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| ndex I[tem 1. Financial Statenents

ENERGYCONNECT GROUP, | NC. CONDENSED CONSCLI DATED BALANCE SHEETS

Cct ober 3, January 3,

2009 2009
Current assets: (Unaudi t ed)
Cash and cash equival ents $ 1,624, 975 $ 410,101
Certificates of deposit 100, 000 300, 000
Account s receivabl e 10, 711, 799 4,373, 818
Q her current assets 324, 285 269, 144
Total current assets 12, 761, 059 5, 353, 063
Property and equi pnent, net 286, 031 299, 263
I nt angi bl e assets, net (Note 5) 1,492, 609 1, 633, 622
O her assets 43,579 70, 876

$ 14,583, 278 $ 7, 356, 824
Current liabilities:

Account s payabl e $ 10,241,733 $ 5,116, 296
Bank line of credit (Note 4) - 117, 257
O her current liabilities 359, 426 127,016
Total current liabilities 10, 601, 159 5, 360, 569
Long-termliabilities:

Not e payabl e, net of debt discount (Note 4) 1,878,671 -
Total long-termliabilities 1,878,671 -

Conmi tments and conti ngenci es

Shar ehol der sR17; equity :

Conmon stock, no par val ue, 225,000,000 shares 121, 731, 000 120, 671, 694
aut hori zed, 95,629,961 and 95,179,961 shares issued

and out standi ng, respectively (Note 2)

Conmon stock warrants (Note 3) 36, 098, 289 36, 098, 289
Accumnul ated deficit (155, 725, 841) (154,773,728)
Tot al sharehol dersR17; equity 2,103, 448 1, 996, 255

$ 14,583, 278 $ 7,356, 824

The acconpanying notes are an integral part of these unaudited condensed
consol i dated financi al statenents.

| ndex
ENERGYCONNECT GROUP, | NC
CONDENSED CONSCLI DATED STATEMENT OF OPERATI ONS( Unaudi t ed)

Three nont hs ended Ni ne nmont hs ended
Cct ober 3, Sept enber 27, Cctober 3, Sept enber 27,
2009 2008 2009 2008
Revenues $ 10,337,922 $ 11,641,127 $ 19,069,889 $ 24,082,822
Cost of Revenues 7,221,172 6, 458, 010 12, 160, 944 16, 944, 723
Gross profit 3,116, 750 5,183,117 6, 908, 945 7,138, 099
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Operati ng expenses

Sal es, general and
admini strative

I ncome (loss) from
operations

Q her incone (expense)
I nterest incone
(expense), net

O her incone, net

I ncome (loss) before
provision for incone

t axes

Provi sion for
t axes

I ncome (loss) from
conti nui ng operations

Di sconti nued operations:
Gain (loss) on -
di sconti nued operations

Gain on sale of -
di sconti nued operations
Net income (I oss)

Net income (loss) per
share from conti nui ng
operations:

Basi c $ 0.
Diluted $
Net inconme (loss) per

share from di sconti nued
operations:

Basi c $ 0.
Di | uted $ 0.
Net income (loss) per

share:

Basi c $ 0.
Dil uted $
Shares used in per share
cal cul ati ons:

Basi c

Diluted

2,245, 933
870, 817

(342, 406)
528, 411

i ncone -

528, 411

$ 528,411 %

95, 629, 961
96, 839, 705

The acconpanying notes are an integra
consol i dated financi al statenents.

3,023, 904
2,159, 213

(12, 286)

16, 817
2,163,744

2,163,744

2,163,744

.02
.02

00
00

1%
©o

.02
.02

94, 684, 424
94, 697, 281

7,125, 821 9,322,224
(216, 876) (2,184, 125)
(735, 237) 7,397
- 43, 580
(952,113) (2,133, 148)
(952,113) (2,133, 148)
- (146, 057)
- 134, 775

$ (952,113) $ (2, 144, 430)

$ (0.01) $ (0.02)

$ (0.01) $ (0.02)

$ 0.00 $ (0.00)

$ 0.00 $ (0.00)

$ (0.01) $ (0.02)

$ (0.01) $ (0.02)
95,433,808 89, 941, 134
95, 433,808 89, 941, 134

part of these unaudited condensed

| ndex

ENERGYCONNECT GROUP, | NC

CONDENSED CONSCLI DATED STATEMENT OF CASH FLOWS

(Unaudi t ed)

Cash Fl ows From Operating Activities:

Net | oss

Add (deduct):

Loss on di scontinued operations

Loss from conti nui ng operations
Depreci ati on of equi pnent

Anortization of intangible assets

St ock- based comnpensati on

Comon stock issued for services
Anortization and wite-of f of debt discount

Ni ne Mont hs Ended
Cct ober 3, 2009 Septenber 27, 2008

$ (952, 113) $ (2,144, 430)
- 11, 282

(952, 113) (2,133, 148)
107, 709 89, 408
179, 300 179, 300
547, 225 643, 802

54, 000 214, 883

281, 052 -
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Changes in current assets and liabilities:
Certificates of deposit

Account s receivabl e

O her current assets

O her assets

Account s payabl e

QO her current liabilities

Net cash used by continui ng operations

Net cash provided (used) by discontinued operations
Net cash used by operating activities

Cash flows frominvesting activities:

Purchases of fixed assets

Capitalized patent costs

Net cash used by continuing investing activities
Net cash used by discontinued investing activities
Net cash used by investing activities

Cash flows fromfinancing activities:

Repaynments on line of credit

Borrowi ngs fromdebt facility, net of repayments
Exercise of options and warrants

Proceeds from private placenent, net of direct costs
Net cash provided by continuing financing activities
Net cash provided by discontinued financing activities
Net cash provided by financing activities

Net increase (decrease) in cash and cash equival ents
Cash and cash equi val ents, beginning of period

Cash and cash equival ents, end of period

Suppl erent al di scl osures for cash flow i nformation

Cash paid during the period for interest
Cash paid during the period for income taxes

200, 000

(6,337, 981)

(55, 141)
27,298
5, 125, 437
232, 410
(590, 804)

(590, 804)

(94, 478)
(38, 287)
(132, 765)

(132, 765)

(117, 257)
2, 050, 000
5, 700

1, 938, 443

1, 938, 443
1,214,875

410, 101
1, 624, 975

Suppl erent al schedul e of non-cash financing and investing activities:

Beneficial conversion feature of advances fromdebt facility

The acconpanying notes are an integral part of these unaudited condensed

consol i dated financi al statenents.

| ndex
ENERGYCONNECT GROUP, | NC

NOTES TO UNAUDI TED CONDENSED CONSOLI DATED FI NANCI AL STATEMENTSCct ober

1. Description of the Business

Cener a

The acconpanyi ng unaudited condensed consolidated financia
been prepared in accordance with accounting principles generally accepted in
the United States of America for interimfinancial information and with the
instructions to Form 10-Q Accordingly, they do not include al
i nformati on and footnotes required by generally accepted accounting principles

for conplete financial statenents.

In the opinion of managenent, all adjustnents (consisting of norma
accrual s) considered necessary for a fair presentation have been incl uded.

Accordingly, the results fromoperations for the three and nine-nonth peri ods
ended Cctober 3, 2009, are not necessarily indicative of the results that may

statenents have

of the

recurring

(166, 600)

(5, 631, 745)

(412, 508)
(36, 212)

4,139, 864
119, 130

(2,993, 827)

379, 319

(2, 614, 508)

(200, 360)

(200, 360)
(534, 325)
(734, 685)

(1,198)

718, 205
3,476, 891
4,193, 899

539, 163
4,733,062
1, 383, 869

758, 299
2,142,168

300, 796 8, 733
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be expected for the year ended January 2, 2010. The unaudited condensed
consol i dated financial statenents should be read in conjunction with the
consol i dated January 3, 2009 financial statenments and footnotes thereto

i ncluded in the Conpany's Form 10-K

The consolidated financial statenents as January 3, 2009 have been derived from
the audited consolidated financial statenents at that date but do not include
al | disclosures required by the accounting principles generally accepted in the
United States of America

Busi ness and Basis of Presentation

On Septenmber 24, 2008, our sharehol ders voted to change the name of the Conpany
to EnergyConnect Group, Inc. fromMcrofield Goup, Inc. EnergyConnect G oup,
Inc. (the R20; Conpany, R21; R20;we, R21; R20;us, R21; or R20;ourR21;) through its
subsi di ary EnergyConnect, Inc. (R20; ECIR21;) provides a full range of demand
response services to the electric power industry. Qur customers are the

regi onal grid operators who pay us nmarket rates for reductions in electrica
demand during periods of high prices or peak demand and for being available to
reduce el ectric power demand on request at periods of capacity limtations or
in response to grid energencies. Qur suppliers are |arge comercial and

i ndustrial consuners of electricity who we pay to shift their demand for
electricity fromhigh priced hours in the day to lower priced hours. W also
pay these participating energy consuners to be available to curtail electric
demand on request.

Thr ough proprietary technol ogy and busi ness processes we autonate el ectric
consuner demand response transactions and the associ ated neasurenent,
verification, and support decisions. These capabilities make it possible and
easy for electric consuners, particularly commercial and industrial facilities,
to shift load fromhigh priced hours to | ower priced periods.

Qur services provide market incentives to reduce electric demand during peri ods
of peak demand or high prices. By shifting |oad from high demand peri ods our
services inprove the operating efficiency of the electrical grids and inprove
grid reliability. By inproving grid reliability and efficiency, we al so del ay
the need for construction of new el ectrical generating plants. Through hi gher
efficiencies on the grid, |ower cost of generation and inproved reliability,
all consuners of electricity benefit fromour demand response activities.

Qur custoners are regional electric grid operators such as PIJIM the | argest
electric grid in the nation, and selected electric utilities who support and
sponsor demand response. All of our current operations are in the United
States with services provided in nore than 25 states. Qur revenues in 2008
were $25.9 mllion. Qur participants are commercial and industrial electric
energy consuners, who we pay to shift, curtail and in some cases produce

el ectric energy.

| ndex

In 2003 we acquired a part of Christenson Electric, Inc. (R20; CEIR21;), and in
2005, we acquired the remai nder of CEl and the stock of ECI. This conbined a
60 year old electrical contracting and technol ogy business with a high growth
demand response busi ness. In 2007 we determined that ECI had grown to a self
sustaining transition point and in Novenber 2007 we agreed to sell the stock of
CEl. The sale was conpleted on April 24, 2008. Qur objective is to | everage
our unique and proprietary technol ogi es, business processes, and resources and
build a viable, profitable demand response busi ness servici ng whol esal e power
mar kets. Financial statements and acconpanying notes included in this report

i nclude disclosure of the results of operations for CElI, for all periods
presented, as di scontinued operations.

Al significant inter-conpany accounts and transacti ons have been elimnated in
consol i dati on.

The Conpany was incorporated in COctober 1986 as an Oregon Corporation
succeedi ng operations that began in Cctober 1984. The ConpanyRl7;s
headquarters are located in Canpbell, California.

