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PART I

Item 1. Business.
General

Industrial Services of America, Inc. (herein ISA, the Company, we, us, our, or other similar terms), is a Louisvil
Kentucky-based recycler of stainless steel, ferrous, and non-ferrous scrap and provider of waste services. We have two
principal business segments: recycling and waste services. The recycling segment collects, purchases, processes and
sells stainless steel, ferrous and non-ferrous scrap metal to steel mini-mills, integrated steel makers, smelters,
foundries, metal brokers and exporters. We purchase ferrous and non-ferrous scrap metal primarily from industrial and
commercial generators of steel, iron, aluminum, copper, stainless steel and other metals as well as from scrap dealers
and retail customers who deliver these materials directly to our facilities. We process scrap metal through our
shredding, sorting, shearing, cutting, and baling operations. Within the recycling segment, our alloys division
specializes in the purchasing, processing and sale of stainless steel, nickel-based and high-temperature alloys. Our
non-ferrous scrap recycling operations consist primarily of collecting, sorting and processing various grades of
copper, aluminum and brass.

The waste services segment provides waste management services including contract negotiations with service
providers, centralized billing, invoice auditing and centralized dispatching. Waste services also rents, leases, sells, and
services waste handling and recycling equipment.

Our goal is to remain dedicated to the recycling, management services, and equipment industry while sustaining
steady growth at an acceptable profit, adding to our net worth, and providing positive returns for our stockholders.

Available Information

We make available, free of charge, through our website www.isa-inc.com, our annual reports on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form 8-K, proxy statements, and amendments to those reports as soon as
reasonably practicable after we have electronically filed with the Securities and Exchange Commission. We also make
available on our website our audit committee charter, our Business Ethics Policy and Code of Conduct and our Code
of Ethics for the CEO, CFO and senior financial officers. Please note that our Internet address is included in this
annual report on Form 10-K as an inactive textual reference only. Information contained on our website
WWW.isa-inc.com is not incorporated by reference into this annual report on Form 10-K and should not be considered
a part of this report.

ISA Recycling Operating Division

Since October 2005, we have focused much of our attention on our recycling business segment. We sell processed
ferrous and non-ferrous scrap material, including stainless steel, to end-users such as steel mini-mills, integrated steel
makers and foundries and refineries. We purchase ferrous and non-ferrous scrap material primarily from industrial and
commercial generators of steel, iron, aluminum, copper, stainless steel and other metals as well as from other scrap
dealers who deliver these materials directly to our facilities. We process these materials by sorting, shearing, cutting,
shredding and/or baling. We also continue to focus on initiating growth in our waste management business segment,
which includes management services and waste and recycling equipment sales, service and leasing.

In 2009, we expanded into the stainless steel recycling market for super alloys and high-temperature metals by
purchasing inventories and related equipment from Venture Metals, LLC and hiring two of its key executives. We
buy, remelt, and sell stainless steel and high-temperature alloys to steel mills like North American Stainless, our
primary customer. The Venture Metals asset purchase is the latest in a series of actions we have undertaken to position
ourselves for strategic growth. The multi-million dollar shredder project, completed in June 2009, expands our
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processing capacity, offers specialty grades of scrap and improves end-product quality. The shredder began operations
on July 1, 2009.

Ferrous Operations

Ferrous Scrap Purchasing - We purchase ferrous scrap from two primary sources: (i) industrial and commercial
generators of steel and iron; and (ii) scrap dealers, peddlers, and other generators and collectors who sell us steel and
iron scrap, known as obsolete scrap. Market demand and the composition, quality, size and weight of the materials are
the primary factors that determine prices paid to these material providers.
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Ferrous Scrap Processing - We prepare ferrous scrap material for resale through a variety of methods including
sorting, shearing, cutting, shredding and baling. We produce a number of differently sized, shaped and graded
products depending upon customer specifications and market demand.

Sorting - After purchasing ferrous scrap material, we inspect it to determine how we should process it to maximize
profitability. In some instances, we may sort scrap material and sell it without further processing. We separate scrap
material for further processing according to its size, composition and grade by using conveyor systems, front-end
loaders, crane-mounted electromagnets and claw-like grapples.

Shearing or Cutting - Pieces of oversized ferrous scrap material, such as obsolete steel girders and used pipe, which
are too large for other processing are cut with hand torches, crane-mounted alligator shears or stationary guillotine
shears.

Shredding We shred large pieces of ferrous scrap material, such as automobiles and major appliances, in our shredder
by hammermill action into pieces of a workable size that pass through magnetic separators to separate metal from
synthetic foam, fabric, rubber, stone, dirt, etc. The metal we recover from the shredding process we sell directly to
customers or reuse in some other metal blend. The substantially non-metallic residue by-product is usually referred to

as automobile shredder residue (ASR) or shredder fluff . We dispose of the non-metal components, which can reduce
the volume of the scrap as much as 25.0%, in a landfill. We began using the shredder system July 1, 2009.

Baling - We process light-gauge ferrous materials such as clips, sheet iron and by-products from industrial and
commercial processes, such as stampings, clippings and excess trimmings, by baling these materials into large,
uniform blocks. We use cranes and conveyors to feed the material into a hydraulic press, which compresses the
material into uniform blocks.

Ferrous Scrap Sales - We sell processed ferrous scrap material to end-users such as steel mini-mills, integrated steel
makers and foundries, and brokers who aggregate materials for other large users. Most customers purchase processed
ferrous scrap material through negotiated spot sales contracts, which establish the quantity purchased for the month
and the pricing. The price we charge for ferrous scrap materials depends upon market supply and demand, as well as
quality and grade of the scrap material.

Non-Ferrous Operations

Non-Ferrous Scrap Purchasing - We purchase non-ferrous scrap from two primary sources: (i) industrial and
commercial non-ferrous scrap material providers who generate or sell waste aluminum, copper, stainless steel, other
nickel-bearing metals, brass and other metals; and (ii) peddlers, scrap dealers, generators and collectors who deliver
directly to our facilities material that they collect from a variety of sources. We also collect non-ferrous scrap from
sources other than those that are delivered directly to our processing facilities by placing retrieval boxes at these
sources. We subsequently transport the boxes to our processing facilities.

