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Financial Highlights

Year Ended September30

In Thousands Except Per Share 2011 2010

Net revenues $37189 $11917

Net income loss 358 1556
Net cash used by operating activities 2290 1865

Net income loss per share basic and diluted .02 .11

Cash dividends declared per share

Book value per share basic .25 .11

Net working capital current assets current liabilities 987 1209

Shareholders equity 4694 1592

Total assets 11496 3394

General Employment Enterprises Inc provides the

following distinctive services professional place

ment services specializing in the placement of informa

tion technology engineering and accounting profes

sionals for direct hire and contract staffing tempo

rary staffing services in the agricultural industry

temporary staffing services in light industrial staffing

and management services

The Companys professional division provides staffing

services through nationwide network of offices and

operates under the trade names General Employment

Enterprises Ashley Ellis and Omni One

The agricultural division operates under the trade name

On-Site Services and provides staffing for the Florida

Indiana and Georgia growing communities

The light industrial division operates under the trade

name Triad Staffing and provides service to Ohio and

Pennsylvania

In fiscal year 2011 the Company derived approximately

86% of its revenues from contract services 12% from

direct hire services and 2% from management services

General Employments shares are traded on the NYSE

Amex stock exchange under the trading symbol JOB



To Our Shareholders

Our financial results showed significant improvement in

fiscal 2011 as the long awaited economic recovery

gained strength The year began with the job market

showing signs of stabilizing and as you remember

during the recession the Company reassessed its goals

and developed strategic plan so that the Company

would be well positioned to participate in any unfold

ing recovery and expansion The end result General

Employments retum to profitability in 2011

Our performance in 2011 is on target with what we

anticipated Our eamings from operations totaled

$556000 compared with loss of$ 1.5 million in 2010

For the year we increased net revenue by 212% percent

and earnings from continuing operations were $0.02 per

share against 2010 losses of $0.11 per
share The

majority of our growth was direct result of the

acquisitions we made over the past couple of years

Our acquisitions provided the Company with better

mix of placement and contract services which help

protect the Company during poor economic conditions

In 2011 our contract revenues increased 253.9% and

our placement revenues increased 52.9% Historically

contract services provide employers flexibly during

recessions and the recovery periods that follow We

believe temporary staffing will continue to grow in the

professional and industrial segments of our business

as employers realize the value of more flexible

workforce

Our strategic commitment to grow our Company is

proving rewarding The Company derived 33.4% of its

revenues from its acquisition in fiscal 2010 of On-Site

Services which provides contract staffing for the

agricultural industry for farms and groves
located in

Florida Georgia and Indiana It derived 33.1% of its

revenues from industrial contract services related

primarily to the acquisition of DMCC Staffing LLC and

RFFG of Cleveland LLC an industrial staffing business

located in the state of Ohio and 31.2% of its revenues

from its core professional staffing business which

places direct hire and contract professionals in informa

tion technology engineering and accounting positions

Management services derived the final 2.3% of the

revenues In September 2011 we substantially in

creased our strength in our professional division with

the acquisition of Ashley Ellis The integration was

seamless but more importantly we added the talent of

Ashley Elliss co-founders to our executive team Their

innovative ideas brought new energy to our professional

division and they will play an important role in our

organic growth Our goal is to continue to expand the

ability of our services and to expand our geography We

have built strong foundation to grow intelligently

We will continue to concentrate on expanding our

business organically with focus on our professional

staffing division We believe IT staffing is currently the

hottest segment of the staffing market and as the

economy improves the demand for information technol

ogy professionals is expected to continue to grow Our

offices have specialized in the placement of IT profes

sionals since the early 1990s and we believe our expertise

in the IT industry far exceeds that of our competitors We

are well positioned to take advantage of the growing

demand for information technology professionals and our

anticipated organic growth will only strengthen our

position to meet our clients needs

The last several years have been challenging as we

navigated through severe economic declines The

financial disciplines developed over those years remain

We believe we have unique opportunity to leverage our

revenue growth in the coming years by continuing to find

efficiencies in our operations to fuel earnings growth

Our employees are essential to our success We are

investing heavily on hiring training and retaining the

best consultants in the industry Our extensive training

schedule provides our consultants with the knowledge

and tools to have successful career with our Company

In our 119 year history we have always prided ourselves

on having the right people the right skill right now to

provide our clients and candidates with outstanding

service

would like to take this opportunity to thank all our

employees for their hard work andicommitment to our

clients and my gratitude to you jur shareholders for

your support hope that you are pleased with how your

Salvatore Zizza

Chief Executive Officer

January 18 2012

company is performing And tn

excitement about our promising fu

st that you share our

Lure



General Employment Enterprises Inc and Subsidiaries

Managements Discussion and Analysis of

Financial Condition and Results of Operations

Overview

The Company provides contract and placement staffing

services for business and industry primarily specializing

in the placement of information technology engineering

accounting agricultural and light industrial individuals

The Companys professional staffing services business

is highly dependent on national employment trends in

general and on the demand for professional staff in

particular As an indicator of employment conditions

the national unemployment rate was 9.1% in September

2011 and 9.6% in September 2010 This indicates trend

toward relatively flat level of unemployment in the

United States during the last twelve months

Consolidated net revenues for the year ended Septem

ber 302011 increased 212.1% compared with the prior

year due primarily to the acquisition of On-Site Services

Inc RFFG of Cleveland LLC DMCC LLC andAshley

Ellis LLC Contract service revenues including On-Site

Services Inc RFFG of Cleveland LLC DMCC LLC and

Ashley Ellis LLC increased by 253.9% and direct hire

placement service revenues increased by 52.9% Due to

the Companys efforts to reduce selling general and

administrative expenses and the acquisitions of On-Site

Services Inc RFFG of Cleveland LLC DMCC LLC and

Ashley Ellis LLC the Company was able to report an

operating income of $556000 compared with loss from

operations of$ 1511000 in the prioryear

Due to the acquisition of certain assets of the four

companies purchased in the last 16 months the

Company had $484000 increase in the amortization of

intangible assets The Company also recorded

$1126000 loss on impairment of intangible assets

caused by reduction in value of the management

agreement intangible asset due to the closure of the

entities under management and income from an adjust

ment of$ 1276000 for the reduction of an eamout

liability The management fee intangible asset and the

earn-out liability were recorded as part of the purchase

of RFFG of Cleveland LLC and DMCC LLC

Results of Operations

Net Revenues

Consolidated net revenues are comprised of the

following

Year Ended September30

In Thousands 2011 2010

Agricultural contract services $12412 2803

Industrial contract services 12349

Professional contract services 7160 6217

Direct hire placement services 4430 2897

Management services 838

Consolidated net revenues $37189 $11917

Net Revenues

Consolidated net revenues increased by $25272000

212.1% from the prioryear primarily due to the

acquisition of On-Site Services Inc $12412000 RFFG

of Cleveland LLC $4290000 DMCC LLC $3017000
and Ashley Ellis LLC $246000 and the creation of the

management services company Business Management

Personnel company $838000 the startups of BMCH in

Ohio $4940000 and BMCHPA in Pennsylvania

$102000 which contributed $25845000 in net rev

enues for fiscal 2011 Professional contract and

placement services revenues increased by $943000

16.9% and $1533000 52.9% from the prior year

respectively Due to the improving economic conditions

that prevailed during the year ended September 30 2011

the Company experienced an increase in demand for

these services

Cost of Contract Services

Consolidated cost of contract services are comprised of

the following

Year Ended September30

In Thousands 2011 2010

Agricultural contract services $11835 2705

Industrial contract services 10551

Professional contract services 5019 4406

Consolidated net revenues $27405 7111

Cost of Contract Services

The cost of contract services includes wages and the

related payroll taxes and employee benefits of the



General Employment Enterprises Inc and Subsidiaries

Managements Discussion Continued

Companys employees while they work on contract

assignments The cost of contract services for the year

ended September 302011 increased by $20294000

285.4% due to the acquisition of On-Site Services Inc

RFFG of Cleveland LLC DMCC LLC and Ashley Ellis

LLC Due to higher demand for skilled workers the

professional contract services division was able to

charge higher rate of return increasing the gross profit

margin from 29.1% in the prior year to 29.9% in the

current year The businesses acquired in 2010 and 2011

have lower gross margins agricultural 4.6% and

industrial contract 14.6 which was the primary reason

for the decrease in the consolidated contract service

gross profit margin from 21.1% in the prioryear to 14.1%

in the current year

Selling General and Administrative Expenses

Selling general and administrative expenses include the

following categories

Compensation in the operating divisions

which includes commissions earned by the

Companys employment consultants and

branch managers on permanent and temporary

placements It also includes salaries wages
unrecovered advances against commissions

