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Item 1. Consolidated Financial Statements

Part I. - FINANCIAL INFORMATION

Advanced Emissions Solutions, Inc. and Subsidiaries
Condensed Consolidated Balance Sheets

(Unaudited)
As of
(in thousands, except share data) March 31, 2017 December 31, 2016
ASSETS
Current assets:
Cash and cash equivalents 28,442 $ 13,208
Restricted cash 8,536 13,736
Receivables, net 1,954 8,648
Receivables, related parties, net 1,755 1,934
Costs in excess of billings on uncompleted contracts — 25
Prepaid expenses and other assets 1,736 1,357
Total current assets 42,423 38,908
Property and equipment, net of accumulated depreciation of $1,476 and $2,920, respectively 504 735
Cost method investment 1,016 1,016
Equity method investments 3,097 3,959
Deferred tax assets 56,010 61,396
Other long-term assets 1,725 1,282
Total Assets 104,775  $ 107,296
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable 1,202 § 1,920
Accrued payroll and related liabilities 984 2,121
Billings in excess of costs on uncompleted contracts 4,200 4,947
Legal settlements and accruals 4,591 10,706
Other current liabilities 3,965 4,017
Total current liabilities 14,942 23,711
Legal settlements and accruals, long-term 2,371 5,382
Other long-term liabilities 2,181 2,038
Total Liabilities 19,494 31,131
Commitments and contingencies (Note 6)
Stockholders’ equity:
Preferred stock: par value of $.001 per share, 50,000,000 shares authorized, none outstanding — —
Common stock: par value of $.001 per share, 100,000,000 shares authorized, 22,478,711 and 22,322,022 shares
issued, and 22,072,056 and 22,024,675 shares outstanding at March 31, 2017 and December 31, 2016,
respectively 22 22
Additional paid-in capital 119,922 119,494
Accumulated deficit (34,663) (43,351)
Total stockholders’ equity 85,281 76,165
Total Liabilities and Stockholders’ Equity 104,775  $ 107,296

See Notes to the Condensed Consolidated Financial Statements.




Advanced Emissions Solutions, Inc. and Subsidiaries
Condensed Consolidated Statements of Operations

(Unaudited)

Three Months Ended March 31,

(in thousands, except per share data) 2017 2016
Revenues:
Equipment sales 5,108 § 21,727
Chemicals 2,281 434
Consulting services and other — 196
Total revenues 7,389 22,357
Operating expenses:
Equipment sales cost of revenue, exclusive of depreciation and amortization 4,143 17,034
Chemicals cost of revenue, exclusive of depreciation and amortization 1,758 142
Consulting services cost of revenue, exclusive of depreciation and amortization — 135
Payroll and benefits 2,182 3,802
Rent and occupancy 45 394
Legal and professional fees 1,035 2,983
General and administrative 1,263 745
Research and development, net 192 202
Depreciation and amortization 482 231
Total operating expenses 11,100 25,668
Operating loss (3,711) (3,311)
Other income (expense):
Earnings from equity method investments 13,814 5,577
Royalties, related party 1,755 1,189
Interest expense (693) (1,964)
Revision in estimated royalty indemnity liability 2,900 —
Other income 9 2,938
Total other income 17,785 7,740
Income before income tax expense 14,074 4,429
Income tax expense 5,386 53
Net income 8,688 § 4,376
Earnings per common share (Note 1):
Basic 039 § 0.20
Diluted 039 § 0.20
Weighted-average number of common shares outstanding:
Basic 22,056 21,849
Diluted 22,243 22,176

See Notes to the Condensed Consolidated Financial Statements.



Advanced Emissions Solutions, Inc. and Subsidiaries
Condensed Consolidated Statements of Cash Flows

(Unaudited)
Three Months Ended March 31,
( in thousands) 2017 2016
Cash flows from operating activities
Net income $ 8,688 § 4,376
Adjustments to reconcile net income to net cash used in operating activities:
Depreciation and amortization 482 231
Stock-based compensation expense 607 636
Earnings from equity method investments (13,814) (5,577)
Gain on sale of equity method investment — (2,078)
Gain on settlement of note payable — (869)
Other non-cash items, net 455 550
Changes in operating assets and liabilities:
Receivables 6,695 1,012
Related party receivables 179 1,124
Prepaid expenses and other assets (415) 496
Costs incurred on uncompleted contracts 3,883 14,613
Deferred tax asset, net 5,386 —
Other long-term assets (805) (1,104)
Accounts payable (717) (250)
Accrued payroll and related liabilities (1,137) (444)
Other current liabilities (219) (1,071)
Billings on uncompleted contracts (4,605) (17,021)
Advance deposit, related party — (396)
Other long-term liabilities 143 242
Legal settlements and accruals (9,126) (1,228)
Distributions from equity method investees, return on investment 1,500 4,900
Net cash used in operating activities (2,820) (1,858)




Three Months Ended March 31,

( in thousands) 2017 2016
Cash flows from investing activities
Distributions from equity method investees in excess of cumulative earnings 13,175 —
Maturity of investment securities, restricted — 336
Acquisition of property and equipment, net (142) (100)
Contributions to equity method investees — (223)
Proceeds from sale of equity method investment — 1,773
Net cash provided by investing activities 13,033 1,786
Cash flows from financing activities
Borrowings on Line of Credit 808 —
Repayments on Line of Credit (808) —
Repayments on short-term borrowings and notes payable, related party — (2,996)
Short-term borrowing loan costs — (579)
Repurchase of shares to satisfy tax withholdings (179) (84)
Net cash used in financing activities (179) (3,659)
Increase (decrease) in Cash and Cash Equivalents and Restricted Cash 10,034 (3,731)
Cash and Cash Equivalents and Restricted Cash, beginning of period 26,944 20,973
Cash and Cash Equivalents and Restricted Cash, end of period $ 36,978 $ 17,242
Supplemental disclosure of cash flow information:
Cash paid for interest $ 91 8 1,029
Cash paid (refunded) for income taxes $ 100 $ (89)
Supplemental disclosure of non-cash investing and financing activities:
Settlement of RCM6 note payable $ — 3 13,234
Non-cash reduction of equity method investment $ —  $ 11,156

