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PART I FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

INFRASOURCE SERVICES, INC. AND SUBSIDIARIES
Condensed Consolidated Balance Sheets

Current assets:

Cash and cash equivalents

Contract receivables (less allowances for doubtful accounts of $3,184 and $2,420, respectively)
Costs and estimated earnings in excess of billings

Inventories

Deferred income taxes

Other current assets

Receivables due from related party

Total current assets

Property and equipment (less accumulated depreciation of $55,919 and $68,097, respectively)
Goodwill

Intangible assets (less accumulated amortization of $19,861 and $20,355, respectively)
Deferred charges and other assets, net

Total assets

Current liabilities:

Current portion of long-term debt

Other liabilities related parties

Accounts payable

Accrued compensation and benefits

Other current and accrued liabilities

Accrued insurance reserves

Billings in excess of costs and estimated earnings

Deferred revenues

Total current liabilities

Long-term debt, net of current portion

Deferred revenues

Other long-term liabilities related party

Deferred income taxes

Other long-term liabilities

Total liabilities

Commitments and contingencies

Shareholders equity:

Preferred stock, $.001 par value (authorized 12,000,000 shares; 0 shares issued and outstanding)

Common stock $.001 par value (authorized 120,000,000 shares; issued 39,396,694 and 39,786,052

shares, respectively, and outstanding 39,366,824 and 39,756,182, respectively)
Treasury stock at cost (29,870 shares)

Additional paid-in capital

Deferred compensation

Retained earnings

Accumulated other comprehensive income

Total shareholders equity

Total liabilities and shareholders equity

The accompanying notes are an integral part of these condensed consolidated financial statements.
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December 31,

2005

(Unaudited)

(In thousands, except
share data)

$ 24287
137,762
84,360
9,183

4,732

7,074

267,398
144,200
138,054
1,884

10,501

$ 562,037

$ 889
11,299
44,939
20,454
20,515
30,550
15,012
6,590
150,248
83,019
17,826
420
3,370
5,298
260,181

39

(137 )
278,387
(1,641)

24,640

568

301,856

$ 562,037

June 30,
2006

$ 20491
138,307
92,791
8,828

5,671

6,568

316
272,972
148,667
138,787
1,390

6,728

$ 568,544

$ 51
1,227
47,482
22,798
20,338
35,329
18,456
6,569
152,250
75,023
17,414

4,351
5,363
254,401

40
(137 )
281,608

32,433

199

314,143

$ 568,544
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INFRASOURCE SERVICES, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Operations

Contract revenues

Cost of revenues

Gross profit

Selling, general and administrative expenses
Merger related costs

Provision of uncollectible accounts
Amortization of intangible assets

Income (loss) from operations

Interest income

Interest expense

Write-off of deferred financing costs

Other income (expense), net

Income (loss) from continuing operations before
income taxes

Income tax expense (benefit)

Income (loss) from continuing operations
Discontinued operations:

Income (loss) from discontinued operations (net
of income tax expense (benefit) of $(52), $67,
$(267) and $88, respectively)

Net income (loss)

Basic income (loss) per share:

Income (loss) from continuing operations
Income (loss) from discontinued operations
Net income (loss)

Weighted average basic common shares
outstanding

Diluted income (loss) per share:

Income (loss) from continuing operations
Income (loss) from discontinued operations
Net income (loss)

Weighted average diluted common shares
outstanding

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Three Months
Ended

June 30, 2005
(Unaudited)

Three Months
Ended
June 30, 2006

(In thousands, except per share data)

$ 231,670

212,828
18,842
17,651
76

4

1,698
(587

28
(2,246

634
(2,171

(808
(1,363

7
$ (1410

$ (0.04
$ (0.04
39,056

$ (0.04
$ (0.04

39,056

$ 258,027
221,643
36,384
23,012

41
237

13,094

173

(1,682 )
(4,296 )
1,487

8,776

3,551
5,225

102
$ 5327

39,735
$ 0.13
$ 0.13

40,336

Six Months
Ended
June 30, 2005

$ 412,300
373,194
39,106

34,159

152

84

3,310

1,401

222

(3,703 )

5,015
2,935

1,234
1,701

(369 )
$ 1332

$ 0.04

(0.01 )
$ 0.03
39,018

$ 0.04

(0.01 )
$ 0.03

39,801

Six Months
Ended
June 30, 2006

$ 475267
409,687
65,580
46,083

31
494
18,972
409
(3,793
(4,296
1,563

12,855

5,196
7,659

40,242
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INFRASOURCE SERVICES, INC. AND SUBSIDIARIES

Condensed Consolidated Statements of Shareholders Equity

Balance as of
December 31, 2005
Vesting of early
exercised options
Reclass of deferred
compensation

Stock options exercised
and vested restricted
stock

Income tax benefit from
options exercised
Issuance of shares under
employee stock
purchase plan

Stock compensation
expense

Net income

Other comprehensive
loss

Balance as of June 30,
2006

Common Stock Treasury Stock
Shares Amount Shares Amount
(Unaudited)

(in thousands, except share amounts)
39,396,694 $ 39 (29,870) $ (137)
119,476

195,381 1

74,501

39,786,052 $ 40 (29,870) $ (137)

Additional
Paid-In
Capital

$ 278,387

549

(1,641

1,211

579

698

1,825

$ 281,608

Accumulated Other
Comprehensive Income (Loss)
Foreign
Fair Value Currency
Deferred Adjustment TranslationRetained
Compensation on DerivativesA djustmenfarnings

$ (1,641) $ 480 $ 88 $ 24,640
1,641
7,793
(480 ) 111
$ $ $ 199 $ 32,433

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Total

$ 301,856

549

1,212

579

698

1,825
7,793

(369

$ 314,143

)
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INFRASOURCE SERVICES, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Cash Flows

Six Months Ended Six Months Ended
June 30, 2005 June 30, 2006
(Unaudited)
(In thousands)
Cash flows from operating activities:
Net income $ 1,332 $ 7,793
Adjustments to reconcile net income to cash provided by (used in) operating activities:
Loss (gain) from discontinued operations net of taxes 369 (134
Depreciation 13,597 13,664
Amortization of intangibles 3,310 494
Gain on sale of assets (1,398 ) (1,355
Deferred income taxes (1,988 ) (738
Write-off of deferred financing costs 4,296
Reversal of litigation judgment (4,279 )
Other (134 ) 2,071
Changes in operating assets and liabilities, net of effects of acquisitions:
Contract receivables, net (14,146 ) (576
Costs and estimated earnings in excess of billings, net (38,749 ) (4,986
Inventories and other current assets (1,134 ) 671
Deferred charges and other assets (1,844 ) 242
Current liabilities 17,580 9,413
Other liabilities related parties (12
Other liabilities (142 ) 150
Net cash flows provided by (used in) operating activities from continuing operations (27,626 ) 30,993
Net cash flows used in operating activities from discontinued operations (282 )
Net cash flows provided by (used in) operating activities (27,908 ) 30,993
Cash flows from investing activities:
Acquisitions of businesses, net of cash acquired (38 ) (10,565
Proceeds from restricted cash 5,000
Proceeds from sales of equipment 2,871 2,331
Additions to property and equipment (15,985 ) (18,921
Net cash flows used in investing activities from continuing operations (8,152 ) (27,155
Net cash flows used in investing activities from discontinued operations (210 )
Net cash flows used in investing activities (8,362 ) (27,155
Cash flows from financing activities:
Increase in revolving credit facility borrowings 18,000
Borrowings of long-term debt 75,000
Repayments of long-term debt and capital lease obligations (458 ) (83,833
Debt issuance costs (1,133
Excess tax benefits from stock-based compensation 416
Proceeds from exercise of stock options and employee stock purchase plan 1,010 1,908
Net cash flows provided by (used in) financing activities 18,552 (7,642
Cash and cash equivalents:
Net decrease in cash and cash equivalents (17,718 ) (3,804
Cash and cash equivalents transferred to discontinued operations 492
Cash and cash equivalents beginning of period 21,222 24,287
Effect of exchange rates on cash 8
Cash and cash equivalents end of period $ 3,996 $ 20,491
Supplemental Disclosure of Non-Cash Investing and Financing Activities:
Accounts payable balance related to purchases of property and equipment $ 1,071 $ 1,444

The accompanying notes are an integral part of these condensed consolidated financial statements.

6




Edgar Filing: INFRASOURCE SERVICES INC - Form 10-Q

INFRASOURCE SERVICES, INC. AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements
(Unaudited)

1. Organization and Basis of Presentation

InfraSource Services, Inc. ( InfraSource ) was organized on May 30, 2003 as a Delaware corporation. InfraSource and its wholly owned
subsidiaries are referred to herein as the Company, we, us, or our. We operate in two business segments. Our Infrastructure Construction
Services ( ICS ) segment provides design, engineering, procurement, construction, testing and maintenance services for utility infrastructure. Our
ICS customers include electric power utilities, natural gas utilities, telecommunication customers, government entities and heavy industrial
companies, such as petrochemical, processing and refining businesses. Our Telecommunication Services ( TS ) segment leases point-to-point
telecommunications infrastructure in select markets and provides design, procurement, construction and maintenance services for
telecommunications infrastructure. Our TS customers include communication service providers, large industrial and financial services

customers, school districts and other entities with high bandwidth telecommunication needs. We operate in multiple service territories

throughout the United States. We do not have significant operations or assets outside the United States.

On September 24, 2003, we acquired all of the voting interests of InfraSource Incorporated and certain of its wholly owned subsidiaries,

pursuant to a merger transaction (the Merger ). On May 12, 2004, we completed our initial public offering ( IPO ) of 8,500,000 shares of common

stock. Our principal stockholders are OCM/GFI Power Opportunities Fund, L.P. and OCM Principal Opportunities Fund, L.P. (collectively, the
Principal Stockholders ), both Delaware limited partnerships.

On March 24, 2006, the Principal Stockholders and other stockholders completed a secondary underwritten public offering of 13,000,000 shares
of our common stock at $17.50 per share. On April 12, 2006, an additional 1,950,000 shares of our common stock were sold following the
exercise, in full, of the underwriters over-allotment option to purchase additional shares for 30 days after the prospectus date. We did not issue
any primary shares; therefore, we did not receive any of the proceeds of this offering. As of the date of this filing, the Principal Stockholders
own approximately 27.2% of our common stock.

On June 29, 2006, we filed a registration statement on Form S-3 for an offering by the Principal Stockholders and certain members of our
management team of 10,394,520 shares of our common stock (11,953,699 shares if the underwriters exercise in full their over-allotment option).
The selling stockholders have agreed to pay our expenses with respect to such offering (refer to Note 14 for additional information). The
Principal Stockholders will own approximately 3.5% of our common stock after giving effect to such offering (no shares if the underwriters
over-allotment option is exercised in full).

The accompanying unaudited condensed consolidated financial statements reflect our financial position as of December 31, 2005 and June 30,
2006; our results of operations for the three and six months ended June 30, 2005 and 2006; and our cash flows for the six months ended June 30,
2005 and 2006. The accompanying condensed consolidated financial statements are unaudited and have been prepared in accordance with the
rules and regulations of the U.S. Securities and Exchange Commission (  SEC ). These financial statements include all adjustments that we
consider necessary for a fair presentation of financial position, results of operations and cash flows for the interim periods presented. The
December 31, 2005 condensed consolidated balance sheet data were derived from audited financial statements, but do not include all disclosures
required by accounting principles generally accepted in the United States of America. The results for interim periods are not necessarily
indicative of results to be expected for a full year or future interim periods. These financial statements should be read in conjunction with our
financial statements and related notes included in our Report on Form 10-K for the year ended December 31, 2005.

7
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Certain amounts in the accompanying statements have been reclassified for comparative purposes.
2. Summary of Significant Accounting Policies
Share-based compensation

On January 1, 2006, we adopted Statement of Financial Accounting Standards ( SFAS ) No. 123R  Share-Based Payment, which requires the

measurement and recognition of compensation expense for all share-based payment awards made to employees and directors including

employee stock options, restricted stock and employee stock purchases related to the Employee Stock Purchase Plan ( employee stock purchases )

based on estimated fair values. SFAS No. 123R supersedes our previous accounting under Accounting Principles Board Opinion ( APB ) No. 25,
Accounting for Stock Issued to Employees. In March 2005, the SEC issued Staff Accounting Bulletin ( SAB ) No. 107 Share-Based Payment,

relating to SFAS No. 123R. We have applied the provisions of SAB No. 107 in our adoption of SFAS No. 123R.

Prior to the adoption of SFAS No. 123R, we accounted for share-based awards to employees and directors using the intrinsic value method in
accordance with APB 25 as allowed under SFAS No. 123. Under the intrinsic value method, no share-based compensation expense had been
recognized in our consolidated statements of operations, other than restricted stock awards and stock options granted to employees and directors
below the fair market value of the underlying stock at the grant-date.

We adopted SFAS No. 123R using the modified prospective transition method. Our condensed consolidated financial statements as of and for
the three and six months ended June 30, 2006 include the impact of SFAS No. 123R. In accordance with the modified prospective transition
method, our condensed consolidated financial statements for prior periods have not been restated, and do not include, the impact of SFAS

No. 123R. Share-based compensation expense recognized under SFAS No. 123R for the three and six months ended June 30, 2006 was

$1.0 million and $1.8 million, respectively (refer to Note 9 for additional information). For the three and six months ended June 30, 2005, we
recorded share-based compensation expense of $4,000 and $20,000, respectively, related to stock options which were granted to employees and
directors below the fair market value of the underlying stock at the date of grant. Share-based compensation expense is included in selling,
general and administrative expenses in our condensed consolidated statements of operations.

Our income from continuing operations before income taxes, income from continuing operations and net income for the three months ended
June 30, 2006 was $1.0 million, $0.6 million and $0.6 million lower, respectively, than if we had continued to account for share-based
compensation under APB No. 25. Basic and diluted earnings per share for the three months ended June 30, 2006 would have been $0.15 and
$0.14, respectively, if we had not adopted SFAS No. 123R, compared to reported basic and diluted earnings per share of $0.13 and $0.13,
respectively.

Our income from continuing operations before income taxes, income from continuing operations and net income for the six months ended
June 30, 2006 was $1.8 million, $1.1 million and $1.1 million lower, respectively, than if we had continued to account for share-based
compensation under APB No. 25. Basic and diluted earnings per share for the six months ended June 30, 2006 would have been $0.22 and
$0.22, respectively, if we had not adopted SFAS No. 123R, compared to reported basic and diluted earnings per share of $0.20 and $0.19,
respectively.

SFAS No. 123R requires companies to estimate the fair value of share-based payment awards on the grant-date using an option-pricing model.
We value share-based awards using the Black-Scholes option pricing model and recognize compensation expense on a straight-line basis over
the requisite service periods. Share-based compensation expense recognized during the current period is based on the value of the portion of
share-based payment awards that is ultimately expected to vest. SFAS No. 123R requires forfeitures to be estimated at the time of grant in order
to estimate the amount of share-based awards that will ultimately vest. The forfeiture rate is based on historical activity. Share-based
compensation expense

10
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recognized in our condensed consolidated statements of operations for the three and six months ended June 30, 2006 includes (i) compensation
expense for share-based payment awards granted prior to, but not yet vested as of December 31, 2005, based on the grant-date fair value
estimated in accordance with the pro forma provisions of SFAS No. 123 and (ii) compensation expense for the share-based payment awards
granted subsequent to December 31, 2005, based on the grant-date fair value estimated in accordance with the provisions of SFAS No. 123R. As
share-based compensation expense recognized in our condensed consolidated statements of operations for fiscal 2006 is based on awards
ultimately expected to vest, it has been reduced for estimated forfeitures. Previously in our pro forma information required under SFAS No. 123
for the periods prior to fiscal 2006, we accounted for forfeitures as they occurred.

The following table illustrates the effect on net income and earnings per share for the period prior to adoption of SFAS No. 123R, as if we had
applied the fair value recognition provisions of SFAS No. 123, as amended by SFAS No. 148, Accounting for Stock-Based
Compensation Transition and Disclosure.

