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Washington, D.C. 20549
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x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended September 30, 2011

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)
(LR.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 x No o

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

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

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

Large Accelerated Filer o Accelerated Filer o

Non-Accelerated Filer o Smaller reporting company x

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

23,842,616 shares of the registrant s common stock, $.0001 par value per share, were outstanding as of November 4, 2011.
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ITEM 1. Financial Statements

Assets

Current Assets

Cash and cash equivalents
Restricted cash

Accounts receivable, net
Inventories
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PART I - FINANCIAL INFORMATION

Lime Energy Co.
Condensed Consolidated Balance Sheets

(in thousands)

September 30,

2011

(unaudited)

Costs and estimated earnings in excess of billings on uncompleted contracts

Prepaid expenses and other
Total Current Assets

Property and Equipment, Net
Asset Held For Sale, Net
Long-Term Receivables
Deferred Financing Costs, Net
Intangibles, Net

Goodwill

3,553
725
29,771
725
15,528
1,130

51,432

7,217
875
238

13

4,984

18,627

83,386

December 31,

2010 (1)

13,016
1,913
26,393
998
15,417
985

58,722
2,940
543

5,444
18,627

86,276
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Lime Energy Co.
Condensed Consolidated Balance Sheets

(in thousands, except share data)

September 30,
2011
(unaudited)
Liabilities and Stockholders Equity
Current Liabilities
Current maturities of long-term debt $ 102§
Accounts payable 17,495
Accrued expenses 13,464
Billings in excess of costs and estimated earnings on uncompleted contracts 2,201
Customer deposits 538
Total Current Liabilities 33,800
Long-Term Debt, less current maturities 338
Total Liabilities 34,138
Stockholders Equity
Common stock, $.0001 par value; 50,000,000 shares authorized 23,842,556, and 23,662,172
issued and outstanding as of September 30, 2011 and December 31, 2010, respectively 2
Additional paid-in capital 184,819
Accumulated deficit (135,573)
Total Stockholders Equity 49,248
$ 83,386 $

December 31,
2010 (1)

115
19,143
10,370

998

791
31,417

418

31,835

2
183,140
(128,701)

54,441

86,276

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, 2010
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Lime Energy Co.
Unaudited Condensed Consolidated Statements of Operations

(in thousands, except per share data)

Three Months
Ended September 30,
2011 2010
Revenue $ 32,191 $ 28,077 $
Cost of sales 25,139 22,100
Gross Profit 7,052 5,977
Selling, general and administrative 6,383 6,261
Amortization of intangibles 153 147
Restructuring charge 172
Operating income (loss) 344 (431)
Other Income (Expense)
Interest income 34 56
Interest expense a9 7)
Total other income 15 49
Net Income (Loss) $ 359 $ (382) $
Weighted Average Earnings (Loss) Per Common Share:
Basic $ 0.02 $ (0.02) $
Diluted $ 0.02 $ 0.02) $
Weighted Average Common Shares Outstanding:
Basic 23,841 23,640
Diluted 23,863 23,640

Nine Months
Ended September 30,

2011 2010
75,430 $ 57,398
60,271 45,373
15,159 12,025
20,350 18,788

460 472

1,281

(6,932) (7,235)

109 154
49) (25)

60 129
(6,872) $ (7,106)
(0.29) $ (0.30)
(0.29) $ (0.30)

23,817 23,614

23,817 23,614

See accompanying notes to condensed consolidated financial statements
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Balance, December 31, 2010

Share-based compensation
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Lime Energy Co.
Unaudited Condensed Consolidated Statement of Stockholders Equity

(in thousands)

Shares issued for benefit plans and option

exercises

Net loss for the nine months ended September

30,2011
Balance, September 30, 2011

Additional Total
Common Common Paid-in Accumulated Stockholders
Shares Stock Capital Deficit Equity (Deficit)

23,662 $ 2 $ 183,140 $ (128,701) $ 54,441
1,615 1,615

181 64 64
(6,872) (6,872)

23,843 $ 2 $ 184,819 $ (135,573) $ 49,248

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

Unaudited Condensed Consolidated Statements of Cash Flows

Cash Flows From Operating Activities
Net Income (Loss)

Adjustments to reconcile net income (loss) to
net cash used in operating activities:
Provision for bad debts

Share-based compensation

Depreciation and amortization

Amortization of deferred financing costs
Loss on disposition of property and equipment
Changes in assets and liabilities:

Accounts receivable

Inventories

Costs and estimated earnings in excess of
billings on uncompleted contracts

Prepaid expenses and other

Accounts payable

Accrued expenses

Billings in excess of costs and estimated
earnings on uncompleted contracts

Customer deposits

Net cash used in operating activities

Cash Flows From Investing Activities
Proceeds from sale of property and equipment
Purchases of property and equipment
Decrease (increase) in restricted cash

Net cash used in investing activities

Cash Flows From Financing Activities
Payments of long-term debt

Proceeds from issuance of shares for benefit
plans

Cash paid for deferred financing costs

Net cash generated by (used in) financing
activities

Net Decrease in Cash and Cash Equivalents

Cash and Cash Equivalents, at beginning of
period

(in thousands)

Three Months Ended September 30,

2011

359 $

61
449
329
108

(4,538)
301

(2,434)
76

(274)
3,942

1,127
“)

(490)

(2.519)
(M

(2,517)

(28)

64

36

(2,971)

6,524

2010

(382) $

14
335
276

(7,949)
(192)

(2,797)
87
1,733
4,636

826
an

(3,429)

(204)
3)
(203)

(28)

(28)

(3,660)

15,676

Nine Months Ended September 3
2011 2010

(6,872) $

156
1,615
926
18
105

(3,229)
273

(111)

(145)

(1,648)
3,094

1,203
(253)

(4,868)
6
(5,729)

1,188
(4,535)
93)

64

(€2Y)

(60)

(9,463)

13,016

0,

(7,106)

26
1,078
847

(6,327)
(285)

(2,682)

(234)
1,174
4,928

1,599
(50)

(7,023)

(431)
(3,304)

(3,734)

(169)

72

7

(10,854)

22,870
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Cash and Cash Equivalents, at end of period  $ 3,553 $ 12,016 $

3,553

12,016

10
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Supplemental Disclosure of Cash Flow Information (in
thousands):

Cash paid during the period for interest

: LIME ENERGY CO. - Form 10-Q

Three Months Ended Nine Months Ended
September 30, September 30,
2011 2010 2011 2010
$ 6 $ 8 § 19 $ 26

See accompanying notes to condensed consolidated financial statements.

