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Unless the context otherwise indicates, all references in this report to “IES,” the “Company,”
“we,” “us,” or “our” are to Integrated Electrical Services, Inc. and its subsidiaries.

DISCLOSURE REGARDING FORWARD-LOOKING STATEMENTS

This quarterly report on Form 10-Q includes certain statements that may be deemed “forward-looking statements” within the meaning of Section 27A of
the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934, all of which are based upon various estimates and assumptions that the
Company believes to be reasonable as of the date hereof. These statements involve risks and uncertainties that could cause the Company’s actual future
outcomes to differ materially from those set forth in such statements. Such risks and uncertainties include, but are not limited to:

. the Company’s inability to consummate the confirmed plan of reorganization in a timely manner or at all;

. the Company’s inability to negotiate acceptable terms of and enter into credit or bonding facilities;

. high costs associated with the Company’s anticipated exit from bankruptcy;

. potential difficulty in fulfilling the restrictive terms of, and the high cost of, the Company’s credit facilities and term loan to be entered into in

connection with the Company’s anticipated exit from bankruptcy;
. the Company’s ability to continue as a going concern;

. the Company’s ability to meet debt service obligations and related financial and other covenants, and the possible resulting material default under the
Company’s credit agreements which is not waived or rectified;

. limitations on the availability of sufficient credit to fund working capital;

. limitations on the availability and the increased costs of surety bonds required for certain projects;

. inability to reach agreements with the Company’s surety companies to provide sufficient bonding capacity;

. risk associated with failure to provide surety bonds on jobs where the Company has commenced work or is otherwise contractually obligated to

provide surety bonds;
. the inherent uncertainties relating to estimating future operating results and the Company’s ability to generate sales, operating income, or cash flow;

. potential difficulty in addressing a material weakness in the Company’s internal controls that has been identified by the Company and its
independent auditors;
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. fluctuations in operating results because of downturns in levels of construction, seasonality and differing regional economic conditions;

. general economic and capital markets conditions, including fluctuations in interest rates;

. inaccurate estimates used in entering into and executing contracts;

. inaccuracies in estimating revenue and percentage of completion on contracts;

. difficulty in managing the operation of existing entities;

. the high level of competition in the construction industry both from third parties and ex-employees;

. increases in costs or limitations on availability of labor, especially qualified electricians, steel, copper and gasoline;

. accidents resulting from the numerous physical hazards associated with the Company’s work;

. loss of key personnel;

. business disruption and costs associated with the Securities and Exchange Commission investigation or shareholder derivative action now pending;
. litigation risks and uncertainties, including in connection with the ongoing SEC investigation;

. unexpected liabilities or losses associated with warranties or other liabilities attributable to the retention of the legal structure or retained liabilities of

business units where the Company has sold substantially all of the assets;

. difficulties in integrating new types of work into existing subsidiaries;

. inability of the Company to incorporate new accounting, control and operating procedures;

. the loss of productivity, either at the corporate office or operating level;

. disruptions or inability to effectively manage internal growth or consolidations;

. distraction of management and costs associated with the Company’s restructuring efforts, including its Chapter 11 filings;

. recent adverse publicity about the Company, including its Chapter 11 filing;

. IES shares being delisted from the NYSE and the inability to have its shares listed on NASDAQ or other national exchange;
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. the residual effect with customers and vendors from the bankruptcy process leading to less work or less favorable delivery or credit terms;
. the delayed effect of fewer or smaller new projects awarded to the Company during the bankruptcy and its effect on future financial results;
. the lowered efficiency and higher costs associated with projects at subsidiaries that the Company has determined to wind down or close;

. the loss of employees during the bankruptcy process and the winding down of subsidiaries; and

. distraction of management time in winding down and closing subsidiaries.

You should understand that the foregoing, as well as other risk factors discussed in this document, including those listed in Part II. Item 1A. of this report
under the heading “Risk Factors,” and in our annual report on Form 10-K for the year ended September 30, 2005, could cause future outcomes to differ
materially from those expressed in such forward looking statements. We undertake no obligation to publicly update or revise information concerning the
Company’s restructuring efforts, borrowing availability, or its cash position or any forward-looking statements to reflect events or circumstances that may
arise after the date of this report. Forward-looking statements are provided in this Form 10-Q pursuant to the safe harbor established under the private
Securities Litigation Reform Act of 1995 and should be evaluated in the context of the estimates, assumptions, uncertainties, and risks described herein.

General information about us can be found at www.ies-co.com under “Investor Relations.” Our annual report on Form 10-K, quarterly reports on Form 10-
Q and current reports on Form 8-K, as well as any amendments to those reports, are available free of charge through our website as soon as reasonably
practicable after we file them with, or furnish them to, the Securities and Exchange Commission.
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CURRENT ASSETS:
Cash and cash equivalents
Restricted cash

Accounts receivable:

INTEGRATED ELECTRICAL SERVICES, INC. AND SUBSIDIARIES
DEBTOR-IN-POSSESSION
CONSOLIDATED BALANCE SHEETS
(IN THOUSANDS, EXCEPT SHARE INFORMATION)

ASSETS

Trade, net of allowance of $3,912 and $4,483, respectively

Retainage

Costs and estimated earnings in excess of billings on uncompleted contracts

Inventories

Prepaid expenses and other current assets
Assets held for sale associated with discontinued operations

Total current assets
PROPERTY AND EQUIPMENT, net
GOODWILL
OTHER NON-CURRENT ASSETS

Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY (DEFICIT)

CURRENT LIABILITIES:

Current maturities of long-term debt
Accounts payable and accrued expenses
Billings in excess of costs and estimated

earnings on uncompleted contracts

Liabilities related to assets held for sale associated with discontinued operations
Senior convertible notes, net (subject to compromise)
Senior subordinated notes, net (subject to compromise)

