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These interim financial statements have not been reviewed by the Company’s auditors.
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RAILPOWER TECHNOLOGIES CORP.
Consolidated Balance Sheets
Unaudited

June 30,
2004

December 31,
2003

Assets

Current assets:
Cash and cash equivalents (note 3) 18,130,916$ 13,903,184$
Short-term investments (note 4) 7,620,500 580,000
Interest receivable 11,962 2,857
Accounts receivable 335,320 129,509
Prepaid expenses 405,469 51,085
Deferred charges (note 5) 81,844 -
Inventories (note 6) 4,733,219 1,140,923

31,319,230 15,807,558

Plant and equipment (note 7) 457,552 237,594

Leasehold improvements (note 8) 36,578 43,949

Patents (note 9) 156,506 129,659

31,969,866$ 16,218,760$

Liabilities and Shareholders' Equity

Current liabilities:
Accounts payable and accrued liabilities 2,333,948$ 812,314$
Customer deposits 185,000

2,518,948 812,314

Unearned revenue 3,897 3,897

Shareholders' equity:
Share capital (note 10) 40,776,142 21,837,906
Contributed surplus 235,023 94,856
Deficit (11,564,144) (6,530,213)

29,447,021 15,402,549

31,969,866$ 16,218,760$

See accompanying notes to financial statements.

Approved on behalf of the Board:

Director Director
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RAILPOWER TECHNOLOGIES CORP.
Consolidated Statements of Operations and Deficit
Unaudited

2004 2003 2004 2003

Revenues:
Lease 6,083$ 17,245$ 25,827$ 35,159$

47,352 17,469 126,048 36,744
53,435 34,714 151,875 71,903

Expenses (schedule)
1,238,223 308,535 2,182,482 505,548
1,605,896 330,034 3,003,324 880,573
2,844,119 638,569 5,185,806 1,386,121

Net loss for the period (2,790,684) (603,855) (5,033,931) (1,314,218)

Deficit, beginning of period (8,773,460) (3,360,612) (6,530,213) (2,650,249)

Deficit, end of period (11,564,144)$ (3,964,467)$ (11,564,144)$ (3,964,467)$

(0.1086)$ (0.0406)$ (0.1987)$ (0.0890)$

25,696,519 14,872,814 25,337,021 14,772,199

Net loss per weighted average share
(note 2(m)) Basic

Weighted average number of common
shares outstanding (note 2(m)) Basic

3 Months Ended June 30 6 Months Ended June 30

General and administrative
Research & Development & Mfg.

Interest

See accompanying notes to financial statements.
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RAILPOWER TECHNOLOGIES CORP.
Consolidated Statements of Cash Flows
Unaudited

2004 2003 2004 2003

Cash flows from operating activities
Loss for period (2,790,684)$ (603,855)$ (5,033,931)$ (1,314,218)$

Amortization 47,487 14,321 79,412 27,696
Stock based compensation 86,721 14,507 140,167 14,507
Accounts receivable (197,715) 21,585 (205,811) (686)
Interest receivable (6,647) - (9,105) -
Prepaid expenses (108,708) 13,424 (354,384) (989)
Inventories (2,655,355) (21,049) (3,592,296) (21,049)
Accounts payable
and accrued liabilities 1,444,544 (3,476) 1,521,634 53,528

Customer Deposits 185,000 - 185,000 -
Net cash used in operating activities (3,995,357) (564,543) (7,269,314) (1,241,211)

Cash flows from investing activities
Increase in patents (20,427) (1,868) (27,742) (17,791)

Increase in equipment (175,136) (13,775) (282,705) (14,153)
Increase in leasehold improvements (8,173) (565) (8,399) (21,675)
Increase in short-term investments (7,040,500) - (7,040,500) -

(7,244,236) (16,208) (7,359,346) (53,619)

Cash flows from financing activities:

18,874,706 780,000 18,938,236 1,024,000
27,356 - (81,844) -

18,902,062 780,000 18,856,392 1,024,000

Net increase (decrease) in cash 7,662,469 199,249 4,227,732 (270,830)

10,468,447 2,587,246 13,903,184 $ 3,057,325

18,130,916$ 2,786,495$ 18,130,916$ 2,786,495$

3 Months Ended June 30 6 Months Ended June 30

Cash and cash equivalents,
beginning of period
Cash and cash equivalents,
end of period (note 3)

Deferred charges

Issuance of common stock for
cash, net of share issue costs

Adjustments to reconcile net income
to net cash provided by operating
activities:

See accompanying notes to financial statements.
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RAILPOWER TECHNOLOGIES CORP.
Notes to Consolidated Financial Statements
Unaudited

Three and six months ended June 30, 2004

1. The Company:

Railpower Technologies Corp. (the “Company”) is a public company listed on the Toronto Stock
Exchange (TSX). The Company was formed under the Canada Business Corporations Act on
June 30, 2001 as a result of the amalgamation of Railpower Technologies Inc. (Railpower), a
private company and Envirotrain Capital Corp. (Envirotrain), a public company.

Envirotrain was a capital pool company. Railpower was a developer of new technologies with
applications in rail transportation and distributed power systems. The Company continues to
operate in the same line of business as Railpower.

In 2003, the Company changed its year end from September 30 to December 31 and therefore
had a short fiscal year of October 1, 2003 to December 31, 2003 as an adjustment period.

A subsidiary, Railpower Hybrid Technologies Corp., was incorporated under the laws of the State
of Washington in January 2004 and has its principal office in Erie, Pennsylvania.

2. Significant accounting policies:

(a) Principles of consolidation

Our consolidated financial statements include the accounts of Railpower Technologies Corp.
and its wholly owned subsidiary, Railpower Hybrid Technologies Corp. from its date of
formation. Railpower Hybrid Technologies Corp. is accounted for as an integrated foreign
operation and the temporal method is used to translate its U.S. dollar accounts to Canadian
dollars prior to consolidation. All intercompany balances and transactions have been
eliminated.

(b) Cash and cash equivalents:

Cash and cash equivalents are defined to include highly liquid securities with original
maturities of three months or less when purchased.

(c) Inventories:

Raw materials inventory is stated at the lower of cost, on a first in, first out basis, and
replacement cost. Inventories of finished goods and work in process are stated at the lower of
average cost and net realizable value.

