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Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes ☒ No ☐

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit and post such files). Yes ☒ No ☐

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting company. See the definitions of “large accelerated filer”, “accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Exchange Act. (Check one):

	Large accelerated filer
	☐
	Accelerated filer
	☐

	Non-accelerated filer
	☒
	Smaller reporting company
	☐

	Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).  Yes ☐
	No ☒
	



Indicate by check mark whether the registrant has filed all documents and reports required to be filed by Sections 12, 13 or 15(d) of the Securities Exchange Act of 1934 subsequent to the distribution of securities under a plan confirmed by a court. Yes ☒ No ☐

On March 30, 2012, there were 15,013,840 shares of common stock outstanding.
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PART I

DEFINITIONS

In this quarterly report on Form 10-Q, the words “IES”, the “Company”, the “Registrant”, “we”, “our”, “ours” and “us” refer to Integrated Electrical Services, Inc. and, except as otherwise specified herein, to our subsidiaries.

DISCLOSURE REGARDING FORWARD-LOOKING STATEMENTS

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

· fluctuations in operating activity due to downturns in levels of construction, seasonality and differing regional economic conditions;

· competition in the construction industry, both from third parties and former employees, which could result in the loss of one or more customers or lead to lower margins on new contracts;

· a general reduction in the demand for our services;

· a change in the mix of our customers, contracts and business;

· our ability to successfully manage construction projects;

· possibility of errors when estimating revenue and progress to date on percentage-of-completion contracts;

· inaccurate estimates used when entering into fixed-priced contracts;

· challenges integrating new types of work or new processes into our divisions;

· the cost and availability of qualified labor;

· accidents resulting from the physical hazards associated with our work and the potential for accidents;

· success in transferring, renewing and obtaining electrical and construction licenses;

· our ability to pass along increases in the cost of commodities used in our business, in particular, copper, aluminum, steel, fuel and certain plastics;

· potential supply chain disruptions due to credit or liquidity problems faced by our suppliers;

· loss of key personnel and effective transition of new management;

· warranty losses or other latent defect claims in excess of our existing reserves and accruals;

· warranty losses or other unexpected liabilities stemming from former divisions which we have sold or closed;

· growth in latent defect litigation in states where we provide residential electrical work for home builders not otherwise covered by insurance;

· limitations on the availability of sufficient credit or cash flow to fund our working capital needs;

· difficulty in fulfilling the covenant terms of our credit facilities;

· increased cost of surety bonds affecting margins on work and the potential for our surety providers to refuse bonding or require additional collateral at their discretion;

· increases in bad debt expense and days sales outstanding due to liquidity problems faced by our customers;

· changes in the assumptions made regarding future events used to value our stock options and performance-based stock awards;

· the recognition of potential goodwill, long-lived assets and other investment impairments;

· uncertainties inherent in estimating future operating results, including revenues, operating income or cash flow;
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· disagreements with taxing authorities with regard to tax positions we have adopted;

· the recognition of tax benefits related to uncertain tax positions;

· complications associated with the incorporation of new accounting, control and operating procedures;

· the financial impact of new or proposed accounting regulations;

· the ability of our controlling shareholder to take action not aligned with other shareholders;

· the possibility that certain tax benefits of our net operating losses may be restricted or reduced in a change in ownership;

· credit and capital market conditions, including changes in interest rates that affect the cost of construction financing and mortgages, and the inability for some of our customers to retain sufficient financing which could lead to project delays or cancellations;

· the sale or disposition of the shares of our common stock held by our majority shareholder, which, under certain circumstances, would trigger change of control provisions in contracts such as employment agreements and financing and surety arrangements; and

· Additional closures or sales of facilities in our Commercial & Industrial segment could result in significant future charges and a significant disruption of our operations.

You should understand that the foregoing, as well as other risk factors discussed in our annual report on Form 10-K/A for the year ended September 30, 2011, could cause future outcomes to differ materially from those experienced previously or those expressed in such forward-looking statements. We undertake no obligation to publicly update or revise information concerning our restructuring efforts, borrowing availability, cash position or any forward-looking statements to reflect events or circumstances that may arise after the date of this report. Forward-looking statements are provided in this quarterly report on Form 10-Q pursuant to the safe harbor established under the Private Securities Litigation Reform Act of 1995 and should be evaluated in the context of the estimates, assumptions, uncertainties and risks described herein.

General information about us can be found at www.ies-co.com under “Investor Relations”. Our annual report on Form 10-K/A, quarterly reports on Form 10-Q and current reports on Form 8-K, as well as any amendments to those reports, are available free of charge through our website as soon as reasonably practicable after we file them with, or furnish them to, the Securities and Exchange Commission. You may also contact our Investor Relations department at 713-860-1500, and they will provide you with copies of our public reports.
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INTEGRATED ELECTRICAL SERVICES, INC. AND SUBSIDIARIES

Consolidated Balance Sheets

(In Thousands, Except Share Information)

	
	
	December 31,
	
	September 30,

	
	
	
	2011
	
	
	
	2011
	

	
	
	(Unaudited)
	
	
	
	Restated
	

	
	ASSETS
	
	
	
	
	
	
	

	
	CURRENT ASSETS:
	
	
	
	
	
	
	

	
	Cash and cash equivalents
	$
	17,318
	
	$
	35,577

	
	Restricted cash
	
	8,812
	
	
	
	—

	
	Accounts receivable:
	
	
	
	
	
	
	

	
	Trade, net of allowance of $2,146 and $2,645, respectively
	
	78,365
	
	
	
	85,728

	
	Retainage
	
	16,118
	
	
	
	17,944

	
	Inventories
	
	8,191
	
	
	
	8,443

	
	Costs and estimated earnings in excess of billings on uncompleted contracts
	
	7,805
	
	
	
	9,963

	
	Prepaid expenses and other current assets
	
	6,766
	
	
	
	2,840
	

	
	Total current assets
	
	143,375
	
	
	
	160,495
	

	
	LONG-TERM RECEIVABLE, net of allowance of $53 and $4,051, respectively
	
	206
	
	
	
	200

	
	PROPERTY AND EQUIPMENT, net
	
	8,646
	
	
	
	8,016

	
	GOODWILL
	
	4,446
	
	
	
	4,446

	
	OTHER NON-CURRENT ASSETS, net
	
	5,289
	
	
	
	7,087
	

	Total assets
	$
	161,962
	
	$
	180,244

	
	
	
	
	
	
	
	
	

	
	LIABILITIES AND STOCKHOLDERS’ EQUITY
	
	
	
	
	
	
	

	
	CURRENT LIABILITIES:
	
	
	
	
	
	
	

	
	Current maturities of long-term debt
	$
	2,168
	
	$
	209

	
	Accounts payable and accrued expenses
	
	63,099
	
	
	
	78,980

	
	Billings in excess of costs and estimated earnings on uncompleted contracts
	
	18,260
	
	
	
	19,585
	

	
	Total current liabilities
	
	83,527
	
	
	
	98,774
	

	
	LONG-TERM DEBT, net of current maturities
	
	10,228
	
	
	
	10,289

	
	LONG-TERM DEFERRED TAX LIABILITY
	
	284
	
	
	
	284

	
	OTHER NON-CURRENT LIABILITIES
	
	7,295
	
	
	
	6,596
	

	Total liabilities
	
	101,334
	
	
	
	115,943

	
	STOCKHOLDERS’ EQUITY:
	
	
	
	
	
	
	

	
	Preferred stock, $0.01 par value, 10,000,000 shares authorized, none issued and outstanding
	
	—
	
	
	—

	
	Common stock, $0.01 par value, 100,000,000 shares authorized; 15,407,802 and 15,407,802 shares issued and
	
	
	
	
	
	
	

	
	15,013,840 and 14,938,071 outstanding, respectively
	
	154
	
	
	
	154

	
	Treasury stock, at cost, 393,962 and 451,329 shares, respectively
	
	(4,475)
	
	
	(5,595)

	
	Additional paid-in capital
	
	163,194
	
	
	
	164,262

	
	Retained deficit
	
	(98,245)
	
	
	(94,520)

	
	Total stockholders’ equity
	
	60,628
	
	
	
	64,301
	

	Total liabilities and stockholders’ equity
	$
	161,962
	
	$
	180,244

	
	
	
	
	
	
	
	
	



The accompanying notes are an integral part of these Consolidated Financial Statements.
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INTEGRATED ELECTRICAL SERVICES, INC. AND SUBSIDIARIES

Consolidated Statements of Operations

(In Thousands, Except Share Information)

	
	
	
	
	Three Months Ended December 31,
	

	
	
	
	
	2011
	
	
	
	2010
	
	

	
	
	
	
	
	
	
	
	Restated
	
	

	
	Revenues
	$
	115,293
	$
	109,811
	

	
	Cost of services
	
	
	104,384
	
	
	98,753
	

	
	
	
	
	
	
	
	
	
	
	

	
	Gross profit
	
	
	10,909
	
	
	11,058
	

	
	Selling, general and administrative expenses
	
	
	13,375
	
	
	18,652
	

	
	Gain on sale of assets
	
	
	17
	
	
	(6,729)
	

	
	Asset Impairment
	
	
	—
	
	
	3,551
	

	
	Restructuring charges
	
	
	600
	
	
	—
	

	
	Loss from operations
	
	
	
	
	
	
	
	
	

	
	
	
	
	(3,083)
	
	
	(4,416)
	

	
	Interest and other (income) expense:
	
	
	
	
	
	
	
	
	

	
	Interest expense
	
	
	622
	
	
	599
	

	
	Interest income
	
	
	(85)
	
	
	(25)
	

	
	Other (income) expense, net
	
	
	(65)
	
	
	(15)
	

	
	
	
	
	
	
	
	
	
	
	

	
	Interest and other expense, net
	
	
	472
	
	
	559
	

	Loss from operations before income taxes
	
	
	
	
	
	
	
	
	

	
	
	
	(3,555)
	
	
	(4,975)
	

	
	Provision (benefit) for income taxes
	
	
	168
	
	
	(676)
	

	Net loss
	
	
	
	
	
	
	
	
	

	
	
	$
	(3,723)
	$
	(4,299)
	

	
	
	
	
	
	
	
	
	
	
	

	
	(Loss) per share:
	
	
	
	
	
	
	
	
	

	
	Basic
	$
	(0.26)
	$
	(0.30)
	

	
	Diluted
	$
	(0.26)
	$
	(0.30)
	

	
	Shares used in the computation of loss per share
	
	
	
	
	
	
	
	
	

	
	Basic
	
	
	14,569,089
	
	
	14,447,841
	

	
	Diluted
	
	
	14,569,089
	
	
	14,447,841
	



The accompanying notes are an integral part of these Consolidated Financial Statements.
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INTEGRATED ELECTRICAL SERVICES, INC. AND SUBSIDIARIES

Consolidated Statements of Cash Flows

(In Thousands)

	
	
	
	Three Months Ended December 31,
	

	
	
	
	2011
	
	
	
	2010
	
	

	
	
	
	(Unaudited)
	
	
	
	Restated
	
	

	
	CASH FLOWS FROM OPERATING ACTIVITIES:
	
	
	
	
	
	
	
	

	
	Net loss
	$
	(3,723)
	$
	(4,299)
	

	
	Adjustments to reconcile net loss to net cash provided by operating activities:
	
	
	
	
	
	
	
	

	
	Bad debt expense
	
	(25)
	
	
	(16)
	

	
	Deferred financing cost amortization
	
	21
	
	
	
	84
	

	
	Depreciation and amortization
	
	522
	
	
	
	1,856
	

	
	Gain on sale of business units
	
	—
	
	
	(6,729)
	

	
	Non-cash compensation expense
	
	145
	
	
	
	170
	

	
	Asset impairment
	
	—
	
	
	3,551
	

	
	Equity in losses of investment
	
	—
	
	
	96
	

	
	Changes in operating assets and liabilities
	
	
	
	
	
	
	
	

	
	Accounts receivable
	
	7,412
	
	
	
	5,457
	

	
	Inventories
	
	252
	
	
	
	(860)
	

	
	Costs and estimated earnings in excess of billings
	
	2,158
	
	
	
	(979)
	

	
	Prepaid expenses and other current assets
	
	(2,114)
	
	
	473
	

	
	Other non-current assets
	
	(50)
	
	
	286
	

	
	Accounts payable and accrued expenses
	
	(12,401)
	
	
	(11,958)
	

	
	Billings in excess of costs and estimated earnings
	
	(1,325)
	
	
	(2,091)
	

	
	Other non-current liabilities
	
	127
	
	
	
	(125)
	

	Net cash (used in) provided by operating activities
	
	
	
	
	
	
	
	

	
	
	(9,001)
	
	
	(15,084)
	

	
	CASH FLOWS FROM INVESTING ACTIVITIES:
	
	
	
	
	
	
	
	

	
	Purchases of property and equipment
	
	(302)
	
	
	(391)
	

	
	Proceeds from sales of property and equipment
	
	11
	
	
	
	—
	

	
	Proceeds from sales of facilities
	
	—
	
	
	9,859
	

	
	Distribution from unconsolidated affiliates
	
	—
	
	
	(57)
	

	
	Changes in restricted cash
	
	(8,812)
	
	
	—
	

	
	
	
	
	
	
	
	
	
	

	
	Net cash (used in) provided by continuing operations
	
	(9,103)
	
	
	9,411
	

	CASH FLOWS FROM FINANCING ACTIVITIES:
	
	
	
	
	
	
	
	

	
	Repayments of debt
	
	(61)
	
	
	(242)
	

	
	Purchase of treasury stock
	
	(94)
	
	
	(63)
	

	
	Payments for debt issuance costs
	
	—
	
	
	
	—
	
	

	
	Net cash used in financing activities
	
	(155)
	
	
	(305)
	

	
	
	
	
	
	
	
	
	
	

	
	NET DECREASE IN CASH EQUIVALENTS
	
	(18,259)
	
	
	(5,978)
	

	
	CASH AND CASH EQUIVALENTS, beginning of period
	
	35,577
	
	
	
	32,924
	
	

	
	CASH AND CASH EQUIVALENTS, end of period
	$
	17,318
	
	$
	26,946
	

	SUPPLEMENTAL DISCLOSURE OF CASH FLOW
	
	
	
	
	
	
	
	

	
	
	2011
	
	
	
	2010
	

	
	INFORMATION:
	
	
	
	
	
	
	
	

	
	Cash paid for interest
	$
	277
	
	$
	513
	

	
	Cash paid for income taxes
	$
	48
	
	$
	30
	



The accompanying notes are an integral part of these Consolidated Financial Statements.
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INTEGRATED ELECTRICAL SERVICES, INC.

