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PART I - FINANCIAL INFORMATION

ITEM 1. Financial Statements

Lime Energy Co.

Condensed Consolidated Balance Sheets

Assets

Current assets

Cash and cash equivalents $
Accounts receivable, net

Inventories

Costs and estimated earnings in excess of billings on uncompleted contracts

Prepaid expenses and other

Total Current Assets

Net Property and Equipment

Long Term Receivables
Deferred Financing Costs, net
Intangibles, net

Goodwill

June 30
2009
(unaudited)

4,673,040 $
19,665,755
143,392
4,842,337
857,474
30,181,998

2,014,954
866,211
2,613
6,151,686
18,627,363

57,844,825 $

December 31
2008 (1)

3,733,540
24,226,968
665,045
4,078,273
1,417,925
34,121,751

2,081,311
1,030,688
4,027
7,136,957
18,513,465

62,888,199
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Lime Energy Co.

Condensed Consolidated Balance Sheets

June 30
2009 December 31
(unaudited) 2008 (1)

Liabilities and Stockholders Equity

Current liabilities

Lines of Credit 2,115,775 3,986,708
Current portion of long-term debt 5,001,619 187,170
Accounts payable 9,829,807 15,452,248
Accrued expenses 3,299,378 3,855,213
Billings in excess of costs and estimated earnings on uncompleted contracts 2,813,696 1,957,927
Deferred revenue 357,516
Customer deposits 794,115 1,289,224
Total Current Liabilities 23,854,390 27,086,006
Deferred Revenue 6,468 90,773
Long-Term Debt, less current portion 1,173,887 5,716,848
Deferred Tax Liability 1,034,000 1,034,000
Total Liabilities 26,068,745 33,927,627

Stockholders Equity

Preferred stock, $0.01 par value; 1,000,000 authorized, 366,943 and 358,710 issued as of

June 30, 2009 and December 31, 2008, respectively (liquidation value of $15,044,625 and

$14,707,110 as of June 30, 2009 and December 31, 2008, respectively) 3,669 3,587
Common stock, $0.0001 par value; 200,000,000 shares authorized 13,075,997 and 9,555,053

issued as of June 30, 2009 and December 31, 2008, respectively 1,307 955
Additional paid-in capital 144,867,555 134,390,419
Accumulated deficit (113,096,451) (105,434,389)
Total Stockholders Equity 31,776,080 28,960,572

57,844,825 $ 62,888,199

See accompanying notes to condensed consolidated financial statements

(1) Derived from audited financial statements in the Company s annual report on Form 10-K for the year ended December 31, 2008
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Lime Energy Co.

Condensed Consolidated Statements of Operations

(Unaudited)
Three Months Ended June 30, 2009
Revenue $ 15,795,187 $
Cost of sales 12,952,804
Gross Profit 2,842,383
Selling, general and administrative 5,549,345
Amortization of intangibles 313,288
Operating Loss (3,020,250)
Other Income (Expense)
Interest income 30,258
Interest expense (426,874)
Total other income (expense) (396,616)
Loss from continuing operations before discontinued operations (3,416,866)
Discontinued Operations:
Loss from operation of discontinued business (636,895)
Net Loss (4,053,761)
Preferred Stock Dividends (646,396)
Net Loss Available to Common Stockholders $ (4,700,157) $
Basic and diluted loss per common share from Continuing operations $ 0.31) $
Discontinued operations (0.05)
Basic and Diluted Loss Per Common Share $ 0.36) $
Weighted Average Common Shares Outstanding 13,069,520

2008
6,377,908
5,474,757

903,151

3,831,502
274,816

(3,203,167)
13,224

(534,384)

(521,160)

(3,724,327)

(806,262)

(4,530,589)

(4,530,589)
0.47)
(0.10)
0.57)

7,952,910

See accompanying notes to condensed consolidated financial statements
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Lime Energy Co.

Condensed Consolidated Statements of Operations

(Unaudited)
Six Months Ended June 30, 2009
Revenue $ 29,519,945 $
Cost of sales 23,872,726
Gross Profit 5,647,219
Selling, general and administrative 10,781,982
Amortization of intangibles 658,201
Operating Loss (5,792,964)
Other Income (Expense)
Interest income 62,940
Interest expense (902,815)
Total other income (expense) (839,875)
Loss from continuing operations before discontinued operations (6,632,839)
Discontinued Operations:
Loss from operation of discontinued business (1,029,223)
Net Loss (7,662,062)
Preferred Stock Dividends (1,202,185)
Net Loss Available to Common Stockholders $ (8,864,247) $
Basic and diluted loss per common share from Continuing operations $ 0.65) $
Discontinued operations (0.09)
Basic and Diluted Loss Per Common Share $ 0.74) $
Weighted Average Common Shares Outstanding 12,054,940

2008
8,624,744
7,688,012

936,732

6,821,421
381,666

(6,266,355)
57,125

(918,102)

(860,977)

(7,127,332)

(1,636,630)

(8,763,962)

(8,763,962)
(0.91)
(0.21)
(1.12)

7,842,436

See accompanying notes to condensed consolidated financial statements
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Balance, December 31, 2008

Issuance of common stock (less
issuance costs of $24,954)

Acquisition of Advanced
Biotherapy, Inc. (less transaction
costs of $770,926)

Earn-out shares paid to former
owners of Applied Energy
Management, Inc.

Preferred dividends

Satisfaction of accrued dividends
through the issuance of preferred
stock

Satisfaction of interest obligation
through issuance of common
stock

Share based compensation

Shares issued for benefit plans
and option exercises

Net loss for the six months
ended June 30, 2009

Balance, June 30, 2009

Edgar Filing: LIME ENERGY CO. - Form 10-Q

Lime Energy Co.

Condensed Consolidated Statement of Stockholders Equity

Common Common
Shares Stock
9,555,053 $ 955
933,049 93
2,486,149 249
63,052 6
29,735 3
8,959 1

13,075,997 $ 1,307

(Unaudited)
Series A-1 Series A-1 Additional Total
Preferred Preferred Paid-in Accumulated Stockholders
Shares Stock Capital Deficit Equity (Deficit)
358,710 $ 3,587 134,390,419 $ (105,434,389) $ 28,960,572
3,249,953 3,250,046
6,737,661 6,737,910
293,186 293,192
(1,202,185) (1,202,185)
8,233 82 337,439 337,521
124,477 124,480
909,550 909,550
27,055 27,056
(7,662,062) (7,662,062)
366,943 $ 3,669 144,867,555 $ (113,096,451) $ 31,776,080

See accompanying notes to condensed consolidated financial statements.
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Lime Energy Co.
Condensed Consolidated Statements of Cash Flows

(Unaudited)

Six Months Ended June 30,

Cash Flows from Operating Activities
Net Loss $

Adjustments to reconcile net loss to net cash used in operating activities, net of assets
acquired

Provision for (recovery of) bad debt

Share based compensation

Preferred stock dividends

Depreciation and amortization

Amortization of deferred financing costs

Amortization of issuance discount

Issuance of warrants in exchange for services received

Accrued dividend satisfied through the issuance of preferred stock

Accrued interest satisfied through the issuance of common stock

PIK notes issued for interest

Asset impairment

Gain on disposition of fixed assets

Changes in assets and liabilities

Accounts receivable

Inventories

Costs and estimated earnings in excess of billings on uncompleted contracts
Prepaid expenses and other current assets

Accounts payable

Accrued expenses

Billings in excess of costs and estimated earnings on uncompleted contracts
Deferred revenue

Customer deposits

Net cash used in operating activities

Cash Flows Used in Investing Activities
Acquisition costs

Proceeds from sale of fixed assets
Purchase of property and equipment

Net cash used in investing activities

Cash Flows Provided by Financing Activities
Net advances (payments) on line of credit
Proceeds from long-term debt

Payments of long-term debt

Proceeds from issuance of common stock
Costs related to stock issuances

Proceeds from exercise of options and warrants

2009

(7,662,062) $

79,665
909,550
(1,202,185)
1,095,008
1,414
495,042

337,521
124,480
21,095
503,407

(351)

4,534,064
(137,330)
(764,064)

560,451

(5,638,802)

310,967
855,769

(89,674)
(423,524)

(6,089,559)
(613,898)
11,172

(201,962)

(804,688)

(1,850,000)

(223,555)
10,703,181
(795,879)

2008

(8,763,962)

(16,995)
1,944,920

815,473
1,421
497,777
97,000

125,167

391,528
210,647
(317,958)
(349,637)
(1,436,762)
367,867
(100,200)
(441,693)
(96,223)

(7,071,630)

(3,716,752)

(135,912)

(3,852,664)
7,009,797

25,372
(521,025)

103,821
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Net cash provided by financing activities
Net Increase (Decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents, at beginning of period

Cash and Cash Equivalents, at end of period

7,833,747 6,617,965
939,500 (4,306,329)

3,733,540 4,780,701

$ 4,673,040 $ 474,372

See accompanying notes to condensed consolidated financial statements.

10
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As of June 30, 2009 2008

Supplemental Disclosure of Cash Flow Information

Cash paid during the period for interest - continuing operations $ 281,873 $ 193,038
Cash paid during the period for interest - discontinued operations 1,073 3,378
Cash paid for preferred dividends 506,279
Interest obligation satisfied through the issuance of common stock 124,480 125,167
Accrued earn-out satisfied through the issuance of common stock 293,192

Satisfaction of accrued dividend through the issuance of 8,233 shares of Series A-1

preferred stock 337,521

Extinguishment of line of credit 20,933

Issuance of revolving credit note in satisfaction of interest payable 21,095
7

11
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Lime Energy Co.

