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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, DC 20549

FORM 10-Q

(Mark one)

X QUARTERLY REPORT UNDER SECTION 13 OR 15 (D) OF THE SECURITIES EXCHANGE ACT

OF 1934
For the quarterly period ended September 30, 2007

OR

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 001-32393
L4 L4
Environmental Power Corporation
(Exact name of registrant as specified in its charter)

Delaware 75-3117389
(State or other jurisdiction of (IRS Employer
incorporation or organization) Identification No.)

One Cate Street 4'" Floor, Portsmouth, New Hampshire 03801

(address of principal executive offices) (zip code)
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(603) 431-1780

(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 x No ~

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

" Large accelerated filer ~ Accelerated filer x Non-accelerated filer
Number of shares of Common Stock outstanding at September 30, 2007: 10,267,784 shares

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes © No x
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PART I. FINANCIAL INFORMATION
Cautionary Statement Regarding Forward-Looking Statements

The Private Securities Litigation Reform Act of 1995, referred to as the PSLRA, provides a safe harbor for forward-looking statements. Certain
statements contained or incorporated by reference in this Quarterly Report, such as statements concerning planned manure-to-energy systems,
our sales pipeline, our backlog, our projected sales and financial performance, statements containing the words may, assumes, forecasts,
positions,  predicts, strategy, will, expects, estimates, anticipates, believes, projects, intends, plans, budgets, potential,
variations thereof, and other statements contained in this Quarterly Report regarding matters that are not historical facts are forward-looking
statements as such term is defined in the PSLRA. Because such statements involve risks and uncertainties, actual results may differ materially
from those expressed or implied by such forward-looking statements. Factors that could cause actual results to differ materially include, but are
not limited to:

uncertainties involving development-stage companies,

uncertainties regarding financing,

the lack of binding commitments and the need to negotiate and execute definitive agreements for the construction and
financing of facilities,

the lack of binding commitments for the purchase of gas produced by certain facilities,

the lack of binding commitments for, and other uncertainties with respect to, supplies of substrate,

uncertainties regarding the costs associated with substrate and other project inputs,

uncertainties regarding the amount and rate of growth in operating expenses,

risks related to weather and the unpredictability of extreme weather events,

risks related to performance on the part of suppliers of components, goods and services to our facilities,

financing and cash flow requirements and uncertainties,

inexperience with the design, construction, startup and operation of multi-digester facilities,

difficulties involved in developing and executing a business plan,
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difficulties and uncertainties regarding acquisitions, including risks relating to managing and integrating acquired businesses,

technological uncertainties, including those relating to competing products and technologies,

unpredictable developments, including plant outages and repair requirements,

commodity price volatility, particularly with respect to the price of natural gas,

the difficulty of estimating construction, development, repair, maintenance and operating costs and timeframes,

the uncertainties involved in estimating insurance and warranty recoveries, if any,

the inability to predict the course or outcome of any negotiations with parties involved with our projects,

uncertainties relating to general economic and industry conditions,

uncertainties relating to government and regulatory policies, the legal environment, intellectual property issues and the
competitive environment in which Environmental Power Corporation and its subsidiaries operate,
and other factors, including those described in Part II, Item 1A of this Quarterly Report on Form 10-Q under the heading Risk Factors, as well as
factors set forth in other filings we make with the Securities and Exchange Commission. Readers are cautioned not to place undue reliance on
these forward-looking statements, which speak only as of the date that they are made. We undertake no obligation to publicly update or revise
any forward-looking statements, whether as a result of new information, future events or otherwise.
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Item 1. Financial Statements

ENVIRONMENTAL POWER CORPORATION AND SUBSIDIARIES

Condensed Consolidated Balance Sheets (unaudited) as of September 30, 2007 and December 31, 2006

ASSETS

Current Assets

Cash and cash equivalents

Restricted cash

Receivables

Common stock subscription

Other current assets

Current assets of discontinued operations

Total Current Assets

Property, Plant, and Equipment, net
Construction in progress

Goodwill

Licensed technology rights, net

Notes receivable, net

Deferred financing costs, net

Other assets

Long term assets of discontinued operations

TOTAL ASSETS

LIABILITIES AND SHAREHOLDERS EQUITY
Current Liabilities

Accounts payable and accrued expenses

Current liabilities of discontinued operations

Total Current Liabilities

Other Liabilities
Long Term Debt
Long Term Liabilities of Discontinued Operations

Total Liabilities

Minority Interests
Preferred stock (1)

Shareholders Equity

Preferred stock (2)

Common stock (3)

Additional paid-in capital

Accumulated deficit

Treasury stock (4)

Notes receivable from officers and board members

Total Shareholders Equity
TOTAL LIABILITIES AND SHAREHOLDERS EQUITY

Table of Contents

September 30, 2007
(unaudited)

$ 3,884,372
47,195,080
1,040,174
26,199,000
43,055
17,945,333

$ 96,307,014

$ 290,453
24,745,321
4,912,866
2,561,171
1,841,740
2,594,534

23,551
69,657,978

$ 202,934,628

$ 3,612,108
19,290,900
$ 22,903,008

204,485
60,119,361
73,830,688

$ 157,057,542

100
10,156,021

@*L FH

100

102,677

86,855,866
(50,214,057)
(385,402)
(638,219)

$ 35,720,965
$ 202,934,628

December 31, 2006
(unaudited)

$ 13,794,091
52,243,710
332,335

0

78,361
17,479,998

$ 83,928,495

$ 312,747
14,074,353
4,912,866
2,700,296
1,917,704
2,661,251

23,453
75,336,300

$ 185,867,465

$ 2,762,450
14,739,895

$ 17,502,345

60,717,099
78,970,988
$ 157,190,432

100
10,156,021

&L PH

100

97,404

54,640,990
(35,193,961)
(385,402)
(638,219)

$ 18,520,912
$ 185,867,465



Edgar Filing: ENVIRONMENTAL POWER CORP - Form 10-Q

See Notes to Consolidated Financial Statements.

(1)  Preferred stock, $.01 par value, 2,000,000 shares authorized; 281,241 shares issued as of September 30, 2007 and December 31, 2006.

(2) Preferred stock of subsidiary, no par value, 10 shares authorized; 10 shares issued as of September 30, 2007 and December 31, 2006,
respectively.

(3)  $.01 par value; 50,000,000 shares authorized; 10,267,784 issued and 10,179,354 outstanding as of September 30, 2007; 21,400,000 shares
authorized; 9,740,455 issued and 9,652,025 outstanding as of December 31, 2006.

(4) 88,430 shares at cost, as of September 30, 2007 and December 31, 2006.
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ENVIRONMENTAL POWER CORPORATION AND SUBSIDIARIES

Condensed Consolidated Statements of Operations (unaudited) for the Three and Nine Months Ended September 30, 2007 and September 30,

2006

REVENUES
Microgy revenues
TOTAL REVENUES

COSTS AND EXPENSES:

Cost of goods sold

General and administrative (1)
Depreciation and amortization
TOTAL COSTS AND EXPENSES
OPERATING LOSS

OTHER INCOME (EXPENSE):
Interest income

Interest expense

Other income

TOTAL OTHER INCOME
LOSS BEFORE TAXES
INCOME TAX EXPENSE

NET LOSS, FROM CONTINUING OPERATIONS

LOSS FROM DISCONTINUED OPERATIONS, NET OF TAX
NET LOSS, CONTINUING AND DISCONTINUED OPERATIONS

Preferred Securities Dividend Requirements
Beneficial Conversion Feature of Preferred Stock
Change in Value of Modified Warrants

Loss Available to Common Shareholders

Weighted Average Common Shares Outstanding
Basic & Diluted

Loss Per Common Share from Continuing Operations
Basic & Diluted

Loss Per Common Share from Discontinued Operations
Basic & Diluted

Loss Per Common Share from Continuing and Discontinued Operations

Basic & Diluted

(1)
expenses, insurance costs, and professional service fees.
See Notes to Consolidated Financial Statements.
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3 Months Ended
September 30,  September 30,
2007 2006
(unaudited) (unaudited)

343,607 595,040

$ 343,607 $ 595,040

312,997 515,853

3,775,864 2,749,848

78,169 74,257

$ 4,167,030 $ 3,339,958
$ (3,823,423) $ (2,744,918)

$ 109,624 79,786
(3,326) (2,164)

$ 106,298 3 77,622
$ (3,717,125) $ (2,667,296)

$ 100 37

$ (3,717,225)

