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Fellow Shareholders:

It is our pleasure to report to you that your management team produced another record year:
e Revenues up 36% to $415 million.
e Net Income up 25% to $18 million.
e Earnings per share up 8%.

We started 2008 with backlog of appnately $450 million, and in spite of a difficult
market in most of our operating regions, we managed to replace contracts as we built out the work.
At year end, backlog stood at $448 million, giving us a good starting point for 2009.

Our Five Year Busirnes Plan calls for average growth of 18% to 20% per year. We are
happy to say that we have exceeded that plan for the last five years and believe that we are in good
shape to continue that success. During 2008 our organic growth slowed down a bitipateahti
With the acquisition of Road and Highway Builders (RHB) in Nevada, we achieved the increase in
revenues indicated above. Whil e we donodt di s
competitive reasons, we can assure you that RHB exceedeaxkpectations. As we move through
the next five years and beyond, we plan on closing the right acquisitions at a pace of one every 18 to
24 months to help drive our expansion.

During 2008 we continued to invest cash flow in ldagn, incomeproducingassets. We
spent approximately $20 million on new and replacement construction equipment, and on the
completion of an addition to our office facility in Houston. Capital expenditures in 2008 were down
from the past couple of years, when we needed to cadidrete plants and other specialized
equipment to enhance our competitive posture. With the markets tightening somewhat, pending
potential stimulus impacts, our current plans call for a further reduction in capital expenditures for
2009.

We have and wilcontinue to manage our balance sheet with care. At December 31, 2008,
Sterling had over $159 million in equity, $95 million in working capital and $55 million in-teng
debt. As we have emphasized in the past, the strength of our balance shiedlifocrour growth
plans because both our bank and bonding company rely heavily on a conservatimatyed and
healthy balance sheet in providing us with the business lines we need for successful execution of our
plans.

As we are writing this lettethe nation is facing considerable economic uncertainty. Sterling
is not immune to the potential impacts of a slowing economy. However, we feel comfortable in our
current position. First, we have a substantial backlog to maintain revenue flow andbijtitgfita
through the first two quarters of 2009. In addition, the budget indications from the Department of
Transportation in both Texas and Nevada are encouraging. When we add the likely impacts of the
feder al government 6s s are fortalgood ang potemtially robust magkatp e c t e
later this year.

Let us close by assuring you that Sterling has strong and experienced management and work
crews, who are dedicated to the lelegm success of your company. With their hard work and the
strengh of our balance sheet, we stand ready to take advantage of the opportunities which we believe
will develop in the next 12 to 24 months. We sincerely thank you for your continuing confidence in
us.

/sl Patrick T. Manning /sl Joseph P. Harper, Sr.
Chairman & Chief Executive Officer President & Chief Operating Officer
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PART I
Cautionary Comment Regarding Forward-Looking Statements

This Report includes statements that are, or mayohsideredo be, "forwardlooking statements"
within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities
Exchange Act of 1934. These forwdabking statements are included throughout this Report,
including in thesections entitled "Business," "Risk Factojd"Management's Discussion and
Analysis of Financial Condition and Results of Operation" and relate to matters such as our industry,
business strategy, goals and expectations concerning our market pasitiompperations, margins,
profitability, capital expenditures, liquidity and capital resources and other financial and operating
information. We have used the words "anticipate,” "assume," "believe," "budget," "continue,"
"could,"” "estimate," "expect,"fbrecast, " future,” "intend," "may," "plan," "potential,” "predict,"
"project,”"should,” "will," "would" and similar terms and phrases to identify forwimaking
statements in this Report.

Forwardlooking statements reflect our current expectatioganging future events, results or
outcomes. These expectations may or may not be realized. Some of these expectations may be
based upon assumptions or judgments that prove to be incorrect. In addition, our business and
operations involve numerous risksd uncertainties, many of which are beyond our coritrat,

could result in our expectations not being realized or othewoigiel materially affect our financial
condition, results of operations and cash flows.

Actual events, results and outcomes rddfer materially from our expectations due to a variety of
factors. Although it is not possible to identify all of these factors, they include, among others, the
following:
A delays or difficulties related to ttemmencement arompletion of contractsncluding
additional costs, reductions in revenues or the payment of completion penalties or liquidated
damages;

A actions of suppliers, subceattors, customers, competitors, banks, surety providetothers
which are beyond our contrmicluding supliers' and subcontractor's failure to perform

A theeffects ofestimates inherent in our percentae&ompletion accounting policiéscluding
onsite conditions that differ materially from those assumexiioriginal bid, contract
modifications, mechacal problems with our machinery or equipment and effects of other risks
discussedhn this document

A cost escalations associated with our fixak price contracts, including changes in availability,

proximity and cost of materials such as steel, agtecraggregate, oil, fuel and other
construction materials and cost escalations associated with subcontractors and labor;

A our dependence on a few significant customers;

A adverse weather conditionslthough we prepare our budgets and bid contracedbas
historical rain and snowfall patterns, the incident of rain, snow, hurricanes, etc., may differ
significantlyfrom these expectations

A the presence of competitors with greater financial resothegswe havand the impact of
competitive serviceand pricing;

A changes in general economic conditions and resulting reductions or delays, or uncertainties
regarding governmental funding for infrastructure services;

A adverse economic conditions in our markets in Texas and Nevada;

A our ability to sucessfully identify, complete and integrate acquisitions;

A citations issued by any government authority, including the Occupational Safety and Health

Administration;




A the current instability of financial institutions could cause losses on our cash and cas
equivalents and sheterm investmentsand

A the other factors discussed in more detaitem JA. & Risk Factors

In reading this Report, you should considerde factors carefully in evaluating any forwérdking
statements angbu are cautioned ndb place undue reliance amyforward-looking statements.
Although we believe that our plans, intentions and expectations reflectadsunggested hyhe
forward-looking statements that we make in tRisportare reasonable, we can provide no assgran
thattheywill be achieved.

The forwardlooking statements included this Reporare made only as of the date of tRisport
and wedo notundertake to update any information contained inRigportor to publicly release the
results of any revisiamito any forwardooking statements to reflect events or circumstances that
occur, or that we become aware of after the date oRrt except as may be required by
applicable securities laws.

Item 1. Business

Access to the Company's Filings

The Company's Websitelr'he Company maintains a websiteratw.sterlingconstructionco.coon

which our latest Annual Repbon Form 16K, recent Quarterly Reports on Form-@QQ recent

Current Reports on Formi8, any amendments to those filings, and other filings may be accessed

free of chargehrough a link to the Securities and Exchange Commission's website where those

repats are filed. Our website also has recent press releases, the Company's Code of Business

Conduct & Ethics and the charters of the Audit Committee, Compensation Committee, and Corporate
Governance & Nominating Committee of the Board of Directors. Infoomds also provided on

the Companpbewéwhi ptbeedures. Our website cont
purposes only. It should not be relied upon for investment purposes, and none of the information on

the website is incorporated intiois Report by this reference to it.

The Securities and Exchange Commission (SERe public may read and copy any materials filed
by the Company with the SEC at the SEC's Public Reference Room aSt@2& NE, Room 1580,
Washington, DC 20549. Thmublic may obtain information on the operation of the Public Reference
Room by calling the SEC at80-SEG0330 (1800-7320330). The SEC also maintains an Internet
site atwww.sec.gown which you can obtain reports, gyoand information statements and other
information regarding the Company and other issuers that file electronically with the SEC.

Overview of the Company's BusinesSterling Construction Company,dnwas founded in 1991 as
a Delaware corporation. Our principal executive offices are located at 20810 Fernbush Lane,
Houston, Texas 77073, and our telephone number at this address is (280982 10ur
construction business was founded in 1955 by dgmessor company in Michigan and is now
operated by our subsidiaries, Texas Sterling Construction Co., a Delaware corpordi@C'or
Road and Highway Builder&LC, a Nevada limited liability company, 6RHB", Road and
Highway Builders Inc. a Nevadaxporation, of'RHB Inc."and Road and Highway Builders of
California, Inc., a Californi@orporationor "RHB Cal". The terms "Company", "Sterling”, and "we"
refer to Sterling Construction Company, Inc. and its subsidiaries except when it is cleavdbat th
terms mean only the parent company.

Sterling is a leading heavy civil construction company that specializes in the building, reconstruction
and repair of transportation and water infrastructure. Transportation infrastructure projects include
highwaysroads, bridges and light rail. Water infrastructure projects include water, wastewater and
storm drainage systems. Sterling provides general contracting services primarily to public sector
clients utilizing its own employees and equipment, includingeadoag, concrete and asphalt

paving, installation of largdiameter water and wastewater distribution systems; construction of
bridges and similar large structures; construction of light rail infrastructure; coaactsphalt
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batch plant operatigronaete crushing anthining aggregatesSterlingperformsthe majority of the
work required by its contracts with its own crews, and generally engages subcontractors only for
ancillary services.

Although we describe our business in this report in terms afdha&ces we provide, our base of
customers and the geographic areas in which we operate, we have concluded that our operations
comprise one reportable segment pursuant to Statement of Financial Accounting Standard$ No. 131
Disclosures about Segmentsanf Enterprise and Related Informatidn.making this determination,

we considered that each project has similar characteristics, includes similar services, has similar
types of customers and is subjecstmilar regulatoryand economienvironmens. We organize,

evaluate and manage our financial information around each project when making operating decisions
and assessing our overall performance.

Sterling has a history of profitable growth, which we have achieved by expanding both our
service profile ad our market areas. This involves adding services, such as concrete operations,
in order to capture a greater percentage of available work in current and potential markets. It
also involves strategically expanding operations, either by establishingch loféine in a new
market, often after having successfully bid on and completed a project in that market, or by
acquiring a company that gives us an immediate entry into a market. Sterling extended both its
service profile and its geographic market reatth the2007acquisition ofRHB, a Nevada
construction company

Sterling operates in Texas and Nevada, two states that management believes benefit from both
positive longterm demographic trends as well as an historical commitment to funding trangportati
and water infrastructure projects. From 2000 to 2006, the population of Texas grew 12.7% and the
population of Nevada 24.9%xpenditures for transportatiaapital expendituieby the Texas
Department of Transportation ("TXDOT") in 2009 are projedtelde $2.Dillion. In the November
2007election, Texas voters approved the issuance of $5 billion of bonds for highway improvements
which TXDOT proposes to include in its 2010 and 2011 buddetdlevada, tota¢stimated
highwaycapital expenditureis 2009 are projected to be $4@illion. These amounts do not

include any additional funds that may be received for highway infrastruenstructiorfrom the
federalgovernment'secently enactedconomiestimuluslegislation Management anticipatesat
continued population growth and increased spending for infrastructure in these markets will
positively affect business opportunities over the coming years.

On October 31, 2007, wacquired our Nevada operatgonith our purchasef an interest in RHB

which is headquartered in Reno, Nevada. RHB is a heavy civil construction business focused on the
construction of roads and highways throughout the state of Nevaljahrough RHB Incoperates

an aggregates quarryVe paid $53 million to acqui91.67% equity interest in RHBnd a 100%

equity interest in RHB Inc The remaining 8.33% interestRHB is owned by Richard Buenting,

the chief executive officer of RHBvho continues to run RHB as part of our senior management

team andhis ownership intest can be put to or called by us in 2011.

Our Business StrategyKey features of our business strategy include:

Continue to Add Construction CapabilitieBy adding capabilities that augment our core
constructio competencies, we are able to improve gross margin opportunities, more effectively
compete for contracts, and compete for contracts that might not otherwise be available to us.

Increase our Market Leadership in our Core Mark&¥ have a strong presenoe number of
attractive growing markets in Texas and Nevada in which we intend to continue to expand our
presence.

Apply Core Competencies Across our Mark&i&e intend to capitalize on opportunities to export our
Texas experience constructing bridged avater and sewer systems into Nevada markets. Similarly,




we believeour experience in aggregates and asphalt paving matgribisvada mappen new
opportunities for us in our Texas markets.

Expand into Attractive New Markets and Selectively Pursudesfi@mAcquisitions We will

continue to seek to identify attractive new markets and opportunities in select westghvestern

and southeastern U.S. markets. We will also continue to assess opportunities to extend our service
capabilities and expand omarkets through acquisitions.

Position our Business for Future Infrastructure Spendisgvidenced by thiederal government's

recently enactedconomic stimulugegislation we believe there is a growing awareness of the need

to build, reconstructande pai r our countryds infrastructure,
drainage systems, as well as transportation infrastructure such as bridges, highways and mass transit
systems. We will continue to build our expertise to capture this infrasteugpending.

Continue to Develop our Employed¥ebelieve that our employees &ey to the successful
implementation of our business strategy, and we will continue allocating significant resources in
order to attract and retain talented managers andssigey and field personnel.

Our Markets

We operate in the heavy civil construction segment for infrastructure projects in Texas and Nevada,
specializing in transportation and water infrastruct&kieB Cal has bid on cofrsiction projects in
California, but has not been awarded any such projects.

Demand fortransportation and watarnfrastructure depends on a variety of factors, including overall
population growth, economic expansion and the vitality of the market aredsch we operate, as

well as unique local topographical, structural and environmental issues. In addition to these factors,
demand for the replacement of infrastructure is driven by the general aging of infrastructure and the
need for technical improvesnts to achieve more efficient or safer use of infrastructure and
resources. Funding for this infrastructure depends on federal, state and local authorizations.

According to the 2006 census, Texas is the second largest state in population in the LRS.5with

million people and a population growth of 12.7% since 2000, almost double the 6.4% growth rate for
the U.S. as a whole over the same period. Three of the 10 largest cities in the U.S. are located in
Texas and we have operating divisions in each ddelmties: Houston, Dallas/Ft. Worth and San
Antoni o. Nevada has undergone even more rapid
24.9% since 2000 to 2.5 million people in 2006.

Our highway and bridge work is generally funded through federal atel stéhorizations. The

federal government enacted the SAFETFEA bill in 2005, which authorized $286 billion for
transportation spending through 2009. Of this total, the Texas Department of Transportation
(ATXDOTO) and the NevadaomepaND@&D) wer drangpgho
approximately $14.5 billion and $1.3 billion, respectively, over the five years of the authorization.
Actual SAFETEALU appropriations have been somewhat reduced from the original allocations. The
USDOT proposed budgeinder SAFETEALU for the FederalAid Highways Program requests

$39.4 billion of federal financial assistance to the States for 2009 versus actual appropriations of
$41.2 billion for 2008 and $38.0 billion for 2007.

In January, 2009, the 2030 Committeppainted by TXDOT at the request of the Governor of the
State of Texas, submitted its draft report of the transportation needs of Texas. The report indicated
that the population of Texas is projected to grow at close to twice the U.S. rate with theigopdla

Texas growing from 23.5 million in 2006 to between 30.5 million and 40.5 million in 2030. The
report stated that "With this population increase expected by 2030, transportation modes, costs and
congestion are considered a possible roadblock tasl @xojeadgrowth and prosperity.”

The report further indicated that Texas needs to spend approximately $313.0 billion (in 2008 dollars)
over the 22 year period from 2009 through 2030 to prevent worsening congestion and maintain




economiccompetitivenes®n its urban highways and roads, improve congestion/safety and partial
connectivity on its rural highways and bridge replacement.

While TXDOT officials have indicated potential sheerm funding shortfalls and reductions in
spending on transportation,etif XDOT budget for 2009 for transportation construction projects is
$2.9 billion versus estimated expenditures of $2.1 billion in 2008 and actual expenditures of $2.7
billion in 2007. Without any new funding resources beyond what are currently availsa&TT
estimates that the annual transportation construction project amounts would be $2.7 billion and $2.4
billion for 2010 and 2011, respectively.

To supplement these projected amounts for 2010 and 2011, TXDOT has proposed that all funds
deposited in thé&tate Highway Fund be made available to support transportation construction and
maintenance projedisthis would increase highway improvement expenditures by approximately
$700 million in each of those years to $3.4 billion in 2010 and $3.1 billion in ZBdrther, TXDOT

has proposed that the general obligation bonds approved by the voters of Texas in 2007 be
appropriated for transportation expenditures in 2010 and 2011, which would add $2.0 billion and
$2.3 billion in 2010 and 2011, respectively, to thmwe amounts. Assuming all these additional
amounts are authorized, total TXDOT transportation expenditures would be approximately $5.4
billion in each of the years 2010 and 2011.

In Texas, substantial funds foansportationnfrastructure spending arésa being provided by toll
road and regional mobility authorities for the construction of toll and-fhasagh toll highways and
roads.

NDOT transportation construction expenditures totaled $449.2 million in 2006 and $455.5 million in

2007. NDOT fors 2008 waddg 20@9 includes $355.0 million and $420.9 million for
transportation capital expenditures, respectively. Projections by NDOT for 2010 and 2011
transportation capital expenditures are $400

highway system needs are expected to be $11 billion by 2015; however, it has also stated that
Nevada is currently facing a $3.8 billion shortfall (in 2006 dollars) for the 10 largest projects planned
for completion in 2015.

On February17, 2009 the American Reovery and Reinvestment Act g€onomiestimulus
legislatiorf) was enacted by the federal governmeatt authorizes$26.7 billion for highway and
bridge constructionA significant portion of hese funds will be used for reathygo, quick spending
highwayprojects for which contracts can be awarded quic8tatesare requiredsubject to certain
exceptionsto obligate 50 percent of the apportionment with2® daysof the apportionmentr lose
50 percent of the funds not obligated in that period of .tinsgates would dfurther required to
obligate thesecond 50 percent of their apportionmeiithin one year of the apportionmeniThe
highway funds will be apportioned to States according to the SAFHIEformulawhich would be
approximately $2& billion for Texas and k2 billion for Nevada. In addition, the legislation
includes $6.4 billion for mas$transit and high speedrailways and $7.4 billion for water
infrastructure.

Accordingly, aggregateontractiettings including stimulus fundsvould be $4.1 billion in 2009 and
$6.6 billion in2010in Texas and $521 million in 2009 and $500 million in 2010 in NeMaased on
the currently proposetXDOT and NDOTbudges and strategic plans

Our water and wastewater, underground utility, lgdit transt and norhighway paving work is
generally funded by municipalities and other local authorities. While the size and growth rates of
these markets is difficult to compute as a whole, given the number of municipalities, the differences
in funding sources andariations in local budgets, management estimates that the municipal markets
in which we operate are providing fundimg excess of $1 billion annually. Two of the many
municipalities that we perform work for are discussed bétmvprojects

The City of Houston estimated expenditures for 2008 on storm drainage, street and traffic, waste
water and water capital improvememsre $721 million. While the budget for these improvements
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for 2009 has not yet been approved, the most recently adoptegefiveecpital improvement plan
includes $612 million in 2009, $35million in 2010 and $50 million in 2011 for such
improvements and projecthiowever,prior to the recent enactment of the federal government's
economiestimulus legislationthe Mayor of the Cityof Houston indicateche would defer $200
million of the 2009 improvements to future years.

The City of San Antonio has adopted a-gear capital improvement plan for 2009 through 2014
which includes $43 million for streets ($124 million in 2009) and ®#illion for drainage ($103
million in 2009). The expenditures will be partially funded by the $550 million bond program that
the voters of the City of San Antonio approved in May 2007. Included in those bonds was $307
million for streets, bridges and sidalks improvements and $152 million for drainage improvements
to be built over the period 2007 through 2012.

We also do work for other cities, counties, business area redevelopment authorities and regional
authorities in Texas which have substantial watel transportation infrastructure spending budgets.

I n addition, whil e we currently have no munici
capital improvement plaproposesxpenditures for public works of $807 million for the years 2009
through 2013, including $311 million in 2009. The City Council of Las Vegas recently directed the

city staff to delay capital improvement projects that will require additional staffing for one to two
years which may cause significant deferrals construction pojects However, management

believes there will be opportunities for the Company to bid on and obtain municipal work in Las
Vegas as welhsReno and Carson City.

While our business does not include residerstial commerciainfrastructure work, theewere falt

off in new projects in those markdts Nevada and to a lesser extent in Texas, has caused a softer
bidding climate in our infrastructure markets and has caused some residewti@iommercial
infrastructure contractors to bid gablic sectotransportation and water infrastructure projects, thus
increasing competition and creating downward pressure on bid prices in our marketse and

other factors could adversely affect our ability to maintain or increase our backlog through successful
bids for new projects and could adversely affect the profitability of new projects that wbtaio
through successful bids.