Notes to Condensed Consolidated Financial Statements

Note 1 Basis of Presentation

The accompanying unaudited condensed consolidated financial statements (the Financial Statements ) of Lime Energy Co. ( Lime Energy and,
together with its subsidiaries, the Company , we , us or our ) have been prepared in accordance with Rule 10-01 of Regulation S-X promulgated |
the Securities and Exchange Commission (the SEC ) and, therefore, do not include all information and footnotes necessary for a fair presentation

of financial position, results of operations and cash flows in conformity with accounting principles generally accepted in the United States of

America ( GAAP ). In our opinion, however, the Financial Statements contain all adjustments, consisting only of normal recurring adjustments,
necessary to present fairly our financial position, results of operations and cash flows as of and for the interim periods.

The results of operations for the six months ended June 30, 2009 and 2008 are not necessarily indicative of the results to be expected for the full
year.

For further information, refer to the audited financial statements and the related footnotes included in the Lime Energy Co. Annual Report on
Form 10-K for the year ended December 31, 2008.

The Company has taken steps to dispose of its Maximum Performance Group, Inc. ( MPG ) subsidiary and has reported the operating results for
this business as discontinued operations on the expectation that it will sell MPG within the near future. Please see Note 5 for additional
information regarding the discontinued operations.

The Company has evaluated subsequent events through August 12, 2009, the date these financial statements were issued.

Note 2 - Stock-Based Compensation

Stock Options

The Company accounts for employee stock options in accordance with Statement of Financial Accounting Standards No. 123(R). This
pronouncement requires companies to measure the cost of employee service received in exchange for a share based award (typically stock
options) based on the fair value of the award, with expense recognized over the requisite service period, which is generally equal to the vesting
period of the option. The Company recognized $393,237 and $989,672 of share based compensation expense related to stock options during the
three-month periods ended June 30, 2009 and 2008, respectively. The following table summarizes the expense for the three-month periods

12
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ended June 30, 2009 and 2008:

Three months ended June 30, 2009 Three months ended June 30, 2008
Cost of Cost of
Sales SG&A Total Sales SG&A Total
Continuing operations $ 23,387 $ 366,078 $ 389,465 $ 44,927 $ 894,205 $ 939,132
Discontinued operations 2,746 1,026 3,772 15,994 34,546 50,540
$ 26,133 $ 367,104 $ 393,237 $ 60,921 $ 928,751 $ 989,672
8

13
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Lime Energy Co.

Notes to Condensed Consolidated Financial Statements

The Company recognized $867,752 and $1,944,920 of share based compensation expense related to stock options during the six-month periods
ended June 30, 2009 and 2008, respectively. The following table summarizes the expense for the six-month periods ended June 30, 2009 and
2008:

Six months ended June 30, 2009 Six months ended June 30, 2008
Cost of Cost of
Sales SG&A Total Sales SG&A Total
Continuing operations $ 53,465 $ 805,875 $ 859,340 $ 87,180 $ 1,749,558 $ 1,836,738
Discontinued operations 6,372 2,040 8,412 27,874 80,308 108,182
$ 59,837 $ 807,915 $ 867,752 $ 115,054 $ 1,829,866 $ 1,944,920

The Company historically used a modified Black-Scholes option pricing model to value its employee options, but beginning October 1, 2008, it
began using an Enhanced Hull-White Trinomial model. The weighted-average, grant-date fair value of stock options granted to employees and
the weighted-average significant assumptions used to determine those fair values, using a modified Black-Scholes option pricing model and
Enhanced Hull-White Trinomial model for stock options under Statement of Financial Accounting Standards No. 123R, are as follows:

Three Months Ended Six Months Ended
June 30 June 30
2009 2008 2009 2008
Weighted average fair-value per option granted ~ $ 1.45 $ 438 §$ 1.94 $ 5.09
Significant assumptions (weighted average):
Risk-free rate 0.21% 1.85% 0.09% 2.25%
Dividend yield 0.00% 0.00% 0.00% 0.00%
Expected volatility 82.1% 86.6% 83.8% 87.4%
Expected life (years) (1) 5.9 5.7 5.5 5.6
Expected turn-over rate (2) 17.00% 12.31%
Expected exercise multiple (2) 2.20 2.20

(1) The company continues to use the simplified method to estimate expected term due to the historical structural changes to its business such
that historical exercise data may no longer provide a reasonable basis on which to estimate expected term.

(2) These assumptions are used with the Enhanced Hull-White Trinomial model which the Company began using on October 1, 2008.

The risk-free interest rate is based on the U.S. Treasury Bill rates at the time of grant. The dividend yield reflects the fact that the Company has
never paid a dividend on its common stock and does not expect to in the foreseeable future. The Company estimated the volatility of its common

14
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stock at the date of grant based on the historical volatility of its stock. The expected term of the options is based on the simplified method as
described in the Staff Accounting Bulletin No. 107, which is the average of the vesting term and the original contract term. The expected
turn-over rate represents the expected forfeitures due to

15
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Lime Energy Co.

Notes to Condensed Consolidated Financial Statements

employee turnover and is based on our historical rates. The expected exercise multiple represents the mean ratio of the stock price to the
exercise price at which employees are expected to exercise their options and is based on an empirical study completed by S. Huddart and M.
Lang (1996).

On March 3, 2009, the Company completed a value-for-value stock option exchange program which was approved by the Company s
stockholders on November 26, 2008. Pursuant to the option exchange, 238,697 eligible options were canceled and replaced with 109,073
replacement stock options. The exchange ratio was calculated such that the value of the replacement options would approximate the value of the
canceled options, determined in accordance with the Black-Scholes option valuation model.

As part of the acquisition of Advanced Biotherapy, Inc. ( ADVB ) the Company agreed to exchange existing ADVB options for options to
purchase the number of shares of its stock each holder would have received had he or she exercised the option in full prior to the acquisition,
with the same aggregate price and expiration date. ADVB option holders had until May 5, 2009 to accept the Company s exchange offer. The
final results of the exchange offer resulted in the Company issuing options to acquire 194,150 shares of its stock to former holders of ADVB
options with an average exercise price of $3.62 per share. The Company does not expect to issue any additional options to former holders of
ADVB options.

Option activity under the Company s stock option plans as of June 30, 2009 and changes during the three months then ended are presented
below:

Weighted
Exercise Price Per Average Exercise
Shares Share Price

Outstanding at March 31, 2009 2,563,094 $3.30 - $1,363.95 $ 16.75
Granted 40,259 $3.30-$3.75 $ 3.61
Exercised

Forfeited (63,525) $3.50-$13.30 $ 7.21
Outstanding at June 30, 2009 2,539,828 $3.30 - $1,363.95 $ 16.78
Options exercisable at June 30, 2009 1,792,873 $3.30-$1,363.95 $ 21.10

10

16



Edgar Filing: LIME ENERGY CO. - Form 10-Q

Table of Contents

Lime Energy Co.

Notes to Condensed Consolidated Financial Statements

Option activity under the Company s stock option plans as of June 30, 2009 and changes during the six months then ended are presented below:

Shares

Outstanding at December 31, 2008 2,488,657
Granted 262,865
Exercised

Forfeited (82,070)
Tendered for exchange (238,697)
Replacements issued 109,073
Outstanding at June 30, 2009 2,539,828
Options exercisable at June 30, 2009 1,792,873

Exercise Price Per

Weighted

Share Price

$3.50 - $1,363.95 $

$3.30- $196.88 $

$3.50- $13.30 $
$8.26 - $215.25 §
$3.66 $

$3.30-$1,363.95 $

$3.30-$1,363.95 $

The following table summarizes information about stock options outstanding at June 30, 2009:

Options Outstanding
Weighted
Number Average
Outstanding Remaining
at June 30, Contractual
Exercise Price 2009 Life
$3.30 - $4.00 667,928 8.2 years
$4.01 - $6.00 35,715 9.5 years
$6.01 - $8.00 1,406,100 6.9 years
$8.01 - $10.00 22,369 8.7 years
$10.01 - $20.00 365,937 8.3 years
$20.01 - $1,363.95 41,779 1.2 years
$3.30 - $1,363.95 2,539,828 7.4 years

The aggregate intrinsic value of the outstanding options (the difference between the closing stock price on the last trading day of the second

Average Exercise

18.61
3.82
7.56

18.76
3.66

16.78

21.10

Options Exercisable

Number
Weighted Exercisable
Average at
Exercise Price  June 30, 2009
$ 3.48 243,724
$ 4.65 17,860
$ 7.07 1,349,434
$ 9.07 14,604
$ 11.15 125,472
$ 619.80 41,779
$ 16.78 1,792,873

BB P B PP

Weighted
Average
Exercise Price

3.37
4.65
7.04
9.15
11.15

619.80

21.10

quarter of 2009 of $4.80 per share and the exercise price, multiplied by the number of in-the-money options) that would have been received by

the option holders had all option holders exercised their options on June 30, 2009 was $888,583. The aggregate intrinsic value of exercisable
options as of June 30, 2009 was $350,252. These amounts will change based on changes in the fair market value of the Company s common

stock.

17
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As of June 30, 2009, $1,404,876 of total unrecognized compensation cost related to stock options is expected to be recognized over a
weighted-average period of one year.

11
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Lime Energy Co.

Notes to Condensed Consolidated Financial Statements

Employee Stock Purchase Plan

The Company implemented an Employee Stock Purchase Plan during the first quarter of 2009, with the first offering period commencing on
March 1, 2009 and ending on May 31, 2009. A total of 8,959 shares of the Company s common stock were purchased under the Employee Stock
Purchase Plan during the six months ended June 30, 2009. As of June 30, 2009, 291,041 shares remain available for issuance under the 2008
Purchase Plan. The Company recorded compensation expense related to the Employee Stock Purchase Plan of $29,097 and $41,798 for the three
month and six month periods ended June 30, 2009, respectively. As of June 30, 2009 there was approximately $65,275 of total unrecognized
compensation cost related to the Employee Stock Purchase Plan which is expected to be recognized over a 17 month period.

Note 3 Acquisition of Advanced Biotherapy, Inc.

On March 3, 2009, the Company exchanged 2,252,341 shares of its common stock for 1,060,421,884 shares of Advanced Biotherapy, Inc.

