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(Exact name of registrant as specified in its charter)

Delaware 90-0023731
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)
2930 W. Sam Houston Pkwy N., Houston, Texas 77043
(Address of principal executive offices) (Zip Code)

(713) 849-9911

(Registrant s telephone number, including area code)

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

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate website, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes = No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller reporting
company. See the definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.:

Large accelerated filer ~ Accelerated filer X

Non-accelerated filer Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes ©~ No x

There were 30,091,151 shares of the issuer s common stock, $.0001 par value, outstanding as of May 12, 2010.
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EXPLANATORY NOTE

Flotek Industries, Inc. (the Company ) is filing this amendment to its Quarterly Report on Form 10-Q for the quarterly period ended September
30, 2009, which was originally filed with the Securities and Exchange Commission on November 16, 2009 (the Original Filing ), to include
restated financial statements as described in Note 1 to the consolidated condensed financial statements. The financial statements are being
restated due to adoption of FASB ASC 815-40-15-5 ( ASC 815-40 , formerly EITF 07-5), Determining Whether an Instrument (Or Embedded
Feature) Is Indexed to an Entity s Own Stock, which became effective January 1, 2009 and indicates that the anti-dilution price protection
features in the Company s outstanding warrants require accounting for the fair value of the warrants as a liability. The restated financial
statements account for the reclassification of the Company s warrants from stockholders equity to a warrant liability, and for changes in the fair
value of the warrant liability in the statement of operations.

The Company s Original Filing reflected warrants to purchase 10,480,000 shares of the Company s common stock as stockholder s equity as of
September 30, 2009. In this amendment, such warrants have been reclassified as liabilities in accordance with ASC 815-40. The resulting impact
of this accounting change as of and for the quarterly period ended September 30, 2009 is an increase in the Company s net loss of $0.8 million, a
decrease in the Company s additional paid-in capital of $5.2 million, an increase in the Company s accumulated deficit of $0.8 million, and an
increase in warrant liability of $6.0 million.

The revisions relate to non-operating and non-cash items as of and for the quarterly period ended September 30, 2009. ASC 815-40 did not
impact the Company s financial statements for periods ending June 30, 2009 or earlier. The restatement does not result in a change in the
Company s previously reported revenues or total cash and cash equivalents shown in its financial statements for the quarterly period ended
September 30, 2009.

The items of the Original Filing which are amended and restated by this Quarterly Report on Form 10-Q/A as a result of the foregoing are:

Part] Item 1 Financial Statements

PartI Item2 Management s Discussion and Analysis of Financial Condition and Results of Operations

Part I Item 6 Exhibits
For the convenience of the reader, this Quarterly Report on Form 10-Q/A sets forth the Original Filing in its entirety. Other than as described
above, none of the other disclosures in the Original Filing have been amended or updated. Among other things, forward looking statements made
in the Original Filing have not been revised to reflect events that occurred or facts that became known to the Company after the filing of the
Original Filing, and such forward-looking statements should be read in their historical context. Accordingly, this Quarterly Report on Form
10-Q/A should be read in conjunction with the Company s filings with the Securities and Exchange Commission subsequent to the Original
Filing.
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PARTI FINANCIAL INFORMATION

Item 1. Financial Statements.
FLOTEK INDUSTRIES, INC.

CONSOLIDATED CONDENSED BALANCE SHEETS

(in millions, except share data)

ASSETS
Current assets:
Cash and cash equivalents
Accounts receivable, net of allowance for doubtful accounts of $0.7 million and $1.5 million,
respectively
Inventories, net
Deferred tax asset, current
Income tax receivable
Other current assets

Total current assets

Property, plant and equipment, net
Goodwill

Intangible assets, net

Deferred tax assets, less current portion

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities:
Accounts payable
Accrued liabilities
Accrued interest payable
Income taxes payable
Current portion of long-term debt

Total current liabilities

Long-term debt, less current portion

Convertible senior notes, net of discount of $20.6 million and $24.2 million at September 30, 2009
and December 31, 2008, respectively

Warrant liability

Deferred tax liability, less current portion

Total liabilities
Commitments and contingencies

Stockholders equity:

Table of Contents

September 30,
2009
(Restated)
(Unaudited)

$ 0.6

15.9
29.2

44
14

51.5
62.4
27.0
35.8

$ 176.7

$ 7.9
6.1
1.2

26.0

41.2
0.3

94.4

6.0
2.7

144.6

December 31,
2008

372
38.0
0.9

1.3

77.6
66.8
45.5
38.0

6.6

$ 2345

$ 22.7
13.5

24

0.9

9.0

48.5
29.5

90.8

168.8
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Cumulative convertible preferred stock, $0.0001 par value, 100,000 shares authorized, 16,000 issued

and outstanding at September 30, 2009, net of discount 6.1
Common stock, $0.0001 par value; 40,000,000 shares authorized; September 30, 2009 shares issued:

23,697,430; outstanding: 22,914,532; December 31, 2008 shares issued: 23,174,286; outstanding:

22,782,091

Additional paid-in capital 82.8 76.8
Accumulated other comprehensive income 0.1 0.1
Accumulated deficit (56.4) (10.7)
Treasury stock: 259,716 shares and 158,697 shares at September 30, 2009 and December 31,2008,

respectively (0.5) (0.5)
Total stockholders equity 32.1 65.7
TOTAL LIABILITIES AND STOCKHOLDERS EQUITY $ 176.7 $ 2345

See notes to consolidated condensed financial statements.
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FLOTEK INDUSTRIES, INC.

CONSOLIDATED CONDENSED STATEMENTS OF INCOME (LOSS)

(UNAUDITED)

(in millions, except share and per share data)

Revenue
Cost of revenue

Expenses:

Impairment of goodwill

Selling, general and administrative
Depreciation and amortization
Research and development

Total expenses

Income (loss) from operations

Other expense:

Interest expense

Change in fair value of warrant liability
Investment income and other, net

Total other expense
Income (loss) before income taxes
Provision for income taxes

Net income (loss)
Accrued dividends and accretion of discount on preferred stock

Net income (loss) allocable to common stockholders

Earnings (loss) per share allocable to common stockholders:

Basic
Diluted

Weighted average common shares used in computing basic earnings per common

share (in thousands)

Incremental common shares from stock options, warrants and restricted stock (in

thousands)

Weighted average common shares used in computing diluted earnings per common

share (in thousands)

See notes to consolidated condensed financial statements.
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Three Months Ended
September 30,
2009 2008
(Restated)
$ 238 $ 6238
17.5 36.2
7.2 124
1.2 1.6
0.4 0.4
8.8 14.4
2.5) 12.2
“.1) 3.9)
(0.8)
0.1
4.8) 3.9)
(7.3) 8.3
(15.8) 3.2)
(23.1) 5.1
(0.8)
$ (239 $ 5.1
$ (1.22) $ 027
$ (1.22) $ 027
19,645 18,972
429
19,645 19,401

Nine Months Ended
September 30,
2009 2008
(Restated)
$ 88.0 $ 166.1
65.5 95.9
18.5
26.6 34.3
3.7 4.2
1.2 1.3
50.0 39.8
(27.5) 30.4
(11.6) .7)
(0.8)
(0.1)
(12.5) 9.7)
(40.0) 20.7
4.9) (7.9)
(44.9) 12.8
(0.8)
$ 45.7) $ 128
$ (2.33) $ 068
$ (2.33) $ 0.66
19,578 18,832
514
19,578 19,346
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FLOTEK INDUSTRIES, INC.

CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS

(UNAUDITED)

(in millions)

Nine Months Ended
September 30,
2009 2008
(Restated)
Cash flows from operating activities:
Net income (loss) $(44.9) $ 128
Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Depreciation and amortization 10.5 9.4
Amortization of deferred financing costs 1.1 0.7
Accretion of debt discount 3.6 2.5
Accretion of discount on preferred stock 0.5
Change in fair value of warrant liability 0.8
Impairment of goodwill 18.5
Stock compensation expense 1.3 2.1
Deferred tax expense 11.0
Changes in working capital and other 0.3) 4.1)
Net cash provided by operating activities 2.1 23.4
Cash flows from investing activities:
Acquisitions, net of cash acquired (98.0)
Proceeds from sale of assets 2.1 1.1
Capital expenditures (5.6) (16.6)
Net cash used in investing activities 3.5) (113.5)
Cash flows from financing activities:
Proceeds from exercise of stock options 0.9
Purchase of treasury stock (0.3)
Proceeds from borrowings 12.6 46.7
Proceeds from convertible debt offering 115.0
Debt issuance cost (0.8) (5.5
Repayments of indebtedness (24.8) (66.2)
Proceeds from preferred stock offering 16.0
Excess tax benefit of share based awards 1.5
Preferred stock issuance cost (1.2)
Net cash provided by financing activities 1.8 92.1
Net increase in cash and cash equivalents 0.4 2.0
Cash and cash equivalents at beginning of period 0.2 1.3
Cash and cash equivalents at end of period $ 06 $ 33
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Supplemental disclosure of cash flow information:

Interest paid

Income taxes paid

Supplemental non-cash investing and financing activities:

Warrant liability recognized upon issuance of warrants $ 52
See notes to consolidated condensed financial statements.
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FLOTEK INDUSTRIES, INC.

CONSOLIDATED CONDENSED STATEMENT OF STOCKHOLDERS

Balance December 31, 2008
Common stock issued

Issuance of preferred stock, net of fair
value of detachable warrants

Issuance cost related to preferred stock
Accretion of discount on preferred stock
Preferred stock dividends

Beneficial conversion discount on
preferred stock

Treasury stock purchased

Restricted stock forfeited

Tax benefit related to ASC 470

Stock compensation expense

Net loss

Balance September 30, 2009
(Restated)

Table of Contents

(Amounts subsequent to December 31, 2008 are Unaudited)

(in millions)

Common
Stock Preferred Stock Treasury Stock
Additional
Shares Par Shares
Issued Value Issued Value Shares Cost Capital

232 $ $ 02) $05) $ 768
0.5
10.8
(1.2)
0.5
(5.2) 52
0.7
1.3
237 $ $ 6.1 02) $(0.5) $ 828

See notes to consolidated condensed financial statements.

EQUITY

Accumulated

$

Other

Income

0.1

0.1

$

$

Paid-in ComprehensivA ccumulated

Deficit
(10.7)

(0.5)
(0.3)

(44.9)

(56.4)

Total
$ 65.7

10.8
(1.2)

(0.3)

0.7
1.3
(44.9)

$ 321

11
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FLOTEK INDUSTRIES, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS
Note 1 Our Business, Recent Events and Basis of Presentation
Our Business

Flotek Industries, Inc. ( Flotek, =~ Company, us or we ) isengaged in the manufacturing and marketing of innovative specialty chemicals and
downhole drilling and production equipment, and in the management of automated bulk material handling, loading and blending facilities.
Flotek serves major and independent companies in the domestic and international oilfield service and mining industries.

Recent Events

The challenging economic conditions facing the oil and gas industry have adversely affected our financial performance and liquidity in 2009.
Revenue has declined significantly across all of our segments due to decreased demand for our products and services as natural gas prices and
the number of well completions and rig count continues to be depressed. At September 30, 2009, we were not in compliance with certain
financial covenants contained in the New Credit Agreement. We requested and obtained a waiver of these financial covenant violations from our
lenders. However, we expect that we will not be able to meet certain of the financial covenants under the New Credit Agreement as of December
31, 2009, and possibly throughout 2010. As a result, we have reclassified amounts owing under the New Credit Agreement as current.

We believe that, assuming current revenue levels and cost structure, our current cash balance and estimated cash flows will be sufficient to
satisty our anticipated cash requirements at least through September 30, 2010. However, if we are not in compliance with the financial covenants
in our New Credit Facility as of December 31, 2009, or subsequent periods, and we are unable to obtain waivers of those covenant violations,
our lenders would be entitled to exercise their remedies under the New Credit Facility, which could include accelerating all amounts due under
the New Credit Facility. We would not have sufficient funds to repay all such amounts, and would be required to seek additional financing,
which we might not be able to obtain on terms favorable to us or at all. Acceleration of amounts under our New Credit Facility could also
constitute a default under our Convertible Notes. The Company expects that it will need to renegotiate the New Credit Facility or refinance all or
a portion of its indebtedness on or before maturity. While the Company believes that it can be successful in renegotiating or refinancing its
indebtedness, there can be no assurance that it will be able to on attractive terms or at all. We are working to lower our working capital needs
and have focused on cash collections of our accounts receivable balances and reduction of inventory. In the event capital required is greater than
the amount we have available at the time, we would reduce the expected level of capital expenditures, sell assets and/or seek additional capital.
Cash generated by future asset sales may depend on the overall economic conditions of the industries served by these assets, the condition and
location of the assets, and the number of interested buyers. We cannot assure you that needed capital will be available on acceptable terms or at
all. Our ability to raise funds in the capital markets through the issuance of additional indebtedness may be limited by covenants in our credit
facilities, our credit rating and the willingness of banks and other financial services companies to lend. At September 30, 2009, our net worth
was less than the $50 million required by the continued listing standard of the NYSE. We intend to submit a plan to the NYSE that will provide
for us to come back into compliance with the NYSE s continued listing standards, although the NYSE may not accept our plan or we may be
unable to accomplish the actions set forth in that plan to come back into compliance with the NYSE s continued listing standards over the time
period allowed by the NYSE. If we are not able to generate positive cash flows and profits or obtain adequate additional financing or
refinancing, we may be required to curtail operations or be unable to continue as a going concern. A number of factors could influence our
liquidity sources, as well as the timing and ultimate outcome of our on-going efforts.

As a result, management determined the realization of deferred tax assets is uncertain as the Company is unable to consider tax planning
strategies or projections of future taxable income in its evaluation of the realizability of its deferred tax assets as of September 30, 2009. Under
these circumstances, deferred tax assets may only be realized through future reversals of taxable temporary differences and carryback of net
operating losses to available carryback periods. We have performed such an analysis and a valuation allowance of approximately $16.8 million
has been provided against deferred tax assets as of September 30, 2009.

Basis of Presentation

These consolidated condensed financial statements are unaudited but, in the opinion of management, reflect all adjustments necessary for a fair
presentation of the results for the periods reported. All such adjustments are of a normal recurring nature unless disclosed otherwise. These
Consolidated Condensed Financial Statements, including selected notes, have been prepared in accordance with the applicable rules of the
Securities and Exchange Commission ( SEC ) and do not include all of the information and disclosures required by accounting principles
generally accepted in the United States of America ( GAAP ) for complete financial statements. These interim financial statements should be read
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in conjunction with the consolidated financial statements and notes thereto included in our 2008 Annual Report on Form 10-K.
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The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the
amounts reported in the consolidated condensed financial statements and accompanying notes. Actual results could differ from those estimates.
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FLOTEK INDUSTRIES, INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS (Continued)

Certain amounts for the three and nine months ended September 30, 2008 have been reclassified in the accompanying consolidated condensed
financial statements to conform to the current quarter presentation. In prior periods, we presented depreciation that related directly to the
production of revenue as a component of depreciation and amortization within our Consolidated Condensed Statements of Income (Loss) rather
than including the portion as a component of cost of revenue. During the three and nine months ended September 30, 2008 the amount of
depreciation related to the production of revenue which we have reclassified to cost of revenue was $1.9 million and $5.2 million, respectively.
Additionally, see Note 9 Long-Term Debt for discussion on the retrospective adjustments to the December 31, 2008 Consolidated Condensed
Balance Sheet and the Consolidated Condensed Statement of Income (Loss) for the three and nine months ended September 30, 2008 related to
the accounting for certain debt instruments that may be settled into cash upon conversion, primarily codified in Accounting Standards
Codification ( ASC ) Topic 470, Debt.

