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1280 Landmeier Road
EIk Grove Village, Illinois 60007

INFORMATION STATEMENT

WE ARE NOT ASKING YOU FOR A PROXY
AND YOU ARE REQUESTED NOT TO SEND US A PROXY.

TO ALL STOCKHOLDERS:

This Information Statement is first being mailed on or about December , 2008 to the holders of record of the

common stock, par value $0.0001 per share (the Common Stock ), of Lime Energy Co., a Delaware corporation (the
Company ), as of the close of business on November 18, 2008 (the Record Date ). This Information Statement relates to

certain actions taken by written consents of the holders of a majority of the total number of shares of our outstanding

capital stock dated November 13, 2008 and November 26, 2008 (the Consents ).

The Consents authorized, effective following the twentieth day after the mailing of this Information Statement to our
stockholders, the following:

the private placement transaction under which we issued or intend to issue Common Stock and warrants to
purchase shares of Common Stock, which on an as-converted basis in the aggregate could potentially exceed
19.99% of the Common Stock outstanding on November 13, 2008, at less than the greater of market or book
value, to accredited investors that include certain of our directors and officers whose discounted purchases may
be considered equity compensation (the Private Placement );

the issuance of our Series A-1 Convertible Preferred Stock (the Preferred Stock ), which is convertible into an
amount of Common Stock potentially exceeding 19.99% of the Common Stock outstanding on November 14,
2008, to one of our directors (the Recapitalization );

the amendment to the our 2008 Long-Term Incentive Plan (the Amendment );
the adoption of our 2008 Employee Stock Purchase Plan (the ESPP ); and

the implementation of a stock option exchange offer to employees officers and directors holding underwater
options issued under our long-term incentive plans (the Exchange Offer ).

The Consents are sufficient under the General Corporation Law of the State of Delaware ( DGCL ) and our By-Laws
(the By-Laws ) to approve the Private Placement, Recapitalization, Amendment, ESPP and Exchange Offer.
Accordingly, the Private Placement, Recapitalization, Amendment, ESPP and Exchange Offer shall not be submitted
to our other stockholders for a vote.

The Information Statement is being furnished to you to provide you with material information concerning the actions
taken in connection with the Consents in accordance with the requirements of the Securities Exchange Act of 1934
and the regulations promulgated thereunder, including Regulation 14C. This Information Statement also constitutes
notice under Section 228 of the DGCL of the action taken in connection with the Consents.
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Only one Information Statement is being delivered to two or more security holders who share an address, unless we
have received contrary instruction from one or more of the security holders. We will promptly deliver, upon written or
oral request, a separate copy of the Information Statement to a security holder at a shared address to which a single
copy of the document was delivered. If you would like to request additional copies of the Information Statement, or if
in the future you would like to receive multiple copies of information or proxy statements, or annual reports, or, if you
are currently receiving multiple copies of these documents and would, in the future, like to receive only a single copy,
please write to us at 1280 Landmeier Road, Elk Grove Village, Illinois 60007, Attn: Jeffrey Mistarz.

THIS IS NOT A NOTICE OF A MEETING OF STOCKHOLDERS AND NO STOCKHOLDERS MEETING
WILL BE HELD TO CONSIDER ANY MATTER DESCRIBED HEREIN.

Sincerely,

David R. Asplund
Chief Executive Officer

Date: December , 2008
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LIME ENERGY CO.
1280 Landmeier Road
EIk Grove Village, Illinois 60007
INFORMATION STATEMENT
INTRODUCTION
This Information Statement is first being mailed on or about December , 2008 to the holders of record of the
Common Stock on November 18, 2008 in connection with the prior receipt by our Board of Directors (the Board ) of
the Consents approving: (i) the Private Placement, (ii) Recapitalization, (iii) Amendment, (iv) ESPP and (v) Exchange
Offer. The Private Placement, Recapitalization, Amendment, ESPP and Exchange Offer shall be effective after the

twentieth day from the mailing of this Information Statement.

The Board believes that the Private Placement, Recapitalization, Amendment, ESPP and Exchange Offer will enable
us to have sufficient working capital to maintain operations and to attract and retain talented employees.

Costs of Mailing

We will pay all costs associated with the distribution of this Information Statement, including the costs of printing and
mailing.

Meeting Not Required

The Private Placement, Recapitalization and ESPP were approved by a Consent dated November 13, 2008. The
Amendment and Exchange Offer were approved by a Consent dated November 26, 2008. No further vote is required
to approve the Private Placement, Recapitalization, Amendment, ESPP and Exchange Offer.

Furnishing Information

This Information Statement is being furnished to all holders of record of the Common Stock on the Record Date. Our
filings may be viewed on the Securities and Exchange Commission website at www.sec.gov in the EDGAR Archives
and are incorporated herein by reference. We are presently current in the filing of all required reports.

Dissenters Rights of Appraisal

Under the DGCL, our stockholders are not entitled to appraisal rights with respect to the Private Placement,
Recapitalization, Amendment, ESPP and Exchange Offer, and we will not independently provide stockholders with
any such right.

Proposals by Security Holders

No security holders have transmitted any proposals to be acted upon by the Company.

Voting Securities and Principal Holders Thereof

Each of the Private Placement, Recapitalization and the ESPP required the approval of the holders of a majority of the

total number of shares of our outstanding Common Stock. Each holder of Common Stock is entitled to one vote for
each share held. The record date for the purpose of determining the number of shares outstanding and for determining
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stockholders holding the majority of the total number of shares of our outstanding Common Stock necessary to
approve the Consent, was the close of business on November 13, 2008. As of November 13, 2008, we had

8,700,209 shares of Common Stock issued. As of November 13, 2008, we did not have any shares of Preferred Stock
outstanding.

