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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended June 30, 2013

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from                          to                         

Commission file number 001-16265

LIME ENERGY CO.
(Exact name of registrant as specified in its charter)
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Delaware 36-4197337
(State or other jurisdiction of incorporation or organization) (I.R.S. Employer Identification No.)

16810 Kenton Drive, Suite 240, Huntersville, NC 28078
(Address of principal executive offices, including zip code)

(704) 892-4442
(Registrant�s telephone number, including area code)

(Former name, former address and former fiscal year, if changed since last report)

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 o  No x

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 x

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

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).  Yes o  No x

25,152,693 shares of the registrant�s common stock, $.0001 par value per share, were outstanding as of August 12, 2013.
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PART I - FINANCIAL INFORMATION

ITEM 1. Financial Statements

Lime Energy Co.

Condensed Consolidated Balance Sheets

(in thousands)

June 30,
2013 December 31,

(Unaudited) 2012 (1)

Assets

Current Assets
Cash and cash equivalents $ 2,061 $ 2,392
Restricted cash 500 500
Accounts receivable, net 9,188 9,917
Inventories 14 17
Costs and estimated earnings in excess of billings on uncompleted contracts 5,665 3,685
Prepaid expenses and other 525 504
Current assets of discontinued operations 2,970 10,891

Total Current Assets 20,923 27,906

Net Property and Equipment 5,168 5,224
Long-Term Receivables 328 214
Deferred Financing Costs, Net 186 212
Long-Term Assets of Discontinued Operations 26 5,581
Intangibles, Net � 10
Goodwill 6,009 6,009

$ 32,640 $ 45,156

2
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Lime Energy Co.

Condensed Consolidated Balance Sheets

(in thousands, except share data)

June 30,
2013 December 31,

(Unaudited) 2012 (1)

Liabilities and Stockholders� Equity

Current Liabilities
Current maturities of long-term debt $ 3,330 $ 3,405
Accounts payable 10,855 5,100
Accrued expenses 3,501 3,243
Billings in excess of costs and estimated earnings on uncompleted contracts 1,821 1,506
Customer deposits 190 41
Other current liabilities 3,118 2,029
Current liabilities of discontinued operations 2,116 12,517
Total Current Liabilities 24,931 27,841

Long-Term Debt, less current maturities 5,264 4,748
Other Long-Term Liabilities 1,493 3,241
Long-Term Liabilities of Discontinued Operations � 5

Total Liabilities 31,688 35,835

Stockholders� Equity
Common stock, $.0001 par value; 50,000,000 shares authorized 25,152,693 and 25,036,719
issued and outstanding as of June 30, 2013 and December 31, 2012, respectively 2 2
Additional paid-in capital 191,788 191,411
Accumulated deficit (190,838) (182,092)

Total Stockholders� Equity 952 9,321

$ 32,640 $ 45,156

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, 2012

3
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Lime Energy Co.

Unaudited Condensed Consolidated Statements of Operations

(in thousands, except per share data)

Three Months Six Months
Ended June 30, Ended June 30,

2013 2012 2013 2012
(Unaudited) (Unaudited) (Unaudited) (Unaudited)

Revenue $ 13,741 $ 10,120 $ 25,740 $ 21,645

Cost of sales 9,780 8,134 19,157 17,609

Gross Profit 3,961 1,986 6,583 4,036

Selling, general and administrative 5,798 5,264 12,040 10,585
Amortization of intangibles 4 71 10 141

Operating loss (1,841) (3,349) (5,467) (6,690)

Other Income (Expense)
Interest income 12 23 26 48
Interest expense (304) (90) (621) (167)

Total other (expense) income (292) (67) (595) (119)

Loss from continuing operations (2,133) (3,416) (6,062) (6,809)

Discontinued Operations:
Income (loss) from operation of discontinued
business 95 (1,245) (2,684) (2,040)

Net loss $ (2,038) $ (4,661) $ (8,746) $ (8,849)

Basic and diluted loss per common share from
Continuing operations $ (0.08) $ (0.14) $ (0.24) $ (0.28)

Discontinued operations 0.00 (0.05) (0.11) (0.09)

Basic and Diluted Loss Per Common Share $ (0.08) $ (0.19) $ (0.35) $ (0.37)

Weighted Average Common Shares
Outstanding 25,153 24,470 25,157 24,222

See accompanying notes to condensed consolidated financial statements

4

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

6



Table of Contents

Lime Energy Co.

Unaudited Condensed Consolidated Statement of Stockholders� Equity

(in thousands)

Additional Total
Common Common Paid-in Accumulated Stockholders�

Shares Stock Capital Deficit Equity
Balance, December 31, 2012 25,037 $ 2 $ 191,411 $ (182,092) $ 9,321

Share based compensation � � 377 � 377
Shares issued for benefit plans and option
exercises 116 � � � �
Net loss � � � (8,746) (8,746)
Balance, June 30, 2013 25,153 $ 2 $ 191,788 $ (190,838) $ 952

See accompanying notes to condensed consolidated financial statements.

5
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Lime Energy Co.

Unaudited Condensed Consolidated Statements of Cash Flows

(in thousands)

Three Months Ended June 30, Six Months Ended June 30,
2013 2012 2013 2012

Cash Flows From Operating Activities
Net Loss $ (2,038) $ (4,661) $ (8,746) $ (8,849)

Adjustments to reconcile net loss to net cash
used in operating activities:
Provision for bad debt 131 488 341 528
Share-based compensation 195 922 377 1,475
Depreciation and amortization 264 470 532 920
PIK notes issued for interest 384 � 384 �
Amortization of deferred financing costs 26 11 52 28
Amortization of original issue discount 66 � 132 �
Issuance of stock in exchange for services
received � � � 20
Loss on disposition of property and equipment � � 13 �
Changes in assets and liabilities:
Accounts receivable (91) 400 274 10,318
Inventories 3 � 3 (11)
Costs and estimated earnings in excess of
billings on uncompleted contracts (1,219) 376 (1,980) (374)
Prepaid expenses and other (16) (38) (21) 145
Assets of discontinued operations 342 872 1,594 666
Accounts payable 3,339 3,385 5,755 (3,425)
Accrued expenses (201) 471 258 (1,136)
Billings in excess of costs and estimated
earnings on uncompleted contracts (73) (1,258) 315 (2,471)
Other current liabilities (283) (131) (510) (139)
Liabilities of discontinued operations (1,075) (3,577) (600) (4,361)

Net cash used in operating activities (246) (2,270) (1,827) (6,666)

Cash Flows From Investing Activities
Proceeds from sale of ESCO business � � 1,860 �
Purchases of property and equipment (100) (499) (287) (733)
Increase in restricted cash � 224 � 225

Net cash (used in) provided by investing
activities (100) (275) 1,573 (508)

Cash Flows From Financing Activities
Payments of long-term debt (30) (63) (77) (126)
Proceeds from issuance of common stock � 2,550 � 2,550
Proceeds from issuance of shares for benefit
plans � � � 80

(30) 2,487 (77) 2,504
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Net cash (used in) provided by financing
activities

Net Decrease in Cash and Cash Equivalents (376) (58) (331) (4,670)

Cash and Cash Equivalents, at beginning of
period 2,437 3,678 2,392 8,290

Cash and Cash Equivalents, at end of period $ 2,061 $ 3,620 $ 2,061 $ 3,620

6
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Three Months Six Months
Ended June 30, Ended June 30,

2013 2012 2013 2012

Supplemental Disclosure of Cash Flow Information:

Cash paid during the period for interest (in thousands):
Continuing operations $ 36 54 $ 86 110
Discontinued operations � 1 1 1

See accompanying notes to condensed consolidated financial statements.

7
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Lime Energy Co.

