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CAUTIONARY STATEMENT REGARDING FORWARD LOOKING INFORMATION

This Annual Report on Form 10-K (this “10-K”) contains statements that constitute forward-looking statements as that

term is defined by the Private Securities Litigation Reform Act of 1995, as amended. These statements concern our

business, operations and financial performance and condition as well as our plans, objectives and expectations for our

business operations and financial performance and condition, which are subject to risks and uncertainties. All

statements other than statements of historical fact included in this 10-K are forward-looking statements. These

statements may include words such as “aim,” “anticipate,” “assume,” “believe,” “can have,” “could,” “due,” “estimate,” “expe:
“intend,” “likely,” “may,” “objective,” “plan,” “potential,” “positioned,” “predict,” “should,” “target,” “will,” “would” and oth
terms of similar meaning in connection with any discussion of the timing or nature of future operating or financial
performance or other events or trends. For example, all statements we make relating to our plans and objectives for

future operations, growth or initiatives and strategies are forward-looking statements.

EEINT3 29 ¢ 99 ¢ 29 ¢

These forward-looking statements are based on current expectations, estimates, forecasts and projections about our
business and the industry in which we operate and our management’s beliefs and assumptions. We derive many of our
forward-looking statements from our own operating budgets and forecasts, which are based upon many detailed
assumptions. While we believe that our assumptions are reasonable, we caution that predicting the impact of known
factors is very difficult, and we cannot anticipate all factors that could affect our actual results.

All of our forward-looking statements are subject to risks and uncertainties that may cause our actual results to differ
materially from our expectations. Important factors that could cause actual results to differ materially from our
expectations include, but are not limited to:

our ability to adequately complete projects in a timely manner,
our ability to compete successfully in the highly competitive energy services market,
changes in state, local and regional economies and government budgets,

- our ability to win new contracts, to renew existing contracts (including with our three primary customers and the two
primary customers of recently acquired Lime Energy Inc. (“Lime Energy”)) and to compete effectively for contracts
awarded through bidding processes,

- our ability to successfully integrate our acquisitions, including our recent acquisition of Lime Energy, and execute
on our growth strategy, and
our ability to obtain financing and to refinance our outstanding debt as it matures.

The above is not a complete list of factors or events that could cause actual results to differ from our expectations, and

we cannot predict all of them. All written and oral forward-looking statements attributable to us, or persons acting on

our behalf, are expressly qualified in their entirety by the cautionary statements disclosed under “Risk Factors,”

“Management’s Discussion and Analysis of Financial Condition and Results of Operations” and elsewhere in this 10-K,

as such disclosures may be amended, supplemented or superseded from time to time by other reports we file with the

Securities and Exchange Commission (the “SEC”), including subsequent Annual Reports on Form 10-K and Quarterly

Reports on Form 10-Q, Current Reports on Form 8-K, and public communications. You should evaluate all

forward-looking statements made in this 10-K and otherwise in the context of these risks and uncertainties.

Potential investors and other readers are urged to consider these factors carefully in evaluating the forward-looking
statements and are cautioned not to place undue reliance on any forward-looking statements we make. These
forward-looking statements speak only as of the date of this 10-K and are not guarantees of future performance or
developments and involve known and unknown risks, uncertainties and other factors that are in many cases beyond
our control. Except as required by law, we undertake no obligation to update or revise any forward-looking statements
publicly, whether as a result of new information, future developments or otherwise.
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PART I

ITEM 1. BUSINESS
Overview

We are a provider of professional technical and consulting services to utilities, private industry, and public agencies at
all levels of government. We enable our clients to realize cost and energy savings by providing a wide range of
specialized services.

We seek to establish close working relationships with our clients and expand the breadth and depth of the services we
provide to them over time. We operate our business through a nationwide network of offices spread across 20 states
and the District of Columbia. Our business with public and private utilities is concentrated primarily in California and
New York, including 16 of the 25 largest electric utilities and five of the 10 largest municipal utilities in the United
States. Our business with public agencies is concentrated in California, New York and Arizona. We also serve special
districts, school districts, a range of public agencies and private industry.

We operate within two segments for financial reporting purposes, Energy and Engineering and Consulting.

Our Energy segment consists of the business of our subsidiary, Willdan Energy Solutions (“WES”), which offers energy
efficiency and sustainability consulting services to utilities, public agencies and private industry under a variety of
business names, including Willdan Lighting & Electric, Abacus Resource Management Company, 360 Energy
Engineers, LLC, Genesys Engineering P.C., Integral Analytics, Inc., Newcomb Anderson McCormick, Inc. and Lime
Energy. This segment is currently our largest segment based on contract revenue, representing approximately 72% and
73% of our consolidated contract revenue for fiscal years 2018 and 2017, respectively. We expect that consolidated
contract revenue generated from our Energy segment as a percentage of our total consolidated contract revenue will
continue to grow in fiscal year 2019 as a result of our acquisition of Lime Energy.

Our Engineering and Consulting segment includes the operations of our subsidiaries, Willdan Engineering, Willdan
Infrastructure, Public Agency Resources, Willdan Financial Services and Willdan Homeland Solutions. Willdan
Engineering provides civil engineering related construction management, building and safety, city engineering, city
planning, geotechnical, material testing and other engineering consulting services to our clients. Willdan Infrastructure
provides engineering services to larger rail, port, water, mining and other civil engineering projects. Public Agency
Resources primarily provides staffing to Willdan Engineering. Willdan Financial Services provides economic and
financial consulting to public agencies. Willdan Homeland Solutions provides national preparedness and
interoperability services and communications and technology solutions. Contract revenue for the Engineering and
Consulting segment represented approximately 28% and 27% of our consolidated contract revenue for fiscal years
2018 and 2017, respectively.

We were founded in 1964 and Willdan Group, Inc., a Delaware corporation, was formed in 2006 to serve as our
holding company. Historically, our clients have been public agencies in communities with populations ranging from
10,000 to 300,000 people. We believe communities of this size are underserved by large outsourcing companies that
tend to focus on securing large federal and state projects and private sector projects. Since expanding into energy
efficiency services, our client base has grown to include investor-owned and other public utilities as well as
substantial energy users in government and business.

Since December 31, 2014, we have successfully completed seven acquisitions:
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On January 15, 2015, we and our wholly-owned subsidiary WES acquired all of the outstanding shares of Abacus
Resource Management Company, an Oregon-based energy engineering company, and substantially all of the assets
of 360 Energy Engineers, LLC, a Kansas-based energy engineering company.

- On April 3, 2015, our wholly-owned subsidiary, Willdan Financial Services, acquired substantially all of the assets

of Economists LL.C, a Texas-based economic analysis and financial solutions firm serving the municipal and public
sectors.
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- On March 4, 2016, we and WES acquired substantially all of the assets of Genesys Engineering, P.C., a New
York-based energy engineering firm.

- On July 28, 2017, we and WES acquired Integral Analytics, Inc., a data analytics and software company.

- On April 30, 2018, we and WES acquired Newcomb Anderson McCormick, Inc., an energy engineering and
consulting company with offices in San Francisco and Los Angeles that provides clients with mechanical
engineering expertise and comprehensive energy efficiency programs and services.

- On November 9, 2018, we and WES acquired Lime Energy, a designer and implementer of energy efficiency
programs for utility clients.

Our Markets

We provide energy efficiency and sustainability, engineering, construction management and planning, economic and
financial consulting and national preparedness and interoperability services primarily to public agencies and utilities,
as well as private utilities and firms. We believe the market for these services is, and will be, driven by a number of
factors, including:

- Increased demand for services and solutions that provide energy efficiency, sustainability, water conservation,
infrastructure development and renewable energy in the public and private sectors;
Aging infrastructure, which leads to a need for increased capacity in engineering consulting
services;
- The need for small and medium sized communities to obtain highly specialized services without incurring the costs
of hiring permanent staffing and the associated support structure;
Demand by constituents for a wider variety of services; and
- Government funding programs and various state legislation that provide funds for local communities to provide
services to their constituents.
Energy Services

In response to an increased awareness of global warming and climate change issues, private industry and public
agencies are increasingly seeking out cost effective, turnkey solutions that provide innovative energy efficiency,
renewable energy, water conservation and sustainability services. State and local governments are frequently turning
to specialized resource conservation firms to strike the balance between environmental responsibility and economic
competitiveness. Our consultants have the expertise to develop efficient and cost effective solutions. The use of
energy efficiency services, including audits, program design, benchmark analysis, metering and partnerships provides
government agencies, utilities and private firms with the ability to realize long term savings.

