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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2007
OR

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from                     to                    
Commission File Number: 000-22339

RAMBUS INC.
(Exact name of registrant as specified in its charter)

Delaware 94-3112828
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)
4440 El Camino Real, Los Altos, CA 94022
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(Address of principal executive offices) (zip code)

Registrant�s telephone number, including area code: (650) 947-5000

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.     Yes   x     No   ¨

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

Large accelerated filer  x            Accelerated filer  ¨            Non-accelerated filer  ¨

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    Yes  ¨    No  x

The number of shares outstanding of the registrant�s Common Stock, par value $.001 per share, was 103,820,383 as of October 15, 2007.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q (�Quarterly Report�) contains forward-looking statements. These forward-looking statements include,
without limitation, predictions regarding the following aspects of our future:

� Outcome and effect of current and potential future intellectual property litigation;

� Resolution of the Federal Trade Commission (the �FTC�) and European Commission matters involving us, including the
implementation and resolution of the FTC mandated maximum allowable royalties for certain of our contracts;

� Accounting, tax, regulatory, legal and other outcomes and effects of the stock option investigation;

� Consequences of the derivative, class-action and other lawsuits related to the stock option investigation;

� The actions of our Special Litigation Committee;

� Actions of governmental authorities and other regulators, including Nasdaq, the SEC and the IRS;

� Sources, amounts, timing and concentration of revenue, including royalties;

� Product development;

� Improvements in technology;

� Engineering, marketing and general and administration expenses;

� Litigation expenses;

� Success in the markets of our or our licensees� products;

� Terms of our licenses;

� Success in renewing license agreements;

� Pricing policies of our licensees;
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� Sources of competition;

� Protection of intellectual property;

� International licenses and operations, including our design facility in Bangalore, India;

� Indemnification and technical support obligations;

� Likelihood of paying dividends;

� Cash and cash equivalents position;

� Lease commitments;

� Ability to attract and retain qualified personnel;

� Internal control environment;

� Adoption of new accounting pronouncements;

� Trading price of our Common Stock;

� Continued listing of our Common Stock on The Nasdaq Global Select Market;

� Operating results;

� Realization of deferred tax assets;

� Accounting estimates and procedures;

� The level and terms of our outstanding debt;

� Interest and other income, net;

� Effective tax rates;
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� Amortization of intangible assets; and

� Planned remediation of the material weakness in internal control over financial reporting.
You can identify these and other forward-looking statements by the use of words such as �may,� �should,� �expects,� �plans,� �anticipates,� �believes,�
�estimates,� �predicts,� �intends,� �potential,� �continue,� or the negative of such terms, or other comparable terminology. Forward-looking statements also
include the assumptions underlying or relating to any of the foregoing statements.
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Actual results could differ materially from those anticipated in these forward-looking statements as a result of various factors, including those set
forth under Part II, Item 1A, �Risk Factors.� All forward-looking statements included in this document are based on our assessment of information
available to us at this time. We assume no obligation to update any forward-looking statements.

4
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PART I�FINANCIAL INFORMATION

ITEM  1. Financial Statements
RAMBUS INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)

(In thousands, except share amounts)
September 30,

2007
December 31,

2006
ASSETS

Current assets:
Cash and cash equivalents $ 269,258 $ 73,304
Marketable securities 175,733 351,055
Accounts receivable 2,167 846
Unbilled receivables 1,014 1,748
Deferred and prepaid taxes 11,703 11,388
Prepaids and other current assets 5,757 4,403

Total current assets 465,632 442,744
Marketable securities, long-term �  11,982
Restricted cash 2,231 2,287
Deferred taxes, long-term 110,648 98,193
Intangible assets, net 14,764 18,697
Property and equipment, net 24,140 26,019
Goodwill 4,454 3,315
Other assets 3,084 1,380

Total assets $ 624,953 $ 604,617

LIABILITIES
Current liabilities:
Accounts payable $ 14,258 $ 10,429
Accrued salaries and benefits 9,564 12,788
Accrued litigation expenses 25,311 23,143
Other accrued liabilities 7,604 5,878
Convertible notes �  160,000
Deferred revenue 5,510 6,003
Income taxes payable 433 197

Total current liabilities 62,680 218,438
Convertible notes 160,000 �  
Deferred revenue, less current portion 19 1,554
Long-term income taxes payable 3,136 �  
Other long-term liabilities 1,276 2,337

Total liabilities 227,111 222,329

Commitments and contingencies (see notes 13 and 14)
STOCKHOLDERS� EQUITY
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Convertible preferred stock, $.001 par value:
Authorized: 5,000,000 shares
Issued and outstanding: no shares at September 30, 2007 and December 31, 2006 �  �  
Common stock, $.001 par value:
Authorized: 500,000,000 shares
Issued and outstanding: 103,820,383 shares at September 30, 2007 and December 31, 2006 104 104
Additional paid-in capital 577,856 550,210
Accumulated deficit (180,170) (167,396)
Accumulated other comprehensive income (loss) 52 (630)

Total stockholders� equity 397,842 382,288

Total liabilities and stockholders� equity $ 624,953 $ 604,617

See Notes to Unaudited Condensed Consolidated Financial Statements.
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RAMBUS INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)

Three Months Ended
September 30,

Nine Months Ended
September 30,

(In thousands, except per share amounts) 2007 2006 2007 2006
Revenue:
Contract revenues $ 6,388 $ 4,422 $ 21,145 $ 17,831
Royalties 35,327 41,523 118,263 124,903

Total revenues 41,715 45,945 139,408 142,734

Costs and expenses:
Cost of contract revenues* 5,781 6,121 18,878 23,010
Research and development* 18,312 17,695 60,339 51,553
Marketing, general and administrative* 29,914 24,114 79,657 81,869
Costs of restatement and related legal activities 4,169 23,796 18,631 25,690

Total costs and expenses 58,176 71,726 177,505 182,122

Operating loss (16,461) (25,781) (38,097) (39,388)
Interest and other income, net 5,645 4,472 16,496 11,993

Loss before income taxes (10,816) (21,309) (21,601) (27,395)
Provision for (benefit from) income taxes (4,318) 1,337 (8,495) (11,510)

Net loss $ (6,498) $ (22,646) $ (13,106) $ (15,885)

Net loss per share:
Basic $ (0.06) $ (0.22) $ (0.13) $ (0.15)

Diluted $ (0.06) $ (0.22) $ (0.13) $ (0.15)

Weighted average shares used in per share calculations:
Basic 103,820 103,792 103,820 102,792

Diluted 103,820 103,792 103,820 102,792

*Includes stock-based compensation:
Cost of contract revenues $ 1,333 $ 1,844 $ 4,069 $ 6,350
Research and development $ 3,190 $ 4,269 $ 9,821 $ 11,442
Marketing, general and administrative $ 4,138 $ 4,366 $ 14,512 $ 13,045

See Notes to Unaudited Condensed Consolidated Financial Statements.
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RAMBUS INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

Nine Months Ended
September 30,

(In thousands) 2007 2006
Cash flows
from
operating
activities:
Net loss $ (13,106) $ (15,885)
Adjustments
to reconcile
net loss to net
cash provided
by operating
activities:
Stock-based
compensation 28,402 30,837
Depreciation 8,635

MPG is a technology based provider of energy and asset management products and services. MPG currently manufactures and markets its eMAC line of controllers for HVAC and lighting applications. The eMAC line of controllers provide intelligent control and continuous monitoring of HVAC and lighting equipment via wireless paging technology to reduce energy usage and improve system reliability. MPG, which had 2004 revenues of approximately $2.3 million, has offices in College Point, NY and San Diego, CA.
In connection with the acquisition of MPG, the Company appointed Leonard Pisano as Electric City�s chief operating officer, and Maximum Performance Group, Inc. entered into an employment agreement with Mr. Pisano under which he will be employed for three years as its President.
Delano Group Securities LLC acted as an advisor on the transaction. The Company paid Delano Group Securities LLC $82,176 and 125,485 shares of common stock at closing and will pay up to 125,485 additional shares of common stock as the MPG shares held in escrow are released. Delano Group Securities LLC is owned by Mr. David Asplund. Mr. Asplund serves as a director of Electric City.
The assets acquired and liabilities assumed in the acquisition are as follows:

Accounts receivable $ 292,102
Inventory 326,122
Advances to suppliers 472,689
Other current assets 63,611
Net property and equipment 121,608
Identifiable intangible assets 2,432,600
Goodwill 4,185,984

Accounts payable 928,509
Accrued expenses 658,940
Deferred revenue 1,011,616
Other current liabilities 525,675
Notes payable 289,587

- 11 -
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The acquisition was recorded using the purchase method of accounting, accordingly, the results of the MPG�s operations have been included in the consolidated statement of operations since May 1, 2005. Unaudited pro forma results of operations for the three and six months ended June 30, 2005 for the Company and MPG, assuming the acquisition took place on January 1, 2005, are as follows:

Three months Six months
ended June 30, ended June 30,

2005 2005
Revenue:
As Reported $ 1,791,480 $ 2,532,754
Proforma 2,090,901 3,682,501

Net Loss:
As Reported (1,824,634) (2,499,892)
Pro-forma (2,237,159) (3,150,945)

Basic and Diluted Loss per Share:
As Reported (0.05) (0.07)
Pro-forma (0.07) (0.08)
Note 6 � Net Loss Per Share
The Company computes loss per share under Statement of Financial Accounting Standards (SFAS) No. 128 �Earnings Per Share,� which requires presentation of two amounts: basic and diluted loss per common share. Basic loss per common share is computed by dividing loss available to common stockholders by the number of weighted average common shares outstanding, and includes all common stock issued. Diluted earnings would include all common stock equivalents. The Company has not included the outstanding options, warrants or shares issuable upon conversion of the preferred stock and convertible debt as common stock equivalents in the computation of diluted loss per share for the three months or six months ended June 30, 2005 and 2004 because the effect would be antidilutive.

- 12 -
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The following table sets forth the weighted average shares issuable upon exercise of outstanding options and warrants and conversion of preferred stock and convertible debt that are not included in the basic and diluted loss per share available to common stockholders because to do so would be antidilutive:

Three Months Ended Six Months Ended
June 30 June 30

2005 2004 2005 2004
Weighted average shares issuable upon exercise of outstanding options 11,648,000 10,574,000 11,436,000 10,496,000

Weighted average shares issuable upon exercise of outstanding warrants 13,734,000 11,157,000 12,463,000 10,407,000

Weighted average shares issuable upon conversion of preferred stock 22,598,000 21,712,000 22,462,000 24,326,000

Weighted average shares issuable upon conversion of convertible debt 2,233,000 319,000 1,656,000 334,000

Total 50,213,000 43,762,000 48,017,000 45,563,000

As discussed in Note 5, 2,509,708 shares of common stock are being held in escrow for the benefit of the selling shareholders of MPG to be released over the two year period following the purchase of MPG if it achieves certain revenue targets during the period. Any shares not issued to the selling shareholders will be returned to the Company at the end of the two year period. These shares have not been included in the calculation of the weighted average common shares outstanding since there release from escrow is contingent on achieving the revenue targets.
Note 7 � Warranty Obligations
The Company warrants to the purchasers of its EnergySaver line of products that the product will be free of defects in material and workmanship for one year from the date of installation. In addition, the Company warrants the work of its Building Automation and Controls segment for a fixed period of time following completion of certain projects. It records the estimated cost that may be incurred under its warranties at the time revenue is recognized based upon the relationship between historical and anticipated warranty costs and sales volumes. The Company periodically assesses the adequacy of its recorded warranty liability and adjusts the amounts as necessary. While the Company believes that its estimated warranty liability is adequate and that the judgment applied is appropriate, the estimated liability for warranties could differ materially from actual future warranty costs. Changes in the Company�s warranty liability are as follows:

- 13 -
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Three Months Ended Six Months Ended
June 30 June 30

2005 2004 2005 2004
Balance, beginning of period $ 172,424 $ 126,735 $ 151,008 $ 121,702

Warranties issued 49,750 4,000 81,798 12,250

Settlements (15,279) (2,553) (25,911) (5,770)

Balance, as of June 30 $ 206,895 $ 128,182 $ 206,895 $ 128,182

Note 8 � Inventories
Inventories consisted of the following:

June 30, December 31,
2005 2004

Raw materials $ 933,640 $ 528,718

Work in process 4,767 �

Finished goods 702,678 500,927

$ 1,641,085 $ 1,029,645

Note 9 � Line of Credit
On February 28, 2005, the Company and Laurus Master Fund, Ltd. (�Laurus�) entered into an amendment to the revolving credit facility which among other things permits the Company to borrow an amount in excess of the amount supported by the borrowing base (an �Overadvance�), up to the $2 million limit of the facility and reduces the fixed conversion price on the revolving credit line to $1.05 per share. The Company may remain in the Overadvance position until January 1, 2006 (the �Overadvance Period�). Outstanding borrowings under this line of credit were $2 million and $0 at June 30, 2005 and December 31, 2004. Borrowings in excess of the borrowing base (the overadvance) was $1.59 million at June 30, 2005. Prior to the end of the Overadvance Period, the Company can repay the Overadvance in cash at 125% of the principal amount. The Overadvance Period will be extended on a month to month basis if the average closing price of the Company�s stock for the five last trading days of the prior month are greater than or equal to $1.16 (110% of the fixed conversion price). If the Overadvance Period is not extended, the Company will be required to repay the Overadvance at 100% of the principal amount at the end of the Overadvance Period. If at any time after the date the shares underlying the revolving credit facility are registered and the average closing price of the Company�s common stock for an eleven day period exceeds $1.21 per share (115% of the fixed conversion price), Laurus will be required to convert to common stock the lesser of the outstanding balance of revolving credit line or 25% of the average aggregate dollar weighted trading volume of the Company�s common stock for the eleven days prior to the conversion (a �Mandatory Conversion�). Only one Mandatory Conversion can be effected in any 22 day period.

- 14 -

Edgar Filing: RAMBUS INC - Form 10-Q

Table of Contents 14



Table of Contents

Note 10 � Dividends
Dividends are comprised of the following:

Three Months Ended Six Months Ended
June 30 June 30

2005 2004 2005 2004
Accrual of Dividend on Series A Convertible Preferred $ � $ � $ � $ 540,705

Accrual of Dividend on Series C Convertible Preferred � � � 53,206

Accrual of Dividend on Series D Convertible Preferred � � � 35,932

Accrual of Dividend on Series E Convertible Preferred 339,000 325,600 673,800 353,657

Deemed dividend associated with beneficial conversion price on shares issued in satisfaction of convertible preferred dividends � 289,784 � 927,947

Deemed dividend associated with the redemption and exchange of outstanding preferred stock � � � 1,860,458

Deemed dividend associated with change in the expiration date of warrants to purchase shares of preferred stock � 7,500 � 15,000

Total $ 339,000 $ 622,884 $ 673,800 $ 3,786,905

- 15 -
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Note 11 � Business Segment Information
The Company organizes and manages its business in two distinct segments: the Energy Technology segment, and the Building Control and Automation segment. In classifying its operational entities into a particular segment, the Company segregated its businesses with similar economic characteristics, products and services, production processes, customers, and methods of distribution into distinct operating groups.
The Energy Technology segment designs, manufactures and markets energy saving technologies, primarily to commercial and industrial customers. The principal products produced and marketed by this segment are the EnergySaver, the Global Commander, the eMac line of HVAC and lighting controllers, and negative power systems under the trade name Virtual �Negawatt� Power Plan or �VNPP�. Operations of Electric City Corp. and Maximum Performance Group, Inc. are included in this segment. Electric City is headquartered, and most of its operations are located, in Elk Grove Village, Illinois. Maximum Performance Group is headquartered in College Point, New York, and has an office in San Diego, California where most of its technical and engineering operations are located.
The Building Control and Automation segment, which is comprised of the Great Lakes Controlled Energy subsidiary, provides integration of building and environmental control systems for commercial and industrial customers. Great Lakes Controlled Energy is headquartered in, and operates out of, its own facility located in Elk Grove Village, Illinois.
The following is the Company�s business segment information:

Three Months Ended Six Months Ended
June 30 June 30

2005 2004 2005 2004
Revenues:
Energy Technology $ 1,549,000 $ 173,000 $ 1,801,000 $ 496,000
Building Automation Controls 242,000 409,000 732,000 902,000
Intercompany sales � Energy Technology � (25,000) � (25,000)
Intercompany sales � Building Control and Automation � (1,000) � (1,000)

Total 1,791,000 556,000 2,533,000 1,372,000

Operating Loss:
Energy Technology (1,123,000) (520,000) (1,578,000) (1,033,000)
Building Automation Controls (125,000) (124,000) 97,000 (232,000)
Corporate Overhead (338,000) (372,000) (712,000) (749,000)

Total (1,586,000) (1,016,000) (2,193,000) (2,014,000)

Interest Expense, net (239,000) (129,000) (307,000) (489,000)

Net Loss (1,825,000) (1,145,000) (2,500,000) (2,503,000)

- 16 -
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June 30, December
2005 31,2004

Total Assets:
Energy Technology $ 15,691,000 $ 5,824,000
Building Automation Controls 630,000 1,530,000

Total $ 16,321,000 $ 7,354,000

Note 12 � Equity Issuances
(a) During the first six months of 2005, two holders of the Company�s Series E Convertible Preferred Stock converted 2,157 shares of Series E Convertible Preferred Stock into 215,700 shares of common stock.
(b) During February 2005, the Company issued a five year warrant to purchase 30,000 shares at $1.03 to Delano Group Securities, LLC, a company owned by Mr. David Asplund, one of the Company�s directors pursuant to an agreement to provide investment banking services. The warrant was valued at $13,200 using a modified Black-Sholes option pricing model utilizing the following assumptions: risk free rate of 2.53%, expected volatility of 45.3%, expected dividend of $0 and expected life of 5 years. The warrant was charged to operations during the period.
(c) During March 2005, the Company issued a three year warrant to purchase 100,000 options at $1.13 per share to M&A Railroad and Electric Supply, LLC (�M&A�) as part of a settlement agreement. This warrant was valued at $35,000 using a modified Black-Sholes option pricing model utilizing the following assumptions: risk free rate of 2.767%, expected volatility of 45.0%, expected dividend of $0 and expected life of 3 years. Of the total warrant value $33,000 was charged to operations during the forth quarter of 2004 and $2,000 was charged to operations during the first quarter of 2005.
(d) On April 28, 2005 Electric City issued to five (5) institutional investors, for an aggregate gross purchase price of $5,625,000, 6,250,000 shares of the Company�s common stock and 42 month warrants to purchase 3,125,000 additional shares of common stock at $1.05 per share (collectively the �PIPE Transaction� or the �PIPE�). Warrants to purchase 2,100,000 shares of common stock are immediately exercisable and the remaining warrants become exercisable six months after closing. Net proceeds from the transaction were approximately $5,408,000, of which approximately $1,644,000 was used to fund the acquisition of Maximum Performance Group, Inc., as discussed in Note 5. The Company has committed to file a registration statement to register the shares issued pursuant to the PIPE Transaction within five business days of the effective date of the S-3 Registration Statement which was filed on March 18, 2005, and to have the registration statement declared effective within 90 days of its filing date (the �Registration Default Date�). If the Company fails to have the registration statement declared effective by the Registration Default Date it will owe the PIPE investors a cash penalty equal to of 1/30th of 1% of the gross proceeds of the PIPE for each day between the Registration Default Date and the date the registration becomes effective, up to a maximum of 12%.

Delano Group Securities LLC and and Mr. David Valentine acted as advisors on the PIPE Transaction. The Company paid Delano Group Securities LLC $16,250 and 50,000 shares of common stock and Mr. Valentine 50,000 shares of common stock for their services. Mr. Asplund and Mr. Valentine both serve as directors of Electric City.
- 17 -
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(e) On May 3, 2005, pursuant to an Agreement and Plan of Merger dated as of April 29, 2005, by and among Electric City Corp., MPG Acquisition Corporation (the �Merger Subsidiary�), a wholly-owned subsidiary of Electric City, and Maximum Performance Group, Inc. (�MPG�), Electric City acquired MPG pursuant to the merger of MPG with and into Merger Subsidiary, with Merger Subsidiary continuing as the surviving corporation under the name Maximum Performance Group, Inc. The merger consideration consisted of $1,643,525 in cash, 2,509,708 shares of Electric City common stock and approximately 2,509,708 additional shares which have been placed in escrow. If MPG�s revenues during the two years following the merger exceed an aggregate of $5,500,000 the escrow shares will be released to the former stockholders of MPG at the rate of 202 shares for every $1,000 of revenue in excess of such amount. The escrow             shares are also available to satisfy any indemnification claims which the Company may have under the Merger Agreement. If the shares are not released to the selling shareholders of MPG during the two year period they will be returned to the Company and cancelled. As a part of the transaction the former stockholders of MPG entered into a stock trading agreement with the Company which restricts their ability to sell shares of the Company�s common stock under certain circumstances.
Delano Group Securities LLC acted as an advisor on the acquisition of MPG and was paid $82,176 and 125,485 shares of common stock for its services. These shares were valued at $1.00 per share, which was the closing market price of the Company�s common stock on April 28th. In addition, the Company will issue up to 125,485 additional shares of common stock to Delano as the MPG shares held in escrow are released. Delano Group Securities LLC is owned by Mr. David Asplund, one of Electric City�s directors.

(f) The Company issued a warrant to purchase 400,000 shares of its common stock to Laurus Master Fund, Ltd. in exchange for its consent to the Company entering into the PIPE Transaction and acquiring MPG, as well as waiving its right to adjust the conversion price on its convertible term note and convertible revolving note. The warrant has an exercise price of $1.00 per share and a term of five years. The warrant was valued at $160,000 using a modified Black-Sholes option pricing model utilizing the following assumptions: risk free rate of 2.941%, expected volatility of 43.7%, expected dividend of $0 and expected life of 5 years. The value of the warrant was charged to interest expense during the period.
(g) During the first six months of 2005, the Company issued warrants to consultants to purchase 410,000 shares of common stock with an exercise prices between $1.00 and $1.03 per share and terms of three to ten years. The warrants were valued collectively at $144,600 using a modified Black-Sholes option pricing model utilizing the following assumptions (depending on the warrant being valued): risk free rate of 2.366% to 3.029%, expected volatility of 40.7% to 46.5%, an expected dividend of $0 and an expected life of 3 to 10 years. The values of the warrants were charged to operations during the period.
(h) During the first six months of 2005, the Board of Directors declared dividends payable on the Company�s Series E Convertible Preferred Stock of $673,800. The dividends were paid with 6,738 additional shares of Series E Convertible Preferred Stock. Each share of Series E Convertible Preferred Stock is convertible into 100 shares of the Company�s common stock.