Notes to Unaudited 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 by
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 Financial Statements have been prepared on the going concern basis which contemplates the realization of assets and the satisfaction of
liabilities in the normal course of business.  The Company�s ability to continue as a going concern is ultimately dependent on its ability to
achieve profitability before it exhausts its currently available capital, shed non-core assets and/or obtain additional funding.  Management has
decided to focus its resources on its rapidly growing utility business and to reduce overhead costs to the extent possible. Consistent with this
strategy, on February 28, 2013, it sold its public sector business. Management has also indicated that it continues to closely monitor and forecast
its cash requirements and is prepared to attempt to raise additional capital if they foresee a need to do so to fund day-to-day operations. The
Company has historically funded its operations through the issuance of additional equity and secured debt. However, there is no assurance that
the Company will continue to be successful in obtaining additional funding in the future or improve its operating results. The financial
statements do not include any adjustments to reflect the possible future effects on the recoverability and classification of assets or the amounts
and classification of liabilities that may results from the possible inability of the Company to continue as a going concern.

The results of operations for the three-month and six-month periods ended June 30, 2013 and 2012 are not necessarily indicative of the results to
be expected for the full year.

The December 31, 2012 balance sheet data was derived from audited financial statements, but does not include all disclosures required by
GAAP.

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, 2012.

8
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Lime Energy Co.

Notes to Unaudited Condensed Consolidated Financial Statements

Note 2 - Share-Based Compensation

A committee of the Board of Directors grants stock options and restricted stock under the Company�s 2008 Long Term Incentive Plan, as
amended (the �Plan�).  All of the options have been granted at a price equal to or greater than the market price of the Company�s stock on the date
of grant. Substantially all stock option grants outstanding under the Plan vest ratably over three years and expire 10 years from the date of grant.
In addition to the Plan, the Company gave employees the right to purchase shares at a discount to the market price under its employee stock
purchase plan (�ESPP�).  The ESPP was suspended in August 2012 after the registration statement supporting the ESPP went stale due to the
Company�s failure to file its second quarter quarterly report.  The ESPP expired on December 31, 2012 and has not been renewed.

During the second quarter of 2010, the Company issued options to certain employees that vest upon achievement of certain financial objectives
in combination with a minimum market price for its common stock during a five-year period (the �Cliff Options�).  The Company assesses the
probability of achieving these objectives at the end of each month and recognizes expense accordingly.

In addition to the Plan and the ESPP, the Board of Directors grants restricted stock to non-employee directors under the Company�s 2010
Non-Employee Director Stock Plan (the �Directors� Plan�).  Restricted stock granted to date under the Directors� Plan vest 50% upon grant and 50%
on the first anniversary of the grant date if the director is still serving on the Board of Directors on the vesting date.

The Company accounts for employee share-based awards 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 based on the fair
value of the award at the date of grant, with expense recognized over the requisite service period, which is generally equal to the vesting period
of the grant.

The following table summarizes the Company�s total share-based compensation expense for the three-month and six-month periods ended
June 30, 2013 and 2012:

Three Months Ended Six Months Ended
June 30, June 30,

2013 2012 2013 2012

Stock options $ 110 $ 670 $ 235 $ 1,057

Restricted stock 85 242 142 377

Employee Stock Purchase Plan � 11 � 41
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$ 195 $ 923 $ 377 $ 1,475
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Lime Energy Co.

Notes to Unaudited Condensed Consolidated Financial Statements

The Company uses an enhanced Hull-White trinomial model to value its employee 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 an enhanced
Hull-White trinomial model for stock options under ASC 718, are as follows:

Three Months Ended Six Months Ended
June 30, June 30,

2013 (1) 2012 (1) 2013 (1) 2012

Weighted average fair-value per option granted � � � $ 1.68

Significant assumptions (weighted average):
Risk-free rate � � � 0.01%
Dividend yield � � � 0.00%
Expected volatility � � � 71.7%
Expected life (years) � � � 6.0
Expected turn-over rate � � � 5.00%
Expected exercise multiple � � � 2.20

(1) No options were issued during these periods

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
turnover 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).

10
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Lime Energy Co.

Notes to Unaudited Condensed Consolidated Financial Statements

Option activity under the Company�s stock option plans as of June 30, 2013 and changes during the three-month and six-month periods then
ended are presented below:

Shares
Exercise Price Per

Share

Weighted
Average Exercise

Price

Outstanding at March 31, 2013 3,318,838 $0.52 - $263.55 $ 5.30

Granted � �
Exercised � �
Forfeited (84,663) $3.26 - $136.50 $ 6.89

Outstanding at June 30, 2013 3,234,175 $0.52 - $263.55 $ 5.26

Options exercisable at June 30, 2013 2,495,081 $0.52 - $263.55 $ 5.67

Shares
Exercise Price Per

Share

Weighted
Average Exercise

Price

Outstanding at December 31, 2012 3,559,258 $0.52 - $263.55 $ 5.28

Granted � �
Exercised � �
Forfeited (325,083) $3.26 - $136.50 $ 5.44

Outstanding at June 30, 2013 3,234,175 $0.52 - $263.55 $ 5.26

Options exercisable at June 30, 2013 2,495,081 $0.52 - $263.55 $ 5.67

11
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Lime Energy Co.

Notes to Unaudited Condensed Consolidated Financial Statements

The following table summarizes information about stock options outstanding at June 30, 2013:

Options Outstanding Options Exercisable

Exercise Price

Number
Outstanding
at June 30,

2013

Weighted
Average

Remaining
Contractual

Life

Weighted
Average

Exercise Price

Number
Exercisable at
June 30, 2013

Weighted
Average

Exercise Price

$0.52 - $1.00 150,000 9.4 years $ 0.60 100,000 $ 0.52
$1.01 - $4.00 666,722 6.0 years $ 3.35 507,223 $ 3.37
$4.01 - $6.00 1,547,066 6.7 years $ 4.37 1,017,471 $ 4.36
$6.01 - $7.00 85,714 3.0 years $ 6.79 85,714 $ 6.79
$7.01 - $8.00 411,063 3.2 years $ 7.19 411,063 $ 7.19
$8.01 - $12.00 371,356 3.6 years $ 10.69 371,356 $ 10.69
$12.01 - $263.55 2,254 .5 years $ 194.03 2,254 $ 194.03

$0.52 - $263.55 3,234,175 5.8 years $ 5.26 2,495,081 $ 5.67

The aggregate intrinsic value of the outstanding options (the difference between the closing stock price on the last trading day of the second
quarter of 2013 of $0.66 per share and the exercise price, multiplied by the number of in-the-money options) that would have been received by
the option holders had all option holders exercised their options on June 30, 2013 was $14 thousand. The aggregate intrinsic value of exercisable
options as of June 30, 2013 was $14 thousand.  These amounts will change based on changes in the fair market value of the Company�s common
stock.

The compensation expense to be recognized in future periods related to the Company�s employee options and restricted stock is as follows (in
thousands):

Weighted
Unrecognized Average
Compensation Remaining

Expense Life
As of June 30, 2013 (in 000�) (in Months)

Stock options $ 245 12.0

Restricted stock $ 100 4.7

In addition, there was approximately $785 thousand of unrecognized expense related to the Cliff Options which may be recognized over the next
22 months if vesting requirements are met.
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Note 3 � Recent Accounting Pronouncements

The Company does not believe any recently issued, but not yet effective, accounting standards will have a material effect on the Company�s
consolidated financial position, results of operations, or cash flows.
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Lime Energy Co.

Notes to Unaudited Condensed Consolidated Financial Statements

Note 4 � Earnings Per Share

The Company computes income or loss per share under ACS 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 income or loss available to common stockholders by the
number of weighted average common shares outstanding, and includes all common stock issued.  Diluted earnings include all common stock
equivalents.  The Company has not included the outstanding options or warrants as common stock equivalents in the computation of diluted loss
per share for the three and six months ended June 30, 2013 and 2012, because the effect would be anti-dilutive.

