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Approximate date of commencement of proposed sale to the public: As soon as
practicable after the effective date of this Registration Statement.

If any of the securities being registered on this form are to be offered on a
delayed or continuous Dbasis pursuant under Rule 415 of the Securities Act of
1933, check the following box. [X]

If this form is filed to register additional securities for an offering pursuant
to Rule 462 (b) under the Securities Act, check the following box and list the
Securities Act registration statement number of the earlier effective
registration statement for the same offering. [ ]

If this form is a post-effective amendment filed pursuant to Rule 462 (c) under
the Securities Act, check the following box and list the Securities Act
registration statement number of the earlier effective registration statement
for the same offering. [ ]

If this form is a post-effective amendment filed pursuant to Rule 462 (d) under
the Securities Act, check the following box and list the Securities Act
registration statement number of the earlier effective registration statement
for the same offering. [ ]

If delivery of the prospectus is expected to be made pursuant to Rule 434,
please check the following box. [ ]

CALCULATION OF REGISTRATION FEE

Title of Each Class Proposed Maximum Proposed Maximum
of Securities To Be Amount to be Offering Price Per Aggregate Offering
Registered Registered (1) Share (2) Price Regi

Common Stock, no
par value 16,250,001 $0.15 $2,437,500 $30

The Registrant hereby amends this Registration Statement on such date or dates
as may be necessary to delay its effective date until the Registrant shall file
a further amendment which specifically states that this Registration Statement
shall thereafter Dbecome effective 1in accordance with Section 8(a) of the
Securities Act of 1933 or wuntil this Registration Statement shall Dbecome
effective on such date as the Commission, acting pursuant to said Section 8(a),
may determine.

—2—

The information 1in this prospectus is not complete and may be changed. These
securities may not be sold wuntil the registration statement filed with the
Securities and Exchange Commission is effective. This prospectus 1is not an offer
to sell these securities and is not soliciting an offer to buy these securities
in any state where the offer or sale is not permitted.
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SUBJECT TO COMPLETION, DATED , 2004
Prospectus

16,250,001 Shares
Common Stock

This is a public offering of up to 16,250,001 shares of common stock of Enova
Systems, Inc. and an indeterminate number of shares that may become available by
reason of stock splits, stock dividends and other similar transactions. All of
these shares are being offered by the selling shareholders in this prospectus.

We will not receive any of the ©proceeds from the sale of shares. The selling
shareholders may sell the shares offered by this prospectus from time to time in
the national over-the-counter market at their prevailing prices, or in

negotiated transactions.

Our common stock is traded on the National Association of Securities Dealers,
Inc. Electronic Bulletin Board ("OTC Bulletin Board") under the symbol "ENVA".
On June 22, 2004, the OTC Bulletin Board reported that the bid price per share
was $0.15 and the asked price per share was $0.16.

Investing in the common stock involves risks.
See "Risk Factors" beginning on page _

Neither the Securities and Exchange Commission nor any state securities
commission has approved or disapproved of these securities or determined if this
prospectus 1s truthful or complete. Any representation to the contrary is a
criminal offense.

The shares of common stock offered by this prospectus have not been registered
under the blue sky or securities 1laws of any Jjurisdiction, and any broker or
dealer should assure itself of the existence of an exemption from registration
or the effect of such registration in connection with the offer and sale of such
shares.

The date of this prospectus is July 12, 2004

e
PROSPECTUS SUMMARY

This summary highlights information contained elsewhere in this prospectus. This
summary 1is not complete and does not contain all the information you should
consider Dbefore Dbuying shares in this offering. You should read the entire
prospectus carefully, including the risk factors and consolidated financial
statements and related notes appearing elsewhere in this prospectus. The
prospectus contains forward-looking statements, which involve risks and
uncertainties. Our actual results could differ materially from those anticipated
in these forward-looking statements as a result of various factors, including
those described under "Risk Factors" and elsewhere in this prospectus. See
"Cautionary Note on Forward-Looking Statements."

Our Company

We develop and produce advanced software, firmware and hardware for applications
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in the growing alternative power industry. Our focus 1is digital power
conversion, power management, and system integration, for two broad market
applications - vehicle power generation and stationary power generation.

Our products and systems are the enabling technologies for power systems.
Without them, power cannot be converted into the appropriate form required by
the wvehicle or device; and without them, power is not properly managed to
protect the battery, vehicle or device, and user.

Specifically, we develop, design and produce drive systems and related
components for electric, hybrid-electric, fuel cell and microturbine-powered
vehicles. We also develop, design and produce power management and power
conversion components for stationary power generation - both on-site distributed
power and on-site telecommunications back-up power applications. These
stationary applications also employ fuel cells, microturbines and advanced
batteries for power storage and generation. Additionally, we perform significant
research and development to augment and support others' and our internal related
product development efforts.

We were 1incorporated in California on July 30, 1976 under the name Clover Solar
Corporation, 1Inc. which was changed to Solar Electric Engineering, Inc. in June
1979. In January 1994 our name was changed to U.S. Electricar, 1Inc. In July
2000, we changed our name to Enova Systems, Inc. The Company's principal
executive office is located at 19850 South Magellan Drive, Torrance California
90502 and our telephone number is (310) 527-2800

The Offering

Common stock offered by
the selling shareholders: 16,250,001 shares

Securities to be outstanding
after this offering (1): 401,853,232 shares of common stock

2,790,000 shares of Series A
Convertible Preferred Stock
(convertible 1into an aggregate of
2,790,000 shares of Common Stock)
("Series A Stock™")

1,217,196 shares of Series B
Convertible Preferred Stock
(convertible 1into an aggregate of
2,434,392 shares of Common Stock)
("Series B Stock™")

Voting Rights:

Common Stock: 401,895,856 votes

Series A Stock: 2,74790,000 votes

Series B Stock: 2,434,392 votes

Use of proceeds from this offering: We will not receive any of the
proceeds from the shares of common
stock sold by the selling
shareholders. See "Selling
Shareholder".

OTC Bulletin Board symbol: "ENVA"

(1) Securities outstanding on June 22, 2004 shares reserved for issuance under
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our stock option plans, (B) approximately 10,000,000 shares of Common Stock
issuable under a contractual commitment with Hyundai Heavy Industries,

(C) 2,500,000 shares issuable upon exercise of outstanding warrants.

—4—

Summary Financial Data

NET SALES

COST OF SALES

GROSS MARGIN
OTHER COSTS AND EXPENSES
Research and Development
Selling, general and administrative
Interest and financing fees
Other expenses (income)
Gain on Warranty
Reevaluations

Equity in losses

Legal Settlements

Total other costs and expenses

LOSS FROM CONTINUING OPERATIONS
GAIN ON DEBT RESTRUCTURING

NET LOSS
PER COMMON SHARE:
Loss from continuing operations

Gain on debt restructuring

Net loss per common
share

WEIGHTED AVERAGE NUMBER COMMON
SHARES OUTSTANDING
Total Assets

Long-term debt

and

Three
Months
Ended As of and for the year ended December
Mar. 31, (in thousands, except per share data
2004 2003 2002 2001
unaudited

S 1,108 $ 4,310 S 4,455 $ 3,780

658 3,304 3,784 2,783

450 1,006 671 997

128 799 1,152 879

394 2,919 2,837 2,894

64 234 199 113

(19) 200 - (7)

44 40 - -

- - 81 900

611 4,192 4,269 4,779

(161) (3,186 (3,598) (3,782)

- - - 354

(161) (3,186 (3,598) (3,428)

(0.01) (0.01 (0.01) (0.01)

(0.01) (0.01 (0.01) (0.01)

374,644 334,840 326,390 275,189

4,864 4,870 6,224 4,340

3,355 3,347 3,332 3,332
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Shareholder's equity (deficit) (821) (864) 287

RISK FACTORS

You should carefully consider the following risks and all other information
contained in this prospectus before you decide to buy our common stock. We have
included a discussion of each material risk that we have identified as of the

date of this prospectus. If any of the following risks actually occur, our
business, financial condition or operating results could suffer. If this occurs,
the trading price of our common stock could decline, and you could lose all or

part of the money you paid to buy our common stock.