See Notes to the Condensed Consolidated Financial Statements.
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Advanced Emissions Solutions, Inc. and Subsidiaries
Notes to Condensed Consolidated Financial Statements
(Unaudited)

Note 1 - Basis of Presentation

Nature of Operations

Advanced Emissions Solutions, Inc. ("ADES" or the "Company") is a Delaware corporation with its principal office located in Highlands Ranch, Colorado. The
Company is principally engaged in providing environmental and emissions control equipment, technologies and specialty chemicals to the coal-burning electric
power generation industry. The Company generates substantial earnings and tax credits under Section 45 of the Internal Revenue Code ("IRC") from its equity
investments in certain entities and royalty payment streams related to technologies that are licensed to Tinuum Group, LLC, a Colorado limited liability company
("Tinuum Group"). Such technologies allow Tinuum Group to provide various solutions to reduce mercury and nitrogen oxide ("NO x ") emissions at select coal-
fired power generators through the burning of Refined Coal ("RC") placed in service by Tinnum Group. The Company’s sales occur principally throughout the
United States. See Note 11 for additional information regarding the Company's operating segments.

Basis of Presentation

The accompanying Condensed Consolidated Financial Statements of ADES are unaudited and have been prepared in conformity with U.S. generally accepted
accounting principles ("U.S. GAAP") and with Article 10 of Regulation S-X. In compliance with those instructions, certain information and footnote disclosures
normally included in annual consolidated financial statements prepared in accordance with U.S. GAAP have been condensed or omitted.

The unaudited Condensed Consolidated Financial Statements of ADES in this quarterly report ("Quarterly Report") are presented on a consolidated basis and
include ADES and its direct and indirect, wholly-owned subsidiaries. Also included within the unaudited Condensed Consolidated Financial Statements are the
Company's investments, Tinuum Group and Tinuum Services, LLC ("Tinuum Services"), which are accounted for using the equity method of accounting. As
discussed in Note 3 , the Company sold its equity investment in RCM6, LLC ("RCM6") in March 2016, which was also accounted for using the equity method
prior to the sale.

Results of operations and cash flows for the interim periods are not necessarily indicative of the results that may be expected for the entire year. All significant
intercompany transactions and accounts were eliminated for all periods presented in this Quarterly Report.

In the opinion of management, these Condensed Consolidated Financial Statements include all normal and recurring adjustments considered necessary for a fair
presentation of the results of operations, financial position and cash flows for the interim periods presented. These Condensed Consolidated Financial Statements
of ADES should be read in conjunction with the Company’s Annual Report on Form 10-K for the year ended December 31, 2016 (the "2016 Form 10-K").
Significant accounting policies disclosed therein have not changed.

Earnings Per Share

Basic earnings per share is computed using the two-class method, which is an earnings allocation formula that determines earnings per share for common stock and
any participating securities according to dividend and participating rights in undistributed earnings. The Company's restricted stock awards ("RSA's") granted prior
to December 31, 2016 contain non-forfeitable rights to dividends or dividend equivalents and are deemed to be participating securities. RSA's granted subsequent
to December 31, 2016 do not contain non-forfeitable rights to dividends and are not deemed to be participating securities. The Company did not declare any cash
dividends during the three months ended March 31, 2017 or 2016 .

Under the two-class method, net income for the period is allocated between common stockholders and the holders of the participating securities based on the
weighted-average number of common shares outstanding during the period, excluding participating, unvested RSA's ("common shares"), and the weighted-average
number of participating unvested RSA's outstanding during the period, respectively. The allocated, undistributed income for the period is then divided by the
weighted-average number of common shares and participating, unvested RSA's outstanding during the period to arrive at basic earnings per common share and
participating security for the period, respectively. Because the Company did not declare any dividends during the periods presented, and because the participating,
unvested RSA's possess substantially the same rights to undistributed earnings as common shares outstanding, there is no difference between the calculated basic
earnings per share for common shares and participating securities. Accordingly, and pursuant to U.S. GAAP, the Company has elected not to separately present
basic or diluted earnings per share attributable to participating securities in the Consolidated Statements of Operations.

Diluted earnings per share is computed in a manner consistent with that of basic earnings per share, while considering other potentially dilutive securities.
Potentially dilutive securities consist of unvested RSA's, outstanding options to purchase
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common stock and contingent performance stock units ("PSU's") (collectively, "Potential dilutive shares"), and their dilutive effect, if any, is computed using the
treasury stock method. Potential dilutive shares are excluded from diluted earnings per share when their effect is anti-dilutive. When there is a net loss for a period,
all Potential dilutive shares are anti-dilutive and are excluded from the calculation of diluted loss per share for that period.

Each PSU represents a contingent right to receive shares of the Company’s common stock, and the number of shares may range from zero to two times the number
of PSU's granted on the award date depending upon the price performance of the Company's common stock as measured against a general index and a specific peer
group index over requisite performance periods. The number of Potential dilutive shares related to PSU's is based on the number of shares of the Company's
common stock, if any, that would be issuable at the end of the respective reporting period, assuming that the end of the reporting period is the end of the
contingency period applicable to such PSU's. See Note 8 for additional information related to PSU's.

The following table sets forth the calculations of basic and diluted earnings per share:

Three Months Ended March 31,

(in thousands, except per share amounts) 2017 2016
Net income $ 8,688 $ 4,376
Less: Undistributed income allocated to participating securities 100 32
Income attributable to common stockholders $ 8,588 § 4,344
Basic weighted-average common shares outstanding 22,056 21,849
Add: dilutive effect of equity instruments 187 327
Diluted weighted-average shares outstanding 22,243 22,176
Earnings per share - basic $ 039 § 0.20
Earnings per share - diluted $ 039 §$ 0.20

Use of Estimates

The preparation of financial statements in conformity with U.S. GAAP requires management to makes estimates and assumptions that affect the amounts reported
in the financial statements and accompanying notes. There have been no changes in the Company’s critical accounting estimates from those that were disclosed in
the 2016 Form 10-K. Actual results could differ from these estimates.

