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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K
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Commission File Number: 001-33399
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Norcross, Georgia 30092
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(678) 392-4954
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Common stock, par value $0.001 Nasdaqg Global Market
Securities registered pursuant to Section 12(g) dfie Act:
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Indicate by check mark whether the registrant lisrstted electronically and posted on its corpoi&b site, if any, every Interactive Data File riegd to be submitted and
posted pursuant to Rule 405 of Regulation S-T (§&B2 of this chapter) during the preceding 12 msiith for such shorter period that the registraas wequired to
submit and post such files).
Yesy No

Indicate by check mark if disclosure of delinquilers pursuant to Iltem 405 of Regulation S-K i¢ nontained herein, and will not be contained him best of the Registrant's
knowledge, in definitive proxy or information statents incorporated by reference in Part Il of fhism 10-K or any amendment to this Form 10¢K.
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the Registrant's most recently completed secowdlfiguarter, was $71,680,326 (based on the clasifgs price of the Registrant's common stock orfNgmlaq Global
Market on such date).

At March 9, 2012, there were 27,552,580 shareh@Registrant's common stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE
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DISCLOSURE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K and the documemtstiporated into this Annual Report on Form 10-Kréference contain forward-looking
statements. These forward-looking statements iectitdtements with respect to our financial condjtiesults of operations and business. The
words “assumes,” “believes,” “expects,” “budgetsytay,” “will,” “should,” “projects,” “contemplates, “anticipates,” “forecasts,” “intends” or
similar terminology identify forward-looking statemts. These forward-looking statements reflectonmrent expectations regarding future
events, results or outcomes. These expectationsotaye realized. Some of these expectations méabed upon assumptions or judgments
that prove to be incorrect. In addition, our busgiand operations involve numerous risks and usoées, many of which are beyond our
control, which could result in our expectations heing realized, cause actual results to differemiaily from our forward-looking statements
and/or otherwise materially affect our financiahddion, results of operations and cash flows. Sesee the section below entitled “Risk
Factors” for a discussion of examples of risks,antainties and events that may cause our actualtsas differ materially from the
expectations we describe in our forward-lookindesteents. You should carefully review the risks diésel herein and in other documents we
file from time to time with the Securities and Eadge Commission, including Quarterly Reports om¥&6-Q to be filed in 2012. We caution
readers not to place undue reliance on any fonhmyking statements, which only speak as of the dateof. Except as provided by law, we
undertake no obligation to update any forward-lagkstatement based on changing circumstances endge.

Part |

Iltem 1. Busines:
Business Overview

We are a leading provider of intelligent energy agement, or IEM, solutions that empower utilitiesmmercial and industrial customers, and
residential consumers to use energy in a moretaféeand efficient manner. IEM solutions build upgdemand response, enabling two-way
communication between providers and consumersngiail customer classes the insight and controlil@eé¢o optimize energy usage and meet
peak demand. Beyond reducing the energy loadagipsoach reduces cost for the utility or grid opmrantegrates other systems and allows
for the informed decision-making that will poweetemart grid.

We provide our IEM solutions through our two repbte segments: the Residential Business segmenhar@mmercial & Industrial, or C&
Business segment. The Residential Business segrakstEM solutions to utility customers for usepirograms with residential and small
commercial end-use participants. These solutiodiside hardware, our IntelliSOURCE software andises; such as installation, participant
marketing and program management. If the utilitptomer elects to own the IEM system, we refer éogitogram as a turnkey program. If we
provide capacity through fully-outsourced programsyhich we typically own the underlying systene vefer to the program as a Virtual
Peaking Capacity, or VPC, program. Our VPC prograrmespay-for-performance in that we are only pardchpacity that we provide as
determined by a measurement and verification peoegth our customers. The C&I Business segmentigesviEM solutions to utilities and
independent system operators that are managinggmmsgor auctions for large C&l consumers. These HolMitions are delivered through the
management of C&l megawatts in open markets and ptegrams as well as through the completion of @nefficiency projects.

The Comverge Solution

Our IEM solutions enable our electric utility indyscustomers and open market operators to ad@®sss they confront on a daily basis, such
as rising demand, decreasing supply, fluctuatimgroodity prices, reducing greenhouse gases and @rgaggvernment or regulatory mands

to use energy efficiency solutions to address tisssees. Our IEM solutions yield the benefits diésat below to our commercial and industrial
customers, residential customers, electric utiligustry customers and open market operators.

Improve the Developing Smart Grid through Advandédlti-functioning Solution Set8Ve offer our customers IEM solutions to match their
needs for improving and advancing a smarter etadtgrid. Our state-of-the-art IntelliSOURCE softeaystem provides demand management
functionality, enabling control of various end-wvices and systems, integration into the utilitgtomer’s back office operational systems,
and inter-operability with Advanced Metering Infragture (“AMI”). In conjunction with our softwar@ur solution set includes multiple

service offerings, including engineering and enexgglits, project management, installation, custoeeguisition marketing, and measurement
and verification. These services allow our utiitystomers to tailor their programs to achieve betigrketing penetration rates, lower
installation costs, and real time verification loé functionality of their system. Our hardware prad complete our solution set by offering
technologically advanced functionality for variaesidential and C&l demand management devices.ugtrgroviding solutions to our
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customers’ issues, we are able to offer our owividdal products and services, or integrate otlwenganies’ products into our solutions,
ultimately improving the developing smart grid.

Provide an Alternative to Building Expensive Newarfe$ and Associated Transmission and Distributidnalstructure We have the ability to
reduce our utility and grid operator customers’igdgxpenditures and costs for electric transroissind distribution. Our solutions can be
directly substituted for new power generation féies that would otherwise be built to satisfy eitipeak periods of electricity demand or the
expected increase in base load demand. Our IEMmgstequire significantly lower short-term capéapenditures than a natural gas-fired
power plant, and our pay-for-performance capadatytioons often require little to no capital expemdes on the part of electric utilities. By
avoiding the build-out of new generation, utilitiesn also avoid building the incremental new traission and distribution assets needed to
bring power from the location where it is generatedhere it is consumed, thereby further reduceguired capital expenditures.

Improve System Reliability and Operational FlexipilOur IEM solutions enhance the reliability of theettic grid by providing the ability to
reduce power consumption in specific distributioeaa during times of peak energy demand and emgrgemditions, thereby relieving strain
on the aging grid infrastructure. With our IEM stidis, our customers gain the benefit of more bddianfrastructure and lower operating costs
associated with fewer emergency maintenance aridroes care issues. In addition to improving systehability, our targeted approach
focuses on specific distribution areas allowingdanore targeted approach to using and reducingygiire highly constrained areas. For
example, once deployed, our VPC programs becometipeal, or ramp up, more rapidly than natural-figesi power plants. Our VPC
programs typically require less than five minuteptovide demand reduction. In addition, our tedbgy enables devices to be controlled both
individually and in clusters, thereby allowing tleadevices to be operated at the time and locasioch(as at a substation, circuit or feeder)
required to manage localized constraints or emesgeanditions.

Save Costs for Electricity Consumet®rtain of our IEM solutions enable residentiainoeercial and industrial consumers to receive tirfie-0
use electricity price signals, thereby allowingrth® match electricity use with the costs to pusehsuch electricity. Consumers who deploy
our solutions can realize cost savings on theatetebills by using less energy, particularly chgipeak periods when prices are the highest, or
shifting their usage to times when electricitydsd expensive.

Conserve and Create a Positive Environmental Impaat IEM solutions allow electric utilities to reduboth peak and permanent load. Our
demand management programs provide electric aslitiith similar functionality to the peaking capggadypically provided by natural gas-fired
power plants while also providing clean alternatwergy. By reducing electricity demand during peiades, our demand management
programs have the potential to displace olderficieht peaking power plants and can reduce theating time of intermediate plants. By
substituting our programs for new natural gas-fipeder generation facilities, utilities are ablectmserve electricity and reduce greenhouse
gases and pollutants.

Enable Electric Utilities to Meet Regulatory MandaiFederal and state legislation over the past fisy/bave served to stimulate the
developing smart grid and has mandated that thereeBnergy Regulatory Commission and the DepartmoieEnergy provide detailed
assessments and recommendations for demand respibiases. We work closely with federal and staégulators and electric utilities to
formulate and coordinate effective demand respenkéions in light of these regulatory developmerd mandates. Advanced technologies
for demand response, energy efficiency, smart nmgteand distributed generatiancluding digital information capabilities to implent thes
technologies, is being driven through regulatorg Egislative efforts. This includes a smart gradigy using a national task-force,
modernization through deployment of “smart” teclugiks, a new communications and an inter-operglfistmework, research and
development, and removal of the barriers to smadtrgll-out. Federal grants and matching fundsteeimg deployed to help spur smart grid
investments.

The Comverge Strategy
We intend to continue to grow and expand our pasiin the clean energy sector by pursuing theegjfatobjectives described below.
Increase Market PenetratioWe intend to further penetrate the clean energioséy:

« identifying the needs of and providing additiortaM solutions to new and existing custom

e securing additional lonterm contracts as a growing proportion of our rexs

+ effectively matching product innovations wittetfuture needs of our customers, including AMlaots designed to migrate North
America to a smart electricity grid; and

« expanding the scope of our commercial and indugstemand response offerings, conservation, gnefficiency solutions and other
clean energy alternatives, including internatiargbortunities.
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Expand the Market for our IEM SolutiorWe intend to continue demonstrating the effectigsnef our capacity programs in order to secure
additional long-term contracts with existing antufe customers by:

« marketing to and educating existing and prospedigomers, consumer advocates, consultants aodtigcexperts about the bene
of IEM solutions;

« working with utilities, state regulators and dhcstate and federal governmental agencies t@exiile benefits of IEM solutions and
obtain rate treatment similar to supply-side resesiy such that electric utilities are allowed tmearate of return on the capital
invested in demand response resources; and

< expanding our current product strategic alliancesidentifying new strategic relationshi

Continue to be an Innovative Leader in our MarkBram 2001 to 2011, we invested approximately $26llon in research and development
alone. We intend to continue such research andal@went, in addition to capturing operational aechinical knowledge gained from the sr
grid offerings. This will enable us to develop naad innovative solutions to better serve our exisélectric utility customer base, large C&l
customers, and to appeal to new customers. Wevbdlwat this continued investment strategy wilballus to realize new revenue opportuni
and decrease our operating costs, thereby enalditg remain competitive and to maintain our mapcesition.

Pursue Targeted Strategic OpportunitiWe intend to pursue strategic relationships anddppities to strengthen our competitive position i
the clean energy sector through domestic and iatiemal opportunities. This sector is comprised ofumber of companies with niche offeri
or customer relationships, which provide attractpportunities, whether through acquisition, panitrigg or joint alliances.

Segments

As of December 31, 2011, we reported our resultgpefations in two reportable segments: our ResimdBusiness segment and our
Commercial & Industrial Business segment. In pperiods, we reported the results of operationbiiee segments: the Utility Products &
Services segment, the Residential Business segadrthe C&I Business segment. Beginning for the g@ded December 31, 2010, the
former Utility Products & Services segment is prasd as part of the Residential Business segméetrdsults of our energy efficiency
programs were previously reported in the ResidEeBtiginess segment. Beginning for the year endezbBber 31, 2010, the energy efficiency
programs are reported as part of the C&l Businegmgnt. Accordingly, the results of operations haeen reclassified for the year ended
December 31, 2009 to conform to the presentatiothivyears ended December 31, 2011 and 2010. W édé¢hat this reporting structure
more accurately represents the broader customesetsahat we serve: residential and commercialiaddstrial.

See “Item 8. Financial Statements and Supplemeitatgt, Note 15” for our presentation of result®@pérations for the last three fiscal years
by reportable segment.

Residential Busines

Our Residential Business segment offers IEM sohgtithat address demands for residential and sw@lirercial end-use participants. These
solutions include intelligent hardware, our INt®MURCE software and services, such as installati@mketing and program management. Our
suite of intelligent hardware includes a broad eafjproducts from basic one-way load control shétto technologically sophisticated smart
thermostats and in-home displays that encompasantiire range of the smart grid market. Our proslace designed to communicate on
multiple communication modes, including wirelesteinet, VHF paging, telephone, broadband cabléylaeland radio frequency
communication. We provide the hardware that isailteti at a utility consumer's location on high-gyeconsumption equipment, such as
central air conditioning. Our software applicati@end wireless messages to manage and controbaduware. Upon receiving the messages,
our hardware, in turn, provides more intelligenéigtion of the equipment, thereby making electaigacity available to the utility. The
information delivered from the IEM solutions caemhbe used by the utility to better manage eleéttraonsumption, analyze usage trends and
anticipate energy constraints.

Our IntelliSOURCE provides a consistent infrastanetfor command and control, while creating a caiti two-way, real-time communication
link to residential customers. Not only does I80URCE support direct load, price responsive, @yrthmic pricing controls, but it also
flexibly accommodates next-generation upgrades asgafariable pricing, renewable energy manageraentelectric vehicle charging. Key
features of InteliSOURCE include:

« Communication — Expands the back office infratiure to allow for deployments, while supportingerfaces for thirgearty system

» Command and control — Handles grouping and addrg structures; algorithms and control operatidesice management and
configuration; and event generation and control,

« Data managementRerforms data collection including validation arification, ani

* Knowledge applications Enables analysis and evaluation of the performahtige customer's demand respc

3
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program.

Depending on customer needs, the Residential Bssisegment sells product and software offering€ Wgrams and turnkey programs. In
some instances, we sell the customer product dhdase and the customer elects to perform the sesyisuch as installation and marketing, to
complete its IEM network. In other instances, asunVPC and turnkey programs, we provide the pcodnd software as well as perform full
program services including installation and custoagguisition marketing. If we provide full outsced, pay-forperformance capacity throu
the IEM network, we refer to the program as a V@ymm, in which we typically own the assets of sgetem. Our VPC programs are pay-
for-performance in that we are only paid for capattiat we provide as determined by a measurenmehverification process with our
customers, as described below. If the custometstemwn the IEM network or we are paid for theveres, as opposed to being paid for
reduced capacity or energy, we refer to the progaama turnkey program.

Peak load demand, defined as the maximum capdoiedricity required over a specified time, isndynic in nature and places the greatest
stress on the grid system due to both the elevateds and fluctuating duration of demand. Our V@@ turnkey offerings compete in the p
capacity markets and provide a solution to allev&itess on the electric grid by aggregating amddioating the demands of load consuming
equipment.

Virtual Peaking Capacity (VPC) Programs

The structure of our VPC programs is on a pay-fnfgrmance basis whereby we enter into leergn contracts with utilities and are paid ur
each contract based on the amount of verifiabteaidtts of capacity that we provide. Under our VRGgpams, we typically own and operate
the entire IEM network.

The consumers who elect to participate in our VIRGgams agree to allow us to install our producttheir homes or businesses in order to
decrease energy usage of certain appliances, subkia central air conditioner, electric water tieeairrigation pump or pool pump, during
short periods of peak energy demand. These deareesontrolled remotely by using our digital cohtroits or thermostats coupled with our
IntelliSOURCE software. We, in return, receive p&yifor this capacity from the utility under ouiging contract with the utility.

We operate our VPC programs through ldegn, fixed price contracts with our utility custers, which make periodic payments to us base
the amount of electric capacity that we expect &kenavailable to them during the cooling seasoe. ddoling season is the months in which
seasonal peak energy demand is the highest. Aaabiyear begins at the end of the utility's coobegson. For example, the cooling season for
one of our VPC contracts runs from Jun&d September 3band the contract year for this agreement begin@atnber 1*and ends on
September 38. We and our utility customers analyze results eisurement and verification tests that are perfdrduging the cooling seas
of each contract year to statistically determiree¢hpacity that was available to the utility durthg cooling season. Measurement and
verification tests are necessary when our hardwatelled at participant locations to control eryengage of selected appliances consists of
one-way devices, as those devices are programnredéddo/e and respond to a wireless signal initiiedur software and transmitted over a
public or private network but do not send a conéition. Therefore, there is no immediate verificatibat any certain device received a signal
or properly executed its command. Because thousafmdisvices are subject to control in typical resitlal VPC programs, for one-way
communicating systems, statistically significantasieement and verification is performed on a subssitese devices. This methodology has
been developed that verifies the reduction of gnasage, measured in kilowatts, for a statistieaahgle of devices with an accepted utility
confidence level generally of 90% or greater. Thithodology is widely accepted in the industry. ifer to the results of this measurement
and verification process as our available capacity.

Available capacity varies with the electricity demdeof high-use energy equipment, such as centrabaiditioning compressors, at the time the
measurement and verification tests are conductbithwin turn, depends on factors beyond our céngrech as temperature and humidity and
the time of day and the day of the week the measemé and verification tests are performed. Theamroperation of, and timely
communication with, devices used to control equipnage also important factors that affect availatapacity. Depending on the terms of the
VPC contract, a difference between our availabfgaciy and the estimated capacity on which proxyngents were previously made will res

in either a refund payment from us to our utilitystomer or an additional payment to us by our custoWe refer to this process as the annual
settlement.

Turnkey Programs
Our turnkey programs are targeted for utilities that only need to have available capacity butroftant to own the underlying assets and pay
for our services and solutions. We provide the samsmilar intelligent energy management netwakhat provided in our VPC programs;

however, we do not own the underlying assets aadatr paid based on available capacity. We arelpsdd on negotiated rates for our
product, software and services and these paymentsod subject to annual settlement.

Commercial & Industrial (C&I) Business
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The C&I Business segment provides IEM solutionstilities and independent system operators thatremeaging programs or energy markets,
where large C&I consumers participate. These smistare delivered through the management of megmfeatthese C&I consumers in VPC
and open market programs as well as through theletion of energy efficiency projects. Similar tetResidential Business segment, the
Business segment contracts with utilities to prevagtailable capacity to utility customers througlyfor-performance VPC programs. We
recruit large C&I end-use participants into the VBGgram, requesting that participants reduce rbitgtusage at certain times, and provide
the available capacity to our customer.

Open Markets

In open markets, grid operators and utilities dedk from demand response providers to utilizectramercial and industrial consumer base to
provide demand response capacity based on pritagdfin competitive bidding. These opportunities generally characterized by energy
capacity obligations with shorter contract periads prices that may vary by hour, by day, by manmthy bidding period. Several major grid
operators, including PJM Interconnection, New Ybritependent System Operator, New England Power&wbElectric Reliability Council

of Texas, have active demand capacity markets inhalie participate. Our C&I Business segment wavkkh commercial and industrial
consumers to first identify available demand resgarapacity and then register and facilitate theafathat capacity or energy in the open
market on behalf of those consumers. In thesedddiosis, we receive payments from grid operatauighout the year and are required to
respond during the grid operator's mandatory perémce period. For our largest capacity program ®IM Interconnection, we receive
payments from June 1st to May 31st of each yeamamdequired to provide demand reduction from Jistéo September 31st. We make
payments to commercial and industrial consumersdtin contracting to reduce electricity usage astdaly doing so when called upon.

Energy Efficiency Prograr

The structure of our energy efficiency program mg-for-performance model whereby we provide pemna base load reduction through
equipment upgrades, energy auditing and consubinidding automation, lighting retrofits and otheeasures that reduce C&l consumers' total
energy consumption. We enter into long-term comsréx provide the reduced capacity, maintain aretate the improvements and ensure their
utilization.

Customers

We have an established customer base of utilitycdiner energy service providers, including municgrad cooperative electric utilities, loca
across North America in both regulated and derggdlpirisdictions. For example, our customers idellarge investor-owned utilities,
independent system operators and regional trangmiesganizations (which are regional entities tainitor and control a regional electric
grid), electric cooperatives, municipalities, enesgrvice companies and military bases, includimgrgy providers such as Austin Energy,
Consolidated Edison Company of New York, Inc., G&Power, Gulf Power Company, Inc., PacifiCorpCRE Pepco Holdings, Inc., PIM
Interconnection, PPL Corporation, Progress Endrgy, Public Service Company of New Mexico, Sanddié&as & Electric Company and
Southern Maryland Electric Cooperative, Inc. Fa ylear ended December 31, 2011, our top ten cussceweounted for 72% of our
consolidated revenue. Of these customers, two mes®accounted for more than 10% of revenue: Piddannection LLC (22%) and Pepco
Holdings, Inc. (16%). For the year ended Decemtie2810, our top ten customers accounted for 71&uptonsolidated revenue. Of these
customers, two customers accounted for more thée dfGrevenue: PIM Interconnection LLC (28%) anddeegoldings, Inc. (12%). For the
year ended December 31, 2009, our top ten custcaeeminted for 67% of our consolidated revenuegh@ge customers, two custom
accounted for more than 10% of our revenue: PJktrdéonnection LLC (20%) and NV Energy (12%).

Manufacturing

We outsource all of our product manufacturing opiens to contract manufacturers. For our currentipction requirements, we utilize both a
domestic manufacturer and an additional manufacthed has facilities offshore. This dual sourcammplements our supply chain effort and
helps support our plans for continual cost redustiguality improvement and diversification of slypyisk.

We employ dedicated test engineers who desigrradlyct test systems, write custom software for pebdests and monitor product quality
yields. All outgoing product at our contract maraitaers is tested on the systems that we haversgid\dditionally, quality data is collect
electronically and utilized by our design enginderscontinuous product improvement and by the @mttmanufacturer for improvement of
key manufacturing processes. Quality control tastsperformed on a statistically significant pantaf all outgoing orders to ensure complia
to specifications and corrective action technigaresemployed to permanently resolve issues.

Competition
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The clean energy sector is highly competitive. \Aefcompetition from traditional clean energy pdevs, advanced metering equipment and
service providers, and suppdyde independent power producers. In addition, swatitional providers of advanced meter readiragpcts ma
add demand response products and services tceettisiing business. We also compete against traditisupply-side resources such as natural
gas-fired peaking plants as well as independenep@roducers. Electric utilities could also offeeir own demand response solutions, which
would decrease our base of potential customersanid decrease our revenues and profitability.rore information on the risks we face in
our highly competitive market, see “Part |, ltem 1Risk Factors We operate in highly competitive markets; if we amable to compete
successfully, we could lose market share, reveanégprofit.”

Regulatory

Our products and services are typically not sulifgeixisting federal and state regulations in th®.lgoverning the electric utility industry.
However, our solutions are subject to oversighFBRC, NERC, and other regulatory entities undeFgeral Power Act, and the individual
Regional Transmission Owner or Independent Systeer&or approved tariffs and manuals. In additeur, products and their installation are
subject to government oversight and regulation ustie and local ordinances relating to commuitinatrequirements, building codes, pul
safety regulations pertaining to electrical conimes and local and state licensing requirementthérfuture, federal, state or local
governmental entities or competitors may seek smghk existing regulations, impose additional retippria or apply current regulations to co
our products and services.

Trademarks

Comverge, Inc. and its subsidiaries own the follapirademarks in the United States: 6D, Apollo, @erge, Coolibrium, Datapult, Enerwise,
IntelliSUPPORT, IntelliPLAN, InteliMEASURE, IntelPEAK, InteliMARKET, IntelliFOCUS, IntelliTEMP, IteliCONNECT, kw Operation
Kill-a-Watt, Maingate, Powerportal, Profit from Egg, Public Energy Solutions, Sixth Dimension, Sigiat, The Energy To Go Clean, The
Energy To Be Clean, The Energy To Be Green, TheSpatt Virtual Peaking Capacity and Wattspot.

History and Development of the Business

Our business began as divisions of Scientific Aaimc. and Lucent Technologies Inc. in 1974 a9@11 respectively. In 1992, Acorn Energy,
Inc. (formerly known as Acorn Factor, Inc.), or AEteated its Powercom Division to develop advanmueter reading, electric utility data
management and analysis, and load managements®u€omverge, Inc. was organized in 1997 as awetacorporation by AEL. We
evolved our operations through the acquisitiorhefWtility Solutions Division of Lucent Technologiénc. in 1997 and the organization of
Comverge Control Systems, Ltd. in 1998. In 1999 aeguired the Controls System Division of Scieatétlanta, Inc. We made the strategic
decision in 2002 to develop, own and operate loadagement systems on an outsourced basis for treditoaf our utility customers. We
named this offering Virtual Peaking Capacity. ID3pwe acquired the intellectual property, operptnsets and customers of Sixth Dimen:
Inc. In April 2007, we completed an initial pubbéfering. In July 2007, we acquired Enerwise Globathnologies, Inc., reported as part of
C&l Business segment. We acquired the four opegatittities comprising the business of Public En&glutions in September 2007, and
include their offerings as part of the C&I Businesgment. In February 2010, we appointed R. Blatenyg as our President and Chief
Executive Officer. In October 2010, we unveiled wigion for IEM, the next-generation of softwarartiware and services that help electric
utilities, commercial and industrial organizaticarsd consumers optimize energy usage. In Decemidr, 2 were selected by Eskom, the
largest electricity provider in Africa, to manage ¢omplex supply and demand challenges by creatidgco-managing Africa’s first open
market for demand response resources. The Eskotracorepresents the first significant internaticc@ntract for us.

Employees

We had 519 employees as of December 31, 2011. iBplogees are not represented by any labor uniortsy& have not experienced any
work stoppages. We consider our relations withesaployees to be good.

Available Information

Our web site is located at http://www.comverge.c@ur investor relations website is located at Hitppomverge.com. The information on or
accessible through our web sites is not part af Aminual Report on Form 10-K. Our Annual Reporfonm 10-K, Quarterly Reports on Form
10-Q, Current Reports on Form 8-K and amendmends¢h reports are available, free of charge, oriruarstor relations website as soon as
reasonably practicable after we electronically Wiiéh or furnish such material to the SEC. Furtleecppy of this Annual Report on Form 10-K
is located at the SEC's Public Reference Room@#F18treet, NE, Washington, D.C. 20549. Informatarthe operation of the Public
Reference Room can be obtained by calling the SEE880-SEC-0330. The SEC maintains an internettsét contains reports, proxy and
information statements and other information remayaur filings at http://www.sec.gov.
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Executive Officers of the Registrant
Our executive officers as of March 9, 2012 areodlews:

R. Blake Young, 53became our President and Chief Executive Officétahruary 2010 and has served as a member of tme€ge Board (
Directors since August 2006. Prior to his appoimias President and Chief Executive Officer, Mr.uxg was the founder and Manac
Partner of Cap2ity Consulting Group, a businesdirtelogy and management consulting group from 2089 to February 2010. Previou:
he served as Senior Vice President, Global IT &hhetogy for BG Group, a global energy company baseldondon from January 2007
June 2009. Prior to that, Mr. Young held variousisemanagement positions with Dynegy Inc., inchgdExecutive Vice President and ClI
Administrative Officer as well as Executive ViceeBident & President of Global Technology from 18892005. He also served as Preside
lllinois Power Company, Dynegy's electric and gassmission and distribution company. Prior todight years at Dynegy, Mr. Young ser
as Chief Information Officer of the US Grocery Bikin of Campbell Soup Company. Before that, Mr. Mpuhad a 14rear career wil
Tenneco Energy, an integrated natural gas trarapartd marketer, where he served in a number abrsedministrative and commerc
management positions, including Chief Informatioffic@r and Executive Director of national accour¥4. Young received a Bachelor
Science degree from Louisiana State University.

David Mathieson, 57has served as our Executive Vice President andf Eimiancial Officer since May 2011. Prior to joigimour compan'
Mr. Mathieson was Senior Vice President and Chiefakcial Officer of RSC Holdings, Inc., a rentaluggment provider servicing t
industrial, maintenance and nessidential construction markets, from January 2@0Blay 2010. In addition, Mr. Mathieson servedSasio
Vice President and Chief Financial Officer of Thea@y Corporation, a global manufacturer and marketeomplete identification solutior
from December 2003 to December 2007. Before joiflihg Brady Corporation, Mr. Mathieson spent mowntR0 years in various leaders
roles at Honeywell, Inc., where he held the positad Vice President and Chief Financial Officer dbneywellEurope from June 1981
September 2001.

Steven Moffitt, 46, has served as our Chief Operating Officer since M@¥1 and previously served as our Executive Vioesiglent c
Engineering and Operations from July 2010 until N2&1. Mr. Moffitt has over 20 years of experiefrténformation technology leaderst
strategy development, project management and sgstiewelopment. Prior to joining our company, Mroffitt served as Vice President ¢
Divisional Chief Information Officer of the BG Grpurom November 2008 to March 2010 where he mandgedG Infrastructure global
including data centers, network, computer and g®ranvironments. Prior to that Mr. Moffitt was Meying Director, Global Head
Commodities Technology at UBS Investment Bank fiseptember 2006 to November 2008. Mr. Moffitt adsoved as Senior Vice Presic

& Divisional CIO of FiServ, Inc., a provider of teeology solutions to the financial world, includif@gnks, credit unions, and securi
processing organizations from March 2006 to Sepen@®06. Mr. Moffitt has also served as SenioreVRresident & Chief Informatic
Officer of Dynegy, Inc. from January 2000 to DecemB005. Mr. Moffitt holds a Bachelor of Scienaegdee from the University of Texas-
Arlington where he majored in Information Systems.

