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PART I. — FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

ENGlobal Corporation
Condensed Consolidated Statements of Income
(Unaudited)
(Dollars in Thousands)

For the Three Months For the Six Months
Ended June 30, Ended June 30,
2008 2007 2008 2007

Revenues $ 136,011 $ 89,576 $ 234,177 $ 171,235
Direct costs 115,710 75,357 199,530 143,739
Gross Profit $ 20,301 S 14,219 S 34,0647 $ 27,496
Selling, general and administrative 8,701 7,290 15,927 15,033
Operating income $ 11,600 S 6,929 $ 18,720 $ 12,463
Other Income (Expense):

Other income $ 59 S 515 $ 85 S 515

Interest income (expense), net (413) (700) (896) (1,260
Income before Income Taxes $ 11,246 S 6,744 $ 17,909 $ 11,718
Provision for Federal and State Income Taxes 4,544 2,831 7,204 4,650
Net Income $ 6,702 S 3,913 $ 10,705 S 7,068
Net Income Per Common Share:

Basic $ 0.25 S 0.15 $ 0.40 S 0.26

Diluted $ 0.24 $ 0.14 $ 0.39 $ 0.26
Weighted Average Shares Used in Computing

Net Income Per Share (in thousands) :
Basic 27,096 26,864 27,078 26,839
Diluted 27,641 27,290 27,576 27,209

See accompanying notes to interim condensed consolidated financial statements.
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ENGlobal Corporation
Condensed Consolidated Balance Sheets
(Unaudited)
(Dollars in Thousands)

ASSETS
June 30, De
2008
Current Assets:
Cash S 2,344 S
Trade receivables, net 92,886
Prepaid expenses and other current assets 1,353
Current portion of notes receivable 156
Costs and estimated earnings in excess of billings on uncompleted contracts 4,504
Deferred tax asset 3,081
Total Current Assets $ 104,324 S
Property and equipment, net $ 6,115 S
Goodwill 20,314
Other intangible assets, net 3,618
Long term notes receivable, net of current portion 10,515
Deferred tax asset, non-current 257
Other assets 1,032
Total Assets $ 146,175
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:
Accounts payable $ 21,746 S
Accrued compensation and benefits 21,199
Notes payable 202
Current portion of long-term lease 168
Current portion of long-term debt 1,344
Deferred rent 497
Billings and estimated earnings in excess of costs on uncompleted contracts 388
Other current liabilities including taxes payable 5,473
Total Current Liabilities $ 51,017 S
Long-Term Lease, net of current portion 332
Long-Term Debt, net of current portion 26,477
Total Liabilities $ 77,826 3
Commitments and Contingencies (Note 9)
Stockholders' Equity:
Common stock - $0.001 par value; 75,000,000 shares authorized; 27,242,141
and 27,051,766 shares issued and outstanding at June 30, 2008 and
December 31, 2007, respectively $ 28 S
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Additional paid-in capital 35,489
Retained earnings 32,886
Accumulated other comprehensive income (loss) S (54)
Total Stockholders' Equity 68,349
Total Liabilities and Stockholders' Equity $ 146,175

See accompanying notes to interim condensed consolidated financial statements.

ENGlobal Corporation
Condensed Consolidated Statements of Cash Flows
(Unaudited)
(Dollars in Thousands)

For the Six Months Ended
June 30,

Cash Flows from Operating Activities:
Net income $ 10,705 S 7,068
Adjustments to reconcile net income to net cash provided
(used) by operating activities:

Depreciation and amortization 2,245 1,943
Share-based compensation expense 816 455
Gain on disposal of property, plant and equipment (85) (553)
Deferred income taxes (180) (77)
Changes in current assets and liabilities, net of acquisitions:

Trade receivables (28,745) (9,402)
Billings and estimated earnings in excess of costs 2,477 (4,798)
Prepaid expenses and other assets 400 (785)
Accounts payable 11,265 (4,386)
Accrued compensation and benefits 5,016 3,781
Billings in excess of costs and estimated earnings (575) 2,860
Other liabilities (79) (4,364)
Income taxes receivable/payable 1,256 3,850

