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Delaware 76-0542208
(State or other jurisdiction of (LLR.S. Employer
incorporation or organization) Identification No.)

5433 Westheimer Road, Suite 500, Houston, Texas 77056
(Address of principal executive offices and ZIP code)

Registrant s telephone number, including area code: (713) 860-1500

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 every Interactive Data File required to be
submitted 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, a
smaller reporting company, or an emerging growth company. See the definitions of large accelerated filer,  accelerated
filer, smaller reporting company, and emerging growth company in Rule 12b-2 of the Exchange Act.

Large accelerated filer Accelerated filer
Non-accelerated filer Smaller reporting company

Emerging growth company

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act.

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

On January 31, 2019, there were 21,138,486 shares of common stock outstanding.
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PART I. FINANCIAL INFORMATION
DEFINITIONS

In this Quarterly Report on Form 10-Q, the words IES ,the Company ,the Registrant , we , our , ours and us
Holdings, 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, as amended, and Section 21E of the Securities

Exchange Act of 1934, as amended, all of which are based upon various estimates and assumptions that the Company

believes to be reasonable as of the date hereof. In some cases, you can identify forward-looking statements by

terminology such as may, will, could, should, expect, plan, project, intend, anticipate, believe, s
potential, pursue, target, continue, the negative of such terms or other comparable terminology. These statements

involve risks and uncertainties that could cause the Company s actual future outcomes to differ materially from those

set forth in such statements. Such risks and uncertainties include, but are not limited to:

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

the sale or disposition of the shares of our common stock held by our controlling shareholder, which, under
certain circumstances, would trigger change of control provisions in our severance plan or financing and surety
arrangements, or any other substantial sale of our common stock, which could depress our stock price;

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

the potential recognition of valuation allowances or further write-downs on deferred tax assets;

the inability to carry out plans and strategies as expected, including our inability to identify and complete
acquisitions that meet our investment criteria in furtherance of our corporate strategy, or the subsequent
underperformance of those acquisitions;

limitations on the availability of sufficient credit or cash flow to fund our working capital needs and capital
expenditures and debt service;

difficulty in fulfilling the covenant terms of our credit facilities, including liquidity, EBITDA and other financial
requirements, which could result in a default and acceleration of our indebtedness under our revolving credit
facility;

Table of Contents 4



Edgar Filing: IES Holdings, Inc. - Form 10-Q

the possibility that we issue additional shares of common stock or convertible securities that will dilute the
percentage ownership interest of existing stockholders and may dilute the book value per share of our common
stock;

the relatively low trading volume of our common stock, which could depress our stock price;

competition in the industries in which we operate, 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 projects;

future capital expenditures and refurbishment, repair and upgrade costs; and delays in and costs of refurbishment,
repair and upgrade projects;

a general reduction in the demand for our services;

our ability to enter into, and the terms of, future contracts;

success in transferring, renewing and obtaining electrical and other licenses;

challenges integrating new businesses into the Company or new types of work, products or processes into our
segments;

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;
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backlog that may not be realized or may not result in profits;

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

uncertainties inherent in estimating future operating results, including revenues, operating income or cash flow;

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

closures or sales of facilities resulting in significant future charges, including potential warranty losses or other
unexpected liabilities, or a significant disruption of our operations;

an 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;

fluctuations in operating activity due to downturns in levels of construction or the housing market, seasonality
and differing regional economic conditions;

our ability to successfully manage projects;

inaccurate estimates used when entering into fixed-priced contracts;

the cost and availability of qualified labor and the ability to maintain positive labor relations;

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

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

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

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

potential supply chain disruptions due to credit or liquidity problems faced by our suppliers;
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accidents resulting from the physical hazards associated with our work and the potential for accidents;

the possibility that our current insurance coverage may not be adequate or that we may not be able to obtain a
policy at acceptable rates;

the possibility that our internal controls over financial reporting and our disclosure controls and procedures may
not prevent all possible errors that could occur;

disagreements with taxing authorities with regard to tax positions we have adopted;

the recognition of tax benefits related to uncertain tax positions;

the effect of litigation, claims and contingencies, including warranty losses, damages or other latent defect claims
in excess of our existing reserves and accruals;

