|

.

. i




, 2005 2006
$381,834 $450,531 $591 711
107,569 132,675
11,803 20,383
0.74 127

91,934 33,005
789 932
303 1,630

23,026 35,567

428,418 460,380

58,653

4,155
42,680
19,928

Cash Flow from Operating Activities 29,249
ss: Capital Spending 5,287
ividends Paid 2,303
21,659

imarily related 1o Goodwill and !nmngxb!e Asset !mpanments These 2008 SFIECI
§7.:64 reduction of Eamings Per Share, :
m‘cars Who se such additional measures of operating pe Qrmm ce

Debf Free Cash How i th ﬁow from Opard y

8200

P
i T

R
o g

- s 7
T e ﬁ%
2 e % ‘

OG’

Circor Infernational, Inc: o il S&P 500

*$ G0 nvested on12/31/08 in stock & index-including reinvesimant ¢ fdtvxdends‘
Fisccd y@ar ending December 31,

2004 2005
96.83 107.92 156.52
110.88 116.33 13470
127.23 13335 16500

Mooy




To QuR SHAREHOLDERS

2008 Was a Record Year for CIRCOR International

CIRCOR's 2008 performance was a success, judging both by financial results that
well exceeded our expectations, as well as by the execution of our continuous

improvement strategy.

Revenues were up by 19% to a record high of $793.8 million for 2008 and adjusted
operating margins which exclude asbestos and special charges also hit record levels. We
continue to have a very strong balance sheet ofter generating $47.3 million of free cash
flow, and ended the year with 4% total debt-to-equity and $82.3 million of cash, cash

equivalents and short-term investments.

Performance by Segment

CIRCOR’s Energy Products segment revenues increased 29% fo $415.7 million for the 7 | Choimion, Presider
. | ond Chief Exscutive Officer

yeor compared with $322.2 million in 2007. Demand across the Energy segment,
including large international oil and gas projects, standard products sold through

distributors and fabricated systems in North America, drove revenue growth for 2008.

Revenues for our Instrumentation and Thermal Fluid Controls Products segment increased
10% 1o $378.1 million for the year compared with $343.6 million in 2007. We saw
strength in most areas of this business, including aerospace, general industrial, energy
and international HYAC markets. We completed one acquisition in 2008-—Dayton,
Ohio-based, Motor Technology, Inc., a specialized manufacturer of electric motors and
electromechanical equipment for the aerospace end-market. The acquisition of Motor
Technology was immediately accretive to earnings and was successfully integrated into

our Aerospace Products Group.

Adjusted operating margins expanded in both segments during 2008.

Executing on the Company’s Mission

We achieved these outstanding financial results for CIRCOR through our continued

focus on improving the Company’s “People and Process.” We did so by following the
“CIRCOR Business System,” a set of well-defined principles and objectives that guide .
our management of the Company. Through this systemic approach, CIRCOR has been , TE??S’:E;;E;SEES '
undertaking a major Company-wide transformation. The resulis of this transformation in Ji ;

2008 are demonstrated by our fop and adjusted bottom-line financial results.

The CIRCOR Business System starts with our customer focus, where we iake pride in
producing the highest-quality engineered products and solutions with demonstrated
reliability, safety and quality. We also have steadily improved our execution by building
stronger teams and efficient processes through the Company-wide adoption of a Lean
operating enferprise approach on the factory floor and in the front office. Most importantly,
we are creating a continuous improvement culture that drives our vision, strategy, planning,

people and processes.
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Multi-Pronged Growth Strategy

CIRCOR’s strategy includes plans to grow revenues both organically and through
acquisitions. With the price of acquisitions becoming excessively high during 2007 and
2008, we focused our time and resources on improving the fundamentals of our operations
and accelerating organic growth. For example, we developed new products and introduced
new subsystems for specific customer needs while maintaining our established leadership

position in component design and manufacturing.

While valuations slowed our pace of acquisitions in 2008, we are continuously on the
lookout for two fypes of companies. The first would be smaller tuck-in companies that
would add « technology or complementary product line, be integrated quickly and
become accretive in the first year. We also consider sirategic purchases that would
significantly expand our presence in an existing market or move us into a new market,
particularly where we could integrate our component know-how to provide highly

engineered subsystems.

In addition to acquisitions, we also see an opportunity fo achieve growth through a
broadened international presence. For example, we are investing in the development

of global supply chains in countries like China and India to build a base for future

operations. We have a leading position in North America and Europe, and have only

just begun to expand in Asic and other emerging regions.

Ready for the Challenges of 2009

We expect 2009 to be a challenging year, as the global economic slowdown, lower oil
prices and capital investment constraints affect our customers and global end-market

growth. However, we are confident that we begin 2009 a stronger company than at any

time in our history. We have a fop-notch management team and employees dedicated to
continuous improvement; we have honed a passion and capability for Lean, driving costs
down and improving factory execution; and we have limited debt and o healthy balance

sheet we can put fo work,

We firmly believe that continued implementation of our “CIRCOR Business System” will
yield a sustainable, competitive advantage with improved stakeholder value for investors,

customers, employees, suppliers and the communities in which we operate.

The transformation of CIRCOR is still early in maturity, yet the results we have achieved
demonstrate we have a stronger foundation from which to weather a recessionary storm,

continue fo improve, and emerge a stronger Company.

@ W(/( 70/ Wm/ // R

A. William Higgins Frederic M. Burditt
Chairman, President Vice President,

and Chief Executive Officer Chief Financial Officer

and Treasurer
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ENERGY DIVISION
END MARKET DIVERSIFICATION

Ol & Gas Upstream
Oil & Gas Midstream & Downstream
Process

Chemical Processing

<1% Power Generation

<1% HVAC

e e
Loy,

Breadth and Depth in
Global Gas and Oil Markets

Circor’s Energy Products Group designs, manufactures
gy P g

and distributes valves, pressure regulators, pipeline flow
measurement systems and pipeline closures for oil, gas,
chemical processing and industrial applications. Our
products are used offshore and onshore, in energy
exploration, production and distribution, in pipeline

construction and maintenance, and in LNG processing

and terminal applications around the world.

Energy Products are manufaciured in the United States,
ltaly and China and are sold globally under product
brand names that are well known and respected within
the industry, including KF Industries, Contromatics,

Pibiviesse, Mallard Control, Hydroseal and Sagebrush.

With approximately 70 percent of Energy revenues from
natural gas markets and the remaining 30 percent from oil,
the Energy Products Group accounted for $415.7 million,

or 52 percent, of CIRCOR’s overall net revenues in 2008.



ENERGY SEGMENT NET REVENUES

(dolfars in millions)

322
279

199
163

A Leader in Stondard
and Specialized Applications

Circor brings a number of competitive strengths to the oil
and gas markets. In North America, we benefit from long-
time associations and strong brand recognition with Tier 1
distributors o whom we provide a full portfolio of standard

valve producis. We also have excellent relationships with

global customers in offshore and onshore natural gas
development and transmission who demand a more highly-
engineered project solution. This is supporied by reliable
products at a competitive price through low-cost
manufacturing of a broad range of standard products at

our Suzhou KF Valve Co., Lid. plant in China.

Our lalian company, Pibiviesse, benefitted in 2008 from
continued strong demand from engineering, procurement
and construction companies for upstream and midstream
on/off valves for large gas and oil projects in the Middle
East. The specialty valves we produce for these markets
meet the needs of the most challenging applications,
including extreme pressure and temperature, size and

complex metallurgy.




Products for Critical Applications

Through continued investment in the Aerospace segment
of our business, Circor has achieved a desirable balance
between commercial and military customers, fixed-wing and
rotary-wing aircraft, and OEM and aftermarket products

and services.

For military markets, we sell valves, components and
landing gear systems for military combat and transport

aircraft, helicopters, missiles, tracked vehicles and ships.

Our products are used on commercial, commuter and Our primary Aerospace brands are Circle Seal Controls,
business aircraft, space launch vehicles, space shutiles and which produces aerospace valves and controls; Loud
satellites. In addition, we serve the support infrastructure of Engineering and Manufacturing, which designs and
aircraft operators with maintenance, repair and overhaul manufactures landing gear systems for military aircraft;
services and aftermarket porfs and equipment. Aerodyne Controls, serving aerospace markets with specialty

pneumatic controls systems and components; Motor Tech,

INSTRUMENTATION & which provides fractional horsepower DC motors, gear

THERMAL FLUID CONTROLS
SEGMENT NET REVENUES
(dollars in millions) markets; and Industria and Bodet Aero, French businesses

motors and brake motors for aerospace and transportation

that provide access to European aerospace markets with

an assortment of confrols, solenoids, valves, switches and

actuation systems.




Maoving Up the Value Chain

The Company has a very strong Thermal Fluid Confrols
franchise in steam valve products, which are used in municipal
and institutional steam heating and air-conditioning
applications, power plants, and industrial and food processing
markets. We also make specialized fluid control systems for
commercial and naval vessels and fueling stations for

compressed natural gas-powered vehicles.

Thermal Fluid Controls has developed a long-term strategy to

provide broader customer solutions and achieve growth in

Managing Rapid Change

Within Instrumentation, we design, manufacture and distribute
valves, regulators, fiftings, control manifolds and other devices
for diverse end uses. Through investment in technology and
product development, Circor has been expanding into more
highly engineered process sampling, conditioning and
analytical sub-systems markets, serving sophisticated process
customers in the chemical, pefrochemical, pharmaceutical

and biofechnology industries.

higher-value products by migrating from component products
to system and sub-system solutions. This initiative is being
accomplished through focused product development,

strategic parinerships and synergistic acquisitions.

An important goal of this business has been infernational
expansion, including higher sales in Latin America, the
Middle East, China and India. We have improved our sales
and supply chain organization sfructure, and increased

outsourcing fo lower-cost regions to serve these markets.

Instrumentation products has been impacted by higher row
material prices and increased competition, requiring the
Company to adopt aggressive programs of cost confrol and
operational improvement, including outsourcing to lower-
cost producers, combining facilities and Lean manufacturing
approaches. Through the efforts of an upgraded and
dedicated management organization, we made substantial

progress in these areas during 2008.

o provide global customers
d rédﬂéfs.c;’nd solutions with
ated reliability, safety and quality,
fo dqtibh‘ of manufacturing and

_operational excellence.




LEAN MANUFACTURING

CIRCOR began building a culture of continuous
improvement and operational excellence in 2005 through a
large-scale program fo implement Lean manufacturing and
Six Sigma. We initially focused on major North American
sites and eventually expanded our Lean program across the
entire CIRCOR enterprise. In the first few years, our goal
was twofold: First, develop a talented leadership engine to
take CIRCOR to higher levels of operational performance;
and, second, teach employees how to continually improve
their work processes. We refer to this as the “People and

Process” stage of our transformation.

As we progressed, we recruited and trained people who
could manage in a continuous improvement culture. The
results have been highly visible: We have shortened lead
times and improved delivery performance fo customers; we
have freed up factory space enabling facility consolidations

and cost savings; and we have improved the quality of our

products and the work environment for our employees.

In 2008, we embarked on the next level of Lean by
developing “model lines” at a few of our larger sites that
will become our benchmarks. The goal is to redesign the
entire product stream, from suppliers to customers, for
breakthrough performance and efficiency. We are training
employees on these “model lines,” and demonstrating
how the process works and how it can become a standard
approach for highly efficient and systematic production.
Moreover, through the “model line” concept, we are
applying the technigues to non-manufacturing processes
as well, improving administrative and supply chain
processes to significantly enhance our competitive

advantage and take market share.




TALENT MULTIPLICATION

When CIRCOR begon to implement Lean manufacturing
techniques Company-wide, we realized that success would
involve more than hands-on improvements at the job and
process levels. To run a company in an environment of
continuous improvement would require us to transform our
culture and develop and recruif talent to operate CIRCOR

at a much higher level of performance.

Beginning in 2005, we conducted an in-depth assessment
of our people and processes to discover whether we had the
leadership in place to toke the Company to the next level
and change the culture as well as the processes. Working
with human resources management, we created a plan to
develop and hire world-class talent needed for the future.
This included a strict definition of the personal characteristics
that would be required, and a hiring plan fo bring in people
who had experience with change management and driving

successtul Lean transformation.

We were successful in recruiting skilled operational leaders
from world-class companies who had contributed fo a fact-

based, high performance work culture.

Talent acquisition, development and retention are now an
integral part of our CIRCOR Business Systemn and have

positioned us for future success.




GROWTH THROUGH ACQUISITIONS

CIRCOR has demonstrated a competency in ocquisition,
integration and facility repositioning. We take a conservative
approach, which during the past two years has resulted

in only a few small acquisitions due to high valuations in

the marketplace.

During 2008, we acquired Dayton, Ohio-based Motor
Technology, Inc., a specialized manutacturer of electric
motors and electromechanical equipment for aerospace,

defense, medical and transportation markets. The purchase

added electronic technology to our portfolio that is critical
to our ability to develop new eleciric subsystems for aircraft,
We have successfully integrated the company info our
Aerospace group and deployed in-house Lean expertise

for factory transformation.

CIRCOR continues to examine acquisition opportunities,
with plans to use our financial strength and nearly debt-free
balance sheet to aquire businesses that will meet our

growih objectives.

PRODUCT DEVELOPMENT

CIRCOR has been reinvesting resources freed up through
Lean activities in new product development. The focus

of these R&D efforts in 2008 was leveraging our core
competencies in component design and manufacturing
to move up the value chain by developing mission-critical
subsystems that integrate our products into higher-value

solutions for customers.

New product development initiatives include increasing

sensing and feedback technology for tradifional controls to

produce smarter valves and actuators, developing fluidic
technology systems that combine pumps, valves, actuators
and infegrated sensing and conirol, and integrating electric
technologies into new subsystems that meef the changing
needs of our customers. We also are working on developing
analytical sampling systems for process industries, landing
gear subsystems for the aerospace industry, a pipeline
custody transfer measurement system for the gas industry,
and a compressed natural gas dispensing subsystem for

transportation markets.




GLOBAL MANUFACTURING AND SuPPLY CHAIN

CIRCOR is reducing its manufacturing costs, diversifying
its supply chain and broadening its global footprint by
continuing to expand our manufacturing capabilities in

emerging couniries.

For example, we acquired full ownership of Suzhou KF
Valve Co., Ltd. (SKVC} in 2005, a business that had grown
out of a 1995 joint venture with o Chinese partner. With
certifications from the International Organization for
Standardization {ISO} and the American Petroleum Institute
(AP1}, the plant manufactures high-quality carbon and

stainless steel ball valves for oil and gas applications.

We have invested significantly in SKVC fo develop a Lean
manufacturing facility with the highest quality standards.
Over time, we have expanded its product offerings,
increased capacity and expanded sales of its products

to custormers and markets throughout the world. SKVC
provides CIRCOR with an excellent base of operations in
China and has become a cornerstone in our global supply

chain strategy.

More recently, CIRCOR entered the Indian market, hiring
a country manager to expand our capabilities in that
region. Initially, we plan to make valve components for
HVAC and industrial applications and develop software

for aerospace applications.

We also are establishing an Aerospace manufacturing
capability in North Africa—a location with low costs and
a growing supply base for French-speaking European

aerospace companies.

cce y serving energy
) SKVC to produce and
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Cambridge Fluid Systems, Lid.

12 Trafalgar Way, Bar Hill
Cambtidge CB38SQ UK
1954786800
Fox 0112 44 1954.785818
umbndgeled,com

\"l’cor !ns?rufnenfcﬁon, Lid.
Frays Mill Werks, Crowley Road,

Uxbndge, UBg ZAF, Middlesex

44’ \89,5‘206780
895 206781

'Géoup Heodquaﬁers

156 Milestone Way, Suites C& D
Greenville, SC 29615

Tel -864:990.0930

Fax 864.:627.1644

www.circorlech.coni

Dopak Sampling Systems
4540:5: Pinermont, Suite 118
Houston, TX 77041

Tel 713.460.8311

Fox 713.460:8578

Email: infodopak com
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Netherlands
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Hale Hamilton Valves, Lid.
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England; UK
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Spence Engineering Co.; Inc
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2008
OR
1 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from to
Commission File Number (001-14962

CIRCOR INTERNATIONAL, IN C

(A Delaware Corporation)
LR.S. Employer Identification No. 04-3477276
¢/o Circor, Inc.
Suite 130

25 Corporate Drive, Burlington, MA 01803-4238
Telephone: (781) 270-1200

Securities registered pursuant to Section 12 (b) of the Act:
Common Steck, par value $06.91 per share (registered on the New Yeork Steck Exchange)
Preferred Stock Purchase Rights

Securities registered pursuant to Section 12 (g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes [1 No

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Exchange Act.
Yes [ No

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 No [

Indicate by check mark if disclosure of delinquent filers pursuant to Iltem 405 of Regulation S-K is not contained herein, and will not
be contained, to the best of Registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part T11
of this Form 10-K or any amendment to this Form 10-K.

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 “accelerated filer”, “large accelerated filer™ and “smaller reporting company” in Rule 12b-2
of the Exchange Act.
Large accelerated filer X Accelerated filer [ 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
The aggregate market value of voting stock held by non-affiliates of the Registrant as of June 30, 2008 was $818,424,442.
As of February 25, 2009, there were 16,902,710 shares of the Registrant’s Common Stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

Part I1l incorporates by reference certain portions of the information from the Registrant’s definitive Proxy Statement for the 2008
Annual Meeting of Stockholders to be held on April 29, 2009. The definitive Proxy Statement will be filed with the Securities and
Exchange Commission within 120 days of the close of the Registrant’s year ended December 31, 2008.
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Item 1. Business

This annual report on Form 10-K (hereinafter, the “Annual Report”) contains certain statements that are “forward-looking
statements” as that term is defined under the Private Securities Litigation Reform Act of 1995 (the “Act”) and releases issued by the
Securities and Exchange Commission. The words “may,” “hope,” “should,” “expect,” “plan,” “anticipate,” “intend,” “believe,”
“estimate,” “predict,” “potential,” “continue,” and other expressions which are predictions of or indicate future events and trends
and which do not relate to historical matters, identify forward-looking statements. We believe that it is important to communicate our
future expectations to our stockholders, and we, therefore, make forward-looking statements in reliance upon the safe harbor
provisions of the Act. However, there may be events in the future that we are not able to accurately predict or control, and our actual
results may differ materially from the expectations we describe in our forward-looking statements. Forward-looking statements
involve known and unknown risks, uncertainties and other factors, which may cause our actual results, performance or achievements
to differ materially from anticipated future results, performance or achievements expressed or implied by such forward-looking
statements. Factors that could cause or contribute to such differences include, but are not limited to, the cyclicality and highly
competitive nature of some of our end markets which can affect the overall demand for and pricing of our products, changes in the
price of and demand for oil and gas in both domestic and international markets, variability of raw material and component pricing,
changes in our suppliers’ performance, fluctuations in foreign currency exchange rates, our ability to continue operating our
manufacturing facilities at efficient levels including our ability to continue to reduce costs, our ability to generate increased cash by
reducing our inventories, our prevention of the accumulation of excess inventory, our ability to successfully implement our acquisition
strategy, increasing interest rates, our ability to continue to successfully defend product liability actions including asbestos-related
claims, as well as the uncertainty associated with the current worldwide economic downturn and credit crisis and the continuing
impact on economic and financial conditions in the United States and around the world as a result of terrorist attacks, current Middle
Eastern tensions and related matters. We advise you to read further about certain of these and other risk factors set forth in Part I,
Item 14, “Risk Factors” of this Annual Report. We undertake no obligation to publicly update or revise any forward-looking
statement, whether as a result of new information, future events or otherwise.

FIINT]

Available Information

We file reports on Form 10-Q with the Securities and Exchange Commission (“SEC™) on a quarterly basis, additional reports on Form
8-K from time to time and a Definitive Proxy Statement and an annual report on Form 10-K on an annual basis. These and other
reports filed by us, or furnished by us, to the SEC in accordance with section 13(a) or 15(d) of the Securities Exchange Act of 1934, as
amended, are available free of charge from the SEC on its website at http://www.sec.gov. Additionally, our Form 10-Q, Form 8-K and
Form 10-K reports are available without charge, as soon as reasonably practicable after they have been filed with the SEC, from our
website at www.circor.com by using the “Investors” hyperlink. The information on our website is not part of, or incorporated by
reference in this Annual Report.

Our History

We were established by our former parent, Watts Water Technologies, Inc., formerly known as Watts Industries, Inc. (“Waits™), to
continue to operate the former industrial, oil and gas businesses of Watts. On October 18, 1999, Watts distributed all of our
outstanding common stock to Watts’ shareholders of record as of October 6, 1999 in a tax-free distribution. As a result, information
related to historical activities of our business units also includes time periods when such units constituted the former industrial, oil and
gas businesses of Watts. As used in this report, the terms “we,” “us,” “our,” and “CIRCOR” mean CIRCOR International, Inc. and its
subsidiaries (unless the context indicates another meaning). The term “common stock” means our common stock, par value $0.01 per
share.

Our Business

We design, manufacture and distribute a broad array of valves and related fluid-control products and certain services to a variety of
end-markets for use in a wide range of applications to optimize the efficiency and/or ensure the safety of fluid-control systems. We
have a global presence and operate 21 significant manufacturing facilities that are located in the United States, Canada, Western
Europe and the People’s Republic of China. We have two major product groups: Instrumentation and Thermal Fluid Controls Products
and Energy Products. As of December 31, 2008, our products were sold through nearly 1,100 distributors and we serviced more than
9,000 customers in over 115 countries around the world. Within our major product groups, we have used both internal product
development and strategic acquisitions to assemble an array of fluid-control products and technologies that enable us to fulfill our
customers’ unique fluid-control application needs.



Instrumentation and Thermal Fluid Controls Products Group—The Instrumentation and Thermal Fluid Controls Products Group
designs, manufactures and distributes valves, fittings and controls for diverse end-uses, including instrumentation, aerospace,
cryogenic and steam applications. In some instances, this segment also produces completed subsystems for its customers. Selected
products include precision valves, compression tube fittings, control valves, relief valves, butterfly valves, solenoid valves, couplers,
regulators, switches, strainers, samplers, DC electric motors and aerospace landing gear. The Instrumentation and Thermal Fluid
Controls Products segment consists primarily of the following product brand names: Aerodyne Controls; Cambridge Fluid Systems;
Circle Seal Controls; Loud Engineering; Industria; Hale Hamilton; Leslie Controls; Nicholson Steam Trap; GO Regulator; Hoke;
Circor Instrumentation Technologies; Spence Engineering; Atkomatic Valve; CPC-Cryolab; RTK; Rockwood Swendeman; Spence
Strainers; Dopak Sampling Systems, Texas Sampling, Tomco Quick Couplers; Motor Technology, Survival Engineering and U.S.
Para Plate.

The Instrumentation and Thermal Fluid Controls Products segment accounted for $378.1 million and $343.6 million, or 48% and 52%,
of our net revenues for the years ended December 31, 2008 and 2007, respectively.

We have had a long-standing presence in the steam application markets, starting with our 1984 acquisition of Spence Engineering
Company, Inc. (“Spence Engineering” or “Spence”) and our 1989 acquisitions of Leslie Controls, Inc. (“Leslie”’) and Nicholson Steam
Trap, Inc. (“Nicholson Steam Trap”). In January 1999, we acquired SSI Equipment Inc. which added a wide variety of strainers (now
operated under the Spence Strainers name) to expand our industrial products line. In June 2001, we acquired Regeltechnik
Kornwestheim GmbH and certain of its affiliates (“RTK”). In February 2006, we acquired Hale Hamilton Valves Limited (“Hale
Hamilton”). We believe that we have a very strong franchise in steam valve products. Both Leslie and Nicholson Steam Trap have
been in the steam pressure reduction and control business for over 100 years. Spence Engineering has also been in these businesses for
nearly 80 years. Hale Hamilton is a leading provider of high pressure valves and flow control equipment to the naval defense,
industrial gas and high technology industrial markets. Due to the reputation of each of these businesses for reliability and quality,
customers often specifically request our products by brand name. Our steam valve products are used in: municipal and institutional
steam heating and air-conditioning applications; power plants; industrial and food processing; and commercial and military maritime
applications.

Commencing with the 1990 acquisition of Circle Seal Controls, Inc. (“Circle Seal”), a manufacturer of miniature instrumentation
valves, we have acquired several businesses that serve the instrumentation and aerospace fluid control markets. These acquisitions
include Aerodyne Controls (“Aerodyne”) in December 1997, Atkomatic Valve (“Atkomatic™) in April 1998, Hoke in July 1998, GO
Regulator in April 1999, Tomco Products (“Tomco”) and U.S. Para Plate in October 2002, DQS International (“DQS”) in November
2003, Texas Sampling (“TSI”) in December 2003, Loud Engineering & Manufacturing (“Loud”) in January 2005, Industria in October
2005, Survival Engineering (“SEI”) in July 2007 and Motor Technology (“Motor Tech”) in May 2008. Aerodyne manufactures high-
precision valves and related components for the medical, analytical, military and aerospace markets. The Atkomatic product line
consists of heavy-duty process solenoid valves that automate the regulation and sequencing of liquid levels or volume flow. The GO
Regulator products include a complete line of specialized cylinder valves, customized valves and pneumatic pressure regulators for
instrumentation, analytical and process applications. The Tomco brand is a full line of quick connect and disconnect couplers for
general-purpose industrial applications and more sophisticated instrumentation markets. The U.S. Para Plate products involve high-
pressure valves and regulators for aerospace and military applications and the SEI product line provides specialty inflation systems for
aviation, marine and defense life rafts and evacuation slides. DQS and TSI manufacture and sell analytical sampling products. Loud is
a designer and manufacturer of landing gear systems and related components for military helicopters and jet aircraft, and Industria
produces solenoid valves and components for commercial and military applications. Our most recent acquisition, Motor Technology,
designs and manufactures specialty electronic motors and actuators for the aerospace, medical, defense, transportation, and industrial
markets.

Energy Products segment—The Energy Products segment designs, manufactures and distributes flanged-end and threaded-end
floating and trunnion ball valves, needle valves, check valves, butterfly valves, large forged steel ball valves, gate valves, control
valves, relief valves, pressure regulators, pipeline measurement and pipeline closures for use in oil, gas and chemical processing and
industrial applications. We believe that our Energy Products Group is one of the leading producers of ball valves for the oil and
natural gas markets worldwide. The Energy Products Group consists primarily of the following product brand names: KF;
Contromatics; Pibiviesse; Mallard Control, Hydroseal, and Sagebrush.

The Energy Products segment accounted for $415.7 million and $322.1 million, or 52% and 48%, of our net revenues for the years
ended December 31, 2008 and 2007, respectively.