$ (2,040,648)
$ (5,757,873)

$  (336,274)
(57,148)
(97,404)
$ (6,248,699)

10,172,973
$ (0.41)
$ (0.20)
$ (0.61)

$ (2,667,333)

$ (738,352)
$ (3,405,685)
$ (1,250)
$ (3,406,935)
9,647,829
$ (0.27)
$ (0.08)
$ (0.35)

9 Months Ended
September 30,  September 30,
2007 2006
(unaudited) (unaudited)

885,829 1,768,311

$ 885,829 $ 1,768,311

774,057 1,625,725

9,776,918 7,061,507

226,334 217,263

$ 10,777,309 $ 8,904,495
$ (9,891,480) $ (7,136,184)

$ 400,402 362,985
(9,528) (7,533)

583,116

$ 973,990 $ 355,452
$ (8,917,490) $ (6,780,732)

$ 900 837
$ (8,918,390) $ (6,781,569)

$ 4,941,121)

$ (13,859,511)
$ (1,006,034)
(57,148)
(97,404)

$ (15,020,097)
9,970,088

$ (1.01)
$ (0.50)
$ (1.51)

$  (969,818)
$ (7,751,387)
$ (3,750)

$ (7,755,137)

9,629,726
$ (0.71)
$ (0.10)
$ (0.81)

General and administrative expenses include non-cash compensation, labor expenses including severance, travel & entertainment
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ENVIRONMENTAL POWER CORPORATION AND SUBSIDIARIES

Condensed Consolidated Statements of Cash Flows (unaudited) for the Nine Months Ended September 30, 2007 and September 30, 2006

CASH FLOWS FROM OPERATING ACTIVITIES: (Continuing and Discontinued

Operations)
Net loss

Non-cash adjustments

Depreciation and amortization
Amortization of deferred gain

Non-cash interest expense

Stock based compensation expense
Write-off of Sunnyside liability

Accrued power generation revenues
Accrued lease expenses

Changes in operating assets and liabilities:
Increase in receivables

Increase in fuel inventory

Decrease in unbilled revenues

Decrease in other current assets

Decrease in notes receivable

Decrease in other assets

Decrease in billings in excess of revenues
Increase in accounts payable and accrued expenses

Net cash used in operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Decrease (increase) in restricted cash

Construction of projects

Capitalized financing costs

Property, plant and equipment, and capital lease expenditures

Net cash used for investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Dividend payments on preferred stock

Net borrowing of secured notes

Exercise of stock options

Net borrowings under working capital loan

Net cash provided by financing activities

(DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD

CASH AND CASH EQUIVALENTS, END OF PERIOD

See Notes to Consolidated Financial Statements.

Supplemental disclosure of cash flow information
Cash paid for interest (Net of amount capitalized)

Non-cash investing and financing activity

Table of Contents

Nine Months Ended

September 30, 2007

(13,859,511)

349,778
(231,309)
441,441
2,112,180
(583,030)
5,350,430
(5,350,430)

(2,348,574)
271,635

(28,343)
75,964
204,350

5,649,887

$ (7,945,532)

$ 6,016,370
(7,831,876)
(1,962,839)

(72,143)

$ (3,850,488)

$ (869,760)
189,775
2,951,786
(385,500)

$ 1,886,301
(9,909,719)
13,794,091

$ 3,884,372

(225,068)

September 30, 2006

(7,751,387)

376,903
(231,308)
361,024
1,197,798

3,184,651
(3,184,651)

(4,961,260)

(136,265)
58,448
494,309
288,296
10,518

(457,719)
2,920,602

(7,830,041)

(882,252)
(6,044,651)

(137,011)

(7,063,914)

(3,750)
60,664
692,998
3,441,000
4,190,912

(10,703,043)
14,840,230
4,137,187

(141,767)

10
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Non Cash dividend to Series A Preferred Stock Holders (333,945)

Beneficial conversion feature of preferred stock (57,148)

Change in value of modified warrants (97,404)

Warrant capitalized in construction in progress (802,632)

Common stock subscription 26,199,000
6

Table of Contents
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ENVIRONMENTAL POWER CORPORATION AND SUBSIDIARIES

Condensed Consolidated Statement of Equity (unaudited) for Nine Months Ended September 30, 2007
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Common
Stock - SharesSStock - Amounftock - ShareStock - Amoutetid-in Capital

Accum. Other
Comp.
Loss

Additional Accum.

Deficit

Common

3,894,821 $ 38,949 $ 9,304,816 $ (1,368,166) $ (324,815)

(5,000)
1,007,085 10,071 5,057,948
55,371 554 535,865
14,285 143 47,857
(145) 3)
119,957
(3,958,181)

4,971,417 $ 49,714 $14,946,486 $ (5,331,347) $ (204,858)

(5,000)
264,730
61,931 619 282,357
4,600,000 46,000 25,961,264
(294,537)

(11,413,620)

9,633,348 $ 96,333 $ 41,454,837 $(16,749,967) $ (499,395)

(197,715)

2,053 21 2,036,087

Receivable - Officers
Treasury Treasury  Deferred &

Stock - Shar&tock - Amoufibmpensation Directors Total

88,430 $ (385,402) $ $(645,948) $ 6,619,5

(5,0

5,068,0

1,783,745 2,320,1

48,0

5,8

119,9
(3,958,1

88,430 $ (385,402) $ 1,783,745 $(640,110) $ 10,2183
(5,0

635,240 899,9

282.9

26,007,2
1,891 1,8

(294,5
(11,413,6

88,430 $ (385,402) $ 2,418,985 $(638,219) $ 25,697,2

(197,7
2,036,1

12
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See Notes to Consolidated Financial Statements.
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Notes to Condensed Consolidated Financial Statements
NOTE A BASIS OF PRESENTATION

The accompanying unaudited condensed consolidated financial statements of Environmental Power Corporation ( we , us , EPC ,orthe Company
and our subsidiaries have been prepared in accordance with the instructions to Form 10-Q and with Article 10 of Regulation S-X and include all

of the information and footnotes required by generally accepted accounting principles for interim financial information. In the opinion of

management, all adjustments (consisting of normal recurring adjustments) considered necessary for a fair presentation have been included. The

results of operations for the three and nine months ended September 30, 2007 are not necessarily indicative of results to be expected for the year

ending December 31, 2007. The information in this quarterly report should be read in conjunction with Management Discussion and Analysis of
Financial Condition and Results of Operations and consolidated financial statements and footnotes included in our Annual Report on Form 10-K

for the year ended December 31, 2006.

NOTE B THE COMPANY

We are a developer, owner, and operator of renewable energy production facilities. Our goal is to produce energy that is Beyond Renewable®,
which we define as energy that not only uses waste materials instead of precious resources, but energy that is also clean, reliable, and
cost-effective. Since inception, we have been an independent developer and owner of non-commodity, renewable and alternative energy
facilities that produce biofuels or electricity by utilizing fuel derived from our waste management processes or alternative fuel sources such as
waste coal. Such fuel sources generally are not subject to the pricing and market fluctuations of commodity fuels and, in some instances, are
considered renewable energy fuels. We have developed three anaerobic digesters, seven hydroelectric plants, two municipal waste projects, and
three waste coal-fired generating facilities. We sold or transferred all of these projects either in development or after completion. Also, we have
substantially completed construction of the Huckabay Ridge facility in Stephenville, Texas, a large-scale, multi-digester facility for the
production of pipeline-grade natural gas which we expect to achieve commercial operation in the fourth quarter of 2007. In the past, we have
operated in two major segments, Microgy, a developer of renewable energy facilities, and also Buzzard, which owns a leasehold interest in a
waste-coal fired generating facility in Pennsylvania known as the Scrubgrass facility, which is currently reported as Discontinued Operations .
On May 31, 2007, our board of directors authorized management to enter into negotiations regarding the disposition of the leasehold interest in
the Scrubgrass generating facility held by our subsidiary, Buzzard Power Corporation, known as Buzzard. As a result, for financial reporting
purposes, we are now consolidating all segments of continuing operations and reporting the results of Buzzard as discontinued operations . We
now operate in only one segment, as a developer of renewable energy facilities for the production and commercial application of methane-rich
biogas from agricultural and food industry wastes.