Reclassifications

Certain balances have been reclassified from the prior year to conform to the current year presentation.
New Accounting Guidance

In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers (Topic 606) ("ASU 2014-09"), which provides a single comprehensive
model for entities to use in accounting for revenue arising from contracts with customers and supersedes current revenue recognition guidance, including industry-
specific guidance. The core principle of ASU 2014-09 is that “an entity recognizes revenue to depict the transfer of promised goods or services to customers in an
amount that reflects the consideration to which the entity expects to be entitled in exchange for those goods or services. ASU 2014-09 and its related amendments
are effective for reporting periods (including interim periods) beginning after December 31, 2017. Early application is permitted for annual reporting periods
beginning after December 15, 2016, including interim reporting periods within that reporting period. The standard may be applied retrospectively to each prior
period presented or retrospectively with the cumulative effect recognized as of the date of adoption ("modified retrospective method"). The Company anticipates
adopting the standard under the modified retrospective method effective January 1, 2018, which will be reflected in its financial statements as of and for the three
months ended March 31, 2018. Based on the Company's preliminary assessment of the standard, the Company has determined that the timing of revenue
recognition for equipment sales may be impacted, but that revenues generated from chemical sales and consulting services will likely not be materially impacted.
The Company is continuing its assessment, which may change its initial assessments of the impacts to its revenue streams or may identify other impacts.

In January 2016, the FASB issued ASU 2016-01, Financial Instruments (Subtopic 825-10) - Overall: Recognition and Measurement of Financial Assets and
Financial Liabilities ("ASU 2016-01"). This standard provides guidance on how entities measure certain equity investments and present changes in the fair value.
This standard requires that entities measure certain equity investments that do not result in consolidation and are not accounted for under the equity method at fair
value and recognize any changes in fair value in net income. ASU 2016-01 is effective for fiscal years beginning after December 31, 2017. The Company is
currently evaluating the provisions of this guidance and assessing its impact on the Company's financial
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statements and disclosures. The Company does not believe this standard will have a material impact on the Company's financial statements and disclosures.

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 8§42) ("ASU 2016-02"), which requires lessees to recognize a right of use asset and related lease
liability for those leases classified as operating leases at the commencement date and have lease terms of more than 12 months. This topic retains the distinction
between finance leases and operating leases. ASU 2016-02 is effective for fiscal years beginning after December 15, 2018, and interim periods within those years,
and must be applied under a modified retrospective transition approach for leases existing at, or entered into after, the beginning of the earliest comparative period
presented in the financial statements. The Company is currently evaluating the provisions of this guidance and assessing its impact on the Company's financial
statements and disclosures.

In June 2016, the FASB issued ASU 2016-13, Financial Instruments - Credit Losses (Topic 326) Measurement of Credit Losses on Financial Instruments ("ASU
2016-13"). The main objective of ASU 2016-13 is to provide financial statement users with more decision-useful information about the expected credit losses on
financial instruments and other commitments to extend credit held by a reporting entity at each reporting date. To achieve this objective, the amendments in ASU
2016-13 replace the incurred loss impairment methodology in current U.S. GAAP with a methodology that reflects expected credit losses and requires
consideration of a broader range of reasonable and supportable information to inform credit loss estimates. ASU 2016-13 is effective for fiscal years beginning
after December 15, 2019, including interim periods within those years, and must be adopted under a modified retrospective method approach. Entities may adopt
ASU 2016-13 earlier as of the fiscal years beginning after December 15, 2018, including interim periods within those years. The Company is currently evaluating
the provisions of this guidance and assessing its impact on the Company's financial statements and disclosures. The Company does not believe this standard will
have a material impact on the Company's financial statements and disclosures.

In October 2016, the FASB issued ASU 2016-17, Consolidation (Topic 810) Interests Held through Related Parties That Are under Common Control ("ASU
2016-17"), which amends the consolidation guidance on how a reporting entity that is the single decision maker of a VIE should treat indirect interests in the entity
held through related parties that are under common control with the reporting entity when determining whether it is the primary beneficiary of that VIE. Under the
amendments, a single decision maker is not required to consider indirect interests held through related parties that are under common control with the single
decision maker to be the equivalent of direct interests in their entirety. Instead, a single decision maker is required to include those interests on a proportionate
basis consistent with indirect interests held through other related parties. ASU 2016-17 is effective for fiscal years, and interim reporting periods within those
years, beginning after December 15, 2016 on a retrospective basis, however, early adoption is permitted. The Company adopted this standard effective as of
January 1, 2017 and there was no material impact on the Company's financial statements or disclosures.

Note 2 - Restructuring

The Company recorded restructuring charges during the three months ended March 31, 2016 in connection with a reduction in force, the departure of certain
executive officers and management's further alignment of the business with strategic objectives. These charges related to severance arrangements with departing
employees and executives, as well as non-cash charges related to the acceleration of vesting of certain stock awards. There were no material restructuring charges
during the three months ended March 31, 2017 .

A summary of the net pretax charges, incurred by segment, excluding facility charges shown below, is as follows:

Pretax Charge

Approximate Number of All Other and
(in thousands, except employee data) Employees Refined Coal Emissions Control Corporate Total
Three Months Ended March 31, 2016
Restructuring charges 3 $ — 3 $ 283  $ 283
Changes in estimates — — — —
Total pretax charge, net of reversals $ — 3 — 8 283 $ 283




The following table summarizes the Company's change in restructuring accruals for the three months ended March 31, 2017 :

Employee
(in thousands) Severance Facility Closures
Remaining accrual as of December 31, 2016 $ 452  $ 247
Expense provision 31 —
Cash payments and other (232) (250)
Change in estimates (21) 3
Remaining accrual as of March 31, 2017 $ 230 § =

Restructuring accruals are included within the Accrued payroll and related liabilities line item in the Condensed Consolidated Balance Sheets . Restructuring
expenses are included within the Payroll and benefits line item in the Condensed Consolidated Statements of Operations .