(d) Plant and equipment:

Plant and equipment are recorded at cost and amortized on a declining-balance basis at 30%
per annum.
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RAILPOWER TECHNOLOGIES CORP.
Notes to Consolidated Financial Statements
Unaudited

Three and six months ended June 30, 2004

2. Significant accounting policies (continued):

(e) Leasehold improvements:

Leasehold improvements are recorded at cost and amortized on a straight-line basis over the
term of the lease.

(f) Patents:

Patents include patent costs and patent maintenance fees. Patents are amortized on a
straight-line basis over the life of the patents which expire in the years 2007, 2008, 2009,
2010, 2016 and 2020. Patent maintenance fees are amortized over the period of fee
coverage, being 1 to 4 years.

(g) Foreign currency translation:

Transactions of the Company that are denominated in foreign currencies are recorded in
Canadian dollars at exchange rates in effect at the related transaction dates. Monetary
assets and liabilities denominated in foreign currencies are adjusted to reflect exchange rates
at the balance sheet date. Exchange gains and losses arising on the translation of monetary
assets and liabilities are included in the determination of income for the year.

(h) Revenue recognition:

The Company had two sources of revenue, interest revenue on cash deposits and lease
revenue on the demonstration leases of its locomotives. Interest revenue is recognized on a
time proportion basis regardless of when the interest is received. Lease revenue is
recognized over the terms of the leases as it is earned per the terms of the lease agreements.
Generally, locomotive leases contemplate a daily rate payable for each day the leased
locomotive is available for service.

(i) Income taxes:

Income taxes are accounted for under the asset and liability method. Future tax assets and
liabilities are recognized for the future tax consequences attributable to differences between
the financial statement carrying amounts of existing assets and liabilities and their respective
tax bases and operating loss and tax credit carryforwards. Future tax assets and liabilities
are measured using enacted or substantively enacted income tax rates expected to apply to
taxable income in the years in which those temporary differences are expected to be
recovered or settled. The effect on future tax assets and liabilities of a change in tax rates is
recognized in income in the year that enactment or substantive enactment date occurs.
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RAILPOWER TECHNOLOGIES CORP.
Notes to Consolidated Financial Statements
Unaudited

Three and six months ended June 30, 2004

2. Significant accounting policies (continued):

(j) Research and development expenditures:

Research costs are expensed in the period in which they are incurred. Development costs
are expensed in the period incurred unless such costs meet the criteria for deferral and
amortization under Canadian generally accepted accounting principles. The Company did not
meet these criteria for deferral of development costs as of the balance sheet date or in prior
periods.

(k) Stock-based compensation plan:

Effective October 1, 2003, the Company adopted the fair-value based method of accounting
for stock-based compensation on a prospective basis, for all awards of shares and stock
options granted on or after October 1, 2003. The resulting compensation expense is charged
to net income over the vesting period except for awards to non-employees whereby the
compensation expense is recognized when the goods or services are received, which is
normally the period during which the options vest. Prior to October 1, 2003 and after October
1, 2002 the Company followed the fair value based method of accounting for stock-based
compensation for stock-based compensation to non-employees and the intrinsic value
method of accounting for stock-based compensation to employees and directors. During that
period, no compensation cost was recorded for stock-based compensation to employees and
directors as any option grants had an exercise price equal to or greater than the market price
of common shares at the time of the grant. However, the Company continues to disclose the
pro forma effect of accounting for stock options awarded to employees in the notes to the
financial statements as if it had used the fair value based method for stock-based
compensation to employees and directors since October 1, 2002.

(l) Use of estimates:

The preparation of financial statements requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent liabilities at the dates of the financial statements and the reported amounts of
revenues and expenses during the reporting periods. Significant balances requiring the use of
estimates include accounts receivable, useful lives of capital assets and patents and accrued
liabilities. Actual results could differ from those estimates. Adjustments, if any, will be
reflected in operations in the period of settlement.

(m) Loss per share:

The Company uses the treasury stock method to calculate diluted earnings per share. Basic
earnings (loss) per share is presented rather than fully diluted earnings per share when the
Company reports a loss for the period, since a fully diluted loss per share would present a
smaller loss.
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RAILPOWER TECHNOLOGIES CORP.
Notes to Consolidated Financial Statements
Unaudited

Three and six months ended June 30, 2004

3. Cash and cash equivalents:

The Company considers deposits in banks, certificates of deposit and short-term investments with
original maturities of three months or less on acquisition as cash and cash equivalents. The major
components of cash and cash equivalents are as follows:

June 30, December 31,
2004 2003

Cash on deposit $ 8,058,600 $ 5,856,210
Bank term deposits 10,072,228 8,038,974
Cash/cheques on hand 88 8,000

$ 18,130,916 $ 13,903,184

At June 30, 2004, cash is held by five institutions: Bank of America, Bank of Montreal, CIBC, ING
Direct and RBC.

4. Short Term Investments:

The Company has invested a total of $1,625,000 in three Bank of Montreal Guaranteed
Investment Certificates expiring on the following dates: September 29, 2004, November 10,
2004, and April 14, 2005. The GIC’s had yields ranging from 1.7 -1.9% at June 30, 2004.

The Company has also invested in a Royal Bank of Canada Bankers Acceptance note with a
maturity date of December 22, 2004 and a yield to maturity of 2.11%. The market value and
carrying amount of the investment at June 30, 2004 were $5,995,500.

5. Deferred Charges:

As the Company moved from the TSX Venture Exchange to the Toronto Stock Exchange in the
period, listing and related fees totaled $159,167. Management has decided to expenses these
fees in the current year with a charge to income equaling approximately ¼ of the amount in each
of the four quarters of 2004.