Restatement

The Company sold convertible preferred stock with detachable warrants to purchase shares of the Company s common stock on August 12, 2009.
At the date of the transaction, the Company allocated the gross proceeds to the preferred stock and the warrants based on their relative fair

values. Approximately $5.2 million was allocated to the detachable warrants and was originally recorded as additional paid-in capital. Due to
anti-dilution price adjustment provisions in the warrant agreements, the warrants are not considered indexed to the Company s common stock,
and therefore, the warrants cannot be classified in stockholders equity. Accordingly, the fair value of the warrants should have been recorded as
a warrant liability when issued and adjusted to estimated fair value through the statement of operations at the end of each reporting period over
the life of the warrants.

The Company has restated certain amounts included in these financial statements as follows (in millions, except per share data):

September 30, 2009

As As
Balance Sheet Information Reported Adjustment Restated
Warrant liability $ $ 6.0 $ 6.0
Additional paid-in capital 88.0 (5.2) 82.8
Accumulated deficit (55.6) (0.8) (56.4)
Total stockholders equity 38.1 (6.0) 32.1

Statement of Income (Loss)

Three Months Ended September 30, 2009

Nine Months Ended September 30, 2009

As As As As
Information Reported Adjustment Restated Reported Adjustment Restated
Change in fair value of warrant liability $ $ (0.8) $ (0.8) $ $ (0.8) $ (0.8
Net income (loss) (22.3) 0.8) (23.1) (44.1) (0.8) (44.9)

Basic and diluted earnings (loss) per share allocable to
common stockholders

$ (1.18) $  (0.04) $ (1.22)

$ (229 $  (0.04) $ (2.33)

Note 2 New Accounting Requirements and Disclosures

In June 2009, the Financial Accounting Standards Board ( FASB ) released Accounting Standards Update ( ASU ) 2009-01, Topic No. 105 (ASU
Topic 105), Generally Accepted Accounting Principles which replaced FASB Statement No. 168, The FASB Accounting Standards Codification
and the Hierarchy of Generally Accepted Accounting Principles ( Codification ) and identifies the sources of accounting principles and the
framework for selecting the principles used in the preparation of financial statements of nongovernmental entities that are presented in

conformity with US GAAP in the United States. Authoritative standards included in the Codification are designated by their ASC topical
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reference, with new standards designated as ASUs, with a year and assigned sequence number. The guidance is effective for financial statement
issued for interim and annual periods ending after September 15, 2009. The Company adopted this standard for its September 30, 2009 interim
report with no financial impact on its consolidated condensed financial statements.

In June 2009, the FASB issued accounting guidance related to accounting for own-share lending arrangements in contemplation of convertible
debt issuance or other financing found primarily within ASC Topic 470, Debt. In October 2009, the FASB released ASU No. 2009-15,

Accounting for Own-Share Lending Arrangements in Contemplation of Convertible Debt Issuance or Other Financing which amends or
added certain paragraphs to the related ASC Topic of Debt. These standards address the accounting for an entity s own-share lending
arrangement initiated in conjunction with convertible debt or other financing offering and the effect a share-lending arrangement has on earnings
per share. Additionally, the guidance addresses the accounting and earnings per share implications for defaults by the share borrower, both when
a default becomes probable of occurring and when a default actually occurs. This guidance released in June 2009 is effective for interim or
annual periods beginning on or after June 15, 2009 for share-lending arrangements entered into in those periods. For all other arrangements
within the scope, the guidance is applied retrospectively to share-lending arrangements that are outstanding as of the beginning of the fiscal year
beginning on or after December 15, 2009. Early adoption is prohibited. Update guidance released in October 2009 is effective for fiscal years
beginning on or after December 15, 2009 and interim periods within those fiscal years for arrangements outstanding as of the beginning of those
fiscal years. The update guidance is effective for all arrangements entered into on or before the beginning of the first reporting period that begins
on or is after June 15, 2009. Update content shall be applied retrospectively for all arrangements outstanding as of the beginning of fiscal years
beginning on or after December 15, 2009. The Company is currently evaluating the effect this will have on our consolidated condensed financial
statements.

In May 2009, the FASB issued accounting guidance related to subsequent events found within ASC Topic 855, Subsequent Events. This
guidance sets standards for the disclosure of events that occur after the balance sheet date, but before financial statements are issued or are
available to be issued. Additionally, the guidance sets forth the period after the balance sheet date during which management of a reporting
entity should evaluate events or transactions that may occur for potential recognition or disclosure in the financial statements, the circumstances
under which an entity should recognize events or transactions occurring after the balance sheet date in its financial statements, and the
disclosures that an entity should make about events or transactions that occurred after the balance sheet date. This guidance is effective for
interim and annual periods ending after June 15, 2009. The Company adopted this guidance effective June 30, 2009. The implementation of this
standard did not have a material impact on our consolidated condensed financial position and results of operations.

In April 2009, the FASB issued accounting guidance related to interim disclosures about fair value of financial instruments found within ASC
Topic 825, Financial Instruments. This guidance requires fair value disclosures in both interim as well as annual financial statements in order
to provide more timely information about the effects of current market conditions on financial instruments. This guidance is effective for interim
and annual periods ending after June 15, 2009. The Company adopted this guidance effective June 30, 2009. The implementation of this
standard did not have a material impact on our consolidated condensed financial position and results of operations.

In June 2008, the FASB issued accounting guidance related to determining whether instruments granted in share-based payment transactions are
participating securities found within ASC Topic 260, Earnings Per Share (EPS). This guidance states that unvested share-based payment
awards that contain non-forfeitable rights to dividends or dividend equivalents (whether paid or unpaid) are
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FLOTEK INDUSTRIES, INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS (Continued)

participating securities and shall be included in the computation of earnings per share pursuant to the two-class method. This guidance is
effective for financial statements issued for fiscal years beginning after December 15, 2008, and interim periods within those years. The
Company adopted the guidance effective January 1, 2009. All prior period earnings per share ( EPS ) data presented has been adjusted
retrospectively (including interim financial statements, summaries of earnings, and selected financial data) to conform with the provisions of this
accounting guidance. The implementation of this standard did not have a material impact on our consolidated condensed financial position and
results of operations.