Non-Ferrous Scrap Processing - We prepare non-ferrous scrap metals, principally aluminum, copper, brass and
stainless steel to sell by sorting, shearing, cutting, shredding or baling.

Sorting - Our sorting operations separate and identify non-ferrous scrap by using front-end loaders, grinders, hand
torches and spectrometers. Our ability to identify metallurgical composition maximizes margins and profitability. We
sort non-ferrous scrap material for further processing according to type, grade, size and chemical composition.
Throughout the sorting process, we determine whether the material requires further processing before we sell it.

Shearing or Cutting - Pieces of oversized non-ferrous scrap material, which are too large for other processing
methods, are cut with alligator shears.
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Shredding We shred large pieces of nonferrous scrap material, such as steel drums, copper and aluminum cable,
tubing, sheet metal, extrusions, and baled aluminum, in our shredder by hammermill action into pieces of a workable
size that pass through magnetic separators to separate metal from synthetic foam, fabric, rubber, stone, dirt, etc. The
metal we recover from the shredding process we sell directly to customers or reuse in some other metal blend. We
dispose of the non-metal components, which can reduce the volume of the scrap as much as 25.0%, in a landfill. We
began using the shredder system July 1, 2009.

Baling - We process non-ferrous metals such as aluminum cans, sheet and siding by baling these materials into large
uniform blocks. We use front-end loaders and conveyors to feed the material into a hydraulic press, which compresses
the material into uniform blocks.
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Non-Ferrous Scrap Sales - We sell processed non-ferrous scrap material to end-users such as foundries, aluminum
sheet and ingot manufacturers, copper refineries and smelters, steel mini-mills, integrated steel makers, steel foundries
and refineries, and brass and bronze ingot manufacturers. Prices for the majority of non-ferrous scrap materials change
based upon the daily publication of spot and futures prices on COMEX or the London Metals Exchange.

Waste Services Operations

Our Waste Services operations are in the business of commercial, retail and industrial waste and recycling

management services (CWS) and commercial and industrial waste and recycling handling equipment sales, rental and
maintenance (WESSCO). CWS offers a total package concept to commercial, retail and industrial customers for their
waste and recycling management needs. Combining waste reduction and diversion, and waste equipment technology,
CWS creates waste and recycling programs tailored to each customer s needs. The services we offer include locating
and contracting with a hauling company and recycler at a reasonable cost for each participating location. CWS does

not own waste-transporting trucks or landfills. We do not operate or partner with any of the national hauling or
recycling companies, and none of these companies own us. We are able to maintain a neutral position for the benefit

of our customers. We have designed and developed proprietary computer software that provides our personnel with
relevant information on each customer s locations, as well as pertinent information on service providers, disposal rates,
costs of equipment, including installation and shipping, disposal rates and recycling prices. This software has allowed
us to build a database for serving our customers that have locations nationwide as well as in Canada. This software
enables us to generate detailed monthly customized billing reports, and price tracking to accommodate our customers
needs.

Our management services division provides our customers evaluation, management, monitoring, auditing and cost
reduction of non-hazardous solid waste removal and recycling activities. CWS has developed a network of 1,049
hauling, landfill, recycling and equipment manufacturing and maintenance service providers throughout the United
States and Canada. Through this network, we are able to provide pricing estimates for current and potential customers.
CWS customer service representatives have access to this information through the computer software designed and
developed to enhance the value offered to our customers. Through this information retrieval system and database,
customer service representatives can review the accuracy of recent billings for hauling, landfill and recycling rates.

By offering competitively priced waste and recycling handling equipment from a number of different manufacturers,
WESSCO is able to tailor equipment packages for individual customer needs. We do not manufacture any equipment,
but we do refurbish, recondition and add options when necessary. We sell, rent and repair all types of industrial and
commercial waste and recycling handling equipment such as compactors, balers and containers.

Total Package Concept

We record revenues and costs in the period of delivery. Our management services division has third party service
providers providing same day service for all waste removal and recycling services for our customers. Our recycling
division purchases ferrous and nonferrous materials, cardboard and paper on a daily basis. We record these purchases
in the period received. We record revenue and cost in the period of delivery. The products or services have value to
the customer on a standalone basis. These services make up the total package concept.

Company Background

ISA was incorporated in October 1953 in Florida under the name Alson Manufacturing, Inc. From the date of
incorporation through January 5, 1975, Alson designed and manufactured various forms of electrical products. In
1979, the Board of Directors and the shareholders of Alson commenced liquidation of all the tangible assets of Alson.
On October 27, 1983, Harry Kletter, our Chairman of the Board and Chief Executive Officer, acquired 419,500 shares
of ISA Common Stock. The existing directors resigned and five new directors were elected.
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On July 1, 1984, we began a solid waste handling and disposal equipment sales organization under the name Waste
Equipment Sales and Services Company, which we refer to as WESSCO. On January 1, 1985, we merged with
Computerized Waste Systems, Inc., a Massachusetts corporation. CWS was a corporation specializing in offering
solid waste management consultations for large multi-location companies involved in the retail, restaurant and
industrial sectors. At the time of the merger, CWS was concentrating on large retail chains, but has changed its
emphasis to include commercial and industrial customers. This strategy created an additional target market for us.
Subsequent to the merger with CWS, we moved the CWS headquarters from Springfield, Massachusetts to Louisville,
Kentucky. At the time of the merger, much of the customer base and marketing efforts were concentrated in the
Northeast. With the move to Louisville, we began to expand our marketing efforts, which are now nationwide as well
as in Canada.
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On July 1, 1997, we acquired the assets of a non-ferrous scrap metal recycling facility located at 7100 Grade Lane,
Louisville, Kentucky, thus expanding our recycling product lines.

In January 1998, we acquired the business of a ferrous scrap and corrugated paper recycling facility located at 7100
Grade Lane, Louisville, Kentucky. This acquisition was the beginning of our ferrous scrap metal, non-ferrous scrap
metal and corrugated paper processing segment known as ISA Recycling.