Microgy is a developer of renewable energy facilities for the production and commercial application of methane-rich biogas from agricultural
and other organic wastes. The biogas can be used to produce pipeline-grade methane, which we refer to as RNG®, marketable biogas,
compressed natural gas, or CNG, renewable electrical energy or thermal energy, as well as other useful by-products. Microgy s systems utilize a
proven European biogas production technology that we believe is superior to other such technologies. Microgy owns the exclusive North
American license to this technology. In addition, Microgy has developed, for itself, significant engineering, construction and process knowledge
regarding these systems.

In addition to the value generated from the production and sale of renewable gas, we believe that our facilities can generate additional
environmental benefits with economic and social value by providing a valuable waste management solution for farms and other producers of
organic wastes, such as those in the food industry. Federal and state agencies either have passed or may be in the process of passing regulations
that require concentrated animal feeding operations, referred to as AFOs, to implement changes to their current waste management practices. We
believe that these increasingly stringent environmental regulations will be another significant factor driving adoption of our systems.

Microgy Holdings, LLC was formed in 2006 as a subsidiary of Environmental Power Corporation in connection with the $60 million tax-exempt
debt financing we completed in November 2006 relating to the construction and operation of four RNG® facilities in Texas. The assets financed
by the debt financing are pledged as collateral to the Gulf Coast Industrial Development Authority of Texas, the lender. The debt held by
Microgy Holdings is not recourse to Environmental Power, although Environmental Power is required to provide at least 20% of the
construction costs of these facilities, as well as to cover any cost overruns in construction.

Discontinued Operations

Our board of directors has authorized management to pursue negotiations for the disposition of Buzzard s leasehold interest in the Scrubgrass
facility. Buzzard Power Corporation, is a subsidiary of our wholly owned subsidiary, EPC Corporation. Buzzard leases its generating facility
from Scrubgrass Generating Company, L.P. The Scrubgrass plant, referred to as Scrubgrass, located on a 600-acre site in Venango County,
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Pennsylvania, is an approximate 83 megawatt waste coal-fired electric generating station. We decided to seek the disposition of Buzzard s
leasehold interest in the Scrubgrass facility to allow management to focus its attention and resources on the development and growth of Microgy.

NOTE C DISCONTINUED OPERATIONS

On May 31, 2007, our board of directors authorized management to enter into negotiations regarding the disposition of the leasehold interest in
the Scrubgrass generating facility held by Buzzard. Based on the anticipated outcome, management does not expect a net loss on the sale. No
impairment charges have been recorded to date.

The assets and liabilities of Buzzard have been accounted for as discontinued operations for sale for all periods presented in accordance with the
criterion established in Statement of Financial Accounting Standard ( SFAS ) No. 144  Accounting for Impairment or Disposal of Long-Lived
Assets . We will not have a continuing involvement with the Buzzard business after the closing of the disposition of the leasehold interest in the
Scrubgrass facility and will not continue any revenue or active cost-generating activities related to Buzzard. In accordance with SFAS No. 144,
the accompanying consolidated balance sheets report the assets and liabilities of Buzzard as discontinued and the consolidated statements of
operations report the operations of Buzzard as discontinued operations. We currently record a valuation allowance against the deferred tax asset
of Buzzard. Upon the completion of the termination of the Buzzard leasehold interest, we will hold no deferred tax assets or liabilities.
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The following table presents the major classes of assets and liabilities of the Buzzard segment reported as discontinued operations in the

accompanying consolidated balance sheets:

Assets of Discontinued Operations
Cash and cash equivalents
Restricted cash

Receivables

Fuel inventory

Other current assets

TOTAL CURRENT ASSETS

Property, Plant, and Equipment, net
Lease Rights, net

Accrued Power Generation Revenues
Other Assets

TOTAL ASSETS

Liabilities of Discontinued Operations
Accounts payable and accrued expenses
Working capital loan

TOTAL CURRENT LIABILITIES

Accrued Lease Expense
Secured Notes

Deferred Gain, Net
TOTAL LIABILITIES

September 30, 2007

$ 518
2,273,970
14,515,915
917,688

237,242

$ 17,945,333

136,365
1,304,730
67,981,637
235,246

$ 87,603,311

$ 15,522,400
3,768,500
$ 19,290,900

67,981,637
3,150,458
2,698,593

$ 93,121,588

December 31, 2006

$ 234
3,241,710
12,875,138
1,189,323
173,593

$ 17,479,998

148,056
1,416,483
73,332,067
439,694

$ 92,816,298

$ 10,585,895
4,154,000
$ 14,739,895

73,332,067
2,709,020
2,929,901

$ 93,710,883

The amounts reported on the consolidated balance sheets for December 31, 2006 have been reclassified from the amounts that were reported in
the our Annual Report on Form 10-K for its fiscal year then ended to reflect the presentation of discontinued operations.

The following table presents the summarized financial information for the discontinued operations presented in the consolidated statements of

operations:

3 Months Ended

September 30, 2007 September 30, 2006
Total Revenues 12,738,775 13,390,762
Operating Expenses 7,869,015 7,831,992
Lease Expenses 6,057,221 5,609,400
General and Administrative Expenses 690,601 575,207
Depreciation and amortization 41,148 41,146
Total Costs and Expenses 14,657,985 14,057,745
Operating Loss (1,919,210) (666,983)
Other Expenses (121,438) (71,127)
Tax Expense (Benefit) 242
Net Loss (2,040,648) (738,352)

NOTE D NET LOSS PER COMMON SHARE

9 Months Ended
September 30, 2007 September 30, 2006
37,992,848 39,834,001
25,222,888 21,899,869
15,392,534 16,682,570
1,848,311 1,872,005
123,444 159,640
42,587,177 40,614,084
(4,594,329) (780,083)
(346,792) (189,735)
(4,941,121) (969,818)

We follow SFAS No. 128, Earnings Per Share, for computing and presenting net loss per share information. Basic income or loss per common
share for continuing and discontinued operations is computed by dividing net loss available to common stockholders by the weighted average
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number of common shares outstanding for the period. Diluted loss per common share excludes common stock equivalent shares and unexercised
stock options as the computation would be anti-dilutive.

For the nine months ended September 30, 2007 and 2006, we excluded 7,817,700 and 3,824,440 stock options, warrants, and convertible
preferred stock shares, respectively, from the calculation of loss per share because of their anti-dilutive effect. The following tables set forth the
computation of basic and diluted net loss per common share from continuing operations and discontinued operations for the three and nine
months ended September 30, 2007 and September 30, 2006 (in thousands, except share and per share data):

On September 27, 2007 the company reached an agreement to sell 5,400,000 shares of our common stock at a price of $5.25 per share in a
firm commitment underwritten public offering. Total proceeds, net of expenses, of $26.2 million were received on October 3, 2007 and are
reflected as a common stock subscription receivable as of September 30,2007. On September 30, 2007, the shares had not yet been issued, and
are thus excluded from all outstanding shares calculations. The underwriters held an option to purchase up to an additional 810,000 shares of
common stock which expired on October 27, 2007 without exercise.

In connection with our sale of shares of our series A preferred stock and common stock warrants on November 9, 2006, we filed a registration
statement to permit the resale of up to 4,398,610 shares of common stock issuable upon conversion of such shares of series A preferred stock
and exercise of such warrants. The shares of series A preferred stock were convertible at a conversion price of $5.27 per share, and the common
stock warrants were exercisable at a price of $5.52 per share as to 1,406,205 of the warrants, and $5.27 per share as to 168,745 of the warrants.
In October 2007 the exercise price of the warrants was reduced to $5.25 per share, and the preferred stock conversion price was reduced to $5.25

per share as a result of anti dilution adjustments triggered by the sale of common stock in the October 2007 public offering. The change in the
conversion price of the preferred stock was recorded as a $57,148 charge to Retained earnings. We recorded the change in the fair value of the
warrants of $97,404, which is treated as a loss available to common shareholders on our income statement.