payroll taxes and employee benefits associated

with the management and operation of the

Companys staffing offices

Administrative compensation which includes

salaries wages payroll taxes and employee

benefits associated with general management

and the operation of the finance legal human

resources and information technology func

tions

Occupancy costs which includes office rent

depreciation and amortization and other office

operating expenses

Recruitment advertising which includes the

cost of identifiing job applicants

Other selling general and administrative

expenses which includes travel bad debt

expense fees for outside professional services

and other corporate-level expenses such as

business insurance and taxes

The Companys largest selling general and administra

tive expense is for compensation in the operating

divisions Most of the Companys employment

consultants are paid on commission basis and receive

advances against future commissions When commis

sions are earned prior advances are applied against

them and the consultant is paid the net amount At that

time the Company recognizes the full amount as

commission expense and advance expense is reduced

by the amount recovered Thus the Companys

advance expense represents the net amount of ad

vances paid less amounts applied against commissions

Selling general and administrative expenses
for the year

ended September 30 2011 increased $2577000 41.1%

as compared to the prior year The placement sales

consultants commissions and payroll tax expenses

increased 799000 45.2% and compensation in the

operating divisions increased by $1039000 94.6%

reflecting greater commission expense on the higher

volume of placement business and the addition of

Ashley Ellis LLC which total $110000 Administrative

compensation increased by $77000 10.0% reflecting

the increase in staff from the acquisition of On-Site

Services Inc RFFG of Cleveland LLC DMCC LLC and

Ashley Ellis LLC Branch occupancy costs increased

by $124000 23.5% for the period due to the Company

operating more branch offices than last year Recruit

ment advertising also increased $171000 46.2% due to

an increase in the utilization ofjob board posting

services

Due to an unresolved issue with the Ohio Bureau of

Workers Compensation the former owners ofRFFG LLC

have ceased operations as of July 15 2011 and as

result the Management Agreement was effectively

terminated and no future cash flows from this agreement

are expected As result the Company recorded loss

on impairment of intangible assets of$l126000 and

reduction in the associated earn-out liability of

$1276000

Other

There were no credits for income taxes as result of the

pretax losses incurred during the periods because there

was not sufficient assurance that future tax benefits

would be realized
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Interest expense has increased $162000 in 2011 primarily

due to full year of interest expense recorded for the

Wells Fargo and Crest mark financing agreements and

the accretion of the discount recorded on the liability for

the former CEOs consulting agreement as well as

interest on earn-out liabilities as more fully described

below

Liquidity and Capital Resources

As of September 30 2011 the Company had cash and

cash equivalents of $314000 which was decrease of

$631000 from September 30 2010 Net working capital

at September 302011 was $987000 which was

decrease of $222000 from September 302010 and the

current ratio was 1.2 to Shareholders equity as of

September 302011 was $4694000 which represented

40.8% of total assets

During the year ended September 30 2011 net cash

used by operating activities was $2290000 The net

income for the period adjusted for depreciation and

amortization and other non-cash charges was $929000

while the large increase in accounts receivables and

accrued compensation caused the working capital items

to decrease by $3219000 During the year ended

September 30 2010 net cash used by operating

activities was $1865000 The net loss for fiscal 2010

adjusted for depreciation and other non-cash charges

was $1256000 while working capital items resulted in

decrease of $609000 Overall the increase in cash used

in operations during fiscal 2011 is due to the significant

increase in accounts receivables generated by the

acquisitions of On-Site Services Inc RFFG of Cleve

land LLC DMCC LLC andAshley EllisLLC

The Company used $284000 in investing activities

during fiscal 2011 As part
of the Ashley Ellis LLC

acquisition the Company used $200000 in investing

activities The Company provided $1943000 of net

cash from financing activities in 2011 by the increase in

short term debt and the exercising of stock options

OnAugust 31 2011 the Company entered into an asset

purchase agreement with Ashley Ellis LLC an Illinois

limited liability company and Brad Imhoff for the

purchase of certain assets of Ashley Ellis including

customer lists comprising Ashley Ellis services

business Ashley Ellis services business was operated

from offices in Illinois Texas and Georgia and provided

services related to the recruitment and placement of

technical personnel The asset purchase agreement was

deemed effective on September 12011 Brad Imhoff

is the brother of Herbert Imhoff Jr director and

President of the Company The assets purchased related

to Ashley Ellis LLC acquisition was not considered

significant acquisition and as such the acquisition of

these assets will be accounted for as business

combination

As consideration for the assets the Company paid

Ashley Ellis $200000 on the date of closing and agreed

to pay Ashley Ellis an additional $200000 within six

months of closing The Company also agreed to issue

to Ashley Ellis 1250000 shares of the Companys

common stock

In November2010 the Company purchased certain

assets of RFFG of Cleveland LLC and DMCC Staffing

LLC DMCC and entered into management agree

ment with RFFG LLC the previous parent company of

RFFG of Cleveland and DMCC Staffing LLC to provide

services to RFFG to operate its day-to-day business

including services related to accounting sales finance

workers compensation benefits physical locations IT

and employees Thomas Bean 10% shareholder of

the Company prior to consideration of common shares

issued in this transaction is the owner of RFFG The

assets purchased related to RFFG of Cleveland LLC and

DMCC Staffing LLC constitute businesses and as such

the acquisition of these assets will be accounted for as

business combination

In consideration of the services provided under the

management agreement RFFG will pay the Company

approximately 6% of its
gross revenues Gross rev

enues of RFFG are expected to approximate $18000000

on an annual basis resulting in an expected manage

ment fee of approximately $1000000 per year The

Company added employees to provide the services

required under the management agreement In consider

ation for the assets acquired and the rights under the

management contract the Company paid $2400000

through the issuance of its common stock In addition

the purchase agreement requires the Company to make

additional payments of up to total of $2400000 over

the next four years if certain performance targets are

achieved Under the terms of the agreement the

maximum amount payable under the earn-out agreement

for fiscal 2011 is $450000
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During fiscal 2010 the Company acquired certain assets

of On-Site Services Inc through the issuance of

1476015 shares of its common stock Additionally the

former owner of On-Site services Inc is entitled to earn

out payments over the next four
years totaling up to

$1020000 $600000 of which is payable in cash and

$420000 of which is payable in either cash or common

stock or any combination thereof in the Companys sole

discretion upon the attainment of certain aggregate

performance targets The Company has determined that

the fair value of the contingent consideration that could

be paid under this earn-out agreement is zero based on

the estimated probability of any payment being made

The assets purchased related to On-Site Staffing LLC

constitute businesses and as such the acquisition of

these assets will be accounted for as business

combination

All of the Companys office facilities are leased As of

September 302011 future minimum lease payments

under non-cancelable lease commitments having initial

terms in excess of one year including closed offices

totaled $2552000 At that date the Company also had

contractual obligations to purchase approximately

$144000 of recruitment advertising through December

2011

In connection with the completion of the sale of shares

of common stock to PSQ in fiscal 2009 the Companys

Chairman Chief Executive Officer and President the

former CEOresigned from those positions and his

employment agreement with the Company was replaced

by new consulting agreement Under the consulting

agreement the Company became obligated to pay an

annual consulting fee of$ 180000 over five-year period

and to issue 500000 shares of common stock to the

former CEO for no additional consideration and the

Company recorded liability for the net present value of

the future fee payments in the amount of $790000 As

of September 302011 $460000 remains payable under

this agreement and is included in accrued compensation

and long-term obligations on the Companys balance

sheet

During fiscal 2010 the Company had loan and security

agreement with Crest mark Bank for financing of its

accounts receivable Under the terms the Company

was allowed to borrow up to 85% of its eligible accounts

receivable not to exceed $3500000 The loan was

secured by accounts receivable and other property of

the Company Interest was charged at the rate of 1%

above the prime rate In addition the agreement

required service fee of $3500 per month and an annual

fee equal to 1% of the total maximum borrowing under

the facility The term was for three years or earlier upon

demand by Crest mark and with automatic renewals for

consecutive two-year terms unless terminated by either

party

In December 2010 the Company terminated its agree

ment with Crestmark Bank and entered into two-year

$3000000 account purchase agreement AR Credit

Facility with Wells Fargo Bank N.A Wells Fargo
The AR Credit Facility provides for borrowings on

revolving basis of up to 85% of the Companys eligible

accounts receivable less than 90 days old and bears

interest at rate equal to the three month LIBOR

minimum of.5% plus 5.25% for total interest rate of

5.75% Upon the terms and subject to the conditions in

the agreement Wells Fargo may determine which

receivables are eligible receivables may determine the

amount it will advance on any such receivables and

may require the Company to repay
advances made on

receivables and thereby repay amounts outstanding

under the AR Credit Facility Wells Fargo also has the

right to require the Company to repurchase receivables

that remain outstanding 90 days past their invoice date

The Company continues to be responsible for the

servicing and administration of the receivables pur
chased The Company will carry the receivables and

any outstanding borrowings on its consolidated

balance sheet The outstanding borrowings at Septem
ber 302011 are $1938000 and the remaining borrowing

