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DISCLOSURE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K includes agristatements that may be deemed to be “forwakiilg statements” within the meaning
of the Private Securities Litigation Reform ActX#95. These statements are based on the Compaimgstations and involve risks and
uncertainties that could cause the Company’s actsalts to differ materially from those set foittthe statements. Such risks and
uncertainties include, but are not limited to, @@mpany’s inability to complete a financial resturing on terms acceptable to the Company
or at all, the Company’s ability to continue asoéng concern, the inherent uncertainties relatingstimating future operating results or our
ability to generate sales, operating income, oh ¢lasv, potential difficulty in addressing a matdriveakness in the Company’s accounting
systems that has been identified by the Companytasadependent auditors, potential limitationsoom ability to access the credit line under
our credit facility, litigation risks and uncertéigs, fluctuations in operating results becausdosfnturns in levels of construction, inaccurate
estimates used in entering into and executing aotgy difficulty in managing the operation of eiigtentities, the high level of competition
the construction industry both from third partiesl @x-employees, changes in interest rates thad edfect the level of construction, the
general level of the economy, increases in coslisnitations on availability of labor, steel, copmmnd gasoline, limitations on the availability
and the increased costs of surety bonds requireckftain projects, inability to reach agreemerith wur surety companies to provide
sufficient bonding capacity, risk associated wiiure to provide surety bonds on jobs where westbmmenced work or are otherwise
contractually obligated to provide surety bondsslof key personnel, business disruption and esstsciated with the Securities and
Exchange Commission investigation, classion litigation or shareholder derivative actimw pending, unexpected liabilities associated
warranties or other liabilities attributable to tte¢ention of the legal structure or retained lieibs of business units where we have sold
substantially all of the assets, inability to flilfhe terms or meet the required financial covagaf the credit facility, difficulty in integratm
new types of work into existing subsidiaries, itiépof subsidiaries to incorporate new accountiogptrol and operating procedures,
inaccuracies in estimating revenues and percemtagempletion on contracts, disruptions or inabitiy effectively manage work related to
Hurricane Katrina and Rita and the expected iner@asonstruction, the Company’s failure to satify listing requirements of the NYSE,
the suspension from trading of the Company’s comstook on the NYSE the NYSE's commencement of &fftwr de-list the Company’s
common stock and the Company’s potential failuragpeal these efforts successfully, inability acteagreement with our senior lender on
amendments to the credit facility before Decemter2B05, if delisted from the NYSE and the senimsacured noteholders demand
repayment of their notes the Company’s potentiability to pay the debt and accrued interest, ilitglib modify, restructure or replace the
Company’s substantial debt; inability to succedgftdstructure our operations to reduce operatisgds; a material default in one or more of
the Company'’s credit agreements which is not waorectified and unexpected weather interfereioeL should understand that the
foregoing as well as other risk factors discussetthis document, including those listed under thading “Risk Factorstould cause results
differ materially from those expressed in such famivlooking statements. We undertake no obligatiqoublicly update or revise informati
concerning the Company’s restructuring effortsytwing availability, its cash position or any fomgaooking statements to reflect events or
circumstances that may arise after the date ofdiert.
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PART I
Iltem 1. Business

In this annual report, the words “IES”, the “Compgh “we”, “our”, “ours”, and “us” refer to Integrat ed Electrical Services, Inc. and,
except as otherwise specified herein, to our sudn$ed. Our fiscal year ends on September 30.

We are a leading provider of electrical caating services in the United States. We provibeoad range of services including
competitive bid design, building, maintaining amdvcing electrical, data communications and ugiitsystems for commercial, industrial i
residential customers.

Our electrical contracting services incluésign of the electrical distribution systems withibuilding or complex, procurement and
installation of wiring and connection to power smms, end-use equipment and fixtures as well astemgy contract maintenance. We service
commercial, industrial, and residential markets hade a diverse customer base including: generdtactors; property managers and
developers; corporations; government agencies andaipalities; and homeowners. We provide servioes variety of projects including:
high-rise residential and office buildings, powéarnts, manufacturing facilities, municipal infragtture and health care facilities and
residential developments. We also offer low voltagetracting services as a complement to our éattrontracting business. Our low
voltage services include design and installatioexaérnal cables for corporations, universitiesad&nters and switching stations for data
communications companies as well as the instafiaifdire and security alarm systems. Our utiliéydces consist of overhead and
underground installation and maintenance of eleadtand other utilities transmission and distribnthetworks, installation and splicing of
high-voltage transmission and distribution linagystation construction and substation and rightaafy maintenance. Our maintenance
services generally provide recurring revenuesdnatypically less affected by levels of constructactivity. We focus on projects that req
special expertise, such as design-and-build projbett utilize the capabilities of our buse engineers or projects that require speciidet
expertise such as hospitals or power generatidlitiiss; as well as service, maintenance and aerenovation and upgrade work, which te
to either be recurring, have lower sensitivity t@eomic cycles, or both.

Since our incorporation in 1997, we have exieal to approximately 140 locations currently sggthe continental 48 states through
acquisition and internal growth. From 1995 to 2Q@venues for our businesses increased at a cordpduwmnual growth rate of
approximately 4.6%. Since 2003, we continued taisaaternally on integrating to our information ®mas and established a regionally based
management structure to enhance operating comralf levels of our organization, as well as im&ing a consolidated procurement prog
and structure to manage customers and vendorsatiomal basis.

Going Concern

Our independent registered public accourfiing, Ernst & Young LLP, included a going concermwdification in its unqualified audit
opinion on our consolidated financial statementgHe fiscal year ended September 30, 2005 inclinéus Form 10-K as a result of our
operating losses during fiscal 2005 and our padéntin-compliance with certain debt covenants syt to September 30, 2005. We did
not include any adjustments to the financial statei®included in this Form 10-K to reflect the polesfuture effects that may result from the
uncertainty of our ability to continue as a goirgneern. We are currently undertaking the follow#ffprts to address this uncertainty, each of
which efforts is described in more detail below:

*we are in the process of negotiating a consenswalidial restructuring with the holders of our sgrsubordinated notes and have
reached a non-binding agreement in principle witllérs of approximately 58% of outstanding printgaount of our senior
subordinated note

e we are in the process of negotiating an amendnoemiit new credit facility, which we expect to obtgirior to December 31, 2005, to
modify the applicability of the fixed coverage mtand
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«we are working to improve profitability and consisty of earnings through the implementation of@ess known to us as Successful
Projects. Se“— Strategy— Successful Projec” below.

Update on Financial Restructuring

During 2005, we announced our intention terggthen and de-lever our balance sheet to impraveverall capital structure. As part of
this initiative, we are seeking to reduce our Itergn debt, which will result in an increase in @nee cash flow. By strengthening the balance
sheet in this manner, we expect to free up additibguidity, improve our credit ratings and enharr surety bonding capability. To
facilitate these efforts, on November 2, 2005, weaanced that we had retained Gordian Group, LL& fasancial advisor. Gordian Group,
LLC is a New York-based investment bank with natioexpertise in developing capital markets altémestand providing financial advisory
services.

As a result of the foregoing, we commenceguisions with an ad hoc committee of holderssaftestantial portion of our senior
subordinated notes due 2009 and our senior cobleertotes regarding a consensual restructuringiotlebt obligations. On December 14,
2005, we announced that we had reached a non-biadireement in principle with an ad hoc committeleadders of approximately
$101 million, or 58%, of our $172.9 million prineipamount of our senior subordinated notes fortarg@l restructuring pursuant to which
the senior subordinated noteholders would receivaxchange for all of their notes shares represg@ipproximately 82% of the common
stock of the reorganized company. Holders of otstanding common stock and management would retaieceive shares representing
approximately 15% and 3%, respectively, of the camrstock of the reorganized company.

The agreement in principle contemplates ¢hiatcustomers, vendors and trade creditors would@ampaired by the restructuring and
would be paid in full in the ordinary course of mess, and that our senior convertible notes withraent aggregate principal amount
outstanding of approximately $50 million, would feénstated or the holders otherwise provided tliev&lue of their note claims. It is also
contemplated that our senior bank credit faciligud be reinstated or refinanced at the time ofréfstructuring. Discussions have already
begun with the bank with respect to the propossttueturing.

If the proposed restructuring were to be aomwated, the proposed plan currently contemplae§iling of a pre-packaged Chapter 11
plan of reorganization in order to achieve the exde of all of the senior subordinated notes faitggApproval of a proposed plan in a pre-
packaged proceeding would require the consenteofithders of at least two-thirds in claim amourd ane-half in number of the senior
subordinated notes that vote on the plan. We wseidk to enter into a plan support agreement wéhntbmbers of the ad hoc committee and
then formally solicit consents to the proposedruestiring from the holders of our senior subordatianotes. We expect to begin the out-of-
court solicitation process in January of 2006.

There is no assurance that we will succdgstoimplete the restructuring contemplated by tp@ement in principle, or any other
restructuring. At this time neither the agreemantrinciple nor any other proposed restructurimgitehave been agreed to by the requisite
holders of the senior subordinated notes, andeghmssubordinated noteholders can withhold thessents for any or no reason. The
agreement in principle is subject to the negotimtibdefinitive documentation, approval by the risgia noteholders and a court in a
Chapter 11 proceeding and customary closing camditiBecause the agreement in principle is notitinand because there is no assurar
will be consummated, we continue to evaluate odifternatives for restructuring our capital struetun addition, we may be forced by our
creditors to seek the protection of federal bantayfaw. If we consummate any restructuring, we rdayso outside of bankruptcy, or in a
pre-packaged Chapter 11 proceeding or in anotleeepding under federal bankruptcy law. Any restntisy could cause the holders of our
outstanding securities, including our common steekiior subordinated notes and senior convertitiles) to lose some or all of the value of
their investment in our securities. Furthermorehstestructuring could result in material changethée nature of our business and material
adverse changes to our financial condition andltestioperations.

In addition, we have previously announced, ths. of December 5, 2005, our 30-trading day aeestock price was below $1.00, that we
have has failed or may fail to meet other publistezpliirements for the
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continued listing of its common stock on the NY 8t€Juding the exchange’s market capitalization rezgraents. On December 15, 2005, the
NYSE suspended trading of our common stock, andieaus that it intends to ~list our common stock, subject to our right to eglpin
accordance with the NYSE'’s rules. We currentlynidtéo appeal this determination by the NYSE, wihiobcess would likely take in excess
of 35 business days from December 16, 2005, wisithd day we received written notice from the NY8Hs intent to de-list our common
stock. If we do not succeed in appealing this deigation by the NYSE, the NYSE has indicated thatill promptly request the SEC to de-
list our common stock. If our common stock is daed from the NYSE, the holders of our senior cotite notes would have the right,
beginning 35 business days after de-listing, totipeit notes back to us. We would likely not beeatol pay the principal and accrued interest
on those notes if put to us. Additionally, our nenedit facility restricts our ability to repurchabese notes. Our inability to repurchase these
notes and the limitations in our new credit fagitib repurchase these notes could affect the ss@femy plan of reorganization contemple
by us without an agreement with the holders ofséi@or convertible notes. Absent an agreementthétholders of the senior convertible
notes to any preackaged Chapter 11 plan that may be filed, we dveekk to reinstate their notes or give them pitygmzual to the full vall
of their note claims. We do not presently have gne@ment with any of the holders of the senior eotilvle notes to the agreement in
principle or any other proposed restructuring plan.

Amendments to the New Credit Facility

It has been necessary for us to seek amendmeaur new credit facility in order to avoid auon-compliance with the fixed coverage
ratio set forth in the agreement relating to the oeedit facility. We are currently seeking an didfial amendment to the new credit facility
before December 31, 2005, for the purpose of fudingending the applicability of the fixed coveragto. We expect to obtain an
amendment prior to December 31, 2005.

Our debt instruments and agreements, incuttia credit facility, the senior subordinated spthe senior convertible notes and our
agreement with our primary surety bonding compaontain cross-default provisions whereby an uncaretiunwaived event of default
under one will result in an event of default undach of the others. In such event, the lendersrihdee instruments and agreements may
exercise their remedies thereunder, including cauall outstanding indebtedness to accelerate aodnbe due. If our indebtedness were to
become due, as a result of the circumstances dedcabove or any other reason, we do not haveettessary cash to repay our indebtedr
This may cause our creditors to force us into anlimtary bankruptcy under the federal bankrupéayd, or may cause us to seek protection
from our creditors under these laws unless we raachgreement with these creditors to the restringiylan described above or to another
mutually agreeable restructuring plan. In accordamith Emerging Issues Task Force (EITF) 86-30a%Sifications of Obligations When a
Violation is Waived by the Creditor,” we have cléigsl the long-term portion of senior convertibletes and senior subordinated notes as
current liabilities on the balance sheet due tosed to amend our credit facility prior to Decem®®, 2005 and the potential for cross-
defaults described above if we are unsuccessful.

Industry Overview

Using the most recently available data froeQviaw Hill Construction Analytics, (“McGraw Hill"and historical data from EC&M
Magazine, we estimate the electrical contractimystry will generate annual revenues in excesd00%illion in 2005. Data from EC&M
Magazine indicates that the electrical contraciimaystry is highly fragmented, with more than 7@@@mpanies, most of which are small,
owner-operated businesses. This data also inditzethere are only 14 U.S. electrical contractath revenues in excess of $200 million.
McGraw Hill data indicates total construction inttygevenues have grown at an average compounafratgproximately seven percent from
1998 through 2004. McGraw Hill forecasts total domstion revenues for 2005 through 2010 to contittugrow at a more conservative pace
of approximately four percent annually.

During the last decade, electrical contractmve experienced a growing demand for their sesvas a result of more stringent electrical
codes, increased use of electrical power, incredsethnd for bandwidth,
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demand for bundled services, and construction afrshouses with integrated audio, video, computéenperature control and security
systems. Additionally, residential constructionrsgiag continues to achieve record levels. This aleonstruction market, while up in 2005
over the past three years, had been depressed deereased commercial and industrial construsi@nding.

Competitive Strengths
Our competitive strengths include the followi

« Geographic diversity— We have approximately 140 locations, currently sgr¢he continental 48 states and have worked ore rttar
1,800 contracts over $250,000 and more than 5,@00acts overall in 2005. IES’ national presenctgates much of the region
specific economic slowdowns. Our presence in stiek as Virginia and Texas has been particulatheficial through this most rece
construction decline, because these areas weranpasted than some of the other areas of the &lrf8e 1997, much of our revenues
have been derived from the Sunbelt states whick had higher growth rates than overall U.S. constrm. Our geographic diversity
also enables us to better serve national custowigtrsnultiple locations

 Customer diversity— Our diverse customer base includes general @chons, property developers and managers, faolityers and
managers of large retail establishments, manufagand processing facilities, utilities, governmagencies and homeowners. No
single customer accounted for more than 10% ofexenues for the year ended September 30, 200%hel\éve that customer divers
provides us with many advantages including reduoimgdependence on any single custor

Our company services a wide variety of customehsch tends to cushion us somewhat from sectdirgesc The impact on our
company of a slowdown in a particular industryygitally muted when compared to our smaller, maegyaphically or sector
concentrated competitors. Additionally, our exysartin a variety of industries allows us to be tidaiand to share our expertise across
regions.

« Expertise — We have expertise in high-rise buildings inchglhotels, condominiums and office buildings, fletanters, hospitals,
switching centers and utility substations and srfgimily and multi-family residential homes. Weibgk that our technical expertise
provides us with (1) access to higher margin deaigh-build projects; (2) access to growth markettuding wireless
telecommunications, highway lighting and traffiomtwl|, video and security and fire systems; andt{@)ability to deliver quality servii
with greater reliability than that of many of owmapetitors.

« Ability to Service National Projec — Our nationwide presence and name recognitiopshe compete for larger, national contracts
with customers that operate throughout the U.S.ithkafdhlly, we believe our size and national senafiering uniquely positions us as
the only single source open shop electrical cotirgservice provider able to execute projects oatéonal basis. We are able to take
very large and complex projects, often with a neglcscope, that would strain the capabilities asburces of most of our competitors.
This type of work represents a growing market aechave made significant progress in pursuing tesdble account:

* Access to resource — Access to resources is a key to success, efigagithis difficult environment. We, like many afur
competitors, have experienced increased costsraitdd availability of bonding required for speciforojects. Losses experienced by
the surety industry in recent years have causeatysproviders to limit capacity and increase prifsall participants, including us,
even though we have incurred no surety losses pipraxject in our eight year history. Currently there restrictions on the amount of
surety we have available and limits on the typegrofects we may bond. As a result we attempt tsyithose contracts that are the
most economically attractive and for where the liogdosts can be justified by the expected retéisnof September 30, 2005, the
expected cost to complete projects covered bysbi@ids was approximately $92.4 million. Additidgaive have access to our credit
facility. As of September 30, 2005, we had no beings under the revolving credit line, we had lettef credit outstanding with Bank
of America of $46.3 million, with available borromg capacity of $16.3 million under its credit fagil As of December 16, 2005,
available
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borrowing capacity under the Company’s creditlitgovas $5.6 million. We are currently seeking@mendment to our credit facility
(see Note 6 to the Consolidated Financial Stateshiefhe Company also had letters of credit outstendith J.P. Morgan Chase of
$33.6 million. At September 30, 2005, $34.9 milliarletters of credit issued by Bank of AmericaltB. Morgan Chase were to protect
our previous lender, J.P. Morgan Chase, in thetehan a letter of credit they issued, but hashesn replaced by the Company, is
drawn on.

« Proprietary systems and proces: — We have proprietary systems and processes thatilkddjgl on projects, manage projects once
have been awarded and maintain and track custerf@eniation. In addition, we developed and perfet¢émthiniques and processes for
installation on a variety of different projectsclinding a prefabrication processes we implemerteslighout the organization. Through
the consolidation of over 85 entities, we have tatke best practices within our company and leveddgose systems and processes
across the entire organization “best in clas” practices

« Utilization of prefabrication processes- Our size and 100% merit shop environment hasvakll us to quickly implement best
prefabrication practices across our company. Wiaprieate and preassemble or prepackage signifimanions of electrical
installations off-site and ship materials to thstatiation sites in specific sequences to optimizgerials management, improve
efficiency and minimize our employees’ time on gites. This is safer, more efficient and more edfgctive for both us and our
customers

« Experienced manageme — During fiscal 2005, the company replaced its mansye team. C. Byron Snyder was hamed Presidel
Chief Executive Officer, in July 2005 and has bedbirector and Chairman of the Board of Directdnge our inception

Richard C. Humphrey was named Chief Operatingc®fiin March 2005. From 2001 until July 2005 Murkphrey held the position
of Regional Operating Office

David A. Miller was named Senior Vice Presidemd &hief Financial Officer in January 2005. Fromukry 1998 until January 2005
Mr. Miller held the positions of Financial RepogiManager, Assistant Controller, Controller andeEiiccounting Officer with IES

Curt L. Warnock was named Senior Vice Presideeteral Counsel and Corporate Secretary in Feb2@0%. From August 2004 to
February 2005, Mr. Warnock was Vice President af LBrior to that he served as Associate Generah€sluo the Compan

Gregory H. Upham was named Vice President and Gtdedunting Officer in June 200

Bob Callahan was named Senior Vice Presidentush&h Resources in June 2005. Mr. Callahan wasRfiesident of Human
Resources from February 2005 to June 2005 and weasRresident of Employee Relations since 2004.Qéilahan joined IES in
2001.

The company has developed a strong team of execofficers which has a vast range of experiencdsaaail known reputations in tl
markets they have served. This team has been plade to identify any challenges that may aristhnébusiness functions, seek
opportunities for change and improvement, and raecbrdingly. We believe management and our empkogarrently own
approximately -10% of our outstanding common sto

Strategy

Prior to fiscal 2005, we had been implemeantrthree-phase strategy.

Phase one, “Back to Basics”, emphasized tasimess fundamentals of increasing backlog, oblimiy costs and generating positive cash
flow. We continue to focus on these fundamentals.

Phase two, “One Company. One Plan.”, focusedrocesses and systems necessary to integradessdecentralized business units. This
phase included additional financial reporting atahping processes through the implementation @mancon information system that is now
substantially complete. We also created company widployee programs such as healthcare, incerdimpensation and project manage-
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ment training. This was in addition to promotingudture of safe work practices improving our re@ig accidents to less than half the
industry average and tracking procurement spendgittgnational vendors centrally for negotiated sgg. We are focused on developing
stronger national customer relationships.

Phase three, “Continued Growth”, was designezkpand the businesses internally and via seteatquisitions. This phase was to be
achieved primarily through internal growth in s¢learkets and by increasing service offerings aackat share. We did purchase one
company in February 2003. However, we do not ctigréntend to grow through external growth. We hgug our growth strategy on hold to
focus on our core profitability and capital efficcy.

In fiscal 2005, we turned our strategy todperating and capital efficiency of our units dinel overall capital structure of the firm.

During October 2004 we began a process &besfically review the performance of each of oubdSiness units over the last three years.
We analyzed the financial performance of eachwitit particular emphasis on the relative consisyesfdts results, returns on invested
capital (unit level working capital and fixed asjethe required invested capital at each unituiiclg capital costs associated with surety
bonding, construction spending and growth trendsaich geographical market, and management strength.

Based on this review, we determined thatgettusinesses did not meet our criteria. We dedidesell or close these units in order to
improve the overall profitability and capital effiacy of the company. During fiscal 2005, we saddubits and closed two others. These units
produced revenues and operating income duringl /2824 of approximately $244.3 million and $8.6liait (before considering the impact
of goodwill), respectively. The sales generated.$54illion in total consideration comprised of $38nillion in cash, $2.3 million in notes
receivable and $3.8 million in retained assetsrandivables.

Additionally in fiscal 2005, we began the impentation of a process known to us as SucceBsfjgcts to bring consistency and
standardization to the bidding, execution and estiisto completion processes surrounding our vRukcessful Projects is designed to
position the company for profitable growth and mooasistent earnings.

In the third quarter of fiscal 2005, we iateéd Successful Projects and began to use analitedeveloped process for estimating and job
tracking by breaking larger jobs into smaller comgats. By estimating jobs in smaller componentsguexpected material usage to
determine expected labor needs, we expect to el following benefits:

« Improve estimating accura«— this allows estimators, project managers andagement to be able to determine with greater acgura
the costs before the job is b

« Identify any deviations from estimate early in jible — by having intermediate milestones to judge dqtesformance against
estimates, the company can identify and work toemtrdeficiencies early in the job before they gurg to reduce profitability

« Increased objectivity in the proce — by using materials as the core of estimating@mdpletion, all parties have an objective basis fo
evaluating performance, allowing management teebatisess the expected cost to complete and idantfpending profitability
issues

The Successful Projects program has beeaatgdtin all business units as of the fiscal yaat 2005 and is being utilized for estimating
new jobs. Successful Projects is also expecteahpodve the quality of backlog. Our ability to estite more accurately should improve our
ability to realize margin as projected.

As further described above under “Update imaufcial Restructuring,” during fiscal 2005, we aanced our plan to strengthen and de-
lever our balance sheet to improve our overalltehptructure. We expect that any restructuringwfcapital structure would de-lever, and
therefore strengthen, our balance sheet, inclutiliagproposed restructuring set forth in our thdmding agreement in principle with the ad |
committee of noteholders described above. The meghoestructuring, if consummated, would resutitin$172.9 million principal amount
senior subordinated notes being exchanged for canmstuzk, for our senior convertible notes to bastited or the holders otherwise
provided the full value of their note claim and fbe reinstatement or refinancing of our bank driility. In addition, as described above,
the agreement in principle contemplates that oatarners, vendors and trade creditors would notripaired by the
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restructuring and would be paid in full in the ovaly course of business. Although we expect torbagiout-of-court solicitation process in
January 2006, there is no certainty as to whehamyi financial restructuring will be consummat8ee “Management’s Discussion and
Analysis of Financial Condition and Results of Ggiems — General — Update on Financial Restructirand “Management’s Discussion
and Analysis of Financial Condition and Result©pkrations — Liquidity and Capital Resources — @akl' below for a further discussion
of the proposed financial restructuring and itseptial impact on our business, financial condithonl results of operation.

The Markets We Serve

Commercial and Industrial Marke©ur commercial and industrial work consists prityaof electrical, communications, utility
installations and upgrade, renovation, replacerapdtservice and maintenance work in:

* airports;

* community centers

« high-rise apartments and condominiur
« hospitals and health care centt

* hotels;

» manufacturing and processing faciliti
« military installations;

« office buildings;

« refineries, petrochemical and power plal
« retail stores and cente

« schools; ant

* theaters, stadiums and arer

Our commercial and industrial customers idetu

* general contractor:

« developers

* building owners and manage
* engineers

« architects; an

* consultants

Demand for our commercial and industrial &y is driven by construction and renovation atstikevels, as well as more stringent local
and national electrical codes. From fiscal 1996ulgh 2005, our pro forma combined revenues frommeernial and industrial work has
grown at a compound annual rate of approximatétyaper year. According to McGraw Hill data the nesidential construction industry
has grown from 1995 to 2005 at a compound anntglofsapproximately 4.0% per year. Commercial artistrial work represented
approximately 79%, 76% and 71% of our revenueshieryears ended September 30, 2003, 2004 and g ctively. Pro forma combined
revenues include revenues generated by our sutisglf@ior to acquisition by us. For additional semt information for each of the three
years ended September 30, 2005, see Note 9 tootieoated Financial Statemer

New commercial and industrial work beginshwétther a design request or engineer’s plans fl@owner or general contractor. Initial
meetings with the parties allow us to prepare priglary, detailed design specifications, engineedrayings and cost estimates. Projects we
design and build generally provide us with highergins. “Design and build” gives full or partialsponsibility for the design specifications
of the installation. Design and build is an altéiveato the traditional “plan and spec” model, wénéne contractor builds to the exact
specifications of the architect and engineer. Wgurto perform design and build work, becauséaing us to use past experience to install a
more cost effective project for the customer witghler profitability to us. Once a project is awaldi is conducted in scheduled phases and
progress hillings are rendered to our customep&yment, less retention of 5% to 10% of the corsisa cost of the project. We
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generally provide the materials to be installed asrt of these contracts, which vary significamlgize from a few hundred dollars to sewv
million dollars and vary in duration from less thaay to more than a year. Actual fieldwork isrclimated during this time, including:

« ordering of equipment and materie

« fabricating or assembling of certain components-fabrication);
« delivering of materials and components to the jody and

« scheduling of work crews and inspection and qualitgtrol.

Our size enables us to effectively prefalteicagnificant portions of certain projects at #eraative site and drop ship materials in spe
sequences. Prefabrication allows us to optimizeeriads management and minimize the amount of tipeeislized employees spend on the
job site, as well as minimizing the overall timé¢akes to complete a project because working iordrolled assembly environment is m
efficient than preparing all materials on site.

Our service and maintenance revenues areedkitiom service calls and routine maintenancereotd, which tend to be recurring and |
sensitive to economic fluctuations. Service andntesiance is supplied on a long-term and per-calsb&ong-term service and maintenance
is provided through contracts that require theamst to pay an annual or semiannual fee for parididignostic services at a specific disct
from standard prices for repair and replacemenices. Per-call service and maintenance is intiaben a customer requests emergency
repair service. Service technicians are schedalethé call or routed to the customer’s residendeausiness by the dispatcher. We will then
follow up with the customer to schedule periodidmtenance work. Most service work is warrantedtfiarty days. Service personnel work
out of our service vehicles, which carry an inventof equipment, tools, parts and supplies neededinplete the typical variety of jobs. The
technician assigned to a service call:

« travels to the residence or busine

« interviews the custome

« diagnoses the probler

* prepares and discusses a price quotation

« performs the work and often collects payment framcustomer immediatel

We design and install communications andtyiihfrastructure systems and low voltage systéonshe commercial and industrial market
as a complement to our primary electrical contracservices. We believe the demand for our comnatinits services is driven by the
following factors: the pace of technological chanipe overall growth in voice and data traffic; ¢hd increasing use of personal computers
and modems, with particular emphasis on the mdigkdiroadband internet access. Demand for outiaslservices is driven by industry
deregulation, limited maintenance or capital exjiteingls on existing systems and increased loadsapply and delivery requirements.
Demand for our low voltage systems is driven bydbmestruction industry growth rate and our abildycross-sell among our customers.

Residential MarketOur work for the residential market consists priilgaof electrical installations in new single-famihousing and low-
rise, multi-family housing, for local, regional andtional homebuilders and developers. We beli@neahd for our residential services is
dependent on the number of single-family and nfaliily home starts in the markets we serve. Sifigely home starts are affected by the
level of interest rates and general economic camndit A competitive factor particularly importantthe residential market is our ability to
develop relationships with homebuilders and devaisy providing services in multiple areas of ithogierations. This ability has become
increasingly important as consolidation has ocalimethe residential construction industry and hbuikelers and developers have sought out
service providers that can provide consistent serii all of their operating regions.

We are currently one of the largest providdrslectrical contracting services to the U.Sidestial construction market. Our residential
business has experienced significant growth. OCoifgnma combined revenues from residential eleaiticontracting have grown at a
compound annual rate of approximately 11.3% frasodi 1995 through 2005 compared to an industryageeof approximately 11.1% over
the same period
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according to McGraw Hill. Residential electricant@acting represented approximately 21%, 24% afd @our revenues for the years
ended September 30, 2003, 2004 and 2005, resggctive

New residential installations begin with altder providing potential subcontractors the aretiitiral or electrical drawings for the
residences within the tract being developed. Weally submit a bid or contract proposal for therludur personnel analyze the plans and
drawings and estimate the equipment, materialgpand and the direct and supervisory labor requvetbmplete the project. We deliver a
written bid or negotiate an arrangement for the jdie installation work is coordinated by our fislapervisors and the builders’ personnel.
Payments for the project are generally obtainetiwi80 days, at which time any mechanics’ and neteen’s liens securing these payments
are released. Interim payments are often obtaimed\ter labor and materials costs on larger preject

The residential business is generally mooditable and less capital intensive than our conmméand industrial business and has a much
lower surety bonding need. For additional segmfiarination for each of the three years ended Sepgel0, 2005, see Note 9 to the
Consolidated Financial Statements. Our resultgpefations from residential construction are sedsdeaending on weather trends, with
typically higher revenues generated during sprimdj summer and lower revenues during fall and winter

Customers

We have a diverse customer base. We intendritnue our emphasis on developing and maintgiretationships with our customers by
providing superior, high-quality service. Duringethears ended September 30, 2003, 2004, and 20@Hgle customer accounted for more
than 10% of our revenues.

Company Operations

Employee Screening, Training and Developm¥fd.are committed to providing the highest levetagtomer service through the
development of a highly trained workforce. Emplayeee encouraged to complete a progressive traprimgyam to advance their technical
competencies and to ensure that they understantbbowt the applicable codes, our safety practized other internal policies. We support
and fund continuing education for our employeesyels as apprenticeship training for techniciandenthe Bureau of Apprenticeship and
Training of the Department of Labor and similatstagencies. Employees who train as apprenticdstiolyears may seek to become
journeymen electricians and, after additional yedmsxperience, master electricians. We pay praiyesncreases in compensatior
employees who acquire this additional training, erade highly trained employees serve as foremaémators and project managers. Our
master electricians are licensed in one or moresaitr other jurisdictions in order to obtain themits required in our business. Some
employees have also obtained specialized licemsaseas including security systems and fire alaistailation. In some areas, licensing
boards have set continuing education requirementm&intenance of licenses. Because of the lergtidydifficult training and licensing
process for electricians, we believe that the nundiells and licenses of our employees constitutempetitive strength in the industry.

We actively recruit and screen applicantsofartechnical positions and have established jprogrin some locations to recruit apprentice
technicians directly from high schools and vocaidachnical schools. Prior to hiring new employees assess their technical competence
level, confirm background references and conduag desting.

Materials and SupplieAs a result of economies of scale, we believe welieen able to purchase equipment, parts andissiap!
discounts to prices made available to our smatlergetitors. In addition, as a result of our size,axe able to lower our costs for (i) the
purchase or lease of vehicles; (i) property, cligw@and liability insurance; (i) health insuranaed related benefits; (iv) retirement benefits
administration; and (v) office and computer equipime

Substantially all the equipment and compompants we sell or install are purchased from mastufars and other outside suppliers. We
are not materially dependent on any one of thetsdmisources for our supplies.
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Control and Information System#ale are committed to performing those controls amagdures that improve our efficiency and the
monitoring of our operations. We are substantiaetijnplete in deploying a standard Enterprise ResoRtanning (“ERP”) software to all of
our operating companies. We believe ERP applicatése paramount to a growing business with ourrda/geographic platform.

Additionally, we have implemented a financial repag and planning application to complement the ERPlication that provides a uniform
structure and analytical tools for the reportinggass. This application was utilized for our 20034 and 2005 planning processes. We now
have only two operating companies to implement&R® and we expect to be completed by the end afdbend quarter of fiscal year 2006.
Implementation of this ERP system and the compleangriinancial reporting application allows us tot@in more timely results of operating
performance and perform more detailed analyseaddiition to our ERP system, other controls and gataces we have in place include:

* Pre-determined approval levels for bidding jobschesubsidiary may approve certain jobs based om salusidiarys gross revenues, t
level of experienced estimating personnel on st type of work to be bid (i.e. niche vs. nonhgiavork), and manpower availability.
If a job exceeds these parameters additional apfgerust be obtaine

* A uniform monthly reporting process with data coigr

« A series of quarterly reviews conducted by our @emianagement team. These meeting locations atedoguarterly between the
corporate office in Houston, Texas and varioustiooa. The content of such meetings includes dsngssafety performance, previous
operating results, forecasts, opportunities andeons.

« A formalized planning process that involves analgzindustry trends at a county level for each silisj. This planning alstormalizes
the capital allocation proces

» Monthly job review meetings involving finance angeoations

* Weekly monitoring calls with the management of pperforming business units or at risk projectsriteo to closely monitor their
performance

Successful Projects

We implemented the process known to us ase3séul Projects to bring consistency and stangation to the bidding, execution and
estimates to completion processes surroundingantracts. Successful Projects is designed to positie company for profitable growth and
more consistent earnings.

The Company began to use a system develojibith\wartner companies to implement an estimaging job tracking system to break
larger jobs into smaller components. By estimajiig in smaller components, first based on expectaigrial usage and then determining
expected labor needs, we expect to realize theviollg benefits:

« Improve estimating accuras
* |dentify any deviations from estimate early in jok
* Increased objectivity in the proce

Our goal with Successful Projects is to inyereonsistency of earnings by raising both the mayuof estimates and resolving shortfall
profitability early in the project. The Succesdfubjects program has been initiated in all partmenpanies as of the fiscal year end 2005 and
is being utilized for estimating new jobs. SuccekBfojects is also expected to improve the qualitacklog. Our ability to estimate more
accurately should improve our ability to realizergia as projected.

Competition

The electrical contracting industry is highiggmented and competitive. Most of our compegitme small, ownesperated companies tl
typically operate in a limited geographic area. fEhare few public
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companies focused on providing electrical contractiervices. In the future, we may encounter coitigpefrom new market entrants.
Competitive factors in the electrical contractindustry include:

« the availability of qualified and licensed eledgits or qualified technician
« safety record

* cost structure

* price;

« relationships with customer

« geographic diversity

« access to technology; a

* experience in specialized marke

Regulations
Our operations are subject to various fedstate and local laws and regulations, including:

« licensing requirements applicable to electriciz

« building and electrical code

* regulations relating to consumer protection, incigdhose governing residential service agreemaenis
« regulations relating to worker safety and protectid the environmen

« qualifications of our business legal structurehia jurisdictions where we do busint

We believe we have all licenses requiredotadcict our operations and are in substantial canpé with applicable regulatory
requirements. Our failure to comply with applicaldgulations could result in substantial finesesracation of our operating licenses or an
inability to perform government work.

Many state and local regulations governirggticians require permits and licenses to be hglahdividuals. In some cases, a required
permit or license held by a single individual maydufficient to authorize specified activities &k our electricians who work in the state or
county that issued the permit or license. It is palicy to ensure that, where possible, any perorilicenses that may be material to our
operations in a particular geographic area are elaultiple IES employees within that area.

Risk Management and Insurance

The primary risks in our operations incluaslth, bodily injury, property damage and injurearkers’ compensation. We maintain
automobile and general liability insurance for dhirarty health, bodily injury and property damagd workers’ compensation coverage,
which we consider appropriate to insure againsehisks. Our third-party insurance is subjecatgé deductibles for which we establish
reserves and, accordingly, we effectively self-iesior much of our exposures.

Employees

At September 30, 2005, we had approximat@9@employees. We are not a party to any collediargaining agreements with our
employees. We believe that our relationship withemployees is satisfactory.
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Available Information

We file our interim and annual financial reggspas well as other reports required by the SgesiExchange Act of 1934 with the United
States Securities and Exchange Commission (the *5B@r annual report on Form 10-K, quarterly réparn Form 10-G@nd current repor!
on Form 8-K, as well as any amendments and exhibifsose reports are free of charge through olnsite atwww.ies-co.comas soon as it
reasonably practicable after we file them withfurnish them to, the SEC.

We have adopted a Code of Ethics for Findiioiacutives, a Code of Business Conduct and Efbicdirectors, officers and employees
(the legal Compliance and Corporate Policy Manaat) established Corporate Governance Guidelinesdmgted charters outlining the
duties of the Company’s Audit, Human Resources,@maipensation and Nominating/ Governance Committagses of which may be
found on our website atww.ies-co.conPaper copies of these documents are also avaftelel®f charge upon written request to us. We
designated an “audit committee financial expertthed term is defined by the SEC. Further informratbout this designee may be found in
the Proxy Statement for the Annual Meeting of Stadéers of the Company.
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RISK FACTORS

You should consider carefully the risks describeld, as well as the other information includedhiis document before making an
investment decision. Our business, results of djpera or financial condition could be materially diadversely affected by any of these risks,
and the value of your investment may decreasealaeyt of these risks.

* Holders of our equity securities and certain of outunsecured debt securities may lose a significanbpion of the value of their
investment.

We have reached a non-binding agreementmcipte with an ad hoc committee of holders of apxmately 58% of outstanding principal
amount of our senior subordinated notes for a ialerestructuring, pursuant to which our senidoaualinated notes would be exchanged for
approximately 82% of the common stock of the reoizgd company. While our negotiations with thesgeholders is ongoing and their
outcome is uncertain this exchange could be méiteadverse to the holders of such notes. In addjtholders of our outstanding common
stock would be substantially diluted pursuant ® phoposed restructuring and may lose a signifipartion of the value of their investment
our common stock.

« Our initiative to de-lever our balance sheet may niobe completed.

The completion of our initiative to de-levair balance sheet will require support from ouditoes. If it is implemented pursuant to a
bankruptcy proceeding, as currently proposed, aonsation of any plan of reorganization will requiréavorable vote by certain impaired
classes of creditors, satisfaction of certain baptay law requirements and confirmation by the lvaptcy court, which, as a court of equity,
may exercise substantial discretion and chooséonminfirm the plan. If the proposed restructuriogr, initiative and/or any plan of
reorganization does not receive the requisite sappor financial condition and the value of oucgities will likely be materially adversely
affected.

Because the agreement in principle for tlppsed restructuring is not binding and because ikeno assurance it will be consummated,
we continue to evaluate other alternatives foruesiring our capital structure. The uncertaintyawhether, how and when our restructuring
may be consummated may cause concern in the mia&etmong customers or vendors. If that concexumtein the changing of payment
credit terms to us or our subsidiaries then owlte$rom operations may be significantly affectda sufficient percentage of such
constituencies were to make changes the Companyoméyrced to seek protection of the federal bamicyulaws to manage the exposure. If
we consummate any restructuring, we may do sodwritsi bankruptcy, or in a pre-packaged Chapterrbtgeding or in another proceeding
under federal bankruptcy law. As compared to agamekaged Chapter 11 proceeding, a hon pre-packsgdduptcy proceeding would likely
be lengthier, involve more contested issues wigdlibors and other parties in interest and resustgnificantly increased administrative
expenses, a negative impact on cash flow due teweal trade and customer relations and a correspgpretiuction in the consideration
received by holders of unsecured or undersecuegchs! Any of these alternatives may be potentiaaterially adverse to the holders of our
common stock and our other securities, includingsamior convertible notes and our senior subotdthaotes, and may cause holders of our
common stock and our other securities to lose rfgignt portion of the value of their investmentis.

« If we are unable to service or refinance our indel#dness, or obtain amendments of our credit facilityvhen necessary, we may need
to seek protection from our creditors under federalbankruptcy laws.

We have a substantial amount of indebtedoetstanding under our senior subordinated notesoiseonvertible notes and new credit
facility. If we are unable to service our indebteds or refinance our indebtedness on acceptabhs térmay be necessary for us to seek
protection from our creditors under federal bankeygaws unless we reach an agreement with ouitoredo the proposed restructuring plan
or to another mutually agreeable restructuring .pféla cannot assure you that we will be able to gomsate a
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restructuring plan on terms acceptable to us alla®ur next interest payment on our senior suinaited notes is February 1, 2006, on which
date we will owe approximately $8.1 million in aged interest to the holders of these notes, and theno assurance that we will be able to
make this interest payment when due. It has beeassary for us to seek amendments of our new dgagility in order to avoid our non-
compliance with the fixed coverage ratio set fantthe agreement relating to the new credit faciie will need to seek an additional
amendment to the new credit facility before Decen®ie 2005, for the purpose of further amendingapplicability of the fixed coverage
ratio. If we are not able to satisfy the fixed cage ratio or secure further amendments when naggsge will be in default under the new
credit facility. A default under the credit fagylithat is not cured or waived within 30 days woalsb result in defaults under our senior
subordinated notes and senior convertible notesshwhould cause the outstanding indebtedness uhdarew credit facility, senior
subordinated notes and senior convertible notesdelerate and become due. It would also be a ldlefader our agreement with our primary
surety bonding company. We do not have the negesaah to repay our indebtedness if it were to mecdue and would likely have to seek
protection from our creditors under federal bankzygaws unless we reach an agreement with ouitorsdo the proposed restructuring plan
or to another mutually agreeable restructuring .pfimg of bankruptcy would also be a “Fundamei@hbange” under our senior convertible
notes. Please see “Management’s Discussion and/gisal- Liquidity and Capital Resources.” Whethenot we file for protection in
connection with a pre-package bankruptcy proceedirgherwise, it is likely that the current holsl@f our equity securities will lose a
significant portion of their value as a result o dilution that will result from the claims of oomore senior stakeholders.

» Our common stock has been suspended from trading che NYSE and could be delisted from the NYSE

As of December 5, 2005, our 30-trading dagrage stock price was below $1.00 and we had failedeet other published requirements
for the continued listing of our common stock oa MY SE, including the exchange’s market capitaliratequirement. On December 15,
2005, the NYSE suspended trading of our commorkstowd notified us orally that it intended to det-bur common stock, subject to our
right to appeal in accordance with the NYSE’s rul&e intend to appeal this determination by the BY®hich process would likely take in
excess of 35 business days from December 16, 2@6éh is the day we received written notice frora tYSE of its intent to de-list our
common stock. If we do not succeed in appealingdbtermination by the NYSE, the NYSE has indicalbed it will promptly request the
SEC to de-list our common stock. If our common ktieade-listed from the NYSE, the holders of ounise convertible notes would have the
right, beginning 35 business days after de-listtaqyut their notes back to us. We would likely hetable to pay the principal and accrued
interest on those notes if put to us. Additionatiyy new credit facility restricts our ability tepurchase these notes. Our inability to
repurchase these notes and the limitations in ewraredit facility to repurchase these notes caiffielct the success of any plan of
reorganization contemplated by us without an agesgwith the holders of the senior convertible sBobsent an agreement with the holc
of the senior convertible notes to any pre-packagjeaipter 11 plan that may be filed, we would seelkinstate their notes or give them
property equal to the full value of their note olai We do not presently have an agreement wittohthe holders of the senior convertible
notes to the agreement in principle or any othepgsed restructuring plan.

* The tax consequences of our initiative to ¢-lever our balance sheet are uncertair

Although we do not believe that implementatad our initiative to de-lever our balance sheét #gelf result in significant tax liability,
the impact on our ability to use existing net ofiagaloss carryovers, built-in losses and othepfable tax attributes following completion of
the initiative is uncertain. Limitations on our ktlyito use such favorable tax attributes couldeadely affect our financial position.

 The costs, monetary and otherwise, associated withur initiative to de-lever our balance sheet will egatively impact our cash flows
from operations.

The initiative to de-lever our balance strequires a significant percentage of managemenits and attention which distracts them from
focusing on the operation of our business. Weragerring additional
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costs related our initiative to de-lever our batasheet, including the fees of the legal and fir@radvisors we have retained to assist us with
this initiative. We will continue to incur additiahcosts associated with the de-levering of ouahzd sheet and these costs will negatively
impact our cash flows from operations.

« Our auditors opinion that the operating losses anghrobable future lack of compliance with certain delh covenants raise a doubt
about the Company'’s ability to continue as a goingoncern.

Our independent registered public accourfiing, Ernst & Young LLP, included a going concerwdification in its audit opinion on our
consolidated financial statements for the fiscalryended September 30, 2005 included in this Fa@+{ &s a result of our operating losses
during fiscal 2005 and our potential non-compliandth certain debt covenants subsequent to Septedih005. The auditors “going
concern” opinion will continue at least until thegnsent to the incorporation by reference of tlesined opinion. That may not occur until the
next 10-K filing in twelve months. The “going comn&opinion may cause concern in one or more ofamunstituencies of employees,
shareholders, debt holders, customers, vendotsaae creditors. If any customer’s, vendor’s odé&areditors concern changes their busir
relations with us by stopping work, ceasing saleguiring sales on cash terms or other changese ttieanges may materially adversely af
our cash flows and results of operations.

Receiving a “Going Concern” opinion is ongeia considered by the NYSE in determining thprapriateness of a delisting.

« Our internal control over financial reporting and our disclosure controls and procedures may not prev# all possible errors that
could occur. Internal control over financial reporting and disclosure controls and procedures, no matt how well designed and
operated can provide only reasonable, not absolutassurance that the control syste’s objective will be met.

Evaluations are made of our internal contrar financial reporting and our disclosure corgrahd procedures, which include a review of
the objectives, design, implementation and efféthe controls and the information generated fa imsour periodic reports. In the course of
our controls evaluation, we sought (and seek) ¢atifly data errors, control problems and to confiat appropriate corrective action,
including process improvements, were being undertakhis type of evaluation is conducted on a guigrbasis so that the conclusions
concerning the effectiveness of our controls careperted in our periodic reports.

In connection with management’s evaluatiothefeffectiveness of our internal control oveafinial reporting, we determined that a
material weakness existed with our internal corarar financial reporting which arose from highitower in an already limited accounting
staff and the significant demands on that accogrgtaff resulting from the issues facing the Conypan

A control system, no matter how well desigaed operated, can provide only reasonable, natlaties assurance that the control system’s
objectives will be satisfied. Internal control oigrancial reporting and disclosure controls anocpdures are designed to give a reasonable
assurance that they are effective to achieve tigéctives. We cannot provide absolute assurarateathpossible future control issues within
our company have been detected. These inheremdtiaris include the real world possibility that gudents in our decision-making can be
faulty, and that isolated breakdowns can occur ieaf simple human error or mistake. The desigruosystem of controls is based in part
upon certain assumptions about the likelihood airievents, and there can be no assurance thaleaign will succeed absolutely in
achieving our stated goals under all potentialritrr unforeseeable conditions. Because of thaémhdéimitations in a cost-effect control
system, misstatements due to error could occunahbtle detected.

» The Class Action Securities Litigation if continuedor if decided against us could have a material advse effect.

Resulting from our inability to file a 10-Qrfthe quarter ended June 30, 2004 and the assddatline in the trading price of our stock, a
series a of class action securities claims weee #ind later consolidated into one action pendirtdauston, Texas. The case has been fully
briefed on the Motion to Dismiss and we are awgitrruling by the judge. If the judge does not désnthe action then further discovery and
expenses
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would likely occur. We have Directors and Offic@rsurance that provides coverage for this actiois. difficult to predict liability or any
potential range of damages that we might incunimection with this action. An adverse result cchdgle a material adverse effect on our
business, financial condition or cash flows.

» Downturns in construction could adversely affect oubusiness because more than half of our businessdependent on levels of new
construction activity.