11
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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 |
the Securities and Exchange Commission (the SEC ) and, therefore, do not include all information and footnotes necessary for a fair presentation

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

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

The results of operations for the three months and nine months ended September 30, 2011 and 2010 are not necessarily indicative of the results
to be expected for the full year.

The December 31, 2010 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, 2010.

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 expired on November 30, 2010, however the Company s stockholders approved a new employee stock
purchase plan which became effective July 1, 2011 and will continue for three years or until the 300,000 shares allocated to the plan have been
exhausted. 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.

12
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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.

13
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Lime Energy Co.

Notes to Unaudited Condensed Consolidated Financial Statements

The following table summarizes the Company s total share-based compensation expense for the three-month and nine-month periods ended
September 30, 2011 and 2010:

Three Months Ended Nine Months Ended
September 30, September 30,
2011 2010 2011 2010
Stock options $ 291 $ 234§ 1,036 $ 907
Restricted stock 96 90 517 145
Employee Stock Purchase Plan 62 11 62 26
$ 449 $ 335 § 1,615 $ 1,078

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 Nine Months Ended
September 30, September 30,
2011 2010 2011 2010

Weighted average fair-value per option granted $ 2.25 $ 150 $ 1.96 $ 2.05
Significant assumptions (weighted average):

Risk-free rate 0.06% 0.16% 0.09% 0.07%
Dividend yield 0.00% 0.00% 0.00% 0.00%
Expected volatility 82.0% 84.4% 82.1% 83.4%
Expected life (years) 6.0 5.6 6.0 5.9
Expected turn-over rate 10.00% 13.30% 11.00% 9.00%
Expected exercise multiple 2.20 2.20 2.20 2.20

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).

14
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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 September 30, 2011 and changes during the three months then ended are presented
below:

Weighted
Exercise Price Per Average Exercise
Shares Share Price
Outstanding at June 30, 2011 4,181,718 $3.04 - $263.55 $ 5.93
Granted 30,000 $4.74-%4.74  $ 4.74
Exercised (17,571) $3.50-$3.75 § 3.65
Forfeited (9,666) $3.50-$11.13 $ 8.94
Outstanding at September 30, 2011 4,184,481 $3.04 - $263.55 $ 5.92
Options exercisable at September 30, 2011 2,250,502 $3.04 -$263.55 $ 7.34

Option activity under the Company s stock option plans as of September 30, 2011 and changes during the nine-month period then ended are
presented below:

Weighted
Exercise Price Per Average Exercise
Shares Share Price
Outstanding at December 31, 2010 3,374,045 $3.04 - $1,363.95 $ 7.07
Granted 915,536 $4.04-%$4.74 $ 4.17
Exercised (53,949) $3.30-$4.65 $ 3.77
Forfeited (51,151) $3.50 - $1,363.95 $ 58.83
Outstanding at September 30, 2011 4,184,481 $3.04 - $263.55 $ 5.92
Options exercisable at September 30, 2011 2,250,502 $3.04 - $263.55 $ 7.34
10

16
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The following table summarizes information about stock options outstanding at September 30, 2011:

Exercise Price

$3.04 - $3.50
$3.51 - $4.50
$4.51 - $5.00
$5.01 - $7.00
$7.01 - $9.00
$9.01 - $11.00

$11.01 - $263.55

$3.04 - $263.55

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

Number
Outstanding
at September

30, 2011

468,591
2,008,802
271,072
135,714
737,494
212,842
349,966

4,184,481

Options Outstanding

Weighted
Average
Remaining
Contractual
Life

5.8 years
8.8 years
5.8 years
5.3 years
5.1 years
4.9 years
5.9 years

7.1 years

Lime Energy Co.

©PH L L LL L

Weighted
Average
Exercise Price

3.43
4.28
4.67
6.65
7.28
10.28
13.84

592
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Notes to Unaudited Condensed Consolidated Financial Statements

Options Exercisable

Number
Exercisable at
September 30,

2011

363,425
220,822
230,239
135,714
737,494
212,842
349,966

2,250,502

ShH P PP BB

Weighted
Average
Exercise Price

3.41
4.06
4.65
6.65
7.28
10.28
13.84

7.34

quarter of 2011 of $3.14 per share and the exercise price, multiplied by the number of in-the-money options) that would have been received by
the option holders had all option holders exercised their options on September 30, 2011 was approximately $0. The aggregate intrinsic value of

exercisable options as of September 30, 2011 was approximately $0. 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, restricted stock and Employee Stock
Purchase Plan is as follows:

As of September 30, 2011

Option expense

Employee Stock Purchase Plan

Restricted Stock

Unrecognized
Comepnsation

Expense
(in 000 s)

1,300
227

262

Weighted

Average

Remaining

Life

(in months)

12.0

9.2

8.3

17
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In addition, there was approximately $1.1 million of unrecognized expense related to the Cliff Options which may be recognized over the next
43 months if vesting requirements are met.

11
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Lime Energy Co.

Notes to Unaudited Condensed Consolidated Financial Statements

Note 3 Recent Accounting Pronouncements

In May 2011, the Financial Accounting Standards Board ( FASB ) issued an accounting pronouncement related to fair value measurement (FASB
ASC Topic 820), which amends current guidance to achieve common fair value measurement and disclosure requirements in U.S. GAAP and
International Financial Reporting Standards. The amendments generally represent clarification of FASB ASC Topic 820, but also include
instances where a particular principle or requirement for measuring fair value or disclosing information about fair value measurements has
changed. This pronouncement is effective for fiscal years, and interim periods within those years, beginning after December 15, 2011. We will
adopt this pronouncement for our fiscal year beginning January 1, 2012. The Company does not expect this pronouncement to have a material
effect on its consolidated financial statements.