Goi ng Concern

The acconpanyi ng unaudited condensed consolidated financial statenents have
been prepared on a goi ng concern basis, which contenplates the realization of
assets and the satisfaction of liabilities in the normal course of business.
As shown in the previously issued consolidated financial statements during the
year ended January 3, 2009, the Company incurred net |osses of $34,077,050 and
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gener ated negative cash flow from operations in the anount of $4,100,473. The
Conpany incurred net |osses of $952,113 and generated negative cash flow from
operations in the anbunt of $590,804 for the nine nonths ended Cctober 3, 2009.
The ConpanyR17;s current liabilities exceeded its current assets by $7,506 as
of January 3, 2009. These factors anong others may indicate that the Conpany
may be unable to continue as a going concern for a reasonable period of tine.
The Conpany's exi stence is dependent upon managenent's ability to devel op
profitable operations and resolve its liquidity problenms. Managenent
anticipates the Conmpany will attain profitable status and inprove its liquidity
through continued growth, distribution and sale of its products and services,
and additional equity investnent in the Conpany. The acconpanyi ng unaudited
condensed consolidated financial statenents do not include any adjustnents that
m ght result should the Conpany be unable to continue as a goi nhg concern.
At January 3, 2009, the Conpany did not have any avail able credit, bank
financing or other external sources of liquidity. Due to our brief history and
hi stori cal operating | osses, our operations have not been a source of
liquidity. In February 2009, the Conpany entered into a secured debt facility
that will supplenment the ConpanyR17;s cash needs for 2009. While we believe
our cash availability under this debt facility along with cash generated by
operations will be adequate for the next twelve nmonths, we nmay need to obtain
additional capital in order to sustain and expand operations and becone
profitable. In order to obtain capital, we may need to sell additional shares
of our common stock or borrow funds fromprivate | enders while remaining in
conpliance with the terns of our debt facility. There can be no assurance that

we will be successful in obtaining additional funding.

We may still need additional investnments in order to continue operations to
cash flow break even. Additional investnents may be sought, but we cannot
guarantee that we will be able to obtain such investments. Financing

transactions may include the issuance of equity or debt securities, obtaining
credit facilities, or other financing mechani sms. However, the trading price of
our comon stock, the downturn in the U S. stock and debt markets and the first
priority lien on all of our assets granted to our secured | ender could nake it
nore difficult to obtain financing through the issuance of equity or debt
securities. Even if we are able to raise the funds required, it is possible
that we could incur unexpected costs and expenses, fail to collect significant
amounts owed to us, or experience unexpected cash requirenents that would force
us to seek alternative financing. Further, if we issue additional equity or
debt securities, stockholders may experience additional dilution or the new
equity securities may have rights, preferences or privileges senior to those of
exi sting holders of our common stock. If additional financing is not avail able
or is not available on acceptable terns, we may have to curtail our operations.

I ndex By adjusting the ConpanyR17;s operations and devel opnent to the | evel of
capitalization, managenent believes it has sufficient capital resources to neet
projected cash flow deficits. However, if during that period or thereafter, the
Conpany i s not successful in generating sufficient liquidity fromoperations or
in raising sufficient capital resources on terns acceptable to them or is no
| onger in conmpliance with the terms of our debt facility, this could have a

mat eri al adverse effect on the ConpanyRl7;s business, results of operations
liquidity and financial condition. If operations and cash flows continue to

i mprove through these efforts, nanagement believes that the Conpany can
continue to operate. However, no assurance can be given that nanagenmentRl7;s
actions will result in profitable operations or the resolution of its liquidity
pr obl emns.

Recl assi fi cation

Certain reclassifications have been nmade to conformto prior periodsRl7; data
to the current presentation. These reclassifications had no effect on reported
| osses.

Fi scal Year

The ConpanyRl17;s fiscal year is the 52- or 53-week period ending on the
Saturday closest to the |ast day of Decenber. The ConpanyRl7;s current fisca
year is the 52-week period ending January 2, 2010. The ConpanyRl7;s | ast
fiscal year was the 53-week period ended January 3, 2009. The ConpanyRl7;s
third fiscal quarters in fiscal 2009 and 2008 were the 13-week periods ended
Oct ober 3, 2009 and Septenber 27, 2008, respectively.
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Revenue Recognition

We produce revenue through agreenents with both buil ding owners and the power
grid operators. Under our agreenents with facilities owners, we use electrica
and energy rel ated products that hel p energy consumers control energy use in
their buildings. In conjunction with this agreenent we are nenbers of the power
grid operators and have agreed to provide the grids with energy, capacity, and
related ancillary services during specified times and under specified
conditions. These transactions are sumuari zed at the end of each nonthly period
and subnitted to the power grids for settlenent and approval. Wile the power
grids are our customers, they are primarily a conduit through which these

el ectrical curtailnment transactions are processed. The vast majority of our
revenues each year are processed through the PIMInterconnection. PJM serves as
the market for electrical transactions in a specific region in the United
States. CQur agreenment with PIMis an ongoi ng one as we are nenbers of PJM
These transactions are initiated by building owners, who are our participants.
The transactions formthe basis for our revenue. W have little risk, if any,
fromthe concentration of revenue through this power grid as it is a
not-for-profit organization that exists to act as the market for electrica
transacti ons.

In 2008, we revised our accounting for reserves for collections of revenues.
The revision in our reserve accounting is a result of inprovenents in our
ability to accurately estimate collections, which is based upon historica
trends and tinely and accurate information. Previously the transactions were
recorded as revenue on the settlenment date, which typically fall 45-70 days
after the transaction date fromwhich the revenue is derived, because
managenent believed that without an established history for this source of
revenue, and the potential for disputes, that the settlenent date, on which
both parties agree to the anmount of revenue to recognize, was the nost
conservative and appropriate date to use. For periods beginning with the first
quarter of 2008 and forward, revenue fromthese settlenents were accrued into
the prior nmonth instead of recognizing revenue as the settlenent amounts were
received. The record of these settlenment anounts being realized over the prior
two years had been extrenely accurate so that managenent believed it was
appropriate to accrue the settlement anounts into the prior month. This
revision in our reserve accounting resulted in an extra nmonth of revenue being
recorded in the first quarter of 2008. This first quarter of 2008 contai ned
the paynment received in January of 2008 (which was not accrued into Decenber)
and the settlenment anpbunts fromthe fifth business day in February, March and
April of 2008, each of which was accrued into the prior nmonths of January,
February and March of 2008. The first quarter of 2009 includes three nonths of
revenue which is conprised of the settlenent anounts fromthe fifth business
day in February, March and April of 2009, each of which was accrued into the
prior months of January, February and March of 2009. Therefore, the nine nonth
peri od ended Cctober 3, 2009 is conprised of nine nonths of settlenent anmounts
and the nine nonth period ended Septenber 27, 2008 is conprised of ten nonths
of settlenent anounts.

| ndex
An additional source of our revenue is derived fromagreenments with the power
grid operators whereby a nonthly reserve fee is paid for our agreenment to be
available to provide relief in the formof curtail ment of energy usage, in
times of high energy demand. W record these paynents as revenue over the
period during which weRl7;re required to performunder these progranms. Under
certain programs, our obligation to performmy not coincide with the period
over which we receive paynents under that program |In these cases we record
revenue over the mandatory performance obligation period and record a

recei vabl e for the ambunt of payments that will be received after that period
has been conpl et ed.

New Accounting Requirenments and Di scl osures
Accounting Standards Codificati on and GAAP Hi erarchy R12; Effective for interim
and annual periods ending after Septenber 15, 2009, the Accounting Standards
Codification and rel ated di scl osure requirenents issued by the FASB becane the
single official source of authoritative, nongovernmental GAAP. The ASC
sinmplifies GAAP, without change, by consolidating the nunerous, predecessor
accounting standards and requirements into logically organized topics. Al
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other literature not included in the ASC is non-authoritative. W adopted the
ASC as of Cctober 3, 2009, which did not have any inpact on our results of
operations, financial condition or cash flows as it does not represent new
accounting literature or requirements. All references to pre-codified U S.
GAAP have been renoved fromthis Form 10Q

Determining Fair Value in Inactive Markets R12; Effective for interimand
annual periods begi nning after June 15, 2009, GAAP established new accounting
standards for determning fair value when the volune and level of activity for
the asset or liability have significantly decreased and the identifying
transactions are not orderly. The new standards apply to all fair value
nmeasur enents when appropriate. Anpong ot her things, the new standards:

R26; affirmthat the objective of fair value, when the market for an asset is
not active, is the price that would be received in a sale of the asset in
an orderly transaction;

R26; clarify certain factors and provide additional factors for determning
whet her there has been a significant decrease in market activity for an
asset when the market for that asset is not active;

R26; provide that a transaction for an asset or liability may not be presumed
to be distressed (not orderly) sinply because there has been a significant
decrease in the volune and level of activity for the asset or liability,
rather, a company nust determ ne whether a transaction is not orderly
based on the weight of the evidence, and provide a non-exclusive |list of
the evidence that may indicate that a transaction is not orderly; and

R26; require disclosure in interimand annual periods of the inputs and
val uation techni ques used to neasure fair value and any change in
val uation technique (and the related inputs) resulting fromthe
application of the standard, including quantification of its effects, if
practicabl e.

These new accounting standards nust be applied prospectively and retrospective
application is not permtted. See Note 9 for disclosure of our fair val ue
measurenents. Financial Instruments R12; Effective for interimand annua

peri ods endi ng after June 15, 2009, GAAP established new di scl osure
requirenments for the fair value of financial instruments in both interim and
annual financial statenents. Previously, the disclosure was only required
annual ly. W adopted the new requirements as of July 4, 2009, which resulted in
no change to our accounting policies, and had no effect on our results of
operations, cash flows or financial position, but did result in the addition of
interimdisclosure of the fair values of our financial instruments. See Note 4
for disclosure of the fair value of our debt.

| ndex

Subsequent Events R12; Effective for interimand annual periods ending after
June 15, 2009, GAAP established general standards of accounting for and

di scl osure of events that occur after the bal ance sheet date but before
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financial statements are issued or are available to be issued. The new

requi renents do not change the accounting for subsequent events; however, they
do require disclosure, on a prospective basis, of the date an entity has

eval uat ed subsequent events. We adopted these new requirenments as of July 4,
2009, which had no inpact on our results of operations, financial condition or
cash fl ows.

Consol i dati onR12; Effective for interimand annual periods beginning after
Noverber 15, 2009, with earlier application prohibited, GAAP anends the current
accounting standards for determ ning which enterprise has a controlling
financial interest in a VIE and amends gui dance for determ ni ng whether an
entity is a VIE. The new standards will al so add reconsideration events for
determ ni ng whether an entity is a VIE and will require ongoi ng reassessment of
which entity is determined to be the VIERL7;s primary beneficiary as well as
enhanced di scl osures about the enterpriseRl7;s involvenent with a VIE. W are

currently assessing the future inpact these new standards w |l have on our
results of operations, financial position or cash flows. Transfers and
Servicing -- Effective for interimand annual periods begi nning after Novenber

15, 2009, GAAP elim nates the concept of a qualifying special purpose entity,
changes the requirenments for derecognizing financial assets and requires

addi tional disclosures. W are currently assessing the future inpact these new
standards will have on our results of operations, financial position or cash
flows.

2. Capital Stock

The Conpany has aut horized 10,000, 000 shares of Preferred Stock, no par val ue.
As of October 3, 2009 and January 3, 2009, the ConpanyRl7;s Series 2, Series 3
and Series 4 preferred stock had been conpletely converted to comon shares.
The Conpany has aut horized 225, 000, 000 shares of Common Stock, no par val ue. As
of COctober 3, 2009 and January 3, 2009, the Conpany had 95, 629, 961 and

95,179, 961 shares of comon stock i ssued and outstandi ng, respectively. During
the nine nonth period ended Cctober 3, 2009, the Conpany issued an aggregate of
450, 000 shares of common stock, all of which were issued to directors for their
services on the ConmpanyRl7;s board.

