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The aggregate market value of the voting and non-voting common equity held by non-affiliates computed by reference to the price at which the
common equity was last sold, as reported by the New York Stock Exchange as of the last business day of the registrant s most recently completed
second fiscal quarter:

As of June 30, 2008 $ 1,041,000,221
The number of shares outstanding of the registrant s common stock, $0.01 par value per share, as of February 13, 2009 was 19,929,640 shares.

Documents Incorporated by Reference (to the extent indicated in this report)

Specified portions of the 2009 Notice of Annual Meeting of Stockholders and Proxy Statement (Part IIT)
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PART I

Item 1. Business
Our Business

NATCO Group Inc. is a Delaware corporation formed in 1988. Through our subsidiaries, we have designed, manufactured and marketed oil and
gas production equipment and systems for over 80 years. We believe we are an industry leader in the development of o0il and gas production
separation equipment technology. We pioneered many of the original separation technologies for converting unprocessed hydrocarbon fluids
into salable oil and gas and currently hold approximately 80 active US and equivalent foreign patents. Our products and services are used
onshore and offshore, upstream and downstream, in most major oil and gas producing regions of the world. Separation and decontamination of a
production stream is needed at almost every producing well in order to meet the specifications and environmental requirements of transporters
and end users. We provide equipment, systems and services used in the production of crude oil and natural gas to separate oil, gas and water
within a production stream and to remove contaminants. Our products also are used in downstream refinery and petrochemical facilities around
the world to improve processing and separation.

We design and manufacture a diverse line of production equipment including, among other items: separators, which separate production streams
into oil, gas and water; heaters, which prevent hydrates from forming in gas streams and reduce the viscosity of oil; dehydration and desalting
units, which remove water and salt from oil and gas; gas conditioning units and membrane separation systems, which remove carbon dioxide
and other contaminants from gas streams; water processing systems, which include systems for water re-injection, oily water treatment and other
treatment applications; liquid measurement and metering systems which allow accurate custody transfer of product streams; and control systems,
which monitor and control production and other equipment.

We operate five primary manufacturing facilities located in the US and Canada and maintain sub-contracting relationships with fabricators in the
US and elsewhere around the world. We expect to complete construction and begin operations of an additional manufacturing facility in Jubail,
Saudi Arabia in mid-year 2009. We manage an extensive branch network system, primarily in North American markets, providing sales and
service support for our standard and traditional product offerings. In addition, we have engineering and project management execution centers
and sales offices in the US, UK, Canada, Japan, Malaysia and other international locations. We conduct extensive research, development and oil
and gas testing at our laboratory in Tulsa, Oklahoma and research and development of CO, process technologies at our laboratory in Pittsburg,
California. We believe that, among our competitors, we have one of the larger installed bases of production separation equipment in the industry.
We have achieved our position in the industry by maintaining technological leadership, capitalizing on our strong brand name recognition and
offering a broad range of quality products and after-market sales and services.

Our products and services are marketed primarily as NATCO branded or co-branded products through an in-house business development staff in
sales offices located in the US, Latin America, Southeast Asia, Japan, Norway, the UK, Venezuela and Mexico, augmented by third party
agents, contract employees, representatives and technical applications specialists for specific customer requirements. In 2008, we expanded our
global marketing presence with the addition of personnel in Saudi Arabia and Angola. We employ agency relationships in many other energy
producing regions of the world where necessary to maintain a market presence on a cost-effective basis. We also market technology products
and services through joint ventures in Malaysia and Japan and plan to market products through our joint venture in Saudi Arabia following its
commercial startup in mid 2009.

We currently operate under the following defined segments.

Integrated Engineered Solutions: This segment includes our global built-to-order project business and related activities featuring our
oil, water and gas technologies, as well as the Company s West Texas CQprocessing facility.
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Standard & Traditional: This segment includes sales and related activities associated with the sale of standard and traditional oil and
gas wellhead processing equipment, as well as aftermarket parts sales and associated services, primarily in the Americas.

Automation & Controls: This segment includes fabrication and sales of control panels and packaged automation systems, as well as
field services associated with repair, maintenance, inspection and testing of onshore and offshore control systems.
Effective January 1, 2008, we realigned our financial segment reporting. Financial information for periods prior to 2008 have been restated to
reflect the basis of segmentation presented above. Financial information about our segments and geographic data from our continuing operations
are discussed in Note 19, Industry Segments and Geographic Information, of the notes to our audited consolidated financial statements included
in Part II, Item 8 of this report, and are incorporated into this section by reference.

Recent History

In the past year, the Company has acted to strengthen its financial profile and broaden its product offerings through strategic acquisitions and
also has committed to several large capital projects to permit us to better achieve our strategic objectives in future periods. We also focused on
remediation efforts related to an internal review of certain payments made in Kazakhstan, which may present compliance issues under the
Foreign Corrupt Practices Act ( FCPA ).

During the year, the Company converted the remainder of our Series B Redeemable Convertible Shares ( Preferred Shares ) into 1,270,338 shares
of common stock in March. We acquired a total of 319,774 shares of common stock for an aggregate purchase price of $4.6 million during the
fourth quarter pursuant to a previously announced share repurchase program to acquire up to $25.0 million of our common stock. We also

entered into an amendment of our 2006 revolving credit facilities agreement, which increased our total borrowing capacity under that facility

from $85.0 million to $137.7 million.

We acquired three entities during 2008, two in our Standard & Traditional segment and one in our Automation & Controls segment. The
acquisition of Linco Electromatic in January provided several new product lines and services for our customers, further leveraging our

Standard & Traditional branch network and our Automation & Controls business; offered access to new markets; and added skilled field,
fabrication and marketing employees to our workforce. The September acquisition of Connor Sales Company, Inc., a manufacturer of tanks and
provider of oilfield equipment and services located in Williston, North Dakota, broadened our capacity to serve customers in the active Williston
Basin and Bakken Shale markets. In October 2008, we added a new, analytical instrumentation services product line serving the petrochemical
and refining industries through our acquisition of a small Texas-based company by our Automation & Controls segment.

Early in the 2008, we adopted a plan to implement an integrated enterprise business system, or EBS, to replace existing financial, human
resource, global project execution and inventory information systems which have proved inadequate for the Company s growth. This multi-year
project is being implemented in phases, with initial roll out projected in the second quarter of 2009. For the year ended December 31, 2008, we
capitalized approximately $10.9 million on the EBS initiative and anticipate total capital costs of $23.9 for the full implementation to be
completed by the end of 2010. In July 2008, we broke ground on a new state-of-the art Technology Research and Development facility in
Houston, Texas to replace our existing facility in Tulsa, Oklahoma. The lab will have full capabilities supporting research and development
activities with respect to oil, water and gas separation technologies. By locating this facility in close proximity to our Houston corporate
headquarters, the lab will also provide an opportunity to showcase all available technologies in working models for review by our customers.
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Compliance Matters

In February 2008, the Audit Committee of the Board of Directors of the Company, with the assistance of outside counsel, initiated a review of
certain payments made in Kazakhstan, which may present compliance issues under the FCPA. Based on the results of the internal review, the
Company determined that the payments were made to one or more person(s) who identified themselves as government employees, in order to
obtain certain work permits and licenses and to satisfy certain penalties assessed by the authorities. The Audit Committee also reviewed
operations in several other jurisdictions in which the Company does business. The internal review is complete. At this time, with respect to
Kazakhstan operations, we have determined, with a reasonable amount of assurance, that the total of the payments at issue is less than $220,000.
With respect to the other jurisdictions referenced above, the payments at issue are of a similarly immaterial amount. The Company presently
believes all payments referenced above, in the aggregate, are of an immaterial amount and expects this matter to have no effect on the Company s
previously reported financial results.

We have reported this matter to the Securities and Exchange Commission ( SEC ) and the US Department of Justice ( DOJ ) and have kept them
apprised as to the status of the review. The SEC is conducting an investigation into the matter and the Company is cooperating with this inquiry.

As part of any resolution of this matter, the DOJ, the SEC or other governmental authorities could seek criminal or civil sanctions, including
monetary fines and penalties, against the Company and/or certain of its employees, as well as additional changes to its business practices and
compliance programs in the event that the review or any governmental investigation identifies violations of law. To the extent any payments are
determined to be illegal in a foreign jurisdiction, it is possible that there could be civil or criminal penalties assessed in that jurisdiction.

During 2008, the Company took a number of important steps to enhance its internal controls over compliance. The Company has added staffing,
restructured its organization, increased training and awareness and improved communications throughout the organization. The Company has
taken remedial actions to assure that record keeping is compliant with all laws and regulations of the jurisdictions in which we operate.

For the year ended December 31, 2008, we incurred $10.3 million for legal, accounting and other professional services related to the FCPA
matter and another unrelated compliance matter. Although we do not expect these matters to have a material adverse effect on our business or
financial condition, we can give no assurance to that effect. However, the fees incurred related to the 2008 legal and compliance review costs
have had an impact on our cash flows and liquidity during 2008 and may continue to do so in the future.

Operating Segments

Our operating segments are Integrated Engineered Solutions, Standard & Traditional and Automation & Controls. The products and services we
offer through each segment are outlined below.

Integrated Engineered Solutions

The Integrated Engineered Solutions segment includes custom-designed and engineered solutions for specific customer-defined applications
including our advanced electrostatic technologies, our CO, membrane business, the assets and operating relationship related to our gas

processing facilities in West Texas, H,S removal technologies including the Shell Paques process and our ConSepT  brand of advanced separator
equipment technology featuring internals for gas scrubbing, primary separation and produced water de-gassing.

We design, engineer, procure, fabricate, manufacture and manage engineered systems using our own facilities or third-party subcontractors for
upstream and downstream oil and gas projects throughout the world and provide start-up services for our custom-made engineered products.
Engineered systems typically require a significant amount of technology, engineering, procurement, fabrication and project management. We
utilize a project delivery system designed to integrate these functions into a predictable process with integrated project management capabilities
that provide effective risk management and timely delivery of a high quality product within budget.
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We market the engineered systems and solutions through our direct sales force based in the US, Latin America, Southeast Asia, Japan, UK, the
Middle East, Scandinavia, Russia and West Africa, augmented by independent representatives in other countries.

We also use the oil testing capabilities of our R&D facility to enhance our ability to provide specific solutions and technology that meet our
customers requirements.

Integrated Engineered Solutions product offerings include:

Integrated Oil and Gas Processing Trains. These consist of multiple units that process oil and gas from primary separation through
contaminant removal.

Offshore Production Systems. These consist of large skid-mounted processing units used in conjunction with fixed offshore
platforms, semi-submersible floating systems, floating, production, storage and offloading (FPSO) vessels and other floating
production vessels.

Dehydration and Desalting System for Upstream and Downstream Applications. We believe that we are a leading developer of
electrostatic technologies for oil treating and desalting. Some of our dehydration and desalting technologies, like Electro-Dynamic
Desalter and Dual Frequency® desalters, are well suited for oil refineries, where stringent desalting requirements are growing
increasingly important. The requirements have increased as crude quality has changed and catalysts have become more sensitive and
sophisticated, requiring lower levels of contaminants.

®

Water Injection Systems. We provide water injection systems used both onshore and offshore to remove contaminants from water
which will be injected into a reservoir during production so that the formation or its production characteristics are not adversely
affected. These systems may involve media and cartridge filters, de-aeration, chemical injection and sulfate removal.

Produced Water Cleanup Systems. We design and engineer systems that use liquid/liquid hydrocyclone technology and induced or
dissolved gas flotation technology, to remove oil and solids from a produced water stream. Oily water cleanup is often required prior
to the disposal or re-injection of produced water.

Gas Processing Equipment. We offer standard and engineered processing equipment for the extraction of liquid hydrocarbons to
meet feed gas and liquid product requirements. We manufacture several standard mechanical refrigeration units for the recovery of
salable hydrocarbon liquids from gas streams.

Other Downstream Applications. We offer various technologies that have crossover applications in the refinery and petrochemical
sectors particularly for oil and water treating. We also design and supply process facilities to hydrogen generation and purification
refineries, petrochemical plants and industrial gas suppliers. In addition, our Dispersed Oil Extractor (DOX®) technology cleans both
heavy and light dispersed oil from water, which is beneficial to ethylene processors.

Other Proprietary Equipment. We design and supply a broad range of proprietary equipment that may be part of a larger system or
may be sold separately to customers for applications in oil and gas projects or in retrofit applications. Such equipment includes
wellhead desanders, sand cleaning facilities, sand separators and specialty oil heaters.
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Carbon Dioxide Removal. We manufacture gas processing facilities for the removal of carbon dioxide from hydrocarbon streams.
These facilities use our proprietary Cynara® membrane technology which provides one of the more effective separation solutions for
hydrocarbon streams containing high concentration of carbon dioxide.
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Standard & Traditional

Our Standard and Traditional segment includes conventional oil and gas separation and dehydration equipment sales and related services. The
standard and traditional business consists of the sale of upstream and wellhead production equipment, replacement parts, refurbished equipment
and aftermarket parts, sales and service. Our Canadian operation provides production equipment for treatment of heavy oils. Equipment built for
these markets typically is based on standardized NATCO designs available via catalogue purchase, or variations of standardized equipment
requiring limited customized engineering. We market standard and traditional production equipment and services throughout the US, Canada,
Mexico and South America.

Our standard and traditional production equipment includes:

Separators. Separators are used for the primary separation of a hydrocarbon stream into oil, water and gas. In addition to traditional
separator solutions, we offer customers more advanced separation technologies utilizing proprietary devices inside vessels to achieve
more efficient separation designed to reduce size and weight, improve separation efficiency and eliminate processing problems.

Oil, Gas and Water Conditioning Equipment. We market heaters, which are used to reduce the viscosity of oil to improve flow rates
and to prevent hydrates from forming in gas streams; oil dehydrators, which are used to remove water from oil; water treatment and
conditioning equipment that removes contaminants from water extracted during oil and gas production; gas conditioning equipment,
such as glycol or amine units, that remove contaminants from hydrocarbon and gas streams.

Linco Measurement and Liquid Metering Systems. These systems include large and small custody transfer measurement skids for

liquid, gas and liquefied petroleum gas; on-line analyzer systems; odorant injection; meter provers; automated truck and rail loading

racks; and customized systems, as well as complementary automation systems, field services, training and manufactured products.
In addition, we provide the following:

Equipment Refurbishment. We source, refurbish and integrate used oil and gas production equipment. Customers that purchase this
equipment may benefit from reduced delivery times and lower equipment costs relative to new equipment. The used equipment
market is focused primarily in North America, both onshore and offshore.

Parts, Service and Training. We provide replacement parts for our own equipment and for equipment manufactured by others. Each

branch in our North American marketing network also serves as a local parts and service business. In addition, we offer operational

and safety training to the oil and gas production industry, which provides an additional marketing tool for our other products and

services. Although primarily a North American business, we are currently growing this capability in our international markets.
Automation & Controls

The primary market for automation and control systems is in offshore applications. We market and service these products from Houston, Texas,
Harvey and New Iberia, Louisiana and internationally in the Republic of Angola. These products and services are offered under our TEST brand
and include:

Engineering and Instrumentation Field Services. We provide the service of engineering and instrumentation professionals for
start-up support, testing, maintenance, repair, renovation, expansion and upgrade of control systems, including those designed or
installed by others for major customers worldwide, with primary concentration in the Gulf of Mexico and offshore Angola. Our
design and engineering staff also provides contract electrical engineering services.
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Control Systems and Panels. We design, program, assemble, install and commission a variety of pneumatic, hydraulic, electrical and
computerized control panels and systems for multiple industries.
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These systems monitor and change key parameters of oil and gas production systems. Key parameters include wellhead flow control,
emergency shutdown of production and safety systems, hydraulic power unit controls, lighting systems, power generation,
distribution and control and quarters and production facilities controls. A control system typically consists of a control panel and
related tubing, wiring, sensors and connections.