In June 2011, the FASB issued an accounting pronouncement that provides new guidance on the presentation of comprehensive income (FASB
ASC Topic 220) in financial statements. Entities are required to present total comprehensive income either in a single, continuous statement of
comprehensive income or in two separate, but consecutive, statements. Under the single-statement approach, entities must include the
components of net income, a total for net income, the components of other comprehensive income and a total for comprehensive income. Under
the two-statement approach, entities must report an income statement and, immediately following, a statement of other comprehensive income.
Under either method, entities must display adjustments for items reclassified from other comprehensive income to net income in both net income
and other comprehensive income. The provisions for this pronouncement are effective for fiscal years, and interim periods within those years,
beginning after December 15, 2011, with early adoption permitted. The adoption of ASU 2011-05 will not impact the Company s operating
results or financial position.

In September 2011, the FASB issued an accounting pronouncement related to intangibles goodwill and other (FASB ASC Topic 350), which
allows entities to perform a qualitative assessment on goodwill impairment to determine whether it is more likely than not (defined as having a
likelihood of more than 50 percent) that the fair value of a reporting unit is less than its carrying amount as a basis for determining whether it is
necessary to perform the two-step goodwill impairment test. This guidance is effective for goodwill impairment tests performed in interim and
annual periods for fiscal years beginning after December 15, 2011, with early adoption permitted. The implementation of this guidance is not
expected to have a material impact on the Company s results of operations, financial position or cash flows.

Note 4 Restructuring Charge

During the second quarter of 2011, the Company initiated a restructuring to reduce costs, better integrate its operations and consolidate certain
accounting and administrative functions. In connection with this restructuring, it recorded a $1.1 million restructuring charge during the second
quarter and an additional $172 thousand charge during the third quarter. The second quarter charge consisted primarily of severance related
costs and the third quarter charge was primarily costs associated with the sale of real estate. As of September 30, 2011, approximately $32
thousand remained in the restructuring reserve.

19
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Lime Energy Co.

Notes to Unaudited Condensed Consolidated Financial Statements

Note 5 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 months ended September 30, 2010 and the nine months ended September 30, 2011 and 2010, because the effect would be
anti-dilutive. For the three-month period ended September 30, 2011, it used the treasury method to calculate the diluted earnings per share. The
treasury stock method assumes that the Company uses the proceeds from the exercise of in-the-money options and warrants to repurchase
common stock at the average market price during the period. Options and warrants are only dilutive when the average market price of the
underlying common stock exceeds the exercise price of the options or warrant.

The following table sets forth the weighted average shares issuable upon exercise of outstanding options and warrants as of September 30, 2011:

Three Months Ended Nine Months Ended
September 30, September 30,
2011 2010 2011 2010

Weighted average shares issuable upon exercise of outstanding

options 4,191,112 3,396,095 3,960,839 3,132,300
Weighted average shares issuable upon exercise of outstanding

warrants 587,929 796,116 699,971 800,419
Total 4,779,041 4,192,211 4,660,809 3,932,719

Note 6 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 is tied to eligible receivables and borrowings are secured by all the Company s assets. Borrowings will incur interest at the
Prime Rate, plus 0.625%, with a minimum rate of 4.675%, and the line has an unused fee of 0.30% per annum and the line is schedule to expire
in March 2012. The line contains covenants that require the Company to maintain a minimum current ratio of 1.55 or greater and a maximum
tangible leverage ratio of 1.30. The Company was not in compliance with these covenants at the end of the third quarter, but the Bank waived
the violations. The Company has not borrowed under the line since it was established.

Note 7 Lime Energy Asset Development

21
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During 2010, the Company established Lime Energy Asset Development, LLC ( LEAD ), to develop, construct, operate and in certain situations
own energy producing assets. In October 2010, LEAD
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Lime Energy Co.

Notes to Unaudited Condensed Consolidated Financial Statements

acquired the gas rights to the Zemel Road landfill in Punta Gorda, Florida for $2.65 million. LEAD has since entered into a 20-year power
purchase agreement with a utility for the sale of electricity and certain environmental attributes to be generated from the landfill gas. In
October 2011, it completed the construction of a 2.8 megawatt generating facility on the property it is leasing from the landfill owner under a
20-year lease. The total cost to construct the generating facility is expected to be approximately $6.3 million. The Company has applied for a
renewable energy grant from the U.S. Treasury equal to approximately $1.9 million. It expects to receive the grant before the end of 2011.

On November 3, 2011, the Company closed on a $3.6 million term loan secured by all the assets of the Zemel Road project and guaranteed by
Lime Energy Co. and Lime Energy Asset Management, LLC. Half of the loan was funded at closing and the other half will be funded within
60-days of the closing once the facility has demonstrated that it has generated an average of 2.18 megawatts of power over a 60 day period. The
Company believes that this requirement will be satisfied before the end of 2011. The term loan has an amortization period of 20 years, but
requires that 50% of all excess cash flow from the project (as defined in the Loan Agreement) be used to prepay the loan. The loan carries an
interest rate equal to the 30-day LIBOR rate, plus 500 basis points. The loan can be prepaid at anytime without penalty.

Note 8 Business Segment Information

The Company operates in one business segment, the Energy Efficiency Services segment, through which is serves three markets: the commercial
and industrial market, the public sector market and the utility market.

Note 9 Other Equity Issuances

(a) During the first quarter of 2011, the Company granted 29,700 shares of its common stock to nine of its outside directors pursuant to the
2010 Non-Employee Directors Stock Plan as compensation for their service on the Board. These shares 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.

(b) During the first quarter of 2011, the Company issued 108,025 shares of restricted stock to eight senior employees. These shares vest
equally on December 31, 2011, 2012 and 2013 if the holder is still employed by the Company on the vesting date.

(c) During the first nine months of 2011, the holders of options to purchase 53,949 shares of the Company s common stock exercised their
options. Of these, options to purchase 36,378 were exercised on a cashless basis whereby the holder exchanged 28,213 shares they were entitled
to purchase pursuant to the options to cover the exercise price. The total shares issued as a result of the exercise of the options exercised on a
cash and cashless basis were 25,736 shares.