( ADVB ) held by certain stockholders of ADVB (the Sellers ) representing approximately 90.8% of ADVB s issued and outstanding shares
pursuant to a Stock Purchase Agreement dated November 18, 2008. The Company then completed a short-form merger in which it merged
ADVB with and into a newly formed merger subsidiary, with the merger subsidiary continuing as the surviving entity. Upon the closing of the
merger the Company obtained access to ADVB s assets, including approximately $7.4 million of cash and a Revolving Credit Note issued by the
Company that had an outstanding balance of $42,029 and accrued interest payable of $51,797. The Company has cancelled the Revolving

Credit Note and does not plan to continue to operate ADVB as a going concern.

The Company exchanged the remaining shares of ADVB for 233,808 shares of the Company s common stock, pursuant to a Form S-4
registration statement (reg. no. 333-156924) that was declared effective by the Securities and Exchange Commission on February 6, 2009.

Richard P. Kiphart, one of the Sellers, was the beneficial owner of more than 80% of the shares of ADVB and served as its Chairman.

Mr. Kiphart also served and continues to serve as Chairman of the Company, and, after the closing of the purchase and the merger, is the
beneficial owner of approximately 40% of the common shares of the Company. David Valentine is also a shareholder and director of Lime and
was a stockholder and director of ADVB.

ADVB was formed for the purpose of developing biologic therapeutic antibodies for the treatment of a range of autoimmune diseases based on

an anti-cytokine platform technology. ADVB s activities consisted primarily of research, development and investigational human clinical trials.
During 2006, ADVB completed a debt restructuring and equity placement at which time Mr. Kiphart became ADVB s chairman and majority
owner. Due to the time and expense required to commercialize the methods underlying its patents in combination with the remaining life of the
patents, ADVB s management decided to discontinue all research and development work in 2006 and instead focus on investment and acquisition
opportunities. As of December 31, 2008, it had one part-time employee whom Lime Energy did not retain after the stock exchange.

19
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Lime Energy Co.

Notes to Condensed Consolidated Financial Statements

ADVB has no revenue generating operations and does not have employees capable of developing a product that will be considered a business.
Therefore it is not considered a business as defined by Regulation S-X, Rule 11-01(d) or by generally accepted accounting principles.
Consequently, the merger was not accounted for as a business combination under the guidance of Financial Accounting Standard No. 141R,
Business Combinations. The substance of the ADVB Acquisition includes two distinct events. First, as a result of the transaction, the Company
has settled the amounts due to ADVB under its revolving credit note (see Note 10). In addition, the Company has received approximately $7.4
million of cash in exchange for the shares of common stock it issued in connection with the ADVB acquisition. As a result of the merger, the
Company eliminated any debt due to ADVB, recorded the assets acquired (consisting primarily of cash and cash equivalents) at fair value and
credited equity for the value of its common shares issued in connection with the ADVB acquisition.

Note 4 Acquisition of Applied Energy Management, Inc.

On June 11, 2008 the Company acquired all of the outstanding capital stock of Applied Energy Management, Inc. ( AEM ) for $4,000,000 in cash
and 945,777 shares of the Company s common stock, of which $3,500,000 in cash and 882,725 shares were paid at the time of closing and
$500,000 and 63,052 shares were paid in March 2009 following determination of the amounts owed under an earn-out provision of the purchase
agreement. For accounting purposes the common stock issued was valued at the fair market value at the time of issuance. The acquisition was
recorded using the purchase method of accounting, accordingly, the results of operations for AEM have been included in the consolidated
statement of operations since the date of acquisition.

Note 5 Discontinued Operations

On March 10, 2009, the Company announced its intention to divest its Energy Technology segment operated by its subsidiary Management
Performance Group, Inc. ( MPG ). On August 10, 2009, the Company entered into an Asset Purchase Agreement with Elutions, Inc., a Delaware
corporation ( Elutions ) pursuant to which Lime sold certain assets of MPG including the eMAC and uMAC systems, accounts receivable,
inventory and customer monitoring contracts. The asset sale is structured as an earnout with certain minimum revenue levels that must be
achieved by Elutions from the sale of the eMAC and uMAC controllers and systems before any earnout is payable to Lime. The earnout period

is for four years and Lime has an opportunity to earn up to $4 million. The transaction closed on August 10, 2009. During the quarter ended

June 30, 2009, in anticipation of the sale, Lime reduced the carrying value of MPG s assets to their expected fair value, incurring an impairment
loss of $503,407.
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The assets and liabilities of the discontinued operations that are included in the Company s consolidated assets and liabilities are as follows:

As of December 31, 2008

Accounts receivable $ 413,494
Other current assets 773,962
Total current assets 1,187,456
Net property, plant & equipment 117,434
Other assets 327,097
Total assets $ 1,631,987
Accounts payable $ 107,110
Other current liabilities 611,647
Total current liabilities 718,757
Long term liabilities 103,114
Total liabilities $ 821,871

After the impairment charge recorded during the quarter ended June 30, 2009, the carrying value of the net assets of the discontinued operations
as of June 30, 2009 approximated $0.

The revenue and loss related to the discontinued operations were as follows:

Three Months Ended Six Months Ended
June 30 June 30
Six months ended June 30, 2009 2008 2009 2008
Revenue $ 380,409 $ 555,861 $ 780,302 $ 1,216,504
Net Loss (636,895) (806,262) (1,029,223) (1,636,630)

Note 6 Recent Accounting Pronouncements

In May 2009, the Financial Accounting Standards Board (the FASB ) issued Statement of Financial Accounting Standards ( SFAS ) No. 165,
Subsequent Events ( SFAS 165 ). SFAS 165 establishes general standards of accounting for and disclosure of events that occur after the balance
sheet date but before financial statements are issued or are available to be issued. In particular, SFAS 165 sets forth: (a) the period after the
balance sheet date during which management of a reporting entity should evaluate events or transactions that may occur for potential recognition
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or disclosure in the financial statements, (b) the circumstances under which an entity should recognize events or transactions occurring after the
balance sheet date in its financial statements, and (c) the disclosures that an entity should make about events or transactions that occurred after
the balance sheet date. SFAS 165 is effective for interim or annual reporting periods ending after June 15, 2009. The Company s adoption of
SFAS 165 during the
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second quarter of 2009 did not affect the Company s consolidated results of operations or financial condition.

In June 2009, the FASB issued two Financial Accounting Standards relating to securitizations and special-purpose entities. SFAS No. 166,
Accounting for Transfers of Financial Assets-an amendment of FASB Statement No. 140 ( SFAS 166 ) eliminates the concept of a qualifying

special-purpose entity ( QSPE ) and the exemption for QSPE s from the consolidation guidance prescribed in FASB Interpretation

No. 46(R) Consolidation of Variable Interest Entities (revised December 2003) an interpretation of ARB No. 51. SFAS 166 also modifies the

derecognition criteria for transfers of financial assets. SFAS No. 167, Amendments to FASB Interpretation No. 46(R) ( SFAS 167 ) includes new

criteria for determining the primary beneficiary of variable interest entities and increases the frequency in which reassessments must be made to

determine the primary beneficiary of such variable interest entities.

SFAS No. 167 was issued to improve financial reporting by enterprises involved with variable interest entities and specifically addresses: (1) the
effects on certain provisions of FIN 46 (revised December 2003), Consolidation of Variable Interest Entities, as a result of the elimination of the
qualifying special-purpose entity concept in SFAS No. 166, and (2) constituent concerns about the application of certain key provisions of FIN
46(R), including those in which the accounting and disclosures required therein do not always provide timely and useful information about an
enterprise s involvement in a variable interest entity.

Both SFAS No. 166 and SFAS No. 167 are effective for all annual and interim reports commencing at the start of the Company s 2010 fiscal year
with early application prohibited. Management does not expect the adoption of these statements to have a material effect on the Company s
consolidated financial position, results of operations, or cash flows.

In June 2009, the FASB issued SFAS No. 168, The FASB Accounting Standards Codification and the Hierarchy of Generally Accepted
Accounting Principles  a replacement of FASB Statement No. 162. SFAS No. 168 provides for the FASB Accounting Standards Codification
(the Codification ) to become the single official source of authoritative, nongovernmental U.S. GAAP. The Codification did not change U.S.
GAAP but reorganizes the literature and is effective for the Company s interim and annual periods ending after September 15, 2009.
Management does not expect the adoption of this statement to have a material effect on the Company s consolidated financial position, results of
operations, or cash flows.

In April 2009, the FASB issued FASB Staff Position ( FSP ) Financial Accounting Standard ( FAS ) 107-1 and Accounting Principles Board
Opinion ( APB ) 28-1, Interim Disclosure about Fair Value of Financial Instruments ( FSP FAS 107-1 and APB 28-1 ). This FSP amends SFAS
No. 107, Disclosures about Fair Value of Financial Instruments, which requires disclosures about the fair value of financial instruments for

interim reporting periods of publicly-traded companies as well as annual financial statements and amends APB No. 28, Interim Financial
Reporting, to require those disclosures in summarized financial information at interim reporting periods. The provisions of FSP FAS 107-1 and
APB 28-1 are effective for interim and annual reporting periods ending after June 15, 2009. The Company s adoption of FSP FAS 107-1 and
APB 28-1 during the second quarter of 2009 did not affect the Company s consolidated results of operations or financial condition.
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In April 2009, the FASB issued FSP FAS 157-4, Determining Fair Value When the Volume and Level of Activity for the Asset or Liability

Have Significantly Decreased and Identifying Transactions That Are Not Orderly ( FSP 157-4 ), which amends SFAS No. 157, Fair Value
Measurements ( SFAS 157 ) to provide additional guidance on estimating fair value when the volume and level of activity for an asset or liability
have significantly decreased. In addition, this FSP includes guidance on identifying circumstances that indicate a transaction is not orderly. The
provisions of FSP 157-4 are effective for interim and annual reporting periods ending after June 15, 2009. The Company s adoption of FSP FAS
157-4 during the second quarter of 2009 did not affect the Company s consolidated results of operations or financial condition.

