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U.S. Securities and Exchange Commission

Washington, D. C. 20549

Form 10-Q

X QUARTERLY REPORT UNDER SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended September 27, 2008

0 TRANSITION REPORT UNDER SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission File Number : 0-26226

ENERGYCONNECT GROUP, INC.

(Name of small business issuer in its charter)

Oregon 93-093514¢
(State or other jurisdictioof incorporation or organizatiol (I. R. S. Employeldentification No.)

5335 SW Meadows Rd., Suite 325
Lake Oswego, Oregon 97035
(Address of principal executive offices and zip €pd

(503) 603-3500
(Issuer’s telephone number)

Microfield Group, Inc.
111SW Columbia Avenue, Suite 480
Portland, Oregon 97201
(Former Name and Former Address, if Changed Sincedst Report)

Indicate by check mark whether the registranth@s filed all reports required to be filed by Sewtl3 or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for sslobrter period that the Registrant was requirdddsuch reports), and (2) has been su
to such filing requirements for the past 90 days: YesX No[

Indicate by check mark whether the registrant large accelerated filer, an accelerated filer,oa-@ccelerated filer or a smaller report
company. See the definition of “large acceleratked,f “accelerated filer” and “smaller reportimpmpany” in Rule 1212 of the Exchange A
(Check one).

O Large Accelerated File K Accelerated File O Non-Accelerated File O Smaller reporting compar

Indicate by check mark whether Registrant is al sloehpany (as defined in Rule 12b-2 of the Exchafhg®. [0 Yes ® No

The number of shares outstanding of the Regiss&@wmmon Stock as of October 31, 2008 was 95,0I%Béres.
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Item 1. F ina ncial Statements
EN ER GYCONNECT GROUP, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

September 2°  December 2¢

2008 2007
Current assett (Unaudited)

Cash and cash equivalel $ 2,142,16! $ 758,29¢
Certificates of depos 300,00( 133,40(
Accounts receivabl 7,164,58! 1,532,84.
Other current asse 586,78¢ 551,60:
Discontinued operatior - 12,666,60

Total current asse 10,193,54 15,642,74
Property and equipment, r 313,43¢ 202,48
Intangible assets, net (Note 1,693,38! 1,872,68!
Goodwill 29,353,52 29,353,52
Other asset 79,38¢ 43,17¢
Discontinued operations - 971,01°

$ 41,633,28 $ 48,085,64

Current liabilities:

Accounts payabl $ 7,309,38. $ 2,975,84
Bank line of credit (Note 4 117,25¢ 118,45t¢
Other current liabilitie: 241,78: 122,65:
Discontinued operations - 13,549,40

Total current liabilities 7,668,42 16,766,36

Long-term liabilities:

Discontinued operations - 61,327

Total long-term liabilities - 61,327

Commitments and contingenci
Shareholder equity :
Common stock, no par value, 225,000,000 share®rrgil, 95,079,961 and 83,569,416 shares issue

outstanding, respectively (Note 120,707,68 115,776,41
Common stock warrants (Note 36,098,28 36,178,21.
Accumulated defici (122,841,10) (120,696,67)

Total shareholde’ equity 33,964,86 31,257,95.

$ 41,633,28 $ 48,085,64

The accompanying notes are an integral part oktheaudited condensed consolidated financial stiesn
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ENER GY CONNECT GROUP, INC.

CONDENSED CONSOLIDATED STATEMENT OF OPERATIONS

(Unaudited)

Three months ende
September 2 September 2

Nine months ende
September 2 September 2

2008 2007 2008 2007

Sales $ 11,641,12 $ 4,690,54 $ 24,082,82 $ 10,408,03
Cost of goods sold 6,458,01! 2,244,08 16,944,72 6,912,57!

Gross profil 5,183,11 2,446,46. 7,138,09! 3,495,45
Operating expenst

Sales, general and administrative 3,023,90 2,008,45! 9,322,22. 5,733,04:
Income (loss) from operatiol 2,159,21. 438,00« (2,184,12) (2,237,59)
Other income (expens

Interest income (expense), | (12,28¢) 14,48¢ 7,39 25,31

Other income, ne 16,81" 234,444 43,58( 236,69:
Income (loss) before provision for income ta 2,163,74 686,93t (2,133,14) (1,975,58)
Provision for income taxe - - -
Income (loss) from continuing operatic 2,163,74 686,93t (2,133,14) (1,975,58)
Discontinued operation

Gain (loss) on discontinued operatic - 163,88¢ (146,05) (206,67¢)

Gain on sale of discontinued operations - - 134,77! -
Net income (loss $ 2,163,74 $ 850,82! $ (2,144,43) $ (2,182,26)
Net income (loss) per share from continuing opereti

Basic $ 0.0z $ 0.01 $ (0.02) $ (0.09)

Diluted $ 0.0z $ 0.01 $ (0.02) $ (0.09)
Net income (loss) per share from discontinued dpers:

Basic $ 0.0C $ 0.0C $ 0.0C $ (0.00)

Diluted $ 0.0C $ 0.0C $ 0.0C $ (0.00)
Net income (loss) per shal

Basic $ 0.0z $ 0.01 $ (0.02) $ (0.09)

Diluted $ 0.0z $ 001 $ (0.02) $ (0.03%)
Shares used in per share calculatit

Basic 94,684,42 83,135,86 89,941,13 82,023,50

Diluted 94,697,28 86,052,44 89,941,13 82,023,50

The accompanying notes are an integral part okthesudited condensed consolidated financial statesn
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ENE RG YCONNECT GROUP, INC.

CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS

Cash Flows From Operating Activitie
Net loss
Add (deduct)
Loss on discontinued operatic

Loss from continuing operatiol
Depreciation of equipmel
Amortization of intangible asse
Option vesting valuatio
Common stock issued for servic

Changes in current assets and liabilit
Restricted cas
Accounts receivabl
Other current asse
Other asset

Accounts payabl
Other current liabilitie:

Net cash used by continuing operati
Net cash provided (used) by discontinued opera:
Net cash used by operating activit

Cash flows from investing activitie
Purchases of fixed assets

Net cash provided(used) by continuing investintyéies
Net cash used by discontinued investing activities
Net cash used by investing activities
Cash flows from financing activitie

Repayments on line of cre«

Exercise of options and warrat

Proceeds from private placement, net of directscost
Net cash provided (used) by continuing financintvées
Net cash provided by discontinued financing adtwsit
Net cash provided by financing activities

Net increase (decrease) in cash and cash equis

Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of pe

Supplemental disclosures for cash flow informat
Cash paid during the period for inter
Cash paid during the period for income ta

Supplemental schedule of r-cash financing and investing activiti

Conversion of preferred to comm

(Unaudited)

Nine Months Ende:

September 2 September 2

2008

2007

$ (2,144,43) $ (2,182,26)

11,28: 206,67
(2,133,14)  (1,975,58)
89,40¢ 24,50+
179,30( 179,30(
643,80: 668,44
214,88: -
(166,600  (1,801,54)
(5,631,74) (698,89
(412,509) (217,339)
(36,21%) (74,66%)
4,139,86. 520,20
119,13( (101,86()
(2,993,82)  (3,477,43)
379,31¢ 1,121,941
(2,614,50)  (2,355,49)
(200,36() (40,38:)
(200,36() (40,38:)
(534,32Y) (262,11))
(734,68 (302,49
(1,19€) (984)
718,20 613,02:
3,476,89. (39,02
4,193,89! 573,01(
539,16: 1,017,56'
4,733,06: 1,590,57"
1,383,86! (1,067,40)
758,29¢ 2,193,30:

$ 2,142,160 $ 1,12590
$ 8,73: $ 196,49
$ - $ 15,65
$ - $ 1,031,09:



The accompanying notes are an integral part oktheaudited condensed consolidated financial stiesn
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ENER GY CONNECT GROUP, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 27, 2008
(Unaudited)

1. Description of the Business

General

The accompanying unaudited condensed consolidateshdial statements have been prepared in accadasith accounting principl
generally accepted in the United States of Ameiacanterim financial information and with the imsttions 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 (isbing of normal recurring accruals) consideredassary for a fair presentation have t
included. Accordingly, the results from operatidosthe three and nineonth periods ended September 27, 2008, are nessadly indicativ
of the results that may be expected for the yede@rdanuary 3, 2009. The unaudited condensed ddeisal financial statements shoulc

read in conjunction with the consolidated Decenf#t$r2007 financial statements and footnotes thénetaded in the Company's Form 10-K.