Each of the Amendment and Exchange Offer required the approval of the holders of a majority of the total number of
shares of our outstanding capital stock. Each holder of Common Stock is entitled to one vote for each share held. Each
holder of the Preferred Stock is entitled to 10 votes for each share held. The record date for the purpose of determining
the number of shares outstanding and for determining stockholders holding the majority of
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the total number of shares of our outstanding Common Stock and Preferred Stock necessary to approve the Consent,
was the close of business on November 26, 2008. As of November 26, 2008, we had 9,555,053 shares of Common
Stock issued and outstanding and we had 358,710 shares of Preferred Stock issued and outstanding.

RECENT EVENTS

We recently entered into a series of transactions in order to meet our current and future working capital needs and
reduce our outstanding debt. These transactions include the Private Placement, Recapitalization and the purchase of
90% of the outstanding stock of Advanced Biotherapy, Inc. ( ADVB ). The summaries of the Private Placement and
Recapitalization are qualified in their entirety by reference to the complete text of Item 1 and 2 below.

Private Placement

As further described in Item 1 of this Information Statement, on November 13, 2008 we entered into Subscription
Agreements with 15 investors to sell 1,787,893 units (the Units ), each comprised of one share of our Common Stock
and a warrant to purchase an additional quarter share of Common Stock (the Warrants ). The sale price was $3.51 per
Unit, which is equal to 75% of the volume-weighted average price of the our Common Stock for the ten days prior to
closing. The warrants allow holders to purchase a share of Common Stock for $4.10 per share, which was the closing
price of our Common Stock on the day prior to the closing, and the warrants are exercisable any time after May 13,
2009 and before November 13, 2011. The total gross proceeds raised in the Private Placement will be $6,275,500. The
Private Placement will close in two tranches: tranche A, which is comprised of unaffiliated investors; and tranche B
which is comprised of affiliated investors. We raised $3,000,500 in tranche A, which closed on November 13, 2008.
We anticipates closing on the remaining $3,275,000 in tranche B prior to the end of the year. Proceeds from the

Private Placement will be used for working capital purposes.

Recapitalization

As further described in Item 2 of this Information Statement, on November 14, 2008, we entered into a Preferred
Stock Purchase Agreement with Richard P. Kiphart, our Chairman and largest individual stockholder, under which we
sold Mr. Kiphart 358,710 shares of newly created Preferred Stock in exchange for his agreement to cancel a
promissory note we issued in the principal amount of $14,707,104. The note bore interest at 17% per annum and
matured on March 31, 2009. Each outstanding share of Preferred Stock is entitled to camulative quarterly dividends at
a rate of (i) 15% per annum of its stated value, which is $41.00 per share, on or prior to March 31, 2009 (9% payable
in cash and 6% payable in additional shares of Preferred Stock); and (ii) 17% per annum of its stated value at any time
on or after April 1, 2009 (9% payable in cash and 8% payable in additional shares of Preferred Stock). Each share of
Preferred Stock is currently entitled to ten votes and the Preferred Stock votes along with the Common Stock. The
Preferred Stock is convertible into shares of Common Stock on a ten-for-one basis anytime after December 31, 2009,
subject to adjustment. In connection with this recapitalization, we expect to remove $14.7 million in liabilities from
our balance sheet and treat the Preferred Stock as equity.

Stock Purchase of ADVB

On November 18, 2008, we entered into a Stock Purchase Agreement with ten stockholders (the Sellers ) of ADVB,
pursuant to which we agreed to acquire 90.8% of the outstanding capital stock of ADVB at $0.008625 per share in
exchange for 2,252,341 shares of the Common Stock. We are contractually obligated to offer the ADVB minority
stockholders registered Common Stock on the same terms as received by the Sellers. The assets of ADVB include:

1) approximately $6.2 million in cash; 2) an $800,000 convertible promissory note from a company that is majority
owned by Mr. Kiphart, which bears 10% interest due May 17, 2009; and 3) a $4.5 million revolving promissory note
from the Company that bears 17% interest maturing March 31, 2009, which we intend to retire. There was
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$1.37 million outstanding on the revolving promissory note on November 18, 2008. Mr. Kiphart, one of the Sellers, is
the beneficial owner of more than 80% of the shares of ADVB and serves as its Chairman, on one hand, and is the
beneficial owner of more than 22% of our capital stock and serves as our Chairman, on the other hand. Mr. David
Valentine is also a shareholder and director of both the Company and ADVB.

2
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SECURITY OWNERSHIP OF PRINCIPAL STOCKHOLDERS AND MANAGEMENT

The following tables list certain information, as of November 26, 2008, regarding the beneficial ownership of our
outstanding Common Stock and Preferred Stock by (1) the persons known to us to beneficially own greater than 5%
of each class of our voting securities, (2) each of our directors and named executive officers, and (3) our directors and
executive officers, as a group. Beneficial ownership is determined in accordance with the rules of the Securities and
Exchange Commission. Except as otherwise noted, the persons or entities named have sole voting and investment
power with respect to all shares shown as beneficially owned by them, and the address of each person listed in the
following table is c/o Lime Energy Co., 1280 Landmeier Road, Elk Grove Village, Illinois 60007-2410.

Beneficial Owners of Greater Than 5% of Each Class of Our Common Stock:

Common
Shares

Directly
Name Held
Stephen Glick 588,777
Richard P. Kiphart(2) 2,146,723
Nettlestone Enterprises Limited(3) 791,444
Daniel R. Parke 709,886
SF Capital Partners Ltd.(4) 621,583
David R. Asplund 277,579(5)

Common
Shares
Issuable
upon
Exercise
of Warrants

127,747
142,450

643(6)

Beneficial Owners of Greater Than 5% of Each Class of Our Preferred Stock:

Common Common
Shares
Shares Issuable
upon
Directly Exercise
Name Held of Warrants
Richard P. Kiphart(7) 358,710
Directors and Executive Officers:
Common Common
Shares
Shares Issuable
upon
Directly Exercise

Table of Contents

Common
Shares
Issuable
upon
Exercise
of Options(1) Total
588,777
25,713 2,743,040
933,894
148,332 858,218
621,583
679,997 958,219
Common
Shares
Issuable
upon
Exercise
of Options Total
358,710
Common
Shares
Issuable

upon Exercise

%

6.162
27.021
9.630
8.845
6.505
9.362

%

100.000
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Name Held of Warrants of Options(1)
Directors and Executive Officers

David R. Asplund 277,579(5) 643(6) 679,997
Gregory T. Barnum 25,713
William R. Carey 21,429 25,713
Joseph F. Desmond 14,286
Richard P. Kiphart 2,146,723 127,747 25,713
Jeffrey R. Mistarz 992 167,620
Daniel R. Parke 709,886 148,332
David W. Valentine 52,300 26,187
All directors and executive officers

as a group (8 persons)** 3,187,480 149,819 1,113,561

* Denotes beneficial ownership of less than 1%.

