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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One)
XI QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended June 30, 2010
Or

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission file number: 0-20028

VALENCE TECHNOLOGY, INC.

(Exact name of registrant as specified in its @rart

Delaware 77-0214673
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organization) Identification No.)
12303 Technology Blvd., Suite 950, Austin, Texas 78727
(Address of principal executive offices) (Zip Code)

(512) 527-2900
(Registrant’s telephone number, including area rode

(Former name, former address and former fiscal, yeelhanged since last report)

Indicate by check mark whether the registranth@s filed all reports required to be filed by Seweti3 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wemjuired to file such reports), and
(2) has been subject to such filing requirementsHe past 90 days. Yes 0O No

Indicate by check mark whether the registrant ldsnstted electronically and posted on its corpo¥atb site, if any, every
Interactive Data File required to be submitted pasted pursuant to Rule 405 of Regulation S-T (8&Bof this chapter) during the
preceding 12 months (or for such shorter periotittiregistrant was required to submit and post $iles). Yes [ No O

Indicate by check mark whether the registrantle&rge accelerated filer, an accelerated filer, aaccelerated filer, or a smaller
reporting company. See definitions of “accelerdiied”, “large accelerated filer” and “smaller repimg company” in Rule 12b-2 of the
Exchange Act.

Large Accelerated Fildd Accelerated Filer
Non-Accelerated Filerd Smaller Reporting Compaild
(Do not check if a smaller reporting company)



Indicate by check mark whether the registrant&hall Company (as defined in Rule 12b-2 of the Exge Act).d Yes
No

APPLICABLE ONLY TO CORPORATE ISSUERS:
Indicate the number of shares outstanding of e&tfedssuer’s classes of common stock, as ofdtest practicable date.

The number of shares of common stock, par val#ddf01 per share, outstanding at July 31, 2010188s142,525.
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PART | — FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS (UNAUDITED)

Valence Technology, Inc.
Condensed Consolidated Balance Sheets
(in thousands, except share amounts)
(Unaudited)

ASSETS
Current assets:
Cash and cash equivalents
Restricted cash
Trade receivables, net of allowance of $62 and fkhectively
Inventory, net
Prepaid and other current assets
Total current assets

Property, plant and equipment, net
Total assets

LIABILITIES, PREFERRED STOCK AND STOCKHOLDERS' DEEIT
Current liabilities:

Accounts payable

Accrued expenses

Short-term debt, net of debt discount

Deferred revenue

Total current liabilities

Long-term interest payable to stockholder
Long-term debt to stockholder, net of debt discount
Other long-term liabilities

Commitments and contingencies

Preferred Stock:

Redeemable convertible preferred stock, $0.00vgiae, 10,000,000 shares authorized, 861
issued and outstanding as of June 30, 20dMe&arch 31, 2010, liquidation value $8,610

Stockholdersdeficit:

Common stock, $0.001 par value, 200,000,000 shargmrized, 134,945,669 shares issued ai

133,142,525 shares outstanding as of Jun2@3®, and 131,972,224 shares issued and
130,169,080 shares outstanding as of Marc2@&10

Additional paid-in-capital

Treasury shares, 1,803,144 at cost

Accumulated deficit

Accumulated other comprehensive loss

Total stockholders’ deficit

Total liabilities, preferred stock, and stockhoklateficit

June 30, March 31,
2010 2010
(unaudited)

$ 2526 $ 3,172
1,07C —

4,651 2,91¢

7,88t 5,597

1,88¢ 1,557

18,02: 13,24¢

4,727 4,931

$ 22,75C $ 18,17¢
$ 505t $ 1,81t
6,24¢ 4,56€

19,89t 19,85¢

213 87

31,41z 26,321

28,12¢ 27,38:

34,85¢ 34,84¢

124 129

8,61C 8,61C

135 132

513,32 509,90¢
(5,164) (5,164)
(585,499 (580,84%)
(3,173%) (3,147)
(80,377) (79,115)

$ 22,75C $ 18,17¢

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Condensed Consolidated Statements of Operations aftbmprehensive Loss

Revenue:
Battery and system sales
Licensing and royalty revenue

Total revenues
Cost of sales
Gross margin

Operating expenses:
Research and product development
Marketing
General and administrative

Total operating expenses
Operating loss

Foreign exchange gain
Interest and other income

Interest and other expense

Net loss

Dividends on preferred stock

Valence Technology, Inc.

(in thousands)
(Unaudited )

Net loss available to common stockholders, basicdiluted

Other comprehensive loss:
Net loss

Change in foreign currency translation adjustments

Comprehensive loss

Net loss per share available to common stockhaldasic and diluted

Shares used in computing net loss per share alat@lsommon stockholders, basic and dilute

Three Months Ended

June 30,
2010 2009
$ 5537 $ 4,63C
35 87
5,572 4,717
4,647 3,91C
925 807
915 1,22C
575 722
2,964 3,827
4,454 5,76¢
(3,529) (4,962)
67 57
2 16
(1,157) (1,265)
$ 4,611 $ (6,154)
(43) (43)
$ (4,659 $ (6,197)
$ (4,611 $ (6,154)
(25) 48
$ (4,63€) $ (6,10€)
$ (0.04) $ (0.05)
132,40¢ 123,66(

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Valence Technology, Inc.
Condensed Consolidated Statements of Cash Flows
(in thousands)

(Unaudited )
Three Months Ended
June 30,
2010 2009
Cash flows from operating activities:
Net loss $ (4,611 $ (6,154)
Adjustments to reconcile net loss to cash usegérating activities:
Depreciation and amortization 287 365
Bad debt expense, net of recoveries 27 (18)
Accretion of debt discount and other 788 887
Share-based compensation 219 812
Increase in restricted cash (1,070 —
Reserve for obsolete inventory 100 120
Changes in operating assets and liabilities:
Trade receivables (1,913 (257)
Inventory (2,355) (749)
Prepaid and other current assets (214) 844
Accounts payable 3,232 (680)
Accrued expenses and long-term interest 1,602 (814)
Deferred revenue 126 42
Net cash used in operating activities (3,781) (5,602)
Cash flows from investing activities:
Purchases of property, plant and equipment (58) (34)
Net cash used in investing activities (58) (34)
Cash flows from financing activities:
Proceeds from issuance of common stock and warnaet®f issuance costs 3,19¢ 3,27¢
Net cash provided by financing activities 3,19¢ 3,27¢
Effect of foreign exchange rates on cash and casivaents (3) 6
Decrease in cash and cash equivalents (644) (2,352
Cash and cash equivalents, beginning of period 3,172 4,00¢
Cash and cash equivalents, end of period $ 252t % 1,657
Supplemental information:
Taxes paic - -
Interest paid $ 345 $ 345

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Valence Technology, Inc.
Notes to Condensed Consolidated Financial Statement
June 30, 2010
(Unaudited)

1. INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS:

These interim condensed consolidated financiaéstahts are unaudited but reflect, in the opiniomahagement, all normal
recurring adjustments necessary to present fdigyfinancial position of Valence Technology, Inedats subsidiaries (“Valence” or the
“Company”) as of June 30, 2010, its consolidatexilts of operations for the quarters ended Jun2@D) and June 30, 2009 and the
consolidated cash flows for the thremnth periods ended June 30, 2010 and June 30, B@@&use all the disclosures required by accog
principles generally accepted in the U.S. are nduided, these interim condensed consolidated dinhstatements should be read in
conjunction with the audited financial statememtd aotes thereto in the Company’s Annual Repof@m 10-K as of and for the fiscal year
ended March 31, 2010 (fiscal 2010). The resultgHerthree-month period ended June 30, 2010 areeuassarily indicative of the results to
be expected for the entire fiscal year ended MadgH2011 (fiscal 2011). The year-end condensedatioiased balance sheet data as of March
31, 2010 was derived from audited financial stat@siebut does not include all disclosures requingdccounting principles generally
accepted in the U.S.

2. BUSINESS AND BUSINESS STRATEGY:

The Company was founded in 1989 and has commeaibthe industry’s first lithium phosphate techiggiowe develop,
manufacture and sell dynamic energy systems uiijinuur proprietary phosphate-based lithium-ion tnedbgy. Our mission is to promote the
wide adoption of high-performance, safe, long cyitée environmentally friendly, low-cost energysige systems. To accomplish our
mission and address the significant market oppdytuve believe is available to us, we utilize themerous benefits of our latest energy
storage technology, worldwide intellectual propgrtytfolio and extensive experience of our manageneam. We are an international lee
in the development of lithium iron magnesium phagphdynamic energy storage systems. We have neddithium battery technology and
performance by marketing the industry’s first saédiable and rechargeable lithium iron magnesilrogphate battery for diverse
applications, with special emphasis on motive, megrindustrial and stationary markets.

In November 2009 we introduced a Revision 2 of d«€harge® Lithium Phosphate Energy Storage Systems, whichrhec
commercially available in the first quarter of 200r U-Chargé® systems feature our safe, long-life lithium phogphachnology which
utilizes a phosphate-based cathode material. Weuesthat the improved features and functionalftthe latest U-Charg®lithium phosphat:
energy storage systems are well suited for eleegticle (“EV”), plug-in hybrid electric vehicle PHEV”) and similar applications. @harge
®lithium phosphate energy storage systems addressafbty and limited life weaknesses of otherdithitechnologies while offering a
solution that is competitive in cost and performarithis Revision 2 of our U-Char@esystem builds upon these features and adds
improvements in state of charge monitoring, cetliaalancing, battery monitoring and diagnosticsl eertain field repairability.

In addition to the U-Charg&family of products, we offer the materials, celfglasystems, developed over 20 years, to addresge
number of custom energy storage needs.

Our business plan and strategy focuses on the af@oreof revenue from product sales, while minimggcosts through partnerships
with contract manufacturers and internal manuféetuefforts through our two wholly-owned subsidésrin China. These subsidiaries
initiated operations in late fiscal 2005. We expeaievelop target markets through the sales ofidr@® systems and dynamic energy
storage systems based on programmable Commandantbld_ogic. In addition, we expect to pursuecelising strategy to supply the
lithium phosphate sector with advanced Valence rizt@nd components, including lithium phosphaténcde materials to fulfill other
manufacturers’ needs.

The Company has the following wholly-owned subsié& Valence Technology (Nevada), Inc., Valencehhelogy Cayman
Islands Inc., Valence Technology N.V., Valence Tetbgy International, Inc., Valence Technology B.Valence Technology (Suzhou) C
Ltd., and Valence Energy-Tech (Suzhou) Co., Ltd.