Total current liabilities

LONG-TERM DEBT, net of current maturities

OTHER NON-CURRENT LIABILITIE
Total liabilities

S

COMMITMENTS AND CONTINGENCIES
STOCKHOLDERS’ EQUITY (DEFICIT):
Preferred stock, $.01 par value, 10,000,000 shares authorized, none issued and outstanding
Common stock, $.01 par value, 100,000,000 shares authorized, 39,024,209 and 39,042,426 shares issued,

respectively

Restricted voting common stock, $.01 par value, 2,605,709 shares issued, authorized and outstanding
Treasury stock, at cost, 2,416,377 and 2,254,590 shares, respectively

Unearned restricted stock
Additional paid-in capital
Retained deficit
Total stockholders’ equity (deficit)

Total liabilities and stockholders’ equity (deficit)

The accompanying notes to condensed consolidated financial statements are an integral part of these financial statements.
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September 30, March 31,
2005 2006
(Audited) (Unaudited)
$ 28,349 $ 18,134
9,596 20,060
180,305 164,032
48,246 41,286
24,678 22,447
22,563 23,579
24,814 26,837
14,017 258
352,568 316,633
24,426 21,785
24,343 24,343
15,035 7,036
$ 416,372 $ 369,797
$ 32 $ 25
120,812 117,260
35,761 26,398
4,825 51
50,691 50,000
173,134 172,885
385,255 366,619
27 142
15,231 15,768
400,513 382,529
390 390
26 26
(13,022) (11,681)
(1,183) —
430,996 429,059
(401,348) (430,526)
15,859 (12,732)
$ 416,372 $ 369,797
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INTEGRATED ELECTRICAL SERVICES, INC. AND SUBSIDIARIES
DEBTOR-IN-POSSESSION
CONSOLIDATED STATEMENTS OF OPERATIONS
(IN THOUSANDS, EXCEPT SHARE INFORMATION)

Revenues

Cost of services
Gross profit

Selling, general and administrative expenses
Income (loss) from operations

Reorganization items (Note 1)
Other (income) expense:
Interest expense, net
Other expense, net

Loss from continuing operations before income taxes
Provision for income taxes
Net loss from continuing operations

Discontinued operations (Note 2)
Income (loss) from discontinued operations (including gain (loss) on disposal of $(236) and $465, respectively)
Provision for income taxes

Net income (loss) from discontinued operations
Net loss

Basic earnings (loss) per share:
Continuing operations

Discontinued operations
Total

Diluted earnings (loss) per share:
Continuing operations

Discontinued operations
Total

Shares used in the computation of earnings (loss) per share (Note 4):
Basic

Diluted

Six Months Ended
March 31,
2005 2006
(Unaudited)
$ 534,323 $ 504,256
469879 438424
64,444 65,832
69,924 68,895
(5,480) (3,063)
— 12,111
13,285 13,467
580 338
13,865 13,805
(19,345) (28,979)
664 511
(20,009) (29,490)
(10,514) 511
311 199
(10,825) 312
$  (30,834) $ (29,178)
$ (0.51) $ (0.75)
$ (0.28) $ 0.01
$ (0.79) $ (0.74)
s sh 3 @)
$ (0.28) $ 0.01
$ (0.79) $ (0.74)
39,033,601 39,316,704
39,033,601 39,316,704

The accompanying notes to condensed consolidated financial statements are an integral part of these financial statements.
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Revenues
Cost of services

Gross profit

INTEGRATED ELECTRICAL SERVICES, INC. AND SUBSIDIARIES
DEBTOR-IN-POSSESSION
CONSOLIDATED STATEMENTS OF OPERATIONS
(IN THOUSANDS, EXCEPT SHARE INFORMATION)

Selling, general and administrative expenses

Income (loss) from operations

Reorganization items (Note 1)
Other (income) expense:
Interest expense, net
Other (income) expense, net

Loss from continuing operations before income taxes

Provision for income taxes
Net loss from continuing operations

Discontinued operations (Note 2)

Income (loss) from discontinued operations (including gain (loss) on disposal of $(103) and $11, respectively)

Provision for income taxes

Net income (loss) from discontinued operations

Net loss

Basic earnings (loss) per share:
Continuing operations

Discontinued operations

Total

Diluted earnings (loss) per share:
Continuing operations

Discontinued operations

Total

Shares used in the computation of earnings (loss) per share (Note 4):

Basic
Diluted

Three Months Ended
March 31,
2005 2006
(Unaudited)

$ 268,920 $ 245,202

238,430 216,237

30,490 28,965

35,158 35,963
(4,668) (6,998)

— 12,111

4,441 7,585

485 391

4,926 7,976
(9,594) (27,085)

365 300
(9,959) (27,385)

(2,961) 5

306 —

(3,267) 5
$  (13,226) $  (27,380)
$ (0.26) $ (0.70)

$ (0.08) $ 0.00
$ (0.34) $ (0.70)
$ (0.26) $ (0.70)

$ (0.08) $ 0.00
$ (0.34) $ (0.70)

39,149,769 39,384,545

39,149,769 39,384,545

The accompanying notes to condensed consolidated financial statements are an integral part of these financial statements.
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BALANCE,
September 30,
2005

Issuance of stock
(unaudited)

Vesting of restricted
stock (unaudited)

Adoption of SFAS
123R (unaudited)

Non-cash
compensation
(unaudited)

Net loss (unaudited)

BALANCE,

March 31, 2006
(unaudited)

INTEGRATED ELECTRICAL SERVICES, INC. AND SUBSIDIARIES
DEBTOR-IN-POSSESSION

CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY (DEFICIT)
(IN THOUSANDS, EXCEPT SHARE INFORMATION)