Risks Relating to this Offering
Economic conditions beyond our control may keep the price of our stock low.
Numerous factors, many of which are beyond our control, may cause the market

price of our common stock to fluctuate significantly. These factors include, but
are not limited to, the following:

o continued losses;
o announcements concerning us, our competitors or our customers;
o market conditions in the electric vehicle and the hybrid electric

vehicle industry and the general state of the securities markets.

General economic, political and market conditions, including recession,
international instability or military tension or conflicts may adversely affect
the market price of our common stock. If we are named as a defendant in any
securities-related 1litigation as a result of decreases in the market price of
our shares, we may incur substantial costs, and our management's attention may
be diverted, for lengthy periods of time. The market price of our common stock
may not increase above the offering price or maintain its price at or above any
particular level.

Securities traded on the OTC Bulletin Board are generally thinly traded and an
active market may never develop.

Our common stock trades on the OTC Bulletin Board. Shares traded in the OTC
market are generally bought and sold in small amounts, highly volatile and not
usually followed by analysts. You may therefore have difficulty selling your
shares in the resale market.

"Penny stock" regulations may impose restrictions on marketability of our stock.

The Securities and Exchange Commission has adopted regulations which generally
define "penny stock" to be any equity security that is not traded on a national
securities exchange or NASDAQ and that has a market price of less than $5.00 per
share or an exercise price of less than $5.00 per share, subject to certain
exceptions. Since our securities that are currently included on the OTC Bulletin
Board are trading at less than $5.00 per share at any time, our stock may become
subject to rules that impose additional sales practice requirements on
broker-dealers who sell such securities to persons other than established
customers and accredited investors. Accredited 1investors generally include
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investors that have assets in excess of $1,000,000 or an individual annual
income exceeding $200,000, or together with the investor's spouse, a joint
income of $300,000. For transactions covered by these rules, the broker-dealer
must make a special suitability determination for the purchase of the securities
and must receive the purchaser's written consent to the transaction prior to the

purchase. Additionally, for any transaction involving penny stock, unless
exempt, the rules require, among other things, the delivery, prior to the
transaction, of a risk disclosure document mandated by the SEC relating to the

penny stock market and the risks associated therewith. The broker-dealer must
also disclose the commission payable to Dboth the Dbroker-dealer and the
registered representative, current quotations for the securities and, if the
broker—-dealer is the sole market maker, the broker dealer must disclose this
fact and the broker-dealer's presumed control over the market. Finally, monthly
statements must be sent disclosing recent price information for the penny stock
held in the account and information on the 1limited market in penny stocks.
Consequently, the penny stock rules may restrict the ability of broker-dealers
to sell our securities and may affect your ability to sell your shares in the
secondary market.

We do not expect to pay dividends in the foreseeable future.

We have not declared or paid any cash dividends in the past and do not expect to
pay cash dividends in the foreseeable future. We intend to retain our future
earnings, if any, to finance the development of our business. We are required to
pay dividends on our Series A Stock and our Series B Stock before we may pay

dividends on our common stock. At March 31, 2004, we had an accumulated deficit
of approximately $97,238,000 and, until this deficit is eliminated, we are
prohibited from paying dividends on any class of our stock except out of net
profits wunless we can meet certain assets and other tests under Sections 500
through 511 of the California Corporations Code. Our board of directors will
determine any future dividend policy 1in light of the all of the foregoing

information and then existing conditions, including our earnings, financial
condition and financial requirements. You may never receive dividend payments
from us.

The market price of our Common Stock could be adversely affected by sales of a
substantial number of shares of our Common Stock

As of the date of this prospectus, we have outstanding 401,853,232 shares of

common stock, 2,790,136 shares of Series A Stock, each of which is convertible
into one share of common stock, and 1,217,196 shares of Series B Stock, each of
which is convertible into two shares of common stock. Sales of a substantial

number of shares of our common stock in the public market following this
offering could cause our stock price to decline. All the shares sold in this
offering will be freely tradable. Currently 154,180,500 shares of common stock
are freely tradable and an additional 5,224,500 shares of Series A Stock or
Series B Stock would be freely tradable wupon conversion to common stock.
Approximately an additional 247,672,700 shares of common stock are eligible for
sale in the public market subject to volume restrictions of Rule 144 and
15,594,288 shares of common stock issuable upon exercise of outstanding options
will become freely tradable upon issuance. In addition, the sale of these shares
could cause our stock price to decline and impair our ability to raise capital
through the sale of additional stock. See "Shares Eligible for Future Sale."
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Our principal shareholders, executive officers and directors have substantial
control over most matters submitted to a vote of the shareholders, thereby
limiting your power to influence corporate action.

Our officers, directors and principal shareholders beneficially own
approximately 60% of our common stock (including in that percentage shares of
our Series A Stock and Series B Stock). As a result, these shareholders have the
power to control the outcome of most matters submitted to a vote of
shareholders, including the election of members of our board, and the approval
of significant corporate transactions. The shareholders purchasing shares in
this offering will have little influence on these matters. This concentration of
ownership may also have the effect of making it more difficult to obtain the
needed approval for some types of transactions that these shareholders oppose,
and may result in delaying, deferring or preventing a change in control of our
company .

The effects of anti-takeover provisions in our charter and bylaws could inhibit
the acquisition of us by others.

Several ©provisions of our articles of incorporation and bylaws could discourage
potential acquisition proposals and could delay or prevent a change in control
of our company.

Risks Related to Our Business
Our industry is new and is subject to technological changes.

The mobile and stationary power markets including electric vehicle and hybrid
electric vehicles continue to be subject to rapid technological change. Most of
the major domestic and foreign automobile manufacturers: (1) have already
produced electric and hybrid vehicles, and/or (2) have developed improved
electric storage, propulsion and control systems, and/or (3) are now entering or
have entered into production, while continuing to improve technology or
incorporate newer technology. Various companies are also developing improved

electric storage, propulsion and control systems. In addition, the stationary
power market is still in its infancy. A number of established energy companies
are developing new technologies. Cost-effective methods to reduce price per

kilowatt have yet to be established and the stationary power market is not yet
viable.

