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Dear Shareholder,

Our Annual Meeting of Shareholders is scheduled for May 20, 2008, and we look forward to seeing you there. In
the meantime, I'd like to take this opportunity to review our achievements in 2007.

We believe that 2007 was a pivotal year for Limco-Piedmont Inc. Some of our highlights include:
Record annual revenues of $69.8 million in 2007 compared to $59.0 million in 2006
Net income of $5.2 million in 2007 compared to $4.3 million in 2006
+ Non-GAAP net income of $6.2 million in 2007 compared to $4.9 million in 2006
Cash and short-term investments of $33.8 million at December 31, 2007

We completed a successful IPO in July of this year, increased our revenues by over 18% and our net income grew
by over 20%. Moreover, we have taken various steps to establish an infrastructure that will foster our growth in
the years ahead. With the proceeds of our initial public offering, we extinguished our debt and made significant
capital expenditures at our facilities that will allow us to provide additional MRO services and to deliver our ser-
vices more efficiently and effectively. We also brought on two seasoned executives, Bob Koch and Udi Netivi, to
run our growing Limco Airepair and Piedmont Aviation subsidiaries.

A key component of our growth strategy in 2008 is to selectively pursue acquisition opportunities. We believe
that acquisition opportunities exist that will compliment and broaden the scope and depth of our MRO opera-
tions. We have almost $34 million dollars in cash, cash equivalents and short term investments that will allow us to
pursue acquisition opportunities.

In the beginning of this year we made another key hire, bringing Carla Covey into our management team as chief
financial officer. Carla is an experienced public company finance executive who will provide us with the necessary
experience and talent that will allow us to seamlessly grow our operations and meet new challenges.

As | indicated earlier this year, we believe that the S5 to $8 million long-term parts contract that we entered into
in late 2007 will provide us with a buffer to the volatility that we experienced in our parts business in 2007.

In March 2008, we also reported that we had entered into a memorandum of understanding with Air Wisconsin
to provide MRO services on a long-term basis for the landing gear of its fleet of 70 CRJ-200 regional jets. Air Wis-
consin is the largest privately held regional jet airline in the U.S., operating its fleet of CRJ-200 regional jets as US
Airways Express. This opportunity was won after an in depth award process in which we competed against other
leading MRO providers and expect to enter a definitive agreement with Air Wisconsin in the next few months.
We are very pleased to have been chosen to provide landing gear MRO services for Air Wisconsin and believe
that this contract reaffirms our position as a leading MRO services provider.

We are confident that we have established a strong foundation for future growth and are excited about our pros-
pects for 2008 and the future.

We thank our shareholders, customers and employees for your continued support, and look forward to report-
ing additional progress in 2008 and the years ahead.

Shaul Menachem, CEO
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PART 1

2351 i n

References in this Annual Report on Form 10-K to “the Company,” “our company,”™ we,” “us,
and “our” refer 1o Limco-Piedmont Inc. and its subsidiaries, Limco-Airepair Inc., which we refer to as
Limco, and Piedmont Aviation Components Services, LLC, which we refer to as Piedmont.

ITEM 1. BUSINESS

General Development

We were incorporated in Delaware on February 28, 2007 as a successor to Limco-Airepair, Inc.,
which was incorporated as an Oklahoma corporation in 1995 upon the merger of three aerospace
companies that had been acquired by TAT Technologies Ltd., or TAT Technologies, from 1992
through 1995. Prior to the consolidation of Limco-Airepair, Inc. into our company, it transferred ail of
its assets and liabilities associated with its Oklahoma operations to our wholly-owned subsidiary,
Limco-Airepair Inc., a newly formed Delaware corporation. In July 2005, we acquired Piedmont, a
company certified by the FAA to perform maintenance, repair and overhaul services on APUs,
propellers and landing gear. Qur principal executive offices are located at 5304 S. Lawton Ave., Tuisa,
Oklahoma, 74107, and our telephone number is (918) 445-4300. Our web address is
www.limcopiedmont.com. The information contained on our website is not a part of this prospectus,

We provide maintenance, repair and overhaul, or MRO, services and parts supply services to the
aerospace industry. Our four Federal Aviation Administration, or FAA, certified repair stations
provide aircraft component MRO services for airlines, air cargo carriers, maintenance service centers
and the military. Two of these repair stations are located in Tulsa, Oklahoma, and the other two are
located at our Kernersville and Winston-Salem, North Carolina facilities. In conjunction with our
MRO services we are also an original equipment manufacturer, or OEM, of heat transfer equipment
for airplane manufacturers and other selected related products. Our parts services division offers
inventory management and parts services for commercial, regional and charter airlines and business
aircraft owners. These represent our two business segments.

Business Strategy
Our growth strategy is to:

— Expand the scope of our MRO services. We intend to use our technical expertise,
engineering resources and facilities to provide MRO services for additional types of aircraft
and additional aircraft systems, subsystems and components and intend to devote additional
financial resources to develop the required technical expertise to provide these additional
MRO services.

— Increase our international sales.- As part of our efforts to achieve greater penetration in the
international markets, we intend to expand our marketing presence in Western Europe,
which is our second largest market, and we are searching for opportunities to substantially
increase our presence in China and other East Asian nations, which are fast growing markets
where we have had limited sales to date.

—  Selectively pursue acquisition opportunities. We believe that acquisition opportunities exist
that will complement our MRO business. We will continue to pursue targeted complementary
business acquisitions which will broaden the scope and depth of our MRO operations and
increase our market share, although we have no present plans, proposals or arrangements
with respect to any such acquisition.