Restricted Voting Unearned Additional Total
Stock C Stock Treasury Stock Restricted Paid-In Retained Stockholders’
Amount Shares A Shares A Stock Capital Deficit Equity (Deficit)
$ 390 2605709 $ 26 (2,416,377) $(13,022) $(1,183) $430,996 $(401,348) $ 15859
— — — — — — 26 — 26
— — — 161,787 1,341 — (1,341) — —
— — — — — 1,183 (1,183) — —
— — — — — — 561 — 561
— — — — — — — (29,178) (29,178)
$ 390 2605709 $ 26 2254590 $(11,681) $ — $429,059 $(430,526) $  (12,732)

The accompanying notes to condensed consolidated financial statements are an integral part of these financial statements.
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INTEGRATED ELECTRICAL SERVICES, INC. AND SUBSIDIARIES
DEBTOR-IN-POSSESSION
CONSOLIDATED STATEMENTS OF CASH FLOWS
(IN THOUSANDS)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss
Adjustments to reconcile net loss to net cash provided by operating activities:
Net (income) loss from discontinued operations
Bad debt expense
Deferred financing cost amortization
Depreciation and amortization
Impairment of long-lived assets
Impairment of goodwill
Loss on sale of property and equipment
Non-cash compensation expense
Non-cash interest charge for embedded conversion option
Reorganization items
Equity in losses of investment
Deferred income tax expense
Changes in operating assets and liabilities, net of the effect of discontinued operations:
Accounts receivable
Inventories
Costs and estimated earnings in excess of billings on uncompleted contracts
Prepaid expenses and other current assets
Other non-current assets
Accounts payable and accrued expenses
Billings in excess of costs and estimated earnings on uncompleted contracts
Other current liabilities
Other non-current liabilities
Net cash (used in) continuing operations
Net cash provided by discontinued operations

Net cash provided by (used in) operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:

Proceeds from sales of property and equipment

Investments in securities

Purchases of property and equipment

Changes in restricted cash
Net cash used in investing activities of continuing operations
Net cash provided by investing activities of discontinued operations
Net cash provided by (used in) investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Borrowings of debt
Borrowings on Senior Convertible Notes
Repayments of debt
Issuance of common stock
Payments for debt issuance costs
Payments for debt restructure costs
Proceeds from issuance of stock under employee stock purchase plan
Proceeds from exercise of stock options
Net cash used in financing activities of continuing operations
Net cash provided by (used in) financing activities of discontinued operations
Net cash used in financing activities
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS, beginning of period
CASH AND CASH EQUIVALENTS, end of period
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid for
Interest
Income taxes
Assets acquired under capital lease

Six Months Ended
March 31,
2005 2006
(Unaudited)

$ (30,834) $(29,178)
10,825 (312)
1,213 2,382
1,691 5,173
5,581 3,516
70 359
596 —
(45) 106
623 587
734 —
— 3,960
571 —
680 551
13,629 22,106
(1,855) (1,016)
(2,187) 2,231
(9,450) (2,023)
286 (225)
(5,564) 1,867
2,481 (9,363)
(299) —
(499) 539
(11,753) 1,260
8,648 2,326
(3,105) 3,586
299 225
(400) (450)
(1,690) (1,514)
— (10,464)
(1,791) (12,203)
23,594 5,805
21,803 (6,398)
9,772 21
50,228 —
(65,589) (21)
40 —
(3,876) (1,409)
— (5,994)
254 —
625 —
(8,546) (7,403)
(8,546) (7,403)
10,152 (10,215)
22,232 28,349
$ 32,384 $ 18,134
$ 9811 $ 2,953
644 966
— 111

The accompanying notes to condensed consolidated financial statements are an integral part of these financial statements.
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INTEGRATED ELECTRICAL SERVICES, INC. AND SUBSIDIARIES
DEBTOR-IN-POSSESSION
CONSOLIDATED STATEMENTS OF CASH FLOWS
(IN THOUSANDS)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss
Adjustments to reconcile net loss to net cash provided by operating activities:
Net (income) loss from discontinued operations
Bad debt expense
Deferred financing cost amortization
Depreciation and amortization
Impairment of long-lived assets
Loss on sale of property and equipment
Non-cash compensation expense
Non-cash interest charge for embedded conversion option
Reorganization items
Equity in losses of investment
Deferred income tax expense
Changes in operating assets and liabilities, net of the effect of discontinued operations:
Accounts receivable
Inventories
Costs and estimated earnings in excess of billings on uncompleted contracts
Prepaid expenses and other current assets
Other non-current assets
Accounts payable and accrued expenses
Billings in excess of costs and estimated earnings on uncompleted contracts
Other current liabilities
Other non-current liabilities
Net cash provided by (used in) continuing operations
Net cash provided by (used in) discontinued operations

Net cash provided by (used in) operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:

Proceeds from sales of property and equipment

Investments in securities

Purchases of property and equipment

Changes in restricted cash
Net cash used in investing activities of continuing operations
Net cash provided by investing activities of discontinued operations
Net cash provided by (used in) investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Borrowings of debt
Borrowings on Senior Convertible Notes
Repayments of debt
Payments for debt issuance costs
Payments for debt restructure costs
Proceeds from issuance of stock under employee stock purchase plan
Proceeds from exercise of stock options
Net cash used in financing activities of continuing operations
Net cash provided by (used in) financing activities of discontinued operations
Net cash used in financing activities
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS, beginning of period
CASH AND CASH EQUIVALENTS, end of period
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid for
Interest
Income taxes

Three Months Ended
March 31,
2005 2006
(Unaudited)