In May 2008, the FASB issued accounting guidance related to debt with conversion and other options found primarily within ASC Topic 470,

Debt, ASC Topic 815, Derivatives and Hedging and ASC Topic 825, Financial Instruments. This guidance clarifies that convertible
debt instruments that may be settled in cash upon conversion, including partial cash settlement, should separately account for the liability and
equity components in a manner that will reflect the entity s nonconvertible debt borrowing rate. The resulting debt discount would be amortized
over the period the convertible debt is expected to be outstanding as additional non-cash interest expense. This guidance is effective for financial
statements issued for fiscal years beginning after December 15, 2008 and interim periods within those fiscal years. The guidance requires
retrospective application to all periods presented in the financial statements with cumulative effect of the change reported in retained earnings as
of the beginning of the first period presented. Our 5.25% Convertible Senior Notes due February 2028 ( Convertible Senior Notes ) are affected
by this new standard. Upon adopting the provisions of this guidance, we retroactively applied its provisions and restated our Consolidated
Condensed Financial Statements for prior periods. In applying this debt guidance, $27.8 million of the carrying value of our Convertible Senior
Notes was reclassified to equity as of the February 2008 issuance date and offset by a related deferred tax liability of $10.6 million. This
discount represents the equity component of the proceeds from the Convertible Senior Notes, calculated assuming an 11.5% non-convertible
borrowing rate. The discount will be accreted to interest expense over the expected term of five years, which is based on the call/put option on
the debt at February 2013. Accordingly, $1.2 million and $1.1 million of additional non-cash interest expense was recorded in the Consolidated
Condensed Statement of Income (Loss) for the three months ended September 30, 2009 and 2008, respectively, and $3.5 million and $2.4
million of additional non-cash interest expense was recorded in the Consolidated Condensed Statement of Income (Loss) for the nine months
ended September 30, 2009 and 2008, respectively.

In March 2008, the FASB issued accounting guidance related to derivative and hedging activities found within the ASC Topic 815, Derivatives
and Hedging. This guidance requires enhanced disclosures about our derivative and hedging activities. This statement is effective for financial
statements issued for fiscal years and interim periods beginning after November 15, 2008. The Company adopted the guidance effective

January 1, 2009. The implementation of this standard did not have a material impact on our consolidated condensed financial position and
results of operations.

Note 3 Acquisitions

In December 2007, the FASB issued accounting standards related to business combinations found within the ASC Topic 805, Business
Combinations. This guidance requires use of the acquisition method of accounting, defines the acquirer, establishes the acquisition date and
broadens the scope to all transactions and other events in which one entity obtains control over one or more other businesses. This guidance is
effective for financial statements issued for fiscal years beginning on or after December 15, 2008 with earlier adoption prohibited. The Company
has not acquired any companies since adopting this guidance or which would be applicable under this guidance. Additionally, the Company had
no deferred acquisition costs capitalized on its balance sheet as of December 31, 2008 related to unconsummated acquisitions.

Acquisitions have been accounted for using the purchase method of accounting under grandfathered guidance as noted in ASU Topic 105,
Generally Accepted Accounting Principles, related to accounting for business combinations. The acquired companies results have been
included in the accompanying financial statements from their respective dates of acquisition. Allocation of the purchase price for acquisitions
was based on estimates of fair value of the net assets acquired and is subject to adjustment upon finalization of the purchase price allocation

within the one year anniversary of the acquisition.

On February 14, 2008, Teledrift Acquisition, Inc., a wholly-owned subsidiary of the Company, acquired substantially all of the assets of
Teledrift, Inc. ( Teledrift ) for the aggregate cash purchase price of approximately $98.0 million, which includes a purchase price adjustment of
$1.8 million recorded in the third quarter of 2008. Teledrift designs and manufactures wireless survey and measurement while drilling, or MWD,
tools. The Company used the majority of the proceeds from issuance of the Convertible Senior Notes to fund this acquisition.
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The following unaudited pro forma consolidated table presents information related to the Teledrift acquisition for the nine month period ended
September 30, 2008 and assumes the acquisitions had been completed as of January 1, 2008 (in millions, except per share data):
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Revenue

Income before income taxes

Net income

Basic earnings per common share
Diluted earnings per common share

Nine
Months

Ended
September
30,
2008
$ 168.0

24.0
14.9
$ 0.78
0.76
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Note 4 Revenue

The Company generates revenue through three main sales channels: Products, Rentals and Services. In most instances, we generate revenue
through these channels on an integrated basis. Sales channel information is set out in the table below:

Revenue
Product
Rental
Service

Cost of revenue
Product

Rental

Service
Depreciation

Three Months Nine Months
Ended Ended
September 30, September 30,
2009 2008 2009 2008
(Unaudited)

$15.1
6.3
24

$23.8

$ 9.8
3.8
1.6
23

$17.5

(in millions)

$42.0
14.9
59

$62.8

$23.6
7.3
34
1.9

$36.2

$56.6 $109.5
223 413
9.1 15.3
$88.0 $166.1
$395 §$ 642
13.4 18.0
5.8 8.5
6.8 52
$655 $ 959

Within the Drilling Products segment amounts billed to customers for the cost of oilfield rental equipment that is damaged or lost-in-hole are
reflected as rental revenue with the carrying value of the related equipment charged to cost of revenue. The revenue for lost-in-hole totaled $0.8
million and $0.9 million for the three months ended September 30, 2009 and 2008, respectively, and $2.4 million and $1.9 million for the nine

months ended September 30, 2009 and 2008, respectively.

Note 5 Inventories

The components of inventories as of September 30, 2009 and December 31, 2008 were as follows:

Raw materials
Work-in-process
Finished goods (includes in-transit)

Gross inventories
Less: slow-moving and obsolescence reserve

Table of Contents

September 30,
2009
(unaudited)

December 31,
2008

(in millions)

$ 93
1.2
23.0

335
(4.3)

$

16.2
1.9
223

40.4
2.4)
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Inventories, net $29.2
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Note 6 Property, Plant and Equipment

As of September 30, 2009 and December 31, 2008, property, plant and equipment comprised the following:

September 30, December 31,
2009 2008
(unaudited)
(in millions)

Land $ 13 $ 1.3
Buildings and leasehold improvements 19.5 16.3
Machinery and equipment 10.8 8.8
Rental tools 50.9 47.1
Equipment in progress 0.1 5.5
Furniture and fixtures 1.3 1.2
Transportation equipment 4.3 4.9
Computer equipment 1.7 1.3
Total property, plant and equipment 89.9 86.4
Less: accumulated depreciation (27.5) (19.6)
Property, plant and equipment, net $ 62.4 $ 66.8

Depreciation expense for the three months ended September 30, 2009 and 2008 was $2.9 million and $3.0 million, respectively, and for nine
months ended September 30, 2009 and 2008 was $8.6 million and $7.0 million, respectively. Depreciation expense that directly relates to
activities that generate revenue amounted to $2.3 million and $1.9 million for the three months ended September 30, 2009 and 2008,
respectively, and $6.8 million and $5.2 million for the nine months ended September 30, 2009 and 2008, respectively. These amounts are
recorded within cost of revenue in our Consolidated Condensed Statements of Income (Loss).

Note 7 Goodwill

We evaluate the carrying value of goodwill during the fourth quarter of each year and on an interim basis if events occur or circumstances
change that would more likely than not reduce the fair value of the reporting unit below its carrying amount. Such circumstances could include,
but are not limited to: (i) a significant adverse change in legal factors or in business climate, (ii) unanticipated competition, or (iii) an adverse
action or assessment by a regulator. When evaluating whether goodwill is impaired, the Company compares the fair value of the reporting unit to
which the goodwill is assigned to the reporting unit s carrying amount, including goodwill. The fair value of the reporting unit is estimated using
a combination of the income, or discounted cash flows approach and the market approach, which utilizes comparable companies data. If the
carrying amount of a reporting unit exceeds its fair value, then the amount of the impairment loss must be measured. The impairment loss is
calculated by comparing the implied fair value of reporting unit goodwill to its carrying amount. In calculating the implied fair value of
reporting unit s goodwill, the fair value of the reporting unit is allocated to all of the other assets and liabilities of that unit based on their fair
values. The excess of the fair value of a reporting unit over the amount assigned to its other assets and liabilities is the implied fair value of
goodwill. An impairment loss would be recognized when the carrying amount of goodwill exceeds its implied fair value.