We entered the energy products market in 1978 with the formation by Watts of the industrial products division and our development
of a floating ball valve for industrial and chemical processing applications. With the acquisition of KF Industries in July 1988, we
expanded our product offerings to include floating and trunnion-supported ball valves and needle valves. KF Industries gave us entry
into the oil and gas transmission, distribution and exploration markets. Pibiviesse based in Nerviano, Italy, was acquired in November
1994. Pibiviesse manufactures forged steel ball valves for the petrochemical market, including a complete range of trunnion-mounted
ball valves. Pibiviesse’s manufacturing capabilities include valve sizes up through 60 inches in diameter, including very high pressure
ratings to meet demanding international oil and gas pipeline and production requirements. In March 1998, we acquired and added
Telford Valve and Specialties (now referred to as “KF Canada”) to KF Industries. KF Canada had been one of KF Industries’ largest
distributors. With this acquisition, KF Industries increased its presence in Canada, and introduced KF Canada’s products (check valves
and specialty gate valves) through its worldwide representative network. KF Canada also has assumed the Canadian sales activities for
other of our Energy Products segment companies to strengthen our overall sales presence in Canada.

During 1999, we consolidated the industrial products division of Watts under the KF Contromatics name into KF Industries in
Oklahoma City, Oklahoma. These industrial products consist of carbon steel and stainless steel ball valves, butterfly valves and
pneumatic actuators that are used in a variety of industrial, pulp, paper and chemical processing applications. In April 2004, we
acquired Mallard Control (“Mallard”) and its wholly-owned subsidiary, Hydroseal which produce control valves, relief valves,
pressure regulators, and other related products primarily for oil and gas production and processing and other petrochemical
applications. During 2005, we merged the operations of Mallard and Hydroseal into KF Industries’ Oklahoma City facility and
renamed the business Circor Energy Products. Circor Energy Products now manufactures and sells products under the names of KF
Industries, Mallard Control, Hydroseal Valve and Contromatics. In May 2005, we acquired the 40% interest that we did not own in
our Chinese joint venture, Suzhou KF Valve Company, Ltd. (“SKVC”), located in Suzhou, People’s Republic of China. SKVC was
originally formed as a joint venture in 1995 and manufactures two-inch through twenty-four-inch carbon and stainless steel ball
valves. We sell products manufactured by SKVC to customers worldwide for oil and gas applications. In February 2006, we acquired
Sagebrush Pipeline Equipment Company (“Sagebrush”) which provides pipeline flow control and measurement equipment to the
North American oil and gas markets.

Industry

0il and Gas and Petrochemical Markets. The oil and gas and petrochemical markets include domestic and international oil and gas
exploration and production, distribution, refining, pipeline construction and maintenance, chemical processing and general industrial
applications.

Process and Power Markets. The process and power markets use valves to control steam and other fluids for a variety of applications,
including: heating facilities; production of hot water and electricity; freeze protection of external piping; cleaning by laundries; food
processing and cooking; and heat transfer applications using steam or hot water in industrial processes.

HVAC and Maritime Markets. The HVAC market utilizes valves and control systems, primarily in steam-related commercial and
institutional heating applications. Steam control products also are used in the maritime market, which includes the U.S. Navy and
commercial shipping.

Aerospace Markets. The commercial and military acrospace markets we serve include valves and fluid system component applications
and integrated landing gear systems used on military combat and transport aircraft, helicopters, missiles, tracked vehicles and ships.
Our products also are used on commercial, commuter and business aircraft, space launch vehicles, space shuttles and satellites. Our
products also are sold into the fleet support infrastructure for these markets, with focus on Maintenance, Repair, and Overhaul (MRO),
aftermarket spares and ground support maintenance equipment. We supply products used in hydraulic, fuel, water, air, and electro-
mechanical systems.

Pharmaceutical, Medical and Analytical Instrumentation Markets. The pharmaceutical industry uses our products in research and
development, analytical instrumentation and process measurement applications. We also market our products to original equipment
manufacturers of surgical and medical instruments. Representative applications include: surgical and medical instruments; orthopedic
devices and surgical supplies; diagnostic reagents; electro-medical equipment; x-ray equipment; and dental equipment.



Our Business Objectives and Strategies

We are focused on providing solutions for our customers’ requirements through a broad base of products and services. We have begun
to transform our worldwide operations and culture through the development of lean manufacturing techniques. We believe many of
our product lines have leading positions in their niche markets. Our objective is to enhance shareholder value through profitable
growth of our diversified, multi-national company. In order to achieve this objective, our key strategies are to:

» Continue to build market positions and improve operational performance to customers;

» Improve the profitability of our business;

+ Expand into various fluid and motion control industries and markets and capitalize on integration opportunities;

* Increase product offerings through targeted engineering development; and

* Expand our geographic coverage.

Overall, our growth strategies are expected to continue increasing our market positions, building our product offerings, enhancing
marketing and distribution channels and providing additional opportunities to realize integration cost savings.

Products

The following table lists the principal products and markets served by each of the businesses within our two product groups. Within
the majority of our product lines, we believe that we have competitively broad product offerings in terms of distinct designs, sizes and
configurations of our valves and related products.

Product Families

Principal Products

Instrumentation and Thermal Fluid Controls Products Group

Aerodyne Controls

Cambridge Fluid Systems

Circle Seal Controls

CPC-Cryolab and Rockwood
Swendeman

Dopak and Texas Sampling
Systems

GO Regulator

Hale Hamilton

Hoke

Industria

Pneumatic manifold assemblies;
Mercury-free motion switches;
Pneumatic valves; fluidic control
assemblies

Gas control manifolds and panels;
automatic process panels

Motor-operated valves; check valves;
relief valves; pneumatic valves;
gauges; solenoid valves; regulators

Cryogenic control and safety relief
valves; valve assemblies

Sampling systems for liquids, liquefied
gas, and gases

Pressure reducing regulators;
specialized cylinder manifold; high
pressure regulators; pneumatic
pressure regulators; diaphragm valves

Stop valves; relief valves; pressure
regulators; reducing stations; filling
systems

Compression tube fittings; instrument
ball and needle valves; cylinders;
cylinder valves; actuators; modular
analyzer systems

Solenoid valves and components

Primary Markets Served

Aerospace; medical instrumentation; military;
automotive

Semiconductor; pharmaceutical

General industrial; power generation; medical;
pharmaceutical; aerospace; military; marine; natural gas
vehicles

Liquefied industrial gases; other high purity processing
Chemical; petrochemical; pharmaceutical; biotech; and
food and beverage industries

Analytical instrumentation; chemical processing;
semiconductors

Maritime and naval defense; industrial gas; high
technology industrial

General industrial; analytical instrumentation;
compressed natural gas; natural gas vehicles; chemical
processing; semiconductors

Aerospace; commercial; military; marine



Product Families

Principal Products

Primary Markets Served

Instrumentation and Thermal Fluid Controls Products Group — (Continued)

Leslie

Loud Engineering

Motor Tech

Nicholson Steam Trap

RTK

Spence Engineering

Spence Strainers

Survival Engineering, Inc.

Tomco

U.S. Para Plate

Energy Products Group
Contromatics

Hydroseal

KF Industries

Mallard Control

Pibiviesse

Sagebrush

Steam and water regulators; steam
control valves; electric actuated shut-
off valves; steam water heaters

Landing gear systems; struts;
solenoids; actuators

Fractional horsepower DC permanent
magnet brushed motors

Steam traps; condensate pumps;
unions

Control valves; regulators; actuators;
related instrumentation products

Safety and relief valves; pilot operated
and direct steam regulators; steam
control valves

Specialty strainers; check valves;
butterfly valves; connectors

Inflation valves; inlet check valves;
pressure relief valves; topping off
valves; hand pumps; hoses and flanges

Pneumatic and hydraulic couplers and
safety relief valves

High pressure valves and regulators

Threaded-end and flanged-end floating
ball valves; butterfly valves;
pneumatic and electric actuators

Relief valves

Threaded-end and flanged-end floating
ball valves; actuators; pipeline
closures; trunnion supported ball
valves; needle valves; check valves;
mud valves; and gate valves

Control valves; pressure regulators;
and other related products

Forged steel ball valves

Pipeline flow control and measurement
systems

HVAC; maritime; general industrial and power;
chemical processing

Aerospace; military

Aerospace; military; transportation; industrial
HVAC; general industrial; industrial processing
HVAC; industrial; food and beverage; pharmaceutical

HVAC; general industrial

General industrial; chemical processing; refining; power;
and HVAC

Life rafts (marine and aviation); marine evacuation
systems; underwater recovery systems; submarine

underwater escape systems

General industrial and instrumentation

Aerospace; military; industrial wash systems

Oil and gas; refining; general industrial; chemical
processing

Oil and gas production and processing and other
industrial applications

Oil and gas exploration; production; refining and
transmission; maritime; chemical processing

Oil and gas production and processing and other
industrial applications

Oil and gas exploration; production; refining and
transmission

Oil and gas production,; refining and transmission



Sales and Distribution

We sell our products to distributors and end-users primarily through commissioned representatives and through our direct sales forces.
Our representative networks offer technically trained sales forces with strong relationships to key markets on a variable cost
(commission) basis to us.

We believe that our multifaceted and well established sales and distribution channels constitute a competitive strength, providing
access to our markets. We believe that we have good relationships with our representatives and distributors and we continue to
implement marketing programs to enhance these relationships. Ongoing distribution-enhancement programs include shortening shelf
stock delivery, reducing assemble-to-order lead times, introducing new products, and offering competitive pricing, technical training
and literature.

Manufacturing

We have integrated and highly automated manufacturing capabilities including machining operations, assembly and testing. We also
purchase machined components and finished valves to supplement our internal manufacturing capacity and to lower our overall cost of
less sophisticated valve products. Our machining operations feature computer-controlled machine tools, high-speed chucking
machines and automatic screw machines for machining brass, iron, steel and aluminum components. We believe that our diverse
manufacturing capabilities are essential in the valve industry in order to control product quality, to be responsive to customers’ custom
design requirements and to ensure timely delivery. Product quality and performance are a priority for our customers, especially since
many of our product applications involve caustic or volatile chemicals and, in many cases, involve processes that are used in the
precise control of fluids. In order to further improve our profitability and increase working capital turns, we continued our
implementation of lean manufacturing techniques, expanding to most of our manufacturing locations and we have also continued to
further expand our foreign sourcing programs.

We are committed to maintaining our manufacturing equipment at a level consistent with current technology in order to maintain high
levels of quality and manufacturing efficiencies. As part of this commitment, we have spent a total of $15.0 million, $12.0 million,
and $9.9 million on capital expenditures for the years ended December 31, 2008, 2007, and 2006, respectively. Depreciation expense
for these periods was $11.5 million, $10.9 million, and $11.2 million, respectively.

We believe that our current facilities will meet our near-term production requirements without the need for additional facilities.
Quality Control

The majority of our products require the approval of and have been approved by applicable industry standards agencies in the United
States and European markets. We have consistently advocated the development and enforcement of performance and safety standards,
and continually update our procedures as part of our commitment to meet these standards. We maintain quality control and testing
procedures at each of our manufacturing facilities in order to produce products in compliance with these standards. Additionally, most
of our major manufacturing subsidiaries in the Instrumentation and Thermal Fluid Controls Products Group have acquired ISO 9000
or 9001 certification from the International Organization for Standardization and those in the Energy Products Group have acquired
American Petroleum Institute certification.

Our products are designed, manufactured and tested to meet the requirements of various government or industry regulatory bodies as
well as the quality control systems of certain customers. The primary industry standards that certain of our Instrumentation and
Thermal Fluid Controls Products must meet include standards promulgated by: Underwriters’ Laboratory; American National
Standards Institute; American Society of Mechanical Engineers; U.S. Military; Federal Aviation Administration; Society of
Automotive Engineers; Boeing Basic and Advanced Management System; Aerospace Quality Assurance System; the American Gas
Association; the Department of Transportation; and European Pressure Equipment Directive and Technical Inspection Association.
The primary industry standards required to be met by, and applicable to, our Energy Products include standards promulgated by
American National Standards Institute; American Society of Mechanical Engineers; American Petroleum Institute and Factory
Mutual.

Product Development

We continue to develop new and innovative products to enhance our market positions. Our product development capabilities include
the ability to design and manufacture custom applications to meet high tolerance or close precision requirements. For example, KF
Industries has fire-safe testing capabilities, Circle Seal has the ability to meet the testing specifications of the aerospace industry and
Pibiviesse can meet the tolerance requirements of sub-sea and cryogenic environments. These testing and manufacturing capabilities
have enabled us to develop customer-specified applications, unique characteristics of which have been subsequently utilized in
broader product offerings. Our research and development expenditures for the years ended December 31, 2008, 2007, and 2006, were
$4.8 million, $3.2 million, and $3.2 million, respectively.



Raw Materials

The raw materials used most often in our production processes are stainless steel, carbon steel, aluminum, bronze, and brass. These
materials are subject to price fluctuations that may adversely affect our results of operations. We purchase these materials from
numerous suppliers and have recently experienced constraints on the supply of certain raw material as well as the inability of certain
suppliers to respond to our increasing needs. Historically, increases in the prices of raw materials have been partially offset by
increased sales prices, active materials management, project engineering programs and the diversity of materials used in our
production processes.

Competition

The domestic and international markets for our products are highly competitive. Some of our competitors have substantially greater
financial, marketing, personnel and other resources than us. We consider product quality, performance, price, distribution capabilities
and breadth of product offerings to be the primary competitive factors in these markets. We believe that new product development and
product engineering are also important to our success and that our position in the industry is attributable, in significant part, to our
ability to develop innovative products quickly, and to adapt and enhance existing products to specific customer applications.

The primary competitors of our Instrumentation and Thermal Fluid Controls Products Group include: Swagelok Company; Parker
Hannifin Corporation; The Ham-let Group; Samson AG; Spirax-Sarco Engineering plc; Masonneilan (a division of Dresser, Inc.);
Flowseal (a division of Crane Co.); Fisher (a division of Emerson Electric Company); and ASCO.

The primary competitors of our Energy Products Group include: Cameron; Balon; Crane Co.; Velan Valve Corporation; Kitz
Corporation; Valvitalia SpA and ZyTech Global Industries.

Trademarks and Patents

We own patents that are scheduled to expire between 2009 and 2025 and trademarks that can be renewed as long as we continue to use
them. We do not believe the vitality and competitiveness of either of our business segments as a whole depends on any one or more
patents or trademarks. We own certain licenses such as software licenses, but we do not believe that our business as a whole depends
on any one or more licenses.



Customers, Cyclicality and Seasonality

For the year ended December 31, 2008, we had one customer in our Energy Products segment that accounted for 11.4% of revenues.
There were no other customers with revenues that exceeded 10% of our consolidated 2008 revenue. We have experienced and expect
to continue to experience fluctuations in revenues and operating results due to economic and business cycles. Our businesses,
particularly those in the Energy Products segment, are cyclical in nature as the worldwide demand for oil and gas fluctuates. When the
worldwide demand for oil and gas is depressed, the demand for our products used in those markets declines. Future changes in
demand for petrochemical products could have a material adverse effect on our business, financial condition or results of operations.
Similarly, although not to the same extent as the oil and gas markets, the aerospace, military and maritime markets have historically
experienced cyclical fluctuations in demand that could also have a material adverse effect on our business, financial condition or
results of operations.

Backlog

Our total order backlog was $330 million as of January 23, 2009, compared to $422 million as of January 25, 2008. We expect all but
$41.0 million of the backlog at January 23, 2009 will be shipped by December 31, 2009.

Employees

As of December 31, 2008, our worldwide operations directly employed approximately 2,700 people. We have 66 employees in the
United States who are covered by a single collective bargaining agreement. We also have approximately 207 employees in Italy, 115
in France, 53 in the Netherlands and 20 in Germany, covered by governmental regulations or workers’ councils. We believe that our
employee relations are good at this time.

Segment and Geographic Financial Data

Financial information by segment and geographic area is incorporated herein by reference to Part I, Item 7, “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” and Note 17 in the notes to consolidated financial
statements included in this report.

Government Regulation Regarding the Environment

As a result of our manufacturing and assembly operations, our businesses are subject to federal, state, local and foreign laws, as well
as other legal requirements relating to the generation, storage, transport and disposal of materials. These laws include, without
limitation, the Resource Conservation and Recovery Act, the Clean Air Act, the Clean Water Act and the Comprehensive
Environmental Response and Compensation and Liability Act.

We currently do not anticipate any materially adverse impact on our business, financial condition or results of operations as a result of
our compliance with federal, state, local and foreign environmental laws. However, risk of environmental liability and charges
associated with maintaining compliance with environmental laws is inherent in the nature of our manufacturing operations and there is
no assurance that material liabilities or charges could not arise. During the year ended December 31, 2008, we capitalized
approximately $0.3 million related to environmental and safety control facilities and we also incurred and expensed an additional $0.9
million related to environmental and safety control facilities. We also expect to capitalize $0.6 million related to environmental and
safety control facilities during the year ending December 31, 2009 and also expect to incur and expense charges of approximately
$0.9 million related to environmental and safety control facilities during the year ending December 31, 2009.

Item 1A. Risk Factors
Certain Risk Factors That May Affect Future Results

Set forth below are certain risk factors that we believe are material to our stockholders. If any of the following risks occur, our
business, financial condition, results of operations, and reputation could be harmed. You should also consider these risk factors when
you read “forward-looking statements” elsewhere in this report. You can identify forward-looking statements by terms such as
“may,” “hope,” “should,” “expect,” “plan,” “anticipate,” “intend,” “believe,” “estimate,” “predict,” “potential,” or “continue,’
the negative of those terms or other comparable terminology. Those forward-looking statements are only predictions and can be

adversely affected if any of the following risks occur:
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Our Leslie Controls, Inc. subsidiary is subject to asbestos-related litigation that could ultimately have an adverse
effect on our financial statements, results of operations or cash flows.

As more fully described in Part I, Item 3 “Legal Proceedings”, our Leslie subsidiary has been and continues to be named as a
defendant in asbestos related product liability actions. The actual amounts expended on asbestos-related claims in any year may be
impacted by the number of claims filed, the volume of pre-trial proceedings, and the numbers of trials and settlements. As of
December 31, 2008, Leslie has a liability of $12.3 million and anticipated insurance recoveries of $6.3 million, for the estimated
indemnity cost associated with resolution of its current open claims. Although Leslie believes this estimate is reasonable, such
estimate also is highly uncertain, especially because Leslie’s claims history is relatively limited, very recent, and quite variable. As a
result, the actual costs of resolving these pending claims could be substantially higher or lower than the current estimate. In addition,
while future claims are probable, Leslie’s management cannot estimate the losses that may arise from such future claims and we,
therefore, have not accrued a liability for such future claims. Moreover, because we have factored the full amount of our remaining
primary layer insurance limits into our accruals for the indemnity cost of resolving current open claims, and because Leslie has only
limited available excess layer coverage, Leslie will be responsible for a substantial majority of indemnity costs associated with future
claims.

Leslie also incurs significant costs in defending asbestos claims and we record these costs at the time incurred. Because Leslie has
remaining primary layer coverage on an actual cash disbursement basis (as distinguished from our accruals); primary layer insurers
currently pay 63% of such defense costs. We believe the amount of remaining primary layer coverage is $8.5 million. While we
cannot reasonably predict when this primary layer will be fully exhausted, if Leslie’s rate of settlements were to continue at a pace
consistent with the past two years, and, assuming no payments on account of any adverse verdicts, policy limits would be reached
within approximately two to three years. If however, Leslie were to be required to make payments on account of any adverse verdicts,
the time period within which such policy limits would be reached could be significantly shorter. Because Leslie has only limited
available excess layer coverage, Leslie would become responsible for a substantial majority of its defense costs upon exhaustion of the
primary layer of insurance.

In addition to exhaustion of the primary layer of insurance, a significant increase beyond our estimates in the cost to Leslie of
resolving current claims, the incurrence of significant liability with respect to future claims, or a significant increase in the cost of
defending current and future asbestos claims could have a material adverse effect on our financial condition, results of operations or
cash flows. We, therefore, refer the reader to and incorporate by reference Part I, Item 3 captioned “Legal Proceedings” in this Annual
Report on Form 10-K and to Part I, Item I captioned “Legal Proceedings” in our periodic filings on Form 10-Q which provides more

specific information regarding Leslie’s asbestos litigation and insurance situation.

We believe that payment of any litigation-related asbestos liabilities of Leslie (Leslie currently constitutes approximately 5% of the
Company’s consolidated revenues and 2% of the Company’s shareholders’ equity) is legally limited to the net assets of that
subsidiary. This belief is based on the principle of American law that a shareholder (including a parent corporation) is generally not
liable for an incorporated entity’s obligations.

Some of our end-markets are cyclical, which may cause us to experience fluctuations in revenues or operating
results.

We have experienced, and expect to continue to experience, fluctuations in revenues and operating results due to economic and
business cycles. We sell our products principally to oil, gas, petrochemical, process, power, aerospace, military, heating, ventilation
and air conditioning (“HVAC”), maritime, pharmaceutical, and medical and instrumentation markets. Although we serve a variety of
markets to avoid a dependency on any one, a significant downturn in any one of these markets could cause a material reduction in our
revenues that could be difficult to offset.

In particular, our petrochemical business is cyclical in nature as the worldwide demand for oil and gas fluctuates. When worldwide
demand for oil and gas is depressed, the demand for our products used in maintenance and repair of existing oil and gas applications,
as well as exploration or new oil and gas project applications, is reduced. As a result, we historically have generated lower revenues
and profits in periods of declining demand for petrochemical products. Therefore, results of operations for any particular period are
not necessarily indicative of the results of operations for any future period. Future downturns or anticipated downturns in demand for
petrochemical products could have a material adverse effect on our business, financial condition or results of operations. Similarly,
although not to the same extent as the oil and gas markets, the aerospace, military and maritime markets have historically experienced
cyclical fluctuations in demand that also could have a material adverse effect on our business, financial condition or results of
operations.



We, along with our customers and vendors, face the continuing impact of turmoil and uncertainty in the public
and private credit markets and in general economic conditions in the United States and around the world.

The public and private capital and credit markets in the United States and around the world continue to experience extreme volatility,
disruption and general slowdown at unprecedented levels. This has spawned an unprecedented deterioration in many industrial
markets including several of the markets into which we sell our products. The breadth, depth and duration of this crisis remains
uncertain. These conditions can adversely affect our revenue, results of operations and overall financial growth. Our business can be
affected by a number of factors that are beyond our control such as general geopolitical, economic and business conditions and
conditions in the financial services market, which each could materially impact our business, financial condition, results of operations,
cash flow, capital resources and liquidity. Additionally, many lenders and institutional investors have reduced, and in some cases,
ceased to provide funding to borrowers, including other financial institutions. Although we do not currently anticipate a need to access
the credit markets for new financing in the short-term, a prolonged constriction on future lending by banks or investors could result in
higher interest rates on future debt obligations or could restrict our ability to obtain sufficient financing to meet our long-term
operational and capital needs or could limit our ability in the future to consummate strategic acquisitions. The current uncertainty and
turmoil in the credit markets may also negatively impact the ability of our customers and vendors to finance their operations which, in
turn, could result in a decline in our sales and in our ability to obtain necessary raw materials and components, thus potentially having
an adverse effect on our business, financial condition or results of operations.

A resurgence of terrorist activity around the world could cause economic conditions to deteriorate and adversely
impact our businesses.

In the past, terrorist attacks have negatively impacted general economic, market and political conditions. In particular, the 2001
terrorist attacks, compounded with changes in the national economy, resulted in reduced revenues in the aerospace and general
industrial markets in years 2002 and 2003. Although economic conditions have improved considerably, additional terrorist acts or acts
of war (wherever located around the world) could cause damage or disruption to our business, our facilities or our employees which
could significantly impact our business, financial condition or results of operations. The potential for future terrorist attacks, the
national and international responses to terrorist attacks, and other acts of war or hostility, including the current conflicts in Iraq and the
Middle East, have created many economic and political uncertainties, which could adversely affect our business and results of
operations in ways that cannot presently be predicted. In addition, with manufacturing facilities located worldwide, including facilities
located in the United States, Canada, Western Europe and the People’s Republic of China, we may be impacted by terrorist actions not
only against the United States but in other parts of the world as well. We are not insured for losses and interruptions caused by
terrorist acts and acts of war for our aviation products.

If we cannot continue operating our manufacturing facilities at current or higher levels, our results of operations
could be adversely affected.

We operate a number of manufacturing facilities for the production of our products. The equipment and management systems
necessary for such operations may break down, perform poorly, or fail, resulting in fluctuations in manufacturing efficiencies. Such
fluctuations may affect our ability to deliver products to our customers on a timely basis, which could have a material adverse effect
on our business, financial condition or results of operations. Commencing in 2005 and continuing in 2008, we embarked on a
company wide program to implement lean manufacturing techniques. We believe that this process will produce meaningful reductions
in manufacturing costs. However, implementation of these techniques may cause short-term inefficiencies in production. If we
ultimately are unable to successfully implement these processes our anticipated profitability may suffer.

We face significant competition in our markets and, if we are not able to respond to competition in our markets,
our revenues may decrease.

We face significant competition from a variety of competitors in each of our markets. Some of our competitors have substantially
greater financial, marketing, personnel and other resources than we do. New competitors also could enter our markets. We consider
product quality, performance, price, distribution capabilities and breadth of product offerings to be the primary competitive factors in
our markets. Qur competitors may be able to offer more attractive pricing, duplicate our strategies, or develop enhancements to
products that could offer performance features that are superior to our products. Competitive pressures, including those described
above, and other factors could adversely affect our competitive position, involving a loss of market share or decreases in prices, either
of which could have a material adverse effect on our business, financial condition or results of operations. In addition, some of our
competitors are based in foreign countries and have cost structures and prices based on foreign currencies. Accordingly, currency
fluctuations could cause our U.S. dollar-priced products to be less competitive than our competitors’ products that are priced in other
currencies.
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If we experience delays in introducing new products or if our existing or new products do not achieve or maintain
market acceptance, our revenues may decrease.

Our industries are characterized by: intense competition; changes in end-user requirements; technically complex products; and
evolving product offerings and introductions.

We believe our future success will depend, in part, on our ability to anticipate or adapt to these factors and to offer, on a timely basis,
products that meet customer demands. Failure to develop new and innovative products or to custom design existing products could
result in the loss of existing customers to competitors or the inability to attract new business, either of which may adversely affect our
revenues. The development of new or enhanced products is a complex and uncertain process requiring the anticipation of
technological and market trends. We may experience design, manufacturing, marketing or other difficulties, such as an inability to
attract a sufficient number of qualified engineers, which could delay or prevent our development, introduction or marketing of new
products or enhancements and result in unexpected expenses.

Implementation of our acquisition strategy may not be successful, which could affect our ability to increase our
revenues or could reduce our profitability.