6. Inventories:

June 30, December 31,
2004 2003

Work in process $ 1,697,602 $ 1,082,973
Raw materials 2,313,672 57,950
Finished Goods 721,945 -

$ 4,733,219 $ 1,140,923
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RAILPOWER TECHNOLOGIES CORP.
Notes to Consolidated Financial Statements
Unaudited

Three and six months ended June 30, 2004

7. Plant and equipment:

June 30, December 31,
2004 2003

Plant and equipment $ 647,596 $ 364,891
Accumulated amortization (190,044) (127,297)

$ 457,552 $ 237,594

8. Leasehold improvements:

June 30, December 31,
2004 2003

Leasehold improvements $ 79,796 $ 71,397
Accumulated amortization (43,218) (27,448)

$ 36,578 $ 43,949

9. Patents:

June 30, December 31,
2004 2003

Patents $ 172,313 $ 144,571
Accumulated amortization (15,807) (14,912)

$ 156,506 $ 129,659

10. Share capital:

(a) Authorized:
Unlimited number of voting common shares without nominal or par value
Unlimited number of non-voting preferred shares without nominal or par value

(b) Common shares issued:

6 months ended Year ended
June 30, 2004 December 31, 2003

Shares Amount Shares Amount

Outstanding, beginning of period 24,907,720 $ 21,837,906 17,544,300 $ 10,494,801
Issued for cash 6,659,700 20,530,740 7,363,420 12,457,814
Share issue costs - (1,592,504) - (1,114,709)

Outstanding, end of period 31,567,420 $ 40,776,142 24,907,720 $ 21,837,906
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RAILPOWER TECHNOLOGIES CORP.
Notes to Consolidated Financial Statements
Unaudited

Three and six months ended June 30, 2004

10. Share Capital (continued):

(b) Common shares issued (continued):

Changes in Share Capital
for 6 month period ending June 30, 2004

Date # of Shares
Exercise

Price
Gross Proceeds

Shares Issued on Exercise of Stock Options
26-Jan-04 93,500 0.20$ 18,700
25-Mar-04 3,000 2.08 6,240
08-Apr-04 10,000 2.20 22,000
12-Apr-04 2,000 2.00 4,000
26-Apr-04 6,200 1.00 6,200
29-Apr-04 72,000 2.25 162,000
12-May-04 23,000 1.00 23,000
15-May-04 70,000 1.00 70,000
06-May-04 2,000 2.00 4,000
30-Jun-04 20,000 1.00 20,000

Shares Issued on Exercise of Share Purchase Warrants
24-Mar-04 20,000 2.25 45,000
13-Apr-04 88,000 1.70 149,600

Shares Issued as a Result of Public Offering
24-Jun-04 6,250,000 3.20 20,000,000

Totals 6,659,700 20,530,740

As at June 30, 2004, 952,500 common shares were held in escrow in conjunction with the
amalgamation of Railpower Technologies Inc. and Envirotrain Capital Corp. to form Railpower
Technologies Corp. in June 2001. These common shares were released from escrow in July
2004.
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RAILPOWER TECHNOLOGIES CORP.
Notes to Consolidated Financial Statements
Unaudited

Three and six months ended June 30, 2004

10. Share capital (continued):

(c) Warrants:

As at June 30, 2004, there were 1,968,022 warrants outstanding as follows:

Exercise Number outstanding
prices June 30, 2004 Expiry Dates

$ 1.70 388,022 November 21, 2005
2.25 1,580,000 January 4, 2005

Outstanding, end of period 1,968,022

(d) Director and Employee Options:

The Company’s stock based compensation plan for its directors, officers, consultants and
employees allows a number of options equal to 15% of the outstanding common shares to a
maximum of 3,000,000. Of the outstanding options issued under the plan, 1,877,500 options
vest 1/3 each year over three years, 150,000 options vested within fifteen months from the
date of the grant, 10,000 options vested six months after the date of the grant, and 788,500
options vested at the date of grant. The status of the Company’s stock-based compensation
plan as of June 30, 2004, and changes during the period ended on this date are presented
below:

Weighted
Number average

of shares price

Outstanding, beginning of period (January 1, 2004) 2,428,700 $ 1.65
Granted 746,500 2.83
Exercised (301,700) 1.11
Expired/Cancelled (47,500) 2.00

Outstanding, end of period (June 30, 2004) 2,826,000 $ 2.02

Exercisable, end of period (June 30, 2004) 1,183,333 $ 1.53
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RAILPOWER TECHNOLOGIES CORP.
Notes to Consolidated Financial Statements
Unaudited

Three months and six months ended June 30, 2004

10. Share capital (continued):

(d) Director and Employee Options (continued):
At June 30, 2004, the Company had reserved a total of 2,826,000 common shares related to
the director and employee options:

Number outstanding Exercisable at Weighted - average
Exercise prices June 30, 2004 June 30, 2004 remaining contractual life

$0.20 96,500 96,500 1.3 years
$1.10 60,000 60,000 1.6 years
$1.10 100,000 100,000 2.2 years
$1.00 107,000 92,000 2.6 years
$1.50 330,000 330,000 2.7 years
$2.10 150,000 150,000 2.9 years
$2.20 56,000 12,000 3.2 years
$2.10 6,000 2,000 3.2 years
$2.10 30,000 10,000 3.6 years
$2.05 4,500 1,500 3.6 years
$2.00 580,000 305,333 3.8 years
$2.00 5,000 5,000 3.9 years
$2.00 12,000 4,000 4.0 years
$2.08 10,000 10,000 4.0 years
$2.10 6,000 - 4.1 years
$1.80 20,000 - 4.2 years
$1.90 10,000 - 4.2 years
$1.85 5,000 5,000 4.4 years
$2.00 485,500 - 4.5 years
$1.78 12,000 - 4.5 years
$2.00 100,000 - 4.6 years
$2.40 90,000 - 4.6 years
$2.50 6,000 - 4.6 years
$2.80 3,000 - 4.7 years
$2.40 25,000 - 4.7 years
$2.51 106,000 - 4.7 years
$2.60 150,000 - 4.7 years
$3.30 2,500 - 4.8 years
$3.99 40,000 - 4.8 years
$4.25 15,000 - 4.8 years
$3.85 30,000 - 4.9 years
$3.95 40,000 - 4.9 years
$3.20 45,000 - 5.0 years
$3.21 70,000 - 5.0 years
$3.75 15,000 - 5.0 years
$3.85 3,000 - 5.0 years
$0.20 to $4.25 2,826,000 1,183,333 3.7 years
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RAILPOWER TECHNOLOGIES CORP.
Notes to Consolidated Financial Statements
Unaudited

Three months and six months ended June 30, 2004

10. Share capital (continued):

(e) Stock option compensation expense:

Had compensation expense for employee share options been determined based on fair value
at the grant dates of the share options for year ended September 30, 2003 and charged to
operations over the vesting period of the options, the loss and loss per share would have
been as follows:

As reported Pro-forma As reported Pro-forma
Net loss (2,790,684)$ (2,832,247)$ (5,033,931)$ (5,117,057)$
Net loss per weighted
average share - basic (0.1086)$ (0.1102)$ (0.1987)$ (0.2020)$

6 Months Ended
June 30, 2004

3 Months Ended
June 30, 2004

The fair value of these options has been determined using the Black-Scholes option pricing
formula using the following assumptions: expected dividend yield - nil%, expected stock price
volatility - 53%; expected life of options - 4 years; risk-free interest rate over 4 years – 2.0%.
The average fair value of options granted to employees/consultants and directors in the three
months ended June 30, 2004 was $1.55 per option or $399,300 based upon 258,000 options
granted. As the expense is spread over the vesting period of the options, the amount
charged to operations in the current period is $33,275 with a corresponding credit to
contributed surplus. Additionally, a further $53,446 in stock compensation expense was
charged to operations in the current period to recognize a portion of the unamortized balance
of stock option compensation expense carried over from prior periods. The unamortized
balance of stock option compensation expense at June 30, 2004 was $884,967.
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RAILPOWER TECHNOLOGIES CORP.
Notes to Consolidated Financial Statements
Unaudited

Three months and six months ended June 30, 2004

11. Related party transactions:

At June 30, 2004, accounts payable and accrued liabilities included $11,512 due to officers and/or
directors of the Company. The measurement basis used to measure these Company expenses
to be reimbursed in the ordinary course of business was the exchange amount. At June 30,
2003 accounts payable and accrued liabilities included $33,059 due to officers and/or directors of
the Company.

12. Income taxes:

Income tax expense attributable to income from continuing operations was nil for the period
ended June 30, 2004.

The tax effects of temporary differences that give rise to significant portions of the future tax
assets at June 30, 2004 are presented below:

June 30,
2004

December 31,
2003

Future tax assets:
Net operating loss carryforwards 3,774,479$ 1,980,373$
Plant and equipment 93,400 65,447
Financing fees 1,122,611 555,680
Patents 5,627 5,309
Goodwill 19,473 19,473
Charitable donations 3,560 3,560
Less valuation allowance (5,019,150) (2,629,842)

Net future tax assets -$ -$

The valuation allowance for future tax assets as of June 30, 2004 was $5,019,150 (December 31,
2003 - $2,629,842). The net change in the total valuation allowance for the period ended June
30, 2004 was $2,389,308. In assessing the realizability of future tax assets, management
considers whether it is more likely than not that some portion or all of the future tax assets will not
be realized. The ultimate realization of future tax assets is dependent upon the generation of
future taxable income during the periods in which those temporary differences become
deductible. Management considers the scheduled reversal of future tax liabilities, projected future
taxable income, and tax planning strategies in making this assessment. In order to fully realize
the future tax asset, the Company will need to generate future taxable income of $10,602,469
prior to the expiration of the net operating loss carryforwards starting in 2004.
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RAILPOWER TECHNOLOGIES CORP.
Notes to Consolidated Financial Statements
Unaudited

Three months and six months ended June 30, 2004

12. Income taxes (continued):

Based upon the level of historical taxable income and projections for future taxable income over
the periods which the future tax assets are deductible, management has fully provided a valuation
allowance for the future tax assets.

At June 30, 2004, the Company has net operating loss carryforwards for federal income tax
purposes which are available to offset future federal taxable income. These operating losses
expire as follows:

2004 19,491$
2005 163,749
2006 227,627
2007 56,156
2008 571,754
2009 3,032,823
2010 1,491,245
2011 5,039,624

10,602,469$

13. Commitments:

The following table outlines Railpower’s known contractual obligations and commitments to make
future payments for contracts such as commercial commitments and operating leases:

Payments due by period

Contractual Commitments at
June 30, 2004

Total Remainder of
2004

2005 & beyond

Supplier purchase obligations $ 6,551,947 $ 6,551,947 $ 0

Operating lease obligations 201,788 92,946 108,842

Total contractual obligations $ 6,753,735 $ 6,644,893 $ 108,842

At June 30, 2004, the Company had letters of credit outstanding in favour of certain suppliers that
totaled $US 1,120,000, compared with $US 400,000 at March 31, 2004. These letters of credit
were secured by an equivalent amount of the Company’s cash resources at the quarter ends.

14. Fair values:

The carrying values of cash and cash equivalents and short term investments, accounts
receivable, interest receivable, and accounts payable and accrued liabilities approximate their fair
value due to the relatively short periods to maturity of the instruments.
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RAILPOWER TECHNOLOGIES CORP.
Consolidated Schedules of Expenses
Unaudited

2004 2003 2004 2003

General and administrative
Amortization 12,879$ 5,395$ 22,032$ 12,937$
Computer support and internet 17,604 456 36,612 868
Consulting 95,414 31,725 215,223 31,725
Corporate (capital) taxes 3,000 - 9,066 -
Foreign exchange (gain) / loss 24,723 1,640 35,429 2,405
Insurance 76,426 - 124,564 -
Investor relations 15,411 10,000 45,447 10,000
Marketing 46,522 - 103,758 -
Media relations 1,752 7,500 1,752 15,000
Miscellaneous 4,280 2,117 10,993 4,228
Office 95,545 26,508 151,109 39,640
Professional fees 99,092 39,062 206,274 71,244
Recruitment - 415 13,440 847
Regulatory 77,309 4,361 128,250 22,179
Rent 15,161 11,660 28,728 24,516
Salaries 443,113 86,922 685,486 163,519
Software subscription 3,503 - 7,676 -
Stock based compensation 37,684 599 63,672 599
Training 1,327 - 12,298 -
Travel 167,478 80,175 280,673 105,841

