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FORWARD-LOOKING STATEMENTS

Certain statements and information in this Annual Report on Form 10-K may constitute forward-looking statements within the meaning of
the Private Securities Litigation Reform Act of 1995. The words "believe," "expect,” "anticipate," "plan," "intend," "foresee," "should," "would,"
"could," or other similar expressions are intended to identify forward-looking statements, which are generally not historic in nature. These

forward-looking statements are based on the current expectations and beliefs of Comfort Systems USA, Inc. and its subsidiaries (collectively, the
"Company") concerning future developments and their effect on the Company. While the Company's management believes that these
forward-looking statements are reasonable as and when made, there can be no assurance that future developments affecting the Company will
be those that it anticipates. All comments concerning the Company's expectations for future revenue and operating results are based on the
Company's forecasts for its existing operations and do not include the potential impact of any future acquisitions. The Company's
forward-looking statements involve significant risks and uncertainties (some of which are beyond the Company's control) and assumptions that
could cause actual future results to differ materially from the Company's historical experience and its present expectations or projections.
Known material factors that could cause the Company's actual results to differ from those in the forward-looking statements are those described
in Part I, "Item 1A. Risk Factors."

Readers are cautioned not to place undue reliance on forward-looking statements, which speak only as of the date hereof. The Company
undertakes no obligation to publicly update or revise any forward-looking statements after the date they are made, whether as a result of new
information, future events, or otherwise.

PART I

non non

The terms "Comfort Systems," "we," "us," or "the Company" refer to Comfort Systems USA, Inc. or Comfort Systems USA, Inc. and its
consolidated subsidiaries, as appropriate in the context.

ITEM 1. Business

Comfort Systems USA, Inc., a Delaware corporation, was established in 1997. We provide comprehensive heating, ventilation and air
conditioning ("HVAC") installation, maintenance, repair and replacement services within the mechanical services industry. We have 37
operating units in 72 cities and 87 locations throughout the United States.

We operate primarily in the commercial, industrial and institutional HVAC markets and perform most of our services within office
buildings, retail centers, apartment complexes, manufacturing plants, and healthcare, education and government facilities. In addition to standard
HVAC services, we provide specialized applications such as building automation control systems, fire protection, process cooling, electronic
monitoring and process piping. Certain locations also perform related activities such as electrical service and plumbing. Approximately 99% of
our consolidated 2012 revenue was derived from commercial, industrial and institutional customers and large multi-family residential projects.
Approximately 47% of our revenue was attributable to installation services in newly constructed facilities and 53% were attributable to
maintenance, repair and replacement services. Our consolidated 2012 revenue was derived from the following service activities, all of which are
in the mechanical services industry, the single industry segment we serve:

Percentage of

Service Activity Revenue

HVAC 75%

Plumbing 16%

Building Automation Control Systems 5%

Other 4%

Total 100%
2
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Our Internet address is http://www.comfortsystemsusa.com. We make available free of charge on or through our website our annual report
on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports filed or furnished pursuant to
Section 13(a) or 15(d) of the Exchange Act as soon as reasonably practicable after we electronically file such material with, or furnish it to, the
Securities and Exchange Commission. Our website also includes our code of ethics, titled "Corporate Compliance Policy: Standards and
Procedures Regarding Business Practices," together with other governance materials including our corporate governance guidelines and our
Board committee charters. Printed versions of our code of ethics and our corporate governance guidelines may be obtained upon written request
to our Corporate Compliance Officer at our headquarters address.

Industry Overview

We believe that the commercial, industrial, and institutional HVAC industry has historically generated annual revenue in excess of
$40 billion. HVAC systems are necessary to virtually all commercial, industrial and institutional buildings as well as homes. Because most
buildings are sealed, HVAC systems provide the primary method of circulating fresh air in such buildings. In many instances, replacing an aging
system with a modern, energy-efficient HVAC system significantly reduces a building's operating costs and improves air quality and HVAC
system effectiveness. Older commercial, industrial and institutional facilities often have poor air quality as well as inadequate air conditioning,
and older HVAC systems result in significantly higher energy costs than do modern systems. These factors cause many facility owners to
consider replacing older systems before the end of their functioning lives.

Many factors positively affect HVAC industry growth, particularly (i) population growth, which has increased the need for commercial,
industrial and institutional space, (ii) an aging installed base of buildings and HVAC environmental and energy efficiency equipment,
(iii) increasing sophistication, complexity, and efficiency of HVAC systems, (iv) growing emphasis on environmental and energy efficiency, and
(v) reduction or elimination of the refrigerants commonly used in older HVAC systems. We believe these factors should increase demand for the
reconfiguration or replacement of existing HVAC systems and may also mitigate, to some extent, the effect on the HVAC industry of the
cyclicality inherent in the traditional construction industry.

The HVAC industry can be broadly divided into two service functions:

installation in newly constructed facilities, which provided approximately 47% of our revenue in 2012, and

maintenance, repair and replacement in existing facilities, which provided the remaining 53% of our 2012 revenue.