Business and Basis of Presentat

On September 24, 2008, our shareholders voteddongehthe name of the Company to EnergyConnect Gilaap from Microfield Grouy
Inc. EnergyConnect Group, Inc. (the “Company,” ;wais,” or “our”) through its subsidiary EnergyCoect, Inc. (“ECI”) provides a fu
range of demand response services to the eleaviempindustry. Our customers are the regional gpdrators who pay us market rates
reductions in electrical demand during periods ightprices or peak demand and for being on stantblneduce electric power demand
request at periods of capacity limitations or isp@nse to grid emergencies. Our suppliers are lkeogemercial 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 loyit@il electric demand on request.

Through proprietary technology and business pra&sesge automate electric consumer demand respoassattions and the associi
measurement, verification, and support decisiolbese 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 piggtes. 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 constructimf new electrical generating plants. Through bigéfficiencies on the grid, lower cosi
generation and improved reliability all consumefrglectricity benefit from our demand response\diitis on the electrical grid. By providi
consumers of electricity an effective means of e@siing to grid wholesale prices of electricity wamplete the supply demand market plac
electricity and provide offsetting market forcesetectricity generators.

Our customers are regional electric grid operasach as PJM, the largest electric grid in the matimd 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. Followir
three year testing and pilot period, we began coroi@eoperations in 2005 and have been growingddieaince then. Our revenues in 2
were $12.6 million. Our suppliers are commerciad andustrial electric energy consumers who wetpashift, curtail, bank, and in some ce
produce electric energy.
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ECI operates on a national footprint currently gegvconsumers and grid operators in more than 2%t ECI delivers services to whole
electric markets of regional electric grids. Stddcneeds of electric grid operators, includingrgpecapacity, and reserves have been fo
into products that can be delivered through ECleys to the grid. ECI technologies, processes,samdices enable buildings and elec
consumers to contribute to such wholesale seriticdsect competition with expensive peaking poywkmts.

In 2003 we acquired a part of Christenson Eleclnic, (“CEI”), and in 2005, we acquired the remainder of CEIl &edoperations of ECI. Tt
combined a 60 year old electrical contracting aahmology business with a high growth demand respdrusiness. In 2007 we determ
that ECI had grown to a self sustaining transipaint and in November 2007 we agreed to sell tbeksof CEIl. Our objective is to levere
our unique and proprietary technologies, busineesgsses, and resources and build a viable, putdidemand response business serv
North American wholesale power markets. Finanditesnents and accompanying notes included in &piert include disclosure of the res
of operations for CEl, for all periods presentesldéscontinued operations. All significant intampany accounts and transactions have
eliminated in consolidation.

The Company was incorporated in October 1986 a@ragon Corporation, succeeding operations thatrbeg®ctober 1984. The Compasy’
headquarters are located in Lake Oswego, Oregon.

Reclassificatior

Certain reclassifications have been made to conforprior periods’ data to the current presentatidmese 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 lastafdyecember. The Comparsyturrer
fiscal year is the 52-week period ending Januar2@®)9. The Company’s last fiscal year was thewg2k period ended December
2007. The Company’s third fiscal quarters in fis2@08 and 2007 were the 18ek periods ended September 27, 2008 and Septefl
2007, respectively.

Revenue Recognitic

We produce revenue through agreements with botdibgiowners and the power grid operators. Underagneements with facilities owne
we use electrical and energy related products hieft energy consumers control energy use in theildibhgs. In conjunction with th
agreement we are members of the power grid operatal have agreed to provide the grids with enexgyacity, and related ancillary servi
during specified times and under specified condgiolrhese transactions are summarized at the esacbfmonthly period and submitted to
power grids for settlement and approval. While plogver grids are our customers, they are primaritpduit through which these electr
curtailment transactions are processed. The vaglrity of our revenue in 2007 was processed thinahg PIM Interconnection. PIM serve
the market for electrical transactions in a spec#igion in the United States. Our agreement Rihl is an ongoing one as we are membe
PJM. These transactions are initiated by buildingers, who are our participants. These transafiorm the basis for our revenue. We't
little risk, if any, from the concentration of reuge through this power grid as it's a not-fonfit organization that exists to act as the maft
electrical transactions.
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In 2008, we have revised our accounting for reserfiee collections of revenues. The revision in easerve accounting is a result
improvements in our ability to accurately estimatellections, which is based upon historical trenalsd timely and accure
information. Previously the transactions wereorded as revenue on the settlement date, whicbdlpifalls 4570 days after the transact
date from which the revenue is derived, becauseagement believed that without an established hidimr this source of revenue, and
potential for disputes, that the settlement datewbich both parties agree to the amount of revéouecognize, was the most conservative
appropriate date to use. For periods beginning thie first quarter of 2008 and forward, revenwenfthese settlements will be accrued intc
prior month instead of recognizing revenue as #tgesnent amounts were received. The record cftisettlement amounts being realized
these prior two years has been extremely accucatkas management believes it is appropriate touacthe settlement amounts into the
month. This revision in our reserve accountingiitesl in an extra month of revenue being recordethe first quarter of 2008. This fi
quarter of 2008 contains the payment received muakgy of 2008 (which was not accrued into Decembad) the settlement amounts from
fifth business day in February, March and April2808, each of which was accrued into the prior ine@mf January, February and Marcl
2008.

An additional source of our revenue is derived fragneements with the power grid operators wherelyoathly reserve fee is paid for
agreement to standby, ready to provide relief & fibrm of curtailment of energy usage, in timeshigh energy demand. We record tf
payments as revenue over the period during whichearequired to perform under these programs. Undgain programs, our obligation
perform may not coincide with the period over whigk receive payments under that program. In tlvases we record revenue over
mandatory performance obligation period and re@réceivable for the amount of payments that wellrbceived after that period has k
completed.

New Accounting Pronounceme!

In May 2008, the FASB issued FASB Statement No., 168ccounting for Financial Guarantee Insurance Cowotsd’, which clarifies hov
FASB Statement No. 60, Accounting and Reporting by Insurance Enterprisegiplies to financial guarantee insurance contriasised b
insurance enterprises. The standard is effe@tivéinancial statements issued for fiscal yeaggibning after December 15, 2008, incluc
interim periods in that year. The Company doesexpect the adoption of SFAS 163 to have a mateffelt on its consolidated financ
statements.

In June 2008, the FASB issued FSP Emerging Issask Force (EITF) No. 03-6-1, Determining Whether Instruments Granted in Share-
Based Payment Transactions Are Participating S¢iesr.” Under the FSP, unvested shdiased payment awards that contain rights to re
nonforfeitable dividends (whether paid or unpaid participating securities, and should be incluitetthe twoelass method of computing El
The FSP is effective for fiscal years beginningafdecember 15, 2008, and interim periods withoséhyears. The Company does not e»

the adoption of FSP EITF No. 03-6-1 to have a nilteffect on its consolidated financial statements

2. Capital Stock

The Company has authorized 10,000,000 shares &érRyeé Stock, no par value. As of September 27,8280d December 29, 2007,
Companys Series 2, Series 3 and Series 4 preferred stadkoben completely converted to common shares. Cidmpany has authoriz
225,000,000 shares of Common Stock, no par valgeofASeptember 27, 2008 and December 29, 2007Ctmepany had 95,079,961 ¢
83,569,416 shares of common stock issued and odistp respectively. During the nine month periended September 27, 2008,
Company issued an aggregate of 11,510,545 sharesnohon stock, of which 9,051,310 were issued prigate placement, 355,438 w
issued for services, 34,467 in exchange for wasrarercised, and 2,069,331 in exchange for comroak ptions exercised.
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3. Stock Options and Warrants
Stock Incentive Plan

The Company has a Stock Incentive Plan (the "PlaAt)September 27, 2008 and September 29, 2008370 and 7,491,750 share:
common stock were reserved, respectively, for isseido employees, officers, directors and outsitlésars. Under the Plan, the options |
be granted to purchase shares of the Company's corstack at fair market value, as determined byGbmpany's Board of Directors, at
date of grant. The options are exercisable oveerdod of up to ten years from the date of gransweh shorter term as provided for in
Plan. The options become exercisable over pefiods zero to four years.