Three Months Ended Six Months Ended
June 30, 2005 June 30, 2005
(in thousands)
Net income (loss) as reported $ (1,410 ) $ 1,332
Deduct: Total stock-based employee compensation expense determined under
fair value based method for all awards, net of relative tax effects (192 ) (349 )
Add: Total stock-based employee compensation expense, net of related tax
effects included in the determination of net income as reported 4 20
Pro forma net income (1oss) $ (1,598 ) $ 1,003
Basic and diluted income (loss) per share:
Basic net income (loss) per share as reported $ (©0.04 ) $ 0.03
Basic net income (loss) per share pro forma (0.04 ) 0.03
Diluted net income (loss) per share as reported (0.04 ) 0.03
Diluted net income (loss) per share pro forma (0.04 ) 0.03

Prior to the adoption of SFAS No. 123R, we presented all tax benefits of deductions resulting from the exercise of stock options as operating
cash flows in our consolidated statement of cash flows. SFAS No. 123R requires the cash flow resulting from the tax deductions in excess of the
compensation cost recognized for those options (excess tax benefit) to be classified as financing cash flows.

3. Recently Issued Accounting Pronouncements

In July 2006, the Financial Accounting Standards Board ( FASB ) issued FASB Interpretation ( FIN ) No. 48, Accounting for Uncertainty in
Income Taxes an interpretation of FASB Statement No. 109, which clarifies the accounting for uncertainty in tax positions. FIN No. 48 requires
that the impact of a tax position be recognized if that position is more likely than not of being sustained on audit, based on the technical merits of
the position. The tax position is measured at the largest amount of benefit that is greater than 50% likely of being realized upon the ultimate
settlement. The provisions of FIN No. 48 are effective for fiscal years beginning after December 15, 2006, with any cumulative effect of the
change in accounting principle recorded as an adjustment to opening retained earnings. We currently do not believe FIN No. 48 will have a
significant impact on our financial results.

4. Discontinued Operations

In the third quarter of 2004, we committed to a plan to sell substantially all of the assets of Utility Locate & Mapping Services, Inc. ( ULMS ).
Additionally, in the second quarter of 2005, we committed to a plan to sell substantially all of the assets of Electric Services, Inc. ( ESI ). Both
ULMS and ESI were part of our ICS segment. In accordance with SFAS No. 144, Accounting for the Impairment or Disposal of

9
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Long-Lived Assets , the financial position, results of operations and cash flows of ULMS and ESI were reflected as discontinued operations in
our accompanying condensed consolidated financial statements. On August 1, 2005 we sold certain assets of ULMS and the stock of ESI.

Statement of operations information for discontinued operations:

Three Months Three Months Six Months Six Months
Ended Ended Ended Ended
June 30, 2005 June 30, 2006 June 30, 2005 June 30, 2006
(in thousands)

Contract revenues $ 6,455 $ $ 11,333 $

Pre-tax income (loss) 99 ) 169 (636 ) 222

The discontinued operations activity for the six months ended June 30, 2006 relates to the resolution of an existing ULMS reserve for accounts
receivable, as well as, an earn out arrangement that will continue through December 2006.

5. Costs And Estimated Earnings In Excess Of Billings and Contract Losses

Included in costs and estimated earnings in excess of billings are costs related to claims and unapproved change orders of approximately

$5.7 million and $12.4 million at June 30, 2006 and December 31, 2005, respectively. During the six months ended June 30, 2006 we recovered
claim amounts of $5.8 million existing at December 31, 2005. Estimated revenue related to claims and in amounts up to but not exceeding costs
incurred is recognized when realization is probable and amounts are estimable. Profit from claims is recorded in the period such amounts are
agreed to with the customer.

Included in our results of operations for the three and six months ended June 30, 2006 is a $5.0 million contract loss related to an electric
transmission project, which assumes collection of a portion of current and projected claims, and the associated reversal of pre-tax profit of $1.6
million recognized in prior periods. This project began in August 2005 and is expected to be substantially completed by December 2006.
Consistent with our revenue recognition policy for contracts that are in a forecasted loss position, we recognized the entire expected loss on this
project in the second quarter of 2006. The loss is attributable primarily to lower than expected productivity due to ineffective supervision,
insufficient access to experienced labor, supplier issues and extremely hot weather.

6. Goodwill and Intangible Assets

Our goodwill and intangible assets are comprised of:

December 31, 2005 June 30, 2006

(in thousands)
Goodwill $ 138,054 $ 138,787
Intangible assets:
Construction backlog $ 17,184 $ 17,184
Volume agreements 4,561 4,561
Total intangible assets 21,745 21,745
Accumulated amortization:
Construction backlog (16,690 ) (16,937 )
Volume agreements (3,171 ) (3,418 )
Total accumulated amortization (19,861 ) (20,355 )
Intangible assets, net $ 1,884 $ 1,390
10
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The goodwill balance as of June 30, 2006 was $128.4 million and $10.4 million for the ICS and TS segments, respectively. The goodwill
balance as of December 31, 2005 was $128.0 million and $10.0 million for the ICS and TS segments, respectively. The increase in goodwill
during the six months ended June 30, 2006 relates to the resolution of preacquistion tax items and the settlement of the working capital
adjustment for our 2005 acquisition of EHV Power Corporation ( EHV ).

As a result of the adoption of SFAS No. 142, Goodwill and Intangible Assets, goodwill is subject to an assessment for impairment using a
two-step fair value-based test with the first step performed at least annually, or more frequently if events or circumstances exist that indicate that
goodwill may be impaired. We complete our annual analysis of our reporting units at each fiscal year end. The first step compares the fair value
of a reporting unit to its carrying amount, including goodwill. If the carrying amount of the reporting unit exceeds its fair value, the second step
is then performed. The second step compares the carrying amount of the reporting unit s goodwill to the fair value of the goodwill. If the fair
value of the goodwill is less than the carrying amount, an impairment loss would be recorded as a reduction to goodwill and a corresponding
charge to operating expense. No provisions for goodwill impairments were recorded during the six months ended June 30, 2005 and 2006.

Expense for the amortization of intangible assets was $1.7 million and $0.2 million for the three months ended June 30, 2005 and 2006,
respectively, and $3.3 million and $0.5 million for the six months ended June 30, 2005 and 2006, respectively. When fully amortized, intangible
assets are removed from our balance sheet.

The estimated aggregate amortization expense of intangible assets for the next five succeeding fiscal years is:

For the year ended December, 31, (in thousands)

2006 (excludes the six months ended June 30, 2006) $ 572

2007 432

2008 227

2009 159

2010

Total $ 1,390
7. Debt

On June 30, 2006, we entered into a new credit agreement which provides for a secured revolving credit facility of $225.0 million which may be
used for revolving credit borrowings, swing loans, not to exceed $10.0 million, and the issuance of standby letters of credit, not to exceed
$100.0 million. We also have the right to seek additional commitments to increase the aggregate commitments up to $350.0 million, subject to
compliance with applicable covenants. The new credit agreement replaces our previous secured credit facility, which included an $85.0 million
revolving credit commitment and $84.0 million in term loan commitments.

The proceeds from borrowings under the new credit agreement were used to repay $83.6 million of outstanding debt existing as of June 30, 2006
under our previous amended and restated credit facility which was terminated upon repayment. As of June 30, 2006, we have a $75.0 million
outstanding revolving credit borrowing and $34.0 million in letters of credit outstanding. As a result of the entry into the new credit agreement
and refinancing of the previous credit facilities, we recorded a charge in the second quarter of 2006 of $4.3 million related to the write-off of
deferred financing costs.

Under the new credit agreement, committed loans bear interest at either the British Bankers Association LIBOR Rate, or a rate (equal to the
higher of the Federal Funds Rate plus 1/2 of 1% or the Bank of America prime rate) plus, an applicable margin of 1-2% for LIBOR Rate
borrowings and 0-1%

11
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for prime based borrowings, based on our consolidated leverage ratio. We are subject to a commitment fee of between .175-.35%, and letter of

credit fees between 1-2% based on our consolidated leverage ratio. We can prepay all or a portion of any committed loans from time to time
during the term of the new credit agreement and reborrow up to the aggregate commitments. The maturity date of the new credit agreement is

June 30, 2012. The weighted average interest rate of our borrowing at June 30, 2006 is 8.5%.

The new credit agreement contains certain restrictive covenants, including financial covenants to maintain our consolidated interest coverage
ratio at not less than 2.00:1.00 in each period of four trailing fiscal quarters; consolidated leverage ratio not greater than 3.25:1.00 in any four
quarters prior to the incurrence of subordinated debt in an amount equal to or greater than $25.0 million, and 4.00:1.00 for any four quarters

from and after such incurrence; and consolidated senior leverage ratio greater than 2.50:1.00 in any four quarters from and after incurring
subordinated debt or senior unsecured debt equal to or greater than $25.0 million. There are also additional restrictions, including other
indebtedness, liens, fundamental changes, disposition of property, restricted payments and investments. The new credit agreement is secured by

a pledge of substantially all of our assets.

8. Computation of Per Share Earnings (Losses)

The following table is a reconciliation of the numerators and denominators of the basic and diluted income (loss) per share computation.

Three Months Three Months
Ended Ended
June 30, 2005 June 30, 2006
(in thousands)
Income (loss) from continuing operations $ (1,363 ) $ 5,225
Income (loss) from discontinued operations, net of tax
benefit of $(52), $67, $(267) and $88, respectively 47 ) 102
Net income (loss) (numerator) $ (1,410 ) $ 5327
Weighted average basic common shares outstanding
(denominator) 39,056 39,735
Potential common stock arising from stock options
and employee stock purchase plan 601
Weighted average diluted common shares outstanding
(denominator) 39,056 40,336
Basic net income (loss) per share $ (004 ) $ 0.13
Diluted net income (loss) per share (0.04 ) 0.13

Six Months

Ended

June 30, 2005
$ 1,701

(369
$ 1,332

39,018
783
39,801

$ 003
0.03

)

Six Months

Ended

June 30, 2006
$ 7,659

134
$ 7,793

39,626
616
40,242

$ 020
0.19

Included in potential common stock arising from stock options for the six months ended June 30, 2005 and three and six months ended June 30,
2006 are early exercises of unvested stock option awards, which are excluded from the weighted average basic common shares outstanding. For
the three months ended June 30, 2005 there were 1,983,335 shares, for the six months ended June 30, 2005 there were 626,560 shares and for

both the three and six months ended June 30, 2006 there were 136,126 shares, under option grants excluded from the calculation of diluted

earnings per share as the effect of these shares would have been anti-dilutive.
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9. Stock Compensation Plans

Our stock based compensation expense includes the following:

Three Months Six Months
Ended Ended
June 30, 2006 June 30, 2006
(in thousands)
Stock option expense $ 639 $ 1,301
Restricted stock expense 115 218
Employee stock purchase plan expense 201 306
Total stock based compensation expense $ 955 $ 1,825

Stock Options

Our 2003 Omnibus Stock Incentive Plan as amended effective April 29, 2004 (the 2003 Stock Plan ), was originally adopted on September 23,
2003 to allow the grant of stock options and restricted stock to designated key employees. The options currently issued under the 2003 Stock
Plan include time-based options that vest over four years. All options have a maximum term of ten years. The 2003 Stock Plan was terminated
upon completion of the IPO. Options previously issued under the 2003 Stock Plan remain outstanding.

Our 2004 Omnibus Stock Incentive Plan (the 2004 Stock Plan ) was adopted on April 29, 2004 to allow the grant of stock options, stock
appreciation rights, restricted stock, and deferred stock or performance shares to employees and directors. The options currently issued under the
2004 Stock Plan vest over a period of four years. All options have a maximum term of ten years. The aggregate number of shares reserved for
issuance under the 2004 Stock Plan is 800,000 plus an amount to be added annually on the first day of our fiscal year (beginning 2005) equal to
the lesser of (1) 1,000,000 shares or (ii) two percent of our outstanding shares of common stock on the last day of the immediately preceding
fiscal year. As of June 30, 2006, 2.4 million shares have been reserved for issuance under the 2004 Stock Plan.

For the purpose of calculating the fair value of our stock options, we estimate expected stock price volatility based on our common stock s
historical volatility. The risk-free interest rate assumption included in the calculation is based upon observed interest rates appropriate for the
term of our employee stock options. The dividend yield assumption is based on our intent not to issue a dividend. We are currently using the
simplified method to calculate expected holding periods as provided for under SAB No. 107.

As stock-based compensation expense recognized in the condensed consolidated statements of operations for the three and six months ended
June 30, 2006 is based on awards ultimately expected to vest, it has been reduced for estimated forfeitures. SFAS No. 123R requires forfeitures
to be estimated at the time of grant and revised, if necessary, in subsequent periods if actual forfeitures differ from those estimates. Forfeitures
were estimated based on historical experience. In accordance with SFAS No. 123, pro forma information for the periods prior to fiscal 2006 was
based on recognizing the effect of forfeitures as they occurred.

The weighted-average grant-date fair value of options granted during the three and six months ended June 30, 2005 and the three and six months
ended June 30, 2006 was $0.8 million, $0.8 million, $1.0 million and $1.2 million, respectively. The total intrinsic value of options exercised
during the three and six months ended June 30, 2005 and the three and six months ended June 30, 2006, was $0.1 million, $0.5 million, $0.3
million and $1.4 million, respectively.
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The fair value of each option grant was estimated on the grant-date using the Black-Scholes option pricing model with the following weighted

average assumptions:

Three months Six months
ended ended

June 30, 2005 June 30, 2005

Weighted Average Assumptions:

Expected volatility 58 %
Dividend yield 0 %
Risk-free interest rate 3.81 %
Annual forfeiture rate 0 %
Expected holding period (in years) 6.00

58 %
0 %
3.81 %
0 %
6.00

Three months

ended

June 30, 2006

43 %
0 %
4.99 %
7 %
6.25

Six months
ended
June 30, 2006

4 %
0 %
493 %
7 %
6.25

The following table summarizes information for the options outstanding and exercisable for the year ended December 31, 2005 and three months

ended June 30, 2006:

Weighted Average
Exercise Price
Options per share

Balance, December 31, 2004 2,212,701 $ 753
Granted 701,563 11.48
Exercised (176,997 ) 5.02
Cancelled (331,526 ) 7.84
Balance, December 31, 2005 2,405,741 $ 8.8l
Granted 136,126 17.62
Exercised (153,494 ) 7.89
Cancelled (36,650 ) 9.05
Balance, June 30, 2006 2,351,723 9.22
Options fully vested and expected to vest as of
June 30, 2006 2,155,528 $ 899
Options exercisable as of June 30, 2006 628,396 $ 795

Weighted Average
Remaining
Contractual Life

8.1
7.6

Aggregate
Intrinsic Value
(in thousands)

$ 19,884
$ 6445

The aggregate intrinsic value in the preceding table represents the total pre-tax intrinsic value, based on our closing stock price of $18.21 on
June 30, 2006, which would have been received by the option holders had all option holders exercised their options as of that date. The total

number of in-the-money options exercisable on June 30, 2006 was 628,396.

As of June 30, 2006, there was approximately $7.0 million of total unrecognized compensation cost related to nonvested stock options. That cost

is expected to be recognized over a weighted average period of 8.4 years.
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Restricted Stock

Our restricted stock vests based on the passage of time. The following table presents a summary of the status of our nonvested restricted stock as
of June 30, 2006 and changes during the six months ended June 30, 2006:

Weighted-Average

Grant-Date
Shares Fair Value
Nonvested shares at December 31, 2005 167,556 $ 13.13
Shares issued 28,601 18.01
Shares vested (41,889 ) 13.13
Nonvested shares at June 30, 2006 154,268 $ 14.03

As of June 30, 2006, there was approximately $1.8 million of total unrecognized compensation cost related to nonvested restricted stock. That
cost is expected to be recognized over a weighted average period of 3.0 years. The total fair value of shares vested during the six months ended
June 30, 2006 was $0.6 million.

Employee Stock Purchase Plan

In April 2004, our board of directors adopted the 2004 Employee Stock Purchase Plan for all employees meeting its eligibility criteria. Under
this plan, eligible employees may purchase shares of our common stock, subject to certain limitations, at 85% of the market value. Purchases are
limited to 15% of an employee s eligible compensation, up to a maximum of 2,000 shares per purchase period. The maximum aggregate number
of shares reserved for issuance under the plan is 2,000,000 plus an amount to be added annually on the first day of our fiscal year (beginning
2005) equal to the lesser of (i) 600,000 shares or (ii) one percent of our outstanding shares of common stock on the last day of the immediately
preceding fiscal year. As of June 30, 2006, 2.8 million shares have been reserved for issuance under the 2004 Employee Stock Purchase Plan.