Installation Services Installation services consist of "design and build" and "plan and spec" projects. In "design and build" projects, the
commercial HVAC company is responsible for designing, engineering and installing a cost-effective, energy-efficient system customized to the
specific needs of the building owner. Costs and other project terms are normally negotiated between the building owner or its representative and
the HVAC company. Companies that specialize in "design and build" projects generally have specially trained HVAC engineers, CAD/CAM
design systems and in-house sheet metal and prefabrication capabilities. These companies use a consultative approach with customers and tend
to develop long-term relationships with building owners and developers, general contractors, architects, consulting engineers and property
managers. "Plan and spec" installation refers to projects in which a third-party architect or consulting engineer designs the HVAC systems and
the installation project is "put out for bid." We believe that "plan and spec" projects usually take longer to complete than "design and build"
projects because the system design and installation process generally are not integrated, thus resulting in more frequent adjustments to the
technical specifications of the project and




Edgar Filing: COMFORT SYSTEMS USA INC - Form 10-K

Table of Contents

corresponding changes in work requirements and schedules. These adjustments can occur during the bid process or during the project itself, in
either case adding weeks or months to the project schedule. Furthermore, in "plan and spec” projects, the HVAC company is not responsible for
project design and other parties must also approve any changes, thereby increasing overall project time and cost.

Maintenance, Repair and Replacement Services These services include maintaining, repairing, replacing, reconfiguring and monitoring
previously installed HVAC systems and building automation controls. The growth and aging of the installed base of HVAC systems and the
demand for more efficient and sophisticated systems and building automation controls have fueled growth in this service line. The increasing
complexity of these HVAC systems is leading many commercial, industrial and institutional building owners and property managers to increase
attention to maintenance and to outsource maintenance and repair, often through service agreements with HVAC service providers. In addition,
further restrictions have been placed on the use of certain types of refrigerants used in HVAC systems, which, along with indoor air quality
concerns, may increase demand for the reconfiguration and replacement of existing HVAC systems. State-of-the-art control and monitoring
systems feature electronic sensors and microprocessors. These systems require specialized training to install, maintain and repair, and the typical
building engineer employed directly by a building owner or manager has not received this training. Increasingly, HVAC systems in commercial,
industrial and institutional buildings are being remotely monitored through computer-based communications systems to improve energy
efficiency and expedite problem diagnosis and correction, thereby allowing us to provide maintenance and repair services at a lower cost.

Strategy

We focus on strengthening operating competencies and on increasing profit margins. The key objectives of our strategy are to generate
growth in our construction and service operations, improve productivity through innovation and to acquire complementing businesses. In order
to accomplish our objectives we are currently focused on the following elements:

Achieve Excellence in Core Competencies We have identified six core competencies that we believe are critical to attracting and retaining
customers, increasing operating income and cash flow and creating additional employment opportunities. The six core competencies are:
(1) customer cultivation and rapport, (ii) design and build expertise, (iii) estimating, (iv) job costing and job measurements, (v) safety, and
(vi) service capability.

Achieve Operating Efficiencies We think we can achieve operating efficiencies and cost savings through purchasing economies, adopting
"best practices" operating programs, and focusing on job management to deliver services in a cost-effective and efficient manner. We have
placed great emphasis on improving the "job loop" at our locations qualifying, estimating, pricing and executing projects effectively and
efficiently, then promptly assessing project experience for applicability to current and future projects. We also use our combined purchasing to
gain volume discounts on products and services such as HVAC components, raw materials, services, vehicles, bonding, insurance and employee
benefits.

Attract, Retain and Invest in our Employees We seek to attract and retain quality employees by providing them an enhanced career path
from working for a larger company, the opportunity to realize a more stable income and attractive benefits packages. Over the past few years we
have made substantial investments in training, including programs for project managers, field superintendents, service managers, sales
managers, estimators, and more recently, leadership and development of key managers and leaders. We believe these programs can lead to
significantly increased efficiency and growth.
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Focus on Commercial, Industrial and Institutional Markets We primarily focus on the commercial, industrial and institutional markets, with
particular emphasis on "design and build" installation services, and on maintenance, repair and replacement services. We believe that the
commercial, industrial and institutional HVAC markets are attractive because of their growth opportunities, large and diverse customer base,
reduced weather exposure as compared to residential markets, attractive margins and potential for long-term relationships with building owners,
property managers, general contractors and architects. We believe that although the end-use is ultimately residential, large multi-family projects
have many of the same characteristics as commercial construction and we participate in this market when conditions are favorable.
Approximately 99% of our consolidated 2012 revenue was derived from commercial, industrial and institutional customers and large
multi-family residential projects.

Leveraging Resources and Capabilities We believe significant operating efficiencies can be achieved by leveraging resources among our
operating locations. For example, we have shifted certain prefabrication activities into centralized locations thereby increasing asset utilization in
these centralized locations and redirecting prefabrication employees into other operational areas. We also allocate our engineering, field and
supervisory labor from one operation to another to more fully use our employee base, meet our customers' needs, and share expertise. We
believe we have realized scale benefits from combining purchasing, insurance, benefits, bonding, and financing activities across our operations.
We also believe larger regional and national commercial, industrial and institutional entities can benefit from consolidating their HVAC needs
with service companies that are capable of providing those services regionally or nationally. In response to this opportunity, we operate a
national call center to dispatch technicians to regional and national sites requiring service and use web-based proprietary information systems to
maintain information on the customer's sites and equipment.