23
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(d) During the first nine months of 2011, the Company issued 170 shares of its common stock to seven employees as part of its Employee
Recognition Program.
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Lime Energy Co.

Notes to Unaudited Condensed Consolidated Financial Statements

(e) During the second quarter of 2011, the Company granted 14,769 shares of its common stock to five of its outside directors pursuant to
the 2010 Non-Employee Directors Stock Plan as compensation for their service on various Board committees. These shares 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.

) In August 2011, the Company issued 1,984 shares of restricted stock to a new Director pursuant to the 2010 Non-Employee Directors
Stock Plan. These shares 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.

Note 10  Subsequent Event

On October 17, 2011, the Company sold the building it owned in Elk Grove Village, Illinois. It used a portion of the proceeds to repay the
mortgage on the building which had a balance of $352,000 on the date of closing. The remaining proceeds were used to cover other transaction
costs and will be used by the Company for other general corporate purposes. The net carrying value of the building exceeded the net proceeds,
after expenses from the sale, by approximately $115,000. A reserve for this was included in the restructuring charge recorded during the third
quarter of 2011. The depreciated value of the building, adjusted for the anticipated loss on sale, is reported in the accompanying condensed
consolidated financial statements as Asset Held for Sale.

On October 20, 2011, the Company s Zemel Road landfill-gas to electricity project began commercial operation. On November 3, 2011, the
Company closed on a $3.6 million term loan which is secured by all the assets of GES Port Charlotte, the Company s wholly-owned subsidiary
that holds the Zemel Road assets, and guaranteed by Lime Energy Co. and Lime Energy Asset Development, LLC. For additional information
regarding the Zemel Road project and the term loan please refer to Note 7.
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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 2011 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 provider of integrated energy engineering, consulting and implementation solutions focused on assisting our clients in the achievement
of their energy efficiency goals. We operate in three specific markets: the utility market, the public sector and institutional market, and the
commercial and industrial market. We perform energy efficiency engineering and consulting as well as the development and implementation of
energy efficient lighting, mechanical, electrical, water, weatherization, renewable energy solutions and on-site generation.

We serve a wide range of utility, public sector, institutional and commercial and industrial clients. We work for a number of utilities for which
we manage or operate under their energy demand-side management programs. Our public sector clients include federal, state and local
government agencies and educational institutions, which we serve through our relationships with Energy Service Companies ( ESCOs ) and
directly. ESCOs are awarded project contracts with the public sector, and we provide energy efficiency expertise to develop and implement
tailored solutions under these contracts. In addition we also work directly for public sector clients when the services of an ESCO are not
required. Our commercial and industrial clients include many Fortune 500 companies for which we provide our energy efficiency solutions
directly.

The services we provide include:

. Energy Engineering and Consulting: We apply our engineering expertise to analyze each client s energy consumption and operational
needs and develop customized energy efficiency and renewable energy solutions. Our energy engineering and consulting services include
sustainability consulting, energy auditing, energy master planning, project development services, design engineering and facility
retro-commissioning. We also provide design review and analysis of new construction projects to maximize energy efficiency and

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

. Energy Asset Development and Management: We leverage our engineering and implementation capabilities and experience to
provide energy asset development and management services to our clients who wish to benefit from alternative and/or renewable energy
sources. In this role we serve two sets of clients: the energy consumer and investors. For the energy consumer, we perform project feasibility
assessments, evaluate alternative technologies, estimate economic returns, arrange debt and equity financing, manage the design and
construction process, and operate the asset under a long-term power purchase agreement. For our investor clients, we source, qualify and
structure investment opportunities to maximize risk-adjusted returns, then manage the design and construction process and operate the assets
under long-term power purchase agreements. In some limited situations we take equity positions in these investments.

Results of Operations

Revenue

We generate the majority of our revenue from the sale of our services and products that we purchase and resell to our clients. The substantial
majority of our revenue is derived from fixed-price contracts, although we occasionally bill on a time-and-materials basis. Under fixed-price
contracts, we bill our clients for each project once the project is completed or throughout the project as specified in the contract. Under
time-and-materials arrangements, we bill our clients on an hourly basis with material costs and other reimbursable expenses passed through and
recognized as revenue. Our projects take a couple days to a year or more to complete, with projects in our commercial and industrial markets
typically taking less time to complete than the larger projects in our public sector markets. We utilize the percentage-of-completion method for
revenue recognition. The vast majority of our revenue is earned in the United States and is somewhat seasonal, with 60% to 70% typically
earned 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.
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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;

. 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 any
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.

Other Income (Expense)

Other income consists of interest earned on our investments, net of interest expense. Interest expense represents the interest costs and fees
associated with the mortgage on our headquarters, our line of credit, including amortization of deferred financing costs, and various vehicle
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Three months Ended September 30, 2011 Compared to Three months Ended September 30, 2010

Consolidated Results (in thousands)

Three Months Ended
September 30, Change
2011 2010 $ %
Revenue $ 32,191 $ 28,077 $ 4,114 14.7%
Cost of sales 25,139 22,100 3,039 13.8%
Gross profit 7,052 5,977 1,075 18.0%
Selling, general and administrative expenses 6,383 6,261 122 1.9%
Amortization of intangibles 153 147 6 4.1%
Restructuring charge 172 172 100.0%
Operating income (loss) 344 (431) 775 -179.8%
Other income 15 49 (34) -69.4%
Net income (loss) $ 359 $ (382) $ 741 -194.0%

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

Three Months Ended
September 30,
2011 2010
Revenue 100.0% 100.0%
Cost of sales 78.1% 78.7%
Gross profit 21.9% 21.3%
Selling, general and administrative expenses 19.8% 22.3%
Amortization of intangibles 0.5% 0.5%
Restructuring charge 0.5% 0.0%
Operating income (loss) 1.1% -1.5%
Other income 0.0% 0.2%
Net income (loss) 1.1% -1.4%