Net cash provided by (used in) operating activities $ 4,516 S (4,408)

Cash Flows from Investing Activities:

Property and equipment acquired $  (1,336) $  (1,051)
Proceeds from note receivable 76 20
Additional consideration for acquisitions - 18
Proceeds from sale of other assets 383 711

Net cash used in investing activities S (877) S (302)

Cash Flows from Financing Activities:

Borrowings on line of credit $ 128,387 S 76,453
Payments on line of credit (130, 704) (69,494)
Proceeds from issuance of common stock 1,080 194
Borrowing under capital lease 500 -

Long-term debt repayments (1,418) (1,524)
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Net cash (used in) provided by financing activities S (2,155) S 5,629
Effect of Exchange Rate Changes on Cash ______;;é) ________;
Net change in cash ;___1:;;; ;_____;;;
Cash, at beginning of period 908 1,403
Cash, at end of period ;___;:;;; ;___;:;;;

Supplemental Disclosures:
Interest paid $ 840 S 827

Income taxes paid S 6,141 S 3,443

See accompanying notes to interim condensed consolidated financial statements.
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Notes to Condensed Consolidated Financial Statements

NOTE 1 - BASIS OF PRESENTATION

Our condensed consolidated financial statements are prepared in accordance
with accounting principles generally accepted in the United States of
America. Our Company consolidates all of its wholly-owned subsidiaries and
all significant inter-company accounts and transactions have been
eliminated in the consolidation.

The condensed consolidated financial statements of ENGlobal Corporation
(which may be referred to as "ENGlobal," the "Company," "we," "us," or
"our") included herein are unaudited for the three month and six month
periods ended June 30, 2008 and 2007, have been prepared from the books and
records of the Company pursuant to the rules and regulations of the
Securities and Exchange Commission, and in the case of the condensed
balance sheet as of December 31, 2007, have been derived from the audited
financial statements. These financial statements reflect all adjustments
(consisting of normal recurring adjustments), which are, in the opinion of
management, necessary to fairly present the results for the periods
presented. Certain information and note disclosures, normally included in
financial statements prepared in accordance with accounting principles
generally accepted in the United States of America, have been condensed or
omitted pursuant to rules and regulations of the Securities and Exchange
Commission. It is suggested that these condensed financial statements be
read in conjunction with the Company's audited financial statements for the
vear ended December 31, 2007, included in the Company's Annual Report on
Form 10-K filed with the Securities and Exchange Commission. The Company
believes that the disclosures made herein are adequate to make the
information presented not misleading.

NOTE 2 - CRITICAL ACCOUNTING POLICIES

A summary of critical accounting policies is disclosed in Note 2 to the
Consolidated Financial Statements included in our 2007 Annual Report on
Form 10-K. Our critical accounting policies are further described under the
caption "Critical Accounting Policies" in Management's Discussion and
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Analysis of Financial Condition and Results of Operation in our 2007 Annual
Report on Form 10-K.

3 - SHARE-BASED COMPENSATION

Prior to June 6, 2008, the Company sponsored a share-based incentive plan
(the "Plan") as described below. Effective January 1, 2006, the Company
adopted the provisions of Statement of Financial Accounting Standards
("SFAS") No. 123 (Revised), "Share-Based Payment" ("SFAS No. 123(R)").
Under the fair value recognition provisions of SFAS No. 123 (R), share-based
compensation for employees is measured at the grant date based on the value
of the awards and is recognized as expense over the requisite service
period (usually a vesting period). The Company selected the modified
prospective method of adoption described in SFAS No. 123 (R). The fair
values of awards recognized under SFAS No. 123 (R) are determined based on
the vested portion of the awards; however, the total compensation expense
is recognized on a straight-line basis over the vesting period.