—- Increase our cross-selling efforts.  With our acquisition of Piedmont, we expanded our
MRO services capabilities to include APUs, propellers and landing gear. The expansion of
our MRQ service offerings allows us to offer a more complete MRO service solution to our
existing customer base. Consequently, we intend to increase our cross-selling efforts and offer
the full range of our services to the historical customers of Limco and the new customers we
obtained with the acquisition of Piedmont.
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Overview

We provide maintenance, repair and overhaul, or MRO, services and parts supply services 1o the
aerospace industry. Our four FAA certified repair stations provide aircraft component MRO services
for airlines, air cargo carriers, maintenance service centers and the military. We specialize in
MRO services for components of aircraft, such as heat transfer components, auxiliary power units, or
APUs, propellers, landing gear and pneumatic ducting. In conjunction with our MRO services we are
also an original equipment manufacturer, or OEM, of heat transfer equipment for airplane
manufacturers and other selected related products. Qur parts services division offers inventory
management and parts services for commercial, regional and charter airlines and business aircraft
Oowners.

MRO Services

We provide services for the components segment of the MRO services market. Our
MRO services segment includes the repair and overhaul of heat transfer components, APUs,
propellers, landing gear and pneumatic ducting, among other components. Generally, manufacturer
specifications, government regulations and military maintenance regimens require that aircraft
components undergo MRO servicing at regular intervals or as necessary. Aircraft components typically
require MRO services, including repairs and installation of replacement units, after three to five years
of service or sooner if required. Aircraft manufacturers typically provide warranties on new aircraft
and their components and subsystems, which may range from one to five years depending on the
bargaining power of the purchaser. Warranty claims are generally the responsibility of the OEM
during the warranty period. Our business opportunity usually begins upon the conclusion of the
warranty period for these components and subsystems.

We are licensed by Hamilton Sundstrand, a leading provider of aerospace products, to provide
MRO services for all of their air-to-air heat transfer products and by Honeywell Aerospace, or
Honeywell, a leading manufacturer of aerospace products and an aerospace services provider, to
provide MRO services for three of their APU models. Our repair stations are certified by the FAA
and the European Aviation Safety Agency, or EASA. In conjunction with our MRO services, we also
manufacture heat transfer equipment used in commercial, regional, business and military aircraft,
complete environmental control systems and cooling systems for electronics.

Parts Services

Our parts services division provides a number of services for commercial, regional and charter
airlines and business aircraft owners, including inventory management and parts services. We presently
assist several of these customers with their parts procurement needs by using our knowledge of the
aircraft component industry to quickly acquire necessary aircraft components in a cost-effective
manner. We have a knowledgeable and experienced staff of 10 customer service representatives and
offer our customers 24 hour service and same day shipping. We currently supply parts to
approximately 500 commercial, regional and charter airlines and business aircraft owners.

Industry Background

Demand for MRO Services
The demand for MRO services is driven by:

— Size and age of the aircraft fleet: According to statistical information obtained from
Jet Information Services, Inc. on April 13, 2007, approximately 74% of the current 18,287
commercial aircraft in the world fleet are over five years old. The world fleet is also expected
to grow by 42% to 26,000 aircraft in 2015 despite the expected retirement of 2,500 aircraft
over the same period according to AeroStrategy. In addition, according to AirFleets.net, a
provider of aircraft data, as of April 2006, 16 of the top U.S. carriers operate a combined
fleet of 3,685 aircraft with an average age of 10.3 years.
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— Aircraft utilization: Global air travel, as measured by revenue passenger miles, or RPMs, is
expected to grow from 797 billion RPMs in 2006 to 990 billion RPMs in 2011, a compounded
annual growth rate of 4.4% according to a report issued by the FAA on February 28, 2006.

—-  Regulation by the FAA and other government authorities: The FAA mandates required
regular inspection and maintenance of aircraft. No modification, service or repair can be
made to any aircraft, nor can any parts be installed, inspected or certified, except by
FAA certified repair facilities. European regulators have similar requirements.

We believe that these trends will increase demand for MRO services, which are essential to the
airlines’ efforts to reduce performance degradation, increase aircraft reliability and extend an aircraft’s
operating life. The worldwide market for commercial component MRO services, which includes heat
transfer components, APUs, propellers, landing gear and pneumatic ducting, as estimated by
AeroStrategy, was approximately $8.2 billion in 2006. According to AeroStrategy, the worldwide
MRO commercial component market is projected to grow at a compounded annual rate of 3.9%
through 2015. AeroStrategy also projects that the commercial component MRO market in Asia
(including the Middle East), which was approximately $2.2 billion in 2005, will grow at a compounded
annual rate of 5.9% through 2015.

Due to the increased maintenance costs of their aging fleets many carriers are aggressively
seeking ways to reduce costs, minimize down-time, increase aircraft reliability and extend time
between overhauls according to Overhaul & Maintenance in its March 2002 and December 2006
issues. One of the ways they are accomplishing these goals is through the outsourcing of more of their
maintenance and support functions to reliable third parties. Based upon our experience in the
industry, we also believe that commercial carriers who have made the decision to outsource their
MRO requirements are searching for MRO service providers with a wide-range of service capabilities.
These MRO service providers allow the carriers to concentrate their outsourcing of MRO services to
a select group of third party providers.