Revenue. Our consolidated revenue for the three-month period ended September 30, 2011 increased $4.1 million or 14.7%, to $32.2 million
from $28.1 million for the three-month period ended September 30, 2010. Increased revenue from our utility market and FRR program with the
Army Corps of Engineers was responsible for all of the increase in our consolidated revenue, with revenue from these two sources both
increasing approximately 100% from the revenue earned in the year earlier period. We won our first contracts in these markets in late 2009 and
have won additional contracts in both markets since then, which contributed to the higher revenue. As of September 30, 2011, we had not begun
work under the utility program management contract that we won earlier this year with the Long Island Power Authority
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(LIPA), but we expect this program will begin to contribute to revenue and earnings during the fourth quarter of 2011. Third quarter 2011
revenue from our C&I market was unchanged from the revenue earned in the year earlier period, while revenue from our public sector market
was lower than the revenue earned during the third quarter of 2010 due primarily to the timing of projects. We expect our fourth quarter revenue
to exceed the revenue earned during the third quarter of this year and the fourth quarter of last year, driven by continued growth from our utility
market, FRR contract and improved results from our public sector market. We believe these increases will be partially offset by lower revenue
from our C&I market resulting from continued reluctance on the part of C&I clients to commit to significant project expenditures due to current
economic uncertainties.

Gross Profit. Our gross profit for the third quarter of 2011 was $7.1 million, a $1.1 million or 18.0% increase when compared to the $6.0
million in gross profit earned during the third quarter of 2010. Our gross profit margin for the third quarter of 2011 was 21.9%, compared to
21.3% for the same period in 2010. The improvement in our gross margin was the result of a shift in the mix of our business and improvements
in the gross margins earned from our utility and public sector markets and our FRR contract. Our expected fourth quarter mix of business
should result in continued improvement in our gross margin.

Selling, General and Administrative Expenses. Our selling, general and administrative expenses increased $122 thousand or 1.9%, to $6.4
million during the third quarter of 2011 when compared to the $6.3 million recorded during the third quarter of 2010. All of the increase in our
SG&A expense was related to our utility market where we have experienced our most significant growth in revenue, as well as to LEAD, our
new business initiative for 2011. This increase in SG&A expense was largely offset by reductions in SG&A expense associated with all our
other markets and corporate overhead, including savings resulting from the restructuring implemented during the second quarter of 2011. On a
full year basis, we expect our SG&A will increase less than 10% over 2010 levels, with all of the increase related to the growth of our utility
program management and LEAD businesses. Our SG&A expense as a percentage of revenue declined from 22.3% during the third quarter of
2010 to 19.8% of revenue during the third quarter of 2011 as the growth rate of our revenue during the third quarter exceeded the growth rate of
our SG&A.

Amortization of Intangibles. Amortization expense increased $6 thousand to $153 thousand in the third quarter of 2011 when compared to
$147 thousand for the third quarter of 2010. We amortize our intangible assets based on the expected timing of the receipt of value from the
underlying intangible asset, which in some cases increases in future periods. Such an increase in the scheduled amortization expense led to the
increase in the third quarter 2011 amortization expense when compared to the prior year period. Our scheduled amortization expense for the
next five quarters is $186 thousand, $186 thousand, $186 thousand, $173 thousand and $148 thousand.

Restructuring Charge. We initiated a restructuring during the second quarter of 2011 which we expect will reduce our SG&A by
approximately $3 million annually beginning in 2012. As part of this restructuring we realigned our C&I business unit to reduce costs, increase
its efficiency and integrate it with the energy efficiency operations of our public sector group. This change permitted us to also reduce certain
corporate overhead costs through the consolidation of accounting and administrative functions and to sell our building in Elk Grove Village,
Illinois. During the second quarter of 2011, we recorded a restructuring charge of approximately $1.1 million, consisting primarily of severance
related costs. During the third quarter we recorded a restructuring charge of approximately $172 thousand, consisting
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primarily of costs related to the sale of our building, including an expected $115 thousand loss on the sale.

Other Income. Other income declined $34 thousand, to $15 thousand for the third quarter of 2011 from $49 thousand during the third quarter of
2010. Interest expense was $19 thousand for the third quarter of 2011, compared to $7 thousand for the year earlier period. The components of
interest expense for the three-month periods ended September 30, 2011 and 2010 are as follows (in thousands):

Three months ended September 30, 2011 2010

Line of credit unused line fee $ 5 9%

Mortgage 5 5
Other 1 2
Total contractural interest and fees 11 7
Amortization of deferred issuanace costs 8

Total interest expense $ 19 $ 7

Total contractual interest and fees increased $4 thousand, to $11 thousand, during the third quarter of 2011 from $7 thousand during the third
quarter of 2010. This increase was associated with the unused line fee on our line of credit, which we put in place in March 2011. This was
partially offset by lower interest on our vehicle loans. During the third quarter of 2011, we also recorded $8 thousand of amortization expense
on deferred issuance costs related to our line of credit.

Interest income decreased $22 thousand to $34 thousand during the third quarter of 2011 from $56 thousand during the third quarter of 2010.
This decline was the result of lower average invested cash balances and lower average balance on long-term receivables held by Lime Finance.
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Nine months Ended September 30, 2011 Compared to Nine months Ended September 30, 2010

Consolidated Results (in thousands)

Nine Months Ended
September 30, Change
2011 2010 $ %
Revenue $ 75,430 $ 57,398 $ 18,032 31.4%
Cost of sales 60,271 45,373 14,898 32.8%
Gross profit 15,159 12,025 3,134 26.1%
Selling, general and administrative expenses 20,350 18,788 1,562 8.3%
Amortization of intangibles 460 472 (12) -2.5%
Restructuring charge 1,281 1,281 100.0%
Operating loss (6,932) (7,235) 303 -4.2%
Other income 60 129 (69) -53.5%
Net loss $ (6,872) $ (7,106) $ 234 -3.3%
The following table presents the percentage of certain items to revenue:
Nine Months Ended
September 30,
2011 2010