More than half of our business involves thgtallation of electrical systems in newly constegcand renovated buildings, plants and
residences. The construction industry is cyclical downturns in levels of construction or housitagts could have a material adverse effect
on our business, financial condition and resultsprations. Our ability to maintain or increaseeraies from new installation services will
depend on the number of new construction starts@malvations, which will likely correlate with tlogclical nature of the construction
industry. The number of new building starts will&féected by local economic conditions, and otlaetdrs, including the following:

* employment and income leve

« interest rates and other factors affecting thelabgity and cost of financing
« tax implications for homebuyers and commercial tmresion;

« consumer confidence; al

* housing demanc

Additionally, a majority of our business &cfised in the southeastern and southwestern peiifaine United States, concentrating our
exposure to local economic conditions in thoseaegli Downturns in levels of construction or houstayts in these geographic areas could
result in a material reduction in our activity lése

 The highly competitive nature of our industry couldaffect our profitability by reducing our profit ma rgins.

The electrical contracting industry is serbgdnany small, owneoperated private companies, public companies avetaldarge region:
companies. We could also face competition in ther&ufrom new competitors entering these markdectEcal contracting has a relatively
low capital requirement for entry. Some of our cetitprs offer a greater range of services, inclgdirechanical construction, facilities
management, plumbing and heating, ventilation @andomditioning services. Competition in our maskdepends on a number of factors,
including price. Some of our competitors may hawedr overhead cost structures and may, thereferaple to provide services comparable
to ours at lower rates than we do. If we are untblEffer our services at competitive prices aré have to reduce our prices to remain
competitive, our profitability would be impaired.

* There is a shortage of qualified electricians. Sirecthe majority of our work is performed by electridans, this shortage may negatively
impact our business, including our ability to grow.

There is a shortage of qualified electriciamthe United States. In order to conduct our hess, it is necessary to employ electricians and
have those electricians qualified in the statesrevkigey do business. While overall economic growah diminished, our ability to increase
productivity and profitability may be limited by pability to employ, train and retain skilled eléctans required to meet our needs.
Accordingly there can be no assurance, among thiegs, that:

« we will be able to maintain the skilled labor fomecessary to operate efficient

« our labor expenses will not increase as a resudtsifortage in the skilled labor supply; ¢

«we will be able to maintain the skilled labor fomecessary to implement our planned internal gramtth respond to improving
construction market and work from the hurricane dged Gulf Coast regio
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* Due to seasonality and differing regional economiconditions, our results may fluctuate from period b period.

Our business is subject to seasonal varigiivoperations and demand that affect the cortgtrubusiness, particularly in residential
construction. Untimely weather delay from rain, iceld or snow can not only delay our work but oagatively impact our schedules and
profitability by delaying the work of other trades a construction site. Our quarterly results nag ae affected by regional economic
conditions that affect the construction market. étdingly, our performance in any particular quartety not be indicative of the results that
can be expected for any other quarter or for thieeeyear.

* The estimates we use in placing bids could be matelty incorrect. The use of incorrect estimates cdd result in losses on a fixed
price contract. These losses could be material taipbusiness.

We currently generate, and expect to contiougenerate, more than half of our revenues ufixkdt price contracts. The cost of gasoline,
labor and materials, however, may vary from sigatfitly from the costs we originally estimate. Vtdas from estimated contract costs al
with other risks inherent in performing fixed pricentracts may result in actual revenue and grosf#gfor a project differing from those we
originally estimated and could result in lossegorjects. Depending upon the size of a particulayegt, variations from estimated contract
costs can have a significant impact on our opegatisults.

» We may experience difficulties in managing internafjrowth or consolidations.

In order to grow internally, we must expexekpend significant time and effort managing axgbading existing operations. We cannot
guarantee that our systems, procedures and comtitblse adequate to support expanding operatimtiding the timely receipt of financial
information. Growth imposes significant added rewplilities on our senior management, such as d¢ee mo identify, recruit and integrate
new senior managers and executives. If we are antalthanage our growth, or if we are unable t@ettand retain additional qualified
management, our operations could be materially méWeaffected. As we have sold companies and dislased some support functions of
human resources, payroll, estimating, safety, attiog, and other administrative support functiartsas offered some cost savings. Those
savings only arise after the consolidations anef a&tiditional time and effort managing that cordadion. The divestitures also result in some
increase in non-productive costs such as unused faailities and equipment that must be re-deglayesold.

» We may experience difficulties in managing our workng capital.

Our billings under fixed price contracts gemerally based upon achieving certain benchmaréts\éll be accepted by the customer once
we demonstrate those benchmarks have been met.dfevunable to demonstrate compliance with billeguests, or if we fail to issue a
project billing, our likelihood of collection coulde delayed or impaired, which could have a mdtgraverse effect on our operations if this
occurred over several large projects. As we haddih@ted surety bond availability some of our @mers have increased the normal 5-10%
retainage to a higher percentage. This resultdielay in receipt of not only the profit but alsonking capital expended on the jobs.

* To service our indebtedness and to fund working catal, we will require a significant amount of cash.Our ability to generate cash
depends on many factors

Our ability to make payments on and to refo®our indebtedness and to fund planned capipereditures will depend on our ability to
generate cash in the future. This is subject tooperational performance, as well as general ecandimancial, competitive, legislative,
regulatory and other factors that are beyond ontrob

We cannot provide assurance that our businiisgenerate sufficient cash flow from operatimrsasset sales and that future borrowings
will be available to us under our credit facilityan amount sufficient to enable us to pay ourhiteigness, or to fund our other liquidity nes
We may need to refinance all or a portion of odleistedness, on or before maturity. We cannot peoagtsurance that we will be able to
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refinance any of our indebtedness on commerciatigonable terms or at all. Our inability to refioawur debt on commercially reasonable
terms could materially adversely affect our busénes

» We have a substantial amount of debt. Our current dbt level could limit our ability to fund future working capital needs and
increase our exposure during adverse economic comidins.

Our indebtedness could have important coresazps. For example, it could:

« increase our vulnerability to adverse operatiomafggmance and economic and industry conditi

« limit our ability to fund future working capitalapital expenditures and other general corporatginements

« limit our flexibility in planning for, or reactingp, changes in our business and the industry iclvivie operate
« limit the amount of surety bonding available foeusy subsidiaries

« place us at a disadvantage compared to a compttabhas less debt; a

« limit our ability to borrow additional fund:

We have a substantial amount of indebtedoetsanding under our senior subordinated notesgiseonvertible notes and new credit
facility. Our next interest payment on our seniobardinated notes is February 1, 2006, on which deg will owe approximately $8.1 millic
in accrued interest to the holders of these nated there is no assurance that we will be ableakenthis interest payment when due. If we
unable to service our indebtedness or refinancénol@btedness on acceptable terms, it may be reagefss us to seek protection from our
creditors under federal bankruptcy law. We may aksek to consummate a restructuring through a ackgmed Chapter 11 proceeding
although we cannot assure you that we will be sbnsummate a restructuring plan on terms aclepta us or at all. In accordance with
Emerging Issues Task Force (EITF) 86-30, “Classifans of Obligations When a Violation is Waivedthg Creditor,'we have classified tt
long-term portion of our senior convertible notes aenior subordinated notes as current liabilieshe balance sheet due to the need to
amend our credit facility prior to December 31, 2@Md the potential for cross-defaults describexvalif we are unsuccessful.

To service our indebtedness, including tpaaables, and working capital, we require a sigaift amount of cash flow, and we cannot
assure you that we will have sufficient cash flawsérvice these liquidity needs and obligations.

Our cash flow fluctuates seasonally and alagly, sometimes significantly. During our effottsrestructure the company, these
fluctuations may increase in amount and may adlyeeggect our business and our cash flow. In cotinaawvith our efforts to restructure the
company, some or all of our trade creditors maygefto extend credit to us or do business withfuge do not generate sufficient cash flow
to pay our trade creditors or if our trade credit@fuse to do business with us on terms acceptakhig or at all, our business, financial
condition and results of operations could be maligradversely affected. See “Risk Factors — Twiserour indebtedness and to fund
working capital, we will require a significant anmiwf cash. Our ability to generate cash dependsamy factors.”

* A significant portion of our business depends on awability to provide surety bonds. Our inability to obtain surety bonds could
adversely affect our operating results and reduceuture revenues.

Surety market conditions are difficult aseault of significant losses incurred by many sesein recent periods, both in the construction
industry as well as in connection with certain &aogrporate bankruptcies particularly for largessyubond needs of a company the size of
IES. As a result terms have become more restridiuether, under standard terms in the surety nbaskieeties issue bonds on a project by
project basis, and can decline to issue bondsyatime. Historically, approximately 35% of our fikgorice contract business has required
bonds and presently only about 10% of our workoisded. While we have enjoyed a longstanding redatigo with our surety, current market
conditions as well as changes in our surety’s assest of our operating and financial risk couldssaaur surety to decline to issue bonds for
our work on terms acceptable to IES or even atfahat were to occur, our alternatives includéndamore business that does not require
bonds, posting other forms of collateral for projeerformance such as letters of credit or
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cash, providing other forms of assurance suchsaagamce products or parental guarantees and seadimtng capacity from other sureties.
There can be no assurance that we could achiese #iernatives. Accordingly, if we continue to esipnce less availability of bonding
capacity, our operating results could be adversaacted by a reduction of revenue.

At this time, we do not have a commitmentirour surety company that it will continue to wittends for our projects. There are certain
situations where, if we are unable to obtain atgurend, we could be subject to claims or damagksse situations include projects (i) wh
bonds are required on the job and we have alreagyrbwork and (ii) jobs where the terms of the cattallow the customer to later requil
bond even if the bond was not required when wodabelf we are unable to obtain a bond in connaatiith such a project, we could be
subject to a damage claim by the customer for tis¢saof replacing us with another contractor. Qusis, however, are often reluctant to
replace an existing contractor and may be willmgvaive the bonding requirement or, through negjotiaagree to different payment terms.

In certain cases surety bond companies dliagvio provide surety bonds only if cash or lestef credit are provided as collateral. This
additional cost, when combined with the costs tdgoen the work and the practice in the industrihef customer retaining a percentage o
contract amount until the job is completed, can enadojects that are subject to this type of cotidteequirement not economically viable.

» We have adopted tax positions that a taxing authoty may view differently. If a taxing authority diff ers with our tax positions, our
results may be adversely affectec

Our effective tax rate and cash paid for saee impacted by numerous tax positions that we hdopted. Taxing authorities may not
always agree with the positions we have taken. die\e that we have adequate reserves in the évatrd taxing authority differs with
positions we have taken, however, there can besswarance that our results of operations will noadtheersely affected.

« Our reported operating results could be adversely fiected as a result of goodwill impairment write-ofs.

When we acquire a business, we record an ealéed “goodwill”if the amount we pay for the business, includiadilities assumed, is
excess of the fair value of the assets of the legsimve acquire. Statement of Financial Accountiagdards (“SFAS”) No. 142 “Goodwiill
and Other Intangible Assets” established accourgimdjreporting requirements for goodwill and otinégingible assets. SFAS No. 142
requires that goodwill attributable to each of foeporting units be tested at least annually (abseyimpairment indicators). The testing
includes comparing the fair value of each reporting with its carrying value. Fair value is detémed using discounted cash flows, market
multiples and market capitalization. Significantimsites used in the methodologies include estinzftésture cash flows, future short-term
and long-term growth rates, weighted average dosapital and estimates of market multiples forreatthe reportable units. On an ongoing
basis (absent any impairment indicators), we eximepéerform impairment tests at least annuallyyithe first fiscal quarter of each year.
Impairment adjustments recognized after adoptfcemy, generally are required to be recognizedp&saiing expenses. We cannot assure
we will not have future impairment adjustments tw recorded goodwiill.

 Our operations are subject to numerous physical hards associated with the construction of electricadystems. If an accident occurs,
it could result in an adverse effect on our businas

Hazards related to our industry include,dmetnot limited to, electrocutions, fires, machjneaused injuries, mechanical failures or
transportation accidents. These hazards can causeral injury and loss of life, severe damager tdestruction of property and equipment
and may result in suspension of operations. OQurarse does not cover all types or amounts ofliiesi. Our third-party insurance is subject
to deductibles for which we establish reserves andordingly, we effectively self-insure for muchomr exposures. No assurance can be
given either that our insurance or our provisiamsificurred claims and incurred but not reportexdinet will be adequate to cover all losses or
liabilities we may incur in our operations or tha will be able to maintain adequate insuranceasonable rates.
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*» The loss of a group of key personnel, either at theorporate or operating level, could adversely affet our business.

The loss of key personnel or the inabilityhtee and retain qualified employees could havadwerse effect on our business, financial
condition and results of operations. Our operatitgend on the continued efforts of our currentfatare executive officers, senior
management and management personnel at the companigave acquired. We cannot guarantee that ambereof management at the
corporate or subsidiary level will continue in theapacity for any particular period of time. Dgithese volatile times we have an increased
risk of employees departing. If we lose a grougef personnel, our operations could be adversébgiid. We do not maintain key man life
insurance.

* The loss of productivity, either at the corporate ffice or operating level, could adversely affect aubusiness.

Our business is primarily driven by laboreTdbility to perform contracts at acceptable margiepends on our ability to deliver
substantial labor productivity. We cannot guararie productivity will continue at acceptable lisvat our corporate office and our opera
subsidiaries for a particular period of time. Witle increased activity of de-levering our balartoee and the uncertainty in the market there
is an increased difficulty in maintaining moraleddocus of employees. The loss of productivity doadiversely affect the margins on exis!
contracts or the ability to obtain new contracts.

« Litigation and claims can cause unexpected losse

In the construction business there are alveiims and litigation. Latent defect litigationdsmormal course for residential home builders
in some parts of the country. There is also therieht claims and litigation risk of the number ebple that work on construction sites anc
fleet of vehicles on the road everyday. Those cdaamd litigation risks are managed through safetgmams, insurance programs, litigation
management at the corporate office and the logal End a network of attorneys and law firms thitowug the country. Nevertheless, claims
are sometimes made and lawsuits filed and som&maunts in excess of their value or amounts foctvkiiey are eventually resolved.
Claims and litigation normally follow a predictalideurse of time to resolution. Because of the lamgaber of claims of a company with so
many contracts and employees, there can be pesfdilee where a disproportionate amount of thenataand litigation may come to the pc
of resolution through the court system, arbitratimediation, or settlement all in the same quantsrear. If these matters resolve near the
same time then the cumulative effect can be higteer the ordinary level in any one reporting period

Independent of the normal litigation risks,aaresult IES’ inability to timely file its thirguarter Form 10-Q and the subsequent events, a
class action lawsuit has been filed, a sharehalddvative action has been filed and a formal SE@stigation is ongoing. Those matters are
discussed in more detail in Item 3 of this document

* The sale of subsidiaries may expose us to losses.

We determined to sell all or substantiallyodithe assets of certain wholly owned subsidgrighose sales were made to facilitate the
business needs and purposes of the organizatiamvasle. Since we were a consolidator of electgoaltracting businesses, often the best
candidate to purchase those assets was a prevwimes of those assets. That previous owner may soreestill be associated with the
subsidiary as an officer of that subsidiary. Tdlfete the desired timing, the sales were beinglenaith more than ordinary reliance on the
representations of the purchaser, who is oftepénson most familiar with the business unit beiolgl.sThere is the potential in retaining the
company structure that if the purchaser is unvglim unable to perform the transferred liabilitie®, may be forced to fulfill obligations that
were assumed by others. We would then seek reiratmanst from the parties that assumed those liadsliti
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Item 2. Properties

We operate a fleet of approximately 2,900 esvand leased service trucks, vans and supportleshiVe believe these vehicles generally
are adequate for our current operations.

At September 30, 2005, we maintained braifites, warehouses, sales facilities and admirtisgaffices at approximately 140
locations. Substantially all of our facilities deased. We lease our corporate office located insttm, Texas.

Our properties are generally adequate fopoesent needs, and we believe that suitable additor replacement space will be available
as required.

Item 3. Legal Proceeding:

In re Integrated Electrical Services, Inc. SecestLitigation, No. 4:04-CV-3342; in the United &&District Court for the Southern
District of Texas, Houston DivisioBetween August 20 and October 4, 2004, five putatiecurities fraud class actions were filed agaiEs
and certain of its officers and directors in thatelh States District Court for the Southern DisgtatTexas. The five lawsuits were
consolidated under the captibmre Integrated Electrical Services, Inc. SecestLitigation, No. 4:04-CV-3342. On March 23, 2005, the
Court appointed Central Laborer’ Pension Fund ad fdaintiff and appointed lead counsel. Pursuathé parties’ agreed scheduling order,
lead plaintiff filed its amended complaint on J@&005. The amended complaint alleges that deféadéolated Section 10(b) and 20(a) of
the Securities Exchange Act of 1934 by making nitgrfalse and misleading statements during tteppsed class period of November 10,
2003 to August 13, 2004. Specifically, the amenc@dplaint alleges that defendants misrepresenge@tmpany’s financial condition in
2003 and 2004 as evidenced by the restatemenatetbbenerally accepted accounting principles,maisdepresented the sufficiency of the
Company’s internal controls so that they could gega insider trading at artificiallinflated prices, retain their positions at the Camyg ant
obtain a $175 million credit facility for the Compa

On August 5, 2005, the defendants moveddmidis the amended complaint for failure to statkain. The defendants argued, among
other things, that the amended complaint faildleme fraud with particularity as required by RAi®) of the Federal Rules of Civil Proced
and fails to satisfy the heightened pleading resquénts for securities fraud class actions undePthate Securities Litigation Reform Act of
1995. Specifically, defendants argue that the am@radmplaint does not allege fraud with partictyaais to numerous GAAP violations and
opinion statements about internal controls, failsatise a strong inference that defendants actedikigly or with severe recklessness, and
includes vague and conclusory allegations fromidential witnesses without a proper factual bdstad plaintiff filed its opposition to the
motion to dismiss on September 28, 2005, and defasdiled their reply in support of the motiondismiss on November 14, 2005. The
Company does not anticipate any additional briefinglefendants’ motion.

The Company intends to vigorously contes #ation. An adverse outcome in this action coaldeha material adverse effect on our
business, consolidated financial condition, reswiitsperations or cash flows.

Radek v. Allen, et al., No. 2004-48577; in the h1Rtdicial District Court, Harris County, Texa®n September 3, 2004, Chris Radek
filed a shareholder derivative action in the DigtCourt of Harris County, Texas naming HerberARen, Richard L. China, William W.
Reynolds, Britt Rice, David A. Miller, Ronald P. &a, Donald P. Hodel, Alan R. Sielbeck, C. Byrory&r, Donald C. Trauscht, and James
D. Woods as individual defendants and IES as ndmdief@ndant. On July 15, 2005, plaintiff filed amended shareholder derivative petition
alleging substantially similar factual claims t@$e made in the putative class action, and malangmon law claims against the individual
defendants for breach of fiduciary duties, misapgedion of information, abuse of control, grossmanagement, waste of corporate assets,
and unjust enrichment. On September 16, 2005, dafés filed special exceptions or, alternativelyation to stay the derivative action. On
November 11, 2005, Plaintiff filed a response tfeddant’ special exceptions and motion to stay. Defendascial exceptions and motion
to stay are currently set for hearing on Januag096.

The Company intends to vigorously contest #ttion. An adverse outcome in this action coaldeha material adverse effect on our
business, consolidated financial condition, resofitgperations or cash flows.
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SEC Investigation -On August 31, 2004, the Fort Worth Regional Offife¢he SEC sent a request for information conceris'’s
inability to file its 10-Q in a timely fashion, theternal investigation conducted by counsel toAkeit Committee of the company’s Board of
Directors, and the material weaknesses identifietEls’s auditors in August 2004. In December 2G84,Commission issued a formal order
authorizing the staff to conduct a private investiign into these and related matters. The invetitigds still ongoing, and the Company is
cooperating with the SEC. An adverse outcome mrimtter could have a material adverse effect ofosiness, consolidated financial
condition, results of operations or cash flows.

Cynthia People v. Primo Electric Company, Inc., &blVilson, Ray Hopkins, and Darcia Perini; In thaited States District Court for
the District of Maryland; C.A. No. 24-C-05-002152n March 10, 2005, one of IES’ wholly-owned subsiitis was served with a lawsuit
filed by an ex-employee alleging thirteen causesabbn including employment, race and sex disaration as well as claims for fraud,
intentional infliction of emotional distress, negdnce and conversion. On each claim plaintiff imdeding $5-10 million in compensatory
and $10-20 million in punitive damages; attorndgas and costs. This action was filed after thallofice of the EEOC terminated their
process and issued plaintiff a right-to -sue lgtr her request. IES will vigorously contest atajra of wrongdoing in this matter and does
not believe the claimed damages bear any likelitafdzbing found in this case. However, if such dgesawere to be found, it would have a
material adverse effect on consolidated finanaaldition and cash flows.

We are involved in various other legal pratiegs that have arisen in the ordinary course sfrimss. While it is not possible to predict
outcome of any of these proceedings with certaaniy it is possible that the results of legal prdoegs may materially adversely affect us, in
our opinion, these proceedings are either adequebsiered by insurance or, if not so covered, shook ultimately result in any liability
which would have a material adverse effect on marfcial position, liquidity or results of operaim

Item 4. Submission of Matters to a Vote of Security Holde

None.
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PART Il

Item 5. Market for Registran’s Common Equity; Related Stockholder Matters argsuer Purchases of Equity Securities

Prior to December 15, 2005, the Company’sroomstock traded on the NYSE under the symbol “IEE8 December 15, 2005, the
Company’s common stock was suspended from tradinh@ NYSE and now trades over-the-counter on itle gheets under the symbol
“IESR.” The following table presents the quartdilgh and low sales prices for the Company’s Com@&tmtk on the NYSE since October 1,
2003:

High Low

Fiscal Year Ended September 30, 20C

First Quarte 9.7t 6.7C
Second Quarte 11.9C 9.2C
Third Quartel 11.6¢€ 7.4C
Fourth Quarte 8.61 3.71
Fiscal Year Ended September 30, 20(

First Quarte! 5.44 2.1C
Second Quarte 4.7¢ 2.7¢
Third Quartel 2.8¢ 1.4C
Fourth Quarte 3.34 1.8t

As of December 9, 2005, the closing marktepof the Company’s Common Stock was $0.75 peresiiad there were approximately
1,309 holders of record. As of December 16, 2006 ctosing market price of the Company’s CommorciSteas $0.41 per share.

We do not anticipate paying cash dividendsiorepurchasing our common stock in the foresechitlire. We expect that we will utilize
all available earnings generated by our operatiprs;eeds from sales of operations and borrowingemuour credit facility for the
development and operation of our business. Anyréutietermination as to the payment of dividendsheilmade at the discretion of our
Board of Directors and will depend upon the Compmoperating results, financial condition, capidjuirements, general business
conditions and such other factors as the Boardi@cibrs deems relevant. Our debt instrumentsicésts from paying cash dividends on the
common stock. See “Management’s Discussion andyaisabf Financial Condition and Results of Operadie— Liquidity and Capital
Resources.”

Issuer Purchases of Equity Securities (1)

(d) Maximum
(c) Total Number Approximate
of Shares Dollar Value of
(a) Total Purchased as Pai Shares That
Number (b) Average of Publicly May yet be
of Shares Price Paid per Announced Plans Purchased
Period Purchasec Share or Programs Under the Plan
(Amounts in Thousands, Except per Share Amounts)
July 1, 2005— July 31, 200¢ — $ — — $ 8,35:
August 1, 200— August 31, 200! — — — 8,35
September 1, 20— September 30, 20( — — — 8,35:
Total = $ = - — $ 835

(1) On November 10, 2003, the Company announcdtthBoard of Directors authorized the repurctafagp to $13 Million of the
Company’s Common Stock. The share repurchase plas bt have an expiration date. The terms of tragainy’s credit facility, as
amended, restricts its ability to repurchase itarmmn stock under this progra
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Iltem 6. Selected Financial Dat:

The following selected consolidated histdrfaaancial information for IES should be read imngunction with the audited historical
consolidated financial statements of Integrated =l Services, Inc. and subsidiaries and thestiereto included in Item 8, “Financial
Statements and Supplementary Data.”

Year Ended September 30,

2001 2002 2003 2004 2005
(In thousands, except per share data)
Revenue $ 1,430,80: $ 1,219,23 $ 1,217,95 $ 1,182,33 $ 1,102,81.
Cost of service 1,172,227 1,042,03. 1,048,49 1,037,191 975,90(
Gross profi 258,52¢ 177,20: 169,45t 145,14¢ 126,91«
Selling, general & administrative expen 193,01. 154,14¢ 134,52: 139,91¢ 153,56:
Restructuring charge — 5,55¢ — — —
Goodwill amortization and impairme 11,27 — — 88,57 57,33¢
Income (loss) from operatiol 54,24 17,497 34,93: (83,349 (83,986
Other income (expense
Interest expense, n (26,039 (26,695 (25,759 (23,199 (28,299
Other, ne (312) (966€) (180) (5,927) (1,372)
Interest & other expense, r (26,35) (27,667 (25,939 (29,120 (29,667)
Income (loss) from continuing operatic 27,89( (10,169 8,99/ (112,46 (113,649
Provision (benefit) for income tax 14,59¢ (4,009) 401 6,771 894
Net income (loss) from continuir
operations 13,29: (6,160 8,59: (119,24 (114,54))
Discontinued Operations:
Income(loss) from discontinued
operations 26,49 23,63¢ 18,02( (1,319 (14,149
Provision (benefit) for income tax 11,07t 9,20( 7,17¢ 4,307 94(
Net income (loss) from discontinu
operations 15,41¢ 14,43¢ 10,84« (5,629 (15,089
Cumulative Effect of Change in
Accounting Principle, net of te — (283,289 — — —
Net income (loss $ 28,71( $ (275,000 $ 19,43: $ (124869 $  (129,63)
Basic earnings (loss) per share:
Basic earnings (loss) per share from
continuing operation 0.3t (0.15) 0.22 (3.09 (2.939)
Basic earnings (loss) per share from
discontinued operatior 0.3¢ 0.3¢ 0.2¢ (0.1%) (0.39)
Cumulative effect of change in
accounting principle — (7.17) — — —
Basic earnings (loss) per shi 0.71 (6.90 0.5C (3.29) (3.3))
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Year Ended September 30,

2001 2002 2003 2004 2005
(In thousands, except per share date
Diluted earnings (loss) per share:
Diluted earnings (loss) per share from
continuing operation 0.32 (0.15) 0.22 (3.09) (2.99)
Diluted earnings (loss) per share from
discontinued operatior 0.3¢ 0.3¢ 0.2¢ (0.1%) (0.39)
Cumulative effect of change in accounting
principle — (7.17) — — —
Diluted earnings (loss) per she 0.7¢ (6.90 0.5C (3.29) (3.3))
Shares used in the computation of
earnings (loss) per share
Basic 40,402,53 39,847,59 39,062,77 38,610,32 39,122,17
Diluted 40,899,79 39,847,59 39,225,31 38,610,32 39,122,17
Ratio of earnings to fixed charges 2.C 0.62 1.3 (3.4 @ (2.6) @
As of September 30
2001 2002 2003 2004 2005
(In thousands)
Balance Sheet Data
Cash and cash equivalel $ 3478 $ 32,77¢ $ 40,200 $ 22,23 $ 28,34¢
Working capital 314,25: 269,73t 290,33: 212,15: (33,45Y
Total asset 1,033,50. 711,53( 714,48 580,93 416,37.
Total debt 286,62: 248,82! 248,27¢ 231,24( 223,88«
Total stockholder equity 528,64 252, 77! 264,90 143,16t 15,85¢

(1) The ratio of earnings to fixed charges is ghdted by dividing the fixed charges into net ineoftoss) before taxes plus fixed charges.
Fixed charges consist of interest expense, amtdizaf offering discounts on debt, amortizationdebt issuance costs and the
estimated interest component of rent expe

(2) The ratio of earnings to fixed charges foisthgears was less than one-to-one. The amoung afetficiency of the ratio of earnings to

fixed charges for the years ended September 3@, 2004 and 2005, was $10,164, $112,463 and $193édpectively
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Item 7. Managemen’s Discussion and Analysis of Financial Conditionnal Results of Operations

The following discussion and analysis shdwddead in conjunction with the consolidated finahstatements and related notes appearing
elsewhere in the Form 10-K. See “Disclosure Regar&iorward-Looking Statements.”

General
Going Concern

Our independent registered public accourfiing, Ernst & Young LLP, included a going concerwdification in its audit opinion on our
consolidated financial statements for the fiscalryended September 30, 2005 included in this F@+{ &s a result of our operating losses
during fiscal 2005 and our expected non-compliamitie certain debt covenants subsequent to SepteBh&005. We did not include any
adjustments to the financial statements includetiismiForm 10-K to reflect the possible future effethat may result from the uncertainty of
our ability to continue as a going concern. Weangently undertaking the following efforts to adds this uncertainty, each of which efforts
is described in more detail below:

«we are in the process of negotiating a consenswalidial restructuring with the holders of our sgrdubordinated notes and have
reached a non-binding agreement in principle witliérs of approximately 58% of outstanding printgaount of our senior
subordinated note

e we are in the process of negotiating an amendnoemiit new credit facility, which we expect to obtgirior to December 31, 2005, to
modify the applicability of the fixed coverage mtand

«we are working to improve profitability and consisty of earnings through the implementation of@ess known to us as Successful
Projects.

Update on Financial Restructuring

During 2005, we announced our intention terggthen and de-lever our balance sheet to impsaveverall capital structure. As part of
this initiative, we are seeking to reduce our Itergn debt, which will result in an increase in @nee cash flow from a reduction in cash
interest expense. By strengthening the balance gh#d@s manner, we expect to improve our credgliings and enhance our surety bonding
capability. To facilitate these efforts, on NovemBg2005, we announced that we had retained Go@raup, LLC as a financial advisor.
Gordian Group, LLC is a New York based investmeanikowith expertise in developing capital marketsraktives and providing financial
advisory services.

As a result of the foregoing, we commenceguisions with an ad hoc committee of holderssaftestantial portion of our senior
subordinated notes due 2009 regarding a conseresiaicturing of our debt obligations. On Decenib&r2005, we announced that we had
reached a non-binding agreement in principle witlad hoc committee of holders of approximately $afilion, or 58%, of our
$172.9 million principal amount of our senior sutioated notes for a potential restructuring purst@mwhich the senior subordinated
noteholders would receive in exchange for all efitimotes shares representing approximately 82#teo€ommon stock of the reorganized
company. Holders of our outstanding common stockraanagement would retain or receive shares reiegeapproximately 15% and 3%,
respectively, of the common stock of the reorgathizempany.

The agreement in principle contemplates dhiatcustomers, vendors and trade creditors would@ampaired by the restructuring and
would be paid in full in the ordinary course of mess, and that our senior convertible notes withraent aggregate principal amount
outstanding of approximately $50 million, would feénstated or the holders otherwise provided tlievalue of their note claims. It is also
contemplated that our senior bank credit faciliywd be reinstated or refinanced at the time ofréfs¢ructuring. Discussions have already
begun with the bank with respect to the propossttueturing.

If the proposed restructuring were to be aomwated, the proposed plan currently contemplae§iling of a pre-packaged Chapter 11
plan of reorganization in order to achieve the exgfe of all of the senior
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subordinated notes for equity. Approval of a pragbplan in a pre-packaged proceeding would redo@eonsent of the holders of at least
two-thirds in claim amount and one-half in numbgthe senior subordinated notes that vote on tae.pVe would seek to enter into a plan
support agreement with the members of the ad haeritiee and then formally solicit consents to theppsed restructuring from the holders
of our senior subordinated notes. We expect torbigi out-of-court solicitation process in Januafr2006.

There is no assurance that we will succdgstoimplete the restructuring contemplated by yeament in principle, or any other
restructuring. At this time neither the agreemantrinciple nor any other proposed restructurimgitehave been agreed to by the requisite
holders of the senior subordinated notes, andgh®ssubordinated noteholders can withhold thessents for any or no reason. The
agreement in principle is subject to the negotratibdefinitive documentation, approval by the rieida noteholders and a court in a
Chapter 11 proceeding and customary closing camditiBecause the agreement in principle is notitgnand because there is no assurar
will be consummated, we continue to evaluate odifternatives for restructuring our capital struetun addition, we may be forced by our
creditors to seek the protection of federal bantayfaw. If we consummate any restructuring, we rdayso outside of bankruptcy, or in a
pre-packaged Chapter 11 proceeding or in anotleeepding under federal bankruptcy law. Any restniey could cause the holders of our
outstanding securities, including our common stgekior subordinated notes and senior convertitilesy to lose some or all of the value of
their investment in our securities. Furthermorehstestructuring could result in material changethe nature of our business and material
adverse changes to our financial condition andltestioperations.

Suspension of Trading on NYSE

In addition, we have previously announced, ths.of December 5, 2005, our 30-trading day aeestock price was below $1.00, that we
have has failed or may fail to meet other publistezpliirements for the continued listing of its coamstock on the NYSE, including the
exchange’s market capitalization requirements. @odinber 15, 2005, the NYSE suspended trading ofmamon stock, and notified us
orally that it intends to de-list our common stosubject to our right to appeal in accordance wWithNYSE's rules. We currently intend to
appeal this determination by the NYSE, which preaesuld likely take in excess of 35 business daysmfDecember 16, 2005 which is the
day we received written notice from the NYSE ofiiitent to de-list our common stock. If we do natseed in appealing this determination
by the NYSE, the NYSE has indicated that it wilbpiptly request the SEC to de-list our common sttfabur common stock is disted fromr
the NYSE, the holders of our senior convertibleesotould have the right, beginning 35 business détgs de-listing, to put their notes back
to us. We would likely not be able to pay the piflat and accrued interest on those notes if pustcAdditionally, our new credit facility
restricts our ability to repurchase these notes.i@ability to repurchase these notes and the ditiihs in our new credit facility to repurchase
these notes could affect the success of any plamoofianization contemplated by us without an agesg with the holders of the senior
convertible notes. Absent an agreement with thddrslof the senior convertible notes to any préspged Chapter 11 plan that may be filed,
we would seek to reinstate their notes or give tpeoperty equal to the full value of their noteigla. We do not presently have an agreement
with any of the holders of the senior convertibdgas to the agreement in principle or any othepgsed restructuring plan.

Amendments to the New Credit Facility

It has been necessary for us to seek amendrokaur new credit facility in order to avoid auon-compliance with the fixed coverage
ratio set forth in the agreement relating to the oeedit facility. We are currently seeking an dudial amendment to the new credit facility
before December 31, 2005, for the purpose of fudingending the applicability of the fixed coveragto. We expect to obtain an
amendment prior to December 31, 2005.

Our debt instruments and agreements, incuttia credit facility, the senior subordinated sotbe senior convertible notes and our
agreement with our primary surety bonding compaowptain cross-default provisions whereby an uncaratiunwaived event of default
under one will result in an event of default under
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each of the others. In such event, the lendersruhdee instruments and agreements may exerciseaheedies thereunder, including cau:
all outstanding indebtedness to accelerate andhbece. If our indebtedness were to become dueresult of the circumstances described
above or any other reason, we do not have the sagesash to repay our indebtedness. This may @ausgeditors to force us into an
involuntary bankruptcy under the federal bankrupéeys, or may cause us to seek protection froncreditors under these laws unless we
reach an agreement with these creditors to theutsting plan described above or to another miyt@areeable restructuring plan. In
accordance with Emerging Issues Task Force (EI'BF3® “Classifications of Obligations When a Viadat is Waived by the Creditor,” we
have classified the long-term portion of senionatible notes and senior subordinated notes asmuiabilities on the balance sheet due to
the need to amend our credit facility prior to Daber 31, 2005 and the potential for cross-defaldtcribed above if we are unsuccessful.

Strategy
Prior to fiscal 2005, we had been implemeantrthree-phase strategy.

Phase one, “Back to Basics”, emphasized tasimess fundamentals of increasing backlog, oblimiy costs and generating positive cash
flow. We continue to focus on these fundamentals.

Phase two, “One Company. One Plan.”, focusedrocesses and systems necessary to integradessdecentralized business units. This
phase included additional financial reporting atahping processes through the implementation afrangon information system that is now
substantially complete. We also created companyg widployee programs such as healthcare, incerdimpensation and project
management training. This was in addition to prangpa culture of safe work practices improving cegordable accidents to less than half
the industry average and tracking procurement spgrwith national vendors centrally for negotiat=vings. We are focused on developing
stronger national customer relationships.

Phase three, “Continued Growth”, was designezkpand the businesses internally and via $edéeatquisitions. This phase was to be
achieved primarily through internal growth in se¢le@rkets and by increasing service offerings aadket share. We did purchase one
company in February 2003, we do not intend to gitiwugh external growth. We have put our growthtstgy on hold to focus on our core
profitability and capital efficiency.

In fiscal 2005, we turned our strategy todperating and capital efficiency of our units dinel overall capital structure of the firm.

During October 2004 we began a process &begfically review the performance of each of oubdSiness units over the last three years.
We analyzed the financial performance of eachwitit particular emphasis on the relative consisyesfdts results, returns on invested
capital (unit level working capital and fixed asjethe required invested capital at each uniuiticlg capital costs associated with surety
bonding, construction spending and growth trendsaich geographical market, and management strength.

Based on this review, we determined thatgettusinesses did not meet our criteria. We deddesell or close these units in order to
improve the overall profitability and capital effiacy of the company. During fiscal 2005, we saddubits and closed two others. These units
produced revenues and operating income duringl /2824 of approximately $244.3 million and $8.6 liait (before considering the impact
of goodwill), respectively. The sales generated. $%dillion in total consideration comprised of $a&nillion in cash, $2.3 million in notes
receivable and $3.8 million in retained assetsrandivables.

Successful Projects

Additionally in fiscal 2005, we began the iepentation of a process known to us as SucceBsfijgcts to bring consistency and
standardization to the bidding, execution and esti#isto completion processes surrounding our v&ukcessful Projects is designed to
position the company for profitable growth and mooasistent earnings.
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In the third quarter of fiscal 2005, we iateéd Successful Projects and began to use analitedeveloped process for estimating and job
tracking by breaking larger jobs into smaller comgats. By estimating jobs in smaller componentsguexpected material usage to
determine expected labor needs, we expect to estlezfollowing benefits:

« Improve estimating accura«— this allows of estimators, project managers matagement to be able to determine with greater
accuracy the costs before the job is |

« Identify any deviations from estimate early in jible — by having intermediate milestones to judge dqtesformance against
estimates, the company can identify and work toemtrdeficiencies early in the job before they aure to reduce profitability

« Increased objectivity in the proce — by using materials as the core of estimating@mdpletion, all parties have an objective basis fo
evaluating performance, allowing management teebatisess the expected cost to complete and igantfpending profitability
issues

The Successful Projects program has beeremmgaited in all business units as of the fiscal gadr2005 and is being utilized for
estimating new jobs.

Successful Projects is also expected to irgthe quality of backlog. Our ability to estimatere accurately should improve our ability
realize margin as projected. The recent improvernmemargin in backlog comes at the same time agtpéementation of Successful Proje
so we believe that the margin as presented shmgbive in the coming fiscal year.

We believe that additional business oppotiesiand our ability to meet them will improve. \&ect to be able to provide additional
bonds for jobs in the marketplace, further improMiacklog. We also expect to be awarded additibnsiness by customers due to our
increased financial strength. Additional attentaid to working capital will provide additional msces to meet these increased business
opportunities.

Basis of Presentation

Our electrical contracting business is optdh two segments: (1) commercial and industnal ) residential. See Note 9 of “Notes to
Consolidated Financial Statements” for a descriptibthese reportable segments.

In response to the SEC’s Release No. 33-8@Hltionary Advice Regarding Disclosure About €&t Accounting Policies,” we have
identified the accounting principles which we bedieare most critical to our reported financial ssdby considering accounting policies that
involve the most complex or subjective decisionagsessments. We identified our most critical asting policies to be those related to
revenue recognition, the assessment of goodwilaimpent, our allowance for doubtful accounts reablg, the recording of our self-
insurance liabilities and our estimation of theuedion allowance for deferred tax assets. Thesewating policies, as well as others, are
described in the Note 2 of “Notes to Consolidatethficial Statements.”

We enter into contracts principally on theibaf competitive bids. We frequently negotiate final terms and prices of those contracts
with the customer. Although the terms of our coetsavary considerably, most are made on eitheralfprice or unit price basis in which we
agree to do the work for a fixed amount for therergroject (fixed price) or for units of work perfmed (unit price). We also perform servi
on a cost-plus or time and materials basis. Wegeanerally able to achieve higher margins on fixadepand unit price than on cost-plus
contracts. We currently generate, and expect ttirmomto generate, more than half of our revenumeieufixed price contracts. Our most
significant cost drivers are the cost of labor, ¢bst of materials and the cost of casualty anttth@esurance. These costs may vary from the
costs we originally estimated. Variations from mstied contract costs along with other risks inhgreperforming fixed price and unit price
contracts may result in actual revenue and grasfipor interim projected revenue and gross psdbir a project differing from those we
originally estimated and could result in lossegpmjects. Depending on the size of a particulajguto variations from estimated project costs
could have a significant impact on our operatirgules for any fiscal quarter or year. We believe exposure to losses on fixed price
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contracts is limited in aggregate by the high vaduend relatively short duration of the fixed prazmtracts we undertake. Additionally, we
derive a significant amount of our revenues frow genstruction and from the southern part of thédéhStates. Downturns in new
construction activity in the southern part of theitdd States could negatively affect our results.

We complete most projects within one year.ff#gquently provide service and maintenance wordeurmpen-ended, unit price master
service agreements which are renewable annuallyrédggnize revenue on service and time and mateded when services are performed.
Work performed under a construction contract gdlyepaovides that the customers accept completioprogress to date and compensate us
for services rendered measured in terms of urstaliled, hours expended or some other measuregfgss. Revenues from construction
contracts are recognized on the percentage-of -ladimp method in accordance with the American toggi of Certified Public Accountants
Statement of Position 81-1 “Accounting for Performoa of Construction-Type and Certain Production€lmntracts.” Percentage-of -
completion for construction contracts is measumacpally by the percentage of costs incurred aocrued to date for each contract to the
estimated total costs for each contract at congieiiVe generally consider contracts to be substéntomplete upon departure from the
work site and acceptance by the customer. Contrats include all direct material and labor cosis #hose indirect costs related to contract
performance, such as indirect labor, suppliesstaepairs and depreciation costs. Changes ingdoimance, job conditions, estimated
contract costs and profitability and final contraettlements may result in revisions to costs andme and the effects of these revisions are
recognized in the period in which the revisionsaetermined. Provisions for total estimated lossesncompleted contracts are made in the
period in which such losses are determined.

We evaluate goodwill for potential impairmé@miaiccordance with Statement of Financial Accoumttandards (SFAS) No. 142,
“Goodwill and Other Intangible Assetslicluded in this evaluation are certain assumptams estimates to determine the fair values of
reporting units such as estimates of future cashd] discount rates, as well as assumptions airdatss related to the valuation of other
identified intangible assets. Changes in thesengisBans and estimates or significant changes tortheket value of our common stock could
materially impact our results of operations or figial position.

In accordance with SFAS No. 14Agccounting for the Impairment or Disposal of Loliged Assets”, we periodically assess whether any
impairment indicators exist. If we determine impaént indicators exist, we conduct an evaluatiodei@rmine whether any impairment has
occurred. This evaluation includes certain asswnptand estimates to determine fair value of agseips including estimates about future
cash flows, discount rates, among others. Chamgéghese assumptions and estimates or significantggs to the market value of our
common stock could materially impact our result®pérations or financial projections.

We provide an allowance for doubtful accodatsunknown collection issues in addition to resarfor specific accounts receivable wr
collection is considered doubtful. Inherent in #ssessment of the allowance for doubtful accoustsextain judgments and estimates
including, among others, our customers’ accesapital, our customers’ willingness to pay, gene@nomic conditions and the ongoing
relationships with our customers. In addition testh factors, our business and the method of adaguior construction contracts requires the
review and analysis of not only the net receivatides the amount of billings in excess of costs emsts in excess of billings integral to the
overall review of collectibility associated with millings in total. The analysis management wiizo assess collectibility of its receivables
includes detailed review of older balances, analgsidays sales outstanding where we include icéif@uilation, in addition to accounts
receivable balances net of any allowance for dalibtfcounts, the level of costs in excess of lgimetted against billings in excess of costs,
and the ratio of accounts receivable, net of alopnance for doubtful accounts plus the level oftsds excess of billings, to revenues. These
analyses provide an indication of those amountsddhead or behind the recognition of revenuewrconstruction contracts and are
important to consider in understanding the openaticash flows related to our revenue cycle.

We are insured for workers’ compensationpmatbile liability, general liability, employmentgutices and employee-related health care
claims, subject to large deductibles. Our genéadbillity program provides coverage for bodily injuand property damage that is neither
expected nor intended. Losses up to the
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deductible amounts are accrued based upon ouragesrof the liability for claims incurred and atireste of claims incurred but not
reported. The accruals are derived from actuattgiss, known facts, historical trends and induatrgrages utilizing the assistance of an
actuary to determine the best estimate of the aténexpected loss. We believe such accruals todguate. However, self-insurance
liabilities are difficult to assess and estimate tiuunknown factors, including the severity ofigary, the determination of our liability in
proportion to other parties, the number of incidemdt reported and the effectiveness of our sgfetgram. Therefore, if actual experience
differs from than the assumptions used in the aigtisgaluation, adjustments to the reserve mayegiired and would be recorded in the
period that the experience becomes known.

We regularly evaluate valuation allowancesalgdshed for deferred tax assets for which futeadization is uncertain. We perform this
evaluation at least annually at the end of eadaligear. The estimation of required valuationwaflaces includes estimates of future taxable
income. In assessing the realizability of defeteedassets at September 30, 2005, we considerdtievhiewas more likely than not that so
portion or all of the deferred tax assets wouldb®tealized. The ultimate realization of deferi@dassets is dependent upon the generation
of future taxable income during the periods in ahiicose temporary differences become deductiblecd¥isider the scheduled reversal of
deferred tax liabilities, projected future taxalsleome and tax planning strategies in making teggasment.

Results of Operations

The following table presents selected histiniesults of operations of IES and subsidiarigh dollar amounts in thousands. These
historical statements of operations include thalte®f operations for businesses acquired thrqughhases beginning on their respective
dates of acquisition.

Year Ended September 30,

2003 2004 2005
(In Thousands)
Revenue: $ 1,217,95 10C% $ 1,182,33! 10(% $ 1,102,81. 100%
Cost of services (including depreciatic 1,048,49 _86 1,037,191 _ 88 975,90( _ 88
Gross profit 169,45t 14 145,14¢ 12 126,91 12
Selling, general and administrative exper 134,52 11 139,91¢ 12 153,56: 14
Goodwill impairment — = 88,57 _ 7 57,33¢ 5
Income (loss) from operatiol 34,93 3 (83,349 (7 (83,98¢) (8)
Interest and other expense, (25939 (@ (29,120 (3 (29,669 (3
Income (loss) before income tax 8,99/ 1 (112,46 (10 (113,649 (172)
Provision (benefit) for income tax: 401 e 6,77 _ 1 894 =
Income (loss) from continuing operatic 8,59: 1 (119,240 (17) (114,54) (17)
Net income (loss) from discontinued operati 10,84 _ 1 (5,629  — (15,089 (1
Net income (loss $ 19,43" _2%$ (124,869 (1D)%$ (12963) _(129%
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YEAR ENDED SEPTEMBER 30, 2005 COMPARED TO YEAR ENDED SEPTEMBER 30, 2004

Revenues
Year Ended September 30,
Percentage of
Total Percentage
Revenues Growth/ (Decline)
2004 2005 2005

Commercial and Industrii 76% 71% (13)%
Residentia 24% 29% 12%
Total Compan) 10C% 10C% (7%

Revenues decreased $79.5 million, or 6.786n$1,182.3 million for the year ended Septembe2804 to $1,102.8 million for the year
ended September 30, 2005. This decrease in revenpemarily the result of a decrease in reverafekl14.3 million in certain commercial
markets resulting from the decrease in the awattbotled projects offset by an increase of $34.8amiln residential revenues.

Commercial and industrial revenues decredetbb6, from $899.6 million for the year ended Seiter 30, 2004 to $785.3 million for t
year ended September 30, 2005. The decline iscdaelécrease of $45.3 million in industrial revenwedecrease of $16.5 million in serv
and maintenance revenues and a decrease in corahter@nues of $52.5 million. Included in the desein industrial revenues is a decline
of $18.9 million in revenue from plant and utilityork at a subsidiary. The decrease is also a refaltdecrease in the award of bonded
projects.

