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The aggregate market value of the registrant s common stock held by non-affiliates was $42,183,710 based on the reported last sale price of
common stock on June 30, 2009, which was the last business day of the registrant s most recently completed second fiscal quarter. For purposes
of this computation, all executive officers, directors and 10% stockholders were deemed affiliates. Such a determination should not be construed
as an admission that such executive officers, directors or 10% stockholders are affiliates.

As of March 19, 2010, there were 23,597,591 shares of common stock, $0.0001 par value, of the registrant issued and outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant s definitive proxy statement relating to its 2010 Annual Meeting of Stockholders, to be filed within 120 days after
registrant s fiscal year end of December 31, 2009, are incorporated by reference into Part III of this Annual Report on Form 10-K where
indicated.
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Cautionary Statement on Forward-Looking Information

This annual report 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 which

reflect our current views with respect to, among other things, future events. 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,
plan, should,  outlook, potential, continues,  future and similar expressions, including when used in the negative.

Forward-looking statements are subject to various risks and uncertainties. Accordingly, there are or will be important factors that could cause
actual results to differ materially from those indicated in these statements, including but not limited to those described under Risk Factors, as
well as, among others, the following:

o implementation of our operating and growth strategy;

. the loss, or renewal on less favorable terms, of management contracts;

o development of new, competitive energy efficiency services;

o changes in federal and state regulations including those affecting energy efficiency tax credits and the energy efficiency industry;
o a significant decrease in the cost of energy leading to a decrease in the demand for energy efficiency services;

o our ability to consummate transactions and integrate newly acquired contracts into our operations; and

o availability, terms and employment of capital.

Although we believe that the expectations reflected in these forward-looking statements are reasonable and achievable, such statements involve
risks and uncertainties and no assurance can be given that the actual results will be consistent with these forward-looking statements. Our

actual results could differ materially from those anticipated in forward-looking statements as a result of various factors, including matters
described in this annual report, including the sections titled Risk Factors, =~ Management s Discussion and Analysis of Financial Condition and
Results of Operations and our financial statements and notes thereto.

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

Item 1. Business.

Overview
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We are a leading provider of integrated energy engineering, consulting and implementation solutions specializing in improving the energy
efficiency of our clients facilities, thereby reducing their operating costs and carbon emissions. We focus on two specific markets: the
commercial and industrial market, and the public sector market, working primarily with energy service companies ( ESCOs ). Our clients include
commercial and industrial businesses, property owners and managers, utilities, and ESCOs serving U.S. government and educational

institutions. We focus on deploying solutions to reduce the energy-related expenditures of our clients facilities and the impact of their energy

use on the environment, including energy efficient lighting upgrades, energy efficiency mechanical and electrical retrofit and upgrade services,
water conservation, weatherization and renewable project development and implementation. We provide energy efficiency solutions across all

of our clients facilities, ranging from high-rise office buildings to manufacturing plants, retail sites, mixed use complexes and large, government
sites to small, local facilities.

We believe the following factors continue to drive demand for energy efficiency services by facility owners in both the U.S. commercial and
industrial and public sector markets:

e the potential for immediate return on investment and demonstrable long-term cost savings resulting from the installation of energy efficient
solutions;

e  concerns regarding the substantial and volatile cost of energy, the adverse implication of global climate change and the desire for energy
independence;

® increasing pressure on corporations to establish and attain sustainability goals;

® increasing regulatory pressures on utilities to include energy efficiency and renewable energy in their resource plans;

e the availability of rebates and tax incentives both at a federal and state level for organizations that reduce their energy consumption;

e  existing and prospective government mandates to improve the efficiency of federal facilities;

e the allocation of funds under the American Recovery and Reinvestment Act of 2009 ( ARRA ) to promote energy efficiency and alternative
energy projects in federal, state and local municipal facilities; and

e the migration towards a low-carbon economy which will potentially place a price or tax on the carbon emissions of our clients.

We offer our clients a full range of services to address the energy efficiency needs of their facilities based on our ability to identify and deliver
significant return on our clients investments, improve the quality of their physical workspaces, maximize their operational savings and reduce
their maintenance costs. Our turnkey services include:



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

e  Energy Engineering and Consulting: We apply our engineering expertise to analyze each client s energy consumption and operational needs
and develop customized energy efficiency and renewable energy solutions. Our energy engineering and consulting services include

sustainability consulting, energy master planning, project development services, design engineering and facility e-commissioning. We also
provide design review and analysis of new
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construction projects to maximize energy efficiency and sustainability, project management of energy-related construction, and
processing and procurement of incentive and rebate applications.

e [mplementation: 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.

