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Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject

to such filing requirements for the past 90 days. Yes x No o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§ 232.405 of this chapter) during the preceding 12 months (or

for such shorter period that the registrant was required to submit and post such files). Yes o No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller reporting
company. See definition of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act. (Check
one):

Large Accelerated Filer o Accelerated Filer o

Non-Accelerated Filer o Smaller reporting company x
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ITEM 1. Financial Statements

Lime Energy Co.
Condensed Consolidated Balance Sheets

(in thousands)

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

September 30,
2009
(unaudited)

24217 $
23,890
316
3,624
892

52,939
1,962
633
298
6,328
18,627

80,787 $

December 31,
2008 (1)

3,734
24,227
665
4,078
1,418
34,122
2,081
1,031

7,137
18,513

62,888
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Lime Energy Co.
Condensed Consolidated Balance Sheets

(in thousands)

September 30,
2009
(unaudited)
Liabilities and Stockholders Equity
Current liabilities
Lines of Credit $ $
Current portion of long-term debt 194
Accounts payable 13,251
Accrued expenses 3,112
Billings in excess of costs and estimated earnings on uncompleted contracts 1,538
Deferred revenue
Customer deposits 777
Total Current Liabilities 18,872
Deferred Revenue 6
Long-Term Debt, less current portion 575
Deferred Tax Liability 1,034
Total Liabilities 20,487
Stockholders Equity
Preferred stock, $0.01 par value; 1,000 authorized, 0 and 359 issued as of September 30, 2009
and December 31, 2008, respectively (liquidation value of $0 and $14,707 as of
September 30, 2009 and December 31, 2008, respectively)
Common stock, $0.0001 par value; 50,000 shares authorized 22,730 and 9,555 issued as of
September 30, 2009 and December 31, 2008, respectively 2
Additional paid-in capital 177,286
Accumulated deficit (116,988)
Total Stockholders Equity 60,300
$ 80,787 $

December 31,
2008 (1)

3,987
187
15,452
3,855
1,958
358
1,289

27,086
90
5717
1,034

33,927

4

1

134,390
(105,434)

28,961

62,888

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.

Unaudited Condensed Consolidated Statements of Operations

(in thousands, except per share data)

Three Months
Ended September 30,
2009 2008
Revenue $ 21,003 $ 17,709 $
Cost of sales 16,524 13,388
Gross Profit 4,479 4,321
Selling, general and administrative 5,731 5,509
Amortization of intangibles 269 602
Operating Loss (1,521) (1,790)
Other Income (Expense)
Interest income 30 13
Interest expense (2,004) 944)
Total other income (expense) (1,974) (931)
Loss from continuing operations before
discontinued operations (3,495) (2,721)
Discontinued Operations:
Loss from operation of discontinued business (396) (418)
Net Loss (3,891) 3,139)
Preferred Stock Dividends (297)
Net Loss Available to Common Stockholders $ (4,188) $ 3,139) $
Basic and diluted loss per common share from
Continuing operations $ 0.24) $ 0.31) $
Discontinued operations 0.02) (0.05)
Basic and Diluted Loss Per Common Share $ (0.26) $ 0.36) $
Weighted Average Common Shares
Outstanding (in thousands) 15,956 8,683

Nine Months
Ended September 30,

2009 2008

50,523
40,397
10,126

16,513
927

(7,314)
92
(2,907)

(2,815)

(10,129)

(1,425)
(11,554)
(1,499)

(13,053)

(0.87)
(0.11)

(0.98)

13,365

26,334
21,075
5,259

12,331
984

(8,056)

70

(1,862)

(1,792)

(9,848)

(2,055)

(11,903)

(11,903)

(1.21)
0.25)

(1.46)

8,125

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

Issuance of common stock (less
issuance costs of $2,057)

Acquisition of Advanced
Biotherapy, Inc. (less
transaction costs of $771)

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

Conversion of subordinated
notes

Beneficial conversion value of
adjustment in conversion price

of subordinated notes

Conversion of series A-1
preferred stock

Warrants issued in connection
with bridge line of credit

Share based compensation

Shares issued for benefit plans
and option exercises

Shares issued for services
received

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

Unaudited Condensed Consolidated Statement of Stockholders Equity

Common
Shares

9,555

5,933

2,486

63

45

852

3,778

16

Common
Stock

Lime Energy Co.

(in thousands)

Series A-1 Series A-1 Additional
Preferred Preferred Paid-in
Shares Stock Capital

359 $ 4

28,717

6,738

293

(1,499)

19 781

204

5,000

938

(378) 4) 4

309

1,326

72

13

134,390 $

Stockholders
Equity (Deficit)

28,961

28,718

6,738

293

(1,499)

781

204

5,000

938

309

1,326

72

13
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Net loss for the nine months
ended September 30, 2009

Balance, September 30, 2009
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22,730 $

(11,554) (11,554)

$ 177,286 $ (116,988) $ 60,300

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

(in thousands, unaudited)

Nine Months Ended September 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 stock and warrants in exchange for services received
Accrued dividend satisfied through the issuance of preferred stock
Accrued interest satisfied through the issuance of common stock
Beneficial value of change in conversion price of suborinated notes
PIK notes issued for interest

Asset impairment

Loss 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, net of cash acquired
Expense related to 2007 acquisitions
Proceeds from sale of fixed assets
Purchase of property and equipment

Net cash used in investing activities

Cash Flows Provided by Financing Activities
Net (payments) advances 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

2009

(11,554) $

130
1,326
(1,499)
1,495

15
1,411
13
781
204
938
21
503
13

493
(310)
454
526
(2,217)
124
(420)
(90)
(440)

(8,083)

(1,047)

11
(305)

(1,341)

(3,966)
27
(1,574)
38,203
(2,828)

2008

(11,903)

24
2,862

1,687

749
97

250
26
2

(8,933)
241
1,117)
(513)
2,526
661
1,341
(572)
47)

(12,665)
(3,789)
12)
2
357)
(4,156)
13,236

133
(570)
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Proceeds from exercise of options and warrants

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

45
29,907
20,483

3,734

$ 24217 $

120

12,919

(3,902)
4,781

879

See accompanying notes to condensed consolidated financial statements.
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As of September 30,

Supplemental Disclosure of Cash Flow Information (in thousands)
Cash paid during the period for interest - continuing operations

Cash paid during the period for interest - discontinued operations
Cash paid for preferred dividends

Subordinated notes converted to common stock

Interest obligation satisfied through the issuance of common stock

Accrued earn-out satisfied through the issuance of common stock

- Form 10-Q

2009

$ 417

1,006
5,000
204

293

Satisfaction of accrued dividend through the issuance of 19 shares of Series A-1 preferred

stock
Extinguishment of line of credit
Issuance of revolving credit note in satisfaction of interest payable

Value of warrants recorded to deferred financing costs

781

21

21

309

2008

365

250

22
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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 nine months ended September 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 disposed of the assets of its Maximum Performance Group, Inc. ( MPG ) subsidiary on August 10, 2009 and has reported the
operating results for this business as discontinued operations. Please see Note 5 for additional information regarding the discontinued
operations.

The Company has evaluated subsequent events through November 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 Accounting Standards Codification (ASC) 718. 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 approximately $388,000 and $917,000 of share based compensation expense related to stock options during the
three-month periods ended September 30, 2009 and 2008, respectively. The following table summarizes the expense for the three-month periods
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ended September 30, 2009 and 2008 (in thousands):
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Lime Energy Co.

