid oxide fuel
cells and alkaline fuel cells. Each of these fuel cell technologies differs in their component materials and
operating characteristics. While all fuel cell types may have potential environmental and efficiency
advantages over traditional power sources, we believe PEM fuel cells can be manufactured less
expensively and are more efficient and more practical in small-scale stationary and motive power
applications. Further, most automotive companies have selected PEM technology for fuel cell powered
automobiles. We expect this will help establish a stronger industry around PEM technology and may result
in a lower cost as compared to the other fuel cell technologies.
How We Sell Our Products
Our products are sold worldwide to OEMs, systems integrators and end users through a direct sales force
and a network of distributors. Our sales method varies depending on the product offering, market and
stage of technology adoption.
Our Intellectual Property
We believe our intellectual property provides us a strong competitive advantage and represents a
significant barrier to entry. As at December 31, 2010, we held 88 patents and had 89 patents pending.
Government Regulation
We are not subject to regulatory commissions governing traditional electric utilities and other regulated
entities in any of the jurisdictions in which we operate. Our products are, however, subject to oversight and
regulation by governmental bodies in regard to building codes, fire codes, public safety, electrical and gas
pipeline connections and hydrogen siting, among others.
2009 Restructuring
We were incorporated under the Canada Business Corporations Act in 1988 and commenced our fuel cell
development activities in 1996.
On June 11, 2009, we, Old Hydrogenics, the Board of Trustees of Algonquin Power Income Fund (“APIF”)
and APIF’s manager, Algonquin Power Management Inc., agreed on the terms of a series of transactions
(collectively, the “APIF Transaction”) and agreements, pursuant to which Old Hydrogenics agreed to
transfer its entire business and operations to us, including all assets, liabilities, directors, management and
employees, but excluding its tax attributes. Concurrently, the APIF Transaction enabled unitholders of
APIF to continue to hold their interest in APIF as shareholders of Old Hydrogenics, which was renamed
Algonquin Power & Utilities Corp. (“APUC”), a publicly traded Canadian corporation. APUC has the ability
to make efficient use of our accumulated tax attributes in the continued execution of APIF’s business
plans. Under the APIF Transaction, our shareholders had their common shares in the capital of Old
Hydrogenics redeemed for our common shares on a one-for-one basis. At the same time APIF unitholders
exchanged their units for APUC common shares.
As a result of completion of the APIF Transaction on October 27, 2009, unitholders of APIF did not retain
any interest in the business of the Corporation nor did the Corporation’s shareholders retain any interest in
the business of APIF. We have continued to carry on the hydrogen generation and fuel cell business as a
public entity with all of the assets (including the intellectual property), except for certain tax assets, of our
predecessor prior to the APIF Transaction.
Details of the APIF Transaction are described more fully in Old Hydrogenics’ management proxy circular
dated June 25, 2009. See also note 2 to our consolidated financial statements.

2 Growth Strategy

A summary of our product development, market engagement and financial strategies

Our strategy is to develop electrolyzer and fuel cell products for sale to OEMs, electric utilities, merchant
gas companies and end-users requiring highly reliable products offered at competitive prices. We believe
our success will be substantially predicated on the following factors:
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Advancing Our Product Designs
®
Within our OnSite Generation business segment, we are focused on reducing the cost of our HySTAT
electrolyzer and improving its efficiency. Innovation in the design, elimination of non-value adding
components, improved component sourcing and fundamental electrochemical improvements have all
contributed to continuous cost reduction in 2010. We recognize the opportunity for larger scale energy
storage installations and are developing significant scale-up designs to better meet this market
opportunity.
Within our Power Systems business segment, we are focused on further reducing the cost of a fuel cell
system, a remaining impediment to large scale adoption notwithstanding achieving significant cost
reduction milestones in 2010. For market opportunities such as the home and backup power market
requiring between 4 and 12 kilowatts of electrical power, we are developing a PEM based electrolyzer. We
are attempting to offset a portion of the associated development expenses by entering into cost sharing
agreements with OEMs and government agencies.
Recently, we have seen considerable interest in using hydrogen as a medium to store renewable energy,
particularly wind and solar power, due to the favourable characteristics of hydrogen as an energy carrier.
We are developing a renewable energy storage product incorporating an alkaline electrolyzer, a PEM fuel
cell electrical generator and associated systems integration software. We anticipate adding other
proprietary technologies to this product offering based on continued market intelligence. In time, we
anticipate developing a product offering that will benefit ancillary electrical power services such as grid
balancing and load profiling.
Increasing Market Penetration
As at December 31, 2010, we had seven full-time staff employed in sales functions. Our senior
management team is also actively involved in sales initiatives including maintaining close contact with our
more significant customers.
Additionally, we have developed relationships with third parties that we believe are well positioned in our
relevant markets to identify new market opportunities for our products. In the industrial gas market, these
third parties include leading merchant gas companies such as Air Liquide and Linde Gas. In the backup
power market, these third parties include leading OEMs such as CommScope.
We have recently begun to sell our renewable energy storage products to progressive electric power
utilities throughout the world seeking a robust and cost effective solution for renewable energy storage. We
have begun to access this market through trade events, meeting directly with electrical utilities, and
marketing to government agencies mandated to provide power to remote communities.
Securing Additional Capital
As at December 31, 2010, we had $9.0 million of cash, cash equivalents and restricted cash and had
$17.7 million of shareholders’ equity.
We also require additional funding in the form of debt or equity in addition to the funding obtained during
the year ended December 31, 2010. During 2010, we completed an offering of common shares and
warrants for gross cash proceeds of $5.0 million before placement agent’s fees and other offering
expenses. On August 9, 2010, we entered into a subscription agreement (the “Agreement”) with
CommScope Inc. of North Carolina, a subsidiary of CommScope wherein CommScope will purchase from
us common shares in four tranches, up to a maximum of 2,186,906 shares for a maximum aggregate
purchase price of $8.5 million, subject to achieving certain product development milestones. During 2010,
we closed the first two tranches under the terms of the Agreement for gross cash proceeds of $4.0 million.
We incurred issuance costs of $0.2 million in connection with the issuance of the first and second
tranches. We expect to close the final two tranches under the terms of the Agreement in 2011 for gross
cash proceeds of $4.5 million as we complete the requirements of the product development milestones
under the Agreement. While we continue to pursue various additional sources of financing, there are no
definitive plans at this stage and there is no assurance these initiatives will be successful or provide
additional funds sufficient to continue operations.
We do not anticipate achieving a consistent level of profitability, and hence, generate consistent positive
cash flow from operations for the next several quarters. In 2010, we incurred a net loss of $8.5 million.
2010 Management’s Discussion and Analysis
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The failure to raise sufficient funds necessary to finance future cash requirements could adversely affect
our ability to pursue our strategy and negatively affect our operations in future periods. We are addressing
this matter by maintaining contact with analysts and institutional investors to better articulate our
investment merits and are advancing discussions with possible strategic investors.
Retaining and Engaging Our Staff
As at December 31, 2010, we had 114 full-time staff, the majority of whom have been employed by the
Corporation for several years and possess strong technical backgrounds with extensive industry
experience. We strive to maintain a high level of employee engagement by compensating at market rates,
providing interesting and challenging work, and, over time, the opportunity to create wealth by participating
in our stock ownership program.

3 Operating Results

A detailed discussion of our operating results for 2010 and 2009

This section provides a detailed discussion of our financial performance based on our consolidated
financial statements. All references to per share amounts pertain to net loss per share and are presented
on a consolidated basis. Certain of the prior year’s figures have been reclassified to conform to the current
year’s presentation.
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Summary Financial Analysis
(Thousands of US Dollars, except per share amounts)

% Favourable
(Unfavourable)

2010

2009

2008

2010

2009

15,921

12,303

31,207

29%

(61%)

5,009

6,538

5,643

(23%)

16%

20,930

18,841

36,850

11%

(49%)

2,490

-

(100%)

Consolidated Statements of Operations
OnSite Generation
Power Systems
Test Systems

-

Revenues
Gross Margin
% of Revenues

-

20,930

18,841

39,340

11%

(52%)

5,426

3,728

7,894

46%

(52%)

26%

20%

20%

Selling, General and Administrative Expenses

10,228

16,995

15,022

40%

(13%)

Research and Product Development Expenses

3,445

5,219

7,296

34%

28%

(8,557)

(9,375)

(14,319)

9%

35%

(3.89)

28%

35%

Net Loss
Net Loss Per Share

$

(1.82)

$

(2.54)

$

Consolidated Statements of Cash Flows
Cash Used in Operating Activities
Other Measures
1
Cash Operating Costs
EBITDA

1

(10,111)

(11,085)

(6,758)

9%

(64%)

12,631

21,801

21,624

42%

(1%)

(8,247)

(18,486)

(14,424)

55%

(28%)

Highlights for 2010 compared to 2009

1

•

Revenues were $20.9 million, an increase of 11% primarily reflecting the recovery of industrial
markets in our OnSite Generation business unit. This increase was partially offset by decreased
revenues in our Power Systems business unit resulting from a combination of timing of orders and
production delays resulting from our relocation to a new lower cost manufacturing facility in
Mississauga, Ontario.

•

Cash operating costs were $12.6 million, a 42% decrease primarily reflecting: (i) the absence of
$3.3 million of expenses associated with our transaction with the trustees of Algonquin Power
Income Fund in 2009; (ii) a $3.0 million decrease in selling, general and administrative expenses
as a result of ongoing cost reduction efforts; (iii) a $2.3 million decrease in research and product
development expenditures resulting from standardization of product development and more focus
on product cost reduction efforts; (iv) the absence of $0.6 million of costs related to business
streamlining initiatives; and (v) the absence of $0.5 million of costs attributable to our Test
Systems business; partially offset by a $0.6 million decrease in research and product development
funding.

Cash Operating Costs and EBITDA are Non-GAAP measures, see Section 14.
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•

EBITDA loss decreased $10.2 million or 55%, reflecting: (i) a $1.7 million increase in gross
margin; (ii) a $9.2 million decrease in cash operating costs as noted above; (iii) $0.8 million of
non-cash selling, general and administrative expenses; and (iv) $0.1 million of other items.

•

Net loss decreased $0.8 million or 9% ($0.72 per share), primarily reflecting a $10.2 million
decrease in EBITDA loss, offset by the absence of a $10.4 million recovery of income taxes as a
result of the APIF Transaction in 2009.

•

Cash used in operating activities decreased by $1.0 million, or 9% reflecting: (i) a $0.8 million
decrease in our net loss; and (ii) $0.2 million of other items.

Highlights for 2009 compared to 2008
•

Revenues were $18.8 million. Excluding Test Systems, revenues decreased 49% from the
comparable period in 2008 resulting from variations in timing of delivery of products combined with
lower order intake primarily in our OnSite Generation business unit.

•

Cash operating costs, exclusive of $3.3 million of transaction related expenses associated with our
transaction with the trustees of Algonquin Power Income Fund, were $18.5 million, a 14%
decrease from $21.6 million in 2008. Cash operating costs for the year ended December 31,
2009 include: (i) $1.0 million of costs related to business streamlining initiatives; (ii) $0.4 million of
costs associated with deferred compensation arrangements indexed to our share price; and (iii)
$0.6 million of costs attributable to our Test Systems business unit.

•

EBITDA loss increased $4.1 million, or 28%, reflecting: (i) a $4.1 million decrease in gross margin
as a result of lower revenues; (ii) $3.3 million of transaction related expenses associated with the
APIF Transaction; offset by (iii) a $2.1 million decrease in research and product development
expenses; and (iv) $1.2 million of other items.

•

Net loss decreased $4.9 million, or 35% ($0.06 per share), reflecting an $18.5 million EBITDA
loss, offset by a $10.4 million recovery of income taxes as a result of the APIF Transaction.

•

Cash used in operating activities increased $4.3 million, or 64% reflecting: (i) a $4.8 million
decrease in our net loss; offset by (ii) an $8.3 million increase in non-cash working capital
requirements; and (iii) $0.8 million of capital expenditures.

Business Segment Review
We report our results in three business segments, OnSite Generation, Power Systems, Test Systems, and
Corporate and Other. These segments are differentiated by the products developed and end-customer
markets. Our reporting structure reflects how we manage our business and how we classify our operations
for planning and measuring performance. See Section 1 – “Our Business” for a description of our business
segments.
OnSite Generation
Summary Financial Analysis
(Thousands of US Dollars)
2010
Revenues
Gross Margin
% of Revenues
Selling, General and Administrative Expenses

2009

2008

% Favourable
(Unfavourable)

2010

2009

15,921

12,303

31,207

29%

(61%)

3,350

2,608

6,919

28%

(62%)

21%

21%

22%

2,376

2,877

3,552

17%

19%

Research and Product Development Expenses

842

1,489

1,261

43%

(18%)

Segment Income (Loss)

131

(1,758)

2,106

107%

(183%)
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Revenues for 2010 were $15.9 million, an increase of $3.6 million or 29%. We believe this increase was
the result of the partial recovery of industrial markets, partially offset by: (i) variations in the timing of order
receipt and project deliveries; and (ii) a 5% increase in the value of the US dollar relative to the euro.
Revenues for the year ended December 31, 2010 consisted of the sale of electrolyzer products to
customers in industrial gas and renewable energy markets. As at December 31, 2010, we had $13.6
million of confirmed orders (2009 - $16.4 million), substantially all of which are anticipated to be delivered
and recognized as revenue in 2011. Revenues for 2009 were $12.3 million, a decrease of $18.9 million or
61% from 2008. This decrease was due to: (i) variations in the timing of project deliveries; (ii) a 6%
increase in the value of the US dollar relative to the euro; and (iii) lower order intake. We believe the lower
order intake was the result of prevailing conditions in credit markets and the global economy. Revenues for
the year ended December 31, 2009 consisted of the sale of electrolyzer products to customers in industrial
gas and renewable energy markets.
Gross Margin for 2010 was $3.4 million (21% of revenues) compared to $2.6 million (21% of revenues) in
2009. The increase in gross margin in 2010 over 2009 is primarily the result of increased revenues.
Gross margin for 2009 was $2.6 million (21% of revenues), compared to $6.9 million (22% of revenues) in
2008 reflecting lower revenue as well as a 6% increase in the value of the US dollar relative to the euro.
The increase in gross margin in 2009 over 2008 is primarily the result of increased revenues and a 5%
increase in the value of the US dollar relative to the euro.
Selling, General and Administrative (“SG&A”) Expenses for 2010 were $2.4 million, a decrease of
$0.5 million or 17% reflecting continued streamlining initiatives. SG&A expenses for 2009 were $2.9
million, a decrease of $0.7 million or 19%. These decreases are primarily the result of cost reduction
initiatives and increases in the US dollar relative to the euro in 2010 and 2009 of 5% and 6%, respectively.
Research and Product Development (“R&D”) Expenses for 2010 were $0.9 million, a decrease of $0.6
million or 43% reflecting improved cost effectiveness in prototyping. R&D expenses for 2009 were $1.5
million, an increase of $0.2 million or 18% compared to 2008 and attributable to increased material
consumption for experimentation and prototyping trials to support our renewable energy product
development efforts.
Segment Income for 2010 was $0.1 million, an increase of $1.9 million or 107% primarily reflecting a
combination of increased gross margins resulting from increased revenues and decreased costs,
reflecting cost reduction efforts. Segment loss for 2009 was $1.8 million, an increase of $3.8 million or
183% compared to 2008 primarily reflecting decreased gross margins resulting from lower revenues.
Power Systems
Summary Financial Analysis
Thousands of US Dollars
2010

2009

2008

Revenues

5,009

6,538

5,643

Gross Margin

2,076

853

214

% of Revenues

41%

13%

% Favourable
(Unfavourable)
2010

2009

(23%)

16%

143%

299%

4%

Selling, General and Administrative Expenses

3,478

4,309

4,162

19%

(4%)

Research and Development Expenses

2,519

3,516

5,808

28%

39%

(3,921)

(6,972)

(9,757)

44%

29%

Segment Loss

Revenues for 2010 were $5.0 million, a decrease of $1.5 million or 23% compared to 2009 and reflect the
timing of project orders, product deliveries and production delays resulting from our relocation to a new
lower cost manufacturing facility in Mississauga, Ontario. As at December 31, 2010, we had $3.5 million
(December 31, 2009 $3.3 million) of confirmed orders for Power Systems’ products and services,
substantially all of which are anticipated to be delivered and recognized as revenue in 2011. Revenues for
2009 were $6.5 million, an increase of $0.9 million or 16% compared to 2008 and primarily reflect timing of
project deliveries and a higher proportion of revenues from custom and pre-commercial markets.
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Gross Margin for 2010 was $2.1 million (41% of revenues) compared to $0.9 million (13% of revenues) in
2009, reflecting an increase of 143% over 2009 attributable to a higher proportion of custom projects,
which generally have higher gross margins as well as product cost reductions. Gross margin for 2009
was $0.9 million (13% of revenues) compared to $0.2 million (4% of revenues) in 2008 reflecting a higher
proportion of revenues from custom and pre-commercial market revenues as compared to 2008.
SG&A Expenses for 2010 were $3.5 million, a decrease of $0.8 million or 19%. This decrease reflects the
absence of $1.0 million of costs associated with business streamlining initiatives during the first and fourth
quarters of 2010, partially offset by an increase of $0.2 million as a result of the increase in the value of the
Canadian dollar relative to the US dollar. SG&A expenses for 2009 were $4.3 million, an increase of $0.2
million or 4%. This increase reflects $1.0 million of costs associated with business streamlining initiatives
in 2009, partially offset by the decreased costs resulting from these business streamlining initiatives and
an increase in the value of the US dollar relative to the euro.
R&D Expenses for 2010 were $2.5 million, a decrease of $1.0 million or 28% compared to 2009, and are
attributable to a $1.6 million decrease in R&D expenses as a result of further product standardization and
improved cost effectiveness in prototyping offset by a $0.6 million decrease in research and product
development funding. R&D expenses for 2009 were $3.5 million, a decrease of $2.3 million or 39%
compared to 2008, and are attributable to streamlining and cost reduction initiatives.
Segment Loss for 2010 was $3.9 million compared to $7.0 million in 2009, reflecting increased gross
margin and decreased SG&A and R&D expenditures resulting from our ongoing cost reduction efforts
undertaken during 2010. Segment loss for 2009 was $7.0 million compared to $9.8 million in 2008,
reflecting increased gross margin and decreased R&D expenditures resulting from our streamlining and
cost reduction initiatives undertaken during 2009, offset by a $0.2 million increase in SG&A expenses.
Test Systems
Summary Financial Analysis
Thousands of US Dollars
2010

2009

Revenues

-

-

Gross Margin

-

267

% of Revenues

n/a

n/a

Selling, General and Administrative Expenses

60

574

Research and Development Expenses

-

-

60

-

Windup of Test Equipment Business Expenses

-

-

-

-

Segment Loss

(60)

(307)

2008

% Favourable
(Unfavourable)
2010

2009

2,490

0%

(100%)

762

(100%)

(65%)

31%
1,171

(469)

90%

80%

51%
100%
35%

Test Systems revenues and expenses were less than $0.1 million for 2010 as a result of our decision to
windup our test equipment business announced on November 7, 2007. Revenues and expenses incurred
in 2008 and 2009 were incurred as we executed the terms of the wind-up. We anticipate completing the
windup of our test equipment business in early 2011 as we complete the remediation of our previously
occupied Test Systems manufacturing facility. The expected costs relating to this remediation are not
expected to be material.
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Corporate and Other
Summary Financial Analysis

% Favourable

Thousands of US Dollars
Selling, General and Administrative Expenses
Research and Development Expenses
Litigation Settlements
Segment Loss

(Unfavourable)

2010

2009

2008

2010

2009

4,375

9,235

5,444

53%

(69%)

84

214

167

61%

(28%)

437

-

-

100%

-

(4,817)

(338)

(6,199) (1,325%)

95%

SG&A Expenses were $4.4 million for 2010, a decrease of $4.9 million or 53%. This decrease is the result
of: (i) the absence of $3.3 million transaction related expenses associated with the APIF Transaction in
2009; and (ii) $1.5 million of lower costs as a result of ongoing cost reduction efforts. SG&A Expenses for
2009 were $9.2 million, an increase of $3.8 million or 70% primarily reflecting $3.3 million of expenses
associated with the APIF Transaction in 2009.
R&D Expenses for 2010 were less than $0.1 million, a decrease of $0.1 million compared to 2009. R&D
expenses for 2009 were $0.2 million, an increase of less than $0.1 million compared to 2008, reflecting
increased intellectual property fees in 2009 and reduced expenses in 2010 resulting from cost reduction
efforts.
Litigation Settlements for 2010 were $0.4 million and reflect the settlements noted below.
•

On April 22, 2010, the Corporation reached a settlement with American Power Conversion
Corporation (“APC”) regarding the Corporation’s previously announced litigation in connection with
the Supply Agreement entitled "Hydrogenics Corporation v. American Power Conversion
Corporation, Civil Action 09-11947." Under the terms of the settlement, APC paid the
Corporation $1.2 million and both parties terminated all pending claims with regard to this matter.

•

On May 21, 2010, the Corporation entered into separate settlement agreements with each of
Alpha Capital Anstalt (“Alpha”) and Iroquois Master Fund Ltd. (“Iroquois”) regarding previously
disclosed litigation and disputes. Under the terms of each settlement agreement, the Corporation
issued 100,000 common shares to each of Alpha and Iroquois on a private placement basis in the
United States to settle their claims. The total issuance of 200,000 common shares represented
approximately 4.76% of the Corporation’s equity in aggregate as at June 30, 2010. The
settlement contained no admission of wrongdoing by the Corporation, its officers and directors.
Following the receipt of the advice of counsel, the Board of Directors unanimously approved the
settlement and concluded the settlement to be in the best interests of the Corporation. This
resulted in a $0.8 million charge to litigation settlements. Under the terms of each settlement
agreement, Hydrogenics filed with the Securities Exchange Commission a registration statement
on Form F-3 covering the resale of the 200,000 common shares issued to Alpha and Iroquois.

Segment Loss for 2010 was $4.8 million, an increase of $4.5 million compared to 2009 as a result of the
absence of the $7.1 million of net proceeds associated with the APIF transaction in 2009 partially offset by:
(i) $0.4 million of net proceeds from litigation settlements; and (ii) decreased SG&A costs resulting from
cost reduction efforts.
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4

Financial Condition

A discussion of the significant changes in our Consolidated Balance Sheets

As at December 31,
(Thousands of US Dollars)

Change
2010

2009

Cash, cash equivalents, restricted cash and short-term
investments

8,989

11,002

Accounts receivable

5,603

Inventory
Accounts payable and accrued liabilities
Unearned revenue

$

%

(2,013)

(18%)

3,685

1,918

52%

8,376

11,746

(3,370)

(29%)

10,096

14,782

(4,686)

(32%)

3,751

4,546

(795)

(17%)

$

Cash, cash equivalents and restricted cash at December 31, 2010 were $9.0 million, a decrease of
$2.0 million or 18% from December 31, 2009. Refer to Section 6 - Liquidity and Capital Resources for a
discussion of the change in cash, cash equivalents and restricted cash.
Accounts receivable at December 31, 2010 were $5.6 million, an increase of $1.9 million or 52% from
December 31, 2009 as a result of timing of product deliveries and payments.
Inventory at December 31, 2010 was $8.4 million a decrease of $3.4 million or 29% from December 31,
2009 as a result of the conversion of $1.2 million of finished goods inventory into revenue combined with
decreased levels of raw materials and work-in-progress as a result of timing of production of orders.
Accounts payable and accrued liabilities at December 31, 2010 were $10.1 million, a decrease of $4.7
million or 32% from December 31, 2009 as a result of the timing of disbursements and decreased
inventories.
Unearned revenues at December 31, 2010 were $3.8 million, a decrease of $0.8 million or 17% from
December 31, 2009 as a result of the conversion of customer deposits on hand at December 31, 2009 into
revenue and fewer deposits received on orders booked during the year ended December 31, 2010.
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5 Summary of Quarterly Results

A summary view of our quarterly financial performance
1

The following table highlights selected financial information for the eight consecutive quarters ending
December 31, 2010.
(Thousands of US Dollars except per share amounts)
Revenues
Gross Margin
2

Net Profit (Loss)
Net Profit (Loss) Per Share
(Basic and Fully Diluted)
Weighted Average Common
Shares Outstanding
1.
2.

Q4
$

% of Revenues
EBITDA

2010
5,805

Q3
$

5,590

2009
Q2

$

2,809

Q1
$

6,726

Q4
$

4,207

Q3
$

3,558

Q2
$

Q1

5,540 $

5,536
1,631

1,966

1,440

842

1,178

665

575

857

34%

26%

30%

18%

16%

16%

16%

30%

(1,624)

(2,106)

(1,247)

(3,276)

(4,058)

(5,159)

(5,510)

(3,759)

(1,892)

(2,078)

(1,011)

(3,576)

6,071

(5,439)

(6,010)

(3,997)

(0.34)

(0.47)

(0.24)

(0.87)

1.64

(1.47)

(1.63)

(1.08)

5,488,630 4,420,201

4,293,087

4,124,203

3,699,795

3,698,607

3,696,284

3,696,226

Certain minor variances exist between the annual Consolidated Financial Statements and this summary.
Refer to Section 14 for a reconciliation of Non-GAAP measures.