Residential revenues increased 12.3% fron2 $2&iillion for the year ended September 30, 2@083t17.5 million for the year ended
September 30, 2005, primarily as a result of ineedademand for new single-family housing in thetBa@mnd West.
Gross Margin

Segment Gross

Margins as a
Percentage of
Segment
Revenues
2004 2005
Year Ended September &
Commercial and Industri 9.4% 7.8%
Residentia 21.5% 20.€%
Total Company 12.5% 11.5%

Gross profit decreased $18.2 million, or #2 8om $145.1 million for the year ended Septen8#r2004 to $126.9 million for the year
ended September 30, 2005. Gross profit marginpesa@entage of revenues decreased from 12.3% t&olfbiSthe year ended September 30,
2004 compared to the year ended September 30, Pl@@bwe earned last year’s gross margin of 12.3#%sggprofit for the year ended
September 30, 2005 would have been $135.6 milliarincrease of $8.7 million. The decline in grossgin was primarily due to increased
competition and costs of materials that have nibt hieen passed to customers in our residentiahsat, decreased profitability due to
closing utility and plant work at one subsidiarndatecreased award of bonded projects in our comaterad industrial segment. These uti
projects lost $7.4 million during the year endegt8mber 30, 2005 on $15.4 million in revenues aspared to losses on utility projects of
$0.3 million during the year ended September 30428h $34.3 million in revenues. During the yeattethSeptember 30, 2005, we recorded
$0.2 million additional accumulated amortizatiorcost of revenues for leasehold improvements. Thests were incurred to correct errors
from prior periods where we
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amortized leasehold improvements over a perioddotttan the original lease term. We do not belibese errors or the related correction is
material to any affected period.

The decline in commercial and industrial grpsofit from $84.4 million for the year ended Sapber 30, 2004, to $61.4 million for the
year ended September 30, 2005, was due to groisgir@ lower revenue base earned year over yegpmroximately $8.9 million an
increased costs associated with the procuremeardpyfer wire, steel products and fuel. Includechindecrease in industrial gross profit is a
decline of $7.1 million from utility and plant woek a subsidiary. Also contributing to the declingross profit is a reduction in gross profit
of four subsidiaries of $13.9 million.

The increase in residential gross profit fi®&d.7 million for the year ended September 304269 $65.6 million for the year ended
September 30, 2005, was due to gross profit oglaehirevenue base earned year over year of appatedyn®7.2 million, offset by increased
costs associated with the procurement of coppes, steel products and fuel.

Selling, General and Administrative Expenses

Selling, general and administrative expemsegased $13.7 million, or 9.8%, from $139.9 ruiilifor the year ended September 30, 2004
to $153.6 million for the year ended September2B05. During the year we recorded a $2.3 millioarge to settle a lawsuit during the
fourth quarter ended September 30, 2005. Therealgasan increase in legal fees of $2.2 millionréased accounting fees of $1.8 million
related to the annual audit, $2.1 million relate@arbanes-Oxley implementation and $0.8 millidatesl to tax and internal audit. Selling,
general and administrative expenses also include#lion incurred during the year ended Septen#fgr2005 that were not incurred dur
the year ended September 30, 2004. During thegrard September 30, 2005, we recorded $0.5 milialditional accumulated
amortization in selling, general and administragx@enses for leasehold improvements. These cestsincurred to correct errors from prior
periods where we amortized leasehold improvemerds & period longer than the original lease terme.dt/ not believe these errors or the
related correction is material to any affected gmriAdditionally, we incurred $0.6 million in leasgit costs during the quarter ended
September 30, 2005. As a result of these charghisigs general and administrative expenses ags@peof revenue increased from 11.8%
the year ended September 30, 2004 to 13.9% fordheended September 30, 2005.

Goodwill Impairment Charge

During the years ended September 30, 2002868, we recorded non-cash charges of $88.6 an@ $illion, respectively, related to
impairments to the carrying value of goodwill. Taeharges were entirely associated with those megitat do not include Houston Stafford
Electric, our largest residential subsidiary. Skiguidity and Capital Resources” below for furthieformation.

Income From Operations

Loss from operations decreased $0.7 millawr).8%, from an $83.3 million operating loss floe tyear ended September 30, 2004 to a
$84.0 million operating loss for the year endedt&mber 30, 2005. As a percentage of revenues, iedmm operations decreased from a
7.0% operating loss for the year ended Septemhe2(®24, to a 7.6% operating loss for the year erf®ttember 30, 2005. This decrease in
income from operations was primarily attributedhe goodwill impairment to the carrying value obgavill of $88.6 million at
September 30, 2004 and $57.3 million at SeptemBe2@05. There was also an accrual of $2.3 milimrthe settlement of a lawsuit incluc
in selling, general and administrative offset by #ettlement found in the Company’s favor inclugtecevenue for $2.7. Additional impact
was the $18.2 million decline in gross profits eatduring the year ended September 30, 2005 asarethfp the year ended September 30,
2004. Excluding the impact of the goodwill impainmbeharge recorded during the year ended Septedih@004 and 2005, the income (Ic
from operations as a percent of revenues decrdasad).4% for the year ended September 30, 20@4loss of 2.4% for the year ended
September 30, 2005.
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Interest and Other Expense, net

Interest and other expense, net increasekd ®ymillion or 2.1%, from $29.1 million for the geended September 30, 2004 to
$29.7 million for the year ended September 30, 2Q&sh paid for interest decreased $2.8 millior,20% from $23.4 million for the year
ended September 30, 2004 to $20.6 million for ts&ryended September 30, 2005. This decrease iandyirattributable to a permanent
reduction in our senior subordinated debt of $Thilllon offset by a $50.0 million increase in sengecured debt in March 2004 and the
timing of interest payments on the senior convirtitbtes. Other expense decreased by $3.3 mibios6.9%, from $5.8 million for the year
ended September 30, 2005 to $2.5 million for ther yaded September 20, 2005. This decrease isniyiratributable to a $5.2 million loss
incurred on early extinguishment of debt duringykar ended September 30, 2004 offset by an inelieasrite-offs of an investment during
the year ended September 30, 2005 of $1.3 milliocompared to the year ended September 30, 2004.

Costs incurred during the inception of or adraent to a credit facility or senior note, requive payments of fees upon the execution of
the agreement. These fees are capitalized as eeéfi@mancing costs and amortized over the lifeheffacility to interest expense. During the
year ended September 30, 2005, we incurrercash write-offs to interest expense of deferradricing costs of $7.4 million of this, we
recorded a non-cash charge in the quarter endadr8ker 30, 2005 of approximately $0.6 million tatesoff the remaining deferred
financing costs related to the prior credit fagilit

During the year ended September 30, 2005ssued $50.0 million of 6.5% senior convertibleg®tThe senior convertible notes are a
hybrid instrument comprised of two components:atlebt instrument and (2) certain embedded devemtiThese derivatives will be market-
to-market each reporting period.

During the three months ended December 314 ,20e were required to also value the portiorhefriotes that would settle in cash
because of shareholder approval of the notes hiagehbeen obtained. The initial value of this dative was $1.4 million and the value at
December 31, 2004 was $4.0 million, and consequemt2.6 million mark to market loss was recordétk value of this derivative
immediately prior to the affirmative shareholdetevavas $2.0 million and accordingly, we recordedaak to market gain of $2.0 million
during the three months ended March 31, 2005. Tlwaseno mark to market gain or loss during theethmenths ended June 30, 2005. At the
end of September 30, 2005 there was a mark to miadeof $0.1 million recorded. The calculatiortloé fair value of the conversion option
was performed utilizing the Black-Scholes optioitimg model with the following assumptions effeetiover the year ended September 30,
2005: expected dividend yield of 0.00%, expectedlsprice volatility of 40.00%, weighted averagekriree interest rate ranging from 3.67%
to 4.15% for four to ten years, respectively, aneéggpected term of four to ten years. The valuatioine other embedded derivatives was
derived by other valuation methods, including pnés@lue measures and binomial models. At Septe@®e2005, the fair value of the two
remaining derivatives was $1.5 million. Additionalive had recorded at March 31, 2005 a net discou$®.9 million which is being
amortized over the remaining term of the notes.

Provision for Income Taxes

Our effective tax rate decreased from a rieg&% for the year ended September 30, 2004 tativegl% for the year ended
September 30, 2005. The decease is attributalsigtetax net loss, permanent differences requirde tadded back for income tax purposes,
the impairment of non-deductible goodwill, addinaluation allowance against certain federal state deferred tax assets and a change in
contingent tax liabilities.

As of September 30, 2005, we had availabfeapmately $146.0 million of federal net tax opténg loss carry forwards for federal
income tax purposes including $82.0 million resigtfrom the additional amortization of tax goodwithis carry forward, which may provii
future tax benefits, will begin to expire in 2014e also had available approximately $255.2 millidmet tax operating loss carry forwards
for state income tax purposes including $52.8 olliesulting from the additional amortization of goodwill which begin to expire in 2006.
Due to recent trading activity in the Company’sckiaa change of control as defined by the InteRelenue Code Section 382 may have
occurred. If a change of control has occurred, the
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Company will be limited in the amount of federat nperating loss carry forwards that may be utilizefuture tax years. However, the
Company has fully valued the federal net operdtisg carry forwards and any reduction in futureapsrating loss carry forwards would be
offset by a reduction in the corresponding valuatilowances.

In assessing the realizability of deferreddasets at September 30, 2005, we considered erhiethas more likely than not that some
portion or all of the deferred tax assets will hetrealized. Our realization of deferred tax asisadependent upon the generation of future
taxable income during the periods in which thegepirary differences become deductible. However, SEB9, “Accounting for Income
Taxes” places considerably more weight on histbriesults and less weight on future projections mtiere is negative evidence such as
cumulative pretax losses in recent years. We iecuarcumulative pretax loss for September 30, 22084 and 2005 including goodwill
impairment. In the absence of specific favorabid@&wce of sufficient weight to offset the negatéxédence of the cumulative pretax loss, we
have provided valuation allowances of $42.7 millioncertain federal deferred tax assets and $9IBmfor certain state deferred tax assets.
We believe that $3.5 million of federal deferred #ssets will be realized by offsetting reversiefedred tax liabilities. We believe that
$0.1 million of state deferred tax assets will balized for certain non-unitary, non-consolidated aon-combined state tax returns and
valuation allowances were not provided for thesetss We will evaluate the appropriateness okitsaining deferred tax assets and value
allowances on a quarterly basis.

Our effective tax rate from discontinued @piens decreased from negative 327% for the yedeaSeptember 30, 2004 to negative 7%
for the year ended September 30, 2005. The decizeatitibutable to a pretax net loss, permandferdinces required to be added back for
income tax purposes, the impairment of non-dediecgbodwill, additional valuation allowance subsialty all federal and state deferred tax
assets and a change in contingent tax liabilities.

In the absence of specific favorable evidesfcaufficient weight to offset the negative eviderof the cumulative pretax loss, we have
provided $0.1 million of valuation allowances fartain federal and state deferred tax assets fisooitinued operations in the year ended
September 30, 2005.

YEAR ENDED SEPTEMBER 30, 2004 COMPARED TO YEAR ENDED SEPTEMBER 30, 2003

Revenues
Year Ended September 30,
Percentage o Percentage
Total Growth/
Revenues (Decline)
2003 2004 2004
Commercial and Industrii 79% 76% (7)%
Residentia 21% 24% 11%
Total Compan) 10C% 10C% (3%

Revenues decreased $35.7 million, or 2.9%h #4,218.0 million for the year ended Septembe2B803 to $1,182.3 million for the year
ended September 30, 2004. The decrease in totiues is the result of a $63.2 million decreasmmmercial and industrial revenues offset
by an increase of $27.5 million in residential rewes. The decline in commercial and industrial nes is primarily attributable to declines
in the commercial and industrial construction markelrexas and for our traveling companies offseirtereases in commercial and industrial
revenues from our markets on the East Coast. Tdrease in residential revenues is attributabl@ecstrong housing environment resulting
from low interest rates and good execution by esidential management where we have seen incrababof our subsidiaries focused
primarily on residential electrical contracting.
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Gross Margin

Segment Gross

Margins as a
Percentage of
Segment
Revenues
2003 2004
Year Ended September &
Commercial and Industri 11.4&% 9.4%
Residentia 23.2% 21.5%
Total Compan) 13.€% 12.2%

Gross profit decreased $24.4 million, or ¥4 f8Bom $169.5 million for the year ended Septen8#r2003 to $145.1 million for the year
ended September 30, 2004. The decline in commexsdéhindustrial gross profit from $110.0 milliorr fihe year ended September 30, 2003,
to $84.4 million for the year ended September 8042 was due to gross profit on a lower revenue kasned year over year of
approximately $5.9 million, a decline in gross frafargin at one subsidiary of $6.0 million, incsed costs associated with the procurement
of copper wire, steel products and fuel, as webh\aall declines in margins as a result of inoedasompetition in markets we serve. The
increase in residential gross profit from $59.5lionil for the year ended September 30, 2003, to&60llion for the year ended
September 30, 2004, was due to gross profit oglaehirevenue base earned year over year of appatedyr$5.9 million, offset by increased
costs associated with the procurement of coppe, steel products and fuel.

Overall gross margin as a percentage of iee®decreased from 13.9% for the year ended Septe3b2003 to 12.3% for the year en
September 30, 2004. Had we earned last year’'s grassgin of 13.9%, gross profit for the year endegt®mber 30, 2004 would have been
$164.3 million, an increase of $19.2 million. Thectine in gross margin during the year ended Seipter®0, 2004 was primarily due to
increased competition for available commercial swldistrial work, the decline in gross profit marginone subsidiary of $6.0 million and
increased costs associated with the procuremerdpyfer wire, steel products and fuel.

Selling, General and Administrative Expenses

Selling, general and administrative expetise®ased $5.4 million, or 4.0%, from $134.5 millifor the year ended September 30, 20(
$139.9 million for the year ended September 30420bis increase is due primarily to an $8.0 millcharge to settle a lawsuit taken during
the fourth quarter ended September 30, 2004. Tibiease is also due to increased legal fees ofrfilli@n, increased bad debt expense of
$1.2 million due to receivable write-offs and $inillion in severance expenses recorded during &z gnded September 30, 2004 as
compared to the year ended September 30, 2003eTiegased selling general and administrative msgewere offset by approximately
$7.8 million of reduced employment related expemselsiding employee paid medical insurance, bonaselscommissions and other varie
expenses. As a result of these charges, sellimgrgkand administrative expenses as a percestehue increased from 11.0% for the year
ended September 30, 2003 to 11.8% for the yeardeBdptember 30, 2004.

Goodwill Impairment Charge

During the year ended September 30, 2004ea@rded a charge of $88.6 million related to impants to the carrying value of goodwill.
This charge was entirely associated with thoseoregihat do not include Houston Stafford Electiar, largest residential subsidiary. See
“Liquidity and Capital Resources” which follows farrther information.

Income From Operations

Income from operations decreased $118.2anillor 339%, from $34.9 million for the year en@®=ptember 30, 2003 to an $83.3 million
operating loss for the year ended September 30}. 2890a percentage of revenues, income from operatiecreased from 3% for the year
ended September 30, 2003, to a 7%
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operating loss for the year ended September 30}. Z0ts decrease in income from operations wasaiiynattributed to the $88.6 million of
goodwill impairment to the carrying value of gootlhwthe accrual of $8.0 million for the settlemenfita lawsuit included in selling, general
and administrative and the $24.4 million declingioss profits earned during the year ended SegeB8t) 2004 as compared to the year
ended September 30, 2003.

Interest and Other Expense, net

Interest and other expense, net increasedrion, or 12.3%, from $25.9 million in 2003 £29.1 million in 2004. This increase is
primarily due to $5.2 million in costs incurred thg the year ended September 30, 2004 associatbdhei early extinguishment of
$75.0 million of high-yield subordinated debt. Thisrease was offset by a $3.3 million decreasetarest expense during the year ended
September 30, 2004 due to a lower amount of avataeoutstanding during the year ended Septenthe20®4 compared to the year ended
September 30, 2003, and a shift to lower cost sessicured debt from subordinated debt during ttae gaded September 30, 2004.

Provision for Income Taxes

Our effective tax rate decreased from 4%tieryear ended September 30, 2003 to negative 6% dgear ended September 30, 2004.
The decease is attributable to a pretax net l@ssanent differences required to be added badkéome tax purposes, the impairment of
non-deductible goodwill, additional valuation allamce against certain federal and state deferredsisets and a change in contingent tax
liabilities.

As of September 30, 2004, we had availabfe@apmately $55.7 million of federal net tax opémgtloss carry forwards for federal inco
tax purposes including $40.6 million resulting fréme additional amortization of tax goodwill. Thuarry forward, which may provide future
tax benefits, will begin to expire in 2011. We alsal available approximately $143.8 million of teet operating loss carry forwards for state
income tax purposes including $26.0 million resigtfrom the additional amortization of tax goodwithich begin to expire in 2005.

In assessing the realizability of deferreddasets at September 30, 2004, we considered erhiethas more likely than not that some
portion or all of the deferred tax assets will hetrealized. Our realization of deferred tax asisedg@pendent upon the generation of future
taxable income during the periods in which thesepi@rary differences become deductible. However, SEB9, “Accounting for Income
Taxes” places considerably more weight on histbriesults and less weight on future projections mtiere is negative evidence such as
cumulative pretax losses in recent years. We iecuarcumulative pretax loss for September 30, 22023 and 2004 including goodwill
impairment. In the absence of specific favorabldewce of sufficient weight to offset the negatéxédence of the cumulative pretax loss, we
have provided valuation allowances of $22.0 millioncertain federal deferred tax assets and $3l®mfor certain state deferred tax assets.
We believe that $4.2 million of federal deferred #ssets will be realized by offsetting reversiefedred tax liabilities. We believe that
$0.4 million of state deferred tax assets will balized for certain non-unitary, non-consolidatad aon-combined state tax returns and
valuation allowances were not provided for thesetss We will evaluate the appropriateness okitsaining deferred tax assets and value
allowances on a quarterly basis.

Our effective tax rate from discontinued @piens decreased from 40% for the year ended Séptedd, 2003 to negative 327% for the
year ended September 30, 2004. The decease lmitabie to a pretax net loss, permanent differeregsired to be added back for income
purposes, the impairment of non-deductible goodwadditional valuation allowance against certagtefal and state deferred tax assets and a
change in contingent tax liabilities.

In the absence of specific favorable evidesfcrufficient weight to offset the negative eviderof the cumulative pretax loss, we have
provided $1.6 million of valuation allowances fartain federal and state deferred tax assets fisaotinued operations.
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Cost Drivers

As a service business, our cost structunggisly variable. Our primary costs include labogtarials and insurance. Approximately 489
our costs are derived from labor and related exgerizor the years ended September 30, 2003, 2@0208%, our labor-related expenses
totaled $506.3 million, $499.7 million and $463.49lion, respectively. As of September 30, 2005, veel approximately 8,900 employees.
Approximately 7,295 employees were field electrnsiathe number of which fluctuates depending upemumber and size of the projects
undertaken by us at any particular time. Approxehatf,585 employees were project managers, jobrsupedents and administrative and
management personnel, including executive officesmators or engineers, office staff and clenmakonnel. We provide a health, welfare
and benefit plan for all employees subject to blligy requirements. We have a 401(k) plan pursuanthich eligible employees may make
contributions through a payroll deduction. We maiagching cash contributions of 25% of each empl@yeentribution up to 6% of that
employee’s salary. We also had an employee stogihpsee plan that provided eligible employees theodpnity to contribute up to 100% of
their cash compensation up to $21,250 annuallyatdwhe annual purchase of our common stock eadnted price; 561 employees
participated in this plan during the year endedt&@aper 30, 2005. The employee stock purchase pdsswspended effective January 1,
2005.

Approximately 49% of our costs incurred arerhaterials installed on projects. This comporrtur expense structure is variable based
on the demand for our services. We generally icosts for materials once we begin work on a projatt generally order materials when
needed, ship them directly to the jobsite, ancalihiiem within 30 days. Materials consist of contlity-based items such as conduit, wire
and fuses as well as specialty items such as &gtiswitchgear and control panels. For the yeateceBeptember 30, 2003, 2004 and 2005,
our materials expenses totaled $464.0 million, $b#illion and $477.1 million, respectively.

We are insured for workers’ compensation, legey’s liability, auto liability, general liabiljt and health insurance, subject to large
deductibles. Losses up to the deductible amouetaesrued based upon actuarial studies and ounags8 of the ultimate liability for claims
incurred and an estimate of claims incurred butreported. The accruals are based upon known dactistorical trends and management
believes such accruals to be adequate. Expensekafims administration, claims funding and reserfuesling totaled $40.8 million,
$37.1 million and $40.5 million for the years endgsptember 30, 2003, 2004 and 2005, respectively.

Discontinued Operation

During October 2004, we announced plans gornbe strategic realignment including the plannegstiture of certain subsidiaries within
our commercial segment. This plan included managearively seeking potential buyers of the seléciempanies among other activities
necessary to complete the sales. As of Septembh@088, the planned divestitures had been subaligntompleted. In addition, during the
year ended September 30, 2005 we closed two bgsimits. The discontinued operations disclosurelsid®e only those identifie
subsidiaries qualifying for discontinued operatitreatment for the periods presented; therefoteeraubsidiaries included in our divestiture
plan will be included in future periods as they liydor discontinued operations treatment. Depagicin expense associated with discontir
operations for the years ended September 30, 2008, and 2005 was $3.0 million, $2.3 million and4$dillion, respectively.

During the year ended September 30, 20050n®pleted the sale of all the net assets of thirtééts operating subsidiaries for
$54.1 million in total consideration. Including ghwill impairment, the sales generated an pre-taz faf $14.1 million and have been
recognized as discontinued operations in the caleted statement of operations for the year endgdehber 30, 2005 and the results of
operations for
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the prior years ended September 30, 2003 and 2@t been reclassified. Summarized financial datdikzontinued operations are outlined
below:

Year Ended September 30,

2003 2004 2005
Revenue: $ 229,81( $ 241,76: $ 113,97:
Gross profit $ 36,977 $ 28,78 $ 10,47
Pretax income (los: $ 18,02( $  (1,31) $ (14,149
Balance as o
September 30, September 30,
2004 2005

Accounts receivable, n $ 59,08: $ 38C
Inventory 3,241 —
Costs and estimated earnings in excess of billimggncompleted contrac 10,27: —
Other current asse 42C —
Property and equipment, r 5,81¢ —
Goodwill 16,40¢ —
Other nor-current assei 1,607 8

Total asset $ 96,84* $ 38¢€
Accounts payable and accrued liabilit $ 17,67¢ $ 97¢
Billings in excess of costs and estimated earnomgencompleted contrac 6,667 —
Long term debt, net of current porti 26 —
Other long term liabilitie: 88¢ —

Total liabilities 25,25¢ 97¢
Net asset $ 71,58t¢ $ (599

In connection with the dispositions discusabdve, the net pre-tax loss was determined asafslfor the year ended September 30, 2005
(in thousands):

2005
Book value of tangible assets dives $ 68,14¢
Goodwill divestec 16,31
Liabilities divestec (20,299

Net assets diveste 64,16
Cash receive 48,00(
Notes receivabl 2,271
Retained receivable 3,791

Total consideration receive 54,06¢

Pre-tax loss $ (10,099

Goodwill Impairment Associated with Discontinuede@gions

During the year ended September 30, 2005ea@ded a net goodwill impairment charge of $18ilion related to certain subsidiaries
which were held for disposal by sale. This impaintngharge is
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included in the net loss from discontinued operetioaption in the consolidated statement of opmratiThe impairment charge was
calculated based on the assessed fair value ad¢datike subsidiaries identified for disposal l#ssnet book value of the assets related to
those subsidiaries. The fair value utilized in #adculation was the same as that discussed ipréeeding paragraph addressing the
impairment of discontinued operations. Where tlevi@ue did not exceed the net book value of s&liary including goodwill, the goodwiill
balance was impaired. This impairment of goodwaisvdetermined prior to the disclosed calculatioaryf additional impairment of the
identified subsidiary disposal group as requirespant to Statement of Financial Accounting Statisl&o. 144 Accounting for the
Impairment or Disposal of Lol-Lived AssetsWVe utilized estimated gross proceeds to calculeddir values associated with the goodwill
impairment charge. There have not been any sigmfidifferences between those estimates and thalgmbceeds received upon the sale of
the subsidiaries.

Impairment Associated with Discontinued Operati

In accordance with the Statement of Finank@ounting Standards No. 144¢counting for the Impairment or Disposal of Longedd
Assets, during the year ended September 30, 2005, wededa@n impairment charge of $1.5 million relatedhie identification of certain
subsidiaries for disposal by sale. The impairmess walculated as the difference between the fhiegaless costs to sell, assessed at the dat
the companies individually were selected for sal their respective net book values after all otttfustments had been recorded. In
determining the fair value for the disposed asaetsliabilities, we evaluated past performancegetqd future performance, management
issues, bonding requirements, market forecastshendarrying value of such assets and liabilitied eceived a fairness opinion from an
independent consulting and investment banking firsupport of this determination for certain of thésidiaries included in the assessment.
The impairment charge was related to subsidianelsided in the commercial and industrial segmemusfoperations.

Working Capital

September 30,
2004 2005
(In thousands)

CURRENT ASSETS

Cash and cash equivale $ 22,23. $ 28,34¢
Restricted cas — 9,59¢

Accounts receivable
Trade, net of allowance of $3,980 and $3,997 respsy 198,68! 188,48"
Retainage 61,54: 51,45¢
Costs and estimated earnings in excess of billimggncompleted contrac 31,54¢ 25,57¢
Inventories 19,41( 23,02%
Prepaid expenses and other current a: 12,881 24,91¢
Assets held for sale associated with discontinyestations 96,84¢ 38¢
Total current asse $  443,14¢ $  351,80(

CURRENT LIABILITIES:

Short term debt and current maturities of l-term debt $ 42,99: $ 32
Accounts payable and accrued expel 131,82: 123,24«
Billings in excess of costs and estimated earnamgencompleted contrac 30,92: 37,17¢
Liabilities related to assets held for sale assediavith discontinued operatio 25,25¢ 97¢
Senior convertible notes, n — 50,69:
Senior subordinated notes, | — 173,13«
Total current liabilities $ 230,99 $  385,25!
Working capital $ 212,15 $ (33,455
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Total current assets decreased $91.3 miltio21%, from $443.1 million as of September 3M42M® $351.8 million as of September 30,
2005. This decrease is primarily the result of &.%9nillion decline in assets held for sale asrthated businesses that were divested during
fiscal 2005 and the sale of the assets completdditidnally, trade receivables and retainage dedli$i10.2 million and $10.1 million,
respectively. These declines were driven by jolmsgieting during the year, lower volume of projegisl improved collections. Costs and
estimated earnings in excess of billings on uncetepl contracts decreased $6.0 million. These declirere partially offset by increases in
cash and cash equivalents of $6.1 million, an emean restricted cash of $9.6 million, an increasaventories of $3.6 million and an
increase in prepaids and other current assets0$iillion. Restricted cash at September 30, 2@@besents cash collateral held by our k
to secure outstanding letters of credit. The irgeaa inventories is primarily related to our resitlal segment which experienced increased
demand for services during fiscal 2005. The in@eaprepaids and other current assets is mostipaiable to deposits held by our surety
provider to secure outstanding surety bonds. Toease in prepaid expenses and other current asgeisarily due to a $10.0 million
increase in deposits, to collateralize our surebgmm. At September 30, 2005, we had $17.9 milliiodeposits and accumulated interest
thereon with our surety provider.

Total current liabilities increased $154.3liom or 67% from $231.0 million at September 3002 to $385.3 million at September 30,
2005. This increase is primarily attributable toed increase in debt classified as current of $8tllion, a decrease in accounts payable and
accrued expenses of $8.6 million and a decrealabitities related to assets held for sale of 824illion. In November 2004 and February
2005, we issued an aggregate $50.0 million in cadilble notes due in 2014. The proceeds from ttggasce were primarily used to repay the
current indebtedness outstanding under our cradiiitf in effect at that time. As of September 2005, we expect that we will not be in
compliance with certain debt covenants subseqoeBéeptember 30, 2005. Therefore, in accordanceBiR 86-30, “Classifications of
Obligations When a Violation is Waived by a Creditave classified the long-term portion of our sentonvertible notes and our senior
subordinated notes as current. Liabilities relatedssets held for sale decreased because thedrbladiness were divested during fiscal 2005.
These declines were partially offset by an incredsg6.3 million in billings in excess of costs aggtimated earnings on uncompleted
contracts.

As of September 30, 2005, the status of oatscin excess of billings versus our billings xcess of costs improved over that at
September 30, 2004; and days sales outstandingwag’s days from 81 days at September 30, 2008 tays at September 30, 2005. Our
receivables and costs and earnings in excesslioision uncompleted contracts as compared to &nmewanues decreased from 24.7% at
September 30, 2004 to 23.6% at September 30, 2005 adjusted for a balance of $5.2 million aset8mber 30, 2005 in long-standing
receivables also outstanding at September 30, 20@40t fully collected by September 30, 2005.isAsommon in the construction industry,
some of these receivables are in litigation or irequis to exercise our contractual lien rights arelexpected to be collected. These
receivables are primarily associated with a fewrafpeg companies within our commercial and indassegments. Some of our receivables
are slow pay in nature or require us to exercigecontractual or lien rights. We believe that ollmwances for doubtful accounts are
sufficient to cover any uncollectible accounts.

Liquidity and Capital Resources

As described above in “Management’s Discusaiod Analysis of Financial Condition and Resuft©perations — General — Update on
Financial Restructuring”, our independent registgrablic accounting firm, Ernst & Young LLP, incled a going concern modification in its
unqualified audit opinion on our consolidated fin@h statements for the fiscal year ended Septel3®e2005 included in this Form 1046 ¢
result of our operating losses during fiscal 2008 aur potential non-compliance with certain debtemants subsequent to September 30,
2005. Each of the efforts that we are currentlyartaking to address this uncertainty, a finan@atnucturing, an amendment to our new
credit facility and implementation of our Succes$$ftpjects process (each of which is describeddnendetail above) is expected to have an
impact on our liquidity and capital resources.
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We expect that any restructuring of our atructure would déever, and therefore strengthen, our balance simetiiding the propose
restructuring set forth in our non-binding agreetrimmprinciple with the ad hoc committee of notederk described above. The proposed
restructuring, if consummated, would result in $72.9 million principal amount senior subordinatedes being exchanged for common
stock, for our senior convertible notes to be rtaitesl or the holders otherwise provided the fulligaof their note claim and for the
reinstatement or refinancing of our bank creditliigc In addition, as described above, the agresnireprinciple contemplates that our
customers, vendors and trade creditors would nahpaired by the restructuring and would be paituihin the ordinary course of business.
Our liquidity may not improve or may be adverseffgeted, however, until our financial restructurisgconsummated. Although we expect to
begin an out-of-court solicitation process in Jap@®06, there is no certainty as to when or if ingncial restructuring will be
consummated. See “Management’s Discussion and Sisady Financial Condition and Results of Operaien General — Update on
Financial Restructuring” above for a further dission of the proposed financial restructuring.

While we expect to reach consensual agreemigéimthe holders of our $50 million senior convielg notes or refinance their facility, we
may be de-listed from the NYSE. If our common stizcie-listed from the NYSE and we have not reacdgdement with these noteholders,
the holders of our senior convertible notes wowldehthe right, beginning 35 business days aftdistiag, to put their notes back to us. We
would likely not be able to pay the principal amdred interest on those notes if put to us. Addlly, our new credit facility restricts our
ability to repurchase these notes. Our inabilityepurchase these notes and the limitations imewr credit facility to repurchase these notes
could affect the success of any plan of reorgainimatontemplated by us without an agreement wighhtbiders of the senior convertible na
Absent an agreement with the holders of the seminvertible notes to any pre-packaged Chapter d4 thlat may be filed, we would seek to
reinstate their notes or give them property equéhé full value of their note claims. We do no¢gently have an agreement with any of the
holders of the senior convertible notes to the ement in principle or any other proposed restruictuplan.

In addition, our liquidity may be negativeffected by a failure to obtain an amendment tongw bank credit facility. See
“Management’s Discussion and Analysis of Finan€iahdition and Results of Operations — General — Admeents to New Credit Facility”
above for a further discussion of the amendmentswst seek. If we are unable to obtain an amendtoenir credit facility prior to
December 31, 2005, we will be in default on thatimment which if uncured in 30 days will resulicioss-defaults under our senior
convertible notes, our senior subordinated notesumoler our agreement with our bonding company.

Finally, our liquidity may be improved by oBuccessful Projects process. See “Managementtufson and Analysis of Financial
Condition and Results of Operations — General —c8s&ful Projects” above for a further discussiothif process. While we believe that
Successful Projects will have a positive impactiguidity, it is possible that liquidity could beegatively impacted by revised estimates to
complete on uncompleted projects.

As of September 30, 2005, we had cash artdesivalents of $28.3 million, restricted casl$8f6 million, working capital of
$(33.5) million, no outstanding borrowings under oredit facility, $172.9 million principal amounf senior subordinated notes,
$50.0 million principal amount of senior converébiotes, $46.3 million in letters of credit outstiry and available borrowing capacity un
our credit facility of $16.3. We also had lettefsedit outstanding with J.P. Morgan Chase of 638illion. At September 30, 2005,
$34.9 million in letters of credit issued by Barfkhanerica to J.P. Morgan Chase were to protectpoavious lender, J.P. Morgan Chase, in
the event that a letter of credit they issued Hast not been replaced by us, is drawn on.

During the year ended September 30, 2005)sgd $15.4 million of net cash from operating ati&s. This net cash from operating
activities was comprised of a net loss of $129.kioni decreased by a $15.1 million net loss frastdntinued operations, decreased by
$87.3 million in non-cash charges including a golidmpairment charges during the year of $57.3lionil, an impairment charge of
$6.0 million related to long-lived assets, worktapital changes of $3.8 million and $8.1 millionopferating cash flow from discontinued
operations. Net cash provided by investing actsitivas $35.8 million, consisting primarily of
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$48.0 million in proceeds received for the sal¢hateen business units during fiscal 2005 inclugtedet cash provided by investing activities
related to discontinued operations, partially dffsgan increase of $9.6 million in restricted casld $3.7 million in capital expenditures. Net
cash used in financing activities was $14.3 milkdmich is comprised of $67.9 million of repaymentade on our credit facility and term
loan, debt issuance costs of $7.4 million relatethé issuance of $50.0 million in convertible sodeiring the year and costs related to the
refinancing of our credit facility. These were lalgoffset by $60.0 million in borrowings duringetlyear including proceeds from the
issuance of the $50.0 million in convertible nates $10.0 million of additional drawings on ourditdacility.

On August 13, 2004, we announced that it ot timely file results for the three months ethdane 30, 2004 on Form 10-Q. There was
also a possibility that factors surrounding certamterial weaknesses in internal control may regairestatement of prior periods. Following
this announcement, the Company'’s stock price dedl#0 percent to $3.93 on August 16, 2004. We \xelieat this decline in stock price
plus the jury verdict and uncertainties surroundia@bility to obtain surety bonds was reflectdfea change in its operations that indicated
that a possible impairment of the carrying amodmamdwill existed at September 30, 2004. Therefaee performed a test for impairment
and consequently recorded a charge of $88.6 millibis charge is included in arriving at incomes@pfrom operations for the year ended
September 30, 2004. The impairment detailed byoperating regions follows (amounts in millions):

North $ 19.7
South 37.C
West 23.&
HSE 8.1
Total $ 88.¢

During the first quarter of fiscal 2005, weeorded a goodwill impairment of $0.6 million reldtto a subsidiary that at the time was
intended to be divested. Subsequently, it was éelambt to divest this subsidiary. At September2805, we performed a test for impairment
and consequently recorded a charge of $56.7 millitwe total goodwill impairment charge of $57.3lmil is included in arriving at income
(loss) from continuing operations for the year eh8eptember 30, 2005. The impairment detailed pyoparating regions follows (amounts
in millions).

North $ 16.7
South 1.C
West 39.¢
Total $ 57.c

There was no goodwill impairment charge i HSE region for the year ended September 30, 2005.

In accordance with SFAS No. 144, “Accountingthe Impairment or Disposal of Long-Lived Assétse evaluate the recoverability of
property and equipment or other assets, if factlscincumstances indicate that any of those assigtst ine impaired. If an evaluation is
required, the estimated future undiscounted castrsflassociated with the asset are compared tesHat'sicarrying amount to determine if an
impairment of such property has occurred. The efiéany impairment would be to expense the difierebetween the fair value of such
property and its carrying value. At September 3MS we determined that certain impairment indicateere present that may indicate an
impairment existed under SFAS 144. Those indicatmisided a goodwill impairment as of September2Zm5, coupled with cash flow
losses incurred during fiscal 2005 in its comméraral industrial segment. Accordingly, we evaluataglongoing value of its long-lived
assets. Based on this evaluation, we determinedéhniin long-lived assets in our commercial arlistrial segment with a carrying amount
$8.5 million were no longer recoverable and werpdired. Accordingly, we recorded a non-cash impairhtharge of $6.0 million to write
these assets down to their estimated fair val2d& million.
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Credit Facility

On August 1, 2005, we entered into a thres-$80 million asset-based revolving credit fagilitith Bank of America, N.A., as
administrative agent. The new credit facility req@d our existing revolving credit facility with JRivpan Chase Bank, N.A., which was
scheduled to mature on August 31, 2005. We and efashrr operating subsidiaries are co-borrowersaredointly and severally liable for all
obligations under the credit facility. Our othebsidiaries have guaranteed all of the obligatiom$eun the credit facility. The obligations of
borrowers and the guarantors are secured by aglefdgubstantially all of our assets and of oursglibries, excluding any assets pledged to
secure surety bonds procured by us and our sulisglia connection with their operations.

The credit facility allows us and the otherrowers to obtain revolving credit loans and pdeg for the issuance of letters of credit. The
amount available at any time under the credit itgdibr revolving credit loans or the issuance ettérs of credit is determined by a borrowing
base calculated as a percentage of accounts rbtmiiaventory and equipment. The borrowing badenied to $80 million, reduced by a
fixed reserve which is currently $15.9 million. Wave also deposited $9.6 million in an accountgeeldto Bank of America designed to
collateralize letters of credit. The amount in tiodlateral account can be used to increase borgedpacity.

Generally, outstanding borrowings under ttelit facility are priced at LIBOR plus a margirattvaries from 2.5% to 3.5%, or at our
option, a domestic bank rate plus a margin thaegdretween 0.5% and 1.5%. The Company is charfemting fee equal to 0.25% of each
letter of credit issued and is charged a lettaredit fee equal to the margin applicable to LIBA&ed loans, unless the letters of credit are
cash collateralized, in which case the fee is redury 0.75%.

The credit facility contains covenants resimg the ability to: (1) incur indebtedness; (2w liens; (3) enter into certain merger or
liquidation transactions; (4) dispose of assetsi&ke capital expenditures; (6) pay dividends;efiter into certain other agreements and
(8) make payments on our subordinated debt. Thiitdeeility also includes customary covenants rd@ay reporting obligations and requi
us to maintain a consolidated fixed charge coveratie. In addition to customary events of defathig credit facility provides that an even
default will occur if: (1) we or our subsidiariesfdult on any debt in excess of $500,000; (2) aerthanges of control occur; (3) an event of
default occurs with respect to out/%% Senior Subordinated Notes due 2009, the Comp&uwgries A 6.5% Senior Convertible Notes or our
Series B 6.5% Senior Convertible Notes if such aléfa not cured within the applicable grace peri@g an event of default occurs under our
agreements with Federal Insurance Company (“Chuthd)as a result thereof Chubb (a) has ceasedgssuiety bonds on our behalf ,
(b) has made demand for performance thereunde) biaé otherwise commenced exercising any rem#ugesunder, or if any claim is made
on Chubb related to any bonded contract againgstuer of any surety bond or (6) an event or dadbccurs which has a material adverse
effect on us and our subsidiaries taken as a whae. event of default occurs under the creditlitgcthen the lenders may: (1) terminate
their commitments under the credit facility; (2ctige any outstanding indebtedness under the daaility to be immediately due and
payable; and (3) foreclose on the collateral pledgesecure the obligations.

As of September 30, 2005, we had no outstanolorrowings under the revolving credit line, vagletters of credit outstanding with
Bank of America of $46.3 million, and had availabtErowing capacity of $16.3 million under our atedcility. We also had letters of credit
outstanding with J.P. Morgan Chase of $33.6 millias of December 16, 2005, available borrowing cé#painder our credit facility was
$5.6 million.

We have amended the credit facility twicee Bmendments provided relief for the fixed chamesoant for the months of August and
September, and eliminated the requirement foredfitharge covenant test to be performed in SepteamokeOctober. Because of the
cumulative effect of the fixed charge coverageoratie will have to obtain another amendment onefole December 31, 2005. The second
amendment resulted in limited availability undes fhcility by requiring us to have at least $12i0iom in excess funds availability at all
times. These amendments required the paymentgsiijgon their execution. These fees are capitatizateferred financing costs and
amortized over the life of the facility.
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On August 1, 2005 the Bank of America andl@hentered into a letter agreement which sets fmttain agreements among the parties
thereto with respect to the commingling of castcpeals from collateral granted to Chubb to securesanety obligations and the cash
proceeds from collateral granted to Bank of Ameiicaonnection with the credit facility. We prov@l€hubb with an additional $5 million
letter of credit which will be held by Chubb as #idehal security for our surety obligations.

On September 30, 2005, we and Bank of Amemitared into a letter agreement whereby we woulkematable monthly payments to
increase the amount of cash collateral held byeheer as security for our obligations under theglitrfacility to $17.6 million by January 31,
2006. The balance in the account as of Septemh&0B® was $9.6 million and is recorded as resiiciash on the balance sheet.

Senior Convertible Note

On November 24, 2004, we entered into a @meetagreement for a private placement of $36.6omilggregate principal amount of its
6.5% Senior Convertible Notes due 2014. Investothé notes agreed to a purchase price equal & Ddhe principal amount of the notes.
The notes require payment of interest semi-anniraldyrears at an annual rate of 6.5%, have adstagturity of November 1, 2014,
constitute senior unsecured obligations, are gteeanon a senior unsecured basis by our signifidamestic subsidiaries, and are conver
at the option of the holder under certain circumsts into shares of our common stock at an irgbalversion price of $3.25 per share, sut
to adjustment. On November 1, 2008, we have thieopd redeem the Senior Convertible Notes, sultfecertain conditions. The net
proceeds from the sale of the notes were usecefmagra portion of our senior secured credit facditd for general corporate purposes. The
notes, the guarantees and the shares of commdaisso@ble upon conversion of the notes to be efféave not been registered under the
Securities Act of 1933, as amended, or any stateries laws and, unless so registered, the g&simay not be offered or sold in the Uni
States except pursuant to an exemption from, artransaction not subject to, the registration ireguents of the Securities Act and
applicable state securities laws. A default unteraredit facility or the senior subordinated nog=ilting in acceleration that is not cured
within 30 days is also a cross default under tméoseonvertible notes. In addition, other everftdefault under the senior convertible notes
indenture include, but are not limited to, a chaafieontrol, the de-listing of the Company’s stdickm a national exchange or the
commencement of a bankruptcy proceeding.

On December 5, 2005, the Company announeedtthad received a notice from the NYSE thatGloenpany’s 30-day trading average
stock price was below $1.00 and that the Companyfdited or may fail to meet other published regqmients for continued listing of its
common stock on the NYSE, including the exchang&isket capitalization requirements. On Decembe085, the NYSE suspended
trading of the Company’s common stock and notifleel Company of its intent to de-list the commorcktsubject to the Company’s right to
appeal in accordance with the NYSE's rules.

On December 14, 2005, the Company announi¢ediireached a non-binding agreement in prineyile an ad hoc committee of holders
of approximately $101 million of 58% of its $172llion principal amount of senior subordinatede®for a potential restructuring pursuant
to which the senior subordinated noteholders woeb@ive in exchange for all of their notes, shaegsesenting 82% of the common stock of
the reorganized company. If the proposed restringwrere to be consummated, the proposed plan myéges the filing of a pre-packaged
Chapter 11 plan of reorganization.

On February 24, 2005 and following sharehoégmroval, we sold $14 million in principal amouwftits Series B 6.5% Senior Converti
Notes due 2014 (the Notes), pursuant to separatenogxercises by the holders of the aforementigg&imillion aggregate principal amot
of Notes issued by the us in an initial privatecplment on November 24, 2004. The senior conventibtes are a hybrid instrument compri
of two components: (1) a debt instrument and (Bfage embedded derivatives. The embedded derivatihn@ude a redemption premium and
a make-whole provision. In accordance with the gna that Statement of Financial Accounting StadalBio. 133, as amende&;counting
for Derivative Instruments and Hedging Activit, (“SFAS 133") and Emerging Issues Task Force I$$01€00-19 Accounting for Derivative
Financial Instruments Indexed to, and Potentiakyjtied in, a Compars Own StocK“EITF 00-19")
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provide, the embedded derivatives must be remawed the debt host and accounted for separatelydasieative instrument. These
derivative instruments will be marked-to -marketteeeporting period. During the three months erdedember 31, 2004, we were required
to also value the portion of the Notes that woeltlls in cash because of shareholder approvaleoRtites had not yet been obtained. The
initial value of this derivative was $1.4 milliomathe value at December 31, 2004 was $4.0 milamd, consequently, a $2.6 million mark to
market loss was recorded. The value of this davigatnmediately prior to the affirmative sharehaldete was $2.0 million and accordingly,
we recorded a mark to market gain of $2.0 milliaming the three months ended March 31, 2005. Twaeno mark to market gain or loss
during the three months ended June 30, 2005. Dthimguarter ending September 30, 2005 there warlato market loss of $0.1 million
recorded. The calculation of the fair value of to@version option was performed utilizing the Bl&dholes option pricing model with the
following assumptions effective at the year endedt&mber 30, 2005: expected dividend yield of 0.08%pected stock price volatility of
40.00%, weighted average risk free interest ratgirg from 3.67% to 4.15% for four to ten yearspectively, and an expected term of four
to ten years. The valuation of the other embeddeivatives was derived by other valuation methaududing present value measures and
binomial models. At September 30, 2005, the falu@@f the two remaining derivatives was $1.5 roiili Additionally, we recorded at

March 31, 2005 a net discount of $0.8 million whistbeing amortized over the remaining term offa¢es. We did not cause a registration
statement to become effective on or before Nover@BegR005, to register the underlying shares ferttes and liquidated damages began to
accrue at the rate of 0.25% per annum.

Senior Subordinated Note

We have outstanding two different issueseniiar subordinated notes with similar terms. Thiesdear interest at?9s% and will mature
on February 1, 2009. Interest is paid on the noteBebruary 1 and August 1 of each year. The raosinsecured senior subordinated
obligations and are subordinated to all other @xdsand future senior indebtedness. The noteswaragteed on a senior subordinated bas
all our subsidiaries. Under the terms of the notesare required to comply with various affirmatasmd negative covenants including
(2) restrictions on additional indebtedness, andd&trictions on liens, guarantees and divideBdsing the year ended September 30, 2004,
we redeemed $75.0 million principal amount of ésisr subordinated notes, paying a call premiu.688%, or $3.5 million. This premium
along with a write off of previously capitalizedfdered financing costs of $1.6 million was recordeada loss in other income and expense in
accordance with SFAS No. 145. At September 30, 20@42005, the Company had $172.9 million in outditag senior subordinated notes.
Our next interest payment date on our senior stbated notes is February 1, 2006, on which datevilewe approximately $8.1 million in
accrued interest to the holders of these notestteerd is no assurance that we will be able to niaikeinterest payment when due.

Off-Balance Sheet Arrangements

As is common in our industry, we have enténgad certain off balance sheet arrangements tkadse us to increased risk. Our significant
off balance sheet transactions include commitmasgsciated with noncancelable operating leasést tHtcredit obligations and surety
guarantees.

We enter into noncancelable operating lefmamany of our vehicle and equipment needs. Thesses allow us to retain our cash when
we do not own the vehicles or equipment and wegoapnthly lease rental fee. At the end of the lgagehave no further obligation to the
lessor. We may determine to cancel or terminagasd before the end of its term. Typically we eglé to the lessor for various lease
cancellation or termination costs and the diffeeebetween the then fair market value of the leassdt and the implied book value of the
leased asset as calculated in accordance witleéise lagreement.

Some of our customers and vendors requite psst letters of credit as a means of guarargga#nformance under our contracts and
ensuring payment by us to subcontractors and ventfarur customer has reasonable cause to eféschent under a letter of credit, we
would be required to reimburse our creditor forlgtéer of credit. Depending on the circumstanegsosinding a reimbursement to our
creditor, we may have a charge to earnings inghabd. To date we have not had a situation whetestomer or vendor has
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had reasonable cause to effect payment underea éfttredit. At September 30, 2005, $1.3 millidroor outstanding letters of credit were to
collateralize our customers and vendors.