Business Strategy

Our primary objective is to maximize profitability and cash flow by maintaining and enhancing our position as a leading provider of equipment,
systems, services and solutions used in the production and refining of crude oil and natural gas. We intend to achieve this goal by pursuing the
following business strategies:

Global Presence. We have operated in international markets for more than 50 years. We intend to continue expanding internationally
in targeted geographic regions, such as the Middle East, West Africa, Central and Southeast Asia, Latin America and Norway.
Export and international sales provided 46% of our total revenues for the year ended December 31, 2008. Our engineering and
project management offices located in the US, the UK, Malaysia, Japan and Canada are fully integrated Execution Centers working
in concert with our global supply chain management and marketing groups to provide more seamless solutions to customers around
the world.
To better service our global customers, we are establishing local presence through the use of country managers in the Middle East, Angola,
Mexico and South America and continue to leverage our international joint ventures with strategic local partners in Japan, Malaysia, Angola and
Saudi Arabia. These strategic alliances enable NATCO to provide products, services and manufacturing in key regions with knowledgeable and
experienced partners, to strengthen customer relationships and satisfy local content requirements. We will continue to review other joint venture
opportunities to complement our global expansion.

Commercializing New Technologies and Products. We develop, acquire and market leading technologies that enable us to address
the global market demand for advanced processing and production equipment and systems. We also develop products and integrated
systems to deliver unique solutions for highly complex production or flow streams which require advanced analysis. We plan to
continue pursuing the commercialization of new technologies, products, systems and services through internal development,
acquisitions and licenses.

Leveraging NATCO s Brand and Distribution Network. We are expanding our marketing focus to leverage the NATCO brand on a
global basis. This includes increasing our customers awareness of our technology and product offerings and expanding aftermarket
sales and service capabilities to penetrate new markets.
Our North American branch distribution network consists of 35 service centers and 8 sales and service offices strategically located in all the
major supply basins in the US and Canada. The service centers sell new equipment and provide aftermarket parts and services for processing
equipment. The sales and service centers also sell metering and measurement equipment and provide related services. This distribution network
is a key asset that can be leveraged by offering complementary products and services to both existing and new customers. As an integral part of
our business strategy, we continuously look for ways to generate additional revenue through this distribution channel.

We plan to continue to grow our business both organically and through acquisitions, with addition of product lines to fill gaps in our product
portfolio, complementary technologies which would enhance our ability to offer integrated systems or businesses that will expand our
geographic reach or that would increase product and services pull-through.

Managing Costs and Risk. As the current global economic slowdown becomes evident, we have plans in place to contract our cost
structure to the extent that becomes necessary. Some examples of
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measures we may initiate in response include: elimination of subcontractors and contract employees, consolidation of manufacturing
facilities and reduction of variable and controllable expenses. In addition, we continue to implement the concepts of lean
management to eliminate wasted effort, reduce our manufacturing, engineering and distribution costs, increase capacity utilization
and improve quality and time of delivery. We also are expanding our predictable project delivery system on a global basis, to better
manage risk while improving project execution. Further, we are implementing significant improvements in our supply chain
management processes, information technology and management systems. We expect that these initiatives will lower our operating
costs, increase productivity and keep us competitive in our markets.

Reinforcing Corporate Values: Integrity, Respect and Safety. We have established a corporate culture based on integrity, respect and
safety in the workplace. Our commitment to acting ethically is not just a core part of our heritage; it is a key part of who we are
today. We are committed to acting ethically, and in compliance with applicable legal requirements, in the jurisdictions where we
operate, and expect the same commitment from our employees, vendors and agents.
We believe safety incidents in the workplace are preventable and we challenge our entire organization to meet the corporate objective of zero
incidents. We believe that operating safely is a key measure of performance, which makes us a preferred employer, improves profitability and
reduces costs.

Backlog

Our backlog of orders at December 31, 2008 and 2007 was $280 million and $171 million, respectively. Our backlog generally runs off within
two to six quarters from the date of project award. We expect substantially all of our backlog at December 31, 2008 will runoff during 2009.

Customers

Our customer base ranges from independent operators to major integrated and national oil companies as well as engineering, procurement and
construction companies acting on behalf of end users. For the years ended December 31, 2008, 2007 and 2006 no single customer provided
revenue exceeding 10% of our consolidated revenue. On a segment basis, our Standard & Traditional segment s revenue was derived from a
large varied group of customers, while the Integrated Engineered Solutions and Automation & Controls segments each relied on a few major
customers for a significant portion of their revenue. Our business operations in those two segments are subject to the risks associated with a
business having a limited number of larger customers for our products or services and a decrease in the production and spending programs of
these customers in the areas where we do business may adversely affect our revenues and, therefore, our results of operations.

Competitive Strengths

We believe our key competitive strengths are:

Market Leadership and Industry Reputation. We have designed, manufactured and marketed oil and gas production equipment and
systems for over 80 years. We believe that, among our competitors, we have one of the larger installed bases of production
separation equipment in the oil and gas industry. We have a presence in almost every major oil and gas producing region of the
world which supports a high degree of customer responsiveness. Our ability to deploy parts and services personnel quickly, our
flexibility to address different operating problems, and our application experience are critical elements to remain a supplier of choice
in our various markets.

Technological Leadership. We believe we have established a position of global technological leadership by pioneering the
development of innovative separation technologies. We continue to be a technological leader in areas such as: oil-water emulsion
treatment using the latest electrostatic technology; carbon dioxide separation using membrane technology; seawater injection
systems;
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complex produced oily water treatment systems and a variety of specialty applications. We hold approximately 80 active US and
equivalent foreign patents and continue to invest or co-invest with our customers in R&D activities. We conduct product R&D
activities at facilities located in Tulsa, Oklahoma, Trondheim, Norway, the UK and Pittsburg, California for our own purposes and
for customers on a fee paid basis.

Extensive Line of Products and Services. We provide a broad range of high quality production equipment and services, ranging from
standard processing and control equipment to highly-specialized engineered systems and fully-integrated solutions for both upstream
and downstream markets, onshore and offshore, for customers around the world. Our customers can save time and money by using a
single supplier for process engineering, design, manufacturing, fabrication, installation and services for equipment, processes and
related control systems.

Manufacturing Capabilities and Customized Project Delivery System. We understand and control the delivery model of our business
through our manufacturing capabilities and project delivery system. We directly manufacture or maintain relationships with
subcontractors and fabricators in almost every major market, including North and South America, the Middle East and Southeast
Asia, which permits us to deliver competitively-priced equipment and integrated skids and systems to customers; to minimize
transportation costs and manage logistics; and to satisfy requirements to provide local content and manage project risks.

After-Market Parts and Service. Through our extensive North American branch network, we provide replacement parts for our own
equipment and for equipment manufactured by others. In addition, we offer operational and safety training to the oil and gas
production industry, which provides marketing opportunities for our other products and services. Our Latin American branch offices
provide service and specialized equipment support through experienced local employees. Our UK subsidiary also provides
replacement parts and services throughout Europe and North Africa. We are currently expanding this capability into Angola and the
Middle East.

Competition

Contracts for our equipment, products and services are generally awarded on a competitive basis. The more important factors considered by
customers in awarding contracts include price, the availability and capabilities of equipment and systems, the optimal technology solution, the
ability to meet the delivery schedule, total life cycle value, as well as the supplier s reputation, experience and safety record.

Although no single company competes directly with NATCO in all of our product lines and segments, various companies compete in one or
more product lines. Some of these companies have substantially greater sales and assets than we do. The primary competitors for our Integrated
Engineered Solutions business include UOP, a Honeywell company; Prosep Technologies Inc.; Petreco, a division of Cameron Corporation;
Siemens; Veolia; Aker Solutions; Weir; and Merichem. Competitors for our Standard & Traditional segment include Exterran, J.W. Williams
and numerous privately held regional companies. The primary competitors for our Automation & Controls business are W-Industries,
MMR-Radon, P2S/SECO, E-Production Solutions, a subsidiary of Weatherford International, as well as numerous privately held companies
operating in the Gulf Coast region.

Manufacturing and Fabrication Facilities

We operate five primary manufacturing and fabrication facilities supporting our Standard & Traditional and Integrated Engineered Solutions
segments. These range in size from approximately 42,000 square feet to approximately 130,000 square feet of manufacturing space. These
facilities, together with manufacturing and fabrication provided by third-party subcontractors and assembly in our branches, support our product
lines. We own four of these facilities and lease one. Our major manufacturing facilities are:

Electra, Texas. We produce various types of low- and high-pressure production vessels, as well as skid-mounted packages at this
130,000 square foot facility.
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Magnolia, Texas. We fabricate various types of low-pressure production vessels and skid packages and refurbish used equipment at
this 47,600 square foot facility.

New Iberia, Louisiana. We fabricate packaged production systems for delivery throughout the world at this 60,000 square foot
facility located on a 16-acre waterfront site. This facility has been organized to support the integrated project delivery system of our
engineered solutions group, and can handle large integrated equipment systems.

Williston, North Dakota. We manufacture tanks, walking stairs, fire tubes and treaters at this 42,000 square foot facility proximate to
the Williston Basin and Bakken Shale producing areas of North Dakota.

Calgary, Alberta, Canada. We produce heavy wall and cold weather packaged equipment and systems primarily for the Canadian
market at this 93,000 square foot facility.
We are building a new 111,000 square foot manufacturing facility in Jubail, Saudi Arabia with our partner, Al-Rushaid Investment and Trading
Company (Al-Rushaid Group). The facility, expected to be completed and operational in 2009, will manufacture separation and oil treatment
equipment and skidded packages incorporating NATCO production processing technologies for sale within the Kingdom of Saudi Arabia and
certain other parts of the Middle East.

In addition, we operate smaller, manufacturing and assembly facilities at five branch sites with an aggregate of approximately 72,000 square feet
of manufacturing space, and fabricate custody transfer measurement equipment at three facilities with an aggregate of approximately 41,000
square feet of manufacturing, office and yard space. We manufacture membranes utilizing our Cynara® technology at a leased, 8,000 square foot
facility in Pittsburg, California.

In our Automation & Controls segment, we fabricate control panels at an 8,200 square foot facility that we own in Harvey, Louisiana. We also
fabricate control panels and larger integrated controls systems at a 22,800 square foot facility that we lease in Houston, Texas fabricate
engineered analyzer systems at a 7,200 square foot fabrication and laboratory facility that we lease in Alvin, Texas.

Our manufacturing operations are vertically integrated. At most locations, we are able to engineer, design, fabricate, inspect and test our
equipment and products. This has enabled us to control the quality of our products, manage the cost of goods sold relative to the expected sales
price and satisfy the delivery requirements of our customers.

We fabricate to the standards of the American Petroleum Institute, the American Welding Society, the American Society of Mechanical
Engineers and specific customer specifications. We use welding and fabrication procedures in accordance with the latest technology and
industry requirements. We have instituted training programs to assure safe operations, upgrade skilled personnel and maintain high quality
standards. We believe these programs generally enhance the quality of our products.

Our New Iberia, Electra, Houston, Alvin and Calgary facilities have been certified to ISO 9001 standards. This certification is an internationally
recognized verification system for quality management overseen by the International Standards Organization based in Geneva, Switzerland. The
certification is based on a review of our programs and procedures and is designed to maintain and enhance quality production. This certification
is subject to annual review and re-certification.

Safety

We maintain a high standard of health, safety and environment performance at each facility and have made consistent improvements since
adopting a Target Zero safety program in 2006. The Company has incorporated
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a behavior-based safety culture for all employees to be proactive in incident prevention. In 2008, our total recordable incidence rate (a measure
of the rate of recordable workplace injuries normalized per 100 workers per year) was 0.46, which we believe reflects a strong safety
performance within our peer companies.

Raw Materials & Components

We generally purchase materials and components for resale or for use in our manufacturing and servicing operations from multiple sources. The
main raw materials consist of carbon steel, special metal alloys (such as stainless steel) and other types of raw materials. The prices we pay for
raw materials may be affected by, among other things, energy prices, other commodity prices, world economic conditions, availability of credit,
tariffs and duties on imported materials and foreign currency exchange rates.

Research & Development

We believe we are an industry leader in the research and development of oil and gas process separation equipment technology. We pioneered
many of the original separation technologies for converting unprocessed hydrocarbon fluids into salable oil and gas. As of December 31, 2008,
we held approximately 80 active US and equivalent foreign patents, had 9 US and 60 foreign patent applications pending and held 28 US and 74
foreign trademarks (with one US trademark application pending). Our US patents expire at various times between 2009 and 2028. While
important to our business, we would not expect the loss of any one of these patents to be material. In addition, we are licensed under several
patents held by others.

We currently operate an R&D facility in Tulsa, Oklahoma, where we conduct technology and product development, testing and studies that are
tailored to find process solutions for our customers. Our electrostatics pilot plant is capable of running customer crude oil samples utilizing all of
our various electrostatic technologies as well as comparison runs on other industry-available technologies. These R&D operations are expected
to move to Houston in the latter half of 2009, where we have broken ground for a new and expanded state-of-the-art research and development
facility. This facility will have double the current capacity for hydrocarbon testing and treatment in pilot plants.

At our manufacturing facility in Pittsburg, California, we are engaged in active, ongoing R&D in the area of membrane technology. We also
have R&D operations at our facilities in Trondheim, Norway for advanced cyclonic separation technology and in the UK where we focus
primarily on water treatment developments.

We utilize a simulation loop capable of flowing 6,000 barrels per day of crude and 10 million cubic feet per day of gas, as well as a wave motion
table that allows customers to validate 1/20™ scale performance internals in dynamic wave motion conditions, for customer-paid studies that
validate our product performance capabilities. In many cases, testing is on actual crude oil provided by our customers, resulting in our ability to
establish performance parameters for project-specific product applications.

As a contracted service to our customers, we utilize computational fluid dynamic (CFD) modeling to simulate dynamically the conditions of
process equipment both offshore and onshore. CFD studies have been integral in validating performance and durability of selected process
equipment items.

We engage on a technical basis with technology customers through both the use of our pilot plant testing facilities and through the problem
solving capabilities of our Process Solutions Group engineers. At our Tulsa facility, we contract with our customers to run pilot or bench scale
tests on their specific oil blends. Through such testing, we prove out our product capabilities and performance, with customers in attendance to
observe the testing process. Frequently, these engineering studies and/or pilot testing contracts can result in either direct equipment award from
customers or can favorably impact the customer s buying plans.

We also have entered into several industry partnerships and joint development programs with customers to advance processing technology
development in a number of areas such as oil dehydration, water conditioning and gas processing.
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Environmental Matters

We are subject to environmental regulation by federal, state and local authorities in the United States and in several foreign countries. Although
we believe we are in substantial compliance with all applicable environmental laws, rules and regulations ( laws ), the field of environmental
regulation can change rapidly with the enactment or enhancement of laws and stepped up enforcement of these laws, either of which could

require us to change or discontinue certain business activities as further described under ~ Risk Factors We may incur substantial costs to comply
with our environmental obligations. We have been named as a potentially responsible de minimis party in connection with one federal superfund
site under the US Comprehensive Environmental Response, Compensation and Liability Act, also known as CERCLA. At present, we are not
involved in any material environmental matters and are not aware of any material environmental matters threatened against us.

Employees

At December 31, 2008 and 2007, we had 2,593 and 2,522 full-time employees, respectively. Of these, 120 and 91, or 5% and 4% of our
workforce, respectively, were Canadian employees represented under collective bargaining agreements that extend through July 31, 2009. We
believe our relationships with our employees and the bargaining unit representing our Canadian workers are satisfactory.