Notes to Consolidated Financial Statements

(All Amounts in Thousands Except Share Amounts)

1. BUSINESS Description of the Business

Integrated Electrical Services, Inc., a Delaware corporation, is a leading national provider of electrical infrastructure services to the communications, residential, commercial and industrial industries. Originally established as IES in 1997, we provide services from 57 locations serving the continental United States as of December 31, 2011. Our operations are organized into three business segments, based upon the nature of its products and services:

· Communications—Nationwide provider of products and services for mission critical infrastructure, such as data centers, of large corporations.

· Residential—Regional provider of electrical installation services for single-family housing and multi-family apartment complexes.

· Commercial & Industrial—Provider of electrical design, construction, and maintenance services to the commercial and industrial markets in various regional markets and nationwide in certain areas of expertise, such as the power infrastructure market.

Sale of Non-Strategic Manufacturing Facility

On November 30, 2010, a subsidiary of the Company sold substantially all the assets and certain liabilities of a non-strategic manufacturing facility engaged in manufacturing and selling fabricated metal buildings housing electrical equipment, such as switchgears, motor starters and control systems, to Siemens Energy, Inc. As part of this transaction, Siemens Energy, Inc. also acquired certain real property where the fabrication facilities are located from another subsidiary of the Company. The purchase price of $10,086 was adjusted to reflect working capital variances. The transaction was completed on December 10, 2010 at which time we recognized a gain of $6,763.

Sale of Non-Core Electrical Distribution Facility

On February 28, 2011, Key Electrical Supply, Inc, a wholly owned subsidiary of the Company, sold substantially all the assets and certain liabilities of a non-core electrical distribution facility engaged in distributing wiring, lighting, electrical distribution, power control and generators for residential and commercial applications to Elliot Electric Supply, Inc. The purchase price of $6,676 was adjusted to reflect working capital variances. The loss on this transaction was immaterial.

Controlling Shareholder

At December 31, 2011, Tontine Capital Partners, L.P. and its affiliates (collectively, “Tontine”), was the controlling shareholder of the Company’s common stock. Accordingly, Tontine has the ability to exercise significant control of our affairs, including the election of directors and any action requiring the approval of shareholders, including the approval of any potential merger or sale of all or substantially all assets or divisions of the Company, or the Company itself. In its most recent Schedule 13D, Tontine stated that it has no current plans to make any material change in the Company’s business or corporate structure. For a more complete discussion on our relationship with Tontine, please refer to Note 2 “Controlling Shareholder” in the notes to these Consolidated Financial Statements.

Summary of Significant Accounting Policies

These unaudited condensed consolidated financial statements reflect, in the opinion of management, all adjustments necessary to present fairly the financial position as of, and the results of operations for, the periods presented. All adjustments are considered to be normal and recurring unless otherwise described herein. Interim period results are not
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INTEGRATED ELECTRICAL SERVICES, INC.

Notes to Consolidated Financial Statements

(All Amounts in Thousands Except Share Amounts)

necessarily indicative of results of operations or cash flows for the full year. During interim periods, we follow the same accounting policies disclosed in our annual report of Form 10-K/A for the year ended September 30, 2011. Please refer to the Notes to Consolidated Financial Statements in our annual report on Form 10-K/A for the year ended September 30, 2011, when reviewing our interim financial results set forth herein.

Revenue Recognition

As of December, 31, 2011 the Company had revenue totaling $1,098 associated with one contract claim. We recognize revenue associated with unapproved change orders and claims to the extent that related costs have been incurred, recovery is probable and the value can be reliably estimated.

Fair Value of Financial Instruments

Our financial instruments consist of cash and cash equivalents, accounts receivable, notes receivable, investments, accounts payable, a line of credit, a note payable issued to finance an insurance policy, and a $10,000 senior subordinated loan agreement (the “Tontine Term Loan”). We believe that the carrying value of financial instruments, with the exception of the Tontine Term Loan and our cost method investment in EnerTech, in the accompanying Consolidated Balance Sheets approximates their fair value due to their short-term nature. We estimate that the fair value of the Tontine Term Loan is $10,554 based on comparable debt instruments at December 31, 2011. For additional information, please refer to Note 4, “Debt – The Tontine Term Loan” of this report.

We estimate that the fair value of our investment in EnerTech is $1,049 at December 31, 2011. For additional information, please refer to Note 8, “Securities and Equity Investments – Investment in EnerTech.

Asset Impairment

During the three months ended December 31, 2010, the Company ceased use of certain internally-developed software. As a result, the software has a fair value of zero. The net charge of $3,551 was recorded separately in the accompanying consolidated statements of operations as a component of loss from operations.

Use of Estimates and Assumptions

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America (“GAAP”) requires the use of estimates and assumptions by management in determining the reported amounts of assets and liabilities, disclosures of contingent liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates. Estimates are primarily used in our revenue recognition of construction in progress, fair value assumptions in analyzing goodwill, investments, intangible assets and long-lived asset impairments and adjustments, allowance for doubtful accounts receivable, stock-based compensation, reserves for legal matters, assumptions regarding estimated costs to exit certain divisions, realizability of deferred tax assets, and self-insured claims liabilities and related reserves.

Cash and Cash Equivalents

We consider all highly liquid investments purchased with an original maturity of three months or less to be cash equivalents. We have restricted cash to collateralize our letters of credit.

Seasonality and Quarterly Fluctuations

Results of operations from our Residential construction segment are more seasonal, depending on weather trends, with typically higher revenues generated during spring and summer and lower revenues during fall and winter. The Communications and Commercial & Industrial segments of our business are less subject to seasonal trends, as work in these segments generally is performed inside structures protected from the weather. Our service and maintenance business is generally not affected by seasonality. In addition, the construction industry has historically been highly cyclical. Our volume of business may be adversely affected by declines in construction projects resulting from adverse regional or national
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INTEGRATED ELECTRICAL SERVICES, INC.

Notes to Consolidated Financial Statements

(All Amounts in Thousands Except Share Amounts)

economic conditions. Quarterly results may also be materially affected by the timing of new construction projects. Accordingly, operating results for any fiscal period are not necessarily indicative of results that may be achieved for any subsequent fiscal period.

Subsequent Events

On January 20, 2012, the Senior Vice President and Chief Financial Officer retired from the company. The company will incur approximately $430 in related severance expense during the second quarter of 2012.

2. CONTROLLING SHAREHOLDER

As of December 31, 2011, $10,000 remains outstanding on the Tontine Term Loan.

Although Tontine has not indicated any plans to alter its ownership level, should Tontine reconsider its investment plans and sell its controlling interest in the Company, a change in ownership would occur. A change in ownership, as defined by Internal Revenue Code Section 382, could reduce the availability of net operating losses for federal and state income tax purposes. Furthermore, a change in control would trigger the change of control provisions in a number of our material agreements, including our $40,000 Revolving Credit Facility, bonding agreements with our sureties and certain employment contracts with certain officers and employees of the Company.

Tontine Capital Partners, L.P. and its affiliates own the majority of our common stock. As a significant stakeholder, Tontine provides strategic, general corporate, operational, organizational and financial advice to our board of directors and management. Although such advice may be considered by the board and management, neither the board nor management is under any legal obligation to follow such advice.

3. STRATEGIC ACTIONS The 2011 Restructuring Plan

In the second quarter of our 2011 fiscal year, we began a restructuring program (the “2011 Restructuring Plan”) that was designed to consolidate operations within our Commercial & Industrial business. Pursuant to the 2011 Restructuring Plan, during the next three to nine months, we will finalize the sale or closure of certain underperforming facilities within our Commercial & Industrial operations. The 2011 Restructuring Plan is a key element of our commitment to return the Company to profitability.

The facilities directly affected by the 2011 Restructuring Plan are in several locations throughout the country, including Arizona, Florida, Iowa, Massachusetts, Louisiana, Nevada and Texas. These facilities were selected due to current business prospects and the extended time frame needed to return the facilities to a profitable position. We expect that closure costs could range from $4,500 to $5,500 in the aggregate. Closure costs associated with the 2011 Restructuring Plan include equipment and facility lease termination expenses, incremental management consulting expenses and severance costs for employees. The Company is in the process of winding down these facilities. As part of our restructuring charges within our Commercial & Industrial segment we recognized $69 in severance costs, $483 in consulting services, and $48 in costs related to lease terminations during the three months ended December 31, 2011.
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INTEGRATED ELECTRICAL SERVICES, INC.

Notes to Consolidated Financial Statements

(All Amounts in Thousands Except Share Amounts)

The following table summarizes the activities related to our restructuring activities by component:

	
	
	Severance
	Consulting
	
	Lease Termination
	
	
	
	

	
	
	Charges
	Charges
	
	& Other Charges
	
	Total
	

	Restructuring liability at September 30, 2011
	
	$
	1,081
	
	
	$
	336
	
	
	$
	790
	
	
	$ 2,207
	
	

	Restructuring charges incurred
	
	
	69
	
	
	483
	
	
	
	48
	600
	

	Cash payments made
	
	
	(391)
	
	(776)
	
	
	(154)
	(1,321)
	

	Restructuring liability at September 30, 2012
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	$
	759
	
	$
	43
	
	$
	684
	$ 1,486
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



Additional Facility Closing

During the first quarter of fiscal 2012, the Company determined the underperforming Baltimore facility within its Commercial & Industrial and Communications divisions would be either sold or closed over the next three to six months. This closing is a key element of management’s overall plan to return the Company to profitability. The Baltimore location was selected based upon current businesses performance and the extended time frame needed to return the operation to profitability. We expect that closure costs could range from $340 to $480 in the aggregate.

4. DEBT

Debt consists of the following:

	
	
	
	
	
	
	
	December 31,
	
	September 30,
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	2011
	
	
	
	
	2011
	
	
	
	
	
	
	

	
	
	Tontine Term Loan, due May 15, 2013, bearing interest at 11.00%
	
	
	
	
	
	$
	10,000
	
	
	
	$
	10,000
	
	
	
	
	
	

	
	
	Insurance Financing Agreements
	
	
	
	
	
	
	1,947
	
	
	
	
	—
	
	
	
	
	

	
	
	Capital leases and other
	
	
	
	
	
	
	449
	
	
	
	
	498
	
	
	
	
	
	

	
	
	Total debt
	
	
	
	
	
	
	12,396
	
	
	
	
	10,498
	
	
	
	
	
	

	
	
	Less—Short-term debt and current maturities of long-term debt
	
	
	
	
	
	
	(2,168)
	
	
	
	(209)
	
	
	
	
	

	
	
	Total long-term debt
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	$
	10,228
	
	$
	10,289
	
	
	
	
	
	

	Future payments on debt at December 31, 2011 are as follows:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	Capital Leases
	
	
	
	Insurance
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	and Other
	
	
	Financing
	
	Term Debt
	
	
	Total
	

	
	2012
	
	$
	242
	
	
	
	
	
	$ 1,947
	
	$
	—
	
	
	$
	2,189
	
	

	
	2013
	
	
	317
	
	
	
	
	—
	
	
	
	10,000
	
	
	
	
	10,317
	

	
	2014
	
	
	26
	
	
	
	
	—
	
	
	
	—
	
	
	26
	

	
	2015
	
	
	—
	
	
	
	—
	
	
	
	—
	
	
	—
	

	
	2016
	
	
	—
	
	
	
	—
	
	
	
	—
	
	
	—
	

	
	Thereafter
	
	—
	
	
	
	—
	
	
	
	—
	
	
	—
	

	
	Less: Imputed Interest
	
	(136)
	
	
	
	—
	
	
	
	—
	
	
	(136)
	

	Total
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	$
	449
	
	
	
	
	$ 1,947
	$10,000
	
	
	$
	12,396
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



For the three months ended December 31, 2011 and 2010, we incurred interest expense of $622 and $599, respectively.

