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VALENCE TECHNOLOGY, INC.
NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
TIME 9:00 a.m. Central Daylight Time on August 22, 2(

PLACE Valence Technology, Inc.
Conference Room
12303 Technology Blvd., Suite 950
Austin, TX 78727

ITEMS OF BUSINESS (1) To elect five members of the Board of Directt

(2) To ratify the appointment of PMB Helin, Donovan,Rlas the
Company’s registered independent public accourfiingfor
the fiscal year ending March 31, 20!

(3) To transact such other business as may properlg d@fore
the meeting and any adjournment or postponer

RECORD DATE You can vote if, at the close of business on JuBOD8, you were a
stockholder of the Company. It is anticipated that2008 Annual
Report and this Proxy Statement and the accompamyioxy card
will be mailed to stockholders commencing on oruthsugust 4,
2008.

PROXY VOTING All stockholders are cordially invited to attenetAnnual Meeting
in person. However, to ensure your representatitmesAnnual
Meeting, you are urged to vote promptlydigning and returning tt
enclosed proxy card or, if you hold your sharestieet name, by
accessing the World Wide Web site indicated onvtitang
instructions accompanying your proxy card to vagetkie Internet

July 29, 2008 /sl Robert L. Kanod
Robert L. Kanode
Chief Executive Office




VALENCE TECHNOLOGY, INC.

12303 Technology Blvd., Suite 9t
PROXY STATEMENT Austin, Texas 7872

These proxy materials are delivered in connectith the solicitation by the Board of Directors @aked to as the “Board”) of Valence
Technology, Inc., a Delaware corporation (refeteds the “Company,” “we” or “us”), of proxies te lvoted at our Annual Meeting of
Stockholders for the fiscal year ended March 30828nd at any adjournments or postponements.

You are invited to attend our Annual Meeting of &loolders on Friday, August 22, 2008, beginning:@0 a.m. Central Daylight Time.
The meeting will be held at Valence Technology,,|4€303 Technology Blvd., Suite 950, Austin, T8,/27.

This Proxy Statement and form of proxy are beingledao stockholders commencing on or about Augu&008. Our 2008 Annual
Report, which is not part of the proxy solicitatioraterials, is enclosed.

Stockholders Entitled to Vote

Holders of our common stock at the close of busiresJuly 7, 2008, are entitled to receive thisceodnd to vote their shares at the
Annual Meeting. Common stock is the only outstagdilass of securities entitled to vote at the Ahdeting. As of July 7, 2008, the
record date for determination of stockholders Edtito notice of and to vote at the Annual Meetithgre were 117,137,289 shares of our
common stock outstanding. A list of stockholderstlenl to vote at the Annual Meeting will be avéila at the Annual Meeting and at our
principal executive offices, between the hours:60%.m. and 5:00 p.m., for 10 days prior to thedal Meeting.

Voting

Each share of our common stock is entitled to arie vn each matter properly brought before the imgeAll shares entitled to vote and
represented by properly executed proxies receivied fo the Annual Meeting, and not revoked, wil boted at the Annual Meeting in
accordance with the instructions indicated on thgyseies. If you sign and return your proxy with@pecifying how the shares represented
thereby are to be voted, the proxy will be votedRRBe election of the directors proposed by ourrBad Directors unless the authority to
vote for the election of such directors is withhetdl, if no contrary instructions are given, thexgrwill also be voted FOR the approval of
Proposal Two as described in this Notice of AnMakting and proxy statement. You may revoke or gbarour proxy at any time before
Annual Meeting by filing with our Corporate Secmgtat our principal executive offices at 12201 Tralogy Blvd., Suite 150, Austin, TX,
78727, a notice of revocation or another signedywath a later date.

Proxies

Your vote is important. If your shares are registiein your name, you are a stockholder of recdrgbdir shares are in the name of your
broker or bank, your shares are held in street nélieeencourage you to vote by proxy so that yoareshwill be represented and voted at the
meeting even if you cannot attend. All stockhold=as vote by written proxy card. Your submissiorhaf enclosed proxy will not limit your
right to vote at the Annual Meeting if you latercae to attend in person. All street name stockéialclso can vote by proxy via the Internet.
If your shares are held in street name, you musibtain a proxy, executed in your favor, from the héder of record in order to be able tc
vote at the meeting.

Internet Voting
A number of brokerage firms and banks offer Intekming options. The Internet voting procedures @esigned to authenticate

stockholders’ identities, to allow stockholdergytee their voting instructions and to confirm tlsédckholders’ instructions have been
recorded properly. Stockholders should check theiry card or




voting instructions forwarded by their broker, balother holder of record to see how they may vaehe Internet. Stockholders voting via
the Internet should understand that there may bs @ssociated with electronic access, such ag usagges from telephone companies and
Internet access providers that must be borne bgttiekholder.

Quorum

The presence, in person or by proxy, of a majaftthe votes entitled to be cast by the stockhal@etitled to vote at the Annual Meet
is necessary to constitute a quorum. Abstentiodsbaoker non-votes will be included in the numbkstmares present at the Annual Meeting
for determining the presence of a quorum. Broker-wates occur when a broker holding customer stesiin street name has not received
voting instructions from the customer on certain-noutine matters and, therefore, is barred byrtihes of the applicable securities exchange
from exercising discretionary authority to voteshaecurities.

Delivery of Documents to Security Holders Sharing @ Address

We are delivering, or making available electrorigahis Proxy Statement and our 2008 Annual Refmdl stockholders of record as of
the record date. Stockholders residing in the sapusehold who hold their shares in the name afrék bbroker or other holder of record n
receive only one Proxy Statement and Annual Rappreviously notified by their bank, broker or ethholder. This process by which only
one annual report or proxy statement, as the cayebe, is delivered to multiple security holderarging an address, unless contrary
instructions are received from one or more of #eusty holders, is called “householding.” Housetiod may provide convenience for
stockholders and cost savings for companies. ®agean, householding may continue unless instrugtiorthe contrary are received from
one or more of the stockholders within the housghol

Street name stockholders in a single householdret®ived only one copy of the Proxy Statement andu&l Report may request to
receive separate copies in the future by followngyinstructions provided on the voting instructform sent to them by their bank, broker or
other holder of record. Similarly, street nameckhmlders who are receiving multiple copies mayesq that only a single set of materials be
sent to them in the future by checking the appedprbox on the voting instruction form. Otherwisteeet name stockholders should contact
their bank, broker, or other holder.

Copies of this Proxy Statement and the 2008 Annu&eport on Form 10-K, including the financial statenents, financial statement
schedules and exhibits, are available promptly witbut charge by calling 512-527-2900, or by writingat Investor Relations, Valence
Technology, Inc., 12201 Technology Blvd, Suite 158ustin, Texas 78727. If you are receiving multiple copies of this Pyd&tatement
and the Annual Report, you also may request ocaliy writing to receive a single copy of this Pyd&tatement and the Annual Report by
calling 512-527-2900, or writing to Investor Retats, Valence Technology, Inc., 12201 TechnologydB&uite 415, Austin, Texas 78727.

Solicitation Of Proxies

We will bear the entire cost of solicitation, indlag the preparation, assembly, printing and mgibifithis proxy statement, the proxy ¢
any additional solicitation materials furnishedhe stockholders. Copies of solicitation mateneils be furnished to brokerage houses,
fiduciaries and custodians holding shares in thaeimes that are beneficially owned by others sotttegt may forward this solicitation mate
to such beneficial owners. In addition, we may tainse such persons for their costs in forwardimgsthlicitation materials to such beneficial
owners. The original solicitation of proxies by imaay be supplemented by a solicitation by teleghdo@legram or other means by our
directors, officers or employees. No additional pemsation will be paid to these individuals for augh services. Except as described ak
we do not presently intend to solicit proxies ottiem by mail.




Code Of Ethics

We have adopted a Code of Ethics and Business Cbagplicable to all of our employees, including @hief Executive Officer, Chief
Financial Officer, Principal Accounting Officer amdl other senior financial executives, and to dinectors when acting in their capacity as
directors. Our Code of Ethics and Business Coniduésigned to set the standards of business cbaddethics and to help directors and
employees resolve ethical issues. The purposardCode of Ethics and Business Conduct is to ertsutfee greatest possible extent that our
business is conducted in a consistently legal dnida manner. Employees may submit concerns mptaints regarding audit, accounting,
internal controls or other ethical issues on aicemtial basis by means of a télee telephone call or an anonymous email. Wesiigate al
concerns and complaints. Copies of our Code ofridéss Conduct and Ethics are available to investeesof charge upon written request.
Any request should be sent by mail to Valence Teldgy, Inc., 12201 Technology Blvd, Suite 150, AnsTexas 78727, Attn: General
Counsel or should be made by telephone by calliege@al Counsel at (888) 825-3623.

We intend to disclose on our website amendmentsr twaivers from, any provision of our Code of Ethand Business Conduct that
apply to our Chief Executive Officer, Chief FinaalcDfficer, Principal Accounting Officer and persoperforming similar functions and
amendments to, or waivers from, any provision whialhtes to any element of our Code of Ethics ansifss Conduct described in Item 406
(b) of Regulation S-K.

Our Code of Business Conduct and Ethics is postenlio Internet website under the “Corporate Govecaatab of our “Investor
Relations” page, which can be found by clicking‘about Us” from our Internet website located at wvastivepower.com.

Stockholder Proposals

Any stockholder who intends to present a propostiea2009 Annual Meeting of Stockholders for irsitun in our Proxy Statement and
proxy form relating to that Annual Meeting must Bubthe proposal to us at our principal executiffeces by March 31, 2009. In addition,
the event we do not receive a stockholder propgmsdarch 31, 2009, the proxy to be solicited by Board for the 2009 Annual Meeting w
confer discretionary authority on the holders & finoxy to vote the shares if the proposal is prieskat the 2009 Annual Meeting without
any discussion of the proposal in the Proxy Starerfee that meeting.

The Securities and Exchange Commission’s rulesegulations provide that if the date of our 200 Aal Meeting is advanced or
delayed more than 30 days from the date of the 200fial Meeting, we must receive stockholder prafmsitended to be included in the
proxy materials for the 2009 Annual Meeting withimeasonable time before we begin to print and thaiproxy materials for the 2009
Annual Meeting.




PROPOSAL ONE: ELECTION OF DIRECTORS

Proposal One is the election of five members ofBaard. Our Fourth Amended and Restated Bylawsigeathat the number of direct:
constituting the Board shall be between four an@sgto be fixed by the Board from time to timeeTBoard has currently fixed the number
of directors at five.

Unless otherwise instructed, the proxy holders wvate the proxies received by them for the nomimeased below. If any nominee is
unwilling to serve as a director at the time of rual Meeting, the proxies will be voted for suather nominee(s) as shall be designated by
the then current Board to fill any vacancy. We haggeason to believe that any nominee will be ieabunwilling to serve if elected as a
director.