Available Information and Required Certifications

We are a reporting company under the Securities Exchange Act of 1934, as amended and file reports, proxy statements and other information
with the Securities and Exchange Commission. Copies of these reports, proxy statements and other information may be inspected and copied at
the SEC s Public Reference Room at 450 Fifth Street, N.-W., Washington, D.C. 20549. You may obtain information on the operation of the
Public Reference Room by calling the SEC at 1-800-SEC-0330. You may also access our filings on the SEC s website at www.sec.gov. Our
Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and proxy statements, as well as any amendments
and exhibits to those documents, are available free of charge through our website, www.natcogroup.com, as soon as reasonably practicable after
we file them with, or furnish them to, the SEC. We also make available, free of charge on our website and in print to any stockholder who
requests, our corporate governance guidelines, the charters of our board committees and our business ethics policies. Requests for copies can be
directed to Investor Relations, telephone: 713-849-7500. The information contained on our website is not incorporated by reference into this
Annual Report on Form 10-K and should not be considered part of this report.

We have attached to this report the required certifications under Section 302 of the Sarbanes-Oxley Act of 2002 regarding the quality of our
public disclosures as Exhibits 31.1 and 31.2.

We previously filed with the New York Stock Exchange the 2008 annual CEO certification regarding our compliance with the NYSE s corporate
governance standards as required by NYSE rule 303A.12 (a). There were no qualifications to the annual certification.

Item 1A.  Risk Factors

Our achievement of projected revenue and earnings targets in 2009 and beyond is dependent on our ability to successfully implement
our strategic goals. Our ability to effectively execute our strategic plans could be adversely affected if our business assumptions do not prove to
be accurate or if adverse conditions prevail in our business environment, such as: sustained declines in oil and natural gas prices; reduced capital
spending by our customers; further reduction in rig activity; reduction in pricing or demand for our products and services; potential higher cost
for products used by us in our operations; sustained declines in general global

12

Index to Financial Statements 18



Edgar Filing: NATCO GROUP INC - Form 10-K

Table of Conten
Index to Financial men

economic and business conditions; our inability to recover fixed costs; our ability to successfully integrate recent acquisitions; our inability to
effectively implement EBS; our inability to generate technological advances and compete on the basis of our technology; and the potential for
unexpected litigation or regulatory proceedings.

Our implementation of an Enterprise Business System during 2009 may encounter unforeseen difficulties and result in implementation
costs being greater than planned. Planning, designing and implementing EBS is a significant long-term endeavor and is resource intensive. We
are expecting to transition from a function-oriented organization to a process-oriented organization. The change to process-orientation can
fundamentally affect key activities within our Company. Failure to execute smoothly the implementation of EBS could adversely affect our
business, financial condition and results of operations.

An extended decline in commodity prices would likely result in lower expenditures by the oil and gas industry, thereby negatively
affecting our revenue and results of operations. Our business is substantially dependent on the level of oil and natural gas exploration and
development activities around the world. A substantial or extended decline in these expenditures may result in the discovery of fewer new
reserves of oil and gas and/or the delay in development of known reserves, thereby adversely affecting the market for our production equipment
and services. The level of these expenditures is generally dependent on the industry s view of future oil and gas prices. Crude oil and natural gas
prices have declined significantly from their historic highs in July 2008 and such price declines can be expected to reduce drilling activity and
demand for our products and services from the levels experienced during fiscal 2008. While we had a substantial backlog at the end of fiscal
2008, the current market conditions will likely result in a decline in demand for our products and services during 2009. Prolonged periods of
historically lower development activity could have a materially adverse impact on our financial condition, results of operations and cash flows.

Our ability to access capital markets on acceptable terms could be limited. Our ability to execute our business strategies may be limited by
our ability to secure and retain reasonably priced financing. During the latter part of 2008, global financial markets experienced a great deal of
turmoil, which adversely impacted both equity and debt markets thereby potentially limiting our future access to capital. Further, there is a risk
that one or more of the banks in our lending group may be unable to fulfill their commitments under our existing credit facilities. Additionally,
we utilize certain amounts of letters of credit to provide guarantees and warranties to our customers and to secure our performance, bids or
milestone payments on large projects. Outstanding letters of credit can consume a significant portion of our available liquidity under our
revolving credit and export sales facilities. Some of our competitors are larger companies which may have better access to capital and therefore
may have a competitive advantage over us should our access to capital be limited.

Future acquisitions, if any, may be difficult to finance and integrate and could adversely affect our operating results. We intend to
consider and, if feasible, to make strategic acquisitions of other companies, assets and product lines that complement or expand our existing
businesses. Acquisitions involve a number of risks and challenges, including: the diversion of our management s attention to the assimilation of
the operations and personnel of the acquired business; possible adverse effects on our operating results during the integration process; potential
loss of key employees and customers of the acquired companies; potential lack of experience operating in a geographic market of the acquired
business; an increase in our expenses and working capital requirements; and the possible inability to achieve the intended objectives of the
business combination. Any of these factors could adversely affect our ability to achieve anticipated levels of cash flow from an acquired
business or realize other anticipated benefits of an acquisition.

The dollar amount of our backlog is not necessarily indicative of our future cash flow and our ability to realize future cash flow may be
impacted by current economic conditions. Backlog consists of documented orders from customers that have satisfactory credit or financing
arrangements in place, for which authorization to begin work or purchase materials has been given and for which a delivery date has been
indicated. We cannot guarantee the revenue projected in our backlog will be realized, or if realized, will result in profits.
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Our customers may cancel or delay a project for reasons beyond our control. The majority of our contracts allow for a cancellation at the
customer s convenience. In the event of a project cancellation, we are generally reimbursed for our costs, but typically have no contractual right
to the total revenue expected from any such project as reflected in our backlog. In addition, projects may remain in our backlog for extended
periods of time. The current credit and economic environment could significantly impact the financial condition of some customers over a period
of time resulting in greater risk of delay or cancellation of projects. If we were to experience significant cancellations or delays of projects in our
backlog, our results of operations and financial condition could be adversely affected.

The decrease in value of our stock could negatively affect our ability to retain key managers and employees. Stock options and stock
awards are a significant component of our overall compensation for key managers and employees. Our long-term incentive plans are designed to
attract key managers and skilled employees and as a means to retain such managers and employees. As a result of the substantial decline in our
stock price over the latter part of 2008 and continuing into 2009, many of our past stock awards have lost significant value to our key managers
and employees, which may impact our ability to retain critical personnel.

Our fixed-price contracts, which may be subject to gross profit fluctuations, may impact our margin expectations. Most of our projects,
including larger engineered systems projects, are performed on a fixed-price basis. We are responsible for all cost overruns, other than any
resulting from customer-approved change orders and certain force majeure (natural disaster) situations. Our costs and any gross profit realized
on our fixed-price contracts may vary from the estimated amounts on which these contracts were originally based for various reasons, including:
errors in estimates or bidding; changes in availability and cost of labor and materials; liquidated damages and variations in productivity from our
original estimates. These variations and the risks inherent in engineered systems projects may result in reduced profitability or losses on our
projects. Depending on the size of a project, variations from estimated contract performance could have a significant negative impact on our
operating results or our financial condition.

We make estimates in accounting for long-term contracts and changes in these estimates may impact our earnings. Approximately half of
our revenue is recognized on a percentage of completion basis. We recognize revenue on contracts using the cost-to-cost method of accounting
as determined by the ratio of cumulative costs incurred-to-date to estimated total contract costs at completion, multiplied by the total estimated
contract revenue, less cumulative revenue recognized in prior periods. A significant change in an estimate on one or more contracts could have a
material effect on our results of operations.

Long-term contracts for operation of owned CO, separation facilities are cancelable. We operate certain owned and managed assets under
long-term contracts for the processing of CO , in the Sacroc field in West Texas. In exchange for our operation of these assets, our customer
pays us a tolling fee based on the facility s throughput. Contracts are cancelable at the customer s option subject to provisions which require,
among other things, payment of significant cancellation fees. In the event of cancellation, we would receive the cancellation charge and would
retain custody of the owned assets, but would lose the future revenue stream associated with the cancelled contract. There can be no assurance
we would have suitable alternative uses for the assets or cash which would offset the lost revenue from any canceled contracts.

Our quarterly revenues and cash flow may fluctuate significantly. Our revenues are substantially derived from significant contracts that are
often performed over periods of two to six or more quarters. As a result, our revenue and cash flow may fluctuate significantly from quarter to
quarter, depending upon our ability to replace existing contracts with new orders and upon the extent of any delays in completing existing
projects.

Our earnings could be negatively impacted if we write off a significant amount of intangible or long-lived assets. Because we have grown
in part through acquisitions, goodwill and other acquired intangible assets represent a substantial portion or our assets. We had goodwill and
long-lived assets consisting of property, equipment and other identifiable intangible assets of $127.4 million and $109.0 million, respectively, at
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December 31, 2008. We review these assets for impairment at least annually or whenever events or circumstances indicate the carrying amount
of an asset may not be recoverable. If we determine that a significant impairment in value of our unamortized intangible or long-lived assets has
occurred, we would be required to write off a substantial portion of our assets, which would negatively affect our earnings and could adversely
impact our stock price.

Certain of our segments relied and may continue to rely, on a limited number of customers for a significant portion of their revenues.
There have been and are expected to be periods where a substantial portion of the revenue in certain of our segments is derived from a small
group of customers. We have a number of ongoing relationships with major oil companies, national oil companies and large independent
producers. The loss of one or more of these ongoing relationships could have an adverse effect on our business and results of operations of the
affected segments.

We may experience losses caused by being unable to collect amounts due from customers. We typically do business with our customers on
an open account basis. Credit limits are established for each customer and the credit exposure with them is routinely monitored. For our custom
engineered built-to-order systems, customers make payments to us as the work progresses toward completion. The current credit and economic
environment could significantly impact the ability of some customers to pay amounts due to the Company. If a customer becomes insolvent or
files for bankruptcy protection the value of the equipment may be less than the amount owed by the customer thereby creating a loss for us.

Liability to customers under warranties may adversely affect our cash flow. We typically warrant the workmanship and materials used in
the equipment we manufacture. At the request of our customers, we may warrant the operational performance of the equipment we manufacture.
Failure of this equipment to operate properly or to meet specifications may increase our costs by requiring additional engineering resources,
replacement of parts and equipment or service or monetary reimbursement to a customer. Our warranties often are backed by letters of credit. At
December 31, 2008, we had provided to our customers approximately $13.4 million in letters of credit related to performance and warranties.
We have received warranty claims in the past and we expect to continue to receive them in the future. To the extent that we incur warranty
claims in any period substantially in excess of our warranty reserve, our results of operations and financial condition could be adversely affected.

Our ability to manage third party sub-contractors could affect our profitability. For certain orders, we use third party contractors to do
portions of the work. Using subcontractors carries a degree of risk and could result in project delays; escalated costs; substandard quality; rework
and warranty costs that may not be recoverable under the prime contract resulting in lower project margins or, possibly, losses due to
non-performance; and liquidated damages.

Competition could result in reduced profitability and loss of market share. Contracts for our products and services are generally awarded on
a competitive basis. Historically, our markets have been very competitive in terms of the number of suppliers providing alternative products and
technologies. The most important factors considered by our customers in awarding contracts include: price, the availability and capabilities of
our equipment, our ability to meet the customer s delivery schedule, our reputation, our technology, our experience and our safety record.

In addition, we may encounter obstacles in our international operations that impair our ability to compete effectively in individual countries.
These obstacles may include: subsidies granted in favor of local companies; legal requirements for local content; taxes, import duties and fees
imposed on foreign operators; contracts being denominated in local currencies; lower wage rates in foreign countries; and fluctuations in the
exchange value of the United States dollar compared with the local currency. Any or all these factors could adversely affect our ability to
compete and thus adversely affect our results of operations.
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Our international operations may experience interruptions due to political and economic risks. We operate our business and market our
products and services throughout the world. We are, therefore, subject to the risks customarily attendant to international operations and
investments in foreign countries. Moreover, oil and gas producing regions in which we conduct business include many countries in the Middle
East, West Africa, South America and other parts of the world where risks to operations remain high. We cannot accurately predict whether
these risks will increase or abate. These risks include: nationalization; expropriation; war, terrorism and civil disturbances; restrictive actions by
local governments; limitations on repatriation of earnings; changes in foreign tax laws; changes in banking regulations; and changes in currency
exchange rates.

The occurrence of any of these risks could have an adverse effect on regional demand for our products and services or our ability to provide
them. Further, we may experience restrictions in travel to visit customers or start-up projects and we may incur added costs by implementing
security precautions. An interruption of our international operations could have a material adverse effect on our results of operations and
financial condition.

Consistent with the laws of their respective jurisdictions of incorporation, our UK-based operations, our Japanese subsidiary and our Canadian
subsidiary have made sales (as part of their ongoing businesses) of non-US equipment and services to customers in certain countries that are
subject to US government trade sanctions (  Embargoed Countries ). In the past, these included sales to the Iraqi national oil companies permitted
under the United Nations Oil-For-Food Program, Libya, Syria, Iran and Sudan. Sales to customers in Embargoed Countries were approximately
1% of our consolidated revenue in each of the years 2008, 2007 and 2006.

We could suffer an adverse result from unresolved matters pending before the Department of Justice and Securities and Exchange
Commission. We have identified certain payments made in Kazakhstan that may raise implications under the FCPA. We have reported this
matter to the SEC and the DOJ and have kept them apprised as to the status of the review. The SEC is conducting an investigation into the
matter and the Company is cooperating with this inquiry. As part of any resolution of this matter, the DOJ, the SEC or other governmental
authorities could seek criminal or civil sanctions, including monetary fines and penalties, against the Company and/or certain of its employees,
as well as additional changes to its business practices and compliance programs in the event that the review or any governmental investigation
identifies violations of law. To the extent any payments are determined to be illegal in Kazakhstan, it is possible that there could be penalties
assessed in that jurisdiction.

Our insurance policies may not cover all claims against us or may be insufficient in amount to cover such claims. Some of our products
are used in potentially hazardous production applications that can cause personal injury; loss of life; damage to property, equipment or the
environment; and suspension of operations. We maintain insurance coverage against these and other risks associated with our business in
accordance with standard industry practice. This insurance may not protect us against liability for some kinds of events, including events
involving pollution, losses resulting from business interruption or acts of terrorism or damages from breach of contract by the Company or based
on alleged fraud or deceptive trade practices. We cannot assure you our insurance will be adequate in risk coverage or policy limits to cover all
losses or liabilities that we may incur. Moreover, we cannot assure that we will be able in the future to maintain insurance at levels of risk
coverage or policy limits that we deem adequate. Any future damages caused by our products or services that are not covered by insurance or are
in excess of policy limits could have a material adverse effect on our business, results of operations and financial condition.

We may incur substantial costs to comply with environmental obligations. In our equipment fabrication and refurbishing operations, we
generate and manage hazardous wastes. These include: waste solvents; waste paint; waste oil; wash-down wastes; and sandblasting wastes. We
take appropriate steps to identify and address environmental issues before acquiring properties and to use industry-accepted operating and
disposal practices regarding the management and disposal of hazardous wastes. Nevertheless, we or others may have released hazardous
materials on our properties or in other locations where hazardous wastes have been taken for disposal. We may be required by federal, state or
foreign environmental laws to remove hazardous wastes or to remediate
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sites where they have been released. We could also be subjected to civil and criminal penalties for violations of those laws. Our costs to comply
with these laws may adversely affect our earnings.

Fluctuations in the value of the US dollar relative to other currencies may adversely affect our business. The weakness of the US dollar
may render certain of our projects, which are denominated in foreign currencies, relatively less competitive. Continual weakness could have a
negative impact on our sales, revenues, profitability and cash flows.