Recent reductions in miles driven in the U.S. and more fuel efficient vehicles are retheing
amount offederal and state gasolinexés and tolls collected. Additionally, the current credit crisis

may limit the amount of state and local bonds that can be sold at reasonable terms. Further, the
nationwide decline in home saldbge increase in foreclosures and a prolonged recession esait r

in decreases in user fees and property and sales taxes. These and other factors could adversely affect
transportation andiaterinfrastructure capital expenditures in our markets.

Due to increased competition aodr concern about a possible declinethe future levelof bid
opportunities, the Company has submitted some of its more recent bids at margins that are lower than
bids submitted earlier in 2008 and 2007. The resulting lower margin jobs may affect gross margins
recognized in the financialtaements for several quarters subsequent to December 31, 2008.
Assuming TXDOT moves forward in 2009 with its planned level of spending, we expect to have
bidding opportunities that could allow our gross profit margins to return to more historic levels.

While the bidding climate varies by locality, we continue to bid projects that fit our expertise and
current criteria for potential revenues and gross margins after giving consideration to resource
utilization, degree of difficulty in the projects, amouritsubcontracts and materials and project
competition. Our markets are softer and more competitive in the current economic climate.
Management believes that the Company has the resources and experience to continue to compete
successfully for projects asaynbecome available.

Our Customers For decades, we have concentrated our operations in Texas. We are headquartered
in Houston, and we serve the top markets in Texas, including Houston, San Antonio, Dallas/Fort
Worth and Austinln 2007, we expanded ourperations into Nevada.
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Although we occasionally undertake contracts for private customers, the vast majority of our
contracts are for public sector customers. In Texas, these customers include TXDOT, county and
municipal public works departments, the M@btan Transit Authority of Harris County, Texas (or
Metro), the Harris County Toll Road AuthoritiJorth Texas Transit Authoritfor NTTA), regional
transitand watemuthorities, port authorities, school districts and municipal utility districts. In
Nevada,our primary public sector customer has been ND@T2008, state highway work

accounted for 68% of our consolidated revenues, compared with 68% in 2007 and 67% in 2006.

Our largest revenue customer is TXDOT. In 0€bntracts with TXDOT represent88.2%of our
revenues In 2008 contracts with NDOT represent2d.3%of our revenues.The North Texas
Tollroad Authority represented 6.4% of our revenuesboth Texas and Nevada, we provide
services to these customers exclusively pursuant to cananaetrded through competitive bidding
processes.

In Texas, our municipal customers2@08included theCity of Houston(8.5%of our2008

revenues)City of San Antonio4.2% of our revenuesgnd Harris County, Texd4.4%of our 2008
revenues)ln the pag wehave also completed the construction of certain infrastructure for new light
rail systems in Houston, Dallas and Galveston. We anticipate that revenues obtained €dmeghe

of Houstonand San Antoniavill continue to increase due to #emetropditan area'steady gain in
population through migration of new residentge annexation of surrounding communitées the
continuing programs to expand storm water and flood control systems and deliver water to suburban
communitiesWe provide servicet® our municipal customers exclusively pursuant to contracts
awarded through competitive bidding processes.

Competition Our competitors are companies that we bid against for construction contracts. We
estimate that Sterlgnhasin excess 060 competitors in the Texasd Nevadanarkets that we
primarily serve, and they include large national and regional construction companidisassmany
smaller contractorsHistorically, the construction business has not typicatuired large amounts

of capital, which can result in relative ease of market entry for companies possessing acceptable
gualifications.

Factors influencing our competitiveness include price, our reputation for quality, our equipment fleet,
our financialstrengthour surety bonding capacity and prequalification, our knowledge of local
markets and conditions, and our project management and estimating abilities. Although some of our
competitors are larger than we are and may possess greater resourcesi@mpoce vertically

integrated services, we believe that we are-pedlitioned to compete effectively and favorably in

the markets in which we operate on the basis of the foregoing factors.

We are unable to determine the size of many competitors betaysare privately owned, but we
believe that we are one of the larger participants in our Texas markets and one of the largest
contractors in Houston engaged in municipal civil construction work. In Nevada, we beliewe that
area leading asphalt pavirgpntractor in suburban and rural highway projects. We believe that being
one of the largest firms in the Houston municipal civil construction market provides us with several
advantages, including greater flexibility to manage our backlog in order to $elzdudeploy our
workforce and equipment resources more efficiently; moreeftettive purchasing of materials,
insurance and bonds; the ability to provide a broader range of seaharegherwise would be

provided through subcontractors; and the lawdity of substantially more capital and resources to
dedicate to each of our contracts. Because we own and maintain most of the equipment required for
our contracts and have the experienced workforce to handle many types of municipal civil
constructionyve are able to bid competitively on many categories of contracts, especially complex,
multi-task projects.

In the state highway markets, most of our competitors are large regional contractors, and individual
contracts tend to be larger and require moeeigized skills than those in the municipal markets.
Some of these competitors have the advantage of being more veititadsated, or they specialize

in certain types of projects such as construction over water. However those competitors, particularly
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in Texas, often have the disadvantagbaifing to usetemporaryJocal workforce to complete each
of their state highway contracts. In contrast,hagea permanent workforce who performsr state
highway contracts in TexaBoweverwe do rely on agmporary, unionized workforce for
performance of a portion of our state highway contracts in Nevada.

ContractBacklog

Contract backlog is our estimate of tlewenueghat we expect toealizein future periods onur
construction contracts. We add the revenue value of new contracts to our contract backlog, when we
are the low bidder on a public sector contract and have determined that there are no apparent
impediments to award of the contract. As constructionusrcontracts progresses, we increase or
decrease contract backlog to taki account changes in estimated quantities under fixed unit price
contracts, as well as to reflect changed conditions, change orders and other variations from initially
anticipatedcontract revenues and costs, including completion penalties and bonuses. We subtract
from contract backlog the amounts veeognize as revenues contracts.

Our backlog of construction projects was $448 million at December 31, 2008, versus backlog of
$450 million at December 31, 2007. During 2008, we were award&d iillion in new contracts

and change orders and recognized revenues earned ®frdidn. The reduction in backlog was

due to increased competition for contracts and economic conditiarertain of our markets. To
date, the Company has hadmaterialproject cancellations or scope reductions in any of its backlog
as a result of reduced funding authorization.

Of the contract backlog at December 2008 approximateh$379million is scheduled for
completion in2009 At December 312008 wehad nocontracts in backlog which had not been
officially awardedto us

Substantially all of the contracts in our contract backlog may be canceled at the election of the
customer; however, we hamet been materially adversely affected by contract cancellations or
modifications in the past. See the section below entitBahtracts Contract Management
Process."

Contracts

Types of ContractsWe provide our serves by using traditional general contracting arrangements,
which are predominantly fixed unit price contracts awarded based on the lowest bid. A small amount
of our revenue is produced under change orders or emergency contracts arranged on a cost plus basis

Fixed unit price contracts are generally used in competitivielypublic civil construction contracts

and, to a lesser degree, building construction contracts. Contractors under fixed unit price contracts
are generally committed to provide all of theawarces required to complete a contract for a fixed

price per unit. Fixed unit price contracts generally transfer more risk to the contractor but offer the
opportunity, under favorable circumstances, for greater profits. Thesaasrdare generally sulgje

to negotiated change ordefrequently dueo differencesn site conditions from those anticipated

when the bid is placed. Some contracts provide for penalties if the contract is not completed on time,
or incentives if it is completed ahead of schedul

Contract Management Proces#/e identify potential contracts from a variety of sources, including
through subscriber services that notify us of contracts out for bid, through advertisements by federal,
state and local governmental entities, throughbmsiness development efforts and through meetings
with other participants in the construction industry. After determining which contracts are available,
we decide which contracts to pursue based on such factors as the relevant skills tequettac

size and duration, the availability of our personnel and equipment, the size and makeup of our current
backlog, our competitive advantages and disadvantages, prior experience, the contracting agency or
customer, the source of contract funding, geogralpleetion, likely competition, construction risks,

gross margin opportunities, penalties or incentives and the type of contract.




As a condition to pursuing certain contracts, we are sometimes required to complete a
prequalification process with the applita agency or customer. Some customers, such as TXDOT

and NDOT, require yearly prequalification, and other customers have experience requirements
specific to the contract. The prequalification process generally limits bidders to those companies with
theoperational experience and financial capability to effectively complete the particular contract in
accordance with the plans, specifications and construction schedule.

There are several factors that can create variability in contract performance andlfresntiz

compared to our bid assumptions on a contract. The most significant of these include the
completeness and accuracy of our original bid analysis, recognition of costs associated with added
scope changes, extended overhead due to customer anéngeadlys, subcontractor performance
issues, changes in productivity expectations, site conditions that differ from those assumed in the
original bid, and changes in the availability and proximity of materials. In addition, each of our
original bidsisbasd on the contract customerds esti mates
contract If the quantities ultimately needed are different, our backlog and financial performance on
the contract will change. All of these factors can lead to inefficiengiesntract performance, which

can increase costs and lower profits. Conversely, if any of these or other factors is more positive than
the assumptions in our bid, contract profitability can improve.

The estimating process for our contracts in Texas tygizalolves three phases. Initially, we

consider the level of anticipated competition and our available resources for the prospective project.

If we then decide to continue considering a project, we undertake the second phase of the contract
process and gmdup to six weeks performing a detailed review of the plans and specifications,
summarize the various types of work involved and related estimated quantities, determine the
contract duration and schedule and highlight the unique and riskier aspeetsontiact.

Concurrent with this process, we estimate the cost and availability of labor, material, equipment,
subcontractors and the project team required to complete the contract on time and in accordance with
the plans and specifications. Substantiallyof our estimates are made on a-peit basis for each

line item, with the typical contract containing 50 to 400 line items. The final phase consists of a
detailed review of the estimate by management, including, among other things, assumptions
regardng cost, approach, means and methods, productivity, risk and the estimated profit margin.
This profit amount will wvary according to manag
contract, the current competitive climate and the size and makewp backlog. Our project

managers are intimately involved throughout the estimating and construction process so that contract
issues, and risks, can be understood and addressed on a timely basis.

Theestimatingprocess in Nevada primarily the resposibility of the management of those
operations. Managemergviewsall of the plans and specifications for a proposed pragstinates
the costs to complete the project and the risks involedssan appropriate profit level, and, based
on all of thatinformation,determinesvhether to submit a bid on the projdetior to submittal of any
proposals, estimates aviewedby Sterling management

To manage risks of changes in material prices and subcontracting costs used in tendering bids for
construdion contracts, we obtain firprice quotations from our suppligrexcept for fueland
subcontractors before submitting a bid. These quotations do not include any quantity guarantees, and
we have no obligation for materials or subcontract services bélyosd required to complete the
respective contracts that we are awarded for which quotations have been provided.

Beginning n January 2009, in order to reduce the volatility that we experienced in 2008 in our cost

of diesel and gasoline fuel, vetarted grocess of investing certain securities, the assets of which

are a crude oil commodity pool. The change in the unit price of these securities generally follows the
change in percentage terms of the price of crude oil. Since there is a strong corbelatieen the

price of crude oil andurdiesel and gasolineiel costs we believe that over future reporting periods,

the gains and losses on these securitiegevill tooffset the increases and decreases in the price we




pay for diesel and gasolinedithus reduce the effect of the volatility of such fu@dtson our results
of operations.There can, however, be no assurance that this process will be successful.

Substantially all of our contracts are entered into with governmental entities andarallge

awarded to the lowest bidder after a solicitation of bids by the project owner. Requests for proposals
or negotiated contracts with public or private customers are generally awarded based on a
combination of technical capability and price, takingpiconsideration factors such as contract
schedule and prior experience.

During the construction phase of a contract, we monitor our progress by comparing actual costs
incurred and quantities completed to date with budgeted amounts and the contradeszhed
periodically prepare an updated estimate of total forecasted revenue, cost and expected profit for the
contract.

During the normal course of most contracts, the customer, and sometimes the contractor, initiates
modifications or changes to the arigl contract to reflect, among other things, changes in quantities,
specifications or design, method or manner of performance, facilities, materials, site conditions and
the period for completion of the work. In many cases, final contract quantitiesiffiesfrom those

specified by the customer. Generally, the scope and price of these modifications are documented in a
Afchange ordero to the original contract and rev
normal change order provisions of the caotr We are often required to perform extra or change

order work as directed by the customer even if the customer has not agreed in advance on the scope
or price of the work to be performed. This process may result in disputes over whether the work
performed is beyond the scope of the work included in the original contract plans and specifications
or, even if the customer agrees that the work performed qualifies as extra work, the price that the
customer is willing to pay for the extra work. These dispotag not be settled to our satisfaction.

Even when the customer agrees to pay for the extra work, we may be required to fund the cost of the
work for a lengthy period of time until the change order is approved and funded by the customer. In
addition, any dy caused by the extra work may adversely impact the timely scheduling of other

work on the contract (or on other contracts) and our ability to meet contract milestone dates.

The process for resolving contract claims varies from one contract to anatherdgeneral, we

attempt to resolve claims at the project supervisory level through the normal change order process or,
if necessary, with higher |l evels of management
organization. Regardless of the process, whpaotential claim arises on a contract, we typically

have the contractual obligation to perform the work and must incur the related costs. We do not
recoup the costs unless and until the claim is resolved, which could take a significant amount of time.

Most of our construction contracts provide for termination of the contract for the convenience of the
customer, with provisions to pay us only for work performed through the date of termination. Our
backlog and results of operations have not been mateadligrsely affected by these provisions in

the past.

We act as the prime contractor on almost all of the construction contracts that we undertake. We
complete the majority of our contracts with our own resources, and we typically subconlyact
specialize activities such as traffic control, electrical systems, signage and trucking. As the prime
contractor, we are responsible for the performance of the entire contract, including subcontract work.
Thus, we are subject to increased costs associated witiltive of one or more subcontractors to
perform as anticipated. We manage this risk by reviewing the size of the subcontract, the financial
stability of the subcontractor and other factors. Although we generally do not require that our
subcontractors funish a bond or other type of security to guarantee their performance, we require
performance and payment bonds on many specialized or large subcontract portions of our contracts.
Disadvantaged business enterprise regulations require us to use our bsstoesicdbcontract a

specified portion of contract work performed for governmental entities to certain types of
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subcontractors, including minoritpnd womerowned businesses. We have not experienced
significant costs associated with subcontractor perfocassues.

Insurance and BondingAll of our buildings and equipment are covered by insuraatdeyels

which our management believes to be adequate. In addition, we maintain general liability and excess
liability insurance, all in amounts consistenttwour risk of loss and industry practice. We self

i nsure our wo r &nd health plan olamgbjacst@ stofjossnnsurance coverage.

As a normal part of the construction business, we are generally required to provide various types of
suretyand payment bonds that provide an additional measure of security for our performance under
public sector contracts. Typically, a bidder for a contract must post a bid bond, generally for 5% to
10% of the amount bid, and on winning the bid, must post anpeshce and payment bond for

100% of the contract amount. Upon completion of a contract, before receiving final payment on the
contract, a contractor must post a maintenance bond for generally 1% of the contract amount for one
to two years. Our ability tobtain surety bonds depends upon our capitalization, working capital,
aggregate contract size, past performance, management expertise and external factors, including the
capacity of the overall surety market. Surety companies consider such factorsa tighimount

of our backlog that we have currently bonded and their current underwriting standards, which may
change from time to time. As is customary, we have agreed to indemnify our bonding company for
all losses incurred by it in connection with bertat are issued, and we have granted our bonding
company a security interest in certain assets as collateral for such obligation.

Employees At February 152009 we hadapproximatelyl,200employees, including6 project
managers andpproximately60 superintendents who manage d2s fully-equipped crews in our
construction business. Of such employees, approximafeMere located in our Houston
headquartersvith most of the others being field personnel. Of our Nevadal@yees;70 are union
members represented by three unions.

Our business is dependent upon a readily available supply of management, supervisory and field
personnel. Substantially all of our employees who work on our contracts in Texas are a permanent
pat of our workforce, and we generally do not rely on temporary employees to complete these
contracts. In contrast, many of our employees who work on our contracts in Nevada are temporary
employees. In the past, we have been able to attract sufficient rauafilpersonnel to support the
growth of our operations.

We conduckxtensive safety training programs, which hallewed us to maintain a high safety
level at our worksites. All newhired employees undergo an initial safety orientation, and for
certaintypes of projects, we conduct specific hazard training programs. Our project foremen and
superintendents conduct weekly-site safety meetings, and our ftilhe safety inspectors make
random site safety inspections and perform assessments and traimiragiions are discovered. In
addition, all of our superintendents and project managers are required to complete an OSHA
approved safety course.

Item 1A. Risk Factors.

The risks described below are those wedwelito be the material risks we face. Any of the risk
factors described below could significantly and adversely affect our business, prospects, financial
condition results of operationsnd cash flows

Risks Relating to Our Business

If we are unable to accurately estimate the overall risks or costs when we bid on a contract that is
ultimately awarded to us, we may achieve a lower than anticipated profit or incur a loss on the
contract.

Substantially & of our revenues and backlog are typically derived from fixed unit price contracts.
Fixed unit price contracts require us to perform the contract for a fixed unit price irrespective of our
actual costs. As a result, we realize a profit on these contralgtef we successfully estimate our
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costs and then successfully control actual costs and avoid cost overruns. If our cost estimates for a
contract are inaccurate, or if we do not execute the contract within our cost estimates, then cost
overruns may caesus to incur losses or cause the contract not to be as profitable as we expected.
This, in turn, could negatively affect our cash flow, earnings and financial position.

The costs incurred and gross profit realized on such contracts can vary, sometsteagiallip,
from the original projections due to a variety of factors, including, but not limited to:

A onsite conditions that differ from those assumed in the original bid;

A delays caused by weather conditions;

A contract modifications creating unangiated costs not covered by change orders;

A changes in availability, proximity and costs of materials, including steel, concrete, aggregates
and other construction materials (such as stone, gravel, sand and oil for asphalt paving), as well
as fuel and lubcants for our equipment;

A inability to predict the costs of accessing and producing aggregates and purchasing oil,
required for asphalt paving projects;

A availability and skill level of workers in the geographic location of a project;

A our supplsiudbrcodta act o rdsedo variaus teasonsinctudingp er f or m
bankruptcy

A fraud or theft committed by our employessd management

A mechanical problems with our machinery or equipment;

A citations issued by any governmental authority, iniclgdhe Occupational Safety and Health
Administration;

A difficulties in obtaining required governmental permits or approvals;

A changes in applicable laws and regulations; and

A claims or demands from third parties alleging damages arising from ouowfdn the

project of which our work is patrt.

Many of our contracts with public sector customers contain provisions that purport to shift some or

all of the above risks from the customer to us, even in cases where the customer is partly at fault. Our
expeience has often been that public sector customers have been willing to negotiate equitable
adjustments in the contract compensation or completion time provisions if unexpected circumstances
arise. If public sector customers seek to impose contractuahiftkhg provisions more

aggressively, we could face increased risks, which may adversely affect our cash flow, earnings and
financial position.

Economic downturns or reductions in government funding of infrastructure projects could reduce our
revenues athprofits and have a material adverse effect on our results of operations.

Our business is highly dependent on the amount and timing of infrastructure work funded by various
governmental entities, which, in turn, depends on the overall condition of thenegothe need for

new or replacement infrastructure, the priorities placed on various projects funded by governmental
entities and federal, state or local government spending levels. Spending on infrastructure could
decline for numerous reasons, includderreased revenues received by state and local governments
for spending on such projects, including federal funding. For example, state spending on highway
and other projects can be adversely affected by decreases or delays in, or uncertainties regarding,
federal highway funding, which could adversely affect us. We are reliant upon contracts with the
Texas Department of Transportation, or TXDOT, and the Nevada Department of Transportation, or
NDOT, for a significant portion of our revenues. Recent pulditements bgtateofficials indicate
potential TXDOTand NDOTfunding shortfalls and reductions in spending.
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While our business does not include residential and commercial infrastructure work, the severe fall
off in new projects in those markets in Nesaahd to a lesser extent in Texas, has caused a softer
bidding climate in our infrastructure markets and has caused some residecti@iommercial
infrastructure contractors to bid on public sector transportation and water infrastructure projects, thus
increasing competition and creating downward pressure on bid prices in our markets. These and
other factors could adversely affect our ability to maintain or increase our backlog through successful
bids for new projects and could adversely affect the ataifity of new projects that we do obtain
through successful bids.