Notes to Condensed Consolidated Financial Statements

Three months ended September 30, 2009 Three months ended September 30, 2008
Cost of Cost of
Sales SG&A Total Sales SG&A Total
Continuing operations $ 24 $ 363 $ 387 $ 45 $ 834 3 879
Discontinued operations 1 1 13 25 38
$ 25 $ 363 $ 388 $ 58 $ 859 $ 917

The Company recognized $1.255 million and $2.862 million of share based compensation expense related to stock options during the
nine-month periods ended September 30, 2009 and 2008, respectively. The following table summarizes the expense for the nine-month periods
ended September 30, 2009 and 2008 (in thousands):

Nine months ended September 30, 2009 Nine months ended September 30, 2008
Cost of Cost of
Sales SG&A Total Sales SG&A Total
Continuing operations $ 77  $ 1,169  $ 1,246 $ 132 $ 2,584  $ 2,716
Discontinued operations 7 2 9 41 105 146
$ 84 $ 1,171 $ 1,255 $ 173 $ 2,689 $ 2,862

The Company historically used a modified Black-Scholes option pricing model to value its employee options, but on October 1, 2008, it began
using an Enhanced Hull-White Trinomial model because it believed that the Enhanced Hull-White Trinomial model more accurately reflected
the value of the underlying options. 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 ASC 718 are as follows:
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Lime Energy Co.

Notes to Condensed Consolidated Financial Statements

Three Months Ended Nine Months Ended
September 30, September 30,
2009 2008 2009 2008
Weighted average fair-value per option granted ~ $ 2.35 $ 441 §$ 2.17 $ 5.08
Significant assumptions (weighted average):
Risk-free rate 0.18% 1.90% 0.13% 2.24%
Dividend yield 0.00% 0.00% 0.00% 0.00%
Expected volatility 83.0% 86.0% 83.5% 87.5%
Expected life (years) (1) 5.4 5.9 5.1 5.6
Expected turn-over rate (2) 10.60% 11.60%
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
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 employee turnover and is based on historical rates experienced by the Company. 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
exchange offer has 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.
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Lime Energy Co.

Notes to Condensed Consolidated Financial Statements

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

Weighted
Exercise Price Per Average Exercise
Shares Share Price
Outstanding at June 30, 2009 2,539,828 $3.30- $1,363.95 $ 16.78
Granted 29,286 $532-%642 $ 5.88
Exercised (6,719) $3.66-$7.00 $ 6.64
Forfeited (6,378) $3.66 - $215.25 $ 17.08
Outstanding at September 30, 2009 2,556,017 $3.30- $1,363.95 $ 16.68
Options exercisable at September 30, 2009 1,787,132 $3.30- $1,363.95 $ 21.12

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

Weighted
Exercise Price Per Average Exercise
Shares Share Price
Outstanding at December 31, 2008 2,488,657 $3.50 - $1,363.95 $ 18.61
Granted 292,151 $3.30-$196.88 $ 4.03
Exercised (6,719) $3.66-$7.00 $ 6.64
Forfeited (88,448) $3.50 - $215.25 $ 8.24
Tendered for exchange (238,697) $8.26 - $215.25 $ 18.76
Replacements issued 109,073 $3.66 $ 3.66
Outstanding at September 30, 2009 2,556,017 $3.30 - $1,363.95 $ 16.68
Options exercisable at September 30, 2009 1,787,132 $3.30 - $1,363.95 $ 21.12
10
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Lime Energy Co.

Notes to Condensed Consolidated Financial Statements

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

Options Outstanding Options Exercisable
Weighted
Number Average Number

Outstanding Remaining Weighted Exercisable at Weighted

at September Contractual Average September 30, Average
Exercise Price 30,2009 Life Exercise Price 2009 Exercise Price
$3.30 - $4.00 666,162 8.0 years $ 3.48 243,600 $ 3.37
$4.01 - $6.00 50,001 9.4 years $ 4.84 17,860 $ 4.65
$6.01 - $8.00 1,412,957 6.7 years $ 7.07 1,341,291 $ 7.04
$8.01 - $10.00 22,369 8.4 years $ 9.07 14,604 $ 9.15
$10.01 - $20.00 363,081 8.0 years $ 11.15 128,330 $ 11.16
$20.01 - $1,363.95 41,447 0.9 years $ 623.37 41,447 $ 623.37
$3.30 - $1,363.95 2,556,017 7.2 years $ 16.68 1,787,132 $ 21.12

The aggregate intrinsic value of the outstanding options (the difference between the closing stock price on the last trading day of the third
quarter of 2009 of $5.55 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 September 30, 2009 was approximately $1.4 million. The aggregate intrinsic
value of exercisable options as of September 30, 2009 was approximately $493,000. These amounts will change based on changes in the fair
market value of the Company s common stock.

As of September 30, 2009, there was approximately $1.1 million of total unrecognized compensation cost related to stock options which is
expected to be recognized over a weighted-average period of 1.15 years.

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 at the conclusion of the first offering period. As of September 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 $29,053 and $70,850 for the
three month and nine month periods ended September 30, 2009, respectively. As of September 30, 2009 there was approximately $50,832 of
total unrecognized compensation cost related to the Employee Stock Purchase Plan which is expected to be recognized over a 14 month period.

Note 3 Acquisition of Advanced Biotherapy, Inc.
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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 )
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Lime Energy Co.

Notes to Condensed Consolidated Financial Statements

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 (File 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 was the beneficial owner of approximately 40% of the
common shares of the Company. David Valentine is also a stockholder 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.

ADVB had no revenue generating operations and did not have employees capable of developing a product that would be considered a business.
Therefore the Company did not consider ADVB 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 ASC 805, 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 9). In addition, the Company 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

31



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

12

32



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

Table of Contents

Lime Energy Co.

Notes to Condensed Consolidated Financial Statements

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. No earnout payments have been received to date and the Company does not anticipate receiving any earnout payment before
late 2010, at the earliest.

The assets and liabilities of the discontinued operations that are included in the Company s consolidated assets and liabilities are as follows (in
thousands):

As of December 31, 2008

Accounts receivable $ 413
Other current assets 774
Total current assets 1,187
Net property, plant & equipment 117
Other assets 327
Total assets $ 1,631
Accounts payable $ 107
Other current liabilities 612
Total current liabilities 719
Long term liabilities 103
Total liabilities $ 822

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.
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The revenue and loss related to the discontinued operations were as follows (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
Nine months ended September 30, 2009 2008 2009 2008
Revenue $ 47 $ 623 $ 828 $ 1,839
Net Loss (396) (418) (1,425) (2,055)

Note 6 Recent Accounting Pronouncements

The Financial Accounting Standards Board (FASB) issued Accounting Standards Codification (ASC) 105-10, The FASB Accounting Standards
Codification and the Hierarchy of Generally Accepted Accounting Principles, which was effective for fiscal years, and interim periods within
such fiscal years, ending after September 15, 2009. ASC 105-10 establishes an authoritative United States GAAP superseding all pre-existing
accounting standards and literature. ASC 105-10 is effective for the Company s September 30, 2009 interim financial reporting, and did not have
a material effect on its financial statements upon adoption. All references to specific authoritative guidance have been updated within this report
to reflect the new Accounting Standards Codification structure.

In December 2007, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting Standards (SFAS) No. 141(R),

Business Combinations (SFAS 141(R)) (codified within ASC Topic 805). SFAS 141(R) establishes principles and requirements for how an
acquirer recognizes and measures in its financial statements the identifiable assets acquired, the liabilities assumed, the goodwill acquired and
any noncontrolling interest in the acquiree. This statement also establishes disclosure requirements to enable the evaluation of the nature and
financial effect of the business combination. SFAS 141(R) is effective for fiscal years beginning on or after December 15, 2008. The adoption
of this statement did not have a material impact on the Company s consolidated results of operations and financial condition, but will affect
future acquisitions.