The following table sets forth the weighted average shares issuable upon exercise of outstanding options and warrants as of June 30, 2013:

Three Months Ended Six Months Ended
June 30, June 30,

2013 2012 2013 2012

Weighted average shares issuable upon exercise of
outstanding options 3,279,180 4,484,132 3,301,548 4,486,921

Weighted average shares issuable upon exercise of
outstanding warrants 4,880,403 135,953 4,880,403 135,953

Total 8,159,583 4,620,085 8,181,951 4,622,874

Note 5 � Revolving Line of Credit

On March 9, 2011, the Company entered into a $7 million revolving line of credit agreement with American Chartered Bank.  Availability under
the line of credit was tied to eligible receivables and borrowings were secured by all the Company�s assets.  Borrowings were to incur interest at
the Prime Rate, plus 0.625%, with a minimum rate of 4.675%, and had an unused fee of 0.30% per annum.  The line contained covenants that
required the Company to maintain a minimum current ratio of 1.55 to 1.0 or greater and a maximum tangible leverage ratio of 1.30 to 1.0.  The
line expired on March 9, 2013.

Note 6 � Term Loan

On November 3, 2011, GES-Port Charlotte, LLC (�GES�), entered into a Loan Agreement with RBC Bank (USA) (�RBC�) (RBC was subsequently
acquired by PNC Bank) under which GES borrowed $3.6 million (the �Loan Agreement�).  The Loan Agreement matures on, and all outstanding
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balances are due and payable on, October 31, 2016.  The Loan Agreement requires the monthly payment of interest and principal based on a
20-year amortization and a mandatory pre-payment at the end of each calendar year, commencing with the calendar year ending December 31,
2012, equal to 50% of GES�s Excess Cash Flow.  Excess Cash Flow is defined in the Loan Agreement as EBITDA less cash taxes paid, less Debt
Service, and less up to $10,000 in capital expenditures.  Debt Service is defined to equal the sum of (a) the total of principal and interest
payments on funded debt (excluding excess cash flow mandatory prepayments), plus (b) any cash dividends or distributions (excluding the
permitted distribution of the US
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Lime Energy Co.

Notes to Unaudited Condensed Consolidated Financial Statements

Treasury Grant).  No Excess Cash Flow payment was due for 2012.  The loan carries an interest rate equal to 30-day LIBOR plus 500 basis
points.  As of June 30, 2013 the 30-day LIBOR rate was 0.1932%.

Borrowings pursuant to the Loan Agreement are secured by all of the assets of GES and guaranteed by Lime. The Loan Agreement contains
customary events of default, including the failure to make required payments, borrower�s failure to comply with certain covenants or other
agreements, borrower�s breach of the representations and covenants contained in the agreement, the filing or attachment of a lien to the collateral,
the occurrence of a material adverse change, borrower�s default of other certain indebtedness and certain events of bankruptcy or insolvency.
Upon the occurrence and continuation of an event of default, amounts due under the Loan Agreement may be accelerated.

The Loan Agreement contains a covenant that requires GES to maintain a minimum Debt Service Coverage Ratio to 1.35 to 1.0.  The Debt
Service Ratio is defined as the ratio of (a) EBITDA, less cash taxes and unfunded capital expenditures to (b) Debt Service.  As of December 31,
2012, the company was not in compliance with the debt Service Coverage Ratio.  On January 4, 2013, PNC notified the Company that the loan
was in default as a result of the failure to meet the minimum debt Coverage Ratio, but that it has chosen not to exercise its rights; however, it
reserved the right to do so in the future.  On July 2, 2013, PNC notified the Company that it was requiring the Company to start paying interest
at the default rate of LIBOR plus 9.00% per annum.  The Company remains current with all scheduled loan payments and is currently in
discussions with PNC to forebear from taking any actions while the Company attempts to sell the asset.  The entire balance of the note has been
presented as a current liability in the accompanying financial statements due to the fact that the default was on-going and had not been waived
by the bank.

The Company entered into an interest rate swap to fix the interest rate on $1.9 million of the principal amount of the term loan at 6.56% through
October 2016.  This interest rate swap is being carried at fair-market value on the Company�s books, with changes in value included in interest
expense.  The mark-to-market value of the swap was a liability of $41,070 and $66,000 as of June 30, 2013 and December 31, 2012,
respectively.  The liability associated with the decline in the fair value has been included in accrued expense.

Note 7 � Sale of ESCO Business

On February 28, 2013, the Company sold its ESCO business to Powersecure, Inc., a wholly-owned subsidiary of PowerSecure International, Inc.
(�Powersecure�).  The ESCO business, which represented the largest portion of the Company�s public sector business, designed, installed and
maintained energy conservation measures, primarily as a subcontractor to large energy service company providers (�ESCOs�), for the benefit of
public sector, commercial, industrial and institutional customers as end users.  The sale was structured as an asset sale.  The total purchase price
for the assets sold was $4.0 million in cash, subject to a working capital adjustment, and the assumption of approximately $9.8 million of
liabilities, comprising certain other debts, liabilities and obligations relating to the acquired business and assumed contracts.  After application of
the working capital adjustment in accordance with the Purchase Agreement, the cash purchase price is approximately $1.9 million, subject to
post-closing confirmation of the working capital adjustment, resulting in an effective purchase price, including the assumption of liabilities, of
approximately $11.7 million.  In connection with the acquisition of the ESCO business, PowerSecure assumed certain unfinished contracts and
projects in the acquired business, along with the accounts receivables and accounts payables associated with those projects.
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Lime Energy Co.

Notes to Unaudited Condensed Consolidated Financial Statements

During the fourth quarter of 2012, utilizing the purchase price received for the sale of the ESCO business as an indication of its fair market
value, the Company determined that its carrying value associated with the business exceeded the fair market value by approximately $3.2
million.  Accordingly, it reduced the carrying value to the fair market value, recording a $3.2 million impairment loss in the process.

The value of assets and liabilities sold to Powersecure on February 28, 2013, were as follows (in thousands):

As of February 28, 2013 

Accounts receivable 4,680
Retention receivable 1,048
Costs and estimated earnings in excess of billings on uncompleted
contracts 591
Precontract cost 8
Goodwill 5,337

Total Assets 11,664

Accounts payable 1,226
Accrued expenses 133
Billings in excess of costs and estimated earnings on uncompleted
contracts 8,432
Vehicle loans 11
Other liabilities 1

Total Liabilities 9,803

After adjusting the carrying value of the assets during the fourth quarter of 2012, the net carrying value of the assets and liabilities of the ESCO
business was equal to the proceeds received for the sale of the business on February 28, 2013, therefore there was no gain or loss resulting from
the sale recorded during the second quarter of 2013.  However, the Asset Purchase agreement provided that within 90 days of the closing the
seller provide the buyer a final calculation of the Closing Net Working Capital as of February 28, 2013.  To the extent that this calculation
showed an increase in the Closing Net Working Capital from the amount estimated on the closing date, the buyer would owe the seller an
amount equal to the increase and to the extent the Closing Net Working Capital was less than the amount estimated on the closing date, the seller
would owe the buyer an amount equal to the reduction.  The calculation of the final Closing Net Working Capital was completed in August 2013
and it was determined that the buyer owed the seller an additional $128 thousand.  This additional consideration has been included in the income
from discontinued operations during the quarter ended June 30, 2013.
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Lime Energy Co.

Notes to Unaudited Condensed Consolidated Financial Statements

Note 8 � Discontinued Operations

As discussed in Note 7, the Company sold the majority of its public sector business on February 28, 2013 to Powersecure.  The Company
retained contracts with certain customers of its public sector business that were largely complete or which it felt it would not be able to obtain
the consent of the customer to transfer to a new owner.  Once these contracts are completed, the Company will shut down the remaining public
sector business.  It expects this will occur before the end of 2013.