Teresa Naylor, 49joined our company in September 2010 as our Sé&figar President of Human Resources. Ms. Naylor ivas 20 years of
human resources management and leadership expedadcshe leads the human resources businesglimgleadership development, talent
management, compensation, benefits, compliancalhhdman resources generalist responsibilitiei®r o joining the company, Ms. Naylor
served as Vice President of Human Resources for NBEEGY from 2006 to 2010, where she was respon$iblthe human resource functic
and team development. Prior to MXENERGY, she wasMite President of Human Resources for CenterBaintgy, Inc. from 2004 to 2006,
where she was responsible for all enterprise-wide@ive leadership succession planning and compdraman resources services to over
9,000 employees. Previously, she also held exeeigixel positions with Dynegy, Inc. including leaskgp roles at lllinois Power and lllinova
Generating Company from 1998-2004, and Lincolnldisiting Nurse Association from 1991 to 1998. Msaybr holds a Bachelor of Science
degree in interdisciplinary studies (organizatiomainagement) from Cameron University and a Madt8cience degree from University of .
Francis.

Matthew H. Smith, 37has served as our Senior Vice President, Generatseband Secretary since January 1, 2008. Mr.iSpiited us in
January 2005 as Senior Counsel responsible foradmegotiations, intellectual property, litigatiand corporate governance matters. Prior to
joining us, Mr. Smith worked for the law firm King Spalding LLP concentrating primarily on intelleed property and litigation mattel

Mr. Smith began his legal career as a federal #gtpatourt clerk for Judge H. Emory Widener, Jriloe U.S. Court of Appeals for the Fourth
Circuit. Mr. Smith obtained a B.A. in History andy®hology and a J.D. from the University of Nortar@ina, Chapel Hill.

Arthur Vos IV, 37,has served as our Senior Vice President of Uyes and Chief Technology Officer since Octobdrl2®rior to that, Mr.
Vos serviced as our Senior Vice President of Proflanagement and Alliances since November 2009nF8eptember 2007 to November
2009, he served as our Vice President, MarketingStrategy. Mr. Vos was named Vice President, MargeProducts and Strategy in 2004.
Mr. Vos joined us in April 2003 as our Vice Pregitlef Development for our 6DINET Group after thejaisition of Sixth Dimension, Inc.
Over a 12 year history in the electric power irtdysMr. Vos
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has led and architected nhumerous demand respodssnargy monitoring solutions. As the Chief Tedbgyg Officer of Comverge, Mr.Vos
now leads our entire development effort which idelsian advanced SmartGrid software suite, inteitigemmunicating in-home devices and
distributed energy management solutions. Mr. dasined B.S. and M.S. degrees from Colorado &tateersity with an emphasis in
artificial intelligence, distributed control systermanufacturing systems and embedded system design

Greg Allarding, 47,has served as our Senior Vice President of Opasatimce October 2011 and is responsible for oilityProgram
Operations, Information Technology, Network Operasi Center, Supply Chain and Call Center Operatidagoined the Company in August
2010 as Vice President of Network Operations & GP@or to joining the Company, Mr. Allarding was Aacenture executive with over 16
years of experience in the utilities industry, nging large complex system implementations, leadligh performance teams focused
process improvement, implementation and operatioethodologies; and managing people and processis/éooperational results and
excellence in delivery. Mr. Allarding obtained &Bin Management Information Systems from the Brsity of South Florida.

Kyle Wiggins, 30has served as our Vice President and Corporated@iantsince October 2011. Prior to that, Mr. Wiggserved as Assistant
Controller of the Company from April 2008 to Septen2011. Prior to joining the Company, Mr. Wiggimas a member of the audit services
group of KPMG, LLP. As Vice President and Corper@bntroller, Mr. Wiggins is responsible for ther@many's financial reporting and
internal controls. Mr. Wiggins is a certified giebaccountant and earned his Bachelor's and Mastegrees in accounting from the Univer

of Georgia.
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Iltem 1A: Risk Factors

You should carefully consider the risks describethe risk factors below before making a decismmvest in our common stock or in
evaluation of Comverge and our business. The dgklsuncertainties described below are not the onlgs we face. Additional risks and
uncertainties that we do not presently know, ot tha currently view as immaterial, may also impaiir business operations. This report is
qualified in its entirety by these risk factors.

The actual occurrence of any of the risks descrifseddw could materially harm our business, prospefihancial condition and results of
operations. In the event of such harm, the tragirige of our common stock could decrease.

Risks Related to Our Business
We will require significant capital to pursue outtrategy, but we may not be able to obtain additibfinancing on acceptable terms or at all.

For the last several years, we have financed oeratipns and capital expenditures through theaabeir securities and by borrowing money.
Our ability to obtain additional financing will sibject to a number of factors, including the depeient of the market for IEM solutions,
commercial acceptance of our products, our opergtarformance, the terms of our existing indebtsedrand the credit and capital markets.
November 29, 2011, we entered into a Common Stockhase Agreemen“Purchase Agreement”) with Aspire Capital Fund L{Bspire
Capital”). Under the terms of the Purchase Agreegmea have a right to sell up to a maximum of 100,8hares per day, which total may be
increased by mutual agreement up to an additio®&i01000 shares per day up to an aggregate maxwh@i0.0 million. The extent to which
we rely on Aspire Capital as a source of fundinj é@pend on a number of factors, including thevpiling market price of our common stock
and the extent to which we are able to secure wgr&apital from other sources. The Purchase Agraeprevides that we only may sell she
of our common stock to Aspire Capital on businesgsdn which the closing sale price of our comntoolsequals or exceeds $1.00.

The growth of our business will depend on signiitcamounts of capital for marketing and productaedepment of our IEM solutions,
including intelligent hardware and software. In iéidd, international expansion will require sige#int capital. As the Company focuses on
profitability, with a more refined approach to giibmwwe will still need working capital to operateetbusiness. If we raise additional funds
through the sale of equity or convertible debt siéies, the ownership percentage of our then-engsstockholders will be reduced and the
percentage of our outstanding common stock intekvbiur convertible securities and our senior unggtnotes are convertible will be
reduced. In addition, any such transaction maytelillne value of our common stock and other deltoity securities. We may have to issue
securities that have rights, preferences and pges senior to our common stock. The terms of dditianal indebtedness may include
restrictive financial and operating covenants thatild limit our ability to compete and expand onili our flexibility in paying our
indebtedness.

We may not be able to obtain additional capitahoceptable terms or at all. If our stock price purgs to decline, it may be difficult for us to
obtain sufficient funds through the sale of equoityconvertible debt securities. Because of ourdss#e do not fit traditional credit lending
criteria, which, in particular, could make it ddfilt for us to obtain loans or to access the chpitakets. Moreover, our loan and security
agreements contain restrictions on our abilitynttur additional indebtedness, which, if not waivealjld prevent us from obtaining needed
capital. There can be no assurance that we wilhbe to obtain such financing and a failure to wbéalditional financing when needed could
adversely affect our ability to (i) maintain andgrour business and (ii) retain key employees.

We have incurred annual net losses since our ingept and we may continue to incur annual net losseshe future.

Our annual net loss for the years ended Decemhe2@1 , 2010 and 2009 was $12.8 million , $31 Hianiand $31.7 million, respectively.
Our accumulated deficit from inception through Daber 31, 2011 , was $228.8 million . Initially, cwat losses were driven principally by
start-up costs and the costs of developing oumi@olgy. More recently, our net losses have beeredrprincipally by our operating and
depreciation expenses as well as impairment chafgegrow our revenues and customer base, we plaarttinue emphasizing the expansion
and development of our IEM solutions in the dontestid international markets. This strategy may €assto incur net losses in the
foreseeable future, and there can be no assurhate/¢ will be able to grow our revenues and expgandlient base to become profitable.

We may not receive the payments anticipated bylong-term contracts and recognize revenues or the ampéted margins from our backlc
or expected business, and comparisons of periog¢oiod estimates are not necessarily meaningful andy not be indicative of actual
payments
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Payments from long-term contracts represent oimagt of the total payments that our contractsaalls to receive over the course of the
contract term. Our estimated payments from thesg-term contracts are based on a number of assumspilhe expectations regarding our
annual and multi-year contracts include assumptielaging to purchase orders received, contraetntitipated order volumes and purchase
orders that we expect to receive under a contfédsiextended based on amounts and timing dbhisal purchases. We also assume that we
will be able to meet our obligations under thesetiaets on a timely basis. The expectations reggrtlie build-out of our turnkey and capacity
contracts are based on our experience to dateilsifgyout the load management systems as welltasd expectations for continuing to enroll
participants in each contract's service territtmysome instances, we may not build out at thecgatied rate due to, among other things,
enroliment rates varying from our expectations. Wdee also included assumptions for how we belibegtograms will perform during the
measurement and verification tests. If we are bt o meet this build-out schedule, we have highan expected withdrawal by consumers
from our programs or if the measurement and vettifim results are lower than expected, we may aeatte to receive the full amount of
estimated payments from long-term contracts. Wlidehave historically recorded a $0.3 million pepaier megawatt in liquidated damages
for each megawatt that we believed we would ndiliffbr our energy efficiency contracts, we havet meduced our anticipated payments from
long-term contracts for any penalties. As of Decengii, 2011 , we anticipated a potential payme0o3 million in liquidated damages for
our energy efficiency contracts based on our boiltrate for the 2012 program year. We have alsarasd that no contracts will be terming
for convenience or other reasons by our custonretgteat the rate of replacement of participant teations under our capacity contracts will
remain consistent with our historical average. @esnn our estimates or any of these assumptibasyumber of load control devices instal
changes in our measurement and verification testiteeand payments, contracts being rescheduledglzd or renewed, disputes as to actual
capacity provided, or new contracts being signddrbeexisting contracts are completed, and otheofa, may result in actual payments from
long-term contracts being significantly lower thestimated payments from long-term contracts. A canspn of estimated payments from
long-term contracts from period to period is notessarily meaningful and may not be indicativeatfial payments. In addition, the timing of
payments from long-term contracts and revenue r&tiog may vary period to period.

Our backlog represents our estimate of revenues é@mmitments, including purchase orders and lengricontracts, that we expect to
recognize over the course of the next 12 monthe.ificcuracy of any of our estimates and othepfaghay result in actual results being
significantly lower than estimated under our repdibacklog. Material delays, market conditions cedlations or payment defaults could
materially affect our financial condition, resuttcoperation and cash flow. Accordingly, a compamisf backlog from period to period is not
necessarily meaningful and may not be indicativaatfial revenues. As of December 31, 2011 , wechattactual backlog of $143 million
through December 31, 2012.

Our loan and security agreements contain financi@hd operating restrictions that may limit our acce$o credit. If we fail to comply with
covenants in our loan and security agreements, waynbe required to repay our indebtedness thereundédrich may have an adverse effect
on our liquidity and our business.

Our loan and security agreements contain covenhatdimit our ability to operate our business,ast; sell assets, create liens or make
distributions or other payments to our investord areditors. All of these restrictions may limitrability to take advantage of potential
business opportunities as they arise. For instgrogjsions in our loan and security agreementhk Biticon Valley Bank (“SVB”) and Grace
Bay Holdings II, LLC (“Grace Bay”) impose restrigtis on our ability to, among other things: incurendebt; pay dividends and make
distributions; make certain investments; redeemepurchase capital stock; create liens; entertiatesactions with affiliates; and merge or
consolidate.

Under our SVB loan and security agreement, ourdvarrg availability is subject to a monthly borrowibase calculation based upon our
unrestricted cash balances maintained at SVB ambdtances of certain accounts receivable. To diechur unrestricted cash balances
maintained at SVB and certain other essential éigum the borrowing base calculation, we must na@ird minimum balance of unrestricted
cash at all times of at least $20.0 million. We hgdregate available borrowing capacity under &B $an agreement of $1.9 million as of
December 31, 2011; however, if we do not maintaieast $20.0 million of unrestricted cash at iatlds, our borrowing base may be reduced.
Upon a reduction in the borrowing base, the $18aniof additional capacity may not be availabdeus. Even with our anticipated revenue
growth, it is possible that the Company's cash falyoelow $20.0 million. Should the Company's wirieted cash balance fall below $20.0
million and the Company's borrowing capacity bessmuently reduced, any amounts the Company ow®¥Boin excess of the Company's
reduced borrowing capacity will become immediathhg and payable under our SVB loan agreement.léréaio pay any such excess amount
could result in a default under the SVB loan ammlisgy agreement and, as a result, could causs-gfefaults in our other borrowing
arrangements, such that all of our outstanding debld become due and payable. In addition, anyltieg loss in liquidity could cause
potential defaults in our borrowing arrangementshsthat all of our outstanding debt could become @nd payable. Our ability to maintain
minimum cash balance of unrestricted cash of $&0llibn is directly dependent on our ability to nza® our cash expenditures, add new
sources of revenue, and/or obtain
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additional capitalization. There can be no guaratiat we will be successful in these endeavorslé/failure to maintain the minimum cash
balance is not an event of default or breach of@mwenant under the SVB loan agreement, a reduistionr cash balance below the required
minimum threshold would affect our borrowing baspacity and may result in our inability to borrastain sufficient funds, refinance or
restructure the loan and security agreement. Usuigr circumstances, this could have a materialradvupact on our liquidity, financial
position and results of operations.

Our failure to meet the covenants and financial tesontained in, and any event of default under,rdoan and security agreements, could
have a material adverse effect on our financial adition.

The SVB and Grace Bay loan and security agreenvemigin customary covenants, including covenanisiwtequire us to meet specified
financial ratios and financial tests. The Grace Bgseement sets forth quarterly revenue targetsfthat maintained, give Grace Bay the right
to require us to make monthly repayments of tha lm&lance over the remaining term of the loan.tkeffiscal quarter ended December 31,
2011, we were not able to meet the revenue taigéte Grace Bay agreement and Grace Bay has reqguibsit we begin making amortization
payments. Such amortization payments are flomded, such that 45% of the loan balance ($6.Bomias of December 31, 2011) would be
over the first twelve months. If we comply with seeding measurement periods, we may prospectieagecmonthly amortization of the loan;
provided however, Grace Bay may again exercisgnitgrtization right under the loan agreement if gietb meet future minimum revenue
targets. In letters dated February 27, 2012 andcM&y 2012, Grace Bay also alleged that we arefault under the Grace Bay agreement. An
event of default in the Grace Bay agreement trigggecrossdefault in the SVB loan and security agreementhSavents of default may resul!
the acceleration of the maturity of indebtednedstanding under these agreements, which would reasito repay all amounts outstanding. If
the maturity of our indebtedness is acceleratednag not have sufficient funds available for repaytnor we may not have the ability to
borrow or obtain sufficient funds to replace thealerated indebtedness on terms acceptable toatsatir As of the date of this filing of Form
10-K, the Company has not received notice to acatdehe debt and would contest any such accederdfiur ability to repay our indebtedness
and meet the revenue targets in the Grace Baydodrsecurity agreement is dependent on us seaweingustomers. There can be no
guarantee that we will be able to add customerdfandelated additional revenue sufficient to repayindebtedness or meet such revenue
targets.

In addition, we cannot assure that our assetsair ffaw will be sufficient to make our amortizatipayments or to fully repay borrowings
under our outstanding loan and security agreenfeldsving such event of default or any future evehtlefault, upon maturity or if
accelerated, or that we would be able to refinamaestructure the payments on those agreements blplefault, our lenders have the right to
exercise their rights and remedies to collect paytroa the loans, which would include the rightdoefclose on our assets. Accordingly, the
amortization payments we are required to make t&Bay and the events of default under our loa@esgents, as well as any future event of
default, may have a material adverse effect orbasimess, liquidity, financial position and resufoperations. To the extent our lenders
exercise their rights and remedies, we may be ébreeseek bankruptcy protection.

Our ability to provide bid bonds, performance bondisletters of credit is limited and could negatiyeffect our ability to bid on or enter int
significant long-term agreements.

We are occasionally required to provide lettersreflit, bid bonds or performance bonds to securgeriormance under customer contracts or
open market programs. Our ability to obtain suchdsoprimarily depends upon our capitalization, vimgkcapital, past performance,
management expertise and reputation and exterctarfabeyond our control, including the overall @eipy of the surety market. Surety
companies consider those factors in relation tatheunt of our tangible net worth and other undiéivg standards that may change from ti
to time. Events that affect surety markets gengrally result in bonding becoming more difficultdbtain in the future, or being available o
at a significantly greater cost. In addition, soofi@ur customers also require collateral in therfarf letters of credit to secure performance or
to fund possible damages as the result of an efatefault under our contracts with them. Our &pilo obtain letters of credit under our loan
and security agreement with SVB is limited to $3@i0ion in the aggregate. As of December 31, 200k had $23.5 million of letters of
credit outstanding from the facility. If we enteta significant longerm agreements or increase our offering in cexdpen market power poc
and either of which require the issuance of letbérredit, our liquidity could be negatively imgad. Our inability to obtain adequate bonding
or letters of credit and, as a result, to bid deeinto significant long-term agreements, couldéha material adverse effect on our future
revenues and business prospects.

We operate in highly competitive markets; if we arsable to compete successfully, we could lose reaighare, revenues and profit.

We face strong competition from traditional IEM asidan energy providers, both larger and smalien ts, from advanced metering
infrastructure equipment and from energy serviaviglers. In addition, we may face competition frizrge internet
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and/or software based companies. Advanced meterirggtructure systems generally include advanceténreading with a demand response
component, including a communications infrastruetEmergy service providers typically provide efigerto utilities and end-use consumers
relating to energy audits, demand reduction orggnefficiency measures. We also compete againgditivaal supply-side resources such as
natural gas-fired power plants and independent pgwalucers. In addition, some providers of advdnuoeter reading products may add
demand response products or energy services toetkisting business, and other such providers regt & add similar offerings in the future.
Further, energy service providers may add their demand response solutions, which could decreasease of potential customers and cc
decrease our revenues and profitability.

Certain energy service and advanced metering infietsire providers are substantially larger andevetapitalized than we are and these
providers have the ability to combine (1) advanceder reading or commodity sales and (2) demambres products into an integrated
offering to a large existing customer base. Becawsey of our target customers already purchaseregtivanced meter reading, energy
efficiency products or services, demand responséyats or services, or commodities from one or nobr@ur competitors, our success dept

on our ability to attract target customers awayrftheir existing providers or to partner with omamre of these entities to distribute our
products. In addition, the target market for oyvawity programs has been composed largely of “eatbpters,” or customers who have sought
out new technologies and services. Because the ewafilearly adopters is limited, our continued gitowill depend on our success in
marketing and selling our programs to mainstreastacuers in our target markets. Larger competitotdccfocus their substantial financial
resources to develop a competing business modeiniénabe more attractive to potential customera thhat we offer. Competitors who also
provide advanced metering infrastructure, energyices or commodities may offer such services iegrbelow cost or even for free in order
to improve their competitive positions. In additidrecause of the other services that our competiavide, they may choose to offer IEM
services as part of a bundle that includes othadymts, such as residential advanced meter readicig@utomated invoicing, which we do not
offer. Any of these competitive factors could makeore difficult for us to attract and retain coisters, cause us to lower our prices in order to
compete and reduce our market share and revenues.

Some of our strategic alliances are not exclusind, accordingly, the companies with whom we haragegjic alliances may in the future elect
to compete with us by developing and selling commgeproducts and services. In addition, these comngsehave similar, and often more
established, relationships with our customers,raag recommend other products and services to ¢histomers instead of our products and
services.

The significant competition in our industry hasulésd in increasingly aggressive pricing, and wecpate that prices may continue to
decrease. We believe that in some instances argare currently higher than those of our comgstiior similar solutions. Users of our
solutions may switch to another clean energy prvizhsed on price, particularly if they perceive gluality of our competitors' products to be
equal to or better than that of our products. Guad price decreases by our competitors couldtresalloss of customers or a decrease in the
growth of our business, or it may require us todoaur prices to remain competitive, which woulduléin reduced revenues and lower profit
margins and may adversely affect our results ofatns and financial position and delay or prevantfuture profitability.

Failure to provide quality products and serviceacluding third party suppliers manufacturing qualt products and third-party installers'
properly installing our products, could cause malfations of our products, potential recalls or remlaments or delays in the delivery of o
products or services, which could damage our refiga, cause us to lose customers and negativelydotpur revenues and growtl

Our success depends on our ability to provide tyuptioducts and reliable services in a timely manwhich in part depends on the proper
functioning of facilities and equipment owned, aded and/or manufactured by third parties upon wvhie depend. For example, our reliance
on third parties includes:

« utilizing components that they manufacture in owdoicts

» utilizing products that they manufacture for ourivas capacity progran

e outsourcing cellular and paging wireless commuiooat that are used to execute instructions to awicés under our VF
programs and clients in open market programs;

e outsourcing certain installation, maintenaneagadollection and call center operations to tipiadty providers; ar

« buying capacity from third parties who have corntedaovith electricity consumers to participate im ¥PC program:

Because we are wholly dependent upon third pdidiethe manufacture and supply of certain produetsignificant interruption in the
manufacturing or delivery of our products by thesadors or in defects from the manufacturers, coeddlt in our being required to expend
considerable time, effort and expense to establighnate production lines at other facilities aod operations could be materially disrupted,
which could cause us to not meet production deaslland lose
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customers. In addition, our contracts often provigg we install products in the end-users' faegior premises using Comverge employees or
third party installers. To the extent such instalas are faulty or inadequate, considerable tiefiert and expense may be incurred to remedy
the situation and restore customer satisfactiory. delays, malfunctions, inefficiencies or interriops in these products, services or operations
could adversely affect the reliability or operatimfrour products or services, which could caustexperience difficulty retaining current
customers and attracting new customers. In additionbrand, reputation and growth could be negitiimpacted. For example, in August,
2010, we were notified by the supplier of our thestats, White-Rodgers, that White-Rodgers had ledtice with the Consumer Product
Safety Commission (the “CPSC”) to address a proihgcte with the thermostats that White-Rodgersdggped to Comverge. White-Rodgers
reported to the CPSC that it was aware of incidehtmttery leakage in the model of thermostat sol@omverge, in which battery leakage led
to an overheating of the device. We are not awhesny reports of personal injury associated witksthincidents but are aware of claims for
minor property damage. White-Rodgers informed as$ iththe event of battery leakage, electrolytthimleakage can contact the printed circuit
board, which may result in the circuit board ovetireg. White-Rodgers has not conceded that thenbstats contain a defect or pose a
substantial product hazard, but has nevertheldssitesily proposed a corrective action plan thaswaproved by the CPSC in January 2011 to
address thermostats in inventory and thermostataliad in the field. White-Rodgers has stated ithatll cover reasonable costs associated
with implementing the corrective action. Comverg@dt aware of any information suggesting that Cemgpe's communication module in these
thermostats is related to the reported incidentselation to the Whité&kodgers thermostat issue, Comverge is involvedigation and dispute

to address certain customers' complaints relatirige White-Rodgers thermostat issue. For furthirimation on lawsuits relating to the
thermostat issue, see “Part |, Item 3 - Legal Redteys” contained in this Annual Report on FormKLO-

Regulatory or legislative rule changes made by nrggod operators, state commissions, or FERC, coaldversely impact our revenue

We operate in a regulated market. Changes to mgdgs)ations, or laws may affect our business anitipated revenues. During 2008, PIM
Interconnection LLC, or PJM, announced a rule clediog economic demand response programs in thedp#v market. The rule change
reduced the price we receive under our economiwlointary demand response programs for commero@lradustrial consumers. Because
such programs are voluntary, the lower price aretating rule changes in 2008 made it less compettin our commercial and industrial
consumers to participate in the demand responggars. We rely on our demand response programanergte revenue and PJM or any
major grid operator may reduce incentives to coressror make other economic rule changes in theduhat would have a negative impac!
our business. Rule changes relating to the capastket at PIM expanding the availability of demessponse resources outside of the
summer months have been approved by the FERC, wbidhk take effect three years from now. In additiFERC has made rule changes
relating to measurement and verification of resesiiioc PIJM. While we do not anticipate any of thargyes would have a significantly mate
negative effect on our financial statements, sumanges will require additional administrative apei@tional requirements. These rule changes
are not yet clearly defined, and in turn, the intpaceffect of any such rule changes on our revemmndinancial condition are unknown at this
time. However, there can be no assurance that thésehanges will not have a material adversecefia our business, financial condition and
results of operations.

Any restructuring activities that we may undertakiecluding our expense reduction initiative, may hachieve the benefits anticipated al
could result in additional unanticipated costs, witi could have a material adverse effect on our mess, financial condition, cash flows or
results of operations.

We regularly evaluate our existing operations,cmdited customer demand and business efficienoigsas a result of such evaluations, we
may undertake restructuring activities within ousimesses, including the announced expense reduoti@tive in 2011. These restructuring
plans may involve higher costs or longer timetalihas we anticipate and could result in substanbats related to severance and other
employee-related matters, litigation risks and &sgs and other costs. These restructuring actviti@gy not result in improvements in future
financial performance. If we are unable to realfme benefits of any restructuring activities or impiately structure our businesses to meet
market conditions, the restructuring activitiesldduave a material adverse effect on our busirfgescial condition, cash flows or results of
operations.

We rely on certain components and products fromiagée supplier or a limited number of suppliers.

We rely on third party suppliers to manufacture angply certain products for our various capaciggpams. In addition, some of the
components necessary for our products are currpriljided to us by a single supplier, includingtaier thermostats used in our utility
residential demand response business, and we dgrieranot maintain large volumes of inventory. Qaliance on these third parties involves

a number of risks, including, among other things, risk that:

¢ we may not be able to control the quality and cbshese products or respond to unanticipated atgagd increas
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in demand;

* we may lose access to critical services and compeneesulting in an interruption in the deliverfypsoducts or services to ¢
customers; and

< we may not be able to find new or alternative congmas for our use or reconfigure our products itimeely manner if th
components necessary for our products become Uableai

If any of these risks materialize, it could sigaéfintly increase our costs and adversely affectdlbility or operation of our products or
services. Lead times for materials and componentsred by us vary and depend on factors such asptific supplier, contract terms and
demand for a component at a given time. If theseufseturers or suppliers stop providing us with¢benponents or services necessary for the
operation of our business, we may not be abledntity alternate sources in a timely fashion. Amgnsition to alternate manufacturers or
suppliers would likely result in increased experaed operational delays, and we may not be algater into agreements with new
manufacturers or suppliers in a timely manner ocammercially reasonable terms. Any disruptionprimduct flow may harm our ability to
generate revenue, lead to customer dissatisfactamage our reputation and result in additionalscos

We depend on the electric utility industry and as&ded power pool markets for revenues, and as sute our operating results have
experienced, and may continue to experience, sigaifit variability due to volatility in electric ulity capital spending or the open market
programs, and other factors affecting the electritlity industry.

We derive substantially all of our revenues from $lale of solutions, products and services, dirextindirectly, to the electric utility industry
and open market programs. In relation to our @leatility customers, purchases of our solutioneduicts or services by electric utilities may
be deferred or canceled as a result of many fadtarsiding consolidation among electric utilitiehianging governmental or grid operator
regulations, weather conditions, rising interetgsareduced electric utility spending and genecahomic downturns. In addition, a significant
amount of revenue is dependent on long-term relakips with our utility customers, which are navays supported by long-term contracts.
This revenue is particularly susceptible to vatigbbased on changes in the spending patternsiofitility customers.

The open market programs in which we participatddbe materially altered in ways that negativdfe@ our ability to participate and, in
turn, decrease revenues. For example, these mayfétally utilize short-term contracts and ofteave price volatility. Prices in these markets
typically fall whenever capacity providers placeessive amounts of capacity for auction in thesekeats. If prices decline below the point at
which customers who typically participate in thesegrams recognize a benefit from participatingf tiney decide to participate with another
provider, we would no longer be able to enroll thesstomers, which could result in us recognizavger than expected revenues. In addition,
rule changes could negatively impact how we maskatll, measure, verify, and settle with our endtomers and the open market authority.

We have experienced, and may in the future expegiesignificant variability in our revenues, onlban annual and a quarterly basis, as a
result of these factors. Pronounced variabilityhi@ open markets or an extended period of redugtispending by electric utilities could
negatively impact our business and make it diffiéoit us to accurately forecast our future saldsictvcould lead to increased spending by us
that is not matched with equivalent or better rexn

A significant portion of our revenues are generatédm contracts with a small number of customerbgtpostponement, modification «
termination of which could significantly reduce ourevenues.