Our current products are designed for use with, and are dependent upon, existing
technology. As technologies change, and subject to our limited available
resources, we plan to upgrade or adapt our products 1in order to continue to
provide products with the latest technology. We cannot assure you, however, that
we will be able to avoid technological obsolescence, that the market for our
products will not wultimately be dominated by technologies other than ours, or
that we will be able to adapt to changes in or create "leading-edge" technology.
In addition, further ©proprietary technological development by others could
prohibit us from using our own technology.

_7_
There are substantial risks involved in the development of unproven products.

In order to remain competitive, we must adapt existing products as well as
develop new products and technologies. In fiscal years 2003 and 2002 we spent
$799,000 and $1,152,000 respectively on research and development of new products
and technology. Despite our best efforts, a new product or technology may prove
to be unworkable, not cost effective, or otherwise unmarketable. We can give you
no assurance that any new product or technology we may develop will be
successful or that an adequate market for such product or technology will ever
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develop.

We may be unable to effectively compete with other companies who have
significantly greater resources than we have.

Many of our competitors, in the automotive, electronic and other industries, are
larger, more established companies that have substantially greater financial,
personnel, and other resources than we do. These companies may be actively
engaged in the research and development of power management and conversion
systems. Because of their greater resources, some of our competitors may be able
to adapt more quickly to new or emerging technologies and changes in customer
requirements, or to devote greater resources to the promotion and sales of their
products than we can. We believe that developing and maintaining a competitive
advantage will require continued investment in product development,
manufacturing capability and sales and marketing. We cannot assure you that we
will have sufficient resources to make the necessary investments to do so. In
addition, current and potential competitors may establish collaborative
relationships among themselves or with third parties, including third parties
with whom we have relationships. Accordingly, new competitors or alliances may
emerge and rapidly acquire significant market share.

We have continued losses.

We have experienced recurring losses from operations and have been profitable in
only one year, fiscal 1986. For the three months ended March 31, 2004, we had a
net loss of $161,000 on sales of $1,108,000 and an accumulated deficit of
$97,238,000. For the twelve months ended December 31, 2003, we had a net loss of
$3,186,000 on sales of $4,310,000. For the twelve months ended December 31,
2002, we had a net loss of $3,598,000 on sales of $4,455,000. For the twelve
months ended December 31, 2001, we had a net loss of $3,428,000 on sales of
$3,780,000. There can be no assurance that we will achieve profitability in the
near or foreseeable future or that any net operating losses will be available to
us in the future as an offset against future profits for income tax purposes.

If we do not raise significant additional capital, we will be unable to fund
continuing operations and will 1likely Dbe forced to reduce or even cease
operations.

We need substantial working capital to fund our operations. As of March 31,
2004, we had cash, cash equivalents and short-term investment Dbalances of
approximately $587,000. Our internal projections show that cash on hand as of
March 31, 2004, together with anticipated revenues should be sufficient to fund
operations at the current level for at least the next 12 months December 2004.

We are currently negotiating to correct a payment default with respect to a
$120,000 unsecured note to Jeann Schulz. Unless we are successful in our efforts
to raise additional funds, our cash resources will be used to satisfy our
existing liabilities, such as that of Ms. Schulz, and we will be unable to fund
our current operations, which may result in the reduction of operations. Even if
we are successful 1in these efforts to raise funds, such funds may not be
adequate to fund our operations on a long-term basis.

Future equity financings may dilute your holdings in our company.

We need to obtain additional funding through public or private equity or debt
financing, collaborative agreements or from other sources. If we raise
additional funds Dby issuing equity securities, current shareholders may
experience significant dilution of their holdings. We may be unable to obtain
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adequate financing on acceptable terms, if at all. If we are unable to obtain
adequate funds, we may be required to reduce significantly our spending and
delay, scale back or eliminate research, development or marketing programs, or

cease operations altogether.

Potential intellectual property, shareholder or other litigation could adversely
impact our business.

Because of the nature of our Dbusiness, we may face litigation relating to
intellectual property matters, labor matters, product liability or shareholder
disputes. Any litigation could be costly, divert management attention or result
in increased costs of doing business. Although we intend to vigorously defend
any future lawsuits, we cannot assure you that we would ultimately prevail in

these efforts. An adverse Jjudgment could negatively impact the price of our
common stock and our ability to obtain future financing on favorable terms or at
all.

We may be exposed to product 1liability or tort «claims if our products fail,
which could adversely impact our results of operations.

A malfunction or the inadequate design of our products could result in product
liability or other tort claims. Accidents involving our products could lead to
personal injury or physical damage. Any liability for damages resulting from
malfunctions could be substantial and could materially adversely affect our
business and results of operations. In addition, a well-publicized actual or
perceived problem could adversely affect the market's perception of our
products. This could result in a decline in demand for our products, which would
materially adversely affect our financial condition and results of operations.

We are highly subject to general economic conditions.

The financial success of our company is sensitive to adverse changes in general

economic conditions, such as inflation, unemployment, and consumer demand for
our products. These changes could cause the cost of supplies, labor, and other
expenses to rise faster than we can raise prices. Such changing conditions also

could significantly reduce demand in the marketplace for our products. We have
no control over any of these changes.

We are an early growth stage company.

Although our company was originally founded 1in 1976, many aspects of our
business are still in the early growth stage development, and our proposed
operations are subject to all of the risks inherent 1in a start-up or growing
business enterprise, 1including the likelihood of continued operating losses. We
are relatively new in focusing our efforts on electric systems, hybrid systems
and fuel cell managed systems. The likelihood of our success must be considered
in light of the problems, expenses, difficulties, complications, and delays
frequently encountered in connection with the growth of an existing business,
the development of new products and channels of distribution, and current and
future development in several key technical fields, as well as the competitive
and regulatory environment in which we operate.

10
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We operate in a highly regulated business environment and changes in regulation
could impose costs on us or make our products less economical.

Our products are subject to federal, state, local and foreign laws and
regulations, governing, among other things, emissions as well as laws covering
occupational health and safety. Regulatory agencies may impose special
requirements for implementation and operation of our products or may
significantly impact or even eliminate some of our target markets. We may incur
material costs or liabilities in complying with government regulations. In
addition, ©potentially significant expenditures could be required in order to
comply with evolving environmental and health and safety laws, regulations and
requirements that may be adopted or imposed in the future.

We are highly dependent on a few key personnel and will need to retain and
attract such personnel in a labor competitive market.

Our success is largely dependent on the performance of our key management and
technical personnel, including Carl Perry, our Chief Executive Officer, Larry
Lombard, our Acting Chief Financial Officer, Edward Moore, our Chief Operating
Officer and Don Kang, our Vice President of Engineering, the loss of one or more

of whom could adversely affect our business. Additionally, 1in order to
successfully implement our anticipated growth, we will be dependent on our
ability to hire additional qualified personnel. There can be no assurance that

we will be able to retain or hire other necessary personnel. We do not maintain
key man life insurance on any of our key personnel. We believe that our future
success will depend in part upon our continued ability to attract, retain, and
motivate additional highly skilled personnel in an increasingly competitive
market.

There are minimal barriers to entry in our market.
We presently license or own a limited amount of ©proprietary technology and,

therefore, have created little or no barrier to entry for competitors other than
the time and significant expense required to assemble and develop similar

production and design capabilities. Our competitors may enter into exclusive
arrangements with our current or potential suppliers, thereby giving them a
competitive edge which we may not be able to overcome, and which may exclude us

from similar relationships.
_9_
Our industry is affected by political and legislative changes.

