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Dear Shareholders,

Year 2016 was the beginning of a building period for iQ Power. The approval of the
Rehabilitation Plan for the Licensee factory in Korea by the local Korean court in
January 2016 was the start of a period of increasing stability and productivity for the
factory. Today the Licensee battery factory is the centerpiece of our License strate-
gy. Not only does the factory provide a steady and growing source of income, but it
also serves as a model factory for other potential licensees in the future. The recog-
nition of the electrolyte mixing as a key performance enhancer has gained significant

momentum during the last six months due to the sales growth at the Korean factory.

Most importantly, 2016 continued the long-term intensive cooperation with Discover
Energy Corporation, Vancouver, Canada (DEC). DEC is actively promoting the iQ
Power technology to their worldwide network of aftermarket distributors in all strate-
gically important parts of the world. The financial support from Discover Energy was
the key to approval of the Rehabilitation Plan by the local Korean court and provided
key financial and commercial support throughout 2016 to the present. Discover En-

ergy has made the iQ Power technology the basis of their entire starter battery sales.

2016 also marked the start of production of the first battery for use by a major auto-
mobile manufacturer. The largest South American Battery manufacturer, Moura Bat-
erias S.A., was finally able to deliver the first batteries for OEM use following very
long investment delays at automobile manufacturers due to the economic and politi-
cal crisis in Brazil. The North American licensee has started limited sales of batteries
with iQ Power technology, however the batteries are purchased from customers of
Discover Energy in North America and therefore the amount of sales is included in

the license revenue from the Korean factory.

Macroeconomics:

The global economy grew modestly overall in 2016. In the USA and Germany growth
remained steady. The European countries continued the modest recovery from the
financial difficulties of 2013 and 2014. The developing world began recovery from
the setback due to the low oil price and China was able to reverse the economic
slowdown from 2015. Stock markets worldwide experienced good performance de-
spite the discontinuance of the low interest rate policy of the United States Central
Bank. The Blue Chips profited much more from the uncertainty than the higher risk-

reward stocks such as iQ Power.



Consolidated Financial Statements 2016 + Summary +iQ Power Licensing AG

Starter battery sales in Europe remained flat due to the second straight season of
warm winter weather across the Continent. Sales of starter batteries in developing
countries grew at stronger pace of 4% to 5% annual volume growth, as many econ-
omies recovered, including China. The market for the premium batteries for Start-
Stop applications continue to grow faster than conventional batteries, however the
total market share continues to remain much less than the market for conventional

batteries.

Technology Trends

As in years past, despite many new announced developments for battery technology
for E-vehicles, the demand is insignificant due to the many problems and hurdles
facing this transportation alternative. The lower price of oil has greatly reduced the
economic incentive to change to E-vehicles. Despite government subsidies and bil-
lions of dollars of R&D in lithium and other advanced technologies, all industry ex-
perts are agreed that lead acid starter batteries will dominate the automotive market
for at least the next 25 years. Furthermore, the supply of lithium remains limited and
in countries that are not deemed stable democracies. The price for lithium has al-
most tripled in 2015 and 2016 and the tendency shows no sign of reduced prices.
Notwithstanding the highly publicized introduction of less expensive E-vehicles
through companies like Tesla motors, industry experts continue to agree that vehi-
cles with Start-Stop engines will be the favored solution by automobile manufactur-
ers (OEMs) to meet the pressure from governments in all regions to improve fuel

consumption and reduce greenhouse emissions.

2016 continued the trend towards the Enhanced Flooded Battery for starter batteries
for vehicles with Start-Stop engines. The EFB battery continues to take market share
away from the previously dominant AGM battery, in which the electrolyte is trapped
in a sponge-like lead plate separator. The EFB battery, in which the electrolyte is
fluid as in conventional batteries, does age more quickly than the AGM due to acid
stratification, the OEMs feel that this technology will be adequate for the Start-Stop
engines. iQ Power technology has been proven to effectively combat the aging of
the EFB battery by eliminating acid stratification and thus achieving significantly

higher cycle times and a substantial longer service life for these batteries.