3. Stock Options and Warrants

Stock Incentive Pl an

The Conpany has a Stock Incentive Plan (the "Plan"). At Cctober 3, 2009 and
Sept enber 27, 2008, 556,234 and 6,063, 870 shares of commpn stock were reserved,
respectively, for issuance to enployees, officers, directors and outside
advisors. Under the Plan, the options may be granted to purchase shares of the
Conpany's conmmon stock at fair market value, as determ ned by the Conpany's
Board of Directors, at the date of grant. The options are exercisable over a
period of up to ten years fromthe date of grant or such shorter term as
provided for in the Plan. The options becone exerci sabl e over periods from
zero to four years.

Al so under the Plan during the quarter ended July 4, 2009, the Conpany granted
Restricted Stock Awards to the independent Directors of the ConpanyRl7;s Board
of Directors in connection with their services as Directors. These four awards
granted the Directors a total of 450,000 shares of the ConpanyR17;s conmon
stock (Note 2). The shares are restricted fromtransfer, except as permtted
for estate planning purposes, until January 15, 2010.

A total of 11,223,249 options to purchase shares of the ConpanyRl7;s comobn
stock were granted to enpl oyees of the Conpany during the nine nonths ended

Cct ober 3, 2009. There were 147,000 options granted to enpl oyees, directors
and consultants during the nine nmonths ended Septenber 27, 2008. The

11, 223, 249 options issued to enpl oyees during the nine nonths ended Cctober 3,
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2009 are forfeited if not exercised within ten years. O the options granted
during the nine nonths ended Cctober 3, 2009, 950,000 were granted to certain
managenment enpl oyees in exchange for permanent salary reductions instituted in
Mar ch 2009. The reductions ranged from 7% to 25% of the enpl oyeesRl7; annua
sal ary. These options vest nonthly over the 12 nonths after grant, after which
they will be fully vested. The remaining 10,273,249 options have a 12-npnth
wai ting period during which no vesting occurs. At the end of this 12-nonth
peri od, the options beconme 25% vested, and then vest ratably over the remaining
thirty sixRl1l; months of the vesting period. The wei ghted average per share

val ue of all options granted in the current nine nonths was $0.08.
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The foll owing table sunmarizes the changes in stock options outstanding and the
related prices for the shares of the ConpanyRl7;s common stock issued to

enpl oyees, officers and directors of the Conpany under the Pl an

Opti ons Qut st andi ng Opti ons Exerci sabl e
Exer ci se Nunber Wei ght ed Wei ght ed Nunber Wei ght ed
Prices Qut st andi ng Aver age Aver age Exerci sabl e Average
Remai ni ng Exerci se Exerci se
Contractual Price Price
Life (Years)
$ 0.05-0.94 15, 474, 581 5.32 $ 0.28 4,114,982 $ 0.61
$ 1.76-2.70 225, 346 1.61 $ 2.18 225, 346 $ 2.21
15, 699, 927 5. 05 $ 0.30 4,310, 228 $ 0.68

Transactions involving stock options issued are summari zed as foll ows:

Nunber of Shares Wi ghted Average Price Per Share

Qut st andi ng at Decenber 29, 2007 9,723,750 $ 0.54
G ant ed 162, 000 0.42
Exer ci sed (2,069, 331) 0. 34
Cancel | ed or expired (1, 737,549) 0. 67
Qut st andi ng at January 3, 2009 6,078, 870 $ 0.81
G ant ed 11, 223, 249 0.08
Exer ci sed - 0. 00
Cancel | ed or expired (1,602,192 0.64
Qut st andi ng at Cctober 3, 2009 15, 699, 927 $ 0.31

The Conpany has conputed the value of all options granted during fiscal 2009
and 2008 using the Bl ack-Schol es pricing nodel. There were 1,120,000 options
granted during the third quarter of 2009. The followi ng assunpti ons were used
to calculate the value of options granted during the third quarter of 2009 and
2008:

2009 2008
Ri sk-free interest rate 3.54% 3.54%
Expect ed di vidend yield - -
Expected life 5 years 5 years
Expected volatility 122% 122%

St ock- based conpensati on expense recogni zed for the three and ni ne nonths ended
Cct ober 3, 2009 was $186, 787 and $601, 226, respectively. Enpl oyee stock-based
conpensati on expense recogni zed for the three and nine nonths ended Septenber

10
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27, 2008 was $172,235 and $643, 802, respectively.

Common Stock Warrants

In connection with the August 24, 2004 debt issuance by Destination Capital,
LLC, the Company is obligated to issue warrants to purchase the ConpanyR17;s
conmon stock. According to the terns of the debt issuance, warrants in the
amount of 12.5% of the |oan bal ance, outstanding on the first day of each
month, will be issued to the debt hol ders for each cal endar nonth that the debt
i s outstandi ng. Each warrant is exercisable into one share of comobn stock at
the |l esser of $0.38 per share or the price applicable to any shares, warrants
or options issued (other than options issued to enpl oyees or directors) while
the loan is outstanding, and will expire in 2010. Prior to this debt issuance,

t he Conpany exercised an option to convert $1, 400,000 of outstanding debt into
preferred stock that is convertible into shares of common stock. This exercise
when aggregated with all other outstanding equity arrangenents, resulted in the
total nunber of comon shares that could be required to be delivered to exceed
the nunber of authorized common shares. The fair value of the 37,500 warrants
initially issued in connection with the debt issuance nmust be recorded as a
liability for warrant settlenent in the financial statements using the

Bl ack- Schol es nodel, and any subsequent changes in the ConpanyRl7;s stock price
to be recorded in earnings. Accordingly, the aggregate fair value of these
warrants, issued prior to Septenber 1, 2004, was determined to be $17,513. At
Sept enmber 1, 2004, the ConpanyRl7;s sharehol derR17;s voted to increase the

aut hori zed shares avail able for issuance or conversion, which cured the
situation described above. Accordingly, the fair value of the warrants on

Sept enber 1, 2004 was determ ned to be $20,776. The warrant liability was
reclassified to sharehol dersR1l7; equity and the increase fromthe initia
warrant val ue was recorded in earnings in the fiscal year ended January 1,

2005. For the nonths from August 1, 2004 to July 2, 2005, according to the
terns of the warrant provision of the August 24, 2004 debt agreenent, the
Conpany was obligated to issue 1,626,042 additional warrants. The val ue of
these warrants of $604, 955 was added to sharehol dersRl7; equity on the
consol i dat ed bal ance sheet, with a correspondi ng expense charged to interest
expense in the consolidated statenent of operations. As of Cctober 3, 2009, the
hol ders of these warrants exercised 1,309,616 warrants in exchange for
1,170,841 shares of the ConpanyR17;s conmon stock, and 316,426 warrants remain
out st andi ng.
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On Cctober 13, 2005, the Company issued an aggregate of 19, 695,432 warrants in
connection with the acquisition of acquired EnergyConnect, Inc. The Conpany

val ued the warrants using the Bl ack-Schol es option pricing nodel, applying a
useful life of 5 years, a risk-free rate of 4.06% an expected dividend yield
of 0% a volatility of 129% and a fair val ue of the common stock of $2.17.

Total value of the warrants issued anpunted $36, 495,391, which was included in
the purchase price of ECl. As of COctober 3, 2009, the warrant hol ders have not
exerci sed any of these warrants.

On Cctober 5, 2005, in conjunction with a private placenment which resulted in
gross proceeds of $3,276,000, the Company sold 5,233,603 shares of compn stock
at $0. 70 per share, and issued warrants to purchase up to 2,944, 693 shares of
comon stock. The warrants have a termof five years and an exercise price of
$0.90 per share. As of COctober 3, 2009, the warrant hol ders have exercised
192,370 warrants, for 180, 409 shares of common stock, and 2,752,323 warrants
remai n out st andi ng.

On June 30, 2006, in conjunction with a private placement which resulted in
gross proceeds of $15, 000, 000, the Conpany sold 7,500,000 shares of comon
stock at $2.00 per share, and issued warrants to purchase up to 5,625,000
shares of common stock. The warrants have a termof five years and an exercise
price of $3.00 per share. As of October 3, 2009, the warrant hol ders have not
exerci sed any of these warrants.

On May 7, 2008, in conjunction with a private placenent which resulted in gross
proceeds of $3, 615,000, the Conpany sold 9, 051, 310 shares of comon stock at
$0. 40 per share, and issued warrants to purchase up to 4,525,655 shares of
conmmon stock. The warrants have a termof five years and an exercise price of
$0. 60 per share. As of Cctober 3, 2009, the warrant hol ders have not exercised
any of these warrants.

11
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No warrants were issued, exercised, cancelled or expired during the nine nonths
ended Cctober 3, 2009.

4. Debt

Qperating Line of Credit

At January 3, 2009, the Conpany had a | oan facility which was an unsecured
$120,000 line of credit at prime plus 3 3/4% due on demand with interest
payabl e nonthly. As of January 3, 2009, there was $117, 257 out st andi ng,
respectively, under this line. During the second quarter of 2009, the bal ance
was paid and the |ine was cl osed.
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Convertible Note

A summary of the ConpanyR17;s convertible note payable is as foll ows:

Cct ober 3, 2009 January 3, 2009
Convertible note payable, interest due nonthly $ 2,050, 000
at 30% wi th 23% due and payable currently with
7% def erred each nonth until Decenber 31, 2009
at which time the deferred interest bal ance wll
be added to the note bal ance. The note is due
January 1, 2011. The note is convertible into
shares of the ConpanyRl17;s common stock at
$0. 091 per share, in an anount equal to
two-thirds of the outstandi ng bal ance at
conversion with the remaini ng bal ance due in
cash.
Debt di scount R11; beneficial conversion (171, 329)
feature, net of accumul ated anortization and
wite-off of $281,052 and $0 at Cctober 3, 2009
and January 3, 2009.
Not e payabl e, net of debt di scount $ 1,878,671

On February 26, 2009 we entered into a Busi ness Loan Agreenent, a Convertible
Secured Prom ssory Note and Commercial Security Agreenent (collectively the
R20; Loan AgreementsR21;) with Aequitas Comercial Finance, LLC

(R20; AequitasR21;). Aequitas is a commercial finance conpany that provides

l oan and | ease financing to conmpanies. Aequitas is managed by Aequitas Capita
Management, Inc. (R20; Aequitas Capital R21;). Aequitas Capital and its
affiliates have previously provided the Conpany with debt and equity financing.
Wlliam C MCormck, the Chairman of the Board of Directors of EnergyConnect
Goup, Inc., is a menber of the Advisory Board of Aequitas Capital

Pursuant to the terns and conditions of the Loan Agreenents, Aequitas will

provi de the Conpany with a revolving credit facility enabling the Conpany to
borrow noney in a maxi mum princi pal ambunt not to exceed $5,000,000. The
current interest rate for funds borrowed by the Conmpany in the first twelve
(12) month termis twenty-three percent (23% with an additional seven percent
(7% deferred interest per annum The accrued deferred interest shall be added
to the then current principal balance of the loan at the end of the first
twelve (12) nonth term The interest rate for funds borrowed in the second
twelve (12) nmonth termis thirty percent (30%. The |oan matures on January 1,
2011. As security for this loan, the Conpany granted Aequitas a first priority
security interest in the assets of the Conpany.