In the first quarter of 2010, our net loss decreased by $0.4 million ($0.21 per common share) compared to
the first quarter of 2009 as a result of decreased cash operating costs reflecting: (i) an $0.8 million
decrease in research and product development expenditures resulting from standardization of product
development and more focus on product cost reduction efforts; (ii) the absence of $0.6 million of costs
associated with business streamlining initiatives incurred in the first quarter of 2009, partially offset by; (iii)
a non-cash charge of $1.0 million included in selling, general and administrative costs associated with our
estimate to settle litigation with Alpha and Iroquois and reduced gross margins resulting from pricing
pressure on OnSite Generation orders booked in 2009.
In the second quarter of 2010, our net loss decreased by $5.0 million ($1.39 per common share) compared
to the second quarter of 2009 reflecting decreased cash operating costs resulting from: (i) the absence of
$1.2 million of expenses associated with the APIF Transaction; (ii) a decrease in selling, general and
administrative expenses resulting from ongoing cost reduction initiatives; (iii) a $0.6 million increase in
research and product development funding; and (iv) a $0.6 million decrease in research and product
development expenditures resulting from standardization of product development and more focus on
product cost reduction efforts.
In the third quarter of 2010, our net loss decreased by $3.4 million ($1.00 per common share) compared to
the third quarter of 2009 due to increased revenues and gross margins, as well as decreased cash
operating costs resulting from the absence of $1.8 million of expenses associated with the APIF
Transaction in 2009.
In the fourth quarter of 2010, our net loss increased by $8.0 million ($1.98 per common share) compared
to the fourth quarter of 2009 primarily as a result of the absence of a $10.4 million gain recorded in the
fourth quarter of 2009 in connection with the APIF Transaction; partially offset by the following;

2

•

Revenues increased $1.6 million, or 38%, reflecting increased revenues in our OnSite Generation
business unit as a result of what we believe to be improvements in economic conditions, partially
offset by decreased revenues in our Power Systems business unit resulting from the timing of
orders and production delays resulting from our relocation to a lower cost manufacturing facility in
Mississauga, Ontario.

•

Gross margin was $2.0 million (34% of revenues) compared to $0.7 million (16% of revenues),
reflecting increased gross margin in both our Power Systems and OnSite Generation businesses.
The increased gross margin in our Power Systems business unit is the result of a high proportion
of custom project revenues, which generally have a higher gross margin as well as product cost

Cash Operating Costs and EBITDA are Non-GAAP measures, see Section 14.
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reductions. The increased gross margin in our OnSite Generation business unit is the result of
product cost reductions and economies of scale as a result of increased revenues.
•

SG&A expenses were $2.6 million, a decrease of $1.4 million or 34% reflecting cost reduction
initiatives.

•

R&D expenses were $0.9 million, an increase of $0.2 million or 31% as a result of product
standardization and improved cost effectiveness in prototyping offset by the absence of $0.8
million of funding received during the fourth quarter of 2009.

The information in this section of our MD&A was obtained from our quarterly unaudited consolidated
financial statements, which are denominated in US dollars and have been prepared in accordance with
Canadian GAAP. This information is, in the opinion of management, prepared using accounting policies
consistent with the audited consolidated financial statements and includes all adjustments necessary for
the fair presentation of the results of the interim periods. We expect our operating results to vary
significantly from quarter to quarter and they should not be relied upon to predict future performance.

6

Liquidity and Capital Resources

A discussion of our cash flow, liquidity, credit facilities, and other disclosures

The following section explains how we manage our cash and capital resources to carry out our strategy
and deliver results.
Cash Used in Operating Activities
Years ended
December 31

(Thousands of US Dollars)

2010
EBITDA loss
Other income
Change in non-cash working capital
Other items
Cash used in operating activities

$

2009

Favourable
(Unfavourable)

(8,247)

$ (18,486)

$ 10,239

479

41

438

1,068

(3,593)

(3,632)

39

1

1,250

10,992

(9,742)

(10,111)

$ (11,085)

$

974

55%

(89)
9%

Changes in cash used in operating activities in 2010 compared to 2009 are discussed below.
•

EBITDA loss decreased $10.2 million or 55% as described in Section 3 - Operating Results of this
MD&A.

•

Other income increased $0.4 million primarily as a result of the net impact of litigation settlements
discussed in Section 3 - Operating Results of this MD&A.

•

Changes in non-cash working capital increased less than $0.1 million as described in Section 4 Financial Condition of this MD&A.

•

Other items decreased by $9.7 million or 89% primarily as a result of the absence of the 2009
recovery of income taxes of $10.4 million resulting from the closing of the APIF Transaction in
2009, which generated proceeds of $10.4 million, prior to transaction costs.

At current operating levels, we anticipate consuming between $6.0 million and $9.0 million in 2011 to fund
our anticipated EBITDA losses, non-cash working capital requirements and capital expenditures. In the
event we are successful in securing orders in excess of our base case revenue outlook, our cash
requirements would increase.
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Cash Provided By (Used in) Investing Activities
Years ended December 31
2010
2009

(Thousands of US Dollars)
Cash provided by (used in) investing

activities

$

467

$ (1,465)

Change
$ 1,932

132%

Cash provided by investing activities was $0.5 million in 2010, an increase of $1.9 million or 132%
compared to 2009. This increase is the result of a $1.4 million decrease in restricted cash, a $0.4 million
decrease in capital expenditures and a $0.1 million increase in proceeds received on disposal of property,
plant and equipment.
Cash Provided By Financing Activities
Years ended December 31
2010
2009

(Thousands of US Dollars)
Cash provided by financing

activities

$

8,366

$

108

Change
$ 8,258

7,646%

Cash provided by financing activities was $8.4 million in 2010, an increase of $8.3 million compared to
2009 reflecting $8.4 million of net proceeds received from investments in common shares; $3.8 million
from CommScope in the three months ended September 30, 2010 and $4.6 million from our registered
direct equity offering with two institutional investors in the three months ended March 31, 2010. Cash
provided by financing activities in 2009 reflects a $0.1 million decrease in deferred research and product
development grants and less than $0.1 million of funds received on the exercise of stock options.
On August 9, 2010, we entered into a strategic alliance with CommScope, Inc. of North Carolina, a
subsidiary of CommScope a global leader in infrastructure solutions for communications networks. This
Agreement includes an equity investment in the Corporation. Under the terms of the Agreement, we
anticipate developing next-generation power modules for telecom-related backup power applications to be
incorporated by CommScope into its products sold to customers worldwide. The Agreement includes an
equity investment in the Corporation under which CommScope agreed to purchase from the Corporation
up to a maximum of 2,186,906 common shares on a private placement basis in four tranches, for a
maximum aggregate purchase price of $8.5 million. The first tranche, which closed on August 12, 2010,
consisted of 879,393 common shares for an aggregate purchase price of $3.2 million ($3.68 per share).
The second tranche, which closed on September 29, 2010, consisted of 207,268 common shares for an
aggregate purchase price of $0.8 million ($3.68 per share). As a result of these two transactions,
CommScope owns 1,086,661 common shares representing 19.8% of the outstanding common shares of
the Corporation. The third and fourth tranches are subject to the satisfaction by us of certain agreed upon
product development milestones with respect to Hydrogenics' fuel cell business. These development
milestones are currently expected to occur in 2011. The Agreement provides, among other things, that
CommScope will have certain participation rights, in future financings, and, subject to maintenance of
certain ownership requirements, will have the right to have one non-voting observer on our board of
directors. We have also entered into an intellectual property licence agreement on the closing of the first
tranche, wherein we have granted to CommScope a licence to certain intellectual property resulting from
the transaction, which will only be exercisable by CommScope upon the occurrence of specified triggering
events (such as if the Corporation were to become insolvent or exit the fuel cell business).
Credit Facilities
We utilize a credit facility with Dexia Bank (“Dexia”), a Belgian based financial institution, to better manage
our short-term cash requirements and to support letters of guarantee provided to customers. As at
December 31, 2010 and 2009, we had operating lines of credit of up to 3.5 million euros, dependant on
qualified orders. As at December 31, 2010 and 2009, we had no indebtedness on our credit facilities.
Pursuant to the terms of the credit facility with Dexia, Hydrogenics Europe NV (the “Borrower”), a
wholly-owned Belgian based subsidiary, may borrow a maximum of 75% of the value of awarded sales
contracts, approved by Dexia, to a maximum of 2.0 million euro, along with a maximum of 1.5 million euros
for general business purposes. The credit facility bears interest at a rate of EURIBOR plus 1.45% per
annum and is secured by a 1.0 million euro first charge secured against all the assets of the Borrower. This
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credit facility, which may be increased by an additional 1.5 million euro in certain circumstances, contains
a negative pledge precluding the Borrower from providing security over its assets. Additionally, the
Borrower is required to maintain a solvency covenant, defined as equity plus current account divided by
total liabilities, of not less than 25%, and ensure that its intercompany account with Hydrogenics does not
fall below a certain level. As at December 31, 2010, the solvency covenant was 45%. As at December
31, 2010, the intercompany account was in compliance with these covenants.
The amount of the available line of credit is reduced by the amount of outstanding standby letters of credit
and letters of guarantee, if any, issued from time to time by Dexia. As at December 31, 2010, there is no
availability under this line of credit as the Corporation has not submitted any sales orders for approval.
Financial Instruments, Long-term Debt, Commitments and Contingent Off-balance Sheet
Arrangements
The Corporation’s financial instruments and the nature of the risks, existing or potential, are as set out in
the following table:
Risk
Market Risks
Financial Instruments
Credit
Liquidity Currency Interest Rate
Cash and cash equivalents and restricted cash

X

X

X

Short-term investments

X

X

X

Accounts receivable

X

X

Accounts payable and accrued liabilities

X

X

Credit risk
Credit risk arises from the potential that a counterparty will fail to perform its obligations. Credit risk
associated with cash and cash equivalents and short-term investments is minimized by ensuring financial
assets are placed for short periods of time, generally less than 90 days, with governments, well capitalized
financial institutions and other creditworthy counterparties. An ongoing review is performed by
management to evaluate changes in the status of counterparties.
Credit risk associated with accounts receivable is minimized by carrying out a detailed review and approval
by senior management of credit extensions to customers taking into account customer history, any
amounts that are past due and any available relevant information about the customers’ liquidity and
potential going concern problems. In addition, progress payments are generally required by customers
as contracts are executed, which generally results in between 35% and 100% of a contract’s value being
collected before shipments are made. Where credit terms are extended beyond shipment, terms are
generally not granted beyond 60 days. We maintain provisions for potential credit losses and any such
losses to date have been insignificant.
Currency risk
Foreign currency risk arises because of fluctuations in exchange rates. We conduct a significant portion of
our business activities in currencies other than the functional currency of the parent company (US dollars)
and the functional currency of our self-sustaining subsidiary (euros). This primarily includes Canadian
dollar transactions at the parent company and US dollar transactions at our self-sustaining subsidiary.
Our objective in managing foreign currency risk is to minimize our net exposures to foreign currency cash
flows by converting cash balances into foreign currencies to the extent practical to match other foreign
currency obligations. Our foreign exchange risk management program includes the use of foreign
exchange currency forward contracts to fix the exchange rates on short-term Canadian dollar and euro
denominated transactions and commitments.
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Interest rate risk
Interest rate risk arises because of the fluctuation in market interest rates. We are subject to interest rate
risk on our cash and cash equivalents and short-term investments; however, we do not have any long-term
debt and hence are not subject to interest rate risk from borrowings.
Liquidity risk
Liquidity risk arises from our general funding needs and in the management of our assets, liabilities and
optimal capital structure. We manage liquidity risk to maintain sufficient liquid financial resources to fund
our consolidated balance sheet and to meet our commitments and obligations in the most cost-effective
manner possible.
We have sustained losses and negative cash flows from operations since our inception. At December 31,
2010, we had approximately $9.0 million of cash and cash equivalents and restricted cash. We expect to
close the third and fourth tranches of the strategic alliance with CommScope in 2011 generating an
additional $4.5 million of cash resources. There are uncertainties related to the timing and use of our cash
resources and working capital requirements. These uncertainties include, among other things, the timing
and volume of commercial sales and associated gross margin of our existing products and the
development of markets for, and customer acceptance of, new products.
Throughout 2011, we do not expect our operations to generate sufficient cash flow to fund our obligations
as they come due. As such, these obligations will be funded out of existing and forecasted cash resources
to the extent possible.
As a result of the expected use of our existing cash resources, we anticipate requiring additional funding to
meet our anticipated obligations. Such funding may be in the form of debt or equity or a hybrid instrument
depending on the needs of the investor. We are also pursuing additional traditional and non-traditional
sources of financing. There is no assurance we will be successful in our financing efforts or that they will
be sufficient.

Commitments

The following table of our material contractual obligations as at December 31, 2010, sets forth the
aggregate effect these obligations are expected to have on our cash flows for the periods indicated:
(Thousands of US Dollars)
Payments due in
2011

Operating
Leases
$

0.8

Total
$

0.8

2012

0.8

0.8

2013

0.7

0.7

2014

0.2

0.2

2015 and thereafter

$

2.5

$

2.5

We cannot be certain we have or will be able to raise sufficient capital to repay our short and long-term
contractual obligations and maintain our planned levels of operations.
Contingent Off-balance Sheet Arrangements
We do not have any material obligations under forward foreign exchange contracts, guarantee contracts,
retained or contingent interests in transferred assets, outstanding derivative instruments or nonconsolidated variable interests.
As a result of the Government of Canada’s commitment to developing domestic alternative energy
technologies, we have entered into repayable contribution and other R&D arrangements with various
Canadian governmental ministries and public sector enterprises. Under these arrangements, we have
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received $13.5 million of funding toward agreed upon R&D project costs of which $6.5 million pertains to
the Technologies Partnerships Canada (“TPC”) agreement discussed below. Pursuant to the
arrangements, the funding parties have a right to receive as repayment, between 0.3% and 4.0% of gross
revenues attributable to the commercial exploitation of the associated technologies. At this time, the
amount of further product revenues to be recognized is uncertain, and accordingly no further liabilities for
repayment have been accrued. These arrangements expire up to March 31, 2016, or when total amounts
repaid reach the utilized amount of the advance, depending on the terms of the individual contracts. The
amount of funding available to us under similar arrangements varies from year to year, and although we
believe these agencies and enterprises will continue to support the industry, there is no guarantee of the
amount of future funding.
In 1998, Stuart Energy Systems Corporation (“Stuart Energy”), a wholly owned subsidiary of the
Corporation until October 27, 2009, entered into an agreement (the “TPC Agreeement”) with TPC, a
program of the Ministry of Industry of the Canadian government, to develop and demonstrate Hydrogen
Fleet Fuel Appliances. This agreement was amended in 2003 to expand Stuart Energy’s scope of work
and resulted in Stuart Energy receiving a total of CA$7.3 million of funding from TPC. Pursuant to the
amended TPC agreement, Stuart Energy undertook to repay future royalty payments until such time as
CA$17.4 million (the “Repayable Loan Amount”) was paid. The amended agreement required Stuart
Energy to make royalty payments against the Repayable Loan Amount beginning after April 1, 2007. In
accordance with the terms of the amended agreement, Stuart Energy (now the Corporation) was required
to make payments to TPC at 0.53% of its annual gross business revenues for a period of 12 years or until
the Repayable Loan Amount is fully repaid. As of December 31, 2010, we had recognized $63.8 million in
revenues and recorded a repayable amount of $0.3 million.
In January 2011, we entered into a settlement agreement with the Minister of Industry of the Canadian
government (the “Minister”) whereby we agreed to pay $2.3 million to the Minister in full and final
settlement of all claims and related options under the TPC Agreement. A total of $1.5 million shall be paid
to the Minister in quarterly installments commencing in January 2011 and continuing until September
2017. An additional payment of 3.0% of the net proceeds of all equity instrument financing transactions
completed by the Corporation on or before September 30, 2017 or the sum of $0.8 million, whichever shall
be the lesser amount shall be paid to the Minister.
We have entered into indemnification agreements with our current and former directors and officers to
indemnify them, to the extent permitted by law, against any and all charges, costs, expenses, and amounts
paid in settlement and damages incurred as a result of any lawsuit or any other judicial, administrative or
investigative proceeding in which they are involved as a result of their services. Any such indemnification
claims will be subject to any statutory or other legal limitation periods. The nature of the indemnification
agreements prevents us from making a reasonable estimate of the maximum potential amount we could
be required to pay to counterparties. We have purchased directors’ and officers’ liability insurance. No
amount has been recorded in the consolidated financial statements with respect to these indemnification
agreements as we are not aware of any claims.
In the normal course of operations, we may provide indemnification agreements, other than those listed
above, to counterparties that would require us to compensate them for costs incurred as a result of
changes in laws and regulations or as a result of litigation claims or statutory sanctions that may be
suffered by the counterparty as a consequence of the transaction. The terms of these indemnification
agreements will vary. The nature of the indemnification agreements prevents us from making a reasonable
estimate of the maximum potential amount we could be required to pay to counterparties. No amount has
been recorded in the consolidated financial statements with respect to these indemnification agreements
as we are not aware of any claims.

7

Critical Accounting Policies and Estimates

A description of our accounting estimates that are critical to determining our financial results and
changes to accounting policies

Critical accounting estimates are those that require an entity to make assumptions about matters that are
highly uncertain at the time the estimate is made. As well, to be “critical”, the estimate must be subject to
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significant change, either by virtue of the degree of uncertainty involved, or because the volatility of the
situation can create differences from period to period.
The preparation of consolidated financial statements in conformity with Canadian GAAP and including
related disclosures requires management to make estimates and assumptions that affect: (i) the amounts
reported for assets and liabilities; (ii) the disclosure of contingent assets and liabilities at the date of the
consolidated financial statements; and (iii) the amounts reported for revenues and expenses during the
reporting period.
Specifically, we must use estimates in determining the economic useful lives of assets, therefore, our
consolidated financial statements and related disclosures are necessarily affected by these estimates. We
evaluate these estimates on an ongoing basis, utilizing historical experience and other methods
considered reasonable in the particular circumstances. Nevertheless, actual results could differ
significantly from these estimates. To the extent that actual outcomes differ from estimates, or additional
facts and circumstances cause management to revise estimates, our financial position as reflected in our
consolidated financial statements will be affected. Any effects on business, financial position or results of
operations resulting from revisions to these estimates are recorded in the period in which the facts that
give rise to the revision become known.
This section discusses the critical accounting estimates and assumptions management has made and how
they affect the amounts reported in the consolidated financial statements. We consider these estimates to
be an important part of understanding our consolidated financial statements. We have discussed the
development, selection and application of our key accounting policies and the critical accounting estimates
and assumptions they involve, with the Audit Committee of the Board of Directors, and it has reviewed the
disclosures described in this section.
Valuation of Goodwill
Goodwill represents the excess of purchase price over the fair value of identifiable assets acquired in a
business combination accounted for using the purchase method of accounting. Goodwill is tested for
impairment annually or more frequently if an event or circumstance indicates that an impairment loss may
have been incurred. Application of the goodwill impairment test requires judgment, including the
identification of reporting units, assignment of assets and liabilities to reporting units, assignment of
goodwill to reporting units and determination of the fair value of each reporting unit. We estimate the fair
value of each reporting unit using a discounted cash flow methodology. This requires us to use significant
judgment including estimation of future cash flows, which is dependent on internal forecasts, estimation of
the long-term rate of growth for our business, the useful life over which cash flows will occur, determination
of our weighted average cost of capital and relevant market data.
Goodwill Impairments
The goodwill recorded in the consolidated financial statements relates entirely to our OnSite Generation
reporting unit. For purposes of determining the fair value of OnSite Generation, the Corporation uses the
discounted cash flow methodology. Under the income approach, management estimates the discounted
future cash flows for ten years and a terminal value for the reporting unit. The future cash flows are based
on management’s best estimates considering historical and expected operating plans, economic
conditions, and general outlook for the industry and markets in which the reporting unit operates. The
discount rate used by the Corporation is based on an optimal debt to equity ratio and considers the risk
free rate, market equity risk premium, size premium and operational risk premium for possible variations
from management’s projections. The terminal value is the value attributed to the reporting unit’s operations
beyond the projected period of ten years using a perpetuity growth rate based on industry, revenue and
operating income trends and growth prospects.
The Corporation’s assumptions are affected by current market conditions which may affect expected
revenue. In addition, while the Corporation continues to implement cost savings initiatives, operating costs
may increase more significantly than expected. The Corporation also has significant competition in the
markets in which it operates which may impact its revenue and operating costs. The Corporation has
made certain assumptions for the discount and terminal growth rates to reflect possible variations in the
cash flows; however, the risk premiums expected by market participants related to uncertainties about the
industry, specific reporting units or specific intangibles assets may differ or change quickly depending on
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economic conditions and other events. Accordingly, it is reasonably possible that future changes in
assumptions may negatively impact future valuations of goodwill and the Corporation would be required to
recognize an impairment loss. As at December 31, 2010, our estimate of fair value for our Onsite
Generation reporting unit exceeded its respective carrying value by approximately 30%.
Product Warranty Provision
We typically provide a warranty for parts and labour for up to one year and for certain operating
specifications such as product efficiency. Warranty obligations are recognized at the time of sale based on
the estimated warranty costs we expect to incur. These estimates are based on a number of factors
including our historical warranty claims and cost experience and the type and duration of warranty
coverage. Warranty expense is recorded as a component of cost of revenues. Additional information
related to our warranty provision is contained in note 11 of our consolidated financial statements.
Stock-based Compensation
The estimated fair value of stock option awards granted to employees as of the date of grant is recognized
as a compensation expense over the period in which the related employee services are rendered. For
stock options granted to non-employees, the estimated fair value of stock awards granted to
non-employees is recognized as an expense over the period in which the related goods or services are
rendered. The determination of the fair value of stock awards includes the use of option pricing models and
the use of estimates for expected volatility, option life and interest rates.
Provision for Obsolete Inventory
We record a provision against inventory when we determine its potential future use in the production of
commercial products is unlikely. Due to the nature of our operations, which include significant R&D
activities and prototype projects, we actively monitor raw materials inventory to ensure they are consumed
in operations in a timely manner. However, as products or R&D efforts change and the use of certain raw
materials inventory becomes doubtful, a provision is taken against the carrying value of this inventory.
Valuation of Future Income Tax Assets
Significant management judgment is required in determining the valuation allowance recorded against our
net income tax assets. We operate in multiple geographic jurisdictions and to the extent we have profits in
a jurisdiction these profits are taxed pursuant to the tax laws of that jurisdiction. We record a valuation
allowance to reduce our future income tax assets recorded on our consolidated balance sheet to the
amount of future income tax benefit that is more likely than not to be realized. We have recorded a full
valuation allowance to reflect the uncertainties associated with the realization of our future income tax
assets based on management’s best estimates as to the certainty of realization.

8

Recent Accounting Pronouncements

A discussion of Canadian generally accepted accounting principle developments that have, will, or
might affect the Corporation

Recently Issued Accounting Standards
Our accounting policies are described in notes 2 and 3 of our consolidated financial statements.
We will cease to prepare our financial statements in accordance with Canadian GAAP (and reconcile our
consolidated financial statements to US GAAP) as set out in Part V of the CICA Handbook - Accounting for
the periods beginning on January 1, 2011 when we will start to apply International Financial Reporting
Standards (“IFRS”) as published by the International Accounting Standards Board. Consequently, future
accounting changes to Canadian GAAP and US GAAP are not discussed as they will never be applied by
the Corporation.
(i)

International Financial Reporting Standards

In February 2008, Canada’s Accounting Standards Board confirmed that IFRS will replace Canadian
GAAP in 2011 for publicly accountable enterprises. While IFRS uses a conceptual framework similar to
Canadian GAAP there are significant differences in accounting policies that must be evaluated. As well,
more disclosures will be required under IFRS. The purpose of this section is to report updates to our
transition project. More detail about past milestones may be found in previous MD&A reports, found at
www.sedar.com.
2010 Management’s Discussion and Analysis

Page 24

Hydrogenics Corporation
The Corporation’s IFRS conversion project began in 2008. A project plan and project team, including an
external advisor was established. The project philosophy is to retain current accounting practices and
policies where possible to minimize the impact of any changes to the business. Regular reporting is
provided to senior management and the Audit Committee of the Board of Directors.
The IFRS conversion project consists of three (3) discrete phases: (i) diagnostic; (ii) design and
planning/solution development; and (iii) implementation. The Corporation is currently in the implementation
phase. The project is proceeding according to the original timeline and no undue delays have been
encountered or anticipated.
The following table addresses certain elements of the conversion plan, and an assessment of our
progress. The Corporation’s project team is working through a detailed project plan and expects certain
project activities and milestones could change. Given the progress of the project and outcomes identified,
we could change our intentions between the time of communicating the key milestones below and our first
reporting date under IFRS. Further, changes in regulation or economic conditions at the date of the
changeover or during the project could result in changes to project activities communicated in the following
chart.
Financial Statement Preparation
Milestones/Target
Dates

Progress to
December 31, 2010

Identify the major
differences in
accounting policies
between Canadian
GAAP and IFRS.

Complete IFRS
diagnostic by
December 31, 2009
identifying the major
differences between
Canadian GAAP and
IFRS.

Completed.

Based on the work carried out to
date, it is expected the
implementation of the following
IFRS standards will most likely
have the greatest impact on the
Corporation’s consolidated
financial statements in 2011: (i)
elections made under IFRS 1:
First-time Adoption of IFRS; (ii)
IAS 39 : Financial Instruments;
(iii) IAS 36: Impairment of
Assets; and (iv) IAS 37:
Provisions, Contingent Liabilities
and Contingent Assets.

Select Hydrogenics’
ongoing IFRS policies.

Senior management
approval of all
significant IFRS
accounting policy
choices by summer of
2010.

Completed.

An in-depth analysis of the
Corporation’s accounting policy
choices is complete. The
Corporation’s progress to date
has resulted in several
preliminary
conclusions/assessments as
noted below.