** Eliminates duplication

Total

958,219
25,713
47,142
14,286

2,743,040

168,612

858,218
78,487

4,893,717

(1) Represents options to purchase Common Stock exercisable within 60 days of November 26, 2008.

%

9.362

27.021
1.734
8.845

43.456

(2) Does not include 358,710 shares of Preferred Stock, which is convertible into 3,587,100 shares of Common
Stock. The Preferred Stock has the right to vote with our Common Stock on an as converted basis.

3
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(3) The business address for Nettlestone Enterprises Limited is P.O. Box 665 Roseneath, The Grange, St. Peter Port,
Guernsey GY1-3SJ, Channel Islands.

(4) SF Capital Partners Ltd. is a British Virgin Island company. Staro Asset Management, L.L..C., a Wisconsin
limited liability company, acts as investment manager and has sole power to direct the management of SF Capital
Partners. Through Staro Asset Management, Messrs. Michael A. Roth and Brian J. Stark possess sole voting and
dispositive power over all shares owned by SF Capital Partners, but disclaim beneficial ownership of such shares.
The mailing address for SF Capital Partners is c/o Stark Offshore Management, LL.C, 3600 South Lake Drive, St.
Francis, WI 53235.

(5) Excludes shares owned by Mr. Asplund s wife and adult daughter, for which Mr. Asplund disclaims ownership.

(6) Includes warrants to purchase 286 shares of Common Stock held by Delano Group Securities, LLC, of which
Mr. Asplund is the principal owner.

(7) The Preferred Stock is convertible into shares of Common Stock at the rate of 10 shares of Common Stock for
each share of Preferred Stock. The Preferred Stock votes with the Common Stock on an as converted basis.

Changes in Control

We are not aware of any arrangements, including any pledge by any person of our stock, the operation of which may
at a subsequent date result in a change of control of the Company.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16 of the Securities Exchange Act of 1934 requires our directors and officers (as defined in Section 16) and
persons who beneficially own greater than 10% of a registered class of our equity securities to file reports of
ownership and changes in ownership with the Securities and Exchange Commission. The required reports consist of
initial statements on Form 3, statements of changes on Form 4 and Special statements on Form 5. Directors, officers
and greater than 10% stockholders are required by Securities and Exchange Commission rules to furnish us with
copies of all Section 16(a) reports filed. Based solely on our review of the reports we have received and on written
representations from our officers who are reporting persons, we believe that during 2007 all Section 16 filing
requirements applicable to our directors, officers and 10% beneficial owners were complied with by these persons,
except that Messrs. Asplund, Desmond, Kiphart, Pisano, and Valentine, each filed one report late to report a
transaction and Mr. Desmond s initial statement on Form 3 was filed late.

4
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NOTICE TO STOCKHOLDERS OF ACTION
APPROVED BY CONSENTING STOCKHOLDERS

The following actions were taken based upon the recommendation of the Board and the Consents:

ITEM1 APPROVAL OF THE ISSUANCE OF COMMON STOCK AND THE POTENTIAL ISSUANCE OF
COMMON STOCK EXCEEDING 19.99% OF THE COMMON STOCK OUTSTANDING ON
NOVEMBER 13, 2008 TO OFFICERS AND DIRECTORS AT LESS THAN MARKET VALUE

Introduction

In the Private Placement, we entered into subscription agreements with certain accredited investors (the Investors )
under which we issued or intend to issue to such Investors Units comprised of Common Stock and Warrants to
purchase shares of our Common Stock. Each Unit consists of one share of Common Stock and a Warrant to purchase
one-quarter of a share of Common Stock. The first tranche of the Private Placement closed on November 13, 2008;
however, the second tranche of the Private Placement is subject to stockholder approval under the NASDAQ
Marketplace Rules (the Marketplace Rules ). Our Board approved the Private Placement on November 12, 2008.
Holders of a majority of the total number of shares of our outstanding Common Stock executed a Consent to the
Private Placement on November 13, 2008.

The principal purpose of the Private Placement is to strengthen our cash position for general operations and repayment
of our outstanding debt.

Description of the Private Placement

The following description summarizes the material terms of the Private Placement; however, stockholders are urged to
carefully read the form of the subscription agreements and Warrant that are attached to the Form 8-K filed by us on
November 17, 2008.

We entered into subscription agreements, each dated November 13, 2008, with the Investors for the sale and purchase
of 1,787,893 Units at a price of $3.51 per Unit, which is 75% of the volume-weighted average price of our Common
Stock during the ten days prior to November 13, 2008. The closing bid price of the Common Stock on November 12,
2008 was $4.10 per share, and the Units were sold at 14.4% discount to this price.

In the first tranche of the Private Placement, which closed on November 13, 2008, we sold 854,844 Units for total
gross proceeds of $3,000,500. These Units consisted of 854,844 shares of our Common Stock and three-year Warrants
giving purchasers the right to purchase 213,713 shares of our Common Stock, in the aggregate, at an exercise price of
$4.10 per share, the closing bid price of the Common Stock on November 12, 2008.

