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PART I
FINANCIAL INFORMATION

Item 1. Financial Statements

WORLD ENERGY SOLUTIONS, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

Assets

Current assets
Cash and cash equivalents
Trade accounts receivable, net
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Convertible note receivable
Intangibles, net
Goodwill
Other assets

Total assets

Liabilities and Stockholders’ Equity
Current liabilities
Accounts payable
Accrued commissions
Accrued compensation
Accrued expenses
Deferred revenue and customer advances
Capital lease obligations
Total current liabilities
Capital lease obligations, net of current portion
Total liabilities

Commitments and contingencies

Stockholders’ equity:

Preferred stock, $0.0001 par value; 5,000,000 shares authorized; no shares
issued or outstanding

Common stock, $0.0001 par value; 30,000,000 shares authorized; 10,814,260
shares issued and 10,766,311 shares outstanding at September 30, 2011, and
9,200,306 shares issued and 9,155,281 shares outstanding at December 31,
2010

Additional paid-in capital

Accumulated deficit

Treasury stock, at cost; 47,949 shares at September 30, 2011 and 45,025 shares
at December 31, 2010

Total stockholders’ equity

Total liabilities and stockholders’ equity

September 30, December 31,
2011 2010
(Unaudited)
$ 6,516,266 $ 3,559,288
3,688,073 3,124,328
410,314 229,108
10,614,653 6,912,724
202,557 287,191
650,000 433,333
4,740,063 3,723,607
5,010,092 3,178,701
174,460 191,238
$ 21,391,825 $ 14,726,794
$ 318,633 $ 263,746
918,840 847,758
1,332,446 1,970,639
257,615 187,097
179,365 229,539
4,785 14,798
3,011,684 3,513,577
— 1,205
3,011,684 3,514,782
1,077 916
39,384,096 33,502,074
(20,784,494) (22,081,038)
(220,538) (209,940)
18,380,141 11,212,012
$ 21,391,825 $ 14,726,794

See accompanying notes to condensed consolidated financial statements.
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WORLD ENERGY SOLUTIONS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

Revenue:
Brokerage commissions and
transaction fees
Management fees
Total revenue

Cost of revenue
Gross profit
Operating expenses:
Sales and marketing
General and administrative
Total operating expenses
Operating income (loss)
Interest income, net
Income (loss) before income taxes

Income tax expense

Net income (loss)

Net income (loss) per share:

Net income (loss) per common
share — basic and diluted

Weighted average shares outstanding —
basic

Weighted average shares outstanding —
diluted

(Unaudited)
Three Months Ended September 30, Nine Months Ended September 30,
2011 2010 2011 2010
$ 5,378,392 $ 4,355,513 $ 14,438,184 $ 12,276,224
246,678 295,479 741,956 793,854
5,625,070 4,650,992 15,180,140 13,070,078
970,846 913,452 2,907,359 2,776,337
4,654,224 3,737,540 12,272,781 10,293,741
2,512,191 2,177,921 7,385,241 7,083,757
1,293,822 1,414,947 3,610,892 3,690,895
3,806,013 3,592,868 10,996,133 10,774,652
848,211 144,672 1,276,648 (480,911)
14,183 2,555 41,646 45
862,394 147,227 1,318,294 (480,866)
7,250 — 21,750 —
$ 855,144 $ 147,227 $ 1,296,544 $ (480,866)
$ 0.08 $ 0.02 $ 0.13 $ (0.05)
10,762,417 9,083,807 10,187,755 9,054,317
10,809,144 9,189,776 10,247,294 9,054,317

See accompanying notes to condensed consolidated financial statements.




WORLD ENERGY SOLUTIONS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

Nine Months Ended September 30,

Cash flows from operating activities:

Net income (loss)
Adjustments to reconcile net income (loss) to net cash provided by (used in)
operating activities:
Depreciation and amortization
Share-based compensation
Interest on note receivable

Changes in operating assets and liabilities, net of the effects of acquisition:
Trade accounts receivable
Prepaid expenses and other current assets
Accounts payable
Accrued commissions
Accrued compensation
Accrued expenses
Deferred revenue and customer advances

Net cash provided by (used in) operating activities

Cash flows from investing activities:
Increase in other assets
Net cash paid in acquisition of Co-eXprise
Advance against note receivable
Purchases of property and equipment

Net cash used in investing activities

Cash flows from financing activities:
Proceeds from exercise of stock options
Proceeds from exercise of stock warrants
Proceeds from the sale of common stock, net
Purchase of treasury stock
Principal payments on capital lease obligations

Net cash provided by financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

Supplemental disclosure of cash flow information:

Net cash paid for interest

Net cash paid for income taxes

2011 2010
$ 1,296,544 $ (480,866)
945,598 1,107,578
488,897 541,986
(43,701) (3,740)
(151,136) (599,500)
(181,206) (84,862)
54,887 (8,901)
71,082 110,430
(638,193) 18,060
66,518 (6,411)
(50,174) (677,372)
1,859,116 (83,598)
(43,610) (1,986)
(4,000,000) —
(216,667) (216,667)
(13,331) (20,920)
(4,273,608) (239,573)
89,307 26,632
— 1,234
5,303,979 354,276
(10,598) (13,942)
(11,218) (12,032)
5,371,470 356,168
2,956,978 32,997
3,559,288 2,046,909
$ 6,516,266 $ 2,079,906
$  (2,001) $  (3,678)
$  (17,000) $ —

See accompanying notes to condensed consolidated financial statements.



WORLD ENERGY SOLUTIONS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

September 30, 2011
1. Nature of Business and Basis of Presentation

World Energy Solutions, Inc. (“World Energy” or the “Company™) is an energy management services company that
applies a combination of people, process and technology to take the complexity out of energy management and turn it into
bottom line impact for the businesses, institutions and governments the Company serves. The Company’s management
believes that energy costs can be expressed in a simple equation E=P*Q-i. Energy costs are a function of commodity price
times quantity used, minus any incentives realized. The Company helps customers optimize this equation by applying the
Seven Levers of Energy Management™ - Planning, Sourcing, Risk Management, Efficiency, Sustainability, Incentives and
Monitoring.

These Seven Levers are supported by state of the art technology developed or licensed by the Company. The
Company has developed three online auction platforms, the World Energy Exchange®, the World Green Exchange® and the
World DR Exchange®. On the World Energy Exchange®, retail energy consumers (commercial, industrial and government)
and wholesale energy participants (utilities, electricity retailers and intermediaries) in North America (“listers”) are able to
negotiate for the purchase or sale of electricity, natural gas and renewable energy resources from competing energy suppliers
(“bidders”) who have agreed to participate on the Company’s auction platform. Although the Company’s primary source of
revenue is from brokering electricity and natural gas, the Company adapted its World Energy Exchange® auction platform to
accommodate the brokering of green power in 2003 (i.e., electricity generated by renewable resources), wholesale electricity
in 2004 and certain other energy-related products in 2005. The Company also uses the exchange’s sophisticated monitoring,
triggering and messaging tools to develop, support and implement comprehensive risk management strategies for its more
sophisticated clients.

In 2007, the Company created the World Green Exchange® to support companies’ sustainability goals as well as
provide a marketplace for project developers to sell their environmental credits. On the World Green Exchange®, bidders
and listers negotiate for the purchase or sale of environmental commodities such as Renewable Energy Certificates, Verified
Emissions Reductions, Certified Emissions Reductions and Regional Greenhouse Gas Initiative (“RGGI”) allowances.

In January 2010, the Company launched the World DR Exchange® to create an efficient, transparent and liquid
marketplace to maximize incentive payments available to customers and provide a source of curtailment-ready customers for
the industry’s curtailment service providers (“CSPs”). The World DR Exchange® created the industry’s first online
marketplace for demand response (“DR”), enabling customers to source DR more efficiently and effectively bringing
together CSPs and energy consumers in highly-structured auction events designed to yield price transparency, heighten
competition, and maximize the energy consumers’ share of demand response revenues.

In July 2010, the Company entered into a convertible note agreement with Retroficiency, Inc. (“Retroficiency”), an
emerging company that develops solutions for identifying and qualifying business energy efficiency measures. Leveraging
Retroficiency’s platform, the Company launched a new product for the energy efficiency market, the Virtual Energy Audit™,
enabling commercial property owners and managers to more efficiently identify, evaluate, execute and manage retrofit
opportunities across their portfolios.

In September 2011, the Company acquired certain contracts owned by Co-eXprise, Inc. (“Co-eXprise”) pursuant to a
Contract Purchase Agreement (the “Agreement”) between the Company and Co-eXprise, for a purchase amount of $4.0
million. Pursuant to the Agreement, the Company acquired all of the contracts and assumed certain liabilities with respect to
Co-eXprise’s energy procurement business. Co-eXprise, located in Wexford Pennsylvania, is a leading provider of
enterprise sourcing software solutions for discrete manufacturers, enabling companies to effectively manage sourcing
activities for direct material and complex indirect spend categories. The effect of the acquisition of the assumed liabilities,
assets and acquired contracts are included in these financial statements from September 13, 2011. See Note 12 for further
discussion of the acquisition.



2. Interim Financial Statements

The December 31, 2010 condensed consolidated balance sheet has been derived from audited consolidated financial
statements and the accompanying unaudited interim condensed consolidated financial statements have been prepared
pursuant to the rules and regulations of the Securities and Exchange Commission (“SEC”) regarding interim reporting.
Accordingly, they do not include all of the information and footnotes required by accounting principles generally accepted in
the United States of America (“GAAP”) for complete financial statements and should be read in conjunction with the audited
financial statements included in the Company’s Annual Report on Form 10-K for the year ended December 31, 2010.

In the opinion of the Company’s management, the unaudited interim condensed consolidated financial statements have
been prepared on the same basis as the audited consolidated financial statements and include all adjustments consisting of
normal recurring adjustments and accruals necessary for the fair presentation of the Company’s financial position as of
September 30, 2011, and the results of its operations and cash flows for the three and nine months ended September 30, 2011
and 2010, respectively. The results of operations for the three and nine months ended September 30, 2011 are not necessarily
indicative of the results to be expected for the fiscal year ending December 31, 2011. Certain prior year amounts have been
reclassified to conform to the current year presentation.

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
date of the financial statements and the reported amounts of revenues and expenses during the reporting period.

The Company’s most judgmental estimates affecting its condensed consolidated financial statements are those relating
to revenue recognition and the estimate of actual energy delivered from the bidder to the lister of such energy; software
development costs; share-based compensation; the valuation of intangible assets and goodwill; impairment of long-lived
assets; and estimates of future taxable income as it relates to the realization of net deferred tax assets. The Company
regularly evaluates its estimates and assumptions based upon historical experience and various other factors that the
Company believes to be reasonable under the circumstances, the results of which form the basis for making judgments about
the carrying values of assets and liabilities that are not readily apparent from other sources. To the extent actual results differ
from those estimates, future results of operations may be affected.