1,238,223$ 308,535$ 2,182,482$ 505,548$

Research and development / Manufacturing
Amortization 34,608 8,926 57,380 14,759
Components 45,211 96,010 93,044 442,323
Consulting 521,312 24,243 1,034,030 24,243
Demonstration costs 10,247 - 13,937 -
Manufacturing documentation 1,921 - 37,111 -
Miscellaneous 11,640 863 25,859 10,463
Recruitment 52,463 - 87,056 -
Battery Testing 73,723 - 73,723 -
Brokerage and Freight 30,808 - 30,808 -
Re-engineering 35,230 - 267,118 -
Rent 30,323 12,360 57,456 26,616
Salaries 486,062 129,771 760,365 257,269
Shop supplies 4,864 3,123 11,459 3,123
Stock based compensation 49,037 13,908 76,495 13,908
Training 12,682 - 12,682 -
Travel 205,765 40,830 364,801 87,869

1,605,896$ 330,034$ 3,003,324$ 880,573$

* Certain expenses reported in the 1st Quarter have been reclassified to
conform with presentation adopted during the Quarter ended June 30, 2004

3 Months Ended June 30 * 6 Months Ended June 30



RAILPOWER TECHNOLOGIES CORP.
Management’s Discussion and Analysis

Three months ended June 30, 2004

August 13, 2004

Overview
RailPower Technologies Corp. (the “Company”) is engaged in the research, development,
marketing and sales of specialized energy technology systems for transportation and power
generation. Our origins and initial focus are in railroad applications. However, our technologies
have broader potential and applications in other markets and industries.

We have designed, patented the technology for, and produced, two models of hybrid-powered
switching locomotives, the Green Goat® and the Green Kid. Hybrid refers to the fact that our
locomotives involve the use of two sources of power. Our hybrid locomotives are constructed by
remanufacturing existing conventional diesel-electric switching locomotives. They cut smog
precursor NOx and particulates by 80-90% while achieving fuel savings (and also reduced
greenhouse gases) in the order of 50-80%, when compared to conventional yard locomotives in
the 1,000-2,000 horsepower range.

Notable features of these locomotives are their small diesel generators combined with large
banks of recyclable, long life, lead acid batteries. Our current focus is commercializing these
hybrid switcher locomotives, principally in North America. While retaining this North American
focus, the Company has begun to penetrate the large markets that exist in Europe, Australia,
South America and South Africa through partnerships with companies with local expertise.

We also believe that our core hybrid technology is ideally suited to other products and
applications within the rail industry. During the three month period ended June 30, 2004 (the
“Quarter”), the Company issued 6,250,000 shares in a public offering in part to fund development
of branch line / road switching locomotives, a cabless yard switcher locomotive design and a
commuter locomotive design.

We have also designed and patented technology for a compressed natural gas locomotive (the
CINGL) which is intended for use in the mainline freight locomotive industry and have patented
the enabling technology for the CINGL (rDIRECT) which is an extremely efficient means of
converting mechanical energy delivered by a gas turbine into electricity. At the appropriate time in
our development, we will consider the best way to exploit these technologies.

Similar to other transportation industries, the rail industry is currently facing higher fuel costs
resulting from the trend in higher energy prices seen over the past few years. This trend, affecting
the rail industry as well as other industrial users of locomotives, combined with environmental
legislation and air quality concerns in certain regions, has prompted these locomotive operators
to seek practical solutions at affordable costs. We believe that our products are capable of
addressing these and other challenges while providing positive financial returns to the end users
of our products.

With over two years of demonstration trials with Class 1 railroads, industrial users and shortlines,
and the sales orders we have received in the first half of this year, we believe that we are well
positioned to take advantage of a market that has been developing for some time.

At the end of the Quarter, the Company had firm orders (committed by contract) for the sale of
two locomotives. The Company also had provisional orders (where the customer has received
approval for government funding, but not yet executed a contract with Railpower) for the sale of
nine additional locomotives. In addition, the Company has non-binding agreements with two



major Class 1 freight railroads in California to lease one Green Goat® locomotive each for five
years.

During the Quarter, the Company was very active. We
- conducted a successful 30-day lease trial for a Green Kid at the Dow Chemical site in

Fort Saskatchewan, Alberta;
- signed a letter of intent with a major Class 1 railroad to lease a Green Goat® for five

years in the Los Angeles Harbor area;
- were awarded a $250,000 contribution towards the costs of hybrid locomotive

demonstrations from Transport Canada under its Freight Sustainability Demonstration
Program;

- signed an agreement in principle for the lease of a Green Goat® for five years to a Class
1 railroad in San Joaquin Valley, California;

- completed a successful demonstration trial of a Green Goat® with Canadian Pacific
Railway at three of its Canadian facilities;

- announced and completed the sale of 6,250,000 common shares of the Company at
$3.20 for aggregate proceeds of $20,000,000;

- announced the sale of one Green Kid locomotive to IDC Distribution Services Ltd., for
service at its intermodal container handling facility in Surrey, BC; and

- signed a demonstration lease agreement for the 30 day trial of a Green Kid locomotive
with the Modesto and Empire Traction Company, Modesto, CA.

The Quarter also saw our expenses increase to $2.8 million from $2.3 million in the previous
quarter and $0.6 million for the 2nd Quarter of 2003. Similarly, our loss increased to $2.8 million
from $2.2 million in the previous quarter and $0.6 million a year ago. For the six months ended
June 30, 2004, our expenses increased to $5.2 million from $1.4 million in 2003 and the loss
increased to $5.0 million from $1.3 million in the first half of 2003.

During the Quarter, the rapid growth in personnel seen in previous quarters stabilized as the
personnel experienced in the areas of sales, engineering, manufacturing and finance settled into
their roles. At the end of the Quarter, the number of employees and consultants engaged by the
Company was 57, up only 2 from the end of the previous quarter, but a significant increase from a
year ago.

During the Quarter, several demonstration trials were completed, including two Green Kids with
Agrium Inc. at their facilities in Soda Springs, Idaho and Redwater, Alberta, a Green Kid with Dow
Chemical at their Fort Saskatchewan, Alberta facility and a Green Goat® with Canadian Pacific
Railway at their facilities in Coquitlam, British Columbia, Calgary, Alberta and Moose Jaw,
Saskatchewan. The trial at Agrium, Redwater was deferred until later in 2004, to enable the
Company to modify a locomotive to suit the unique conditions at that facility. The locomotives at
other trials met the Company's performance expectations.

At the end of the Quarter, the Company's existing three demonstration locomotives were being
serviced and modified to incorporate enhancements developed during the demonstration trials.