availability is $1062000

The Company believes that the borrowing availability

under the Wells Fargo agreement will be adequate to

fund the increase in working capital needs resulting

from the acquisitions of On-Site RFFG of Cleveland

DMCC Staffing and Ashley Ellis In recent years the

Company has incurred significant losses and negative

cash flows from operations Management has imple

mented strategy which included cost reduction efforts

as well as identifying strategic acquisitions financed

primarily through the issuance of common stock to

improve the overall profitability and cash flows of the

Company In addition as discussed above the Com

pany entered into an AR Credit Facility with Wells Fargo

to provide working capital financing In the event Wells

Fargo elects not to advance us funds on our accounts

receivable balance or the performance of the acquired
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entities does not meet our expectations we could

experience liquidity constraints

As of September 302011 there were approximately

$8500000 of losses available to reduce federal taxable

income in future years through 2030 and there were

approximately $7000000 of losses available to reduce

state taxable income in future years expiring from 2011

through 2029 Due to the sale of shares of common

stock to PSQ during fiscal 2009 and the change in

ownership of PSQ in November2010 the Company will

be limited by Section 382 of the Intemal Revenue Code

as to the amount of net operating losses that may be

used in future years The Company is currently

evaluating the effects of any such limitation Future

realization of the tax benefits of net operating loss

carryforwards ultimately depends on the existence of

sufficient taxable income within the carryforward period

Based on the weight of available evidence the Com

pany determined that it is more likely than not that all of

the deferred tax assets will not be realized Accordingly

the Company maintained full valuation allowance as of

September 30 2011

Off-Balance Sheet Arrangements

As of September 30 2011 and during the year then

ended there were no transactions agreements or other

contractual arrangements to which an unconsolidated

entity was party under which the Company had

any direct or contingent obligation under guarantee

contract derivative instrument or variable interest in the

unconsolidated entity or had retained or contin

gent interest in assets transferred to the unconsolidated

entity

periods presented Those estimates and assumptions

typically involve expectations about events to occur

subsequent to the balance sheet date and it is possible

that actual results could ultimately differ from the esti

mates If differences were to occur in subsequent period

the Company would recognize those differences when they

became known Significant matters requiring the use of

estimates and assumptions include deferred income tax

valuation allowances accounts receivable allowances

accounting for acquisitions and evaluation of impairment

of long-lived assets Management believes that its

estimates and assumptions are reasonable based on

information that is available at the time they are made

The following accounting policies are considered by

management to be critical because of the judgments and

uncertainties involved and because different amounts

would be reported under different conditions or using

different assumptions

Income Taxes

Deferred tax assets and liabilities are determined based on

differences between the financial reporting and tax bases of

assets and liabilities and are measured using the enacted

tax rates and laws that are expected to be in effect when the

differences reverse valuation allowance is recorded to

reduce deferred tax assets to the amount that is more likely

than not to be realized as tax benefit in the future If the

Company were to change its determination about the future

realization of tax benefits the valuation allowance would be

adjusted as provision or credit to income taxes in the

period in which the determination is made Judgment is

required in assessing the likelihood that tax assets will be

realized These judgments are based on estimates about

future taxable income which is inherently uncertain

Accounts Receivable Allowances

Critical Accounting Policies

The consolidated financial statements are prepared in

conformity with accounting principles generally

accepted in the United States of America and the rules

of the United States Securities and Exchange Commis

sion

Management makes estimates and assumptions that can

affect the amounts of assets and liabilities reported as of

the date of the financial statements as well as the

amounts of reported revenues and expenses during the

An allowance for placement falloffs is recorded as

reduction of revenues for estimated losses due to appli

cants not remaining employed for the Companys guaran

tee period An allowance for doubtful accounts is re

corded as charge to bad debt expense where collection

is considered to be doubtful due to credit issues These

allowances reflect managements estimate of potential

losses inherent in the accounts receivable balances based

on historical loss statistics and known current factors

impacting its customers
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Goodwill

Goodwill represents the excess of cost over the fair

value of the net assets acquired in the June 2010

acquisition of On-Site Services Inc the November

2010 purchase ofDMCC Staffing LLC and RFFG of

Cleveland LLC andAshley Ellis LLC on September

2011 The Company early adoptedASU 2011-08 the

option to first assess qualitative factors to determine

whether the existence of events or circumstances leads

to determination that it is more likely than not that the

fair value of reporting unit is less than its carrying

amount If the entity determines that this threshold is

not met then performing the two-step impairment test is

unnecessary The Company early adopted this provi

sion and does not believe that ASU 2011-08 will have

significant impact on the Companys consolidated

financial statements An impairment loss would be

recognized to the extent the carrying value of goodwill

exceeds its implied fair value

Intangible Assets

Customer lists and non-compete agreements were

recorded at their estimated fair value and are amortized

over their estimated useful lives ranging from two to five

years using accelerated and straight-line methods

respectively

Impairment ofLong-lived Assets

The Company records impairment on long-lived assets

including amortizable intangible assets used in

operations other than goodwill when events or

circumstances indicate that the asset might be impaired

and the estimated undiscounted cash flows to be

generated by those assets over their remaining lives are

less than the carrying amount of those items The net

carrying value of assets not recoverable is reduced to

fair value which is typically calculated using the

discounted cash flow method

Segment Data

The Company has three operating business segments

Contract staffing services Direct hire placement

services and Management services These operating

segments were determined based primarily on how the

chief operating decision maker views and evaluates our

operations Operating results are regularly reviewed by

the chief operating decision maker to make decisions

about resources to be allocated to the segment and to

assess its performance Other factors including type of

business type of employee length of employment

revenue recognition are considered in determining these

operating segments

Revenue Recognition

Placement service revenues are recognized when

applicants accept offers of employment less provision

for estimated losses due to applicants not remaining

employed for the Companys guarantee period Con

tract service revenues are recognized when services are

rendered

Recent Accounting Pronouncements

In May 2011 the Financial Accounting Standards Board

FASB and Intemational Accounting Standards Board

IASB issued Accounting Standards Update ASU No
2011-04 Fair Value Measurement Topic 820 Amend

ments to Achieve Common Fair Value Measurement and

Disclosure Requirements in GAAP and International

Financial Reporting Standards ASU 2011-04 ASU

2011-04 created uniform framework for applying fair

value measurement principles for companies around the

world and clarified existing guidance in GAAP ASU

2011-04 is effective for interim and annual reporting

periods beginning after December 152011 and shall be

applied prospectively The Company does not expect

ASU 2011-04 to have material effect on our consoli

dated financial statements however it may result in

additional disclosures

InJune 2011 the FASB issuedASUNo 2011-05

Comprehensive Income Topic 220 Presentation of

Comprehensive Income ASU 2011-05 ASU 2011-05

will require companies to present the components of net

income and other comprehensive income either as one

continuous statement or as two consecutive statements

eliminating the option to present components of other

comprehensive income as part of the statement of

changes in stockholders equity ASU 2011-05 does not

change the items which must be reported in other

comprehensive income how such items are measured or

when they must be reclassified to net income ASU

2011-05 is effective for interim and annual reporting

periods beginning after December 152011 Because

ASU 2011-05 impacts presentation only it will have no

effect on the Companys consolidated financial state

ments

In September2011 the FASB issued ASU No 2011-08

Intangibles Goodwill and Other Topic 350 Testing

Goodwill for Impairment ASU 2011-08 UnderASU

2011-08 company has the option to first assess

qualitative factors to determine whether the existence of



General Employment Enterprises Inc and Subsidiaries

Managements Discussion Concluded

events or circumstances leads to determination that it

is more likely than not that the fair value of reporting

unit is less than its carrying amount If the entity

determines that this threshold is not met then perform

ing the two-step impairment test is unnecessary ASU

2011-08 is effective for interim and annual impairment

tests performed for fiscal years beginning after Decem

ber 152011 however early adoption is permitted The

Company early adopted this provision and does not

believe thatASU 2011-08 will have significant impact

on the Companys consolidated financial statements

Forward-Looking Statements

As matter of policy the Company does not provide

forecasts of fttture financial performance The state

ments made in this Form 10-K Annual Report which are

not historical facts are forward-looking statements

Such forward-looking statements often contain or are

prefaced by words such as will and expect As

result of number of factors our actual results could

differ materially from those set forth in the forward-

looking statements Certain factors that might cause our

actual results to differ materially from those in the

forward-looking statements include without limitation

general business conditions the demand for the

Companys services competitive market
pressures

the

ability of the Company to attract and retain qualified

personnel for regular fill-time placement and contract

assignments the possibility of incurring liability for the

Companys business activities including the activities

of its contract employees and events affecting its

contract employees on client premises and the ability to

attract and retain qualified corporate
and branch

management The Company is under no obligation to

and expressly disclaims any such obligation to and

does not intend to update or alter its forward-looking

statements whether as result of new information

fUture events or otherwise

Market Information

The Companys common stock is listed on the NYSE

Amex stock exchange and is traded under the symbol

JOB The following table sets forth the quarterly high

and low sales prices per share of the Companys

common stock on the consolidated market for each

quarter within the last two fiscal years

Fourth Third Second First

Quarter Quarter Quarter Quarter

Fiscal 2011

High .33 $.53 5.69 $.65

Low .18 .22 .41 .25

Fiscal 2010

High $.41 5.67 $.77 5.84

Low .22 .25 .51 .50

There were 678 holders of record on September 30

2011

No dividends were declared or paid during the three

month period ended September 30 2011 We do not

anticipate paying any cash dividends for the foresee

able fUture
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As of September30

