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

COMFORT SYSTEMS USA INC
Form 10-Q
May 02, 2012

Use these links to rapidly review the document
TABLE OF CONTENTS

Table of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-Q

(Mark One)
y QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the quarterly period ended March 31, 2012
OR
0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from to

Commission file number: 1-13011

COMFORT SYSTEMS USA, INC.

(Exact name of registrant as specified in its charter)

DELAWARE 76-0526487
(State or other jurisdiction of (ILR.S. Employer
Incorporation or Organization) Identification No.)
675 Bering Drive
Suite 400
Houston, Texas 77057

(Address of Principal Executive Offices) (Zip Code)
Registrant's telephone number, including area code: (713) 830-9600

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

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive
Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (Section 232.405 of this chapter) during the preceding
12 months (or for such shorter period that the registrant was required to submit and post such files). Yesy No o
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Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company (as defined in Rule 12b-2 of the Exchange Act).

Large accelerated filer o Accelerated filer y Non-accelerated filer o Smaller reporting company o
(Do not check if a
smaller reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Exchange Act Rule 12b-2). Yeso Noy

The number of shares outstanding of the issuer's common stock as of April 27, 2012 was 37,383,008 (excluding treasury shares of
3,740,357).
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COMFORT SYSTEMS USA, INC.
CONSOLIDATED BALANCE SHEETS

(In Thousands, Except Share Amounts)

ASSETS
CURRENT ASSETS:
Cash and cash equivalents
Accounts receivable, less allowance for doubtful accounts of $5,762 and $5,341, respectively
Other receivables
Inventories
Prepaid expenses and other
Costs and estimated earnings in excess of billings

Total current assets

PROPERTY AND EQUIPMENT, NET
GOODWILL

IDENTIFIABLE INTANGIBLE ASSETS, NET
OTHER NONCURRENT ASSETS

Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES:
Current maturities of long-term debt
Current maturities of notes to former owners
Accounts payable
Accrued compensation and benefits
Billings in excess of costs and estimated earnings
Accrued self-insurance expense
Other current liabilities

Total current liabilities

LONG-TERM DEBT, NET OF CURRENT MATURITIES

NOTES TO FORMER OWNERS, NET OF CURRENT MATURITIES
DEFERRED INCOME TAX LIABILITIES

OTHER LONG-TERM LIABILITIES

Total liabilities

COMMITMENTS AND CONTINGENCIES

STOCKHOLDERS' EQUITY:

Preferred stock, $.01 par, 5,000,000 shares authorized, none issued and outstanding

Common stock, $.01 par, 102,969,912 shares authorized, 41,123,365 and 41,123,365 shares issued, respectively
Treasury stock, at cost, 3,705,506 and 3,714,506 shares, respectively

Additional paid-in capital

Retained earnings (deficit)

Comfort Systems USA, Inc. stockholders' equity
Noncontrolling interests

Total stockholders' equity

Total liabilities and stockholders' equity

March 31, December 31,
2012 2011
(Unaudited)
$ 27,873 $ 51,237
265,941 267,060
6,261 6,527
10,699 10,631
29,179 24,664
33,572 27,163
373,525 387,282
40,807 42,013
107,093 107,093
46,284 48,349
8,349 6,329
$ 576,058 $ 591,066
$ 300 $ 300
332 332
105,801 114,255
36,025 36,474
70,109 71,730
28,277 27,408
25,397 27,472
266,241 277,971
2,400 2,400
12,249 12,349
5,131 4,541
10,838 10,699
296,859 307,960
411 411
(39,341) (39,437)
322,273 323,608
(21,020) (19,991)
262,323 264,591
16,876 18,515
279,199 283,106
$ 576,058 $ 591,066

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



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

1




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

Table of Contents

COMFORT SYSTEMS USA, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

(In Thousands, Except Per Share Data)

REVENUE
COST OF SERVICES

Gross profit
SELLING, GENERAL AND ADMINISTRATIVE EXPENSES
GAIN ON SALE OF ASSETS

Operating loss

OTHER INCOME (EXPENSE):

Interest income

Interest expense

Changes in the fair value of contingent earn-out obligations
Other

Other income (expense)

LOSS BEFORE INCOME TAXES
INCOME TAX BENEFIT

NET LOSS INCLUDING NONCONTROLLING INTERESTS
Less: Net loss attributable to noncontrolling interests

NET LOSS ATTRIBUTABLE TO COMFORT SYSTEMS USA, INC.