The: global military aircraft fleet also presents similar opportunities for MRO service providers.
According to AeroStrategy, the active military aircraft fleet was comprised of approximately
38,600 aircraft in 2006 and the global market for MRO services relating to military aircraft
companents is estimated to be approximately $9.2 billion. Recent military operations around the
world has significanily increased usage of the global military aircraft fleet and, in correlation, resulted
in a higher rate of maintenance activity. As a result, the global market for military aircraft MRO is
expected to grow by approximately 2.0% per year through 2015. In addition, the U.S. Department of
Defense procurement budget for military aircraft is expected to increase at an average annual growth
rate of 7.9% from 2005 to 2010, according to the “National Defense Budget Estimates for FY 2006.”
We believe that further increases in military spending, an aging military fleet and the increased use of
upgrade programs aimed at extending the useful life of an aircraft will provide continued MRO
growth opportunities.

Parts Aftermarket

The aftermarket for aerospace parts primarily relates to those parts needed for the scheduled and
unscheduled maintenance, repair and modification of aircraft already in service. Aircraft operators
generally keep an inventory of those parts needed for the scheduled and unscheduled maintenance,
repair and modification of aircraft already in service. According to Overhaul & Maintenance in its
March 2002 and December 2006 issues, as part of their cost cutting measures, air carriers are
attempting to reduce their inventory of spare parts, consolidate their purchasing activity and reduce
the number of suppliers with whom they do business.




Our Competitive Strengths

We believe our key competitive advantages and strengths are:

We have long-standing relationships with our customers. We have developed long-standing
relationships with major airlines, air cargo carriers, maintenance service centers, the

U.S. military and aircraft manufacturers. Qur MRO customers include Bell Helicopter,
Fokker, Hamilton Sundstrand, KLM Royal Dutch Airlines NV, Lufthansa Technik AG,
PACE Airlines, Piedmont Airlines and the U.S. Government. We are also an OEM supplier
to major aerospace companies such as Bell Helicopter, Boeing McDonnell Douglas
Aerospace, or Boeing, and Bombardier Inc.

Our experienced management team has a proven record of success. Under our management’s
leadership, we improved efficiency while diversifying our revenue base and significantly
improving the operating margins of our North Carolina facilities since their acquisition. For
example, at December 31, 2004, Piedmont had 130 employees and for the year then ended it
had revenues of approximately $27.4 million while at December 31, 2007, Piedmont had the
same number of employees and for the year then ended it had revenues of approximately
$48.6 million.

We have a broad range of MRQ capabilities and repair licenses from OEMs within our
specialties. 'We believe that our ability to provide.a broad range of MRO services for
multiple components is attractive to customers who are seeking to outsource their MRO
requirements and concentrate their work among a small number of MRO providers. We also
believe that our various OEM licenses to provide MRO services from such companies as
Hamilton Sundstrand and Honeywell also provide us with a competitive advantage. We are a
Hamilton Sundstrand licensed MRO service provider in North America for air-to-air heat

" transfer components and are one of only two licensed MRO service providers in the United

States for three Honeywell APU models and anticipate receiving a license for an additional
model in April 2008. Our repair stations in North Carolina and Oklahoma are AS 9001
certified, which means that they comply with the standard for quality management systems
maintained by the International Standards Organization for manufacturing. We believe that
our MRO services benefit from the knowledge and reputation we have gained from our
OEM activities.

We have extensive engineering capabilities. We believe that our multi-disciplinary
engineering capabilities and technical expertise in heat transfer components provides us with
the resources to provide quick and efficient responses to our customers. In addition, our
engineering team includes a Designated Engineer Representative, or DER, designated by the
FAA to certify MRO services that differ from processes previously approved by the FAA.
This allows us to shorten the long and complex FAA approval process, streamline the design
and certification process and reduce costs. We believe that our OEM manufacturing
capabilities benefit from the knowledge and experience we have gained from our

MRO services.

MRO Services

We specialize in the repair and overhaul of heat transfer components, APUs, propellers, landing
gear and pneumatic ducting. Heat transfer components are devices that efficiently transfer heat from
one fluid to another or from hot air to colder air in various cooling systems and are essential
components of an aircraft. These components include heat exchangers, oil coolers, pre-coolers,
re-heaters, condensers, water separators and evaporators. APUs are relatively small, self-contained
generators used to start jet engines, usually with compressed air, and to provide electricity, hydraulic
pressure and air conditioning while an aircraft is on the ground. In many aircraft, an APU can also
provide electrical power in the air.




We are continually increasing our MRO capabilities based upon market need or customer
request. Our capabilities include, although are not limited to, components used in aircraft
manufactured by the following aircraft manufacturers:

— Airbus - —  Fokker

— ATR —  General Dynamics
— Boeing —  Qulfstream

— Bombardier — Lockheed Martin
—  British Aerospace — Raytheon

— Cessna — SAAB

—  Embraer’ —  Shorts

—  Fairchild

We perform our MRO services at our four repair stations in Oklahoma and North Carolina, all of
which are AS9001 certified and licensed by the FAA and EASA to provide MRO services. Our
Oklahoma facility provides MRO services for heat transfer components and pneumatic air-handling
ducting. Our NorthCarolina facilities, which were recently ISO 9001 certified, provide MRO services
for APUs, propellers and landing gear.

Established in 1974, our Oklahoma facility provides testing, minor repair, overhaul, and
remanufacturing for the following types of heat transfer components that are used in commercial and
military aircraft:

— heat exchangers
— oil coolers

—  pre-coolers

— re-heaters

— condensers

—  evaporators

—  water separators

We offer MRO services for heat transfer components to our customers on multiple levels. If the
damage is significant, we will remanufacture the unit, which generally entails replacing the core matrix
of the damaged or old heat transfer product in lieu of replacing the entire unit with a new one. We
design and develop these customized remanufactured units as a cost effective alternative to new part
replacement. In the event of less severe damage, we will either overhaul or repair the unit as
necessary. Re-manufactured units carry warranties identical to those provided to new units.