The Revolving Credit Facility

On May 12, 2006, we entered into a Loan and Security Agreement (the “Loan and Security Agreement”), for a revolving credit facility (the “Revolving Credit Facility”) with Bank of America, N.A. and certain other lenders. On May 7, 2008, we renegotiated the terms of our Revolving Credit Facility and entered into an amended agreement with the same financial
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institutions. On April 30, 2010, we renegotiated the terms of, and entered into an amendment to, the Loan and Security Agreement pursuant to which the maturity date was extended to May 31, 2012. In connection with the amendment, we incurred an amendment fee of $200, which is being amortized over 24 months.

On December 15, 2011, we renegotiated the terms of, and entered into an amendment to, the Loan and Security Agreement without incurring termination charges. Under the terms of the amended Revolving Credit Facility, the size of the facility was reduced to $40,000 and the maturity date was extended to November 12, 2012. Further, we were required to cash collateralize all of our letters of credit issued by the banks. The cash collateral is added to the borrowing base calculation at 100% through out the term of the agreement. The Revolving Credit Facility requires that we maintain a fixed charge coverage ratio of not less than 1.0:1.0 at any time that our aggregate amount of unrestricted cash on hand plus availability is less than $25,000 and, thereafter, until such time as our aggregate amount of unrestricted cash on hand plus availability has been at least $25,000 for a period of 60 consecutive days. Additionally, if there are any loans outstanding on or after the April 30, 2012, the Company’s EBITDA for the period from October 2011 through March 2012, may not exceed a negative $2,500 and we will be required to have a cumulative fixed charge coverage ratio of at least 1.0:1.0 at all times beginning April 1, 2012 to maintain any borrowings under the agreement. The measurement period for this additional test for borrowings begins with the monthly operating results for April 2012 and adds the monthly operating results for each month thereafter to determine the cumulative test during such time as revolving loans are outstanding. Failure to meet this performance test will result in an immediate event of default. The amended Agreement also calls for cost of borrowings of 4.0% over LIBOR per annum. Cost for letters of credit are the same as borrowings and also include a 25 basis point “fronting fee.” All other terms and conditions remain unchanged. In connection with the amendment, we incurred an amendment fee of $60 which, together with the unamortized balance of the prior amendment, is being amortized using the straight line method through November 12, 2012.

The Revolving Credit Facility is guaranteed by our subsidiaries and secured by first priority liens on substantially all of our subsidiaries’ existing and future acquired assets, exclusive of collateral provided to our surety providers. The Revolving Credit Facility contains customary affirmative, negative and financial covenants. The Revolving Credit Facility also restricts us from paying cash dividends and places limitations on our ability to repurchase our common stock.

Borrowings under the Revolving Credit Facility may not exceed a “borrowing base” that is determined monthly by our lenders based on available collateral, primarily certain accounts receivables and inventories. Under the terms of the Revolving Credit Facility in effect as of December 31, 2011, interest for loans and letter of credit fees is based on our Total Liquidity, which is calculated for any given period as the sum of average daily availability for such period plus average daily unrestricted cash on hand for such period as follows:

	Total Liquidity
	Annual Interest Rate for Loans
	
	Annual Interest Rate for
	

	
	
	
	Letters of Credit
	

	Greater than or equal to $60,000
	LIBOR plus 3.00% or Base Rate plus 1.00%
	3.00% plus 0.25% fronting fee
	

	Greater than $40,000 and less than $60,000
	LIBOR plus 3.25% or Base Rate plus 1.25%
	3.25% plus 0.25% fronting fee
	

	Less than or equal to $40,000
	LIBOR plus 3.50% or Base Rate plus 1.50%
	3.50% plus 0.25% fronting fee
	



At December 31, 2011, we had $21,384 available to us under the Revolving Credit Facility, with no outstanding borrowings. We had $8,812 in outstanding letters of credit which were fully collateralized with restricted cash.

At December 31, 2011, our Total Liquidity was $47,513. For the three months ended December 31, 2011, we paid no interest for loans under the Revolving Credit Facility and had a weighted average interest rate, including fronting fees, of 3.50% for letters of credit. In addition, we are charged monthly in arrears (1) an unused commitment fee of 0.50%, and (2) certain other fees and charges as specified in the Loan and Security Agreement, as amended.

As of December 31, 2011, we were subject to the financial covenant under the Revolving Credit Facility requiring that we maintain a fixed charge coverage ratio of not less than 1.0:1.0 at any time that our aggregate amount of unrestricted cash on hand plus availability is less than $25,000 and, thereafter, until such time as our aggregate amount of unrestricted cash on
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hand plus availability has been at least $25,000 for a period of 60 consecutive days. As of December 31, 2011, our Total Liquidity was in excess of $25,000 for the prior 60 day period. Had our Total Liquidity been less than $25,000 at December 31, 2011, we would not have met the 1.0:1.0 fixed charge coverage ratio test, had it been applicable.

The Tontine Term Loan

On December 12, 2007, we entered into the Tontine Term Loan, a $25,000 senior subordinated loan agreement, with Tontine. The Tontine Term Loan bears interest at 11.0% per annum and is due on May 15, 2013. Interest is payable quarterly in cash or in-kind at our option. Any interest paid in-kind will bear interest at 11.0% in addition to the loan principal. On April 30, 2010, we prepaid $15,000 of principal on the Tontine Term Loan. On May 1, 2010, Tontine assigned the Tontine Term Loan to TCP Overseas Master Fund II, L.P. We may repay the Tontine Term Loan at any time prior to the maturity date at par, plus accrued interest without penalty. The Tontine Term Loan is subordinated to the Revolving Credit Facility. The Tontine Term Loan is an unsecured obligation of the Company and its subsidiary borrowers. The Tontine Term Loan contains no financial covenants or restrictions on dividends or distributions to stockholders.

5. PER SHARE INFORMATION

Basic earnings per share is calculated as income (loss) available to common stockholders, divided by the weighted average number of common shares outstanding during the period. If the effect is dilutive, participating securities are included in the computation of basic earnings per share. Our participating securities do not have a contractual obligation to share in the losses in any given period. As a result, these participating securities will not be allocated any losses in the periods of net losses, but will be allocated income in the periods of net income using the two-class method.

The following table reconciles the components of the basic and diluted earnings (loss) per share for the three months ended December 31, 2011 and 2010, (in thousands, except share information):

	
	
	Three Months Ended December 31,

	
	
	2011
	
	
	2010
	

	Numerator:
	
	
	
	
	
	

	Net income (loss) attributable to common shareholders
	$
	(3,723)
	$
	(4,299)

	Net income (loss) attributable to restricted shareholders
	
	—
	
	
	—
	

	Net income (loss)
	$
	(3,723)
	$
	(4,299)

	
	
	
	
	
	
	

	Denominator:
	
	
	
	
	
	

	Weighted average common shares outstanding—basic
	
	14,569,089
	
	14,447,357

	Effect of dilutive stock options and non-vested restricted stock
	
	—
	
	
	—
	

	Weighted average common and common equivalent shares outstanding—diluted
	
	14,569,089
	
	14,447,357

	
	
	
	
	
	
	

	Basic loss per share
	$
	(0.26)
	$
	(0.30)

	Diluted loss per share
	$
	(0.26)
	$
	(0.30)



For the three months ended December 31, 2011 and 2010, 20,000 and 158,500 stock options, respectively, were excluded from the computation of fully diluted earnings per share because the exercise prices of the options were greater than the average price of our common stock. For the three months ended December 31, 2011 and 2010, 388,860 and 258,600 shares, respectively, of restricted stock were excluded from the computation of fully diluted earnings per share because we reported a loss from continuing operations.

13

[image: ]Table of Contents

INTEGRATED ELECTRICAL SERVICES, INC.

Notes to Consolidated Financial Statements

(All Amounts in Thousands Except Share Amounts)

6. OPERATING SEGMENTS

We manage and measure performance of our business in three distinct operating segments: Communications, Residential and Commercial & Industrial. These segments are reflective of how the Company’s Chief Operating Decision Maker (“CODM”) reviews operating results for the purposes of allocating resources and assessing performance. The Company’s CODM is its Chief Executive Officer. The Communications segment consists of low voltage installation, design, planning and maintenance for mission critical infrastructure such as data centers. The Residential segment consists of electrical installation, replacement and renovation services in single-family, condominium, townhouse and low-rise multifamily housing units.

The Commercial & Industrial segment provides electrical design, installation, renovation, engineering and maintenance and replacement services in facilities such as office buildings, high-rise apartments and condominiums, theaters, restaurants, hotels, hospitals and critical-care facilities, school districts, light manufacturing and processing facilities, military installations, airports, outside plants, network enterprises, switch network customers, manufacturing and distribution centers, water treatment facilities, refineries, petrochemical and power plants, and alternative energy facilities.

The accounting policies of the segments are the same as those described in the summary of significant accounting policies. We evaluate performance based on income from operations of the respective business units prior to the allocation of Corporate office expenses. Transactions between segments are eliminated in consolidation. Our Corporate office provides general and administrative as well as support services to our three operating segments. Management allocates costs between segments for selling, general and administrative expenses and depreciation expense.

Segment information for the three months ended December 31, 2011 and 2010 is as follows:

	
	
	
	
	
	
	
	
	
	Three Months Ended December 31, 2011
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	Commercial &
	
	
	
	
	
	
	
	
	
	

	
	
	
	Communications
	
	Residential
	
	Industrial
	
	Corporate
	
	
	
	Total
	

	
	Revenues
	
	$
	26,102
	
	
	$
	29,272
	
	$
	59,919
	
	
	$
	
	—
	
	
	$
	
	115,293
	
	

	
	Cost of services
	
	
	22,764
	
	
	
	24,626
	
	
	56,994
	
	
	
	
	—
	
	
	
	104,384
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Gross profit
	
	
	3,338
	
	
	
	4,646
	
	
	2,925
	
	
	
	
	—
	
	
	
	10,909
	

	
	Selling, general and administrative
	
	
	2,522
	
	
	
	3,942
	
	
	3,082
	
	
	
	3,829
	
	
	
	
	13,375
	

	
	Corporate allocations
	
	
	474
	
	
	
	472
	
	
	1,423
	
	
	
	(2,369)
	
	
	
	—
	

	
	Loss (gain) on sale of assets
	
	
	11
	
	
	
	4
	
	
	2
	
	
	
	
	—
	
	
	
	17
	

	
	Restructuring charge
	
	
	—
	
	
	
	
	—
	
	
	
	582
	
	
	
	18
	
	
	
	
	600
	
	

	Income (loss) from operations
	$
	331
	
	$
	228
	$
	(2,164)
	
	$
	(1,478)
	$
	
	(3,083)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Other data:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Depreciation and amortization expense
	$
	65
	
	$
	82
	$
	88
	
	
	$
	287
	
	$
	
	522
	

	
	Capital expenditures
	$
	42
	
	$
	260
	$
	—
	$
	861
	
	$
	
	1,163
	

	
	Total assets
	$
	17,899
	
	$
	23,095
	$
	73,383
	
	
	$
	47,585
	
	$
	
	161,962
	

	
	
	
	
	
	
	
	Three Months Ended December 31, 2010 as Restated
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	Commercial &
	
	
	
	
	
	
	
	
	
	

	
	
	
	Communications
	
	
	Residential
	
	
	Industrial
	
	
	Corporate
	
	
	
	Total
	

	
	Revenues
	
	$
	19,921
	
	
	
	
	$ 26,045
	
	
	$
	63,845
	
	
	
	$   —
	
	
	$
	109,811
	
	

	
	Cost of services
	
	
	16,716
	
	
	21,508
	
	
	
	60,529
	
	
	
	—
	
	
	
	98,753
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Gross profit
	
	
	3,205
	
	
	4,537
	
	
	
	3,316
	
	
	
	—
	
	
	
	11,058
	

	
	Selling, general and administrative
	
	
	1,757
	
	
	4,195
	
	
	
	5,297
	
	
	7,403
	
	
	
	
	18,652
	

	
	Corporate allocations
	
	
	550
	
	
	588
	
	
	
	2,146
	
	
	(3,284)
	
	
	
	—
	

	
	(Gain) Loss on sale of assets
	
	
	—
	
	
	(22)
	
	
	(6,805)
	
	98
	
	
	
	
	(6,729)
	

	
	
	14
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



[image: ]Table of Contents

INTEGRATED ELECTRICAL SERVICES, INC.

