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Iltem 1. Financial Statements
MICROFIELD GROUP, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

June 28 December 2¢
2008 2007
Current asset: (Unaudited)

Cash and cash equivale $ 1,360,85 $ 758,29¢
Certificates of depos 300,00t 133,40(
Accounts receivabl 1,929,38: 1,532,84.
Other current asse 557,42¢ 551,60:
Discontinued operations - 12,666,600
Total current asse 4,147,66: 15,642,74
Property and equipment, r 260,32¢ 202,48°
Intangible assets, net (Note 1,753,15I 1,872,68!
Goodwill 29,353,52 29,353,52
Other asset 75,74( 43,17¢
Discontinued operations - 971,01

$ 35,590,41 $ 48,085,64

Current liabilities:

Accounts payabl $ 3,657,14 $ 2,975,84
Bank line of credit (Note 4 117,25 118,45t
Other current liabilitie: 143,43. 122,65:
Discontinued operations - 13,549,40

Total current liabilities 3,917,83 16,766,36

Long-term liabilities:

Discontinued operations - 61,327

Total long-term liabilities - 61,325

Commitments and contingenci
Shareholder equity :
Common stock, no par value, 225,000,000 share®artil, 94,651,461 and 83,569,416 shares issue

outstanding, respectively (Note 120,499,21 115,776,41
Common stock warrants (Note 36,178,21 36,178,21
Accumulated deficit (125,004,85) (120,696,67)

Total shareholders’ equity 31,672,58 31,257,95

$ 35590,41 $ 48,085,64

The accompanying notes are an integral part obthesudited condensed consolidated financial sexitsn
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MICROFIELD GROUP, INC.

CONDENSED CONSOLIDATED STATEMENT OF OPERATIONS

Sales
Cost of goods sold
Gross profit

Operating expens
Sales, general and administrative

Loss from operation

Other income (expens
Interest income, ne
Other income, net

Loss before provision for income tax

Provision for income taxes

Loss from continuing operatiol

Discontinued operation
Gain (loss) on discontinued operatic
Gain on sale of discontinued operations

Net loss

Net loss per share from continuing operatic
Basic

Diluted
Net income (loss) per share from discontinued djmers:
Basic

Diluted

Net loss per shar
Basic

Diluted

Shares used in per share calculatic
Basic

Diluted

The accompanying notes are an integral part oethesudited condensed consolidated financial statesm

(Unaudited)

Three months ende Six months ende
June 28 June 30 June 28 June 30
2008 2007 2008 2007
$ 506268 $ 3,117,332 $ 12,441.69 $ 5,717,49
4,299,75! 2,500,491 10,486,71 4,668,49!
762,92: 616,83 1,954,98: 1,048,99
3,196,20: 1,947,71. 6,298,32! 3,726,12:
(2,433,28)) (1,330,88i) (4,343,33) (2,677,12)
13,83: 4,83¢ 19,68: 10,82¢
26,76 2,24¢ 26,76: 2,24¢
(2,392,68) (1,323,79)) (4,296,89) (2,664,051
(2,392,689 (1,323,79) (4,296,89) (2,664,05)
28,58¢ 263,13! (146,05) (369,03)
134,77! 134,77"
$ (2,229,32) $ (1,060,66) $ (4,308,17) $ (3,033,08)
$ (0.09) $ (0.02) $ (0.05) $ (0.0%)
$ (0.09) $ (0.02) $ (0.0 $ (0.0%)
$ 0.0C $ 001 $ (0.00) $ (0.07)
$ 0.0C $ 0.01 $ (0.00) $ (0.07)
$ (0.03) $ (0.00) $ (0.05) $ (0.09)
$ (0.09) $ (0.0) $ (0.05) $ (0.04)
90,392,19. 83,012,97 87,569,48 81,453,77
90,392,19. 83,012,97 87,569,48 81,453,77
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MICROFIELD GROUP, INC.
CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS
(Unaudited)

Six Months Ende
June 28, 200 June 30, 200

Cash Flows From Operating Activitie
Net loss $ (4,308,17) $ (3,033,08)

Add (deduct)

Loss on discontinued operations 11,28 369,03:
Loss from continuing operatiol (4,296,89) (2,664,051
Depreciation of equipmel 52,354 145,57(
Amortization of intangible asse 119,53« 264,34
Option vesting valuatio 471,56° 483,99¢
Common stock issued for servic 214,88 -
Changes in current assets and liabilit
Restricted cas (166,600 -
Accounts receivabl (396,53 98,69:
Other current asse (383,14) (149,52)
Other asset (32,56¢) (589
Accounts payabl 681,29¢ 178,32«
Other current liabilities 20,78( (101,86()
Net cash used by continuing operati (3,715,32) (1,745,09)
Net cash provided (used) by discontinued operations 379,32( (359,125
Net cash used by operating activities (3,336,00) (2,104,21)
Cash flows from investing activitie
Purchases of fixed assets (110,196 (39,196
Net cash used by continuing investing activi (110,196 (39,19¢)
Net cash used by discontinued investing activities (534,326 (158,676
Net cash used by investing activities (644,52 (197,879
Cash flows from financing activitie
Repayments on line of cre (1,199 (2,020
Exercise of options and warrat 568,23( -
Proceeds from private placement, net of directscost 3,476,89: -
Net cash provided (used) by continuing financintvées 4,043,92. (2,020
Net cash provided by discontinued financing adasit 539,16: 1,805, 74
Net cash provided by financing activities 4,583,08! 1,804,72.
Net increase (decrease) in cash and cash equis 602,55¢ (497,36
Cash and cash equivalents, beginning of period 758,29¢ 2,193,30!
Cash and cash equivalents, end of period $ 1,360,85! 1,695,94.
Supplemental disclosures for cash flow informat
Cash paid during the period for inter $ 5,89: 171,96°
Cash paid during the period for income ta $ > >
Supplemental schedule of r-cash financing and investing activiti¢
Conversion of preferred to comm $ - 1,031,09



The accompanying notes are an integral part obthesudited condensed consolidated financial sexitsn
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MICROFIELD GROUP, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
June 28, 2008
(Unaudited)

1. Description of the Business

General

The accompanying unaudited condensed consolidatemdial statements have been prepared in accaedaitb accounting principls
generally accepted in the United States of Amedncéanterim financial information and with the imgttions to Form 1@. Accordingly, the
do not include all of the information and footnoteguired by generally accepted accounting priesifibr complete financial statements.
In the opinion of management, all adjustments (bing of normal recurring accruals) consideredeassary for a fair presentation have t
included. Accordingly, the results from operatidasthe three and simonth periods ended June 28, 2008, are not nedgssdicative of
the results that may be expected for the year eddedary 3, 2009. The unaudited condensed consaldifiaancial statements should be |

in conjunction with the consolidated December ZH) 2financial statements and footnotes theretaded in the Company's Form 10-K.

Business and Ba sis of Presentation

Microfield Group, Inc. (the “Company,” “Microfield,“we,” “us,” or “our”) through its continuing sulidiary EnergyConnect, Inc. (“EC)”
provides a full range of demand response servicabe electric power industry. Our customers aeertdygional grid operators who pay
market rates for reductions in electrical demandnduperiods of high prices or peak demand andbfEing on stand by to reduce elec
power demand on request at periods of capacitytditions or in response to grid emergencies. Oupl&ns are large commercial ¢
industrial consumers of electricity who we pay hiftsheir demand for electricity from high pricédurs in the day to lower priced hours.

also pay these participating energy consumers tikstand by to curtail electric demand on request.

Through proprietary technology and business presesge automate electric consumer demand respoassattions and the associ:
measurement, verification, and support decisiombese capabilities make it possible and easylémtric consumers, particularly commer:
and industrial facilities, to shift load from highiced hours to lower priced periods.

Our services provide market incentives to redueetet demand during periods of peak demand or pigtes. By shifting load from hig
demand periods to times of lower electrical demaud services improve the operating efficiency of #lectrical grids and improve g
reliability. We also delay the need for constructmf new electrical generating plants. Through bigéfficiencies on the grid, lower cost
generation and improved reliability all consumefrglectricity benefit from our demand response\titis on the electrical grid. By providi
consumers of electricity an effective means of oesling to grid wholesale prices of electricity wanplete the supply demand market p
for electricity and provide offsetting market fosc® electricity generators.

Our customers are regional electric grid operagach as PJM, the largest electric grid in the ma@md selected electric utilities who sup
and sponsor demand response. All of our curreetatipns are in the United States with servicesigeal in more than 25 states. Follow
a three year testing and pilot period, we beganngernial operations in 2005 and have been growiagdsty since then. Our revenue:
2007 were $12.6 million. Our suppliers are comnatrand industrial electric energy consumers whopag to shift, curtail, bank, and
some cases produce electric energy.