The analysis conducted on the intangible assets of both the Teledrift and Chemical and Logistics reporting units did not result in any impairment
as the calculated fair value of these assets exceeded their book value. Our recoverability assessment of these intangible assets considered
company-specific projections, assumptions about market participant views and the Company s overall market capitalization as of the testing date.
Although certain factors surrounding market and industry risk rates utilized in the Company s assessment decreased during the third quarter, the
Company s third quarter results of its Teledrift business continued to fluctuate, which negatively impacted the Company s discounted cash flow
forecast utilized in its impairment assessment compared to amounts used for the 2008 evaluations.
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Due to the continued macro-economic conditions affecting the oil and gas industry and the financial performance of all of our reporting units,
management tested for evidence of impairment in the second and again in the third quarter of 2009. The assessment for impairment focused
mainly on the Teledrift and Chemical and Logistics reporting units as these are the only reporting units with material amounts of goodwill and
other intangible assets. Based upon these evaluations, we recorded an impairment charge of approximately $18.5 million primarily related the
Teledrift reporting unit in the second quarter of 2009. No additional impairment charge was required in the third quarter of 2009. The
impairment analysis for the Chemical and Logistics reporting unit did not result in any impairment.
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The following table summarizes the changes in our recorded goodwill by reporting units from December 31, 2007 through September 30, 2009:

Goodwill
December 31, 2007
Acquisition
Impairment

December 31, 2008
Impairment

September 30, 2009

Reporting Units
Remaining
Chemical Drilling
and Artificial Products
Logistics Lift Teledrift segment
(in millions)
$11.6 $ 59 $ $ 43.0
46.5
5.9 (12.6) (43.0)
$11.6 $ $ 339 $
(18.5)
$11.6 $ $ 154 $

Note 8 Intangible Assets

The components of intangible assets at September 30, 2009 and December 31, 2008 are as follows:

September 30, December 31,
2009 2008
(unaudited)
(in millions)

Patents $ 64 $ 6.3
Customer lists 28.6 28.6
Non-compete 1.7 1.7
Brand name 6.2 6.2
Supply contract 1.7 1.7
Other 0.4 0.5
Accumulated amortization (13.4) (11.5)
Total 31.6 33.5
Deferred financing costs 6.4 5.6
Accumulated amortization 2.2) (1.1)
Net deferred financing costs 4.2 4.5
Intangible assets, net $ 35.8 $ 38.0

Total

$ 60.5
46.5
(61.5)

$ 455
(18.5)

$ 27.0

Intangible and other assets are being amortized on a straight-line basis ranging from two to 20 years. The Company recorded amortization
expense related to our intangible assets in depreciation and amortization in our Consolidated Condensed Statement of Income (Loss) of $0.6
million and $0.5 million for the three months ended September 30, 2009 and 2008, respectively, and $1.9 million and $2.4 million for the nine
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months ended September 30, 2009 and 2008, respectively.
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Note 9 Long-Term Debt

Long-term debt at September 30, 2009 and December 31, 2008 consisted of the following:

September 30, December 31,
2009 2008
(unaudited)
(in millions)

Convertible Senior Notes $115.0 $ 115.0
Discount on Convertible Senior Notes (20.6) (24.2)
Convertible Senior Notes, net of discount $ 944 $ 90.8
Long-term debt:
Senior credit facility
Equipment term loans $ 232 $ 34.0
Real estate term loans 0.7 0.8
Revolving line of credit 1.7 23
Promissory note to stockholders of acquired business, maturing
December 2009 0.2 0.5
Other 0.5 0.9
Total 26.3 38.5
Less: current portion (26.0) 9.0)
Long-term debt, less current portion $ 03 $ 29.5

Convertible Senior Notes

On February 11, 2008, the Company entered into an underwriting agreement ( Convertible Notes Underwriting Agreement ) with the subsidiary
guarantors named therein ( Guarantors ) and Bear, Stearns & Co. Inc. ( Underwriter ). The Convertible Senior Notes Underwriting Agreement
related to the issuance and sale ( Convertible Notes Offering ) of $100.0 million aggregate principal amount of the Company s Convertible Senior
Notes. The Convertible Senior Notes are guaranteed on a senior, unsecured basis by the Guarantors. Pursuant to the Convertible Notes
Underwriting Agreement, the Company granted the Underwriter a 13-day over-allotment option to purchase up to an additional $15.0 million
aggregate principal amount of the Convertible Senior Notes, which was exercised in full on February 12, 2008. The net proceeds received from

the issuance of the Convertible Senior Notes were $111.8 million.

The Convertible Notes Underwriting Agreement contained customary representations, warranties and agreements by the Company and the
Guarantors, and customary conditions to closing, indemnification obligations of both the Company and the Guarantors, on the one hand, and the
Underwriter, on the other hand, including liabilities under the Securities Act of 1933, obligations of the parties and termination provisions.
Because the Company is a holding company with no independent assets or operations, the Convertible Senior Notes are guaranteed by each of
our 100% owned subsidiaries. The guarantees are full and unconditional, and joint and several.

The Company used the net proceeds from the Convertible Notes Offering to finance the acquisition of Teledrift and for general corporate
purposes.
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Accounting standards guidance, primarily within ASC Topic 470, Debt, clarifies that convertible debt instruments that may be settled in cash
upon conversion, including partial cash settlement, should separately account for the liability and equity components in a manner that will reflect
the entity s nonconvertible debt borrowing rate. The resulting debt discount would be accreted over the period the convertible debt is expected to
be outstanding as additional non-cash interest expense. This guidance is effective for financial statements issued for fiscal years beginning after
December 15, 2008 and interim periods within those fiscal years. Our Convertible Senior Notes are affected by this guidance. The Company
assumed an 11.5% non-convertible rate and an expected term of the debt of five years to determine the debt discount. The expected term of five
years is based upon the time until a call/put option on the Convertible Senior Notes at February 2013 can be exercised and the effective tax rate
assumed at the inception of the Convertible Senior Notes was 38.0%. The guidance requires retrospective application to all periods

presented. The effect of the application on stockholders equity as of December 31, 2008 was $15.0 million, which consisted of the discount on
the debt of $27.8 million and the related deferred tax liability of $10.6 million at inception net of the accretion of the discount of $ 3.6 million
and related tax effect of $1.4 million through December 31, 2008. For the three months ended September 30, 2009 and 2008 the accretion of the
discount was $1.2 million and $1.1 million, respectively. For the nine months ended September 30, 2009 and 2008 the accretion of the discount
was $3.6 million and $2.5 million, respectively.

11
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As of September 30, 2009 and December 31, 2008, unamortized debt discount was $20.6 million and $24.2 million, respectively. The following
tables reflect the previously described retrospective adjustments related to the impact of the debt guidance on amounts previously reported as of

December 31, 2008 and for the three and nine months ended September 30, 2008:

Deferred tax assets, less current portion
Total assets

Convertible Senior Notes, net of discount
Additional paid-in capital

Accumulated deficit

Total stockholders equity

Total liabilities and stockholders equity

Interest expense

Total other expense
Income before taxes
Provision for income taxes
Net income

Basic earnings per common share
Diluted earnings per common share
Senior Credit Facility

December 31, 2008
As adjusted

As reported

(in millions)

$ 158 $
243.7

115.0
59.6
8.5)
50.7

243.7

Three Months

Ended
September 30, 2008
As As
reported adjusted

(in millions, except
per share data)

$2.7) $ (39

2.7 (3.9)
9.4 8.3
(3.6) (3.2)
5.9 5.1
0.31 0.27
0.30 0.27

6.6
234.5

90.8
76.8
(10.7)
65.7

234.5

Nine Months Ended
September 30, 2008
As As
reported adjusted
(in millions, except

per share data)

$ (7.2) $ O

(7.2) 9.7
23.1 20.7
(8.8) (7.9)
14.4 12.8
0.76 0.68
0.74 0.66

On February 4, 2008, the Company entered into a Second Amendment ( Amendment ) to the Amended and Restated Credit Agreement (as
amended, modified or supplemented prior to the date thereof, the Senior Credit Facility ), dated as of August 31, 2007, between the Company
and Wells Fargo Bank, National Association. The Senior Credit Facility consisted of a revolving line of credit, an equipment term loan and two
real estate term loans. The Amendment permitted the Company to consummate the acquisition of Teledrift, to issue up to $150 million of our
Convertible Senior Notes to fund the purchase price of Teledrift, and to incur additional capital expenditures, and includes new financial

covenants and other amendments.