In recent years there has been significant public pressure to enact legislation
in the United States and abroad to reduce or eliminate automobile pollution.
Although states such as California have enacted such legislation, we cannot
assure you that there will not be further legislation enacted changing current
requirements or that current legislation or state mandates will not be repealed
or amended, or that a different form of zero emission or low emission vehicle
will not be invented, developed and produced, and achieve greater market
acceptance than electric or hybrid electric vehicles. Extensions, modifications
or reductions of current federal and state legislation, mandates and potential
tax 1ncentives could also adversely affect our Dbusiness prospects 1if
implemented.

CAUTIONARY NOTE ON FORWARD-LOOKING STATEMENTS

Some of the matters discussed under the captions "Prospectus Summary," "Risk
Factors," "Management's Discussion and Analysis of Financial Condition and
Results of Operations," "Business" and elsewhere in this prospectus include

11
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forward-looking statements. We have based these forward-looking statements on
our current expectations and projections about future events.

In some cases, you can identify forward-looking statements by terminology such

as "may," "will," "should,"™ "could," T"predicts," "potential," "continue,"
"expects," "anticipates," "future," "intends," "plans," "believes," "estimates"
and similar expressions. These statements are based on our current beliefs,

expectations and assumptions and are subject to a number of risks and
uncertainties. Actual results, levels of activity, performance, achievements and
events may vary significantly from those implied by the forward-looking
statements. A description of risks that could cause our results to vary appears
under the caption "Risk Factors" and elsewhere 1in this prospectus. These
forward-looking statements are made as of the date of this prospectus, and,
except as required under applicable securities law, we assume no obligation to
update them or to explain the reasons why actual results may differ.

-10-
USE OF PROCEEDS

All proceeds from any sale of shares of common stock offered by the selling
shareholders will be received by the selling shareholders and not by us.

PRICE RANGE OF COMMON STOCK

Our common stock is traded in the National Association of Securities Dealers,
Inc. Electronic Bulletin Board ("OTC Bulletin Board") under the symbol "ENVA".
The following table sets forth, for the fiscal quarters indicated, the high and
low bid prices for our common stock as reported on the OTC Bulletin Board by the
National Quote Bureau. The following over-the-counter market quotations reflect
inter-dealer prices, without retail mark-up, markdown or commission, and may not
necessarily represent actual transactions.

Common Stock

High Low Average Daily
Price Price Volume
Calendar 2002
First QUArter .. .u v ettt i e ie e $0.23 $0.14 265,875
Second QUATLLET . . vt i ittt et eeeeeenn $0.19 $0.10 111,600
Third QUATLEr .« .ottt ittt eeeenn $0.15 $0.09 38,861
Fourth QuUarter.....ou.e e eeennennn $0.13 $0.07 146,977
Calendar 2003
First QUArter .. .u v ettt i e ie e $0.09 $0.06 172,237
Second QUATLLET . v v vt ittt et eeeeenn $0.09 $0.06 119,057
Third Quarter......ou e eeeenennenn $0.10 $0.05 465,683
Fourth Quarter.........c.c.eeeeuenn.. $0.14 $0.07 463,240
Calendar 2004
First QUArter .. .u v ittt i e ie e $0.18 $0.12 1,513,231
Second Quarter (through June 22).. $0.19 $0.14 495,024

As of June 22, 2004, we had approximately 9,750 holders of our Common Stock, 110
holders of our Series A Preferred Stock and 34 holders of our Series B Preferred
Stock.

11—
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DIVIDEND POLICY

We have never declared or paid any cash dividends on our capital stock. We
retain any future earnings to fund our business. Additionally, we are required
to pay dividends on our Series A Stock and our Series B Stock before we may pay
dividends on our common stock. Therefore, we do not anticipate paying cash
dividends on our common stock in the foreseeable future. At March 31, 2004, we
had an accumulated deficit of approximately $97,238,000. Until this deficit is
eliminated, we are prohibited from paying dividends on any class of our stock
except out of net profits unless we can meet certain assets and other tests
under Sections 500 through 511 of the California Corporations Code. Our board of
directors will determine any future dividend policy in light of the all of the
foregoing information and then existing conditions, including our earnings,
financial condition and financial requirements.

CAPITALIZATION

The following table summarizes our balance sheet data as of March 31, 2004,

December 31, 2003 and December 31, 2002:

SHAREHOLDERS' DEFICIT (in thousands) : As of
03/31/2004
unaudited

Series A convertible preferred stock - No par value;

30,000,000 shares authorized; 2,800,000;

2,820,000 and 2,824,000 shares issued and

outstanding at 03/31/04,

12/31/03 and 12/31/02, respectively 1,812

Series B convertible preferred stock - No par value;

5,000,000 shares authorized; 1,217,196 shares

issued and outstanding at 03/31/04, 12/31/03

and 12/31/02, respectively 2,434
Stock notes receivable (1,203)
Common Stock - No par value; 500,000,000 shares

authorized; 380,144,000, 378,341,000 and

345,194,000 shares issued and outstanding at

03/31/04, 12/31/03 and 12/31/02,

respectively 86,167

Common stock subscribed 176

Additional paid-in capital 7,031

Accumulated deficit (97,238)

Total Shareholders' Equity (Deficit) (821)

As of
12/31/2003

1,837

2,434

(1,203)

86,054

60

7,031

(97,077)

This information should be read together with our Financial Statements and the
related Notes and "Management's Discussion and Analysis of Financial Condition
and Results of Operations" appearing elsewhere in this prospectus.
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SELECTED FINANCIAL DATA

The following
for the three months ended March 31,
2002, 2001 and 2000,
fiscal year ended July 31,

the fiscal year end which was effective

end of the years ended December 31,
period ended December 31,
our audited Financial Statements.
be read in conjunction with, and are
financial statements,
and Analysis of Financial
following pages of this prospectus.

2003,

NET SALES

COST OF SALES

GROSS MARGIN

OTHER COSTS AND EXPENSES
Research and Development
Selling, general and administrative
Interest and financing fees
Other expenses (income)
Gain on Warranty
Reevaluations
Equity in losses

Legal Settlements

Total other costs and expenses

LOSS FROM CONTINUING OPERATIONS

GAIN ON DEBT RESTRUCTURING

NET LOSS

the five month period

qualified
including the notes thereto and "Management's
Condition and Results of Operations"

December 31,
income data and balance sheet data for the three months ended March 31,
unaudited. The statement of income data and balance sheet data for and as of the
the five month
1999 are derived from

2002,

Three
Months
Ended
Mar. 31,

S 1,108

2001 and 2000,
1999 and the year ended July 31,
The following selected financial data should

in their entirety Dby,

1999. . The

As of and for the year ended December

(in thousands, except per share dat

2003

selected financial data tables set forth selected financial data
2004 and the years ended December 31,
ended December 31,
1999. The five-month period is related to a change in
statement of
2004 are

2003,

1999 and the

2002

1,152
2,837
199

our
Discussion
included in the

2001

879
2,894
113
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PER COMMON SHARE:

Loss from continuing operations (0.01) (0.01) (0.01) (0.01)

Gain on debt restructuring —— — —— ——
Net loss per common share om0 (0.0 (0.01)
EIGHTED AVERAGE NUMBER OF comeoN
SHARES OUTSTANDING 374,644 334,840 326,390 275,189
Total Assets © sees 480 6220 4,300
Long-term debt Csass 3,301 33 3,93
Shareholder's equity (deficit) ey e 287 @3
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

You should read this Management's Discussion and Analysis of Financial Condition
and Results of Operations in conjunction with our 2003 Financial Statements and
Notes thereto. The matters addressed in this Management's Discussion and
Analysis of Financial Condition and Results of Operations, with the exception of
the historical information presented, contains certain forward-looking
statements involving risks and uncertainties. Our actual results could differ
materially from those anticipated 1in these forward-looking statements as a
result of certain factors, including those set forth under the heading "Certain
Factors That May Affect Future Results" and elsewhere in this report.