LOSS PER SHARE

Continuing Operations

Three Months Ended

9/30/2007

Nine Months Ended

9/30/2006 9/30/2007 9/30/2006

Net Loss from Continuing Operations $ (3,717,225) $(2,667,333) $ (8,918,390) $(6,781,569)

Dividends to Preferred Stock Holders (336,274) (1,250) (1,006,034) (3,750)

Beneficial Conversion Feature of Preferred Stock (57,148) (57,148)

Change In Value of Modified Warrants (97,404) (97,404)

Earnings (Numerator) $ (4,208,051) $(2,668,583) $(10,078,976) $(6,785,319)

Weighted Average Number of Common shares outstanding 10,172,973 9,647,829 9,970,088 9,629,726

Basic and Diluted Net Loss per common share from continuing operations $ 0.41) $ 027) $ (1.01) $ 0.71)

Discontinued Operations

Net Loss from Discontinued Operations (2,040,648) (738,352) (4,941,121) (969,818)

Weighted Average Number of Common Shares 10,172,973 9,647,829 9,970,088 9,629,726

Basic and Diluted Net Loss per common share from discontinued operations (0.20) (0.08) (0.50) (0.10)

Basic and Diluted EPS continued and discontinued operations $ 0.61) $ 035 $ a1.51) $ (0.81)
9
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NOTE E STOCK-BASED COMPENSATION

We maintain equity incentive compensation plans under which restricted stock awards, stock options, stock appreciation rights and other
stock-based awards may be granted to employees, directors and independent contractors. To date, we have granted stock options, stock
appreciation rights, and restricted stock awards. Stock options under the plans may be either nonqualified stock options or incentive stock
options. Stock options are granted with an exercise price at least equal to the market price on the date of grant and generally vest at a rate of
25%-33% per year and/or pursuant to performance-based vesting criteria. The stock options generally expire 10 years from the date of grant. We
generally issue new, previously unissued shares of common stock upon exercise of stock options, though we may issue treasury shares.

Total stock-based compensation for the three and nine months ended September 30, 2007 was $675,588 and $2,112,180 respectively. In the
three and nine months ended September 30, 2006 we recognized approximately $520,692, and $1,197,798 in non-cash compensation expense
under SFAS 123R. The total compensation cost related to unvested awards for restricted stock not yet recognized is $1.5 million. This amount
will be charged against income over the next three years.

Valuation Assumptions: The fair value of stock options granted during the three months and nine months ended September 30, 2007 and
September 30, 2006 was estimated using the Black-Scholes option-pricing model with the following weighted average assumptions:

Three Months Ended Nine Months Ended

September 30, 2007 September 30, 2006 September 30, 2007 September 30, 2006
Fair Market Per Share $ 3.40 $ 3.61 $ 4.20 $ 3.61
Assumptions
Risk-free rate of return 4.08% 4.06% 4.37% 4.06%
Volatility 79.30% 59.67% 75.62% 59.67%
Expected annual dividend yield 0.00% 0.00% 0.00% 0.00%
Option Life (years) 5 6 4.43 6

The risk-free interest rate assumption is based upon the U.S. Treasury yield curve in effect at the time of grant for periods corresponding with
the expected life of the option. The expected volatility is based on our historical stock price. The dividend yield assumption is based on our
history and expectation of future dividend payouts. The expected life of employee stock options represents the weighted-average period the
stock options are expected to remain outstanding.

NOTE F GOODWILL AND INTANGIBLE ASSETS

Intangible assets are recorded at cost and consist of licensed technology rights and goodwill. Licensed technology rights are being amortized
using the straight-line method over a useful life of 20 years. Goodwill represents the excess of cost over the fair value of tangible and

identifiable intangible assets and liabilities acquired in a business combination and are not being amortized pursuant to SFAS No. 142  Goodwill
and Other Intangible Assets.

Accumulated amortization of licensed technology rights was $1,148,829 as of September 30, 2007 and $1,009,704 as of December 31, 2006.
Amortization expense for licensed technology rights was $46,375 for the three months ended September 30, 2007 and $139,125 for the nine
months ended September 30, 2007. The future estimated amortization expense for licensed technology rights is as follows:

Estimated Amortization Expense for Licensed Technology Rights

2007 2008 2009 2010 2011 Thereafter Total
$ 46375 185,500 185,500 185,500 185,500 1,772,796 $ 2,561,171
NOTE G LONG TERM LIABILITIES

Contractual Obligations

The following table shows our known future contractual obligations of the types specified in Item 303(a)(5) of Regulation S-K.
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Commitments of Continuing Operations ($ USD) 2007 2008 2009 2010 2011 Thereafter Total

Operating Leases(1) 69,770 143,068 122,341 118,165 79,392 532,736
Relocation Costs(2) 600,000 600,000
Construction Commitments(3) 3,000,000 3,000,000
Separation Agreement Payments(4) 321,575 309,383 630,958
Tax Exempt Bonds(5) 2,100,000 4,200,000 4,200,000 4,200,000 4,200,000 132,673,200 151,573,200
Vehicle Loan and Other Capital Leases(6) 19,142 51,186 21,303 9,290 100,921

Commitments of Discontinued Operations

Arclight Note(7) 1 1 1 1 3,150,456 3,150,460
Scrubgrass Lease Payments(8) 7,227,500 29,390,000 32,459,000 35,944,000 39,761,000 111,686,000 256,467,500
Scrubgrass Fuel Contracts(9) 735,633 3,033,907 3,125,322 3,217,262 3,313,430 3,412,655 16,838,209

TOTAL 10,473,620 40,727,545 39,927,967 43,488,718 47,353,823 250,922,311 432,893,984

(1) We are obligated under various non-cancelable operating leases for office space and automotive vehicles. Rent expense for these operating
leases was $286,501, $174,334, and $157,932, in 2006, 2005 and 2004, respectively. In the nine months ended September 30,2007, our
rent expense for operating leases was $374,574.

(2) These costs are comprised mainly of relocation costs associated with our planned relocation of company headquarters from Portsmouth,
NH to the White Plains, NY area. These costs will be recognized as incurred.

(3) These commitments relate to various purchase agreements, including minimum purchase agreements with SouthTex Treaters for
gas treatment and conditioning equipment, made in connection with our Microgy facilities.

(4) These commitments reflect payments for severance and separation agreements made to Messrs. Cresci, Livingston, O Neill and Tejwani, as
well as certain other employees, and are included in our balance of accrued expenses.
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(5) In 2007, Microgy began scheduled interest payments on the tax exempt bonds. Mandatory redemption of principal amounts begins in
2012.

(6) We are obligated under various non-cancelable capital leases for automotive vehicles and computer equipment.

(7) Discontinued obligations are reflected in their entirety in 2007 to reflect our plan to dispose of Buzzard leasehold interest in the Scrubgrass
facility. Amount could be settled in 2007 upon disposition of Buzzard s leasehold interest in Scrubgrass. We anticipate that the obligations
of EPC Corporation will be extinguished as part of the negotiated termination of our interest in the Scrubgrass project. Should we not
reach agreement with Scrubgrass and Arclight, Arclight may make the claim that EPC Corporation is in default under the Note and
demand the acceleration of payment of the balance due. As of September 30, 2007 the balance on the Note is $3,150,460.

(8) Buzzard is obligated under a facility lease related to the Scrubgrass plant. The estimated remaining lease term is 13.5 years. Our
Scrubgrass plant lease expense was $22,091,063, $20,829,876, and $22,065,685 in 2006, 2005 and 2004, respectively. In addition to
scheduled base rent and additional rent payments, the Scrubgrass plant lease expense includes principal, interest and related fees on the
Lessor s debt obligations. Since a portion of the Lessor s debt obligations have variable interest rates, we have estimated its future minimum
lease payments using average interest rates of 3.27% for the tax-exempt bonds. Amount is expected to be settled in 2007 upon disposition
of Buzzard s leasehold interest in Scrubgrass.

(9) We have also been assigned various long-term non-cancelable obligations under contractual agreements for fuel handling and excavation,
limestone supply, and waste disposal. The contractual terms are generally for 5 to 15 years and provide for renewal options. All such
amounts are expected to be settled in 2007 upon disposition of Buzzard s leasehold interest in Scrubgrass.

The following table describes our debt obligations as of September 30, 2007 and December 31, 2006:

Secured Promissory Notes Payable and Other Obligations September 30, 2007 December 31, 2006
Sunnyside project obligations 583,030
Vehicle loan & capital leases 119,361 134,069
Tax exempt bond financing 60,000,000 60,000,000
TOTAL 60,119,361 60,717,099

Sunnyside Contingent Obligations We had contingent obligations of $1,218,078 on our consolidated balance sheet as of December 31, 2000.
The contingent obligations were principally expenses for the sale of Sunnyside which were payable upon collection of certain obligations from
the purchasers of Sunnyside. On April 10, 2001, we received aggregate proceeds of $1,500,000 from the purchasers of Sunnyside and resolved
litigation by executing a binding settlement agreement. In this agreement, we were formally released from contingent obligations of $177,962.
We have also been released by the statute of limitations or the terms of the underlying agreements from additional contingent obligations of
$457,086. We reported the settlement proceeds of $1,500,000 and the released liabilities of $635,048 as other income in our consolidated
financial statements for 2001. In March 2007, we released the remaining liability of $583,030 as the statue of limitations had expired, and
recognized the amount in other income.