On June 1, 1998, we acquired all of the business, property, rights and assets of a ferrous and non-ferrous scrap metal
recycling facility located in North Vernon, Indiana. On July 8, 2002, we acquired a five-acre tract at 1565 East 4th
Street, Seymour Indiana. In the fourth quarter of 2002, we moved our metal recycling facilities from North Vernon,
Indiana to Seymour, Indiana.

On February 15, 2005 we added a location in Lexington, Kentucky. We were using this property as a transfer station
for ferrous and nonferrous material. There were no processing operations at this facility. We discontinued operations
at this location in the first quarter of 2007 and currently sublease the location to an unaffiliated party.

During 2007, we added a location in New Albany, Indiana across the Ohio River from Louisville, Kentucky, the site
of our headquarters. We use this property as a transfer station for nonferrous material.

During 2007, we entered into an asset purchase agreement for $1,300,000 funded primarily by a note payable to
Industrial Logistic Services, LLC, the sole member of which is Brian Donaghy, our president and chief operating
officer, whereby we pay $20,000 per month for 60 months for various assets including tractor trailers, trucks and
containers. The note payable reflects a seven percent (7.0%) interest payment on the outstanding balance plus
principal amortization. We also paid ILS $100,000 cash as a portion of the purchase price at the time of execution of
the asset purchase agreement.

During 2008, we added a location near our Grade Lane site. We purchased the former Allied System truck terminal at
6709 Grade Lane. The 20,182 square foot facility sits on a 4.4 acre asphalted parking area. ISA Logistics and
WESSCO occupy this property, relocated from the main Louisville location, creating room for the new shredder and
related maintenance equipment. In September, 2009, we completed the widening of Grade Lane to three lanes along
our property, allowing traffic to move more freely and safely. The road improvements accommodate our growth from
the $10 million shredder project. The shredder began operations on July, 1, 2009. It shreds ferrous and non ferrous
scrap for domestic and international consumers. We can also use the shredder for a disaster plan by handling materials
prior to landfill disposal and recycling purposes.

In January, 2009, we expanded into the stainless steel and high-temperature alloys recycling business by purchasing
inventories from Ventures Metals, LLC for $9,109,059, agreeing to lease its processing equipment and facilities on
Camp Ground Road in Louisville, Kentucky and in Mobile, Alabama, and hiring key executives to head up a new ISA
Alloys division. On April 2, 2009, we completed the acquisition of the Camp Ground Road property consisting of
5.67 acres plus improvements from Luca Investments, LLC, an affiliate of Venture Metals, for a purchase price of
$2,067,041, comprised of $1,267,041 in cash and 200,000 shares of our common stock, valued at $4.00 per share on
April 2, 2009. On April 13, 2009, we concluded the purchase of the fixed assets of Venture Metals, LLC for
$1,498,885, less the rental we paid at $15,000 per month from February 11, 2009 through April 2, 2009 for use of the
fixed assets.

In March, 2009, we transformed the Camp Ground Road location into a full-service recycling material receiving
facility. We use this property as a transfer station for ferrous and nonferrous material. In June 2009, we closed the
Mobile, Alabama office.

In September, 2009, we purchased two tracts of real estate on Grade Lane near the current Grade Lane site through the
acquisition of all outstanding membership interests in 7124 Grade Lane LLC and 7200 Grade Lane LLC, each a

10
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Kentucky limited liability company, owned by Harry Kletter Family Limited Partnership, a Kentucky limited
partnership. Mr. Kletter is our chairman and chief executive officer and the general partner of Harry Kletter Family
Limited Partnership. One tract (7124 Grade Lane) contains the shredder, and the other tract (7200 Grade Lane)
provides a new entrance for the shredder and ISA Alloys. We built new scales on this site, and ISA Alloys uses the
space to store inventory. With respect to the purchase of the membership interests in 7200 Grade Lane LLC, we
provided to the limited partnership 367,187 shares at $6.40 per share for a purchase price of $2,349,996.80 and with
respect to the purchase of the membership interests in 7124 Grade Lane LLC, we provided to the limited partnership
132,813 shares at $6.40 per share for a purchase price of $850,003.20.

In November, 2009, we moved the ISA Alloys division from the Camp Ground Road location to 7100 Grade Lane.

11
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Industry Background

Our operations primarily involve the collection and processing of ferrous and non-ferrous scrap metals, including
stainless steel. We collect industrial scrap metal and obsolete scrap metal, process it into reusable forms and supply
the recycled scrap metals to our customers. Since October 2005, we have focused much of our attention on our
recycling business segment. We sell processed ferrous and non-ferrous scrap material to end-users such as steel
mini-mills, integrated steel makers and foundries and refineries. We purchase ferrous and non-ferrous scrap material
primarily from industrial and commercial generators of steel, iron, aluminum, copper, stainless steel and other metals
as well as from other scrap dealers who deliver these materials directly to our facilities. We process these materials by
sorting, shearing, cutting, shredding and/or baling.

We manage non-hazardous solid waste and recyclables for retail, commercial and industrial customers. As such, the
multi-billion dollar solid waste collection and disposal business drives the industry. The size of this industry has
increased for the past several years and should continue to increase as landfill space decreases. Although society and
industry have developed an increased awareness of environmental issues and recycling has increased, waste
production also continues to increase. Because of environmental concerns, new regulations and cost factors, it has
become difficult to obtain the necessary permits to build any new landfills. Management believes that with the
consolidation taking place in the waste industry, it will become increasingly difficult for a customer to receive a fair
price. We are, therefore, in a position to represent the best interest of the customer; this fact can only enhance our
business.

In addition to increasing landfill costs, regulatory measures and more stringent control of material bound for disposal
are making the management of solid waste an increasingly difficult problem. The United States Environmental
Protection Agency is expected to continue the present trend of restricting the amount of potentially recyclable material
bound for landfills. Many states have passed, or are contemplating, measures that would require industrial and
commercial companies to recycle a minimum percentage of their waste stream and restrict the percentage of
recyclable materials in any commercial load of waste material. Many states have already passed restrictive regulations
requiring a plan for the reduction of waste or the segregation of recyclable materials from the waste stream at the
source. ISA management believes that these restrictions may create additional marketing opportunities as waste
disposal needs become more specialized. Some large industrial and commercial companies have hired in-house staff
to handle the solid waste management and recycling responsibilities, but have found that without adequate resources
and staff support, in-house handling of these responsibilities may not be an effective alternative. We offer these
establishments a solution to this increasing burden.