Recent reductions in miles driven in the U.S. and more fuel efficient vehicles are reducing federal

and state gasoline taxes and tolls collected. Additionally, the current credit cridisnh#ye

amount of state and local bonds that can be sold at reasonable terms. Further, the nationwide decline
in home sales, increase in foreclosures and a prolonged recession may result in decreases in user fees
and property and sales taxes. Theseddher factors could adversely affect transportation and water
infrastructure capital expenditures in our markets.

The cancellation of significant contracsour disqualification from bidding for new contractuld
reduce our revenues and profits andeha material adverse effect on our results of operations.

Contracts that we enter into with governmental entities can usually be canceled at any time by them
with payment only for the work already completed. In addition, we could be prohibited fromgoiddin
on certain governmental contracts if we fail to maintain qualifications required by those entities. A
cancellation of a unfinishedcontract or our debarment from the bidding process could cause our
equipment and work crews beidled for a significanperiod of time until other comparable work
became available, which could have a material adverse effect on our business and results of
operations.

We operate in Texas and Nevada, and any adverse change to the economy or business environment
in Texas or Neada could significantlgandadverselaffect our operations, which would lead to
lower revenues and reduced profitability.

We operate in Texas and Nevada, and our Texas operations are particularly concentrated in the
Houston area. Because of this concditrain specific geographic locations, we are susceptible to
fluctuations in our business caused by adverse economic or other conditions in these regions,
including natural or other disasters. A stagnant or depressed economy in Texas orddalchda
advergly affect our business, results of operations and financial condition.

Our acquisition strateqy involves a number of risks

In addition to organic growth of our construction business, we intend to continue pursuing growth
through the acquisition of compias or assets that may enable us to expand our projeesedsiland
capabilities, enlarge our geographic markets, add experienced management and increase critical mass
to enable us to bid on larger contracts. However, we may be unable to implemermvitissgrategy

if we cannot reach agreements for potential acquisitions on acceptable terms or for other reasons.
Moreover, our acquisition strategy involves certain risks, including:

A difficulties in the integration of operations and systems;
A difficulties applying our expertise in one market into another market;

A the key personnel and customers of the acquired company may terminate their relationships
with the acquired company;

A we may experience additional financial and accounting challenges antegitiepin areas
such as tax planning and financial reporting;

A we may assume or be held liable for risks and liabilities (including for environnretatd
costs and liabilities) as a result of our acquisitions, some of which we may not discovgr durin
our due diligence;
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A our ongoing business may be disrupted or receive insufficient management attention; and
A we may not be able to realize cost savings or other financial benefits we anticipated.

Future acquisitions may require us to obtain additieqaity or debt financing, as well as additional
surety bonding capacity, which may not be available on terms acceptable to us or at all. Moreover, to
the extent that any acquisition results in additional goodwill, it will reduce our tangible net worth,
which might have an adverse effect on our credit and bonding capacity.

Our industry is highly competitive, with a variety of larger companies with greater resources
competing with us, and our failure to compete effectively could reduce the humber of newtsontr
awarded to us or adversely affect our margins on contracts awarded.

Essentially all of the contracts on which we bid are awarded through a competitive bid process, with
awards generally being made to the lowest bidder, but sometimes recognizingater such as

shorter contract schedules or prior experience with the customer. Within our markets, we compete
with many national, regional and local construction firms. Some of these competitors have achieved
greater market penetration than we havihéhnmarkets in which we compete, and some have greater
financial and other resources than we do. In addition, there are a number of national companies in our
industry that are larger than we are and that, if they so desire, could establish a presence in ou
markets and compete with fg contracts. In some marketdere home building projects have

slowed, construction companies that lack available work in the home building market haveregun
alimited scalebidding on highwayand municipatonstruction ontracts. As a result, we may need to
accept lower contract margins in order to compete against competitors that have the ability to accept
awards at lower prices or have a-prasting relationship with a customer. If we are unable to

compete successfullg our markets, our relative market share and profits could be reduced.

Our dependence on subcontractors and suppliers of materials (including petoalseoimproducts)
could increase our costs and impair our ability to complete contracts on a timslgbatall, which
would adversely affect our profits and cash flow.

We rely on thirdparty subcontractors to perform some of the work on many of our contracts. We
generally do not bid on contracts unless we have the necessary subcontractors comrtited for
anticipated scope of the contract and at prices that we have included in our bid, except for trucking
arrangements needed for our Nevada operations. Therefore, to the extent that we cannot engage
subcontractors, our ability to bid for contracts maynbgaired. In addition, if a subcontractor is

unable to deliver its services according to the negotiated terms for any reason, including the
deterioration of its financial condition, we may suffer delays and be required to purchase the services
from anothesource at a higher price. This may reduce the profit to be realized, or result in a loss, on
a contract.

We also rely on thirgbarty suppliers to provide most of the materials (including aggre gesigisalt,
concrete, steel and pipe) for our contractsegekin Nevada whenge source and produce most of
ourown aggregates. We do not own or operate any quarries in Texas, and there are no naturally
occurring sources of aggregates in the Houston metropolitan area. We normally do not bid on
contracts unlessevhave commitments from suppliers for the materials required to complete the
contract and at prices that we have included in our bid, except for some aggnegases) our
Nevadaconstruction projects. Thus, to the extent that we cannot obtain comnstfran our
suppliers for materials, our ability to bid for contracts may be impaired. In addition, if a supplier is
unable to deliver materials according to the negotiated terms of a supply agreement for any reason,
including the deterioration of its finagial condition, we may suffer delays and be required to
purchase the materials from another source at a higher price. This may reduce the profit to be
realized, or result in a loss, on a contract.

Diesel fuel and other petroledbased products are utilideo operate the plants and equipment on
which we rely to perform our construction contracts. In additoin,asphalt plants and suppliers use
oil in combination with aggregates to produce asphalt usedriroad and highway construction
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projects. Decresed supplies of such products relative to demand, unavailability of petroleum

supplies due to refinery turnarounds, and other factors can increase the cost of such products. Future
increases in the costs of fuel and other petrolbased products used inrdusiness, particularly if

a bid has been submitted for a contract and the costs of such products have been estimated at
amounts less than the actual costs thereof, could result in a lower profit, or a loss, on a contract.

We may not accurately assess fjuality, and we may not accurately estimate the quantity,
availability and cost, of aggregates we plan to produce, particularly for projects in rural areas of
Nevada, which could have a material adverse effect on our results of operations.

Particularly br projects in rural areas of Nevada, we typically estimate these factors for anticipated
aggregate sources that we have not previously used to produce aggregates, which increases the risk
that our estimates may be inaccurate. Inaccuracies in our estnegaeding aggregates could result

in significantly higher costs to supply aggregates needed for our projects, as well as potential delays
and other inefficiencies. As a result, our failure to accurately assess the quality, quantity, availability
and cosbf aggregates could cause us to incur losses, which could materially adversely affect our
results of operations.

We may not be able to fully realize the revenue anticipated by our reported backlog.

Almost all of the contracts included in backlog are awaiolepublic sector customers through a
competitive bid process, with the award generally being made to the lowest bidder. We add new
contracts to our backlog, typically when we are the low bidder on a public sector contract and
management determines thia¢ite are no apparent impediments to award of the contract. As

construction on our contracts progresses, we increase or decrease backlog to take account of changes
in estimated quantities under fixed unit price contracts, as well as to reflect chang¢idrasndi

change orders and other variations from initially anticipated contract revenues and costs, including
completion penalties and bonuses. We subtract from backlog the amounts we bill on contracts.

Most of the contracts with our public sector custonears be terminated at their discretion. If a

customer cancels, suspends, delays or reduces a contract, we may be reimbursed for certain costs but
typically will not be able to bill the total amount that had been reflected in our backlog. Cancellation

of oneor more contracts that constitute a large percentage of our backlog, and our inability to find a
substitute contract, would have a material adverse effect on our business, results of operations and
financial condition.

If we are unable to attract and riet&ey personnel and skilled labor, or if we encounter labor
difficulties, our ability to bid for and successfully complete contracts may be negatively impacted.

Our ability to attract and retain reliable, qualified personnel is a significant factontizes us to
successfully bid for and profitably complete our work. This includes members of our management,
project managers, estimators, supervisors, foremen, equipment operators and laborers. The loss of the
services of any of our management could heveaterial adverse effect on us. Our future success

will also depend on our ability to hire and retain, or to attract when needed,-bigjléyg personnel.
Competition for these employees is intense, and we could experience difficulty hiring and retaining

the personnel necessary to support our business. If we do not succeed in retaining our current
employees and attracting, developing and retaining new hglfillgd employees, our reputation

may be harmed and our future earnings may be negatively impacted

In Texas, we rely heavily on immigrant labor. Any adverse changes to existing laws and regulations,
or changes in enforcement requirements or practices, applicable to employment of immigrants could
negatively impact the availability and cost of the skilpersonnel and labor we need, particularly in
Texas. We may not be able to continue to attract and retain sufficient employees at all levels due to
changes in immigration enforcement practices or compliance standards or for other reasons.
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In Nevada, a dustantialnumberof our equipment operators and laborers are unionized. Any work
stoppage or other labor dispute involving our unionized workforce would have a material adverse
effect on our operations and operating results in Nevada.

Our contracts may redre us to perform extra or change order work, which can result in disputes and
adversely affect our working capital, profits and cash flows.

Our contracts generally require us to perform extra or change order work as directed by the customer
even if the astomer has not agreed in advance on the scope or price of the extra work to be
performed. This process may result in disputes over whether the work performed is beyond the scope
of the work included in the original project plans and specifications the iEustomer agrees that the

work performed qualifies as extra work, the price that the customer is willing to pay for the extra
work. These disputes may not be settled to our satisfaction. Even when the customer agrees to pay
for the extra work, we may brequired to fund the cost of such work for a lengthy period of time

until the change order is approved by the customer and we are paid by the customer.

To the extent that actual recoveries with respect to change orders or amounts subject to contract
dispues or claims are less than the estimates used in our financial statements, the amount of any
shortfall will reduce our future revenues and profits, and this could have a material adverse effect on
our reported working capital and results of operationadtfition, any delay caused by the extra

work may adversely impact the timely scheduling of other project work and our ability to meet
specified contract milestone dates.

Our failure to meet schedule or performance requirements of our contracts coustydafiect us.

In most cases, our contracts require completion by a scheduled acceptance date. Failure to meet any
such schedule could result in additional costs, penalties or liquidated damages being assessed against
us, and these could exceed projeqiatfit margins on the contract. Performance problems on

existing and future contracts could cause actual results of operations to differ materially from those
anticipated by us and could cause us to suffer damage to our reputation within the industry and

among our customers.

Unanticipated adverse weather conditions may cause delays, which could slow completion of our
contracts and neqatively affect our revenues and cash flow.

Because all of our construction projects are built outdoors, work on our coigrsgkgect to
unpredictable weather conditions, which could become more frequent or severe if general climatic
changes occur. For example, evacuations in Texas due to Hurricaa@dRlt@resulted in our

inability to perform work on all Houstearea cotracts for several days. Lengthy periods of wet
weather will generally interrupt construction, and this can lead to witieation of crews and
equipment, resulting in less efficient rates of overhead recovery. For example,tbarimgt nine
monthsof 2007, we experienced an abesagerage number of days and amount of rainfall across our
Texas markets, which impeded our ability to work on construction projects and reduced our gross
profit. During thelatefall to early spring months of the year, ouonk on construction projects in
Nevada may also be curtailed because of snow and othedlimitikg weather. While revenues can

be recovered following a period of bad weather, it is generally impossible to recover the
inefficiencies, and significant pexs of bad weather typically reduce profitability of affected
contracts both in the current period and during the future life of affected contracts. Such reductions in
contract profitability negatively affect our results of operations in current and feguigals until the
affected contracts are completed.

Timing of the award and performance of new contracts could have an adverse effect on our operating
results and cash flow.

It is generally very difficult to predict whether and when new contracts wiffeeed for tender, as
these contracts frequently involve a lengthy and complex design and bidding process, which is
affected by a number of factors, such as market conditions, financing arrangements and
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governmental approvals. Because of these factorgesults of operations and cash flows may
fluctuate from quarter to quarter and year to year, and the fluctuation may be substantial.

The uncertainty of the timing of contract awards may also present difficulties in matching the size of
our equipment fleeand work crews with contract needs. In some cases, we may maintain and bear
the cost of more equipment and ready work crews than are currently required, in anticipation of
future needs for existing contracts or expected future contracts. If a conttaletyisd or an expected
contract award is not received, we would incur costs that could have a material adverse effect on our
anticipated profit.

In addition, the timing of the revenues, earnings and cash flows from our contracts can be delayed by
a numbeiof factors, including adverse weather conditions such as prolonged or intense periods of
rain, snow,storms or flooding, delays in receiving material and equipment from suppliers and
changes in the scope of work to be performed. Such delays, if they couald have adverse effects

on our operating results for current and future periods until the affected contracts are completed.

Our dependence on a limited number of customers could adversely affect our business and results of
operations.

Due to the sizeand nature of our construction contracts, one or a few customers have in the past and
may in the future represent a substantial portion of our consolidated revenues and gross profits in any
one year or over a period of several consecutive years. For examp0®, approximatelyp4.1%

of our revenueén Texaswas generated from three customers, and approxin@gedyoof our

revenuan Nevada wagenerated from one customer. Similarly, our backlog frequently reflects
multiple contracts for individual custeers; therefore, one customer may comprise a significant
percentage of backlog at a certain point in time. An example of this is TXDi@which we had

14 contractdn our backlog aDecembe3l, 2008 The loss of business from any one of such
customergould have a material adverse effect on ouirass or results of operations. Recent public
statements by TXDO#&nd NDOTofficials indicate potential funding shortfalls and reductions in
spendingBecause we do not maintain any reserves for payment tiefauefault or delay in

payment on a significant scale could materially adversely affect our business, results of operations
and financial condition.

We may incur higher costs to lease, acquire and maintain equipment necessary for our operations,
and themarket value of our owned eqguipment may decline.

We have traditionally owned most of the construction equipment used to build our projects. To the
extent that we are unable to buy construction equipment necessary for our needs, either due to a lack
of avdlable funding or equipment shortages in the marketplace, we may be forced to rent equipment
on a shorterm basis, which could increase the costs of performing our contracts.

The equipment that we own or lease requires continuous maintenance, for winnetiniaen our

own repair facilities. If we are unable to continue to maintain the equipment in our fleet, we may be
forced to obtain thirgbarty repair services, which could increase our costs. In addition, the market
value of our equipment may unexpectedécline at a faster rate than anticipated.

An inability to obtain bonding could limit the aggregate dollar amount of contracts that we are able to
pursue.

As is customary in the construction business, we are required to provide surety bonds to secure ou
performance under construction contracts. Our ability to obtain surety bonds primarily depends upon
our capitalization, working capital, past performance, management expertise and reputation and
certain external factors, including the overall capacitthefsurety market. Surety companies

consider such factors in relationship to the amount of our backlog and their underwriting standards,
which may change from time to time. Events that affect the insurance and bonding markets generally
may result in bondig becoming more difficult to obtain in the future, or being available only at a
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significantly greater cost. Our inability to obtain adequate bonding, and, as a result, to bid on new
contracts, could have a material adverse effect on our future revenbiegsamess prospects.

Our operations are subject to hazards that may cause personal injury or property damage, thereby
subjecting us to liabilities and possible losses, which may not be covered by insurance.

Our workers are subject to the usual hazardscested with providing construction and related

services on construction sites, plants and quarries. Operating hazards can cause personal injury and

loss of life, damage to or destruction of property, plant and equipment and environmental damage.
Weselfinsur e our wor ker s&6 c o mplessismsaranceocaverage.d\Ve also, s ubj
maintain insurance coverage in amounts and against the risks that we believe are consistent with

industry practice, but this insurance may not be adequate to colessak or liabilities that we may

incur in our operations.

Insurance liabilities are difficult to assess and quantify due to unknown factors, including the severity

of an injury, the determination of our liability in proportion to other parties, the nuofiliecidents

not reported and the effectiveness of our safety program. If we were to experience insurance claims

or costs above our estimates, we might also be required to use working capital to satisfy these claims
rather than to maintain or expand ayperations. To the extent that we experience a material increase

in the frequency or severity of accidents or wo
developments on existing claims, our operating results and financial condition could be materially

ard adversely affected.

Environmental and other requlatory matters could adversely affect our ability to conduct our business
and could require expenditures that could have a material adverse effect on our results of operations
and financial condition.

Our gperations are subject to various environmental laws and regulations relating to the management,
disposal and remediation of hazardous substances and the emission and discharge of pollutants into
the air and water. We could be held liable for such contdimimereated not only from our own

activities but also from the historical activities of others on our project sites or on properties that we
acquire or lease. Our operations are also subject to laws and regulations relating to workplace safety
and workethealth, which, among other things, regulate employee exposure to hazardous substances.
Immigration laws require us to take certain steps intended to confirm the legal status of our
immigrant labor force, but we may nonetheless unknowingly employ illegaigrants. Violations

of such laws and regulations could subject us to substantial fines and penalties, cleanup cests, third
party property damage or personal injury claims. In addition, these laws and regulations have
become, and enforcement practices emupliance standards are becoming, increasingly stringent.
Moreover, we cannot predict the nature, scope or effect of legislation or regulatory requirements that
could be imposed, or how existing or future laws or regulations will be administered orateeyp

with respect to products or activities to which they have not been previously applied. Compliance
with more stringent laws or regulations, as well as more vigorous enforcement policies of the
regulatory agencies, could require us to make substanpainditures for, among other things,

pollution control systems and other equipment that we do not currently possess, or the acquisition or
modification of permits applicable to our activities.

Ouraggregate quartgasein Nevada could subject us to cosind liabilities. As lessee and operator
of the quarrywe could be held responsible for any contamination or regulatory violations resulting
from activities or operations at the quarry. Any such costs and liabilities could be significant and
could mateilly and adversely affect our business, operating results and financial condition.

We may be unable to sustain our historical revenue growth rate.

Our revenue has grown rapidly in recent years. However, we may be unable to sustain these recent
revenue growh rates for a variety of reasons, including limits on additional growth in our current
marketsreduced spending by our customégss success in competitive bidding for contracts,
limitations on access to necessary working capital and investment ¢agitestain growth,
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limitations on access to bonding to support increased contracts and operations, inability to hire and
retain essential personnel and to acquire equipment to support growth, and inability to identify
acquisition candidates and succesgfatquire and integrate them into our business. A decline in our
revenue growth could have a material adverse effect on our financial condition and results of
operations if we are unable to reduce the growth of our operating expenses at the same rate.

Our growth has been funded in part by our utilization of net operating lossfoanrgrds, or NOLs,

to reduce the amounts that we have paid for income taxes, and we expect our NOLs to be fully
utilized in our 2008 federal income tax return. Paying taxesr@dllice cash flows from operations
compared to prior periods, as we will be required to fund the payment of taxes in 2008 and future
periods. To the extent that cash flow from operations is insufficient to fund future investments, make
acquisitions or prade needed additional working capital, we may require additional financing from
other sources of funds.

Terrorist attacks have impacted, and could continue to negatively impact, the U.S. economy and the
markets in which we operate.

Terrorist attacks, likéhose that occurred on September 11, 2001, have contributed to economic
instability in the United States, and further acts of terrorism, violence or war could affect the markets
in which we operate, our business and our expectations. Armed hostilitiesaregse, or terrorist
attacks, or responses from the United States, may lead to further acts of terrorism and civil
disturbances in the United States or elsewhere, which may further contribute to economic instability
in the United States. These attacksuamed conflicts may affect our operations or those of our
customers or suppliers and could impact our revenues, our production capability and our ability to
complete contracts in a timely manner.

Risks Related to Our Financial Results and Financing Plans

Actual results could differ from the estimates and assumptions that we use to prepare our financial
statements.