One of our continued strategies is to increase our revenues and expand our markets through acquisitions that will provide us with
complementary instrumentation and thermal fluid controls and energy products. We expect to spend significant time and effort in
expanding our existing businesses and identifying, completing and integrating acquisitions. We expect to face competition for
acquisition candidates that may limit the number of acquisition opportunities available to us and may result in higher acquisition
prices. We cannot be certain that we will be able to identify, acquire or profitably manage additional companies or successfully
integrate such additional companies without substantial costs, delays or other problems. Also, there can be no assurance that
companies we acquire will achieve revenues, profitability or cash flows that justify our investment in them and may result in an
impairment charge. In addition, acquisitions may involve a number of special risks, including: adverse short-term effects on our
reported operating results; diversion of management’s attention; loss of key personnel at acquired companies; or unanticipated
management or operational problems or legal liabilities. Some or all of these special risks could have a material adverse effect on our
business, financial condition or results of operations.

If we fail to manufacture and deliver high quality products, we may lose customers.

Product quality and performance are a priority for our customers since many of our product applications involve caustic or volatile
chemicals and, in many cases, involve processes that require precise control of fluids. Our products also are used in the aerospace,
military, commercial aircraft, pharmaceutical, medical, analytical equipment, oil and gas exploration, transmission and refining,
chemical processing, and maritime industries. These industries require products that meet stringent performance and safety standards.
If we fail to maintain and enforce quality control and testing procedures, our products will not meet these stringent performance and
safety standards. Substandard products would seriously harm our reputation, resulting in both a loss of current customers to our
competitors and damage to our ability to attract new customers, which could have a material adverse effect on our business, financial
condition or results of operations.

If we are unable to continue operating successfully overseas or to successfully expand into new international
markets, our revenues may decrease.

We derive a significant portion of our revenue from sales outside the United States. In addition, one of our key growth strategies is to
market our products in international markets not currently served by us in portions of Europe, Latin America and Asia. We may not
succeed in marketing, selling and distributing our products in these new markets. Moreover, conducting business outside the United
States is subject to additional risks, including currency exchange rate fluctuations, changes in regional, political or economic
conditions, trade protection measures such as tariffs or import or export restrictions, and unexpected changes in regulatory
requirements. One or more of these factors could prevent us from successfully expanding into new international markets and could
also have a material adverse effect on our current international operations.

If we cannot pass on higher raw material or manufacturing costs to our customers, we may become less
profitable.

One of the ways we attempt to manage the risk of higher raw material and manufacturing costs is to increase selling prices to our
customers. The markets we serve are extremely competitive and customers may not accept price increases or may look to alternative
suppliers which may negatively impact our profitability and revenues.
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If our suppliers cannot provide us with adequate quantities of materials to meet our customers’ demands on a
timely basis or if the quality of the materials provided does not meet our standards we may lose customers or
experience lower profitability.

Some of our customer contracts require us to compensate those customers if we do not meet specified delivery obligations. We rely on
numerous suppliers to provide us with our required materials and in many instances these materials must meet certain specifications.
For example, during 2005 and part of 2006, we experienced diminished supplier performance that negatively impacted our operating
and net income. The diminished supplier performance was the result of: the closure of certain suppliers, problems with new supplier
on-time delivery reliability as well as lower than expected new supplier qualification acceptance. While we believe that we have
remediated these lower supplier performance issues and alleviated the diminished impact on profitability, a continuation or recurrence
of these factors could have a negative impact on our ability to deliver our products to our customers within our committed time frames
and could result in continued reductions of our operating and net income in future periods.

A change in international governmental policies or restrictions could result in decreased availability and
increased costs for certain components and finished products that we outsource, which could adversely affect
our profitability.

Like most manufacturers of fluid control products, we attempt, where appropriate, to reduce costs by seeking lower cost sources of
certain components and finished products. Many such sources are located in developing countries such as the People’s Republic of
China, India and Taiwan, where a change in governmental approach toward U.S. trade could restrict the availability to us of such
sources. In addition, periods of war or other international tension could interfere with international freight operations and hinder our
ability to take delivery of such components and products. A decrease in the availability of these items could hinder our ability to
timely meet our customers’ orders. We attempt, when possible, to mitigate this risk by maintaining alternate sources for these
components and products and by maintaining the capability to produce such items in our own manufacturing facilities. However, even
when we are able to mitigate this risk, the cost of obtaining such items from alternate sources or producing them ourselves is often
considerably greater, and a shift toward such higher cost production could therefore adversely affect our profitability.

The costs of complying with existing or future environmental regulations, and curing any violations of these
regulations could increase our expenses or reduce our profitability.

We are subject to a variety of environmental laws relating to the storage, discharge, handling, emission, generation, use and disposal
of chemicals, solid and hazardous waste and other toxic and hazardous materials used to manufacture, or resulting from the process of
manufacturing, our products. We cannot predict the nature, scope or effect of future regulatory requirements to which our operations
might be subject or the manner in which existing or future laws will be administered or interpreted. Future regulations could be
applied to materials, products or activities that have not been subject to regulation previously. The costs of complying with new or
more stringent regulations, or with more vigorous enforcement of these or existing regulations could be significant.

Environmental laws require us to maintain and comply with a number of permits, authorizations and approvals and to maintain and
update training programs and safety data regarding materials used in our processes. Violations of these requirements could result in
financial penalties and other enforcement actions. We also could be required to halt one or more portions of our operations until a
violation is cured. Although we attempt to operate in compliance with these environmental laws, we may not succeed in this effort at
all times. The costs of curing violations or resolving enforcement actions that might be initiated by government authorities could be
substantial.

The costs of complying with existing or future governmental regulations on importing and exporting practices
and of curing any violations of these regulations, could increase our expenses, reduce our revenues or reduce
our profitability.

We are subject to a variety of laws and international trade practices including regulations issued by the United States Bureau of
Customs and Border Protection, the Bureau of Export Administration, the Department of State, the Department of Treasury. We
cannot predict the nature, scope or effect of future regulatory requirements to which our international trading practices might be
subject or the manner in which existing laws might be administered or interpreted. Future regulations could limit the countries into
which certain of our products may be sold or could restrict our access to and increase the cost of obtaining products from foreign
sources. In addition, actual or alleged violations of such regulations could result in enforcement actions and/or financial penalties that
could result in substantial costs.
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If our internal controls over financial reporting do not comply with the requirements of the Sarbanes-Oxley Act,
our business and stock price could be adversely affected.

If either management or our independent registered public accounting firm identifies one or more material weaknesses in internal
control over financial reporting that exist as of the end of our fiscal year, the material weakness(es) will be reported either by
management in its self assessment or by our independent registered public accounting firm in its report or both, which may result in a
loss of public confidence and could have an adverse affect on our business and our stock price. This could also result in significant
additional expenditures responding to the Section 404 internal control audit and a diversion of management attention.

We face risks from product liability lawsuits that may adversely affect our business.

We, like other manufacturers and distributors of products designed to control and regulate fluids and chemicals, face an inherent risk
of exposure to product liability claims in the event that the use of our products results in personal injury, property damage or business
interruption to our customers. We may be subjected to various product liability claims, including, among others, that our products
include inadequate or improper instructions for use or installation, or inadequate warnings concerning the effects of the failure of our
products. Although we maintain strict quality controls and procedures, including the testing of raw materials and safety testing of
selected finished products, we cannot be certain that our products will be completely free from defect. In addition, in certain cases, we
rely on third-party manufacturers for our products or components of our products. Although we have liability insurance coverage, we
cannot be certain that this insurance coverage will continue to be available to us at a reasonable cost, or, if available, will be adequate
to cover any such liabilities. We generally seek to obtain contractual indemnification from our third-party suppliers, and for us to be
added as an additional insured party under such parties’ insurance policies. Any such indemnification or insurance is limited by its
terms and, as a practical matter, is limited to the credit worthiness of the indemnifying or insuring party. In the event that we do not
have adequate insurance or contractual indemnification, product liabilities could have a material adverse effect on our business,
financial condition or results of operations.

We depend on our key personnel and the loss of their services may adversely affect our business.

We believe that our success will depend on the continued employment of our senior management team and other key personnel. If one
or more members of our senior management team or other key personnel were unable or unwilling to continue in their present
positions, our business could be seriously harmed. In addition, if any of our key personnel joins a competitor or forms a competing
company, some of our customers might choose to use the services of that competitor or those of a new company instead of our own.
Other companies seeking to develop capabilities and products similar to ours may hire away some of our key personnel. If we are
unable to maintain our key personnel and attract new employees, the execution of our business strategy may be hindered and our
growth limited.

Various restrictions and agreements could hinder a takeover of us which is not supported by our board of
directors or which is leveraged.

Our amended and restated certificate of incorporation and amended and restated by-laws, the Delaware General Corporation Law and
our shareholder rights plan contain provisions that could delay or prevent a change in control in a transaction that is not approved by
our board of directors or that is on a leveraged basis or otherwise. These include provisions creating a staggered board, limiting the
shareholders’ powers to remove directors, and prohibiting shareholders from calling a special meeting or taking action by written
consent in lieu of a shareholders’ meeting. In addition, our board of directors has the authority, without further action by the
shareholders, to set the terms of and to issue preferred stock. Issuing preferred stock could adversely affect the voting power of the
owners of our common stock, including the loss of voting control to others. Additionally, we have adopted a shareholder rights plan
providing for the issuance of rights that will cause substantial dilution to a person or group of persons that acquires 15% (or with
respect to passive investors 20%) or more of our shares of common stock, unless the rights are redeemed.

Delaying or preventing a takeover could result in our shareholders ultimately receiving less for their shares by deterring potential
bidders for our stock or assets.

Our debt agreements limit our ability to issue equity, make acquisitions, incur debt, pay dividends, make
investments, sell assets, merge or raise capital.

Our outstanding industrial revenue bond, and our revolving credit facility agreement, dated December 20, 2005 and amended

October 12, 2006, govern our indebtedness to our lenders. The debt agreements include provisions which place limitations on certain
activities including our ability to: issue shares of our common stock; incur additional indebtedness; create any liens or encumbrances
on our assets or make any guarantees; make certain investments; pay cash dividends above certain limits; or dispose of or sell assets or
enter into a merger or a similar transaction.
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The trading price of our common stock continues to be volatile and investors in our common stock may
experience substantial losses.

The trading price of our common stock may be, and, in fact, recently has been volatile. Our common stock could decline or fluctuate
in response to a variety of factors, including, but not limited to: our failure to meet the performance estimates of securities analysts;
changes in financial estimates of our revenues and operating results or buy/sell recommendations by securities analysts; the timing of
announcements by us or our competitors concerning significant product line developments, contracts or acquisitions or publicity
regarding actual or potential results or performance; fluctuation in our quarterly operating results caused by fluctuations in revenue
and expenses; substantial sales of our common stock by our existing shareholders; general stock market conditions; or other economic
or external factors. While we attempt in our public disclosures to provide forward-looking information in order to enable investors to
anticipate our future performance, such information by its nature represents our good-faith forecasting efforts. The unprecedented
nature of the recent credit crisis and economic recession, together with the uncertain depth and duration of these crises, has rendered
such forecasting more difficult. As a result, our actual results could differ materially from our forecasts which could cause further
volatility in the value of our common stock.

In addition, the stock market as a whole has recently experienced dramatic price deterioration and volume fluctuations. In the past,
securities class action litigation has often been instituted against companies following periods of volatility in the market price of their
securities. This type of litigation could result in substantial costs and a diversion of management attention and resources.

Our international activities expose us to fluctuations in currency exchange rates that could adversely affect our
results of operations and cash flows.

Our international manufacturing and sales activities expose us to changes in foreign currency exchange rates. Such fluctuations could
result in our (i) paying higher prices for certain imported goods and services, (ii) realizing lower prices for any sales denominated in
currencies other than U.S. dollars, (iii) realizing lower net income, on a U.S. dollar basis, from our international operations due to the
effects of translation from weakened functional currencies, and (iv) realizing higher costs to settle transactions denominated in other
currencies. Any of these risks could adversely affect our results of operations and cash flows. Our major foreign currency exposures
involve the markets in Western Europe, Canada and Asia.

We use forward contracts to manage the currency risk related to business transactions denominated in foreign currencies. We
primarily utilize forward exchange contracts with maturities of less than eighteen months. To the extent these transactions are
completed, the contracts do not subject us to significant risk from exchange rate fluctuations because they offset gains and losses on
the related foreign currency denominated transactions.

Item 1B. Unresolved Staff Comments
None.
Item 2. Properties

We maintain 22 major facilities worldwide, including 18 significant manufacturing operations located in the United States, Canada,
Western Europe and the People’s Republic of China. Many of these facilities contain sales offices or warehouses from which we ship
finished goods to customers, distributors and commissioned representative organizations. Our executive office is located in
Burlington, Massachusetts.

The Instrumentation and Thermal Fluid Controls Products Group has facilities located in the United States, Germany, France, the
Netherlands, and the United Kingdom. Properties in Ronkonkoma, New Y ork, Corona, California, Dayton, Ohio, Le Plessis, France,
and Spartanburg, South Carolina are leased. The Energy Products Group has facilities located in the United States, Canada, Italy and
the People’s Republic of China. Properties in Nerviano, Italy, Naviglio, Italy, Edmonton, Alberta, Canada, the distribution center in
Oklahoma City, Oklahoma, and the manufacturing facility in Sapulpa, Oklahoma are leased. Our Tampa, Florida facility is subject to
a collateral assignment under a loan agreement with a long-term lender.

In general, we believe that our properties, including machinery, tools and equipment, are in good condition, are well maintained, and
are adequate and suitable for their intended uses. Our manufacturing facilities generally operate five days per week on one or two
shifts. We believe our manufacturing capacity could be increased by working additional shifts and weekends and by successful
implementation of our on-going lean manufacturing initiatives.
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item 3. Legal Proceedings
Asbestos Litigation
Background

Like many other manufacturers of fluid control products, our subsidiary Leslie, which we acquired in 1989, has been and continues to
be named as a defendant in product liability actions brought on behalf of individuals who seek compensation for their alleged
exposure to airborne asbestos fibers. In some instances, we also have been named individually and/or as alleged successor in interest
in these cases.

As of the end of fiscal 2008, Leslie was a named defendant in approximately 968 active, unresolved asbestos-related claims filed in
California, Texas, New York, Massachusetts, West Virginia, Rhode Island and 24 other states. Approximately 502 of these claims
involve claimants allegedly suffering from (or the estates of decedents who allegedly died from) mesothelioma, a fatal malignancy
associated with asbestos exposure.

In addition to these claims, Leslie remains a named defendant in approximately 4,700 unresolved asbestos-related claims filed in
Mississippi. Since 2004, however, the Mississippi Supreme Court has interpreted joinder rules more strictly, and the state legislature
enacted a tort reform act under which each plaintiff must independently satisfy venue provisions, thus preventing thousands of out-of-
state claimants from tagging onto a single in-state plaintiff’s case. As a result of these changes, Mississippi state court judges since
2004 have severed and dismissed tens of thousands of out-of-state asbestos claims against numerous defendants including Leslie. We
continue to expect that most of the remaining Mississippi claims against Leslie will be dismissed as well. Leslie has not incurred any
indemnity costs in Mississippi and defense costs to resolve these Mississippi claims have not been significant. While it is possible that
certain dismissed claims could be re-filed in Mississippi or in other jurisdictions, any such re-filings likely would be made on behalf of
one or a small number of related individuals who could demonstrate actual injury and some connection to Leslie’s products.

Leslie’s asbestos-related claims generally involve its fluid control products. Leslie management believes that any asbestos was
incorporated entirely within the product in a way that would not allow for any ambient asbestos during normal operation or during
normal inspection and repair procedures. Leslie and its insurers’ general strategy has been to vigorously defend these claims.
Nevertheless, while we strongly believe that exposure to Leslie’s products has not caused asbestos-related illness to any plaintiff,
juries or courts could reach a different conclusion in particular cases.

Leslie has resolved a number of asbestos-related claims over the past few years and continues to do so for strategic reasons, including
avoidance of defense costs and the possible risk of excessive verdicts. The amounts expended on asbestos-related claims in any year
may be impacted by the number of claims filed, the volume of pre-trial proceedings, and the numbers of trials and settlements.

On October 12, 2007, a Los Angeles state court jury rendered a verdict that, if allowed to stand, would result in a liability to Leslie of
approximately $2.5 million. Although Leslie accrued a liability in the third quarter of fiscal 2007 for this verdict, both Leslie and the
other defendant against whom the judgment was rendered have appealed this verdict. We believe there are strong grounds for either
significantly reducing the amount of the award or for requiring a new trial. In addition, Leslie has accrued an incremental $1.3 million
liability related to an earlier verdict for which an appeal is pending and there is $0.5 million in accrued interest for both adverse
verdicts.

Accounting—Indemnity and Defense Cost Liabilities and Assets

Leslie records an estimated liability associated with reported asbestos claims when it believes that a loss is both probable and can be
reasonably estimated. Prior to the fourth quarter of 2007, with respect to its unresolved pending claims, Leslie did not believe that it
had sufficient information to assess the likelihood of resolving such claims. Accordingly, Leslie accrued for defense costs as incurred,
and accrued for pending claims only when resolution of a particular claim was probable and the probable loss was estimable. As a
practical matter, the claims accrual generally occurred close in time to when a settlement agreement for a particular claim was
reached. In most cases, settlement payments are paid to claimants within thirty to sixty days of settlement.

During the fourth quarter of fiscal 2007, we engaged Hamilton, Rabinovitz and Associates, Inc. (“HR&A”), a firm specializing in
estimating expected liabilities of mass tort claims, to help us determine an estimate of Leslie’s asbestos-related liabilities. Because
Leslie’s claims experience is both limited and variable, HR&A concluded that any estimate of pending or future liabilities of Leslie’s
asbestos claims would be highly uncertain from a statistical perspective. Leslie’s management determined, however, that, by using its
historical (albeit limited and variable) average cost by disease classification in resolving closed claims, and by applying this
information to the mix of current open claims, it could make a reasonable estimate of the indemnity costs to be incurred in resolving
such current open claims. As a result, Leslie recorded a liability of $9.0 million during the fourth quarter of 2007 and an additional
$3.3 million during 2008 for the estimated indemnity cost associated with resolution of its current open claims. During the fourth
quarter of 2008, HR&A updated its analysis and reaffirmed its conclusion that a forecast of the number and value of any future
asbestos claims is unwarranted and highly uncertain from a statistical perspective.
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As of December 31, 2008, Leslie has recorded asbestos liabilities of $19.2 million ($9.3 million short-term and $9.9 million long-
term) compared to $16.8 million as of December 31, 2007. The $19.2 million liability as of December 31, 2008 is comprised of $12.3
million for existing claims, $4.3 million related to adverse verdicts and $2.6 million for incurred but unpaid legal costs. Asbestos
related insurance receivable amounts totaled $10.8 million ($6.1 million short-term and $4.7 million long-term) as of December 31,
2008 compared to $11.9 million as of December 31, 2007. The $10.8 million receivable as of December 31, 2008 is comprised of $6.3
million for existing claims, $2.7 million related to adverse verdicts and $1.8 million for incurred but unpaid legal costs.

A summary of Leslie’s unpaid existing asbestos claims and incurred asbestos defense cost liabilities and the related insurance
recoveries is provided below.

As of December 31
In Thousands 2008 2007 2006
Existing claim indemnity Hability.........c.cococeevevieieieiieeeerceceeee et $§ 16,661 $ 13,731 § -
Incurred defense oSt Lability ........ccccoveireererieirteieecteie ettt n e 2,584 3,028 1,026
INSUrance TECOVETIES TECEIVADIE ........ovevvrieririiiereireectcie ettt ste s e ersne e eber s ere s eresnenn e esnennens (10,765) (11,899) -
Net aSbestos HADIILY .........ccouiveeriririsiceieereeee ettt ev sttt ene e s e senas $ 8480 $ 4860 $ 1,026

Although Leslie believes its estimates are reasonable, such estimates are also highly uncertain, especially because Leslie’s claims
history is relatively limited, recent and quite variable. Depending on future events, the actual costs of resolving these pending claims
could be substantially higher or lower than the current estimate. Some of the more significant unknown or uncertain factors that will
affect these costs going forward include:

« the severity of the injuries alleged by each pending claimant;

* increases or decreases in Leslie’s average settlement costs;

* possible adverse or favorable jury verdicts;

+ rulings on unresolved legal issues in various jurisdictions that bear on Leslie’s legal liability;

» the numbers of claims that will be dismissed with no indemnity payments;

* the impact of potential changes in legislative or judicial standards in different jurisdictions; and
» the potential bankruptcies of other companies named as defendants in asbestos-related claims.

As aresult of these factors, Leslie is unable to estimate a range of additional losses that may be reasonably possible in the event that
actual indemnity costs of resolving pending claims are higher than our estimate. In addition, while the likelihood of future claims is
probable, Leslie’s management cannot estimate the amount of future claims or any range of losses that may be reasonably possible
arising from such claims. With respect to current claims, critical information is known regarding such factors as disease mix,
jurisdiction and identity of plaintiff’s counsel. Such information is of course unknown with respect to any future claims, and Leslie’s
management believes that the disease mix, jurisdictional information and plaintiff counsel identity associated with its current case
experience, which has been both limited and variable, cannot reasonably be extrapolated to any future filings. Moreover, Leslie
management believes that appellate actions recently commenced and currently pending in certain jurisdictions such as California,
together with movements toward legislative and judicial reform in such jurisdictions, may significantly alter the litigation landscape,
thus affecting both the rate at which claims may be filed as well as the likelihood of incurring indemnity amounts on account of such
future claims and the level of indemnity that may be incurred to resolve such claims.
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2008 Experience and Financial Statement Impact

During 2008, there were 688 asbestos claims filed and 427 claims resolved with respect to Leslie. For the year ended December 31,
2008, Leslie’s gross asbestos indemnity and defense costs totaled $18.0 million of which $9.7 million was paid by insurance. (Leslie’s
insurance coverage is further discussed below). This compares to $26.0 million gross asbestos indemnity and defense costs paid in
2007 of which $18.4 million was paid by insurance. The following tables provide more specific information regarding Leslie’s claim
activity and defense costs during each of the three years ended December 31, 2008, 2007, and 2006 as well as the financial impact of
the asbestos litigation on the Company for such periods (excluding open Mississippi cases for which we anticipate dismissal of
virtually all such cases for the reasons described above):

For the Year Ended December 31

2008 2007 2006
BEZINNINg OPEIL CASES.....cveviiirerereieritinasieiesetsssts sttt bbb 707 492 290
£ASES FILEA...cuievireeieiere et e et ebe stk et b et e et e as b e e e sh e b e e b e R e ke bt e 688 482 353
Cases resolved and diSMESSEd ......ccvevveemrierienieinieiere et (427) (267) (1s1)
ENAING OPEN CASES.c...vevereieuiiiiiiiiiiitesitste sttt s e ettt b bt s 968 707 492
Ending open mesSothelioma CASES ........cuerereieieiisiinsrinintsisies sttt 502 338 265

For the Year Ended December 31

(In Thousands) 2008 2007 2006
[NAeMNity COSTS—ACCTUBH .....uvveireerereeierieiercacteseas ittt $ 7,316 $ 13,282 $ 2,338
Adverse verdicts—accrued indemnity and interest costs (verdicts appealed).........c.oueenneene. 504 3,766 -
DEfenSE COSE INCUITEA . .vveeeveeeeeeeereeeetteeeeessreessseesreeesseessseesasessnesessesanenesastesssesornseasseserasanasans 10,158 8,928 5,766
[NSUrANCE TECOVETIES ACCTUE. .. cvvireereeirerrereeesteecteereeesteeteiee ettt s b s b e e besbeasnesse e seeneensan (9,667) (18,442) (5,753)
Net pre-tax asbeStOS EXPEINSE.......ueviirieuerereieiirisasssasesesstssseaes et nies ettt san s $ 8,311 $ 7,534 $§ 2,351
Insurance

To date, Leslie’s insurers have paid the majority of the costs associated with its defense and settlement of asbestos-related actions.
Under Leslie’s cost-sharing arrangements with its insurers, Leslie’s insurers have historically paid 71% of defense and settlement
costs associated with asbestos-related claims and Leslie was responsible for the remaining 29% of all such defense and indemnity
costs. The amount of indemnity available under Leslie’s primary layer of insurance coverage was therefore reduced by 71% of any
amounts paid through settlement or verdict. During the third quarter 2008, one of Leslie’s insurers that paid 8% of Leslie’s historical
asbestos defense and indemnity costs informed Leslie that it had reached its maximum indemnity obligation under the applicable
insurance policy. Therefore, Leslie became responsible for 37% of asbestos related defense and indemnity costs until such time as the
aggregate amount of indemnity claims actually paid out by the remaining two primary layer insurance carriers exceed policy limits.
More recently, however, the insurer in question has indicated that its calculations concerning policy exhaustion were incorrect. As a
result, that carrier will be obligated to reimburse Leslie for a portion of the additional indemnity and defense costs incurred by Leslie
since the insurer’s original notification. Nonetheless, we believe that, upon making such reimbursement, the insurer will have
completed its obligations to Leslie under the policy and Leslie will be responsible for 37% of defense and indemnity costs until such
time as the aggregate amount of indemnity claims actually paid out by the remaining two primary layer insurance carriers exceed the
applicable policy limits.

As of December 31, 2008, we believe that the aggregate amount of indemnity (on a cash basis) remaining on Leslie’s primary layer of
insurance was approximately $8.5 million. After giving effect to our accrual for adverse verdicts currently on appeal, the remaining
amount of Leslie’s primary layer of insurance is $6.3 million. From a financial statement perspective, however, after giving effect to
our accrual for the estimated indemnity cost of resolving pending claims, Leslie recorded the maximum amount of available primary
layer insurance as of September 2008. As a result, any further asbestos related indemnity costs will no longer be partially offset by a
corresponding insurance recovery. However, defense costs, recognized as incurred, will continue to be partially offset by an insurance
recovery of 63% until such time as the aggregate amount of indemnity claims actually paid out by the remaining two primary layer
insurance carriers exceeds policy limits. While we cannot reasonably predict when this primary layer will be fully exhausted, if
Leslie’s rate of settlements were to continue at a pace consistent with the past year, and, assuming no payments on account of any
adverse verdicts, policy limits would be reached within approximately two to three years. If however, Leslie were to be required to
make payments on account of any adverse verdicts, the time period within which such policy limits would be reached could be
significantly shorter than two to three years.
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In addition to its primary layer of insurance, Leslie does have limited available excess insurance coverage. However, some of this
excess insurance lies above layers of excess insurance written by insolvent insurers, which could affect when Leslie may be able to
recover this excess insurance. Moreover, unlike primary policies under which defense costs do not erode policy limits, the terms of
excess policies typically provide that covered defense costs do erode policy limits. As a result, upon exhaustion of its primary layer of
insurance, Leslie will become responsible for a substantial majority of any indemnity and defense costs, which could have a material
adverse effect on our financial condition, results of operations, or cash flows.