Maintain a Diverse Customer, Geographic and Project Base We have what we believe is a well-diversified distribution of revenue across
end-use sectors that reduces our exposure to negative developments in any given sector. We also believe we have a reasonable degree of
geographical diversification, again reducing our exposure to negative developments in any given region. Our distribution of revenue in 2012 by
end-use sector was as follows:

Manufacturing 23%
Education 22%
Healthcare 13%
Government 13%
Office Buildings 10%
Retail/Restaurants 6%
Multi-Family 4%
Lodging and Entertainment 3%
Distribution 2%
Religious/Not for profit 1%
Residential 1%
Other 2%
Total 100%

Approximately 84% of our revenue is earned on a project basis for installation of HVAC systems in newly constructed facilities or for
replacement of HVAC systems in existing facilities. As of December 31, 2012, we had 4,273 projects in process with an aggregate contract
value of approximately $1,859.9 million. Our average project takes six to nine months to complete, with an average contract price of
approximately $435,000. This relatively small average project size, when taken together with the approximately 16% of our revenue derived
from maintenance and service, provides us with what we
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believe is a broad base of work for a company involved in the construction services sector. A stratification of projects in progress as of
December 31, 2012, by contract price, is as follows:

Aggregate
Contract
No. of Price Value
Contract Price of Project Projects (millions)
Under $1 million 3,930 $ 340.8
$1 million - $5 million 260 599.7
$5 million - $10 million 53 361.6
$10 million - $15 million 18 220.7
Greater than $15 million 12 337.1
Total 4273  $ 1,859.9

Seek Growth Through Expansion and Acquisitions We believe that we can increase our operating income by opportunistically entering new
markets or service lines through expansion and acquisition. We have based such expansion on existing customers, relationships or expertise, and
expect to selectively pursue such opportunities in the future. We continually seek opportunities to acquire businesses that have attractive
valuations and meet other criteria involving financial, operational, management and geographic considerations.

We are investing in initiatives to expand the proportion of our revenue that is service based. We are actively concentrating our existing
managerial resources on training and hiring experienced employees to procure and profitably perform service work. In some locations we have
added service capability, and we believe our investments and efforts will stimulate growth in all aspects of the commercial HVAC and service
and repair business.

Operations and Services Provided

We provide a wide range of installation, maintenance, repair and replacement services for HVAC and related systems in commercial,
industrial and institutional properties. We manage our locations on a decentralized basis, with local management maintaining responsibility for
day-to-day operating decisions. Our local management is augmented by regional leadership that focuses on core business competencies, regional
financial performance, cooperation and coordination between locations, implementing best practices and on major corporate initiatives. In
addition to senior management, local personnel generally include design engineers, sales personnel, customer service personnel, installation and
service technicians, sheet metal and prefabrication technicians, estimators and administrative personnel. We have centralized certain
administrative functions such as insurance, employee benefits, training, safety programs, marketing and cash management to enable our local
operating management to focus on pursuing new business opportunities and improving operating efficiencies. We also combine certain back
office and administrative functions at various locations.

Installation Services Our installation business related to newly constructed facilities, which comprised approximately 47% of our
consolidated 2012 revenue, involves the design, engineering, integration, installation and start-up of HVAC, building automation controls and
related systems. We provide "design and build" and "plan and spec" installation services for office buildings, retail centers, apartment
complexes, manufacturing plants, healthcare, education and government facilities and other commercial, industrial and institutional facilities. In
a "design and build" installation, working with the customer, we determine the needed capacity and energy efficiency of the HVAC system that
best suits the proposed facility. We then estimate the amount of time, labor, materials and equipment needed to build the specified system. The
final design, terms, price and timing of the project are then negotiated with the customer or its representatives, after which any necessary
modifications are made to the system plan. In "plan and spec" installation, we participate in a bid process to provide labor,
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equipment, materials and installation based on plans and engineering specifications provided by a customer, general contractor or consulting
engineer.

Once an agreement has been reached, we order the necessary materials and equipment for delivery to meet the project schedule. In many
instances, we fabricate the ductwork and piping and assemble certain components for the system based on the mechanical drawing
specifications, eliminating the need to subcontract ductwork or piping fabrication. Then we install the system at the project site, working closely
with the general contractor. Our average project takes six to nine months to complete, with an average contract price of approximately $435,000.
We also perform larger project work, with 343 contracts in progress at December 31, 2012 with contract prices in excess of $1 million. Our
largest project currently in progress has a contract price of $54.0 million. Project contracts typically provide for periodic billings to the customer
as we meet progress milestones or incur cost on the project. Project contracts in our industry also frequently allow for a small portion of progress
billings or contract price to be withheld by the customer until after we have completed the work, typically for six months. Amounts withheld
under this practice are known as retention or retainage.

We also install process cooling systems and building automation controls and monitoring systems. Process cooling systems are used
primarily in industrial facilities to provide heating and/or cooling to precise temperature and climate standards for products being manufactured
and for the manufacturing equipment. Building automation control systems are used in HVAC and process cooling systems to maintain
pre-established temperature or climate standards for commercial or industrial facilities. Building automation control systems are capable not
only of controlling a facility's entire HVAC system, often on a room-by-room basis, but can also be programmed to integrate energy
management, and monitoring for purposes of security, fire, card key access, lighting and other building systems. This monitoring can be
performed on-site or remotely through a computer-based communications system. The monitoring system communicates an exception when a
system is operating outside pre-established parameters. Diagnosis of potential problems and remedial adjustments can often be performed
remotely from system monitoring terminals.