(Unaudited)

LOSS PER SHARE ATTRIBUTBALE TO COMFORT SYSTEMS USA, INC.:

Basic

Diluted

SHARES USED IN COMPUTING LOSS PER SHARE:
Basic

Diluted

DIVIDENDS PER SHARE

Three Months Ended
March 31,
2012 2011
$ 329410 $ 282,059
286,666 247,850
42,744 34,209
46,363 42,622
(216) (85)
(3,403) (8,328)
4 26
397) 487)
(30) 95)
52 15
(371) (541)
(3,774) (8,869)
(1,106) (3,699)
(2,668) (5,170)
(1,639)
$ (1,029) $ (5,170)
$ (0.03) $ 0.14)
$ 0.03) $ (0.14)
37,056 37,537
37,056 37,537
$ 0.050 $ 0.050

The accompanying notes are an integral part of these consolidated financial statements.
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COMFORT SYSTEMS USA, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

BALANCE AT DECEMBER 31, 2010
Net income (loss)

Issuance of Stock:

Issuance of shares for options exercised
including tax benefit

Issuance of restricted stock

Shares received in lieu of tax withholding
payment on vested restricted stock

Tax benefit from vesting of restricted stock
Stock-based compensation expense
Dividends

Share repurchase

Acquisition of EAS

Contribution from noncontrolling interest

BALANCE AT DECEMBER 31, 2011

Net loss (unaudited)

Issuance of Stock:

Issuance of shares for options exercised
including tax benefit (unaudited)

Issuance of restricted stock (unaudited)

Shares received in lieu of tax withholding
payment on vested restricted stock (unaudited)
Tax benefit from vesting of restricted stock
(unaudited)

Stock-based compensation expense (unaudited)
Dividends (unaudited)

Share repurchase (unaudited)

BALANCE AT MARCH 31, 2012 (unaudited)

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

(In Thousands, Except Share Amounts)

Common Stock

Shares Amount Shares

41,123,365 $ 411

65,950
230,702

(50,793)

(738,590)
411

41,123,365 (3,714,506)

9,000

41,123,365 $ 411

Treasury Stock

Amount
(3,221,775) $(34,714) $ 326,467 $ 20,620

Additional
Paid-In
Capital

707 (258)
2,488 (2,488)
(662)
54
3,604
(3,771)
(7,256)
(39.437) 323,608
9 (1)
577
(1,871)

Retained Non- Total
Earnings ControllingStockholders'
(Deficit) Interests Equity
$ 312,784
(36,830) 338 (36,492)
449
(662)
54
3,604
(3,781) (7,552)
(7,256)
17,377 17,377
800 800
(19,991) 18,515 283,106
(1,029) (1,639) (2,668)
55
577
(1,871)