Index

ECI operates on a national footprint currently sejxconsumers and grid operators in more than &8stECI delivers services to wholes
electric markets of regional electric grids. Stdmeeds of electric grid operators, includingrgnecapacity, and reserves have been fo
into products that can be delivered through ECtesys to the grid. ECI technologies, processes,samndces enable buildings and elec
consumers to contribute to such wholesale seniicdsect competition with expensive peaking powkmts.

In 2003 we acquired a part of Christenson Elecinic, (“CEI"), and in 2005, we acquired the remainder of CEl dred dperations i
ECI. This combined a 60 year old electrical coetirey and technology business with a high growtimaled response business. In 200°
determined that ECI had grown to a self sustaitiagsition point and in November 2007 we agreesklbthe stock of CEIl. Our objective
to leverage our unique and proprietary technolgdiasiness processes, and resources and buildhle vofitable demand response busi
servicing North American wholesale power markeisafcial statements and accompanying notes includ#ds report include disclosure
the results of operations for CEl, for all perigiesented, as discontinued operations. All sigaift intereompany accounts and transact
have been eliminated in consolidation.

The Company was incorporated in October 1986 afDegon Corporation, succeeding operations that rbégaOctober 1984. TI
Company'’s headquarters are located in Portlandy@re

Reclassification

Certain reclassifications have been made to conforpmior periods’ data to the current presentatidrese reclassifications had no effect on
reported losses.

Fiscal Year

The Company’s fiscal year is the 52- or 53-weekqukending on the Saturday closest to the lastaddyecember. The Comparsyturren
fiscal year is the 52-week period ending Januarg()9. The Company’s last fiscal year was then®2k period ended December
2007. The Company’s second fiscal quarters inafi2d08 and 2007 were the t&ek periods ended June 28, 2008 and June 30,
respectively.

Revenue Recognition

We produce revenue through agreements with botdibgiowners and the power grid operators. Underagmeements with facilities owne
we use electrical and energy related products liefi energy consumers control energy use in thaidibgs. In conjunction with th
agreement we are members of the power grid opsratod have agreed to provide the grids with energpacity, and related ancill:
services during specified times and under specifi@ditions. These transactions are summarizetieaehd of each monthly period :
submitted to the power grids for settlement and@ygd. While the power grids are our customersy e primarily a conduit through whi
these electrical curtailment transactions are me®@ The vast majority of our revenue in 2007 wpascessed through the P
Interconnection. PJM serves as the market for batttransactions in a specific region in the @ditStates. Our agreement with PIJM i
ongoing one as we are members of PJM. These ttimss are initiated by building owners, who are participants. These transacti
form the basis for our revenue. We have littld,ri§ any, from the concentration of revenue throubis power grid as it's a not-farofit
organization that exists to act as the market lggtacal transactions.

In 2008, we have revised our accounting for reserfiee collections of revenues. The revision in oeserve accounting is a result
improvements in our ability to accurately estimatellections, which is based upon historical trenaisd timely and accure
information. Previously the transactions wereorded as revenue on the settlement date, whichfaliad5-70 days after the transaction ¢
from which the revenue is derived, because managebwlieved that without an established history tlis source of revenue, and
potential for disputes, that the settlement datewhich both parties agree to the amount of revdauecognize, was the most conserv:
and appropriate date to use. For periods beginwitigthe first quarter of 2008 and forward, reveritom these settlements will be accr
into the prior month instead of recognizing revemsethe settlement amounts were received. Thedefahese settlement amounts b
realized over these prior two years has been exrlseatcurate so that management believes it isoppipte to accrue the settlement amo
into the prior month. This revision in our resemecounting resulted in an extra month of revenei@drecorded in the first quarter
2008. This quarter contains the payment receimekhnuary of 2008 (which was not accrued into Déxerand the settlement amounts f
the fifth business day in February, March and Apfi2008, each of which was accrued into the pmonths of January, February and Mz
of 2008.
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An additional source of our revenue is derived fragneements with the power grid operators wheretmoathly reserve fee is paid for
agreement to standby, ready to provide relief & fhrm of curtailment of energy usage, in timeshiglh energy demand. We record tt
payments as revenue over the period during whichearequired to perform under these programs. Uodgain programs, our obligation
perform may not coincide with the period over whigh receive payments under that program. In ticeases we record revenue over
mandatory performance obligation period and reeordceivable for the amount of payments that véllreceived after that period has k
completed.

New Accounting Pronouncements

In April 2008, the FASB issued FSP No. 142-3, “Detmation of the Useful Life of Intangible Asset§FSP 142-3"). FSP 143-amends tt
factors an entity should consider in developingereal or extension assumptions used in determirtieguseful life of recognized intangil
assets under FASB Statement No. 142, “Goodwill @titer Intangible AssetsThis new guidance applies prospectively to intalegésset
that are acquired individually or with a group dher assets in business combinations and asseisdions. FSP 143 is effective fo
financial statements issued for fiscal years andrim periods beginning after December 15, 2008lyEadoption is prohibited. We ¢
currently evaluating the impact, if any, that FSR2-B will have on our consolidated financial stag¢eis.

In May 2008, the FASB issued SFAS No. 162, “Ther#fiehy of Generally Accepted Accounting Principl¢s3FAS 1627). SFAS 16.
identifies the sources of accounting principles #raframework for selecting the principles usedhia preparation of financial statement
nongovernmental entities that are presented inozorify with generally accepted accounting princip{the GAAP hierarchy). SFAS 162 v
become effective 60 days following the SE@pproval of the Public Company Accounting OvédrsiBoard amendments to AU Section ¢
“The Meaning of Present Fairly in Conformity Withe@erally Accepted Accounting Principled¥e do not currently expect the adoptiol
SFAS 162 to have a material effect on our constditlaesults of operations and financial condition.

In May 2008, the FASB issued FSP Accounting PrilesiBoard (“APB”) 14-1 Accounting for Convertible Debt instruments Thatyvie
Settled in Cash upon Conversion (Including Pariash Settlement)” (“FSP APB 14-1"). FSP APB L4equires the issuer of cert
convertible debt instruments that may be settlechsh (or other assets) on conversion to separatelyunt for the liability (debt) and eqt
(conversion option) components of the instrumerd manner that reflects the issuer's non-convertitdbt borrowing rate. FSP APB 14<
effective for fiscal years beginning after Decemté&r 2008 on a retroactive basis. As we do not tworevertible debt at this time,
currently believe the adoption of FSP APB 14-1 wilve no effect on our consolidated results of ap@ns and financial condition.

2. Capital Stock

The Company has authorized 10,000,000 shares tdrRye Stock, no par value. As of June 28, 2008ecember 29, 2007, the Company’
Series 2, Series 3 and Series 4 preferred stoclbéad completely converted to common shares. Tdmepany has authorized 225,000,
shares of Common Stock, no par value. As of Jun@@88 and December 29, 2007, the Company had 8465 and 83,569,416 share:
common stock issued and outstanding, respectiv@lying the six month period ended June 28, 2088,Gompany issued an aggregal
11,082,046 shares of common stock, of which 9,081 Bere issued in a private placement, 355,438 vuaseed for services, 34,467
exchange for warrants exercised, and 1,640,83%dhamge for common stock options exercised.
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3. Stock Options and Warrants
Stock Incentive Plan

The Company has a Stock Incentive Plan (the "PlaAt)June 28, 2008 and June 30, 2007, 7,686,3d0/&20,750 shares of common st
were reserved, respectively, for issuance to ensglsyofficers, directors and outside advisors. ddtige Plan, the options may be grante
purchase shares of the Company's common stockranéaket value, as determined by the Company'sdoé Directors, at the date
grant. The options are exercisable over a perfaghdo ten years from the date of grant or suairteh term as provided for in the Plan.
options become exercisable over periods from aefour years.

A total of 62,000 options to purchase shares ofdbmpanys common stock were granted to employees of thep@aagn and 85,000 optio
granted to consultants during the six months erdde@ 28, 2008. There were 362,500 options grdotethployees, directors and consult
during the six months ended June 30, 2007. THg0B2)ptions issued to employees during the six hmanded June 28, 2008 are forfeit:
not exercised within five years. All of these opt$ granted during the six months ended June ZB Blve a 12 month waiting period dul
which no vesting occurs. At the end of this perib@ options become 25% vested, and then vedtlyataer the remaining thirty sixronth:
of the vesting period. The weighted average perestialue of these options was $0.55.