Going Concern

The accompanying consolidated financial statemieate been prepared assuming that the Companyamilintie as a going
concern, which contemplates the realization oftassmed satisfaction of liabilities in the normalicee of business. The Company has incurred



operating losses each year since its inceptio®8® land had an accumulated deficit of $585.5 omilis of June 30, 2010. For the three-
month periods ended June 30, 2010 and June 30, #@#&ompany sustained net losses available tormonstockholders of $4.7 and $6.2
million, respectively. These factors, among othedicate that the Company may be unable to coatagia going concern for a reasonable
period of time. The Company'’s ability to continwusaagoing concern is contingent upon its abilitynteet its liquidity requirements. If the
Company is unable to arrange for debt or equitsrfaing on favorable terms or at all, the Compaabidity to continue as a going concern is
uncertain. These financial statements do not difeeto any adjustments to the amounts and claasibns of assets and liabilities which
might be necessary should the Company be unalslentinue as a going concern.
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Liquidity and Capital Resources

At June 30, 2010, the Company'’s principal sourddgoidity were cash and cash equivalents of $2illion, and restricted cash of
$1.1 million. The Company does not expect thatdish, cash equivalents, and restricted cash evsiufficient to fund its operating and
capital needs for the next twelve months followdume 30, 2010, nor does the Company anticipaprauct sales during fiscal year 2011
will be sufficient to cover its operating expenddistorically, the Company has relied upon managsteeability to periodically arrange for
additional equity or debt financing to meet the @amy’s liquidity requirements.

On July 23, 2010 Berg & Berg Enterprises, LLC (“8& Berg”) loaned $2,500,000 to the Company. In connectioh thié loan, th
Company executed a promissory note in favor of BeRprg. The promissory note is payable on Novenitier2010 and bears interest at a
rate of 3.5% per annum. On July 27, 2010, the CaryipaBoard of Directors authorized the Companyeguest and enter into loans from
Berg & Berg, Carl Berg, or their affiliates in amaunt of up to $10.0 million (inclusive of the J@8, 2010 loan), as, if and when needed
from time to time. The managing member of Berg érdis Carl E. Berg, who is the Chairman of the @any’s Board of Directors and the
principal stockholder of the Company.

Unless the Company’s product sales are greatemt@ragement currently forecasts or there are otharges to the Company’s
business plan, the Company will need to arrangadaditional financing within the next three to sionths to fund operating and capital
needs. This financing could take the form of deteguity. Given the Company'’s historical operatiagults and the amount of existing debt,
as well as the other factors, the Company may aattite to arrange for debt or equity financing fritind parties on favorable terms or at all.

The Company’s cash requirements may vary mateffiadin those now planned because of changes in dhep@ny’s operations
including the failure to achieve expected revengesater than expected expenses, changes in OBNbredhips, market conditions, the
failure to timely realize the Company’s product elepment goals, and other adverse developmentseTdents could have a negative effect
on the Company’s available liquidity sources dutiimg next 12 months.

3. SUMMARY OF SIGNIFICANT ACCOUNTING PO LICIES:
Revenue Recognition

The Company generates revenues from sales of proihatuding batteries and battery systems, ana ficensing fees and royalties
per technology license agreements. Product satereaognized when all of the following criteria anet: persuasive evidence of an
arrangement exists, delivery has occurred, selfgite to the buyer is fixed and determinable, esitection is reasonably assured. Product
shipments that are not recognized as revenue dtivengeriod shipped, primarily product shipmenteetellers that are subject to right of
return, or shipments where transfer of title aisét of loss does not occur until after a customsrdezepted the product, are recorded as
deferred revenue and reflected as a liability onb@lance sheet. Products shipped with the rightstarn or with shipping terms requiring
customer acceptance of the product are includédished goods inventory as we retain title to piheducts. For reseller shipments where
revenue recognition is deferred, the Company recordenue and relieves inventory based upon tle#leesupplied reporting of sales to th
end customers or their inventory reporting. Fopstents where the transfer of title and risk of ldses not occur until the customer has
accepted the product, the Company relies upon garty shipper notifications and notices of accegeafrom the customer to recognize
revenue. For all shipments, the Company estimatesian rate percentage based upon historical equar. From time to time the Company
provides sales incentives in the form of rebatestloer price adjustments; these are generally decbas reductions to revenue on the latter of
the date the related revenue is recognized oedirtie the rebate or sales incentive is offeredeih$ing fees are recognized as revenue upon
completion of an executed agreement and delivetigefised information, if there are no significasmaining vendor obligations and
collection of the related receivable is reasonaisiyured. Royalty revenues are recognized uporskeerevenue reporting and when collec
is reasonably assured.

Reclassifications
Certain prior year balances have been reclasgifiednform with current year presentation.
Use of Estimates
The preparation of financial statements in confoymiith accounting principles generally acceptethia U.S. requires management

to make estimates and assumptions that affeceff@ted amounts of assets and liabilities and is&asure of contingent assets and
liabilities at the date of the financial statemeaswell as the revenues and expenses for thedpdine Company has made significant



estimates in determining the amount of inventoserees and inventory overhead absorption as disdussNote 5, Inventory, warranty
liabilities as discussed in Note 11, Commitmenis$ @ontingencies, and share-based compensatios@ssded in Note 13, Share-based
Compensation. Actual results could differ fromga@stimates.
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Recent Accounting Pronouncements

On June 12, 2009, the FASB issued ASC No. 810, @ifagion, Amendments to FASB Interpretation No. 46(R) , which significantly
changes the consolidation model for variable irsteeatities. ASC No. 810 requires companies toitpiadely assess the determination of the
primary beneficiary of a variable interest entitylE”) based on whether the entity (1) has the powedirect matters that most significantly
affect the activities of the VIE, and (2) has thdigation to absorb losses or the right to recéierefits of the VIE that could potentially be
significant to the VIE. The standard shall be dffexas of the beginning of each reporting entifirst annual reporting period that begins
after November 15, 2009, for interim periods witthat first annual reporting period, and for inteind annual reporting periods thereafter.
Earlier application is prohibited. The Company aedpASC No. 810 on April 1, 2010, and its adopiiithnot have a material effect on its
consolidated financial statements.

Net Loss per Share Available to Common Stockholders
Net loss per share is computed by dividing thdas available to common stockholders by the weigjlaiverage shares of common
stock outstanding during the period. The dilutiffe& of the options and warrants to purchase comstock are excluded from the

computation of diluted net loss per share, sineg tffect is antidilutive. The antidilutive insments excluded from the diluted net loss per
share computation for the three-month periods edded 30, 2010 and June 30, 2009 were as follows:

Three Months Ended June 30,

2010 2009
Shares reserved for conversion of Series C-1 aridsSg-2
preferred stock 3,628,63: 3,628,63:
Common stock options reserved 8,186,85¢ 6,983,00¢
Warrants to purchase common stock 115,00( —
Total 11,930,491 10,611,64.

The number of shares listed above as reservedfarecsion of Series C-1 and Series C-2 preferrecksdo not include shares
related to accrued dividends that are convertibteeelection of the Company, subject to certamitations. At June 30, 2010, up to
approximately $0.8 million in accrued dividends wbhbe convertible into up to 1,136,206 shares ofitmn stock based on the closing sales
price of $0.72 per share on June 30, 2010.

4. RESTRICTED CASH:

Restricted cash consisted of the following (in themuds) at:

March 31,
June 30, 2010 2010
Restricted cash 1,07C —
Total restricted cash $ 1,07C $ —

On June 8, 2010, the Company established a Idttzedit with Silicon Valley Bank in the amount $1.1 million, for the purpose of
purchasing inventory materials from a certain sigopA condition of this letter of credit is thdtet Company must maintain an encumbered
bank account for the full amount of the letter m#dit. This letter of credit will be used to pagtGompany’s supplier as they deliver materials
to the Company’s China facility.

5. INVENTORY:

Inventory consisted of the following (in thousands)

March 31,
June 30, 2010 2010
Raw materials $ 4,13 $ 2,63¢
Work in process 3,04t 1,142

Finished goods 704 1,81t




Total inventory $ 7,885 % 5,597
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Included in inventory at June 30, 2010 and March2®B1L0 were valuation allowances of $1.8 milliod &1.7 million, respectively,
to reduce their carrying values to the lower oft@yanarket. Management has valued overhead alisonatiated to work in process based on
estimates of completion at June 30, 2010.

6. PREPAID AND OTHER CURRENT ASSETS:

Prepaid and other current assets consisted obtleeving (in thousands) at:

March 31,
June 30, 2010 2010
Other receivables $ 456 $ 372
Deposits 363 362
Prepaid insurance 32 75
Other prepaids 1,03¢ 748
Total prepaids and other current assets $ 1,88 $ 1,557

7. PROPERTY, PLANT AND EQUIPMENT:

Property, plant and equipment, net of accumulaggtetiation and impairment charges, consistedeofdtiowing (in thousands) at:

March 31,
June 30, 2010 2010

Leasehold improvements $ 1,12z $ 1,117
Machinery and equipment 7,365 7,332
Office and computer equipment 2,292 2,22C
Construction in progress — 29

Property, plant and equipment, gross 10,77¢ 10,69¢
Less: accumulated depreciation (5,18¢) (4,907)
Less: accumulated impairment charges (864) (860)
Total cost, net of depreciation $ 4727 $ 4,931

Depreciation expense was $0.3 million and $0.4dioniffor the three months ended June 30, 20102808, respectively.

8. ACCRUED EXPENSES:

Accrued expenses consisted of the following (iruamds) at:

June 30,

2010 2010
Accrued compensation $ 793 $ 587
Value added taxes payable 79 —
Professional services 626 606
Warranty reserve 766 641
Other accrued expenses 3,98t 2,732
Total accrued expenses $ 6,24¢ $ 4,56€

9. DEBT:
Short-term debt, net of discount, consisted offtlewing (in thousands) at:
March 31,
June 30, 2010 2010

Short term debt $ 20,000 $ 20,000



Less: unaccreted debt discount (105) (147)
Short-term debt, net of debt discount $ 19,895 $ 19,853
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On July 13, 2005, the Company secured a $20.0amilban (the “2005 Loan”) from SFT I, Inc., thelfalount of which has been
drawn down. The 2005 Loan is guaranteed by CalBleeg, Chairman of the Board. Interest is due maritlalsed on a floating interest rate
equal to the greater of 6.75% or the sum of theQRBrate plus 4.0%. LIBOR was less than one per@edtine 30, 2010, and the interest
payable on the loan to a third party finance compaas 6.75% at June 30, 2010. As of June 30, 208005 Loan is payable within twelve
months of the balance sheet date, and has beaifieldss short term debt. As of June 30, 201Gamounts have been paid on the principal
balance of the 2005 Loan.