3. Earnings (Loss) Per Share

As of September 30, 2011 and 2010, the Company only had one issued and outstanding class of stock — common
stock. As a result, the basic earnings or loss per share for the three and nine months ended September 30, 2011 and 2010 is
computed by dividing net earnings or loss available to common stockholders by the weighted average number of common
shares outstanding for the period.

The following table provides a reconciliation of the denominators of the Company’s reported basic and diluted
earnings per share computation for the three and nine months ended September 30, 2011 and 2010, respectively:

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

Weighted number of common

shares - basic 10,762,417 9,083,807 10,187,755 9,054,317
Common stock equivalents 46,727 105,969 59,539 _
Weighted number of common

and common equivalent shares

- diluted 10,809,144 9,189,776 10,247,294 9,054,317

The computed loss per share does not assume conversion, exercise, or contingent exercise of securities that would
have an antidilutive effect on loss per share. As the Company was in a net loss position for the nine month period ended
September 30, 2010, all common stock equivalents in those periods were antidilutive.

The following represents issuable weighted average share information for the respective periods:



For the Three Months Ended For the Nine Months Ended

September 30, September 30,
2011 2010 2011 2010
Common stock options 21,036 105,637 28,347 119,775
Common stock warrants 25,419 — 30,856 2,514
Unvested restricted stock 272 332 336 382
Total common stock equivalents 46,727 105,969 59,539 122,671

In addition, common stock options and unvested restricted stock of 597,401 shares and 2,277 shares, respectively,
were excluded from the calculation of net earnings per share for the three and nine months ended September 30, 2011, as
inclusion of such shares would be antidilutive due to exercise prices or value of proceed shares exceeding the average market
price of the Company’s common stock during that period.

Common stock options, common stock warrants and unvested restricted stock of 397,301 shares, 64,500 shares and
19,221 shares, respectively, were excluded from the calculation of net loss per share for the three and nine months ended
September 30, 2010, as inclusion of such shares would be antidilutive due to exercise prices or value of proceed shares
exceeding the average market price of the Company’s common stock during that period.

4, Concentration of Credit Risk and Off-Balance Sheet Risk

Financial instruments that potentially expose the Company to concentrations of credit risk consist principally of cash
and trade accounts receivable. The Company has no significant off-balance sheet risk such as foreign exchange contracts,
option contracts, or other foreign hedging arrangements. The Company places its cash with primarily one institution, which
management believes is of high credit quality. As of September 30, 2011, approximately $3,151,000 of the Company’s cash
and cash equivalents was invested in a highly liquid, U.S. Treasury money market fund.

The Company earns commission payments from bidders based on transactions completed between listers and bidders.
The Company provides credit in the form of invoiced and unbilled accounts receivable to bidders in the normal course of
business. Collateral is not required for trade accounts receivable, but ongoing credit evaluations of bidders are performed.
While the majority of the Company’s revenue is generated from retail energy transactions where the winning bidder pays a
commission to the Company, commission payments for certain auctions can be paid by the lister, bidder or a combination of
both. Management provides for an allowance for doubtful accounts on a specifically identified basis, as well as through
historical experience applied to an aging of accounts, if necessary. Trade accounts receivable are written off when deemed
uncollectible. To date write-offs have not been material.

The following represents revenue and trade accounts receivable from bidders exceeding 10% of the total in each
category:

Revenue For The Three Revenue For The Nine Trade Accounts Receivable As
Months Ended September 30, Months Ended September 30, Of September 30,
Bidder 2011 2010 2011 2010 2011 2010
A 4% 7% 4% 8% 9% 14%
B 10% 11% 11% 12% 8% 11%
C 13% 12% 13% 11% 22% 15%
D 17% 5% 9% 5% 1% 4%

In August 2011, the Company entered into an agreement with one of its energy suppliers for the payment of all
amounts due to the Company subsequent to August 1, 2011 associated with expected future energy usage without recourse.
As a result, the price became fixed and determinable and revenue was recognized. The net result was the receipt of
approximately $0.7 million of cash, which was recorded as revenue during the third quarter and reflected in the above table.
In addition, third party and internal commission expense of $0.3 million was recorded during the third quarter representing
amounts due to channel partners and sales reps against this payment.



In addition to its direct relationship with bidders, the Company also has direct contractual relationships with listers for
the online procurement of certain of their energy, demand response or environmental needs. These listers are primarily large
businesses and government organizations and do not have a direct creditor relationship with the Company. For the three and
nine months ended September 30, 2011 and 2010, no energy consumer represented more than 10% individually of the
Company’s aggregate revenue.

5. Trade Accounts Receivable, Net

The Company does not invoice bidders for the monthly commissions earned on retail electricity and demand response
transactions and, therefore, reports a significant portion of its receivables as “unbilled.” Unbilled accounts receivable
represent management’s best estimate of energy provided by the energy suppliers to the energy consumers for a specific
completed time period at contracted commission rates.

The Company generally invoices bidders for commissions earned on retail natural gas and wholesale transactions,
which are reflected as billed accounts receivable. The total commission earned on these transactions is recognized upon
completion of the procurement event and is generally due within 30 days of invoice date. In addition, the Company invoices
the bidder, lister or combination of both for certain auctions performed for environmental commodity product transactions.
These transactions are earned and invoiced either upon lister acceptance of the auction results or, in some cases, upon
delivery of the credits or cash settlement of the transaction. Trade accounts receivable, net consists of the following:

September 30, 2011  December 31, 2010

Unbilled accounts receivable $ 3,456,929 $ 2,852,930
Billed accounts receivable 312,710 395,004
3,769,639 3,247,934
Allowance for doubtful accounts (81,566) (123,606)
Trade accounts receivable, net $ 3,688,073 $ 3,124,328

6. Property and Equipment, Net
Property and equipment, net consists of the following:

September 30, 2011  December 31, 2010

Leasehold improvements $ 65,451 $ 65,451
Equipment 500,895 498,907
Furniture and fixtures 435,579 435,579

1,001,925 999,937
Less: accumulated depreciation (799,368) (712,746)
Property and equipment, net $ 202,557 $ 287,191

Depreciation expense for the three months ended September 30, 2011 and 2010 was approximately $31,000 and
$34,000, respectively, and depreciation expense for the nine months ended September 30, 2011 and 2010 was approximately
$98,000 and $106,000, respectively. Property and equipment purchased under capital lease obligations at September 30,
2011 and December 31, 2010 was approximately $35,000 and $46,000, respectively. Accumulated depreciation for property
and equipment purchased under capital lease was approximately $30,000 and $32,000 at September 30, 2011 and December
31, 2010, respectively.

7. Common and Preferred Stock
Common Stock

On April 11, 2011 the Company issued approximately 1.5 million shares of common stock at $3.60 per share yielding
proceeds of approximately $5.3 million, net of $0.2 million of expenses, to several accredited institutional investors. A shelf
registration statement related to these securities was declared effective on April 21, 2010 by the SEC. The Company
anticipates using the new capital for strategic initiatives, including investments and acquisitions in the energy management
space.



Treasury Stock

In connection with the vesting of restricted stock granted to employees the Company withheld shares with value
equivalent to employees’ minimum statutory obligation for the applicable income and other employment taxes, and remitted
the cash to the appropriate taxing authorities. The total shares withheld of 2,924 and 4,769 for the nine months ended
September 30, 2011 and 2010, respectively, were based on the value of the restricted stock on their vesting date as
determined by the Company’s closing stock price. Total payment for employees’ tax obligations was approximately $11,000
and $14,000 for the nine months ended September 30, 2011 and 2010. These net-share settlements had the effect of share
repurchases by the Company as they reduced the number of shares that would have otherwise been issued as a result of the
vesting and did not represent an expense to the Company.

Common Stock Warrants
On March 1, 2011, the Company issued warrants to consultants for the purchase of 300,000 shares of the Company’s
common stock at a per share price of $3.00. The warrants vest ratably on a quarterly basis over a twelve month period and
have a one year life.

The following table summarizes the Company’s warrant activity for the nine months ended September 30, 2011:

Weighted Average

Shares Exercise Price

Warrants outstanding, December 31, 2010 64,500 $ 3.03
Granted 300,000 $ 3.00
Exercised — $ —
Canceled/expired — $ —
Warrants outstanding, September 30, 2011 364,500 $ 3.00

The weighted average remaining contractual life of warrants outstanding is 0.96 years as of September 30, 2011.
8. Share-Based Compensation

For the nine months ended September 30, 2011 and 2010, share-based awards consisted of grants of stock options
and stock warrants, respectively. The Company recognizes the compensation from share-based awards on a straight-line
basis over the requisite service period of the award. The vesting period of share-based awards is determined by the board
of directors, and is generally four years for employees. The restrictions on the restricted stock lapse over the vesting period,
which is typically four years. The per-share weighted-average fair value of stock options granted during the nine months
ended September 30, 2011 was $2.13 on the date of grant, using the Black-Scholes option-pricing model with the following
weighted-average assumptions and an estimated forfeiture rate of 10%:

Expected
Nine months ended Dividend Risk-Free Expected Expected
September 30, Yield Interest Rate Life Volatility
2011 — 0.88% 4.75 years 100%

The per-share weighted-average fair value of stock warrants granted during the nine months ended September 30,
2011 was $0.83 on the date of grant, using the Black-Scholes option-pricing model with weighted-average assumptions for
the risk-free interest rate, expected life and expected volatility of 0.16%, 0.75 years and 59%, respectively, and no estimated
forfeiture rate for the nine months ended September 30, 2011.

The Company elected to use the Black-Scholes option pricing model to determine the weighted average fair value of
options and warrants granted. The Company determined the volatility for stock options based on the reported closing prices
of the Company’s stock since its initial public offering in November 2006. The expected life of stock options and stock
warrants has been determined utilizing the “simplified” method as prescribed by the SEC’s Staff Accounting
Bulletin No. 107, “Share-Based Payment”. The risk-free interest rate is based on a treasury instrument whose term is
consistent with the expected life of the stock options and stock warrants. The Company has not paid and does not anticipate
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paying cash dividends on its common stock; therefore, the expected dividend yield is assumed to be zero. In addition,
guidance from the Financial Accounting Standards Board requires companies to utilize an estimated forfeiture rate when
calculating the expense for the period. As a result, the Company applied estimated forfeiture rates to unvested share-based
compensation of 10% for stock options and restricted stock for each of the nine month periods ended September 30, 2011
and 2010, respectively, in determining the expense recorded in the accompanying consolidated statements of operations.