A total of 62,000 options to purchase shares ofGhepanys common stock were granted to employees of thep@ag and 85,000 optic
granted to consultants during the nine months er&kgatember 27, 2008. There were 373,500 optioasten to employees, directors
consultants during the nine months ended Septer2®er2007. The 62,000 options issued to employeemg the nine months enc
September 27, 2008 are forfeited if not exerciséthinv five years. All of the options granted to gloyees during the nine months en
September 27, 2008 have a 12 month waiting peniwihgl which no vesting occurs. At the end of {siod, the options become 25% ves
and then vest ratably over the remaining thirty-signths of the vesting period. The options grartedonsultants during the nine mao
period were fully vested immediately upon granheWweighted average per share value of all optjpasted in the current year was $0.47.

The following table summarizes the changes in stytions outstanding and the related prices forstieres of the Comparsytommon stoc
issued to employees, officers and directors ofGbmpany under the Plan.

Options Outstandin Options Exercisabl
Weighted Averag
Remaining
Number Contractual Life Weighted Averag Weighted Averag
ExercisePrices Outstanding (Years) ExercisePrice NumberExercisabl ExercisePrice

$ 0.26- $0.9¢ 5,787,48. 32C $ 0.74 3,411,48 $ 0.6t
$ 1.76- $2.7( 276,38 268 % 212 185,760 $ 2.1¢
6,063,87! 31€ g 0.81 3,597,24 ¢ 0.7¢

Transactions involving stock options issued arersanzed as follows:

Weighted
Number of  AveragePrice

Shares Per Shart
Outstanding at December 30, 2006 9,057,57 $ 0.54
Granted 2,707,501 0.5t
Exercisec (1,829,50) 0.34
Cancelled or expired (211,82() 0.32
Outstanding at December 29, 2( 9,723,751 $ 0.6C
Granted 147,00( 0.4€
Exercisec (2,069,33) 0.34
Cancelled or expire (1,737,54) 0.67
Outstanding at September 27, 2008 6,063,871 $ 0.81

The Company has computed the value of all optisastgd during fiscal 2008 and 2007 using the Bl&ckeles pricing model as prescribet
SFAS No. 123(R). The following assumptions weredut® calculate the value of options granted duttigthree quarters of 2008 and 2007:

2008 2007
Risk-free interest rat 3.52% 4.64%
Expected dividend yiel - -
Expected life 5 year: 5 year:

Expected volatility 122% 134%




Index

Stockbased compensation expense recognized under SFXR)1fr the three and nine months ended Septe@ihe2008 was $172,235 ¢
$643,802, respectively. Stotlased compensation expense recognized under SFAR)1fr the three and nine months ended Septe
2007 was $184,444 and $668,443, respectively.

Common Stock Warrants

In connection with an April 2003 common stock ptesplacement, we issued 111,308 warrants to puecbasimon stock. Each warran
exercisable into one share of common stock at $etGhare and were scheduled to expire in 2008se®ent to this private placement,
Company exercised an option to convert $1,400,G08utstanding debt into preferred stock that isvastible into shares of common stc
This exercise, when aggregated with all other anting equity arrangements, resulted in the tatahlrer of common shares that coulc
required to be delivered to exceed the number tdicsized common shares. In accordance with EITA®0the fair value of the warra
issued in the private placement must be recordeal laility in the financial statements using fRkack-Scholes model, and any subseq
changes in the Comparsystock price to be recorded in earnings. Accotlglinipe fair value of these warrants at the datésefiance wi
determined to be $19,832. At September 1, 2004Ctivapany’s shareholdarvoted to increase the authorized shares avaitabissuance «
conversion, which cured the situation describedvabéccordingly, the fair value of the warrants $eptember 1, 2004 was determined t
$48,976. The warrant liability was reclassifiedstamreholdersequity and the increase from the initial warraritieavas recorded in earnings
the fiscal year ended January 1, 2005. As of Sdmer7, 2008, the warrant holders have exercis&B08 warrants in exchange for 101,
shares of our common stock and 10,000 warrants é&gpieed.

In September 2003, in connection with a preferredtks private placement, we issued 333,334 warrémgsurchase common stock. E
warrant is exercisable into one share of commorkstat $0.42 per share and were scheduled to expi2008. In September 2003,
connection with a preferred stock private placeméme Company issued 333,334 warrants to purchasanon stock. Each warrant
exercisable into one share of common stock at $pet2share and will expire in 2008. Subsequenti® private placement, the Comp.
exercised an option to convert $1,400,000 of ontstey debt into preferred stock that is convertibte shares of common stock. This exer:
when aggregated with all other outstanding equitgragjements, resulted in the total number of comstwares that could be required tc
delivered to exceed the number of authorized comshames. In accordance with EITF 09; the fair value of the warrants issued in thegte
placement must be recorded as a liability in thearcial statements using the Blagk&holes model, and any subsequent changes

Companys stock price to be recorded in earnings. Accolgiripe fair value of these warrants at the datéssfiance was determined tc
$64,902. At September 1, 2004, the Company'’s sloédehs voted to increase the authorized shares availablssuance or conversion, wh
cured the situation described above. Accordingdlg, fair value of the warrants on September 1, 2084 determined to be $139,000.

warrant liability was reclassified to shareholdezgquity and the increase from the initial warraniugawas recorded in earnings in the fi
year ended January 1, 2005. As of September 278,208 warrant holders have exercised 217,800 wisria exchange for 217,800 share
our common stock and 115,534 warrants expiredeptednber 26, 2008.

In connection with the August 24, 2004 debt isseanyg Destination Capital, LLC, the Company is obleyl to issue warrants to purchase
Companys common stock. According to the terms of the d&hitance, warrants in the amount of 12.5% of tha lmalance, outstanding on
first day of each month, will be issued to the detlders for each calendar month that the debtiistanding. Each warrant is exercisable
one share of common stock at the lesser of $0.88le or the price applicable to any shares,amsror options issued (other than opt
issued to employees or directors) while the loaauistanding, and will expire in 2009. Prior tostliebt issuance, the Company exercise
option to convert $1,400,000 of outstanding del ipreferred stock that is convertible into shasé€ommon stock. This exercise, wl
aggregated with all other outstanding equity aremngnts, resulted in the total number of commoneshtirat could be required to be delive
to exceed the number of authorized common shaneacdordance with EITF 009, the fair value of the 37,500 warrants initiakgued i
connection with the debt issuance must be recoeded liability for warrant settlement in the fin&@lcstatements using the Bla8chole
model, and any subsequent changes in the Compatytk price to be recorded in earnings. Accollgindpe aggregate fair value of th
warrants, issued prior to September 1, 2004, wasrméed to be $17,513. At September 1, 2004, tbm@any’s shareholdes’voted t
increase the authorized shares available for isguanconversion, which cured the situation desdrilbove. Accordingly, the fair value of
warrants on September 1, 2004 was determined %20e&776. The warrant liability was reclassifiedstwareholdersequity and the increa
from the initial warrant value was recorded in é&ags in the fiscal year ended January 1, 2005 tl®months from August 1, 2004 to Jul
2005, according to the terms of the warrant provisif the August 24, 2004 debt agreement, the Cagnpas obligated to issue 1,626,
additional warrants. The value of these warrant$@d4,955 was added to shareholdeguity on the consolidated balance sheet, w
corresponding expense charged to interest expanbe iconsolidated statement of operations. Asepté&@nber 27, 2008, the holders of tt
warrants exercised 1,309,616 warrants in exchangel fl70,841 shares of the Companygommon stock, and 316,426 warrants re
outstanding.
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On October 13, 2005, the Company issued an aggreddt9,695,432 warrants in connection with theugitjon of EnergyConnect, Inc. T
Company valued the warrants using the Black-Schopg®n pricing model, applying a useful life ofygars, a riskree rate of 4.06%, i
expected dividend yield of 0%, a volatility of 129%4d a fair value of the common stock of $2.17tallealue of the warrants issued amou
$36,495,391, which was included in the purchaseepof ECI. As of September 27, 2008, the warrahddrs have not exercised any of tt
warrants.