In connection with the 2005 Loan, SFT I, Inc. aret@®& Berg each received warrants to purchase 600s8ares of the Company’s
common stock at a price of $2.74 per share, thardoprice of the Company’s common stock on July?D®5. The fair value assigned to
these warrants, totaling approximately $2.0 millibas been recorded as a discount on the debt itlizbvaccreted as interest expense over
the life of the loan. The warrants were valued gigire Black-Scholes valuation method using therapsions of a life of 36 months, 96.45%
volatility, and a risk-free rate of 3.88%. On ARi4, 2008, Berg & Berg exercised its warrants bicpasing 600,000 shares of the Company’
common stock for an aggregate purchase price é6fréillion. In addition, SFT I, Inc. completed casts exercises of its warrants on June 4,
2008 and June 27, 2008 and received 230,767 comstook shares upon completion of the cashless eesrchAlso in connection with the
2005 Loan, the Company incurred a loan commitmeataid attorneys’ fees which, in addition to therest rate cap agreement, have been
recorded as a discount on the debt and will bestedras interest expense over the life of the [bha.rate cap agreement terminated on
August 10, 2008. Through June 30, 2010, a totappfoximately $2.3 million has been accreted antlided as interest expense. Interest
payments on the 2005 Loan are currently being paid monthly basis.

On March 30, 2010, the Company entered into an Almeamt No. 2 to Loan and Security Agreement and IGtban Documents (tt
“Amendment”) with iStar Tara LLC, a Delaware linit&ability company (“iStar”)and Carl E. Berg, the Chairman of our Board of Etives,
to amend the Loan and Security Agreement dated &y 13, 2005 (as amended to date, the “Oriduwan Agreement”) among the
Company, iStar and Mr. Berg. Pursuant to the teofitee Original Loan Agreement, iStar’s predecessanterest, SFT 1, Inc., extended a
$20.0 million loan to the Company (the “Loan”), whiis guaranteed by Mr. Berg and secured by ceofdiir. Berg's assets.

The Amendment extends the maturity date of the lfoam July 13, 2010 to February 13, 2011 (the “Nduaturity Date”). The
Company will continue to make monthly interest payts to iStar, as set forth in the Original Loarrédament; provided that, commencing
with the monthly interest payment beginning in J2040 and monthly thereafter, the Company shadl bégyin making principal payments
equal to $1.0 million per month, beginning in J&@P10. The remainder of the principal, $13.0 miliand any other outstanding obligations
under the Loan shall be payable in full on the Néaturity Date.

Additionally, in connection with the Amendment, tiempany issued to iStar a Warrant to Purchase Gom8tock of Valence
Technology, Inc. (the “Warrant”), pursuant to whi&tar may purchase up to 115,000 shares of thep@opis common stock, at an exercise
price of $1.00 per share on or before March 30320he warrants were valued using the Black-Schadéisation method using the
assumptions of a life of 36 months, 87.13% volgtiland a risk-free rate of 2.82%, and approxinya$él.1 million of additional unaccreted
debt discount was recorded in the fourth quartdisofl year 2010 against the Loan, as a resu#iseiing these warrants, and the additional
unaccreted debt discount will be amortized overémeaining life of the loan.

10. NOTES PAYABLE TO STOCKHOLDER:

Non-Convertible Notes Payable to Sockholder. In October 2001, the Company entered into a &gaerement (“2001 Loan”) with
Berg & Berg. Under the terms of the agreement, BeRgrg agreed to advance the Company funds 06 20.0 million between the date of
the agreement and September 30, 2003. Interesied®001 Loan accrues at 8.0% per annum, payabtetinoe to time. The maturity date of
the 1990 Loan has been extended multiple timest reosntly on October 13, 2009, at which time B&rBerg agreed to further extend the
maturity date for the loan principal and interestri September 30, 2010, to September 30, 2012ebitpayments are currently being
deferred, and are recorded as long term intergstijd@ to stockholder on the balance sheet.

In conjunction with the 2001 Loan, Berg & Berg rzeel a warrant to purchase 1,402,743 shares dftimepany’s common stock at
the price of $3.208 per share. These warrants eerecised on September 30, 2008 when Berg & Bergstdered a short term note payable
of $4.5 million to the Company as exercise consitien. The fair value assigned to these warraatalibg approximately $5.1 million, has
been reflected as additional consideration fordésat financing, recorded as a discount on the aedbtaccreted as interest expense over the
life of the loan. The warrants were valued usirg Btack-Scholes method using the assumptionsiéé afl47 months (extended to 84
months), 100% volatility, and a risk-free rate &%. Through June 30, 2010, a total of $5.0 millas been accreted and included as interes
expense. The amount charged to interest expendeautstanding balance of the loan for each ofjtrerters ended June 30, 2010 and June
30, 2009, is $0.4 million. Interest payments onltia are currently being deferred, and are recbaddong-term interest. The accrued



interest amounts for the 2001 Loan were $13.6 onilind $13.2 million as of June 30, 2010, and M&M;H2010, respectively.

In July 1998, the Company entered into an amenoked dgreement (1998 Loan”) with Berg & Berg thiftas the Company to
borrow, prepay and re-borrow up to $10.0 milliompipal under a promissory note on a revolving fasi November 2000, the 1998 Loan
agreement was amended to increase the maximum anoodt5.0 million. As of June 30, 2010, and 206@, Company had an outstanding
balance of $15.0 million under the 1998 Loan ageemrespectively. The 1998 Loan bears intereshatpercent over lender’s borrowing
rate (approximately 9.0 % at June 30, 2010). Thiurita date of the 1998 Loan has been extendedipiaiimes, most recently on October
13, 2009, at which time Berg & Berg agreed to fartextend the maturity date for the loan princguad interest from September 30, 2010 to
September 30, 2012. Interest payments are curriaihg deferred, and are recorded as long termesit@ayable to stockholder on the
balance sheet. The accrued interest amounts fdra®@ Loan were $14.5 million and $14.2 millioncdslune 30, 2010 and March 31, 2010,
respectively.
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All of the Company’s assets are pledged as codhterder the 2001 Loan and the 1998 Loan to stddkhno

Long-term debt to stockholder, net of discount,sisted of the following (in thousands) at:

March 31,
June 30, 2010 2010
2001 Loan $ 20,00C $ 20,00(
1998 Loan 14,95( 14,95(
Less: unaccreted debt discount (92) (102
Long-term debt to stockholder, net of debt discount $ 34,85¢ $ 34,84¢
11. COMMITMENTS AND CONTINGENCIES:
Warranties

The Company has established a warranty resenaatian to the sale of U-Char§ePower Systems and other products. The
warranty coverage period, which varies by prodingt &nd customer agreements, extends between 1&2amadnths after the date of sale,
during which the Company would provide a replacenuait to the customer returning a purchased prodecause of a product performance
issue, or a pro-rated refund. The total warrartyility was $0.8 million and $0.6 million as of &80, 2010, and March 31, 2010,
respectively.

Litigation

On January 31, 2007, the Company filed a claimregd&thostech Lithium Inc. in the Federal Court an@da (Valence Technology,
Inc. v. Phostech Lithium Inc. Court File No. T-20%) alleging infringement of Valence Canadian Pa2895,115.

Subsequently, on April 2, 2007, the Company filachenended claim alleging infringement of Valendgeéénadian Patents 2,483,918
and 2,466,366. The action is in the discovery phlse Company is seeking monetary damages andcinjerrelief for the acts of Phostech
in manufacturing, using and selling phosphate aghoaterial that infringes the asserted Valencea@ian Patents.

On February 14, 2006, Hydro-Quebec filed an adligainst the Company in the United States Distrair€for the Western District
of Texas (Hydro-Quebec v. Valence Technology, Ghation No. AO6CA111). In its amended complainedll April 13, 2006, Hydro-Quebec
alleges that Saphidhl Technology, the technology utilized in all of tiempany’s commercial battery products, infringeS.UPatent Nos.
5,910,382 and 6,514,640 exclusively licensed torBy@uebec. Hydro-Quebectomplaint seeks injunctive relief and monetampages. Th
action was stayed by the Court pending a finalrdgteation of reexaminations of the two patentshyy WSPTO. The reexaminations are
complete and Hydro-Quebec has filed an amended @amplleging infringement of certain amended igiin the two patents. The
Company has filed a response denying the allegatiothe amended complaint as well as filing a teucomplaint seeking damages from
Hydro-Quebec, the University of Texas, and Phosté&bk litigation is now proceeding.

The Company is subject, from time to time, to vasiclaims and litigation in the normal course ofibass. In the Compary’
opinion, all pending legal matters will not haveaterial adverse effect on the Company’s consaitlfihancial statements.

12. REDEEMABLE CONVERTIBLE PREFERRED STOCK:

On November 30, 2004, the Company issued 431 sbafsries Ct Convertible Preferred Stock, with a stated vaiu$4.3 million
and 430 shares of Series C-2 Convertible Pref&tedk, with a stated value of $4.3 million. Whesuied, the Series C-1 Convertible
Preferred Stock and Series C-2 Convertible PredeBteck were convertible into common stock at $460share. Each series carries a 2%
annual dividend rate, payable quarterly in casshares of common stock, and were redeemable omiberel 5, 2005. The Company has the
right to convert the preferred stock if the averafjthe dollar-volume weighted average price of@mmpany’s common stock for a ten-day
trading period is at or above $6.38 per shardndfgreferred shares are not redeemed in accordatictheir terms, the holder of the prefer
stock shall have the option to require the Compargpnvert all or part of the redeemed sharespaica of 95% of the lowest closing bid
price of the Company’s common stock during thedlhdays ending on and including the conversion ddte.preferred shares are currently
outstanding and subject to redemption or converaidghe holder’s discretion.
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Pursuant to assignment agreements entered int@betthe Company and Berg & Berg on July 14, 20@53eTtember 14, 2005,
Berg & Berg purchased all of the outstanding SetieksConvertible Preferred Stock and Series C-2/€dible Preferred Stock from its
original holder. Pursuant to the terms of the assignt agreement, Berg & Berg agreed that the tafithe Company to redeem the prefe
stock on December 15, 2005 did not constitute awdetinder the certificate of designations andwaised the accrual of any default interest
applicable in such circumstance. In exchange, heany has agreed (i) that the Seriet Cenvertible Preferred Stock may be converte
any time, into the Company’s common stock at threetoof $4.00 per share or the closing bid pricchefCompany’s common stock on
December 13, 2005 ($1.98) and (ii) that the SeZi&sConvertible Preferred Stock may be convertedng time, into the Company’s
common stock at the lower of $4.00 per share oclibging bid price of the Company’s common stocKloly 13, 2005 ($2.96). Berg & Berg
has agreed to allow dividends to accrue on theegied stock. At June 30, 2010, $0.8 million in pregd stock dividends had been accrued.

13. SHARE-BASED COMPENSATION:

In February 1996, the Board of Directors adopted1t®96 Non-Employee Director’s Stock Option Plandutside directors (the
“1996 Plan”). The 1996 Plan terminated in Febru2d96, and as of June 30, 2010, a total of 76,54desthave been issued and are
outstanding under this plan, and no shares aréabl@io be granted under this plan.