Key Activity
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Financial Statement Preparation
Key Activity
Develop consolidated
financial statement
format.

Milestones/Target
Dates

Progress to
December 31, 2010

Senior management
approval of
consolidated financial
statement format by
summer of 2010.

Completed

Management Comments
The Corporation has developed
an initial set of IFRS
consolidated financial
statements and is working on
various supplemental disclosure
items including the notes to the
consolidated financial
statements.
Management has prepared
preliminary draft consolidated
financial statements, which are
in the process of being reviewed
by the Board of Directors.

Quantify the effects of
changes in initial IFRS
disclosure and 2011
consolidated financial
statements.

Complete the
quantification of
changes in initial IFRS
disclosure later in
2010.

Completed

The Corporation has completed
a draft quantification of this
activity and the results are
presented below.

Internal Control Over Financial Reporting
Key Activity
Assess if new controls
are required. If
required, design new
controls and develop
test plans to address
initial reporting of
IFRS consolidated
financial statements,
including related note
disclosures as well as
ongoing financial
reporting later in 2010.

Milestones/Target
Dates
All key control and
design effectiveness
implications will be
assessed as part of
the IFRS differences
and accounting policy
choices during the first
half of 2010.
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Progress to
December 31,
2010
In progress.

Management Comments
The certifying officers plan to
complete the design and initially
evaluate the effectiveness of these
controls in the first quarter of 2011 to
prepare for certification under IFRS
in 2011.
At this time, the Corporation does
not anticipate the transition to IFRS
will have a significant impact on its
internal control systems. No
significant impacts have been noted
to date.
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Information Technology
Key Activity
Ensure the impact of
IFRS on the
Corporation’s
information
technology (“IT”)
system is IFRS
compliant, including
program upgrades
and changes as well
as gathering data for
disclosures.

Milestones/Target
Dates

Progress to
December 31, 2010

Complete analysis of
existing IT systems to
ensure that systems
are able to capture all
the necessary data
required under IFRS
by the second quarter
of 2010 and identify
deficiency areas.

Completed.

Management Comments
At this time, the Corporation
does not anticipate the transition
to IFRS will have a significant
impact on its information
systems. No significant
impacts have been noted to
date.

Financial Reporting Expertise
Key Activity
Ensure management
and its employees
have the technical
knowledge to lead the
IFRS conversion and
implement the
accounting changes
throughout the
Corproation.

Milestones/Target
Dates

Progress to
December 31, 2010

Identify resource
requirements to
establish appropriate
IFRS financial
reporting expertise at
all levels of the
business by
December 31, 2009
and training of key
finance and
operational staff to be
delivered in 2010.

Completed.
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Management Comments
Commenced in 2009 and
continued in 2010. Management
and employees have received
training sufficient to implement
IFRS. Ongoing training
programs will take place to
ensure continued awareness of
reporting obligations.
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Financial Reporting Expertise
Key Activity
Ensure the Audit
Committee members
are sufficiently
knowledgeable about
IFRS to evaluate
management’s
selection of
accounting policy
choices permitted
under IFRS and to
consider the impact of
IFRS conversion on
the various aspects of
the Corporation’s
operations.

Milestones/Target
Dates

Progress to
December 31, 2010

Education and
information regarding
IFRS to be provided to
members of the Board
of Directors (including
Audit Committee
members) on a
quarterly basis
commencing with the
first quarter of 2010
and include a review
of the timeline for
implementation, the
implications of IFRS
standards to the
business and an
overview of the impact
on the consolidated
financial statements
(as experienced by
comparable
companies).

Ongoing.

Management Comments
Initial orientation was carried out
in 2009 and quarterly throughout
2010.
Quarterly sessions on new
accounting issues will take place
in 2011 to ensure the Audit
Committee members are
sufficiently knowledgeable about
IFRS.

The Corporation has completed an assessment of the impacts of adopting IFRS based on the standards
as they currently exist, and has identified those standards that have the greatest potential to affect the
Corporation’s accounting policies, financial reporting and information system requirements upon
conversion to IFRS. The assessment has found that there will be material differences to several line
items appearing in the Corporation’s consolidated balance sheets and consolidated statement of
operations from what has been reported under Canadian GAAP if the recognition and measurement
provisions of IFRS were applied. While we are in the latter stage of our full conversion, we have not yet
completed it and accordingly, our assessment may change.
Set forth below is a summary of certain relevant accounting differences between Canadian GAAP and
IFRS and their possible impacts on the consolidated financial statements of the Corporation. The
individual amounts disclosed, are pre-tax estimates based on our current expectations. The list and
comments should not be regarded as a complete list of estimated changes that will result from the
transition to IFRS and are intended to highlight those areas we currently believe to be most significant.
(i)

Share-based Payments - IFRS 2, “Share-based Payments,” requires that stock-based
compensation be based on the estimated number of instruments expected to vest, which are then
re-estimated at reporting dates to the extent that subsequent information indicates the actual
number of instruments expected to vest is likely to differ from previous estimates. Canadian GAAP
allows forfeitures of stock-based compensation awards, DSUs and RSUs to be accounted for in
the period in which the forfeiture occurs. This difference is expected to impact the accounting
measurement of our stock-based compensation.
Expected impact: Per the requirements of IFRS 1, First-Time Adoption of International Financial
Reporting Standards (“IFRS 1”), this adjustment will be recorded in opening retained earnings
upon our transition to IFRS. We expect the impact of the change at January 1, 2010 will be to

2010 Management’s Discussion and Analysis

Page 28

Hydrogenics Corporation
increase our opening deficit by $0.3 million with a corresponding increase in contributed surplus.
Net income for the year ended December 31, 2010 is expected to decrease by less than $0.1
million.
(ii)

Impairment of Assets - International Accounting Standard (‘”IAS”) 36, Impairment of Assets, for
both long-lived assets and goodwill, uses a one-step approach for both testing for and
measurement of impairment, with the carrying values of cash generating units ("CGUs") being
compared directly with the higher of fair value less costs to sell and value in use (which uses
discounted future cash flows). Canadian GAAP however, uses a two-step approach for
impairment testing. For long-lived assets, carrying values are first compared with undiscounted
future cash flows to determine whether impairment exists and then any impairment is measured by
comparing the assets carrying values with fair values. For goodwill, carrying values are first
compared with the fair value of reporting units and any impairment is measured by comparing the
fair value of the reporting unit's goodwill to its carrying value. We do not expect the difference in
methodologies to result in additional asset impairments upon transition to IFRS.
Additionally, under Canadian GAAP, assets are grouped at the lowest level for which identifiable
cash flows are largely independent of the cash flows of other assets and liabilities for impairment
testing purposes. IFRS requires that long-lived assets be tested for impairment at the level of
CGUs, which is the lowest level of assets that generate largely independent cash inflows. This
lower level grouping could result in identification of impairment more frequently under IFRS, but of
potentially smaller amounts. IFRS requires that goodwill be tested for impairment at the lowest
level within the entity at which the goodwill is monitored for internal management purposes, which
cannot be larger than an operating segment whereas under Canadian GAAP, goodwill is tested at
the reporting unit level.
With the exception of goodwill, any impairment losses may potentially be offset by the requirement
under IAS 36 to reverse any previous impairment losses where circumstances have changed.
Canadian GAAP prohibits reversal of impairment losses.
Expected impact: Our impairment testing for the opening consolidated balance sheet under IFRS
did not result in the recognition of any additional impairment losses or reversals of previously
recorded impairment losses.

(iii)

Provisions, contingent liabilities and contingent assets. IAS 37 defines a provision as a liability of
uncertain timing or amount. There is no separate standard in Canadian GAAP that deals with the
recognition of provisions; therefore, although the Corporation may not have recorded a significant
amount of provisions in the past, it may have additional provisions under IFRS. IFRS requires that
an entity record a provision when the following conditions are met: (a) the Corporation has a
present obligation (legal or constructive) as a result of a past event; (b) it is probable (i.e. more
likely than not) that an outflow of resources embodying economic benefits will be required to settle
an obligation; and (c) a reliable estimate can be made of the amount of the obligation.
Expected impact: The Corporation has determined there will be some reclassification of amounts
to provisions in the consolidated financial statements under IFRS, including, most notably,
warranties. At this time, management does not believe there will be additional provisions recorded.

(iv)

Government grants. The Corporation has received government assistance related to certain
research and development projects. In conjunction with this assistance, the Corporation is
obligated to pay royalties related to the sale of certain of its products. Under the terms of IAS 39 Financial Instruments - Recognition and Measurement, there will be a requirement for one of our
funding agreements to be recorded as a liability under IFRS. This agreement was not recorded
as a liability under Canadian GAAP but rather the royalty obligation was accrued at the time of
sale.
Expected impact: Per the requirements of IFRS 1, this adjustment will be recorded in opening
retained earnings upon transition to IFRS. We expect the impact of the change at January 1, 2010
will be to increase the opening deficit by $1.8 million with a corresponding increase in provisions.
Net income for the year ended December 31, 2010 is expected to decrease by $0.7 million.
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First-Time Adoption of International Financial Reporting Standards - Our adoption of IFRS will require the
application of IFRS 1, which provides guidance for an entity’s initial adoption of IFRS. IFRS 1 generally
requires that an entity apply IFRS effective at the end of its first IFRS reporting period retrospectively.
However, IFRS 1 does include certain mandatory exceptions and limited optional exemptions in specified
areas of certain standards from this general requirement. The following are the significant optional
exemptions available under IFRS 1 that we expect to apply in preparing our first consolidated financial
statements under IFRS.
Business Combinations - An exemption is available within IFRS 1 that allows an entity to carry forward its
previous GAAP accounting for business combinations prior to the transition date. This would include
carrying forward balances based on methods of accounting (e.g. pooling of interests) that are not
allowable under existing IFRS rules. We expect to elect to not restate any business combinations that
have occurred prior to January 1, 2010.
Cumulative Translation Differences - This exemption allows cumulative translation differences for all
foreign subsidiaries (self-sustaining subsidiaries under current Canadian GAAP) and foreign equity
method investments to be deemed to be zero at transition (balances are eliminated with offsetting entry
recorded directly to retained earnings). We expect to elect to set the cumulative translation differences to
zero at January 1, 2010.

9

Outlook

The outlook for our business in 2011

Current Market Environment
As a global corporation, we are subject to the risks arising from adverse changes in global economic
conditions. For example, in recent years, the direction and relative strength of many economies have
become increasingly uncertain. If economic growth in leading or emerging economies is slowed, our
current or potential customers may delay or reduce purchases. This has resulted in reductions in sales of
our products, longer sales cycles, slower adoption of new technologies and increased price competition.
Over the past few years, the Corporation has taken significant steps to reduce operating and product
costs, streamline its operations and consolidated financial position. In 2010 we secured $18.3 million in
orders, an increase of $1.9 million from $16.4 million in 2009. We have no funded or secured debt
obligations outstanding and maintain an order backlog of $17.1 million as at December 31, 2010 spread
across numerous geographical regions.
We continue to witness governments in many jurisdictions showing a willingness to increase spending on
alternative energy projects to stimulate the economy. We believe we are well positioned to benefit from
government initiatives in Canada, the European Union and the United States of America, which will
positively impact our business. Recently, an increase in interest and orders for fuelling stations in Europe
has signaled what we believe could be a major increase in the size of this market.
In addition, the agreement with CommScope strengthens our existing partnership and lays the foundation
for a strategic relationship dedicated to penetrating the large and growing market for telecom backup
power systems. We have already worked closely with CommScope in India, North America and Europe,
and both companies see strong potential demand for power modules that address opportunities within the
significantly growing cell phone infrastructure around the globe. In that vein, we will work on developing a
broader range of products at various power levels, aiming for more attractive solutions and better
economies of scale for our customers.
However, as no business is immune to a slowdown in the economy, we experienced adverse effects in
2009 which only began to improve in 2010. The Corporation closely monitors its exposure to the following
potential risks, which could impact future profitability and cash flows: (i) sustained lower levels of orders,
higher cancellation rates or significant delay of orders, any one of which would require production
adjustments; and (ii) lower available customer financing, which could affect our customers’ ability to
finance their purchases.
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Delivery Outlook
We operate in various markets and in this MD&A, define the market in which we have a product offering,
as a relevant market. Our delivery outlook is segmented by relevant market and is subject to a number of
factors that are within our control, such as product development and market engagement initiatives as well
as a number of factors beyond our control such as macro economic conditions. As part of our annual
business planning cycle, we make a number of assumptions regarding delivery outlook in each of our
relevant markets in order to best allocate our resources.
Set forth below is a summary assessment of those factors we anticipate will most significantly influence
deliveries by relevant market as well as our anticipated level of deliveries by relevant market. We caution
that readers should not place undue reliance on this assessment and refer to our forward-looking
statement on page 48 of this MD&A.
Relevant
Market

Economic
Activity in 2010

External and Corporate Specific
Considerations

Anticipated
Economic
Activity in 2011

Industrial Gas

21 units delivered.

We expect the rebound from the economic
slowdown in 2009 will continue to
improve. We anticipate higher revenues
when the Russian market fully recovers.

Hydrogen
Fueling
Stations

2 units delivered.

Renewable
Energy Storage

No units delivered.

Governments, particularly in the European
Union continue to support programs to
accelerate the use of hydrogen fuelling
stations, particularly in Germany. We are
continuing to dedicate resources to secure
additional business.
Renewable energy storage is continuing to
receive considerable attention throughout
the world. We saw a number of positive
signs in this market in 2010 and it has the
potential to become a compelling market
segment in 2011. Accordingly, we continue
to dedicate resources to this market in
2011.

We anticipate
revenues and
orders delivered
will be higher than
in 2010.
We anticipate
revenues and
orders delivered
will be higher than
in 2010.

Backup Power

7 units delivered.

We continue to advance our relationship
with CommScope which we believe
positions us well for this market.

Motive/Mobile
Power

34 units delivered.

Our system integration capability is well
respected by OEMs. We have made good
progress in numerous motive markets and
are well positioned to address market
opportunities.

Other Power
Products

Progression and
completion of
anticipated
milestones in
custom projects.
No physical units
delivered.

Our expertise on custom engineering
projects are well regarded by end users.
We continue to target custom engineering
projects on a case by case basis.
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revenues and
orders delivered
will be higher than
in 2010.

We anticipate
revenues and
orders delivered
will be higher than
in 2010.
We anticipate
revenues and
orders delivered
will be higher than
in 2010.
We anticipate
revenues and
orders delivered
will be similar to
2010.
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10

Related Party Transactions

A discussion of related party transactions and their relationship to our business

In the normal course of operations, we subcontract certain machining and sheet metal fabrication of parts
to a company owned by the father and uncle of Joseph Cargnelli, a director and senior officer of the
Corporation and one of our principal shareholders. For the fiscal year ended December 31, 2010, billings
by this related company totalled $0.2 million, an increase of $0.1 million from the $0.1 million billed the
previous year. At December 31, 2010, we had an accounts payable balance due to this related company of
less than ten thousand dollars. We believe that transactions with this company are consistent with those
we have with unrelated third parties. All related party transactions have been recorded at the exchange
amount, which is the consideration paid or received as established and agreed by the related parties.
As a result of CommScope’s recent investments in the Corporation, CommScope became a related party
following the closing of the second tranche of their investment. Billings to this related corporation for
product totaled less than $0.1 million in 2010, a decrease of $0.1 million from $0.2 million billed in the
previous year. Billings by this related corporation for material were $nil in 2010, a decrease of less than
$0.1 million from less than $0.1 million billed in the previous year. At December 31, 2010, we had an
account receivable balance due from this related party of less than $0.1 million. We believe that
transactions with this company are consistent with those we have with unrelated third parties. All related
party transactions have been recorded at the exchange amount, which is the consideration paid or
received as established and agreed by the related parties.

11 Disclosure Controls

A discussion of our disclosure controls and procedures

Our disclosure controls and procedures are designed to ensure that information required to be disclosed in
our reports filed with securities regulatory authorities is recorded, processed, summarized, and reported
within prescribed time periods and is accumulated and communicated to our management, including our
Chief Executive Officer (“CEO”) and our Chief Financial Officer (“CFO”), as appropriate, to allow timely
decisions regarding required disclosure.
An evaluation was carried out by management, under the supervision, and with the participation of our
CEO and CFO, of the effectiveness of our disclosure controls and procedures. Based on that evaluation,
our CEO and CFO concluded that such disclosure controls and procedures were effective at the
reasonable assurance level.

12 Internal Control Over Financial Reporting

A statement of responsibilities regarding internal controls over financial reporting

Management’s Annual Report on Internal Control Over Financial Reporting
Our management is responsible for establishing and maintaining adequate internal control over financial
reporting. Internal control over financial reporting is a process designed by, or under the supervision of, the
President and CEO and the CFO and effected by the 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 generally accepted
accounting principles.
Due to its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of the effectiveness of internal control over financial
reporting to future periods are subject to the risk that the controls may become inadequate because of
changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.
Management assessed the effectiveness of the Corporation’s internal control over financial reporting as at
December 31, 2010, based on the criteria set forth in Internal Control — Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway Commission. Based on this assessment,
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management believes that, as at December 31, 2010, the Company’s internal control over financial
reporting is effective. Also, management determined that there were no material weaknesses in the
Company’s internal control over financial reporting as at December 31, 2010.
Limitations of Controls and Procedures
Our management, including our CEO and CFO, believe that any disclosure controls and procedures or
internal control over financial reporting, no matter how well conceived and operated, can provide only
reasonable, not absolute, assurance that the objectives of the control system are met. Further, the design
of a control system must reflect the fact that there are resource constraints, and the benefits of controls
must be considered relative to their costs. Because of the inherent limitations in all control systems, they
cannot provide absolute assurance that all control issues and instances of fraud, if any, within us have
been prevented or detected. These inherent limitations include the realities that judgments in
decision-making can be faulty, and that breakdowns can occur because of a simple error or mistake.
Additionally, controls can be circumvented by the individual acts of some persons, by collusion of two or
more people, or by unauthorized override of the control. The design of any systems of controls also is
based in part upon certain assumptions about the likelihood of future events, and there can be no
assurance that any design will succeed in achieving its stated goals under all potential future conditions.
Accordingly, because of the inherent limitations in a cost effective control system, misstatements due to
error or fraud might occur and not be detected.
Changes in Internal Controls Over Financial Reporting
There were no changes during 2010 in our internal controls over financial reporting that have materially
affected, or are reasonably likely to materially affect, our internal control over financial reporting. The
design of any system of controls and procedures is based in part on certain assumptions about the
likelihood of certain events. There can be no assurance that any design will succeed in achieving its stated
goals under all potential future conditions, regardless of how remote.

13 Enterprise Risk Management

Enterprise risks and uncertainties facing Hydrogenics and how the Corporation manages these risks

Our definition of business risk
We define business risk as the degree of exposure associated with the achievement of key strategic,
financial, organizational and process objectives in relation to the effectiveness and efficiency of operations,
the reliability of financial reporting, compliance with laws and regulations, and the safeguarding of assets
within an ethical organizational culture.
Our enterprise risks are largely derived from the Corporation’s business environment and are
fundamentally linked to our strategies and business objectives. We strive to proactively mitigate our risk
exposures through rigorous performance planning and effective and efficient business operational
management. We strive to avoid taking on undue risk exposures whenever possible and ensure
alignment with business strategies, objectives, values and risk tolerances.
The following sections summarize the principal risks and uncertainties that could affect our future business
results going forward and our associated risk mitigation activities.
Our risk and control assessment process
We use a multi-level enterprise risk and control assessment process that incorporates the insight of
employees throughout the Corporation.
At a high level, we carry out an annual risk and control assessments consisting of interviews with senior
managers and updates from our ongoing strategic planning process. Additionally, our assessment process
incorporates input from internal and external audits, as well as input from management’s SOX 404
(Sarbanes Oxley Act of 2002) internal control over financial reporting compliance activities and ISO 9001
external audits. Key enterprise risks are identified, defined and prioritized, and risks are classified into
discrete risk categories. Results of the annual risk and control assessment and quality audits assist in the
development of our internal audit program and are presented to senior management and the Audit
Committee. Risk assessments are also incorporated into the Corporation’s strategic planning processes.
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We also conduct a quarterly risk assessment review of key business processes to capture changing
business risks, monitor key risk mitigation activities and provide ongoing updates and assurance to the
Audit Committee.
Lastly, we conduct detailed risk assessments for specific audit engagements and various risk
management initiatives (e.g. environmental management system, safety audits, business continuity
planning, network and IT vulnerability, and fraud and ethics assessments). The results of these multiple
risk assessments are evaluated, prioritized, updated and integrated into the key risk profile throughout the
year.

14

Reconciliation and Definition of Non-GAAP Measures

A description, calculation, and reconciliation of certain measures used by management

Non-GAAP financial measures including earnings before interest, taxes, depreciation and amortization
(“EBITDA”) and cash operating expenses are used by management to provide additional insight into our
performance and financial condition. We believe these Non-GAAP measures are an important part of the
financial reporting process and are useful in communicating information that complements and
supplements the consolidated financial statements. Accordingly, we are presenting EBITDA and cash
operating expenses in this MD&A to enhance the usefulness of our MD&A. In accordance with Canadian
Securities Administration Staff Notice 52-306, we have provided reconciliations of our Non-GAAP financial
measures to the most directly comparable Canadian GAAP number, disclosure of the purposes of the
Non-GAAP measure, and how the Non-GAAP measure is used in managing the business.
Earnings Before Interest, Taxes, Depreciation and Amortization
We report EBITDA because it is a key measure used by management to evaluate the performance of
business units and the Corporation. EBITDA is a measure commonly reported and widely used by
investors as an indicator of a company’s operating performance and ability to incur and service debt, and
as a valuation metric. The Corporation believes EBITDA assists investors in comparing a company’s
performance on a consistent basis without regard to depreciation and amortization, which are non-cash in
nature and can vary significantly depending on accounting methods or non-operating factors such as
historical cost.
EBITDA is not a calculation based on Canadian GAAP or US GAAP and should not be considered an
alternative to operating income or net income in measuring the Corporation’s performance, nor should it be
used as an exclusive measure of cash flow, because it does not consider the impact of working capital
growth, capital expenditures, debt principal reductions and other sources and uses of cash, which are
disclosed in the consolidated statements of cash flows. Investors should carefully consider the specific
items included in our computation of EBITDA. While EBITDA has been disclosed herein to permit a more
complete comparative analysis of the Corporation’s operating performance relative to other companies,
investors should be cautioned that EBITDA as reported by us may not be comparable in all instances to
EBITDA as reported by other companies.
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The following is a reconciliation of EBITDA with Net loss. EBITDA is regularly reported to the chief
operating decision maker and corresponds to the definition used in our historical quarterly discussions.
EBITDA
(Thousands of US Dollars)

2010

Net loss

$ (8,557)

Amortization of property, plant and equipment
Amortization of intangible assets
Impairment of property, plant and equipment
Other income
Income tax expense (recovery)

2009
$

$ (14,319)

(9,375)

690

864

855

96

120

249

-

317

-

(479)

(41)

(1,325)

3

EBITDA

2008

$ (8,247)

(10,371)

116

$ (18,486)

$ (14,424)

Cash operating costs
We report Cash operating costs because it is a key measure used by management to measure the fixed
operating costs required to operate the ongoing business units of the Corporation. The Corporation
believes cash operating costs is a useful measure in assessing our fixed operating costs.
Cash operating costs are not based on Canadian or US GAAP and should not be considered an
alternative to loss from operations in measuring the Corporation’s performance, nor should it be used as
an exclusive measure of our operating costs because it does not consider certain stock based
compensation expenses, which are disclosed in the consolidated statements of operations. Investors
should carefully consider the specific items included in our computation of cash operating costs. While
cash operating costs were disclosed herein to permit a more complete comparative analysis of the
Corporation’s cost structure relative to other companies, investors should be cautioned that cash operating
costs as reported by us may not be comparable in all instances to cash operating costs as reported by
other companies.
The following is a reconciliation of cash operating costs with loss from operations. Cash operating costs
are regularly reported to the chief operating decision maker and correspond to the definition used in our
historical quarterly discussions.
Cash operating costs
(Thousands of US Dollars)
Loss from operations

2010
$

Add: Gross margin

9,033
5,426

2009
$

19,787

2008
$

3,728

15,528
7,894

Less: Non-cash general and administrative expenses

(763)

-

-

Less: Stock-based compensation

(279)

(413)

(694)

(690)

(864)

(855)

(96)

(120)

(249)

-

(317)

-

12,631

$ 21,801

Less: Amortization of property, plant and equipment
Less: Amortization of intangible assets
Less: Impairment of property, plant and equipment
Cash operating costs
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15 Risks and Uncertainties