The loss from the operation of discontinued business reported in the accompanying financial statements includes the operation of the portion of
the public sector business sold to Powersecure through February 28, 2013, as well as operation through June 30, 2013, of the portion of the
public sector business retained by the company which it is in the process of exiting.  The revenue and operating loss related to discontinued
operations was as follows (in thousands):

Three Months Six Months
Ended June 30, Ended June 30,

2013 2012 2013 2012

Revenue $ 230 $ 11,439 $ 2,890 $ 25,863

Operating income (loss) $ 107 $ (1,245) $ (2,658) $ (2,040)
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Lime Energy Co.

Notes to Unaudited Condensed Consolidated Financial Statements

The assets and liabilities related to discontinued operations were as follows (in thousands):

June 30, December 31,
2013 2012

Accounts Receivable 1,886 9,664
Costs and estimated earnings in excess of billings on
uncompleted contracts 952 1,210
Prepaid expenses and other 132 17
Total current assets 2,970 10,891

Deferred financing costs 26 51
Net Property and Equipment, net � 193
Goodwill � 5,337
Intangible assets � �
Total long-term assets 26 5,581

Total Assets 2,996 16,472

Current portion of long-term debt � 8
Accounts Payable 1,427 2,178
Accrued Expense 110 2,781
Billings in excess of costs and estimated earnings on
uncompleted contracts 579 7,550
Total current liabilities $ 2,116 $ 12,517

Long-Term Debt, less current portion � 5

Total Liabilities $ 2,116 $ 12,522

17

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

24



Table of Contents

Lime Energy Co.

Notes to Unaudited Condensed Consolidated Financial Statements

Note 9 � Business Segment Information

The Company operates in two business segments: the Energy Efficiency Services segment and the Renewable Energy segment.  In classifying
its operational entities into a particular segment, the Company segregated its businesses with similar economic characteristics, products and
services, production processes, customers, and methods of distribution into distinct operating groups.

The Energy Efficiency Services segment includes the Utility Program Management business.  The services of this segment include program
design, program management, marketing & customer recruitment, auditing and installation of energy conservation measures for small business
customers of utilities or public utility commissions.  This segment also includes its contract with the Army Corps of Engineers under its facilities
repair and renewal program.

The Renewable Energy segment includes the operations of GES-Port Charlotte, which operates the Zemel Road landfill-gas electric generating
facility located in Punta Gorda, Florida.

An analysis and reconciliation of the Company�s business segment information to the respective information in the consolidated financial
statements is as follows (in thousands):
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Lime Energy Co.

Notes to Unaudited Condensed Consolidated Financial Statements

Three Months Ended Six Months Ended
June 30, June 30,

2013 2012 2013 2012

Revenues:
Energy Efficiency Services $ 13,541 $ 9,902 $ 25,324 $ 21,172
Renewable Energy 200 218 416 473

Total $ 13,741 $ 10,120 $ 25,740 $ 21,645

Operating Income (Loss):
Energy Efficiency Services $ 430 $ (355) $ 177 $ (682)
Renewable Energy (89) 159 (150) (79)
Corporate (2,182) (3,153) (5,494) (5,929)

Total $ (1,841) $ (3,349) $ (5,467) $ (6,690)

Interest (Expense) Income, net (292) (67) (595) (119)

Loss from Continuing Operations $ (2,133) $ (3,416) $ (6,062) $ (6,809)

June 30, December 31,
2013 2012

Total Assets:
Energy Efficiency Services $ 25,293 $ 23,394
Renewable Energy 3,789 4,178
Corporate 562 1,112
Discontinued Operations 2,996 16,472

Total $ 32,640 $ 45,156

Note 10 � Other Equity Issuances

(a) During the first quarter of 2013, the Company granted 132,540 shares of restricted stock to five of its outside directors pursuant to the
2010 Non-Employee Directors� Stock Plan as compensation for their service on the Board, of which 13,254 were forfeited when a director
resigned from the Board in March 2013.  The shares granted under the 2010 Non-Employee Directors� Stock Plan vest 50% upon grant and 50%
on the first anniversary of the grant date if the director is still serving on the Company�s board of directors on the vesting date.
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ITEM 2. MANAGEMENT�S DISCUSSION AND ANALYSISOF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

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 2013 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 leader in designing and implementing energy efficiency programs that enable our utility clients to reach their underserved markets and
achieve their energy reduction goals.  Utility-sponsored energy efficiency programs help reduce customer demand for electricity.  Using less
electricity when demand is high (like on a hot summer day) can mean fewer new power plants and a smaller electric distribution system, which
saves money and benefits the environment.  We offer utilities energy efficiency program delivery services targeted to their small and
medium-sized business customers.  Our programs help these businesses use less energy through the upgrade of existing equipment with new,
more energy efficient equipment.  This service allows the utility to delay investments in transmission and distribution upgrades and new power
plants, while at the same time providing benefits to their clients in the form of lower energy bills, improved equipment reliability, reduced
maintenance costs and a better overall operating environment.

Our nine energy efficiency programs operate exclusively within the utility sector and our clients include two of the five largest investor-owned
utilities in the country.  We focus on deploying direct install energy efficiency solutions for small and mid-size commercial and industrial
business programs that improve energy efficiency, reduce energy-related expenditures and lessen the impact of energy use on the environment. 
Currently, these solutions include energy efficient lighting upgrades and energy efficient mechanical upgrades.  We also have expertise in water
conservation, building controls, refrigeration and facility weatherization.  We are prepared to offer these measures should they become eligible
within a utility program.  Our small business direct install (SBDI) programs provide a cost-effective avenue for our utility clients to offer
products and services to a hard-to-reach customer base, while satisfying aggressive state-mandated energy reduction goals. Our direct install
model is a turnkey solution under which we contract with our utility clients to design and market their small and mid-size energy efficiency
programs within a defined territory, perform the technical audits, sell the solution to the end-use customer and oversee the implementation of the
energy efficiency measures. This model makes it easy and affordable for small businesses to upgrade to new, more energy efficient equipment.

We are also a qualified contractor under the Army Corps of Engineers� Facility Repair and Renewal program (�FRR�).  As part of this program we
provide project investigation and design-build execution for all types of facility repairs, conversions, renovations, alterations, additions,
construction and equipment installation in the federal buildings in the U.S. and its territories.  Since late 2009, we have been awarded six FRR
contracts with total contract value of $25.6 million.
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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.  We charge our
utility clients based on an agreed to rate schedule based on the item installed or the savings generated.  Our contracts with the Army Corps of
Engineers are all fixed-price contracts under which we bill the Army Corps on a monthly basis for work completed in the prior month as
specified in the contract.  A typical project for a small business utility client can take anywhere from a few hours to a few weeks to complete,
whereas our projects for the Army Corps can take six months to two years to complete.  Our revenues are somewhat seasonal with the strongest
sales occurring in the second half of the year.

Gross Profit

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

Gross profit is a key metric that we use to evaluate our performance. Gross profit depends in large part on the volume and mix of products and
services that we sell during any given period.

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
share-based compensation;

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

Interest Expense, Net

Net interest expense consists of interest expense net of interest income.  Net interest expense represents the interest costs associated with our
subordinated convertible term notes (including amortization of the related debt discount and issuance costs), the term note used to finance the
construction of the Zemel
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Road generating facility.  Interest income includes earnings on our invested cash balances and amortization of the discount on our long-term
receivables.