Item 1B.  Unresolved Staff Comments
None

Item 2. Properties

During 2008, we operated five primary manufacturing plants ranging in size from approximately 42,000 square feet to approximately 130,000
square feet of manufacturing space. In addition, we operate smaller, manufacturing and assembly facilities at five branch sites with an aggregate
of approximately 72,000 square feet of manufacturing space, and fabricate custody transfer measurement equipment at three facilities with an
aggregate of approximately 41,000 square feet of manufacturing, office and yard space. We also own and lease distribution and service centers,
sales offices and warehouses. We lease our corporate headquarters in Houston, Texas. At December 31, 2008, we owned or leased
approximately 893,000 square feet of facilities of which approximately 464,000 square feet was leased and approximately 429,000 square feet
was owned. Of the total major manufacturing space, approximately 279,600 square feet was located in the United States and approximately
93,000 square feet was located in Canada.

The following chart summarizes the number of facilities owned or leased by us by geographic region and business segment in as of
December 31, 2008.

United States Canada Other
Integrated Engineered Solutions 3 6
Standard & Traditional 49 5 4
Automation & Controls 5 3
Corporate and Other 1
Totals 58 5 13

Each of our significant manufacturing facilities is currently operating in a manner consistent with the requirements of the industry in which we
operate. We consider our present facilities to be suitable for our present purposes and adequate for our current operations.

Item 3. Legal Proceedings

On February 28, 2008, the Audit Committee of the Board of Directors of the Company, with the assistance of outside counsel, initiated a review
of certain payments made in Kazakhstan, which may present compliance issues under the FCPA. Based on the results of the internal review, the
Company has determined that the payments were made to one or more person(s) who identified themselves as government employees, in order
to obtain certain work permits and licenses and to satisfy certain penalties assessed by the authorities. The Audit Committee also reviewed
operations in several other jurisdictions in which the Company does business. The internal review is complete. At this time, with respect to
Kazakhstan operations, we have determined, with a reasonable amount of assurance, that the total of the payments at issue is less than $220,000.
With respect to the other jurisdictions referenced above, the payments at issue are of a similarly immaterial amount. In total, the Company
presently believes, in the aggregate, all payments referenced above are of an immaterial amount and expects this matter to have no effect on the
Company s previously reported financial results.
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We have reported this matter to the SEC and the DOJ and have kept them apprised as to the status of the review. The SEC is conducting an
investigation into the matter and the Company is cooperating with this inquiry. As part of any resolution of this matter, the DOJ, the SEC or
other governmental authorities could seek criminal or civil sanctions, including monetary fines and penalties, against the Company and/or
certain of its employees, as well as additional changes to its business practices and compliance programs in the event that the review or any
governmental investigation identifies violations of law. To the extent any payments are determined to be illegal in a foreign jurisdiction, it is
possible that there could be civil or criminal penalties assessed in that jurisdiction.

During 2008, the Company took a number of important steps to enhance its internal controls over compliance. The Company has added staffing,
restructured its organization, increased training and awareness and improved communications throughout the organization. The Company has
taken remedial actions to assure that record keeping is compliant with all laws and regulations of the jurisdictions in which we operate. For the
year ended December 31, 2008, we have incurred $10.3 million for legal, accounting and other professional services related to the FCPA matter
and another unrelated compliance matter. Although we do not expect these matters to have a material adverse effect on our business or financial
condition, we can give no assurance to that effect. However, the 2008 legal and compliance review costs incurred related to contingencies have
had an impact on our cash flows and liquidity during 2008 and may continue to do so in the future.

NATCO and its subsidiaries are involved in a number of other legal proceedings in the ordinary course of their business. While we insure
against the risk of certain liabilities to the extent deemed prudent by our management, we can offer no assurance that the type or value of this
insurance will meet the liabilities that may arise from any pending or future legal proceedings related to our business activities. Further, to the
extent matters arise from time to time that are not covered by insurance, the Company may incur legal costs, settlement payments or judgments
in excess of our accruals that may adversely impact our business, financial condition, results of operations or liquidity. Although we cannot
predict the outcome of any legal proceeding with certainty, in the opinion of management, our ultimate liability with respect to these pending
lawsuits is not expected to have a material adverse effect on our business, financial condition, results of operations, or cash flow. The Company
did not have any material lawsuits pending at December 31, 2008.

Item 4. Submission of Matters to a Vote of Security Holders
No matters were submitted to a vote of security holders during the fourth quarter of 2008.
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PART II

Item 5. Market for Registrant s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities
Trading Price of Common Stock

Our common stock is traded on the NYSE under the ticker symbol NTG. The following table sets forth, for the calendar quarters indicated, the
closing high and low sales prices of our common stock reported by the NYSE for each of the fiscal years ended December 31, 2007 and 2008.

Common Stock

High Low

2007

First Quarter $37.64 $27.78
Second Quarter $48.98 $34.00
Third Quarter $54.02 $41.38
Fourth Quarter $60.40 $45.48
2008

First Quarter $56.02 $39.99
Second Quarter $56.86 $42.36
Third Quarter $54.76 $37.03
Fourth Quarter $40.25 $11.52

Holders

Our authorized common stock consists of 50,000,000 shares. We had 19,929,640 shares outstanding as of February 13, 2009, held by 141
holders of record and the closing price per share on such date was $18.43 as quoted by NYSE. The number of holders of record of our common
stock does not include the stockholders for whom shares are held ina nominee or street name.

We had 5,000,000 shares of preferred stock authorized of which 500,000 shares were designated Series A Junior Participating Preferred Stock
and 15,000 shares were designated Series B Preferred Shares. As of February 15, 2009, there were no Series A or B Preferred Shares

outstanding. On March 25, 2008, the holders of the Company s Series B Redeemable Convertible Shares ( Preferred Shares ) converted the
remaining 9,915 preferred shares outstanding into a total of 1,270,338 shares of the Company s common stock, pursuant to a formula specified in
the certificate of designations with respect to the preferred stock. The Company also paid a total of approximately $248,000 for (1) accrued but
unpaid dividends on the preferred shares converted and (2) cash in lieu of issuing fractional shares.

Dividends

We do not intend to declare or pay any dividends on our common stock in the foreseeable future, but rather intend to retain any future earnings
for use in our business. Our outstanding loan agreements restrict our ability to pay dividends and other distributions on our common stock.
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Stock Performance Graph

The following performance graph compares the five-year total stockholder return on our common stock, assuming a $100 investment, to the total
return on the Standard & Poor s 500 Stock Index and the Philadelphia OSX Index, an index of oil and gas related companies which represents an
industry composite of the Company s peer group, for the period beginning December 31, 2003 through December 31, 2008.

Issuer Purchases of Equity Securities

In November 2008, the Board of Directors approved a share repurchase program to acquire up to $25.0 million of our common stock. The shares
may be purchased from time to time at prevailing prices in the open market, in block transactions, in privately negotiated transactions, or in
accelerated share repurchase programs. We purchased a total number of 319,774 shares repurchased under this program during the fourth quarter
of 2008 for $4.6 million.
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The following table summarizes the surrenders or forfeitures and repurchases of the Company s equity securities during the three months ended
December 31, 2008:

Approximate
Total Number of Total Number of Total Dollar Value of
Shares Purchased Shares Number of  Shares that May
Outside of Purchased as Shares Yet be
Publicly Average Price Part of Publicly Average Price  Purchased Purchased
Announced Paid per Announced Paid per in the Under the
Period Program® Share?® Programs Share® Aggregate Program®
October 1 to 31, 2008 1,943 $§ 29.545 $ 1,943 $
November 1 to 30, 2008 164,433 14.302 164,433
December 1 to 31, 2008 1,500 155,341 14.188 156,841
Three months ended
December 31, 2008 3,443 $ 29.545 319,774 $ 14.247 323,217 $ 20,444,171

(1) 1,943 shares represents restricted stock surrendered to pay required tax withholding on the lapse of restrictions, pursuant to the terms of the
Company s shareholder-approved equity compensation plans and the terms of the equity grants under those plans, and 1,500 shares
represent forfeited restricted stock.

(2) Excludes forfeited restricted stock since the purchase prices was zero. The purchase price of a share of stock used for tax withholding is
the amount of the stock on the date of lapse of the restrictions of the restricted stock, based on the average of the high and low reported
sales prices of the Company s common stock on that date.

(3) Average price paid includes commissions.

Securities Authorized for Issuance Under Equity Compensation Plans

The following table sets forth information regarding securities authorized for issuance under our equity compensation plans as of December 31,
2008

Number of Number of securities
securities to be Weighted-average remaining available for
issued upon future issuance under

exercise price of

exercise of equity compensation

outstanding outstanding plans (excluding
options, warrants options, warrants securities reflected in
Plan category and rights and rights column®
Equity compensation plans approved by security holders 745,738 $ 31.98 270,791
Equity compensation plans not approved by security
holders
Total 745,738 $ 31.98 270,791

(1)  All of such shares may be issued under our equity compensation plans as stock options. Up to 220,333 shares of common stock included in
this amount may be issued under equity compensation plans as restricted stock.
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Item 6. Selected Financial Data
The following summary consolidated historical financial information for the periods and the dates indicated should be read in conjunction with
our consolidated historical financial statements.

For the Year Ended December 31,

2008 2007 2006 2005 2004
(in thousands, except per share amounts)
As Adjusted®
Statement of Operations Data:
Revenue $ 657,404 $570,115 $519,041 $ 400,486 $ 321,451
Cost of goods sold and services 468,656 406,576 382,049 303,360 246,236
Gross profit $ 188,748 $ 163,539 $ 136,992 $ 97,126 $ 75,215
Selling, general and administrative expense 122,944 85,587 71,508 60,409 54,230
Depreciation and amortization expense 11,080 6,140 5,494 5,226 5,376
Interest expense 741 355 2,135 3,815 3,846
Interest income (959) (2,219) (532) (86) (123)
Gain on unconsolidated investment (211) (117)
Other, net (1,110) 1,954 977 5,369 7,748
Income from continuing operations before income taxes, minority
interest and cumulative effect of change in accounting principle 56,263 71,839 57,410 22,393 4,138
Income tax provision 18,917 25,219 19,361 7,990 3,218
Minority interest 2,249 295 337
Net income 35,097 46,325 37,712 14,403 920
Preferred stock dividends 248 1,267 1,500 1,500 1,500
Net income (loss) available to common stockholders $ 34,849 $ 45,058 $ 36,212 $ 12,903 $  (580)
Earnings per share Basic $ 1.79 $ 255 $ 214 $ 0.80 $ (0.04)
Earnings per share Diluted $ 176 $ 236 $ 196 $ 078 $ (0.04)
Balance Sheet Data (at the end of the period)
Total assets $ 508,166 $ 423,713 $322,373 $ 283,427 $ 252,385
Stockholders equity $ 286,439 $ 249,496 $ 172,945 $ 122,723 $ 96,527
Series B preferred stock, net $ $ 9,401 $ 14,222 $ 14,222 $ 14,222
Long-term debt, excluding current installments $ 13,000 $ $ $ 20,964 $ 38,935
Postretirement and other long-term liabilities $ 9,689 $ 9,192 $ 7,809 $ 9,814 $ 11,226

(1)  The results of 2005 and 2006 have been adjusted to reflect the adoption of the Financial Accounting Standards Board s Staff Position No.
AUG AIR-1, Accounting for Planned Major Maintenance Activities as of January 1, 2007.
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Item 7. Management s Discussion and Analysis of Financial Condition and Results of Operations
The following discussion of our historical results of operations and financial condition should be read in conjunction with our consolidated
financial statements and notes thereto.

Overview

Effective January 1, 2008, we realigned our financial segment reporting. Periods prior to 2008 have been restated to reflect the basis of
segmentation presented below.

Integrated Engineered Solutions: This segment includes our global built-to-order project business and related activities featuring our
oil, water and gas technologies, as well as the Company s West Texas CQprocessing facility.

Standard & Traditional: This segment includes sales and related activities associated with the sale of standard and traditional oil and
gas wellhead processing equipment, as well as aftermarket parts sales and associated services, primarily in the Americas.

Automation & Controls: This segment includes fabrication and sales of control panels and packaged automation systems, as well as
field services associated with repair, maintenance, inspection and testing of onshore and offshore control systems.
Forward-Looking Statements

This Annual Report on Form 10-K, including Management s Discussion and Analysis of Financial Condition and Results of Operations, includes

forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities

Exchange Act of 1934, as amended (each a forward-looking statement ). The words believe, expect, plan, intend, designedto, estimate,
will, could, may and similar expressions are intended to identify forward-looking Statements. Forward-looking statements in this document

include, but are not limited to, discussions of accounting policies and estimates, impacts of current market conditions and the global economic

crisis, indicated trends in the level of oil and gas exploration and production and the effect of such conditions on our results of operations (see

Industry and Business Environment ), future uses of and requirements for financial resources (see  Liquidity and Capital Resources and Year

Ended December 31, 2008 Compared to Year Ended December 31, 2007 ), impact of bookings on future revenues and anticipated backlog levels

(see  Bookings and Backlog ). Our expectations about our business outlook, customer spending, potential acquisitions, joint venture operations,

oil and gas prices and our business environment and that of the industry in general are only our expectations regarding these matters. Actual

results may differ materially from those in the forward-looking statements contained in this report for reasons including, but not limited to:

market factors such as pricing and demand for petroleum related products, the level of petroleum industry exploration and production

expenditures, the effects of competition, the availability of a skilled labor force, world economic conditions, the level of drilling activity, the

legislative environment in the United States and other countries, energy policies of OPEC, conflict involving the United States or in major

petroleum producing or consuming regions, acts of war or terrorism, technological advances that could lower overall finding and development

costs for oil and gas, weather patterns and the overall condition of capital markets in countries in which we operate.

An additional factor that could cause our forward-looking statements to be incorrect and actual events or our actual results to differ from those
that are anticipated is the outcome of a pending audit committee review regarding certain payments in Kazakhstan, which may present issues
under the Foreign Corrupt Practices Act ( FCPA ), including any government enforcement action which could arise out of the matters under
review; or the matters under review may have resulted in a higher dollar amount of payments in the country, or may have a greater financial or
business impact than we currently anticipate.
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The following discussion should be read in conjunction with the financial statements, related notes and other financial information appearing
elsewhere in this Annual Report on Form 10-K. Readers are also urged to carefully review and consider the various factors, including, without
limitation, the disclosures made in Item 1A. Risk Factors and the other factors and risks discussed in this Annual Report on Form 10-K and in
subsequent reports filed with the Securities and Exchange Commission that may affect us and the outcomes related to our forward-looking
statements. We expressly disclaim any obligation or undertaking to release publicly any updates or revisions to any forward-looking statement to
reflect any change in our expectations with regard thereto or any change in events, conditions or circumstances on which any forward-looking
statement is based.

Critical Accounting Policies

The preparation of our consolidated financial statements requires us to make certain estimates and assumptions that affect the results reported in
our consolidated financial statements and accompanying notes. These estimates and assumptions are based on historical experience and on our
future expectations we believe to be reasonable under the circumstances. Note 2 to our consolidated financial statements included in Item 8 of
this report contains a summary of our significant accounting policies. We believe the following accounting policies are the most critical in the
preparation of our consolidated financial statements:

Revenue Recognition. In general, we recognize revenue and related costs when products are shipped and services are rendered for (1) time and
materials and service contracts, (2) manufactured goods produced in standard manufacturing operations and sold in the ordinary course of
business through regular marketing channels and (3) certain customized manufactured goods that are smaller jobs with less customization,
making them similar to such standard manufactured goods (that is, contracts valued at less than or equal to $250,000 or having contract
durations up to four months or less). Additionally, in compliance with the requirements of AICPA Statement of Position 81-1, Accounting for
Performance of Certain Production-Type Contracts (SOP 81-1), we recognize revenue using the percentage of completion method on

(1) contracts greater than $250,000 with contract durations in excess of four months that represent customized, engineered orders of our products
that qualify for such treatment and (2) all Automation & Controls segment equipment fabrication and sales projects that qualify for such
treatment. The Automation & Controls segment also applies the percentage of completion method to recognize revenue, regardless of contract
value or duration, associated with customized products fabricated to order pursuant to a large number of smaller contracts with durations of two
to three months, with occasional large systems projects of longer duration. Factors to support using the percentage of completion method
include: (1) the segment does not produce standard units or maintain an inventory of similar products for sale, (2) nature of the segment s
equipment fabrication and sales operations and (3) the potential for wide variations in our results of operations that could occur from applying
the as shipped methodology as it relates to smaller contracts for these customized fabricated goods.