Revenue 100.0% 100.0%

Cost of sales 79.9% 79.0%

Gross profit 20.1% 21.0%

Selling, general and administrative expenses 27.0% 32.7%

Amortization of intangibles 0.6% 0.8%

Restructuring charge 1.7% 0.0%

Operating loss -9.2% -12.6%

Other income 0.1% 0.2%

Net loss -9.1% -12.4%

Revenue. Our consolidated revenue for the nine-month period ended September 30, 2011 increased $18.0 million, or 31.4%, to $75.4 million
from $57.4 million for the nine-month period ended September 30, 2010. Revenue increased in all of our markets relative to the year earlier
period, except for our C&I market where revenue declined approximately 8%. Revenue from our utility market and FRR contract increased
approximately 107% and 130% when compared to the first nine months of 2010, respectively. We won our first contracts in these markets in
late 2009 and have won additional contracts in both markets since then, which contributed to the higher revenue. Revenue from our public
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Gross Profit. Our gross profit for the first nine months of 2011 increased $3.1 million, or 26.1%, to $15.2 million when compared to the $12.0
million earned during the first nine months of 2010. Our gross profit margin for the first nine months of 2011 was 20.1%, compared to 21.0%
for the same period in 2010. The decline in our gross profit margin was the result of a shift in the mix of our business during the first half of the
year to a mix that included less high margin engineering revenue and more low margin regional construction revenue.

Selling, General and Administrative Expenses. Our selling, general and administrative expenses increased $1.6 million or 8.3%, to $20.4
million during the first nine months of 2011 from $18.8 million during the first none months of 2010. All of the increase in our SG&A expense
was related to our utility market, where we have experienced our most significant growth in revenue, as well as to LEAD, our new business
initiative for 2011. This increase in SG&A expense was partially offset by reductions in SG&A expense associated with all our other markets
and corporate overhead and savings resulting from the restructuring we implemented during the second quarter of 2011. Our SG&A expense as a
percentage of revenue declined from 32.7% during the first nine months of 2010 to 27.0% during the first nine months of 2011 as the growth in
our revenue for the most recent nine-month period exceeded the growth of our SG&A expense.

Amortization of Intangibles. Amortization expense declined $12 thousand to $460 thousand for the first nine months of 2011 compared to $472
thousand for the first nine months of 2010. Our amortization expense has declined as intangible assets associated with acquisitions we have
made over the past five years have been fully amortized.

Restructuring Charge. We initiated a restructuring during the second quarter of 2011, which we expect will reduce our SG&A by
approximately $3 million annually beginning in 2012. As part of this restructuring we realigned our C&I business unit to reduce costs, increase
its efficiency and integrate it with the energy efficiency operations of our public sector group. This change permitted us to also reduce certain
corporate overhead costs through the consolidation of accounting and administrative functions and to sell our building in Elk Grove Village,
Ilinois. We recorded a restructuring charge of approximately $1.3 million in connection with this restructuring, consisting primarily of
severance related costs and the expected loss on the sale of our building.

Other Income. Other income declined $69 thousand, to $60 thousand for the first nine months of 2011 from $129 thousand during the first nine
months of 2010. Interest expense increased $24 thousand, to $49 thousand, for the nine-month period ended September 30, 2011, when
compared to $25 thousand for the same period during 2010. The components of interest expense for the nine-month periods ended September
30, 2011 and 2010 are as follows (in thousands):

23

37



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

Table of Contents

Nine months ended September 30, 2011 2010

Line of credit unused line fee $ 12 $

Mortgage 14 15
Other 5 10
Total contractural interest and fees 31 25
Amortization of deferred issuanace costs 18

Total interest expense $ 499 3 25

Total contractual interest and fees increased $6 thousand, to $31 thousand, for the first nine months of 2011, when compared to $25 thousand for
the nine-month period ended September 30, 2010. A reduction in interest on our vehicle loans and mortgage was partially offset by the unused
line fee on the line of credit. During the first nine months of 2011 we also recorded $18 thousand of amortization expense on deferred issuance
costs for our line of credit.

Interest income decreased $45 thousand, to $109 thousand during the first nine months of 2011, from $154 thousand during the first nine months
of 2010. This decline was the result of lower average invested cash balances and lower average long-term receivables balances held by Lime
Finance.

Liquidity and Capital Resources

As of September 30, 2011, we had cash and cash equivalents of $4.3 million (including restricted cash of $725 thousand), compared to $14.9
million on December 31, 2010 (including restricted cash of $1.9 million). Our debt obligations as of September 30, 2011 consisted of a mortgage
of $355 thousand on our facility in Elk Grove Village, Illinois and various vehicle loans totaling $85 thousand. The mortgage was repaid in full
on October 17, 2011, and on November 3, 2011 we entered into a $3.6 million term loan which is secured by the Zemel Road landfill-gas to
electricity facility and guaranteed by Lime Energy Co. and Lime Energy Asset Development, LLC.

Our principal cash requirements are for operating expenses, 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 September 30, 2011 Compared to Three months Ended September 30, 2010

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

Three months ended September 30, 2011 2010

Net cash used in operating activities $ 490) $ (3,429)
Net cash used in investing activities 2,517) (203)
Net cash generated by (used in) financing activities 36 (28)
Net Decrease in Cash and Cash Equivalents 2,971) (3,660)
Cash and Cash Equivalents, at beginning of period 6,524 15,676
Cash and Cash Equivalents, at end of period $ 3553 $ 12,016

Net unrestricted cash decreased $3.0 million during the three-month period ended September 30, 2011 as compared to decreasing $3.7 million
during the same period in 2010.

Operating Activities

Operating activities consumed cash of $490 thousand during the three-month period ended September 30, 2011 as compared to consuming cash
of $3.4 million during the same period of 2010.