We serve a wide range of commercial and industrial and public sector clients. Our commercial and industrial clients include many Fortune 500
companies for which we provide our energy efficiency solutions directly, as well as utilities for which we manage energy efficiency portfolio
projects. Our public sector clients include government agencies and educational institutions, which we serve both through our relationships with
ESCOs and directly. ESCOs are awarded project contracts with the public sector as prime contractors, and we provide energy efficiency
expertise to develop and implement tailored solutions under these contracts.

History and Business Development

On December 5, 1997, we were formed as Electric City LLC, a Delaware limited liability company, for the purpose of marketing a line of
lighting controllers (which we marketed under the EnergySaver name). On June 5, 1998, we changed from a limited liability company into a
corporation by merging Electric City LLC into Electric City Corp., a Delaware corporation. Trading in our common stock commenced on
August 14, 1998 on the OTC Bulletin Board.

In June 2006 we established our Energy Efficiency Services business through the acquisition of Parke P.A.N.D.A. Corporation ( Parke ).
Parke is an energy services provider specializing in the design, engineering and installation of energy efficient lighting upgrades for commercial

and industrial users. We expanded this business through the acquisition of Kapadia Consulting, Inc. in September 2006. Kapadia is an
engineering firm that specializes in energy management consulting and energy efficient lighting upgrades for commercial and industrial users.
During 2007 we added to this segment through two small acquisitions and the opening of additional offices.

On September 13, 2006 we changed our name to Lime Energy Co. to reflect our new Energy Efficiency Services focus.

In December 2006 we discontinued the active marketing of our original product, EnergySaver, due to changes in lighting technology, which in
our view limited the future market for the product.

On February 25, 2008, our stock began trading on the NASDAQ Capital Market under the trading symbol LIME.

History and Business Development 11
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In June 2008, we acquired Applied Energy Management, Inc. ( AEM ). AEM provides energy engineering and consulting services and energy
efficiency services similar to our existing energy efficiency lighting solutions. In addition, it provides mechanical and electrical conservation
services, water conservation services, building envelope weatherization and renewable energy solutions primarily for government and municipal
facilities through its ESCO partners.

12
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In August 2009, we sold the assets of Maximum Performance Group, Inc. ( MPG ) which comprised our Energy Technology business.

Products and Services

Energy Consulting and Technical Services

The Energy Consulting and Technical Services business unit provides consulting, engineering and program management services for
clients in the areas of energy efficiency, renewable energy and sustainability. We utilize our technical expertise to help Lime s clients
meet their goals for energy use reduction, energy cost savings and carbon management. Our clients are in a wide variety of sectors,
including commercial, industrial, utilities, institutional and governmental. Our services include:

e  Energy Project Development our team of engineers are the first line in the development of turnkey design-build energy efficiency projects.
They conduct building energy audits, analysis of energy consumption data, and financial analysis of various energy conservation measures.

e  Energy Engineering we perform energy audits of clients facilities including building modeling, alternative analysis and preliminary
design. Our deliverables include preliminary assessments, detailed audits and investment grade audits.

e  Consulting we provide all of the planning and technical execution for our clients building portfolio, including solutions for energy
procurement, energy usage, on-site generation and accessing incentives and grants for energy projects. Services include retro-commissioning
and LEED consulting.

e Energy Master Planning we are a single source solution to the myriad issues that our clients face in the areas of energy and sustainability.
Among other things, our energy master plans consider energy efficiency, renewable energy, energy procurement, carbon management,
incentives, rebates and grants. We help our clients to make sense of these diverse areas and develop a clear path for the low-carbon economy.

e Utility Program Management we provide utilities with a single point solution for delivering energy efficiency resources. Our wide range
of services include program design, program management, marketing & customer recruitment, auditing and installation of energy conservation
measures.