In October 1997, the Board of Directors adoptedli®@7 Non-Officer Stock Option Plan (the “1997 P)aithe 1997 Plan
terminated on October 3, 2007, and as of June(BD,2 total of 151,310 shares have been issuedranoutstanding under this plan, and no
shares are available to be granted under this plan.

In January 2000, the Board of Directors adopted@@0 Stock Option Plan (the “2000 Plan”). Durimggél year 2010, 361,300
shares were granted under the 2000 Plan. The gdaninated in January, 2010, and as of June 30,,20tal of 3,459,002 shares have been
issued and are outstanding under this plan, arghares are available to be granted under this plan.

On April 30, 2009, the Board of Directors adoptee Yalence Technology, Inc. 2009 Equity Incentil@nRthe “2009 Plan”). The
2009 Plan is a broad-based incentive plan thatigesvfor granting stock options, stock awards,qrenince awards, and other stock-based
awards and substitute awards to employees, sguuasiders and non-employee directors.

The maximum number of shares of the Company’s comstack initially reserved for issuance under tB82Plan with respect to
awards is 3,000,000 shares. The 2009 Plan cordaaitsvergreen” provision whereby the number ofeb@f common stock available for
issuance under the 2009 Plan shall automaticatiease on the first trading day of April each fis@ar during the term of the 2009 Plan,
beginning with the fiscal year ending March 31, 20y an amount (the “Annual Increase Amouetjual to the lesser of (i) one percent (
of the total number of shares of common stock anttihg on the last trading day in March of the indrately preceding fiscal year,

(i) 1,500,000 shares and (iii) such lesser amdfisdt by the Board. The maximum number of shafeommon stock that may be issued
under the 2009 Plan pursuant to the exercise ehiinge stock options is the lesser of (A) 3,000,608res, increased on the first trading day
of April each fiscal year during the term of theD2@Plan, beginning with the fiscal year ending NtaBd, 2011, by the Annual Increase
Amount, and (B) 16,500,000 shares. The 2009 Pem@intains an automatic option grant programHer@Gompany’s non-employee
directors. Under the automatic option grant prograach individual who first becomes a non-empldyeard member at any time after the
effective date of the 2009 Plan will receive aniapgrant to purchase 100,000 shares of commork sto¢he date such individual joins the
board. In addition, on the date of each annuaksimiders meeting held after the effective datehef2009 Plan, each non-employee director
who continues to serve as a non-employee diredtbawtomatically be granted an option to purcha®8@00 shares of common stock,
provided such individual has served on the boar@fdeast six months. All employees, service mtexs and directors of the Company ant
affiliates are eligible to participate in the 20@&n. This plan will terminate on April 29, 201%a 2009 Plan was approved by the
Company’s stockholders at the annual meeting akétalders on September 8, 2009. As of June 30,,2886)700 shares have been granted
and 2,143,300 shares remain available for gran¢utie 2009 Plan.

Aggregate option activity is as follows (shareshausands):

Outstanding Options

Weighted

Number of Average
Shares Exercise Price
Balance at March 31, 2010 5,54€ $ 2.08
Granted 500 0.96

Exercised — —



Canceled
Balance at June 30, 2010

10

)

6,044 $
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The following table summarizes information aboueti stock options outstanding at June 30, 2010¢shia thousands):

Options Outstanding Options Exercisable
Average Weighted- Weighted-
Remaining Average Average
Number Contractual Exercise Number Exercise
Range of Exercise Prices Outstanding Life Price Exercisable Price
(in years)
$ 0.7¢ - $ 1.0C 824 9.7 $ 0.92 21 % 0.71
$ 1.01 - $ 1.9¢ 3,98( 6.8 1.62 3,48¢ 1.61
$ 2.0C - $ 3.0C 41F 5.1 2.5¢% 382 2.52
$ 3.01 - $ 4.0C 60¢ 5.2 3.61 47¢ 3.61
$ 4.01 - $ 15.7¢ 21€ 14 7.21 21C 7.2¢
$ 0.7¢ - $ 15.7¢ 6,044 6.7 $ 1.9¢ 4577 $ 2.1t

Compensation expense for stock plans has beenmdetgt based on the fair value at the grant datefftions granted in the current
fiscal year. For the three months ended June 3 28d June 30, 2009, $0.2 million and $0.8 milli@spectively, of share-based
compensation expense has been included in opeetpenses in the condensed consolidated statewferperations and comprehensive
loss. The aggregate intrinsic value of options eigable at June 30, 2010 is less than $0.1 millitrere were no options exercised during the
three-month period ended June 30, 2010.

As of June 30, 2010 the Company had a total of 8fillibn in compensation costs related to shareelam®mpensation to recognize
over a remaining service period of 1.9 years far-wested options. The fair value of each optiomgisestimated at the date of grant using
the Black-Scholes pricing model with the followingighted average assumptions for grants in thedirarter of fiscal 2011 and the fiscal
year 2010

Fiscal year
Quarter ended ended
March 31,
June 30, 2010 2010
Weighted average risk-free interest rate 2.C% 2.8%
Average expected life in years 5.8 year: 5.8 year:
Average expected volatility 87.5% 87.1%
Dividend yield None None

14. RELATED PARTY TRANSACTIONS:

On July 23, 2010, Berg & Berg loaned $2,500,00theoCompany. In connection with the loan, the Comypexecuted a promissory
note (the “Promissory Note”) in favor of Berg & BefThe Promissory Note is payable on November @502nd bears interest at a rate of
3.5% per annum

On July 27, 2010, the Company’s Board of Directrthorized the Company to request and enter itherioans from or the sale of
shares to Berg & Berg, Mr. Berg, or their affiliatiecom time to time in an aggregate amount of up1td.0 million (inclusive of the July 23,
2010 loan), if, as and when needed by the Commanyas may be mutually agreed.

On February 22, 2010, Berg & Berg purchased 1,@bshares of common stock for cash at a pricelpesof $0.92 for an
aggregate purchase price of $1.0 million. The paseltprice per share equaled the closing bid pfiteeacCompany’s common stock as of
February 22, 2010.

On October 13, 2009, Berg & Berg agreed to furthéend the maturity date for the loan principal ardrest for the 1998 Loan and
the 2001 Loan from September 30, 2010 to SepteBhez012.

On June 11, 2009, Berg & Berg purchased 1,256,88fes of common stock for cash at a price per sbfe$&.99 for an aggregate
purchase price of $2.5 million. The purchase ppeeshare equaled the closing bid price of the Gomi common stock as of June 10, 2(
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15. SEGMENT AND GEOGRAPHIC INFORMATION:

The Company'’s chief operating decision maker i€hgef Executive Officer, who reviews operatinguks to make decisions about
resource allocation and to assess performanceCoh®any’s chief operating decision maker views ltesaf operations of a single operating
segment; the development and marketing of the Cagipéithium phosphate technology. The Company’se€kxecutive Officer has
organized the Company functionally to develop, reagnd manufacture lithium phosphate products.

Long-lived asset information by geographic areasifollows (in thousands) at:

March 31,
June 30, 2010 2010
United States $ 194 $ 223
International 4,534 4,70¢
Total $ 4727 $ 4,931

Revenues by geographic area are as follows (instouds) at:

Three Months Ended June 30,

2010 2009
United States $ 4581 $ 3,202
International 991 1,51¢
Total $ 5572 $ 4,717

16. SUBSEQUENT EVENTS:

On July 23, 2010, Berg & Berg loaned $2,500,00theoCompany. In connection with the loan, the Comypexecuted a promissory
note in favor of Berg & Berg. The promissory nctgayable on November 15, 2010 and bears interastate of 3.5% per annum

On July 27, 2010, the Company’s Board of Directarthorized the Company to request and enter iatiesiérom Berg & Berg, Mr.
Berg, or their affiliates in an amount of up to $Lillion (inclusive of the July 23, 2010 loarf),as and when needed from time to time.

The managing member of Berg & Berg is Carl E. Bergo is Chairman of the Company’s Board of Direstand the principal
stockholder of the Company.
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ITEM 2. MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

This Quarterly Report on Form 10-Q, which we reéeas this “Report,” contains statements that ¢tutet“forward-looking
statements” within the meaning of Section 21E ef$lecurities Exchange Act of 1934, as amendedSantion 27A of the Securities Act of
1933, as amended. The words “may,” “will,” “expé&cintend,” “estimate,” “continue,” “anticipate,”gredict,” “believe” and similar
expressions and variations thereof are intendétetttify forward-looking statements. These stateimeppear in a number of places in the
Report and the documents incorporated by referbamsn and include statements regarding the inbatief or current expectations of
Valence Technology, Inc., to which we refer in tRisport and the documents incorporated by refereacgin as “Valence,” the “Company,”
“we” or “us,” our directors or officers with respgo, among other things:

« trends affecting our financial condition or reswdfoperations;

« our product development strategies;

« trends affecting our manufacturing capabilities;

« trends affecting the commercial acceptability of products; and
» our business and growth strategies.

You are cautioned not to put undue reliance on #dalooking statements. Forward-looking statemargsnot guarantees of future
performance and involve risks and uncertaintied,antual results may differ materially from thosejected in this Report and the documents
incorporated herein by reference. Factors thaldcoause actual results to differ materially in@utiose discussed under “Risk Factors,”
which include, but are not limited to the following

« our ability to develop and market products that pete effectively in targeted market segments;
» market acceptance of our current and future pragluct

 our ability to meet customer demand;

« our ability to perform our obligations under ouafbagreements;

» aloss of one of our key customers;

« our ability to implement our long-term businessitggy that will be profitable and/or generate sigfit cash flow;
« the ability of our vendors to provide conformingterals for our products on a timely basis;

« the loss of any of our key executive officers;

« our ability to manage our foreign manufacturing desgtelopment operations;

« international business risks;

« our ability to attract skilled personnel;

« our ability to protect and enforce our current futdre intellectual property;

» our need for additional, dilutive financing or fedlacquisitions;

« our ability to meet the continued listing requiremseof the NASDAQ Capital Market; and

« future economic, business and regulatory conditions

We believe that it is important to communicate ourfuture expectations to investors. However, there mabe events in the
future that we are not able to accurately predict o control. The factors discussed under “Risk Factos” in this Report or the
documents incorporated by reference herein, as wedls any cautionary language in this Report, any ajur other reports or filings or
the documents incorporated by reference herein oterein, including our Annual Report on Form 10-K, provide examples of risks,
uncertainties and events that may cause our actuatsults to differ materially from the expectationswe described in our forward-
looking statements.

