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PARTI
ITEM 1. FINANCIAL STATEMENTS

BLUE EARTH, INC. AND SUBSIDIARIES
(fka Genesis Fluid Solutions Holdings, Inc.)
Condensed Consolidated Balance Sheets

ASSETS
December
June 30, 31,
2011 2010
(unaudited)
CURRENT ASSETS
Cash $2,255,286 $3,900,096
Accounts receivable, net 624,223 -
Inventory, net 361,453 -
Prepaid expenses and deposits 809,304 38,039
Total Current Assets 4,050,266 3,938,135
PROPERTY AND EQUIPMENT, net 214,047 10,932
OTHER ASSETS
Deposits 17,930 3,000
Distributorship and license, net 2,819,416 -
Total Other Assets 2,837,346 3,000
TOTAL ASSETS $7,101,659 $3,952,067
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES
Warrant derivative liability $1,223,960 $1,288,159
Current portion of notes payable 254,023 -
Accounts payable and accrued expenses 711,821 37,339
Total Current Liabilities 2,189,804 1,325,498
LONG TERM LIABILITIES
Long term portion of notes payable 117,079 -
Total Liabilities 2,306,883 1,325,498

Commitments and contingencies

STOCKHOLDERS' EQUITY
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Preferred stock; 25,000,000 shares authorized
at $0.001 par value, zero
shares issued and outstanding - -
Common stock; 100,000,000 shares authorized
at $0.001 par value, 13,707,807 and 11,855,232

shares issued and outstanding, respectively 13,708 11,855
Additional paid-in capital 15,889,285 12,420,166
Accumulated deficit (11,108,217) (9,805,452)
Total Stockholders' Equity 4,794,776 2,626,569
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $7,101,659 $3,952,067

The accompanying notes are an integral part of these consolidated financial statements.
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BLUE EARTH, INC. AND SUBSIDIARIES
(fka Genesis Fluid Solutions Holdings, Inc.)
Condensed Consolidated Statements of Operations

(unaudited)
For the Three Months
Ended For the Six Months Ended
June 30, June 30, June 30, June 30,

2011 2010 2011 2010
REVENUES $1,136,614 $- $2,043,636  $-
COST OF SALES 357,561 - 752,303 -
GROSS PROFIT 779,053 - 1,291,333 -
OPERATING EXPENSES
General and administrative 1,363,005 210,412 2,659,253 326,855
Total Operating Expenses 1,363,005 210,412 2,659,253 326,855
LOSS FROM OPERATIONS (583,952 ) (210,412 ) (1,367,920) (326,855 )
OTHER INCOME (EXPENSE)
Change in fair value of warrant liability 107,898 423,067 64,199 (39,073 )
Liquidated damages expense - - - (68,250 )
Interest income 1 3,783 956 8,127
Total Other Income (Expense) 107,899 426,850 65,155 99,196 )
INCOME (LOSS) FROM CONTINUING
OPERATIONS BEFORE INCOME TAXES (476,053 ) 216438 (1,302,765 ) (426,051 )
INCOME TAX EXPENSE - (800 ) - (800 )
INCOME (LOSS) FROM CONTINUING
OPERATIONS (476,053 ) 215,638 (1,302,765 ) (426,851 )
GAIN ON DISPOSAL OF DISCONTINUED
OPERATIONS, net of income taxes of $0 - - - -
LOSS FROM DISCONTINUED
OPERATIONS, net of income taxes of $0 - (282,058 ) - (860,329 )
Net loss from discontinued operations, net of
income tax - (282,058 ) - (860,329 )

NET LOSS $(476,053 ) $(66,420 ) $(1,302,765) $(1,287,180)
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BASIC AND DILUTED INCOME (LOSS)

PER SHARE

Continuing Operations $(0.04 ) $0.01 $(0.10 ) $(0.02 )
Discontinued Operations - (0.02 ) - (0.05 )
Net Loss $(0.04 ) $(0.00 ) $(0.10 ) $(0.07 )
WEIGHTED AVERAGE NUMBER OF

COMMON

SHARES OUTSTANDING BASIC AND

DILUTED 13,575,389 17,751,500 13,504,978 17,175,732

The accompanying notes are an integral part of these consolidated financial statements.
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BLUE EARTH, INC. AND SUBSIDIARIES
(fka Genesis Fluid Solutions Holdings, Inc.)

Condensed Consolidated Statements of Stockholders' Equity

Balance, December 31, 2009

Common shares issued for
consulting services
Liability paid on behalf of the
Company
by a shareholder
Common shares cancelled in
sale of subsidiary
Stock option and warrant
expense
Stock warrant liability
contributed
by shareholders

Common shares issued for cash

Net loss for the year ended
December 31, 2010

Balance, December 31, 2010

Common stock issued for option

cancellation (unaudited)

Stock option and warrant
expense (unaudited)

Common shares issued for
consulting services (unaudited)
Common stock issued for
acquisition of subsidiary
(unaudited)

Common stock issued for license

(unaudited)

Net loss for the six months ended

June 30, 2011 (unaudited)

Balance, June 30, 2011
(unaudited)

Common Stock

Shares

17,668,500

83,000

(6,331,050 )

434,782

11,855,232

72,813

350,000

1,279,762

150,000

13,707,807

Amount

$17,669

83

(6,331

434

11,855

73

350

1,280

150

$13,708

Additional
Paid-In
Capital

$10,152,118

41,417

8,467
6,331

1,575,768

136,500
499,565

12,420,166

95,711
342,179

425,650

2,428,729

176,850

$15,889,285

Total
Accumulated Stockholders'
Deficit Equity

$(6,217,899 ) $ 3,951,888

- 41,500

- 8,467

_ 1,575,768
_ 136,500
_ 499,999
(3,587,553 ) (3,587,553)