Risks and uncertainties facing Hydrogenics

Risk Factors Related to Our Financial Condition
If we are unsuccessful in increasing our revenues and raising additional funding, we may possibly
cease to continue as we currently do.
While our consolidated financial statements for the year ended December 31, 2010 have been prepared
on a going concern basis, which contemplates the realization of assets and liquidation of liabilities during
the normal course of operations, our ability to continue as a going concern is dependent on the successful
execution of the Corporation’s business plan. This plan includes an increase in revenue and additional
funding to be provided by potential investors as well as non-traditional sources of financing. We have
disclosed in our consolidated financial statements for the year ended December 31, 2010 that there are
material uncertainties casting substantial doubt on our ability to continue as a going concern. In addition,
the report of our independent auditors in respect of the 2010 fiscal year contains an explanatory paragraph
regarding our ability to continue as a going concern.
We have sustained losses and negative cash flows from operations since our inception. We expect this will
continue throughout 2011. If we do not raise enough additional capital during 2011, we may not generate
sufficient cash flow to fund our obligations as they come due beyond 2011.
Additional funding may be in the form of debt or equity or a hybrid instrument depending on the needs of
the investor. Given the prevailing global economic and credit market conditions, we may not be able to
raise additional cash resources through these traditional sources of financing. Although we are also
pursuing non-traditional sources of financing, the global credit market crisis has also adversely affected
the ability of potential parties to pursue such transactions. Accordingly, as a result of the foregoing, we
continue to review traditional sources of financing, such as private and public debt or equity financing
alternatives, as well as other alternatives to enhance shareholder value, including, but not limited to,
non-traditional sources of financing, such as alliances with strategic partners, the sale of assets or
licensing of our technology, a combination of operating and related initiatives or a substantial
reorganization of our business.
We filed a final short form base shelf prospectus with certain Canadian securities regulatory authorities on
January 4, 2010 and a corresponding registration statement on Form F-3, which was declared effective by
the US Securities and Exchange Commission on December 31, 2009, to enhance our ability to access
capital markets. Pursuant to the Form F-3, we may offer up to $16 million of debt, equity or other
securities over a 25-month period from December 31, 2009, provided we do not issue securities with a
value exceeding one-third of our public float (i.e., the aggregate fair value of our outstanding common
shares held by non-affiliates) in any 12-month period. On January 14, 2010, we issued common shares
and warrants with a value of $11.5 million to two institutional investors in a registered direct offering
pursuant to the Form F-3. As a result, we can not issue more than $4.5 million of additional securities
pursuant to our existing shelf prospectus.
In addition, there are other limits on our ability to issue securities to raise additional funding. The NASDAQ
generally requires an issuer to obtain shareholder approval prior to the issuance of common shares or
securities convertible into or exercisable for common shares, other than in a public offering, equal to 20%
or more of the common shares outstanding prior to such issuance in one or an integrated series of
offerings if such securities are issued at a price below fair value. The NASDAQ generally does not
consider offerings such as our January 2010 registered direct offering to qualify as a public offering.
Accordingly, we may be required to obtain shareholder approval for issuances in future registered direct
offerings or private placements
There can be no assurances we will achieve profitability or positive cash flows or be able to obtain
additional funding or that, if obtained, they will be sufficient, or whether any other initiatives will be
successful, such that we may continue as a going concern. There are material uncertainties related to
certain adverse conditions and events that cast significant doubt on our ability to remain a going concern.
Our inability to generate sufficient cash flows, raise additional capital and actively manage our
liquidity may impair our ability to execute our business plan, and result in our reducing or
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eliminating product development and commercialization efforts, reducing our sales and marketing
efforts, and having to forego attractive business opportunities.
At December 31, 2010, we had approximately $9.0 million of cash and cash equivalents and restricted
cash (2009 - $11.0 million). Restricted cash of $1.1 million is held as partial security for standby letters of
credit and letters of finance. There are uncertainties related to the timing and use of our cash resources
and working capital requirements. These uncertainties include, among other things, the timing and volume
of commercial sales and associated gross margins of our existing products and the development of
markets for, and customer acceptance of, new products. Due to these and other factors, many of which
are outside of our control, we may not be able to accurately predict our necessary cash expenditures or
obtain financing in a timely manner to cover any shortfalls.
If we are unable to generate sufficient cash flows or obtain adequate additional financing, which given the
current global economy and credit markets is challenging, we may be unable to respond to the actions of
our competitors or we may be prevented from executing our business plan, or conducting all or a portion of
our planned operations. In particular, the development and commercialization of our products could be
delayed or discontinued if we are unable to fund our research and product development activities or the
development of our manufacturing capabilities. In addition, we may be forced to reduce our sales and
marketing efforts or forego attractive business opportunities.
A slow return to economic growth could continue to have a negative impact on our business,
results of operations and consolidated financial condition, or our ability to accurately forecast our
results, and it may cause a number of the risks that we currently face to increase in likelihood,
magnitude and duration.
Macro-level changes in the global economy began to affect our business in the fourth quarter of 2008.
Operationally, we experienced a delay in closing orders. Financially, we experienced more challenging
conditions as a result of weaker capital markets worldwide and anticipate these conditions may adversely
alter our ability to raise capital on favourable terms and could change the terms of our credit facility.
The condition of the current global economy and credit markets affects our outlook in three distinct ways.
First, our products depend, to some degree, on general world economic conditions and activity. If the
current condition of the economy results in a continued slow return to economic growth, demand for our
products is not likely to increase significantly. Second, the current economic climate could adversely affect
our ability to conduct normal day-to-day selling activities, which depend on the granting of short-term credit
to a wide variety of purchasers and particularly the corresponding need of those purchasers. Third, those
purchasers have a corresponding need to finance purchases by accessing their own lines of credit. If the
current condition of the economy does not continue to improve, our business will likely be adversely
impacted.
With a sustained period of slow economic growth, we expect we will continue to experience significant
difficulties on a number of fronts. As a result, we may face new risks as yet unidentified and a number of
risks that we ordinarily face and that are further described herein may increase in likelihood, magnitude
and duration. These risks include but are not limited to deferrals or reductions of customer orders, potential
deterioration of our customers’ ability to finance purchases, reduced revenue, further deterioration in our
cash balances and liquidity due to foreign exchange impacts, and an inability to access capital markets.
Our mix of revenues in the recent past does not reflect our current business strategy, it may be
difficult to assess our business and future prospects.
We commenced operation of our fuel cell test business in 1996. Since November 7, 2007, we have been
engaged principally in the research and product development and manufacture of fuel cell systems and
subsystems and hydrogen generation systems. For the year ended December 31, 2010, we derived $15.9
million or 76% of revenues from our sales of hydrogen generation products and services and $5.0 million,
or 24%, of our revenues from sales of power products and services. For the year ended December 31,
2009, we derived $12.3 million, or 65%, of revenues from our sales of hydrogen generation products and
services, and $6.5 million, or 35%, of our revenues from sales of power products and services. For the
year ended December 31, 2008, we derived $31.2 million, or 79%, of revenues from our sales of hydrogen
generation products and services, $5.6 million, or 15%, of our revenues from sales of power products and
services, and $2.5 million, or 6%, of our revenues from sales of fuel cell test equipment and services. On
November 7, 2007, we announced our decision to commence an orderly windup of our fuel cell test
products design, development and manufacturing business, which is anticipated to be completed in 2011.
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Our current business strategy is to develop, manufacture and sell fuel cell power products in larger
quantities. In addition, following our acquisition of Stuart Energy in January 2005, a significant part of our
business now relates to hydrogen generation products. Because we have made limited sales of fuel cell
power products to date and have added a new revenue stream with our hydrogen generation business,
our historical operating data may be of limited value in evaluating our future prospects.
Because we expect to continue to incur net losses, we may not be able to implement our business
strategy and the price of our common shares may decline.
We have not generated positive net income since our inception. Our current business strategy is to
develop a portfolio of hydrogen and fuel cell products with market leadership positions for each product. In
so doing, we will continue to incur significant expenditures for general administrative activities, including
sales and marketing and research and development. As a result of these costs, we will need to generate
and sustain significantly higher revenues and positive gross margins to achieve and sustain profitability.
We incurred a net loss for the year ended December 31, 2010 of $8.6 million, a net loss of $9.4 million for
the year ended December 31, 2009, and a net loss of $14.3 million for the year ended December 31, 2008.
Our accumulated deficit as at December 31, 2010 was $309.4 million, at December 31, 2009 it was $301.0
million, and at December 31, 2008 it was $291.4 million.
We expect to incur significant operating expenses over the next several years. As a result, we expect to
incur further losses in 2011, and we may never achieve profitability. Accordingly, we may not be able to
implement our business strategy and the price of our common shares may decline.
Our quarterly operating results are likely to fluctuate significantly and may fail to meet the
expectations of securities analysts and investors and may cause the price of our common shares
to decline.
Our quarterly revenues and operating results have varied significantly in the past and are likely to vary in
the future. These quarterly fluctuations in our operating performance result from the length of time between
our first contact with a customer and the recognition of revenue from sales to that customer. Our products
are highly engineered and many are still in development stages; therefore, the length of time between
approaching a customer and delivering our products to that customer can span many quarterly periods. In
many cases a customer’s decision to buy our products and services may require the customer to change
its established business practices and to conduct its business in new ways. As a result, we must educate
customers on the use and benefits of our products and services. This can require us to commit significant
time and resources without necessarily generating any revenues. Many potential customers may wish to
enter into trial arrangements with us in order to use our products and services on a trial basis. The success
of these trials may determine whether or not the potential customer purchases our products or services on
a commercial basis. Potential customers may also need to obtain approval at a number of management
levels and one or more regulatory approvals. This may delay a decision to purchase our products.
The length and variability of the sales cycles for our products make it difficult to forecast accurately the
timing and amount of specific sales and corresponding revenue recognition. The delay or failure to
complete one or more large sales transactions could significantly reduce our revenues for a particular
quarter. We may expend substantial funds and management effort during our sales cycle with no
assurance that we will successfully sell our products. As a result, our quarterly operating results are likely
to fluctuate significantly and we may fail to meet the expectations of securities analysts and investors, and
the price of our common shares may decline.
We currently depend on a relatively limited number of customers for a majority of our revenues
and a decrease in revenue from these customers could materially adversely affect our business,
consolidated financial condition and results of operations.
To date, a relatively limited number of customers have accounted for a majority of our revenues and we
expect they will continue to do so for the foreseeable future. Our four largest customers accounted for 40%
of revenues for the year ended December 31, 2010, (27% of revenues for the year ended December 31,
2009, and 35% of our revenues for the year ended December 31, 2008). The identities of some of our
largest customers have changed from year to year. Our arrangements with these customers are generally
non-exclusive, have no volume commitments and are often on a purchase order basis. We cannot be
certain customers who have accounted for significant revenue in past periods will continue to purchase our
products and allow us to generate revenues. Accordingly, our revenue and results of operations may vary
from period to period. We are also subject to credit risk associated with the concentration of our accounts
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receivable from these significant customers. If one or more of these significant customers were to cease
doing business with us, significantly reduce or delay purchases from us, or fail to pay on a timely basis, our
business, consolidated financial condition and results of operations could be materially adversely affected.
Our operating results may be subject to currency fluctuation.
Our monetary assets and liabilities denominated in currencies other than the US dollar will give rise to a
foreign currency gain or loss reflected in earnings. To the extent the Canadian dollar or the euro
strengthens against the US dollar, we may incur foreign exchange losses on our net consolidated
monetary asset balance which is denominated in those currencies. Such losses would be included in our
financial results and, consequently, may have an adverse effect on our share price.
As we currently have operations based in Canada and Europe, a significant portion of our expenses are in
Canadian dollars and euros. However, a significant part of our revenues are currently generated in US
dollars and euros, and we expect this will continue for the foreseeable future. In addition, we may be
required to finance our European operations by exchanging Canadian dollars or US dollars into euros. The
exchange rates between the Canadian dollar, the US dollar and the euro are subject to daily fluctuations in
the currency markets and these fluctuations in market exchange rates are expected to continue in the
future. Such fluctuations affect both our consolidated revenues as well as our consolidated costs. If the
value of the US dollar weakens against the Canadian dollar or the euro, the profit margin on our products
may be reduced. Also, changes in foreign exchange rates may affect the relative costs of operations and
prices at which we and our foreign competitors sell products in the same market. We currently have limited
currency hedging through financial instruments. We carry a portion of our short-term investments in
Canadian dollars and euros.
Our insurance may not be sufficient.
We carry insurance that we consider adequate considering the nature of the risks and costs of coverage.
We may not, however, be able to obtain insurance against certain risks or for certain products or other
resources located from time to time in certain areas of the world. We are not fully insured against all
possible risks, nor are all such risks insurable. Thus, although we maintain insurance coverage, such
coverage may not be adequate.
Certain external factors may affect the value of goodwill, which may require us to recognize an
impairment charge.
Goodwill arising from our acquisition of Stuart Energy in 2005 comprises approximately 15.9% of our total
assets as at December 31, 2010, 14.8% of our total assets as at December 31, 2009, and 10.6% of our
total assets as at December 31, 2008. Economic, market, legal, regulatory, competitive, customer,
contractual and other factors may affect the value of goodwill. If any of these factors impair the value of
these assets, accounting rules require us to reduce their carrying value and recognize an impairment
charge. This would reduce our reported assets and earnings in the year the impairment charge is
recognized.
Risk Factors Related to Our Business and Industry
Significant markets for fuel cell and other hydrogen energy products may never develop or may
develop more slowly than we anticipate, which would significantly harm our revenues and may
cause us to be unable to recover the losses we have incurred and expect to incur in the
development of our products.
Significant markets may never develop for fuel cell and other hydrogen energy products or they may
develop more slowly than we anticipate. Any such delay or failure would significantly harm our revenues
and we may be unable to recover the losses we have incurred and expect to continue to incur in the
development of our products. If this were to occur, we may never achieve profitability and our business
could fail. Fuel cell and other hydrogen energy products represent an emerging market, and whether or not
end-users will want to use them may be affected by many factors, some of which are beyond our control,
including: the emergence of more competitive technologies and products, including other environmentally
clean technologies and products that could render our products obsolete; the future cost of hydrogen and
other fuels used by our fuel cell products; the future cost of the membrane electrode assembly used in our
fuel cell products; the future cost of platinum group metals, a key catalyst used in our fuel cell and
hydrogen generation products; the regulatory requirements of agencies, including the development of
uniform codes and standards for fuel cell products, hydrogen refuelling infrastructure and other hydrogen
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energy products; government support by way of legislation, tax incentives, policies or otherwise, of fuel cell
technology, hydrogen storage technology and hydrogen refuelling technology; the manufacturing and
supply costs for fuel cell components and systems; the perceptions of consumers regarding the safety of
our products; the willingness of consumers to try new technologies; the continued development and
improvement of existing power technologies; and the future cost of fuels used in existing technologies.
Hydrogen may not be readily available on a cost-effective basis, in which case our fuel cell
products may be unable to compete with existing power sources and our revenues and results of
operations would be materially adversely affected.
If our fuel cell product customers are not able to obtain hydrogen on a cost-effective basis, we may be
unable to compete with existing power sources and our revenues and results of operations would be
materially adversely affected. Our fuel cell products require oxygen and hydrogen to operate. While
ambient air can typically supply the necessary oxygen, our fuel cells rely on hydrogen derived from water
or from fuels such as natural gas, propane, methanol and other petroleum products. We manufacture and
develop hydrogen generation systems called electrolyzers that use electricity to separate water into its
constituent parts of hydrogen and oxygen. In addition, third parties are developing systems to extract, or
reform, hydrogen from fossil fuels. Significant growth in the use of hydrogen powered devices, particularly
in the mobile market, may require the development of an infrastructure to deliver the hydrogen. There is no
guarantee that such an infrastructure will be developed on a timely basis or at all. Even if hydrogen is
available for our products, if its price is such that electricity or power produced by our systems would cost
more than electricity provided through other means, we may be unable to compete successfully.
Changes in government policies and regulations could hurt the market for our products.
The fuel cell and hydrogen industry is in its development phase and is not currently subject to industry
specific government regulations in Canada, the European Union, the United States of America, as well as
other jurisdictions, relating to matters such as design, storage, transportation and installation of fuel cell
systems and hydrogen infrastructure products. However, given that the production of electrical energy has
typically been an area of significant government regulation, we expect we will encounter industry specific
government regulations in the future in the jurisdictions and markets in which we operate. For example,
regulatory approvals or permits may be required for the design, installation and operation of stationary fuel
cell systems under federal, state and provincial regulations governing electric utilities and mobile fuel cell
systems under federal, state and provincial emissions regulations affecting automobile manufacturers. To
the extent that there are delays in gaining such regulatory approval, our development and growth may be
constrained. Furthermore, the inability of our potential customers to obtain a permit, or the inconvenience
often associated with the permit process, could harm demand for fuel cell and other hydrogen products
and, therefore, harm our business.
Our business will suffer if environmental policies change and no longer encourage the development and
growth of clean power technologies. The interest by automobile manufacturers in fuel cell technology has
been driven in part by environmental laws and regulations. There is no guarantee that these laws and
regulations will not change and any such changes could result in automobile manufacturers abandoning
their interest in fuel cell powered vehicles. In addition, if current laws and regulations are not kept in force,
or if further environmental laws and regulations are not adopted, demand for vehicular fuel cells may be
limited.
The market for stationary and portable energy related products is influenced by federal, state and
provincial government regulations and policies concerning the electric utility industry. Changes in
regulatory standards or public policy could deter further investment in the research and development of
alternative energy sources, including fuel cells and fuel cell products, and could result in a significant
reduction in the potential market demand for our products. We cannot predict how changing government
regulation and policies regarding the electric utility industry will affect the market for stationary and portable
fuel cell systems.
Although the development of alternative energy sources, and in particular fuel cells, has been identified as
a significant priority by many governments, we cannot be assured that governments will not change their
priorities or that any such change would not materially affect our revenues and our business. If
governments change their laws and regulations such that the development of alternative energy sources is
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no longer required or encouraged, the demand for alternative energy sources such as our fuel cell
products may be significantly reduced or delayed and our sales would decline.
The development of uniform codes and standards for hydrogen powered vehicles and related
hydrogen refuelling infrastructure may not develop in a timely fashion, if at all.
Uniform codes and standards do not currently exist for fuel cell systems, fuel cell components, hydrogen
internal combustion engines or for the use of hydrogen as a vehicle fuel. Establishment of appropriate
codes and standards is a critical element to allow fuel cell system developers, fuel cell component
developers, hydrogen internal combustion engine developers, hydrogen infrastructure companies and
hydrogen storage and handling companies to develop products that will be accepted in the marketplace.
The development of hydrogen standards is being undertaken by numerous organizations. Given the
number of organizations pursuing hydrogen codes and standards, it is not clear whether universally
accepted codes and standards will occur in a timely fashion, if at all.
We could be liable for environmental damages resulting from our research, development or
manufacturing operations
Our business exposes us to the risk of harmful substances escaping into the environment, resulting in
personal injury or loss of life, damage to or destruction of property, and natural resource damage.
Depending on the nature of the claim, our current insurance policies may not adequately reimburse us for
costs incurred in settling environmental damage claims, and in some instances, we may not be reimbursed
at all. Our business is subject to numerous laws and regulations that govern environmental protection
and human health and safety. These laws and regulations have changed frequently in the past and it is
reasonable to expect additional more stringent changes in the future. Our operations may not comply with
future laws and regulations and we may be required to make significant unanticipated capital and
operating expenditures. If we fail to comply with applicable environmental laws and regulations,
government authorities may seek to impose fines and penalties on us, or to revoke or deny the issuance or
renewal of operating permits, and private parties may seek damages from us.
Under those
circumstances, we might be required to curtail or cease operations, conduct site remediation or other
corrective action, or pay substantial damage claims.
We currently face and will continue to face significant competition from other developers and
manufacturers of fuel cell power products and hydrogen generation systems. If we are unable to
compete successfully, we could experience a loss of market share, reduced gross margins for our
existing products and a failure to achieve acceptance of our proposed products.
In our markets for hydrogen generation systems, we compete with a number of companies that develop
and manufacture hydrogen generation products based on on-site water electrolysis and/or reforming
technologies. We also compete with suppliers of hydrogen gas that deliver hydrogen to the customer’s site
in tube trailers or cylinders or by pipeline. In many cases, these suppliers have established delivery
infrastructure and customer relationships.
In the commercial production of fuel cell power products, we compete with a number of companies that
currently have fuel cell and fuel cell system development programs. We expect that several of these
competitors will be able to deliver competing products to certain markets before we do. While our strategy
is the development of fuel cell and hydrogen generation technologies for sale to end-users, systems
integrators, governments and market channel partners, many of our competitors are developing products
specifically for use in particular markets. These competitors may be more successful in penetrating their
specific markets than we are. In addition, an increase in the popularity of fuel cell power in particular
market channels may cause certain of our customers to develop and produce some or all of the fuel cell
technologies that we are developing.
Competition in the markets for fuel cell power modules and hydrogen generation equipment is significant
and will likely persist and intensify over time. We compete directly and indirectly with a number of
companies that provide products and services that are competitive with all, some or part of our products
and related services. Many of our existing and potential competitors have greater brand name recognition
and their products may enjoy greater initial market acceptance among our potential customers. In addition,
many of these competitors have significantly greater financial, technical, sales, marketing, distribution,
service and other resources than we have and may also be better able to adapt quickly to customers’
changing demands and to changes in technology.
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If we are unable to continuously improve our products and if we cannot generate effective responses to our
competitors’ brand power, product innovations, pricing strategies, marketing campaigns, partnerships,
distribution channels, service networks and other initiatives, our ability to gain market share or market
acceptance for our products could be limited, our revenues and our profit margins may suffer, and we may
never become profitable.
We face competition for fuel cell power products from developers and manufacturers of traditional
technologies and other alternative technologies.
Each of our target markets is currently served by manufacturers with existing customers and suppliers.
These manufacturers use proven and widely accepted traditional technologies such as internal
combustion engines and turbines, as well as coal, oil, gas and nuclear powered generators. Additionally,
there are competitors working on developing technologies that use other types of fuel cells and other
alternative power technologies, advanced batteries and hybrid battery/internal combustion engines, which
may compete for our target customers. Given that PEM fuel cells have the potential to replace these
existing power sources, competition in our target markets will also come from these traditional power
technologies, from improvements to traditional power technologies and from new alternative power
technologies, including other types of fuel cells.
If we are unable to continuously improve our products and if we cannot generate effective responses to
incumbent and/or alternative energy competitors’ brand power, product innovations, pricing strategies,
marketing campaigns, partnerships, distribution channels, service networks and other initiatives, our ability
to gain market share or market acceptance for our products could be limited, our revenues and our profit
margins may suffer, and we may never become profitable.
Our strategy for the sale of fuel cell power products depends on developing partnerships with
OEMs, governments, systems integrators, suppliers and other market channel partners who will
incorporate our products into theirs.
Other than in a few specific markets, our strategy is to develop and manufacture products and systems for
sale to OEMs, governments, systems integrators, suppliers and other market channel partners that have
mature sales and distribution networks for their products. Our success may be heavily dependent on our
ability to establish and maintain relationships with these partners who will integrate our fuel cell products
into their products and on our ability to find partners who are willing to assume some of the research and
development costs and risks associated with our technologies and products. Our performance may, as a
result, depend on the success of other companies, and there are no assurances of their success. We can
offer no guarantee that OEMs, governments, systems integrators, suppliers and other market channel
partners will manufacture appropriate products or, if they do manufacture such products, that they will
choose to use our products as components. The end products into which our fuel cell technology will be
incorporated will be complex appliances comprising many components and any problems encountered by
such third parties in designing, manufacturing or marketing their products, whether or not related to the
incorporation of our fuel cell products, could delay sales of our products and adversely affect our financial
results. Our ability to sell our products to the OEM markets depends to a significant extent on our partners’
worldwide sales and distribution networks and service capabilities. In addition, some of our agreements
with customers and partners require us to provide shared intellectual property rights in certain situations,
and there can be no assurance that any future relationships that we enter into will not require us to share
some of our intellectual property. Any change in the fuel cell, hydrogen or alternative fuel strategies of one
of our partners could have a material adverse effect on our business and our future prospects.
In addition, in some cases, our relationships are governed by a non-binding memorandum of
understanding or a letter of intent. We cannot assure you that we will be able to successfully negotiate and
execute definitive agreements with any of these partners, and failure to do so may effectively terminate the
relevant relationship. We also have relationships with third party distributors who also indirectly compete
with us. For example, we have targeted industrial gas suppliers as distributors of our hydrogen generators.
Because industrial gas suppliers currently sell hydrogen in delivered form, adoption by their customers of
our hydrogen generation products could cause them to experience declining demand for delivered
hydrogen. For this reason, industrial gas suppliers may be reluctant to purchase our hydrogen generators.
In addition, our third party distributors may require us to provide volume price discounts and other
allowances, or customize our products, either of which could reduce the potential profitability of these
relationships.
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We are dependent on third party suppliers for key materials and components for our products. If
these suppliers become unable or unwilling to provide us with sufficient materials and
components on a timely and cost-effective basis, we may be unable to manufacture our products
cost-effectively or at all, and our revenues and gross margins would suffer.
We rely on third party suppliers to provide key materials and components for our fuel cell power products
and hydrogen generation products. A supplier’s failure to provide materials or components in a timely
manner, or to provide materials and components that meet our quality, quantity or cost requirements, or
our inability to obtain substitute sources for these materials and components in a timely manner or on
terms acceptable to us, may harm our ability to manufacture our products cost-effectively or at all, and our
revenues and gross margins might suffer. To the extent that we are unable to develop and patent our own
technology and manufacturing processes, and to the extent that the processes that our suppliers use to
manufacture materials and components are proprietary, we may be unable to obtain comparable materials
or components from alternative suppliers and that could adversely affect our ability to produce
commercially viable products.
We may not be able to manage successfully the anticipated expansion of our operations.
The uneven pace of our anticipated expansion in facilities, staff and operations may place serious
demands on our managerial, technical, financial and other resources. We may be required to make
significant investments in our engineering and logistics systems and our financial and management
information systems, as well as retaining, motivating and effectively managing our employees. Our
management skills and systems currently in place may not enable us to implement our strategy or to
attract and retain skilled management, engineering and production personnel. Our failure to manage our
growth effectively or to implement our strategy in a timely manner may significantly harm our ability to
achieve profitability.
If we do not properly manage foreign sales and operations, our business could suffer.
We expect that a substantial portion of our future revenues will continue to be derived from foreign sales.
Our international activities may be subject to inherent risks, including regulatory limitations restricting or
prohibiting the provision of our products and/or services, unexpected changes in regulatory requirements,
tariffs, customs, duties and other trade barriers, difficulties in staffing and managing foreign operations,
longer payment cycles, problems in collecting accounts receivable, fluctuations in currency exchange
rates, foreign exchange controls that restrict or prohibit repatriation of funds, technology export and/or
import restrictions or prohibitions, delays from customs brokers or government agencies, seasonal
reductions in business activity and potentially adverse tax consequences resulting from operating in
multiple jurisdictions. As a result, if we do not properly manage foreign sales and operations, our business
could suffer.
We will need to recruit, train and retain key management and other qualified personnel to
successfully expand our business.
Our future success will depend in large part on our ability to recruit and retain experienced research and
development, engineering, manufacturing, operating, sales and marketing, customer service and
management personnel. We compete in emerging markets and there are a limited number of people with
the appropriate combination of skills needed to provide the services our customers require. In the past, we
have experienced difficulty in recruiting qualified personnel and we expect to experience continued
difficulties in personnel recruiting. If we do not attract such personnel, we may not be able to expand our
business. In addition, new employees generally require substantial training, which requires significant
resources and management attention. Our success also depends on retaining our key management,
research, product development, engineering, marketing and manufacturing personnel. Even if we invest
significant resources to recruit, train and retain qualified personnel, we may not be successful in our
efforts.
We may acquire technologies or companies in the future, and these acquisitions could disrupt our
business and dilute our shareholders’ interests.
We may acquire additional technologies or other companies in the future and we cannot provide
assurances that we will be able to successfully integrate their operations or that the cost savings we
anticipate will be fully realized. Entering into an acquisition or investment entails many risks, any of which
could materially harm our business, including: diversion of management’s attention from other business
concerns; failure to effectively assimilate the acquired technology, employees or other assets into our
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business; the loss of key employees from either our current business or the acquired business; and the
assumption of significant liabilities of the acquired company.
If we complete additional acquisitions, we may dilute the ownership of current shareholders. In addition,
achieving the expected returns and cost savings from our past and future acquisitions will depend in part
on our ability to integrate the products and services, technologies, research and development programs,
operations, sales and marketing functions, finance, accounting and administrative functions, and other
personnel of these businesses into our business in an efficient and effective manner. We cannot ensure
we will be able to do so or that the acquired businesses will perform at anticipated levels. If we are unable
to successfully integrate acquired businesses, our anticipated revenues may be lower and our operational
costs may be higher.
We have no experience manufacturing our products on a large scale basis and if we do not
develop adequate manufacturing processes and capabilities to do so in a timely manner, we will
be unable to achieve our growth and profitability objectives.
We have manufactured most of our products for prototypes and initial sales, and we have limited
experience manufacturing products on a larger scale. In order to produce certain of our products at
affordable prices we will have to manufacture a large volume of such products. We do not know when or
whether we will be able to develop efficient, low-cost manufacturing capabilities and processes that will
enable us to meet the quality, price, engineering, design and production standards or production volumes
required to successfully mass market such products. Even if we are successful in developing our
manufacturing capabilities and processes, we do not know whether we will do so in time to meet our
product commercialization schedule or to satisfy the requirements of our customers and the market. Our
failure to develop these manufacturing processes and capabilities in a timely manner could prevent us
from achieving our growth and profitability objectives.
Risk Factors Related to Our Products and Technology
We may never complete the development of commercially viable fuel cell power products and/or
commercially viable hydrogen generation systems for new hydrogen energy applications, and if
we fail to do so, we will not be able to meet our business and growth objectives.
We have made commercial sales of hydrogen generation, fuel cell test and diagnostic equipment, fuel cell
power modules, integrated fuel cell systems and hydrogen refuelling stations for a relatively short period of
time. Because both our business and industry are still in the developmental stage, we do not know when or
whether we will successfully complete research and development of commercially viable fuel cell power
products and commercially viable hydrogen generation equipment for new hydrogen energy applications.
If we do not complete the development of such commercially viable products, we will be unable to meet
our business and growth objectives. We expect to face unforeseen challenges, expenses and difficulties
as a developing company seeking to design, develop and manufacture new products in each of our
targeted markets. Our future success also depends on our ability to effectively market fuel cell products
and hydrogen generation products once developed.
We must lower the cost of our fuel cell and hydrogen generation products and demonstrate their
reliability or consumers will be unlikely to purchase our products and we will therefore not
generate sufficient revenues to achieve and sustain profitability.
Fuel cells currently cost more than many established competing technologies, such as internal combustion
engines and batteries. The prices of fuel cell and hydrogen generation products are dependent largely on
material and manufacturing costs. We cannot guarantee we will be able to lower these costs to a level
where we will be able to produce a competitive product or that any product we produce using lower cost
materials and manufacturing processes will not suffer from lower performance, reliability and longevity. If
we are unable to produce fuel cell and hydrogen generation products that are competitive with other
technologies in terms of price, performance, reliability and longevity, consumers will be unlikely to buy our
fuel cell and hydrogen generation products. Accordingly, we would not be able to generate sufficient
revenues with positive gross margins to achieve and sustain profitability.
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Any failures or delays in field tests of our products could negatively affect our customer
relationships and increase our manufacturing costs.
We regularly field test our products and we plan to conduct additional field tests in the future. Any failures
or delays in our field tests could harm our competitive position and impair our ability to sell our products.
Our field tests may encounter problems and delays for a number of reasons, including the failure of our
technology, the failure of the technology of others, the failure to combine these technologies properly,
operator error and the failure to maintain and service the test prototypes properly. Many of these potential
problems and delays are beyond our control. In addition, field test programs, by their nature, may involve
delays relating to product roll-out and modifications to product design, as well as third party involvement.
Any problem or perceived problem with our field tests, whether it originates from our technology, our
design, or third parties, could hurt our reputation and the reputation of our products and limit our sales.
Such field test failures may negatively affect our relationships with customers, require us to extend field
testing longer than anticipated before undertaking commercial sales and require us to develop further our
technology to account for such failures prior to the field tests, thereby increasing our manufacturing costs.
The components of our products may contain defects or errors that could negatively affect our
customer relationships and increase our development, service and warranty costs.
Our products are complex and must meet the stringent technical requirements of our customers. The
software and other components used in our fuel cell and hydrogen generation products may contain
undetected defects or errors, especially when first introduced, which could result in the failure of our
products to perform, damage to our reputation, delayed or lost revenue, product returns, diverted
development resources and increased development, service and warranty costs.
Rapid technological advances or the adoption of new codes and standards could impair our
ability to deliver our products in a timely manner and, as a result, our revenues would suffer.
Our success depends in large part on our ability to keep our products current and compatible with evolving
technologies, codes and standards. Unexpected changes in technology or in codes and standards could
disrupt the development of our products and prevent us from meeting deadlines for the delivery of
products. If we are unable to keep pace with technological advancements and adapt our products to new
codes and standards in a timely manner, our products may become uncompetitive or obsolete and our
revenues would suffer.
We depend on intellectual property and our failure to protect that intellectual property could
adversely affect our future growth and success.
Failure to protect our intellectual property rights may reduce our ability to prevent others from using our
technology. We rely on a combination of patent, trade secret, trademark and copyright laws to protect our
intellectual property. Some of our intellectual property is currently not covered by any patent or patent
application. Patent protection is subject to complex factual and legal criteria that may give rise to
uncertainty as to the validity, scope and enforceability of a particular patent. Accordingly, we cannot be
assured that: any of the United States, Canadian or other patents owned by us or third party patents
licensed to us will not be invalidated, circumvented, challenged, rendered unenforceable, or licensed to
others; or any of our pending or future patent applications will be issued with the breadth of protection that
we seek, if at all.
In addition, effective patent, trademark, copyright and trade secret protection may be unavailable, limited,
not applied for, or unenforceable in foreign countries.
Furthermore, although we typically retain sole ownership of the intellectual property we develop, in certain
circumstances, such as with Dow Corning and General Motors, we provide for shared intellectual property
rights. For instance, where intellectual property is developed pursuant to our use of technology licensed
from General Motors, we have committed to provide certain exclusive or non-exclusive licences in favour
of General Motors, and in some cases the intellectual property is jointly owned. As a result of these
licences, we may be limited or precluded, as the case may be, in the exploitation of such intellectual
property rights.
We have also entered into agreements with other customers and partners that involve shared intellectual
property rights. Any developments made under these agreements will be available for future commercial
use by all parties to the agreement.
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We also seek to protect our proprietary intellectual property through contracts including, when possible,
confidentiality agreements and inventors’ rights agreements with our customers and employees. We
cannot be sure that the parties who enter into such agreements with us will not breach them, that we will
have adequate remedies for any breach or that such persons or institutions will not assert rights to
intellectual property arising out of these relationships. If necessary or desirable, we may seek licences
under the patents or other intellectual property rights of others. However, we cannot be sure we will obtain
such licences or that the terms of any offered licences will be acceptable to us. Our failure to obtain a
licence from a third party for intellectual property we use in the future could cause us to incur substantial
liabilities and to suspend the manufacture and shipment of products or our use of processes that exploit
such intellectual property.
Our involvement in intellectual property litigation could negatively affect our business.
Our future success and competitive position depend in part on our ability to obtain or maintain the
proprietary intellectual property used in our principal products. In order to establish and maintain such a
competitive position we may need to prosecute claims against others who we believe are infringing our
rights and defend claims brought by others who believe we are infringing their rights. Our involvement in
intellectual property litigation could result in significant expense to us, adversely affect the sale of any
products involved or the use or licensing of related intellectual property and divert the efforts of our
technical and management personnel from their principal responsibilities, regardless of whether such
litigation is resolved in our favour. If we are found to be infringing on the intellectual property rights of
others, we may, among other things, be required to: pay substantial damages; cease the development,
manufacture, use, sale or importation of products that infringe on such intellectual property rights;
discontinue processes incorporating the infringing technology; expend significant resources to develop or
acquire non-infringing intellectual property; or obtain licences to the relevant intellectual property.
We cannot offer any assurance we will prevail in any such intellectual property litigation or, if we were not
to prevail in such litigation that licences to the intellectual property we are found to be infringing on would
be available on commercially reasonable terms, if at all. The cost of intellectual property litigation as well
as the damages, licensing fees or royalties that we might be required to pay could have a material adverse
effect on our business and financial results.
Our products use flammable fuels that are inherently dangerous substances and could subject us
to product liabilities.
Our financial results could be materially impacted by accidents involving either our products or those of
other fuel cell manufacturers, either because we face claims for damages or because of the potential
negative impact on demand for fuel cell products. Our products use hydrogen, which is typically generated
from gaseous and liquid fuels such as propane, natural gas or methanol in a process known as reforming.
While our fuel cell products do not use these fuels in a combustion process, natural gas, propane and
other hydrocarbons are flammable fuels that could leak and then combust if ignited by another source. In
addition, certain of our OEM partners and customers may experience significant product liability claims. As
a supplier of products and systems to these OEMs, we face an inherent business risk of exposure to
product liability claims in the event that our products, or the equipment into which our products are
incorporated, malfunction and result in personal injury or death. We may be named in product liability
claims even if there is no evidence that our systems or components caused the accidents. Product liability
claims could result in significant losses from expenses incurred in defending claims or the award of
damages. Since our products have not yet gained widespread market acceptance, any accidents involving
our systems, those of other fuel cell products or those used to produce hydrogen could materially impede
acceptance of our products. In addition, although our management believes our liability coverage is
currently adequate to cover these risks, we may be held responsible for damages beyond the scope of our
insurance coverage.
Risk Factors Related to Ownership of Our Common Shares
If at any time we are classified as a passive foreign investment company under United State tax
laws, our US shareholders may be subject to adverse tax consequences.
We would be classified as a passive foreign investment company (“PFIC”), for United States federal
income tax purposes, in any taxable year in which, after applying relevant look-through rules with respect
to the income and assets of our subsidiaries, either at least 75% of our gross income is ‘‘passive income,’’
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or on average at least 50% of the gross value of our assets is attributable to assets that produce passive
income or are held for the production of passive income.
Based on our structure, and the composition of our income and assets, we do not believe we were a PFIC
for the taxable year ended December 31, 2010 or the prior taxable year. However, there can be no
assurance the Internal Revenue Service will not successfully challenge our position or that we will not
become a PFIC in a future taxable year, as PFIC status is retested each year and depends on our assets
and income in that year. If we are classified as a PFIC at any time that a US shareholder holds our
common shares, such shareholder may be subject to an increased United States federal income tax
liability and a special interest charge in respect of a gain recognized on the sale or other disposition of our
common shares and upon the receipt of certain ‘‘excess distributions’’ (as defined in the United States
Internal Revenue Code of 1986, as amended).
US shareholders should consult their own tax advisors concerning the United States federal income tax
consequences of holding our common shares if we were a PFIC in any taxable year and its potential
application to their particular situation.
After giving effect to the issuance of the third tranche and fourth tranche of the CommScope
Agreement, CommScope will own a significant portion of our common shares and may act, or
prevent corporate actions, to the detriment of other shareholders.
After giving effect to the issuance of the third tranche and fourth tranche, CommScope will own 33.2% of
our issued and outstanding common shares (assuming no other common shares are issued) and
accordingly may have the ability to exercise significant influence over all matters requiring shareholder
approval. This concentration could also have the effect of delaying or preventing a change in control that
could otherwise be beneficial to our shareholders.
A limited number of shareholders collectively own a significant portion of our common shares
and may act, or prevent corporate actions, to the detriment of other shareholders.
A limited number of shareholders, including our founders, CommScope and General Motors, currently own
a significant portion of our outstanding common shares. CommScope currently owns approximately 19.8%
of our outstanding common shares. Upon the closing of the third and fourth tranches of the Agreement,
this percentage will increase. General Motors currently owns approximately 8.3% of our outstanding
common shares. In addition, each of Alpha and Iroquois currently holds 119,688 Series A warrants
(representing the right to acquire the equivalent number of common shares) and 130,323 Series B
warrants of the Corporation (representing the right to acquire the equivalent number of common shares).
Accordingly, these shareholders may exercise significant influence over all matters requiring shareholder
approval, including the election of a majority of our directors and the determination of significant corporate
actions. This concentration could also have the effect of delaying or preventing a change in control that
could otherwise be beneficial to our shareholders.
As a principal shareholder and party to the strategic alliance and representative on our Board, both
CommScope and General Motors have the ability to influence our corporate actions and in a manner that
may be adverse to other shareholder interests.
Future sales of common shares by our principal shareholders could cause our share price to fall
and reduce the value of a shareholder’s investment.
If our principal shareholders, including our founders, sell substantial amounts of their common shares in
the public market, the market price of our common shares could fall and the value of a shareholder’s
investment could be reduced. The perception among investors that these sales may occur could have a
similar effect. Share price declines may be exaggerated if the low trading volume that our common shares
have experienced to date continues. These factors could also make it more difficult for us to raise
additional funds through future offerings of our common shares or other securities.
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Our articles of incorporation authorize us to issue an unlimited number of common and preferred
shares. Significant issuances of common or preferred shares could dilute the share ownership of
our shareholders, deter or delay a takeover of us that our shareholders may consider beneficial or
depress the trading price of our common shares.
Our articles of incorporation permit us to issue an unlimited number of common and preferred shares. If we
were to issue a significant number of common shares, it would reduce the relative voting power of
previously outstanding shares. Such future issuances could be at prices less than our shareholders paid
for their common shares. If we were to issue a significant number of common or preferred shares, these
issuances could also deter or delay an attempted acquisition of us that a shareholder may consider
beneficial, particularly in the event that we issue preferred shares with special voting or dividend rights.
While Nasdaq and Toronto Stock Exchange rules may require us to obtain shareholder approval for
significant issuances, we would not be subject to these requirements if we ceased, voluntarily or
otherwise, to be listed on Nasdaq and the Toronto Stock Exchange. Significant issuances of our common
or preferred shares, or the perception that such issuances could occur, could cause the trading price of our
common shares to drop.
US investors may not be able to enforce US civil liability judgments against us or our directors
and officers.
We are organized under the laws of Canada. A majority of our directors and officers are residents of
Canada and all or a substantial portion of their assets and substantially all of our assets are located
outside of the United States. As a result, it may be difficult for US holders of our common shares to effect
service of process on these persons within the United States or to realize in the United States upon
judgments rendered against them. In addition, a shareholder should not assume that the courts of Canada:
(i) would enforce the judgments of US courts obtained in actions against us or such persons predicated on
the civil liability provisions of US federal securities laws or other laws of the United States; or (ii) would
enforce, in original actions, claims against us or such persons predicated on the US federal securities
laws.
Our share price is volatile and we may continue to experience significant share price and volume
fluctuations.
Since our common shares were initially offered to the public in November 2000, the stock markets,
particularly in the technology and alternative energy sectors, and our share price have experienced
significant price and volume fluctuations. Our common shares may continue to experience volatility for
reasons unrelated to our own operating performance, including: performance of other companies in the
fuel cell or alternative energy business; news announcements, securities analysts’ reports and
recommendations and other developments with respect to our industry or our competitors; or changes in
general economic conditions.
As at December 31, 2010 there were 286,545, options to purchase our common shares, 239,356
Series A warrants and 260,646 Series B warrants. If these securities are exercised, our
shareholders will incur substantial dilution.
A significant element in our business plan to attract and retain qualified personnel is the issuance to such
persons options to purchase our common shares. As at December 31, 2010, we have issued and have
outstanding 286,545 options to purchase our common shares at an average price of CA$ 51.55 per
common share. Accordingly, to the extent that we are required to issue significant numbers of options to
our employees, and such options are exercised, our shareholders could experience significant dilution. As
of December 31, 2010, we also have 239,356 Series A warrants and 260,646 Series B warrants issued
and outstanding, whereby each warrant entitles the holder to purchase a common share for US$3.76. To
the extent such Series A warrants and Series B warrants are exercised, our shareholders could
experience significant dilution.