In the second tranche of the Private Placement, we have agreed to sell 933,049 Units to Mr. Kiphart, David R.
Asplund, Daniel W. Parke, Gregory T. Barnum, Pradeep Kapadia, David Valentine and Jeffrey R. Mistarz (the Inside
Investors ), each one of our directors, officers or employees. These Units will consist of 933,049 shares of our
Common Stock and three-year Warrants giving the Insider Investors the right to purchase 233,263 shares of our
Common Stock, in the aggregate, at an exercise price of $4.10 per share, the closing bid price of the Common Stock
on November 12, 2008. The Units to be sold in the second tranche of the Private Placement require approval by
holders of a majority of the total number of shares of our outstanding Common Stock pursuant to the Marketplace
Rules prior to issuance.
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All Warrants issued in connection with the Private Placement become exercisable on May 13, 2009, six months
following November 13, 2008. The Warrant exercise price is subject to adjustment for stock splits, stock dividends,
and the like. All of the Warrants will expire on November 13, 2011.

5
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Net Proceeds from Private Placement of Units
The following table sets forth the gross proceeds from the Private Placement of the Units and calculates the net

proceeds from the Private Placement of the Units after deduction of the anticipated payments. Based on the foregoing
assumptions, the net proceeds represent approximately 98% of the gross proceeds.

Gross Proceeds $ 6,275,500
Approximate Transaction Costs $ 100,000
Net Proceeds $ 6,175,500

We have agreed to pay the legal fees and expenses incurred by Mr. Kiphart in connection with the negotiation and
execution of his subscription agreement and the consummation of the private placement thereunder. These fees totaled
approximately $25,000.

Other Information

We have not received any information from the Investors indicating that any Investor has an existing short position in
our Common Stock.

NASDAQ Stockholder Approval Requirements

Our Common Stock is traded on the NASDAQ Capital Market under the symbol LIME. Consequently, we are subject
to the NASDAQ Marketplace Rules. Although the issuance of the Units does not require stockholder approval under
Delaware law, our articles of incorporation or by-laws, the issuance of Units to the Inside Investors as part of the

second tranche of the Private Placement does require the approval of the stockholders holding at least a majority of

our outstanding stock under Marketplace Rules 4350(1)(1)(A) and 4350(i)(1)(D). Holders of a majority of the total
number of shares of our outstanding Common Stock executed a Consent approving the Private Placement on

November 13, 2008 in compliance with Marketplace Rules 4350(i)(1)(A) and 4350(i)(1)(D).

Marketplace Rule 4350(i)(1)(A) requires NASDAQ-listed issuers to obtain the approval of the stockholders holding at
least a majority of the outstanding stock of a company prior to any issuance of common stock or securities convertible
into or exercisable for common stock by a company to its officers, directors, employees, or consultants, or an
affiliated entity of such a person, in a private placement at a price a price less than the greater of the book or market
value of the stock because it is considered a form of equity compensation. For this purpose, market value is the
closing bid price immediately preceding the time the company enters into a binding agreement to issue the securities.

Marketplace Rule 4350(i)(1)(A) is applicable to the second tranche of the Private Placement because, in the second
tranche of the Private Placement, we will issue Common Stock to the Inside Investors, subject to stockholder
approval, at a price less than the greater of the book or market value of the Common Stock.

Marketplace Rule 4350(i)(1)(D) requires NASDAQ-listed issuers to obtain the approval of the stockholders holding at
least a majority of the outstanding stock of a company prior to any issuance or potential issuance of securities
representing 20% or more of the outstanding common stock or voting power of the issuer (on an as-converted or
as-exercised basis) before such issuance for a price less than the greater of the book or market value of the issuer s
common stock. For purposes of Rule 4350(i)(1)(D), the (i) outstanding common stock or voting power of the issuer is
determined as of a date the issuer enters into a binding agreement with respect to such issuance or potential issuance,
(i1) market value of the issuer s common stock is deemed to be the closing bid price of the issuer s common stock
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immediately prior to entering into such binding agreement, and (iii) shares underlying warrants are aggregated with an
accompanying issuance of common stock (or the equivalent) at a discount unless the warrants are not exercisable for
at least six months following closing and are not exercisable for less than the greater of book or market value.

Marketplace Rule 4350(i)(1)(D) is applicable to the Private Placement because, in the second tranche of the Private
Placement, we will issue Common Stock that, that when aggregated with the Common Stock issued in the first tranche

of the Private Placement, exceeds 20% or more of the outstanding shares of outstanding Common Stock

6
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or 20% or more of the voting power outstanding before the issuance, at a price less than the greater of the book or
market value of the Common Stock.

Equity Compensation to Directors, Officers and Employees

The following table sets forth the potential equity compensation to be realized by the Inside Investors based on the
closing price of the Common Stock on November 12, 2008 and the price per Unit in the Private Offering.

Closing bid price per share on November 12, 2008 $ 4.10
Purchase price per Unit on November 13, 2008 $ 3.51
Total shares of Common Stock purchased by Inside Investors 933,049
Aggregate market value of Common Stock based on closing bid price as of November 12, 2008 $ 3,825,501
Aggregate purchase price of Common Stock in Private Placement $ 3,275,002
Total equity compensation to Inside Investors $ 550,499

Effect of Private Placement

Because we have obtained stockholder approval of Item 1,(i) we have satisfied Marketplace Rules 4350(1)(1)(A) and
43503)(1)(D); (i1) our stockholders have authorized the issuance of the Common Stock to the Insider Investors and the
issuance of the Common Stock upon exercise of the Warrants issued to the Inside Investors, in excess of 19.99% of
the shares of Common Stock issued and outstanding as of November 13, 2008 at a discount; and (iii) we will be
permitted to issue Common Stock to the Insider Investors and issue such shares of Common Stock to the Insider
Investors upon exercise of the Warrants.

The Private Placement benefits us and our stockholders by strengthening our cash position for general operations. The
total gross proceeds of the Private Placement will be $6,275,500. The exercise of the Warrants further benefits us and
our stockholders because, upon such exercise, we will receive the exercise price per share of Common Stock issued. If
the Warrants are exercised in full at the initial exercise price, then our exercise proceeds will be approximately
$1,833,000.