Maintenance, Repair and Replacement Services Our maintenance, repair and replacement services comprised approximately 53% of our
consolidated 2012 revenue and include the maintenance, repair, replacement, reconfiguration and monitoring of HVAC systems and industrial
process piping. Approximately 70% of our maintenance, repair and replacement revenue were derived from replacing and reconfiguring existing
HVAC systems for commercial, industrial and institutional customers. Replacement and reconfiguration are usually performed on a project basis
and often use consultative expertise similar to that provided in the "design and build" installation market.

Maintenance and repair services are provided either in response to service calls or under a service agreement. Service calls are coordinated
by customer service representatives or dispatchers that use computer and communication technology to process orders, arrange service calls,
communicate with customers, dispatch technicians and invoice customers. Service technicians work from service vehicles equipped with
commonly used parts, supplies and tools to complete a variety of jobs. Commercial, industrial and institutional service agreements usually have
terms of one to three years, with automatic annual renewals, and typically with thirty- to sixty-day cancellation notice periods. We also provide
remote monitoring of temperature, pressure, humidity and air flow for HVAC systems. If the system is not operating within the specifications set
forth by the customer and cannot be remotely adjusted, a service crew is dispatched to analyze and repair the system.

Sources of Supply

The raw materials and components we use include HVAC system components, ductwork, steel, sheet metal and copper tubing and piping.
These raw materials and components are generally available from a variety of domestic or foreign suppliers at competitive prices. Delivery times
are typically short
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for most raw materials and standard components, but during periods of peak demand, may extend to one month or more. Over the last several
years, many steel, iron and copper products, in particular, have experienced significant price fluctuation and some constrained availability. We
estimate that direct purchase of commodities and finished products comprises between 10% and 15% of our average project cost. We have
procedures to reduce commodity cost exposure; early buying of commodities for particular projects, or for general inventory, as well as
including escalation and escape provisions in project bids and contracts wherever possible. The negative effects of unrecovered commodity cost
inflation in our project results have been modest, and are reviewed further in Item 7 "Management's Discussion and Analysis of Financial
Condition and Results of Operations" later in this report.

Chillers for large units typically have the longest delivery time and generally have lead times of up to six months. The major components of
commercial HVAC systems are compressors and chillers that are manufactured primarily by Carrier, Lennox, McQuay, Trane and York. The
major suppliers of building automation control systems are Honeywell, Johnson Controls, Siemens, York, Automated Logic, Novar and Andover
Control Corporation. We do not have any significant contracts guaranteeing us a supply of raw materials or components.

We administer a portion of our procurement activities with Emcor Group, a larger publicly-held provider of electrical and mechanical
services and facilities management. This coordination includes contractual arrangements with Emcor under which certain Emcor employees
provide procurement management services to us.

Cyclicality and Seasonality

Historically, the construction industry has been highly cyclical. As a result, our volume of business may generally be adversely affected by
declines in new installation and replacement projects in various geographic regions of the United States during periods of economic weakness.

The HVAC industry is subject to seasonal variations. Specifically, the demand for new installation and replacement is generally lower
during the winter months (the first quarter of the year) due to reduced construction activity during inclement weather and less use of air
conditioning during the colder months. Demand for HVAC services is generally higher in the second and third calendar quarters due to increased
construction activity and increased use of air conditioning during the warmer months. Accordingly, we expect our revenue and operating results
generally will be lower in the first and fourth calendar quarters.

Sales and Marketing

We have a diverse customer base, with no single customer accounting for more than 3% of consolidated 2012 revenue. Management and a
dedicated sales force are responsible for developing and maintaining successful long-term relationships with key customers. Customers
generally include building owners and developers and property managers, as well as general contractors, architects and consulting engineers. We
intend to continue our emphasis on developing and maintaining long-term relationships with our customers by providing superior, high-quality
service in a professional manner. We believe we can continue to leverage the diverse technical and marketing strengths at individual locations to
expand the services offered in other local markets. With respect to multi-location service opportunities, we maintain a national sales force in our
national accounts group.

Employees

As of December 31, 2012, we had 6,681 employees. We have collective bargaining agreements covering five employees. We have not
experienced and do not expect any significant strikes or work stoppages and believe our relations with employees covered by collective
bargaining agreements are good.
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Recruiting, Training and Safety

Our continued success depends, in part, on our ability to continue to attract, retain and motivate qualified engineers, service technicians,
field supervisors and project managers. We believe our success in retaining qualified employees will be based on the quality of our recruiting,
training, compensation, employee benefits programs and opportunities for advancement. We provide on-the-job training, technical training,
apprenticeship programs, attractive benefit packages and career advancement opportunities within our company.

We have established comprehensive safety programs throughout our operations to ensure that all technicians comply with safety standards
we have established and that are established under federal, state and local laws and regulations. Additionally, we have implemented a "best
practices" safety program throughout our operations, which provides employees with incentives to improve safety performance and decrease
workplace accidents. Regional safety directors establish safety programs and benchmarking to improve safety within their region. Finally, our
employment screening process seeks to determine that prospective employees have requisite skills, sufficient background references and
acceptable driving records, if applicable. Our rate of incidents recordable under the standards of the Occupational Safety and Health
Administration ("OSHA") per one hundred employees per year, also known as the OSHA recordable rate, was 2.81 during 2012. This level was
38% better than the most recently published OSHA rate for our industry.