(3,705,506) $(39,341) $ 322,273 $ (21,020) $ 16,876 $ 279,199
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COMFORT SYSTEMS USA, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(In Thousands)
(Unaudited)
Three Months
Ended
March 31,
2012 2011
CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss including noncontrolling interests $ (2,668) $ (5,170)
Adjustments to reconcile net loss to net cash provided by (used in) operating activities
Amortization of identifiable intangible assets 2,080 1,658
Depreciation expense 3,057 3,161
Bad debt expense 741 839
Deferred tax expense (benefit) (1,521) (2,110)
Amortization of debt financing costs 57 56
Gain on sale of assets (216) (85)
Changes in the fair value of contingent earn-out obligations 30 95
Stock-based compensation expense 577 1,238
Changes in operating assets and liabilities, net of effects of acquisitions
(Increase) decrease in
Receivables, net (905) (1,720)
Inventories (68) (197)
Prepaid expenses and other current assets (855) 1,231
Costs and estimated earnings in excess of billings (6,409) 949
Other noncurrent assets (2,077) (790)
Increase (decrease) in
Accounts payable and accrued liabilities (10,349) (17,392)
Billings in excess of costs and estimated earnings (1,621) (956)
Other long-term liabilities 331 127
Net cash used in operating activities (19,816) (19,066)
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and equipment (2,094) (2,360)
Proceeds from sales of property and equipment 420 247
Proceeds from businesses sold 39 39
Sale of marketable securities 2,000
Cash paid for acquisitions, earn-outs and intangible assets, net of cash acquired (15) (1,800)
Net cash used in investing activities (1,650) (1,874)
CASH FLOWS FROM FINANCING ACTIVITIES:
Net borrowings on revolving line of credit
Payments on other long-term debt (100)
Payments of dividends to shareholders (1,853) (1,880)
Share repurchase program
Shares received in lieu of tax withholding
Excess tax benefit of stock-based compensation 19 (13)
Proceeds from exercise of options 36 123
Net cash used in financing activities (1,898) (1,770)
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NET DECREASE IN CASH AND CASH EQUIVALENTS (23,364) (22,710)
CASH AND CASH EQUIVALENTS, beginning of period 51,237 86,346
CASH AND CASH EQUIVALENTS, end of period $ 27,873 $ 63,636

The accompanying notes are an integral part of these consolidated financial statements.
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COMFORT SYSTEMS USA, INC.
CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2012

(Unaudited)
1. Business and Organization

Comfort Systems USA, Inc., a Delaware corporation, provides comprehensive heating, ventilation and air conditioning ("HVAC")
installation, maintenance, repair and replacement services within the mechanical services industry. We operate primarily in the commercial,
industrial and institutional HVAC markets and perform most of our services within office buildings, retail centers, apartment complexes,
manufacturing plants and healthcare, education and government facilities. In addition to standard HVAC services, we provide specialized
applications such as building automation control systems, fire protection, process cooling, electronic monitoring and process piping. Certain
locations also perform related activities such as electrical service and plumbing. Approximately 49% of our consolidated 2012 revenue is
attributable to installation of systems in newly constructed facilities, with the remaining 51% attributable to maintenance, repair and replacement
services. The following service activities account for our consolidated 2012 revenue: HVAC 73%, plumbing 18%, building automation control
systems 4% and other 5%. These service activities are within the mechanical services industry which is the single industry segment we serve.

2. Summary of Significant Accounting Policies
Basis of Presentation

These interim statements should be read in conjunction with the historical Consolidated Financial Statements and related notes of Comfort
Systems included in the Annual Report on Form 10-K as filed with the Securities and Exchange Commission ("SEC") for the year ended
December 31, 2011 (the "Form 10-K").

The accompanying unaudited consolidated financial statements were prepared using generally accepted accounting principles for interim
financial information and the instructions to Form 10-Q and applicable rules of Regulation S-X of the SEC. Accordingly, these financial
statements do not include all the footnotes required by generally accepted accounting principles for complete financial statements and should be
read in conjunction with the Form 10-K. We believe all adjustments necessary for a fair presentation of these interim statements have been
included and are of a normal and recurring nature. The results of operations for interim periods are not necessarily indicative of the results for
the full fiscal year.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires the use of estimates and
assumptions by management in determining the reported amounts of assets and liabilities, revenue and expenses and disclosures regarding
contingent assets and liabilities. Actual results could differ from those estimates. The most significant estimates used in our financial statements
affect revenue and cost recognition for construction contracts, the allowance for doubtful accounts, self-insurance accruals, deferred tax assets,
warranty accruals, fair value accounting for acquisitions and the quantification of fair value for reporting units in connection with our goodwill
impairment testing.