Core License Strategy
In 2016 management and the Board of Directors stayed the course on the new strat-
egy of concentration on the core license business. This strategy was the original

strategy of iQ Power at the founding of the company.
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Operations

In 2016 iQ Power continued its cooperation with the new strategic partner, Discover
Energy Corporation, Vancouver, Canada (DEC). DEC deepened its commitment to
IQPL through a substantial financial investment, which is commented in detail in the
financial section of this report. DEC is investing heavily to promote the iQ Power
technology in all strategically important markets in the world. The key to this en-
gagement was the rehabilitation of the Korean factory, which provides a high quality
and cost competitive base battery. Currently, the majority of the batteries from Korea

are shipped to North America.

Starting in February 2016, the leadership of the Korean factory was, phased in dur-
ing the year, handed over to an employee of Discover Energy for everyday business.
Currently the CEO of IQPL is assisting the Korean factory on product development

as well as obtaining new licensees.

In 2016 great efforts and investments were made to expand the program from 9 to
25 models. Sales in 2016 in Korea developed somewhat slower than desired, due to
unforeseen production bottlenecks. In addition to new car battery types to be intro-
duced in 2017, the Korean factory will now concentrate on introducing a full product
line of commercial truck batteries.

At the OEM-oriented Brazilian licensee, Moura Baterias, the largest battery manufac-
turer on the South American continent, the announced start of battery production
took place as anticipated at the end of the 4" quarter of 2016. Despite the delays
caused by the crisis in Brazil, the agreement continues to be a significant milestone

and gives IQPL a champion for OEM orders.

There was income in 2016 from the licensee in North America. The licensee current-
ly purchases the batteries with iQ Power Technology from the well-established net-

work of Discover Energy in North America.

In 2016 iQ Power continued its purchases of new molds in order to support the pro-
duction at the Korean factory. Licensees now profit from the manufacturing of the
mixing parts by iQ Power, in that they may order the parts on an as-needed basis

and without investment risk or need of extensive manufacturing know-how.

Patents for the iQ2 technology were granted in many countries in Europe and else-
where during 2016 and early 2017. In total, patent applications were filed in over 50

countries, which account for 95% of vehicle sales globally. The applications repre-
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sent a significant investment for IQPL, but it is vital to protecting our intellectual

properties as the technology gains popularity and recognition. IQPL has never had

an application for a patent denied by any patent office worldwide. This is a remarka-

ble achievement due not only to the uniqueness of the iQ Power technology, but also

GXH WR WKH KDUG ZRUN DQG LQWHOOLJHQW SDWHQW VWUDWHJI\ RI WK
and the CEO of IQPL.

Financial Results

$W WKH HQG RI '(& PDGH D Y PLOOLRQ ORDQ WR ,43/ ZKLFK ZL
into shares on April 30", 2017. This loan and equity conversion was key to maintain-

ing the positive equity position of IQPL following the mandatory write-down of the

value of the IQPA investment, which is detailed below. At the same time, IQPL is-

sued a loan to DEC in the same amount. The loan is due at the end of 2019 and

carries an annual interest rate of 5%. The money from the IQPL loan will be used by

DEC to fund the investments and operations at IQPA.

For the year, revenues from operations improved in 2016 from CHF 0,27 million to
CHF 0,63 million, as the Korean facility began to return to normal operations. Again,
the Korean factory was, by far, the biggest contributor of revenue to IQPL. Although
end customer order activity for the Korean licensee was very good in the 2" half of
2016, sales were limited due to unforeseen production bottlenecks. These bottle-

necks have been alleviated in 2017 through investments made in in late 2016.

The results from operations showed an improvement of CHF 0,5 million versus 2015
(2016: minus CHF 1,7 million versus 2015: CHF 2,2 million) despite CHF 0,2 million
one-time expenses. The improvement was due to the increased revenue, as well as
reduced costs for patents following heavy investments in patent applications in 2014
and 2015.

As usual, normal operational costs were equally divided between engineering, re-
porting and listing costs, and administration. All significant risks were considered in
the financial statements.