Note 7 Net Loss Per Share

The Company computes loss per share under Statement of Financial Accounting Standards (SFAS) No. 128 Earnings Per Share, which requires
presentation of two amounts: basic and diluted loss per common share. Basic loss per common share is computed by dividing loss available to
common stockholders by the number of weighted average common shares outstanding, and includes all common stock issued. Diluted earnings
would include all common stock equivalents. The Company has not included the outstanding options, warrants or shares issuable upon
conversion of the convertible debt as common stock equivalents in the computation of diluted loss per share for the six months ended June 30,
2009 and 2008 because the effect would be antidilutive.

The following table sets forth the weighted average shares issuable upon exercise of outstanding options and warrants and conversion of
convertible debt that are not included in the basic and diluted loss per share available to common stockholders because to do so would be
antidilutive:

Three Months Ended Six Months Ended
June 30 June 30
2009 2008 2009 2008

Weighted average shares issuable upon exercise of

outstanding options 2,595,618 2,120,073 2,522,399 2,132,305
Weighted average shares issuable upon exercise of

outstanding warrants 773,442 397,885 741,302 414,442
Weighted average shares issuable upon conversion

of convertible debt 714,286 714,286 714,286 714,286
Total 4,083,346 3,232,244 3,977,987 3,261,033

Note 8 - Warranty Obligations

26



Edgar Filing: LIME ENERGY CO. - Form 10-Q

The Company warrants to the purchasers of its products that the product will be free of defects in material and workmanship for one year from
the date of installation. In addition, some customers have purchased extended warranties for the Company s products that extend the base
warranty. The Company records the estimated cost that may be incurred under its warranties at the time revenue is recognized based upon the
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relationship between historical and anticipated warranty costs and sales volumes. The Company periodically assesses the adequacy of its
recorded warranty liability and adjusts the amounts as necessary. While the Company believes that its estimated warranty liability is adequate
and that the judgment applied is appropriate, the estimated liability for warranties could differ materially from actual future warranty costs.

Changes in the Company s warranty liability are as follows:

2009 2008

Balance at the beginning of the period $ 208,863 $ 377,902
Warranties issued 3,300 19,100
Settlements (176,163) (64,906)
Balance, as of June 30 $ 36,000 $ 332,096
Note 9 - Inventories
Inventories consisted of the following:
As of June 30, 2009 December 31, 2008
Raw materials $ 143,392  $ 666,383
Reserve for obsolescence (1,838)

$ 143,392  $ 665,045

Note 10  Revolving Line of Credit
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On March 12, 2008, the Company entered into a $3 million revolving line of credit note with Advanced Biotherapy, Inc. ( ADVB ) and Richard
Kiphart, the Company s chairman and largest individual investor. On June 6, 2008 and August 14, 2008 the note and related documents were
amended to increase the size of the line to $16 million with Mr. Kiphart increasing his commitment under his note to $14,500,000 from
$1,500,000. On October 31, 2008 the note and related documents with ADVB were amended to increase its commitment from $1.5 million to
$4.5 million. On November 14, 2008, Mr. Kiphart agreed to convert his note into shares of the Company s Series A-1 preferred stock. On
November 18, 2008, the Company entered an agreement to acquire 90.8% of the shares of ADVB and it completed a short-form merger on
March 3, 2009, whereby it merged ADVB with a newly created acquisition subsidiary. Following the merger it canceled the outstanding

balance of $42,029 and accrued interest of $51,797 on the ADVB line of credit. Please refer to Note 3 for additional information regarding the
ADVB acquisition.
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Note 11 Subordinated Convertible Term Notes

During the second quarter of 2007, eight investors, including Richard Kiphart, the Company s Chairman and largest individual stockholder
(collectively the Investors ), and the Company entered into a loan agreement under which the Investors lent the Company $5 million in the form
of subordinated convertible term notes (the Term Notes ). The Term Notes mature on May 31, 2010, although they may be prepaid at any time
after May 31, 2008 at the Company s option without penalty, and accrue interest at the rate of 10% per year. Interest is payable quarterly, 50% in
cash and 50% in shares of the Company s common stock valued at the market price of the Company s common stock on the interest due date.
The Term Notes are convertible at any time at the Investors election at $7.00 per share and will automatically convert to shares of common stock
at $7.00 per share, if, at any time after May 31, 2008 the closing price of the Company s common stock exceeds $10.50 per share for 20 days in
any consecutive 30-day period. The loan agreement provides for acceleration upon the occurrence of typical events of default, including
nonpayment, nonperformance, bankruptcy and collateral impairment.

As part of the transaction, the Company issued the Investors four-year warrants to purchase 206,044 shares of its common stock at $7.28 per
share. These warrants were valued at $1,136,537 utilizing a modified Black-Scholes option pricing model utilizing the following assumptions:
risk free rate of 4.846%; expected volatility of 93.3%; expected dividend of $0; and expected life of four years.

The shares issued as part of the quarterly interest payments and issuable upon conversion of the term loan or exercise of the warrants will not be
registered for resale, though the Company has given the Investors the right to demand the Company use its best efforts to file as soon as
practicable a registration statement to register a minimum of 142,857 issued shares.

In recording the transaction, the Company allocated the value of the proceeds to the Term Notes and warrants based on their relative fair values.
In doing so, it determined that the Term Notes contained a beneficial conversion feature since the fair market value of the common stock
issuable upon conversion of the Term Notes (determined on the Term Note issuance date) exceeded the value allocated to the Term Notes of
$3,863,463. The Term Notes are convertible into 714,286 shares of common stock, which at the market price of $8.02 per share on date of
issuance of the Term Notes was worth $5,730,000. The difference between the market value of the shares issuable upon conversion and the
value allocated to the Term Notes of $1,866,537 is considered to be the value of the beneficial conversion feature.

The value of the beneficial conversion feature and the value of the warrants have been recorded as a discount to the Term Notes and are being
amortized over the term of the Term Notes using the effective interest method. Amortization of the discount of $248,888 was included in
interest expense during the three-month periods ended June 30, 2009 and 2008, respectively.

In addition, the Company incurred costs of $8,572 relative to the Term Note offering. These costs have been capitalized and are also being
amortized over the term of the Term Notes using the effective interest method. Amortization of the deferred issuance costs of $711 and $711
was included in interest expense during the three-month periods ended June 30, 2009 and 2008, respectively.
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Please see Note 17 for subsequent events affecting the Subordinated Convertible Term Notes.
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Note 12 The November 2008 PIPE Transaction

On November 13, 2008, the Company entered into Subscription Agreements with 15 investors to sell 1,787,893 units, each comprised of one
share of the Company s common stock and a warrant to purchase an additional quarter share of common stock (the Units ). The sale price was
$3.51 per Unit, which is equal to 75% of the volume-weighted average price of the Company s stock for the ten days prior to closing. The
warrants allow holders to purchase a share of common stock for $4.10 per share, which was the closing price of the Company s common stock on
the day prior to the closing, and the warrants are exercisable any time after May 13, 2009 and before November 13, 2011. The total gross
proceeds raised in the offering totaled $6,275,500.

The private offering closed in two tranches: tranche A, which was comprised of unaffiliated investors; and tranche B which was comprised of
affiliated investors, primarily executive officers and directors of the Company. The Company raised $3,000,500 in tranche A, which closed on
November 13, 2008 and $3,275,000 in tranche B, which closed on January 30, 2009. The issuance of the Units sold in tranche B required
approval by holders of a majority of the Company s outstanding voting stock pursuant to the NASDAQ Marketplace Rules. The Company
received the written consent in lieu of a meeting of stockholders from the holders of shares representing 58.7% of the total outstanding shares of
its common stock on November 13, 2008, which was sufficient under the General Corporation Law of the State of Delaware and the Company s
By-Laws to approve the transaction.

Securities and Exchange Commission rules require that any corporate actions requiring the stockholder approval that are approved pursuant to a
written consent in lieu of a meeting be communicated to all stockholders via an Information Statement and that the corporate action so approved
cannot take place until at least 20 days following the mailing or giving of the Information Statement to stockholders. The Company mailed an
Information Statement to all of its stockholders on December 31, 2008 informing them of the November 13, 2008 written consent in lieu of a
meeting.

Note 13  Preferred Stock

On November 14, 2008, Richard Kiphart agreed to convert his $14.5 million revolving line of credit note and $207,104 of accrued interest into
358,710 shares of Series A-1 preferred stock. Each outstanding share of preferred stock is entitled to cumulative quarterly dividends at a rate of
(1) 15% per annum of its stated value (which is $41.00) on or prior to March 31, 2009 (9% in cash and 6% in additional shares of preferred

stock); and (ii) 17% per annum of its stated value, at any time on or after April 1, 2009 (9% in cash and 8% in additional shares of preferred
stock). The preferred stock is convertible at the holder s election any time after December 31, 2009 into shares of the Company s common stock
at the rate of 10 shares of common stock for each share of preferred stock. The Company can redeem the preferred stock at any time at a
premium to the stated value. The redemption premium was 11% through June 30, 2009, after which it increased to 12%. The holder of the

Series A-1 preferred stock votes with the Company s common stockholders on an as converted basis. Mr. Kiphart and Mr. Valentine have agreed
to recuse themselves from any vote of the Board of Directors with respect to a redemption or repurchase of the Series A-1 preferred stock.