In May 2009, the FASB issued SFAS No. 165, Subsequent Events (SFAS 165) (codified within ASC Topic 855). SFAS 165 establishes general
standards of accounting for and disclosure of events that occur after the balance sheet date but before the financial statements are issued or are
available to be issued. Specifically, SFAS 165 sets forth 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 or disclosure in the financial statements, the circumstances under
which an entity should recognize events or transactions occurring after the balance sheet date in its financial statements, and the disclosures that
an entity should make about events or transactions that occurred after the balance sheet date. SFAS 165 is effective prospectively for interim and
annual periods ending after June 15, 2009. The adoption of this statement did not have a material impact on the Company s consolidated results
of operations and financial condition as management followed a similar approach prior to the adoption of this standard.
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In June 2009, the FASB issued SFAS No. 167, Amendments to FASB Interpretation No. 46(R) (SFAS 167) (codified under the ASC 810).
SFAS 167 amends the consolidation guidance applicable to variable
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interest entities and affects the overall consolidation analysis under FASB Interpretation No. 46(R). SFAS 167 is effective for fiscal years
beginning after November 15, 2009. The Company is currently evaluating the impact that the adoption of SFAS 167 may have on the Company s
consolidated financial statements.

Note 7 Net Loss Per Share

The Company computes loss per share under ASC 260 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 nine months ended September 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 Nine Months Ended
September 30, September 30,
2009 2008 2009 2008

Weighted average shares issuable upon exercise of

outstanding options 2,541,659 2,167,388 2,519,161 2,142,236
Weighted average shares issuable upon exercise of

outstanding warrants 844,824 379,890 776,189 402,838
Weighted average shares issuable upon conversion

of convertible debt (1) 477,409 714,286 637,988 714,286
Total 3,863,892 3,261,564 3,933,338 3,259,360

(1) All of the convertible debt was converted to common shares during the 3rd quarter of 2009.

Note 8 - Inventories
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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 $14.5 million from $1.5
million. 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.

On August 10, 2009, the Company and Mr. Kiphart entered into a new $2 million revolving bridge line to meet any potential liquidity needs the
Company might have prior to the completion of its follow-on public offering of common stock. The bridge line note was to mature on

February 10, 2010 and carried an interest rate of 17% per annum, with 12% payable quarterly in cash and the remaining 5% to be capitalized and
added to the principal balance on the note. The loan agreement also required that if the Company terminated the note before its scheduled
maturity it would owe Mr. Kiphart the difference between $70,000 and any interest and unused line fees paid. The Company issued Mr. Kiphart
two warrants in connection with the issuance of the revolving bridge line of credit. The first warrant gives Mr. Kiphart the right to purchase
75,000 shares of the Company s common stock at $6.40 per share any time prior to August 10, 2013. This warrant was valued at $309,338 using
a trinomial tree option pricing model using the following assumptions: risk free rate of 0.19%; expected volatility of 94.6%; expected dividend

of $0; and expected life of four years. The value of the warrant was booked to deferred financing costs and which the Company began
amortizing over the term of the bridge line. The second warrant gave Mr. Kiphart the right to purchase 62,500 shares of the Company s common
stock at $6.40 per share any time prior to February 20, 2014, but this right only vested if the Company failed to repay any outstanding balance

on the bridge line at maturity.

The Company completed its follow-on offering of common stock in September 2009 and terminated the bridge line on October 2, 2009. The
line was never utilized. Upon termination, it paid Mr. Kiphart the $70,000 fee described above and terminated the warrant to purchase 62,500
shares of its common stock.

Note 10  Subordinated Convertible Term Notes

41



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

42



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

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 were to mature on May 31, 2010, and accrued interest at the rate of
10% per year. Interest was 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.
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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 were not
registered for resale, though the Company has granted the Investors the right to demand the Company use its best efforts to file a registration
statement to register a certain minimum number of 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 were 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 was considered to be the value of the beneficial conversion feature.

The value of the beneficial conversion feature and the value of the warrants were recorded as a discount to the Term Notes which was then
amortized over the term of the Term Notes using the effective interest method. Amortization of the discount of $159,945 and $251,624 was
included in interest expense during the three-month periods ended September 30, 2009 and 2008, respectively.

In addition, the Company incurred costs of $8,572 relative to the Term Note offering. These costs were capitalized and were also being
amortized over the term of the Term Notes using the effective interest method. Amortization of the deferred issuance costs of $456 and $719
was included in interest expense during the three-month periods ended September 30, 2009 and 2008, respectively.

On August 10, 2009, the Company and Mr. Kiphart agreed to convert his Term Notes, totaling $3.1 million, into 484,375 shares of the

Company s common stock at the prior day s closing market price of $6.40 per share. Also on August 10, 2009, the holders of the remaining Term
Notes all elected to convert their notes into common stock upon the closing of the underwritten public offering at the lower of the offering price
less the underwriters discount and the stated conversion price of the notes of $7.00 per share. The public follow-on offering closed on

September 25, 2009, at which time the $1.9 million in Term Notes were converted into 367,504 shares of common stock.

Upon the conversion of Mr. Kiphart s Term Notes on August 10, 2009 and the remaining $1.9 million of Term Notes on September 25, 2009, the
Company expensed the unamortized discount totaling $756,293 and deferred issuance costs totaling $2,157. In addition, because the Term

Notes were converted at less than their stated conversion price of $7.00, the Company was required to record a non-cash interest charge of
$938,248 which represented the value of the additional shares issued as a result of the reduction in the conversion price.
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As of September 30, 2009, there were no Term Notes outstanding.
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Note 11 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 was 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, the Company s
By-Laws and the NASDAQ Marketplace Rules 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 12 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 was entitled to cumulative quarterly dividends at a rate
of (i) 15% per annum of its stated value (which was $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 was 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.

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 the Company s common stock. Following this conversion there were no shares of Series A-1 Preferred
Stock outstanding.
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Note 13  Sale of Common Stock

On September 25, 2009, the Company completed an underwritten follow-on public offering of its common stock, receiving $27,500,000 in gross
proceeds less $1,650,000 in underwriters discount and offering costs of $381,830. On October 2, 2009, the Underwriters exercised their
overallotment and purchased an additional 750,000 shares from the Company at $5.50 per share, less a discount of 6% for total net proceeds to
the Company of $3,877,500. Proceeds from the offering were used to repay a $2 million line of credit and $1.4 million in notes payable. The
balance of the proceeds will be used for other general corporate purposes.

In connection with this public offering all board members, the Company s executive management and former holders of the Company s
subordinated convertible notes entered into a six-month lockup agreement with the Underwriters. The lock-up agreement prohibits any of the
parties from selling any of the shares of the Company s common stock prior to March 16, 2010. Under certain circumstances the lock-up period
may be extended to as late as April 17, 2010.

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. 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 nine months of 2009, the Company issued 45,400 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 nine months of 2009, the Company issued 19,063 shares of its Series A-1 preferred stock in partial satisfaction of
dividends owed the holder.
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(c) In August 2009, the Company issued 2,000 shares to a consultant as partial compensation for services received. These shares were
valued at the market on the date of issuance and charged to operations during August.

(d) During the third quarter of 2009, holders of certain of the Company s options exercised their rights to purchase 6,719 shares of the
Company s common stock.
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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 11 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.