10. Concentration of Credit Risk

We derive a significant portion of our revenues from a small group of customers. Our top ten customers accounted for 56% and 54%, of our
consolidated revenues for the three months ended June 30, 2005 and 2006, respectively, and 48% and 47% of our consolidated revenues for the
six months ended June 30, 2005 and 2006, respectively. Exelon Corporation ( Exelon ) accounted for approximately 25% and 18%, of our
consolidated revenues for the three months ended June 30, 2005 and 2006, respectively, and 23% and 17%, of our consolidated revenues for the
six months ended June 30, 2005 and 2006, respectively.

At December 31, 2005 and June 30, 2006, accounts receivable due from Exelon, inclusive of amounts due from a prime contractor for Exelon
work, represented 9% and 16%, respectively, of our total accounts receivable balance. Additionally, one other customer accounted for 10% of
our accounts receivable balance at June 30, 2006.

11. Other Income (Expense), Net

Other income (expense), net consists primarily of gains (losses) on sale of property and equipment. Other income (expense), net for the six
months ended June 30, 2005 includes a reversal of a $3.8 million charge for a litigation judgment recorded in 2003.

15

17



Edgar Filing: INFRASOURCE SERVICES INC - Form 10-Q

12. Comprehensive Income (Loss)

The following table presents the components of comprehensive income (loss) for the periods presented:

Three Months Three Months Six Months Six Months
Ended Ended Ended Ended
June 30, 2005 June 30, 2006 June 30, 2005 June 30, 2006
(in thousands)
Net income (loss) $ (1,410 ) $ 5,327 $ 1,332 $ 7,793
Foreign currency translation adjustment 126 111
Fair value adjustments on derivatives (144 ) (480 ) 87 480 )
Comprehensive income $ (1,554) $ 4973 $ 1419 $ 7424

Other comprehensive income (loss) during the three and six months ended June 30, 2005 and 2006 was comprised of changes in the fair value of
interest rate cap and swap agreements designated and qualifying as cash flow hedges under the provisions of SFAS No. 133, Accounting for
Derivative Instruments and Hedging Activities, as amended by SFAS Nos. 137, 138 and 149, net of reclassifications to net income. Other
comprehensive income during the three and six months ended June 30, 2006 also includes a foreign currency translation adjustment related to
our Canadian operations.

At June 30, 2006, upon the repayment of our old credit facility (see note 7), our interest rate swap and interest rate cap no longer qualified as
cash flow hedges. Therefore we reclassified the remaining other comprehensive income of $0.5 million related to these derivatives to interest
expense on June 30, 2006.

13. Segment Information

We operate in two business segments. Our ICS segment provides design, engineering, procurement, construction, testing and maintenance
services for utility infrastructure. Our ICS customers include electric power utilities, natural gas utilities, telecommunication customers,
government entities and heavy industrial companies, such as petrochemical, processing and refining businesses. Our ICS services are provided
by four of our operating units, all of which have been aggregated into one reportable segment due to their similar economic characteristics,
customer bases, products and production and distribution methods. Our TS segment, consisting of a single operating unit, leases point-to-point
telecommunications infrastructure in select markets and provides design, procurement, construction and maintenance services for
telecommunications infrastructure. Our TS customers include communication service providers, large industrial and financial services
customers, school districts and other entities with high bandwidth telecommunication needs. Within our TS segment, we are regulated as a
public telecommunication utility in various states. We operate in multiple territories throughout the United States. We do not have significant
operations or assets outside the United States. We acquired a Canadian entity in November 2005 which represents less than 2% of our revenue
for the six months ended June 30, 2006 and 2% of total assets as of June 30, 2006.

Business segment performance measurements are designed to facilitate evaluation of operating unit performance and assist in allocation of
resources for the reportable segments. The primary financial measures we use to evaluate our segment operations are contract revenues and
income (loss) from operations as adjusted, a non-GAAP financial measure. Income (loss) from operations as adjusted excludes expenses for the
amortization of intangibles related to our acquisitions and share-based compensation. Amortization and share-based compensation expenses are
excluded because we believe these expenses do not reflect the core performance of our business segments operations. In the second quarter of
2006, we began excluding share-based compensation expense from our income (loss) from operations as adjusted since we do not believe this
expense is indicative of the core performance of our business segments operations. We did not reclassify share-based compensation expense for
the 2005
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periods, since the expense was insignificant for the 2005 periods. A reconciliation of income (loss) from operations as adjusted to the nearest
GAAP equivalent, income (loss) from operations is provided below.

We do not allocate corporate costs to our business segments for internal management reporting. Corporate and eliminations includes unallocated
corporate costs, revenue related to administrative services we provide to one of our customers and elimination of revenues between reporting
segments which are not significant. The following tables present segment information by period:

For the Three Months Ended
June 30, 2005

Revenues

Income (loss) from operations as adjusted
Depreciation

Amortization

Total assets

Capital expenditures

reconciliation:

Income (loss) from operations as adjusted
Less: Amortization

Income (loss) from operations

Interest income

Interest expense

Other income, net

Income (loss) before income taxes

For the Three Months Ended
June 30, 2006

Revenues

Income (loss) from operations as adjusted
Depreciation

Amortization and share-based compensation
Total assets

Capital expenditures

reconciliation:

Income (loss) from operations as adjusted
Less: Amortization and share-based compensation
Income (loss) from operations

Interest income

Interest expense

Write-off of deferred financing costs

Other income, net

Income (loss) before income taxes
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Infrastructure
Construction
Services
(in thousands)
$ 221,179
586
5,908
1,698
394,739
3,815

$ 586
1,698
(1,112 )
9

(1,878 )
639

$ (2342 )

Infrastructure
Construction Services
(in thousands)

$ 244993
13,382
5,687

841

398,480
3,736

$ 13,382
841
12,541

(1,121 )
(3,535 )
1,482

$ 9367

Telecommunication
Services

$ 9,570
3,859
845

80,584
2,868

$ 3,859

3,859

1

(88 )
S )
$ 3,767

Telecommunication
Services

$ 9,503
4,743
1,007

38
90,959
5,527

$ 4743
38
4,705

236

(677 )
5

$ 4,269

Corporate and

Eliminations
$ 921
(3,334 )
50
81,271
762
$ (3,334 )
(3,334 )
18
(280 )
$ (3,596 )

Corporate and
Eliminations

$ 3,531
(3,839 )
59

313

79,105

101

$ (3,839 )
313
@152 )
173
(797 )
(84 )

$ (4860 )

Total

$ 231,670
1,111

6,803

1,698
556,594
7,445

$ 1,111
1,698

(587 )
28

(2,246 )
634

$ (2,171 )

Total

$ 258,027
14,286
6,753

1,192
568,544
9,364

$ 14,286
1,192

13,094

173

(1,682 )
(4,296 )
1,487

$ 8,776
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For the Six Months Ended
June 30, 2005

Revenues

Income (loss) from operations as adjusted
Depreciation

Amortization

Total assets

Capital expenditures

reconciliation:

Income (loss) from operations as adjusted
Less: Amortization

Income (loss) from operations

Interest income

Interest

Other income, net

Income (loss) before income taxes

For the Six Months Ended
June 30, 2006

Revenues

Income (loss) from operations as adjusted
Depreciation

Amortization and share-based compensation
Total assets

Capital expenditures

reconciliation:

Income (loss) from operations as adjusted
Less: Amortization and share-based compensation
Income (loss) from operations

Interest income

Interest expense

Write-off of deferred financing costs

Other income, net

Income (loss) before income taxes
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Infrastructure
Construction
Services

(in thousands)

$ 390,535

3,878
11,820
3,310
394,739
7,589

$ 3878
3,310

568

96

(3,204
1,233

$ (1,307

Infrastructure

Construction

Services

(in thousands)
$ 450,500
21,766
11,557
1,630
398,480
9,090

$ 21,766
1,630
20,136

1

(2,394
(3,535
1,435

$ 15643

)
)

)
)

$ 20,084

8,052
1,681

80,584
7,328

$ 8,052
8,052

(112
3
$ 7,937

$ 19,576
9,222
1,993

59

90,959
9,697

$ 9,222
59
9,163

391

677

2

$ 8,879

)

Telecommunication
Services

)
)

Telecommunication
Services

Corporate and
Eliminations

$ 1,681
(7,219 )
96

81,271
1,068

$ (7.219)

(7219 )
126
(387 )
3,785
$ (3,695)

Corporate and
Eliminations

$ 5,191
(9,697 )
114

630

79,105

134

$ (9,697 )
630
(10,327 )
408
(1,790 )
(84 )
126
$ (11,667 )

Total

$ 412,300
4,711
13,597
3,310
556,594
15,985

$ 4711
3,310

1,401

222

(3,703 )
5,015

$ 2935

Total

$ 475,267
21,291
13,664
2,319
568,544
18,921

$ 21,291
2,319
18,972

409

(3,793 )
(4,296 )
1,563

$ 12,855
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The following table presents information regarding revenues by end market:

Three Months Three Months Six Months Six Months

Ended Ended Ended Ended

June 30, 2005 June 30, 2006 June 30, 2005 June 30, 2006
Electric Transmission $ 38,103 $ 59,447 $ 77,588 $ 117,207
Electric Substation 40,360 58,102 72,996 96,851
Utility Distribution and Industrial Electric 43,141 32,259 84,921 69,602
Total Electric 121,604 149,808 235,505 283,660
Natural Gas 75,864 72,303 119,005 126,229
Telecommunications 25,408 29,742 44,789 54,054
Other 8,794 6,174 13,001 11,324

$ 231,670 $ 258,027 $ 412,300 $ 475,267

Electric, gas and other end market revenues are entirely part of the ICS segment, while telecommunications end market revenue is
included in both the ICS and TS segments. Approximately 38 %, 45%, 32% and 36 %, of our telecommunications end market revenues
for the three and six months ended June 30, 2005 and for the three and six months ended June 30, 2006, respectively, were from the TS
segment.

14. Related Party Transactions

As of June 30, 2006, we had $0.3 million due from our Principal Stockholders included in receivables from related party on our condensed
consolidated balance sheet. This amount relates to reimbursements for certain secondary offering costs.

On June 28, 2006, we entered into a Second Amendment to Registration Rights Agreement (the Second Amendment ) to allow the Principal
Stockholders to request that we file with the Securities and Exchange Commission a registration statement on Form S-3 within 180 days
following March 20, 2006 for an underwritten public offering (the Offering ) of shares of our common stock. In connection with the Offering,
our stockholders participating in the Offering must pay their own expenses as well as their pro rata share of our expenses incurred in connection
with the Offering.

In addition, on June 28, 2006, in connection with the Second Amendment, we entered into an Agreement (the Agreement ) with our Principal
Stockholders and Ian Schapiro and Michael Harmon, two members of the our board of directors, to set forth certain agreements of the parties
following the closing of the Offering. Pursuant to the Agreement, Messrs. Schapiro and Harmon, representatives of the Principal Stockholders,
agreed to work with us in good faith to determine a mutually acceptable transition plan for their board of directors and committee
responsibilities. In addition, the Principal Stockholders have entered into non-disclosure agreements with us and have agreed to certain limited
restrictive covenant obligations following the closing of the Offering.

As of December 31, 2005, we had $7.1 million due to the former owners of Blair Park accrued in other liabilities related parties on our
condensed consolidated balance sheet for additional contingent purchase price consideration. Blair Park was acquired by InfraSource
Incorporated in 2001. The balance was paid in the second quarter of 2006.

As of June 30, 2006, we had $0.8 million due to the sellers of the Maslonka business, who are also employees, accrued in other liabilities related
parties on our condensed consolidated balance sheet. This balance relates to amounts due upon collection from a third party. In January 2006, we
paid the sellers of the Maslonka business $3.5 million of holdback consideration, including interest, and released the holdback shares.
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We lease our InfraSource Transmission Services ( ITS ) headquarters in Mesa, Arizona and our ITS Texas field office in San Angelo, Texas from
EC Source, LLC, which is wholly owned by Martin Maslonka. Our leases for these two properties will run through February 2009, subject to a
five-year renewal option. Pursuant to these leases, we expect to incur total annual lease payments of $0.2 million.

We lease office and warehouse space from Coleman Properties of which three officers of Blair Park are general partners. The lease for this space
continues through October 2008. Our annual payments under this agreement are approximately $0.1 million.

We also lease ducts in two river bores under the Delaware River from Coleman Properties. Our lease commenced on May 1, 2005 and has a
term of five years, with an option to extend. Our annual lease payment is $0.02 million for each pair of fiber installed in the conduit up to a
maximum of $0.2 million per year if additional ducts are leased.

As of June 30, 2006 we had $0.4 million due to the EHV stockholders, who are currently our employees, accrued in other liabilities related
parties on our condensed consolidated balance sheet. This amount is a portion of the holdback consideration from our acquisition of EHV, which
is payable in 2007 and not contingent on future events, with the exception of any indemnification obligations owed to us.

We lease office and warehouse facilities in Michigan which are owned by an employee and his family members. Our leases for these properties
are through March 2011 and May 2007. Pursuant to these leases, we expect to incur total annual lease payments of $0.3 million.

15. Commitments and Contingencies

On September 21, 2005, a petition, as amended, was filed against InfraSource, certain of its officers and one of its directors and various other
defendants in the Harris County, Texas District Court seeking unspecified damages. The plaintiffs allege that the defendants violated their
fiduciary duties and committed constructive fraud by failing to maximize shareholder value in connection with the Merger and committed other
acts of misconduct following the filing of the petition. At this time, it is too early to form a definitive opinion concerning the ultimate outcome
of this litigation. Management of InfraSource plans to vigorously defend against this claim.

Pursuant to our service contracts, we generally indemnify our customers for the services we provide under such contracts. Furthermore, because
our services are integral to the operation and performance of the electric power transmission and distribution infrastructure, we may become
subject to lawsuits or claims for any failure of the systems that we work on, even if our services are not the cause for such failures, and we could
be subject to civil and criminal liabilities to the extent that our services contributed to any property damage or blackout. The outcome of these
proceedings could result in significant costs and diversion of management s attention to our business. Payments of significant amounts, even if
reserved, could adversely affect our reputation and liquidity position.

From time to time, we are a party to various other lawsuits, claims, other legal proceedings and are subject, due to the nature of our business, to
governmental agency oversight, audits, investigations and review. Such actions may seek, among other things, compensation for alleged
personal injury, breach of contract, property damage, punitive damages, civil penalties or other losses, or injunctive or declaratory relief. Under
such governmental audits and investigations, we may become subject to fines and penalties or other monetary damages. With respect to such
lawsuits, claims, proceedings and governmental investigations and audits, we accrue reserves when it is probable a liability has been incurred
and the amount of loss can be reasonably estimated. We do not believe any of these proceedings currently pending, individually or in the
aggregate, would be expected to have a material adverse effect on our results of operations, cash flows or financial condition.

20

22



Edgar Filing: INFRASOURCE SERVICES INC - Form 10-Q

Item 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Forward-Looking and Cautionary Statements

In this Quarterly Report on Form 10 Q, we have made forward-looking statements. Generally, these forward-looking statements can be

identified by words like may, will, should, expect, intend, anticipate, believe, estimate, predict, potential, or continue or th
words and other comparable words. These forward-looking statements generally relate to our plans, objectives and expectations for future

operations and are based upon our current estimates and projections of future results or trends. Although we believe that our plans and objectives

reflected in or suggested by these forward-looking statements are reasonable, we may not achieve these plans or objectives. These statements are

subject to known and unknown risks, uncertainties and other factors that could cause the actual results to differ materially from those

contemplated by the statements. These statements only reflect our predictions. Except as required by law, we will not update forward-looking

statements even though our situation may change in the future. With respect to forward-looking statements, we claim the protection of the safe

harbor for forward-looking statements contained in the Private Securities Litigation Reform Act of 1995.

The factors that could affect future results and could cause those results to differ materially from those expressed in the forward-looking
statements include, but are not limited to, those described under Part I, Item 1A, Risk Factors in our Annual Report on Form 10-K for the year
ended December 31, 2005 and other risks outlined in our filings with the Securities and Exchange Commission ( SEC ).

Introduction

The following discussion should be read in conjunction with the unaudited condensed consolidated financial statements and notes of InfraSource
Services, Inc. and its wholly owned subsidiaries and Part II, Item 1A, Risk Factors included elsewhere in this Quarterly Report on Form 10-Q
and with Management s Discussion and Analysis of Financial Condition and Results of Operations,  Risk Factors and the audited financial
statements and notes included in our Annual Report on Form 10-K.