16 Forward-looking Statements
Caution regarding forward-looking statements

This MD&A constitutes “forward-looking information”, within the meaning of applicable Canadian securities
laws and “forward-looking statements” within the meaning of the United States Private Securities Litigation
Reform Act of 1995 (collectively referred to herein as “forward-looking statements”). Forward-looking
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statements can be identified by the use of words, such as “plans”, “expects”, or “is expected”, “budget”,
“scheduled”, “estimates”, “forecasts”, “intends”, “anticipates”, or “believes” or variations of such words and
phrases or state that certain actions, events or results “may”, “could”, “would”, “might” or “will” be taken,
occur or be achieved. These forward-looking statements relate to, among other things, our future results,
levels of activity, performance, goals or achievements or other future events. These forward-looking
statements are based on current expectations and various assumptions and analyses made by us in light
of our experience and our perceptions of historical trends, current conditions and expected future
developments and other factors that we believe are appropriate in the circumstances. These
forward-looking statements involve known and unknown risks, uncertainties and other factors that may
cause actual results or events to differ materially from those anticipated in our forward-looking statements.
These risks, uncertainties and factors include, but are not limited to: our inability to increase our revenues
or raise additional funding to continue operations, execute our business plan, or to grow our business;
inability to address a slow return to economic growth, and its impact on our business, results of operations
and consolidated financial condition; our limited operating history; inability to implement our business
strategy; fluctuations in our quarterly results; failure to maintain our customer base that generates the
majority of our revenues; currency fluctuations; failure to maintain sufficient insurance coverage; changes
in value of our goodwill; failure of a significant market to develop for our products; failure of hydrogen being
readily available on a cost-effective basis; changes in government policies and regulations; failure of
uniform codes and standards for hydrogen fuelled vehicles and related infrastructure to develop; liability
for environmental damages resulting from our research, development or manufacturing operations; failure
to compete with other developers and manufacturers of products in our industry; failure to compete with
developers and manufacturers of traditional and alternative technologies; failure to develop partnerships
with original equipment manufacturers, governments, systems integrators and other third parties; inability
to obtain sufficient materials and components for our products from suppliers; failure to manage expansion
of our operations; failure to manage foreign sales and operations; failure to recruit, train and retain key
management personnel; inability to integrate acquisitions; failure to develop adequate manufacturing
processes and capabilities; failure to complete the development of commercially viable products; failure to
produce cost-competitive products; failure or delay in field testing of our products; failure to produce
products free of defects or errors; inability to adapt to technological advances or new codes and standards;
failure to protect our intellectual property; our involvement in intellectual property litigation; exposure to
product liability claims; failure to meet rules regarding passive foreign investment companies; actions of
our significant and principal shareholders; dilution as a result of significant issuances of our common
shares and preferred shares; inability of US investors to enforce US civil liability judgments against us;
volatility of our common share price; and dilution as a result of the exercise of options.
These factors may cause the Corporation’s actual performance and financial results in future periods to
differ materially from any estimates or projections of future performance or results expressed or implied by
such forward-looking statements. Forward-looking statements do not take into account the effect that
transactions or non-recurring or other special items announced or occurring after the statements are made
have on the Corporation’s business. For example, they do not include the effect of business dispositions,
acquisitions, other business transactions, asset writedowns or other charges announced or occurring after
forward-looking statements are made. The financial impact of such transactions and non-recurring and
other special items can be complex and necessarily depends on the facts particular to each of them.
We believe the expectations represented by our forward-looking statements are reasonable, yet there can
be no assurance that such expectations will prove to be correct. The purpose of the forward-looking
statements is to provide the reader with a description of management’s expectations regarding the
Corporation’s fiscal 2011 financial performance and may not be appropriate for other purposes.
Furthermore, unless otherwise stated, the forward-looking statements contained in this report are made as
of the date of this report and we do not undertake any obligation to update publicly or to revise any of the
included forward-looking statements, whether as a result of new information, future events or otherwise
unless required by applicable legislation or regulation. The forward-looking statements contained in this
report are expressly qualified by this cautionary statement.
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Management’s Report on Internal Control Over Financial Reporting
Management of Hydrogenics Corporation (the “Corporation”) is responsible for establishing and
maintaining adequate internal control over financial reporting. Internal control over financial reporting is
a process designed by, or under the supervision of, the President and Chief Executive Officer and the
Chief Financial Officer and is effected by the 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 Canadian generally accepted accounting
principles. It includes those policies and procedures that:
•

provide reasonable assurance regarding prevention or timely detection of unauthorized
acquisition, use or disposition of the Corporation’s assets that could have a material effect on the
Corporation’s consolidated financial statements;

•

pertain to the maintenance of records that accurately and fairly reflect, in reasonable detail, the
transactions related to and dispositions of the Corporation’s assets; and

•

provide reasonable assurance that transactions are recorded as necessary to permit preparation
of consolidated financial statements in accordance with Canadian generally accepted accounting
principles, and that the Corporation’s receipts and expenditures are made only in accordance with
authorizations of management and the Corporation’s directors; and, due to its inherent limitations,
internal control over financial reporting may not prevent or detect misstatements. Also, projections
of any evaluation of the effectiveness of internal control over financial reporting to future periods
are subject to the risk that the controls may become inadequate because of changes in conditions,
or that the degree of compliance with the policies or procedures may deteriorate.

Management assessed the effectiveness of the Corporation’s internal control over financial reporting as
at December 31, 2010, based on the criteria set forth in Internal Control – Integrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway Commission. Based on this assessment,
management concluded that, as at December 31, 2010, the Corporation’s internal control over financial
reporting was effective.

Daryl C. F. Wilson
President and Chief Executive Officer

Lawrence E. Davis
Chief Financial Officer

March 28, 2011
Mississauga, Ontario
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Independent Auditor’s Report
To the Shareholders of Hydrogenics Corporation
We have audited the accompanying consolidated financial statements of Hydrogenics Corporation and its
subsidiaries (the Company), which comprise the consolidated balance sheets as at December 31, 2010
and December 31, 2009 and the consolidated statements of operations, consolidated statements of cash
flows, consolidated statements of shareholders’ equity for the years then ended, and the related notes
including a summary of significant accounting policies.
Management’s responsibility for the consolidated financial statements
Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with Canadian generally accepted accounting principles, and for such internal
control as management determines is necessary to enable the preparation of consolidated financial
statements that are free from material misstatement, whether due to fraud or error.
Auditor’s responsibility
Our responsibility is to express an opinion on these consolidated 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 the audit to obtain reasonable assurance about whether the consolidated
financial statements are free from material misstatement. Canadian generally accepted auditing standards
require that we comply with ethical requirements.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the consolidated financial statements. The procedures selected depend on the auditors’ judgment,
including the assessment of the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error. We were not engaged to perform an audit of the company’s internal control
over financial reporting. Our audits included consideration of internal control over financial reporting as a
basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the company’s internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by management, as well
as evaluating the overall presentation of the consolidated financial statements.
We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to provide a
basis for our audit opinion.
Opinion
In our opinion, the consolidated financial statements present fairly, in all material respects, the financial
position of Hydrogenics Corporation and its subsidiaries as at December 31, 2010 and December 31, 2009
and the results of their operations and their cash flows for the years then ended in accordance with
Canadian generally accepted accounting principles.
Emphasis of Matter
Without qualifying our opinion, we draw attention to note 1 in the financial statements which indicates the
existence of material uncertainties that cast significant doubt about the Company's ability to continue as a
going concern.