33



Edgar Filing: LIME ENERGY CO. - Form 10-Q

Please see Note 17 for subsequent events affecting the Series A-1 Preferred Stock.
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Note 14 Business Segment Information

The Company has historically segregated its results into three distinct reporting segments: the Energy Efficiency Services segment; the Energy
Technology segment and the Financial Services segment. As a result of the decision to sell the Energy Technology segment, it has reported its
operating results as discontinued operations. The Financial Services segment, which was established in late 2007 to enable the Company s
commercial and industrial customers to pay for service provided by the Energy Efficiency Services segment has not grown as expected. Since

the Financial Services segment exists exclusively in support of the Energy Efficiency Services segment and does not represent a material portion
of the Company s revenue or assets, management views the Financial Services segment to be part of the Energy Efficiency Services segment and,
therefore it considers all of the Company s continuing operations to be part of one operating segment.

Note 15 Other Equity Issuances

(a) During the first six months of 2009, the Company issued 29,735 shares of its common stock to the holders of its subordinated
convertible term notes in satisfaction of 50% of the interest owed on the notes.

(b) During the first six months of 2009, the Company issued 8,233 shares of its Series A-1 preferred stock in partial satisfaction of
dividends owed the holder.

Note 16 Related Party Transactions

On January 30, 2009, the Company closed on tranche B of the Subscription Agreements dated November 13, 2008 between the Company and

seven investors affiliated with the Company. The investors in this private transaction included Richard Kiphart, the Company s Chairman, David
Asplund, the Company s Chief Executive Officer, Daniel Parke, the Company s President, Jeffrey Mistarz, the Company s Chief Financial Officer,
and Gregory Barnum and David Valentine, members of the Company s Board of Directors. For additional information regarding this transaction
please refer to Note 12 above.

As is more fully described in Note 3 above, in March 2009, the Company acquired all of the outstanding shares of Advanced Biotherapy, Inc., a
company in which Mr. Kiphart, the Company s Chairman and largest individual stockholder, owned approximately 80% of the common stock
and served as the chairman of its board of directors. Mr. David Valentine, one of the Company s directors, was also a director and stockholder of
Advanced Biotherapy.
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See Note 17 for related party transactions occurring subsequent to quarter-end.
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Note 17 Subsequent Events

On August 12, 2009, the Company filed a registration statement to register 5,000,000 shares of its common stock with the intent of selling the
shares in an underwritten public offering. The Company will use the proceeds to repay certain outstanding debt and for other general corporate
purposes, including working capital.

On August 10, 2009, to facilitate the anticipated public offering of its common stock, the Company and Mr. Kiphart converted his Series A-1
preferred stock into 3,777,705 shares of its common stock and $3.1 million of the Company s convertible subordinated notes into 4,264,759

shares of its common stock. Following these conversions the Company had 17,354,461 shares of common stock and no shares of Series A-1
Preferred outstanding and $1.9 million of its Convertible Subordinated Notes outstanding.

On August 10, 2009, the Company and the holders of its Convertible Subordinated Notes with a principal amount of $1.9 million agreed to
amend the notes to require their conversion to common stock upon the closing of the underwritten public offering at the lower of the offering
price the underwriters discount and the current conversion price of the notes of $7.00 per share. All of the holders of the subordinated
convertible notes have elected to convert their notes.

On August 10, 2009, the Company and Mr. Kiphart entered into a $2 million revolving bridge line. The bridge line note matures on

February 10, 2010 and bear interest at 17% per annum, with 12% payable quarterly in cash, with the remaining 5% to be capitalized and added
to the principal balance on the note. The Company will be required to pay a minimum of three months interest on any borrowings under the
bridge line. The note also requires the quarterly payment of an unused funds fee of 7% per annum on the unused portion of the note. The
Company may borrow any amount, at any time during the term of the bridge line as long as it is not in default at the time of the advance,
provided that the total advances under the bridge line, net of repayments, may not exceed $2 million. If the Company terminates the note before
its scheduled maturity it will owe Mr. Kiphart the difference between $70,000 and any interest and unused line fees paid.

On August 10, 2009, the Company sold certain assets of its Energy Technology segment which was operated by MPG. Please refer to Note 5
for information regarding this transaction.
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You should read the following discussion regarding the Company along with our financial statements and related notes included in this quarterly
report. This quarterly report, including the following discussion, contains forward-looking statements that are subject to risks, uncertainties and
assumptions. Our actual results, performance and achievements in 2009 and beyond may differ materially from those expressed in, or implied
by, these forward-looking statements. See Cautionary Note Regarding Forward-Looking Statements.

Overview

We are a leading provider of integrated energy engineering, consulting and implementation solutions specializing in improving the energy
efficiency of our clients facilities, reducing their operating costs and carbon emissions. We focus on two specific markets: the commercial and
industrial market, including utilities, and the public sector market, working primarily with energy service companies ( ESCOs ). Our clients
include commercial and industrial businesses, property owners and managers, utilities, and ESCOs serving U.S. government and educational
institutions. We focus on deploying solutions to reduce the energy-related expenditures of our client s facilities and the impact of their energy
use on the environment, including energy efficient lighting upgrades, energy efficiency mechanical and electrical retrofit and upgrade services,
water conservation, weatherization and renewable project development and implementation. We provide energy efficiency solutions across all
of our clients facilities, ranging from high-rise office buildings to manufacturing plants, retail sites, mixed use complexes and large, government
sites to small, local facilities.

We offer turnkey Energy Efficiency Services comprising:

. Energy Engineering and Consulting: We apply our engineering expertise to analyze each client s energy consumption and
operational needs and develop customized energy efficiency and renewable energy solutions. Our energy engineering and consulting services
include sustainability consulting, energy master planning, project development services, design engineering and building e-commissioning. We
also provide design review and analysis of new construction projects to maximize energy efficiency and sustainability, project management of
energy-related construction, and processing and procurement of incentive and rebate applications.

. Implementation: We provide complete turnkey implementation services for a range of energy efficiency and renewable energy
projects, including energy efficient lighting upgrades, energy efficiency mechanical and electrical retrofit and upgrade services, water
conservation, weatherization and renewable project development and implementation, including solar, biomass and geothermal. We consider
factors such as current facility infrastructure, best available technologies, building environmental conditions, hours of operation, energy costs,
available utility rebates and tax incentives, and installation, operation and maintenance costs of various efficiency alternatives. Our
professionals extensive knowledge in energy efficiency solutions enables us to apply the most appropriate, effective and proven technologies
available in the marketplace.

We serve a wide range of commercial, industrial and public sector clients. Our commercial and industrial clients include many Fortune 500
companies for which we provide our energy efficiency solutions directly, as well as utilities for which we manage energy efficiency portfolio
projects. Our public sector clients include government agencies and educational institutions, which we serve both through our
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relationships with ESCOs and directly. ESCOs are awarded project contracts with the public sector as prime contractors, and we provide energy
efficiency expertise to develop and implement tailored solutions under these contracts.

In March 2009 we began the process of selling our Maximum Performance Group, Inc. subsidiary, which formerly made up our Energy
Technology business segment in order to focus on our core Energy Efficiency Services business. The Energy Technology segment, which
represented approximately 4% of our 2008 revenue, offers a patented line of heating, ventilation and air conditioning and lighting controllers
under the eMAC and uMAC brand names. The eMAC technology provides remote monitoring, management and control of commercial rooftop
HVAC units. The uMAC technology is a version of the eMAC that remotely controls the operation of a facility s lights via wireless
communications. In August 2009, we came to agreement with a buyer to sell certain assets of MPG, including the eMAC and uMAC
technologies.

Results of Operations

Revenue

We generate the majority of our revenue from the sale of our services and the products that we purchase and resell to our clients. The
substantial majority of our revenue is derived from fixed-price contracts, although we occasionally bill on a time-and-materials basis. Under
fixed-price contracts, we bill our clients for each project once the project is completed or throughout the project as specified in the contract.
Under time-and-materials arrangements, we bill our clients on an hourly basis with material costs and other reimbursable expenses passed
through and recognized as revenue. Historically, our projects have typically been completed within one to three weeks, with the exception of a
few multi-month projects. With the addition of AEM, the number of multi-month projects have increased significantly, as historically, AEM s
projects have typically taken four to eight months to complete. All of our revenue is earned in the United States.

Gross Profit

Gross profit equals our revenue less costs of sales. The cost of sales for our business consists primarily of materials, our internal labor, including
engineering, and the cost of subcontracted labor.

Gross profit is a key metric that we use to examine our performance. Gross profit depends in part on the volume and mix of products and
services that we sell during any given period. A portion of our expenses, such as the cost of certain salaried project management and engineering
personnel, are relatively fixed. Accordingly, an increase in the volume of sales will generally result in an increase to our margins since these
fixed expenses are not expected to increase proportionately with sales. Our business is also seasonal, as such, our margins will vary with
seasonal changes in our revenue due to the fixed nature of some of our costs.
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Selling, General and Administrative Expenses

Selling, general and administrative expenses ( SG&A ) include the following components:

e  direct labor and commission costs related to our employee sales force;

e  costs of our non-production management, supervisory and staff salaries and employee benefits, including the costs of stock-based
compensation;

e  costs related to insurance, travel and entertainment, office supplies and utilities;

e  costs related to marketing and advertising our products;

e legal and accounting expenses; and

e  costs related to administrative functions that serve to support our existing businesses, as well as to provide the infrastructure for future
growth.

Amortization of Intangibles

When we acquire companies we allocate the purchase price to tangible assets (such as property, equipment, accounts receivable, etc.), intangible
assets (such as contract backlogs, customer lists, technology, trade name, etc.) and goodwill. We amortize the value of certain intangible assets
over their estimated useful lives as a non-cash expense.

Other Expense

Other expense consists of interest expense, net of interest earned on our investments. Interest expense represents the interest costs and fees
associated with our subordinated convertible term notes (including amortization of the related debt discount and issuance costs), our lines of
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credit, the mortgage on our headquarters building, notes payable and various vehicle loans. Interest income includes earnings on our invested
cash balances and amortization of the discount on our long term receivables.