The approximate total share-based compensation expense for the periods presented is included in the following
expense categories:

Three Months Ended September 30, Nine Months Ended September 30,

2011 2010 2011 2010
Cost of revenue $ 12,000 $ 18,000 $ 56,000 $ 55,000
Sales and marketing 116,000 57,000 289,000 175,000
General and administrative 43,000 112,000 144,000 312,000
Total share-based compensation $ 171.000 $ 187.000 $ 489.000 $ 542.000

As of September 30, 2011, there was approximately $848,000 of unrecognized compensation expense related to
share-based awards, including approximately $770,000 related to non-vested stock option awards that is expected to be
recognized over a weighted-average period of 2.56 years, approximately $20,000 related to non-vested restricted stock
awards that is expected to be recognized over a weighted average period of 0.62 years and approximately $58,000 related to
non-vested stock warrants that is expected to be recognized over a weighted average period of 0.42 years.

9. Employee Benefit Plans
Stock Options

The Company has two stock incentive plans: the 2003 Stock Incentive Plan, or the 2003 Plan, and the 2006 Stock
Incentive Plan, or the 2006 Plan. There were 743,108 shares of common stock reserved for issuance under these plans at
September 30, 2011. As of September 30, 2011, 102,201 shares of common stock, representing outstanding stock options,
were reserved under the 2003 Plan. No further grants are allowed under the 2003 Plan. As of September 30, 2011, 640,907
shares of common stock were reserved under the 2006 Plan representing 560,080 outstanding stock options, 2,927 shares of
restricted stock outstanding and 77,900 shares available for grant. A summary of stock option activity under both plans for
the nine months ended September 30, 2011 is as follows:

Number of Weighted Average
Stock Options Exercise Price
Outstanding at December 31, 2010 704,906 $ 3.96
Granted 66,000 $ 3.15
Cancelled (31,687) $ 3.80
Exercised (76,938) $ 1.16
Outstanding at September 30, 2011 662,281 $ 421

A summary of common stock options outstanding and common stock options exercisable as of September 30, 2011 is
as follows:

Options Outstanding

Options Exercisable

Weighted Weighted

Average Average
Range of Remaining Aggregate Number Remaining Aggregate
Exercise Contractual Intrinsic Of Shares  Contractual Intrinsic
Prices Options Life Value Exercisable Life Value
$2.00 - $2.40 64,880 3.79 Years $ 60,134 45,946 3.63 Years $ 41,768
$2.41 - $3.15 271,600 6.22 Years 26,586 19,050 5.18 Years 75
$3.16 - $5.03 214,100 4.55 Years — 113,884 3.98 Years —
$5.04 - $13.40 111,701 2.39 Years — 106,233 2.28 Years —

662,281 4.79 Years $ 86,720 285,113 3.37 Years $ 41,843

The aggregate
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approximately $176,000. At September 30, 2011, the weighted average exercise price of common stock options outstanding
and exercisable was $4.21 and $5.82, respectively.

Restricted Stock

A summary of restricted stock activity under the 2006 Plan for the nine months ended September 30, 2011 is as
follows:

Weighted Average
Shares Grant Price
Outstanding at December 31, 2010 13,828 $10.10
Granted 8,364 $ 3.14
Cancelled (2,250) $10.76
Vested (17,015) $ 7.02
Outstanding at September 30, 2011 2,927 $ 7.59

401(k) Plan

The Company’s 401(k) savings plan covers the majority of the Company’s employees. Employees of the Company
may participate in the 401(k) Plan after reaching the age of 21. The Company may make discretionary matching
contributions as determined from time to time. Employee contributions vest immediately, while Company matching
contributions begin to vest after one year of service and continue to vest at 20% per year over the next five years. To date,
the Company has not made any discretionary contributions to the 401(k) Plan.

10.  Convertible Note Receivable

In July 2010, the Company made a $650,000 strategic investment in the form of a two-year convertible note with
Retroficiency. The convertible note bears interest at 9% per annum with principal and interest due at the end of the term on
July 22, 2012. It includes optional and automatic conversion rights to convert into Retroficiency shares at $0.54 per share
and is subject to adjustment in certain circumstances. The Company evaluated the value of its conversion feature and
determined it to be immaterial. As of September 30, 2011, approximately $57,000 of interest receivable has been accrued
and is reflected in other assets in the accompanying condensed consolidated balance sheet.

11.  Credit Arrangement

On March 8, 2011, the Company entered into a Second Loan Modification Agreement (the “Second Modification
Agreement”) with Silicon Valley Bank (“SVB”). The Second Modification Agreement amended and extended the Loan and
Security Agreement with SVB dated September 8, 2008, as amended on September 30, 2009 (the “Loan Agreement”),
through March 6, 2012. Under the Second Modification Agreement, SVB has committed to make advances to the Company
in an aggregate amount of up to $3,000,000, subject to availability against certain eligible accounts receivable and eligible
retail backlog. The credit facility bears interest at a floating rate per annum based on the prime rate plus 1.25% on advances
made against eligible accounts receivable and prime rate plus 2.00% on advances made against eligible retail backlog, with
the prime rate being subject to a 4.00% floor. These interest rates are subject to change based on the Company’s maintenance
of an adjusted quick ratio of one-to-one.

The Company has not taken advances under the facility and there were no outstanding borrowings at September 30,
2011. As of September 30, 2011, the Company was in compliance with its covenants under the facility.

12.  Acquisition

In September 2011, the Company acquired certain contracts and assumed certain liabilities of the Co-eXprise energy
procurement business pursuant to a Contract Purchase Agreement between the Company and Co-eXprise. The purchase price
was $4.0 million in cash, subject to certain escrowing provisions. Co-eXprise, located in Wexford Pennsylvania, is a leading
provider of enterprise sourcing software solutions for discrete manufacturers, enabling companies to effectively manage
sourcing activities for direct material and complex indirect spend categories.

The effect of the acquisition of the assumed liabilities, assets and acquired contracts are included in these financial
statements from September 13, 2011. The cost of the acquisition was allocated to the assets and liabilities assumed based on
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estimates of their respective fair values at the date of acquisition resulting in net assets of $4.0 million. The goodwill
recognized is attributable primarily to expected synergies of Co-eXprise. The excess purchase price of $1.8 million has been
recorded as goodwill which is fully deductible for tax purposes. The purchase price is not finalized as the Company has not
yet determined fair value for certain net assets acquired which may affect the closing balance sheet. The Company does not
believe that any adjustments to the fair values will materially modify the purchase price allocation. Management is
responsible for the valuation of net assets acquired and considered a number of factors, including valuations and appraisals,
when estimating the fair values and estimated useful lives of acquired assets and liabilities.

The Company has allocated the purchase price for the acquisition as follows:

Unbilled receivables $ 412,609
Current Liabilities (4,000)
Intangible assets:
Non-compete agreements 170,000
Customer relationships 580,000
Customer contracts 1,010,000
Goodwill 1,831,391
Net assets acquired $ 4,000,000

The intangible assets, excluding goodwill, are being amortized on a straight-line basis over their weighted average
lives as follows: non-compete agreements — five years; customer relationships — seven years; and customer contracts — two
and one half years. Pursuant to Accounting Standards Codification (“ASC”) 350-20-28, goodwill is tested for impairment on
an annual basis and between annual tests in certain circumstances, with any excess of the carrying value of a reporting unit’s
goodwill over the implied fair value of the goodwill recorded as an impairment loss.

The following unaudited pro forma information assumes that the acquisition of the Co-eXprise contracts had been
completed as of the beginning of 2010:

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

Revenues $ 6,286,395 $5,190,181 $ 17,459,031 $ 14,958,028
Net income (loss) 1,127,330 281,567 2,191,714 (114,625)
Net income (loss) per share:

Net income (loss) per share — basic $ 0.10 $ 0.03 $ 0.22 $ (0.01)

Net income (loss) per share —diluted ~ $ 0.10 $ 0.03 $ 0.21 $ (0.01)
Weighted average shares outstanding -

Basic 10,762,417 9,083,807 10,187,755 9,054,317
Weighted average shares outstanding -

Diluted 10,809,144 9,189,776 10,247,294 9,054,317

The pro forma financial information is not necessarily indicative of the results to be expected in the future as a result
of the acquisition of the Co-eXprise contracts. Transaction costs of $0.2 million have been reflected in the consolidated
statements of operations for the three- and nine-months ended September 30, 2011 as a component of general and
administrative expenses.

13.  Subsequent Events

On October 13, 2011 the Company acquired substantially all of the assets and certain obligations of Northeast
Energy Solutions, LLC (“NES”) for approximately $4.8 million, pursuant to an Asset Purchase Agreement. NES is a regional
provider of energy efficiency services based in Cromwell, Connecticut. The purchase price consists of approximately $1.0
million in cash, $3.0 million payable in the form of a promissory note, 83,209 shares of the Company’s common stock and
up to a $0.5 million earn-out. The promissory note is payable in three installments in the third and fourth quarters of 2012
and earns interest at 5.0 %.
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On October 31, 2011 the Company acquired substantially all of the assets and certain obligations of GSE Consulting,
LP (“GSE”) for approximately $8.6 million pursuant to an Asset Purchase Agreement. GSE is a Texas based energy
management and procurement company. The purchase price of $8.6 million consists of approximately $3.9 million in cash,
$1.5 million paid to retire a note payable held by GSE, and 1.0 million shares of the Company’s common stock. GSE may
earn up to an additional $4.5 million in cash based on earn-outs to be measured over a two-year period through October
2013. These earn-outs are based on GSE achieving certain annualized new bookings and renewal rates for the remainder of
2011 and for the 12-month periods ending October 31, 2012 and 2013, respectively. The maximum payouts under these
earn-outs are $2.0 million at January 31, 2012, $1.5 million at January 15, 2013, and $1.0 million at January 15, 2014. As of
the date of filing, the purchase price allocations for NES and GSE assets have not been completed.
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations

This quarterly report on Form 10-Q including this Item 2, contains forward-looking statements 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, which involve risks and uncertainties. Readers can identify these statements by forward-looking words such as
“may,” “could,” “should,” “would,” “intend,” “will,” “expect,” “anticipate,” “believe,” “estimate,” “continue”’ or
similar words. The Company’s actual results and the timing of certain events may differ significantly from the results and
timing discussed in the forward-looking statements. Factors that could cause or contribute to such differences include, but
are not limited to, those discussed or referred to in this report and in the “Risk Factors” section of our Annual Report on
Form 10-K and any later publicly available filing with the Securities and Exchange Commission. The following discussion
and analysis of the Company’s financial condition and results of operations should be read in light of those factors and in
conjunction with the Company’s accompanying consolidated financial statements and notes thereto.

”

Overview

World Energy is an energy management services company that applies a combination of people, process and technology to
take the complexity out of energy management and turn it into bottom line impact for the businesses, institutions and
governments we serve. We believe that energy costs can be expressed in a simple equation E=P*Q-i. Energy costs are a
function of commaodity price times quantity used, minus any incentives realized. We help customers optimize this equation
by applying the Seven Levers of Energy Management™ - Planning, Sourcing, Risk Management, Efficiency, Sustainability,
Incentives and Monitoring.