Notes Receivable from Officers and Directors ~We have outstanding notes receivable from former and current officers and directors for shares
purchased in connection with stock option plans that amounted to $638,219 as of September 30, 2007 and December 31, 2006. These notes,
secured by the underlying shares of stock purchased thereby, are payable upon demand and bear interest at a floating rate which is payable
monthly. In accordance with company policy and applicable law, we no longer make loans to our officers or directors.

NOTE H NOTES RECEIVABLE

In 2005, we completed construction of the digester projects at Five Star Dairy, Wild Rose Dairy, and Norswiss Dairy. Each digester had a
purchase price of $1,037,000, of which Microgy agreed to provide 100% seller financing. The notes issued by the purchasers of the digester
projects each bear simple interest at 5% per annum, to be paid monthly after the first month that revenues are received under the purchasers
respective biogas supply agreement with Dairyland Power Cooperative. Each maker of these notes is only required to make interest and
principal payments from the revenues under the applicable biogas supply agreement with Dairyland Power Cooperative, to the extent that the
operation of the facility, which we manage and operate, provides sufficient funds to pay. Each note matures 11 years after the bill of sale for the
facility to which it relates has been executed. Because we have limited operating history, we have set up a reserve on these notes in the amount
of $750,000 to allow for any future cash flow deficiencies that would impair the full value of the notes. We also do not expect to record interest
income from these notes. As we gain operations and maintenance experience and develop a track record, we will evaluate this allowance and
make adjustments accordingly. The following table shows the balance on these Notes receivable on September 30, 2007 and December 31,
2006.

In the third quarter of 2007, we sold the carbon credits generated from these facilities. Pursuant to our agreements with the owners of these
facilities, a portion of this sale was recognized by us as revenue and a portion was applied to the balance of their notes.
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September 30, 2007 December 31, 2006
Notes Receivable
Notes receivable $ 2,591,740 $ 2,667,704
Reserve for any future cash flow deficiencies (750,000) (750,000)
Notes receivable, net $ 1,841,740 $ 1,917,704

NOTE 1 INCOME TAXES

We adopted the provisions of Financial Standards Accounting Board ( FASB ) Interpretation No. 48 Accounting for Uncertainty in Income Taxes
( FIN 48 ) an interpretation of FASB Statement No. 109 ( SFAS 109 ) on January 1, 2007. As a result of the implementation of FIN 48, we
recognized no material adjustment in the valuation allowance or deferred tax assets. At the adoption date of January 1, 2007, we had

$10,462,459 of unrecognized tax benefits, all of which would affect our effective tax rate if recognized. At September 30, 2007, we have
$12,758,840 of unrecognized tax benefits primarily comprised of federal and state net operating losses.

It is our policy to recognize interest and penalties related to uncertain tax positions in income tax expense. As of September 30, 2007, we did not
have any accrued interest or penalties related to uncertain tax positions.

We file income tax returns with federal, state, and local authorities. The 2004 federal and state returns were examined and closed in 2007 and no
material adjustments were identified toward any of our tax positions. Our federal and state tax returns for 2005 and 2006 are subject to future
examinations by relevant tax authorities.
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NOTEJ SHAREHOLDERS EQUITY
Preferred Stock

On November 9, 2006, we issued 281,241 units, consisting of (i) one share of series A 9% cumulative convertible preferred stock, referred to as
the series A preferred stock, with each share initially convertible into 10 shares of common stock, and (ii) detachable warrants to purchase five
shares of common stock exercisable at a price of $5.522 per share, for a purchase price of $53.335 per unit. We received approximately $14.1
million in proceeds from this offering after paying fees and expenses.

On October 3, 2007, we closed a firm commitment underwritten public offering of 5,400,000 shares of our common stock at a price to the public
of $5.25 per share. We received net proceeds from this offering of approximately $26,199,000, after deducting underwriting discounts and
commissions and costs and expenses associated with the offering. This amount appears as a receivable on the balance sheet as at September 30,
2007. The underwriters held an option to purchase up to an additional 810,000 shares which expired on October 27, 2007 without exercise.

In connection with our sale of shares of our series A preferred stock and common stock warrants on November 9, 2006, we filed a registration
statement to permit the resale of up to 4,398,610 shares of common stock issuable upon conversion of such shares of series A preferred stock
and exercise of such warrants. The shares of series A preferred stock were convertible at a conversion price of $5.27 per share, and the common
stock warrants were exercisable at a price of $5.52 per share as to 1,406,205 of the warrants, and $5.27 per share as to 168,745 of the warrants.
In October 2007, the exercise price of the warrants was reduced to $5.25 per share, and the preferred stock conversion price was reduced to
$5.25 per share as a result of anti-dilution adjustments triggered by the sale of common stock in the October 2007 public offering. The change in
the conversion price of the preferred stock was recorded as a $57,148 charge to retained earnings. We recorded a change in the fair value of the
warrants of $97,404, which change is treated as a loss available to common shareholders on our income statement

NOTE K ASSET RETIREMENT OBLIGATIONS

On January 1, 2003, we adopted Statement of Financial Accounting Standards No. 143, Accounting for Asset Retirement Obligations ( SFAS
No. 143 ), which provides accounting requirements for retirement obligations associated with tangible long-lived assets, including the timing of
liability recognition, initial measurement of the liability, allocation of asset retirement costs to expense, subsequent measurement of the liability,
and financial statement disclosures. SFAS No. 143 requires that asset retirement costs be capitalized along with the cost of the related long-lived
asset. The asset retirement costs should then be allocated to expense using a systematic and rational method. We have determined that we have
asset retirement costs associated with manure removal associated with the Huckabay Ridge facility. This amount is included in construction in
progress and other liabilities on our balance sheet.

NOTE L RECENT ACCOUNTING PRONOUNCEMENTS

In September 2006, the FASB issued FASB Statement No. 157, Fair Value Measurements ( SFAS 157 ). The standard provides guidance for
using fair value to measure assets and liabilities. The standard also responds to investors requests for expanded information about the extent to
which companies measure assets and liabilities at fair value, the information used to measure fair value, and the effect of fair value
measurements on earnings. The standard applies whenever other standards require or permit assets or liabilities to be measured at fair value. The
standard does not expand the use of fair value in any new circumstances. SFAS 157 must be adopted prospectively as of the beginning of the
year it is initially applied. SFAS 157 is effective for financial statements issued for fiscal years beginning after November 15, 2007, and interim
periods within those fiscal years. We do not believe the adoption of this standard will have a material impact on our financial position or results
of operations.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities. This statement gives
entities the option to carry most financial assets and liabilities at fair value, with changes in fair value recorded in earnings. This statement,
which will be effective first quarter of fiscal 2009, is not expected to have a material impact on our consolidated financial position or results of
operations.

In June 2006, the Financial Accounting Standards Board ( FASB ) issued Financial Accounting Standards Board Interpretation No. 48,
Accounting for Uncertainty in Income Taxes ( FIN 48 ), an interpretation of FASB Statement of Financial Accounting Standards No. 109,
Accounting for Income Taxes ( SFAS No. 109 ). FIN 48 clarifies the accounting for uncertainty in income taxes recognized in enterprises

financial statements in accordance with SFAS No. 109. The interpretation prescribes a recognition threshold and measurement attribute for the

financial statement recognition and measurement of a tax position taken or expected to be taken in a tax return. Also, the interpretation provides
guidance on derecognition, classification, interest and penalties, accounting in interim periods, disclosure and transition. We adopted this

interpretation in the first quarter of 2007 (Note I).
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations

You should read the following discussion together with our financial statements and accompanying notes included in this quarterly report and
our audited financial statements included in our annual report on Form 10-K for the year ended December 31, 2006, which is on file with the
Securities and Exchange Commission. In addition to historical information, the following discussion contains forward-looking statements that
involve risks, uncertainties and assumptions. Our actual results could differ materially from those anticipated by the forward-looking statements
due to important factors and risks including, but not limited to, those set forth in Part II, Item 1A  Risk Factors of this Quarterly Report on Form
10-Q and other filings we make with the Securities and Exchange Commission.