Dividend Expense

Dividend expense includes dividends accrued on our Series A-1 preferred stock.
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Three months Ended June 30, 2009 Compared to Three months Ended June 30, 2008

Consolidated Results
Three Months Ended June 30 Change from Historical Change from Pro forma
2008 2008
2009 Historical Pro forma (1) $ % $ %
Revenue $ 15,795,187 $ 6,377,908 $ 10,155,103 $ 9,417,279 147.7% $ 5,640,084 55.5%
Cost of sales 12,952,804 5,474,757 8,786,029 7,478,047 136.6% 4,166,775 47.4%
Gross profit 2,842,383 903,151 1,369,074 1,939,232 214.7% 1,473,309 107.6%
Selling, general and
administrative 5,549,345 3,831,502 5,886,208 1,717,843 44.8% (336,863) -5.7%
Amortization of
intangibles 313,288 274,816 627,546 38,472 14.0% (314,258) -50.1%
Operating Loss (3,020,250) (3,203,167) (5,144,680) 182,917 -5.7% 2,124,430 -41.3%
Other income (expense) (396,616) (521,160) (826,701) 124,544 -23.9% 430,085 -52.0%
Loss from continuing
operations (3,416,866) (3,724,327) (5,971,381) 307,461 -8.3% 2,554,515 -42.8%
Loss from discontinued
operations (636,895) (806,262) (806,262) 169,367 -21.0% 169,367 -21.0%
Net loss $ (4,053,761) $ (4,530,589) $ (6,777,643) $ 476,828 -10.5% $ 2,723,882 -40.2%
Preferred stock dividends (646,396) (646,396) (646,396)
Net loss available to
common stockholders $ (4,700,157)  $ (4,530,589) $ (6,777,643) $ (169,568) 3.7% $ 2,077,486 -30.7%

(1) Assuming the acquisition of Applied Energy Management, Inc. had taken place on January 1, 2008

The following table presents the percentage of certain items to revenue:

Three Months Ended June 30

2008 2008
2009 Historical Pro forma (1)
Revenue 100.0% 100.0% 100.0%
Cost of sales 82.0% 85.8% 86.5%
Gross profit 18.0% 14.2% 13.5%
Selling, general and administrative 35.1% 60.1% 58.0%
Amortization of intangibles 2.0% 4.3% 6.2%
Operating Loss -19.1% -50.2% -50.7%
Other income (expense) -2.5% -8.2% -8.1%
Loss from continuing operations -21.6% -58.4% -58.8%
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-12.6%
-71.0%

0.0%

-71.0%

-7.9%
-66.7%

0.0%

-66.7%

(1) Assuming the acquisition of Applied Energy Management, Inc. had taken place on January 1, 2008

25

44



Edgar Filing: LIME ENERGY CO. - Form 10-Q

Table of Contents

Revenue. Our revenue for the three months ended June 30, 2009 was $15,795,187, representing a 147.7%, or $9,417,279 increase over the
$6,377,908 earned in the three months ended June 30, 2008. Our revenue increased $5,640,084 or 55.5% over the second quarter 2008 pro
forma revenue of $10,155,103. The increase in revenue was due to continued improvement in the productivity of our salespeople and continued
strong customer interest in energy efficiency services. We expect to record more moderate growth in our quarterly revenue when compared to
2008 results for the balance of 2009. Our revenue is also expected to continue to be somewhat seasonal, with between 60% and 70% of our
revenue earned in the second half of the year.

Gross Profit. Our gross profit for the three-month period ended June 30, 2009 was $2,842,383, a $1,939,232 increase over the $903,151 earned
during the same period in 2008. Our gross profit increased $1,473,309, or 107.6% when compared to the $1,369,074 earned on a pro forma
basis during the second quarter of 2008. Our gross profit margin for the second quarter of 2009 was 18.0% compared to 14.2% for the second
quarter of 2008 on a historical basis and 13.5% on a pro forma basis. The improvements in our gross profit and gross profit margin were the
result of the increase in revenue leveraging certain fixed costs contained in our cost of sales and an increase in the average margin earned on
completed projects. We believe that our gross profit margin will increase moderately with expected increases in revenue during the second half
of the year.

Selling, General and Administrative Expense. Our SG&A for the second quarter of 2009 was $5,549,345, an increase of $1,717,843, or 44.8%,
compared to the $3,831,502 for the same period during 2008. Our SG&A decreased $336,863 or 5.7%, from $5,886,208 for the second quarter
2008 on a pro forma basis. The inclusion of three months of expense for AEM, which was acquired in June 2008, was responsible for the
majority of the increase over the historical SG&A expense. Share based compensation expense included in SG&A declined approximately
$499,000 from both the historical and pro forma expense for 2008. This was partially offset by increases in franchise taxes, outside consulting
fees, including legal, marketing, IT and compensation, and labor expense. Our SG&A was 35.1% of revenue during the second quarter of 2009
as compared to 60.1% for the same period in 2008 and 58.0% during the second quarter of 2008 on a pro forma basis. This reduction in SG&A
as a percentage of revenue was due to our ability to reduce our SG&A expense by 5.7% from 2008 pro forma levels while increasing revenue by
55.5%. We expect our quarterly SG&A expense to increase slightly during the balance of the year, due primarily to annualization of 2008 new
hires and selective additions to our engineering and sales staffs.

Amortization of Intangibles. Amortization expense associated with our intangible assets was $313,288 during the second quarter of 2009, an
increase of $38,472 when compared to the $274,816 for the second quarter of 2008. This increase was the result of the acquisition of AEM in
June 2008. Amortization expense declined $314,258 from 2008 pro forma second quarter expense of $627,546. Amortization expense is
expected to decline to $256,737 and $256,737 for each of the remaining quarters of 2009 as certain intangible assets become fully amortized.

Other Non-Operating (Expense) Income. Other expense declined $124,544 or 23.9% to $396,616 during the second quarter of 2009 compared
to $521,160 for the second quarter of 2008. Interest expense was $426,874 for the second quarter of 2009, a decline of $107,510 when
compared to $534,384 for the second quarter of 2008. The components of interest expense for the three-month periods ended June 30, 2009 and
2008 are as follows:

26

45



Edgar Filing: LIME ENERGY CO. - Form 10-Q

Table of Contents

2008 2008

Three months ended June 30, 2009 Historical Pro forma

Lines of credit $ $ 139,974 $ 401,684
Note payable 26,214 11,214 $ 41,394
Mortgage 4,161 6,701 6,701
Subordinated convertible notes 124,657 125,022 125,022
Other 22,243 2,584 16,235
Total contractual interest $ 177,275 $ 285,495 $ 591,036
Amortization of deferred issuance costs and debt discount 249,599 248,889 248,889
Total interest expense $ 426,874 $ 534,384 $ 839,925

Total contractual interest (the interest on outstanding loan balances) decreased $108,220 during the second quarter of 2009 to $177,275 from
$285,495 during the second quarter of 2008. The decrease was the result of the conversion of the line of credit to preferred stock at the end of
2008. This reduction was partially offset by increased interest on our notes payable and vehicle loans due to the debt assumed as part of the
acquisition of AEM. Contractual interest expense for the second quarter declined $413,761 when compared to the pro forma contractual interest
expense of $591,036. The pro forma interest on the line of credit includes pro forma interest on the $4.5 million used to acquire AEM and the
$2 million injected into AEM to support its working capital needs.

Interest income increased $17,034 to $30,258 during the second quarter of 2009, from $13,224 during the first quarter of 2008. During the
fourth quarter of 2007 we began offering certain customers extended payment terms. We are required to discount these receivables at a market
rate of interest and amortize the discount over the term of the extended payments as interest income. We stopped offering extended payment
terms in late 2008 in order to conserve capital for other working capital needs. The average balance of these receivables was higher during the
second quarter of 2009 than during the year earlier period, contributing to the increase in interest income for the period.

Discontinued Operations. The loss from discontinued operations declined $169,367 or 21.0% to $636,895 for the second quarter of 2009 from
$806,262 for the second quarter of 2008. Reductions in research and development costs and labor costs were partially offset by a $503,407
impairment charge related to our decision to reduced the carrying value of certain assets in anticipation of the sale of the Energy Technology
segment.
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Six months Ended June 30, 2009 Compared to Six months Ended June 30, 2008

Consolidated Results

Revenue
Cost of sales
Gross profit

Selling, general and
administrative
Amortization of
intangibles
Operating Loss

Other income (expense)
Loss from continuing
operations

Loss from discontinued
operations
Net loss

Preferred stock dividends
Net loss available to
common stockholders

$
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Six Months Ended June 30
2008 2008
2009 Historical Pro forma (1)
29,519,945  $ 8,624,744  $ 18,761,416 $
23,872,726 7,688,012 16,089,225
5,647,219 936,732 2,672,191
10,781,982 6,821,421 11,027,389
658,201 381,666 1,263,491
(5,792,964) (6,266,355) (9,618,689)
(839,875) (860,977) (1,574,968)
(6,632,839) (7,127,332) (11,193,657)
(1,029,223) (1,636,630) (1,636,630)
(7,662,062) $ (8,763,962) $ (12,830,287) $
(1,202,185)
(8,864,247) $ (8,763,962) $ (12,830,287) $

Change from Historical

$
20,895,201
16,184,714

4,710,487

3,960,561

276,535
473,391

21,102
494,493
607,407

1,101,900
(1,202,185)

(100,285)

%

242.3% $
210.5%
502.9%

(1) Assuming the acquisition of Applied Energy Management, Inc. had taken place on January 1, 2008

The following table presents the percentage of certain items to revenue:

Revenue
Cost of sales
Gross profit

Selling, general and administrative

Amortization of intangibles

Operating Loss

Other income (expense)

Loss from continuing operations

Six Months Ended June 30
2008
2009 Historical

100.0% 100.0%
80.9% 89.1%
19.1% 10.9%
36.5% 79.1%
2.2% 4.4%
-19.6% -72.7%
-2.8% -10.0%
-22.5% -82.6%

2008
Pro forma (1)

100.0%
85.8%
14.2%

58.8%
6.7%
-51.3%

-8.4%
-59.7%

58.1%

72.5%
-7.6%

-2.5%

-6.9%

-37.1%
-12.6% $

1.1% $

Change from Pro forma

$ %
10,758,529 57.3%
7,783,501 48.4%
2,975,028 111.3%
(245,407) 22%
(605,290) -47.9%
3,825,725 -39.8%
735,093 46.7%
4,560,818 -40.7%
607,407 37.1%
5,168,225 -40.3%

(1,202,185)

3,966,040 30.9%
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-19.0%
-101.6%

0.0%

-101.6%

-8.7%
-68.4%

0.0%

-68.4%

(1) Assuming the acquisition of Applied Energy Management, Inc. had taken place on January 1, 2008
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Revenue. Our revenue for the six months ended June 30, 2009 increased $20,895,201, or 242.3%, to $29,519,945 as compared to the
$8,624,744 recorded during the first six months of 2008. Our revenue increased $10,758,529, or 57.3%, over the pro forma revenue for the first
six months of 2008. The increase over pro forma revenue was due to continued strong demand for our energy efficiency services, particularly
for public projects, and improved productivity of our sales people.