Competition

The metal recycling business is highly competitive and is subject to significant changes in economic and market
conditions. The weaker economy, the reduction in automobile production, and fewer construction projects have
resulted in a reduced supply of scrap metal available. Pricing and proximity to a metal source are the major
competitive factors in the metal recycling business. We compete for the purchase and sale of scrap metal with large,
well-financed recyclers of scrap metal as well as smaller metal facilities and brokers/dealers. Although we continue to
expand our facilities and increase our processing efficiencies, including the completion of the shredder system in
2009, certain of our competitors have greater financial, marketing and physical resources. There can be no assurance
that we will be able to obtain our desired market share based on the competitive nature of this industry.

On a commercial/industrial waste management level, we have competition from a variety of sources. Much of it is
from companies that concentrate their efforts on a regional level. We believe that with the proprietary database of

regional and national pricing, we will maintain our edge on a national basis.

There has been increased competition from national hauling and recycling companies. The large national hauling and
recycling companies often attempt to handle all locations for a national chain customer. This scenario poses a

12
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potential conflict of interest since these hauling companies and recyclers can attain greater profitability from increases
in hauling and disposal revenues and fluctuations in recycling prices. In addition to having an interest in higher
hauling and disposal rates, the national hauling companies do not have operations in every community. Additionally,
we have encountered evidence of some reluctance from independent hauling and recycling companies to work with
national hauling and recycling companies for locations not serviced by these national companies.

There is also competition from some equipment manufacturers. The primary interest of these companies is selling,
leasing and renting equipment and offering management services in order to secure these sales or leases. There is a
cost involved in using the equipment and the money saved must justify the amount spent on this equipment.

13
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An important difference between us and the majority of our competition is our management process. Our systematic
approach attempts to provide consistent results for the customer. At the implementation stage, we actively bid out
every location that a new customer requests. We repeat this bidding process any time a customer receives notice of an
undocumented price increase or at regular intervals as indicated in the contract. At subsequent stages, we will evaluate
a customer s solid waste and recycling program and provide alternatives for improvement.

We have developed a network of maintenance, hauling, disposal, equipment and recycling companies throughout the
country and in Canada, and due to the volume of business we have awarded to them, these companies will often offer
us discounted hauling, disposal and maintenance rates and increased recycling prices. However, no company or
service provider in the hauling, disposal, recycling, equipment and/or maintenance industries owns or controls us. We
deal with those companies and service providers that can supply quality service and products at a favorable price and
understand that as long as we serve our customers well, we and our service providers will have the opportunity to bid
on future accounts.

Few, if any, of our competitors have a national network of service providers similar to the one we have developed
over our years of operation. Although the major hauling and recycling companies have operating companies in most
major and intermediate-sized cities, they do not have nationwide geographic coverage. Therefore, for large
commercial and industrial clients, they must obtain bids from local hauling, disposal and recycling companies that
may perceive them to be future competitors. We have positioned ourselves to negotiate with the haulers, landfill
operators and recyclers while servicing our customers on a nationwide basis.

Employees

As of December 31, 2009, we had one hundred sixty-five (165) full-time employees as follows: recycling 81,
management services 9, sales/leasing 3, drivers 17, maintenance 16, and administration/information technology 39.
None of our employees are a member of a union.

Effect of State and Federal Environmental Regulations

Any environmental regulatory liability relating to our operations is generally borne by the customers with whom we
contract and the service providers in their capacity as transporters, disposers and recyclers. Our policy is to use our
best efforts to secure indemnification for environmental liability from our customers and service providers. Although
we believe that our business does not subject us to potential environmental liability, we continue to use our best
efforts to be in compliance with federal, state and local environmental laws, including but not limited to the
Comprehensive Environmental Response, Compensation and Liability Act of 1980, as amended, the Hazardous
Materials Transportation Act, as amended, the Resource Conservation and Recovery Act, as amended, the Clean Air
Act, as amended, and the Clean Water Act. Such compliance has not historically constituted a material expense to us.

The collection and disposal of solid waste and rendering of related environmental services as well as recycling
operations and issues are subject to federal, state and local requirements, which regulate health, safety, the
environment, zoning and land-use. Federal, state and local regulations vary, but generally govern hauling, disposal
and recycling activities and the location and use of facilities and also impose restrictions to prohibit or minimize air
and water pollution. In addition, governmental authorities have the power to enforce compliance with these
regulations and to obtain injunctions or impose fines in the case of violations, including criminal penalties. The EPA
and various other federal, state and local environmental, health and safety agencies and authorities, including the
Occupational Safety and Health Administration of the U.S. Department of Labor administer those regulations.

We strive to conduct our operations in compliance with applicable laws and regulations. While such amounts
expended in the past or that we anticipate spending in the future have not had and are not expected to have a material
adverse effect on our financial condition or operations, the possibility remains that technological, regulatory or
enforcement developments, the results of environmental studies or other factors could materially alter this expectation.
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Each state in which we operate has its own laws and regulations governing solid waste disposal, water and air
pollution and, in most cases, releases and cleanup of hazardous substances and liability for such matters. Several states
have enacted laws that will require counties to adopt comprehensive plans to reduce, through waste planning,
composting, recycling, or other programs, and the volume of solid waste landfills. Several states have recently enacted
these laws. Legislative and regulatory measures to mandate or encourage waste reduction at the source and waste
recycling also are under consideration by Congress and the EPA.

Finally, various states have enacted, or are considering enacting, laws that restrict the disposal within the state of solid
or hazardous wastes generated outside the state. While courts have declared unconstitutional laws that overtly
discriminate

15
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against out of state waste, courts have upheld some laws that are less overtly discriminatory. Challenges to other such
laws are pending. The outcome of pending litigation and the likelihood that jurisdictions will adopt other such laws
that will survive constitutional challenge are uncertain.