$ (13,226) $(27,380)
3,267 (5)
557 2,021
1,691 4,565
3,102 1,834
— 359
(10) 147
413 147
(1,942) —
— 3,960
307 —
497 545
7,380 11,798
(225) (279)
(2,358) 1,035
466 (434)
37 955
13,009 8,568
(6,181) (5,655)
(344) 51
161 (204)
6,601 2,028
143 )
6,744 2,024
243 160
(400) —
(783) (577)
— (970)
(940) (1,387)
12,091 —
11,151 (1,387)
(228) 21
14,228 —
(29,888) —
(1,196) (1,409)
— (5,994)
254 —
392 —
(16,438) (7,382)
(16,438) (7,382)
1,457 (6,745)
30,927 24,879
$ 32,384 $ 18,134
$ 8,692 $ 529
367 514

The accompanying notes to condensed consolidated financial statements are an integral part of these financial statements.
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INTEGRATED ELECTRICAL SERVICES, INC. AND SUBSIDIARIES
DEBTOR-IN-POSSESSION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2006
(UNAUDITED)

1. OVERVIEW

Integrated Electrical Services, Inc. (the “Company” or “IES”), a Delaware corporation, was founded in June 1997 to create a leading national provider of
electrical services, focusing primarily on the commercial and industrial, residential, low voltage and service and maintenance markets.

Basis of Presentation

The accompanying unaudited Condensed Consolidated Financial Statements (the “Financial Statements”) of the Company have been prepared in
accordance with accounting principles generally accepted in the United States including Statement of Position 90-7 “Financial Reporting by Entities in
Reorganization Under the Bankruptcy Code” (“SOP 90-7”) and Article 10 of Regulation S-X in accordance with interim SEC rules. They do not include all
of the information and footnotes required for complete financial statements, and therefore should be reviewed in conjunction with the financial statements and
related notes thereto contained in the Company’s annual report for the year ended September 30, 2005, filed on Form 10-K with the Securities and Exchange
Commission.

SOP 90-7 requires the Company to, among other things, (1) identify transactions that are directly associated with the bankruptcy proceedings from those
events that occur during the normal course of business, (2) identify pre-petition liabilities subject to compromise from those that are not subject to
compromise or post-petition liabilities, (3) apply “fresh start” accounting rules upon emergence from bankruptcy which is expected to be May 2006.

In the opinion of management, all adjustments considered necessary for a fair presentation have been included. Actual operating results for the six months
ended March 31, 2006 are not necessarily indicative of the results that may be expected for the fiscal year ending September 30, 2006.

Update on Financial Restructuring
Voluntary Reorganization Under Chapter 11

On February 14, 2006 (the “Commencement Date”), the Company and all of its domestic subsidiaries (collectively, the “Debtors”) filed voluntary petitions
for reorganization (the “Chapter 11 Cases”) under Chapter 11 of Title 11 of the United States Code (the “Bankruptcy Code”) in the United States Bankruptcy
Court for the Northern District of Texas, Dallas Division (the “Bankruptcy Court”). The Bankruptcy Court is jointly administering these cases as “In re
Integrated Electrical Services, Inc. et. al., Case No. 06-30602-BJH-11.”

Since the Commencement Date, the Debtors have continued to operate their businesses and manage their properties as debtors in possession in accordance
with Sections 1107(a) and 1108 of the Bankruptcy Code. On February 27, 2006, the United States Trustee appointed a committee authorized by the
Bankruptcy Code, and appointed by the Bankruptcy Court, to represent the interest of the Company’s unsecured creditors (“Official Committee of Unsecured
Creditors”). On March 8, 2006, the United States Trustee appointed a committee authorized by the Bankruptcy Code, and appointed by the Bankruptcy Court,
to represent the Interest of the Company’s shareholders and other equity interest holders (“Official Equity Holders Committee”).

On the Commencement Date, the Debtors filed the required documents with the Bankruptcy Court on the plan of reorganization which sets the intended
plan of reorganization (“Joint Plan of Reorganization”) and the related informational disclosures (“Disclosure Statement”) with the Bankruptcy Court. On
March 10, 2006, the Debtors filed an amendment to the Joint Plan of Reorganization and the related Disclosure Statement (“First Amended Disclosure
Statement”) which set out additional information updating the prior Disclosure Statement. On March 10, 2006, the Bankruptcy Court approved the adequacy
of information in the First Amended Disclosure Statement. On March 17, 2006, the Debtors filed a second amendment to the Joint Plan of Reorganization
(the “Plan”) and the related second amendments to the Disclosure Statement, each of which were distributed, along with ballots, to creditors and equity
interest holders entitled to vote on the Plan.

On April 26, 2006, the Bankruptcy Court entered an order (the “Confirmation Order”) approving and confirming the Plan. The effective date of the Plan is
expected to be in the first half of May 2006 (the “Effective Date”). The Plan was filed as Exhibit 2.1 to the Company’s current report on Form 8-K, filed on
April 28, 2006. Capitalized terms used in this section but not defined herein shall have the meaning set for in the Plan.
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The Plan of Reorganization

The primary purpose of the Plan is to complete a restructuring of the capital structure of the Company (the “Restructuring”) to improve free cash flow,
strengthen the balance sheet and enhance surety bonding capacity. Currently, the Company has a substantial amount of debt outstanding under the Senior
Subordinated Notes and the Senior Convertible Notes. If the Company is not able to complete the Restructuring, they will likely have to put together an
alternative plan. In management’s opinion the financial condition and the value of the securities are likely to be further affected negatively and materially.

The Restructuring will reduce the amount of our outstanding debt by approximately $172.9 million plus accrued and unpaid interest by converting all of
the Senior Subordinated Notes into equity through the transfer of Senior Subordinated Note claims in exchange for a portion of shares of common stock in the
reorganized company (“New IES Common Stock”). Following completion of the Restructuring, long-term debt is expected to be approximately
$61.3 million, made up of approximately $53 million borrowed and outstanding under the term loan effective on the date exiting bankruptcy (the “Term Exit
Credit Facility”) and approximately $8.3 million borrowed and outstanding under a revolving exit facility (the “Revolving Exit Credit Facility”). Among
other things, in accordance with the Plan:

(i)  Each holder of the Senior Subordinated Notes will receive, in exchange for its total claim (including principal and interest), a pro rata portion of
82% of the New IES Common Stock to be issued in accordance to the Plan, before the effects of the options to be issued in the reorganized
company (“New Options”) issued in accordance with the Company’s 2006 Equity Incentive Plan (the “2006 Equity Incentive Plan”).