In Thousands 2011 2010

ASSETS

Current assets

Cash and cash equivalents 314 945

Accounts receivable less allowances 2011 $137 2010 $86 6604 1419

Other current assets 190 216

Total current assets 7108 2580

Property and equipment net 409 383

Goodwill 1280 172

Intangible assets net 2699 259

Total assets $11496 3394

LIABIL1TLESAND SHAREHOLDERSEQUlTY

Current liabilities

Accounts payable 485 107

Accrued compensation 2391 769

Short term debt 1938

Other current liabilities 1307 495

Total current liabilities 6121 1371

Long-term obligations 681 431

Shareholders equity

Preferred stock authorized 100 shares

issued and outstanding none

Common stock no-par value authorized

50000 shares issued and outstanding

21699 shares in 2011 and 14586 shares in 2010 10031 7287

Accumulated deficit 5337 5695

Total shareholders equity 4694 1592

Total liabilities and shareholders equity $11496 3394

See notes to consolidatedfinancial statements
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General Employment Enterprises Inc and Subsidiaries

Consolidated Statement of Operations

Year Ended September30

2010In Thousands Except Per Share 2011

Net revenues

Contract services $31921 9020

Direct Hire Placement services 4430 2897

Management services 838

Net revenues 37189 11917

Cost of contract services 27405 7111

Selling general and administrative expenses 8841 6264

Amortization of intangible assets 537 53

Loss on impairment of intangible assets 1126

Reduction of eamout liability 1276

Income loss from operations 556 1511
Interest Expense 198 36
Investment loss

Net Income loss 358 $1556

Weighted average number of shares basic 18394 13874

Weighted average number of shares diluted 18648 13874

Net loss per share basic .02 .11

Net loss per share diluted .02 .11

Cash dividends declared per share

See notes to consolidatedfinancial statements
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General Employment Enterprises Inc and Subsidiaries

Consolidated Statement of Shareholders Equity

Year Ended September30

2010In Thousands 2011

Common shares outstanding

Number at beginning of
year 14856 13380

Issuance of common stock for acquisitions 6831 1476

Exercises of stock options 12

Number at end of year 21699 14856

Common stock

Balance at beginning of year 7287 6743

Issuance of common stock for acquisitions 2731 487

Compensation paid by majority shareholder 46

Stock compensation expense 11

Exercises of stock options

Balance at end of year $10031 7287

Retained earnings accumulated deficit

Balance at beginning of year 5695 4139

Net Income loss 358 1556

Balance at end of year 5337 5695

See notes to consolidatedfinancial statements
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General Employment Enterprises Inc and Subsidiaries

Consolidated Statement of Cash Flows

Year Ended September30

In Thousands 2011 2010

Operating activities

Net Income loss 358 1556

Adjustments to reconcile net loss to net cash

used in operating activities

Depreciation and amortization 713 243

Reduction of earn-out liability 1276
Loss on impairment of intangible assets 1126

Stock compensation expense 11

Compensation paid by majority shareholder 46

Non cash interest expense 120 36

Bad debt expense 66 40

Changes in current assets and current liabilities

Accounts receivable 5250 422

Accounts payable 378 241

Accrued compensation 1622 103

Other current items net 398 55

Long-term obligations 553 180

Net cash used by operating activities 2290 1865

Investing activities

Acquisition of property and equipment 84
Acquisition of Ashley Ellis 200

Net cash used by investing activities 284

Financing activities

Exercises of stock options

Net proceeds from short term debt 1938

Net cash provided by financing activities 1943

Decrease in cash and cash equivalents 631 1865
Cash and cash equivalents at beginning of year 945 2810

Cash and cash equivalents at end of year 314 945

Supplemental Disclosure of Cash Flow Information

Interest paid 66 36

Supplemental Disclosure of Non-cash investing activities

In August 2011 the Company purchased certain assets of Ashley Ellis LLC as discussed in Acquisitions note in exchange for of 1250

shares of stock valued at $331

In November 2010 the Company purchased certain assets of DMCC Staffing LLC and RFFG of Cleveland LLC as discussed in

Acquisitions note in exchange for 5581 shares of common stock valued at $2400

In June 2010 the Company purchased certain assets of On-Site Services Inc as discussed in Acquisitions note in exchange for 1476

shares of common stock valued at $487

See notes to consolidatedfinancial statements
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General Employment Enterprises Inc and Subsidiaries

Notes to Consolidated Financial Statements

Description of Business

General Employment Enterprises Inc the Company
provides staffing services through network of branch