(9,805,452 ) 2,626,569

- 95,784
- 342,179

- 426,000

- 2,430,009
- 177,000

(1,302,765 ) (1,302,765 )

$(11,108,217) $ 4,794,776
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The accompanying notes are an integral part of these consolidated financial statements.
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BLUE EARTH, INC. AND SUBSIDIARIES
(fka Genesis Fluid Solutions Holdings, Inc.)
Condensed Consolidated Statements of Cash Flows

(unaudited)
For the Six Months Ended
June 30, June 30,

2011 2010
OPERATING ACTIVITIES
Net loss $(1,302,765) $(1,287,180)
Adjustments to reconcile net loss to net cash

used in operating activities:

Common stock issued for services 521,784 59,472
Warrant derivative liability (64,199 ) 39,073
Stock option expense 342,179 44,642
Depreciation 28,999 -
Changes in operating assets and liabilities:
Accounts receivable (504,398 ) -
Inventory (235,826 ) -
Prepaid expenses and deposits (751,144 ) (350 )
Accounts payable and accrued expenses 242,163 16,637
Net Cash Used in Continuing Operating Activities (1,723,207) (1,127,706)
Net Cash Provided by Discontinued Operating Activities - 19,782
INVESTING ACTIVITIES
Purchase of license (100,000 ) -
Purchase of property and equipment (131,927 ) -
Net Cash Used in Investing Activities (231,927 ) -
Net Cash Used in Discontinued Investing Activities - 24,418 )
FINANCING ACTIVITIES
Cash received in purchase of subsidiary 404,333 -
Repayment of notes payable (94,009 ) -
Net Cash Provided by Financing Activities 310,324 -
Net Cash Used in Discontinued Financing Activities - (56,042 )
NET DECREASE IN CASH (1,644,810) (1,188,384)
CASH AT BEGINNING OF PERIOD 3,900,096 4,873,912
CASH AT END OF PERIOD $2,255,286 $3,685,528

SUPPLEMENTAL DISCLOSURES OF
CASH FLOW INFORMATION:

11
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CASH PAID FOR:
Interest (continuing operations) $- $-
Income taxes (continuing operations) - 800

NON CASH FINANCING ACTIVITIES:

Reclassification of note payable-related party to note payable $- $12,500
Purchase of subsidiary for debt and common stock 2,430,009 -
Purchase of license for common stock 177,000 -
Liability paid by officer on behalf of Company - 8,467

The accompanying notes are an integral part of these consolidated financial statements.

12
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BLUE EARTH, INC.
(fka Genesis Fluid Solutions, Inc.)
Notes to Financial Statements
June 30, 2011

NOTE 1 - CONDENSED FINANCIAL STATEMENTS

The accompanying financial statements have been prepared by the Company without audit. In the opinion of
management, all adjustments (which include only normal recurring adjustments) necessary to present fairly the
financial position, results of operations, and cash flows at June 30, 2011, and for all periods presented herein, have
been made.

Certain information and footnote disclosures normally included in financial statements prepared in accordance with
accounting principles generally accepted in the United States of America have been condensed or omitted. The results
of operations for the periods ended June 30, 2011 and 2010 are not necessarily indicative of the operating results for
the full year.

NOTE 2 - SIGNIFICANT ACCOUNTING POLICIES
Inventory

Inventory is recorded at the lower of cost or market (net realizable value) using the average cost method. The
inventory on hand as of June 30, 2011 consists of motors, controllers, miscellaneous refrigeration parts and raw gasket
material at costs of $386,453. An allowance for obsolete inventory has been recorded for $25,000, resulting in net
inventory of $361,453. The Company does not have any work in progress.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities at the date of the financial statements and the reported amounts of revenue and expenses during the
reporting period. Actual results could differ from those estimates.

Recent Accounting Pronouncements

The Company has evaluated recent accounting pronouncements and their adoption has not had or is not expected to
have a material impact on the Company’s financial position, or statements.

NOTE 3 - SIGNIFICANT EVENTS
Acquisition of Subsidiary

On December 30, 2010, Castrovilla Energy, Inc., a recently formed California subsidiary of Blue Earth, Inc. entered
into agreements, subject to final Board approval, to acquire substantially all of the assets of Humitech of Northern
California, LLC (“Humitech”), a California limited liability company and its related company, Castrovilla, Inc.
Founded in 2004, Castrovilla based in Mountain View, California, had approximately $3.4 million in audited
revenues in 2010, which is more than twice its 2008. Castrovilla serves approximately 5,400 small commercial
businesses in Northern California with its 25 employees. Castrovilla manufactures, sells and installs commercial

13
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refrigerator and freezer gaskets and sells and installs motors and controls. Castrovilla’s strategy is to sell lighting and
HVAC bundled retrofits to its customer base.

Castrovilla participates in several ratepayer funded utility energy efficiency rebate programs, both through third-party
programs and through its own small commercial business program, Keep Your Cool. In 2008, Castrovilla acquired
the assets of Bay Area Refrigeration, a fully licensed commercial refrigeration contractor that has serviced the San
Francisco Bay Area for nearly 30 years. Since 2009, Castrovilla has operated an online store to sell a variety of
refrigeration products on both a wholesale and retail basis.