Some of the underwriters of our casualty iasae program require us to post letters of creglitollateral. This is common in the
insurance industry. To date we have not had atgtuavhere an underwriter has had reasonable daueféect payment under a letter of
credit. At September 30, 2005, $32.3 million of outstanding letters of credit were to collatemlimir insurance program.

Many of our customers require us to postqrerance and payment bonds issued by a surety. Tuosls guarantee the customer that we
will perform under the terms of a contract and tlatwill pay subcontractors and vendors. In theneteat we fail to perform under a contr
or pay subcontractors and vendors, the customerdaanand the surety to pay or perform under our b@ual relationship with our sureties
such that we will indemnify the sureties for anypenses they incur in connection with any of thedsatmey issues on our behalf. To date, we
have not incurred significant costs to indemnify sureties for expenses they incurred on our beAalbf September 30, 2005, our cost to
complete projects covered by surety bonds was appately $92.4 million and we utilized a combinatiof cash and letters of credit totaling
$29.3 million to collateralize our bonding program.

At September 30, 2005, we had an additioB4al$million in letters of credit issued by BankAherica to our previous lender. These
letters of credit are issued to protect our previlander in the event that a letter of credit tlssyed, but has not been replaced by us, is draw
on. To date, no letters of credit issued by ourletdier have been drawn on. As of December 12,,28@5e outstanding letters of credit had
been reduced to $1.5 million.

Other Commitments

In April 2000, we committed to invest up .8 million in EnerTech Capital Partners Il L.Pn@ETech). EnerTech is a private equity f
specializing in investment opportunities emergiranf the deregulation and resulting convergencé@gnergy, utility and
telecommunications industries. Through SeptembeRB05, we had invested $3.9 million under our cammant to EnerTech. The carrying
value of this EnerTech investment at Septembe2304 and 2005 was $3.0 million and $3.1 milliorspectively. This investment is
accounted for on the cost basis of accounting andrdingly, we do not record unrealized lossegHerEnerTech investment that it believes
are temporary in nature. As of September 30, 20@5unrealized losses related to the Company’sabfahe Enertech fund amounted to
approximately $0.7 million, which we believe arenorary in nature. If facts arise that lead usdtedmine that such unrealized losses art
temporary, we would write down our investment ireElrech through a charge to other expense duringétied of such determination.

Our future contractual obligations include tfiousands)(1):

2006 2007 2008 2009 2010 Thereafter Total
Debt obligations $ 222,90¢ $ 6 $ — $ — $ — $ — $ 222,92.
Capital lease obligatior $ 11 $ 4 $ 3 $ 3 $ 1 % — $ 22
Other lon¢-term liabilities $ — $1363: $ 524 $ 761 $ 195 % 11F $ 15,22¢
Operating lease obligatiol $ 10,21 $ 7,54z $5,127 $ 3,52¢ $1,31¢ % 1,05z $ 28,78(

(1) The tabular amounts exclude the interest alibgs that will be created if the debt and capéake obligations are outstanding for the
periods presente:
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Our other commercial commitments expire disvies (in thousands):

2006 2007 2008 2009 2010 Thereafter Total
Standby letters of crec $ 46,30¢ $— $— $— $— 3 — $ 46,30¢
Other commercial commitmer $ 80038 $— $— $— $— ¢ 1,10((2) $ 9,10(

(2) Balance of investment commitment in EnerTéah.October 3, 2005, we invested $450,000 in EndrTeducing our remaining
commitment to $650,00!

(3) Balance of our collateral commitment to Baflmerica through December 20, 2005, we deposited #illion in the collateral
account reducing our remaining commitment to $3ilan.

Outlook

As described above in “Management’s Discusaiod Analysis of Financial Condition and Resuft©perations — General — Update on
Financial Restructuring”, our independent registgrablic accounting firm, Ernst & Young LLP, incled a going concern modification in its
audit opinion on our consolidated financial statatador the fiscal year ended September 30, 20€5dked in this Form 10-K as a result of
our operating losses during fiscal 2005, our nomymitance with certain debt covenants as of Septe®®e2005 and our potential
non-complianceavith certain debt covenants subsequent to SepteBthex005. Each of the efforts that we are curyamtidertaking to addre:
this uncertainty, a financial restructuring, an adraent to our new credit facility and implementataf our Successful Projects process (each
of which is described in more detail above) is etpe to have an impact on our liquidity and cap#aburces.

We expect that any restructuring of our agitructure would de-leveand therefore strengthen, our balance sheet, imgjutle propose
restructuring set forth in our non-binding agreetriemprinciple with the ad hoc committee of notederk described above. The proposed
restructuring, if consummated, would result in $72.9 million principal amount senior subordinatedes being exchanged for common
stock, and for the reinstatement or refinancinguaf$50 million principal amount senior convertilletes and our bank credit facility. In
addition, as described above, the agreement igiptexcontemplates that our customers, vendorgradé creditors would not be impaired by
the restructuring and would be paid in full in iveinary course of business. Our liquidity may imgprove or may be adversely affected,
however, until our financial restructuring is consuated. Although we expect to begin an out-of -tedlicitation process in January 2006,
there is no certainty as to when or if any finah@atructuring will be consummated. See “Managefddiscussion and Analysis of
Financial Condition and Results of Operations — &ah— Update on Financial Restructuring” aboveddurther discussion of the
proposed financial restructuring.

While we expect to reach consensual agreemigimthe holders of our $50 million senior convlele notes or refinance their facility, we
may be de-listed from the NYSE. If our common stiscéle-listed from the NYSE and we have not reacgdement with these noteholders,
the holders of our senior convertible notes wowdéhthe right, beginning 35 business days aftdistlag, to put their notes back to us. We
would likely not be able to pay the principal amdraed interest on those notes if put to us. Addélly, our new credit facility restricts our
ability to repurchase these notes. Our inabilityjourchase these notes and the limitations imewr credit facility to repurchase these notes
could affect the success of any plan of reorgaitizatontemplated by us without an agreement wighhiblders of the senior convertible nc
Absent an agreement with the holders of the semnvertible notes to any pre-packaged Chapter d4 thlat may be filed, we would seek to
reinstate their notes or give them property equ#hé full value of their note claims. We do no¢gently have an agreement with any of the
holders of the senior convertible notes to the ement in principle or any other proposed restruictuplan.

In addition, our liquidity may be negativelffected by a failure to obtain an amendment tongwv bank credit facility. See
“Management’s Discussion and Analysis of Finan€ahdition and Results of Operations — General — Admeents to New Credit Facility”
above for a further discussion of the amendmentmwet seek. If we are unable to obtain an amendtoenir credit facility prior to
December 31, 2005, we will be in default on thatimment which if uncured in 30 days will resultimss-defaults under our senior
convertible notes, our senior subordinated notesumoler our agreement with our bonding company.
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Finally, our liquidity may be improved by o8uccessful Projects process. See “Managementtgsgon and Analysis of Financial
Condition and Results of Operations — General —cBssful Projects” above for a further discussioth@f process. While we believe that
Successful Projects will have a positive impactiguidity, it is possible that liquidity could beegatively impacted by revised estimates to
complete on uncompleted projects.

Economic conditions across the country haaenlrhallenging although construction industry spenis expected to increase by 2.2% in
2005 according to McGraw Hill. McGraw Hill expeasnstruction industry spending to increase by 2i82006. We continue to focus on
collecting receivables and reducing days salesandsg. We will continue to take steps to redugeansts. We have made significant
reductions in administrative overhead at the hoffieeoand in the field. We are also committed tdueing the working capital committed in
our business by focusing on cash collections. Weeatly expect revenues of $0.95 billion to $1.0idn, operating income of $13—
$16 million and EBITDA of $22-$25 million in fisc&006. The difference between operating incomeEBId DA is depreciation and
amortization. Management believes EBITDA providssful information to investors as a measure of cnaipility to peer companies.
However, these calculations may vary from compangoimpany, so our calculations may not be comparabbther companies. EBITDA is
one of the measures that is used in determiningpiante with our credit facility.

During fiscal 2005, we sold 13 units and elb$wo others. These units produced revenues agraitimy income during fiscal 2004 of
approximately $244.3 million and $8.6 million (befazonsidering the impact of goodwill), respectyvdlhe sales generated $54.1 million in
total consideration comprised of $48.0 million ash, $2.3 million in notes receivable and $3.8iamilin retained assets and receivables.
result of these sales, the revenue and income) @osdributions are no longer included in our résof operations and the sales proceeds
used to reduce our indebtedness.

If we successfully complete the proposeduesiring, we believe that additional business oppities and our ability to meet them
would improve. We expect we would be able to prevadditional bonds for jobs in the marketplacethferrimproving backlog. We also
expect we would be awarded additional businessibiomers due to our increased financial strengtlditfonal attention paid to working
capital would provide additional resources to nieese increased business opportunities. We exXpatctite results from the divestiture
program, the implementation of Successful Projbett practices and the strengthening of the balsimeet would lead to significantly
improved operating results in the coming yearsw&scontinue to cut costs and utilize Successfujeets our outlook will change.

We expect to generate cash flow from openatisales of businesses and our credit facility.cash flows from operations tend to track
with the seasonality of our business and histdsidave improved in the latter part of our fiscaby. We anticipate that these combined cash
flows including those resulting from successful pdetion of the proposed restructuring will provisigficient cash to enable us to meet our
working capital needs, debt service requiremendiscaipital expenditures for property and equipmlerdgugh the next twelve months. We
expect capital expenditures of approximately $6ildan for the fiscal year ended September 30, 2aDér ability to generate cash flow is
dependent on our successful completion of the megoestructuring and many other factors, includiegnand for our products and services,
the availability of projects at margins acceptables, the ultimate collectibility of our receivab| the ability to consummate transactions to
dispose of businesses and our ability to borrowumcredit facility. See “Disclosure Regarding FardrLooking Statements.”

Seasonality and Cyclical Fluctuations

Our results of operations from residentialstouction are seasonal, depending on weatherdyevith typically higher revenues generated
during spring and summer and lower revenues ddathg@nd winter. The commercial and industrial agpe our business is less subject to
seasonal trends, as this work generally is perfdrimgide structures protected from the weather.g@wvice and maintenance business is
generally not affected by seasonality. In addititwe, construction industry has historically beeghhyj cyclical. Our volume of business may
be adversely affected by declines in constructimjegts resulting from adverse regional or
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national economic conditions. Quarterly results raksp be materially affected by the timing of nemstruction projects, acquisitions and
timing and magnitude of acquisition assimilatiostso Accordingly, operating results for any fispatiod are not necessarily indicative of
results that may be achieved for any subsequeral figeriod.

Inflation

Due to the relatively low levels of inflati@xperienced in fiscal 2002 and 2003, inflation wid have a significant effect on our results in
those fiscal years or on any of the acquired bssieeduring similar periods. During fiscal 2004 2065, however, we experienced
significant increases in the commaodity prices qffer products, steel products and fuel. Over thgterm, we expect to be able to pass tl
increased costs to our customers.

Recent Accounting Pronouncements

In December 2004, the Financial Accountingngiards Board (FASB) issued Statement of Finakdebunting Standards
(SFAS) No. 123 (revised 2004), “Share-Based Payrhetich is a revision of SFAS No. 123, “Accountifay Stock-Based Compensation.”
SFAS No. 123(R) supersedes APB Opinion No. 25, theting for Stock Issued to Employees,” and amé&iS No. 95, “Statement of
Cash Flows.” SFAS No. 123(R) requires companiexctmunt for stock-based compensation awards bas#tedair value of the awards at
the date they are granted. The resulting compeamsatist is shown as an expense in the consoligééeiments of operations. This statement
was effective for the Company beginning on Octdhe2005. SFAS No. 123(R) permits adoption using afitevo methods: 1) a “modified
prospective” method, in which compensation cost@®gnized beginning on the effective date (a) hasethe requirements of SFAS No. 123
(R) for all share-based payments granted afteetieetive date and (b) based on the requiremen8&{S No. 123 for all awards granted to
employees prior to the effective date of SFAS N&B(R) that remain unvested on the effective datt2Zra “modified retrospective” method
that includes the requirements above, but also ifeantities to restate based on the amounts pusljigecognized under SFAS No. 123 for
purposes of pro forma disclosures of all prior pesi presented. We intend to adopt SFAS No. 123¢Rpiuthe “modified prospective”
method. As discussed above, we currently accourgtfare-based payments to employees using thesittiralue method and, as such,
generally recognize no compensation cost for stmtion awards and stock issued pursuant to our &epl Stock Purchase Plan (ESPP).
Accordingly, the adoption of SFAS No. 123(R) cobld/e a significant impact on our reported resultsperations and cash flows; however,
the ultimate impact of the adoption of SFAS No. (B)3annot be predicted at this time because Itdeihend on the levels of share-based
payments granted in the future. However, had w@tdbSFAS No. 123(R) in the periods presentedintipact on results of operations wol
have approximated the impact of SFAS No. 123 asgmted in note 2. SFAS No. 123(R) also required#mefits of tax deductions in excess
of recognized compensation cost to be reportedfiasiacing cash flow, rather than as an operataghdlow as required under current
literature. This requirement will reduce net opeigitash flows and increase net financing cashdlmnperiods after adoption.
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ltem 7A. Quantitative and Qualitative Disclosures About MarkRisk

Management is actively involved in monitoriexposure to market risk and continues to devetmpudilize appropriate risk management
techniques. Our exposure to significant markefsrigklude outstanding borrowings under our floatiag credit facility and fluctuations in
commodity prices for copper products, steel proslacid fuel. Commodity price risks may have an irhpacour results of operations due to
fixed nature of many of our contracts, however rdiree this cost is passed to our customers. ASepitember 30, 2005, the Company had no
outstanding borrowings under the revolving credi | although the outstanding amount varies througthe fiscal year as working capital
needs change. The company has two senior conwentittés that are hybrid instruments comprised ofd@mponents: (1) debt instruments
and (2) certain embedded derivatives. Refer to Bai&“Notes to Consolidated Financial Statemefds’a description of these derivatives.

As a result, our exposure to changes inéstenates results from our short-term and long-eit with both fixed and floating interest
rates. The following table presents principal diior@al amounts (stated in thousands) and relateddst rates by year of maturity for our debt
obligations and their indicated fair market valt&aptember 30, 2005:

2006 2007 2008 2009 2010 _Thereafter Total
Liabilities — Debt:
Variable Rate (Credit Facility $ — $— $— $— $— & — $ —
Average Interest Ra — — — — — — —
Fixed Rate (Senior Subordinated Not $ 172,88! $— $— $— S$— $ — $ 172,88!
Interest Ratt 9.37t% — — — — — 9.37*%
Fixed Rate (Senior Convertible Bonc $  50,00( $— $— $— S$— $ — $ 50,00(
Interest Ratt 6.500% — — — — — 6.50(%
Fair Value of Debt
Variable Rate $ —
$ 190,90:

Fixed Rate
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders of
Integrated Electrical Services, Inc.

We have audited the accompanying consolidaddahce sheets of Integrated Electrical Servioes,and subsidiaries as of September 30,
2005 and 2004, and the related consolidated statsmé&operations, shareholders’ equity, and clstsffor each of the three years in the
period ended September 30, 2005. These finaneitments are the responsibility of the Company’sagament. Our responsibility is to
express an opinion on these financial statemerstschan our audits.

We conducted our audits in accordance wighstandards of the Public Company Accounting Ogbtd8oard (United States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethdindmecial statements are free of material
misstatement. An audit includes examining, on flasis, evidence supporting the amounts and digids in the financial statements. An
audit also includes assessing the accounting ptesiused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe thataodits provide a reasonable basis for our opinio

In our opinion, the financial statements nefd to above present fairly, in all material regpethe consolidated financial position of
Integrated Electrical Services, Inc. and subsidsaas of September 30, 2005 and 2004, and thelimtated results of their operations and
their cash flows for each of the three years inpeod ended September 30, 2005, in conformity WitS. generally accepted accounting
principles.

The accompanying consolidated financial staetets have been prepared assuming that the Compluegntinue as a going concern. As
more fully described in Note 1, the Company hasiirerl operating losses and is not expected to bermpliance with certain of its debt
covenants. These conditions raise substantial dahdnit the Company’s ability to continue as a gaiogcern. Management’s plans in regard
to these matters are also described in Note 1c®hsolidated financial statements do not includeaatjustments to reflect the possible fut
effects on the recoverability and classificatioras$ets or the amounts and classification of ligdslthat may result from the outcome of this
uncertainty.

We also have audited, in accordance wittsthedards of the Public Company Accounting Ovetdiglard (United States), the
effectiveness of the Company’s internal controlrdirancial reporting as of September 30, 2005¢tam criteria established in Internal
Control-Integrated Framework issued by the CommitteSponsoring Organizations of the Treadway Casion and our report dated
December 19, 2005 expressed an unqualified opmiomanagement’s assessment and an adverse opimtbe effectiveness of internal
control over financial reporting.

ERNST & YOUNG LLP

Houston, Texas
December 19, 2005
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INTEGRATED ELECTRICAL SERVICES, INC., AND SUBSIDIAR IES

Consolidated Balance Sheets
(In Thousands, Except Share Information)

September 30,
2004 2005
ASSETS
CURRENT ASSETS
Cash and cash equivalel $ 22,23. $ 28,34¢
Restricted cas — 9,59¢
Accounts receivable
Trade, net of allowance of $3,980 in 2004 and $8,82005 198,68! 188,48!
Retainage 61,54¢ 51,45¢
Costs and estimated earnings in excess of billimggncompleted contrac 31,54¢ 25,57¢
Inventories 19,41( 23,02:
Prepaid expenses and other current a: 12,88 24,91¢
Assets held for sale associated with discontinymgations 96,84¢ 38¢
Total current asse 443,14¢ 351,80(
PROPERTY AND EQUIPMENT, ne 39,04¢ 25,19«
GOODWILL 81,68: 24,34
OTHER NONCURRENT ASSETS, n 17,05¢ 15,03¢
Total asset $ 580,93 $ 416,37
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES:
Shor-term debt and current maturities of l-term deb $ 42,99! $ 32
Accounts payable and accrued expet 131,82: 123,24«
Billings in excess of costs and estimated earnamgencompleted contrac 30,92 37,17¢
Liabilities related to assets held for sale assediavith discontinued operatio 25,25¢ 97¢
Senior convertible notes, n — 50,69:
Senior subordinated notes, | — 173,13«
Total current liabilities 230,99! 385,25!
LONG-TERM DEBT, net of current maturitie 15,03¢ 27
SENIOR SUBORDINATED NOTES, nt 173,20¢ —
OTHER NONCURRENT LIABILITIES 18,521 15,23
Total liabilities 437,76! 400,51:
STOCKHOLDERY EQUITY:
Preferred stock, $.01 par value, 10,000,000 stard®rized, none issued and outstant — —
Common stock, $.01 par value, authorized 100,0@0sb@res; issued 38,439,984 shares in
2004 and 39,024,209 shares in 2 38t 39C
Restricted voting common stock, $.01 par valueD2,/09 shares issued, authorized and
outstanding 26 26
Treasury stock, at cost, 2,172,313 shares in 26868423 16,377 shares in 20 (13,790 (13,027
Unearned restricted sto (1,119 (2,189
Additional paic-in capital 429,37t 430,99¢
Retained defici 271,716 (401,349
Total stockholder equity 143,16¢ 15,85¢
Total liabilities and stockholde’ equity $ 580,93: $ 416,37:

The accompanying notes are an integral part oktheasolidated financial statements.
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INTEGRATED ELECTRICAL SERVICES, INC., AND SUBSIDIAR IES

Consolidated Statements of Operations
(In Thousands, Except Share Information)

Year Ended September 30

2003 2004 2005
REVENUES $ 1,217,95. $ 1,182,33 $ 1,102,81.
COST OF SERVICE! 1,048,49 1,037,19i 975,90!
Gross profit 169,45¢ 145,14¢ 126,91
SELLING, GENERAL AND ADMINISTRATIVE EXPENSES 134,52: 139,91¢ 153,56:
GOODWILL IMPAIRMENT CHARGE — 88,57 57,33¢
Income (loss) from operatiol 34,93: (83,34) (83,986
INTEREST AND OTHER EXPENSE
Interest expense, n (25,759 (23,199 (28,29)
Other, ne’ (180) (5,927) (1,379
Interest and other expense, (25,939 (29,12() (29,667)
INCOME (LOSS) FROM CONTINUING OPERATION 8,99« (112,467 (113,649
PROVISION FOR INCOME TAXES 401 6,77 894
NET INCOME (LOSS) FROM CONTINUING OPERATION 8,59: (119,24() (114,54)
Discontinued operation:
Income (loss) from discontinued operations (ndbs$ on sale of $0,
$0 and $(10,096; 18,02( (1,317 (14,149
Provision for income taxe 7,17¢ 4,307 94C
Income (loss) from discontinued operatic 10,84« (5,629 (15,089
NET INCOME (LOSS) $ 19,437 $ (124,864 $ (129,63)
BASIC EARNINGS (LOSS) PER SHARI
Basic earnings (loss) per share from continuingatpns 0.22 (3.09) (2.99)
Basic earnings (loss) per share from discontinyestations 0.2¢ (0.1%) (0.3¢)
Basic earnings (loss) per shi $ 0.5C $ (3.29) $ (3.31)
DILUTED EARNINGS (LOSS) PER SHARE
Diluted earnings (loss) per share from continuipgrations 0.22 (3.09) (2.93)
Basic earnings (loss) per share from discontinyesgations 0.2¢ (0.1%) (0.3¢)
Diluted earnings (loss) per she $ 0.5C $ (3.29) $ (3.3))
SHARES USED IN THE COMPUTATION OF EARNINGS
(LOSS) PER SHARE
Basic 39,062,77 38,610,32 39,122,17.
Diluted 39,225,31 38,610,32 39,122,17.

The accompanying notes are an integral part oktheasolidated financial statements.
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BALANCE, September 3(
2002

Issuance of stoc

Purchase of treasury sto

Receipt of treasury stoc

Issuance of stock under
employee stock purcha
plan

Exercise of stock optior

Net income

BALANCE, September 3(
2003

Issuance of stoc

Issuance of restricted sto

Purchase of treasury sto

Issuance of stock under
employee stock purcha
plan

Exercise of stock optior

Non-cash compensatic

Net loss

BALANCE, September 3(
2004

Issuance of stoc

Issuance of restricted sto

Vesting of restricted stoc

Issuance of stock under
employee stock purcha
plan

Exercise of stock optior

Non-cash compensatic

Net loss

BALANCE, September 3(
2005

INTEGRATED ELECTRICAL SERVICES, INC., AND SUBSIDIAR IES

Consolidated Statements of Stockholders’ Equity
(In Thousands, Except Share Information)

Restricted Voting

Common Stock Common Stock Treasury Stock Unearned Additional Total
Restricted Paid-In Retained Stockholders’

Shares Amount Shares Amount Shares Amount Stock Capital Deficit Equity
38,439,98 $ 38t 2,605,70! $ 26 (1,421,06)% (9,779 $ — 3 428,42° $(166,28) $ 252,77"
— — — — 14,75( 9C — (13) — 77
— — — — (1,890,400) (10,20° — — — (10,207
— — — — (70,330) (270) — — — (270)
— — — — 248,98 1,54¢ — (728) — 821
— — — — 392,27 2,251 — 23 — 2,27¢
— — — — — — — — 19,437 19,437
38,439,98 $ 38t 2,605,70! $ 26 (2,725,79) $(16,367) $ — 3 427,70¢  $(146,85) $ 264,90°
— — — — 12,931 81 — 32 — 113
_ — — — — (1,997) 1,992 — —
— — — — (549,200 (4,340 — — — (4,340
— — — — 247,08: 1,592 — (614) — 97¢
— — — — 842,66¢ 5,23¢ — 33¢ — 5,571
— — — — — — 87¢ (82 — 797
— — — — — — — — (124,86¢) (124,86¢)
38,439,98 $ 38t 2,605,70! $ 26 (2,172,31) $(13,790 $ (1,119 $ 429,37¢  $(271,71) $ 143,16¢
20,81( — — — 8,252 52 — 54 — 10€
365,56« 3 — — (365,569 (©)] (1,717 1,711 — —
— — — — 113,24¢ 71¢ — (719) — —
61,93¢ — — — 252 — 254
135,91¢ 1 — — — 624 — 62F
— — — — — — 1,641 (303) — 1,33¢
— — — — — — — — (129,63)) (129,63))
39,024,20 $ 39C 2,605,70! $ 26 12,416,37') $g13,022) $ gl,lBE) $ 430,99¢ $g401,34!) $ 15,85¢

The accompanying notes are an integral part oktheasolidated financial statements.
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INTEGRATED ELECTRICAL SERVICES, INC., AND SUBSIDIAR IES

Consolidated Statements of Cash Flows
(In Thousands)

Year Ended September 30,

2003 2004 2005
CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss $ 19,437 $ (124,869 $ (129,63))
Adjustments to reconcile net income (loss) to reshcprovided by operating activiti
Net (income) loss from discontinued operati (20,849 5,62¢ 15,08¢
Amortization of deferred financing fe: 1,65¢ 1,43( 5,65¢
Non-cash interest charge for embedded derival — — 622
Bad debt expens 1,87¢ 3,581 3,98:
Deferred income taxe 7,571 8,95¢ 252
Depreciation and amortizatic 11,64 11,30 10,80:
(Gain) loss on sale of property and equipn 11F 75C (85€)
Equity in losses of investmer 80t 862 1,404
Impairment of investmer — — 73€
Non-cash compensation char — 797 1,33¢
Impairment of lon-lived asset: — — 6,01
Impairment of goodwil — 88,57 57,33¢
Gain on divestiture (381) — —
Changes in operating assets and liabilities, natqtiisitions and dispositions of busines
(Increase) decrease
Accounts receivabl (4,739 66¢ 16,31¢
Inventories 2,82¢ (1,857 (3,72¢
Costs and estimated earnings in excess of billimggncompleted contrac 801 6,02( 4,75¢
Prepaid expenses and other current a: 1,24¢ 89t (12,03)
Other noncurrent asse (2,22)) 67E 3,45¢
Increase (decrease)
Accounts payable and accrued expet 4,54¢ 10,81+« (6,597)
Billings in excess of costs and estimated earnargencompleted contrac (20,109 (4,42¢) 5,97¢
Other noncurrent liabilitie 5,144 (1,239 (4,330)
Net cash provided by (used in) continuing operat 29,38¢ 8,58: (23,43)
Net cash provided by (used in) discontinued opena 9,91« (2,27¢€ 8,05
Net cash provided by (used in) operating activi 39,30: 6,304 (15,379
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sale of property and equipn 2,33¢ 27¢€ 2,16¢
Purchases of property and equipm (7,539) (5,27%) (3,682)
Purchase of businesses, net of cash acq (2,727) — —
Sale of businesst¢ 2,152 — —
Investments in securitie (90C) (810) (400)
Increase in restricted ca — — (9,59¢)
Other 381 (28) —
Net cash provided by (used in) investing activibégsontinuing operation (6,287%) (5,83) (11,510
Net cash provided by (used in) investing activitésliscontinued operatior (1,579) (1,167 47,318
Net cash provided by (used in) investing activi (7,85¢) (6,99¢) 35,80:
CASH FLOWS FROM FINANCING ACTIVITIES
Borrowings of deb 77 80,04( 10,00(
Borrowings on Senior Convertible Not — — 50,00(
Repayments of del (16,247) (97,369 (67,93()
Purchase of treasury sto (20,207 (4,340 —
Payments for debt issuance cc (679) (2,219 (7,36%)
Proceeds from issuance of stc — 11z 10€
Proceeds from issuance of stock under employeé& giachase pla 821 972 254
Proceeds from exercise of stock optir 2,27¢ 5,571 62E
Net cash provided by (used in) continuing financaatjvities (23,957 (17,22% (14,309
Net cash provided by (used in) discontinued finag@ctivities (66) (50) —
Net cash provided by (used in) financing activi (24,027) (17,27%) (14,309)
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENT 7,42z (17,969 6,117
CASH AND CASH EQUIVALENTS, beginning of peric 32,77¢ 40,20: 22,23
CASH AND CASH EQUIVALENTS, end of perio $ 40,20 $ 22,23. $ 28,34¢
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATIO?
Cash paid fo
Interest $ 24,00:¢ $ 23,37¢ $ 20,56¢
Income taxe: 59¢ 931 31¢

The accompanying notes are an integral part oktheasolidated financial statements.
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INTEGRATED ELECTRICAL SERVICES, INC., AND SUBSIDIAR IES

Notes to Consolidated Financial Statements

1. BUSINESS:
Description of the Busine:

Integrated Electrical Services, Inc. (the #@any” or “IES”), a Delaware corporation, was foeddn June 1997 to create a leading
national provider of electrical services, focusprgnarily on the commercial and industrial, resitiginlow voltage and service and
maintenance markets.

Recent Developmer
Going Concern

The Company'’s independent registered pulsiboanting firm, Ernst & Young LLP, included a goingncern modification in its audit
opinion on the consolidated financial statementdte fiscal year ended September 30, 2005 inclidé#us Form 10-K as a result of the
Company’s operating losses during fiscal 2005 #eipected non-compliance with certain debt consnsubsequent to September 30,
2005. The Company did not include any adjustmentie financial statements included in this ForrKl® reflect the possible future effe
that may result from the uncertainty of its abilibycontinue as a going concern. The Company iently undertaking the following efforts
address this uncertainty, each of which effortdeiscribed in more detail below:

«the Company is in the process of negotiating a@asigal financial restructuring with the holderstefsenior subordinated notes and
have reached a non-binding agreement in princijtle olders of approximately 58% of outstandinghpipal amount of its senior
subordinated note

«the Company is in the process of negotiating annament to its new credit facility, which it expettsobtain prior to December 31,
2005, to modify the applicability of the fixed caage ratio; an

«the Company is working to improve profitability andnsistency of earnings through the implementatioa process known as
Successful Project

During 2005, the Company announced its imertb strengthen and de-lever its balance sheetpgoove its overall capital structure. As
part of this initiative, the Company is seekingaduce its long term debt, which will result inianrease in its free cash flow. By
strengthening the balance sheet in this manneCtnepany expects to improve its credit ratingsraase free cash, and enhance its surety
bonding capability. To facilitate these efforts, davember 2, 2005, the Company announced thatlité@ined Gordian Group, LLC as a
financial advisor. Gordian Group, LLC is a New Ydr&sed investment bank with expertise in developapjtal markets alternatives and
providing financial advisory services.

As a result of the foregoing, the Company emnced discussions with an ad hoc committee ofdsldf a substantial portion of its ser
subordinated notes due 2009 regarding a conseresialcturing of its debt obligations. On Decembg&r2005, the Company announced that
it had reached a non-binding agreement in principte an ad hoc committee of holders of approxirya$d01 million, or 58%, of its
$172.9 million principal amount senior subordinatedes for a potential restructuring pursuant téicivithe senior subordinated noteholders
would receive in exchange for all of their notdgres representing approximately 82% of the comsback of the reorganized company.
Holders of the Company’s outstanding common staxkraanagement would retain or receive shares reqtiag approximately 15% and
3%, respectively, of the common stock of the repizrd company.

The agreement in principle contemplates tiaiCompany’s customers, vendors and trade creditould not be impaired by the
restructuring and would be paid in full in the oraiy course of business, and that the senior ctibkeenotes with a current aggregate
principal amount outstanding of approximately $50iom, would be reinstated or the holders otheeypsovided the full value of their note
claims. Itis also
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INTEGRATED ELECTRICAL SERVICES, INC., AND SUBSIDIAR I[ES

Notes to Consolidated Financial Statements — (Comtiied)

contemplated that the senior bank credit facilipud be reinstated or refinanced at the time ofrés&ructuring. Discussions have already
begun with the bank with respect to the proposstiueturing.

If the proposed restructuring were to be comsated, the proposed plan currently contemplae$iling of a pre-packaged Chapter 11
plan of reorganization in order to achieve the exde of all of the senior subordinated notes faitggApproval of a proposed plan in a pre-
packaged proceeding would require the consenteofithders of at least two-thirds in claim amourd ane-half in number of the senior
subordinated notes that vote on the plan. The Caynp@uld seek to enter into a plan support agreéméh the members of the ad hoc
committee and then formally solicit consents topheposed restructuring from the holders of its@esubordinated notes. The Company
expects to begin the out-of-court solicitation @ in January of 2006.

There is no assurance that the Company ugttassfully complete the restructuring contemplatethe agreement in principle, or any
other restructuring. At this time neither the agneat in principle nor any other proposed restraatuterms have been agreed to by the
requisite holders of the senior subordinated nated,the senior subordinated noteholders can wihthese consents for any or no reason.
The agreement in principle is subject to the negioth of definitive documentation, approval by thquisite noteholders and a court in a
Chapter 11 proceeding and customary closing camditiBecause the agreement in principle is notitgnand because there is no assurar
will be consummated, the Company continues to ewalather alternatives for restructuring its cdtaucture. In addition, the Company n
be forced by its creditors to seek the protectibfederal bankruptcy law. If the Company consummatey restructuring, it may do so outs
of bankruptcy, or in a pre-packaged Chapter 11q®ding or in another proceeding under federal hgriky law. Any bankruptcy
proceedings could cause the holders of the Compantstanding securities, including its commonlsteenior subordinated notes and se
convertible notes, to lose some or all of the valtitheir investment in the Company’s securitiagrtkermore, such proceedings could result
in material changes in the nature of the businedswaterial adverse changes to its financial caddand results of operations.

In addition, we have previously announced, the of December 5, 2005, our 30-trading day ayesdock price was below $1.00, that we
have has failed or may fail to meet other publistezpiirements for the continued listing of its coamstock on the NYSE, including the
exchange’s market capitalization requirements. @odinber 15, 2005, the NYSE suspended trading of@mamon stock, and notified us
orally that it intends to de-list our common stosubject to our right to appeal in accordance wWithNYSE's rules. We currently intend to
appeal this determination by the NYSE, which preceeuld likely take in excess of 35 business daysfDecember 16, 2005, which is the
day we received written notice from the NYSE ofiftient to de-list our common stock. If we do netceed in appealing this determination
by the NYSE, the NYSE has indicated that it wilbpiptly request the SEC to de-list our common sttfabur common stock is disted fromr
the NYSE, the holders of our senior convertibleesotould have the right, beginning 35 business détgs de-listing, to put their notes back
to us. We would likely not be able to pay the pifat and accrued interest on those notes if pustdAdditionally, our new credit facility
restricts our ability to repurchase these notes.i@ability to repurchase these notes and the ditiihs in our new credit facility to repurchase
these notes could affect the success of any plagoofianization contemplated by us without an agesg with the holders of the senior
convertible notes. Absent an agreement with thddrslof the senior convertible notes to any pré&paed Chapter 11 plan that may be filed,
we would seek to reinstate their notes or give tpeoperty equal to the full value of their noteiela. We do not presently have an agreement
with any of the holders of the senior convertibdgas to the agreement in principle or any othepgsed restructuring plan.
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INTEGRATED ELECTRICAL SERVICES, INC., AND SUBSIDIAR I[ES

Notes to Consolidated Financial Statements — (Comtiied)

Amendments to the New Credit Facility

It has been necessary for us to seek amendrokaur new credit facility in order to avoid ausn-compliance with the fixed coverage
ratio set forth in the agreement relating to the oeedit facility. We are currently seeking an dudial amendment to the new credit facility
before December 31, 2005, for the purpose of fudihgending the applicability of the fixed coveragto. We expect to obtain an
amendment prior to December 31, 2005.

Our debt instruments and agreements, incuttia credit facility, the senior subordinated sotbe senior convertible notes and our
agreement with our primary surety bonding compaowptain cross-default provisions whereby an uncaratiunwaived event of default
under one will result in an event of default unishelebtedness were to become due, as a result ofrthamstances described above or any
other reason, we do not have the necessary caspdg our indebtedness. This may cause our creditdorce us into an involuntary
bankruptcy under the federal bankruptcy laws, oy nsuse us to seek protection from our creditodeuthese laws unless we reach an
agreement with these creditors to the restructyslag described above or to another mutually adreaastructuring plan. In accordance v
Emerging Issues Task Force (EITF) 86-30, “Clasaifans of Obligations When a Violation is Waivedthg Creditor,'we have classified tt
long-term portion of senior convertible notes aadisr subordinated notes as current liabilitiesh@balance sheet due to the need to amend
our credit facility prior to December 31, 2005 ahd potential for cross-defaults described abowveeifare unsuccessful.

Business Risk

In the course of its operations, the Comparsubject to certain risk factors, including bot fimited to: exposure to downturns in the
economy, risks related to management of intermaltir and execution of strategy, management of eatgrowth, availability of qualified
employees, competition, seasonality, risks asseatiaith contracts, significant fluctuations in qgieally results, recoverability of goodwill,
collectibility of receivables, dependence on keyspanel and risks associated with the availabdftgapital and with debt service.

Current conditions in the surety bonding sty are adversely affecting the Company’s subs&bkaability to obtain surety bonding
consistent with historical terms. Losses experidrimethe surety industry in the past two years leaesed surety providers to limit capacity
and increase costs for all participants, includhrg Company’s subsidiaries. Many surety comparéee lceased writing surety bonds. At this
time, there is no commitment from the surety tat@vbionds. There are situations if surety bondsiat@rovided that claims or damages may
result. Those situations are where surety bondsegngred for jobs that have been awarded, whemgacts are signed, where work has be
or where bonds may be able to be required in theediby the customer pursuant to terms of the ectdr If the Company’s subsidiary is in
one of those situations and not able to obtairretgiond then the result can be a damage claithéogustomer for the costs of replacing the
subsidiary with the another contractor. Customegsoéten reluctant to replace an existing contragtw may be willing to waive the
contractual right or through negotiation be willitmgcontinue the work on different payment terms.

Surety bond companies may also provide suretyls at a cost including (i) payment of a premplus (ii) posting cash or letters of cre
as collateral. The cost of cash collateral or tetté credit in addition to the selling, generatlauministrative costs and the industry practice
of the customer retaining a percentage of the aon{6%-10%) amount as retention until the endhefjbb, could make certain bonded
projects uneconomic to perform.

In the construction business there are fretipelaims and litigation. Latent defect litigatiégs a normal course for residential home
builders in some parts of the country. There is #ig inherent claims and litigation risk of themher of people that work on construction
sites and the fleet of vehicles on the road
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Notes to Consolidated Financial Statements — (Comtiied)

everyday. Those claims and litigation risks are agead through safety programs, insurance progratiggation management at the corporate
office and the local level and a network of attgand law firms throughout the country. Neverthg)elaims are sometimes made and
lawsuits filed and sometimes for amounts in excédheir value or amounts for which they are evaliyuresolved. Claims and litigation
normally follow a predictable course of time toaksion. Given the size of the company with manptcacts and employees, there can be
periods of time where a disproportionate amourthefclaims and litigation may be concluded allha same quarter, or year. If these matters
resolve near the same time then the cumulativetetin be higher than the ordinary level in any mp®rting period.

Independent of the normal litigation risks,aaresult of the Company’s inability to timelyefits third quarter 2004 Form 10-Q and the
subsequent events, a class action lawsuit hasfibegias well as a shareholder derivative action.

The Company determined to sell all or sulisiy all of the assets of certain wholly ownedsidiaries. Those sales were being made to
facilitate the business needs and purposes ofrf@nization as a whole. Since the Company was satioiator of electrical contracting
businesses, often the best candidate to purchase #ssets is a previous owner of those assetispiEvious owner may still be associated
with the subsidiary as an officer of that subsiglidio facilitate the desired timing, the sales wiaeeng made with more than ordinary reliance
on the representations of the purchaser who thase cases, often the person most familiar wighcthmpany. There is the potential from
selling assets net of liabilities but retaining gmities from which they were sold if the purchrasaunwilling or unable to perform the
transferred liabilities, that the Company may bredd to fulfill obligations that were assigned oldsto others. The Company would then s
reimbursement from the purchasers.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Principles of Consolidatiol

The accompanying consolidated financial staetgs include the accounts of IES, its wholly ownmeldsidiaries, and certain investments.
All significant intercompany accounts and transattihave been eliminated in consolidation.

Use of Estimate

The preparation of financial statements infoomity with accounting principles generally act=pin the United States requires the use of
estimates and assumptions by management in detagnhe reported amounts of assets and liabilideslosures of contingent liabilities at
the date of the financial statements and the redamounts of revenues and expenses during theirgpperiod. Actual results could differ
from those estimates. Estimates are used in thep@oys revenue recognition of construction in pesgr, allowance for doubtful accounts,
realizability of deferred tax assets, impairmestgeand self-insured claims liability.

Cash and Cash Equivaler

The Company considers all highly liquid inveents purchased with an original maturity of thma@nths or less to be cash equivalents.

Inventories

Inventories consist of parts and supplied i@l use in the ordinary course of business aadralued by the Company at the lower of cost
or market generally using the first-in, firstt (FIFO) method. Where shipping and handlingsast borne by the Company, these charge
included in inventory and charged to cost of sewiapon use in production or the providing of sEsi
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Securities and Equity Investme

At September 30, 2004 and 2005, the Compadya21% equity interest in Energy Photovoltaias, (EPV) of $0.3 million and zero,
respectively, which was included in other noncurgssets. The Company accounts for this investonaher the equity method of accounting
and accordingly recorded its share of EPV’s logge&0.8 million, $0.9 million and $1.4 million imé year ended September 30, 2003, 2004
and 2005, respectively Additionally, the Compang hates receivable totaling approximately $1.8ionillfrom EPV at September 30, 2004.
The Company had no notes receivable from EPV ateSdger 30, 2005. The Company performed a discow#sk flow analysis at
September 30, 2005 and determined that an impatrtaehis investment existed. As a result, the Canyprecorded an impairment charge of
$0.7 million at September 30, 2005 to write-off thenaining balance of this investment and notesivable.

Through September 30, 2005, the Company magsted $3.9 million under its commitment to EnefT €apital Partners 1l L.P.
(EnerTech) (See Note 13 for further commitmentgp Tarrying value of this EnerTech investment gt&aber 30, 2004 and 2005 was
$3.0 million and $3.1 million, respectively. This/estment is accounted for on the cost method ajatting and accordingly, the Company
does not record unrealized losses for the Enerireastment that it believes are temporary in natihe Company uses available informa
and may perform discounted cash flow analyses t@rgéne impairment of its investments, if any. Tokowing table represents the carrying
value and unrealized loss balance reconciliatidiaitovalue for the EnerTech investment as of Saptr 30, 2004 and 2005:

September 30, September 30,
2004 2005
Carrying value $ 2,971 $ 3,11z
Unrealized los: (820 (739
Fair value $ 2,157 $ 2,37¢

EnerTech’s investment portfolio from timetitme results in unrealized losses reflecting a fessother-than-temporary, impairment of
the Company’s investment. The Company determinatitkie potential impairment of the EnerTech investims not other-than-temporary
based on the weight of certain qualitative inforioratEnerTech has generated unrealized gains dtwioguccessive quarters of the current
fiscal year. The Company intends and has the cuatglity to hold its investment in EnerTech thrbutpe time anticipated to recover the
amount of the impairment and does not have a listbturning over these investments and havingtmgnize unrealized losses. The
Company believes, based on the recent improvemenvéstment portfolio performance, that the impent is not severe and its duration
will not be prolonged. The Company considers tHas®ors to indicate that the aforementioned impairtiis not other-than-temporary in
nature.

Property and Equipmel

Additions of property and equipment are rdedrat cost, and depreciation is computed usingtthght-line method over the estimated
useful lives of the assets. Leasehold improvemanmgt€apitalized and amortized over the lesseredfiy of the lease or the estimated useful
life of the asset. Depreciation expense was appratdly $11.6 million, $11.3 million and $10.8 nuiti for the years ended September 30,
2003, 2004 and 2005, respectively.

Expenditures for repairs and maintenancehaeged to expense when incurred. Expendituresiéjor renewals and betterments, which
extend the useful lives of existing property andipoment, are capitalized and depreciated. Uporeregnt or disposition of property and
equipment, the capitalized cost and related accatedldepreciation are removed from the accountaandesulting gain or loss is
recognized in the statement of operations in tipdi@a Other, net.
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Goodwill

Effective October 1, 2001, the Company adb@EAS No. 142, “Goodwill and Other Intangible Assewhich establishes new
accounting and reporting requirements for goodawilll other intangible assets. Under SFAS No. 148paldwill amortization ceased
effective October 1, 2001. Goodwill attributablestach reporting unit was tested for impairment @y paring the fair value of each reporting
unit with its carrying value. Fair value was detered using discounted cash flows and market mekipThese impairment tests are required
to be performed at least annually. Significantreates used in the methodologies include estimdtisgwre cash flows, future short-term and
longterm growth rates, weighted average cost of cagitdlestimates of market multiples for each ofréportable units. On an ongoing b
(absent any impairment indicators), the Companyeetgto perform impairment tests annually durireftrst fiscal quarter.

On August 13, 2004, the Company announcedttiheuld not timely file results for the three mtbs ended June 30, 2004 on
Form 10-Q. There was also a possibility that facgrrounding certain material weaknesses in iat@wontrol may require a restatement of
prior periods. Following this announcement, the @any’s stock price declined 40 percent to $3.92w0gust 16, 2004. The Company
believes that this decline in stock price plusrg jerdict against the company and uncertaintiesosading its ability to obtain surety bonds
was reflective of a change in its operations thdidated that a possible impairment of the carrgmgpunt of goodwill existed at
September 30, 2004. Therefore, the Company perfbartest for impairment and consequently recordeltbage of $88.6 million. This
charge is included in arriving at the loss fromragiens for the year ended September 30, 2004irmpairment detailed by our operating
regions follows (amounts in millions):

North $ 19.7
South 37.C
West 23.¢
HSE 8.1

Total $ 88.¢

During the first quarter of 2005, the Compaagorded a goodwill impairment of $0.6 millionatdd to a subsidiary that at the time was
intended to be divested. Subsequently, it was éelambt to divest this subsidiary. At September2805, the Company performed a test for
impairment and consequently recorded a charge @7&&illion. The total goodwill impairment charge®57.3 million is included in arriving
at income (loss) from continuing operations for year ended September 30, 2005. The impairmenilelbtay our operating regions follows
(amounts in millions):

North $ 16.7
South 1.0
West 39.¢€

Total $ 57.c

There was no goodwill impairment charge i HSE region for the year ended September 30, 2005.

The carrying amount of goodwill attributalbdeeach reportable segment with goodwill balancescanges therein follows:

September 30 Impairment September 30 Impairment September 30
2003 Adjustment 2004 Adjustment 2005
Commercial and Industrii $ 115,92: $ 70,657 $ 45,26" $ 45,267 $ —
Residentia 54,33: 17,917 36,41 12,07 24,34:
$ 170,25¢ $ 88,57/ $ 81,68 $ 57,33¢ $ 24,34
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Debt Issuance Cos

Debt issuance costs related to the Compamgdit facility and the senior subordinated notesiacluded in other noncurrent assets and
are amortized to interest expense over the sche:dudeurity of the debt. As of September 30, 200d 2005, accumulated amortization of
debt issuance costs was approximately $6.7 midioh $11.8, respectively. During the year endededeiper 30, 2005, the Company
capitalized approximately $1.3 million of issuamosts incurred in connection with amending its itrieatility commitment with JP Morgan
Chase. The Company has since then ended its &edity commitment with JP Morgan Chase. As a tegshe Company incurred additional
expense of $0.6 million related to the write offremaining unamortized issuance costs from the dRy&dh Chase agreement. During the year
ended September 30, 2005 the Company capitalizedemately $3.1 million of issuance costs incuriedonnection with its credit facility
commitment with Bank of America entered into on Asgl, 2005. These costs are amortized to intergwnse over the term of the credit
facility.

Revenue Recognitic

The Company recognizes revenue when sergigeperformed except when work is being performedeua construction contract. Such
contracts generally provide that the customersgiammpletion of progress to date and compensat€tmpany for services rendered
measured in terms of units installed, hours expgmdesome other measure of progress. Revenuescioostruction contracts are recognized
on the percentage-of -completion method in accarelavith the American Institute of Certified Pubficcountants Statement of Position
(SOP) 81-1 “Accounting for Performance of ConstiatiType and Certain Production-Type Contracth& Company recognizes revenue
signed contracts and change orders. The Compaogniaes revenue on unsigned, verbally approvedgsharders where collection is
deemed probable. Percentage-of -completion fortoact®on contracts is measured principally by tkeecpntage of costs incurred and accrued
to date for each contract to the estimated totstiscior each contract at completion. The Compamggaly considers contracts to be
substantially complete upon departure from the vgitdk and acceptance by the customer. Contract cudtide all direct material, labor and
insurance costs and those indirect costs relatedrttvact performance, such as indirect labor, Begpools, repairs and depreciation costs.
Changes in job performance, job conditions, esthabntract costs and profitability and final cawstrsettlements may result in revisions to
costs and income and the effects of these revisimmsecognized in the period in which the revisiare determined. Provisions for total
estimated losses on uncompleted contracts are make period in which such losses are determined.