Overview

We are one of the largest specialty contractors servicing electric, natural gas and telecommunications infrastructure in the United States based on
market share. We operate in two business segments. Our Infrastructure Construction Services ( ICS ) segment, provides design, engineering,
procurement, construction, testing and maintenance services for utility infrastructure. Our ICS customers include electric power utilities, natural
gas utilities, telecommunication customers, government entities and heavy industrial companies, such as petrochemical, processing and refining
businesses. Our ICS services are provided by four of our operating units, all of which have been aggregated into one reportable segment due to
their similar economic characteristics, customer bases, products and production and distribution methods. Our Telecommunication Services ( TS )
segment, consisting of a single operating unit, leases point-to-point telecommunications infrastructure in select markets and provides design,
procurement, construction and maintenance services for telecommunications infrastructure. Our TS customers include communication service
providers, large industrial and financial services customers, school districts and other entities with high bandwidth telecommunication needs.
Within our TS segment, we are regulated as a public telecommunication utility in various states. We operate in multiple service territories
throughout the United States. We do not have significant operations or assets outside the United States. We acquired EHV Power Corporation

( EHV ), a Canadian entity, in November of 2005, which represented less than 2% of our revenue in 2006.
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During the second quarter of 2006:

e Gross profit increased $17.5 million, as compared to the second quarter of 2005, and our gross profit margin
increased from 8.1% in 2005 to 14.1% in 2006. The increase in gross profit was due primarily to an increase in the
volume of electric substation and electric transmission work which generally provides higher margins; the earning of
performance bonuses for our strong operating performance on certain electric distribution and substation projects; the
absence of certain performance-related pricing concessions we made to a large customer in 2005; the exit of certain
unprofitable natural gas contracts; and an increase in volume of dark fiber lease revenue. This increase was partially
offset by a decrease in the volume of utility distribution and industrial electric work. Additionally, we incurred a
charge of $6.6 million for an electric transmission contract determined to be in a loss position during the quarter
which was less than the $8.5 million charge in the second quarter of 2005 for the loss on one of our underground
utility construction projects.

e During the second quarter of 2006, we recorded a $5.0 million contract loss related to an electric transmission
project, which assumes collection of a portion of current and projected claims, and the associated reversal of pre-tax
profit of $1.6 million recognized in prior periods. This project began in August 2005 and is expected to be
substantially completed by December 2006. Consistent with our revenue recognition policy for contracts that are in a
forecasted loss position, we recognized the expected loss on this project in the second quarter of 2006. The loss is
attributable primarily to lower than expected productivity due to ineffective supervision, insufficient access to
experienced labor, supplier issues and extremely hot weather.

e On June 30, 2006, we entered into a new credit agreement which provides for a secured revolving credit facility
of $225.0 million which may be used for revolving credit borrowings, swing loans and the issuance of standby letters
of credit. We also have the right to seek additional commitments to increase the aggregate commitments up to

$350.0 million, subject to compliance with applicable covenants. The new credit agreement replaces our previous
secured credit facility, which included an $85.0 million revolving credit commitment and $84.0 million in term loan
commitments. The proceeds from borrowings under the new credit agreement were used to repay $83.6 million of
outstanding debt existing as of June 30, 2006 under our previous amended and restated credit facility which was
terminated upon repayment. As of June 30, 2006, we have a $75.0 million outstanding revolving credit borrowing and
$34.0 million in letters of credit outstanding. As a result of the entry into the new credit agreement and refinancing of
the previous credit facilities, we recorded a charge in the second quarter of 2006 of $4.3 million related to the
write-off of deferred financing costs.

e Werecorded $1.0 million of share-based compensation expense.
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For the three and six months ended June 30, 2006, we had revenues of $258.0 million and $475.3 million, respectively, in comparison to
$231.7 million and $412.3 million, respectively, for the three months and six months ended June 30, 2005. Our revenue mix by end market for
the three and six months ended June 30, 2005 and 2006 is presented in the table below:

End Market

Three Months Three Months Six Months Six Months

Ended Ended Ended Ended

June 30, 2005 June 30, 2006 June 30, 2005 June 30, 2006
Electric Transmission 16 % 23 % 19 % 25 %
Electric Substation 17 % 23 % 18 % 20 %
Utility Distribution and Industrial Electric 19 % 12 % 20 % 15 %
Total Electric 52 % 58 % 57 % 60 %
Natural Gas 33 % 28 % 29 % 27 %
Telecommunications 11 % 12 % 11 % 11 %
Other 4 % 2 % 3 % 2 %

Our top ten customers accounted for 56% and 54%, of our consolidated revenues for the three months ended June 30, 2005 and 2006,
respectively, and 48% and 47% of our consolidated revenues for the six months ended June 30, 2005 and 2006, respectively. Exelon Corporation
( Exelon ) accounted for approximately 25% and 18%, of our consolidated revenues for the three months ended June 30, 2005 and 2006,
respectively, and 23% and 17%, of our consolidated revenues for the six months ended June 30, 2005 and 2006, respectively. Exelon has
recently indicated its intent to curtail expenditures to a level below that sustained in recent years and they have also begun to modify contracting
practices to seek alternative commercial arrangements with suppliers like us, including increased use of competitive bidding on certain projects.
Approximately 38%, 45%, 32% and 36% of our telecommunications end market revenues were from the TS segment for the three and six
months ended June 30, 2005 and for the three and six months ended June 30, 2006, respectively.

Backlog represents the amount of revenue that we expect to realize from work to be performed on uncompleted contracts, including new
contracts for which we have received a notice to begin work. In some cases, we are awarded a contract in advance of receiving the notice to
begin work and, in such event, we do not classify the work as backlog. Contracts with contingent financing arrangements or those awaiting
release of particular permits are not included in backlog. Backlog includes our estimate of work to be performed under our master service
agreements ( MSAs ), which often have two-to-three year terms and revenues under lease commitments. Our customers are not contractually
committed to specific volumes of services under our MSAs or long-term maintenance contracts, and many of those contracts may be terminated

with minimal notice.
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Below is a period-over-period (second quarter 2005 as to second quarter 2006) and sequential (first quarter 2006 as to second quarter 2006)

comparison of end market backlog:

Electric Transmission

Electric Substation

Utility Distribution and Industrial Electric
Total Electric

Natural Gas

Telecommunications

Other

Total

Electric Transmission

Electric Substation

Utility Distribution and Industrial Electric
Total Electric

Natural Gas

Telecommunications

Other

Total

Backlog as of
June 30, June 30,
2005 2006
(in millions)
$ 118 $ 215
93 137
55 88
266 440
370 247
190 221
18 8
$ 844 $ 916
Backlog as of
March 31, June 30,
2006 2006
(in millions)
$ 176 $ 215
136 137
73 88
385 440
294 247
234 221
19 8
$ 932 $ 916

Increase/
(Decrease)

®

$ 97
44

33

174
(123 )
31

(10 )
$ 72

Increase/
(Decrease)

®

$ 39
1

15
55
47 )
as )
ar
$ (16)

Increase/
(Decrease)
(%)

82 %
47 %
60 %
65 %

33)%

16 %

(56 )%

9 %

Increase/
(Decrease)
(%)

2 %
1 %
21 %
14 %
(16 )%
6 )%
(58 )%
Q %

Below is a period-over-period (second quarter 2005 as to second quarter 2006) and sequential (first quarter 2006 as to second quarter 2006)

comparison of backlog by business segment:

1CS
TS
Total

ICS
TS
Total

Critical Accounting Policies and Estimates

Backlog as of
June 30, June 30,
2005 2006
(in millions)
$ 740 $ 782
104 134
$ 844 $ 916
Backlog as of
March 31, June 30,
2006 2006
(in millions)
$ 797 $ 782
135 134
$ 932 $ 916

Increase/
Decrease

(C)]

$ 42
30
$ 72

Increase/
Decrease

(C)]

$ (15)
a
$ (16)

Increase/
Decrease
(%)

6 %
29 %
9 %

Increase/
Decrease
(%)

2 )%
1)%
2 )%

The preparation of our condensed consolidated financial statements requires us to make estimates and assumptions that affect the reported

amounts of assets and liabilities, disclosures of contingent assets
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and liabilities known to exist at the date of the condensed consolidated financial statements and the reported amounts of revenues and expenses
during the reporting period. We evaluate our estimates on an ongoing basis, based on historical experience and on various other assumptions that
we believe to be reasonable under the circumstances. Actual results may differ from those estimates. Refer to our Annual Report on Form 10-K
for our critical accounting policies and estimates in addition to Share-Based Compensation presented below.

Share-Based Compensation

Effective January 1, 2006, we adopted SFAS No. 123R which requires the measurement and recognition of compensation expense for all
share-based payment awards made to employees and directors, including stock options, restricted stock and employee stock purchases related to
the employee stock purchase plan, based on estimated fair values. We have identified the accounting of our share-based payments as critical to
the accounting for our business operations and the understanding of our results of operations because they involve more significant judgments
and estimates used in the preparation of our condensed consolidated financial statements. Prior to the adoption of SFAS No. 123R, we accounted
for share-based awards to employees and directors using the intrinsic value method in accordance with Accounting Principles Board Opinion

( APB ) No. 25, Accounting for Stock Issued to Employees as allowed under SFAS No. 123.

SFAS No. 123R requires companies to estimate the fair value of share-based payment awards on the grant-date using an option-pricing model.
We value share-based awards using the Black-Scholes option pricing model. The Black-Scholes model, by its design, is highly complex, and
dependent upon key data inputs estimated by management. The primary data inputs with the greatest degree of subjective judgment are the
estimated lives of the stock-based awards and the estimated volatility of our stock price. Beginning in fiscal year 2006, we calculated the
estimated life of stock options granted using a simplified method, which is based on the average of the vesting term and the term of the option,
as a result of guidance from the SEC as contained in Staff Accounting Bulletin No. 107 permitting the initial use of this method. We determined
expected volatility for fiscal year 2006 using the historical method. Management selected the historical method as we have not identified a more
reliable or appropriate method to predict future volatility.

As share-based compensation expense recognized during the current period is based on the value of the portion of share-based payment awards
that is ultimately expected to vest, SFAS No. 123R requires forfeitures to be estimated at the time of grant in order to estimate the amount of
share-based awards that will ultimately vest. The forfeiture rate is based on historical activity. The value of the portion of the award that is
ultimately expected to vest is expensed on a straight-line basis over the requisite service periods in our consolidated statements of operations.
Stock-based compensation expense recognized under SFAS No. 123R for the three and six months ended June 30, 2006 was $1.0 million and
$1.8 million, respectively, related to stock options, restricted stock and the discount on employee stock purchases. For the three and six months
ended June 30, 2005, we recorded share-based compensation expense of $4,000 and $20,000, respectively, related to stock options which were
granted to employees and directors below the fair market value of the underlying stock at the date of grant. See Notes 2 and 9 to our condensed
consolidated financial statements for additional information regarding the adoption of SFAS No. 123R.

If factors change and we employ different assumptions in the application of SFAS No. 123R in future periods, the compensation expense that we
record under SFAS No. 123R may differ significantly.
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Results of Operations

Seasonality and Cyclicality

The results of operations of our ICS segment are subject to seasonal variations. During the winter months, demand for new projects and new
maintenance service arrangements is normally lower in some geographic areas due to reduced construction activity, especially for services to

natural gas distribution customers. Therefore, our ICS segment typically experiences lower gross and operating margins in the first quarter.
However, demand for repair and maintenance services attributable to damage caused by inclement weather may partially offset the loss of

revenues from lower demand for new projects and new MSAs. During the three months ended March 31, 2006, we experienced unusually mild
weather which contributed to increased volume and financial performance in our natural gas, underground telecommunications and electric

transmission services.

Our working capital needs are influenced by the seasonality of our business. We generally experience a need for additional working capital

during the spring and summer when we increase our level of outdoor construction in weather-affected regions of the country. Conversely, we

typically convert working capital assets to cash during the winter months. Activity in our industry and the available volume of work is affected
by the highly cyclical spending patterns in the telecommunications and independent power producers ( IPP ) sectors. As a result, our volume of

business may be adversely affected by declines in new projects in various geographic regions or industries in the United States.

Our TS segment s leasing of point-to-point telecommunications infrastructure is not significantly affected by seasonality.

Consolidated Results

Three months ended June 30, 2006 compared to the three months ended June 30, 2005

Contract revenues

Gross profit

Selling, general and administrative expenses
Merger related costs

Provision of uncollectible accounts
Amortization of intangible assets

Income (loss) from operations

Interest income

Interest expense

Write-off of deferred financing costs

Other income, net

Income from continuing operations before income taxes
Income tax expense (benefit)

Income (loss) from continuing operations

26

Three Months

Ended

June 30, 2005
(in thousands)

$

231,670

18,842
17,651

76
4

1,698

(587
28

(2,246

634

2,171

(808
$

(1,363

% of
Revenue

100.0
8.1
7.6
0.0
0.0
0.7
-0.3
0.0
-1.0
0.0
0.3
-0.9
-0.3
-0.6

%
%
%
%
%
%
%
%
%
%
%
%
%

Three Months
Ended
June 30, 2006

$ 258,027
36,384
23,012

41
237
13,094
173

(1,682
(4,296
1,487
8,776
3,551

$ 5225

% of
Revenue

100.0
14.1
8.9
0.0
0.0
0.1
5.1
0.1
-0.7
-1.7
0.6
3.4
1.4
2.0
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Revenues: Revenues increased $26.4 million, or 11%, to $258.0 million for the three months ended June 30, 2006
compared to the three months ended June 30, 2005 due primarily to the increase in electric contract awards within the
past year. Electric revenues increased by $28.2 million, or 23%, including $21.3 million from electric transmission
services and $17.7 million from electric substation services, offset in part by a $10.9 million decrease from utility
distribution and industrial electric services. The decrease in utility distribution and industrial electric work is primarily
due to fewer IPP projects. Underground natural gas revenues decreased by $3.6 million, or 5%, due primarily to the
exiting of certain unprofitable gas contracts and the decline in new housing construction in certain areas of the
country. Telecommunications revenues increased by $4.3 million, or 17%, mostly due to an increase in demand for
underground telecommunications infrastructure work, including fiber to the premises initiatives.

Gross profit: - Gross profit increased $17.5 million, or 93%, to $36.4 million for the three months ended June 30, 2006
compared to the three months ended June 30, 2005. Gross profit margins for the same periods increased from 8.1% in
2005 to 14.1% in 2006. The increase in gross profit was due primarily to an increase in the volume of electric
substation and electric transmission work which generally provides higher margins; the earning of performance
bonuses for our strong operating performance on certain electric distribution and substation projects; the absence of
certain performance-related pricing concessions we made to a large customer in 2005; the exit of certain unprofitable
natural gas contracts; and an increase in volume of dark fiber lease revenue. This increase was partially offset by a
decrease in the volume of utility distribution and industrial electric work. Additionally, we incurred a charge of

$6.6 million for an electric transmission contract determined to be in a loss position during the quarter which was less
than the $8.5 million charge in the second quarter of 2005 for the loss on one of our underground utility construction
projects.

Selling, general and administrative expenses: Second quarter 2006 selling, general and administrative expenses were

$23.0 million, an increase of $5.4 million, or 30%, compared to the three months ended June 30, 2005. The increase
was due primarily to an increase in salaries and benefits of $4.0 million for additional personnel hired to manage
business growth and a $1.0 million charge for share-based compensation. Selling, general and administrative expenses
increased as a percentage of revenue from 7.6% for the three months ended June 30, 2005 to 8.9% for the three
months ended June 30, 2006.

Amortization of intangible assets: Amortization of intangible assets decreased $1.5 million, or 86%, to $0.2 million during
the three months ended June 30, 2006 compared to $1.7 million for three months ended June 30, 2005. The decrease
was due to a lesser amount of intangible amortization related to acquired construction backlog, due to the completion
of most of the acquired contracts during 2005.