The market value of the Common Stock on November 12, 2008 was $4.10 per share, which price is greater than the
book value of the Common Stock. The Units were sold at $3.51 per Unit, a 14.4% discount from the closing bid price.
Because the Units were issued at a discount, the spread between the closing bid price and the purchase price for the
Units is considered equity compensation to the Inside Investors under the Marketplace Rules.

The 2,234,869 shares of Common Stock issued or issuable to the Investors and issuable upon the exercise of the
Warrants, represents approximately 25.7% of the 8,700,209 shares of Common Stock outstanding as of the Record
Date and November 13, 2008, the date of the subscription agreements. Accordingly, this issuance and potential
issuance represents a significant dilution of the voting interests of existing stockholders.

The shares of Common Stock issued to the Investors and issuable upon the exercise of the Warrants will also have a
dilutive effect on earnings per share and may adversely affect the market price of the Common Stock. The issuance of
shares of Common Stock in connection with the Private Placement could have an anti-takeover effect because such
issuance will make it more difficult for, or discourage an attempt by, a party to obtain control of the Company by
tender offer or other means. The shares of Common Stock issued to the Investors and issuable upon the exercise of the
Warrants will increase the number of shares entitled to vote, increase the number of votes required to approve a
change of control of the Company, and dilute the interest of a party attempting to obtain control of the Company.

Item 1 is not part of a plan by the Board to adopt a series of anti-takeover measures. The Board does not have any
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knowledge of any effort by any person to accumulate the our securities or obtain control of the Company by any
means.
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ITEM 2 APPROVAL OF THE ISSUANCE OF PREFERRED STOCK CONVERTIBLE INTO COMMON
STOCK EXCEEDING 19.99% OF COMMON STOCK OUTSTANDING ON NOVEMBER 14, 2008

Introduction

In the Recapitalization, we entered into a Preferred Stock Purchase Agreement (the Preferred Agreement ) with

Mr. Kiphart, dated November 14, 2008, under which we issued to Mr. Kiphart 358,710 shares of our Preferred Stock,
and in return Mr. Kiphart canceled the outstanding Second Amended and Restated Revolving Line of Credit Note
dated August 14, 2008 by us in favor of Mr. Kiphart (the Note ). The amount outstanding under the Note on
November 14, 2008 was $14,707,104. The issuance of any Common Stock upon conversion of the Preferred Stock is
subject to stockholder approval under the Marketplace Rules. Our Board approved the Recapitalization on

November 12, 2008. Holders of a majority of the total number of shares of our outstanding Common Stock executed a
Consent to approve the Recapitalization on November 13, 2008.

Description of the Recapitalization

The following description summarizes the material terms of the Recapitalization; however, stockholders are urged to
carefully read the form of the Preferred Agreement attached to the Form 8-K we filed on November 17, 2008.

The Preferred Stock was issued pursuant to the Preferred Agreement between us and Mr. Kiphart in exchange for the
cancellation of the Note. The Note bore interest at 17% per annum and would have matured on March 31, 2009. The
principal purposes of the Recapitalization are to improve our balance sheet by eliminating a significant obligation that
was going to become due in our next fiscal quarter. Tight credit markets have made finding alternative sources of
financing challenging, and we were concerned about our ability to replace or extend the Note.

Description of the Note

On March 12, 2008, we entered into a $1.5 million revolving line of credit note with Mr. Kiphart. On June 6, 2008
and August 14, 2008, the Note and related documents were amended to increase the line to $14.5 million. As part of
the amendments, Mr. Kiphart was given a general security interest in all of our assets and a provision was added such
that in the event the Note was not repaid as of the maturity date of March 31, 2009, the Note would be convertible at
the holder s election at any time from April 1, 2009 until March 31, 2010 into shares of Common Stock at $7.93 per
share.

The Note bore interest at 17% per annum, with 12% payable in cash and the remaining 5% capitalized and added to
the principal balance on the Note. The Note also required the payment of an unused funds fee of 4% per annum on the
unused portion of the Note.

Description of the Preferred Stock

The following description summarizes the material designations, preferences and rights of the Preferred Stock;
however, stockholders are urged to carefully read the Certificate of Designations, Preferences and Rights of the
Preferred Stock, dated November 14, 2008, that is attached is attached hereto as Appendix A.

Conversion

Each share of Preferred Stock is convertible at the option of the holder, at any time after December 31, 2009, into ten
shares of our Common Stock.
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The conversion ratio of the Preferred Stock is subject to customary adjustment provisions with respect to stock splits,
stock dividends, stock combinations, reorganizations, mergers, consolidations and special distributions. In the
Preferred Agreement, Mr. Kiphart agreed that he would not convert any Preferred Stock until stockholder approval of
the Recapitalization was effective.
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Stated Value

The closing bid price of our Common Stock on November 13, 2008 was $4.10 per share. Because each share of
Preferred Stock is convertible into ten shares of our Common Stock, the stated value of the Preferred Stock was
determined to be $41.00 by multiplying the closing bid price by ten.

Dividends

Each outstanding share of Preferred Stock is entitled to cumulative quarterly dividends in a combination of cash and
additional shares of Preferred Stock ( PIK ). The dividends will accrue at a rate of (i) 15% per annum of the Preferred
Stock s stated value, which is $41.00 per share, on or prior to March 31, 2009 (9% in cash and 8% PIK); and (ii) 17%
per annum of the Preferred Stock s stated value at any time on or after April 1, 2009 (9% in cash and 8% PIK).
Dividends on the Preferred Stock are payable and compounded quarterly.

Redemption

Outstanding shares of the Preferred Stock are not subject to mandatory redemption. At any time we have the option to
redeem any outstanding shares of Preferred Stock for cash at a price per share equal to $41.00 multiplied by (i) 1.1 if
the redemption date, as specified in our notice to the holder, occurs on or prior to March 31, 2009; (ii) 1.11 if the
redemption date occurs during the period beginning on April 1, 2009 and ending on June 30, 2009; and (iii) 1.12 if the
redemption date occurs at any time after July 1, 2009.