Earned revenue reflects the original contract price adjusted for agreed claims and approved change orders, if any. If the change order or claim is
unapproved, no revenue is recognized. With respect to recorded contract revenue utilizing the percentage of completion method, earned revenue
is based on the percentage that incurred costs to date relate to total estimated costs after giving effect to the most recent estimates of total cost.
The cumulative impact of revisions in total cost estimates during the progress of work, which may include losses expected to be incurred, is
charged in the period in which the changes or losses become known. We generally recognize revenue and earnings under the percentage of
completion method over a period of two to six quarters. In the event a project is terminated by our customer before completion, our customer is
liable for costs incurred under the contract. In some instances, customers are billed in advance of services performed or products manufactured,
and the Company recognizes the associated liability as deferred revenue. In 2008, 55.4% of total Company revenue was recorded on an
as-shipped or as performed basis and 44.6% were recorded using the percentage of completion method. Estimates are subjective in nature and it
is possible that we could have used different estimates of total contract costs in our calculation of revenue recognized using the percentage of
completion method. As of December 31, 2008, the Company had $183.8 million in revenue attributable to open
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percentage completion projects having an aggregate gross profit percentage of 28.7%. If we had used a different estimate of total contract costs
for each contract in progress at December 31, 2008, a 1% increase or decrease in the estimated margin earned on each contract would have
increased or decreased each of total revenue and pre-tax income for the year ended December 31, 2008 by approximately $2.6 million. At
December 31, 2008, the Company had four contracts in a loss position, with an estimated aggregate loss of $191,000.

We reported our periodic revenue net of any tax assessed by a government authority and imposed concurrent with or subsequent to a
revenue-producing transaction between us and our customers.

Goodwill Evaluation. As required by Statement of Financial Accounting Standards ( SFAS ) No. 142, Goodwill and Other Intangible Assets,
evaluate goodwill annually for impairment by comparing the fair value of operating assets to the carrying value of those assets, including any
related goodwill. As required by SFAS No. 142, we identified separate reporting units for purposes of this evaluation. We used our segments as
the reporting units, and tested the segments at December 31, 2008. In determining carrying value, we segregated assets and liabilities that, to the
extent possible, are clearly identifiable by specific reporting unit. Certain corporate and other assets and liabilities, that are not clearly
identifiable by specific reporting unit, are allocated as permitted by the standard. Fair value is determined by discounting projected future cash
flows using our weighted average cost of capital, as calculated. In determining projected future cash flows for each segment, we make
assumptions regarding the following key indicators: future market and sales growth rates (domestic and international), cost inflation, margin
expectations, working capital, capital expenditure levels and tax levels. The fair value is then compared to the carrying value of the reporting
unit to determine whether or not impairment has occurred at the reporting unit level. In the event an impairment is indicated, an additional test is
performed whereby an implied fair value of goodwill is determined through an allocation of the fair value to the reporting unit s assets and
liabilities, whether recognized or unrecognized, in a manner similar to a purchase price allocation, in accordance with SFAS No. 141, Business
Combinations. Any residual fair value after this purchase price allocation would be assumed to relate to goodwill. If the carrying value of the
goodwill exceeded the residual fair value, we would record an impairment charge for that amount.

We tested goodwill for impairment as required by SFAS No. 142 at December 31, 2008. As a result of this testing, we did not record an
impairment charge since an impairment was not indicated. If the estimated fair value (discounted projected future cash flows) for the three
segments, Integrated Engineered Solutions, Standard & Traditional Equipment and Automation & Controls, were lowered by 45%, 10% and 6%
respectively, we would have been required to perform the second step of goodwill impairment as prescribed by SFAS No. 142. See Note 7,
Goodwill and Intangible Assets, to our consolidated financial statements.

Share-Based Compensation. The Company uses the modified prospective application transition method to account for share-based compensation
consistent with SFAS No. 123R, Share Based Payment. Under this method, share-based compensation cost is measured at the grant date, based
on the calculated fair value of the award, and is recognized as an operating expense on a straight-line basis over the requisite service period.
Management is required to make subjective assumptions about the volatility of the Company s common stock, the expected term of outstanding
stock options, the risk-free interest rate and expected dividend payments during the contractual life of the options in order to calculate the fair
value of the award. See Note 16, Share-Based Compensation to our consolidated financial statements.

Warranty. We sell products with a product warranty by which customers are entitled to a free repair during a specified warranty period
following the purchase. Warranty terms can vary but are typically twelve months from the date of shipment. The Company records a liability for
estimated warranty claims liability as a percentage of revenue based on a historical review of warranty claims. See Note 8, Warranty Costs, to
our consolidated financial statements.

Industry and Business Environment

We operate in nearly every major oil and gas producing region of the world. The majority of our revenue is derived from equipment sales and
provision of related services to integrated, national and independent oil and
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gas companies worldwide, and to the companies that execute projects on their behalf. The markets we serve are highly competitive, with many
substantial competitors for each business segment. Our revenue and results of operations are closely tied to demand for oil and gas products and
spending by oil and gas companies for exploration, development, refining and processing of oil and gas reserves. These companies also
generally invest more in upstream exploration and development efforts during periods of favorable oil and gas commodity prices, and invest less
during periods of unfavorable oil and gas prices. These companies generally invest less in downstream development and processing when
margins for refined products decrease due to market and consumer economics and supply and demand fluctuations. As supply and demand
change, commodity prices fluctuate, which produces cyclical trends in the industry. During extended periods of lower demand, revenue for
process equipment and service providers generally decline, as existing projects are completed, new projects are postponed, and pricing decreases
due to competitive pressures. During periods of recovery, revenue for process equipment providers can lag behind the industry due to the timing
of new project awards. During extended periods of increased oil and gas demand growth, revenue for process equipment and service providers
usually increases.

Some of the more important indicators of current and future spending levels of oil and gas companies are oil and natural gas prices, the global
economy, and regional political stability in important oil and gas markets. Changes in other commodity prices, such as steel, also impact our
business.

The following table summarizes the average price of domestic crude oil and Brent crude oil per barrel, the average wellhead price of natural gas
per thousand cubic feet ( Mcf ), as published by the U.S. Department of Energy, and the number of rotary drilling rigs in operation, as published
by Baker Hughes Incorporated, for the past five years:

Year Ended December 31,
2008 2007 2006 2005 2004
Average price of crude oil per barrel in the US $99.55 $7232 $66.06 $56.54 $41.47
Average price of Brent crude oil per barrel $96.85 $7247 $65.19 $5447 $38.26
Average wellhead price of natural gas per Mcf in the US $ 807 $ 639 $ 641 $ 752 $ 550
Average US rig count 1,878 1,768 1,648 1,380 1,190
Average International rig count (excludes North America)” 1,079 1,005 925 850 781

(1) The Iran and Sudan rig counts were discontinued from the Baker Hughes publication beginning January 2006. For comparative purposes,
the 2005 and 2004 rig count numbers presented above exclude Iran and Sudan.
Historically, we have viewed operating rig counts as one indicator of activity in the oil and gas industry for exploration and development.
Revenue in the Standard & Traditional segment generally correlates to changes in rig activity. Revenue in the Integrated Engineered Solutions
and Automation & Controls segments depends more on oil and natural gas prices, which impact our customers cash flows. Lower revenue
generated from the sale of oil and natural gas usually translates into lower exploration, production, and capital project budgets. The current
slowdown in economic growth and the more recent financial market crisis have contributed to a sharp decline from record crude oil prices in
July of approximately $145 per barrel to approximately $37.54 per barrel as of February 10, 2009 along with a decrease in the average wellhead
price of natural gas from $8.07 per Mcf during 2008 to $5.15 per Mcf in January 2009. Additionally there has been a significant decline in US
rig counts from a high in September 2008 of 2,031 to 1,300 as of February 20, 2009. At current prices some categories of exploration such as
heavy oil or Canadian oil sands are not economic to develop. In addition, limited access to capital caused by the recent contraction in the credit
markets and lingering pricing inflation from prior periods are likely to constrain growth of industry supply capacity.

The decline in o0il and gas prices has impacted our business during 2008 and is expected to continue to do so in 2009 and into 2010. According to
the Short-Term Energy Outlook published by the Energy Information Administration ( EIA ) of the US Government s Department of Energy on
February 10, 2009, the EIA expects worldwide petroleum demand to contract approximately 1% in 2009, with the decrease in demand of North
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America and the Pacific only partially offset by the increase in demand in China, the Middle East, and Latin America. Other forecasts have

indicated the possibility of an even more severe decline in demand for 2009. The EIA projects a mild rebound in petroleum demand in 2010.

While our record backlog at December 31, 2008 should keep our revenue strong through the first half of 2009, bookings prospects for 2009
remain uncertain, which may impact the latter half of the year as well as our 2010 performance. As a result, management has implemented
certain cost control measures for 2009 while recognizing our need to continue with our commitments to establishing a global presence,
developing technologies and retaining a skilled workforce to meet with future demands.

Results of Operations

The following discussion of our historical results of operations and financial condition should be read in conjunction with our audited
consolidated financial statements and notes to such financial statements.

For the Year Ended December 31,
2008 2007 2006
(in thousands)

As Adjusted
(Note 3)

Statement of Operations Data:
Revenue® $ 657,404 $570,115 $ 519,041
Cost of goods sold and services" 468,656 406,576 382,049
Gross profit 188,748 163,539 136,992
Selling, general and administrative expense 122,944 85,587 71,508
Depreciation and amortization expense 11,080 6,140 5,494
Interest expense 741 355 2,135
Interest income (959) (2,219) (532)
Gain on unconsolidated investment (211) (117)
Other (income) expense, net (1,110) 1,954 977
Income before income taxes and minority interest 56,263 71,839 57,410
Income tax provision 18,917 25,219 19,361
Minority interest 2,249 295 337
Net income $ 35,097 $ 46,325 $ 37,712
Preferred stock dividends 248 1,267 1,500
Net income available to common stockholders $ 34,849 $ 45,058 $ 36,212

(1)  Includes inter-segment elimination amounts for both Revenue and Cost of goods sold and services of $6.3 million, $6.1 million and $12.1

million for the years ended December 31, 2008, 2007 and 2006, respectively.
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Year Ended December 31, 2008 Compared to Year Ended December 31, 2007

Consolidated Revenue, Gross Profit, and Segment Profit

For the Year Ended
December 31, Percentage
2008 2007 Change Change
(in thousands, except percentages)
Revenue $ 657,404 $570,115 $ 87,289 15%
Cost of goods sold and services 468,656 406,576 62,080 15%
Gross profit $ 188,748 $ 163,539 $ 25,209 15%
Operating expenses" 124,982 85,765 39,217 46%
Segment profit® $ 63,766 $ 77,774 $ (14,008) (18)%
Gross profit percentage 29% 29% 0% 0%
Segment profit percentage 10% 14% (4%) 29)%

(1) The Company allocates corporate and other expenses to each of the operating segments based on headcount, total assets, and revenue.

(2) Segment profit is a non-GAAP financial measure that is reconciled to net income. See Note 19, Industry Segments and Geographic
Information, to our consolidated financial statements. The Company believes that segment profit is one of the primary drivers of results
and provides a more meaningful presentation for measuring liquidity and performance of the Company.

Revenue. Revenue of $657.4 million for the year ended December 31, 2008 increased $87.3 million, or 15%, from $570.1 million for the year

ended December 31, 2007. This increase was primarily due to the continued strength in sales of our Standard & Traditional segment across

North America of $111.6 million, which included $63.4 million in revenue from our acquisitions made during 2008 and $48.0 million in revenue

from our equipment and services base business. These increases were partially offset by lower revenue of $20.4 million in field service and

fabrication revenues in the Automation & Controls segment primarily due to a $17.6 million decrease in revenue resulting from the completion
of Kazakhstan work, and $3.7 million decrease in revenue in the Integrated Engineered Solutions segment primarily related to booking delays.

Gross Profit. Gross profit of $188.7 million for the year ended December 31, 2008 increased $25.2 million, or 15%, from $163.5 million for the
year ended December 31, 2007. This increase was primarily due to $30.0 million higher contribution in our Standard & Traditional equipment,
parts, and services across North America which included gross profit of $16.5 million from our acquisitions made during 2008 as well as $3.0
million of contribution from improved project execution in the Integrated Engineered Solutions segment. This increase was partially offset by
$7.8 million lower contribution in our field service and fabrication operations in the Automation & Controls segment primarily due to the lower
sales described above. Gross profit percentage was flat compared to 2007, but with a different product mix led by the sales of high value
technologies in global markets.

Segment Profit. Segment profit of $63.8 million for the year ended December 31, 2008 decreased $14.0 million, or 18%, from $77.8 million for
the year ended December 31, 2007. This decrease was primarily due to increases in operating expenses of $39.2 million consisting of $15.7
million related to higher corporate, general and administrative support expenses resulting in increased headcount to support the expansion of our
business (including international legal compliance) and $10.3 million related to 2008 legal and compliance review costs. The review associated
with these legal and compliance costs is complete and future expenses will be related to efforts to resolve matters with the government. Also
contributing to the increase in operating expenses was $7.9 million related to higher distribution and service costs primarily associated with the
acquisitions of Linco and
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Connor, $3.7 million higher selling and pre-order engineering expense associated with our historically high bidding activity and the increase in
sales personnel and country managers, and $2.9 million related to higher minority interest expense as a result of increased activities with our
joint ventures.

Integrated Engineered Solutions

For the Year Ended
December 31, Percentage
2008 2007 Change Change
(in thousands, except percentages)
Revenue $216,392 $ 220,131 $ (3,739) 2)%
Cost of goods sold and services 138,442 145,145 (6,703) 5)%
Gross profit $ 77,950 $ 74,986 $ 2964 4%
Operating expenses 45,891 31,079 14,812 48%
Segment profit $ 32,059 $ 43,907 $(11,848) 27)%
Gross profit percentage 36% 34% 2% 6%
Segment profit percentage 15% 20% 5)% (25)%

Revenue. Revenue of $216.4 million for the year ended December 31, 2008 decreased $3.7 million, or 2%, from $220.1 million for the year
ended December 31, 2007. This decrease was due to $16.7 million in lower revenue from our US built-to-order activity primarily due to
significant bookings delays which occurred in the latter half of 2007 and extended into the first half of 2008 (resulting in lower revenue runoff),
and lower revenue from our CO, gas processing facilities in West Texas due to lower throughput caused by displaced compression. These
decreases were partially offset by higher international built-to-order projects of $15.4 million primarily due to increased activity in Japan.
Inter-segment revenue was $534,000 for the year ended December 31, 2008 compared to $582,000 for the year ended December 31, 2007.

Gross Profit. Gross profit of $78.0 million for the year ended December 31, 2008 increased $3.0 million, or 4%, from $75.0 million for the year
ended December 31, 2007. This increase was primarily due to $5.9 million in higher contribution in the international built-to-order project
business due to improved execution on our fixed price contracts and from higher relative contribution from membrane replenishment sales.
These increases were partially offset by the lower contribution from our CO, gas processing facilities in West Texas as discussed above.