Our revenues historically have been generated &@mall number of customers. In 2011, 2010 and 260@Stop ten customers accounted for
approximately 72%, 71% and 67% of our consolidaéese@nues, respectively. In 2011 , two customerswated for more than 10% of our
revenues: PIM Interconnection LLC (22%) and PepaloliHgs Inc. (16%). In 2010, two customers accodice more than 10% of our
revenues: PJM Interconnection LLC (28%) and PepaldiHgs Inc. (12%).In 2009, two customers accoufideanore than 10% of our
revenues: PJM Interconnection LLC (20%) and NV Bgdi2%). Our capacity contracts are multi-yeartasts that are subject to
postponement, modification or termination by olilitytcustomers. Such action by a customer wittpees to one or more of our significant
contracts would significantly reduce our revenues.

Our failure to meet product development and commiatization milestones may result in customer diss&iction, cancellation of existing
customer orders or our failure to successfully coatp in new markets.

In the past, we have not met all of our productedigement and commercialization milestones. For etanwe were behind schedule in

developing a nextfeneration demand response product for a majoomgst This delay resulted in a deferral of salesgnoss profit associat
with contracted delivery schedules for our products
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We establish milestones to monitor our progresatdwleveloping commercially feasible products amet contractual delivery requirements
of our customers. In meeting these milestones, ftem alepend on third-party contractors in the @&l other countries for much of our
hardware manufacturing and software developmetgrnal delays or delays by third-party contractmrsld cause us to miss product
development or delivery deadlines. In additioneinal development delays could result in the Idsmmercially available hardware and
software products, as we are unable to rely ondritgendors to provide such products when contehctghts for the supply or license of such
products expire. As an example, we are developingesmhancing our software platform, InteliSOURCElays in development schedules
could negatively affect our business. We may notsssfully achieve our milestones in the futureicivltould distract our employees, harm
our relationships with our existing and potentiastomers, and result in canceled orders, defemrémsbrevenues and/or margin compression
and our inability to successfully compete in newkeats.

The expiration of our capacity contracts without taining a renewal or replacement capacity contraot, finding another revenue source fi
the capacity our operating assets can provide, cbolaterially affect our business.

Although we have entered into additional lolegm contracts in different geographic regions arelregularly in discussions with our custon

to extend our existing contracts or enter into iewtracts with these existing customers, therebeamo assurance that any of these contracts
will be extended or that we will enter into new tracts on favorable terms. If these contracts ateextended or replaced, we would expect to
enroll the capacity that we make available undehsontracts in another demand response capacitygm, although there is no assurance we
would be able to do so. For example, our capaditiract agreement with NV Energy was not continme2011. NV Energy accounted for 4%
and 12% of our total revenue in 2010 and 2009 e&tsely.

We could be required to make substantial refundspaty damages to our customers if the actual amoahelectric capacity we provide
under our capacity programs is materially less thastimated or required under the applicable agreerse

We typically operate our capacity programs throlagty-term, fixed price contracts with our utilitystomers. Under our base load contracts,
our utility customers make periodic payments basederified load reduction after inspecting andfoomng the capacity reduced through
energy efficiency measures. While the base loadblis to be permanently reduced once the energyieaflly devices are installed and verified,
the utility often retains the right to conduct @l up inspections for subsequent years. If theggneonsumer removes the installed devices,
shuts down operations or vacates the physical gesnthere is the potential that any subsequep¢dtion by our utility customer would result
in a lower amount of base load reduced capacity ¢mginally verified, which may consequently olalig us to pay a penalty. In addition, our
base load contracts require building out a spetdi®ount of capacity (megawatts) at pre-determdsds throughout the contract life. Due to
our potential participants' limited capital spergland increased competition in the marketplaceargeexperiencing challenges in meeting
certain contractual build-out milestones in a tiym@lanner. If we fail to fulfill the required contiteed capacity by the dates specified in our
contracts, we would be obligated to pay penaltfagpdo $0.3 million per megawatt that we fail totain in 2012. As of December 31, 2011,
we have recorded potential liquidated damagesdpacity fulfillment delays related to certain 20dshtractual milestones.

In the open market programs, which typically haveren of one to three years, we sell capacity Wwebbtain through our programs to
independent system operators. The independennsygierator makes periodic payments to us basedtanates of the amount of electric
capacity that we expect to make available durimgcthntract year. We refer to these payments ag/graxments and electric capacity on wt
proxy payments are made as estimated capacitynfami year generally begins on June 1st and erays3dst of the following year. We and
the independent system operator analyze resutteeahetering data collected during the capacityesver test events to determine the capacity
that was available during the actual event. Angmigancy between our analysis of the metering aladathe analysis from the independent
system operator could result in lower than expemgdnues or potential damages payable by us.ditiad, the PIJM open market program has
amended rules which create potential penaltidseifrojected megawatts do not perform. To the @R8M does not call an event, test events
will be initiated before September 30 of each yedest the potential capacity. If we do not pravile required capacity during an event or test
event, we may be subject to penalties. PIJM hastigaiminated the Interruptible Load for Reliabil(“ILR") program effective 2012.
Customers that currently participate as ILR resesimaust be moved into other open market progran20bg in order to avoid loss of reven
This change also (i) requires additional capitgipsut for both planned and new megawatts undethifee-year Base Residual Auction and (ii)
has increased the potential penalties for non-ciamgé. As a result of the elimination of the ILRgram and the changing open market
programs, we may incur significantly higher perealtin the future.

Under our VPC contracts, which typically have artef five to ten years, our utility customers malegiodic payments to us based on

estimates of the amount of electric capacity weeekfp make available to them during the contraetryWe refer to these payments as proxy
payments and electric capacity on which proxy paysiare made as estimated capacity. During

15




Index to Form 16K

contract negotiations or the first contract yeaa &PC program, estimated capacity is negotiatedeatablished by the contract. A contract
year generally begins at the end of the summer Inspafter a utility's seasonal peak energy demandléctricity. We refer to this seasol

peak energy demand as the cooling season. For éxatimg cooling season for one of our VPC contraats from June 1st to September 30th
and the contract year for this agreement begin@anber 1st and ends on September 30th. We anatitityr customers analyze results of
measurement and verification tests that are peddrduring the cooling season of each contract tgestiatistically determine the capacity that
was available to the utility during the cooling sea. We refer to measured and verified capaciguasvailable capacity. Available capacity
varies with the electricity demand of high-use ggexquipment, such as central air conditioning casgors, at the time measurement and
verification tests are conducted, which, in turepends on factors beyond our control such as fitictos in temperature and humidity.
Although our contracts often contain restrictioegarding the time of day and, in some cases, theflhe week the measurement and
verification tests are performed, the actual tinigaiw the agreed testing period that the testparéormed is beyond our control. If the
measurement and verification tests are performeidgla period of generally lower electricity usatieen the capacity made available through
our system could be lower than estimated capagityhie particular contract being tested. The comeeration of, and timely communication
with, devices used to control equipment are algmoitant factors that affect available capacity urae VPC contracts. Any difference
between our available capacity and the estimatpdaity on which proxy payments were previously maderesult in either a refund payme
from us to our utility customer or an additionaypeent to us by our customer. We refer to this pseaes the annual settlement. For contract
year 2011, we estimate an aggregate payment ofnillion as a result of the annual settlement. thercontract year 2010, we recei\
approximately $0.1 million, in the aggregate, erahg the NV Energy program which expired in Janu20¢1, as a result of the programs'
annual settlement. For 2009, we paid $0.6 millismaesult of the annual settlement.

Any refund payments that we may be required to nfakeas a result of a subsequent inspection arriaiio meet initial minimum capacity
under our base load contracts, (2) to the powel ynoder our auction contracts, or (3) pursuantt@anual settlement determination under our
VPC contracts could be substantial and could aéWeedfect our liquidity and anticipated revenuejpctions. In addition, because
measurement and verification test results for 4426 contract generally establishes estimated cgpagiwhich proxy payments will be made
for the following contract year, a downward adjustrin estimated capacity for a particular VPC cacttwould decrease the dollar amount of
proxy payments for the following contract year @odld significantly decrease our estimated backlog estimated payments from long-term
contracts. In addition, such adjustment could taawgignificant year-to-year variations in our gealy and annual revenues.

We face risks related to our expansion into inteti@nal markets.

As we expand our addressable market by pursuingropgties to provide IEM solutions in internatiomaarkets, as noted through our Eskom
agreement, we face additional risks. We have hte éixperience operating large programs in martetside of the United States.
Accordingly, new markets may require us to respmnagdew and unanticipated regulatory, marketinggsahd other challenges. There can be
no assurance that we will be successful in respidi these and other challenges we may face ieuwuent international enterprise, and as
attempt to expand in additional international m&ésk&s an example, we anticipate our South Africantract with Eskom to produce material
revenue and profits in 2012; however, operatiomgulatory, and market risks could impair our dptited success in 2012. International
operations also entail a variety of other risksjuding:

* unexpected changes in legislative or regulatoryireqents of foreign countrie
e currency exchange fluctuatio

« longer payment cycles and greater difficulty in@atts receivable collection; &
« significant taxes or other burdens of complyingwétvariety of foreign law

International operations are also subject to geémemapolitical risks, such as political, social ambnomic instability and changes in diplomatic
and trade relations. One or more of these factouflcadversely affect any international operatiand result in lower revenue than we expect
and could significantly affect our profitability.

Changes in the availability and regulation of radipectrum or paging providers limiting paging seceis may cause us to lose utility
customers.

A significant number of our products use radio $pen, which is subject to regulation in the Unitthtes by the Federal Communications
Commission. Licenses for radio frequencies musiliiained and periodically renewed. Licenses gratted or our customers may not be
renewed on acceptable terms, if at all. The Fed&waimunications Commission may adopt changes teules for our licensed and unlicens
frequency bands that are incompatible with ouress. These changes in frequency allocation mant ieghe termination of demand
response programs by our utility customers or émacement of our systems with ones owned by ompetitors. This would erode our
competitive advantage with respect to those utility
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customers and would force us to compete with giheviders for their business. In addition, pagingviders may discontinue providing pag
services, which may result in no coverage or area®e in our cost in seeking alternative providers.

We may be subject to damaging and disruptive irgellial property litigation related to allegationkdt our products or services infringe on
intellectual property held by others, which couldsult in the loss of use of the product or service.

Third-party patent applications and patents maggyicable to our products. As a result, third-learhave made and may in the future make
infringement and other allegations that could scthjs to intellectual property litigation relatibgour products and services, which litigation is
time-consuming and expensive, divert attentionra@sdurces away from our daily business, impedeeargnt delivery of our products and
services, and require us to pay significant rogaltlicensing fees and damages. In addition, jgamigking infringement and other claims may
be able to obtain injunctive or other equitabléefahat could effectively block our ability to prime our services and could cause us to pay
substantial damages. In the event of a succedsio of infringement, we may need to obtain onenore licenses from third parties, which
may not be available at a reasonable cost, ot.at al

If we are unable to protect our intellectual proptgt our business and results of operations couldrimgatively affectec

Our ability to compete effectively depends in pgron the maintenance and protection of the intelqroperty related to our capacity
programs and the solutions, hardware, firmwaresaftivare that we have acquired or developed intigtrizatent protection is unavailable for
certain aspects of the technology that is imporamur business. In addition, one or more of amding patent applications may not be iss|
To date, we have attempted to rely on copyrightiemark and trade secrecy laws, as well as conifadignagreements and licensing
arrangements, to establish and protect our rightisi$ technology. However, we have not obtainedfidentiality agreements from all of our
customers and vendors, some of our licensing diidmtiality agreements are not in writing, and sooastomers are subject to laws and
regulations that require them to disclose inforprathat we would otherwise seek to keep confiderRialicing unauthorized use of our
technology is difficult and expensive, as is enffagoour rights against unauthorized use. The dtegiswe have taken or may take may not
prevent misappropriation of the technology on whighrely. In addition, effective protection may dngavailable or limited if we expand to
other jurisdictions outside the United Stateshasititellectual property laws of foreign countrggsnetimes offer less protection or have
onerous filing requirements. Any litigation could bnsuccessful, cause us to incur substantial aastslivert resources away from our daily
business.

We may not be able to maintain quality customer eauring periods of growth or in connection with ¢haddition of new and complex
products or services, which could adversely affeat ability to acquire and retain utility customerand participants in our capacit
programs.

In the past, during periods of growth, we havelresn able to expand our customer care operatiagoklgenough to meet the needs of our
increased customer base, and the quality of ouomes care has suffered. As we add new and congptedkucts and services or we undergo
product issues with corrective actions, we willdahallenges in increasing and training our custaraee staff. If we are unable to hire, train
and retain sufficient personnel to provide adequattomer care in a timely manner, we may expegienstomer dissatisfaction and increased
participant terminations. The risk is enhancedugtoselling solution based systems, contingent wporinteliSOURCE software, as the
software and potential integration are complex afiteh times outside of our control, such as initisance and to the extent we are required to
integrate with an AMI provider's meter software.

Electric utility industry sales cycles can be lehgtand unpredictable and require significant empley time and financial resources with r
assurances that we will realize revenues.

Sales cycles with our customers can generally bg émd unpredictable. Our customers include eteatiiities and large commercial and
industrial energy consumers that generally havergléd budgeting, procurement and regulatory apppreaesses. In addition, electric

utilities tend to be risk averse and tend to folioaustry trends rather than be the first to pusehaew products or services, which can extend
the lead time for or prevent acceptance of new ytsdor services such as our capacity programdwareed metering initiatives. According
our potential customers may take longer to reagécésion to purchase products. This extended pate®ss requires the dedication of
significant time by our personnel and our use gfiicant financial resources, with no certaintysaccess or recovery of our related expenses.
It is not unusual for an electric utility or comrmid and industrial energy consumer to go throdghentire sales process and not accept any
proposal or quote. In addition, pilot test programiich are often conducted and analyzed befoedealscomes final, generally result in
operating losses to us due to the lack of scatgbdtart-up costs, development expenditures anerdactors.

17




Index to Form 16K
If we are unable to expand the distribution of oproducts through strategic alliances, we may notddge to grow our busines:

Part of our ability to grow our business dependswnsuccess in continuing to increase the numbenstomers we serve through a variety of
strategic marketing alliances or channel partnpsshiith metering companies, communications progidadvanced meter reading providers,
installation companies and other large multinati@eanpanies. Revenues from strategic alliances havaistorically accounted for a
significant portion of our total revenues. We may be able to maintain productive relationshipswtite companies with which we have
strategic alliances, and we may not be able tdbstasimilar relationships with additional compasion a timely and economic basis, if at all.

An increased rate of terminations of residentiabmmercial and industrial energy consumers, or theauof more efficient products by sur
consumers, who are enrolled in our VPC, open markat turnkey programs, or who would enroll in sugirograms, would negatively
impact our business by reducing our revenues anduiing us to spend more money to maintain and growr participant base.

Our ability to provide electric capacity under @apacity contracts depends on the number of rei&diecommercial and industrial energy
consumers who enroll and participate in our prografiime average annual rate of participant termonatfor our residential VPC programs
from inception through December 31, 2011 was apprately 8%. As a result, we will need to acquirgvrgarticipants on an ongoing basis to
maintain available capacity provided to our utiitystomers. In addition, to the extent existindubure participants install high efficiency air
conditioning units which could minimize the effaetness of our solution as to that participant, ves face lower measurement and verifica
results. If we are unable to recruit and retairtipigants for our capacity programs, we will fadficulties acquiring capacity to sell through
such programs. Furthermore, the increased competiid the length of contracts for commercial amtlistrial capacity consumers may result
in an increase of such consumers not re-enrollingniatheir contract ends or terminating their caritfar a more lucrative offer, which could
further restrict our ability to acquire capacitystell into such programs. If participant terminatiates increase, we will need to acquire more
participants in order to maintain our revenues mode participants than estimated to grow our bigsin€his loss of revenues resulting from
participant terminations can be significant, ameiting terminations is an important factor in obildy to achieve future profitability. If we are
unsuccessful in controlling participant terminaipwe may be unable to acquire a sufficient nurobeew participants or we may incur
significant costs to replace participants, whichldaause our revenues to decrease, and we mightonome profitable.

If we lose key personnel upon whom we are dependaetmay not be able to manage our operations arebtrour strategic objective

Many key responsibilities of our business have kessigned to a relatively small number of individu®ur future success depends to a
considerable degree on the vision, skills, expeseand effort of our senior management team, imctuR. Blake Young, our President and
Chief Executive Officer; David Mathieson, our Extea Vice President and Chief Financial Officere® Moffitt, our Executive Vice
President and Chief Operating Officer; Arthur V&5 bur Senior Vice President of Utility Sales ankii€? Technology Officer; George Hunt,
our Senior Vice President, Commercial and Industavid Ellis, our General Manager, Internationditthew Smith, our Senior Vice
President, General Counsel and Secretary; and& &l@gor, our Senior Vice President of Human ResesirWe do not maintain key-person
insurance on any of these individuals. Any losstarruption of the services of any of our key eaygles could significantly reduce our ability
to effectively manage our operations and implenoemtstrategy.

The success of our businesses depends in part arability to develop new products and services @amcrease the functionality of our
current products.

From January 1, 2001 through December 31, 2011hawve invested over $26.0 million in research aektbpment costs associated with our
current products. From time to time, our custonienge expressed a need for increased functionalibyii products and software. In response,
and as part of our strategy to enhance our sokitioid grow our business, we plan to continue toensabstantial investments in the research
and development of new technologies. Our futuresss will depend in part on our ability to continaalesign and manufacture new
competitive products and software, to enhance wigtieg products and to provide new value-addedises. Product development initiatives
will require continued investment, and we may eigrare unforeseen problems in the performance ofemimologies or products, including
new technologies that we develop and deploy. Furitbee, we may not achieve market acceptance ofiewrproducts, solutions and software.
In the past, we incurred significant costs to depel specific product for large commercial and stdal customers that has found limited
market acceptance. If we are unable to developpreducts and services, or if the market does nm#@icsuch products and services, our
business and results of operations will be advesié¢cted. In addition, if we are unable to maimtaw costs for established products supp
under fixed fee contracts, our business and restittperations will be
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adversely affected.

If we have material weaknesses in our internal cositover financial reporting, the accuracy and timg of our financial reporting may be
adversely affected.

There were no material weaknesses identified byagement or our independent registered public ad¢ewufirm during the audit of our
consolidated financial statements for the yeargdmkecember 31, 2011 and 2010. A material weakienesdeficiency, or a combination of
deficiencies, in internal control over financiapogting, such that there is a reasonable posgiltiiat a material misstatement of our annual or
interim financial statements will not be preventedietected on a timely basis. However, there iassurance that we will not discover mate
weaknesses in internal controls in the future.

As part of our business strategy, we may pursuadheisition of complementary businesses. To thentxve acquire a new business, we must
integrate the accounting system for the busineis auir own, and we may experience challenges irirternal control over financial reporting
as a result. Any such difficulty we encounter coulctease the risk of a material weakness. Thaende of one or more material weakness
any period would preclude a conclusion that we taaireffective internal control over financial repog. Such conclusion would be required
to be disclosed in our future Annual Reports omi@0-K and may impact the accuracy and timing affmancial reporting.

Any internal or external security breaches, inforrtian technology system failures, cyber securityaalts or network distributions the
involve our products or our business could harm owaputation, business operations, energy usage &indncial conditions and even the
perception of security risks, whether or not valichuld inhibit market acceptance of our products égause us to lose custome

Our customers use our products to compile and aeagnsitive and confidential information. The aoence or perception of security breac
in our products or services could harm our repaitatiinancial condition and results of operatidnsaddition, we may come into contact with
sensitive consumer information or data when wequerfoperational, support or maintenance functionir utility customers. A failure to
handle this information properly, or a compromi§eur security systems that results in customesgmal information being obtained by
unauthorized persons could adversely affect ourtedion with our customers and others, as welllsperations, results of operations,
financial condition and liquidity, and could resintlitigation against us or the imposition of p#i®s. In addition, a security breach could
require that we expend significant additional reses related to our information security systentg@uld result in a disruption of our
operations. This risk is enhanced through theibigion of our new IntelliSOURCE software systend amtegration work with the utilities ba
office, as we anticipate our system and solutioitishe utilized on a larger scale.

Additionally, we enter into contracts that requing systems to be secure, as the nation's enefrggtiructure is critical to continued safety and
business operations. Our products and servicedviatbe (i) storage and transmission of custonpFmprietary information and (ii) the use,
reduction, and movement of energy and capacityui@gdreaches could expose us to a risk of loghisfinformation, unmanaged electrical
usage or stoppage, litigation, and potential ligbiDur security measures may be breached dugetadtions of outside parties, employee e
malfeasance, or otherwise, and, as a result, amhmrézed party may obtain access to our data pcoestomers' data and could inappropriately
affect electrical management. Additionally, outsjdeties may attempt to fraudulently induce empésyer customers to disclose sensitive
information in order to gain access to our datawrcustomers' data. Any such breach or unauttebezeess could result in significant legal
and financial exposure, damage to our reputatiod,zaloss of confidence in the security of our pieid and services that could potentially t

a material adverse effect on our business. Bedhestechniques used to obtain unauthorized acdessyle or degrade service, or sabotage
systems change frequently and often are not rezednintil launched against a target, we may belertalanticipate these technigues or to
implement adequate preventative measures. If aralat perceived breach of our security occurspntlaeket perception of the effectiveness of
our security measures could be harmed, and we ¢tosgédcustomers.

Current market developments may adversely affeat bbusiness, results of operations and access tatehp

Over the past few years, dramatic declines in thesimg market, including increasing foreclosuresi eoncerns over certain European
countries' economic health have resulted in conabout the stability of the financial markets geigr The resulting lack of available credit
and lack of confidence in the financial marketsldouaterially and adversely affect our results pé@tions and financial conditions and our
access to capital. In particular, we may face tlewing risks in connection with these events:

« continuing foreclosures in the housing market meayse a decline in participation in our demand respg@rogram
« our ability to assess the creditworthiness of agt@mers may be impaired due to slow payment, vecship o
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bankruptcy of our customers; and
* our ability to borrow, or our customer's availalyilto borrow, from other financial institutions ddube adversely affected
further disruptions in the capital markets or otéeents, including actions by credit rating agemeird investor expectations.

Our business may become subject to modified or gewernment regulation, which may negatively impaxtr ability to market our
products.

Our products and services are not subject to therityaof existing federal and state regulationghie U.S. governing the electric utility
industry. However, our solutions are subject torsigit by the FERC, NERC, and other regulatorytistiunder the Federal Power Act, and
the individual Regional Transmission Owner or Inelegent System Operator approved tariffs and mankmaggldition, our products and
services are subject to government oversight agpdagon under certain federal, state and locaklamd ordinances, particularly relating to
market participation and manipulation, communigatiequirements, building codes, public safety ratjohs pertaining to electrical
connections and local and state licensing requingsnén the future, federal, state or local govegntal entities or competitors may seek to
change existing regulations, impose additional legans or apply current regulations to cover orgducts and services. If any of these things
occur, as applicable to our products or servicémther at the federal, state or local level, they megatively impact the installation, servicing
and marketing of our products and increase ousc# the price of our products and services. Wewarmrently evaluating various state
regulations regarding installation work for oneoof programs. While we do not know the outcomewfevaluation or the potential for any
state regulatory board to address such work, tisete potential that we could suffer a loss ohigant installation revenue, if not all
installation revenue, for this contract.

We are exposed to fluctuations in the market valwour portfolio investments and interest ratesppairment of our investments could
harm our earnings.

We maintain an investment portfolio of various hiolgs, types, and maturities. These securities enermglly classified as available-feale anc
consequently, are recorded on our consolidatedhbalsheets at fair value with unrealized gain®ssds reported as a separate component of
accumulated other comprehensive income (loss)pfrtaix. For information regarding the sensitivifyamd risks associated with the market
value of portfolio investments and interest rates ““Item 7A - Quantitative and Qualitative Disslwe About Market Risk” in this Annual
Report on Form 10-K.

If we fail to hire and train additional personnelrad improve our controls and procedures to respoondhie growth of our business, tt
quality of our products and services could matehasuffer and cause us to lose customers.

Our business and operations have expanded rapitly sur inception. For example, from January D3trough December 31, 2011 , the
number of our employees increased more than 6468iigg from 70 to 519. To continue expanding owstomer base effectively and to meet
our growth objectives for the future, we are cutlseworking to fill multiple positions within our@ampany. In addition, we must continue to
successfully train, motivate and retain our exgstmd future employees. In order to manage ourredipg operations, we will also need to
continue to improve our management, operationaffimathcial controls and our reporting systems amt@dures. All of these measures will
require significant expenditures and will demanel étention of management. If we are not abler®, iiain and retain the necessary perso

or if these operational and reporting improvemanésnot implemented successfully, the quality afmeducts and services could materially
suffer as a result and cause us to lose customers.

Our business may be subject to additional obligatiao collect and remit sales, use or other tax aady successful action by state, foreign
or other authorities to collect additional saless@ or other tax could adversely harm our business.

We file sales and/or use tax returns in certaitestaithin the U.S. as required by law and certéignt contracts for a portion of the hardware,
software and services that we provide. We do nikectosales or other similar taxes in other stated many of the states do not apply sales or
similar taxes to the vast majority of the servittest we provide. However, one or more states ceeittk to impose additional sales or use tax
collection and record-keeping obligations on usy Anccessful action by state, foreign or other auitiles to compel us to collect and remit
sales or use tax, either retroactively, prospelstioe both, could adversely affect our results pémtions and business.

We may not be able to identify suitable acquisitiocandidates or complete acquisitions successfuljch may inhibit our rate of growth,
and we may not be successful in integrating any aitgd businesses and acquisitions that we complekéch may expose us to a number of
unanticipated operational or financial risks.

In addition to organic growth, we have pursued, @nihe extent we continue to pursue, growth thhoting acquisition of
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companies or assets, we may enlarge our geogragriets, add experienced management and increageanluct and service offerings.
However, we may be unable to implement this grostthtegy if we cannot identify suitable acquisitcandidates or reach agreement on
potential acquisitions on acceptable terms or theoreasons. Moreover, our acquisition effortolag certain risks, including:
« difficulty integrating operations and syste
» the potential for key personnel and customers efatguired company terminating their relationshifth the acquired compa
as a result of the acquisition;
» additional financial and accounting challenges emmiplexities in areas such as tax planning anaéishreporting
« additional risks and liabilities (including fenvironmentakelated costs) as a result of our acquisitions,esofiwhich we may n
discover during our due diligence;
« disruption of our ongoing business or insufficiemnagement attention to our ongoing business
« realizing cost savings or other financial benefitsanticipatec

The rapid growth of the clean energy sector mageais to experience more competition for acquisibipportunities, which could result in
higher valuations for acquisition candidates. Assult, we may be required to pay more for acqaisstwe believe are beneficial, which cot

in turn, require us to recognize additional gootlimilconnection with such acquisitions. To the extdat any acquisition results in additional
goodwill, it will reduce our tangible net worth, weh might have an adverse effect on our crediaddition, in the event that we issue shares of
our common stock as part or all of the purchasgepan acquisition will dilute the ownership of den-current stockholders. Once integrated,
acquired operations may not achieve levels of neesnsynergies or productivity comparable to thaxdeeved by our existing operations, or
otherwise perform as expected. For example, wadigxperience the anticipated revenue growth du2bil1, 2010 and 2009 from our
acquisitions of Enerwise and PES, which was duysimto PES not reaching its anticipated bwild-and in part to the regulatory rule chang
2008 that affected Enerwise's economic prograndM.Rn addition, future acquisitions could resaltle incurrence of additional indebtedr
and other expenses. There can be no assuranaaittetquisition strategy will not have a materdverse effect on our business, financial
condition and results of operations.

Risks Related to Our Common Stock
Shares eligible for future sale may cause the margece for our common stock to decline even if dousiness is doing wel

Sales of substantial amounts of our common stothkerpublic market, or the perception that thesessaay occur, could cause the market
price of our common stock to decline. This coukbampair our ability to raise additional capitalthe future through the sale of our equity
securities. Under our fifth amended and restateiificate of incorporation, we are authorized tsus up to 150,000,000 shares of common
stock, of which 25,913,694 shares of common stoetewutstanding as of December 31, 2011 . We camedict the size of future issuances
of our common stock or the effect, if any, thaufetsales and issuances of shares of our commak, stothe perception of such sales or
issuances, would have on the market price of oomaon stock.