Preference on Liquidation

In the event of any liquidation, subject to the prior preferences and other rights of any senior stock, if any, as to
liquidation preferences, the holders of the Preferred Stock then outstanding are entitled first as if members of a single
class of securities to be paid out of the assets of the Corporation, before any payment is made to the holders of our
Common Stock.

Voting Rights

Except as required by law, holders of Preferred Stock will be entitled to vote on an as-converted basis on all matters
on which our holders of Common Stock are entitled to vote. At the current conversion ratios, holders of Preferred
Stock have a number of votes equal to ten shares of Common Stock underlying each share of the Preferred Stock. The
Preferred Stock currently represents 27.3% of the total voting power of our stockholders.

Special Approval Rights

For so long as any shares of Preferred Stock remain issued and outstanding we cannot, without approval of at least 2/3
of the shares of Preferred Stock then outstanding:

alter or change the rights, preferences or privileges of the Preferred Stock; or
waive any rights of the Preferred Stock to an adjustment of the conversion ratio.

For so long as at least 35,871 shares of Preferred Stock remain issued and outstanding, we cannot, without approval of
2/3 of the shares of Preferred Stock then outstanding:
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authorize or issue, or obligate the company to issue, whether by merger, consolidation or otherwise, any other
equity security having preference over the Preferred Stock or on parity with the Preferred Stock; or

issue any additional shares of Preferred Stock except as PIK.
NASDAQ Stockholder Approval Requirements

As described in Item 1, we are subject to the Marketplace Rules. Although the issuance of the Preferred Stock
pursuant to the Recapitalization did not require stockholder approval under Delaware law, our articles of incorporation
or by-laws, the issuance of shares of Common Stock upon exercise or conversion of the Preferred Stock, when
aggregated with the issuance of shares of Common Stock in the Private Placement, exceeds 19.99% of

9
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the our Common Stock issued and outstanding on November 14, 2008, and therefore requires stockholder approval
under Marketplace Rules 4350(i)(1)(D).

Marketplace Rule 4350(i)(1)(D) requires NASDAQ-listed issuers to obtain the approval of the stockholders holding at
least a majority of the outstanding stock of a company prior to any issuance or potential issuance of securities
representing 20% or more of the outstanding common stock or voting power of the issuer (on an as-converted or
as-exercised basis) before such issuance for a price less than the greater of the book or market value of the issuer s
common stock. For purposes of Rule 4350(i)(1)(D), the (i) outstanding common stock or voting power of the issuer is
determined as of a date the issuer enters into a binding agreement with respect to such issuance or potential issuance
and (ii) market value of the issuer s common stock is deemed to be the closing bid price of the issuer s common stock
immediately prior to entering into such binding agreement.

If the Recapitalization where a stand-alone transaction Marketplace Rule 4350(i)(1)(D) would not apply because the
conversion price of the Preferred Stock is at the market value of the underlying Common Stock on the date of
issuance. However, Marketplace Rule 4350(1)(1)(D) is applicable because the Recapitalization and the Private
Placement could be considered two parts of one integrated transaction. Currently, 3,587,100 shares of Common Stock
are issuable upon conversion of the Preferred Stock. These shares, when aggregated with the number of shares of
Common Stock issued in the Private Placement, could potentially exceed 19.99% of the our Common Stock issued
and outstanding on November 14, 2008. Accordingly, because shares of Common Stock where issued below market
value in the Private Placement, we obtained the consent of our stockholders holding at least a majority of our
Common Stock prior to any issuance of any Common Stock upon conversion of the Preferred Stock, in accordance
with Marketplace Rule 4350(1)(1)(D).

Effect of Stockholder Consent to Item 2

Because we have obtained the consent of the holders of a majority of the total number of shares of our outstanding
Common Stock for Item 2, we have satisfied Marketplace Rule 4350(1)(1)(D).

The Recapitalization benefits us and our stockholders by eliminating our obligation to pay the principal and interest
otherwise due under the Note, and our outstanding debt and interest expense will be reduced. Furthermore, the
$14.7 million liability will be converted into equity, thereby strengthening our balance sheet.

As of November 14, 2008, 3,587,100 shares of Common Stock are issuable upon conversion of the Preferred Stock,
which represents approximately 37.5% of the 9,555,053 shares of Common Stock outstanding November 14, 2008. In
addition, the Preferred Stock will have the right to vote the equivalent of 3,587,100 shares prior to conversion, if any.
Accordingly, such issuance represents a significant dilution of the voting interests of existing stockholders.

The issuance of shares of Preferred Stock will also have a dilutive effect on earnings per share and may adversely
affect the market price of the Common Stock. The issuance of shares of Common Stock upon conversion of the
Preferred Stock could have an anti-takeover effect because such issuance will make it more difficult for, or discourage
an attempt by, a party to obtain control of the Company by tender offer or other means. The issuance of the Preferred
Stock increased the number of shares entitled to vote, increased the number of votes required to approve a change of
control of the Company, and diluted the interest of a party attempting to obtain control of the Company. Item 2 is not
part of a plan by the Board to adopt a series of anti-takeover measures. The Board does not have any knowledge of
any effort by any person to accumulate our securities or obtain control of the Company by any means.

Following completion of the second tranche of the Private Placement and the issuance of the Preferred Stock
Mr. Kiphart will hold 46.8% of the voting stock of the Company.
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ITEM3 APPROVAL OF AN AMENDMENT TO THE LIME ENERGY CO. 2008 LONG-TERM INCENTIVE
PLAN

Introduction

On November 26, 2008, the Compensation Committee of our Board approved amendments to our 2008 Long-Term
Incentive Plan (the Plan ), which will (i) increase the maximum number of shares of Common Stock authorized for
issuance under the Plan by 350,000 shares, from 280,000 shares to 630,000 shares, and (ii) raise the automatic
increases in the number of shares available for awards by 150,000 shares, from 100,000 to 250,000, each year
beginning in 2009 (the Plan Amendment ). The holders of a majority of the total number of shares of our outstanding
capital stock approved the Plan Amendment pursuant to the Consent dated November 26, 2008. The purpose of the
Plan Amendment is to ensure that we have a sufficient reserve of Common Stock available under the Plan to
successfully attract and retain the best possible employees and directors.