Interest expense:  We incurred $1.7 million of interest expense for the three months ended June 30, 2006, a decrease of
$0.6 million from the three months ended June 30, 2005, principally due to the reclassification of other comprehensive
income related to benefits from our interest rate swap and interest rate cap in the period, which reduced interest
expense. We expect that this benefit (approximately $0.5 million) will be reversed in the second half of 2006. These
derivative instruments no longer qualified as cash flow hedges under SFAS No. 133  Accounting for Derivatives and
Hedging Activities, as amended by SFAS Nos. 137, 138 and 149, due to the debt refinancing on June 30, 2006.
Additionally, interest expense decreased due to the lack of line of credit borrowings in 2006 compared to the second
quarter of 2005.

Write-off of deferred financing costs: In the second quarter of 2006 we refinanced our existing credit facility which resulted
in a $4.3 million charge for the write-off of deferred financing costs (See Note 7 to our condensed consolidated
financial statements).

Other income (expenses), net: - Other income increased by $0.9 million for the three months ended June 30, 2006 compared

to the three months ended June 30, 2005. The increase was due primarily to gains
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on equipment sales. These gains occur periodically in the ordinary course of business as we sell owned equipment being replaced or retired.

Provision (benefit) for income taxes: 'The provision for income taxes for the three months ended June 30, 2006 was
$3.6 million, compared to the benefit of $(0.8) million for the three months ended June 30, 2005. The increase was
due to higher taxable income in the three months ended June 30, 2006.

Discontinued operations, net of tax: 'The loss from discontinued operations for the three months ended June 30, 2005 was
less then $0.1 and included the results of operations of ULMS and ESI. The income from discontinued operations for
the three months ended June 30, 2006 relates to the resolution of an existing ULMS liability, as well as, an earn out
arrangement that will continue through December 2006.

Six months ended June 30, 2006 compared to the six months ended June 30, 2005

Six Months Six Months

Ended % of Ended % of

June 30, 2005 Revenue June 30, 2006 Revenue

(in thousands)
Contract revenues $ 412,300 100.0 % $ 475267 100.0 %
Gross profit 39,106 95 % 65,580 13.8 %
Selling, general and administrative expenses 34,159 83 % 46,083 97 %
Merger related costs 152 00 % 00 %
Provision of uncollectible accounts 84 00 % 31 00 %
Amortization of intangible assets 3,310 08 % 494 0.1 %
Income from operations 1,401 03 % 18,972 40 %
Interest income 222 0.1 % 409 01 %
Interest expense (3,703 ) 09 % (3,793 ) 0.8 %
Write-off of deferred financing costs 00 % (4,296 ) -09 %
Other income 5,015 12 % 1,563 03 %
Income from continuing operations before income taxes 2,935 0.7 % 12,855 27 %
Income tax expense 1,234 03 % 5,196 1.1 %
Income from continuing operations $ 1,701 04 % $ 7,659 1.6 %

Revenues: Revenues increased $63.0 million, or 15%, to $475.3 million for the six months ended June 30, 2006
compared to the six months ended June 30, 2005 due primarily to the increase in electric contract awards within the
past year. Electric revenues increased by $48.2 million, or 20%, including $39.6 million from electric transmission
services and $23.9 million from electric substation services, offset in part by a $15.3 million decrease from utility
distribution and industrial electric services. The decrease in utility distribution and industrial electric work is primarily
due to fewer IPP projects. Underground natural gas revenues increased by $7.2 million, or 6%, due primarily to
unusually mild weather in the first quarter of 2006 which enabled an increased volume of work to be performed.
Telecommunications revenues increased by $9.3 million, or 21%, mostly due to an increase in demand for
underground telecommunications infrastructure work, including fiber to the premises initiatives.

Gross profit: - Gross profit increased $26.5 million, or 68%, to $65.6 million for the six months ended June 30, 2006
compared to the six months ended June 30, 2005. Gross profit margins for the same periods increased from 9.5% in
2005 to 13.8% in 2006. The increase in gross profit was due primarily to an increase in the volume of electric
substation and electric transmission work which generally provides higher margins; the earning of performance
bonuses for our strong operating performance on certain electric distribution and substation projects; the absence of
certain performance-related pricing concessions we made to a large customer in 2005; the exit of certain unprofitable
natural gas contracts; and an increase in
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volume of dark fiber lease revenue. This increase was partially offset by a decrease in the volume of utility distribution and industrial electric
work. Additionally, we incurred a charge of $6.6 million for an electric transmission contract determined to be in a loss position during the
quarter which was less than the $8.5 million charge in the second quarter of 2005 for the loss on one of our underground utility construction
projects.

Selling, general and administrative expenses: For the six months ended June 30, 2006, selling, general and administrative
expenses were $46.1, an increase of $11.9 million, or 35%, compared to the six months ended June 30, 2005. The
increase was due primarily to an increase in salaries and benefits of $7.2 million for additional personnel hired to
manage business growth, a $1.8 million charge for share-based compensation and $0.7 million incurred for the
secondary offering completed in the first half of 2006. Selling, general and administrative expenses increased as a
percentage of revenue from 8.3% for the six months ended June 30, 2005 to 9.7% for the six months ended June 30,
2006.

Amortization of intangible assets: Amortization of intangible assets decreased $2.8 million, or 85%, to $0.5 million during
the six months ended June 30, 2006 compared to $3.3 million for six months ended June 30, 2005. The decrease was
due to a lesser amount of intangible amortization related to acquired construction backlog, due to the completion of
most of the acquired contracts during 2005.

Write-off of deferred financing costs: In the second quarter of 2006, we refinanced our existing credit facility which resulted
in a $4.3 million charge for the write-off of deferred financing costs (See Note 7 to our condensed consolidated
financial statements).

Other income, net: Other income decreased by $3.5 million for the six months ended June 30, 2006 compared to the six
months ended June 30, 2005. The decrease was due primarily to the 2005 reversal of a $3.8 million charge related to a
litigation judgment settled in our favor during the three months ended March 31, 2005, offset in part by $0.2 million
increase in gains on sale of equipment in 2006 compared to 2005.

Provision for income taxes: 'The provision for income taxes for the six months ended June 30, 2006 was $5.2 million,
compared to $1.2 million for the six months ended June 30, 2005. The increase was due to higher taxable income in
the six months ended June 30, 2006.

Discontinued operations, net of tax: 'The loss of $(0.4) from discontinued operations for the six months ended June 30,
2005 included the results of operations of ULMS and ESI. The income from discontinued operations for the six
months ended June 30, 2006 relates to the resolution of an existing ULMS liability, as well as, an earn out
arrangement that will continue through December 2006.

Segment Results

We manage our operations in two segments, ICS and TS. The primary financial measures we use to evaluate our segment operations are contract
revenues and income from operations as adjusted, a non-GAAP financial measure. Income (loss) from operations as adjusted excludes expenses
for the amortization of intangibles related to our acquisitions and share-based compensation. Amortization and share-based compensation
expenses are excluded because we believe these expenses do not reflect the core performance of our business segments operations. A
reconciliation of income from operations as adjusted to the nearest GAAP equivalent, income (loss) from operations, is provided in Note 13 to
our condensed consolidated financial statements, included elsewhere in this report on Form 10-Q.

Our corporate overhead expenses have not been allocated to our segments because we evaluate segment performance prior to the allocation of
corporate expenses.
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Three months ended June 30, 2006 compared to the three months ended June 30, 2005

Revenue:

Infrastructure Construction Services
Telecommunication Services

Total segment revenues

Corporate and eliminations

Total revenue

Income from operations as adjusted:
Infrastructure Construction Services
Telecommunication Services

Total segment income from operations as adjusted
Corporate and eliminations

Total income from operations as adjusted

ICS

Three Months
Ended

June 30, 2005
(in thousands)

$ 221,179
9,570
230,749

921

$ 231,670

Three Months
Ended

June 30, 2005
(in thousands)

$ 586
3,859

4,445

(3,334 )
$ L1111

Three Months
Ended
June 30, 2006

$ 244,993
9,503
254,496
3,531

$ 258,027

Three Months
Ended
June 30, 2006

$ 13,382
4,743

18,125
(3,839 )
$ 14,286

Change

$ 23814
(67 )
23,747
2,610

$ 26357

Change

$ 12,796
884

13,680

(505 )
$ 13,175

%

11 %
(1 )%
10 %
283 %
11 %

%

2,184 %
23 %
308 %
15 %
1,186 %

Revenues: 1CS revenues for the three months ended June 30, 2006 were $245.0 million, an increase of $23.8 million,
or 11%, compared to the three months ended June 30, 2005. The increase was due primarily to the increase in electric
contract awards within the past year. Electric revenues increased by $28.2 million, or 23%, including $21.3 million
from electric transmission services and $17.7 million from electric substation services, offset in part by a
$10.9 million decrease from utility distribution and industrial electric services. The decrease in utility distribution and

industrial electric work is primarily due to fewer IPP projects. Underground natural gas revenues decreased by

$3.6 million, or 5%, due primarily to the exiting of certain unprofitable gas contracts and the decline in new housing
construction in certain areas of the country. Telecommunications revenues increased by $4.4 million, or 28%, mostly
due to an increase in demand for underground telecommunications infrastructure work, including fiber to the premises

initiatives.

Income from operations as adjusted: Income from operations as adjusted for the three months ended June 30, 2006 was
$13.4 million, an increase of $12.8 million, or 2,184%, compared to the three months ended June 30, 2005. The
increase was due primarily to a $16.5 million increase in gross profit, partially offset by a $4.0 million increase in
selling, general and administrative expenses. The increase in gross profit was due primarily to an increase in the
volume of electric substation and electric transmission work which generally provides higher margins; the earning of
performance bonuses for our strong operating performance on certain electric distribution and substation projects; the
absence of certain performance-related pricing concessions we made to a large customer in 2005; and the exit of
certain unprofitable natural gas contracts. This increase was partially offset by a decrease in the volume of utility
distribution and industrial electric work. Additionally, we incurred a charge of $6.6 million for an electric
transmission contract determined to be in a loss position during the quarter which was less than the $8.5 million
charge in the second quarter of 2005 for the loss on one of our underground utility construction projects. Selling,
general and administrative expenses increased primarily as a result of $2.9 million for additional personnel hired to

meet the business growth.
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TS

Revenues: TS revenues decreased $0.1 million, or 1%, to $9.5 million for the three months ended June 30, 2006
compared to the three months ended June 30, 2005 due to a decrease in outside plant construction, offset in part by an
increase in dark fiber leases.

Income from operations as adjusted: Income from operations as adjusted for the three months ended June 30, 2006 were
$4.7 million, an increase of $0.9 million, or 23%, compared to the three months ended June 30, 2005. The increase
was due primarily to an increase in dark fiber lease revenue which is more profitable than construction work.

Corporate

The loss from operations as adjusted for corporate and eliminations increased by $0.5 million for the three months ended June 30, 2006
compared to the three months ended June 30, 2005 due to an increase in corporate expenses, offset in part by an increase of $2.6 million for
revenue related to administrative services we provide to one of our customers. Corporate expenses increased as a result of an increase in salaries
and benefits of $1.0 million for additional personnel hired to manage business growth.

Six months ended June 30, 2006 compared to the six months ended June 30, 2005

Six Months Six Months

Ended Ended Change

June 30, 2005 June 30, 2006 $ %

(in thousands)
Revenue:
Infrastructure Construction Services $ 390,535 $ 450,500 $ 59,965 15 %
Telecommunication Services 20,084 19,576 (508 ) 3 )%
Total segment revenues 410,619 470,076 59,457 14 %
Corporate and eliminations 1,681 5,191 3,510 209 %
Total revenue $ 412,300 $ 475,267 $ 62,967 15 %

Six Months Six Months
Ended Ended Change
June 30, 2005 June 30, 2006 $ %

(in thousands)
Income from operations as adjusted:

Infrastructure Construction Services $ 32878 $ 21,766 $ 17,888 461 %
Telecommunication Services 8,052 9,222 1,170 15 %
Total segment income from operations as adjusted 11,930 30,988 19,058 160 %
Corporate and eliminations (7,219 ) (9,697 ) (2,478 ) 34 %
Total income from operations as adjusted $ 4711 $ 21,291 $ 16,580 352 %
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ICS

Revenues: ICS revenues for the six months ended June 30, 2006 were $450.5 million, an increase of $60.0 million, or
15%, compared to the six months ended June 30, 2005. The increase was due primarily to the increase in electric
contract awards within the past year. Electric revenues increased by $46.9 million, or 20%, including $38.3 million
from electric transmission services and $23.9 million from electric substation services, offset in part by a

$15.3 million decrease from utility distribution and industrial electric services. The decrease in utility distribution and
industrial electric work is primarily due to fewer IPP projects. Underground natural gas revenues increased by

$7.2 million, or 6%, due primarily to unusually mild weather in the first quarter of 2006 which enabled an increased
volume of work to be performed. Telecommunications revenues increased by $9.8 million, or 40%, mostly due to an
increase in demand for underground telecommunications infrastructure work, including fiber to the premises
initiatives.

Income from operations as adjusted: Income from operations as adjusted for the six months ended June 30, 2006 was
$21.8 million, an increase of $16.9 million, or 461%, compared to the six months ended June 30, 2005. The increase
was due primarily to a $25.5 million increase in gross profit, partially offset by a $7.9 million increase in selling,
general and administrative expenses. The increase in gross profit was due primarily to an increase in the volume of
electric substation and electric transmission work which generally provides higher margins; the earning of
performance bonuses for our strong operating performance on certain electric distribution and substation projects; the
absence of certain performance-related pricing concessions we made to a large customer in 2005; and the exit of
certain unprofitable natural gas contracts. This increase was partially offset by a decrease in the volume of utility
distribution and industrial electric work. Additionally, we incurred a charge of $6.6 million for an electric
transmission contract determined to be in a loss position during the quarter which was less than the $8.5 million
charge in the second quarter of 2005 for the loss on one of our underground utility construction projects. Selling,
general and administrative expenses increased primarily as a result of $5.4 million for additional personnel hired to
meet the business growth.

TS

Revenues: TS revenues decreased $0.5 million, or 3%, to $19.6 million for the six months ended June 30, 2006
compared to the six months ended June 30, 2005 due to a decrease in outside plant construction, offset in part by an
increase in dark fiber leases which is more profitable than construction work.

Income from operations as adjusted: Income from operations as adjusted for the six months ended June 30, 2006 was
$9.2 million, an increase of $1.2 million, or 15%, compared to the six months ended June 30, 2005. The increase was
due primarily to an increase in dark fiber lease revenue.

Corporate

The loss from operations as adjusted for corporate and eliminations increased by $2.5 million for the six months ended June 30, 2006
compared to the six months ended June 30, 2005 due to an increase in corporate expenses, offset in part by an increase of $3.6 million
for revenue related to administrative services we provide to one of our customers. Corporate expenses increased as a result of

$0.7 million incurred for the secondary offering completed in the first half of 2006 and an increase in salaries and benefits of

$1.4 million for additional personnel hired to manage business growth.

Liquidity and Capital Resources
Cash, Working Capital Requirements and Capital Expenditures

Our working capital needs are influenced by the seasonality of our business. We generally experience a need for additional working capital
during the spring season when we increase our level of outdoor
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construction in weather-affected regions of the country. Conversely, we typically convert working capital assets to cash during the winter
months. We expect capital expenditures to range from $18.0 million to $20.0 million during the second half of 2006, which could vary
depending on the timing of awards of dark fiber and electric transmission contracts. More than 50% of the expected capital expenditures are for
dark fiber expansion. We intend to fund these expenditures primarily with operating cash flows. We have reduced our capital expenditures as a
percentage of revenue over the past two years as a result of an increase in the use of equipment leasing arrangements and improved equipment
utilization.

Financing

On June 30, 2006, we entered into a new credit agreement which provides for a secured revolving credit facility of $225.0 million which may be
used for revolving credit borrowings, swing loans, not to exceed $10.0 million, and the issuance of standby letters of credit, not to exceed
$100.0 million. We also have the right to seek additional commitments to increase the aggregate commitments up to $350.0 million, subject to
compliance with applicable covenants. The new credit agreement replaces our previous secured credit facility, which included an $85.0 million
revolving credit commitment and $84.0 million in term loan commitments.

The proceeds from borrowings under the new credit agreement were used to repay $83.6 million of outstanding debt existing as of June 30, 2006
under our previous amended and restated credit facility which was terminated upon repayment. As of June 30, 2006, we have a $75.0 million
outstanding revolving credit borrowing and $34.0 million in letters of credit outstanding. As a result of the entry into the new credit agreement
and refinancing of the previous credit facilities, we recorded a charge in the second quarter of 2006 of $4.3 million related to the write-off of
deferred financing costs. For a discussion of fees and covenants related to our new credit facility, see Note 7 to our condensed consolidated
financial statements.