Our Oklahoma repair station also specializes in providing fast and efficient quality repair and
overhaul of pneumatic air-handling ducting that is used in airframes, air conditioning systems,
anti-icing systems, APUs, engines and exhaust systems. Our Kernersville, North Carolina facility
specializes in providing MRO services for four APU models manufactured by Honeywell . APUs are
self-contained units that are used in aircraft to start the main engines, usually with compressed air, and
to provide electrical power, hydraulic pressure and air conditioning while the aircraft is waiting on the
ground and during in-flight emergency situations.

Our Winston-Salem, North Carolina facility specializes in providing MRO services for propellers
manufactured by Hartzell Propeller Inc. and McCauley Propeller Systems, including their fixed pitch
aluminum and composite material blades, and propellers manufactured by Hamilton Sundstrand and
Dowty Rotol. In addition, our North Carolina facilities provide MRO services for landing gear for
regional aircraft manufactured by Bombardier Canadair Regional Jet, ATR, British Aerospace Jet
Stream and Bombardier Dash 8.




In conjunction with our MRO services, we also act as an OEM manufacturer of precision parts
for the aircraft, electronics, industrial, government and commercial markets. We manufacture heat
transfer components used in commercial, regional, business and military aircraft, air conditioning
systems, complete environmental control systems and cooling systems for electronics. We currently
offer approximately 80 OEM parts to the aerospace industry. These parts are manufactured in
compliance with all of the stringent quality assurance standards that apply to the manufacture of
aircraft parts. Our quality systems are ISO 9001 certified and we have both Boeing quality systems
approval D6-82479 and FAR 21.303 (the FAA standard for Parts Manufacturer Approval).

We specialize in the design and manufacturing of highly efficient heat transfer components, which
are designed to meet stringent constraints such as size, weight and applicable environmental
conditions. These units include heat exchangers, oil coolers, pre-coolers, re-heaters, condensers, fuel
heaters and evaporators. We manufacture heat transfer components from various metals,
understanding that different environmental conditions may apply, such as combinations of very high
pressures, shock and vibration levels, temperatures and shock loads. Qur design and production lines
incorporate the highest grades of various specialty metals able to withstand extreme environmental
conditions.

OEM Authorizations and Licenses

We believe that establishing and maintaining relationships with OEMs is an important factor in
achteving sustainable success as an independent MRO service provider. GEMs grant participants in
the overhaul and repair services market authorizations or licenses to perform repair and overhaul
services on the equipment they manufacture. OEMs generally maintain tight controls in order to
maintain high quality of service to their customers, and in certain cases, grant very few authorizations
or licenses. Obtaining OEM authorizations requires sophisticated technological capabilities,
experience-based industry knowledge and substantial capital investment. We believe that service
providers that have received OEM authorizations and licenses gain a competitive advantage because
they typically receive discounts on parts, technical information, OEM warranty support and use of the
OEM name in marketing. We are an independent MRO service provider that is licensed by Hamilton
Sundstrand, the largest heat transfer equipment manufacturer, for its air-to-air heat transfer equipment
in North America and are one of only two North American companies licensed by Honeywell, the
largest manufacturer of APUs, for three of its APU models. We are also the only licensed MRO
service provider for TAT Technologies’ heat transfer equipment, and are a licensed MRO service
provider for propellers manufactured by Hartzell Propeller Inc. and McCauley Propeiler Systems.

Each of the authorizations or licenses that we have with OEMs is in the form of a contractual
arrangement. Some of these contracts require us to pay an authorization fee to the OEM and, in some
cases, we are also required to pay annual authorization fees and royalties, or to fulfill other conditions
set by the OEM. None of our material authorizations or licenses expires prior to 2009. Our OEM
licenses from Hamilton Sundstrand will expire in May 2009 but may be extended through May 2013,
and our OEM license from Honeywell will expire in June 2011,

Engineering Capabilities

Our engineering department supports our OEM activity and alse enhances our ability to provide
our customers with high-end top quality MRO services. Qur engineering depariment employs seven
certified mechanical and aerospace engineers, including a Designated Engineering Representative, or
DER, certified by the FAA. Our multi-disciplinary team of engineers specializes in heat transfer
components and supports all processes of thermal and structural analysis, mechanical and
metallurgical research and development for manufacturing design. All of our engineers have direct
experience with aerospace component repair and have experience with the process of obtaining
supplemental type certificates from the FAA and in obtaining FAA product manufacturing
authorizations. Our onsite DER is certified by the FAA to approve the repair of engines, APUs, and
mechanical systems and equipment, which enables us to respond quickly to our customers’ needs.
Having a DER on staff allows us to enter the market for a particular type of service more quickly that
those of our competitors who do not employ a DER. We work directly with the FAA Aircraft
Certification Office in obtaining approvals on projects that are outside our DER’s authority.
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An example of the value provided by our engineering staff is the development of a
remanufacturing process which is based on replacing the failed core material (known as the core
matrix) of heat transfer components with a new core. This process enables us to provide overhauled
units to our customers for significantly less than the cost of a new unit.

We believe that our engineering staff provides us with the ability to support our OEM customers
with innovative and efficient products while maintaining short product development cycles, high
quality design and competitive pricing.