The loss in total income for 2016 was CHF 4,3 million (2015: CHF 2,5 million). The
major reason for the large loss was a non-cash write-down in the valuation of assets
in iQ Power Asia (IQPA), which were necessary as part of the re-structuring pro-
gram. In 2015 it was unclear regarding the future of IQPA and the shares of IQPL in
IQPA was held at 23%. Following preliminary approval of the application to emerge
from financial re-structuring (Rehabilitation), Discover Energy Group (DEG) made a

significant equity investment in IQPA. Due the investment, all shareholders were
7
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diluted significantly. The shares owned by IQPL fell from 23% to less than 1%. A
write-down of CHF 2.3 million was necessary in accordance with the international
accepted financial accounting rules. The write down CHF 2.3 million has been com-
pensated bythe LQYHVWPHQW RI Y% PLOOLRQ E\ '(* LQ ,43/ LQ 'HFHPEHU

The equity capital decreased from CHF 1.9 million to CHF 1,5 million at the end of
the year. This was due mainly to the non-cash loss from the write-down in IQPA and
the operating loss due to lower than expected revenues from licenses. The loss was
alleviated by the equity investment of DEG as noted above. The equity ratio de-
creased from 38% to 29%. The liquidity of the company remains satisfactory, with
cash on hand of CHF 0,9 million at the end of 2016.

Outlook for 2017

Through the intensive cooperation with the strategic partner, Discover Energy, and
the beginning of the production and sales by the Korean factory, iQ Power has now
secured a sustainable and growing revenue base. The focus of activities for the first
part of 2017 will be mainly on the growth of the licensee in Korea, which is the fast-
est avenue to near-term revenue growth, however activity is increasing significantly
on new sources of revenue for the near-term, which will be intensified in the 2" half
of 2017.

In January 2017, the first license income was received from the Brazilian licensee
and we anticipate a moderate growth of income over the course of the year. Efforts
will be made to expand the cooperation with the Brazilian licensee in 2017. No signif-

icant revenue is anticipated from the licensee in North America in 2017.

Sales for 2017 year-to-date are up significantly from income generated in Korea. As
capacity expands in Korea, management anticipates significantly stronger sales for
the full year. 2017 will definitely show a major improvement and management fore-

casts to achieve positive operating cash-flow.

We would like to thank all of our stakeholders for their untiring efforts for the pro-

gress achieved thus far.

Charles Robert Sullivan
CEOQ, iQ Power Licensing AG
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The year 2016 was a year of building for the Board of Directors of iQ Power Licens-
ing AG in which the continued turnaround of the key licensee, iQ Power Asia Inc.
Gwangju, Korea, was the main activity. The support for the key licensee was of vital
interests to iQ Power Licensing AG. Not only is it the best and most stable income

source for the company, but it also has a signal effect for other potential licensees.

In addition to the events in Korea, the Board of Directors was pleased to note the

first batteries supplied to OEM car manufacturers using the iQ Power technology.

7KH %9RDUG RI 'LUHFWRUV2Db silithRnvésEebt fiQml Riséover En-
ergy Corporation, Vancouver Canada. Discover Energy Corporation (DEC), under
the brand MIXTECH, is investing a large amount of money to promote iQ Power
technology worldwide. More importantly, they have invested millions of dollars to
support and stabilize the production at iQ Power Asia. This engagement in IQPL
demonstrates the confidence in the future of iQ Power Licensing AG and the Korean

factory.

In 2016 iQ Power Licensing AG was able to double the license income from 2015.
This improvement was, however, less than originally anticipated due to unforeseen
production bottlenecks, which have recently been eliminated. IQPL suffered a dilu-
tion-related non-cash writedown due to the restructuring plan of IQPA, which caused
non-cash losses from write downs required according to international accounting
policy. These losses are not indicative of the future. The investments made at IQPA

will provide a foundation for future growth and profitability.

In the fiscal year 2016, the Board of Directors has performed its obligations under
the law and the Articles of Association. The Board was responsible for all strategic
decisions and supervised the operations of the management as required by the Cor-

porate Governance Codex (German: Organisationsreglement).

Important issues in the deliberations of the Board of Directors have included assist-
ing with the improvements at iQ Power Asia Inc. and the development of partnership
with Discover Energy, Vancouver, Canada. No changes to the legal or organizational
structure of iQ Power Licensing AG were made in 2016. The Board of Directors held

a total of four official sessions including teleconferences in 2016.
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My special thanks are dedicated to our shareholders, which, through their support
and loyalty enable the development of the company. | would also like to thank the
management, employees, licensees and my fellow Board members for their extraor-
dinary commitment and their constructive cooperation.