Notes to Consolidated Financial Statements

(All Amounts in Thousands Except Share Amounts)

	Asset impairment
	
	—
	
	
	—
	
	
	—
	
	
	3,551
	
	
	
	3,551
	

	Income (loss) from operations
	$
	898
	$
	(224)
	$
	2,678
	$
	(7,768)
	$
	(4,416)

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Other data:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Depreciation and amortization expense
	$
	26
	$
	99
	
	$
	235
	$
	1,546
	$
	1,906

	Capital expenditures
	$
	—
	$
	27
	
	$
	226
	$
	138
	$
	391

	Total assets
	$
	20,486
	$
	27,680
	
	$
	82,401
	$
	56,624
	$
	187,191



7. STOCKHOLDERS’ EQUITY

The 2006 Equity Incentive Plan became effective on May 12, 2006 (as amended, the “2006 Equity Incentive Plan”). The 2006 Equity Incentive Plan provides for grants of stock options as well as grants of stock, including restricted stock. We have approximately 1.0 million shares of common stock authorized for issuance under the 2006 Equity Incentive Plan.

On May 12, 2008, 10,555 shares of outstanding common stock that were reserved for issuance upon exchange of previously issued shares pursuant to our Plan were cancelled.

Treasury Stock

During the three months ended December 31, 2011, we repurchased 34,578 common shares from our employees to satisfy minimum tax withholding requirements upon the vesting of restricted stock issued under the 2006 Equity Incentive Plan, and 8,055 unvested shares were forfeited by former employees and returned to treasury stock. We issued 100,000 shares out of treasury stock under our share-based compensation programs.

During the three months ended December 31, 2010, we repurchased 18,153 common shares from our employees to satisfy minimum tax withholding requirements upon the vesting of restricted stock issued under the 2006 Equity Incentive Plan and 27,675 unvested shares were forfeited by former employees and returned to treasury stock. We issued 4,000 shares out of treasury stock under our share-based compensation programs.

Restricted Stock

Restricted Stock Awards:

	
	
	
	
	
	Weighted
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	Average Fair
	
	
	
	
	
	
	
	Expense
	

	Fiscal
	
	
	
	Value at
	
	
	
	
	
	
	
	recognized
	

	
	Shares
	
	
	Date of
	
	
	
	
	Shares
	through December
	

	Year
	
	Granted
	
	
	Grant
	Vested
	Forfeitures
	Outstanding
	
	31, 2011
	
	

	2006
	384,850
	
	$
	24.78
	
	258,347
	
	126,503
	
	—
	
	$
	6,402
	
	

	2006
	25,000
	$
	17.36
	
	25,000
	—
	—
	$
	434
	
	

	2007
	20,000
	$
	25.08
	
	20,000
	—
	—
	$
	502
	
	

	2007
	4,000
	$
	26.48
	
	4,000
	—
	—
	$
	106
	
	

	2008
	101,650
	$
	19.17
	
	85,750
	15,900
	
	—
	$
	1,779
	
	

	2009
	185,100
	$
	8.71
	
	146,400
	38,700
	
	—
	$
	1,344
	
	

	2010
	225,486
	$
	3.64
	
	42,701
	68,585
	
	114,200
	$
	404
	
	

	2011
	320,000
	$
	3.39
	
	86,288
	59,052
	
	174,660
	
	$
	248
	
	

	2012
	100,000
	$
	2.00
	
	—
	—
	100,000
	
	$
	22
	
	



During the three months ended December 31, 2011 and 2010, we recognized $142, and $153, respectively, in compensation expense related to these restricted stock awards. At December 31, 2011, the unamortized compensation cost related to outstanding unvested restricted stock was $923. We expect to recognize $426 of this unamortized compensation expense during the remaining nine months of our 2012 fiscal year and $497 thereafter. A summary of restricted stock awards for the years ended September 30, 2012, 2011 and 2010 is provided in the table below:
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	Years Ended September 30,
	
	

	
	2012
	
	2011
	
	
	2010
	

	Unvested at beginning of year
	376,200
	
	352,086
	
	
	230,716
	

	Granted
	100,000
	320,000
	
	
	225,486

	Vested
	(79,285)
	(165,628)
	
	(66,116)

	Forfeited
	(8,055)
	(130,258)
	
	(38,000)

	Unvested at end of year
	388,860
	
	376,200
	
	
	352,086
	

	
	
	
	
	
	
	
	



All the restricted shares granted under the 2006 Equity Incentive Plan (vested or unvested) participate in dividends issued to common shareholders, if any.

Phantom Stock Units

We granted 24,632 and 26,191 shares of performance-based phantom stock units (“PSUs”) to the members of the Board of Directors in 2011 and 2010, respectively. These PSU’s will be paid via unrestricted stock grants to each director upon his departure from the Board of Directors.
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Stock Options

We utilized a binomial option pricing model to measure the fair value of stock options granted. Our determination of fair value of share-based payment awards on the date of grant using an option-pricing model is affected by our stock price as well as assumptions regarding a number of highly complex and subjective variables. These variables include, but are not limited to, our expected stock price volatility over the term of the awards, the risk-free rate of return, and actual and projected employee stock option exercise behaviors. The expected life of stock options is not considered under the binomial option pricing model that we utilize. The assumptions used in the fair value method calculation for the years ended September 30, 2012, 2011 and 2010 are disclosed in the following table:

	
	
	
	
	Years Ended December 31,
	
	

	
	2012
	
	2011
	
	2010
	

	Weighted average value per option granted during the period
	
	$N/A
	
	
	2.05
	
	$N/A
	

	Dividends (1)
	$N/A
	
	—
	$N/A

	Stock price volatility (2)
	
	N/A
	69.9%
	N/A

	Risk-free rate of return
	
	N/A
	1.9%
	N/A

	Option term
	
	N/A
	
	10.0 years
	N/A

	Expected life
	
	N/A
	
	6.0 years
	N/A

	Forfeiture rate (3)
	
	N/A
	0.0%
	N/A


[image: ]

(1) We do not currently pay dividends on our common stock.

(2) Based upon the Company’s historical volatility.

(3) The forfeiture rate for these options was assumed on the date of grant to be zero based on the limited number of employees who have been awarded stock options.

Stock-based compensation expense recognized during the period is based on the value of the portion of the share-based payment awards that is ultimately expected to vest during the period. As stock-based compensation expense recognized in the Consolidated Statements of Operations is based on awards ultimately expected to vest, it has been reduced for estimated forfeitures. We estimate our forfeitures at the time of grant and revise, if necessary, in subsequent periods if actual forfeitures differ from those estimates.

The following table summarizes activity under our stock option plans.

	
	
	
	
	
	Weighted Average
	

	
	
	
	Shares
	
	
	Exercise Price
	

	
	Outstanding, September 30, 2008
	
	161,000
	
	
	$
	26.66
	
	

	
	Options granted
	7,500
	
	
	
	17.09
	
	

	
	Exercised
	
	—
	
	
	—
	

	
	Forfeited and Cancelled
	
	(10,000)
	
	
	41.61
	
	

	
	
	
	
	
	
	
	
	
	

	
	Outstanding, September 30, 2009
	
	158,500
	
	$
	18.66
	
	

	
	Options granted
	
	—
	
	
	—
	

	
	Exercised
	
	—
	
	
	—
	

	
	Forfeited and Cancelled
	
	—
	
	
	
	—
	
	

	
	Outstanding, September 30, 2010
	158,500
	
	$
	18.66
	
	

	
	Options granted
	20,000
	
	
	
	3.24
	
	

	
	Exercised
	
	—
	
	
	—
	

	
	Forfeited and Cancelled
	
	(158,500)
	
	
	18.66
	
	

	
	
	
	
	
	
	
	
	
	

	
	Outstanding, September 30, 2011
	
	20,000
	
	$
	3.24
	
	

	Options granted
	
	
	
	
	
	
	
	

	
	
	—
	
	
	—
	

	
	Exercised
	
	—
	
	
	—
	

	
	Forfeited and Cancelled
	
	—
	
	
	
	—
	
	

	
	Outstanding, December 31, 2011
	20,000
	
	$
	3.24
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The following table summarizes options outstanding and exercisable at December 31, 2011:

	
	
	
	
	
	
	Remaining
	
	
	
	
	
	
	
	
	

	Range of Exercise
	Outstanding as of
	Contractual Life in
	
	Weighted-Average
	Exercisable as of
	
	Weighted-Average

	
	Prices
	December 31, 2011
	Years
	
	
	Exercise Price
	December 31, 2011
	
	
	Exercise Price

	$
	3.24
	
	20,000
	
	
	9.55
	
	
	$
	3.24
	
	—
	
	$
	3.24
	

	
	
	
	20,000
	
	9.55
	$
	3.24
	—
	$
	3.24

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



All of our outstanding options vest over a three-year period at a rate of one-third per year upon the annual anniversary date of the grant and expire ten years from the grant date if they are not exercised. Upon exercise of stock options, it is our policy to first issue shares from treasury stock, then to issue new shares. Unexercised stock options expire by July 2021.

8. SECURITIES AND EQUITY INVESTMENTS Investment in EnerTech Capital Partners II L.P.

Our investment in EnerTech was approximately 2% of the overall ownership in EnerTech at December 31, 2011 and September 30, 2011. As such, we accounted for this investment using the cost method of accounting.

EnerTech’s investment portfolio periodically results in unrealized losses reflecting a possible, other-than-temporary impairment of our investment. If the facts arise that lead us to determine that any unrealized losses are not temporary, we would write-down our investment in EnerTech through a charge to other expense in the period of such determination. The carrying value of our investment in EnerTech at December 31, 2011 and September 30, 2011 was $1,003 and $1,003, respectively, and is currently recorded as a component of Other Non-Current Assets in our Consolidated Balance Sheets. The following table presents the reconciliation of the carrying value and unrealized gains (losses) to the fair value of the investment in EnerTech as of December 31, 2011 and September 30, 2011:

	
	
	December 31,
	
	September 30,

	
	
	
	2011
	2011
	
	

	Carrying value
	
	$
	1,003
	
	$
	1,003
	

	Unrealized gains (losses)
	
	
	46
	
	
	
	—
	

	Fair value
	$
	1,049
	$
	1,003
	

	
	
	
	
	
	
	
	
	


[image: ][image: ][image: ]

On December 31, 2011, EnerTech’s general partner, with the consent of the fund’s investors, extended the fund through December 31, 2012. The fund will terminate on this date unless extended by the fund’s valuation committee. The fund may be extended for another one-year period through December 31, 2013 with the consent of the fund’s valuation committee.

9. EMPLOYEE BENEFIT PLANS 401(k) Plan

In November 1998, we established the Integrated Electrical Services, Inc. 401(k) Retirement Savings Plan (the “401(k) Plan”). All full-time IES employees are eligible to participate on the first day of the month subsequent to completing thirty days of service and attaining age twenty-one. Participants become vested in our matching contributions following three years of service.
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On February 13, 2009, we suspended company matching cash contributions to employee’s contributions due to the significant impact the economic recession has had on the Company’s financial performance. We made no contributions to the 401(k) plan for the three months ended December 31, 2011 and 2010, respectively.

Executive Deferred Compensation Plan

Under the Executive Deferred Compensation Plan certain employees are permitted to defer a portion (up to 75%) of their base salary and/or bonus for a Plan Year. The Compensation Committee of the Board of Directors may, in its sole discretion, credit one or more participants with an employer deferral (contribution) in such amount as the Committee may choose (“Employer Contribution”). The Employer Contribution, if any, may be a fixed dollar amount, a fixed percentage of the participant’s compensation, base salary, or bonus, or a “matching” amount with respect to all or part of the participant’s elective deferrals for such plan year, and/or any combination of the foregoing as the Committee may choose.

On February 13, 2009, we suspended Company matching cash contributions to employee’s contributions due to the significant impact the economic recession has had on the Company’s financial performance. We made no contributions to the Executive Deferred Compensation Plan for the three months ended December 31, 2011 and 2010, respectively.

Post Retirement Benefit Plans

Certain individuals at one of the Company’s locations are entitled to receive fixed annual payments that reach a maximum amount, as specified in the related agreements, for a ten year period following retirement or, in some cases, the attainment of 62 years of age. We recognize the unfunded status of the plan as part of current liabilities and non-current liabilities in our Consolidated Balance Sheet. Benefits vest 50% after ten years of service, which increases by 10% per annum until benefits are fully vested after 15 years of service. We had an unfunded benefit liability of $791 and $576 recorded as of December 31, 2011 and 2010, respectively.

10. FAIR VALUE MEASUREMENTS Fair Value Measurement Accounting

This disclosure relates to the activity for assets and liabilities measured at fair value on a recurring basis, including transfers of assets and liabilities between Level 1 and Level 2 of the fair value hierarchy and the separate presentation of purchases, sales, issuances and settlements of assets and liabilities within Level 3 of the fair value hierarchy. In addition, we provide enhanced disclosure of the valuation techniques and inputs used in the fair value measurements within Level 2 and Level 3.