We do not intend to pay dividends on our commonc&to

We have not declared or paid any dividends on onrmon stock to date, and we do not anticipate gegity dividends on our common stock
in the foreseeable future. We intend to reinvdgudlire earnings in the development and growtbwfbusiness. In addition, our senior loan
agreement prohibits us from paying dividends andr&uloan agreements may also prohibit the paymiedividends. Any future determination
relating to our dividend policy will be at the distion of our board of directors and will dependaam results of operations, financial condition,
capital requirements, business opportunities, estiial restrictions and other factors deemed ratevia the extent we do not pay dividends
our common stock, investors must look solely talstappreciation for a return on their investmendim common stock.

The sale of our common stock to Aspire Capital m@use substantial dilution to our existing stockh@rs and the sale of the shares of
common stock acquired by Aspire Capital could catise price of our common stock to decline.

Shares offered to Aspire Capital under the PurcAggeement between us and Aspire Capital may le®ar a period of up to 24 months
from the date of the agreement. The number of shatenately offered for sale to Aspire Capitatispendent upon the number of shares we
elect to sell to Aspire Capital under the Purchgeement. Depending upon market liquidity at fheet sales of shares of our common stock
under the Purchase Agreement may cause the trpdg®yof our common stock to decline. As of Decengtle 2011, we have issued 400,000
shares of common stock under the Purchase Agreematiiding the 144,927 Commitment Shares. AfteguiresCapital has acquired shares
pursuant to the Purchase Agreement, it may sekathe or none of those shares.
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Aspire Capital may ultimately purchase all, somaanme of the $10.0 million of our common stock tibge with the 144,927 shares of comr
stock we refer to as the Commitment Shares. SalAspire Capital by us pursuant to the Purchaseémgent may result in substantial dilution
to the interests of other holders of our commoulstdhe sale of a substantial number of sharesioEommon stock to Aspire Capital in this
offering, or anticipation of such sales, could makwaore difficult for us to sell equity or equitglated securities in the future at a time and at a
price that we might otherwise wish to effect saléswever, we have the right to control the timimgl@mount of any sales of our shares to
Aspire Capital and the Purchase Agreement mayrb@rated by us at any time at our discretion witheny cost to us.

Our fifth amended and restated certificate of inqgmration, our second amended and restated bylawd Belaware law contain provisions
that could discourage acquisition bids or mergeroposals, which may adversely affect the market prid our common stock.

Provisions in our fifth amended and restated geati€ of incorporation, our second amended anatesbylaws and applicable provisions of
the General Corporation Law of the State of Del@waay make it more difficult or expensive for adhparty to acquire control of us even if a
change of control would be beneficial to the inséseof our stockholders. These provisions couldalisage potential hostile takeover attempts
and could adversely affect the market price ofamammon stock. Our fifth amended and restated @até of incorporation and our second
amended and restated bylaws:

< currently provide for a classified board of direstowhich could discourage potential acquisitiooparsals and could delay
prevent a change of control. At our 2010 Annual ¥eg our shareholders approved a shareholder padpbat requested 1
board to take the necessary steps to declassifyopdhed and to adopt the annual election of eachcttir. While our boal
recommended declassifying the board at our 201luAhieeting, the proposal did not receive the affitive vote of at least
2/3% of the total number of outstanding shares irequto amend our certificate of incorporation irder to implement tf
declassification of the board and therefore, tlasified structure of the board remains in place;

e authorize the issuance of blank check preferreckdfwat could be issued by our board of directansng) a takeover attem,

« prohibit cumulative voting in the election of diters, which would otherwise allow holders of lelsart a majority of stock to el
some directors;

e require supemajority voting to effect amendments to certain vyismns of our fifth amended and restated certiicat
incorporation and to effect amendments to our se@enended and restated bylaws concerning the nuofilénectors;

¢ limit who may call special meeting

« prohibit stockholder action by written consent,uiigpg all actions to be taken at a meeting ofdteeckholders

« establish advance notice requirements for nomigatandidates for election to the board of directwrfor proposing matters tt
can be acted upon by stockholders at a stockhotdeeding; and

« require that vacancies on the board of direciaduding newlyereated directorships, be filled only by a majoritte of director
then in office.

In addition, Delaware law prohibits us from engagim any business combination with any “interestextkholder,” meaning generally that a
stockholder who beneficially owns more than 15%wwf common stock cannot acquire us for a peridthiefe years from the date this person
became an interested stockholder, unless varioudittans are met, such as approval of the transadty our board of directors.

Our common stock may not continue to trade on thaddaq Global Market, which could cause the pricecafr common stock to decline at
make your shares more difficult to sell.

In order for our common stock to trade on the Ngs@kbal Market, we must continue to meet therlgtandards of that market. Among
other things, those standards require that our camstock maintain a minimum closing bid price ofeatst $1.00 per share. During 2011, our
common stock traded at times at prices near $1.0@ do not continue to meet Nasdaq's applicabiémum listing standards, Nasdaq could
delist us from the Nasdaq Global Market. If our coom stock is delisted from the Nasdaq Global Manket could seek to have our common
stock listed on the Nasdag Capital Market or otesdaq markets. However, delisting of our commonksfrom the Nasdaq Global Market
could hinder your ability to sell, or obtain an arate quotation for the price of, your shares af@ammon stock. Delisting could also adver:
affect the perception among investors of Comvergkits prospects, which could lead to further dexdiin the market price of our common
stock. Delisting may also make it more difficulidagxpensive for us to raise capital. In additicgljsiing might subject us to a Securities and
Exchange Commission rule that could adversely affexability of broker-dealers to sell or make arket in our common stock, thereby
hindering your ability to sell your shares.
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Item 1B. Unresolved Staff Comment

None.

ltem 2. Properties

In Norcross, Georgia, we lease 35,600 square fesfioe space which includes our Network Operasi@enter and supports both the
Residential Business and C&l Business segment®andxecutive and administrative support function€ast Hanover, New Jersey, we le
14,250 square feet of office space for our enecignse and customer acquisition marketing functiersch primarily support our Residential
Business segment. In Kennett Square, Pennsylvaridease 19,737 square feet of office space foC&UrBusiness segment and servicing
of our Pennsylvania utility programs. In Broomfigt€olorado, we lease approximately 4,300 squareofeaffice space for software
development. We also lease properties in certéigscas program offices. The above facilities argdod condition, and we believe that our
properties will be sufficient to support our opéras for the foreseeable future. We do not own @aaperties.

Item 3. Legal Proceeding

We have provided information about certain legalcpedings in which we are involved in “Part |1 nfit® - Financial Statements and
Supplementary Data - Note 12.”

In addition to the matters disclosed in Note 12 anea party to various investigations, lawsuitsiteations, claims and other legal proceedings
that arise in the ordinary course of our businasd, based on information available to us, we ddebeve at this time that any such additic
proceedings will individually, or in the aggregat@yve a material adverse effect on our financialtfum, liquidity or results of operations. For
further information on the risks we face from exigtand future investigations, lawsuits, arbitraipclaims and other legal proceedings, please
see “Part |, Item 1A - Risk Factors” of this report

Item 4. Mine Safety Disclosure

Not applicable
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Part Il
ltem 5. Market for Registrant's Common Equity, Related Sto&holder Matters and Issuer Purchases of Equity Sedaities

Price Range of Common Stock

Our common stock has been listed on the NasdagaGMarket under the symbol “COMV” since April 120@7. Prior to that time, there was
no public market for our common stock. The follogitable sets forth the range of high and low spiees per share as reported on the Na
Global Market for each quarterly period in 2011 20d.0.

2011 2010
Comverge, Inc. First Second Third Fourth First Second Third Fourth
Price per Share Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter
High $ 787 % 50¢ % 371 $ 19 $ 1328 $ 1228 $ 10.4: $ 8.3¢
Low $ 428 % 25C % 17¢ $ 102 $ 958 % 82: $§ 5.8t $ 5.81

The closing sales price of our common stock orNagdaq Global Market was $1.42 per share on Mar@@®2. As of March 9, 2012, there
were 27,552,580 shares of our common stock outistgnerhich were held by approximately 275 holdersecord. Such number of
stockholders does not reflect the number of indigid or institutional investors holding stock immoee name through banks, brokerage firms
and others.

Dividend Policy

We have never paid any cash dividends on our constamk. For the foreseeable future, we intend taimeand reinvest any earnings in our
business, and we do not anticipate paying any diadtends. Whether or not we declare any dividenillsbe at the discretion of our board of
directors, considering then-existing conditionsgjuiding our financial condition and results of cgtérns, capital requirements, contractual
restrictions (including those under our loan agreeth business opportunities and other factorsdhaboard of directors deems relevant.

Use of Proceeds from Public Offerings

During 2007, we completed public offerings of oormomon stock on April 18, 2007 (Registration Nos3-337813 and 333-142082) and
December 12, 2007 (Registration No. 333-146837) preceeds to us from both offerings were $110iomill

Of the net proceeds received, we utilized $34 anillior our two acquisitions completed during 20870 million to repay outstanding debt o
the last four years, $18 million for non-financeapital expenditures, and $48 million to fund themgtions of our business and for general
corporate purposes.

Stock Price Performance Graph

The following graph shows the total stockholdeunetof an investment of $100 in cash on April 12072, the date we priced our stock purs

to our initial public offering, through December,2D11 , for (1) our common stock, (2) the S&P htfex, (3) the Nasdaq Composite Index,
and (4) the Nasdag Clean Edge U.S. Liquid SerigeXdnAfter April 12, 2007, measurement points aeelast trading day prior to the end of
each of our quarters. Returns are based on hiagtegsults and are not intended to suggest futerpnance. Data for the S&P 500 Index, the
Nasdaq Composite Index, and the Nasdaq Clean Edgjeliduid Series Index assume reinvestment ofléivds, if dividends were paid. V
have never paid dividends on our common stock ave ho present plans to do so.
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March 31, June 30, September 30, December 31,
2011 2011 2011 2011
$ 258¢ % 16.5C % 10.11 % 7.0C
$ 129.3: % 128.8: % 1103t % 122.6¢
$ 112,17 $ 111.8: % 97.3¢ % 105.0¢
$ 79.7: % 7228 % 4730 % 45.6¢
March 31, June 30, September 30, December 31,
2010 2010 2010 2010
$ 62.8: % 49.7¢ % 4367 $ 38.3¢
$ 114.0¢ 3 100.5: % 111.3: % 122.6¢
$ 96.6¢ % 85.0¢ % 955( % 106.9¢
$ 73.6¢ % 6287 $ 72.08 % 77.4¢
March 31, June 30, September 30, December 31,
2009 2009 2009 2009
$ 38.61 $ 67.2z2 % 67.87 % 62.44
$ 6192 % 7821 % 97.7t % 108.7¢
$ 6165 % 739t % 8557 % 91.4¢
$ 498: % 65.1¢ % 72.4¢ % 75.8i
March 31, June 30, September 30, December 31,
2008 2008 2008 2008
$ 57.3¢ % 7761 % 255¢ % 27.2:
$ 92.1¢ % 89.2C % 8117  $ 62.9¢
$ 91.8¢ % 924t % 84.3¢  $ 63.5¢
$ 107.7¢ % 116.1: % 89.21 % 52.71
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April 12, June 30, September 30, December 31,

2007 2007 2007 2007
Comverge, Inc. $ 100.0C % 172.2¢ % 182.5¢ % 174.9¢
S&P 500 $ 100.0( $ 104.3( $ 106.4( $ 102.3:
Nasdaq Composite Index $ 100.0¢ $ 104.9¢ $ 108.9: % 106.9:
Nasdaq Clean Edge U.S. Liquid Series Index $ 100.0¢ % 110.0¢ $ 117.7¢ % 144.7¢

As of March 9, 2012, the total value of an investira $100 in cash on April 12, 2007 through Ma®ct2012 would be $7.89, $133.71,
$120.48 and $50.57 for our common stock, the S&PIBAex, the Nasdaq Composite Index, and the NaStksan Edge U.S. Liquid Series
Index, respectively.

The stock price performance data included in thevalgraph and table is not intended to be indieatif/ future stock price performance.

Purchases of Equity Securities by the Issuer and fifiate Purchases

The following table discloses purchases of shaf@esiocommon stock made by us or on our behalftferperiods shown below.

Total Number of Average Price
Period Shares Purchased (1) Paid per Share
October 2011 514 $ 1.62
November 2011 8,51z $ 1.4%
December 2011 30C $ 1.2¢

(1) Represents shares surrendered by employes®ioise stock options and to satisfy tax withhraddbbligations on vested restricted
stock and stock option exercises pursuant to thedad and Restated 2006 Long-Term Incentive Plan.
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Iltem 6. Selected Financial Dat

The following tables set forth our selected histakifinancial data for the periods indicated. Thkested statement of operations data for the
years ended December 31, 2011, 2010 and 2009harsttected balance sheet data as of Decembe@Bl aAd 2010, have been derived fi
our audited financial statements and related nb&®to included elsewhere in this annual repdre 3elected statement of operations data for
the years ended December 31, 2008 and 2007, arsgleted balance sheet data as of December 33, 2008, and 2007, have been derived
from our audited financial statements and relat@sthereto not included in this annual report.

The information presented below should be readmjunction with ‘Management's Discussion and Analysis of Financtaldtion and Resul
of Operations” and the financial statements anchtites thereto included elsewhere in this annymrte

Year Ended December 31,
2011 (1) 2010 (1) 2009 (1) 2008 (1) 2007
(in thousands, except per share data)

Statement of Operations Data:

Total revenue $ 136,42( $ 11938 $ 98,84 $ 77,23t $ 55,16
Total cost of revenue 80,41t 74,53¢ 65,64¢ 43,33t 28,81¢
Gross profit 56,00¢ 44,85! 33,19¢ 33,90: 26,34«
Operating expenses

General and administrative expenses 41,00( 39,36: 37,78 34,46 22,07:
Marketing and selling expenses 20,13¢ 18,03! 17,733 15,73¢ 9,831
Research and development expenses 4,297 6,27¢ 4,87¢ 1,137 997
Amortization of intangible assets 64t 2,14¢ 2,20¢ 2,43¢ 973
Impairment charges — 9,871 — 75,43: —
Operating loss (10,079 (30,83¢) (29,409 (95,30¢) (7,529
Interest and other expense (income), net 2,68( 854 2,03¢ (299) (1,072)
Loss before income taxes (12,759 (31,690 (31,447 (95,00 (6,457
Provision (benefit) for income taxes 72 (339) 21¢ (901) 147
Net loss $ (12,82 $ (31,35) $ (31666 $ (94,100 % (6,609
Net loss per share (basic and diluted) $ (059 ¢ 12y % (149 % (445 % (0.46)

As of December 31,
2011 2010 2009 2008 2007
(in thousands)

Balance Sheet Data:
Cash and cash equivalents and marketable securite $ 23,64 $ 3559 $ 5047¢ $ 47840 $ 72,92¢

Goodwill and intangible assets 4,13¢ 4,31¢ 16,95¢ 18,43( 93,191
Total assets 105,40¢ 114,15’ 120,89° 125,15’ 203,14!
Total long-term liabilities 19,11¢ 25,48¢ 13,86 29,49¢ 30,49¢
Shareholders' equity 36,98 46,05¢ 74,044 67,66( 152,63:

(1) The results of operations for the years eridecember 31, 2011, 2010, 2009 and 2008 will natdreparable to the results of
operations for the year ended December 31, 2007adilee Enerwise and PES acquisitions completeldarsecond half of 2007. The
year ended December 31, 2007 includes results thendate of acquisitions to the end of the yeae yiémars ended December
2011, 2010, 2009 and 2008 include a full year @fraping results for the consolidated company, iiclg the acquired entities.
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ltem 7. Management's Discussion and Analysis of Financial@dition and Results of Operations

You should read the following discussion togethig the financial statements and the notes theirettuded elsewhere in this annual report.
This discussion contains forward-looking statemdimds are based on management's current expectgtestimates and projections about our
business and operations. The cautionary statemmatke in this annual report should be read as apgiyo all related forward-looking
statements wherever they appear in this annualnte@ur actual results may differ materially frommase currently anticipated and expressed
in such forward-looking statements as a result ofimber of factors, including those we discuss otk Factors” and elsewhere in this
annual report.

Overview

Comverge is a leading provider of intelligent eryemganagement, or IEM, solutions that empower iggitcommercial and industrial
customers, and residential consumers to use eneggynore effective and efficient manner. IEM sos build upon demand response,
enabling two-way communication between providerd @mnsumers, giving all customer classes the ihsigti control needed to optimize
energy usage and meet peak demand. Beyond redheirgmergy load, this new approach reduces costidautility or grid operator, integrat
other systems and allows for the informed decisi@aking that will power the smart grid.

We provide our IEM solutions through our two repbte segments: the Residential Business segmenhar@mmercial & Industrial, or C&
Business segment. The Residential Business segrasitEM solutions to utility customers for useprograms with residential and small
commercial end-use participants. These solutiodside hardware, our InteliSOURCE software andises, such as installation, participant
marketing and program management. If the utilitgtomer elects to own the IEM system, we refehéogrogram as a turnkey program. If we
provide capacity through fully-outsourced programsyhich we typically own the underlying systene vefer to the program as a Virtual
Peaking Capacity, or VPC, program. Our VPC prograne pay-for-performance in that we are only paiccapacity that we provide as
determined by a measurement and verification peoegth our customers. The C&I Business segmentiges IEM solutions to utilities and
independent system operators that are managinggmmsgor auctions for large C&l consumers. Thesetisos are delivered through the
management of C&l megawatts in open markets and ptegrams as well as through the completion of @nefficiency projects.

Liquidity

We were notified by letters dated February 24, 281@ March 8, 2012, that Grace Bay Holdings Il, L{Grace Bay”) had acquired all of the
outstanding principal amount of the notes issue@égners for Growth Ill, L.P. (“PFG") and all othgghts and obligations under our loan
agreement with PFG. Our SVB and Grace Bay loansacdrity agreements contain customary covenamsidimg covenants which require us
to meet specified financial ratios and financiakse The Grace Bay agreement sets forth quarevnue targets that if not maintained, give
Grace Bay the right to require us to make montepayments of the loan balance over the remainimg o the loan. For the fiscal quarter
ended December 31, 2011, we were not able to rheeevenue targets in the Grace Bay agreement eaxk®ay has requested that we begin
making amortization payments. If we subsequentipy with the minimum revenues target for succegdaireasurements periods, we will
prospectively cease monthly amortization of thenjgaovided however, Grace Bay may again exertisaght to require amortization under
the loan agreement if we fail to meet future minimrevenue targets. In letters dated February 272 20d March 1, 2012, Grace Bay also
alleged that we are in default under the Grace&pgement. An event of default in the Grace Bagagent triggers a cross-default in the
SVB loan and security agreement. Such events afultefhay result in the acceleration of the matusityndebtedness outstanding under these
agreements, which would require us to repay allatoutstanding. If the maturity of our indebtesihis accelerated, we may not have
sufficient funds available for repayment or we nmay have the ability to borrow or obtain sufficidahds to replace the accelerated
indebtedness on terms acceptable to us or atslbf#he date of this filing on Form X-the Company has not received notice to acceldha
debt and would contest any such acceleration.

Management continues actively exploring all sudladicing options including restructuring of its @nt credit facilities in the near term or the
possible sale of the Company. Our ability to seadwitional capital or modify our existing debtrtes to meet our projected revenue growth or
cash expenditure reductions or our ability to el Company cannot be assured. In addition, cefiteancing options may require the consent
of our current debt holders and we may not be thtdtain such consent or the terms of such comaagtbe cost-prohibitive. Thus, due to the
combination of the amount of cash flow that is etpd from operations, debt that is due in 2012, thedestrictive debt covenants with which
it may not comply, there is substantial doubt alibatCompany's ability to continue as a going caomcEhe consolidated financial statements
have been prepared assuming that we will contisuegoing concern and contemplate the realizati@ssets and the satisfaction of liabilities
in
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the normal course of business.
See Liquidity and Capital Resources herein fotferdetails.
Payments from Long-Term Contracts

Payments from long-term contracts represent oimagt of total payments that we expect to receiaeu long-term agreements with our
customers. Our assumptions are based on timingstf eceipts, which will not necessarily be eq@mato revenue recognized in each period.
The information presented below with respect tonpayts from long-term contracts includes paymeniragsions for our VPC and energy
efficiency, turnkey, open market and market operptograms. As of December 31, 2011 , we estimtitatour total payments to be received
through 2024 are approximately $539 million. THaleésbelow summarizes these expected payments fsngiterm contracts in the year in
which we anticipate receipt. For 2012, a portiothaf cash payments has already been reflected@mue for the year ended December 31,
2011.

Payments
from Long-
Term Contracts

2012 $ 147
2013 141
2014 101
Thereafter 15C
Total $ 53¢

These estimates of payments from long-term corstrae forward-looking statements based on the actual terms and conditions. In
management’s view, such information was prepared grasonable basis, reflects the best currendlijadle estimates and judgments, and, to
management’s knowledge and belief, presents tharggtons and considerations on which we base diefltkat we can receive such
payments. However, this information should notdleed upon as being necessarily indicative of ddtuare results, and readers of this filing
should not place undue reliance on this informathmy differences among these assumptions, otletof®and our actual experiences may
result in actual payments in future periods sigaifitly differing from management’s current estirsaié payments allowed under the long-term
contracts and our actual experiences may resalttimal payments collected being significantly lowemn current estimates. See "Part I, Item
1A - Risk Factors—We may not receive the payments anticipated byomgrterm contracts and recognize revenues or the gated margin:
from our backlog, and comparisons of perto-period estimates are not necessarily meaningfial may not be indicative of actual paymehts
The information in this section is designed to suarize the financial terms of our long-term contsaad is not intended to provide guidance
on our future operating results, including reveanuerofitability.

VPC and Energy Efficiency Programs

In calculating an estimated $210 million of paynsethirough 2024 from our VPC and energy efficienogtracts, we have

included expectations regarding build-out basedwrhistorical experience as well as future exgata of participant enrollment in each
contract’s service territory. We have assumeddhat our build-out phase is completed, we willrapeour VPC contracts at the capacity
achieved during build-out.

For our VPC contracts, the amount our utility caséos pay to us at the end of each contract yearvaigydue to the results of measurement
and verification tests performed each contract paaed on the electric capacity that we made @laita the utility during the contract year.
The payments from VPC contracts reflect our mogsoeable currently available estimates and judgsmegiarding the capacity that we
believe we will provide our utility customer in fue periods.

The amount of available capacity we are able teigsy and therefore the amount of payments we vecés dependent upon the number of
participants in our VPC programs. For purposesstifreating our payments under long-term contraceshave assumed the rate of replacement
of participant terminations under our VPC contragil§remain consistent with our historical average

Turnkey Programs

Our turnkey contracts as of December 31, 2011 semte$98 million in payments expected to be reckitieough the year 2014 with seven
utility customers to provide products, softwareg aervices, including program management, instahat
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and/or marketing. Payments from turnkey contraotsbased on contractual anticipated order volufoesgasted installations and other
services applied over the term of the contract.

Open Market Programs

As of December 31, 2011 , we expect to receive $tBBn in longterm payments through the year 2015 in open mamagrams in whic
we have been awarded megawatts. In estimatingptigeterm payments, we have assumed that we will resaincommercial and industr
participants that we have currently enrolled in phegrams and that we will be able to enroll addisil participants or fulfill additional capac
through incremental auctions in order to meet tlegamvatts awarded to us.

Market Operatol

As of December 31, 2011, we expect to receive $#liomin long-term payments through 2013 as weateeand cananage Africa's first op
market for demand response resources. Under tires tef agreement, we will deploy the IntelliSOURCE platform for Eskom to regist
dispatch and operate a new competitive demand mespoarket in South Africa.

Other Contracts

We expect to receive an estimated $21 million ipnpents through 2014 pursuant to currently execatedracts for our IEM solutions, the
majority of which is based on projected hardwacecs.

In addition to the foregoing assumptions, our eated payments from long-term contracts assumentbatill be able to meet, on a timely
basis, all of our obligations under these contrant$that our customers will not terminate the @ots for convenience or other reasons. Our
annual net loss in 2011, 2010 and 2009 was $12l&mj $31.4 million and $31.7 million, respectiyeWe may continue to generate annual
net losses in the future, including through thentef our long-term contracts. See “Part |, ltem-1Risk Factors—We have incurred annual
net losses since our inception, and we may contimirgcur annual net losses in the futute.

Although we currently intend to release quarteggates of future revisions that we may make toestimated payments from long-term
contracts, we do not undertake any obligation kease the results of any future revisions that \ag make to these estimated payments from
long-term contracts to reflect events or circumsgsnoccurring after the date of this filing.

Backlog

Our backlog represents our estimate of revenue dmmmitments, including purchase orders and longr-tsontracts, that we expect to
recognize over the course of the next twelve monfiee timing of payments from lortgfrm contracts and revenue recognition may variog
to period. The inaccuracy of any of our estimatas @ther factors may result in actual results bsiggificantly lower than estimated under
reported backlog. Material delays, operationalaieficies, market conditions, cancellations or pegtdefaults could materially affect our
financial condition, results of operation and cietv. Accordingly, a comparison of backlog fromripel to period is not necessarily
meaningful and may not be indicative of actual rexes. As of December 31, 2011 , we had contraba@ilog of $143 million through
December 31, 2012.

Megawatts

We evaluate the megawatts of capacity that we raakéable to the electric utility industry accordito operating segment. For VPC, energy
efficiency and turnkey contracts, we include theximaum contracted capacity at contract inception. éfen markets, we included megawatts
when we had enrolled a participant in prior periddorder to present megawatts in a more congist@amner with the VPC, energy efficiency
and turnkey programs, we have updated our dis@asuinclude the maximum megawatts that we hava be&rded for an auction period for
our capacity megawatts. For our role as a marketatpr, we have included the amount of megawaditsviie believe will be registered in the
market. The following table summarizes our megasvastof December 31, 2011 and 2010. The megawatsmied as of December 31, 2010
have been revised to be consistent with the prasentas of December 31, 2011.
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As of December 31, 2011

Residential cé&l Total
(Megawatts) Business Business Comverge
VPC and energy efficiency (1) 442 294 73€
Turnkey 692 — 692
Open market (2) — 2,63¢ 2,63¢
Market operator — 50C 50C
Total (3) 1,13¢ 3,43( 4,56¢

As of December 31, 2010

Residential C&l Total
(Megawatts) Business Business Comverge
VPC and energy efficiency 597 294 891
Turnkey 69C — 69C
Open market (2) — 2,13¢ 2,13¢
Market operator — — —
Total (3) 1,287 2,43¢ 3,72(

(1) Our VPC contract with NV Energy for 155 megawwatf contracted capacity is no longer in effectZ011.

(2) Megawatts reported for Open Markets includeaciéty which may be enrolled in the various prograpeacific to the individual RTO/ISO
market structure. Each market allows demand ressuo participate in their capacity, energy andfanillary services markets, to the extent in
which the individual resources are able to meatiregnents for fulfillment of specific market prodac For example, a resource may be
enrolled in capacity, reserve and energy programsaa different levels such that the same megaweadtincluded in each program's
participation.

(3) The megawatts presented in the tables abovetimclude 437 megawatts that we manage for affeebelieve these megawatts are more
effectively assessed by considering sites, andave hemoved these megawatts from the disclosumegbwatts.
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Results of Operations
Year Ended December 31, 2011 Compared to Year Erdecember 31, 2010
Revenut

The following table summarizes our revenue forytear ended December 31, 2011 and 2010 (dollai®insands):

Year Ended
December 31,
Percent
2011 2010 Change
Segment Revenue:
Residential Business $ 77,408 $ 67,60" 14%
C&Il Business 59,01¢ 51,78¢ 14%
Total $ 136,42( $ 119,38t 14%

Residential Busines

Our Residential Business segment had revenue of $iiflion for the year ended December 31, 2011 garad to $67.6 million for the year
ended December 31, 2010, an increase of $9.8mitlf 14% . The increase in revenue is due to @%hdllion increase from our turnkey
programs as we continued to build out these progruming the year ended December 31, 2011 . Thease in revenue from turnkey
programs was partially offset by a $0.9 million dEsse in our VPC programs. For our residential WWrigrams during the year ended
December 31, 2011, we recognized a decrease ohdiBion from our Nevada program which expired @mdary 1, 2011 and a decrease of
$2.5 million due to lower available capacity in 20dompared to 2010 for certain of our VPC programsvell as a non-recurring contractual
payment in one of our VPC programs during 2010.s€hdecreases in revenue from certain of our resad&fPC programs were partially
offset by an increase of $4.6 million from our Pgylmania VPC program, which began initial buddt in 2011. The remaining decrease of .
million is due to our other product and serviceesals one of our customers transitioned to auutikey program in mid-2010, a services
agreement expired at the end of 2010 and we dithidagubstantial residential megawatts into an aparket during 2011. These decreases in
other product and service sales were partiallyedfiy the payments received from White-Rodgerssmidsed below.