The Company maintained the Plan, under which the Company had the ability to
award non-statutory options, incentive stock options, restricted stock and
stock appreciation rights to employees including non-employee directors.
Under the Plan, a maximum of 3,250,000 shares of our common stock was
approved to be issued or transferred to non-employee directors, officers
and employees pursuant to awards granted. At the date of the Plan's
expiration, June 5, 2008, 502,494 shares remained available under the Plan.

The Company's policy regarding share issuance upon option exercise takes
into consideration the optionee's eligibility and vesting status. Upon
receipt of an optionee's exercise notice and payment, and the Company's
subsequent determination of eligibility, the Company's Chief Governance
Officer or the Chairman of the Compensation Committee instructs our
transfer agent to issue shares of our common stock to the optionee.

Stock options have been granted with exercise prices at or above the market
price on the date of grant. The granted options have vested generally over
one year for non-employee directors and ratably over four years for
officers and employees. The granted options generally have ten year
contractual terms.

In accordance with the provisions of SFAS No. 123 (R), total share-based
compensation expense in the amount of $429,000 and $222,000 was recorded in
the three months ended June 30, 2008, and June 30, 2007, respectively.
Total stock-based compensation expense in the amount of $816,000 and

Notes to Condensed Consolidated Financial Statements

$455,000 was recorded in the six months ended June 30, 2008, and June 30,
2007, respectively. The total share-based compensation expense was recorded
in selling, general and administrative expense. The total income tax
benefit recognized in the condensed consolidated statements of income for
the share-based arrangements was $90,000 and $38,000 for the three months
ended June 30, 2008, and June 30, 2007, respectively, and $180,000 and
$77,000 for the six months ended June 30, 2008, and June 30, 2007,
respectively.

Compensation expense related to outstanding non-vested stock option awards
under the Plan of $1.1 million had not been recognized at June 30, 2008.
This compensation expense is expected to be recognized over a
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weighted-average period of approximately 32 months.

The following table summarizes stock option activity through the second
quarter of 2008:

Weighted
Weighted Average
Average Remaining Aggregate
Number of Exercise Contractual Intrinsic
Options Price Term (Years) Value (000's)
Balance at December 31, 2007 1,306,500 S 6.26 7.4 S 3,920
Granted 140,000 9.44 9.7 -
Exercised (190, 375) 5.73 -
Canceled or expired (30,000) 5.27 - -
Balance at June 30, 2008 1,226,125 $ 6.73 5.9 S 6,564 *
Exercisable at June 30, 2008 1,021,925 S 6.10 6.4 S 5,036

*Based on average stock price through the second quarter of 2008 of $10.11
per share. The average stock price for the same period in 2007 was $7.44
per share. Our common stock was quoted on the NASDAQ Global Select market
during the six months ended June 30, 2008 and on the American Stock
Exchange during the six months ended June 30, 2007. The total fair value of
vested options outstanding as of June 30, 2008 and 2007 was $5.0 million
and $3.1 million, respectively.

The total intrinsic value of options exercised was $967,000 and $587,000
for the six months ended June 30, 2008 and 2007, respectively.

Restricted Stock Unit Awards

In June 2008, the Company granted compensation to each of its three
non-employee directors via restricted stock awards. It was the Company's
intention that such awards be issued pursuant to the Plan. It was later
determined that the grants had been made after the Plan's expiration.
Therefore, the grants of restricted stock were rescinded. On August 8§,
2008, the Company replaced the grants of restricted stock with grants of
non-Plan restricted stock units equivalent to 6,420 shares of common stock.
The award of restricted stock units is intended to compensate and retain
the directors over the term of the award. The fair value of the award was
$93,411 per director based on the market price of $14.55 per share of the
Company's stock on the date the award was granted. Upon vesting, the units
will be convertible into cash or, if shareholder approval is obtained,
common stock. The units will vest in equal quarterly installments beginning
on September 30, 2008, so long as the grantee continues to serve as an
independent director of the Company. Recognition of compensation related to
the restricted stock awards will commence in the third quarter of 2008.