Parts Services

QOur parts services division provides a number of services for commercial, regional and charter
airlines and business aircraft owners, including inventory management and parts services. We assist
these customers with their parts procurement needs by using our knowledge of the aircraft component
industry to quickly acquire necessary aircraft components in a cost-effective manner. We have a
knowledgeable and experienced staff of 10 customer service representatives and offer our customers
24 hour service and same day shipping.

We currently supply parts to approximately 500 commercial, regional and charter airlines and
business aircraft owners. For these customers, we purchase parts against orders and resell at a margin.
We also maintain a small inventory of commonly-replaced parts to improve our response time on
orders. As our customers’ aircraft fleets go through their repair cycles, their parts requirements change
from one year to the other.

Qur parts services division specializes in Honeywell’s 85 and 36 series APU models, Honeywell
line replacement units, Hartzell propellers, McCauley propellers, APPH landing gear, and Embraer,
Raytheon, Purolator-Facet, Messier Dowty, Boeing, PM Research and BP Oil parts.

We believe that the growth of our parts services division is attributable to our access to the large
inventory of component parts we maintain for our MRO services, our favorable pricing for parts
purchased pursuant to licenses with OEMs and from our reputation for good and prompt service. We
also benefit from the purchasing power we have gained as a result of the large number of parts we
purchase for our MRO services. We are continuing our efforts to increase our recognition in the
market by attendance at tradeshows, industry advertising and promoting our website.

Customers

MRQ Customers. We currently service approximately 150 MRO customers, including major
domestic and international airlines, air cargo carriers, maintenance service centers and the military.
Our ten largest customers accounted for approximately 38% of our consolidated 2007 and 2006 sales.
No customer accounted for more than 10% of our total sales in these periods.

Our acrospace OEM customers include over 30 commercial and military aircraft manufacturers
and defense contractors and the U.S. government. Our customers include, Boeing, Bell, Bombardier
and Raytheon. We are not a party to any OEM manufacturing contracts, and act solely upon orders
received from our customers.

Faris Services Customers. We are not a party to any parts services contracts, and purchase parts
against orders received from our customers. Qur five largest parts services customers accounted for
approximately 65% and 75% of our parts services sales in 2007 and 2006, respectively.

Military Contracts

For the year ended December 31, 2007 sales generated from contracts with the U.S. government
or subcontracts with primary contractors decreased by $1.2 million to $5.1 million from $6.3 million
for the year ended December 31, 2006. Many of our contracts are competitively bid and awarded on
the basis of technical merit, personnel qualifications, experience and price. We also receive some
contract awards involving special technical capabilities on a negotiated, noncompetitive basis due to
our technical capabilities.




We provide produets under U.S. government contracts that usually require performance over a
period of several months to five years. Long-term contracts may be conditioned upon continued
availability of congressional appropriations. Variances between anticipated budget and congressional
appropriations may result in a delay, reduction or termination of these contracts. Contractors often
experience revenue uncertainties with respect to available contract funding during the first quarter of
the U.S. governments fiscal year beginning October 1, until differences between budget requests and
appropriations are resolved.

The vast majority of our federal government contracts are fixed-price contracts. Under these
contracts we agree to perform specific work for a fixed price and, accordingly, realize the benefit or
detriment to the extent that the actual cost of performing the work differs from the contract price.
Our allowable federal government contract costs and fees are subject to audit by the Defense
Contract Audit Agency. Audits may result in non-reimbursement of some contract costs and fees.
While the government reserves the right to conduct further audits, audits conducted for periods
through fiscal year 2006 have resulted in no material cost recovery disallowances for us.

Some of our federal povernment contracts contain options that are exercisable at the discretion of
the customer. An option may extend the period of performance for one or more years for additional
consideration on terms and conditions similar to those contained in the original contract. An option
may also increase the level of effort and assign new tasks to us. In our experience, these options are
typically exercised.

Qur eligibility to perform under our federal government contracts requires us to maintain
adequate security measures. We have implemented security procedures that we believe adequately
satisfy the requirements of our federal government contracts. As of the date of this prospectus we are
not aware of a breach of these security procedures.

Sales and Marketing

We market our MRO services through our ten person marketing and customer service staff and a
network of ten independent representatives who are compensated solely by commissions. Qur
representatives are strategically located near key customer sites in Europe, Asia, the Middle East and
South America. We added three additional marketing persons to our marketing and customer service
staff in 2007.

Our marketing activities also include attending exhibitions, trade shows and professional
conferences, organizing seminars, direct mailing of advertisements and technical brochures to current
and potential customers, and advertising in technical publications which target heat transfer products
and related markets. We are in regular contact with engineering and procurement personnel and
program managers of existing and target customers to identify new programs and needs for our
products, obtain requests for quotations and identify new product opportunities.

QOur parts services division employs ten persons in its customer service staff. These individuals are
responsible for handling orders and contacling target customers and are available to our clients
24 hours a day, seven days a week.

Competitive Environment

'‘MRO Services

The market for MRO services is highly competitive. Competition in this market is based on
quality, price, and the ability to provide a broad range of services and te perform repairs and
overhauls rapidly. Qur primary MRO services competitors are the service divisions of OEMs, the
in-house maintenance services of a number of commercial airlines and other independent service
providers. For heat transfer component MRO services our major competitors are the LORI Heat
Transfer Center of Honeywell and SECAN-Honeywell (France). For APU, propeller and landing gear
MRO services our major competitors are Standard Aero Group Inc., Aerotech International Inc.,
Honeywell, Alameda Aerospace, JetSet Aerospace LLC, Messier-Dowty Aerospace (MD), AAR"
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Corp., Hawker Pacific, APRO, Aircraft Propeller Service Inc., Pacific Propeller International LL.C and
H&H Propeller. For our OEM heat transfer equipment, our major competitors are other OEMs who
manufacture heat transfer equipment, including the Hughes-Treitler division of Ametek Inc., Lytron
Inc., Hamilton Sundstrand and Honeywell.