The following table summarizes the changes in stqtions outstanding and the related prices fostteres of the Comparsytommon stoc
issued to employees, officers and directors ofdbmpany under the Plan.

Options Outstandin Options Exercisabl
Weighted
Average
Remaining Weighted Weighted
Number Contractual Life  Average Exercis Number Average Exercis
ExercisePrices Outstanding (Years) Price Exercisable Price
$ 0.26- $0.94 7,409,98: 3.71 % 0.6¢ 4,283,95( $ 0.5¢
$ 1.76 - $2.70 276,38 29 3 2.1 170,13t ¢ 2.2C
7,686,37! 3.7C ¢ 0.74 4,454,08 ¢ 0.6t

Transactions involving stock options issued arersaneed as follows:

Weighted
Number of  AveragePrice

Shares Per Shart
Outstanding at December 31, 2005 7,717,761 $ 0.44
Granted 1,625,001 1.0z
Exercisec (265,189 0.3¢
Cancelled or expired (20,000 1.2
Outstanding at December 30, 2006 9,057,57 $ 0.54
Granted 2,707,501 0.5¢
Exercisec (1,829,50) 0.34
Cancelled or expired (211,820 0.32Z
Outstanding at December 29, 2007 9,723,75 $ 0.60
Granted 147,00( 0.4¢€
Exercisec (1,640,83) 0.34
Cancelled or expired (543,549 0.97

Outstanding at June 28, 2008 7,686,37( $ 0.74




Index

The Company has computed the value of all optisastgd during fiscal 2008 and 2007 using the Bl&chkeoles pricing model as prescri
by SFAS No. 123(R). The following assumptions wased to calculate the value of options granteihduhe second quarters of 2008
2007:

2008 2007
Risk-free interest rat 3.54% 4.64%
Expected dividend yiel - -
Expected life 5 years 5 years
Expected volatility 122% 134%

Stockbased compensation expense recognized under SFAR)L®r the three and six months ended June 288 2fas $274,143 a
$471,567, respectively. Stotlased compensation expense recognized under SFAR)1far the three and six months ended June 307
was $284,197 and $483,999, respectively.

Common Stock Warrants

In connection with an April 2003 common stock ptev@lacement, we issued 111,308 warrants to puecbasimon stock. Each warran
exercisable into one share of common stock at $petOshare and will expire in 2008. Subsequenhi® private placement, the Comp:
exercised an option to convert $1,400,000 of ontitey debt into preferred stock that is convertilmi® shares of common stock. T
exercise, when aggregated with all other outstandaguity arrangements, resulted in the total numbeommon shares that could be reqt
to be delivered to exceed the number of authorizedmon shares. In accordance with EITF1@0+the fair value of the warrants issued ir
private placement must be recorded as a liabilitthe financial statements using the Bl&dtoles model, and any subsequent changes
Companys stock price to be recorded in earnings. Accollglinge fair value of these warrants at the datéssfiance was determined tc
$19,832. At September 1, 2004, the Company’s sbédetis voted to increase the authorized shares avaifablessuance or conversic
which cured the situation described above. Accaigiinthe fair value of the warrants on Septembe2Q4 was determined to be $48,¢
The warrant liability was reclassified to sharekotd equity and the increase from the initial warranueawas recorded in earnings in
fiscal year ended January 1, 2005. As of June @83 2the warrant holders have exercised 101,308wis in exchange for 101,308 share
our common stock and 10,000 warrants have expired.

In September 2003, in connection with a prefermedksprivate placement, we issued 333,334 warrtmisurchase common stock. E
warrant is exercisable into one share of commoaoksad $0.42 per share and will expire in 2008. &pt8mber 2003, in connection wit
preferred stock private placement, the Companyeid8383,334 warrants to purchase common stock. Waotant is exercisable into one st
of common stock at $0.42 per share and will exipir2008. Subsequent to this private placementCii@pany exercised an option to con
$1,400,000 of outstanding debt into preferred stibelt is convertible into shares of common stodkis Exercise, when aggregated with
other outstanding equity arrangements, resultethéntotal number of common shares that could beimed| to be delivered to exceed
number of authorized common shares. In accordaiitteBATF 0019, the fair value of the warrants issued in thegte placement must
recorded as a liability in the financial statemamsg the Black-Scholes model, and any subseqemtges in the Comparsystock price t
be recorded in earnings. Accordingly, the fair eabf these warrants at the date of issuance wasndigied to be $64,902. At Septembe
2004, the Company’s shareholderoted to increase the authorized shares avaifablessuance or conversion, which cured the dibn
described above. Accordingly, the fair value of Werrants on September 1, 2004 was determined ®188,000. The warrant liability w
reclassified to shareholdersjuity and the increase from the initial warranueavas recorded in earnings in the fiscal yeaednthnuary .
2005. As of June 28, 2008, the warrant holders lexegcised 217,800 warrants in exchange for 217s8@0es of our common stock i
115,534 warrants remain outstanding.

10
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In connection with the August 24, 2004 debt issedmng Destination Capital, LLC, the Company is obteyl to issue warrants to purchase
Companys common stock. According to the terms of the dehitance, warrants in the amount of 12.5% of the lealance, outstanding
the first day of each month, will be issued to dedt holders for each calendar month that the idatntstanding. Each warrant is exercis
into one share of common stock at the lesser &8per share or the price applicable to any shavasants or options issued (other t
options issued to employees or directors) whileltan is outstanding, and will expire in 2009. Prio this debt issuance, the Comp
exercised an option to convert $1,400,000 of ontitey debt into preferred stock that is convertilmi® shares of common stock. T
exercise, when aggregated with all other outstandaguity arrangements, resulted in the total nummbeommon shares that could be reqt
to be delivered to exceed the number of authormdmon shares. In accordance with EITF1@)-the fair value of the 37,500 warre
initially issued in connection with the debt isscamust be recorded as a liability for warrantlegtént in the financial statements using
Black-Scholes model, and any subsequent changis i€ompanys stock price to be recorded in earnings. Accotglintpe aggregate fe
value of these warrants, issued prior to Septerhp2004, was determined to be $17,513. At Septerhp2004, the Company'’s shareholder’
voted to increase the authorized shares availables§uance or conversion, which cured the sitnatiescribed above. Accordingly, the
value of the warrants on September 1, 2004 wasmdeted to be $20,776. The warrant liability waslassified to shareholdergquity an
the increase from the initial warrant value wasorded in earnings in the fiscal year ended Jantia®005. For the months from Augus
2004 to July 2, 2005, according to the terms ofvilagrant provision of the August 24, 2004 debt egrent, the Company was obligate
issue 1,626,042 additional warrants. The valueheé¢ warrants of $604,955 was added to shareholegugy on the consolidated bala
sheet, with a corresponding expense charged testtexpense in the consolidated statement of tpesa As of June 28, 2008, the holder
these warrants exercised 1,309,616 warrants inaggehfor 1,170,841 shares of the Compamgmmon stock, and 316,426 warrants re
outstanding.

On October 13, 2005, the Company issued an aggreddi9,695,432 warrants in connection with theugition of acquired EnergyConne
Inc. The Company valued the warrants using the lB&acholes option pricing model, applying a useftd bf 5 years, a riskree rate c
4.06%, an expected dividend yield of 0%, a volatibf 129% and a fair value of the common stoclks®fl7. Total value of the warra
issued amounted $36,495,391, which was includd@darpurchase price of ECI. As of June 28, 2008 wharrant holders have not exerci
any of these warrants.

On October 5, 2005, in conjunction with a privatacement which resulted in gross proceeds of $308106 the Company sold 5,233t
shares of common stock at $0.70 per share, anddssarrants to purchase up to 2,944,693 sharesmion stock. The warrants hav
term of five years and an exercise price of $0.80ghare. As of June 28, 2008, the warrant holdave exercised 192,370 warrants,
180,409 shares of common stock, and 2,752,323 mtarramain outstanding.

On June 30, 2006, in conjunction with a privatecplaent which resulted in gross proceeds of $150000,the Company sold 7,500,(
shares of common stock at $2.00 per share, anddssarrants to purchase up to 5,625,000 sharesmfon stock. The warrants hav
term of five years and an exercise price of $3@0ghare. As of June 28, 2008, the warrant holave not exercised any of these warrants.
On May 7, 2008, in conjunction with a private plamnt which resulted in gross proceeds of $3,615,0@0Company sold 9,051,310 shi

of common stock at $0.40 per share, and issuedantarto purchase up to 4,525,655 shares of comtogk.sThe warrants have a term
five years and an exercise price of $0.60 per shaseof June 28, 2008, the warrant holders havexrercised any of these warrants.