The balances billed but not paid by custorpersuant to retainage provisions in constructiomt@cts will be due upon completion of the
contracts and acceptance by the customer. Bastited@ompany’s experience with similar contracteeicent years, the retention balance at
each balance sheet date will be collected withénsilbsequent fiscal year.

The current asset “Costs and estimated egsrimexcess of billings on uncompleted contratgiesents revenues recognized in exce
amounts billed which management believes will Bediand collected within the subsequent year. dureent liability “Billings in excess of
costs and estimated earnings on uncompleted cesitrapresents billings in excess of revenues reizegl.

As of September 30, 2004 and 2005, costeatichated earnings in excess of billings on uncetepl contracts include unbilled revenues
for certain significant claims totaling approximlgt&3.8 million and $3.9 million, respectively. &udition, accounts receivable as of
September 30, 2004 and 2005 related to these claiapproximately $4.8 million and $2.4 millionspectively. Included in the claims
amount is approximately $0.0 million and $2.3 roiflias of September 30, 2004 and 2005, respectiathted to a single contract at one of
our subsidiaries. This claim relates to a disputh e customer over defects in the customer'gydespecifications.
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Accounts Receivable and Provision for Doubtful Acite

The Company records accounts receivablelffanzounts billed and not collected. Generally, @e@mpany does not charge interest on
outstanding accounts receivable; however, from tionéme the Company may believe it necessary sogehinterest on a case by case basis.
Additionally, the Company provides an allowancedoubtful accounts for specific accounts receivatttere collection is considered
doubtful as well as for unknown collection issuasdx on historical trends. Accounts receivablecoliéectible are written off as deemed
necessary in the period such determination is made.

Income Taxe

The Company follows the asset and liabilitgthod of accounting for income taxes in accordavitte Statement of Financial Accounting
Standards No. 109, “Accounting for Income Taxesiter this method, deferred income tax assets abdities are recorded for the future
income tax consequences of temporary differencegges the financial reporting and income tax basessets and liabilities, and are
measured using enacted tax rates and laws.

The Company regularly evaluates valuatioovedinces established for deferred tax assets farhafhture realization is uncertain. The
Company performs this evaluation at the end of epehter. The estimation of required valuationvadaces includes estimates of future
taxable income. In assessing the realizabilityefedred tax assets at September 30, 2005, the Conepasidered whether it was more likely
than not that some portion or all of the defer@eddssets would not be realized. The ultimatezatdin of deferred tax assets is dependent
upon the generation of future taxable income duttiregperiods in which those temporary differencesone deductible. The Company
considers the scheduled reversal of deferred &mlities, projected future taxable income andpkanning strategies in making this
assessment. If actual future taxable income igwdfft from the estimates, the Company’s resulttddos affected.

Selflnsurance

The Company retains the risk for workers’ pemsation, employer’s liability, automobile liabjli general liability and employee group
health claims, resulting from uninsured deductilplesaccident or occurrence which are subject tmahaggregate limits. The Company’s
general liability program provides coverage for ibpothjury and property damage neither expectedinteanded. Losses up to the deductible
amounts are accrued based upon the Company’s kalains incurred and an estimate of claims incubnednot reported. For the year ended
September 30, 2005, management has compiled itgibad data pertaining to the self-insurance eigrares and has utilized the services of
an actuary to assist in the determination of thienake loss associated with the Company'’s selfransce programs for workers’
compensation, auto and general liability. Managérheheves that the actuarial valuation provideshhbst estimate of the ultimate losses to
be expected under these programs and has recdrelpdetsent value of the actuarial determined utgrf@sses under its workers’
compensation, auto and general liability prografr1@.9 million and $17.8 million at September 3004 and 2005, respectively. The
present value is based on the expected cash flow paid out under the workers’ compensation, aobile and general liability programs
discounted at five percent for those claims noteetgd to be paid within twelve months. The undisted ultimate losses related to the
workers’ compensation, automobile and generalllislprograms are $15.3 million and $19.3 millionSeptember 30, 2004 and 2005,
respectively. Total expense for these programsithicy healthcare was approximately $40.8 milliasi7. & million and $40.5 million for the
years ended September 30, 2003, 2004 and 200%®ctasly. The present value of all sinsurance reserves for the health, property and
casualty programs recorded at September 30, 2002@06 is $17.4 million and $20.1 million, respeely. The undiscounted ultimate losses
of all self-insurance reserves at September 30,
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2004 and 2005 was $18.7 million and $21.8 milli@spectively. Based on historical payment patteéhesCompany expects payments of
undiscounted ultimate losses to be made as fol{fam®unts in thousands):

Year Ended September 30

2006 $ 10,42«
2007 4,661
2008 3,081
2009 1,84(
2010 884
Thereaftel 92¢

Total $ 21,82¢

The Company had letters of credit of $32.Biom outstanding at September 30, 2005 to colidiee its self-insurance obligations.

Realization of Lon-Lived Asset:

In accordance with SFAS No. 144, “Accountiagthe Impairment or Disposal of Long-Lived Asséthe Company evaluates the
recoverability of property and equipment or otheseds, if facts and circumstances indicate thaoéiyose assets might be impaired. If an
evaluation is required, the estimated future uralisted cash flows associated with the asset arpa@d to the asset’s carrying amount to
determine if an impairment of such property hasuoed. The effect of any impairment would be toenge the difference between the fair
value of such property and its carrying value. Apt@mber 30, 2005, the Company determined thatingrhpairment indicators were present
that may indicate an impairment existed under SEA& Those indicators included a goodwill impairtnas of September 30, 2005, coupled
with cash flow losses incurred during fiscal 200%t$ commercial and industrial segment. Accordintie Company evaluated the ongoing
value of its long-lived assets. Based on this eatédn, the Company determined that certain longeigassets in its commercial and industrial
segment with a carrying amount $8.5 million werdor@er recoverable and were impaired. Accordintlg, Company recorded a non-cash
impairment charge of $6.0 million to write thessets down to their estimated fair value of $2.9iamil The impairment charge is recorde«
selling, general and administrative expenses. Estichfair value was determined based on expectatefaash flows discounted at a rate the
Company believes incorporates the time value ofeypthe expectations about future cash flows anapgnopriate risk premium.

Risk Concentratiol

Financial instruments, which potentially sdijthe Company to concentrations of credit riskisist principally of cash deposits and trade
accounts receivable. The Company grants credigrgdéiy without collateral, to its customers, whate generally contractors and
homebuilders throughout the United States. Consetyiehe Company is subject to potential crediknielated to changes in business and
economic factors throughout the United States withé construction and homebuilding market. Howgethey Company generally is entitled
to payment for work performed and has certain flights in that work. Further, management beliehes its contract acceptance, billing and
collection policies are adequate to manage polamrgdit risk. The Company routinely maintains casalances in financial institutions in
excess of federally insured limits.

The Company had no single customer accouiftingnore than 10% of its revenues for the yeadedrSeptember 30, 2003, 2004 and
2005.
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Fair Value of Financial Instrumen

The Company’s financial instruments consistash and cash equivalents, accounts receivadeivables from related parties, retainage
receivables, notes receivable, accounts payalile af credit, notes and bonds payable and long-tdgebt. The Company’s senior
subordinated notes and senior convertible notestwrying value, excluding unamortized discoaheptember 30, 2004 and 2005 of
$172.9 million and $222.9 million, respectively.€Tfair value of the Company’s senior subordinatets1and senior convertible notes at
September 30, 2004 and 2005 was $160.8 million$d®@.9 million, respectively. The Company utilizpsted market prices to determine
the fair value of its debt. Other than the senigradinated notes and senior convertible notesCtirapany believes that the carrying valu
financial instruments on the accompanying const#id&alance sheets approximates their fair value.

Subsidiary Guarantee

All of the Company’s operating income andhclisws are generated by its 100% owned subsidiawdich are the subsidiary guarantors
of the Company’s outstanding®9s % senior subordinated notes due 2009 (the “Senibo&linated Notes”). The Company is structured as a
holding company and substantially all of its assetd operations are held by its subsidiaries. Tasreurrently no significant restrictions on
the Company’s ability to obtain funds from its sidieries by dividend or loan. The parent holdingnpany’s independent assets, revenues,
income before taxes and operating cash flows aeetlean 3% of the consolidated total. The sepéireacial statements of the subsidiary
guarantors are not included herein because (§ubsidiary guarantors are all of the direct andréud subsidiaries of the Company; (ii) the
subsidiary guarantors have fully and unconditiongdintly and severally guaranteed the Senior $dinated Notes; and (iii) the aggregate
assets, liabilities, earnings and equity of thesgliary guarantors is substantially equivalenti® assets, liabilities, earnings and equity of the
Company on a consolidated basis. As a result, theeptation of separate financial statements amat disclosures concerning the subsidiary
guarantors is not deemed material.

Earnings per Shar

The following table reconciles the componeasitthe basic and diluted earnings (loss) per sfarthe three years ended September 30,
2003, 2004 and 2005 (in thousands, except shaveniation):

Year Ended September 30,

2003 2004 2005

Numerator:

Net income (loss $ 19,43: $ (124,86 $ (129,63))
Denominator

Weighted average common shares outstar— basic 39,062,77 38,610,32 39,122,17

Effect of dilutive stock option 162,53t — —

Weighted average common and common equivalent sloaitstanding —

diluted 39,225,31 38,610,32 39,122,17.

Earnings (loss) per shal

Basic $ 0.5C $ (3.29) $ (3.3))

Diluted $ 0.5C $ (3.29) $ (3.3)

For the years ended September 30, 2003, 29842005, stock options of 4.2 million, 2.0 milliand 3.2 million, respectively, were
excluded from the computation of diluted earningsghare because the options’ exercise prices gveeger than the average market price of
the Company’s common stock. For the
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year ended September 30, 2005, 15.4 million sharesmmon stock related to the senior convertiloitees were excluded from tl
computation of diluted earnings per share becawseffect would be anti-dilutive.

Stock Based Compensati

The Company accounts for its stock-based emsgition arrangements using the intrinsic valudnatkin accordance with the provisions
of Accounting Principles Board Opinion No. 25 — ‘@nting for Stock Issued to Employees” (“APB 25i)d related interpretations.
Under APB 25, if the exercise price of employeelstoptions equals the market price of the undegldtock on the date of grant, no
compensation expense is recognized. The Compatogck sptions have all been granted with exercigeeprat fair value, therefore no
compensation expense has been recognized undesPB

During the years ended September 30, 2002868, the Company recorded compensation exper@ ®million and $1.3 million,
respectively in connection with restricted stoclaate (See Note 10).

The following table illustrates the effect wet income (loss) and earnings (loss) per shaunaag the compensation costs for IES’ stock
option and purchase plans had been determined thgrfgir value method at the grant dates amortired pro rata basis over the vesting
period as required under SFAS No. 123 — “AccounforgStock-Based Compensation” for the years er@gmtember 30, 2003, 2004 and
2005 (in thousands, except for per share data):

Year Ended September 30,

2003 2004 2005
Net income (loss), as report $ 19,43 $ (124,869 $ (129,63)
Add: Stock-based employee compensation expenssedetlin reported net

income, net of related tax effe — 46( 80z
Deduct: Total stock-based employee compensatioaresgodetermined under fai

value based method for all awards, net of relasdkffects 2,004 1,13( 1,047
Pro forma net income (loss) for SFAS No. : $ 17,43 $ (125,539 $ (129,876

Earnings (loss) per shal
Basic— as reportel
Basic— pro forma for SFAS No. 12
Earnings (loss) per shai
Diluted — as reporte: 0.5C (3.29) (3.3))
Diluted — pro forma for SFAS No. 12 0.4 $ (3.25 $ (3.39

The fair value of each option grant is estadeon the date of grant using the Black-Schol¢®iegpricing model with the following
subjective assumptions:

05 % 329 $ (3.31)
04t $ (328  $ (3.32)
$ $

@ & @ B

2003 2004 2005
Expected dividend yiel 0.0(% 0.0(% 0.0(%
Expected stock price volatilit 51.94% 68.3t% 73.61%
Weighted average risk free interest t 3.21% 3.71% 3.52%
Expected life of option 6 year 6 year 4.2 year

The effects of applying SFAS No. 123 in the forma disclosure may not be indicative of futareounts as additional awards in future
years are anticipated and because the I-Scholes option-pricing model involves subjectigswanptions which may be materially different
than actual amounts.
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New Accounting Pronounceme|

In December 2004, the Financial Accountingngiards Board (FASB) issued Statement of Finakdebunting Standards
(SFAS) No. 123 (revised 2004), “Share-Based Payrhetich is a revision of SFAS No. 123, “Accountifay Stock-Based Compensation.”
SFAS No. 123(R) supersedes APB Opinion No. 25, theting for Stock Issued to Employees,” and ame&iS No. 95, “Statement of
Cash Flows.” SFAS No. 123(R) requires companiesctmunt for stock-based compensation awards basttedair value of the awards at
the date they are granted. The resulting compeamsatist is shown as an expense in the consoligééeiments of operations. This statement
was effective for the Company beginning on Octdhe2005. SFAS No. 123(R) permits adoption using afitevo methods: 1) a “modified
prospective” method, in which compensation cosét®gnized beginning on the effective date (a) dasethe requirements of SFAS No. 123
(R) for all share-based payments granted afteetieetive date and (b) based on the requiremen8=&S No. 123 for all awards granted to
employees prior to the effective date of SFAS N&B(R) that remain unvested on the effective datt2Zra “modified retrospective” method
that includes the requirements above, but also ipeEntities to restate based on the amounts preljigecognized under SFAS No. 123 for
purposes of pro forma disclosures of all prior pési presented. We intend to adopt SFAS No. 123¢Rpuhe “modified prospective”
method. As discussed above, we currently accourgtfare-based payments to employees using thesittiralue method and, as such,
generally recognize no compensation cost for stgtion awards and stock issued pursuant to our &mpl Stock Purchase Plan (ESPP).
Accordingly, the adoption of SFAS No. 123(R) cohlle a significant impact on our reported resultsperations and cash flows; however,
the ultimate impact of the adoption of SFAS No. (B)3annot be predicted at this time because Itdeihend on the levels of share-based
payments granted in the future. However, had w@tdbSFAS No. 123(R) in the periods presentedintipact on results of operations wol
have approximated the impact of SFAS No. 123 asgmted in note 2. SFAS No. 123(R) also requirebémefits of tax deductions in excess
of recognized compensation cost to be reportedfiasiacing cash flow, rather than as an operataghdlow as required under current
literature. This requirement will reduce net opeigaitash flows and increase net financing cashdlmnperiods after adoption.

3. BUSINESS COMBINATIONS:

Purchases

On February 27, 2003, the Company purchaseddsets of Riviera Electric LLC, an electricaltcactor located in the state of Colorado,
out of a bankruptcy auction of a prior competiffine total consideration paid in this transactiors wpproximately $2.7 million, comprised
entirely of cash, net of cash acquired. The falueaf the tangible net assets acquired exceedetbthl consideration paid. As a result, the
long-term fixed assets of the acquisition were oedito zero. The purchase price was allocatedllasvio(amounts in thousands):

Accounts receivable, n $ 11,64
Retainage 3,88¢
Costs and estimated earnings in excess of billimygncompleted projects and otl 922
Less: Accounts payable and accrued expe (10,219
Less: Billings in excess of costs and estimatediegs on uncompleted projects and ol (3,519
Cash paid, net of cash acquil $ 2,72

The results of operations of Riviera areudeld in the Company’s consolidated financial steteismfrom February 27, 2003 through
September 30, 2005.
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Pro Forma Presentatio

The unaudited pro forma data presented beddiect the results of operations of IES and thguisition of Riviera Electric LLC assuming
the transaction was completed on October 1, 2@G0th{usands):

Year Ended
September 30, 2003

(Unaudited)
Revenue: $ 1,252,61i
Net income from continuing operatio $ 9,31
Net income from discontinued operatic $ 10,84«
Net income $ 20,157
Basic earnings per share from continuing operat $ 0.2£
Basic earnings per share from discontinued opers $ 0.2¢
Basic earnings per she $ 0.52
Diluted earnings per share from continuing openret $ 0.2¢
Diluted earnings per share from discontinued ojmaTa $ 0.2¢
Diluted earnings per sha $ 0.51

The unaudited pro forma data summarized abtseereflects pro forma adjustments primarily tedieto: reductions in general and
administrative expenses for contractually agreedctons in compensation programs and additior@lrime tax expense based on the
Company'’s effective income tax rate. The unauditedforma financial data does not purport to repnésvhat the Company’s combined
results of operations would actually have beeméhstransaction had in fact occurred on Octob@002, and are not necessarily
representative of the Company’s results of opematfor any future period.

Divestitures

On October 8, 2002, the Company sold alhefdtock of one of its operating companies. Thegeds from the sale were $1.1 million in
cash and 70,330 shares of the Company’s commok. Stbe Company recorded a pre-tax gain of less $ah million associated with this
sale that is recorded in other income.

On July 1, 2003, the Company sold all ofstack of one of its operating companies. The prdsdeom the sale were $1.1 million in ca
The Company recorded a pre-tax gain of $0.4 miléiesociated with this sale that is recorded inratimme.

Had the dispositions in the year ended Seip¢er80, 2003 discussed above been completed o@ctp 2002, the results of the Comp
for that year would have excluded revenues of $flltion, and income from operations of $0.0 million

Discontinued Operation

During October 2004, the Company announcadslo begin a strategic realignment includingatla@ned divestiture of certain
subsidiaries within the Comparsytommercial and industrial segment. This planuitdeetl management actively seeking potential buyfetts
selected companies among other activities necessagmplete the sales. As of September 30, 20@5planned divestitures had been
substantially completed. In addition, during tharyended September 30, 2005 the Company closedusiness units.
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The discontinued operations disclosures includg tirdse identified subsidiaries qualifying for distinued operations treatment for the
periods presented. Depreciation expense associétfediscontinued operations for the years endgue®aber 30, 2003, 2004 and 2005 was
$3.0 million, $2.3 million and $1.4 million, respiely.

During the year ended September 30, 2005Ctdmepany completed the sale of all the net as$éldrteen of its operating subsidiaries for
$54.1 million in total consideration. Including giwill impairment, the sales generated an pre-tax tof $14.1 million and have been
recognized as discontinued operations in the caleted statement of operations for the year endgde®hber 30, 2005 and the results of
operations for the prior years ended Septembe2@I8 and 2004 have been reclassified. Summarinaddial data for discontinued
operations are outlined below:

Year Ended September 30,

2003 2004 2005
Revenue: $ 229,81( $ 241,76: $ 113,97:
Gross profit $ 36,97: $ 28,78 $ 10,47:
Pretax income (los $ 18,02( $  (1,31) $ (14,149
Balance as of
September 30, September 30,
2004 2005
Accounts receivable, n $ 59,08: $ 38C
Inventory 3,241 —
Costs and estimated earnings in excess of billimggncompleted contrac 10,27: —
Other current asse 42C —
Property and equipment, r 5,81¢ —
Goodwill 16,40¢ —
Other nor-current assel 1,607 8
Total asset $ 96,84¢ $ 38¢
Accounts payable and accrued liabilit $ 17,67¢ $ 97¢
Billings in excess of costs and estimated earnargancompleted contrac 6,667 —
Long term debt, net of current porti 26 —
Other long term liabilitie: 88¢ —
Total liabilities 25,25¢ 97¢
Net asset $ 71,58t¢ $ (59))
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In connection with the dispositions discusabdve, the net pre-tax loss was determined asislfor the years ended September 30, 200¢

(in thousands):

2005
Book value of tangible assets dives $ 68,14¢
Goodwill divestec 16,31z
Liabilities divestec (20,299
Net assets diveste 64,16
Cash receive 48,00(
Notes receivabl 2,271
Retained receivable 3,791
Total consideration receive 54,06¢
Pre-tax gain/ (loss $ (10,099

Goodwill Impairment Associated with Discontinuede@gions

During the year ended September 30, 2005Ctmepany recorded a net goodwill impairment charfgl2.8 million related to certain
subsidiaries which were held for disposal by sélés impairment charge is included in the net llosm discontinued operations caption in
the statement of operations. The impairment cha@gecalculated based on the assessed fair valtibeabsto the subsidiaries identified for
disposal less the net book value of the assetiedeta those subsidiaries. The fair value utilizethis calculation was the same as that
discussed in the preceding paragraph addressingtferment of discontinued operations. Where tievalue did not exceed the net book
value of a subsidiary including goodwill, the godliilvalance was impaired as appropriate. This immant of goodwill was determined prior
to the disclosed calculation of any additional iinpant of the identified subsidiary disposal gragrequired pursuant to Statement of
Financial Accounting Standards No. 14¢counting for the Impairment or Disposal of Lonigdd AssetsThe Company utilized estimated
gross proceeds to calculate the fair values agedcwith the goodwill impairment charge. There hawvebeen any significant differences
between those estimates and the actual proceesisedapon the sale of the subsidiaries.

Impairment Associated with Discontinued Operati

In accordance with the Statement of Finang@ounting Standards No. 144¢counting for the Impairment or Disposal of Lonigdd
Assets, during the three and nine months ended June(®®,2he Company recorded an impairment chargd &f illion related to the
identification of certain subsidiaries for dispobgisale. The impairment was calculated as thewiffce between the fair values, less costs to
sell, assessed at the date the companies indilyduaie selected for sale and their respectivébnek values after all other adjustments had
been recorded. In determining the fair value ferdisposed assets and liabilities, the Companyated past performance, expected future
performance, management issues, bonding requiremmaatket forecasts and the carrying value of sisslets and liabilities and received a
fairness opinion from an independent consulting iamdstment banking firm in support of this deteration for certain of the subsidiaries
included in the assessment. The impairment chaggeralated to subsidiaries included in the comrakarid industrial segment of the
Company’s operations (see Note 10).
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4. PROPERTY AND EQUIPMENT:

Property and equipment consists of the falhgw(in thousands):

Estimated September 30,
Useful Lives
in Years 2004 2005

Land N/A $ 2,82( $ 1,99/
Buildings 5-32 6,95¢ 5,527
Transportation equipme 35 19,27¢ 16,96¢
Machinery and equipme 3-10 41,83¢ 37,65:
Leasehold improvemen 5-32 12,35: 11,06:
Furniture and fixture 5-7 6,82¢ 6,27¢
90,06¢ 79,47¢
Less— Accumulated depreciation and amortizat (51,027) (54,284
Property and equipment, r $  39,04¢ $ 25,19

5. DETAIL OF CERTAIN BALANCE SHEET ACCOUNTS:

Activity in the Company’s allowance for dofidtaccounts receivable consists of the followimgthiousands):

September 30,
2004 2005
Balance at beginning of peri $ 4,70i $ 3,98C
Additions to costs and expens 3,581 3,98
Deductions for uncollectible receivables writtefy okt of recoverie (3,769 (3,762
Deductions for divestiture (539 (203)
Balance at end of peric $ 3,98( $ 3,99i

Accounts payable and accrued expenses carfighst following (in thousands):

September 30,

2004 2005
Accounts payable, trac $ 70,33( $ 54,48¢
Accrued compensation and bene 20,39: 23,55¢
Accrual for selinsurance liabilitie: 15,50: 22,14¢
Accrual for legal settlemen 9,17¢ 2,742
Other accrued expens 16,42: 20,31

$ 131,82 $ 123,24
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Contracts in progress are as follows (in famals):

September 30,
2004 2005
Costs incurred on contracts in progr $ 1,083,19. $ 908,77t
Estimated earning 100,23( 76,36¢
1,183,42 985,14!
Less— Billings to date (1,182,79) (996,747
$ 622 $ (11,59)
Costs and estimated earnings in excess of billimggncompleted contrac $ 31,54¢ $ 25,57¢
Less— Billings in excess of costs and estimated earnamyencompleted contrac (30,927) (37,175
$ 622 $ (11,597
6. DEBT:
Debt consists of the following (in thousands)
September 30,
2004 2005
Secured credit facilit $ 57,92¢ $ —
Senior Subordinated Notes, due February 1, 20@9jrzpinterest at 9.375% with an effective inte
rate of 11.4% 62,88¢ 62,88¢
Senior Subordinated Notes, due February 1, 20G8jrzeinterest at 9.375% with an effective inte
rate of 11.4% 110,00( 110,00(
Senior Convertible Notes, due November 1, 2014sihganterest at 6.5%, traded at par ve — 50,00(
Other 108 59
230,91° 222,94
Less sho-term debt and current maturities of l-term debi (42,999 32
LessSenior Convertible Notes, n (50,000
LessSenior Subordinated Notes, | — (172,889
Less-unamortized discount on Senior Subordinated N (2,307 —
Add-fair value of terminated interest rate hed 2,63( —
Total lon¢-term debt $ 188,24 $ 27
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Future payments due on debt at Septemb&8 are as follows (in thousands):

2006 $ 222,91
2007 20
2008 3
2009 3
2010 1
Thereaftel —

Total $ 222,94

Credit Facility

On August 1, 2005, the Company entered intoee-year $80 million asset-based revolving Qredcility with Bank of America, N.A.,
as administrative agent. The new Credit Faciliplaeed the Company'’s existing revolving credit liaciwith JPMorgan Chase Bank, N.A.,
which was scheduled to mature on August 31, 2086.Jompany and each of its operating subsidiarees@borrowers and are jointly and
severally liable for all obligations under the Ctdehcility. The Company’s other subsidiaries hguaranteed all of the obligations under the
Credit Facility. The obligations of the borrowergladhe guarantors are secured by a pledge of sutahaall of the assets of the Company
and its subsidiaries, excluding any assets pletlyedcure surety bonds procured by the Companytasdbsidiaries in connection with their
operations.

The Credit Facility allows the Company and t¢ither borrowers to obtain revolving credit loans provides for the issuance of letters of
credit. The amount available at any time underGhedit Facility for revolving credit loans or th&suiance of letters of credit is determined by
a borrowing base calculated as a percentage otiatsceceivable, inventory and equipment. The lvamg base is limited to $80 million,
reduced by a fixed reserve which is currently $1biion. The company has also deposited $9.6 arilin an account pledged to Bank of
America destined to collateralize letters of creflite amount in the collateral account can be tsé@ttrease borrowing capacity.

Generally, outstanding borrowings under tihed@ Facility are priced at LIBOR plus a margimthvaries from 2.5% to 3.5%, or at the
Company’s option, a domestic bank rate plus a margit varies between 0.5% and 1.5%. The Compaciyagged a fronting fee equal to
0.25% of each letter of credit issued and is clthagketter of credit fee equal to the margin agtile to LIBOR based loans, unless the letters
of credit are cash collateralized, in which cagefde is reduced by 0.75%.

The Credit Facility contains covenants restrg the ability to: (1) incur indebtedness; (2auf liens; (3) enter into certain merger or
liquidation transactions; (4) dispose of assets&ke capital expenditures; (6) pay dividends;efiter into certain other agreements and
(8) make payments on the Compangubordinated debt. The Credit Facility also idelkicustomary covenants regarding reporting olidigs
and requires the Company to maintain a consolid&ted charge coverage ratio. In addition to custorevents of default, the Credit Faci
provides that an event of default will occur if) (he Company or its subsidiaries default on arlyt deexcess of $500,000; (2) certain
changes of control occur; (3) an event of defactiuos with respect to the Company’3/2% Senior Subordinated Notes due 2009, the
Company'’s Series A 6.5% Senior Convertible NotetherCompany’s Series B 6.5% Senior Convertibleel@tsuch default is not cured
within the applicable grace period; (4) an everd@fault occurs under the Company’s agreementsheitteral Insurance Company (“Chubb”
and as a result thereof Chubb (a) has ceased gssuiaty bonds on behalf of the Company, (b) hadend@mand for performance thereunder
or (c) has otherwise commenced exercising any rexadkereunder, or if any claim is made on Chuldted to any bonded contract against
the issuer of any surety bond or (6) an event adition occurs which has a material
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adverse effect on the Company and its subsiditalemn as a whole. If an event of default occurseutice Credit Facility, then the lenders
may: (1) terminate their commitments under the @reakility; (2) declare any outstanding indebtestander the Credit Facility to be
immediately due and payable; and (3) foreclosehercbllateral pledged to secure the obligations.

As of September 30, 2005, the Company hagdutstanding borrowings under the revolving cradi¢ | had letters of credit outstanding
with Bank of America of $46.3 million, and had daaie borrowing capacity of $16.3 million under @sedit Facility. The Company also h
letters of credit outstanding with J.P. Morgan @a&$33.6 million. At September 30, 2005, $34.4iami in letters of credit issued by Bank
of America to J. P. Morgan Chase were to protecipogvious lender in the event that a letter oflitréhey issued, but has not been replaced
by the Company, is drawn on.

The Company has amended the Credit Faailityet The amendments provided relief for the fixbdrge covenant for the months of
August and September 2005, and eliminated the memeint for a fixed charge covenant test to be ped in September and October 2005.
The Company will have to obtain another amendmandrdefore December 31, 2005, to reset the fixedge covenant ratio for November
2005 and beyond. The second amendment obtaine@dimvailability under the facility by requiringet€Company to have at least
$12.0 million in excess fund availability at alin@és. These amendments required the payments afifeestheir execution. These fees are
capitalized as deferred financing costs and anemtitaver the life of the facility.

On August 1, 2005 the Bank of America andléthentered into a letter agreement which sets fattain agreements among the parties
thereto with respect to the commingling of castcpeals from collateral granted to Chubb to seclweeCibmpany’s surety obligations and the
cash proceeds from collateral granted to Bank oéAca in connection with the Credit Facility. Ther@pany provided Chubb with an
additional $5 million letter of credit which willdbheld by Chubb as additional security for the Canys surety obligations.

On September 30, 2005, the Company and BaAknerica entered into a letter agreement wherbkyGompany will make ratable
monthly payments to increase the amount of cadhtechl held by Bank of America as security for @@mpanys obligations under the cre
facility to $17.6 million by January 31, 2006. Thalance in the account as of September 30, 200%%asmillion and is recorded as
restricted cash on the balance sheet. As of DeceBth@005, the Company deposited $4.8 milliorhis tollateral account reducing the
Company'’s remaining commitment to $3.2 million.

The Company recorded a non-cash charge iquhger ended September 30, 2005 of approxim&tely million to write off the
remaining deferred financing costs related to ther redit facility.

Senior Convertible Note

On November 24, 2004, the Company enteredangurchase agreement for a private placemerg@@&d3nillion aggregate principal
amount of its 6.5% Senior Convertible Notes dued2®ivestors in the notes agreed to a purchase prjoal to 100% of the principal amount
of the notes. The notes require payment of intexesti-annually in arrears at an annual rate of 6Hi#e a stated maturity of November 1,
2014, constitute senior unsecured obligationsgaeganteed on a senior unsecured basis by the @yrsgnificant domestic subsidiaries,
and are convertible at the option of the holdereurmrtain circumstances into shares of the Comipamynmon stock at an initial conversion
price of $3.25 per share or 15,384,615 (includmg$eries B notes) shares of common stock, sugjectjiustment. On November 1, 2008,
Company has the option to redeem the Senior CahleNotes, subject to certain conditions. Thepreteeds from the sale of the notes v
used to prepay a portion of our senior securedtdaslity and for general corporate purposes. fibées, the guarantees and the shares of
common stock issuable upon conversion of the rtotee offered have not been registered under thariBies Act of 1933, as amended, or
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any state securities laws and, unless so registéredecurities may not be offered or sold inUinged States except pursuant to an
exemption from, or in a transaction not subjectlie,registration requirements of the Securitiesaka applicable state securities laws. A
default under the credit facility or the senior sudinated notes resulting in acceleration thabiscured within 30 days is also a cross default
under the senior convertible notes.

In addition, other events of default under $lenior convertible notes indenture include, beitrat limited to, a change of control, the de-
listing of the Company’s stock from a national exxahe or the commencement of a bankruptcy proceeding

On December 5, 2005, the Company announeedtthad received a notice from the NYSE thatGloenpany’s 30-trading day average
stock price was below $1.00 and that the Companyfdiged or may fail to meet other published regqmients for continued listing of its
common stock on the NYSE, including the exchang&isket capitalization requirements. On Decembe085, the NYSE suspended
trading of the Company’s common stock and notifleel Company of its intent to de-list the commorcktsubject to the Company’s right to
appeal in accordance with the NYSE's rules.

On December 14, 2005, the Company announi¢ediireached a non-binding agreement in prineyile an ad hoc committee of holders
of approximately $101 million or 58% of its $172r8llion principal amount of senior subordinatede®for a potential restructuring pursuant
to which the senior subordinated noteholders woedeive in exchange for all of their notes, shaegsesenting 82% of the common stock of
the reorganized company. If the proposed restringwrere to be consummated, the proposed plan méges the filing of a pre-packaged
Chapter 11 plan of reorganization.

On February 24, 2005 and following sharehodgmroval, the Company sold $14 million in prirdipmount of its Series B 6.5% Senior
Convertible Notes due 2014 (the Notes), pursuasefarate option exercises by the holders of threafentioned $36 million aggregate
principal amount of Notes issued by the Compargniinitial private placement on November 24, 2004 senior convertible notes are a
hybrid instrument comprised of two components:atlebt instrument and (2) certain embedded devemtiThe embedded derivatives
include a redemption premium and a mak®le provision. In accordance with the guidana Btatement of Financial Accounting Stand.
No. 133, as amendeAccounting for Derivative Instruments and Hedgingivities, (“SFAS 133”) and Emerging Issues Task Force Issue
No. 0(-19, Accounting for Derivative Financial Instruments éd to, and Potentially Settled in, a Company’si®tock
(“EITF 00-19") provide, the embedded derivatives must be remawed the debt host and accounted for separatelydasieative instrumen
These derivative instruments will be marked-to Heaeach reporting period. During the three moetided December 31, 2004, the
Company was required to also value the portiomefNotes that would settle in cash because of kblater approval of the Notes had not yet
been obtained. The initial value of this derivativas $1.4 million and the value at December 314208s $4.0 million, and consequently, a
$2.6 million mark to market loss was recorded. Vakele of this derivative immediately prior to tHiéirmative shareholder vote was
$2.0 million and accordingly, the Company recordadark to market gain of $2.0 million during theethh months ended March 31, 2005.
There was no mark to market gain or loss duringhthee months ended June 30, 2005. At the endpmieB8dber 30, 2005 there was a mark to
market loss of $0.1 million recorded. The calcwatof the fair value of the conversion option wasf@rmed utilizing the Black-Scholes
option pricing model with the following assumptiogféective over the six months ended March 31, 2@@pected dividend yield of 0.00%,
expected stock price volatility of 40.00%, weightadrage risk free interest rate ranging from 3.863%.15% for four to ten years,
respectively, and an expected term of four to &ary. The valuation of the other embedded derieativas derived by other valuation
methods, including present value measures and liahomodels. At September 30, 2005, the fair valtithe two remaining derivatives was
$1.5 million. Additionally, the Company recorded\arch 31, 2005 a net discount of $0.8 million whis being amortized over the
remaining term of the Notes.
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Senior Subordinated Not:

The Company has outstanding two differeniéssof senior subordinated notes with similar teffie notes bear interest at/3% and
will mature on February 1, 2009. Interest is paidiee notes on February 1 and August 1 of each yéarnotes are unsecured senior
subordinated obligations and are subordinated wmtlaér existing and future senior indebtednesg fidtes are guaranteed on a senior
subordinated basis by all the Company’s subsidiatimder the terms of the notes, the Company igired|to comply with various
affirmative and negative covenants including (Bfnietions on additional indebtedness, and (2Yia&ins on liens, guarantees and divider
During the year ended September 30, 2004, the Coymealeemed $75.0 million principal amount of #gisr subordinated notes, paying a
call premium of 4.688%, or $3.5 million. This prem along with a write off of previously capitalizedferred financing costs of $1.6 milli
was recorded as a loss in other income and expeeeordance with SFAS No. 145. At September 8042and 2005, the Company had
$172.9 million in outstanding senior subordinatetes.

Interest Rate Sway

The Company entered into an interest rat@pagacement in August 2001, designated as a fhievesedge, in order to minimize the risks
and cost associated with its financing activitiEise interest rate swap agreement had a notionaliainod $100.0 million and was established
to manage the interest rate risk of the senior glibated note obligations. Under the swap agreenleamtCompany paid the counterparty
variable rate interest (3-month LIBOR plus 3.49%) ¢he counterparty paid the Company fixed raterést of /5% on a semiannual basis
over the life of the instrument through Februarg@09. Pursuant to SFAS No. 133, as amended, stmtest rate swap contract was reflected
at fair value on the Company’s consolidated balateet and the related portion of fixed-rate deftdohedged was reflected at an amount
equal to the sum of its carrying value plus an stijent representing the change in fair value ofitfte obligation attributable to the interest
rate being hedged. The net effect of this accogriimthe Company’s operating results is that irstez&pense on the portion of fixeate deb
being hedged was generally recorded based on \aiigbrest rates. The interest rate swap was derei to be perfectly effective because it
qualified for the “short-cut” method under SFAS N@3 and therefore there was no net change iwvéaile to be recognized in income. The
Company terminated this contract in February 2002 Company received cash equal to the fair valdlei® derivative of $1.5 million,
which is being amortized over the remaining lifeteé bonds. The value of the unamortized gainisfdtvap as of September 30, 2005 is
$0.7 million.

The Company entered into a new interestsatgp agreement in February 2002, designated as\afae hedge, in order to minimize the
risks and cost associated with its financing atiéisi The interest rate swap agreement had a mbonount of $100.0 million and was
established to manage the interest rate risk o$éinéor subordinated note obligations. Under thepsagreement, the Company paid the
counterparty variable rate interest (3-month gilLIBOR plus 3.49%) and the counterparty paidGoenpany fixed rate interest of9s %
on a semiannual basis over the life of the instmtmeursuant to SFAS No. 133, as amended, sudtestteate swap contract was reflected at
fair value on the Company’s consolidated balaneeshnd the related portion of fixed-rate debt @péiadged is reflected at an amount equal
to the sum of its carrying value plus an adjustnmeptesenting the change in fair value of the dékigation attributable to the interest rate
being hedged. The net effect of this accountinghenCompany’s operating results was that intengst’se on the portion of fixed-rate debt
being hedged was generally recorded based on \&iigbrest rates. The interest rate swap was deresil to be perfectly effective because it
qualified for the “short-cut” method under SFAS N@3 and therefore there was no net change iwvéaile to be recognized in income. The
Company terminated this contract in August 2002 Tlompany received cash equal to the fair valubisfderivative of $2.5 million, which
is being amortized over the remaining life of tleadls. The value of the unamortized gain of thispsamof September 30, 2005 is
$1.3 million. At September 30, 2004 and 2005 thenfany had no outstanding interest rate swap cdatrac
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The following table presents the balance stietils of the Senior Subordinated Notes (in Hamals):
September 30,

2004 2005
Senior Subordinated Notes, due February 1, : $ 172,88 $ 172,88
Less: Unamortized discount on Senior Subordinateid$ (2,307 (1,776
Add: Unamortized portion of interest rate he: 2,63( 2,02t

The following table presents the balance stiewils of the Senior Convertible Notes (in trends):

September 30

2004 2005
Senior Convertible Notes, due November 1, 2 $ — $ 50,00(
Less: Unamortized discount on Senior ConvertibléeN — (792)
Add: Fair Value of derivatives associated with 8e@onvertible Note — 1,48:

$ — $ 50,69

7. LEASES:

The Company leases various facilities undecancelable operating leases. For a discussiteasés with certain related parties see
Note 12. Rental expense for the years ended Septe30h2003, 2004 and 2005 was approximately $idlin, $14.4 million anc
$10.8 million respectively. Future minimum leasgrmants under these noncancelable operating leadesenms in excess of one year are as
follows (in thousands):

Year Ended September &

2006 $ 10,21z
2007 7,54z
2008 5,127
2009 3,52¢
2010 1,31¢
Thereaftel 1,052

Total $ 28,78(

8. INCOME TAXES:
Federal and state income tax provisions sufellows (in thousands):

Year Ended September 30,

2003 2004 2005

Federal:

Current $ — $ 1,09¢ $ 7

Deferred 231 4,82 (21¢)
State:

Current — 86¢E 901

Deferred 17C (17) 141

$ 401 $ 6,771 $ 894
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Actual income tax expense differs from incamape expense computed by applying the U.S. fedsasilitory corporate rate of 35 percent to
income before provision for income taxes as follgimghousands):

Year Ended September 30

2003 2004 2005
Provision (benefit) at the statutory r: $ 3,14 $ (39,36) $ (39,779
Increase resulting fron
Non-deductible expenst 614 72¢ 1,02¢
Change in valuation allowan: — 26,82t 22,26¢
Contingent tax liabilitie: 457 48€
Non-deductible goodwill impairmer — 27,68t 19,457
Other — 64 —
Decrease resulting fror
Change in valuation allowan: (3,299 (6,262) —
State income taxes, net of federal deduc (525) (1,979 (2,395
Contingent tax liability — (929 —
Other — — (168)
$ 401 $ 6,77 $ 894

Deferred income tax provisions result fromporary differences in the recognition of income ampenses for financial reporting
purposes and for income tax purposes. The incoreftects of these temporary differences, reprasgmteferred income tax assets and
liabilities, result principally from the followingn thousands):

Year Ended
September 30,
2004 2005
Deferred income tax asse
Property and equipme $ — $ 35¢
Allowance for doubtful accoun 1,48 1,51(
Goodwill 10,93¢ 10,31¢
Accrued expense 6,75¢ 6,76¢
Net operating loss carry forwa 9,99( 30,29¢
Various reserve 414 1,50¢
Equity adjustment in affiliat 1,18¢ 1,691
Other 1,471 3,111
Subtotal 32,24¢ 55,55!
Less valuation allowanc (27,619 (51,919
Total deferred income tax ass 4,631 3,63¢
Deferred income tax liabilitie:

Property and equipme (4,009 —
Tax accounting methoc — (1,709
Deferred contract revenue and ot (250 (1,81%)
Total deferred income tax liabilitie (4,259 (3,519

Net deferred income tax ass $ 372 $ 12(C
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In 2002, the Company adopted a tax accoumtiathod change that allowed it to deduct goodwilliicome tax purposes that had
previously been classified as non-deductible. Tdomanting method change resulted in additional éizadie tax basis in goodwill. The
Company believes the realization of the additiaaglbasis in goodwill is less than probable andrwgecorded a deferred tax asset.
Although a deferred tax asset has not been recpadeaf September 30, 2005, the Company has deaivadhulative cash tax reduction of
$11.2 million from the change in tax accounting Imoet and the subsequent amortization of the additi@ax goodwill. The Company has
provided a tax reserve for the cumulative cashredxction. In addition, the amortization of the itiddal tax goodwill has resulted in
additional federal net operating loss carry forvgamfl$82.0 million and state net operating lossyctorwards of $52.8 million. The Company
believes the realization of the additional net afiag loss carry forwards is less than probablelesinot recorded a deferred tax asset. The
Company has $59.9 million of tax basis in the addél tax goodwill that remains to be amortized.chSeptember 30, 2005, approximately
nine years remain to be amortized.

As of September 30, 2005, the Company hailledol@ approximately $146.0 million of federal ek operating loss carry forwards for
federal income tax purposes including $82.0 milliesulting from the additional amortization of oodwill. This carry forward, which may
provide future tax benefits, will begin to expire2011. The Company also had available approxim&255.2 million of net tax operating
loss carry forwards for state income tax purposetuding $52.8 million resulting from the additidrzemortization of tax goodwill which
begin to expire in 2006. Due to recent tradingvéigtin the Company’s stock, a change of controtlaBned by the Internal Revenue Code
Section 382 may have occurred. If a change of obhais occurred, the Company will be limited in #mount of federal net operating loss
carry forwards that may be utilized in future taeays. However, the Company has fully valued ther@dcet operating loss carry forwards
and any reduction in future net operating lossyctmwards would be offset by a reduction in theresponding valuation allowances.

In assessing the realizability of deferreddasets at September 30, 2005, the Company coediddiether it was more likely than not t
some portion or all of the deferred tax assetsmwatlbe realized. The Company'’s realization of defétax assets is dependent upon the
generation of future taxable income during theqasiin which these temporary differences becomedtdde. However, SFAS 109,
“Accounting for Income Taxes” places considerablyrenweight on historical results and less weighfutare projections when there is
negative evidence such as cumulative pretax ldasesent years. The Company incurred a cumulgiegax loss for September 30, 2003,
2004 and 2005 including goodwill impairment. In #izsence of specific favorable evidence of sufficieeight to offset the negative
evidence of the cumulative pretax loss, the Compesyprovided valuation allowances of $42.7 milioncertain federal deferred tax assets
and $9.2 million for certain state deferred tavetéssThe Company believes that $3.5 million of fatldeferred tax assets will be realized by
offsetting reversing deferred tax liabilities. TBempany believes that $0.1 million of state defétex assets will be realized for certain non-
unitary, non-consolidated and non-combined stategurns and valuation allowances were not pravide these assets. The Company will
evaluate the appropriateness of its remaining celeax assets and valuation allowances on a qlyalsis.

The Company has adopted positions that adgeuthority may view differently. The Company beks its reserves of $14.0 million
recorded in other non-current liabilities are addqun the event the positions are not ultimatglyaid. The timing of the payment of these
reserves is not currently known and would be basetthe outcome of a possible review by a taxingaritly. Statutes of limitations will beg
to expire during the fiscal year ending Septemi®e2B06 and thereafter.

83




Table of Contents

INTEGRATED ELECTRICAL SERVICES, INC., AND SUBSIDIAR I[ES

Notes to Consolidated Financial Statements — (Comtiied)

The net deferred income tax assets andiliabiare comprised of the following (in thousands)

September 30,

2004 2005
Current deferred income taxe

Assets $ 222 $ 2,26¢
Liabilities (250 (2,269
$ (29 $ -

Noncurrent deferred income tax
Assets $ 4,40¢ $ 1,36¢
Liabilities (4,009 (1,249
40C 12C
Net deferred income tax ass $ 372 $ 12C

9. OPERATING SEGMENTS

The Company follows SFAS No. 131, “Disclosuadout Segments of an Enterprise and Relatedhiation.” Certain information is
disclosed, per SFAS No. 131, based on the way neam@igt organizes financial information for makingiing decisions and assessing
performance.

The Company’s reportable segments are steabeginess units that offer products and senticeo distinct customer groups. They are
managed separately because each business reqffeesntl operating and marketing strategies. Theeggments, which contain different
economic characteristics, are managed through gpbipally-based regions.

The Company manages and measures performéitsédusiness in two distinctive operating segtapcommercial and industrial, and
residential. The commercial and industrial segnpeatides electrical and communications contracti@sgign, installation, renovation,
engineering and upgrades and maintenance and eepdat services in facilities such as office buidginhigh-rise apartments and
condominiums, theaters, restaurants, hotels, tasg@nd critical-care facilities, school distriatsanufacturing and processing facilities,
military installations, airports, refineries, path@mical and power plants, outside plant, netwotkmprise and switch network customers.
residential segment consists of electrical and canmioations contracting, installation, replacemertd eenovation services in single family
and low-rise multifamily housing units. Corporateludes expenses associated with the Company’s bifioe and regional infrastructure.

The accounting policies of the segmentsiaestime as those described in the summary of is@mifaccounting policies. The Company
evaluates performance based on income from opesatibthe respective business units prior to hoffieecoexpenses. Management allocates
costs between segments for selling, general andihé&trative expenses, goodwill amortization, detan expense, capital expenditures and
total assets.
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Segment information for the years ended Seipée 30, 2003, 2004 and 2005 are as follows (inghnds):
Fiscal Year Ended September 30, 2003

Revenue!

Cost of service

Gross profit

Selling, general and administrati
Income (loss) from operatiol

Other data

Depreciation and amortization expel
Capital expenditure

Total asset

Revenue!