Subsequent Events

On March 12, 2010 we executed a commitment letter with a bank to put in place a revolving credit facility in the
amount of $20,000,000 for the purpose of replacing a promissory note, loan agreement and related security documents
in the amount of $12,000,000, and the $10,000,000 senior revolving credit facility. In addition, the commitment
provides for a $5,000,000 term loan modification. We plan to use the proceeds of the revolving credit facility for
funding temporary fluctuations in accounts receivable of most of our customers and inventory. We must close on the
commitment by April 15, 2010.

With respect to the revolving credit facility, the anticipated interest rate will be one month LIBOR plus two and fifty
one-hundredths percent (2.50%) per annum adjusted monthly on the first day of each month with a floor of three and
one half percent (3.50%). The proposed term of the revolving credit facility will be three years and one day. We will
be able to draw the lesser of $20,000,000 or the borrowing base, consisting of the sum of 80.0% of eligible accounts
plus 55.0% of eligible inventory up to $10,000,000. Eligible accounts are generally those receivables that are less than
90 days from the invoice date. As security for the revolving credit facility we will provide a first priority security
interest in the accounts receivable from most of our customers and inventory. We will cross collateralize this
revolving line of credit with the $5,000,000 term loan, an existing rental fleet loan in favor of the bank and a $500,000
purchasing credit card commitment, in addition to all other existing debt we owe to the bank.

The $5,000,000 term loan provides for an interest rate that is the same as the interest rate for the revolving credit
facility. Accrued interest is payable monthly with the first such payment commencing 30 days from the date of
closing. The outstanding balance under the term loan plus accrued interest is due at maturity 90 days from the closing
date. However in lieu of the interest-only period, we may choose to pay principal plus accrued interest monthly
commencing 30 days from the modification date of the term loan with one final payment due on April 7, 2014. As
security for the modified term loan we are proving a first priority security interest in all equipment other than the
rental fleet that we own. In addition we will provide a first mortgage on the property at the following locations: 3409
Campground Road, 6709, 7023, 7025, 7101, 7103 and 7110 Grade Lane, Louisville Kentucky, 1565 East Fourth
Street, Seymour, Indiana and 1617 State Road 111, New Albany, Indiana. In addition we will cross collateralize this
term loan with our revolving credit facility, the rental fleet loan, the $500,000 purchasing credit card commitment and
all other existing debt we owe to the bank.

We will have to satisfy certain financial and other covenants that the bank will provide for in the final loan documents.

The bank may void the commitment for, among other reasons, a bankruptcy event against us, a payment default for
money borrowed, and unacceptable changes in our management.

ITEM 1A. RISK FACTORS
Risk Factors

This Annual Report on Form 10-K includes forward-looking statements within the meaning of Section 21E of the
Securities Exchange Act of 1934, as amended, including, in particular, certain statements about our plans, strategies
and prospects. Although we believe that our plans, intentions and expectations reflected in or suggested by such
forward-looking statements are reasonable, we cannot assure you that such plans, intentions or expectations will be
achieved. Important factors that could cause our actual results to differ materially from our forward-looking
statements include those set forth in this Risk Factors section. All forward-looking statements attributable to us or any
persons acting on our behalf are expressly qualified in their entirety by the cautionary statements set forth below.
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Unless the context requires otherwise, all references to the company, we, us or our include Industrial Services of
America, Inc. and subsidiaries.

If any of the following risks, or other risks not presently known to us or that we currently believe to not be significant,
develop into actual events, then our business, financial condition, results of operations, cash flows or prospects could
be materially adversely affected.
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Risks Related to Our Operations

Our business has increasing involvement in stainless steel, ferrous, non-ferrous and fiber recycling. Changes in
prices, demand, including foreign demand, regulation, economic slowdowns or increased competition could
result in a reduction of our revenue and consequent decrease in our common stock price.

Many companies offer or are engaged in the development of products or the provisions of services that may be or are
competitive with our current products or services, although we do not believe any competition offers the unique
mixture of the services and products we provide in the waste management and scrap recycling areas. Many entities
have substantially greater financial, technical, manufacturing, marketing, distribution and other resources than we
possess in the stainless steel, ferrous, non-ferrous and fiber recycling businesses. In addition, the industry is constantly
changing as a result of consolidation that may create additional competitive pressures in our business environment.

Volatility in market prices of our scrap metal recycling inventory may adversely affect our business.

We make certain assumptions regarding future demand and net realizable value in order to assess that we record our
stainless steel, ferrous, non-ferrous and fiber recycling inventory properly at the lower of cost or market. We base our
assumptions on historical experience, current market conditions and current replacement costs. If the anticipated
future selling prices of scrap metal and finished steel products should decline due to the cyclicality of the business or
otherwise, we would re-assess the recorded net realizable value of such inventory and make any adjustments we feel
necessary in order to reduce the value of such inventory (and increase cost of goods sold) to the lower of cost or
market.

As of January 4, 2010, we began using the specific identification method of valuing inventory. See Note 1 in the notes
to the financial statements.

An increase in the price of fuel may adversely affect our business.

Our operations are dependent upon fuel, which we generally purchase in the open market on a daily basis. Direct fuel
costs include the cost of fuel and other petroleum-based products used to operate our shredder, fleet of cranes and
heavy equipment. We are also susceptible to increases in indirect fuel costs which include fuel surcharges from
vendors. During 2007 and 2008, we experienced increases in the cost of fuel and other petroleum-based products,
although these prices decreased in later 2008 and 2009. A portion of these increases we passed on to our customers.
However, because of the competitive nature of the industry, there can be no assurance that we will be able to pass on
current or future increases in fuel prices to our customers. Although fuel costs decreased in 2009 compared to 2008,
due to political instability in oil-producing countries, fuel prices may increase again in 2010. A significant increase in
fuel costs could adversely affect our business.

We could incur substantial costs in order to comply with, or to address any violations under, environmental
laws that could significantly increase our operating expenses and reduce our operating income.