The Board proposes the election of the followinghimees as directors:

Carl E. Berg
Vassilis G. Keramida
Donn V. Tognazzin
Robert L. Kanodt
Bert C. Robert:

If elected, the foregoing five nominees are expktteserve until the 2009 Annual Meeting of Stodkleos. The five nominees for
election as directors at the Annual Meeting wheezthe highest number of affirmative votes wél dected.

The principal occupation and certain other infolioratbout the nominees and certain executive affiead significant employees are set
forth on the following pages.

The Board of Directors Unanimously Recommends a Vet“FOR” the Election of the Nominees Listed Above.
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MANAGEMENT
Directors and Executive Officers

The following tables set forth certain informatiaith respect to our directors, officers and sigmfit employees as of July 10, 2008. The
following persons serve as our directors:(1)

Directors Age Present Position

Carl E. Berg (1 70 Director and Chairman of the Boe

Robert L. Kanodt 58 Director

Vassilis G. Keramidas (2)( 68 Director

Bert C. Roberts (2)(z 64 Director

Donn V. Tognazzini (2)(3)(4 74 Director

(1) Mr. Berg was a member of the Compensation Committe# his resignation in September 2007.

(2) Member of Audit Committee.

€)) Member of the Compensation Committee.

4) Mr. Tognazzini was appointed to the Board on JUlg@®8, including as the Chairman of the Audit Cdttee and as a member of

the Compensation Committee.

The following persons serve as our executive office

Executive Officers Age Present Position

Robert L. Kanodt 58 Chief Executive Officer and Preside

Roger A. Williams 60 General Counsel, Vice President of Legal and Aasstssecretar
Joel Sandar 56 Vice President of Engineering and Product Develapir

Our executive officers are appointed by and settkeadiscretion of the Board. There are no faméhationships between any director
and any executive officer.

Carl E. Berg . Mr. Berg helped found us, has served on the @siuace September 1991 and currently serves ashthgman of the
Board. Mr. Berg has been a major Silicon Valleyustrial real estate developer and a private vertapital investor. Mr. Berg also serve
the chairman of the board, chief executive offiged director of Mission West Properties, Inc., @ estate investment company; and as a
director of Monolithic Systems, Inc., and Focus &mtements, Inc. Mr. Berg holds a Bachelor of Aeggree in Business Administration
from the University of New Mexico, Albuquerque.

Robert L. Kanode . Mr. Kanode joined us as our President and (kefcutive Officer in March 2007 and is a membeowf Board.
Mr. Kanode has over 13 years of experience in #itely industry. He served as a senior partnert lier Sales & Performance Group, a
consulting group based in New York, where he wonkétl Fortune 500 companies to commercialize thedducts and services, to develop
manufacturing, marketing, sales and service funstiand to identify and develop global niche redaidl OEM markets. Prior to his tenure
there, Mr. Kanode served as president of OptiTe€ knd other private companies.

Vassilis G. Keramidas. Dr. Keramidas joined us as a director in Aug@@4. Dr. Keramidas currently serves as the magadjrector
of Keramidas International Associates, LLC, whichvides consulting services in
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connection with the generation, management, comalation and disposition of intellectual propertgchnology commercialization and
strategic research planning. He is currently ador of Twenty First Century Battery, LTD. Fro@9l to 2003, Dr. Keramidas served as
vice president of formative technologies at Tel@ftechnologies (formerly Bellcore), and from 19841997, he served in director and
executive director of research positions with Bakc Prior to that, Dr. Keramidas worked as aaeseer and research director at Bell
Laboratories from 1973 to 1983. Dr. Keramidas b@dachelor’'s Degree in Physics from Rockford €@l a Bachelor's Degree in
Electrical Engineering from the University of Ilbis, a Master’s Degree in Physics from John Cabdalversity and a Ph.D. in Solid State
Science (Applied Physics) from the Materials Rese&laboratory of Pennsylvania State Universityr e contributions to his field and his
technical leadership, Dr. Keramidas has been alectecllow of the Institute of Electrical and Electic Engineers.

Bert C. Roberts, Jr. Mr. Roberts originally joined us as a directod®02 and served until 1993 prior to rejoining ssalirector in
1998. Mr. Roberts served as the outside chairrh@iiosldCom, Inc. from 1998 until December 2002. @ty 21, 2002, WorldCom, Inc. a
substantially all of its active U.S. subsidiari#sd voluntary petitions for reorganization unddrapter 11 of the U.S. Bankruptcy Code in the
United States Bankruptcy Court for the Southerrtrigisof New York. Mr. Roberts served as chairnodtCl, a telecommunications
company, from 1996 until 1998, chairman and chiefcaitive officer from 1992 to 1996, and chief exeaofficer in 1991 after having
served as president and chief operating officazesitP85. Mr. Roberts serves on the board of thet®e Cancer Foundation and is on the
advisory board of several high tech companies. Rberts holds a Bachelor of Science degree inrteeging from Johns Hopkins
University.

Donn V. Tognazzini. Mr. Tognazzini joined us as a director in Julp0 From November 1998 to December 2007, pridistomerger
with Venoco Inc., he was the president and chietetive officer of Gato Corporation, an independghproducer. Mr. Tognazzini was
senior vice president and later executive viceifess of Starbuck, Tisdale & Associates, a profasal investment management firm, from
1986 to 2005. He has over four decades of exexetiperience in the financial services industrgluding serving as corporate vice presit
and manager for First Boston Corporation and Baldia¢sey, Stuart, Shields. Early in his career, Mignazzini served two years as a Naval
Intelligence officer. Mr. Tognazzini holds a Batdreof Arts degree from Stanford University and asdters in Business Administration from
Harvard Business School.

Roger A. Williams . Mr. Williams joined us in April 2001 and servas our General Counsel, Vice President of Legalfessistant
Secretary. Mr. Williams has been a practicingliatdual property attorney for 33 years, havingcticed in both private and corporate
positions. From 1991 to 2001, Mr. Williams senasdchief patent counsel and associate general eldianghe pharmaceutical company C
Searle & Co. Mr. Williams has his Juris Doctor deggfrom Drake University Law School and a BachefoBcience degree in Chemistry
from Western lllinois University. He is a membéitlee California and Indiana bars.

Joel Sandahl. Mr. Sandahl joined us in June 2006 and servesigY¥ice President of Engineering and Product Diuaent, leading
our worldwide engineering operations. Prior tmjog Valence, he founded and served as presidamtoofompanies, Complex Systems, Inc.
and Simulcomm LLP. Previously, Mr. Sandahl serasdhe chief system architect for E. F. Johnsaerthbr of advanced development for
Quintron Corporation; and a product manager, erging manager, and lead engineer for Harris Cotjwora Further, he has served as a
principal consultant for numerous high-tech comeamncluding Xerox Corporation, Eastman Kodak Caomypand Rockwell International.
He is a member of the Institute for Electrical Evagrs (IEEE) and the Association for Computing Maety (ACM).
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FURTHER INFORMATION CONCERNING THE BOARD OF DIRECTO RS

D irector Independence. Upon the appointment of John J. Locy to the BaarAugust 2007, our Board was comprised of a nitgjof
independent directors for the fiscal year endeddi&l, 2008. Prior to August 2007, our Board haégual number of independent direc
and directors who were not independent, as a rekthe death of Mr. Alan F. Shugart in Decembed@0Mr. Locy resigned from the Board
July 3, 2008; Donn V. Tognazzini was appointechBoard the same date. Our independent direa@sidefined in the NASDAQ listing
standards, are Vassilis G. Keramidas, Bert C. Rslzard Donn V. Tognazzini.

M eetings and Committees The Board held four meetings during fiscal 2688 acted nine times by unanimous written conSerd.
Board has an Audit Committee and a Compensationnitige. It currently does not have a Nominatingrnattee. Each director attended
75% or more of all the meetings of the Board amd¢hcommittees on which he served in fiscal 2008.

Audit Committee . During fiscal 2008, the Audit Committee consisté Vassilis G. Keramidas, Bert C. Roberts anchJah_ocy. Eac
of Messrs. Keramidas, Roberts and Locy are indegrardirectors within the meaning of the applicafeSDAQ listing standards and SEC
rules. In connection with his election to the Bhavir. Tognazzini was appointed Chairman of the inG@dmmittee, replacing Mr. Locy.

The Audit Committee recommends the engagementrofegistered independent public accounting firmiees the scope of the audit to
be conducted by the registered independent pubtiouating firm and periodically meets with the stgred independent public accounting
firm and our Chief Financial Officer and Vice PaEsit of Finance to review matters relating to anaricial statements, our accounting
principles and our system of internal accountingtiems, and reports its recommendations as to ppeoal of our financial statements to the
Board. The role and responsibilities of the Auglimmittee are more fully set forth in a written @kaadopted by the Board. The Charter is
attached as Appendix A hereto.

On behalf of the Board, the Audit Committee is msgble for providing an independent, objectiveigevof our auditing, accounting a
financial reporting process, public reports analdsures, and system of internal controls regarfimancial accounting. Messrs. Keramidas,
Roberts and Locy qualified as financially sophistid audit committee members as required by thicapfe NASDAQ listing standards.

Mr. Locy qualified as the financial expert on ounddt Committee in fiscal 2008 and until his resitjoia in July 2008; Mr. Tognazzini
gualifies as the financial expert on our Audit Coittee currently. The Board has determined thatthgit Committee can satisfactorily
discharge the duties and responsibilities of thrarodtee.

Compensation Committee. During fiscal 2008, the Compensation Committeesisted of Carl E. Berg (until September 2007534
G. Keramidas and John J. Locy. Mr. Berg resigmedhfthe Compensation Committee in September 200 ¢onnection with his election to
the Board, Mr. Tognazzini was appointed the Comaims Committee, replacing Mr. Locy. Messrs. Keidas, and Locy and Tognhazzini
are independent within the meaning of the appleE®ASDAQ listing standards. The Compensation Catemiis responsible for consider
and making recommendations to the Board regardiagugive compensation and is responsible for aditg@ring our stock option and
executive incentive compensation plans. The Cosgtean Committee held no meetings during fiscal®@0d acted twice by unanimous
written consent during fiscal 2008.

Director Nominations . We do not have a standing nominating commitiae. Board does not believe that it is necessarysao have
standing nominating committee as we have a relgtsmall Board and our independent directors vétlve in the capacity of a nominating
committee when necessary. All of our directordipigiate in the consideration of director nomineewever, consistent with applicable
NASDAQ listing standards, each director nominee trhesselected or recommended for the B’s selection by a majority of the indepenc
directors on our Board. We currently do not hawharter or written policy with regard to the noation process. In considering candidates
for directorship, the Board considers the enticdtgach candidate’s credentials and does not haysecific minimum qualifications that
must be met in order to be recommended as a noniheeBoard




does believe, however, that all Board members shisave the highest character and integrity, a egjautt for working constructively with
others, sufficient time to devote to Board mattrd no conflict of interest that would interferetwiheir performance as a director of a public
corporation.