These Seven Levers are supported by state of the art technology developed or licensed by the Company. We have
developed three online auction platforms, the World Energy Exchange®, the World Green Exchange® and the World DR
Exchange®. On the World Energy Exchange®, retail energy consumers (commercial, industrial and governmental) and
wholesale energy participants (utilities, electricity retailers, and intermediaries) in North America (“listers”) are able to
negotiate for the purchase or sale of electricity, natural gas and renewable energy resources from competing energy suppliers
(“bidders”) who have agreed to participate on our auction platform. The World Energy Exchange® is supplemented with
information about market rules, pricing trends, energy consumer usage and load profiles. Our energy management staff uses
this platform to conduct auctions, analyze results, guide energy consumers through contracting, and track their contracts,
sites, accounts and usage history. The team also uses the exchange’s sophisticated monitoring, triggering and messaging tools
to develop, support and implement comprehensive risk management strategies for our more sophisticated clients.

In 2007, we created the World Green Exchange® to support companies’ sustainability goals as well as provide a
marketplace for project developers to sell their environmental credits. On the World Green Exchange®, bidders and listers
negotiate for the purchase or sale of environmental commodities such as Renewable Energy Certificates (“RECs”), Verified
Emissions Reductions (“VERs”), Certified Emissions Reductions (“CERs”) and Regional Greenhouse Gas Initiative
(“RGGI”) allowances.

In January 2010, we launched the World DR Exchange® to create an efficient, transparent and liquid marketplace to
maximize incentive payments available to customers and provide a source of curtailment-ready customers for the industry’s
curtailment service providers (“CSPs”). The World DR Exchange® created the industry’s first online marketplace for
demand response (“DR”), enabling customers to source DR more efficiently and effectively bringing together CSPs and
energy consumers in highly-structured auction events designed to yield price transparency, heighten competition, and
maximize the energy consumers’ share of demand response revenues.

In July 2010, we made a strategic investment in the form of a two-year convertible note with Retroficiency, Inc.
(“Retroficiency”), an emerging company that develops solutions for identifying and qualifying business energy efficiency
measures. Leveraging Retroficiency’s platform, we launched a new product for the energy efficiency market, the Virtual
Energy Audit™, enabling commercial property owners and managers to more efficiently identify, evaluate, execute and
manage retrofit opportunities across their portfolios.

In April 2011, we issued approximately 1.5 million shares of common stock to several accredited institutional investors at
$3.60 per share, yielding net proceeds of approximately $5.3 million. We anticipate using the new capital for strategic
initiatives, including investments and acquisitions in the energy management space.

In September 2011, we acquired certain contracts owned by Co-eXprise, Inc. (“Co-eXprise”) pursuant to a Contract
Purchase Agreement (the “Agreement”) between the Company and Co-eXprise. Pursuant to the Agreement, we purchased
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all of the contracts and assumed certain obligations with respect to Co-eXprise’s energy procurement business. The purchase
price was $4.0 million in cash, subject to certain escrowing provisions.

We have significantly grown our employee base from 20 at our initial public offering (“IPO”) in November 2006 to a high
of 66 during the second quarter of 2008. This planned investment allowed us to execute against our strategic initiatives and
has resulted in revenue growth of over 200% to $18 million in 2010. We aggressively invested in all of our product lines
including building out a direct sales force, expanding our channel partner network, acquiring one of our largest competitors,
and building our wholesale and green teams. As we made these infrastructure investments in advance of revenue growth, our
operating losses increased significantly in 2007 and 2008. These investments began to generate incremental revenue in the
fourth quarter of 2007 and the scalability inherent in our business model returned to our pre-IPO levels resulting in gross
margins of approximately 80% today and net income for five consecutive quarters. We have generated positive adjusted
EBITDA in nine of the last eleven quarters including each of the last eight quarters. Over the last eight quarters we have
generated positive adjusted EBITDA of $4.9 million, including $3.5 million over the last four quarters and $1.3 million in
our most recent quarter. Our fixed operating cost structure has remained flat over this period and we believe it will remain at
these levels in the short-term. However, a portion of our total operating cost structure, including channel partner and internal
commission costs, is variable in nature and will increase as revenue levels increase. We will continue to be opportunistic and
invest in our current product lines and pursue acquisitions both within our existing product lines and new product lines.
These activities may increase our operating costs both in the short and long-term.

Operations
Revenue

Retail Electricity Transactions

We earn a monthly commission on energy sales contracted through our online auction platform from each bidder or
energy supplier based on the energy usage transacted between the bidder and lister or energy consumer. Our commissions are
not based on the retail price for electricity; rather on the amount of energy consumed. Commissions are calculated based on
the volume of energy usage transacted between the energy supplier and energy consumer multiplied by our contractual
commission rate. Our contractual commission rate is negotiated with the energy consumer on a procurement-by-procurement
basis based on energy consumer specific circumstances, including the size of auction, the effort required to organize and run
the respective auction and competitive factors, among others. Once the contractual commission is agreed to with the energy
consumer, all energy suppliers participating in the auction agree to that rate. That commission rate remains fixed for the
duration of the contractual term regardless of energy usage. Energy consumers provide us with a letter of authorization to
request their usage history from the local utility. We then use this data to compile a usage profile for that energy consumer
that will become the basis for the auction. This data may also be used to estimate revenue on a going forward basis, as noted
below.

Historically, our revenue and operating results have varied from quarter-to-quarter and are expected to continue to
fluctuate in the future. These fluctuations are primarily due to the buying patterns of our wholesale and natural gas
customers, which tend to have large, seasonal purchases during the fourth and first quarters and electricity usage having
higher demand in our second and third quarters. In addition, the activity levels on the World Energy Exchange® can
fluctuate due to a number of factors, including market prices, weather conditions, energy consumers’ credit ratings, the
ability of suppliers to obtain financing in credit markets, and economic and geopolitical events. To the extent these factors
affect the purchasing decisions of energy consumers our future results of operations may be affected. Contracts between
energy suppliers and energy consumers are signed for a variety of term lengths, with a one year contract term being typical
for commercial and industrial energy consumers, and government contracts typically having two to three year terms. Our
revenue has grown over the last three years through new participants utilizing our World Energy Exchange® as well as
existing energy consumers increasing the size or frequency of their transactions on our exchange platform.

We do not invoice our electricity energy suppliers for monthly commissions earned and, therefore, we report a substantial
portion of our receivables as “unbilled.” Unbilled accounts receivable represents management’s best estimate of energy
provided by the energy suppliers to the energy consumers for a specific completed time period at contracted commission
rates and is made up of two components. The first component represents energy usage for which we have received actual
data from the supplier and/or the utility, but for which payment has not been received at the balance sheet date. The majority
of our contractual relationships with energy suppliers require them to supply actual usage data to us on a monthly basis and
remit payment to us based on that usage. The second component represents energy usage for which we have not received
actual data, but for which we have estimated usage. Commissions paid in advance by certain bidders are recorded as deferred
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revenue and amortized to commission revenue on a monthly basis on the energy exchanged that month.

Retail Natural Gas Transactions

There are two primary fee components to our retail natural gas services: transaction fees and management fees.
Transaction fees are billed to and paid by the energy supplier awarded business on the platform. These fees are established
prior to award and are the same for each supplier. For the majority of our natural gas transactions, we bill the supplier upon
the conclusion of the transaction based on the estimated energy volume transacted for the entire award term multiplied by the
transaction fee. Management fees are paid by our energy consumers and are generally billed on a monthly basis for services
rendered based on terms and conditions included in contractual arrangements. While substantially all of our retail natural gas
transactions are accounted for in accordance with this policy, a certain percentage is accounted for as the natural gas is
consumed by the energy consumer and recognized as revenue in accordance with the retail electricity transaction revenue
recognition methodology described above.

Demand Response Transactions

Demand response transaction fees are recognized when we have received confirmation from the CSP that the energy
consumer has performed under the applicable Regional Transmission Organization (“RTO”) or Independent System
Operator (“ISO”) program requirements. The energy consumer is either called to perform during an actual curtailment event
or is required to demonstrate its ability to perform in a test event during the performance period. For the PJM
Interconnection (“PJM”), an RTO that coordinates the movement of wholesale electricity in all or parts of 13 states and the
District of Columbia, the performance period is June through September in a calendar year. Test results are submitted to the
PJM by the CSPs and we receive confirmation of the energy consumer’s performance in the fourth quarter. CSPs typically
pay us ratably on a quarterly basis throughout the demand response fiscal (June to May) year. As a result, a portion of the
revenue we recognize is reflected as unbilled accounts receivable.

Wholesale Transactions

Wholesale transaction fees are invoiced upon the conclusion of the auction based on a fixed fee. These revenues are not
tied to future energy usage and are recognized upon the completion of the online auction. For reverse auctions where our
customers bid for a consumer’s business, the fees are paid by the bidder. For forward auctions where a lister is selling energy
products, the fees are typically paid by the lister. While substantially all wholesale transactions are accounted for in this
fashion, a small percentage of our wholesale revenue is accounted for as electricity or gas is delivered, similar to the retail
electricity transaction methodology described above.

Environmental Commodity Transactions

Environmental commodity transaction fees are accounted for utilizing two primary methods. For regulated allowance
programs like RGGI, fees are paid by the lister and are recognized quarterly as revenue as auctions are completed and
approved. For all other environmental commodity transactions both the lister and the bidder pay the transaction fee and
revenue is recognized upon the consummation of the underlying transaction as credits are delivered by the lister and payment
is made by the bidder.

Cost of revenue

Cost of revenue consists primarily of:

. salaries, employee benefits and share-based compensation associated with our auction management services, which
are directly related to the development and production of the online auction and maintenance of market-related data
on our auction platform and monthly management fees (our supply desk function);

. amortization of capitalized costs associated with our auction platform and acquired developed technology; and

. rent, depreciation and other related overhead and facility-related costs.

Sales and marketing

Sales and marketing expenses consist primarily of:
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. salaries, employee benefits and share-based compensation related to sales and marketing personnel;

. third party commission expenses to our channel partners;

. travel and related expenses;

. amortization related to customer relationships and contracts;

. rent, depreciation and other related overhead and facility-related costs; and

. general marketing costs such as trade shows, marketing materials and outsourced services.

General and administrative

General and administrative expenses consist primarily of;

. salaries, employee benefits and share-based compensation related to general and administrative personnel;

. accounting, legal, and other professional fees; and

. rent, depreciation and other related overhead and facility-related costs.

Interest income, net

Interest expense, net consists primarily of:

. interest income earned on cash held in the bank and notes receivable; and

. interest expense related to capital leases.