Gross Profit. Our gross profit for the first six months of 2009 was $5,647,219, a $4,710,487, or 502.9% increase over the gross profit of
$936,732 earned during the same period in 2008. Our gross profit increased $2,975,028, or 111.3%, over the pro forma gross profit of
$2,672,191 for the first six months of 2008. Our gross margin for the first half of 2009 was 19.1%, compared to 10.9% for 2008 on a historical
basis and 14.2% on a pro forma basis. The improvements in our gross profit and gross profit margin were the result of the increase in revenue
leveraging certain fixed costs contained in our cost of sales and an increase in the average margin earned on completed projects.

Selling, General and Administrative Expense. Our SG&A expense was $10,781,982 for the first six months of 2009, an increase of
$3,960,561, or 58.1% compared to the first six months of 2008 on a historical basis. This increase was largely due to the inclusion of six months
of AEM s SG&A expense during the 2009 period. Our SG&A declined $245,407, or 2.2%, when compared to the first half of 2008 on a pro
forma basis. A decline of $901,885 in share based compensation was partially offset by increases in labor expense, outside consulting fees,
including legal, marketing, IT and compensation, and higher franchise taxes.

Amortization of Intangibles. Amortization expense increased $276,535, or 72.5% to $658,201 during the first six months of 2009 compared to
$381,666 for the first six months of 2008 on a historical basis. The 2009 period included six months of amortization of the intangibles
associated with the acquisition of AEM, which closed in June 2008. On a pro forma basis amortization expense declined $605,290, or 47.9%.
Amortization expense will continue to decline as the underlying intangible assets become fully amortized.

Other Non-Operating (Expense) Income. Other expense increased $21,102 or 2.5% to $839,875 during the first half of 2009 compared to
$860,977 for the year earlier period on a historical basis. Interest expense was $902,815 for the first six months of 2009, a decrease of $15,287
when compared to $918,102 for the first six months of 2008. The components of interest expense for the six-month periods ended June 30, 2009
and 2008 are as follows:
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2008 2008

Six months ended June 30, 2009 Historical Pro forma

Lines of credit 52,668 139,974 $ 728,947
Note payable 52,981 11,214 115,700
Mortgage 8,362 14,924 14,924
Subordinated convertible notes 247,944 250,050 250,050
Other 44,404 4,163 24,695
Total contractual interest 406,359 420,325  $ 1,134,316
Amortization of deferred issuance costs and debt discount 496,456 497,777 497,777
Total interest expense 902,815 918,102 $ 1,632,093

Our contractual interest expense declined $13,966 during the first six months of 2009 to $406,359 from $420,325 for the same period in 2008.
A decline in the interest on our line of credit was largely offset by the inclusion of six months of interest on AEM s debt during 2009.

Discontinued Operations. The loss from discontinued operations declined $607,407 or 37.1% to $1,029,223 for the first six months of 2009
from $1,636,630 for the same period in 2008. Reductions in research and development costs and labor expense were partially offset by a
$503,407 impairment charge as we reduced the carrying value of certain assets in anticipation of the sale of this segment.

Liquidity and Capital Resources

As of June 30, 2009, we had cash and cash equivalents of $4,673,040, compared to $3,733,540 on December 31, 2008. Our debt obligations as
of June 30, 2009 consisted of $5,000,000 of convertible subordinated notes, a note payable to a former stockholder of AEM and current Director
of Lime of $1,303,858, a note payable to a bank of $2,115,775, a mortgage of $436,000 on our facility in Elk Grove Village Illinois and various
vehicle loans totaling $351,887. Subsequent to the end of our second quarter the following events occurred which will affect our future liquidity
and capital resources:

e We announced our intent to raise capital through a public offering of our stock. The proceeds from this offering
will be used to repay the $3.4 million in notes due to the former stock holder of AEM and to a bank and for other
general corporate purposes;

e On August 10, 2009, Mr. Kiphart converted all of his preferred stock into shares of common stock, thereby
eliminating our future dividend obligations;

e On August 10, 2009, Mr. Kiphart converted $3.1 million of subordinated convertible notes and accrued interest
payable in shares of common stock into 487,054 shares of common stock;

e We came to agreement with all of the holders of the remaining $1.9 million of our subordinated convertible debt

to convert their notes into shares of our common stock at the lower of the debt s current conversion price of $7.00 per
share or the price at which the public offering is completed, less the underwriters discount. This will eliminate the
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e We arranged a $2 million bridge line of credit with Mr. Kiphart to provide additional liquidity in the event it is
needed during the period prior to the completion of the public offering.
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Our principal cash requirements are for operating expenses, the funding of inventory and accounts receivable, and capital expenditures. We have
financed our operations since inception primarily through the private placement of our common and preferred stock, as well as through various
forms of secured debt.

The following table summarizes, for the periods indicated, selected items in our consolidated statement of cash flows:

Six months ended June 30, 2009 2008

Net cash used in operating activities $ (6,089,559) $ (7,071,630)
Net cash used in investing activities (804,688) (3,852,664)
Net cash provided by financing activities 7,833,747 6,617,965

Net Increase (Decrease) in Cash and Cash Equivalents $ 939,500 $ (4,306,329)
Cash and Cash Equivalents, at beginning of period 3,733,540 4,780,701

Cash and Cash Equivalents, at end of period $ 4,673,040 $ 474,372

Six months Ended June 30, 2009 Compared to Six months Ended June 30, 2008

Net cash increased $939,500 during the first six months of 2009 as compared to decreasing $4,306,329 during the same period in 2008.

Operating Activities

Operating activities consumed cash of $6,089,559 during the six-month period ended June 30, 2009 as compared to consuming cash of
$7,071,630 during the same period of 2008.

Whether cash is used or generated by operating activities is a function of the profitability of our operations and changes in working capital. To
get a better understanding of cash sources and uses, our management separates the cash used or provided by operating activities into two
categories: the cash consumed (or generated) by operating activities before changes in working capital; and the cash consumed (or generated)
from changes in working capital.

The cash consumed by operating activities before changes in working capital declined $1,783 to $5,297,416 during the first six months of 2009
as compared to consuming $5,299,199 during the first six months of 2008. The reduction in the cash consumption was the result of the
reduction in the cash operating loss (excluding depreciation, amortization and share based compensation) and the reduced loss from discontinued
operations. We believe that we will continue to see improvements in the cash consumed by operating activities before changes in working
capital if our revenue and profitability improve as we believe they will, such that we expect our operations will generate cash before changes in
working capital during the second half of the year.
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Changes in working capital consumed cash of $792,143 during the first six months of 2009, a reduction of $980,288, or 55.3%, when compared
to consuming $1,772,431 during the same period in 2008. The reduced use of cash for working capital during 2009 was primarily the result of
receivable collections generated from strong sales in the fourth quarter of 2008. We expect our working capital requirements to increase with
increases in our sales in future periods, though we hope improvements in our receivables turnover will keep the growth in working capital to a
rate that is lower than the growth of our future sales.

Investing Activities

Cash used in investing activities decreased $3,047,976, or 79.1% to $804,688 during the six-month period ended June 30, 2009 from $3,852,664
for the same period in 2008. During the first half of 2009 we paid $613,898 for the AEM earn-out and costs associated with the acquisition of
AEM. We also made capital expenditures of $201,962 for service vehicles and office equipment during the first half of 2009. During the first
six months of 2008 we purchased AEM and made capital purchases totaling $135,912. We do not expect to make significant expenditures for
fixed assets for the balance of the year.

Financing Activities

Financing activities generated cash of $7,833,747 during the first six months of 2009 as compared to generating $6,617,965 during the first six
months of 2008. In March 2009 we closed on the acquisition of ADVB and gained access to its cash balances of $7.4 million. We have treated
this acquisition as an offering because we acquired ADVB to gain access to its cash. We do not intend to continue to operate the company as a
going concern. In January 2009 we closed on tranche B of the November 2008 PIPE, generating cash proceeds of $3,275,000. The proceeds
from these two transactions were partially offset by a $1,850,000 net pay down on our line of credit; $795,879 in transaction costs related
primarily to the acquisition of ADVB; and $233,555 in scheduled principal payments on our debt. During the first half of 2008 we drew
$3,500,000 on our line of credit to fund the acquisition of AEM, $2,000,000 to fund an equity infusion into AEM to assist with its working
capital requirements and $1.5 million to fund other operating needs. We borrowed $25,372 to fund the purchase of a new truck and received
$103,821 from the exercise of options and warrants. These sources of cash were partially offset by $521,025 used to repay a portion of our long
term debt.

SOURCES OF LIQUIDITY

Our primary sources of liquidity are our available cash reserves of $4,673,040 and our $2 million bridge line of credit obtained in August 2009.