10
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COMFORT SYSTEMS USA, INC.
CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
March 31, 2012
(Unaudited)
2. Summary of Significant Accounting Policies (Continued)
Cash Flow Information
We consider all highly liquid investments purchased with an original maturity of three months or less to be cash equivalents.

Cash paid (in thousands) for:

Three Months
Ended March 31,
2012 2011
Interest $ 1,004 $ 399
Income taxes 1,311 654
Total $ 2315 $ 1,053

Income Taxes

We are subject to income tax in the United States and Puerto Rico and we file a consolidated return for federal income tax purposes.
Income taxes are provided for under the liability method, which takes into account differences between financial statement treatment and tax
treatment of certain transactions.

Deferred income taxes are based on the difference between the financial reporting and tax basis of assets and liabilities. The deferred
income tax provision represents the change during the reporting period in the deferred tax assets and deferred tax liabilities, net of the effect of
acquisitions and dispositions. Deferred tax assets include tax loss and credit carry-forwards and are reduced by a valuation allowance if, based
on available evidence, it is more likely than not that some portion or all of the deferred tax assets will not be realized.

We regularly evaluate valuation allowances established for deferred tax assets for which future realization is uncertain. We perform this
evaluation each quarter. Estimations of required valuation allowances include estimates of future taxable income. The ultimate realization of
deferred tax assets is dependent upon the generation of future taxable income during the periods in which the activity underlying these assets
becomes deductible. We consider projected future taxable income and tax planning strategies in making this assessment. If actual future taxable
income is less than the estimates, we may not realize all or a portion of the recorded deferred tax assets.

Significant judgment is required in assessing the timing and amounts of deductible and taxable items. We establish reserves when, despite
our belief that our tax return positions are fully supportable, we believe that certain positions may be challenged and potentially disallowed.

When facts and circumstances change, we adjust these reserves through our provision for income taxes.

To the extent interest and penalties may be assessed by taxing authorities on any underpayment of income tax, such amounts have been
accrued and are classified as a component of income tax expense in our consolidated statements of operations.

6
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COMFORT SYSTEMS USA, INC.
CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
March 31, 2012
(Unaudited)
2. Summary of Significant Accounting Policies (Continued)

For the three months ended March 31, 2012 our tax benefit was $1.1 million with an effective tax rate of 29.3% as compared to tax benefit
of $3.7 million with an effective tax rate of 41.7% for the three months ended March 31, 2011. The effective tax rate in the current year was
lower than the federal statutory rate primarily due to the impact of adjustments to tax reserves. The effective tax rate in 2011 was higher than the
federal statutory rate due to higher permanent differences not deductible for tax purposes relative to income. Tax reserves are analyzed and
adjusted quarterly as events occur to warrant such changes. Adjustments to tax reserves are a component of the effective tax rate.

Financial Instruments

Our financial instruments consist of cash and cash equivalents, accounts receivable, other receivables, accounts payable, notes to former
owners and a revolving credit facility. We believe that the carrying values of these instruments on the accompanying balance sheets approximate
their fair values.

Segment Disclosure

Our activities are within the mechanical services industry which is the single industry segment we serve. Each operating subsidiary
represents an operating segment and these segments have been aggregated, as the operating units meet all of the aggregation criteria.

Reclassifications

Certain reclassifications have been made in prior period financial statements to conform to current period presentation. These
reclassifications are of a normal and recurring nature and have not resulted in any changes to previously reported net income for any periods.

3. Fair Value Measurements

We classify and disclose assets and liabilities carried at fair value in one of the following three categories:

Level 1 quoted prices in active markets for identical assets and liabilities;

Level 2 observable market based inputs or unobservable inputs that are corroborated by market data; and

Level 3 significant unobservable inputs in which little or no market data exists, therefore requiring an entity to develop its
own assumptions.