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

interruptions to our information systems and cyber security or data breaches;

liabilities under laws and regulations protecting the environment; and
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loss of key personnel and effective transition of new management.
You should understand that the foregoing, as well as other risk factors discussed in this document and those listed in
Part I, Item 1A of our Annual Report on Form 10-K for the fiscal year ended September 30, 2018, 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 any information, including information
concerning our controlling shareholder, net operating losses, borrowing availability or 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.
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Item 1. Financial Statements

IES HOLDINGS, INC. AND SUBSIDIARIES
Condensed Consolidated Balance Sheets

(In Thousands, Except Share Information)

December 31,

2018
(Unaudited)
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 20,578
Accounts receivable:
Trade, net of allowance of $870 and $868, respectively 161,290
Retainage 22,568
Inventories 23,881
Costs and estimated earnings in excess of billings 24,431
Prepaid expenses and other current assets 13,035
Total current assets 265,783
Property and equipment, net 26,126
Goodwill 50,702
Intangible assets, net 29,545
Deferred tax assets 45,019
Other non-current assets 5,962
Total assets $ 423,137
LIABILITIES AND STOCKHOLDERS EQUITY

CURRENT LIABILITIES:
Accounts payable and accrued expenses 125,877
Billings in excess of costs and estimated earnings 35,304
Total current liabilities 161,181
Long-term debt 29,597
Other non-current liabilities 3,797
Total liabilities 194,575
Noncontrolling interest 3,331

STOCKHOLDERS EQUITY:

Table of Contents

September 30,
2018

$ 26,247

151,578
24,312
20,966
31,446

8,144

262,693
25,364
50,702
30,590
46,580

6,065

$ 421,994

130,591
33,826

164,417

29,564
4,374

198,355

3,232
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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; 22,049,529

issued and 21,286,103 and 21,205,536 outstanding, respectively 220 220

Treasury stock, at cost, 763,426 and 843,993 shares, respectively (8,896) (8,937)
Additional paid-in capital 194,607 196,810

Retained earnings 39,300 32,314

Total stockholders equity 225,231 220,407

Total liabilities and stockholders equity $ 423,137 $ 421,994

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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IES HOLDINGS, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Comprehensive Income

(In Thousands, Except Share Information)

(Unaudited)
Three Months Ended December 31,
2018 2017

Revenues $ 243,842 $ 198,300
Cost of services 202,241 165,236
Gross profit 41,601 33,064
Selling, general and administrative expenses 32,086 30,089
Contingent consideration 34
Gain on sale of assets 3) (14)
Operating income 9,484 2,989
Interest and other (income) expense:
Interest expense 547 441
Other (income) expense, net 47 98)
Income from operations before income taxes 8,890 2,646
Provision for income taxes 1,907 32,159
Net income (loss) 6,983 (29,513)
Net income attributable to noncontrolling interest 99) (56)
Comprehensive income (loss) attributable to IES Holdings, Inc. $ 6,884 $ (29,569)
Earnings (loss) per share attributable to IES Holdings, Inc.:
Basic $ 0.32 $ (1.39)
Diluted $ 0.32 $ (1.39)
Shares used in the computation of earnings (loss) per share:
Basic 21,233,132 21,196,854
Diluted 21,261,065 21,196,854

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.

Table of Contents 11



Edgar Filing: IES Holdings, Inc. - Form 10-Q

Table of Conten

IES HOLDINGS, INC. AND SUBSIDIARIES

Condensed Consolidated Statements of Stockholders Equity (unaudited)

BALANCE, September 30,
2018

Issuances under
compensation plans
Cumulative effect adjustment
from adoption of ASU
2014-09

Acquisition of treasury stock
Non-cash compensation

Net income attributable to
IES Holdings, Inc.