Insurance and Litigation

The primary insured risks in our operations are bodily injury, property damage and workers' compensation injuries. We retain the risk for
workers' compensation, employer's liability, auto liability, general liability and employee group health claims resulting from uninsured
deductibles per incident or occurrence. Because we have very large deductibles, the vast majority of our claims are paid by us, so as a practical
matter we self-insure the great majority of these risks. Losses up to such per-incident deductible amounts are estimated and accrued based upon
known facts, historical trends and industry averages using the assistance of an actuary to project the extent of these obligations.

We are subject to certain claims and lawsuits arising in the normal course of business. We maintain various insurance coverages to
minimize financial risk associated with these claims. We have estimated and provided accruals for probable losses and related legal fees
associated with certain litigation in our consolidated financial statements. While we cannot predict the outcome of these proceedings, in our
opinion and based on reports of counsel, any liability arising from these matters individually and in the aggregate will not have a material effect
on our operating results or financial condition, after giving effect to provisions already recorded.

We typically warrant labor for the first year after installation on new HVAC systems and pass through to the customer manufacturers'
warranties on equipment. We generally warrant labor for thirty days after servicing existing HVAC systems. We do not expect warranty claims
to have a material adverse effect on our financial position or results of operations.

Competition

The HVAC industry is highly competitive and consists of thousands of local and regional companies. We believe that purchasing decisions
in the commercial, industrial and institutional markets are based on (i) competitive price, (ii) long-term customer relationships, (iii) quality,
timeliness and reliability of services provided, (iv) an organization's perceived stability based on years in business, financial strength and access
to bonding, (v) range of services provided, and (vi) scale of operation. To improve our competitive position we focus on both the consultative
"design and build" installation market and the maintenance, repair and replacement market to promote first the development and then the
strengthening of long-term customer relationships. In addition, we believe our ability to
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provide multi-location coverage, access to project financing and specialized technical skills for facilities owners gives us a strategic advantage
over smaller competitors who may be unable to provide these services to customers at a competitive price.

We believe that we are larger than most of our competitors, which are generally small, owner-operated companies that typically operate in a
limited geographic area. However, there are divisions of larger contracting companies, utilities and HVAC equipment manufacturers that
provide HVAC services in some of the same service lines and geographic areas we serve. Some of these competitors and potential competitors
have greater financial resources than we do to finance development opportunities and support their operations. We believe our smaller
competitors generally compete with us based on price and their long-term relationships with local customers. Our larger competitors compete
with us on those factors but may also provide attractive financing and comprehensive service and product packages.

Vehicles

We operate a fleet of various owned or leased service trucks, vans and support vehicles. We believe these vehicles generally are well
maintained and sufficient for our current operations.

Governmental Regulation and Environmental Matters

Our operations are subject to various federal, state and local laws and regulations, including: (i) licensing requirements applicable to
engineering, construction and service technicians, (ii) building and HVAC codes and zoning ordinances, (iii) regulations relating to consumer
protection, including those governing residential service agreements, and (iv) regulations relating to worker safety and protection of the
environment. We believe we have all required licenses to conduct our operations and are in substantial compliance with applicable regulatory
requirements. If we fail to comply with applicable regulations we could be subject to substantial fines or revocation of our operating licenses.

Many state and local regulations governing the HVAC services trades require individuals to hold permits and licenses. In some cases, a
required permit or license held by a single individual may be sufficient to authorize specified activities for all of our service technicians who
work in the state or county that issued the permit or license. We seek to ensure that, where possible, we have two employees who hold any such
permits or licenses that may be material to our operations in a particular geographic region.

Our operations are subject to the federal Clean Air Act, as amended, which governs air emissions and imposes specific requirements on the
use and handling of chlorofluorocarbons, or CFCs, and certain other refrigerants. Clean Air Act regulations require the certification of service
technicians involved in the service or repair of equipment containing these refrigerants and also regulate the containment and recycling of these
refrigerants. These requirements have increased our training expenses and expenditures for containment and recycling equipment. The Clean Air
Act is intended ultimately to eliminate the use of CFCs in the United States and to require alternative refrigerants to be used in replacement
HVAC systems. We do not believe these regulations involving CFCs will materially affect our business on the whole because, although they
require us to incur modest ongoing training costs, our competitors also incur such costs, and the regulations may encourage our customers to
update their HVAC systems.
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Executive Officers
We have four executive officers.

Brian Lane, age 55, has served as our Chief Executive Officer and President since December 2011 and as a director since 2010. Mr. Lane
served as our President and Chief Operating Officer from March 2010 until December 2011. Mr. Lane joined the Company in October 2003 and
served as Vice President and then Senior Vice President for Region One of the Company until he was named Executive Vice President and
Chief Operating Officer in January 2009. Prior to joining the Company, Mr. Lane spent fifteen years at Halliburton, a global provider of
products and services to energy, industrial, and government customers, including employment by Brown and Root, an engineering and
construction company. During his tenure, he held various positions in business development, strategy, and project activities, including the
position of Regional Director of Europe and Africa. Additionally, he held the position of Vice President at Kvaerner, an international
engineering and construction company.

William George, age 48, has served as our Executive Vice President and Chief Financial Officer since May 2005, was our Senior Vice
President, General Counsel and Secretary from May 1998 to May 2005, and was our Vice President, General Counsel and Secretary from March
1997 to April 1998. From October 1995 to February 1997, Mr. George was Vice President and General Counsel of American Medical
Response, Inc., a publicly-traded healthcare transportation company. From September 1992 to September 1995, Mr. George practiced corporate
and antitrust law at Ropes & Gray, a Boston, Massachusetts law firm.