Our operations are subject to various environmental statutes and regulations, including laws and regulations
addressing materials used in the processing of our products. In addition, certain of our operations are subject to
federal, state and local environmental laws and regulations that impose limitations on the discharge of pollutants into
the air and water and establish standards for the treatment, storage and disposal of solid and hazardous wastes. Failure
to maintain or achieve compliance with these laws and regulations or with the permits required for our operations
could result in substantial operating costs and capital expenditures, in addition to fines and civil or criminal sanctions,
third party claims for property damage or personal injury, cleanup costs or temporary or permanent discontinuance of
operations. Certain of our facilities have been in operation for many years and, over time, we and other predecessor
operators of these facilities have generated, used, handled and disposed of hazardous and other regulated wastes.
Environmental liabilities could exist, including cleanup obligations at these facilities or at off-site locations where we
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disposed of materials from our operations, which could result in future expenditures that we cannot currently quantify
and which could reduce our profits.

Our financial statements are based upon estimates and assumptions that may differ from actual results.

We have prepared our financial statements in accordance with U.S. generally accepted accounting principles and
necessarily include amounts based on estimates and assumptions we made. Actual results could differ from these
amounts. Significant items subject to such estimates and assumptions include the carrying value of long-lived assets,
valuation allowances for accounts receivable, lower of cost or market, liabilities for potential litigation, claims and
assessments, and liabilities for environmental remediation and deferred taxes.
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We depend on our senior management team and the loss of any member could prevent us from implementing
our business strategy.

Our success is dependent on the management and leadership skills of our senior management team. We have entered
into employment agreements with our president and chief operating officer, Brian Donaghy, our vice president of ISA
Recycling, James Wiseman III, and our vice president of ISA Alloys, Steve Jones. The loss of any members of our
management team or the failure to attract and retain additional qualified personnel could prevent us from
implementing our business strategy and continuing to grow our business at a rate necessary to maintain future
profitability.

The concentration of our customers and our exposure to credit risk could have a material adverse effect on the
our results of operations and financial condition.

Sales to North American Stainless, our largest customer, represented approximately 68.6% of our net sales for the
year ended December 31, 2009. Our cash flow experiences a significant decline between the time we acquire scrap
metal for processing and the time we receive payment for these goods. The loss of a significant customer or our
inability to collect accounts receivable would negatively impact our revenues and profitability and could materially
and adversely affect our results of operations and financial condition.

Our debt may increase our vulnerability to economic or business downturns.

We are vulnerable to higher interest rates because interest expense on certain of our borrowings is based on margins
over a variable base rate. We may experience material increases in our interest expense as a result of increases in
general interest rate levels. If we were to breach covenants in our lending facilities, our lenders could exercise their
remedies related to any material breaches, including acceleration of our payments and taking action with respect to
their loan security.

From time to time, we have relied upon and will rely on borrowings under various credit facilities and from other
lenders to operate our business. However, the recent financial crisis has adversely affected many financial institutions
and, as a result, such financial institutions have ceased or reduced the amount of lending they have made available to
their customers. As a result, we may not have the ability to borrow from other lenders to operate our business.

Seasonal changes may adversely affect our business and operations.

Our operations may be adversely affected by periods of inclement weather, which could decrease the collection and
shipment volume of recycling materials.

Risks Related to Our Common Stock

Future sales of our common stock could depress our market price and diminish the value of your investment.
Future sales of shares of our common stock could adversely affect the prevailing market price of our common stock. If
our existing shareholders sell a large number of shares, or if we issue a large number of shares, the market price of our
common stock could significantly decline. Moreover, the perception in the public market that our existing
shareholders and in particular members of the Kletter family might sell shares of common stock could depress the
market for our common stock.

The market price for our common stock may be volatile.

In recent periods, there has been volatility in the market price for our common stock. In addition, the market price of
our common stock could fluctuate substantially in the future in response to a number of factors, including the
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our quarterly operating results or the operating results of our companies in the waste management or
ferrous, non-ferrous and fiber recycling industry;

changes in general conditions in the economy, the financial markets or the ferrous, non-ferrous and fiber
recycling industry;

loss of significant customers and

increases in materials and other costs.
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In addition, in recent years the stock market has experienced extreme price and volume fluctuations. This volatility
has had a significant effect on the market prices of securities issued by many companies for reasons unrelated to their
operating performance. These broad market fluctuations may materially adversely affect our stock price, regardless of
our operating results.

Item 2. Properties.
Related Parties Agreements K&R

On February 16, 1998 our Board of Directors ratified and formalized an existing relationship in connection with (i)
our leasing of facilities from K&R, LLC and (ii) the provision of consulting services from K&R to us. K&R is our
affiliate because our Chief Executive Officer is our principal shareholder and he owns 100.0% of K&R.

Lease Agreement. This K&R lease, effective as of January 1, 1998, covers approximately 20.5 acres of land and the
improvements thereon, which are located at 7100 Grade Lane in Louisville, Kentucky. The principal improvements
consist of the following:

--  an approximately 22,750 square foot building used as the corporate and CWS offices;

--  an approximately 8,286 square foot building used for sales/leasing and information technology offices;

--  an approximately 13,995 square foot building used as the paper recycling plant;

--  an approximately 12,000 square foot building used for the metals recycling plant;

--  an approximately 51,760 square foot building used as the recycling offices and warehouse space;

--  and the remaining 15,575 square feet of space contained in five (5) buildings ranging in size from

approximately 256 to 8,000 square feet.

The initial term of the K&R lease was for ten years with two five-year option periods available thereafter. In 2007, we
extended this lease agreement for five years per the terms of the lease. The base rent for the first five years was
$450,000 per annum. The rent for the second five years, beginning January 1, 2003, became $505,272 per annum,
payable at the beginning of each month in an amount equal to $42,106. The rent for the third five years, beginning
January 1, 2008, became $582,000 per annum, payable at the beginning of each month in an amount equal to $48,500.
This fixed minimum rent adjusts each five years, including for each of the option periods, in accordance with the
consumer price index. The fixed minimum rent also increases to $750,000 per annum, in an amount equal to $62,500
per month in the event of our change in control. We must pay, as additional rent, all real estate taxes, insurance,
utilities, maintenance and repairs, replacements (including replacement of roofs if necessary) and other expenses. The
K&R lease provides for our indemnification of K&R for all damages arising out of our use of or the condition of the
leased premises excepting therefrom K&R s negligence.