Overview

We are a developer, owner, and operator of renewable energy production facilities. Our goal is to produce energy that is Beyond Renewable®,
which we define as energy that not only uses waste materials instead of precious resources, but energy that is also clean, reliable, and
cost-effective. Since inception, we have been an independent developer and owner of non-commodity, renewable and alternative energy
facilities that produce biofuels or electricity by utilizing fuel derived from our waste management processes or alternative fuel sources such as
waste coal. Such fuel sources generally are not subject to the pricing and market fluctuations of commodity fuels and, in some instances, are
considered renewable energy fuels. We have developed three anaerobic digesters, seven hydroelectric plants, two municipal waste projects, and
three waste coal-fired generating facilities. We sold or transferred all of these projects either in development or after completion. Also, we have
substantially completed construction of the Huckabay Ridge facility in Stephenville, Texas, a large-scale, multi-digester facility for the
production of pipeline-grade natural gas which we expect to achieve commercial operation in the fourth quarter of 2007. In the past, we have
operated in two major segments, Microgy, a developer of renewable energy facilities, and also Buzzard, which owns a leasehold interest in a
waste-coal fired generating facility in Pennsylvania known as the Scrubgrass facility, which is currently reported as Discontinued Operations .
On May 31, 2007, our board of directors authorized management to enter into negotiations regarding the disposition of the leasehold interest in
the Scrubgrass generating facility held by our subsidiary, Buzzard Power Corporation, known as Buzzard. As a result, for financial reporting
purposes, we are now consolidating all segments of continuing operations and reporting the results of Buzzard as discontinued operations . We
now operate in only one segment, as a developer of renewable energy facilities for the production and commercial application of methane-rich
biogas from agricultural and food industry wastes.

Microgy is a developer of renewable energy facilities for the production and commercial application of methane-rich biogas from agricultural
and other organic wastes. The biogas can be used to produce pipeline-grade methane, which we refer to as RNG® , marketable biogas, liquefied
natural gas, or LNG, renewable electrical energy or thermal energy, as well as other useful by-products. Microgy s systems utilize a proven
European biogas production technology that we believe is superior to other such technologies. Microgy owns the exclusive North American
license to this technology. In addition, Microgy has developed, for itself, significant engineering, construction and process knowledge regarding
these systems.
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In addition to the value generated from the production and sale of renewable gas, we believe that our facilities can generate additional
environmental benefits with economic and social value by providing a valuable waste management solution for farms and other producers of
organic wastes, such as those in the food industry. Federal and state agencies either have passed or may be in the process of passing regulations
that require concentrated animal feeding operations, referred to as AFOs, to implement changes to their current waste management practices. We
believe that these increasingly stringent environmental regulations will be another significant factor driving adoption of our systems.

Microgy Holdings, LLC was formed in 2006 as a subsidiary of Environmental Power Corporation in connection with the $60 million tax-exempt
debt financing we completed in November 2006 relating to the construction and operation of four RNG® facilities in Texas.

Discontinued Operations

Our discontinued operations are comprised of Buzzard Power Corporation, referred to as Buzzard, and our wholly owned subsidiary, EPC
Corporation, the parent of Buzzard. Buzzard leases its generating facility from Scrubgrass Generating Company, L.P. The Scrubgrass plant,
referred to as Scrubgrass, located on a 600-acre site in Venango County, Pennsylvania, is an approximate 83 megawatt waste coal-fired electric
generating station. We decided to dispose of Buzzard s leasehold interest in the Scrubgrass facility to allow management to focus its attention and
resources on the development and growth of Microgy.

On May 31, 2007, our board of directors authorized management to enter into negotiations regarding the disposition of the leasehold interest in
the Scrubgrass generating facility held by our subsidiary, Buzzard Power Corporation. The contemplated disposition is expected to have a
combined transaction value of approximately $5.8 million, including cash payments to Buzzard to cover expenses, forgiveness of indebtedness
of EPC Corporation, and recognition of deferred gain.

We expect to receive a cash payment to cover expenses. The lease for the Scrubgrass facility will be terminated or assigned and all obligations
of all parties relative to the lease arrangement will be cancelled. The anticipated agreement would resolve all issues relating to possible present
and future defaults by Buzzard under the lease for the Scrubgrass facility and related forbearance, as described in our filings with the Securities
and Exchange Commission.

It is contemplated that our subsidiary, EPC Corporation, will enter into a contemporaneous agreement with Crystal Creek Coalpower Funding
LLC, an affiliate of ArcLight Capital Partners, L.P., to cancel $3.2 million of EPC Corporation indebtedness.

Closing is expected to be conditioned on obtaining normal project financing consents, none of which is expected to be withheld or materially
delayed. We expect the closing to occur in the fourth quarter of 2007.

In the course of their negotiations, Scrubgrass and Buzzard have entered into interim agreements to amend the Forbearance Agreement between
them dated as of December 11, 2006, in order to provide for an extension of the Forbearance Termination Date (as defined therein) to
November 30, 2007. As reported in Form 8-K dated December 11, 2006, as filed with the U.S. Securities and Exchange Commission, under the
Forbearance Agreement, Scrubgrass agrees that, until the Forbearance Termination Date, it will forbear from exercising its rights and remedies
under the Lease Agreement with respect to certain missed rental payments. Should the parties not reach agreement by November 30, 2007,
Scrubgrass may elect to pursue its remedies for default based on the missed rental payment and, in addition, Crystal Creek Coalpower may
pursue a claim of default against EPC Corporation related to its alleged failure to make payments of interest when due in connection with the
EPC Corporation 20.0% Senior Secured Note Due December 31, 2012. Default by Buzzard under the Lease Agreement and by EPC Corporation
in connection with the referenced Note is without recourse against Environmental Power Corporation.

Prior to the Board s decision to authorize management to enter into negotiations regarding the disposition of the lease on the Scrubgrass facility,
we were reporting financial results in three operating segments, Buzzard, Microgy, and All Other Segments, the last of which is comprised of
corporate items that are not directly tied to either the Buzzard or Microgy operating segments. Upon disposition of the lease for the Scrubgrass
facility, we will have only one reporting segment, Microgy. The assets and liabilities of Buzzard have been reported as discontinued operations
on the accompanying consolidated balance sheets and consolidated statements of operations of Environmental Power.

Approximately $51.7 million, or 95.9%, of our $53.9 million in total consolidated revenues for the fiscal year ended December 31, 2006 were
derived from Buzzard. The disposition of Buzzard s leasehold interest in the Scrubgrass facility will substantially reduce our revenue base and
continue our trend of operating losses and uses of cash until the revenue base for Microgy grows to sufficient levels to support our expense base.

RESULTS OF OPERATIONS
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The following Management s Discussion and Analysis of Financial Condition and Results of Operations compares the results of operations
for the three and nine month periods ended September 30, 2007 with the results of operations for the three and nine month periods ended
September 30, 2006. Unless otherwise indicated, all references to 2007 pertain to the three months ended September 30, 2007 and all references
to 2006 pertain to the three months ended September 30, 2006. Historical results and trends that might be discussed below should not be taken as
indicative of future operations.

Continuing and Discontinued Operations
Nine months ended September 30, 2007 compared to nine months ended September 30, 2006

For the nine months ended September 30, 2007, we had a net loss available to common shareholders of $15.0 million, or loss available per
common share of $1.51, compared to net loss available to common shareholders of $7.8 million, or loss per common share of $0.81, for the nine
months ended September 30, 2006 The increase in net loss available to common shareholders was primarily attributable to an increase in costs
and expenses of $1.9 million, a decrease in revenue of $882,000, and a $1.0 million increase in preferred dividend requirements, as discussed in
more detail below. These amounts were partially offset by a $619,000 increase in other income primarily related to the release of the Sunnyside
contingent liabilities. These changes are discussed in more detail below.

Continuing Operations

Revenues from continuing operations decreased by $882,000, or 50%, to $886,000 for the nine months ended September 30, 2007, as compared
to $1.8 million for the same period in 2006. This decrease in revenue is due mainly to the change in business model from a model where we sell
facilities to third parties, to the current ownership model, where we build, own, and operate facilities for our own account. Revenues from the
operation and maintenance of facilities increased to $818,000 for the nine months ended September 30, 2007, compared to $528,000 for the
same period in the prior year. The increase in operations and maintenance revenue in the nine months ended September 30,2007 is a result of the
three Wisconsin facilities being fully operational in 2007 as opposed to 2006, when only two facilities were fully operational. During the third
quarter of 2007, we recognized carbon credit sales of $68,000 which were verified and sold during the third quarter of 2007. The credits
themselves were associated with operations of the Wisconsin facilities from January-May of 2007. Pursuant to our agreements with the owners
of these facilities, a portion of
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this sale was recognized by us as revenue and a portion was applied to the balance of the notes we hold in respect of the purchase price of these
facilities. We did not recognize any revenue from the sale of carbon credits in the nine months ended September 30, 2006. In the nine months
ended September 30, 2006, we recognized $1.2 million from the sale of the digester equipment to the Wisconsin facilities, whereas there were
no such sales in the same period in 2007.