The Loan Agreenents grant Aequitas the right to convert up to two-thirds
(2/3rds) of unpaid principal and interest into shares of ECNGRL7;s compn stock
at an exercise price of $0.091 anytine after issuance. The Company recogni zed

12
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an i nbedded beneficial conversion feature in the amount of $452,381 present in
the convertible note equal to the intrinsic value of the i nbhedded beneficia
conversion feature, to additional paid in capital and a di scount agai nst the
convertible note during the nine nonths ended October 3, 2009. The debt

di scount attributed to the beneficial conversion feature is anortized over the
convertible note's maturity period (twenty-two nonths) as interest expense.
During the nine nonths ended October 3, 2009, total proceeds received fromthe
convertible note was $3, 250, 000 and the Conpany repaid $1, 200, 000 of the |oan
The Conpany anortized and wote-off the convertible note debt discount
attributed to the beneficial conversion feature and recorded non-cash interest
expense in the anount of $105,694 and $281, 052 for the three and nine nmonth
peri ods ended Cctober 3, 2009, respectively. No debt discount was anortized in
2008.

As of October 3, 2009 the bal ance owed on the Note was $2,050,000, and is
recorded in long termdebt. The Conpany is current with its obligations under
this Note and is in compliance with all covenants. Qher than this obligation
there was no other interest bearing debt due by the Conmpany at Cctober 3, 2009.
13

5. Intangi ble Assets and Goodw ||

As a result of our acquisition of ECl we recorded an intangible asset of

$2, 390, 667 at the date of acquisition representing devel oped technology that is
currently used within ECl. The intangi ble asset acquired has an estinmated
useful life of ten years, and as such is being anortized nonthly, over that
period. Goodw || of $106, 544,871 represented the excess of the purchase price
over the fair value of the net tangi ble and intangi bl e assets acquired. At
Decenber 31, 2005 and January 3, 2009, it was determined in independent

val uations that the goodwil|l generated in this transaction was inpaired. The
Conmpany decided to wite off approximately $77, 191, 344 and $29, 353, 527 of this
goodwi I | in the years ended Decenber 31, 2005 and January 3, 2009,
respectively. The wite-off of the goodwill and the anortization of the

i ntangi bl e assets are included in operating expenses in the consolidated
statenment of operations.
I nt angi bl e assets consist of the follow ng:

Cct ober 3, 2009 January 3, 2009

Devel oped technol ogy (including patents) $ 2,428,954 $ 2,390, 667
Less accumrul ated anorti zation (936, 345) (757, 045)
$ 1,492,609 $ 1,633, 622

Anortization of intangible assets included as a charge to i ncome was $179, 300
for both of the nine nonth periods ended Cctober 3, 2009 and Septenber 27, 2008.
Based on the ConpanyRl7;s current intangible assets, anortization expense for

the five succeeding years will be as foll ows:

Anortization
Year Expense
Twel ve nmont hs ended Septenber 2010 $ 239, 487
Twel ve nmont hs ended Sept enber 2011 239, 487
Twel ve nont hs ended Sept enber 2012 239, 487
Twel ve nmont hs ended Sept enber 2013 239, 487
Twel ve nmont hs ended Sept enber 2014 and beyond 534, 661
Tot al $ 1,492,609

13
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6. Busi ness Concentrations

We produce revenue and therefore accounts receivable through agreenments with
bot h buil ding owners and the power grid operators. Under our agreements with
facilities owners, we use electrical and energy related products that help
energy consuners control energy use in their buildings. In conjunction with
this agreement we are menbers of the power grid operators and have agreed to
provide the grids with energy, capacity, and related ancillary services during
specified times and under specified conditions. These transactions are

summari zed at the end of each nonthly period and submitted to the power grids
for settlenment and approval. Wile the power grids are our custoners, they are
primarily a conduit through which these electrical curtail ment transactions are
processed. The vast majority of our revenues each year are processed through
the PIJM Interconnection. PJMserves as the market for electrical transactions
in a specific region in the United States. Qur agreement with PIMis an
ongoi ng one as we are nenbers of PJM These transactions are initiated by
bui | di ng owners, who are our participants. These transactions formthe basis
for our revenue.

Fi nanci al transactions and instruments that potentially subject us to
concentrations of credit risk consist prinarily of revenue generating
transactions and the resultant accounts receivable. During the three nonths
ended Cct ober 3, 2009, revenue from one customer, whomis a grid operator,
approxi mated $9, 479,000 or 92% of total revenue. This revenue is the result of
nmultiple participating electric consunmers that each executed nyriad energy
transactions in the economc nmarket, or that are registered in capacity
prograns. These econom c transactions and capacity commtnents were aggregated
and billed to the grid operators. That revenue is dependent on actions taken
or commitnents nmade to reduce electricity usage by these third parties in
conjunction with ECl, for which the grids, as our custoners, rent paynents to
us. These transactions formthe basis for the majority of our annual revenue.
We have little risk, if any, fromthe concentration of revenue through these
power grids as they maintain the market for electrical transactions and
capacity support for the grids.

14
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For the three nonths ended Cctober 3, 2009, there were no partici pants whose
transactions resulted in revenue that totaled nore than 10% of our revenue.
During the three nmonths ended Septenber 27, 2008, there was one customer who
generated 96% of the ConpanyR17;s revenue and one partici pant whose
transactions generated 13% of the ConmpanyRl7;s total revenue.

For the nine nonth period ended October 3, 2009, one custoner generated 91% of
the ConpanyR17;s total revenues. There were no participants whose capacity
conm trents generated nore than 10% of our revenues. For the nine nonth period
ended Septenber 27, 2008, there was one partici pant whose capacity conmtnents
generated 13% of the ConpanyR17;s total revenue.

7. Sale of Discontinued Operations

Di vestiture of Christenson Electric, Inc.

On July 20, 2005, the Conpany acquired Christenson Electric, Inc. (CEl) in
exchange for 2,000, 000 shares of the ConpanyR17;s common stock and the
assunption of certain liabilities within CEI. CEl provides services to
utilities and other energy rel ated companies. On Novenber 29, 2007, our board
of directors signed an agreenent to sell all of the shares of our wholly-owned
subsidiary Christenson Electric, Inc. to a corporation forned by the managemnent
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of CEl. The agreenment was approved by our shareholders in a vote on March 10,
2008. The closing occurred on April 24, 2008.

The foll owi ng sunmarizes the actual results of the disposition of the CE

busi ness segment .

Debts assuned by buyer $ 12,653,197
Net assets disposed of (12, 149, 018)
Expenses incurred in connection with the transaction (369, 404)
Net gain on di sposal of CEI $ 134,775

In the three and six nonths ended June 28, 2008, the Conpany recorded a gain on
di sconti nued operations of approxi mately $163,000, and a | oss on discontinued
operations of approximately $11, 000, respectively.

8. Legal Proceedings

During 2008, we were contacted by the Federal Regul atory Energy Comm ssion
(R20; FERCR21;) and asked to provide information to themas part of a non-public
i nquiry on the demand response narkets, and our activity in our markets under
the FERC tariffs. Over a period of 8 months we provided themw th the
request ed docunentation both in paper and electronic form and voluntarily
provided themw th access to certain of our enployees in an effort to answer
all questions put forth to us. Qur responses under the inquiry were conpl eted
on Decenber 31, 2008

On April 28, 2009, staff from FERCRL7;s O fice of Enforcenent inforned

Ener gyConnect that FERC had found our technol ogy and busi ness processes to be
in conpliance with the tariff and had closed its inquiry, wthout any proposed
enf orcenent actions or renedies.

15

9. Fair Val ue Measurenent

Fair Val ue Measurenents under GAAP clarifies the principle that fair val ue
shoul d be based on the assunptions narket participants would use when pricing
an asset or liability and establishes a fair value hierarchy that prioritizes
the informati on used to devel op those assunptions. Under the standard, fair
val ue neasurenents are separately disclosed by level within the fair val ue

hierarchy. It only applies to accounting pronouncenments that already require
or permt fair value neasures, except for standards that relate to share-based
payment s

Val uati on techni ques consi dered are based on observabl e and unobservabl e

i nputs. The Standard classifies these inputs into the follow ng hierarchy:
Level 1 inputs are observable inputs and use quoted prices in active markets
for identical assets or liabilities that the reporting entity has the ability
to access at the neasurenent date and are deened to be nost reliable neasure of
fair val ue.

Level 2 inputs are observable inputs and reflect assunptions that market
participants would use in pricing the asset or liability devel oped based on
mar ket data obtained from sources independent of the reporting entity. Level 2
i nputs includes 1) quoted prices for simlar assets or liabilities in active
markets, 2) quoted prices for identical or simlar assets or liabilities in
markets that are not active, 3) observable inputs such as interest rates and
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yi el d curves observable at conmnly quoted intervals, volatilities, prepaynent
speeds, credit risks, default rates, and 4) narket-corroborated inputs.

Level 3 inputs are unobservable inputs and reflect the reporting entityRl7;s
own assunptions about the assunptions market participants would use in pricing
the asset or liability based on the best information avail able under the

ci rcumnst ances.

This statement permits us to choose to measure certain financial assets and
liabilities at fair value that are not currently required to be neasured at
fair value (the R20; Fair Value OptionR21;). Election of the Fair Value Option
is made on an instrument-by-instrunent basis and is irrevocable. At the
adoption date, unrealized gains and | osses on financial assets and liabilities
for which the Fair Value Option has been elected are reported as a cumnul ative
adj ustment to beginning retained earnings. W did not elect the Fair Val ue
Option as we had no financial assets or liabilities that qualified for this
treatnent. In the future, if we elect the Fair Value Option for certain
financial assets and liabilities, we would report unrealized gains and | osses
due to changes in their fair value in net incone at each subsequent reporting
date. The adoption of this statement had no inpact on our consolidated
financial statenents.

The carrying value of the ConpanyR17;s cash and cash equival ents, accounts
recei vabl e, accounts payabl e, borrow ngs under the revolving credit facility,
and other current assets and liabilities approximte fair val ue because of
their short-termmaturity. The fair value of the ConpanyRl7;s | ong-term debt
is approxi mately $2, 050,000 as of Cctober 3, 2009.

10. Subsequent Events

Managenent has reviewed and eval uated material subsequent events fromthe
bal ance sheet date of October 3, 2009 through the financial statenents issue
dat e of Novenber 12, 2009. All appropriate subsequent disclosures, if any,
have been nmade in the Notes to Unaudited Condensed Consolidated Financia

St at ement s.