We believe that our future success depends, in large part, upon our ability to maintain a competitive position in
attracting, retaining and motivating key personnel. Our management relies on equity-based compensation both to
provide a performance incentive to employees and to encourage broad employee stock ownership in the Company.
We believe that the Plan Amendment is essential to permit our management to continue the pursuit of these
objectives. Moreover, equity-based grants are designed to align the interests of each participating employee with those
of the stockholders and provide each such individual with a significant incentive to view the Company from the
perspective of an owner with an equity stake.

The Plan Amendment

Pursuant to the Plan Amendment, the following changes will be made to the Plan:
the maximum number of shares of Common Stock reserved for issuance under the Plan will be increased by an
additional 350,000 shares of Common Stock from 280,000 to 630,000 shares and those additional
350,000 shares of Common Stock will accordingly be available for issuance upon the exercise of stock options

or stock appreciation rights or for the issuance of other awards granted under the Plan; and

the number of shares by which the plan will automatically increase each year, beginning on January 1, 2009,
from 100,000 shares to 250,000 shares.

A copy of the Plan Amendment is attached hereto as Appendix B.
Description of the Plan

The following is a summary of the Plan. This summary is qualified in its entirety by reference to the complete text of
the Plan. You are urged to read the actual text of the Plan in its entirety, which is set forth as Appendix C.

Purpose

The purpose of the Plan is to enhance long-term profitability and stockholder value by offering Common Stock and
Common Stock-based and other performance incentives to those employees, directors and consultants who are key to
our growth and success. We also view the Plan as a vehicle to attract and retain experienced employees and to align

our employees economic incentives with those of our stockholders.

Eligible Participants
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Participation in the Plan will be limited to selected employees, consultants, advisors, independent contractors and
directors.

Number of Shares of Common Stock Available Under the Plan
Currently, a total of 280,000 shares of Common Stock may be issued pursuant to stock awards under the Plan. On the
effective date of the amendment to the Plan, the total number of shares of Common Stock that may be issued pursuant

to stock awards under the Plan will increase to 630,000.

11
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Administration of the Plan

The Plan is administered by the Compensation Committee of our Board, which has exclusive authority to grant
awards under the Plan and to make all interpretations and determinations affecting the Plan. The Compensation
Committee will have the discretion to determine the individuals to whom awards are granted, the amount of each
award, any applicable vesting schedule and other terms of any award. In no event, however, will an individual be
allowed to receive option grants under the Plan for more than 1,000,000 shares of Common Stock in any calendar
year. In addition, no incentive stock option awards may be made under the Plan unless and until the Plan is approved
by vote of our stockholders.

Amendment to the Plan and Awards

Our Board at any time, and from time to time, may amend the Plan. However, no amendment shall be effective unless
approved by our stockholders to the extent stockholder approval is necessary to satisfy the requirements of the Internal
Revenue Code of 1986, as amended (the Code ), any federal or state law or regulation or any securities exchange
listing requirements.

Termination of the Plan

Our Board or stockholders may terminate the Plan at any time. Unless sooner terminated, the Plan will terminate on
April 22, 2018. No stock awards may be granted under the Plan after it is terminated, however incentive stock options
may not be granted after April 7, 2018.

Types of Awards
Stock Options

A stock option is the right to purchase shares of our Common Stock at a fixed exercise price for a fixed period of time.
The Plan administrator determines the exercise price of nonstatutory and incentive stock options granted under the
Plan, but the exercise price must be at least equal to the fair market value of our Common Stock on the date of grant.
In addition, the exercise price for any incentive stock option granted to any employee owning more than 10% of our
Common Stock may not be less than 110% of the fair market value of our Common Stock on the date of grant.
Additional terms, including duration, vesting and manner of exercise, shall be determined by the Plan administrator at
the time of grant.

Restricted Stock and Restricted Stock Units

The Plan administrator has the authority to grant restricted stock and restricted stock units awards pursuant to the
terms of an award agreement. Each award agreement shall be in such form and shall contain such terms and conditions
as the Plan administrator shall deem appropriate.

Other Awards

In addition, the Plan provides for awards in the form of stock appreciation rights, dividend equivalents, other
stock-based awards, performance awards and cash awards.

12
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Awards Granted Under the Plan

As of November 26, 2008, we have granted shares of Common Stock and options to purchase 229,006 shares of
Common Stock and 50,994 shares remain available for future awards under the Plan, or approximately 18.2% of the
280,000 total shares originally reserved. The table below sets forth the number of awards granted through

November 1, 2008 under the Plan to (i) our named executive officers, (ii) our current executive officers as a group,
(iii) all current directors who are not executive officers as a group and (iv) all employees, including all current officers
who are not executive officers, as a group:

2008 Long-Term Incentive Plan

Number of
Awards

Name and Position Granted(1)
David R. Asplund 42,858
Chief Executive Officer
Jeffrey Mistarz 3,810
Chief Financial Officer
Daniel Parke 14,914
President & Chief Operating Officer
Leonard Pisano(2) 4,524
Executive Vice President
Current Executive Officers as a Group (total of 3) 61,582
Current Non-Executive Director Group (total of 6) 0
Non-Executive Officer Employee Group 167,424

(1) Represents number of shares of Common Stock, restricted stock and Common Stock subject to options granted
through November 1, 2008.

(2) Mr. Pisano resigned effective February 28, 2008.

Though we intend to grant future awards, we do not have any specific plans to issue any further awards under the Plan
at this time.