The following discussion should be read in conjun@n with our financial statements and related noteswhich are a part of
this Report or incorporated by reference to our rerts filed with the SEC. Except as required by lawwe undertake no obligation to
publicly revise these forward-looking statements, ether as a result of new information, future evers or otherwise, to reflect events
or circumstances that arise after the date hereoflhe results for the three month period ended June@® 2010 are not necessarily
indicative of the results to be expected for the ¢ine fiscal year ended March 31, 2011 or any otheperiod.
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Overview

The Company was founded in 1989 and has commezihthe industry’s first lithium phosphate techiggilowe develop,
manufacture and sell dynamic energy systems uigjiniur proprietary phosphate-based lithium-ion nedbgy. Our mission is to promote the
wide adoption of high-performance, safe, long cyitée environmentally friendly, low-cost energysige systems. To accomplish our
mission and address the significant market oppdytuve believe is available to us, we utilize themerous benefits of our latest energy
storage technology, worldwide intellectual propertytfolio and extensive experience of our manageneam. We are an international lec
in the development of lithium iron magnesium phagphdynamic energy storage systems. We have redefthium battery technology and
performance by marketing the industry’s first saédiable and rechargeable lithium iron magnesilrogphate battery for diverse
applications, with special emphasis on motive, megrindustrial and stationary markets.

In November 2009 we introduced a Revision 2 of d«Charge® Lithium Phosphate Energy Storage Systems, whichrbec
commercially available in the fourth quarter otfibyear 2010. Our U-Char@esystems feature our safe, long-life lithium phodpha
technology which utilizes a phosphate-based cathmaterial. We believe that the improved featuresfanctionality of the latest U-Char§e
lithium phosphate energy storage systems are witdicsfor electric vehicle (“EV”), plug-in hybridectric vehicle (“PHEV”) and similar
applications. U-Charg@lithium phosphate energy storage systems addressafety and limited life weaknesses of otherdithitechnologie
while offering a solution that is competitive inst@nd performance. This Revision 2 of our U-Ché&rggstem builds upon these features and
adds improvements in state of charge monitoriny peek balancing, battery monitoring and diagnmstand certain field repairability.

In addition to the U-Charg®&family of products, we offer the materials, celfglasystems, developed over 20 years, to addresge
number of custom energy storage needs.

Strategy

Our business plan and strategy focuses on the gtgreof revenue from product sales, while minimggtosts through partnerships
with contract manufacturers and internal manuféeguefforts through our two wholly-owned subsidésrin China. These subsidiaries
initiated operations in late fiscal 2005. We expgealevelop target markets through the sales ohidr@e ® systems and dynamic energy
storage systems based on programmable Commandantbld_ogic. In addition, we expect to pursuecelising strategy to supply the
lithium phosphate sector with advanced Valence rizht@nd components, including lithium phosphatécde materials to fulfill other
manufacturers’ needs.

Key elements of our business strategy include:

» Develop and market differentiated battery solutiforsa wide array of applications that leveragedbeantages of our technologies.
We are committed to the improvement of our techgiel®, our energy storage systems, integration oépargy storage systems into
our customer applications and further developméntarldwide suppliers to serve the rapidly expawgdithium phosphate sector.
Our product development and marketing efforts aceised on large-format battery solutions, suchuadJeCharge ® Lithium Iron
Magnesium Phosphate Energy Storage Systems andcotstem battery solutions that feature advancefbpeance and
technological advantages. These products are &atdet a broad range of applications in the motpayer and consumer appliance,
telecommunication and utility industries, and asbstitute for certain applications using lead-dxitteries.

« Manufacture high-quality, cost-competitive produasing a combination of Company owned and contretufacturing facilities.
Our products are manufactured in China, using bd#drnal and contract manufacturing resources.durpany-owned China
facility includes two plants: one manufactures advanced lithium iron magnesium phosphate matesittsour patented carbon-
thermal reduction process, and the second manuésctwr advanced standard large-format packs suth@harge ® and custom
packs for customers such as Segway Inc. (“Segwaly&) have arrangements with contract manufactuogrsylindrical cell
production. We believe this manufacturing strategly/allow us to directly control our intellectugkoperty and operations
management as well as deliver high-quality prodtias meet the needs of a broad range of custoamerspplications.

Our business strategy is being implemented in ghaseh building on the previous one:

« Current Phase: Our current business strategy issémton developing applications that deliver supemergy storage solution to
address the desired performance goals of the eaxd Tisroughout this phase we have utilized our neatiechnology, the intellectual
property developed during the 20 year life of Vakerand critical “on-the-road”, “on-line” experiento expand our commercial
opportunities. Our current Revision 2 of our U-Gf@® Dynamic Energy Systems is designed for a bbaae of motive, marine,



industrial, and stationary applications offeringstior performance, safety, long life, lower lifaé cost and no maintenance.

« Next Phase: We are now entering the next phasardiusiness strategy. During this growth phase neeutllizing the wor-of-
mouth recommendations of our early customers, tiggneering benefits we enjoy with emerging develeptipartners and reliable
in-use experience to expand our presence in tgigeal markets.
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» Transition Phase: Looking toward the immediate rfeiour business strategy will entail the commeizagion of our patented
Lithium Vanadium Phosphate (LVP) and Lithium VanadiPhosphate Fluoride (LVPF) cathode materialslarige-format, high
capacity cells. These materials offer superiorqrarfince and the protection for our customers adfbtnly our worldwide intellectual
patent portfolio.

We believe our commercial growth strategy will allas to expand into emerging market applicationsugh the sales of Valence
products based on our differentiated technologgigieand application engineering capabilities, gldhlfillment services and our proven
lower cost, high volume manufacturing. Further veédve Valence is uniquely positioned to licenseteahnology to key component and
material manufacturers, such as manufacturerstofith phosphate cells and packs to further acaelegmr@wth within the worldwide lithium
phosphate sector.

We believe we are uniquely positioned for growtle tiu the following:

» Leading Technology . We believe that our phosphate-based lithium-@mhmologies and manufacturing processes offers many
performance advantages over competing battery tdopies. The safety, long life and other advantaglesrent in our technology
enable the design of large-format, lower costuitivion energy systems. As the first company intery industry to
commercialize phosphates, we believe that we haigréficant advantage in terms of time to marketall as chemistry, advanced
energy storage system development and manufactexipeytise.

« New Market Opportunities. Our technology enables the production of highrgynéensity, large-format batteries while reduding
safety concerns presented by oxide-based lithiumbaiteries. Consequently, our lithium phosphatbrtelogy energy and power
systems can be designed into a wide variety ofymtsdn markets not served by current oxide-baisieidiin-ion technology. We
intend to expand the market opportunities for lithtion by designing our technology into a wide gtyiof products for the motive,
power and consumer appliance, telecommunicatioruéifity industries.

» New Valence Market Focus . Over 20 years we have transitioned from a teadwgywtleveloper to a commercial provider of advanced
energy storage systems. Our patent estate costinwexpand. Our technology is maturing and has bested in commercial
applications. Our manufacturing capacity has beg@arded and is ISO 9001 certified. Our applicagogineers are recognized
experts in the integration of our systems into @ugr applications. We have strengthened our magcetnd sales resources. Our full
service fulfillment services in Europe, North Angariand China are on-line. We have developed whdislieve to be a world-class
supplier base of raw materials and componentsgpatiour manufacturing, and our senior manageneam has extensive
international technology experience.

« Lithium Phosphate-Based Technology . We developed and commercialized the first lithjplnosphate energy power systems with our
lithium iron magnesium phosphate technology. Weehswo following generations of cathode materialsum proprietary Lithium
Vanadium Phosphate and Lithium Vanadium Fluorophasgs cathode applications, both positioned torack/éthium phosphate
cathode applications to the next level of applaradiand use.

Our business headquarters is in Austin, Texas.n@aterials research and development center is in/egas, Nevada. Our European
sales and OEM manufacturing support center is iiudle, Northern Ireland. Our manufacturing and pretddevelopment center is in Suzh
China. We have the following subsidiaries: Valemeehnology (Nevada), Inc., Valence Technology Caymstands, Inc., Valence
Technology N.V., Valence Technology Internatioriat,., Valence Technology B.V., Valence Technolo§yZhou) Co., Ltd., and Valence
Energy-Tech (Suzhou) Co., Ltd.

Going Concern

The accompanying consolidated financial statemieate been prepared assuming that the Companyamilintie as a going
concern, which contemplates the realization oftassmed satisfaction of liabilities in the normalicee of business. The Company has incurred
operating losses each year since its inceptio®@®;land had an accumulated deficit of $585.5 onilis of June 30, 2010. For the three-
month periods ended June 30, 2010 and June 30, #@0&ompany sustained net losses available tonmmstockholders of $4.7 and $6.2
million, respectively. These factors, among othedicate that the Company may be unable to coatagia going concern for a reasonable
period of time. The Company’s ability to continwsaagoing concern is contingent upon its abilitynteet its liquidity requirements. If the
Company is unable to arrange for debt or equitsrfaing on favorable terms or at all, the Compaabidity to continue as a going concern is
uncertain. These financial statements do not difeeto any adjustments to the amounts and claasibns of assets and liabilities which
might be necessary should the Company be unalslentinue as a going concern.
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At June 30, 2010, the Company'’s principal sourddgoidity were cash, cash equivalents, and rettd cash of $3.6 million. The
Company does not expect that its cash and caskiaenis will be sufficient to fund its operatingdacapital needs for the next three to six
months following June 30, 2010, nor does the Compenticipate product sales during fiscal 2011 wélsufficient to cover its operating
expenses. Historically, the Company has relied upanagement’s ability to periodically arrange fddiéional equity or debt financing to
meet the Company’s liquidity requirements. The Canyis cash requirements may vary materially froosthnow planned because of
changes in the Company’s operations including #filare to achieve expected revenues, greater tkpected expenses, changes in OEM
relationships, market conditions, the failure todly realize the Company’s product developmentgyaaid other adverse developments.
These events could have a negative effect on tep@oy’s available liquidity sources during the ngXtmonths.

Basis of Presentation, Critical Accounting Policiesind Estimates

We prepare our consolidated financial statement®imormity with generally accepted accounting piptes in the U.S. The
preparation of our financial statements requireunake estimates and assumptions that affecttesbamounts. We believe our most
critical accounting policies and estimates relatesvenue recognition, impairment of loliged assets, inventory reserves, inventory ovetl
absorption, warranty liabilities, and share-basmtgensation expense. Our accounting policies aeritbed in the Notes to Condensed
Consolidated Financial Statements, Note 3, Summia8ignificant Accounting Policies. The followingrther describes the methods and
assumptions we use in our critical accounting pedi@nd estimates.