On August 10, 2009, Mr. Kiphart, the Company s Chairman, converted all of his shares of Series A-1 Convertible Preferred Stock into 3,777,705
shares of common stock and $3.1 million of Convertible Subordinated Notes into 484,375 shares of common stock. Please refer to Notes 10 and
12 for additional information regarding these conversions.

Note 17 Subsequent Events

On October 2, 2009, the underwriters for the Company s public offering exercised their overallotment option to purchase 750,000 shares of the
Company s common stock for total net proceeds to the Company of $3,877,500. For additional information please refer to note 13.

On October 2, 2009, the Company terminated its $2 million revolving bridge line of credit. For additional information regarding the bridge line
please refer to note 9.
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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 operate in two specific markets: the commercial and
industrial (C&I) market and the public sector market. In the C&I market we sell directly to commercial and industrial clients and to utilities
where we act as energy efficiency program managers. In the public sector market we work with energy service companies ( ESCOs ), but we
have also recently begun to act as a prime contractor to the federal government when they do not need the services of our ESCO partners. Our
clients include commercial and industrial businesses, property owners and managers, utilities, ESCOs serving U.S. government and educational
institutions, and the federal government. 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 our clients a full range of services to address the energy efficiency needs of their facilities based on our ability to identify and deliver
significant return on our clients investments, improve the quality of their physical workspaces, maximize their operational savings and reduce
their maintenance costs. Our turnkey services include:

. 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
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enables us to apply the most appropriate, effective and proven technologies available in the marketplace.

We serve a wide range of commercial, industrial, utility 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
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 addition, during the third quarter of 2009 we became
one of three companies qualified to bid under the US Army Corp. of Engineers Facility Repair and Renewal (FRR) program. As a result, we are
now able to bid directly on federal government projects under the FRR program as a prime contractor.

In August 2009 we sold certain assets of 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, offered 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.

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. Our projects take a couple days to a year or more to complete with projects in our commercial and industrial
markets typically taking less time to complete than the larger projects in our public section markets. We recognize the revenue on smaller,
shorter term projects on a completed contract basis and on larger, longer projects we utilize the percentage of completion method for revenue
recognition. 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.
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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.

Selling, General and Administrative Expenses

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

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

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

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

. costs related to marketing and advertising our products;

. legal and accounting expenses; and

. 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.), with the balance recorded as goodwill. We amortize the value of
certain intangible assets over their estimated useful lives as a non-cash expense.
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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
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 September 30, 2009 Compared to Three Months Ended September 30, 2008

Consolidated Results (in thousands):

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

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

Three Months Ended
September 30, Change
2009 2008 $
$ 21,003 17,709 $ 3,294
16,524 13,388 3,136
4,479 4,321 158
5,731 5,509 222
269 602 (333)
(1,521) (1,790) 269
(1,974) 931) (1,043)
(3,495) (2,721) (774)
(396) (418) 22
$ (3,891) (3,139) $ (752)
(297) (297)
$ (4,188) (3,139) $ (1,049)
Three Months Ended
September 30,
2009 2008
Revenue 100.0% 100.0%
Cost of sales 78.7% 75.6%
Gross profit 21.3% 24.4%
Selling, general and administrative 27.3% 31.1%
Amortization of intangibles 1.3% 3.4%
Operating Loss -7.2% -10.1%
Other income (expense) -9.4% -5.3%
Loss from continuing operations -16.6% -15.4%
Loss from discontinued operations -1.9% -2.4%
Net loss -18.5% -17.7%
Preferred stock dividends -1.4% 0.0%
Net loss available to common
stockholders -19.9% -17.7%

%

18.6%
23.4%
3.7%

4.0%
-55.3%
-15.0%

112.0%
28.4%

-5.3%
24.0%

33.4%
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Revenue. Our revenue for the three months ended September 30, 2009 was $21.003 million, representing an 18.6%, or $3.294 million increase
over the $17.709 million earned during the three months ended September 30, 2008. Revenue earned in our commercial and industrial markets
increased approximately 24% over the prior year third quarter while revenue in our public sector markets increased by approximately 16%. The
increase in revenue during the current period was due to continued improvement in the productivity of our salespeople and continued strong
customer interest in energy efficiency services. No revenue was earned during the quarter from our recently awarded utility program
management contract or FRR contract, nor do we expect any material revenue from these contracts until 2010. We expect our fourth quarter
revenue will be lower than the revenue earned during the fourth quarter of 2008, but higher than that of the 3rd quarter of 2009. We also expect
our first quarter 2010 revenue to be lower than our fourth quarter revenue, consistent with the seasonal pattern experience in prior years, but
higher than the revenue realized in the first quarter of 2009.

Gross Profit. Our gross profit for the three-month period ended September 30, 2009 was $4.479 million, a $158 thousand or 3.7% increase over
the $4.321 million earned during the same period in 2008. Our gross profit margin for the third quarter of 2009 was 21.3% compared to 24.4%
for the third quarter of 2008. The decline in our gross profit margin was the result of a change in the mix of our business with revenue from our
public sector representing a slightly larger portion of our consolidated revenue, and lower margins earned in our commercial and industrial
business due to the type of work completed during the quarter. We believe that our fourth quarter gross profit margin will remain largely
unchanged from the levels realized during the third quarter.

Selling, General and Administrative Expense. Our SG&A for the third quarter of 2009 was $5.731 million, an increase of $222 thousand, or
4.0%, compared to the $5.509 million for the same period during 2008. Share based compensation expense included in SG&A declined
approximately $442 thousand from the expense recorded during the same period in 2008. This was offset by increases in labor expense resulting
from new hires to support our new initiatives in engineering, utility program
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management and direct federal government contracting, as well as additions to our sales staff added earlier in the year. Our SG&A was 27.3%
of revenue during the third quarter of 2009 as compared to 31.1% for the same period in 2008. We expect our quarterly SG&A expense to
increase slightly during the balance of the year, due primarily to the costs associated with new hires made during the past 12 months and
commission expense on projected higher fourth quarter sales in our C&I markets.

Amortization of Intangibles. Amortization expense associated with our intangible assets was $269 thousand during the third quarter of 2009, a
decrease of $333 thousand from the $602 thousand recorded during the third quarter of 2008. Our amortization expense has declined as
intangible assets associated with acquisitions we have made over the past three years have become fully amortized. Amortization expense for
the fourth quarter of 2009 will be $294 thousand, declining to $163 thousand for the first and second quarters of 2010.

Other Non-Operating (Expense) Income. Other expense increased $1.043 million to $1.974 million during the third quarter of 2009 as
compared to $931 thousand for the third quarter of 2008. Interest expense for the third quarter of 2009 was $2.004 million, a $1.06 million
increase over the $944 thousand recorded for the third quarter of 2008. The components of interest expense for the three-month periods ended
September 30, 2009 and 2008 are as follows:

Three months ended September 30, 2009 2008

Lines of credit $ $ 517
Note payable 22 30
Mortgage 5 7
Subordinated convertible notes 81 126
Other 28 12
Total contractual interest $ 136 $ 692
Amortization of deferred issuance costs and debt discount 930 252

Beneficial conversion value of change in conversion price of
siborindated notes 938

Total interest expense $ 2,004 $ 944

Total contractual interest (the interest on outstanding loan balances) decreased $556 thousand during the third quarter of 2009 to $136 thousand
when compared to $692 thousand incurred during the third quarter of 2008. The decrease was the result of the conversion of the line of credit to
preferred stock at the end of 2008 and the conversion of $3.1 million of subordinated convertible notes into common stock on August 10, 2009.
Offsetting the decline in contractual interest was an increase of $678 thousand in amortization expense, as during the quarter we recognized the
remaining unamortized debt discount and deferred financing costs upon the conversion of the subordinated convertible notes. In addition,
during the period we incurred a $938 thousand non-cash charge resulting from the conversion of the subordinated convertible notes at a
conversion price which was lower than their stated conversion price of $7.00 per share. Please refer to note 10 for additional information
regarding the conversion of the subordinated
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convertible notes. Our fourth quarter interest expense will include approximately $300 thousand of non-cash interest expense resulting from the
write off of deferred financing costs associated with the bridge line of credit that was terminated in early October.