Our cost of revenue decreased to $774,000 for the nine months ended September 30, 2007, as compared to $1.6 million for the same period in
2006. This decrease is due primarily to the shift in emphasis from a sales model to an ownership model, as discussed above. In the nine months
ended September 30 2006, $707,000 of the $1.6 million in costs of revenue was related to the construction of electric generating facilities
constructed for sale to Dairyland. Operations and maintenance costs decreased from $999,000 in the nine months ended September 30, 2006 to
$774,000 in the nine months ended September 30, 2007, due primarily to lower repair and maintenance costs at the Wisconsin facilities.

General and administrative expenses from continuing operations increased by $2.7 million to $9.8 million for the nine months ended
September 30, 2007, as compared to $7.1 million for the same period in 2006. A $914,000 increase in non-cash compensation expense and a
$1.1 million increase in payroll related expenses including severance were the primary components of the increase. In the nine months ended
September 30, 2007, we recognized $2.1 million of non-cash compensation expenses due primarily to the FAS 123R treatment of options and
stock appreciation rights issued to employees. In the nine months ended September 30, 2006, we recognized non-cash compensation expense of
$1.2 million.

In the nine months ended September 30, 2007, our construction in progress balance increased by $10.7 million to a total of $24.7 million. As of
September 30, 2007, we had a total cost of $21.1 million associated with the Huckabay Ridge facility, of which $898,000 was made up of
capitalized interest and finance costs and approximately $4.8 million of capitalized commissioning costs due to the extended, ongoing
commissioning period. By comparison, in the nine months ended September 30, 2006, our construction in progress balance increased by $6.0
million to $6.9 million.

As the result of the issuance of our series A 9% cumulative convertible preferred stock in November 2006, we experienced an increase in
preferred security dividend requirements from $3,750 for the nine months ended September 30, 2006 to $1.0 million for the nine months ended
September 30, 2007, representing dividends either accrued or paid in the nine months ended September 30, 2007. Dividends on our series A 9%
cumulative convertible preferred stock accrue at the rate of 9% per annum and are payable on January 1 and July 1 of each year, to the extent
declared and out of funds legally available therefor.

The foregoing expenses were offset in part by total other income of $974,000 for the nine months ended September 30, 2007, compared to
income of $355,000 for the same period in 2006. The increase in other income is primarily due to the expiration of the statute of limitations
regarding potential liability related to the Sunnyside project, which provided $583,000 in other income during the nine months ended
September 30, 2007.

Discontinued Operations

We experienced a pre-tax loss from discontinued operations of $4.9 million for the nine months ended September 30, 2007, compared to a
$970,000 pre-tax loss for the same period in 2006. This increase in pre-tax loss is primarily due to an increase in operating expenses of $3.3
million, and a decrease in power revenues of $1.8 million as a result of an extended outage. These changes were partially offset by a $1.3 million
dollar decrease in lease expense.

Billed power generation revenues at Buzzard, which consist of power generation revenues, increased by $325,000 to $43.3 million for the nine
months ended September 30, 2007 as a result of increased power rates, as compared to $43.0 million for the nine months ended September 30,
2006. Buzzard operated at 91.5% of capacity for this period, compared to 96.9% of capacity for the same period in 2006. The decrease was a
result of a twelve day maintenance outage in May 2007. The decrease in capacity was offset by a 7% increase in billed power rates in 2007. This
increase in billed power generation revenues was completely offset by a decrease in accrued power generation revenues of $2.2 million. The
accrued power generation revenues result from the FASB 13 accounting treatment of the Scrubgrass lease. In accordance with generally
accepted accounting principles in the United States, we are required to treat our power sales agreement with Penelec as a lease, aggregate the
minimum lease payments expected to be received over its life, and recognize it on a straight-line basis over the 22-year lease term. However, we
have limited the recognition of accrued power revenues to the recognition of the deemed minimum payments of the facility lease so that we do
not recognize any profits early related to executory costs or payment for goods and services other than solely for the right to use the facility. This
minimum lease payment component will continue to decrease in subsequent years, lowering our reported power generation revenues. This
adjustment has no effect on pre-tax income because it is completely offset by accrued lease expense.
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Total operating expenses at Buzzard for the nine months ended September 30, 2007 increased by $3.3 million to $25.2 million, as
compared to $21.9 million for the same period in 2006. This increase was primarily a result of increases in maintenance costs of $2.8 million
and labor costs of $653,000. Lease expenses at Buzzard decreased by $1.3 million to $15.4 million in the nine months ended September 30,
2007, compared to $16.7 million in the nine months ended September 30, 2006. General and administrative expenses remained constant at $1.8
million in the nine months ended September 30, 2007 and the nine months ended September 30, 2006.

Continuing and Discontinued Operations
Three months ended September 30, 2007 compared to three months ended September 30, 2006.

For the three months ended September 30, 2007, we had a net loss available to common stockholders of $6.2 million, or $0.61 per common
share, compared to a loss of $3.4 million, or $0.35 per common share, for the three months ended September 30, 2006. The increase in net loss
was due to a $1.3 million increase in loss from discontinued operations, a $1.0 increase in general and administrative expenses, primarily due to
increased payroll expenses, and a $335,024 increase in preferred dividend requirements, as described in more detail below.

Continuing Operations

Microgy recognized revenues of $344,000 for the three months ended September 30, 2007, down from $595,000 for the same period in 2006.
This decrease in revenue is due mainly to the change in business model from a model where we sell facilities to third parties, to the current
ownership model, where we build and operate facilities for our own account. Revenues from the operation and maintenance of facilities
decreased to $276,000 for the three months ended September 30, 2007, compared to $283,000 for the same period in the prior year. During the
third quarter of 2007, we recognized carbon credit sales of $68,000 which were verified and sold during the third quarter of 2007. The credits
themselves were associated with operations of the Wisconsin facilities from January-May of 2007. Pursuant to our agreements with the owners
of these facilities, a portion of this sale was recognized as revenue and a portion was applied to the balance of the notes we hold in respect of the
purchase price of these facilities. We did not sell any carbon credits in the three months ended September 30, 2006.

Costs and expenses from continuing operations increased by $827,000 to $4.2 million for the three months ending September 30, 2007, as
compared to $3.3 million for the same period in 2006. The increase was primarily attributable to a $1.0 million increase in general and
administrative expenses, due primarily to a $596,000 increase in salary expense and a $155,000
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increase in non cash compensation. These increases were partially offset by a $203,000 decrease in costs of revenue at Microgy. Our cost of
revenue decreased to $313,000 for the three months ended September 30, 2007, as compared to $516,000 for the same period in 2006. This
decrease is due primarily to the shift in emphasis from a sales model to an ownership model, as discussed above.

In the three months ended September 30 2006, $231,000 of the $516,000 in costs of revenue was related to the construction of facilities
constructed for sale. Operations and maintenance costs decreased from $365,000 in the three months ended September 30, 2006 to $313,000 in
the three months ended September 30, 2007, due primarily to lower repair and maintenance costs at the Wisconsin facilities.

As the result of the issuance of our series A 9% cumulative convertible preferred stock in November 2006, we experienced an increase in
preferred security dividend requirements from $1,250 for the three months ended September 30, 2006, as compared to $336,274 for the three
months ended September 30, 2007. Dividends on our series A 9% cumulative convertible preferred stock accrue at the rate of 9% per annum and
are payable on January 1 and July 1 of each year, to the extent declared and out of funds legally available therefor.

The foregoing expenses were offset in part by total other income of $106,000 for the three months ended September 30, 2007, compared to
income of $78,000 for the same period in 2006.

Discontinued Operations

We experienced a pre-tax loss from discontinued operations of $2.0 million for the three months ended September 30, 2007, compared to a
pre-tax loss of $738,000 for the three months ended September 30, 2006.