(i) Each holder of the Company’s common stock will receive a pro rata portion of 15% of the New IES Common Stock to be issued in accordance
with the Plan, before the effect of the New Options issued in accordance with the 2006 Equity Incentive Plan.

(iii) Certain members of management will receive restricted shares of New IES Common Stock equal to 3% of the New IES Common Stock to be
issued in accordance to the Plan, before the effect of the New Options issued in accordance with the 2006 Equity Incentive Plan.

(iv)  On the Effective Date, the equity interests would be made up of New IES Common Stock issued to the holders of Senior Subordinated Notes,
holders of the Company’s common stock and certain members of management and New Options to be issued to certain key employees in
accordance with the 2006 Equity Incentive Plan, which will be exercisable for up to 10% of the New IES Common Stock on a fully diluted basis.

(v)  The Company’s obligations under certain existing operating leases and trade credit extended to the Company by its vendors and suppliers, would
not be impaired.

(vi)  On the Effective Date, the Company will enter into a revolving exit credit facility.

(vii) The $50 million in outstanding Senior Convertible Notes and related guarantees by the Company’s domestic subsidiaries (“IES Subsidiary
Guarantees”) will be refinanced from the proceeds of the Term Exit Credit Facility.

(viii) On the Commencement Date, the Company filed motions to approve a debtor in possession bonding facility with Chubb (“Chubb DIP Bonding
Facility”) and SureTec Insurance Company (“SureTec DIP Bonding Facility”), including the assumption of the underlying bonded contracts. The
motions were approved on an interim basis by the Bankruptcy Court on February 15, 2006 and on a final basis on March 13, 2006. Additionally,
a debtor in possession bonding facility with Scarborough (“Scarborough DIP Bonding Facility”) was approved on a final basis on March 13,
2006. On the Effective Date, the claims of the Company’ sureties, Chubb, SureTec and Scarborough, if any, will be reinstated under the Plan.
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Conditions to the Effective Date
The following are conditions which must be satisfied or waived in a accordance with Article 9.04 of the Plan:
(i)  The Confirmation Order has to be entered by the Bankruptcy Court.

(ii) The Confirmation Order has to become a final order upon the expiration of ten days and the completion of the required items set out in the
first amendment to the Joint Plan of Reorganization (“Final Order”).

(iii) All authorizations, consents and regulatory approvals required, if any, in connection with the conclusion of the Plan have to be obtained.

(iv) All necessary documents to complete the issuance of the new common stock in place of the old common stock (“New Securities”), issuance of
new stock in replacement for the Senior Subordinated Notes (“New Notes”) and new subsidiary guarantees, if applicable, will have been
executed and delivered.

(v)  All other actions, documents, and agreements necessary to implement the Plan will have been produced or executed.

(vi) All documents referenced in subsections (iv) and (v) of this paragraph, including all documents in the Plan Supplement, will be reasonably
acceptable to the Ad Hoc Committee.

(vii) No stay of the consummation of the Plan will be in effect.
It is also a condition to the effectiveness of the Plan that:

(i) The Term Exit Facility will have closed and cash from the proceeds of this facility will be available to pay the holders of the allowed Senior
Convertible Note claims as required by Article 3.03(e)(ii) of the Plan;

(ii) The Bankruptcy Court will have entered an order, following a contingency hearing approving either (a) the reinstatement treatment as set forth
in the Plan, or (b) the new note exchange as set forth in the Plan; or

(iii) If a requirement for a contingency hearing is waived by the holders of the Senior Convertible Notes, the Company will have reached an
agreement on the applicable treatment with the holders of the Senior Convertible Notes. If a contingency hearing is called and the Bankruptcy
Court validates any objections by the trustee under the indenture for the Senior Convertible Notes or Holders of Senior Convertible Note
claims to confirmation of the Plan (whether these objections relate to the proposed treatment of the Senior Convertible Note claims or other
confirmation issues), the Bankruptcy Court will terminate the confirmation order.

Surety Update
The Chubb Surety Agreement

The Company is party to an Underwriting, Continuing Indemnity, and Security Agreement, dated January 14, 2005 (the “Surety Agreement”), with Chubb,
which provides the provision of surety bonds to support its contracts with certain customers.

In connection with the Company’s restructuring (See Part I, Item 2. “Management’s Discussion and Analysis of Financial Condition and Results of
Operations — Update on Financial Restructuring and Subsequent Events”), the Bankruptcy Court approved an interim order on February 15, 2006 granting
authority to enter into a postpetition financing agreement with Federal Insurance Company (the “Chubb DIP Agreement”). The Chubb DIP Agreement
provides Chubb, during the Company’s Chapter 11 case, (i) in its sole and absolute discretion to issue up to an aggregate of $48 million in new surety bonds,
with no more than $12 million in new surety bonds to be issued in any given month, and (ii) to give permission for use of cash collateral in the form of
proceeds of all contracts which Chubb had issued surety bonds. The Company is being charged a bond premium of $25 per $1,000 of the contract price
related to any new surety bond. The Company provided $6 million in additional collateral in the form of cash or letters of credit in installments of
$1.5 million per month, to support the new surety bonds. Pursuant to the Chubb DIP Agreement, the Company paid due diligence and facility fees of
$500,000 each which are included in reorganization items on the consolidated statement of operations.