A number of our competitors have inherent competitive advantages. For example, we compete
with the service divisions of large OEMs who in some cases have design authority with respect to their
OEM products and are able to derive significant brand recognition from their OEM manufacturing
activities. We also compete with the in-house service divisions of large commercial airlines and there is
a strong incentive for an airline to fullyutilize the services of its maintenance employees and facilities.
Further, our competitors may have additional competitive advantages, such as:

— the ability to adapt more quickly to changes in customer requirements and industry
conditions or trends;

— greater access to capital;
— stronger relationships with customers and suppliers;
— Detter name recognition; and

— access to superior technology and marketing resources.

Parts Services

The parts services industry is highly competitive and fragmented. Competition in this markets is
based on price, quality and service. Competitors in this segment include QOEMSs, the service divisions
of large commercial airlines and other independent suppliers and distributors of parts.

Spare Parts and Raw Materials

We depend on a number of OEMs for spare parts for our MRO operations and our parts services
business. Our authorizations from OEMs often require that we purchase component parts that are
needed for our MRO services from them or their designated distributors. We made 16.2% and 20.0%
of our parts purchases from Honeywell, 10.4% and 11.4% of our parts purchases from TAT
Technologies, and 4.0% and 9.4% of our parts purchases from Hamilton Sundstrand in 2007 and 2006,
respectively. We have an agreement with Honeywell under which Honeywell has agreed to sell us
certain of their parts at a discount for a period of five years, ending May 31, 2011. In addition we have
entered into an agreement with TAT Technologies pursuant to which it has agreed to sell us its heat
transfer equipment for a period of ten years, ending March 2017,

In the year ended December 31, 2007, we purchased $7.9 million of parts from Honeywell,
$2.0 million of parts from Hamilton Sundstrand and $5.0 mitlion of parts from TAT Technologies. The
loss of any of these key suppliers or an unfavorable modification of any of our agreements with such
suppliers could have a material adverse effect on our business. We have at times experienced delays in
receiving parts from our key suppliers, and any significant future delays could have a material adverse
effect on our business and results of operations. If we had to develop alternative sources of supply,
our ability to supply parts to our customers when needed could be impaired, business could be lost
and margins could be reduced in both our MRO services and parts services segments.

We sclect our suppliers primarily based on their ability to ensure that their parts are serviceable
and traceable to OEM-approved sources, their delivery performance and their ability to help us
reduce our total cost of procuring those parts. For quality control, cost and efficiency reasons, we
generally purchase supplies only from vendors with whom we have ongoing relationships or who our
customers have previously approved. We have qualified second sources or have identified alternate
sources for many of our parts services needs.

The raw materials used in our manufacturing programs are generally readily available metals and
alloys. We have not had any difficulty in obtaining such materials in the past.
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Government Regulations

Aerospace and Safety Regulations

The commercial aerospace' industry is highly regulated by the FAA in the United States, EASA
in Europe, the Civil Aviation Authority in England and other governmental authorities elsewhere in
the world, while the military aerospace industry is governed by military quality specifications
established by the U.S. Department of Defense for the manufacturing and repair industries and
1SO-9001. We are required to be certified by one or more of these entities and, in some cases, by
individual OEMs. We must also satisfy the requirements of our customers, including OEMs and
airlines, that are subject to FAA regulations, and provide these customers with products that comply
with the government regulations applicable to commercial flight operations. We currently satisfy or
exceed these FAA maintenance standards in our repair and overhaul activities. We maintain four
repair stations approved by the FAA, two in Oklahoma and two in North Carolina.

Qur operations are also subject to a variety of worker and community safety laws including The
Occupational Safety and Health Act of 1970, known as OSHA, which mandates general requirements
for safe workplaces for all employees. In addition, OSHA provides special procedures and measures
for the handling of certain hazardous and toxic substances. We believe that our operations are in
material compliance with OSHA' health and safety requirements.

We believe that we are in material compliance with the governmental regulations affecting the
aerospace and defense industry. :

Environmental Matters

Our operations are subject to a number of federal, state and local environmental laws in the
United States, and to regulation by government agencies, including the U.S. Environmental Protection
Agency. Among other matters, these regulatory authorities impose requirements that regulate the
cmission, discharge, generation, management, transportation and disposal of pollutants and hazardous
substances. These authorities may require us to initiate actions to remediate the effects of hazardous
substances which may be or have been released into the environment, and require us to obtain and
maintain permits in connection with our operations. This extensive regulatory framework imposes
significant compliance burdens and risks.

Although we seek to maintain our operations and facilities in compliance with applicable
environmental laws, there can be no assurance that we have no violations, or that changes in such
laws, regulations or interpretations of such laws or in the nature of our operations will not require us
to make significant additional expenditures to ensure compliance in the future. Currently, we do not
believe that we will have to make material capital expenditures for our operations to comply with
environmental laws or regulations, or to incur material costs for environmental remediation during the
2008 fiscal year.

We have received no third party environmental claims relating to the our facilities, and we
believe that we have all material licenses and certifications that are required in the jurisdictions in
which we operate.

Employees

As of December 31, 2007, we had a total of 296 full-time employees, of which 229 were employed
in MRO services and OEM manufacturing, 13 were employed in parts services and the remaining 54
were employed in administrative, sales and marketing positions. We have no collective bargaining
agreements with our employees and believe that our relationship with our employees is good.