Fair value is considered the price to sell an asset, or transfer a liability, between market participants on the measurement date. Fair value measurements assume that the asset or liability is (1) exchanged in an orderly manner, (2) the exchange is in the principal market for that asset or liability, and (3) the market participants are independent, knowledgeable, able and willing to transact an exchange. Fair value accounting and reporting establishes a framework for measuring fair value by creating a hierarchy for observable independent market inputs and unobservable market assumptions and expands disclosures about fair value measurements. Considerable judgment is required to interpret the market data used to develop fair value estimates. As such, the estimates presented herein are not necessarily indicative of the amounts that could be realized in a current exchange. The use of different market assumptions and/or estimation methods could have a material effect on the estimated fair value.

Financial assets and liabilities measured at fair value on a recurring basis as of December 31, 2011 are summarized in the following table by the type of inputs applicable to the fair value measurements:

	
	
	
	
	
	
	
	
	Significant
	
	
	
	

	
	
	
	
	
	
	
	
	Other
	
	Significant
	

	
	
	
	
	
	Quoted Prices
	Observable
	
	Unobservable
	

	
	
	Total Fair Value
	
	(Level 1)
	Inputs (Level 2)
	
	(Level 3)
	

	Money market accounts
	
	$
	8,813
	
	$
	8,813
	
	—
	
	—
	
	

	Executive Savings Plan assets
	
	
	508
	
	
	508
	—
	
	—
	

	Executive Savings Plan liabilities
	
	
	(580)
	
	(580)
	—
	
	—
	

	Total
	
	
	
	
	
	
	
	
	
	
	
	

	
	$
	8,741
	
	$
	8,741
	—
	
	—
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Below is a description of the inputs used to value the assets summarized in the preceding table:

Level 1 — Inputs represent unadjusted quoted prices for identical assets exchanged in active markets.

Level 2 — Inputs include directly or indirectly observable inputs other than Level 1 inputs such as quoted prices for similar assets exchanged in active or inactive markets; quoted prices for identical assets exchanged in inactive markets; and other inputs that are considered in fair value determinations of the assets.

Level 3 — Inputs include unobservable inputs used in the measurement of assets. Management is required to use its own assumptions regarding unobservable inputs because there is little, if any, market activity in the assets or related observable inputs that can be corroborated at the measurement date.

11. COMMITMENTS AND CONTINGENCIES Legal Matters

From time to time we are a party to various claims, lawsuits and other legal proceedings that arise in the ordinary course of business. We maintain various insurance coverages to minimize financial risk associated with these proceedings. None of these proceedings, separately or in the aggregate, are expected to have a material adverse effect on our financial position, results of operations or cash flows. With respect to all such proceedings, we record reserves when it is probable that a liability has been incurred and the amount of loss can be reasonably estimated. We expense routine legal costs related to these proceedings as they are incurred.

The following is a discussion of our significant legal matters:

Ward Transformer Site

One of our subsidiaries has been identified as one of more than 200 potentially responsible parties (PRPs) with respect to the clean-up of an electric transformer resale and reconditioning facility, known as the Ward Transformer Site, located in Raleigh, North Carolina. The facility built, repaired, reconditioned and sold electric transformers from approximately 1964 to 2005. We did not own or operate the facility but a subsidiary that we acquired in July 1999 is believed to have sent transformers to the facility during the 1990’s. During the course of its operation, the facility was contaminated by Polychlorinated Biphenyls (PCBs), which also have been found to have migrated off the site.

Four PRPs have commenced clean-up of on-site contaminated soils under an Emergency Removal Action pursuant to a settlement agreement and Administrative Order on Consent entered into between the four PRPs and the U.S. Environmental Protection Agency (EPA) in September 2005. We are not a party to that settlement agreement or Order on Consent. In April 2009, two of these PRPs, Carolina Power and Light Company and Consolidation Coal Company, filed suit against us and most of the other PRPs in the U.S. District Court for the Eastern District of North Carolina (Western Division) to contribute to the cost of the clean-up. In addition to the on-site clean-up, the EPA has selected approximately 50 PRPs to which it sent a Special Notice Letter in late 2008 to organize the clean-up of soils off site and address contamination of groundwater and other miscellaneous off-site issues. We were not a recipient of that letter.

Based on our investigation to date, there is evidence to support our defense that our subsidiary contributed no PCB contamination to the site. In addition, we have tendered a demand for indemnification to the former owner of our subsidiary that may have transacted business with the facility and are exploring the existence and applicability of insurance policies that could mitigate potential exposure. As of December 31, 2011, we have not recorded a reserve for this matter, as we believe the likelihood of our responsibility for damages is not probable and a potential range of exposure is not estimable.
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Risk-Management

We retain the risk for workers’ compensation, employer’s liability, automobile liability, general liability and employee group health claims, resulting from uninsured deductibles per accident or occurrence which are subject to annual aggregate limits. Our general liability program provides coverage for bodily injury and property damage. Losses up to the deductible amounts are accrued based upon our known claims incurred and an estimate of claims incurred but not reported. As a result, many of our claims are effectively self-insured. Many claims against our insurance are in the form of litigation. At December 31, 2011, we had $6,861 accrued for insurance liabilities. We are also subject to construction defect liabilities, primarily within our Residential segment. As of December 31, 2011, we had reserved $410 for these claims.

Some of the underwriters of our casualty insurance program require us to post letters of credit as collateral. This is common in the insurance industry. To date, we have not had a situation where an underwriter has had reasonable cause to effect payment under a letter of credit. At December 31, 2011, $8,182 of our outstanding letters of credit were utilized to collateralize our insurance program.

Surety

Many customers, particularly in connection with new construction, require us to post performance and payment bonds issued by a surety. Those bonds provide a guarantee to the customer that we will perform under the terms of our contract and that we will pay our subcontractors and vendors. If we fail to perform under the terms of our contract or to pay subcontractors and vendors, the customer may demand that the surety make payments or provide services under the bond. We must reimburse the sureties for any expenses or outlays they incur on our behalf. To date, we have not been required to make any reimbursements to our sureties for bond-related costs.

As is common in the surety industry, sureties issue bonds on a project-by-project basis and can decline to issue bonds at any time. We believe that our relationships with our sureties will allow us to provide surety bonds as they are required. However, current market conditions, as well as changes in our sureties’ assessment of our operating and financial risk, could cause our sureties to decline to issue bonds for our work. If our sureties decline to issue bonds for our work, our alternatives would include posting other forms of collateral for project performance, such as letters of credit or cash, seeking bonding capacity from other sureties, or engaging in more projects that do not require surety bonds. In addition, if we are awarded a project for which a surety bond is required but we are unable to obtain a surety bond, the result can be a claim for damages by the customer for the costs of replacing us with another contractor.

As of December 31, 2011, the estimated cost to complete our bonded projects was approximately $89,592. We evaluate our bonding requirements on a regular basis, including the terms offered by our sureties. On May 7, 2010 we entered into a new surety agreement. We believe the bonding capacity presently provided by our current sureties is adequate for our current operations and will be adequate for our operations for the foreseeable future. As of December 31, 2011, we had cash totaling $3,985 to collateralize our obligations to certain of our previous sureties (as is included in Other Non-Current Assets in our Consolidated Balance Sheet). Posting letters of credit in favor of our sureties reduces the borrowing availability under our Revolving Credit Facility.

Other Commitments and Contingencies

Some of our customers and vendors require us to post letters of credit as a means of guaranteeing performance under our contracts and ensuring payment by us to subcontractors and vendors. If our customer has reasonable cause to effect payment under a letter of credit, we would be required to reimburse our creditor for the letter of credit. At December 31, 2011, $630 of our outstanding letters of credit were to collateralize our vendors.

Between October 2004 and September 2005, we sold all or substantially all of the assets of certain of our wholly-owned subsidiaries. As these sales were assets sales, rather than stock sales, we may be required to fulfill obligations that were assigned or sold to others, if the purchaser is unwilling or unable to perform the transferred liabilities. If this were to occur, we would seek reimbursement from the purchasers. These potential liabilities will continue to diminish over time. To date, we have not been required to perform on any projects sold under this divestiture program.

From time to time, we may enter into firm purchase commitments for materials such as copper or aluminum wire which we expect to use in the ordinary course of business. These commitments are typically for terms less than one year and require us to buy minimum quantities of materials at specific intervals at a fixed price over the term. As of December 31, 2011, we had no such open purchase commitments.
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12. RESTATEMENT Restatement

The September 30, 2011 consolidated financial statements included in our Original Form 10-K filed on December 20, 2011, contained errors primarily related to the understatement of our vacation accrual that should have been recorded at September 30, 2008 and in each subsequent annual and interim period to September 30, 2011. Additionally, for all restated periods we recorded other immaterial adjustments. These adjustments included, but were not limited to, recording billing, payroll and other accruals, and the associated revenue impacts, in the proper accounting period. Accordingly, the September 30, 2011 consolidated financial statements, and all quarterly periods therein, were restated to properly record these transactions and other immaterial adjustments. Refer to our amended form 10-K/A for a more detailed explanation. In addition, we have restated the Statement of Cash Flows and segment information for the three months ended December 31, 2010 to correct for these errors in these financial statements.
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Item 2.	Management’s Discussion and Analysis of Financial Condition and Results of Operations

You should read the following discussion and analysis of our financial condition and results of operations in conjunction with our audited consolidated financial statements, the related notes, and management’s discussion and analysis included in our annual report on Form 10-K/A for the year ended September 30, 2011. This discussion contains forward-looking statements and involves numerous risks and uncertainties, including, but not limited to the risk factors discussed in the “Risk Factors” section of our annual report on Form 10-K/A for the year ended September 30, 2011, and in the “Disclosures Regarding Forward-Looking Statements”, and elsewhere in this quarterly report on form 10-Q. Actual results may differ materially from those contained in any forward-looking statements.

All dollar values reported in this section are reported in thousand’s of dollars unless otherwise specified.

Critical Accounting Policies

Our discussion and analysis of our financial condition and results of operation are based on our condensed consolidated financial statements, which have been prepared in accordance with GAAP. Preparation of these financial statements requires us to make estimates and judgments that affect the reported amounts of assets, liabilities, revenues and expenses.

We have identified the accounting principles that we believe are most critical to our reported financial status by considering accounting policies that involve the most complex or subjective decisions or assessments. These accounting policies are those related to revenue recognition, the assessment of goodwill impairment, our allowance for doubtful accounts receivable, the recording of our self-insurance liabilities and our estimation of the valuation allowance for deferred tax assets. These accounting policies, as well as others, are described in Part 2. Item 8. Financial Statements and Supplementary Data – Note 2, “Summary of Significant Accounting Policies” in our annual report on Form 10-K/A for the year ended September 30, 2011

SALE OF FACILITIES

Sale of Non-Strategic Manufacturing Facility

On November 30, 2010, a subsidiary of the Company sold substantially all the assets and certain liabilities of a non-strategic manufacturing facility engaged in manufacturing and selling fabricated metal buildings housing electrical equipment, such as switchgears, motor starters and control systems, to Siemens Energy, Inc. As part of this transaction, Siemens Energy, Inc. also acquired certain real property where the fabrication facilities are located from another subsidiary of the Company. The purchase price of $10,086 was adjusted to reflect working capital variances. The transaction was completed on December 10, 2010 at which time we recognized a gain of $6,763.

Sale of Non-Core Electrical Distribution Facility

On February 28, 2011, Key Electrical Supply, Inc, a wholly owned subsidiary of the Company, sold substantially all the assets and certain liabilities of a non-core electrical distribution facility engaged in distributing wiring, lighting, electrical distribution, power control and generators for residential and commercial applications to Elliot Electric Supply, Inc. The purchase price of $6,676 was adjusted to reflect working capital variances. The loss on this transaction was immaterial.

Seasonality and Quarterly Fluctuations

Results of operations from our Residential construction segment are more seasonal, depending on weather trends, with typically higher revenues generated during spring and summer and lower revenues during fall and winter. The Communications and Commercial & Industrial segments of our business are less subject to seasonal trends, as work in these segments generally is performed inside structures protected from the weather. Our service and maintenance business is generally not affected by seasonality. In addition, the construction industry has historically been highly cyclical. Our volume of business may be adversely affected by declines in construction projects resulting from adverse regional or national economic conditions. Quarterly results may also be materially affected by the timing of new construction projects. Accordingly, operating results for any fiscal period are not necessarily indicative of results that may be achieved for any subsequent fiscal period.
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The 2011 Restructuring Plan

In the second quarter of our 2011 fiscal year, we began a new restructuring program (the “2011 Restructuring Plan”) that was designed to consolidate operations within our Commercial & Industrial business. Pursuant to the 2011 Restructuring Plan we will either sell or close certain underperforming facilities within our Commercial & Industrial operations. The 2011 Restructuring Plan is a key element of our commitment to return the Company to profitability.