To prepare financial statements in conformity with GAAP, ngan@ent is required to make

estimates and assumptions, as of the date of the financial statements, which affect the reported values
of assets and liabilities, revenues and expenses, and disclosures of contingent assets and liabilities.
Areas requiring sigficant estimates by our management include: contract costs and profits and
application of percentagaf-completion accounting and revenue recognition of contract change order
claims; provisions for uncollectible receivables and customer claims and resooecosts from
subcontractors, suppliers and others; valuation of assets acquired and liabilities assumed in
connection with business combinations; and accruals for estimated liabilities, including litigation and
insurance reserves. Our actual resultdadiffer from, and could require adjustments to, those

estimates.

In particular, as is more fully discussedtem 70 Management 6 s Di scussion an
Financial Condition and Results of Operati®iCritical Accounting Policieswe recognize cordct

revenue using the percentagiecompletion method. Under this method, estimated contract revenue

is recognized by applying the percentage of completion of the contract for the period to the total
estimated revenue for the contract. Estimated contvases are recognized in full when determined.
Contract revenue and total cost estimates are reviewed and revised on a continuous basis as the work
progresses and as change orders are initiated or approved, and adjustments based upon the percentage
of compktion are reflected in contract revenue in the accounting period when these estimates are
revised. To the extent that these adjustments result in an increase, a reduction or an elimination of
previously reported contract profit, we recognize a creditatraage against current earnings, which

could be material.
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We may need to raise additional capital in the future for working capital, capital expenditures and/or
acquisitions, and we may not be able to do so on favorable terms or at all, which wouldumpair
ability to operate our business or achieve our growth objectives.

Our ability to obtain additional financing in the future will depend in part upon prevailedit and
equitymarket conditions, as well as conditions in our business and our opeestiity; such factors

may adversely affect our efforts to arrange additional financing on terms satisfactory to us. We have
pledged the proceeds and other rights under our construdidgracts to our bond suregnd we

have pledged substantially all @fir other assets as collateral in connection with our credit facility

and mortgage debt. As a result, we may have difficulty in obtaining additional financing in the future
if such financing requires us to pledge assets as collateral. In addition, undexddufacility, we

must obtain the consent of our lenders to incur any amount of additional debt from other sources
(subject to certain exceptions). If future financing is obtained by the issuance of additional shares of
common stock, our stockholdersaynsuffer dilution. If adequate funds are not available, or are not
available on acceptable terms, we may not be able to make future investments, take advantage of
acquisitions or other opportunities, or respond to competitive challenges.

We are subject tbhnancial and other covenants under our credit facility that could limit our
flexibility in managing our business.

We have a credit facility that restricts us from engaging in certain activities, including restrictions on
our ability (subject to certainxeeptions) to:

A make distributiongpaydividendsand buy back shares

incur liens or encumbrances;

incur indebtedness;

guarantee obligations;

dispose of a material portion of assets or otherwise engage in a merger with a third party;

To Bo Do o Do

make &quisitions; and
A incurlossedor two consecutive quarters.

Our credit facility contains financial covenants that require us to maintain specified fixed charge
coverage ratios, asset ratios and leverage ratios, and to maintain specified levelblef tahgi

worth. Our ability to borrow funds for any purpose will depend on our satisfying these tests. If we are
unable to meet the terms of the financial covenants or fail to comply with any of the other restrictions
contained in our credit facility, an ent of default could occur. An event of default, if not waived by

our lenders, could result in the acceleration of any outstanding indebtedness, causing such debt to
become immediately due and payable. If such an acceleration occurs, we may not beephie to

such indebtedness on a timely basis. Acceleration of our credit facility could result in foreclosure on
and loss of our operating assets. In the event of such foreclosure, we would be unable to conduct our
business and forced to discontinue operation

Item 1B. Unresolved Staff Comments
None

Iltem 2. Properties.

We own our25,304squarefoot headquarters office building in Houston, Texas, which is located o

a severacre parcel of land on which our Texas equipment repair center is also located. We also own
land in Dallas and San Antonio on which we plan to construct regional offices and repair facilities.
Pending completion of these regional offices, wedeaz§ce facilities in these locations. In order to
complete most contracts in Texas, we lease small parcels of real estate near the site of a contract job
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site to store materials, locate equipment, conduct concrete crushing and pugging operations, and
provide offices for the contracting customer, its representatives and our employees.

For our Nevada operations, we lease office space in Reno, Nevada, and we have an office and repair
facilities located on a fortfive acre parcel of land in Lovelock, Nevadfde alsoleasethe right to

mine stone and sandaguarry in Carson City, Nevada. Unlike in Texas where we acquire

aggregates from thirgarty suppliers, in Nevadae generallysource and produasir own
aggregatesitherfrom theCarson Cityquarry orfrom other sources near job sites wheeeenter

into shortterm leases to acquire the aggregates necessary for the job. In order to complete most
contracts in Nevada, we also lease small parcels of real estate near the site of a contract job site to
store materials, locate equipment, and provide offices for the contracting customer, its representatives
and our employees.

Item 3. Legal Proceedings

We are and may in the future be involved as a party to vaegasproceedings that are incidental to
the ordinary course of business. We regularly analyze current infornadsoan these proceedings
and, as necessary, provide accruals for probable liabilities on the eventual disposition of these
matters.

In the opnion of management, after consultation with legal counsel, there are currently no threatened
or pending legal matters that would reasonably be expected to have a material adverse impact on our
consolidated results of operations, financial position or tiagls.

Item 4. Submission of Matters to a Vote of Security Holders
None

PART Il

tem5. Mar ket for the Registrant 6heldeCMattenson Equi t vy,
and Issuer Purchases of Equity Securities

The Company's common stock is traded on the NASDAQ®@#&ISelect Market ("NGS"). The table
below shows the market high and low closing sales prices of the common stock for 2007 and 2008 by
guarter and for the period from January 1, through February 28, 2009.

High Low

Year Ended December 31, 2007

First Quater $22.74 $17.42

Second Quarter $23.86 $18.90

Third Quarter $23.97 $18.64

Fourth Quarter $26.60 $20.45
Year Ended December 31, 30

First Quarter $21.84 $16.37

Second Quarter $21.02 $18.70

Third Quarter $20.80 $16.16

Fourth Quarter $1930 $9.40
January 1 through February 28, 2009 $19.69 $15.32

On February 28, 2009, there were approximately31holders of record of our common stock.

Dividend Policy We have never paid any cash dividends on ommaon stock. For the foreseeable
future, we intend to retain any earnings in our business, and we do not anticipate paying any cash
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dividends. Whether or not we declare any dividends will be at the discretion of the Board of
Directors considering theexisting conditions, including the Company's financial condition and
results of operations, capital requirements, bonding prospects, contractual restrictions (including

those under the Company's Credit Facility) business prospects and other factors tbardwf B
Directors considers relevant.

Equity Compensation Plan Information Certain information about the Company's equity
compensation plans is set forthliem 12.8 Security Ownership of CertaBeneficial Owners and
Management and Related Stockholder Matters
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Performance Graph The following graph compares the percentage change in the Company's
cumulative total stockholder return os @dommon stock for the last five years with B@v Jones

US Indexa broad market index, and thew Jones US Heavy Construction Indexgroup of

companies whose marketing strategy is focused on a limited product line, such as civil construction.
Both indices are published ifheWall Street Journal.

The returns are calculated assuming that an investment with a value of $100 was made in the
Company's common stock and in each index at the end of 2003 and that all dividends were
reinvested in additional alhes of common stock; however, the Company has paid no dividends
during the periods shown. The graph lines merely connect the measuring dates and do not reflect
fluctuations between those dates. The stock performance shown on the graph is not intbaded to
indicative of future stock performance.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among Sterling Construction Company, Inc, The Dow Jones US Index
And The Dow Jones US Heavy Construction Index
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—+8— Sterling Construction Company, Inc — A— Dow Jones US

-- O - -Dow Jones US Heavy Construction

*$100 invested on 12/31/03 in stock & index-including reinvestment of dividends.
Fiscal year ending December 31.

Copyright © 2009 Dow Jones & Co. All rights reserved.

December December December December December December
2003 2004 2005 2006 2007 2008
Sterling Construction Company, InC  100.00 114.57 371.52 480.35 481.68 409.05
Dow Jones US 100.00 112.01 119.10 137.64 145.91 91.69
Dow Jones US Heavy Construction  100.00 121.26 175.23 218.58 415.21 186.34
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Item 6. Selected Financial Data

The following table sets forth selected financial and other data of the Commityg anbsidiaries

and should be read in conjunction with btdtm 7.0 Manage ment 6 s Di

sSscussion

Financial Condition and Results of Operatjavhich follows, andtem 8.8 Financial Statements

and Supplementary Data

Year Ended December 31

Operating Results:
Revenues

Income from continuing
operations before income taxes and
minority interest

Income tax (expense)/benefit
Minority interest

Income from continuing operations
Income (loss) from discontinued operations
including gain on sale in 2006

Net income

Basic and diluted per share amounts:
Basic earnings per share from
Continuingoperations
Discontinuel operations

Basic earnings per share

Basic weighted average shares outstandin

Diluted earnings per share from
Continuing operations
Discontinued operations

Diluted earnings per share

Diluted weighted average shares outstandi

Cash dividends declate

Balance Sheet:
Total assets
Long-term debt

Equity

Book value per share of outstanding
commonstock

Shares outstanding

2008 2007 2006 2005 2004
(Amounts in thousands except peshare data)
$415,074 $306,220 $249,348 $219,439 $132,478
28,999 223% 19,204 13,329 4,109
(10,025) (7,890) (6,566) (2,788) 2,134
(908) (62) -- -- (962)
18,066 14444 12,638 10,541 5,281
682 559 372
$18,066 $14,444 $13,320 $11,100 $5,653
$1.38 $1.31 $1.19 $1.36 $0.99
-- -- $0.06 $0.07 $0.07
$1.38 $1.31 $1.25 $1.43 $1.06
13,120 11,044 10,583 7,775 5,343
$1.32 $1.22 $1.08 $1.11 $0.75
-- -- $0.06 $0.05 $0.05
$1.32 $1.22 $1.14 $1.16 $0.80
13,702 11,836 11,714 9,538 7,028
o} 0 0 o}
$289615 $274,515 $167,772 $118,455 $89,544
55,483 65,556 30,659 14,570 21,979
159,116 138,612 90,991 48,612 35,208
$12.07 $10.66 $8.37 $5.95 $4.77
13,185 13,007 10,875 8,165 7,379

In January 2006 the Company completed a public offering of approximately 2.0 million shares of its

common stock at $15.00 per share.

related offering expenses.

The Company receiverkgu®y net of underwriting
commissions, of approximately $28.0 million ($13.95 per share) and paid approximately $907,000 in
In addition, the Company received approximately $484,000 from the

exercise of warrants and options targhase 321,758 sharesDecember 2005 These shares were
sold by the option and warrant holders in the offering. From the proceeds of the offering, the
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Company repaid its outstanding promissory naied related interest aggregating approximately
$5.5million to the xecutive management, directors and former directors

During 2006, the Company utilized part of the offering proceeds to purchase additional capital
equipment for the construction businessd to replenish funds that had been used for 20@6
acquisition ofadrill shaftbusiness

In December 20Q'the Company completed an additional public offering of 1.84 million shares of its
common stock at $20.00 per share. The Company received proceeds, net of underwriting
commissions, of approximdye$35.0 million ($19.00 per share) and paid approximatel$ $illion

in related offering expenseBetween the purchase date of RHB and the 2007 public offering of
stock, the Company used the proceeds from the sale of its investments {teishaséectities and

cash provided by operations to reduce the Credit Facility borrowings used to purchase RHB by $22.4
million. The proceeds of the public stock offering were used to replenish the investment-n short
term securities.

tem7. Management 6os an® iAsalysissof iFinancial Condition and Results of
Operation.

Overview

For an overview of the Company's esss and its associated risks, kem 1.0 Businessandltem
1A. Risk Factors

Critical Accounting Policies

Our significant accounting policies are described in NoteNatés to Consolidated Finantia
Statementfor the year ended December 31, 200

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities @undedi$clo
contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Our business involves making significant
estimates and assumptions in the normal course ofdassrelating to our contracts due to, among

other thingsdifferent project scopes and specificatiotie longterm duration of our contract cycle

and the type of contract wutilized. Therefore,
mostimportant and critical accounting policy. The most significant estimates with regard to these
financial statements relate to the estimating of total forecasted construction contract revenues, costs
and profits in accordance with accounting for ldagn @ntracts. Actual results could differ from

these estimates and such differences could be material.

Our estimates of contract revenue and cost are highly detailed. We believe, based on our experience,
that our current systems of management and accouwimtgols allow management to produce

reliable estimates of total contract revenue and cost during any accounting period. However, many
factors can and do change during a contract performance period, which can result in a change to
contract profitability fom one financial reporting period to another. Some of the factors that can
adverselychange the estimate of total contract revenue, cost and profit include differing site
conditions (to the extent that contract remedies are unavailable), the failuagooinaterial

suppliers to deliver on time, ttiailure of subcontractorso perform as agreednusual weather
conditions, oufailure to achieve expectgutoductivity and efficient use of labor and equipment and
theinaccuracie®f ouroriginal bid estinate. Because we have a large number of contracts in process
at any given time, these changes in estimates can sometimes offset each other without affecting
overall profitability. However, significant changes in cost estimates on larger, more complex
projects can have a material impact on our financial statements and are reflected in our results of
operations when they become known.
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When recording revenue from change orders on contracts that have been approved as to scope but
not price, we include in revee an amount equal to the amount that we currently expect to recover

from customers in relation to costs incurred by us for changes in contract specifications or designs, or
other unanticipated additional costs. Revenue relating to change order clantgisized only if it

is probable that the revenue will be realized. When determining the likelihood of eventual recovery,
we consider such factors as evaluation of entitlement, settlements reached to date and our experience
with the customer. When newadts become known, an adjustment to the estimated recovery is made
and reflected in the current period results.

Revenue Recognition

The majority of our contracts with our customer
committed to provithg materials or services required by a contract at fixed unit prices (for example,
dollars per cubic yard of concrete poured or per cubic yard of earth excavated). To minimize
increases in the material prices and subcontracting costs usgohiittingbids, we obtain firm
guotations from our suppliers and subcontractéfter we are advised that our bid is théening

bid, we enter into firm contracts withost ofour materials suppliers and sabntractors, thereby
mitigating the risk of future priceariations affecting those contract costs. Such quotations do not
include any quantity guarantees, and we therefore have no obligation for materials or subcontract
services beyond those required to complete the respective contracts that we are awaideld for
guotations have been provide8s a result, we have rarely been exposed to material price or
availability risk on contracts in our contract backlog. Assuming performance by our suppliers and
subcontractorshe principal remaining risks undeur fixed price contracts relate to labor and
equipment costs and productivity levels. Most of our state and municipal contracts provide for
termination of the contract for the convenience of the owner, with provisions to pay us only for work
performed throulg the date of termination.

We use the percentage of completion accounting method for construction contracts in accordance

with the American Institute of Certified Public Accountants Statement of Positidn,81 A Account i n
for Performance of Constructiefype and Certain Productiehy pe Contracts. 0 Reven
earnings on construction contracts are recognized on the percentage of completion method in the

ratio of costs incurred to estimated final costs. Revenue is recognized as costs are incurred in an

amount equal to cost plus the related expected profit. Contract cost consists of direct costs on

contracts, including labor and materials, amounts payable to subcontractors and equipment expense
(primarily depreciation, fuel, maintenance and repairs). Deirec is computed using the straight

line method for construction equipment. Contract cost is recorded as incurred, and revisions in

contract revenue and cost estimates are reflected in the accounting period when known.

The accuracy of our revenue andfgrrecognition in a given period is dependent on the accuracy of

our estimates of the cost to finish uncompleted contracts. Our cost estimates for all of our significant
contracts use a highly detailed Aballowsasio upo app
produce reliable estimates. However, our contracts can be highly complex, and in almost every case,

the profit margin estimates for a contract will either increase or decrease to some extent from the

amount that was originally estimated la¢ time of bid. Because we have a large number of contracts

of varying levels of size and complexity in process at any given time, these changes in estimates can
sometimes offset each other without materially impacting our overall profitability. Howangs,

changes in revenue or cost estimates can have a significant effect on profitability.

There are a number of factors that can contribute to changes in estimates of contract cost and
profitability. The most significant of these include the completenesl accuracy of the original bid,
recognition of costs associated with scope changes, extended overhead due to-celttedend
weatherrelated delays, subcontractommd supplieperformance issues, site conditions that differ
from those assumed ihd original bid (to the extent contract remedies are unavailable), the
availability and skill level of workers in the geographic location of the contract and changes in the
availability and proximity of materials. The foregoing factors, as well as the sfacompletion of
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contracts in process and the mix of contracts at different margins, may cause fluctuations in gross
profit between periods, and these fluctuations may be significant.

Valuation of LongTerm Assets

Longlived assets, which include prape equipment and acquired identifiable intangible assets, are
reviewed for impairment whenever events or changes in circumstances indicate that the carrying
amount of an asset may not be recoverable. Impairment evaluations involve management estimates
of useful asset lives and future cash flows. Actual useful lives and cash flows could be different from
those estimated by management, and this could have a material effect on operating results and
financial position. In addition, we had goodwill witttarrying amounbf approxmately $57

million at December 31, 2@)which must be reviewed for impairment at least annually in

accordance witlstatement of Financial Accounting Standards No, b4&SFAS 142. The

impairment testing required by SFAS 142 riegsi considerable judgment, and an impairment charge
may be required in the future. We completed our annual impairment review for gahahivitj the

fourth quarter of 208, and it did notesult inanimpairment.

IncomeTaxes

Deferred tax assets andbilities are recognized based on the differences between the financial
statement carrying amounts and the tax bases of assets and liabilities. We regularly review our
deferred tax assets for recoverability and, where necegsaaplish a valuation alleance.

Refl ecti ng manage me n futire oparatisggoftaiilyndexpecfatioetkap e c t e d
the Company wouldtilize all remainingnet operating loss carry forwardNQLS"), we eliminated

our valuation allowance in 2005. We are subjech&alternative minimum tax (AMT)Vhen we

utilize our NOLSs to offset taxable income, payment of AMT results in a reduction of our deferred tax
liability.

Our deferred tax assets related to BI@Ls for financial statement purposegrefully utilized

during 2007. In addition to theutilization ofthoseNOLs, wehadavailable to us the excess tax

benefit resulting from exercise of a significant number ofgoalified intheemoney options

amounting to $2 million, which we expect to utilize in the prepaoatof our 2008 federal income

tax return. Accordingly, because we will no longer have the significant offsets provided by the
NOLs, a comparison of our future cash flows to our historic cash flows may not be meaningful.

On January, 2007, we adoptethe provisions oFASB Interpretation No48, (FIN48) which

establishes the criteria that an individual tax position must meet for some or all of the benefits of that
positionto be recordedddoptionof FIN 48 did not have a material impact on our consaéd

financial statements.

Discontinued Operations

In August 2005, our board of directors authorized management to sell our distribution business. In
accordance with the provisions of SFAS 144, we detemiméhe third quarter of 2005 that the
distribution business became a ldihgd asset held for sale and a discontinued operation. In
October 2006, we sold the distribution business to an induedtaited buyer for gross proceeds of
approximately $5.4 nlion. We recognized a piax gain on the sale 20060f approximately

$249,000 equal to $121,000 after taxes

27




Results of Operation

Fiscal Year Ended December 31, 3q@008) Compared with Fiscal ¢ EndedDecember 31,
2007 (2007).