Cost of service

Gross profit

Selling, general and administrati
Goodwill impairment charg
Income (loss) from operatiol

Other data

Depreciation and amortization expel
Capital expenditure

Total asset

Revenue:

Cost of service

Gross profit

Selling, general and administrati
Goodwill impairment charg
Income (loss) from operatiol

Other data

Depreciation and amortization expel
Capital expenditure

Total asset

Commercial
and Industrial Residential Corporate Total
$ 962,83t $ 255,11! $ — $ 1,217,95:
852,88 195,61( — 1,048,49
109,95: 59,50¢ — 169,45¢
81,96¢ 33,11( 19,44¢ 134,52:
$ 27,98 $ 26,39¢ $ (1944H $ 34,93:
$ 8,40¢ $ 1,13 $ 2,10¢ $ 11,641
4,15( 891 2,491 7,53:
445,47¢ 69,04: 102,42( 616,94:
Fiscal Year Ended September 30, 2004
Commercial
and Industrial Residential Corporate Total
$ 899,62¢ $ 282,71: $ — $ 1,182,33
815,20 221,99( — 1,037,19
84,42¢ 60,72 — 145,14¢
81,03 33,74¢ 25,14( 139,91¢
70,65 17,91, — 88,57«
$ (67,269 $ 9,06( $ (25,140 $ (83,34)
$ 7,54¢ $ 1,167 $ 2,59 $ 11,301
2,23¢ 1,082 1,96( 5,27¢
334,98¢ 72,04 77,05¢ 484,08t
Fiscal Year Ended September 30, 2005
Commercial
and Industrial Residential Corporate Total
$ 785,31¢ $ 317,49} $ — $ 1,102,81
723,96 251,93: — 975,90(
61,352 65,56: — 126,91
80,22: 36,63 36,70¢ 153,56:
45,265 12,07: — 57,33¢
$ (64,137 $ 16,85¢ $ (36,709 $ (83,980
$ 6,97¢ $ 96¢€ $ 2,85 $ 10,80:
1,22¢ 1,34¢ 1,104 3,682
246,99: 72,097 96,89: 415,98
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The Company does not have significant opamatbr long-lived assets in countries outside efllinited States.
Total assets as of September 30, 2003, 200£@05 exclude assets held for sale of $97,546889 and $388, respectively.

Amounts reported for the years ended Septe8he2003 and 2004 have been reclassified to confo the current year presentation.

10. STOCKHOLDERS’ EQUITY:
Restricted Voting Common Stc

The shares of restricted voting common stoke rights similar to shares of common stock etxtegi such shares are entitled to elect
member of the board of directors and to not othegwiote with respect to the election of directord are entitled to one-half of one vote for
each share held on all other matters. Each shasstrfcted voting common stock will convert intanemon stock upon disposition by the
holder of such shares.

Common Stock Repurchase Progre

During the year ended September 30, 2003Ctmpany completed a 2 million share repurchasgram. The Company used
approximately $10.2 million in cash generated famerations to repurchase shares during the yeadeBeptember 30, 2003 for this
program. On November 5, 2003, we commenced a $llidmshare repurchase program. We used approxiyndte6 million in cash
generated from operations to repurchase 549,20@sharing the year ended September 30, 2004 timdgrrogram.

1997 Stock Pla

In September 1997, the Company’s board @fottirs and stockholders approved the Company’s $883k Plan (the “Plan”), which
provides for the granting or awarding of incentivenonqualified stock options, stock appreciatigts, restricted or phantom stock and
other incentive awards to directors, officers, keyployees and consultants of the Company. The nuaftehares authorized and reservec
issuance under the Plan is 15 percent of the agtgeymber of shares of common stock outstanding.t@rms of the option awards will be
established by the compensation committee of thegamy’s board of directors. Options generally exjpietween seven and ten years from
the date of grant, one year following terminatidremployment due to death or disability, or threenths following termination of
employment by means other than death or disability.

Directors’ Stock Plar

In September 1997, the Company’s board @&fottirs and stockholders approved the 1997 Dirécitosk Plan (the “Directors’ Plan”),
which provides for the granting or awarding of &toptions to nonemployee directors. In May 2008, @ompany’s board of directors
amended the Directors’ Plan. The number of sharé®ezed and reserved for issuance under the irgdlan is 250,000 shares. Each
nonemployee director is granted options to purc8a3@0 shares at the time of an initial electioswdth director. In addition, each director
will be automatically granted options to purchag#8 shares annually at each September 30 on whithdirector remains a director. All
options have an exercise price based on the fakehaalue at the date of grant, are immediatebtee and expire 10 years from the date of
the grant. In the event that the director ceasssiee as a member of the board for any reasooptiens must be exercised within one year.
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1999 Incentive Compensation Pl

In November 1999, the Company’s board ofdaes adopted the 1999 Incentive Compensation (@h&'1999 Plan”). The 1999 Plan, as
amended, authorizes the Compensation Committdeedddard of Directors or the Board of Directorgitant eligible participants of the
Company awards in the form of options, stock appt®n rights, restricted stock or other stock lbbaeards. The Company has up to
5.5 million shares of common stock authorized $suance under the 1999 Plan.

In March 2000, the Company granted 400,08€icted stock awards under this stock plan torapleyee. This award was vested in ec
installments on March 20th of each year throughd2@@ovided the recipient was still employed by @empany. The market value of the
underlying stock on the date of grant for this alvaas $2.3 million, which was recognized as comagois expense over the related vesting
periods. The award was accelerated on its ternitshacame fully vested and was fully amortized dyithre year ended September 30, 2002.

In December 2003, the Company granted aictsdrstock award of 242,295 shares under the P&9®to certain employees. This award
vests in equal installments on December 1, 20042808, provided the recipient is still employedtbg Company. The market value of the
stock on the date of grant for this award was $&l0on, which will be recognized as compensatiopense over the related two year vesting
period. During the years ended September 30, 260042605, the Company amortized $0.8 million and $0illion, respectively, to expense
in connection with this award.

In January 2005, the Company granted 365:88dicted stock awards under its 1999 Incentiven@ensation Plan to employees. This
award vests in equal installments on January 36 20@ 2007, provided the recipient is still empbbygy the Company. The market value of
the stock on the date of grant for this award wig #illion, which will be recognized as compensatexpense over the related two year
vesting period. During the year ended Septembe2@05, the Company amortized $0.8 million to exgensconnection with this award.
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The following table summarizes activity untlee Company’s stock option and incentive compénisatians:

Weighted Average

Shares Exercise Price
Outstanding, September 30, 2( 6,534,68! $ 9.3¢
Options Grante: 21,00( 6.9C
Exercisec (392,279 5.32
Forfeited and Cancelle (800,56¢) 12.2(
Outstanding, September 30, 2( 5,362,84. $ 9.2¢
Options Grante: 303,22¢ 1.2C
Exercisec (855,599 5.17
Forfeited and Cancelle (643,677 10.0Z
Outstanding, September 30, 2( 4,166,79. $ 9.4z
Options Grante: 911,22¢ 2.5¢
Exercisec (133,249 3.04
Forfeited and Cancelle (1,618,68) 7.87
Outstanding, September 30, 2( 3,326,08! $ 8.5
Exercisable, September 30, 2( 3,747,77. $ 10.9:
Exercisable, September 30, 2( 3,469,82! $ 10.6¢
Exercisable, September 30, 2( 2,523,22: $ 10.61

The table below summarizes options outstandird exercisable at September 30, 2005:

Weighted-Average

Range of Outstanding as of Remaining Weighted-Average Exercisable as of Weighted-Average
Exercise Prices September 30, 2005 Contractual Life Exercise Price September 30, 2005 Exercise Price

$ 2.800(-$ 4.624C 1,078,791 5.9 $ 2.1C 276,07¢ $ 2.1¢

$ 4.625(-$ 6.900C 735,49 53 % 5.67 735,34 $ 5.67

$ 6.910(-$10.300C 23,00( 45 $ 8.74 23,00( $ 8.74

$10.310+-$15.400C 1,180,60: 27 $ 13.61 1,180,60: $ 13.61

$15.4101-$22.125C 308,19! 2.8 $ 18.5¢ 308,19! $ 18.5¢
3,326,08! 43 $ 8.5¢ 2,523,22 $ 10.61

Options granted during the years ended Sdges0, 2003, 2004 and 2005 had weighted averagealaes per option of $3.63, $4.68
and $2.64, respectively.

Unexercised options expire at various datas flanuary 27, 2008 through October 1, 2014.

Employee Stock Purchase PI

In February 2000, the Company'’s stockhol@dgsroved the Company’s Employee Stock Purchase(flatESPP”), which provides for
the sale of common stock to participants as defateadprice equal to the lower of 85% of the Comyfsnlosing stock price at the beginning
or end of the option period, as defined. The nunalbshares of common stock authorized and resdorddsuance under the ESPP is
2.0 million shares.
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The purpose of the ESPP is to provide an incerfitivemployees of the Company to acquire a propyéatderest in the Company through the
purchase of shares of the Company’s common stdek ESPP is intended to qualify as an “EmployeekSkaachase Plan” under

Section 423 of the Internal Revenue Code of 198@naended (the “Code”). The provisions of the E&RFconstrued in a manner to be
consistent with the requirements of that sectiothefCode. During the years ended September 3@, 2004 and 2005, the Company issued
248,982, 247,081 and 61,935 shares pursuant B3R, respectively. The ESSP was suspended begionidanuary 1, 2005 and the
number of shares shown for fiscal year 2005 ratathe option period which ended on December 3042B0r purposes of SFAS No. 123,
“Accounting for Stock-Based Compensation,” estirdatempensation cost as it relates to the ESPP arapwted for the fair value of the
employees’ purchase rights using the Black-Schai¢i®n pricing model with the following assumptidios 2003: expected dividend yield of
0.00%, expected stock price volatility of 51.94%jighted average risk free interest rate of 3.218aanexpected life of 0.5 years. The
weighted average fair value per share of thesehpsecrights granted in 2003 was approximately $0'B6 following assumptions were used
for 2004: expected dividend yield of 0.00%, expdcttck price volatility of 68.38%, weighted avezagsk free interest rate of 3.71% and an
expected life of 0.5 years. The weighted averagerédue per share of these purchase rights grantgd04 was approximately $1.30. The
following assumptions were used for 2005: expediediend yield of 0.00%, expected stock price vibtgtof 73.61%, weighted average risk
free interest rate of 3.52% and an expected life.®fyears. The weighted average fair value parestiathese purchase rights granted in 2005
was approximately $1.36.

11. RELATED -PARTY TRANSACTIONS:

The Company has transactions in the normaiseoof business with certain affiliated companidsee Company had a note receivable f
an affiliate, EPV, of $1.8 million as of SeptemiB&; 2004 which was determined to be uncollectibeend of September 30, 2005 in
connection with the Company’s overall assessmetitefalue of its investment. Amounts due from otleéated parties at September 30,
2004 were $0.1 million. There were no amounts domn fother related parties at September 30, 200&ohmection with certain of the
acquisitions, subsidiaries of the Company haveredtmto a number of related party lease arrangesrienfacilities. These lease agreements
are for periods generally ranging from three te fiears. Related party lease expense for the gadesd September 30, 2003, 2004 and 2005
were $3.5 million, $2.7 million and $2.7 milliorespectively. Future commitments with respect te¢heases are included in the schedule of
minimum lease payments in Note 7.

12. EMPLOYEE BENEFIT PLANS:

In November 1998, the Company establishedrtegyrated Electrical Services, Inc. 401(k) Retiemt Savings Plan (the “401(k) Plan”).
All full- time IES employees are eligible to participatelonfirst day of the month subsequent to completinty days of service and attaini
age twenty-one. Participants become vested in Coynpeatching contributions following three yearssefvice.

The aggregate contributions by the Comparifi¢at01(k) Plan and the Plans were $3.0 milli@g2$nillion and $1.7 million for the yea
ended September 30, 2003, 2004 and 2005, respgctive
13. COMMITMENTS AND CONTINGENCIES:

The Company and its subsidiaries are involaegarious legal proceedings that have arisehénardinary course of business. While it is
not possible to predict the outcome of such procgsdwith certainty and it is possible that theuitssof legal proceedings may materially
adversely affect us, in the opinion of the Compallysuch proceedings are either adequately covgredsurance or, if not so covered,
should not ultimately result in any liability whietould have a material adverse effect on the firmposition, liquidity
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or results of operations of the Company. The Compapenses routine legal costs related to sucheprings as incurred.
The following is a discussion of certain sfgant legal matters the Company is currently iwed in:

A. In re Integrated Electrical Services, Inc. SecestLitigation, No. 4:04-CV-3342; in the United $&District Court for the Southern
District of Texas, Houston DivisioBetween August 20 and October 4, 2004, five putadirrcurities fraud class actions were filed agdiSs
and certain of its officers and directors in thatelh States District Court for the Southern DistdtTexas. The five lawsuits were
consolidated under the captibmre Integrated Electrical Services, Inc. SecestLitigation, No. 4:04-CV-3342. On March 23, 2005, the
Court appointed Central Laborer’ Pension Fund ad fdaintiff and appointed lead counsel. Pursuathé parties’ agreed scheduling order,
lead plaintiff filed its amended complaint on J@&005. The amended complaint alleges that deféadéolated Section 10(b) and 20(a) of
the Securities Exchange Act of 1934 by making nitgrfalse and misleading statements during tteppsed class period of November 10,
2003 to August 13, 2004. Specifically, the amenci@dplaint alleges that defendants misrepresenge@tmpany’s financial condition in
2003 and 2004 as evidenced by the restatemenateibbenerally accepted accounting principles,maisdepresented the sufficiency of the
Company’s internal controls so that they could gega insider trading at artificiallinflated prices, retain their positions at the Camyg ant
obtain a $175 million credit facility for the Compa

On August 5, 2005, the defendants moveddmidis the amended complaint for failure to statkaim. The defendants argued, among
other things, that the amended complaint faildleme fraud with particularity as required by RAi®) of the Federal Rules of Civil Proced
and fails to satisfy the heightened pleading resqnénts for securities fraud class actions undePthate Securities Litigation Reform Act of
1995. Specifically, defendants argue that the am@radmplaint does not allege fraud with partictyaais to numerous GAAP violations and
opinion statements about internal controls, failsaise a strong inference that defendants actedikigly or with severe recklessness, and
includes vague and conclusory allegations fromidential witnesses without a proper factual bdstéad plaintiff filed its opposition to the
motion to dismiss on September 28, 2005, and defasdiled their reply in support of the motiondismiss on November 14, 2005. The
Company does not anticipate any additional briefinglefendants’ motion.

B. Radek v. Allen, et al., No. 2004-48577; in the h1Rtdicial District Court, Harris County, Texa®n September 3, 2004, Chris Radek
filed a shareholder derivative action in the Dadt€ourt of Harris County, Texas naming HerberARen, Richard L. China, William W.
Reynolds, Britt Rice, David A. Miller, Ronald P. &ie, Donald P. Hodel, Alan R. Sielbeck, C. Byrory&ar, Donald C. Trauscht, and James
D. Woods as individual defendants and IES as ndmdigi@ndant. On July 15, 2005, plaintiff filed amended shareholder derivative petition
alleging substantially similar factual claims t@$e made in the putative class action, and malangmon law claims against the individual
defendants for breach of fiduciary duties, misapgadion of information, abuse of control, grossmanagement, waste of corporate assets,
and unjust enrichment. On September 16, 2005, dafda filed special exceptions or, alternativelynation to stay the derivative action. On
November 11, 2005, Plaintiff filed a response tfeddant’ special exceptions and motion to stay. Defendascial exceptions and motion
to stay are currently set for hearing on Januag096.

C. SEC Investigation -©n August 31, 2004, the Fort Worth Regional Offiééhe SEC sent a request for information conceyhiis’s
inability to file its 10-Q in a timely fashion, theternal investigation conducted by counsel toAkieit Committee of the company’s Board of
Directors, and the material weaknesses identifietElS’s auditors in August 2004. In December 2aBé,Commission issued a formal order
authorizing the staff to conduct a private investign into these and related matters. The invesbigas still ongoing, and the Company is
cooperating with the SEC. An adverse outcome miiatter could have a material adverse effect obosiness, consolidated financial
condition, results of operations or cash flows.
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D. Cynthia People v. Primo Electric Company, Inc., &bbVilson, Ray Hopkins, and Darcia Perini; In thaited States District Court
for the District of Maryland; C.A. No. :-C-05-0021520n March 10, 2005, one of IES’ wholly-owned subsiiis was served with a lawsuit
filed by an ex-employee alleging thirteen causeaobibn including employment, race and sex disaration as well as claims for fraud,
intentional infliction of emotional distress, negdhce and conversion. On each claim plaintiff imdeding $5-10 million in compensatory
and $10-20 million in punitive damages; attorndgas and costs. This action was filed after thalloffice of the EEOC terminated their
process and issued plaintiff a right-to -sue lgtirher request. IES will vigorously contest atajna of wrongdoing in this matter and does
not believe the claimed damages bear any likelitafdzking found in this case. However, if such dgesawere to be found, it would have a
material adverse effect on consolidated finanaaldition and cash flows. The Company intends tondgsly contest these actions. An
adverse outcome in these actions could have a isladwverse effect on our business, consolidateghfiial condition, results of operations or
cash flows.

We are involved in various other legal pratiegs that have arisen in the ordinary course sffiss. While it is not possible to predict
outcome of any of these proceedings with certaaniy it is possible that the results of legal prdoegs may materially adversely affect us, in
our opinion, these proceedings are either adequedsiered by insurance or, if not so covered, sthaok ultimately result in any liability
which would have a material adverse effect on marfcial position, liquidity or results of operatg The Company intends to vigorously
contest these actions. An adverse outcome in te8ms could have a material adverse effect orbasiness, consolidated financial
condition, results of operations or cash flows.

Some of the Comparsytustomers and vendors require the Company tdettests of credit as a means of guaranteeing paence unde
its contracts and ensuring payment by the Compasylcontractors and vendors. If the customer éesonable cause to effect payment
under a letter of credit, the Company would be iregito reimburse its creditor for the letter oédit. Depending on the circumstances
surrounding a reimbursement to its creditor, thenBany may have a charge to earnings in that pefiodlate the Company has not had a
situation where a customer or vendor has had reaé®cause to effect payment under a letter ofitcratdSeptember 30, 2005, $1.3 million
of the Company’s outstanding letters of credit wereollateralize its customers and vendors.

Some of the underwriters of the Company’siakig insurance program require it to post lettdrsredit as collateral. This is common in
the insurance industry. To date the Company hakamba situation where an underwriter has had nedide cause to effect payment under a
letter of credit. At September 30, 2005, $32.3iomllof the Company outstanding letters of credit were to collateelts insurance progra

Many of the Company’s customers require ysast performance and payment bonds issued byetysiihose bonds guarantee the
customer that the Company will perform under thienteof a contract and that it will pay its subcantors and vendors. In the event that the
Company fails to perform under a contract or paycsatractors and vendors, the customer may denmensitrety to pay or perform under
Company'’s bond. The Company’s relationship withsitseties is such that it will indemnify the suestfor any expenses they incur in
connection with any of the bonds they issues orCiiapany’s behalf. To date, the Company has neiried significant expenses to
indemnify its sureties for expenses they incurnedh® Company’s behalf. As of September 30, 2085 dompanys cost to complete proje:
covered by surety bonds was approximately $92.4amiand utilized a combination of cash and lett&rsredit totaling $29.3 million to
collateralize the Company’s bonding program.

The Company has committed to invest up t0 $illion in EnerTech Capital Partners Il L.P. (‘&ifech”). EnerTech is a private equity
firm specializing in investment opportunities enieggfrom the deregulation and resulting convergesfdbe energy, utility and
telecommunications industries. Through SeptembeRB05, the Company had invested $3.9 million uridezommitment to EnerTech.
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On September 30, 2005, we and Bank of Amemitared into a letter agreement whereby we wowlkematable monthly payments to
increase the amount of cash collateral held byehéer as security for our obligations under theglitrfacility to $17.6 million by January 31,
2006. The balance in the account as of Septemhe&208® was $9.6 million and is recorded as regiiciash on the balance sheet.

The asset divestiture program involves the shsubstantially all of the assets and liatgbtof certain wholly owned subsidiary business
units. As part of the sale, the purchaser assuthkstilities except those specifically retained the Company. The transaction does not
include sale of the legal entity or Company sulasidand as such the Company retains certain legalities. In addition to specifically
retained liabilities contingent liabilities exist the event the purchaser is unable or unwillinggdorm under its assumed liabilities. Those
contingent liabilities may include items such as:

« Joint responsibility for any liability to the suydbonding company if the purchaser fails to perfone work
« Liability for contracts for work not finished if éhcontract has not been assigned and a releaseezbfeom the custome

« Liability on ongoing contractual arrangements sasheal property and equipment leases where ngrassnt and release has been
obtainec

14. QUARTERLY RESULTS OF OPERATIONS (Unaudited):

Quarterly financial information for the yeansded September 30, 2004 and 2005 are summasZetiaas (in thousands, except per
share data):

Fiscal Year Ended September 30, 2004

First Second Third Fourth
Quarter Quarter Quarter Quarter
Revenue: $ 300,56: $ 281,21( $ 306,06! $ 294,50
Gross profit $ 42,99t $ 34,43 $ 36,12¢ $ 31,59¢
Net income (loss) from continuing operatic $ 4,552 $ (22) $ (75€) $ (123,01Y
Net income (loss) from discontinued operati $ 1,73 $ 2,49¢ $ 1,497 $ (11,35)
Net income (loss $ 6,28¢ $ 2,47 $ 741 $  (134,36¢)
Earnings (loss) per share from continuing operati
Basic $ 0.12 $ — $ (0.02) $ (3.19)
Diluted $ 0.1Z $ — $ (0.02) $ (3.17)
Earnings (loss) per share from discontinued oparat
Basic $ 0.0t $ 0.0€ $ 0.04 $ (0.29)
Diluted $ 0.0t $ 0.0€ $ 0.04 $ (0.29)
Earnings (loss) per shai
Basic $ 0.1€ $ 0.0€ $ 0.0z $ (3.4¢€)
Diluted $ 0.1€ $ 0.0€ $ 0.0z $ (3.4€)
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Fiscal Year Ended September 30, 2005

First Second Third Fourth
Quarter Quarter Quarter Quarter
Revenue: $ 274,79 $ 278,75¢ $ 279,40¢ $ 269,85t
Gross profit $  34,59¢ $ 30,78¢ $ 36,12 $ 25,41
Net income (loss) from continuing operatic $  (9,80€) $ (210,930 $ (9,799 $ (84,010
Net income (loss) from discontinued operati $ (7,809 $ (2,29 $ (4,119 $ (873
Net income (loss $ (17,609 $  (13,22¢) $ (13,91Y $ (84,88
Earnings (loss) per share from continuing operati
Basic $ (0.29) $ (0.2¢) $ (0.25) $ (2.19
Diluted $ (0.29) $ (0.2¢) $ (0.25) $ (2.19)
Earnings (loss) per share from discontinued oparat
Basic $ (0.20) $ (0.0¢) $ (0.11) $ (0.02)
Diluted $ (0.20) $ (0.06) $ (0.1)) $ (0.02)
Earnings (loss) per shai
Basic $ (0.4¢) $ (0.39) $ (0.36) $ (2.1¢)
Diluted $ (0.4¢) $ (0.39) $ (0.3¢€) $ (2.1€)

The sum of the individual quarterly earnipgs share amounts may not agree with year-to edat@ngs per share as each period’s
computation is based on the weighted average nuoflsdrares outstanding during the period.

Included in net loss for the fourth quarte2004 and 2005 is a $88.6 and $56.7 million in-cash, respectively, goodwill impairment
charges. Also, included in net loss for the fouytiarter of 2005 is $5.9 million related to a nosfcanpairment of long-lived assets.
15. SUBSEQUENT EVENTS:

Divestiture

In December 2005, the Company sold its istareone subsidiary for approximately $7.0 millismbject to certain terms and post closing
adjustments and was comprised of $5.8 million shcand $1.2 million in retained assets. Approxihya$8.0 million of the cash proceeds
were added to the restricted cash account at BaAknerica under the terms of the credit facilishefCompany’s previously announced
divestiture program is now complete.

Litigation Settlemer

On November 14, 2005, the Company annouritadttagreed to a settlement amount in two peniinguits.

The first is the agreement to settle litigatrelated to the jury verdict announced on Apfil 2005, in favor of the Company, that was
related to a contract dispute at a subsidiary.Setgement amount of $7.25 million was paid to@wmpany, subject to agreement on the
settlement documents, in November 2005.

Additionally, the Company settled an outstaggrevailing wage case that was pending againkiseed subsidiary. That settlement
amount was $2.325 million which was paid on Decanh@005. The payment was made $825,000 by thep@oynand $1.5 million by a
third party as partial settlement of a claim agaihem.
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Item 9. Changes in and Disagreements With Accountants orcégnting and Financial Disclosure

None.

Item 9A. Controls and Procedures

(@) Disclosure controls and procedures.

Disclosure controls and procedures are dedigm ensure that information required to be dsstioby us in reports filed or submitted ur
the Securities Exchange Act of 1934 (“Exchange Aisttecorded, processed, summarized and repoithahvhe time periods specified in
the SEC'’s rules and forms. Disclosure controls aededures include, without limitation, controlsdgrocedures designed to ensure that
information required to be disclosed under the Brge Act is accumulated and communicated to managemcluding the principal
executive and financial officers, as appropriataltow timely decisions regarding required disclesu’here are inherent limitations to the
effectiveness of any system of disclosure contral$ procedures, including the possibility of hureaor and the circumvention or overriding
of the controls and procedures. Accordingly, eviéectve disclosure controls and procedures cagy pridvide reasonable assurance of
achieving their control objectives.

An evaluation was performed under the sug@miand with the participation of the Company’snagement, under the supervision of our
principal executive officer (CEO) and principaldincial officer (CFO), of the effectiveness of thesigin and operation of the Company’s
disclosure controls and procedures as of SepteBihe2005. Based on that evaluation and the matggakness identified below, the
Company’s management, including the CEO and the,@b@xluded that the Company’s disclosure contnts procedures were not
effective, as of September 30, 2005.

(b) Internal Controls.
Managemer's Report on Internal Control over Financial Repog

Management of the Company, including the Chieecutive Officer and Chief Financial Officer,rssponsible for establishing and
maintaining adequate internal control over finah@aorting, as defined in Rules 13a-15(f) and 15¢H of the Securities Exchange Act of
1934, as amended. Our internal controls were dedigmprovide reasonable assurance as to theiligjialh our financial reporting and the
preparation and presentation of the consolidatehfiial statements for external purposes in acooslwith accounting principles generally
accepted in the United States, as well as to safdgassets from unauthorized use or disposition.

We conducted an evaluation of the effectigsref our internal control over financial reportingsed on the framework in Internal
Control — Integrated Framework issued by the Conemibf Sponsoring Organizations (COSO) of the TnagdCommission. This
evaluation included review of the documentatiorca@itrols, evaluation of the design effectivenessaoitrols, testing of the operating
effectiveness of controls and concluding on thisleation. Based on this evaluation and the ideatifon of the material weakness discussed
below, management concluded that the Company dichaotain effective internal control over finarlaieporting as of September 30, 2005.

As we finalized the preparation of the 20@@ificial statements, we determined that a matesakness in our internal control over
financial reporting exists related to the Comparygar-end financial statement close process wipeaet to controls over certain non-routine
financial reporting procedures, including the cotgtiover goodwill and longjved asset impairments, the classification of deit the remov
of non-cash items from the statement of cash flGwese ineffective controls resulted in materiaisions to the fiscal 2005 draft financial
statements in the property and equipment and aelouats and the statement of cash flows. Suchioegsvere recorded in the financial
statements prior to their publication in this AnhRaport. This material weakness resulted, at liegsart, from high turnover in an already
limited corporate finance and accounting staff tedsignificant demands placed on that accountiafd. s

A control system, no matter how well desigaed operated, can provide only reasonable, natlaties assurance that the control system’s
objectives will be satisfied. Our independent aadithave issued an
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attestation report on management’s assessment @ftetnal control over financial reporting. Thaport also appears in this Report.

Remediation of Material Weakness

While the accounting staff was increasedifiantly, many of the new staff members were raded until late in the year, with several
being added subsequent to September 30, 2005 aivdyheot been through even a month-end close poitiie year end close. Much of the
learning required to complete the close was donieewiorking on the year-end close. This led to tipnessures in delivering support to our
auditors and resulted in many post closing entkiés have also had several vacancies in Regionatr@len positions during Fiscal 2005.
One of the vacancies was filled subsequent to 8dpe30, 2005, and one continues to remain vacant.

To remediate this material weakness, we edtpezxecute the following plan:

* Provide additional training and education for teeent additions in the finance departm

« Fill the vacant Regional Controller positic

* Provide more detailed structure and evaluatiomefRegional Controller functio

« Continue the review and monitoring of the accountiepartment structure and organization, bothrimseof size and expertis

« Continue review, testing and monitoring of the ingd controls with respect to the operation of @@mmpany’s financial reporting and
close processe

The Company believes the plan identified @&yl serve to remediate the identified materigakness.
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTH\W&M ON INTERNAL CONTROL OVER FINANCIAL REPORT

The Board of Directors and Shareholders of
Integrated Electrical Services, Inc.

We have audited management’s assessmenidattin the accompanying Management’s Report arriat Control Over Financial
Reporting, that Integrated Electrical Services, thid not maintain effective internal control o¥grancial reporting as of September 30, 2(
because of the effect of the material weaknesdifthin management’s assessment relating to #aegnd financial statement close proc
based on criteria established in Internal Contralntegrated Framework issued by the Committee @hSpring Organizations of the
Treadway Commission (the COSO criteria). Integr&ksttrical Services, Inc.’s management is resgad@$or maintaining effective internal
control over financial reporting and for its assesst of the effectiveness of internal control ofileancial reporting. Our responsibility is to

express an opinion on management’s assessmenhapirnon on the effectiveness of the company’srimal control over financial reporting
based on our audit.

We conducted our audit in accordance withsthaedards of the Public Company Accounting Ovétsipard (United States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whetheatigianternal control over financial
reporting was maintained in all material respe®is: audit included obtaining an understanding térimal control over financial reporting,
evaluating management’s assessment, testing ahgaéug the design and operating effectivenessitefrnal control, and performing such
other procedures as we considered necessary airthenstances. We believe that our audit providesagonable basis for our opinion.

A company’s internal control over financiaporting is a process designed to provide reaserasiurance regarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordantiegeinerally accepted accounting
principles. A company'’s internal control over fircéal reporting includes those policies and proceduhat (1) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainky reflect the transactions and dispositionshaf assets of the company; (2) provide
reasonable assurance that transactions are recasdegtessary to permit preparation
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of financial statements in accordance with gengrdtepted accounting principles, and that receiptsexpenditures of the company are
being made only in accordance with authorizatidn®@nagement and directors of the company; angr8)ide reasonable assurance
regarding prevention or timely detection of unauittexd acquisition, use, or disposition of the comps assets that could have a material
effect on the financial statements.

Because of its inherent limitations, interoahtrol over financial reporting may not preventletect misstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdenqaate because of changes in conditions,
or that the degree of compliance with the policeprocedures may deteriorate.

A material weakness is a control deficierarygombination of control deficiencies, that resuft more than a remote likelihood that a
material misstatement of the annual or interimririal statements will not be prevented or detectdeé. following material weakness has
been identified and included in management’s ass&ss Management identified a material weakneSeptember 30, 2005 relating to the
Company’s year-end financial statement close psedth respect to controls over certain non-roufinancial reporting procedures,
including the controls over goodwill and long-livedset impairments, the classification of debt, taedemoval of non-cash items from the
statement of cash flows. These ineffective contredsilted in material revisions to the fiscal 2@0&ft financial statements in the property
equipment and debt accounts, as well as the statasheash flows. Such revisions were recordechiey@ompany in its financial statements
prior to their publication in this Annual Reporti¥ material weakness resulted, at least in pant) high turnover in an already limited
corporate finance and accounting staff and theifsignt demands placed on that accounting stafis fraterial weakness was considered in
determining the nature, timing, and extent of atelits applied in our audit of the 2005 financiateaments, and this report does not affect our
report dated December 19, 2005 on those finanGisments.

In our opinion, management’s assessmentikegrated Electrical Services, Inc. did not mdm&ffective internal control over financial
reporting as of September 30, 2005, is fairly staie all material respects, based on the COSOrabetiteria. Also, in our opinion, because
of the effect of the material weakness describealon the achievement of the objectives of therobariteria, Integrated Electrical
Services, Inc. has not maintained effective intecoatrol over financial reporting as of SeptemBer 2005, based on the COSO control
criteria.

ERNST & YOUNG LLP

Houston, Texas
December 19, 2005
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Iltem 9B. Other Information

None.

PART 1lI

Item 10. Directors and Executive Officers of the Registra
EXECUTIVE OFFICERS AND DIRECTORS
The executive officers and directors of IE@ ¢heir ages as of December 1, 2005 are as fallows

Name Age Position

C. Byron Snyde 57 President, Chief Executive Officer and Direc
Richard C. Humphre 61 Chief Operating Office

Robert Stalvey 55 Senior Vice Presidel

Curt L. Warnock 51 Senior Vice President, General Counsel and Corp@atretar
David A. Miller 35 Senior Vice President and Chief Financial Offi
Gregory H. Uphan 35 Vice President and Chief Accounting Offic
Bob Callahar 48 Senior Vice President of Human Resoutr
Donald L. Luke 68 Director

George O. McDanie 52 Director

Charles H. Beyno 57 Director

Donald Paul Hode 70 Director

Ronald P. Badi 62 Director

Certain information with respect to each executiffecer is as follows:

C. Byron Snydes7, has been President and Chief Executive Officere July 1, 2005 and a Director and Chairmahe®Board of
Directors since our inception. Mr. Snyder was anfting member and Senior Managing Director of Maie& Equity Ventures Il, LP, a
Houston-based private equity investment firm. Myy&r was the President and owner of Sterling Cépital, L.L.C., a private investment
company. Mr. Snyder was owner and President ofdREfrigeration Co., a distributor of refrigeragguipment, from 1992 to 1998. Prior to
1992, Mr. Snyder was the owner and Chief Execulifficer of Southwestern Graphics International,. Jicdiversified holding company
which owned Brandt & Lawson Printing Co., a Housb@ased general printing business, and Acco WagierRéompany, an independent
recycling business. Brandt & Lawson Printing Coswald to Hart Graphics in 1989, and Acco WasteeP&ompany was sold to Browning-
Ferris Industries in 1990.

Richard C. Humphrey§1, has been Chief Operating Officer since March28D5. From December 31, 2001 until March 200%/as a
Regional Operating Officer of IES and from 1970ilubecember 2001 he was the President of ARC Etedtrc., an electrical contracting
company he established in 1970 in Norfolk, Virgiared which became a Company subsidiary in 1998.

Robert Stalveys5, has been Senior Vice President since Septe?@@dr From October 2000 to September 2004 Mr. 8yalvas Senior
Vice President, Operations Services and from J8891Vice President, Special Projects.

Curt L. Warnockb1, has been Senior Vice President, General CoanseCorporate Secretary since January, 2005. 8#fat he served
as Vice President, Law beginning in October 200an+July 2001 to October 2002, Mr. Warnock servedssistant General Counsel of the
Company. Prior to July 2001,
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Mr. Warnock spent sixteen years with Burlington ®eses Inc., an independent NYSE oil and gas comsatving in various positions.
Prior to that, Mr. Warnock served as Senior AttgrteePogo Producing Company, a NYSE oil and gaspaomy; before that, he was in priv
practice. Mr. Warnock is licensed in Texas and falbdeourts and before the Fifth Circuit Court ofpgals and before the United States
Supreme Court.

David A. Miller, 35, has been Senior Vice President and Chief Fiab®@dficer of the Company since January 2005. BxetwJanuary
1998 and January 2005, Mr. Miller held the postiof Financial Reporting Manager, Assistant CotdrplController, Chief Accounting
Officer and Vice President with the Company. Ptiodanuary 1998, Mr. Miller held various positiongublic accounting at Arthur
Andersen LLP and private industry. Mr. Miller i<Cartified Public Accountant.

Gregory H. Upham35, has been Vice President and Chief Accountirfgc€@fsince June 2005. Prior to joining IES, Mr.Hdm held
various financial positions within multiple indusss. Since 2004, he served as a consultant for G&ngures, Inc., a start up in the video
game development industry. From 2000 to 2003, ethe positions of Chief Financial Officer, Treasy and Corporate Controller for
Hostcentric, Inc., a privately held Internet infrasture service provider. Prior to that, Mr. Uphhgid positions with Coach USA and Arthur
Andersen LLP. Mr. Upham is a Certified Public Acotant.

Bob Callahan48, has been Senior Vice President of Human Regswiaoce June 2005. Mr. Callahan was Vice Presafdatiman
Resources from February 2005 to June 2005 and veasRresident of Employee Relations since 2004.Qatlahan joined IES in 2001, after
11 years with the H.E. Butt Grocery Company wheresérved as Director of Human Resources. Mr. Cafldtas also served as a faculty
member at the University of Texas at San Antoniemhe taught Employment Law, Human Resources Mamagt and Business
Communications.

Certain information with respect to each directoas follows:

Donald L. Lukef8, was Chairman and Chief Executive Officer of Aicen Fire Protection Group, Inc., a private compevolved in the
design, fabrication, installation and service afdqarcts in the fire sprinkler industry from 2001 iuAfpril 2005. From 1997 to 2000, Mr. Luke
was President and Chief Operating Officer of EncasspServices and its predecessor company Groupdtatuke held a number of key
positions in product development, marketing anccatiee management in multiple foreign and domestiblicly traded companies. Mr. Lu
also serves on the board of directors of Ameridam Frotection Group, Inc. and is a director of 8lipport Services LLC, which manages
affiliated Olshan Foundation Repair companies.

George O. McDaniek2, has been President of Electrical ControlledBets (specialty distributor of circuit breakerslamotor control
parts and components) since 1988. Mr. McDaniel béoserved since 1992 as Chairman of ECP Teclic8gran independent testing and
repair firm that provides electrical power solusdo low, medium, and high voltage customers iridewange of industries.

Charles H. Beynorg7, has been an independent consultant providivagéial and advisory consulting services to a degroup of
clients since 2002. From 1973 until his retirenfeotn the firm in 2002, Mr. Beynon was employed brithAir Andersen including 19 years as
a partner. Mr. Beynon also is a director of Consr8imerica Insurance Company and Barton Springh. Gri

Donald P. Hodelr0, is a Managing Director of Summit Group Inteioiadl, Ltd. (and related companies), an energyraatdral resources
consulting firm he founded in 1989. Mr. Hodel sehas United States Secretary of the Interior fr@851to 1989 and Secretary of Energy
from 1982 to 1985. Mr. Hodel has served as direatdroth publicly traded and privately held comganand is the recipient of the
Presidential Citizens Medal and honorary degrem®s three universities. Mr. Hodel also serves orbibard of directors of the North
American Electric Reliability Council.

Ronald P. Badie§2, is the retired Vice Chairman of Deutsche Bafdx/rown (now Deutsche Bank Securities), Deutdsaek’s
investment banking subsidiary. From 1966 untilretirement in March 2002, Mr. Badie held a varietynanagement positions with
Deutsche Bank and its predecessor, Bankers Trust
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Company. Mr. Badie also serves on the board otttire of Merisel, Inc., a computer graphics compamwiphenol Corporation., an
electronics components manufacturer; and Naufihgs, a leading marketer, developer and manufactfrbranded health and fitness
products.

After reviewing all relevant facts and circstances, the Board has affirmatively determinetiMessrs. Hodel, Luke, Badie, McDaniel
and Beynon are independent since they have naomraip with the Company (either directly or asaatper, stockholder or officer of an
organization that has a relationship with the Comypaother than as directors of the Company. Thievewas undertaken on an individual
director-by-director basis and did not involve a-get formula or minimum standard of materiality.

AUDIT COMMITTEE

The Board has established the Audit Committesssist in the performance of its functions wérseeing the management and affairs of
the Company. The Audit Committee is composed dptokindependent directors under current NYSE déads, has a written charter, and
has the authority to retain and compensate coamgkéxperts. Copies of the charter may be founth®@Company’s website,
www.ies-co.com, under the Corporate Governanceosecthe charter is also available in print to atyckholder who requests it by
contacting Curt L. Warnock, Senior Vice Presidéaty, General Counsel and Corporate Secretary, fated Electrical Services, Inc.,

1800 West Loop South, Suite 500, Houston, TX 77027.

The Audit Committee, which met 16 times dgrfiscal year 2005, is comprised of Messrs. Ba@ieafrman), Luke and Hodel. Mr. Luke
was appointed to the Committee on October 18, 28B5Hodel served on the Committee from June 6 520l October 18, 2005 and was
reappointed on November 18, 2005.

Designation of the Audit Committee Financial Expert

The Board has designated Mr. Badie as thdit@ommittee financial expert” as that term isidedl by the rules and regulations of the
SEC. In order to qualify as the audit committeafioial expert, one must have the following attréisut

« an understanding of financial statements and gépexecepted accounting principle* GAAP”);
« the ability to assess the general application ohqrinciples in connection with the accountingdstimates, accruals, and resen

« experience preparing, auditing, analyzing, or eatithg financial statements that present a breauaihevel of complexity of accounting
issues that are generally comparable to the breadtitomplexity of issues that can reasonably peard to be raised by the
Compan’s financial statements, or experience actively sigiag one or more persons engaged in such d@esy

« an understanding of internal controls and proceslfoefinancial reporting; an

« an understanding of audit committee functic

Mr. Badie acquired the first four attributesa result of his responsibility at Deutsche Bamd its predecessor, Bankers Trust Company.
In addition, he has served as a member of the CoygAudit Committee since his election to the tbisr 2003.
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CODE OF ETHICS

We have adopted a Code of Ethics that apmbiesir Chief Executive Officer, Chief Financialf@ér and Chief Accounting Officer. The
Code of Ethics may be found on our website at wesco.com. If we make any substantive amendments to the Gb&¢hics or grant any
waiver, including any implicit waiver, from a pr@ion of the code to our Chief Executive Officer,j&lrinancial Officer or Chief
Accounting Officer, we will disclose the natureseich amendment or waiver on that website or irparteon Form 8-K. Paper copies of these
documents are also available free of charge updtewrequest to us.

SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLI ANCE

Section 16(a) of the Exchange Act requiresGompany’s directors, executive officers and pasdwlding more than ten percent of a
registered class of the Company’s equity securitdie with the SEC and any stock exchange ooratted quotation system on which the
Common Stock may then be listed or quoted (i)ahiteports of ownership, (ii) reports of changeswnership and (iii) annual reports of
ownership of Common Stock and other equity seasritif the Company. Such directors, officers anepeneent stockholders are also
required to furnish the Company with copies ofsaith filed reports.

Based solely upon review of the copies ohswports furnished to the Company and writtenesg@ntations that no other reports were
required during 2005, the Company believes thaSatition 16(a) reporting requirements related ¢o0@bmpany’s directors and executive
officers were timely fulfilled during 2005, excefpt a late report filed on Form 3 by Mr. Callahahabecame subject to the reporting
requirement during the year.

Item 11. Executive Compensation
REPORT OF THE HUMAN RESOURCES AND COMPENSATION COMM ITTEE

This report of the Human Resources and Cosgitem Committee documents the components of tmepd@ay’s executive officer
compensation program and describes the basis arhwieé compensation program determinations wereerhgdhe Human Resources and
Compensation Committee with respect to the exeeutfficers of the Company. The Human ResourcesCamdpensation Committee meets
regularly and is comprised of Messrs. Hodel (ChaimjnBeynon, and Luke. The duty of the Human Resmsuand Compensation Committee
is to establish the compensation of the Chief EtieeDfficer, review compensation levels of semtgmbers of management, and administer
the Company’s various incentive plans includingaiteiual bonus plan and its stock option plan.

EXECUTIVE COMPENSATION PROGRAM PHILOSOPHY

The Company’s compensation philosophy andnaim objectives are directed by two primary guiddnigiciples. First, the program is
intended to provide levels of compensation suffitie attract, motivate and retain talented exe@esti Second, the program is intended to
create an alignment of interests between the Coy'parecutives and stockholders such that a podfaach executive’s compensation is
directly linked to maximizing stockholder value.

In support of this philosophy, the executteenpensation program is designed to reward perfocm¢hat is directly relevant to the
Company'’s short-term and long-term success. As,gshehCompany provides both short-term and longri@centives. The Human
Resources and Compensation Committee has strudhgegkecutive compensation program with three gnynunderlying components: base
salary, annual incentives, and long-term incentifé® Company’s compensation philosophy is todijpensate its executive officers at a
base level that is near the average salaries yasdpanies of similar size and nature; (ii) pr@vile opportunity for its executive officers to
earn additional compensation in the form of antnasluses if individual and business performancesyaia met; and (iii) design long-term
incentive plans to focus executive efforts on thregkterm goals of the Company and to maximize tatairn to the Company’s stockholders.
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BASE SALARY

The Human Resources and Compensation Conemitiezes market compensation data that is refleaif the markets in which the
Company competes for employees. Based on suchtbatBluman Resources and Compensation Committesvéelthat the salaries paid to
the Company’s current executive officers are belosvaverage of executive officers’ compensatiositinilar companies. The Human
Resources and Compensation Committee intendsueeitisat the Company’s executive officers compeaoisas consistent with its stated
policies. Most of these officers have assumed thesitions within the 2005 fiscal year. As paritefresponsibilities, the Human Resources
and Compensation Committee will periodically reviéhe salaries of the individuals and make adjustmanthe appropriate time in light of
the Company'’s ongoing financial performance. Indiin@l salary changes will be based on a combinatidactors such as the performance of
the executive, salary level relative to the conmpetimarket, level of responsibility, and the reenandation of the Chief Executive Officer.

ANNUAL BONUS

The Company’s annual bonus is intended tardwey employees based on Company and individeréddpnance, motivate key
employees, and provide competitive cash compemsapportunities. Target award opportunities vanyraividual position and are
expressed as a percentage of base salary. Thédunalivarget award opportunities are set at mariedian levels, but actual payouts may
based on performance so that actual awards malyeflailv the 50th or above the 75th percentile. Thewnt a particular executive may earn
is directly dependent on the individual's positioesponsibility, and ability to impact the Compaifihancial success. Although no annual
bonuses were earned or paid to the Company’s exeafficers during the 2005 fiscal year, in ligiftthe significant effort expended by
certain individuals, they received in fiscal ye@03, a payment in recognition of their long hourd aontribution in the 2004 fiscal year. In
addition, certain individuals received a retentbmmus in light of the efforts that they expendedriyithe 2005 fiscal year under difficult
circumstances.

LONG-TERM INCENTIVES

The Company’s long-term incentive plan isigiesd to focus executive efforts on the long-tealg of the Company and to maximize
total return to the Company’s stockholders. The deyices the Human Resources and Compensation Gtearhas traditionally used are
stock options and restricted stock. During 2004, Hluman Resources and Compensation Committee edttiie services of an independent
compensation consultant to assist in its deternanatf the appropriate amount and nature of lomgnte

101




Table of Contents

incentives and salary for the Company’s executiVég. consultant reviewed an extensive data basermpensation paid by both general
industry and the Company’s peers. As a resultisfréview, the Human Resources and Compensatiom@tee authorized modest salary
adjustments for the executives as well as grant®ofjualified stock options to be effective commendimg beginning of fiscal year 2005.
the interim, the Company was unable to timelyii¢gh the SEC its Quarterly Report on Form 10-Qtfar quarterly period ended June 30,
2004, and the Human Resources and Compensation {feesubsequently rescinded the proposed salargases and option grants. The
Company was ultimately able to file the third geafform 10-Q as well as its Annual Report on Fo@¥Kland the committee then authori:
a grant of restricted stock and stock options ¢és¢hindividuals.

CEO COMPENSATION

In May 2004, in addition to the retentiontloé independent compensation consultant discussmeathe Human Resources and
Compensation Committee undertook its annual detadeiew of the performance of the Company’s Chieécutive Officer. A twenty-two
point evaluation was used that highlighted all mat@spects of the position, with Mr. Allen beireged on each item by the Board and the
Company'’s senior management. In order to insur@wniy, the results of the evaluation were forwaltie the Company’s independent
auditors for compilation.

As a result of the above evaluation, andréveew performed by the compensation consultaetHbman Resources and Compensation
Committee authorized a modest salary increase amt gf non-qualified stock options for Mr. Alleo be effective October 1, 2004. In light
of the subsequent failure by the Company to tinfildywith the SEC its Quarterly Report on Form 1de@the quarterly period ended
June 30, 2004, the Human Resources and Compeng§aiiomittee rescinded the salary increase and ogtamt. The Company was
ultimately able to file the third quarter Form 10aQ well as its Annual Report on Form 10-K as dbsedrabove and the Committee then
approved a salary increase as well as a succeasidie® stock option grant to Mr. Allen.