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):
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Three Months Ended September 30, 2011 2010

Net Income (Loss) $ 359 % (382)
Provision for bad debts 61 14
Share-based compensation 449 335
Depreciation and amortization 329 276
Amortization of deferred financing costs 8

Loss on disposition of property and equipment 108 1
Cash generated by operating activities before changes in assets and liabilities $ 1,314 $ 244

Changes in assets and liabilities, net of business acquisitions and dispositions:

Accounts receivable $ (4,538) $ (7,949)
Inventories 301 (192)
Costs and estimated earnings in excess of billings on uncompleted contacts (2,434) 2,797)
Prepaid expenses and other 76 87
Accounts payable (274) 1,733
Accrued expenses 3,942 4,636
Billings in excess of costs and estimated earnings on uncompleted contacts 1,127 826
Customer deposits 4) (17)
Cash consumed from changes in assets and liabilities $ (1,804) $ (3,673)

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 September 30, 2011 2010

Cash generated by operating activities before changes in assets and liabilities $ 1,314 $ 244

Cash consumed by changes in assets and liabilities (1,804) (3,673)

Net cash used in operating activities $ (490) $ (3,429)
26
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The cash generated by operating activities before changes in assets and liabilities increased $1.1 million, to $1.3 million, during the third quarter
of 2011 as compared to generating $244 thousand during the third quarter of 2010. The increase in the cash generated by operating activities
before changes in assets and liabilities was the result of the improved cash earnings (excluding depreciation, amortization and share-based
compensation) due to higher revenue, improved gross margins and lower SG&A expense as a percentage of revenue, partially offset by the
restructuring charge. We believe that we will see additional improvement in the cash generated by operating activities before changes in assets
and liabilities if our revenue and profitability improve as we believe they will during the fourth quarter 2011.

We used approximately $1.8 million of cash from changes in assets and liabilities during the third quarter of 2011, compared to using $3.7
million during the third quarter of 2010. This improvement was primarily the result of an improvement in our receivables collections. As of
September 30, 2011, approximately 27% of our outstanding accounts receivable were with one customer of our utility program business. We
expect that the cash consumed by changes in assets and liabilities will increase during the fourth quarter as our revenue and business activity
peaks, then to generate cash during the first quarter of 2012 as revenue and related working capital needs decline on a seasonal basis.

Over the longer term, we expect our working capital needs to increase with increases in our sales, though we continue to work to keep the
growth in working capital to a rate that is lower than the growth of our future sales.

Investing Activities

We used $2.5 million of cash for investing activities during the third quarter of 2011, compared to using $203 thousand during the third quarter
of 2010. Approximately $2.3 million of the current year use was to fund the construction of the Zemel Road landfill-gas to electricity facility.
This facility was completed in October 2011, therefore we expect the cash used for investing activities to decline significantly in future periods.
The balance of the 2011 and majority of the 2010 capital expenditures was associated with the growth of our utility program management
business as we opened new offices to support new contracts.

Financing Activities

During the third quarter of 2011 financing activities generated cash of $36 thousand compared to using $28 thousand during the third quarter of
2010. During the 2011 period we received $64 thousand from the exercise of employee stock options. This was partially offset by scheduled
principal payments on our debt of $28 thousand. During the third quarter of 2010 we also used $28 thousand for scheduled principal payments
on our outstanding debt.
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Nine months Ended September 30, 2011 Compared to Nine months Ended September 30, 2010

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

Nine months ended September 30, 2011 2010

Net cash used in operating activities $ (4,868) $ (7,023)
Net cash used in investing activities (4,535) (3,734)
Net cash used in financing activities (60) ©7)
Net Decrease in Cash and Cash Equivalents (9,463) (10,854)
Cash and Cash Equivalents, at beginning of period 13,016 22,870
Cash and Cash Equivalents, at end of period $ 3553 % 12,016
Operating Activities

Operating activities consumed cash of $4.9 million during the nine-month period ended September 30, 2011 as compared to consuming cash of
$7.0 million during the same period of 2010.

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 for the periods are calculated as follows (in thousands):
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Nine Months Ended September 30, 2011 2010

Net Loss $ (6,872) $ (7,106)
Provision for bad debt 156 26
Share-based compensation 1,615 1,078
Depreciation and amortization 926 847
Amortization of deferred financing costs 18

Loss on disposition of property and equipment 105 9
Cash consumed by operating activities before changes in assets and liabilities $ (4,052) $ (5,146)

Changes in assets and liabilities, net of business acquisitions and dispositions:

Accounts receivable $ (3,229) $ (6,327)
Inventories 273 (285)
Costs and estimated earnings in excess of billings on uncompleted contacts (111) (2,682)
Other current assets (145) (234)
Accounts payable (1,648) 1,174
Accrued expenses 3,094 4,928
Billings in excess of costs and estimated earnings on uncompleted contacts 1,203 1,599
Customer deposits (253) (50)
Cash consumed by changes in assets and liabilities $ 816) $ (1,877)

The reconciliation to net cash used in operating activities as reported on our Condensed Consolidated Statement of Cash Flows is as follows (in
thousands):

Nine Months Ended September 30, 2011 2010

Cash consumed by operating activities before changes in assets and liabilities $ (4,052) $ (5,146)
Cash consumed by changes in assets and liabilities (816) (1,877)
Net cash used in operating activities $ (4,868) $ (7,023)

The cash consumed by operating activities before changes in assets and liabilities declined $1.0 million, to $4.1 million, during the first nine
months of 2011 as compared to consuming $5.1 million during the first nine months of 2010. The decline in the cash consumed by operating
activities before changes in assets and liabilities was the result of the lower cash operating loss (excluding depreciation, amortization and
share-based compensation) due to higher revenue, partially offset by lower gross profit margins and the restructuring charge.

Changes in assets and liabilities consumed $816 thousand of cash during the first nine months of 2011, compared to consuming $1.9 million
during the first nine months of 2010. This improvement was driven
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by improvements in receivable collections and a reduction in our costs and estimated earnings on uncompleted contracts, partially offset by
lower accounts payable and accrued expense balances.

Investing Activities

Investing activities consumed $4.5 million during the nine-month period ended September 30, 2011, compared to using $3.7 million during the
nine-month period ended September 30, 2010. During the first nine months of 2011, we invested $5.7 million in property and equipment,
including approximately $4.8 million used to fund the construction of the Zemel Road landfill-gas generating facility. The balance of the 2011
capital expenditures were for office equipment upgrades and software purchased primarily to support our engineering and utility activities.
These capital expenditures were partially offset by a $1.2 million reduction in restricted cash used to support surety bonds. During the first nine
months of 2010, we used $431 thousand of cash for fixed asset purchases, most of which was related to the opening of a new office to support
our utility program management business and for enhancements to our accounting system. Also during 2010, we pledged $3.3 million as
collateral to support the issuance of surety bonds. As of September 30, 2011, we had $725 thousand pledged to support surety bonds. We
expect these bonds to run off before the end of 2011, at which time the restricted cash will be released.