2008 2007 % Change
(Dollar amounts in thousands)

Revenues $ 415,074 $ 306,220 355%
Gross profit 41,972 33,686 24.6
Gross margin 10.1% 11.0% (8.2)
General and administrative expenses, net (13,763) (13,81 4.0
Other incomgloss) (81) 549 (114.8)
Operating income 28,128 21,04 33.9
Operating margin 6.8% 6.9% (1.5)
Interest income 1,070 1,669 (35.9)
Interest expense (199) 277) 28.2
Income before taxes 28,999 22,3% 29.5
Income taxes (10,025) (7,890 27.1
Minority interest in subsidiary (908 (62) (1,364.5)
Net income $ 18,066 $ 14,444 251
Contract backlog, end of year $448,000 $ 450,000 (0.9

Revenues Revenues increas&d 09 million, or 355%, from 2007 to 2008. A majority of the

increase was due to the revenues earned by our Nevada opegrattpriged on October 31, 2007,
which were included in the consolidated results of operations for the full year of 2008 versus only
two months in 2007 Theremanderof the increase in revenues is the result of an increaserk
performed by our Texas operaticas a result of better weather throughout 2008 than.2007
Management estimates that revenues would have been $10 to $12 million greater had our Houston
operations not lninterrupted by Hurricane lke and its after effects in September, 2008.
Additionally, one of our oil suppliers in Nevada filed for bankruptcy in July 2008ailed to

furnish contracted oil for our production of asphaltwo of ourjobs-in-progresswhich delayedob
performancend deferred approximate$25.0million of revenudanto 2009. The Company has
negotiated with NDOT and does not anticipate the profitabilitthesecontracs will be materially
impactedby this matter

Contract receivables are directly related to revenues and include both amotently due and
retainage. The increase d@.$million in contracts receivabl® $60.6million at December 312008
versus2007is due to the increase in revenue for thar@®08 Thedaysrevenue in contract
receivables ispproximately63 days and5 days at December 32008and2007, respectively.The
days revenue in contract receivablesuld have been similar for the two years if the revenues of our
Nevada operationsad been included in our revenues for a full year in 2007

Revenue in the fourth quarter of 2008 increaszdillion to $109 million versus 2007 for the same
reasons as discussed above for the full y8ae note 17 to the consolidated financial stateémfor
unaudited quarterly financial information.

Gross profit

Gross profit increase®B8.3million in 2008 over 2007 This was due to the contribution of our
Nevada operations in 2008 and better weather in Texas during most of 2008 thai2 @Qirifugher

than for the period during Hurricane lk&jhich allowed our crews and equipment to be more
productive While Hurricane Ike affected our work in 2008, a hurricane usually does not adversely
affect our profitability as much as the consistent rainyogksrive had in 20070ur gross margin
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decreased in 2008 from 2007 becausepafrating inefficiencies on certain contracts in Tekagher
fuel costsand lower profit margins on certain contrastigrtedn the last half of 2008We expect
the trend ofdwer profit margins on contracts awards to contiaueast in the first half ¢2009.

Gross profit in the fourth quarter of 2008 decreased $2.5 million or 21% from the same quarter in
2007. Gross profit was 13.7% of revenues in the 2007 fourth quartarsv8.7% in the fourth

guarter of 2008 as a result of some unusually profitable municipal projects being penboinmmeady

in the 2007 fourth quarter. Without those projects, the gross margins for the 2007 fourth quarter
would have been more in lingttv normalmargins, although still somewhat better than that of the
fourth quarter of 2008.

ContractBacklog

At December 31, 2008, our backlog of construction projects W48 i#illion, as compared to $450
million at December 31, 2007. We were awardpgdraximately$413 million of new projectsand
change orderand recognized48.5 million of earned revenue in 2008Approximately $9 million

of the backlog at December 31, 2008 is expected to be completed?@d@r The decrease in
backlog from 2007 waslue to increased competition and economic conditions in certain of our
markets.

While our business does not include residential and commercial infrastructure work, the severe fall
off in new projects in those markets in Nevada and to a lesser externtan, Tes caused a softer
bidding climate in our infrastructure markets and has caused some residecti@iommercial
infrastructure contractors to bid on public sector transportation and water infrastructure projects, thus
increasing competition and cre®j downward pressure on bid prices in our markets. These and
other factors could adversely affect our ability to maintain or increase our backlog through successful
bids for new projects and could adversely affect the profitability of new projects ¢hdbwbtain
through successful bids.

Recent reductions in miles driven in the U.S. and more fuel efficient vehicles are reducing federal
and state gasoline taxes and tolls collected. Additionally, the current credit crisis may limit the
amount of state anldcal bonds that can be sold at reasonable terms. Further, the nationwide decline
in home salegheincrease in foreclosures and a prolonged recession may result in decreases in user
fees and property and sales taxes. These and other factors coukklydatéect transportation and

water infrastructure capital expenditures in our markets.

General anddministrativeExpensesandOtherlncome

General and administrative expenses, net, increase@.byndilion in 2008 from 2007 primarily due
to a full year of G&A atour Nevada operationtgfset by lower stock compensation expense.

Despite the increase in absolute G&A expenses, the percentage of G&A to revenue decreased to
3.3% in 2008 from 8% in 2007 as the Nevada operations’ G&A is not as large arpagee of
revenues as Sterling's G&A which includesporate overhead amcpenses associated with being a
public company.

Other income decreased $0.6 million and consists of gains and losses on disposal of equipment
which depends on, among other thingge and condition of equipment disposed inkurance
recoveriesand the market for used equipment.

Operatingncome

Operating income increasé&Y.1 million due to the factors discussed above regarding gross profit
and general and administrative experesas other income

Interestincome andExpense

Net interest income wad% million less for2008than2007 due to a decrease in interest rates on
cash and shoterm investments combined with the imputed interest expen$@.®million on the
put optionrelated to the minority interest in RHB.
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IncomeTaxes

Our effective income tax rate ftine year ended December 2008 was34.6% compared t85.2%
for 2007. The difference between the effective tax rate and the statutory tax date tisthe portion
of earnings of a subsidiary taxed to the minority interest owadrally offset by the revised Texas
franchise tax which became effective July 1, 2007.

Minority Interest inSubsidiary

The increase of $0.8 million is due to the minority interest's s#fatee results of RHEncludedin
the consolidated results of operations for a full year in 2008 versus two months in 2007.

Fiscal Year Ended December 31, 2007 (2007) Compared with Fiscal Year Ended December 31,
2006 (2006).

2007 2006 % Change
(Dollar amounts in thousands)
Revenues $ 306,220 $ 249,348 22.8%
Gross profit 33,686 28,547 18.0%
Gross margin 11.0% 11.4% (3.5)%
General and administrative expenses, net (13231 (10,825) 22.0%
Other income 549 276 98.9%
Operating income 21004 17,998 16.8%
Operating margin 6.9% 7.2% (4.2)%
Interest income 1,669 1,426 17.0%
Interest expense 277 (220) 26.5%
Income from continuing operations before taxes 22,396 19,204 16.4%
Income taxes (7,890 6,566 20.2%
Minority interest in subsidiary (62) -- 100.0%
Net income from continuing operations 14444 12,638 14.5%
Net income (loss) from discontinued operations,
includinggain on sale _ 682 (100.0)%
Net income $ 14444 $ 13,320 8.4%
Contract backlog, end of year $ 450,000 $ 395,000 13.9%

Revenues Revenues increased $57 million, or 23%, from 2006 to 2007 reflecting the effect of

continued expansion of our construction fleet, addition of a concrete plaatiditidn of crews.

Our workforce grew by 18% yeaveryear, and we purchased over $36 million in property, plant
and equipment, including that acquired in the purchase of RHB, within the twelve month period
ending December 31, 2007.

The increased rewele came strictly from the state market resulting from the Company being the
successful low bidder in the state market which was assisted by an improved bidding climate in 2006
due to a large state highway program and increased total funding in thedballei®uston areas.

The improvement in the weather in the fourth quarter 2007 offset much of the lower than expected
revenue of the first three quarters of 2007 due to heavy rainfall during those months. Due to
seasonality of the Nevada market, the canttraf RHB had only a modest effect on revenues for the
two months they were included in 2007 revenues.

Contract receivables are directly related to revenues and include both amotently due and

retainage. The increase of $11.6 million in contraetgivable to $54.4 million at December 31,

2007 versus 2006 is due to the increase in revenue for the year 2007. The days revenue in contract
receivables is approximatehp days and 62 days at December 31, 2007 and 2006, respeciihely.
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increase in dgs revenue in contract receivables is primarily the result of the Nevada operations
receivables at December 31, 2007.

Gross Profit The improvement in gross profits in 2007 was due principally to the increase in
revenues. The slight margin reduction vatsibutable to a decrease of margin in backlag to

poor weather for the first three quarters of the year, and an increase in sales from the state contracts
which have historically had lower gross than municipal contracts.

State highway contracts geady allow us to achieve greater revenue and gross profit production

from our equipment and work crews, although on average the gross margins on this work tend to be
slightly lower than on our water infrastructure contracts in the municipal marketowéerhargins
reflect proportionally larger material inputs in the state contracts as we typically receive lower
margins on materials than on labBartially offsetting the margin reduction was our ability to

continue to redesign some jobs, achieve ingerdgivards and maintain good execution levels during
dry weather. Due to the large number of contracts in different stages of completion and in different
locations, it is not practical to quantify the impact of each of these matters on revenues and gross
profit.

Contract Backlog The increase in contract backlog is related to the Nevada acquisiZ007.
There was $16 million included in our 2007 yead backlog on which we were the apparent low
bidder and have subsequently been officially awardee tbastracts. Historically, subsequent non
awards of such low bids have not materially affected our backlog or financial condition.

General and Administrative Expenses, Net of Other Income and ExpEmséncrease in general

and administrative expenses,G&A, in 2007 was principally due to higher employee expenses,
including an increase in staff, and higher professional fees. Despite these increases in G&A expenses
in support of our growing business, our ratio of G&A expenses to revenue remainedigsenti
unchanged from 2006 to 2007, at 4%.

Operating IncomeThe 2007 increase in operating income resulted principally from the higher
revenues and gross profits as discussed above.

Interest Incom@andExpense The interest income net of interest empe remained virtually

unchanged from 2006 to 2007 given the high cash and short term investments maintained throughout
the year and the offering completed in December 2007. A total of $53,000 of interest expense was
capitalized as part of our office asop expansion.

Income TaxesIncome taxes increased due to increased income, the Texas margin &x and
increase in the statutory tax rate.

Minority Interest As discussed in Part I, Item 1. Business, on October 31, 2007, the Company
acquired a 91.67%terest in RHB. The minority interest's share of RHB's income before income
taxes was $62,000 for the two months ended December 31, 2007 that was included in the
consolidated results of operations.

Net Income from Continuing Operation§he 2007 increasin net income from continuing
operations was the result of the various factors discussed above.

Discontinued Operations, Net of TaRiscontinued operations for 2006 represéhé results of
operations of our distribution business, which was operat&tdel City Products, LLC.

The distribution business was sold on October 27, 2006. The Company recorded proceeds from the
sale of approximately $5.4 million and recorded atpsegain on the sale of approximately $249,000
and recorded $128,000 in imoe tax expense related to that gain in 2006.

Historical Cash Flows

The following table sets forth information about our cash flows for the years ended lizzcgmm
2008 2007and2006
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Year Ended Decembei31,

2008 2007 2006

(Amounts in thousands)

Cash and cash equivalents (at end of period) $ 55305 $ 80,649 $ 28,466
Net cash provided by (used in)
Continuing operations:
Operating activities 26,721 29,542 23,089
Investing activities (42923  (47,935) (52,358)
Financing activities (9,142) 70,576 35,468
Discontinued operations
Operating activities -- -- 495
Investing activities -- -- 4,739
Financing activities -- -- (5,357)
Swplementary information:
Capital expenditures 19,896 26,319 24,849
Working capital (at end of period) 95,123 82,063 62,874

Operating Activities

Significant norcash items included in operating activities are:

1%

o

(@13

depreciation and amortization, which 2008 totaled$13.2million, an increase !
$36 million from 2007 and $6.2 million from 2006@s a result of the contint
increase in the size of our construction fleet in recent yearsaafdl year"
depreciabn on equipment purchased in tReIB acquisitionron October 31, 2007;

deferred tax expenseas $8.9 million, $6.6 million and $6.3 million in 2008, 20i
and 2006 respectively, mainly attributable to accelerated depreciation methoc
on equipmenfor tax purposeand amortization for tax return purposes of goot
arising in the acquisition of RHB.

Besides net income d#181 million and the norcash items discussed abowher significant
components ofash flows from operatioree as follovs:

>

(0]

contracts receivable increased %2 million in the current year due to the incre
in revenues o$109 million, including those of the Nevada operations, as com
to an increase d86.6 million in 2007 which wasalsodue to an increase in revel
and a higher level of customer retentions;

the increase in cost and estimated eamsiingexcess of billings on uncomple
contracts oft3.8million as of December 31, 2008, versudexreaseof $0.6million
as of December 31, 200Which was dued an increase in the volume of matel
purchased for certaiprojectsat December 31, 2008, but not billed to the cust
until 2009and timing of other billings

accounts payabldecreasedy $1.1 million in 2008 and increase$6.1 million in
2007 as a result of changes in the volume of materials andanibactor service
purchasedn later months of each period.
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InvestingActivities.

Expenditures for the replacement of certain equipment and to expand our construction fleet and
office and shp facilities totaled$19.9 million in 2008, compared with a total 26.3million of
property and equipment purchase2@®7. Capital equipment is acquired as needed to support work
crews required by increased backlog and to replace retiring equipitentdecrease in capital
expenditures in 2008 was principally due to management's cautious view regarding certain of the
Company'smarkets in 2009 and current economic uncertaintiéless such factors change,
management expects capital expenditure®092o be equal to or less than in 2008.

During the twelve months ended December 31, 2008, the Company had purchases-tefrshort
securities of624.3million versus a net reduction $26.1million in 2007 primarily due to the longer
term of the securitepurchased

In October 2007, we purchased a 91.67% equity interest in RHB which we acquired for a net cash
purchase price of $49.3 million in order to expand our construction operations to Nevada.

FinancingActivities.

Financing activities in 2008 priméyireflect a reduction 0$10.0million in borrowings under our
$75.0 million Credit Facility as comparedda increasef $35.0 millionof borrowings in2007. The
amount of borrowings under the Credit Facility is based on the Company's expectatiankio§ w
capital requirements.

Additionally, the Company sold common stock in 2@0w 2006for net proceeds of $34.5 million
and $27.0 million, respectively.

Liquidity.

The level of working capitalequiredfor our constructin business varies due to fluctuations in:
customer receivables and contract retentions;

costs and estimated earnings in excess of billings;

billings in excess of costs and estimated earnings;

the size and status of contract mobilization payments and progress billings;
the amounts owed to suppliers and subcontractors.

Some of these fluctuations can be significant.

As of December 31, 2008, we had working capitéig8.1 million, an increaseof $13.1 millionover
December 31, 2007ncreasing wrking capital is an impaasnt element in expanding our bonding
capacity, which enables us to bid on larger and letiged projects. Theincreasan working capital
was mainly the result of net income plus depreciation and deferred tax eiqating $40.2 million
reduced by prchases of property and equipmen$d®.9million and net repayment of debt $10
million.

The Company believes that it has sufficient liquid financial resources, including the unused portion
of its Credit Facility, to fund its requirements for the newlve months of operations, including its
bonding requirements, and expects no other material changes in its liquidity.

Sources of Capital

In addition to our available cash and cash equivalshtst term investents balanceand cash
provided by operations, we use borrowings under our Credit Facility with Comerica Bank to finance
our capital expenditures and working capital needs.

The financial markets have recently experienced substantial volatility as aofedishuptions in the
credit markets.However, to date we havet experiencednydifficulty in borrowing under our
Credit Facility or any change in its terms.

We have a$75.0 million Credit Facility with a bank syndicate for whicomerica Bankis a
paticipant and agent. The Credit Facileptered into on October 32007 replaced a similar $35.0
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million revolverthat had been renewed in April 2006. The Credit Facility hasaturity dateof
October 31, 201,2andis secured by all assets of the Comypaother than proceeds and other rights
under our construction contracts which are pledged to our bond.sBetyowings under the Credit
Facility were used to finance the RHB acquisition, repay indebtedness outstanding under the
Revolver, and finance avking capital. AtDecembef31, 2008 the aggregate borrowings outstanding
under the Credit Facility were5%.0million, and the aggregate amount of letters oédir
outstanding under ther€dit Facility was $18 million, which reduces availability undehe Credit
Facility. Availability under the Credit Facility wagherefore $182 million.

The Qedit Facility is subject to our compliance with certain covenants, including financial covenants
relating to fixed charges, leverage, tangible net worgtasoverage and consolidated net losses.

The Credit Facility contains restrictions on our ability to:

Make distributions and dividends;

Incur liens and encumbrances;

Incur further indebtedness;

Guarantee obligations;

Dispose of a material portion of asser merge with a third party;
Incur negative income for two consecutive quarters.

The Company was in compliance with all covenants under the Credit Facility as of December 31,
2008.

The unpaid principal balance of each pribssed loan will bear intereat a variable rate equal to
Comericads prime rate plus an amount ranging fr
ratio that we achieve. If we achieve a pricing leverage ratio dé¢ga)than 1.00 to 1.00; (byjual to

or greater than 1.00 to@D but less than 1.75 to 1.00; or gcgater than or equal to 1.75 to 1.00, then

the applicable prime margins will be 0.0%, 0.2688.50% respectively The interest rate on funds

borrowed under this revolver during the year ended December A r&@@d from3.5%to 7.5%.

Management believes that the new Credit Facility will provide adequate funding f6rahmp any 6 s
working capital, debt service and capital expenditure requirements, including seasonal fluctuations at
least through December 3009

At our election, the loans under the new Credit Facility bear interest at either a {i8€2/ interest

rate or a priméased interest rate. The unpaid principal balance of each LIBGRd loan bears
interest at a variable rate equal to LIBOR plus an arthoanging from 1.25% to 2.25% depending

on the pricing |l everage ratio that we achieve.
of our average total debt, less cash and cash equivalents, to earnings before interest, taxes,
depreciation andamortization ("EBITDA") that we achieve on a rolling fequarter basis. The

pricing leverage ratio is measured quarterly. If we achieve a pricing leverage ratidesis(&#)an

1.00 to 1.00; (bgqual to or greater than 1.00 to 1.00 but less than 1.Z®@ or (c)greater than or

equal to 1.75 to 1.00, then the applicable LIBOR margins will be 1.25%, 10t5%25%,
respectively. Interest on LIBOBased loans is payable at the end of the relevant LIBOR interest
period, which must be one, two, three six months. The new Credit Facility is subject to our
compliance with certain covenants, including financial covenants relating to fixed charges, leverage,
tangible net worth, asset coverage and consolidated net losses.

Mortgages

In 2001 we completed trenstruction of a new headquarters building on land owned by us adjacent
to our equipment repair facility in Houston. The building was financed principally through an
additional mortgage of $1.1 million on the land and facilities at a floating intettesivhich at

December 31, 2@was3.5% per annum, repayable over 15 years.
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Uses of Capital
Contractual Obligations

The following table sets forth our fixed, noancelablebligations at December 31, 200

Payments due by Period

Less Than More Than
Total One Year 10 3 Years Years 5 Years
(Amounts in thousands)
Credit Facility $ 55000 $ o $ $55000 $ o
Operating leases 2,146 721 -- o}
Mortgages 556 73 147 116
$ 57,702 $§ 794 $ 1,645 $55,147 $ 116

Our obligations for interest are not included in the table above as these amounts vary according to the

levels of debt outstanding at any time. Interest orGradit Facilityis paid monthly and fluctuates
with the balances outstanding during the year, as well as with fliectsat interest rates. In 280
intereston the Credit Facilityvas approximately$l,000. The mortgages aexpected to have
future annual interest expense payments of approximat8/@®0in less than one year4®,000in
one to three year$14,000in four to five years an#3,000for all years thereafter.

To manage risks of changes in the material prices and subcontracting costssuseaititingbids

for construction contracts, wgenerallyobtain firm quotations from our suppliers and subcontractors
before submitting a bid. These quotations do not include any quantity guarantees, and we have no
obligation for materials or subcontract services beyond those required to comptatetthets that

we are awarded for which quotations have been provided.

As is customary in the construction business, we are required to provide surety bonds to secure our

performance under construction contracts. Our ability to obtain surety bondsilgrdepends upon

our capitalization, working capital, past performance, management expertise and reputation and
certain external factors, including the overall capacity of the surety market.