Notes to Condensed Consolidated Financial Statements

NOTE 4 - FIXED FEE CONTRACTS
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Costs, estimated earnings and billings on uncompleted contracts consisted
of the following at June 30, 2008 and December 31, 2007:

June 30, Dece

Costs incurred on uncompleted contracts $
Estimated earnings (losses) on uncompleted contracts
Earned revenues
Less: billings to date
Net costs and estimated earnings in excess of billings
on uncompleted contracts $

Costs and estimated earnings in excess of billings on uncompleted contracts $
Billings and estimated earnings in excess of cost on uncompleted contracts
Net costs and estimated earnings in excess of billings
on uncompleted contracts $

5 - LINE OF CREDIT AND DEBT

Schedule of Long-Term Debt:

Comerica Credit Facility - Line of credit, variable interest at 5.0% at June
2008, maturing in July 2010

Sterling Planet and EDGI - Notes payable, interest at 5%, principal payments
installments of $15,000 plus interest due quarterly, maturing in December

Cleveland Inspection Services, Inc., CIS Technical Services and F.D. Curtis
payable, discounted at 5% interest, principal in installments of $100,000
quarterly, maturing in October 2009

A.T.I. Inc. - Note payable, interest at 6%, principal payments in installmen
$30,422 including interest due monthly, maturing in January 2009

Michael Lee - Note payable, interest at 5%, principal payments in installmen
$150,000 plus interest due quarterly, maturing in July 2010

Watco Management, Inc. - Note payable, interest at 4%, principal payments in
installments of $137,745 including interest annually, maturing in October

Total long-term debt

Less: current maturities of long-term debt
Long-term debt, net of current portion
Borrowings under capital lease

Less: current maturities of capital lease
Total

The Company plans additional borrowings of approximately $500,000 under
capital leases during the remainder of 2008.

2008

70,327 $
(1,328)
68,999
64,883
4,116 $
4,504 $
(388)
4,116 $
Ju
(Dc

30,

in
2008

— Notes
due

ts of

ts of

2010
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Notes to Condensed Consolidated Financial Statements

NOTE 6 - SEGMENT INFORMATION

ENGlobal has four reportable segments: Engineering, Construction,
Automation and Land. Our segments are strategic business units that offer
different services and products and therefore require different marketing
and management strategies. Our segments have grown through strategic
acquisitions, which have also served to augment management expertise.

The Engineering segment provides consulting services relating to the
development, management and execution of projects requiring professional
engineering and related project services. Services provided by the
Engineering segment include feasibility studies, engineering, design,
procurement, and construction management. The Construction segment provides
construction management personnel and services in the areas of inspection,
mechanical integrity, vendor and turnaround surveillance, field support,
construction, quality assurance and plant asset management. The Automation
segment provides services related to the design, fabrication, and
implementation of process distributed control and analyzer systems,
advanced automation, and information technology projects. The Land segment
provides land management, right-of-way, environmental compliance, and
governmental regulatory compliance services primarily to pipeline, utility
and telecom companies and other owner/operators of infrastructure
facilities throughout the United States and Canada.

The accounting policies of each of the segments are the same as those
described in the summary of significant accounting policies. The Company
evaluates performance based on profit or loss from operations before
interest, income taxes and other income or loss, but after selling, general
and administrative expenses attributable to the reportable segments.
Transactions between reportable segments are at market rates comparable to
terms available from unrelated parties.