Item 2. Managenent Rl7;s Di scussion and Anal ysis of Financial Condition and
Results of QOperations

The foll owi ng di scussion of the financial condition and results of operations
of EnergyConnect Group, Inc. should be read in conjunction with the
Managenment R17; s Di scussion and Anal ysis of Financial Condition and Results of
Operations, and the Consolidated Financial Statenents and the Notes thereto

i ncluded in the ConpanyR1l7;s Annual Report on Form 10-K for the year ended
January 3, 2009.
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For war d- Looki ng St at enent s

Certain statenments contained in this Form 10-Q concerni ng expectations,
bel i efs, plans, objectives, goals, strategies, future events or perfornmance and
under | yi ng assunptions and ot her statenments which are other than statenents of
historical facts are "forward-|ooking statements"” within the neaning of the
federal securities laws. Al though the Conpany believes that the expectations
and assunptions reflected in these statements are reasonable, there can be no
assurance that these expectations will prove to be correct. These
forward-| ooki ng statenents involve a nunber of risks and uncertainties, and
actual results may differ materially fromthe results discussed in the
forward-| ooki ng statenents. Any such forward-1|ooking statenents shoul d be
considered in light of such inportant factors and in conjunction wth other
docunents of the Conpany on file with the SEC

New factors that could cause actual results to differ materially fromthose
described in forward-1ooking statements energe fromtine to tinme, and it is not
possi bl e for the Conmpany to predict all of such factors, or the extent to which
any such factor or conbination of factors nmay cause actual results to differ
fromthose contained in any forward-|ooking statenent. Any forward-|ooking
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statenment speaks only as of the date on which such statenent is nmade, and the
Conpany undertakes no obligations to update the information contained in such
statenent to reflect subsequent devel opnents or information

Overvi ew

Ener gyConnect Group, Inc. (the R20; Conpany, R21; R20;we, R21; R20;us, R21; or
R20; our R21;) through its subsidiary EnergyConnect, Inc. (R20; ECIR21;) provides
a full range of demand response services to the electric power industry. Qur
custonmers are the regional grid operators who pay us market rates for
reductions in electrical demand during periods of high prices or peak demand
and for being available to reduce electric power demand on request at periods
of capacity limtations or in response to grid energencies. Qur suppliers are
| arge commercial and industrial consuners of electricity who we pay to shift
their demand for electricity fromhigh priced hours in the day to | ower priced
hours. W al so pay these participating energy consunmers to be available to
curtail electric demand on request.

Thr ough proprietary technol ogy and busi ness processes we autonate el ectric
consuner demand response transactions and the associ ated neasurenent,
verification, and support decisions. These capabilities make it possible and
easy for electric consuners, particularly commercial and industrial facilities,
to shift load fromhigh priced hours to | ower priced periods.

Qur services provide market incentives to reduce electric demand during peri ods
of peak demand or high prices. By shifting |oad from high demand periods to
times of lower electrical demand our services inprove the operating efficiency
of the electrical grids and inprove grid reliability. W also delay the need
for construction of new el ectrical generating plants. Through higher
efficiencies on the grid, |ower cost of generation and inproved reliability al
consumers of electricity benefit from our demand response activities on the

el ectrical grid. By providing consuners of electricity an effective neans of
responding to grid wholesale prices of electricity we conplete the supply
demand narket place for electricity and provide offsetting narket forces to
electricity generators.

Qur custoners are regional electric grid operators such as PIJIM the | argest
electric grid in the nation, and selected electric utilities who support and
sponsor denmand response. All of our current operations are in the United
States with services provided in nore than 25 states. Following a three year
testing and pilot period, we began conmercial operations in 2005. Qur revenues
in 2008 were $25.9 nmillion. Qur suppliers are comrercial and industria

el ectric energy consuners who we pay to shift, curtail, bank, and in sone cases
produce el ectric energy.

ECI operates on a national footprint currently serving consuners and grid
operators in nore than 25 states. 17

| ndex ECI delivers services to wholesale electric narkets of regiona
electric grids. Selected needs of electric grid operators, including energy,
capacity, and reserves have been forned into products that can be delivered
through ECI systens to the grid. ECI technol ogies, processes, and services
enabl e buildings and electric consuners to contribute to such whol esal e
services in direct conpetition with expensive peaki ng power plants.

In 2003 we acquired a part of Christenson Electric, Inc. (R20; CEIR21;), and
in 2005, we acquired the renmmi nder of CEl and the operations of ECl. This
conbined a 60 year old electrical contracting and technol ogy business with a
hi gh growt h denmand response business. 1n 2007 we determ ned that ECI had grown
to a self sustaining transition point and in Novernber 2007 we agreed to sel
the stock of CElI. Qur objective is to | everage our unique and proprietary
technol ogi es, busi ness processes, and resources and build a viable, profitable
denmand response busi ness servicing North American whol esal e power markets.

Fi nanci al statenents and acconpanyi ng notes included in this report include

di scl osure of the results of operations for CEl, for all periods presented, as
di sconti nued operations. Al significant inter-conpany accounts and
transacti ons have been elimnated in consolidation.

The Conpany was incorporated in October 1986 as an Oregon Corporation
succeedi ng operations that began in Cctober 1984. The ConpanyRl7;s
headquarters are located in Canpbell, California.

Critical Accounting Policies

The di scussion and analysis of financial condition and results of operations is
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based upon our consolidated financial statements, which have been prepared in
accordance with accounting principles generally accepted in the United States.
The preparation of these financial statenments requires us to nake estinmates and
judgrments that affect the reported anobunts of assets, liabilities, revenues and
expenses, and rel ated disclosure of contingent assets and liabilities. W
continuously evaluate our estimates and judgnments, including those related to
revenue recognition, sales returns, bad debts, excess inventory, inpairnent of
goodwi I | and intangi bl e assets, incone taxes, contingencies and litigation. Qur
estimates are based on historical experience and assunptions that we believe to
be reasonabl e under the circunstances, the results of which formthe basis for
maki ng judgnments about the carrying values of assets and liabilities that are
not readily apparent from other sources. Actual results may differ fromthese
estimates under different assunptions or conditions. W discuss the

devel opnent and sel ection of the critical accounting estinates with the Audit
Conmittee of our Board of Directors on a quarterly basis, and the Audit
Committee has reviewed our related disclosure in this Form 10-Q

We believe the following critical accounting policies, anong others, affect our
nore significant judgnents and estinmates used in the preparation of our
consol i dated financi al statenents:

Revenue recognition W produce revenue through agreenents with both building
owners and the power grid operators. Under our agreenments with facilities
owners, we use electrical and energy rel ated products that hel p energy
consuners control energy use in their buildings. In conjunction with this
agreenment we are nenbers of the power grid operators and have agreed to provide
the grids with energy, capacity, and related ancillary services during
specified times and under specified conditions. These transactions are

sunmmari zed at the end of each nonthly period and subnmitted to the power grids
for settlement and approval. Wile the power grids are our customers, they are
primarily a conduit through which these electrical curtailnment transactions are
processed. The vast ngjority of our revenue in 2008 was processed through the
PJM I nt erconnecti on. PJM serves as the nmarket for electrical transactions in a
specific region in the United States. Qur agreenent with PJMis an ongoi ng one
as we are nenbers of PJIM These transactions are initiated by building owners,
who are our participants. The transactions formthe basis for our revenue. W
have little risk, if any, fromthe concentrati on of revenue through this power
grid as itR17;s a not-for-profit organization that exists to act as the nmarket
for electrical transactions.

In 2008, we revised our accounting for reserves for collections of revenues.
The revision in our reserve accounting was a result of inprovenments in our
ability to accurately estimate collections, which is based upon historica
trends and tinely and accurate information. Previously the transactions were
recorded as revenue on the settlenment date, which typically fall 45-70 days
after the transaction date fromwhich the revenue is derived, because
managenent believed that without an established history for this source of
revenue, and the potential for disputes, that the settlenent date, on which
both parties agree to the anmount of revenue to recognize, was the nost
conservative and appropriate date to use. For periods beginning with the first
qguarter of 2008 and forward, revenue fromthese settlenents were accrued into
the prior nmonth instead of recognizing revenue as the settlenent amounts were
received. The record of these settlenment anounts being realized over the prior
two years had been extrenely accurate so that managenent believed it was
appropriate to accrue the settlement anounts into the prior month. This
revision in our reserve accounting resulted in an extra nmonth of revenue being
recorded in the first quarter of 2008. This first quarter of 2008 contai ned
the paynment received in January of 2008 (which was not accrued into Decenber)
and the settlenment anpbunts fromthe fifth business day in February, March and
April of 2008, each of which was accrued into the prior nmonths of January,
February and March of 2008. The first quarter of 2009 includes three nonths of
revenue which is conprised of the settlenent anounts fromthe fifth business
day in February, March and April of 2009, each of which was accrued into the
prior months of January, February and March of 2009. Therefore, the nine nonth
peri od ended Septenber 27, 2008 is conprised of ten nonths of settlenent
anmounts and the nine nonth period ended October 3, 2009 is conprised of nine
nont hs of settl enment anounts.
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An additional source of our revenue is derived fromagreenments with the power
grid operators whereby a nonthly reserve fee is paid for our agreenent to
standby, ready to provide relief in the formof curtail ment of energy usage, in
times of high energy demand. W record these paynents as revenue over the
peri od during which weRl7;re required to performunder these progranms. Under
certain programs, our obligation to performmy not coincide with the period
over which we receive paynents under that program |In these cases we record
revenue over the mandatory performance obligation period and record a

recei vabl e for the amount of payments that will be received after that period
has been conpl et ed.

Accruals for contingent liabilities

We nake estimates of liabilities that arise fromvarious contingencies for

whi ch values are not fully known at the date of the accrual. These
contingencies may include accruals for reserves for costs and awards invol ving
| egal settlenments, costs associated with vacating | eased pren ses or abandoni ng
| eased equi prent, and costs involved with the discontinuance of a segnment of a
busi ness. Events may occur that are resolved over a period of time or on a
specific future date. Managenent nmakes estinates of the potential cost of these
occurrences, and charges themto expense in the appropriate periods. If the
ultimate resolution of any event is different than managenentR17;s estimate,
conpensating entries to earnings nay be required. Purchase price allocation and
i mpai rment of intangible and | ong-1ived assets

I ntangi bl e and long-1lived assets to be held and used are revi ewed for

i mpai rment whenever events or changes in circunstances indicate that the
carrying anounts of such assets may not be recoverable. Determnation of
recoverability is based on an estimate of undi scounted future cash fl ows
resulting fromthe use of the asset, and its eventual disposition. Masurenent
of an inpairnent loss for intangible and long-lived assets that nanagenent
expects to hold and use is based on the fair value of the asset as estimated
using a discounted cash flow nodel. W neasure the carrying value of goodw ||
recorded in connection with the acquisitions for potential inpairment in
accordance with GAAP, a company is divided into separate R20;reporting

units, RR1; each representing groups of products that are separately nanaged.

For this purpose, we have one reporting unit. To determ ne whether or not

goodwi I | may be inpaired, a test is required at |east annually, and nmore often
when there is a change in circunstances that could result in an inpairnent of
goodwi I I . If the trading of our common stock is bel ow book value for a
sustained period, or if other negative trends occur in our results of
operations, a goodwi ||l inmpairnent test will be perfornmed by conparing book
value to estimted narket value. To the extent goodwill is determined to be

i mpai red, an inpairment charge is recorded in accordance w th GAAP
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We tested our intangibles for inpairment as of the end of fiscal years 2005

t hrough 2008. Goodw || of $106, 544,871 was recorded upon the acquisition of EC
in October 2005, and represented the excess of the purchase price over the fair
val ue of the net tangible and i ntangi bl e assets acquired. At Decenber 31, 2005,
it was determined in an independent valuation that the goodw || generated in
this transaction was inpaired. The Conpany decided to wite off approxi mately
$77,191, 344 of this goodwill. At January 3, 2009, it was determ ned that the
remai ni ng carrying value of goodwi Il generated fromthe 2005 transacti on was

i mpai red. The Conpany decided to wite off the remaining carrying val ue of
goodwi | | of $29,353,527. The anortization of the intangible assets is included
in operating expenses in the consolidated statements of operations.

St ock- Based Conpensation In accordance with GAAP regardi ng R20; Share- Based
Payment , R21; (which requires the nmeasurenent and recognition of conpensation
expense for all share-based paynent awards nade to enpl oyees and directors

i ncl udi ng enmpl oyee stock options based on estimted fair values), we are using
the nodified prospective transition nmethod, which requires the application of
the accounting standard as of January 1, 2006, the first day of the
ConpanyR17;s fiscal year 2006.