Implementation

13
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We provide in-house, turnkey implementation services to deliver our energy efficiency solutions to our clients. Historically, most of our
engineering and consulting services work has resulted in repeat revenue from the same client in the form of implementation of multiple
energy efficiency solutions, additional engineering work or expansion of the work to additional client facilities. Our comprehensive suite
of energy efficiency implementation services includes:

e Lighting Upgrade Services. Our designs incorporate occupancy sensors, light harvesting, time clock controllers and IP addressable systems
that facilitate control of individual fixtures for maximum energy savings. As part of our services, we seek to determine the best lighting
solutions for our clients or, in the case where our client is an energy service company, for their client to achieve targeted financial return metrics
and technical specifications. These lighting solutions take into consideration factors such as light and heat level requirements, building
environmental conditions, hours of operation, energy costs, available utility and tax incentives, as well as installation, operating and maintenance
costs of various lighting. Based on these factors,

14
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we upgrade the existing lighting system with a new system, custom configured with components from third-party manufacturers.

®  Mechanical and Electrical Conservation Services. Our mechanical and electrical conservation services include the development, design,
analysis, implementation and commissioning of mechanical and electrical efficiency projects at our client s facilities. Mechanical projects utilize
technology to increase the efficiency of HVAC systems. Heating technologies decrease energy consumption through the use of steel and
sectional boilers, and more efficient burners with dual fuel technologies to take advantage of fuel switching opportunities and economizers to
reduce exhaust gas temperatures. Cooling technologies provide more efficient water or air cooled chillers, air handling equipment, roof top
units, split systems and packaged equipment. Other mechanical projects include heat recovery, air compressor staging and upgrades. Electrical
projects involve motor replacements, variable frequency drives, automated control systems and power factor correction and require regional
installation and technical support.

e Water Conservation Services. Our water conservation services include the development, analysis, specification and installation of water
reduction technologies into a client s facility. Technologies include dual flush toilets, waterless urinals, low flow aerators for sinks and shower
heads and water reclamation. In addition to reduced water costs, other benefits include lower sewer costs, domestic hot water expenses and
carbon emissions from reduced water heating costs. Additionally, less waste reduces sewage treatment costs and environmental impact.

e Weatherization Services. Our weatherization services optimize energy efficiency and reduce consumption by protecting the exterior and
interior of facilities from sunlight, precipitation and wind. Specific services we offer include sealing bypasses (cracks, gaps, holes), installing
insulation, protecting pipes from corrosion and freezing, installing storm doors and windows and replacing old drafty doors and windows with
low-energy, double-glazed windows.

®  Renewable Project Development and Implementation. We have extensive in-house renewable expertise, including development of a
biomass gasification plant. We have also installed a new solar domestic hot water and photovoltaic system consisting of parabolic solar dishes,
heat exchangers and a computerized solar dish tracking system, and we have recently completed a closed loop water/glycol geothermal heat
pump system for a public housing development. In each case we have worked closely with ESCOs to review the proposed technologies, analyze
proposed system performance, design custom solutions and build to budget.

We believe we have a national presence in all the key states which have instituted mandates and initiatives to support facility energy efficiency
projects. We have approximately 400 employees in 22 offices across 13 states. Our offices are staffed with professionals who have significant
expertise in facility energy efficiency engineering and consulting and the implementation of a wide range of related technologies for both the
commercial and industrial and the public sector markets. We are able to maintain a highly scalable and leveragable platform by deploying our
professional employees to work on projects in either market based on our work requirements and local end client needs.

Sales and Marketing

Commercial and Industrial

15
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As of December 31, 2009, we employed a sales force comprised of 47 sales personnel operating out of 22 offices across the country. Our sales
force is organized into teams and is compensated based on the revenues generated by each team in addition to a base salary. We actively pursue
new talent and have been successful in hiring sales personnel with highly-relevant industry expertise as well as training sales personnel who are
new to the industry. Our sales force has experienced low turnover and we believe is positioned to handle our expected growth.

16
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We expect to continue to have significant new business opportunities with our existing clients and to generate business from new clients through
a combination of referrals, trade shows and cold calls. We employ a sophisticated proposal system combining proposal-generation software and
a proprietary database based on our many years of experience in the energy efficiency business.

The extensive training and education of our sales force is a key to our success. Our sales force attends national and regional meetings each year
where they review our sales model and our senior engineering team provides details on the latest technologies available in the energy efficiency
solutions market. Our sales force receives regular updates on our expanded service offerings, the latest available rebate incentive projects and,
where available, finance packages.