The facilities directly affected by the 2011 Restructuring Plan are in several locations throughout the country, including Arizona, Florida, Iowa, Massachusetts, Louisiana, Nevada and Texas. These facilities were selected due to current business prospects and the extended time frame needed to return the facilities to a profitable position. We expect that closure costs could range from $4,500 to $5,500 in the aggregate. Closure costs associated with the 2011 Restructuring Plan include equipment and facility lease termination expenses, incremental management consulting expenses and severance costs for employees. The Company is in the process of winding down these facilities. As part of our restructuring charges within our Commercial & Industrial segment we recognized $69 in severance costs, $483 in consulting services, and $48 in costs related to lease terminations. The Company is in the process of winding down these facilities. As the Company concludes the wind-down and closure process for each of these facilities, their respective results of operations will be reclassified and presented within future statements of operations as “Discontinued Operations.” US GAAP does not permit an earlier reclassification. At December 31, 2011, the estimated costs to complete the 37 projects remaining at these facilities totaled approximately $4.7 million; of which all but approximately $0.6 million has been subcontracted to other electrical contractors.

The following table summarizes our operating activities related to our restructuring plan:

	
	Three Months
	Three Months
	

	
	
	
	Ended
	
	
	Ended
	

	
	December 31,
	December 31,
	

	
	
	
	2011
	
	
	
	2010
	
	

	Revenues
	
	$
	3,083
	
	
	$
	13,620
	
	

	Gross profit (loss)
	
	
	(1,391)
	
	
	84
	
	

	Selling, general, & administrative expenses
	
	
	186
	
	
	
	1,164
	
	

	Restructuring
	
	
	582
	
	
	
	—
	

	Loss / (gain) from sale of assets
	
	
	10
	
	
	
	(15)
	

	Loss from operations
	
	
	
	
	
	
	
	
	

	
	$
	(2,169)
	$
	(1,065)
	

	
	
	
	
	
	
	
	
	
	

	Other data:
	
	
	
	
	
	
	
	
	

	Working capital
	$
	3,752
	
	$
	19,141
	
	

	Total assets:
	$
	6,529
	
	$
	24,374
	
	



THREE MONTHS ENDED DECEMBER 31, 2011 COMPARED TO THREE MONTHS ENDED DECEMBER 31, 2010 Results of Operations

We report our operating results across three operating segments: Communications, Residential and Commercial & Industrial. Expenses associated with our Corporate office are classified as a fourth segment. The following table presents selected historical results of operations of IES and subsidiaries.

	
	
	
	
	Three Months Ended December 31,
	
	
	

	
	
	
	2011
	
	
	2010
	
	
	

	
	
	
	
	
	
	
	Restated
	
	
	

	
	
	$
	
	%
	
	$
	
	%
	
	

	
	
	
	(Dollars in thousands, Percentage of revenues)
	
	
	

	
	Revenues
	$ 115,293
	100.0%
	$109,811
	
	100.0%
	

	
	Cost of services
	
	104,384
	
	90.5%
	98,753
	
	89.9%
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	Gross profit
	
	10,909
	
	9.5%
	11,059
	
	10.1%
	

	
	Selling, general and administrative expenses
	13,375
	
	11.6%
	18,652
	
	17.0%
	

	
	Gain on sale of assets
	17
	
	— %
	(6,729)
	(6.1)%
	

	
	Asset impairment
	
	—
	— %
	3,551
	
	3.2%
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	Restructuring charges
	
	
	600
	
	
	0.5%
	
	
	—
	— %
	

	
	Loss from operations
	
	
	(3,083)
	
	(2.6)%
	
	
	(4,416)
	
	
	(4.0)%
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Interest and other expense, net
	
	
	472
	
	
	0.4%
	
	
	559
	
	
	0.5%
	

	Loss from operations before income taxes
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	(3,555)
	
	(3.0)%
	
	
	(4,975)
	
	
	(4.5)%
	

	
	Provision (benefit) for income taxes
	
	
	168
	
	
	0.1%
	
	
	(676)
	
	
	(0.6)%
	

	Net loss from continuing operations
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	(3,723)
	
	(3.1)%
	
	
	(4,299)
	
	
	(3.9)%
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Net loss
	$
	
	(3,723)
	
	(3.1)%
	$
	(4,299)
	
	
	(3.9)%
	

	Revenues
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	Three Months Ended December 31,
	
	
	
	

	
	
	
	
	2011
	
	
	
	
	
	2010
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	Restated
	
	
	
	

	
	
	
	
	$
	
	
	%
	
	
	
	
	$
	
	
	
	%
	
	
	

	
	
	
	
	
	
	(Dollars in thousands, Percentage of revenues)
	
	
	
	

	
	Communications
	$
	26,102
	
	22.6%
	$
	19,921
	
	
	18.1%
	

	
	Residential
	
	
	29,272
	
	25.4%
	
	
	26,045
	
	
	23.7%
	

	
	Commercial & Industrial
	
	
	59,919
	
	52.0%
	
	
	63,845
	
	
	58.2%
	

	Total Consolidated
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	$
	115,293
	
	100.0%
	$
	109,811
	
	100.0%
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



Consolidated revenues for the three months ended December 31, 2011 were $5,482 more than the three months ended December 31, 2010, an increase of 5.0%.

Our Communications segment revenues increased $6,181 during the three months ended December 31, 2011, a 31.0% increase compared to the three months ended December 31, 2010. This increase is due to an increase in data center projects, an increase in material usage as a percentage of the segments total revenue and increased business from our national account activity.

Our Residential segment revenues increased $3,227 during the three months ended December 31, 2011, an increase of 12.4% as compared to the three months ended December 31, 2010. Approximately $4,884 of the revenue during the three months ended December 31, 2010 is attributable to the non-core electrical distribution facility that was sold in February 2011. Removing this revenue from the comparison, or Residential segment showed an increase quarter over quarter of $8,111. The increase is due primarily from an increase in single-family revenues, along with an increase in revenue from solar installations.

Revenues in our Commercial & Industrial segment decreased $3,926 during the three months ended December 31, 2011, a decrease of 6.1% compared to the three months ended December 31, 2010 primarily due to an decrease in the Company’s wind-down facilities described in the 2011 Restructuring Plan. Revenues associated with the wind-down facilities described in the 2011 Restructuring Plan totaled $3,145, a decrease of $10,475 when compared to the three months ended December 31, 2010. Excluding the revenues associated with the wind-down facilities, revenue increased $779. Many of our Commercial & Industrial locations were essentially unchanged as the rate of decline for most industry sectors have begun to stabilize.
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Gross Profit

	
	
	
	
	Three Months Ended December 31,
	
	
	

	
	
	2011
	
	
	
	2010
	
	
	
	

	
	
	
	
	
	
	
	Restated
	
	
	

	
	
	$
	
	%
	
	
	$
	
	
	%
	
	

	
	
	
	(Dollars in thousands, Percentage of revenues)
	
	
	

	Communications
	$
	3,338
	
	12.8%
	$
	3,205
	
	16.1%
	

	Residential
	
	4,646
	
	15.9%
	
	4,537
	
	17.5%
	

	Commercial & Industrial
	
	2,925
	
	4.9%
	
	3,317
	
	5.1%
	

	Total Consolidated
	
	
	
	
	
	
	
	
	
	
	
	

	
	$
	10,909
	
	9.5%
	$
	11,059
	
	10.1%
	

	
	
	
	
	
	
	
	
	
	
	
	
	



The $150 decrease in our consolidated gross profit for the three months ended December 31, 2011, as compared to the three months ended December 31, 2010, was primarily the result of the negative gross profit of $1,329 associated with the wind-down operations, offset by an increased gross profit at Residential and the go-forward portion of Commercial & Industrial. Our overall gross profit percentage decreased to 9.5% during the three months ended December 31, 2011 as compared to 10.1% during the three months ended December 31, 2010.

Our Communications segment’s gross profit during the three months ended December 31, 2011 increased $133, as compared to the three months ended December 31, 2010. The increase in gross profit is offset by a decrease in gross profit in its Baltimore office. The Baltimore office had a negative gross profit of $612 during the three months ended December 31, 2011, a decrease of $567, as compared to the three months ended December 31, 2010. The Baltimore location was selected for closure based upon current business performance and the extended time frame needed to return the operation to profitability.

During the three months ended December 31, 2011, our Residential segment experienced a $109 increase in gross profit as compared to the three months ended December 31, 2010. Gross margin percentage in the Residential segment decreased to 15.9% during the three months ended December 31, 2011. We attribute much of the decline in Residential’s gross margin to increased costs of materials creating lower margins in both single-family and multi-family construction.

Our Commercial & Industrial segment’s gross profit during the three months ended December 31, 2011 decreased $392, as compared to the three months ended

December 31, 2010. The negative gross margins associated with the wind-down operations described in the Company’s 2011 Restructuring Plan resulted in

$1,329 of negative gross profit during the three months ended December 31, 2011, compared to a positive gross profit of $84 during the during the three months

ended December 31, 2010. The negative gross margins recorded for the wind-down operations described in the Company’s 2011 Restructuring Plan are primarily

due to higher costs associated with either subcontracting or assigning certain contracts to other electrical subcontractors together with the extensive operating

difficulties relating to labor productivity following the notice of the potential sale or closure of these facilities. The Baltimore facility within Commercial &

Industrial had a negative gross profit of $1,036 during the three months ended December 31, 2011, a decrease of $399, as compared to the three months ended

December 31, 2010. The Baltimore location was selected for closure based upon current business performance and the extended time frame needed to return the

operation to profitability.

Selling, General and Administrative Expenses

	
	
	
	
	
	
	Three Months Ended December 31,
	
	
	

	
	
	
	
	2011
	
	
	
	2010
	
	
	
	

	
	
	
	
	
	
	
	
	
	Restated
	
	
	

	
	
	
	
	$
	
	%
	
	
	$
	
	
	%
	
	

	
	
	
	
	
	(Dollars in thousands, Percentage of revenues)
	
	
	

	
	Communications
	$
	2,996
	
	11.5%
	$
	2,307
	
	11.6%
	

	
	Residential
	
	
	4,414
	
	15.1%
	
	4,783
	
	18.4%
	

	
	Commercial & Industrial
	
	
	4,505
	
	7.5%
	
	7,443
	
	11.7%
	

	
	Corporate
	
	
	1,460
	
	—
	
	
	4,119
	
	—
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Total Consolidated
	
	$
	13,375
	
	11.6%
	$
	18,652
	
	17.0%
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



Selling, general and administrative expenses include costs not directly associated with performing work for our customers. These costs consist primarily of compensation and benefits related to corporate and division management, occupancy and utilities, training, professional services, information technology costs, consulting fees, travel and certain types of depreciation and amortization. We allocate certain corporate selling, general and administrative costs across our segments as we believe this more accurately reflects the costs associated with operating each segment.
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During the three months ended December 31, 2011, our selling, general and administrative expenses were $13,375, a decrease of $5,277, or 28.3%, as compared to the three months ended December 31, 2010.

Our Communications segment’s selling, general and administrative expenses increased $689 during the three months ended December 31, 2011 compared to the three months ended December 31, 2010. Selling, general and administrative expenses as a percentage of revenues in the Communication segment increased to 11.5% of segment revenue during the three months ended December 31, 2011. The increase in selling, general and administrative expenses is primarily due to higher expenses associated with our growth initiative relating to the expansion of facilities in Southern California and to a lesser extent, incentive awards for achieving specific performance goals.

Our Residential segment experienced a $369 reduction in selling, general and administrative expenses during the three months ended December 31, 2011 compared to the three months ended December 31, 2010. Approximately $1,094 of the selling, general and administrative expense included in the three months ended December 31, 2010 is attributable to the non-core electrical distribution facility that was sold in February 2011. Removing this from the comparison, the actual change period over period was an increase of $729. Selling, general and administrative expenses as a percentage of revenues in the Residential segment declined to 15.1% of segment revenue during the three months ended December 31, 2011. We attribute much of the decline in Residential selling, general and administrative expenses to lower management and incentive compensation expense.

Our Commercial & Industrial segment’s selling, general and administrative expenses during the three months ended December 31, 2011 decreased $2,938 compared to the year three months ended December 31, 2010. Selling, general and administrative expenses as a percentage of revenues in the Commercial & Industrial segment declined to 7.5% of segment revenue during the three months ended December 31, 2011, primarily due to a decrease in operations, along with a reduction in the related employment and operational expenses.

Our Corporate segment’s selling, general and administrative expenses decreased $2,659 during the three months ended December 31, 2011 compared to the three months ended December 31, 2010. This decrease is primarily attributable to a significant reduction to our corporate office operations, including a decrease in headcount and related employment expenses.

Restructuring Charges

The following table presents the elements of costs incurred for both the 2011 and 2009 Restructuring Plans.