Chartered Accountants, Licensed Public Accountants
Toronto, Ontario
March 28, 2011
2010 Consolidated Financial Statements
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Consolidated Balance Sheets
(in thousands of US dollars)

December 31
2010

December 31
2009

Assets
Current assets
Cash and cash equivalents
Restricted cash
Accounts receivable (note 6)
Grants receivable
Inventories (note 7)
Prepaid expenses

$

Restricted cash
Property, plant and equipment (note 8)
Intangible assets (note 9)
Goodwill

7,881
883
5,603
572
8,376
762
24,077
225
1,871
200
5,100
31,473

$

$

$

9,159
1,603
3,685
490
11,746
1,270
27,953
240
2,889
280
5,446
36,808

Liabilities
Current liabilities
Accounts payable and accrued liabilities (note 10)
Unearned revenue

$

Shareholders’ Equity
Common shares ($nil par value)
Contributed surplus
Deficit
Accumulated other comprehensive loss
Total deficit and accumulated other comprehensive loss

10,096
3,751
13,847

316,167
16,992
(309,352)
(6,181)
(315,533)
17,626
$
31,473

Going concern (note 1)
Contingencies and government assistance, guarantees and commitments (notes 14 and 15)

Douglas Alexander
Chairman

$

14,782
4,546
19,328

307,038
16,713
(300,795)
(5,476)
(306,271)
17,480
$
36,808

Norman Seagram
Director

The accompanying notes form an integral part of these Consolidated Financial Statements.
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Hydrogenics Corporation

Consolidated Statements of Operations

(in thousands of US dollars, except for share and per share amounts)

2010

Revenues

$

20,930

Cost of revenues
Operating expenses
Selling, general and administrative
Research and product development (note 13)
Amortization of property, plant and equipment
Impairment of property, plant and equipment (note 8)
Amortization of intangible assets (note 9)
Loss from operations
Other income (expenses)
Litigation settlements (note 16)
(Loss) on disposal of property, plant and equipment
Provincial capital tax
Interest
Foreign currency gains
Loss before income taxes
Provision for (recovery of) income taxes (notes 2 and 19)
Net loss for the year

$

Net loss per share
Basic and diluted (note 20)

$

Weighted average number of common shares outstanding
(note 20)

2009

$

18,841

2008

$

39,340

15,504
5,426

15,113
3,728

31,446
7,894

10,228
3,445
690
96
14,459
(9,033)

16,995
5,219
864
317
120
23,515
(19,787)

15,022
7,296
855
249
23,422
(15,528)

437
(93)
(9)
35
109
479

(14)
(154)
169
40
41

44
170
923
188
1,325

(8,554)
3
(8,557) $

(19,746)
(10,371)
(9,375) $

(14,203)
116
(14,319)

(2.54) $

(3.89)

(1.82)

4,689,504

$

3,697,740

3,683,226

The accompanying notes form an integral part of these Consolidated Financial Statements.
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Hydrogenics Corporation
Consolidated Statements of Cash Flows
(in thousands of US dollars)

2010

Cash and cash equivalents provided by (used in)
Operating activities
$
Net loss for the year
Items not affecting cash
Amortization of property, plant and equipment
Non-cash selling, general and administrative expenses (note 16)
Amortization of intangible assets
Impairment of property, plant and equipment
Unrealized foreign exchange losses (gains)
Stock-based compensation expense
Loss on disposal of property, plant and equipment
Net change in non-cash working capital (note 21)

(8,557)

(9,375) $

(14,319)

1,206
120
317
(148)
413
14
(3,632)
(11,085)

1,106
249
695
694
4,817
(6,758)

735
112
(380)
467

(713)
(752)
(1,465)

15,032
(1,130)
44
(929)
13,017

Financing activities
Repayment of long-term debt
Deferred research and development grants
Common shares issued (purchased and cancelled), net
of issuance costs (note 11 and 12)

-

Increase (decrease) in cash and cash equivalents
during the year

Supplemental disclosure
Interest paid
Income taxes paid

$

2008

899
763
96
(91)
279
93
(3,593)
(10,111)

Investing activities
Decrease in short-term investments
Decrease (increase) in restricted cash
Proceeds from disposal of property, plant and equipment
Purchase of property, plant and equipment

Cash and cash equivalents – Beginning of year
Cash and cash equivalents – End of year

2009

$

$

-

70

(11)
(235)

8,366
8,366

38
108

128
(118)

(1,278)

(12,442)

6,141

9,159
7,881

21,601
9,159

$

2
24

$

$

15,460
21,601

11 $
87

52
63

The accompanying notes form an integral part of these Consolidated Financial Statements.
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Hydrogenics Corporation
Consolidated Statements of Shareholders’ Equity
(in thousands of US dollars, except for share amounts)

Balance at
Dec. 31, 2007

Common shares
Number
Amount
(note 11)

Warrant A

Warrant B

Number Amount

Number Amount

3,670,628 $ 306,872

-

-

$

$

Contributed
surplus

$ 15,606 $ (277,101)

Net loss for the year
Foreign currency
translation
adjustments

-

-

-

-

-

-

-

-

-

-

-

-

-

-

Comprehensive loss

-

-

-

-

-

-

-

128

-

-

-

-

Shares issued:
Issuance of common
shares on exercise
of stock options
Stock-based
compensation
expense
Balance at
Dec. 31, 2008
Net income for the
year
Foreign currency
translation
adjustments
Comprehensive loss
Shares issued:
Issuance of common
shares on exercise
of stock options
Stock-based
compensation
expense
Balance at
Dec. 31, 2009

25,599
3,696,227

307,000

-

Accumulated
other
comprehensive income
(loss)
Deficit

(4,993) $ 40,384
-

(14,319)

-

(1,404)

(1,404)

-

-

(15,723)

-

-

-

128

-

694

-

-

694

16,300

-

-

-

-

(14,319)

$

Total
shareholders’
equity

(291,420)

25,483

-

(9,375)

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

(8,454)

38

-

-

-

-

-

-

-

38

-

-

-

-

-

413

-

-

413

-

-

-

-

16,713

5,760
3,701,987

307,038

(9,375)

(6,397)

(300,795)

921

(5,476)

921

17,480

The accompanying notes form an integral part of these Consolidated Financial Statements.
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Hydrogenics Corporation
Consolidated Statements of Shareholders’ Equity
(in thousands of US dollars, except for share amounts)

Common shares
Number
Amount
(note 11)

Warrant A
Number

Warrant B

Amount

Number Amount

Contributed
surplus

Accumulated
other
Total
comprehen-s share-hol
ive income
ders’
(loss)
equity
Deficit

Net loss for the year

-

-

-

-

-

-

-

(8,557)

-

Foreign currency
translation
adjustments

-

-

-

-

-

-

-

-

(705)

Comprehensive loss

-

-

-

-

-

-

-

-

(9,262)

-

(8,557)

(705)

Shares issued:
Issuance of common
shares and
warrants, net of
issuance costs

1,786,660

7,470 239,356

778 260,646

881

-

-

-

9,129

Adjustment for partial
shares on share
consolidation

(17)

-

-

-

-

-

-

-

-

-

Stock-based
compensation
expense

-

-

-

-

-

-

279

-

-

279

$ 778 260,646

$ 881

Balance at
Dec. 31, 2010

5,488,630 $ 314,508 239,356

$ 16,992 $ (309,352)

$

(6,181) $ 17,626

The authorized capital stock of the Corporation consists of an unlimited number of common shares and an unlimited number of
preferred shares issuable in series.

The accompanying notes form an integral part of these Consolidated Financial Statements
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Note 1.

Description of Business and Going Concern

Hydrogenics Corporation (“Hydrogenics” or the “Corporation”), as reorganized (note 2), together with its
subsidiaries, designs, develops and manufactures hydrogen generation products based on water
electrolysis technology and fuel cell products based on proton exchange membrane, or PEM, technology.
While the accompanying consolidated financial statements have been prepared on a going concern basis,
which contemplates the realization of assets and the discharge of liabilities during the normal course of
operations and the continuation of operations for the foreseeable future, there are material uncertainties
related to certain conditions and events that cast significant doubt on the Corporation’s ability to continue
as a going concern. The events and conditions that cast significant doubt include the Corporation’s
recurring operating losses and negative cash flows from operations and the risk of not securing additional
funding. The Corporation expects these conditions to continue in the near term.
The Corporation needs to increase its revenues to generate profits and related positive operating cash
flows. There are various uncertainties affecting the Corporation’s revenues related to the current market
environment including the level of sales orders, the length of sales cycles, the continuing development of
products by the Corporation, the adoption of new technologies by customers, price competition, the
continuation of government incentives for the Corporation’s customers and the ability of customers to
finance purchases.
The Corporation also requires additional funding in the form of debt or equity in addition to the funding
obtained during the year ended December 31, 2010. During the three months ended March 31, 2010, the
Corporation completed an offering of common shares and warrants for gross cash proceeds of $5,000
before placement agent’s fees and other offering expenses. On August 9, 2010, the Corporation entered
into a subscription agreement (“the Agreement”) with CommScope, Inc. of North Carolina, a wholly owned
subsidiary of CommScope, Inc. (“CommScope”) pursuant to which CommScope may purchase from
Hydrogenics, common shares in four tranches, up to a maximum of 2,186,906 shares for a maximum
aggregate purchase price of $8,500 upon completion of certain product development milestones as
defined under the Agreement. During the three months ended September 30, 2010, the Corporation
closed the first two tranches under the terms of the Agreement for gross cash proceeds of $4,000. The
Corporation expects to close the final two tranches under the terms of the Agreement for gross cash
proceeds of $4,500 during 2011 as it completes the requirements of the product development milestones
under the Agreement. While the Corporation continues to pursue various additional sources of financing,
there are no definitive plans at this stage and there is no assurance these initiatives will be successful or
provide additional funds sufficient to continue operations.
In addition to the material uncertainties referred to above, the pace of economic recovery could continue to
have a negative impact on the Corporation’s business, results of operations and consolidated financial
condition, or the Corporation’s ability to forecast results and cash flows, and it may cause a number of the
risks the Corporation currently faces (such as the ability to increase revenue and raise capital) to increase
in likelihood, magnitude and duration.
The Corporation’s ability to continue as a going concern and manage these material uncertainties is
dependent on the successful execution of its business plan, which involves: (i) securing additional
financing to fund its operations; (ii) continued investment in research and product development through
advancing product designs for efficiency, durability, cost reduction and entry into complementary markets
to improve overall gross margins; (iii) increasing market penetration and sales to improve operating cash
flows; and (iv) actively managing its working capital to preserve cash resources. At present, the success of
these initiatives cannot be assured due to the material uncertainties described above.
These consolidated financial statements do not include any adjustments or disclosures that may result
from the Corporation’s inability to continue as a going concern. If the going concern assumption was not
found to be appropriate for these consolidated financial statements, adjustments may be necessary in the
carrying values of assets and liabilities and the reported expenses and consolidated balance sheet
classifications; such adjustments could be material.
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Note 2.

Basis of Preparation

The accompanying consolidated financial statements of Hydrogenics and its subsidiaries have been
prepared in accordance with Canadian generally accepted accounting principles (“Canadian GAAP”) which,
in the case of the Corporation, conform in all material respects with accounting principles generally
accepted in the United States (“US GAAP”), except as outlined in note 23.
Continuity of Interest Accounting
On June 11, 2009, the Corporation, the Corporation’s original predecessor (“Old Hydrogenics”), the board
of trustees of Algonquin Power Income Fund (“APIF”) and APIF’s manager, Algonquin Power
Management Inc., agreed on the terms of a series of transactions (collectively, the “APIF Transaction”)
and agreements, pursuant to which Old Hydrogenics agreed to transfer its entire business and operations
to the Corporation, including all assets, liabilities, directors, management and employees, but excluding its
tax attributes. Under the APIF Transaction, the Corporation’s shareholders had their common shares in
the capital of Old Hydrogenics redeemed for common shares of the Corporation on a one-for-one basis. At
the same time, APIF unitholders exchanged their units for Algonquin Power & Utilities Corp. (“APUC”)
common shares.
As a result of completion of the APIF Transaction on October 27, 2009, unitholders of APIF did not retain
any interest in the business of the Corporation nor did the Corporation’s shareholders retain any interest in
the business of APIF. The Corporation continued to carry on the hydrogen generation and fuel cell
business as a public entity with all of the assets (including the intellectual property, but excluding tax
attributes) of its predecessor prior to the APIF Transaction.
Pursuant to continuity of interest accounting, the assets transferred including intellectual property
(exclusive of tax attributes) and liabilities assumed were recorded at their carrying values as reported by
the Corporation immediately prior to the completion of the APIF Transaction. As a result, the cash
proceeds were recorded as a recovery of income taxes reflecting the disposal of the tax attributes. The
Corporation recorded a benefit of $10,464 in the 2009 consolidated financial statements. Of the benefit,
$9,994 was received in cash during 2009 and the remaining $470 was included in accounts receivable.
The amount included in accounts receivable was collected subsequent to December 31, 2009. The
Corporation incurred transaction costs of $3,300 relating to the APIF Transaction and these costs were
included within selling, general and administrative expenses for 2009. In addition, as the future income tax
benefits of Old Hydrogenics’ Canadian non-capital losses, capital losses, scientific research and
development expenditures and investment tax credits generated prior to the date of the completion of the
APIF transaction are not available to the Corporation after the completion of the APIF Transaction, the
gross future income tax assets related to these Canadian tax pools was reduced to $nil (note 19).
Principles of Consolidation
The consolidated financial statements include the accounts of the Corporation and its subsidiaries, which
are wholly owned. All intercompany transactions and balances have been eliminated on consolidation.
Use of Estimates
The preparation of consolidated financial statements in accordance with Canadian GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities
and the disclosure of contingent assets and liabilities at the date of the consolidated financial statements
and the reported amounts of revenues and expenses during the year. Actual results could differ from those
estimates.
Significant estimates made by the Corporation are included in areas such as the fair value of goodwill,
warranty provisions, stock-based compensation, potentially uncollectible accounts receivable,
determination of the net realizable value for inventory, and provisions for costs to complete contracts in
progress and valuation allowances for future income tax assets.
Cash and Cash Equivalents
Cash and cash equivalents consist of cash on deposit and highly liquid short-term interest bearing
securities with maturities at the date of purchase of less than 90 days. Cash and cash equivalents are
classified as loans and receivables, and approximate fair value.

2010 Consolidated Financial Statements

Page 58

Hydrogenics Corporation
Restricted Cash
Restricted cash consists of cash on deposit and highly liquid short-term interest bearing securities with
maturities at the date of purchase of less than 90 days. These instruments are held as full or partial security
for standby letters of credit and letters of guarantee (the “Letters”). The Corporation cannot utilize this
restricted cash until the Letters have expired. Where these Letters have maturities of greater than one year,
the associated security is classified as a non-current asset. Restricted cash is classified as loans and
receivables, and approximate fair value.
Provisions for Losses on Uncollectible Receivables
The Corporation reviews and evaluates its trade receivable accounts customer by customer and writes
down their carrying values to their expected realizable values by making an allowance for doubtful
receivables, as soon as the account is determined not to be fully collectible, which is done based on
management’s evaluation of the situation on a customer by customer basis. The Corporation’s assessment
of outstanding receivables from customers is primarily based on the Corporation’s assessment of the
creditworthiness of the customer. The allowance is charged against earnings. Shortfalls in collections are
applied against this provision. Estimates for the allowance for doubtful receivables are determined on a
customer-by-customer evaluation of collectability at each consolidated balance sheet reporting date, taking
into account the amounts that are past due and any available relevant information of the customers’ liquidity
and going concern problems.
Inventories
Raw materials, work-in-progress and finished goods are valued at the lower of cost, determined on a first-in
first-out basis, and net realizable value. Inventory costs include the cost of material, labour, variable
overhead and an allocation of fixed manufacturing overhead including amortization based on normal
production volumes.
Property, Plant and Equipment
Property, plant and equipment are recorded at cost less accumulated amortization. Property, plant and
equipment are amortized from the date of acquisition, or in respect of internally constructed assets, from
the time an asset is substantially completed and ready for use. The cost of internally constructed assets
includes materials, labour and directly attributable overhead costs.
Amortization is computed using the declining balance method as follows:
Test equipment
Computer hardware and software
Furniture and equipment
Automobiles

30% per annum
30% per annum
20% per annum
30% per annum

Leasehold improvements are amortized on a straight-line basis over the term of the lease, or the useful
economic life of the lease, if shorter.
The Corporation reviews the recoverability of its long-lived assets when events or changes in
circumstances occur that indicate that the carrying value of the asset may not be recoverable.The
assessment of possible impairment is based on the Corporation’s ability to recover the carrying value of
the asset from the expected future pre-tax cash flows (undiscounted and without interest charges) of the
related operations. If these cash flows are less than the carrying value of such asset, an impairment loss is
recognized for the difference between estimated fair value and carrying value.
Goodwill and Intangible assets
Goodwill
Goodwill represents the excess of purchase price over the fair value of identifiable assets acquired in a
business combination accounted for using the purchase method of accounting. Goodwill is tested for
impairment annually or more frequently if an event or circumstance indicates that an impairment loss may
have been incurred. Application of the goodwill impairment test requires judgment, including the
identification of reporting units, assignment of assets and liabilities to reporting units, assignment of
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goodwill to reporting units and determination of the fair value of each reporting unit. The Corporation
estimates the fair value of each reporting unit using a discounted cash flow methodology. This requires the
Corporation to use significant judgment including estimation of future cash flows, which is dependent on
internal forecasts, estimation of the long-term rate of growth for the business, the useful life over which
cash flows will occur, determination of the weighted average cost of capital and relevant market data.
Goodwill Impairments
The goodwill recorded in the consolidated financial statements relates entirely to the OnSite Generation
reporting unit. For purposes of determining the fair value of our OnSite Generation reporting unit, the
Corporation uses the discounted cash flow methodology. Under the income approach, management
estimates the discounted future cash flows for ten years and a terminal value for the reporting unit. The
future cash flows are based on management’s best estimates considering historical and expected operating
plans, economic conditions, and general outlook for the industry and markets in which the reporting unit
operates. The discount rate used by the Corporation is based on an optimal debt to equity ratio and
considers the risk free rate, market equity risk premium, size premium and operational risk premium for
possible variations from management’s projections. The terminal value is the value attributed to the
reporting unit’s operations beyond the projected period of ten years using a perpetuity growth rate based on
industry, revenue and operating income trends and growth prospects.
The Corporation’s assumptions are affected by current market conditions, which may affect expected
revenue. In addition, while the Corporation continues to implement cost savings initiatives, operating costs
may increase more significantly than expected. The Corporation also has significant competition in markets
in which it operates, which may impact its revenues and operating costs. The Corporation has made certain
assumptions for the discount and terminal growth rates to reflect possible variations in the cash flows;
however, the risk premiums expected by market participants related to uncertainties about the industry,
specific reporting units or specific intangible assets may differ or change quickly depending on economic
conditions and other events. Accordingly, it is reasonably possible that future changes in assumptions may
negatively impact future valuations of goodwill and the Corporation would be required to recognize an
impairment loss. As at December 31, 2010, the Corporation’s estimate of fair value for the OnSite
Generation reporting unit exceeded its respective carrying value by approximately 30%.
Identifiable intangible assets
The Corporation’s intangible assets include computer software with finite useful lives. These assets are
capitalized and amortized on a declining balance basis in the Consolidated Statement of Operations over
the period of their expected useful lives of three years. The Corporation reviews the amortization methods
and useful life estimates for these intangible assets annually.
The Corporation reviews the carrying amount of intangible assets with finite lives when events or
circumstances indicate the carrying amount may not be recoverable. This evaluation is based on
projections of future undiscounted net cash flows. The total of these projected net cash flows is referred to
as the net recoverable amount. If the net recoverable amount is less than the carrying value, the asset is
written down to fair value.
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Revenue Recognition
Revenues from the sale of equipment are recognized when there is persuasive evidence of an
arrangement, goods have been delivered, the amount is fixed or determinable, and collection is reasonably
assured. When customer acceptance clauses are considered to be substantive, recognition of revenue is
deferred until customer acceptance is received. If delivery has not occurred, the Corporation will recognize
revenue provided all other criteria are met and the risks of ownership have passed to the customer, the
customer has a fixed commitment to purchase the goods, the customer requests that the delivery not occur
until a later date, there is a fixed schedule for delivery of the goods, the Corporation has not retained any
specific performance obligations such that the earnings process is not complete, the ordered goods have
been segregated from the Corporation’s inventory and not subject to being used to fill other orders and the
product is complete and ready for shipment.
Revenues from long-term contracts are determined under the percentage-of-completion method whereby
revenues are recognized on a pro-rata basis in relation to contract costs incurred. Costs and estimated
profit on contracts-in-progress in excess of amounts billed are reflected as unbilled revenue. Losses, if any,
are recognized immediately.
Revenues relating to engineering and testing services are recognized as services are rendered. Cash
received in advance of revenue being recognized on contracts is classified as unearned revenue.
The Corporation also enters into transactions that represent multiple element arrangements, which may
include any combination of equipment and service. These multiple element arrangements are assessed to
determine whether they can be separated into more than one unit of accounting or element for the purpose
of revenue recognition. When the appropriate criteria for separating revenue into more than one unit of
accounting is met and there is objective evidence of the fair value for all units of accounting or elements in
an arrangement, the arrangement consideration is allocated to the separate units of accounting or elements
based on each unit’s relative fair value. This objective evidence of fair value is established through prices
charged for each revenue element when that element is sold separately. For the periods presented, the
Corporation has had fair value for each of the elements in its revenue arrangements. The revenue
recognition policies described above are then applied to each unit of accounting.
Product Warranties
The Corporation typically provides a warranty for parts and/or labour for up to one year or based on certain
operating specifications such as hours of operation. Warranty cost provisions are based on management’s
best estimates of such costs, taking into account the specific arrangements of the transaction and past
history.
Research and Product Development Costs
Research costs are expensed as incurred. Product development costs (which typically include applying for
patents and licences) are expensed as incurred until the Corporation can demonstrate each of the following
criteria: (i) the technical feasibility of completing the intangible asset so that it will be available for use or
sale; (ii) its intention to complete the intangible asset and use or sell it; (iii) its ability to use or sell the
intangible asset; (iv) how the intangible asset will generate probable future economic benefits; (v) the
availability of adequate technical, financial and other resources to complete the development and to use or
sell the intangible asset; and (vi) its ability to measure reliably the expenditure attributable to the intangible
asset during its development. To date, no product development costs have been capitalized.
Funding for research and product development includes government and non-government research and
product development support. Research and product development support is recognized as the applicable
costs are incurred unless it is for reimbursement of an asset, in which case it is accounted for as a reduction
in the cost of the applicable asset. The appropriate portion of the estimated total of government assistance
to be received is accrued in the consolidated financial statements provided there is reasonable assurance
that the enterprise has complied and will continue to comply with all the conditions of the government grant.
Where government grants include terms of repayment, the Corporation accrues a liability in the period in
which conditions arise that will cause government assistance to be repayable, without prior period
adjustment.
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Stock-based Compensation
The Corporation has stock-based compensation plans, which are described in Note 12. The Corporation
estimates the fair value of stock-based compensation to employees and directors and expenses the fair
value over the estimated vesting period of the stock options with the offset being recorded in contributed
surplus. Any consideration paid by employees or directors on the exercise of stock options or purchase of
stock is credited to share capital together with any previously recognized compensation expense. If shares
or stock options are repurchased from employees or directors, the excess of the consideration paid over
the carrying amount of the shares or vested stock options cancelled is charged to deficit, unless a portion of
the consideration represents payments over the fair value of the share or stock option, in which case that
portion is recognized in compensation expense. Forfeitures of stock-based compensation awards are
accounted for in the period in which the forfeiture occurs.
Deferred Share Units
The intrinsic value of the Corporation’s deferred share units is charged to selling, general and
administrative expenses using the graded vesting method. Since the deferred share units will be settled in
cash, the intrinsic value of the vested share units is revalued each quarter until the settlement date. The
Corporation has set up a liability in the consolidated balance sheets, included within accounts payable and
accrued liabilities, for the total intrinsic value of the vested deferred share units. Forfeitures of deferred
share units are accounted for in the period in which the forfeiture occurs.
Restricted Share Units
The intrinsic value of the Corporation’s restricted share units is charged to selling, general and
administrative expenses using the graded vesting method. Since the restricted share units will be settled in
cash, the intrinsic value of the vested share units is revalued each quarter until the settlement date. The
Corporation has set up a liability in the consolidated balance sheets, included within accounts payable and
accrued liabilities, for the total intrinsic value of the vested restricted share units. Forfeitures of restricted
share units are accounted for in the period in which the forfeiture occurs.
Income Taxes
Income taxes are recorded using the liability method. Future income tax amounts arise due to temporary
differences between the accounting and income tax basis of the Corporation’s assets and liabilities and the
unused tax losses of the Corporation. Future income tax assets and liabilities are measured using
substantively enacted income tax rates in effect for the year in which those temporary differences are
expected to be recovered or settled. The effect on future income tax assets and liabilities of a change in
income tax rates and laws is recognized in the period that includes the date of substantive enactment.
Future income tax assets are recognized to the extent that realization of such benefits is considered to be
more likely than not.
Foreign Currency Translation
Monetary assets and liabilities denominated in currencies other than the functional currency are translated
at the rate of exchange in effect at the end of the period. Non-monetary assets and liabilities are translated
at historical rates of exchange. Revenue and expense items denominated in currencies other than the
functional currency are translated into the functional currency at the average rate of exchange for the
period, except for amortization, which is translated at historical rates. Resultant gains and losses are
included in the results of operations.
Assets and liabilities of the Corporation’s Belgian subsidiary are considered to be self-sustaining and are
translated into US dollars at the period-end exchange rates, and the results of its operations are translated
at the average rate of exchange for the period. The resulting translation adjustments are accumulated in a
separate component of shareholders’ equity.
The operations of the Corporation’s other subsidiaries are considered integrated with those of the
Corporation and, accordingly, their accounts are translated into US dollars using the temporal method.
Under this method, monetary assets and liabilities are translated using the period-end exchange rate, and
non-monetary items are translated using historical rates of exchange. Revenues and expenses of these
subsidiaries are translated at the average exchange rate for the period, except for amortization, which is
translated at historical rates of exchange. Resultant gains and losses are included in the results of
operations.
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Net Loss Per Share
Basic net loss per share is calculated based on the weighted average number of common shares
outstanding for the year. Diluted net loss per share is calculated using the daily weighted average number
of common shares that would have been outstanding during the year had all potential common shares been
issued at the beginning of the year or when the underlying options or warrants were granted, if later unless
they were anti-dilutive. The treasury stock method is used to determine the incremental number of shares
that would have been outstanding had the Corporation used proceeds from the exercise of options and
warrants to acquire common shares.
Financial Instruments
All financial instruments are measured at fair value on initial recognition. After initial recognition, financial
instruments are measured at their fair values, except for loans and receivables and other financial liabilities,
which are measured at amortized cost. The Corporation has classified cash and cash equivalents and
restricted cash and accounts receivable as loans and receivables, and they approximate fair value.
Financial liabilities included within accounts payable and accrued liabilities are classified as other financial
liabilities and approximate fair value.
Note 3.