Engineering and Consulting Services

Our Engineering and Consulting segment provides a variety of services to a diverse customer base, with a focus on
providing our customers with design, construction oversight, advisory and training services. Many of our customers
find it more efficient to outsource such services to service providers rather than maintain the necessary staff and
resources to provide such services themselves. For example, we design and provide construction oversight of public
infrastructure projects for federal, state and local governments who have increased their infrastructure-related funding
as a result of population growth, increase in local and state funding and aging infrastructure. Relatedly, we provide
consulting services to public agencies as they raise the necessary funds to develop such infrastructure projects and
provide other services. We also advise public agencies on disaster and emergency preparedness which, as a result of
terrorist attacks and natural and man-made disasters over the last two decades, have placed increased strain on state,
regional and local agencies.

3
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Our Services

We specialize in providing professional technical and consulting services to utilities, private industry and public
agencies at all levels of government. Our core client base is composed of public and private utilities, commercial and
industrial firms, cities, counties, special districts, other local and state agencies and tribal governments.

We offer services in two segments: (1) Energy and (2) Engineering and Consulting. The interfaces and synergies
among these segments are key elements of our strategy. Management established these segments based upon the
services provided, the different marketing strategies associated with these services and the specialized needs of their
respective clients. The following table presents, for the years indicated, the approximate percentage of our
consolidated contract revenue attributable to each segment. We expect that consolidated contract revenue generated
from our Energy segment as a percentage of our total consolidated contract revenue will continue to grow in fiscal
year 2019 as a result of our acquisition of Lime Energy.

Fiscal Year
2018 2017 2016
Energy 72 % 73 % 68 %
Engineering and Consulting 28 % 27T % 32 %
See Note 13 “—Segment Information” for additional segment information.

Energy Services

We commenced providing energy services with the creation of our subsidiary, WES and its acquisition of Intergy
Corporation in fiscal year 2008. Since then, we have grown our Energy segment through organic growth and through
the acquisitions by WES of all of the capital stock or substantially all of the assets of Abacus Resource Management
Company and 360 Energy Engineers, LLC in January 2015, Genesys Engineering, P.C. in March 2016, Integral
Analytics, Inc. in July 2017, Newcomb Anderson McCormick, Inc. in April 2018 and Lime Energy in November
2018.

Through WES and its subsidiaries, we provide specialized, innovative, comprehensive energy solutions to businesses,
utilities, state agencies, municipalities, and non profit organizations in the U.S. Our experienced engineers, consultants
and staff help our clients realize cost and energy savings by tailoring efficient and cost effective solutions to assist
them in optimizing their energy spend. Our energy services include comprehensive surveys, program design, master
planning, benchmarking analyses, design engineering, construction management, performance contracting,

installation, alternative financing, and measurement and verification services.

We believe that our recent acquisition of Lime Energy will further expand our presence in the energy services market
and enhance our product offerings. The acquisition of Lime Energy provides us the opportunity to diversify our
geographical presence, including in the southeastern and mid-Atlantic regions of the United States where we
previously had limited operations. Lime Energy also expands our utility customer base, as Lime Energy delivers
energy efficiency programs to some of the largest electric utilities that were not previously our clients. In addition, we
believe that the acquisition of Lime Energy will better position us to take advantage of the anticipated upcoming
expansions in energy efficiency budgets and contracts in California and the Northeastern United States.

Our range of energy efficiency services are described below:

Energy Efficiency. We provide complete energy efficiency consulting and engineering services, including: program
design, management and administration; marketing, customer outreach, and project origination; energy audits and

12



Edgar Filing: Willdan Group, Inc. - Form 10-K

feasibility analyses; retro commissioning; implementation, training and management; data management and reporting;
and measurement and verification services.

Program Design and Implementation. We assist utilities and governmental clients with the design, development and
implementation of energy efficiency plans and programs. These plans include energy efficiency

4
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design, outreach implementation, water conservation, renewable energy planning and greenhouse gas reduction
strategies.

Direct Customer Support. We assist clients (including utilities, schools and private companies) in developing and
managing facilities and related infrastructures through a holistic, practical approach to facility management. Our
services cover audits, local compliance, operations and maintenance review, renewable energy planning, master plans,
infrastructure analyses, Leadership in Energy and Environmental Design (LEED) certification for buildings, and
energy spend and greenhouse gas reduction strategies.

Turnkey Facility and Infrastructure Projects. We provide turnkey/design-build facility and infrastructure improvement
projects to a wide array of public and private clients including municipalities, county governments, public and private
K-12 schools, and higher education institutions. Our services cover preliminary planning, project design, construction
management, commissioning and post-project support and measurement and verification services.

Representative Projects. The following are examples of typical ongoing projects in the Energy segment:

- Consolidated Edison, New York. We serve as Consolidated Edison’s program manager and implementer for its CDI
program across the utility’s New York City and Westchester County service area. This new program replaces and
expands Consolidated Edison’s predecessor SBDI program, which we had implemented since 2009, by increasing the
size of eligible commercial customers and diversifying the program offerings. The CDI program, Consolidated
Edison’s largest energy efficiency program, helps customers save energy, lower their bills and protect the
environment by providing financial incentives to identify and buy down the cost of energy efficiency measures. To
support this effort, we provide full-service program implementation including outreach and direct sales to potential
commercial customers, on-site energy efficiency assessments, direct implementation of energy savings measures and
subcontractor management. During the fiscal year 2018, we delivered over 9 megawatts of electric demand
reduction in the load pocket and over 85 million kilowatt hours of energy savings across the CDI program.

- Dormitory Authority-State New York (“DASNY”), New York. WES provides services to Genesys in its performance
of rehabilitation and construction management work and architectural and engineering services at various sites
within New York State for DASNY under these contracts, including energy efficient design, utility cost evaluation,
and various regulatory compliance services. Specific project descriptions are set out by DASNY in work
authorizations, which are issued under the terms of the contracts.

Marshak Science Building Rehabilitation, The City University of New York. The Marshak Science
Building is a mid-rise, 750,000 square foot science building, which consists of a 350,000 square foot
13-story tower and 300,000 square foot plaza level and underground. The science building includes
research and teaching labs, a vivarium, a morgue, office areas, a library, an auditorium, a gymnasium
and a pool. We are responsible for the study, design and construction management for a renovation of
the Marshak Science Building that includes the retrofit of 200 standard flow fume hoods to low flow
high efficiency hoods and installation of high entrainment fume hood exhaust systems, new lab
make-up air units with heat recovery, liquid desiccant dehumidification systems, new supply air risers
and general exhaust risers throughout the tower, new hot water and chilled water risers, new central
station air handling equipment, new high temperature hot water to low temperature hot water heat
exchangers and lab fit-out with chilled beam secondary heating and cooling.

- San Diego Gas and Electric (“SDG&E”), California. We provide peak-load reduction and energy savings to SDG&E
by coordinating the installation of proven energy efficiency measures, including chiller retrofits, chiller
variable-frequency drives (“VFDs”), HVAC VFDs, evaporative cooling, demand control ventilation, two-way valves,

14
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and chilled water pump VFDs. These measures produce both peak-load reductions and energy savings. During the
fiscal year 2018, we delivered 4.6 megawatts of load reduction and energy savings.
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- Healthcare Energy Efficiency Program (“HEEP”), Southern California Edison (“SCE”). We are the implementer of
HEEP, which offers full-service support to healthcare-related facilities to implement energy efficiency projects
related to lighting, HVAC, boilers, medical equipment, building automation systems, VFDs, sensors, vending
controls and retro-commissioning. We perform ASHRAE Level I and II audits and ongoing analysis and support of
installed measures and develop customized energy efficiency measures including energy savings and peak demand
reduction estimates. Further, we provide financial calculations including forecasted cost savings, payback, and return
on investment, assist with contractor referrals, request for proposals and oversight of installation and perform and
install M&V to ensure achieved energy savings.

- Baldwin High School, Kansas. We are providing a central plant HVAC replacement and building wide HVAC
controls installation. We installed a new chilled water and boiler plant and refurbished two large air handling units.
We also installed new heating hot water control valves on all variable air volume boxes and new HVAC controls.