BALANCE, December 31,
2018

BALANCE, September 30,
2017

Grants under compensation
plans

Options exercised
Non-cash compensation
Net loss attributable to IES
Holdings, Inc.

BALANCE, December 31,
2017

(In Thousands, Except Share Information)

Common Stock Treasury Stock

Retained
Shares Amount  Shares Amount APIC Earnings
22,049,529 $ 220 843,993 $(8,937) $196,810 $ 32,314
(212,688) 2,252 (2,252)
102
132,121 (2,211)
49
6,884
22,049,529 $ 220 763,426 $(8,896) $194,607 $ 39,300
Common Stock Treasury Stock
Retained
Shares Amount  Shares Amount APIC Earnings
22,049,529 $ 220 (712,554) $(6,898) $196,955 $ 46,427
270 3 3)
1,500 15 4)
364
(29,569)

22,049,529 $ 220 (710,784) $(6,881) $197,312 $ 16,858

Total
Stockholders
Equity

$ 220,407

102
2,211)
49

6,884

$ 225,231

Total
Stockholders
Equity
$ 236,704

11
364

(29,569)

$ 207,509

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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IES HOLDINGS, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Cash Flows
(In Thousands)

(Unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss)

Adjustments to reconcile net income (loss) to net cash provided by operating activities:

Bad debt expense

Deferred financing cost amortization
Depreciation and amortization

Gain on sale of assets

Non-cash compensation expense

Deferred income taxes

Changes in operating assets and liabilities:
Accounts receivable

Inventories

Costs and estimated earnings in excess of billings
Prepaid expenses and other current assets

Other non-current assets

Accounts payable and accrued expenses

Billings in excess of costs and estimated earnings
Other non-current liabilities

Net cash provided by (used in) operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and equipment

Proceeds from sale of assets

Cash paid in conjunction with business combinations

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Borrowings of debt

Repayments of debt

Issuance of shares

Purchase of treasury stock

Net cash used in financing activities

Table of Contents

Three Months Ended
December 31,
2018 2017
$ 6,983 $(29,513)
38 3)
77 70
2,372 2,208
3) (14)
49 364
1,907 32,159
(9,750) 15,717
(2,915) (80)
7,015 474)
(3,012) (389)
(1,449) (69)
(3,552) (12,727)
1,478 (2,506)
(603) 242
(1,365) 4,985
(2,088) (1,203)
3 17
(175)
(2,085) (1,361)
93 24
(101) (61)
11
(2,211)
(2,219) (26)
13
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NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS (5,669) 3,598
CASH, CASH EQUIVALENTS and RESTRICTED CASH, beginning of period 26,247 28,290
CASH, CASH EQUIVALENTS and RESTRICTED CASH, end of period $20,578 $ 31,888
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:

Cash paid for interest $ 524 $ 392
Cash paid for income taxes (net) $ 92 % 15

The accompanying notes are an integral part of these Condensed Consolidated Financial Statements.
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Notes to the Condensed Consolidated Financial Statements
(All Amounts in Thousands Except Share Amounts)
(Unaudited)
1. BUSINESS AND ACCOUNTING POLICIES
Description of the Business

IES Holdings, Inc. is a holding company that owns and manages operating subsidiaries in business activities across a
variety of end markets. Our operations are currently organized into four principal business segments, based upon the
nature of our current services:

Commercial & Industrial Provider of electrical and mechanical 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.

Communications Nationwide provider of technology infrastructure products and services to large
corporations and independent businesses.

Infrastructure Solutions Provider of electro-mechanical solutions for industrial operations, including
apparatus repair and custom-engineered products.

Residential Regional provider of electrical installation services for single-family housing and multi-family
apartment complexes.
The words IES ,the Company , we , our ,and us refertoIES Holdings, Inc. and, except as otherwise specified her:
our subsidiaries.