Revenue Recognition

We generate revenues from sales of products, imgjushtteries and battery systems, and from licepies and royalties per
technology license agreements. Product sales engmized when all of the following criteria are mgérsuasive evidence of an arrangement
exists, delivery has occurred, seller’s price ®lthiyer is fixed and determinable, and collectmoreasonably assured. Product shipments that
are not recognized as revenue during the periqapeli primarily product shipments to resellers #ratsubject to right of return, or
shipments where transfer of title and risk of ldess not occur until after a customer has acceptegroduct, are recorded as deferred
revenue and reflected as a liability on our balasieset. Products shipped with the rights of returwith shipping terms requiring customer
acceptance of the product are included in finish®@olds inventory as we retain title to the produdisr reseller shipments where revenue
recognition is deferred, we record revenue anévelinventory based upon the reseller-suppliedrtiegoof sales to their end customers or
their inventory reporting. For shipments wherettiamsfer of title and risk of loss does not ocautilithe customer has accepted the product,
then we rely upon third party shipper notificati@m notices of acceptance from the customer mgréze revenue. For all shipments, we
estimate a return rate percentage based upon storibal experience. From time to time, we prowgdées incentives in the form of rebates or
other price adjustments; these are generally recbad reductions to revenue on the latter of the tth@ related revenue is recognized or a
time the rebate or sales incentive is offered. h$teg fees are recognized as revenue upon completian executed agreement and delivery
of licensed information, if there are no signifita@maining vendor obligations and collection af telated receivable is reasonably assured.
Royalty revenues are recognized upon licensee vevegporting and when collection is reasonably rassu

Results of Operations

The following table summarizes the results of querations for the three months (also referred thadirst quarter) ended June 30,
2010 and June 30, 2009 (in thousands):

Three Months Ended June 30,

2010 2009
% of % of
Total Revenue Total Revenue
Battery and systems sales $ 5,537 99% $ 4,63C 98%
Licensing and royalty revenue 35 1% 87 2%
Total revenues 5,672 100% 4,717 100%
Gross margin profit (loss) 925 17% 807 17%
Operating expenses 4,454 80% 5,76¢ 122%
Operating loss (3,529 (63)% (4,962) (105)%
Net loss (4,617) (83)% (6,154) (131)%

Revenues and Gross Margin



Battery and System Sales . Battery and systems sales totaled $5.6 millioritfe three months ended June 30, 2010, as comfzared
$4.7 million for the three months ended June 30920 he increase in revenues was primarily duadoeased sales to Smith Electric
Vehicles, US, which accounted for $1.6 million @venue in the quarter ended June 30, 2010, andeezaue for the quarter ended June 30,
2009. Revenue from Segway was $2.2 million in tharter ended June 30, 2010, as compared to $1li6miil the quarter ended June 30,
2009, a 40% increase. These increases in revemaeoffeet by decreases in revenue to Tianjen Listoémt Battery Company, Brammo
Motorsports, and ISE Corporation, totaling $2.2liorl in the quarter ended June 30, 2010, as cordgarthe quarter ended June 30, 2009.
Segway sales accounted for 40% and 34% of ourpotaluct sales for the three months ended Jun2@@®, and 2009, respectively. Smith
Electric Vehicles, US sales accounted for 28% a¥cbd our total product sales for the first fiscabgter in 2010 and 2009, respectively. We
expect sales of the large-format battery systenmsctease during the upcoming quarter. We had 8llbn and $0.1 million in deferred
revenue on our balance sheet at June 30, 2010 anthM1, 2010, respectively, primarily relatedates shipping in the end of the quarter.
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Licensing and Royalty Revenue . Licensing and royalty revenues relate to revdmom licensing agreements for our battery
construction technology. Licensing and royalty rawe for each of the quarters ended June 30, 20HR@09, respectively, was less than !
million. Licensing and royalty revenue was substdiytfrom our license agreement with Amperex Tealogy Limited, which makes on-
going royalty payments as sales are made usingeohinology. We expect to continue to pursue a $itenstrategy as our lithium phosphate
technology receives greater market acceptance.

Gross Margin . Gross margin as a percentage of revenue was a7éach of the quarters ended June 30, 2010, €] 20
respectively.

Operating Expenses

The following table summarizes operating expenseshie three months ended June 30, 2010 and Jyr2939 (dollars in
thousands):

Three Months Ended June 30,

Increase/
2010 2009 (Decrease) % Change
Research and product development $ 915 $ 1,22C $ (305) (25)%
Marketing 575 722 (147) (20)%
General and administrative 2,964 3,827 (864) (23)%
Total operating expenses $ 4454 $ 576¢ $ (1,31€) (23)%

Percentage of revenues 80% 122%

During the quarter ended June 30, 2010, total dipgraxpenses were 80% of revenue compared to i2&venue during the same
guarter last year. The dollar and percentage dserisgprimarily due to our increased revenue ingiierter ended June 30, 2010, as comparec
to the quarter ended June 30, 2009, as well ageddtosts in the current quarter that are thetreSmhanagement’s focus on streamlining our
expenses. Additionally, there were expenses rezedrior share-based compensation expense in thieegeaded June 30, 2009, for stock
option awards granted to directors, and there wereomparable grants in the quarter ended Jun203@.

Research and Product Development. Research and product development expenses corigistrity of personnel, equipment and
materials to support our efforts to develop battgrgmistry and products, as well as to improvemsanufacturing processes. Research and
development expenses were $0.9 million for theetimenths ended June 30, 2010, and $1.2 millioth®three months ended June 30, 2009,
a $0.3 million, or 25% decrease. This decreaseaislyattributable to reduced expenses for salad/wages, and component parts purchi
which combined were $0.3 million less in the quaeteded June 30, 2010, as compared to the quadergeJune 30, 2009. Approximately
$0.1 million of share-based compensation was akatto research and development expenses durintgriée months ended June 30, 2010,
and June 30, 2009. We expect research and devehb@xgenses to increase as we create and developroducts

Marketing . Marketing expenses consist primarily of costatesl to sales and marketing personnel, publicioelatand promotional
materials. Marketing expenses were relativelyifidhe quarter ended June 30, 2010, as compaithe guarter ended June 30, 2009.
Marketing expenses were $0.6 million and $0.7 onillfior the quarters ended June 30, 2010, and 2868@ectively. During the three months
ended June 30, 2010, and June 30, 2009, less thamflion of share-based compensation was alkmtss marketing. We expect marketing
expenses to increase as we focus on building age#ranarket presence and continue to reach newroess.

General and Administrative . General and administrative expenses consist pitintd wage and salary expenses, share-based
compensation expense, and other related costmorde, human resources, facilities, accountirfgriation technology, legal, audit,
corporate insurance, and other corporate-relatpdreses. General and administrative expenses tdal8dmillion and $3.8 million for the
three months ended June 30, 2010, and 2009, resgdect $0.9 million, or 23% decrease. This deseeia primarily related to expenses
recognized for share-based compensation experibe guarter ended June 30, 2009, for stock optiards granted to directors, and there
were no comparable grants in the quarter ended3Wr2010. Share-based compensation expense alibimaieneral and administrative
expenses decreased to $0.1 million in the threettm@nded June 30, 2010, as compared to $0.7 milliche three months ended June 30,
2009. In addition, auditing and consulting expergsszeased by $0.3 million in the three months drddme 30, 2010, as compared to the
three months ended June 30, 2009. We expect garataldministrative expenses to fluctuate as auarmee increases due to the variable and
dynamic nature of certain general and administeagixpenses.
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Liquidity and Capital Resources
Liquidity

At June 30, 2010, our principal source of liquiditgis cash and cash equivalents of $2.5 million,rastticted cash of $1.1 million.
We do not expect our cash and cash equivalentbelufficient to fund our operating and capitadefor the twelve months following June
30, 2010, nor do we anticipate that product salemd the remainder of fiscal 2011 will be suffisido cover our operating expenses.
Historically, we have relied upon management’sighiib periodically arrange for additional equity a@ebt financing to meet our liquidity
requirements. Unless our product sales are grdsarmanagement currently forecasts or there &y ehanges to our business plan, we will
need to arrange for additional financing to funérmping and capital needs. This financing coule tidde form of debt or equity. Given our
historical operating results and the amount ofexisting debt, as well as the other factors, we n@tybe able to arrange for debt or equity
financing on favorable terms or at all.

On October 14, 2009, we entered into a Common Seockhase Agreement with Seaside 88 LP (“Seasidgiizh provides that,
upon the terms and subject to the conditions s#t fherein, we are required to issue and sell,Zeakide to purchase, up to 650,000 shai
our common stock once every two weeks, subjedtacatisfaction of customary closing conditiongibeing on October 15, 2009 and
ending on or about the date that is 52 weeks sulksédo the initial closing, for an aggregate s$al8easide of up to 16,900,000 shares of
common stock. The price of the shares that wae&kaside will be at a 12% discount to the voluveghted average trading price of the
common stock for the ten consecutive trading daysediately preceding each closing date, whichne8ult in immediate and substantial
dilution to current stockholders. As of June 301@0we have sold 5,850,000 shares to Seaside pirtsuthis arrangement for aggregate
gross proceeds of $6.4 million before offering exgees and finder’s fee. In the third and fourth tpraof fiscal year 2010, and the first quarter
of fiscal year 2011, our stock price closed beldwd$ in trading on numerous occasions. A conditibaur agreement with Seaside requires
that our stock maintain a three-day volume weiglategtage price above $1.00 in order for a shaseteadccur. As a result, the sale of 6.5
million shares was not consummated in ten diffeobrdes between December 2009 and June 30, 201 Biay 13, 2010, the three-day
volume weighted average has been below $1.00, eratdingly, we have not sold any shares under #asifle agreement since May 13,
2010.

On February 22, 2008, we entered into an At Mald®iance Sales Agreement (the “Wm. Smith Agreemevith Wm. Smith &
Co., as sales agent (the “Sales Agent”), whichamsnded by Amendment No. 1 to At Market IssuandesSEgreement on July 2, 2009,
under which we may issue and sell up to 10,000sb@0Bes of common stock in a series of transactwastime as we may direct through the
Sales Agent. Unless we and the Sales Agent agreéesser amount with respect to certain persoskasses of persons, the compensation to
the Sales Agent for sales of common stock soldyauntsto the Wm. Smith Agreement will be 6.0% of ¢iness proceeds of the sales price per
share. During our first fiscal quarter of fisc@lld, we sold 1,023,445 shares, for net proceet§.8f million under the Wm. Smith
Agreement. As of June 30, 2010, we had sold appratdly 5.9 million shares under this arrangemeamtaggregate gross proceeds of $17.6
million. The Wm. Smith Agreement will terminate upthe sale of all shares authorized for sale thretey unless earlier terminated by on
both parties as permitted thereunder.

We filed a Form S-3 Registration Statement with $EC utilizing a “shelf” registration process, ldeed effective on January 22,
2008, under which we may sell debt or equity sei@sridescribed in the accompanying prospectus énoormore offerings up to a total public
offering price of $50.0 million. We believe thaidlshelf registration statement provides us adddtidlexibility with regard to potential
financings that we may undertake when market canditpermit or that our financial condition may ueq.

Although management has arranged these equitydingmpportunities, we cannot be assured that Wikeffectively meet our cas
requirements in the future. Given our historicatigting results and the amount of existing debtyelsas other factors, we may not be able
to arrange for debt or equity financing from thiakties in the future on favorable terms or at all.