offices located in major metropolitan areas throughout

the United States The Companys professional staffing

services provide information technology engineering

and accounting professionals to clients on either

regular placement basis or temporary contract basis

The Companys agricultural staffing services provide

agricultural workers for farms and groves The

Companys industrial staffing business provides weekly

temporary staffing for light industrial clients in Ohio and

Pennsylvania The Companys two largest customers

represented approximately 17.4% and 11.5% of total

revenues and $203000 and $971000 of accounts

receivable in fiscal 2011 and 8.6% and 8.3% of total

revenues and $324000 and $36000 in accounts receiv

able in fiscal 2010 and no other customer accounted for

more than 5% of net revenues during either year

In recent years the Company has incurred significant

losses and negative cash flows from operations

Management has implemented strategy which

included cost reduction efforts as well as identifying

strategic acquisitions financed primarily through the

issuance of stock to improve the overall profitability

and cash flows of the Company In addition in Decem

ber 2010 the Company entered into an account pur

chase agreement with Wells Fargo Business Credit to

provide working capital financing The account

purchase agreement allows Wells Fargo to advance the

Company funds on accounts receivable at its sole

discretion In the event Wells Fargo elects not to

advance us funds on our accounts receivable balance or

the performance of the acquired entities does not meet

our expectations the Company could experience

liquidity constraints

Significant Accounting Policies and Estimates

The consolidated financial statements are prepared in

conformity with accounting principles generally

accepted in the United States of America and the rules

of the United States Securities and Exchange Commission

Principles of Consolidation

The consolidated financial statements include the

accounts and transactions of the Company and its wholly-

owned subsidiary All significant intercompany accounts

and transactions are eliminated in consolidation

Estimates and Assumptions

Management makes estimates and assumptions that

can affect the amounts of assets and liabilities reported

as of the date of the financial statements as well as the

amounts of reported revenues and expenses during the

periods presented Those estimates and assumptions

typically involve expectations about events to occur

subsequent to the balance sheet date and it is possible

that actual results could ultimately differ from the

estimates If differences were to occur in subsequent

period the Company would recognize those differences

when they became known Significant matters requiring

the use of estimates and assumptions include deferred

income tax valuation allowances and accounts receiv

able allowances Management believes that its

estimates and assumptions are reasonable based on

information that is available at the time they are made

Revenue Recognition

Direct hire placement service revenues are recognized

when applicants accept offers of employment less

provision for estimated losses due to applicants not

remaining employed for the Companys guarantee

period Contract service revenues are recognized when

services are rendered

Cost of Contract Staffing Services

The cost of contract services includes the wages and

the related payroll taxes and employee benefits of the

Companys employees while they work on contract

assignments

Income Taxes

Deferred tax assets and liabilities are determined based

on differences between the financial reporting and tax

bases of assets and liabilities and are measured using

the enacted tax rates and laws that are expected to be in

effect when the differences reverse valuation

allowance is recorded to reduce deferred tax assets to

the amount that is more likely than not to be realized as

tax benefit in the future

Income or Loss Per Share

Basic income or loss per share is based on the average

number of common shares outstanding Diluted income

per share is based on the average number of common

14



General Employment Enterprises Inc and Subsidiaries

Notes Continued

shares and the dilutive effect of stock options Stock

options are not considered to be dilutive during loss

periods The diluted net income per share includes the

effect of 255000 stock options in fiscal 2011 The

diluted net loss per share in fiscal 2010 excludes 388000

stock options as they had an anti-dilutive effect

Cash Equivalents

Highly liquid investments with maturity of three

months or less when purchased are considered to be

cash equivalents At September2011 and 2010 there

were no cash equivalents The Company maintains

deposits in financial institutions in excess of amounts

guaranteed by the Federal Deposit Insurance Corpora

tion Cash and cash equivalents are maintained at

financial institutions and at times balances may exceed

federally insured limits We have never experienced any

losses related to these balances All of our non-interest

bearing cash balances were fully insured at September

302011 due to temporary federal program in effect

from December 312010 through December 312012

Under the program there is no limit to the amount of

insurance for eligible accounts Beginning 2013

insurance coverage will revert to $250000 per depositor

at each financial institution and our non-interest

bearing cash balances may again exceed federally

insured limits

Accounts Receivable Allowances

An allowance for placement falloffs is recorded as

reduction of revenues for estimated losses due to

applicants not remaining employed for the Companys

guarantee period An allowance for doubtful accounts

is recorded as charge to bad debt expense where

collection is considered to be doubtful due to credit

issues These allowances together reflect

managements estimate of the potential losses inherent

in the accounts receivable balances based on historical

loss statistics and known factors impacting its custom

ers The nature of the contract service business where

companies are dependent on employees for the produc

tion cycle allows for small accounts receivable

allowance

Property and Equipment

Property and equipment are recorded at cost Deprecia

tion
expense

is calculated on straight-line basis over

estimated useful lives of five years for computer

equipment and two to ten years for office equipment

furniture and fixtures The Company capitalizes

computer software purchased or developed for internal

use and amortizes it over an estimated useful life of five

years The carrying value of property and equipment is

reviewed for impairment whenever events or changes in

circumstances indicate that it may not be recoverable If

the carrying amount of an asset group is greater than its

estimated future undiscounted cash flows the carrying

value is written down to the estimated fair value

Goodwill

Goodwill represents the excess of cost over the fair

value of the net assets acquired in the June 2010

acquisition of On-Site Services Inc the November

2010 purchase of DMCC Staffing LLC and RFFG of

Cleveland LLC and the Ashley Ellis LLC acquisition on

September 2011 The Company assesses goodwill for

impairment at least annually The Company early

adopted ASU No 2011-08 Intangibles Goodwill and

Other Topic 350 Testing Goodwill for Impairment

ASU 2011-08 which allows the Company to first

assess qualitative factors to determine whether the

existence of events or circumstances leads to determi

nation that it is more likely than not that the fair value of

reporting unit is less than its carrying amount If the

entity determines that this threshold is not met then

performing the two-step impairment test is unnecessary

An impairment loss would be recognized to the extent

the carrying value of goodwill exceeds its implied fair

value

Intangible Assets

Customer lists non-compete agreements customer

relationships management agreements and trade names

were recorded at their estimated fair value at the date of

acquisition and are amortized over their estimated useful

lives ranging from two to ten years using both acceler

ated and straight-line methods

Impairment ofLong-lived Assets

The Company records impairment on long-lived assets

used in operations other than goodwill when events

or circumstances indicate that the asset might be

impaired and the estimated undiscounted cash flows to

be generated by those assets over their remaining lives

are less than the carrying amount of those items The

net carrying value of assets not recoverable is reduced

to fair value which is typically calculated using the

discounted cash flow method
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General Employment Enterprises Inc and Subsidiaries

Notes Continued

Stock-Based Compensation

Compensation expense
is recorded for the fair value of

stock options issued to directors and employees The

expense is measured as the estimated fair value of the

stock options on the date of grant and is amortized

over the vesting periods

Advertising

The Company expenses advertising costs as incurred

Advertising costs were $541000 and $370000 for the

years
ended September 30 2011 and 2010 respectively

Segment Data

The Company has three operating business segments

Contract staffing services Direct hire placement

services and Management services These operating

segments were determined based primarily on how the

chief operating decision maker views and evaluates our

operations Operating results are regularly reviewed by

the chief operating decision maker to make decisions

about resources to be allocated to the segment and to

assess its performance Other factors including type of

business type of employee length of employment and

revenue recognition are considered in determining these

operating segments

Recent Accounting Pronouncements

In May 2011 the Financial Accounting Standards Board

FASB and Intemational Accounting Standards Board

IASB issued Accounting Standards Update ASU No

2011-04 Fair Value Measurement Topic 820 Amend

ments to Achieve Common Fair Value Measurement and

Disclosure Requirements in GAAP and Intemational

Financial Reporting Standards ASU 2011-04 ASU

2011-04 created uniform framework for applying fair

value measurement principles for companies around the

world and clarified existing guidance in GAAP ASU

2011-04 is effective for interim and annual reporting

periods beginning after December 15 2011 and shall be

applied prospectively The Company does not expect

ASU 2011-04 to have material effect on our consoli

dated financial statements however it may result in

additional disclosures

In June2011 the FASB issuedASU No 2011-05

Comprehensive Income Topic 220 Presentation of

Comprehensive Income ASU 2011-05 ASU 2011-05

will require companies to present the components of net

income and other comprehensive income either as one

continuous statement or as two consecutive statements

eliminating the option to present components of other

comprehensive income as part of the statement of

changes in stockholders equity ASU 2011-05 does not

change the items which must be reported in other

comprehensive income how such items are measured or

when they must be reclassified to net income ASU

2011-05 is effective for interim and annual reporting

periods beginning after December 15 2011 Because

ASU 2011-05 impacts presentation only it will have no

material effect on the Companys consolidated financial

statements

In September2011 the FASB issued ASU No 2011-08

Intangibles Goodwill and Other Topic 350 Testing

Goodwill for Impairment ASU 2011-08 Under ASU

20 11-08 company has the option to first assess

qualitative factors to determine whether the existence of

events or circumstances leads to determination that it

is more likely than not that the fair value of reporting

unit is less than its carrying amount If the entity

determines that this threshold is not met then perform

ing the two-step impairment test is unnecessary ASU

2011-08 is effective for interim and annual impairment

tests performed for fiscal years beginning after Decem

ber 152011 however early adoption is permitted The

Company early adopted this provision in fiscal 2011

Acquisitions

In connection with the application of purchase account

ing the Company recorded its identifiable intangible

assets at fair value Fair value of the intangible assets

was determined primarily through the use of dis

counted cash flow analysis The discounted cash flow

analysis projected the estimated future cash flows to be

generated by the underlying assets and discounted

these at rate reflecting perceived business and

financial risks The projected cash flow estimates used

in the discounted cash flow analysis are based on

managements best estimate and actual results may

differ The valuation of these intangible assets is based

predominately on Level inputs The levels of the fair

value hierarchy are described below
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General Employment Enterprises Inc and Subsidiaries

Notes Continued

Level Unadjusted quoted prices in active markets

that are accessible at the measurement date for

identical unrestricted assets

Level Inputs other than quoted prices included

within Level that are observable for the asset or

liability either directly or indirectly included quoted

prices for similarassets or liabilities in active markets

quoted prices for identical or similar assets or liabilities

in markets that are not active inputs other than

quoted prices that are observable for the asset or

liability and inputs that are derived principally from

or corroborated by observable market data by

correlation or other means

Level Inputs that are both significant to the fair

value measurement and unobservable

Ashley Ellis LLC

On August 312011 General Employment Enterprises hic

the Company entered into an asset purchase agree

ment with Ashley Ellis LLC an Illinois limited liability com

pany Ashley Ellis and Brad Imhoff the Ashley

Ellis Asset Purchase Agreement for the purchase of

certain assets of Ashley Ellis primarily customer lists

comprising Ashley Ellis services business Ashley Ellis

services business was operated from offices in Illinois

Texas and Georgia and provided services related to the

recruitment and placement of technical personnel The

Ashley Ellis Asset Purchase Agreement was deemed ef

fective on September 2011

Brad Imhoff is the brother of Herbert Imhoff Jr

director and President of the Company Brad Imhoff

and Ashley Ellis an entity of which Brad Imhoff is the

sole member and ChiefExecutive Officer were parties to

the transaction As consideration for the assets the Com
pany paid Ashley Ellis $200000 on the date of closing and

agreed to pay Ashley Ellis an additional $200000 within

six months of closing The Company also agreed to issue

to Ashley Ellis 1250000 restricted shares of the

Companys common stock As the sole member ofAshley

Ellis Brad Imhoff has an interest in the entire consider

ation paid by the Company to Ashley Ellis for the assets

In connection with the transactions contemplated by

the Ashley Ellis Asset Purchase Agreement on August

31 2011 the Company and Ashley Ellis entered into

registration rights agreement the Registration Rights

Agreement pursuant to which Ashley Ellis was

granted certain piggyback registration rights with

respect to the Shares to be issued to Ashley Ellis under

the Ashley Ellis Asset Purchase Agreement The

Registration Rights Agreement contains certain

indemnification provisions for the benefit of the

Company and Ashley Ellis and other customary

provisions The total consideration is summarized as

follows

In Thousands

Stock consideration 331

Future payout consideration 200

Payout consideration 200

Total consideration for acquisition 731

The following table summarizes the approximate fair value

of the assets acquired and liabilities assumed at the date

of closing

In Thousands

Fixed assets 114

Intangible assets

Trade name 17

Customer relationships 577

Goodwill 23

Total fair value of assets acquired 731

The assets purchased from Ashley Ellis constitute

business and as such the acquisition of these assets

was accounted for as business combination The

assets purchased related to the Ashley Ellis LLC

acquisition were not considered significant acquisi

tion The results of operations ofAshley Ellis LLC are

included in the Companys statement of operations from

the effective date of the acquisition September 2011

Acquisition of DMCC Staffing LLC and RFFG of

Cleveland LLC

Effective November 12010 the Company through its

wholly-owned subsidiary Triad Personnel Services Inc

Triad entered into an asset purchase agreement the

Asset Purchase Agreement dated as of October 29

2010 with DMCC Staffing LLC DMCC RFFG of
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General Employment Enterprises Inc and Subsidiaries