Seasonality and Quarterly Fluctuations

Results of operations from our Residential construction segment are seasonal, depending on weather trends, with
typically higher revenues generated during spring and summer and lower revenues generated during fall and winter,
with an impact from precipitation in the warmer months. The Commercial & Industrial, Communications and
Infrastructure Solutions segments of our business are less subject to seasonal trends, as work in these segments
generally is performed inside structures protected from the weather, although weather can still impact these

businesses, especially in the early stages of projects. Our service and maintenance business is generally not affected

by seasonality. 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. Results for our Infrastructure Solutions segment may be affected by the timing of outages

at our customers facilities. Accordingly, operating results for any fiscal period are not necessarily indicative of results
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that may be achieved for any subsequent fiscal period.
Basis of Financial Statement Preparation

The accompanying unaudited Condensed Consolidated Financial Statements include the accounts of IES, its
wholly-owned subsidiaries, and entities that we control due to ownership of a majority of voting interest and have

been prepared in accordance with the instructions to interim financial reporting as prescribed by the Securities and
Exchange Commission (the SEC ). The results for the interim periods are not necessarily indicative of results for the
entire year. These interim financial statements do not include all disclosures required by U.S. generally accepted
accounting principles ( GAAP ), and should be read in conjunction with the consolidated financial statements and notes
thereto filed with the SEC in our Annual Report on Form 10-K for the fiscal year ended September 30, 2018. In the
opinion of management, the unaudited Condensed Consolidated Financial Statements contained in this report include

all known accruals and adjustments necessary for a fair presentation of the financial position, results of operations,

and cash flows for the periods reported herein. Any such adjustments are of a normal recurring nature.

Noncontrolling Interest

In connection with our acquisitions of STR Mechanical, LLC ( STR Mechanical ) in fiscal 2016 and NEXT Electric,
LLC ( NEXT Electric ) in fiscal 2017, we acquired an 80 percent interest in each of the entities, with the remaining
20 percent interest in each such entity being retained by the respective third party seller. The interests retained by
those third party sellers are identified on our Condensed Consolidated Balance Sheets as noncontrolling interest,
classified outside of permanent equity. Under the terms of each entity s operating agreement, after five years from the
date of the acquisition, we may elect to purchase, or the third party seller may

10
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IES HOLDINGS, INC.
Notes to the Condensed Consolidated Financial Statements
(All Amounts in Thousands Except Share Amounts)

(Unaudited)

require us to purchase, part or all of the remaining 20 percent interest in the applicable entity. The purchase price is
variable, based on a multiple of earnings as defined in the operating agreements. Therefore, this noncontrolling
interest is carried at the greater of the balance determined under ASC 810 and the redemption amounts assuming the
noncontrolling interests were redeemable at the balance sheet date. If all of these interests had been redeemable at
December 31, 2018, the redemption amount would have been $2,126.

Use of Estimates

The preparation of financial statements in conformity with 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 accounting for business combinations and analyzing goodwill, investments,
intangible assets and long-lived asset impairments and adjustments, allowance for doubtful accounts receivable,
stock-based compensation, reserves for legal matters, realizability of deferred tax assets, unrecognized tax benefits
and self-insured claims liabilities and related reserves.

Income Taxes

In December 2017, the Tax Cuts and Jobs Act (the Act ) was enacted, which, among other changes, reduced the federal
statutory corporate tax rate from 35% to 21%, effective January 1, 2018. As a result of this change, the Company s
statutory tax rate for fiscal 2018 was a blended rate of 24.53% and decreased to 21% in 2019. For the three months

ended December 31, 2017, our effective tax rate differed from the statutory tax rate as a result of a charge of $31,306

to re-measure our deferred tax assets and liabilities to reflect the impact of the new statutory tax rate. The company
completed its accounting for the income tax effects of the Act and fully recorded the impact in the year ended

September 30, 2018.