Our Board may employ a variety of methods for idfgimg and evaluating nominees for director, indhglstockholder
recommendations. The Board regularly assesssizésthe need for particular expertise on the 8aad whether any vacancies are expe
due to retirement or otherwise. If vacancies ategated or otherwise arise, the Board will cdesivarious potential candidates for director
who may come to the Board’s attention through eurBoard members, professional search firms ordtarss, stockholders or other
persons. The Board may hire and pay a fee to ttamési or search firms to assist in the procesdeftifying and evaluating candidates. No
such consultants or search firms have been usdaktéoand, accordingly, no fees have been paidrteuttants or search firms in the past fi
year. The Board does not evaluate candidategeliffly based on who made the recommendation fasideration

Stockholders who wish to recommend a nominee fartigin as director at an annual stockholder meetingt submit their
recommendations at least 120 calendar days bédferéate that our Proxy Statement is released titsddders in connection with the
previous year's annual meeting of stockholderscl8tolders may recommend candidates for consideraty the Board by writing to our
Secretary at 12201 Technology Blvd, Suite 150, iwdtexas 78727, giving the candidate’s name, bgsiness and residence contact
information, biographical data, including the pipal occupation or employment of the candidatelifjcations, the class and number of our
shares, if any, beneficially owned by such candidatdescription of all arrangements or understeysdbetween the stockholder and the
candidate and any other person or persons (namém)tpursuant to which the nominations are to beentyy the stockholder and any other
information relating to the candidate that is regdito be disclosed in solicitations of proxiesdtegction of directors, or as otherwise requi
pursuant to Regulation 14A under the SecuritieshBrge Act of 1934, as amended, which we refer th@a&xchange Act. A written
statement from the candidate consenting to be na®edcandidate and, if nominated and electedri@ss a director should accompany
stockholder recommendation. Any stockholder whshes to recommend a nominee for election as diratso must provide his, her or its
name and address, as they appear in our booksytheer and class of shares beneficially owned b stockholder and any other
information that is required to be provided by sheckholder pursuant to our Fourth Amended andde$Bylaws and Regulation 14A un
the Exchange Act.

Policy on Attending the Annual Meeting. We encourage, but do not require, all incumipkénectors and director nominees to attenc
annual meetings of stockholders. At our 2007 AhiMeeting of Stockholders, one director out of fivas in attendance.

Stockholder Communications with the Board of Direcbrs. Stockholders may communicate with the Board by send letter to the
Board of Directors of Valence Technology, Inc., @ffice of the Secretary, 12201 Technology Blvdit&a50, Austin, Texas 78727. All
communications must contain a clear notation irtdigathat they are a “Stockholder-Board Commundrgtor “Stockholder—Director
Communication,” and must identify the author asoaleholder. The office of the Secretary will raaethe correspondence and forward it to
the Chairman of the Board or to any individual dioe or directors to whom the communication is clieel, unless the communication is
unduly hostile, threatening, illegal, does not ogebly relate to our company or our business, sinidlarly inappropriate. The office of the
Secretary has authority to discard any inappropi@ammunications or to take other appropriate astigith respect to any inappropriate
communications.

Directors’ Compensation. Our non-employee directors are eligible to recemsh compensation of $2,000 for each regularlycidbd
quarterly Board meeting and are eligible for reimggment for their expenses incurred in connectiith attendance at Board meetings in
accordance with Company policy. Directors whoeargloyees do not receive separate compensatidghdirservices as directors, but are
eligible to receive stock options under our 200@c&tOption Plan.

Each of our non-employee directors receives stq@tion grants pursuant to the 2000 Stock Option PIEme Company’s policy, as
established by the Compensation Committee, isantggach new director initial stock options to pase 100,000 shares of common stock
upon election to the Board. The per share exepise for these options will be the fair markelueaof a share of our common stock on the
day the options are granted. These options wdt ireequal quarterly installments over four yedrsaddition, each director re-elected to the
Board receives stock options to purchase 50,00@slud common stock. These options vest in equatgrly installments over three years.
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EXECUTIVE COMPENSATION
Compensation Discussion and Analysis
Overview

The principal responsibilities of the Compensat@mmmittee are to establish aggregate compensati@hs| sufficient to retain and attr
executives capable of leading the Company to iténess objectives including, but not limited topgiance with corporate governance
requirements and the analysis and implementati@fofure direction for the Company. Specificaityis the responsibility of the
Compensation Committee to establish and administepolicies governing employee compensation aratitoinister our employee benefits
plans, including the 1990 Stock Option Plan, 19@&mployee Directors’ Stock Option Plan, the 18&n-Officer Employee Stock Optic
Plan, as amended, and the 2000 Stock Option Pidiectively referred to as the “Plans”). The Compation Committee also evaluates the
performance of management.

Compensation Philosophy and Objectives

Our executive compensation program is designettrimcaand retain executives capable of leadinigp gsirsuit of our business objectiv
and to motivate them in order to enhance long-t&ieukholder value. Long-term equity compensatisn & used to harmonize the interests
of management and stockholders. The main elenoéii® program are competitive pay and equity itiges. Annual compensation for our
executive officers historically consists of tworakents: cash salary and stock options. We do n@ hananagement bonus plan; however, it
is expected that as we make further progress ireacdly the goals of its strategic business plaa,Gbmpensation Committee will recommi
the institution of a bonus plan as well.

We conduct an annual review of the aggregate lefvelir executive compensation as part of the anbuddet review and annual
performance review processes, which includes détargithe operating metrics and non-financial eletaeised to measure our performance
and to compensate our executive officers.

Setting Executive Compensation

The Company did not make any change to the compensarangements existing prior to the beginnihfiszal 2008 for the Company’
executive officers.

The Compensation Committee considers a varietydi¥idual and corporate factors in assessing oacatkve officers and making
informed compensation decisions. These factotadeceach officer’s contributions to our businelsgotives, the compensation paid by
comparable companies to employees in similar sitagt and, most importantly, our progress towargdslang-term business objectives.
When determining compensation for executive offcéine Compensation Committee looks to the follgwireasures in evaluating our
progress:

« the acquisition and management of capital to alisvito complete development and ultimately realigeificant revenues,

« the recruitment and retention of officers and othgrortant personnel,

» the progress of our product development programh, an

» the progress in our manufacturing capabilities.

2008 Executive Compensation Components

For the fiscal year ended March 31, 2008, the ppailcomponents of compensation for our executifiears were base salary and gre
of stock options.




Base Salary. We provide executive officers with competitivase salaries to compensate them for services mxhtiethe Company
during the fiscal year. The Compensation Committeelucts an annual compensation review of theutixecofficers. The salaries of all
executive officers are determined through mutugbtiations between the executive and the Compams&bmmittee. We may enter into
employment agreements with executive officers, liiclv case we are required to compensate those teseofficers in accordance with their
employment agreements. We currently have employagneements with our Chief Executive Officer aride/President of Engineering and
Product Development. We believe that employmergaments with key executives are in our best ister® assure continuity of
management.

Minimum base salaries for our Chief Executive Gffiand Vice President of Engineering and Produeel@ment are determined
pursuant to their employment agreements. Thes&main salaries, the amount of any increase oveetheéaimums and base salaries for the
executive officers whose salaries are not specifieth agreement are determined by the Compengatammittee based on a variety of
factors, including:

» compensation levels of similarly positioned exegutfficers in comparable companies;

» the performance of the Company as a whole;

» the performance of the business area or functiowfach the executive officer is responsible;

e gualitative factors reflecting the individual pemftance of the particular executive officer; and

« the recommendations of the Chief Executive Offiexcept in the case of his own compensation).

The base salary paid to each executive officeisaf year 2008 is reflected in the column titl&hlary” of the Summary Compensation
Table on page 11 of this Proxy Statement.

Long-Term Incentive Equity Awards . We have adopted equity incentive plans, whiavigie for the grant of incentive stock options
(within the meaning of Section 422 of the InterRalvenue Code) and non-qualified stock optionsitpbdéé employees and consultants of the
Company and its subsidiaries and non-employeetdigor the Company. Options previously grantedienithe Plans vest in equal
installments over 3-5 years from the grant datbjes to the optionee’s continued service with@wenpany or one of its subsidiaries. The
Company granted options to Executive Officers dyfiacal 2008. A summary of option grants is pded on page 12 of this Proxy
Statement under the heading “Grants of Plan-Baseards.”

Severance Please see the discussion of severance bedefitged below under the title “Employment AgreetsénThe Company
believes that it has structured its post-termimagiayments so as to be able to attract needed,thl#rto minimize the magnitude of its post-
termination financial obligations.

Tax Treatment

Section 162(m) of the Code generally disallows puimpanies a tax deduction for compensation aesx of $1,000,000 paid to their
chief executive officers and the four other moghhy compensated executive officers unless cegarformance and other requirements are
met. Our intent generally is to design and adrt@niexecutive compensation programs in a mannéemtifigoreserve the deductibility of
compensation paid to our executive officers, andeleve that a substantial portion of our curegcutive compensation program
(including the stock options and other awards thay be granted to our executive officers as desdridbove) satisfies the requirements for
exemption from the $1,000,000 deduction limitatidtowever, we reserve the right to design progrdrasrecognize a full range of
performance criteria important to our success, evieere the compensation paid under such programgaotebe deductible. The
Compensation Committee will continue to monitor tidve and other consequences of our executive cosagien program as part of its
primary objective of ensuring that compensatiord paiour executive officers is reasonable, perferoeabased and consistent with the goals
of the Company.
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SUMMARY COMPENSATION TABLE

The following table sets forth, as to our Chief Eixiééve Officer and each of our other four most hjgtompensated executive officers
whose compensation exceeded $100,000 during 2884 (referred to as the named executive officer&rmation concerning all
compensation paid for services to us in all capecior the year ended March 31 indicated below.