12
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COMFORT SYSTEMS USA, INC.
CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
March 31, 2012
(Unaudited)
3. Fair Value Measurements (Continued)

The following table summarizes the fair values and levels within the fair value hierarchy in which the fair value measurements fall for
assets and liabilities measured on a recurring basis as of March 31, 2012 (in thousands):

Fair Value Measurements at

Reporting Date Using
Quoted Prices in Significant
Active Markets Other Significant
for Identical Observable Unobservable
Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3)

Cash and cash equivalents $ 27,873 $27,873 $ $
Contingent earn-out obligations $ 2,518 $ $ $2,518

Cash and cash equivalents consist primarily of highly rated money market funds at a variety of well-known institutions with original
maturities of three months or less. The original cost of these assets approximates fair value due to their short term maturity.

We value contingent earn-out obligations using a probability weighted discounted cash flow method. This fair value measurement is based
on significant unobservable inputs in the market and thus represents a Level 3 measurement within the fair value hierarchy. This analysis reflects
the contractual terms of the purchase agreements (e.g., minimum and maximum payments, length of earn-out periods, manner of calculating any
amounts due, etc.) and utilizes assumptions with regard to future cash flows, probabilities of achieving such future cash flows and a discount
rate. The contingent earn-out obligations are measured at fair value each reporting period and changes in estimates of fair value are recognized
in earnings.

The table below presents a reconciliation of the fair value of our contingent earn-out obligations that use significant unobservable inputs
(Level 3) (in thousands):

Balance at beginning of year $ 2,488
Issuances

Settlements

Adjustments to fair value 30
Balance at end of period $ 2,518

We measure certain assets at fair value on a nonrecurring basis. These assets are recognized at fair value when they are deemed to be
other-than-temporarily impaired. We did not recognize any impairments on those assets required to be measured at fair value on a nonrecurring
basis.

4. Acquisitions
Acquisition of EAS

On November 2, 2011, we acquired a 60% majority interest in Environmental Air Systems, LLC ("EAS"). EAS is a regional mechanical
contractor with principal offices in Greensboro and Raleigh,

13
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COMFORT SYSTEMS USA, INC.
CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
March 31, 2012
(Unaudited)
4. Acquisitions (Continued)

North Carolina. EAS engages in a broad range of mechanical contracting projects, HVAC service and controls, and sophisticated prefabrication
of mechanical systems, in North Carolina, South Carolina and throughout the Atlantic region. The acquisition date fair value of consideration
transferred was $30.4 million, of which $15.7 million was allocated to goodwill. See Note 5 "Goodwill and Identifiable Intangible Assets, Net."
Our consolidated balance sheets include preliminary allocations of the purchase price to the assets acquired and liabilities assumed based on
estimates of fair value, pending completion of final valuation and purchase price adjustments.

Other Acquisitions
We completed one acquisition in the first quarter of 2012 and one acquisition in the first quarter of 2011. The 2012 and 2011 acquisitions

were not material, individually or in the aggregate, and were "tucked-in" with existing operations. Our consolidated balance sheet includes
preliminary allocations of the purchase price to the assets acquired and liabilities assumed based on estimates of fair value, pending completion
of final valuation and purchase price adjustments. The results of operations of acquisitions are included in our consolidated financial statements
from their respective acquisition dates. Additional contingent purchase price ("earn-out") has been or will be paid if certain acquisitions achieve
predetermined profitability targets.
5. Goodwill and Identifiable Intangible Assets, Net

Goodwill

The changes in the carrying amount of goodwill are as follows (in thousands):

March 31, December 31,

2012 2011
Balance at beginning of period $ 107,093 $ 147,818
Additions 16,629
Impairment adjustment (57,354)
Balance at end of period $ 107,093 $ 107,093