Accounting Standards Not Yet Adopted

In February 2016, the Financial Accounting Standards Board ( FASB ) issued Accounting Standard Update

No. 2016-02, Leases ( ASU 2016-02 ). Under ASU 2016-02, lessees will need to recognize a right-of-use asset and a
lease liability for all of their leases, other than those that meet the definition of a short-term lease. For income
statement purposes, leases must be classified as either operating or finance. Operating leases will result in straight-line
expense, similar to current operating leases, while finance leases will result in a front-loaded pattern, similar to current
capital leases. ASU 2016-02 becomes effective for the fiscal year ended September 30, 2020. We are currently
evaluating the impact it will have on our Condensed Consolidated Financial Statements.
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In June 2018, the FASB issued Accounting Standard Update No. 2018-07, Compensation Stock Compensation

( ASU 2018-07 ), to simplify the accounting for share-based payments to nonemployees by aligning it with the
accounting for share-based payments for employees, with certain exceptions. Under the new guidance, the cost for
nonemployee awards may be lower and less volatile than under current US GAAP because the measurement generally
will occur earlier and will be fixed at the grant date. This update is effective for annual financial reporting periods, and
interim periods within those annual periods, beginning after December 15, 2018, although early adoption is permitted.

In August 2018, the FASB issued Accounting Standard Update No. 2018-13, Fair Value Measurement Disclosure
Framework ( ASU 2018-13 ), to modify certain disclosure requirements for fair value measurements. Under the new
guidance, registrants will need to disclose weighted average information for significant unobservable inputs for all
Level 3 fair value measurements. The guidance does not specify how entities should calculate the weighted average,
but requires them to explain their calculation. The new guidance also requires disclosing the changes in unrealized
gain and losses for the period included in other comprehensive income for recurring Level 3 fair value measurements
of instruments held at the end of the reporting period. This guidance is effective for fiscal years beginning after
December 15, 2019 and for interim periods within those fiscal years, although early adoption is permitted for either
the entire standard or only the provisions that eliminate or modify the requirements.

We do not expect ASU 2018-07, or ASU 2018-13 to have a material effect on our Condensed Consolidated Financial
Statements.

11
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IES HOLDINGS, INC.
Notes to the Condensed Consolidated Financial Statements
(All Amounts in Thousands Except Share Amounts)

(Unaudited)

Accounting Standards Recently Adopted

In May 2014, the FASB issued Accounting Standard Update No. 2014-09, which provides a single comprehensive
accounting standard for revenue recognition for contracts with customers and supersedes prior industry-specific
guidance. The new standard requires companies to recognize revenue when control of promised goods or services is
transferred to customers at an amount that reflects the consideration to which the company expects to be entitled. The
new model requires companies to identify contractual performance obligations and determine whether revenue should
be recognized at a point in time or over time for each obligation. The new standard also expands disclosure
requirements regarding revenue and cash flows arising from contracts with customers. The impact on our results for
the quarter ended December 31, 2018, of applying the new standard to our contracts was not material.

We adopted the new standard on October 1, 2018 ( Adoption Date ), using the modified retrospective method, which
provides for a cumulative effect adjustment to beginning fiscal 2019 retained earnings for uncompleted contracts
impacted by the adoption. We recorded an adjustment of $102 to beginning fiscal 2019 retained earnings as a result of
adoption of the new standard. The changes to the method and/or timing of our revenue recognition associated with the
new standard primarily affect revenue recognition within our Infrastructure Solutions segment for which as of
October 1, 2018 certain of our contracts do not qualify for revenue recognition over time. In addition, we have now
combined in process contracts that historically had been accounted for as separate contracts in cases where those
contracts meet the criteria for combination of contracts under the new standard, and we now capitalize certain
commissions which were previously expensed when incurred.

Consistent with our adoption method, the comparative prior period information for the quarter ended December 31,
2017 continues to be reported using the previous accounting standards in effect for the period presented. We have
elected to utilize the modified retrospective transition practical expedient that allows us to evaluate the impact of
contract modifications as of the Adoption Date rather than evaluating the impact of the modifications at the time they
occurred prior to the Adoption Date.