Our business model is to remain a technology company rather than a ‘bricks and mortar'
manufacturer. We feel that outsourcing the supply of modular components along with the final
assembly of our locomotives provides us with maximum flexibility in our manufacturing
processes. We are also able to take advantage of the excess capacity that exists in the rail
industry to maintain our position as a leading innovator and developer of technologies that
provide enhanced economic and environmental solutions to the rail industry.

Our key focus is the steady production of locomotives, fulfillment of initial sales orders and the
development of a strong order book. At the end of the Quarter, the Company was in discussions
with a number of potential customers regarding locomotive orders. We will continue the
expansion of our demonstration fleet to fulfill the requirements of a number of potential customers



for a short term demonstration in their operations. We will also look to expand our core
technologies into other rail applications. We believe that there are many opportunities for our
hybrid technology in branch line, commuter and transit applications.

Statement of Operations Discussion
Notes:
1. To facilitate comparison during the rapid growth of the Company, revenues and expenditures for the three month
period ended June 30, 2004 have been compared to the revenues and expenditures of the quarter ending March 31,
2004, in addition to the revenues and expenditures detailed in the consolidated interim financial statements for the quarter
ended June 30, 2003.
2. References to the second quarter of 2003 refer to the calendar quarter ending June 30, 2003. At the time, the
company had a fiscal year end of September 30 and that period was the third quarter of the fiscal year ending September
30, 2003.

Revenue and Investment Income: Revenues for the three month period ended June 30,
2004 were $53,435, compared to $98,440 in the immediately preceding three month period, and
$34,714 for the corresponding quarter a year ago.

This decrease from the 1st Quarter of this year is attributed to lease revenue which was $6,083 in
the Quarter and $19,744 in the previous period, and a decrease in interest revenue to $47,352
from $78,696. Interest revenue decreased by 40% over the previous quarter as the Company
held lower average cash balances in the period due to funds being expended in the pre-
production process on locomotives and the modification of existing prototypes. The increase in
revenues from the same quarter a year ago is due to the increase in interest revenue to $47,352
from $17,469, reflecting higher average cash balances, offset by lease revenue that is $11,162
lower than in the 2nd quarter of 2003.

Revenues for the six month period ending June 30, 2004 were $151,875, up from $71,903 in
2003. Lower lease revenue was offset by an increase of $89,304 in interest revenue. The higher
interest revenue was a result of the higher average cash balances held in 2004, compared with
2003.

Research, Development & Manufacturing: Research, development and manufacturing
expenditures amounted to $1,605,896 in the Quarter compared to $1,355,296 in the quarter
ended March 31, 2004, an increase of 18% and compared to $330,034 in 2003. Year to date, the
expenditures in 2004 were $3,003,324, $2,122,751 greater than the $880,573 expense for 2003.

As the Company has been in a transitional phase, shifting from R&D to commercial production,
additional resources have been required to prepare for full scale manufacturing of our products
and to fulfill existing and anticipated sales orders. The resources required to enable this transition
have primarily been the addition of employees, consultants and contractors, which has resulted in
the Company's combined salaries and consulting costs increasing to $1,007,374 in the Quarter
from $744,889 in the previous period, an increase of 35%. Compared with the same quarter in
2003, the combined salaries and consulting costs were $853,360 higher. For the year to date
period, the 2004 total of $1,794,395 was $1,512,883 higher than 2003. The increases in 2004
compared with 2003 reflect the much higher level of activity in the current year.

Commensurate with an increase in staffing levels, we also experienced a 29% increase in travel
related expenses to $205,765 in the Quarter compared to $159,036 in the previous period.
Compared with the total of $40,830 for the 2nd quarter of 2003, the expense of the Quarter was
$164,935 higher. Year to date, the 2004 expense of $364,801 was $276,932 higher than 2003.

During the Quarter, conversion work continued on the second of our pre-production Green Kid
locomotives and five pre-production Green Goat® locomotives and as a result, inventories
climbed to $4,733,219 from $2,077,864, a 128% increase over the end of the previous period and
$3,592,296 higher than at the previous year end of December 31, 2003.



Components, an expenditure related to enhancing our prototypes, had total costs of $45,211 in
the current period compared to $47,833 in the previous period. A year ago, the 2nd quarter costs
were $96,010. The year to date expense for 2004 was $93,044, compared with $442,323 in
2003, a decrease of $349,279. The lower level of spending in 2004, compared with 2003, reflects
the substantial completion of the prototypes as of the end of the Quarter.

The re-engineering cost associated with our preproduction locomotives declined to $35,230 from
$231,888 in the previous quarter, reflecting the substantial completion of the Company's designs.
There were no re-engineering costs in 2003.

General and Administrative: General and administrative expenses increased 26% in the
period to $1,238,223 from $986,391 in the previous period. The largest increases in expenditures
in this category include salaries, travel, regulatory expenses, and insurance, offset by a sharp
decline in consulting. Compared with the $308,535 recorded in the 2nd quarter of 2003, the 2004
expense is $929,688 higher, reflecting the much higher level of activity as the company moves to
production of locomotives. Year to date, the 2004 expense of $2,182,482 is $1,676,934 higher
than the comparable 2003 expense of $505,548.

Salaries during the Quarter increased to $443,113 from $192,989 in the previous period, an
increase of 130%. This increase was driven by the addition of permanent staff required to
manage the Company's affairs as it moves to commercialization from its development phase.
This increase in salaries was directly offset by a decline in consulting costs from $213,852 in the
previous period to $95,414 in the Quarter. In total, salaries and consulting for the Quarter were
$538,527, up from $406,841 in the previous period, an increase of 32%. Salaries in the 2nd

quarter of 2003 were $86,922, $356,191 lower than the Quarter. Consulting was $31,725 in the
2nd quarter of 2003, $63,689 lower than the Quarter. Year to date, salaries in 2004 totaled
$685,486, $521,967 higher than the $163,519 expense of 2003 while consulting in 2004 totaled
$215,223, $183,498 higher than the $31,725 expense in 2003.