Our cash requirements may vary materially from ¢hesw planned because of changes in our operatimigding the failure to
achieve expected revenues greater than expectedsq changes in OEM relationships, market camditithe failure to timely realize our
product development goals, the Company’s stoclepeaad other adverse developments. These evertslwe a negative effect on our
available liquidity sources during the next 12 niant
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The following table summarizes our statement ohdlmswvs for the three months ended June 30, 208®809 (in thousands):

Three Months Ended June 30,

2010 2009
Net cash flows provided by (used i
Operating activities $ (3,781 $ (5,602)
Investing activities (58) (34)
Financing activities 3,19¢ 3,27¢
Effect of foreign exchange rates (3) 6
Net (decrease) increase in cash and cash equis $ (644) $ (2,352)

Our use of cash from operations the first three thof fiscal 2011 and fiscal 2010 was $3.8 millaard $5.6 million, respectively.
The cash used for operating activities during therger ended June 30, 2010 decreased by $1.8 midisocompared to the quarter ended June
30, 2009, and was primarily a result of our reducetloss for the current period as compared te#me period last year. Cash used in
operating activities are primarily for operatingdes and working capital.

In each of the quarters ended June 30, 2010, a0@| 28spectively, we used less than $0.1 milliogash for investing activities.
These expenditures primarily relate to the purchaddixed assets in our U.S. and China facilities.

We obtained cash from financing activities in theoaints of $3.2 million and $3.3 million during tfiest three months of fiscal 20!
and 2010, respectively. During the first quartefigfal 2011, we sold approximately 1.0 million sfsmwith proceeds net of commissions of
$1.4 million under the At Market Issuance Salese®gnent discussed in more detail above. Duringaheegeriod in fiscal 2010, we sold
approximately 0.3 million shares with gross proce$d.7 million under the At Market Issuance Salgse&ment. In addition, we sold 1.9
million shares to Seaside 88, LP, a private investnfirm, with gross proceeds of $1.9 million, hetquarter ended June 30, 2010. On
June 11, 2009, Berg & Berg purchased 1,256,28%sharour common stock for cash at a price peresbb$1.99 for an aggregate purchase
price of $2,500,000. Proceeds from the issuanstoak options were zero during the first quartefisafal 2011, as compared to $0.1 million
during the first quarter of fiscal 2010.

Subsequent Event

On July 23, 2010, Berg & Berg loaned $2,500,000Gbenpany. In connection with the loan, the Compeaxscuted a promissory
note in favor of Berg & Berg. The promissory nctgayable on November 15, 2010 and bears interastate of 3.5% per annum

On July 27, 2010, the Company'’s Board of Directarthorized the Company to request and enter itaslérom Berg & Berg, Mr.
Berg, or their affiliates in an amount of up to ¥Lillion (inclusive of the July 23, 2010 loarf),as and when needed from time to time.

The managing member of Berg & Berg is Carl E. Baigo is Chairman of the Company’s Board of Direstand the principal
stockholder of the Company.

Capital Commitments and Debt
At June 30, 2010, we had no significant commitmémt&apital expenditures for the next 12 months.

Our cash obligations for short-term, long-term daid interest, gross of unaccreted discount, cusad the following (in
thousands):

June 30,
2010
1998 long-term debt to Berg & Berg $ 14,95(
2001 long-term debt to Berg & Berg 20,00
2005 long-term debt to third-party 20,00
Long term portion of interest payable on debt 28,12z
Current portion of interest payable on debt 76

Total $ 83,14¢
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Repayment obligations of long-term debt principab&June 30, 2010 are (in thousands):

Fiscal year ending March 31,

2015 and
2011 2012 2013 2014 thereafter Total

Principal repayment $ 20,00 $ — % 34,95( $ — 3 — 3 54,95(

Inflation

Historically, our operations have not been mathriafifected by inflation. However, our operationayrbe affected by inflation in tl
future.

Tabular Disclosure of Contractual Obligations

The following table sets forth, as of June 30, 206wOscheduled principal, interest and other ceite annual cash obligations due
for each of the periods indicated below (in thowlsan

Payment Due by Period

Less than More than
Total One Year 1-2 Years 3-5 Years 5 Years
Contractual obligations:
Short-term debt obligations, n
of debt discount 19,89¢ 19,89¢ — — —
Long-term debt obligations, n
of debt discount 34,85¢ — 34,85¢ — —
Current and long-term interes
payable 28,19¢ 76 28,122 — —
Operating lease obligations 1,33¢ 502 701 130 —
Purchase obligations 22,38: 22,38: — — —
Redemption of convertible
preferred stock 9,42¢ 9,42¢ — — —
Total $ 116,09« $ 52,28: $ 63,681 $ 130 $ —

The terms of the certificates of designation fa Series C-1 Convertible Preferred Stock and thie$S€-2 Convertible Preferred
Stock initially provided that the deadline for retgion was December 15, 2005. Pursuant to assignageeements entered into between us
and Berg & Berg, Berg & Berg waived the requiremtiiat the Series C-1 Convertible Preferred Stock@eries C-2 Convertible Preferred
Stock be redeemed on this date. There currentip@redemption deadlines, but the preferred shaeesubject to redemption or conversion
at the holder’s discretion. As described abovéoalgh dividends are not due, they are continuirectwue (currently $818,000 as of June 30,
2010). The total above for Redemption of Convegtibieferred Stock includes accrued dividends.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURE S ABOUT MARKET RISK

We considered the provisions of Financial ReporRajease No. 48, “Disclosures of Accounting Pofidier Derivative Financial
Instruments and Derivative Commodity Instrumenisl Bisclosures of Quantitative and Qualitative tnfation about Market Risk Inherent
in Derivative Commodity Instruments.”

Foreign Currency Exchange Risk . As a result of our foreign operations, we hagaificant expenses, assets and liabilities that ar
denominated in foreign currencies. A significantioer of our employees are located in Asia. Theegfarsubstantial portion of our payroll
well as certain other operating expenses are pattei China RMB. Additionally, we purchase materi@hd components from suppliers in
Asia. While we pay many of these suppliers in Wi@&lars, their costs are typically based upon tleall currency of the country in which they
operate. The majority of our revenues are receivédlS. dollars.

As a consequence, our gross profit, operating teguiofitability and cash flows are adversely etiéel when the dollar depreciates
relative to other foreign currencies. We have di@aarly significant currency rate exposure to s in the exchange rate between the |



to the U.S. dollar. For example, to the extent thatneed to convert U.S. dollars for our operatiappreciation of the RMB against
the U.S. dollar would have an adverse effect oratheunt we receive from the conversion.

We have not used any forward contracts, currencsotndngs or derivative financial instruments forrpases of reducing our
exposure to adverse fluctuations in foreign curyesxchange rates.
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Interest Rate Sensitivity . Our exposure to interest rate risk primarilyates to a $20.0 million loan agreement we entertedan July
13, 2005, with a third party finance company withaamljustable interest rate equal to the greatér&§% or the sum of the LIBOR rate plus
4.0% (2.75% at June 30, 2010).

We are exposed to financial market risks, includihgnges in foreign currency exchange rates aeceisitrates.

The following table presents the principal castw8 by year of maturity for our total debt obligeats held at June 30, 2010 (in
thousands):

Expected Maturity Date

2011 2012 2013 2014 2015 Thereafter Total
Fixed rate debt $ — 3 — 3 20,00 $ — 3 — 3 — 3 20,00(
Variable rate debt $ 20,00C $ — 3 14,95 $ — % — 3 — $  34,95C

Based on borrowing rates currently available tofaséoans with similar terms, the carrying valdeoar debt obligations
approximates fair value.

ITEM 4. CONTROLS AND PROCEDURES

The term “disclosure controls and procedures” seferthe controls and other procedures of a comtiatyare designed to ensure
that information required to be disclosed by thmpany in the reports that it files under the Ex@®Act is recorded, processed, summarized
and reported, within required time periods. Disalescontrols and procedures include, without litiofa controls and procedures designed to
ensure that information required to be disclosetthéreports the Company files or submits undeEskehange Act is accumulated and
communicated to our management, including our Chiefcutive Officer and Chief Financial Officer, &spropriate to allow timely decisions
regarding required disclosure.

The Company conducted an evaluation, under thergigfmn and with the participation of the Companptincipal executive officer
and principal financial officer, of the effectivesseof the design and operation of the Compaudisclosure controls and procedures (as de
in the Securities Exchange Act of 1934 Rules 13@)1&nd 15d-15(e), as amended) as of June 30, Based upon that evaluation, the Chief
Executive Officer and Chief Financial Officer congéd that the Company’s disclosure controls andgutores as of the end of the period
covered by this Report were effective.

There have been no significant changes in ourriaterontrols or in other factors that have matbriaffected, or are reasonably
likely to materially affect, our internal controber financial reporting.
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PART Il - OTHER INFORMATION

ITEM1. LEGAL PROCEEDINGS

On January 31, 2007, the Company filed a claimreg&thostech Lithium Inc. in the Federal Court an@da (Valence Technology,
Inc. v. Phostech Lithium Inc. Court File No. T-20%) alleging infringement of Valence Canadian Pa2895,115.

Subsequently, on April 2, 2007, the Company filachenended claim alleging infringement of Valendgeéénadian Patents 2,483,918
and 2,466,366. The action is in the discovery phlse Company is seeking monetary damages andcimnjerrelief for the acts of Phostech
in manufacturing, using and selling phosphate aghoaterial that infringes the asserted Valencea@ian Patents.

On February 14, 2006, Hydro-Quebec filed an adligainst the Company in the United States Distrair€for the Western District
of Texas (Hydro-Quebec v. Valence Technology, Ghation No. AO6CA111). In its amended complainedl April 13, 2006, Hydro-Quebec
alleges that Saphidhl Technology, the technology utilized in all of tiempany’s commercial battery products, infringeS.UPatent Nos.
5,910,382 and 6,514,640 exclusively licensed torBh@uebec. Hydro-Quebectomplaint seeks injunctive relief and monetampages. Th
action was stayed by the Court pending a finalrdgteation of reexaminations of the two patentshyy YSPTO. The reexaminations are
complete and Hydro-Quebec has filed an amended @amplleging infringement of certain amended igiin the two patents. The
Company has filed a response denying the allegatiothe amended complaint as well as filing a teucomplaint seeking damages from
Hydro-Quebec, the University of Texas, and Phosté&bk litigation is now proceeding.

The Company is subject, from time to time, to vasiclaims and litigation in the normal course ofibass. In the Compary’
opinion, all pending legal matters will not haveaterial adverse effect on the Company’s consailfihancial statements.

ITEM 1A. RISK FACTORS

In addition to the risk factors included in Item dAour Annual Report on Form 10-K for the fiscalby ended March 31, 2010, filed
with the SEC on June 14, 2010, the following addiil and/or updated risk factors are applicable:

At any given time we might not meet the continuedsting requirements of the NASDAQ Capital Market.