Three months Ended June 30, 2013 Compared to Three months Ended June 30, 2012

Consolidated Results (in thousands)

Three Months Ended
June 30, Change

2013 2012 $ %

Revenue $ 13,741 $ 10,120 $ 3,621 35.8%
Cost of sales 9,780 8,134 1,646 20.2%
Gross profit 3,961 1,986 1,975 99.4%

Selling, general and administrative expenses 5,798 5,264 534 10.1%
Amortization of intangibles 4 71 (67) -94.4%
Operating loss (1,841) (3,349) 1,508 -45.0%

Interest expense, net (292) (67) (225) 335.8%

Loss from continuing operations (2,133) (3,416) 1,283 -37.6%

Income (loss) from operation of discontinued
business 95 (1,245) 1,340 -107.6%

Net loss $ (2,038) $ (4,661) $ 2,623 -56.3%

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

Three Months Ended
June 30,

2013 2012

Revenue 100.0% 100.0%
Cost of sales 71.2% 80.4%
Gross profit 28.8% 19.6%

Selling, general and administrative expenses 42.2% 52.0%
Amortization of intangibles 0.0% 0.7%
Operating loss -13.4% -33.1%

Interest expense, net -2.1% -0.7%

Loss from continuing operations -15.5% -33.8%
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Income (loss) from operation of discontinued business 0.7% -12.3%

Net loss -14.8% -46.1%
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Revenue.  Our consolidated revenue increased $3.6 million, or 35.8%, to $13.7 million during the second quarter of 2013, from $10.1 million
during the second quarter of 2012.  Revenue from our utility business increased approximately $4.9 million, or 61%, which was partially offset
by a decline in revenue from our FRR contract of approximately $1.3 million.  Revenue from our utility business benefited from contributions
from new utility programs started within the past year, including our contracts with Central Hudson, AEP Ohio, Duke Energy Progress and
NStar and as well as increases in revenue from our existing programs with Long Island Power and the New Jersey�s Clean Energy program. 
Revenue under the FRR program varies from period-to-period depending on the number of projects we are working on at any particular time and
the stage the project is in.  We were working on three projects during the second quarter of 2012 and four projects during the second quarter of
2013, however two of the four 2013 projects were in the design phase and one was in the close-out phase of construction, during which we
generate significantly less revenue.

Gross Profit. Our gross profit for the second quarter of 2013 increased $2.0 million or 99.4%, to $4.0 million during the second quarter of 2013,
when compared to the $2.0 million earned during the same period in 2012.  This increase was the result of higher revenue and an improvement
in our gross profit margin.  Our gross profit margin increased from 19.6% during the second quarter of 2012 to 28.8% during the second quarter
of 2013.  This improvement in our gross profit margin was due to an increase in the portion of revenue derived from our utility business and
improvements in the margins earned by this business resulting from improvements in operating efficiencies and increased revenue from our new
programs.  Our gross margins will fluctuate from period to period depending on the portion of our revenue derived from our lower margin FRR
contract, the mix of individual utility projects contributing to revenue in a given period.

Selling, General and Administrative Expenses. Our selling, general and administrative expenses increased $534 thousand or 10.1%, to $5.8
million during the three-month period ended June 30, 2013, when compared to the $5.3 million of expense for same period during 2012.  Costs
related to the restatement we completed in July 2013 and the ongoing stockholder lawsuits were responsible for $287 of the increase in costs
during 2013.  The balance of the increase is associated with the new utility programs we have started up during the past year.  Our SG&A as a
percentage of revenue declined from 52% during the second quarter of 2012 to 42.2% during the second quarter of 2013 as new utility programs
have begun to generate revenue to help offset their overhead costs.  We expect continued improvements in this ratio as these new utility
programs continued to ramp-up toward their steady-state level of operation during the second half of 2013.

Amortization of Intangibles.  Amortization expense declined $67 thousand to $4 thousand during the second quarter of 2013 from $71 thousand
during the second quarter of 2012.  This decline was the result of our decision in the fourth quarter of 2012 to reduce the carrying value of assets
of the Zemel Road facility to its estimated fair value.  As part of this adjustment, we wrote off the intangible assets associated with this
business.  After this write-off, our only remaining intangible asset is certain software and technology acquired as part of the acquisition of
Applied Energy Management, Inc. in June 2008, which became fully amortized during the second quarter of 2013.

23

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

32



Table of Contents

Interest Expense, Net.  Net interest expense increased $225 thousand, to $292 thousand during the second quarter of 2013 when compared to
$67 thousand during the second quarter of 2012.  The components of interest expense for the three-month periods ended June 30, 2013 and 2012
are as follows (in thousands):

Three months ended June 30, 2013 2012

Line of credit $ � $ 5

Term note 51 54

Subordinated notes 193 �

Total contractural interest 244 59

Amortiztion of deferred issuance costs 13 11

Amortization of debt discount 67 �

Increase in value of interest rate swap (20) 20

Total interest expense $ 304 $ 90

Total contractual interest and fees (the interest and fees on outstanding debt) increased $185 thousand, to $244 thousand during the second
quarter of 2013, from $59 thousand during the second quarter of 2012.  Interest expense associated with the subordinated notes which we issued
in October 2012 was responsible for all of the increase in our interest expense relative to 2012.  The interest on our term note declined $3
thousand dollars, due to reductions in the outstanding principal over the past year.

We have deferred certain costs associated with the issuance of the term loan and subordinated convertible notes.  These costs are being
amortized over the terms of the associated debt.  We incurred $13 thousand and $11 thousand of amortization expense during three-month
periods ended June 30, 2013 and 2012, respectively.  In addition, the holders of the subordinated notes received warrants to purchase additional
shares of our common stock.  In recording the sale of the notes, we allocated the value of the proceeds to the notes and warrants based on their
relative fair values.  In doing so, we determined that the notes contained a beneficial conversion feature since value of the common stock into
which the notes were convertible exceeded the value we allocated to the notes.  The value of the warrants and the beneficial conversion feature
have been recorded as a discount to the notes.  This discount is being amortized over the term of the notes using the effective interest method. 
During the second quarter of 2013, we recorded $67 thousand of amortization on this discount.

In December 2011, we entered into an interest rate swap agreement to fix the interest rate on $1.9 million of the $3.6 million original balance on
the term note.  This interest rate swap was not designated for hedge accounting under ASC 815, therefore we record changes in its fair value as
non-operating interest income or expense with an offsetting entry to a swap asset or swap liability.  We recorded income of $20 thousand during
the second quarter of 2013 due to an increase in the fair-market value of this interest rate swap during the period, whereas during the second
quarter of 2012 we recorded $20 thousand of expense due to a decline in value of the swap.

24

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

33



Table of Contents

Our interest income declined $11 thousand to $12 thousand during the second quarter of 2013, from $23 thousand during the same period in
2012.  Substantially all of the interest income during both periods was amortization of the discount on our long-term receivables.  The decline in
amortization was due to a reduction in our long-term receivables, which had historically been used by our C&I customers.  We expect our
long-term receivable balances to increase in the future due to increased use of extended payment terms by customers under some of our utility
programs.

Six months Ended June 30, 2013 Compared to Six months Ended June 30, 2012

Consolidated Results (in thousands)

Six Months Ended
June 30, Change

2013 2012 $ %

Revenue $ 25,740 $ 21,645 $ 4,095 18.9%
Cost of sales 19,157 17,609 1,548 8.8%
Gross profit 6,583 4,036 2,547 63.1%

Selling, general and administrative expenses 12,040 10,585 1,455 13.7%
Amortization of intangibles 10 141 (131) -92.9%
Operating loss (5,467) (6,690) 1,223 -18.3%

Interest expense, net (595) (119) (476) 400.0%

Loss from continuing operations (6,062) (6,809) 747 -11.0%

Loss from operation of discontinued business (2,684) (2,040) (644) 31.6%

Net loss $ (8,746) $ (8,849) $ 103 -1.2%
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The following table presents the percentage of certain items to revenue:

Six Months Ended
June 30,

2013 2012

Revenue 100.0% 100.0%
Cost of sales 74.4% 81.4%
Gross profit 25.6% 18.6%

Selling, general and administrative expenses 46.8% 48.9%
Amortization of intangibles 0.0% 0.7%
Operating loss -21.2% -30.9%

Interest expense, net -2.3% -0.5%

Loss from continuing operations -23.6% -31.5%

Loss from operation of discontinued business -10.4% -9.4%

Net loss -34.0% -40.9%

Revenue.  Our consolidated revenue increased $4.1 million, or 18.9%, to $25.7 million during the first half of 2013, from $21.6 million earned
during the first six months of 2012.  Revenue from our utility business increased approximately $7.3 million, or 43%, which was partially offset
by a decline in revenue from our FRR contract of approximately $3.2 million.  Revenue from our utility business benefited from contributions
from new utility programs started within the past year, including our contracts with Central Hudson, AEP Ohio, Duke Energy Progress and
NStar and as well as increases in revenue from our existing programs with Long Island Power and the New Jersey�s Clean Energy program. 
Revenue under the FRR program declined due to fewer projects in active construction phases during 2013 than in 2012.  We expect continued
growth in the revenue from our utility business, as all of our new programs ramp up to a steady state of operation during the second half of
2013.  We also expect increased revenue from the FRR contract during the second half of the year, as projects move from design to construction.