In 2004, we paid for repairs totaling $302,160 that we made to the buildings and property that we lease from K&R,
located at 7100 Grade Lane, Louisville, Kentucky. K&R executed an unsecured promissory note, dated March 25,
2005 but effective December 31, 2004, to us for the principal sum of $302,160. K&R makes payments on the
promissory note of principal and interest in ninety-six (96) monthly installments of $3,897.66. The rate of interest is
five and one-half percent (5.5%) per annum. Failure of K&R to make any payment when due under this note within
fifteen (15) days of its due date shall constitute a default. After the fifteen day period, the note shall bear interest at a
rate equal to fifteen percent (15.0%) per annum and we have the right to exercise our remedies to collect full payment
of the note.

In an addendum to the K&R lease as of January 1, 2005, the rent was increased $4,000 as a result of the improvements
made to the property in 2004. For years 2005 through 2009, the payments to K&R by the Company of $4,000 for
additional rent and the monthly payment from K&R to the Company of $3,897.66 for the promissory note were offset.

K&R Consulting Agreement. The K&R consulting agreement remains in effect until December 31, 2010, with
automatic annual renewals thereafter unless one party provides written notice to the other party of its intent not to
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renew at least six months in advance of the next renewal date. K&R shall provide strategic planning for mergers and
acquisitions. We pay to K&R $240,000 in equal monthly installments of $20,000 in connection with the K&R
consulting activities.

The K&R consulting agreement terminates upon a non-defaulting party providing written notice to the other party of
its intent to terminate. The recipient of the notice has 10 days to cure monetary defaults and 30 days to cure
non-monetary defaults. Upon termination, K&R agrees not to engage, directly or indirectly, in the business conducted
by, or hire our employees for a period of five years and within 100 miles of any of our operations.

10
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We compensate our principal shareholder and Chief Executive Officer through consulting fees paid pursuant to the
K&R consulting agreement.

Lease and Sublease Agreements Lexington

We have subleased the Lexington property to an unaffiliated party for a term that commenced March 1, 2007 and ends
December 31, 2012 for $4,500 per month. We currently lease this property from an unrelated party for $4,500 per
month; the lease terminates December 31, 2012. If for any reason the sublessee defaults, we remain liable for the
remainder of the lease payments through December 31, 2012.

Property Purchase Camp Ground Road, Louisville, Kentucky

On January 13, 2009, we entered into an inventory purchase agreement with Venture Metals, LLC, one of the terms of
which provided us with the right to retain the use of the property located at 3409 Camp Ground Road, Louisville,
Kentucky, for a period not to exceed two years for a monthly rental of $15,000. The property consists of 5.67 acres
with a 7,875 square foot building to be used for our aluminum scrap business located thereon. We currently employ
certain of the principal owners of Venture Metals. In March, 2009, we transformed the Camp Ground Road location
into a full-service recycling material receiving facility.

We completed the acquisition of the real property at 3409 Camp Ground Road, Louisville, Kentucky, from Luca
Investments, LL.C, an affiliate of Venture Metals, on April 2, 2009. Under the agreement, we purchased the property
and improvements thereon consisting of 5.67 acres with a 7,875 square foot building located thereon. We paid
$2,067,041 for the property, comprised of $1,267,041 in cash and 200,000 shares of ISA common stock priced at the
per share NASDAQ last sale price of $4.00, as quoted on NASDAQ at 10:30 a.m. (EDT) on April 2, 2009. We
originally determined the purchase price for the real estate based on internal analyses as to the value of the property.
Subsequently, we had an independent, third-party appraisal completed on the property, which resulted in an
adjustment to the purchase price allocation to the property. BB&T provided credit to us under our $10,000,000 line of
credit with BB&T funding the cash portion of the purchase price.

Property Purchase Grade Lane, Louisville, Kentucky

On September 10, 2009 we completed the acquisition of all outstanding membership interests in 7124 Grade Lane
LLC and 7200 Grade Lane LLC, each a Kentucky limited liability company, owned by Harry Kletter Family Limited
Partnership, a Kentucky limited partnership. Mr. Kletter is our chairman and chief executive officer and the general
partner of Harry Kletter Family Limited Partnership.

7124 Grade Lane LLC and 7200 Grade Lane LLC own properties at 7124 Grade Lane and 7200 Grade Lane,
Louisville, Kentucky, respectively. Prior to the consummation of the acquisition of the interests in the limited liability
companies on September 10, 2009, Harry Kletter Family Limited Partnership owned all the membership interests in
each of 7124 Grade Lane LLC and 7200 Grade Lane LLC. We acquired these membership interests, and in effect the
properties, due to their strategic location adjacent to 7100 Grade Lane, Louisville, Kentucky where we have our
principal operations and headquarters and recently completed the construction of a new shredder system and part of
the installation rests on the property.

As described in each agreement and plan of share exchange, one by and among the limited partnership, 7124 Grade
Lane LLC and us and the second among the limited partnership, 7200 Grade Lane LLC and us, we exchanged in the
aggregate 500,000 newly-issued, unregistered shares of its $.005 par value common stock for all the outstanding
membership interest in the two limited liability companies. These shares do not have any registration rights. With
respect to the purchase of the membership interests in 7200 Grade Lane LLC, we provided to the limited partnership
367,187 shares at $6.40 per share for a purchase price of $2,349,996.80 and with respect to the purchase of the
membership interests in 7124 Grade Lane LLC, we provided to the limited partnership 132,813 shares at $6.40 per
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share for a purchase price of $850,003.20. The transaction did not involve financing provided by any financial
institutions.

An independent, third-party appraiser located in Louisville, Kentucky, provided an appraisal for each property to
assist us in determining the purchase price for the membership interests in the limited liability companies. As of the
date of the appraisals on July 3, 2009, the property at 7124 Grade Lane had an asis estimated market value of
$850,000 while the property located at 7200 Grade Lane had an as is estimated market value of $2,350,000. The
respective purchase prices paid in the form of our shares to the limited partnership for the 7124 Grade Lane LLC and
7200 Grade Lane LLC were $850,003.20 and $2,349,996.80, respectively, as evidenced by the 132,813 shares and
367,187 shares of our common stock at the per share price of $6.40.

11
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The transaction received approval of our audit committee comprised of independent directors, the board of directors,
without the participation of Harry Kletter, our chairman and chief executive officer and also the general partner of the
limited partnership, and a majority of the outstanding shares of our common stock by written consent. Because of the
relationship between Harry Kletter and us, NASDAQ rules required the approval of our stockholders.