We anticipate that our cash on hand of $20.5 million as of June 30, 2006, our new credit facility and our future cash flow from operations will
provide sufficient cash to enable us to meet our operating needs for the next twelve months, based on expected levels of business, debt service
requirements and planned capital expenditures. However, we may find it necessary or desirable to seek additional financing to support our
capital needs, which may include additional financing to support our expected growth, and to provide funds for strategic initiatives, such as
acquisitions. Accordingly, this may require us to increase our credit facility or complete equity-based financing, such as the issuance of common
stock or preferred stock, which would be dilutive to our existing shareholders. Our future working capital needs may also be affected by any
increases in demand for our services, including any spending generated as a result of the Energy Policy Act of 2005.

Sources and Uses of Cash

As of June 30, 2006, we had cash and cash equivalents of $20.5 million, working capital of $120.7 million and long-term debt of $75.0 million
under our revolving credit facility. As of June 30, 2006 we had $34.0 million in letters of credit outstanding thereunder, leaving $116.0 million
available for additional borrowings. As of December 31, 2005, we had cash and cash equivalents of $24.3 million, working capital of

$117.2 million and long-term debt of $83.9 million. As of December 31, 2005, we had $52.7 million available for additional borrowings.

Cash from operating activities from continuing operations. During the six months ended June 30, 2006 net cash pl‘OVided by
operating activities from continuing operations was $31.0 million compared to cash used of $27.6 million for the six
months ended June 30, 2005. This increase in net cash provided from operating activities from continuing operations
is due to cash provided from accounts receivable and costs in excess of billings, net (including $5.8 million in claims
amounts existing at December 31, 2005 which were collected during the first half of 2006), primarily due to a lower
increase in contract revenues growth in the period ended June 30, 2006 versus June 30, 2005. The increase in contract
revenues was $63.0 or
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15.3% as compared to $124.0 or 43.0% for the six months ended June 30, 2006 and 2005, respectively. In addition, the age of accounts
receivable and costs in excess of billings, net decreased in the period ended June 30, 2006 versus June 30, 2005, respectively. We incurred a
charge of $6.6 million for an electric transmission contract determined to be in a loss position during the quarter which was less than the
$8.5 million charge in the second quarter of 2005 for the loss on one of our underground utility construction projects.

Cash from investing activities from continuing operations. During the six months ended June 30, 2006, net cash used by
investing activities for continuing operations was $27.2 million compared to $8.2 million used during the six months
ended June 30, 2005. The primary use of cash for the six months ended June 30, 2006 was $18.9 million for purchases
of equipment, a $3.5 million payment of the remaining holdback plus interest to the sellers of the Maslonka business
(renamed InfraSource Transmission Services ) and a $7.1 million payment to the former owners of Blair Park for
additional purchase price consideration, offset in part by cash proceeds from the sale of equipment of $2.3 million.
The primary use of cash for the six months ended June 30, 2005 was $16.0 million for purchases of equipment, offset
in part by cash proceeds from the sale of equipment of $2.9 million and the release of $5.0 million from restricted
cash.

Cash from financing activities from continuing operations. During the six months ended June 30, 2006, net cash used by
financing activities for continuing operations was $7.6 million compared to net cash provided of $18.6 million for the
six months ended June 30, 2005. The sources of cash from financing activities for the six months ended June 30, 2006
were proceeds from our debt refinancing of $75.0 million, $1.9 million from the exercise of stock options and
employee stock purchase plan stock purchases and $0.4 million from excess tax benefits from share-based
compensation, more than offset by $83.8 million long-term debt repayments and $1.1 million of debt issuance costs
paid. The sources of cash from financing activities for the six months ended June 30, 2005 were a $18.0 million
borrowing under our revolving credit facility and proceeds of $1.0 million from the exercise of stock options and
employee stock purchase plan stock purchases, offset by $0.5 million long-term debt repayments.

During the six months ended June 30, 2005, net cash reclassified from discontinued operations was $0.5 million. For the six months ended
June 30, 2005, cash used by operating activities from discontinued operations was $0.3 million and cash used in investing activities from
discontinued operations was $0.2 million. The investing activities related to purchases of equipment.

Contractual Obligations and Other Commitments

As of June 30, 2006, our future contractual obligations were as follows (in thousands):

Payments due by period

Less More

than than
Contractual Obligations(1) Total 1 year 1-3 years 4-5 years 5 years
Long-term debt obligations 75,074 51 75,023
Operating lease obligations 54,431 16,739 31,623 861 5,208
Projected interest payments on long term debt(2) 29,630 4,598 10,016 10,002 5,014
Contingent earnout payments(3) 600 600
Other long-term liabilities:
Non-vested options exercised 378 355 23
Other(4) 5,029 43 4,744 46 196
Total $ 165,142 $ 22,386 $ 46,406 $ 10,909 $ 85,441

(1) Trade accounts payable are not included in Contractual Obligations.
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(2) The total projected interest payments on long-term debt are based upon borrowings and interest rates as of
June 30, 2006. The interest rate on variable rate debt is subject to changes beyond our control and may result in actual
interest expense and payments differing from the amounts above.

(3) See discussion below in Contingent Earnout Payments

(4) Approximately $3.6 million of this balance relates to insurance claims that are expected to be paid by our
insurance carrier. A corresponding receivable is recorded in deferred charges and other assets on our condensed
consolidated balance sheet.

Contingent Earnout Payments

Pursuant to the terms of the EHV acquisition agreement, $0.6 million of the consideration was subject to a holdback provision. The holdback is
payable in 2007 and payment of the holdback is not contingent on future events, with the exception of any indemnification obligations owed to
us.

Related Party Transactions

As of June 30, 2006, we had $0.3 million due from our Principal Stockholders included in receivables from related party on our condensed
consolidated balance sheet. This amount relates to reimbursements for certain secondary offering costs.

On June 28, 2006, we entered into a Second Amendment to Registration Rights Agreement (the Second Amendment ) to allow the Principal
Stockholders to request that we file with the Securities and Exchange Commission a registration statement on Form S-3 within 180 days
following March 20, 2006 for an underwritten public offering (the Offering ) of shares of our common stock. In connection with the Offering,
our stockholders participating in the Offering must pay their own expenses as well as their pro rata share of our expenses incurred in connection
with the Offering.

In addition, on June 28, 2006, in connection with the Second Amendment, we entered into an Agreement (the Agreement ) with our Principal
Stockholders and Ian Schapiro and Michael Harmon, two members of the our board of directors, to set forth certain agreements of the parties
following the closing of the Offering. Pursuant to the Agreement, Messrs. Schapiro and Harmon, representatives of the Principal Stockholders,
agreed to work with us in good faith to determine a mutually acceptable transition plan for their board of directors and committee
responsibilities. In addition, the Principal Stockholders have entered into non-disclosure agreements with us and have agreed to certain limited
restrictive covenant obligations following the closing of the Offering.

As of December 31, 2005, we had $7.1 million due to the former owners of Blair Park accrued in other liabilities related parties on our
condensed consolidated balance sheet for additional contingent purchase price consideration. Blair Park was acquired by InfraSource
Incorporated in 2001. The balance was paid in the second quarter of 2006.

As of June 30, 2006, we had $0.8 million due to the sellers of the Maslonka business, who are also employees, accrued in other liabilities related
parties on our condensed consolidated balance sheet. This balance relates to amounts due upon collection from a third party. In January 2006, we
paid the sellers of the Maslonka business $3.5 million of holdback consideration, including interest, and released the holdback shares.

We lease our InfraSource Transmission Services ( ITS ) headquarters in Mesa, Arizona and our ITS Texas field office in San Angelo, Texas from
EC Source, LLC, which is wholly owned by Martin Maslonka. Our leases for these two properties will run through February 2009, subject to a
five-year renewal option. Pursuant to these leases, we expect to incur total annual lease payments of $0.2 million.
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We lease office and warehouse space from Coleman Properties of which three officers of Blair Park are general partners. The lease for this space
continues through October 2008. Our annual payments under this agreement are approximately $0.1 million.

We also lease ducts in two river bores under the Delaware River from Coleman Properties. Our lease commenced on May 1, 2005 and has a
term of five years, with an option to extend. Our annual lease payment is $0.02 million for each pair of fiber installed in the conduit up to a
maximum of $0.2 million per year if additional ducts are leased.

As of June 30, 2006, we had $0.4 million due to the EHV stockholders, who are currently our employees, accrued in other liabilities related
parties on our condensed consolidated balance sheet. This amount is a portion of the holdback consideration from our acquisition of EHV, which
is payable in 2007 and not contingent on future events, with the exception of any indemnification obligations owed to us.

We lease office and warehouse facilities in Michigan which are owned by an employee and his family members. Our leases for these properties
are through March 2011 and May 2007. Pursuant to these leases, we expect to incur total annual lease payments of $0.3 million.

New Accounting Pronouncements

In July 2006, the Financial Accounting Standards Board ( FASB ) issued FASB Interpretation ( FIN ) No. 48, Accounting for Uncertainty in
Income Taxes an interpretation of FASB Statement No. 109, which clarifies the accounting for uncertainty in tax positions. FIN No. 48 requires
that the impact of a tax position be recognized if that position is more likely than not of being sustained on audit, based on the technical merits of
the position. The tax position is measured at the largest amount of benefit that is greater than 50% likely of being realized upon the ultimate
settlement. The provisions of FIN No. 48 are effective for fiscal years beginning after December 15, 2006, with any cumulative effect of the
change in accounting principle recorded as an adjustment to opening retained earnings. We currently do not believe FIN No. 48 will have a
significant impact on our financial results.

Item 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are exposed to market risk primarily related to potential adverse changes in interest rates as discussed below. We have not historically and
do not intend to use derivative financial instruments for trading or to speculate on changes in interest rates or commodity prices. We are not
exposed to any significant market risks, foreign currency exchange risk or interest rate risk from the use of derivative financial instruments.

The sensitivity analysis below, which illustrates our hypothetical potential market risk exposure, estimates the effects of hypothetical sudden and
sustained changes in the applicable market conditions on 2006 earnings. The sensitivity analysis presented does not consider any additional
actions we may take to mitigate our exposure to such changes. The hypothetical changes and assumptions may be different from what actually
occurs in the future.

Interest Rates. As of June 30, 2006, our $75.0 million borrowing under our revolving credit facility was subject to

floating interest rates. We have an interest rate swap on a $30.0 million notional amount where we pay a fixed rate of
2.395% in exchange for three month LIBOR until October 10, 2006. We also have a 4.00% interest rate cap that

matures October 10, 2006 on $40.0 million of the notional amount. Subsequent to the June 30, 2006 debt refinancing,
our interest rate cap and interest rate swap are no longer designated as cash flow hedges under the provisions of SFAS
No. 133, Accounting for Derivative Instruments and Hedging Activities, as amended by SFAS Nos. 137, 138 and 149;
however we continue to utilize these derivative instruments to hedge the variability of cash flows related to our

variable rate debt. We are exposed to earnings and fair value risk due to changes in interest rates with respect to our
long-
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term obligations. The detrimental effect on our quarterly pre-tax earnings of a hypothetical 50 basis point increase in interest rates would be
approximately $0.1 million.

Currency Risk. With our November 2005 acquisition of our Canadian subsidiary, we may be subject to currency
fluctuations in the future. We do not expect any such currency risk to be material.

Gasoline and Diesel Fuel. We have market risk for changes in the price of gasoline and diesel fuel. To the extent we
cannot mitigate increases in fuel prices through surcharges and other contract provisions with our customers, our
operating income will be affected. In April 2006, we entered into fuel hedges to mitigate a portion of our exposure to
price fluctuations of gasoline and diesel fuel. The fuel hedges cap our exposure to price fluctuations for approximately
one-quarter of our expected usage for the remainder of 2006. These derivative instruments have not been designated
as cash flow hedges, therefore changes in fair value are recorded in current period income.

Item 4. CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

The company has designed and maintains a system of disclosure controls and procedures to give reasonable assurance that information required
to be disclosed in the company s reports submitted under the Securities Exchange Act of 1934 is recorded, processed, summarized and reported
within the time periods specified in the rules and forms of the SEC. These controls and procedures also give reasonable assurance that
information required to be disclosed in such reports is accumulated and communicated to management to allow timely decisions regarding
required disclosures. The company s management, with the participation of the company s Chief Executive Officer and Chief Financial Officer,
evaluated the effectiveness of the company s disclosure controls and procedures (as such term is defined in Rules 13a-15(e) and 15d-15(e) under
the Securities Exchange Act of 1934, as amended (the Exchange Act )) as of the end of the period covered by this report. Based on that
evaluation, the Chief Executive Officer and Chief Financial Officer concluded that the company s disclosure controls and procedures as of the
end of the period covered by this report were effective at a reasonable assurance level.

Internal Control Over Financial Reporting

No change in the Company s internal control over financial reporting (as such term is defined in Rules 13a-15(f) and 15d-15(f) under the
Exchange Act) occurred during the Company s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect,
the Company s internal control over financial reporting.
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PART II OTHER INFORMATION
Item 1. LEGAL PROCEEDINGS.

On September 21, 2005, a petition, as amended, was filed against InfraSource, certain of its officers and one of its directors and various other
defendants in the Harris County, Texas District Court seeking unspecified damages. The plaintiffs allege that the defendants violated their
fiduciary duties and committed constructive fraud by failing to maximize shareholder value in connection with the Merger and committed other
acts of misconduct following the filing of the petition. At this time, it is too early to form a definitive opinion concerning the ultimate outcome
of this litigation. Management of InfraSource plans to vigorously defend against this claim.

Pursuant to our service contracts, we generally indemnify our customers for the services we provide under such contracts. Furthermore, because
our services are integral to the operation and performance of the electric power transmission and distribution infrastructure, we may become
subject to lawsuits or claims for any failure of the systems that we work on, even if our services are not the cause for such failures, and we could
be subject to civil and criminal liabilities to the extent that our services contributed to any property damage or blackout. The outcome of these
proceedings could result in significant costs and diversion of management s attention to our business. Payments of significant amounts, even if
reserved, could adversely affect our reputation and liquidity position.

From time to time, we are a party to various other lawsuits, claims, other legal proceedings and are subject, due to the nature of our business, to
governmental agency oversight, audits, investigations and review. Such actions may seek, among other things, compensation for alleged
personal injury, breach of contract, property damage, punitive damages, civil penalties or other losses, or injunctive or declaratory relief. Under
such governmental audits and investigations, we may become subject to fines and penalties or other monetary damages. With respect to such
lawsuits, claims, proceedings and governmental investigations and audits, we accrue reserves when it is probable a liability has been incurred
and the amount of loss can be reasonably estimated. We do not believe any of these proceedings currently pending, individually or in the
aggregate, would be expected to have a material adverse effect on our results of operations, cash flows or financial condition.

Item 1A. RISK FACTORS.
Risks Relating to Our Business and Industry

Our ability to obtain new contracts and the timing of the award and performance of any such contracts may result in unpredictable
fluctuations in our cash flow and profitability.

A substantial portion of our revenues is derived from project-based work. It is generally very difficult to predict whether and when we will be
awarded contracts for significant projects, resulting in unpredictability in our cash flow and profitability. We expect to have a higher percentage
of revenues from large-scale projects going forward, further exacerbating the unpredictability of our operating results.

In certain circumstances, customers require us to provide credit enhancements, including surety bonds, letters of credit and, in rare instances,
cash collateral, which we may be unable to satisfactorily obtain or provide, placing us at a competitive disadvantage compared to providers with
more liquidity. In addition, to the extent such credit enhancements are provided, our liquidity could be significantly reduced, which may
negatively impact our ability to secure additional contracts.

Even if we are awarded contracts, we face additional risks that could affect whether, or when, work will begin. For example, some of our
contracts are subject to financing and other contingencies that may delay or result in termination of projects. The uncertainty of the timing of
contract awards and work release can also present difficulties in matching workforce size with contract needs. In some cases, we
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maintain and bear the cost of a ready workforce that is larger than necessary in anticipation of future workforce needs for expected contract
awards. If an expected contract award or the related work release is delayed or not received, we could incur substantial costs without receipt of
any corresponding revenues. Delays by our customers in obtaining required approvals for their infrastructure projects may delay their awarding
contracts for those projects and, once awarded, the ability to commence construction under those contracts.