- 18 -
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ITEM 2. MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
You should read the following discussion regarding the Company along with the Company�s financial statements and related notes included in this quarterly report. This quarterly report, including the following discussion, contains forward-looking statements that are subject to risks, uncertainties and assumptions. The Company�s actual results, performance and achievements in 2005 and beyond may differ materially from those expressed in, or implied by, these forward-looking statements. See Cautionary Note Regarding Forward-Looking Statements.
Overview
We are a developer, manufacturer and integrator of energy savings technologies and building automation systems as well as an independent developer of scalable, negative power systems. We currently market the EnergySaver, the GlobalCommander and eMac energy conservation technologies, as well as our independent development of scalable, negative power systems under the trade name Virtual �Negawatt� Power Plan or �VNPP�. Electric City is based in Elk Grove Village, Illinois and is traded on The American Stock Exchange under the symbol ELC. Our premier energy saving product is the EnergySaver system, which reduces energy consumed by lighting, typically by 20% to 30%, with minimal reduction in lighting levels. This technology has applications in commercial buildings, factories and office structures, as well as street lighting and parking lot lighting. Combining the technologies of the EnergySaver and GlobalCommander led to the development of our Virtual �Negawatt� Power Plan concept, which is essentially a negative power system which we market primarily to utilities as a demand response system. We believe that the Electric City VNPP is the first demand response system to provide this level of control to a utility without requiring active customer participation and without impacting a customer�s operations or ability to do business. In May 2005, we acquired Maximum Performance Group, Inc. (�MPG�), a technology based provider of energy and asset management products and services. MPG manufactures and markets its eMAC line of controllers for HVAC and lighting applications that provide intelligent control and continuous monitoring of HVAC and lighting equipment via wireless paging technology to reduce energy usage and improve system reliability. In addition, we design, install and monitor building control and environmental systems through our subsidiary Great Lakes Controlled Energy Corporation (�Great Lakes�).
Results of Operations
Our revenues reflect the sale of our products and services, net of allowances for returns and other adjustments. Revenues of Electric City and its subsidiary are generated from the sale of products and services, the vast majority of which are sold in the U.S.
Our cost of goods sold consists primarily of materials and manufacturing labor. Also included in our cost of goods sold are freight, charges from third parties for installation of our products, costs of operating our manufacturing facility, charges for potential future warranty claims, and royalty costs related to EnergySaver sales. Cost of goods sold also includes the wages and expenses of our engineering group at Great Lakes.
Sales and gross profits depend, in part, on the volume and mix of products sold during any given period. Generally, products that we manufacture have a higher gross profit margin than products that we purchase and resell.
A portion of our operating expense is relatively fixed, such as the cost of our facilities. Accordingly, an increase in the volume of sales will generally result in an increase to our gross margins since these fixed expenses do not increase proportionately with sales. We have not consistently utilized the full manufacturing capacity of our facility and, therefore, believe that the fixed nature of some of our
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expenses would contribute to an increase in our gross margin in future periods if sales volumes increase. In particular we believe that our facility in Elk Grove Village can support a sales level of EnergySaver products of approximately $15 million to $20 million per year without a significant further investment in fixed assets.
Selling, general and administrative (�SG&A�) expenses include the following components:

� direct labor and commission costs related to our employee sales force;

� expenses related to our non-manufacturing management, supervisory and staff salaries and employee benefits;

� commission costs related to our independent sales representatives and our distributors;

� costs related to insurance, travel and customer entertainment and office supplies costs and the cost of non-manufacturing utilities;

� costs related with marketing and advertising our products;

� costs of outside professionals such as lawyers, accountants, and investor relations professionals;

� research and development expenses;