Interest income increased $17 thousand to $30 thousand during the third quarter of 2009, from $13 thousand during the third 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 significantly scaled back
the offering of extended payment terms in late 2008 in order to conserve cash for other working capital needs, but have recently begun offering
such terms to certain customers again. The average balance of these receivables was higher during the third 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 $22 thousand or 5.3% to $396 thousand for the third quarter of 2009
from $418 thousand for the third quarter of 2008. We wound down most of the operations of our Maximum Performance Group subsidiary
during the quarter following the sale of all of the significant assets of the company in August 2009. We do not believe we will incur any
significant expenses related to this subsidiary in future periods.
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Nine Months Ended September 30, 2009 Compared to Nine Months Ended September 30, 2008

Consolidated Results(thousands)

Nine Months Ended September 30,
2008
Historical

2009
Revenue $ 50,523
Cost of sales 40,397
Gross profit 10,126
Selling, general and
administrative 16,513
Amortization of
intangibles 927
Operating Loss (7,314)
Other income (expense) (2,815)
Loss from continuing
operations (10,129)
Loss from discontinued
operations (1,425)
Net loss $ (11,554)
Preferred stock dividends (1,499)
Net loss available to
common stockholders $ (13,053)

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

$

$

$

26,334
21,075

5,259
12,331

984
(8,056)

(1,792)

(9,848)

(2,055)
(11,903)

(11,903)

2008
Pro forma (1) $
$ 36,471 $ 24,189
29,476 19,322
6,995 4,867
16,537 4,182
1,866 (57)
(11,408) 742
(2,506) (1,023)
(13,914) (281)
(2,055) 630
$ (15,969) $ 349
(1,499)
$ (15,969) $ (1,150)

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

Nine Months Ended September 30,

2008
2009 Historical

100.0% 100.0%
80.0% 80.0%
20.0% 20.0%
32.7% 46.8%
1.8% 3.7%
-14.5% -30.6%

Change from Historical

%

91.9% $
91.7%
92.5%
33.9%

-5.8%
-9.2%

57.1%

2.9%

-30.7%
-2.9% $

9.7% $

2008
Pro forma (1)

100.0%
80.8%
19.2%

45.3%
5.1%
-31.3%

14,052
10,921

3,131

24

(939)
4,094

(309)
3,785
630
4,415

(1,499)

2,916

Change from Pro forma

%

38.5%
37.1%
44.8%
-0.1%

-50.3%
-35.9%

12.3%
-27.2%
-30.7%

-27.6%

-18.3%
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-5.6%
-20.0%

-2.8%
-22.9%

-3.0%
-25.8%

28

-6.8%
-37.4%

-7.8%
-45.2%

0.0%
-45.2%

-6.9%
-38.2%

-5.6%
-43.8%

0.0%
-43.8%
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(1) Assuming the acquisition of Applied Energy Management, Inc. had taken place on January 1, 2008

Revenue. Our revenue for the nine months ended September 30, 2009 increased $24.189 million, or 91.9%, to $50.523 million as compared to
the $26.334 million recorded during the first nine months of 2008. This increase was in part due to the acquisition of AEM in June 2008. Our
revenue increased $14.052 million, or 38.5%, over the pro forma revenue of $36.471 million for the first nine months of 2008. Through the first
nine months of 2009 revenue earned in our commercial and industrial markets increased 26% over the same period in 2008 while revenue from
our public sector markets was up 45%.

Gross Profit. Our gross profit for the first nine months of 2009 was $10.126 million, a $4.867 million, or 92.5% increase over the gross profit of
$5.259 million earned during the same period in 2008. Our gross profit increased $3.131 million, or 44.8%, over the gross profit of $6.995
million for the first nine months of 2008 on a pro forma basis. Our gross margins for the first nine months of 2009 and 2008 were both 20.0%,
compared to 19.2% for the 2008 period on a pro forma basis.

Selling, General and Administrative Expense. Our SG&A expense was $16.513 million for the first nine months of 2009, an increase of
$4.182 million, or 33.9% compared to the first nine months of 2008 on a historical basis. This increase was largely due to the inclusion of nine
months of AEM s SG&A expense during the 2009 period. AEM was acquired in June 2008. Our SG&A declined $24 thousand, or 0.1%, when
compared to the first nine months of 2008 on a pro forma basis. A $1.3 million decline in share based compensation was offset by increases in
labor expense, outside consulting fees, including legal, marketing, IT and compensation, and higher franchise taxes.

Amortization of Intangibles. Amortization expense declined $57 thousand, or 5.8% to $927 thousand during the first nine months of 2009
compared to $984 thousand for the first nine months of 2008 on a historical basis. On a pro forma basis amortization expense declined $939
thousand, or 50.3%. Amortization expense will continue to decline in future periods as the underlying intangible assets become fully amortized.

Other Non-Operating (Expense) Income. Other expense increased $1.023 million or 57.1% to $2.815 million during the first nine months of
2009 compared to $1.792 million for the year earlier period on a historical basis. Interest expense was $2.907 million for the first nine months
of 2009, a increase of $1.045 million when compared to $1.862 million for the first nine months of 2008. The components of interest expense
for the nine-month periods ended September 30, 2009 and 2008 are as follows:
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Nine months ended September 30,

2008 2008
2009 Historical Pro forma

Lines of credit $ 53 $ 657 $ 1,246
Note payable 75 42 146
Mortgage 14 21 21
Subordinated convertible notes 329 374 374
Other 72 16 37
Total contractual interest $ 543 $ 1,110 $ 1,824
Amortization of deferred issuance costs and debt discount 1,426 752 752
Beneficial conversion value of change in conversion price of

siborindated notes 938

Total interest expense $ 2,907 $ 1,862 $ 2,576

Our contractual interest expense declined $567 thousand during the first nine months of 2009 to $543 thousand from $1.11 million for the same

period in 2008. The decrease was primarily the result of the conversion of the line of credit to preferred stock at the end of 2008 and the
conversion of $3.1 million of the subordinated convertible notes on August 10, 2009. Offsetting the decline in contractual interest was an
increase in amortization expense of $674 thousand as we recognized the remaining unamortized debt discount and deferred financing costs upon
the conversion of the subordinated convertible notes. In addition during the period we incurred a $938 thousand non-cash charge resulting from
the conversion of the subordinated convertible notes at a conversion price which was lower than the stated conversion price of $7.00 per share.
Please refer to note 10 for additional information regarding the conversion of the subordinated convertible notes.

Interest income increased $22 thousand to $92 thousand during the first nine months of 2009 from the $70 thousand earned during the same
period in 2008. The increase was the result of higher average balances on our portfolio of extended receivables.