Segment Profit. Segment profit of $32.1 million for the year ended December 31, 2008 decreased $11.8 million, or 27%, from $43.9 million for
the year ended December 31, 2007. This decrease was primarily due to an increase in operating expenses of $14.8 million, of which $4.9 million
was related to higher corporate, general and administrative support expenses resulting from increased headcount to support the expansion of our
business (including international legal compliance), $4.3 million related to the 2008 legal and compliance review costs, $3.8 million related to
higher selling and pre-order engineering expense associated with higher bidding activity, and approximately $1.8 million was related to higher
minority interest expense resulting from the increased business activity in our joint venture in Japan.
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Standard & Traditional

Revenue
Cost of goods sold and services

Gross profit
Operating expenses

Segment profit

Gross profit percentage
Segment profit percentage

For the Year Ended
December 31,
2008 2007 Change
(in thousands, except percentages)
$ 353,766 $242,173 $ 111,593
261,718 180,150 81,568
$ 92,048 $ 62,023 $ 30,025
64,302 44,373 19,929
$ 27,746 $ 17,650 $ 10,096
26% 26% 0%
8% 7% 1%

Percentage
Change

46%
45%

48%
45%

57%

0%
14%

Revenue. Revenue of $353.8 million for the year ended December 31, 2008 increased $111.6 million, or 46%, from $242.2 million for the year
ended December 31, 2007. This increase was primarily due to additional revenue of $63.4 million from acquisitions made in 2008, a $38.8
million increase due to the strong demand for our equipment and services across the US during the year, and an $11.0 million increase in sales of
heavy oil equipment for the Canadian oil sands market due to strong bookings earlier in the year. The future of the Canadian oil sands
opportunities has become more uncertain with the recent decline in global crude oil prices which may have an unfavorable impact on our
existing backlog and the timing of future bookings as it pertains to this market. These increases were partially offset by $1.8 million in lower
parts and service sales, primarily in Latin America due to slower bookings experienced in the first half of the year. Inter-segment revenue was
$1.4 million for the year ended December 31, 2008 compared to $1.2 million for the year ended December 31, 2007.

Gross Profit. Gross profit of $92.0 million for the year ended December 31, 2008 increased $30.0 million, or 48%, from $62.0 million for the
year ended December 31, 2007. This increase was primarily due to $16.5 million incremental margin contribution from our acquisitions made in
2008. The remaining increase in gross profit primarily resulted from $10.5 million of contribution related to the higher product sales and
services in the US and $3.0 million in higher contribution from the increased sales of heavy oil equipment in the Canadian oil sands market.

Segment Profit. Segment profit of $27.7 million for the year ended December 31, 2008 increased $10.1 million, or 57%, from $17.6 million for
the year ended December 31, 2007. This increase was primarily due to an increase in gross profit contribution of $30.0 million offset by an
increase of $19.9 million in operating expenses, of which $9.3 million related to our acquisitions of Linco and Connor. The remaining increase
in operating expenses was primarily due to $5.5 million higher corporate, general and administrative support expenses resulting from increased
headcount to support the expansion of our business (including international legal compliance), and $4.6 million related to the 2008 legal and

compliance review costs.

Automation & Controls

Revenue
Cost of goods sold and services

Gross profit
Operating expenses

Segment profit

Index to Financial Statements

For the Year Ended
December 31,
2008 2007 Change
(in thousands, except percentages)

$93,541 $113,923 $(20,382)

74,791 87,393 (12,602)
$ 18,750 $ 26,530 $ (7,780)

14,789 10,313 4,476
$ 3,961 $ 16,217 $ (12,256)

Percentage
Change

(18)%
(14)%

(29)%
(43)%

(76)%
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Revenue. Revenue of $93.5 million for the year ended December 31, 2008 decreased $20.4 million, or 18% from $113.9 million for the year
ended December 31, 2007. This decrease was primarily due to a $17.6 million reduction in international field service activities related to the
conclusion of field service work in Kazakhstan, where the Company has commenced winding down its operations, coupled with a $4.8 million
decrease due to lower sales of control panels and other activities in the fabrication business. These decreases were partially offset by a $2.0
million increase in our other international field service activities, primarily in West Africa. Subsequent to the hurricane season and throughout
the fourth quarter, demand has increased for our Gulf of Mexico service technicians. We expect our workforce to be at a normal baseline in the
Gulf of Mexico by the middle of 2009. Inter-segment revenue was $4.4 million for year ended December 31, 2008 compared to $4.3 million for
the year ended December 31, 2007.

Gross Profit. Gross profit of $18.8 million decreased $7.8 million, or 29%, for the year ended December 31, 2008 from $26.5 million for the
year ended December 31, 2007. This decrease was primarily due a $4.1 million reduction in contribution from Kazakhstan, where the Company
has commenced winding down its operations, as well as $3.0 million in lower contribution from our fabrication activities, combined with
approximately $1.1 million of cost overruns on two large customized projects completed during the year. These decreases were partially offset
by approximately $387,000 of contribution from the higher sales in our West African international field service activities.

Segment Profit. Segment profit of $3.9 million for the year ended December 31, 2008 decreased $12.3 million, or 76% from $16.2 million for
the year ended December 31, 2007. This decrease was primarily due to the $7.8 million decrease in gross profit contribution as well as an
increase of $4.5 million in operating expenses. The increase in operating expenses was primarily due to a $4.3 million increase in corporate,
general and administrative support expenses, including $1.9 million related to domestic and foreign expansion costs, $1.4 million related to the
2008 legal and compliance review costs, $467,000 related to the closure of our Kazakhstan operations, and approximately $485,000 related to
various other support expenses including long term compensation programs.

Other Consolidated Statement of Operations line items

Selling, General and Administrative Expense. Selling, general and administrative expense was $122.9 million for the year ended December 31,
2008, an increase of $37.3 million, or 44%, compared to $85.6 million for the year ended December 31, 2007. This increase was due to $18.8
million of higher selling, pre-order engineering, distribution, and other support activities related to increased business activity primarily in the
Standard & Traditional segment. Of this $18.8 million increase, $6.8 million related to our 2008 acquisitions in the Standard & Traditional
segment. Corporate, general and administrative costs also increased by approximately $18.5 million, including $2.2 million related to 2008
acquisitions in the Standard & Traditional segment. The remaining increase of $16.3 million was attributable to $6.0 million of higher
compensation costs, which primarily related to noncash compensation expense for stock option and restricted stock grants, combined with
increased headcount and the costs associated with employee retention programs. Additionally, the Company incurred $10.3 million for the 2008
legal and compliance review costs. Of this amount, $4.3 million was allocated to Integrated Engineered Solutions, $4.6 million to Standard &
Traditional, and $1.4 million to Automation & Controls segments, respectively

Depreciation and Amortization Expense. Depreciation and amortization expense was $11.1 million and $6.1 million for the years ended
December 31, 2008 and 2007, respectively. The $5.0 million increase was primarily due to amortization of intangible assets associated with our
acquisitions of Connor in September 2008, Linco in January 2008, and ConSepT AS in December 2007 as well as the depreciation of operating
equipment and office leasehold improvements made during 2007 and 2008.

Interest Expense. Interest expense was $741,000 for the year ended December 31, 2008 which included interest paid on borrowings under our
credit facility during 2008 of $471,000 and amortization of deferred
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financing costs and commitment fees paid for the unused portion of the Company s lines of credit of $270,000. Interest expense was $355,000 for
the year ended December 31, 2007 which included the amortization of deferred financing costs and commitment fees paid for the unused portion
of the Company s lines of credit.

Interest Income. Interest income was $959,000 and $2.2 million for the years ended December 31, 2008 and 2007, respectively. The decrease of
$1.2 million over the prior year period resulted from a decrease in invested cash as a result of the cash used for the Linco and Connor
acquisitions, along with a reduction of investment yields due to lower short term interest rates.

Other, net. Other, net was income of $1.1 million for the year ended December 31, 2008, consisting primarily of $2.0 million in net unrealized
foreign exchange transaction gains and $566,000 in net periodic benefit of postretirement benefit liability. This income was partially offset by
net realized foreign exchange transaction losses of $1.6 million. Other, net was a net expense of approximately $2.0 million for the year ended
December 31, 2007, consisting primarily of net realized and unrealized foreign exchange transaction losses.

Income Tax Provision. Income tax expense for the year ended December 31, 2008 was $18.9 million compared to $25.2 million for the year
ended December 31, 2007. The decrease in tax expense was primarily attributable to a decrease in pre-tax income to $54.0 million, including
minority interest, for the year ended December 31, 2008 from pre-tax income of $71.5 million, including minority interest, for the year ended
December 31, 2007. The effective tax rate for the year ended December 31, 2008 was 35.0% compared to 35.3% for the year ended
December 31, 2007.

Preferred Stock Dividends. We recorded preferred stock dividends totaling $248,000 and $1.3 million for the years ended December 31, 2008
and 2007, respectively. The decrease was due to the conversion of all the remaining Series B Redeemable Convertible Preferred Stock into
common shares on March 25, 2008.

Year Ended December 31, 2007 Compared to Year Ended December 31, 2006

Consolidated Revenue, Gross Profit, and Segment Profit

For the Year Ended
December 31, Percentage
2007 2006 Change Change
(in thousands, except percentages)
As Adjusted
(Note 3)
Revenue $570,115 $ 519,041 $51,074 10%
Cost of goods sold and services 406,576 382,049 24,527 6%
Gross profit $ 163,539 $ 136,992 $26,547 19%
Operating expenses! 85,765 71,845 13,920 19%
Segment profit® $ 77,774 $ 65,147 12,627 19%
Gross profit percentage 29% 26% 3% 12%
Segment profit percentage 14% 13% 1% 8%

(1) The Company allocates corporate and other expenses to each of the operating segments based on headcount, total assets, and revenue.
(2) Segment profit is a non-GAAP financial measure that is reconciled to net income (see Note 19 in the consolidated financial statements).
The Company believes that segment profit is one of the primary drivers of results and provides a more meaningful presentation for

measuring liquidity and performance of the Company.
Revenue. Revenue of $570.1 million for the year ended December 31, 2007 increased $51.1 million, or 10%, from $519.0 million for the year
ended December 31, 2006. This increase was primarily due to $23.3
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million related to increased international field service activities in the Automation & Controls segment, $14.0 million associated with stronger
demand for built-to-order projects in the Integrated Engineered Solutions segment, and $7.8 million primarily related to higher demand for our
US equipment and services in the Standard & Traditional segment.

Gross Profit. Gross profit of $163.5 million for the year ended December 31, 2007 increased $26.5 million, or 19%, from $137.0 million for the
year ended December 31, 2006. Of this increase, $15.8 million was due to improved execution in our built-to-order projects and the favorable
mix of higher margin sales within the Integrated Engineered Solutions segment, $6.1 million was due to higher sales volumes in the

Automation & Controls segment, and $4.7 million due to higher revenue and improved pricing in the domestic Standard and Traditional product
lines.

Segment Profit. Segment profit of $77.8 million for the year ended December 31, 2007 increased $12.7 million, or 19%, from $65.1 million for
the year ended December 31, 2006. This increase was primarily due to higher gross profit of $26.5 million partially offset by higher operating
expenses of $13.9 million. The increase in operating expenses was primarily due to a $7.7 million increase in corporate, general and
administrative support expenses, $4.0 million in higher distribution and services, and $2.3 million in higher selling and pre-order engineering
expense associated with higher bidding activity.

Integrated Engineered Solutions

For the Year Ended
December 31, Percentage
2007 2006 Change Change
(in thousands, except percentages)
As Adjusted
(Note 3)
Revenue $ 220,131 $ 206,133 $ 13,998 7%
Cost of goods sold and services 145,145 146,922 (L,777) %
Gross profit $ 74,986 $ 59,211 $ 15,775 27%
Operating expenses 31,079 25,665 5,414 21%
Segment profit $ 43,907 $ 33,546 $10,361 31%
Gross profit percentage 34% 29% 5% 17%
Segment profit percentage 20% 16% 4% 25%

Revenue. Revenue of $220.1 million for the year ended December 31, 2007 increased $14.0 million, or 7%, from $206.1 million for the year
ended December 31, 2006. This increase was primarily attributed to $9.5 million of higher built-to-order project sales principally associated with
our CO, membrane and hydrogen sulfide gas removal technologies and increased throughput from our gas processing facilities in West Texas.
Inter-segment revenue was $582,000 for the year ended December 31, 2007 compared to $62,000 for the year ended December 31, 2006.

Gross Profit. Gross profit of $75.0 million for the year ended December 31, 2007 increased $15.8 million, or 27%, from $59.2 million for the
year ended December 31, 2006. This increase was primarily due to $12.5 million higher contribution in our built-to-order project activity
resulting from improved project execution, as well as increased contribution related to our gas processing facilities in West Texas.

Segment Profit. Segment profit of $43.9 for the year ended December 31, 2007 increased $10.4 million, or 31%, from $33.5 million for the year
ended December 31, 2006. This increase was primarily due to higher gross profit of $15.8 million partially offset by higher operating expenses
of $5.4 million. This increase in operating expenses consisted of higher selling, pre-order engineering, corporate, and general and administrative
costs primarily to support higher US and UK built-to-order project activity.
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Standard &Traditional
For the Year Ended
December 31, Percentage
2007 2006 Change Change
(in thousands, except percentages)
Revenue $242,173 $234,392 $ 7,781 3%
Cost of goods sold and services 180,150 177,031 3,119 2%
Gross profit $ 62,023 $ 57,361 $ 4,662 8%
Operating expenses 44,373 37,651 6,722 18%
Segment profit $ 17,650 $ 19,710 $ (2,060) (10)%
Gross profit percentage 26% 24% 1% 4%
Segment profit percentage 7% 8% )% 13)%

Revenue. Revenue of $242.2 million for the year ended December 31, 2007 increased $7.8 million, or 3%, from $234.4 million for the year
ended December 31, 2006. This increase was primarily due to $22.0 million in higher demand for our US equipment and services resulting from
an increase in drilling and well completion activity predominantly in the Rocky Mountain region. This increase was partially offset by $5.6
million in lower revenue from our Canadian business unit due to a decrease in conventional gas activity, and $7.9 million in lower revenue from
our Mexico business unit due to lower bookings of our standard separators and equipment resulting from production declines in the region
during 2007 compared to 2006. Inter-segment revenue was $1.2 million for the year ended December 31, 2007 compared to $7.6 million for the
year ended December 31, 2006.

Gross Profit. Gross profit of $62.0 million for the year ended December 31, 2007 increased $4.7 million, or 8% from $57.4 million for the year
ended December 31, 2006 primarily due to the higher revenue and improved pricing in the domestic Standard and Traditional product lines.

Segment Profit. Segment profit of $17.6 million for the year ended December 31, 2007 decreased $2.1 million, or 10%, from $19.7 million for
the year ended December 31, 2006. This decrease was primarily related to a $6.7 million increase in operating expenses that exceeds the $4.7
million increase in gross profit. The increase in operating expenses primarily consisted of $4.3 million related to the US branch organization,
$1.4 million related to corporate and other expenses primarily for international and domestic expansion and approximately $900,000 related to
the Canadian branch.