The November 2011 EAS acquisition resulted in goodwill of approximately $15.7 million. We recorded a goodwill impairment charge of
$55.1 million during the third quarter of 2011 and an impairment charge for $2.2 million in the fourth quarter of 2011. Based on market activity
declines and write-downs incurred on several jobs, we determined that the operating environment, conditions and performance at four reporting
units serving the Virginia, Maryland and North Carolina markets could no longer support the related goodwill balance. When the carrying value
of a given reporting unit exceeds its fair value, an impairment loss is recorded to the extent that the implied fair value of the goodwill of the
reporting unit is less than its carrying value. The fair value was estimated using a discounted cash flow model combined with market valuation
approaches.

14
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COMFORT SYSTEMS USA, INC.
CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
March 31, 2012
(Unaudited)
5. Goodwill and Identifiable Intangible Assets, Net (Continued)
Identifiable Intangible Assets, Net

Identifiable intangible assets consist of the following (dollars in thousands):

March 31, 2012 December 31, 2011
Estimated Gross Gross

Useful Lives Book Accumulated Book Accumulated

in Years Value Amortization Value Amortization
Customer relationships 2-15 $ 36,366 $ (11,3200 $ 36,351 $ (9,880)
Backlog 1-2 5,890 (5,195) 5,890 (4,999)
Noncompete agreements 2-17 2,890 (2,048) 2,890 (1,932)
Tradenames 2-25 23,370 (3,669) 23,370 (3,341)
Total $ 68516 $ (22,232) $§ 68,501 $ (20,152)

6. Long-Term Debt Obligations
Long-term debt obligations consist of the following (in thousands):

March 31, December 31,

2012 2011
Revolving credit facility $ $
Other debt 2,700 2,700
Notes to former owners 12,581 12,681
Total debt 15,281 15,381
Less current portion (632) (632)
Total long-term portion of debt $ 14,649 $ 14,749

Revolving Credit Facility

On September 23, 2011, we amended our $125.0 million senior credit facility (the "Facility") provided by a syndicate of banks. The
Facility, which is available for borrowings and letters of credit, expires in September 2016 and is secured by the capital stock of our current and
future subsidiaries. As of March 31, 2012, we had no outstanding borrowings, $45.7 million in letters of credit outstanding, and $79.3 million of
credit available.

There are two interest rate options for borrowings under the Facility, the Base Rate Loan Option and the Eurodollar Rate Loan Option.
These rates are floating rates determined by the broad financial markets, meaning they can and do move up and down from time to time.
Additional margins are then added to these two rates.

10
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COMFORT SYSTEMS USA, INC.
CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
March 31, 2012
(Unaudited)
6. Long-Term Debt Obligations (Continued)
The following is a summary of the additional margins:

Consolidated Total Indebtedness to
Credit Facility Adjusted EBITDA
Less than 0.75 to 1.25 to 2.00 to 2.50 or

0.75 1.25 2.00 2.50 greater
Additional Per Annum Interest Margin Added Under:
Base Rate Loan Option 0.75% 1.00% 1.25% 1.50% 1.75%
Eurodollar Rate Loan Option 1.75% 2.00% 2.25% 2.50% 2.75%

We estimate that the interest rate applicable to the borrowings under the Facility would be approximately 2.5% as of March 31, 2012.

We have used letters of credit to guarantee performance under our contracts and to ensure payment to our subcontractors and vendors under
those contracts. Our lenders issue such letters of credit through the Facility for a fee. We have never had a claim made against a letter of credit
that resulted in payments by a lender or by us and believe such claims are unlikely in the foreseeable future. The letter of credit fees range from
1.30% to 2.10% per annum, based on the ratio of Consolidated Total Indebtedness to Credit Facility Adjusted EBITDA, as defined in the credit
agreement.

Commitment fees are payable on the portion of the revolving loan capacity not in use for borrowings or letters of credit at any given time.
These fees range from 0.25% to 0.50% per annum, based on the ratio of Consolidated Total Indebtedness to Credit Facility Adjusted EBITDA,
as defined in the credit agreement.