Discontinued Operations. The loss from discontinued operations declined $630 thousand or 30.7% to $1.425 million for the first nine months
of 2009 from $2.055 million for the same period in 2008. Reductions in research and development costs and labor expense were partially offset
by a second quarter impairment charge of $503,407 we took to reduce the carrying value of certain assets in anticipation of the sale of our
Energy Technology business. The sale of this business closed on August 10, 2009, therefore we do not expect to incur any significant further
losses from this segment in future periods.
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Liquidity and Capital Resources

As of September 30, 2009, we had cash and cash equivalents of $24.217 million, compared to $3.734 million on December 31, 2008. Our debt
obligations as of September 30, 2009 consisted of a mortgage of $427 thousand on our facility in Elk Grove Village Illinois and various vehicle
loans totaling $342 thousand. Subsequent to the end of our third quarter we received an additional $3.9 million from the public sale of our
common stock.

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 sale 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:

Nine months ended

September 30,
2009 2008
Net cash used in operating activities $ (8,083) $ (12,665)
Net cash used in investing activities (1,341) (4,156)
Net cash provided by financing activities 29,907 12,919
Net Increase (Decrease) in Cash and Cash Equivalents $ 20,483 $ (3,902)
Cash and Cash Equivalents, at beginning of period 3,734 4,781
Cash and Cash Equivalents, at end of period $ 24,217 $ 879

Nine months Ended September 30, 2009 Compared to Nine months Ended September 30, 2008

Net cash increased $20.483 million during the first nine months of 2009 as compared to decreasing $3.902 million during the same period in
2008.

Operating Activities

Operating activities consumed cash of $8.083 million during the nine-month period ended September 30, 2009 as compared to consuming cash
of $12.665 million during the same period of 2008.
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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.
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The cash consumed by operating activities before changes in working capital declined $49 thousand to $6.203 million during the first nine
months of 2009 as compared to consuming $6.252 million during the first nine 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 fourth quarter of the year.

Changes in working capital consumed cash of $1.88 million during the first nine months of 2009, a reduction of $4.533 million, or 70.7%, when
compared to the $6.413 million consumed 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, in combination with improved receivable
turnover. 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 $2.815 million, or 67.7% to $1.341 million during the nine-month period ended September 30, 2009
from $4.156 million for the same period in 2008. During the first nine months of 2009 we paid $614 thousand for the AEM earn-out and costs
associated with the acquisition of AEM and $446 thousand to purchase the rights to the FRR contract. We also made capital expenditures of
$305 thousand for service vehicles and office equipment during the first nine months of 2009. During the first nine months of 2008 we
purchased AEM and made capital purchases totaling $357 thousand. We do not expect to make significant expenditures for fixed assets for the
balance of 2009.

Financing Activities

Financing activities generated cash of $29.907 million during the first nine months of 2009 as compared to generating $12.919 million during
the first nine months of 2008. In September 2009, we completed a follow-on public offering of our common stock generating gross proceeds of
$27.5 million. 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 the primary purpose was to gain access to its cash. We have not continued to operate ADVB as a going
concern. In January 2009 we closed on tranche B of the November 2008 PIPE, generating cash proceeds of $3.275 million. We also received
$45 thousand from the exercise of options and $27 thousand from new vehicle loans. The proceeds from these transactions were partially offset
by $3.966 million used to repay our lines of credit; $2.828 million in transaction costs related to the acquisition of ADVB and the follow-on
offering; and $1.574 million in other debt repayments. During the first half of 2008 we drew $3.5 million on our line of credit to fund the
acquisition of AEM, $2.0 million to fund an equity infusion into AEM to assist with its working capital requirements and $7.7 million to fund
other operating needs. We also borrowed $133 thousand to fund the purchase of a new service vehicles and received $120 thousand from the
exercise of options and warrants. These sources of cash were partially offset by $570 thousand used to repay a portion of our long term debt.
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SOURCES OF LIQUIDITY

Our primary sources of liquidity are our available cash reserves.

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 stock, which has allowed us to
acquire companies and to continue to execute our business plan. Most of these funds have been consumed by operating 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:

o Focus on increasing the sales and profitability of our products and services while controlling the growth in our SG&A expense. 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. We have built a corporate infrastructure over the past couple of years to support
a large, diversified national company. We believe that this infrastructure can support significantly higher revenue without a corresponding
increase in our SG&A. During the first nine months of 2009, on a pro forma basis our revenue has grown 39% with no increase in our total
SG&A. We are focused on continually reducing our SG&A expense as a percentage of revenue with a target of reducing it to 11% to 14%
within the next three to five years, which we believe is a sustainable SG&A expense ratio for the business over the longer term and reflects our
expectations with respect to our ability to achieve additional operating leverage. If we are able to achieve this goal, while holding or improving
our gross margins, we believe we will begin to generate positive cash flow and earnings within the next 12 to 24 months.

. Sell our Energy Technology Business. We made the decision in early 2009 to sell our Energy Technology 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 and we may never receive any earnout payments.

We believe that if we are successful in increasing our revenue while controlling the growth in our operating expenses we should have sufficient
liquidity to allow us to operate until our operations turn cash flow positive.
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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, goal, target, should, and similar expressions, including when used in the ne

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 those described in this Report under
Part I1, Item 1A Risk Factors and 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;

. the current economic downturn could diminish the demand for our services and products;

. it is difficult for us to estimate our future quarterly results;

. we operate in a highly competitive industry and if we are unable to compete successfully our revenue; and profitability will be

adversely affected;

U 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.
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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 September 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.

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 September 30, 2009 that have materially affected or are reasonably likely to materially affect our internal control over
financial reporting.

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.
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PART II. OTHER INFORMATION

ITEM 1A. Risk Factors

We have updated the risk factors appearing under the captions Risks Related to Our Financial Condition and Risks Relating to our Business
previously disclosed in Part I, Item 1A of our Annual Report on Form 10-K for the year ended December 31, 2008, which was filed with the
Securities and Exchange Commission on March 11, 2009, as set forth below.

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.

Our business has evolved substantially over time through organic growth and strategic acquisitions. Our current business model has only been
in operation since June 2006, when we launched our Energy Efficiency Services business. Accordingly, we have only a limited history of
generating revenues under our current business model, and the future revenue potential of our current business model in the rapidly evolving
energy efficiency solutions market is uncertain. As a result of our short operating history under our current business model, we have limited
financial data that can be used to evaluate our business, strategies, performance and prospects or an investment in our common stock. Any
evaluation of our business and our prospects must be considered in light of our limited operating history under our current business model and
the risks and uncertainties encountered by companies with new business models. To address these risks and uncertainties, among other things,
we must do the following:

. maintain and expand our current relationships and develop new relationships with commercial and industrial businesses, property
owners and managers and energy service companies, or ESCOs, serving government and educational institutions;

. maintain and enhance our existing energy efficiency solutions;
. execute our business and marketing strategies successfully;

. respond to competitive developments; and

. attract, integrate, retain and motivate qualified personnel.

We may be unable to accomplish one or more of these objectives, which could cause our business to suffer and could have a material adverse
effect on our business, results of operations and financial condition. In addition, accomplishing many of these goals might be very expensive,
which could adversely impact our operating results and financial condition. Additionally, any predictions about our future operating results may
not be as accurate as they could be if we had a longer operating history under our current business model.