(Dollars in Thousands)
For the three months ended

June 30, 2008 Engineering Construction Automation Land
Revenue before eliminations $ 77,480 $ 38,858 $ 11,411 $ 11,842
Inter-segment eliminations S (1) (3,204) (375) ——

Revenue $ 77,479 35,654 11,036 11,842
Gross profit $ 12,779 3,988 1,362 2,172
SG&A $ 2,262 759 749 881
Operating income $ 10,517 S 3,229 S 613 S 1,291

Other income (expense)
Tax provision

Net income
(Dollars in Thousands)

For the three months ended
June 30, 2007

All Oth
$ —_—

4,0
$ (4,0

10
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Revenue before eliminations
Inter-segment eliminations

Revenue
Gross profit
SG&A

Operating income

Other income (expense)
Tax provision

Net income

$ 56,972

$ (6)

$ 56,966

$ 9,584

$ 1,732

$ 7,852
9

S 9,942

Notes to Condensed Consolidated Financial Statements

NOTE 6 - SEGMENT INFORMATION (continued)

(Dollars in Thousands)
For the six months ended
June 30, 2008

Revenue before eliminations
Inter-segment eliminations

Revenue
Gross profit
SG&A

Operating income

Other income (expense)
Tax provision

Net income

(Dollars in Thousands)
For the six months ended
June 30, 2007

Revenue before eliminations
Inter-segment eliminations

Revenue
Gross profit
SG&A

Operating income

Other income (expense)
Tax provision

Engineering
$ 129,515
$ (7)
$ 129,508
$ 22,661
$ 3,557
$ 19,104
$ 108,414
$ 1
$ 108,415
$ 18,748
$ 3,599
$ 15,149

Construction

$ 65,875

$ 21,968

$ 19,765

11

$ —_

3,54
$ (3,54
All Oth
$ —_—

7,9
$ (7,6
$ —_—

7,3
(7,3
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Net income

Financial information about geographic areas

Revenue from the Company's non-U.S. operations is not material. Long-lived
assets (principally leasehold improvements and computer equipment) located
in Canada were valued at $70,000 as of June 30, 2008, net of accumulated
depreciation, stated in U.S. dollars.

7 - FEDERAL AND STATE INCOME TAXES

The components of income tax expense (benefit) for the three months and six
months ended June 30, 2008 and 2007 were as follows:

Three Months Ended
June 30,

(Dollars in thousands)

Six Months Ended
June 30,

(Dollars in thousands)

Current S 4,634 $ 2,869 S 7,384 S 4,727

Deferred (90) (38) (180) (77)
Total tax provision S 4,544 $ 2,831 S 7,204 S 4,650
Effective tax rate 40.4% 42.0% 40.2% 39.7%

The estimated effective tax rates are based on estimates using historical
rates adjusted by recurring and non-recurring book to tax differences.
Estimates at June 30, 2008, are based on results of the 2007 year end and
adjusted for estimates of non-recurring differences from the prior year,
well as anticipated book to tax differences for 2008.

as

10

Notes to Condensed Consolidated Financial Statements

8 — EARNINGS PER SHARE

The following table reconciles the number of shares used to compute basic
earnings per share to the number of shares used to compute diluted earnings
per share ("EPS").

Three Months Ended
June 30,

Six Months Ended
June 30,

(Shares in thousands) (Shares in thousands)
Weighted average shares outstanding

used to compute basic EPS
Effect of share-based plan

27,096
545

26,864
426

27,078
498

26,839
370
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Shares used to compute diluted EPS 27,641 27,290 27,576

NOTE 9 -COMMITMENTS AND CONTINGENCIES

Employment Agreements

The Company has employment agreements with certain of its executive
officers and certain other officers. Such agreements provide for minimum
salary levels. If the Company terminates the employment of the employee for
any reason other than (1) for cause, as defined in the employment
agreement, (2) voluntary resignation, or (3) the employee's death, the
Company 1s obligated to provide a severance benefit equal to six months of
the employee's salary, and, at its option, an additional six months at 50%
to 100% of the employee's salary in exchange for an extension of the
employee's agreement not to engage in certain competitive activities. These
agreements are renewable for one year at the Company's option.