Cautionary Note on Forward-looking Statements

Some of the matters discussed under the caption "Management's Discussion and
Analysis of Financial Condition and Results of Operations," "Business" and
elsewhere in this Prospectus include forward-looking statements. We have based
these forward-looking statements on our current expectations and projections
about future events.

In some cases, you can identify forward-looking statements by terminology such

as "may," "will," "should,"™ "could," T"predicts," "potential," "continue,"
"expects," "anticipates," "future," "intends," "plans," "believes," "estimates"
and similar expressions. These statements are based on our current beliefs,

expectations and assumptions and are subject to a number of risks and
uncertainties. Actual results, levels of activity, performance, achievements and
events may vary significantly from those implied by the forward-looking
statements. These forward-looking statements are made as of the date of this
Prospectus, and, except as required under applicable securities law, we assume
no obligation to update them or to explain the reasons why actual results may
differ.

OVERVIEW

Enova Dbelieves it is a leader in the development and production of commercial
digital power management systems. Power management systems control and monitor
electric power in an automotive or commercial application such as an automobile
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or a stand-alone power generator. Drive systems are comprised of an electric
motor, an electronics control wunit and a gear unit which power an electric
vehicle. Hybrid systems, which are similar to pure electric drive systems,
contain an internal combustion engine in addition to the electric motor,
eliminating external recharging of the battery system. A fuel cell based system
is similar to a hybrid system, except that instead of an internal combustion
engine, a fuel cell is wutilized as the power source. A fuel cell is a system
which combines hydrogen and oxygen in a chemical process to produce electricity.
Stationary power systems utilize similar components to those which are in a
mobile drive system in addition to other elements. These stationary systems are
effective as power—-assist or Dback-up systems, alternative power, for
residential, commercial and industrial applications.

Enova develops and produces advanced software, firmware and hardware for
applications in these alternative power markets. Our focus is digital power
conversion, power management, and system integration, for two broad market
applications - vehicle power generation and stationary power generation.

Specifically, we develop, design and produce drive systems and related
components for electric, hybrid-electric, fuel cell and microturbine-powered
vehicles. We also develop, design and produce power management and power
conversion components for stationary distributed power generation systems. These

stationary applications can employ fuel «cells, microturbines, or advanced
batteries for power storage and generation. Additionally, we perform research
and development to augment and support others' and our own related product

development efforts.

Our product development strategy 1s to design and introduce to market
successively advanced products, each based on our core technical competencies.
In each of our product / market segments, we provide products and services to
leverage our core competencies in digital power management, power conversion and
system integration. We believe that the underlying technical requirements shared
among the market segments will allow us to more quickly transition from one
emerging market to the next, with the goal of capturing early market share.

The financial statements present the financial position of Enova Systems, Inc.
as of March 31, 2004, December 31, 2003 and 2002 and the results of operations
and cash flows for the three months ended March 31, 2004 and the years ended
December 31, 2003, 2002 and 2001.

—14-

Critical Accounting Policies

Financial Reporting Release ©No. 60 requires all companies to include a
discussion of critical accounting policies or methods used in the preparation of
financial statements. Note 1 of the notes to the financial statements includes a
summary of the significant accounting policies and methods wused 1in the
preparation of our financial statements. The following is a brief discussion of
the more significant accounting policies and methods that we use.

Our discussion and analysis of our financial condition and result of operations
are based on our financial statements, which have been prepared in conformity
with accounting principles generally accepted in the United States of America.
Our preparation of these financial statements requires us to make estimates and
assumptions that affect the reported amounts of assets and 1liabilities, the
disclosure of contingent assets and liabilities at the dates of the financial
statements and the reported amounts of revenues and expenses during the
reporting periods. We based our estimates on historical experience and on
various other assumptions that we Dbelieve to Dbe reasonable under the
circumstances. The most significant estimates and assumptions relate to revenue
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recognition and potential allowances for doubtful accounts. Actual amounts may
differ from such estimates under different assumptions or conditions. The
following summarizes our critical accounting policies and significant estimates
used in preparing our consolidated financial statements:

o The first-in, first-out (FIFO) method to value our inventories;

o The intrinsic value method, or APB Opinion No. 25, to account for our
stock options;

o Review of customers' receivable to determine the need for an allowance
for credit losses based on estimates of customers' ability to pay. If
the financial condition of our customers were to deteriorate, an

allowance may be required.

o Revenue recognition - The Company is required to make judgments based
on historical experience and future expectations, as to the
reliability of shipments made to its customers. These Jjudgments are

required to assess the propriety of the recognition of revenue based
on Staff Accounting Bulletin ("SAB") No. 101, "Revenue Recognition,"
and related guidance. The Company makes these assessments based on the

following factors: 1) customer-specific information, ii) return
policies, and 1iii) historical experience for issues not yet
identified.

These accounting policies are applied consistently for all years presented. Our
operating results would be affected if other alternatives were used. Information
about the impact on our operating results is included in the footnotes to our
financial statements.

LIQUIDITY AND CAPITAL RESOURCES

We have experienced cash flow shortages due to operating losses primarily
attributable to research, development, marketing and other costs associated with
our strategic plan as an international developer and supplier of electric
propulsion and power management systems and components. Cash flows from
operations have not been sufficient to meet our obligations. Therefore, we have
had to raise funds through several financing transactions. At least until we
reach breakeven volume in sales and develop and/or acquire the capability to
manufacture and sell our products profitably, we will need to continue to rely
on cash from external financing sources. We are seeking new investment capital
to fund research and development and create new market opportunities. 1In order
to fuel our growth in the stationary power market, we will need additional
capital to further these development programs and augment our intellectual
properties. We believe that for at least the next 12 months, assuming there are
no unanticipated material adverse developments and no material decrease in
revenues, our cash flows from operations and through credit facilities should be
sufficient to enable us to pay our debts and obligations as they mature. We will
continue to benefit in fiscal 2004 from expense reductions through reduced
number of employees and other expenses undertaken in fiscal 2003. However, our
current sources of funds are not sufficient to provide the working capital for
material growth, and we need to obtain additional debt or equity financing to
support such growth.