Upon emergence from Chapter 11, the Company expects to close into an exit bonding facility with the Chubb. The exit bonding agreement provides
Chubb in its sole and absolute discretion to issue up to an aggregate of $70 million in new surety bonds, with no more than $10 million in new surety bonds to
be issued in any given month. The Company will pay a $1 million facility fee upon the closing into the facility.

The SureTec DIP Bonding Facility

The Company is party to a general agreement of indemnity dated September 21, 2005 and related documents, with SureTec Insurance Company, which
provides for the provision of surety bonds to support the Company’s contracts with certain of its customers.

The Bankruptcy Court approved an interim order on February 15, 2006 approving the assumption of certain contracts with SureTec Insurance Company
(the “SureTec DIP Bonding Facility”). The SureTec DIP Bonding Facility provides SureTec, during the Company’s Chapter 11 case, (i) in its sole and
absolute discretion and (ii) upon the Company’s filing of a voluntary petition for bankruptcy, to issue up to an aggregate of $10 million in surety bonds.
Bonding in excess of $5 million is subject to SureTec’s receipt of additional collateral in the form of an additional irrevocable letter of credit from BofA in the
amount of $1.5 million. Pursuant to the SureTec DIP Bonding Facility, the Company paid a fee of $25,000. The SureTec DIP Bonding Facility is expected to
remain in place with the same terms subsequent to the Effective Date.

The Scarborough DIP Bonding Facility

The Company is party to a general agreement of indemnity dated March 21, 2006 and related documents, with Edmund C. Scarborough, Individual Surety,
to supplement the bonding capacity under the Chubb DIP Bonding Facility and the SureTec DIP Bonding Facility.

The Bankruptcy Court approved an order on March 10, 2006 approving debtor in possession surety bonding facility with Edmund C. Scarborough,
Individual Surety (the “Scarborough DIP Bonding Facility”). Under the Scarborough DIP Bonding Facility, Scarborough has agreed to extend aggregate
bonding capacity not to exceed $100 million in additional bonding capacity with a limitation on individual bonds of $15 million. Scarborough is an individual
surety (as opposed to a corporate surety, like Chubb or SureTec), and these bonds are not rated. However, the issuance of Scarborough’s bonds to an
oblige/contractor is backed by an instrument referred to as an irrevocable trust receipt issued by First Mountain Bancorp as trustee for investors who pledge
assets to support the receipt and thus the bond. The bonds are also reinsured.

Scarborough’s obligation to issue new bonds is discretionary and the aggregate bonding is subject to Scarborough’s receipt of an irrevocable letter of credit
from SunTrust Bank in the amount of $2.0 million to secure all of the Company’s obligations to Scarborough; provided, however, upon delivery of the letter



of credit and payment of applicable bond premiums (estimated at 3.5% of the face amount of each bond), Scarborough will issue bonds in the approximate
amount of $23.8 million covering the Company’s backlog of existing and pending contracts/projects. Within 120 days of the letter of credit issuance, the letter
of credit will be cancelled in exchange for the sum of $2 million by wire transfer to a trust account selected by Scarborough. BofA, as the Company’s debtor-
in-possession working capital lender, has a lien in the proceeds generated from the bonded contracts (the “Proceeds”). BofA and Scarborough have entered
into an intercreditor agreement. The Scarborough DIP Bonding Facility is expected to remain in place with the same terms subsequent to the Effective Date.

Reorganization Items

Reorganization items refer to revenues, expenses (including professional fees), realized gains and losses and provisions for losses that are realized or
incurred in the bankruptcy proceedings. The following table summarizes the components included in reorganization items on the consolidated statements of
operations for the six months ended March 31, 2006 (in thousands):

Six Months Ended
March 31, 2006

Unamortized debt issuance costs (1) $ 4,903
Unamortized debt discounts and other costs (2) 539
Embedded derivative liabilities (3) (1,482)
Professional fees and other costs (4) 8,151
Total reorganization items $ 12,111

(1)  Write off of unamortized debt issuance costs related to the allowed claims for the senior subordinated notes and senior convertible notes.

(2) Write off of unamortized debt discounts, premiums and other costs related to the allowed claims for the senior subordinated notes and senior
convertible notes.

(3) Write off of embedded derivatives related to the allowed claim for the senior convertible notes.
(4) Costs for professional servicees including legal, financial advisory and related services.
Going Concern

The Company’s independent registered public accounting firm, Ernst & Young LLP, included a going concern modification in its audit opinion on the
consolidated financial statements for the fiscal year ending September 30, 2005 included on Form 10-K as a result of its operating losses during fiscal 2005
and the non-compliance with certain debt covenants subsequent to September 30, 2005. The
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consolidated financial statements do not include any adjustments to reflect the possible future effects on the recoverability and classification of assets or the
amounts and classification of liabilities that may result from the outcome of this uncertainty. As described above under “Update on Financial Restructuring”,
the Company has made substantial progress on completing its financial restructuring and de-leveraging of the balance sheet. The Company expects to emerge
from bankruptcy in mid May with adequate exit financing in place.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

For a description of these policies, refer to Note 2 of the Notes to the Consolidated Financial Statements included in the Company’s annual report on Form
10-K for the year ended September 30, 2005.

As aresult of the Chapter 11 bankruptcy proceedings, the Company prepares its financial statements in accordance with SOP 90-7. SOP 90-7 requires the
Company to, among other things, (1) identify transactions that are directly associated with the bankruptcy proceedings from those events that occur during the
normal course of business, (2) identify pre-petition liabilities subject to compromise from those that are not subject to compromise or post-petition liabilities,
and (3) apply “fresh start” accounting rules upon emergence from bankruptcy which is expected to be in May 2006.