Income tax expense

We recorded income tax expense of approximately $22,000 for the nine months ended September 30, 2011. We did not
record an income tax benefit for the nine months ended September 30, 2010 as we provided a full valuation allowance
against our deferred tax assets due to uncertainty regarding the realization of those deferred tax assets, primarily net
operating loss carryforwards, in the future. The income tax expense in 2011 reflects an alternative minimum tax liability
anticipated to be incurred in calendar 2011.
Results of Operations

The following table sets forth certain items as a percent of revenue for the periods presented:

For the Three Months Ended For the Nine Months Ended

September 30, September 30,

2011 2010 2011 2010
REVENUE ....ocviieiiete ettt 100% 100% 100% 100%
COSt OF FEVENUE. ...t 17 20 19 21
GrOSS PrOfit .o 83 80 81 79
Operating expenses:
Sales and Marketing........ccccoeveiineiinienese e 45 47 49 55
General and adminiStrative...........cocceevvveeeeeciee e 23 30 24 28
Operating iNCOME (10SS) ..c.vviverieiieieiieie e 15 3 8 4
INterest iNCOME, NEL .......coiiiiiiiiecee e — — 1 —
INCOME TAX EXPENSE ...vevvvieenieririeieiesieie st — — — —
NEt INCOME (10SS)...c.veveerieiirie et 15% 3% 9% (4)%
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Comparison of the Three Months Ended September 30, 2011 and 2010

Revenue
For the Three Months Ended
September 30,
2011 2010 Increase
REVENUE ...ttt ettt e e st e st e e st e e sae e $ 5,625,070 $ 4,650,992 $ 974,078 21%

Revenue increased 21% for the three months ended September 30, 2011 as compared to the same period in 2010 primarily
due to increased auction activity in our retail product line. This increase was partially offset by declines in our wholesale and
environmental commodities product lines. The retail product line increase reflects an agreement with one of our energy
suppliers for the payment of all amounts due us subsequent to August 1, 2011 associated with expected future energy usage
without recourse. The net incremental increase in revenue was approximately $0.7 million. In addition, the retail product line
reflected new customer wins with a concentration in the Pennsylvania electricity market and further growth in our channel
partner network. Our wholesale product line decreased primarily due to the timing of transactions in the third quarter of 2011
compared to the same period in 2010.

Cost of revenue
For the Three Months Ended September 30,
2011 2010
3 % of Revenue $ % of Revenue Increase
Cost Of FEVENUE......cccvveiviecrii e $970,846 17% $ 913,452 20% $ 57,394 6%

Cost of revenue increased 6% for the three months ended September 30, 2011 as compared to the three months ended
September 30, 2010 as increases in payroll and commission costs were partially offset by a decrease in amortization of
capitalized software. Payroll costs increased due to a net increase of three supply desk employees during the quarter ended
September 30, 2011 versus the same period last year. Commission costs increased due to the 21% increase in revenue. Cost
of revenue as a percent of revenue decreased 3% due to the 21% increase in revenue.

Operating expenses
For the Three Months Ended September 30,

2011 2010
$ % of Revenue $ % of Revenue Increase/(Decrease)
Sales and marketing........cc.ccoevveververereenienn $ 2,512,191 45% $ 2,177,921 47% $ 334,270 15%
General and administrative............cc......... 1,293,822 23 1,414,947 30 (121,125) (9)
Total operating eXpPenses...........ccccververeenne. $ 3,806,013 68% $ 3,592,868 7% $ 213145 6%

Sales and marketing expenses increased 15% for the three months ended September 30, 2011 as compared to the same
period in 2010. This increase was primarily due to increases in channel partner commission costs from the 21% increase in
revenue during the quarter. Sales and marketing expense as a percentage of revenue decreased 2% due to the 21% increase in
revenue.

The 9% decrease in general and administrative expenses for the three months ended September 30, 2011 as compared to
the same period in 2010 was primarily due to decreases in costs associated with bad debt and investor relations activities.
These decreases were offset by transaction costs associated with the acquisition of Co-eXprise. General and administrative
expenses as a percent of revenue decreased 7% due to the 21% increase in revenue and the cost decreases noted above.

Interest income, net
Interest income, net was approximately $14,000 for the three months ended September 30, 2011 compared to interest
income, net of approximately $3,000 for the three months ended September 30, 2010. The increase in interest income in the
third quarter of 2011 was primarily due to interest earned on a convertible note receivable with Retroficiency.
Income tax expense
We recorded income tax expense of approximately $7,000 for the three months ended September 30, 2011. We did not

record an income tax benefit for the three months ended September 30, 2010 as we provided a full valuation allowance
against our deferred tax assets due to uncertainty regarding the realization of those deferred tax assets, primarily net
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operating loss carryforwards, in the future. The income tax expense in 2011 reflects an alternative minimum tax liability
anticipated to be incurred in calendar 2011.

Net income

Net income increased $0.7 million to $0.9 million for the three months ended September 30, 2011 primarily due to the
21% increase in revenue described above.

Comparison of the Nine Months Ended September 30, 2011 and 2010

Revenue
For the Nine Months Ended
September 30,
2011 2010 Increase
REVENUE ...ttt ettt ettt s e st e e st e e sete e saae e $ 15,180,140 $13,070,078 $2,110,062 16%

Revenue increased 16% for the nine months ended September 30, 2011 as compared to the same period in 2010 primarily
due to increased auction activity in our retail product line. This increase was partially offset by declines in our wholesale and
environmental product lines. The retail product line increase reflects an agreement with one of our energy suppliers for the
payment of all amounts due us subsequent to August 1, 2011 associated with expected future energy usage without recourse.
The net incremental increase in revenue was approximately $0.7 million. In addition, the retail product line reflected new
customer wins with a concentration in the Pennsylvania electricity market and further growth in our channel partner network.
Our wholesale and environmental commodities product lines decreased primarily due to the timing of transactions in the first
nine months of 2011 compared to the same period in 2010.

Cost of revenue
For the Nine Months Ended September 30,
2011 2010
3 % of Revenue $ % of Revenue Increase
CoSt Of FEVENUE......cccvveicveeciii e $2,907,359 19% $2,776,337 21% $ 131,022 5%

Cost of revenue increased 5% for the nine months ended September 30, 2011 as compared to the nine months ended
September 30, 2010 as increases in payroll and commission costs were partially offset by a decrease in amortization of
capitalized software. Payroll costs increased due to an increase in supply desk employees during the nine months ended
September 30, 2011 versus the same period last year. Commission costs increased due to the 16% increase in revenue. Cost
of revenue as a percent of revenue decreased 2% due to the 16% increase in revenue.

Operating expenses
For the Nine Months Ended September 30,

2011 2010
$ % of Revenue $ % of Revenue Increase/(Decrease)
Sales and marketing..........ccoceeveevveivieriennas $ 7,385,241 49% $ 7,083,757 55% $ 301,484 4%
General and administrative............cc.c....... 3,610,892 24 3,690,895 28 (80,003) (2)
Total operating eXpPenses ..........ccoevevereene. $10,996,133 73% $10,774,652 83% $ 221,481 2%

The 4% increase in sales and marketing expense for the nine months ended September 30, 2011 as compared to the same
period in 2010 primarily reflects an increase in channel partner commission costs associated with the 16% increase in
revenue. Sales and marketing expense as a percentage of revenue decreased 6% due to the 16% increase in revenue.

The 2% decrease in general and administrative expenses related to the nine months ended September 30, 2011 as
compared to the same period in 2010 was primarily due to decreases in costs associated with investor relations activities and
compliance costs. General and administrative expenses as a percent of revenue decreased 4% due to the 16% increase in
revenue.

Interest income, net
Interest income, net was approximately $42,000 for the nine months ended September 30, 2011. Interest income

substantially offset interest expense for the nine months ended September 30, 2010. The increase in interest income, net in
the first nine months of 2011 was primarily due to interest earned on a convertible note receivable with Retroficiency.

19



Income tax expense

We recorded income tax expense of approximately $22,000 for the nine months ended September 30, 2011. We did not
record an income tax benefit for the nine months ended September 30, 2010 as we provided a full valuation allowance
against our deferred tax assets due to uncertainty regarding the realization of those deferred tax assets, primarily net
operating loss carryforwards, in the future. The income tax expense in 2011 reflects an alternative minimum tax liability
anticipated to be incurred in calendar 2011.

Net income (loss)

We reported net income for the nine months ended September 30, 2011 of approximately $1.3 million as compared to a
net loss of approximately $0.5 million for the nine months ended September 30, 2010. The $1.8 million increase in net
income is primarily due to the 16% increase in revenue net of increases for variable costs such as third party commissions
associated with the increase in revenue.

Liquidity and Capital Resources

At September 30, 2011, we had no commitments for material capital expenditures. We have identified and executed
against a number of strategic initiatives that we believe are key components of our future growth, including: expanding our
community of listers, bidders and channel partners on our exchanges; strengthening and extending our long-term
relationships with government agencies; entering into other energy-related markets including wholesale transactions with
utilities, the environmental commodities markets and demand response market; making strategic acquisitions; and growing
our direct and inside sales force. As of September 30, 2011, our workforce numbered 60 reflecting the same number that we
employed at December 31, 2010. At September 30, 2011, we had 22 professionals in our sales and marketing and account
management groups, 26 in our supply desk group and 12 in our general and administrative group. While we did not add any
employees associated with the Co-eXprise acquisition, we do anticipate our workforce increasing with our subsequent
acquisitions of NES and GSE. The NES acquisition includes the repayment of $3.0 million in a note payable to the seller in
three equal installments during the second half of 2012 and earn-out provisions of $0.25 million in each of the first and
fourth quarters of 2012. The GSE acquisition requires up to a total of $4.5 million of future potential payments in the first
quarters of 2012, 2013 and 2014 based on certain performance criteria in the form of earn-outs. We believe we have the
resources to meet our long-term obligations under these arrangements based on cash on-hand, operating cash flows both from
our base and recently acquired businesses, and availability under our current line-of-credit.

Comparison of September 30, 2011 to December 31, 2010

September 30, December 31,

2011 2010 Increase
Cash and cash equUIValeNts ..........cccccevereiieneeieeee e, $ 6,516,266 $ 3,559,288 $ 2,956,978 83%
Trade accounts receivable ........ccccocvveveeeiiic i, $ 3,688,073 $ 3,124,328 $ 563,745 18
Days sales outstanding...........ccoeirerrinenenenese e, 64 58 6 10
WOrking Capital .........cooeeviriiniiiee e, $ 7,602,969 $ 3,399,147 $ 4,203,822 124
StocKholders” EqUILY ....vveviirieieireiee e, $ 18,380,141 $ 11,212,012 $ 7,168,129 64

Cash and cash equivalents increased 83% primarily due to net proceeds of $5.3 million received from the sale of common
stock in April 2011 and positive adjusted EBITDA of approximately $2.7 million for the nine months ended September 30,
2011. These increases were partially offset by the acquisition of Co-eXprise’s energy procurement business in September
2011 for $4.0 million and associated expenses. Trade accounts receivable increased 18% due to higher revenue in the third
quarter versus the fourth quarter of 2010 and the inclusion of $0.4 million of Co-eXprise receivables. Days sales outstanding
(representing accounts receivable outstanding at September 30, 2011 divided by the average sales per day during the current
quarter, as adjusted for non-recurring items) increased 10% due to the timing of revenue recognized within the third quarter
of 2011 as compared to the fourth quarter of 2010. Revenue from bidders representing 10% or more of our revenue increased
to 24% from two bidders during the nine months ended September 30, 2011, from 23% from the same bidders during the
same period in 2010.