During the year ended December 31, 2011 , we €fd0PO0 digital control units and thermostats coragdo 210,000 digital control units and
thermostats during the year ended December 31, 2@ @hcrease of 47,000 units mainly due to thillut of digital control units in our
turnkey programs. For the year ended Decembe2(@®l1, our turnkey programs comprised 50% of total usitlel compared to 44% during
yearended December 31, 2010 .

In August 2010, we were notified by the suppliepaf thermostats, White-Rodgers, that White-Rodbadsfiled with the Consumer Product
Safety Commission, or CPSC, to address a prodsiee iwith the thermostats that White-Rodgers haabsiti to Comverge. Whiteedgers dic
not concede that the thermostats contained a defgased a substantial product hazard, but voliyaroposed a corrective action plan to
address thermostats in inventory and thermostataliad in the field. In January 2011, the CPS@rayed the corrective action plan. White-
Rodgers stated that it will provide compensatiandfar work in implementing the corrective actiomapland, to date, we received a non-
recurring payment during the first and third quesrtef 2011 for the majority of our field work. Aiftthe corrective action plan was approved
and any needed remediation work was completedupinwventory, we resumed installing thermostatsdrtain turnkey programs during the
first quarter of 2011. Please also see “ParemiB - Legal Proceedings” and “Part Il, Item 8ndficial Statements and Supplementary Data -
Note 1" in this report for additional information relatéd the White-Rodgers thermostats.

C&lI Business

Our C&l Business segment had revenue of $59.0anillor the year ended December 31, 2011 comparg81@ million for the year ended
December 31, 2010, an increase of $7.2 millioh4% . The increase in revenue is due to an ineret$4.2 million in VPC program revenue
as we committed and fulfilled increased megawaitagared to the prior year's control season, arease of $1.3 million in energy efficiency
program revenue due to the increase in annual patgntieat we received for maintaining the lightiqggrades originally installed as well as
increased build-out, an increase of $0.8 million in
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revenue from other energy services and an increfg®@.9 million in our open market programs. Thergase in open market revenue of $0.9
million consisted of an increase of $2.7 milliocagnized due to the results of an incremental andti the PIM open market and $4.6 million
in other open markets in which we participate, editlg the PJM capacity program, partially offsetébgecrease of $6.4 million in PIJM
capacity revenue due to a decrease of approximé@8lyin the current program auction price compaoettie prior program year.

Gross Profit and Gross Margin

The following table summarizes our gross profit gnolss margin for the year ended December 31, 26812010 (dollars in thousands):

Year Ended
December 31,
2011 2010
Gross Gross Gross Gross
Profit Margin Profit Margin
Segment Gross Profit:
Residential Business $ 33,47 43% $ 27,881 41%
C&Il Business 22,53¢ 38% 16,96« 33%
Total $ 56,00t 41% $ 44,85 38%

Residential Busines

Gross profit for our Residential Business segmeag $33.5 million for the year ended December 3112fbmpared to $27.9 million for the
yearended December 31, 2010 , an increase of $5.6milli 20%. The increase in gross profit is duentinarease of $6.2 million from our
turnkey programs and $0.8 million from our VPC pags partially offset by a decrease of $1.4 milliam our other product and service
sales. The increase in gross profit from our tagynirograms is due to the increased revenue asmtsuoed to build out these programs dul
the year ended December 31, 2011 . The increag®ds profit from our VPC programs is a resultief gross profit contributed by our new
Pennsylvania program partially offset by a decrdam®a our remaining residential VPC programs, ia #ygregate, including the NV Energy
contract expiration.

Gross margin for our Residential Business segmest48% for the year ended December 31, 2011 comhpar&l % for the year ended
December 31, 2010The increase of two percentage points is dubkedigher gross margin contributed by our turnkegmms as we focusi
on efficient build-out as well as the non-recurrpayments received from White-Rodgers during trst &nd third quarters of 2011 for a
portion of our field work to implement White-Rodgecorrective action plan.

C&l Business

Gross profit for our C&I Business segment was $2ailion for the year ended December 31, 2011 caexbso $17.0 million for the year
ended December 31, 2010, an increase of $5.6milr 33%. The increase in gross profit is duentinarease of $2.5 million from our VPC
programs, $1.7 million from our energy efficienapgrams due to the increase in annual paymentswhagceived for maintaining the lighti
upgrades originally installed as well as increasest efficiency and $1.4 million from our open metk Gross profit from our open markets
included $2.7 million of revenue recognized on abesis from the incremental auction.

Gross margin for the year ended December 31, 2@k138% compared to 33% for the year ended Dece®ih@010 . The increase of five
percentage points was mainly due to the recogndfaevenue from the incremental auction.

Operating Expenses

The following table summarizes our operating expsrfer the year ended December 31, 2011 and 2@l@r&in thousands):
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Year Ended
December 31,
Percent
2011 2010 Change
Operating Expenses:
General and administrative expenses $ 41,00¢ $ 39,36: 4%
Marketing and selling expenses 20,13¢ 18,03: 12%
Research and development expenses 4,291 6,27¢ (32)%
Amortization of intangible assets 64E 2,14¢ (70)%
Impairment charges — 9,871 *
Total $ 66,07¢ $ 75,68’ (13)%

* Not meaningful.
General and Administrative Expenses

General and administrative expenses were $41.@omiibr the year ended December 31, 2011 compar§82.4 million for the year ended
December 31, 2010, an increase of $1.6 millioA%r. The increase in general and administrative exgeissdue to an increase of $0.6 mil
in compensation and benefits, $1.5 million in pssienal and consulting fees mainly due to finanaral legal advisers to the Board of
Directors for strategic initiatives, $0.5 million fravel and entertainment, $0.8 million in depaéion expense and $0.3 million in insurance
expense partially offset by a decrease of $2.lianilin centralization costs that were recordedrdythe year ended December 31, 2010.

On July 25, 2011, we announced a cost initiativeictvis focused on streamlining and simplifying @i®ns to assist in accelerating our path
to profitability. This initiative is expected todece annual expenses by $4.1 million, which reduhea reduction in headcount during 2011
efficiencies gained from improved management ofsupply chain, warehousing and corporate procuréfoections. During the year ended
December 31, 2011, we incurred $0.8 million in spptimarily in compensation and benefits, to impdat the initiative. We do not expect
significant additional costs in 2012.

Marketing and Selling Expenses

Marketing and selling expenses were $20.1 million the year ended December 31, 2011 compared td $mBlion for the yearender
December 31, 2010, an increase of $2.1 milliof2% . The increase in marketing and selling expensesmainly due to an increase of §
million in compensation and benefits, $0.9 millisncommissions expense, $0.4 million in consulaxpense, $0.2 million in marketing ¢
advertising and $0.2 million in other expenses.

Research and Development Exper

Research and development expenses were $4.3 nidlicghe year ended December 31, 2011 comparefl.®rillion for the year ended
December 31, 2010, a decrease of $2.0 millior2é6 3The decrease in research and development sspé&ndue to our capitalizing certain
labor costs of $1.3 million related to the develemtof InteliSOURCE version 2.0 and version 3.@imly the period as well as a decrease in
expense of $0.7 million due to compensation anefisrand consulting expense. InteliSOURCE vergdhwas released in April 2011.
Intangible Asset

Amortization of intangible assets was $0.6 millfonthe year ended December 31, 2011 compared.forillion for the year ended
December 31, 2010, a decrease of $1.5 milliorDé6 7 The decrease in amortization expense is pifyrdue to the decrease in intangible

assets as a result of our impairment assessmengdhe fourth quarter of 2010.

In addition to the amortization presented in oprgaéxpenses, we also recorded $0.9 million and &0llion for the years endddecember 3:
2011 and 2010, respectively, in cost of revenue.

Impairment Charge

We entered into an amendment with a certain custooméng the fourth quarter of 2010 that decreasmdmitted capacity in the Energy
Efficiency reporting unit in the C&I Business segmeahereby reducing future cash flows. The dedintiture
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cash flows impacted the fair value of the reportimg, causing its carrying value to exceed its ¥alue, when we performed our impairment
assessment. The valuation for the goodwill wasgoeréd using a discounted cash flow income appréaehluing the business using a 13.1%
discount rate. Based on the results of the assessme recorded $7.7 million in impairment chargethe fourth quarter of 2010. We also
evaluated the Energy Efficiency reporting unitsingible assets for impairment. Based on the etialyave recorded $2.2 million in
impairment charges related to non-compete agreenagk contract acquisition intangible assets. Tierdy Efficiency reporting unit's
goodwill and intangible assets were fully impaiged! no further balance remains.

Total non-cash impairment charges for the year @iterember 31, 2010 were $9.3 million, net of tarédit. For the year ended December
31, 2010, the impairment charge, net of tax benedit share, was $0.38.

Interest Expense, N

We recorded net interest and other expense ofr#iflidn during the year ended December 31, 2011mamed to $0.9 million during the year
ended December 31, 2010, an increase of $1.8&millihe increase in net interest is primarily duéhte increased interest expense associated
with our subordinated convertible loan agreemetit @irace Bay, which was entered into with PFG orné¥aber 5, 2010 and amended
effective March 31, 2011, the interest incurre@d assult of outstanding letters of credit and tBé&$nillion charge to write off unamortized
debt issuance costs during the first quarter ofia@lated to the modification of the Grace Bay agrent.

Other Income, Net

Net other income remained consistent at $36,00@h@year ended December 31, 2011 compared to B2 190 the year ended December
2010.

Income Taxe

A provision of $0.1 million was recorded for theayeended December 31, 2011 related to taxable iadorane state. A tax benefit of $0.3
million was recorded during the year ended DecerBheP010 as a result of the impairment of ceriatiangible assets. We provided a full
valuation allowance for our deferred tax assetsibge the realization of any future tax benefitddoot be sufficiently assured as of
December 31, 2011 and 2010 .

Results of Operations
Year Ended December 31, 2010 Compared to Year Erdecember 31, 2009

Prior to December 31, 2010, we reported the restiligperations in three segments: the Utility Prdd& Services segment, the Residential
Business segment and the C&I Business segmentingtéor the year ended December 31, 2010, the dotdiility Products & Services
segment is presented as part of the ResidentiahBsssegment. The results of our Energy Efficigirograms were previously reported in the
Residential Business segment. Starting for the geded December 31, 2010, the Energy Efficiencgnamos are reported as part of the C&l
Business segment. Accordingly, the results of djmera have been reclassified for the year ende@dber 31, 2009 to conform to the
presentation for the years ended December 31, 20d2010. We believe that this reporting structnoge accurately represents the broader
customer markets that we serve: residential, anthwercial and industrial.

See “Item 8. Financial Statements and Supplemelatg, Note 15” for our presentation of result®pérations for the last three fiscal years
by reportable segment.

Revenue

The following table summarizes our revenue forytbars ended December 31, 2010 and 2009 (dolldm®irsands):
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Year Ended December 31,

Percent
2010 2009 Change
Segment Revenue:
Residential Business $ 67,608 % 60,49¢ 12%
Commercial & Industrial Business 51,78« 38,34¢ 35%
Total $ 119,38¢ $ 98,84« 21%

Residential Busines

Our Residential Business segment had revenue o6 $6iflion for the year ended December 31, 2010 garad to $60.5 million for the year
ended December 31, 2009, an increase of $7.1 mibidl2%. The increase in revenue is due to ar@se of $20.3 million in revenue from
turnkey programs as we continued to ramp existiograms, expanded one of our programs into a ngiemeand began operations for three
new programs during the year ended December 3D, 20t increase in revenue from turnkey prograns peatially offset by a decrease of
$7.0 million in revenue from our residential VP@grams and $6.2 million from our other product aedvice sales partially due to the impact
on revenue from the White-Rodgers product issugeasribed below. The decrease in residential VR@ram revenue was due to the NV
Energy VPC program, which transitioned from an aggive growth phase in 2009 to primarily mainteeasfcthe megawatts previously
deployed in 2010.

We defer revenue and direct cost under our VPCraotst until such revenue can be made fixed andrdetable through a measurement and
verification test, generally in our fourth quartkrthe fourth quarters of the years ended DecerdbeP010 and 2009, we recognized VPC
contract revenue of $19.0 million and $25.7 millioespectively.

During the year ended December 31, 2010, we sd)dR0 units of thermostats and digital control sieibmpared to 182,000 units of
thermostats and digital control units during tharyended December 31, 2009. For the year endeeniir 31, 2010, our turnkey programs
comprised 44% of total units sold compared to 8%nduthe year ended December 31, 2009.

In August 2010, we were notified by the suppliepaf thermostats, White-Rodgers, that White-Rodpadsfiled with the Consumer Product
Safety Commission, or CPSC, to address a prodsiee iwith the thermostats that White-Rodgers hagabsiti to Comverge. Whiteedgers ha
not conceded that the thermostats contain a defgmise a substantial product hazard, but has tieless voluntarily proposed a corrective
action plan to address thermostats in inventorythatmostats installed in the field. In January2ahe CPSC approved the corrective action
plan. White-Rodgers has stated that it will coxgssonable costs associated with implementingdheative action plan. This corrective
action by White-Rodgers negatively impacted revesmat operating cost in 2010.

C&l Business

Our C&l Business segment had revenue of $51.8anillor the year ended December 31, 2010 compar$8aa@ million for the year ended
December 31, 2009, an increase of $13.5 millioB586. The increase in revenue is due to an increa®&4.1 million in revenue from
increased megawatts in open market programs attresstion, primarily the PJM capacity programatidition, the C&I Business segment
had an increase of $4.1 million in revenue duatogased megawatt commitments in our C&l VPC prograompared to the prior year. The
increase in open market and C&l VPC program revemar partially offset by a decrease of $4.6 milliorthe energy efficiency programs and
a decrease of $0.1 million in other energy engingeservices. The decrease in revenue from oulggrefficiency programs is primarily due to
a decline in the number of installations we perfedncompared to the prior year. For 2011, notwithditay a decrease in the price per mege
for PIM, our largest customer in 2010, we expeat ¢inowth in our other geographical markets and@&ir VPC programs to result in
increased revenue in our C&l Business segment coedga 2010.

Gross Profit and Margin

The following table summarizes our gross profit gnolss margin for the years ended December 31, 20d@009 (dollars in thousands):
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Year Ended December 31,

2010 2009
Gross Gross Gross Gross
Profit Margin Profit Margin
Segment Gross Profit and Margin:
Residential Business $ 27,88 41% $ 22,01t 36%
Commercial & Industrial Business 16,96¢ 33% 11,18 29%
Total $ 44,85! 38% $ 33,19¢ 34%

Residential Busines

Gross profit for our Residential Business segmeag $27.9 million for the year ended December 3102fbmpared to $22.0 million for the
year ended December 31, 2009, an increase of $8i@mor 27%. The increase in gross profit is doen increase of $4.9 million from o
turnkey programs and $5.0 million from our VPC pags partially offset by a decrease of $4.0 milliam our other product and service
sales. The increase in gross profit from our tuyre@grams is due to the increased revenue duniegear ended December 31, 2010 as a
result of our operation of expanded and new progrdarhe increase in gross profit from our VPC prawgas a result of the higher gross mai
provided as we fully expensed the cost of capiggllalyed in our NV Energy VPC contract during 20080r to the onerear contract extensic
The gross profit from other product and servicesalecreased, in part, due to the decrease infsaiesertain thermostat customers as a r¢
of the White-Rodgers corrective action.

Gross margin for our Residential Business segmest4i% for the year ended December 31, 2010 coapau@6% for the year ended
December 31, 2009, an increase of five percentaggs The increase was due to the gross margitribated by the residential VPC
programs.

C&l Business

Gross profit for our C&I Business segment was $4ildon for the year ended December 31, 2010 caegbéo $11.2 million for the year
ended December 31, 2009, an increase of $5.8 mitlicc2%. The increase in gross profit is due tinarease of $6.0 million in gross profit
from increased megawatts in open markets acrossattien, primarily the PIM capacity program. Iniéidd, the C&I Business segment had
increase of $2.6 million in gross profit due tore@sed megawatts provided through our C&l VPC @ogr compared to the prior year. The
increase in open market and C&l VPC program revemar partially offset by a decrease of $2.8 milliothe energy efficiency programs. 1
decrease in gross profit from our energy efficiepoygrams is primarily due to a decline in the nemtif installations we performed compared
to the prior year.

Gross margin for the year ended December 31, 2txk@ased by four percentage points compared t@ gnasgin for the year ended Decerr
31, 2009 due to the enroliment of more profitabkgawatts in the PIJM capacity program.

Operating Expenses
The following table summarizes our operating expsiier the years ended December 31, 2010 and 2@08r§ in thousands):

Year Ended December 31,

Percent
2010 2009 Change
Operating Expenses:
General and administrative expenses $ 39,36: $ 37,78 4%
Marketing and selling expenses 18,03: 17,73% 2%
Research and development expenses 6,27¢ 4,87¢ 29%
Amortization of intangible assets 2,144 2,20¢ 3%
Impairment charges 9,871 — *
Total $ 75,687 $ 62,60t 21%

* Not meaningful.

General and Administrative Expenses

General and administrative expenses were $39.4omiibr the year ended December 31, 2010 comparg87.8 million for
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the year ended December 31, 2009, an increase ®hdillion or 4%. The increase in general and adsiiative expenses is due to an increase
of $2.8 million in compensation and benefits, $&illion in centralization costs as we transitiorgegtain functions to our Norcross, Georgia
office, $0.9 million in occupancy expense as wealdi&hed branch offices for our new turnkey progsa#iv.8 million in professional fees and
$0.7 million in other expenses. These increasgeireral and administrative expenses were partifiibet by a decrease of $5.7 million in non-
recurring charges incurred during the year endeceBwer 31, 2009. We recorded $5.7 million of chsugemprised of $4.3 million in stock
based compensation and retirement and consultipgnse related to the retirement of our former @hair, President and Chief Executive
Officer and $1.4 million in stock based compensatiglated to the acceleration of non-executivelstgations with a strike price of $14.10 or
higher.

Marketing and Selling Expens

Marketing and selling expenses were $18.0 millmntiie year ended December 31, 2010 compared t@ $ilion for the year ended
December 31, 2009, an increase of $0.3 million%r Zhe increase in marketing and selling expersdsé to an increase of $2.2 million in
compensation and benefits partially offset by aelese of $0.6 million in marketing and advertisamgl $0.3 million in other expenses. In
addition, we recorded a non-recurring charge od $dillion in stock based compensation related &abceleration of non-executive stock
options with a strike price of $14.10 or higherridg the year ended December 31, 2009.

We expense customer acquisition costs as incuviie@. customer acquisition costs were $4.3 milliod &6.3 million for the years ended
December 31, 2010 and 2009, respectively, a dexi@e®2.0 million mainly due to our NV Energy VP@gram transitioning from an
aggressive growth strategy to a maintenance phase.

Research and Development Exper

Research and development expenses are incurredrpyiim connection with the identification, teggimnd development of new products and
software, specifically the development of produotsupport utility Advanced Metering Infrastructuoe AMI. Research and development
expenses were $6.3 million for the year ended Déeerdl1, 2010 and $4.9 million for the year endedddeber 31, 2009, an increase of $1.4
million or 29%. The increase in research and dgaraknt expenses is mainly due to an increase addpl®yment in headcount and an incr
in contractors to develop new AMI-enabled hardwaaucts and our InteliSOURCE software.

Amortization of Intangible Asse

Amortization of intangible assets remained consisé $2.1 million and $2.2 million for the yearsded December 31, 2010 and 2009,
respectively.

In addition to the amortization presented in opergaéxpenses, we also recorded $0.7 million in gietion expense for the year ended
December 31, 2010 in our cost of revenue compar&.6 million for the year ended December 31, 2009

Impairment Charge

We entered into an amendment with a certain custooméng the fourth quarter of 2010 that decreasmdmitted capacity in the Energy
Efficiency reporting unit in the C&I Business segmeahereby reducing future cash flows. The dediintiture cash flows impacted the fair
value of the reporting unit, causing its carryirgdue to exceed its fair value, when we performedimpairment assessment. The valuation for
the goodwill was performed using a discounted dlmstincome approach to valuing the business uaii@.1% discount rate. Based on the
results of the assessment, we recorded $7.7 miliampairment charges in the fourth quarter of 20&/e also evaluated the Energy Efficie
reporting unit's intangible assets for impairm@&ased on the evaluation, we recorded $2.2 millioimipairment charges related to non-
compete agreements and contract acquisition intémgssets. The Energy Efficiency reporting ugitedwill and intangible assets were fully
impaired and no further balance remains.

Total non-cash impairment charges for the year @iterember 31, 2010 were $9.3 million, net of tarédit. For the year ended December
31, 2010, the impairment charge, net of tax benedit share, was $0.38.

Interest Expense, N

We recorded net interest expense of $0.9 milliaryéar ended December 31, 2010 compared to neesttexpense of $2.1 million for the yi

ended December 31, 2009, a decrease of $1.2 millioe decrease of $1.2 million in net interest egeewas mainly a result of a nogeurring

$0.8 million charge recorded to interest expenserite-off unamortized debt issuance costs rel&ealir termination of the General Electric

Capital Corporation credit agreement during the yealed December 31, 2009. The remaining decrd&d®4 million in net interest expense
was a result of less debt outstanding for the ritgjof 2010.
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Other Income, Net

Net other income remained consistent at $21,00€hfoyear ended December 31, 2010 compared tamatiocome of $76,000 for the ye
ended December 31, 2009.

Income Taxe

A tax benefit of $0.3 million was recorded durimg tyear ended December 31, 2010. As a result dfrtbairment of certain intangible assets,
the related deferred tax liability was removed froam consolidated balance sheet as of Decemb&03D, and is reflected as a tax benefit in
our consolidated statements of operations for #s gndedecember 31, 2010. A provision of $0.2 million wasorded during the year en
December 31, 2009 related to a deferred tax ligbili

We provided a full valuation allowance for our deéel tax assets because the realization of anyeftiéx benefits could not be sufficiently
assured as of December 31, 2010 and 2009.
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Liquidity and Capital Resources

Prior to our initial public offering in April 2007ye funded our operations primarily through theigsse of an aggregate of $40.9 million in
preferred stock, $4.0 million in subordinated catibée debt and borrowings under our then senianlagreement and General Electric Capital
Corporation credit facility. We used these proceedsind our operations and to invest in our VPGgoams, both in the form of capital
expenditures to build out the capacity under ou€\@®ntracts and participant acquisition expensek ag advertising and participant incentive
payments, which were expensed as incurred. In 200I7, we completed an initial public offering g880,000 shares of our common stock.
Aggregate proceeds to us from the offering were®8&gllion, after deducting underwriting discouaisd commissions and offering expenses.
In conjunction with the completion of our initialiplic offering, the holder of our then only outsiarg subordinated convertible debt conve!
$1.0 million of the principal balance into 138,1&Hares of common stock. In December 2007, we cdetpkesecond public offering of
4,000,000 shares of our common stock. Of the 400@shares, 920,000 were newly issued and the nimgashares were sold by selling
stockholders. Aggregate proceeds to us from theriaff were $24.0 million, after deducting underimgtdiscounts and commissions and
offering expenses. In conjunction with the comletof our second offering, the holder of our sulwated convertible debt converted an
additional $1.1 million of the principal balancéarl51,933 shares of common stock. In November 2@@ompleted a third public offering
of 2,760,000 shares of common stock. Aggregategads to us from the offering were $27.0 millioneafleducting underwriting discounts
and commissions and offering expenses. In Nover2@@8, we entered into a loan and security agreemigmiSilicon Valley Bank (“SVB”).
The SVB security and loan agreement was amendedbiruary 2010 to increase the revolver loan fro@Gnillion to $30.0 million for
borrowings to fund general working capital and ottwrporate purposes and issuances of letterseditcin November 2010, we entered into a
convertible loan and security agreement with Pastfar Growth I, L.P for $15.0 million to fund geral working capital and other corporate
purposes. We were notified by letters dated Felgridr 2012 and March 8, 2012, that Grace Bay Hgllih, LLC (“Grace Bay”) had acquired
all of the outstanding principal amount of the satsued by Partners for Growth I, L.P. (“PFGidavas assigned all other rights and
obligations under our loan agreement with PFG. dwvéinber 2011, the Company entered into a commak gtarchase agreement with Aspire
Capital Fund, LLC, whereby Aspire Capital has cottexi over the next two years to purchase up toGbdlion of the Company's common
stock based on prevailing market prices over aopgsreceding each sale. The Company is not reqtorsdll the entire $10.0 million of
Comverge common stock. The Company issued 144 [8#¢s of its common stock to Aspire as a commitrfesntn connection with entering
into the purchase agreement. As of December 311,204 have issued 400,000 shares, excluding thenétoment shares, to Aspire Capital for
net proceeds of $0.4 million.

The Company has incurred losses since inceptisnltneg in an accumulated deficit of $228.8 milliand stockholders' equity 887.0 million
as of December 31, 2011 . Working capital as ofebdmer 31, 2011 was $23.1 million , consisting d.87million in current assets and $49.3
million in current liabilities, including $9.2 mitin of long-term debt due within one year. Thiktong-term debt as of December 31, 2011
was $17.1 million , excluding the $9.2 million inded in current liabilities. Further, we anticipapending approximately $8.7 million on
capital expenditures during 2012.

We are required to meet certain financial coveneotgained in the SVB and Grace Bay loan and sgcagireements, specifically a minimum
tangible net worth and an adjusted quick ratio. filn@ncial covenants in both loan and security agrents are substantially similar.
Compliance with the adjusted quick ratio coven@taeasured on a monthly basis and compliancetiviminimum tangible net worth
covenants is measured on a quarterly basis. Fdothth quarter of 2011, the SVB and Grace Bay lagreements required a minimum
tangible net worth requirement of $42.0 millionrB®cember 2011, the SVB and Grace Bay loan agnesmequired a minimum ratio of
current assets to current liabilities of 1.25:1X0@& met the covenant requirements for the periatémecember 31, 2011 under both loan
agreements. However, our lenders have some disgrigtiestablishing the covenants for 2012 and vthese covenants are established,
management believes it is possible that we willmeet the covenant requirements during 2012 ifteidil capitalization of the Company is
not achieved or if SVB and Grace Bay do not agoedifferent terms for their respective loan andusigg agreements. Our failure to comply
with these covenants may result in the declaraifcan event of default under each of the SVB anac€mBay loan agreements and cause us to
be unable to borrow under such loan agreements:F&etll, Item 1A - Risk FactorsQur failure to meet the covenants and financialdes
contained in, and any event of default under, oanland security agreements could have a matedatese effect on our financial conditioh.

Our borrowing availability under the SVB loan artgrity agreement is subject to a monthly borroviiage calculation. We had aggregate
available borrowing capacity under our SVB loaneggnent of $1.9 million as of December 31, 2011; dwmw, if we do not maintain at least
$20.0 million of unrestricted cash at all timest barrowing base may be reduced. Upon a reductidghd borrowing base, the $1.9 million of
additional capacity may not be available to userEwith our anticipated revenue growth or cash edjare reductions, it is possible that the
Company's cash balance may fall below $20.0 millgmould the Company's unrestricted cash balatideciaw $20.0 million and the
Company's borrowing capacity be
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consequently reduced, any amounts the Company tmw&¢B in excess of the Company's reduced borrowagacity will become
immediately due and payable under our SVB loaneagent. A failure to pay any such excess amoundcedult in a default under the SVB
loan and security agreement and, as a result, @auwige cross-defaults in our other borrowing amargnts, such that all of our outstanding
debt could become due and payable. In additionreswiting loss in liquidity could cause potentiafaults in our borrowing arrangements,
such that all of our outstanding debt could becdoeand payable.