The purchase price for Humitech, under the Asset Purchase Agreement (“APA”) was $600,000. This consisted of the
payment of $150,000 of affiliated debt and the issuance of 267,857 shares of restricted Common Stock of Blue Earth,
Inc. with an agreed upon value of $450,000, or $1.68 per share, the average closing price of the Company’s Common
Stock from September 1-23, 2010 when the terms of the transaction were agreed to. The Company also

14
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BLUE EARTH, INC.
(fka Genesis Fluid Solutions, Inc.)
Notes to Financial Statements
June 30, 2011

NOTE 3 - SIGNIFICANT EVENTS (CONTINUED)

assumed trade debt of approximately $121,000. Humitech will remain an unaffiliated non-operating entity in order to
pay its other liabilities with the proceeds of the shares received from the Company, as well as from an inter-company
note in the amount of $331,579 from Castrovilla, Inc.

On December 30, 2010, Castrovilla Energy, Inc. (“CEI”), a wholly-owned subsidiary of the Company’s subsidiary, Blue
Earth Energy Management Services, Inc. (BEEMS) entered into an Agreement and Plan of Merger (the “Plan”) with
Castrovilla, Inc. and the Stockholders of Castrovilla, Inc. with an Effective Date of January 1, 2011, subject to final
Board approval which was obtained on January 18, 2011. CEI merged with and into Castrovilla, Inc. which is
continuing its existence as a wholly-owned California subsidiary of BEEMS. The APA and the Plan have been filed

as Exhibits 2.1 and 2.2, respectively, to the Current Report on Form 8-K for December 31, 2010, as amended.

Under the Plan, the Company issued an aggregate of 1,011,905 shares of its Common Stock valued at $1.68 per share
or $1,700,000 to the stockholders of Castrovilla, Inc. in exchange for all of the outstanding capital stock of
Castrovilla, Inc. All of the 1,279,762 shares issued in the Castrovilla Acquisition (collectively, the “Company Shares”)
are subject to Lock-up/Leak-out and Guaranty Agreements, as amended. The two Castrovilla, Inc. stockholders, John
Pink, who continues as President of Castrovilla, Inc. and Adam Sweeney, together with Humitech (the “Stockholders”)
could not sell any of the Company Shares for a six-month period beginning on the Effective Date of the Plan of
January 1, 2011 and ending on June 30, 2011. Thereafter and ending June 30, 2013, the three stockholders may sell
up to 2,461 Company Shares per trading day in the aggregate until all Company Shares are sold (the “Lock-up
Period”). The Company contingently guaranteed (the “Guaranty”) to the Stockholders the net sales price of $1.68 per
share, provided the Stockholders are in compliance with the terms and conditions of the Lock-up Agreement and the
hereinafter described performance criteria was are met.

A number of shares equal in value to fifty percent (50%) of the profits, if any, from the sale of shares above $3.36 per
share during the Lock-up Period will be returned to the Company. Any deficit from sales below $1.68 per share shall
be paid (i) 50% in cash, and (ii) the remaining 50% in either cash or shares of Common Stock of the Company
provided certain Earnings before Interest, Taxes, Depreciation and Amortization (EBITDA) performance criteria are
achieved as discussed in the next paragraph (at their then current fair market value, or any combination thereof, at the
sole discretion of the party making the payment).

In the event that Castrovilla Inc.'s EBITDA during the Lock-up Period is less than the budgeted amount of $361,000
for the first six months after the Effective Date and $722,000 of EBITDA per year for each of the fiscal years ending
December 31, 2012 and 2013, the $1.68 per share guaranteed price shall be decreased by the same percentage
decrease that EBITDA is below the projected $722,000 of EBITDA. All of such calculations will be in accordance
with GAAP and derived from the Company’s reviewed financial statements for the first three fiscal quarters of the year
and the audited financials for the fourth quarter of the year. If EBITDA is zero or negative, then no Guaranty is in
effect for the next quarter and the number of the Company’s Shares which could have been sold during such
three-month period will not be covered by a Guaranty in the future. Accordingly, for the six months ended June 30,
2011, the Company’s EBITDA was approximately $35,373 and therefore there is no guarantee in effect for the quarter
ended September 30, 2011 unless the Selling Shareholders sell shares at less than $0.16 per share. The share price
Guaranteed is determined by multiplying the percentage of actual EBITDA in this case 9.8%, by the Guaranteed

15
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Price/Share of $1.68 or $0.16 per share as the adjusted Guaranteed Price/Share in effect for the quarter ending
September 30, 2011.

16
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BLUE EARTH, INC.
(fka Genesis Fluid Solutions, Inc.)
Notes to Financial Statements
June 30, 2011

NOTE 3 - SIGNIFICANT EVENTS (CONTINUED)

The targeted EBITDA for the 12-month period from July 1, 2011 to June 30, 2012 is $722,000, or $180,500 per
quarter (the quarterly rate of $180,500 is a constant for each quarter through to the end of the Lock-up/Guarantee
period). Therefore, for the nine-months ended September 30, 2011, the Targeted EBITDA will be $361,000 plus
$180,500 or $541,000; and for the 12-months ended December 31, 2011, would be $722,000. The targeted EBITDA
for each subsequent 12 month period shall be $722,000, which shall be compared to the actual performance for the
most recent 12 month reporting period as illustrated above and multiplied times $1.68 to arrive at the guaranteed share
price, if any. These targeted amounts may be reduced if a majority of the Board of Directors agree on budget changes
which require an acceleration of expenses thereby affecting a current year’s budgeted EBITDA. No adjustment in the
targeted amounts for guarantee purposes has been made and none is contemplated at this time. The Company does not
anticipate any guaranty prior to April of 2012, due to the decision to expand Castrovilla's operations into several new
states.