Note 3 - Equity Method Investments
Tinuum Group, LLC

The Company's ownership interest in Tinuum Group was 42.5% as of March 31, 2017 and December 31, 2016 . Tinuum Group supplies technology equipment and
technical services to cyclone-fired and other boiler users, but Tinuum Group's primary purpose is to put into operation facilities that produce and sell RC that lower
emissions and therefore qualify for tax credits available under Section 45 of the IRC ("Section 45 tax credits"). Tinuum Group has been determined to be a variable
interest entity ("VIE"); however, the Company does not have the power to direct the activities that most significantly impact Tinuum Group's economic
performance and has therefore accounted for the investment under the equity method of accounting. The Company determined that the voting partners of Tinuum
Group have identical voting rights, equity control interests and board control interests, and therefore, concluded that the power to direct the activities that most
significantly impact Tinuum Group's economic performance was shared.

The following table summarizes the results of operations of Tinuum Group:

Three Months Ended March 31,

(in thousands) 2017 2016

Gross profit $ 22,056 $ 26,527
Operating, selling, general and administrative expenses 5,474 5,512
Income from operations 16,582 21,015
Other expenses (589) (1,015)
Class B preferred return 637) (1,143)
Loss attributable to noncontrolling interest 9,361 1,956
Net income available to Class A members $ 24717 % 20,813
ADES equity earnings from Tinuum Group $ 13,175  $ 5,443

As of March 31, 2017 and December 31, 2016 , the amount of Tinuum Group's temporary Class B preferred equity was $14.2 million and $18.3 million,
respectively.

The difference between the Company's proportionate share of Tinuum Group's Net income available to Class A members (at its equity interest of 42.5% ) as
presented in the table below and the Company's earnings from its Tinuum Group equity method investment as reported in the Condensed Consolidated Statements
of Operations relates to the Company receiving distributions in excess of the carrying value of the equity investment, and therefore recognizing such excess
distributions as equity method earnings in the period the distributions occur, as discussed below.

As shown in the tables below, the Company’s carrying value in Tinuum Group was reduced to zero for the three months ended March 31, 2017 , as cumulative
cash distributions received from Tinuum Group exceeded the Company's pro-rata share of cumulative earnings in Tinuum Group. The carrying value of the
Company's investment in Tinuum Group shall remain zero as long as the cumulative amount of distributions received from Tinuum Group continues to exceed the
Company's cumulative pro-rata share of Tinuum Group's Net income available to Class A members. For periods during which the ending balance of the Company's
investment in Tinuum Group is zero, the Company only recognizes equity earnings from Tinuum Group to the extent that cash distributions are received from
Tinuum Group during the period. For periods during which the ending balance



of the Company's investment is greater than zero (e.g., when the cumulative earnings in Tinuum Group exceeds cumulative cash distributions received), the
Company recognizes its pro-rata share of Tinuum Group's Net income available to Class A members for the period, less any amount necessary to recover the
cumulative earnings short-fall balance as of the end of the immediately preceding period. During the three months ended March 31, 2017 , the Company's
cumulative amount of distributions received from Tinuum Group exceeded the Company's cumulative pro-rata share of Tinuum Group's Net income available to
Class A members. As such, the Company recognized equity earnings from Tinuum Group for the three months ended March 31, 2017 of $13.2 million . During the
three months ended March 31, 2016 , the Company's cumulative share of pro-rata Tinuum Group income exceeded the amount of its cumulative income
recognized due to cash being distributed. As such, the Company recognized equity earnings from Tinuum Group in the amount of $5.4 million . As of March 31,
2017 and 2016 , the Company's carrying value in Tinuum Group was zero and $2.0 million , respectively.

Thus, the amount of equity earnings or loss reported on the Company's Condensed Consolidated Statement of Operations may differ from a mathematical
calculation of net income or loss attributable to the equity interest based upon the factor of the equity interest and the Net income or loss attributable to Class A
members as shown on Tinuum Group’s statement of operations. Additionally, for periods during which the carrying value of the Company's investment in Tinuum
Group is greater than zero, distributions from Tinuum Group are reported on the Condensed Consolidated Statements of Cash Flows as "Distributions from equity
method investees, return on investment" within Operating cash flows. For periods during which the carrying value of the Company's investment in Tinuum Group
is zero, such cash distributions are reported on the Condensed Consolidated Statements of Cash Flows as "Distributions from equity method investees in excess of
investment basis" within Investing cash flows.

The following tables presents the Company's investment balance, equity earnings and cash distributions in excess of the investment balance for the three months
ended March 31, 2017 and 2016 ( in thousands ):

Memorandum
Account: Cash
distributions and
equity earnings in

Investment ADES equity Cash (excess) of
Description Date(s) balance earnings (loss) distributions investment balance
Beginning balance 12/31/2016 $ — 3 — 9 — 3 (9,894)
ADES proportionate share of income from Tinuum Group (V First Quarter 10,457 10,457 — —
Recovery of prior cash distributions in excess of investment
balance (prior to cash distributions) First Quarter (9,894) (9,894) — 9,894
Cash distributions from Tinuum Group First Quarter (13,175) 13,175 —
Adjustment for current year cash distributions in excess of
investment balance First Quarter 12,612 12,612 — (12,612)
Total investment balance, equity earnings (loss) and cash
distributions 3/31/2017 $ — 8 13,175 $ 13,175 § (12,612)
Memorandum
Account: Cash
distributions and
equity earnings in
Investment ADES equity Cash (excess) of
Description Date(s) balance earnings (loss) distributions investment balance
Beginning balance 12/31/2015 $ — 3 — — 3 (3,263)
ADES proportionate share of income from Tinuum Group (V) First Quarter 8,706 8,706 — —
Recovery of prior cash distributions in excess of investment
balance (prior to cash distributions) First Quarter (3,263) (3,263) — 3,263
Cash distributions from Tinuum Group First Quarter (3,400) — 3,400 —
Total investment balance, equity earnings (loss) and cash
distributions 3/31/2016 $ 2,043 § 5443  § 3,400 § =

(1) For both the three months ended March 31, 2017 and 2016 , the amounts of the Company's 42.5% proportionate share of Net Income available to Class A members as shown
in the table above differ from mathematical calculations of the Company’s 42.5% equity interest in
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Tinuum Group multiplied by the amounts of Net Income available to Class A members as shown in the table above of Tinuum Group results of operations due to adjustments
related to the Redeemable Class B preferred return and, for the three months ended March 31, 2016, the elimination of Tinuum Group earnings attributable to RCM6, of which
the Company sold its 24.95% equity interest on March 3, 2016.