As noted above, we were notified by letters datelr&rary 24, 2012 and March 8, 2012 that Grace Balydtquired all rights and interests
under our loan agreement with PFG. The Grace Bay émd security agreement sets targets for ounmimi revenues. We did not achieve the
annual revenue target of $139.8 million for theryeaded December 31, 2011. Such failure gives GBagethe right, but not the obligation, to
begin requiring monthly amortization payments @& than balance over the remaining term of the GBageloan. Such amortization payments
would be front-loaded, such that 45% of the loalahee (approximately $6.8 million as of DecemberZ111) would be due over the first
twelve months after Grace Bay's election to amertiz a letter dated February 27, 2012, Grace Baycesed its right to require such
amortization payments. If the Company subsequeathyplies with succeeding measurements period<; tingpany may prospectively cease
monthly amortization of the loan; provided howev@race Bay may again exercise its amortizationt nigider the loan agreement if the
Company fails to meet future minimum revenue targés we did not meet the fiscal year 2011 reveatget, we reclassified three months of
payments, or $1.7 million, to current portion ofigpterm debt as of December 31, 2011. Based orevenue to date during the first quarter of
2012 and our projected revenue for all of 2012 det=rmined that it is probable that we will excéesl revenue target for the first quarter
($17.7 million) as well as the remainder of theryéacordingly, we believe that it is probable thfa¢ amortization right related to the failure
meet the revenue target for the year ended Dece®ih@011 will contractually cease when we file Borm 10-Q for the quarter ended March
31, 2012. Additionally, Grace Bay has alleged thatare in default under the Grace Bay agreementhaluould trigger a cross-default in the
SVB loan and security agreement. Such event ofultefeould enable SVB or Grace Bay, as applicaldedcelerate all amounts due under
their respective loan agreements and to exerciser otmedies available to them under the respelctareagreements. Further, any payment of
such immediately due and payable obligations utttefoan agreements may cause us to breach addifioancial covenants in either the
SVB or Grace Bay loan agreements. As of the datkisffiling on Form 10-K, the Company has not ireed notice to accelerate the debt and
would contest any such acceleration.

Any failure by the Company to pay any obligatiohattbecome due and payable under either the S\@awe Bay loan and security
agreement may constitute an event of default usdeln agreement. Such event of default would erf8¥® or Grace Bay, as applicable, to
accelerate all amounts due under their respeciesl and to exercise other remedies availablesto timder the respective loan agreements.
Further, any payment of such immediately due ary@lipie obligations under the SVB loan agreement aaaxse the Company to breach cer
financial covenants in either the SVB or Grace Reyn agreements. Any such breach of financial camenwould constitute an event of
default under such agreements, enabling SVB ande®ay to exercise their respective remedies utheér respective agreements, including
acceleration of all amounts due thereunder.

On November 29, 2011, we entered into the PurcAgseement with Aspire Capital, which provides thgipn the terms and subject to the
conditions and limitations set forth therein, Agp@apital is committed to purchase an aggregag ¢d $10.0 million of shares of our comn
stock over the 24-month term of the Purchase Agez¢ntnder the Purchase Agreement, we agreed tAgaiye Capital a commitment fee
equal to 2% of $10.0 million in consideration fosg\re Capital's obligation to purchase up to $1ildon of our common stock. We paid this
commitment fee by issuing to Aspire Capital 144,8R@res of our common stock valued at $1.38 peesBaring 2011, we sold 400,000
shares of our common stock to Aspire Capital airahmse price of $1.09 per share, for an aggrgmathase price of $0.4 million. Under the
terms of the agreement, we cannot sell sharespoé\€apital at a purchase price less than $1.08hmre. As of March 9, 2012, we could
offer and sell from time to time to Aspire Capitgl to an additional $5.0 million, in aggregate,dghen the offering price of our common stock
under the Purchase Agreement.

Management continues actively exploring all sudlaificing options including restructuring of its @t credit facilities in the near term or the
possible sale of the Company. Our ability to seadditional capital or modify our existing debtrtexto meet our projected revenue growth or
cash expenditure reductions or our ability to #edl Company cannot be assured. In addition, cefitsncing options may require the consent
of our current debt holders and we may not be bédbtain such consent or the terms of such comaagitbe cost-prohibitive. Thus, due to the
combination of the amount of cash flow that is extpd from operations, debt that is due in 2012,thadestrictive debt covenants with which
it may not comply, there is substantial doubt alibatCompany's ability to continue as a going camcthe consolidated financial statements
have been prepared assuming that we will contisueegoing concern and contemplate the realizafi@ssets and the satisfaction of liabilities
in the normal course of business.
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Cash Flows

The following table summarizes our cash flows f@ year ended December 31, 2011, 2010 and 2008ar&lim thousands):

Year Ended
December 31,
2011 2010 2009
Operating activities $ (3,009 % (14,369 $ 7,77¢
Investing activities 17,052 (5,08¢) (24,239
Financing activities 1,81¢ 11,18¢ 12,95
Net change in cash and cash equivalents, excluffegt of foreign exchange $ 15,86¢ $ (8,269 (3,509

Cash Flows (Used in) Provided by Operating Actasti

Cash used in operating activities was $3.0 milfimmthe year ended December 31, 2011 compared4et $iillion for the year ended
December 31, 2010a decrease in cash used of $11.4 million. Tlamgé in cash flows from operating activities inedd decrease in net Ic
of $7.2 million, after adjusting for non-cash iteinsluding depreciation, amortization, impairmentatock-based compensation. The
remaining change of $4.2 million in cash flows froperating activities is a result of the changeperating assets and liabilities, primarily in
accounts receivable and accounts payable and l@bétties.

Cash used in operating activities was $14.4 milfarthe year ended December 31, 2010 comparedsto grovided by operating activities of
$7.8 million for the year ended December 31, 2@08ecrease in cash provided of $22.2 million. Thenge in cash flows from operating
activities included an increase in net loss of $8ilfion, after adjusting for non-cash items inahugl depreciation, amortization, stock-based
compensation and impairment charges. The remastiagge of $13.5 million in cash flows from opergtactivities was a result of the change
in operating assets and liabilities, primarily aorease in accounts receivable due to increaskysiin our new turnkey programs as well as
timing of cash receipts and an increase in payabidsaccrued expenses due to the increased megawddr contract, and thus increased
participant payments, in our C&l open market progsa

Cash Flows Provided by (Used In) Investing Actgti

Cash provided by investing activities was $17.Jiamilfor the year ended December 31, 2011 comp@redsh used in investing activities of
$5.1 million during the year ended December 310204n increase in cash provided of $22.2 millidine increase was due to an increase in
the change in marketable securities of $21.9 millis we sold certain marketable securities andvatioothers to mature in order to reinvest
those funds in more liquid cash and cash equiveleWte incurred increased capital expenditure©d #illion during the year ended
December 31, 2011 as we invested in our networkadjpes and data center, capitalized certain soéwlavelopment costs, and continued to
build out our IEM networks in existing VPC programslditionally, restricted cash decreased by $0ilan during the year ended December
31, 2011 due to our issuing a letter of creditffioancial assurance in place of restricted cash.

Cash used in investing activities was $5.1 millionthe year ended December 31, 2010 compared4@ $gillion during the year ended
December 31, 2009, a decrease of $19.1 million.deweease was due to a change in marketable seswfit$12.3 million as certain securities
matured and we used the resulting cash to fundperrations. We incurred less capital expenditutesd the year ended December 31, 2010,
mainly due to the Nevada VPC program transitiorifogn aggressive growth to a maintenance phase.

Cash Flows Provided by Financing Activities

Cash flows provided by financing activities were8fnillion for the year ended December 31, 2011 garad to $11.2 million for the year
ended December 31, 2010 , a decrease of $9.4 milliee cash flows provided by financing activitteainly consisted of $1.5 million in
borrowings, net of payments, from our SVB debtlfgcand $0.4 million in proceeds, net of offeringsts, from the issuance of common stock
to Aspire Capital during the year ended DecembeRB811. The cash flows provided by financing atigg mainly consisted of $15.0 million
from our Grace Bay debt facility partially offset $3.0 million in payments, net of borrowings, afr SVB debt facility and $0.5 million of
debt issuance costs for the year ended Decemb@030,
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Cash flows provided by financing activities werdd®Lmillion during the year ended December 31, 2@iipared to $13.0 million during the
year ended December 31, 2009, a decrease of $lli@mDuring the year ended December 31, 2010raeeived $15.0 million fror
borrowings under our Grace Bay debt facility anphid $3.0 million, net, under our SVB debt faciliuring the year ended December 31,
2009, we received $10.9 million from additional fmvings under our then-outstanding General Ele@&#pital Corporation, or GECC, credit
agreement. During late 2009, we completed our thiifering of common stock and received net proced@®27.4 million and used those
proceeds to pay the remaining outstanding debt @ECC of $23.4 million.

Indebtedness
Loan and Security Agreeme

On February 5, 2010, Comverge, Inc. and each oftigly owned subsidiaries entered into a secondraiment to its existing revolving credit
and term loan facility with Silicon Valley Bank (V8"). The second amendment increased the revobaer by an additional $20.0 million
bringing the total revolver loan to $30.0 millioor foorrowings to fund general working capital arldes corporate purposes and issuances of
letters of credit. The second amendment also adttechative Energy Resources, Inc., a wholly-owsabsidiary of Comverge, Inc. as a
borrower and extended the term of the revolvelifgdiy one year to December 31, 2012. In connectidth the extension of the term of the
revolving credit facility, commitment fees of $76Mand $100,000 were paid on February 5, 2011 8h6,2espectively, and an additional
commitment fee of $75,000 is payable on FebruaB032. As amended to date, the SVB facility progide$30.0 million revolver for
borrowings to fund working capital and other coggerpurposes and a $15.0 million term loan which used to repay maturing convertible
notes. Our outstanding balance as of December@1l, &as $6.8 million. As of December 31, 2011 ;had $1.9 million of borrowing
availability under the SVB revolver loan. Howevtire term loan is no longer available for additiopatrowings. As mentioned below in
“Subordinated Convertible Loan and Security AgreetyiéGrace Bay has alleged that we are in defautten the Grace Bay loan and security
agreement. An event of default in the Grace Bagagent triggers a cross-default in the SVB loanssudirity agreement, which prevents us
from borrowing under such agreement and gives $\éBight to accelerate outstanding indebtedness.

The interest on revolving loans under the SVB facdccrues at either (a) a rate per annum equéietgreater of the Prime Rate plus the P
Rate Advance Margin, or (b) a rate per annum eguiile LIBOR Advance Rate plus the LIBOR Rate Ads@Margin, as such terms are
defined in the amended SVB facility agreement. Bgian event of default, interest on revolving lobears interest at a rate per annum eqt
the Prime Rate plus 4.00%. The second amendmensels forth certain financial ratios to be maimeai by the borrowers on a consolidated
basis. On November 23, 2010, Comverge, Inc. andhitdly-owned subsidiaries entered in a fourth admeent to its facility with SVB. The
fourth amendment modified the availability provissoand financial covenants under the agreemenalandnodified certain definitions to
reflect the subordinated convertible loan and dgcagreement with Partners for Growth Il, L.P hieh was subsequently assigned to Grace
Bay. The obligations under the SVB facility arewsed by all assets of Comverge and its other bar@ubsidiaries. The revolver terminates
and all amounts outstanding thereunder are du@ayable in full on December 31, 2012. As of Decen®ie 2011, our outstanding balance
the revolver was $4.5 million. The term loan is @lalg over 57 months beginning April 1, 2009 andurext on December 31, 2013. The fac
contains customary terms and conditions for creditities of this type, including restrictions our ability to incur additional indebtedness,
create liens, enter into transactions with affdgttransfer assets, pay dividends or make disiiteion, or repurchase, our stock, consolida
merge with other entities, or suffer a change imtic). In addition, we are required to meet cerfaiancial covenants customary in this type of
agreement, including maintaining a minimum spedit@ngible net worth and a minimum specified raficurrent assets to current liabilities,
which were defined as $42.0 million as of the efithe fourth quarter of 2011 and 1.25:1.00 as ofddeber 31, 2011, respectively. The fac
contains customary events of default, includingdayment defaults, breaches of representationaches of affirmative or negative covenants,
cross defaults to other material indebtedness, @iy and failure to discharge certain judgmelfita.default occurs and is not cured within
any applicable cure period or is not waived, odigations under the facility may be accelerated.

Subordinated Convertible Loan and Security Agregmen

On November 5, 2010, Comverge, Inc. and its whollyred subsidiaries entered into a five-year $15lom subordinated convertible loan
and security agreement with Partners For GrowttLIP., which was subsequently assigned to Grage IBgerest on the loan made under such
agreement is payable monthly and accrues at geatannum equal to the floating Prime Rate (as serch is defined in the Grace Bay loan
agreement) plus 2.50%, which sum as of Decembe2@®1, was equal to 6.50%. During an event of defentierest shall be increased by a
rate of 4.00% per annum. The Grace Bay agreememdios customary events of default, including faympent defaults, breaches of
representations, breaches of affirmative or negatovenants, cross defaults to other material iredigless, bankruptcy and failure to discharge
certain judgments. If a default occurs and is mwéed within any applicable cure period or is notwed, our obligations under the loan
agreement
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may be accelerated. The Grace Bay agreement atstosth quarterly revenue targets to be maintalmethe borrowers on a consolidated
basis. If the revenue targets are not maintai@edce Bay has the right, but not the obligatiorhegin requiring monthly amortization
payments of the loan balance over the remaining tdrthe loan. Such payments would be front-loadedh that 45% of the loan balance
(approximately $6.8 million as of December 31, 204ituld be due over the first twelve months afteacg Bay's election. If Grace Bay
exercises its right to require such amortizatiod gre Company subsequently complies with the mininnevenue target for succeeding
measurements periods, the Company may prospectiealse monthly amortization of the loan; providedéver, Grace Bay may again
exercise its right to require amortization under litean agreement if the Company fails to meet &taimimum revenue targets. Any failure by
the Company to maintain such minimum revenues dogdy itself, constitute a default or an eventlefault under the Grace Bay loan
agreement. The obligations under the loan agreearergecured by all assets of Comverge and itsdabss. At its option, Grace Bay had
ability to convert the note representing the Giaag loan into common stock at $9.41 per share poidhe effectiveness of Modification No. 1
as described below. Subject to certain condititites Grace Bay loan agreement provides Comvergahitiey to force Grace Bay to convert
note at the market price per share on the date €agawgives notice of its election to force suchvession, discounted by a certain percentage;
provided however, Comverge may not force conversifdhe note unless the then-current trading pioc€€omverge's common stock exceeds
$6.825 on or before May 5, 2012 and $7.371 thezeaifhe Grace Bay loan agreement also providesjrabption, the ability to borrow up to
an additional $5.0 million in the first 36 monthisrh the effective date of the Grace Bay loan ageggrhy issuing one or more notes to Grace
Bay, which are convertible at Grace Bay's optido tommon stock at a conversion price based upssttitk price at the time of the
additional borrowing; however, at no time may th@ant of existing unconverted borrowings exceed @2dillion. In connection with the
loan, a commitment fee of $0.3 million was paidNwvember 5, 2010. There are no additional comnitrfees.

On March 31, 2011, the Company entered into Madlian No. 1 to the subordinated convertible load security agreement with PFG, which
was subsequently assigned to Grace Bay. The matiificrevised the quarterly revenue targets faafigear 2011 and the price at which the
note may be optionally converted by Grace Bay mmtocommon stock from $9.41 to $5.46 per shareoofroon stock. As a result of the
modification, we recognized a charge of $0.5 millin interest expense to write off the debt issearmsts related to the original agreement
during the year ended December 31, 2011. Modificalo. 1 is included as Exhibit 10.1 with the Comya Quarterly Report on Form 10-Q
for the three months ended March 31, 2011 as ¥ilighal the SEC on May 5, 2011.

For the fiscal quarter ended December 31, 201lyere not able to meet the revenue target in theesgent and Grace Bay has requested that
we begin making amortization payments as providetktuthe loan and security agreement. Additionailyetters dated February 27, 2012 and
March 2, 2012, Grace Bay alleged that we are iawdefinder the Grace Bay agreement. An event afulieiih the Grace Bay agreement
triggers a cross-default in the SVB loan and ségagreement. Following such default, Grace Bay 8W8 have the right to accelerate
indebtedness outstanding under their respectivedgaeements and foreclose on the collateral segthe debt.

Letters of Credi

Our revolving facility with SVB provides for thesgance of up to $30.0 million of letters of credis. of December 31, 2011 , we had $23.5
million face value of irrevocable letters of credittstanding from the facility. Additionally, weate $4.8 million of cash restricted or on-
deposit to satisfy financial assurance requirements

Capital Spending

Our residential VPC programs require a signifiGambunt of capital spending to build out our demagponse systems. We expect to incur
approximately $6.4 million in capital expenditurpsimarily over the next three years, to continuéding out our existing VPC programs, of

which approximately $4.5 million is anticipatedite incurred through December 31, 2012. If we aceessful in being awarded additional
VPC contracts, we would incur additional amountbudd out these new VPC programs.

Additionally, we expect to incur $3.4 million in gigal spending in executing our contract with ESK@/create and covanage Africa's fir:
open market for demand response resources anarfilidh in other capital expenditures.

Non-GAAP Financial Measures
EBITDA

Earnings Before Interest, Taxes, Depreciation anb#ization, or EBITDA, is defined as net loss befoet interest expense,
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income tax expense, and depreciation and amodizaEBITDA is a non-GAAP financial measure andas a substitute for other GAAP
financial measures such as net loss, operatinglosash flows from operating activities as caltedaand presented in accordance with
accounting principles generally accepted in the. LlA6GAAP. In addition, our calculation of EBITD#@ay or may not be consistent with that
of other companies. We urge you to review the GAiBncial measures included in this filing and ocansolidated financial statements,
including the notes thereto, and the other findriofarmation contained in this filing, and to natly on any single financial measure to eval
our business.

EBITDA is a common alternative measure of perforogansed by investors, financial analysts and ra@ncies to assess operating
performance for companies in our industry. Deptémigis a necessary element of our costs and dlityalb generate revenue. We do not
believe that this expense is indicative of our aaerating performance because the depreciable divassets vary greatly depending on the
maturity terms of our VPC contracts. The clean gnsector has experienced recent trends of incdegr@avth and new company developm:
which have led to significant variations among camips with respect to capital structures and cosapital (which affect interest expense).
Management views interest expense as a by-prodlgetpital structure decisions and, therefore, itasindicative of our core operating
performance.

We define Adjusted EBITDA as EBITDA before stoblised compensation expense and impairment chilgesgement does not believe t
stock-based compensation is indicative of our operating performance because the stock-based cwenpen is fixed at the grant date, then
expensed over a period of several years afterrtng date, and generally cannot be changed oreinfed by management after the grant date.
Management believes the impairment charges retatdte Energy Efficiency reporting unit to be ndicative of our core operating
performance as these charges relate to acquisitmmgleted in prior period.

A reconciliation of net loss, the most directly quamable GAAP measure, to EBITDA and Adjusted EBITdAeach of the periods indicated
is as follows (dollars in thousands):

Year Ended
December 31,
2011 2010 2009

Net loss $ (12,825 % (31,35) $ (31,66¢)
Depreciation and amortization 7,51F 9,111 20,49¢
Interest expense, net 2,71¢€ 87t 2,11«
Provision for income taxes 72 (339 21¢
EBITDA (2,527 (21,709 (8,839
Non-cash stock compensation expense 3,31: 3,32 10,03¢
Non-cash impairment charge — 9,871 —
Adjusted EBITDA $ 791 % (8,506¢) $ 1,20¢

Commitments and Contingencies

In the ordinary conduct of our business, we argesiito various investigations, lawsuits, arbias, claims and other legal proceedings.
Although we cannot predict with certainty the ultite resolution of any investigations, lawsuitsjteations, claims and other legal proceedi
asserted against us, we do not believe that amgraly pending legal proceeding or proceedingsiictvwe are a party or of which any of our
property is subject will have a material adverdeafon our business, results of operations, dasvsfor financial condition, except as
disclosed in “Part I, Item 3 - Legal Proceedingst 4Part 11, Item 8 - Financial Statements and Sepgntary Data -Note 12” in this Annual
Report on Form 10-K.

Our policy is to assess the likelihood of any adegudgments or outcomes related to legal matisraell as ranges of probable losses. A
determination of the amount of the liability reaadr if any, for these contingencies is made aftearealysis of each known issue. A liability is
recorded and charged to operating expense wheretegentine that a loss is probable and the amounbearasonably estimated. Additionally,
we disclose contingencies for which a material issgasonably possible, but not probable. As afddeber 31, 2011, there were no material
contingencies requiring accrual or disclosure.

Contractual Obligations

Information regarding our known contractual obligas of the types described below as of Decembg@l1is set forth in the following tab
(dollars in thousands):
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Payments Due by Period

Less More

Than Than
Contractual Obligations Total 1 Year 1-3Years 3-5Years 5 Years
Bank debt obligations $ 2625( $ 9,18¢ % 3,75 $ 1331 $ =
Cash interest payments on debt 3,48¢ 1,172 1,61 70z —
Operating lease obligations 5,361 2,38: 1,87¢ 88¢ 21€
Retirement obligations 44~ 167 251 27 —
Warranty obligations 20¢ 20¢ — — —
Total $ 3575 % 13,117  $ 7481 % 14,93  $ 21€

Cash Interest Payments on Debt

As of December 31, 2011, $26.3 million of outsiagdiebt was at floating interest rates. We hawsldke interest rate as of December 31,
2011 in estimating cash interest payments on debt.

Licensing Agreemel

We are obligated to pay royalties to the licensorgfach unit of hardware sold that incorporatesrtat licensed technology under two sepe
licensing agreements. During the years ended Dege81h 2011, 2010 and 2009, the Company paid arabtenial amount in royalties for the
two licensing agreements. These payments havedetided from the table above.

Guarantees

We typically grant customers a limited warrantytthaarantees that our products will substantiadigform to current specifications for one
year related to software and hardware products fremelivery date. We also indemnify our custonfiem thirc-party claims relating to the
intended use of our products. Standard softwaem$ie agreements contain indemnification clausesuBnt to these clauses, we indemnify
agree to pay any judgment or settlement relatirey ¢taim.

We guaranteed the electrical capacity we have ctieanio deliver pursuant to certain long-term cacits. Such guarantees may be secured by
cash, letters of credit, performance bonds or thatty guarantees. Performance guarantees as ehier 31, 2011 and 2010 were $27.7
million and $19.8 million, respectively.

Off-Balance Sheet Arrangements
We have no off-balance sheet arrangements.

Critical Accounting Policies

The discussion and analysis of our financial caodiand results of operations is based upon ousal@fated financial statements, which have
been prepared in accordance with accounting pliegigenerally accepted in the United States of Acaeilhe preparation of these financial
statements requires us to make certain estimatepidgments that affect our reported assets, iteds| revenue and expenses, and our related
disclosure of contingent assets and liabilities.a@ron-going basis, we re-evaluate our estimatekjding those related to revenue recognition,
impairment of long-lived assets, and stock-basedpsmsation. We base our estimates on historicaresqce and on various assumptions that
we believe to be reasonable under the circumstaActsal results may differ from these estimatesufnmary of our critical accounting
policies is set forth below.

Revenue Recognitic- Residential Business

We sell intelligent energy management solutionedlly to utilities for use and deployment by théityt We recognize revenue for such si
when delivery has occurred or services have beetered and the following criteria have been metsygasive evidence of an arranger
exists, the price is fixed or determinable, delveas occurred and collection is probable.

We have certain contracts which are multiple eleéraemngements and provide for several deliveraiolése customer that may include
hardware, software and services, such as instailafi the hardware, marketing, program managenmahhasting. We evaluate each
deliverable to determine whether it representgarsege unit of accounting. A deliverable constisua separate unit of accounting when it has
stand-alone value and there are no customer-néggbtiefunds or return rights for the delivered edats. The separate deliverables in these
arrangements meet the separation criteria. Theamin
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consideration for these multiple element arrangésisrallocated to the units of accounting basetherrelative selling prices of all of the
deliverables in the arrangement using the hieraodhyendor Specific Objective Evidence (VSOE), Thirarty Evidence (TPE) or Estimated
Selling Price (ESP). VSOE of fair value is basadlee price charged when the element is sold segaral PE of selling price is establishec
evaluating largely interchangeable competitor potslor services in stand-alone sales to similatyated customers. ESP is established
considering multiple factors including, but not tied to list price, gross margin analysis and m#&tcosts. Allocation of the consideration is
determined at arrangement inception on the baséadf unit's relative selling price. Once an alled fair value is established for each unit of
accounting, the contract deliverables are scoptective appropriate accounting guidance for reveeaegnition.

We enter into long-term contracts with utilitiesvitnich we typically own the underlying intelligeabergy management network and provide
our customer with electric capacity during the psaison. We invoice Virtual Peaking Capacity, oCYBustomers on a monthly or quarterly
basis throughout the contract year. Contract yigaisally begin at the end of a control season égalty, at the end of a utility’s summer
cooling season that correlates to the end of titieyigt peak demand for electricity) and continue fwelve months thereafter. The VPC
contracts require us to provide electric capatitpigh demand reduction to utility customers, aglire a measurement and verification of
such capacity on an annual basis. In certain VR@raots, the results of the measurement and vatiific process are applied retrospectively to
the program year. For these contracts, we defemey and the associated cost of revenue relatbéde until such time as the annual contract
payment is fixed or determinable. Once a utilitgistomer, or program participant, enrolls in oheur VPC programs, we install hardware at
the participans location. The cost of the installation and thedhare are capitalized and depreciated as cosiveinue over the remaining te

of the contract with the utility, which is shortéian the operating life of the equipment. We aésmrd telecommunications costs related to the
network as cost of revenue. The cost of revenuvecisgnized contemporaneously with revenue.

Revenue Recognitic- C&l Business

We enter into agreements to provide demand respmrs&Ees. The demand response programs requicepusvide electric capacity through
demand reduction when the utility or independesteay operator calls a demand response event tilalgctrical usage. Demand response
revenues are earned based on our ability to deteacity. In order to provide capacity, we managertfolio of commercial and industrial
end users’ electric loads. Capacity amounts aréiaeithrough the results of an actual demand rasp@vent or a demand response test. We
recognize revenue and associated cost of revermugr idemand response services at such time agiaeity amount is fixed or determinable.

We bid into forward auctions for open market progsavith independent system operators, or ISO's.pfbgram year, which spans from J
1st to May 31st annually for our primary program thiree years from the date of the initial auctiBarticipation in the capacity progr
requires us to respond to requests from the ISQuttail energy usage during the mandatory perfooagreriod of June through Septem
which is the peak demand season. For participati@nreceive cash payments on a monthly basis imptbgram year. We may utilize 1
incremental auctions held within the thngear period prior to the commencement of the progyaar or may enter into bilateral agreem
with other market demand or sup@ide providers to fulfill a portion of the megaveatiwarded in the initial auction. For the remai
megawatts, we enroll C&I participants in order tdfifi our megawatt commitment with the 1SO. If wemain the primary obligor for t
megawatt commitment, we recognize revenue andafostvenue on a gross basis for those megawatblyatver the performance peri
once the revenue is fixed or determinable. If werateased from our obligations to fulfill thosegawatts through an incremental auction
bilateral agreement, we recognize revenue, neh@fcbst of revenue, at the time that megawattsaecepted by the ISO and the finan
assurance is released.

We enter into agreements to provide base load tedu&Energy efficiency revenues are earned basealio ability to achieve committed
capacity through base load reduction. In ordertwide this reduction, we deliver and install eneefficiency management solutions. The
load capacity contracts require us to provide glecapacity to utility customers and include a me@ament and verification of such capacity in
order to determine contract consideration. We defeenue and associated cost of revenue until tsmehas the capacity amount, and therefore
the related revenue, is fixed or determinable. Qheaeduction amount has been verified, the resésnivecognized. If the revenue is subject to
penalty, refund or an ongoing obligation, the raxeis deferred until the contingency is resolved/anwe have met our performance
obligation. Certain contracts contain multiple detiables, or elements, which require us to asshether the different elements qualify for
separate accounting. The separate deliverabléggetarrangements meet the separation criteria.

Revenue from time-andhaterials service contracts and other servicesem@gnized as services are provided. Revenue fegtaio fixed pric
contracts are recognized on a percentagenofpletion basis, which involves the use of estamatf we do not have a sufficient basi:
measure the progress towards completion, reventecignized when the project is completed or whieal ficceptance is received from
customer. We also enter into agreements to prdwdéng services that allow customers

47




Index to Form 16K

to monitor and analyze their electrical usage. Raedrom hosting contracts is recognized as thées are provided, generally on a recur
monthly basis.

Goodwill and Intangibles, net

Goodwill represents the excess of cost over threvédue of the net tangible assets and identifigdrigible assets of businesses acquired in
purchase transactions. Goodwill is not being arnedti Intangibles are recorded at their fair valugcguisition date. We amortize finite-lived
intangibles over their estimated useful lives ughngstraight-line method, which approximates ttageted utility of such assets based upon
the information available. Goodwill and other indée-lived intangible assets are tested for impa&int on at least an annual basis, on
December 31 of each year, as well as on an as-ddxedés determined by events or changes in ciramss.