In addition, under the Plan, the Company paid $50,000 to an unaffiliated third party for an existing obligation of
Castrovilla, Inc.

The above described Castrovilla Acquisition was completed on January 19, 2011, with an effective date of January 1,
2011. Pursuant to the terms and conditions of the Plan described above, Castrovilla Energy, Inc., a wholly-owned
subsidiary of the Company, was merged with and into Castrovilla, Inc., the Surviving Corporation, on January 21,
2011

The table below presents, on a retroactive basis the condensed consolidated statements of operations for the periods
presented. In the above referenced acquisition Castrovilla was not considered the predecessor for accounting
purposes. The proforma condensed consolidated statements of operations are presented below for comparative
purposes and to provide additional information and disclosure to the reader.

Proforma Condensed Consolidated Statement of Operations

For the Three Months
Ended For the Six Months Ended
June 30, June 30, June 30, June 30,
2011 2010 2011 2010
Revenues $1,136,614 $646,491 $2,043,636 $884,043
Cost of Sales 357,561 233,615 752,303 367,785
Gross Profit 779,053 412,876 1,291,333 516,258
Operating Expenses 1,363,005 905,759 2,659,253 776,019
Loss from Operations (583,952 ) (492,883 ) (1,367,920) (259,761 )
Other Income (Expense) 107,899 426,850 65,155 (99,196 )
Loss from Continuing Operations
Before Income Taxes (476,053 ) (66,033 ) (1,302,765) (358,957 )
Income Tax Expense - (800 ) - (800 )

17
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Loss from Continuing Operations

Gain on Disposal of Discontinued
Operations, net of income taxes of $0

Loss from Discontinued Operations
net of Income Taxes of $0

Net Loss from Discontinued Operations,
Net of Income Tax

Net Loss

Basic and Diluted Loss per Share

Continuing Operations

Discontinued Operations

Net Loss

Weighted Average Number of Common
Share Outstanding Basic and Diluted

(476,053 ) (66,833 ) (1,302,765) (359,757 )

- (282,085 ) - (860,329 )

- (282,085 ) - (860,329 )
$(476,053 ) $(348,918 ) $(1,302,765) $(1,220,086 )

$(0.04 ) $(0.00 ) $(0.10 ) $(0.02 )
- (0.02 ) - (0.05 )
$(0.04 ) $(0.02 ) $(0.10 ) $(0.07 )

13,575,389 17,751,500 13,504,978 17,175,732
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BLUE EARTH, INC.
(fka Genesis Fluid Solutions, Inc.)
Notes to Financial Statements
June 30, 2011

NOTE 3 - SIGNIFICANT EVENTS (CONTINUED)
Issuance of Common Stock

On May 16, 2011, the Company issued 150,000 shares for a license to certain light switching technology and paid
$100,000 cash. The shares were valued at $1.18 per share. On May 24, 2011 the Company issued 100,000 shares for
services valued at $1.24 per share. On March 21, 2011 the Company issued 72,813 shares, valued at $95,784, for the
cancellation of 238,500 previously issued options. On February 13, 2011 the Company issued 100,000 shares, valued
at $1.25, for director’s fees. One-half of the shares vested immediately, the remainder vest one year from issuance.
Also, on February 13, 2011 the Company issued 150,000 shares valued at $1.18 for consulting services
compensation. On January 1, 2011 the Company issued 1,279,762 shares for the acquisition of its subsidiary, as
described above.

NOTE 4 - COMMITMENTS AND CONTINGENCIES

On March 1, 2011, the Board of Directors of Blue Earth, Inc. (the “Company”’) amended the employment agreements of
Dr. Johnny R. Thomas, Chief Executive Officer and John C. Francis, Vice President of Corporate Development and
Investor Relations. Each of their employment agreements dated September 1, 2010 were amended effective February

1, 2011, to increase their annual salaries by $75,000. Johnny R. Thomas’s salary increased from $99,000 to $174,000
and John Francis’s salary from $75,000 to $150,000.

Johnny R. Thomas and John C. Francis were each awarded five-year performance warrants to purchase 1,000,000
shares each at an exercise price of $1.25 per share. The warrants will only vest if and when the Company achieves
certain revenues, net income and/or EBITDA milestones for four trailing quarters. For each executive officer, a total
of 412,500 warrants vest upon four different milestones when annual revenues exceed revenue milestones increasing
from $50 to $200 million. Achieving net income levels in excess of $0.20/share to more than $0.50/share will vest
262,500 warrants upon four different milestones. The remaining 325,000 warrants will vest upon four different
milestones when the Company’s EBITDA performance exceeds $0.40/share to more than $1.00 per share.

Any warrants not vested for one milestone are added on a cumulative basis to the following increment for potential
vesting at the next milestone. In the event that an officer is terminated without cause: (i) he shall receive a cash
settlement of $75,000, and (ii) 50% of all unvested warrants issued under his employment agreement, as amended,
shall vest immediately.