Tinuum Services, LLC

The Company has a 50% voting and economic interest in Tinuum Services, which is equivalent to the voting and economic interest of NexGen Refined Coal, LLC
("NexGen"). The Company has determined that Tinuum Services is not a VIE and has evaluated the consolidation analysis under the Voting Interest Model.
Because the Company does not own greater than 50% of the outstanding voting shares, either directly or indirectly, it has accounted for its investment in Tinuum
Services under the equity method of accounting. The Company’s investment in Tinuum Services as of March 31, 2017 and December 31, 2016 was $3.1 million
and $4.0 million , respectively.

The following table summarizes the results of operations of Tinuum Services:

Three Months Ended March 31,

(in thousands) 2017 2016

Gross loss $ (12,879) $ (12,625)
Operating, selling, general and administrative expenses 34,628 34,591
Loss from operations (47,507) (47,216)
Other expenses (15) (20)
Loss attributable to noncontrolling interest 48,799 48,619
Net income $ 1,277 $ 1,383
ADES equity earnings from Tinuum Services $ 639 § 691

Included within the Consolidated Statements of Operations of Tinuum Services for the three months ended March 31, 2017 and 2016 , respectively, were losses
related to VIE's of Tinuum Services. These losses do not impact the Company's equity earnings from Tinuum Services as 100% of those losses are removed from
the net income of Tinuum Services as they are losses attributable to a noncontrolling interest.

RCM6, LLC
During the three months ended March 31, 2016 , the Company was subject to, and paid, a capital call of $0.2 million .

On March 3, 2016, the Company sold its 24.95% membership interest in RCM6 for a cash payment of $1.8 million and the assumption, by the buyer, of an
outstanding note payable made by the Company in connection with its purchase of RCM6 membership interests from Tinuum Group. In doing so, the Company
recognized a gain on the sale of $2.1 million for the three months ended March 31, 2016 , which is included within the Other line item in the Condensed
Consolidated Statements of Operations . As a result of the sale of its ownership interest, the Company ceased to be a member of RCM6 and, as such, is no longer
subject to any quarterly capital calls and variable payments to RCM6. In addition, the Company has no future obligations related to the previously recorded note
payable. However, the Company will still receive its pro-rata share of income and cash distributions through its ownership in Tinuum Group based on the RCM6
lease payments made to Tinuum Group.

Prior to the sale of its ownership interest, the Company recognized equity losses related to its investment in RCM6 of $0.6 million for the three months ended
March 31, 2016. The following table summarizes the results of operations of RCM6 for the three months ended March 31, 2016 :

January 1 - March 3,

(in thousands) 2016

Gross loss $ (555)
Operating, selling, general and administrative expenses 360
Loss from operations 915)
Other expenses (52)
Net loss $ (967)
ADES equity losses from RCM6 $ (557)
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The following table details the components of the Company's respective equity method investments included within the Earnings from equity method investments
line item on the Condensed Consolidated Statements of Operations :

Three Months Ended March 31,

(in thousands) 2017 2016
Earnings from Tinuum Group $ 13,175 $ 5,443
Earnings from Tinuum Services 639 691
Loss from RCM6 = (357)
Earnings from equity method investments $ 13,814 $ 5,577

The following table details the components of the cash distributions from the Company's respective equity method investments included in the Condensed
Consolidated Statements of Cash Flows . Distributions from equity method investees are reported on the Condensed Consolidated Statements of Cash Flows as
"Distributions from equity method investees, return on investment" within Operating cash flows until such time as the carrying value in an equity method investee
company is reduced to zero; thereafter, such distributions are reported as "Distributions from equity method investees in excess of cumulative earnings" within
Investing cash flows.

Three Months Ended March 31,

(in thousands) 2017 2016
Distributions from equity method investees, return on investment
Tinuum Group $ — 8 3,400
Tinuum Services 1,500 1,500
$ 1,500 $ 4,900
Distributions from equity method investees in excess of investment basis
Tinuum Group $ 13,175  $ —
$ 13,175  $ —

Note 4 - Cost Method Investment

In November 2014, the Company acquired 411,765 shares of common stock, representing approximately an 8% ownership interest, in Highview Enterprises
Limited ("Highview"), a London, England based developmental stage company specializing in power storage, for $2.8 million in cash (the "Highview
Investment"). The Company evaluated the Highview Investment and determined that it should account for the investment under the cost method. The Highview
Investment is evaluated for impairment upon an indicator of impairment such as an event or change in circumstances that may have a significant adverse effect on
the fair value of the investment. As of December 31, 2016 , the Company recorded an impairment charge of $1.8 million based on an estimated fair value of £2.00
per share, compared to the carrying value prior to the impairment charge of £4.25 per share. The estimated fair value as of December 31, 2016 was based on an
equity raise that occurred during the first quarter of 2017 at a price of £2.00 per share. As of March 31, 2017 , there were no indicators of impairment identified
with respect to the Highview Investment.

Note S - Borrowings

Line of Credit

In September 2013, ADA-ES, Inc., a wholly-owned subsidiary of the Company ("ADA"), as borrower, and the Company, as guarantor, entered into the 2013 Loan
and Security Agreement with a bank (the "Lender") for an aggregate principal amount of $10 million that was secured by certain amounts due to the Company
from certain Tinuum Group RC leases (the "Line of Credit" or "LOC"). The Line of Credit was amended nine times from the period from December 2, 2013
through November 25, 2016, most notably to extend the maturity date with each amendment. In addition, during this period, the Lender also granted 10 waivers
related to various transactions and obligations to provide financial information to the Lender. Covenants in the Line of Credit included a borrowing base limitation
that was based on a percentage of the net present value of ADA’s portion of payments due to Tinuum Group from the RC leases. The Line of Credit also contained
other affirmative and negative covenants and customary indemnification obligations of ADA to the Lender and provided for the issuance of letters of credit
("LC's") provided that the aggregate amount of the LC's plus all advances then outstanding did not exceed the calculated borrowing
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base. The Company guarantees the obligations and agreements of ADA under the Line of Credit. Amounts outstanding under the Line of Credit bear interest
payable monthly at a rate per annum equal to the higher of 5% or the “Prime Rate” (as defined in the Line of Credit) plus 1% . As a result of various covenant
violations, the Company had no borrowing availability under the Line of Credit from inception through November 29, 2016.