Stock
Name and principal Salary Bonus Awards Option All Other
position Year (%) (%) ($) Awards ($) Compensation ($) Total ($)
(1) (2) (3) (4)

Robert L. Kanode 2008 250,00((6) — — — 150,00((5) 400,00(
President and Chief Executive 2007 8,654 — — 24,50¢ 99t 34,15«
Officer

Galen Fischer (7) 2008 10,67: — — 140,87! — 151,54¢
Chief Financial Office 2007 — — — — —

Thomas F. Mezger (8) 2008 167,21 19,89¢ — 52,39( 100,9048) 340,40t
Former Chief Financial Officer an 2007 185,00( — — 85,33¢ 11,63( 281,96«
Assistant Secretal

Roger A. Williams 2008 188,76¢ — — 52,39( — 241,15¢
General Counsel and Assistant 2007 180,00( — — 59,15¢ 1,15¢€ 240,31
Secretany

Joel Sandahl 2008 209,30¢ 30,00( — 48,92¢ 74,4149) 362,65(
Vice President of Engineering an 2007 138,46 — — 43,47 21,17¢ 203,11«
Product Developmer

Richard Hanna (10) 2008 155,00( — — 52,39( 7,54t 214,93!
Vice President of Operatiol 2007 126,53t — 15,81( 25,157 9,90¢ 177,41

(1) Total salary paid during the fiscal year ended M&t, 2008

(2) Bonus earned and paid during the fiscal year eibedh 31, 2008

(3) Represents the total grant date fair value, asitzbd in accordance with SFAS No. 128Rare-Based Paymentor stock options
granted during the fiscal year ended March 31, 2

(4) Represents relocation payments, severance payra@atyacation paid upon terminatic

(5) On March 17, 2007, Robert Kanode was appointedd&mesand Chief Executive Officer. An entitlemeft$da50,000 was awarded and
used in fiscal 2008 for relocation cos

(6) Represents approximately two weeks of salary fromKanode’s first day of employment with the Compamtil fiscal year ended
March 31, 2007

(7) Effective March 3, 2008, Galen Fischer was appdithief Financial Officer and Assistant Secret&ffective July 23, 2008,
Mr. Fischer resigned from the Compa

(8) Effective February 15, 2008, Thomas Mezger's empleyt was terminated. Other compensation includg84 in severance
payments and $23,825 in earned vacation paid im@egsn terminatior

(9) Represents relocation costs paid to Mr. Sanc

(10) Subsequent to fiscal year end, on April 25, 2008h&d Hann's employment with the Company was termina
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Grants Of Plan-Based Awards

The following table shows for the fiscal year endiéarch 31, 2008, certain information regarding §gand non-equity incentive plan
awards to named executive officers.

All Other Option Awards:

Number of Securities Exercise or Base Price 0 Grant Date Fair Value of
Name Grant Date Underlying Options (#) Option Awards ($/Sh) Stock or Option Awards
Robert L. Kanodt — — — $ —
Galen Fische 3/3/2008 50,00((1) 394 $ 140,87
Thomas F. Mezge 10/8/2007 50,00((2) 14¢ % 52,39(
Roger A. Williams 10/8/2007 50,00( 14¢ % 52,39(
Joel Sandat 6/1/2007 50,00( 1.3¢ $ 48,92¢
Richard Hann: 10/8/2007 50,00((3) 14¢ % 52,39(

(1) Mr. Fischer resigned from the Company, effectiviy 23, 2008. Based on the date his employmentitext®d, none of his options
will vest.

(2) Mr. Mezger's employment with the Company terminagéféctive February 15, 2008. Based on the daeimiployment terminated,
none of the options granted to him in fiscal 2008 west.

(3) Mr. Hanna's employment with the Company terminaéfdctive April 25, 2008. Based on the date hiplElyment terminated, none
of the options granted to him in fiscal 2008 widst.
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OUTSTANDING EQUITY AWARDS AT FISCAL YEAR END

The following table shows for the fiscal year endiéarch 31, 2008, certain information regarding wareised options, stock that has not
vested, and equity incentive plan awards for eachad executive officers:

OPTION AWARDS

Number of Number of
Securities Securities Equity Incentive Plan
Underlying Underlying Awards: Number of
Unexercised Unexercised Securities Underlying Option
Options (#) Options (#) Unexercised Exercise Price Option Expiration
Name Exercisable Unexercisable Unearned Options (#) (%) Date
Robert L. Kanodkt 500,00( 1,000,001(1) — 1.61 3/13/2017
Galen Fische — 50,00((2) — 3.94 3/4/2018
Thomas F. Mezge — — — — —
Roger A. Williams 50,00( —(3) — 5.1z 4/17/2011
14,64t —(3) — 6.0t 7/31/2011
10,35¢ —@3) — 6.0% 7/31/2011
30C —@) — 3.82 11/30/2011
3,75( —@) — 3.9¢ 2/5/2012
41,25( —(3) — 3.9t 2/5/2012
694 —(3) — 2.9¢ 4/1/2012
3,47¢ —(3) — 3.47 4/1/2012
4,581 —(3) — 1.3C 7/1/2012
13,75: —@3) — 1.3C 7/1/2012
3,60¢ —@) — 0.7C 10/1/2012
7,224 —@) — 0.7C 10/1/2012
25,00( —(3) — 1.6¢€ 12/20/201z
25,00( —(3) — 1.6¢€ 12/20/201Z
20,90¢ 1,3944) — 3.34 6/30/2014
7,221 481(5) — 3.34 6/30/2014
13,33: —@3) — 3.3t 11/17/201¢
6,667 —@) — 3.3t 11/17/2014
13,33: —@) — 3.3z 12/23/2014
6,667 —(3) — 3.3z 12/23/2014
15,62t 9,375(6) — 1.7: 8/8/2016
50,00((6) — 1.4¢ 10/8/2017
Joel Sandat 87,50( 112,50(7) — 1.77 6/19/201€
— 50,00((8) — 1.3¢ 6/1/2017
Richard Hanni 30C —(9) — 3.82 11/30/2011
1,24¢ —(9) — 2.9z 3/1/2012
27¢ —(9) — 1.3t 71812012
1,87¢ —(9) — 1.6¢€ 12/20/201Z
4,68¢ 31%(9) — 3.0z 6/7/2015
20,31: 4,68¢(9) — 2.0z 12/2/201&
6,661 3,33%(9) — 2.2C 2/7/2016
12,50( 12,50((9) — 1.7¢ 8/8/2016
12,501 25,00:(9) — 1.32 3/23/2017
— 50,00((9) — 1.4¢ 10/8/2017

(1) Each of the options vests as follows: 250,000 oticested on the six month anniversary of the gtate and the remaining options vest
monthly over the next 30 montt

(2) Mr. Fischer resigned from the Company, effectiviy 23, 2008. Based on the date his employmentitexted, none of his options will
vest.

(3) Each of these options is fully vested as of MarthZ908.

(4) Each of the options vests quarterly over four y&

(5) Each of the options vests quarterly over two ye

(6) Each of the options vests quarterly over threesy

(7) Each of the options vests as follows: 25% veshernone year anniversary of the grant date andetina@ining options vest quarterly over
the next three year

(8) Vesting of these shares is contingent on meetingicedesign target date

(9) Effective April 25, 2008, Richard Hanna's employrhasith the Company was terminated. Further vestihgny unvested options
stopped on that date. Mr. Hanna has 90 days frendalte his employment terminated to exercise astedeoptions
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OPTION EXERCISES AND STOCK VESTED

The following table provides information concernigxgercised options and stock that has vested fir eithe named executive officers
as of March 31, 2008.

OPTION AWARDS

Number of Shares Acquired Value Realized on

Name on Exercise (#) Exercise ($)
Robert L. Kanodt — —
Galen Fische — —
Thomas F. Mezge 59,45¢ 164,69:

50,90( 140,99:
Roger A. Williams — —
Joel Sandar — —
Richard Hanni 12,49¢ 16,497

Employment Agreements
Robert L. Kanod— Chief Executive Officer and President

Effective March 13, 2007, we entered into an emiplegt agreement with Robert L. Kanode pursuant ticlmve retained Mr. Kanode
President and Chief Executive Officer at a saldr$250,000 per year. The Board reviews his sataryuly 1 of each year, or from time to
time at the sole discretion of the Board, and nmaydase, but not decrease, his salary at the saleetion of the Board.

Under his employment agreement, we granted Mr. larstock options to purchase an aggregate of 160Ghares of common stock at
an exercise price of $1.61 per share. The optiessas follows: 250,000 shares vested on Septeb®&007, and the remaining 1,250,000
vests quarterly over the remaining two and one-yesdifrs.

We agreed to nominate Mr. Kanode to the BoardHerentire period of his employment as PresidentCiridf Executive Officer and to

use our best efforts to cause our stockholderagbtbeir votes in favor of his continued electiorthe Board. Mr. Kanode agreed to resign
from the Board when he no longer serves as PresighehChief Executive Officer.

Our agreement with Mr. Kanode also provides thmathe event Mr. Kanode is involuntarily separateahf us and conditioned upon his
signing an appropriate release document, he vaéive a one-time payment equal to his then-cusini6) month base salary.
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Joel Sandab- Vice President of Engineering and Product Deveiept

Effective June 1, 2007, we entered into a letteeagent with Joel Sandahl pursuant to which Mrdahhreceived a salary of $200,000
per year. Under his employment offer letter, wenged Mr. Sandahl stock options to purchase areggtg of 200,000 shares of common
stock at an exercise price of $1.77 per share. optiens vest over a four year period. In additigin, Sandahl was granted 50,000 incentive
options based on performance to vest by Decemhe2(RI7 at an exercise price of $1.36.

Director Compensation

Our non-employee directors are eligible to receifee of $2,000 for attendance at each regulahgduled Board meeting and are
eligible for reimbursement for their expenses inedrin connection with attendance at Board meetimgecordance with Company policy.
Directors who are employees do not receive sepacgigensation for their services as directorsgbateligible to receive stock options un
the 2000 Stock Option Plan.

Each of our non-employee directors also receivaskstptions grants pursuant to the 2000 Stock @@Rian. The Company’s policy, as
established by the Compensation Committee, isantggach new director initial stock options to pase 100,000 shares of common stock
upon election to the Board. The per share exeprise for these options will be the fair markelunaof a share of our common stock on the
day the options are granted. These options wdt ireequal quarterly installments over four yedrsaddition, each director re-elected to the
Board receives stock options to purchase 50,00@slud common stock. These options vest in equatgrly installments over three years.

The following table provides information concerniing compensation of directors who are not namedwive officers for fiscal 2008.

Fees Earned ol Stock
Name Paid in Cash ($) Awards ($) Option Awards ($)(1) Total ($)
Carl E. Berg 6,00( — 41,06( 47,06(
Vassilis G. Keramida 6,00( — 119,64! 125,64!
Bert C. Roberts, J 6,00( — 119,64! 125,64!
John J. Locy 4,00( — 82,04( 86,04(

(1) Represents the total grant date fair value, asilzdatd in accordance with SFAS No. 128Rare-Based Paymentor stock options
granted during the fiscal year ended March 31, 2008

Compensation Committee Interlock and Insider Partigpation

During the fiscal year ended March 31, 2008, then@ensation Committee consisted of Messrs. Berdigbgear), Keramidas and Loc
Mr. Berg resigned from the Compensation Committe8éptember 2007. Neither Mr. Berg, Mr. KeramidasMr. Locy is an employee or a
former employee of ours. During fiscal 2008, nofieur executive officers served on the compensatmmmittee (or equivalent) or the
board of directors of another entity whose exeeutifficer(s) served on the Compensation CommitteripBoard.
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COMPENSATION COMMITTEE REPORT

The Compensation Committee has reviewed and disduggh management the above Compensation Discuasid Analysis. Based
such reviews and discussions, the Compensation @Giteemecommends to the Board of Directors thatGbmpensation Discussion and
Analysis be included in this proxy statement.