Long-term Note Receivable

In the first quarter of 2007, ENGlobal Engineering, Inc. ("EEI") and South
Louisiana Ethanol, LLC ("SLE") executed an agreement for engineering,
procurement and construction (EPC) services relating to the retro-fit of an
ethanol plant in southern Louisiana. The history of the SLE project (the
"SLE Project") is described in Note 12 to the Company's financial
statements included in its Quarterly Report on Form 10-Q for the quarter
ended September 30, 2007 (the "Third Quarter 10-Q") and is discussed
further in the Company's Annual Report on Form 10-K for the year ended
December 31, 2007.

Litigation

From time to time, the Company is involved in various legal proceedings
arising in the ordinary course of business alleging, among other things,
breach of contract or tort in connection with the performance of
professional services, the outcome of which cannot be predicted with
certainty. As of the date of this filing, we are party to several legal
proceedings that we believe have been reserved for or are covered by
insurance, or that, if determined adversely to us individually or in the
aggregate, would not have a material adverse effect on our results of
operations or financial position.

Due to SLE's continued failure to obtain permanent financing, on May 30,
2008, the Company filed suit in the United States District Court for the
Eastern District of Louisiana, Cause Number 08-3601, the Company is seeking
damages of $15.8 million. An independent appraisal, dated March 17, 2008,
from the bridge lending bank's appraiser, Revpro and Associates, indicates
a fair market value of SLE's assets of $35.8 million, an orderly
liguidation value of $25.3 million, and a forced liquidation value of $20.0
million. While the Company believes that in the event the collateral is
liguidated, SLE's obligations to the Company would be paid in full pursuant
to the Collateral Mortgage in favor of the Company, collectability is not
assured at this time. However, at this time the Company believes that the
ultimate disposition of the SLE collateral will not materially adversely
affect our liquidity or overall financial position.

11
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Insurance

The Company carries a broad range of insurance coverage, including general
and business automobile liability, commercial property, professional errors
and omissions, workers' compensation insurance and a general umbrella
policy. The Company is not aware of any claims in excess of insurance
recoveries. ENGlobal is partially self-funded for health insurance claims.
Provisions for expected future payments are accrued based on the Company's
experience.

Building Lease Commitment

As discussed in Note 20 of our 2007 Annual Report on Form 10-K, on February
28, 2008, ENGlobal entered into a lease agreement with a third party
relating to the construction of a new facility in Beaumont, Texas.
Commencement of the lease agreement and construction of the facility was
contingent on the sale of property to the developer/lessor. During May
2008, the Company completed the sale of property to the developer/lessor.
Construction has commenced on the new facility and is expected to continue
throughout 2008.

10 — SUBSEQUENT EVENTS
Sale of Office Building in Baton Rouge

In June 2007, we sold an office building we owned in Baton Rouge,
Louisiana. At the time of the sale, we accepted a note receivable from the
buyer for approximately $1.4 million. On July 24, 2008, the buyer paid the
note in full. The sale of the building was described in our Quarterly
Report on Form 10-Q for the quarter ended June 30, 2007.

SemCrude, L.P.

We have potential exposure to SemCrude, L.P. ("SemCrude"), an affiliate of
SemGroup, L.P. ("SemGroup"), related to services provided by our
Engineering and Construction segments to SemCrude in connection with the
construction of the White Cliffs Pipeline. As of June 30, 2008, on a
combined basis our Engineering and Construction segments had received
payments from SemCrude totaling approximately $2.7 million. On July 22,
2008, SemGroup and several of its affiliates, including SemCrude (Case
Number 08-11525), filed a voluntary petition for reorganization under
Chapter 11 of the U.S. Bankruptcy Code in the United States Bankruptcy
Court for the District of Delaware.

As of June 30, 2008, combined Engineering and Construction segment
receivables attributable to SemCrude totaled approximately $2.0 million. As
of July 25, 2008, our exposure was approximately $2.8 million. Because
SemCrude's account with ENGlobal had historically been paid on a materially
current basis, and because it was materially current as of June 30, 2008,
we did not reflect any portion of SemCrude's account in either our
Engineering segment's or our Construction segment's allowance for doubtful
accounts. On July 28, 2008, ENGlobal was notified that the White Cliffs
Pipeline project would continue under a third-party manager and that it was
anticipated that SemCrude's accounts would be kept current. On August 1,
and August 7, 2008, the Company received payments of approximately $941,000
and $339,000, respectively, each of which brought SemCrude's account
materially current as of those dates. We have continued performing work on
this project.