Expected Limitations and Other Matters

We believe that payment of any litigation-related asbestos liabilities of Leslie (Leslie currently constitutes approximately 5% of the
Company’s consolidated revenues and 2% of the Company’s shareholders’ equity) is legally limited to the net assets of that
subsidiary. This belief is based on the principle of American law that a shareholder (including a parent corporation) is generally not
liable for an incorporated entity’s obligations.

Smaller numbers of asbestos-related claims have also been filed against two of our other subsidiaries—Spence, the stock of which we
acquired in 1984; and Hoke, the stock of which we acquired in 1998. Due to the nature of the products supplied by these entities, the
markets they serve and our historical experience in resolving these claims, we do not believe that asbestos-related claims will have a
material adverse effect on the financial condition, results of operations or liquidity of Spence or Hoke, or the financial condition,
consolidated results of operations or liquidity of the Company.

Item 4. Submission of Matters to a Vote of Security Holders

There were no matters submitted, during the fourth quarter of the year covered by this Annual Report, to a vote of security holders
through solicitation of proxies or otherwise.

Part Il

Item 5. Market for Registrant’'s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities

Our common stock is traded on the New York Stock Exchange (“NYSE”) under the symbol “CIR”. Quarterly share prices and
dividends declared and paid are incorporated herein by reference to Note 18 to the consolidated financial statements included in this
Annual Report.

During the first quarter of 2009, we declared a dividend of $0.0375 per outstanding common share payable on March 27, 2009 to
shareholders of record on March 13, 2009.

Our board of directors is responsible for determining our dividend policy. Although we currently intend to continue paying cash
dividends, the timing and level of such dividends will necessarily depend on our board of directors’ assessments of earnings, financial
condition, capital requirements and other factors, including restrictions, if any, imposed by our lenders. See “Liquidity and Capital
Resources” under the section entitled “Management’s Discussion and Analysis of Financial Condition and Results of Operations” for
further information.

As of February 23, 2009, there were 16,902,710 shares of our common stock outstanding and we had 95 holders of record of our
common stock. We believe the number of beneficial owners of our common stock was substantially greater on that date.

EQUITY COMPENSATION PLAN INFORMATION

Number of securities
remaining available
Number of securities for future issuance
to be issued upon under equity
exercise of Weighted average compensation
outstanding exercise price of plans (excluding
options, outstanding options, securities reflected
Plan category warrants and rights warrants and rights in column (a)
@) (b) (©)
Equity compensation plans approved by security holders ............ 501,662(1) $ 27.69 941,704
Equity compensation plans not approved by security holders....... N/A N/A N/A
TOAL .o eee s s e esss s e e seeeseeess e se s sesess s 501,662(1) $ 27.69 941,704

(1)  Represents 151,660 stock options, and 350,002 restricted stock units under the Company’s Amended and Restated 1999 Stock Option and Incentive Plan.

In accordance with Section 303A, 12(a) of the NYSE Listed Company Manual, our Chief Executive Officer, on May 29, 2008, filed
with the NYSE his certification that he was not aware of any violation by the Company of NYSE corporate governance listing
standards.
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Set forth below is a table and line graph comparing the percentage change in the cumulative total stockholder return on the Company’s
Common Stock, based on the market price of the Company’s Common Stock with the total return of companies included within the
Standard & Poor’s 500 Composite Index and a peer group of companies engaged in the valve, pump, fluid control and related
industries for the five-year period commencing December 31, 2003 and ending December 31, 2008. The calculation of total
cumulative return assumes a $100 investment in the Company’s Common Stock, the Standard & Poor’s 500 Composite Index and the
peer group on December 31, 2003 and the reinvestment of all dividends. The historical information set forth below is not necessarily
indicative of future performance.

12/03 12/04 12/05 12/06 12/07 12/08
CIRCOR International, Inc. ........ 100.00 96.83 107.92 155.52 196.72 117.13
S&P 500 ... 100.00 110.88 116.33 134.70 142.10 89.53
Peer Group™ .........cccovvvviininiinnenne, 100.00 127.23 133.35 165.00 227.55 136.30
* Peer group companies include: Crane Company, Flowserve Corp, Gardner Denver Inc., Idex Corp., Moog Inc., Parker Hannifin Corp., Robbins & Myers Inc., and Roper
Industries Inc.
Comparison of 5 Year Cumulative Total Return*
Among CIRCOR International, Inc., The S&P 500 Index and A Peer Group
$250 —
$200 [~
$150 |-
$100 |- Ty A .
o
$50 1 1 1 [l 1 1
03 04 05 06 07 08
=== Circor International, Inc. = @~ = S&P 500 waef N\ Peer Group

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

Copyright © 2009, S&P, a division of The McGraw-Hill Companies, Inc. All rights reserved.

Item 6. Selected Financial Data

The following table presents certain selected financial data that has been derived from our audited consolidated financial statements
and notes related thereto and should be read along with the section entitled “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” and our audited consolidated financial statements and notes included in this Annual Report.

The consolidated statements of operations and consolidated statements of cash flows data for the years ended December 31, 2008,
2007 and 2006, and the consolidated balance sheet data for the same periods are derived from, and should be read in conjunction with,
our audited consolidated financial statements and the related notes included in this Annual Report. The consolidated statements of
operations and consolidated statements of cash flows data, and the consolidated balance sheet data as of December 31, 2005 and 2004,
are derived from our audited consolidated financial statements not included in this report.
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Selected Financial Data
(In thousands, except per share data)

Years Ended December 31,
2008 2007 2006 2005 2004(3)

Statement of Operations Data (1):
NELTEVENUES ..ottt $ 793816 § 665740 $ 591,711 $ 450,531 § 381,834
GTOSS PIOfIt c.cveeeiereieie et ctete ettt 252,297 195,367 172,908 132,675 107,569
Operating income (1088).....c.eceverrerirvirrnerieeceriesierernseeeseeennns (40,628) 56,767 47,510 33,005 21,934
Income (loss) before interest and taxes............coeeveveeennennenn, (40,718) 58,024 47,376 32,861 22,168
Net inCOME (LOSS) ..ecvveererrieeiereiereeeeeeiesteesreeeeereeeseenssereennes (59,015) 37911 29,328 20,383 11,803
Balance Sheet Data:
TOtal @SSELS.....eeveerieriiriiiiereee s ettt $ 588,023 $ 676,469 $ 605,675 $ 460,380 $ 428418
Total debt (2) cvoviiiiiieececrr e, 13,150 22,102 64,826 33,491 42,880
Shareholders’ eqUItY ........ccceceveveevereririieeerce e, 333,622 420,384 357,301 310,723 293,435
Total capitalization ............c.ccevveeeeeveereciiiereeieeereeeere e, 346,772 442 486 422,127 344,214 336,315
Other Financial Data:
Cash flow provided by (used in):

Operating aCtivities..........ccveerremerererererererereeeesssiieenns $ 64818 § 56916 $ 29,858 $§ 45326 $ 29,249

Investing aCtiVities.......coveevieveeereereeereseeseeeeesieeee s (48,920) (16,831) (68,239) (60,899) (10,107)

Financing activities............ocvevvereevvenenreeeereeeereeeesnene, (7,069) (35,529) 34,148 (10,304) (19,536)
Net interest (INCOME) EXPENSE......cvveererreereereereerrirerreeesrernn, (180) 3,001 5,117 2,810 3,690
Capital eXpenditures...........cceeueeervenreirecrecieirieeeeeieeeeeeeans, 14,972 11,983 9,933 15,021 5,287
Diluted earnings (loss) per common share............................ $ (3.51) $ 227 $ 1.80 § 127 §$ 0.74
Diluted weighted average common shares outstanding ........ 16,817 16,730 16,291 16,019 15,877
Cash dividends declared per common share.......................... $ 015 % 0.15 § 015 § 015 § 0.15

(1)  The statement of operations data for the year ended December 31, 2008 includes special charges of $141.3 million of goodwill and other intangible impairment charges and
$0.2 million costs related to CFO retirement agreement. The statement of operations data for the years ended December 31, 2007, 2006, 2005, and 2004 includes,
respectively, $2.5 million, $0.7 million, $1.6 million, and $0.3 million of special charges associated with the closure, consolidation and reorganization of certain
manufacturing plants, pension curtailment, as well as costs related to CEO/CFO retirement agreements recorded in 2007.

(2) Includes capital leases obligations of: $0.8 million, $0.6 million, $0.9 million, $1.7 million and $0.1 million as of December 31, 2008, 2007, 2006, 2005 and 2004
respectively.

(3) Results for the year ended December 31, 2004 include a $6.6 million pre-tax charge for an inventory write-down related to a change in our warehousing and inventory
carrying practices.

tem 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

This Annual Report contains certain statements that are ‘‘forward-looking statements” as that term is defined under the Private
Securities Litigation Reform Act of 1995 (the “Act”) and releases issued by the Securities and Exchange Commission. The words
“may,” “hope,” “should,” “expect,” “plan,” “anticipate,” “intend,” “believe,” “estimate,” “predict,” “potential,” “continue,” and
other expressions which are predictions of or indicate future events and trends and which do not relate to historical matters, identify
Jorward-looking statements. We believe that it is important to communicate our future expectations to our stockholders, and we,
therefore, make forward-looking statements in reliance upon the safe harbor provisions of the Act. However, there may be events in
the future that we are not able to accurately predict or control, and our actual results may differ materially from the expectations we
describe in our forward-looking statements. Forward-looking statements involve known and unknown risks, uncertainties and other
Jactors, which may cause our actual results, performance or achievements to differ materially from anticipated future results,
performance or achievements expressed or implied by such forward-looking statements. Factors that could cause or contribute to
such differences include, but are not limited to, the cyclicality and highly competitive nature of some of our end markets which can
affect the overall demand for and pricing of our products, changes in the price of and demand for oil and gas in both domestic and
international markets, variability of raw material and component pricing, changes in our suppliers’ performance, fluctuations in
Joreign currency exchange rates, our ability to continue operating our manufacturing facilities at efficient levels including our ability
fo continue to reduce costs, our ability to generate increased cash by reducing our inventories, our prevention of the accumulation of
excess inventory, our ability to successfully implement our acquisition strategy, increasing interest rates, our ability to continue to
successfully defend product liability actions including asbestos-related claims, as well as the uncertainty associated with the current
worldwide economic downturn and credit crisis and the continuing impact on economic and financial conditions in the United States
and around the world as a result of terrorist attacks, current Middle Eastern conflicts and related matters. We advise you to read
Jfurther about certain of these and other risk factors set forth in Part I Item 14, “Risk Factors” of this Annual Report. We undertake no
obligation to publicly update or revise any forward-looking statement, whether as a result of new information, future events or
otherwise.

2 iy
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Overview

CIRCOR International, Inc. is a leading provider of valves and other highly engineered products that allow customers around the
world to use fluid safely and efficiently in the instrumentation, fluid regulation, aerospace and energy markets. We offer one of the
industry’s broadest and most diverse range of products — a range that allows us to supply end-users with a wide array of valves and
component products for fluid systems.

We have organized the Company into two segments: Instrumentation and Thermal Fluid Controls Products and Energy Products. The
Instrumentation and Thermal Fluid Controls Products segment serves our broadest variety of end-markets, including military and
commercial acrospace, chemical processing, marine, power generation, commercial HVAC systems, petroleum and gas processing
and refining, food and beverage processing, medical equipment and other general industrial markets. The Energy Products segment
primarily serves the oil and gas exploration, production and distribution markets.

Our growth strategy includes organic profitable growth as well as strategic acquisitions that extend our current offering of engineered
flow control products. For organic growth, our businesses focus on developing new products and reacting quickly to changes in
market conditions in order to help grow our revenues. Regarding acquisitions, we have made thirteen acquisitions in the last seven
years that extended our product offerings. Our acquisitions of Loud in January 2005 and Industria in October 2005 provided us with
complementary aerospace component and subassembly manufacturing capabilities. In February 2006, we acquired two businesses:
Hale Hamilton and its subsidiary Cambridge Fluid Systems, a leading provider of high pressure valves and flow control equipment,
and Sagebrush which provides pipeline flow control and measurement equipment to oil and gas markets. In July 2007, we purchased
the assets of SEI, a leader in the design of pneumatic controls and inflation systems for the aerospace, marine, defense, and industrial
markets. In May 2008, we acquired Motor Tech, a leader in the design and manufacture of specialty electric motors, actuators, and
tachometers for acrospace, defense, medical and transportation markets.

Regarding our 2008 financial results, we had record revenues of $793.8 million, a 19% increase over 2007 with double digit growth in
both segments as a result of a strong backlog entering the year, favorable foreign exchange rate impacts of $18.8 million, and robust
end markets during the first half of 2008. Our net loss was $59.0 million and our diluted earnings were a loss of $3.51 per share.
Special charges that substantially consist of non-cash goodwill and intangible asset impairments resulted in a $129.2 million reduction
in net income.

We enter 2009 with significantly more uncertainty than we did 2008 with an ending backlog of $342.7 million as of December 31,
2008 which is $48.9 million lower than $391.6 million as of December 31, 2007. The recent macroeconomic factors impacting global
credit markets, the drop in oil and gas prices, large swings in global currencies and general weakness in most business industries have
reduced our 2009 revenue and earnings outlook compared to 2008. While the magnitude and timing of deteriorating economic
conditions on our businesses are highly volatile, we have proactively developed and are ready to implement other contingency plans in
order to protect market share, quality of earnings and cash flow. At the same time, we are continuing to dedicate resources to pursuing
and achieving certain strategic deployment objectives which, we believe, will enable us to emerge from economic recession even
stronger than we entered it.

During 2008 across the Company, we continued to strengthen our management teams and accelerated our lean operating improvement
initiatives, both with respect to our manufacturing operations and to our front and back office processes. These efforts contributed to
improvements in both our Energy Products and Instrumentation and Thermal Fluids segments. The Energy Products segment achieved
record revenues and record operating margins in 2008. Our Instrumentation and Thermal Fluid Products segment, while adversely
impacted by a non-cash special charge for an impairment of our goodwill and intangible assets and an increase in our asbestos costs
related to Leslie, also achieved record revenues and realized meaningful operational improvements during 2008.

Regarding cash flow in 2008, we generated cash flow from operating activities of $64.8 million, or 8% of revenues, an increase of
$7.9 million compared to $56.9 million generated in 2007. The increase from 2007 resulted primarily from greater 2008 profitability
before adjusting for impairment charges compared to 2007. We also used $48.9 million of cash for investing activities and $7.1
million in financing activities. As of December 31, 2008, we believe we remain a well-capitalized company with total debt-to-total
shareholders equity of 4%.

Basis of Presentation

All significant intercompany balances and transactions have been eliminated in consolidation. Certain prior period financial statement
amounts have been reclassified to conform to currently reported presentations. We monitor our business in two segments:
Instrumentation and Thermal Fluid Controls Products and Energy Products.

We operate and report financial information using a 52-week fiscal year ending December 31. The data periods contained within our
Quarterly Reports on Form 10-Q reflect the results of operations for the 13-week, 26-week and 39-week periods which generally end
on the Sunday nearest the calendar quarter-end date.
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Critical Accounting Policies

The following discussion of accounting policies is intended to supplement the section “Summary of Significant Accounting Policies”
presented in Note 2 to our consolidated financial statements. These policies were selected because they are broadly applicable within
our operating units. The expenses and accrued liabilities or allowances related to certain of these policies are initially based on our
best estimates at the time of original entry in our accounting records. Adjustments are recorded when our actual experience, or new
information concerning our expected experience, differs from underlying initial estimates. These adjustments could be material if our
actual or expected experience were to change significantly in a short period of time. We make frequent comparisons of actual
experience and expected experience in order to mitigate the likelihood of material adjustments.

Except for income taxes and a change in the measurement of pension liabilities, there have been no significant changes from the
methodology applied by management for critical accounting estimates previously disclosed in our 2007 Annual Report on Form 10-K.
The methodology applied to management’s estimate for income taxes has changed due to the implementation of a new accounting
pronouncement as described below and in Note (8) of the accompanying consolidated financial statements.

Revenue Recognition

Revenue is recognized when products are delivered, title and risk of loss have passed to the customer, no significant post-delivery
obligations remain and collection of the resulting receivable is reasonably assured. Shipping and handling costs invoiced to customers
are recorded as components of revenues and the associated costs are recorded as cost of revenues.

Allowance for Inventory

We typically analyze our inventory aging and projected future usage on a quarterly basis to assess the adequacy of our inventory
allowances. We provide inventory allowances for excess, slow-moving, and obsolete inventories determined primarily by estimates of
future demand. The allowance is measured as the difference between the cost of the inventory and estimated market value and charged
to the provision for inventory, which is a component of our cost of revenues. Assumptions about future demand are one of the primary
factors utilized to estimate market value. At the point of the loss recognition, a new, lower-cost basis for that inventory is established,
and subsequent changes in facts and circumstances do not result in the restoration or increase in that newly established cost basis.

Our net inventory balance was $183.3 million as of December 31, 2008, compared to $171.7 million as of December 31, 2007. Our
inventory allowance as of December 31, 2008 was $12.5 million, compared to $11.6 million as of December 31, 2007. Our provision
for inventory obsolescence was $5.1 million, $3.5 million, and $5.6 million, for 2008, 2007, and 2006, respectively.

If there were to be a sudden and significant decrease in demand for our products, or if there were a higher incidence of inventory
obsolescence because of changing technology and customer requirements, we could be required to increase our inventory allowances
and our gross profit could be adversely affected.

Inventory management remains an area of focus as we balance the need to maintain adequate inventory levels to ensure competitive
lead times against the risk of inventory obsolescence because of changing technology and customer requirements.

Penalty Accruals

Some of our customer agreements, primarily in our project related businesses, contain late shipment penalty clauses whereby we are
contractually obligated to pay consideration to our customers if we do not meet specified shipment dates. The accrual for estimated
penalties is shown as a reduction of revenue and is based on several factors including limited historical customer settlement
experience and management’s assessment of specific shipment delay information. Accruals related to these potential late shipment
penalties as of the December 31, 2008 and 2007 were $10.6 million and $4.0 million, respectively. As we conclude performance under
these agreements, the actual amount of consideration paid to our customers may vary significantly from the amounts we currently
have accrued.

Concentrations of Risk

Financial instruments that potentially subject us to concentrations of credit risk consist primarily of cash, cash equivalents, short-term
investments and trade receivables. A significant portion of our revenue and receivables are from customers who are either in or service
the energy, industrial, and aerospace markets. We perform ongoing credit evaluations of our customers and maintain allowances for
potential credit losses. During 2008 and 2007, the Company has not experienced any significant losses related to the collection of our
accounts receivable. For the year ended December 31, 2008, we had one customer in our Energy Products segment that accounted for
11.4% of the Company’s consolidated revenues. For the year ended December 31, 2007, we had no customers with revenues that
exceeded the threshold of 10% of the Company’s consolidated revenues.
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Purchase Accounting

In connection with our acquisitions, we assess and formulate a plan related to the future integration of the acquired entity. This process
begins during the due diligence process and is concluded within twelve months of the acquisition. Our methodology for allocating the
purchase price relating to purchase acquisitions is determined through established valuation techniques for industrial manufacturing
companies and we typically utilize third party valuation firms to assist in the valuation of certain tangible and intangible assets. We
accrue estimates for certain costs, related primarily to personnel reductions and facility closures or restructurings, anticipated at the
date of acquisition, in accordance with Financial Accounting Standards Board (“FASB”) Statement No. 141 “Business Combinations”
and Emerging Issues Task Force Issue No. 95-3, “Recognition of Liabilities in Connection with a Purchase Business Combination.”
Adjustments to these estimates are made during the acquisition allocation period, which is generally up to twelve months from the
acquisition date as plans are finalized. Subsequent to the allocation period, costs incurred in excess of the recorded acquisition
accruals are generally expensed as incurred and if accruals are not utilized for the intended purpose the excess is recorded as an
adjustment to the cost of the acquired entity, usually decreasing goodwill.

Legal Contingencies

We are currently involved in various legal claims and legal proceedings, some of which may involve substantial dollar amounts.
Periodically, we review the status of each significant matter and assess our potential financial exposure. If the potential loss from any
claim or legal proceeding is considered probable and the amount can be estimated, we accrue a liability for the estimated loss.
Significant judgment is required in both the determination of probability and the determination as to whether an exposure can be
reasonably estimated. Because of uncertainties related to these matters, accruals are based on the best information available at the
time. As additional information becomes available, we reassess the potential liability related to our pending claims and litigation and
may revise our estimates. Such revisions in the estimates of the potential liabilities could have a material adverse effect on our
business, results of operations and financial position. For more information related to our outstanding legal proceedings, see
“Contingencies and Guarantees” in Note (14) of the accompanying consolidated financial statements as well as “Legal Proceedings”
in Part I, Item 3.

Impairment Analysis

As required by SFAS No.142, “Goodwill and Intangible Assets”, we perform an annual assessment as to whether there was an
indication that goodwill and certain intangible assets are impaired. We also perform impairment analyses whenever events and
circumstances indicate that goodwill or certain intangibles may be impaired. In assessing the fair value of goodwill, we use our best
estimates of future cash flows of operating activities and capital expenditures of the reporting unit, the estimated terminal value for
each reporting unit, and a discount rate based on weighted average cost of capital.

Certain negative macroeconomic factors began to impact the global credit markets in late 2008 and we noted significant adverse
trends in business conditions in the fourth quarter of 2008. Concurrent with these adverse developments, we commenced our annual
impairment assessment of goodwill and certain intangible assets. In connection with preparing the impairment assessment, we
identified deterioration in the expected future financial performance of our Instrumentation and Thermal Fluid Controls segment
compared to the expected future financial performance of this segment at the end of 2007. We also determined that the appropriate
discount rate (based on weighted average cost of capital) as of December 31, 2008 was significantly higher than the discount rate used
in our 2007 impairment assessment. As a result, we recognized goodwill and intangible impairments of $140.3 million and $1.0
million, respectively, within the Instrumentation and Thermal Fluid Controls segment for the year ended December 31, 2008.

If our estimates or related projections change in the future due to changes in industry and market conditions, we may be required to
record additional impairment charges.

The goodwill recorded on the consolidated balance sheet as of December 31, 2008 was $32.1 million compared with $169.1 million as
of December 31, 2007. The amounts of our non-amortizing intangible assets were $17.3 million and $18.7 million, as of December 31,
2008 and 2007, respectively. Based on impairment tests performed, there was no impairment of our goodwill in 2007 or 2006.

As a result of the evolving factors associated with Leslie’s asbestos matters, our outlook of diminished future cash flow for Leslie,
which is reported in our Instrumentation and Thermal Fluid Controls, was an indicator of impairment that triggered an impairment
analysis on the long-lived assets of Leslie’s in accordance with SFAS No. 144 in the fourth quarter 2007. As part of our year-end 2008
closing process, with the assistance of an independent third-party appraisal firm, an updated SFAS No. 144 impairment analysis was
performed again for Leslie. This analysis led us to conclude that the fair value of Leslie’s long-lived assets was at least equal to net
book value, and no impairment charge was necessary.
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Income Taxes

Significant management judgment is required in determining our provision for income taxes, deferred tax assets and liabilities and any
valuation allowance. Our effective tax rates differ from the statutory rate due to the impact of research and product development tax
credits, extraterritorial income exclusion, domestic manufacturing deduction, state taxes, and the tax impact of non-U.S. operations.
Our effective tax rate was 44.9%, 31.1%, and 30.6%, for 2008, 2007, and 2006, respectively. The tax rate for 2008 included the tax
impact of an adjustment for goodwill and intangible impairment of $141.3 million for which the tax basis was $32.8 million.
Excluding the goodwill and impairment charge, the 2008 effective tax rate would have been 30.3%.

For 2009, we expect an effective income tax rate of 32.0%. Our future effective tax rates could be adversely affected by earnings
being lower than anticipated in countries where we have lower statutory rates and vice versa. Changes in the valuation of our deferred
tax assets or liabilities, or changes in tax laws or interpretations thereof may also adversely affect our future effective tax rate. In
addition, we are subject to the continuous examination of our income tax returns by the Internal Revenue Service and other tax
authorities. We regularly assess the likelihood of adverse outcomes resulting from these examinations to determine the adequacy of
our provision for income taxes.

In 2008, deferred income tax liabilities decreased primarily due to the reversal of prior depreciation differences, amortization relating
to non-goodwill intangibles and the impairment charge related to tax basis goodwill. Tax basis goodwill will continue to be amortized
over its remaining life. Deferred income tax assets increased primarily due to an increase in other comprehensive income, accrued
expenses and the shift of the goodwill related deferred tax from a deferred tax liability to a deferred tax asset following the impairment
charge. Regarding deferred income tax assets, we maintained a total valuation allowance of $9.1 million at December 31, 2008, due to
uncertainties related to our ability to utilize these assets, primarily consisting of certain foreign tax credits, state net operating losses
and state tax credits carried forward. The valuation allowance is based on estimates of taxable income in each of the jurisdictions in
which we operate and the period over which our deferred tax assets will be recoverable. If market conditions improve and future
results of operations exceed our current expectations, our existing tax valuation allowances may be adjusted, resulting in future tax
benefits. Alternatively, if market conditions deteriorate further or future results of operations are less than expected, future
assessments may result in a determination that some or all of the deferred tax assets are not realizable. As a result, we may need to
establish additional tax valuation allowances for all or a portion of the gross deferred tax assets, which may have a material adverse
effect on our business, results of operations and financial condition.

In June 2006, the FASB issued Interpretation 48, “Accounting for Uncertainty in Income Taxes, an interpretation of FASB Statement
No. 109” (“FIN 48), which became effective for us beginning in 2007. FIN 48 addresses the determination of how tax benefits
claimed or expected to be claimed on a tax return should be recorded in the financial statements. Under FIN 48, the Company must
recognize the tax benefit from an uncertain tax position only if it is more likely than not that the tax position will be sustained on
examination by the taxing authorities, based on the technical merits of the position. The tax benefits recognized in the financial
statements from such a position are measured based on the largest benefit that has a greater than fifty percent likelihood of being
realized upon ultimate resolution. The result of the Company’s reassessment of its tax positions in accordance with FIN 48 did not
have a material impact on the results of operations, financial condition or liquidity.

It is the Company’s policy to record estimated interest and penalties as income tax expense and tax credits as a reduction in income
tax expense. The Company recognizes both interest and penalties as part of the income tax provision. During the year ended
December 31, 2008, the Company recognized approximately $0.1 million in interest. As of December 31, 2008, accrued interest and
penalties were $0.3 million.

Deferred tax assets and liabilities are determined based upon the differences between the financial statement and tax bases of assets
and liabilities as measured by the enacted tax rates that will be in effect when these differences reverse. Valuation allowances are
provided if based upon the weight of available evidence, it is more likely than not that some or all of the deferred tax assets will not be
realized.

As of December 31, 2008, the liability for uncertain income tax positions was $2.4 million. Due to the high degree of uncertainty
regarding the timing of potential future cash flows associated with these liabilities, we are unable to make a reasonably reliable
estimate of the amount and period in which these liabilities might be paid.