On October 5, 2005, in conjunction with a privatacement which resulted in gross proceeds of $30®16 the Company sold 5,233,
shares of common stock at $0.70 per share, anddssarrants to purchase up to 2,944,693 sharesnofmon stock. The warrants have a
of five years and an exercise price of $0.90 pareshAs of September 27, 2008, the warrant holtaex® exercised 192,370 warrants,
180,409 shares of common stock, and 2,752,323 atarramain outstanding.

On June 30, 2006, in conjunction with a privatecptaent which resulted in gross proceeds of $150000the Company sold 7,500,000 sh
of common stock at $2.00 per share, and issuedamarto purchase up to 5,625,000 shares of cominok. sThe warrants have a term of-
years and an exercise price of $3.00 per shareof 8&eptember 27, 2008, the warrant holders havexwrcised any of these warrar

On May 7, 2008, in conjunction with a private pla@nt which resulted in gross proceeds of $3,615,8@0Company sold 9,051,310 share
common stock at $0.40 per share, and issued wartargurchase up to 4,525,655 shares of commoR.sidte warrants have a term of 1
years and an exercise price of $0.60 per shareof 8&eptember 27, 2008, the warrant holders havex®rcised any of these warrar
Warrants for 34,467 common shares were exercisgdgithe nine months ended September 27, 2008.

4. Debt

Operating Line of Credit

The Company has a loan facility which is an unsedu$120,000 line of credit at prime plus 3 %%, dnedemand with interest paya
monthly. As of September 27, 2008 and DecembeR@97, there was $117,258 and $118,456 outstantBsgectively, under this line. T

Company was in compliance with the terms of thie lof credit at September 27, 2008. The Comparly rtaother term debt or loc
outstanding at September 27, 2008.
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5. Intangible Assets and Goodwill

As a result of our acquisition of ECI we recordedigtangible asset of $2,390,667 at the date ofiiaittpn representing developed technol
that is currently used within ECI. The intangibkeset acquired has an estimated useful life of¢ans, and as such is being amortized mor
over that period. Goodwill of $106,544,871 repreéed the excess of the purchase price over thevédire of the net tangible and intang
assets acquired. At December 31, 2005, it wasrdéted in an independent valuation that the goddgeherated in this transaction \
impaired. The Company decided to write off appmeediely $77,191,344 of this goodwill. The writé-of the goodwill, and the amortization
the intangible assets are included in operatingeses in the consolidated statement of operatidhs. following table presents details of
purchased intangible assets as of September 28,&@DDecember 29, 2007:

September 2°  December 2¢

2008 2007
Developed technolog $ 239066 $ 2,390,66
Less accumulated amortizati (697,279 (517,979

$ 169338 $ 1,872,68

Amortization of intangible assets included as agbao income was $59,767 and $ 179,300 for bothethree and nine month periods ended
September 27, 2008 and September 29, 2007

Based on the Company’s current intangible assetsrtezation expense for the five succeeding yealisoe as follows:

Amortization

Year Expense
Twelve months ended September, 2 $ 239,06
Twelve months ended September 30, 2 239,06°
Twelve months ended September 30, 2 239,06°
Twelve months ended September 30, 2 239,06’
Twelve months ended September 30, 2 239,06°
July 1, 2013 and beyond 498,05:
Total $ 1,693,38!

The Company does not amortize goodwill. There werehanges in the carrying amount of goodwill dgrihe year ended December 29, z
and the nine months ended September 27, 2008.

6. Business Concentrations

We produce revenue and therefore accounts receivhflugh agreements with both building owners thiedpower grid operators. Under
agreements with facilities owners, we use eledtdod energy related products that help energywuoess control energy use in their buildir
In conjunction with this agreement we are membétb® power grid operators and have agreed to geothie grids with energy, capacity,
related ancillary services during specified timad ander specified conditions. These transactioasammarized at the end of each mor
period and submitted to the power grids for settietrand approval. While the power grids are outarusrs, they are primarily a conc
through which these electrical curtailment tranismst are processed. The vast majority of our regem 2008 was processed thro
PJM. Our agreement with PIJM is an ongoing one@an® members of PJM. These transactions aratedtiby building owners, who are
participants. These transactions form the basisido revenue.
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Financial transactions and instruments that pabfytisubject us to concentrations of credit riskngist primarily of revenue generat
transactions and the resultant accounts receivdileing the three months ended September 27, 2@3@&nue from one major custor
approximated $11,145,000 or 96% of sales. Thiemae is the result of multiple participating electtonsumers who each executed my
energy transactions that were aggregated and hidléde PIM Interconnection, or PJM. The reversudependent on actions taken by tl
third parties in conjunction with ECI, for which®®,Jas our customer remits payment. These tramsecfiorm the basis for our revenue.
have little risk, if any, from the concentration r@venue through this power grid as it's a notgoofit organization that exists to act as
market for electrical transactions. Of these pgo#ints, there was one whose transactions resnltexvenue that totaled 13% of our revent
the three months ended September 27, 2008 and loogeviransactions resulted in revenue that tote®86 of our revenue in the three moi
ended September 29, 2007. For the nine month ¢penmled September 27, 2008 there was one participlaose transactions resultec
revenue that totaled 13% of our revenue. For the month period ended September 29, 2007, there twe participants whose transacti
resulted in revenue that totaled 30% and 11% ofexgnue.

7. Sale of Discontinued Operations

Divestiture of Christenson Electric, In

On July 20, 2005, the Company acquired Christefectric, Inc. (CEIl) in exchange for 2,000,000 gisanf the Compang’common stock al
the assumption of certain liabilities within CELEI provides services to utilities and other enelgjgted companies. On November 29, 2
our board of directors signed an agreement toadletif the shares of our whollgwned subsidiary Christenson Electric, Inc. to gpocatior
formed by the management of CEl. The agreementappsoved by our shareholders in a vote on March2@08. The closing occurred
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 transac (369,409
Net gain on disposal of ClI $ 134,77

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

$3,512,000 and elimination of accounts payable Idf33000. In conjunction with this private placememe also issued 4,525,655 five y
warrants exercisable at $0.60 per share. The pdscef this financing will be used for general windkcapital purposes.
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It em 2. Management'’s Discussion and Analysis of kancial Condition and Results of Operations

The following discussion of the financial conditiand results of operations of EnergyConnect Grénp, should be read in conjunction w
the Managemend’ Discussion and Analysis of Financial Conditiod &esults of Operations, and the Consolidated EiahBtatements and t
Notes thereto included in the Comp’s Annual Report on Form 10-K for the year ended&msber 29, 2007.

Forward-Looking Statements

Certain statements contained in this Form@Qzoncerning expectations, beliefs, plans, objestivgoals, strategies, future event:
performance and underlying assumptions and othetersents which are other than statements of hisiofacts are “forwardboking
statements™ within the meaning of the federal sgeardaws. Although the Company believes thatdkpectations and assumptions reflecte
these statements are reasonable, there can besmmarzcse that these expectations will prove to beech These forwartboking statemen
involve a number of risks and uncertainties, antualcresults may differ materially from the resuttscussed in the forwaiddeoking
statements. Any such forwalabking statements should be considered in lightswéh important factors and in conjunction with e
documents of the Company on file with the SEC.