Warrants for 34,467 common shares were exercisgdgithe six months ended June 28, 2008.
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4. Debt
Operating Line of Credit

The Company has a loan facility which is an unsed$120,000 line of credit at prime plus 3 %%, daedemand with interest paya
monthly. As of June 28, 2008 and December 29, 2@fare was $117,257 and $118,456 outstandingecéisply, under this line. TI
Company was in compliance with the terms of thie Ibf credit at June 28, 2008. The Company haatimer term debt or loans outstandin
June 28, 2008.

5. Intangible Assets and Goodwill

As a result of our acquisition of ECI we recordedrgangible asset of $2,390,667 at the date odiatttpn representing developed technol
that is currently used within ECI. The intangilalseset acquired has an estimated useful life ofy&ams, and as such is being amort
monthly, over that period. Goodwill of $106,54418Zpresented the excess of the purchase pricetlowdair value of the net tangible ¢
intangible assets acquired. At December 31, 200&s determined in an independent valuation tfeigoodwill generated in this transac
was impaired. The Company decided to write offrapjpnately $77,191,344 of this goodwill. The writé- of the goodwill, and tr
amortization of the intangible assets are inclu@e@dperating expenses in the consolidated statemfoperations. The following tat
presents details of the purchased intangible aasat$ June 28, 2008 and December 29, 2007:

December 2¢

June 28, 200 2007
Developed technology 2,390,66 2,390,66
Less accumulated amortization (637,51) (517,979

$ 1,753,15 $ 1,872,68

Amortization of intangible assets included as aghdo income was $59,767 and $ 119,533 for bothethree and six month periods ended
June 28, 2008 and June 30, 2007

Based on the Company’s current intangible assetsrtization expense for the five succeeding yealtde as follows:

Amortization

Year Expense
Twelve months ended June 30, 2( $ 239,06
Twelve months ended June 30, 2( 239,06
Twelve months ended June 30, 2( 239,06
Twelve months ended June 30, 2( 239,06
Twelve months ended June 30, 2( 239,06
July 1, 2013 and beyond 557,82:
Total $ 1,753,15

The Company does not amortize goodwill. There werehanges in the carrying amount of goodwill dgithe year ended December 29,
2007 and the quarter ended June 28, 2008.

6. Business Concentrations

Financial transactions and instruments that pa#ytsubject us to concentrations of credit riskngist primarily of revenue generat
transactions and the resultant accounts receivdbleing the three months ended June 28, 2008,ntevdrom one major custon
approximated $4,809,000 or 95% of sales. Thismeeds the result of multiple participating electdonsumers who each executed my
energy transactions that were aggregated and hdléde PJM Interconnection, or PJM. The reversudeipendent on actions taken by tl
third parties in conjunction with ECI, for which®,Jas our customer remits payment. These tramsacform the basis for our revenue.

have little risk, if any, from the concentration relvenue through this power grid as it's a notgoufit organization that exists to act as
market for electrical transactions. Of these pgoéints, there were three whose transactions egbsitt revenue that totaled 10% or
(21%, 17% and 12%) of our revenue in the three hwahded June 28, 2008 and two whose transactsnkiead in revenue that totaled 1
or more (46% and 18%) of our revenue in the threaths ended June 30, 2007. For the six month gherodled June 28, 2008 there were
participants whose transactions resulted in revehaetotaled 21% and 13% of our revenue. Forstkenonth period ended June 30, 2(
there were two participants whose transactiondtezsin revenue that totaled 50% and 17% of ouenewe.
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7. Sale of Discontinued Operations
Divestiture of Christenson Electric, Inc.

On July 20, 2005, the Company acquired Christeridentric, Inc. (CEIl) in exchange for 2,000,000 sisaof the Compang’common stoc
and the assumption of certain liabilities within ICEEEI provides services to utilities and otheergy related companies. On Novembel
2007, our board of directors signed an agreemerseloall of the shares of our wholywned subsidiary Christenson Electric, Inc.
corporation formed by the management of CEIl. Tgre@ment was approved by our shareholders in aorotdarch 10, 2008. The closi
occurred on April 24, 2008.

The following summarizes the actual results ofdlsposition of the CEI business segment.

Debts assumed by buy $ 12,653,19
Net assets disposed (12,149,01)
Expenses incurred in connection with the transactio (369,409
Net gain on disposal of CI $ 134,77!

8. Private Placement
On May 7, 2008 we closed a private placement irclvie issued 9,051,310 shares of common stocktirggih aggregate gross proceed

$3,512,000 and elimination of accounts payable1df3$000. In conjunction with this private placememe also issued 4,525,655 five y
warrants exercisable at $0.60 per share. The edscef this financing will be used for general wngkcapital purposes.
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Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations

The following discussion of the financial conditiand results of operations of Microfield Group,.Isbould be read in conjunction with
Managemens Discussion and Analysis of Financial Conditionl &esults of Operations, and the Consolidated [EinhStatements and t
Notes thereto included in the Comp’s Annual Report on Form 10-K for the year ended@meber 29, 2007.

Forward-Looking Statements

Certain statements contained in this FormQ@Goncerning expectations, beliefs, plans, objestivgoals, strategies, future event
performance and underlying assumptions and otheersents which are other than statements of hisfofacts are "forwardboking
statements" within the meaning of the federal sgearlaws. Although the Company believes thatdkpectations and assumptions refle
in these statements are reasonable, there candmsamnce that these expectations will prove twobect. These forwarkboking statemen
involve a number of risks and uncertainties, antliacresults may differ materially from the resuttscussed in the forwalddeking
statements. Any such forwalabking statements should be considered in lighswéh important factors and in conjunction withes
documents of the Company on file with the SEC.

New factors that could cause actual results taediffiaterially from those described in forw-looking statements emerge from time to ti
and it is not possible for the Company to predicbfsuch factors, or the extent to which any sémttor or combination of factors may ca
actual results to differ from those contained iy &rward-looking statement. Any forwatdeking statement speaks only as of the da
which such statement is made, and the Company takaésrno obligations to update the information aimr@d in such statement to refl
subsequent developments or information.

Overview

Microfield Group, Inc. (the “Company,” “Microfield,'we,” “us,” or “our”) through its subsidiary EngyConnect, Inc. (“ECI"provides a fu
range of demand response services to the eledviempindustry. Our customers are the regional g@drators who pay us market rates
reductions in electrical demand during periods ighiprices or peak demand and for being on stantb bbgduce electric power demanc
request at periods of capacity limitations or@ésponse to grid emergencies. Our suppliers age leommercial and industrial consumer
electricity who we pay to shift their demand foedticity from high priced hours in the day to lowgriced hours. We also pay th
participating energy consumers to be on stand loyttail electric demand on request.

Through proprietary technology and business presesge automate electric consumer demand respoassattions and the associ:
measurement, verification, and support decisiofmbese capabilities make it possible and easylémtric consumers, particularly commer:
and industrial facilities, to shift load from highiced hours to lower priced periods.

Our services provide market incentives to redueetet demand during periods of peak demand or pigtes. By shifting load from hig
demand periods to times of lower electrical demand services improve the operating efficiency & tectrical grids and improve g
reliability. We also delay the need for constructmf new electrical generating plants. Through bigéfficiencies on the grid, lower cos!
generation and improved reliability all consumefrglectricity benefit from our demand response\titis on the electrical grid. By providi
consumers of electricity an effective means of oesling to grid wholesale prices of electricity wemplete the supply demand market p
for electricity and provide offsetting market fosc® electricity generators.

Our customers are regional electric grid operagach as PJM, the largest electric grid in the ma@md selected electric utilities who sup
and sponsor demand response. All of our curreetatjpns are in the United States with servicesigeml in more than 25 states. Follow
a three year testing and pilot period, we beganneernial operations in 2005 and have been growiegdsty since then. Our revenue:
2007 were $12.7 million. Our suppliers are comnatrand industrial electric energy consumers whopag to shift, curtail, bank, and
some cases produce electric energy.
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ECI operates on a national footprint currently sejxconsumers and grid operators in more than &8stECI delivers services to wholes
electric markets of regional electric grids. Stdmeeds of electric grid operators, includingrgnecapacity, and reserves have been fo
into products that can be delivered through ECtesys to the grid. ECI technologies, processes,samndces enable buildings and elec
consumers to contribute to such wholesale seniicdsect competition with expensive peaking powkmts.