NOTE 5 - DISCONTINUED OPERATIONS

On August 27, 2010, the Company entered into a Stock Purchase Agreement (the “SPA”). Pursuant to the SPA, the
Buyers who signed the SPA, including Michael Hodges, the former Chairman and Interim Chief Executive Officer of
the Company, purchased from the Company on or before August 31, 2010, all of the issued and outstanding common
stock of Genesis Fluid Solutions, Ltd. (GFS), its wholly-owned subsidiary. The Purchase Price for GFS was (a) an
aggregate of 6,331,050 shares of Common Stock of the Company to be cancelled including, an aggregate of 1,300,000
shares of Common Stock of the Company held under an Escrow Agreement dated October 30, 2009 among the
Company, GFS, Michael Hodges, and Sichenzia Ross Friedman Ference LLP, as escrow agent; (b) an aggregate of
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approximately 3,011,000 options and warrants of the Company to be cancelled; and (c) GFS’s payment to the
Company of a six (6%) percent royalty beginning August 8, 2010, on all gross revenues derived from (i) dewatering
operations (exclusive of payments to subcontractors) and (ii) the sale, lease or licensing arrangements of the Rapid
Dewatering System and/or any of the dewatering boxes of GFS and its affiliates until the Company receives
$4,000,000 and a royalty of three (3%) percent of gross revenues thereafter not to exceed a cumulative royalty of
$15,000,000 (the “Royalty”).

The closing of the Stock Purchase Agreement occurred on August 31, 2010, at which time the Company: (i) received
of all of the certificates representing the Company Shares, Options, Warrants, and Escrowed Shares (each, as defined
in the Stock Purchase Agreement) issued to the Buyers, (ii) entered into an agreement regarding the assignment of the
Royalty by GFS and its successors and assigns to the Company, and all other closing conditions were

satisfied. Following the closing, GFS ceased to be a wholly-owned subsidiary of the Company and the Buyers,

10
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BLUE EARTH, INC.
(fka Genesis Fluid Solutions, Inc.)
Notes to Financial Statements
June 30, 2011

NOTE 5 - DISCONTINUED OPERATIONS (CONTINUED)
collectively, became the owners of one hundred percent (100%) of the issued and outstanding capital stock of GFS.
Accordingly, the Company’s financial statements have been retroactively restated for all periods presented to reflect

the assets, liabilities and operations of GFS as discontinued.

The condensed statements of operations for the discontinued operations are as follows:

For the Three Months

Ended For the Six Months

Ended

June 30, June 30,
2010 2010

REVENUES $129,089 $129,089
COST OF SALES 129,089 129,089
GROSS PROFIT - -
OPERATNG EXPENSES
General and administrative 208,953 720,757
Total Operating Expenses 208,953 720,757
LOSS FROM OPERATIONS (208,953 ) (720,757 )
OTHER INCOME (EXPENSE)
Loss on disposals of property and equipment (65 ) (65 )
Liquidated damages expense (68,250 ) (136,500 )
Interest income - 7,171
Interest expense (4,790 ) (10,178 )
Total Other Income (Expense) (73,105 ) (139,572 )
LOSS FROM CONTINUING OPERATIONS BEFORE INCOME TAXES (282,058 ) (860,329 )
INCOME TAX EXPENSE - -
NET LOSS $(282,058 ) $(860,329 )
BASIC AND DILUTED LOSS PER SHARE $(0.02 ) $(0.07 )
WEIGHTED AVERAGE NUMBER OF COMMON
SHARES OUTSTANDING BASIC AND DILUTED 17,751,500 17,715,732

NOTE 6 - SUBSEQUENT EVENTS

In accordance with ASC 855-10, the Company’s management has reviewed all material events there are no material
subsequent events to report.

21



11

Edgar Filing: Blue Earth, Inc. - Form 10-Q

22



Edgar Filing: Blue Earth, Inc. - Form 10-Q

ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS.

Forward-Looking Statements

The information in this report contains forward-looking statements. All statements other than statements of historical
fact made in this report are forward looking. In particular, the statements herein regarding industry prospects and
future results of operations or financial position are forward-looking statements. These forward-looking statements
can be identified by the use of words such as “believes,” “estimates,” “could,” “possibly,” “probably,” anticipates,” “projects,”
“expects,” “may,” “will,” or “should” or other variations or similar words. No assurances can be given that the future results
anticipated by the forward-looking statements will be achieved. Forward-looking statements reflect management’s

current expectations and are inherently uncertain. Our actual results may differ significantly from management’s

expectations.

29 LT3 LR T3

The following discussion and analysis should be read in conjunction with our unaudited condensed consolidated
financial statements, included herewith. This discussion should not be construed to imply that the results discussed
herein will necessarily continue into the future, or that any conclusion reached herein will necessarily be indicative of
actual operating results in the future. Such discussion represents only the best present assessment of our management.

Company Overview

Blue Earth, Inc. is engaged in the clean tech industry in general with a focus on the rapidly growing, multi-billion
dollar energy efficiency sector. Our industry classifications are as follows: Sector, Services; Industry-Diversified
Services; and Subindustry-Management Services.

Blue Earth is engaged in a mergers and acquisition strategy to acquire, license, develop, market, install and monitor
clean-tech related, innovative technologies and energy management systems. These technologies are designed to
enable customers to reduce their energy consumption, lower their generating and maintenance costs and realize
environmental benefits. The targeted technologies typically include various measures designed for a specific
customer or facility in our target market of small commercial businesses and residences to improve the efficiency of
building systems, such as heating, ventilation, air conditioning, lighting and refrigeration. Management also intends
to accelerate introduction of the acquired technology/products by offering and installing them through energy
management service companies, which have an established base of customers at the local, state, regional and national
levels. In order to accelerate product introduction, management expects to enter into varying types of agreements with
these energy management service companies, including acquisition agreements and/or joint venture agreements, as
may be appropriate, for each company and geographic territory.

Effective January 1, 2011, Blue Earth acquired Castrovilla, Inc. based in Mountain View California which
manufactures, sells and installs commercial refrigeration and freezer gaskets and sells and installs motors and controls
to approximately 5,400 small commercial businesses.