For additional information regarding the adoption of FIN 48, see “Income Taxes” in Note (8), of the accompanying consolidated
financial statements.
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Pension Benefits

We maintain two pension benefit plans, a qualified noncontributory defined benefit plan and a nonqualified, noncontributory defined
benefit supplemental plan that provides benefits to certain highly compensated officers and employees. To date, the supplemental plan
remains an unfunded plan. These plans include significant pension benefit obligations which are calculated based on actuarial
valuations. Key assumptions are made in determining these obligations and related expenses, including expected rates of return on
plan assets and discount rates. Benefits are based primarily on years of service and employees’ compensation. As of July 1, 2006, in
connection with a revision to our retirement plan, we froze the pension benefits of our qualified noncontributory plan participants.
Under the revised plan, such participants generally do not accrue any additional benefits under the defined benefit plan after July 1,
2006 and will instead receive enhanced benefits associated with our defined contribution 401(k) plan in which substantially all of our
U.S. employees are eligible to participate.

Effective December 2006, we adopted the recognition and disclosure provisions of SFAS No.158 “Employers’ Accounting for
Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106, and 132(R)”. This
Statement requires employers to recognize in their balance sheets the over-funded or under-funded status of defined benefit post-
retirement plans, measured as the difference between the fair value of plan assets and the benefit obligation (the projected benefit
obligation for pension plans and the accumulated postretirement benefit obligation for other post-retirement plans). Employers must
recognize the change in the funded status of the plan in the year in which the change occurs through other comprehensive income.
This Statement also requires plan assets and obligations to be measured as of the employers’ balance sheet date. We adopted the
measurement provisions of SFAS 158 beginning January 1, 2007. See Note (13) of the accompanying consolidated financial
statements for further information on our benefit plans.

Prior to the adoption of the recognition provisions of SFAS No. 158, we accounted for our pension benefit plans under SFAS No. 87,
“Employers Accounting for Pensions.” SFAS No. 87 required that a liability (minimum pension liability) be recorded when the
accumulated benefit obligation (ABO) exceeded the combined fair value of plan assets and accumulated pension cost. Any adjustment
was recorded as a non-cash charge to other comprehensive income in shareholders’ equity (deficit). SFAS No. 106 required that the
liability recorded should represent the actuarial present value of all future benefits attributable to an employee’s service rendered to
date. Under both SFAS No. 87 and No. 106, changes in the funded status were not immediately recognized; rather they were deferred
and recognized ratably over future periods. Upon adoption of the recognition provisions of SFAS No. 158, the Company recognized
the amounts of prior changes in the funded status of its post-retirement benefit plans through other comprehensive income (loss).

Assets of our qualified pension plan are comprised of equity investments of companies in the United States with large and small
market capitalizations, fixed income securities issued by the United States government, or its agencies, and certain international
equities. There are no common shares of CIRCOR in the plan assets.

The expected long-term rate of return on plan assets used to estimate pension expenses was 8.0% for 2008 compared to 8.5% for
2007. For the qualified plan, the discount rate used to estimate the net pension expense for 2008 was 6.25% compared to 6.15% for
2007. For the nonqualified plan, the discount rate used to estimate the net pension expenses for 2008 was 6.25% compared to 6.05% in
2007. The effect of the discount rate changes for 2008 lowered our projected benefit obligation by approximately $0.5 million and had
a negligible impact on our 2008 pension expense.

Unrecognized actuarial gains and losses in excess of the 10% corridor are being recognized over approximately a ten-year period,
which represents the weighted average expected remaining service life of the employee group. Unrecognized actuarial gains and
losses arise from several factors including experience and assumption changes in the obligations and from the difference between
expected returns and actual returns on assets.

The fair value of our defined benefit plans’ assets at December 31, 2008 was less than the estimated projected benefit obligations. The
fair value of plan assets declined $8.5 million to $20.5 million as of December 31, 2008 compared to $29.0 million as of

December 31, 2007. The Company’s net pension liability increased $10.5 million to $13.3 million as of December 31, 2008 compared
to $2.9 million as of December 31, 2007. See Note (13) of the accompanying consolidated financial statements for further information
on our benefit plans.

During 2008, we did not make any cash contributions to our defined benefit pension plans. In 2009, we do not expect to make
voluntary cash contributions, although global capital market and interest rate fluctuations will impact future funding requirements.

We derive our discount rate utilizing a commonly known pension discount curve, discounting future projected benefit obligation cash
flows to arrive at a single equivalent rate. For 2009, we utilized 6.25% as our discount rate for our pension plans on a weighted
average basis given the level of yield on corporate bond interest rates. Since there was no change in the assumed rate used for 2009
compared to 2008, there should be no impact on our projected benefit obligation or 2009 pension expense.
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We will continue to evaluate our expected long-term rates of return on plan assets and discount rates at least annually and make
adjustments as necessary; such adjustments could change the pension and post-retirement obligations and expenses in the future. If the
actual operation of the plans differ from the assumptions, additional contributions by us may be required. If we are required to make
significant contributions to fund the defined benefit plans, reported results could be adversely affected and our cash flow available for
other uses may be reduced.

Year Ended December 31, 2008 Compared to the Year Ended December 31, 2007

The following tables set forth the results of operations, percentage of net revenue and the period-to-period percentage change in
certain financial data for the year ended December 31, 2008 and December 31, 2007:

Year Ended
December 31, 2008 December 31, 2007 % Change
(Dollars in thousands)

NEt TEVENUES ....ceveveeveviereeeeeeseenreeneeeeease e seessesaesreenneaeans $ 793,816 100.0% $ 665,740 100.0% 19.2%
COSt OF TEVEIUES....ccereicrireieieeeeenenrereeeeresereannreeeeesesssensneness 541,519 68.2 470,373 70.7 15.1

Gross Profit......cccvcivicieciiiniiniiniie s 252,297 31.8 195,367 29.3 29.1
Selling, general and administrative eXpenses.................... 143,157 18.0 128,552 19.3 11.4
Asbestos charges, Net.........ccovvvivviniiininieneens 8,311 1.0 7,534 1.1 10.3
Special Charges ........cccoeivveiiiiiinieeice e 141,457 17.8 2,514 04 n/m

Operating income (10SS) ......ccoovvvvvieinieniniennenieneneas (40,628) (5.1) 56,767 8.5 (171.6)
Other (income) expense:

Interest (income) exXpense, Net..........cocveevvvverieuenenn (180) (0.0) 3,001 0.5 (106.0)

Other (income) exXpense, Net.........cocovieiuivieruenernnnne 270 0.0 (1,257) 0.2) (121.5)

Total other eXpense ........cccoeevererinienieinrenieseenense 90 0.0 1,744 0.3 (94.8)
Income (loss) before income taxes........c..ccoceviveririerunnnns (40,718) G 55,023 8.3 (174.0)
Provision for inCome taxes.........cceevueeerervcerinneriesurenenanens 18,297 2.3 17,112 2.6 6.9

Net income (10SS) .ovveeeeeeieneriecirrecrrereeaesrenniaens $ (59,015) 74 3 37,911 5.7 (255.7)

Net Revenue

Net revenues for the year ended December 31, 2008 increased by $128.1 million, or 19.2%, to $793.8 million, from $665.7 million for
the year ended December 31, 2007. The increase in net revenues for the year ended December 31, 2008 was attributable to the
following:

Year Ended
December 31, December 31, Total Foreign
Segment 2008 2007 Change Acquisitions Divestiture Operations Exchange
(In thousands)

Instrumentation & Thermal Fluids

Control .....cceeeerevvecenerireeseenereceniean $ 378,114 $ 343,596 $ 34518 § 2,933 § - $ 30860 $ 725
ENergy...ccccooccvveniiiiiiiiiiniccececeieenn, 415,702 322,144 93,558 - - 75,521 18,037
Total .o $ 793816 $ 665740 § 128,076 $ 2,933 § - §$ 106,381 $ 18,762

The Instrumentation and Thermal Fluid Controls Products segment accounted for 48% of net revenues for the year ended
December 31, 2008 compared to 52% for the year ended December 31, 2007. The Energy Products segment accounted for 52% of net
revenues for the year ended December 31, 2008 compared to 48% for the year ended December 31, 2007.

Instrumentation and Thermal Fluid Controls Products revenues increased $34.5 million, or 10%, for the year ended December 31,
2008 compared to the same period in 2007. The increase in revenues was the net result of several factors. This segment’s customer
orders increased 3% in 2008 compared to 2007. Business units in this segment benefited from higher volumes and selling prices. In
addition, revenue increased an incremental $2.9 million as a result of the May 2008 acquisition of Motor Tech which complemented
this segment’s sales to aerospace, defense, medical and transportation end markets. This segment’s year to date revenues also included
a $0.7 million increase due to higher foreign exchange rates compared to the US dollar. The 2009 outlook for this segment has
significantly more uncertainty than we had entering 2008. This segment’s order backlog ended 2008 $33.0 million higher than the
fourth quarter of 2007 however, we have seen some recent declines in HVAC, semiconductor and other general industry markets
partially offset by strength in multi-year military aerospace. Due to the volatility and uncertainty in these markets, as well as currency
fluctuations, at this time we are uncertain of the magnitude and duration of these potential declines and the impact on this segment.
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Energy Products revenues increased by $93.6 million, or 29%, for the year ended December 31, 2008 compared to the same period in
2007. The increase in revenues was the net result of an incremental $75.5 million from organic increases in revenues which included
$52.1 million for large international projects and fabricated systems in North America and the balance from standard products sold
through distribution. We believe the total organic revenue increase resulted from an escalation in worldwide demand for oil and
natural gas that has motivated producers to increase their drilling, production, and distribution facilities. This segment’s revenues also
included an $18.0 million increase over 2007 due to higher foreign exchange rates compared to the US dollar. Orders for this segment
declined $71.0 million to $333.8 million for the year ended December 31, 2008 compared to $404.8 million for the year ended
December 31, 2007 primarily due to lower international project bookings. Backlog has declined by $81.9 million to $172.9 million as
of December 31, 2008 compared to the same period in 2007. With the sharp declines in oil rig counts and volatile prices for gas and
oil, we anticipate a decline in energy orders during 2009. Due to the volatility and uncertainty in these markets, as well as currency
fluctuations, at this time we are uncertain of the magnitude and duration of these potential declines and the impact on this segment.

Gross Profit

Consolidated gross profit increased $56.9 million or 29% to $252.3 million for the year ended December 31, 2008 compared to $195.4
million for the same period in 2007. Consolidated gross margin of 31.8% for 2008 was an increase of 250 basis points from 2007.

Gross profit for the Instrumentation and Thermal Fluid Controls Products segment increased $16.8 million for the year ended
December 31, 2008 compared to the same period in 2007. Gross profit increased on higher unit volume increases related to market
growth as well as customer price increases, product mix, favorable currency rates, improved productivity and the Motor Tech
acquisition; however, these increases were partially offset by higher costs including continuing higher raw material costs, especially
brass, stainless steel and other nickel-based alloys. We continue to look at outsourcing and foreign-sourcing to lower our cost of goods
sold. We also remain focused on lean manufacturing initiatives not only to achieve more linear and efficient production levels, but to
ensure a more predictable flow of inventory from our global suppliers.

Gross profit for the Energy Products segment increased $40.2 million or 45% for the year ended December 31, 2008 compared to the
same period in 2007. The gross profit increase was comprised of $4.9 million due to higher foreign exchange rates compared to the
US dollar and $35.3 million due to other activities primarily driven by higher unit volumes, favorable mix and pricing of large
international projects, and improved productivity. This increase was partially offset by higher material costs and unfavorable currency
impact from sourcing materials from the People’s Republic of China with the continued appreciation of the RMB as compared to the
US dollar affecting our energy products sold through distribution.

Selling, General and Administrative Expenses

Selling, general and administrative expenses increased $14.6 million, or 11%, to $143.2 million for the year ended December 31, 2008
compared to $128.6 million for 2007. Selling, general and administrative expenses were 18.0% of revenues for 2008, a decrease of
130 basis points from 2007.

Selling, general and administrative expenses for the Instrumentation and Thermal Fluid Controls Products segment increased by $5.9
million over 2007, which was due to higher commissions and selling expenses associated with revenue growth, and the incremental
impact from our 2008 acquisition of Motor Tech.

Selling, general and administrative expenses for the Energy Products segment increased 15% or $6.0 million. This segment incurred
higher commissions and selling expenses to support its 29% revenue growth and its backlog of $172 million as of December 31, 2008.
In addition, approximately 23% of the increase is due to higher foreign exchange rates compared to the U.S. dollar.

Corporate, general and administrative expenses increased $2.7 million to $20.6 million in 2008 compared to the year ended
December 31, 2007. The increase was primarily from higher compensation costs and claims expense.

Asbestos Charges, Net

Asbestos charges are associated with our Leslie subsidiary in the Instrumentation and Thermal Fluid Controls segment. Net asbestos
related costs increased to $8.3 million for the fiscal year ended December 31, 2008 compared to $7.5 million for the year ended
December 31, 2007. This increase was the result of lower insurance recoveries and higher gross defense expenses offset by lower
indemnity and adverse verdict costs.
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Special Charges

During the twelve months ended December 31, 2008 we recorded special charges of $141.5 million. In connection with our annual
SFAS No. 142 goodwill and intangible asset impairment analysis, we recorded goodwill and intangible impairments of $141.3
million. The additional charge of $0.2 million related to costs associated with the Company’s former CFO retirement agreement. For
the year ended December 31, 2007, special charges of $2.5 million were recorded, including $2.4 million related to costs associated
with the Company’s CEO and CFO retirement agreements, specifically the accelerated vesting of certain equity awards, $1.2 million
pertaining to severance and facility costs primarily from closing a facility located in Connecticut within the Instrumentation and
Thermal Fluid Controls segment, and a $1.2 million net gain related to the sale of facilities classified as held for sale within the
Energy Products segment.

Operating Income (Loss)

The change in operating income (loss) for the year ended December 31, 2008 compared to the year ended December 31, 2007 was as
follows:

Year Ended
December 31, December 31, Total Foreign
Segment 2008 2007 Change Acquisitions Divestiture Operations Exchange
(In thousands)

Instrumentation & Thermal Fluid

Controls........coeerveerveenrerceesennuens $ (103,728) $ 26,287 $ (130,015) $ (1,035 $ - $ (137,495) $ 8,515
| 2511 42 2RO 83,819 50,691 33,128 - - 29,587 3,541
COTPOrate .....cveovereeererereneinivieesaens (20,719) (20,211) (508) - - (508) -
TOAL e eeereeeeses e seseeseens $ (40,628) $ 56,767 $ (97,395 $ (1,035) $ ~ $ (108,416) $ 12,056

Operating income decreased $97.4 million or 172% to a net loss of $40.6 million for the year ended December 31, 2008 compared to
the same period in 2007. Excluding special charges of $141.5 million, comprised primarily of non-cash related goodwill and
intangible asset impairments, operating income increased $41.5 million, or 70%, to $100.8 million for the year ended December 31,
2008 compared to $59.3 million in 2007, on a 19% increase in revenues in 2008.

Operating income for the Instrumentation and Thermal Fluid Control Products segment decreased $130.0 million, or 495%, to a net
loss of $103.7 million for the year ended December 31, 2008 compared to a net profit of $26.3 million due to goodwill and intangible
asset impairments of $141.3 million. Operating margins for this segment declined 3,510 basis points to (27.4%) for the year ended
2008 compared to 7.7% for 2007. Excluding special charges consisting mainly of goodwill and intangible impairment, operating
income for this segment increased $10.0 million, or 36%, to $37.6 million compared to $27.5 million for the year ended December 31,
2007. Excluding special charges, operating margins for this segment increased 190 basis points to 9.9% on a revenue increase of 10%
for 2008 compared to 2007. Higher unit volume, price increases, favorable product mix and exchange rates as well as the Motor Tech
acquisition helped offset higher asbestos litigation related costs and higher raw material costs resulting in improved overall margins.

Operating income for the Energy Products segment increased $33.1 million, or 65%, for the year ended December 31, 2008 compared
to the same period in 2007. Operating margins increased 450 basis points to 20.2% on a revenue increase of 29%, compared to 2007.
This segment’s increased operating income benefited from higher unit volume, a favorable mix of large international oil and gas
projects, higher foreign exchange rates compared to the U.S. dollar, and further operational improvements. This increase was partially
offset by higher material costs and unfavorable currency impact from sourcing materials from the People’s Republic of China with the
continued appreciation of the RMB as compared to the U.S. dollar affecting our energy products sold through distribution.

Interest (Income) Expense, Net

Interest (income) expense, net, decreased $3.2 million to ($0.2) million for 2008 compared to $3.0 million for 2007. The decrease in
interest expense, net was due to lower debt borrowings during 2008 against our revolving credit facility and higher interest income
primarily from cash deposits and investments.

Other (Income) Expense, Net

Other (income) expense, net was $0.3 million expense for the year ended December 31, 2008 compared to ($1.3) million income in
the same period of 2007. The difference in the amounts of other income was largely due to the 2007 gain on the sale of an investment
in a small European business within our Instrumentation and Thermal Fluid Control Products segment for $1.6 million.
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Provision for Income Taxes

The effective tax rate was 44.9% for the year ended December 31, 2008 compared to 31.1% for the same period of 2007. The tax rate
for 2008 included the tax impact of goodwill and intangible impairment charges of $141.3 million for which the tax basis was $32.8
million and a $12.2 million tax benefit was recorded. Excluding the goodwill and intangible impairment charge, the 2008 effective tax
rate would have been 30.3%. The tax rate excluding impairment decreased from the prior year primarily due to the 2008 tax rate
reduction in certain foreign jurisdictions.

Net Income (Loss)

Net income decreased $96.9 million or 256%, to a net loss of $59.0 million for the year ended December 31, 2008 due to an increase
in special charges comprised primarily of non-cash related goodwill and intangible impairment charges. These 2008 special charges
resulted in a $129.2 million reduction in net income for the year ended December 31, 2008. This 2008 loss was partially offset by
increased profitability of the Energy Products and Instrumentation and Thermal Fluid Controls Products segments, lower corporate
special charges, favorable exchange rates compared to the U.S. dollar, as well as lower interest expense compared to 2007.

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

The following tables set forth the results of operations, percentage of net revenue and the period-to-period percentage change in
certain financial data for the year ended December 31, 2007 and December 31, 2006:

Year Ended
December 31, 2007 December 31, 2006 % Change
(Dollars in thousands)

NEETEVENUES ...eevvieerieieveeeeeieeresereeersreserseernneeesseesnaesssessssenn: $ 665,740 100.0% $ 591,711 100.0% 12.5%
COSt Of TEVEIIUES......coovveriieiireiinirireeeeevenierrereeeeeeesavsseeeeseenn. 470,373 70.7 418,803 70.8 12.3

GTOSS PIOfit....cvevereriesreniecresereereerreneeesneseesreesesenanen. 195,367 29.3 172,908 29.2 13.0
Selling, general and administrative eXpenses.........c...couounn.e. 128,552 19.3 122,369 20.7 5.1
Asbestos Charges, Net.........cocovvereriereerrrirnsiesciee e 7,534 1.1 2,351 0.1 220.5
Special Charges ..........cccvveeerereerreerererrereeneeeeeeisenee. 2,514 04 678 0.1 n/m

Operating iNCOME .......c.oeceeerererereersersenserieseessesessensen. 56,767 8.5 47,510 8.0 19.5
Other (income) expense:

Interest EXPense, Nt ........ccccvrvrerierercrenrenenecrecsereenen. 3,001 0.5 5,117 0.9 414

Other (income) expense, Net.........c.ccerveeeeererveererncenen. (1,257) 0.2) 134 - n/m

Total other eXpense .......cccccevereereerreceercecncrserecnen. 1,744 0.3 5,251 0.9 (66.8)
Income before iNCOME tAXES ....ovevrreeerererinercrererrereieesnenne 55,023 83 42,259 7.1 30.2
Provision for inCOME taxes.........cocveeereueecerrrerennreessneesenene: 17,112 2.6 12,931 2.2 323

NEL INCOME ...cveereereieerieecrereereeereereeressesasenaessaesane. $ 37,911 57 % 29,328 50 29.3

Net Revenue

Net revenues for the year ended December 31, 2007 increased by $74.0 million, or 13%, to $665.7 million, from $591.7 million for
the year ended December 31, 2006. The increase in net revenues for the year ended December 31, 2007 was attributable to the
following:

Year Ended
December 31, December 31, Total Foreign
Segment 2007 2006 Change Acquisitions Divestiture Operations Exchange
(In thousands)

Instrumentation & Thermal Fluids

Control .....ooceeeviiriiecieereeeee e $ 343,596 $ 312,700 $ 30,896 $ 2434 $§ (7,805) $ 25916 $ 10,351
ENErgy...cceoveveeiirtcrreestnrctec e 322,144 279,011 43,133 4,712 - 26,549 11,872
Total...ceeieeceee e $ 665740 $ 591,711 § 74,029 $ 7,146 $§ (7,805) $ 52,465 § 22,223

The Instrumentation and Thermal Fluid Controls Products segment accounted for 52% of net revenues for the year ended
December 31, 2007 compared to 53% for the year ended December 31, 2006. The Energy Products segment accounted for 48% of net
revenues for the year ended December 31, 2007 compared to 47% for the year ended December 31, 2006.
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Instrumentation and Thermal Fluid Controls Products revenues increased $30.9 million, or 10%, for the year ended December 31,
2007 compared to the same period in 2006. The increase in revenues was the net result of several factors. This segment’s customer
orders increased 14% in 2007 compared to 2006, excluding a small business sold in 2006. Business units in this segment benefited
from higher volumes and selling prices. Revenue increased an incremental $2.4 million from the February 2006 acquisition of Hale
Hamilton which complemented this segment’s sales to general industrial, power generation, aerospace, and chemical processing end
markets. The increase in 2007 on net revenues is also net of a decrease of revenues from our December 2006 sale of the small, break-
even French business, Société Alsacienne Regulaves Thermiques von Rohr, S.A. (“SART”), which had $7.8 million of revenue in
2006. This segment’s year to date revenues also included a $10.4 million increase due to higher foreign exchange rates compared to
the US dollar.

Energy Products revenues increased by $43.1 million, or 16%, for the year ended December 31, 2007 compared to the same period in
2006. The increase in revenues was the net result of an incremental $26.5 million from organic increases in revenues which included
$25.6 million for large international projects and fabricated systems in North America and the balance from standard products sold
through distribution. The total organic revenue increase resulted from an escalation in worldwide demand for oil and natural gas that
has motivated producers to increase their drilling, production, and distribution facilities. This segment’s revenues for standard
products sold through distribution declined in the second half of 2007 due to lower orders resulting from wet weather conditions in the
Midwest in June and July and by distributors normalizing their stocking levels, after over-buying from manufacturers during 2006 and
early 2007 due to tight supply of products. We expect our distributors to have completed their re-balancing of inventories by the first
quarter of 2008. Revenues in 2007 also increased an incremental $4.7 million from the February 2006 acquisition of Sagebrush which
produces fabricated measuring, metering, and control sub-systems for pipeline applications in the North America oil and gas markets.
This segment’s revenues also included an $11.9 million increase due to higher foreign exchange rates compared to the US dollar. The
increase in end market demand resulted in this segment’s customer backlog being 48% higher as of December 31, 2007, compared to
the same period last year and nearly equivalent to the end of the third quarter of 2007.

Gross Profit

Consolidated gross profit increased $22.5 million or 13% to $195.4 million for the year ended December 31, 2007 compared to $172.9
million for 2006. Consolidated gross margin of 29.3% for 2007 was an increase of 10 basis points from 2006.

Gross profit for the Instrumentation and Thermal Fluid Controls Products segment increased $6.6 million for the year ended
December 31, 2007 compared to the same period in 2006. Gross profit increased on higher unit volume increases related to market
growth and selective customer price increases; however, these increases were partially offset by higher costs. The higher costs
included continuing higher raw material costs, especially brass, stainless steel and other nickel-based alloys, and we were not able to
fully offset these additional costs via higher prices to customers. Also, with higher capacity utilization at critical vendors, we spent
additional amounts to counteract decreased vendor responsiveness and lengthened lead times to receive certain critical parts. Further,
we experienced lower factory productivity from re-organizing production flow in three of this segment’s U.S. plants. Measures
enacted to counter these factors include outsourcing and foreign-sourcing to lower the cost of goods sold, focusing lean manufacturing
priorities to achieve more linear and efficient production levels, and ensuring predictable flow of inventory from global suppliers. One
result of counter-measures taken was the closing in the first quarter of 2007 of a U.S. plant with similar production now being sourced
from Asian suppliers. This plant closing resulted in a special charge cost in 2007 of $1.2 million, of which $0.6 million was recorded
in each of the first two quarters of 2007. The annual savings of this closure and foreign-sourcing counter-measure is expected to be
$1.7 million.

Gross profit for the Energy Products segment increased $15.9 million or 22% for the year ended December 31, 2007 compared to the
same period in 2006. This increase included an incremental $0.9 million from the February 2006 acquisition of Sagebrush and $3.3
million increase in gross profit due to higher foreign exchange rates compared to the US dollar. The remainder of the 2007 increase
resulted from operational improvements: higher unit shipments to meet the strong global demand, customer price increases, and
further increases in foreign-sourcing which helped to lower cost of goods sold and improved linearity in production activities.

Selling, General and Administrative Expenses

Selling, general and administrative expenses increased $6.2 million, or 5%, to $128.6 million for the year ended December 31, 2007
compared to $122.4 million for 2006. Selling, general and administrative expenses were 19.3% of revenues for 2007, a decrease of
140 basis points from 2006.

Selling, general and administrative expenses for the Instrumentation and Thermal Fluid Controls Products segment decreased by $0.8
million from 2006 which was due to $3.1 million of cost savings from our SART business divested in December 2006 offset by higher
foreign exchange rates for the Euro and Pound Sterling, higher personnel-related costs at certain locations, and the incremental impact
from our 2006 acquisition of Hale Hamilton.

Selling, general and administrative expenses for the Energy Products segment increased only $2.6 million despite its 16% revenue
growth. This increase was due to higher foreign exchange rates for the Euro, incremental expense from our February 2006 acquisition
of Sagebrush, and higher commissions.
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Corporate, general and administrative expenses increased $2.0 million to $17.9 million in 2007 compared to the year ended
December 31, 2006. The increase was primarily from higher benefit costs and professional fees.

Asbestos Charges, Net

Asbestos charges are associated with our Leslie subsidiary in the Instrumentation and Thermal Fluid Controls Segment. Asbestos
charges, net for the year ended December 31, 2007 were $7.5 million compared to $2.4 million in 2006. This increase was due to an
accrual for estimated indemnity costs to resolve open asbestos claims, accruals for two adverse verdicts, and higher defense costs.