- Entergy Corporation, Louisiana. We are supporting Entergy’s investments in grid data and analytics capabilities
across its electric distribution footprint by adopting LoadSEER, the modeling application of Integral Analytics.
LoadSEER was developed to provide unique insights and modeling capability for distributed energy resources
(“DERs”) and the evolving distribution grid. The application is used in short- and long-term circuit-level planning and
to proactively integrate renewables, energy storage, and efficiency investments. LoadSEER combines multi-layer
risk, geospatial, and scenario modeling; utilities’ existing tools; engineering efforts; and multiple data sources in
order to deliver dynamic, granular load profiles and perform valuation analyses.

Engineering and Consulting Services

We provide a broad range of engineering and consulting services to the public sector and limited services to the
private sector. In general, contracts for engineering and consulting services (as opposed to construction oversight
contracts) are awarded by public agencies based primarily upon the qualifications of the engineering professional,
rather than the proposed fees. We have longstanding relationships with many of these agencies and are recognized as
having relevant expertise and customer focused services. A substantial percentage of our work is for existing clients
that we have served for many years.

Since 1999, our subsidiary Willdan Financial Services, a public finance consulting business, has supplemented the
engineering services that we offer our clients. In general, we supply expertise and support for the various financing
techniques employed by public agencies to finance their operations and infrastructure. We also support the mandated
reporting and other requirements associated with these financings. We do not provide underwriting or financial
advisory services for municipal securities. Further, our subsidiary Willdan Homeland Solutions provides emergency
preparedness planning, emergency preparedness training and emergency preparedness exercises that focus on
integrating local resources and assets within state and federal systems to cities, counties and related municipal service
agencies, such as utility and water companies, as well as school districts, port and transportation authorities, tribal
governments and large business enterprises with a need for homeland security related services.

The following are examples of the services that we provide in the Engineering and Consulting segment:

Building and Safety. Our building and safety services range from managing and staffing an entire municipal building
department to providing specific outsourced services, such as plan review and field inspections. Other related services
that we offer under this umbrella include performing accessibility compliance and providing disaster recovery teams,
energy compliance evaluations, permit processing and issuance, seismic retrofitting programs, and structural plan
review. Many of our building and safety services engagements are with municipalities and counties where we
supplement the capacity of in house staff.

City Engineering and Code Enforcement. We provide municipalities with city engineering services and assist
municipalities with the development, implementation and enforcement of building and development codes. These
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services are tailored to the unique needs of each municipality, ranging from staffing an entire engineering department
to carrying out specific projects within a municipality.

Development Review. We offer development plan review and inspection services including Americans with
Disabilities Act (“ADA”) compliance, preliminary and final plats (maps), grading and drainage services, complete
infrastructure improvements for residential site plans, commercial site plans, industrial development and subdivision,
and major master plan development services. Previously, we have reviewed grading plans, street lighting and traffic
signal plans, erosion control plans, storm drain plans, street improvement plans, and sewer water and utility plans.

Disaster Recovery. We provide disaster recovery services to cities, counties and local government. Our experience in
disaster recovery includes assisting communities in the disaster recovery process following earthquakes, firestorms,
mudslides and other natural disasters. We typically organize and staff several local disaster recovery centers which
function as “one stop permit centers” that guarantee turn around performance for fast track plan checking and inspection
services. Additionally, we have performed street and storm drain clean up, replacement or repair of damaged storm
drains, streets, and bridges, debris management and preparation and implementation of a near term erosion and

sediment control program.

Geotechnical. Our geotechnical and earthquake engineering services include soil engineering, earthquake and seismic
hazard studies, geology and hydrogeology engineering, and construction inspection. We operate a licensed, full service
geotechnical laboratory at our headquarters in Anaheim, California, which offers an array of testing services,

including construction materials testing and inspection.

Planning and Surveying. We assist communities with a full range of planning services, from the preparation of

long range policy plans to assistance with the day-to-day operations of a planning department. For several cities, we
provide contract staff support, which range from staffing entire departments to providing interim or long-term services
to entities that have determined that it is not cost-effective to have a full-time engineer on staff, to relieve peak
workload situations or to fill vacant positions during a job search. Typical assignments include land use studies,
development of specific plans or general plan elements, design guidelines, and zoning ordinances. We also provide
surveying and mapping services, including major construction layout, design survey, topographic survey, aerial
mapping, Geographic Information Systems, and right-of-way engineering.

Program and Construction Management. We provide comprehensive program and construction management services
to our public sector clients. These services include construction administration, inspection, observation, labor
compliance, and community relations, depending on the client’s needs and the scope of the specific project. Our
construction management experience encompasses projects such as streets, bridges, sewers and storm drains, water
systems, parks, pools, public buildings, and utilities.

Structures. Our structural engineering services include bridge design, bridge evaluation and inspection, highway and
railroad bridge planning and design, highway interchange design, railroad grade separation design, bridge seismic
retrofitting, building design and retrofit, sound wall and retaining wall design, and planning and design for bridge
rehabilitation and replacement.

Transportation and Traffic. We provide a wide range of services relating to transportation, traffic and other
infrastructure projects. For example, our transportation engineering services cover a full spectrum of support
functions, including right of way, utility relocation, landscape, survey and mapping, geographic information systems,
public outreach, and interagency coordination. Our traffic engineering services include serving as the contract city
traffic engineer in communities, as well as performing design and traffic planning projects for our clients.
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Water Resources. We assist clients in addressing the many facets of water development, treatment, distribution and
conservation, including energy savings, technical, financial, legal, political, and regulatory requirements. Our core
competencies include hydraulic modeling, master planning, rate studies and design and construction services. Our
design experience includes reservoirs, pressure reducing stations, pump and lift stations, and pipeline alignment
studies, as well as water/wastewater collection, distribution, and treatment facilities. We also provide a complete

analysis and projection of storm flows for use in drainage master plans and for individual storm drain systems to
reduce flooding in streets and
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adjacent properties. We design open and closed storm drain systems and detention basin facilities, for cities, counties
and the Army Corp of Engineers.

District Administration. We administer special districts on behalf of public agencies. The types of special districts
administered include community facilities districts (in California, Mello Roos districts), assessment districts, landscape
and lighting districts, school facilities improvement districts, benefit assessment districts, fire suppression districts,

and business improvement districts. Our district administration services include calculating the annual levy for each
parcel in the district; billing charges directly or through a county tax roll; preparing the annual Engineer’s Report,
budget and resolutions; reporting on collections and payment status; calculating prepayment quotes; and providing
financial analyses, modeling and budget forecasting.

The key to our district administration services is our proprietary software package, MuniMagic+SM: Municipal
Administration & Government Information Coordinator, which we developed internally to redefine the way we
administer special districts. MuniMagic+SM is a database management program that maintains parcel data; calculates
special taxes, assessments, fees and charges; manages payment tracking; maintains bond related information in a
single, central location; and provides reporting, financial modeling and analysis at multiple levels of detail.
MuniMagic+SM offers a significant competitive advantage in an industry driven by the ability to accurately process
large quantities of data.

Financial Consulting. We perform economic analyses and financial projects for public agencies, including fee and
rate studies, such as cost allocation studies and user fee analysis; utility rate analysis and utility system appraisals and
acquisitions; economic development and redevelopment planning; Community Choice Aggregation feasibility studies,
in which local entities contemplate aggregating buying power in order to secure alternative energy supply contracts;
real estate and market analysis associated with planning efforts, and development fee studies; special district
formation and other special projects.

Federal Compliance. We offer several services that support bonded debt compliance reporting for cities, counties,
states, school districts, water districts, housing authorities, 501C-3 and other municipal entities. We provide federal
compliance services to approximately 750 issuers in 42 states and the District of Columbia managing approximately
$70 billion in municipal debt.

Emergency Preparedness, Planning and Training. We design, develop, implement, review and evaluate public and
private agencies’ emergency operations and hazard mitigation preparedness and plans and provide customized training
courses and exercises.

The following are examples of typical projects we have in the Engineering and Consulting segment:

- City of Palm Springs, California, Engineering and Construction Management Services. We provide construction
management and public works inspection services related to the City’s Police Department Remodel Project. The
project involves the remodeling of the training center, lobby, records area, detective bureau, and men’s and women’s
locker rooms. We are acting as Owner’s Representative and Construction Manager responsible for coordinating all
aspects of the construction, including coordination with the City’s Building Inspection Staff.