On May 16, 2011, Blue Earth obtained the exclusive private label license (the “License”) and manufacturing rights to an
innovative and patented lighting controls technology from Switch Genie LLC and James F. Loughrey.

On May 31, 2011, Blue Earth entered into a binding letter of agreement to acquire Xnergy, Inc., a Carlsbad, California
based energy services company. Xnergy provides a broad range of comprehensive energy solutions including
specialized mechanical engineering, the design, construction and implementation of energy savings projects, energy
conservation, energy infrastructure outsourcing, power generation and energy supply and risk management as well as
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comprehensive maintenance and service programs.

As of August 31, 2010, the Company sold its wholly-owned subsidiary Genesis Fluid Solutions, Ltd. (GFS) to certain
buyers including its former Chairman and interim CEO Michael Hodges as defined by the Stock Purchase Agreement.

12
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Results of Operations

Our revenues are derived from professional services contracts to provide energy service management and technology.
Three Months Ended June 30, 2011 Compared with Three Months Ended June 30, 2010 (Actual)

Revenues

The Company recognized $1,136,614 of revenue for the three months ended June 30, 2011, as compared to no
revenue for the three months ended June 30, 2010 from continuing operations. The current revenue represents sales
from the Company’s wholly-owned subsidiary Castrovilla, Inc., which was acquired as of January 1, 2011 whose sales
include retrofitting refrigeration equipment with energy management systems and gasket sales.

Cost of Sales and Gross Profit

Cost of sales for the three months ended June 30, 2011 were $357,561 resulting in a gross profit of $779,053 or 68.5%
of revenues.

Operating Expenses
General and Administrative Expenses

General and administrative expenses were $1,363,005 for the three months ended June 30, 2011 as compared to
$210,412 for the three months ended June 30, 2010, an increase of $1,152,593. Approximately $777,635 or 57% of
the total expenses were from Castrovilla Inc., with $510,303, or 66% of Castrovilla’s expenses relating to payroll
expenses. On a consolidated basis, general and administrative expenses include stock compensation expense of
$385,041, or 28% of total general and administrative expense, wages and salaries of $516,971, or 38% and
professional fees of $204,426 or 15%.

We expect our costs for personnel, consultants and other operating expenses to increase as we implement our business
plan. Thus, our general and administrative expenses are likely to increase significantly in future reporting periods.

Other Income (Expense)

Other income (expense) for the three months ended June 30, 2011 was $107,899 compared to $426,850 for the three
months ended June 30, 2010. The decrease was primarily attributable to a decrease of $315,169 in the change in the
fair value of the warrant derivative liability. The fair value is recalculated quarterly based primarily on the remaining
term of the warrants and stock price volatility.

Net Loss

Net loss from continuing operations was $476,053 for the three months ended June 30, 2011 as compared with profits
from continuing operations (primarily from a change in fair value of warrant liability) of $215,638 for the three
months ended June 30, 2010, a decrease in profits of $691,691. The decrease is attributable primarily to an increase in
general and administrative expenses related to the operations of the newly acquired subsidiary and the costs related to
the ongoing implementation of our business plan. The consolidated net loss increased from $66,420 to $476,053 for
the three months ended June 30, 2011 as compared to June 30, 2010, due primarily to the increase in general and
administrative services. There was a loss from discontinued operations recorded for the period ended June 30, 2010
of $282,058 and none in the 2011 period.
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Six Months Ended June 30, 2011 Compared with Six Months Ended June 30, 2010 (Actual)
Revenues

The Company recognized $2,043,636 of revenue for the six months ended June 30 2011, as compared to no revenue
for the six months ended June 30, 2010 from continuing operations. The current revenue represents sales from the
Company’s, wholly-owned subsidiary Castrovilla, Inc. whose sales include retrofitting refrigeration equipment with
energy management systems and gasket sales.

Cost of Sales and Gross Profit

Cost of sales for the six months ended June 30, 2011 were $752,303 resulting in a gross profit of $1,291,333, or
63.2% of revenues.

Operating Expenses
General and Administrative Expenses

General and administrative expenses were $2,659,253 for the six months ended June 30, 2011 as compared to
$326,855 for the six months ended June 30, 2010, an increase of $2,332,398, or 714%. Approximately $1,304,180 or
49% of the total expenses were from Castrovilla with $864,147, or 66% of Castrovilla’s expenses relating to payroll
expense. On a consolidated basis, general and administrative expenses include stock compensation expense of
$863,963, or 32% of total general and administrative expense, wages and salaries of $984,231, or 37% and
professional fees of $328,258 or 37%.

We expect our costs for personnel, consultants and other operating expenses to increase as we implement our business
plan. Thus, our general and administrative expenses are likely to increase significantly in future reporting periods.

Other Income (Expense)

Other income for the six months ended June 30, 2011 was $65,155 compared to other expenses of $99,196 for the six
months ended June 30, 2010. The increase was primarily attributable to an increase in the change in the fair value of
the warrant derivative liability of $103,272. The fair value is recalculated quarterly based primarily on the remaining
term of the warrants and stock price volatility.

Net Loss

Net loss from continuing operations was $1,302,765 an increase in loss from continuing operations of $875,914 or
205%, from the six months ended June 30, 2010. The increase is attributable primarily to an increase in general and
administrative expenses related to the operations of the newly acquired subsidiary and the costs related to the ongoing
implementation of our business plan. The consolidated net loss increased slightly from $1,287,180 to $1,302,765.