Mr. Allen resigned his position as Chief Extdee Officer and President effective June 30, 2006 Snyder, Chairman of the Board, was
named his successor at an annual salary of $250E3f@@tive October 1, 2005, Mr. Snyder also reeei®500 shares of the Company’s
Common Stock quarterly, which is similar to therdnaade to non-management directors as a portitimeafannual retainers. In light of the
efforts made by Mr. Snyder in enhancing and manirigi stockholder value in the 2005 fiscal yearpas also paid a retention bonus in
December 2005.

No member of the Human Resources and Comfplengszommittee is a former or current officer ormayee of the Company or any of
subsidiaries. The following members of the HumasdReces and Compensation Committee have deliveeefibtegoing report.

Donald Paul Hodel (Chairma
Donald L. Luke
Charlie H. Beynor
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SUMMARY COMPENSATION TABLE

The following table discloses compensatiaeied for the three fiscal years ended Septemibe2(5 by the named executive officers.

Long-Term
Compensation
Annual Compensation
Restricted Securities
Other Stock Underlying
Fiscal Annual Award Options All Other

Name and Principal Position Year Salary Bonus(a) Compensation(b) (Number) (Number) Compensation(c)
C. Byron Snyder(d 200t $ 83,33 $ 75,00( — — — 3 45,02¢
President and Chit 200¢ — — — — — —
Executive Officel 200s: — — — — — —
Richard Humphrey(e 200t $273,75( $ 75,000 $ 39,82:¢ — 30,00 $ 3,31¢
Chief Operating Office 200¢ 233,75( — — — — 2,95¢
200z 220,00( — — — — 2,78¢
Robert Stalvey(f 200t $296,87! $ 60,00C $ 44,05: — 40,00 $ 3,92¢
Senior Vice Presiden 200<¢ 285,00( — — — — 4,41¢
Operations 200z 270,00( — — — — 3,54¢
David A. Miller 200t $245,83: $125,00( — 10,00( 40,00 $ 3,44:
Senior Vice Presiden 200¢ 154,16¢ — — — — 2,11t
Chief Financial Office 2002 145,00( — — — — 1,98¢
Curtlon L. Warnock 200t $210,62' $ 90,00( — 5,00( 40,00 $ 2,85(
Senior Vice President 200¢ 175,70¢ — — — — 3,464
General Counst 200z 172,50( — — — — 3,38¢
Herbert R. Allen(g 200t $447,39¢ $ 50,00( — — 40,000 $ 267,41¢
President and Chit 200¢ 522,50( — — — — 2,91¢
Executive Officel 2002 475,00( — — — — 2,50k

(&) The bonus for Messrs. Snyder, Humphrey, anlye&Staeflect the receipt of a retention paymentgaiDecember 2005, but relating to
work performed in FY 2005. The bonuses for Meddier and Warnock reflect $75,000 and $60,000 estpely as a retention
payment paid in December 2005 for work performeBYn2005 and $50,000 and $30,000 respectively jpaiRkcember 2004 as a
bonus for their efforts in FY 2004. Mr. All’s bonus reflects a bonus paid in December 200disoefforts in FY 2004

(b) Other than Messrs. Humphrey and Stalvey, no exexofficer received prerequisites or other perstealefits in excess of 10% of st
officer's total annual salary and bon

(c) For all individuals other than Messrs. Snydad Allen, all other compensation for fiscal yea@®2, 2004, and 2005 consists of
Company contributions to the IES Corp. Executivei®gs Plan and the IES, Inc. 401 (k) Retirementii®g/Plan. In addition to the
contribution to these Plans in the case of Mr. 8ny#i41,750 was received in his capacity as a nanagement member of the Board of
Directors prior to July 1, 2005. In addition to ttentributions to these Plans in the case of Miemlin connection with his termination
from the Company on June 30, 2005 he entered itorsulting Agreement with the Company and, purstiareto, will receive
payments in the aggregate amount of $625,000 tmalieby retainer fee and the balance in monthlyeiments for 12 months. The
amount shown in “all other compensation” reflegtsoants paid in fiscal 2005. The Company will alsy the costs of continuing
medical and dental health coverage for Mr. Alled ahgible dependents under COBRA for a perioddfrionths through June 200

(d) Mr. Snyder became President and Chief Exec@ifficer of the Company effective July 1, 2005. 8nyder assumed these duties in
addition to serving as Chairman of the Bo:

(¢) Amounts included in the column entitled “Otifemual Compensation” include $17,500 for tempotaoysing expenses relating to
Mr. Humphrey’s relocation to Houston, Texas; $18,8@r a car allowance; and $4,323 for Company pagtutive LTD insurance
premiums. It does not include $50,000 he receiged @elocation allowance relating to his relocatmiiouston, Texa:

(H Amounts included in the column entitled “Othmnual Compensation” include $22,044 for housingiouston, Texas; $18,000 for a
car allowance and $4,008 for Company paid execlWfi@ insurance

(@) Mr. Allen’s employment with the Company ended effective Bih005.
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DIRECTOR COMPENSATION

Directors who are our employees do not recaivetainer or fees for service on the board prcammittees. We pay non-employee
members of the board for their service as direc@igctors who are not employees currently receivee of $1,500 for each board and
committee meeting attended in person, and a fésgtafe January 1, 2005, of $750 for attendana@eraeeting held telephonically. The fee
telephonic meetings prior to January 1, 2005 w&9$kach non-employee director also receives, tipsirelection to the board and annually
thereafter, an immediately exercisable stock optopurchase 3,000 shares of our common stocleantirket price on the day of the grant.
Effective September 1, 2005, each non-employeetdir@lso receives $10,000 cash upon first ele¢tiche board. Finally, effective April 1,
2005, each non-employee director receives an amatgher, paid quarterly, of $12,000 cash and®gtares of our common stock. Prior to
April 1, 2005, directors received $12,000 cash $24,000 in shares of our common stock. The Chairofi¢hhe Human Resources and
Compensation and Nominating/ Governance Commitisgsreceive an annual retainer, paid quarterl@,®I0 cash and the Chairman of the
Audit Committee, effective April 1, 2005, receiv&®5,000 cash. Prior to this change, the Committegar&an of the Audit Committee
received $15,000 and all Chairmen retainers weict@@e half in cash and one half in shares of onnroon stock. Directors are reimbursed
for reasonable out-of -pocket expenses incurredtending meetings of the board or committees andther reasonable expenses related to
the performance of their duties as directors.

OPTIONS GRANTED IN THE LAST FISCAL YEAR

Percentage
Number of of Total
Shares Options
Underlying Granted to
Options Employees in Price Per Expiration Grant Date
Name Granted(a) Fiscal Year Share Date Present Value(b)
Richard C. Humphre 30,00( 35% $ 4.5¢ 1/3/201¢ $ 79,07+
Robert Stalve) 40,00( 47% $ 4.5¢ 1/3/201¢ $ 105,43.
David A. Miller 40,00( 47% $ 4.5¢ 1/3/201¢ $ 105,43.
Curt L. Warnock 40,00( 47% $ 4.5¢ 1/3/201¢ $ 105,43:
Herbert R. Aller 40,00( 47% $ 4.5¢ 1/3/201¢ $ 105,43.

(&) Stock options vest o-third on each anniversary of the grant date ualiyfvested.

(b) Present value is determined by using the Bcheles Option Pricing Model. The material assuomgtiand adjustments incorporated
into the Black-Scholes model in making such cakbmites include the following: (1) an interest raggresenting the treasury strip rate as
of the date of grant, with a term to maturity ecaathat of the expected life of stock option grd8j volatility representing the
annualized standard deviation of the log normal timgrreturns; and (3) a 3% annual adjustment fek df forfeiture during vesting. T
ultimate values of the options will depend on thieife market prices of the Common Stock, which oabe forecasted with reasonable
accuracy. The actual value, if any, that an opton@l recognize upon exercise of an option wilpdad on the difference between the
market value of the Common Stock on the date thiermpare exercised and the applicable exercise}

(c) Mr. Allen’s stock options terminated ninety (90) days follayvhis termination that was effective June 30, 2

SEVERANCE AND EMPLOYMENT AGREEMENTS

The company has entered into employment aggets with Messrs. Humphrey, Miller, Warnock andBmw Callahan, Senior Vice
President, Human Resources. The agreements, waihdn initial term of three years, and which, sslerminated sooner, continue on a
yeal-to -year basis thereafter, provide for the ansatdry then in effect to be paid to the individuaich may be increased from time to
time) during the term of the agreement. In the etfem individual terminates his employment witht@bod Reason,” or is terminated for
“Cause,” both as defined in the agreement, hetientitled to receive severance compensationeliridividual terminates for Good Reason
or if he is terminated by the Company without Calngeis entitled to receive the base salary thesifect for whatever period of time is
remaining under the
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Initial Term or Extended Term, or for one year, gifever amount is greater. The agreement geneeatyicts him from competing with the
Company for a period of two years following them@ration of his employment. The restriction is remd in the event he is terminated
without Cause by the Company, or he terminate&fiod Reason. In the event of a change of contrtiieCompany, the individual may
receive the equivalent of three years base satdheaate then in effect, plus three times anboalus at the then current percentage
applicable to him determined at 100% of payout, thnele years’ coverage under the Company’s meb&éfit plan on a tax neutral basis.

The Company has entered into an employmeseatent with Mr. Stalvey effective January 27, 2008 Stalveys agreement has a thi
year term and continues oryear-to -year basis thereafter, unless notice nfnemewal is provided at least 90 days prior toethé of the
initial or extended term. The agreement provideséverance benefits of up to one year’s basemptyeievent of termination of employment
by the Company without Cause, or for Good Reas®dgeéined in the Agreement. The agreement alsagtntestrictions on competing with
the Company, which may be reduced under certainigistances. The Company has served notice of mawed to Mr. Stalvey.

AGGREGATED OPTION EXERCISES IN LAST FISCAL YEAR AND FISCAL YEAR-END OPTION VALUES

The following table provides information optimn exercises in fiscal year 2005 by the namextetive officers and the value of their
unexercised options at September 30, 2005.

Number of Securities

Underlying Unexercised Value of Unexercised in

Options Held at the Money Options Held

Shares September 30, 200! at September 30, 2005 (¢

Acquired on Valued

Name Exercise Realizec Exercisable Unexercisable Exercisable Unexercisabl¢
C. Byron Snyde — — 9,00( -0- — —
Richard C. Humphre — — 89,14( 30,00( — —
Robert Stalve) — — 104,47. 40,00( — —
David A. Miller — — 20,33: 40,00( — —
Curtlon L. Warnock — — 16,00( 40,00( — —

Herbert R. Allen(b — — — — — —

(& The Compan’'s Common Stock price was $2.80 on September 3@ 200 therefore, no options were in the money ahdhte
(b) Mr. Allen’s unexercised stock options terminated ninety @9 following his termination that was effectivan@ 30, 200=
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STOCK PERFORMANCE GRAPH

The following performance graph comparesGbepany’s cumulative total stockholder return endbmmon Stock with the cumulative
total return of (i) the S&P 500 Index, (ii) the Red 2000, and (iii) a peer group stock index (tReer Group”) selected in good faith by the
Company made up of the following publicly tradedng@nies: Comfort Systems USA, Inc., Dycom Industhee., Emcor Group Inc., Fluor
Corp (Massey Energy Company was distributed asidafid to Flour Corp stockholders on December PP02and the value of such
dividend is reflected as a reinvestment), Jacolggrigering Group, Mastec Inc., and Quanta ServicesDue to activities such as
reorganizations and mergers, additions and deletiom made to the Peer Group from time to time.cLimeulative total return computations
set forth in the Performance Graph assume the timeg of $100 in the Company’s Common Stock, th€$&0 Index, the Russell 2000,
and the Peer Group, on September 30, 2000.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN®
AMOMG IMTEGRATED ELECTRICAL SERVICES, INC. THE & & P 600 MDEX,
THE FUSSELL 2000 INDEX AND & PEER GROUP
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Cumulative Total Return

9/00 9/01 9/02 9/03 9/04 9/05
INTEGRATED ELECTRICAL SERVICES, IN( 100.0( 78.5¢ 54.4( 100.3¢ 69.9¢ 40.7:
S & P 50C 100.0( 73.3¢ 58.3¢ 72.5¢ 82.6¢ 92.7¢
RUSSELL 200( 100.0( 78.7¢ 71.4¢ 97.5¢ 115.8¢ 136.6¢
PEER GROUF 100.0( 48.2] 32.02 54.3¢ 55.92 83.8¢
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Item 12. Security Ownership of Certain Beneficial Owners atbnagement
SECURITIES AUTHORIZED FOR ISSUANCE UNDER EQUITY COM PENSATION PLANS

Equity Compensation Plan Information

The following table provides information a@sSeptember 30, 2005 with respect to shares o€oommon stock that may be issued upor
exercise of options, warrants and rights grantezhiployees or members of the Board of Directoreutiie Company’s existing equity
compensation plans. For additional information dlwaw equity compensation plans, see note 11 tdimancial statements in Item 8.

(c) Number of

(a) Number of Securities Remaining
Securities to be (b) Weighted- Available for Future
Issued Upon Average Exercise Issuance Under Equity
Exercise of Price of Compensation Plans
Outstanding Outstanding (Excluding Securities
Options, Warrants Options, Warrants Reflected in
Plan Category and Rights and Rights Column (a))
Equity compensation plans approved by security
holders 1,610,79(1) $ 14.1( 3,839,23(2)
Equity compensation plans not approved by security
holders 1,715,28(3) $ 4.9¢ 1,578,81(4)
Total 3,326,08! $ 9.6€ 5,418,04!

(1) Represents 1,496,798 shares and 114,000 shaweble upon exercise of outstanding optionstgdannder the 1997 Stock Plan and the

Directors Stock Plan, respectively. Each of these plans bas Bpproved by our shareholdt

(2) Represents 3,716,378 shares and 122,500 gleanaming available for issuance under the 199¢kSPlan and the Directors’ Stock
Plan, respectively

(3) Represents shares issuable upon exercisesibnding options granted under the 1999 Incer@immpensation Plan. This plan provides
for the granting or awarding of stock options, ktappreciation rights, restricted stock and otheclsbased awards to employees
(including officers) and consultants of the Compahly stock options granted under this plan weranged at fair market value on the
date of grant. The options generally become exabtesover a three year period after grant and e)xggwven years after the date of grant
or expire earlier in the event of termination ofpdayment.

(4) Represents shares remaining available for issuamder the 1999 Incentive Compensation F

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
The following table sets forth informationtivrespect to the beneficial ownership of our comrsimck as of December 1, 2005 by:
« each person who is known by us to own beneficB#yor more of our outstanding common stc
* our named executive officer
« our directors
« all of our executive officers and directors as augr.

Except as otherwise indicated, the persamtities listed below have sole voting and invesinpower with respect to all shares of our
common stock beneficially owned by them, excephtoextent this power
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may be shared with a spouse. Unless otherwisedteticthe address of each stockholder listed beld800 West Loop South, Suite 500,
Houston, Texas 77027.

Shares Beneficially Owned

Name of Beneficial Owner Number Percent(1)
Ronald P. Badie(Z 41,00¢ *
Donald Paul Hodel(3 56,53: *
C. Byron Snyder(4 2,626,40. 6.6E%
Robert Stalvey(5 147,94t *
Richard C. Humphrey(€ 172,63« *
David A. Miller(7) 46,48¢ *
Curt L. Warnock(8 35,70¢ *
Donald L. Luke(9] 7,83( *
Charles H. Beynon(1( 3,701 *
George O. McDaniel(11 3,701 *
Directors and officers as a group (12 persons) 3,148,96! 8.5(%
Barclays Global Investors, NA, and affiliates(: 3,537,47! 9.65%
Dimensional Fund Advisors Inc.(1 3,172,451 8.65%
Jeffrey L. Gendell(15 3,696,201 10.0¢%
State Street Research & Management Co. 2,758,81i 7.52%
Ardsley Advisory Partners(1’ 2,000,001 5.45%
FMR Corp(18) 4,740,501 12.9%%
Artisan Partners Limited Partnership(: 2,183,901 5.95%
Amulet Limited(20) 7,692,30 17.3%
Marathon Global Convertible Master Fund Ltd.( 3,846,15: 9.4<%
Marathon Special Opportunity Master Fund, Ltd.( 3,846,15: 9.4<%
3,196,70i 8.7%

Southpoint Capital Advisors LP(2

*

1)

()
(3)
(4)

()
(6)
(7)

(8)

Less than one percel

For the purposes of calculating percentla$s; shares of restricted voting common stockraeded as options to acquire an equal
number of shares of common stock that are exeleisethin 60 days

Includes 12,000 shares of common stock underlyptpos that are exercisable within 60 de

Includes 33,000 shares of common stock underlyptipos that are exercisable within 60 de

The shares attributed to Mr. Snyder areolievis: (i) 2,585,829 shares are held in the 198¢d8r Family Partnership, (ii) 699 shares
are held in the 1998 Snyder Family Partnership Mangent Trust, (iii) 9,599 shares are held by thetiWByron Snyder Trust, and
(iv) 9,582 shares are held by the Gregg Layton 8nydust. These shares attributed to Mr. Snyderpez® all of our outstanding
restricted voting common stock. Such shares magobeerted into common stock in specific circums&mnadr. Snyder disclaims
beneficial ownership as to 1,118,193 of these shatdch are attributable to the interests in th@6lBartnership held by Mr. Snyder’s
children. Includes 11,692 shares owned directly®&060 shares of common stock underlying optioas dhe exercisable within

60 days

Includes 117,806 shares of common stock underlypigpns that are exercisable within 60 d¢
Includes 99,140 shares of common stock underlyptipos that are exercisable within 60 de

Includes 33,667 shares of common stock underlyptpos that are exercisable within 60 days andst&@es of common stock helc
our 401(k) Plan

Includes 29,334 shares of common stock underlyptpos that are exercisable within 60 days andshes of common stock helc
our 401(k) Plan
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(9)
(10)
(11)
(12)

(13)

(14)

(15)

(16)

(17)

Includes 6,000 shares of common stock underlyingpog that are exercisable within 60 de
Includes 3,000 shares of common stock underlyinigpog that are exercisable within 60 de
Includes 3,000 shares of common stock underlyinigpog that are exercisable within 60 de

Includes 2,605,709 shares of restricted gotiommon stock described in Note (5) above, 349sbdires of common stock underlying
options that are exercisable within 60 days, ad81lshares of common stock held in our 401(k) F

According to an amended Schedule 13G filati thie SEC on February 4, 2005, the following @gjtwhich are affiliates of one
another, are the beneficial owners of 3,537,47%eshaf Common Stock and have sole voting power reisipect to 3,300,301 shares
and sole dispositive power with respect to allhaf shares. The following affiliates own common ktiocthe amounts and manner
indicated: Barclays Global Investors, NA, beneficaner of 3,165,703 shares of common stock, wille soting power with respect

to 2,928,529 shares and sole dispositive power niggpect to 3,165,703 shares; Barclays Global Pdvisors, beneficial owner of
371,772 shares of common stock, with sole votirdysole dispositive power with respect to all of ghares. The Schedule 13G states
that the shares reported are held by the compatnyshaccounts for the economic benefit of theelfieraries of those accounts.
Barclay Global Investo’ address is 45 Fremont Street, San Francisco, CA®.

Dimensional Fund Advisors Inc. is an investiredviser registered under Section 203 of thedtment Advisers Act of 1940 which
furnishes investment advice to four investment canigs registered under the Investment Company #At®40. Dimensional has sole
voting and sole dispositive power with respectlt@fthe shares, but disclaims beneficial owngrshiimensional’s mailing address is
1299 Ocean Avenue, 11th Floor, Santa Monica, CA207 his information is based solely on the Sched3G/A filed by
Dimensional on February 9, 20(

Mr. Gendell has shared voting and disposiioeer in (i) Tontine Partners, L.P., 1,305,600rsba(ii) Tontine Capital Partners, L.P.,
795,600 shares, (iii) Tontine Management, L.L.GC305,600 shares, (iv) Tontine Capital Management,@., 795,600 shares, and
(v) Tontine Overseas Associates, L.L.C., 1,459 sttdres. Mr. Gendell holds 135,300 shares withsatiag and sole dispositive
power. Mr. Gendell's address is 55 Railroad Avergnd,Floor, Greenwich, CT 06830. This informatisrbased solely on the
Schedule 13G/A filed by Jeffrey L. Gendell on Febgu8, 2005

State Street Research and Management Conipanyinvestment adviser registered under the tmexst Advisers Act of 1940. State
Street has sole voting and sole dispositive powtr respect to all of the shares, but disclaimssfieral ownership. All of the shares
are owned by clients of State Street, whose adise&3se Financial Center, 31st Floor, Boston, MATP-2690. This information is
based solely on the Schedule 13G/A filed by StateeBon January 27, 20C

Ardsley Advisory Partners, a Connecticut generaingaship, whose address is 262 Harbor Drive, SteanfConnecticut 06902, serv
as Investment Manager of Ardsley Offshore Fund,,ladBritish Virgin Islands Corporation) with regpéo the 965,000 shares owned
directly by Ardsley, and the Investment AdvisorAatisley Partners Fund Il, L.P., a Delaware limigaatnership with respect to the
660,000 shares owned directly by AP Il and Ard$®teytners Institutional Fund, L.P., a Delaware ledipartnership with respect to-
325,000 shares owned directly by Ardsley Institogiloand certain other managed accounts. The adofféd3 Il and Ardsley
Institutional is also 262 Harbor Drive, Stamforayrdecticut 06902. The address of Ardsley Offshef@amasco Place, Wickhams
Cay 1, Roadtown Tortola, British Virgin Islands.d&tey Advisory, Ardsley Offshore, AP 1l and Ardslistitutional have shared
voting and dispositive power over the shares nc

Philip J. Hempleman, whose address is 262 Hdbbiee, Stamford, Connecticut 06902, is the Manaddagtner of Ardsley Advisory
and Ardsley Partners and in that capacity dirdet§ bperations and therefore may be deemed thébmdlirect “beneficial owner” of
the shares owned by Ardsley Offshore, AP II, Argdlestitutional and certain managed accounts. Andgldvisory, the Investment
Manager of Ardsley Offshore and the Investment Adwiof certain managed accounts, has the powestéoand direct the disposition
of the proceeds from the sale of the shares owpektdsley Offshore &nbsp;&nbsp;&nbs
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(18)

(19)

and the managed accounts, and accordingly mayémetkthe direc“beneficial owne” of such share:

Ardsley Advisory, the Investment Advisor of APaihd Ardsley Institutional shares the power to \antd direct the disposition of the
proceeds from the sale of the shares owned by ARdIArdsley Institutional, and accordingly maydeaemed the direct “beneficial
ownel” of such share:

Ardsley Partners, the General Partner of AP ¢l Ardsley Institutional shares the power to votd dimect the disposition of the shares
of common stock owned by AP Il and Ardsley Instduaal, and accordingly may be deemed the direatélieial owner” of such
shares. This information is based solely on thee8gle 13G filed on February 11, 20!

Fidelity Management & Research Company, wlaaifress is 82 Devonshire Street, Boston, Massatthu2109, a wholly owned
subsidiary of FMR Corp. and an investment advisgistered under Section 203 of the Investment Amlsigi.ct of 1940, is the
beneficial owner of 4,514,100 shares as a reswtiifig as an investment advisor to various investrmompanies registered under
Section 8 of the Investment Company Act of 194G dtvnership of one investment company affiliatethiMR Corp., Fidelity
Leveraged Co Stock Fund, whose address is 82 Dbwerfstreet, Boston, Massachusetts 02109, amoumtg&d 47,000 shares.
Edward C. Johnson 3rd, FMR Corp., through its edrf Fidelity and the funds each has sole powetispose of the 4,514,100 she
owned by the funds. Neither FMR Corp. nor Mr. Jam<Chairman of FMR Corp., has the sole power te wo direct the voting of
the shares owned directly by the Fidelity Fundsctvipower resides with the Funds’ Board of Trust&égelity carries out the voting
of the shares under written guidelines establishethe Fund’ Board of Trustees

Fidelity Management Trust Company, whose addre82 I3evonshire Street, Boston, Massachusetts 021@9plly owned subsidia
of FMR Corp and a bank as defined in Section 3jaj{6he Securities Exchange At of 1934, is thedfieral owner of 586,200 shares
as a result of its serving as investment manag#reoinstitutional account(s). Mr. Johnson and FEi&tp., through its control of
Fidelity Management Trust Company each has sofmdive power over 226,400 shares and sole paweote or to direct the voting
of 226,4000 shares owned by the institutional ant{s)ias reported abov

Members of Mr. Johnson’s family and trusts faittbenefit are the predominant owners of sharetass B common stock of FMR
Corp., representing approximately 49% of the vopiogrer of FMR Corp. Mr. Johnson owns 12% and Albbigahnson owns 24.5% of
the aggregate outstanding voting stock of FMR Cohm Johnson family group and all other Class Bldtolders have entered into a
stockholders’ voting agreement under which all €Bsshares will be voted in accordance with theomiigj vote of Class B shares.
Accordingly, through their ownership of voting commstock and the execution of the stockholdeosing agreement, members of
Johnson family may be deemed, under the Invest@empany Act of 1940, to form a controlling groughwiespect to FMR Cor|

This information is based solely on Amendment Nt $chedule 13G filed by FMR Corp. on April 11080

Artisan Partners Limited Partnership, a Delemlimited partnership, whose address is 875 Béstonsin Avenue, Suite 800,
Milwaukee, WI 53202 is an investment advisor registl under section 203 of the Investment Advisarsoh1940. Artisan

Investment Corporation, the general partner ofsariiPartners is a Wisconsin corporation and Andteiegler and Carlene Murphy
Ziegler are the principal stockholders of Artisaor@ Artisan Corp. and Mr. and Mrs. Ziegler's adadrés also 875 East Wisconsin
Avenue, Suite 800, Milwaukee, WI 53202. The shaescribed above have been acquired on behalf ofedignary clients of Artisan
Partners. Persons other than Artisan Partnersniitied to receive all dividends from, and proce&dsn the sale of these shares. None
of these persons, to the knowledge of Artisan RastmArtisan Corp., Mr. Ziegler or Mrs. Ziegler haseconomic interest in more than
5% of the shares outstandir

This information is based solely on the Schedulé fig:d on January 26, 200
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(20) Includes 7,692,307 shares of common stoclaldse upon conversion of the 6.5% senior convertiloites beneficially owned by
Amulet Limited. Amulet Limited’s address is c/o Oiee Leeds Management Services (Cayman) Ltd., Z&hNtch Street —
Waterfront Centre, George Town, Grand Cayman IslaBdtish West Indies. Amaranth Advisors L.L.Qettrading advisor for
Amulet Limited, exercises dispositive power witlspect to the convertible notes held by Amulet Lédiand voting and dispositive
power with respect to the shares of common statkaisle upon conversion of the convertible noteshdlas M. Maounis is the
managing member of Amaranth Advisors L.L

(21) Includes 3,846,153 shares of common stoclalds upon conversion of the 6.5% senior convertiloites beneficially owned by
Marathon Global. Includes Marathon Global Convégtildaster Fund Ltd.’s address is 461 5th Avenué) Eoor, New York, New
York 10017. Marathon Asset Management, LLC, theeftinent Adviser for Marathon Global Convertible kag-und, Ltd., exercise
voting power and investment control over the sh&ssable upon conversion of the convertible nbedd by Marathon Global. Bruce
Richards and Louis Hanover are the Managing Membfelidarathon Asset Management, LL

(22) Includes 3,846,153 shares of common stockalde upon conversion of the 6.5% senior convertiloites beneficially owned by
Marathon Special Opportunity. Marathon Special Qppoty Master Fund Ltd.’s address is 461 5th AwenlOth Floor, New York,
New York 10017. Marathon Asset Management, LLC Itivestment Adviser for Marathon Special OpportyMtaster Fund, Ltd.
exercises voting power and investment control dvershares issuable upon conversion of the cobleribtes held by Marathon
Special Opportunity. Bruce Richards and Louis Hamare the Managing Members of Marathon Asset Mamagt, LLC.

(23) Based solely upon information obtained fro®chedule 13G filed with the SEC on July 1, 200%ehalf of Southpoint Capital
Advisors LLC, a Delaware limited liability compaif§Southpoint CA LLC"), Southpoint GP, LLC, a Delarealimited liability
company (“Southpoint GP LLC"), Southpoint Capitadsors LP, a Delaware limited partnership (“Sowfinp Advisors”),Southpoin
GP, LP (“Southpoint GP"Robert W. Butts and John S. Clark Il, Southpointi&drs, Southpoint GP, Southpoint CA LLC, Southg
GP LLC, Robert W. Butts and John S. Clark Il haeke ¥oting and dispositive power over 3,196,700afaSouthpoint CA LLC is tt
general partner of Southpoint Advisors. SouthpGiRtLLC is the general partner of Southpoint GP .tBmeint GP is the general
partner of Southpoint Fund LP, a Delaware limitadtipership (the “Fund”), Southpoint Qualified Fur@, a Delaware limited
partnership (the “Qualified Fund”), and Southpddffshore Operating Fund, LP, a Cayman Islands exetnpmited partnership (the
“Offshore Operating Fund”). Southpoint Offshore Huhtd., a Cayman Island exempted company (thesi@ffe Fund”), is also a
general partner of the Offshore Operating Ft

Item 13. Certain Relationships and Related Transactio

The Company believes that the terms of edtheofollowing transactions are reasonable antéss favorable than the terms of similar
arrangements with unrelated third parties.

Ace/Putzel Electric, Inc., which was a whetlwned subsidiary of the Company for a portionisc¢dl year 2005, leased office and
warehouse space from Mr. Robert Stalvey and hithbroThe aggregate rentals paid by Ace undergheel for fiscal year 2005 were $41,¢

Mr. C. Byron Snyder is general partner of 1886 Snyder Family Partnership Ltd., a Delawargtéid partnership. The partnership ow
majority interest in Comercial America Insurancer@any, a commercial insurance company that sutedeai§ice space from the Company
at the Company’s corporate offices. The lease ges/for lease payments in the aggregate amour®,8®$ per month. The lease may be
cancelled by either party upon thirty days notMe. Beynon is also a director of Comercial Americaurance Company.

Mr. Herbert R. Allen’s son and Mr. Robert|8¢y’s brother were both employed by subsidiariethe Company in fiscal year 2005, and
each of them received compensation from the Compaaycess of $60,000 during fiscal year 2005.
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Item 14. Principal Accountant Fees and Servict

AUDIT FEES

Ernst & Young LLP billed the Company feessasforth in the table below for (i) the audit bétCompany’s 2004 and 2005 annual
financial statements, reviews of quarterly finahstatements and services that are normally praviijethe accountant in connection with
statutory and regulatory filings or engagementsaésurance and other services reasonably reiatibe audit or review of the Company’s
2004 and 2005 financial statements, (iii) serviedated to tax compliance, tax advice and tax plapfor fiscal years 2004 and 2005, and
(iv) all other products and services it provideding fiscal years 2004 and 2005.

Audit

Audit Relatec
Tax Fees

All Other Fees

Fiscal Year Fiscal Year
2004 2005
$ 1,321,200 $ 2,949,500
$ 18,00( $ 83,87t
0 0
0 0

PART IV

Iltem 15. Exhibits and Financial Statement Scheduls

(a) Financial Statements and Supplementatg,Fanancial Statement Schedules and Exhibits.

See Index to Financial Statements under &arfithis report

(b) Exhibits
3.1

3.2

4.1

4.2

4.4

Amended and Restated Certificate of Incorporat®araended. (Incorporated by reference to 3
the Registration Statement on For-1 (File No. 33--38715) of the Compan

Bylaws, as amended (Incorporated by reference2do3the Registration Statement on Form S-4
(File No. 33:-65160) of the Compan!

Specimen Common Stock Certificate. (Incorporateddfgrence to 4.1 to the Registration
Statement on Form-1 (File No. 33--38715) of the Compan'

Indenture, dated January 28, 1999, by and amoegtatied Electrical Services, Inc. and the
subsidiaries named therein and State Street BashK'arst Company covering up to $150,000,
93/ 3% Senior Subordinated Notes due 2009. (Incorpottaye@ference to Exhibit 4.2 to Post-
Effective Amendment No. 3 to the Registration Stetat on Form S-4 (File No. 333-50031) of
the Company

Form of Integrated Electrical Services, Iné/9% Senior Subordinated Note due 2009 (Series A)
and (Series B). (Included in Exhibit A to ExhibiP4o Post-Effective Amendment No. 3 to the
Registration Statement on Forr-4 (File No. 33.-50031) of the Compan

Indenture, dated May 29, 2001, by and among Intedr&lectrical Services, Inc. and the
subsidiaries named therein and State Street BathR arst Company covering up to $125,000,
93/ 3% Senior Subordinated Notes due 2009. (Incorpoitaye@ference to Exhibit 4.3 to
Registration Statement on Forr-4 (File No. 33-65160) of the Compan

Form of Integrated Electrical Services, Iné/9% Senior Subordinated Note due 2009 (Series C)

and (Series D). (Included in Exhibit A to Exhibi840 Registration Statement on Form S-4 (File
No. 33:-65160) of the Compan:
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4.€

4.7

*10.1

*10.2

*10.3

*10.4

*10.5

*10.6

*10.7

10.¢

10.€

10.12(

10.11

Indenture, dated November 24, 2004, among the Complae subsidiaries of the Company na
therein, each a Guarantor, and The Bank Of New Yaitkew York Banking Corporation, as
Trustee, for the benefit of the holders of the Camps Series A 6.5% Senior Convertible Notes
Due 2014 and Series B 6.5% Senior Convertible Notes2014. (Incorporated by reference to
Exhibit 10.1 to the Compa’'s Current Report on Forn-K dated November 24, 200

Registration Rights Agreement, dated November 2842by and among the Company, the pa
set forth on Schedule | thereto, each a Purchasdrthe subsidiaries of the Company set forth
on Schedule Il thereto, each a Guarantor, for érefit of the holders of the Company’s
Series A 6.5% Senior Convertible Notes Due 2014%avies B 6.5% Senior Convertible Notes
Due 2014. (Incorporated by reference to Exhibi216.the Company’s Current Report on
Form ¢-K dated November 24, 200

Form of Amended and Restated Employment Agreememtden the Company and H. Roddy
Allen entered into effect as of January 30, 2008dporated by reference to Exhibit 10.1 to the
Compan’s Annual Report on Form -K for the year ended September 30, 2(

Form of Amended and Restated Employment Agreemetmtden the Company and David A.
Miller effective as of January 6, 2005. (Incorperhby reference to Exhibit 10.1 to the
Compan’s Current Report on Forn-K dated January 26, 200

Form of Amended and Restated Employment Agreemetmtden the Company and Curt L.
Warnock effective as of February 15, 2005. (Incoaped by reference to Exhibit 10.1 to the
Compan’s Current Report on Forn-K dated February 17, 200

Form of Amended and Restated Employment Agreemetmtden the Company and Richard C.
Humphrey effective September 9, 2005. (Incorporatedeference to Exhibit 10.1 to the
Compan’s Current Report on Forn-K dated September 9, 20C

Form of Amended and Restated Employment Agreemetmtden the Company and Robert
Stalvey effective January 27, 2003. (Incorporateddierence to Exhibit 10.8 to the Company’s
Annual Report on Form -K for the year ended September 30, 20

Form of Employment Agreement between the CompandyRobert Callahan effective as of
June 1, 2005.(1

Form of Consulting Agreement between the ComparyrarRoddy Allen effective July 1, 2005.
(Incorporated by referenced to Exhibit 10.1 to@mnpany’s Current Report on Form 8-K dated
June 1, 2005

Underwriting, Continuing Indemnity, and Securityr&gment, dated January 14, 2005, and
Restated Pledge Agreement among the Company, rceftds affiliates and subsidiaries and
Federal Insurance Company. (Incorporated by reéerém Exhibit 10.1 and 10.2 on the
Compan’s Current Report on Forn-K dated January 18, 200

Loan and Security Agreement dated August 1, 200&ngnthe Company, its subsidiaries party
thereto, various lenders and Bank of America, asifigstrative Agents. (Incorporated by
reference to Exhibit 10.1 to the Comp’s Current Report on Forn-K dated August 4, 200!

Pledge Agreement dated August 1, 2005 among thep@oyn its subsidiaries party thereto, and
Bank of America as Administrative Agent. (Incorpea by reference to Exhibit 10.2 to the
Compan’s Current Report on Forn-K dated August 4, 200!

Representative form of Deed of Trust, AssignmeriReifits and Leases, Security Agreement,
Fixture Filing and Financing Statement dated Audug005 as executed by certain subsidiaries
of the Company in favor of Bank of America, as Adisirative Agent. (Incorporated by
reference to Exhibit 10.3 to the Comp’s Current Report on Forn-K dated August 4, 200!
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10.12

10.13

10.1¢

10.1¢

10.1¢

10.1%

10.1¢

10.1¢

10.2(

10.21

10.22

12
21.1
23.1

24
31.1

31.2

32.2

1)

Amendment to Loan and Security Agreement, datedeBaper 30, 2005, by and among Bank of
America, the Company and certain subsidiaries tfetancorporated by reference to
Exhibit 10.1 to the Compals Current Report on Forn-K dated September 30, 20(

Second Amendment to Loan and Security Agreemetgdddovember 11, 2005, by and among
Bank of America, the Company and certain subsielsatfiereof. (Incorporated by reference to
Exhibit 10.1 to the Compa’s Current Report on Forn-K dated November 11, 2000

Form of Officer and Director Indemnification Agreent. (Incorporated by reference to
exhibit 10.2 to the Company’s Annual report on FA®AK for the year ended September 30,
2002)

Integrated Electrical Services, Inc. 1997 StockiPés amended. (Incorporated by reference to
Exhibit 10.3 to the Company’s Annual Report on FA@rK for the year ended September 30,
2001)

Integrated Electrical Services, Inc. 1997 Direct8teck Plan. (Incorporated by reference to
Exhibit 10.4 to the Company’s Annual Report on FArK for the year ended September 30,
2000)

Form of Stock Option Agreement for non-qualified&t Options granted pursuant to the
1997 Directors Stock Plan (Incorporated by refeeeiacExhibit 10.12 to the Company’s Annual
Report on Form 1-K for the year ended September 30, 2(

Form of Stock Option Agreement for non-qualified&t Options granted pursuant to the 1997
Stock Plan (Incorporated by reference to Exhibifl3Go the Company’s Annual Report on
Form 1(-K for the year ended September 30, 2(

Integrated Electrical Services, Inc. 1999 Incen@ampensation Plan (Incorporated by reference
to Exhibit 10.11 to the Company’s Annual Reportrammim 10-K for the year ended
September 30, 200!

Form of Stock Option Agreement for non-qualified&t Options granted pursuant to the 1999
Incentive Compensation Plan (Incorporated by refezeo Exhibit 10.15 to the Company’s
Annual Report on Form -K for the year ended September 30, 2(

Form of Restricted Stock Agreement granted purstaatite 1999 Incentive Compensation Plan
(Incorporated by reference to Exhibit 10.16 to@m@npany’s Annual Report on Form 10-K for
the year ended September 30, 2C

Purchase Agreement, dated November 22, 2004, ather@gompany and the Purchasers named
therein and Guarantors named therein (includingfof Indenture and form of Registration
Rights Agreement) (Incorporated by reference toilikf0.1 to the Company’s Current Report
on Form K dated November 22, 200

Ratio of Earnings to Fixed Charges

Subsidiaries of the Registrant|

Consent of Ernst & Young LLP(;

Powers of Attorney(1

Rule 13-14(a)/15¢-14(a) Certification of C. Byron Snyder, Chief Extea Officer(1)

Rule 13i-14(a)/15+-14(a) Certification of David A. Miller, Chief Finaral Officer(1)

Section 1350 Certification of C. Byron Snyder, Gligecutive Officer(1
Section 1350 Certification of David A. Miller, CHhiEinancial Officer(1)

These exhibits relate to management contractsrapeasatory plans or arrangeme

Filed herewitr

114






Table of Contents

SIGNATURES

Pursuant to the requirements of Section 1B50d) of the Securities Exchange Act of 1934, Rlegistrant has duly caused this report t
signed on its behalf by the undersigned, theredatp authorized on December 21, 2005.

INTEGRATED ELECTRICAL SERVICES, INC

By: /s/C. BYRON SNYDER

C. Byron Snyde
Chairman of the Board, Chief Executive Offi
and Presiden

Pursuant to the requirements of the Secariichange Act of 1934, this report has been sitpedmlv by the following persons on behalf
of the Registrant and in the capacities indicate@®ecember 21, 2005.

Signature

Title

/s/ C. BrRON SNYDER

C. Byron Snyde

/s/ RFONALD P. BaDIE*

Ronald P. Badi

/s/ DoNALD PAauL HODEL*

Donald Paul Hode

/s/ DoNALD L. LUKE*

Donald L. Luke

Charles H. Beyno

George O. McDanie

/s/ DaviD A. MILLER*

David A. Miller

/s] GREGORY H. UPHAM*

Gregory H. Uphan

*By: /s/ C. BYRON SNYDER

C. Byron Snyder as
attorney in fact for each
of the persons indicate
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Chairman of the Board, Chief Executive Officer
and President

Director

Director

Director

Director

Director

Senior Vice President and Chief Financial Officer

Chief Accounting Officer
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No.

INDEX TO EXHIBITS

Description

3.1

3.2

4.1

4.2

4.3

4.4

4.5

4.6

4.7

*10.1

*10.2

*10.3

*10.4

*10.5

*10.6

*10.7

10.8

Amended and Restated Certificate of Incorporat®araended. (Incorporated by reference to 3.1 t&Réggstration
Statement on Form-1 (File No. 33-38715) of the Compan'

Bylaws, as amended (Incorporated by reference2tothe Registration Statement on Form S-4 (Fie 383-65160) of
the Company

Specimen Common Stock Certificate. (Incorporateddigrence to 4.1 to the Registration Statemerfam S-1 (File
No. 33:3-38715) of the Compan:

Indenture, dated January 28, 1999, by and amoegrated Electrical Services, Inc. and the subsatiaramed therein
and State Street Bank and Trust Company coverirtg (450,000,000 & s% Senior Subordinated Notes due 2009.
(Incorporated by reference to Exhibit 4.2 to Pogedive Amendment No. 3 to the Registration Staatron Form S-4
(File No. 33:-50031) of the Compan

Form of Integrated Electrical Services, In¢/8% Senior Subordinated Note due 2009 (Series AY8rdes B).
(Included in Exhibit A to Exhibit 4.2 to Post-Effisace Amendment No. 3 to the Registration Statenoenform S-4
(File No. 33:-50031) of the Compan

Indenture, dated May 29, 2001, by and among Intedr&lectrical Services, Inc. and the subsidian@sed therein and
State Street Bank and Trust Company covering $1 25,000,000 9/ s% Senior Subordinated Notes due 2009.
(Incorporated by reference to Exhibit 4.3 to Regiitn Statement on Forn-4 (File No. 33-65160) of the Compan!

Form of Integrated Electrical Services, Iné/9% Senior Subordinated Note due 2009 (Series C]%eades D).
(Included in Exhibit A to Exhibit 4.3 to Registrati Statement on Formr-4 (File No. 33--65160) of the Compan!

Indenture, dated November 24, 2004, among the Complae subsidiaries of the Company named theegioh a
Guarantor, and The Bank Of New York, a New York Bag Corporation, as Trustee, for the benefit &f tiolders of
the Company’s Series A 6.5% Senior Convertible Bl@ae 2014 and Series B 6.5% Senior Convertible®Due
2014. (Incorporated by reference to Exhibit 10.thesCompany’s Current Report on Form 8-K datedeévalver 24,
2004)

Registration Rights Agreement, dated November 2842by and among the Company, the parties sét tortSchedule |
thereto, each a Purchaser, and the subsidiaribe @ompany set forth on Schedule Il thereto, @aGluarantor, for the
benefit of the holders of the Company’s Series 396 Senior Convertible Notes Due 2014 and SeriebB&enior
Convertible Notes Due 2014. (Incorporated by refeesto Exhibit 10.2 to the Company’s Current ReparfForm 8-K
dated November 24, 200

Form of Amended and Restated Employment Agreemetmtden the Company and H. Roddy Allen enteredeffextive
as of January 30, 2003 (Incorporated by referem&exhibit 10.1 to the Company’s Annual Report omrrd.0K for the
year ended September 30, 20

Form of Amended and Restated Employment Agreemetmtden the Company and David A. Miller effectiveoés
January 6, 2005. (Incorporated by reference tolkitkhD.1 to the Company’s Current Report on Fork @ated
January 26, 200¢

Form of Amended and Restated Employment Agreemetmtden the Company and Curt L. Warnock effectivefas
February 15, 2005. (Incorporated by reference tailkix10.1 to the Company’s Current Report on F&HK dated
February 17, 200¢

Form of Amended and Restated Employment Agreemetmtden the Company and Richard C. Humphrey effectiv
September 9, 2005. (Incorporated by reference tobix10.1 to the Company’s Current Report on F&HK dated
September 9, 200!

Form of Amended and Restated Employment Agreemetmtden the Company and Robert Stalvey effectivaalg7,
2003. (Incorporated by reference to Exhibit 10.&h® Company’s Annual Report on Form 10-K for tealyended
September 30, 2004

Form of Employment Agreement between the CompardyRobert Callahan effective as of June 1, 200!

Form of Consulting Agreement between the Compaiy-hrRoddy Allen effective July 1, 2005. (Incorptae by
referenced to Exhibit 10.1 to the Comp’s Current Report on Forn-K dated June 1, 200!

Underwriting, Continuing Indemnity, and Securityr&gment, dated January 14, 2005, and RestatedePAggtgement
among the Company, certain of its affiliates anosdiaries and Federal Insurance Company. (Incatpdrby



reference to Exhibit 10.1 and 10.2 on the Com’s Current Report on Forn-K dated January 18, 200
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No. Description

10.9 Loan and Security Agreement dated August 1, 200&ngnthe Company, its subsidiaries party theretdpua lenders
and Bank of America, as Administrative Agents. @rporated by reference to Exhibit 10.1 to the ComyfsmCurrent
Report on Form-K dated August 4, 200!

10.10 Pledge Agreement dated August 1, 2005 among thep@on its subsidiaries party thereto, and Bank oiefica as
Administrative Agent. (Incorporated by referencéetdnibit 10.2 to the Company’s Current Report onnfr@-K dated
August 4, 2005

10.11 Representative form of Deed of Trust, AssignmeriReifits and Leases, Security Agreement, Fixturad-dnd Financing
Statement dated August 1, 2005 as executed byircettbsidiaries of the Company in favor of BanlAofierica, as
Administrative Agent. (Incorporated by referencéetdnibit 10.3 to the Company’s Current Report onnfr8-K dated
August 4, 2005

10.12 Amendment to Loan and Security Agreement, datedeBaper 30, 2005, by and among Bank of AmericaCbmpany
and certain subsidiaries thereof. (Incorporatedetigrence to Exhibit 10.1 to the Company’s CuriReport on Form 8-
K dated September 30, 20(

10.13 Second Amendment to Loan and Security Agreemetgdddovember 11, 2005, by and among Bank of Ametita
Company and certain subsidiaries thereof. (Incafeal by reference to Exhibit 10.1 to the Compa@usrent Report
on Form K dated November 11, 2000

10.14 Form of Officer and Director Indemnification Agreent. (Incorporated by reference to exhibit 10.thewCompany’s
Annual report on Form -K for the year ended September 30, 2(

10.15 Integrated Electrical Services, Inc. 1997 StockPés amended. (Incorporated by reference to Bxtib3 to the
Compan’s Annual Report on Form -K for the year ended September 30, 2(

10.16 Integrated Electrical Services, Inc. 1997 Direct&tock Plan. (Incorporated by reference to Exhilit4 to the
Compan’s Annual Report on Form -K for the year ended September 30, 2(

10.17 Form of Stock Option Agreement for non-qualified&t Options granted pursuant to the 1997 Direcbosk Plan
(Incorporated by reference to Exhibit 10.12 to@wmpany’s Annual Report on Form 10-K for the yazaed
September 30, 200

10.18 Form of Stock Option Agreement for non-qualified@& Options granted pursuant to the 1997 Stock feorporated
by reference to Exhibit 10.13 to the Comp’s Annual Report on Form -K for the year ended September 30, 2C

10.19 Integrated Electrical Services, Inc. 1999 Incen@ampensation Plan (Incorporated by reference toldi10.11 to the
Compan’s Annual Report on Form -K for the year ended September 30, 2(

10.20 Form of Stock Option Agreement for non-qualified@&t Options granted pursuant to the 1999 Incer@iompensation
Plan (Incorporated by reference to Exhibit 10.1theeCompany’s Annual Report on Form 10-K for tealyended
September 30, 200

10.21 Form of Restricted Stock Agreement granted purstaatite 1999 Incentive Compensation Plan (Incorgoray referenc
to Exhibit 10.16 to the Compa’'s Annual Report on Form -K for the year ended September 30, 2(

10.22 Purchase Agreement, dated November 22, 2004, atherf@ompany and the Purchasers named therein aadu@ars
named therein (including form of Indenture and fafiRegistration Rights Agreement) (Incorporateddfgrence to
Exhibit 10.1 to the Compar’s Current Report on Forn-K dated November 22, 200

12 Ratio of Earnings to Fixed Charges

211 Subsidiaries of the Registrant|

23.1 Consent of Ernst & Young LLP(;

24 Powers of Attorney(1

311 Rule 13i-14(a)/15¢-14(a) Certification of C. Byron Snyder, Chief Extea Officer(1)

31.2 Rule 13i-14(a)/15+-14(a) Certification of David A. Miller, Chief Finaral Officer(1)



321 Section 1350 Certification of C. Byron Snyder, GHigecutive Officer(1
32.2 Section 1350 Certification of David A. Miller, CliiEinancial Officer(1)

* These exhibits relate to management contractsrapeasatory plans or arrangeme
(1) Filed herewitr
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Exhibit 10.6

EMPLOYMENT AGREEMENT

This Employment Agreement (the “Agreement”)amd between Integrated Electrical Services, m&elaware Corporation (“IES”) and
Robert B. Callahan (“Executive”) is hereby enteirgd effective as of this stday of June, 2005.