On November 30, 2016, ADA, as borrower, the Company, as guarantor, and the Lender entered into the Tenth Amendment of 2013 Loan and Security Agreement
(the "Tenth Amendment"). The Tenth Amendment increased the Line of Credit to $15 million , extended the maturity date of the Line of Credit to September 30,
2017 and permitted the Line of Credit to be used as collateral (in place of restricted cash) for LC's related to equipment projects, the Royalty Award and certain
other agreements. Additionally, this amendment secured the Line of Credit with amounts due to the Company from an additional existing Refined Coal facility
lease, which amounts also now factor into the borrowing base limitation, and amends certain financial covenants. Pursuant to the Tenth Amendment, the Company
was required to, among other things, pay a new origination fee of $0.1 million and associated legal preparation fees of the Lender, maintain a deposit account with
the Lender with a minimum balance of $6.0 million initially and $3.0 million after certain conditions were met, and maintain minimum trailing twelve month
EBITDA (earnings before interest, taxes, depreciation and amortization as defined in the Tenth Amendment) of $24.0 million . As a result of certain conditions
being met during the three months ended March 31, 2017 , the Company is now required to maintain a deposit balance of $3.0 million , which is classified as
Restricted Cash.

As of March 31, 2017, there were no outstanding borrowings under the Line of Credit, however, LC's in the aggregate amount of $11.2 million were secured under
the Line of Credit, resulting in borrowing availability of $3.8 million . In March 2017, pursuant to amendments contained in the Tenth Amendment, the Company
provided two LC's ("Royalty Award Letters of Credit") of $3.5 million and $1.7 million , respectively, related to obligations due under the Royalty Award that
were secured under the Line of Credit. The Royalty Award Letters of Credit replaced LC's in place at another financial institution ("Financial Institution") totaling
$7.2 million for obligations due under the Royalty Award, which were secured by restricted cash held at the Financial Institution. Although the Royalty Award
Letters of Credit replaced the previous LC's in place at the other Financial Institution and was secured under the Line of Credit as of March 31, 2017, $5.5 million
continued to be held in restricted cash at the Financial Institution as of March 31, 2017, pending the release from the LC counterparty. In April 2017, $5.5 million
of restricted cash was released to the Company and transferred to the Company's bank account held at the Lender.

Letters of Credit

The Company has LC's with the Lender and the Financial Institution related to equipment projects, the Royalty Award and certain other agreements. During March
2017, a customer drew on an LC related to an equipment system in the amount of $0.8 million , which was funded by borrowing availability under the Line of
Credit. The Company subsequently repaid this amount to the Lender as of March 31, 2017 . The Company is contesting the draw on this LC and is pursuing
actions to recover this amount from the customer. This amount is included in Other long-term assets on the Condensed Consolidated Balance Sheets .

The following tables summarize the LC's outstanding and collateral, by asset type, reported on the Condensed Consolidated Balance Sheets :

As of March 31, 2017
Utilization of LOC

(in thousands) LC Outstanding Availability Restricted Cash

Contract performance - equipment systems $ 1,047 $ 1,047 $ 86

Royalty Award 10,200 10,200 5,450
Total LC outstanding $ 11,247  $ 11,247  $ 5,536

As of December 31, 2016

Utilization of LOC
(in thousands) LC Outstanding Availability Restricted Cash
Contract performance - equipment systems $ 1,855 $ 1,776 $ 86
Royalty Award 7,150 — 7,150
Total LC outstanding $ 9,005 $ 1,776  $ 7,236

Credit Agreement

On October 22, 2015, the Company entered into a credit agreement for a $15.0 million short-term loan (the "Credit Agreement") with Franklin Mutual Quest Fund
and MFP Investors LLC, both related parties (the "Lenders"), and Wilmington Trust, National Association, as the administrative agent and collateral agent (the
" Administrative Agent" ), which was subsequently amended in 2016 as discussed below. All obligations of the Company under the Credit Agreement were
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unconditionally guaranteed by each of the Company’s wholly-owned domestic subsidiaries, except for ADA Analytics, LLC, and were secured by perfected
security interests in substantially all of the assets of the Company and the guarantors, subject to certain agreed upon exceptions. The Lenders were beneficial
owners of Common Stock in the Company. The Credit Agreement was approved by the Company's Board of Directors and by the Audit Committee as a related
party transaction.

Under the original terms and conditions, the Credit Agreement was scheduled to mature on April 22, 2016, subject to a three -month extension at the Company's
option to the extent certain conditions were met. The Credit Agreement's annual interest rate was equal to 10.5% and was subject to various prepayment and other
premiums if certain events, including a change in control, occurred. The Company received net proceeds of $13.5 million and recorded an initial debt discount
and debt issuance costs totaling $1.5 million . The debt discounts and debt issuance costs were amortized to interest expense using the effective interest method
over the life of the Credit Agreement. The net proceeds were used to fund working capital needs and for general operating purposes of the Company and its
subsidiaries.

On February 8, 2016, the Company entered into the first amendment to the Credit Agreement that extended the Company's filing date deadline related to its 2015
SEC filings to March 30, 2016. On March 30, 2016, the Company entered into the second amendment to the Credit Agreement ("Second Amendment"). The
Second Amendment extended the maturity date to July 8, 2016, extended the Company's filing date deadline related to its 2015 SEC filings to April 20, 2016,
increased the stated interest rate from 10.5% to 15.0% , increased the minimum cash balance requirement from $3.0 million to $3.5 million and adjusted the
amortization payment schedule. The Company incurred $0.6 million in fees related to the Second Amendment.