Billed power revenues at Buzzard, which consist of power generation revenues remained steady at $14.5 million for the three months ended
September 30, 2007, compared to $14.5 million for the same period in 2006. Buzzard operated at 90.99% of capacity for this period, compared
t0 96.7% of capacity for the same period in 2006. Billed power rates also increased by 7% as compared to the prior year period. Accrued power
generation revenues were a $1.8 million offset to Buzzard revenue, compared to a $1.1 million offset in the previous year. The accrued power
generation revenues result from the FASB 13 accounting treatment of the Scrubgrass lease. In accordance with generally accepted accounting
principles in the United States, we are required to treat our power sales agreement with Penelec as a lease, aggregate the minimum lease
payments expected to be received over its life, and recognize it on a straight-line basis over the 22-year lease term. However, we have limited
the recognition of accrued power revenues to the recognition of the deemed minimum payments of the facility lease so that we do not recognize
any profits early related to executory costs or payment for goods and services other than solely for the right to use the facility. This minimum
lease payment component is higher in the early years, decreases in the subsequent years, and reverses itself in the later years of the power
purchase agreement. This adjustment has no effect on pre-tax income because it is completely offset by an accrued lease expense.

Total operating expenses at Buzzard for the three months ended September 30, 2007 increased by $0.1 million to $7.9 million, as compared to
$7.8 million for the same period in 2006 due. A $161,000 increase in maintenance costs and an $86,000 increase in operations and maintenance
costs were partially offset by a $149,000 decrease in ash disposal costs.

Lease expenses at Buzzard for the three months ended September 30, 2007 increased to $6.1 million, compared to $5.6 million for the same
period in 2006. General and administrative expenses increased to $691,000 in the three months ended September 30, 2007, compared to
$575,000 in the same period in the prior year, due primarily to a $266,000 increase in professional service fees.

LIQUIDITY AND CAPITAL RESOURCES
Operating Activities

Our net cash used in operating activities was $7.9 million for the nine months ended September 30, 2007, compared to cash used in operating
activities of $7.8 million for the same period in 2006. We reported a net loss from continuing operations of $8.9 million and a net loss from
discontinued operations of $4.9 million for 2007. The following adjustments need to be considered in order to reconcile our net loss in the nine
months ended September 30, 2007 to our net cash used in operating activities:

Depreciation and amortization During the nine months ended September 30, 2007, we recognized depreciation and amortization expense for
lease rights of $111,753, licensed technology rights of $139,125, and property plant and equipment of $98,900.

Interest expense, accrued and added to the balance of borrowing During the nine months ended September 30, 2007, we had $441,441 of
interest expense that was added to the outstanding principal balance of the ArcLight loan which is associated with our discontinued operations.
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Stock-based compensation  The accounting for options and stock appreciated rights issued to employees resulted in non-cash
compensation expenses of $2,112,180 for the nine months ended September 30, 2007.

We also offer the following information regarding changes in operating assets and liabilities that most notably impacted our cash position during
the first three quarters of 2007:

Receivables Microgy receivables increased to $330,000 on September 30, 2007 from $110,000 on December 31, 2006 primarily due to
increased gas production at the Wisconsin facilities in the second quarter of 2007. Revenues from gas production at these facilities are used by
the owners to pay down the notes receivable held by Microgy on these facilities. Receivables at Buzzard increased to $14.5 million on
September 30, 2007 from $12.9 million on December 31, 2006 due to increased power generation revenues in the third quarter of 2007
compared to power generation revenues in the fourth quarter of 2006.

Fuel Inventory  Fuel inventory at Buzzard decreased to $918,000 on September 30, 2007, compared to $1.2 million on December 31, 2006.

Accounts payable and accrued expenses Our accounts payable and accrued expenses not related to accrued preferred dividends was at $18.8
million on September 30, 2007 compared to $13.3 million on December 31, 2006.

Investing Activities

Our cash used for investing activities was $3.9 million for the nine months ended September 30, 2007, as compared to $7.1 million in the same
period in 2006. Our investing activities were concentrated primarily in the following areas:

Restricted cash  We are required to hold cash associated with our tax-exempt bond financing with a third party disbursement agent. On
September 30, 2007, the disbursement agent was holding a balance of $46.7 million in bond proceeds, compared to $52.2 million on

December 31, 2006. We also hold $484,000 in a restricted cash fund to fund our asset retirement obligation at Huckabay. Additionally, we are
contractually required to make scheduled deposits to a restricted maintenance fund for Scrubgrass to ensure that funds are available in the future
for scheduled major equipment overhauls. We are allowed to use cash from this restricted maintenance fund for major equipment overhauls at
Scrubgrass, subject to certain restrictions. Our restricted cash balance associated with Buzzard was $2.3 million on September 30, 2007,
compared to $3.2 million on December 31, 2006. These funds will be used to pay for future major maintenance expenses at the Scrubgrass
facility.
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Construction on projects  Construction continued on the Huckabay Ridge facility. Expenditures on our facilities were $7.8 million for the nine
months ended September 30, 2007. As of September 30, 2007, we had incurred expenditures of $20.3 million related to the construction of the
Huckabay Ridge facility, including $4.8 million of capitalized commissioning costs due to the extended and continuing commissioning period.
Expenditures for projects other than Huckabay Ridge were approximately $1.2 million in the nine months ended September 30, 2007.

Property, plant and equipment ~ Property, plant and equipment expenditures were $72,000 for the nine months ended September 30, 2007,
compared to expenditures of $137,000 for the same period in 2006. This decrease is primarily a result of the fact that several vehicles required
for the operation of the Dairyland facilities were purchased in the first nine months of 2006.

Financing Activities

Our cash provided by financing activities was $1.9 million in the nine months ended September 30, 2007, compared to cash provided by
financing activities of $4.2 million in the nine months ended September 30, 2006. We offer the following information concerning the financing
activities for our business:

Dividend payments to preferred stock of subsidiary Buzzard paid dividends of $3,750 to its preferred stockholder during the nine months ended
September 30, 2007. Environmental Power paid dividends of $866,000 to its Series A preferred stock holders during the nine months ended
September 30, 2007.

Exercise of stock options and warrants  We received $3.0 million of gross proceeds from the exercise of stock options and warrants in the nine
months ended September 30, 2007.

Working capital loan and current notes payable for Scrubgrass Buzzard may borrow up to $6 million under a lessee working capital loan
agreement with the lessor of the Scrubgrass facility for ongoing working capital requirements of this project. The outstanding borrowings under
this loan were $3.8 million as of September 30, 2007.

2007 Outlook
Operations

The following forward-looking information concerning our results of operations for the full year 2007 is being compared to our historical results
of operations for 2006:

We expect increased revenues in the fourth quarter, as we recognize sales of RNG® from our Huckabay Ridge facility in Texas. Our revenues
related to the Wisconsin facilities are expected to increase slightly, as the owners recognize increased revenues from gas sales to Dairyland and
use these revenues to pay down the notes held by Microgy. All three Wisconsin digester facilities will be fully operational for the entire year,
whereas some facilities were still in construction for part of 2006.

We have experienced an extended period of commissioning costs at Huckabay Ridge, and management currently believes the Huckabay Ridge
facility will reach full commercial operations in the fourth quarter of 2007. With the completion of modifications to the gas conditioning system,
and front-end manure processing systems, we expect the facility to be capable of achieving its production target of 635,000 MMBTUs per year.

With the receipt of the Type V waste management permit for the Huckabay Ridge facility from the State of Texas, grease trap waste is the
predominant material delivered to the site and used in the digesters with the manure. We are confident that there is a large quantity of grease trap
waste available for co-digestion at the Huckabay Ridge facility from the surrounding area and that substrate supply will fully support production
objectives for the foreseeable future.

With the increased RNG® production, our operating expenses are expected to increase in the fourth quarter to reflect the commercial operation
of the Huckabay Ridge facility. Commissioning costs are currently being capitalized prior to the commencement of commercial operations.
General and administrative expenses are expected to increase relative to last year as we prepare for the development of additional planned
digester facilities. We will continue to incur substantial costs associated with the growth of our business. For 2007, we expect a significant
increase in general and administrative expenses for 2007 as compared to 2006, as we make payment under various severance arrangements and
incur elevated non-cash compensation expense.
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As of September 30, 2007, we had a total cost of $21.1 million associated with the Huckabay Ridge facility, of which $898,000 is capitalized
interest and finance costs and approximately $4.8 million is capitalized commissioning costs due to the extended, ongoing commissioning
period. In the nine months ended September 30, 2007, we received proceeds of approximately $332,000 from sales of the RNG® produced by
the Huckabay Ridge facility, which has operated intermittently at various production levels. As these sales have be