Respectfully Submitted by the
Compensation Committee of the
Board of the Directors

Vassilis G. Keramidas
Bert C. Roberts
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REPORT OF AUDIT COMMITTEE

The information in this Audit Committee Report shat be deemed to be “soliciting material,” or bee “filed” with the Securities and
Exchange Commission or to be subject to Reguldtf#nor 14C as promulgated by the Securities andh&xge Commission, or to the
liabilities of Section 18 of the Exchange Act.

For fiscal year 2008, the Audit Committee of theaBbconsisted of Messrs. Keramidas, Roberts ang.Lbtr. Locy resigned from the
Board effective July 3, 2008.

The Audit Committee has furnished the followingaep

The Audit Committee assists the Board in overseaimdymonitoring the integrity of our financial refing process, its compliance with
legal and regulatory requirements and the quafifisdnternal and external audit processes. Tie and responsibilities of the Audit
Committee are set forth in a written Charter adogg the Board. The Audit Committee reviews arassesses the Charter periodically and
recommends any changes to the Board for approval.

The Audit Committee recommended to the Board thafioancial statements be included in our Annuap&t. The Audit Committee
took a number of steps in making this recommendatio

e The Audit Committee met with the registered indefman public accounting firm, both with and witheoanagement present, to
discuss the results of its audit, its evaluatiothefCompany’s internal accounting controls andowerall quality of the Company’s
financial reporting;

*  The Audit Committee reviewed and discussed thetaddinancial statements with management, includirliscussion of the
quality, not just the acceptability, of the accomgtprinciples and the reasonableness of signifigaigments;

»  The Audit Committee discussed with the registenelépendent public accounting firm the matters meglto be discussed by
Statement of Auditing Standards No. 61 (Codificatid Statements on Auditing Standards, AU § 389)nay be modified or
supplemented; and

*  The Audit Committee received the written disclosused the letter from the registered independebiigaccounting firm required
by Independence Standards Board Standard No. égémtlence Discussion with Audit Committee), as beynodified or
supplemented, and discussed with the registeregpamntient public accounting firm its independence.

Based on the review and discussions with the regidtindependent public accounting firm concertiregaudit, the independence
discussions and the financial statement review,saicth other matters deemed relevant and approfyatee Audit Committee, the Audit
Committee recommended to the Board that the auflitadcial statements be included in our 2008 AhiReport.

Audit Committee

Vassilis G. Keramida
Bert C. Robert:
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CERTAIN TRANSACTIONS WITH DIRECTORS AND EXECUTIVE O FFICERS

Except as disclosed in this Proxy Statement, nettteenominees for election as directors, our dimscor executive officers, nor any
stockholder owning more than five percent of osued shares, nor any of their respective assoaatfiiliates, had any material interest,
direct or indirect, in any material transactionwtoich we were a party during fiscal 2008, or whiglpresently proposed.

Carl Berg is the Chairman of our Board of Directansl a stockholder of the Company, along with aexéhis affiliates as described
below. In addition, the Company is indebted to Berg'’s affiliates, as described below. The Comypaupplies energy storage systems to
OEMtek, Inc., a company that Mr. Berg has providebt financing to in the past and which is curremttiebted to Mr. Berg. In fiscal year
2008, the Company recognized $162,714 in reverare @EMTek, Inc. Mr. Berg guarantees OEMtek, Inpayment for such energy
storage systems. It is the Company’s understarttiatgMir. Berg is not an executive officer or diacof OEMtek, Inc., and that neither he
nor any of his affiliates have an equity ownershiprest in OEMtek, Inc.

On July 23, 2008, Berg & Berg Enterprises LLC (“B& Berg”), an affiliate of the Chairman of the Cpany’s Board of Directors,
advanced to the Company $3.0 million as a loarot@cworking capital requirements. The loan, thgetwith any accrued but unpaid
interest, is due September 15, 2008 and bearsrarabimterest rate of 8%. Upon maturity of themissory note, at the election of Berg &
Berg, any unpaid amounts of principal and intecast be used to satisfy the purchase price of tmpaay’s common stock. If such a sale of
common stock occurs, the purchase price will bectbging bid price of the Company’s common stocklandate of purchase. This loan was
made pursuant to a previously amounted agreementided below between the Company and Berg & Bérgraby Berg & Berg agreed to
provide up to $10,000,000 in interim working capitens from time to time in order to supplemerg @ompany’s working capital and other
financial needs. This is the second working capdah installment made pursuant to this agreem€ntrently, the Company has up to $4.5
million in principal amount of working capital loamemaining under the agreement.

On June 26, 2008, Berg & Berg advanced to the Cayn$a.5 million as a loan to cover working capiduirements. The loan, together
with any accrued but unpaid interest, is due Audds2008 and bears an annual interest rate of @pan maturity of the promissory note, at
the election of Berg & Berg, any unpaid amountgriricipal and interest can be used to satisfy tivetpase price of the Company’s common
stock. If such a sale of common stock occurs, tirelmase price will be the closing bid price of @@mpany’s common stock on the date of
purchase. Subsequent to this loan, Berg & Bergeaigi@loan up to $10.0 million to fund the Compamyorking capital and other financial
needs, of which this $2.5 million loan is a part.

On April 24, 2008, Berg & Berg exercised a warrtanpurchase 600,000 shares of the Commogmmon stock. The purchase price
$2.74 per share as set forth in the warrant. @ni1Rj 2005, the Company entered into an agreemghtSFT |, Inc., providing for a $20.0
million loan to the Company. In exchange for ety the loan agreement and the guaranty of the,I8FT 1, Inc. and Berg & Berg were
each issued three year warrants to purchase 606t208s of the Company’s common stock, at $2.74lpeme, the closing price of the
Company’s common stock on July 12, 2005. On Jur2®d@8 and June 27, 2008, SFT 1, Inc. exerciseaf & warrants in a cashless exercise
and received 112,573 and 118,194 shares of the @wytgpcommon stock, respectively, based on theéraqgsrice of the Compang’commor
stock on those dates, $4.09 and $4.82 per shameatvely.

On February 21, 2008, Berg & Berg advanced to the@any $1.0 million. On February 27, 2008, thi#hillion was credited in full

against the purchase of 280,112 shares of the Qoyigppeommon stock with a purchase price of $3.57share, the closing bid price of the
Company’s common stock as of February 27, 2008.

On February 22, 2008, Berg & Berg purchased 330sb28es of the Company’s common stock for $1.0anill The purchase price of
$3.03 per share equaled the closing bid pricefdbmpany’s common stock as of February 21, 2008.

On February 8, 2008, Berg & Berg purchased 492¢bibtes of the Company’s common stock for $1.0 onilliThe purchase price of
$2.03 per share equaled the closing bid price@fbmpany’s common stock as of February 7, 2008.

On September 20, 2007, Berg & Berg purchased 7Z%Bares of the Company’s common stock for $1.0amil The purchase price of
$1.37 per share equaled the closing bid pricesfdbmpany’s common stock as of September 19, 2007.

On August 16, 2007, Berg & Berg purchased 884,%6es of the Company’s common stock for $1.0 mmillidhe purchase price of
$1.13 per share equaled the closing bid pricefdbmpany’s common stock as of August 15, 2007.
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On July 19, 2007, Berg & Berg purchased 869,56%eshaf the Company’s common stock for $1.0 millidrhe purchase price of $1.15
per share equaled the closing bid price of the Gais common stock as of July 18, 2007.

On June 21, 2007, Berg & Berg purchased 869,56 std the Company’s common stock for $1.0 millidrhe purchase price of $1.15
per share equaled the closing bid price of the Gomis common stock as of June 20, 2007.

On May 17, 2007, Berg & Berg purchased 990,099%shaf the Company’s common stock for $1.0 millidrhe purchase price of $1.01
per share equaled the closing bid price of the Gais common stock as of May 16, 2007.

On April 19, 2007, West Coast Venture Capital, Hitiate of Carl Berg, purchased 925,926 sharethefCompany’s common stock for
$1.0 million. The purchase price of $1.08 per shequaled the closing bid price of the Companytaroen stock as of April 18, 2007.

On April 5, 2007, West Coast Venture Capital puseth970,874 shares of the Company’s common stacklf6 million. The purchase
price of $1.03 per share equaled the closing himepf the Company’s common stock as of April 4020

Stock options granted to executive officers andadors

For more information regarding the grant of stopkians to executive officers and directors in fls2@07, please see the table include
“Director Compensation” and the table “Grant offiRrBased Awards” and the footnotes thereto includete Executive Compensation
section of our Compensation Discussion & Analyaimve.

Employment Agreements

See “Employment Agreements” for a description oplyment agreements between us and our officers.

Indemnification and insurance

Our bylaws require us to indemnify our directomsl &xecutive officers to the fullest extent peredtby Delaware law. We have entered
into indemnification agreements with all of oureditors and officers and have purchased directos’'adficers’ liability insurance. In

addition, our certificate of incorporation limitset personal liability of our Board members for lotess of their fiduciary duties.

No loans to officers or directors. We currently @ano outstanding loans to any officers or directéfsrthermore, our Board of Directors
has resolved that we shall not offer or provide lmays to any officer or director of the Company.
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PRINCIPAL STOCKHOLDERS
Security Ownership of Certain Beneficial Owners andManagement
The following table sets forth information regamglineneficial ownership of our common stock as &f 10, 2008, by:
*  Each of our directors,
» Each of the named executive officers,
« All directors and executive officers as a groug] an
e All other stockholders known by us to beneficialyn more than 5% of the outstanding common stock.

Beneficial ownership is determined in accordandé wie rules of the Securities and Exchange Comomigtghe “Commission”). In
computing the number of shares beneficially owngd person and the percentage ownership of thabpeshares of common stock subject
to options held by that person that are currentBr@sable or exercisable within 60 days of the@at of which this information is provided,
and not subject to repurchase as of that datejesmed outstanding. These shares, however, adeaoted outstanding for the purposes of
computing the percentage ownership of any othesgmer The number of shares includes options anchwarto purchase the Company’s
common shares that are exercisable within 60 dbyslp 31, 2008. Applicable percentage ownershipaised on 117,137,299 shares of
common stock outstanding on July 10, 2008, adjusseckquired by rules promulgated by the Commission

Except as indicated in the notes to this table,eam@pt pursuant to applicable community propextysl each stockholder named in the
table has sole voting and investment power withbeesto the shares shown as beneficially ownedémt Percentage ownership is based on
117,137,299 shares of common stock outstandingilgnl®, 2008. Unless otherwise indicated, the es&lfor each of the stockholders listed
below is c/o Valence Technology, Inc., 12201 Tedbgy Boulevard, Suite 150, Austin Texas 78727.