Julie S. Shaeff, age 47, has served as our Senior Vice President and Chief Accounting Officer since May 2005, was our Vice President and
Corporate Controller from March 2002 to May 2005, and was our Assistant Corporate Controller from September 1999 to February 2002. From
1996 to August 1999, Ms. Shaeff was Financial Accounting Manager Corporate Controllers Group for Browning-Ferris Industries, Inc., a
publicly-traded waste services company. From 1987 to 1995, she held various positions with Arthur Andersen LLP. Ms. Shaeff is a Certified
Public Accountant.

Trent T. McKenna, age 40, has served as our Vice President, General Counsel and Secretary since May 2005 and was our Associate
General Counsel from August 2004 to May 2005. From February 1999 to August 2004, Mr. McKenna was a practicing attorney in the area of
complex commercial litigation in the Houston, Texas office of Akin Gump Strauss Hauer & Feld LLP, an international law firm.

ITEM 1A. Risk Factors

Our business is subject to a variety of risks. You should carefully consider the risks described below, together with all the information
included in this report. Our business, financial condition and results of operations could be adversely affected by the occurrence of any
of these events, which could cause actual results to differ materially from expected and historical results, and the trading price of our
common stock could decline.

Because we bear the risk of cost overruns in most of our contracts, we may experience reduced profits or, in some cases, losses under these
contracts if costs increase above our estimates.

Our contract prices are established largely upon estimates and assumptions of our projected costs, including assumptions about: future
economic conditions; prices, including commodities prices; availability of labor, including the costs of providing labor, equipment, and
materials; and other factors outside our control. If our estimates or assumptions prove to be inaccurate, if circumstances change in a way that
renders our assumptions and estimates inaccurate or we fail to successfully execute the work, cost overruns may occur and we could experience
reduced profits or a loss for affected projects. For instance, unanticipated technical problems may arise, we could have difficulty obtaining
permits or
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approvals, local laws, labor costs or labor conditions could change, bad weather could delay construction, raw materials prices could increase,
our suppliers' or subcontractors' may fail to perform as expected or site conditions may be different than we expected. We are also exposed to
increases in energy prices, particularly as they relate to gasoline prices. Additionally, in certain circumstances, we guarantee project completion
or the achievement of certain acceptance and performance testing levels by a scheduled date. Failure to meet schedule or performance
requirements typically results in additional costs to us, and in some cases we may also create liability for consequential and liquidated damages.
Performance problems for existing and future projects could cause our actual results of operations to differ materially from those we anticipate
and could damage our reputation within our industry and our customer base.

Many of the markets we do work in are currently experiencing or have recently experienced an economic downturn that may materially and
adversely affect our business because our business is dependent on levels of construction activity.

The demand for our services is dependent upon the existence of construction projects and service requirements within the markets in which
we operate. Any period of economic recession affecting a market or industry in which we transact business is likely to adversely impact our
business. Many of the projects we work on have long lifecycles from conception to completion, and the bulk of our performance generally
occurs late in a construction project's lifecycle. We experience the results of economic trends well after an economic cycle begins, and therefore
will continue to experience the results of an economic recession well after conditions in the general economy have improved. Further, some of
the local or regional markets we do work in have yet to enter a period of sustained recovery.

We cannot predict the severity or lasting effects of the recent recession, particularly in some local or regional markets that have not yet
entered a period of sustained recovery. We believe that the current uncertainty about economic conditions caused by the recent recession means
that many of our customers are likely to continue to postpone spending while credit markets remain disinclined to fund commercial and
industrial developments. The industries and markets we operate in have always been and will continue to be vulnerable to these general
macroeconomic downturns because they are cyclical in nature. The recent recession caused a drop off in the demand for projects within our
markets and industries in some regions and continues to cause a similar drop off in other regions. The drop off in demand has led to and will
likely continue to lead to greater price competition as well as decreased revenue and profit. The lasting effects of the recent recession have
increased economic instability with our vendors, subcontractors, developers, and general contractors, which has caused us greater liability
exposure and has resulted in us not being paid on some projects, as well as decreasing our revenue and profit. Further, to the extent more of our
vendors, subcontractors, developers, or general contractors seek bankruptcy protection, the bankruptcy will likely force us to incur additional
costs in attorneys' fees, as well as other professional consultants, and will result in decreased revenue and profit.

The percentage of our profits and revenue attributable to projects performed directly or indirectly for federal, state, and local government
entities has increased during and as a result of the recent economic downturn, in part because the private-sector decreased its investment in
construction and building projects. A decrease in federal, state, or local government spending in our industries and markets could result in
decreased revenue and profit.

Our backlog is subject to unexpected adjustments and cancellations, which means that amounts included in our backlog may not result in
actual revenue or translate into profits.

The revenue projected from our backlog may not be realized, or, if realized, may not result in profits. Projects may remain in our backlog
for an extended period of time, or project cancellations or scope adjustments may occur with respect to contracts reflected in our backlog. The

revenue projected from our backlog may not be realized or, if realized, may not result in profits.
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A significant portion of our business depends on our ability to provide surety bonds. Any difficulties in the financial and surety markets may
adversely affect our bonding capacity and availability.