Surety companies

consider such factors in relationship to theoant of our backlog and their underwriting standards,

which may change from time to time. Events that affect the insurance and bonding markets generally

may result in bonding becoming more difficult to obtain in the future, or being available only at a

significantly greater cost. We have pledged all proceeds and other rights under our construction

contracts to our bond surety to the surety company.
Capital Expenditures

Our capital expenditures during Z2@ere #9.9million, and during2007were $86.0 milion
including property, plant and equipment acquired with the purchase of RHEI09we expect that
our capital expenditure spending will bqual to otess than th@008level due to management's
cautious view regarding certain of the Company's etarnd current economic uncertainties

Off-Balance Sheet Arrangements
We have no ofbalance sheet arrangements.
New Accounting Pronouncements

In December 2007, the Financial Accounting Standards Board (FASB) revised Statement of

Financial Accounting

Standar ds

No.

141, i Bus.i

establishes principles and requirements for how the acquirer: (a) recagmizesgasures in its

financial statements the identifiable assets acquired, the liabilities assumed, and-eogtrmhng
interest in the acquiree; (b) recognizes and measures the goodwill acquired in the business
combination or a gain from a bargain ghise and (c) determines what information to disclose to
enable users of the financial statements to evaluate the nature and financial effects of the business
combination. Also, under SFAS 141(R), all direct costs of the business combination must &é charg
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to expense on the financial statements of the acquirer as incurred. SFAS 141(R) revises previous
guidance as to the recording of pesimbination restructuring plan costs by requiring the acquirer to
record such costs separately from the business oatndm. This statement is effective for
acquisitions occurring on or after January 1, 2009, with early adoption not permitted. Unless the
Company enters into another business combination, there will be no effect on future financial
statements of SFAS 1R) when adopted.

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157, "Fair
Value Measurements" (SFAS 157) which establishes a framework for measuring fair value and
requires expanded disclosure about the informatied ts measure fair value. The statement

applies whenever other statements require or permit assets or liabilities to be measured at fair value,
and does not expand the use of fair value accounting in any new circumstances. In February 2008,
the FASB delged the effective date by which companies must adopt the provisions of SFAS 157
nonfinancial assets and liabilities, except for items that are recognized or disclosed at fair value in the
financial statements on a recurring basis (at least annuakg new effective date of SFAS 157

deferred implementation to fiscal years beginning after November 15, 2008, and interim periods
within those fiscal years. The adoption of this standard is not anticipated to have a material impact
on our financial positin, results of operations, or cash flows.

In February 2007, the FASB issued SFAS No. 159, "The Fair Value Option for Financial Assets and
Financial Liabilitiesi Including an amendment to FASB Statement No. 115" ("SFAS No. 159").
This statement allows@mpany to irrevocably elect fair value as a measurement attribute for certain
financial assets and financial liabilities with changes in fair value recognized in the results of
operations. SFAS No. 159 also establishes presentation and disclosurenreqisirdesigned to
facilitate comparisons between companies that choose differeasuremenattributes for similar

types of assets and liabilities. SFAS No. 159 is effective for fiscal years beginning after November
15, 2007. Adoptionof this pronounceent did not have a material impact on the Compaegslis

of operations and financial position.

I n December 2007, the FASB issued Statement of
controlling I nterests i n Con 4@D). | SFAS ¥60 claFfiemanci a
previous guidance on how consolidated entities should account for and repesonailing

interests in consolidated subsidiaries. The statement standardizes the presentatiazoofraltling

("minority interests") for botlthe consolidated balance sheet and income statement. This Statement

is effective for the Company for fiscal years beginning on or after January 1, 2009, and all interim
periods within that fiscal year, with early adoption not permitté¢hen this Statenm is adopted,

the minority interest in any subsequent acquisitions that does not contain a put will be reported as a
separate component of stockholders' equity instead of a liability and net income will be segregated
between net income attributable to coon stockholders and naontrolling interests.

Iltem 7A. Quantitative and Qualitative Disclosuresabout Market Risk .

Changes in interest rates ame of oursources ofmarket risks. At December 312008 $55 million

of our outstanding indebtedness was at floating interest rB&sed on our average debt outstanding
during2008 we estimate thataincrease of 1.0% in the interest rate would have resulted in an
increase in our interest expense of approximatdly,@00 in 20@.

To manage risks of changes in material prices and subcontracting costs used in tendering bids for
construction contracts, we obtain firm price quotations from our suppliers, except for fuel, and
subcontractors before submitting a bid. These quotations do not include any quantity guarantees, and
we have no obligation for materials or subcontract services beyond those required to complete the
respective contracts that we are awarded for which tjansahave been provided.

During 2009, we have started a procesmvesting in certain securitiethe assets of which are a
crude oil commodity pool We believe that the gains and losses on these securities will tend to offset
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increases and decreaseshe price we pay for diesel and gasoline fuel and reduce the volatility of
such fuel costs in our operations. There can, however, be no assurance that this process will be
successful.

Item 8. Financial Statements and Supplementary Data
Financial statements start on pag#&.F

Item 9. Changes in and Disagreementwith Accountants on Accounting and Financial
Disclosure

None
Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Disclosure controls and procedures include, without limitation, controls and procedures designed to
ensure that information required to be disclosed by an issuer in the reports that it files or submits

under theSecurities Exchangict of 1934isaccumul at ed and communicated
management, including the principal executive and principal financial officers, or persons performing
similar functions, as appropriateatiow timely decisions regarding required disclosure.

T h e Co ngircipayeiesutive officer and principal financial officer reviewed and evaluated the
Companyods disclosure contr ol s-15éphand 1pd5@)cuadédrur es ( a
the Securities Exchange Act of 19348ased on that evaluation, the Comparprincipalexecutive

of ficer and principal financial officer concl ud
procedures were effectiag December 312008to ensurdghatthe information required to be

disclosed by the Company in this Annual Report~orm 16K is recorded, processed, summarized

and reported within the time periods specified in the Securities and Exxcha@o mmi s si onds r L
and forms and is accumulated and communicated to the Company's management including the

principal executive angrincipal financial officers, as appropriate to allow timely decisions regarding
required disclosure.

A

Management 6s Report on Internal Control over Fi

The Company6s management is responsible for est
control over financial reporting (as defined in Rule-134f)) under the Securities Exchange Act of

1934). Under the supervision and with the participationefthCo mpany 6s management ,
theprincipalexecutive officer and principal financial officer, the Company conducted an evaluation

of the effectiveness of internal control over financial reporitigecember 312008 In making this
assessment, maregent used the criteria set forth by the Committee of Sponsoring Organizations of

the Treadway Commission (COSO) in Internal Contntégrated FrameworKT he Company 6 s
management has concluded tleDecember 312008 t he Companyod®r i nternal
financial reporting is effective based on these criteria.

Our internal control over financial reporting has been audited by Grant Thornton LLP, an
independent registered public accounting firm, as stated in their report included herein.

Changes in Intenal Control over Financial Reporting

We maintain a system of internal control over financial reporting that is designed to provide
reasonable assurance regarding the relialafifijnancial reporting and the preparation of financial
statements for external purposes in accordance with accounting principles generally ac¢kpted
United StatesBased on the most recent evaluation, we have concluded that no significant changes i
our internal control over financial reporting occurred during the last fiscal quarter that have
materially affected or are reasonably likely to materially affect, our internal control over financial
reporting.
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Inherent Limitations on Effectiveness of Carols.
Internal control over financial reporting may not prevent or detect all errors and all fkéaad.

projections of any evaluation of effectiveness of internal control todyteriods are subject to the

risk that controls may become inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate.

Item 9B. Other Information .

None

PART Il

Item 10. Directors and Executive Officers of the Registrant

Directors The following tablesets forth the name and age of each of the Company's current
directors and the positions each held on February 16, 2009.

Year
Term of
Director Office
Name Position Age Since Expires
Patrick T. Manning Chairman of the Board of 63 2001 2011
Directors & Chief Executive
Officer
Joseph P. Harper, Sr.  President, Treasurer & Chief 63 2001 2011
Operating Officer, Director
John D. Abernathy Director 71 1994 2009
Robert W. Frickel Director 65 2001 2009
Donald P. Fusilli, Jr. Director 57 2007 2010
Maarten D. Hemsley Director 59 1998 2010
Christopher H. B. Mills Director 56 2001 2010
Milton L. Scott Director 52 2005 2009
David R. A. Steadman Director 71 2005 2009

Patrick T. Manning Mr. Manning joined the predecessor of Texas Sterling Constructiontiae
Company's Texas construction subsidiary, which along with its predecessors is referred to as TSC, in
from Detroit

1971 and | ed

i ts

moyv e

Mi

c hi

gan

President and Chief Executive Officer since 1998 @hairman of the Board of Directors and Chief
Executive Officer of the Company since July 2001. Manning has served on a variety of

construction industry committees, including the Gulf Coast Trenchless Association and the Houston
Contr act oionsWherdseserved as ta member of the board of directors and as President
from 1987 to 1993. He attended Michigan State University from 1969 to 1972.

Joseph P. Harpe®r. Mr. Harper has been employed by TSC since 1972. He was Chief Financial
Officer of TSC for approximately 2gears until August 2004, when he became Treasurer of TSC. In
addition to his financial responsibilities, Miarper has performed both estimating and project
Mdarper has been a director and the CompaRiesident and Chief

management functions.

Operating Officer since July 2001, and in May 2006 was elected Treasureaiyer is a certified

public accountant.
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John D. AbernathyMr. Abernathy was Chief Operating Officer of Patton Boggs LLP, a Washington
D.C. law firm, fromJanuary 1995 through May 2004 when he retired. He is also a director of
ParPharmaceutical Companies, Inc.New York Stock Exchangksted company that manufactures
generic and specialty drugs, and Netifitech, Inc., a company that manufactures gengmigs, the
shares of which are traded on the etrexcounter market. MriAbernathy is a certified public
accountant. In December 2005, Mbernathy wadirst elected Lead Director by the independent
members of the Board of Directors.

Robert W. Frikel. Mr. Frickel is the founder and President of R.W. Frickel CompRBr,, a public
accounting firm that provides audit, tax and consulting services primarily to companies in the
construction industry. Prior to the founding of R.W. Frickel Company9ir41 Mr.Frickel was
employed by Ernsk Ernst. Mr.Frickel is a certified public accountant.

Donald P. FusilliJr. Mr. Fusilli is presently the principal of the Telum Group, a professional
consulting firm. From January 2008 to January 2009, he washieé Executive Officer of a marine
services subsidiary of David Evans and Associates, Inc., a company that provides underwater
mapping and analysis services. From May 1973 until September 2008 k. served in a variety

of capacities at Michael Bak Corporation, a public company listed on the American Stock
Exchange that provides a variety of professional engineering services spanning the complete life
cycle of infrastructure and managed asset projects.Fiilli joined Michael Baker Corporaticas

an engineer and over the course of his career rose to president and chief executive officer in April
2001. From September 2006 to January 2008 AMkilli was an independent consultant providing
strategic planning, marketing development and opematroanagement services. Nusilli is a
director of RTI International Metals, Inc., a New York Stock Exchdrgged company that is a
leading U.Sproducer of titanium mill products and fabricated metal components. He holds a Civil
Engineering degree dm Villanova University, a Juris Doctor degree from Duquesne University
School of Law and attended the Advanced Management Program at the Harvard Business School.

Maarten D. HemsleyMr. Hemsley served as the Company's President and Chief Operating Office
from 1988 until 2001, and as Chief Financial Officer from 1998 until August 2007. From January
2001 to May 2002, MiHemsley was also a consultant to, and thereafter has been an employee of, JO
Hambro Capital Management Limited, which is part of JO HamBapital Management Group
Limited, or JOHCMG, an investment management company based in the United Kingdom.

Mr. Hemsley has served since 2001 as Fmdn ag e r of J O HRCNigGi® ¥entdree i s ur e

Capital Trust, plc, and since February 2005, as Senior Mamager of its Trident Private Equilly

LLP investment fund. Mrdemsley is a director of Tech/Ops Sevcon, Inc., a puBlic company

that manufactures electronic controls for electric vehicles and other equipment, and of a number of
privately-held conpanies in the United Kingdom. Mdemsley is a Fellow of the Institute of
Chartered Accountants in England and Wales.

Christopher H. B. Mills Mr. Mills is a director of JOHCMG. Prior to founding JOHCMG in 1993,

Mr. Mills was employed by Montagu Investmt Management and its successor company, Invesco
MIM, as an investment manager and director, from 1975 to 1993. He is the Chief Executive of North
Atlantic Smaller Companies Investment Trust plc, which is a part of JOHCMG and a 3.82% holder
of the Compay's common stock. MMills is a director of two U.Spublic companies, WA Energy
Services, Inc., a New York Stock Exchadgged company that is in the oilfield services industry,
and SunLink Healthcare Systems, Incpublicly-traded,nonurban commauity healthcare provider

for seven hospitals and related businesses in four states in the Southwest and Midwéstls Mr.
also serves as a director of a number of public and private companies outside of itheati&h
JOHCMG funds have investments.

Milton L. Scott Mr. Scott is Chairman and Chief Executive Officer of the Tagos Group, a strategic
advisory and services company in supply chain management, transportation and logistics, and
integrated supply. He was previously associated with Complet@¥h®Idings, LLC, a company

of which he was Managing Director until January 2006 and which Hiewrwled in January 2004 to

39




acquire, own and operate power generation assets in the United States. From March 2003 to January
2004, Mr.Scott was a Managingii2ctor of The StoneCap Group, an entity formed to acquire, own

and operate power generation assets. From October 1999 to November 200&ptMserved as
Executive Vice President and Chief Administrative Officer at Dynegy Inc., a public company that
was a market leader in power distribution, marketing and trading of gas, power and other
commodities, midstream services and electric distribution. From July 1977 to October 1999,
Mr. Scott was with the Houston office of Arthur Andersen LLP, a public acoaufirm, where he

served as partner in charge of the Southwest Region Technology and Communications practice.

David R. A. SteadmanMr. Steadman is President of Atlantic Management Associates, Inc., a
management services and investment group. Amnergiby profession, Mr. Steadman served as
Vice President of the Raytheon Company from 1980 until 1987 where he was responsible for
commercial telecommunications and data systems businesses in addition to setting up a corporate
venture capital portfolio.Subsequent to that and until 1989, Mteadman was Chairman and Chief
Executive Officer of GCA Corporation, a manufacturer of semiconductor production equipment.
Mr. Steadman serves as a director of Aavid Thermal Technologies, Inc., a provider of thermal
management solutions for the electronics industry, a privagly company. MrSteadman also
serves as Chairman of Tech/Ops Sevcon, Inc., a public company that manufactures electronic
controls for electric vehicles and other equipment. $feadman is Visiting Lecturer in Business
Administration at the Darden School of the University of Virginia.

Executive Officers In addition to Messrs. Manning and Harper, whose backgrounds are described
above, the followingre the Company's other executive officers:

James H. AllenJr. Mr. Allen became the Company's Senior Vice President & Chief Financial

Officer in August 2007. He spent approximatelyy@ars with Arthur Anderse& Co., including

19years as an audit anduls i ness advisory partner and as he
construction industry practice. After being retired for several years, he became chief financial officer

of a process chemical manufacturer and served in that position for over threpr@ais joining

the Company. MrAllen is a certified public accountant.

Roger M. Barzun Mr. Barzun has been the Company's Vice President, Secretary and General
Counsel since August 1991. He was elected a Senior Vice President from May 1994 uga@DJuly

and again in March 2006. MBarzun has been a lawyer since 1968 and is a member of the bar of
both New York and Massachusetts. Barzun also serves as general counsel to other corporations

from time to time on a patime basis.

Section 16(a) Beeficial Ownership Reporting Compliance Section 16(a) of the Exchange Act
requires the Companyés officers and directors,
C o mp a n y Osecurdiep,ur insigers, to file with the Securities and Exchange Commission (SEC)
reports of beneficial ownership of those securities and certain changes in beneficial ownership on
Forms 3, 4 and 5, and to give the Company a copy of those reports.

Basedsolely upon a review of Forms 3 and 4 and amendments to them furnished to the Company

during 2008, any Forms 5 and amendments to them furnished to the Company relating to 2008, and

any written representations that no Form 5 is required, all Section IB@)ydéquirements
applicable to the Companyb6s insiders were satis

In December 2008, Mr. Mills shared voting and investment power over 400,000 shares of the
Company's common stock with North Atlantic Smaller Companies Investmesttdic, or

NASCIT, of which he is chief executive officer. Mr. Mills failed to timely file a Fefrmovering

sales by NASCIT on December 5, 2008 of 39,400 shares. A Form 4 reporting that sale was filed
with the SEC on December 12, 2008.

Code of Ethics The Company has adopted a Code of Business Conduct & Ethics that complies with
SEC rules. The Code applies to all the officers artbunse counsel of the Company and its
subsidiaries, and i s sitpavsvv.stetlingranstrtictivaco.€mmpany és we
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The Audit Committee The Company has a standing audit commiteeefined irSection

3(a)(58)(A) of the Securities Exchge Act of 1934. The members of the Audit Committee are John

D. Abernathy, Chairman, Donald P. Fusillr,, and Milton L. Scott.

Each of the members of the Audit Committee is an independent director under the independence
standards of both Nasdaq aheé SEC. The Board of Directors has determined that each of Messrs.
Abernathy and Scott is an audit committee financial expert. The independent members of the Board
have appointed MAbernathy Lead Director.

Item 11. Executive Compensation

Thisltem 11 has two main parts. The first contains information about the compensahien of
executive officers of the Company and the second contains information about the compensation of
directors who are not algxecutive officers.

The Company is required under applicable rules and regulations to furnish information about the
compensation of four of its top executive officers. Because these executive officers are named in the
Summary Compensation Table for 800 this Item 11, theyare sometimes referred to as the named
executive officers. The named executive officers are as follows:

Patrick T. Manning  Chairman & Chief Executive Officer

Joseph P. Harper, Sr President, Treasurer & Chief Operating Officer
Janes H. Allen, Jr.  Senior Vice President & Chief Financial Officer
Roger M. Barzun Senior Vice President, Secretary & General Counse

The compensation of these executives, which is based on employment agreements between the
Company and the executivesgdsscribed and discussed in the subsections listed below:

e TheCompensation Discussion and Analysikjch covers how and why executive
compensation was determined.

e TheEmployment Agreements of Named Executive Offiadrish describes the important
termsof the executives' employment agreements.

e ThePotential Payments upon Termination or Chagontrol, which as its name
indicates, describes particular provisions of the executives' employment agreements relating
to the termination of their employmentdaa change in control of the Company.

e TheSummary Compensation Table for 2088jch shows the cash and equity compensation
the Company paid to the named executive officers for 2008.

e The table ofGrants of PlarBased Awards for 20Q08vhich shows details @nyequity and
nonequity awards made to the named executive officers for 2008 and describes the plans
under which the Company made those awards.

e The table oOption Exercises and Stock Vested for 20@8ch shows the number of shares
the named execwi officers purchased under their stock options in 2008 and the dollar value
of the difference between the market value of the shares purchased on the date of purchase
and the option exercise price.

e The table oOutstanding Equity Awards at December 3Q08 which as its name indicates,
shows the stock options held by the named executive officers at year's end and gives other
details of their option awards.

Compensation Discussion and Analysis

Introduction This discussion and analysis of executive compensation is designed to show how and
why the compensation of the named executive officers was determined. Their compensation is
determined by the Compensation Committee of the Board of Directiothe Committee, whose
members are three independent directors of the Company.
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Compensation Objectives The Committee's compensation objectives for each of the named
executive officers as well as for other management employees is to provide theesmplkbya rate

of pay for the work he does that is appropriate in comparison to similar companies in the industry
and that is considered fair by the executive and the Company; to give the executive a significant
incentive to make the Company financiallyceassful; and to give him an incentive to remain with

the Company.

Employment Agreements The Company believes that compensating an executive under an
employment agreement has the benefit of assuring the executive of continuity, both as to his
employmen and the amounts and elements of his compensation. At the same time, an employment
agreement gives the Company some assurance that the executive will remain with the Company for
the duration of the agreement and enables the Company to budget salapvepst® term of the
agreement. All elements of the compensation of the named executive officers are paid according to
the terms of their employment agreements.