In 2003 we acquired a part of Christenson Elecinic, (“CEI"), and in 2005, we acquired the remainder of CEl dred dperations i
ECI. This combined a 60 year old electrical coetirey and technology business with a high growtimaled response business. In 200°
determined that ECI had grown to a self sustaitiagsition point and in November 2007 we agreesklbthe stock of CEIl. Our objective
to leverage our unique and proprietary technolgdiasiness processes, and resources and buildhle vofitable demand response busi
servicing North American wholesale power markeisafcial statements and accompanying notes includ#ds report include disclosure
the results of operations for CEl, for all perigiesented, as discontinued operations. All sigaift intereompany accounts and transact
have been eliminated in consolidation.

The Company was incorporated in October 1986 afDegon Corporation, succeeding operations that rbégaOctober 1984. TI
Company'’s headquarters are located in Portlandy@re

Critical Accounting Policies

The discussion and analysis of financial conditoml results of operations is based upon our cafegelil financial statements, which h
been prepared in accordance with accounting piliegigenerally accepted in the United States. Thpagration of these financial statemi
requires us to make estimates and judgments tfeat dffie reported amounts of assets, liabilitiegenues and expenses, and related discl
of contingent assets and liabilities. We continlp@valuate, our estimates and judgments, includiage related to revenue recognit
sales returns, bad debts, excess inventory, impairraf goodwill and intangible assets, income taxamtingencies and litigation. C
estimates are based on historical experience audrgsions that we believe to be reasonable undecitcumstances, the results of wt
form the basis for making judgments about the dgagryalues of assets and liabilities that are eadily apparent from other sources. Ac
results may differ from these estimates under difie assumptions or conditions. We discuss theldpment and selection of the criti
accounting estimates with the Audit Committee of Board of Directors on a quarterly basis, and Aluglit Committee has reviewed ¢
related disclosure in this Form 10-Q.

We believe the following critical accounting poéisi among others, affect our more significant juelgte and estimates used in
preparation of our consolidated financial statersient

Revenue recognition

We produce revenue through agreements with botdibgiowners and the power grid operators. Underagmeements with facilities owne
we use electrical and energy related products hieji energy consumers control energy use in thaidibgs. In conjunction with th
agreement we are members of the power grid opsraiiod have agreed to provide the grids with energpacity, and related ancill:
services during specified times and under specifi@aditions. These transactions are summarizetieaehd of each monthly period
submitted to the power grids for settlement andapgd. While the power grids are our customersy i@ primarily a conduit through whi
these electrical curtailment transactions are me®@ The vast majority of our revenue in 2007 wascessed through the P
Interconnection. PIJM serves as the market for ibatttransactions in a specific region in the @diStates. Our agreement with PIM i
ongoing one as we are members of PIM. These ttimssare initiated by building owners, who are participants. The transactions fc
the basis for our revenue. We have little riskaify, from the concentration of revenue througls fhdwer grid as it's a not-fqurofit
organization that exists to act as the marketlegtacal transactions.

15




Index

In 2008, we have revised our accounting for reserfiee collections of revenues. The revision in oeserve accounting is a result
improvements in our ability to accurately estimatellections, which is based upon historical trergsd timely and accure
information. Previously the transactions wereorded as revenue on the settlement date, whichfaliad5-70 days after the transaction ¢
from which the revenue is derived, because managebwlieved that without an established history tlis source of revenue, and
potential for disputes, that the settlement datewbich both parties agree to the amount of revéauecognize, was the most conserv:
and appropriate date to use. For periods beginnitigthe first quarter of 2008 and forward, reveritom these settlements will be accr
into the prior month instead of recognizing revemsethe settlement amounts were received. Thedefahese settlement amounts b
realized over these prior two years has been exrlseatcurate so that management believes it isoppipte to accrue the settlement amo
into the prior month. This revision in our rese&counting resulted in an extra month of revenei@grecorded in the first quarter
2008. This quarter contains the payment receimekhnuary of 2008 (which was not accrued into Déxerand the settlement amounts f
the fifth business day in February, March and Apfi2008, each of which was accrued into the pmonths of January, February and Mz
of 2008.

An additional source of our revenue is derived fragneements with the power grid operators wheretmoathly reserve fee is paid for
agreement to standby, ready to provide relief & fthrm of curtailment of energy usage, in timeshigh energy demand. We record tt
payments as revenue over the period during whichearequired to perform under these programs. Uodgain programs, our obligation
perform may not coincide with the period over whigh receive payments under that program. In ticeases we record revenue over
mandatory performance obligation period and reeordceivable for the amount of payments that véllréceived after that period has t
completed.

Accrualsfor contingent liabilities

We make estimates of liabilities that arise fromioas contingencies for which values are not fldhown at the date of the accrual. Tt
contingencies may include accruals for reservesctmts and awards involving legal settlements, scasssociated with vacating lea
premises or abandoning leased equipment, and icnstived with the discontinuance of a segment dluainess. Events may occur that
resolved over a period of time or on a specifiufatdate. Management makes estimates of the paltenst of these occurrences, and che
them to expense in the appropriate periods. Ifultienate resolution of any event is different thaanagemens estimate, compensat
entries to earnings may be required.

Purchase price allocation and impairment of intangible and long-lived assets

Intangible and londived assets to be held and used are reviewedripairment whenever events or changes in circumssainclicate that tt
carrying amounts of such assets may not be recdolee@etermination of recoverability is based oneatimate of undiscounted future c
flows resulting from the use of the asset, aneévtsntual disposition. Measurement of an impairntesd for intangible and lonlived asset
that management expects to hold and use is baste dair value of the asset as estimated usingaudnted cash flow model.

We measure the carrying value of goodwill recoriteconnection with the acquisitions for potentialpairment in accordance with SFAS
142, Goodwill and Other Intangible Assets.” To 3ppIFAS 142, a company is divided into separatediriépg units,” each representil
groups of products that are separately managedthipurpose, we have one reporting unit. To deitee whether or not goodwill may
impaired, a test is required at least annually, miode often when there is a change in circumstatiegscould result in an impairment
goodwill. If the trading of our common stock is el book value for a sustained period, or if othegative trends occur in our results
operations, a goodwill impairment test will be menfied by comparing book value to estimated marldtiesr To the extent goodwill
determined to be impaired, an impairment chargederded in accordance with SFAS 142.
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We tested our intangibles for impairment as ofehd of fiscal years 2007, 2006, and 2005. Goodvi$106,544,871 was recorded upon
acquisition of ECI, and represents the excess @fptirchase price over the fair value of the negitde and intangible assets acquired
December 31, 2005, it was determined in an indegrenealuation that the goodwill generated in thégsaction was impaired. The Comp
decided to write off approximately $77,191,344 libtgoodwill. The writeaff of the goodwill, and the amortization of theangible asse
are included in operating expenses in the condelilatatements of operations. There were no clsaingthe carrying value of goodwill
December 30, 2006 and December 29, 2007.

Stock-Based Compensation

On January 1, 2006, we adopted Statement of FiabAccounting Standards No. 123 (revised 2004) at8fBased Payment,” (“SFAS 123
(R)") which requires the measurement and recognitibcompensation expense for all shbased payment awards made to employee
directors including employee stock options baseésiimated fair values. SFAS 123(R) supersedeprawious accounting under Account
Principles Board Opinion No. 25, “Accounting foroBk Issued to Employees” (“APB 25fpr periods beginning in fiscal 2006. In Ma
2005, the Securities and Exchange Commission isSiaff Accounting Bulletin No. 107 (“SAB 107"elating to SFAS 123(R). Tl
Company has applied the provisions of SAB 107dradoption of SFAS 123(R).

We adopted SFAS 123(R) using the modified prospedtiansition method, which requires the applicatid the accounting standard a:
January 1, 2006, the first day of the Comparfiscal year 2006. Our Consolidated Financialestants for three months ended June 28,
and June 30, 2007 reflect the impact of SFAS 123%R)ckbased compensation expense recognized under SFXR)1fr the three mont
ended June 28, 2008 and June 30, 2007 was $274n005284,000, respectively.

SFAS 123(R) requires companies to estimate thevédire of share-based payment awards on the dapenf using an optiopricing model
The value of the portion of the award that is ultiely expected to vest is recognized as expensetbgerequisite service periods in

Consolidated Statement of Operations. Prior toathaption of SFAS 123(R), we accounted for stbaked awards to employees and dire
using the intrinsic value method in accordance WAIPB 25 as allowed under Statement of Financial oiating Standards No. 1:
“Accounting for Stock-Based Compensation” (“SFAS37)2 Under the intrinsic value method, no stdzksed compensation expense had
recognized in our Consolidated Statement of Opmmatbecause the exercise price of our stock optioasted to employees and direc
equaled the fair market value of the underlyinglstat the date of grant.