Automation & Controls

For the Year Ended
December 31, Percentage
2007 2006 Change Change
(in thousands, except percentages)
Revenue $ 113,923 $90,621 $ 23,302 26%
Cost of goods sold and services 87,393 70,201 17,192 24%
Gross profit $ 26,530 $ 20,420 $ 6,110 30%
Operating expenses 10,313 8,529 1,784 21%
Segment profit $ 16,217 $11,891 $ 4,326 36%
Gross profit percentage 23% 23% 0% 0%
Segment profit percentage 14% 13% 1% 8%
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international field service activity of $34.1 million of which our Kazakhstan operations provided $32.0 million, partially offset by a reduction in
field service activity in the Gulf of Mexico and in packaged automation product sales of approximately $10.8 million. Inter-segment revenue
was $4.4 million for the year ended December 31, 2007 compared to $4.5 million for the year ended December 31, 2006.

Gross Profit. Gross profit of $26.5 million for the year ended December 31, 2007 increased $6.1 million, or 30%, from $20.4 million for the
year ended December 31, 2006 due to the higher level of international field services. The gross profit percentage did not change year over year.
The increase in gross profit was attributed to higher sales volume in our international field service work.

Segment Profit. Segment profit of $16.2 million for the year ended December 31, 2007 increased $4.3 million, or 36%, from $11.9 million for
the year ended December 31, 2006. This increase was primarily due to higher gross profit contribution of $6.1 million offset by slightly higher
operating expenses of $1.8 million for corporate, general and administrative support expenses primarily related to international and domestic
expansion.

Other Consolidated Statement of Operations line items

Selling, General and Administrative Expense. Selling, general and administrative expense of $85.6 million for the year ended December 31,
2007 increased $14.1 million, or 20%, compared to $71.5 million for the year ended December 31, 2006. This increase consisted primarily of
$9.2 million of higher selling, pre-order engineering services and other support activities related to the increased business volume. Additionally,
there were increases in corporate, general and administration of approximately $4.7 million mainly attributed to higher compensation costs
associated with increased headcount, employee retention programs and share-based incentive compensation, all of which resulted from the
increased business activity in 2007.

Depreciation and Amortization Expense. Depreciation and amortization expense of $6.1 million for the year ended December 31, 2007 increased
$646,000, or 12%, compared to $5.5 million for the year ended December 31, 2006. The increase was primarily attributable to depreciation of
operating equipment and building improvements made in 2007.

Interest expense. Interest expense of $355,000 for the year ended December 31, 2007 related to the amortization of deferred financing costs and
commitment fees paid for the unused portion of the Company s lines of credit. This amount decreased by $1.8 million, or 83%, compared to $2.1
million for the year ended December 31, 2006 due primarily to the Company paying down debt during 2006 and having no debt throughout
2007.

Interest income. Interest income of $2.2 million for the year ended December 31, 2007 increased by $1.7 million from $532,000 for the year
ended December 31, 2006 due primarily to an increase in invested cash throughout the year as a result of higher earnings and cash flow.

Other, net. Other, net was an expense of approximately $2.0 million for the year ended December 31, 2007, primarily consisting of net realized
and unrealized foreign exchange transaction losses. Other, net for the year ended December 31, 2006 was a net expense of $977,000. This
included a charge of $2.5 million for closure, severance other expense, $734,000 of net realized and unrealized foreign exchange transaction
losses and a $160,000 write-off of part of the unamortized deferred financing costs associated with the termination of our prior term loan and
revolving credit facilities in 2006. This was partially offset by approximately $2.5 million gain related to the sale of a partial interest in our Japan
joint venture.

Income Tax Provision. Income tax expense for the year ended December 31, 2007 was $25.2 million compared to $19.4 million for the year
ended December 31, 2006. The increase in tax expense was primarily attributable to an increase in pre-tax income to $71.5 million, including
minority interest, for the year ended
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December 31, 2007 from pre-tax income of $57.1 million, including minority interest, for the year ended December 31, 2006. The increase in
the effective tax rate from 33.94% for the year ended December 31, 2006 to 35.25% for the year ended December 31, 2007 was primarily
attributable to a valuation allowance reversal that was recorded in 2006.

Preferred Stock Dividends. We recorded preferred stock dividends totaling $1.3 million and $1.5 million for each of the years ended
December 31, 2007 and 2006 related to our Series B Preferred Shares. The decrease relates to a reduction in the dividend requirement due to
certain preferred shareholders converting a portion of their Series B Preferred Shares to common stock during 2007.

Bookings and Backlog

The Company s bookings for the years ended December 31, 2008, 2007 and 2006 were:

For the Year Ended December 31,
2008 2007 2006
(in thousands)

Bookings:

Integrated Engineered Solutions $ 315,926 $ 175,281 $242,048
Standard & Traditional Equipment 365,629 247,942 231,120
Automation & Controls 85,440 110,231 82,134
Total bookings $ 766,995 $ 533,454 $ 555,302

The increase in bookings for Integrated Engineered Solutions for the year ended December 31, 2008 compared to the year ended December 31,
2007 was driven by partial awards of a large project in the CO, membrane business, significant global awards in oil treatment, both dehydration
in the upstream market and desalting in the downstream refining market, and increased bookings in Japan. The Standard & Traditional segment
recorded increased bookings for the year ended December 31, 2008 compared to the year ended December 31, 2007 due to a resurgence of
activity in the Canadian oil market, successful efforts in various domestic oil shale areas, and higher activity in the Rocky Mountain gas zone
and West Texas oil market. Bookings were also favorable as a result of our Linco and Connor businesses acquired in 2008. The decrease in
bookings for our Automation & Controls segment for the year ended December 31, 2008 compared to the year ended December 31, 2007 was a
reflection of decreased field service activities in Kazakhstan, where the Company has commenced winding down its operations, and lower
activities in the Gulf of Mexico field service and manufacturing business.

The decrease in bookings for Integrated Engineered Solutions for the year ended December 31, 2007 compared to the year ended December 31,
2006 was due to the delay of large project awards anticipated in late 2007 that were awarded in early and mid 2008. The Standard & Traditional
segment increase in bookings for the year ended December 31, 2007 compared to the year ended December 31, 2006 was due to the increase in
drilling and well completion activity levels in 2007. The increase in bookings for our Automation & Controls segment for the year ended
December 31, 2007 compared to the year ended December 31, 2006 was a reflection of our expansion in international field service activities,
primarily in Kazakhstan.

36

Index to Financial Statements 47



Edgar Filing: NATCO GROUP INC - Form 10-K

Table of Conten
Index to Financial men

The Company s backlog as of December 31, 2008 and 2007 was:

As of December 31, Percentage
2008 2007 Change Change
(unaudited)
(in thousands, except percentage change)

Backlog:

Integrated Engineered Solutions $ 196,232 $ 96,163 $ 100,069 104%
Standard & Traditional 80,259 67,009 13,250 20%
Automation & Controls 3,723 7,451 (3,728) (50)%
Total backlog $ 280,214 $ 170,623 $ 109,591 64%

Inflation and Changes in Prices
Inflation

According to the US Financial Trend Forecaster®, which is based on a consumer price index, US inflation was approximately 0.09%, 4.3% and
2.5% for each of the years ended December 31, 2008, 2007 and 2006, respectively. The effects of the US inflation did not have a significant
impact on our consolidated results of operations or financial condition during the past three years.

Changes in Prices

The costs of materials for our products rise and fall with their value in the commodity markets. Our costs of goods sold are primarily affected by,
among other things, labor, energy, steel and other commodity prices, tariffs and duties on imported materials and foreign currency exchange
rates.

We observed the following average price changes (per metric ton or 2,240 pounds) for the listed commodities in the past three years:

For the Year Ended December 31,

2008 2007 2006
Carbon steel $ 1,152 $ 790 $ 783
Other raw materials $ 961 $ 731 $ 628

Carbon steel prices increased by 46% in 2008 and 1% in 2007 and 2006. In addition, prices for other raw materials that we used to produce skids
and platforms increased by 31%, 16% and 15% in 2008, 2007 and 2006, respectively. Our engineering and labor hourly rates, associated with
both employees and subcontractors, also increased on an average as follows:

For the Year Ended December 31,

2008 2007 2006
(% Change)
Engineering 1% 15% 37%
Manufacturing 5% 5% 36%

Across the transportation modes, average prices of freight from 2007 to 2008 have changed as follows: increases of 10% for tanker and other
specialized freight, 6% for consolidated shipments, 7% for truckload, 21% for domestic air courier, 21% for inland water freight and 22% for
deep-sea freight.
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fixed price contracts, we may not be able to pass through cost increases, which will impact our gross margin on jobs affected.
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Liquidity and Capital Resources
Cash and cash equivalents
Working Capital

Working capital, excluding cash and cash equivalents, increased to $68.1 million at December 31, 2008 from $46.7 million at December 31,
2007. The $21.3 million increase in working capital was primarily attributable to the relative increase in business activities over the prior year,
including a working capital increase of $15.6 million related to the Linco and Connor acquisitions. The increase in working capital consisted of
increases in trade accounts receivable of $52.6 million and inventory of $11.7, a decrease in accrued expenses of $9.1 million, and the
combination of various net asset increases of $2.4 million. These increases were offset by increases in billings on uncompleted contracts in
excess of costs and estimated earnings of $20.3 million and accounts payable of $19.9 million as well as a decrease in costs and estimated
earnings in excess of billings on uncompleted contracts of $14.3 million.

Of the $52.6 million change in accounts receivable, approximately $34.6 million resulted from the increased billings in excess of costs and
estimated earnings on several large built-to-order projects at the end of the year, $10.1 million was related to the Linco and Connor acquisitions,
approximately $4.6 was due to the higher revenue generated in the year as compared to the previous year and $3.2 million resulted from
approximately 2 days increase in the average collection period for billed receivables during the year. The $11.7 million increase in inventory is
primarily related to $8.1 million resulting from our 2008 acquisitions and a $3.6 increase in stores, parts and work-in-process inventory in our
North American operations, net of valuation reserves. The decrease in accrued liabilities of $9.1 million is primarily attributable to a decrease in
project cost accruals for jobs in progress at December 31, 2008. The $20.3 million increase in billings on uncompleted contracts in excess of
costs and estimated earnings is a result of several projects in the early stages during 2008 that require advance payments from customers that are
part of the contractual terms of the contract. The increase of $19.9 million in accounts payable is principally the result of an overall increase in
business activity, of which $5.0 million was related to Linco and Connor acquisitions. The $14.3 million decrease in costs and estimated
earnings in excess of billings on uncompleted contracts is mainly due to the completion of several large engineered equipment projects during
2007 and early 2008.

Cash Flow

For the Year Ended December 31,
2008 2007 2006
(in thousands)

(As Adjusted,
Note 3)

Net cash provided by (used in):

Operating activities $ 40,579 $ 49,629 $ 52,055
Investing activities (93,911) (30,444) (3,928)
Financing activities 12,005 7,599 (22,831)
Effect of exchange rate changes on cash and cash equivalents (4,552) 1,555 744
Net (decrease) increase in cash $(45,879) $ 28,339 $ 26,040

Net cash provided by operating activities decreased $9.0 million during 2008 compared to 2007. The decrease in net cash provided by operating
activities was primarily the result of the lower net income of $11.2 million and the changes in working capital items, excluding cash and cash
equivalents, in 2008 as compared to 2007 resulting in a net change in cash used for working capital of $10.9 million, net of foreign exchange
translation. These decreases were partially offset by $13.1 million increase in other items, primarily consisting of a $4.0 million increase in
deferred tax expense, $3.7 million of higher share-based compensation expense, $4.9 million of higher depreciation expense and a $500,000
increase in other items. Net cash provided by operating activities decreased $2.4 million during 2007 as compared to 2006. The decrease in net
cash provided by
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operating activities was primarily the result of the changes in working capital items, excluding cash and cash equivalents, in 2007 as compared
to 2006, resulting in a net change in cash used for working capital of $10.8 million, net of foreign exchange translation. The main reason for the
change in use of working capital in 2007 was an increase in costs in excess of billings on uncompleted contracts associated with the progression
of several large projects to a near completion stage. Conversely, customer advance payments, generally received in a project s early stages, were
a substantial source of cash in 2006. Offsetting the change in the use of cash for working capital was an increase in net income of $8.6 million in
2007 from 2006. The remaining $200,000 of changes in cash provided by operating activities in 2007 as compared to 2006 was the result of
several individually immaterial offsetting items.

Management believes that substantially all of the remaining unbilled costs in excess of billings will be billed in subsequent periods and is
collectible. Of the $31.2 million in unbilled costs in excess of billings at December 31, 2008, $6.3 million was subsequently billed in January
2009.

Net cash used in investing activities for the years ended December 31, 2008, 2007 and 2006 was $93.9 million, $30.4 million and $3.9 million,
respectively. The primary uses of funds during 2008 were related to the net cash payments of $62.4 million associated with our acquisitions
during 2008 and $31.6 million of capital expenditures, of which $22.7 million was used for growth initiatives and productivity improvements
and $8.9 million was used for maintenance capital expenditures that replaced or enhanced the useful lives of our fixed assets. The primary use of
funds for the year ended December 31, 2007 consisted of (1) capital expenditures of $15.3 million, of which $9.6 million represented
expenditures to improve productivity and expand our facilities and $5.7 million represented maintenance capital expenditures, and (2) net cash
payment of $15.1 million associated with our acquisition of ConSepT AS, a Norwegian company now known as NATCO Norway AS. The
primary use of funds for the year ended December 31, 2006 was for maintenance capital expenditures of $6.6 million offset by $3.0 million in
proceeds from the sale of a partial interest in our Japanese subsidiary during the quarter ended September 30, 2006.

Net cash provided by (used in) financing activities for the years ended December 31, 2008, 2007 and 2006 was $12.0 million, $7.6 million and
$(22.8) million, respectively. The primary source of cash during 2008 was $13.0 million in borrowings from our revolving credit facilities and
export sales credit facility, $2.8 million in change in banks overdrafts, and $1.5 million of proceeds from stock issuances related to stock option
exercises. This was partially offset by treasury shares acquired of $5.7 million, of which $4.6 million related to repurchases of shares under our
share repurchase program and $1.1 million related to tax payments on shares surrendered upon lapse of restrictions on restricted stock. The
primary source of cash during 2007 was associated with $3.3 million of proceeds from stock issuances related to stock option exercises, $3.9
million of excess tax benefit of share-based compensation and $2.0 million in change in bank overdrafts. The primary use of cash was for the
payment of $1.3 million in dividends to our remaining preferred stockholders, after a partial conversion of the Series B Preferred Shares. The
primary use of cash during 2006 was for the payment of $1.5 million in preferred stockholder dividends and the repayment of debt under our
prior revolving lines of credit and term debt of $27.4 million, offset by $4.2 million excess tax benefit of share-based compensation and $3.5
million in proceeds from the issuance of stock options

Our net total (decrease) increase in cash flow from operating, investing and financing activities was $(45.9) million, $28.3 million and $26.0
million in the years ended December 31, 2008, 2007 and 2006, respectively.

As of December 31, 2008, we had $17.7 million in cash on hand and $110.5 million in total borrowing availability. Under the terms of our
amended revolving credit facilities, we have the right to increase borrowing capacity for the US portion of the facility by an additional $22.4
million. In addition to our normal operating cash requirements, our anticipated principal future cash requirements will be to fund capital
expenditures, employee benefit obligations and any strategic acquisitions, if feasible, of other companies, assets and product lines that
complement our existing businesses.
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We believe our cash from operations and borrowing capacity as described above are adequate for our current and long-term financing and
working capital needs. We cannot assure we will be able to successfully identify suitable acquisition opportunities, complete any particular
acquisition or be able to finance a transaction.

As of January 31, 2009, our available liquidity, including cash on hand and borrowing availability under the revolving facilities, was
approximately $123.7 million.

Off-Balance Sheet Arrangements
We had no off-balance sheet arrangements as of December 31, 2008.
Contractual Obligations

The following table summarizes the Company s contractual obligations as of December 31, 2008.