In the past we have expanded, and it is possible we will continue to expand, the number and percentage of total contract dollars that require
an underlying bond. Historically surety market conditions have experienced times of difficulty as a result of significant losses incurred by many
surety companies and the results of macroeconomic trends outside of our control. Consequently, during times when less overall bonding
capacity is available in the market, surety terms have become more expensive and more restrictive. As such, we cannot guarantee our ability to
maintain a sufficient level of bonding capacity in the future, which could preclude our ability to bid for certain contracts or successfully contract
with some customers. Additionally, even if we continue to be able to access bonding capacity to sufficiently bond future work, we may be
required to post collateral to secure bonds, which would decrease the liquidity we would have available for other purposes. Our surety providers
are under no commitment to guarantee our access to new bonds in the future; thus, our ability to access or increase bonding capacity is at the
sole discretion of our surety providers. If our surety companies were to limit or eliminate our access to bonds, our alternatives would include
seeking bonding capacity from other surety companies, increasing business with clients that do not require bonds and posting other forms of
collateral for project performance, such as letters of credit or cash. We may be unable to secure these alternatives in a timely manner, on
acceptable terms, or at all. As such, if we were to experience an interruption or reduction in the availability of bonding capacity, it is likely we
would be unable to compete for or work on certain projects.

Goodwill impairment charges negatively impacted our earnings in 2010, in 2011, and in previous years. Earnings for future periods may be
impacted by additional charges for goodwill and intangible assets.

We carry a significant amount of goodwill and identifiable intangible assets on our consolidated balance sheets. Goodwill is the excess of
purchase price over the fair value of the net assets of acquired businesses. We assess goodwill for impairment each year, and more frequently if
circumstances suggest an impairment may have occurred. The recent recession, along with other factors, caused the fair value of some of our
assets to be lower than their carrying value, resulting in an impairment to goodwill. We may determine at a future date that an additional
significant impairment has occurred in the value of our unamortized intangible assets or fixed assets, which could require us to write off an
additional portion of our assets and could adversely affect our financial condition or our reported results of operations.

Our use of the percentage-of-completion method of accounting could result in a reduction or reversal of previously recorded revenue or
profits.

A material portion of our revenue is recognized using the percentage-of-completion method of accounting, which results in our recognizing
contract revenue and earnings ratably over the contract term in the proportion that our actual costs bear to our estimated contract costs. The
earnings or losses recognized on individual contracts are based on estimates of contract revenue, costs and profitability. We review our estimates
of contract revenue, costs and profitability on an ongoing basis. Prior to contract completion, we may adjust our estimates on one or more
occasions as a result of change orders to the original contract, collection disputes with the customer on amounts invoiced or claims against the
customer for increased costs incurred by us due to customer-induced delays and other factors. Contract losses are recognized in the fiscal period
when the loss is determined. Contract profit estimates are also adjusted in the fiscal period in which it is determined that an adjustment is
required. As a result of the requirements of the percentage-of-completion method of accounting, the possibility exists, for example, that we could
have estimated and reported a profit on a contract over several periods and later determined, usually near contract completion, that all or a
portion of such previously estimated and reported profits were overstated. If this occurs, the full aggregate amount of the
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overstatement will be reported for the period in which such determination is made, thereby eliminating all or a portion of any profits from other
contracts that would have otherwise been reported in such period or even resulting in a loss being reported for such period. On a historical basis,
we believe that we have made reasonably reliable estimates of the progress towards completion on our long-term contracts. However, given the
uncertainties associated with these types of contracts, it is possible for actual costs to vary from estimates previously made, which may result in
reductions or reversals of previously recorded revenue and profits.

Intense competition in our industry could reduce our market share and our profit.

The markets we serve are highly competitive. Our industry is characterized by many small companies whose activities are geographically
concentrated. We compete on the basis of our technical expertise and experience, financial and operational resources, nationwide presence,
industry reputation and dependability. While we believe our customers consider a number of these factors in awarding available contracts, a
large portion of our work is awarded through a bid process. Consequently, price is often the principal factor in determining which contractor is
selected, especially on smaller, less complex projects. Smaller competitors are sometimes able to win bids for these projects based on price alone
due to their lower cost and financial return requirements. We expect competition to intensify in our industry, presenting us with significant
challenges in our ability to maintain strong growth rates and acceptable profit margins. We also expect increased competition from in-house
service providers, because some of our customers have employees who perform service work similar to the services we provide. Vertical
consolidation is also expected to intensify competition in our industry. If we are unable to meet these competitive challenges, we will lose
market share to our competitors and experience an overall reduction in our profits. In addition, our profitability would be impaired if we have to
reduce our prices to remain competitive.

We are a decentralized company and place significant decision making powers with our subsidiaries' management, which presents certain
risks.

We believe that our practice of placing significant decision making powers with local management is important to our successful growth
and allows us to be responsive to opportunities and to our customers' needs. However, this practice presents certain risks, including the risk that
we may be slower or less effective in our attempts to identify or react to problems affecting an important business than we would under a more
centralized structure or that we would be slower to identify a misalignment between a subsidiary's and the Company's overall business strategy.
Further, if a subsidiary location fails to follow the Company's compliance policies, we could be made party to a contract, arrangement, or
situation that requires the assumption of large liabilities or has less advantageous terms than is typically found in the market.

We have subsidiary operations through the United States and are exposed to multiple state and local regulations, as well as federal laws and
requirements applicable to government contractors. Changes in law, regulations, or requirements, or a material failure of any of our
subsidiaries or us to comply with any of them, could increase our costs and have other negative impacts on our business.