Financing Activities

Financing activities consumed cash of $60 thousand during the nine-month period ended September 30, 2011, as compared to consuming $97
thousand during the same period in 2010. During the first nine months of 2011 we made scheduled principal payments of $93 thousand on our
debt, compared to $169 thousand during the first nine months of 2010. Also during the first nine months of 2011, we incurred $31 thousand in
expenses to obtain our line of credit. During the first nine months of 2011 we received $64 thousand from the exercise of employee options and
during the 2010 period we received $72 thousand from the sale of shares of our common stock to employees through our Employee Stock
Purchase Plan.

SOURCES OF LIQUIDITY

Our primary sources of liquidity are our available cash reserves, availability under our $7 million line of credit and the proceeds from a $3.6
million term loan that we closed in November 3, 2011, half of which funded at closing and half of which is expected to fund in December 2011.
We have also applied for a $1.88 million U.S. Treasury grant related to the Zemel Road project, which we expect to receive before the end of
2011. In addition, on September 1, 2011, we filed a shelf registration on Form S-3 with the SEC for the issuance of up to $50 million in equity
securities. The registration statement was declared effective on October 7, 2011. This shelf registration gives us the ability to issue shares of
our common stock, preferred stock, warrants and/or units that combine common stock or preferred stock with warrants over the next three
years. Proceeds from the sale of these securities may be used for general corporate purposes including, among other things, working capital,
financings, possible acquisitions, the repayment of obligations that have matured, and reducing or refinancing indebtedness that may be
outstanding at the time of any offering. While we do not currently intend to, nor expect to need to, issue additional equity under this shelf
registration, it does provide us with the ability to raise capital in the future when needed or otherwise considered appropriate and provides
additional comfort to our surety and lenders helping to ensure continued access to surety bonds and various sources of debt.
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Our ability to continue to expand the sales of our 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, unfunded capital expenditures, and 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 stock and secured debt, which
has allowed us to acquire companies and to continue to execute our business plan. Most of these funds have been consumed by operating
activities, either to fund our losses or for working capital requirements. While our operations generated positive cash flow during the second
half of 2010 and third quarter of 2011 and positive GAAP earnings for the first time in our history during the fourth quarter of 2010 and again
during the third quarter of 2011, we need to continue to focus on moving the Company to the point that it is consistently generating positive
earnings and cash flow. To do this, we believe that we need to continue to increase our revenue while controlling the growth of our SG&A
expense and maintaining or improving our gross margins. We believe the strategies we have implemented over the past two years, which are in
part reflected in our new business initiatives and our recent restructuring, have positioned us where this objective could be achieved during 2012.

Our newest business initiative, the asset development business, is more capital intensive than our other existing businesses. However, we
believe that it will significantly benefit our other existing businesses by permitting us to offer this new service to current and future clients,
thereby increasing the value of our offerings, hopefully resulting in increased opportunities to secure larger projects with higher margins. Since
we do not plan to dedicate significant amounts of our capital to fund future projects, the future of the asset development business will depend on
our ability to find investors willing to invest in the projects we plan to develop.

We believe that our current cash, in combination with availability under our line of credit, will provide sufficient liquidity to permit us to
continue to operate until we reach the point that we turn cash flow positive on a consistent basis.

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 n

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

. we have incurred significant operating losses since inception and may not achieve or sustain profitability in the future;

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

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

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

adversely affected; and

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

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

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

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

Disclosure Controls and Procedures.

Our management, including our chief executive officer and our chief financial officer, maintains our disclosure controls and procedures (as
defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the Exchange Act )) and has evaluated the
effectiveness of our disclosure controls and procedures as of the end of the period covered by this report. Based on such evaluation, our chief
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executive officer and chief financial officer have concluded that, as of September 30, 2011, such disclosure controls and procedures are effective
for the purpose of ensuring that material information required to be in the reports that we submit, file, furnish or otherwise provide to the
Securities and Exchange Commission is accumulated and communicated to our management, including our chief executive officer and chief
financial officer, as appropriate to allow timely decisions regarding required disclosure.
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Changes in Internal Controls.

There have not been any changes in our internal control over financial reporting (as defined in Rule 13a-15(f) under the Exchange Act) during
the quarter ended September 30, 2011 that have materially affected or are reasonably likely to materially affect our internal control over
financial reporting.

Limitations of the Effectiveness of Internal Control

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

PART II. OTHER INFORMATION

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

On January 3, 2011, June 2, 2011 and August 3, 2011, we issued a total of 46,453 shares of our common stock to our nine outside directors.
These shares 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. Such shares were issued in consideration of the recipients service on the Board and on Board committees and were
issued in a transaction exempt from registration pursuant to section 4(2) of the Securities Act of 1933.

ITEM 6. Exhibits

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

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

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

322 Certification of the Chief Financial Officer of the Corporation Pursuant to Section 1350 of Chapter 63 of Title 18 of the United States
Code Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
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The following financial information from Lime Energy Co s Quarterly Report on Form 10-Q for the period ended September 30, 2011,
filed with the SEC on November 8, 2011, formatted in Extensible Business Reporting Language (XBRL): (i) the Consolidated
Statement of Income for the three and nine-month month periods ended September 30, 2011 and 2010, (ii) the Consolidated Balance
Sheet at September 30, 2011 and December 31, 2010, (iii) the Consolidated Statement of Cash Flows for the three-month and
nine-month periods ended September 30, 2011 and 2010, and (iv) Notes to Consolidated Financial Statements.*
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*  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.

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: November 8, 2011 By: /s/ John O Rourke
John O Rourke
President and Chief Executive Officer
(principal executive officer)

Dated: November 8, 2011 By: /s/ Jeffrey Mistarz
Jeffrey Mistarz
Chief Financial Officer (principal
financial and accounting officer)
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