Stock-based compensation expense recognized dilméngeriod is based on the value of the portioshafrebased payment awards the
ultimately expected to vest during the period. Btbased compensation expense recognized in our Gdatsal Statements of Operations
the three months ended June 28, 2008 and Jun@®@0,irZcluded compensation expense for sihased payment awards granted prior to
not yet vested as of December 31, 2005 based ogrémt date fair value estimated in accordance thighpro forma provisions of SFAS 1
and compensation expense for the shmsed payment awards granted subsequent to Dec&hb2005 based on the grant date fair v
estimated in accordance with the provisions of SERS(R). SFAS 123(R) requires forfeitures to bénested at the time of grant and revis
if necessary, in subsequent periods if actual fiorfes differ from those estimates.

Upon adoption of SFAS 123(R), we are using the IBlacholes option-pricing model as its method ofuatibn for shardsased awarc
granted beginning in fiscal 2006, which was alsevfusly used for our pro forma information reqditender SFAS 123. Our determinal
of fair value of share-based payment awards onddte of grant using an optigmicing model is affected by our stock price as|vees
assumptions regarding a number of highly complek saubjective variables. These variables includé abe not limited to our expected st
price volatility over the term of the awards, amdtain other market variables such as the riskifresgest rate.
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Computation of Net Income (Loss) per Share

Basic earnings (loss) per common share is computdg the weightedverage number of common shares outstanding duhe
period. Diluted earnings per common share is cdaetpwsing the combination of dilutive common sharpivalents, which incluc
convertible preferred shares, options and warrantsthe weightedverage number of common shares outstanding dtifengeriod. Durin
the three and six months ended June 28, 2008 amsl 3, 2007, common stock equivalents are not dersil in the calculation of t
weighted average number of common shares outsirminause they would be adtiutive, thereby decreasing the net loss per con
share.

Concentrations

Financial transactions and instruments that paiiytsubject us to concentrations of credit riskngist primarily of revenue generat
transactions and the resultant accounts receivdbleing the three months ended June 28, 2008,ntevdrom one major custon
approximated $4,809,000 or 95% of sales. Thismeeds the result of multiple participating electdonsumers who each executed my
energy transactions that were aggregated and hdléde PJM Interconnection, or PJM. The reversudeipendent on actions taken by tl
third parties in conjunction with ECI, for which ®Jas our customer remits payment. The transastiorm the basis for our revenue.
have little risk, if any, from the concentration reivenue through this power grid as it's a notgoufit organization that exists to act as
market for electrical transactions. Of these pguéints, there were three whose transactions egbsitt revenue that totaled 10% or r
(21%, 17% and 12%) of our revenue in the three hwahded June 28, 2008 and two whose transactsnked in revenue that totaled 1
or more (46% and 18%) of our revenue in the threaths ended June 30, 2007. For the six month gherdled June 28, 2008 there were
participants whose transactions resulted in revehaetotaled 21% and 13% of our revenue. Forstkenonth period ended June 30, 2(
there were two participants whose transactiondtezsin revenue that totaled 50% and 17% of ouenewe.

At June 28, 2008 and December 29, 2007 there wascastomer whose accounts receivable accountedllfaf our outstanding tra
accounts receivable. We have little risk, if afggm the concentration of receivables through thésver grid as it's a not-foprofit
organization that exists to act as the market fectdcal transactions. We perform limited creeialuations of our customers and do
require collateral on accounts receivable balan¥és. have not experienced material credit lossesh® periods presented. The leve
revenue resulting from any single participarttansactions may vary and the loss of any oribasfe participants, or a decrease in the le\
revenue from transactions generated by any onbaesfet participants, could have a material advergadtmon our financial condition a
results of operations.

Recent Accounting Pronouncements

See Note 1 of the Condensed Consolidated Finastébments for a full description of new accountprgnouncements, including !
respective expected dates of adoption and effectesults of operations and financial condition.

Results of Operations

The financial information presented for the threel aix months ended June 28, 2008 and June 30, 280résents activity in Microfie
Group, Inc. and its wholly-owned subsidiaries, @&t ECI.

Sales . Revenue for the three months ended June 28, 2@88%$5,063,000 compared to $3,117,000 for theetmmenths ended June
2007. This increase in year-owsrar quarterly revenue in ECI represents both asmd usage of services and growth of the partitipas
within ECI. Transactions during the quarter byethparticipants generated 21%, 17%, and 12% ofCtmpanys total revenue for the thi
months ended June 28, 2008. Transactions by twipants generated 46% and 18% of the Compatotal revenue for the three mor
ended June 30, 2007.

We produce revenue through agreements with botdibgiowners and the power grid operators. Underagmeements with facilities owne
we use electrical and energy related products hieji energy consumers control energy use in thaidibgs. In conjunction with th
agreement we are members of the power grid opsratod have agreed to provide the grids with energpacity, and related ancill:
services during specified times and under specifi@aditions. These transactions are summarizetieaehd of each monthly period
submitted to the power grids for settlement andapgd. While the power grids are our customersy e primarily a conduit through whi
these electrical curtailment transactions are @ms®e. The vast majority of our revenue in 2007 prasessed through PJM. Our agreel
with PJM is an ongoing one as we are members of. POIse transactions are initiated by building essnwho are our participants. Th
transactions form the basis for our revenue.
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Revenue for the six months ended June 28, 2008 $1&5442,000 compared to $5,717,000 for the six hmrgnded June :
2007. Transactions by two participants generaté® 2and 13% of the Compamsy'total revenue for the six months ended Junt
2008. Transactions by two participants genera@d &nd 17% of the Company’s total revenue for thke®nths ended June 30, 2007.

Cost of Sales . Cost of sales totaled $4,300,000 (or 84.9% tds3dor the fiscal quarter ended June 28, 2008)paved to $2,500,000 |
80.2% of sales) for the same period in the pri@ryd his increase in costs coincides with the éidavels of sales in the current year que
Cost of sales for the six months ended June 28 2&3 $10,487,000 compared to $4,668,000 for thensinths ended June 30, 2007. (
of sales includes the payments to our participfortéransactions initiated by them, and varioustg€woequired to do business in the grid
which we operate.

Gross Profit.  Gross profit for the three months ended June2@88 was $763,000 (or 15.1%) compared to $617,0009.8%) for the san
period in 2007. This decrease in gross margin @¥odof total sales is due primarily to increasethmpercentages paid for transactions ir
participant base combined with start up costs aatmtwith entering new grid territories. Grossfjirfor the six months ended June 28, 2
was $1,955,000 (or 15.7%) compared to $1,049,0008@3%) for the same period in 2007.

Future gross profit margins will depend on the Camys ability to sign contracts with participants fagtmer percentages for the duratiol
the contract term. The Company will record revefmam capacity programs in the third quarter of @ a margin level that when combil
with economic transaction revenue are anticipate@sult in overall gross margins for the full yedapproximately 20%.

Operatin g Expenses . Operating expenses were $3,196,000 (63.1% eiskdbr the three months ended June 28, 2008, aechpe
$1,948,000 (62.5% of sales) for the three montlieérdune 30, 2007. This increase in expensesnisuply due to added personnel cost
ECI as we continue to invest in the sales forceleddo build ECI's revenue base. Included in theesu quarters expense was $274,00(
non-cash, stock-based compensation expense. anmbunt, $94,000 of narash expense was due to accelerated vesting aftineestocl
options for employees of CEI negotiated in the sélthe stock of CEI. Nowash, stock based compensation expense totaleq0B28ih thi
same quarter in 2007.

The percentage of operating expenses to salefidocurrent quarter was comparable with the pri@r'gepercentage of operating expel
compared to total sales in that quarter. Operagiuenses are comprised mainly of payroll costlitias rent, outside services, insurat
utilities and depreciation. Personnel costs, whidude salary, payroll taxes, fringe benefitgroiting and training totaled $1,744,000
the three months ended June 28, 2008 compareB®R in the three months ended June 30, 2007.

Operating expenses were $6,298,000 (50.6% of salef)e six months ended June 28, 2008, compar&8,726,000 (65.2% of sales) for
six months ended June 30, 2007. The increasesisadbigher personnel costs associated with bujlthie sales force in ECI. Operating c
were also affected by the non-cash charge for dbasled compensation, which was $472,000 for thermrths ended June 28, 2C
compared to $484,000 in the six months ended JOn20®7.