- Contra Costa County, California, City Engineering Services. We provide finance review, financial analysis, and
contact administration services for the Contra Costa County Public Works Department. Willdan is providing
municipal services in a variety of professional and technical administrative and finance measures.

- County of Los Angeles, California, Traffic Engineering Services. We provide professional traffic engineering
services for the Lower Azusa Road/Los Angeles Street Traffic Signal Synchronization Project. The services include
meetings and project coordination with Los Angeles County and various municipalities as well as field review,
equipment inventory, report for recommended improvements, traffic signal base plans, traffic signal improvement
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corridor.
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- County of Orange, California, Code Enforcement Services. Our code enforcement team is responsible for responding
to citizen concerns and investigations of a variety of code violations throughout the unincorporated areas of Orange
County in support of its Neighborhood Preservation Program, including the reviewing, processing, and closing of
code enforcement cases related to land use, zoning, building, grading, nuisance, and property maintenance
violations. Our staff performs review of all case files, inspection of properties, filing notices and complaints against
violators, documenting, and preparing violation cases for the district attorney’s office and/or County counsel and
testifying in court. We assist in the entitlement/development process consisting of general land use, zoning and
building violations.

- State of Nevada, Building and Safety Services. We have provided building safety/plan check services for the State of
Nevada Public Works Department since 2007. Projects for the State of Nevada include several for the University of
Nevada, Las Vegas and Reno campuses. The projects consist of installation of photo voltaic and parking lot lighting
upgrades, new baseball clubhouse, to the complete structural upgrade and remodel of several historic buildings at the
Reno campus.

- Town of Superior, Arizona, Various Engineering Services. We have been working in the Town of Superior for over
twenty years and we report directly to the Mayor and Town Manager. There are several large projects coming up in
2019 including: Community Center Planning and Design, the New Town Park Extension, working with the local
mine company (Magma BHP), resurfacing local streets, Magma Historic Bridge Restoration and several private
development projects in the historic downtown area.

- Property Assessed Clean Energy (“PACE”). PACE is a financing mechanism that enables low-cost, long-term funding
for energy efficiency, renewable energy and water conservation projects. PACE financing is repaid as an assessment
on the property owner’s regular tax bill, and is processed the same way as other local public benefit assessments that
have been utilized for decades. Depending on local legislation, PACE can be used to pay for new heating and
cooling systems, solar panels, insulation and more for commercial, nonprofit and residential properties. This allows
property owners to implement improvements without a large up-front cash payment. We have partnered with
Ygrene Energy Fund to provide a national PACE program. The program spans over 40 counties in California and 10
counties in Florida, and it is currently expanding into Texas, Missouri and Georgia.

- New York State Metropolitan Transportation Authority - Advanced Security and Emergency Response Training.

We are providing an advanced, instructor led, decision-based curriculum that incorporates video scenarios and
simulations, creating a realistic training environment and facilitating discussion for this effort. The knowledge and
skills taught in this course enables “first contact” employees, as “on-scene” responders, to better secure themselves and
their peers, as well as their work environment and customers, by quickly reacting to potentially threatening and
stressful events and emergencies. The curriculum supporting the Phase III First Line of Defense course received
Federal Emergency Management Agency approval, through the National Training and Education Division, for
inclusion in the Approved Sponsored Course Catalog.

- US Department of Homeland Security, Federal Emergency Management Agency, National Exercise Division. We
are currently a part of a team of firms providing emergency preparedness exercise planning and conduct technical
assistance for jurisdictions across the U.S., in support of the Federal Emergency Management Agency, National
Exercise Division’s National Exercise Program. Willdan supports the implementation of this program by leading the
design, planning, delivery, and evaluation of emergency preparedness response and recovery training exercises, for
jurisdictions, regions, and states throughout the U.S.

Clients

Our clients primarily consist of investor and municipal owned utilities, public and governmental agencies including
cities, counties, redevelopment agencies, water districts, school districts and universities, state agencies, federal
agencies and a variety of other special districts and agencies. We also provide services to private industry.

9
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We are organized to profitably manage numerous small and large contracts at the same time. Our contracts typically
range from $1,000 to over $10,000,000 in contract revenue. Our contracts typically have a duration of between two
and thirty-six months, although we have city services contracts that have been in effect for over 30 years. At
December 28, 2018, we had approximately 3,549 open projects.

Our largest clients are based in New York and California. In fiscal year 2018, services provided to clients in California
accounted for approximately 35% of our contract revenue and services provided to clients in New York accounted for
approximately 29% of our contract revenue.

Along with our more typical shorter-term projects, we also derive substantial revenue from three significant long-term
contracts with Consolidated Edison of New York, Inc. (“Consolidated Edison”), the City of Elk Grove (the “City of Elk
Grove”) and the Dormitory Authority-State of New York (“DASNY”). For fiscal year 2018, Consolidated Edison, City of
Elk Grove and DASNY represented 19%, 9% and 8%, respectively, of our consolidated contract revenue.

In January 2017, we announced a new three-year contract with Consolidated Edison to implement Consolidated
Edison’s Commercial Direct Install (“CDI”) program across the utility's New York City and Westchester County service
area. This program replaced and expanded Consolidated Edison's Small Business Direct Install (“SBDI”) program,
which we had implemented since 2009, by increasing the size of eligible commercial customers and diversifying the
program offerings. The Consolidated Edison contract continues through the end of 2019. The CDI program,
Consolidated Edison's largest energy efficiency program, helps customers save energy, lower their bills and protect
the environment by providing financial incentives to identify and buy down the cost of energy efficiency measures. To
support this effort, we provide full-service program implementation including outreach and direct sales to potential
commercial customers, on-site energy efficiency assessments, direct implementation of energy savings measures and
subcontractor management. While the contract does not obligate Consolidated Edison to engage us for a minimum
amount of services, the contract terms, including amendments, provide for an anticipated budget for our services of up
to $91.7 million of services over a three-year period, of which $35.2 million remained as of December 28, 2018.
Consolidated Edison may terminate the contract at any time for any reason.

In connection with our acquisition of substantially all of the assets of Genesys Engineering, P.C. (“Genesys”) in March
2016, we entered into an administrative services agreement with Genesys pursuant to which our subsidiary, WES,
provides Genesys with ongoing administrative, operational and other non-professional support services. Under such
administrative services agreement, WES provides administrative services for a series of Genesys’s DASNY contracts.
WES provides administrative services to Genesys in its performance of rehabilitation and construction work and
architectural and engineering services at various sites within New York State for DASNY under these contracts,
including energy efficient design, utility cost evaluation and review, and various regulatory compliance services.
Specific project descriptions are set out by DASNY in work authorizations, which are issued under the terms of the
contracts. The termination dates of the DASNY contracts vary; the latest of which was February 13, 2019. Work
authorized but not yet completed under this contract continues to be bound by the terms of the agreement beyond the
termination date until completion of the projects. Genesys expects to receive an amendment from DASNY to the
master contract extending the termination date under DASNY’s option to extend this contract term twice, one year at a
time. DASNY may at any time terminate any of the contracts or suspend all projects, for its convenience and without
cause.

Further, with our acquisition of Lime Energy in November 2018, we assumed Lime Energy’s customer relationships
with Los Angeles Department of Water and Power and Duke Energy Corp. For Lime Energy’s fiscal year ended
December 31, 2017, revenue generated from Lime Energy’s utility programs associated with Los Angeles Department
of Water and Power and Duke Energy Corp. represented 67% of Lime Energy’s consolidated revenue. The amounts
due from these two utilities represented 43% of the outstanding accounts receivable of Lime Energy as of December
31, 2017. For the nine months ended September 30, 2018, these utility programs represented 66% of Lime Energy’s
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Contract Structure

We generally provide our services under contracts, purchase orders or retainer letters. The agreements we enter into
with our clients typically incorporate one of three principal types of pricing provisions:

- Time-and-materials provisions provide for reimbursement of costs and overhead plus a fee for labor based on the
time expended on a project multiplied by a negotiated hourly billing rate. The profitability achievable on a
time-and-materials basis is driven by billable headcount and cost control.

- Unit-based provisions require the delivery of specific units of work, such as energy efficiency savings goals
measured in kWh or Therms, arbitrage rebate calculations, dissemination of municipal securities continuing
disclosure reports, or building plan checks, at an agreed price per unit, with the total payment under the contract
determined by the actual number of units performed.