New factors that could cause actual results tediffiaterially from those described in forw-looking statements emerge from time to ti
and it is not possible for the Company to predicbasuch factors, or the extent to which any siettor or combination of factors may ca
actual results to differ from those contained ity éorward-looking statement. Any forwaftdeking statement speaks only as of the da
which such statement imade, and the Company undertakes no obligationgtiate the information contained in such statenemeflec
subsequent developments or information.

Overview

EnergyConnect Group, Inc. (the “Company,” “we,” ;'usr “our”) through its subsidiary EnergyConneletc. (“ECI”) provides a full range
demand response services to the electric powesindwOur customers are the regional grid operatdrs pay us market rates for reductior
electrical demand during periods of high pricepeak demand and for being on stand by to reductrielpower demand on request at per
of capacity limitations or in response to grid egercies. Our suppliers are large commercial andsimil consumers of electricity who
pay to shift their demand for electricity from higiniced hours in the day to lower priced hours. ¥ pay these participating ene
consumers to be on stand by to curtail electricatehon request.

Through proprietary technology and business prasesge automate electric consumer demand respoassattions and the associi
measurement, verification, and support decisiolbese capabilities make it possible and easylémtriic 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 constructimf new electrical generating plants. Through bigéfficiencies on the grid, lower cosi
generation and improved reliability all consumefrglectricity benefit from our demand response\diitis on the electrical grid. By providi
consumers of electricity an effective means of eesiing to grid wholesale prices of electricity wamplete the supply demand market plac:
electricity and provide offsetting market forcesetectricity generators.

Our customers are regional electric grid operasach as PJM, the largest electric grid in the matimd 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. Followir
three year testing and pilot period, we began coroi@eoperations in 2005 and have been growingddieaince then. Our revenues in 2!
were $12.7 million. Our suppliers are commerciad andustrial electric energy consumers who wetpashift, curtail, bank, and in some ce
produce electric energy.
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ECI operates on a national footprint currently gegvconsumers and grid operators in more than 2%t ECI delivers services to whole
electric markets of regional electric grids. Stddcneeds of electric grid operators, includingrgpecapacity, and reserves have been fo
into products that can be delivered through ECleys to the grid. ECI technologies, processes,samdices enable buildings and elec
consumers to contribute to such wholesale seriticdsect competition with expensive peaking poywkmts.

In 2003 we acquired a part of Christenson Eleclnic, (“CEI”), and in 2005, we acquired the remainder of CEIl &edoperations of ECI. Tt
combined a 60 year old electrical contracting aahmology business with a high growth demand respdrusiness. In 2007 we determ
that ECI had grown to a self sustaining transifi@mnt and in November 2007 we agreed to sell theksbf CEIl. The sale was completec
April 24, 2008. Our objective is to leverage ourique and proprietary technologies, business psesesand resources and build a vi
profitable demand response business servicing NArtterican wholesale power markets. Financial statém and accompanying nc
included in this report include disclosure of tresults of operations for CEl, for all periods prese, as discontinued operations.
significant inter-company accounts and transactitng been eliminated in consolidation.

The Company was incorporated in October 1986 a@ragon Corporation, succeeding operations thatrbeg®ctober 1984. The Compasy’
headquarters are located in Lake Oswego, Oregon.

Critical Accounting Policies

The discussion and analysis of financial condiiond results of operations is based upon our cafegelil financial statements, which have |
prepared in accordance with accounting principkssegally accepted in the United States. The préiparaf these financial statements reqt
us to make estimates and judgments that affectaperted amounts of assets, liabilities, revenueb expenses, and related disclosut
contingent assets and liabilities. We continuowsigluate, our estimates and judgments, includiogelirelated to revenue recognition, <
returns, bad debts, excess inventory, impairmegooflwill and intangible assets, income taxes,ingencies and litigation. Our estimates
based on historical experience and assumptionsvidielieve to be reasonable under the circumssatize results of which form the basis
making judgments about the carrying values of asaetl liabilities that are not readily apparentfrother sources. Actual results may d
from these estimates under different assumptionsnditions. We discuss the development and sefecof the critical accounting estima
with the Audit Committee of our Board of Directara a quarterly basis, and the Audit Committee leagewed our related disclosure in -
Form 10-Q.

We believe the following critical accounting poéisi among others, affect our more significant juelgim and estimates used in the prepar
of our consolidated financial statements:

Revenue recognition

We produce revenue through agreements with botldibgiowners and the power grid operators. Underagueements with facilities owne
we use electrical and energy related products hieft energy consumers control energy use in theildibhgs. In conjunction with th
agreement we are members of the power grid operatat have agreed to provide the grids with enexgyacity, and related ancillary servi
during specified times and under specified condgidrhese transactions are summarized at the egachfmonthly period and submitted to
power grids for settlement and approval. While plogver grids are our customers, they are primaritpduit through which these electr
curtailment transactions are processed. The vaglrity of our revenue in 2007 was processed thinahg PJM Interconnection. PJM serve
the market for electrical transactions in a spec#igion in the United States. Our agreement Rihl is an ongoing one as we are membe
PJM. These transactions are initiated by buildimgners, who are our participants. The transactionms the basis for our revenue. We F
little risk, if any, from the concentration of rewge through this power grid as it is a not4wofit organization that exists to act as the mt
for electrical transactions.
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In 2008, we have revised our accounting for reserfiee collections of revenues. The revision in easerve accounting is a result
improvements in our ability to accurately estimatellections, which is based upon historical trenalsd timely and accure
information. Previously the transactions wereorded as revenue on the settlement date, whickalpifall 45-70 days after the transact
date from which the revenue is derived, becauseagement believed that without an established hidimr this source of revenue, and
potential for disputes, that the settlement datewbich both parties agree to the amount of revéouecognize, was the most conservative
appropriate date to use. For periods beginning thie first quarter of 2008 and forward, revenwenfthese settlements will be accrued intc
prior month instead of recognizing revenue as #tgesnent amounts were received. The record cftisettlement amounts being realized
these prior two years has been extremely accucatkas management believes it is appropriate touacthe settlement amounts into the
month. This revision in our reserve accountingiitesl in an extra month of revenue being recordethe first quarter of 2008. This fi
quarter of 2008 contains the payment received muakgy of 2008 (which was not accrued into Decembad) the settlement amounts from
fifth business day in February, March and April2808, each of which was accrued into the prior ine@mf January, February and Marcl
2008.

An additional source of our revenue is derived fragneements with the power grid operators wherelyoathly reserve fee is paid for
agreement to standby, ready to provide relief & fibrm of curtailment of energy usage, in timeshigh energy demand. We record tf
payments as revenue over the period during whichearequired to perform under these programs. Undgain programs, our obligation
perform may not coincide with the period over whigk receive payments under that program. In tlvases we record revenue over
mandatory performance obligation period and re@réceivable for the amount of payments that wellrbceived after that period has k
completed.

Accrualsfor contingent liabilities

We make estimates of liabilities that arise fromiaas contingencies for which values are not fldlhown at the date of the accrual. Tt
contingencies may include accruals for reservesdsts and awards involving legal settlements,scassociated with vacating leased pren
or abandoning leased equipment, and costs invalibdthe discontinuance of a segment of a busirtegsnts may occur that are resolved
a period of time or on a specific future date. Mgaraent makes estimates of the potential cost afetloecurrences, and charges the
expense in the appropriate periods. If the ultimmaolution of any event is different than managerseestimate, compensating entrie
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 reviewedrfpairment whenever events or changes in circumstaindicate that ti
carrying amounts of such assets may not be redoleerBetermination of recoverability is based onestimate of undiscounted future c
flows resulting from the use of the asset, andWsntual disposition. Measurement of an impairniess for intangible and lonked asset
that management expects to hold and use is baste: dair value of the asset as estimated usinig@dnted cash flow model.