Notes Continued

Cleveland LLC RFFGof Cleveland and Thomas

Bean for the purchase of certain assets of DMCC and

RFFG of Cleveland primarily customer lists comprising

DMCCs and RFFG of Clevelands services business

Thomas Bean was the beneficial owner of approximately

9.9% of the Companys outstanding shares prior to

acquisition The business is operated from offices in

Ohio and provides labor and human resource solutions

including temporary staffing human resources and

payroll outsourcing services labor and employment

consulting and workforce solutions RFFG of Cleveland

has one customer

The closing of the Asset Purchase Agreement was

subject to certain conditions including entry into

definitive management and services agreement for the

management of the businesses of certain affiliates of

DMCC RFFG of Cleveland and Mr Bean the Manage
ment Agreement by the Company On November 30

2010 Business Management Personnel Inc BMP
wholly-owned subsidiary of the Company entered into

the Management Agreement effective as of November

12010 withRFFG LLCRFFG RefertoNote

Entry into Management Service Agreement for further

description

The assets purchased from RFFG of Cleveland and

DMCC constitute businesses and as such the acquisi

tion of these assets were accounted for as business

combination Pursuant to the Asset Purchase Agree

ment the Company agreed to issue $2400000 in shares

of its common stock 5581395 shares based on the

December 302010 closing date to DMCC and RFFG of

Cleveland upon receipt of stockholder approval of

the transaction and of an increase to the Companys

authorized Common Stock and approval of an

additional listing application by the NYSE Amex Stock

Exchange On March 242011 the Company received

written consents in lieu of meeting of shareholders

from the holders of 71.9% of the shares of Common

Stock approving the issuance of 5581395 shares of

the Common Stock to DMCC Staffing and RFFG of

Cleveland pursuant to the Asset Purchase Agreement

and the issuance of any additional shares of Common

Stock to DMCC and RFFG of Cleveland as may be

necessary pursuant to certain earn-out payment

provisions under the Asset Purchase Agreement and

ii approving an amendment to the Articles of Incorpo

ration of the Company to increase the number of

authorized shares of capital stock from 20100000 shares

to 50100000 shares and to increase the number of

authorized shares of Common Stock from 20000000

shares to 50000000 shares

Commencing in 2011 if the aggregate EBITDA of the

businesses acquired plus any management fees paid to

the Company under the Management Agreement meets

certain targets each an EBITDA Target over four-

year period ending December31 2014 the Earnout

Period the Company will be required to make earn-out

payments to DMCC and RFFG of Cleveland each

payable in three equal installments In the event that an

EBITDA Target for certain period is not met the earn-

out payment in respect to such period will be reduced

proportionately The EBITDATargets are $300000

$600000 $900000 and $1200000 for each of the three-

six- nine- and twelve-month periods respectively in the

fiscal
year ending December31 2011 and earn-out

payments will consist of quarterly payments of $150000

payable in three equal monthly installments if the

relevant EBITDA Targets are met Starting in the fiscal

year ending December 312012 the EBITDA Targets will

be adjusted annually to reflect the EBITDA for the

twelve-month period ending on December 31st of the

most recently completed fiscal year each an Annual

EBITDA Target and earn-out payments for the year

will be adjusted to equal 50% of the relevant Annual

EBITDA Target divided by four At the end of each

fiscal
year during the Earnout Period if the aggregate

EBITDA for the 12-month period then ended is greater

than the Annual EBITDA Target for such year then the

Company will pay to DMCC and RFFG of Cleveland the

amount of such excess 50% in cash and 50% in shares

of common stock Through September 30 2011

$416000 of earn-out payments were currently due

The accounting guidance requires that contingent

consideration be added to the purchase price and the

resultant liability be recorded at fair value Given the

terms of the earn-out provisions of the Asset Purchase

Agreement the Company believes that the earn-out will

be paid and accordingly has included the fair value of

the projected total earn-out payments in the total

consideration paid for the acquisition Any subsequent

changes in the estimated fair value of this contingent

consideration will be recorded in the Companys

statement of operations
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In Thousands

Stock consideration 2400

Earn-out consideration 2198

Total consideration for acquisition 4598

The following table summarizes the approximate fair value

of the assets acquired and liabilities assumed at the date

of closing

In Thousands

Fixed assets

Intangible assets

Management agreement 1396

Customer relationships 2113

Goodwill 1084

Total fair value of assets acquired 4598

The results of operations of DMCC and RFFG of

Cleveland are included in the Companys statement of

operations from the effective date of the acquisition

November 2010 The Company wrote off the intan

gible asset associated with the management agreement

and reduced the earn-out liability by $1276000 when it

was determined that RFFG ceased doing business on

July 152011 and therefore future management fees

would no longer would be earned as discussed further

in Note

Acquisition of On-Site Services Inc

On June 2010 the Company through its wholly-

owned subsidiary Triad Personnel Services Inc

entered into an asset purchase agreement the On-Site

Asset Purchase Agreement with On-Site Services Inc

On-Site and Thomas Bean On-Site is located in

Florida and provides labor and human resource solu

tions including temporary staffing human resources

labor and employment consulting and workforce

solutions to the agricultural industry Pursuant to the

On-Site Asset Purchase Agreement upon On-Sites

direction the Company issued 1476015 shares of its

Common Stock no par value to Big Red Investments

Partnership Ltd an affiliate of On-Site based on

stated value of $600000 divided by the average share

price of the 20 consecutive trading days prior to the

second trading day prior to the closing of the On-Site

Asset Purchase Agreement For accounting purposes

the shares of Common Stock issued were valued at

approximately $487000 based on the quoted market

price on the closing date Under the On-Site Asset

Purchase Agreement if the aggregate EBITDA of the

business acquired meets certain targets over period of

four years the Company will be required to make earn-

out payments to On-Site totaling up to $1020000

$600000 of which is payable in cash and $420000 of

which is payable in cash or Common Stock or any

combination thereof at the Companys sole discretion

The Company determined the fair value of the contin

gent consideration that could be paid under the earn-

out provisions of the On-Site Asset Purchase Agree

ment was zero based on the estimated probability that

no payment will be made under this earn-out arrange

ment Therefore at the date of the acquisition no

contingent consideration was recorded Any subse

quent changes in the estimated fair value of this

contingent consideration will be recorded in the

Companys statement of operations As of September

30 2011 there have been no earn-out payments accrued

or changes in the estimated fair value of the potential

earn-out consideration In addition the Company also

provided the principal Thomas Bean of On-Site

non-interest bearing advance of $300000 on June

2010 whichwas fullyrepaidbyJune 302010

The following table summarizes the approximate fair

value of the assets acquired at the date of the closing

In Thousands

Fixed assets

Intangible assets

Non-compete agreement 89

Customer relationships 223

Goodwill 172

Total fair value of assets acquired 487

The results of operations of On-Site are included in the

Companys statement of operations from the date of the

acquisition
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Pro Forma Information
Placement Service Revenues

The following unaudited pro forma information repre

sents the Companys results of operations as if the

acquisitions described above had occurred on the first

day of the earliest period presented

Year Ended September30

In Thousands 2011 2010

Net revenues $40367 $29217

Net income loss 633 820

Basic and diluted loss per share .03 .04

Entry into Management Service Agreement

In conjunction with the Asset Purchase Agreement for

DMCC and RFFG of Cleveland BMP an Ohio corpora

tion and wholly-owned subsidiary of the Company

entered into management service agreement the

Management Agreement with RFFG effective

November 12010

Pursuant to the Management Agreement BMP agreed

to provide services to RFFG to operate its day-to-day

business including services related to accounting

sales finance workers compensation benefits

physical locations information technologies and

employees The Management Agreement provided that

additional services may be added if BMP and RFFG

mutually agree to the cost to be charged by BMP for

such services and as long as BMP has the resources to

provide such services

In consideration of the services provided under the

Management Agreement RFFG LLC agreed to pay BMP

monthly fees that approximate 6% of its gross revenues

on an annual basis For the year ended September 30

2011 the Company recorded approximately $838000 of

revenue related to this agreement As of September 30

2011 BMP has $225000 of management fee receivable

Due to an unresolved issue with the Ohio Bureau of

Workers Compensation RFFG LLC ceased operations

as of July 15 2011 and as result the Management

Service Agreement was effectively terminated As

result the Company recorded loss on impairment of

intangible assets of$ 1126000 as discussed further in

Note offset by income of$ 1276000 for the reduction

of an associated earn-out liability

The provision for falloffs and refunds which is reflected

in the consolidated statement of operations as

reduction of placement service revenues was $695000

in fiscal 2011 and $393000 in fiscal 2010

Income Taxes

The components of the provision for income taxes are

as follows

Year Ended September30

2011 2010In Thousands

Current tax provision

Deferred tax provision credit

related to

Temporary differences 300
Loss carryforwards 104 590

Valuation allowances 196 588

Provision for income taxes

In Thousands 2011

Income tax provision credit at

statutory federal tax rate 122 529

Federal valuation allowance 122 529

Provision for income taxes

The net deferred income tax asset balance as of

September 30 related to the following

In Thousands 2011 2010

Temporary differences 811 511

Net operating loss carryforwards 3366 3470

Valuation allowances 4177 3981

Net deferred income tax asset

The differences between income taxes calculated at the

34% statutory U.S federal income tax rate and the

Companys provision for income taxes are as follows

Year Ended September30

2010
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As of September 302011 there were approximately