The Amendment increased the principal payment required to be made by the Company from $0.5 million monthly to $2.0 million quarterly

effective June 30, 2008.

On March 31, 2008, the Company entered into a new credit agreement with Wells Fargo Bank, National Association ( New Credit Agreement ).
The New Credit Agreement provides for a revolving credit facility of a maximum of $25 million ( New Revolving Credit Facility ) and a term
loan facility of $40 million ( New Term Loan Facility ) (collectively, the New Senior Credit Facility ). The Company refinanced all but

approximately $0.8 million of the outstanding indebtedness under its Senior Credit Facility with borrowings under the New Credit Facility. The
amount under the Senior Credit Facility that was not refinanced relates to certain existing real estate loans.
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The New Revolving Credit Facility will mature and be payable in full on March 31, 2011. The Company must make mandatory prepayments
under the New Term Loan Facility annually beginning April 15, 2009, equal to 50% of the Company s excess cash flow for the previous calendar
year and accordingly paid $4.8 million on that date. The Company is required to repay the aggregate outstanding principal amount of the New
Term Loan Facility in quarterly installments of $2.0 million, commencing with the quarter ending June 30, 2008 and accordingly the Company
has made $2.0 million quarterly payments in 2008 and 2009, including the payment on September 30, 2009. All remaining amounts owed
pursuant to the New Term Loan Facility mature and will be payable in full on March 31, 2011.

Interest accrues on amounts under the New Senior Credit Facility at variable rates based on, at the Company s election, the prime rate or LIBOR,
plus an applicable margin specified in the New Credit Agreement as amended by the Second Amendment to Credit Agreement dated as of

March 13, 2009 ( Second Amendment ). A minimum of 50% of Advances as defined in the New Credit Agreement must be swapped from a
floating to a fixed interest rate. At September 30, 2009, the interest rate swap had a notional amount of $21.0 million, swap rate of 2.785% and a
fair value of ($0.4) million. The Company records the fair value of the swap in Accrued liabilities and the unrealized loss in other expense.

12
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The rate of interest related to borrowings outstanding under the New Credit Agreement was approximately 8.2% at September 30, 2009.

The maximum amount of credit available under the New Revolving Credit Facility is based on a percentage of the Company s eligible inventory
and accounts receivable. The obligations of the Company under the New Credit Agreement are guaranteed by the Company s domestic
subsidiaries and are secured by substantially all present and future assets of the Company and its subsidiaries.

The New Credit Agreement contains certain financial and other covenants, including a minimum net worth covenant, a maximum leverage ratio
covenant, a minimum fixed charge coverage ratio covenant, a maximum senior leverage ratio covenant, a covenant restricting capital
expenditures, a covenant limiting the incurrence of additional indebtedness, and a covenant restricting acquisitions. Certain of these covenants
were amended in February and March 2009 when the Company entered into the First Amendment and Temporary Waiver Agreement and the
Second Amendment to our New Credit Agreement with our lenders (collectively the Amendments ).

In August 2009, in connection with the private placement, we also entered into a Third Amendment to our New Senior Credit Facility ( Third
Amendment ). The Third Amendment (i) waives certain potential defaults would have occurred pursuant to the Credit Agreement as of June 30,
2009 without such a waiver, (ii) modifies certain of the financial and other covenants contained in the Credit Agreement, (iii) provides that we
are permitted to retain all of the net proceeds of the private placement, and also under most circumstances any proceeds derived by the Company
from the exercise of any of the warrants issued in the private placement, and (iv) permits us to pay dividends in cash on the preferred stock in
certain circumstances.

The Company determined during the second quarter of 2009 that it would breach the leverage ratio, the fixed charge coverage ratio, and the net
worth covenants of the New Credit Agreement as of the quarter end of June 30, 2009 and during subsequent quarters unless the bank waived the
possible June 30, 2009 breaches and these covenants were amended prospectively. The Third Amendment modified these covenants in the
manner requested by the Company as described below.

The Third Amendment amended the Leverage Ratio covenant. Leverage Ratio is defined as the ratio that the debt of the Company bears to its
trailing EBITDA (net income plus interest, tax, depreciation and amortization expense and other non-cash charges). The Third Amendment
amended this covenant as follows: (i) there would be no Leverage Ratio covenant applicable to the periods beginning with the second quarter of
2009 through and including the first quarter of 2010, and (ii) thereafter, the Leverage Ratio could not exceed (a) 4.75 to 1.00 for the quarter
ending on June 30, 2010, (b) 4.00 to 1.00 for the quarter ending on September 30, 2010, and (c) 3.75 to 1.00 for each quarter ending on or after
December 31, 2010.

The Third Amendment also amended the Fixed Charge Coverage Ratio covenant of the New Credit Agreement. The New Credit Agreement

defines Fixed Charge Coverage Ratio as the ratio of (a) the Company s EBITDA for the trailing four quarters to (b) Fixed Charges for those four
quarters. Fixed Charges is defined as the sum of (i) interest expense, (ii) scheduled debt payments, including capital leases payments, (iii) taxes
payments, and (iv) actual maintenance capital expenditures. The Third Amendment modified this covenant by: (a) waiving the Fixed Charge
Coverage Ratio for the second quarter of 2009, and (b) amending the Fixed Charge Coverage Ratio covenant for subsequent periods to provide

that this ratio may not be less than: (i) 0.75 to 1.00 for the quarter ending September 30, 2009, (ii) 1.10 to 1.00 for the quarters ending

December 31, 2009, March 31, 2010, and June 30, 2010, and (iii) 1.25 to 1.00 for each quarter ending on or after June 30, 2010. EBITDA and

Fixed Charges will be determined for this purpose based on annualized results beginning with the results of the quarter ending September 30,

2009.

In addition, the Third Amendment amended the minimum Net Worth requirement set forth in the New Credit Agreement. Net Worth is defined
as the shareholder s equity of the Company and its subsidiaries, subject to certain adjustments. The Third Amendment modifies this covenant to
now require that Net Worth at least equal (i) 90% of the Company s Net Worth as of the end of the fiscal quarter ended June 30, 2009, plus

(ii) 75% of the Company s net income for each fiscal quarter ending after June 30, 2009 in which such net income is greater than $0, plus (iii) an
amount equal to 100% of any proceeds of equity issuances by the Company after June 30, 2009.

Pursuant to the Third Amendment, the Company is required to maintain through June 30, 2010 at least $5.0 million of cash and availability
under its revolving line of credit pursuant to the New Credit Agreement, and agreed to increase the amount of the annual principal payment it is
required to make pursuant to the New Credit Agreement with respect to its term facility from 50% of Excess Cash Flow to 75% of Excess Cash
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Flow. Excess Cash Flow is the Company s EBITDA, subject to certain adjustments, minus the sum of the following during such period: (i) taxes,
(i1) permitted capital expenditures, (iii) cash interest expense, and (iv) principal installment payments and optional prepayments of the term
facility.