Zug, May 2017

Dr. Raymond Wicki, Chairman of the Board
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CONSOLIDATEDBALANCE SHEET

in CHF 1.000

Assets

Cash and cash equivalents 904 197
Trade receivables 130 0
Receivables against participations 0 845
Prepayments to suppliers 410 530
Other assets and receivables 528 99
Current assets 1.972 1.671
Property, plant and equipment 590 344
Goodwill 11 11
Intangible assets 251 463
Available for sale assets 251 0
Participations 0 2.356
Longterm financial assets 2.144 190
Non-current assets 3.247 3.364
Total assets 5.219 5.035

Liabilities and equity

Accounts payable trade 86 106
Liabilities against related parties 185 0
Other liabilities 34 53
Accrued expenses 1.278 1.091
Accruals 355 447
Convertible bonds 0 970
Income tax payables 3 0
Current liabilities 1.941 2.667
Borrowings from shareholder 455 439
Convertible bonds 1.299 0
Non-current liabilities 1.754 439
Share capital 2.854 2.700
Additional paid-in capital 5.755 2.066
Other reserves -11 -7
Accumulated deficit -7.074 -2.830
Total Equity 1.524 1.929
Total liabilities and equity 5.219 5.035
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CONSOLIDATEDSTATEMENT O OMPREHENSIVENCOME

in CHF - except per share data 2016 2015
Revenues 627 273
Cost of sales -4 0
Gross margin 623 273
Research and development expenses -509 -582
General and administrative expenses -1.837 -1.926
Operating result -1.723 -2.236
Financial income 23 93
Financial expense -244 -116
Impairment participation -2.297 -251
Loss before tax -4.241 -2.510
Tax -3 -12
Net loss after tax -4.244 -2.522
Non -controlling interest 0 0
Shareholder of iQ Power Licensing AG -4.244 -2.522
Other comprehensive income, net of tax : translation

differences , that will be reclassified to the income

statement if certain conditions are met -4 -7
Total comprehensive income -4.248 -2.579
Non -controlling interest 0 0
Shareholder of iQ Power Licensing AG -4.248 -2.579

Undiluted and diluted loss per share
Loss per share -0,01 -0,01
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CONSOLIDATEDSTATEMENT OIC ASHLOWS

in CHF 1.000 2016 2015
Net loss after tax -4.244 -2.522
Adjustments:

Income taxes 3 0
Financial result 2net 221 23
Depreciation and amortization 301 255
Impairment strategic investment ABC GmbH 0 184
Impairment receivables against iQ Power Asia Inc. 129 182
Impairment participation 2.297 251
Other non-cash expenses / (income) 57 28
Net cashflow before changes in working capital -1.236 -1.599
Decrease (increase) receivables and other assets 278 -922
Increase (decrease) trade payables and other

liabilities 144 -198
Increase (decrease) accrued expenses and accruals 96 -51
Operating cashflow -718 -2.769
Interest paid -85 -72
Net cash used in operating activities (A.) -803 -2.841
Interest received 4 0
Investment in tangible assets -140 -68
Investment in financial assets -2.144 0
Acquisitions of businesses, net of cash acquired 0 -4
Net cash used in investing activities (B.) -2.280 -71
Proceeds from convertible bonds 1.111 2.694
Proceeds from convertible loan 2.680 0
Net cash used in financing activities (C.) 3.791 2.694
Net increase (decrease) in cash and cash

equivalents 708 -218
Foreign exchange variation -1 -43
Cash and cash equivalents at beginning of the year 197 458
Cash and cash equivalents at end of the year 904 197
Free Cashflow = (A. + B.) -3.083 -2.912
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CONSOLIDATEDSTATEMENT OCHANGE IN EQUITY

. Addi-
in CHF 1.000 tional Other Accu-

except number of Number of Share paid- in re- mulated Total
shares Shares capital capital EES deficit equity

Equity as at

1.1.2015 (after

merger

adjustments) 245.235.338  2.452 351 0 -308 2.495

Net loss after tax -2.522 -2.522

Other
comprehensive
income -7 -7

Total compre-
hensive income -7 -2.522 -2.529

Conversion of

convertible bonds 24.791.508 248 1.638 1.886
Equity portion

convertible bond 77 77
Equity as at

31.12.2015 270.026.846 2.700 2.066 -7 -2.830 1.929
Net loss after tax -4.244 -4.244
Other

comprehensive

income -4 -4

Total compre-
hensive income -4 -4.244 -4.248

Conversion of

convertible bonds 15.361.022 154 1.002 1.156
Equity portion

convertible loan 2.680 2.680
Equity portion

convertible bond 7 7
Equity as at

31.12.2016 285.387.868 2.854 5.755 -11 -7.074 1.524
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