We measure the carrying value of goodwill recorthedonnection with the acquisitions for potentialpairment in accordance with SFAS
142, Goodwill and Other Intangible Assets.” To 3ppFAS 142, a company is divided into separatediripg units,”each representing grot
of products that are separately managed. For thisase, we have one reporting unit. To determinethdr or not goodwill may be impairec
test is required at least annually, and more oftban there is a change in circumstances that aeslat in an impairment of goodwill. If t
trading of our common stock is below book valuedmustained period, or if other negative trenadsiom our results of operations, a good
impairment test will be performed by comparing baakue to estimated market value. To the extentigdlbis determined to be impaired,
impairment charge is recorded in accordance withSE42.
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We tested our intangibles for impairment as ofehd of fiscal years 2007, 2006, and 2005. Goodvii106,544,871 was recorded upon
acquisition of ECI, and represents the excess @fptlirchase price over the fair value of the negitde and intangible assets acquired
December 31, 2005, it was determined in an indepinealuation that the goodwill generated in thisaction was impaired. The Comp
decided to write off approximately $77,191,344gétgoodwill. The writesff of the goodwill, and the amortization of theédngible assets ¢
included in operating expenses in the consolidatatements of operations. There were no changekeircarrying value of goodwill
December 30, 2006 and December 29, 2007.

Stock-Based Compensation

On January 1, 2006, we adopted Statement of FiabAcicounting Standards No. 123 (revised 2004) at8fBased Payment,” (“SFAS 123
(R)") which requires the measurement and recogmitib compensation expense for all shhased payment awards made to employee
directors including employee stock options base@stimated fair values. SFAS 123(R) supersedepmavious accounting under Account
Principles Board Opinion No. 25, “Accounting foro8k Issued to Employees” (“APB 25f)r periods beginning in fiscal 2006. In March 2(
the Securities and Exchange Commission issued Atafbunting Bulletin No. 107 (“SAB 107"elating to SFAS 123(R). The Company
applied the provisions of SAB 107 in its adoptidrB&AS 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 Financialetants for three months ended Septembe
2008 and September 29, 2007 reflect the impactF#fSS123(R). Stoclbased compensation expense recognized under SFAR)1fr the
three months ended September 27, 2008 and Sept@$b2007 was $172,000 and $184,000, respectively.

SFAS 123(R) requires companies to estimate thevédire of share-based payment awards on the dageanf using an optiopficing mode!
The value of the portion of the award that is ustiely expected to vest is recognized as expensetbeerequisite service periods in

Consolidated Statement of Operations. Prior toatth@ption of SFAS 123(R), we accounted for stbaked awards to employees and dire
using the intrinsic value method in accordance WARB 25 as allowed under Statement of Financial odloting Standards No. 1:
“Accounting for Stock-Based Compensation” (“SFAS31)2 Under the intrinsic value method, no stdzksed compensation expense had
recognized in our Consolidated Statement of Opmmatbecause the exercise price of our stock optpasted to employees and direc
equaled the fair market value of the underlyinglstat the date of grant.

Stock-based compensation expense recognized diméngeriod is based on the value of the portiosharebased payment awards the
ultimately expected to vest during the period. Btbased compensation expense recognized in our Gdatenl Statements of Operations
the three months ended September 27, 2008 andniisgte9, 2007 included compensation expense faedfzsed payment awards grar
prior to, but not yet vested as of December 315288sed on the grant date fair value estimateddordance with the pro forma provision:
SFAS 123 and compensation expense for the diased payment awards granted subsequent to Dec8mhli2005 based on the grant date
value estimated in accordance with the provisidnSFAS 123(R). SFAS 123(R) requires forfeituredbeoestimated at the time of grant
revised, if necessary, in subsequent periods ifehcorfeitures differ from those estimates.

Upon adoption of SFAS 123(R), we are using the Bfacholes option-pricing model as its method otratibn for shardased awards gran
beginning in fiscal 2006, which was also previoussed for our pro forma information required un&&AS 123. Our determination of f
value of share-based payment awards on the dajeant using an optiopricing model is affected by our stock price aslvasl assumptiol
regarding a number of highly complex and subjecti@gables. These variables include, but are moitéid to our expected stock price volati
over the term of the awards, and certain other etarériables such as the risk free interest 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 cdetpusing the combination of dilutive common shegaivalents, which include converti
preferred shares, options and warrants and thehteglgverage number of common shares outstanding dtinegeriod. During the nii
months ended September 27, 2008 and Septembef@®, @ommon stock equivalents are not considerdtidncalculation of the weight
average number of common shares outstanding betfaise/ould be anti-dilutive, thereby decreasing tiet loss per common share.

Concentrations

Financial transactions and instruments that pabfytisubject us to concentrations of credit riskngist primarily of revenue generat
transactions and the resultant accounts receivdileing the three months ended September 27, 2@3@&nue from one major custor
approximated $11,145,000 or 96% of sales. Thigmae is the result of multiple participating electtonsumers who each executed my
energy transactions that were aggregated and hidléde PIM Interconnection, or PJM. The reversudependent on actions taken by tl
third parties in conjunction with ECI, for which ®Jas our customer remits payment. The transagtform the basis for our revenue.
have little risk, if any, from the concentration refvenue through this power grid as it's a notgoofit organization that exists to act as
market for electrical transactions. Of these pgo#ints, there was one whose transactions resinltexvenue that totaled 13% of our revent
the three months ended September 27, 2008 and looseviransactions resulted in revenue that totE386l of our revenue in the three moi
ended September 29, 2007. For the nine month pemaled September 27, 2008 there was one participlaose transactions resultec
revenue that totaled 13% of our revenue. For the month period ended September 29, 2007, there twe participants whose transacti
resulted in revenue that totaled 30% and 11% ofewgnue.

At September 27, 2008 and December 29, 2007 thaseome customer whose accounts receivable accofortéde vast majority of ol
outstanding trade accounts receivable. We hatle flisk, if any, from the concentration of recdiles through this power grid as it's a not-for-
profit organization that exists to act as the mafeelectrical transactions. We perform limitegdit evaluations of our customers and dc
require collateral on accounts receivable balan¥¥s.have not experienced any credit losses fop#r®ds presented. The level of reve
resulting from any single participasttransactions may vary and the loss of any orthesfe participants, or a decrease in the levedmu
from transactions generated by any one of thestcipants, could have a material adverse impacbwnfinancial condition and results
operations.

Recent Accounting Pronouncements

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

Results of Operations

The financial information presented for the threel aine months ended September 27, 2008 and Sepite?fib 2007, represents activity
EnergyConnect Group, Inc. its whollywned operating subsidiary, EnergyConnect, Inc. asdrecently divested subsidiary Christer
Electric, Inc. whose results of operations areldsed as discontinued operations.

Sales. Revenue for the three months ended Septembe@¥8 was $11,641,000 compared to $4,691,000 ferthihee months end
September 29, 2007. This increase in year-over-gearterly revenue in ECI is primarily a resultggdbwth in the compang’ participation i
the Interruptible Loan for Reliability (ILR) progmain PJM. Revenue from this program was $8,010j8G0e three months ended Septer
27, 2008 compared to $2,554,000 in the three moended September 29, 2007. Transactions duringubger by one participant gener:
13% of the Company’ total revenue for the three months ended SepteB8he2008. Transactions by one participant geadra9% of th
Company'’s total revenue for the three months e@gatember 29, 2007.
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Revenue for the nine months ended September 28 @86 $24,083,000 compared to $10,408,000 for it months ended September
2007. Transactions by one participant generateto k¥ the Compang total revenue for the nine months ended Septen2it
2008. Transactions by two participants genera@d a8nd 11% of the Company’s total revenue for the months ended September 29, 2007.

Cost of Sales Cost of sales totaled $6,458,000 (or 55.5% lefs3dor the fiscal quarter ended September 278 260mpared to $2,244,000
47.8% of sales) for the same period in the pri@ryelhe increase in costs is due primarily to Bigsales in the current quarter compared t
prior year quarter. Cost of sales for the nine theended September 27, 2008 was $16,945,000 @#cj@ompared to $6,913,000 (or 66..
for the nine months ended September 29, 2007. @asdles includes the payments to our participéotéransactions initiated by them,
various costs required to do business in the gmnidehich we operate.