Although the form of transaction involved the exchange of our unregistered securities for interests in the limited
liability companies, the substance of the transaction was the purchase of two tracts of real estate from the limited
partnership. Each limited liability company is a special purpose entity formed solely to hold its respective real estate
tract to provide greater liability protection. The only income generated from these tracts was an immaterial amount of
$6,000 a month through August 2011 from a lease of four acres of the 7200 Grade Lane tract. Effectively these
limited liability companies had no operating assets and were therefore not operating businesses.

Item 3. Legal Proceedings.

Finalized Litigation

In May 2006, All American Recycling, known as AAR, and its owners, R.D. Burton and Donna Burton filed a lawsuit
in Jefferson County, Kentucky Circuit Court against us and K&R Resources LLC (All American Recycling. Inc. and
R.D. Burton and Donna Burton v. Industrial Services of America, Inc.. et. al., Jefferson Circuit Court, Case No.
06-C-04701), as further described in the Form 10-Q for the period ended September 30, 2008. Both parties entered
into a settlement agreement as described in the 8-K dated February 18, 2009. By March 31, 2009, All American
Recycling, Inc. had vacated the premises at Grade Lane, Louisville, Kentucky that it had subleased from us pursuant
to the settlement agreement we entered into with All American Recycling, Inc. on February 2, 2009.

We have renovated the Camp Ground Road facility and it is now a full-service yard providing ferrous, non-ferrous
and stainless material for the Grade Lane operations. After AAR vacated the Grade Lane premises, we relocated the
stainless steel inventory operations from the Camp Ground Road location to the vacated premises on Grade Lane.

Pending Litigation

On January 4, 2007, Lennox Industries, Inc., a commercial heating and air-conditioning manufacturer, filed a suit
against us in Lennox Industries. Inc. v. Industrial Services of America. Inc., Case No. CV-2007-004 in the Arkansas
County, Arkansas Circuit court in Stuttgart, Arkansas. Lennox in its Second Amended Complaint currently alleges
breach of contract, negligence, and breach of fiduciary duty arising from our alleged miscategorization of Lennox s
scrap metal and mismanagement of the scrap metal recycling operations at three Lennox plants during the contract
period April 18, 2001 through November 2005.

We filed a Motion for Summary Judgment in October, 2009, which the court denied in February, 2010. Discovery by
the parties is still ongoing. There are currently no dates set for either a mediation or a jury trial. We are vigorously
defending all of Lennox s claims as we believe the claims to be without merit.

Item 4. Reserved.
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Item 4a. ISA Executive Officers.

Served as an Position with the
Executive Registrant and Other
Name Officer From Age Principal Occupations
Harry Kletter 1983 83 ISA Chairman of the Board and Chief Executive Officer from

May 2, 2000 to present. ISA Chairman of the Board and Chief
Visionary Officer from February 3, 2000 to May 2, 2000.

Mr. Kletter served as Chairman of the Board and Chief
Executive Officer from July 31, 1992 to February 3, 2000,
President of ISA from July 31, 1992 to December 1997, from
January 1990 to July 1991, and from October 1983 to January
1988. Mr. Kletter is also Chairman and sole shareholder of
K&R, LLC.

Brian Donaghy August 2007 34 President and Chief Operating Officer since August 2007 and
Board of Directors Member beginning June 2009. Mr. Donaghy
served as ISA s acting COO from January 1, 2007 through
August 2007. Prior to his appointment to that position,

Mr. Donaghy was a consultant to ISA Recycling. From 2001 to
2007, he owned and operated Industrial Logistic Services, LLC,
a scrap metal and waste transportation company located at ISA s
Louisville headquarters, the assets of which he has sold to ISA

in 2007. ILS had approximately 30 employees and total

revenues of $2.0 million in 2007 and 2006.

Alan L. Schroering 2000 45 ISA Chief Financial Officer since May, 2001. Mr. Schroering
served as an ISA board member from June 2000 to May 2001.
Mr. Schroering has served as Treasurer from October 2001 to
present. Mr. Schroering served in several accounting positions
with National Processing Company from April 1998 to May
2000. Mr. Schroering served previously in several accounting
positions with ISA from November 1984 to March 1998.

Steve Jones 2009 39 Vice President of Operations ISA Alloys since June 1, 2009.
Mr. Jones joined ISA in 2009 from Venture Metals, LLC in
Louisville, Kentucky, which he co founded in 2006 with
Mr. Jeff Valentine. Mr. Jones managed approximately 25
employees at Venture Metals, LLC, and the company had total
revenues of $161.7 million in 2008 and $145 million in 2007.
Mr. Jones is a 16 year veteran of the stainless and superalloy
industry having been in various capacities with ELG from
1997-2006, ending as General Manager, and with Astromet
from 1993-1997. Mr. Jones is responsible for all operations,
purchasing and trading for ISA Alloys.

James K. Wiseman,  August 2007 56 Vice President of ISA Recycling since August 2007. Midwest
I Metals, Inc., a privately-held company in Louisville, Kentucky,
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employed Mr. Wiseman from May 1997 to March 2007 as

general manager of the physical scrap operation and trader of

non-ferrous metals. While at Midwest Metals, Inc.,

Mr. Wiseman directly managed six employees. Mr. Wiseman

has held various management positions within the recycling

business since 1976.
None of the above officers is related to any other. With respect to certain arrangements with certain officers of ISA
relating to executive compensation, see section entitled Executive Compensation - Certain Transactions in ISA s Proxy
Statement for the 2010 Annual Meeting of Shareholders as incorporated herein by reference at Item 11.
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PART II

Item 5. Market for ISA s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities.

Effective August 29, 1996, the $.01 par value ISA common stock became listed on the Small Cap Market (the Small
Cap Market ) of the NASDAQ Stock Market under the symbol IDSA. Prior to August 29, 1996, our common stock
traded on the Over the Counter Bulletin Board operated by the National Association of Securities Dealers, Inc. High
and low sales price of the common stock price is summarized as follows:

2009 2008 2007

Quarter Ended High Low High Low High Low
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