	
	
	
	
	Three Months Ended December 31,
	
	
	
	

	
	
	
	
	2011
	
	2010
	
	
	
	

	
	
	
	
	
	
	(In thousands)
	
	
	
	

	
	Severance compensation
	$
	69
	$
	—
	

	
	Consulting and other charges
	
	
	483
	
	
	—
	

	
	Lease termination costs
	
	
	48
	
	
	—
	
	

	Total restructuring charges
	$
	600
	$
	—
	

	Interest and Other Expense, net
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	Three Months Ended December 31,
	
	
	
	

	
	
	
	
	2011
	
	2010
	
	
	
	

	
	
	
	
	
	
	(In thousands)
	
	
	
	

	
	Interest expense
	$
	
	530
	
	$
	515
	
	
	

	
	Deferred financing charges
	
	
	91
	
	
	
	84
	
	
	

	
	Total interest expense
	
	
	621
	
	
	
	599
	
	
	

	Interest income
	
	
	(85)
	
	
	(25)
	

	
	Other (income) expense, net
	
	
	(64)
	
	
	(15)
	

	Total interest and other expense, net
	
	
	
	
	
	
	
	
	
	

	
	$
	
	472
	
	$
	559
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	



During the three months ended December 31, 2011, we incurred interest expense of $530 primarily comprised of the Tontine Term Loan (as defined in “Working Capital” below), an average letter of credit balance of $10.7 million under the Revolving
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Credit Facility (as defined in “Working Capital” below) and an average unused line of credit balance of $47.5 million. This compares to interest expense of $515 for the three months ended December 31, 2010, on a debt balance primarily comprised of the Tontine Term Loan and the Insurance Financing Agreements, an average letter of credit balance of $15.9 million under the Revolving Credit Facility and an average unused line of credit balance of $44.1 million.

For the three months ended December 31, 2011 and 2010, we earned interest income of $85 and $25, respectively, on the average Cash and Cash Equivalents balances of $21.6 million and $31.9 million, respectively.

Provision for Income Taxes

On May 12, 2006, we had a change in ownership as defined in Internal Revenue Code Section 382. As such, our net operating loss utilization after the change date will be subject to Section 382 limitation for federal income taxes and some state income taxes. We have provided valuation allowance on all net operating losses where it is determined it is more likely than not that the net operating loss will expire without being utilized.

The provision for income taxes increased from a benefit of $676 for the three months ended December 31, 2010 to an expense of $168 for the three months ended December 31, 2011. The increase in expense for the three months ended December 31, 2011 is attributable to an increase in state income tax expense.

Surety

Many customers, particularly in connection with new construction, require us to post performance and payment bonds issued by a surety. These bonds provide a guarantee to the customer that we will perform under the terms of our contract and that we will pay our subcontractors and vendors. If we fail to perform under the terms of our contract or to pay subcontractors and vendors, the customer may demand that the surety make payments or provide services under the bond. We must reimburse the sureties for any expenses or outlays they incur on our behalf. To date, we have not been required to make any reimbursements to our sureties for bond-related costs.

As is common in the surety industry, sureties issue bonds on a project-by-project basis and can decline to issue bonds at any time. We believe that our relationships with our sureties will allow us to provide surety bonds as they are required. However, current market conditions, as well as changes in our sureties’ assessment of our operating and financial risk, could cause our sureties to decline to issue bonds for our work. If our sureties decline to issue bonds for our work, our alternatives would include posting other forms of collateral for project performance, such as letters of credit or cash, seeking bonding capacity from other sureties, or engaging in more projects that do not require surety bonds. In addition, if we are awarded a project for which a surety bond is required but we are unable to obtain a surety bond, the result could be a claim for damages by the customer for the costs of replacing us with another contractor.

As of December 31, 2011, the estimated cost to complete our bonded projects was approximately $89,592. We believe the bonding capacity presently provided by our sureties is adequate for our current operations and will be adequate for our operations for the foreseeable future. As of December 31, 2011, we utilized $3,986 of cash (as is included in “Other Non-Current Assets” in our Consolidated Balance Sheet) as collateral for certain of our previous bonding programs.

The Revolving Credit Facility

On May 12, 2006, we entered into a Loan and Security Agreement (the “Loan and Security Agreement”), for a revolving credit facility (the “Revolving Credit Facility”) with Bank of America, N.A. and certain other lenders. On May 7, 2008, we renegotiated the terms of our Revolving Credit Facility and entered into an amended agreement with the same financial institutions. On April 30, 2010, we renegotiated the terms of, and entered into an amendment to, the Loan and Security Agreement, pursuant to which the maturity date was extended to May 12, 2012. In connection with the amendment, we incurred an amendment fee of $0.2 million.

On December 15, 2011, we renegotiated the terms of, and entered into an amendment to, the Loan and Security Agreement without incurring termination charges. Under the terms of the amended Revolving Credit Facility, the size of the facility was reduced to $40.0 million and the maturity date was extended to November 12, 2012. Further, we were required to cash collateralize all of our letters of credit issued by the banks. The cash collateral is added to the borrowing base calculation at 100% through out the term of the agreement. The Revolving Credit Facility requires that we maintain a fixed charge coverage ratio of not less than 1.0:1.0 at any time that our aggregate amount of unrestricted cash on hand plus availability is less than $25.0 million and, thereafter, until such time as our aggregate amount of unrestricted cash on hand plus availability has been at least $25.0 million for a period of 60 consecutive days. Additionally, if there are any loans outstanding on or after
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the April 30, 2012, the Company’s EBITDA for the period from October 2011 through March 2012, may not exceed a negative $2.5 million and we will be required to have a cumulative fixed charge coverage ratio of at least 1.0:1.0 at all times beginning April 1, 2012 to maintain any borrowings under the agreement. The measurement period for this additional test for borrowings begins with the monthly operating results for April 2012 and adds the monthly operating results for each month thereafter to determine the cumulative test during such time as revolving loans are outstanding. Failure to meet this performance test will result in an immediate event of default. The amended agreement also calls for cost of borrowings of 4.0% over LIBOR per annum. Cost for letters of credit are the same as borrowings and also include a 25 basis point “fronting fee.” All other terms and conditions remain unchanged. In connection with the amendment, we incurred an amendment fee of $0.1 million which, together with unamortized balance of the prior amendment is being amortized using the straight line method through November 12, 2012.

The Revolving Credit Facility is guaranteed by our subsidiaries and secured by first priority liens on substantially all of our subsidiaries’ existing and future acquired assets, exclusive of collateral provided to our surety providers. The Revolving Credit Facility contains customary affirmative, negative and financial covenants. The Revolving Credit Facility also restricts us from paying cash dividends and places limitations on our ability to repurchase our common stock.

Borrowings under the Revolving Credit Facility may not exceed a “borrowing base” that is determined monthly by our lenders based on available collateral, primarily certain accounts receivables and cash collateral supporting our letters of credit. None of our inventories qualified for borrowing availability after we sold the inventory attributable to our Key Electrical Supply company in February 2011. Under the terms of the Revolving Credit Facility in effect as of December 31, 2011, interest for loans and letter of credit fees is based on our Total Liquidity, which is calculated for any given period as the sum of average daily availability for such period plus average daily unrestricted cash on hand for such period as follows:

At December 31, 2011, we had $21,384 available to us under the Revolving Credit Facility with no outstanding borrowings. We had $8,812 in outstanding letters of credit fully collateralized with restricted cash.

As of December 31, 2011, we were subject to the financial covenant under the Revolving Credit Facility requiring that we maintain a fixed charge coverage ratio

of not less than 1.0:1.0 at any time that our aggregate amount of unrestricted cash on hand plus availability is less than $25.0 million and, thereafter, until such

time as our aggregate amount of unrestricted cash on hand plus availability has been at least $25.0 million for a period of 60 consecutive days. As of

December 31, 2011, our Total Liquidity was in excess of $25.0 million; had our Total Liquidity been less than $25.0 million at December 31, 2011, we would not

have met the required 1.0:1.0 fixed charge coverage ratio test.

The Tontine Term Loan

On December 12, 2007, we entered into a $25.0 million senior subordinated loan agreement (the “Tontine Term Loan”) with Tontine Capital Partners, L.P., a related party. The Tontine Term Loan bears interest at 11.0% per annum and is due on May 15, 2013. Interest is payable quarterly in cash or in-kind at our option. Any interest paid in-kind will bear interest at 11.0% in addition to the loan principal. On April 30, 2010, we prepaid $15.0 million of principal on the Tontine Term Loan. On May 1, 2010, Tontine assigned the Tontine Term Loan to TCP Overseas Master Fund II, L.P. We may repay the Tontine Term Loan at any time prior to the maturity date at par, plus accrued interest without penalty. The Tontine Term Loan is subordinated to our Revolving Credit Facility. The Tontine Term Loan is an unsecured obligation of the Company and its subsidiary borrowers. The Tontine Term Loan contains no financial covenants or restrictions on dividends or distributions to stockholders.

Liquidity and Capital Resources

As of December 31, 2011, we had cash and cash equivalents of $17,318, working capital of $59,848 and $21,384 of available capacity under our Revolving Credit Facility. We anticipate that the combination of cash on hand, cash flows and available capacity under our Revolving Credit Facility will provide sufficient cash to enable us to meet our working capital needs, debt service requirements and capital expenditures for property and equipment through the next twelve months. Our ability to generate cash flow is dependent on many factors, including demand for our services, the availability of projects at margins acceptable to us, the ultimate collectability of our receivables, and our ability to borrow on our amended Revolving Credit Facility, if needed. We were not required to test our covenants under our Revolving Credit Facility in the period as our Total Liquidity was greater than the minimum under our Resolving Credit Facility. Had we been required to test our covenants, we would have failed at December 31, 2011.

We continue to closely monitor the financial markets and general national and global economic conditions. To date, we have experienced no loss or lack of access to our invested cash or cash equivalents; however, we can provide no assurances that access to our invested cash and cash equivalents will not be impacted in the future by adverse conditions in the financial markets.
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Operating Activities

Our cash flow from operations is not only influenced by cyclicality, demand for our services, operating margins and the type of services we provide, but can also be influenced by working capital needs such as the timing of our receivable collections. Working capital needs are generally lower during our fiscal first and second quarters due to the seasonality that we experience in many regions of the country.

Operating activities used net cash of $9,001 during the three months ended December 31, 2011, as compared to $15,084 of net cash used in the three months ended December 31, 2010. The decrease in the use of cash from operating activities in the three months ended December 31, 2011 is due primarily to a decrease in the net loss of $576, a decrease in working capital usage of $3,856, a decrease of depreciation expense of $1,334.

Investing Activities

In the three months ended December 31, 2011, net cash used from investing activities was $9,103 as compared to $9,411 of net cash provided by investing activities in the three months ended December 31, 2010. Investing activities in the three months ended December 31, 2011 included $302 used for capital expenditures, and an $8,812 increase to restricted cash required by our credit facility. Investing activities in the three months ended December 31, 2010 included $9.9 million from the sale of facilities, partially offset by $391 used for capital expenditures.

Financing Activities

Financing activities used net cash of $155 in the three months ended December 31, 2011 compared to $305 used in the three months ended December 31, 2010.

Financing activities in the three months ended December 31, 2011 included $61 used for payments of debt. Financing activities in the three months ended

December 31, 2010 included $242 used for repayments of debt netted against $0 provided by new financing.

Bonding Capacity

At December 31, 2011, we had adequate surety bonding capacity under our surety agreements. Our ability to access this bonding capacity is at the sole discretion of our surety providers. As of December 31, 2011, the expected cumulative cost to complete for projects covered by our surety providers was $89,592. We believe we have adequate remaining available bonding capacity to meet our current needs, subject to the sole discretion of our surety providers. For additional information, please refer to Note 11 “Commitments and Contingencies – Surety” of this report.

Controlling Shareholder

On October 3, 2011, the Company entered into an amended and restated letter agreement with James M. Lindstrom, to memorialize Mr. Lindstrom’s appointment, effective October 3, 2011, as Chief Executive Officer and President of the Company. Mr. Lindstrom previously served in such capacities on an interim basis since June 2011 and has served as Chairman of the Company’s Board of Directors since February 2011. Mr. Lindstrom was an employee of Tontine from 2006 until October 2011. In his capacity as Chief Executive Officer and President, Mr. Lindstrom has the ability to affect the composition of the Company’s management and influence the business operations of the Company or extraordinary transactions outside the normal course of the Company’s business.

On July 21, 2011, Tontine, filed an amended Schedule 13D indicating its ownership level of 57.4% of the Company’s outstanding common stock. Although Tontine has not indicated any plans to alter its ownership level, should Tontine reconsider its investment plans and sell its controlling interest in the Company, a change in ownership would occur. A change in ownership, as defined by Internal Revenue Code Section 382, could reduce the availability of net operating losses for federal and state income tax purposes. Furthermore, a change in control would trigger the change of control provisions in a number of our material agreements, including our Revolving Credit Facility, bonding agreements with our sureties and employment contracts with certain officers and employees of the Company. On April 30, 2010, we prepaid $15.0 million of the original $25.0 million principal outstanding on the Tontine Term Loan; accordingly $10.0 million remains outstanding under the Tontine Term Loan.
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Off-Balance Sheet Arrangements and Contractual Obligations

As is common in our industry, we have entered into certain off-balance sheet arrangements that expose us to increased risk. Our significant off-balance sheet transactions include commitments associated with non-cancelable operating leases, letter of credit obligations, firm commitments for materials and surety guarantees.