Beneficial Ownership

Number of Percent of
Beneficial Owner Shares (#) Total (%)
1981 Kara Ann Berg Trust, Clyde J. Berg, Trusteet @lyde J. Berg
10050 Bandley Drive, Cupertino, CA 950 8,604,271 6.S%
Carl E. Berg; Berg & Berg Enterprises, LLC; and
West Coast Venture Capital, Inc.
10050 Bandley Drive, Cupertino, CA 950 58,319,92 46.9%
Robert L. Kanodt 666,66( 0.5%
Vassilis G. Keramida 190,35° 0.2%
Bert C. Roberts, J 717,50( 0.€%
Donn Tognhazzin 217,00( 0.2%
Roger A. Williams 318,96° 0.2%
Joel Sandal 150,00( 0.1%
All directors and executive officers as a groupérsons 69,184,67 55.7%
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Notes regarding the Beneficial Ownership Ta

This table is based upon information supplied Hicefs, directors and principal stockholders antdegiciles 13D and 13G filed with
the Commission. Unless otherwise indicated inftlaénotes to this table and subject to communitpprty laws where applicable,
each of the stockholders named in this table hizsveting and investment power with respect toghares indicated as beneficially
owned.

1981 Kara Ann Berg Trugt, Clyde J. Berg, Trustee; and Clyde J. Berg. Based on information contained in a Schedule 1B fi
jointly by 1981 Kara Ann Berg Trust, Clyde J. Befgustee and Clyde J. Berg with the SEC on Febrtidr2003. The Trust has
sole voting and dispositive power with respectrtg shares and has shared voting and dispositivepeith respect to 8,129,270
shares. Clyde J. Berg has sole voting and dispegibwer with respect to 475,000 shares and shartag and dispositive power
with respect to 8,129,270 shares.

Carl E. Berg, Berg & Berg Enterprises, LLC, and West Coast Venture Capital, Inc. Includes 10,346,729 shares held directly by
Mr. Berg; 302,012 shares issuable upon exercigptidns held by Mr. Berg that are exercisable withd days of July 10, 2008;
1,525,506 shares held by Berg & Berg Enterprisdski®lan FBO Carl E. Berg Basic Transfer, of whidh Berg is the Trustee;
5,001,095 shares held by Berg & Berg Profit ShaRtan U/A 1/1/80 FBO Carl E. Berg Basic Transférwbich Mr. Berg is the
Trustee; 1,402,743 shares issuable upon exercisaroints and 21,984,474 shares held by Berg & Betgrprises LLC (“Berg &
Berg”), of which Mr. Berg is the sole manager; 28,731 shares held by West Coast Venture Capital (TWest Coast Venture
Capital”). Mr. Berg has sole voting and dispostpower with respect to 10,648,741 shares and dlvateng and dispositive power
with respect to 47,671,184 shares. Berg & Bergriwasole voting and dispositive power with resgeany shares and has shared
voting and dispositive power with respect to 27,853 shares. West Coast Venture Capital has movedihg and dispositive pow
with respect to any shares and has shared votithglispositive power with respect to 14,128,731 eharAmount also includes the
potential conversion of the Series C-1 Convertitieferred Stock and Series2Z3zonvertible Preferred Stock, issued on Decem}
2004, of an additional 2,174,242 and 1,454,392eshaespectively, into common stock (based on aarsion price of $1.98 and
$2.96, respectively).

Robert L. Kanode. Includes 666,660 shares that are issuable upagisa®f options, for options that are exercisatithin 60 days
of July 10, 2008.

Vassilis G. Keramidas. Includes 2,857 shares held by Mr. Keramidas angs08/shares issuable upon exercise of optionsatleat
exercisable within 60 days of July 10, 2008.

Bert C. Roberts, Jr. Includes 100,000 shares held by Mr. Roberts, 1@0sb@res held indirectly through various entitles 000
shares held by his spouse and 507,500 shares lissiymin exercise of options that are exercisablbiwb0 days of July 10, 2008.

Donn V. Tognazzni . Includes 217,000 shares held by Mr. Tognazzini.

Roger A. Williams. Includes 12,000 shares held by Mr. Williams and,86% shares issuable upon exercise of optionsatieat
exercisable within 60 days of July 10, 2008.

Joel Sandahl. Includes 150,000 shares that are issuable upogisgesf options, for options that are exercisalithiw 60 days of
July 10, 2008.
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PROPOSAL TWO: RATIFICATION OF APPOINTMENT OF INDEPENDENT REGISTER ED PUBLIC ACCOUNTING FIRM

Proposal Two is the ratification the Audit Comméteeengagement of PMB Helin, Donovan, LLP, or “PMB"serve as our independent
registered public accounting firm for the curraatél year ending March 31, 2009. Stockholdefication of the appointment of our
independent registered public accounting firm isrequired by the Company’s bylaws or otherwiseawidver, we are submitting this
proposal to the stockholders as a matter of goggocate practice.

The ratification of PMB as the Company’s indepenaengistered public accounting firm for the fisgalar ending March 31, 2009, will
require the affirmative vote of a majority of theases of common stock present or represented ditlé@no vote at the Annual Meeting. All
proxies will be voted to approve the appointmenéss a contrary vote is indicated on the encloserypcard.

If the appointment of PMB is not ratified, the Au@iommittee will reconsider the appointment. Evieihé appointment is ratified, the
Audit Committee in its sole discretion may dirdot appointment of a different independent registergblic accounting firm at any time
during the year if it is determined that such cleamnguld be in the best interests of the Companyitaretockholders.

Fees billed to Valence Technology, Inc. by PMB tjdlonovan, LLP for Fiscal 2007 and 2008

The following table sets forth the aggregate faldschto the Company for fiscal 2008 and 2007 byBMelin, Donovan, LLP:

Year ended March 31 Percentage of Service
2008 2007 2008 2007
Audit fees $ 260,23t $ 148,48t 66% 50%
Audit-related fee! 2,49t 50,71t 1 17
Tax fees — — —
All other fees 129,30¢ 97,70¢ 33 33
Total fees $ 392,04: $ 296,90¢ 10(% 100%

“Audit Fees” billed during fiscal 2008 and 2007 wdor professional services rendered for the anfdiur financial statements. “Audit-
Related Fees” billed during fiscal 2008 and 2007eWer services related to accounting consultagiod reviews of a Form S-3 filed with the
Securities and Exchange Commission. “Tax Fee&diuring fiscal 2008 and 2007 were for professi@ervices rendered for tax
compliance, tax advice and tax planning. “All Qtkees” billed in fiscal 2008 and 2007 were fotiteginternal controls under the
requirements of Section 404 of the Sarbanes-Oxke#yoA2002 and were for consulting services relatetthe preparation of our
documentation of internal controls under the rezpients of Section 404 of the Sarbanes-Oxley AZ0OP.

The Audit Committee has adopted a policy for theeg@pproval of all audit and non-audit servicesdgbrformed for us by our
independent registered public accounting firm. Akbeit Committee considered the role of PMB Helignovan, LLP in providing audit,
audit-related and tax services to us and concltitdsuch services are compatible with PMB HelianBvan, LLP’s role as our independent
registered public accounting firm.

The Audit Committee engaged the accounting firrRB Helin, Donovan, LLP to serve as our registérependent public accountil
firm for the fiscal years ending March 31, 2008 afarch 31, 2007. The Audit Committee approvedappointment of PMB Helin,
Donovan, LLP as our principal independent registgnablic accounting firm.

Representatives of PMB Helin, Donovan, LLP are etguéto be present at the 2008 Annual Meeting, lvaille an opportunity to make a
statement, if they desire to do so, and are exgdotbe available to respond to appropriate questio

The Board of Directors Unanimously Recommends a Vet“FOR” the Ratification of the Appointment of PMB Helin, Donovan,
LLP as the Company’s Independent Registered Publiéccounting Firm for the fiscal year ending March 31, 2009.
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NO INCORPORATION BY REFERENCE OF CERTAIN PORTIONS O F THIS PROXY STATEMENT

Notwithstanding anything to the contrary set fartlany of our previous filings made under the Siiasr Act of 1933, as amended, or
Securities Exchange Act of 1934, as amended, tigttrimcorporate future filings made by us undersin statutes, neither the preceding
Audit Committee Report nor the Compensation ConaaifReport is to be incorporated by reference inyosaich prior filings, nor shall such
report be incorporated by reference into any fufilirgs made by us under those statutes.

COMPLIANCE WITH SECTION 16(a) OF THE SECURITIES EXC HANGE ACT OF 1934

Section 16(a) of the Exchange Act requires ourctlines, officers (including a person performing mgipal policy-making function) and
persons who own more than 10% of a registered ofagsr equity securities to file with the Commsiinitial reports of ownership and
reports of changes in ownership of our common stoakother equity securities of ours. Directofcers and 10% holders are required by
Commission regulations to send us copies of ahefSection 16(a) reports they file. Based salplyn a review of the copies of the forms
sent to us and the representations made by thetirgppersons to us, we believe that:

e Mr. John J. Locy purchased shares of the Compamytemon stock on November 8, 2007, and filed a dekmt Form 4 on
April 15, 2008;

e Mr. Galen Fischer filed a delinquent Form 3 andnfrdron March 18, 2008 following his appointmentasofficer subject to
Section 16(a) on March 3, 2008; and

* Mr. Carl E. Berg purchased shares of the Compargrismon stock on July 19, 2007, and filed a delimg&@rm 4 on July 24,
2007.

ANNUAL REPORT

A copy of our Annual Report to Stockholders foc&is2007 has been mailed concurrently with thixpistatement to all stockholders
entitled to notice of and to vote at the Annual kit The Annual Report is not incorporated intis fhroxy statement and is not considered
proxy solicitation material.

ANNUAL REPORT ON FORM 10-K

We filed an Annual Report on Form 10-K with the @déttes and Exchange Commission on June 16, 2008kBolders may obtain a
copy of this report, without charge, by writingttee attention of Investor Relations, at our priatigxecutive offices, located at 12201
Technology Blvd, Suite 150, Austin, Texas 78727.

OTHER MATTERS

We know of no other matters that will be preseritedtonsideration at the Annual Meeting. If anyatmatters properly come before the
Annual Meeting, it is the intention of the persaosned in the enclosed form of proxy to vote theeshthey represent as our Board of
Directors may recommend. Discretionary authoritthwespect to such other matters is granted bgstkeeution of the enclosed proxy.

ON BEHALF OF THE BOARD OF DIRECTOR

/s/ Robert L. Kanod
Robert L. Kanod:
Chief Executive Office

July 29, 2008
12201 Technology Blvd, Suite 150
Austin, Texas 78727
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APPENDIX A

Wi Valence
il Technology, Inc.