We have incurred significant operating losses since inception and may not achieve or sustain profitability in the future.
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We have experienced losses and negative cash flow from operations since our inception and we currently have an accumulated deficit. We must
increase sales while maintaining or improving our margins to operate profitably and sustain positive operating cash flows. We may be required
to reduce the prices of our services in order to increase sales. If we reduce prices, we may not be able to reduce costs sufficiently to achieve

acceptable profit margins. As we strive to grow our business, we have spent and expect to continue to spend significant funds for: (i) general
corporate purposes, including working capital,
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marketing, recruiting and hiring additional personnel; and (ii) acquisitions. To the extent that our revenues do not increase as quickly as these
costs and expenditures, our results of operations and liquidity will be adversely affected. If we experience slower than anticipated revenue
growth or if the gross margins we earn on our sales are lower than expected or our operating expenses exceed our expectations, we may not
achieve profitability in the future or if we achieve profitability in the future, we may not be able to sustain it. As we grow, our working capital
requirements are likely to increase. We may need additional funds in the form of a bank working capital line to support this increased working
capital. If in the future we cannot obtain bank financing it could limit our ability to grow our business to the point that it is profitable on a
consistent basis.

In addition, because of our negative cash flow, we have funded our operations through the issuance of common and preferred stock and debt.
Our ability to continue to operate until our cash flow turns positive may depend on our ability to continue to raise additional funds through the
issuance of equity or debt. If we are not successful in raising any needed additional funds, we might have to significantly scale back or delay our
growth plans, or sell or shut down some of our businesses. Any reduction or delay in our growth plans could materially adversely affect our
ability to compete in the marketplace, take advantage of business opportunities and develop or enhance our services and technologies, which
could have a material adverse effect on our business, results of operations and financial condition.

The current widespread economic downturn and uncertainty and turmoil in the equity and credit markets could adversely impact our clients,
diminish the demand for our services and products, and harm our operations and financial performance.

The energy efficiency solutions marketplace has experienced rapid evolution and growth, but we do not know how sensitive it is to a recession
or downturn in the general economy. The current recession could harm the economic health of our clients and consequently decrease the demand
for our products or services, particularly in the commercial and industrial markets. The recession also may cause reductions or elimination of
utility or government energy efficiency incentive programs used to partially fund the costs of customer projects. In addition, increased
competition during the recession may result in lower sales, reduced likelihood of profitability, and diminished cash flow to us.

Further, the sales of our energy efficiency solutions are made on the basis of contracts that permit our customers to terminate the engagement
prior to completion rather than long-term purchase commitments and consequently our clients may cancel, delay or otherwise modify their
purchase commitments in response to economic pressures with little or no consequence to them and with little or no notice to us. Whether in
response to an economic downturn affecting an industry or a client s specific business including its bankruptcy or insolvency, any cancellation,
delay or other modification in our clients orders could significantly reduce our revenue, impact our working capital, cause our operating results
to fluctuate from period to period and make it more difficult for us to predict our revenue.

It is difficult for us to estimate our future quarterly operating results.

A significant portion of our revenue is seasonal. Historically, this seasonality has caused our revenue, operating income, net income and cash
flow from operating activities to be lower in the first two quarters and higher in the last two quarters of each year. The concentration of earnings
and cash flow in the fourth quarter is primarily due to our clients budget cycles. Further, many of our clients purchase our energy efficiency
solutions on the basis of cancellable short-term agreements for projects that can be completed in a matter of weeks rather than long-term
purchase commitments. Consequently, we do not have a constant and predictable stream of revenue from those clients. Additionally, because a
few large projects
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are often responsible for a significant portion of our revenue from public sector clients, the level of activity, initial project delays or gaps
between projects have historically led to significant fluctuations of revenue on an irregular basis throughout the fiscal year. As a result, we may
be unable to forecast our revenue accurately, and a failure to meet our revenue or expense forecasts could have an immediate and negative
impact on the market price of our common stock.

We operate in a highly competitive industry and if we are unable to compete successfully our revenue and profitability will be adversely
affected.

The energy efficiency solutions market is highly competitive, and we expect competition to increase and intensify as the energy efficiency
solutions market continues to evolve. We face strong competition primarily from lighting and lighting fixture manufacturers, lighting fixture
distributors, providers of energy efficiency lighting upgrades and maintenance, small regional providers of energy efficiency solutions and local
electrical and mechanical contractors. As we extend energy efficiency offerings that are currently available to our public sector clients to our
commercial and industrial clients, we expect to face additional competition from providers of those services in the commercial and industrial
market. We compete primarily on the basis of client service and support, quality and scope of services and products, cost of services and
products, ability to service clients on a national level, name recognition and financial resources and performance track record for services
provided.

In addition to our existing competitors, new competitors such as large national or multinational engineering and/or construction companies could
enter our markets. Many of these current and potential competitors are better capitalized than we are, have longer operating histories and strong
existing client relationships, greater name recognition, and more extensive engineering and sales and marketing capabilities. Competitors could
focus their substantial resources on developing a competing business model or energy efficiency solutions that may be potentially more
attractive to clients than our products or services. In addition, we may face competition from other products or technologies that reduce demand
for electricity. Our competitors may also offer energy efficiency solutions at reduced prices in order to improve their competitive positions. If
our ESCO clients internally develop sufficient energy efficiency expertise they may no longer outsource work to us. Any of these competitive
factors could make it more difficult for us to attract and retain clients, require us to lower our prices in order to remain competitive, and reduce
our revenue and profitability, any of which could have a material adverse effect on our results of operations and financial condition.

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

A significant number of our public sector contracts require surety bonds to guarantee our performance and payment to our suppliers and
subcontractors. Bonding capacity for construction projects has become increasingly difficult to obtain, and bonding companies are denying or
restricting coverage to an increasing number of contractors. Some sureties have required us to post collateral, guarantees, agreements of
indemnity and letters of credit to secure the performance and surety bonds. One of our directors has agreed to provide us with letters of credit
for up to an aggregate total of $10.0 million, but his obligation expired upon the completion of our recent public offering. We intend to use a
portion of the proceeds from our recent public offering to replace the collateral provided by these letters of credit. This collateral may be
insufficient to support our continuing need for surety bonds, which could preclude us from being able to bid for certain contracts and
successfully contract with certain customers. If we are unable to obtain surety bonds, our business, results of operations and financial condition
could be materially adversely affected.
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Our success is largely dependent upon the skills, experience and efforts of our senior management and our ability to attract and retain
highly qualified engineers and other skilled personnel, and the loss of their services or our inability to attract and retain such personnel
could have a material adverse effect on our ability to expand our business or to maintain profitable operations.

Our future success will depend largely on the skills, efforts, and motivation of our executive officers and other senior managers. The loss of the
service of executive officers and other senior managers or our inability to attract or retain other qualified personnel could have a material adverse
effect on our ability to expand our business, implement our strategy or maintain profitable operations.

In addition, to execute our growth strategy and maintain our margins, we must attract and retain highly qualified engineers, other skilled
personnel and an effective sales force that can accurately price our clients energy efficiency solution contracts. Competition for hiring these
individuals is intense, especially with regard to engineers specializing in the energy efficiency solutions market. If we fail to attract and retain
highly qualified engineers and other skilled personnel, our business and growth prospects could be materially adversely affected.

We depend upon a limited number of clients in any given period to generate a substantial portion of our revenue.

Historically, we did not have long-term contracts with our clients, and our dependence on individual key clients varied from period to period as a
result of the significant size of some of our retrofit and multi-facility roll-out projects. In 2008, two clients accounted for approximately 24% of
our consolidated revenue. On a pro forma basis, our top 10 clients accounted for approximately 60% and 68%, respectively, of our total revenue
in fiscal 2008 and 2007, and 65% and 46%, respectively, of our fiscal 2009 and pro forma 2008 first six-month total revenue. We expect large
retrofit and roll-out projects to become a greater component of our total revenue in the near term. As a result, we may experience more client
concentration in any given future period. The loss of, or substantial reduction in sales to, any of our significant clients could have a material
adverse effect on our business, results of operations and financial condition in any given future period.