REVENUE RECOGNITION

As of March 31, 2005 and 2006, costs and estimated earnings in excess of billings on uncompleted contracts include unbilled revenues for certain
significant claims totaling approximately $3.4 million and $3.5 million, respectively. In addition, accounts receivable as of March 31, 2005 and 2006 related
to these claims is approximately $1.9 million and $0.2 million, respectively. Included in the claims amount at March 31, 2006 is approximately $2.5 million
related to a single contract at one of our subsidiaries. This claim relates to a dispute with the customer over defects in the customer’s design specifications.
The Company does not believe that it is required to remediate defects in the customer’s design specifications. If it is later determined that it is required to
remediate such defects, the Company could incur additional costs. Some or all of the costs may not be recoverable.

SUBSIDIARY GUARANTIES

All of the Company’s operating income and cash flows are generated by its 100% owned subsidiaries, which are the subsidiary guarantors of the
Company’s outstanding 9 3/8% senior subordinated notes due 2009 (the “Senior Subordinated Notes”). The Company is structured as a holding company and
substantially all of its assets and operations are held by its subsidiaries. There are currently no significant restrictions on the Company’s ability to obtain funds
from its subsidiaries by dividend or loan. The parent holding company’s independent assets, revenues, income before taxes and operating cash flows are less
than 3% of the consolidated total. The separate financial statements of the subsidiary guarantors are not included herein because (i) the subsidiary guarantors
are all of the direct and indirect subsidiaries of the Company; (ii) the subsidiary guarantors have fully and unconditionally, jointly and severally guaranteed
the Senior Subordinated Notes; and (iii) the aggregate assets, liabilities, earnings and equity of the subsidiary guarantors is substantially equivalent to the
assets, liabilities, earnings and equity of the Company on a consolidated basis. As a result, the presentation of separate financial statements and other
disclosures concerning the subsidiary guarantors is not deemed material.

15




Table of Contents

USE OF ESTIMATES AND ASSUMPTIONS

The preparation of financial statements in conformity with accounting principles generally accepted in the United States requires the use of estimates and
assumptions by management in determining the reported amounts of assets and liabilities, disclosures of contingent liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates. Estimates are
primarily used in the Company’s revenue recognition of construction in progress, fair value assumptions in analyzing goodwill and long-lived asset
impairments, allowance for doubtful accounts receivable, realizability of deferred tax assets and self-insured claims liabilities.

SEASONALITY AND QUARTERLY FLUCTUATIONS

The results of the Company’s operations, primarily from residential construction, are seasonal, dependent upon weather trends, with higher revenues
typically generated during the spring and summer and lower revenues during the fall and winter. The commercial and industrial aspect of its business is less
subject to seasonal trends, as this work generally is performed inside structures protected from the weather. The Company’s service business is generally not
affected by seasonality. In addition, the construction industry has historically been highly cyclical. The Company’s volume of business may be adversely
affected by declines in construction projects resulting from adverse regional or national economic conditions. Quarterly results may also be materially
affected by gross margins for both bid and negotiated projects, the timing of new construction projects and any acquisitions. Accordingly, operating results for
any fiscal period are not necessarily indicative of results that may be achieved for any subsequent fiscal period.

STOCK-BASED COMPENSATION

On October 1, 2005, the Company adopted Statement of Financial Accounting Standards No. 123 (revised 2004), “Share-Based Payment,” (“SFAS
123(R)”) which requires the measurement and recognition of compensation expense for all share-based payment awards made to employees and directors
including employee stock options and employee stock purchases related to the employee stock purchase plan (“employee stock purchases”) based on
estimated fair values. SFAS 123(R) supersedes the Company’s previous accounting under Accounting Principles Board Opinion No. 25, “Accounting for
Stock Issued to Employees” (“APB 25”) for periods beginning in fiscal 2006. In March 2005, the Securities and Exchange Commission issued Staff
Accounting Bulletin No. 107 (“SAB 107”) relating to SFAS 123(R). The Company has applied the provisions of SAB 107 in its adoption of SFAS 123(R).

The Company adopted SFAS 123(R) using the modified prospective transition method, which requires the application of the accounting standard as of
October 1, 2005, the first day of the Company’s fiscal year 2006. The Company’s consolidated financial statements as of and for the three and six months
ended March 31, 2006 reflect the impact of SFAS 123(R). In accordance with the modified prospective transition method, the Company’s consolidated
financial statements for prior periods have not been restated to reflect, and do not include, the impact of SFAS 123(R). Stock-based compensation expense
recognized under SFAS 123(R) for the three and six months ended March 31, 2006 was $0.2 million and $0.6 million, respectively, before tax, which
consisted of stock-based compensation expense related to employee stock options and restricted stock grants (see Note 6). There was no stock-based
compensation expense related to employee stock options recognized during the three and six months ended March 31, 2005. Additionally, the Company
recorded no compensation expense associated with the Employee Stock Purchase Plan which is defined as a non-compensatory plan pursuant to Financial
Accounting Standards Board Interpretation No. 44 (See Note 8).

SFAS 123(R) requires companies to estimate the fair value of share-based payment awards on the date of grant using an option-pricing model. The value
of the portion of the award that is ultimately expected to vest is recognized as expense over the requisite service periods in the Company’s consolidated
statement of operations. Prior to the adoption of SFAS 123(R), the Company accounted for stock-based awards to employees and directors using the intrinsic
value method in accordance with APB 25 as allowed under Statement of Financial Accounting Standards No. 123, “Accounting for Stock-Based
Compensation” (“SFAS 123”). Under the intrinsic value method, no stock-based compensation expense had been recognized in the Company’s consolidated
statement of operations because the exercise price of the Company’s stock options granted to employees and directors equaled the fair market value of the
underlying stock at the date of grant.