Three Months ended March 31, 2004

In the first quarter of 2004, Enova entered 1into several stock purchase
agreements to issue 16,250,000 shares of our common stock through a private
placement offering at $0.12 per share for a total cash purchase of $1,950,000.
The funds were received and the shares were issued in April 2004. These
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investors represented that they were accredited investors. We relied on Rule 506
of Regulation D and Section 4(2) of the Securities Act of 1933, as amended, for
the exemption from registration of the sale of such shares. Enova continues to
seek additional investment capital to fund its operations, development and

—-15-

expansion plans. As of June 22, 2004, there were no other firm commitments.
Enova also has a commitment from Hyundai Heavy Industries to invest, 1in June
2004, an additional $1,500,000 in Enova under the same terms as the initial
investment, subject to stock price adjustments, in accordance with the terms of
the Joint Venture Agreement.

Current liabilities decreased by a net of $38,000 from December 31, 2003 to
March 31, 2004, due primarily to reductions of outstanding vendor payables
primarily due Hyundai Heavy Industries in connection with additional power
management and conversion component inventory and Hyundai Autonet for materials
associated with the terminated Ballard/Ford Th!nk city program.

Capital 1lease obligations decreased by $8,000 during the three months ended
March 31, 2004, from December 31, 2003, also due to scheduled payments of these
liabilities.

Interest accruing on notes payable increased by $62,000 for the three months
ended March 31, 2004.

The operations of we during the first quarter of fiscal 2004 were financed
primarily Dby the funds received on engineering contracts and sales of drive
system components as well as cash reserves provided by equity financings. It is
management's intention to continue to support current operations through sales
of products and engineering contracts, as well as to seek additional financing
through private placements and other means to increase inventory reserves and to
continue internal research and development.

Contractual Obligations

The following table outlines payments due under our significant contractual
obligations over the next five years, exclusive of interest:

Payments Due by Period

Contractual Obligations Less than 1 1-3 4-5

At December 31, 2003 Year Years Years
Total

Long Term Debt $3,478,000 $ 131,000 S 15,000 S -

Capital Lease Obligations 28,000 20,000 8,000 ——

Operating Leases 614,000 97,000 489,000 28,000

Unconditional Purchase

Obligations - - - -

Total Contractual Cash
Obligations $4,120,000 $ 248,000 $ 512,000 S 28,000

The above table outlines our obligations as of December 31, 2003 and does not

After 5
Years

$3,332,000
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reflect the changes in our obligations that occurred after that date.

Year ended December 31, 2003

Throughout 2003, our management reassessed our current resource allocations and
overhead costs. Due to the loss of the Advanced Vehicle Systems (AVS) programs
(refer to "Legal Proceedings" below) and an overall slowdown in heavy-duty drive
system purchases, our management analyzed current processes and budgets for
potential targets for cost reduction. As a result of this analysis, our
management 1implemented several cost reduction programs, including personnel
reductions, workweek modifications and other cost restraint endeavors to achieve
these goals. Personnel levels were reduced to 28 employees at December 31, 2003

-16—

from 45 at December 31, 2002. Because of the workforce reductions and other cost
containment policies, we continue to realize a reduction in monthly cash outlays
of approximately $120,000 via these cost reductions compared with the monthly
average for the first six months of 2003 without impact to our current
operations.

In 2003, we expanded our sales and development efforts to capture additional
global market share for our product 1line and our technical expertise. We
expanded further into U.S., European and Asian markets with our heavy duty drive
systems and added to our development programs with Ford, Hyundai and the U.S.
Department of Transportation with major customers such as Mack Truck / Volvo,
EDO Corporation, MTrans of Malaysia, the U.S. Navy and others. We continue to
focus on building our product line, increasing our market share and developing
the next generation of advanced power management and conversion systems.

Our operations during the year ended December 31, 2003 were financed by
development contracts and product sales, as well as from working capital
reserves.

During the year ended December 31, 2003, our operations required $1,378,000 more
in cash than was generated. We continue to increase research and development
spending, as well as increased sales, marketing and administrative expenses
necessary for expansion to meet customer demand. Accounts receivable increased
by $142,000 from $1,256,000, or approximately 11% from the balance at December
31, 2002 (net of write-offs). Accounts receivable were $803,000 (which includes
$595,000 of accounts receivable of AVS that were written off) at December 31,
2003 or 36% lower than comparable Dbalances at December 31, 2002. To a large
extent, the decrease is due to the $595,000 write-off caused by the bankruptcy
of AVS, as noted below, and the overall slowdown in new business in the third
and fourth quarters of 2003. We began several new development contracts in the
fourth quarter of 2003, which we anticipate will increase receivables in future
quarters. During the twelve months ended December 31, 2003, we charged off
approximately $595,000 primarily for sales made to AVS in 2002 and 2003. We
continually monitor our receivables and have had immaterial charge-offs during
the years, other than AVS, due to this policy. Inventory decreased slightly by
$46,000 from $1,652,000 or less than 3% from December 31, 2002 balances. During
late 2002, we increased our inventory stock to meet forecasted customer demand
from AVS and other heavy-duty drive systems customers. In 2003, several of these
customers experienced slower demand than anticipated which resulted in fewer
purchases from Enova. We sold these systems throughout 2003 and anticipate
additional sales of these systems in 2004. Additionally, included in our
inventory are raw materials and equipment related to the Ballard/Ford Th!nk city
program, as noted below under Ballard Power Systems, which have a book value of
approximately $180,000 based on our negotiated settlement with Ballard. These
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materials have an original cost value of over $700,000. It is our intention to
resell these materials during 2004.

Fixed assets increased by $112,000 or 7%, before depreciation and a write-down
of $200,000 for our Hawaii demonstration tram, for the year ended December 31,
2003 from the prior year balance of $1,668,000 primarily due purchases of test
equipment, production machinery, software and tooling for programs and products
developed during the year. The Hawaii tram was originally booked as an asset at
a value of $350,000 based on then applicable market conditions for such pure
electric wvehicles. We determined that, after allowing for depreciation of
$100,000, the tram has a net realizable value in the range between $50,000 and
$100,000. It is our intent to sell the tram in 2004.

Investments increased Dby $960,000 during 2003, net of our pro-rata share of
losses attributable to the investment, which reflect our forty percent (40%)

interest in the Hyundai-Enova Innovative Technology Center as noted elsewhere in
this Prospectus. For the year ended December 31, 2003, the ITC generated a net
loss of approximately $100,000, resulting in a charge to Enova of $40,000
utilizing the equity method of accounting for our interest in the ITC. Based on
contractual obligations of our Joint Venture Agreement with Hyundai Heavy
Industries Co., such investment is anticipated to increase by $1,000,000 in
2004.

Other assets decreased by $94,000 during 2003 from $498,000 in 2002 as we
continued to amortize the asset relating to the Ford Value Participation
Agreement. Intellectual property assets, including patents and trademarks,
increased Dby $11,000 in 2003 from $78,000 at December 31, 2002 as we continued
to capitalize new intellectual property rights on our technology.