CHARTER OF
THE AUDIT COMMITTEE OF
THE BOARD OF DIRECTORS OF
VALENCE TECHNOLOGY, INC.

This Charter identifies the purpose, compositioaeting requirements, committee responsibilitiesuahevaluation procedures and
investigations and studies of the Audit Committiae ( Committee ") of the Board of Directors (theBoard ") of Valence Technology, Inc.,
a Delaware corporation (theCompany ”).

I PURPOSE

The Committee has been established to: (a) absi®aard in its oversight responsibilities regagdjh) the integrity of the
Company’s financial statements, (2) the Compangiamliance with legal and regulatory requiremer8} tife independent accountant’s
qualifications and independence and (4) the peidioa of the Company’s internal audit function;gl®pare the report required by the
United States Securities and Exchange Commisdien“@EC ") for inclusion in the Company’s annual proxy staent; (c) appoint, retain,
compensate, evaluate and terminate the Compargepéndent accountants; (d) approve audit and ndit-services to be performed by the
independent accountants; and (e) perform such @ihetions as the Board may from time to time assigthe Committee overseeing the
accounting and financial reporting processes ofxbmpany and the audits of the financial statemeiitise Company. In performing its
duties, the Committee shall seek to maintain agcéffe working relationship with the Board, theep&ndent accountants, the internal
auditors and management of the Company.

Il COMPOSITION

The Committee shall be composed of at least twbnbtumore than five, members, all of whom shalfibdependent directors,” as
such term is defined in the rules and regulatidith® SEC and the Nasdaq SmallCap Market. Notvatiging the foregoing, so long as the
Committee consists of at least three members, dmen@ittee may have as one of such members a “naperient director” for a period not
to exceed two years due to exceptional and limiteimstances pursuant to the rules and regulatbtise Nasdaqg SmallCap Market. The
members of the Committee shall be selected annbgltire Board and serve at the pleasure of thedB@aCommittee member may be
removed at any time, with or without cause, byBleard. The Board may designate one or more indepertirectors as alternate member
the Committee, who may replace any absent or digiggamember or members at any meetings of the @itae. No person may be made a
member of the Committee if his or her service a@ommittee would violate any restriction on sesvimposed by any rule or regulation of
the SEC or any securities exchange or market ontwdtiares of the common stock of the Company adet.

All members of the Committee shall have a workiagiliarity with basic finance and accounting prees and must be able to read
and understand fundamental financial statemerthjding the Company’s balance sheet, income statearal cash flow statement or will
become able to do so within a reasonable peridiinaf following appointment to the Committee. Additally, there will be at least one
member who has past employment experience in faxanaccounting, requisite professional certifmatin accounting, or other




comparable experience or background which resultise individual’s financial sophistication, inciad being or having been a chief
executive officer, chief financial officer, or othgenior officer with financial oversight resporibtles who shall be an “audit committee
financial expert.” Committee members may enhanee familiarity with finance and accounting by peipating in educational programs
conducted by the Company or an outside consuléamtember of the Committee shall maintain regulancwnication with the chief
executive officer, chief financial officer, the Bbpartner of the independent accountant and thegearof the internal audit.

Except for Board and Committee fees, a membereoOthmmittee shall not be permitted to accept aag frid directly or indirectly
for services as a consultant, legal advisor omione advisor or any other fees prohibited by thles of the SEC and the Nasdaq SmallCap
Market. In addition, no member of the Committee rbayan affiliated person of the Company or any$ubsidiaries. Members of the
Committee may receive their Board and Committee feeash, Company stock or options or othekiintt consideration as determined by
Board or the Compensation Committee, as applicabkgdition to all other benefits that other dioes of the Company receive. No director
may serve on the Committee, without the approvahefBoard, if such director simultaneously sereshe audit committee of more than
three public companies.

[l MEETING REQUIREMENTS

The Committee shall meet as necessary, but atflaastimes each year, to enable it to fulfill itssponsibilities. The Committee st
meet at the call of its members, and in conjunctiith regular Board meetings if feasible. The Comtea may meet by telephone conference
call or by any other means permitted by law or@oeenpany’s bylaws. A majority of the members of @@mmittee shall constitute a quorum.
The Committee shall act on the affirmative vot@ahajority of members present at a meeting at whighorum is present. Without a
meeting, the Committee may act by unanimous writtamsent of all members. The Committee shall detesiits own rules and procedures,
including designation of a secretary. The secratagd not be a member of the Committee and sti@lichCommittee meetings and prepare
minutes. The Committee shall keep written minuteissaneetings, which shall be recorded or filedhathe books and records of the
Company. Any member of the Board shall be providét copies of such Committee minutes if requested.

The Committee may ask members of management, eegdoputside counsel, the independent accountateis)al auditors or
others whose advice and counsel are relevant tissbies then being considered by the Committesttémd any meetings and to provide such
pertinent information as the Committee may request.

The Committee may designate one or more of its neesnio be responsible for leadership of the Conemitincluding preparing the
agenda, presiding over Committee meetings, makmmgr@ittee assignments and reporting the Commitiaetions to the Board from time to
time (but at least once each year) as requestéuetgoard.

As part of its responsibility to foster free andeapcommunication, the Committee should meet parailgi with management, the
internal auditors and the independent accountargeparate executive sessions to discuss any m#tstrthe Committee or any of these
groups believe should be discussed privately. titaxh, the Committee or at least one of its memtsrould meet with the independent
accountants and management quarterly to revieW@tmepanys financial statements prior to their public releaensistent with the provisio
set forth below in Section IV. The Committee magoaineet from time to time with the Company’s
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investment bankers, investor relations professgaat financial analysts who follow the Company.

\A COMMITTEE RESPONSIBILITIES

In carrying out its responsibilities, the Commit&policies and procedures should remain flexiblertable the Committee to reac
changes in circumstances and conditions so tleanifulfill its oversight responsibilities. In adidn to such other duties as the Board may
from time to time assign, the Committee shall hdaeefollowing responsibilities:

A. Oversight of the Financial Reporting Preses

1.

In consultation with the independent accountantstha internal auditors, review the integrity o tBompany’s financial
reporting processes, both internal and external.

Review and approve all related-party transactions.

Consider the independent accountant’s judgmentstabe quality and appropriateness of the Compaagt®unting
principles as applied in its financial reportingrSider alternative accounting principles and egsti@rs.

Annually review with management, and separately itlependent accountant, major issues regarde@tmpany’s
auditing and accounting principles and practicebsitmpresentation of financial statements, ineigdhe adequacy of
internal controls and special audit steps adoptdignt of material internal control deficienciesdaany audit problems or
difficulties.

Discuss with management and legal counsel thesstditpending litigation, taxation matters, comptiamolicies and other
areas of oversight applicable to the legal and diamge area as may be appropriate.

Meet at least annually with the VP, Finance, therimal auditors and the independent accountargsparate executive
sessions.

Review all analyst reports and press articles atfmiCompany’s accounting and disclosure practoelsprinciples.
Review all analyses prepared by management anddbpendent accountants of significant financipbréing issues and
judgments made in connection with the preparatidh® Company’s financial statements, including anglysis of the
effect of alternative generally accepted accounpirigciple (“GAAP” ) methods on the Comparsyfinancial statements a
a description of any transactions as to which mamant obtained Statement on Auditing StandardSRNdetters.
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10.

11.

12.

13.

Review with management and the independent accotsrifze effect of regulatory and accounting initie$, as well as off-
balance sheet structures, on the Company’s finbstgiements.

Establish and conduct procedures for the recagntion and treatment of complaints from the eygds on accounting,
internal accounting controls or auditing mattessyell as for confidential, anonymous submissionsiployees of
concerns regarding questionable accounting or iagdihatters.

Discuss with management the policies with respeask assessment and risk management. Althoughriainagement’s
duty to assess and manage the Company’s expostis&,tthe Committee should discuss guidelines@oiities to govern
the process by which risk assessment and managésrenidled and review the steps management has takmonitor and
control the Company'’s risk exposure.

Meet separately with management to discuss aceapatid auditing related issues.

Prepare regular reports to the Board on all mattétsn the scope of the Committee’s functions.

B. Reviewof Documents and Reports

1.

3.

Review and discuss with management and the indepé¢rdcountants the Company’s annual audited finbsiatements
and quarterly financial statements (including disares under the section entitled “Management’suBision and Analysis
of Financial Condition and Results of Operatiorifiany reports or other financial information sutbed to any
governmental body, or the public, including anytifieation, report, opinion or review rendered I tindependent
accountants, considering, as appropriate, whetieeinformation contained in these documents isistars with the
information contained in the financial statememtd whether the independent accountants and legakeb are satisfied
with the disclosure and content of such documéritese discussions shall include considerationefjtiality of the
Company'’s accounting principles as applied iniitarficial reporting, including review of audit adjuents (whether or not
recorded) and any such other inquires as may b®ppate. Based on the review, the Committee shalke its
recommendation to the Board as to the inclusiath®iCompany’s audited consolidated financial statgsin the
Company’s annual report on Form 10-K.

Review and discuss with management and the indemérdcountants earnings press releases, as Wiglhasial
information and earnings guidance provided to astalgnd rating agencies. The Committee need natgiisn advance ez
earnings release but should generally discusy/ffestof information to be disclosed and the typprefentation to be made
in any earnings release or guidance.

Review the regular internal reports to managemesgared by the internal auditors and managemesdjsonse thereto.
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C.

Review reports from management, the internal atglénd the independent accountants on the Compsanly&diaries and
affiliates, compliance with the Company’s code(s¢anduct, applicable law and insider and relatadyptransactions.

Review with management and the independent accotsnday correspondence with regulators or govertiagencies and
any employee complaints or published reports thigermaterial issues regarding the Company’s fiadstatements or
accounting policies.

Prepare the report required by the rules of the 8Hg& included in the Company’s annual proxy sibeiet.

Submit the minutes of all meetings of the Committgeor discuss the matters discussed at each Cbeennieeting with,
the Board.

Review any restatements of financial statementshitnge occurred or were recommended. Review thatessents made |
other clients of the independent accountants.

Independemiccountant Matters

1.

Interview and retain the Company’s independent astants, considering the accounting firm’s inde e and
effectiveness and approve the engagement feestaedammpensation to be paid to the independemiuatants.

Meet with the independent accountants and the Coy'péinancial management to review the scope effifoposed
external audit for the current year.