We are currently unable to quantify what amount of SemCrude's balance, if
any, may be uncollectible. However, we believe that the ultimate

14
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disposition of SemCrude's asset investment in the White Cliffs Pipeline
project will not materially adversely affect our liquidity or overall
financial position.

12

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

Forward-Looking Statements

Certain information contained in this Form 10-Q, the Company's Annual
Report on Form 10-K, as well as other written and oral statements made or
incorporated by reference from time to time by the Company and its
representatives in other reports, filings with the Securities and Exchange
Commission, press releases, conferences, or otherwise, may be deemed to be
forward-looking statements with the meaning of Section 21E of the
Securities Exchange Act of 1934. This information includes, without
limitation, statements concerning the Company's future financial position
and results of operations; planned capital expenditures; business strategy
and other plans for future operations; the future mix of revenues and
business; customer retention; project reversals; commitments and contingent
liabilities; and future demand and industry conditions. Although the
Company believes that the expectations reflected in such forward-looking
statements are reasonable, it can give no assurance that such expectations
will prove to have been correct. We undertake no obligation to publicly
update or revise any forward-looking statements, whether as a result of new
information, future events or otherwise. Generally, the words "anticipate,"
"believe," "estimate," "expect," "may," and similar expressions, identify
forward-looking statements, which generally are not historical in nature.
Actual results could differ materially from the results described in the
forward-looking statements due to the risks and uncertainties set forth in
this Form 10-Q, the specific risk factors identified in the Company's
Annual Report on Form 10-K for the year ended December 31, 2007 and those
described from time to time in our future reports filed with the Securities
and Exchange Commission.

The following discussion is qualified in its entirety by, and should be
read in conjunction with, the Company's Condensed Consolidated Financial
Statements, including the notes thereto, included in this Form 10-Q and the
Company's Annual Report on Form 10-K for the year ended December 31, 2007.

MD&A Overview

The following list sets forth a general overview of certain significant
changes in the Company's financial condition and results of operations for
the three months and six months ended June 30, 2008, compared to the
corresponding period in 2007.

During the three months During the six months
ended June 30, 2008 ended June 30, 2008
Revenue Increased 51.8% Increased 36.8%

o
oe

Gross profit Increased 43. Increased 26.0%

N
o°

Operating income Increased 67. Increased 50.2%
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SG&A expense Increased 19.4% Increased 5.9%
Net income Increased 71.3% Increased 51.5%
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Management's Discussion and Analysis (continued)

As of As of As of
Selected Balance Sheet Comparisons June 30, December 31, June 30,
2008 2007 2007

Working capital $ 53,307 $ 42,915 $ 48,707
Total assets $146,175 $119,590 $120,213
Long-term debt, net of current portion S 26,477 $ 29,318 $ 33,318
Stockholders' equity S 68,349 $ 55,797 $ 48,583

Long-term debt, net of current portion, decreased 9.6%, or $2.8 million,
from $29.3 million at December 31, 2007 to $26.5 million at June 30, 2008.
As a percentage of stockholders' equity, long-term debt decreased to 38.7%
from 52.5% at these dates. The decrease in long-term debt primarily relates
to the $2.3 million decrease in our line of credit resulting from improved
collections of associated trade receivables. On average, our day's sales
outstanding remained at 61 days for the three-month period ended June 30,
2008, equal to 61 days at December 31, 2007, but decreased from 70 days for
the comparable three-month period in 2007. The Company continues to work
toward improving internal billing and client collection processes.

Total stockholders' equity increased 22.4%, or $12.5 million, from $55.8
million as of De