_17_
RESULTS OF OPERATIONS
Three Months Ended March 31, 2004

Net revenues for the three months ending March 31, 2004 were $1,108,000 as
compared to $1,339,000 for the corresponding period in 2003. ©Net production
sales for the quarter ended March 31, 2004 decreased to $672,000 from $1,016,000
in the same period in 2003. The decrease in production revenues is a result of
the overall slowdown 1in heavy-duty alternative fuel drive system sales as
manufacturers assess the various new types of systems on the market. There has
been a greater shift to parallel hybrid type systems, however, as yet, no
particular type of system has gained a major foothold. Management's strategy, in
this regard, 1s to provide a dual path approach in offering both a series and
parallel hybrid drive systems solution commencing in 2004. To offset this
temporary decline in production sales, we are aggressively pursuing privately
and governmental funded development programs. This allows we to increase its
revenue base, form new alliances with major OEMs and participate in the latest
trends in alternative fuel technologies. Research and development revenues
increased to $436,000 from $323,000 during the same period in 2003. Research and
development revenues are a result of engineering services for the Mack/Volvo
hybrid drive system, the EDO minesweeper project and the HEVDP Hickam fuel cell
bus program.

Cost of revenues for the three months ended March 31, 2004 decreased to $658,000
compared to cost of revenues of $977,000 for the same three-month period in
2003. The decrease 1in cost of sales is directly attributable to lower sales
volumes for the quarter.

Internal research, development and engineering expenses decreased in the three
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months ended March 31, 2004 to $128,000 as compared with $488,000 in the same
period in 2003. Due to an increase in externally funded development programs and
the decrease in the our workforce, Enova has allocated less of its own funds to
new product development. Enova continues to allocate increased resources to the
development of its diesel generation motor, upgraded proprietary control
software, enhanced DC-DC converters and advanced digital inverters and other
power management firmware. We are utilizing external funding, however, for a
greater percentage of these development costs.

Selling, general and administrative expenses decreased $132,000 to $353,000 for
the three months ended March 31, 2004 from the previous vyear's comparable
period. The decrease 1is a direct result of management's cost reduction
strategies which we will strive to maintain in 2004 in its efforts to achieve
profitability, although management cannot assure that profitability will be
achieved.

Interest and financing fees remained relatively constant at approximately
$64,000 for the first quarter of 2004, up slightly from the same period in 2003
due to an increase in the interest rate charged per the terms of our long term
note.

We incurred a loss from continuing operations of $161,000 in the first quarter
of 2004 compared to a loss of $743,000 in the first quarter of 2003, which
represents a 78% reduction in loss. As noted above, this decrease was primarily
due to cost reduction strategies implemented by management and workforce
restructurings. By increasing sales revenues while maintaining these cost
management strategies, we Dbelieves 1t will be able to reduce its annual loss
from operations as compared with prior years results; however, management cannot
assure that these results will be achieved.

Years Ended December 31, 2003 and 2002

Net sales of $4,310,000 for the twelve months ended December 31, 2003 decreased
$145,000 or 3% from $4,455,000 during the same period in 2002. Our sources of
revenue for 2003 came primarily from product sales. Product sales as a
percentage of total revenues of 56% in 2003 were consistent to the 2002 product
sales to total revenues percentage of 59%. Sales of our Panther 120kW drive
systems accounted for a majority of our product sales in 2003. We believe this
trend will continue over the next several vyears. However we will continue to
seek out and contract for new development programs with both our current
partners such as Ford, Mack/Volvo, UTC, Hyundai and our other U.S., Asian and
European alliance partners, as well as with new alliances with other vehicle
manufacturers and energy companies.

Cost of sales consists of component and material costs, direct labor costs,
integration costs and overhead related to manufacturing our products. Product
development costs incurred 1in the ©performance of engineering development
contracts for the U.S. Government and private companies are charged to cost of
sales for this contract revenue. During 2003, we continued our trend of
establishing new customers and strengthening current alliances with customers,

such as Tomoe and MTrans in the heavy-duty drive system market. Because the

market is relatively nascent, our customers require additional integration and
_18_

support services to customize, integrate and evaluate our products. We believe

these costs to be initial, one-time costs for these customers and anticipate
similar costs to be incurred with respect to new customers as we gain additional
market share. Cost of sales for the year ended December 31, 2003 decreased
$438,000, or 12%, from $3,784,000 for the year ended December 31, 2002. This
decrease is attributable to follow-on orders from existing customers such as EPT
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and MTrans, which no longer require as much integration support, and from
decreased pricing from our contract manufacturers as our order quantities rise.
As we 1increase our sales volume, we Dbelieve the costs associated with
manufacturing and integrating these ©products should continue to decrease,
improving our gross margins.

Research and development expenses consist primarily of personnel, facilities,
equipment and supplies for our research and development activities. Non-funded
development costs are reported as research and development expense. Research and
development expense decreased in 2003 to $799,000 from $1,152,000 for the same
period in 2002, a decrease of $352,000, or 31%. During 2003, we reduced
non-essential expenses for internal research and development without sacrificing
that development necessary to maintain our competitive edge in our markets. We
supplemented this reduction by teaming with other companies in our sector such
as Mack/Volvo, Hyundai, and the U.S. Government to offset the costs of
development for new products 1in the areas of mobile and stationary power
management and conversion. Programs included our advanced power management
systems for fuel cells, our diesel generation engine/motor system for our
heavy-duty drive systems, a dual 8kW inverter, and upgrades and improvements to
our current power conversion and management components. Additionally, we
continue to enhance our technologies to be more universally adaptable to the
requirements of our current and prospective customers. By modifying our software
and firmware, we believe we should be able to provide a more comprehensive,
adaptive and effective solution to a larger base of customers and applications.
We will continue to research and develop new technologies and products, both
internally and in conjunction with our alliance partners and other manufacturers
as we deem beneficial to our global growth strategy.

Selling, general and administrative expenses consist primarily of personnel and
related costs of sales and marketing employees, consulting fees and expenses for
travel, trade shows and promotional activities and personnel and related costs
for general corporate functions, including finance, accounting, strategic and
business development, human resources and legal. Selling, general and
administrative expenses were further reduced in 2003 from 2002 levels continuing
a trend from prior vyears. Net of the $595,000 AVS bad debt write-off, our
selling, general and administrative expenses decreased $515,000 in the year
ended December 31, 2003, to $2,322,000 from $2,837,000 for the similar period in
2002. This represents an 18% reduction 1in these expenses as a result of
management's cost reduction programs implemented throughout 2003 including
workforce cutbacks, elimination of non-essential expenses and exercising tighter
constraint over overhead <costs 1in general. We are continually reviewing
operations to lower overhead costs and increase operational efficiencies

For the year ended December 31, 2003, interest and financing fees increased by
$22,000 to $242,000, an increase of 10%. The 1increase was due solely to an

increase in 2003 in the interest rate on the note due the Credit Managers
Association of California for $3.2 million per the terms of that note.

Our $3,186,000 net loss for the year ended December 31, 2003 is $411,000 less
than the loss incurred in 2002 of $3,598,000, a decrease of 11%. Excluding the
bad debt charge of $595,000 for the AVS bankruptcy and the write-down of the
Hawaii tram of $200,000, our loss for the year would be $1,206,000 1less, or
$2,392,000 for the year ended December 31, 2003, over 34% lower than that
incurred in 2002. This decrease 1s a significant milestone 1in our goal to
break-even 1in the near future. Management will continue to seek operational
efficiencies and methods to reduce manufacturing and overhead costs as well as
increase revenues to achieve this goal of profitability.