We have established a clearly defined sales approach designed to shorten sales cycles, increase closing rates and help forecast future sales.

In addition to our sales group, we employ three full-time and two part-time marketing personnel focusing on vertical market segments directly
targeting our potential clients industries.

Public Sector

We work on public sector energy efficiency projects through our ESCO relationships. Our sales and development efforts to the public sector are
primarily focused on supporting and building relationships with the ESCOs. We have positioned ourselves in the supply chain of most of the
major ESCOs participating in public sector energy efficiency projects offering a comprehensive set of products and services to these companies.
The combination of energy engineering and consulting expertise and regional implementation capabilities has contributed to our recent growth
in this sector. We believe there are few competitors that can provide a comparable depth of energy efficiency solutions over the range of
geographies required for public sector facilities.

National Sales

We have a dedicated national accounts team focused solely on developing relationships with our largest and most important current and
prospective commercial and industrial and ESCO relationships. This senior client relationship team ensures that existing projects are overseen
appropriately and that opportunities with our current clients or with other prospective clients are identified and developed.

Clients

During 2009, Honeywell International, Inc. and Johnson Controls, Inc., both ESCOs, each accounted for approximately 15% of our consolidated
2009 revenue, while Honeywell and URS Corporation accounted for approximately 14% and 10% of our consolidated 2008 revenue,
respectively.

17



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

Competition

Commercial and Industrial

The market for energy efficiency solutions is highly fragmented. We face competition mainly from companies only offering a sub-set of our
offerings, such as lighting or mechanical and electrical conservation services. Most of these competitors are local businesses which are only
able to offer services in the immediate area or have a limited specific vertical product expertise, such as lighting and lighting fixture
manufacturers, lighting fixture distributors and providers of energy efficiency upgrades and maintenance. We believe we are the only national
provider of a full range of energy efficiency services consisting of energy engineering, consulting and implementation services. Our extensive
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experience and track record, national scale, leadership in providing comprehensive best-of-breed technologies and services and our established
base of clients creates significant barriers to entry, providing us with a significant advantage when competing for commercial and industrial
clients.

Public Sector

The market for energy efficiency services for public sector facilities is primarily served by ESCOs, who enter into energy efficiency
service contracts with public sector entities. Once ESCOs have secured contracts, they often hire energy efficiency service providers to
act as a subcontractor to help them design and/or implement specific services in relation to a given project. We compete with other
energy efficiency services providers to be the chosen partner for these ESCOs projects. We believe that while historically ESCOs often
considered small, local providers, increasingly ESCOs are looking to consolidate their relationships with a smaller group of preferred
providers to act for them on a national scale across the full range of energy efficiency services. We believe the competing energy
efficiency partners who target ESCO work are primarily small, private players that lack our reputation, technical capabilities and
national scale.

During 2009 we entered into our first direct contract with a government agency when we assumed the rights under a contract with the
U.S. Army Corps of Engineers to act as one of three qualified contractors under its Facilities Repair and Renewal program ( FRR ).
Under this program we will bid as a design build general contractor to the Corps of Engineers. Subsequent to this, we were awarded
several contracts with the U.S. Post Office to perform energy efficiency upgrades on postal facilities on the east coast and in the
southeast. We believe that there will be other opportunities in the future to contract directly with the government and
quasi-government agencies where the agency does not require the services of one of our ESCO partners.

Compliance with Environmental Laws

QOur sale of products and services generally does not require compliance with federal, state or local environmental laws. Our implementation
services use licensed disposal firms to dispose of old lamps, lighting ballasts or other products that may contain heavy metals or other potential
environmental hazards.

Intellectual Property

As of December 31, 2009, we had three registered trademarks or service marks.

Employees
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As of March 15, 2010, we had 249 full time employees and 121 part time employees, of which 70 were management and corporate staff,
10 were engineers, 68 were engaged in sales and marketing and 222 were engaged in project management, product installation,
customer support and field service.
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Item 1A. Risk Factors.

Risks Related to our Business

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

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

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

®  maintain and enhance our existing energy efficiency solutions;
e execute our business and marketing strategies successfully;
e respond to competitive developments; and

e  attract, integrate, retain and motivate qualified personnel.

ltem 1A. Risk Factors. 21