The Facility contains financial covenants defining various financial measures and the levels of these measures with which we must comply.
Covenant compliance is assessed as of each quarter end.

The Facility's principal financial covenants include:

Leverage Ratio The Facility requires that the ratio of our Consolidated Total Indebtedness to our Credit Facility Adjusted EBITDA not
exceed 3.00 through December 31, 2013, 2.75 through June 30, 2014 and 2.50 through maturity. The leverage ratio as of March 31, 2012 was
0.25.

Fixed Charge Coverage Ratio The Facility requires that the ratio of Credit Facility Adjusted EBITDA, less non-financed capital
expenditures, tax provision, dividends and amounts used to repurchase stock to the sum of interest expense and scheduled principal payments of
indebtedness be at least 2.00; provided that the calculation of the fixed charge coverage ratio excludes stock repurchases and the payment of
dividends at any time that the Company's Net Leverage Ratio does not exceed 2.00 through December 31, 2013, 1.50 through June 30, 2014 and
1.00 through maturity. Capital expenditures, tax provision, dividends and stock repurchase payments are defined under the Facility for purposes
of this covenant to be amounts for the four quarters ending as of any given quarterly covenant compliance measurement date. The fixed charge
coverage ratio as of March 31, 2012 was 20.57.

11
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COMFORT SYSTEMS USA, INC.
CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
March 31, 2012
(Unaudited)
6. Long-Term Debt Obligations (Continued)

Other Restrictions The Facility permits acquisitions of up to $15.0 million per transaction, provided that the aggregate purchase price of
such an acquisition and of acquisitions in the preceding 12 month period does not exceed $30.0 million. However, these limitations only apply
when the Company's Net Leverage Ratio is equal to or greater than 2.00.

While the Facility's financial covenants do not specifically govern capacity under the Facility, if our debt level under the Facility at a
quarter-end covenant compliance measurement date were to cause us to violate the Facility's leverage ratio covenant, our borrowing capacity
under the Facility and the favorable terms that we currently have could be negatively impacted by the lenders.

We are in compliance with all of our financial covenants as of March 31, 2012.
Notes to Former Owners

We issued subordinated notes to the former owners of acquired companies as part of the consideration used to acquire these companies.
These notes had an outstanding balance of $12.6 million as of March 31, 2012, of which $0.3 million is current, and bear interest, payable
annually, at a weighted average interest rate of 3.24%.

Other Debt

In conjunction with our acquisition of ColonialWebb in 2010, we acquired long-term debt related to an industrial revenue bond associated
with its office building and warehouse. The outstanding balance as of March 31, 2012 was $2.7 million, of which $0.3 million is current. The
weighted average interest rate on this variable rate debt as of March 31, 2012 was approximately 0.25%.

7. Commitments and Contingencies
Claims and Lawsuits

We are subject to certain legal and regulatory claims, including lawsuits arising in the normal course of business. We maintain various
insurance coverages to minimize financial risk associated with these claims. We have estimated and provided accruals for probable losses and
related legal fees associated with certain litigation in the accompanying consolidated financial statements. Although management currently
believes that resolving claims against us, individually or in aggregate, will not have a material adverse impact on our operating results or
financial condition, these matters are subject to inherent uncertainties and management's view of these matters may change in the future.

In December 2011, we received a letter from Ferguson Enterprises, Inc. ("Ferguson"), a distributor of plumbing supplies and pipe, in which
Ferguson stated that it had unintentionally supplied us with gaskets that were mislabeled by a former supplier as being non-asbestos. Ferguson
currently states that we bought approximately 29,000 gaskets that might have been mislabeled. Ferguson further disclosed that four Ferguson
customers had found asbestos in gaskets above the 1% level at which they can be classified as non-asbestos. No reasonable estimate of liability,
if any, is possible at this time.
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