In addition, the Third Amendment made certain other changes to the New Credit Agreement, including making changes relating to permitted
debt, operating leases, acquisitions, and asset sales.
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At September 30, 2009, we were not in compliance with the Net Worth and the Fixed Charge Coverage covenants under our New Credit
Agreement, as amended.

On November 16, 2009, we entered into a Waiver and Fourth Amendment with respect to our New Senior Credit Facility ( Fourth Amendment ).
The Fourth Amendment (i) waives certain potential defaults that would have occurred pursuant to the New Credit Agreement as of

September 30, 2009 as described above, (ii) provides that we may not make any draws with respect to the New Revolving Credit Facility until
February 10, 2010, (iii) requires that we make on November 16, 2009 the $2,000,000 principal payment with respect to the New Term Loan
Facility which otherwise would have been due on December 31, 2009, (iv) requires that we maintain availability under the New Revolving

Credit Facility of at least $4,000,000, and (v) otherwise modifies certain of the reporting requirements and other covenants contained in the

Credit Agreement. We do not expect to be able to meet certain of the financial covenants under the New Senior Credit Facility as of

December 31, 2009 and possibly throughout 2010. As a result, we have reclassified amounts owed under the New Senior Credit Facility as short
term debt in the Consolidated Balance Sheet at September 30, 2009. While we have been successful in obtaining waivers from our bank lenders

in recent periods, however, there can be no assurance we will be successful obtaining such waivers for these events in the future.

Our availability under the revolving line of credit of the New Senior Credit Facility is defined by a borrowing base comprised of eligible
accounts receivable and inventory. As of September 30, 2009, we had $1.7 million outstanding under the revolving line of credit of the New
Senior Credit Facility. Total availability under our credit facility amounted to $13.2 million at September 30, 2009. During the period
subsequent to this date through November 16, 2009, we borrowed an additional $9 million under this revolving line of credit. We paid the $2
million quarterly principal payment installment on November 16, 2009, which otherwise would have been due on December 31, 2009, according
to the terms of the Fourth Amendment.

As of September 30, 2009, the Company had approximately $0.2 million outstanding in vehicle loans and capitalized vehicle leases.
Note 10 Fair Value of Financial Instruments

The following table presents fair value information regarding the Company s liabilities measured at fair value on a recurring basis as of
September 30, 2009. The table also identifies the fair value hierarchy of the valuation techniques used by the Company to determine these fair
values (in millions):

Fair Value Measurements as of September 30, 2009 Using
Quoted Prices in

Active L.
Markets Significant o
for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs
(Level 1) (Level 2) (Level 3) Total
Interest rate swap o $ $ 0.4 $ $04
Common stock warrants 6.0 6.0
$ $ 0.4 $ 6.0 $64

(1) See Note 9 for discussion of the interest rate swap. The swap valuation is obtained from a bank estimate using pricing models with
market-based inputs.
(2) See Note 11 for discussion of the warrants. The fair value of the warrants is estimated using a Black-Scholes option pricing model.
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The following table presents the changes in Level 3 liabilities measured at fair value on a recurring basis as of the three months ended September
30, 2009 (in millions):

Warrant
Liability
Beginning balance at July 1, 2009 $
Fair value of warrants upon issuance 5.2
Fair value adjustments 0.8
Net transfers in/(out)
Ending balance at September 30, 2009 $ 60

The estimated fair value and carrying value of the Company s other financial instruments are as follows (in millions):

September 30, 2009 December 31, 2008
Carrying Carrying
Value Fair Value Value Fair Value
Convertible Senior Notes™™ $94.4 $ 632 $90.8 $ 2838
Senior Credit Facility 25.8 25.8 37.1 37.1
Capital lease obligations 0.6 0.6 0.8 0.8
Other 0.1 0.1 0.5 0.5

(1) The Convertible Senior Note carrying value represents the bifurcated debt component only, while the fair value is based on quoted market
prices for the convertible note, which includes the convertible equity features.
In 2009, the Company determined the estimated fair value of the Convertible Senior Notes based on the quoted market price of the notes. In
2008, the Company determined the estimated fair value of the Convertible Senior Notes by using available market information and commonly
accepted valuation methodologies. The carrying value of the Senior Credit Facility approximates fair value because interest rates are variable,
and accordingly, the carrying value approximates current market value for instruments with similar risks and maturities. Fair value of the capital
leases was determined based on recent lease rates adjusted for a risk premium. The fair value estimates presented herein are not necessarily
indicative of the amount that the Company or the debt-holder could realize in a current market exchange. The use of different assumptions
and/or estimation methodologies may have a material effect on the estimated fair values. The Company had no cash equivalents at September
30, 2009.

The Company s non-financial assets, including goodwill, other intangible assets and property and equipment are measured at fair value on a
nonrecurring basis and are subject to fair value adjustments in certain circumstances (e.g., evidence of impairment).

Note 11 Convertible Preferred Stock and Stock Warrants

On August 12, 2009, the Company sold 16,000 units (the Units ), consisting of Series A cumulative convertible preferred stock and warrants, for
$1,000 per Unit, yielding aggregate gross proceeds of $16.0 million. Net proceeds from issuance of the Units were $14.8 million. The Company
used the net proceeds from the sale of Units to reduce borrowings under the Company s bank credit facility, thereby providing additional
availability of credit, and for general corporate purposes.

Each Unit was comprised of one share of cumulative convertible preferred stock ( Convertible Preferred Stock ), warrants to purchase up to 155
shares of the Company s common stock at an exercise price of $2.31 per share ( Exercisable Warrants ) and contingent warrants to purchase up to
500 shares of the Company s common stock at an exercise price of $2.45 per share ( Contingent Warrants ).

Each share of Convertible Preferred Stock is convertible at the holder s option, at any time, into 434.782 shares of the Company s common stock.
This conversion rate represents an equivalent conversion price of approximately $2.30 per share of common stock. The conversion rate is subject
to adjustment in the event of stock splits, stock dividends and distributions, reorganizations and similar events affecting the common stock.

Each share of Convertible Preferred Stock has a liquidation preference of $1,000. Dividends accrue at the rate of 15% of the liquidation
preference per year and accumulate if not paid quarterly. The Company may pay dividends, at its option, in cash, common stock (based on the
market value of the common stock) or a combination thereof. At September 30, 2009, the Company had accrued and unpaid dividends on its
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preferred stock of $0.3 million.

The Company may, at its option after February 11, 2010, automatically convert the preferred shares into common shares if the closing price of
the common stock is equal to or greater than 150% of the then current conversion price for any 15 trading days during any 30 consecutive
trading day period. If the Convertible Preferred Stock automatically converts and the Company has not previously paid holders amounts equal to
at least eight quarterly dividends on the Convertible Preferred Stock, the Company will also pay to the holders, in connection with any automatic
conversion, an amount, in cash or shares of common stock, equal to eight quarterly dividends less any dividends previously paid to holders of
the Convertible Preferred Stock.

The Company may redeem any of the Convertible Preferred Stock beginning on August 12, 2012. The initial redemption price will be 105% of
the liquidation preference, declining to 102.5% on August 12, 2013, and to 100% on or after August 12, 2014, in each case plus accrued and
unpaid dividends to the redemption date.

The Exercisable Warrants are immediately exercisable and will expire if not exercised by August 12, 2014. The Contingent Warrants became
exercisable on November 9, 2009 and will expire if not exercised by November 9, 2014. Both the Exercisable Warrants and Contingent
Warrants contain anti-dilution price protection in the event the Company issues shares of common stock or securities exercisable for or
convertible into common stock at a price per share less than their exercise price. Due to the anti-dilution price adjustment provision in the
warrant agreements, the warrants were not considered equity and were recorded at fair value as warrant liabilities when issued and will be
adjusted to fair value through the statement of operations at the end of each reporting period over the life of the warrants. The Company uses the
Black-Scholes option-pricing model to estimate the value of the warrant liabilities at the end of each reporting period.