St ock- based conpensati on expense recogni zed for the three nonths ended Cctober
3, 2009 and Septenber 27, 2008 was approxi mately $187,000 and $172, 000,

19



ENERGYCONNECT GROUP INC Filing Date: 10/03/09

respectively. Enployee stock-based conmpensati on expense recogni zed for the
ni ne nont hs ended Cctober 3, 2009 and Septenber 27, 2008 was approxi nately
$601, 000 and $644, 000, respectively. GAAP requires conpanies to estimate the
fair value of share-based paynent awards on the date of grant using an
option-pricing nodel. The value of the portion of the award that is ultimtely
expected to vest is recogni zed as expense over the requisite service periods in
our Consolidated Statenent of Operations. Previously, we accounted for
st ock- based awards to enpl oyees and directors using the intrinsic val ue nethod.
Under the intrinsic value nethod, no stock-based conpensati on expense had been
recogni zed in our Consolidated Statenent of Operations because the exercise
price of our stock options granted to enployees and directors equaled the fair
mar ket val ue of the underlying stock at the date of grant. Stock-based
conpensati on expense recogni zed during the period is based on the value of the
portion of share-based paynent awards that I1s ultimately expected to vest
during the period. Stock-based conpensati on expense recogni zed in our
Consol i dated Statements of Operations for the three and ni ne nonths ended
Cct ober 3, 2009 and Septenber 27, 2008 included conpensation expense for
shar e- based paynent awards granted prior to, but not yet vested as of Decenber
31, 2005 based on the grant date fair value estimated in accordance with pro
forma provisions and conpensati on expense for the share-based paynent awards
grant ed subsequent to Decenber 31, 2005 based on the grant date fair val ue
estimated. GAAP requires forfeitures to be estimated at the time of grant and
revised, if necessary, in subsequent periods if actual forfeitures differ from
those estimates. We are using the Bl ack- Schol es option-pricing nodel as its
met hod of val uation for share-based awards granted beginning in fiscal 2006,
whi ch was al so previously used for our pro forma information required. Qur
determ nation of fair value of share-based paynent awards on the date of grant
using an option-pricing nmodel is affected by our stock price as well as
assunptions regardi ng a nunber of highly conplex and subjective vari abl es.
These variables include, but are not linmted to our expected stock price
volatility over the termof the awards, and certain other market variables such
as the risk free interest rate. Conputation of Net Incone (Loss) per Share
Basi ¢ earnings (loss) per comobn share are conputed using the wei ghted-average
nunber of comon shares outstanding during the period. Diluted earnings per
conmon share is conmputed using the conbination of dilutive commbn share
equi val ents, which include convertible preferred shares, options and warrants
and the wei ght ed- average number of commopn shares outstandi ng during the period.
Duri ng the nine nonths ended Cctober 3, 2009 and the nine nonths ended
Sept enber 27, 2008, comon stock equival ents are not considered in the
cal cul ati on of the wei ghted average nunber of comon shares outstandi ng because
they would be anti-dilutive, thereby decreasing the net |oss per comopn share.
20
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Concentrations
Fi nanci al transactions and instruments that potentially subject us to
concentrations of credit risk consist prinarily of revenue generating
transactions and the resultant accounts receivable. During the three nonths
ended Cct ober 3, 2009, revenue from one customer, whomis a grid operator,
approxi mated $9, 479,000 or 92% of total revenue. This revenue is the result of
nmultiple participating electric consunmers that each executed nyriad energy
transactions in the economc narket, or that are registered in capacity
prograns. These econom c transactions and capacity commtnents were aggregated
and billed to the grid operators. That revenue is dependent on actions taken
or commitnents made to reduce electricity usage by these third parties in
conjunction with ECl, for which the grids, as our custoners, rent paynents to
us. These transactions formthe basis for the majority of our annual revenue.
We have little risk, if any, fromthe concentration of revenue through these
power grids as they maintain the market for electrical transactions and
capacity support for the grids.
For the three nonths ended Cctober 3, 2009, there were no partici pants whose
transactions resulted in revenue that totaled nore than 10% of our revenue.
During the three nmonths ended Septenber 27, 2008, there was one customer who
generated 96% of the ConmpanyR17;s revenue and one partici pant whose
transactions generated 13% of the ConmpanyRl7;s total revenue.
For the nine nonth period ended October 3, 2009, one custoner generated 91% of
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the ConpanyR17;s total revenues. There were no participants whose capacity
conm trents generated nore than 10% of our revenues. For the nine nonth period
ended Septenber 27, 2008, there was one partici pant whose capacity conmtnents
generated 13% of the ConpanyR17;s total revenue.

At Cctober 3, 2009 and January 3, 2009 there was one custoner whose trade
accounts recei vabl e bal ance represented 80% and 94% of our outstanding trade
accounts receivabl e respectively.

We have little risk, if any, fromthe concentration of revenues and receivabl es
t hrough our power grid custoners as they naintain the various markets for

el ectrical transactions and are pass-through entities regulating the paynents
bet ween purchasers and suppliers of electricity. W performlimted credit

eval uati ons of our power grid custonmers and do not require collateral on
accounts recei vabl e bal ances. W have not experienced nmaterial credit |osses
for the periods presented.

The | evel of revenue resulting fromany single participantRl7;s transactions
may vary and the | oss of any one of these participants, or a decrease in the

| evel of revenue fromtransactions generated by any one of these participants,
could have a material adverse inpact on our financial condition and results of
operations.

Recent Accounting Pronouncenents

See Note 1 of the Unaudited Condensed Consolidated Financial Statenents for a
full description of new accounting pronouncerents, including the respective
expected dates of adoption and effects on results of operations and financia
condi ti on.

Resul ts of Operations

The financial information presented is for the three and nine nonths ended

Cct ober 3, 2009 and Septenber 27, 2008, represents activity in EnergyConnect
Group, Inc. and its wholly-owned subsidiary, EC.

Revenue.

The Conpany generates revenue nmainly from demand response transactions

regul ated by a FERC tariff. These transactions include econom c or price-based
prograns and capacity prograns.
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Economi ¢ or price-based progranms entail voluntary, daily opportunities to enter
into transactions in the energy markets based on our customersRl7; responses to
fluctuations in hourly energy prices.

Capacity prograns allow for paynments to partners such as ECI based on energy
availability and curtail ment when required by an electric grid to stabilize the
supply and demand of electricity on the grid. Also included in the FERC tariff
are rul es under which we recogni ze revenue in capacity based energy prograns.
The FERC tariff also allows for other revenue opportunities in helping to neet
various needs of electric grids. W recognize revenue fromthese prograns
ratably over the months during which our response is required.

Three nont hs ended Cctober 3, 2009 conpared to Three nonths ended Septenber 27,
2008.

Revenue for the three nonths ended Cctober 3, 2009 was approxi mately

$10, 338, 000 conpared to $11, 641,000 for the three nmonths ended Septenber 27,
2008, a reduction of approxi mately $1, 303,000 or (11%.

The reduction in revenues of approximately $1,303,000 is primarily attributable
to a change in the revenue recognition pattern for the PIMILR capacity program
arising froma change in the terms of and adm nistration of the program by PJM
For the three nonths ended Cctober 3, 2009 approxi mately 75% of the annua
revenue for the programwas included in the period, the other 25% bei ng

recogni zed in revenues during the second quarter which ended on July 4, 2009.
For the three nonths ended Septenber 27, 2008, approxi mately 100% of the annua
revenue for the programwas included in the period.

For the three nonths ended Cctober 3, 2009, one custoner generated 92%the
ConpanyR17;s total revenue, no other custonmer generated nore than 10% of the
ConpanyR17;s total revenue. For the three nonths ended Septenber 27, 2008, one
customer generated 96% of the ConmpanyRl7;s total revenue, no other custoner
generated nore than 10% of the ConpanyRl7;s total revenue.

For the three nonths ended Cctober 3, 2009, there were no partici pants whose
capacity commtnents generated nore than 10% of the ConpanyRl7;s total revenue.
For the three nonths ended Septenber 27, 2008, there was one partici pant whose
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capacity comm tnents generated 13% of the ConmpanyR17;s total revenue.

Ni ne nont hs ended Cctober 3, 2009 conpared to N ne nonths ended Septenber 27,
2008.

Revenue for the nine nonths ended Cctober 3, 2009 was approxi mately $19, 070, 000
conpared to approxi mately $24, 083,000 for the nine nonths ended Septenber 27,
2008, a reduction of $5,013,000 or (21%.

The reduction in revenues of approxinmately $5,013,000 is primarily attributable
to the nine nonth period ended Septenber 27, 2008, being conprised of ten

nont hs settl enent anmpunts and the nine nonth period ended Cctober 3, 2009,
bei ng conpri sed of nine nmonths of settlement amounts as described in the
Critical Accounting Policies.

For the nine nonths ended Cctober 3, 2009 and the nine nonths ended Septenber
27, 2008, approximtely 100% of the annual revenues for the PIMILR capacity
programare 1 ncluded in the period.

For the nine nonths ended Cctober 3, 2009, one custoner generated 91%t he
ConpanyR17;s total revenue, no other customer generated nore than 10% of the
ConpanyR17;s total revenue. For the nine nonths ended Septenber 27, 2008, one
cust omer generated 96% of the ConmpanyRl7;s total revenue, no other custoner
generated nore than 10% of the ConpanyRl7;s total revenue.

For the nine nonths ended Cctober 3, 2009, there were no partici pants whose
capacity comm tnents generated nore than 10% of the ConpanyRl7;s total revenue.
For the nine nonths ended Septenber 27, 2008, there was one partici pant whose
capacity comm tnents generated 13% of the ConpanyR17;s total revenue. 22
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Cost of Revenues. Three nonths ended Cctober 3, 2009 conpared to three nonths
ended Septenber 27, 2008.

Cost of revenues for the three nonths ended October 3, 2009 was approxi mately
$7, 221, 000 conpared to $6, 458,000 for the three nonths ended Septenber 27,
2008, an increase of approximately $763,000 or (12%.

Ni ne nont hs ended Cctober 3, 2009 conpared to nine nonths ended Septenber 27,
2008.

Cost of revenues for the nine nonths ended Cctober 3, 2009 was approxi nately
$12, 161, 000 conpared to $16, 945,000 for the nine nmonths ended Septenber 27,
2008, a reduction of approxi mately $4, 784,000 or (28%.

Cost of revenues includes the paynents to our participants for capacity
conmitments nade by them and for transactions initiated by them and various
costs required to do business in the grids in which we operate. Goss Profit.
Three nont hs ended October 3, 2009 conpared to Quarter ended Septenber 27, 2008.
Gross profit for the three nonths ended Cctober 3, 2009 was approxi mately

$3, 117,000 or (30% of revenues) conpared to approxi mately $5, 183,000 or (45% of
revenues) for the three nonths ended Septenber 27, 2008, a reduction of

$2, 066, 000 or (40%.

The reduction in gross profit is primarily attributable to | ower revenues and
to an overall |ower gross margi n percentage. The reduction in gross nargin
percentage from45%to 30%is primarily attributable to the change in the mx
of capacity and economni c prograns.

Ni ne nont hs ended Cctober 3, 2009 conpared to Nine nonths ended Septenber 27,
2008.

Gross profit for the nine nonths ended October 3, 2009 was approxi mately

$6, 909, 000 or (36% of revenues) conmpared to $7,138,000 or (30% of revenues) for
the same period in 2008, representing a reduction in gross profit of $229, 000
or (3%.