Three Months Ended June 30, 2011 Compared with Three Months Ended June 30, 2010 (Pro forma)
The Company acquired Castrovilla, Inc. effective January 1, 2011. The following Managements’ Discussion and

Analysis is prepared to provide an understanding of the Company’s business activities as though the acquisition was
effective January 1, 2010.
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Revenues

The Company recognized $1,136,614 of revenue for the three months ended June 30 2011, as compared to $646,491

for the three months ended June 30, 2010 from continuing operations. Revenue represents sales from the Company’s,
wholly-owned subsidiary Castrovilla, Inc. whose sales include retrofitting refrigeration equipment with energy

management systems and gasket sales. Revenue increased $490,123, or 76 %, primarily due to an expanded product

offering by Castrovilla, Inc.
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Cost of Sales and Gross Profit

Cost of sales for the three months ended June 30, 2011 were $357,561, compared to $233,615, for the three months
ended June 30, 2010, resulting in a gross profit of $779,053, or 69% of revenues and $412,876, or 64% of revenues
respectively. Castrovilla’s new products have higher gross margin.

Operating Expenses
General and Administrative Expenses

General and administrative expenses were $1,363,005 for the three months ended June 30, 2011 as compared to
$905,759 for the three months ended June 30, 2010, an increase of $457,246, or 50%. Approximately $1,304,180 or
96% of the total expenses for the period ended June 30, 2011 and $246,183 or 27% of the total expenses for the three
months ended June 30, 2010 were from the operations of Castrovilla.

Net Loss

The net loss from continuing operations for the three months ended June 30, 2011 was $476,053, a $410,020 or 621%
increase over the three months ended June 30, 2010.

Six Months Ended June 30, 2011 Compared with Six Months Ended June 30, 2010 (Pro forma)
Revenues

The Company recognized $2,043,636 of revenue for the six months ended June 30 2011, as compared to $884,043 for
the six months ended June 30, 2010 from continuing operations. Revenue represents sales from the Company’s,
wholly-owned subsidiary Castrovilla, Inc. whose sales include retrofitting refrigeration equipment with energy
management systems and gasket sales. Revenue increased $1,159,593, or 131%, primarily due to primarily due to an
expanded product offering by Castrovilla, Inc.

Cost of Sales and Gross Profit

Cost of sales for the six months ended June 30, 2011 were $752,303, compared to $367,785, for the six months ended
June 30, 2010, resulting in a gross profit of $1,291,333, or 63% of revenues and $516,268, or 58% of revenues,
respectively. Castrovilla’s new products have higher gross margin.

Operating Expenses

General and Administrative Expenses

General and administrative expenses were $2,659,253 for the six months ended June 30, 2011 as compared to
$776,019 for the six months ended June 30, 2010, an increase of $1,883,234, or 243%. Approximately $1,304,180 or
49% of the total expenses for the period ended June 30, 2011 and $449,164 or 58% of the total expenses for the period
ended June 30, 2010 were from the operations of Castrovilla.

Net Loss

The net loss from continuing operations for the six months ended June 30, 2011 was $1,302,765, a $943,008 or 262%
increase over the six months ended June 30, 2010.
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Liquidity and Capital Resources

Net cash used in continuing operations during the six months ended June 30, 2011 totaled $1,723,207 and resulted
primarily from the operating expenses associated with the parent company related to carrying out our business
plan. In addition to a net loss of $1,302,765, the Company incurred an increase in accounts receivables of $504,398,
and inventory $235,826 and prepaid expenses and deposits $751,144 that was partially offered by common stock and
options issued for services expensed at $863,963.
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Net cash used in investing activities during the six months ended June 30, 2011 totaled $231,927 and resulted
from $100,000 for the purchase of the Switch Genie license and $131,927 for the purchase of property and
equipment.

Net cash provided by financing activities during the six months ended June 30, 2011 totaled $310,324 and resulted
from $404,333 of cash in the new subsidiary offset by payments on notes payable of $94,009.

At June 30, 2011, we had working capital of $1,860,462 including $2,255,286 in cash and cash equivalents compared
with working capital of $2,612,637 at December 31, 2010. We anticipate our revenue generating activities to continue
and even increase as we seek and make acquisitions. Our consolidated financial statements were prepared assuming
that we would continue as a going concern irrespective of our recurring losses, accumulated deficits and negative cash
flows from operations. Our ability to continue as a going concern is subject to our ability to generate profits and/or
obtain necessary funding from outside sources, including by the sale of our securities, or obtaining loans from lenders,
where possible. Our continued net operating losses increase the difficulty of our meeting these goals, and our efforts
to continue as a going concern may not prove successful. Nonetheless, the Company expects that it has sufficient cash
and borrowing capacity to meet its working capital needs for at least the next 12 months.

Historically, we have financed our working capital and capital expenditure requirements primarily from the sales of
our equity securities. We may seek additional equity and/or debt financing in order to implement our business plan.
We completed a private placement, commencing October 30, 2009 through December 29, 2009, whereby we received
net proceeds of $5,909,750, which we believe will fund our operations at least through June 2012. We do not have
any lines of credit or borrowing facilities to meet our cash needs. As a result, we may not be able to continue as a
going concern, without further financing, following June 2012. It is reasonably possible that we will not be able to
obtain sufficient financing to continue operations. Furthermore, any additional equity or convertible debt financing
will be dilutive to existing shareholders and may involve preferential rights over common shareholders. Debt
financing, with or without equity conversion features, may involve restrictive covenants.

Related Party Transactions
No related party transactions had a material impact on our operating results for the six months ended June 30, 2011.
New Accounting Pronouncements

See Note 2 to our unaudited condensed consolidated financial statements for a discussion of recently issued
accounting pronouncements.