Gross Profit. Gross profit for the three months ended Septer@bef008 was $5,183,000 (or 44.5%) compared t4482000 (or 52.2%) fi
the same period in 2007. This decrease in grosgimaf 7.7% of total sales is due primarily to lieases in the percentages paic
transactions in our participant base combined afi#iit up costs associated with entering new griit@eies. Gross margins in the ILR capa
program helped contribute to higher yeadtaie gross margins compared to those achieveeifirth and second quarters of 2008. Gross |
for the nine months ended September 27, 2008 wdS8% D00 (or 29.6%) compared to $3,495,000 (or%3 for the same period in 2007.

Future gross profit margins will depend on the Camys ability to sign new contracts with participants fiigher percentages for the dura
of the contract term and to sustain margins inltfieprogram. Gross margins in the current year firBgram benefited from a portfolio eff
of aggregated capacity within our participant baBature gross margins may not reach these leusldala lower portfolio effect anticipatec
the 2009 ILR program year.

Operating Expenses Operating expenses were $3,024,000 (26.0% ekydbr the three months ended September 27, 2@08pared t
$2,008,000 (42.8% of sales) for the three montlieeérSeptember 29, 2007. This increase in expésmpesnarily due to added personnel ¢

in ECI as we continue to invest in the sales faneeded to build EC$ revenue base. This compares to sequential opgretipenses
$3,095,000 and $3,190,000 in the first and secaraditgrs of 2008. Included in the current quartekpense was $172,000 in non-cash, stock
based compensation expense. Non-cash, stock basgiEnsation expense totaled $184,000 in the saamteq in 2007.

The percentage of operating expenses to salebdarurrent quarter was 26% compared with 43% irs#tmee quarter in 2007. This decrea:
the current quarter percentage resulted primardynfthe increased revenue in this year's thirdtgu@mompared to the revenue in last y
third quarter. While we anticipate that expenseghie fourth quarter may be moderately lower, #eenue in the fourth quarter may
significantly lower compared to the current quarser the percentage of operating expense to reviarthe fourth quarter may be significar
higher compared to the current quarter. Operatxpenses are comprised mainly of payroll costslitfas rent, outside services, insurar
utilities and depreciation. Personnel costs, windtude salary, payroll taxes, fringe benefitgroiting and training totaled $1,813,000 for
three months ended September 27, 2008 compargdt61$000 in the three months ended September029, 2

Operating expenses were $9,322,000 (38.6% of sfletf)e nine months ended September 27, 2008, amedpo $5,733,000 (54.9% of sa
for the nine months ended September 29, 2007. iftrease is due to higher personnel costs assdcwith building the sales force
ECI. Operating costs were also affected by thecash charge for stodkased compensation, which was $644,000 for the mimeths ende
September 27, 2008, compared to $668,000 in treemonths ended September 29, 2007.

Interest Income / Expense, 1. Net interest expense was $12,000 for the threetims ended September 27, 2008, compared to rees
income of $14,000 for the three months ended Sdpe29, 2007. The decrease was due to $22,000@erEst expense accrued in the cu
guarter from a penalty incurred pursuant the Maf008 securities purchase agreement, which reqthe®4 filed as a result of the financi
to be declared effective within 120 days of theficing. The SEC declared thel @ffective on October 23, 2008. The Companysameres
on available cash balances. Net interest incomse$¥z000 for the nine months ended September D8 20mpared to net interest incom
$25,000 for the nine months ended September 29,.200
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Gain / Loss From Discontinued Operatiof¥scontinued operations represents a loss fronopiegations of the Christenson Electric elect
construction business. On November 29, 2007,bmard of directors signed an agreement to selbfahe shares of our whollgwnec
subsidiary Christenson Electric, Inc. to a corporatormed by the management of CEIl. The agreemastapproved by our shareholders
vote on March 10, 2008. The closing occurred onil&4, 2008. The Company did not have discontthaperations in the current quarter,
recorded a gain from discontinued operations o#$1®) for the three months ended September 29,.200% Company recorded losses f
discontinued operations of $146,000 and $207,00@h® nine months ended September 27, 2008 anci8bpt 29, 2007, respectively.

April 24, 2008, the sale of discontinued operatiaas consummated, and the Company recorded a gatmecsale of discontinued operati
in the amount of $135,000.

Income Taxes No federal tax benefit from loss carryback wasorded in either year as there was no income téa ipathe open los
carryback periods. The Company has provided av&lilation allowance on its net deferred tax asset.

Liquidity and Capital Resources

Since inception, the Company has financed its djper® and capital expenditures through public aridape sales of equity securities, ¢
from operations, and borrowings under bank linesreflit. At September 27, 2008, the Company haitige working capital of approximate
$2,525,000 and its primary source of liquidity asted of cash generated through its private placérswed cash generated from operations.

On May 7, 2008 we closed a private placement irctvlive issued 9,051,310 shares of common stocktirgguh aggregate cash proceed
$3,512,000 and elimination of accounts payable df3$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 are being used for generakimg capital purposes.

Accounts receivable increased to $7,165,000 ateBamr 27, 2008 from $1,533,000 at December 29,.200i¢ increase is primarily due to
recognition of revenues of approximately $8 millionthe third quarter of 2008 from the ILR capagiyppgram. The receivable from the |
program which was approximately $6 million as of #nd of September 2008, will decrease ratablyutitrahe end of the second quarte
2009. Our remaining receivables will increase dadrease in accordance with the revenue recoginizedch quarter. The large majority
our revenue, and therefore cash and receivablegenigrated through the PJM Interconnection. PJMeseas the market for electri
transactions in a specific region in the Unitedt&ta We are members of PIM, and our relationsitip this power grid is perpetual. We h.
little risk, if any, from the concentration of reuge through this power grid as it's a not-focfit organization that exists to act as the mafée
electrical transactions.

Property and equipment, net of depreciation in@eéds $313,000 at September 27, 2008, compare@d®,800 at December 29, 2007. ~
increase was due primarily to the purchase of caenpguipment and leasehold improvements purchiasesnnection with our move to n
headquarters during the third quarter of 2008. Thenpany does not anticipate spending significambunts to acquire fixed assets for
foreseeable future.

Accounts payable increased to $7,288,000 at Septeftih 2008 from $2,976,000 at December 29, 200¥s increase is due primarily to -

recording of payables incurred in the ILR programd d&rom tighter cash management. Payables copsisarily of the payments made
participants in our economic and capacity programs.
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The Company had no commitments for capital expargstin material amounts at September 27, 2008.

As a result of our history of losses and our exgraging difficulty in generating sufficient cash ldo meet our obligations and sustain
operations, our independent registered public atiy firm, in their report included in our Decemt®9, 2007 Form 1@, have expressi
substantial doubt about our ability to continugyagg concern.

In prior periods, we generated cash through owodisnued operating subsidiary, Christenson Electric. This subsidiary also held a :
million operating line of credit under which we bmwed funds against eligible accounts receivaBlee funds generated from the discontir
operations and their debt facility will no longee lavailable to the continuing entity. All futurash will need to be generated from
operations of EnergyConnect, and from funds ratbedugh future debt and equity financings shoulghcgenerated from operations pr
insufficient.

On May 7, 2008 we closed a private placement irctvlive issued 9,051,310 shares of common stocktirgguh aggregate cash proceed
$3,512,000 and elimination of accounts payable Idf33000. In conjunction with this private placememe also issued 4,525,655 five y
warrants exercisable at $0.60 per share. The edscef this financing are being used for generakimg capital purposes.

Management believes it may not have sufficienttedpésources to meet projected cash flow deffoitshe following twelve months. If duril
that period or thereafter, the Company is not ss&foé in generating sufficient liquidity from opéians or in raising sufficient capi
resources, on terms acceptable to them, this doald a material adverse effect on the Compabysiness, results of operations liquidity
financial condition. If operations and cash flovemtnue to improve through these efforts, managéibelieves that the Company can cont
to operate. However, no assurance can be givérmthaagemens’ actions will result in profitable operations betresolution of its liquidit
problems.