The reduction in gross profit is primarily attributable to | ower revenues which
have been partially offset by an overall higher gross margi n percentage. The
increase in gross nmargin percentage to 36% of revenues in 2009 from 30% of
revenues in 2008 is primarily attributable to the change in the customer m x
and the m x of capacity and econom c prograrns.

Future gross profit margins will depend on the ConpanyRl7;s ability to sign
contracts with participants for appropriate percentages for the duration of the
contract term

Oper ati ng Expenses.

Three nont hs ended COctober 3, 2009 conpared to Three nont hs ended Septenber 27,
2008.

Operating expenses for the three nonths ended Cctober 3, 2009, were

approxi mately $2, 246, 000 conpared to approxi mately $3,024,000 for the three
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nmont hs ended Septenber 27, 2008, a reduction of approximtely $778, 000 or

(25. 7%

This reduction in operating expenses was primarily attributable to, |ower
personnel costs of approximately $700, 000, and | ower professional services
costs of approxi mately $100, 000.

The reduction in personnel costs of approximately $700,000 which was primarily
attributable to | ower headcount and a decrease in the use of tenporary | abor
Included in the reduction of personnel costs was the inmpact of a increase in
the non-cash charge for enpl oyee stock-based conpensation, which was

approxi mately $187,000 for the three nmonths ended October 3, 2009, conpared to
$172,000 for the nine nonths ended Septenber 27, 2008, a increase of

approxi mately $15,000 or (9%.
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Ni ne nont hs ended Cctober 3, 2009 conpared to Ni ne nonths ended Septenber 27,
2008.

Operating expenses for the nine nmonths ended Cctober 3, 2009 were approxi mately
$7, 126,000 for the nine nmonths ended Cctober 3, 2009, conpared to approxi mately
$9, 322,000 for the nine nonths ended Septenber 27, 2008, a reduction of

approxi mately $2, 196, 000 or (23.6%

This reduction in operating expenses was primarily attributable to, |ower
personnel costs of approximately $1, 600,000, |ower advertising and marketing
costs of approxi mately $400, 000, |ower professional services costs of

approxi matel y $100, 000 and | ower other costs of $100, 000.

The reduction in personnel costs of approxi mately $1, 600,000 represented a 27%
reduction in these costs, which was prinmarily attributable to | ower headcount
and a decrease in the use of tenporary | abor

Included in the reduction of personnel costs was the inmpact of a reduction in
the non-cash charge for enpl oyee stock-based conpensation, which was

approxi mately $601, 000 for the nine nmonths ended Cctober 3, 2009, conpared to
$644, 000 for the nine nonths ended Septenber 27, 2008, a reduction of

approxi mately $43,000 or (7%.

I nterest Expense.

Three nont hs ended COctober 3, 2009 conpared to three nonths ended Septenber 27,
2008.

Net interest expense was $342,000 for the three nonths ended Cctober 3, 2009
conpared to net iInterest expense $12,000 for the three nonths ended Septenber
27, 2008.

Ni ne nont hs ended Cctober 3, 2009 conpared to Ni ne nonths ended Septenber 27,
2008.

Net interest expense was $735,000 for the nine nmonths ended COctober 3, 2009,
conpared to $7,000 of net interest incone for the nine nonths ended Septenber
27, 2008.

Net interest expense in 2009 is conprised nainly of interest expense incurred
under the ConpanyRl17;s debt facility and amortizati on of debt di scount
associated with the beneficial conversion feature of the debt facility.

I nterest expense on the debt facility for the three and nine nonths ended

COct ober 3, 2009 was $185, 000 and $458, 000 respectively. Debt discount
anortization for the three and nine nonths ended Cctober 3, 2009 was $160, 000
and $281, 000, respectively.

Gain / Loss From Di sconti nued Operati ons.

Di sconti nued operations represents a | oss fromthe operations of the
Christenson Electric electrical construction business. On Novenber 29, 2007,
our board of directors signed an agreenent to sell all of the shares of our
whol | y- owned subsidiary Christenson Electric, Inc. to a corporation forned by
the managenent of CElI. The agreenent was approved by our shareholders in a
vote on March 10, 2008. The closing occurred on April 24, 2008. The Conpany
recorded a gain fromdiscontinued operations of $29,000 for the three nonths
ended June 28, 2008. The Conpany recorded a | oss from di sconti nued operations
of $146,000 for the nine nonths ended Septenber 27, 2008. On April 24, 2008,
the sal e of discontinued operations was consunmat ed, and the Conpany recorded a
gain on the sale of discontinued operations in the amount of $135, 000.
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No federal tax benefit fromloss carryback was recorded in either year as there
was no incone tax paid in the open | oss carryback periods. The Conpany has
provided a full valuation allowance on its net deferred tax asset.

Liquidity and Capital Resources

Since inception, the Conpany has financed its operations and capita

expendi tures through public and private sales of equity securities, cash from
operations, and borrow ngs under debt facilities. At October 3, 2009, the
Conpany had positive working capital of approximtely $2,160,000 and its
primary source of liquidity consisted of cash advances under its debt facility
and cash generated fromoperations. O the anmounts contained in certificates
of deposit, $66,800 was restricted at both Cctober 3, 2009 and January 3, 2009.
On February 26, 2009 we entered into a Busi ness Loan Agreenent, a Convertible
Secured Prom ssory Note and Conmercial Security Agreement (collectively the
R20; Loan AgreenentsR21;) with Aequitas Comrercial finance, LLC (Aequitas).
Pursuant to the terms and conditions of the Loan Agreenents, Aequitas wll

provi de the Conpany with a revolving credit facility enabling the Conpany to
borrow nmoney in a nmaxi num princi pal ambunt not to exceed $5,000,000. As
security for this loan, the Conpanies granted Aequitas a first priority
security interest in the assets of the Companies. The Loan Agreenents grant
Aequitas the right to convert up to two-thirds (2/3rds) of unpaid principal and
interest into shares of ECNGRL7;s conmpbn stock at an exercise price of $0.091
On May 7, 2008 we closed a private placerment in which we issued 9,051, 310
shares of common stock resulting in aggregate cash proceeds of $3,512,000 and
elimnation of accounts payable of $103,000. |In conjunction with this private
pl acement, we al so issued 4,525,655 five year warrants exercisable at $0.60 per
share. The proceeds of this financing were used for general working capita

pur poses.

Accounts receivable increased to $10,712,000 at Cctober 3, 2009 from $4, 374, 000
at January 3, 2009. The increase was primarily due to the recognition of
revenue and receivables fromthe 2009-2010 |ILR capacity program Receivables
were also affected by collections fromthe prior year ILR capacity receivable
that was outstanding at January 3, 2009. The receivable fromthe 2008-2009 ILR
capacity program which was approximately $6 mllion as of the end of Septenber
2008, decreased ratably through the end of the second quarter of 2009 and was
paid in full as of the end of the current quarter. Qur renmining receivables
will increase and decrease in accordance with the revenue recogni zed i n each
quarter. The large nmajority of our revenue, and therefore cash and

recei vabl es, is generated through the PJM Interconnection. PJMserves as the
market for electrical transactions in a specific region in the United States.
We are nmenbers of PJM and our relationship with this power grid is perpetual
We have little risk, if any, fromthe concentrati on of revenue through this
power grid as it is a not-for-profit organi zation that exists to act as the

mar ket for electrical transactions.

Property and equi pnent, net of depreciation, decreased to $286,000 at Cctober
3, 2009, compared to $299,000 at January 3, 2009. This decrease was due
primarily to the capitalization of software costs to produce internally used
software, |less normal depreciation on fixed assets. The Conpany does not
antici pate spending significant anmounts to acquire fixed assets for the
foreseeabl e future

Accounts payabl e increased to $10, 242,000 at Cctober 3, 2009 from $5, 116, 000 at
January 3, 2009. The increase was prinmarily due to the accrual of participant
payments to match recognition of expenses associated with the PIMILR capacity
programwi th the recognition of revenue and receivables. At Cctober 3, 2009,
ot her than normal obligations to vendors, payables consist primarily of paynent
obligations to participants, not currently due, in our capacity prograns and to
normal nonthly obligations in our econonic prograns.

The Conpany had no material conmitnents for capital expenditures at Cctober 3,
20009.

As a result of our history of |osses and our experiencing difficulty in
generating sufficient cash flow to neet our obligations and sustain our
operations, our independent registered public accounting firm in their report
i ncluded in our January 3, 2009 Form 10-K, have expressed substantial doubt
about our ability to continue as going concern
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In prior periods, we generated cash through our discontinued operating
subsidiary, Christenson Electric, Inc. This subsidiary also held a $10 mllion
operating line of credit under which we borrowed funds agai nst eligible
accounts receivable. The funds generated fromthe discontinued operations and
their debt facility are no longer available to the continuing entity. Al
future cash will need to be generated fromthe operations of EnergyConnect, our
debt facility and from funds rai sed through future debt and equity financings
shoul d cash generated from operati ons and current debt facilities prove

i nsufficient.

Management believes it has sufficient capital resources to neet projected cash
flow deficits for the following twelve nonths. |f during that period or
thereafter, the Conpany is not successful in generating sufficient liquidity
from operations, cash needs exceed its ability to borrow on its debt facility,
or in raising sufficient capital resources, on terns acceptable to them this
could have a material adverse effect on the ConpanyRl7;s business, results of
operations liquidity and financial condition.

The Conpany has reduced costs through two reductions in force, and through
managenent sal ary reductions in the |ast two sequential quarters. |If
operations and cash flows continue to inprove through these efforts, nanagenent
bel i eves that the Conpany can continue to operate. However, no assurance can
be given that managenentR17;s actions will result in profitable operations or
the resolution of its liquidity problens.

Qur registered i ndependent certified public accountants have stated in their
report dated March 19, 2009, that we have incurred operating |losses in the past
years, and that we are dependent upon managerent's ability to devel op
profitabl e operations. These factors anpbng others nmmy rai se substantial doubt
about our ability to continue as a going concern

Inflation

In the opinion of managenent, inflation will not have a significant inpact on
the CompanyR17;s financial condition and results of its operations.

O f - Bal ance Sheet Arrangenents

The Conpany does not mmintain off-bal ance sheet arrangements nor does it
partici pate in any non-exchange traded contracts requiring fair val ue
accounting treatnent.

Iltem 3. Quantitative and Qualitative Disclosures About Market Risks

The Conpany does not own or trade any financial instrunents about which

di scl osure of quantitative and qualitative market risks are required to be

di scl osed.

Item 4. Controls and Procedures

Di scl osure controls and procedures are controls and other procedures that are
designed to ensure that information required to be disclosed by us in the
reports that we file or subnmit under the Exchange Act is recorded, processed,
summari zed and reported, within the tinme periods specified in the Securities
and Exchange Conm ssionR17;s rules and forns. Disclosure controls and
procedures include, without limtation, controls and procedures designed to
ensure that information required to be disclosed by us in the reports that we
file under the Exchange Act is accumul ated and comuni cated to our managenent,
i ncl udi ng our principal executive and financial officers, as appropriate to
allow timely decisions regardi ng required di scl osure.

| ndex Eval uation of Disclosure Controls and Procedures

As of the end of the period covered by this Quarterly Report, we carried out an
eval uation, under the supervision and with the participation of our Chief
Executive O ficer (CEOQ and Chief Financial Oficer (CFO, of our disclosure
controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the
Securities Exchange Act of 1934, as anended (the R20; Exchange ActR21;). Based
on that eval uation, our CEO and CFO concl uded, as of the end of such period,

our disclosure controls and procedures were effective in ensuring that the
information required to be filed or subnitted under the Exchange Act is
recorded, processed, sunmarized and reported as specified in the Securities and
Exchange Commission's rules and forns, and accunul ated and conmuni cated to our
managenent, including our CEO and CFQ, as appropriate to allow tinely decisions
regardi ng required discl osure.