Special Charges

Special charges of $2.5 million were recorded in the year ended December 31, 2007. These charges include $2.4 million related to
costs associated with the Company’s CEO and CFO retirement agreements, specifically the accelerated vesting of certain equity
awards; $1.2 million pertaining to severance and facility costs primarily from closing a facility located in Connecticut within the
Instrumentation and Thermal Fluid Controls segment, and a $1.2 million net gain related to the sale of facilities classified as held for
sale within the Energy Products segment.

For the year ended December 31, 2006, special charges of $0.7 million were recognized including a pension curtailment charge of
$0.4 million incurred in connection with the freeze of our qualified noncontributory defined benefit plan and $0.3 million related to a
write-down of an asset classified as held for sale.

Operating Income

The change in operating income for the year ended December 31, 2007 compared to the year ended December 31, 2006 was as
follows:

Year Ended
December 31, December 31, Total Foreign
Segment 2007 2006 Change Acquisitions Divestiture Operations Exchange
(In thousands)

Instrumentation & Thermal Fluid

CONLOLS oo $ 26287 $ 27,658 $ (1,371) $ 90 $ (153) $ (2,300) $ 992
ENnergy....ccooveccinviiiniiniiiienecnieciees 50,691 36,102 14,589 458 - 11,965 2,166
COIPOTALE «rreveveeeerrseseeseereeesssssereeeenes (20,211) (16,250)  (3,961) - - (3,961) -
TOtal..coeeeeeeeeceee e $ 56,767 $ 47,510 $ 9257 § 548 $ (153) $ 5,704 $ 3,158

Operating income increased $9.3 million, or 20%, to $56.8 million for the year ended December 31, 2007 from $47.5 million for
2006, on a 13% increase in revenues in 2007.

Operating income for the Instrumentation and Thermal Fluid Controls Products segment decreased $1.4 million to $26.3 million
compared to the year ended December 31, 2006. While revenues increased 10%, operating margin declined as our businesses in this
segment were hampered by higher raw material costs, especially stainless steel and brass, manufacturing inefficiencies, and costs to
counteract decreased vendor responsiveness and increased litigation costs associated with asbestos-related claims. The French
business, SART, which was sold in December 2006, had recorded a $0.2 million profit for the 2006 period owned by us.

Operating income for the Energy Products segment increased $14.6 million, or 40% for the year ended December 31, 2007 compared
to the same period in 2006. Operating margins increased 280 basis points to 15.7% on a revenue increase of 16%, compared to 2006.
The Energy Products segment increased operating income benefited from a higher volume of shipments, price increases to customers,
further foreign sourcing that reduced cost of goods sold as well as the incremental contribution from our 2006 acquisition of
Sagebrush.

Interest Expense, Net

Interest expense, net, decreased $2.1 million to $3.0 million for 2007 compared to $5.1 million for 2006. The decrease in interest
expense, net was primarily due to $15.0 million lower outstanding balance of our 8.23% senior unsecured notes that were fully paid in
October 2006 and steadily reduced borrowings during 2007 against our revolving credit facility.

Other Income, Net

Other income, net was a $1.3 million gain for the year ended December 31, 2007 compared to $0.1 million expense in the same period
of 2006. The difference in the amounts of other income was largely the 2007 gain on the sale of an investment in a small European
business within our Instrumentation and Thermal Fluid Control Products segment for $1.6 million.
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Provision for Income Taxes

The effective tax rate was 31.1% for the year ended December 31, 2007 compared to 30.6% for the same period of 2006. The rate
increase was the net result of the expiration of the extraterritorial income exclusion in 2006, proportionally greater income in 2007
from higher taxed jurisdictions partially offset by revaluation of deferred tax assets and liabilities as a result of in foreign tax law and
lower statutory rates in Germany, the United Kingdom and Italy.

Net Income

Net income increased $8.6 million to $37.9 million for the year ended December 31, 2007 compared to $29.3 million for 2006. This
increase is primarily attributable to: increased profitability of our Energy Products segment, incremental contributions from two
acquisitions in February 2006, gains from the sale of a small European business and a former site in China, and lower interest expense
partially offset by higher production, selling, and asbestos-related litigation costs incurred by a subsidiary in our Instrumentation and
Thermal Fluid Products segment and higher corporate expenses.

Liquidity and Capital Resources

Our liquidity needs arise primarily from capital investment in machinery, equipment and the improvement of facilities, funding
working capital requirements to support business growth initiatives, acquisitions, dividend payments, pension funding obligations and
debt service costs. We continue to generate cash from operations and remain in a strong financial position, with resources available for
reinvestment in existing businesses, strategic acquisitions and managing our capital structure on a short and long-term basis.

The following table summarizes our cash flow activities for the periods indicated (In thousands):

2008 2007 2006
Cash flow provided by (used in):
Operating 8CHVITIES. .....cceverrereiierereiccreieinieii ettt bbb aeses $ 643818 $ 56,916 $ 29,858
INVESHING ACHIVITIES. . euveueerrerereeerreteeeereeree it sr et (48,920) (16,831) (68,239)
FInancing aCtiVities........coeoeveeemeirmiiiinieiiiinieniiises et (7,069) (35,529) 34,148
Effect of exchange rates on cash balances............c.ccccevieenicniiniiiicnnnnceene 3,982 1,454 1,773
Increase (Decrease) in cash and cash equivalents.............cccecvecreeeevcrninnnciniinennns $ 12,811 $ 6,010 $ (2,460)

During the year ended December 31, 2008, we generated $64.8 million in cash flow from operating activities which was $7.9 million
more than the cash flow generated during the twelve months ended December 31, 2007, primarily due to higher net income after
excluding non-cash related goodwill and intangible impairment charges. The $48.9 million used by investing activities included a net
$27.2 million for the purchase of investments, $15.0 million used for the net purchase of capital equipment, and $7.3 million for the
Motor Tech acquisition, partially offset by $0.5 million in proceeds from the sale of assets, property, plant, and equipment. Financing
activities used $7.1 million which included: a net $9.2 million of debt payments and $2.5 million in dividends paid to shareholders,
offset by $4.6 million of proceeds from the exercise of share-based compensation and related income tax effects.

As of December 31, 2008, total debt was $13.2 million compared to $22.1 million for the year ended 2007. Total debt as a percentage
of total shareholders equity was 4% as of December 31, 2008 compared to 5% as of December 31, 2007.

In December 2005, we entered into a new five-year, unsecured bank agreement that provided a $95 million revolving credit facility
and we terminated the previously available $75 million revolving credit facility. In October 2006, we amended our credit agreement to
increase the unsecured revolving credit facility to $125 million and to allow for additional indebtedness not to exceed $80 million.
This revolving credit facility is available to support our acquisition program, working capital requirements and general corporate
purposes. At December 31, 2008, we had borrowings of $7.0 million outstanding under our revolving credit facility and $36.7 million
allocated to support outstanding letters of credit.

Certain of our loan agreements contain covenants that require, among other items, maintenance of certain financial ratios and also
limit our ability to: enter into secured and unsecured borrowing arrangements; issue dividends to shareholders; acquire and dispose of
businesses; transfer assets among domestic and international entities; participate in certain higher yielding long-term investment
vehicles; and issue additional shares of our stock. We were in compliance with all covenants related to our existing debt obligations at
December 31, 2008 and December 31, 2007.

The ratio of current assets to current liabilities was 2.05:1 at December 31, 2008 compared to 1.86:1 at December 31, 2007. Cash and
cash equivalents were $47.5 million as of December 31, 2008 compared to $34.7 million as of December 31, 2007.
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In 2009, we expect to generate positive cash flow from operating activities sufficient to support our capital expenditures, payments to
reduce our outstanding revolving credit facility balance to zero and pay dividends approximating $2.5 million based on our current
dividend practice of paying $0.15 per share annually. Based on our expected cash flows from operations and contractually available
borrowings under our credit facilities, we expect to have sufficient liquidity to fund working capital needs and future growth. We
continue to search for strategic acquisitions in the flow control market. A larger acquisition may require additional borrowings and or
the issuance of our common stock.

The public and private capital and credit markets in the United States and around the world continue to experience extreme volatility,
disruption and general slowdown at unprecedented levels. This has spawned an unprecedented deterioration in many industrial
markets including several of the markets into which we sell our products. The breadth, depth and duration of this crisis remains
uncertain. These conditions can adversely affect our revenue, results of operations and overall financial growth. Additionally, many
lenders and institutional investors have reduced, and in some cases, ceased to provide funding to borrowers, including other financial
institutions. Although we do not currently anticipate a need to access the credit markets for new financing in the short-term, a
prolonged constriction on future lending by banks or investors could result in higher interest rates on future debt obligations or could
restrict our ability to obtain sufficient financing to meet our long-term operational and capital needs or could limit our ability in the
future to consummate strategic acquisitions. The current uncertainty and turmoil in the credit markets may also negatively impact the
ability of our customers and vendors to finance their operations which, in turn, could result in a decline of our sales and in our ability
to obtain necessary raw materials and components, thus potentially having an adverse effect on our business, financial condition or
results of operations.

The following table summarizes our significant contractual obligations and commercial commitments at December 31, 2008 that
affect our liquidity:

Payments due by Period
Less Than 1-3 4-5 More than
Total 1 Year Years Years 5 years

Contractual Cash Obligations: (In thousands)
Current portion of long-term debt..........cccovrercieerrnienincseenennan, $ 622 $ 622 § - $ - S -
Total short-term bOITOWINES ......cocccvrererceierereerereeeecrereeeeseeceeenne. 622 622 - - -
Long-term debt, less current portion...........ccceeeeereerereenerseencrsenenenen, 12,528 — 7,453 205 4,870
Interest payments on debt ........c.coceereemeenircerrcceseeceee e, 1,389 181 302 264 642
Operating leases.........cccevererrrinrnteere ettt s, 15,484 5,323 4,573 2,162 3,426
Total contractual cash Obligations............ccceceeverieveeesrerinieeseseeresieens, $ 30,023 §$ 6,126 $§ 12328 § 2631 $ 8,938
Other Commercial Commitments:
U.S. standby letters of credit.........cocveeeveeirenieeeneneereeencrecieeeeeeens $ 4231 $§ 4,114 § 117 § - 8 -
International standby letters of credit.........cccevereerenercenvenrcneieeneneenen, 32,638 6,517 18,510 7,611 -
Commercial contract COMMItMENLS .........cceeeeerreereeerensrerenrererreernrennen, 62,273 61,230 407 244 392
Total commercial COMMITMENLS.........ccceveerverreerveereenreereereerseerseensenan: $ 99,142 $§ 71861 $§ 19034 § 7855 §$ 392

The most significant of our contractual cash obligations at December 31, 2008 related to our revolving credit facility totaling $7.0
million. The interest on the revolving credit facility, as well as interest on certain of our other debt balances, with scheduled repayment
dates between 2008 and 2020 and interest rates ranging between 1.37% and 6.40%, have been included in the Interest Payments on
Debt line within the Contractual Cash Obligations schedule.

The most significant of our commercial contract commitments includes approximately $61.1 million of commitments related to open
purchase orders. All of these open purchase orders are not expected to extend beyond 2009. As of December 31, 2008, we did not
have any open purchase order commitments that extend beyond 2010.

We did not contribute to our pension plan trust during the fiscal years ended December 31, 2007 and 2008. We do not expect to make
plan contributions for 2009. The estimates for plan funding for future periods may change as a result of the uncertainties concerning
the return on plan assets, the number of plan participants, and other changes in actuarial assumptions. We anticipate fulfilling these
commitments through our generation of cash flow from operations.

Off-Balance Sheet Arrangements

We have no off-balance sheet arrangements, other than operating leases, that have or are reasonably likely to have a current or future
effect on our financial condition, changes in financial condition, revenues or expenses, results of operations, liquidity, capital
expenditures, or capital resources that is material to investors.
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New Accounting Standards

In September 2006, the FASB issued SFAS No.157 (“SFAS 157”), “Fair Value Measurements”. SFAS 157 defines fair value,
establishes a U.S. GAAP framework for measuring fair value, and expands financial statement disclosures about fair value
measurements. We adopted SFAS 157 on January 1, 2008. The adoption of this Standard had no material effect on our results of
operations or financial condition. In February 2008, the FASB issued FASB Staff Position (“FSP”) 157-2, “Effective Date of FASB
Statement No. 157,” which permits a one-year deferral in applying the measurement provisions of SFAS 157 to non-financial assets
and non-financial liabilities (non-financial items) that are not recognized or disclosed at fair value in an entity’s financial statements
on a recurring basis (at least annually). Therefore, if the change in fair value of a non-financial item is not required to be recognized or
disclosed in the financial statements on an annual basis or more frequently, the effective date of application of SFAS 157 to that item
is deferred until fiscal years beginning after November 15, 2008. We are currently evaluating the impact, if any, that the adoption of
FSP 157-2 will have on our consolidated financial statements.

In December 2007, the FASB issued Statement No. 141R, “Business Combinations,” which establishes principles for how an acquirer
recognizes and measures in its financial statements the identifiable assets acquired and liabilities assumed in a business combination,
recognizes and measures the goodwill acquired in a business combination, and determines what information to disclose to enable users
of the financial statements to evaluate the nature and financial effects of a business combination. We are required to apply this
Statement prospectively to business combinations for which the acquisition date is on or after January 1, 2009. We do not anticipate
that the adoption of this standard will have a material effect on the Company’s operations or financial condition.

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

The oil and gas markets historically have been subject to cyclicality depending upon supply and demand for crude oil, its derivatives
and natural gas. When oil or gas prices decrease expenditures on maintenance and repair decline rapidly and outlays for exploration
and in-field drilling projects decrease and, accordingly, demand for valve products is reduced. However, when oil and gas prices rise,
maintenance and repair activity and spending for facilities projects normally increase and we benefit from increased demand for valve
products. However, oil or gas price increases may be considered temporary in nature or not driven by customer demand and, therefore,
may result in longer lead times for increases in petrochemical sales orders. As a result, the timing and magnitude of changes in market
demand for oil and gas valve products are difficult to predict. Similarly, although not to the same extent as the oil and gas markets, the
general industrial, chemical processing, aerospace, military and maritime markets have historically experienced cyclical fluctuations
in demand. These fluctuations may have a material adverse effect on our business, financial condition or results of operations.

Interest Rate Sensitivity Risk

As of December 31, 2008, our primary interest rate risk is related to borrowings under our revolving credit facility and our industrial
revenue bond. The interest rates for our revolving credit facility and industrial revenue bond fluctuate with changes in short-term
borrowing rates. We had $7.0 million borrowed under our revolving credit facility as of December 31, 2008. Based upon expected
levels of borrowings under our revolving credit facility in 2008 and our current balance for our industrial revenue bond, an increase in
variable interest rates of 100 basis points would have an effect on our annual results of operations and cash flows of approximately
$0.1 million.

Foreign Currency Exchange Risk

We use forward contracts to manage the currency risk related to certain business transactions denominated in foreign currencies. To
the extent the underlying transactions hedged are completed, the contracts do not subject us to significant risk from exchange rate
movements because they offset gains and losses on the related foreign currency denominated transactions. Our foreign currency
forward contracts have not been designated as hedging instruments and, therefore, do not qualify for fair value or cash flow hedge
treatment under the criteria of Statement No. 133. Therefore, the unrealized gains and losses on our contracts have been recognized as
a component of other expense in the consolidated statements of operations. As of December 31, 2008, we had two forward contracts to
sell currencies with a face value of $2.5 million which approximates fair value. This compares to seven forward contracts to sell
currencies with a face value of $2.0 million which approximates fair value as of December 31, 2007.

We do not use derivative financial instruments for trading purposes. Risk management strategies are reviewed and approved by senior
management before implementation.
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Item 8. Financial Statements and Supplementary Data

CIRCOR INTERNATIONAL, INC
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item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

As discussed more fully in the Company’s definitive Proxy Statement and Form 8-K filed with the Securities and Exchange
Commission on March 28, 2007 and March 2, 2007, respectively, KPMG LLP was dismissed on February 26, 2007 and Grant
Thornton LLP was appointed as the Company’s independent registered public accounting firm by our audit committee. There were no
disagreements with accountants on accounting or financial disclosure during the fiscal year ended December 31, 2008 or 2007.

Item 9A. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

Our Chief Executive Officer and Chief Financial Officer (our principal executive officer and principal financial officer, respectively)
have evaluated the effectiveness of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) of the
Securities Exchange Act of 1934, as amended) as of the end of the period covered by this annual report on Form 10-K. Based on this
evaluation, our principal executive officer and principal financial officer have concluded that, as of the end of the period covered by
this report, the Company’s disclosure controls and procedures were effective to give reasonable assurance that information we disclose
in reports that we file or submit under the Securities and Exchange Act of 1934 is accumulated and communicated to management
including our principal executive and financial officers, to allow timely decisions regarding disclosure and that such information is
recorded, processed, summarized and reported, within the time periods specified in the Securities and Exchange Commission’s rules
and forms.

Changes in Internal Control Over Financial Reporting

There were no significant changes in our internal control over financial reporting that occurred during the quarter ended December 31,
2008 that could materially affect, or are reasonably likely to materially affect, our internal control over financial reporting.

Management’s Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial reporting, as such term is
defined in Exchange Act Rule 13a-15(f) and 15d-15(f). Under the supervision and with the participation of our management, including
our principal executive officer and principal financial officer, we conducted an evaluation of the effectiveness of our internal control
over financial reporting based on the framework in Internal Control — Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission. Based on our evaluation under the framework in Internal Control — Integrated
Framework, our management concluded that our internal control over financial reporting was effective as of December 31, 2008.

Our internal control over financial reporting as of December 31, 2008 has been audited by Grant Thornton LLP, an independent
registered public accounting firm, as stated in their report which is included herein.

Item 9B. Other Information
None.
Part Ill
Item 10. Directors, Executive Officers and Corporate Governance

The information required under this item is incorporated by reference to the Company’s definitive proxy statement pursuant to
Regulation 14A, which proxy statement will be filed with the Securities and Exchange Commission not later than 120 days after the
close of the Company’s fiscal year ended December 31, 2008.
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Item 11. Executive Compensation

The information required under this item is incorporated by reference to the Company’s definitive proxy statement pursuant to
Regulation 14A, which proxy statement will be filed with the Securities and Exchange Commission not later than 120 days after the
close of the Company’s fiscal year ended December 31, 2008.

Iltem 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

The information required under this item is incorporated by reference to the Company’s definitive proxy statement pursuant to
Regulation 14A, which proxy statement will be filed with the Securities and Exchange Commission not later than 120 days after the
close of the Company’s fiscal year ended December 31, 2008.

ltem 13. Certain Relationships and Related Transactions, Director Independence

The information required under this item is incorporated by reference to the Company’s definitive proxy statement pursuant to
Regulation 14A, which proxy statement will be filed with the Securities and Exchange Commission not later than 120 days after the
close of the Company’s fiscal year ended December 31, 2008.

Iltem 14. Principal Accounting Fees and Services

The information required under this item is incorporated by reference to the Company’s definitive proxy statement pursuant to
Regulation 14A, which proxy statement will be filed with the Securities and Exchange Commission not later than 120 days after the
close of the Company’s fiscal year ended December 31, 2008.

Part IV
Item 15. Exhibits, Financial Statement Schedules
(a)(1) Financial Statements

The financial statements filed as part of the report are listed in Part II, Item 8 of this report on the Index to Consolidated Financial
Statements.

(a)(2) Financial Statement Schedules

Page
Schedule II Valuation and Qualifying Accounts for the years ended December 31, 2008, 2007 and 2006 ............ccocoevnerencncnns 78

All schedules for which provision is made in the applicable accounting regulations of the Security and Exchange Commission are not
required under the related instructions or are not material, and therefore have been omitted.
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(a)(3) Exhibits

Exhibit
No. Description and Location

2 Plan of Acquisition, Reorganization, Arrangement, Liquidation or Succession:

2.1 Distribution Agreement by and between Watts Industries, Inc. and CIRCOR International, Inc., dated as of October 1,
1999, is incorporated herein by reference to Exhibit 2.1 to Amendment No. 2 to CIRCOR International, Inc.’s
Registration Statement on Form 10-12B, File No. 000-26961 (“Form 10”), filed with the Securities and Exchange
Commission on October 6, 1999,

3 Articles of Incorporation and By-Laws:

3.1 Amended and Restated Certificate of Incorporation of CIRCOR International, Inc. is incorporated herein by reference to
Exhibit 3.1 to the Form 10.

3.2% Amended and Restated By-Laws of CIRCOR International, Inc.

3.3% Certificate of Amendment to the Amended and Restated Bylaws of CIRCOR International, Inc.

34 Certificate of Designations, Preferences and Rights of a Series of Preferred Stock of CIRCOR International, Inc.
classifying and designating the Series A Junior Participating Cumulative Preferred Stock is incorporated herein by
reference to Exhibit 3.1 to CIRCOR International, Inc.’s Registration Statement on Form 8-A, File No. 001-14962,
filed with the Securities and Exchange Commission on October 21, 1999 (“Form 8-A”).

Instruments Defining the Rights of Security Holders, Including Indentures:

4.1 Shareholder Rights Agreement, dated as of September 16, 1999, between CIRCOR International, Inc. and BankBoston,
N.A., as Rights Agent, is incorporated herein by reference to Exhibit 4.1 to the Form 8-A.

42 Agreement of Substitution and Amendment of Shareholder Rights Agreement, dated as of November 1, 2002, by and

between CIRCOR International, Inc. and American Stock Transfer and Trust Company is incorporated herein by
reference to Exhibit 4.2 to CIRCOR International, Inc.’s Form 10-K, File No. 001-14962, filed with the Securities and
Exchange Commission on March 12, 2003.
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Exhibit
Neo.

Description and Location

43

4.4

10
10.1§
10.2§

10.3§

10.4§

10.5§
10.6§
10.7§

10.8

Amendment No. 2 to Shareholder Rights Agreement, dated as of November 2, 2006, by and between CIRCOR
International, Inc. and American Stock Transfer and Trust Company is incorporated herein by reference to Exhibit 4.3
to CIRCOR International, Inc.’s Form 8-K, File No. 001-14962, filed with the Securities and Exchange Commission on
November 3, 2006.

Specimen certificate representing the Common Stock of CIRCOR International, Inc. is incorporated herein by reference
to Exhibit 4.1 to Amendment No. 1 to the Form 10 filed with the Securities and Exchange Commission on September
22,1999 (“Amendment No. 1 to the Form 10”)

Voting Trust Agreements:

The Amended and Restated George B. Horne Voting Trust Agreement-1997, dated as of September 14, 1999, is
incorporated herein by reference to Exhibit 9.1 to Amendment No. 1 to the Form 10.

Material Contracts:

CIRCOR International, Inc. Amended and Restated 1999 Stock Option and Incentive Plan is incorporated herein by
reference to Exhibit 4.4 to CIRCOR International, Inc.’s Form S-8, File No. 333-125237, filed with the Securities and
Exchange Commission on May 25, 2005.

Form of Incentive Stock Option Agreement under the 1999 Stock Option and Incentive Plan is incorporated herein by
reference to Exhibit 10.2 to Amendment No. 1 to the Form 10.

Form of Non-Qualified Stock Option Agreement for Employees under the 1999 Stock Option and Incentive Plan (Five
Year Graduated Vesting Schedule) is incorporated herein by reference to Exhibit 10.3 to Amendment No. 1 to the
Form 10.

Form of Non-Qualified Stock Option Agreement for Employees under the 1999 Stock Option and Incentive Plan
(Performance Accelerated Vesting Schedule) is incorporated herein by reference to Exhibit 10.4 to Amendment No. 1
to the Form 10.

Form of Non-Qualified Stock Option Agreement for Independent Directors under the 1999 Stock Option and Incentive
Plan is incorporated herein by reference to Exhibit 10.5 to Amendment No. 1 to the Form 10.

CIRCOR International, Inc. Management Stock Purchase Plan is incorporated herein by reference to Exhibit 10.6 to
Amendment No. 1 to the Form 10.

Form of CIRCOR International, Inc. Supplemental Employee Retirement Plan is incorporated herein by reference to
Exhibit 10.7 to Amendment No. 1 to the Form 10.

Letter of Credit, Reimbursement and Guaranty Agreement, dated as of March 1, 2004, among Leslie Controls, Inc., as
Borrower, CIRCOR International, Inc., as Guarantor, and SunTrust Bank, as Letter of Credit Provider thereto, is
incorporated herein by reference to Exhibit 10.31 to CIRCOR International, Inc.’s Form 10-K, File No. 001-14962,
filed with the Securities and Exchange Commission on March 15, 2004.
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Exhibit
No.

Description and Location

10.9

10.10

10.11§

10.12§

10.13

10.14

10.15

10.16§

Loan Agreement between Hillsborough County Industrial Development Authority and Leslie Controls, Inc., dated July
1, 1994, is incorporated herein by reference to Exhibit 10.15 of the Watts Industries, Inc. Annual Report on Form 10-K,
File No. 000-14787, filed with the Securities and Exchange Commission on September 26, 1994,

Trust Indenture from Hillsborough County Industrial Development Authority to The First National Bank of Boston, as
Trustee, dated July 1, 1994, is incorporated herein by reference to Exhibit 10.17 of the Watts Industries, Inc. Annual
Report on Form 10-K, File No. 000-14787, filed with the Securities and Exchange Commission on September 26,
1994.

Form of Indemnification Agreement by and between CIRCOR International, Inc. and its Officers and Directors, dated
November 6, 2002, is incorporated herein by reference to Exhibit 10.12 to CIRCOR International, Inc.’s Form 10-K,
File No. 001-14962, filed with the Securities and Exchange Commission on March 12, 2003.

Amended and Restated Retirement Agreement, dated September 27, 2007 and effective August 22, 2007, by and
between CIRCOR International, Inc. and David A. Bloss, Sr., is incorporated herein by reference to Exhibit 10.12 to
CIRCOR International, Inc.’s Form 10-Q, File No. 001-14962, filed with the Securities and Exchange Commission on
November 6, 2007.

Credit Agreement, dated as of December 20, 2005, among CIRCOR International, Inc., as Borrower, the Other Credit
Parties party thereto, the Lenders party thereto, as Lenders, Keybank National Association, as an LC issuer, Swing
Line lender, and as the Lead Arranger, Sole Bookrunner and Administrative Agent, and Bank of America, N.A., as
Syndication Agent, is incorporated herein by reference to Exhibit 10.13 to CIRCOR International, Inc.’s Form 10-K
filed with the Securities and Exchange Commission on March 1, 2006.

Amendment No. 1 to Credit Agreement among CIRCOR International, Inc., as Borrower, the Other Credit Parties party
thereto, the Lenders party thereto, as Lenders, Keybank National Association, as an LC issuer, Swing Line lender, and
as the Lead Arranger, Sole Bookrunner and Administrative Agent, and Bank of America, N.A., as Syndication Agent,
dated October 12, 2006, is incorporated herein by reference to Exhibit 10.32 to CIRCOR International, Inc.’s Form 10-
Q, File No. 001-14962, filed with the Securities and Exchange Commission on November 2, 2006.