Where You Can Find More Information

Our Annual Report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form
8-K, and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the
Securities Exchange Act of 1934, as amended, which we refer to as the Exchange Act, are available
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free of charge through the investor information pages of its website, located at www.flagstonere.bm.
Alternatively, the public may read or copy the our filings with the Securities and Exchange
Commission (SEC) at the SEC’s Public Reference Room at 100 F Street, N.E., Room 1580,
Washington, DC 20549, The public may obtain information on the operation of the Public Reference
Room by calling the SEC at 1-800-SEC-0330. The SEC also maintains an internet site that contains
reports, proxy and information statements, and other information regarding issuers that file
electronically with the SEC (http:// www.sec.gov).

ITEM 1A. RISK FACTORS

Investing in our common stock involves a high degree of risk. You should consider carefully the
risks described below, together with the financial and other information contained in this prospectus,
before you decide to invest in our common stock. If any of the following risks actually occurs, our
business, financial condition or results of operations would suffer. In that case, the trading price of our
common stock would likely decline and you might lose all or part of your investment.

Risks Related to Our Business and Operations

Our revenues and eamings depend substantially upon conditions in the airline industry, and a significant
or prolonged downturn in the airline industry could decrease demand for our services and products.

Our revenues are principally derived from the provision of MRO services to airlines, air cargo
carriers, MRO service centers and the military; and the provision of parts services for commercial,
regional and charter airlines and business aircraft owners. Any downturn in the commercial aircraft
industry could decrease demand for our services and products and negatively impact our financial
condition. The commercial airline industry is cyclical and has historically been subject to fluctuations
due to general economic and political conditions, such as fuel and labor costs, price competition,
downturns in the global economy and national and international events.

In the aftermath of the September 11, 2001 terrorist attacks, passenger traffic on commercial
flights was significantly lower than prior to the attacks. Most commercial airlines reduced their
operating schedules, lowered fares and implemented cost reduction initiatives. In addition, war or
armed hostilities or the fear of such events, could further exacerbate many of the problems
experienced as a result of terrorist attacks. Future terrorist attacks, war or armed hostilities, the
outbreak of SARS or other epidemic diseases such as avian influenza, or the fear of such events,
could further nepatively impact the airline industry. These factors, as well as increases in fuel costs,
have resulted in large and, in some cases, continuing financial losses in the airline industry. Major
carriers around the world have recently emerged from bankruptcy protection or are in the process of
doing so. Financial losses and reduced schedules in the airline industry have resulted, and will
continue fo result, in reduced orders and delivery delays of new commercial aircraft, parking and
retirement of older aircraft (eliminating those aircraft from maintenance needs) and delays in airlines’
purchases of aftermarket parts and service as maintenance is deferred. During periods of reduced
airline profitability, some airlines may delay purchases of spare parts, preferring instead to deplete
existing inventories. If demand for new aircraft and spare parts decreases, there would be a decrease
in demand for certain of our products.

The aerospace industry is subject to significant government regulation and oversight, and we may have to
incur significant additional costs to comply with these regulations.

The aerospace industry is highly regulated in the United States and in other countries. We must
be certified or accepted by the FAA, the United States Department of Defense, the European
Aviation Safety Agency, or EASA, and similar agencies in foreign countries and by individual OEMs
in order to manufacture, sell and service parts used in aircraft. If any of our material certifications,
authorizations or approvals are revoked or suspended, our operations will be significantly curtailed
and we could be subjected to significant fines and penalties. In the future, new and more demanding
government regulations may be adopted or industry oversight may be increased. We may have to
incur significant additional costs to achieve compliance with new regulations or to reacquire a revoked
or suspended license or approval, which could reduce our profitability.

11




We compete with a number of established companies in all aspects of our business, many of which have
significantly greater resources or capabilities than we do.

The market for MRO services and parts services is highly competitive. Competition in the MRO
market is based on price, quality, engineered solutions, ability to provide a broad range of services,
turn-around time, and the ability to perform repairs and overhauls rapidly. Our primary MRO services
competitors are the service divisions of OEMs, the in-house maintenance services of a number of
commercial airlines and other independent service providers. For heat transfer component MRO
services, our major competitors are the LORI Heat Transfer Center of Honeywell (Tulsa, Cklahoma)
and SECAN-Honeywell (France). For APU, propeller and landing gear MRO services, our major
competitors are Standard Aero Group Inc., Aerotech International Inc., Honeywell, Alameda
Aerospace, Chromalloy, Messier-Dowty Aerospace (MD), AAR Corp., Hawker Pacific, APPH Ltd.,
Aero Precision Repair and Overhaul Company Inc, or APRO, Aircraft Propeller Service Inc, Pacific
Propeller International LLC and H&H Propeller. For our OEM heat transfer equipment, our major
competitors are other OEMs who manufacture heat transfer equipment, including the Hughes-Treitler
division of Ametek Inc., Lytron Inc., Hamilton Sundstrand and Honeywell.

The parts services industry is highly competitive and fragmented. Competition in this market is
based on price, quality, prompt delivery and service. Competitors in this segment include original
equipment manufacturers, the service divisions of large commercial airlines and other independent
suppliers and distributors of parts.

A number of our competitors have inherent competitive advantages. For example, we compete
with the service divisions of large OEMs who in some cases have design authority with respect to their
OEM products and are able to derive significant brand recognition from their OEM manufacturing
activities. We also compete with the in-house service divisions of large commercial airlines and there is
a strong incentive for an airline to fully-utilize the services of its maintenance employees and facilities.