Stock-based compensation expense recognized during the period is based on the value of the portion of share-based payment awards that is ultimately
expected to vest during the period. Stock-based compensation expense recognized in the Company’s consolidated statement of operations for the first quarter
of fiscal 2006 included compensation expense for share-based payment awards granted prior to, but not yet vested as of September 30, 2005 based on the
grant date fair value estimated in accordance with the pro forma provisions of SFAS 123 and compensation expense for the share-based payment awards
granted subsequent to September 30, 2005 based on the grant date fair value estimated in accordance with the provisions of SFAS 123(R). In conjunction with
the adoption of SFAS 123(R), the Company changed its method of attributing the value of stock-based compensation expense related to stock options from
the accelerated multiple-option approach to the straight-line single option method. Compensation
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expense for all share-based payment awards granted on or prior to September 30, 2005 will continue to be recognized using the accelerated multiple-option
approach while compensation expense for all share-based payment awards granted subsequent to September 30, 2005 is recognized using the straight-line
single-option method. As stock-based compensation expense recognized in the consolidated statement of operations for the three and six months ended
March 31, 2006 is based on awards ultimately expected to vest, it has been reduced for estimated forfeitures. SFAS 123(R) requires forfeitures to be estimated
at the time of grant and revised, if necessary, in subsequent periods if actual forfeitures differ from those estimates. In the Company’s pro forma information
required under SFAS 123 for the periods prior to fiscal 2006, the Company accounted for forfeitures as they occurred. Furthermore, under the modified
prospective transition method, SFAS 123 (R) requires that compensation costs recognized prior to adoption be reversed to the extent of estimated forfeitures
and recorded as a cumulative effect of a change in accounting principle. The effect of this reversal was immaterial for the three months ended December 31,
2005.

The Company’s determination of fair value of share-based payment awards on the date of grant using an option-pricing model is affected by the
Company’s stock price as well as assumptions regarding a number of highly complex and subjective variables. These variables include, but are not limited to
the Company’s expected stock price volatility over the term of the awards, and actual and projected employee stock option exercise behaviors. Option-pricing
models were developed for use in estimating the value of traded options that have no vesting or hedging restrictions and are fully transferable. Because the
Company’s employee stock options have certain characteristics that are significantly different from traded options, and because changes in the subjective
assumptions can materially affect the estimated value, in management’s opinion, the existing valuation models may not provide an accurate measure of the
fair value of the Company’s employee stock options. Although the fair value of employee stock options is determined in accordance with SFAS 123(R) and
SAB 107 using an option-pricing model, that value may not be indicative of the fair value observed in a willing buyer/willing seller market transaction.

On November 10, 2005, the Financial Accounting Standards Board (“FASB”) issued FASB Staff Position No. FAS 123(R)-3 “Transition Election Related
to Accounting for Tax Effects of Share-Based Payment Awards.” The Company has elected to adopt the alternative transition method provided in the FASB
Staff Position for calculating the tax effects of stock-based compensation pursuant to SFAS 123(R). The alternative transition method includes simplified
methods to establish the beginning balance of the additional paid-in capital pool (“APIC pool”) related to the tax effects of employee stock-based
compensation, and to determine the subsequent impact on the APIC pool and Consolidated Statements of Cash Flows of the tax effects of employee stock-
based compensation awards that are outstanding upon adoption of SFAS 123(R).

Pro Forma Information Under SFAS 123 for Periods Prior to Fiscal 2006

The following table illustrates the effect on net income and earnings per share assuming the compensation costs for the Company’s stock option and
purchase plans had been determined using the fair value method at the grant dates amortized on a pro rata basis over the vesting period as required under
Statement of Financial Accounting Standards (“SFAS”) No. 123, Accounting for Stock-Based Compensation for the three and six months ended March 31,
2005 (in thousands, except for per share data):

Three months Six months
ended ended
March 31, March 31,
2005 2005
Net loss, as reported $ (13,226) $(30,834)
Add: Stock-based employee compensation expense included in reported net income, net of related tax effects 413 629
Deduct: Total stock-based employee compensation expense determined under fair value based method for all awards,
net of related tax effects 660 838
Pro forma net loss for SFAS No. 123 $ (13,473) $(31,043)
Earnings (loss) per share:
Basic — as reported $ (0.34) $ (0.79)
Basic — pro forma for SFAS No. 123 $ (0.34) $ (0.80)
Earnings (loss) per share:
Diluted — as reported $ (0.34) $ (0.79)
Diluted — pro forma for SFAS No. 123 $ (0.34) $ (0.80)

2. BUSINESS DIVESTITURES

Discontinued Operations
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During October 2004, the Company announced plans to begin a strategic alignment including the planned divestiture of certain commercial segments,
underperforming subsidiaries and those that rely heavily on surety bonding for obtaining a majority of their projects. This plan included management actively
seeking potential buyers of the selected companies among other activities necessary to complete the sales. Management expected to be able to sell all
considered subsidiaries at their respective fair market values at the date of sale determined by a reasonably accepted valuation method. The discontinued
operations disclosures include only those identified subsidiaries qualifying for discontinued operations treatment for the periods presented.

In December 2005, the Company completed its previously announced divestiture program. Since its start in October 2004, the Company sold 14 units,
primarily operating in the commercial and industrial markets, for total consideration to date of $61.2 million and has closed two units. These 16 units had
combined net revenues of $154.1 million and an operating loss of $12.9 million in fiscal 2005.

During the six months ended March 31, 2005, the Company completed the sale of seven business units as part of the plan described above. During the
quarter ended December 31, 2005, the Company completed the sale of the last business unit under the plan described above. These sales generated a pre-tax
gain (loss) of $(0.2) million and $0.5 million, respectively, and have been recognized in the six months ended March 31, 2005 and 2006 as discontinued
operations in the respective consolidated statements of operations. All prior year amounts have been reclassified as appropriate. Depreciation expense
associated with discontinued operations for the three and six months ended March 31, 2005 was $0.4 million and $0.9 million, respectively. There were no
depreciation expense for the three and six months ended March 31, 2006. Summarized financial data for discontinued operations are outlined below:

Three Months Ended Six Months Ended
March 31, Ma