Our 87 locations are located in 30 states, which exposes us to a variety of different state and local laws and regulations, particularly those
pertaining to contractor licensing requirements. These laws and regulations govern many aspects of our business, and there are often different
standards and requirements in different locations. In addition, our subsidiaries that perform work for federal government entities are subject to
additional federal laws and regulatory and contractual requirements. Changes in any of these laws, or our or any of our subsidiaries' material
failure to comply with them, can adversely impact our operations by, among other things, increasing costs, distracting management's time and
attention from other items, and harming our reputation.
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As government contractors, our subsidiaries are subject to a number of rules and regulations, and their contracts with government entities
are subject to audit. Violations of the applicable rules and regulations could result in a subsidiary being barred from future government
contracts.

Government contractors must comply with many regulations and other requirements that relate to the award, administration and
performance of government contracts. A violation of these laws and regulations could result in imposition of fines and penalties, the termination
of a government contract or debarment from bidding on government contracts in the future. Further, despite our decentralized nature, a violation
at one of our locations could impact other locations' ability to bid on and perform government contracts; additionally, because of our
decentralized nature, we face risks in maintaining compliance with all local, state and federal government contracting requirements. Prohibition
against bidding on future government contracts could have an adverse affect on our financial condition and results of operations.

If we are unable to attract and retain qualified managers and employees, we will be unable to operate efficiently, which could reduce our
profitability.

Our business is labor intensive, and many of our operations experience a high rate of employment turnover. At times of low unemployment
rates in the United States, it will be more difficult for us to find qualified personnel at low cost in some geographic areas where we operate.
Additionally, our business is managed by a small number of key executive and operational officers. We may be unable to hire and retain the
sufficient skilled labor force necessary to operate efficiently and to support our growth strategy. Our labor expenses may increase as a result of a
shortage in the supply of skilled personnel. Labor shortages, increased labor costs or the loss of key personnel could reduce our profitability and
negatively impact our business.

Past and future environmental, safety and health regulations could impose significant additional costs on us that reduce our profits.

HVAC systems are subject to various environmental statutes and regulations, including the Clean Air Act and those regulating the
production, servicing and disposal of certain ozone-depleting refrigerants used in HVAC systems. There can be no assurance that the regulatory
environment in which we operate will not change significantly in the future. Various local, state and federal laws and regulations impose
licensing standards on technicians who install and service HVAC systems. And additional laws, regulations and standards apply to contractors
who perform work that is being funded by public money, particularly federal public funding. Our failure to comply with these laws and
regulations could subject us to substantial fines, the loss of our licenses or potentially debarment from future publicly funded work. It is
impossible to predict the full nature and effect of judicial, legislative or regulatory developments relating to health and safety regulations and
environmental protection regulations applicable to our operations.

Our insurance policies against many potential liabilities require high deductibles, and our risk management policies and procedures may
leave us exposed to unidentified or unanticipated risks. Additionally, difficulties in the insurance markets may adversely affect our ability to
obtain necessary insurance.

Although we maintain insurance policies with respect to our related exposures, these policies are subject to high deductibles; as such, we
are, in effect, self-insured for substantially all of our typical claims. We hire an actuary to determine any liabilities for unpaid claims and
associated expenses for the three major lines of coverage (workers' compensation, general liability and auto liability). The determination of these
claims and expenses and the appropriateness of the estimated liability are reviewed and updated quarterly. However, insurance liabilities are
difficult to assess and estimate due to the many relevant factors, the effects of which are often unknown, including the severity of an injury, the
determination of our liability in proportion to other parties, the number of incidents that
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have occurred but are not reported and the effectiveness of our safety program. Our accruals are based on known facts, historical trends (both
internal trends and industry averages) and our reasonable estimate of our future expenses. We believe our accruals are adequate. However, our
risk management strategies and techniques may not be fully effective in mitigating our risk exposure in all market environments or against all
types of risk. In January 2009 our company-wide risk manager left the company, and his former job responsibilities continue to be shared
between several of our officers. If any of the variety of instruments, processes or strategies we use to manage our exposure to various types of
risk are not effective, which could include a failed transition of the prior risk manager's work duties, we may incur losses that are not covered by
our insurance policies or that exceed our accruals or coverage limits.

Additionally, we typically are contractually required to provide proof of insurance on projects we work on. Historically insurance market
conditions become more difficult for insurance consumers during periods when insurance companies suffer significant investment losses as well
as casualty losses. Consequently, it is possible that insurance markets will become more expensive and restrictive. Also, our prior casualty loss
history might adversely affect our ability to procure insurance within commercially reasonable ranges. As such, we may not be able to maintain
commercially reasonable levels of insurance coverage in the future, which could preclude our ability to work on many projects. Our insurance
providers are under no commitment to renew our existing insurance policies in the future; therefore, our ability to obtain necessary levels or
kinds of insurance coverage is subject to market forces outside our control. If we were unable to obtain necessary levels of insurance, it is likely
we would be unable to compete for or work on most projects.

If we experience delays and/or defaults in customer payments, we could be unable to recover all expenditures.

Because of the nature of our contracts, at times we commit resources to projects prior to receiving payments from the customer in amounts
sufficient to cover expenditures on projects as they are incurred. Delays in customer payments may require us to make a working capital
investment. If a customer defaults in making their payments on a project to w
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