New Accounting Standards

The Corporation will cease to prepare its consolidated financial statements in accordance with Canadian
GAAP (and reconcile its financial statements to US GAAP) as set out in Part V of the CICA Handbook Accounting ("Canadian GAAP") for the periods beginning on January 1, 2011 when it will start to apply
International Financial Reporting Standards as published by the International Accounting Standards
Board. Consequently, future accounting changes to Canadian GAAP and US GAAP are not discussed in
these consolidated financial statements as they will never be applied by the Corporation.
Note 4.

Risk Management Arising From Financial Instruments

Under Canadian GAAP, financial instruments are classified into one of the following categories:
held-for-trading; held-to-maturity; available-for-sale; loans and receivables; and other financial liabilities.
The following table summarizes information regarding the carrying value of the Corporation’s financial
instruments:

Loans and receivables (i)
Other financial liabilities (ii)

2010

2009

$ 15,164
6,549

$ 15,177
10,414

(i)

Includes cash and cash equivalents and restricted cash, accounts receivable and grants
receivable

(ii)

Includes financial liabilities included within accounts payable and accrued liabilities

Liquidity
The Corporation has sustained losses and negative cash flows from operations since its inception. At
December 31, 2010, the Corporation had $7,881 (2009 - $9,159) of cash and cash equivalents. Liquidity
risk is the risk the Corporation will encounter difficulty in meeting its financial obligations associated with
financial liabilities that are settled by delivering cash or another financial asset. The Corporation is exposed
to significant liquidity risk as it continues to have net cash outflows to support its operations.The
Corporation’s approach to managing liquidity risk is to ensure it will have sufficient liquidity to meet
liabilities when due. The Corporation achieves this by maintaining sufficient cash and cash equivalents
and short-term investments. The Corporation monitors its financial position on a monthly basis and
updates its expected use of cash resources based on the latest available data. Substantially all of the
Corporation’s financial liabilities are classified as current liabilities as settlement is expected within one
year. There are uncertainties related to the timing and use of the Corporation’s cash resources. Note 1.,
Description of Business and Going Concern, discloses the risks surrounding the timing and the use of the
Corporation’s cash resources.
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Credit risk
Credit risk arises from the potential that a counterparty will fail to perform its obligations. The Corporation is
exposed to credit risk from customers. At December 31, 2010, the Corporation’s two largest customers
accounted for 21% (9% at December 31, 2009) and 13% (7% at December 31, 2009) of accounts
receivable, respectively. In order to minimize the risk of loss for trade receivables, the Corporation’s
extension of credit to customers involves a review and approval by senior management as well as
progress payments as contracts are executed and in some cases irrevocable letters of credit. The majority
of the Corporation’s sales are invoiced with payment terms between 30 and 60 days. The Corporation’s
objective is to minimize its exposure to credit risk from customers in order to prevent losses on financial
assets by performing regular monitoring of overdue balances and to provide an allowance for potentially
uncollectible accounts receivable.
The Corporation’s trade receivables have a carrying value of $5,017 as at December 31, 2010 ($2,919 as
at December 31, 2009), representing the maximum exposure to credit risk of those financial assets,
exclusive of the allowance for doubtful accounts. Normal credit terms for amounts due from customers call
for payment within 30 to 60 days. An insignificant amount of these receivables were past due as at
December 31, 2010. The Corporation’s exposure to credit risk for trade receivables by geographic area as
at December 31 was as follows:
Europe
United States
Asia
Rest of world

The activity of the allowance for doubtful accounts for the period is as follows:

2010

2009

54%
11
7
28

51%
13
8
28

100%

100%

2010

2009

Allowance for doubtful accounts – beginning of year
Bad debt expense
Write off of bad debts

$

288
38
(215)

$ 228
283
(223)

Allowance for doubtful accounts – end of year

$

111

$ 288

The Corporation believes the credit quality is high for the accounts receivable, which are neither past due
nor impaired based on prior experience of collections of accounts within 0 - 30 days of billing.
The Corporation may also have credit risk relating to cash and cash equivalents and restricted cash, which
it manages by dealing with large chartered Belgian, Canadian and German banks. The Corporation’s
objective is to minimize its exposure to credit risk in order to prevent losses on financial assets by placing
its investments in lower risk bank acceptances of these chartered banks. The Corporation’s cash and cash
equivalents and restricted cash carrying value is $8,989 at December 31, 2010 ($11,002 at December 31,
2009), representing the maximum exposure to credit risk of these financial assets. Approximately 55%
(52% - December 31, 2009) of the Corporation’s cash and restricted cash at December 31, 2010 was held
by four financial institutions. The Corporation’s exposure to credit risk relating to cash and cash
equivalents and short-term investments, segmented by geographic area as at December 31, was as
follows:
Canada
Belgium
Germany
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Foreign currency risk
Foreign currency risk arises because of fluctuations in exchange rates. The Corporation conducts a
significant portion of its business activities in currencies other than the functional currency of the parent
company (US$) and the functional currency of its self-sustaining subsidiary (euro). This primarily includes
Canadian dollar transactions at the parent company and US dollar transactions at the Corporation’s
self-sustaining subsidiary. The Corporation’s objective in managing its foreign currency risk is to minimize
its net exposure to foreign currency cash flows by converting foreign denominated financial assets into the
applicable functional currency of the subsidiary to the extent practical to match the obligations of its
financial liabilities. Financial assets and financial liabilities denominated in foreign currencies will be
affected by changes in the exchange rate between the functional currency and these foreign currencies.
This primarily includes cash and cash equivalents, accounts receivable and accounts payable and accrued
liabilities, which are denominated in foreign currencies. The Corporation recognized foreign exchange
gains in the year ended December 31, 2010 of $109 compared to $40 in the year ended December 31,
2009.
If a shift in the Canadian dollar relative to the US dollar of 10% were to occur, the exchange gain or loss on
the net financial assets could be plus or minus $71 (December 31, 2009 - $601) due to exchange rate
fluctuations and this amount would be recorded in the Consolidated Statements of Operations.
Interest rate risk
Interest rate risk arises because of the fluctuation in market interest rates. The Corporation’s objective in
managing interest rate risk is to maximize the return on its cash and cash equivalents and restricted cash.
The Corporation is subject to interest rate risk on its cash and cash equivalents; however, the Corporation
does not have any long-term debt and hence is not subject to interest rate risk from borrowings. If a shift in
interest rates of 10% were to occur, the impact on cash and cash equivalents and restricted cash and the
related net loss for the period could be plus or minus $9.
Fair value
The carrying value of cash and cash equivalents, restricted cash, accounts receivable, and accounts
payable and accrued liabilities approximate their fair value given their short-term nature.
Management of capital
The Corporation’s objective in managing capital is to ensure sufficient liquidity to pursue its growth
strategy, fund research and product development, undertake selective acquisitions, while at the same time
taking a conservative approach toward financial leverage and management of financial risk.
The Corporation’s capital is composed of share capital, contributed surplus, accumulated deficit and
foreign currency translation adjustments included within accumulated other comprehensive income (loss).
The total capital as at December 31, 2010 is $17,626 (December 31, 2009 - $17,480). The Corporation’s
primary uses of capital are to finance operations, increases in non-cash working capital and capital
expenditures. The Corporation currently funds these requirements from existing cash resources and cash
raised through share issuances and the APIF Transaction (Note 2). The Corporation’s objectives when
managing capital are to ensure the Corporation will continue to have enough liquidity so it can provide its
products and services to its customers and returns to its shareholders.
The Corporation monitors its capital on the basis of the adequacy of its cash resources to fund its business
plan. In order to maximize the capacity to finance the Corporation’s ongoing growth, the Corporation does
not currently pay a dividend to holders of its common shares.
Note 5.

Business Streamlining Initiatives

On January 5 and December 10, 2009, the Corporation reduced its headcount and implemented additional
cost saving measures in order to maximize the Corporation’s cash resources and streamline operations.
During the year ended December 31, 2009, the Corporation recorded charges of $582 and $409, for
severance and related expenses, which are included in selling, general and administrative expenses.
These amounts were charged to the Corporation’s business segments for the year ended December 31,
2009 as follows: Corporate - $146; OnSite Generation - $99; and Power Systems - $746.
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A summary of the movements in the liability are as follows:
January 5
2009

December 31, 2008
Expense for the period
Cash payments

$

December 31, 2009
Cash payments

582
(582)

$

-

December 31, 2010
Note 6.

December 10
2009

$

-

$

Accounts Receivable

$

$

-

5,017

$

$

Inventories

5,603

1,054
$

2010
$

Raw materials

2,702

Finished goods
$

3,685

2009
$

3,700

Work-in-progress

2,919
(288)

697
$

2009

(111)

Allowance for doubtful accounts

991
(615)
376
(376)

2010

Goods and services tax and other receivables

Note 7.

409
(33)
376
(376)

Trade accounts receivable
Less:

Total

3,239
5,336

1,974

3,171

8,376

$ 11,746

During the year ended December 31, 2010, the Corporation recorded provisions of $513 (2009 - $349)
and reversed previously accrued provisions totalling $656 (2009 - $nil). The reversal of previously accrued
provisions is attributed to utilizing sub assemblies, which were previously reserved for potential quality
issues and subsequently found to be within acceptable quality standards. During the year, approximately
$11,644 of inventory was expensed in cost of revenues (2009 and 2008 - $13,630 and $29,851,
respectively).
Note 8. Property, Plant and Equipment
As at December 31, 2010, the net book value of property, plant and equipment is as follows:
Accumulated
amortization

Net book
value

4,750
4,637
911
612
521

$

4,611
3,339
750
343
517

$

139
1,298
161
269
4

$ 11,431

$

9,560

$

1,871

Cost
Test equipment
Furniture and equipment
Computer hardware
Leasehold improvements
Automobiles
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As at December 31, 2009, the net book value of property, plant and equipment is as follows:
Cost
Test equipment
Furniture and equipment
Computer hardware and software
Leasehold improvements
Automobiles
Assets held-for-sale

$

5,179
4,537
910
1,097
564
855

$

13,142

Net book
value

Accumulated
amortization
$

$

4,724
2,897
677
906
554
495

$

455
1,640
233
191
10
360

10,253

$

2,889

Test equipment under construction, as at December 31, 2010, not yet subject to amortization, amounted to
$39 (2009 - $55).
During 2009, the Corporation recorded a write down of $317 of certain property, plant and equipment which
were classified as held-for-sale. At December 31, 2009, these held-for-sale assets were recorded at fair
value, less their estimated costs to sell.
Note

9.

Intangible assets

As at December 31, 2010, the carrying value of intangible assets is as follows:
Cost
$

Software

1,741

Accumulated
amortization
$

Net book
value
$

1,541

200

As at December 31, 2009, the carrying value of intangible assets was as follows:
Cost
Software
Note 10.

$

1,731

Accumulated
amortization
$

Net book
value
$

1,451

280

Accounts Payable and Accrued Liabilities
2010

Trade accounts payable

$

2,155

2009
$

3,296

Warranty liability accruals

2,350

3,185

Severance and related compensation payments

2,094

2,298

Accrued payroll costs

1,392

1,694

Facility accruals

397

1,560

Supplier accruals

769

1,503

Accrued professional fees

497

590

-

384

Excise tax payable

442

Other
$

10,096

272
$

14,782

Included within severance and related compensation payments is a post-retirement benefit obligation of
$1,262 (2009 - $1,184). The liability, which is unfunded and payable in Canadian dollars, is a defined
benefit plan to be paid to a beneficiary. The key assumptions used in this valuation are annual payments
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(CA $100), the expected life of the beneficiaries (approximately 11.5 years) and the discount rate (4%).
The amount expensed in 2010 is $110 (2009 - $134). Actuarial gains and losses as a result of changes in
these assumptions are recognized into income in the period of the change. During 2010, the
post-retirement benefit obligation was reduced by the amount of annual cash payments ($96) and was
increased by annual interest accretion ($105) and foreign exchange movements during the year ($69).
Information regarding the changes in the Corporation’s aggregate product warranty liabilities is as follows
for the years ended December 31:
2010
Balance, December 31, 2009 and 2008
Accruals for warranties during the year
Settlements made during the year
Reversal of warranty accruals during the year
Balance, December 31, 2010 and 2009
Note 11.

$

3,185

2009
$

3,717

1,580

1,585

(1,872)

(1,146)

(543)

(971)

2,350

3,185

Share Capital

On February 8, 2010, the Corporation announced it would implement a share consolidation of its issued
and outstanding common shares in order to comply with the Minimum Bid Price Rule of the Nasdaq Global
Market. The consolidation was effective as of March 12, 2010 and was implemented with a ratio of one
post-consolidation share for every 25 pre-consolidation shares. The Corporation has amended the
disclosures in the consolidated financial statements to reflect the share consolidation as if it had occurred
on December 31, 2008.
On January 14, 2010, the Corporation issued units in a registered direct offering (the “Offering”) with two
institutional investors, resulting in gross proceeds of $5,000 before placement agent's fees and other
offering expenses of $400. The terms of the Offering were set out in a securities purchase agreement (the
“Purchase Agreement”) dated as of January 11, 2010 between the Corporation, Alpha Capital Anstalt
(“Alpha”) and Iroquois Master Fund Ltd. (“Iroquois”). Under the terms of the Offering, the Corporation sold
12,500,000 units for $0.40 per unit (500,000 and $10.00, respectively, on a post-consolidated basis). The
units consisted of 12,500,000 shares (500,000 on a post-consolidated basis) of the Corporation and
warrants for the purchase of one common share for each common share purchased; 5,983,886 (239,356
on a post-consolidated basis) of these warrants (the “Series A warrants”) are exercisable at any time until
January 14, 2015, at an exercise price of $0.52 per common share ($13.00 on a post-consolidated basis).
The remaining 6,516,114 warrants (260,646 on a post-consolidated basis) (the “Series B warrants”) are
exercisable for a period of five years beginning July 15, 2010, at an exercise price of $0.52 per common
share ($13.00 on a post-consolidated basis). Under the terms of the Offering, each of Alpha and Iroquois
paid $2,500 for 6,250,000 common shares, 2,992,200 Series A warrants and 3,250,075 Series B warrants
(250,000 common shares, 119,688 Series A warrants and 130,323 Series B warrants on a postconsolidated basis) of the Corporation. The exercise price of the Series A and B warrants is reduced if the
Corporation completes a share offering whereby the price per common share of such an offering is lower
than $13.00 per common share (post-consolidation). As a result of the investment by CommScope on
August 9, 2010, the exercise price of the Series A and B warrants issued to each of Alpha and Iroquois
was reduced to $3.68 per common share.
The warrants can be settled in cash at the option of the holder in the case of certain defined transactions
(“Fundamental Transactions”) such as a change in control of the Corporation. The cash settlement amount
is determined based on the Black-Scholes value on the date of the Fundamental Transactions. The
Corporation has included the warrants within share capital because, as at the date of the Offering, it was
not probable that a Fundamental Transaction would occur. The fair value of the common shares and the
warrants have therefore been calculated on a relative fair value basis.
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The warrants have been valued using the following assumptions:
Corporation’s share price at the date of the registered direct offering
Exercise price
Risk-free interest rate (%)
Expected volatility (%)
Expected life (in years)
Expected dividends

$9.50
$13.00
3.63%
66%
5 and 5.5 years
Nil

On May 21, 2010, the Corporation issued 100,000 common shares on a private placement basis in the
Unites States to each of Alpha and Iroquois in settlement of the previously disclosed litigation and dispute
(Note 16) regarding the Corporation's share consolidation, which was announced on February 8, 2010.
The value of the shares issued was $763. This transaction was recorded as non-cash charge to litigation
settlements.
On August 9, 2010, the Corporation entered into a strategic alliance with CommScope, a global leader in
infrastructure solutions for communications networks that calls for the development and distribution of
specialized fuel cell power systems and includes an equity investment in the Corporation. Pursuant to the
terms of the Agreement, the Corporation will use the proceeds to develop next-generation power modules
for telecom related backup power applications to be incorporated by CommScope in its products sold to
customers worldwide.
Under the Agreement, CommScope has agreed to purchase from the Corporation up to a maximum of
2,186,906 common shares on a private placement basis in four tranches for a maximum aggregate
purchase price of $8,500. The first tranche, which closed on August 12, 2010, consisted of 879,393
common shares for an aggregate purchase price of $3,237 ($3.68 per share). The second tranche, which
closed on September 29, 2010, consisted of 207,268 common shares for an aggregate purchase price of
$763 ($3.68 per share). The Corporation incurred issuance costs of $234 in connection with the issuance
of the first and second tranches. As a result of this transaction, CommScope, now owns 1,086,661
common shares representing 19.8% of the outstanding common shares of the Corporation.
The third and fourth tranches are subject to the satisfaction by the Corporation of certain agreed upon
product development milestones with respect to Hydrogenics' Power Systems business. The Agreement
provides, among other things, that CommScope will have certain participation rights, in future financings,
and, subject to the maintenance of certain ownership requirements, will have the right to have one
non-voting observer on the Board of Directors of Hydrogenics. Hydrogenics and CommScope have also
entered into an intellectual property licence agreement on the closing of the first tranche, wherein the
Corporation has granted to CommScope a licence to certain intellectual property resulting from the
transaction, which will only be exercisable by CommScope upon the occurrence of specified triggering
events (such as if the Corporation were to become insolvent or exits the fuel cell business).
Note 12.

Employee stock-based compensation

Stock Option Plan
During 2000, the Corporation adopted an employee stock option plan. As at December 31, 2010, the
number of common shares that may be issued under the stock option plan was 480,000. As at December
31, 2010, 131,534 common shares had been issued through the exercise of stock options under this plan.
Of the remaining 348,466 available common shares, 286,545 have been granted as stock options that were
outstanding at December 31, 2010. All options are for a term of ten years from the date of grant and vest
over four years unless otherwise determined by the Board of Directors.
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A summary of the Corporation’s employee stock option plan activity is as follows:
2010
Weighted
average
exercise
Number of
price
(CA$)
shares

2009

Number of
shares

Weighted
average
exercise
price
(CA$)

2008
Weighted
average
exercise
Number of
price
(CA$)
shares

Outstanding, beginning of
year
Granted
Exercised
Forfeited
Expired

243,503
73,332
(28,242)
(2,048)

65.00
4.91
46.82
90.50

245,191
77,144
(5,760)
(71,148)
(1,924)

91.00
13.25
7.25
97.75
268.50

277,292
52,000
(25,599)
(54,994)
(3,508)

101.25
14.50
5.00
104.25
184.00

Outstanding, end of year

286,545

51.55

243,503

65.00

245,191

91.00

Options exercisable,
end of year

165,600

82.57

131,824

106.50

173,350

124.00

The following table summarizes information about the Corporation’s share options outstanding as at
December 31, 2010:

Exercise price
CA$

Number
outstanding at
December 31,
2010

Weighted
average
remaining
contractual life

Weighted
average
exercise
price CA$

Number
exercisable at
December 31,
2010
-

Weighted
average
exercise
price
CA$

4.91 - 9.08

66,132

9.26

4.91

-

9.09 - 13.88

70,420

8.24

13.25

30,821

13.25

13.89 - 21.88

42,828

7.20

14.50

29,475

14.50

21.89 - 101.13

51,314

5.97

42.86

49,453

43.37

101.14 - 300.00

55,851

1.46

191.46

55,851

191.46

286,545

6.59

51.55

165,600

82.57

Stock options granted to employees during 2010 and 2009 are valued using the Black-Scholes option
pricing model with the following assumptions: risk-free interest rate - 2.58% (2009 - 2.93%), average
expected life of four years (2009 - four years), expected volatility 83% (2009 - 66%) and no dividends. The
fair value of the stock options granted during 2010 was $218 (2009 - $424) (weighted average fair value
$2.97 per share) (2009 - $5.50) per share and the related expense recognized in the consolidated
statements of operations for the year ended December 31, 2010 was $279 (2009 - $413; 2008 - $694).
In January 2011, in light of the desire to make a greater amount of stock options available for nonexecutive officers and in regard to the current level of stock options available for granting, the
Corporation’s named executive officers voluntarily surrendered all 159,276 stock options held by them. As
of March 28, 2011, there were 127,269 stock options outstanding with a weighted average exercise price
of CA$81.67.
Deferred Share Unit Plan
The Corporation has a deferred share unit plan (“DSU Plan”) for directors. Pursuant to the DSU Plan,
non-employee directors are entitled to receive all or any portion of their annual cash retainer and meeting
fees in the form of deferred share units (“DSUs”) instead of cash. In addition, the Board of Directors may, at
its discretion, make annual awards to non-employees of DSUs as or in lieu of non-cash compensation. As a
2010 Consolidated Financial Statements

Page 70

Hydrogenics Corporation
result of the implementation of the DSU Plan, directors are not eligible to receive additional awards of stock
options. A DSU is a unit, equivalent in value to a common share of the Corporation, credited by means of a
bookkeeping entry in the books of the Corporation, to an account in the name of the non-employee director.
Each DSU entitles the participant to receive a cash payment or common shares, at the option of the holder,
upon termination of directorship in an amount calculated with reference to the trading price of a
Hydrogenics common share on the Toronto Stock Exchange on the date of termination. Compensation cost
for DSUs granted under the DSU Plan is recorded as an expense with a corresponding increase in accrued
liabilities and is measured at intrinsic value. Changes in intrinsic value between the grant date and the
measurement date result in a change in the measure of compensation cost.
During the year ended December 31, 2010, 51,193 (2009 - 17,883) DSUs were issued with immediate
vesting on the date of issuance. In 2010, 5,646 DSUs were exercised (2009 - 5,517). As at December 31,
2010, 87,918 (2009 - 42,371) DSUs were outstanding under the DSU Plan. The Corporation recognized
a compensation expense of ($7) for the year ended December 31, 2010 (2009 - ($216); 2008 - ($170))
related to the DSUs.
Restricted Share Unit Plan
In 2008, the Board of Directors authorized a restricted share unit (“RSU Plan”) for senior executives.
Pursuant to the RSU Plan, senior executives may be granted a portion of their long-term incentive plan in
the form of restricted share units (“RSUs”) instead of stock options. A RSU is a unit, equivalent in value to
a common share of the Corporation, credited by means of a bookkeeping entry in the books of the
Corporation, to an account in the name of the senior executive. Each RSU entitles the participant to
receive a cash payment no later than December 31 of the third calendar year following the year in respect
of which the RSUs were granted. Compensation cost for RSUs granted under the RSU Plan is recorded as
an expense with a corresponding increase in accrued liabilities and is measured at intrinsic value.
Changes in intrinsic value between the grant date and the measurement date result in a change in the
measure of compensation cost.
During the year ended December 31, 2010, 179,033 (2009 - 36,820) RSUs were awarded with vesting over
a three-year period. As at December 31, 2010, 267,353 (2009 - 88,320) RSUs were outstanding under
the RSU Plan. As a result, the Corporation recognized a compensation expense of $21 for the year ended
December 31, 2010 (2009 - $190; 2008 - $113).
Note 13.

Research and Product Development

Research and product development expenses are recorded net of third party program funding received or
receivable. For 2010, 2009 and 2008, research and product development expenses and program funding,
which have been received or are receivable, are as follows:
2009

2010

2008

Research and product development expenses
Research and product development funding

$

4,309
(864)

$

6,625
(1,406)

$

8,716
(1,420)

Total research and product development expenses

$

3,445

$

5,219

$

7,296
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Note 14.

Commitments

The Corporation incurred rental expenses of $1,386 under operating leases in 2010 (2009 – $1,755; 2008 $1,856). The Corporation has future minimum lease payments under operating leases relating to premises
and office equipment as follows:

$

2011

810

2012

784

2013

706

2014

198

2015

37

Thereafter

$

2,535

The Corporation has entered into repayable contribution and other research and development
arrangements with various Canadian governmental ministries and public sector enterprises. Under these
arrangements, the Corporation is eligible to receive up to $13,456 (2009 - $12,664; 2008 - $10,927) toward
agreed upon research and development project costs. The amount received or receivable as at December
31, 2010 was $13,456 (2009 - $12,664; 2008 - $10,927; 2007 - $13,430). The amounts are repayable
based on the future revenue of the Corporation. These arrangements will expire in stages ending on March
31, 2016 or when total amounts repaid reach the utilized amount of the advance, depending on the terms of
the individual contracts.
Note 15.