Gross Profit. Our gross profit for the six-month period ended June 30, 2013 increased $2.5 million or 63.1%, to $6.6 million, when compared to
the $4.0 million earned during the same period in 2012.  This increase was the result of higher revenue and an improvement in our gross profit
margin.  Our consolidated gross profit margin increased from 18.6% during the first half of 2012 to 25.6% during the first half of 2013.  This
improvement in our gross profit margin was due to an increase in the portion of revenue derived from our utility business and improvements in
the margins earned by this business resulting from improvements in operating efficiencies and increased revenue from our new programs.  We
expect our gross margins will continue to fluctuate on a quarterly basis as a result of changes in our mix of business.  However, we believe our
gross margins should continue to exceed the levels earned during 2012, due to the changes we have implemented in our utility business and from
contributions from new utility programs.

Selling, General and Administrative Expenses. Our selling, general and administrative expenses increased $1.5 million or 13.7%, to $12.0
million during the six-month period ended June 30, 2013, when compared to the $10.6 million of expense for same period during 2012. 
Included in the 2013 expenses was $1.6 million of costs related to the restatement we completed in July 2013 and the ongoing
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stockholder lawsuits.  2013 expense also includes the costs of new utility programs started during the past year.  Our SG&A as a percentage of
revenue declined from 48.9% during the first half of 2012, to 46.8% during the first half of 2013.  Adjusting for the one-time restatement costs
and legal fees, SG&A would have declined $110 thousand, or 40.7% of revenue.  We expect continued improvements in this ratio as these new
utility programs continued to ramp-up toward their steady state level of operation and the restatement and legal costs decline during the second
half of 2013.

Amortization of Intangibles.  Amortization expense declined $131 thousand to $10 thousand during the first half of 2013 from $141 thousand
during the same period in 2012.  This decline was the result of our decision in the fourth quarter of 2012 to reduce the carrying value of assets of
the Zemel Road facility to its estimated fair value.  As part of this adjustment, we wrote off the intangible assets associated with this business,
thereby eliminating the related amortization expense.  After this write-off, our only remaining intangible asset is certain software and technology
acquired as part of the acquisition of Applied Energy Management, Inc. in June 2008, which became fully amortized during the second quarter
of 2013.

Interest Expense, Net.  Net interest expense increased $476 thousand, to $595 thousand during the first half of 2013 when compared to $119
thousand during the first half of 2012.  The components of interest expense for the six-month periods ended June 30, 2013 and 2012 are as
follows (in thousands):

Six months ended June 30, 2013 2012

Line of credit $ 3 $ 11

Term note 101 108

Subordinated notes 384 �

Total contractural interest 488 119

Amortiztion of deferred issuance costs 26 28

Amortization of debt discount 132 �

Increase in value of interest rate swap (25) 20

Total interest expense $ 621 $ 167

Total contractual interest and fees (the interest and fees on outstanding debt) increased $369 thousand, to $488 thousand during the first half of
2013, from $119 thousand during the first half of 2012.  Interest expense associated with the subordinated notes which we issued in
October 2012 was responsible for all of the increase in our interest expense relative to 2012.  The interest on our term note declined $7 thousand
dollars, due to reductions in the outstanding principal over the past year.

We have deferred certain costs associated with the issuance of the term loan and subordinated convertible notes.  These costs are being
amortized over the terms of the associated debt.  We incurred $26 thousand and $28 thousand of amortization expense during six-month periods
ended June 30, 2013 and 2012, respectively.  In addition, the holders of the subordinated notes received warrants to purchase additional shares of
our common stock.  In recording the sale of the notes, we allocated the value of the proceeds to the notes and warrants based on their relative fair
values.  In doing so, we determined that the notes contained a beneficial conversion feature since value of the common stock into which the
notes were
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convertible exceeded the value we allocated to the notes.  The value of the warrants and the beneficial conversion feature have been recorded as
a discount to the notes.  This discount is being amortized over the term of the notes using the effective interest method.  During the first half of
2013, we recorded $132 thousand of amortization on this discount.

In December 2011, we entered into an interest rate swap agreement to fix the interest rate on $1.9 million of the $3.6 million original balance on
the term note.  This interest rate swap was not designated for hedge accounting under ASC 815, therefore we record changes in its fair value as
non-operating interest income or expense with an offsetting entry to a swap asset or swap liability.  We recorded income of $25 thousand during
the first half of 2013 due to an increase in the fair-market value of this interest rate swap during the period, whereas during the first half of 2012
we recorded $20 thousand of expense due to a decline in value of the swap.

A decline in the amortization of the discount on our long-term receivables led to a $22 thousand decline in interest income during the first six
months of 2013, to $26 thousand compared to $48 thousand earned during the first half of 2012.  The decline in amortization was due to a
reduction in our long-term receivables, which had historically been used by our C&I customers.  We expect our long-term receivable balances to
increase in the future due to increased use of extended payment terms by customers under some of our utility programs.

Liquidity and Capital Resources

As of June 30, 2013, we had cash and cash equivalents of $2.6 million (including restricted cash of $500 thousand), compared to $2.9 million
(including $500 thousand of restricted cash) as of December 31, 2012. Our debt obligations as of June 30, 2013 consisted of a term loan of $3.3
million used to fund a portion of the Zemel Road generating facility, and $6.6 million of subordinated convertible notes.

Our principal cash requirements are for operating expenses, debt service, the funding of accounts receivable, and capital expenditures. We have
financed our operations since inception primarily through the sale of equity, as well as through various forms of secured debt.
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Three months Ended June 30, 2013 Compared to Three months Ended June 30, 2012

The following table summarizes, for the periods indicated, selected items in our consolidated statements of cash flows (in thousands):

Three months ended June 30, 2013 2012

Net cash used in operating activities $ (246) $ (2,270)
Net cash used in investing activities (100) (275)
Net cash (used in) provided by financing activities (30) 2,487

Net Decrease in Cash and Cash Equivalents $ (376) $ (58)

Cash and Cash Equivalents, at beginning of period 2,437 3,678

Cash and Cash Equivalents, at end of period $ 2,061 $ 3,620

Net unrestricted cash declined $376 thousand during the three-month period ended June 30, 2013 as compared to decreasing $58 thousand
during the same period in 2012.