- Fixed price provisions require all work under a contract to be performed for a specified lump sum, which may be
subject to adjustment if the scope of the project changes. Contracts with fixed price provisions carry certain inherent
risks, including risks of losses from underestimating costs, delays in project completion, problems with new
technologies, price increases for materials, and economic and other changes that may occur over the contract period.
Consequently, the profitability, if any, of fixed price contracts can vary substantially. Willdan typically hedges some
of these risks through the use of fixed price subcontracts for services, material and equipment.

The following table presents, for the periods indicated, the approximate percentage of our contract revenue subject to

each type of pricing provision:

Fiscal Year

2018 2017
Time-and-materials 27 % 19 %
Unit-based 47 % 32 %
Fixed price 26 % 49 %
Total 100 % 100 %

In relation to the pricing provisions, our service-related contracts, including operations and maintenance services and a
variety of technical assistance services, are accounted for over the period of performance, in proportion to the cost of
performance. Award and incentive fees are recorded when they are fixed and determinable and consider customer
contract terms.

For time-and-materials and fixed price contracts, we bill our clients periodically in accordance with the contract terms
based on costs incurred, on either an hourly fee basis or on a percentage of completion basis, as the project progresses.
For unit-based contracts, we bill our clients upon delivery of the contracted item or service, and in some cases, in
advance of delivery.

Our contracts come up for renewal periodically and at the time of renewal may be subject to renegotiation, which
could impact the profitability on that contract. In addition, during the term of a contract, public agencies may request
additional or revised services which may impact the economics of the transaction. Most of our contracts permit our
clients, with prior notice, to terminate the contracts at any time without cause. While we have a large volume of
transactions and generally low customer concentration, the renewal, termination or modification of a contract may
have a material effect on our consolidated operations.

Competition

The market for our services is highly fragmented. We often compete with many other firms ranging from small local
firms to large national firms. Contract awards are based primarily on qualifications, relevant experience, staffing
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Doing business with utilities and governmental agencies is complex and requires the ability to comply with intricate
regulations and satisfy periodic audits. We have been serving cities, counties, special districts and other public
agencies for over 50 years. We believe that the ability to understand these requirements and to successfully conduct
business with utilities, governmental entities and agencies is a barrier to entry for potential competitors.

Our competition varies by type of client, type of service and geography. The range of competitors for any one project
can vary depending upon technical specialties, the relative value of the project, geographic location, financial terms,
risks associated with the work, and any client imposed restrictions. Unlike most of our competitors, we focus our
services on utilities and public sector clients. Utility and public sector clients generally choose among competing firms
by weighing the quality, experience, innovation and timeliness of the firm’s services. When selecting consultants for
engineering projects, many utilities and government agencies are required to, and others choose to, employ
Qualifications Based Selection (“QBS”). QBS requires the selection of the most technically qualified firms for a project,
while the financial and legal terms of the engagement are generally secondary.

Our competition varies geographically. Although we provide services in several states, we may be stronger in certain
service lines in some geographical areas than in other regions. Similarly, some of our larger competitors are stronger
in some service lines in certain localities but are not as competitive in others. Our smaller competitors generally are
limited both geographically as well as by the services they are able to provide.

We believe that our Energy and Engineering and Consulting segments compete with numerous competitors and no
single competitor has sufficient market share to influence the market.

Insurance

We currently maintain the following insurance coverage: commercial general liability insurance, automobile liability
insurance, workers’ compensation and employer’s liability insurance and cyber liability insurance. We also carry
professional liability insurance and an umbrella/excess liability insurance. We are liable to pay these claims from our
assets if and when the aggregate settlement or judgment amount exceeds our policy limits.

Employees

At December 28, 2018, we had approximately 927 full time employees and 275 part time employees. All Public
Agency Resources’ employees are classified as part time. Our employees include, among others, licensed electrical,
mechanical, structural and civil engineers, land surveyors, certified building officials, licensed geotechnical engineers
and engineering geologists, certified inspectors and plans examiners, licensed architects and landscape architects,
certified planners, and information technology specialists. We believe that we attract and retain highly skilled
personnel with significant industry experience and strong client relationships by offering them challenging
assignments in a stable work environment. We believe that our employee relations are good.

The following table sets forth the number of our employees in each of our business segments and our holding
company:

As of

Fiscal Year End

2018 2017 2016
Energy 677 381 334
Engineering and Consulting 469 448 446
Holding Company Employees (Willdan Group, Inc.) 56 53 51
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Total 1,202 882 831
At December 28, 2018, we contracted with approximately 100 former and current public safety officers to conduct
homeland security services training courses. These instructors are classified as subcontractors and not employees.
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Intellectual Property

The Willdan, Willdan Group, Inc., Willdan Engineering, Willdan Infrastructure, Willdan Financial Services, Willdan
Energy Solutions and Willdan Homeland Services names are service marks of ours, and we have obtained a service
mark for the Willdan and “W” logo. In connection with our acquisition of Integral Analytics, we have obtained the
patent for “Optimization of Microgrid Energy Use and Distribution.” In connection with our acquisition of Lime
Energy, we have obtained the service marks for the Enerpath, Enerworks and Lime/Green Dial Design. In addition,
we have obtained the registered copyright of Lime, Lime Energy, Lime Energy “less is more” design and Main Street
Efficiency. We have also obtained federal service mark registration with the United States Patent and Trademark
Office for the “Willdan” name, “Willdan Group, Inc.” name and the “extending your reach” tagline. We believe we have
strong name recognition in the western United States and New York, and that this provides us a competitive advantage
in obtaining new business. Consequently, we believe it is important to protect our brand identity through trademark
registrations. The name and logo of our proprietary software, MuniMagic+SM, are registered service marks of
Willdan Financial Services, and we have registered a federal copyright for the source code for the MuniMagic+SM
software.

Available Information

Our website is www.willdan.com and our investor relations page is under the caption “Investors” on our website. We
make available on this website under “SEC Filings,” free of charge, our annual reports on Form 10 K, quarterly reports
on Form 10 Q, current reports on Form 8 K, and amendments to those reports as soon as reasonably practicable after

we electronically file or furnish such materials to the SEC. We also make available on this website our prior earnings
calls under the heading “Investors—Investor Relations” and our Code of Ethical Conduct under the heading
“Investors—Corporate Governance.” The information on our website is not a part of or incorporated by reference into this
filing. The SEC maintains an Internet site that contains reports, proxy and information statements and other

information regarding our filings at http://www.sec.gov.

ITEM 1A. RISK FACTORS
Risks Relating to Our Business and Industry

We operate in a changing environment that involves numerous known and unknown risks and uncertainties that could
materially adversely affect our operations. Set forth below and elsewhere in this report and in other documents we file
with the SEC are descriptions of risks and uncertainties that could cause our actual results to differ materially from the
results and expectations contained in this report. Additional risks we do not yet know of or that we currently think are
immaterial may also affect our business operations. If any of the events or circumstances described in the following
risks actually occurs, our business, financial condition or results of operations could be materially adversely affected.

If we fail to complete a project in a timely manner, miss a required performance standard, or otherwise fail to
adequately perform on a project, then we may incur a loss on that project, which may reduce or eliminate our overall
profitability.

Our engagements often involve large scale, complex projects. The quality of our performance on such projects depends
in large part upon our ability to manage the relationship with our clients and our ability to effectively manage the
project and deploy appropriate resources, including third party contractors and our own personnel, in a timely manner.
We may commit to a client that we will complete a project by a scheduled date or that, when completed, a project will
achieve specified performance standards (e.g., some of our contracts stipulate certain energy savings requirements). If
the project is not completed by the scheduled date or fails to meet required performance standards, we may either

incur significant additional costs or be held responsible for the costs incurred by the client to rectify damages due to

29



Edgar Filing: Willdan Group, Inc. - Form 10-K

late completion or failure to achieve the required performance standards. The uncertainty of the timing of a project can
present difficulties in planning the amount of personnel needed for the project. If the project is delayed or canceled,
we may bear the cost of an underutilized workforce that was dedicated to fulfilling the project. In addition,
performance of projects can be affected by a number of factors beyond our control, including, among other things,
unavoidable delays from government inaction, public opposition, inability to obtain financing, weather conditions,
unavailability of vendor materials, changes in the project scope of services requested by our clients, industrial
accidents,
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environmental hazards, and labor disruptions. To the extent these events occur, the total costs of the project could
exceed our estimates, and we could experience reduced profits or, in some cases, incur a loss on a project, which may
reduce or eliminate our overall profitability. Further, any defects or errors, or failures to meet our clients’ expectations,
could result in claims for damages against us. Failure to meet performance standards or complete performance on a
timely basis could also adversely affect our reputation and client base.