Our public sector business depends on a limited number of ESCOs under contract by government and other public end-users.

A significant portion of our public sector business revenue is generated through our relationship with a limited number of ESCOs that provide
energy efficiency services to government and other public end-users. If for any reason government spending on energy efficiency services is
reduced or postponed or government and other public end-users shift contracts to ESCOs with whom we do not have established relationships,
this may have a significant negative impact on our business, results of operations and financial condition. Further, our public sector projects
typically have long payment cycles that may impact our liquidity and which could have a material adverse effect on our results of operations in
any given future period.
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Failure of our subcontractors to properly and effectively perform their services in a timely manner could cause delays in the delivery of our
energy efficiency solutions.

Our success depends on our ability to provide quality, reliable energy efficiency solutions in a timely manner, which in part requires the proper
removal and installation of lighting, mechanical and electrical systems and other products by our contractors and subcontractors upon which we
depend. A significant portion of our energy efficiency solutions are installed by contractors or subcontractors. Any delays, malfunctions,
inefficiencies or interruptions in our energy efficiency solutions caused by improper installation could cause us to have difficulty retaining
current clients and attracting new clients. Such delays could also result in additional costs that could affect the profit margin of our projects. In
addition, our brand, reputation and growth could be negatively impacted.

If our information technology systems fail, or if we experience operation interruptions, then our business, results of operations and financial
condition could be materially adversely affected.

The efficient operation of our business is dependent on our information technology systems. We rely on those systems generally to manage the
day-to-day operation of our business, manage relationships with our clients and maintain our financial and accounting records. The failure of our
information technology systems, our inability to successfully maintain and enhance our information technology systems, or any compromise of
the integrity or security of the data we generate from our information technology systems, could have a material adverse effect on our results of
operations, disrupt our business and make us unable, or severely limit our ability, to respond to client demands. In addition, our information
technology systems are vulnerable to damage or interruption from:

. earthquake, fire, flood and other natural disasters;

. employee or other theft;

. attacks by computer viruses or hackers;

. power outages; and

. computer systems, Internet, telecommunications or data network failure.

Any interruption of our information technology systems could result in decreased revenue, increased expenses, increased capital expenditures,
client dissatisfaction and potential lawsuits, any of which could have a material adverse effect on our results of operations or financial condition.

Product liability and personal injury claims could have a material adverse effect on our business, results of operations and financial
condition.
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We face exposure to product liability and personal injury claims in the event that our energy efficiency solutions fail to perform as expected or
cause bodily injury or property damage. Since the majority of our products use electricity, it is possible that the products we sell could result in
injury, whether by product malfunctions, defects, improper installation or other causes. Particularly because the products we sell often
incorporate new technologies or designs, we cannot predict whether or not product liability claims will be brought against us in the future or
result in negative publicity about our business or materially adversely affect our client relations. Further, we face exposure to personal injury
claims in the event that an individual is injured as a result of our negligence. Moreover, we may not have adequate resources in the event of a

successful claim against us. A successful product liability or personal injury claim against us that is not covered by insurance or is in excess of
our available insurance limits could require us to
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make significant payments of damages which could materially adversely affect our results of operations and financial condition.

Our retrofitting process frequently involves responsibility for the removal and disposal of components containing hazardous materials and at
times requires that our contractors or subcontractors work in hazardous conditions, either of which could give rise to a claim against us.

When we retrofit a client s facility, we typically assume responsibility for removing and disposing of its existing lighting fixtures. Certain
components of these fixtures typically contain trace amounts of mercury and other hazardous materials. Older components may also contain
trace amounts of polychlorinated biphenyls, or PCBs. We utilize licensed and insured hazardous wastes disposal companies to dispose of such
components. Failure to properly handle, remove or dispose of the components containing these hazardous materials in a safe, effective and
lawful manner could give rise to liability for us, or could expose our workers or other persons to these hazardous materials, which could result in
claims against us. Further, our workers are sometimes required to work in hazardous environments that present a risk of serious personal injury
which could result in claims against us. A successful personal injury claim against us that is not covered by insurance or is in excess of our
available insurance limits could require us to make significant payments of damages and could materially adversely affect our results of
operations and financial condition.

If we are unable to manage our anticipated revenue growth effectively, our operations and profitability could be adversely affected.

We intend to undertake a number of strategies in an effort to grow our revenue. If we are successful, our revenue growth may place
significant strain on our limited resources. To properly manage any future revenue growth, we must continue to improve our management,
operational, administrative, accounting and financial reporting systems and expand, train and manage our employee base, which may
involve significant expenditures and increased operating costs. Due to our limited resources and experience, we may not be able to effectively
manage the expansion of our operations or recruit and adequately train additional qualified personnel. If we are unable to manage our
anticipated revenue growth effectively, the quality of our client care may suffer, we may experience client dissatisfaction, reduced future
revenue or increased warranty claims, and our expenses could substantially and disproportionately increase. Any of these circumstances
could adversely affect our business, results of operations and financial condition.

Our growth may be impaired and our current business may suffer if we do not successfully address risks associated with any future
acquisitions that we may make.

Our future growth may depend, in part, upon our ability to successfully identify, acquire and operate other complementary businesses. Any
acquisition contemplated or completed by us may result in adverse short term effects on our reported results of operation; divert management s
attention; introduce risks associated with unanticipated problems or legal liabilities; cause the incurrence of additional debt; cause the issuance
of additional equity; or introduce contingent liabilities and amortization expenses related to intangible assets, some or all of which could harm
our business, results of operations and financial condition.

In addition, often an acquired company s performance is largely dependent on a few key people, particularly in smaller companies. If these key
people leave the company, become less focused on the business or less motivated to make the business successful after the acquisition, the
performance of the acquired company and our combined business may suffer.
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Our ability to use our net operating loss carry forwards will be subject to additional limitation, which could potentially result in increased
future tax liability.

Generally, a change of more than 50% in the ownership of a company s stock, by value, over a three-year period constitutes an ownership change
for U.S. federal income tax purposes. An ownership change may limit a company s ability to use its net operating loss carry forwards attributable
to the period prior to such change. We have sold shares of our common stock in various transactions sufficient to constitute an ownership

change. As a result, if we earn net taxable income, our ability to use our pre-change net operating loss carry forwards, which amounted to $77
million as of December 31, 2008, to offset U.S. federal taxable income will be subject to limitations, which will likely result in increased future
tax liability. Our recently completed public offering and the conversion of our outstanding preferred stock and the conversion of all of our
outstanding convertible notes will constitute a further ownership change that will further limit our ability to use our pre-change net operating

loss carry forwards. In addition, future shifts in our ownership, including transactions in which we may engage, may cause additional ownership
changes, which could have the effect of imposing additional limitations on our ability to use our pre-change net operating loss carry forwards.

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

1) 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.

2) 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.

3) 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.

“) In August 2009, we issued 2,000 shares to a consultant as partial compensation for services received. These shares were valued at the
market value on the date of issuance and charged to operations during August.

5) During the first nine months of 2009, we issued 19,063 shares of our Series A-1 preferred stock in partial satisfaction of dividends owed
the holder.
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6) During the first nine months of 2009, we issued 45,400 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.

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

43

85



Table of Contents

SIGNATURES

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

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.

Dated: November 12, 2009

Dated: November 12, 2009

LIME ENERGY CO.:
By:
By:
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/s/ David R. Asplund

David R. Asplund

Chief Executive Officer (principal
executive officer)

/s/ Jeffrey R. Mistarz

Jeffrey R. Mistarz

Chief Financial Officer (principal
financial and accounting officer)
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