Given the volatility of our stock and trends in 8teck market in general, at any given time we migit meet the continued listing
requirements of The NASDAQ Capital Market. Amongeatrequirements, NASDAQ requires the minimum bidepof a company’s
registered shares to be $1.00. On June 29, 201fkaeéved written notice from The NASDAQ Stock Metrkndicating that we were not in
compliance with the $1.00 minimum bid price reqmient for continued listing on The NASDAQ Capital iet, as set forth in Listing Rule
5550(a)(2). Since June 29, 2010, the closing himef our common stock has remained below $1f00elare not able to maintain the
requirements for continued listing on The NASDAQEa Market, we could be de-listed and it coulddna materially adverse effect on the
price and liquidity of our common stock.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

None.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES
None.

ITEM 4. [REMOVED AND RESERVED]

ITEM 5. OTHER INFORMATION

None.
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ITEM 6. EXHIBITS

The following exhibits are included as part of tfiimg and incorporated herein by this reference:

Number Description of Exhibit Method of Filing
3.1 Second Restated Certificate of Incorporation of thelncorporated by reference to the exhibit so desdrib the Company’s
Company Registration Statement on Form S-1 (File No. 336%)7as amended,

filed with the Securities and Exchange CommissioMarch 27, 1992.

3.2 Amendment to the Second Restated Certificate of Incorporated by reference to Exhibit A to the Compa Schedule 14A
Incorporation of the Company filed with the Securities and Exchange Commissiodanuary 28, 2000.

3.3 Certificate of Designations, Preferences and Rightdncorporated by reference to Exhibit 3.1 to the @any’s Current Report
Series C-1 Convertible Preferred Stock on Form 8-K dated November 30, 2004, filed with 8ezurities and

Exchange Commission on December 1, 2004.

3.4 Certificate of Designations, Preferences and Rightdncorporated by reference to Exhibit 3.2 to the @any’s Current Report
Series C-2 Convertible Preferred Stock on Form 8-K dated November 30, 2004, filed with Seeurities and
Exchange Commission on December 1, 2004.

3.5 Fourth Amended and Restated Bylaws of the Incorporated by reference to Exhibit 3.1 to the @any’s Current Report
Company on Form 8-K, dated January 18, 2008, filed with $ieeurities and
Exchange Commission on January 22, 2008.
10.1 Promissory Note dated July 23, 2010 issued by thelncorporated by reference to Exhibit 10.1 to thenpany’s Current
Company to Berg & Berg Enterprises, LLC Report on Form 8-K, dated July 23, 2010, filed with Securities and

Exchange Commission on July 29, 2010.

31.1 Certification of Robert L. Kanode, Principal Filed herewith.
Executive Officer, pursuant to Rule 13a-14 and 15d-
14 of the Securities Exchange Act of 1934

31.2 Certification of Ross A. Goolsby, Principal Finaaci Filed herewith.
Officer, pursuant to Rule 13a-14 and 15d-14 of the
Securities Exchange Act of 1934

32.1 Certification of Robert L. Kanode, Principal Filed herewith.
Executive Officer, pursuant to 18 U.S.C. Section
1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002

32.2 Certification of Ross A. Goolsby, Principal Finaaci Filed herewith.
Officer, pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002
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SIGNATURE

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly causisdréport to be signed on its behalf by the
undersigned thereto duly authorized.

VALENCE TECHNOLOGY, INC.

Date: August 4, 2010 By: /s/ Robert L. Kanode
Robert L. Kanode
Chief Executive Officer
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EXHIBIT INDEX
Number Description of Exhibit Method of Filing
3.1 Second Restated Certificate of Incorporation of thelncorporated by reference to the exhibit so desdrib the Company’s
Company Registration Statement on Form S-1 (File No. 336%),7as amended,
filed with the Securities and Exchange CommissioiMarch 27, 1992.
3.2 Amendment to the Second Restated Certificate of Incorporated by reference to Exhibit A to the Compa Schedule 14A
Incorporation of the Company filed with the Securities and Exchange Commissiodanuary 28, 2000.
3.3 Certificate of Designations, Preferences and Rightdncorporated by reference to Exhibit 3.1 to the @any’s Current Report
Series C-1 Convertible Preferred Stock on Form 8-K dated November 30, 2004, filed with 8ezurities and
Exchange Commission on December 1, 2004.
3.4 Certificate of Designations, Preferences and Rightdncorporated by reference to Exhibit 3.2 to the @any’s Current Report
Series C-2 Convertible Preferred Stock on Form 8-K dated November 30, 2004, filed with Seeurities and
Exchange Commission on December 1, 2004.
3.5 Fourth Amended and Restated Bylaws of the Incorporated by reference to Exhibit 3.1 to the @any’s Current Report
Company on Form 8-K, dated January 18, 2008, filed with $ieeurities and
Exchange Commission on January 22, 2008.
10.1 Promissory Note dated July 23, 2010 issued by thelncorporated by reference to Exhibit 10.1 to thenpany’s Current
Company to Berg & Berg Enterprises, LLC Report on Form 8-K, dated July 23, 2010, filed with Securities and
Exchange Commission on July 29, 2010.
31.1 Certification of Robert L. Kanode, Principal Filed herewith.
Executive Officer, pursuant to Rule 13a-14 and 15d-
14 of the Securities Exchange Act of 1934
31.2 Certification of Ross A. Goolsby, Principal Finaaici Filed herewith.
Officer, pursuant to Rule 13a-14 and 15d-14 of the
Securities Exchange Act of 1934
32.1 Certification of Robert L. Kanode, Principal Filed herewith.
Executive Officer, pursuant to 18 U.S.C. Section
1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002
32.2 Certification of Ross A. Goolsby, Principal Finaaci Filed herewith.

Officer, pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002
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EXHIBIT 31.1
CERTIFICATIONS
I, Robert L. Kanode, certify that:
1. I have reviewed this quarterly reportForm 10-Q of Valence Technology, Inc.;

2. Based on my knowledge, this reportsduoa contain any untrue statement of a matergldaomit to state a material fact necessary
to make the statements made, in light of the cistarmces under which such statements were madmisleding with respect to the period
covered by this report;

3. Based on my knowledge, the finandiatiesnents, and other financial information includethis report, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4, The registrast’other certifying officer(s) and | are responsildleestablishing and maintaining disclosure cdstemd procedures (
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirag defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controlsmndedures, or caused such disclosure controlpantgdures to be designed under
our supervision, to ensure that material infornmatielating to the registrant, including its condated subsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepared;

b) Designed such internal control oveaficial reporting, or caused such internal cortvelr financial reporting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

C) Evaluated the effectiveness of théstegnt’s disclosure controls and procedures ardgnted in this report our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyelis report based on such evaluation;
and

d) Disclosed in this report any changthmregistrant’s internal control over financieporting that occurred during the
registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an aimeport) that has materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

5. The registrant’s other certifying o#i(s) and | have disclosed, based on our moshtreg@luation of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and maaérveaknesses in the design or operation of imlezantrol over financial reporting
which are reasonably likely to adversely affectbgistrant’s ability to record, process, summaaizd report financial information; and

b) Any fraud, whether or not materiahttimvolves management or other employees who aaignificant role in the
registrant’s internal control over financial repogt

Date: August 4, 2010
/s/ Robert L. Kanod

By: Robert L. Kanod:
Title: Chief Executive Office




EXHIBIT 31.2
CERTIFICATIONS
I, Ross A. Goolshy, certify that:
1. I have reviewed this quarterly reportForm 10-Q of Valence Technology, Inc.;

2. Based on my knowledge, this reportsdog@t contain any untrue statement of a mater@ldaomit to state a material fact neces
to make the statements made, in light of the cistances under which such statements were madejisieading with respect to the per
covered by this report;

3. Based on my knowledge, the finandiatiesnents, and other financial information includethis report, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4, The registrast’other certifying officer(s) and | are responsildleestablishing and maintaining disclosure cdstemd procedures (
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirag defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

€)) Designed such disclosure controls@mdedures, or caused such disclosure controlpmugdures to be designed under
our supervision, to ensure that material infornmatielating to the registrant, including its condated subsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepared;

(b) Designed such internal control oveaficial reporting, or caused such internal cordxar financial reporting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

(c) Evaluated the effectiveness of thggsteant’s disclosure controls and procedures and preséntais report our conclusiol
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougyelis report based on such evaluation;
and

(d) Disclosed in this report any changghie registrant’s internal control over finanaigborting that occurred during the
registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an aimeport) that has materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

5. The registrant’s other certifying o#i(s) and | have disclosed, based on our moshteg@luation of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

€)) All significant deficiencies and midé weaknesses in the design or operation of alecontrol over financial reporting
which are reasonably likely to adversely affectrbgistrant’s ability to record, process, summaaizd report financial information; and

(b) Any fraud, whether or not materialatinvolves management or other employees who aaignificant role in the
registrant’s internal control over financial repogt

Date: August 4, 2010
/sl Ross A. Goolsby

By: Ross A. Goolsh
Title: Chief Financial Office




EXHIBIT 32.1

CERTIFICATIONS

This certification is provided pursuant to Sect8fl6 of the Sarbanes-Oxley Act of 2002 and acconegathie quarterly report on Form 10-Q
(the “Form 10-Q”) for the quarter ended June 3Q,R2®f Valence Technology, Inc. (the “Issuer”).

I, Robert L. Kanode, the Principal Executive Officd the Issuer, certify that to the best of my Wiedge:

() the Form 10-Q fully complies with the requirents of Section 13(a) or Section 15(d) of the SaearExchange Act of
1934 (15 U.S.C. 78m(a) or 780(d)); and

(i) the information contained in the Form 10-Qrfapresents, in all material respects, the finahcondition and results of
operations of the Issuer.

Dated: August 4, 2010
/s/ Robert L. Kanode
By: Robert L. Kanode
Title: Chief Executive Officer




EXHIBIT 32.2
CERTIFICATIONS

This certification is provided pursuant to Sect8fl6 of the Sarbanes-Oxley Act of 2002 and acconegathie quarterly report on Form 10-Q
(the “Form 10-Q”) for the quarter ended June 3A@6f Valence Technology, Inc. (the “Issuer”).

I, Ross A. Goolshy, the Principal Financial Offieérthe Issuer, certify that to the best of my kiexige:

() the Form 10-Q fully complies with the requirents of Section 13(a) or Section 15(d) of the SaearExchange Act of
1934 (15 U.S.C. 78m(a) or 780(d)); and

(i) the information contained in the Form 10-Qrfapresents, in all material respects, the finahcondition and results of
operations of the Issuer.

Dated: August 4, 2010
/sl Ross A. Goolsby
By: Ross A. Goolshy
Title: Chief Financial Officer