Sharing Agreement, dated December 31, 1999, regarding the rights of debt holders relative to one another in the event of
insolvency, is incorporated herein by reference to Exhibit 10.21 to CIRCOR International, Inc.’s Form 10 Q/A, File
No. 001-14962, filed with the Securities and Exchange Commission on August 14, 2000.

Amended and Restated Executive Change of Control Agreement between CIRCOR, Inc. and Andrew William Higgins,
dated May 6, 2008, is incorporated herein by reference to Exhibit 10.16 to CIRCOR International, Inc.’s Form 8-K,
File No. 001-14962, filed with the Securities and Exchange Commission on May 6, 2008.
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Exhibit
No.

Description and Location

10.17§

10.18§

10.19§

10.20§

10.21§

10.22§

10.23§

10.24§

10.25§

10.26§

Executive Change of Control Agreement between CIRCOR, Inc. and Kenneth W. Smith, dated August 8, 2000, is
incorporated herein by reference to Exhibit 10.24 to CIRCOR International, Inc.’s Form 10-Q, File No. 001-14962,
filed with the Securities and Exchange Commission on November 14, 2000.

Executive Change of Control Agreement between CIRCOR, Inc. and John F. Kober III, dated September 16, 2005, is
incorporated herein by reference to Exhibit 10.3 to CIRCOR International, Inc.’s Form 8-K, File No. 001-14962, filed
with the Securities and Exchange Commission on September 20, 2005.

Executive Change of Control Agreement between CIRCOR, Inc. and Alan J. Glass, dated August 8, 2000, is
incorporated herein by reference to Exhibit 10.26 to CIRCOR International, Inc.’s Form 10-K405, File No. 001-14962,
filed with the Securities and Exchange Commission on March 9, 2001.

Executive Change of Control Agreement between CIRCOR, Inc. and Paul M. Coppinger, dated August 1,2001, is
incorporated herein by reference to Exhibit 10.28 to CIRCOR International, Inc.’s Form 10-Q, File No. 001-14962,
filed with the Securities and Exchange Commission on November 13, 2001.

Executive Change of Control Agreement between Leslie Controls, Inc. and John W. Cope, dated August 5, 2005, is
incorporated herein by reference to Exhibit 10.8 to CIRCOR International, Inc.’s Form 8-K, File No. 001-14962, filed
with the Securities and Exchange Commission on August 9, 2005.

Amended and Restated Retirement Agreement, dated December 17, 2007, by and between CIRCOR International, Inc.
and Kenneth W. Smith is incorporated herein by reference to Exhibit 10.22 to CIRCOR International, Inc.’s Form 10-
K, File No. 001-14962, filed with the Securities and Exchange Commission on March 10, 2008.

Executive Change of Control Agreement between CIRCOR, Inc. and Susan M. McCuaig, dated May 4, 2005, is
incorporated herein by reference to Exhibit 10.41 to CIRCOR International, Inc.’s Form 10-Q, File No. 001-14962,
filed with the Securities and Exchange Commission on August 5, 2005.

First Amendment to Executive Change of Control Agreement between CIRCOR, Inc. and Alan J. Glass, dated
December 7, 2001, is incorporated herein by reference to Exhibit 10.30 to CIRCOR International, Inc.’s Form 10-
K405, File No. 001-14962, filed with the Securities and Exchange Commission on March 15, 2002.

First Amendment to Executive Change of Control Agreement between CIRCOR, Inc. and Paul M. Coppinger, dated
December 7, 2001, is incorporated herein by reference to Exhibit 10.31 to CIRCOR International, Inc.’s Form 10-
K405, File No. 001-14962, filed with the Securities and Exchange Commission on March 15, 2002.

Executive Change of Control Agreement between CIRCOR, Inc. and Christopher R. Celtruda, dated June 15, 2006, is
incorporated herein by reference to Exhibit 10.2 to CIRCOR International, Inc.’s Form 8-K, File No. 001-14962, filed
with the Securities and Exchange Commission on June 19, 2006.

40



Exhibit
No. Description and Location

10.27§ Executive Change of Control Agreement between Hoke, Inc. and Wayne F. Robbins, dated March 21, 2006, is
incorporated herein by reference to Exhibit 10.2 to CIRCOR International, Inc.’s Form 8-K, File No. 001-14962, filed
with the Securities and Exchange Commission on March 24, 2006.

10.28§ Executive Change of Control Agreement between CIRCOR, Inc. and Richard A. Broughton, dated December 18, 2006,
is incorporated herein by reference to Exhibit 10.2 to CIRCOR International, Inc.’s Form 8-K, File No. 001-14962,
filed with the Securities and Exchange Commission on December 19, 2006.

10.29§ First Amendment to CIRCOR International, Inc. Amended and Restated 1999 Stock Option and Incentive Plan, dated as
of December 1, 2005, is incorporated herein by reference to Exhibit 10.1 to CIRCOR International, Inc.’s Form 8-K,
File No. 001-14962, filed with the Securities and Exchange Commission on December 7, 2005.

10.30§ Form of Restricted Stock Unit Agreement for Employees and Directors, incorporated herein by reference to Exhibit 10.3
to CIRCOR International, Inc.’s Form 8-K, File No. 001-14962, filed with the Securities and Exchange Commission
on February 22, 2005.

10.31§ Restricted Stock Unit Agreement between CIRCOR International, Inc. and A. William Higgins, dated May 6, 2008,
incorporated herein by reference to Exhibit 10.17 to CIRCOR International, Inc.’s Form 8-K, File No. 001-14962,
filed with the Securities and Exchange Commission on May 6, 2008.

10.32§ Severance Agreement, dated March 24, 2008, by and between CIRCOR, Inc. and A. William Higgins, incorporated
herein by reference to Exhibit 10.31 to CIRCOR International, Inc.’s Form 8-K, File No. 001-14962, filed with the
Securities and Exchange Commission on March 27, 2008.

10.33§*  Letter Agreement, dated December 30, 2008, between CIRCOR International, Inc. and Christopher R. Celtruda.
10.34§*  Executive Change of Control Agreement between CIRCOR, Inc. and Frederic M. Burditt, dated February 11, 2008.

10.35§*  Amendment to Amended and Restated Change of Control Agreement between CIRCOR, Inc. and A. William Higgins
dated December 23, 2008.

10.36§*  Amendment to Executive Change of Control Agreement between CIRCOR, Inc. and Frederic M. Burditt dated
December 23, 2008.

10.37§*  Amendment to Executive Change of Control Agreement between CIRCOR, Inc. and Christopher R. Celtruda dated
December 23, 2008.

10.38§*  Amendment to Executive Change of Control Agreement between CIRCOR Instrumentation Technologies, Inc. and
Wayne F. Robbins dated December 23, 2008.

10.39§*  Second Amendment to Executive Change of Control Agreement between CIRCOR, Inc. and Paul M. Coppinger dated
December 23, 2008.

10.40§*  Amendment to Executive Change of Control Agreement between Leslie Controls, Inc. and John W. Cope dated
December 23, 2008.
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10.41§*  Second Amendment to Executive Change of Control Agreement between CIRCOR, Inc. and Alan J. Glass dated
December 23, 2008.

10.42§*  Amendment to Executive Change of Control Agreement between CIRCOR, Inc. and Susan M. McCuaig dated
December 23, 2008.

10.43§*  Amendment to Executive Change of Control Agreement between CIRCOR, Inc. and Richard A. Broughton dated
December 23, 2008.

10.44§*  Amendment to Executive Change of Control Agreement between CIRCOR, Inc. and John F. Kober III dated December
23,2008.

10.45§*  Amendment to Severance Agreement between CIRCOR, Inc. and A. William Higgins dated December 23, 2008.

21* Schedule of Subsidiaries of CIRCOR International, Inc.

23.1* Consent of KPMG LLP, Independent Registered Public Accounting Firm.

23.2% Consent of Grant Thornton LLP, Independent Registered Public Accounting Firm.

23.3* Consent of Hamilton, Rabinovitz & Associates, Inc.

31.1* Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2%* Certification of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

32.1%* Certification of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted

pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

*

§

Filed with this report.
Indicates management contract or compensatory plan or arrangement.
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Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report
to be signed on its behalf by the undersigned, thereunto duly authorized.

CIRCOR INTERNATIONAL, INC.

By: /s!/  A. WILLIAM HIGGINS

A. William Higgins
Chairman and Chief Executive Officer

Date: February 26, 2009

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on
behalf of the Registrant and in the capacities and on the dates indicated.

Signature Title Date
/s/ _A. WILLIAM HIGGINS Chairman and Chief Executive Officer February 26, 2009
A. William Higgins (Principal Executive Officer)
/s/ FREDERIC M. BURDITT Vice President, Chief Financial Officer and February 26, 2009
Frederic M. Burditt Treasurer (Principal Financial Officer)
/s/ _JomN F. KOBER Vice President, Corporate Controller February 26, 2009
John F. Kober (Principal Accounting Officer)
/s/  JEROME D. BRADY February 26, 2009
Jerome D. Brady Director
/s/ DEWAIN K. CROSS February 26, 2009
Dewain K. Cross Director
/s/ DavID F, DIETZ February 26, 2009
David F. Dietz Director
/s/ DouGLAS M. HAYES February 26, 2009
Douglas M. Hayes Director
/s/ THOMAS E. NAUGLE February 26, 2009
Thomas E. Naugle Director
/s/  C. WILLIAM ZADEL February 26, 2009
C. William Zadel Director
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders of
CIRCOR International, Inc.:

We have audited the accompanying consolidated balance sheets of CIRCOR International, Inc. and subsidiaries as of December 31,
2008 and 2007 and the related consolidated statements of operations, shareholders’ equity, and cash flows for each of the two years in
the period ended December 31, 2008. Our audits of the basic financial statements included the financial statement schedule listed in
the index appearing under Item 15(a)(2). These financial statements and financial statement schedule are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial statements and financial statement schedule
based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of
CIRCOR International, Inc. and subsidiaries as of December 31, 2008 and 2007, and the results of their operations and their cash
flows for each of two years in the period ended December 31, 2008 in conformity with accounting principles generally acceptable in
the United States of America. Also in our opinion, the related financial statement schedule, when considered in relation to the basic
financial statements taken as a whole, presents fairly, in all material respects, the information set forth therein.

As discussed in Note 8 to the consolidated financial statements, on January 1, 2007, the Company adopted the provisions of
Interpretation No. 48, “Accounting for Uncertainty in Income Taxes, an interpretation of FASB Statement 109 issued by the
Financial Accounting Standards Board. As discussed in Note 13 to the consolidated financial statements, as of January 1, 2007, the
Company adopted the measurement provision of Statement of Financial Accounting Standards No. 158, “Employers’ Accounting for
Defined Benefit Pension and Other Postretirement Plans”.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), CIRCOR
International, Inc.’s internal control over financial reporting as of December 31, 2008, based on criteria established in Internal
Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO) and our
report dated February 25, 2009 expressed an unqualified opinion thereon.

/s/ Grant Thornton LLP

Boston, Massachusetts
February 25, 2009
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Report of Independent Registered Public Accounting Firm

To The Board of Directors and Shareholders of
CIRCOR International, Inc.:

We have audited CIRCOR International, Inc.’s internal control over financial reporting as of December 31, 2008, based on criteria
established in Infernal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO). CIRCOR International, Inc.’s management is responsible for maintaining effective internal control over
financial reporting and for its assessment of the effectiveness of internal control over financial reporting, included in the
accompanying Management’s Report on Internal Control Over Financial Reporting. Our responsibility is to express an opinion on
CIRCOR International, Inc.’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over
financial reporting was maintained in all material respects. Our audit included obtaining an understanding of internal control over
financial reporting, assessing the risk that a material weakness exists, testing and evaluating the design and operating effectiveness of
internal control based on the assessed risk, and performing such other procedures as we considered necessary in the circumstances.
We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles. A company’s internal control over financial reporting includes those policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being made only in
accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect
on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections
of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, CIRCOR International, Inc. maintained, in all material respects, effective internal control over financial reporting as of
December 31, 2008, based on criteria established in Infernal Control-Integrated Framework issued by COSO.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the 2008
consolidated financial statements of CIRCOR International, Inc. and subsidiaries and our report dated February 25, 2009 expressed an
unqualified opinion thereon.

/s/ Grant Thornton LLP

Boston, Massachusetts
February 25, 2009
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders
CIRCOR International, Inc.:

We have audited the accompanying consolidated statements of operations, cash flows and shareholder’s equity of CIRCOR
International, Inc. for the year ended December 31, 2006. In connection with our audit of the consolidated financial statements for the
year ended December 31, 2006, we also audited the accompanying financial statement schedule of valuation and qualifying accounts.
These consolidated financial statements and schedule are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these consolidated financial statements based on our audit.

We conducted our audit in accordance with standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the results of operations
and cash flows of CIRCOR International, Inc. for the year ended December 31, 2006, in conformity with U.S. generally accepted
accounting principles. Also, in our opinion, the related financial statement schedule for the year ended December 31, 2006, when
considered in relation to the basic consolidated financial statements taken as a whole, presents fairly, in all material respects, the
information set forth therein.

As discussed in note 2 to the consolidated financial statements, the Company adopted Statement of Financial Accounting Standards
No. 123(R), “Share—Based Payment” on January 1, 2006. As discussed in note 13 to the consolidated financial statements, during the
fourth quarter of 2006, the Company adopted Statement of Financial Accounting Standards, No. 158, “Employers’ Accounting for
Defined Benefit Pension and Other Postretirement Plans.”

/s/ KPMG LLP

Boston, Massachusetts
February 22, 2007

46



CIRCOR INTERNATIONAL, INC.

Consolidated Balance Sheets
(In thousands, except share data)

December 31,
2008 2007
ASSETS
CURRENT ASSETS:
Cash and cash EQUIVAIENES .........ceeveereriieeeeeeieirir ettt sttt bbb s es b nen et tens $ 47473 § 34,662
ShOTt-LEITN INVESIMEIES. ... .couviiirieeieiiireeeveeenreeseeeseeessnesessesessaesoneesasasasssessnsesessesssanesasessersnernesssssssrasssnes 34,872 8,861
Trade accounts receivable, less allowance for doubtful accounts of $1,968 and $2,151, respectively ... 134,731 125,663
TOIVEINEOTIES ...uvvvecevireiereiteeeeerteeeseseeresesnreeeassaseaaassaseasassaeaaansreaesasnssassantssasassseaessanesessssntaessistsssssssresssnnrsesssnas 183,291 171,661
Prepaid expenses and other CUITENt ASSELS........ccvivrireiiiiirireiieeei et et 3,825 3,990
DETErTEd IMCOMIE LAXES ..eeeiiureeieriurerersiereeieisreeeesrareesrrsaserarnssessastesesssaseesssssesesssssnessssssesesesssesssssenssessantessones 12,396 8,220
INSUTANCE TECEIVADIES ...oeeeeeiiieieetiieeeret et tesrreeeesbr e e eesssrresrebaeessesreteserasaaassssasesessaeesssssanesasenessssstnessnens 6,081 6,885
ASSELS NELA 0TI SALE.....uviiviriiiriieitiiiiieeeteeetrestaeeeteessee s e eetareenesabeeessneasssasessaeessneessteserasesbunesassesassasanasenns 1,015 312
TOLAL CUITENE ASSELS 1ovviiuviieeiieeiereeerrisseesreessesaesssesiaesseessseeseesstesssesssessessnensserastessessassssesssesessrnssrasnss 423,684 360,254
PROPERTY, PLANT AND EQUIPMENT, NET .......cccccositminiiminmiieniininniieieseseniesesss e ssesssssesesisssasssses 82,843 82,465
OTHER ASSETS:
GOOAWILL...e ettt et s et st st et st e e te s e seenseseesbasbe s e beesaeasessassesbaenaassesateseeaneensesbeesesarasessentansesnensnenns 32,092 169,110
INtANEIDIES, NMEL ....veveeiieiei ittt e bbbt b et 42,123 47,373
NOnN-current iNSUTANCE TECEIVADIE ......veciuveiieeieiiecreeereeeaesebiesreeeerresereaesreessareseseseensessasesennesssnesentaosasssans 4,684 5,014
OBET ASSELS .vveevverererriestreseeesereseeeeesseersessssessessseesssessesssesseesasessssssssnsessssessesssnessesssssasesasesnsesnessnsesessassossarsss 2,597 12,253
TOT AL ASSETS .. oot iteretestt et testeertessteastensesss et eastesssessasaseesseesssesbanasssnsasssesssesasessseesssessssssesseeeneneneesnessasesinessss $ 588,023 $ 676,469
LIABILITIES AND SHAREHOLDERS’ EQUITY
CURRENT LIABILITIES:
ACCOUNES PAYADLE .....coveveverieicseererereeeseseesenesesesessestseseacasesiesersrserestsesmssaststetstsasssssssssssesstosesnsassssssasasesesasans $ 94421 $ 82,038
Accrued expenses and other current liabilities .........ccoceevviiinniiiini e 69,948 72,481
Accrued compensation and DEREfits .........cccoevveriviiiiniiiiini e 22,604 21,498
ASDESLOS HHADTHEY ....eoveieieiieeriecee ettt st st 9,310 9,697
INCOME tAXES PAYADIE ....cvviitiereieeniere ettt et b et e bbb et 9,873 7,900
Notes payable and current portion of long-term debt...........cocvviiiiiniinie e 622 201
Total Current LIADIIILIES . ......cveeeiicieeeeetieeeecieeeecee e rerre e sesece s e s e s senr s s ssasesseasnesesananesssunaessabanses 206,778 193,815
LONG-TERM DEBT, NET OF CURRENT PORTION ......ccccoertrcieriinreritnirteinreseesssec st sanessssnassesasesessesanes 12,528 21,901
DEFERRED INCOME TAXES ....ocotvvetiiisiiieieresieeeseessessessessesssasssssessasssssassassssasessessessessaesesssessessestessnessessonnes 3,496 19,106
LONG-TERM ASBESTOS LIABILITY ...ootiteieiecirrereresiessssaessessasiseneeseseessesaessesseesessssssesssssessnssesassnsssssnnes 9,935 7,062
OTHER NON-CURRENT LIABILITIES ........ootvtrineeinientestesreressesssssessessessessessessessesssesessessessossesanssesssonses 21,664 14,201
COMMITMENTS AND CONTINGENCIES (Notes 14, 15, and 16)
SHAREHOLDERS’ EQUITY:
Preferred stock, $0.01 par value; 1,000,000 shares authorized; no shares issued and outstanding .......... - -
Common stock, $0.01 par value; 29,000,000 shares authorized; 16,898,497 and 16,650,407 shares
issued and outstanding at December 31, 2008 and 2007, 1eSpectively ........cocouvrueririiniininicereneeeennnnne, 169 167
Additional paid-in CAPILAL........c.cccceiiiiiriiiieecccr s 247,196 240,000
REtAINEA CAITIHIIES ......coveveeiercerieierireescseeeesesesneeetsas s st s s bbb e s b et e b et s b e s s s e b ase s st abnnossananes 83,106 144,644
Accumulated other comprehensive income, net 0f taXes .........cooveeeriniiniiinne e 3,151 35,573
Total Shareholders” EQUILY .....coevevvererercrtererireniinerieniein sttt e et ebsss st sanes 333,622 420,384
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY ......ooiiiiiiiiiiiiiiiiiiiiecnieneniesennniessnnnessenaes $ 588,023 $ 676,469

The accompanying notes are an integral part of these consolidated financial statements.
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CIRCOR INTERNATIONAL, INC.

Consolidated Statements of Operations

(In thousands, except per share data)

Year Ended December 31,
2008 2007 2006
NEETEVEIIUES ....eveenvirieceieieeeetesaeeerreeseessseeseesssesseaseesssesstesserssessseseensesssesssesssesnsesnsesnsases $ 793816 $ 665740 $§ 591,711
COSt OF TEVEIUES........ovviiirvreeeiierireerinreeeeesstesecstesaassseaeaasesssssstnesassraassssnsasssanesenesssesssonsne 541,519 470,373 418,803
GROSS PROFIT .......ooieeieierenirenreeereetese st ene e see e esesassnesesessessnanesessenes 252,297 195,367 172,908
Selling, general and administrative EXPEnSes.........c.cecevvrvrinrivisrisiivisrinniisisreesesessesens 143,157 128,552 122,369
Asbestos Charges, NEt.........c.ccviieiiniiiniii e e 8,311 7,534 2,351
Special Charges ........cccovivininiiiiiii e s 141,457 2,514 678
OPERATING INCOME (LOSS)....cciirrtrerieeneeenesisiesesensssaneessnssenes (40,628) 56,767 47,510
Other (income) expense:
INEEIESt INCOIMNE ....eevveeeieereeieiie et steereeesee e e e seestretesees e ssnnesstossesasessesrnesenoneas (1,350) (393) (429)
INEETESt EXPEIISE ....vveveerrereiiienenietrtterei sttt st st st b e s s nns 1,170 3,394 5,546
OLNET, NEL.....eeciererecierecrete ettt se e e e e et e s st s b nasas 270 (1,257) 134
TOTAL OTHER EXPENSE......cooiiieiececnteineniereeessessesasessessessesessenns 90 1,744 5,251
INCOME (LOSS) BEFORE INCOME TAXES........cccccvrinmenrenenrnrennssesasiesresassenns (40,718) 55,023 42,259
Provision fOr INCOME tAXES......coivverrrereerrireeerirereeesaeereesreeressssessessesessssssesssssresassnaneseses 18,297 17,112 12,931
NET INCOME (LOSS) ..ootererieeieiireieneereereessessessestssensensessasesessessencssos $ (59,015 § 37,911 $ 29,328
Earnings (loss) per common share:
BASIC ...cviuietieieteeteietiet ettt et er et e et s e aa s st e et et e s e e e e s s s e et s e e s senes $ (3.51) § 2.31 $ 1.84
DiIULEQ.......coeierieieieierrrr et e st se e e e e e s be e s e bbb $ (3.51) % 227  $ 1.80
Weighted average common shares outstanding:
BaSIC ..ottt ettt e sene 16,817 16,442 15,976
DHIILEA ..ottt ettt aa e s e e et sne e e esens 16,817 16,730 16,291
Dividends paid per COMMON SRATE..........ccouvrrerererereneeerereerterereeteereeereesesesesesessesens $ 015 $ 015 $ 0.15

The accompanying notes are an integral part of these consolidated financial statements.
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CIRCOR INTERNATIONAL, INC.

Consolidated Statements of Cash Flows
(In thousands)

Year Ended December 31,
2008 2007 2006
OPERATING ACTIVITIES
NEt INCOME (LOSS) ..v.vovveviurerersrerriereseseseneneseseserereststseesesaseessssssseesessasassaststsbebe e ne s sssbasasassasen, $ (59,015 $ 37911 $ 29,328
Adjustments to reconcile net income (loss) to net cash provided by operating activities:
DEPIECIALION .....coveveciiciiiiit ittt sa et ettt 11,548 10,870 11,206
AINOTHZALION. .....eeveeveeeetieietereresteseeeeste s esestetesese s et seeree s esestesassseassnesaensenssbsstssasrnsesrennans 2,625 2,579 2,394
IMPairment ChArEeS .........cceverierireriiiiiiiciiiiii ettt sbens 141,297 - -
Compensation expense of stock-based plans.............cooiveiniiiiiinninnnece, 3,632 5,888 3,252
Excess tax benefits of share compensation..........c.cceevvivvinininiininiininiceene, (2,242) (3,623) -
Deferred INCOME TAXES.......cvvivrireererereeereestessessesasestesteseessesenensesesasesasessensesssssesssersosssane, (15,757) (3,574) (4,708)
Loss on sale/disposal of property, plant and equipment............eeverireiierenennnsnnenennn, 231 102 91
Gain on the sale of assets held for sale.........ocoovivvinininiiine, - (1,229) -
Gain on the sale of AffIlate .........cooeeercerieeniecc e, - (1,605) (11)
Equity in undistributed earnings of affiliate ..o, - 452 -
Changes in operating assets and liabilities, net of effects from business acquisitions: ...
Trade accounts reCeivable.......c.vveeririrerrrrerinre s (10,068) (12,532) (20,857)
INVENLOTIES cvveveverrireerererrerseessessesessersesessesssssssensensssasesassneseesessessossestsnessessonssuessensones (8,965) (15,672) (29,804)
Prepaid expenses and Other assets...........coovvuiiiiiinnnnen s, 329 (13,187) 4,966
Accounts payable, accrued expenses and other liabilities..........ccoovviviinnnnnnnnnns, 1,203 50,536 34,001
Net cash provided by operating activities .........cccevvirviriiiiinninnenei e, 64,818 56,916 29,858
INVESTING ACTIVITIES
Additions to property, plant and equipment.............ccoiriiiinniinne e, (14,972) (11,983) (9,933)
Proceeds from the disposal of property, plant and equipment ............ccoovrmverinneinieensernnne, 186 939 371
Proceeds from the sale of assets held for Sale.........oooviiiireciiiieireeerer e, 311 4,072 100
Proceeds from the sale Of INVESLMENLS .........covveerieeirirerreeeirresiresreeeseeesssesseressssnessasesesseseenee: 227,783 - 12,211
Purchase Of INVESHMENLS. .......ccueerueerereiereereeeesieeseeessesseneesaeeeesanesoressrsasssssssssressnssnsesssessnessessenes (254,965) (8,760) (12,194)
Business acquisitions, net of cash acquired ..., (7,263) (2,704) (61,103)
Proceeds from sale of affiliate, net of cash SOld..........coceeiriiiieieiiinniceeecie e - 1,605 2,309
Net cash used in INVEStING ACHVITIES .e.eeverereerireriniiniiiiiinritieersn st srere e st s sasebans (48,920) (16,831) (68,239)
FINANCING ACTIVITIES
Proceeds from 1ong-term DOITOWINES .....c.coceveeereeermriesiriniisiniiiiis e sreseersssassssessessssnsnes 124,521 87,641 100,561
Payments of [ong-term debt ..o (133,701) (130,709) (70,204)
DiIVIAEndS PAId ......o.eveeeereriririerieeeeeerinrer e e (2,523) (2,464) (2,395)
Proceeds from the exercise of StOCK OPHONS .....c.cccuevvieririeriiiiiiiiiinr s, 2,392 6,380 3,627
Excess tax benefits of share-based COMPENSALION........c.coererrrerrnerenriecriiiiiise e e esnene, 2,242 3,623 2,559
Net cash provided by (used in) financing activities ........c.ovvvvrvniniiviiiisnnennne e (7,069) (35,529) 34,148
Effect of exchange rate changes on cash and cash equivalents............cccoeinieninninnncn, 3,982 1,454 1,773
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS ..., 12,811 6,010 (2,460)
Cash and cash equivalents at beginning of Year.........ccoocevviveimvinnineiineene e, 34,662 28,652 31,112
CASH AND CASH EQUIVALENTS AT END OF YEAR......ccccocenvirrineninenieeeeaaes, $ 47473 § 34662 § 28,652
Supplemental Cash Flow Information:
Cash paid during the year for:
TIICOMNIE LAXES . vnereeeeeeeseereeesesaesestsareeesesaneesesssssestsessaassssasesssessresssesssesssesssessessssessessnasssenns $ 27466 $ 15718 $§ 12,135
TIIETESE . eveeveeeeeeeeeereesneseeetessessessesssesessestesnessesssarsertansantaseesesssensessarsesssastassansensassersnenesns $ 1,752 $ 3,799 $§ 5,226

The accompanying notes are an integral part of these consolidated financial statements.
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CIRCOR INTERNATIONAL, INC.