Goodwill is allocated among and evaluated for impaint at the reporting unit level, which is defireexlan operating segment or one level
below an operating segment. Goodwill was testednfipairment using the two-step approach. Stepthefoodwill impairment test, used to
identify potential impairment, compares the failueaof the reporting unit with its carrying amouimgluding goodwill. If the fair value of the
reporting unit exceeds its carrying amount, gooldsfithe reporting unit is considered not impaised the second step of the impairment te
not required. If the carrying amount of a reportingt exceeds its fair value, the second step@fthodwill impairment test would be
performed to measure the amount of impairmentyt a

We performed our annual impairment test as of Déeer1, 2011 and the results of the tests perfoindidated no impairment.

We entered into an amendment with a certain custoloméng the fourth quarter of 2010 that decreasmdmitted capacity in the Energy
Efficiency reporting unit in the C&I Business segmehereby reducing future cash flows. The dediineash flows impacted the fair value of
the reporting unit, causing its carrying value xoeed its fair value, when we performed our impaintrassessment. Based on this evaluation,
we recorded impairment charges. See “Results of@dipes - Year Ended December 31, 2010 Compar&@#éw Ended December 31, 2009 -
Impairment Charges” for a complete discussion enntiethodology and assumptions applied. The resittee annual impairment test
indicated no additional impairment as of DecemtierZ2®10.

Impairment of Lon-Lived Assets

We evaluate the recoverability of long-lived asset®never events or changes in circumstances itedicat the carrying amount should be
assessed by comparing their carrying value to titkssaounted estimated future net operating castsflexpected to be derived from such
assets. If such evaluation indicates a potentiphinment, a discounted cash flow analysis is useddasure fair value in determining the
amount of these assets that should be written off.

Stock-Based Compensation

Stockbased compensation expense recognized for the gedesl December 31, 2011, 2010 and 2009 were #Bi@m$3.3 million and $10.
million, respectively, before income taxes. For edgawith service conditions and graded-vestinghertime election was made to recognize
stock-based compensation expense on a straighipdisis over the requisite service period for theeaward. For options with performance
and/or service conditions only, we utilized thed&choles option pricing model to estimate faiueaof options issued. For restricted stock
awards with service conditions, we utilized theiigic value method. For awards with market coodgi we utilized a lattice model to estim
the award fair value and the derived service peilimtermining the fair value of stock options & tirant date requires judgment including
estimates for the risk-free interest rate, volgtilannual forfeiture rate, and expected term.dtardnce-based unvested awards require
management to make assumptions regarding thehdadi of achieving company or personal performamedsg If any of these assumptions
differ significantly from actual, stock-based compation expense could be impacted. We will recagit.5 million of additional expense
related to unvested awards as of December 31, @2drla weighted average period of 1.6 years.

Recent Accounting Pronouncements

In October 2009, the Financial Accounting Stand&dard, or FASB, issued Accounting Standards Upaat&SU, No. 2009-13, “Multiple-
Deliverable Revenue Arrangements” (ASU 2009-13)UA®R09-13 changes the requirements for establist@pgrate units of accounting in a
multiple element arrangement and requires the aifloic of arrangement consideration to each delblerto be based on the relative selling
price. Concurrently with issuing ASU 2009-13, th&3B also issued ASU No. 2009-14;értain Revenue Arrangements That Include Soft
Elements” (ASU 2009-14). ASU 200834 excludes software that is contained on a taaegibdduct from the scope of software revenue guiel
if the software component and the non-software aorept function together to deliver the tangibledurcts’ essential functionality. The
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Company adopted these standards on a prospectiefbanew and materially modified arrangemenigioating after December 31,
2010 . The adoption of these amendments did nat hanaterial effect on the Company’s financialestents.

In May 2011, the FASB issued new guidance for tleasnrement and disclosure of fair value. The pgiroajective of the standard is to ens
that fair value has the same meaning under GAAP@ednational Financial Reporting Standards anestablish common fair value
measurement guidance in the two sets of stand@hdsstandard does not change the overall fair valogel in GAAP, but it amends various
fair value principles and establishes additionatitisure requirements. This new guidance is effedtr interim and annual periods beginning
after December 15, 2011, with amendments appliedparctively. Adoption is not expected to have aemiatimpact on our financial condition
or results of operations.

In June 2011, the FASB issued authoritative guidaetated to comprehensive income. The guidanog@reies the option to present other
comprehensive income in the Statement of SharetgdlEquity, but instead allows companies to elegiresent net income and other
comprehensive income in one continuous statemeate{Bent of Comprehensive Income) or in two conbeegtatements. This guidance d
not change any of the components of net incomermr@omprehensive income and earnings per shérstillibe calculated based on net
income. We adopted this guidance on January 1,.2012

In September 2011, the FASB issued new accountiidpgce which allows a company the option to mafealitative evaluation about the
likelihood of goodwill impairment. A company is ngiced to perform the two-step impairment test dhlyconcludes, based on a qualitative
assessment, the fair value of a reporting unitasentikely than not to be less than its carryinueaThe guidance is effective for annual and
interim goodwill impairment tests performed forctid years beginning after December 15, 2011, vattyeadoption permitted. Adoption is not
expected to have a material impact on our finaraadition or results of operations.

Iltem 7A.  Quantitative and Qualitative Disclosures about Marlet Risk
Foreign Exchange Risk

We faced minimal exposure to adverse movementsréigh currency exchange rates and did not ulizeforeign currency exchange
transactions to hedge our exposure in 2011. Foigency gains for the years ended December 311,210 and 2009 were immaterial. In
December 2011, we entered into a contract withwtiSafrican utility that will be transacted in SbuAfrican rand. No activity from this
contract is included in our results of operatiomsZ011. We are currently evaluating our strategsinimize foreign exchange risk related to
these operations.

Interest Rate Risk

As of December 31, 2011 , $26.3 million of outsiagdiebt was at floating interest rates. Basedustanding floating rate debt of $26.3
million as of December 31, 201 An increase of 1.0% in the prime rate would taeudn increase in our interest expense of appratély $0.:
million per year.

Market Value of Portfolio Investments

We maintain an investment portfolio of various hiogi$, types, and maturities. As of December 31,1204e had $14.3 million of investments
in money market funds recorded at fair value ontmlance sheet. While our investments are madgghiyhrated securities and in compliance
with our investment policy, these investments agosed to fluctuations in market values and coaldeha material impact on our financial
position and results of operations.
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Report of Independent Registered Public Accountindrirm
To the Board of Directors and Stockholders of Comgeelnc:

In our opinion, the consolidated financial statetadisted in the accompanying index present faifyall material respects, the financial
position of Comverge, Inc and its subsidiaries at&nber 31, 2011 and December 31, 2010, and thksre§ their operations and their cash
flows for each of the three years in the periodeehdecember 31, 2011 in conformity with accounpinigciples generally accepted in the
United States of America. In addition, in our opimj the financial statement schedule listed inastt@mpanying index presents fairly, in all
material respects, the information set forth threwehen read in conjunction with the related cortikd financial statements. Also in our
opinion, the Company maintained, in all materialpects, effective internal control over financigporting as of December 31, 2011, based on
criteria established imternal Control - Integrated Framewoigsued by the Committee of Sponsoring Organizatidrise Treadway
Commission (COSO). The Company's management ismsgge for these financial statements and findrst&ement schedule, for
maintaining effective internal control over finaalcieporting and for its assessment of the effectss of internal control over financial
reporting, included in Management's Report on h@kControl over Financial Reporting appearing uritlen 9A. Our responsibility is to
express opinions on these financial statementthefinancial statement schedule, and on the Coypanernal control over financial
reporting based on our integrated audits. We caedusur audits in accordance with the standardseoPublic Company Accounting
Oversight Board (United States). Those standamisinethat we plan and perform the audits to obta@sonable assurance about whether the
financial statements are free of material misstatgrand whether effective internal control ovegfinial reporting was maintained in all
material respects. Our audits of the financialestegnts included examining, on a test basis, eva@sapporting the amounts and disclosures in
the financial statements, assessing the accouptingiples used and significant estimates made dgagement, and evaluating the overall
financial statement presentation. Our audit ofrima&control over financial reporting included dbiag an understanding of internal control
over financial reporting, assessing the risk thaagerial weakness exists, and testing and evaty#tie design and operating effectiveness of
internal control based on the assessed risk. Qditsaalso included performing such other procedasege considered necessary in the
circumstances. We believe that our audits provideagonable basis for our opinions.

The accompanying financial statements have begraped assuming that the Company will continue gsiag concern. As discussed in No
to the financial statements, the combination ofekpgected operating performance, the amount of tastthat is expected from operations,
debt that is due in 2012, and the restrictive delenants with which the Company may not compligassubstantial doubt about the
Company's ability to continue as a going concerandyement's plans in regard to these matterssrelascribed in Note 1. The financial
statements do not include any adjustments thattmégult from the outcome of this uncertainty.

A company's internal control over financial repogtis a process designed to provide reasonablesssuregarding the reliability of financial
reporting and the preparation of financial statetméor external purposes in accordance with gelyesaktepted accounting principles. A
company's internal control over financial reportingludes those policies and procedures that (fppeto the maintenance of records that, in
reasonable detail, accurately and fairly refleettitansactions and dispositions of the assetseofdmpany; (ii) provide reasonable assurance
that transactions are recorded as necessary tatgeaparation of financial statements in accor@éawith generally accepted accounting
principles, and that receipts and expendituree®tbmpany are being made only in accordance witioaizations of management and
directors of the company; and (iii) provide readslaassurance regarding prevention or timely dieteaf unauthorized acquisition, use, or
disposition of the company's assets that could hawaterial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or detisstatements. Also, projections of any
evaluation of effectiveness to future periods agect to the risk that controls may become inadézjbecause of changes in conditions, or
the degree of compliance with the policies or pdates may deteriorate.

PricewaterhouseCoopers LLP (signed)

Atlanta, Georgia,
March 15, 2012
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Assets
Current assets
Cash and cash equivalents
Restricted cash
Marketable securities
Billed accounts receivable, net
Unbilled accounts receivable
Inventory, net
Deferred costs
Other current assets
Total current assets
Restricted cash
Property and equipment, net
Intangible assets, net
Goodwill
Other assets
Total assets
Liabilities and Shareholders' Equity
Current liabilities
Accounts payable
Accrued expenses
Deferred revenue
Current portion of long-term debt
Other current liabilities
Total current liabilities
Long-term liabilities
Deferred revenue
Long-term debt
Other liabilities
Total long-term liabilities
Commitments and contingencies (Note 12)
Shareholders' equity

COMVERGE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands, except share data)

Common stock, $0.001 par value per share, authtbdis6,000,000
shares; issued 25,968,436 and outstanding 25 ®4,36ares as of
December 31, 2011 and issued 25,355,223 and odistpd5,329,118

shares as of December 31, 2010
Additional paid-in capital

Common stock held in treasury, at cost, 54,7422#05 shares as of
December 31, 2011 and December 31, 2010, resphctive

Accumulated deficit

Accumulated other comprehensive income (loss)

Total shareholders' equity
Total liabilities and shareholders' equity

The accompanying notes are an integral part ofehasaudited condensed consolidated financial stetesn

December 31,

December 31,

2011 2010
$ 23,64 $ 7,80(
4,051 1,73¢
— 27,79:
18,48: 14,43:
12,73( 17,99:
10,37 9,181
1,80¢ 1,71¢
1,31¢ 2,05¢
72,39; 82,70:
33z 3,73¢
26,86¢ 22,48
3,63¢ 3,81¢
49¢ 49¢
1,681 927
$ 105,40¢ $ 114,15°
$ 512 $ 8,45¢
20,34’ 17,37
7,09¢ 5,821
9,18¢ 3,00(
7,561 7,96:
49,31 42,61
49¢ 1,66-
17,06 21,75(
1,56% 2,07¢
19,11 25,48¢
26 25
266,09( 262,22
(33¢) (257)
(228,77) (215,94)
(25) 11
36,98 46,05¢
$ 105,40¢ $ 114,15
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COMVERGE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except share and per share data)

Revenue
Product
Service
Total revenue
Cost of revenue
Product
Service
Total cost of revenue
Gross profit
Operating expenses
General and administrative expenses
Marketing and selling expenses
Research and development expenses
Amortization of intangible assets
Impairment charges
Operating loss
Interest expense, net
Other income, net
Loss before income taxes
Provision (benefit) for income taxes
Net loss

Net loss per share (basic and diluted)

Weighted average shares used in computation

Year Ended
December 31,
2011 2010 2009

$ 22,64 % 23,15 % 20,73:
113,77! 96,231 78,11:
136,42( 119,38t 98,84
17,61 17,66: 12,91
62,80 56,87¢ 52,73¢
80,41¢ 74,53¢ 65,64¢
56,00¢ 44,85 33,19¢
41,00( 39,36: 37,78
20,13¢ 18,03: 17,733
4,29 6,27¢ 4,87¢
64t 2,14¢ 2,20¢
— 9,871 —
(20,079 (30,83¢) (29,409
2,71¢ 87t 2,11¢
(36) (21) (76)
(12,757 (31,69() (31,44Y)
72 (339 21¢
$ (12,825 $ (31,35) $ (31,66¢)
$ (0.52) $ a.27) $ (1.45)
24,901,20 24,667,48 21,786,97.

The accompanying notes are an integral part ofehasaudited condensed consolidated financial stetesn
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Common Stock

COMVERGE, INC. AND SUBSIDIARIES
CONDENSED STATEMENT OF CHANGES IN SHAREHOLDERS' EQU ITY AND COMPREHENSIVE LOSS

(In thousands, except share data)

Treasury Shares

Accumulated

Additional Number Other Total
Number
of Paid-in of Accumulated Comprehensive Shareholders'
Shares Amount Capital Shares Amount Deficit Income Equity

Balance at December 31, 2008 21,926,660 $ 22 $ 220,63t (18,539 $ (119 $ (152,93) $ 49 $ 67,66(
Common stock issued in public offerings,
net of offering costs 2,760,001 3 27,03 — — — — 27,03¢
Issuance of common stock upon exerci
of stock options 310,44 — 1,12¢ — — — — 1,12¢
Stock-based compensation — — 10,03¢ — — — — 10,03¢
Issuance of restricted stock, net of
forfeitures 94,27¢ — — — — — — —
Common stock held in treasury — — — (17,690 (15¢%) — — (155)
Retirement of shares from treasury (30,56 — (211) 30,56 211 — — —
Issuance of shares related to prior year
acquisition 11,94t — 36 — — — — 36
Components of comprehensive loss:

Net loss — — — — — (31,66€) — (31,66€)

Changes in unrealized gain on

marketable securities — — — — — — (31 (32)

Total comprehensive loss — — — — — — — (31,697
Balance at December 31, 2009 25,072,76. 25 258,66( (5,66%) (63) (184,599 18 74,04¢
Issuance of common stock upon exercises
of stock options 137,75t — 23¢ — — — — 23¢
Stock-based compensation — — 3,321 — — — — 3,321
Issuance of restricted stock, net of
forfeitures 144,70: — — — — — — —
Common stock held in treasury — — — (20,447 (194) — — (199
Components of comprehensive loss:

Net loss — — — — — (31,35) — (31,35)

Changes in unrealized gain on

marketable securities — — — — — — ) @

Total comprehensive loss = = = = = = = (31,35
Balance at December 31, 2010 25,355,22 25 262,22t (26,104 (257) (215,94) 11 46,05¢
Common stock issued to Aspire Capita
net of offering costs 544,92 1 434 — — — — 43E
Issuance of common stock upon exercises
of stock options 90,17¢ — 117 — — — — 117
Stock-based compensation — — &3hlE — — — — 3,31:
Issuance of restricted stock, net of
forfeitures (21,897 — — — — — — —
Common stock held in treasury — — — (28,63)) (81) — — (81)
Components of comprehensive loss:

Net loss — — — — — (12,82%) — (12,829

Changes in unrealized gain on

marketable securities — — — — — — (11) (11)

Changes in unrealized loss on foreigi

exchange — — — — — — (25) (25)

Total comprehensive loss — — — — — — — (12,86
Balance at December 31, 2011 25,968,43 $ 26 $ 266,09( 54,749 $ (339 $ (228,77) % 25 $ 36,98

The accompanying notes are an integral part oféhmmsolidated financial statements.
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COMVERGE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

(Unaudited)
Year Ended
December 31,
2011 2010 2009
Cash flows from operating activities
Net loss $ (12,829 $ (31,35) $ (31,666
Adjustments to reconcile net loss to net cash fopmrating activities:
Depreciation 5,99: 6,27¢ 17,68¢
Amortization of intangible assets and capitalizefivgare 1,52z 2,83t 2,81(
Stock-based compensation 3,31: 3,327 10,03¢
Impairment charges — 9,871 —
Write-off of debt issuance costs 528 — 754
Amortization of debt issuance costs 127 111 25¢
Amortization of marketable securities 85 73¢ 252
Gain on sale of marketable securities (28) — —
Loss on disposal of property and equipment 28C 41F 67C
Allowance for inventory obsolescence 652 31€ (10)
Allowance for doubtful accounts (11%) 21C 66
Deferred income taxes 10 (387) 22C
Changes in operating assets and liabilities:
Billed and unbilled accounts receivable, net 1,32¢ (12,649 4,721
Inventory, net (2,267) (3,065) (2,059
Deferred costs and other assets (655) (1,236 80¢€
Accounts payable (3,339 1,91¢ (95¢)
Accrued expenses and other liabilities 2,28: 7,907 6,00:
Deferred revenue 101 39C (1,827
Net cash (used in) provided by operating activities (3,004 (14,369 7,77¢
Cash flows from investing activities
Changes in restricted cash 1,08¢ 167 (1,579
Purchases of marketable securities — (26,049 (39,16¢)
Maturities/sales of marketable securities 27,72¢ 31,92( 32,75(
Purchases of property and equipment (10,409 (11,040 (14,90))
Capitalized software costs (2,329 — —
Purchases of technology licenses (33 (83) (1,339
Net cash provided by (used in) investing activities 17,05: (5,085 (24,239
Cash flows from financing activities
Proceeds from exercise of stock options 117 23¢ 1,067
Payment of employee taxes due to net settlemeck siation exercises (81) (194) (96)
Borrowings under SVB loan facility 12,50( 18,00( —
Repayment of SVB loan facility (11,000 (21,000 (2,250
Borrowings under PFG loan facility — 15,00( —
Borrowings under GECC credit agreement — — 10,90(
Repayment of GECC credit agreement — — (23,42
Repayment of subordinated convertible promissotgsio — — (590)
Net proceeds (payments) from issuance of commarksto 43t (33%) 27,37
Payment of debt issuance costs (153 (525) (25)
Net cash provided by financing activities 1,81¢ 11,18¢ 12,95:
Effect of exchange rate changes on cash and casbadents (25) — —
Net change in cash and cash equivalents 15,84: (8,269 (3,50%)

~ach and rach anivialante at haninnina Af ne 7 Qnr 1R NAC 10 R7°



Cash and cash equivalents at end of period $ 23,64 % 7,80 $ 16,06¢
Cash paid for interest $ 1,99t % 95z % 1,62¢
Supplemental disclosure of noncash investing andnfancing activities

Recording of asset retirement obligation $ (233 % (239 % 39¢
Common stock issued in consideration in businegsiaitions $ — 8 — 8 36

The accompanying notes are an integral part oféhasaudited condensed consolidated financial staitgsn
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COMVERGE, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(in thousands, except share and per share data)

1. Description of Business, Basis of Presentation, uidity and Substantial Doubt about Ability to Comtile as Going Concer!

Description of Busines

Comverge, Inc., a Delaware corporation, and itsiglidries (collectively, the “Company”), providdétligent energy management solutions
that enable energy providers and consumers to qgtitheir power usage and meet peak demand. Thep&uy delivers its intelligent energy
management solutions through a portfolio of hareéywaoftware and services. The Company has twatipgrsegments: the Residential
Business segment and the Commercial & IndustriaG&l, Business segment. In December 2011, the Gmyppegan international operatio
however, the Company had minimal transactions itil2€he effect of which were immaterial to the fiogal statements and were limited to the
re-measurement of cash.

Basis of Presentatio

The consolidated financial statements of the Comjraciude the accounts of its subsidiaries. Thesotidated financial statements have been
prepared in conformity with accounting principlengrally accepted in the United States of Ameifite consolidated financial statements
presented reflect entries necessary for the fasgmtation of the Consolidated Statements of Opesafor the years ended December 31, 2
2010 and 2009, Consolidated Balance Sheets asaafileer 31, 2011 and 2010 and Consolidated Statsroé@ash Flows for the years en
December 31, 2011, 2010 and 2009. All entries redufior the fair presentation of the financial staénts are of a normal recurring nature.
Intercompany transactions and balances are eligdngbon consolidation.

Liquidity and Substantial Doubt about Ability to @mue as Going Concel

The Company has incurred losses since inceptisaltieg in an accumulated deficit of $228,772 atutisholders' equity of $36,981 as of
December 31, 2011 . Working capital as of DecerBfie2011 was $23,084 , consisting of $72,397 imerurassets and $49,313 in current
liabilities, including $9,188 of long-term debt dwéthin one year. The total long-term debt a®etember 31, 2011 was $17,062 , excluding
the $9,188 included in current liabilities. Furthitre Company anticipates spending approximately(dEBon capital expenditures during 2012.

The Company is required to meet certain finana&kenants contained in the Silicon Valley Bank, ¥BSand Grace Bay loan and security
agreements, specifically a minimum tangible nettivand an adjusted quick ratio. The financial cawgs in both loan and security agreem
are substantially similar. Compliance with the atia quick ratio covenant is measured on a moiddys and compliance with the tangible
worth covenant is measured on a quarterly basisthéoquarter ended December 31, 2011, the SVBzaade Bay loan and security
agreements required a minimum tangible net worth4@,000. For December 2011, the SVB and Gracedayand security agreements
required a minimum ratio of current assets to curliabilities of 1.25:1.00. The Company met theeficial covenant requirements for the
period ended December 31, 2011. However, the Coyfgplanders have some discretion in establishivgants for 2012 and when these
covenants are established, management believepatsible that the Company will not meet the camenequirements during 2012 if
additional capitalization of the Company is notiagkd or if SVB and Grace Bay do not agree to diffie terms for their respective loan and
security agreements. The Company's failure to cpmjth these covenants may result in the declamatican event of default under each of
SVB and Grace Bay loan agreements and cause @suoable to borrow under such loan agreementsN8&e10 for further discussion.

The Company had aggregate available borrowing dgpaader its SVB loan agreement of $1,929 as afddeber 31, 2011; however, if the
Company does not maintain at least $20,000 of tnctsd cash at all times, the Company's borroviiage may be reduced. Upon a reduction
in the borrowing base, the $1,929 of additionalacdy may not be available to the Company. Eveh w8 anticipated revenue growth or cash
expenditure reductions, it is possible that the Gany's cash balance may fall below $20,000. ShilndldCompany's unrestricted cash balance
fall below $20,000 and the Company's borrowing cédpde consequently reduced, any amounts the Coynpaes to SVB in excess of the
Company's reduced borrowing capacity will becommédiately due and payable under its SVB loan ageaém failure to pay any such
excess amount could result in a default under ¥Hg IBan agreement and, as a result, could causs-atefaults in the Company's other
borrowing arrangements, such that all of its ouiditag debt could become due and payable. In addiginy resulting loss in liquidity could
cause potential defaults in the Company's borrowimgngements, such that all of its outstanding debld become due and payable. The
Grace Bay loan and security agreement sets tdigetise Company's minimum revenues.
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The Company did not achieve certain year-to-datermee growth targets, which were $139,838 in regdouthe year ended December 31,
2011. During the first quarter of 2012, Grace Bagreised its Amortization Right (as defined in than agreement) as the Company did not
meet its revenue target for the fourth quarter@ff12 If the Company subsequently complies with eading measurements periods (quarterly),
the Company may prospectively cease monthly anatitiz of the loan, provided, however, Grace Bay 1aggin exercise its Amortization
Right under the loan agreement if the Company failmeet future minimum revenue targets. Basedsorevenue to date during the first
quarter of 2012 and its projected revenue for@aliG12, the Company has determined that it is dslebthat it will exceed the revenue target
the first quarter ($17,697) as well as the remaind¢he year. Accordingly, the Company believest ihis probable that the Amortization Ri
triggered and elected by Grace Bay related todheré to meet the revenue target for the year @mkrember 31, 2011will contractually ce
when the Company files its Form 10-Q for the quasteded March 31, 2012. Thus, the Company hasaeddq$1,688 or 3 months of
accelerated amortization) as a current liabilitpfBecember 31, 2011. Additionally, Grace Bay akeged that we are in default under the
Grace Bay agreement which would trigger a crosatdein the SVB loan and security agreement. Swemmeof default would enable SVB or
Grace Bay, as applicable, to accelerate all amalirgsunder their respective loan agreements aageixise other remedies available to them
under the respective loan agreements. Furtherpayment of such immediately due and payable olitigatunder the loan agreements may
cause us to breach additional financial covenanésther the SVB or Grace Bay loan agreements.

Any failure by the Company to pay any obligationattbecome due and payable under either the S\@awe Bay loan and security
agreement may constitute an event of default usden agreement. Such event of default would erf2¥ or Grace Bay, as applicable, to
accelerate all amounts due under their respeciesl and to exercise other remedies availablesto timder the respective loan agreements.
Further, any payment of such immediately due ary@lipie obligations under the SVB loan agreement aaaxse the Company to breach cer
financial covenants in either the SVB or Grace Reyn agreements. Any such breach of financial camenwould constitute an event of
default under such agreements, enabling SVB ande@®ay to exercise their respective remedies utheér respective agreements, including
acceleration of all amounts due thereunder. Asefdate of this filing on Form 10-K, the Company hat received notice to accelerate the
debt and would contest any such acceleration.

On November 29, 2011, the Company entered int&tlrehase Agreement with Aspire Capital, which pdesithat, upon the terms and suk

to the conditions and limitations set forth thereispire Capital is committed to purchase an agapegf up to $10,000 of shares of its comi
stock over the 24-month term of the Purchase Agezenunder the Purchase Agreement, the Compangadogpay Aspire Capital a
commitment fee equal to 2% of $10,000 in considendr Aspire Capital's obligation to purchaseta$10,000 of our common stock. The
Company paid this commitment fee by issuing to Asflapital 144,927 shares of our common stock dehté1.38 per share. During 2011,
the Company sold 400,000 shares of its common stoAlspire Capital at a purchase price of $1.09gbare, for an aggregate purchase price
of $435. Under the terms of the agreement, the @Goypannot sell shares to Aspire Capital at a @selprice less than $1.00 per share. As of
March 9, 2012, the Company could offer and selinftame to time to Aspire Capital up to an additio®s,013, in aggregate, based on the
offering price of its common stock under the PusehAgreement.

Management continues actively exploring all sudlaificing options including restructuring of its @t credit facilities in the near term or the
possible sale of the Company. The Company's abdigecure additional capital or modify its exigtihebt terms to meet its projected revenue
growth or cash expenditure reductions or its ghititsell the Company cannot be assured. In addigertain financing options may require the
consent of our current debt holders and we mayeatble to obtain such consent or the terms of sankent may be cost-prohibitive. Due to
the circumstances described above including thea®d operating performance, the amount of cashtfiat is expected from operations, d
that is due in 2012, and the restrictive debt camehwith which the Company may not comply, thersubstantial doubt about the Company's
ability to continue as a going concern. The cowusdéd financial statements have been prepared aggtimat the Company will continue as a
going concern and contemplate the realization sétgsand the satisfaction of liabilities in themal course of business.

2. Significant Accounting Policies and Recent éaunting Pronouncements

Use of Estimates in Preparation of Financial Stateis

The preparation of financial statements in conftymiith accounting principles generally acceptethia United States of America requires
management to make estimates and assumptiondfibettthe reported amounts of assets and liakslidied the disclosure of contingent assets
and liabilities as of the date of the financiatstaents, and the reported amounts of revenue greheg during the reporting periods.
Significant estimates include management's estimfgdeovisions required for non-collectible accairgceivable, obsolete or slow-moving
inventory, and potential product warranty liabilgg well as management's estimates related touewecognition using the percentage-of-
completion method. Actual results could differ
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from those estimates.

Cash and Cash Equivalents and Restricted Cash

The Company considers all highly liquid investmenith an original maturity of three months or lésde cash equivalents. Cash and cash
equivalents consist of cash and demand depoditariks and short-term investments.

The Company maintains cash balances to securerfigrmance or to fund possible damages as thetrafsaih event of default related to cen
service contracts. These amounts have been cabaii restricted cash on the balance sheet anthasified as current or noncurrent based on
the underlying restriction.