See Note 3, Revenue Recognition for additional discussion of our revenue recognition accounting policies and
expanded disclosures.

In January 2016, the FASB issued Accounting Standard Update No. 2016-01, Financial Instruments. This standard is
associated with the recognition and measurement of financial assets and liabilities, with further clarifications made in
February 2018 with the issuance of Accounting Standard Update No. 2018-03. The amended guidance requires certain
equity investments that are not consolidated and not accounted for under the equity method to be measured at fair
value with changes in fair value recognized in net income rather than as a component of accumulated other
comprehensive income (loss). It further states that an entity may choose to measure equity investments that do not
have readily determinable fair values using a quantitative approach, or measurement alternative, which is equal to its
cost minus impairment, if any, plus or minus changes resulting from observable price changes in orderly transactions
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for the identical or a similar investment of the same issuer. Our adoption of this standard on October 1, 2018 had no
impact our condensed consolidated financial statements.

In January 2017, the FASB issued Accounting Standard Update No. 2017-01, Business Combinations. This standard
clarifies the definition of a business to assist entities with evaluation of whether transactions should be accounted for
as acquisitions or disposals of assets or businesses. Our adoption of this standard on October 1, 2018 using the
prospective transition method had no impact our condensed consolidated financial statements.

In May 2017, the FASB issued Accounting Standard Update No. 2017-09, Compensation Stock Compensation, to
reduce the diversity in practice and the cost and complexity when changing the terms or conditions of a share-based
payment award. Our adoption of this standard on October 1, 2018 using the prospective transition method had no
impact our condensed consolidated financial statements.

2. CONTROLLING SHAREHOLDER

Tontine Associates, L.L.C. and its affiliates (collectively, Tontine ), is the Company s controlling shareholder, owning
approximately 57.5 percent of the Company s outstanding common stock according to a Schedule 13D/A filed with the
SEC by Tontine on January 11, 2019. Accordingly, Tontine has the ability to exercise significant control over our

affairs, including the election of directors and most actions requiring the approval of shareholders.

While Tontine is subject to restrictions under federal securities laws on sales of its shares as an affiliate, the Company
has filed a shelf registration statement to register all of the shares of IES common stock owned by Tontine at the time
of registration. As long as the shelf registration statement remains effective and the Company remains eligible to use
it, Tontine has the ability to resell any or all of its registered shares from time to time in one or more offerings, as
described in the shelf registration statement and in any prospectus supplement filed in connection with an offering
pursuant to the shelf registration statement.

12
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IES HOLDINGS, INC.
Notes to the Condensed Consolidated Financial Statements
(All Amounts in Thousands Except Share Amounts)

(Unaudited)

Should Tontine sell or otherwise dispose of all or a portion of its position in IES, a change in ownership of IES could
occur. A change in ownership, as defined by Internal Revenue Code Section 382, could reduce the availability of the
Company s net operating losses ( NOLs ) for federal and state income tax purposes. On November 8, 2016, the
Company implemented a new tax benefit protection plan (the NOL Rights Plan ). The NOL Rights Plan was designed
to deter an acquisition of the Company s stock in excess of a threshold amount that could trigger a change of control
within the meaning of Internal Revenue Code Section 382. There can be no assurance that the NOL Rights Plan will

be effective in deterring a change of ownership or protecting the NOLs. Furthermore, a change in control would

trigger the change of control provisions in a number of our material agreements, including our credit facility, bonding
agreements with our sureties and our severance arrangements.

Jeffrey L. Gendell was appointed as a member of the Board of Directors and as Chairman of the Board in November
2016. He is the managing member and founder of Tontine, and the brother of David B. Gendell, who has served as a
member of the Board of Directors since February 2012, as Interim Director of Operations from November 2017 to
January 2019, and who previously served as Vice Chairman of the Board from November 2016 to November 2017
and as Chairman of the Board from January 2015 to November 2016. David B. Gendell was an employee of Tontine
from 2004 until December 31, 2017.