Operating Activities

Operating activities consumed cash of $246 thousand during the three-month period ended June 30, 2013 as compared to consuming cash of
$2.3 million during the same period of 2012.
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Whether cash is consumed 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 splits the cash used or provided by operating activities into two pieces:
the cash consumed or generated by operating activities before changes in assets and liabilities; and the cash consumed or generated from
changes in assets and liabilities.  By splitting the cash used or provided by operating activities this way our management believes it is easier to
understand how much of our operating cash flow is the result of the Company�s current period cash earnings or loss and how much of our
operating cash flow is due to changes in working capital.  These two measures are calculated as follows (in thousands):

Three months ended June 30, 2013 2012

Net Loss $ (2,038) $ (4,661)

Provision for bad debt 131 488
Share-based compensation 195 922
Depreciation and amortization 264 470
PIK notes issued for interest 384 �
Amortization of deferred financing costs 26 11
Amortization of original issue discount 66 �

Cash consumed by operating activities before changes in assets and liabilities $ (972) $ (2,770)

Changes in assets and liabilities, net of business acquisitions and dispositions:
Accounts receivable $ (91) $ 400
Inventories 3 �
Costs and estimated earnings in excess of billings on uncompleted contracts (1,219) 376
Prepaid and other (16) (38)
Assets of discontinued operations 342 872
Accounts payable 3,339 3,385
Accrued expenses (201) 471
Billings in excess of costs and estimated earnings on uncompleted contracts (73) (1,258)
Other current liabilities (283) (131)
Liabilities of discontinued operations (1,075) (3,577)

Cash generated by changes in assets and liabilities $ 726 $ 500
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The reconciliation to net cash used in operating activities as reported on our Consolidated Statement of Cash Flows is as follows (in thousands):

Three months ended June 30, 2013 2012

Cash consumed by operating activities before changes in assets and liabilities $ (972) $ (2,770)

Cash generated by changes in assets and liabilities 726 500

Net cash used in operating activities $ (246) $ (2,270)

The cash consumed by operating activities before changes in assets and liabilities decreased $1.8 million, to $1.0 million, during the second
quarter of 2013 as compared to consuming $2.8 million during the second quarter of 2012.  This improvement was the result of a reduction in
the cash loss (net income excluding non-cash items) for the quarter.

Changes in assets and liabilities generated cash of approximately $726 thousand during the second quarter of 2013, compared to generating $500
thousand during the second quarter of 2012.  This improvement was primarily the result of an improvement in our working capital management
during the period.

Investing Activities

We consumed $100 thousand of cash in investing activities during the second quarter of 2013, compared to consuming $275 thousand during the
second quarter of 2012.  Almost all of the cash used during both periods was related to our continued investment in our utility business software
platform as well as purchases of office equipment and computers for new utility programs.

Financing Activities

During the second quarter of 2013 financing activities consumed cash of $30 thousand compared to generating $2.5 million thousand during the
year-earlier period.  All of the cash used during the second quarter of 2013 was for scheduled principal payments on our debt.  During the
second quarter of 2012, we raised $2.6 million through the sale of our common stock.  This was partially offset by scheduled principal payments
of $63 thousand.
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Six months Ended June 30, 2013 Compared to Six months Ended June 30, 2012

The following table summarizes, for the periods indicated, selected items in our consolidated statements of cash flows (in thousands):

Six months ended June 30, 2013 2012

Net cash used in operating activities $ (1,827) $ (6,666)
Net cash provided by (used in) investing activities 1,573 (508)
Net cash (used in) provided by financing activities (77) 2,504

Net Decrease in Cash and Cash Equivalents $ (331) $ (4,670)

Cash and Cash Equivalents, at beginning of period 2,392 8,290

Cash and Cash Equivalents, at end of period $ 2,061 $ 3,620

Net unrestricted cash declined $331 thousand during the six-month period ended June 30, 2013 as compared to decreasing $4.7 million during
the six-month period ended June 30, 2012.

Operating Activities

Operating activities consumed cash of $1.8 million during the first half of 2013 as compared to consuming cash of $6.7 million during the same
period in 2012.
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Whether cash is consumed 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 splits the cash used or provided by operating activities into two pieces:
the cash consumed or generated by operating activities before changes in assets and liabilities; and the cash consumed or generated from
changes in assets and liabilities.  By splitting the cash used or provided by operating activities this way our management believes it is easier to
understand how much of our operating cash flow is the result of the Company�s current period cash earnings or loss and how much of our
operating cash flow is due to changes in working capital.  These two measures are calculated as follows (in thousands):

Six Months Ended June 30, 2013 2012

Net Loss $ (8,746) $ (8,849)

Provision for bad debt 341 528
Share-based compensation 377 1,475
Depreciation and amortization 532 920
PIK notes issued for interest 384 �
Amortization of deferred financing costs 52 28
Amortization of original issue discount 132 �
Issuance of stock in exchange for services received � 20
Loss on disposition of property and equipment 13 �

Cash consumed by operating activities before changes in assets and liabilities $ (6,915) $ (5,878)

Changes in assets and liabilities, net of business acquisitions and dispositions:
Accounts receivable $ 274 $ 10,318
Inventories 3 (11)
Costs and estimated earnings in excess of billings on uncompleted contacts (1,980) (374)
Prepaid and other (21) 145
Assets of discontinued operations 1,594 666
Accounts payable 5,755 (3,425)
Accrued expenses 258 (1,136)
Billings in excess of costs and estimated earnings on uncompleted contracts 315 (2,471)
Other current liabilities (510) (139)
Liabilities of discontinued operations (600) (4,361)

Cash generated (consumed) from changes in assets and liabilities $ 5,088 $ (788)
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The reconciliation to net cash used in operating activities as reported on our Consolidated Statement of Cash Flows is as follows (in thousands):

Six Months Ended June 30, 2013 2012

Cash consumed by operating activities before changes in assets and liabilities $ (6,915) $ (5,878)

Cash generated (consumed) from changes in assets and liabilities 5,088 (788)

Net cash used in operating activities $ (1,827) $ (6,666)

The operating activities before changes in assets and liabilities consumed $6.9 million of cash during the first six months of 2013, compared to
consuming $5.9 million during the same period in 2012.  This increase was due to costs related to the restatement and stockholder lawsuits and
an increase in the loss generated by discontinued operations during the 2013 period.  We believe that the operating activities before changes in
assets and liabilities will begin to generate cash during the second half of the year if our revenue increases as we expect it will and as restatement
and legal costs decline.

Changes in assets and liabilities generated cash of approximately $5.1 million during the first half of 2013, compared to consuming $788
thousand during the first half of 2012.  This improvement was primarily the result of an improvement in our working capital management during
the period.  We expect that changes in assets and liabilities will consume cash during the second half of the year as business activity increases
during the remainder of 2013.

Investing Activities

Investing activities generated $1.6 million during the six-month period ended June 30, 2013, compared to consuming $508 thousand during the
year-earlier period.  In February 2013, we sold our ESCO business, generating $1.9 million in cash proceeds.  This was partially offset by $287
thousand used for the continued development of our utility business software platform and purchases of office equipment for our new utility
programs.  During the 2012 period, we used $733 thousand for software development and equipment purchases for new utility programs, which
was partially offset by a $225 thousand reduction in restricted cash.  We expect to make additional investment in our software platform in future
periods as we continue to add to its capabilities in order to increase our operating efficiencies and the value of our programs to our customers.

Financing Activities

Financing activities consumed $77 thousand of cash during the first half of 2013, compared to generating $2.5 million of cash during the first
half of 2012.  The cash used during the 2013 period was all for scheduled principal payments on our debt.  During the first half of 2012, we
raised $2.6 million from the sale of shares of our common stock, including $80 thousand from the sale to employees as part of our Employee
Stock Purchase Plan.  This was partially offset by scheduled principal payments of $126 thousand.
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SOURCES OF LIQUIDITY

Our primary sources of liquidity are our available, unrestricted cash reserves.

Our ability to continue to expand the sales of our products and services 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, timing and profitability of future
revenues, working capital requirements, the level and amount of product marketing and sales efforts, among other things.

We have raised a significant amount of capital since our formation through the issuance of shares of our common and preferred stock and notes,
which has allowed us to 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.

We incurred a $31.8 million loss during 2012 and consumed $13.6 million of cash in operating activities during the 2012, as we dealt with the
impact on the business of the announcement regarding our discovery of improper revenue recognition, the inability of our Asset Development
business to secure the financing required to fund its projects and the start-up of five new utility programs.  Late last year our management, in
consultation with our Board of Directors, decided that we needed to shed businesses that we could not finance, narrow our focus to our most
promising business and reduce overhead costs.  Consistent with this strategy, we shut down the asset development business, sold the ESCO
business and made significant reductions in remaining headcount.