Allowance for Doubtful Accoun

The Company reviews the outstanding accounts rablvmonthly, as well as the bad debt watés experienced in the past, and establishe
allowance for doubtful accounts. Account balarexescharged off against the allowance when the @omdetermines it is probable the
receivable will not be recovered. As of DecemberZil1 and 2010, there were $92 and $1,721, rasphgctidentified as doubtful of
collection. The decrease in the allowance for dimlilaccounts was due to the collection of an outditag receivable from one customer during
the year ended December 31, 2011.

Inventory, ne

Inventories are stated at the lower of cost or miafkiventory cost is determined on the basis etHje identification based on acquisition cost
and due provision is made to reduce all slow-movatisolete, or unusable inventories to their edtohaseful or scrap values. As of
December 31, 2011 and 2010, there were provisiofi8%sil and $466, respectively, for finished goadeentory identified as slow-moving,
obsolete or unusable.

Property and Equipment, n

Property and equipment are stated at cost lessradated depreciation. Depreciation is calculatédgithe straight-line method over the
estimated useful lives of the depreciable assethd case of installed assets that are part giterm contracts, the assets are depreciated ovel
the shorter of the useful life or the term of tloatract. Leasehold improvements are depreciatedtbeeshorter of the lease term or useful life.
Improvements are capitalized while repairs and eagnce are expensed as incurred. Gains or losakézed on the disposal or retirement of
property and equipment are recognized in the catedeld statement of operations.

The Company recognizes the fair value of liab#itier asset retirement obligations in the periodifrich they are incurred if a reasonable
estimate of fair value can be made. The Residetialness segment installs hardware at residericesdert utility customers. At the reques
the homeowner, the Company is obligated to remioigehtardware. Any associated asset retirement eostsapitalized as part of the carrying
amount of the long-lived asset and recognized psed@tion expense over the asset's life. The Cagip&stimate is based on the historical
data for the ratio of cumulative assets removeatiéccumulative number of assets installed. Accalgirin the years ended December 31,
2011, 2010 and 2009, the Company recognized &t setgement obligation liability and an assodibtdange in the cost of long-lived assets
of $233, $239 and $399, respectively.

Goodwill and Intangibles, net

Goodwill represents the excess of cost over thevédue of the net tangible assets and identifigdrigible assets of businesses acquired in
purchase transactions. Goodwill is not being amedti Intangibles are recorded at their fair valugcguisition date. The Company amortizes
finite-lived intangibles over their estimated udéiftes, ranging from three to twenty years, usihg straight-line method, which approximates
the projected utility of such assets based upoinfleemation available. Goodwill and other indefetlived intangible assets are tested for
impairment on at least an annual basis, on DeceBb®of each year, as well as on an as-needed basismie¢el by events or changes in
circumstances.

Goodwill is allocated among and evaluated for impant at the reporting unit level, which is defirexlan operating segment or one level
below an operating segment. Goodwill was testednfipairment using the two-step approach. Stepthefjoodwill impairment test, used to
identify potential impairment, compares the faitueaof the reporting unit with its carrying amouinizluding goodwill. If the fair value of the
reporting unit exceeds its carrying amount, gooldefithe reporting unit is considered not impaieed! the second step of the impairment te
not required. If the carrying amount of a reportingt exceeds its fair value, the second step efjtodwill impairment test would be
performed to measure the amount of impairmentyf a
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The Company performed its annual impairment tesif &ecember 31, 2011 and the results of the fEstermed indicated no impairment.

The Company entered into an amendment with a cectestomer during the fourth quarter of 2010 thetrdased committed capacity in the
Energy Efficiency reporting unit in the C&I Busirsesegment, thereby reducing future cash flows.dgodine in cash flows impacted the fair
value of the reporting unit, causing its carryiradue to exceed its fair value, when the Companjopmed its impairment assessment. Base
this evaluation, the Company recorded impairmeat@és. See note 7 for a complete discussion om#teodology and assumptions applied.
The results of the annual impairment test indicate@dditional impairment as of December 31, 2010.

Impairment of Lon-Lived Assets

The Company evaluates the recoverability of longdiassets whenever events or changes in circucestamdicate that the carrying amount
should be assessed by comparing their carryingevalthe undiscounted estimated future net operatish flows expected to be derived from
such assets. If such evaluation indicates a pafeéntpairment, a discounted cash flow analysisseduto measure fair value in determining the
amount of these assets that should be writterNaffsuch event or change in circumstance existed Becember 31, 2011 that would indicate
that carrying amount should be assessed.

Debt Issuance Cos

Debt issuance costs are amortized over the tettimeatorresponding debt instrument using the sttdigh method, which approximates the
effective interest method. Amortization of debuigsce costs was $127, $111 and $258 for the yadesiedDecember 31, 2012010 and 200
respectively. The write-off of $523 of certain d&dstuance costs was recorded in conjunction witlmmdification of the PFG debt agreement.
See Note 10 for more details. Debt issuance costheluded in Other current assets and Other sisset consisted of the following as of
December 31, 2011 and 2010.

December 31, December 31,

2011 2010
Debt issuance costs at beginning of year $ 64¢ $ 234
Addition of debt issuance costs 15z 52t
Write-off of debt issuance costs (523) —
Amortization of debt issuance costs (127 (111)
Debt issuance costs at end of year $ 151 § 64¢

Warranty Provision

The Company generally warrants its products agairgain manufacturing and other defects. Thesdymtovarranties are provided for spec
periods of time and/or usage of the product depgndn the nature of the product, the geographiation of its sale and other factors. The
warranty provision included in Other current lidtigls is set forth below.

December 31, December 31,

2011 2010
Warranty provision at beginning of year $ 62C $ 82
Accruals for warranties issued during the year 46 1,09:
Warranty settlements during the year (457) (55%)
Warranty provision at the end of year $ 20§ 62C

Fair Value of Financial Instrumen

The Company uses financial instruments in the nbomarse of business, including cash and cash atgrits, investment securities, accounts
receivable, accounts payable, accrued expensesiedmabligations. The carrying values of accouetgivable, accounts payable, and accrued
expenses approximated their respective fair vatiesach balance sheet date due to the short-tetaritpaf these assets and liabilities.

Concentration of Credit Risk

The Company derives a significant portion of itgereue from products and services that it supptiedéctricity providers such as utilities and
independent system operators. Changes in econamditons and unforeseen events could occur angceedonsumers' use of electricity. The
Company's business success depends in part @tat®nships with a limited number of large custosn®uring the year ended December 31,
2011, the Company had two customers which accodote2l% and
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16% of the Company's revenue. The total accountivable from these customers were $14,767 andl@4r8spectively, as of December 31,
2011. During the year ended December 31, 2010Cdmpany had two customers which accounted for 288:12% of the Company's
revenue. The total accounts receivable from thastomers were $14,200 and $3,864, respectivelyf Becember 31, 2010. During the year
ended December 31, 2009, the Company had two cessorhich accounted for 20% and 12% of the Companyal revenue.

No other customer accounted for more than 10%eftbmpany's total revenue in 2011, 2010 and 2

The Company is subject to concentrations of cnésltfrom its cash and cash equivalents, stenti investments and accounts receivable
Company limits its exposure to credit risk ass@datvith cash and cash equivalents and steont- investments by placing its cash and
equivalents and short-term investments with mudtgidmestic financial institutions and adheringn® €Company's investment policy.

Revenue Recognitic- Residential Business

The Company sells intelligent energy managemenitisols directly to utilities for use and deployméntthe utility. The Company recogni:
revenue for such sales when delivery has occunregrvices have been rendered and the followirtgr@ihave been met: persuasive evid
of an arrangement exists, the price is fixed oeneinable, delivery has occurred and collectioprabable.

The Company has certain contracts which are malgfgment arrangements and provide for severalatables to the customer that may
include hardware, software and services, suchstaliation of the hardware, marketing, program nganaent and hosting. The Company
evaluates each deliverable to determine whethiepiesents a separate unit of accounting. A elelble constitutes a separate unit of
accounting when it has stand-alone value and #hrer@o customer-negotiated refunds or return rifgintthe delivered elements. The separate
deliverables in these arrangements meet the s@paaiteria. The contract consideration for thesdtiple element arrangements is allocated
to the units of accounting based on the relatilingeprices of all of the deliverables in the arggment using the hierarchy of Vendor Specific
Objective Evidence (VSOE), Third Party Evidence E)yBr Estimated Selling Price (ESP). VSOE of failue is based on the price charged
when the element is sold separately. TPE of gpfiice is established by evaluating largely irharggeable competitor products or services in
stand-alone sales to similarly situated custonte®$? is established considering multiple factortuigiag, but not limited to list price, gross
margin analysis and internal costs. Allocationhaf consideration is determined at arrangemenptiaeon the basis of each unit’s relative
selling price. Once an allocated fair value ibkshed for each unit of accounting, the contdmtiverables are scoped into the appropriate
accounting guidance for revenue recognition.

The Company enters into long-term contracts witlities in which the Company typically owns the @mlying intelligent energy management
network and provides its customer with electricazafy during the peak season. The Company invof@gsal Peaking Capacity, or VPC,
customers on a monthly or quarterly basis througttwicontract year. Contract years typically begithe end of a control season (generally,
at the end of a utility’s summer cooling season tloarelates to the end of the utility’s peak dethéor electricity) and continue for twelve
months thereafter. The VPC contracts require thagamy to provide electric capacity through demattliction to utility customers, and
require a measurement and verification of sucha@gpan an annual basis. In certain VPC contrabis results of the measurement and
verification process are applied retrospectivelyhprogram year. For these contracts, the Comgefers revenue and the associated cost of
revenue related to these until such time as thaamontract payment is fixed or determinable. c®a utility’s customer, or program
participant, enrolls in one of the Company’s VPGgrams, the Company installs hardware at the fygatit’'s location. The cost of the
installation and the hardware are capitalized apteciated as cost of revenue over the remaining & the contract with the utility, which is
shorter than the operating life of the equipmértie Company also records telecommunications cekited to the network as cost of
revenue. The cost of revenue is recognized coraeanpously with revenue.

The current deferred revenue and deferred cosiveinue as of December 31, 2011 and December 3Q,&281provided below:
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December 31, December 31,
2011 2010
Deferred revenue:
VPC contract related $ 1,622 % 2,50z
Other 5,47( 3,31¢
Current deferred revenue $ 7,092 % 5,821
Deferred cost of revenue:
VPC contract related $ 1,047 $ 1,041
Other 757 671
Current deferred cost of revenue $ 1,80¢ $ 1,712

Revenue Recognitic Commercial & Industrial Business

The Company enters into agreements to provide démesponse services. The demand response progeguiser the Company to provi
electric capacity through demand reduction whenutiiity or independent system operator calls a aediresponse event to curtail electi
usage. Demand response revenues are earned basieel Gompanys ability to deliver capacity. In order to providapacity, the Compa
manages a portfolio of commercial and industrial esers’electric loads. Capacity amounts are verified tgtothe results of an actual dem
response event or a demand response test. Theadgmgcognizes revenue and associated cost ofueviarits demand response service
such time as the capacity amount is fixed or deteahie.

The Company bids into forward auctions for openkegprograms with independent system operatort§@ts. The program year, which sp
from June 1st to May 31st annually for the Compapyimary program, is three years from the datthefinitial auction. Participation in t
capacity program requires the Company to respomedoests from the 1SO to curtail energy usagendutie mandatory performance perio
June through September, which is the peak demasbseFor participation, the Company receives gastments on a monthly basis in
program year. The Company may utilize the incremlesictions held within the thrgear period prior to the commencement of the pmo
year or may enter into bilateral agreements witfeomarket demand or sup-side providers to fulfill a portion of the megaveastwarded i
the initial auction. For the remaining megawatig, Company enrolls C&l participants in order tdifLits megawatt commitment with the IS
If the Company remains the primary obligor for thegawatt commitment, the Company recognizes revandecost of revenue on a gr
basis for those megawatts ratably over the perfocmgeriod, once the revenue is fixed or deterndndbthe Company is released from
obligations to fulfill those megawatts through acremental auction or a bilateral agreement, theg@2my recognizes revenue, net of the
of revenue, at the time that megawatts are accdyptélde ISO and the financial assurance is released

The Company enters into agreements to provide lbasereduction. Energy efficiency revenues areegirased on the Company’s ability to
achieve committed capacity through base load rémtudin order to provide this reduction, the Comypdelivers and installs energy efficiency
management solutions. The base load capacity aiatrequire the Company to provide electric capdoitutility customers and include a
measurement and verification of such capacity deoto determine contract consideration. The Complafers revenue and associated cost of
revenue until such time as the capacity amounttlaee:fore the related revenue, is fixed or deteafvlie. Once the reduction amount has been
verified, the revenue is recognized. If the reveisugibject to penalty, refund or an ongoing ohilarg the revenue is deferred until the
contingency is resolved and/or the Company hastsiperformance obligation. Certain contracts ciontaultiple deliverables, or elements,
which require the Company to assess whether tiierelift elements qualify for separate accounting Jéparate deliverables in these
arrangements meet the separation criteria.

Revenue from time-andhaterials service contracts and other servicesem@gnized as services are provided. Revenue fegtaio fixed pric
contracts are recognized on a percentagesofpletion basis, which involves the use of estamatf the Company does not have a suffic
basis to measure the progress towards complewenue is recognized when the project is completedhen final acceptance is recei
from the customer. The Company also enters inteeagents to provide hosting services that allowaorusts to monitor and analyze tt
electrical usage. Revenue from hosting contraatsdsgnized as the services are provided, genearally recurring monthly basis.

Foreign Currency Transactior

The currency of the primary economic environmenvimch the operations of the Company are condustéite United States Dollar (“doligc”
The functional currency of the Company's internalsubsidiary is the local currency. The Compaagdlates the financial statements of the
subsidiary to dollars using monénd rates of exchange for assets and liabilitielsaaerage rates of exchange for revenues, costgx@ense:
The Company records translation gains and lossasdamulated
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other comprehensive income as a component of stdadds’ equity. Translation losses were immatdoalthe year ended December 31, 2011.
As the Company's international subsidiary was distedxl in 2011, no such translation gains or losg=® recorded in 2010 or 2009. The
Company records net gains and losses resulting fooeign exchange transactions as a componenterieist and other income, net. Foreign
currency losses were immaterial for the years efmémber 31, 2011, 2010 and 2009.

Comprehensive Loss

The Company reports total changes in equity rexuftiom revenues, expenses, and gains and lossésling those that do not affect the
accumulated deficit. Accordingly, other compreheadoss includes those amounts relating to unredlgains and losses on investment
securities classified as available for sale as asthe effect of exchange rate changes.

Marketable Securities

The Company classifies all of its marketable sdi@srias available-for-sale. The Company considétsghly liquid interest-earning securities
with a maturity of three months or less at the dditeurchase to be cash equivalents. Securitids miturities beyond three months are
classified as short-term based on their highlyilquature and because such marketable securipessent the investment of cash that is
available for current operations. These securéifesrecorded at market value using the specifietifieation method; unrealized gains and
losses (excluding other-than-temporary impairmeats)reflected in accumulated other comprehensis®ih the financial statements.

The amortized cost and fair value of marketableisges, with gross unrealized gains and lossesf &ecember 31, 2011 and 2010 were as
follows:

December 31, 2011

Amortized Unrealized Unrealized Fair Cash and Restricted Marketable
Cost Gains Losses Value Equivalents Cash Securities
Money market funds $ 1430 $ — ¢ — $ 1430 $ 11,312 $ 2,99: $ —
Commercial paper — — — — — — —
Corporate
debentures/bonds = = = = = — =
Total marketable
securities 14,30¢ — — 14,30¢ 11,31 2,99: —
Cash in operating
accounts 13,71¢ — — 13,71¢ 12,32¢ 1,39( —
Total $ 28,02 $ —  $ — % 28,02« $ 23,64, $ 438: $ —
December 31, 2010
Amortized Unrealized  Unrealized Fair Cash and Restricted Marketable
Cost Gains Losses Value Equivalents Cash Securities
Money market funds $ 1,651 $ — $ — 3 1,657 $ 1,651 $ — $ =
Commercial paper 9,39 — — 9,39t 3,59¢ — 5,79i
Corporate debentures/bonc 23,98 24 13 23,99¢ 1,99¢ — 21,99¢
Total marketable securities 35,03¢ 24 (13 35,04 7,25 — 27,79:
Cash in operating accounts 6,01¢ — — 6,01¢ 547 5,46¢ —
Total $ 41,05 $ 24 % (13 $ 4106 $ 7,80C $ 546¢ $ 27,79:

Realized gains and losses to date have not bearialainterest income for the years ended Decer@bef011, 2010 and 2009 was $112, §
and $515, respectively.

The Company applies a fair value hierarchy thatiireg the use of observable market data, whenabtajland prioritizes the inputs to
valuation techniques used to measure fair valdkdrfollowing categories:
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Level 1 Valuation is based upon quoted prices for idenfitstrtuments traded in active mark

Level 2 - Valuation is based upon quoted prioesimilar instruments in active markets, quoteidgs for identical or similar
instruments in markets that are not active and fdbaged valuation techniques for which all sigrficassumptions are observable in
the market.

Level 3 - Valuation is generated from model-bagehniques that use significant assumptions bs¢iwable in the market. These
unobservable assumptions reflect its own estimaftassumptions market participants would use ioipgi the asset or liability.

The Company's assets that are measured at fa# vala recurring basis are generally classifietiiwitevel 1 or Level 2 of the fair value
hierarchy. The types of instruments valued basegumted market prices in active markets includetmasey market securities, U.S. Treas
securities and equity investments. Such instrumaretgenerally classified within Level 1 of therfealue hierarchy. The Company invests in
money market funds that are traded daily and doeadjust the quoted price for such instruments.

The types of instruments valued based on quotegpin less active markets, broker or dealer giooisitor alternative pricing sources with
reasonable levels of price transparency includeCmapany's U.S. Agency securities, Commercial Rdp&. Corporate Bonds and certifica
of deposit. Such instruments are generally clagifiithin Level 2 of the fair value hierarchy. TBempany uses consensus pricing, which is
based on multiple pricing sources, to value itedixncome investments.

The following tables set forth by level, within tfer value hierarchy, the Company's marketableisges accounted for at fair value as of
December 31, 2011 and 2010. Assets and liabiktielassified in their entirety based on the lavegel of input that is significant to the fair
value measurement.

Fair Value Measurements at Reporting Date Using
Quoted Prices

in Active Markets Significant Other Significant
for Identical Observable Unobservable
December 31, Assets Inputs Inputs

2011 (Level 1) (Level 2) (Level 3)
Money market funds 14,30¢ 14,30¢ — —
Commercial paper — — — —
Corporate debentures/bonds — = — —
Total 14,30t 14,30¢ — —

Fair Value Measurements at Reporting Date Using
Quoted Prices

in Active Markets Significant Other Significant
for Identical Observable Unobservable
December 31, Assets Inputs Inputs

2010 (Level 1) (Level 2) (Level 3)
Money market funds 1,657 1,657 — —
Commercial paper 9,39¢ — 9,39t —
Corporate debentures/bonds 23,99: — 23,99: —
Total 35,04t 1,657 33,38¢ —

Advertising Expense

Advertising costs are expensed as incurred. Adsigiexpense was $3,675, $3,503 and $4,114 forethes ended December 31, 2011, 2010
and 2009, respectively. Substantially all advergsiosts were incurred to promote the Company's &RCopen market programs to
participants in an effort to acquire electric capain fulfilment of certain capacity commitmentgth utility customers and independent sys
operators.
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Software Development Costs for Internal Use

Software costs for internal use of $49, $164 aricb$dere capitalized in 2011, 2010 and 2009, regpgt These costs will be amortized over
a three-year expected life in accordance with Cammenlicy. During the year ended December 31, 2@D10 and 2009, $69, $293 and $209 ,
respectively, was recorded as depreciation expnseternal use software.

Software Development Costs to be Sold, Leasedl@r®ise Marketed

The capitalization of software development cosgrseupon the establishment of technological fekiyiland ends when the software is
generally available. Based upon the Company's mtatirvelopment process, technological feasibititgstablished upon the completion of a
working model or detailed program design. For tharg ended December 31, 2010 and 2009, the pertacen achieving technological
feasibility and the general availability of theatsd products had been short and software develtprosts qualifying for capitalization had |
been material. Accordingly, the Company did notitzdige any software development costs. For the geded December 31, 2011, the
Company capitalized $1,322 in software developreests for IntelliISOURCE version 2.0 and 3.0. Thenpany recognized $267 in
amortization of software development costs durivgytear ended December 31, 2011.

Research and Development Exper

All research and development costs are expensmt@sed and consist primarily of salaries and liene

Stock-Based Compensation

Stock-based compensation expense recognized fgetdrs December 31, 2011 , 2010 and 2009 was $331®7 and $10,038, respectively,
before income taxes.

Segment Reporting

As of December 31, 2011 , the Company reports titrdwo operating segments: the Residential Busisegment and the C&I Business
segment. Operating segments are components oftarpese for which separate financial informatisraivailable and is evaluated regularly by
the Company in deciding how to allocate resouroebkia assessing performance. The Company's cherhtipg decision maker assesses the
Company's performance and allocates the Compaggcsirces based on these segments. These segmestisitsothe Company's two
reportable segments.

Prior to December 31, 2010, the Company reporteddhults of operations in three segments: théyJRroducts & Services segment, the
Residential Business segment and the C&Il Businagsient. Beginning for the year ended December @10,2he former Utility Products &
Services segment is presented as part of the ReisidBusiness segment. The results of the Eneffigi€cy programs were previously
reported in the Residential Business segment. Bagirfor the year ended December 31, 2010, thedyriefficiency programs are reported as
part of the C&I Business segment. Accordingly, thgults of operations have been reclassified felytar ended December 31, 2009 to
conform to the presentation for the years endeceBwer 31, 2011 and 2010. The Company believesHisateporting structure more
accurately represents the broader customer mahegt# serves: residential, and commercial and$trdil.

Income Taxe

The Company utilizes the asset and liability methbdccounting for income taxes. Deferred incomxesaeflect the net tax effects of
temporary differences between the carrying amooidéssets and liabilities for financial reportingrposes and the amounts used for income
tax purposes, as well as operating loss, capital dmd tax credit carryforwards. Deferred tax assed liabilities are classified as current or
noncurrent based on the classification of the edlaissets or liabilities for financial reporting,azcording to the expected reversal dates of the
specific temporary differences, if not related toasset or liability for financial reporting. Valien allowances are established against deferred
tax assets if it is more likely than not that thall not be realized. The Company recognizes irdeamd penalties related to uncertain tax
positions in income tax expense. As of Decembe811 and 2010, there were no accrued interespanadlties related to uncertain tax
positions.

Recent Accounting Pronounceme

In October 2009, the Financial Accounting Standd&dard, or FASB, issued Accounting Standards Updat&SU, No. 2009-13, “Multiple-
Deliverable Revenue Arrangements” (ASU 2009-13)UAZ09413 changes the requirements for establishing separdts of accounting in
multiple element arrangement and requires the ailoe of arrangement consideration to each delbleréo be based on the relative sel
price. Concurrently with issuing ASU 2009-13, th&3B also issued ASU No. 2009-14;értain Revenue Arrangements That Include Soft
Elements” (ASU 2009-14). ASU 204 excludes software that is contained on a taagitbduct from the scope of software revenue guie
if the software component and the non-software aormept
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function together to deliver the tangible produessential functionality. The Company adopted ttstaedards on a prospective basis for
and materially modified arrangements originatingeraDecember 31, 2010 The adoption of these amendments did not hawatarial effec
on the Company’s financial statements.

In May 2011, the FASB issued new guidance for tleasnrement and disclosure of fair value. The prgiroajective of the standard is to ens
that fair value has the same meaning under GAAP@iednational Financial Reporting Standards anelstablish common fair value
measurement guidance in the two sets of standahdsstandard does not change the overall fair vaodel in GAAP, but it amends various
fair value principles and establishes additionatilisure requirements. This new guidance will lbecéif’e for interim and annual periods
beginning after December 15, 2011, with amendmapdied prospectively. Adoption is not expectetiawe a material impact on the
Company's financial condition or results of operasi.

In June 2011, the FASB issued authoritative guidaetated to comprehensive income. The guidanogredies the option to present other
comprehensive income in the Statement of SharetglBquity, but instead allows companies to elegresent net income and other
comprehensive income in one continuous statemeats(Bent of Comprehensive Income) or in two conbezstatements. This guidance d
not change any of the components of net incomehmr@omprehensive income and earnings per shdrstillibe calculated based on net
income. The Company plans to adopt this guidancéeonary 1, 2012.

In September 2011, the FASB issued new accountiidagce which allows a company the option to magealitative evaluation about the
likelihood of goodwill impairment. A company willbrequired to perform the two-step impairment oedy if it concludes, based on a
gualitative assessment, the fair value of a repgntinit is more likely than not to be less tharcésrying value. The guidance is effective for
annual and interim goodwill impairment tests parfed for fiscal years beginning after December D8,12 with early adoption permitted.
Adoption is not expected to have a material impacthe Company's financial condition or resultepérations.

3. Net Loss Per Shar

Basic net loss per share is computed by dividintdass by the weighted average number of commoreshautstanding for the period. Diluted
net loss per share is computed using the weightethge number of common shares outstanding and) dihgive, potential common shares
from options and warrants using the treasury stoethod and from convertible securities using theoifiverted method. Because the Company
reported a net loss for the year ended Decembe&2@1l, , 2010 and 2009, all potential common shiaage been excluded from the
computation of the dilutive net loss per sharedfbperiods presented because the effect would hage anti-dilutive. Such potential common
shares consist of the following:

Year Ended
December 31,
2011 2010 2009
Subordinated debt convertible to common stock 2,747,25. 1,594,041 —
Unvested restricted stock awards 395,69: 557,77¢ 496,58
Outstanding options 2,361,75! 2,533,94 1,988,401
Total 5,504,69! 4,685,77. 2,484,98!

4.  Accounts Receivable, net
Billed accounts receivable as of December 31, 20112010 was $18,481 and $14,433, respectivelygfrtbe allowance for doubtful
accounts.

Unbilled accounts receivable as of December 311201 2010 was $12,730 and $17,992, respectivelilldd accounts receivable mainly
reflect amounts that the Company will invoice ie thext twelve months pursuant to the Company'saciuial right to make future billings
under the Residential Business segment's VPC ankety contracts as well as amounts related to timegpy capacity program in which the
Company receives monthly payments throughout tbgram year.

5. Inventory, net
Inventory as of December 31, 2011 and 2010 consddtéhe following:
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December 31, December 31,
2011 2010
Raw materials and supplies $ 177 $ 63€
Finished goods 10,20( 8,54:
Inventory, net $ 10377 $ 9,181
6. Property and Equipment, ne
Property and equipment as of December 31, 2012@h@ consisted of the following:
Estimated
Useful Life December 31, December 31,
(in years) 2011 2010
Load control equipment Contractterm $ 35547 % 49,42
Computer hardware and software 3 11,57 5,72
Office furniture, automobiles and other equipment 5-7 3,671 2,014
Leasehold improvements Lease term 1,854 1,83¢
Construction in progress N/A 208 2,42t
Property and equipment 52,84¢ 61,42¢
Accumulated depreciation (25,989 (38,949
Property and equipment, net $ 26,86 $ 22,48(

Depreciation expense in respect of property anépetgnt was $5,993, $6,276 and $17,689 for the yerded December 31, 2011, 2010 and
2009, respectively. Of such amounts, $3,932, $52665$16,550 were included in cost of revenue &g, $1,020 and $1,139 were inclu

in general and administrative expenses for thesyeaded December 31, 2011, 2010 and 2009, resplgctihe above balances reflect the
removal of assets for our Nevada residential VRig@m on January 1, 2011 as the title of thesasassmsferred to NV Energy upon contract
expiration.

7.  Goodwill and Intangible Assets, ni

Changes in the carrying amount of the Company'saatated goodwill during the years ended Decer8ie2011 and 2010 consisted of the
following:

Residential C&l
Business Business Total

Balance as of December 31, 2009:

Goodwill 49¢ 75,42¢ 75,92:
Accumulated impairment losses — (67,749 (67,744
Goodwill, net 49¢ 7,68( 8,17¢
Balance as of December 31, 2010:

Goodwill 49¢ 75,424 75,92:
Accumulated impairment losses — (75,429 (75,429
Goodwill, net 49¢ — 49¢
Balance as of December 31, 2011

Goodwill 49¢ — 49¢
Accumulated impairment losses — — —
Goodwill, net 49¢ — 49¢

The Company's consolidated intangible assets,snet Becember 31, 2011 and 2010 consisted of flewing:
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Estimated As of December 31, 2011

Useful Life Gross Accumulated Net

(in years) Amount Amortization Amount