The Company is party to a sublease agreement with Tontine Associates, LLC, an affiliate of Tontine, for corporate
office space in Greenwich, Connecticut. The lease was renewed for a three-year term in April 2016, with an increase
in the monthly rent to $8, reflecting the increase paid by Tontine Associates, LLC to its landlord and the Company s
increased use of the corporate office space. The lease has terms at market rates, and payments by the Company are at a
rate consistent with that paid by Tontine Associates, LLC to its landlord.

On December 6, 2018, the Company entered into a Board Observer Letter Agreement with Tontine Associates, LLC
in order to assist Tontine in managing its investment in the Company. Subject to the terms and conditions set forth in
the Agreement, the Company granted Tontine the right, at any time that Tontine holds at least 20% of the outstanding
common stock of the Company, to appoint a representative to serve as an observer to the Board (the Board Observer ).
The Board Observer, who must be reasonably acceptable to those members of the Board who are not affiliates of
Tontine, shall have no voting rights or other decision making authority. Subject to the terms and conditions set forth in
the Agreement, so long as Tontine has the right to appoint a Board Observer, the Board Observer will have the right to
attend and participate in meetings of the Board and the committees thereof, subject to confidentiality requirements,
and to receive reimbursement for reasonable out-of-pocket expenses incurred in his or her capacity as a Board
Observer and such rights to coverage under the Company s directors and officers liability insurance policy as are
available to the Company s directors.

3. REVENUE RECOGNITION
Contracts
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Our revenue is derived from contracts with customers, and we determine the appropriate accounting treatment for
each contract at contract inception. Our contracts primarily relate to electrical and mechanical contracting services,
technology infrastructure products and services, and electro-mechanical solutions for industrial operations. Revenue is
earned based upon an agreed fixed price or actual costs incurred plus an agreed upon percentage.

We account for a contract when: (i) it has approval and commitment from both parties, (ii) the rights of the parties are
identified, (iii) payment terms are identified, (iv) the contract has commercial substance, and (v) collectability of
consideration is probable. We consider the start of a project to be when the above criteria have been met and we have
written authorization from the customer to proceed.

Performance Obligations

A performance obligation is a promise in a contract to transfer a distinct good or service to the customer. A contract s

transaction price is allocated to each distinct performance obligation and recognized as revenue when, or as, the
performance obligation is satisfied.
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We recognize revenue over time for the majority of the services we perform as (i) control continuously transfers to the
customer as work progresses at a project location controlled by the customer and (ii) we have the right to bill the
customer as costs are incurred. Within our Infrastructure Solutions segment, we often perform work inside our own
facilities, where control does not continuously transfer to the customer as work progresses. In such cases, we evaluate
whether we have the right to bill the customer as costs are incurred. Such assessment involves an evaluation of
contractual termination clauses. Where we have a contractual right to payment for work performed to date, we
recognize revenue over time. If we do not have such a right, we recognize revenue upon completion of the contract,
when control of the work transfers to the customer.

For fixed price arrangements, we use the percentage of completion method of accounting under which revenue
recognized is measured principally by the costs incurred and accrued to date for each contract as a percentage of the
estimated total cost for each contract at completion. Contract costs include all direct material, labor and indirect costs
related to contract performance. Changes in job performance, job conditions, estimated contract costs and profitability
and final contract settlements may result in revisions to costs and income and the effects of these revisions are
recognized in the period in which the revisions are determined. Provisions for estimated losses on uncompleted
contracts are made in the period in which such losses are determined. This measurement and comparison process
requires updates to the estimate of total costs to complete the contract, and these updates may include subjective
assessments and judgments.

Variable Consideration

The transaction price for our contracts may include variable consideration, which includes increases to transact