We are susceptible to risks relating to the energy services industry, which represented 72% of our consolidated
contract revenue in fiscal year 2018, and a loss of customers or other downturn in demand for those services could
have a material impact on our revenues, profitability and financial condition.

Consolidated contract revenue generated from our Energy segment has continued to increase, from 49% of our
consolidated contract revenues in fiscal year 2014 to 72% of our consolidated contract revenues in fiscal year 2018.
This increase is primarily due to acquisitions we have made in this segment in recent fiscal years, including our
acquisition of Lime Energy in fiscal year 2018, as well as an increase in demand for these services. We expect that
consolidated contract revenue generated from our Energy segment as a percentage of our total consolidated contract
revenue will continue to grow in fiscal year 2019 as a result of our acquisition of Lime Energy. A loss of customers,
inability to procure or maintain contracts, or downturn in demand could have a material adverse impact on our
business, results of operations and financial condition. To address risks related to increased dependence on the energy
efficiency services business, we must do the following:

Maintain and expand our current utility relationships and develop new relationships;

Maintain, enhance and add to our existing energy efficiency services;

Execute our business and marketing strategies successfully; and
- Achieve the energy savings that are specified in our contracts.
If we are unable to accomplish these objectives and we suffer a downturn in business from energy efficiency services,
we may not be able to supplement the loss of revenue from our other services and it may result in lower revenues and
have an adverse impact on our business, results of operations and financial condition.

Our top three clients accounted for 36% of our consolidated contract revenue for fiscal year 2018 and Lime Energy’s
top two utility programs accounted for 66% of its consolidated contract revenue for the nine months ended September
30, 2018. If we have a loss or reduction of business from any of these clients or utility programs, it could result in
significant harm to our revenue, profitability and financial condition.

For fiscal year 2018, our top three clients accounted for 36% of our consolidated contract revenue. Consolidated
Edison, the City of Elk Grove and DASNY accounted for 19%, 9% and 8%, respectively, of our consolidated contract
revenue in fiscal year 2018. These clients are not committed to purchase any minimum amount of our services, as our
agreements with them are based on a “purchase order” model. As a result, they may discontinue utilizing some or all of
our services with little or no notice.

We acquired Lime Energy on November 9, 2018. For the nine months ended September 30, 2018, contract revenue
generated from Lime Energy’s utility programs associated with the Los Angeles Department of Water and Power and
Duke Energy Corp. represented 66% of Lime Energy’s consolidated contract revenue. The amounts due from clients
associated with these two utility programs represented 70% of outstanding accounts receivable of Lime Energy as of
September 30, 2018. These utility programs are not committed to purchase any minimum amount of Lime Energy’s
services, as their agreements with Lime Energy are based on a “purchase order” model. As a result, they may
discontinue utilizing some or all of Lime Energy’s services with little or no notice. As well, certain of Lime Energy’s
contracts (for example, Lime Energy’s contract relating to Los Angeles Department of Water and Power) are with
other entities that are periodically funded by the applicable utility. Such funding is subject to periodic renewal and is
outside the control of Lime Energy or its contract counterparty and may, at times, be delayed or inhibited.
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The loss of any of these clients or utility programs (or financial difficulties at either of these clients or utility
programs, which result in nonpayment or nonperformance) could have a significant and adverse effect on our
business, results of operations and financial condition. We expect Consolidated Edison, DASNY and the utility
programs associated with each of the Los Angeles Department of Water and Power and Duke Energy Corp. to
continue to account for a significant portion of our consolidated contract revenue for the foreseeable future. If these
clients or utility programs significantly reduce their business or orders with us, default on their agreements with us or
fail to renew or terminate their agreements with us, our business, results of operations and financial condition could be
materially and adversely affected. We may not be able to win new contracts to replace these contracts if they are
terminated early or expire as planned without being renewed.

In addition, the potential for requests from certain clients, including Consolidated Edison and City of Elk Grove, or
the utility programs associated with the Los Angeles Department of Water and Power and Duke Energy Corp. to
significantly increase the services we provide them requires us to have sufficient resource capacity available in the
regions where they are located. If we are unable to maintain such resource capacity, these clients or utility programs
may reduce or stop purchasing certain services from us. If such clients or utility programs reduce or stop purchasing
certain services from us, we may have substantial capacity available in regions where we do not have corresponding
clients to service.

Our failure to win new contracts and renew existing contracts with private and public sector clients could adversely
affect our business, results of operations and financial condition.

Our business depends on our ability to win new contracts and renew existing contracts with private and public sector
clients. Contract proposals and negotiations are complex and frequently involve a lengthy bidding and selection
process. If we are not able to replace the revenue from expiring contracts, either through follow-on contracts or new
contracts, our business, results of operations and financial condition may be adversely affected. A number of factors
affect our ability to win new contracts and renew existing contracts, including, among other things, market conditions,
financing arrangements, required governmental approvals, our client relationships and professional reputation. For
example, a client may require us to provide a bond or letter of credit to protect the client should we fail to perform
under the terms of the contract. If negative market conditions arise, or if we fail to secure adequate financial
arrangements or the required government approval, we may not be able to pursue particular projects, which could
adversely affect our business, results of operations and financial condition. Any factor that diminishes our reputation
or client relationships with federal, state and local governments, as well as commercial clients, could make it
substantially more difficult for us to compete successfully for both new engagements and qualified employees. To the
extent our reputation and/or client relationships deteriorate, our business, results of operations and financial condition
could be adversely affected.

Our contracts may contain provisions that are unfavorable to us and permit our clients to, among other things,
terminate our contracts partially or completely at any time prior to completion.

Certain of our contracts contain provisions that allow our clients to terminate or modify the contract at their
convenience upon short notice. For example, Consolidated Edison, the City of Elk Grove and DASNY, our three
largest sources of revenue, may terminate their contracts with us at any time for any reason. Similarly, the utility
programs associated with the Los Angeles Department of Water and Power and Duke Energy Corp., the two largest
sources of revenue of our indirect subsidiary Lime Energy, may terminate their contracts with Lime Energy at any
time for any reason. If one of these clients or utility programs terminates their contract for convenience, we may only
bill the client or utility program, as applicable, for work completed prior to the termination, plus any commitments and
settlement expenses such client or utility program agrees to pay, but not for any work not yet performed.
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In addition, many of our government contracts and task and delivery orders are incrementally funded as appropriated
funds become available. The reduction or elimination of such funding can result in contract options not being
exercised and further work on existing contracts and orders being curtailed. In any such event, we would have no right
to seek lost fees or other damages. If a client were to terminate, decline to exercise options under, or curtail further
performance under one or more of our major contracts, it could have a material adverse effect on our business, results
of operations and financial condition.
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Our substantial leverage and significant debt service obligations due to debt incurred in connection with our
acquisition of Lime Energy could adversely affect our business, results of operations and financial condition.

We have traditionally operated our business with little to no outstanding indebtedness. For example, as of September
28, 2018, we had no outstanding consolidated indebtedness and $2.7 million in letters of credit issued and outstanding.
Our interest payments were approximately $75,000 for the nine months ended September 28, 2018. In connection with
the completion of our acquisition of Lime Energy in November 2018, we incurred approximately $70.0 million in
indebtedness. As of December 28, 2018, we had approximately $71.7 million of consolidated indebtedness (excluding
intercompany indebtedness) outstanding, of which $70.0 million was secured obligations (exclusive of $2.7 million of
outstanding undrawn letters of credit) and we have an additional $30.0 million of availability under our revolving
credit facility (after giving effect to outstanding letters of credit), all of which would be secured debt, if drawn. Our
financial performance could be adversely affected by our substantial leverage. We may also incur significant
additional indebtedness in the future, subject to various conditions.