Approximately 88% of our 2013 revenue is expected to be generated by our utility business, which has been our fastest growing business for the
past three years.  It is also a business in which we believe we are the market leader, in a market we believe has good prospects for future growth. 
The other remaining businesses will either be integrated into the utility business, if integration makes strategic sense, sold or operated until we
have met all our obligations under our contracts and then shut down.  We most likely will not resolve the future of these other businesses until
sometime in 2014.  Fortunately, they are each fairly autonomous and not expected to be a drain on cash.

We have experienced a marked improvement in cash flow as we have begun to implement this strategy.  We expect continued improvements as
new utility programs start to achieve profitability and restatement related costs decline.  We believe that as a result of these changes, there is a
chance we will achieve profitability on a consolidated basis before the end of 2013, though it is likely we will report a loss for full year 2013. 
However, our total stockholders� equity at June 30, 2013 was less than the minimum stockholders� equity required for continued listing on the
NASDAQ Capital Market.  To remedy that deficiency, we have had, and continue to have, discussions with some of the holders of our
outstanding subordinated secured convertible pay-in-kind notes.  Based on those discussions, the Company expects that some of those
outstanding notes will be exchanged for preferred stock and that some of the holders of those notes will purchase additional preferred stock in a
private placement.   The preferred stock offered to those holders has not been and will not be registered under the Securities Act of 1933, as
amended, and may not be offered or sold in the United States absent registration or an applicable exemption from registration requirements.  We
cannot assure you that we will be able to complete the exchange of the notes for preferred stock or the sale of additional preferred stock.  If we
are able to complete the exchange and sale, it may be on terms that are not favorable to us or our existing stockholders.  Any sale of additional
preferred stock to the holders of the notes will provide us with additional cash, which we expect will be sufficient to meet our day-to-day
operating needs currently forecast.
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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 negative.

Forward-looking statements are subject to various risks and uncertainties. Accordingly, there are or will be important factors that could cause
actual results to differ materially from those indicated in these statements, including but not limited to those described in our Annual Report on
Form 10-K filed with the Securities and Exchange Commission under �Part II, Item 1A�Risk Factors� and the following:

• Our business model has changed in significant ways, several times since our inception in response to a constantly changing and
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;

• we may not be able to raise additional capital to fund future operating losses and to meet the NASDAQ Stock Market�s minimum
stockholders� equity requirement;

• our independent registered public accountants have issued a �going concern� opinion raising doubt about our financial viability;

• if the bank holding the $3.3 million GES-Port Charlotte term note were to accelerate the note�s maturity or call on our guaranty it
would have a material adverse impact on our ability to continue as a going concern;

• we may not be able to find a buyer for the assets of GES-Port Charlotte and if we are able to do so, any proceeds from a sale of the
assets may be less than the current outstanding balance on the term note, requiring us to use some of our available cash to pay off the loan;

• any award granted the plaintiffs under the current stockholder lawsuits, in combination with the cost of defending against the
lawsuits, could exceed the limits of our director�s and officer�s insurance;

• we have identified a material weakness in our internal control over financial reporting which could, if not remediated, result in
additional material misstatements in our financial statements;

• the Securities and Exchange Commission is investigating us and the results of that investigation could have a material adverse effect
on our business, results of operations and financial condition;

• our customers and investors may lose confidence in us because of our restatement;

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

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

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

49



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
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from those anticipated or implied in the forward-looking statements. Accordingly, users of this report are cautioned not to place undue reliance
on the forward-looking statements.

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

ITEM 3. Quantitative and Qualitative Disclosures About Market Risk

Not applicable.

ITEM 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and procedures, as defined in Rule 13a-15(e) under the Securities Exchange Act of 1934, as amended (the
�Exchange Act�), that are designed to ensure that information required to be disclosed in the reports that we file or submit under the Exchange Act
is recorded, processed, summarized, and reported within the time periods specified in Securities and Exchange Commission rules and forms,
and, include controls and procedures designed to ensure that such information is accumulated and communicated to our management, including
our Chief Executive Officer (�CEO�) and Chief Financial Officer (�CFO�), as appropriate, to allow timely decisions regarding required disclosure.

We carried out an evaluation, under the supervision and with the participation of our management, including our CEO and CFO, of the
effectiveness of our disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) as of June 30, 2013. Based
upon that evaluation, management concluded that our disclosure controls and procedures were not effective as of as of June 30, 2013 because of
the deficiencies in our internal control over financial reporting discussed below.

DEFICIENCIES IN OUR INTERNAL CONTROL OVER FINANCIAL REPORTING

Under the direction of the Audit Committee and with the participation of our senior management, including our Chief Executive Officer and
Chief Financial Officer, we carried out an evaluation of the effectiveness of the design and operation of its controls and procedures. Based on
this evaluation, we have concluded that due to a material weakness in one of our controls, our controls and procedures were not effective as of
June 30, 2013.
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We have identified the following deficiencies in our controls:

• We did not have sufficient monitoring controls in place to review journal entries posted to the general ledger, review
project account reconciliations, review project budgets and access rights to the database underlying our accounting system.

A deficiency in internal control over financial reporting exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect misstatements on a timely basis. A material
weakness is a deficiency, or a combination of deficiencies, in internal control over financial reporting, such that there is a reasonable possibility
that a
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material misstatement of the company�s annual or interim financial statements will not be prevented or detected on a timely basis. The control
deficiencies identified above should be considered material weaknesses in our internal control over financial reporting.

As set forth below, we have taken the following steps to remediate each of our control deficiencies identified above. Notwithstanding the control
deficiencies described above, we have performed additional analyses and other procedures to enable management to conclude that our financial
statements included in this Form 10-Q fairly present, in all material respects, our financial condition and results of operations as of and for the
quarter ended June 30, 2013.

REMEDIATION

To remediate the control deficiencies identified above, we have taken the following measures to improve internal control over financial
reporting:

• We have limited the number of employees who have the ability to post journal entries to the accounting system and have added
formal review policies surrounding the posting of journal entries.

• We have implemented a more detailed review of account reconciliations and budgets at the project level by upper management.

• We are working with the value added reseller of our accounting system to find a solution that will permit us to continue to build
customized SQL queries of the information in our accounting system while assuring the integrity of our accounting data.

Management and our Audit Committee will continue to monitor these remedial measures and the effectiveness of our internal controls and
procedures. Other than as described above, there were no changes in our internal controls over financial reporting during the quarter ended
June 30, 2013, that have materially affected, or are reasonably likely to materially affect, our internal controls 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.

PART II.  OTHER INFORMATION
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ITEM 2. Unregistered Sales of Equity Securities and Use of Proceeds

None.
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ITEM 6. Exhibits

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

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

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

32.2 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

101 The following financial information from Lime Energy Co�s Quarterly Report on Form 10-Q for the period ended June 30, 2013, filed
with the SEC on August 19, 2013, formatted in Extensible Business Reporting Language (XBRL): (i) the Consolidated Statement of
Income for the three and six-month month periods ended June 30, 2013 and 2012, (ii) the Consolidated Balance Sheet at June 30, 2013
and December 31, 2012, (iii) the Consolidated Statement of Cash Flows for the three and six-month ended June 30, 2013 and 2012,
and (iv) Notes to Consolidated Financial Statements.*

* Pursuant to Rule 406T of Regulation S-T, the XBRL related information in Exhibit 101 to this Quarterly Report on Form 10-Q shall not be
deemed to be �filed� for purposes of Section 18 of the Exchange Act, or otherwise subject to the liability of that section, and shall not be deemed
part of a registration statement, prospectus or other document filed under the Securities Act or the Exchange Act, except as shall be expressly set
forth by specific reference in such filings.
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SIGNATURES

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

LIME ENERGY CO.:

Dated: August 19, 2013 By: /s/ John O�Rourke
John O�Rourke
President and Chief Executive Officer
(principal executive officer)

Dated: August 19, 2013 By: /s/ Jeffrey Mistarz
Jeffrey Mistarz
Chief Financial Officer (principal
financial and accounting officer)

40

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

56