Our ability to continue to expand our sales will require the continued commitment of significant funds. The actual timing and amount of our
future funding requirements will depend on many factors, including the amount and timing of future revenues, working capital requirements and
the level and amount of our sales and marketing efforts, among other things.

We have raised a significant amount of capital since our formation through the issuance of shares of our common and preferred stock and notes,
which has allowed us to acquire companies and to continue to execute our business plan. Most of these funds have been consumed by operating
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activities, either to fund our losses or for working capital requirements. In an attempt to move the Company to a position where it can start to
generate positive cash flow our management has set the following key strategies for cash flow improvement in 2009:
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. Focus on increasing the sales and profitability of our products and services. We believe that to a great degree our ability to generate
positive cash flow is dependent on our ability to increase sales while controlling the growth of our SG&A and maintaining or improving our
gross margins. Our revenue in the fourth quarter of 2008 was $29 million, exceeding the amount earned in any prior quarterly period. It was
also the only quarter in our history in which our cash earnings (earnings excluding depreciation, amortization and share based compensation)
exceeded our interest and dividend expense. We believe that our current infrastructure can support a sales level that will generate positive cash
earnings on a full year basis. We also believe there are opportunities to improve our margins, which will help to reduce the level of sales at
which we will begin to generate positive cash flow before changes in working capital.

. Sell or shut down our Energy Technology Business. We made the decision in early 2009 to sell this business segment to eliminate
this source of losses and allow us to focus on our growing Energy Efficiency business. We began the process of seeking a buyer for this
business during the first quarter of 2009 and closed on the sale on August 10, 2009. The sale has been structured as an earnout in which the
buyer must achieve minimum revenue levels before we would be eligible for any payment. We do not anticipate receiving any earnout
payments before late 2010 at the earliest.

We believe that if we are successful in increasing our revenue while controlling the growth in our operating expenses and completing the
recently announced public offering, we should have sufficient liquidity to allow us to operate until our operations turn cash flow positive. If we
are not able to complete the offering, we may begin to experience a liquidity shortage perhaps as early as the latter half of 2009 which could
force us to seek other means of raising capital.

Cautionary Note Regarding Forward-Looking Statements

Our disclosure and analysis in this report, including Management s Discussion and Analysis of Financial Condition and Results of Operations
contains forward-looking information within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the
Securities Exchange Act of 1934, as amended, adopted pursuant to the Private Securities Litigation Reform Act of 1995. Statements that are not
purely historical may be forward-looking. You can identify these forward-looking statements by the use of words such as anticipate,  believe,
estimate, expect, hope, intend, may, project, plan, should, and similar expressions, including when used in the negative.

Forward-looking statements are subject to various risks and uncertainties. Accordingly, there are or will be important factors that could cause
actual results to differ materially from those indicated in these statements, including but not limited to the following:

. we have a limited operating history under our current business model in a rapidly evolving market, which may make it difficult to
evaluate our business and prospects, and may expose us to increased risks and uncertainties;

. we have incurred significant operating losses since inception and may not achieve or sustain profitability in the future;
. unavailability of additional funding may impair our growth;
. the current economic downturn could diminish the demand for our services and products;
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. we operate in a highly competitive industry and if we are unable to compete successfully our revenue; and profitability will be
adversely affected;

. the success of our business depends on the market acceptance of our energy efficient solutions; and

. we may be unable to obtain sufficient bonding capacity to support certain service offerings.

All forward-looking statements in this report should be considered in the context of the risk and other factors described above and as detailed
from time to time in the Company s Securities and Exchange Commission filings. Any forward-looking statements speak only as of the date the
statement is made and we undertake no obligation to update or revise any forward-looking statements, whether as a result of new information,
future events or otherwise. It is not possible to identify all of the risks, uncertainties and other factors that may affect future results. In light of
these risks and uncertainties, the forward-looking events and circumstances discussed in this report may not occur and actual results could differ
materially from those anticipated or implied in the forward-looking statements. Accordingly, users of this report are cautioned not to place undue
reliance on the forward-looking statements.

Except as otherwise required by federal securities laws, we do not undertake any obligation to publicly update, review or revise any
forward-looking statements, whether as a result of new information, future events, changed circumstances or any other reason.

ITEM 3. Quantitative and Qualitative Disclosures About Market Risk
Not applicable.
ITEM 4. Controls and Procedures

Disclosure Controls and Procedures.

Our management, including our chief executive officer and our chief financial officer, maintains our disclosure controls and procedures (as
defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the Exchange Act )) and has evaluated the
effectiveness of our disclosure controls and procedures as of the end of the period covered by this report. Based on such evaluation, our chief
executive officer and chief financial officer have concluded that, as of June 30, 2009, such disclosure controls and procedures are effective for
the purpose of ensuring that material information required to be in the reports that we submit, file, furnish or otherwise provide to the Securities
and Exchange Commission is accumulated and communicated to our management, including our chief executive officer and chief financial
officer, as appropriate to allow timely decisions regarding required disclosure.

Changes in Internal Controls.
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There have not been any changes in our internal control over financial reporting (as defined in Rule 13a-15(f) under the Exchange Act) during
the quarter ended June 30, 2009 that have materially affected or are reasonably likely to materially affect our internal control over financial
reporting.
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Limitations of the Effectiveness of Internal Control

A control system, no matter how well conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of the
internal control system are met. Because of the inherent limitations of any internal control system, no evaluation of controls can provide
absolute assurance that all control issues, if any, within a company have been detected.

PART II. OTHER INFORMATION

ITEM 2. Unregistered Sales of Equity Securities and Use of Proceeds

6]

@

3

4

On January 30, 2009, we issued 933,049 unregistered shares of our common stock along with warrants to purchase an additional
233,263 shares of our common stock at $4.10 per share to seven affiliated investors in exchange for gross proceeds of $3,275,000.
Proceeds from this offering will be used for general corporate purposes.

On March 3, 2009, we exchanged 2,252,341 unregistered shares of our common stock for 1,060,421,884 shares of Advanced
Biotherapy, Inc. ( ADVB ) held by stockholders of ADVB (the Sellers ) representing approximately 90.8% of ADVB s issued and
outstanding shares pursuant to a Stock Purchase Agreement dated November 18, 2008. We then completed a short-form merger in
which we merged ADVB with and into a newly formed merger subsidiary, with the merger subsidiary remaining as the surviving
entity. Upon the closing of the merger we obtained access to ADVB s assets, including approximately $7.4 million of cash and a
Revolving Credit Note we issued that had an outstanding balance of approximately $42,000. We cancelled the Revolving Credit Note
and do not plan to continue to operate ADVB as a going concern after the closing. We plan to use the cash obtained in the acquisition
for general corporate purposes.

During the first quarter of 2009 we issued 63,052 unregistered shares of our common stock to the former owners of Applied Energy
Management, Inc. following determination of the amounts owed under an earn-out provision of the AEM purchase agreement.

During the first six months of 2009, we issued 29,735 unregistered shares of our common stock to the holders of our subordinated
convertible term notes in satisfaction of 50% of the interest owed to them.

No underwriters were involved in the transaction described above. All of the securities issued in these transactions were issued by us
in reliance upon the exemption from registration available under Section 4(2) of the Securities Act, including Regulation D
promulgated thereunder, in that the transactions involved the issuance and sale of our securities to financially sophisticated
individuals or entities that were aware of our activities and business and financial condition and took the securities for investment
purposes and understood the ramifications of their actions. Certain of the purchasers also represented that they were accredited
investors as defined in Regulation D and were acquiring such securities for investment for their own account and not for distribution.
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ITEM 4. Submission of Matters to a Vote of Security Holders

On June 3, 2009, we held our annual meeting of stockholders. At the annual meeting, eight nominees to our Board of Directors were elected to
hold office for a one year term ending at our 2009 annual meeting of stockholders or until their respective successors were duly elected and
qualified. The number of directors has been set at twelve by resolution of the Board.

As of the record date, there were 13,067,038 shares of our common stock eligible to be voted and 366,943 shares of Series A-1 eligible to vote
on an as converted basis at the rate of 10 votes per share. Of the 16,736,468 common-share equivalent shares eligible to vote, 13,268,226 shares
or 79% were represented in person or by proxy at our annual meeting. The directors elected included Messrs. David R. Asplund, Gregory T.
Barnum, William R. Carey, Joesph F. Desmond, Richard P. Kiphart, Daniel W. Parke and David W. Valentine, who were all of the nominees,
with results for each director as follows:

Director For

David R. Asplund 12,759,742
Gregory T. Barnum 13,263,375
Christopher W. Capps 12,758,983
William R. Carey, Jr. 13,249,441
Joseph F. Desmond 13,268,226
Richard P. Kiphart 12,732,127
Daniel W. Parke 12,759,942
David W. Valentine 12,736,023

Proposals and Vote Tabulations

Votes Cast
For Against
Management Proposals
To authorize a reduction in the number of authorized shares of
common stock 13,262,274 12,434
Ratification of selection of independent auditors for 2009 13,265,261 2,691
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ITEM 6. Exhibits

31.1 Certificate of Chief Executive Officer pursuant to Securities Exchange Act Rules 13a-14(a) and 15d-14(a) as Adopted Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002

31.2 Certificate of Chief Financial Officer pursuant to Securities Exchange Act Rules 13a-14(a) and 15d-14(a) as Adopted Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002

32.1 Certification of the Chief Executive Officer of the Corporation Pursuant to Section 1350 of Chapter 63 of Title 18 of the United States
Code Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

322 Certification of the Chief Financial Officer of the Corporation Pursuant to Section 1350 of Chapter 63 of Title 18 of the United States
Code Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

LIME ENERGY CO.:

Dated: August 12, 2009 By: /s/ David Asplund
David Asplund
Chief Executive Officer (principal executive officer)

Dated: August 12, 2009 By: /s/ Jeffrey Mistarz
Jeffrey Mistarz
Chief Financial Officer (principal financial and
accounting officer)

37

SIGNATURES 62