Contingencies and Government Assistance

As at December 31, 2010, the Corporation has outstanding standby letters of credit and letters of guarantee
issued by several financial institutions, which total $1,317 (2009 - $3,173) with expiry dates extending to
July 2012. The Corporation has restricted cash totalling $1,108 as partial security for these standby letters
of credit and letters of guarantee. These instruments relate primarily to obligations in connection with the
terms and conditions of the Corporation’s sales contracts. The standby letters of credit and letters of
guarantee may be drawn upon by the customer if the Corporation fails to perform its obligations under the
sales contracts and the Corporation would be liable to the financial institution for the amount of the standby
letter of credit or letter of guarantee in the event the instruments are drawn on.
In 1998, Stuart Energy, entered into an agreement (the “TPC Agreement”) with Technologies Partnerships
Canada (“TPC”), a program of the Ministry of Industry of the Canadian government to develop and
demonstrate Hydrogen Fleet Fuel Appliances. This agreement was amended in 2003 to expand the scope
of work and resulted in Stuart Energy receiving a total of CA$5,873 of funding from TPC. Pursuant to an
amendment to the TPC Agreement, Stuart Energy received an additional CA$1,410 of funding. Stuart
Energy undertook to repay future royalty payments until such time as CA$17,400(the “Repayable Loan
Amount”) was paid. The amended agreement requires Stuart Energy to commence making royalty
payments against the Repayable Loan Amount on the earlier of revenues of Stuart Energy reaching a
minimum of CA$90,000 or April 1, 2007. In accordance with the terms of the agreement, Stuart Energy is
required to commence payments to TPC at 0.53% of its annual gross business revenues for a period of 12
years or until the Repayable Loan Amount is fully repaid. To date, the Corporation has recognized $63,824
(2009 - $51,325) in revenues and recorded a repayable amount of $338 (2009 - $272).
In January 2011, the Corporation entered into an amended agreement with the Minister of Industry of
Canada (the “Minister”) whereby the Corporation agreed to pay $2,300 to the Minister. A total of $1,500
shall be paid to the Minister in quarterly installments commencing January, 2011 and continuing until
September, 2017. An additional payment of 3% of the net proceeds of all equity instrument financing
transactions completed by the Corporation on or before September 30, 2017 or the sum of $800,
whichever shall be the lesser amount shall be paid to the Minister. The amended agreement will result in a
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liability of up to a maximum of $2,300, a substantial portion of which will be recorded during the twelve
months ended December 31, 2011.
The Corporation has entered into indemnification agreements with its current and former directors and
officers to indemnify them, to the extent permitted by law, against any and all charges, costs, expenses,
amounts paid in settlement and damages incurred by the directors and officers as a result of any lawsuit or
any other judicial, administrative or investigative proceeding in which the directors and officers are sued as
a result of their service. These indemnification claims will be subject to any statutory or other legal limitation
period. The nature of the indemnification agreements prevents the Corporation from making a reasonable
estimate of the maximum potential amount it could be required to pay to counterparties. The Corporation
has purchased directors’ and officers’ liability insurance. No amount has been recorded in the consolidated
financial statements with respect to these indemnification agreements as the Corporation is not aware of
any claims.
In the normal course of operations, the Corporation may provide indemnification agreements, other than
those noted above, to counterparties that would require the Corporation to compensate them for costs
incurred as a result of changes in laws and regulations or as a result of litigation claims or statutory
sanctions that may be suffered by the counterparty as a consequence of the transaction. The terms of
these indemnification agreements will vary based on the contract. The nature of the indemnification
agreements prevents the Corporation from making a reasonable estimate of the maximum potential amount
it could be required to pay to counterparties. No amount has been recorded in the consolidated financial
statements with respect to these indemnification agreements as the Corporation is not aware of any claims.
Note 16.

Litigation Settlements

On April 22, 2010, the Corporation reached a settlement with American Power Conversion Corporation
("APC") regarding the Corporation’s previously announced litigation in connection with the Supply
Agreement entitled "Hydrogenics Corporation v. American Power Conversion Corporation, Civil Action
09-11947." Under terms of the settlement, APC paid the Corporation $1,200 and both parties have
terminated all pending claims with regard to this matter.
On January 14, 2010, the Corporation issued units in an offering to two institutional investors, Alpha and
Iroquois (Note 11). On February 23, 2010, Alpha filed suit against the Corporation and two of its officers
in the Supreme Court of the State of New York (County of New York) regarding the Corporation's share
consolidation, which was announced on February 8, 2010. In its complaint, Alpha alleged the
Corporation's share consolidation triggered a put right pursuant to the terms of the warrants and gave rise
to breach of contract, negligent misrepresentation and fraud claims. Alpha sought damages of at least
$2,000 plus interest, costs and fees with respect to the alleged put right and damages of at least $1,375
plus interest, costs and fees with respect to the alleged breach of contract, negligent misrepresentation
and fraud claims. The Corporation received a letter from Iroquois making similar allegations. The
Corporation settled these claims on May 21, 2010 by issuing 100,000 common shares to each of Alpha
and Iroquois on a private placement basis in the United States. Under the terms of each settlement
agreement, the Corporation filed with the Securities Exchange Commission a registration statement on
Form F-3 covering the resale of the 100,000 common shares issued to each of Alpha and Iroquois. The
value of the shares issued to settle this matter was $763.
Note 17.

Lines of Credit

As at December 31, 2010, the Corporation had operating lines of credit available for up to 3,500 euros, or
the US equivalent of $4,687 (2009 - 3,500 euros, or US equivalent $5,005).
Pursuant to the terms of a credit facility, Hydrogenics Europe NV (the “Borrower”), a wholly owned Belgian
based subsidiary, may borrow a maximum of 75% of the value of awarded sales contracts, approved by the
Belgian financial institution, to a maximum of 2,000 euros, along with a maximum of 1,500 euros for general
business purposes. The credit facility bears interest at a rate of EURIBOR plus 1.45% per annum and is
secured by a 1,000 euro first secured charge covering all assets of the Borrower. The credit facility may be
increased by an additional 1,500 euros in certain circumstances, and contains a negative pledge precluding
the Borrower from providing security over its assets. Additionally, the Borrower is required to maintain a
solvency covenant, defined as equity plus current account receivable or payable with its parent company
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divided by total liabilities, of not less than 25% and ensure that its intercompany account with the
Corporation does not fall below a certain level. As at December 31, 2010, the Corporation was in
compliance with these covenants.
The amount of the available line of credit as at December 31, 2010 is reduced by $609, the amount of the
outstanding standby letters of credit and letters of guarantee, if any, issued from time to time by the Belgian
financial institution. As at December 31, 2010, the Corporation did not have any availability under this line of
credit as the Corporation did not submit any sales contracts for approval.
As at December 31, 2010 and 2009, the Corporation had no indebtedness on these lines of credit.
Note 18. Related Party Transactions
In the normal course of operations, the Corporation subcontracts certain manufacturing functions to a
corporation owned by a relative of one of the principal shareholders of the Corporation. Billings by this
related corporation for material totalled $172 in 2010 (2009 - $92; 2008 - $220). At December 31, 2010,
the Corporation has an accounts payable balance due to this related party of $4 (2009 - $6; 2008 - $34).
As a result of CommScope’s recent investments in the Corporation, CommScope became a related party
following the closing of the second tranche of the investment. Billings to this related corporation for product
totalled $55 in 2010 (2009 - $240; 2008 - $168). Billings from this related corporation for materials totalled
$nil in 2010 (2009 - $72; 2008 -$nil). At December 31, 2010, the Corporation has an account receivable
balance due from this related party of $46 (2009 - $(46)).
All related party transactions have been recorded at the exchange amount, which is the consideration paid
or received as established and agreed to by the related parties.
Note 19.

Income Taxes

The breakdown of income tax expense for each of the years is as follows:
2010
$

Current income taxes

3 $

Proceeds received from APIF Transaction

$

Income tax (recovery) expense

2009

2008

93

$

116

(10,464)
3

-

$ (10,371)

$

116

The Corporation’s computation of income tax expense is as follows:
Loss before income taxes

$

2010

2009

2008

(8,554)

$ (19,746)

$ (14,203)

Statutory income tax rate

30.99%

Income tax recovery at statutory rate

(2,651)

33.00%
(6,516)

Non-deductible expenses

92

143

Other permanent differences

(43)

-

-

Expiry of non-capital losses
Effect of income tax and rate changes on future income taxes

294

Effect of foreign currency rate changes on future income taxes

1,107

Currency effect of difference in US dollar financial reporting
compared with CA dollar income tax reporting

1,204

Change in valuation allowance related to the current year

-

Other

-

Proceeds received from the APIF Transaction
Income tax expense
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$

3

33.50%
(4,758)
185
1,018

2,019

7,438

-

(1,111)

(13,116)

21,119

(600)

1,340

18,163

(25,231)

-

116
-

(10,464)
$ (10,371)

$

116
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As at December 31, 2010, the Corporation has available income tax loss carryforwards of $52,406 that may
be used to reduce taxable income in future years, in certain jurisdictions, expiring as follows:
2029
2030
No expiry

$

145
5,340
43,656
$

Components of the Corporation’s net future income tax asset are:

49,141

2010

Assets
Non-capital losses

$

16,214

2009
$

15,453

Property, plant and equipment and intellectual property

562

123

Provisions

315

545

Share issue costs

232

1

(17,323)

Valuation allowance
Net future income tax asset

$

-

(16,122)
$

-

As outlined in Note 2., during the year ended December 31, 2009, the Company received proceeds of
$10,464 from APIF in exchange for the benefit of certain tax attributes retained by APIF. APIF retained the
benefit to non-capital losses, scientific research and experimental development expenses, the tax attributes
of property, plant and equipment and intellectual property and investment tax credits with a carrying value
of approximately $177,000 at October 27, 2009.
The Corporation has recorded a valuation allowance to reflect uncertainties associated with the realization
of all future income tax assets. The movement in the valuation allowance during 2009 consists of an
increase as a result of current year results of $18,163 and a reduction in the valuation allowance as a result
of the APIF Transaction (Note 2.) of $95,132 reflecting the disposal of tax attributes.
Note 20.

Net Loss Per Share

On February 8, 2010, the Corporation announced it would implement a share consolidation of its issued
and outstanding common shares in order to comply with the Minimum Bid Price Rule of the Nasdaq. The
consolidation was effective as of March 12, 2010 and was implemented with a ratio of one
post-consolidation share for every 25 pre-consolidation shares. The consolidation reduced the number of
shares outstanding from approximately 105,049,666 to approximately 4,201,987. The Corporation has
amended the disclosures in the consolidated financial statements to reflect the share consolidation as if it
had occurred on December 31, 2008.
Net loss per share is calculated using the weighted average number of common shares outstanding for the
year of 4,689,504 shares in 2010 (2009 - 3,697,740; 2008 - 3,683,226). No effect has been given to the
potential exercise of any stock options and any warrants in the calculation of diluted net loss per share as
the effect would be anti-dilutive.
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Note 21.

Consolidated Statements of Cash Flows

Components of the net change in non-cash working capital are as follows:
2010

2009

2008

Decrease (increase) in current assets
$

Accounts receivable

(1,960)

$

754

(193)

Grants receivable

$

7,335

(69)

320

3,370

(1,645)

2,558

462

(174)

(89)

(4,477)

(2,259)

(1,050)

(795)

(239)

(4,257)

(3,632) $

4,817

Inventories
Prepaid expenses and other current assets
Increase (decrease) in current liabilities
Accounts payable and accrued liabilities
Unearned revenue
$
Note 22.

(3,593)

$

Segmented Financial Information

The Corporation’s reportable segments include: (i) OnSite Generation; (ii) Power Systems; and (iii) Test
Systems. Where applicable, corporate and other activities are reported separately as Corporate and Other.
OnSite Generation includes the design, development, manufacture, and sale of hydrogen generation
products. Power Systems includes the design, development, manufacture, and sale of fuel cell products.
Test Systems, which is in the process of being wound up, included the manufacturing and sale of fuel cell
test products and diagnostic testing services.
Financial information by reportable segment for the years ended December 31, 2010, 2009 and 2008 is as
follows:
Year ended December 31, 2010
Test Corporate
OnSite
Power
Generation Systems Systems and Other
Total
Revenue from external customers

$

15,921 $
-

Amortization of property, plant and equipment

5,009 $
-

-

$

-

-

$ 20,930

690

690

96

96

Amortization of intangible assets
Interest income

-

-

-

37

37

Interest expense

-

-

-

(2)

(2)

Income tax

-

-

-

3

3

131

(3,921)

Segment income (loss) (i)

(60)

(4,707)

(8,557)

Year ended December 31, 2009

Revenue from external customers
Amortization of property, plant and equipment

OnSite
Power
Generation Systems

Test
Systems

$

$

12,303 $

6,538

-

-

-

Amortization of intangible assets

Corporate
and Other
$

-

Total
$ 18,841

864

864

120

120

Interest income

-

-

-

180

180

Interest expense

-

-

-

(11)

(11)

Income tax recovery

-

-

-

(1,758)

(6,972)

(307)

Segment income (loss) (i)
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Year ended December 31, 2008
Test Corporate
OnSite
Power
Generation Systems Systems and Other
Revenue from external customers

$

31,207 $

5,643 $

2,490

$

-

Total
$ 39,340

Amortization of intangible assets

-

-

-

249

249

Amortization of property, plant and equipment

-

-

-

855

855

Interest income

-

-

-

940

940

Interest expense

-

-

-

(17)

(17)

Income tax expense

-

-

-

116

116

2,106

(9,757)

(469)

Segment income (loss) (i)

(6,199) (14,319)

(i) Segment income (loss) includes revenues less cost of revenues, directly attributable selling,
general and administrative costs, research and product development costs net of associated
grants, amortization of property, plant and equipment and intangible assets, other expenses (or
income) and income taxes. Amortization of property, plant and equipment is not allocated to the
segments as a significant portion of the Corporation’s assets are common across the segments.
The accounting policies for inter-segment transactions are the same as those described in Note 2.
Goodwill relating to the Corporation’s OnSite Generation segment as at December 31, 2010 was $5,100
(2009 - $5,446). OnSite Generation primarily consists of the Corporation’s self-sustaining subsidiary
located in Belgium with a functional currency of the euro. The goodwill balance changed as a result of
currency fluctuations between the US dollar and euro. There is no goodwill relating to Power Systems or
Test Systems. The Corporation currently does not allocate its remaining assets among reportable
segments.
A significant portion of the Corporation’s goodwill is common across the locations. Therefore, management
does not classify goodwill on a location basis.
Revenues and cost of revenues derived from products and services are as follows:
2010

Revenues
Products

$

Services
$

16,768

2009
$

14,736

2008
$

38,693

4,162

4,105

647

20,930

18,841

39,340

2010

2009

2008

Cost of revenues
Products

$

$

2,324

Services
$

2010 Consolidated Financial Statements

13,180
15,504

13,219

$

1,894
$

15,113

31,090
356

$

31,446
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Revenues are segmented by geographic location, as follows:
2010

2009

2,876

$ 2,227

India

2,818

1,361

85

United States

2,814

2,561

8,428

Saudi Arabia

2,256

11

1,790

Colombia

2,219

-

-

Russia

1,757

793

12,927

Canada

1,380

2,320

534

France

1,173

1,678

1,144

Turkey

439

1,857

77

Spain

374

791

1,815

China

337

127

1,351

Sweden

287

210

1,600

Romania

173

74

83

United Arab Emirates

152

187

20

United Kingdom

145

178

1,076

Belgium

119

43

2,020

Slovenia

70

-

3

Austria

36

1,147

-

Argentina

29

-

8

Korea

14

-

1,271

Brazil

5

1

712

Poland

4

34

639

Japan

1

24

492

1,452

3,217

2,610

$ 20,930

$ 18,841

$ 39,340

Germany

Rest of world
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The Corporation’s largest customers comprise the following percentages of revenues:

First
Second
Third
Fourth
Others

2010
%
11
11
11
7
60

2009
%
9
7
6
5
73

2008
%
18
7
5
5
65

100

100

100

Property, plant and equipment are located in the following countries:
2010
$

Canada

2009

730

$

1,141

Belgium
$

1,356
1,813

1,871

$

3,169

A significant portion of the Corporation’s production and testing equipment, and facilities are common
across the segments. Therefore, management does not classify asset information on a segmented basis.
Note 23. Differences Between Canadian and United States Accounting Principles
The Corporation’s consolidated financial statements have been prepared in accordance with Canadian
GAAP, which differs in certain respects from those principles the Corporation would have followed had its
consolidated financial statements been prepared in accordance with US GAAP.
A reconciliation of Net loss for the year from Canadian GAAP to conform with US GAAP is as follows:
2010
Net loss for the year based on Canadian GAAP

$

(8,557)

(9,375)

$

(14,319)
88

-

$

(6,846)

$

$

(1.46)

$

4,689,504

2008

151

1,689

Change in valuation of warrants (ii)

Basic and fully diluted comprehensive net loss per share
based on US GAAP
Weighted average number of shares used in calculating
comprehensive net loss per share

$

22

Stock-based compensation (i)
Net loss for the year based on US GAAP

2009

-

(9,224)

(2.49)

$

(14,231)

$

(3.86)

3,697,740

3,683,226

A reconciliation of Shareholder’s equity for the year from Canadian GAAP to conform with US GAAP is as
follows:
2010
Shareholders’ equity based on Canadian GAAP

$

(1,252)

Change in valuation of warrants for US GAAP (ii)
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$

261

Stock-based compensation (i)
Shareholders’ equity based on US GAAP

17,626

2009

$

16,635

$

17,480

2008
$

25,483

239

88

-

-

17,719

$

25,571
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The condensed statements of operations and cash flows for the years ended December 31, under US
GAAP, are as follows:
2010
2009
2008
Revenues

$

20,930

$

18,841

$

39,340

Cost of revenues

15,504

15,113

31,446

Operating expenses

14,437

23,364

23,334

Loss from operations

(9,011)

(19,636)

(15,440)

Net loss for the year

(6,846)

(9,224)

(14,231)

(10,111)

(11,085)

(6,758)

Cash used in operating activities
Cash provided by (used in) investing activities

467

(1,465)

13,017

Cash provided by (used in) financing activities

8,366

108

(118)

(i) Under US GAAP, stock-based compensation cost is based on the estimated number of instruments
expected to vest, which are then re-estimated at reporting dates to the extent that subsequent
information indicates the actual number of instruments expected to vest is likely to differ from
previous estimates. Under Canadian GAAP, forfeitures of stock-based compensation awards,
DSUs and RSUs can be accounted for in the period in which the forfeiture occurs.
(ii) As disclosed in Note 11., on January 14, 2010 the Corporation issued 500,002 warrants in
conjunction with the Offering. The warrants can be settled in cash at the option of the holder in the
case of certain defined transactions (Fundamental Transactions) such as a change in control of the
Corporation. The cash settlement amount is determined based on the Black-Scholes value on the
date of the Fundamental Transactions. For Canadian GAAP, the Corporation has included the
warrants within share capital because, as at the date of the Offering, it was not probable that a
Fundamental Transaction would occur. Under US GAAP, the Corporation is required to classify
these warrants as a liability at issuance because of the cash settlement features associated with
the warrants. The Corporation has measured these warrants at fair value at the time of issuance as
$2,941 and at December 31, 2010 as $1,252. The fair value was determined using a binomial
pricing model that relies on observable inputs such as the market price of the Corporation’s
underlying common shares, the term to maturity, risk-free interest rate, and volatility. The change in
fair value during the period of $1,689 is included within net loss for US GAAP.
A reconciliation of additional disclosures to conform with US GAAP is as follows:
Consolidated Statements of Cash Flows
The Consolidated Statements of Cash Flows have been prepared in accordance with International
Accounting Standard 7, “Cash flow statements.” As a result, a reconciliation to US GAAP is not required.
Revenue
Sales taxes collected are excluded from revenue.
Stock-based compensation
The Corporation adopted the provisions of ASC 718 “Compensation - Stock Compensation” for US GAAP
effective January 1, 2006. No income tax benefit is recorded in the consolidated statements of operations
for these costs.
The total intrinsic value of options exercised during the years ended December 31, 2010, 2009 and 2008
was approximately $nil, $27, and $5, respectively. As of December 31, 2010, there was approximately
$215 (2009 - $323) of unrecognized compensation cost related to stock option awards that is expected to
be recognized as expense over a weighted average period of 1.6 years (2009 - 2.8 years). The total fair
value of stock options that vested during the years ended December 31, 2010, 2009 and 2008, was
approximately $407, $495, and $1,329, respectively.
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The total intrinsic value of options outstanding as at December 31, 2010 was $nil (2009 - $nil). The total
intrinsic value of options exercisable as at December 31, 2010 was $nil (2009 - $nil). The total number of
options fully vested as at December 31, 2010 and expected to vest beyond December 31, 2010 was
280,955 (2009 - 238,287). The total intrinsic value of these options was $nil at December 31, 2010 (2009 $nil) with a weighted average contractual term of 7.4 years (2009 - 6.5 years) and a weighted average
exercise price of CA$52.75 (2009 - CA$66.07). The weighted average contractual term of the options
exercisable is 6.6 years (2009 - 4.8 years).
The Corporation’s estimate of an expected option term is based on the exercise behaviour of its
employees. The estimated stock price volatility was derived based on the Corporation’s actual historical
stock prices over the past four years, which represents the Corporation’s best estimate of expected
volatility. The risk free interest rate for periods within the contractual life of the award is based on the
interest rates of government bonds with similar contractual lives.
Income taxes
The components of loss before income taxes for the years ended December 31, 2010, 2009, and 2008 are
as follows:
Loss before income taxes:
2010
Canada

$

$

(1,464)

Foreign
Total

(7,090)

2009

$

(8,554)

(15,231)

2008
$

(4,364)
$

(19,595)

(14,471)
268

$

(14,203)

The significant components of the income tax benefit for the years ended December 31, 2010, 2009, and
2008 are as follows:
Current taxes
Canadian

2010
$

3

Proceeds from APIF Transaction (note 2)

-

Foreign

$

Future income taxes:
Canadian

3

2009
$

-

$

$

-

(10,371)

116
$

2009
$

-

116

2008
$

$

-

76

-

Foreign

2008
$

(10,464)

2010
$

17

-

$

-

The Corporation does not have any uncertain tax filing positions. As a result, the Corporation has included
all of its tax benefits in its disclosure of future income tax assets. There are no significant changes to this
assessment of uncertain tax filing positions anticipated within the next 12 months.
The Corporation recognizes accrued interest and penalties related to unrecognized tax benefits as a
component of income tax expense. During the year ended December 31, 2010, the Corporation
recognized $nil in interest and penalties (2009 - $nil; 2008 - $nil). The Corporation had $nil of interest and
penalties accrued at December 31, 2010 (2009 - $nil; 2008 - $nil).
The Corporation files income tax returns in the Canadian federal jurisdiction and various provincial and
foreign jurisdictions. In the normal course of business, the Corporation is subject to examination by taxing
authorities. Open tax years in Canada range from 2005 to 2010. Open tax years in foreign jurisdictions
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range from 2006 to 2009. However, upon examination in subsequent years, if net operating loss carry
forwards and tax credit carry forwards are utilized, the Canadian and foreign jurisdictions can reduce net
operating loss carry forwards and tax credit carry forwards utilized in the year being examined if they do
not agree with the carry forward amount. As of December 31, 2010, the Corporation was not under audit in
either Canada or a non-Canadian taxing jurisdiction.
Note 24. Subsequent events
In January 2011, the Corporation’s named executive officers voluntarily surrendered all stock options held
by them as described in Note 12.
In January 2011, the Corporation entered into an amended agreement with the Minister as described in
Note 15.
Note 25. Comparative Information
Certain of the 2009 comparative figures have been reclassified to conform to the classification adopted in
the current year.
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Board of Directors
Doulas Alexander, Chairman
Member of Audit and Human Resources and Corporate Governance Committees
Michael Cardiff, Director
Chairman of Human Resources and Corporate Governance Committee and member of Audit Committee
Joseph Cargnelli, Director
Henry Gnacke, Director
Norman Seagram, Director
Chairman of Audit Committee and member of Human Resources and Corporate Governance Committee
Daryl Wilson, Director

Shareholder Information
Whistle-blower Hotline
As part of our whistle-blower policy, this hotline allows team members and others to anonymously
and confidentially raise accounting, internal controls and ethical inquiries or complaints.
E-delivery of Shareholder Documents
The benefits of electronic delivery (e-delivery) include access to important company documents in a
convenient, timely and environmentally friendly manner that also reduces printing and mailing costs.
Hydrogenics has engaged CIBC Mellon to allow shareholders to receive the annual report and annual
mailing materials through e-delivery.
Registered shareholders
• For registered shareholders who hold their shares directly, you will receive a financial enrolment card
by regular mail with your annual meeting mailing. You will need to complete and submit the enrolment
card via mail to get set up.
Beneficial shareholders
• For shareholders who hold their shares with an investment dealer of financial institution, you will
receive a financial enrolment card by regular mail with your annual meeting mailing. On the form will
be a URL and four digit company code number and an "A" that follows the 4 digit code that solicits
both annual & interim material.
Corporate Office
220 Admiral Boulevard
Mississauga, Ontario
Canada L5T 2N6
Phone: 905.361.3660
Fax: 905.361.3626
www.hydrooenics.com

Auditors
PricewaterhouseCoopers LLP
Suite 3000, Box 82
Royal Trust Tower, TD Center
Toronto, Ontario
Canada M5K 1G8

Transfer Agent
CIBC Melon Trust Company
320 Bay Street, Box 1 Toronto,
Ontario
Canada M5H 4A6
Stock Exchange Listing NASDAQ
Global Market Symbol: HYGS
Toronto Stock Exchange Symbol:
HYG

The Annual and Special Meeting of Shareholders will be held on June 3rd, 2011 at 10:00 a.m. at
Hydrogenics Corporation, 220 Admiral Boulevard, Mississauga, Ontario, Canada.
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