Changes in Internal Control over Financial Reporting

There were no changes in internal controls over financial reporting that
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occurred during the period covered by this report that have affected, or are
reasonably likely to affect, our internal control over financial reporting.

PART I1. OTHER | NFORMATI ON

Item 1. Legal Proceedings

During 2008, we were contacted by FERC and asked to provide infornation to them
as part of a non-public inquiry on the denmand response markets, and our
activity in our markets under the FERC tariffs. Over a period of 8 nonths we
provided themw th the requested docunentation both in paper and el ectronic
form and voluntarily provided themwi th access to certain of our enployees in
an effort to answer all questions put forth to us. Qur responses under the

i nquiry were conpl eted on Decenber 31, 2008.

On April 28, 2009, staff from FERCR17;s O fice of Enforcenent inforned

Ener gyConnect that FERC had found our technol ogy and busi ness processes to be
in conpliance with the tariff and had closed its inquiry, w thout any proposed
enf orcenent actions or renedies.

The Conpany is subject to |egal proceedings and clains, which arise in the
ordinary course of its business. Although occasional adverse decisions or
settlenents may occur, the Conpany believes that the final disposition of such
matters should not have a naterial adverse effect on its financial position
results of operations or liquidity. Item 1A R sk Factors

In addition to the other information set forth in this report, you should
careful ly consider the factors discussed in Item 7 (Managenent's Di scussion and
Anal ysi s of Financial Condition and Plan of Operation) of our Annual Report on
Form 10-K for the year ended January 3, 2009 (the "Annual Report"), which could
materially affect our business, financial condition or future results. There
have been no naterial changes to the risk factors disclosed in the Annua
Report.

I[tem 2. Unregistered Sales of Equity Securities and Use of Proceeds

None

I[tem 3. Defaults Upon Senior Securities

None

I[tem 4. Submission of Matters to a Vote of Security Hol ders

27

| ndex

The Conpany held its annual sharehol dersR17; neeting on July 28, 2009. There
were present at the neeting in person or by proxy sharehol ders of the

Cor porati on who were the hol ders of 61,092,167 (64.4%, shares of Common Stock
entitled to vote thereat constituting a quorum There were three proposals upon
whi ch sharehol ders were asked to vote.

El ecti on of directors.

To approve the restatenent of EnergyConnectRl17;s 2004 Stock Incentive Plan to
make amendnents and updates as necessary to conply with recent changes in
applicable laws and provide flexibility for enpl oyee conpensation; and

To transact such other business as nay properly conme before the Annual Meeting and any
adj our nnent or adjournnents thereof.

The foll owi ng nom nees were el ected by the foll owi ng vote count.
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Votes For Votes Wthheld

WIlliam C MCormck 46,575, 227 14,516, 940
Rodney M Boucher 48, 421, 809 12,670, 358
John P. Metcal f 60, 481, 744 610, 423
Kurt E. Yeager 60, 720, 026 372, 141
Gary D. Conley 60, 469, 852 622, 315
Kevin R Evans 60, 463, 190 628, 977

On April 1, 2009, Cene Ameduri tendered his resignation fromthe ConpanyR17;s
board of directors.

The shar ehol ders passed both the second and third proposals |isted above.
Iltem5. Oher Information

None

I[tem6. Exhibits

(a) The exhibits filed as part of this report are listed bel ow

Exhi bit No. 31.1 Certification of Chief Executive Oficer pursuant to
Section 302, of the Sarbanes-Oxley Act of 2002. 31.2 Certification of
Chief Financial Oficer pursuant to Section 302, of the Sarbanes- Oxley Act of
2002. 32.1 Certification of Chief Executive Oficer pursuant to 18 U S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes- Oxl ey Act of
2002. 32.2 Certification of Chief Financial Oficer pursuant to 18 U S.C.

Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxl ey Act of
2002.
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S| GNATURES

In accordance with the requirements of the Exchange Act, the registrant caused
this report to be signed on its behalf by the undersigned, thereunto duly

aut hori zed.

Dat ed: Noverber 12, 2009

ENERGYCONNECT GROUP, | NC.

By: /s/ Kevin R Evans
Kevin R Evans

Chi ef Executive Oficer
(Principal Executive Oficer)
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CERTI FI CATI ONS Exhibit 31.1

I, Kevin R Evans, certify that:

1. | have reviewed this quarterly report on Form 10-Q of EnergyConnect
G oup, Inc.;
2. Based on nmy know edge, this quarterly report does not contain any untrue

statement of a material fact or omt to state a naterial fact necessary to make
the statements made, in |ight of the circunstances under which such statenents
were made, not msleading with respect to the period covered by this quarterly
report;
3. Based on ny know edge, the financial statenments, and other financia
information included in this quarterly report, fairly present in all materia
respects the financial condition, results of operations and cash flows of the
regi strant as of, and for, the periods presented in this quarterly report;
4, The registrantR17;s other certifying officers and | are responsible for
est abl i shing and nmai ntaining disclosure controls and procedures (as defined in
Exchange Act Rul es 13a-14 and 15d-14) for the registrant and we have:
a) designed such disclosure controls and procedures to ensure that nateria
information relating to the registrant, including its consolidated
subsidiaries, is nade known to us by others within those entities, particularly
during the period in which this quarterly report is being prepared; b)
eval uated the effectiveness of the registrant's disclosure controls and
procedures and presented in this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the period covered by this
report based on such eval uation; and
c) disclosed in this report any change in the registrantRl7;s internal contro
over financial reporting that occurred during the registrantRl7;s nost recent
fiscal quarter (the registrantRl7;s fourth fiscal quarter in the case of an
annual report) that has materially affected, or is reasonably likely to
materially affect, the registrantRl7;s internal control over financia
reporting;
5. | have discl osed, based on ny nmpst recent evaluation, to the registrant's
auditors and the audit conmmttee of registrant's board of directors (or persons
perform ng the equival ent function):
a) all significant deficiencies in the design or operation of internal controls
whi ch coul d adversely affect the registrant's ability to record, process,
sunmari ze and report financial data and have identified for the registrant's
auditors any material weaknesses in internal controls; and
b) any fraud, whether or not material, that involves nanagenent or ot her
enpl oyees who have a significant role in the registrant's internal controls; and
6. | have indicated in this quarterly report whether or not there were
significant changes in internal controls or in other factors that could
significantly affect internal controls subsequent to the date of ny nost recent
eval uation, including any corrective actions with regard to significant
deficiencies and material weaknesses.
Date: Novenber 12, 2009

/sl Kevin R Evans Kevin R Evans Chi ef Executive O ficer
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CERTI FI CATI ONS Exhi bit 31.2

I, Andrew C. Warner, certify that:

1. | have reviewed this quarterly report on Form 10-Q of EnergyConnect
G oup, Inc.;
2. Based on nmy know edge, this quarterly report does not contain any untrue

statement of a material fact or omt to state a naterial fact necessary to make
the statements made, in |ight of the circunstances under which such statenents
were made, not msleading with respect to the period covered by this quarterly
report;
3. Based on ny know edge, the financial statenments, and other financia
information included in this quarterly report, fairly present in all materia
respects the financial condition, results of operations and cash flows of the
regi strant as of, and for, the periods presented in this quarterly report;
4, The registrantR17;s other certifying officers and | are responsible for
est abl i shing and nmai ntaining disclosure controls and procedures (as defined in
Exchange Act Rul es 13a-14 and 15d-14) for the registrant and we have:
a) designed such disclosure controls and procedures to ensure that nateria
information relating to the registrant, including its consolidated
subsidiaries, is nade known to us by others within those entities, particularly
during the period in which this quarterly report is being prepared; b)
eval uated the effectiveness of the registrant's disclosure controls and
procedures and presented in this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the period covered by this
report based on such eval uation; and
c) disclosed in this report any change in the registrantRl7;s internal contro
over financial reporting that occurred during the registrantRl7;s nost recent
fiscal quarter (the registrantRl7;s fourth fiscal quarter in the case of an
annual report) that has materially affected, or is reasonably likely to
materially affect, the registrantRl7;s internal control over financia
reporting;
5. | have discl osed, based on ny nmpst recent evaluation, to the registrant's
auditors and the audit conmmttee of registrant's board of directors (or persons
perform ng the equival ent function):
a) all significant deficiencies in the design or operation of internal controls
whi ch coul d adversely affect the registrant's ability to record, process,
sunmari ze and report financial data and have identified for the registrant's
auditors any material weaknesses in internal controls; and
b) any fraud, whether or not material, that involves nanagenent or ot her
enpl oyees who have a significant role in the registrant's internal controls; and
6. | have indicated in this quarterly report whether or not there were
significant changes in internal controls or in other factors that could
significantly affect internal controls subsequent to the date of ny nost recent
eval uation, including any corrective actions with regard to significant
deficiencies and material weaknesses.
Date: Novenber 12, 2009

/sl Andrew C. \\rner Andrew C. Warner Chi ef Financial Oficer
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Exhi bit 32.1
CERTI FI CATI ON PURSUANT TO SECTI ON 906CFTHE SARBANES- OXLEY ACT OF 2002

In connection with the quarterly report on Form 10-Q of EnergyConnect G oup
Inc. (the "Conpany") for the period ended Cctober 3, 2009, as filed with the
Securities and Exchange Commi ssion on the date hereof (the "Covered Report"),
I, Kevin R Evans, the principal executive officer of the Conpany, pursuant to
18 U.S.C. (s) 1350, as adopted pursuant to Section 906 of the Sarbanes- Oxl ey
Act of 2002, hereby certify that:

The Covered Report fully conplies with the requirenments of Section 13(a) or
15(d) of the Securities Exchange Act of 1934, as anmended; and

The information contained in the Covered Report fairly presents, in al
materi al respects, the financial condition and results of operations of the
Company.

IN WTNESS WHEREOF, | have executed this certificate as of this 12th day
Novenber 2009.

/sl Kevin R Evans Kevin R Evans Chi ef Executive Oficer
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Exhi bit 32.2
CERTI FI CATI ON PURSUANT TO SECTI ON 906CFTHE SARBANES- OXLEY ACT OF 2002

In connection with the quarterly report on Form 10-Q of EnergyConnect G oup
Inc. (the "Conpany") for the period ended Cctober 3, 2009, as filed with the
Securities and Exchange Commi ssion on the date hereof (the "Covered Report"),
I, Andrew C. Warner, the principal financial officer of the Conmpany, pursuant
to 18 U.S.C. (s) 1350, as adopted pursuant to Section 906 of the Sarbanes- Oxl ey
Act of 2002, hereby certify that:

The Covered Report fully conplies with the requirenments of Section 13(a) or
15(d) of the Securities Exchange Act of 1934, as anmended; and

The information contained in the Covered Report fairly presents, in al
materi al respects, the financial condition and results of operations of the
Company.

IN WTNESS WHEREOF, | have executed this certificate as of this 12th day of
Novenber 2009.

/s/ Andrew C. Warner Andrew C. War ner Chi ef Financial Oficer
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