NASDAQ Stockholder Approval Requirements

As described in Item 1, we are subject to the Marketplace Rules. Although the Plan Amendment did not require
stockholder approval under Delaware law, our articles of incorporation or by-laws, the issuance of stock in connection
with a stock option plan or other equity arrangement that is made or materially amended, pursuant to which stock may
be acquired by officers, directors, employees or consultants requires stockholder approval under Marketplace

Rule 4350(i)(1)(A). Holders of a majority of the total number of shares of our outstanding capital stock executed a
Consent approving the Amendment on November 26, 2008 in compliance with Marketplace Rule 4350(i)(1)(A).

Federal Income Tax Consequences of Awards
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The following is a general summary as of this date of the federal income tax consequences to us and to

U.S. participants for awards granted under the Plan. The federal tax laws may change and the federal, state and local
tax consequences for any participant will depend upon his or her individual circumstances. Tax consequences for any
particular individual may be different.

Incentive Stock Options
For federal income tax purposes, the holder of an incentive stock option receives no taxable income at the time of the
grant or exercise of the incentive stock option. If such person retains the Common Stock for a period of at least two

years after the option is granted and one year after the option is exercised, any gain upon the subsequent sale of

13

Table of Contents 30



Edgar Filing: LIME ENERGY CO. - Form PRE 14C

Table of Contents

the Common Stock will be taxed as a long-term capital gain. A participant who disposes of shares acquired by
exercise of an incentive stock option prior to the expiration of two years after the option is granted or one year after
the option is exercised will realize ordinary income as of the disposition date equal to the difference between the
exercise price paid and the sale price received. The difference between the option exercise price and the fair market
value of the shares on the exercise date of an incentive stock option is an adjustment in computing the holder s
alternative minimum taxable income and may be subject to an alternative minimum tax which is paid if such tax
exceeds the regular tax for the year.

Non-Statutory Stock Options

A participant who receives a non-statutory stock option with an exercise price equal to the fair market value of the
stock on the grant date generally will not realize taxable income on the grant of such option, but will realize ordinary
income at the time of exercise of the option equal to the difference between the option exercise price and the fair
market value of the shares on the date of exercise. Any additional gain or loss recognized upon any later disposition of
shares would be capital gain or loss. Any taxable income recognized in connection with an option exercise by an
employee or former employee of the company is deductible and subject to tax withholding by us.

Restricted Stock Units

If the stock award consists of stock units, no taxable income is reportable when stock units are granted to a participant
or upon vesting. A participant who is awarded restricted stock units will be required to recognize ordinary income in
an amount equal to the fair market value of shares issued or cash equivalent paid to such participant at the end of the
restriction period or, if later, the payment date, at which time we may also take a deduction for such amount.

Stock Awards

Stock awards will generally be taxed in the same manner as non-statutory stock options. However, a restricted stock
award is subject to a substantial risk of forfeiture within the meaning of Section 83 of the Code to the extent the award
will be forfeited in the event that the participant ceases to provide services to us. As a result of this substantial risk of
forfeiture, the participant will not recognize ordinary income at the time of award. Instead, the participant will
recognize ordinary income on the date(s) when the stock is no longer subject to a substantial risk of forfeiture, or
when the stock becomes transferable, if earlier. The participant s ordinary income is measured as the difference
between the amount paid for the stock, if any, and the fair market value of the stock on the date the stock is no longer
subject to forfeiture.

The participant may accelerate his or her recognition of ordinary income, if any, and begin his or her capital gains
holding period by timely filing an election pursuant to Section 83(b) of the Code. In such event, the ordinary income
recognized, if any, is measured as the difference between the amount paid for the stock, if any, and the fair market
value of the stock on the date of award, and the capital gain holding period commences on such date. The ordinary
income recognized by an employee or former employee will be subject to tax withholding by us. If the stock award
consists of stock units, no taxable income is reportable when stock units are granted to a participant or upon vesting.
Upon settlement, the participant will recognize ordinary income in an amount equal to the value of the payment
received pursuant to the stock units.

Tax Effect for Our Company
Unless limited by Section 162(m) of the Code, we generally will be entitled to a tax deduction in connection with an

award under the Plan in an amount equal to the ordinary income realized by a participant at the time the participant
recognizes such income.
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Section 162(m) Limits

Section 162(m) of the Code places a limit of $1,000,000 on the amount of compensation that we may deduct in any
one year with respect to each of our five most highly paid executive officers. Certain performance-based
compensation approved by stockholders is not subject to the deduction limit. The Plan is qualified such that awards
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under the Plan may constitute performance-based compensation not subject to Section 162(m) of the Code. One of the
requirements for equity compensation plans is that there must be a limit to the number of shares granted to any one
individual under the plan. Accordingly, the Plan provides that no employee may be granted more than

1,000,000 shares in any calendar year.

ITEM4 APPROVAL OF THE LIME ENERGY CO. 2008 EMPLOYEE STOCK PURCHASE PLAN
Introduction

On November 18, 2008, our Board approved the Lime Energy Co. 2008 Employee Stock Purchase Plan, subject to
stockholder approval. The holders of a majority of the total number of shares of our outstanding Common Stock
approved the Plan Amendment pursuant to the Consent dated November 13, 2008. A description of the ESPP is set
forth below and is qualified by the full text the ESPP attached hereto as Appendix D.

Material Features of the ESPP
Stock Subject to the ESPP

The number of shares of Common Stock which may be purchased by employees under the ESPP is 300,000 shares.
Such shares of Common Stock may be newly issued shares or shares reacquired in private transactions or open market
purchases.

Eligibility

All of our employees and employees of our affiliates who have been employed for at least six months and whose
customary employment is at least 20 hours per week and at least five months per calendar year are eligible to
participate in the ESPP, except for persons who are deemed under Section 423(b)(3) of the Code, to own 5% or more
of our voting stock. Our officers are eligible to participate in the ESPP, except that the Compensation Committee may
provide in any offering period that certain highly compensated employees within the meaning of the Code are
ineligible to participate. As of September 30, 2008, approximately 340 persons would be eligible to participate in the
ESPP.

Participation

The ESPP provides, for a series of six-month offering periods commencing on January 1 and July 1 of each year, with
the first offering per period commencing on January 1, 2009. The Compensation Committee may change the du