On an annual basis, the Committee shall evaluatentependent accountant’s qualifications, perforceaand
independence. To assist in this undertaking, tham@ittee shall require the independent accountargsithmit a report
(which report shall be reviewed by the Committezdatibing (a) the independent accountant’s integnality-control
procedures, (b) any material issues raised by th&t necent internal qualitgentrol review, or peer review, of the accoun
firm or by any inquiry or investigations by goverental or professional authorities (within the piaing five years)
respecting one or more independent audits cartiethythe independent accountants, and any stkpa ta deal with any
such issues and (c) all relationships the indepsrazountants have with the Company and relevdnat parties to
determine the impact, if any of such relationshipghe independence of the independent accountantsaking its
determination, the Committee shall consider noy @niditing and other traditional accounting funotigperformed by the
independent accountants, but also consulting, Jégfarmation technology services and other pratess services rendered
by the independent accountants and its affiliakes. Committee shall also consider whether the gioriof any of these
non-audit services is compatible with the indep@cdestandards under the guidelines of the SEC #ad applicable
authorities (including, possibly, the Independes8tandards Board and the Public Company Accountivey€ight Board)
and
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10.

shall approve in advance any non-audit servicéetprovided by the independent accountants.

Review on an annual basis the experience and madiifns of the senior members of the externaltaedim. Discuss the
knowledge and experience of the independent acantsand the senior members of the external agmlih with respect to
the Company’s industry. The Committee shall enslueeregular rotation of the lead audit partner andit review partner as
required by law and consider whether there shoeld periodic rotation of the Company’s independesbuntants.

Review the performance of the independent accotmtan terminate the independent accountants winemtstances
warrant.

Establish and periodically review hiring policies £Employees or former employees of the indepenaestduntants.
Review with the independent accountants any problendifficulties the auditors may have encountered any
“management” or “internal control” letter providegt the independent accountants and the Compamspense to that

letter. Such review should include:

(&) any difficulties encountered in the cours¢hef audit work, including any restrictions on tltepe of activities or access
to required information and any disagreements misimagement;

(b) any accounting adjustments that were propbgatie independent accountants that were not agoeleylthe Company;

(c) communications between the independent acaatsaind its national office regarding any issuewhich it was
consulted by the audit team and matters of audilityuand consistency;

(d) any changes required in the planned scopleeoiternal audit; and

(e) the responsibilities, budget and staffinghef Company’s internal audit function.

Communicate with the independent accountants rega(d) alternative treatments of financial infotioa within the
parameters of GAAP, (b) critical accounting polé&cand practices to be used in preparing the agldrt and (c) such other

matters as the SEC and the Nasdaq SmallCap Magketirect by rule or regulation.

Periodically consult with the independent accoutstanit of the presence of management about inteomtols and the
fullness and accuracy of the organization’s finahsiatements.

Oversee the relationship with the independent attemdis by discussing with the independent accotsmtae nature and
rigor of the audit process, receiving and reviewaniglit reports and ensuring that the independerttiatants have
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full access to the Committee (and the Board) tomepn any and all appropriate matters.
11. Discuss with the independent accountants pridnécatudit the general planning and staffing of tindita

12. Obtain a representation from the independent adaotsithat Section 10A of the Securities ExchangeofA1934 has been
followed.

13. Pre-approve all audit services and permissibleauadit services as set forth in Section 10A(i) & 8ecurities Exchange
Act of 1934 (or any successor provision of such act

Internal AuditControlMatters

1. Establish regular and separate systems of repdditite Committee by each of management, the intbgre accountants
and the internal auditors regarding any signifigadgments made in management’s preparation dinthacial statements
and the view of each as to appropriateness of jsuigfments.

2. Following completion of the annual external auditjiew separately with each of management, thepeéent accountants
and the internal auditors any significant diffiéedt encountered during the course of the audiliyéicg any restrictions on
the scope of work or access to required information

3. Review with the independent accountants, the iateanditors and management the extent to whichggsaar
improvements in financial or accounting practicaséhbeen implemented. This review should be coeduat an
appropriate time subsequent to implementation ahgks or improvements, as decided by the Committee.

4, Review the procedures that the Company has implEdeagarding compliance with the Company’s codeonfduct.

5. Establish procedures for receiving accounting caipd and concerns and anonymous submissions firgoiogees and
others regarding questionable accounting matters.

6. Periodically discuss with the chief executive daffi@and chief financial officer (a) significant dgéncies in the design or
operation of the internal controls that could adeér affect the Company’s ability to record, pragesimmarize and report
financial data and (b) any fraud that involves nggamaent or other employees who have a significdatinothe Company’s
internal controls.

7. Ensure that no officer, director or any personnactinder their direction fraudulently influenceserces, manipulates or
misleads the independent accountant for purposesndering the Company’s financial statements nahgmisleading.

A-7




E. Evaluation of Internal Auditors

1. Review activities, organizational structure andlifigations of the internal auditors. Meet sepalgtnd periodically with
the internal auditing department.

2. Review and concur in the appointment, replacenteagsignment or dismissal of the manager of inteunditing.

3 Consider and review with management and the maradgeternal auditing:

(&) significant internal audit findings during thear and management’s responses thereto;

(b) any difficulties encountered in the courséntérnal audits, including any restrictions on stepe of the internal
auditors’ work or access to required information;

(c) the annual internal auditors’ audit plan ang significant changes thereto;
(d) the internal auditors’ budget and staffingglan

(e) The internal auditors’ compliance with the qgpiate standards of The Institute of Internal Aoid’ Standards for the
Professional Practice of Internal Auditing.

While the Committee has the responsibilities andgys set forth in this Charter, it is not the dofthe Committee to plan or
conduct audits or to determine that the Comparngantial statements are complete and accuraterand accordance with generally
accepted accounting principles. This is the respditg of management and the independent accoudstan

V. ANNUAL EVALUATION PROCEDURES

The Committee shall annually assess its performsamcenfirm that it is meeting its responsibilitigsder this Charter. In this revie
the Committee shall consider, among other thirajsthe appropriateness of the scope and contéhiso€harter, (b) the appropriateness of
matters presented for information and approvaltie)sufficiency of time for consideration of agantms, (d) frequency and length of
meetings and (e) the quality of written materiald presentations. The Committee may recommencet8tiard such changes to this Charter
as the Committee deems appropriate.
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VI. INVESTIGATIONS AND STUDIES

The Committee shall have the authority and sufficfanding to retain special legal, accounting treo consultants (without seeking
Board approval) to advise and assist the Committee.Committee may conduct or authorize investigegiinto or studies of matters within
the Committee’s scope of responsibilities as dbedrherein, and may retain, at the expense of tinep@ny, independent counsel or other
consultants necessary to assist the Committeeyisaeh investigations or studies. The Committedl slaae sole authority to negotiate and
approve the fees and retention terms of such indbgre counsel or other consultants.

VII. MISCELLANEOUS

The Company shall give appropriate funding, asrdeted by the Committee, for the payment of compéas to the outside
auditor, legal, accounting or other advisors emgiblpy the Committee. Nothing contained in this @&ds intended to expand applicable
standards of liability under statutory or regulsitoequirements for the directors of the Compangnembers of the Committee. The purposes
and responsibilities outlined in this Charter amamt to serve as guidelines rather than as inflexibes and the Committee is encouraged to
adopt such additional procedures and standardglasiins necessary from time to time to fulfillrésponsibilities. This Charter, and any
amendments thereto, shall be displayed on the Cayigpaveb site and a printed copy of such shall belenavailable to any shareholder of
the Company who requests it.

Adopted by the Audit Committee and approved
by the Board of Directors on , 2004
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VALENCE TECHNOLOGY, INC.
PROXY FOR ANNUAL MEETING OF STOCKHOLDERS

THIS PROXY IS SOLICITED ON BEHALF OF THE BOARD OF D IRECTORS

The undersigned, a stockholder of Valence Techillmg., a Delaware corporation, hereby nominatesstitutes and appoints Robert
L. Kanode and Roger Williams or either one of thesproxy of the undersigned, each with full poafesubstitution and resubstitution, to
attend, vote and act for the undersigned at theuAhkleeting of Stockholders of the Company, to ekl lon Friday, August 22, 2008, and
any postponements or adjournments thereof, andrninection therewith, to vote and represent alhefghares of the Company which the
undersigned would be entitled to vote with the safifect as if the undersigned were present, asvicli

A VOTE “FOR” ALL PROPOSALS IS RECOMMENDED BY THE BARD OF DIRECTORS:
Proposal One. To elect the five nominee as dirsctor

Carl E. Berg

Vassilis G. Keramida
Donn V. Tognazzin
Robert L. Kanodt
Bert C. Robert:

ooooo

O FOR THE NOMINEE LISTED ABOVE
O WITHHELD FOR THE NOMINEE LISTED ABOVE
O FOR ALL NOMINEES LISTED ABOVE EXCEPT (see instruatis below)

INSTRUCTIONS: To withhold authority to vote forymdividual nominee(s), mark “FOR ALL NOMINEES LT&ED ABOVE EXCEPT”
and mark the box next to each nominee you wishittoheld, as shown her&l

The undersigned hereby confer(s) upon the proxidssach of them discretionary authority with respecthe election of directors
the event that any of the above nominees is urahlawilling to serve.

Proposal Two. To ratify the appointment of PMB HelDonovan, LLP as the Company'’s independent regidtpublic accounting firm:
O FOR O AGAINST O ABSTAIN

This proxy is solicited by the Board of DirectofsM@lence Technology, Inc. The undersigned herelypkes any other proxy to vote at
the Annual Meeting, and hereby ratifies and corgiati that said attorneys and proxies, and eathewfi, may lawfully do by virtue hereof.
With respect to matters not known at the time efghblicitation hereof, said proxies are authoriwedote in accordance with their best
judgment.

THIS PROXY WILL BE VOTED IN ACCORDANCE WITH THE INSRUCTIONS SET FORTH ABOVE OR, TO THE EXTENT NO
CONTRARY DIRECTION IS INDICATED, WILL BE TREATED ASA GRANT OF AUTHORITY TO VOTE FOR THE PROPOSALSF
ANY OTHER BUSINESS IS PRESENTED AT THE ANNUAL MEENIG, THIS PROXY CONFERS AUTHORITY TO AND SHALL BE
VOTED IN ACCORDANCE WITH THE RECOMMENDATIONS OF THPROXIES.




The undersigned acknowledges receipt of a coplgeofiotice of Annual Meeting dated July 29, 2008 #redaccompanying Proxy
Statement relating to the Annual Meeting.

Date:

Signature

Signature

Signature(s) of Stockholder(
(See Instructions Belov

The Signature(s) hereon should correspond exadttythe
name(s) of the Stockholder(s) appearing on theeShar
Certificate. If stock is held jointly, all joint awers should
sign. When signing as attorney, executor, admatisty
trustee or guardian, please give full title as sufchigner is a
corporation, please sign the full corporation naamel give
title of signing officer.

O Please indicate by checking this box if you antitégpattending the Annual Meeting.

PLEASE MARK, SIGN, DATE AND RETURN THE PROXY CARD
PROMPTLY USING THE ENCLOSED ENVELOPE