On June 30, 2016, the Company, the required Lenders under the Credit Agreement and the Administrative Agent agreed to terminate the Credit Agreement (the
"Payoff Letter") prior to the maturity date of July 8, 2016, effective upon the Company’s prepayment of the total principal balance of the loans and advances made
to or for the benefit of the Company, together with all accrued but unpaid interest, and the total amount of all fees, costs, expenses and other amounts owed by the
Company thereunder, including a prepayment premium (the "Payoff Amount"). The Payoff Amount was paid on June 30, 2016 (the "Payoff Date") and equaled
$9.9 million . The Payoff Letter included a waiver by the Lenders for a portion of the prepayment premium of 4% reflected in the Credit Agreement.

Tinuum Group - RCM6 Note Payable

The Company acquired a 24.95% membership interest in RCM6 from Tinuum Group in February 2014 through an up-front payment and a note payable (the
"RCM6 Note Payable"). Due to the payment terms of the note purchase agreement, the RCM6 Note Payable periodically added interest to the outstanding principal
balance. The stated rate associated with the RCM6 Note Payable was 1.65% and the effective rate of the RCM6 Note Payable at inception was 20% . As discussed
in Note 3 , on March 3, 2016, the Company sold its 24.95% membership interest in RCM6 and, as a result, the Company has no future obligations related to the
previously recorded RCM6 Note Payable.

DSI Business Owner

In February 2016, the Company entered into an agreement to settle an outstanding note payable of approximately $1.1 million for $0.3 million with the former
owner of a business ("DSI Business Owner") acquired by the Company in 2012, which was paid during the first quarter of 2016. The Company recognized a gain
related to the settlement of $0.9 million , which is included in the Other line item in the Condensed Consolidated Statements of Operations for the three months
ended March 31, 2016 .

Note 6 - Commitments and Contingencies

Legal Proceedings

The Company is from time to time subject to, and is presently involved in, various pending or threatened legal actions and proceedings, including those that arise
in the ordinary course of its business. Such matters are subject to many uncertainties and to outcomes the financial impacts of which are not predictable with
assurance and that may not be known for extended periods of time. The Company records a liability in its consolidated financial statements for costs related to
claims, settlements, and judgments where management has assessed that a loss is probable and an amount can be reasonably estimated. The Company’s significant
legal proceedings are discussed below.

Securities class action lawsuit: United Food and Commercial Workers Union v. Advanced Emissions Solutions, Inc. , No. 14-cv-01243-CMA-KMT (U.S.
District Court, D. Colo.)

A class action lawsuit against ADES and certain of its current and former officers was filed in May 2014 in the federal court in Denver, Colorado alleging that
ADES and other defendants misrepresented to the investing public the Company’s financial condition and its financial controls to artificially inflate and maintain
the market price of ADES’s common stock. In May 2016, the parties reached an agreement in principle to settle this litigation, and on June 30, 2016, the parties
entered into a Stipulation
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and Agreement of Settlement to resolve the action in its entirety. On February 10, 2017, the Company received an order and final judgment that the lawsuit was
settled, and the entire case has been dismissed with prejudice.

The settlement agreement for this case contained no admission of liability, and all of the defendants in this litigation have expressly denied, and continue to deny,
all allegations of wrongdoing or improper conduct. The Company’s insurance carriers funded the full settlement in November 2016. However, until the order and
final judgment of the lawsuit having been settled was received, the funded settlement did not relieve the Company's recorded liability.

As of December 31, 2016 , the Company had a recorded liability of $4.0 million in connection with the Denver Settlement as the losses in connection with this
matter were probable and reasonably estimable under U.S. GAAP. The liability was originally recorded as of June 30, 2016 in the Legal settlements and accruals
line item of the Consolidated Balance Sheet. As of March 31, 2017 , the Company no longer had any amounts impacting its consolidated financial statements
recorded as the order and judgment related to the lawsuit was received during the first quarter of 2017.

Stockholder derivative lawsuits: In Re Advanced Emissions Solutions, Inc. Shareholder Derivative Litigation , No. 2014CV-30709 (District Court, Douglas
County, Colorado) (consolidated actions).

In June and July 2014, stockholder derivative actions were filed in the Douglas County District Court and in the Colorado District Court for the City and County of
Denver against certain of the Company’s current and former officers and directors, along with the Company as a "nominal defendant." In May 2016, the parties
reached an agreement in principle to settle this stockholder derivative action, and on September 30, 2016, the parties entered into a Stipulation and Agreement of
Settlement to resolve the action in its entirety. The Stockholder Derivative Settlement was approved and the case was closed on January 4, 2017.

The settlement agreement for this case contained no admission of liability, and all of the defendants in this stockholder derivative action have expressly denied, and
continue to deny, all allegations of wrongdoing or improper conduct. The Company’s insurance carriers funded the full settlement in January 2017.

As of December 31, 2016 , the Company had a recorded liability of $0.6 million in connection with the Derivative Settlement as the losses in connection with this
matter were probable and reasonably estimable under U.S. GAAP. The liability was originally recorded as of June 30, 2016 in the Legal settlements and accruals
line item of the Consolidated Balance Sheet. As of March 31, 2017 , the Company no longer had any amounts impacting its consolidated financial statements
recorded as the order and judgment related to the lawsuit was received during the first quarter of 2017.

SEC Inquiry

On March 29, 2017, the Company and the Securities and Exchange Commission reached a settlement to resolve a previously disclosed investigation into certain
accounting issues, as described in the Company's Annual Report on Form 10-K for the fiscal year ended December 31, 2014. Without admitting or denying the
SEC’s allegations, the Company agreed to the terms of the settlement and agreed to pay a civil monetary penalty of $0.5 million . The Company had fully reserved
for this penalty as of June 30, 2016. The penalty was paid in the first quarter of 2017.