� costs related to administrative functions that serve to support the existing businesses of the Company, as well as to provide the infrastructure for future growth.
Interest expense includes the costs and expenses associated with working capital indebtedness, the mortgage on our headquarters building, a convertible term loan, notes payable, capitalized leases and various auto loans, all as reflected on our current and prior financial statements. Also included in interest expense is amortization of the debt discount which includes the fair value of the warrants issued to Laurus Master Fund Ltd. (�Laurus�), as well as the value of beneficial conversion feature attributed to the Convertible Term Loan. In addition, interest expense includes amortization of deferred financing costs related to the credit facility with Laurus. Also included in interest expense is a one time charge related to a warrant issued to Laurus in exchange for its consent and waiver which was required to allow us to complete the acquisition of MPG and close the PIPE Transaction.
Three Months Ended June 30, 2005 Compared to Three Months Ended June 30, 2004.
Our total revenue for the three-month period ended June 30, 2005 increased $1,235,943 or 222% to $1,791,480 as compared to $555,537 for the quarter ended June 30, 2004. Revenue from our Energy Technology segment increased approximately $1,376,000, or 795%, to approximately $1,549,000 for the three months ended June 30, 2005 as compared to approximately $173,000 for the same period in 2004. Approximately $210,000 or 14% of the increase in the revenue for this segment was due to the acquisition of MPG effective April 28, 2005. The remaining increase was the result of increased commercial sales of EnergySavers. During the quarter we recognized revenue on the sale of 109 EnergySavers as compared to 33 EnergySavers during the second quarter of 2004. A significant portion of the increase in EnergySaver sales was due to a contract with a single customer who initially participated in the ComEd VNPP program and elected to purchase units for use in its locations outside of the ComEd territory. We expect to ship approximately 80 more Energy Savers under this contract through the middle of the fourth quarter of 2005 and believe we will see similar, but smaller initial commercial sales to customers exposed to the EnergySaver technology through their participation in one of our VNPP programs in future periods.
Shipments under the ComEd VNPP program were limited to five units during the second quarter as the increase in commercial sales consumed most available inventory. The lead times on some inventory components are as long as 16 weeks, which required us to allocate available inventory. As of June 30, 2005, we had shipped 104 units to 65 customer host sites under the ComEd program, but we have not recognized any revenue related to the ComEd program. The ComEd VNPP is structured as a service agreement with a 13 year term in which Electric City will provide up to 50 MWs of curtailment capacity to ComEd at a fixed price per kilowatt of installed capacity, payable quarterly in arrears whether the
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capacity is used or not as the capacity is installed. Under the terms of the ComEd agreement, we will recognize service revenue over the life of the program. While we do not expect to recognize a significant level of capacity revenue in 2005 under the ComEd contract, we should recognize revenue of approximately $25,000 during third quarter of 2005.
During the fourth quarter of 2004 we signed a memorandum of understanding with ComEd, which, among other things, contemplated, subject to certain conditions, a doubling of the size of the program to 100 megawatts and modification of pricing in a manner which we believed would be favorable for the Company. An amendment to the agreement was drafted based on the terms outlined in this memorandum of understanding, but the amendment was not executed prior to the June 30, 2005 deadline primarily due to delays in legislation required to implement portions of the proposed amendment. As a result, we continue to operate under the original agreement, which terms remain unchanged. Shipments under the ComEd program will continue at a controlled pace until we arrange a form of long term financing for the program. In the interim we have been working to enroll large national companies (primarily retailers) as customer hosts for our VNPP programs. We have been focusing on companies who represent significant load in the ComEd territory and can participate in other VNPP programs across the country. We also target customers who have sites outside of our VNPP programs which provide the potential for scalable pull-thru sales.
Revenue from the sale of building automation products and services decreased approximately $167,000, or 41% to $242,000 during the three month period ended June 30, 2005, from approximately $409,000 recorded in the same period during 2004. Revenue in this segment is recognized as work is completed and material is delivered to the job site, thus will vary based on the level of activity during a particular period. During the second quarter of 2004 this segment of our business was working on two large contracts. One of these projects was completed in December of 2004 and the other project was completed in February 2005. During the second quarter of 2005 we worked on several smaller contracts, but we were recently notified that we have been selected as the winning bidder on a large multi-year building controls project which will total approximately $4.0 million in project revenue to Great Lakes. We are currently working to complete the contracts related to this project and anticipate revenue from this project during the third quarter of 2005. Revenue for this segment should increase moderately beginning in the fourth quarter of 2005 as a result of this project.
Cost of sales for the three-month period ended June 30, 2005 increased $1,092,823 or 183% to $1,689,905 from $597,082 for the three-month period ended June 30, 2004. The increase in cost of sales is due primarily to the increase in Energy Saver sales during the quarter. Gross profit for the first quarter of 2004 increased $143,120 to $101,575 from a loss of $41,545 during the first quarter of 2004. The increase in gross profit was due primarily to the increase in EnergySaver sales.
SG&A for the three-month period ended June 30, 2005 increased $712,740 or 73.1% to $1,687,210 from $974,470 for the three-month period ended June 30, 2004. Approximately $450,000 or 63% of the increase was due to the addition of MPG effective April 29, 2005. Personnel costs at Electric City increased approximately $76,000 as a result of new hires made during 2004 in the areas of sales and engineering. The balance of the increase is attributable to increases in sales commissions, travel expense, and research and development. We expect our quarterly SG&A expense to increase slightly during the last two quarters of the year due to the addition of MPG and the expansion of our VNPP program execution across initial projects.
Other expense for the three-month period ending June 30, 2005 increased $109,866, to $238,999 from $129,133 for the three-month period ended June 30, 2004. During the second quarter of 2005 we issued a warrant to purchase 400,000 shares of our common stock to Laurus in exchange for its consent and waiver to permit us to complete the PIPE Transaction and to acquire MPG, without adjusting the conversion price on its convertible debt. This warrant was valued at $160,000 using a modified Black-Sholes option pricing model, with the value charged to interest expense during the quarter. This charge was partially offset by a decline in the amortization of the deferred issuance costs and the debt discount
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related to the Laurus revolver and convertible term loan, which are both included in interest expense. Amortization charges declined $82,825 to $35,071 during the second quarter of 2005. The deferred issuance costs and debt discount are being amortized using the effective interest method, thus decline as the outstanding balance on the term loan is repaid or converted. Other interest expense increased $43,623 primarily as a result of borrowings under the revolver. Interest income increased $10,931 to $18,303 during the second quarter of 2005 from $7,372 earned in the second quarter of 2004. The increase in interest income was due to higher average invested cash balances and increases in interest rates paid on the invested balances.
Preferred stock dividends for the second quarter of 2005 declined $283,884 to $339,000 from $622,884 for the same period in 2004. We accrued dividends of $339,000 and $325,600 on our Series E Convertible Preferred Stock during the three-month periods ended June 30, 2005 and 2004 respectively. The accrued dividends were satisfied through the issuance of 3,390 and 3,256 additional shares of Series E Preferred Stock, respectively. The increase in the dividend accrual was due to the compounding effect of paying dividends on the preferred stock in additional shares of preferred stock. We were required to recognize a non-cash deemed dividend of $289,784 on June 30, 2004, due to the fact that the conversion price on the shares issued in satisfaction of the dividend was lower than the market price of our common stock on the date of issue. During the second quarter of 2004 we also incurred a $7,500 deemed dividend when we agreed to extend the expiration date on warrants to purchase shares of our Series E Convertible Preferred stock from October 31, 2004 to December 31, 2004. We agreed to extend these warrants to permit holders who participated in the redemption and exchange to exercise their warrants without violating the short swing trading rules of section 16(b) of the Securities Act of 1934.
Six Months Ended June 30, 2005 Compared to Six Months Ended June 30, 2004.
Total revenue for the six-month period ended June 30, 2005 increased $1,160,975 or 85% to $2,532,754 as compared to $1,371,779 for the six-month period ended June 30, 2004. Revenue from our Energy Technology segment increased approximately $1,305,000 or 263%, to approximately $1,801,000 for the six months ended June 30, 2005 as compared to approximately $496,000 for the same period in 2004. The acquisition of MPG, which was effective April 29, 2005, was responsible for approximately $210,000 or 16% of the increase in the revenue for this segment. Approximately $325,000 of the increase in revenue was due to a short term utility consulting project completed in May 2005. The remaining increase was the result of increased commercial sales of EnergySavers. During the first half of the year we recognized revenue on the sale of 111 Energy Savers as compared to 55 EnergySavers during the during the same period during 2004. A significant portion of the increase in EnergySaver sales was due to a contract with a single customer who initially participated in the ComEd VNPP program and elected to purchase units for use in its locations outside of the ComEd territory. We expect to ship approximately 80 more EnergySavers under this contract through the middle of the fourth quarter of 2005 and believe we will see similar, but smaller initial commercial sales to customers exposed to the EnergySaver technology through their participation in one of our VNPP programs in future periods.
Revenue from the sale of building automation products and services decreased approximately $170,000, or 19% to $732,000 during the six-month period ended June 30, 2005, from approximately $902,000 recorded in the same period during 2004. Revenue in this segment is recognized as work is completed and material is delivered to the job site, thus will vary based on the level of activity during a particular period. During the first half of 2004 this segment was working on two large contracts. One of these projects was completed in December of 2004 and the other project was completed in February 2005. Revenue for the first six-months of 2005 included two months of revenue related to the project completed in February, as well as revenue from other smaller projects. We were recently notified that we have been selected as the winning bidder on a large multi-year building controls project which will total approximately $4.0 million in project revenue to Great Lakes. We are currently working to complete the contracts related to this project and anticipate revenue from this project during the third quarter of 2005.
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Revenue for this segment should increase moderately beginning in the fourth quarter of 2005 as a result of this project.
Cost of sales for the six-month period ended June 30, 2005 increased $575,775 or 42% to $1,958,866 from $1,383,091 for the same period in 2004. The increase in cost of sales is due primarily to the increase in EnergySaver sales during the period. Gross profit for the first half of 2004 increased $585,200 to $573,888 from a loss of $11,312 in the first half of 2004. The increase in gross profit was due to increased EnergySaver sales during the period, recognition of profit on a building automation control project that was completed during the first quarter, and to consulting revenue earned by the Energy Technology segment during the period. The consulting assignment, which was a one time project, ended in May 2005. Gross profit for the remainder of 2005 will be derived primarily from EnergySaver and eMac sales, various building automation control projects and VNPP projects.
SG&A for the six-month period ended June 30, 2005 increased $764,721 or 38.2% to $2,766,830 from $2,002,109 for the same period during 2004. Approximately $450,000 or 59% of the increase was due to the addition of MPG effective April 28, 2005. Personnel costs at Electric City increased approximately $172,000 as a result of new hires made during 2004 in the areas of sales and engineering. The balance of the increase is attributable to increases in sales commissions, travel expense and research and development.
Other expense decreased $182,505, to $306,950 from $489,455 for the six-month period ended June 30, 2005 and 2004, respectively. Amortization of the deferred issuance costs and debt discount related to the Laurus revolver and convertible term loan, which is included in interest expense, declined $388,406 to $76,543 for the six-month period ended June 30, 2005 from $464,949 during the six-month period ended June 30, 2004. The deferred issuance costs and debt discount are being amortized using the effective interest method, thus decline as the outstanding balance on the term loan is repaid or converted. During January of 2004 Laurus converted a portion of its term loan resulting in accelerated recognition of $193,000 in amortization expense. No such conversions occurred during 2005. Other interest expense increased $59,452 primarily as a result of borrowings under the revolver. There were no borrowings under the revolver during 2004. During the second quarter of 2005 we issued a warrant to purchase 400,000 shares of our common stock to Laurus in exchange for its consent and waiver to permit us to complete the PIPE Transaction and to acquire MPG. This warrant was valued at $160,000 using a modified Black-Sholes option pricing model and the value was charged to interest expense during the period. Interest income increased $13,551 to $25,287 during the first half of 2005 from $11,736 earned in the first half of 2004. The increase in interest income was due to higher average invested cash balances and increases in the interest rates paid on the invested balances.
Preferred stock dividends for the first half of 2005 declined $3,113,105 to $673,800 from $3,786,905 for the same period in 2004. We accrued dividends of $673,800 and $983,500 on our Convertible Preferred Stock during the first half of 2005 and 2004, respectively. The dividends accrued during the first six months of 2005 and 2004 were satisfied through the issuance of additional shares of our preferred stock. The decline in the dividend accrual was due to a reduction in the dividend rate on the preferred stock from 10% to 6% and a reduction in the average number of shares outstanding as a result of last year�s redemption and because holders of the preferred stock have elected to convert a portion of their holdings into common stock. We were required to recognize non-cash deemed dividends of $927,947 during the first half of 2004 due to the fact that the conversion price on the shares issued in satisfaction of the dividend was lower than the market price of our common stock on the date of issuance of the dividend shares. No deemed dividend was recorded for the shares issued in satisfaction of the 2005 dividends because the market price of our stock was below the conversion price of the dividend shares on the dates of issuance. In addition, during the first quarter of 2004 we were required to recognize a non-cash deemed dividend of $1,860,458 as a result of the redemption and exchange transaction (as discussed in the next paragraph) which closed during the period. For accounting purposes the transaction was viewed as a redemption of the outstanding preferred stock for cash and shares of the new Series E Preferred stock. The non-cash deemed dividend was
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determined by comparing the fair value of the consideration given (the cash and the market value of the Series E Preferred) to the carrying value of the preferred stock that was redeemed. The fair value of the consideration given exceeded the carrying value of the existing preferred primarily due to the fact that the market price of our common stock was higher on the day the redemption and exchange transaction closed than it was when the existing preferred stock was originally issued. During the first half of 2004 we also incurred a $15,000 deemed dividend when we agreed to extend the expiration date on warrants to purchase shares of our Series E Convertible Preferred stock from June 30, 2004 to December 31, 2004. We agreed to extend these warrants to permit holders who participated in the redemption and exchange to exercise their warrants without violating the short swing trading rules of section 16(b) of the Securities Act of 1934.
As is more fully described in Note 15(p) of our 2004 Annual Report on Form 10-K, we completed a redemption and exchange offering on March 22, 2004 in which we redeemed 538,462 shares of our outstanding Series A, Series C and Series D Convertible Preferred Stock (the �Existing Preferred�), and exchanged the remaining 2,104,509 shares of Existing Preferred for 210,451 shares of a new Series E Convertible Preferred Stock at the rate of 10 shares of Series E Convertible Preferred Stock for each share of Existing Preferred. The Existing Preferred Stock carried a dividend rate of 10% payable at the Company�s election in cash or in additional shares of preferred stock during the first three years following issuance. After the third anniversary of issuance we were required to pay all dividends on the Existing Preferred in cash and the dividend rate increased by 1/2% every six months until it reached 15%, where it would remain until the shares were converted or redeemed. The Series E Preferred carries a 6% dividend that is payable at the Company�s election in cash or additional shares of Series E Preferred for as long as the shares remain outstanding. The reduction in the number of outstanding shares of preferred stock, in combination with the reduction in the dividend rate, has reduced the dilutive effect of the payment-in-kind dividend on the preferred stock.
Liquidity and Capital Resources
During the twelve-month period ended December 31, 2004, we incurred a net loss of $5.16 million and used $4.04 million of cash for operating activities. Primarily as a result of our continuing losses and lack of liquidity, our independent registered public accounting firm modified their opinion on our December 31, 2004 Consolidated Financial Statement to contain a paragraph wherein they expressed a substantial doubt about our ability to continue as a going concern. We have taken steps to improve our current liquidity and provide the growth capital necessary to fund our plan for future growth, although these steps may not be sufficient to sustain us until operations reach profitability. Our efforts to raise additional capital are discussed below.
As of June 30, 2005 we had cash and cash equivalents of $3,926,058 compared to $1,789,808 on December 31, 2004. Our debt obligations as of June 30, 2005 consisted of a convertible secured revolving loan of $2,000,000, a convertible secured term note of $501,790, a mortgage of $580,000 on our facility in Elk Grove Village Illinois, notes payable to former shareholders of MPG of approximately $232,000, vehicle loans of approximately $31,000 and capitalized leases of approximately $7,600.
Our principal cash requirements are for operating expenses, including employee costs, the costs related to research and development, advertising costs, the cost of outside services including those providing accounting, legal, engineering and consulting services, the funding of inventory and accounts receivable, and capital expenditures and the costs of servicing our outstanding debt. We have financed our operations since inception through the private placement of our common stock, preferred stock and various secured and unsecured loans.
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The following table summarizes, for the periods indicated, selected items in our consolidated statement of cash flows:

Six months ended June 30, 2005 2004

Net cash used in operating activities $ (3,213,326) $ (1,871,979)
Net cash used in investing activities (1,846,233) (11,804)
Net cash provided by financing activities 7,195,809 3,276,965

Net Increase in Cash and Cash Equivalents 2,136,250 1,393,182

Cash and Cash Equivalents, at beginning of period 1,789,808 2,467,023

Cash and Cash Equivalents, at end of period $ 3,926,058 $ 3,860,205

Six Months Ended June 30, 2005 Compared to Six Months Ended June 30, 2004.
Net cash increased $2,136,250 during the first six months of 2005 as compared to increasing $1,393,182 during the same period in 2004.
Operating Activities
Cash consumed by operating activities increased $1,341,347 or 71.7% to $3,213,326 during the first six months of 2005 as compared to consuming $1,871,979 during the same period in 2004. Cash used to fund the net loss before changes in working capital, declined $60,304 or 3.0%, to $1,944,049 during the first six months of 2005 from $2,004,353 during the same period in 2004. Offsetting this improvement was a $1,509,329 increase in the funds used for working capital purposes. Changes in working capital consumed $1,269,277 during the first half of 2005 as compared to generating $132,374 during the first half of 2004. Approximately $900,000 was used to satisfy liabilities assumed as part of the acquisition of MPG, including accounts payable and accrued expenses. Increases in inventory and reductions in accounts payable, accrued expenses and deferred revenue at Electric City and Great Lakes also contributed to the increase in cash used for working capital purposes. Our inventory has increased as we have built product for a recently awarded contract for EnergySavers, most of which will be delivered before the end of 2005. The reduction in accounts payable and deferred revenue is the result of completion of the long-term contract in our building automation controls segment. Accrued expenses declined as we paid certain accrued liability during the first half of 2005. These uses of cash were partially offset by a decline in our accounts receivable as we received payment during the first six months of 2005 for the building automation control projects completed during the fourth quarter of 2004 and first quarter of 2005.
Reductions in accounts receivable generated $312,247 during the first six months of 2004, while increases in inventory and other current assets consumed $229,097 and $62,100, respectively during the same period. The decline in accounts receivable resulted from receipt of amounts held as retention until completion of larger Building Automation and Controls projects as well as improved collections and the slowdown in sales during the period. The increases in inventory and other current assets were both related to the ramp-up in the ComEd program. Reductions in accounts payable and accrued expenses consumed cash of $359,133 and $67,440, respectively during the six-month period ended June 30, 2004. The decline in accounts payable is primarily the result of payments by Great Lakes to subcontractors who worked on long term projects that were completed in the fourth quarter of 2003. The decline in accrued expenses is primarily due to the payment of accrued California sales taxes which are paid in January of every year. Increases in deferred revenue and customer deposits offset the decline in accounts payable and accrued expenses. Deferred revenue increased $49,065 as a result of the deferred recognition of profits on building automation projects and other current assets increased $488,833 due to the receipt of a $500,000 pre-payment from ComEd for curtailment capacity which was recorded as a customer deposit.
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Investing Activities
Cash used in investing activities increased $1,834,429 to $1,846,233 during the six-month period ending June 30, 2005, from $11,804 for the same period in 2004. As part of the acquisition of MPG, which closed in May 2005, we paid the selling shareholders $1,643,525 in cash and incurred $137,386 in transaction related costs. This was partially offset by cash balances of $136,492 acquired as part of the transaction. Also during the first six months of 2005, we invested approximately $167,000 in equipment for the ComEd VNPP. Under the ComEd program we retain ownership of the equipment and charge ComEd for its use over the term of the program. Thus as equipment is shipped, the cost of the equipment, including installation, is treated as a capital purchase and booked to property, plant & equipment. Miscellaneous capital expenditures for computers and service vehicles also consumed cash of approximately $35,000 during the first six months of 2005.
During the first six months of 2004 we invested $11,804 in new computers and testing equipment.
Financing Activities
Financing activities generated cash of $7,195,809 and $3,276,965 during the six-month periods ended June 30, 2005 and 2004, respectively. During 2005 we generated cash of $5,625,000 through the issuance of common stock and warrants to a group of investors and $2 million through borrowing on our line of credit. This was partially offset by issuance costs of $216,787 and scheduled principal payments on our various loans of $212,404.
During 2004, we raised $11,000,000 through the issuance of a package of securities that included shares of our common stock and 5 year warrants to purchase additional shares of common stock. We used $7,000,006 of the net proceeds from this issuance to effectuate a redemption and exchange offer for our Series A, Series C and Series D Convertible Preferred Stock. We incurred expenses related to these transactions of $897,135. During the period we also made scheduled principal payments on our mortgage and auto loan of $19,542 and received $193,648 in net proceeds from the exercise of warrants to purchase shares of our common and preferred stock.
LIQUIDITY
Our primary sources of liquidity are our available cash reserves. As of June 30, 2004 our cash balance was $3,926,058.
During fiscal 2005, we anticipate our cash usage will be approximately $1 million to $1.5 million higher than the $4 million used during fiscal 2004 as a result of increased business activity and the acquisition of MPG. We anticipate that our cash needs will be funded primarily by the recently completed issuance of common stock and borrowing under our $2 million line of credit. We are also in the process of seeking long term financing for our VNPP programs in the form of debt and/or equity.
We currently have a $2 million secured convertible working capital line with Laurus. The shift in our focus away from commercial sales to utility programs has resulted in a significant reduction in the amount of receivables generated. As of June 30, 2005 eligible receivables would have supported borrowings of approximately $410,000 under the facility. To address the problem created by our low borrowing base, we negotiated an amendment to the Laurus credit facility in February 2005, which among other things granted us an overadvance on the working capital line though December 2005. On February 28, 2005 we borrowed the full $2 million available under the facility without the requirement that we have eligible receivables to support the advance. For a more detailed description of the amendment to this credit facility, please see note 9 of our consolidated financial statements.
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On April 28, 2005 we closed on the private sale of a package of securities that included shares of our common stock and warrants to purchase additional shares of common stock, receiving gross proceeds of $5,625,000. Approximately $1.6 million of these proceeds were used to fund a portion of the acquisition of MPG, which closed on May 3, 2005. The remaining proceeds, net of issuance costs and transaction costs related to the acquisition of MPG of approximately $354,000, will be used for general corporate purposes of the combined enterprise.
Our ability to continue the development, manufacturing and expansion of sales of our products, including the EnergySaver and the GlobalCommander, will require the continued commitment of significant funds. The actual timing and amount of our future funding requirements will depend on many factors, including the amount and timing of future revenues, the level and amount of product marketing and sales efforts, the magnitude of research and development, and our ability to improve margins on our products.
During the last four fiscal years we have raised net proceeds of approximately $34 million through the issuance of shares of our common and preferred stock, which has allowed us to continue to execute our business plan. Most of these funds have been consumed by operating activities, either to fund our losses or for working capital requirements. In an attempt to move the Company to a position where it can start to generate positive cash flow our management has set the following key objectives for cash flow improvement in 2005:

� Successfully execute on the ComEd and PacifiCorp contracts. We believe that this is important from several different perspectives. We believe the contracts will establish Electric City as the leader in negative power development, thereby supporting VNPP opportunities with other utilities. We also believe the contracts will lead to increased commercial sales of the EnergySaver as host customers who participate in the VNPP programs with operations outside the territories covered by the VNPPs gain exposure to the technology. We have already seen VNPP host customers place such direct orders for EnergySaver systems. Both of the ComEd and PacifiCorp projects are currently under contract, therefore we are focusing a great deal of our resources on these projects and will be hiring additional personnel as needed in an attempt to keep the projects on schedule.

� Increase the profitability of EnergySaver sales. Increasing the margins earned on EnergySaver sales will also have an immediate and positive impact on our cash flow. We have seen improvements in EnergySaver margins at times over the past three years with increases in volume. We believe that increased volumes that will result from the VNPP programs will lead to consistently higher margins as a result of increased capacity utilization.

� Secure additional VNPP projects. We are currently in discussions with several utilities regarding implementing VNPP programs in their service territories. Recent legislative actions by some states are encouraging or mandating utilities to include demand reduction goals in their long term energy plans. We believe we are well positioned to take advantage of these new requirements. Securing one or two additional VNPP contracts during 2005 should lead to improvements in cash flow beginning in 2006 and, we hope, to increased profitability.

� Expand and improve the product line through internal development or acquisition. We would like to develop or acquire additional cost effective demand response technology that we can incorporate into our VNPP offering and we want to find ways to reduce the cost of our current technology. The recently completed acquisition of Maximum Performance Group, a manufacturer of an air conditioning control technology, is directly related to this strategy. Our ability to continue to successfully execute such a strategy should further expand our opportunities with utilities and increase the rate of VNPP development (by allowing us to control additional load with existing customers), thereby improving our profitability.
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� Build on the recent project successes at Great Lakes Controlled Energy to make the Building Controls and Automation business grow and become profitable. Great Lakes has recently successfully completed certain projects which have contributed to improvements in our overall profitability and cash flow. Great Lakes� successful execution on these projects has led to opportunities to bid on other significant projects. If this segment continues to improve as it has during the last two years, we believe this segment will record a profit for the full fiscal year 2005 and remain profitable in future years.

� Continue to aggressively manage our costs in order to conserve cash. While we made significant progress in reducing our costs during the last several years, we must continue to effectively manage all of our costs so that they do not negate the improvements in profitability we are working to create in our Energy Technology and Building Automation and Control segments.

� Secure additional capital as needed to continue to fund operations until the business turns cash flow positive. Our ability to raise additional capital in the future will depend a great deal on our ability to make progress toward the goals outlined above.
We believe that if we are successful in achieving these priorities we should have sufficient liquidity to allow us to operate until our operations turn cash flow positive. If we are not able to achieve some or all of these priorities we may begin to experience a liquidity shortage sometime in 2006 which could force us to scale back our growth plans, or, in the worst case, cease operations.
If we raise additional capital in future periods (which may require stockholder approval), our existing stockholders will likely experience dilution of their present equity ownership position and voting rights, depending upon the number of shares issued and the terms and conditions of the issuance. Any new equity securities will likely have rights, preferences or privileges senior to those of our common stock.
Cautionary Note Regarding Forward-Looking Statements
This discussion includes forward-looking statements that reflect the Company�s current expectations about its future results, performance, prospects and opportunities. The Company has tried to identify these forward-looking statements by using words such as �may,� �will,� �expects,� �anticipates,� �believes,� �intends,� �estimates� or similar expressions. These forward-looking statements are based on information currently available to the Company and are subject to a number of risks, uncertainties and other factors that could cause the Company�s actual results, performance, prospects or opportunities in the remainder of 2005 and beyond to differ materially from those expressed in, or implied by, these forward-looking statements. These risks, uncertainties and other factors include, without limitation, the Company�s limited operating history, the Company�s history of operating losses, customers� acceptance of our products, the Company�s use of licensed technologies, risk of increased competition, risk that the Virtual Negawatt Power Plan concept does not succeed, the Company�s commercial scale development of products and technologies to satisfy customers demands and requirements, the possible need for additional financing and the terms and conditions of any financing that is consummated, the limited trading market for the Company�s securities, the possible volatility of the Company�s stock price, the concentration of ownership, and the potential fluctuation in the Company�s operating results. For further information about these and other risks, uncertainties and factors, please review the disclosures included under the caption �Risk Factors� in Electric City�s filings with the Securities and Exchange Commission. Except as required by Federal securities laws, Electric City undertakes no obligation to publicly update or revise any forward-looking statements, whether as a result of new information, future events, changed circumstances or any other reason, after the date of this document.
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ITEM 3. Quantitative and Qualitative Disclosures About Market Risk
The only significant exposure we have to market risk at this time is the risk of changes in market interest rates. The interest rates on many of our debt facilities are variable and change with changes in the prime rate. The interest rate on our revolving line of credit and convertible term loan is equal to the prime rate (currently 6.25%) plus 1.75% or 6%, whichever is greater. The interest rate on our mortgage is equal to the prime rate plus 1/2%. If the prime rate were to increase one percentage point, the annual interest cost on the revolving line of credit, term loan and mortgage would increase by approximately $32,000.
ITEM 4. Controls and Procedures

a. Evaluation of disclosure controls and procedures.

Our chief executive officer and chief financial officer, after evaluating the effectiveness of the Company�s �disclosure controls and procedures� (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934 (the �Exchange Act�)) as of the end of the period covered by the report, have concluded that our disclosure controls and procedures were effective as of the end of the period covered by the report.

b. Changes in internal controls.

There were no significant changes in our internal controls or in other factors that could significantly affect the Company�s internal controls during the period covered by the report.

c. Disclosure controls and procedures.