Ballard Power Systems

Our development and production program with Ballard Power Systems for low
voltage 30kW electric drive system components for use in Ford's Global Th!nk
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City was terminated by Ford and Th!nk Nordic in early 2003. Under the terms of
the contract, Ballard is liable for all costs we incurred which are normally
associated with production, including inventory and other development or
production costs. We 1invoiced Ballard for approximately $952,000 for
work—in-process inventory and other additional material, tooling and engineering
costs for the initial production of the drive system component. Of this amount,
Ballard remitted $580,400 during the second quarter of 2003. In October 2003, we
reached a settlement with Ballard on all remaining balances due wherein we will

receive $198,125 in cash and title to all inventory, raw materials, tooling and
equipment in our possession that is associated with the program. We are in the
process of selling such inventory, raw materials, tooling and equipment in the

resale markets. We believe that the resale market value of such inventory and
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equipment will be at least equal to the value of the remaining balance of the
receivable, or approximately $173,000.

Hyundai-Enova Innovative Technology Center

In September 2003, we funded, with Hyundai Heavy Industries, Co. Ltd. (HHI), the
Hyundai-Enova Innovative Technology Center (HEITC) to be located at our Torrance
headquarters. In connection with the Joint Venture Agreement entered into
between HHI and us in March 2003, HHI purchased $1,500,000 of our common stock,
for an aggregate of 23,076,923 shares representing a 6.2% ownership in Enova.
Enova used $1,000,000 of such funds to invest in HEITC for a forty percent (40%)
equity ownership interest. HHI invested an additional $1,500,000 in HEITC for a
sixty percent (60%) equity ownership interest in HEITC. In July 2004, HHI will
invest an additional $1,500,000 in Enova and $1,500,000 in HEITC under the same
terms as the initial investment, subject to stock price adjustments, in
accordance with the Joint Venture Agreement. The Jjoint venture company
officially opened in November 2003 to pursue advanced research and development
in hybrid automotive and stationary applications for fuel cell technologies

Years Ended December 31, 2002 and 2001

Net sales of $4,455,000 for the twelve months ended December 31, 2002 increased
$675,000 or 18% from $3,780,000 during the same period in 2001. Our revenue base
is shifting to higher concentration 1in product sales as we expand our market
penetration 1in these areas. Product sales as a percentage of total revenues
increased to 59% in 2002 as compared with 26% of total revenues in 2001. Sales
of our Panther 240kW, 120kW and 90kW drive systems accounted for a majority of
our product sales.

Cost of sales consists of component and material costs, direct labor costs,
integration costs and overhead related to manufacturing our products. Product
development costs incurred 1in the ©performance of engineering development
contracts for the U.S. Government and private companies are charged to cost of
sales for this contract revenue. During 2002, we established several new
customers, such as AVS, Tomoe and MMT, in the heavy-duty drive system market
which required additional integration and support services to customize,
integrate and evaluate our products. During the year ended December 31, 2002, we
charged off approximately $200,000 in obsolete inventory and other engineering
costs related to the cancellation of the Ballard/Ford Th!nk program.. Due to the
increase 1in net sales, the aforementioned costs, the Ballard program
cancellation and other inventory adjustments, cost of sales of $3,784,000 for
the year ended December 31, 2002 reflect an increase of $1,001,000, or 36%, from
$2,783,000 for the year ended December 31, 2001.
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Research and development expenses consist primarily of personnel, facilities,
equipment and supplies for our research and development activities. Non-funded
development costs are reported as research and development expense. Research and
development expense increased in 2002 to $1,152,000 from $879,000 for the same
period in 2001, an increase of $273,000, or 31%. During 2002, we continued to
expend funds for research and development for new technologies to enhance
existing products as well as develop new products in the areas of mobile and
stationary power management and conversion. Programs included our 240kW drive
system, advanced power management systems for fuel cells, a Panther 90kW Dual
Motor drive system, a diesel generation engine/motor system for our heavy-duty
drive systems, a 18kW on-board charger system and upgrades and improvements to
our current power conversion and management components. During 2002, we expended
additional resources toward these types of programs and therefore modified our
allocation of engineering costs to reflect this shift. Selling, general and
administrative expenses consist primarily of personnel and related costs of
sales and marketing employees, consulting fees and expenses for travel, trade
shows and promotional activities and personnel and related costs for general
corporate functions, including finance, accounting, strategic and business
development, human resources and legal. Selling, general and administrative
expense decreased 1in the year ended December 31, 2002 to $2,837,000 from
$2,894,000 for the similar period in 2001. During 2002, legal and accounting
fees of approximately $318,000 in conjunction with two Form S-1 Registration
Statements, required quarterly, annual and other periodic SEC filings, as well
as compliance with the Sarbanes-Oxley Act of 2002 and other legal matters,
accounted for the majority of these expenses..

For the year ended December 31, 2002, interest and financing fees increased by
$86,000 to $199,000, an increase of 76%. The increase was due primarily to an
increase 1in the rate on the Note due the Credit Managers Association of
California for $3.2 million per its terms and additional 1lease financings for
equipment during 2002.
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Our net loss for the year ended December 31, 2002 of $3,598,000 is comparable to
the loss incurred in 2001 of $3,428,000. Certain factors, such as the Ballard
program cancellation, could not be anticipated and did contribute substantially
to the net loss from operations

In 2001, we entered into several supplier agreements and commenced new
development programs with automotive and transit manufacturers both domestically
and internationally. Additionally, we completed various research and development
programs sponsored by the U.S. Government and private corporations.

Ford Motor Company Programs

In July 2001, we entered into a strategic relationship with Ford Motor Company
under which we were selected by Ford's Th!nk brand to develop and manufacture a
high power, high voltage conversion module for their upcoming fuel cell vehicle.
The high voltage conversion module will convert high voltage power from the fuel
cell into a lower voltage.

Hyundai Motor Company Programs

We continue to develop hybrid and fuel cell based systems with Hyundai Motor
Company, the world's seventh largest automobile manufacturer. Having
successfully completed our hybrid drive system and fuel cell electric vehicle
program, we are working with Hyundai on advanced hybrid and fuel cell
applications. We delivered four series-hybrid drive systems for use in Hyundai's

24



Edgar Filing: ENOVA SYSTEMS INC - Form S-1

county bus at the World Cup Soccer in Seoul, Korea in June 2002.

Hyundai continues to contract with our company for the development of advanced
hybrid and fuel cell powered drive systems. In regards to passenger vehicle
programs, we continue in our efforts to develop a commercially viable parallel
hybrid motor and controller for Hyundai's new hybrid vehicle to be introduced in
2004. The prototype drive system for this program was delivered to Hyundai in
February 2002. Development programs with Hyundai generated approximately
$450,000 in sales in the year ended December 31, 2002.

Light-Duty Drive Systems

In addition to the 30kW motor controller, charger and DC-DC converter which we,
in alliance with Hyundai Autonet, are manufacturing for Ballard Power, we are
also marketing our PantherTM 90kW drive systems. Our 90kW controller, motor and
gear unit provide outstanding performance for light duty vehicles such as
midsize automobiles and delivery vehicles.

Heavy-Duty Drive Systems

Sales of our PantherTM 120kW drive systems continue to provide increased
revenues for our company. We have entered into supplier agreements with
manufacturers 1in Europe and Japan as well as domestically. Hyundai Heavy
Industries is also our outsource manufacturer for the Panther 120kW as well as
the motor and controller for our Panther 240kW drive system