Settlement and royalty indemnity

In August 2008, Norit International N.V. f/k/a Norit N.V. ("Norit") filed a lawsuit against the Company asserting claims for misappropriation of trade secrets and
other claims related to the Company's ADA Carbon Solutions, LLC joint venture ("Carbon Solutions") that built an activated carbon manufacturing plant (the “Red
River Plant”). In August 2011 , the Company and Norit entered into a settlement agreement whereby the Company paid amounts related to the non-solicitation
breach of contract claim, and ADA was also required to pay additional damages related to certain future revenues generated from the equity method investment
through the second quarter of 2018 (the "Royalty Award"). Payments of amounts due under the Royalty Award for each quarter are payable three months after
such quarter ends. In October 2011 , an arbitration panel endorsed and confirmed the terms of the settlement agreement.
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Additionally, during November 2011, the Company entered into an Indemnity Settlement Agreement whereby the Company agreed to settle certain indemnity
obligations asserted against the Company related to the Norit litigation and relinquished all of its equity interest in Carbon Solutions to Carbon Solutions and
amended the Intellectual Property License Agreement dated October 1, 2008 between the Company and Carbon Solutions. Under a provision of the Royalty
Award, in the event that the Company declares or otherwise issues a dividend to any or all of its stockholders prior to January 1, 2018, other than repurchases of
common stock under employee stock plans, the Company must increase its LC amounts as collateral for payments due to Norit, equal to 50% of the aggregate fair
market value of such dividends (the "Dividends Provision"). Additionally, the first time that the Company achieves earnings in excess of $20.0 million for a fiscal
year ended prior to January 1, 2018, the Company must also increase its LC amounts as collateral by $5.0 million for payments due to Norit (the "Earnings
Provision"). Based on the Company's achievement of $97.7 million of net income for the fiscal year ended December 31, 2016, in March 2017 and pursuant to the
Earnings Provision, the Company provided an additional LC of $5.0 million that is secured under the Line of Credit as of March 31, 2017 . Future increases in LC
requirements under the Dividends Provision are limited to an additional $2.5 million .

During the fourth quarter of 2016, the Company revised its estimate for future Royalty Award payments based in part on an updated forecast provided to the
Company from Carbon Solutions. This forecast included a material reduction in estimated future revenues generated at the Red River Plant. Based primarily on the
updated forecast, the Company recorded a $4.0 million reduction to its Royalty Award accrual as of December 31, 2016.

During the first quarter of 2017, the Company revised its estimate for future Royalty Award payments based in part on an updated forecast provided to the
Company from Carbon Solutions. This forecast included a material reduction in estimated future revenues generated at the Red River Plant. Based primarily on the
updated forecast, the Company recorded a $2.9 million reduction to its Royalty Award accrual as of March 31, 2017 .

As of March 31, 2017 , and December 31, 2016 , the Company carried the components of the Royalty Award in Legal settlements and accruals in the Condensed
Consolidated Balance Sheets of $4.6 million and $5.7 million , respectively, and in Legal settlements and accruals, long-term of $2.4 million and $5.4 million ,
respectively. Future amounts to be paid related to the Royalty Award may differ from current estimates due to future adjusted sales of activated carbon from the
Red River Plant.

The following table summarizes the Company's legal settlements and accruals as described above, which are presented in the Condensed Consolidated Balance
Sheets :

As of
March 31, December 31,

(in thousands) 2017 2016
Settlement and Royalty Indemnification $ 4591 $ 5,656
Legal settlements — 5,050

Legal settlements and accruals 4,591 10,706
Settlement and Royalty Indemnification, long-term 2,371 5,382

Legal settlements and accruals, long-term 2,371 5,382
Total legal settlements and accruals $ 6,962 § 16,088

Other Commitments and Contingencies

Tinuum Group

The Company also has certain limited obligations contingent upon future events in connection with the activities of Tinuum Group. The Company, NexGen and
two entities affiliated with NexGen have provided an affiliate of the Goldman Sachs Group, Inc. with limited guaranties (the "Tinuum Group Party Guaranties")
related to certain losses it may suffer as a result of inaccuracies or breach of representations and covenants. The Company also is a party to a contribution
agreement with NexGen under which any party called upon to pay on a Tinuum Group Party Guaranty is entitled to receive contributions from the other party
equal to 50% of the amount paid. No liability or expense provision has been recorded by the Company related to this contingent obligation as the Company
believes that it is not probable that a loss will occur with respect to Tinuum Group Party Guaranties.
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Performance Guarantee on Equipment Systems

In the normal course of business related to ACI and DSI systems, the Company may guarantee certain performance thresholds during a discrete performance
testing period that do not extend beyond six months from the initial test date, the commencement of which is determined by the customer. Performance thresholds
include such matters as the achievement of a certain level of mercury removal and other emissions based upon the injection of a specified quantity of a qualified
activated carbon or other chemical at a specified rate given other plant operating conditions, and availability of equipment and electric power usage. In the event
the equipment fails to perform as specified during the testing period, the Company may have an obligation to correct or replace the equipment. In the event the
level of mercury removal is not achieved, the Company may have a “make right” obligation within the contract limits. During the three months ended March 31,
2017 , the Company was not presented with any performance guarantees nor did it incur any additional claims. Additional performance guarantee claims, if
incurred, are included within the Equipment sales cost of revenue line in the Condensed Consolidated Statements of Operations.

Note 7 - Fair Value Measurements

Fair value of financial instruments

The carrying amounts of financial instruments, including cash and cash equivalents, restricted cash, accounts receivable, accounts payable, deposits and accrued
expenses, approximate fair value due to the short maturity of these instruments. Accordingly, these instruments are not presented in the table below. The following
table provides the estimated fair values of the remaining financial instruments:

As of March 31, 2017 As of December 31, 2016
(in thousands) Carrying Value Fair Value Carrying Value Fair Value
Financial Instruments:
Cost method investment $ 1,016 $ 1,016 $ 1,016 $ 1,016
Highview technology license payable $ 210 § 210 § 207§ 207

(1) Fair value is based on the investee's recently completed equity raise at £2.00 per share. Refer to Note 4 for further discussion of this investment .

Concentration of credit risk

The Company's financial instruments that are exposed to concentrations of credit risk consist primarily of cash and cash equivalents and restricted cash, which are
held at two financial institutions as of March 31, 2017 and December 31, 2016 . If those institutions were to be unable to perform their obligations, the Company
would be at risk regarding the amount of cash and investments in excess of the Federal Deposi