Interest Expense. Net interest income was $14,000 for the threatiroended June 28, 2008, compared to $5,000ddhtke months end

June 30, 2007. The Companycash levels were higher in the second quart@008 compared to the available cash in the secaoadear o
2007. Net interest income was $20,000 for thevsixths ended June 28, 2008 compared to $11,0@Bd®@ix months ended June 30, 2007.
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Gain / Loss From Discontinued Operations . Discontinued operations represents a loss fromogierations of the Christenson Elec
electrical construction business. On November22®7, our board of directors signed an agreemeneliocall of the shares of our wholly-
owned subsidiary Christenson Electric, Inc. to apomation formed by the management of CEIl. Thesagent was approved by
shareholders in a vote on March 10, 2008. Thdrgosccurred on April 24, 2008. The Company recdrdains from discontinued operatir
of $29,000 and $263,000 for the three months erdded 28, 2008 and June 30, 2007, respectivelye AQdémpany recorded losses fi
discontinued operations of $146,000 and $369,00hf six months ended June 28, 2008 and JuneDBJ, PespectivelyOn April 24, 200¢
the sale of discontinued operations was consunatddhe Company recorded a gain on the sale obmtiswied operations in the amoun
$135,000.

Income Taxes. There was a small provision for income taxeslierthree and six months ended June 28, 2008 dmntmum income taxe
due to various state tax agencies in those peribldsfederal tax benefit from loss carryback wasorded in either year as there was
income tax paid in the open loss carryback periddsee Company has provided a full valuation alloeenn its net deferred tax asset.

Liquidity and Capital Resources

Since inception, the Company has financed its diper® and capital expenditures through public andape sales of equity securities, ¢
from operations, and borrowings under bank linesreflit. At June 28, 2008, the Company had pasitworking capital of approximate
$230,000 and its primary source of liquidity cotesisof cash generated through its private placemethicash generated from operations.

On May 7, 2008 we closed a private placement irctviie issued 9,051,310 shares of common stocktirgsith aggregate cash proceed
$3,512,000 and elimination of accounts payable1df3$000. In conjunction with this private placermeme also issued 4,525,655 five y
warrants exercisable at $0.60 per share. The edscef this financing will be used for general wngkcapital purposes.

Accounts receivable increased to $1,929,000 at 280008 from $1,533,000 at December 29, 200% imbrease is due to the revisiol
our accounting for reserves for collections of rexes. These receivables were produced by wholetad&ric market transactions initiated
electricity consumers with whom waee contracted. The receivables are not net ofadloyvance for doubtful accounts. Management ex
these receivables to increase or decrease in agwmedvith the increases and decreases in revemels kchieved in future quarters. To
extent that we expect to record significant revefiaen the ILR capacity program in PIM in the thigdarter, receivables will increase
accordance with the revenue recognized, but notrgetived as of the end of the third quarter. Tdrge majority of our revenue, &
therefore cash and receivables, is generated thringgPJM Interconnection. PJM serves as the méokelectrical transactions in a spec
region in the United States. We are members of,Ri our relationship with this power grid is petyml. We have little risk, if any, frc
the concentration of revenue through this powed @s it's a not-foprofit organization that exists to act as the maiie electrica
transactions.

Property and equipment, net of depreciation in@éas $260,000 at June 28, 2008, compared to $20290 December 29, 2007. T
increase was due primarily to the purchase of caenpmguipment less normal depreciation on fixe@t@ssThe Company does not anticij
spending significant amounts to acquire fixed askmtthe foreseeable future.

Accounts payable increased to $3,657,000 at Jun2@B from $2,976,000 at December 29, 2007. ifuiease is due to the revision in
accounting for reserves for collections of revenwbdéch precipitated an accrual of participant pagteebased on the increase in acc
revenue. Payables consist primarily of the paysierdde to participants in our economic and capacdagrams.

The Company had no commitments for capital expansitin material amounts at June 28, 2008.
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As a result of our history of losses and our expwring difficulty in generating sufficient cashwiido meet our obligations and sustain
operations, our independent registered public attmg firm, in their report included in our Decemt#9, 2007 Form 1@, have expressi
substantial doubt about our ability to continugyamg concern.

In prior periods, we generated cash through owodinued operating subsidiary, Christenson Electric. This subsidiary also held a :
million operating line of credit under which we bmwed funds against eligible accounts receivabilee funds generated from -
discontinued operations and their debt facilityl wib longer be available to the continuing enti8l future cash will need to be genere
from the operations of EnergyConnect, and from furadsed through future debt and equity financstgsuld cash generated from operat
prove insufficient.

The Company closed a private placement in whiclssaeed 9,051,310 shares of common stock resuttiaggregate cash proceeds of
$3,512,000 and elimination of accounts payablel®33000. In conjunction with this private placemeve also issued 4, 525,655 five year
warrants exercisable at $0.60 per share. The edscef this financing will be used for general wngkcapital purposes.

By adjusting the Company’'operations and development to the level of cligdtéon, management believes it has sufficientitedypesource
to meet projected cash flow deficits. However, ufridg that period or thereafter, the Company is sutcessful in generating suffici
liquidity from operations or in raising sufficienfpital resources, on terms acceptable to thesicthild have a material adverse effect ol
Companys business, results of operations liquidity anduicial condition. If operations and cash flows oo to improve through the
efforts, management believes that the Company oatinue to operate. However, no assurance cariviea that managemestactions wil
result in profitable operations or the resolutidiit® liquidity problems.

Inflation
In the opinion of management, inflation will notvieaan impact on the Company’s financial conditiod eesults of its operations.
Off-Balance Sheet Arrangements

The Company does not maintain off-balance sheangements nor does it participate in any egohange traded contracts requiring
value accounting treatment.

ltem 3. Quantitative and Qualitative Disclosures Adout Market Risks.

The Company does not own or trade any financiatungents about which disclosure of quantitative gndlitative market risks are required
to be disclosed.

ltem 4. Controls and Procedures

Disclosure controls and procedures are controlsodmer procedures that are designed to ensuréntioamation required to be disclosed by
in the reports that we file or submit under the liaxage Act is recorded, processed, summarized gadteel, within the time periods specif
in the Securities and Exchange Commissoniles and forms. Disclosure controls and proeelimclude, without limitation, controls &
procedures designed to ensure that informationimedjto be disclosed by us in the reports thatileeuhder the Exchange Act is accumuli
and communicated to our management, including oincipal executive and financial officers, as apprate to allow timely decisiol
regarding required disclosure.
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Evaluation of Disclosure Controls and Procedures

As of the end of the period covered by this QuirtReport, we carried out an evaluation, underdingervision and with the participation
our Chief Executive Officer (CEO) and Chief FinaldDfficer (CFO), of our disclosure controls andgedures (as defined in Rules 13a-15
(e) and 15d-15(e) under the Securities ExchangeoAdi934, as amended (the “Exchange ActBpsed on that evaluation, our CEO
CFO concluded, as of the end of such period, @matasure controls and procedures were effectivensuring that the information requiret

be filed or submitted under the Exchange Act ioréed, processed, summarized and reported as ispeiifthe Securities and Excha
Commission's rules and forms, and accumulated andnunicated to our management, including our CE@D@RRO, as appropriate to all
timely decisions regarding required disclosure.

The Company’s independent auditors have issuedudit eeport on the effectiveness of the Companiyiternal control over financ
reporting as of December 29, 2007.

Changes in Internal Control over Financial Reportirg

Except as described below, there were no changeteimal controls over financial reporting thatomed during the period covered by
report that have materially affected, or are reabbnlikely to materially effect, our internal coat over financial reporting.

Among the changes in internal controls that hawnhbmplemented in the past several periods are:

Revenue recognition
» Criteria and procedures established defining apgt@ustomer contrac

«  Control function established to review and mon&ompliance to new procedur
* Improved document control and file check out prared
* Procedure established defining consistent percerdampletion Gross Margin estimation proc

Cash disbursements and liability recognition
e Document control system established and monitaveddmpliance

»  Cut off procedures formalized and consistently &sok
* Centralized departmental budgets and accountabktitgblishe(
» Purchasing procedures have been formalized anaimggitation has been comple

» Procedures instituted to provide for appropriaggasation of dutie:

* Procedures established and personnel assignedawcike key accounts on a timely ba
+  Control function added to review reconciliatic

e Control evidence records and procedures for edzfujection

» Timely and frequent project revieu

» Timely closing and review of books and recc

» Deadlines imposed for period end closil
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To correct the material weakness, checklists haenlileveloped delineating tasks, preparation redpibties, and review responsibiliti
targeting specific completion dates. The checkiists/ide evidentiary support of work performed amdiew. Specific checklists have b
developed for nomuarter end months, quarter end months and theaholuse. These checklists were developed in 20@62807, and we
implemented in the 2008 quarterly close processdsitilized in the preparation of this QuarterlypRe.