RECITALS
Whereas, the parties to the Original Agreendeeim it desirable to amend and restate such Agneieimits entirety; and

Whereas, as of the Effective Date, IES andsthmsidiary companies of IES (collectively, the SIEompanies”) are engaged primarily in
the providing of any electrical contracting, infation technology principally related to the elegticontracting or cabling industry, and
related services business; and

Whereas, Executive is employed hereunder ByitEa confidential relationship wherein Executivethe course of his employment with
IES, has and will continue to become familiar vathd aware of information as to IES’s customersspetific manner of doing business,
including the processes, techniques and tradetsadilized by IES, and future plans with respéetréto, all of which has been and will be
established and maintained at great expense tollEiSinformation is a trade secret and constitthesvaluable goodwill of IES.

Therefore, in consideration of the mutual pises, terms, covenants and conditions set forthimand the performance of each, the
Agreement in its entirety as follows:

AGREEMENTS

1. Employment and Duties

(a) IES hereby employs Executive as SenioeVAresident of Human Resources. As such, Execsitizlk have responsibilities, duties

and authority reasonably accorded to, expectedatansistent with Executive’s position. ExecutiMgeby accepts this employment upon

the terms and conditions herein and agrees to deudistantially all of his time, attention and &fdo promote and further the business
and interests of IES and its affiliates.

(b) Executive shall faithfully adhere to, emteeand fulfill all lawful policies established IS.

(c) Executive shall not, during the term of Bmployment hereunder, engage in any other bissawiwity pursued for gain, profit or
other pecuniary advantage if such activity interéein any material respect with Executive’s dusied responsibilities hereunder. The
foregoing limitations shall not be construed ashfiting Executive from making personal investmentsuch form or manner as will
neither require his services in the operation taiaf of the companies or enterprises in which doeghstments are made nor violate the
terms of paragraph 3 hereof.
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Robert B. Callahan, Employment Agreement
2. _CompensationFor all services rendered by Executive, IES stathpensate Executive as follows:

(a)Base SalaryThe base salary payable to Executive during the srall be $14,600.00 monthly ($175,000 on an diredhbasis),
payable in accordance with IES’ payroll proceddeefficers, but not less frequently than montt#ych base salary may be increased
from time to time, at the discretion of the Boafdirectors of IES (the “IES Board”), in light ofi¢ Executive’s position, responsibilities
and performance.

(b)Executive Perquisites, Benefits and Other Compeanrsdixecutive shall be entitled to receive additionahdfits and compensation
from IES in such form and to such extent as spetifielow:

(i) Reimbursement for all business travel atlier out-of-pocket expenses (including those dmstsaintain any professional
certifications held or obtained by Executive) raasay incurred by Executive in the performanceisfduties pursuant to this
Agreement and in accordance with IES’ policy foeextives of IES. All such expenses shall be apjaitgly documented in reasonable
detail by Executive upon submission of any reqémsteimbursement, and in a format and manner stersi with IES’ expense
reporting policy.

(ii) Executive shall, subject to the satisfaistof any general eligibility criteria, be eligéto participate in all compensation and

(i) Provided Executive is the Senior ViceeBident, Human Resources of IES, he may receivecantive payment equal to a
percentage of his annualized base, as set fogiaragraph 2(a) above, developed based on mutuaieable goals, objectives and
incremental performance of the business unit faciwExecutive is directly responsible, all subjecapproval of the Compensation
Committee of the Board of Directors. The actualqueayf any incentive payment is typically made iac@mber of each year.

(iv) IES shall provide Executive with such etlperquisites as may be deemed appropriate farufixe by the IES Board.

3. NonCompetition Agreement

(a) Executive recognizes that IES’ willingnés®nter into this Agreement is based in matexdat on Executive’s agreement to the
provisions of this paragraph 3 and that Executibeé&ach of the provisions of this paragraph 3 coudderially damage IES. Subject to the
further provisions of this Agreement, Executivelwibt, during the term of his employment with IE®d for a period of two years
immediately following the termination of such fanjareason whatsoever, either for Cause or in teatethe Executive terminates his
employment without Good Reason, except as maytdfersle herein, directly or indirectly, for himsesf on behalf of or in conjunction
with any other person, company, partnership, cafgmm or business of whatever nature:
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Robert B. Callahan, Employment Agreement

(i) engage, as an officer, director, sharetigldwner, partner, joint venturer, or in a manajeapacity, whether as an employee,
independent contractor, consultant or advisorsa aales representative, in any electrical cotimigadnformation technology
principally related to the electrical contractingcabling industry, and related services businesBrect competition with any IES
Company within 100 miles of where any IES Compamydticts business, including any territory serviogdn IES Company during
the term of Executive’s employment (the “Territgry”

(ii) call upon any person who is, at that tirae employee of an IES Company for the purposeitbrthe intent of enticing such
employee away from or out of the employ of the EBnpany;

(i) call upon any person or entity which &,that time, or which has been, within one ye#ro that time, a customer of an IES
Company within the Territory for the purpose ofisitihg or selling electrical contracting, infornian technology principally related to
the electrical contracting or cabling industry, aathted products or services in direct competitigth the IES Companies within the
Territory;

(iv) call upon any prospective acquisition diglate, on Executive’'s own behalf or on behalfrmf aompetitor, which candidate was,
to Executive’s knowledge after due inquiry, eitbaled upon by an IES Company or for which an IEBn@any made an acquisition
analysis, for the purpose of acquiring such entity;

(v) disclose customers, whether in existerrqgeroposed, of IES to any person, firm, partnersbguporation or business for any
reason or purpose whatsoever except to the extantES has in the past disclosed such informatidhe public for valid business
reasons.

Notwithstanding the above, the foregoing c@rershall not be deemed to prohibit Executive fammquiring as an investment not more
than 1% of the capital stock of a competing busine$iose stock is traded on a national securikelange, the Nasdaqg Stock Market or
on an over-the-counter or similar market, unlessBbard of Directors of IES consents to such adtipris

(b) Because of the difficulty of measuring eemic losses to IES as a result of a breach ofdifegoing covenant, and because of the
immediate and irreparable damage that could beecataslES for which they would have no other adéguemedy, Executive agrees that
foregoing covenant may be enforced by IES, in treneof breach by him, by injunctions and restragnorders. Executive further agree
waive any requirement for IES’ securing or postiriginy bond in connection with such remedies.

(c) Itis agreed by the parties that the foreg covenants in this paragraph 3 impose a reé@nastraint on Executive in light of the
activities and business of the IES Companies oml#te of the execution of this Agreement and threecti plans of
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the IES Companies; but it is also the intent of H88 Executive that such covenants be construe@mdiodced in accordance with the
changing activities, business and locations o #B& Companies throughout the term of this covenahéther before or after the date of
termination of the employment of Executive, unléssExecutive was conducting such new business fariany IES Company conducting
such new business. For example, if, during the w@rthis Agreement, an IES Company engages in mahd#ferent activities, enters a
new business or establishes new locations fowitsent activities or business in addition to orestthan the activities or business
enumerated under the Recitals above or the locatiorrently established therefore, then Executiliebe precluded from soliciting the
customers or employees of such new activities sinass or from such new location and from directlgnpeting with such new business
within 100 miles of its then-established operatmzation(s) through the term of this covenant, aslhe Executive was conducting such
new business prior to any IES Company conductict) siew business.

(d) It is further agreed by the parties hethad, in the event that Executive shall ceasesterhployed hereunder and shall enter into a
business or pursue other activities not in comipetitvith the electrical contracting activities betIES Companies or similar activities or
business in locations the operation of which, ursdesh circumstances, does not violate clause @&){his paragraph 3, and in any event
such new business, activities or location are mefalation of this paragraph 3 or of Executiveldigations under this paragraph 3, if any,
Executive shall not be chargeable with a violatibthis paragraph 3 if the IES Companies shallghfter enter the same, similar or a
competitive (i) business, (ii) course of activitms(iii) location, as applicable.

(e) The covenants in this paragraph 3 arerableeand separate, and the unenforceability ofspegific covenant shall not affect the
provisions of any other covenant. Moreover, inglient any court of competent jurisdiction shalkdetine that the scope, time or
territorial restrictions set forth are unreasonatien it is the intention of the parties that stestrictions be enforced to the fullest extent
which the court deems reasonable, and the Agreeshatitthereby be reformed.

(f) All of the covenants in this paragraphh@lé be construed as an agreement independenyadthar provision in this Agreement, and
the existence of any claim or cause of action afdtiive against IES, whether predicated on thissAgrent or otherwise, shall not
constitute a defense to the enforcement by IESIcH sovenants. It is specifically agreed that theqal of two years (subject to the further
provisions of this Agreement) following terminatiohemployment stated at the beginning of this gaxph 3, during which the agreeme
and covenants of Executive made in this paragragiiaB be effective, shall be computed by excludiogn such computation any time
during which Executive is in violation of any preidn of this paragraph 3.

(9) IES and the Executive hereby agree thatdbvenant is a material and substantial parisfttansaction.

4. Term; Termination; Rights on Terminatiofhe term of this Agreement shall begin on thes&if/e Date and continue for three years
(the “Initial Term”) and, unless
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terminated sooner as herein provided, shall coatonua year-to-year basis on the same terms artitioms contained herein in effect as of
the time of renewal (the “Extended Term”). This Agment and Executiv@employment may be terminated in any one of theviing ways:

(a)Notice of Non-Renewarhis Agreement may be terminated by the Compansebying notice of intent not to continue the agremsi
no later than ninety (90) days prior to the exjpirabf the Initial or Extended Term. Notwithstanglithe foregoing, in the event a chang
control (as defined in Paragraph 9) occurs duritigeethe Initial Term or the Extended Term, thigréement may not be terminated by
Company for a period of two (2) years following kuwhange in control.

(b)Death.The death of Executive shall immediately termirtate Agreement with no severance compensationa&xécutive’'s
estate.

(c)Disability. If, as a result of incapacity due to physical ontagillness or injury, Executive shall have bebsent from his full-time
duties hereunder for four consecutive months, 8edays after receiving written notice (which netinay occur before or after the end of
such four-month period, but which shall not be effee earlier than the last day of such four-mqgrehiod), IES may terminate Executive’s
employment hereunder, provided that Executive &bilato resume his full-time duties at the conansif such notice period. Also,
Executive may terminate his employment hereundeisihealth should become impaired to an extettritakes the continued performa
of his duties hereunder hazardous to his physicalemtal health, provided that Executive shall hfavaished IES with a written stateme
from a doctor reasonably acceptable to IES to sfifegitt and provided, further, that, at IEBfuest made within 30 days of the date of «
written statement, Executive shall submit to amaration by a doctor selected by IES who is realynacceptable to Executive or
Executive’s doctor and such second doctor shak ltawncurred in the conclusion of Executive’s dadiothe event this Agreement is
terminated as a result of Executisa@isability, Executive shall receive from IESailump sum payment due within 10 days of the eiffe:
date of termination, six months of base salarjhatrate then in effect.

(d)Cause.The Company may terminate this Agreement and Ekexastemployment 10 days after written notice taEixtive for
“Cause”, which shall be: (1) Executive’s willful,aterial and irreparable breach of this Agreemehi¢lvremains uncured 5 days after
delivery of written notice); (2) Executive’s grassgligence in the performance or intentional nofgserance (in either case continuing for
10 days after receipt of written notice of needuee) of any of Executive’s material duties angogssibilities hereunder; (3) Executive’s
dishonesty or fraud with respect to the businesgsytation or affairs of the Company or IES whichtenally and adversely affects the
Company or IES (monetarily or otherwise); (4) Exaais conviction of a felony crime or crime invahg moral turpitude; (5) Executive’
drug or alcohol abuse; or (6) Executive’s violata@drCompany policy (which remains uncured or camis 5 days after delivery of written
notice). In the event of a termination for Causeedutive shall have no right to any severance comsgion.

(e)Without CauseExecutive may, without Good Reason (as hereindftéined) terminate this Agreement and Execusvahploymen
effective 30 days after
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written notice is provided to the Company. Execgitivay be terminated without Cause by the Comparipgleither the Initial Term or
Extended Term. Should Executive be terminated bydbmpany without Cause or should Executive tertaindth Good Reason during
the Initial Term or Extended Term, Executive shedeive from the Company, in a lump sum paymentatuthe effective date of
termination, the base salary at the rate thenfecefor whatever time period is remaining under thitial Term or the Extended Term, as
applicable, or for one year, whichever amount eatgr. Further, any termination without Cause leyGompany or by Executive for Good
Reason shall operate to eliminate the period s#t fo paragraph 3(a) and during which the termpashgraph 3 apply. If Executive
resigns or otherwise terminates his employmentawitiGood Reason, rather than the Company termmatsnemployment pursuant to
this paragraph 4(d), Executive shall receive n@sawe compensation.

() Good ReasorExecutive shall have “Good Reason” to terminateehiployment hereunder upon the occurrence of aiyeof
following events, unless such event is agreed teriting by Executive: (a) Executive is demotedrbgans of a material reduction in
authority, responsibilities or duties to a positafriess stature or importance within the Compédmantthe position described in Section 1
hereof; (b) Executive’s annual base salary as itheiffect is reduced; or (c) the relocation of @@mpany’s principal executive offices to a
location outside the greater Houston, Texas area.

5. Return of Company Propertill records, designs, patents, business plananfial statements, manuals, memoranda, lists ted o
property delivered to or compiled by Executive Ibyon behalf of IES or any IES Companies or thgiresentatives, vendors or customers
which pertain to the business of IES or any IES @anies shall be and remain the property of IE®@IES Company, as the case may be,
and be subject at all times to their discretion emadtrol. Likewise, all correspondence, reportsprds, charts, advertising materials and other
similar data pertaining to the business, activitiefuture plans of IES or the IES Company whichafiected by Executive shall be delivered
promptly to IES without request by it upon termioatof Executive’s employment.

6. Inventions Executive shall disclose promptly to IES any afigignificant conceptions and ideas for invensioimprovements and
valuable discoveries, whether patentable or noighvare conceived or made by Executive, solehommtly with another, during the period of
employment or within one year thereafter, if comediduring employment, and which are directly edatio the business or activities of IES
and which Executive conceives as a result of hislepment by IES. Executive hereby assigns and agreassign all his interests therein to
IES or its nominee. Whenever requested to do &8y Executive shall execute any and all applicetj@ssignments or other instruments
that IES shall deem necessary to apply for andmbttters Patent of the United States or any fpreiountry or to otherwise protect IES’
interest therein.

7. Trade Secret€xecutive agrees that he will not, during or raftee term of this Agreement, disclose the spet#fims of IES’
relationships or agreements with their respectigsificant vendors or customers or any other sigaift and material trade secret of IES,
whether in existence or proposed, to any persom, fiartnership, corporation or business for amgoa or purpose whatsoever.
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8. Confidentiality.

(a) Executive acknowledges and agrees th&ailfidential Information (as defined below) of IEESconfidential and a valuable, special
and unique asset of IES that gives IES an advamegeits actual and potential, current and futompetitors. Executive further
acknowledges and agrees that Executive owes lificidry duty to preserve and protect all Confidirinformation from unauthorized
disclosure or unauthorized use, that certain Centidl Information constitutes “trade secratsider applicable laws and, that unauthori
disclosure or unauthorized use of IES’ Confidertiérmation would irreparably injure IES.

(b) Both during the term of Executive’'s emptognt and after the termination of Executive’s emgpient for any reason (including
wrongful termination), Executive shall hold all Gmential Information in strict confidence, and 8het use any Confidential Information
except for the benefit of IES, in accordance wiih duties assigned to Executive. Executive shajlat@ny time (either during or after the
term of Executive’s employment), disclose any Caeritial Information to any person or entity (exceftter employees of IES who have a
need to know the information in connection with fflegformance of their employment duties), or capproduce, modify, decompile or
reverse engineer any Confidential Information,enove any Confidential Information from IES’ preggswithout the prior written
consent of the President of IES, or permit any ogieeson to do so. Executive shall take reasoraieleautions to protect the physical
security of all documents and other material caritgi Confidential Information (regardless of thediuen on which the Confidential
Information is stored). This Agreement applieslta€Canfidential Information, whether now known @atér to become known to Executive.

(c) Upon the termination of Executive’s emptgnt with IES for any reason, and upon requesESfdt any other time, Executive shall
promptly surrender and deliver to IES all documemig other written material of any nature contajron pertaining to any Confidential
Information and shall not retain any such docuneerdther material. Within five days of any suchuest, Executive shall certify to IES in
writing that all such materials have been returned.

(d) As used in this Agreement, the term “Cdaefitial Information” shall mean any informationroaterial known to or used by or for
IES (whether or not owned or developed by IES ahdther or not developed by Executive) that is mwtegally known to persons in the
electrical contracting business. Confidential infation includes, but is not limited to, the followt all trade secrets of IES; all informat
that IES has marked as confidential or has otherdéscribed to Executive (either in writing or trpas confidential; all nonpublic
information concerning IES’ products, services gpective products or services, research, prodwityae prices, discounts, costs,
marketing plans, marketing techniques, market sgjdest data, customers, customer lists and rgcsugpliers and contracts; all Comp
business records and plans; all Company persoitegl dll financial information of or concerning$Eall information relating to operating
system software, application software, software sysiem methodology, hardware platforms, technifafmation, inventions, computer
programs
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and listings, source codes, object codes, copyightl other intellectual property; all technicaafications; any proprietary information
belonging to IES; all computer hardware or softwasnual; all training or instruction manuals; aficdata and all computer system
passwords and user codes.

9. Change in Control

(a) Executive understands and acknowledgeghibaCompany may be merged or consolidated withtoranother entity and that such
entity shall automatically succeed to the rightd ahligations of the Company hereunder or thaGbmpany may undergo a Change in
Control (as defined below). In the event a Chamg@antrol is initiated or occurs during the Initieérm or Extended Term, then the
provisions of this paragraph 9 shall be applicable.

(b) In the event of a Change in Control whetee Company and Executive have not receivedemritibtice at least ten business days
prior to the date of the event giving rise to thea@ge in Control from the successor to all or sstrtial portion of the Company’s
business and/or assets that such successor isgnali of the closing to assume and agree to petfier@ompany’s obligations under this
Agreement in the same manner and to the same éktdrthe Company is hereby required to performn thxecutive may, at Executive’s
sole discretion, elect to terminate Executive’s kyiment on such Change in Control by providing teritnotice to the Company prior to
the closing of the transaction giving rise to the@ge in Control. In such case, Executive shadlivecfrom Company, in a lump sum
payment due on the effective date of terminati@nttase salary at the rate then in effect for twarsjeone year’s bonus payment with all
goals deemed met in full, and two years’ coveragdeuthe Company’s medical benefit plan on a takrmagbasis.

(c) If, on or within six months following theffective date of a Change in Control the Compangninates Executive’s employment
other than for Cause or Executive terminates higleyment for Good Reason, or if Executive’s empleytwith the Company is
terminated by the Company within thirty days befitre effective date of a Change in Control and ieasonably demonstrated that such
termination (i) was at the request of a third pét has taken steps reasonably calculated toteff€hange in Control, or (ii) otherwise
arose in connection with or anticipation of a ChamgControl, then Executive shall receive from Qamy, in a lump sum payment due on
the effective date of termination the base salath@rate then in effect for two years, one yehdeaus payment with all goals met in full,
and two years’ coverage under the Company’s metaéfit plan on a tax neutral basis.

(d) A “Change in Control” shall be deemed &vé occurred if:

(i) any person, entity or group (as such teamesused in Sections 13(d) and 14(d)(2) of theifiges Exchange Act of 1934, as
amended (the “Act”), other than the IES Companieamemployee benefit plan of the IES Companiegiaes, directly or indirectly,
the beneficial ownership (as defined in Sectiord)18f the Act) of any voting security of the Comgand immediately after such
acquisition such person is, directly or indirecthe
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beneficial owner of voting securities repregan20% or more of the total voting power of dite then outstanding voting securi
of the Company entitled to vote generally in thectbn of directors;

(i) upon the first purchase of the Compargosnmon stock pursuant to a tender or exchange (ffeer than a tender or exchange
offer made by the Company);

(i) the stockholders of the Company shalbagve a merger, consolidation, recapitalizationemrganization of the Company, or a
reverse stock split of outstanding voting secwsijt@ consummation of any such transaction if diolder approval is not obtained, ot
than any such transaction which would result ileast 75% of the total voting power representethleywoting securities of the
surviving entity outstanding immediately after suidnsaction being beneficially owned by the haddwrall of the outstanding voting
securities of the Company immediately prior totitasactions with the voting power of each sucttinaing holder relative to other
such continuing holders not substantially alterethe transaction;

(iv) the stockholders of the Company shallrapp a plan of complete liquidation or dissolutmfrthe Company or an agreement for
the sale or disposition by the Company of all drstantially all of the Company’s assets; or

(v) if, at any time during any period of twonsecutive years, individuals who at the beginmihguch period constitute the Board
cease for any reason to constitute at least a ityajbereof, unless the election or nominationtfor election by the Company’s
stockholders of each new director was approvednte of at least two-thirds of the directors tlséifi in office who were directors at
the beginning of the period.

(e) Notwithstanding anything in this Agreemamthe contrary, a termination pursuant to panalgi(b), (c), or (d) shall operate to
automatically waive in full the non-competition igéstions imposed on Executive pursuant to paragyiz{a).

(f) If it shall be finally determined that apgyment made or benefit provided to Executiveonnection with a Change in Control of 1
Company, whether or not made or provided pursuatitit Agreement, is subject to the excise tax ipepidoy Section 4999 of the Internal
Revenue Code of 1986, as amended, or any sucdbsseto, the Company shall pay Executive an amotioash (the “Additional
Amount”) such that the net amount received by Eeelafter paying all applicable taxes on such Aiddial Amount shall be equal to the
amount that Executive would have received if Secti®99 were not applicable.

10. _Indemnification In the event Executive is made a party to angatened, pending or completed action, suit or fedicg, whether
civil, criminal, administrative or investigativetfeer than an action by the Company against Exegytiyy reason of the fact that he is or was
performing services under this Agreement, therQbmpany shall indemnify Executive against all exggn(including attorneys’ fees),
judgments, fines and amounts paic
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settlement, as actually and reasonably incurrelixecutive in connection therewith. In the event tiath Executive and the Company are
made a party to the same third-party action, complauit or proceeding, the Company agrees to gmgampetent legal representation, and
Executive agrees to use the same representatimvidpd that if counsel selected by the Companyl $laade a conflict of interest that prevents
such counsel from representing Executive, Executiag engage separate counsel and the Companypalpall reasonable attorneys’ fees
and reasonable expenses of such separate coumgber-while Executive is expected at all timesige his best efforts to faithfully dischal
his duties under this Agreement, Executive canedidid liable to the Company for errors or omissiorade in good faith where Executive
has not exhibited gross, willful and wanton negtige and misconduct nor performed criminal and fudertt acts which materially damage
the business of the Company.

11. Outplacement Servic&hould Executive be terminated Without Cause dgnesith Good Reason, he shall be entitled to
outplacement services commensurate with Executipesition for a period of one year or until headts comparable employment, whiche
is less.

12. No Prior Agreement€xecutive hereby represents and warrants tohBS&the execution of this Agreement by Executive lais
employment by IES and the performance of his dut@sunder will not violate or be a breach of aggeament with a former employer,
client or any other person or entity. Further, Exe® agrees to indemnify IES for any claim, inéhgl but not limited to, reasonable
attorneys’fees and expenses of investigation, by any suctl arty that such third party may now have or meseafter come to have agai
IES based upon or arising out of any non-competiéigreement, invention or secrecy agreement bet#&recutive and such third party
which was in existence as of the date of this Agres.

13. Assignment; Binding EffecExecutive understands that he has been selemtedniployment by IES on the basis of his personal
qualifications, experience and skills. Executiveegg, therefore, that he cannot assign all or anyom of his performance under this
Agreement. Subject to the preceding two sentenogshee express provisions of paragraph 11 aboisAtireement shall be binding upon,
inure to the benefit of and be enforceable by dtigs hereto and their respective heirs, legakmtatives, successors and assigns.

14. ReleaseNotwithstanding anything in this Agreement to domtrary, Executive shall not be entitled to reeeany payments pursuant
to this Agreement unless Executive has executedl fahrevoked) a general release of all claims Htree may have against IES and its
affiliates in a form of such release reasonablyeptable to IES.

15. Complete AgreemenExecutive has no oral representations, understgadr agreements with IES, IES or any of theficefs,
directors or representatives covering the sameestibjatter as this Agreement. This written Agreenethe final, complete and exclusive
statement and expression of the agreement betHES and Executive and of all the terms of &gseement, and it cannot be varied,
contradicted or supplemented by evidence of argr i contemporaneous oral or written agreemertis. Written Agreement may not be
later modified, except by a further writing sigrtegdan officer of IES who must be duly authorizedlB$’ Board of Directors and Executive,
and no term of this Agreement may be waived exbgptriting signed by the party waiving the benefisuch term. Without limiting the
generality of

10 of 12




Robert B. Callahan, Employment Agreement
the foregoing, either party’s failure to insiststnict compliance with this Agreement shall notdeemed a waiver thereof.

16. NoticeWhenever any notice is required hereunder, it $h@ljiven in writing addressed as follows:

To IES: Law Departmen
Integrated Electrical Services, Ir
1800 West Loop South, Suite 5
Houston, Texas 770z

To Executive: Robert B. Callaha
3122 Bentgrass Driv
Katy, Texas 7745

Notice shall be deemed given and effective on #rkez of three days after the deposit in the Wn&il of a writing addressed as above
sent first class malil, certified, return receigjuested, or when actually received. Either party of@nge the address for notice by notifying
the other party of such change in accordance Wwithgaragraph 16.

17. Severability; Headingsf any portion of this Agreement is held invatidinoperative, the other portions of this Agreetrsrall be
deemed valid and operative and, so far as is redé®and possible, effect shall be given to therninmanifested by the portion held invalic
inoperative. The paragraph headings herein areference purposes only and are not intended imayyto describe, interpret, define or
limit the extent or intent of the Agreement or af/gart hereof.

18. Dispute ResolutiongExcept with respect to injunctive relief as pard in paragraph 3(b), neither party shall instituproceeding in
any court nor administrative agency to resolvespulie between the parties before that party haghsoo resolve the dispute through direct
negotiation with the other party. If the dispute@ resolved within two weeks after a demand foea negotiation, the parties shall attempt
to resolve the dispute through mediation. If theipa do not promptly agree on a mediator, theigmehall request the Association of
Attorney Mediators in Harris County, Texas to app@ mediator certified by the Supreme Court oféedf the mediator is unable to
facilitate a settlement of the dispute within as@@able period of time, as determined by the medittie mediator shall issue a written
statement to the parties to that effect and angagived dispute or controversy arising under aoinnection with this Agreement shall be
settled exclusively by arbitration, conducted befampanel of three arbitrators in Houston, Texaaccordance with the rules of the American
Arbitration Association then in effect. A decisibyp a majority of the arbitration panel shall beafiand binding. Judgment may be entered on
the arbitrators’ award in any court having jurigitio. The costs and expenses, including reasomdtimeys’ fees, of the prevailing party in
any dispute arising under this Agreement will benpptly paid by the other party.

19. Governing LawThis Agreement shall in all respects be constammbrding to the laws of the State of Texas witlmegard to its
conflicts of law provisions.
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20. _CounterpartsThis Agreement may be executed simultaneousty@nor more counterparts, each of which shall bented an origine
and all of which together shall constitute but and the same instrument.

IN WITNESS WHEREOF, the parties hereto have exettlis Agreement effective for all purposes ashef Effective Date.
INTEGRATED ELECTRICAL SERVICES, INC.

By:  /s/ Curtlon L. Warnocl!
Name: Curtlon L. Warnock
Title: SVP, General Counsel & Secrets

EXECUTIVE

/s/ Robert B. Callaha
Robert B. Callahar
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Exhibit 12

INTEGRATED ELECTRICAL SERVICES, INC., AND SUBSIDIAR I[ES
RATIO OF EARNINGS TO FIXED CHARGES
(IN THOUSANDS OF DOLLARS)

Year Ended September 30,

2001 2002 2003 2004 2005
CONSOLIDATED
Earnings:
Income (loss) before taxes and cumulative effect
change in accounting princig $27,89( $(10,164) $ 8,99/ $(112,46) $(113,649
Fixed charge: 28,53: 28,82t 27,70¢ 25,83( 31,14¢

$56,42! $ 18,66 $36,70( $ (86,639 $ (82,509

Fixed Charges

Interest expens $26,03¢ $ 26,69 $25,75¢ $ 23,19¢ $ 28,29
Portion of rental cost representing intel 2,49¢ 2,13( 1,947 2,632 2,85¢
$28,53: $ 28,82¢ $27,70¢ $ 25,83( $ 31,14¢

Ratio of Earnings to Fixed Charg 2.C 0.6 1.3 (3.9 O 2.6V

(1) The ratio of earnings to fixed charges for thesaryevas less than one-to-one. The amount of theigledy of the ratio of earnings to
fixed charges for the years ended September 3@, 2004 and 2005, was $10,164, $112,463 and $193édpectively



SUBSIDIARIES OF THE REGISTRANT
AS OF SEPTEMBER 30, 2005

Subsidiary

State of Incorporation

Exhibit 21.1

Aladdin-Ward Electric & Air, Inc.

Florida

Amber Electric, Inc. Florida
ARC Electric, Incorporated Delaware
Bachofner Electric, Inc. Delaware
Bear Acquisition Corporation Delaware
Bexar Electric Company, Ltd. Texas
Bexar Electric Il LLC Arizona

Bryant Electric Company, Inc.

North Carolina

BW Consolidated, Inc. Nevada
BW/BEC Il LLC Arizona
BW/BEC, Inc. Delaware
BW/BEC, L.L.C. Nevada
Charles P. Baghy Co., Inc Alabama
Collier Electric Company, Inc. Florida
Commercial Electrical Contractors, Inc. Delaware
Cross State Electric, Inc. California
Cypress Electrical Contractors, Inc. Delaware
Daniel Electrical Contractors, Inc. Florida
Daniel Electrical of Treasure Coast, Inc Florida
Daniel Integrated Technologies, Inc Florida

Davis Electrical Constructors, Inc.

South Carolina

Electro-Tech, Inc. Nevada

EMC Acquisition Corporation Delaware
Federal Communications Group, Inc. Delaware
General Partner, Inc. Alabama

H.R. Allen, Inc. South Carolina
Hatfield Reynolds Electric Company Arizona
Haymaker Electric, Ltd. Alabama
Holland Electrical Systems, Inc. Delaware
Houston Stafford Holdings LLC Arizona



Houston-Stafford Electric Holdings IIl, Inc.

Houston-Stafford Electrical Contractors LP

Houston-Stafford Holdings Il LLC

Houston-Stafford Management LLC

ICS Holdings LLC

IES Albuquerque, Inc. f/k/a DKD Electric Co., Inc.

IES Austin Holding LP f/k/a Carroll Systems LP

IES Austin Holdings Il LLC f/ka/ Carroll Holdings | | LLC

IES Austin Holdings LLC f/k/a Carroll Holdings LLC

IES Austin Management LLC f/k/a Carroll Management LLC

IES Austin, Inc. f/k/a Carroll Systems, Inc.

IES Charlotte, Inc. f/k/a Howard Brothers Electric Co., Inc.

IES College Station Holdings Il LLC f/k/a Britt Ric e Holdings Il LLC
IES College Station Holdings LLC f/k/a Britt Rice Holdings LLC
IES College Station Holdings LP f/k/a/ B. Rice Elgcic LP

IES College Station Management LLC f/k/a Britt RiceManagement LLC
IES College Station, Inc. f/k/a Britt Rice Electrig Inc.

IES Communications, Inc.

IES Contractors Holdings LLC

IES Contractors Management LLC

IES Contractors, Inc.

IES Decatur, Inc. f/k/a Goss Electric Company, Inc.

IES East McKeesport, Inc. f/k/a Canova Electrical @ntracting, Inc.
IES ENC Management, Inc.

IES ENC, Inc. f/k/a 1stGroup Telecommunications, Inc.

Delaware
Texas
Delaware
Arizona
Arizona
New Mexico
Texas
Delaware
Arizona
Arizona
Delaware
Delaware
Delaware
Arizona
Texas
Arizona
Delaware
Delaware
Arizona
Arizona
Delaware
Delaware
Delaware
Delaware

Delaware




IES Federal Contract Group | Texas

IES Holdings Il LLC Delaware
IES Holdings, LLC Arizona
IES Management ROO, L Texas
IES Management, L Texas
IES Meridian, Inc. f/k/a Anderson & Wood ConstractiCo., Inc Delaware
IES New lberia, Inc. f/k/a Ernest P. Breaux Elexlj Inc. Delaware
IES Oklahoma City, Inc. f/k/a Delco Electric, Ir Delaware
IES Operations Group, In Delaware
IES Properties Holdings Il LL¢ Arizona
IES Properties Holdings, In Delaware
IES Properties Management, li Delaware
IES Properties, Inc Delaware
IES Properties, LI Texas
IES Raleigh, Inc. f/k/a Tech Electric Co., It Delaware
IES Rapid City, Inc., f/k/a Brink Electric Consttian Co. South Dakott
IES Reinsurance, Lt Bermuda
IES Residential Group, In Delaware
IES Specialty Lighting, Inc Delaware
IES Valdosta, Inc. f/k/a Ace/Putzel Electric, I Georgia
IES Ventures Inc Delaware
IES Wilson, Inc. f/k/a T&H Electrical Corporatic Delaware
Integrated Electrical Finance, Ir Delaware
Intelligent Building Solutions, Inc Delaware
J.W. Gray Electric Co., In Delaware
J.W. Gray Electrical Contractors | Texas
J.W. Gray Holdings Il LLC Delaware
J.W. Gray Holdings, LL( Arizona
J.W. Gray Management LL Arizona
Kayton Electric, Inc Nebraske
Key Electrical Supply, Inc Texas

Linemen, Inc Delaware



Mark Henderson, Incorporatt
Menninga Electric, Inc
Mid-States Electric Company, Ir
Mills Electric LP

Mills Electric Holdings Il LLC
Mills Electrical Contractors, Inc
Mills Electrical Holdings LLC
Mills Management LLC

Mitchell Electric Company, Inc
M-S Systems, Inc

Murray Electrical Contractors, In
NBH Holding Co., Inc

Neal Electric LF

Neal Electric Management LLC f/k/a ICS Managemel€l

New Technology Electrical Contractors, i

Newcomb Electric Company, In

Pan American Electric Company, It

Pan American Electric, Ini
Paulin Electric Company, In
Pollock Electric, Inc

Pollock Summit Electric LI
Pollock Summit Holdings Il LLC

Pollock Summit Holdings, Inc

Delaware
Delaware
Delaware
Texas
Delaware
Delaware
Arizona
Arizona
Arizona
Tennesse
Delaware
Delaware
Texas
Arizona
Delaware
Delaware
New Mexico
Tennesse
Delaware
Delaware
Texas
Delaware

Arizona




Subsidiary

State of Incorporation or Organization

PrimeNet, Inc

Primo Electric Compan
Raines Electric Co., In
Raines Electric LI
Raines Holdings Il LLC
Raines Holdings LL(
Raines Management LL
Riviera Electric, LLC
RKT Electric, Inc.
Rockwell Electric, Inc

Rodgers Electric Company, Ir

Ror’s Electric, Inc., dba IE— North Plains

SEI Electrical Contractor, In
Spectrol, Inc

Summit Electric of Texas, In
Tesla Power (Nevada) Il LL
Tesla Power (Nevada), In

Tesla Power and Automation, L.
Tesla Power GP, Ini

Tesla Power Properties, |
Thomas Popp & Compar
Valentine Electrical, Inc

Wright Electrical Contracting, In

Delaware
Delaware
Delaware
Texas
Delaware
Arizona
Arizona
Delaware
Delaware
Delaware
Washingtor
Delaware
Florida
Delaware
Delaware
Delaware
Nevada
Texas
Delaware
Texas
Ohio
Delaware

Delaware



Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

We consent to the incorporation by reference irRbgistration Statements (Forms S-8 and S-4 Fie R83-67113, 333-45447, 333-45449,
333-91041, 333-31608, 333-32624, 333-50031, 33362833-68274, and 333-112282) of Integrated BtadtServices, Inc. of our reports
dated December 19, 2005 with respect to the categelil financial statements of Integrated Electi&sabices, Inc., Integrated Electrical
Services, Inc. managements assessment of theiedieess of internal control over financial repagtand the effectiveness of internal control

over financial reporting of Integrated Electric&r@ces, Inc., included in this Annual Report (Fat6iK) for the year ended September 30,
2005.

ERNST & YOUNG LLP

Houston, Texas
December 19, 2005



Exhibit 24

Power of Attorney

Know all men by these presents that RonaBa@ie constitutes and appoints C. Byron SnyderjdAvMiller and Curt L. Warnock and
each of them, as his true and lawful attorneysaitt-nd agents, with full power of substitutiorr, iim and in his name, place and stead, in
any and all capacities to sign in his name to thauval Report on Form 10-K of Integrated Electrigatvices, Inc. for the fiscal year ended
September 30, 2005, and any amendments theretio ditelthe same, and with all exhibits thereto atiier documents in connection
therewith, with the Securities and Exchange Comimisgranting unto said attorneys-in-fact and agéuit power and authority to do and
perform each and every act and thing requisitersaogssary to be done in and about the premisédgjyato all intents and purposes as he
might or could do in person, hereby ratifying anafirming all that said attorneys-in-fact and agewotr any of them or their substitutes may
lawfully do or cause to be done by virtue hereof.

December 21, 200 /s/ RoNALD P. EADIE
Ronald P. Badie

Power of Attorney

Know all men by these presents that Donaldd®lel constitutes and appoints C. Byron Snyder,iav Miller and Curt L. Warnock and
each of them, as his true and lawful attorneysaitt-nd agents, with full power of substitutiorr, iim and in his name, place and stead, in
any and all capacities to sign in his name to thauval Report on Form 10-K of Integrated Electrigatvices, Inc. for the fiscal year ended
September 30, 2005, and any amendments theretio ditelthe same, and with all exhibits thereto atiier documents in connection
therewith, with the Securities and Exchange Comimisgranting unto said attorneys-in-fact and agéuit power and authority to do and
perform each and every act and thing requisitersangssary to be done in and about the premisédgjyato all intents and purposes as he
might or could do in person, hereby ratifying aoafirming all that said attorneys-in-fact and agewtr any of them or their substitutes may
lawfully do or cause to be done by virtue hereof.

December 21, 200 /s/ DoNALD P. FODEL
Donald P. Hodel

Power of Attorney

Know all men by these presents that David Alldviconstitutes and appoints C. Byron Snyder, @ad L. Warnock and each of them, as
his true and lawful attorneys-in-fact and agenish full power of substitution, for him and in hieme, place and stead, in any and all
capacities to sign in his name to the Annual Reporform 10K of Integrated Electrical Services, Inc. for tligchl year ended September
2005, and any amendments thereto and to file tiie sand with all exhibits thereto and other documiénconnection therewith, with the
Securities and Exchange Commission, granting uasitbatorneys-in-fact and agents full power andhaxity to do and perform each and
every act and thing requisite and necessary tmhe th and about the premises, as fully to allntg@nd purposes as he might or could do in
person, hereby ratifying and confirming all thatsattorneys-infact and agents, or any of them or their subsstatay lawfully do or cause
be done by virtue hereof.

December 21, 20C /s/DAavID A. MILLER
David A. Miller

Power of Attorney

Know all men by these presents that Gregory H. dpbanstitutes and appoints C. Byron Snyder, DavidMer, and Curt L. Warnock and
each of them, as his true and lawful attorneysaitt-nd agents, with full power of substitutiorr, iim and in his name, place and stead, in
any and all capacities to sign in his name to thauwal Report on Form 10-K of Integrated Electrigatvices, Inc. for the fiscal year ended
September 30, 2005, and any amendments theretio ditelthe same, and with all exhibits thereto atlier documents in connection
therewith, with the Securities and Exchange Comimisgranting unto said attorneys-in-fact and agéuit power and authority to do and
perform each and every act and thing requisitere@ssary to be done in and about the premisédya® all intents and purposes as he
might or could do in person, hereby ratifying aoafirming all that said attorneys-in-fact and agewotr any of them or their substitutes may
lawfully do or cause to be done by virtue hereof.

December 21, 20C /s/ GREGORY H. UPHAM
Gregory H. Upham




Power of Attorney

Know all men by these presents that C. Bymyd8r constitutes and appoints David A. Miller &wtt L. Warnock and each of them, as
his true and lawful attorneys-in-fact and agenigh full power of substitution, for him and in himme, place and stead, in any and all
capacities to sign in his name to the Annual Reporfform 10K of Integrated Electrical Services, Inc. for tligchl year ended September
2005, and any amendments thereto and to file tine sand with all exhibits thereto and other documiénconnection therewith, with the
Securities and Exchange Commission, granting uaitbattorneys-in-fact and agents full power andhenity to do and perform each and
every act and thing requisite and necessary twhe th and about the premises, as fully to allitg@nd purposes as he might or could do in
person, hereby ratifying and confirming all thatsattorneys-infact and agents, or any of them or their subsstatay lawfully do or cause
be done by virtue hereof.

December 21, 200 /s/ C. BYRON SNYDER
C. Byron Snyder

Power of Attorney

Know all men by these presents that Donalduke constitutes and appoints C. Byron Snyder, ®&viMiller and Curt L. Warnock and
each of them, as his true and lawful attorneysait-nd agents, with full power of substitutior, itm and in his name, place and stead, in
any and all capacities to sign in his name to thauwal Report on Form 10-K of Integrated Electrigatvices, Inc. for the fiscal year ended
September 30, 2005, and any amendments theretio ditelthe same, and with all exhibits thereto atiier documents in connection
therewith, with the Securities and Exchange Comignisgranting unto said attorneys-in-fact and agéuit power and authority to do and
perform each and every act and thing requisitere@ssary to be done in and about the premiséd)ya® all intents and purposes as he
might or could do in person, hereby ratifying anafirming all that said attorneys-in-fact and agewotr any of them or their substitutes may
lawfully do or cause to be done by virtue hereof.

December 21, 20C /s/ DoNALD L. LUKE
Donald L. Luke




Exhibit 31.1

CERTIFICATION

[, C. Byron Snyder, certify that:
1. I have reviewed this Annual Report on Forn-K of Integrated Electrical Services, In

2. Based on my knowledge, this report doesantain any untrue statement of a material facioit to state a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisletding with respect to the
period covered by this repo

3. Based on my knowledge, the financial stateémend other financial information included imstreport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this rep

4.  The registrar’other certifying officer(s) and | are responsildleestablishing and maintaining disclosure cdstemd procedures (
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirgg @efined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and pruaesdor caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidh®ubsidiaries, is made known
to us by others within those entities, particulatlying the period in which this report is beingmared

b)  Designed such internal control over finahm@aorting, or caused such internal control ovearicial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataoece with generally accepted accounting princij

c) Evaluated the effectiveness of the regisatisclosure controls and procedures and predentthis report our conclusions
about the effectiveness of the disclosure conints procedures, as of the end of the period couryéhis report based on su
evaluation; ant

d) Disclosed in this report any change in #hgistrant’s internal control over financial repogithat occurred during the
registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an aimeport) that has materially
affected, or is reasonably likely to materiallyesftf, the registra’s internal control over financial reporting; &

5.  The registrant’s other certifying officer@m)d | have disclosed, based on our most recehiaian of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the
equivalent functions)

a) All significant deficiencies and materialakeesses in the design or operation of internairabaver financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information;
and

b)  Any fraud, whether or not material, thatotwes management or other employees who have Hisag role in the registrant’s
internal control over financial reportin
Date: December 21, 2005

/s/ C. Byron Snyde

C. Byron Snyder
Chairman and Chief Executive Officer




Exhibit 31.

CERTIFICATION

I, David A. Miller, certify that:

1.
2.

| have reviewed this Annual Report on Forn-K of Integrated Electrical Services, In

Based on my knowledge, this report doescantain any untrue statement of a material facoit to state a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisletding with respect to the
period covered by this repo

Based on my knowledge, the financial statémend other financial information included iistheport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this rep

The registrarg’ other certifying officer(s) and | are responsiioleestablishing and maintaining disclosure cdetemd procedures (
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirgg @efined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

(@) Designed such disclosure controls and pharas, or caused such disclosure controls and guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidh®ubsidiaries, is made known
to us by others within those entities, particulatlying the period in which this report is beingmared

(b) Designed such internal control over finahecgporting, or caused such internal control divemcial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataoece with generally accepted accounting princij

(c) Evaluated the effectiveness of the regtsadisclosure controls and procedures and predentthis report our conclusions
about the effectiveness of the disclosure conints procedures, as of the end of the period couryéhis report based on su
evaluation; ant

(d) Disclosed in this report any change inrdngistrant’s internal control over financial repogt that occurred during the
registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an a@imeport) that has materially
affected, or is reasonably likely to materiallyesftf, the registra’s internal control over financial reporting; &

The registrant’s other certifying officerém)d | have disclosed, based on our most recehiaian of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the
equivalent functions)

(@) All significant deficiencies and materiaé@knesses in the design or operation of intern@rabover financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information;
and

(b) Any fraud, whether or not material, thatdtves management or other employees who havendisant role in the registrant’s
internal control over financial reportin

Date: December 21, 2005

/s/ David A. Miller

David A. Miller
Senior Vice President and Chief Financial Officer




Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with this Annual Report of Integrateldctrical Services, Inc. (the “Company”) on FolfK for the period ending
September 30, 2005 (the “Report”), |, C. Byron SsrydChairman and Chief Executive Officer of the Qamy, certify, pursuant to 18 U.S.C.
ss. 1350, as adopted pursuant to ss. 906 of thases-Oxley Act of 2002, that:

(1) The Report fully complies with the requirementseéttion 13(a) or 15(d) of the Securities Exchangeof 1934; anc
(2) The information contained in the Reportlfapresents, in all material respects, the finahcondition and result of operations of the
Company

/s/ C. Byron Snyder

C. Byron Snyder
Chairman and Chief Executive Officer

December 21, 2005



Exhibit 32.

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with this Annual Report of Integrateldctrical Services, Inc. (the “Company”) on FolfK for the period ending
September 30, 2005 (the “Report”), I, David A. Mill Senior Vice President and Chief Financial @ifiof the Company, certify, pursuant to
18 U.S.C. ss. 1350, as adopted pursuant to sfdfié Sarbanes-Oxley Act of 2002, that:

(1) The report fully complies with the requirementssettion 13(a) or 15(d) of the Securities Exchangeof 1934; anc

(2) The information contained in the Reportlfapresents, in all material respects, the finahcondition and result of operations of the
Company

/s/DAviD A. MILLER
David A. Miller
Senior Vice President
Chief Financial Officer

December 21, 2005

End of Filing
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