Further, our competitors may have additional competitive advantages, such as:

— the ability to adapt more quickly to changes in customer requirements and industry
conditions or trends;

— greater access to capital;

— stronger relationships with customers and suppliers;
— greater name recognition; and

— access to superior technology and marketing resources.

If we are unable to overcome these competitive disadvantages, our business, financial condition
and results of operations would be adversely affected.

The loss of a significant MRO services customer would reduce demand for our services and our sales.

Because of the high degree of concentration in the airline industry, and the importance of a few
large customers for our MRO services, our MRO business is exposed 1o a high degree of risk related
to customer concentration. In the years ended December 31, 2007 and 2006, our five largest MRO
customers accounted for approximately 28.0% and 32.0%, respectively, of our MRO revenues. A loss
of significant business from any of these customers would be harmful to our profitability.

Our revenue is subject to a high degree of volatility and a reduction in demand will have an adverse
affect on our operative results.

The profitability of our parts services business is driven by the needs of our customers whose
demand for replacement parts is constantly fluctuating. Some of our customers may, from time to
time, place single orders for a large amount of parts in conjunction with the overhaul of a significant
portion of their active fleet. This segment of our business is subject to a high degree of volatility due
to the potential impact of large one-time parts purchases. For example, in the four fiscal quarters
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ended December 31, 2007, our revenues from parts services were $7.8 million, $5.4 million,

$3.8 million and $3.3 million, for the first, second, third and fourth quarters, respectively. A reduction
in demand for parts by one or more of our significant clients would have an adverse affect on our
operating results.

We may be unable to identify attractive acquisition candidates, successfully integrate our acquired
operations or realize the intended benefits of our acquisitions.

One of our business strategies is to pursue targeted complementary business acquisition
opportunities. Qur business may be adversely affected if we cannot consummate acquisitions on
satisfactory terms, or if we cannot effectively integrate acquired operations.

Any growth through acquisitions will be partially dependent upon the availability of suitable
acquisition candidates at favorable prices and upon advantageous terms and conditions. We intend to
pursue acquisitions that we believe will present opportunities consistent with our overall business
strategy. However, we may not be able to find suitable acquisition candidates to purchase or may be
unable to acquire desired businesses or assets on economically acceptable terms. We may not be able
to raise the money necessary to complete future acquisitions. In addition, acquisitions involve risks
that the businesses acquired will not perform in accordance with expectations and that business
judgments concerning the value, strengths and weaknesses of businesses acquired will prove incorrect.
Further, we cannot assure you that our acquisition strategies will be successfully received by customers
or investors or achieve their intended benefits,

If we consummate an acquisition, our capitalization and results of operations may change
significantly. Future acquisitions could result in the incurrence of additional debt and contingent
liabilities and an increase in interest and amortization expenses or periodic impairment charges related
to goodwill and other intangible assets as well as significant charges relating to integration costs.

In addition, we may not be able to successfully integrate any business we acquire into our existing
business. The successful integration of new businesses depends on our ability to manage these new
businesses and cut excess costs. The successful integration of future acquisitions may also require
substantial attention from our senior management and the management of the acquired business,
which could decrease the time that they have to service and attract customers and develop new
products and services.

We have fixed-price contracts with some of our customers and we bear the risk of costs in excess of our
estimates.

We have entered into multi-year, fixed-price contracts with some of our MRO and OEM
customers. Pursuant to these contracts, we realize all the benefits or costs resulting from any increases
.or decreases in the cost of providing services to these customers. Most of our contracts do not permit
us (o recover for increases in raw material prices, taxes or labor costs. Any increase in these costs
could increase the cost of operating our business and reduce our profitability. Factors such as
inaccurate pricing and increases in the cost of labor, materials or overhead may result in cost
over-runs and losses on those agreements. We may not succeed in obtaining an agreement of a
customer to reprice a particular product, and we may not be able to recoup previous losses resulting
from incomplete or inaccurate engineering data.

Our U.S. government contracts contain requirements to implement security measures, unfavorable
termination provisions and are subject to modification and audit. Consequently, we are subject to certain
business risks as a result of supplying equipment and services to the U.S. government,

Approximately 7.3% and 7.0% of our revenues were related to MRO services provided to the
U.S. government for the years ended December 31, 2007 and 2006. We are subject to risks particular
to contracts with governmental authorities. These risks include the ability of the governmental
authorities to unilaterally:

— suspend us from receiving new contracts pending resolution of alleged violations of
procurement laws or regulations;
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— terminate existing contracts, with or without cause, at any time;

— reduce the value of existing contracts;

— audit our contract-related costs and fees, including allocated indirect costs; and
— control or potentially prohibit the export of our products.

A decision by a governmental authority to take any or all of the actions listed above could
materially reduce our sales and profitability. Most of our U.S. Government contracts can be
terminated by the U.S. Government either for its convenience or if we default by failing to perform
under the contract. Termination for convenience provisions provide only for our recovery of costs
incurred or committed, settlement expenses and profit on the work completed prior to termination. In
addition, under certain of our U.S. Government contracts, we are required to implement a number of
security measures that must be maintained and if we are unable to maintain certain measures these
contracts may be terminated and the U.S. Government may impose fines upon us.

A decline in U.S. military spending could result in a reduction of the amount of products and services we
sell to the U.S. Government.

Future U.S. Department of Defense, or DOD, budgets could be negatively impacted by several
factors, including but not limited to the U.S. Government’s budget deficits and spending priorit