How the Terms of the Employment Agreements Were Deterniiihedagreements under which the
Company compensated the executives in 2008 became effective as of July 2007, when the prior
employment agreements of Messrs. Manning and Harper expired and whglteMmvas first

employed by the Company. The Committee's starting point was a writkey gatl cash incentive

bonus proposahade byMessrs. Manning and Harper for themselves and for the five senior
managers of TSCMr. Allen had not then joined the Comparin. connection with the proposal,

Messrs. Manning and Harper stressed their belitfe importance of a team approach to
compensation, an approach that is designed to avoid the disruptive effects of variations in
compensation levels between managers of equal responsibility and importance to the Company. The
Committee discusseatie proposal in the course of several meetings. No member of senior
management to be covered by the employment agreements, including Messrs Manning and Harper,
was present at any of the Committee's deliberations and discussions.

Compensation Principles and Roes In the course of their discussions, members of the Committee
came to a consensus on the following general compensation principles as a guide for their further
discussion of the compensation of Messrs. Manning, Harper and Allen as well as o genfor
managers of TSC:

e Compensation should consist of two main elements, base salary and cash incentive bonus to
achieve all of the compensation objectives discussed above.

e Equity compensation should not be an element of compensation for executivakeeioy
hold a substantial number of shares of the Company's common stock or who already hold
options to purchase a substantial number of shares of common stock, or both.

e The cash incentive bonus element of compensation should be divided into two paparton
60%, of the incentive bonus should be based on the achievement by the Company, on a
consolidated basis, of financial goals. The other part, 40%, should be based on the
achievement by the executive of personal goals to be established annualigrinealdy the
Committee in consultation with the executive.

e Perquisites such as car allowances, reimbursement of club dues and the like should not be an
element of compensation because salaries are designed to be sufficient for the executive to
pay these @ms personally.

e The Committee should determine at the end of each year the extent to which each of Messrs.
Manning, Harper and Allehasa c hi eved hi s per sonal goal s, as
charter.

¢ In determining individual compensation levels, @@mmittee should take into account,
among other things, the following:
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o The elimination of stock options as an element of compensation (except fatldf,.
who was a new employee in 2007.)

The executives' existing salaries.
Salaries of comparable exeimes in the industry.
Wage inflation from 2004 through 2007, to the extent applicable.

o O O O

The Company's growth since July 2004 when the prior employment agreements of
Messrs. Manning and Harper became effective and the resulting increase in senior
managemermesponsibilities.

o The total amount that is appropriate for the Company to allocate to the compensation of
the Company's senior management given the Company's size and industry.

0 The elimination of perquisites.

Compensation Consultano assist them invaluating management's proposed salary and bonus
structure, in May 2007, the Committee authorized its Chairman to retain the services of Hay Group, a
large firm that performs a number of consulting services, including the benchmarking of executive
compenston. The Committee's Chairman instructed Hay Group to prepare an analysis of the levels
of compensation payable under the July 2004 employment agreements to Messrs. Manning, Harper
and the five senior managers of TSC, and to compare them to a represgntatp of similar

companies. MrAllen joined the Company in July 2007 just before Hay Group's report was finished
and as a result, its analysis did not cover his compensation.

The peer group was selected by Hay Group in consultation with the ChaiftenCommittee and
Messrs. Manning and Harper. The peer group consisted of eight engineering and construction
companies with 2006 revenues of between $85 million and $651 million. The following is a list of
companies in the peer group:

Devcon Internatinal Corp.

Furmanite Corporation

Modtech Holdings Inc.

Meadow Valley Corporation

SPARTA, Inc. (Delaware)

Great Lakes Dredge & Dock Company
Insituform Technologies Inc.

Michael Baker Corporation

The Committee determined that although these companiesdiffenent areas of the construction
and engineering industry, they present an appropriate range in size and types of consttatgitn
businesses to which to compare the Company.

After distributing its report to members of the Committee, two represezgaif Hay Group

reviewed its findings in detail at a meeting of the Committee held at the end of July 2007. Hay
Group performed no other services for the Committee. Because of the work Hay Group did for the
Committee, the Board's Corporate Governaadéominating Committee retained Hay Group to do a
similar analysis and report relating to the compensation of the Companesnpbdoyee directors.

The following is a summary of the Hay Group's Executive Compensation Report, which was
delivered to Commiee members in mid 2007 and was based on financial information for calendar
year 2006, the then most recently completed full fiscal year:
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Except for net income, the Compangisat or about the median of the peer group in sales, assets,
market capitalizatio and number of employees. In total shareholder return, growth in income before
interest and taxes, and return on investment, the Convpasghead of the peer group.

The Company's 2006 net income was above the peer group and its stockholders' equiBpivat
the peergroup median.

Using the peer group, the base salaries of Messrs. Manning and Harper under their July 2004
agreements were 64% and 81%, of the median, respectively; the sum of their base salaries and annual
incentive awards were 130% ah8l0% of the median, respectively; and their total direct

compensation (which includes equity compensation) was 86% and 93% of the median, respectively.

Using Hay Group's so called national general industry database updated to July 2007, the base
salariesof Messrs. Manning and Harper under the July 2004 agreements were below the median,
91% and 81% respectively, but their total cash compensation was above the median, 144% and
132%, respectively.

The Committee concluded from these numbers that it iBrthecial success of the Company and the
resulting incentive bonuses that results in the total compensation of Messrs. Manning and Harper to
be above the median.

Compensation Leveldt was the consensus of the Committee that both the salary and cagivin
bonus levels of Messrs. Manning and Harper should be significantly above thgg@gemedian to
reflect the following:

e The Company's excellent, abereedian performance in net income and stockholders' equity;

e The growth of the Company since 2084d the resulting increase in the complexity of the
business; and

e The elimination of equity as an element of compensation.

To account for the elimination of lorgjanding perquisites, the Committee added $25,000 to the
proposed base salaries of botle@xtives. In addition, the Committee took into account the fact that
under the accounting rules of FAS 123R, the elimination of equity compensation causes the proposed
$3.41 million of total compensation for the sexy@Tson management group consistiniyleksrs.

Manning, Harper and the five TSC senior managers, to be below the total of prior years.

Because of management's expressed desire for a team concept of compensation, the Committee
agreed with the proposal of Messrs. Manning and Harper thabthleisalaries and cash incentive
bonuses be the same, reflecting their belief that each has different but equal levels of responsibility
and expertise.

The Committee determined that performabesed compensatipimcluding deferred salas
described blew, should be approximately equal to base salary. In the case allbtr, his
performancebased compensation when combined with his equity compensation is approximately
60% of his base salary.

As noted above, MAllen's compensation was not a subjettHay Group's report because he joined

the Company just before the report was presented. The Committee established his salary based on a
number of factors, including MAllen's thirty years of experience in Houston with a major public
accounting firmnineteen of those years consisting of concentration in the construction industry; his
financial and business experience; the compensation package requestedbgryland Committee
members' own judgnme of what is a reasonable levélammpensation. fie Committee granted him

the stock option described below so that like other members of senior management, he would have a
long-term equity interest in the Company. The Committee determined thatlsim.would be

compensated under the same form of emplayt agreement as the one agreed upon with Messrs.
Manning and Harper
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Deferred Salary The Committee's first inclination was to have cash incentive bonuses tied solely to

a financial measurement found in the Company's annual audited financial stateMetarper

advised the Committee that EBITDA was used in the past as a measure of financial performance
because it was the number on which management believes that its performance has the most direct
effect. Mr.Harper also noted that the thresholdifonus achievement was 75% instead of 100% of
budgeted EBITDA because in the past, base salaries had been set at a relatively low level, a fact
supported by the Hay Group report. The relatively easily achieved cash incentive bonus together
with base saly was intended to yield fair base compensation, but was also intended to conserve cash
by keeping salaries low in years in which the Company had especially poor financial performance
and did not even achieve 75% of budgeted EBITDA.

The Committee agreleto maintain this concept, but determined that it would be better structured by
revising the base salary arrangements. The Committee divided base salary into two parts; the larger
part to be paid in periodic installments through the payroll systemsergayroll salary, and the

balance to be deferred, or base deferred salary, to be paid in a lump sum after year end only if 75% of
budgeted EBITDA is achieved. EBITDA is defined in the agreements as annual net income
determined in accordance with gengraltcepted accounting principlés

Plus Interest expense for the period,;

Plus Depreciation and amortization expense for the period;

Plus Federal and state income tax expense incurred for the period;

Plus Extraordinary items (to the extent negative) if aioy,the period,;

Minus Extraordinary items (tthe extent positive) if any

Minus Interest income for the period; and

Minus Any fees paid to neeamployee diectors.
Cash Incentive Bonus. In keeping with its principle of basing cash incentive bonuses on th
achievement of a financial measurement that can be determined by direct reference to the Company's
audited annual financial statements, the Committee decidek&60% of the bonus on achieving
budgeted fullydiluted earningpershare in the belief #t it is a measure that most directly affects a

stockholder's investment in the Compaagd 40% on the achievement of personal goals by the
executives

Termination Events The obligations of the Company under the employment agreements in the event
of the termination of the employment of the named executive officers or a change in control of the
Company are described in detail in the section entRigténtial Payments Upon Termination or
Changein-Control, below.

The Committee's principle in settingrimination provisions was based on the belief that absent a
termination for cause, an employee should at least receive the base deferred salary and cash incentive
bonus that he would have earned had his employment not terminated, but prorated forah@fporti

the year that he was an employee. The Committee made an exception to this in the event the
executive voluntarily resigns, in which case the Committee determined that payment of any cash
incentive bonus is not warranted because incentive bonusdssigeed in part to encourage the

employee to remain in the Company's employ.

In accordance with a sense of basic fairness, the Committee determined that in the event that
termination is by the Company without cause or because of an uncured breacRomgany of

the employment agreement, the executive should also receive the benefit of his base salary for the
balance of the term of the agreement, but at least for twelve months.

The Committee did not believe that any special payments should be negettives in the event
of a change in control of the Company because the protections afforded by their employment
agreements against termination without cause would be unaffected by a change in control. The
executives' outstanding stock options by tieims vest in full in the event of a change in control.
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The acceleration of vesting is based on the assumption that a change in control often results in a
change in senior management. Absent accelerated vesting, a termination without cause after a
change in control could unfairly reduce or eliminate the benefit of a stock option depending on when
the change occurs. If the executive is terminated for cause, all of the executives' stock options
immediately terminate.

Deferred Salary and Incentive Awarfds 2008 In 2008, the Company exceeded the 75% of

budgeted EBITDA goal, but did not achieve the budgeted.-tliliited earninggpershare goal. In
February 2009, the Committee reviewed the personal goals of each of Messrs. Manning, Harper and
Allen ard determined that they had substantially completed all of them to the satisfaction of the
Committee. Therefore, the Committ@eproved the payment &ach of Messrs. Manning, Harper

and Allenof his base deferred salary and 40% of his cash incentive bonus

The Committegin the exercise of its discreti@nd based on the persopadgmentof the
Committee members, awarded Marzun a cash incentive bonus$30,000and increased his
annual salary to&,000

All base deferred salary paymeaisd cashincentive bonusefor 2008, are more fully described in
the following sections:

Employment Agreements of Named Executive Officers
Summary Compensation Table for 2008

Grants of PlarBased Awards for 2008

Employment Agreements of Named Executive Officers

During 2008, Messrs. Manning, Harper and Allen were compensated under similar employment
agreements that became effective in July of 2007 and that expire on December 31, 2010. The
following table describes the material financial features of each of the employment agreements.

Mr. Manning Mr. Harper Mr. Allen
Base Salary $365,000 $365,000 $250,000
Base Deferred Salary $162,500 $162,500 $75,000
Maximum Incentive Bonus $162,500 $162,50 $75,000

Equity Compensation 13,70%share stock

None None option award?
Vacation Discretionary® Discretionary® 5 weeks
Benefits Paid by the 3)

None None Noné

Company

(1) Information about this stock option, which was granted in August 28G&tiforth below in the section
entitled Outstanding Equity Awards at December 31, 2008.

(2) The executive is entitled to take as many days vacation per year as he believes is appropriate in light of
the needs of the business.

(3) At Mr. Allen's requestvhen he joined the Company, the Company agreed that he would continue his
then current health plan rather than participate in the Company's health plan and that he would be
reimbursed for up to $1,000 of the monthly premiums of his plan. This arrangisrtess expensive for
the Company than if MiAllen had joined the Company's health plan.

Mr. Barzun's employment agreement became effective in March 2006 and continues until terminated
by the Company or by MBarzun. His base salary in 2008 under thens ofhis employment
agreement was $75,000, and is subject to merit increases. He is also eligible to receive an annual
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cash incentive bonus in the discretion of the Committee. Because he Kim@amployee, there is
no provision in his agreemefar paid vacation time.

All of the foregoing agreements provide for the election of the executive to his current positions with
the Company. The employment agreements of Messrs. Manning, Harper and Allen provide that they
may not compete with the Compaafter termination of employment for a period of twelve months

or for the period, if any, during which the Company is obligated to continue to pay him his base
payroll salary, whichever period is longer

Potential Payments upon Termination or Change-Control.

The following table describes the payment and other obligations of the Company and the named
executive officers under their employment agreements in the event of a tesmwfagimployment

or a change in control of the Company. The table also shows the estimated cost to the Company had
the executive's employment been terminated on December 31, 2008.

Patrick T. Manning, Joseph P. Harper, &James H. Allen, Jr.

Event Payment and/or Other Obligations *

1. Termination by the Company withoi The Company musi

cause e Continue to pay the executive his base salary for the
balance of the term of his employment agreement or fc
one year, whichever period is longer;

e Continue tocover him under its medical and dental plar
provided the executive reimburses the Company the
COBRA cost thereof, in which event the Company mu:
reimburse the amount of the COBRA payments to the
executive; and

e Pay him a portion of any base deferred satard cash
incentive bonus that he would have earned had he
remained an employee of the Company through the er
the calendar year in which his employment is terminatt
based on the number of days during the year that he v
an employee of the Company.

Estimated December 31, 2008
termination payments:
Messrs. Manning & Harper (each $730,000 plus COBRA payment reimbursement, which
currently would be approximately $32,219 for Mr. Mannil
and $20,885 for Mr. Harper for theo-year period.

Mr. Allen $500,000 plus$24,000 in health insurance reimbursemen
2. Termination by reason of the The Company is obligated to pay the executive a portior
executive's death any base deferred salary and of any cash incentive bont

that he would have earnéddd he remained an employee ¢
the Company through the end of the calendar year in wr
his employment terminated, based on the number of day
during the year that he was an employee of the Compan

EstimatedDecember 31, 2008 None
termination payments:

3. Termination by the Company for The Company is required to pay the executive any accrt
causé but unpaid base payroll salary through the date of
termination and any other legaltgquired payments
through that date.

All of the executive's stockptions terminate.
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Event Payment and/or Other Obligations *
Estimated December 31, 2008 None
termination payments:

4, Involuntar){ resignation of the An involuntary resignation, also known as a constructive
executive® termination, is treated under the agreement as a terming
by the Companwithout cause.

Estimated December 31, 2008 See Event #1, above.
termination payments:

5. Voluntary resignation by the The Company is obligated to pay the executive a portior
executive any base deferred salary that he would have earned hac
remaing an employee of the Company through the end
the calendar year in which he resigned, based on the nu
of days during the year that he was an employee of the
Company.

Estimated December 31, 2008
termination payments: None

6. A change in control ahe Company. All the executivesun-exercisable but ithe-money stock
options become exercisable in full. At December 31, 20
those options had the following values based on the
difference between the market value of a share of the
Companys common sick at that date aneach option's
pershare exercise price:

Mr. Manning $11,851
Mr. Harper $1,050
Mr. Allen -0-

*  The base payroll salaries, base deferred salaries and cash incentive bonus eligibility of the executives are set
forth above under thheadingemployment Agreements of Named Executive Officers

(1) The term "cause" is defined in the employment agreements and means what is commonly referred to as cause in
employment matters, such as gross negligence, dishonesty, insubordinaticuatagerformance of
responsibilities after notice and the like. A termination without cause is a termination for any reason other than
for cause, death or voluntary resignation.

(2) The executive is entitled to "involuntarily” resign in the event th@iGbmpany commits a material breach of a
material provision of his employment agreement and fails to cure the breach within thirty days, or, if the nature
of the breach is one that cannot practicably be cured in thirty days, if the Company fails tdlylgigerin
good faith commence a cure of the breach within the tdiaty period.

Roger M. Barzun In the event that MBarzun's employment is terminated for cause, the Company

is only obligated to pay him his salary through the date of terminatiorhisudtstanding options
terminate on that date. In the event that his employment is terminated without cause, or by reason of
his death or permanent disability, the Company is obligated to pay him his salary then in effect for a
period of six months, whh at December 31, 2008 would be $37,500, and to pay him within thirty

days of his termination a portion of acgsh incentivdonus to which he would otherwise have been
entitled had his employment not been terminated, based on the number of daysheéweay that

he was an employee of the Company. For purposes of determining the amougtshtimeentive

bonus to which he would have been entitled, the Company is required to make such reasonable
assumptions as it determines in good faith. In tlemesf a change in control of the Company, all of
Mr.Bar zunds options become exer ci s abdxecisable,inf ul I
themoney option had a value of $700 based upon the difference between the market value of a share
of theCompany's common stock at that date and the option'shpee exercise price.

48




Summary Compensation Table for 2008

The following table sets forth for calendar years 2006, 2007 and 2008 all coneasairded to,
earned by, or paid to, Patrick T. Manning, the Company's principal executive officer, and James H.
Allen, Jr., its principal financial officer, who joined the Company in July 2007.

The table also shows the same compensation informatidmseph P. Harper, Sr., the Company's
President, Treasurer & Chief Operating Officer, and Roger M. Barzun, its Senior Vice President,
Secretary & General Counsel, who are the only other executive officers whose compensation for
2008 exceeded $100,000.

The Company pays compensation to these executive officers according to the terms of their
employment agreement3he Company does not pay Messrs. Manning or Harper additional
compensation for service on the Board of Directdiise amounts include any conmsation that

was deferred by the executive through contributions to his defined contribution plan account under
Section 401(k) of the Internal Revenue Code. All amounts are rounded to the nearest dollar.

Non-Equity
Name Option Incentive Plan All Other
and Salary Awards®  Compensatiod?  Compensation Total
Principal Position  Year $) ($) $) O $)
Patrick T. Manning 2006 240,000 82,883 341,000 38,950 702,833
Chairman of the Board 2007 296,500 8 325,000 31,258 652,758
& Chief Executive 2008 365,000 3 227,500 6,900 599,400
Officer (principal
executive officer)
Joseph P. Harper, Sr. 2006 235,800* 82,883 318,500 21,150 658,333
President, Treasurer 2007 282,500 8 325,000 14,396 621,896
& Chief Operating 2008 365,000 3 227,500 7,300 599,80
Officer
James H. Allen, Jr. 2007 115,500 14,553 100,000 865 230,918
Senior Vice President 2008 250,000 8 105,000 7,500 362,500
& Chief Financial
Officer (principal
financial officer)
Roger M. Barzun 2007 62,500 o] 75,000 o] 137,500
Senior Vice President 2008 76,800 8 30,000 8 106,800
& General Counsel,
Secretary

*  This includes $20,800 paid to Mdarper for foregoing approximately five weeks of the vacation he was
entitled to in 2006 under his prior employment agreement, which expired in July 2007.

(1) The vale of these stock option awards is the total dollar cost of the award recognized by the Company in the
year of grant for financial reporting purposes in accordance with FAS 123R. No amounts earned by the
executive officers have been capitalized on theruslaheet for 2008. The cost does not reflect any estimates
made for financial statement reporting purposes of forfeitures by the executive officers related tebssadce
vesting conditions.

The valuation of these options was made on the equitytiraiuassumptions described in Note 8\aftes to
Consolidated Financial StatementdNone of the awards has been forfeited. The following section, entitled
Grants of PlarBased Awards for 200&ontains a description of the basis on which these stoanspivere
awarded and their full grant date fair market value.

(2) Cash incentive bonuses were calculated and approved by the Committee in February 2009. The bonuses for
2006 were determined in part by the application of a formula found in the prioryamgibagreement of each
executive officer and in part by the Committee exercising its discretion as to the amount of additional cash
incentive bonus within the range provided for in his employment agreements. Footnotes (1) and (2) to the table
in the follbwing section, entitle@rants of PlanBased Awards for 200&pontain a description of the formula
and its application.
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(3) The following table shows a breakdown of the amounts shown above in the column ehitit@ther
Compensation The dollar amoustare the costs of the items to the Company.