As we moved from the TSX Venture Exchange to the Toronto Stock Exchange in the first quarter,
we incurred substantial listing and related fees which totaled $159,167. Management has decided
to expense these fees in the current year in equal amounts in each quarter. The amount
attributed to the current period is $40,923. Other expenditures, related to the Company becoming
a reporting issuer in every Canadian jurisdiction, drove the increase in our regulatory costs to
$77,309 from $50,941 in the previous period. Regulatory costs for the 2nd quarter of 2003
amounted to $4,361, $72,948 lower than in the Quarter. Year to date, 2004 regulatory costs of
$128,250 are $106,071 higher than the 2003 expense of $22,179.

Our insurance costs increased to $76,426 in the Quarter from $48,138 in the previous period. The
premiums on this type of insurance, especially for a business operating in the rail industry, are
substantial and are responsible for the increase in insurance expense to $76,426 in the Quarter
from nil a year ago. Year to date, the insurance cost of $124,564 compares with nil in 2003.
Management believes that the investment in insurance in 2004 is a prudent step, considering the
much wider scope of the Company's activities in 2004, compared with 2003.

Office expenses increased during the Quarter to $95,545 from $55,564, an increase of 72%,
compared with the previous period. This increase was driven by the increased staff complement
in the Company, plus the cost of equipping and operating the Company's new office in Erie, PA.
The $95,545 expense in the Quarter compares with $26,508 in the same quarter in 2003. Year to
date, the office expenses amount to $151,109, $111,469 higher than the 2003 total of $39,640.

Following the issue of common shares in the fall of 2003, the Company achieved a level of
capitalization that resulted in it being subject to Canadian Large Corporations Tax for the first
time. The Company expects to continue to be subject to this tax, which amounted to $3,000 in the
Quarter, compared with $6,066 in the previous quarter, which included the expenses for 2003
plus an estimate for the previous quarter. There was no expense for this tax in 2003.



Summary of Loss: The Company recorded a loss for the three months ended June 30,
2004 of $2,790,684 or $0.109 per share (on a non-diluted basis) compared to a loss of
$2,243,247 or $0.090 per share for the three months ended March 31, 2004. The decrease in
revenues in the current period, and the increases in expenditures in nearly all categories due to
growth and increased business activity increased our loss over the previous three month period.

The loss for the corresponding quarter of 2003 was $603,855, $2,186,829 less than in the
Quarter. Year to date, the loss of $5,033,931 for 2004 is $3,719,713 greater than the loss of
$1,314,218 in 2003. The increase in losses in 2004, compared with 2003, reflects the increased
level of activity as the company moves to commercial production of hybrid locomotives.

Cash Flows, Liquidity, and Capital Resources

Cash Flows: Cash and cash equivalents totaled $18,130,916 at June 30, 2004, an increase of
$7,662,469 from the end of the previous period, and an increase of $4,227,732 from December
31, 2003. This increase in the Quarter consisted of the proceeds of the Company's share issue in
the amount of $20,000,000, less issue costs of $1,586,094, the loss for the period of $2,656,476
(excluding non cash items), increase in working capital requirements of $1,338,881, reduction in
deferred charges of $27,356, the increase in short term investments of $7,040,500, capital
spending of $203,736 and the net proceeds from the issuance of share capital upon the exercise
of stock options and share purchase warrants totaling $460,800.

Cash used in operations was $3,995,357 for the quarter ended June 30, 2004 compared to
$3,383,157 for the previous three month period. Working capital requirements resulted in cash
outflows which were driven primarily by the addition of $2,655,355 to inventory (primarily work in
progress of several pre-production locomotives) and the increase in prepaid expenses of
$108,708 (primarily prepaid insurance). These outflows were partially offset by an increase in
accounts payable and accrued liabilities of $1,444,544 and an increase in customer deposits of
$185,000. Cash used in operations during the 2nd quarter of 2003 was $564,543, $3,430,814
less than in the Quarter, when there was a much higher level of activity. Year to date, the cash
used in operating activities totaled $7,269,314 in 2004, compared with $1,241,211 a year ago.

Cash used in investing activities totaled $7,244,236 in the three month period ended June 30,
2004 compared to $115,110 in the previous three month period. The spending was comprised of
$20,427 in patenting activity, $183,309 in equipment purchases and leasehold improvements and
$7,040,500 in short term investments. Cash used in investing activities in the corresponding
quarter of 2003 was $16,208, $7,228,028 less than during the Quarter, mostly due to the
$7,040,500 increase in short term investments in the Quarter. Year to date, the cash used in
investing activities totaled $7,359,346 in 2004, compared with $53,619 a year ago. Again, the
principle difference is the increase in short term investments in 2004.

Financing activities resulted in a cash inflow of $18,902,062 in the period ended June 30, 2004
compared to $63,530 in the previous quarter. The inflow was substantially all the result of the
Company's successful issue of common shares led by National Bank Financial Inc. and Paradigm
Capital Inc. while the inflow in the prior period was the result of the exercise of stock options and
warrants. In the corresponding quarter of 2003, the cash flow from financing activities was
$780,000, resulting from the exercise of stock options and warrants. Year to date, in 2004 the
cash flow from financing activities was $18,856,392, compared with $1,024,000 in 2003. The
principle reason for the increase in 2004 was the public offering of 6,250,000 shares during the
Quarter.

Liquidity and Capital Resources: At June 30, 2004, we had cash and cash equivalents totaling
$18,130,916 compared to $10,468,447 at March 31, 2004. Our net working capital was
$28,800,282 at the end of the Quarter, compared to $12,785,788 at the end of the previous three
month period. At December 31, 2004, cash and cash equivalents totaled $13,903,184,



$4,227,732 less than at the end of the Quarter. Cash received on the issue of shares exceeded
the expenditures on operations and the construction of locomotives during the first half of 2004.

The following table outlines Railpower's known contractual obligations and commitments to make
future payments for contracts such as commercial commitments and operating leases:

Contractual Commitments at
June30, 2004

Payments dueby per iod

Total Remainder of 2004 2005 & beyond
Supplier purchaseobligations $ 6,551,947 $ 6,551,947 $ 0
Operating leaseobligations 201,788 92,946 108,842
Total contractual obligations $ 6,753,735 $ 6,644,893 $ 108,842

At June 30, 2004, the Company had letters of credit outstanding in favour of certain suppliers that
totaled $US 1,120,000, compared with $US 400,000 at March 31, 2004. These letters of credit
were secured by an equivalent amount of the Company's cash resources at the quarter ends.
There were no letters of credit outstanding at June 30, 2003.