Inflation

In the opinion of management, inflation will noteaan impact on the Company'’s financial conditiod gesults of its operations.
Off-Balance Sheet Arrangements

The Cor_npany does not maintain off-balance sheahgements nor does it participate in any egohange traded contracts requiring fair v
accounting treatment.

Item 3. Qu antita tive and Qualitative DisclosuresAbout Market Risks.

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

Item 4. Co ntr ols and Procedures

Disclosure controls and procedures are controlsodimel procedures that are designed to ensuréntioatmation required to be disclosed by
in the reports that we file or submit under the lia@ge Act is recorded, processed, summarized gmiteel, within the time periods specif
in the Securities and Exchange Commissoniles and forms. Disclosure controls and proaslimclude, without limitation, controls &
procedures designed to ensure that informationimedjto be disclosed by us in the reports that eeuhder the Exchange Act is accumul;
and communicated to our management, including eincipal executive and financial officers, as appiate 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 QuértBeport, we carried out an evaluation, undergtpervision and with the participation
our Chief Executive Officer (CEO) and Chief FinaldDfficer (CFO), of our disclosure controls andqedures (as defined in Rules 11¥e
and 15d-15(e) under the Securities Exchange Adi98#, as amended (the “Exchange ActBrsed on that evaluation, our CEO and |
concluded, as of the end of such period, our dsscke controls and procedures were effective imramg that the information required to
filed or submitted under the Exchange Act is reedrdprocessed, summarized and reported as spedaififie Securities and Exchai
Commission's rules and forms, and accumulated aminunicated to our management, including our CE® @RO, as appropriate to all
timely decisions regarding required disclosure.

The Company’s independent auditors have issuedidit r@port on the effectiveness of the Comparigternal control over financial report
as of December 29, 2007.

Changes in Internal Control over Financial Reportirg
There were no changes in internal controls ovearioial reporting that occurred during the periodered by this report that have affectec
are reasonably likely to effect, our internal cohtver financial reporting.

PART Il. OTHER INFORMATION

Ite m 1. Legal Proceedings
The Company is subject to legal proceedings anunslawhich arise in the ordinary course of its bess. Although occasional adve
decisions or settlements may occur, the Compariguee that the final disposition of such mattersuith not have a material adverse effec
its financial position, results of operations quiidity.
| te m 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 d@ldn of Operation) of our Annual Report on FormKL@sr the year ended December
2007 (the "Annual Report"), which could materialiffect our business, financial condition or futwesults. There have been no mat
changes to the risk factors disclosed in the AnRegdort.
I te m 2. Unregistered Sales of Equity Securities and Use Bfoceeds

None
It em 3. Defaults Upon Senior Securities

None
| te m 4. Submission of Matters to a Vote of Secity Holders
The Company held its annual shareholdemgeting on September 24, 2008. There were prestettie meeting in person or by pri

shareholders of the Corporation who were the heldér60,878,484 (64.7%), shares of Common Stocilenhtto vote thereat constituting
quorum. There were three proposals upon whichesiodders were asked to vote.
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1. Election of directors
2. To change the corporation name to EnergyConneaizfoc. from Microfield Group, Inc
3. To amend the Compa’s articles of incorporation to eliminate referenttepreferred stoct

The following nominees were elected by the follogvirote count.

Votes For Votes Withhelc
William C. McCormick 59,978,96 899,51!
Rodney M. Bouche 53,294,54 7,583,94.
John P. Metcal 60,414,58 463,90:
Gene Amedur 59,964,88 913,59¢
Phillip G. Harris 49,932,50 10,945,98
Gary D. Conley 59,980,77 897,70!
Kurt E. Yeagel 58,400,21. 2,478,217

On September 2, 2008, Phillip G. Harris tendersdésignation from the Company’s board of directors
The shareholders passed both the second and tbpdgals listed above.
| te m 5. Other Information
None
| te m 6. Exhibits
(a) The exhibits filed as part of this report asteld below:
Exhibit No.
31.1  Certification of Chief Executive Officer purant to Section 302, of the Sarbanes-Oxley ActOff2
31.2  Certification of Chief Financial Officer pwant to Section 302, of the Sarbanes-Oxley ActOff22

32.1 Certification of Chief Executive Officer purant to 18 U.S.C. Section 1350, as adopted pursaaection 906 of
the Sarbanes-Oxley Act of 2002.

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

In accordance with the requirements of the Exchafdgie the registrant caused this report to be sigoe its behalf by the undersign
thereunto duly authorized.

Dated: November 6, 2008
ENERGYCONNECT GROUP, INC
By: /s/ Rodney M. Bouchg
Rodney M. Bouche

Chief Executive Office
(Principal Executive Officer
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CERTIFICATIONS E xhi bit 31.1

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

2. Based on my knowledge, this quarterly redods not contain any untrue statement of a mafagabr 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 statememd other financial information included instigjuarterly report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in this
quarterly report;

4. The registrant’s other certifying officersddrare responsible for establishing and maintgimisclosure 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 procedormssure that material information relating te thgistrant, including its consolidated
subsidiaries, is made known to us by others withase entities, particularly during the period ihigh this quarterly report is being prepared;

b) evaluated the effectiveness of the registraiddosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and proces] as of the period covered by this report baseslich evaluation; and

c¢) disclosed in this report any change in the tegi¢'s internal control over financial reportirttgat occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal cgeain the case of an annual report) that has madl{eaffected, or is reasonably likely to
materially affect, the registrant’s internal cohwwer financial reporting;

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

a) all significant deficiencies in the design oeggtion of internal controls which could adversaffect the registrant's ability to record, proc
summarize and report financial data and have ifledtfor the registrant's auditors any material kvessses in internal controls; and

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

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

Date: November 6, 2008
/s/ Rodney M. Boucher

Rodney M. Boucher
Chief Executive Officer




CERTIFICATIONS Ex hibi t 31.Z

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

2. Based on my knowledge, this quarterly redods not contain any untrue statement of a mafagabr 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 statememd other financial information included instigjuarterly report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in this
quarterly report;

4. The registrant’s other certifying officersddrare responsible for establishing and maintgimisclosure 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 procedormssure that material information relating te thgistrant, including its consolidated
subsidiaries, is made known to us by others withase entities, particularly during the period ihigh this quarterly report is being prepared;

b) evaluated the effectiveness of the registraiddosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and proces] as of the period covered by this report baseslich evaluation; and

c¢) disclosed in this report any change in the tegi¢'s internal control over financial reportirttgat occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal cgeain the case of an annual report) that has madl{eaffected, or is reasonably likely to
materially affect, the registrant’s internal cohwwer financial reporting;

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

a) all significant deficiencies in the design oeggtion of internal controls which could adversaffect the registrant's ability to record, proc
summarize and report financial data and have ifledtfor the registrant's auditors any material kvessses in internal controls; and

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

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

Date: November 6, 2008
/s/ Randall R. Reed

Randall R. Reed
Chief Financial Officer




E xh ibit 32.1

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

In connection with the quarterly report on FormQ@®f EnergyConnect Group, Inc. (the "Company")tfa period ended September 27, 2008,
as filed with the Securities and Exchange Commiseiothe date hereof (the "Covered Report"), |,ieydV. Boucher, the principal executive
officer of the Company, pursuant to 18 U.S.C. 80,2 adopted pursuant to Section 906 of the Sasb@mley Act of 2002, hereby certify
that:

The Covered Report fully complies with the requiesnts 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 6th day of November 2008.
/s/ Rodney M. Boucher

Rodney M. Boucher
Chief Executive Officer




L
Ex hib it 32.2

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

In connection with the quarterly report on FormQ@®f EnergyConnect Group, Inc. (the "Company")tfa period ended September 27, 2008,
as filed with the Securities and Exchange Commiseiothe date hereof (the "Covered Report"), I,dRdrR. Reed, the principal financial
officer of the Company, pursuant to 18 U.S.C. 80,2 adopted pursuant to Section 906 of the Sasb@mley Act of 2002, hereby certify
that:

The Covered Report fully complies with the requiesnts 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 6th day of November 2008.
/s/ Randall R. Reed

Randall R. Reed
Chief Financial Officer