Type of Other Compensation Year Mr. Manning Mr. Harper Mr. Allen

Car allowance 2006 $8,400 $8,400 0
2007 $5,000 $5,000 o}
2008 o} o}

Expenses of commuting to wor 2006 $2,500 $1,800 5
2007 $2,400 $1,750 8
2008 o} o}

Country club dues 2006 $25,000 $4,500 5
2007 $15,000 $3,420 8
2008 o} o}

Company contribution to 401(k 2006 $3,050 $6,450 o)

Plan account 2007 $8,858 $4,226 $865
2008 $6,900 $7,300 $7,500

Grants of PlanBased Awards for 20Q8

The following table shows each grant of an award for 2008 to a named executive officer under a
Company plan.The Company did not award any SAR's, stock, restricted stock, restricted stock
units, or similar instruments tog of the named executive officers in 2008.

All Other
Option Grant
Awards: Exercise Date
Number of or Base Fair
Estimated Possible Payouts Securities Price of Value of
Under Non-Equity Incentive Underlying Option Option
Plan Awards® Options Awards Awards
Name Grant Date (%) (#) ($/share) %
Threshold  Target Maximum
Patrick T. Manning N/A 162,500 260,000 325,000 0 N/A N/A
Joseph P. Harper, St N/A 162,500 260,000 325,000 0 N/A N/A
James H. Allen, Jr. N/A 75,000 120,000 150,000 0 N/A N/A
Roger M. Barzun N/A o} $75,000 0 0 N/A N/A

(1) In the table above, "possible" payouts mean the payouts that were available to be earned by the
executive for calendar year 2008.

Messrs. Manning, Harper and AllenAs more fully described above under the hegdin
Employment Agreements of Named Executive Offideesemployment agreements of Messrs.
Manning, Harper and Allen provide each executigenually with the ability to earn
compensation in addition to his base salary. The additional compensation igl dntm¢hree
parts, each based on the achievement of an annual goal, as follows:

e The achievement by the Company of 75% of budgeted EBITDA.
e The achievement by the Company of budgeted {tiliyted earnings per share.

e The achievement by the executive @rgonal goals approved by the Committee at the
beginning of the year.

As a result, in any given year, the executive may earn all, some or none of the additional
compensation. In the table abave

e The Thresholdis the amount that the executive will eafrihe Company achieves the
75% of budgeted EBITDA goal. It is designated the threshold because, as described
above in the section entitleGompensation Discussion and Analydisis amount is
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considered by the Committee to be salary that is deferredngetiet achievement by the
Company of a relatively modest financial goal. In 2008 the goal was more than met by
achieving 92% of budgeted EBITDA.

e The Targetis the amount that the executive will earn if both the EBITDA and the
earningspershare goals ra achieved. In 2008, the Company did not achieve the
earningspershare goal.

e TheMaximumis the sum of th&argetamount and the amount the executive will earn if,
in addition to the financial goals, he achieves all of his personal goals for thelgear.
2008 the Committee determined that each executive completed substantially all of his
personal goals.

Mr. Barzun Mr. Barzun's cash incentive bonus for a given year is entirely in the discretion of the
Committee and is based on the Company's catetel financial results for the year, the number

of nontroutine legal transactions to which he devoted substantial time during the year, and such
other matters as the Committee deems relevant. Accordingly, because Mr. Barzun's possible
payout for 2008 carot be estimated at the beginning of the year, the Target amount included in
the table is the bonus paid to him for 2007.

For the actual amounts paid to the executives for 2008, s&uthmary Compensation Table for
2008 above.
Option Exercises andt8ck Vested for 2008

The following table contains information on an aggregated basis about each exercise of a stock
option during 2008 by each of the named executive officers.

Option Awards

Number of Shares Value Realized

Acquired Upon

on Exercise Exercise?
Name #) ($)
Patrick T. Manning 17,200 221,380
Joseph P. Harper, Sr. o} o}
James H. Allen, Jr. 0 o)
Roger M. Barzun 1,190 24,722

(1) SEC regulations define the "Value Realized Upaercise" as the difference between the
market price of the shares on the date of the purchase, and the option exercise price of the
shares, whether or not the shares are sold, or if they are sold, whether or not the sale occurred on
the date of the exesz.

Outstanding Equity Awards at December 31, 2008

The following table shows certain information concerningemarcised stock options and stock
options that have not vested that werestanding on December 31, 2008 for each hamed executive
officer. No other equity awards have been made to the named executive officers.
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Option Awards

Number of Number of
Securities Securities
Underlying Underlying
Unexercised Unexercised Option
Options Options Exercise Option Option Vesting
#) (#) Price/Share Grant Expiration Date
Name Exercisable Unexercisable (%) Date Date Footnotes
Patrick T. Manning 400 600 $25.21 8/08/2006  9/08/2011 @
10,000 8 $24.96 7/18/2006  7/18/2011 @
300 600 $16.78 8/12/2005  9/12/2010 @)
10,000 8 $9.69 7/18/2005  7/18/2010 @
2,800 700 $3.10 8/12/2004  8/12/2014 @)
) 8 $3.10 8/12/2004  8/12/2009 @
3500 ] $3.05 8/20/2003  8/20/2013 @
Joseph P. Harper, Sr. 400 600 $25.21 8/08/2006  9/08/2011 W
10,000 8 $24.96 7/18/2006  7/18/2011 @
900 600 $16.78 8/12/2005  9/12/2010 @
10,000 8 $9.69 7/18/2005  7/18/2010 @
3,500 8 $3.10 8/12/2004  8/12/2014 @
10,000 8 $3.10 8/12/2004  8/12/2009 @
3,500 8 $3.05 8/20/2003  8/20/20B @
3,500 8 $1.725 712412002 7/24/2012 @
3,700 8 $1.50 7/23/2001  7/23/2011 @
James H. Allen, Jr. 13,707 9,138 $18.99 8/7/12007  8/7/2012 @
Roger M. Barzun 240 360 $25.21 8/8/2006  9/8/2011 W
600 400 $16.78 8/12/2005  9/12/2010 W
2,000 8 $3.10 8/12/2004  8/12/2014 @

Vesting of Stock Optiondf there is a chang@a control of the Company, all the stock options then held by a named
executive officer become exercisable in full. Absent a change in control of the Comparngtidhs listed above
vest as described in the following footnotes:

(1) This option vests in equal installments on the first five anniversaries of its grant date.
(2) This option vested in a single installment on July 18, 2007.
(3) This option vests in equalstallments on the first three anniversaries of its grant date.
(4) This option vested in a single installment on its grant date.

Director Compensation for 2008

The Company does not pay additional congagion for serving on the Board of Directors to
directors who are employees of tiempany, namely Messrs. Manning dfarper. The following
table contains information concerning the compensation paid for 2008 4enmaloyee directors.
All dollar numbes are rounded to the nearest dollar.
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Fees Earned Stock

or Paidin  Awards
Cash E) Total®

Name (%) ($) ($)
John D. Abernathy (Lead director) 39,184 50,000 89,184

Chairman of the Audit Committee

Member of the Compensatiand Grporate

Governance & NominatinGommittes
Robert W. Frickel 29,884 50,000 79,884

Chairman of the Compensation Committee

Member of the Corporate Governance & Nominating

Committee
Donald P. Fusilli, Jr. 26,956 50,000 76,956

Member of the Audit Committee

Member of the Compensation Committee
Maarten D. Hemsley 21,406 50,000 71,406
Christopher H. B. Mills 18,756 50,000 68,756
Milton L. Scott 30,998 50,000 80,998

Chairman of the Corporate Governance & Nominatin

Committee

Member of the Audit Committee
David R. A. Steadman 25,542 50,000 75,542

Menmber of the Corporate Governance & Nominating
Committee

(1) The aggregate value of these restricted stock awards was $350,000, including $220,833 recognized in 2008 for
financial reporting purposes in accordance with FAS 123R. No atsi@arned by a director have been
capitalized on the balance sheet for 2008. The cost does not reflect any estimates made for financial statement
reporting purposes of future forfeitures related to sedvsed vesting conditions. The valuation ofdherds
was made on the equity valuation assumptions described in Nofddesf to Consolidated Financial
Statements None of the awards has been forfeited to date.

(2) During 2008, none of the neemployee directors received any other compensatioariy service provided to
the Company. All directors are reimbursed for their reasonablefqadcket expenses incurred in attending
meetings of the Board and Board committees. Directors living outside of North America, currently only
Mr. Mills, have tte option of attending regularscheduled irperson meetings by telephone, and if they choose

to do so, they are paid an attendance fee as if they had attended in person.

(3) The following table shows for each nremployee director the grant date faitueof each stock award that has
been expensed, the aggregate number of shares of stock awarded, and the number of shares underlying stock

options that were outstanding on December 31, 2008.

Aggregate Stock

Securities Underlying
Option Awards

Grant Date Fair
Value of Stock

Awards
Outstanding

Outstanding at December 31, and
Grant at December 31, 2008 2008 Option Awards

Name Date #) #) ($)
John D. Abernathy 5/19/2005 5,000 27,950
5/8/2008 2,564 50,000
Total 5,000 2,564 77,950
Robert W. Fricke 7/23/2001 12,000 57,600
5/19/2005 5,000 27,950

53




Aggregate Stock

Securities Underlying Awards Grant Date Fair
Option Awards Outstanding Value of Stock
Outstanding at December 31, and
Grant at December 31, 2008 2008 Option Awards
Name Date # # %)
5/8/2008 2,564 50,000
Total 17,000 2,564 135,550
Donald P. Fusilli, Jr. 5/8/2008 o} 2,564 50,000
Maarten D. Hemsley  7/18/2007 2,800 27,640
7/18/2006 2,800 45,917
7/18/2005 2,800 17,534
5/8/2008 2,564 50,000
Total 8,400 2,564 141,091
Christopher H. B. Mills 5/19/2005 5,000 27,950
5/8/2008 2,564 50,000
Total 5,000 2,564 77,950
Milton L. Scott 5/8/2008 2,564 50,000
David R. A. Steadman 5/8/2008 2,564 50,000

Standard Director Compensation Arrangementise following table shows the standard
compensation arrangements for remployee directors that were adopted by the Board on May 8,
2008.

Annual Fees

Annual Fees Each NonEmployee Director
$17,500

An award (on the date of each
Annual Meeting of Stockholders)
of restricted stock that has an
accounting income charge under
FAS 123R of $50,000 per grant.*

Additional Annual Fees for Committee Chairmen
Chairman of the Audit Committee $12,500
Chairman of the Compensation Committee $7,500
Chairman of the Corporate Governance & Nominating Commiti  $7,500

Meeting Fees
In-Person Meetings Per Director Per Meeting

Board Meetings $1,500

CommitteeMeetings
Audit Committee Meiglgs

in connection with a Board meeting $1,000
not inconnection with a Board meeting $1,500
Other Committee Meetings
in connection with a Board meeting $500
not in connection with a Board meeting $750
Telephonic Meetings(Board & committee nmetings)
One hour or longer $1,000
Less than one hour $300
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* The shares awarded are considered restricted because they may not be sold, assigned, transferred, pledged
or otherwise disposed of until the restrictions expire. The restrictions fantuel made on May 8, 2008
expire onMay 5, 2009the day before the 2009 Annual Meeting of Stockholders, but earlier if the director
dies or becomes disabled or if there is a change in control of the Company. The shares are forfeited if
before the restritons expire, the director ceases to be a director other than because of his death or
disability.

Compensation Committee Interlocks and Insider Participation

During 2008, Rbert W. Frickel (Chairman), John D. Abernathy and Donald P. Fusilli, Jr. served on
the Compensation Committee. None of these Compensation Committee members is or has been an
officer or employee of the Company. Nfrickel is President of R.W. Frickel Cqgany, P.C., an
accounting firm that performs certain accounting and tax services for the Company. In 2008, the
Company paid or accrued for payment to R.W. Frickel Company approximately $39,700 in fees.

The Company estimates that during 2009, the fe&sWt Frickel Company will be approximately

the same as in 2008.

None of the Company's executive officers served as a director or member of the compensation
committee, or any other committee serving an equivalent function, of any other entity that has an
executive officer who is serving or during 2008 served as a director or member of the Compensation
Committee of the Company.

Compensation Committee Report

The Compensation Committee of the Board of Diredtasreviewed and discussed with
management thEompensation Discussion and Analysgs forth above in this Item 11. Based on
that review and those discussions, the Compensation Committee recommended to the Board of
Directors that th€ompensation Discsgon and Analysibe included in this Annual Report on Form
10-K.

Submitted by the members of the Compensation Committee on March 16, 2009
Robert W. FrickelChairman

John D. Abernathy
Donald P. Fusilli, Jr.

Item 12. Security Ownership of Certain Beneficid Owners and Management and Related
Stockholder Matters.

Equity Compensation Plan Information The following table contains information at December 31,
2008 about compensation plans (including individual compensation arrangements) under which the
Company has authorized the issuance of equity securities.

Number of securities
remaining available for
future issuance under

Number of Securities to be Weighted-average equity compensation
issued upon exercise of exercise price of plans, excluding
outstanding options, outstanding options, securities reflected in
Plan Categony” warrants and rights warrants and rights column (a)

(@) (b) (c)

Equity compensation
plans approved by 411,000 $9.753 397,690
security holders:

(1) There is no outstanding compensation plan (including individual compensation arrangements) under which the
Conpany has authorized the issuance of equity securities that has not been approved by stockholders.

Security Ownership of Certain Beneficial Owners and Managemeiihe following table sets forth
certain information at February 16, 2009 about the beneficial ownership of shares of the Company's
common stock by each person or entity known to the Company to own beneficially more than 5% of
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the outstanding shares of common stdpkpach director; by each executive officer named above in
Iltem 11.0 Executive Compensatipander the headinummary Compensation Table for 2088d

by all directors and executive officers as a group. The Company has no other class of equity
securites outstanding.

Based on information furnished by the beneficial owners, the Company believes that those owners
have sole investment and voting power over the shares of common stock shown as beneficially
owned by them, except as stated otherwise indbmbtes to the table.

Rule 13d3(d)(1) of the Securities Exchange Act of 1934 requires that the percentages listed in the
following table assume for each person or group the acquisition of all shares that the person or group
can acquire within sixty dayof February 16, 2009, for instance by the exercise of a stock option, but
not the acquisition of the shares that can be acquired in that period by any other person or group
listed.

Except for Mr. Mills and the entities listed below, the address of eardopis the address of the
Company.

Number of
Outstanding
Shares of Shares Subject Total
Name and Address of Beneficial Common Stock to Beneficial Percent
Owner Owned Purchase* Ownership of Class

Wellington Management Company, LLI
75 State Street
Bosbn, Massachusetts 0219 1,646,87¢" 8 1,646,870 12.49%

T. Rowe Price Associates, Inc.
100 E. Pratt Street

Baltimore, Maryland 21209 1,086,418 8 1,086,413 8.24%
John D. Abernathy 54,5319 5,000 59,531 A
Robert W. Frickel 67,369 17,00 84,369 A
Donald P. Fusilli, Jr. 4,162 K} 4,162 A
Joseph P. Harper, Sr. 520,444% 173,074 693,518 5.19%
Maarten D. Hemsley 184,23¢9® 8,400 192,638 1.46%
Patrick T. Manning 100,29%" 27,600 127,895 A

Christopher H. B. Mills
A North Atlantic Value LLP
Ryder Court, 14 Ryder Street,

London SW1Y 6QB, England 317,360 5,000 519,805 2.44%
Milton L. Scott 5,369% 3 5,369 A
David R. A. Steadman 24,369 ] 24,369 A
All directors and executive officers as ¢

group (1L persons) 1,305,307 243,48%) 1548,790 11.53%

*  These are the shares that the entity or person can acquire within sixty days of February 16, 2009.
A Less than one percent.

(1) This number is based on a Schedule 13G/A filed with the SecuritieExchange Commission on February 10,
2009. Of this number, Wellington Management Company, LLP claims shared voting power over 1,438,659 of
the shares and shared dispositive power over all of the shares.

(2) This number is based on a Schedule 13G fiféH the Securities and Exchange Commission on February 10,
2009. Of this number, T. Rowe Price claims sole voting power over 461,613 of the shares and sole dispositive
power over all of the shares.

(3) This number includes 2,564 restricted shares @@hto noremployee directors as described abovdtém 11.
0 Executive Compensation footnote (1) to thé®irector Compensation Table for 2008 he restrictions
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expire onMay 5, 2009the day preceding the 2009 Annual Meeting of Stockholders, bigraathe director
dies or becomes disabled or if there is a change in control of the Company. The shares are forfeited before the
expiration of the restrictions if the director ceases to be a director other than because of his death or disability.

(4) This number includes 8,000 shares held by Mr. Harper as custodian for his grandchildren.

(5) This number includes 10,000 shares owned by the Maarten and Mavis Hemsley Family Foundation as to which
Mr. Hemsley has shared voting and investment power wittvifégsand two daughters. Of the total number of
shares, 155,924 shares are pledged as security.

(6) Of these shares 92,7%%ave been pledged as security.

(7) This number consists of 300,000 shares owned by NASECWhich Mr. Mills is Chief Executivéfficer;

14,805 shares owned by Mr. Mills personally over which he claims sole voting and investment power; and
2,564 restricted shardéisatare described above in footnote (3).

(8) See the footnotes above for a description of certain of the sharesishdafutthis total.

Item 13. Certain Relationships and Related Transactions, and Director Independence

Transactions with Related Persons

Maarten D. HemsleyAt December 31, 2008, NASCIT held 2.28% of the Company's outstanding
common stock. NASCIT is a part of JO Hambro Capital Management Group Limited, or JOHCMG,
an investment company and fund ragar located in the United Kingdom. From January 2001 until
May 2002, Mr.Hemsley was a consultant to JO Hambro Capital Management Limited, or JOHCM,
which is part of JOHCMG, and since May 2002 has been an employee of JOHCM. Mr. Hemsley has
served sinc001 as Fund Manager of JOHCMG's Leisure & Media Venture Capital Trust, plc, and
since February 2005, as Senior Fund Manager of its Trident Private Equity Il LLP investment fund.
Neither of those funds was or is an investor in the Company or any of thea@y's affiliates.

Robert W. Frickel Mr. Frickel is President of R.W. Frickel Company, P.C., an accounting firm
based in Michigan that performs certain accounting and tax services for the Company. In 2008, the
Company paid or accrued for payment tdOVRFrickel Company approximately $39,700 in fees.

The Company estimates that during 2009, the fees of R.W. Frickel Company will be approximately
the same as in 2008.

Joseph P. Harper,.Jdoseph P. Harper, Jr. is Chief Financial Officer of the Conparholly-

owned subsidiary, Texas Sterling Construction Co., or TSC, and the son of Joseph P. Harper, Sr.,
who is President, Treasurer & Chief Operating Officer of the Company. For 2008bkber Jr.
received salary of $200,000 and deferred salary astilioaentive bonus of $140,000.

The Paradigm Companie§ince July 2005, Patrick T. Manning has been the husband of the sole
beneficial owner of Paradigm Outdoor Supply, LLC, Paradigm Outsourcing, Inc. and Paradigm
Consultants, Inc. The Paradigm compariiave provided materials and services to the Company

and to other contractors for many years. In 2008, the Company paid a total of approximately
$436,262 to the Paradigm companies. The Audit Committee reviews and approves these payments
in the manner deribed below.

Policies and Procedures for the Review, Approval or Ratification of Transactions with Related
Persons

General The Board of Directors' policy on transactions between the Company and related parties is
set forth in the written charter of the Audit Committee. The policy requires that the Audit Committee
must review in advance the terms of any transaction by the Comptima director; executive

officer; nominee for election as director; stockholder; or any affiliate or any of their immediate
family members that involves more than $50,000. If the Audit Committee approves the transaction,
it must do so in compliance thi Delaware law and report it to the full Board of Directors.

Mr. Hemsley Mr. Hemsley's relationship with JOHCM has not been the subject of any approval
process by the Board or the Audit Committee because, as noted above, neither of the funds he
manage were or are an investor in the Company or any of its affiliates.
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