Payments Due by Period

Less than 1-3 3-5 More than

Contractual Obligations Total 1 Year Years Years 5 Years
(in thousands)

Operating lease obligations $ 36,772 $ 6277 $ 9,648 $7,117 $ 13,730
Long-term debt obligations 13,731 330 13,401
Purchase obligations" 88,354 68,987 19,367
Postretirement benefit obligations® 3,823 449 813 693 1,868
Other long-term liabilities® 920 920
Total $ 143,600 $ 76,043 $ 44,149 $7,810 $ 15,598

(1) Represents open material/equipment and services purchase orders placed in 2008, with delivery and billing scheduled in 2009 and beyond.

(2) Represents our total US and Canada postretirement benefit obligation as of December 31, 2008. Changes in actuarial assumptions or
medical trend rates in subsequent years and the effect of applying SFAS No. 158, Employer s Accounting for Defined Benefit Pension and
Other Postretirement Plans, could cause our actuarially determined liability under this postretirement benefit plan to fluctuate. The
short-term and long-term portion of our US postretirement benefit obligation is recorded in Accrued expenses and Postretirement benefits
and other long-term liabilities accounts, respectively.

(3) Represents our long-term unrecognized tax benefits associated with FIN 48, Accounting for Uncertainty in Income Taxes, included in the
consolidated balance sheet liability account Postretirement benefits and other long-term liabilities.

Capital Resources

Below is a discussion of the Company s existing credit facilities:

Revolving Credit Facility. In July 2006, the Company terminated its prior term loan and revolving credit facility and entered into a new
revolving credit facility agreement with a maturity of June 30, 2011 and a total borrowing capacity of $85.0 million. On December 23, 2008, the
Company and certain of its subsidiaries entered into an amendment of this facility resulting in increased borrowing capacity of $52.7 million to a
total of $137.7 million. Additionally, the Company has the ability to issue letters of credit, guarantees, and bonds up to $100.0 million. The
Company paid an amendment fee of $426,000, which includes an upfront fee of 0.50% plus an arrangement fee to the agent. As amended, the
Company pays commitment fees on the undrawn portion of this facility, ranging from .40% to .60%, based upon the ratio of Funded Debt to
EBITDA which was calculated at .40% at December 31, 2008. The interest on borrowings under the facility ranges from the London Interbank
Offered Rate (LIBOR) or the lender s prime rate plus 2.50% to 3.50%, depending on the Debt to EBITDA ratio.

Index to Financial Statements 53



Index to Financial Statements

Edgar Filing: NATCO GROUP INC - Form 10-K

40

54



Edgar Filing: NATCO GROUP INC - Form 10-K

Table of Conten
Index to Financial men

Availability under our credit facility is reduced by the amount of borrowing and outstanding letters of credit. During the year, the Company drew
down $27.8 million and repaid $19.8 million of its outstanding borrowings under this facility. As of December 31, 2008, there were $8.0 million
in borrowings and $23.4 million letters of credit outstanding under this facility. Total available borrowing capacity at December 31, 2008 was
$106.3 million. Fees related to these letters of credit were approximately 2.50% of the outstanding balance at December 31, 2008.

Export Sales Facility. In June 2007, the Company entered into an export sales credit facility with a total borrowing capacity of $10.0 million.
The facility, which will expire on June 15, 2010, is partially guaranteed by the US Export-Import Bank and is subject to certain borrowing base
limitations. Interest on borrowings under the facility is either (1) the lender s prime rate less 0.50% or (2) LIBOR plus 1.35%, at the Company s
election. The Company pays an annual fee of $75,000 for this facility. During the year, the Company drew down $21.9 million and repaid $16.9
million under this facility. As of December 31, 2008, the Company had $5.0 million in borrowings and $771,000 in letters of credit outstanding
under this facility. Total available borrowing capacity at December 31, 2008 was $4.2 million. Fees related to these letters of credit were
approximately 1.0% of the outstanding balance at December 31, 2008.

Our letters of credit, which support various contract performance and warranties, expire at various dates through April 1, 2014. At December 31,
2008, the Company had unsecured letters of credit and bonds totaling approximately $2.4 million related to its international subsidiaries.

We were in compliance with all restrictive debt covenants under our outstanding credit facilities as of December 31, 2008.
Recent Accounting Pronouncements

In September 2006, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting Standards (SFAS) No. 157,

Fair Value Measurements ( SFAS No. 157 ), which became effective for financial statements issued for fiscal years beginning after November 15,
2007. SFAS No. 157 defines fair value, establishes a framework for measuring fair value in generally accepted accounting principles and
expands disclosures of fair value instruments. The Company adopted SFAS No. 157 on January 1, 2008, and there was no material impact on the
Company s consolidated results of operations, financial position or cash flows.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities, including an
amendment to FASB Statement No. 115 ( SFAS No. 159 ), which permits entities to choose to measure eligible items at fair value at specified
election dates. If it elects to adopt the standard, a business entity shall report unrealized gains and losses on items for which the fair value has
been elected in earnings at each subsequent reporting date. The Company adopted SFAS No. 159 on January 1, 2008 and elected not to measure
eligible items at fair value as defined in this pronouncement.

In December 2007, the FASB issued SFAS No. 141(Revised 2007), Business Combinations ( SFAS No. 141(R) ), which replaces SFAS
No. 141, Business Combinations, effective for fiscal years beginning after December 15, 2008. Early adoption is not permitted. SFAS

No. 141(R) changed the method of applying the acquisition method of accounting in a number of significant aspects. Acquisition costs will
generally be expensed as incurred; non-controlling interests will be valued at fair value at the acquisition date; in-process research and
development will be recorded at fair value as an indefinite-lived intangible asset at the acquisition date; and changes in deferred tax asset
valuation allowances and income tax uncertainties after the acquisition date generally will affect income tax expense. SFAS No. 141(R) is
effective on a prospective basis for all business combinations for which the acquisition date is on or after the beginning of the first annual period
subsequent to December 15, 2008, with the exception of the accounting for valuation allowances on deferred taxes and acquired tax
contingencies. SFAS No. 141(R) amends SFAS 109, Accounting for Income Taxes, such that adjustments made to valuation allowances on
deferred taxes and acquired tax contingencies associated with
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acquisitions that closed prior to the effective date of SFAS No. 141(R) would also apply the provisions of SFAS No. 141(R). The Company
adopted SFAS No. 141(R) on January 1, 2009; however, this pronouncement is applied prospectively to business combinations for acquisitions
that occur after the guidance becomes effective. The impact to the Company will depend on the nature, terms, and size of business combinations
completed after the effective date.

In December 2007, the FASB issued SFAS No. 160, Non-controlling Interests in Consolidated Financial Statements an amendment of ARB
No. 51 (SFAS No. 160 ). SFAS No. 160 is effective for fiscal years, and interim periods within those fiscal years, beginning on or after
December 15, 2008, with early adoption prohibited. SFAS No. 160 requires the recognition of a non-controlling interest (minority interest) as
equity in the consolidated financial statements and separate from the parent s equity. The amount of net income attributable to the
non-controlling interest will be included in consolidated net income on the face of the income statement. SFAS No. 160 also amends certain of
ARB No. 51 s consolidation procedures for consistency with the requirements of SFAS 141(R). SFAS No. 160 also includes expanded disclosure
requirements regarding the interests of the parent and its non-controlling interest. The Company adopted SFAS No. 160 on January 1, 2009.
Beginning with our 2009 interim reporting periods, we will present noncontrolling interest (minority interest) as a separate component of
shareholders equity as well as comply with all other reporting and disclosure requirements for current and comparative periods.

In February 2008, the FASB issued FASB Staff Position ( FSP ) No. 157-1, Application of FASB Statement No. 157 to FASB Statement No. 13
and Other Accounting Pronouncements That Address Fair Value Measurements for Purposes of Lease classification or Measurement under
Statement 13 ( FSP No. 157-1 ). FSP No. 157-1 amends SFAS No. 157 to exclude FASB Statement No. 13 ( SFAS No. 13 ), Accounting for
Leases, and other accounting pronouncements that address fair value measurements for purposes of lease classification or measurement under
SFAS No. 13. However, this exception does not apply to assets acquired and liabilities assumed in a business combination that are required to be
measured at fair value under SFAS No. 141(R) regardless of whether those assets and liabilities are related to leases. FSP No. 157-1 is effective
upon the initial adoption of SFAS No. 157. The Company adopted SFAS No. 157 on January 1, 2008, and there was no impact on the Company s
consolidated results of operations, financial position or cash flows.

In February 2008, the FASB issued FSP No. 157-2, Effective Date of FASB Statement No. 157 ( FSP No. 157-2 ). This FSP defers the effective
date of SFAS No. 157, Fair Value Measurements, for non-financial assets and non-financial liabilities, except for items that are recognized or
disclosed at fair value in the financial statements on a recurring basis, at least annually, to fiscal years beginning after November 15, 2008, and
interim periods within those fiscal years for items within its scope. FSP No. 157-2 is effective upon issuance date of February 12, 2008. The
Company adopted FSP No. 157-2 on February 12, 2008, and there was no impact on the Company s consolidated results of operations, financial
position or cash flows.

In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and Hedging Activities, an amendment of FASB
Statement No. 133 (SFAS No. 161 ). This Statement amends and expands the disclosure requirements of SFAS 133, Accounting for Derivative
Instruments and Hedging Activities. SFAS No. 161 is effective for fiscal years and interim periods beginning after November 15, 2008, with
early adoption encouraged. The Company adopted SFAS No. 161 on January 1, 2009. As this pronouncement provides only disclosure
requirements, the adoption of this standard will not have a material impact on the Company s consolidated results of operations, financial

position or cash flows.

In April 2008, the FASB issued FSP No. FAS 142-3, Determination of the Useful Life of Intangible Assets ( FSP No. FAS 142-3 ), which shall
be effective for financial statements issued for fiscal years beginning after December 15, 2008 and interim periods within those fiscal years.

Early adoption is prohibited. This FSP amends paragraph 11(d) of SFAS No. 142, Goodwill and Other Intangible Assets ( SFAS No. 142 ), so
that an entity will use its own assumptions about renewal or extension of an arrangement, adjusted for the
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entity-specific factors in paragraph 11 of SFAS No. 142, even when there is likely to be substantial cost or material modifications. The FSP
intends to improve the consistency between the useful life of a recognized intangible asset under SFAS No. 142 and the period of expected cash
flows used to measure the fair value of the asset under SFAS No. 141(R) and other U.S. generally accepted accounting principles. The Company
adopted FSP No. FAS 142-3 on January 1, 2009 and does not expect the adoption to have a material impact on the Company s consolidated
results of operations, financial position or cash flows; however, it could impact future transactions entered into by the Company.

In May 2008, the FASB issued SFAS No. 162, The Hierarchy of Generally Accepted Accounting Principles ( SFAS No. 162 ). This
pronouncement identifies the sources of accounting principles and the framework for selecting the principles to be used in the preparation of
financial statements of business entities that are presented in conformity with generally accepted accounting principles (GAAP) in the United
States (the GAAP hierarchy). SFAS No. 162 is effective 60 days following the SEC s approval of the Public Company Accounting Oversight
Board amendments to AU Section 411, The Meaning of Present Fairly in Conformity With Generally Accepted Accounting Principles. SFAS
No. 162 is not expected to result in a change in current practice and the Company will adopt SFAS No. 162 on its effective date.

In November 2008, the FASB ratified the consensus reached in EITF 08-06, Equity Method Investment Accounting Considerations ( EITF
08-06 ). EITF 08-06 was issued to address questions regarding the application of the equity method subsequent to the issuance of FAS 141(R).
EITF 08-06 concluded that equity method investments should continue to be recognized using a cost accumulation model, thus continuing to
include transaction costs in the carrying amount of the equity method investment. In addition, EITF 08-06 clarifies that an impairment
assessment should be applied to the equity method investment as a whole, rather than to the individual assets underlying the investment. EITF
08-06 is effective for fiscal years beginning on or after December 15, 2008. The Company is in the process of evaluating the impact of EITF
08-06, if any, on the Company s consolidated results of operations, financial position and cash flows and will adopt it on its effective date,
January 1, 20009.

In December 2008, the FASB issued FSP No. FAS 140-4 and FIN 46R-8, Disclosures by Public Entities (Enterprises) about Transfers of
Financial Assets and Interests in Variable Interest Entities ( FSP No. FAS 140-4 and FIN 46R-8 ). This pronouncement increases disclosure
requirements for public companies and is effective for fiscal years, and interim periods within those fiscal years, beginning on or after

December 15, 2008, with earlier application encouraged. The FSP amends FASB Statement No. 140, Accounting for Transfers and Servicing of
Financial Assets and Extinguishments of Liabilities, to require public entities to provide additional disclosures about transfers of financial assets.
It also amends FASB Interpretation No. 46 (revised December 2003), Consolidation of Variable Interest Entities, to require public enterprises,
including sponsors that have a variable interest in a variable interest entity, to provide additional disclosures about their involvement with
variable interest entities. The Company is in the process of evaluating the impact of FSP No. 140-4 and FIN 46R-8, if any, on the Company s
consolidated results of operations, financial position and cash flows and will adopt it on its effective date, January 1, 2009.

Item 7A.  Quantitative and Qualitative Disclosures About Market Risk
Exchange rate

Our operations are conducted around the world in a number of different countries. Accordingly, our earnings and cash flow are exposed to
changes in foreign currency exchange rates. The majority of our foreign currency transactions relate to operations in Canada, UK, Norway and
Japan. In Canada, most contracts are denominated in Canadian dollars, and most of the costs incurred are in Canadian dollars, which mitigates
risks associated with currency fluctuations. In the UK, many of our sales contracts and material purchases are denominated in a currency other
than British pounds sterling, primarily US dollars and euros, whereas our engineering and overhead costs are principally denominated in British
pounds sterling. In Norway, our contracts
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are denominated in Norwegian kroner and most costs incurred are in Norwegian kroner. In Japan, most contracts and costs incurred are
denominated in a currency other than Japanese yen, primarily US dollars. We attempt to minimize our exposure to foreign currency exchange
rate risk by requiring settlement in our functional currencies, when possible. We do not currently enter into forward contracts or other
currency-related derivative hedge arrangements.

Interest rate

Our financial instruments are subject to changes in interest rates, including our revolving credit facilities, export sales credit facility and
short-term investments. We invest our excess cash in short-term highly liquid investments and our investment objective is to preserve principal
and maintain liquidity. As of December 31, 2008, we had $13.0 million outstanding under our credit facilities. Based on past market movements
and possible near-term market movements, we do not believe that potential near-term losses in future earnings, fair values or cash flows from
changes in interest rates are likely to be material.

Item 8. Financial Statements and Supplementary Data
Our consolidated financial statements for the years ended December 31, 2008, 2007 and 2006, as applicable, along with the reports of our
management and our Independent Registered Public Accounting Firm, are set forth below.
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Management s Report on Internal Control over Financial Reporting

Management of the Company is responsible for establishing and maintaining effective internal control over financial reporting, as defined in
Rules 13a-15(f) under the Securities Exchange Act of 1934. Our internal control over financial reporting is designed to provide reasonable
assurance to the Company s management and board of directors regarding the preparation and fair presentation of published financial statements
for external purposes in accordance with generally accepted accounting principles. Our internal control over financial reporting includes those
policies and procedures that: (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the Company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of
financial statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the Company are being
made only in accordance with authorizations of management and directors of the Company; and (3) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use or disposition of the Company s assets that could have a material effect on the
financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Therefore, even those
systems determined to be effective can provide only reasonable assurance with respect to financial statement preparation and presentation. Also,
projections of any evaluations of effectiveness to future periods are subject to risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

We assessed the effectiveness of the Company s internal control over financial reporting as of December 31, 2008. In making this assessment, we
used the