Demand for our services is cyclical and vulnerable to downturns in the industries we serve, which may result in extended periods of low
demand for our services.

The demand for infrastructure services in the industries we serve has been, and will likely continue to be, cyclical in nature and vulnerable to
downturns in the industries we serve or the U.S. economy in general. A number of other factors, including financial conditions in the industries
we serve, could adversely affect our customers and their ability or willingness to fund capital expenditures in the future. For example, we have
experienced reductions in our revenues from independent power producers since 2003, which reflect the significant decline in construction
activity and new construction awards for power generation projects. The demand for our services to natural gas distribution customers is affected
by the level of industrial, commercial and residential construction in the geographic areas we serve. For example, the recent downturn in new
housing construction in certain regions has had a negative impact on demand from some of our natural gas distribution customers. In addition,
our petrochemical customers demand has recently been restrained by the impact of high natural gas prices. We are also dependent on the amount
of infrastructure services that our customers outsource. During downturns in the economy, our customers may determine to outsource fewer
projects resulting in decreased demand for our services. In addition, the historical trend toward outsourcing of infrastructure services may not
continue as we expect. As a result, demand for our services could decline substantially for extended periods, particularly during economic
downturns, which could decrease our revenues, margins, profits and cash flows.

Our participation in fixed-price contracts exposes us to declines in profitability and contract losses related to cost overruns.

We currently generate, and expect to continue to generate, approximately 50% of our revenues under fixed-price contracts. Under fixed-price
contracts, we agree to perform the entire project for a fixed price on an agreed upon schedule. We may be unable to recover any cost overruns
above the approved contract price. For example, in the past, we have experienced delays and additional costs from severe weather conditions and
the required replacement of third-party defective materials, which we were unable to recover. In the second quarter of 2006, we recorded a $5.0
million loss, after giving effect to assumed claims collections, and a reversal of $1.6 million of income previously recognized relating to one or
our electric transmission projects. This loss was attributable primarily to lower than expected productivity due to ineffective supervision,
insufficient access to experienced labor, supplier issues and extremely hot weather. In the second quarter of 2005, we recorded an $8.5 million
loss, which subsequently increased to $10.2 million, after giving effect to assumed claims collections, on one of our fixed-price underground
utility construction projects. This loss resulted from lower than expected productivity, higher materials costs and unforeseen delays and was also
partially a result of a failure to accurately estimate project costs during the bidding phase. These and other factors, such as increased fuel and
labor costs, could adversely affect our profitability on fixed price contracts.

The claims resolution process is often lengthy, can require legal action to conclude and the ultimate amount to be collected is difficult to
estimate. Our actual revenue and profit for any particular project will usually differ from those we originally estimated and could result in
reduced profitability or losses on the project. Our acquisition of ITS has resulted in an increase in the proportion of our fixed-price contracts, as
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most of ITS s business is performed on a fixed-price basis. We expect that our mix of work will tend to increase the proportion of our fixed-price
contracts.

Our use of percentage-of-completion accounting on fixed-price contracts requires us to record the entire expected loss from a contract
during the quarter in which we determine the contract to be a loss contract and could result in a reduction or elimination of previously
reported profits and significant fluctuations in our results.

As more fully discussed in our Annual Report on Form 10-K for the year ended December 31, 2005 and our Quarterly Report on Form 10-Q for
the quarterly period ended June 30, 2006 under Management s Discussion and Analysis of Financial Condition and Results of Operations and

Critical Accounting Policies and Estimates and in the notes to our consolidated financial statements, all of which are incorporated by reference
in this prospectus, a significant portion of our revenues are recognized on a percentage-of-completion method of accounting, using primarily the
cost-to-cost method. This method is used because management considers expended costs to be the best available measure of progress on our
fixed-price contracts. The percentage-of-completion accounting practice we use results in our recognizing contract revenues and earnings over
the contract term in proportion to our incurrence of contract costs. The earnings or losses recognized on individual contracts are based on
estimates of contract revenues, costs and profitability. Although we update these estimates regularly, they are inherently uncertain, and our
ultimate profitability on a contract is usually not known until completion. Estimated contract losses for the full term of the contract are
recognized when determined, regardless of where we are in the contract cycle, and contract profit estimates are adjusted based on ongoing
reviews of contract profitability.

During a period in which a loss on a contract is first recognized, or in a period when expected profits become lower than previously recorded
profits, income recorded on that contract in prior periods is reversed to the extent necessary to give effect to the current estimate. This could
cause the profit or loss contribution from any given contract to fluctuate significantly from quarter to quarter. For example, in the second quarter
of 2006, we recorded a loss on a project of approximately $5.0 million, after giving effect to assumed claims collections, and also reversed
approximately $1.6 million of income recorded in the prior three quarters with respect to that project. Further, we recognized a loss of

$8.5 million during the second quarter of 2005 which subsequently increased to $10.2 million, after giving effect to assumed claims collections,
for a project that began in January 2005 and was substantially completed in November 2005. For any estimated contract loss, the actual final loss
is generally based on the amount of claims we submit to, and successfully collect from the customer. Therefore, our ultimate loss may exceed
our estimates. We record revenue up to costs incurred on claims and unapproved change orders when we believe recovery is probable and the
amounts can be reasonably estimated. Profit related to those costs is recorded in the period such amounts are agreed to with the customer. The
timing and amount of actual collection of claims and unapproved change orders could differ from estimates, could take longer than anticipated
and could result in a reduction or elimination of previously recognized earnings. In certain circumstances, it is possible that such adjustments
could be significant. As of June 30, 2006, we had $5.7 million of unrecovered contract claims booked on our balance sheet under Costs and
estimated earnings in excess of billings. Claims settlements less than the $5.7 million balance would result in a reduction of our profits.

Further, a substantial portion of our contracts contain performance-related provisions, including liquidated damages provisions. Such provisions
may further increase our period-to-period volatility. For example, we received a performance bonus on certain projects during the first half of
2006, compared to performance-related concessions during 2005. Incentives and penalties are recorded when known or finalized, which is
generally during the latter stages of the contract.
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We derive a significant portion of our revenue from a small group of customers. The loss of one or more of these customers could
negatively impact our revenues.

Our top ten customers accounted for approximately 46%, 45% and 47% of our revenues for the years ended December 31, 2004 and 2005 and
the six months ended June 30, 2006, respectively, which includes work performed for those customers as a subcontractor through others.
Revenues from Exelon accounted for 17%, 18% and 17% of our revenues for the years ended December 31, 2004 and 2005 and the six months
ended June 30, 2006, respectively. In September 2003, we entered into a volume agreement with Exelon, pursuant to which Exelon committed to
provide us with a level of work roughly equivalent to the amount of work which we would have received through 2006 if 2003 work levels
remained constant. The actual volume of work received from Exelon under the volume agreement has been significantly higher than 2003 levels;
therefore, the volume requirements set forth in the volume agreement were satisfied in the fourth quarter of 2005. We may be unable to sustain
our volume of business with Exelon without the benefit of the volume agreement. Exelon has recently indicated its intent to curtail expenditures
to a level below that sustained in recent years. Exelon has also begun to modify its contracting practices and is seeking alternative commercial
arrangements with suppliers like us, including increased use of competitive bidding on certain projects. If we lose significant customers and are
not able to replace them or if they reduce their volume of work from us, we could sustain decreased revenues, margins and profits.

Our inability to hire or retain key personnel could disrupt our business.

We depend on the continued efforts of our executive officers and other members of our senior management, including management at each of
our subsidiaries. We cannot be certain that any individual will continue in such capacity for any particular period of time. Industry-wide
competition for managerial talent has increased and the loss of one or more of our key employees could have an adverse effect on our business.
The loss of key personnel, or the inability to hire and retain qualified employees, could negatively impact our ability to manage our business. We
generally do not carry key-person life insurance on our employees.

Skilled labor shortages and increased labor costs could negatively affect our ability to compete for new projects and our performance.

We have from time-to-time experienced shortages of certain types of qualified personnel. For example, there is a shortage of engineers and
linemen capable of working on and supervising the construction of high-voltage electric lines and substations. This shortage can be exacerbated
during periods of storm restoration work. Linemen are frequently recruited across geographic regions to satisfy demand, including for storm
response work. The supply of experienced engineers, linemen and supervisors may not be sufficient to meet current or expected demand.
Further, we may not be able to allocate or hire sufficient project managers for new electric power transmission projects. The commencement of
new, large-scale infrastructure projects or increased demand for infrastructure improvements as well as the aging utility workforce further
depletes the pool of skilled labor available to us, even if we are not awarded such projects. As a result, we are bidding selectively in all of our
business units. We have recently declined to bid on certain projects that we could not staff adequately with experienced engineers, and in the
future we may not be able to maintain an adequate skilled labor force necessary to operate efficiently or to pursue new projects we consider
attractive. Furthermore, the limited supply of skilled labor has negatively impacted, and in the future may continue to negatively impact, the
productivity and profitability of certain of our projects.

41

49



Edgar Filing: INFRASOURCE SERVICES INC - Form 10-Q

The Energy Act may fail to spur the anticipated increased investment in electric infrastructure, which could slow our growth.

Implementation of the Energy Act is still subject to considerable fiscal and regulatory uncertainty. Many of the regulations implementing the
components of the bill have not been finalized and many others have only recently been finalized, and the effect of these regulations is
accordingly still uncertain. As a result, the legislation may not increase spending on electric power transmission infrastructure in a manner that
will increase demand for our services. In addition, the timing of any new infrastructure investments remains uncertain. Continued uncertainty
regarding the implementation and impact of the Energy Act may result in slower growth in demand for our services.

Seasonal and other variations, including severe weather conditions, may cause significant fluctuations in our cash flows and
profitability, which may cause the market price of our common stock to fall in certain periods.

A significant portion of our business is performed outdoors, subjecting our results of operations to seasonal variations. Less work is performed
by us in the winter months, and work is hindered during other inclement weather events. Our profitability often decreases during the winter
months and during severe weather conditions because work performed during these periods is more costly to complete. Our working capital
needs are influenced by the seasonality of our business. Generally, we experience a need for additional working capital during the spring when
we increase our level of outdoor construction in weather-affected regions of the country, and we convert working capital assets to cash during
the winter months. In addition, during periods of peak electricity demand, utilities generally are unable to remove their electric power
transmission and distribution equipment from service, decreasing the demand for our maintenance services during these periods. Significant
disruptions in our ability to perform services because of these factors could have a material adverse effect on our cash flows and results of
operations.

Our backlog may not be realized or may not result in profits. Our customers often have no obligation to assign or release work to us and
many of our contracts may be terminated on short notice.

Our backlog may not be realized as revenue or, if realized, may not result in profits. Backlog is often difficult to determine with certainty. In
addition, the backlog we obtain in connection with any companies we acquire may not be as large as we believed or may not result in the
revenue we expected. Reductions in backlog due to cancellation by a customer or for other reasons could significantly reduce the revenue and
profit we actually receive from contracts included in backlog. In the event of a project cancellation, we may be reimbursed for certain costs but
typically have no contractual right to the total revenues reflected in our backlog. In addition, projects may remain in our backlog for extended
periods of time. We cannot assure you as to our customers requirements or our estimates.

Certain of our customers assign work to us under master service agreements, or MSAs. Under these arrangements, our customers generally have
no obligation to assign work to us. Most of our contracts, including our MSAs, may be terminated by our customers on short notice, typically 30
to 90 days, sometimes less, or may be negatively impacted by the utilities inability to recover their costs in the rates they are authorized to
charge their customers. Moreover, our reported backlog includes estimated work to be performed under these agreements. Our backlog may not
be realized as revenues if these contracts are cancelled. In addition, many of our contracts, including our MSAs, are open to competitive bidding
at the expiration of their terms. As a result, we have been displaced on contracts by competitors from time to time. Our revenues could
materially decline if our customers do not assign work to us or if they cancel a significant number of contracts and we cannot replace them with
similar contracts.
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Project delays or cancellations may result in additional costs to us, reductions in revenues or the payment of liquidated damages.

In certain circumstances, we guarantee project completion by a scheduled acceptance date or achievement of certain acceptance and
performance testing levels. Failure to meet any of these schedules or performance requirements could result in additional costs or penalties,
including liquidated damages, and these amounts could exceed expected project profit margins. Many of our projects involve challenging
engineering, procurement and construction phases that may occur over extended time periods, sometimes up to two years. We may encounter
difficulties in engineering, equipment and material delivery, schedule changes, weather-related delays and other factors, some of which are
beyond our control, that impact our ability to complete the project in accordance with the original delivery schedule. For example, the recent
increase in demand for transmission services has strained production resources, creating significant lead times for obtaining transmission towers
and poles. As a result, our electric transmission project revenues could be significantly reduced or delayed due to the difficulty we or our
customers may experience in obtaining required materials. In addition, we occasionally contract with third-party subcontractors to assist us with
the completion of contracts. Any delay by suppliers or by subcontractors in the completion of their portion of the project, or any failure by a
subcontractor to satisfactorily complete its portion of the project may result in delays in the overall progress of the project or may cause us to
incur additional costs, or both. We also may encounter project delays due to local public opposition against the siting of transmission lines or
other facilities, which may include injunctive actions as well as public protests. For example, the construction of the Arrowhead to Weston
transmission line project between Minnesota and Wisconsin was delayed for several years due to such factors.

Delays and additional costs may be substantial and, in some cases, we may be required to compensate the project customer for these delays. We
may not be able to recover all of these costs. In extreme cases, the above-mentioned factors could cause project cancellations, and we may not be
able to replace such projects with similar projects or at all. Such delays or cancellations may impact our reputation or our relationships with
customers, making it more difficult for us to secure new contracts.

In addition, our project contracts may require that our customers or other parties provide us with design or engineering information or with
equipment or materials to be used on a project. In some cases, we may be provided with deficient design or engineering information or
equipment or provided with information or equipment later than required by the project schedule. Our customers may also determine, after
commencement of the project, to change various elements of the project. Under these circumstances, we generally negotiate with the customer
with respect to the amount of additional time required and the compensation to be paid to us. We are subject to the risk that we may be unable to
obtain, through negotiation, arbitration, litigation or otherwise, adequate amounts to compensate us for the additional work or expenses incurred
by us due to customer-requested change orders or failure by the customer to timely deliver items, such as engineering drawings or materials,
required to be provided by the customer. A failure to obtain adequate compensation for these matters could require us to record a reduction to
amounts of revenue and gross profit that were recognized in prior periods under the percentage-of-completion accounting method. Any such
adjustments could be substantial.

Provisions of our credit facility restrict our business operations and may restrict our access to sufficient funding, including letters of
credit, to finance desired growth.

We have a credit facility with a group of financial institutions secured by substantially all of our assets. The credit facility contains customary
events of default and covenants that limit us from taking certain actions without obtaining the consent of the lenders. In addition, our credit
facility requires us to achieve certain financial ratios as described in our Quarterly Report on Form 10-Q for the quarterly period ended

June 30, 2006. These restrictions and covenants may limit our ability to respond to changing business and economic conditions and we may be
prevented from engaging in transactions that might otherwise be
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considered beneficial to us, including strategic acquisitions. Covenants in our credit facility also restrict our ability to incur indebtedness, subject
to certain exceptions, including domestic intercompany indebtedness, guarantee obligations incurred in the ordinary course of business, up to
$20.0 million of secured indebtedness incurred to acquire fixed or capital assets, indebtedness with respect to performance bonds, letters of
credit and similar obligations incurred in the ordinary course of business, and up to $40.0 million of additional indebtedness. We had

$116.0 million of availability under the revolving credit portion of our credit facility as of June 30, 2006 (after giving effect to $34.0 million of
outstanding letters of credit under the credit facility at that date). In the future, we may require substantial additional working capital to fund our
growth. However, there is no assurance that we will be able expand availability under our credit agreement or obtain other sources of liquidity in
a timely manner, at favorable cost or at all.

A breach of our credit facility, including our inability to comply with the required financial ratios, could result in an event of default. Upon an
event of default under our credit facility, the lenders would be entitled to accelerate the repayment of amounts outstanding, plus accrued and
unpaid interest. Moreover, the lenders would have the option to terminate any obligation to make further extensions of credit under our credit
facility. Upon the event of a default under any of our secured indebtedness, including our credit facility which is secured by substantially all of
our assets, the lenders could proceed to foreclose against the assets securing such obligations. In the event of a foreclosure on all or substantially
all of our assets, we may not be able to continue to operate as a going concern.