Working capital (consisting of current assets less current liabilities) increased 124%, primarily due to the sale of common

stock during the second quarter and net income of $1.3 million for the nine months ended September 30, 2011, partially
offset by the acquisition of Co-eXprise’s energy procurement business in September 2011. Stockholders’ equity increased
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64% for the nine months ended September 30, 2011 due to the sale of common stock in April 2011, and net income of $1.3
million and share-based compensation of $0.5 million for the nine months ended September 30, 2011.

Cash provided by operating activities for the nine months ended September 30, 2011 was $1.9 million as compared to a
negative $0.1 million in 2010. This improvement was primarily due to positive adjusted EBITDA of $2.7 million in the first
nine months of 2011 versus $1.2 million during the same period in 2010. Cash provided by investing and financing activities
for the nine months ended September 30, 2011 was $1.1 million primarily due to net proceeds of $5.3 million received from
the sale of common stock significantly offset by $4.0 million paid in the acquisition of Co-eXprise’s energy procurement
business. Cash provided by investing and financing activities for the nine months ended September 30, 2010 was $0.1
million primarily due to $0.4 million in net proceeds from the sale of common stock, partially offset by a $0.2 million
advance against a convertible note receivable with Retroficiency.

Adjusted EBITDA, representing net income or loss before interest, income taxes, depreciation, amortization, and share-
based compensation charges for the nine months ended September 30, 2011 was a positive $2.7 million as compared to a
positive $1.2 million for the same period in the prior year. This increase was primarily due to the $1.8 million improvement
in net income as we recorded $1.3 million of net income during first nine months of 2011 compared to a net loss of $0.5
million for the same period in 2010. We have generated positive adjusted EBITDA for eight straight quarters resulting in a
cumulative total of $4.9 million, including $3.5 million over the last four quarters. Please refer to the section below
referencing “non-GAAP financial measures” for a reconciliation of non-GAAP measures to the most directly comparable
measure calculated and presented in accordance with accounting principles generally accepted in the United States of
America (“GAAP”).

In this Quarterly Report on Form 10-Q, we provide certain “non-GAAP financial measures”. A non-GAAP financial
measure refers to a numerical financial measure that excludes (or includes) amounts that are included in (or excluded from)
the most directly comparable financial measure calculated and presented in accordance with GAAP in our financial
statements. In this Quarterly Report on Form 10-Q, we provide adjusted EBITDA as additional information relating to our
operating results. This non-GAAP measure excludes expenses related to share-based compensation, depreciation related to
our fixed assets, amortization expense related to acquisition-related assets and capitalized software, interest expense on
capital leases, interest income on invested funds and notes receivable, and income taxes. Management uses this non-GAAP
measure for internal reporting and bank reporting purposes. We have provided this non-GAAP financial measure in addition
to GAAP financial results because we believe that this non-GAAP financial measure provides useful information to certain
investors and financial analysts in assessing our operating performance due to the following factors:

. We believe that the presentation of a non-GAAP measure that adjusts for the impact of share-based compensation
expenses, depreciation of fixed assets, amortization expense related to acquisition-related assets and capitalized
software, interest expense on capital leases, interest income on invested funds and notes receivable, and income
taxes, provides investors and financial analysts with a consistent basis for comparison across accounting periods
and, therefore, is useful to investors and financial analysts in helping them to better understand our operating results
and underlying operational trends;

. Although share-based compensation is an important aspect of the compensation of our employees and executives,
share-based compensation expense is generally fixed at the time of grant, then amortized over a period of several
years after the grant of the share-based instrument, and generally cannot be changed or influenced by management
after the grant;

. We do not acquire intangible assets on a predictable cycle. Our intangible assets relate solely to business
acquisitions. Amortization costs are fixed at the time of an acquisition, are then amortized over a period of several
years after the acquisition and generally cannot be changed or influenced by management after the acquisition;

. We do not regularly incur capitalized software costs. Our capitalized software costs relate primarily to the build-out
of our exchanges. Amortization costs are fixed at the time the costs are incurred and are then amortized over a
period of several years and generally cannot be changed or influenced by management after the initial costs are
incurred;

. We do not regularly invest in fixed assets. Our fixed assets relate primarily to computer and office equipment and

furniture and fixtures. Depreciation costs are fixed at the time of purchase and are then depreciated over several
years and generally cannot be changed or influenced by management after the purchase;
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. We do not regularly enter into capital leases. Our capital leases relate primarily to computer and office equipment.
Interest expense is fixed at the time of purchase and recorded over the life of the lease and generally cannot be
changed or influenced by management after the purchase;

. We do not regularly earn interest on our cash accounts and notes receivable. Our cash is invested in U.S. Treasury
funds and has not yielded material returns to date and these returns generally cannot be changed or influenced by
management; and

. We do not regularly pay federal or state income taxes due to our net operating loss carryforwards. Our income tax
expense reflects the anticipated alternative minimum tax liability based on statutory rates that generally cannot be
changed or influenced by management.

Pursuant to the requirements of the SEC, we have provided below a reconciliation of the non-GAAP financial measure
used to the most directly comparable financial measure prepared in accordance with GAAP. This non-GAAP financial
measure is not prepared in accordance with GAAP. This measure may differ from the GAAP information, even where
similarly titled, used by other companies and therefore should not be used to compare our performance to that of other
companies. The presentation of this additional information is not meant to be considered in isolation or as a substitute for net
income (loss) prepared in accordance with GAAP.

Three Months Ended September 30, Nine Months Ended September 30,

2011 2010 2011 2010
GAAP net income (loss) $ 855,144 $ 147,227 $ 1,296,544 $ (480,866)
Less: Interest income, net (14,183) (2,555) (41,646) (45)
Add: Share-based compensation 171,389 186,677 488,897 541,986
Add: Amortization 292,572 300,878 847,633 1,001,302
Add: Depreciation 30,941 34,499 97,965 106,276
Add: Income taxes 7,250 — 21,750 —
Non-GAAP adjusted EBITDA $ 1,343,113 $ 666,726 $ 2,711,143 $ 1,168,653

Critical Accounting Policies

The preparation of financial statements in conformity with GAAP requires us to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenue and expenses during the reporting period. Accordingly, actual
results could differ from these estimates.

The most judgmental estimates affecting our consolidated financial statements are those relating to revenue recognition
and the estimate of actual energy delivered from the bidder to the lister of such energy; software development costs; share-
based compensation; the valuation of intangible assets and goodwill; impairment of long-lived assets; and estimates of future
taxable income as it relates to the realization of our net deferred tax assets. We regularly evaluate our estimates and
assumptions based upon historical experience and various other factors that we believe to be reasonable under the
circumstances, the results of which form the basis for making judgments about the carrying values of assets and liabilities
that are not readily apparent from other sources. To the extent actual results differ from those estimates; our future results of
operations may be affected. We believe the following critical accounting policies affect our more significant judgments and
estimates used in the preparation of our consolidated financial statements. Refer to Note 2 of our consolidated financial
statements within our Annual Report on Form 10-K as filed on February 17, 2011 for a description of our accounting
policies.

Revenue Recognition

Retail Electricity Transactions

We earn a monthly commission on energy sales contracted through our online auction platform from each bidder or
energy supplier based on the energy usage transacted between the bidder and lister or energy consumer. Our commissions are
not based on the retail price for electricity; rather on the amount of energy consumed. Commissions are calculated based on
the energy usage transacted between the energy supplier and energy consumer multiplied by our contractual commission rate.
Revenue from commissions is recognized as earned on a monthly basis over the life of each contract as energy is consumed,
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provided there is persuasive evidence of an arrangement, the sales price is fixed or determinable, collection of the related
receivable is reasonably assured, and customer acceptance criteria, if any, has been successfully demonstrated.

We record brokerage commissions based on actual usage data obtained from the energy supplier for that accounting
period, or to the extent actual usage data is not available, based on the estimated amount of electricity and gas delivered to
the energy consumers for that accounting period. We develop our estimates on a quarterly basis based on the following
criteria:

. Payments received prior to the issuance of the financial statements;
. Usage updates from energy suppliers;

. Usage data from utilities;

. Comparable historical usage data; and

. Historical variances to previous estimates.

To the extent usage data cannot be obtained, we estimate revenue as follows:

. Historical usage data obtained from the energy consumer in conjunction with the execution of the auction;
. Geographic/utility usage patterns based on actual data received;

. Analysis of prior year usage patterns; and

. Specific review of individual energy supplier/location accounts.

In addition, we analyze this estimated data based on overall industry trends including prevailing weather and usage data.
Once the actual data is received, we adjust the estimated accounts receivable and revenue to the actual total amount in the
period during which the payment is received. Based on management’s current capacity to obtain actual energy usage, we
currently estimate four to six weeks of revenue at the end of our accounting period. Differences between estimated and actual
revenue have been within management’s expectations and have not been material to date.

We do not invoice our electricity energy suppliers for monthly commissions earned and, therefore, we report a substantial
portion of our receivables as “unbilled.” Unbilled accounts receivable represents management’s best estimate of energy
provided by the energy suppliers to the energy consumers for a specific completed time period at contracted commission
rates and is made up of two components. The first component represents energy usage for which we have received actual
data from the supplier and/or the utility but for which payment has not been received at the balance sheet date. The majority
of our contractual relationships with energy suppliers require them to supply actual usage data to us on a monthly basis and
remit payment to us based on that usage. The second component represents energy usage for which we have not received
actual data, but for which we have estimated usage. Commissions paid in advance by certain energy suppliers are recorded
as deferred revenue and amortized to commission revenue on a monthly basis on the energy exchanged that month.

Retail Natural Gas Transactions

There are two primary fee components to our retail natural gas services: transaction fees and management fees.
Transaction fees are billed to and paid by the energy supplier awarded business on the platform. These fees are established
prior to award and are the same for each supplier. For the majority of our natural gas transactions, we bill the supplier upon
the conclusion of the transaction based on the estimated energy volume transacted for the entire award term multiplied by the
transaction fee. Management fees are paid by our energy consumers and are generally billed on a monthly basis for services
rendered based on terms and conditions included in contractual arrangements. While substantially all of our retail natural gas
transactions are accounted for in accordance with this policy, a certain percentage are accounted for as the natural gas is
consumed by the customer and recognized as revenue in accordance with the retail electricity transaction revenue recognition
methodology described above.