Our officers have been working with the Board ofdotors to address recommendations from our regstedependent public account
firm regarding deficiencies in the disclosure colgrand procedures. Management expects that tlegerocedures will result in disclos!

controls and procedures pursuant to Rule 18af the Exchange Act, which will timely alert t&EO to material information relating to «
requirements to be included in our Exchange Aitda.

PART Il. OTHER INFORMATION

Item 1. Legal Proceedings
The Company is subject to legal proceedings aninslawhich arise in the ordinary course of its hess. Although occasional adve
decisions or settlements may occur, the Compangued that the final disposition of such mattersuith not have a material adverse effec
its financial position, results of operations quiidity.
Item 1A. Risk Factors
In addition to the other information set forth imist report, you should carefully consider the festdiscussed in Item 7 (Manageme
Discussion and Analysis of Financial Condition &Hdn of Operation) of our Annual Report on FormKL@r the year ended December
2007 (the "Annual Report"), which could materiadlffect our business, financial condition or futwesults. There have been no mat
changes to the risk factors disclosed in the AnRegort.
ltem 2. Unregistered Sales of Equity Securities and Use Bfoceeds
On May 7, 2008 we closed a private placement irctvimie issued 9,051,310 shares of common stocktiregith aggregate cash proceed
$3,512,000 and elimination of accounts payable1df3$000. In conjunction with this private placememe also issued 4,525,655 five y
warrants exercisable at $0.60 per share. The pdsocef this financing will be used for general wogkcapital purposes.
Item 3. Defaults Upon Senior Securities

None
Item 4. Submi ssio n of Matters to a Vote of Sadty Holders

There were no matters submitted to a vote of sgchiolders during the quarter.

ltem 5. Other Information

None
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ltem 6. Exhibits
(a) The exhibits filed as part of this report as¢eld below:

Exhibit No.
31.1  Certification of Chief Executive Officer puiant to Section 302, of the Sarbanes-Oxley Act0f9f2

31.2  Certification of Chief Financial Officer pursut to Section 302, of the Sarbanes-Oxley Act @20

32.1  Certification of Chief Executive Officer pumst to 18 U.S.C. Section 1350, as adopted purgaa@ection 906 ¢
the Sarbanes-Oxley Act of 2002.

32.2  Certification of Chief Financial Officer pwrant to 18 U.S.C. Section 1350, as adopted pursa&@ection 906 of
the Sarbanes-Oxley Act of 2002.

24




Index
SIGNATURES

In accordance with the requirements of the Exchaxmethe registrant caused this report to be sigmeits behalf by the undersigned,
thereunto duly authorized.

Dated: August 7, 2008
MICROFIELD GROUP, INC
By: /s/ Rodney M. Bouche
Rodney M. Bouche

Chief Executive Office
(Principal Executive Officer
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CERTIFICATIONS Exhibit 31.1

I, Rodney M. Boucher, certify that:
1. | have reviewed this quarterly report on FA®Q of Microfield Group, Inc.;

2. Based on my knowledge, this quarterly redods not contain any untrue statement of a mafegabr omit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to
the period covered by this quarterly report;

3. Based on my knowledge, the financial statémemd other financial information included instijuarterly report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in this
quarterly report;

4. The registrant’s other certifying officersddnare responsible for establishing and maintgmiisclosure controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-1#he registrant and we have:

a) designed such disclosure controls and procedoissure that material information relating te thgistrant, including its consolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period inieh this quarterly report is being prepared,;

b) evaluated the effectiveness of the registraligsdosure controls and procedures and presentiaisineport our conclusions about the
effectiveness of the disclosure controls and pros] as of the period covered by this report baseslich evaluation; and

¢) disclosed in this report any change in the teaig's internal control over financial reportintat occurred during the registrant’'s most
recent fiscal quarter (the registrant’s fourth dilsguarter in the case of an annual report) thathaterially affected, or is reasonably likely to
materially affect, the registrant’s internal cohmwger financial reporting;

5. | have disclosed, based on my most recetiaian, to the registrant's auditors and the acmiitmittee of registrant's board of directors
(or persons performing the equivalent function):

a) all significant deficiencies in the design oeogtion of internal controls which could adversaffect the registrant's ability to record,
process, summarize and report financial data awe foentified for the registrant's auditors any enal weaknesses in internal controls; and

b) any fraud, whether or not material, that invelveanagement or other employees who have a sigmifiole in the registrant's internal
controls; and

6. | have indicated in this quarterly report wWieg or not there were significant changes in imdécontrols or in other factors that could
significantly affect internal controls subsequenttte date of my most recent evaluation, including corrective actions with regard to
significant deficiencies and material weaknesses.

Date: August 7, 2008
/s/_Rodney M. Bouche

Rodney M. Bouche
Chief Executive Office




CERTIFICATIONS Exhibit 31.2

I, Randall R. Reed, certify that:
1. | have reviewed this quarterly report on FA®Q of Microfield Group, Inc.;

2. Based on my knowledge, this quarterly redods not contain any untrue statement of a mafegabr omit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to
the period covered by this quarterly report;

3. Based on my knowledge, the financial statémemd other financial information included instijuarterly report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in this
quarterly report;

4. The registrant’s other certifying officersddnare responsible for establishing and maintgmiisclosure controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-1#he registrant and we have:

a) designed such disclosure controls and procedoissure that material information relating te thgistrant, including its consolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period inieh this quarterly report is being prepared,;

b) evaluated the effectiveness of the registraligsdosure controls and procedures and presentiaisineport our conclusions about the
effectiveness of the disclosure controls and pros] as of the period covered by this report baseslich evaluation; and

¢) disclosed in this report any change in the teaig's internal control over financial reportintat occurred during the registrant’'s most
recent fiscal quarter (the registrant’s fourth dilsguarter in the case of an annual report) thathaterially affected, or is reasonably likely to
materially affect, the registrant’s internal cohmwger financial reporting;

5. | have disclosed, based on my most recetiaian, to the registrant's auditors and the acmiitmittee of registrant's board of directors
(or persons performing the equivalent function):

a) all significant deficiencies in the design oeogtion of internal controls which could adversaffect the registrant's ability to record,
process, summarize and report financial data awe foentified for the registrant's auditors any enal weaknesses in internal controls; and

b) any fraud, whether or not material, that invelveanagement or other employees who have a sigmifiole in the registrant's internal
controls; and

6. | have indicated in this quarterly report wWieg or not there were significant changes in imdécontrols or in other factors that could
significantly affect internal controls subsequenttte date of my most recent evaluation, including corrective actions with regard to
significant deficiencies and material weaknesses.

Date: August 7, 2008
/s/Randall R. Ree

Randall R. Ree
Chief Financial Office




Exhibit 32.1

CERTIFICATION PURSUANT TO SECTION 906
OF
THE SARBANES-OXLEY ACT OF 2002

In connection with the quarterly report on FormQ®f Microfield Group, Inc. (the "Company") for tiperiod ended June 28, 2008, as filed
with the Securities and Exchange Commission ord#tte hereof (the "Covered Report"), I, Rodney Mu@wer, the principal executive
officer of the Company, pursuant to 18 U.S.C. 80,3 adopted pursuant to Section 906 of the Sasb@mley Act of 2002, hereby certify
that:

The Covered Report fully complies with the requiesrts of Section 13(a) or 15(d) of the Securitiestaxge Act of 1934, as amended; and

The information contained in the Covered Reportyfgiresents, in all material respects, the finahcondition and results of operations of the
Company.

IN WITNESS WHEREOF, | have executed this certificas of this 7th day of August 2008.
/s/Rodney M. Bouche

Rodney M. Bouche
Chief Executive Office




Exhibit 32.2

CERTIFICATION PURSUANT TO SECTION 906
OF
THE SARBANES-OXLEY ACT OF 2002

In connection with the quarterly report on FormQ®f Microfield Group, Inc. (the "Company") for tiperiod ended June 28, 2008, as filed
with the Securities and Exchange Commission ord#te hereof (the "Covered Report"), I, Randall Be® the principal financial officer of
the Company, pursuant to 18 U.S.C. § 1350, as adgpirsuant to Section 906 of the Sarbanes-Oxl¢pi2002, hereby certify that:

The Covered Report fully complies with the requiestts of Section 13(a) or 15(d) of the Securitiestaxge Act of 1934, as amended; and

The information contained in the Covered Reportyfgiresents, in all material respects, the finahcondition and results of operations of the
Company.

IN WITNESS WHEREOF, | have executed this certificas of this 7th day of August 2008.
/s/Randall R. Ree

Randall R. Ree
Chief Financial Office