We are subject to acquisition risks. If we are not successful in integrating companies that we acquire or have acquired, we may not
achieve the expected benefits and our profitability could suffer. In addition, the cost of evaluating and pursuing acquisitions may not
result in a corresponding benefit.

One of our business strategies is to pursue strategic acquisitions. We completed several acquisitions during 2004 and 2005 and continue to
consider strategic acquisitions now and plan to in the future, some of which may be larger than those previously completed and could be material
acquisitions. Integrating acquisitions is often costly, and delays or other operational or financial problems may result that interfere with our
operations. In addition, our operating subsidiaries have generally maintained their own procedures and operating systems, which make it more
difficult for us to evaluate and integrate systems and controls on a reliable company-wide basis. If we fail to implement proper overall business
controls for companies we acquire or fail to successfully integrate these acquired companies in our processes, our financial condition and results
of operations could be adversely affected. In addition, it is possible that we may incur significant expenses in the evaluation and pursuit of
potential acquisitions and that such acquisitions may not be successfully completed. In these events, we may incur substantial costs without any
corresponding benefit. For example, during 2005 we incurred a $1.6 million charge related to due diligence costs for an acquisition that we

chose not to complete. Other risks inherent in our acquisition strategy include diversion of management s attention and resources, failure to retain
key personnel and risks associated with unanticipated events or liabilities. In addition, in accordance with Statement of Financial Accounting
Standards (  SFAS ) No. 142, Goodwill and Other Intangible Assets we are required to test goodwill for impairment at least annually, or more
frequently if events or circumstances exist which indicate that goodwill may be impaired. As a result of changes in circumstances after valuing
assets in connection with acquisitions, we may be required to take writedowns of intangible assets, including goodwill, which could be
significant.

We cannot be certain of the future effectiveness of our internal controls over financial reporting or the impact thereof on our operations
or the market price of our common stock.

Pursuant to Section 404 of the Sarbanes-Oxley Act of 2002, we are required to include in our annual reports on Form 10-K our assessment of the
effectiveness of our internal controls over financial reporting. We cannot assure you that our system of internal controls will be effective in the
future as our operations
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and control environment change. If we cannot adequately maintain the effectiveness of our internal controls over financial reporting, our
financial reporting may be inaccurate. If reporting errors actually occur, we could be subject to sanctions or investigation by regulatory
authorities, such as the SEC. These results could adversely affect our financial results or the market price of our common stock.

We are implementing a company-wide Enterprise Resource Planning system which could disrupt our day-to-day operations
temporarily.

We are implementing a company-wide information technology system or Enterprise Resource Planning ( ERP ) system. The ERP system is
intended to replace disparate individual information systems at our operating subsidiaries for functions such as accounting and finance, human
resources and customer relationships with a common, uniform information system. Implementation of an ERP system will require substantial
financial and personnel resources. While the ERP system is intended to improve and enhance our information systems, large scale
implementation of new information systems across all of our operating companies exposes us to the risks of start up of the new system and
integration of that system with our existing systems and processes, including possible disruption of our financial reporting. In addition, if we fail
to implement the ERP system or fail to implement the ERP system successfully, we will have to continue to rely on the disparate information
systems at our operating subsidiaries.

A significant portion of our business depends on our ability to obtain surety bonds. We may be unable to compete for or work on certain
projects if we are not able to obtain the necessary surety bonds.

Surety market conditions are currently difficult as a result of significant recent losses incurred by many sureties, both in the construction industry
as well as in certain larger corporate bankruptcies. As a result, less bonding capacity is available in the market and terms have become more
expensive and restrictive. We are required to post letters of credit to support our surety bond program. Further, under standard terms in the surety
market, sureties issue bonds on a project-by-project basis and can decline to issue bonds at any time. Historically, approximately 10% to 20% of
our annual volume of business, including a number of our fixed-price contracts, has required bonds. These percentages may increase depending
on our mix of contracts. Current or future market conditions, as well as changes in our surety s assessment of our operating and financial risk,
could cause our surety provider to decline to issue, or substantially reduce the amount of, bonds for our work and could increase our bonding
costs. These actions can be taken on short notice. If our surety provider were to limit or eliminate our access to bonding, our alternatives include
seeking bonding capacity from other sureties, finding more business that does not require bonds and posting other forms of collateral for project
performance, such as letters of credit or cash. We may be unable to provide these alternatives in a timely manner, on acceptable terms or at all.
Accordingly, if we were to experience an interruption or reduction in the availability of bonding capacity, we may be unable to compete for or
work on certain projects.

Higher fuel prices and material costs may increase our cost of doing business, and we may not be able to pass those added costs to our
customers.

Our spending on fuel has increased significantly over the last 12 months. Under our fixed-price contracts, we are limited in our ability to pass
these higher fuel costs to our customers. In addition, even if we are able to incorporate the higher cost of fuel and materials into new project
contracts, higher overall project costs may depress the market for large-scale infrastructure projects. Therefore, higher fuel and material costs
may directly or indirectly negatively impact our financial condition and results of operations.

We are subject to the risks associated with being a government contractor.

We are from time to time a provider of services to government agencies, primarily the DOE s federal power marketing agencies, such as our
recently completed contract with the Bonneville Power
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Administration. Therefore, we are exposed to the risks associated with government contracting. For example, a reduction in spending by
government agencies could limit the continued funding of existing contracts with these agencies and could limit our ability to obtain additional
contracts, which could result in lower revenues from these customers. The risks of government contracting also include the risk of civil and
criminal fines and penalties for violations of applicable regulations and statutes and the risk of public scrutiny of our performance on high profile
sites. For example, there is a pending investigation by the Department of Labor with respect to employee pay and work hours in connection with
one of our electric transmission projects. In addition, our failure to comply with the terms of one or more of our government contracts, other
government agreements or government regulations and statutes could result in our being suspended or barred from future government contract
projects for a significant period of time.

In addition, government customers typically can terminate or modify their contracts with us at their convenience, and some of these government
contracts are subject to renewal or extension annually. If a government customer terminates a contract or fails to renew or extend a contract, our
backlog or revenue may be reduced or we may incur a loss, either of which could impair our financial condition and operating results. A
termination due to our unsatisfactory performance could expose us to liability and adversely affect our ability to compete for future contracts and
orders. In cases where we are a subcontractor, the prime contract could be terminated, regardless of the quality of our services as a subcontractor
or our relationship with the relevant government agency. Our government customers can also reduce the value of existing contracts, issue
modifications to a contract and control and potentially prohibit the export of our services and associated materials.

Our projects are subject to numerous hazards. If we do not maintain an adequate safety record, we may be ineligible to bid on certain
projects, could be terminated from existing projects and could have difficulty procuring adequate insurance.

Hazards experienced as a result of our activities include electrocutions, fires, natural gas explosions, mechanical failure, transportation accidents
and damage to equipment we work on. These hazards can cause and have caused personal injury and loss of life, severe damage to or destruction
of property and equipment and other consequential damages, including blackouts, and may result in suspension of operations, large damage
claims, and, in extreme cases, criminal liability. At any given time, we are subject to multiple workers compensation and personal injury claims
resulting from such hazards or other workplace accidents. We maintain substantial loss accruals for workers compensation claims. Our insurance
does not cover all types or amounts of liabilities. Our third-party insurance is subject to large deductibles for which we establish reserves and,
accordingly, we effectively self-insure for much of our exposures. In addition, for a variety of reasons such as increases in claims, a weak
economy, projected significant increases in medical costs and wages, lost compensation and reductions in coverage, insurance carriers may be
unwilling to provide the current levels of coverage without a significant increase in collateral requirements to cover our deductible obligations.
We may not be able to maintain adequate insurance at reasonable rates or meet collateral requirements. Further, regulatory changes implemented
by the Occupational Safety and Health Administration ( OSHA ) could impose additional costs on us. Our safety record is an important
consideration for our customers. If serious accidents or fatalities occur or our safety record were to deteriorate, we may be ineligible to bid on
certain projects and could be terminated from existing projects. In addition, our reputation and our prospects for future projects could be
negatively affected. The OSHA recordable rate of one of our transmission construction subsidiaries has historically been higher than the industry
average. If we cannot improve on this subsidiary s safety record, we may not be able to bid successfully on future projects. As is common in our
industry, we regularly have been and will continue to be subject to claims by employees, customers and third parties for property damage and
personal injuries.
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Our unionized workforce could cause interruptions in our provision of services. In addition, we contribute to multiemployer plans that
could result in liabilities to us if these plans are terminated or we withdraw.

A significant percentage of our workforce is covered by collective bargaining agreements. Strikes or work stoppages could occur that would
adversely impact our relationships with our customers and our ability to conduct our business. Alternatively, our non-union workforce could be
disrupted by union organizing activities and similar actions.

We contribute to several multiemployer pension plans for employees covered by collective bargaining agreements. These plans are not
administered by us, and contributions are determined in accordance with provisions of negotiated labor contracts. The Employee Retirement
Income Security Act of 1974, or ERISA, as amended by the Multiemployer Pension Plan Amendments Act of 1980, imposes certain liabilities
upon employers who are contributors to a multiemployer plan in the event of the employer s withdrawal from, or upon termination of, such plan.
We do not have information on the net assets and actuarial present value of the multiemployer pension plans unfunded vested benefits allocable
to us, if any, or the amounts, if any, for which we may be contingently liable if we were to withdraw from any of these plans.

Changes in, or interpretations of, existing state or federal telecommunications regulations or new regulations could adversely affect us.

Many of our telecommunications customers benefit from the Universal Service E-rate program, which was established by Congress in the 1996
Telecommunications Act and is administered by the Universal Service Administrative Company, or USAC, under the oversight of the Federal
Communications Commission, or FCC. To remain eligible to provide services under this program in any state, we must maintain our
telecommunications authorizations in that state. Under the E-rate program, schools, libraries and certain health-care facilities may receive
subsidies for certain approved telecommunications services, internet access, and internal connections. From time to time, bills have been
introduced in Congress that would eliminate or curtail the E-rate program. If such a bill were passed, or if the FCC or USAC were to further

limit E-rate subsidies, it could result in a decrease in the demand for our telecommunications infrastructure services by certain customers.

The telecommunications services that we provide are subject to regulation by the FCC to the extent that they are interstate telecommunications
services and, when wholly within a particular state, are subject to regulation by such state. We currently contribute to state, but not federal,
universal service funds for the majority of our telecommunications services. Changes in federal or state regulations could reduce the profitability
of our telecommunications business. We could also be subject to fines if the FCC or a state regulatory agency were to determine that any of our
activities or positions violated its regulations.

One of our subsidiaries which is licensed, but not conducting business, is regulated by a state public utility commission that requires approval
prior to the proposed offering of shares by our principal stockholders, which approval has not been obtained. We intend to seek such approval at
such time, if any, when we expect to begin operations in the applicable state. We do not believe that our failure to obtain such approval prior to
the consummation of the offering will have material consequences to us, but there can be no assurance that it will not.

Newly adopted accounting regulations require us to expense stock options, which could cause our stock price to decline.

We recently adopted the provisions of the Financial Accounting Standards Board ( FASB ) 123R, Share Based Payment which will eliminate the
ability to account for share-based compensation transactions using the intrinsic method that we used during 2005. Generally, these new

provisions require that such transactions be accounted for using a fair-value-based method and recognized as an expense in our consolidated
statement of operations. The effective date for this change for us was as of January 1,
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2006. Previously, we only disclosed such expenses on a pro forma basis in the notes to our consolidated financial statements in accordance with
generally accepted accounting principles ( GAAP ). Accordingly, in any reporting period in which we are required to recognize an expense for
share-based compensation, our earnings will be lower than if no expense had been taken. Our stock price could decline in response to any

perceived decline in our reported earnings.

Item 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS.
None.

Item 3. DEFAULTS UPON SENIOR SECURITIES.

None

Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

(a) The 2006 Annual Meeting of stockholders of the registrant was held on May 9, 2006.

(b) At the 2006 Annual Meeting, the following were elected as directors:

Director For

John A. Brayman 35,372,247
J. Michal Conaway 35,493,636
Michael P. Harmon 35,305,405
David R. Helwig 28,623,000
Ian A. Schapiro 29,185,053
Richard S. Siudek 35,309,426
David H. Watts 35,492,836
* Terry Winter was appointed to the Board of Directors on June 29, 2006.

Item 5. OTHER INFORMATION.

None.

Item 6. EXHIBITS.

3.1 Restated Certificate of Incorporation of InfraSource Services, Inc.(1)

3.1.1 Certificate of Amendment to the Restated Certificate of Incorporation of InfraSource Services, Inc.(1)

32 Amended and Restated Bylaws of InfraSource Services, Inc.(1)

33 Specimen of Common Stock certificate of InfraSource Services Inc.(1)

4.1 Stockholders Agreement, dated as of September 24, 2003, by and among InfraSource Services, Inc. (f/k/a the
Dearborn Holdings Corporation) and its Security Holders party thereto.(2)

4.2 Registration Rights Agreement, dated as of April 20, 2004, by and among InfraSource Services, Inc. OCM Principal

Opportunities Fund II, L.P., OCM/GFI Power Opportunities Funds, L.P., Martin Maslonka, Thomas B. Tilford,
Mark C. Maslonka, Justin Campbell, Joseph Gabbard, Sidney Strauss, Jon Maslonka, David R. Helwig, Terence R.
Montgomery and Paul M. Daily.(1)
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290,732
169,343
357,574
7,039,979
6,477,926
353,553
170,143
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Amendment to Registration Rights Agreement, dated as of December 7, 2005, by and among InfraSource

Services, Inc. and OCM Principal Opportunities Fund II, L.P., OCM/GFI Power Opportunities Funds, L.P., Tontine
Capital Partners, L.P., Martin Maslonka, Thomas B. Tilford, Mark C. Maslonka, Justin Campbell, Joseph Gabbard,
Sidney Strauss, Jon Maslonka, David R. Helwig, Terence R. Montgomery and Paul M. Daily.(3)

Second Amendment to Registration Rights Agreement, dated as of June 28, 2006, by and among InfraSource
Services, Inc., OCM Principal Opportunities Fund II, L.P., OCM/GFI Power Opportunities Fund, L.P., Tontine Capital
Partners, L.P., Martin Maslonka, Thomas B. Tilford, Mark C. Maslonka, Justin Campbell, Joseph Gabbard, Sidney N.
Strauss, Jon Maslonka, David R. Helwig, Terence R. Montgomery and Paul M. Daily.(4)

Agreement, dated as of June 28, 2006, by and among InfraSource Services, Inc., OCM Principal Opportunities Fund
II, L.P., OCM/GFI Power Opportunities Fund, L.P., Ian Schapiro and Michael Harmon.(4)

Credit Agreement, dated as of June 30, 2006, among InfraSource Incorporated, as borrower, InfraSource

Services, Inc., Bank of America, N.A., as Administrative Agent, Swing Line Lender and L/C Issuer, JPMorgan Chase
Bank, N.A., as Syndication Agent, Lasalle Bank National Association and National City Bank as Co-Documentation
Agents, and other lenders party thereto.*

Guaranty, dated as of June 30, 2006 among the Guarantors identified on the signature page, in favor of Bank of
America, N.A., as administrative agent for itself and the other lenders under the Credit Agreement.*

Rule 13a-14(a)/Rule 15d-14(a) Certification of Chief Executive Officer.*

Rule 13a-14(a)/Rule 15d-14(a) Certification of Chief Financial Officer.*

Certification pursuant to Section 1350 of Chapter 63 of Title 18 of the United States Code.*
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Filed as an exhibit to the Registrant

Filed herewith

with the Commission on May 19, 2004.

@

Filed as an exhibit to the Registrant

with the Commission on January 30, 2004.
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Filed as an exhibit to the Registrant

Filed as an exhibit to the Registrant s Current Report on Form 8-K dated June 28, 2006.

s Annual Report on Form 10-K for the year ended December 31, 2005.

s Registration Statement on Form S-8 (Registration No. 333-115648) filed

s Registration Statement on Form S-1 (Registration No. 333-112375) filed
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

INFRASOURCE SERVICES, INC.
(Registrant)
Date: August 3, 2006 By: /s TERENCE R. MONTGOMERY
Terence R. Montgomery
Senior Vice President and Chief Financial Officer
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