$8500000 of losses available to reduce federal taxable

income in future years through 2030 and there were

approximately $7000000 of losses available to reduce

state taxable income in future years expiring from 2011

through 2030 Due to common stock transactions in the

current and prior years it is likely that the Company will

be limited by Section 382 of the Internal Revenue Code

as to the amount of net operating losses that may be

used in future years The Company is currently

evaluating the effects of any such limitation

Future realization of the tax benefits of existing tempo

rary differences and net operating loss canyforwards

ultimately depends on the existence of sufficient

taxable income within the carryforward period As of

September 30 2011 the Company performed an

evaluation to determine whether valuation allowance

was needed The Company considered all available

evidence both positive and negative which included

the results of operations for the current and preceding

years The Company also considered whether there

was any currently available information about future

years Because long-term contracts are not signifi

cant part of the Companys business future results

cannot be reliably predicted by considering past trends

or by extrapolating past results Moreover the

Companys earnings are strongly influenced by

national economic conditions and have been volatile in

the past Considering these factors the Company
determined that it was not possible to reasonably

quantify future taxable income Based on the weight of

available evidence the Company determined that it is

more likely than not that all of the deferred tax assets

will not be realized Accordingly the Company

maintained full valuation allowance as of September

302011

As of September 30 2011 the Companys federal

income tax returns for fiscal 2008 and subsequent years

were subject to examination The Companys policy is

to recognize penalties and interest in income tax

expense however no penalties or interest were

recognized in fiscal 2011 or 2010

Property and Equipment

Property and equipment consisted of the following as

of September 30

In Thousands 2011 2010

Computer software 1447 1447

Office equipment

furniture and fixtures 2066 1886

Total property

and equipment at cost 3513 3333

Accumulated depreciation

and amortization 3104 2950

Property and equipment net 409 383

Disposals of property and equipment consisting

primarily of fully-depreciated office furniture and

equipment had an original cost of$ 24000 and

$136000 in fiscal 2011 and 2010 respectively

Intangible Assets finite life

As of September 302011

Losson Net

Accumulated Impaisment of Book

In Thousands Cost Amortization Intangible Assets MIne

Non-Compete 89 24 65

Customer

relationships 2913 296 2617

Management

Agreement 1396 270 1126

Trade Name 17 17

$4415 590 1126 $2699

As of September 30 2010

Accumulated Book

In Thousands Cost Amortization Value

Non-Compete 89 10 79

Customer Relationships 223 43 180

$312 53 259

Finite life intangible assets are comprised of non

compete agreement management agreement trade

name and customer relationships The non-compete

agreement and trade name are amortized on straight

line basis over the estimated useful lives of years

The customer relationships are amortized based on the
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future undiscounted cash flows over estimated remaining

useful lives of three to 10 years The management

agreement intangible was being amortized over the five

year term of the agreement Over the next five years

annual amortization expense for these finite life

intangible assets will be $393000 in 2012 $376000 in

2013 $359000in2014 $340000in2015 and$322000iri

2016

Long-lived assets such as purchased intangibles

subject to amortization are reviewed for impairment

whenever events or changes in circumstances indicate

that the carrying amount of an asset may not be

recoverable The Company evaluates regularly

whether events and circumstances have occurred that

indicate possible impairment and relies on number of

factors including operating results business plans

economic projections and anticipated future cash

flows The Company uses an estimate of the future

undiscounted net cash flows of the related asset or

asset group over the remaining life in measuring

whether the assets are recoverable

The Company recorded an impairment charge of

$1126000 for the remaining unamortized amount of the

Management Services Agreement intangible asset The

impairment charge represents the difference between

the fair value and the carrying value of the intangible

asset No future cash flows associated with the

Management Services Agreement are expected as the

management agreement was effectively terminated as

result of the managed entity RFFG LLC ceasing

operations in July2011

Other Current Liabilities

Other current liabilities consisted of the following as of

September 30

In Thousands 2011 2010

Accrued expenses
201 110

Accrued rent 31 110

Second installment

of the Ashley Ellis LLC

purchase price 200

Contingent earn-out

liability due within

one year
803

Deferred rent 72 275

Total other current liabilities 1307 495

Line of Credit

Through December 2010 the Company had loan and

security agreement with Crest mark Bank for financing

of its accounts receivable Under the terms the

Company could borrow up to 85% of its eligible

accounts receivable not to exceed $3500000 The loan

was secured by accounts receivable and other property

of the Company Interest was charged at the rate of 1%

above the prime rate 3.25% at September 20 2010

Interest expense under this agreement was $4500 for

the year ending September 30 2011 In addition the

agreement required maintenance fee of $3500 per

month and an annual loan fee of 1% of the maximum

borrowing amount under the agreement The Company

incurred $29000 and $77000 of fees related to this

agreement during the year ended September 30 2011

and 2010 respectively

In December2010 the Company terminated its agree

ment with Crest mark Bank and entered into two-year

$3000000 account purchase agreement AR Credit

Facility with Wells Fargo BankN.A Wells Fargo

The AR Credit Facility provides for borrowings on

revolving basis of up to 85% of the Companys eligible

accounts receivable less than 90 days old and bears

interest at rate equal to the three month LIBOR plus

5.25% effective rate was 5.75 as of September 30

2011 Under the terms and subject to the conditions in

the agreement Wells Fargo may determine which

receivables are eligible receivables may determine the

amount it will advance on any such receivables and

may require the Company to repay advances made on

receivables and thereby repay amounts outstanding

under the AR Credit Facility on demand Wells Fargo

also has the right to require the Company to repurchase

receivables that remain outstanding 90 days past their

invoice date The Company continues to be respon

sible for the servicing and administration of the

receivables purchased and carries the receivables and

any outstanding borrowings on its consolidated

balance sheet

The Company believes that the borrowing availability

provided by the Wells Fargo agreement will be ad

equate to fund the increase in working capital needs

resulting from the acquisitions of certain assets of On

Site RFFG of Cleveland DMCC and Ashley Ellis LLC
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As of September 30 2011 the borrowing base availabil

ity under this agreement was $1062000 and the

outstanding borrowings which are classified as short-

term debt on the 2011 consolidated balance sheet were

$1938000 Total interest expense related to the line of

credit for the year ending September 302011 approxi

mated $79000

The loan and security agreement with Wells Fargo Bank

includes certain covenants which require compliance

until termination of the agreement As of September 30

2011 the Company was in compliance with all such

covenants

Lease Obligations

The Company leases space for all of its branch offices

which are located either in downtown or suburban

business centers and for its corporate headquarters

Branch offices are generally leased over periods from

three to five years The corporate office lease expires in

2015 The leases generally provide for payment of

basic rent plus share of building real estate taxes

maintenance costs and utilities

Rent expense was 617000 in fiscal 2011 and $583000

in fiscal 2010 As of September 302011 future mini

mum lease payments due under non-cancelable lease

agreements having initial terms in excess of one year

including certain closed offices totaled approximately

$2552000 as follows fiscal 2012- $823000 fiscal 2013

-$736000 fiscal 2014 -$556000 fiscal 2015 -$324000

fiscal 2016- $90000 and fiscal 2017- $23000

Commitments

As of September 30 2011 the Company had contractual

obligations to purchase approximately $144000 of

recruitment advertising through December 2011

Long-Term Obligations

In connection with the completion of the sale of shares

of common stock to PSQ in fiscal 2009 the Companys

Chairman Chief Executive Officer and President the

former CEO resigned from those positions and his

employment agreement with the Company was replaced

by new consulting agreement Under the consulting

agreement the Company became obligated to pay an

annual consulting fee of $180000 over five-year

period and to issue 500000 shares of common stock to

the former CEO for no additional consideration During

fiscal 2009 the Company recorded liability for the net

present value of the future payments in the amount of

$790000 and recorded additional common stock in the

amount of $280000 based on quoted market price of

$56 per
share on the date of the award As of Septem

ber 30 2011 the liability for future payments was

reflected on the consolidated balance sheet as accrued

compensation of $180000 and long-term obligations of

$280000 As of September 302010 the liability for

future payments was reflected on the consolidated

balance sheet as accrued compensation of$ 180000 and

long-term obligation of $431000

In November 2010 in conjunction with the purchase of

RFFG of Cleveland LLC and DMCC Staffing LLC the

Company accrued an eam-out liability as discussed in

Note which was subsequently reduced by $1276000

The remaining long-term portion of the eam-out liability

is $209000 on September 302011

The Company additionally has long-term balance of

deferred rent $192000 at September 302011

Common Stock

In fiscal 2010 the Company issued 1476000 shares of

its common stock in connection with the acquisition of

On-Site Services Inc

During fiscal 2010 the majority shareholder of the

Company paid $46000 of compensation to an executive

of the Company on behalf of the Company As result

the Company recorded this amount as capital

contribution with the compensation expense recorded

in its statement of operations for the year ended

September 302010

In November2010 the Company issued 5581395

shares of common stock in connection with the

acquisition of DMCC staffing LLC and RFFG of

Cleveland LLC

In September2011 the Company issued 1250000

shares of its common stock in connection with the

acquisition ofAshley Ellis LLC
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Stock Option Plans