Disclosure controls and procedures are our controls and other procedures that are designed to ensure that information required to be disclosed by us in the reports that we file or submit 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. Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that information required to be disclosed by us in the reports that we file under the Exchange Act is accumulated and communicated to our management, including our principal executive officer and principal financial officer, as appropriate to allow timely decisions regarding required disclosure.
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PART II. OTHER INFORMATION
ITEM 2. Changes in Securities
(1) On April 28, 2005 we issued to five (5) institutional investors, for an aggregate purchase price of $5,625,000, 6,250,000 shares of our common stock and 42 month warrants to purchase 3,125,000 additional shares of common stock at $1.05 per share (the �PIPE Transaction�). Warrants to purchase 2,100,000 shares of common stock are immediately exercisable and the remaining warrants become exercisable six months after closing. Net proceeds from the transaction were approximately $5,408,000, of which approximately $1,644,000 was used to fund the acquisition of Maximum Performance Group, Inc., as discussed in Note 5 to the consolidated financial statements.

(2) On May 3, 2005, pursuant to an Agreement and Plan of Merger dated as of April 29, 2005, by and among Electric City Corp., MPG Acquisition Corporation (the �Merger Subsidiary�), a wholly-owned subsidiary of Electric City, and Maximum Performance Group, Inc. (�MPG�), Electric City acquired MPG pursuant to the merger of MPG with and into Merger Subsidiary, with Merger Subsidiary continuing as the surviving corporation under the name Maximum Performance Group, Inc. The merger consideration, subject to post closing adjustments, consisted of $1,643,525 in cash, 2,509,708 shares of Electric City common stock and approximately 2,509,708 additional shares which have been placed in escrow. If MPG�s revenues during the two years following the merger exceed an aggregate of $5,500,000 the escrow shares will be released to the former stockholders of MPG at the rate of 202 shares for every $1,000 of revenue in excess of such amount. The escrow shares are also available to satisfy any indemnification claims which we may have under the Merger Agreement. As a part of the transaction the former stockholders of MPG entered into a stock trading agreement which restricts their ability to sell shares of our common stock under certain circumstances.

(3) Delano Group Securities LLC acted as an advisors on the PIPE Transaction and the acquisition of MPG and Mr. David Valentine acted as an advisor on the PIPE Transaction. We paid Delano Group Securities LLC $98,426 and 50,000 shares of common stock and Mr. Valentine 50,000 shares of common stock for their services. In addition, we will issue up to 125,485 additional             shares of common stock to Delano as the MPG shares held in escrow are released. Delano Group Securities LLC is owned by Mr. David Asplund. Mr. Asplund and Mr. Valentine both serve as directors of Electric City.

(4) We issued a warrant to purchase 400,000 shares of our common stock to Laurus Master Fund, Ltd. in exchange for its consent to the PIPE Transaction and the acquisition of MPG, as well as waiving its right to adjust the conversion price on its convertible term note and convertible revolving note. The warrant has an exercise price of $1.00 per share and a term of five years. The warrant was valued at $160,000 using a modified Black-Sholes option pricing model utilizing the following assumptions: risk free rate of 2.941%, expected volatility of 43.7%, expected dividend of $0 and expected life of 5 years. The value of the warrant was charged to interest expense during the period.

(5) During the quarter ended June 30, 2005, we issued warrants to consultants to purchase 60,000 shares of common stock with an exercise price of $1.00 per share and terms of three to ten years. The warrants were valued collectively at $30,100 using a modified Black-Sholes option pricing model utilizing the following assumptions (depending on the warrant being valued): risk free rate of 2.931% to 3.029%, expected volatility of 40.7% to 43.7%, an expected dividend of $0 and an expected life of 3 to 10 years. The value of the warrants was charged to operations during the period.
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(6) On May 4, 2005, our Board of Directors declared dividends payable on our Series E Convertible Preferred Stock for the calendar quarter ending June 30, 2005 to shareholders of record of the Series E Convertible Preferred Stock as of June 30, 2005. The dividends were paid with 3,390 additional shares of Series E Convertible Preferred Stock. Each share of Series E Convertible Preferred Stock is convertible into 100 shares of our common stock.
ITEM 4. Submission of Matters to a Vote of Security Holders.
The PIPE Transaction and the acquisition of MPG required the consent of the holders of our preferred stock, which were obtained in connection with the transactions.
On May 4, 2005, we held our annual meeting of stockholders for the fiscal year ended December 31, 2004. At the annual meeting, six nominees to our Board of Directors were elected to hold office for a one year term ending at our 2006 annual meeting of stockholders or until their respective successors were duly elected and qualified. The number of directors has been set at 12 by resolution of the Board. As of the record date of March 7, 2005, there were 41,828,310 shares of our common stock outstanding.
Pursuant to a Stockholders Agreement, as amended, between the Company and the holders of our Series E Convertible Preferred Stock (the �Series E Preferred Stock�) and the Certificate of Designations governing the Series E Preferred Stock, the holders of the Series E Preferred Stock have the right to elect up to (i) four directors for so long as at least 90,000 shares of Series E Preferred Stock remained issued and outstanding, (ii) three directors for so long as at least 65,000 but less than 90,000 shares of Series E Preferred Stock remained issued and outstanding, (iii) two directors for so long as at least 45,000 but less than 65,000 shares of Series E Preferred Stock remained issued and outstanding and (iv) one director for so long as at least 20,000 but less than 45,000 shares of Series E Preferred Stock remained issued and outstanding. If less than 20,000 shares of Series E Preferred Stock remain issued and outstanding, unless otherwise provided by law, each holder of record of Series E Convertible Preferred Stock has the right to vote on an as-converted basis together with the holders of Common Stock on all matters on which holders of Common Stock are entitled to vote, including the election of directors.
On March 7, 2005, the preferred stockholders held 223,252 shares of the Series E Preferred Stock. Accordingly, the holders of the Series E Preferred Stock were entitled to elect up to four directors (out of 12) to our board. Except for the election of directors nominated by our Board of Directors for election, holders of the Series E Preferred Stock are entitled to vote with the holders of our Common Stock on an as-converted basis on all matters on which our holders of Common Stock are entitled to vote.
As of the record date, there were 41,828,310 shares of our common stock eligible to be voted for the election of directors, of which 39,376,167 shares or 94% were represented in person or by proxy at our annual meeting. The directors elected included Messrs. David R. Asplund, John C. Bukovski, Robert J. Manning, John P. Mitola, Gerald A. Pientka, and Michael S. Stelter, who were all of the nominees, with results for each director as follows:

Director For Withheld
David R. Asplund 37,825,074 1,551,093
John C. Bukovski 39,189,484 186,683
Robert J. Manning 39,202,444 173,723
John P. Mitola 39,190,344 185,823
Gerald A. Pientka 39,187,684 188,483
Michael S. Stelter 39,198,444 177,723
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The other director whose term in office continues is David W. Valentine, who was appointed by the holders of our Series E Preferred Stock.
Our Board of Directors approved an amendment to our Certificate of Incorporation to increase our authorized shares of capital stock from 125,000,000 to 205,000,000 and our authorized shares of common stock from 120,000,000 to 200,000,000. The purpose of the amendment was to increase the number of authorized shares of our common stock to 200,000,000, and thus increase our authorized capital stock to 205,000,000, principally to provide sufficient authorized Common Stock for general corporate purposes, including issuances for possible future acquisitions, possible future equity financings and pursuant to stock incentive plans for employees, officers and directors. Of 60,849,467 shares represented in person or by proxy at our annual meeting, 60,089,470 shares were voted in favor of approval, 755,147 shares were voted against approval and 4,850 shares abstained from voting.
ITEM 6. Exhibits.

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

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

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

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

SIGNATURES
In accordance with the requirements of the Securities and Exchange Act of 1934, the Registrant has caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

ELECTRIC CITY CORP.:

Dated: August 15, 2005 By:           /s/ John Mitola

     John Mitola
Chief Executive Officer (principal
executive officer)

Dated: August 15, 2005 By:           /s/ Jeffrey Mistarz

     Jeffrey Mistarz
Chief Financial Officer (principal
financial and accounting officer)
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