We believe that our current cash provides us with sufficient capital to meet the selling and
marketing needs of the Green Goat® and Green Kid programs, general and administrative costs,
and the research and development activities for the planned roadswitcher, cabless and commuter
designs. The Company expects that its current cash resources are sufficient to execute these
programs and to bring the Company's locomotive programs to full commercial production.

Critical Accounting Policies

The consolidated interim financial statements for the Company and this Management Discussion
and Analysis document as at June 30, 2004 are prepared in accordance with Canadian generally
accepted accounting principles and are presented in Canadian dollars.

The preparation of financial statements in conformity with Canadian generally accepted
accounting principles requires management to make estimates and assumptions that affect the
reported amounts of revenues and expenses during the period, the reports amounts of assets
and liabilities, and the disclosure of contingent assets and liabilities at the date of the financial
statements. On an ongoing basis, management reviews its estimates, based upon currently
available information. Actual results could differ from these estimates. The critical accounting
policies of the Company are detailed in Note 2 to the consolidated interim financial statements as
at June 30, 2004.

Management has discussed the development and selection of the Company's critical accounting
policies with the Audit Committee of the Company's Board of Directors and the Audit Committee
has reviewed the related disclosures.

Related Party Transactions

The Company reimburses officers and directors on a regular basis for expenses incurred in the
normal course of business. There were no other related party transactions during the Quarter.



Selected Annual Information

Fiscal Year ended September 303 mo’s ended
December 31,

2003
2003 2002 2001

Operations Data
Total revenues......................................... $ 58,394 $ 131,271 $ 90,952 $ 60,120
Research and development expenses...... 849,869 1,946,581 125,417 (b) 897,115
General and administrativeexpenses...... 780,240 1,215,792 470,942 316,530
Loss from operations............................... 1,630,109 3,127,213 577,560 1,213,645
Interest and investment income............... 58,394 96,111 72,153 36,107
Net loss................................................... 1,571,715 3,031,102 505,407 1,153,525
Net loss per share– basic (a) .................... 0.076 0.198 0.038 0.1480

Financial Position
Net working capital ................................. 14,995,244 5,289,181 3,787,853 479,819
Total assets.............................................. 16,218,760 5,953,265 4,035,844 681,933
Total long-term debt ............................... - - - -
Shareholders’ equity ............................... 15,402,549 5,554,081 3,968,063 551,621

Notes: (a) Fully diluted loss per share has not been presented, as the effect on basic loss per
share would be anti-dilutive.
(b) Included in Research and Development expenses in 2002 are scientific research and
experimental development tax credits received in the year of $343,828. The amount of
Research and Development expenses before the effect of these tax credits is $469,245.

Summary of Quarterly Results

Revenues Net Loss (Income)

Net Loss
(Earnings) per
Share-basic(a)

Quarter Ended
June30, 2001(b) $ 9,122 $ 288,963 $ 0.042
September 30, 2001 $ 23,432 $ 254,396 $ 0.016
December 31, 2001 $ 4,085 $ 197,670 $ 0.018
March 31, 2002 $ 11,752 $ 192,257 $ 0.015
June30, 2002 $ 38,889 $ (132,299) $ (0.009)
September 30, 2002 $ 36,227 $ 247,779 $ 0.018
December 31, 2002 $ 22,948 $ 722,853 $ 0.050
March 31, 2003 $ 37,189 $ 710,363 $ 0.048
June30, 2003 $ 34,714 $ 603,855 $ 0.041
September 30, 2003 $ 36,419 $ 994,031 $ 0.054
December 31, 2003 $ 58,934 $ 1,571,715 $ 0.076
March 31, 2004 $ 98,440 $ 2,243,247 $ 0.090
June30, 2004 $ 53,435 $ 2,790,684 $ 0.109

Notes: (a) Fully diluted loss per share has not been presented for these quarters as the effect on
basic loss per share would be anti-dilutive.
(b) The Company was not a reporting issuer until June 30, 2001 and did not prepare
quarterly financial statements prior thereto. Until recently, our initial products, the 2,000
horsepower Green Goat® and the 1,000 horsepower Green Kid were in the prototype stage
undergoing continued development and testing. As a result, we have not generated significant
revenues and have no history of positive earnings.



Outstanding Share Data

As at June 30, 2004, the Company had 31,567,420 voting common shares issued and
outstanding. Also at June 30, 2004, the Company had 2,826,000 stock options outstanding,
convertible into an equal amount of common shares and 1,968,022 warrants outstanding,
convertible into an equal amount of common shares. At December 31, 2003, there were
24,907,720 common shares issued and outstanding, 2,428,700 stock options outstanding,
convertible into an equal amount of common shares and 2,076,022 warrants outstanding,
convertible into an equal amount of common shares.

Subsequent to the end of the Quarter, the Company issued 937,500 shares for cash and 100,000
for cash upon the exercise of warrants to bring the total outstanding voting common shares
issued to 32,604,920 and to reduce the total number of warrants outstanding to 1,868,022.

Events Subsequent to June 30, 2004

On July 7, 2004, the syndicate of underwriters led by National Bank Financial Inc. and co-
managed by Paradigm Capital Inc. exercised the over-allotment option provided for in the
underwriting agreement relating to the issue of common shares in the Quarter, and purchased an
additional 937,500 common shares of the Company at $3.20 per share yielding $3,000,000 in
capital for the Company.

On July 28, 2004, the Texas Emissions Reduction Program approved $US 24.39 million in
funding for applications involving more than 25 Green Goat® locomotives.

On July 31, 2004 a binding contract was signed for the delivery of seven locomotives that were
considered to be provisional orders at June 30th, bringing the total of firm orders to nine
locomotives.

On August 3, 2004, the Company announced that a Green Goat® hybrid yard switcher will go
into a 60-day demonstration lease with Amtrak in Washington, DC.

On August 4, 2004, the Company announced that it had signed a memorandum of understanding
with United Goninan Limited (a wholly owned subsidiary of ASX listed United Group Ltd) to
expand its markets into Australia and Southeast Asia.

Additional Disclosure

Additional information related to the Company including the Company's Annual Information Form
can be found on SEDAR at www.sedar.com.