Demand Response Transactions

Demand response transaction fees are recognized when we have received confirmation from the CSP that the energy
consumer has performed under the applicable RTO or ISO program requirements. The energy consumer is either called to
perform during an actual curtailment event or is required to demonstrate its ability to perform in a test event during the
performance period. For PJM the performance period is June through September in a calendar year. Test results are
submitted to PJM by the CSPs and we receive confirmation of the energy consumer’s performance in the fourth quarter.
CSPs typically pay us ratably on a quarterly basis throughout the demand response fiscal (June to May) year. As a result, a
portion of the revenue we recognize is reflected as unbilled accounts receivable.
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Wholesale Transactions

Wholesale transaction fees are invoiced upon the conclusion of the auction based on a fixed fee. These revenues are not
tied to future energy usage and are recognized upon the completion of the online auction. For reverse auctions where our
customers bid for a consumer’s business, the fees are paid by the bidder. For forward auctions where a lister is selling energy
products, the fees are typically paid by the lister. While substantially all wholesale transactions are accounted for in this
fashion, a small percentage of our wholesale revenue is accounted for as electricity or gas is delivered, similar to the retail
electricity transaction methodology described above.

Environmental Commodity Transactions

Environmental commodity transaction fees are accounted for utilizing two primary methods. For regulated allowance
programs like RGGI, fees are paid by the lister and are recognized as revenue quarterly as auctions are completed and
approved. For most other environmental commodity transactions both the lister and the bidder pay the transaction fee and
revenue is recognized upon the consummation of the underlying transaction as credits are delivered by the lister and payment
is made by the bidder.

Channel Partner Commissions

We pay commissions to our channel partners at contractual rates based on monthly energy transactions between energy
suppliers and energy consumers. The commission is accrued monthly and charged to sales and marketing expense as revenue
is recognized. We pay commissions to our salespeople at contractual commission rates based upon cash collections from our
customers.

Revenue Estimation

Our estimates in relation to revenue recognition affect revenue and sales and marketing expense as reflected on our
statements of operations, and trade accounts receivable and accrued commission accounts as reflected on our balance sheets.
For any quarterly reporting period, we may not have actual usage data for certain energy suppliers and will need to estimate
revenue. We initially record revenue based on the energy consumers’ historical usage profile. At the end of each reporting
period, we adjust this historical profile to reflect actual usage for the period and estimate usage where actual usage is not
available. For the nine months ended September 30, 2011, we estimated usage for approximately 12% of our revenue
resulting in a positive 0.2%, or approximately $30,000, adjustment to increase revenue. This increase in revenue resulted in
an approximate $7,000 increase in sales and marketing expense related to third party commission expense associated with
those revenues. Corresponding adjustments were made to trade accounts receivable and accrued commissions, respectively.
A 1% difference between this estimate and actual usage would have an approximate $18,000 effect on our revenue for the
nine months ended September 30, 2011.

Allowance for Doubtful Accounts

We provide for an allowance for doubtful accounts on a specifically identified basis, as well as through historical
experience applied to an aging of accounts, if necessary. Trade accounts receivable are written off when deemed
uncollectible. To date write-offs have not been material.

Capitalized Software

Certain acquired software and significant enhancements to our software are capitalized in accordance with guidance from
the Financial Accounting Standards Board (“FASB”). No internally developed software costs were capitalized during the
nine months ended September 30, 2011 and 2010, respectively. We amortize internally developed and purchased software
over the estimated useful life of the software (generally three years). During the nine months ended September 30, 2011 and
2010, approximately $95,000 and $214,000 were amortized to cost of revenues, respectively. Accumulated amortization
was approximately $1,185,000 and $1,090,000 at September 30, 2011 and December 31, 2010, respectively. At September
30, 2011 and December 31, 2010, capitalized software costs, net was approximately $36,000 and $131,000, respectively.

Our estimates for capitalization of software development costs affect cost of revenue and other assets as reflected on our

consolidated statements of operations and on our consolidated balance sheets. During the nine months ended September 30,
2011, amortization expense was approximately 3.3% of cost of revenue. To the extent the carrying amount of the capitalized
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software costs may not be fully recoverable or that the useful lives of those assets are no longer appropriate, we may need to
record an impairment (non-cash) charge and write-off a portion or all of the capitalized software balance on the balance
sheet.

Goodwill

We use assumptions in establishing the carrying value and fair value of our goodwill. Goodwill represents the excess of
the purchase price over the fair value of identifiable net assets of acquired businesses. We account for goodwill that results
from acquired businesses in accordance with guidance with the FASB, under which goodwill and intangible assets having
indefinite lives are not amortized but instead are assigned to reporting units and tested for impairment annually or more
frequently if changes in circumstances or the occurrence of events indicate possible impairment.

We perform an annual impairment review during the fourth fiscal quarter of each year, or earlier, if indicators of potential
impairment exist. The impairment test for goodwill is a two-step process. Step one consists of a comparison of the fair value
of a reporting unit with its carrying amount, including the goodwill allocated to each reporting unit. If the carrying amount is
in excess of the fair value, step two requires the comparison of the implied fair value of the reporting unit whereby the
carrying amount of the reporting unit’s goodwill over the implied fair value of the reporting unit’s goodwill will be recorded
as an impairment loss. We performed our annual impairment analysis in December 2010 and determined that no impairment
of our goodwill existed. There have been no indicators of potential impairment during 2011.

Intangible Assets

We use assumptions in establishing the carrying value, fair value and estimated lives of our intangible assets. The criteria
used for these assumptions include management’s estimate of the asset’s continuing ability to generate positive income from
operations and positive cash flow in future periods compared to the carrying value of the asset, as well as the strategic
significance of any identifiable intangible asset in our business objectives. If assets are considered impaired, the impairment
recognized is the amount by which the carrying value of the assets exceeds the fair value of the assets. Useful lives and
related amortization expense are based on an estimate of the period that the assets will generate revenues or otherwise be
used by us. Factors that would influence the likelihood of a material change in our reported results include significant
changes in the asset’s ability to generate positive cash flow, a significant decline in the economic and competitive
environment on which the asset depends and significant changes in our strategic business objectives.

Intangible assets consist of customer relationships and contracts, purchased technology and other intangibles, and are
stated at cost less accumulated amortization. Intangible assets with a finite life are amortized using the straight-line method
over their estimated useful lives, which range from one to ten years.

Impairment of Long-Lived and Intangible Assets

In accordance with guidance from the FASB, we periodically review long-lived assets and intangible assets for
impairment whenever events or changes in circumstances indicate that the carrying amount of such assets may not be
recoverable or that the useful lives of those assets are no longer appropriate. Recoverability of these assets is determined by
comparing the forecasted undiscounted net cash flows of the operation to which the assets relate to the carrying amount. No
impairment of our long-lived assets was recorded as no change in circumstances indicated that the carrying value of the
assets was not recoverable during 2011.

Income Taxes

In accordance with guidance from the FASB, deferred tax assets and liabilities are determined at the end of each period
based on the future tax consequences that can be attributed to net operating loss carryforwards, as well as differences
between the financial statement carrying amounts of the existing assets and liabilities and their respective tax basis. Deferred
income tax expense or credits are based on changes in the asset or liability from period to period. Valuation allowances are
provided if, based on the weight of available evidence, it is more likely than not that some or all of the deferred tax assets
will not be realized. The realization of deferred tax assets is dependent upon the generation of future taxable income. In
determining the valuation allowance, we consider past performance, expected future taxable income, and qualitative factors
which we consider to be appropriate in estimating future taxable income. Our forecast of expected future taxable income is
for future periods that can be reasonably estimated. Results that differ materially from current expectations may cause us to
change our judgment on future taxable income and adjust our existing tax valuation allowance.
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Our estimates in relation to income taxes affect income tax benefit and deferred tax assets as reflected on our statements of
operations and balance sheets, respectively. The deferred tax assets are reduced by a valuation allowance if it is more likely
than not that the tax benefits will not be realized in the near term. As of September 30, 2011, we had net deferred tax assets
of approximately $7.3 million against which a full valuation allowance has been established. To the extent we determine that
it is more likely than not that we will recover all of our deferred tax assets, it could result in an approximate $7.3 million non-
cash tax benefit.

Share-Based Compensation

In accordance with guidance from the FASB, we recognize the compensation cost of share-based awards on a straight-line
basis over the requisite service period of the award. For the nine months ended September 30, 2011, share-based awards
consisted of stock options and stock warrants, respectively. The vesting period of share-based awards is determined by the
board of directors, and is generally four years for employees.

The per-share weighted-average fair value of stock options granted during the nine months ended September 30, 2011 was
$2.13, on the date of grant, using the Black-Scholes option-pricing model with the following weighted-average assumptions
and estimated forfeiture rates of 10%:

Expected
Nine months ended Dividend Risk-Free Expected Expected
September 30, Yield Interest Rate Option Life Volatility
2011 — 0.88% 4.75 years 100%

The per-share weighted-average fair value of stock warrants granted during the nine months ended September 30, 2011
was $0.83 on the date of grant, using the Black-Scholes option-pricing model with weighted-average assumptions for the
risk-free interest rate, expected life and expected volatility of 0.16%, 0.75 years and 59%, respectively, and no estimated
forfeiture rate for the nine months ended September 30, 2011.

Item 3. Quantitative and Qualitative Disclosure about Market Risk
Market Risk

Market risk is the potential loss arising from adverse changes in market rates and prices, such as foreign currency rates,
interest rates, and other relevant market rates or price changes. In the ordinary course of business, we are exposed to market
risk resulting from changes in foreign currency exchange rates, and we regularly evaluate our exposure to such changes. Our
overall risk management strategy seeks to balance the magnitude of the exposure and the costs and availability of appropriate
financial instruments.

Impact of Inflation and Changing Prices

Historically, our business has not been materially impacted by inflation. We provide our service at the inception of the
service contract between a bidder and lister. Our fee is set as a fixed dollar amount per unit of measure and fluctuates with
changes in energy demand over the contract period.

Foreign Currency Fluctuation

Our commission revenue is primarily denominated in U.S. dollars. Therefore, we are not directly affected by foreign
exchange fluctuations on our current orders. However, fluctuations in foreign exchange rates do have an effect on listers’
access to U.S. dollars and on pricing competition. We have entered into non-U.S. dollar contracts but they have not had a
material impact on our operations. We do not believe that foreign exchange fluctuations will materially affect our results of
operations.
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Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

As required by Rule 13a-15 under the Securities Exchange Act of 1934, as amended (the “Exchange Act”), the Company
carried out an evaluation under the supervision and with the participation of the Company’s management, including the Chief
Executive Officer and Chief Financial Officer, of the effectiveness of the Company’s disclosure controls and procedures as of
December 31, 2010. In designing and evaluating the Company’s disclosure controls and procedures, the Company and its
management recognize that there are inherent limitations to the effectiveness of any system of disclosure controls and
procedures, including the possibility of human error and the circumvention or overriding of the controls and procedures.
Accordingly, even effective disclosure controls and procedures can only provide reasonable assurance of achieving their
desired control objectives. Additionally, in evaluating and implementing possible controls and procedures, the Company’s
management was required to apply its reasonable judgment. Based upon the required evaluation, the Chief Executive Officer
and the Chief Financial Officer concluded that as of September 30, 2011, the Company’s disclosure controls and procedures
were effective at the reasonable assurance level to ensure that information required to be disclosed by the Company in the
reports it files or submits under the Exchange Act is recorded, processed, summarized and reported within the time periods
specified in the Securities and Exchange Commission’s rules and forms, and procedures also were effective in ensuring that
information required to be disclosed by the Company in the reports it files or submits under the Exchange Act is accumulated
and communicated to its management, including the Company’s Chief Executive Officer and Chief Financial Officer as
appropriate, to allow timely decisions regarding required disclosure.