As of September 30 2011 there were stock options

outstanding under the Companys 1995 Stock Option

Plan Second Amended and Restated 1997 Stock Option

Plan and 1999 Stock Option Plan All three plans were

approved by the shareholders The 1995 Stock Option

Plan and the 1999 Stock Option Plan have expired and

no further options may be granted under those plans

During fiscal 2009 the Second Amended and Restated

1997 Stock Option Plan was amended to make an

additional 592000 options available for granting and as

of September 30 2011 there were 720840 shares

available for issuance under the plan The plans

granted specified numbers of options to non-employee

directors and they authorized the Compensation

Committee of the Board of Directors to grant either

incentive or non-statutory stock options to employees

Vesting periods are established by the Compensation

Committee at the time of grant All stock options

outstanding as of September 30 2011 were non-

statutory stock options had exercise prices equal to

the market price on the date of grant and had expiration

dates ten years from the date of grant

summary of stock option activity is as follows

Year Ended September30

Number of Options in Thousands 2011 2010

Number of options outstanding

Beginning of
year

388 630

Granted 10

Exercised 12
Terminated 75 253

End of year 301 387

Number of options exercisable

at end of year 255 318

Number of options available for grant

atendofyear 731 686

Weighted average option prices

per share

Granted during the year

Exercised during the
year

Terminated during the year

Outstanding at end of year

Exercisable at end of year

Stock options outstanding as of September 30 2011

were as follows number of shares in thousands

Range of Weighted Weighted Aveinge

Exeitisable Number Average Number Average Remaining

Prices Outstanding Price Exeitisable Price LifeYeara

Under $1.00 235 .73 189 .75 6.08

$1.25to$2.39 66 1.72 66 1.72 .88

As of September 30 2011 the aggregate intrinsic value

of outstanding stock options and exercisable stock

options was zero The stock options exercised during

the year had an intrinsic value of $.12 share

The
average

fair value of stock options granted was

estimated to be $0.17 per
share in fiscal 2010 No stock

options were issued in fiscal year 2011 This estimate

was made using the Black-Scholes option pricing model

and the following weighted average assumptions

Expected option life years 5.0 5.0

Expected stock price volatility 65% 65%

Expected dividend yield

Risk-free interest rate .96% 1.5%

Stock-based compensation expense
attributable to stock

options was $8000 in fiscal 2011 and $11000 in fiscal

2010 As of September 302011 there was $22000 of

unrecognized compensation expense
related to

unvested stock options outstanding and the weighted

average vesting period for those options was years

Year Ended September30

.40

1.26

.95

$1.00

.31

.83

.99

$1.06

2011 2010
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Segment Data

As result of the acquisition of certain of the

assets of DMCC and RFFG of Cleveland and entry

into the Management Agreement discussed above

the Companys internal reporting was adjusted and

as result the Company re-assessed its segment

presentation Accordingly the Companys segment

disclosures were revised in the current year

The Company provides the following distinctive

services direct hire placement services

temporary professional services staffing in the

fields of information technology engineering and

accounting temporary staffing in the agricul

tural industry temporary light industrial staffing

and management services Intersegment net

service revenues are not significant Revenues

generated from the temporary professional services

staffing temporary staffing in the agricultural

industry and light industrial staffing are classified

as contract staffing services revenues in the

statements of operations Selling general and

administrative expenses are not separately allo

cated among agricultural professional services or

industrial staffing services within the contract

staffing services sector for internal reporting

purposes

Year Ended September30

In Thousands 2011 2010

Direct Hire Placement Services

Revenue 4430 2897

Placement services gross margin 100% 100%

Operating loss 678 1248

Depreciation and amortization 180 185

Accounts receivable net 699 297

Intangible assets 584

Goodwill 24

Total assets 5301 2259

Management Services

Revenue 838

Operating income 519

Fee receivable 225

Intangible assets

Goodwill

Total assets 225

Contract Staffing Services

Agricultural services revenue 12412 2803

Industrial services revenue 12349

Professional services revenue 7160 6217

Agricultural services gross margin 4.6% 3.5%

Industrial services gross margin 14.6%

Professional services
gross margin 29.9% 29.1%

Operating income loss 715 263

Depreciation and amortization 533 58

Accounts receivable

Agricultural services 666 274

Industrial services 3837

Professional services 1177 848

Intangible assets 2115 259

Goodwill 1256 172

Total assets 5970 1135

Consolidated

Total revenue 37189 $11917

Operating income loss 556 1511

Depreciation and amortization 713 243

Accounts receivable net 6604 1419

Intangible assets 2699 259

Goodwill 1280 172

Total assets 11496 3394
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Report of Independent Registered Public Accounting Firm

Board of Directors and Shareholders

General Employment Enterprises Inc

Oakbrook Terrace Illinois

We have audited the accompanying consolidated

balance sheets of General Employment Enterprises Inc

as of September 30 2011 and 2010 and the related

consolidated statements of operations shareholders

equity and cash flows for the years then ended These

financial statements are the responsibility of the

Companys management Our responsibility is to

express an opinion on these financial statements based

on our audits

We conducted our audits in accordance with the

standards of the Public Company Accounting Oversight

Board United States Those standards require that we

plan and perform the audits to obtain reasonable

assurance about whether the financial statements are

free of material misstatement An audit includes consid

eration of internal control over financial reporting as

basis for designing audit procedures that are appropri

ate in the circumstances but not for the purpose of

expressing an opinion on the effectiveness of the

Companys internal control over financial reporting

Accordingly we express no such opinion An audit also

includes examining on test basis evidence supporting

the amounts and disclosures in the financial statements

assessing the accounting principles used and signifi

cant estimates made by management as well as evaluat

ing the overall financial statement presentation We

believe that our audits provide reasonable basis for

our opinion

In our opinion the consolidated financial statements

referred to above present fairly in all material respects

the consolidated financial position of General Employ

ment Enterprises Inc at September 302011 and 2010

and the consolidated results of its operations and its

cash flows for the years then ended in conformity with

accounting principles generally accepted in the United

States ofAmerica

gDo US1LP
Chicago Illinois

December 28 2011
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Year Ended September30

Dollars In Thousands Except Per Share 2011 2010 2009 2008 2007 2006

Operating Results

Contract service revenues 31921 9020 6280 7476 8448 10253

Placement service revenues 4430 2897 4114 7759 11242 9815

Management service revenues 838

Total revenues 37189 11917 10394 15235 19690 20068

Cost of contract services 27405 7111 4374 5037 5641 7256

Selling general and

administrative expenses 8841 6264 10198 12041 13436 12023

Amortization of intangible assets 357 53

Loss on impairment of intangible assets 1126

Reduction of eamout liability 1276

Income loss from operations 556 1511 4178 1843 613 789

Interest Expense 198 36

Investment income loss 50 37 301 213

Net income loss 358 1556 4228 1806 914 1002

Per Share Data

Average number of shares thousands

Basic 18394 13874 7232 5163 5150 5148

Diluted 18648 13874 7232 5163 5368 5338

Income loss from continuing operations

per
share

Basic .02 .11 .58 .35 .18 .19

Diluted .02 .11 .58 .35 .17 .19

Cash dividends declared per share .10 .10

Book value per share -basic .25 .11 .19 .98 1.42 1.33

Closing market price per share 23 .27 .73 .45 1.61 1.69

Balance Sheet Data

Net working capital 987 1209 2609 4285 6395 6051

Long-term obligations 681 431 575 419 436

Shareholders equity 4694 1592 2604 5076 7324 6852

Total assets 11496 3394 4667 7002 9876 9275

Ratio Analysis

Current ratio 1.2 1.9 2.8 3.8 4.0 3.8

Gross profit margin on contract services 14.1% 29.1% 30.4% 32.6% 33.2% 29.2%

Profit margin on income loss from operations 1.5% 12.7% 40.2% l2.1% 3.1% 3.9%

Rate of return from continuing operations

on average equity 17.7% 72.0% 1l0.l% 29.l% 12.9% 15.8%

Shareholders equity to total assets 40.8% 46.9% 55.8% 72.5% 74.2% 73.9%

Offices and Employees at End of Year

Number of offices 18 11 10 17 19 20

Number of employees 140 171 170 250 280 320
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