This significant level of indebtedness could have important negative consequences to us, including, among other
things:

we may have difficulty satisfying our obligations with respect to our outstanding debt obligations;

- we may have difficulty obtaining financing in the future for working capital, capital expenditures, acquisitions or
other general corporate purposes;

- we may need to use all, or a substantial portion, of our available excess cash flow to pay interest and principal on our
debt, which will reduce the amount of money available to finance our operations and other business activities,
including, among other things, working capital requirements, capital expenditures, acquisitions, or other general
corporate purposes;

our debt level increases our vulnerability to general economic downturns and adverse industry conditions;

- our debt level could limit our flexibility in planning for, or reacting to, changes in our business and in our industry

in general;
we are exposed to the risk of increased interest rates as some of our borrowings have variable interest rates;

- our substantial amount of debt and the amount we must pay to service our debt obligations could place us at a

competitive disadvantage compared to our competitors that have less debt;

we may have increased borrowing costs;
our clients or insurance carriers may react adversely to our significant debt
level; and

- our failure to comply with the financial and other restrictive covenants in our debt instruments which, among other
things, require us to maintain specified financial ratios and limit our ability to incur debt and sell assets, could result
in an event of default that, if not cured or waived, could have a material adverse effect on our business or prospects.

Our high level of indebtedness relative to our historical performance requires that we use a substantial portion of our

cash flow from operations to pay principal of, and interest on, our indebtedness, which will reduce the availability of

cash to fund working capital requirements, future acquisitions, capital expenditures or other general corporate or
business activities. Debt outstanding under our term loan and revolving credit facility bear interest at variable rates. If
market interest rates increase, debt service on our variable-rate debt will rise, which could adversely affect our cash
flow, results of operations and financial position. For the fiscal year ended December 28, 2018, a 1.00% increase in
interest rates would have increased total interest expense under our term loan and revolving credit facility by $0.7
million.
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Although we may employ hedging strategies such that a portion of our variable rate debt carries a fixed rate of
interest, any hedging arrangement put in place may not offer complete protection from this risk. Additionally, the
remaining portion of our variable rate debt that is not hedged will be subject to changes in interest rates.

In addition, our term loan will amortize quarterly in an amount equal to 10% annually. Our ability to make scheduled
payments on or refinance our debt obligations depends on our financial condition and operating performance, which
are subject to prevailing economic and competitive conditions and to certain financial, business, legislative, regulatory
and other factors beyond our control. We may be unable to maintain a level of cash flows from operating activities
sufficient to permit us to pay the amounts due on our indebtedness.

If our cash flows and capital resources are insufficient to fund our debt service obligations, we could face substantial
liquidity problems and could be forced to reduce or delay investments and capital expenditures or to dispose of
material assets or operations, seek additional debt or equity capital or restructure or refinance our indebtedness. We
may not be able to effect any such alternative measures, if necessary, on commercially reasonable terms or at all and,
even if successful, those alternative actions may not allow us to meet our scheduled debt service obligations. The
Credit Agreement restricts our ability to dispose of assets and use the proceeds from those dispositions and also
restricts our ability to raise debt or equity capital to be used to repay other indebtedness when it becomes due. We may
not be able to consummate those dispositions or to obtain proceeds in an amount sufficient to meet any debt service
obligations then due. Our inability to generate sufficient cash flows to satisfy our debt obligations, or to refinance our
indebtedness on commercially reasonable terms or at all, would materially adversely affect our financial position and
results of operations. If we cannot make scheduled payments on our debt, we will be in default and the lenders under
our Credit Agreement could terminate their commitments to loan money and could foreclose against the assets
securing their borrowings and we could be forced into bankruptcy or liquidation.

We may not be able to obtain capital when desired on favorable terms, if at all, or without dilution to our stockholders,
which may impact our ability to execute on our current or future business strategies.

We anticipate that our current cash, cash equivalents, cash provided by operating activities and borrowing ability
under our revolving line of credit will be sufficient to meet our current and anticipated needs for general corporate
purposes during the next 12 months. It is possible, however, that we may not generate sufficient cash flow from
operations or otherwise have the capital resources to meet our future capital needs, particularly given our increased
level of indebtedness due to our recent acquisition of Lime Energy.

If we do not generate sufficient cash flow from operations or otherwise, we may need additional financing to execute
on our current or future business strategies, including hiring additional personnel, developing new or enhancing
existing service lines, expanding our business geographically, enhancing our operating infrastructure, acquiring
complementary businesses, or otherwise responding to competitive pressures. We cannot assure you that additional
financing will be available to us on favorable terms, or at all. Furthermore, if we raise additional funds through the
issuance of convertible debt or equity securities, the percentage ownership of our stockholders could be significantly
diluted, and these newly issued securities may have rights, preferences or privileges senior to those of existing
stockholders. If adequate funds are not available or are not available on acceptable terms, if and when needed, our
ability to fund our operations, meet obligations in the normal course of business, take advantage of strategic business
opportunities, or otherwise respond to competitive pressures would be significantly limited.

Restrictive covenants in our Credit Agreement may restrict our ability to pursue certain business strategies.
Our Credit Agreement limits or restricts our and our subsidiaries ability to, among other things:
incur, create or assume additional indebtedness;
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make loans or advances;

pay dividends or make distributions to our stockholders;

purchase or redeem our stock;

repay indebtedness that is junior to indebtedness under our Credit Agreement;

acquire the assets of, or merge or consolidate with, other companies; and
- sell, lease, or otherwise dispose of assets.
Our Credit Agreement also requires that we maintain a maximum total leverage ratio and a minimum fixed charge
coverage ratio, tested on a quarterly basis, which we may not be able to achieve. The covenants may impair our
ability to finance future operations or capital needs or to engage in other favorable business activities. Failing to
comply with these covenants could result in an event of default under the Credit Agreement, which could result in us
being required to repay the amounts outstanding thereunder prior to maturity. These prepayment obligations could
have an adverse effect on our business, results of operations and financial condition.

Furthermore, if we are unable to repay the amounts due and payable under the Credit Agreement, the lenders could
proceed against the collateral granted to them to secure that indebtedness. In the event the lenders accelerate the
repayment of our borrowings, we and our subsidiaries may not have sufficient assets to repay that indebtedness.

Changes in banks’ inter-bank lending rate reporting practices or the method pursuant to which LIBOR is determined
may adversely affect our business, results of operations and financial condition.

London Interbank Offered Rate (“LIBOR”) and other indices which are deemed “benchmarks” are the subject of recent
national, international, and other regulatory guidance and proposals for reform. Some of these reforms are already
effective while others are still to be implemented. These reforms may cause such benchmarks to perform differently
than in the past, or have other consequences which cannot be predicted. At this time, it is not possible to predict the
effect of any such changes, any establishment of alternative reference rates or any other reforms to LIBOR that may

be implemented in the United Kingdom or elsewhere. Uncertainty as to the nature of such potential changes,
alternative reference rates or other reforms may adversely affect our indebtedness the interest on which is determined
by reference to LIBOR.

Any of the above changes or any other consequential changes to LIBOR or any other “benchmark”, or any further
uncertainty in relation to the timing and manner of implementation of such changes, could have a material adverse
effect on our financial condition, cash flow and results of operations. In addition, any of these alternative methods
may result in interest payments that do not correlate over time with the payments that would have been made on our
indebtedness if LIBOR was available in its current form.

Changes to tax laws and regulations, including changes to the energy efficient building deduction, could adversely
affect our business, results of operations and financial condition.

Tax laws and regulations are highly complex and subject to interpretation, and the tax laws and regulations to which
we are subject to change over time. Our tax filings are based upon our interpretation of the tax laws in effect in
various jurisdictions for the periods for which the filings are made. As our business grows, we are required to comply
with increasingly complex taxation rules and practices. We are subject to tax in multiple U.S. tax jurisdictions.
Changes in federal, state and local tax laws and regulations could adversely affect our business, results of operations
and financial condition.

On December 22, 2017, the legislation commonly referred to as the Tax Cuts and Jobs Act (the “Tax Act”) was enacted
into law. The Tax Act reduces the U.S. federal corporate income tax rate from 35% to 21%, restricts the
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deductibility of certain business expenses, requires companies to pay a one-time transition tax on earnings of certain
foreign subsidiaries that were previously deferred from U.S. tax and creates new U.S. taxes on certain foreign sourced
earnings, among other provisions. In the fourth quarter of fiscal year 2017, which was the period of enactment, we
made a reasonable estimate of the effects of the Tax Act and recognized a provisional decrease in deferred tax expense
of $1.3 million.