The gross proceeds from the issuance of the Units were allocated at the date of the transaction based on the relative fair values of the preferred
stock and the warrants. In order to calculate the relative fair values, the Company obtained third-party valuations to assist it in establishing the
fair value of the debt and equity components of the Units. The fair value of the warrants was determined using the Black-Scholes option-pricing
model using a five-year term, volatility of 54%, a risk-free rate of 2.7% and assumed dividend rate of zero. The fair value of the preferred stock
component was determined via separate valuations of the conversion rights and the host contract. The fair value of the conversion rights were
determined based on a Monte Carlo simulation of the Company s possible future stock prices, which generated potential conversion outcomes.
Due to a lack of comparable transactions by companies with similar credit ratings, the value of the host contract was determined by applying a
risk-adjusted rate of return to the annual dividend. As of the date of the transaction, the Company recorded approximately 68% of the proceeds
or $10.8 million (net of the discount resulting from the allocation of the proceeds to the warrants) as preferred stock in stockholders equity and
the detached warrants with a fair value of $5.2 million were recorded as a warrant liability.

The Company determined that the embedded conversion option within the preferred stock was beneficial (had intrinsic value) to the holders of
the preferred stock. The intrinsic value of the conversion option was determined to be $5.2 million and was recognized as a beneficial
conversion discount with offset to additional paid-in capital at the date of the transaction.

The conversion period for the preferred stock was estimated to be 36 months based on an evaluation of the conversion options. The accretion of
the discount on the preferred stock recorded during the three months ended September 30, 2009 was $0.5 million.

The change in the fair value of the warrants from issuance through September 30, 2009 has been recorded by the Company in its statement of
income (loss). The fair value of the warrants has been calculated using the Black-Scholes option-pricing model. At September 30, 2009, inputs
for the fair value calculation included the actual remaining term of the warrants, volatility of 54.9%, a risk-free rate of 2.3%, and an assumed
dividend rate of zero.
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NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS (Continued)

Note 12 Treasury Stock

For the three and nine month periods ended September 30, 2009, 11,975 and 88,619 shares, respectively, previously issued as Restricted Stock
Awards ( RSAs ) to employees, were forfeited or cancelled during 2009 and accounted for as treasury stock.

The Company accounts for treasury stock using the cost method and includes treasury stock as a component of stockholders equity. The
Company currently neither has nor intends to initiate a share repurchase program.

Note 13 Earnings Per Share

Basic earnings per share excludes dilution and is computed by dividing net income available to common shareholders by the weighted average
number of common shares outstanding for the period including contingent shares if any. Contingent shares include common shares that would
be issued from the conversion of preferred stock and exercisable stock warrants. For the three and nine months ended September 30, 2009,
weighted average common shares related to convertible preferred stock of 3,705,099 and 1,248,605, respectively, were excluded from dilutive
earnings per share because they were anti-dilutive. Additionally, warrants to purchase 10,480,000 shares of common stock were excluded from
dilutive earnings per share, as the inclusion of such shares would have been antidilutive.

Diluted earnings per share is based on the weighted average number of shares outstanding during each period and the assumed exercise of
dilutive instruments (stock options) less the number of common shares assumed to be purchased with the exercise proceeds using the average
market price of the Common Stock for each of the periods presented. Due to the net loss for the three and nine month periods ended

September 30, 2009, approximately 91,000 and 96,000 shares, respectively, of dilutive shares relating to stock options have been excluded from
the calculation of diluted earnings per share due to their anti-dilutive effect.

In connection with the Convertible Notes Offering, the Company entered into a Share Lending Agreement with Bear Stearns International Ltd.

( BSIL ). In view of the contractual undertakings of BSIL in the Share Lending Agreement, which have the effect of substantially eliminating the
economic dilution that otherwise would result from the issuance of the borrowed shares, the Company believes that under accounting principles
generally accepted in the United States of America, the borrowed shares should not be considered outstanding for the purpose of computing and
reporting the Company s earnings per share.
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Note 14 Share-Based Compensation

The Company follows accounting guidance found in ASC Topic 715, Compensation Stock Compensation and ASC Topic 505, Equity.
This guidance requires all share-based payments, including grants of stock options, to be recognized in the income statement as an operating
expense over the vesting period, based on their fair values.

In 2009, the Company awarded approximately 690,000 stock options to certain employees under the 2007 Long-Term Incentive Plan ( 2007
Plan ). The fair value of these stock options, based on the Black-Scholes calculation, range from $0.80 to $1.66 per share. As of September 30,
2009, the Company has approximately 1,223,000 stock options outstanding of which approximately 511,000 are vested.

In 2009, the Company awarded approximately 423,000 RSAs to certain employees and non-employee directors under the 2007 Plan, all of
which vest over a 4 year period. A summary of RSA activity for the nine months ended September 30, 2009 follows:

2009
Unvested as of January 1, 233,498
Granted 423,144
Vested (44,841)
Forfeited (88,619)
Unvested as of September 30, 523,182

Approximately $0.7 million and $0.6 million of share-based compensation expense was recognized during the three-month periods ended
September 30, 2009 and 2008, respectively, related to stock option grants and RSAs. Approximately $1.3 million and $2.1 million of
share-based compensation expense was recognized during the nine month periods ended September 30, 2009 and 2008, respectively, related to
stock option grants and RSAs. As of September, 30, 2009 total share-based compensation related to unvested awards (stock options and RSAs)
was approximately $5.7 million, and the weighted-average period over which this cost will be recognized is approximately 3.0 years.

Note 15 Income Taxes

The effective income tax rate for the three months ended September 30, 2009 and 2008 was (216.4)% and 38.1%, respectively. The effective
income tax rate for the nine months ended September 30, 2009 and 2008 was (12.3)% and 38.0%, respectively. Our effective income tax rate in
2009 differs from the federal statutory rate primarily due to state income taxes, and the valuation allowance recorded against certain deferred tax
assets. Our effective income tax rate in 2008 differs from the federal statutory rate primarily due to state income taxes and the domestic
production activities deduction.

Our current corporate organization structure requires us to file two separate consolidated U.S. federal income tax returns. As a result, taxable
income of one group cannot be offset by tax attributes, including net operating losses, of the other group. As of September 30, 2009, one of the
group has net operating loss ( NOL ) carryforwards and other net deferred tax assets of approximately $16.8 million. Our ability to utilize our net
operating losses and other tax attributes could be subject to a significant limitation if we were to undergo an ownership change for purpose of
Section 382.

ASC Topic 740, Income Taxes requires all available evidence, both positive and negative, to be considered to determine whether, based on

the weight of that evidence, a valuation allowance is needed. As discussed in Note 1 ~ Our Business, Recent Events and Basis of Presentation, we
may need to generate additional financial resources in order to meet our business objectives and make scheduled payments or mandatory
prepayments on our current debt obligations. If we are not able to generate positive cash flows and profits or obtain adequate additional

financing or refinancing, we may be required to curtail operations or be unable to continue as a going concern. As a result, management

determined the realization of deferred tax assets is uncertain as the Company is unable to consider tax planning strategies or projections of future
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taxable income in its evaluation of the realizability of it is deferred tax assets as of September 30, 2009. Under these circumstances, deferred tax
assets may only be realized through future reversals of taxable temporary differences and carryback of net operating losses to available
carryback periods. We have performed such an analysis and a valuation allowance of approximately $16.8 million has been provided against
deferred tax assets as of September 30, 2009.
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