Critical Accounting Estimates

Management’s discussion and analysis of financial condition and results of operations is based upon our unaudited
condensed consolidated financial statements, which have been prepared in accordance with accounting principles

generally accepted in the United States of America. The preparation of these unaudited condensed consolidated

financial statements requires us to make estimates and assumptions that affect the reported amounts of assets,

liabilities, revenues, and expenses, and related disclosure of contingent assets and liabilities. On an ongoing basis, we

evaluate our estimates and assumptions, including, but not limited to valuation of accounts receivable and allowance

for doubtful accounts, those related to the estimates of depreciable lives and valuation of property and equipment,

valuation of derivatives, valuation of payroll tax contingencies, valuation of share-based payments, and the valuation

allowance on deferred tax assets.

Off-Balance Sheet Arrangements
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Since our inception, except for standard operating leases, we have not engaged in any off-balance sheet arrangements,
including the use of structured finance, special purpose entities or variable interest entities.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

N/A
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ITEM 4. CONTROLS AND PROCEDURES.

Evaluation of Disclosure Controls and Procedures. Under the supervision and with the participation of our
management, including our Chief Executive Officer and Principal Financial Officer, we evaluated the effectiveness of
the design and operation of our disclosure controls and procedures (as defined in Rule 13a-15(e) and 15d-15(e) under
the Securities Exchange Act of 1934 (the “Exchange Act”)) as of the end of the period covered by this
report. Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure
that information required to be disclosed by an issuer in the reports that it files or submits under the Exchange Act is
accumulated and communicated to the issuer's management, including its principal executive and principal financial
officers, or persons performing similar functions, as appropriate to allow time decisions regarding required
disclosure. Based upon that evaluation, our Chief Executive Officer and Principal Financial Officer concluded that
our disclosure controls and procedures as of the end of the period covered by this report were effective in ensuring that
material information we are required to disclose in reports that we file under the Exchange Act is recorded, processed,
summarized and reported within the time periods specified in the SEC’s rules and forms. A controls system cannot
provide absolute assurance, however, that the objectives of the controls system are met, and no evaluation of controls
can provide absolute assurance that all control issues and instances of fraud, if any, within a company have been
detected.

Changes in Internal Control Over Financial Reporting. During the most recent quarter ended June 30, 2011, there has
been no change in our internal control over financial reporting (as defined in Rule 13a-15(f) and 15d-15(f) under the
Exchange Act) ) that has materially affected, or is reasonably likely to materially affect, our internal control over
financial reporting.

PART II

ITEM 1. LEGAL PROCEEDINGS.

From time to time, the Company may become involved in litigation relating to claims arising out of its operations in
the normal course of business. Except as described below: (i) there have been no substantive changes in any legal
proceedings described in our Annual Report on Form 10-K for the year ended December 31, 2010 and Quarterly
Report on Form 10-Q for the period ended March 31, 2011; and (ii) we are not involved in any pending legal
proceeding or litigation and, to the best of our knowledge, no governmental authority is contemplating any proceeding
to which we are a party or to which any of our properties is subject, which would reasonably be likely to have a
material adverse effect on the Company.

On July 22, 2011, a Stipulation for Dismissal with Prejudice was entered in the District Court, City and County of
Denver, Colorado reflecting the Company’s previously announced settlement in the lawsuit brought by Michael
Whaley against the Company and its operating subsidiary, Genesis Fluid Solutions, Ltd.

ITEM 1A. RISK FACTORS. N/A

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS.

On May 16, 2011, the Company issued 150,000 restricted shares of Common Stock to Switch Genie, LLC valued at
$1.18 per share pursuant to a License Agreement dated May 16, 2011.

On May 27, 2011, the Company issued 100,000 restricted shares of Common Stock to Red Chip Companies, Inc.,
valued at $1.24 per share in consideration of a Joint Marketing Agreement dated May 25, 2011.
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The shares were issued in transactions that were exempt from the registration requirements of the Securities Act
pursuant to Section 4(2) of the Securities Act, which exempts transactions by an issuer not involving a public offering
and/or pursuant to Regulation D promulgated under the Securities Act.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES.

None

ITEM 4. RESERVED.
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ITEM 5. OTHER INFORMATION.

None

ITEM 6. EXHIBITS.

Exhibit
Number

31.1
31.2
32.1

101.0%*

Description of Exhibit

Section 302 Certification of Principal Executive Officer

Section 302 Certification of Principal Financial Officer

Section 906 Certification of Principal Executive Officer and Principal
Financial Officer

The following materials from the Quarterly Report on Form 10-Q for the
quarter ended June 30, 2011, formatted in Extensible Business Reporting
Language (XBRL): (i) the Condensed Consolidated Balance Sheets, (ii) the
Condensed Consolidated Statements of Income Operations, (iii) the
Condensed Consolidated Statement of Stockholders' Equity, (iv) the
Condensed Consolidated Statements of Cash Flows and (v) the Notes to the
Condensed Consolidated Financial Statements.

* Pursuant to Rule 406T of Regulation S-T, the Interactive Data Files on Exhibit 101 hereto are deemed not filed or
part of a registration statement or prospectus for purposes of Sections 11 or 12 of the Securities Act of 1933, as
amended, are deemed not filed for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, and
otherwise are not subject to liability under those sections.
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SIGNATURES
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.
BLUE EARTH, INC.
Date: August 15,2011 By: /s/ Dr. Johnny R. Thomas

Chief Executive Officer
(Principal Executive Officer and Principal Financial Officer)
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