Shortly after the Tax Act was enacted, the SEC issued guidance under Staff Accounting Bulletin No. 118, Income Tax
Accounting Implications of the Tax Cuts and Jobs Act (“SAB 118”) to address the application of GAAP and direct
taxpayers to consider the impact of the Tax Act as “provisional” when a registrant does not have the necessary
information available, prepared or analyzed (including computations) in reasonable detail to complete the accounting
for the change in tax law. SAB 118 provided a measurement period that should not extend beyond one year from the
Tax Act enactment date for companies to complete the accounting under ASC 740. In the third quarter of 2018, we
completed our accounting for the income tax effects of the Tax Act and increased deferred tax expense by $0.2 million
due to the corporate tax rate change impact on adjustments to temporary differences that were estimated at the time of
the tax provision and finalized for the tax return.

Our future effective income tax rate may be impacted by a number of factors, including, among other things:

governmental authorities increasing taxes or eliminating deductions;

changes in the jurisdictions in which earnings are taxed;

the resolution of issues arising from tax audits with various tax authorities;

changes in the valuation of our deferred tax assets and liabilities due to changes in applicable accounting standards;

adjustments to estimated taxes upon finalization of various tax returns;

changes in available tax credits;

changes in stock-based compensation;

other changes in tax laws and regulations, and

new or modified interpretation of tax laws and/or administrative practices, including the Tax Act.
For example, we utilized the energy efficient building deduction under Section 179D of the Internal Revenue Code, in
fiscal years 2016 and 2017. However, we were not able to utilize the energy efficient building deduction in the fiscal
year 2018 tax provision due to Congress not enacting an extension of this deduction for tax year 2018. The inability to
utilize such deduction in fiscal year 2018 did not have a material adverse effect on our business, results of operations
and financial condition.

Any significant increase in our future effective income tax rate could reduce net earnings and free cash flow for future
periods.
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Demand for our services is cyclical and vulnerable to economic downturns. If economic growth slows, government
fiscal conditions worsen, public and private construction/renovation activity slows, or client spending declines, it may
have a material adverse effect on our business, results of operations and financial condition. In particular, changes in
the local and regional economies of New York, California and North Carolina could have a material adverse effect on
our business, results of operations and financial condition.

Demand for our services is cyclical, and vulnerable to economic downturns and reductions in government and private
industry spending. Such downturns or reductions may result in clients delaying, curtailing or canceling proposed and
existing projects. Our business traditionally lags the overall recovery in the economy; therefore, our business may not
recover immediately when the economy improves. If economic growth slows, government fiscal conditions worsen, or
client spending declines, it may have a material adverse effect on our business, results of operations and financial
condition. Our government clients may face budget deficits that prohibit them from funding new or existing projects.
In addition, our existing and potential clients may either postpone entering into new contracts or request price
concessions. Difficult financing and economic conditions may cause some of our clients to demand better pricing
terms or delay payments for services we perform, thereby increasing the average number of days our receivables are
outstanding, and the potential of increased credit losses of uncollectible invoices. Further, these conditions may result
in the inability of some of our clients to pay us for services that we have already performed. If we are not able to
reduce our costs quickly enough to respond to the revenue decline from these clients, our operating results may be
adversely affected. Accordingly, these factors affect our ability to forecast our future revenue and earnings from
business areas that may be adversely impacted by market conditions.

In particular, adverse economic and other conditions affecting the local and regional economies of New York,
California and North Carolina may reduce the demand for our services, which could have a material adverse effect on
our business, results of operations and financial condition. During fiscal year 2018, approximately 35% and 29% of
our consolidated contract revenue was derived from services rendered to public agencies, utilities, and private industry
in California and New York, respectively. As a result of our acquisition of Lime Energy, we expect the percentage of
our consolidated contract revenue derived from North Carolina to increase in fiscal year 2019. California, New York
and North Carolina each experienced an economic downturn in fiscal year 2009, which negatively impacted our
revenue and profitability. Any future downturns could have similar significant adverse impacts on our business,
results of operations and financial condition.

Our business, financial condition and results of operations may also be adversely affected by conditions that impact
the construction sector in general, including, among other things:

- Changes in national and local market conditions due to changes in general or local economic conditions and
neighborhood characteristics;
Slow growth or no growth initiatives or legislation;
Adverse changes in local and regional governmental policies on investment in infrastructure;
Adverse changes in federal and state policies regarding the allocation of funds to local and regional agencies;
- The impact of present or future environmental legislation and compliance with environmental laws and other
regulatory requirements;
Changes in real estate tax rates and assessments;
Increases in interest rates and changes in the availability, cost and terms of financing;
Adverse changes in other governmental rules and fiscal policies; and
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- Earthquakes, fires, floods and other natural disasters, which can cause uninsured losses, and other factors which are
beyond our control.

Any of these factors could adversely affect the demand for our services, which could have a material adverse effect on

our business, results of operations and financial condition.

Because we primarily provide services to municipalities, public utilities and other public agencies, we are more
susceptible to the unique risks associated with government contracts.

We primarily work for utilities, municipalities and other public agencies. Consequently, we are exposed to certain
risks associated with public agency and government contracting, any one of which can have a material adverse effect
on our business, results of operations and financial condition. These risks include:

The ability of the public agency to terminate the contract with 30 days’ prior notice or less;

Changes in public agency spending and fiscal policies which can have an adverse effect on demand for our services;

Contracts that are subject to public agency budget cycles, and often are subject to renewal on an annual basis;

The often wide variation of the types and pricing terms of contracts from agency to agency;

The difficulty of obtaining change orders and additions to contracts; and
- The requirement to perform periodic audits as a condition of certain contract arrangements.
Each year, client funding for some of our government contracts rely on government appropriations or public supported
financing. If adequate public funding is delayed or is not available, then we may not be able to realize all of our
anticipated revenue and profits from such contracts, which could adversely affect our business, results of operations
and financial condition.

A substantial portion of our revenue is derived from contracts with agencies and departments of state and local
governments. During fiscal 2018 and 2017, approximately 49% and 59%, respectively, of our consolidated contract
revenue was derived from contracts with government entities.

Each year, client funding for some of our government contracts may directly or indirectly rely on government
appropriations or public supported financing. Legislatures may appropriate funds for a given project on a year by year
basis, even though the project may take more than one year to perform. In addition, public supported financing such as
state and local municipal bonds may be only partially raised to support existing projects. Similarly, the impact of the
economic downturn on state and local governments may make it more difficult for them to fund projects. In addition

to the state of the economy and competing political priorities, public funds and the timing of payment of these funds
may be influenced by, among other things, curtailments in the use of government contracting firms, increases in raw
material costs, delays associated with insufficient numbers of government staff to oversee contracts, budget
constraints, the timing and amount of tax receipts, and the overall level of government expenditures. If adequate

public funding is not available or is delayed, then our profits and revenue could decline and we will not realize all of
our potential revenue and profit from that contract.
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We derive significant revenue and profit from contracts awarded through a competitive bidding process, which can
impose substantial costs on us, and we will lose revenue and profit if we fail to compete effectively.

We derive significant revenue and profit from contracts that are awarded through a competitive bidding process.
Competitive bidding imposes substantial costs and presents a number of risks, including:

The substantial cost and managerial time and effort that we spend to prepare bids and proposals;
- The need to estimate accurately the resources and costs that will be required to service any contracts we are
awarded, sometimes in advance of the final determination of their full scope;
- The expense and delay that may arise if our competitors protest or challenge awards made to us pursuant to
competitive bidding, as discussed below; and
- The opportunity cost of not bidding on and winning other contracts we may have otherwise pursued.
To the extent we engage in competitive bidding and are unable to win particular contracts, we not only incur
substantial costs in the bidding process that negatively affect our operating results, but we may lose the opportunity to
operate in the market for the services provided under those contracts for a number of years. Even if we win a
particular contract through competitive bidding, our profit margins may be depressed or we may even suffer losses as
a result of the costs incurred through the bidding process and the need to lower our prices to overcome competition.

Our financial results may suffer if we do not effectively manage our expanded operations following our acquisition of
Lime Energy. We have incurred, and will incur, significant integration costs related to those efforts.

Due to our acquisition of Lime Energy, the size of our business has increased significantly. The $120.0 million
purchase price represented approximately 85.3% of our total consolidated assets as of September 28, 2018. Our future
success will depend, in part, upon our ability to manage and integrate this expanded business, which will pose
substantial challenges for management, including challenges related to the management and monitoring of additional
operations and associated increased costs and complexity. There can be no assurances we will be successful or that we
will realize the expected benefits currently anticipated f