We enter into non-cancelable operating leases for many of our vehicle and equipment needs. These leases allow us to retain our cash because we do not own the vehicles or equipment, and we pay a monthly lease rental fee. At the end of the lease, we have no further obligation to the lessor. We may cancel or terminate a lease before the end of its term. Typically, we would be liable to the lessor for various lease cancellation or termination costs and the difference between the fair market value of the leased asset and the implied book value of the leased asset as calculated in accordance with the lease agreement.

Some of our customers and vendors require us to post letters of credit as a means of guaranteeing performance under our contracts and ensuring payment by us to subcontractors and vendors. If our customer has reasonable cause to effect payment under a letter of credit, we would be required to reimburse our creditor for the letter of credit. At December 31, 2011, $630 of our outstanding letters of credit were to collateralize our customers and vendors.

Some of the underwriters of our casualty insurance program require us to post letters of credit as collateral, as is common in the insurance industry. To date, we have not had a situation where an underwriter has had reasonable cause to effect payment under a letter of credit. At December 31, 2011, $8.2 million of our outstanding letters of credit were to collateralize our insurance programs.

From time to time, we may enter into firm purchase commitments for materials such as copper wire and aluminum wire, among others, which we expect to use in the ordinary course of business. These commitments are typically for terms less than one year and require us to buy minimum quantities of materials at specified intervals at a fixed price over the term. As of December 31, 2011, we did not have any open purchase commitments.

Many of our customers require us to post performance and payment bonds issued by a surety. Those bonds guarantee the customer that we will perform under the terms of a contract and that we will pay subcontractors and vendors. In the event that we fail to perform under a contract or pay subcontractors and vendors, the customer may demand the surety to pay or perform under our bond. Our relationship with our sureties is such that we will indemnify the sureties for any expenses they incur in connection with any of the bonds they issue on our behalf. To date, we have not incurred any costs to indemnify our sureties for expenses they incurred on our behalf.

As of December 31, 2011, our future contractual obligations due by September 30 of each of the following fiscal years include (in thousands) (1):

	
	
	
	Less than
	
	1 to 3
	3 to 5
	
	More than
	
	
	
	
	

	
	
	
	
	1 Year
	
	Years
	Years
	
	5 Years
	
	
	Total
	

	Long-term debt obligations
	
	$
	1,947
	
	
	$
	10,000
	
	$—
	
	
	$
	—
	
	$
	11,947
	
	

	Operating lease obligations
	$
	5,647
	
	$
	5,897
	$530
	$
	942
	$
	13,016
	

	Capital lease obligations
	$
	209
	
	$
	290
	$—
	$
	—
	$
	499
	

	Total
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	$
	7,803
	
	$
	16,187
	$530
	$
	942
	$
	25,462
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



(1) The tabular amounts exclude the interest obligations that will be created if the debt and capital lease obligations are outstanding for the periods presented. Our other commitments expire by September 30 of each of the following fiscal years (in thousands):
	
	
	
	
	FYE
	
	
	FYE
	
	FYE
	
	
	
	
	
	
	
	

	
	
	
	Sept 30, 2012
	
	Sept 30, 2013
	Sept 30, 2014
	
	Thereafter
	
	
	Total
	

	
	Standby letters of credit
	
	$
	5,216
	
	$
	3,596
	
	$
	—
	
	$
	—
	
	$
	8,812
	
	

	
	Other commitments
	
	$
	—
	
	$
	—
	
	$
	—
	$
	—
	$
	—
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Total
	
	$
	5,216
	
	$
	3,596
	$
	—
	$
	—
	$
	8,812
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Outlook

We anticipate that the combination of cash on hand, cash flows and available capacity under our Revolving Credit Facility will provide sufficient cash to enable us to meet our working capital needs, debt service requirements and capital expenditures for property and equipment through the next twelve months. We expect that our capital expenditures will range from $1.0 to $1.5 million for the fiscal year ending on September 30, 2012. Our ability to generate cash flow is dependent on our successful finalization of our restructuring efforts and many other factors, including demand for our products and services, the availability of projects at margins acceptable to us, the ultimate collectability of our receivables and our ability to borrow on our amended Revolving Credit Facility. For additional information see “Disclosure Regarding Forward-Looking Statements” in Part I of this Form 10-Q.
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Item 3.	Quantitative and Qualitative Disclosures About Market Risk

Management is actively involved in monitoring exposure to market risk and continues to develop and utilize appropriate risk management techniques. Our exposure to significant market risks includes fluctuations in commodity prices for copper, aluminum, steel and fuel. Commodity price risks may have an impact on our results of operations due to the fixed price nature of many of our contracts. We are also exposed to interest rate risk with respect to our outstanding debt obligations on the Revolving Credit Facility. For additional information see “Disclosure Regarding Forward-Looking Statements” in Part I of this Form 10-Q.

Commodity Risk

Our exposure to significant market risks includes fluctuations in commodity prices for copper, aluminum, steel and fuel. Commodity price risks may have an impact on our results of operations due to fixed nature of many of our contracts. During 2011 and 2010, commodity prices were volatile, and we experienced overall increases in prices of copper, aluminum, steel and fuel. Over the long-term, we expect to be able to pass along a portion of these costs to our customers, as market conditions in the construction industry will allow.

Interest Rate Risk

We are also exposed to interest rate risk, with respect to our outstanding revolving debt obligations as well as our letters of credit.

The following table presents principal or notional amounts and related interest rates by fiscal year of maturity for our debt obligations at December 31, 2011 (Dollar amounts in thousands):

	
	2012
	
	
	2013
	
	2014
	
	2015
	
	2016
	
	Thereafter
	Total

	Debt Obligations - Fixed Rate:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Tontine Term Loan (11%)
	$—
	$
	10,000
	$
	—
	$—
	$—
	$
	—
	$10,000

	Capital Lease (22%)
	$238
	$
	317
	$
	26
	
	—
	—
	
	
	—
	581

	Fair Value of Debt:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Fixed Rate
	$214
	$
	10,792
	$
	18
	
	$—
	$—
	$
	—
	$11,024



Item 4.	Controls and Procedures

Disclosure controls and procedures

In connection with the restatements discussed in the explanatory note and in Notes 17 and 18 of our financial statements in our Form 10-K/A, under the direction of our Chief Executive Officer and Chief Financial Officer, we reevaluated our disclosure controls and procedures. We identified two material weaknesses in our internal control over financial reporting with respect to our inter-departmental communications processes at our Corporate office and within our Commercial & Industrial segment. Specifically, the Company’s policies, procedures and personnel resources responsible for both our vacation accrual and certain other expenses, including software amortization, were not effective. Solely as a result of these material weaknesses, we concluded that our disclosure controls and procedures were not effective as of December 31, 2011.

During the first and second quarters of our 2012 fiscal year, we improved our inter-departmental communications at our Corporate office and Commercial & Industrial segment. We additionally implemented staffing changes, which we believe remediated each material weakness. In connection with the filing of our Form 10-K/A under the direction of our Chief Executive Officer and Chief Financial Officer, we have evaluated our disclosure controls and procedures as currently in effect, including the remedial actions discussed above, and we have concluded that, as of the filing of this Form 10-Q, our disclosure controls and procedures are effective.

Changes in Internal Control over Financial Reporting

As we mentioned above there were two material weaknesses that we identified. The first relates to a control deficiency at our corporate office that resulted in the inadequate reporting of certain software amortization expense. The corporate office failed to provide adequate managerial oversight, did not perform a timely review of the useful lives of its assets and did not engage in adequate inter-department communications between the IT and finance departments. The deficiency was identified by corporate management as of September 30, 2011, resulting in material revision of software amortization expense among the quarterly
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periods of fiscal 2011. The second material weakness identified relates to a control deficiency at our Commercial & Industrial segment that resulted in the under accrual of vacation expense. The vacation accrual for salaried employees within this segment was understated due to inadequate inter-department communications between the human resources and finance departments. This deficiency impacted our vacation accrual balance for all annual and interim periods from September 30, 2008 through 2011. The deficiency was identified by corporate management during the close process within our first quarter of fiscal year 2012, resulting in the restatement of our September 30, 2011 Form 10-K.

Remediation of Material Weakness

Management believes it has remediated the material weakness related to the review of the useful lives of its assets. The remediation included enhanced inter-department communication, additional internal financial review and a specific review of all material software currently capitalized and amortized during the company’s financial close process.

Management believes it has remediated the material weakness related to the required vacation accrual. The remediation included updating the accrual process at the Commercial & Industrial segment to include the previously absent employees as of the first quarter in fiscal year 2012 and enhanced inter-departmental communication as well as the hiring of an additional resource in the finance department within our Commercial & Industrial segment.

As of the filing of this form 10-Q we believe the steps identified above have remediated the identified material weaknesses. Apart from the completion of this remediation process, there have been no changes in our internal control over financial reporting that occurred during the quarter ended December 31, 2011 that have materially effected, or are reasonably likely to materially effect, our internal control over financial reporting.

PART II. OTHER INFORMATION

ITEM 1.	Legal Proceedings

For further information regarding legal proceedings, see Note 11, “Commitments and Contingencies — Legal Matters” to the Consolidated Financial Statements, which is incorporated herein by reference.

Item 1A.	Risk Factors

There have been no material changes to the risk factors disclosed under Item 1A “Risk Factors” in our annual report on Form 10-K/A for the year ended September 30, 2011.

Item 2.	Unregistered Sales of Equity Securities and Use of Proceeds

None.

Item 3.	Defaults Upon Senior Securities

None.

Item 4.	(Removed and Reserved)

Item 5.	Other Information

None.

Item 6. Exhibits

3.1	Second Amended and Restated Certificate of Incorporation of Integrated Electrical Services, Inc. (Incorporated by reference to Exhibit 4.1 to the Company’s registration statement on Form S-8 filed on May 12, 2006)

3.2	Bylaws of Integrated Electrical Services, Inc. (Incorporated by reference to Exhibit 4.2 to the Company’s registration statement on Form S-8, filed on May 12, 2006)
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· 101.INS    XBRL Instance Document

· 101.SCH   XBRL Schema Document

· 101.LAB   XBRL Label Linkbase Document

· 101.PRE   XBRL Presentation Linkbase Document

· 101.DEF   XBRL Definition Linkbase Document

· 101.CAL   XBRL Calculated Linkbase Document

*Filed herewith.

· Furnished herewith.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the undersigned thereunto duly authorized, who has signed this report on behalf of the registrant and as the principal financial officer of the registrant.

INTEGRATED ELECTRICAL SERVICES, INC.

Date: March 30, 2012	By:  /s/ ROBERT W. LEWEY

Robert W. Lewey
[image: ]

Senior Vice President and Chief Financial Officer
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Exhibit 31.1

CERTIFICATION

I, James M. Lindstrom, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of Integrated Electrical Services, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements and other financial information included in this report, fairly present in all material respects the financial condition, results of operations and cash flows of the Registrant as of, and for, the periods presented in this report;

4. The Registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the Registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the Registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with accounting principles generally accepted in the United States of America;

(c) Evaluated the effectiveness of the Registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the Registrant’s internal control over financial reporting that occurred during the Registrant’s most recent fiscal quarter (the Registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the Registrant’s internal control over financial reporting; and

5. The Registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the Registrant’s auditors and the audit committee of the Registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the Registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the Registrant’s internal control over financial reporting.

Date: March 30, 2012

/s/ JAMES M. LINDSTROM

James M. Lindstrom
[image: ]

President and Chief Executive Officer
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Exhibit 31.2

CERTIFICATION

I, Robert W. Lewey, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of Integrated Electrical Services, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements and other financial information included in this report, fairly present in all material respects the financial condition, results of operations and cash flows of the Registrant as of, and for, the periods presented in this report;

4. The Registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the Registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the Registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with accounting principles generally accepted in the United States of America;

(c) Evaluated the effectiveness of the Registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the Registrant’s internal control over financial reporting that occurred during the Registrant’s most recent fiscal quarter (the Registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the Registrant’s internal control over financial reporting; and

5. The Registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the Registrant’s auditors and the audit committee of the Registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the Registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the Registrant’s internal control over financial reporting.

Date: March 30, 2012

/s/ ROBERT W. LEWEY

Robert W. Lewey
[image: ]

Senior Vice President and Chief Financial Officer
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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 Quarterly Report of Integrated Electrical Services, Inc. (the “Company”) on Form 10-Q for the period ending December 31, 2011 (the “Report”), I, James M. Lindstrom, President and Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Date: March 30, 2012

By:  /s/ JAMES M. LINDSTROM

James M. Lindstrom
[image: ]

President and Chief Executive Officer
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Exhibit 32.2

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 Quarterly Report of Integrated Electrical Services, Inc. (the “Company”) on Form 10-Q for the period ending December 31, 2011 (the “Report”), I, Robert W. Lewey, Senior Vice President and Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. § 1350, as adopted pursuant to
· 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Date: March 30, 2012

By:  /s/ ROBERT W. LEWEY

Robert W. Lewey
[image: ]

Senior Vice President and Chief Financial Officer
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