Changes in Internal Control Over Financial Reporting

There was no change in the Company’s internal control over financial reporting that occurred during the three months
ended September 30, 2011 that has materially affected, or is reasonably likely to materially affect, the Company’s internal
control over financial reporting.
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PART Il
OTHER INFORMATION

Item 1. Legal Proceedings
None.
Item 1A. Risk Factors
No material changes.
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
In connection with the vesting of restricted stock granted to employees, we withheld shares with value equivalent to

employees’ minimum statutory obligations for the applicable income and other employment taxes. A summary of the shares
withheld to satisfy employee tax withholding obligations for the three months ended September 30, 2011 is as follows:

Total Number of

Maximum

Total Shares Purchased Number of Shares
Number of Average As Part of Publicly That May Yet Be
Shares Price Paid Announced Plans Purchased Under
Period Purchased Per Share Or Programs The Plan
7/01/11 - 7/31/11..... — $ — — —
8/01/11 —8/31/11..... 71 $ 3.41 — —
9/01/11 —9/30/11..... 475 $ 3.09 — —
Total 546 $ 3.13 — —
Item 3. Defaults Upon Senior Securities
None.
Item4. Removed and Reserved
Item 5. Other Information
None.
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Item 6. Exhibits

10.1

31.1

31.2

32.1

32.2

Amendment No. 1 to Asset Purchase Agreement and Promissory Note, effective October 20, 2011, by and
between the Company and Northeast Energy Solutions, LLC.

Certification of the Chief Executive Officer pursuant to §302 of the Sarbanes-Oxley Act of 2002.
Certification of the Chief Financial Officer pursuant to §302 of the Sarbanes-Oxley Act of 2002.

Certification of the Chief Executive Officer pursuant to 18 U.S.C. 81350, as adopted pursuant to §906 of
the Sarbanes-Oxley Act of 2002.

Certification of the Chief Financial Officer pursuant to 18 U.S.C. §1350, as adopted pursuant to §906 of the
Sarbanes-Oxley Act of 2002.
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SIGNATURES

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

World Energy Solutions, Inc.

Dated: November 3, 2011 By: _/s/ Richard Domaleski
Richard Domaleski
Chief Executive Officer

Dated: November 3, 2011 By: _/s/ James Parslow
James Parslow

Chief Financial Officer
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EXHIBIT 10.1

AMENDMENT No. 1
TO
ASSET PURCHASE AGREEMENT AND PROMISSORY NOTE

This Amendment No. 1 (the “Amendment No. 1”) to the Asset Purchase Agreement and the Promissory
Note is made and entered into between World Energy Solutions, Inc., a Delaware corporation (the “Buyer”), and
Northeast Energy Solutions, LLC, a Connecticut limited liability company (the “Seller”) (together with World
Energy, the “Parties”) as of October 20, 2011. Capitalized terms used herein have the respective meanings
ascribed thereto in the Asset Purchase Agreement dated October 13, 2011 unless otherwise defined herein.

RECITALS

A. The Buyer and the Seller previously entered into the Asset Purchase Agreement effective October 13,
2011.

B. The Buyer issued a Promissory Note to the order of the Seller pursuant to the terms and conditions of the
Asset Purchase Agreement.

C. The Parties wish to modify certain terms of the Asset Purchase Agreements and the Promissory Note,
subject to conditions set forth in this Amendment No. 1.

NOW THEREFORE, in consideration of mutual covenants, agreements and representations contained
in this Amendment No. 1, the Asset Purchase Agreement, and the Promissory Note, the Parties hereto agree as
follows:

1. The last paragraph of Section 1.6 of the Asset Purchase Agreement shall be amended to read as follows:
“Upon attainment of the 2011 and/or 2012 earnout goals, the Seller will receive payment in the form of cash.”

2. The third paragraph on the first page of the Promissory Note shall be removed in its entirety and replaced
as follows:

“Except as otherwise provided below, on each of, July 2, 2012, October 1, 2012, and December 28,
2012 (each, a “Payment Date”), the Maker shall pay Payee, in lawful money of the United States by
check payable to Payee and delivered to the Payee’s address stated above or at such other place as the
Payee may designate, $1,000,000 of the unpaid principal amount of this Note, together with the
accrued but unpaid interest on the unpaid principal balance of this Note (each such payment of
principal and interest, a “Cash Payment”).”

3. Conflict. In the event of any conflict between the provisions of this Amendment No. 1 and the provisions
of the Asset Purchase Agreement and/or the Promissory Note, the provisions of this Amendment No. 1
shall prevail and the provisions of the Asset Purchase Agreement and/or the Promissory Note shall be
deemed modified by this Amendment No. 1 as necessary to resolve such conflict.

4. Effect of Amendment. Except as expressly amended by this Amendment No. 1 and/or by the preceding
sentence, the terms and provisions of the Asset Purchase Agreement and the Promissory Note shall
continue in full force and effect.
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IN WITNESS WHEREOF, the undersigned have caused this Amendment No. 1 to the Asset Purchase Agreement
and the Promissory Note to be duly executed by their respective authorized signatories as of the date first indicated above.

WORLD ENERGY SOLUTIONS, INC.

By: /s/ Philip V. Adams
Name: Philip V. Adams
Title: President and COO

Address: World Energy Solutions, Inc.
446 Main Street
Worcester, MA 01608
Attention: General Counsel

With a copy to (which shall not constitute notice):
Jeffrey Swaim, Esq.
Mirick O’Connell
100 Front Street
Worcester, MA 01608

NORTHEAST ENERGY SOLUTIONS, LLC

By: /s/ Robert Boissonneault

Name: Robert Boissonneault

Title: Managing Member
Members:

/s/ Robert Boissonneault
Robert Boissonneault

/s/ Michael Santangelo
Michael Santangelo

/sl Rick Galipeau
Rick Galipeau

Address: Northeast Energy Solutions LLC
2 Alcap Ridge
Cromwell, CT 06416

With a copy to (which shall not constitute notice):

Michael Boiczyk, Esq.
Weber and Carrier, LLP
24 Cedar Street

New Britain, CT 01052



EXHIBIT 31.1

CERTIFICATION PURSUANT TO
8302 OF THE SARBANES-OXLEY ACT OF 2002

I, Richard Domaleski, certify that:
1. | have reviewed this quarterly report on Form 10-Q of World Energy Solutions, Inc. (the “Registrant”);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were made,
not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the Registrant as of, and for,
the periods presented in this report;

4. The Registrant's other certifying officer and | are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(¢e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the Registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the Registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being
prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles;

¢) Evaluated the effectiveness of the Registrant's disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

d) Disclosed in this report any change in the Registrant’s internal control over financial reporting that occurred
during the Registrant’s most recent fiscal quarter (the Registrant’s fourth fiscal quarter in the case of an annual report) that
has materially affected, or is reasonably likely to materially affect, the Registrant’s internal control over financial reporting;

and

5. The Registrant's other certifying officer and | have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the Registrant's auditors and the audit committee of the Registrant's board of directors (or
persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the Registrant's ability to record, process, summarize and
report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the Registrant's internal control over financial reporting.

Dated: November 3, 2011 By: /s/ Richard Domaleski
Richard Domaleski
Chief Executive Officer




EXHIBIT 31.2

CERTIFICATION PURSUANT TO
8302 OF THE SARBANES-OXLEY ACT OF 2002

I, James Parslow, certify that:
1. | have reviewed this quarterly report on Form 10-Q of World Energy Solutions, Inc. (the “Registrant”);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were made,
not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the Registrant as of, and for,
the periods presented in this report;

4. The Registrant's other certifying officer and | are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the Registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the Registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being
prepared,;

b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles;

¢) Evaluated the effectiveness of the Registrant's disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

d) Disclosed in this report any change in the Registrant’s internal control over financial reporting that occurred
during the Registrant’s most recent fiscal quarter (the Registrant’s fourth fiscal quarter in the case of an annual report) that
has materially affected, or is reasonably likely to materially affect, the Registrant’s internal control over financial reporting;

and

5. The Registrant's other certifying officer and | have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the Registrant's auditors and the audit committee of the Registrant's board of directors (or
persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the Registrant's ability to record, process, summarize and
report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the Registrant's internal control over financial reporting.

Dated: November 3, 2011 By: /s/ James Parslow
James Parslow
Chief Financial Officer




EXHIBIT 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. 81350, AS ADOPTED
PURSUANT TO 8906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the quarterly report of World Energy Solutions, Inc (the “Company”) on Form 10-Q (the
“Report”) for the period ended September 30, 2011 as filed with the Securities and Exchange Commission on the date
hereof, I, Richard Domaleski, Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. §1350, as adopted
pursuant to 8906 of the Sarbanes-Oxley Act of 2002, that:

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934; and

2. The information contained in the report fairly presents, in all material respects, the financial condition and results
of operations of the Company.

Dated: November 3, 2011 By: /s/ Richard Domaleski
Richard Domaleski
Chief Executive Officer

A signed original of this written statement required by Section 906, or other document authenticating,
acknowledging, or otherwise adopting the signatures that appear in typed form within the electronic version of this written
statement required by Section 906, has been provided to the Company and will be retained by the Company and furnished to
the Securities and Exchange Commission or its staff upon request.



EXHIBIT 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. 81350, AS ADOPTED
PURSUANT TO 8906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the quarterly report of World Energy Solutions, Inc. (the “Company”) on Form 10-Q (the
“Report”) for the period ended September 30, 2011 as filed with the Securities and Exchange Commission on the date
hereof, I, James Parslow, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. §1350, as adopted pursuant
to 8906 of the Sarbanes-Oxley Act of 2002, that:

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of the Company.

Dated: November 3, 2011 By: _/s/ James Parslow
James Parslow
Chief Financial Officer

A signed original of this written statement required by Section 906, or other document authenticating,
acknowledging, or otherwise adopting the signatures that appear in typed form within the electronic version of this written
statement required by Section 906, has been provided to the Company and will be retained by the Company and furnished to
the Securities and Exchange Commission or its staff upon request.