Consolidated Statements of Shareholders’ Equity

(In thousands)

BALANCE AT DECEMBER 31, 2005..........cccoooveinnene

NEt INCOME...cvererieiniecieieenrirererereeress st sne s
Cumulative translation adjustment............c.cccoecvcnvininneas
Minimum pension liability (net of tax of $774)..............

Comprehensive income........cccevevvenivennencireenenennnas

Pension liability adjustment to apply SFAS No. 158
(Note 13) (net of tax of $409) .......cccveveervenirrinnnn
Common stock dividends paid..........cccocevivircvrcrcriennnnnnn.
Stock options eXercised.........oceurirerrrriceinincnennnisnininenns
Excess tax benefit from share based compensation.........
Conversion of restricted stock units.........cccceccevevrveruenene.
Share-based compensation........c.ceceevrereereeciriercrrcreccuenne

BALANCE AT DECEMBER 31, 2006...........cccoceuenee.

NEt INCOME.....cverurirrrrieiererieritrirestesenee e snesiesbesassens
Cumulative translation adjustment..........c..cceoeeercreveenane
Pension liability adjustment (net of tax of $27)..............
Pension liability (net of tax of $296) .......ccccoeveveveueunnnee.

Comprehensive iNCOMmME ........ccceveerereeerereerereneccenees

Pension—change in accounting principle (Note 13)
(net of tax of $825).....c.cciveeieirreeeccecre e
Common stock dividends paid...........cccceceiiennnenecncnenne
Stock Options €XercisSed........covverererrrererrerereseerereeeerennenns
Excess tax benefit from share-based compensation........
Conversion of restricted stock units.........c..coeeeeceievcnennne.
Share-based compensation...........c.ccceeeeeveenenrernncnnucrinenne

BALANCE AT DECEMBER 31, 2007.........cccocovunuennn

NEELOSS c.veenrerrerrrereresieeneieserrceeeseeseesreseeesereseeesersssenerenens
Cumulative translation adjustment...........c.cccccecevrncnucne.
Pension liability adjustment (net of tax of $55)..............
Pension liability (net of tax of $4,013)........cccccevevvrenrenene

Comprehensive 1oSs.........cvevvererereencnereerecercrneenene

Common stock dividends paid...........cecvveeverrrereerenrennnne
Stock options eXercised.........cveerevereerenmneriercnerinnnenenennes
Excess tax benefit from share based compensation.........
Conversion of restricted stock units..........cccceceeerveecruencne
Share-based compensation..........ccccceeereeceeiennecnecrceenne

BALANCE AT DECEMBER 31, 2008................cccc....

Accumulated

Common Stock Additional Other Total
Paid-in Retained Comprehensive Shareholders’

Shares Amount Capital Earnings Income Equity
15,824 § 158 $ 215274 $ 82,318 § 12973 § 310,723
29,328 29,328
12,338 12,338
(1,264) (1,264)
40,402
(667) (667)
(2,395) (2,395)
298 3 3,624 3,627
2,559 2,559
59 1 92) oD
3,143 3,143
16,181 162 224,508 109,251 23,380 357,301
37911 37,911
11,287 11,287
46 46
(486) (486)
48,758
(54) 1,346 1,292
(2,464) (2,464)
409 4 6,376 6,380
3,623 3,623
60 1 (303) (302)
5,796 5,796
16,650 167 240,000 144,644 35,573 420,384
(59,015) (59,015)
(25,876) (25,876)
90 90
(6,636) (6,636)
(91,437)
(2,523) (2,523)
121 1 2,391 2,392
2,242 2,242
127 1 (1,296) (1,295)
3,859 3,859
16,898 $§ 169 §$ 247,196 $§ 83,106 $ 3,151 § 333,622

The accompanying notes are an integral part of these consolidated financial statements.
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CIRCOR INTERNATIONAL, INC.
Notes to Consolidated Financial Statements

(1) Description of Business

CIRCOR International, Inc. (“CIRCOR” or the “Company” or “we”) designs, manufactures and distributes valves and related
products and services for use in a wide range of applications to optimize the efficiency or ensure the safety of fluid-control systems.
The valves and related fluid-control products we manufacture are used in processing industries; oil and gas exploration, production,
distribution and refining; pipeline construction and maintenance; HVAC and power; aerospace, military and commercial aircraft; and
maritime manufacturing and maintenance. We have used both internal product development and strategic acquisitions to assemble a
complete array of fluid-control products and technologies that enable us to address our customers’ unique fluid-control application
needs. We have two major product groups: Instrumentation and Thermal Fluid Controls Products, and Energy Products.

The Instrumentation and Thermal Fluid Controls Products Group designs, manufactures and sells valves and controls for diverse end-
uses including instrumentation, aerospace, cryogenic and steam applications. Selected products include precision valves, compression
tube and pipefitting, control valves, relief valves, couplers, regulators and strainers. The Instrumentation and Thermal Fluid Controls
Products Group includes the following subsidiaries and major business units: Aerodyne Controls; Cambridge Fluid Systems, Ltd.,
Circle Seal Controls, Inc.; CPC-Cryolab; Hoke, Inc.; Leslie Controls, Inc.; Motor Technology, Inc.; Nicholson Steam Trap; Rockwood
Swendeman; Regeltechnik Kornwestheim GmbH; Industria, S.A.; Spence Engineering Company, Inc.; Spence Strainers; Hale
Hamilton, Ltd; Texas Sampling, Inc.; DQS International and subsidiary; Loud Engineering Co.; and U.S. Para Plate Corporation.

The Energy Products Group designs, manufactures and sells flanged-end and threaded-end floating and trunnion ball valves, needle
valves, check valves, butterfly valves and large forged steel ball valves and gate valves for use in oil, gas and chemical processing and
industrial applications. The Energy Products Group includes the following subsidiaries and major divisions: KF Industries, KF
Canada, Pibiviesse Srl.; SKVC; and Sagebrush Pipeline.

(2) Summary of Significant Accounting Policies
Principles of Consolidation and Basis of Presentation

The consolidated financial statements include the accounts of CIRCOR and it’s wholly and majority owned subsidiaries. The results
of companies acquired during the year are included in the consolidated financial statements from the date of acquisition. All
significant intercompany balances and transactions have been eliminated in consolidation.

Use of Estimates

The preparation of these financial statements in conformity with generally accepted accounting principles requires management to
make estimates and assumptions that affect the amounts reported in the consolidated financial statements and accompanying
disclosures. Some of the more significant estimates relate to purchase accounting, depreciation, share-based compensation,
amortization and impairment of long-lived assets, pension obligations, income taxes, asset valuations, environmental liability, and
product liability. While management believes that the estimates and assumptions used in the preparation of the financial statements are
appropriate, actual results could differ materially from those estimates.

Revenue Recognition

Revenue is recognized when products are delivered, title and risk of loss have passed to the customer, no significant post-delivery
obligations remain and collection of the resulting receivable is reasonably assured. Shipping and handling costs invoiced to customers
are recorded as components of revenues and the associated costs are recorded as cost of sales.

Cash, Cash Equivalents, and Short-term Investments

Cash and cash equivalents consist of amounts on deposit in checking and savings accounts with banks and other financial institutions.
Short-term investments primarily consist of bank repurchase agreements which generally have short-term maturities and are carried at
cost which generally approximates fair value. As of December 31, 2008, cash and cash equivalents totaled $47.5 million of which
$44.7 million was held in foreign bank accounts. This compares to $34.7 million of cash and cash equivalents as of December 31,
2007 of which $34.3 million was held in foreign bank accounts. Short-term investments as of December 31, 2008 and 2007 totaled
$34.9 million and $8.9 million, respectively, all of which are held in foreign accounts.
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Inventories

Inventories are valued at the lower of cost or market. Cost is generally determined on the first-in, first-out (“FIFO”) basis. Where
appropriate, standard cost systems are utilized for purposes of determining cost; the standards are adjusted as necessary to ensure they
approximate actual cost. Lower of cost or market value of inventory is determined at the operating unit level and evaluated
periodically. Estimates for obsolescence or slow moving inventory are maintained based on current economic conditions, historical
sales quantities and patterns and, in some cases, the risk of loss on specifically identified inventories. Such inventories are recorded at
estimated realizable value net of the cost of disposal.

Penalty Accruals

Some of our customer agreements, primarily in our project related businesses, contain late shipment penalty clauses whereby we may
be obligated to pay consideration to our customers if we do not meet specified shipment dates. The accrual for estimated penalties is
shown as a reduction of revenue and is based on several factors including historical customer settlement experience and management’s
assessment of specific shipment delay information. Accruals related to these late shipment penalties as of the December 31, 2008 and
2007 totaled $10.6 million and $4.0 million, respectively. As we conclude performance under these agreements, the actual amount of
consideration paid to our customers for late shipment penalties may vary significantly from the amounts we currently have accrued.

Property, Plant and Equipment

Property, plant and equipment are recorded at cost. Depreciation is provided on a straight-line basis over the estimated useful lives of
the assets, which range from 3 to 40 years for buildings and improvements and 3 to 10 years for manufacturing machinery and
equipment and office equipment, and 3 to 5 years for computer equipment and software and motor vehicles. Leasehold improvements
are amortized on a straight-line basis over the shorter of the lease term or estimated useful life of the asset. Repairs and maintenance
costs are expensed as incurred.

Goodwill and Intangible Assets

Goodwill is measured as the excess of the cost of acquisition over the sum of the amounts assigned to identifiable tangible and
intangible assets acquired less liabilities assumed. Goodwill and intangible assets are recorded at cost; intangible assets with definitive
lives are amortized over their useful lives. We perform an impairment test at the reporting unit level on an annual basis as of the end of
our October month end or more frequently if circumstances warrant for goodwill and intangible assets with indefinite lives. As
required by SFAS No.142, “Goodwill and Intangible Assets”, we perform an annual assessment as to whether there is an indication
that goodwill and certain intangible assets are impaired. We also perform impairment analyses whenever events and circumstances
indicate that goodwill or certain intangibles may be impaired. In assessing the fair value of goodwill, we use our best estimates of
future cash flows of operating activities and capital expenditures of the reporting unit, the estimated terminal value for each reporting
unit, and a discount rate based on weighted average cost of capital.

The impairment testing over our identifiable intangible assets is completed first and consists of a comparison of the fair value of the
intangible assets with carrying amounts. If the carrying amounts exceed fair value, an impairment loss shall be recognized in an
amount equal to that excess. Once we completed our testing over identifiable intangible assets, we are then required to test our
goodwill for impairment. The testing for and measurement of impairment of goodwill consists of two steps. The first step requires us
to estimate the fair value of each of our reporting units. This is developed using a discounted cash flow method based on our
judgments and assumptions. Once calculated, the estimated fair value of each reporting unit is then compared to its carrying value,
including goodwill. If the carrying value of the reporting unit exceeds its fair value, the goodwill of the reporting unit is potentially
impaired and we are then required to proceed through a second step of impairment testing. During the second step of this process, we
must calculate the implied value of goodwill for each reporting unit. To accomplish this, we are required to allocate the reporting unit
fair value derived in step one to individual assets and liabilities, similar to a purchase price allocation. Once completed, the resulting
implied value of goodwill is compared to the carrying value of goodwill for each reporting unit to determine the current amount of the
impairment.

Certain negative macroeconomic factors began to impact the global credit markets in late 2008 and we noted significant adverse
trends in business conditions in the fourth quarter of 2008. Concurrent with these adverse developments, we commenced our annual
impairment assessment of goodwill and certain intangible assets. In connection with preparing the impairment assessment, we
identified significant deterioration in the expected future financial performance of our Instrumentation and Thermal Fluid Controls
segment compared to the expected future financial performance of this segment at the end of 2007. We also determined that the
appropriate discount rate (based on weighted average cost of capital) as of December 31, 2008 was significantly higher than the
discount rate used in our 2007 impairment assessment. As a result, we recognized goodwill and intangible impairments of $140.3
million and $1.0 million, respectively, within the Instrumentation and Thermal Fluid Controls segment for the year ended
December 31, 2008.

If our estimates or related projections change in the future due to changes in industry and market conditions, we may be required to
record additional impairment charges.
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The goodwill recorded on the consolidated balance sheet as of December 31, 2008 was $32.1 compared with $169.1 million as of
December 31, 2007. The total amount of our non-amortizing intangible assets was $17.3 million and $18.7 million, as of

December 31, 2008 and 2007, respectively. Based on prior year impairment tests, there was no impairment of our goodwill in 2007 or
2006.

impairment of Other Long-Lived Assets

Other long-lived assets include property, plant, and equipment and intangible assets with definitive lives. We perform impairment
analyses of our other long-lived assets whenever events and circumstances indicate that they may be impaired. When the undiscounted
future cash flows are expected to be less than the carrying value of the assets being reviewed for impairment, the assets are written to
fair market value based upon third party appraisals.

As a result of the evolving factors associated with Leslie’s asbestos matters, our outlook of diminished future cash flow for Leslie,
which is reported in our Instrumentation and Thermal Fluid Controls, was an indicator of impairment that triggered an impairment
analysis on the long-lived assets of Leslie in accordance with SFAS No. 144 in the fourth quarter of 2007. As part of our 2008 annual
goodwill impairment analysis, with the assistance of an independent third-party appraisal firm, we performed a SFAS No. 144
impairment analysis for the asset groups within the Instrumentation and Thermal Fluid Controls segment. This analysis led us to
conclude that only the Leslie business unit was impaired from a SFAS No. 144 perspective and we determined that the fair value of
Leslie’s long-lived assets was at least equal to net book value; therefore, no impairment charge was necessary.

Advertising Costs

Our accounting policy is to expense advertising costs, principally in selling, general and administrative expenses, when incurred. Our
advertising costs for the years ended December 31, 2008, 2007 and 2006 were $2.2 million, $1.9 million and $1.9 million,
respectively.

Research and Development

Research and development expenditures are expensed when incurred and are included in selling, general and administrative expenses
in the Consolidated Statements of Operations. Our research and development expenditures for the years ended December 31, 2008,
2007 and 2006, were $4.8 million, $3.2 million and $3.2 million, respectively.

Income Taxes

Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are recognized for the future tax
consequences attributable to differences between the financial statement carrying amounts of existing assets and liabilities and their
respective tax bases and operating loss and tax credit carry-forwards. Deferred tax assets and liabilities are measured using enacted tax
rates expected to apply to taxable income in the years in which those temporary differences are expected to be recovered or settled.
The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in the period that includes the
enactment date. A valuation allowance is recognized if we anticipate that it is more likely than not that we may not realize some or all
of a deferred tax asset.

Except for the Company’s Dutch subsidiary, undistributed earnings of foreign subsidiaries are considered to be indefinitely reinvested
and, accordingly, no provision for U.S. federal and state income taxes has been recorded thereon. No additional provision is required
for the undistributed earnings of the Dutch subsidiary.

Environmental Compliance and Remediation

Environmental expenditures that relate to current operations are expensed or capitalized as appropriate. Expenditures that relate to
existing conditions caused by past operations, which do not contribute to current or future revenue generation, are expensed.
Liabilities are recorded when environmental assessments and, or, remedial efforts are probable and the costs can be reasonably
estimated. Estimated costs are based upon current laws and regulations, existing technology and the most probable method of
remediation. The costs are not discounted and exclude the effects of inflation. If the cost estimates result in a range of equally probable
amounts, the lower end of the range is accrued.
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Asbestos Related Contingencies and Insurance Recoveries

CIRCOR’s subsidiary, Leslie, is a defendant in personal injury actions related to asbestos containing products. We recognize a
liability for any asbestos related contingency that is probable of occurrence and reasonably estimable. We do not accrue a liability for
future Leslie asbestos related claims due to the inherent uncertainties in making projections regarding claims filing rates and disease
manifestation. Regarding Leslie’s asbestos related claims, we accrue legal defense costs when incurred and accrue a liability for open
claims based on our average historical claim resolution cost. We continually assess the likelihood of any adverse judgments or
outcomes to our contingencies, as well as potential ranges of probable losses and recognize a liability, if any, for these contingencies
based on an analysis of each individual issue with the assistance of outside legal counsel and, if applicable, specialist consultants. See
Note 14 to the consolidated financial statements for further information.

In connection with the recognition of liabilities for asbestos related matters, we record asbestos related insurance recoveries that are
probable and estimable. In assessing the probability of insurance recovery, we make judgments concerning insurance coverage that we
believe are reasonable and consistent with our historical experience with our insurers, our knowledge of any pertinent solvency issues
surrounding insurers, various judicial determinations relevant to our insurance programs and our consideration of the impacts of any
settlements with our insurers.

Foreign Currency Translation

Our international subsidiaries operate and report their financial results using local functional currencies. Accordingly, all assets and
liabilities of these subsidiaries are translated into United States dollars using exchange rates in effect at the end of the relevant periods,
and revenues and costs are translated using weighted average exchange rates for the relevant periods. The resulting translation
adjustments are presented as a separate component of other comprehensive income. We do not provide for U.S. income taxes on
foreign currency translation adjustments since we do not generally provide for such taxes on undistributed earnings of foreign
subsidiaries. Our net foreign exchange gains and (losses) recorded for the years ended December 31, 2008, 2007 and 2006 were not
significant.

Earnings (Loss) Per Common Share

Basic earnings or losses per common share are calculated by dividing net income (loss) by the number of weighted average common
shares outstanding. Diluted earnings per common share is calculated by dividing net income by the weighted average common shares
outstanding and assumes the conversion of all dilutive securities when the effects of such conversion would not be anti-dilutive.

Eamings (loss) per common share and the weighted average number of shares used to compute net earnings (loss) per common share,
basic and assuming full dilution, are reconciled below (In thousands, except per share data):

Year Ended December 31,
2008 2007 2006
Net Per Share Net Per Share Net Per Share
Loss Shares Amount Income Shares Amount Income Shares Amount
BasicEPS.......ccooevvviinns $ (59,015 16817 $§ (3.51) $ 37911 16,442 $§ 231 §$§ 29328 15976 $§ 1.84
Dilutive securities,
principally Common
stock options .................. - N/A N/A - 288 0.04 - 315 0.04
Diluted EPS .....cccoovvvieieenane $ (59,015) 16,817 $§ (3.51) $§ 37,911 16,730 $§ 227 $§ 29,328 16,291 $§ 1.80

In 2008 and 2006, certain stock options to purchase common shares and RSUs were anti-dilutive. The anti-dilutive options and RSUs
for the year ended December 31, 2008 were 230,077 options ranging from $26.29 to $50.83 and were excluded from the table above
as we recorded a net loss for 2008. There were no anti-dilutive stock options or RSUs for the year ended December 31, 2007. The
anti-dilutive options and RSUs excluded from the table for the years ended December 31, 2006 were 133,860 options ranging from
$26.29 to $23.92.

Share-Based Compensation

Effective January 1, 2006 we adopted the fair value recognition provisions of SFAS 123(R), “Share-Based Payment”, (“SFAS
123(R)”), using the modified-prospective transition method. Under this transition method, compensation cost recognized as selling,
general and administrative expense in 2006 includes compensation costs for all share-based payments granted through January 1,
2006, but for which the requisite service period had not been completed as of January 1, 2006, based on the grant date fair value
estimated in accordance with the original provisions of SFAS 123. Compensation costs for any share-based payments granted
subsequent to January 1, 2006 are based on the grant date fair value estimated in accordance with the provisions of SFAS 123(R).
Results for periods prior to January 1, 2006 have not been restated. See Note 11 to the consolidated financial statements for further
information on share based compensation.
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Derivative Financial Instruments

We use foreign currency forward exchange contracts to manage currency exchange exposures in certain foreign currency denominated
transactions. Counterparties to these contracts are major financial institutions. We believe that our risk of loss in the event of non-
performance by the counterparties is not significant. Gains and losses on contracts designated as hedges are recognized when hedged
transactions affect earnings, which is generally in the same time period as the underlying foreign currency denominated transactions.
Gains and losses on contracts that do not qualify for hedge accounting treatment are recognized as incurred as a component of other
non-operating income or expense. We did not have any transactions that qualify for hedge accounting treatment in the years ended
December 31, 2008, 2007 and 2006.

We have determined that the majority of the inputs used to value our foreign currency forward contracts fall within Level 2 of the
SFAS No. 157 fair value hierarchy. The credit valuation adjustments, such as estimates of current credit spreads to evaluate the
likelihood of default by ourselves and our counterparties are Level 3 inputs. However we have assessed the significance of the impact
of the credit valuation adjustments on the overall valuation of our foreign currency forward contracts and determined that the credit
valuation adjustments are not significant to the overall valuation. As a result, we have determined that our derivative valuations in
their entirety are classified in Level 2 of the fair value hierarchy.

New Accounting Standards

In September 2006, the FASB issued SFAS No. 157 (“SFAS 157”), “Fair Value Measurements”. SFAS 157 defines fair value,
establishes a U.S. GAAP framework for measuring fair value, and expands financial statement disclosures about fair value
measurements. We adopted SFAS 157 on January 1, 2008 for financial assets and liabilities. The adoption of this Standard had no
material effect on our results of operations or financial condition. In February 2008, the FASB issued FASB Staff Position (“FSP”)
157-2, “Effective Date of FASB Statement No. 157, which permits a one-year deferral in applying the measurement provisions of
SFAS 157 to non-financial assets and non-financial liabilities (non-financial items) that are not recognized or disclosed at fair value in
an entity’s financial statements on a recurring basis (at least annually). Therefore, if the change in fair value of a non-financial item is
not required to be recognized or disclosed in the financial statements on an annual basis or more frequently, the effective date of
application of SFAS 157 to that item is deferred until fiscal years beginning after November 15, 2008. We are currently evaluating the
impact, if any, that the adoption of FSP 157-2 will have on our consolidated financial statements.

In December 2007, the FASB issued Statement No. 141R, “Business Combinations,” which establishes principles for how an acquirer
recognizes and measures in its financial statements the identifiable assets acquired and liabilities assumed in a business combination,
recognizes and measures the goodwill acquired in a business combination, and determines what information to disclose to enable users
of the financial statements to evaluate the nature and financial effects of a business combination. We are required to apply this
Statement prospectively to business combinations for which the acquisition date is on or after January 1, 2009. We do not anticipate
that the adoption of this standard will have a material effect on the Company’s operations or financial condition.

Reclassifications
Certain prior period financial statement amounts have been reclassified to conform to currently reported presentations.
(3) Business Acquisitions and Divestitures

Our growth strategy includes strategic acquisitions that complement and extend our current offering of engineered flow control
products. Our acquisitions have well established brand recognition and are well known within the industry. Excluding our 2006
acquisitions, we have historically financed our acquisitions from available cash balances and we accounted for these transactions as
purchase business combinations.

On February 2, 2006, we purchased all of the outstanding stock of Sagebrush Pipeline Equipment Company (“Sagebrush”) based near
Tulsa, Oklahoma, for $12.5 million including the assumption of debt. During 2007, we increased the recorded goodwill by $0.5
million upon the release to the former shareholders of funds previously held in escrow. We borrowed approximately $10.0 million
from our unsecured revolving credit facility in February 2006 to fund this acquisition. Sagebrush provides pipeline flow control and
measurement equipment to the North American oil and gas markets and operates within our Energy Products segment. Sagebrush
specializes in the design, fabrication, installation and service of pipeline flow control and measurement equipment such as
launchers/receivers, valve settings, liquid metering skids, manifolds and gas and liquid measurement meter runs. Sagebrush sells both
directly to the end-user pipeline companies in North America and through engineering, procurement and construction companies. In
connection with Sagebrush’s purchase price allocation, we recorded $7.6 million of current assets, $2.6 million of fixed assets, $5.2
million of intangible assets, $4.7 million of goodwill, $5.5 million of current liabilities, and $2.5 million of other liabilities. Included
in the $5.2 million of intangible assets are customer relationships, brand names, and non-competition agreements. Approximately $2.3
million of these intangible assets will be amortized over 6-10 year periods and will result in annual amortization expense of
approximately $0.3 million. The remaining $2.9 million of intangible assets will not be amortized but will be subject to impairment
tests. The $5.0 million excess of the original purchase price over the fair value of the net identifiable assets was recorded as goodwill
and will not be deductible for tax purposes.
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On February 6, 2006, we purchased all of the outstanding stock of Hale Hamilton Valves Limited and its subsidiary, Cambridge Fluid
Systems (“Hale Hamilton™) headquartered outside of London in Uxbridge, Middlesex UK, for $51.9 million including the assumption
of debt. We borrowed approximately $51.0 million from our unsecured revolving credit facility in February 2006 to fund this
acquisition. Hale Hamilton is a leading provider of high pressure valves and flow control equipment to the naval defense, industrial
gas and high-technology industrial markets and operates as part of our Instrumentation and Thermal Fluid Products segment. Hale
Hamilton supplies a wide range of components and equipment to the marine industry and has been a long standing relationship with
the UK Ministry of Defense and leading manufacturers of naval defense platforms. In connection with Hale Hamilton’s purchase price
allocation, we recorded $14.7 million of current assets, $10.5 million of fixed assets, $20.8 million of intangible assets, $14.1 million
of goodwill, $9.2 million of current liabilities, and $9.0 million of other liabilities. Included in the $20.8 million of intangible assets
were customer relationships, brand names, and technology. Approximately $14.2 million of these intangible assets will be amortized
over 12-15 year periods and will result in annual amortization expense of approximately $1.0 million. The remaining $6.6 million of
intangible assets will not be amortized but will be subject to impairment tests. The $14.1 million excess of the purchase price over the
fair value of the net identifiable assets was recorded as goodwill and will not be deductible for tax purposes.

On December 8, 2006, we sold all of the outstanding stock of Societe Alsacienne Regulaves Thermiques von Rohr, S.A (“SART”), a
French limited liability company for approximately $2.7 million including $0.4 million of cash sold. We had owned SART since June
2001 and recorded a gain of less than $0.1 million in connection with the divestiture of this business.

On July 6, 2007, we purchased the assets of Survival Engineering, Inc. (“SEI”), for $2.7 million including $0.4 million placed in an
escrow account for the benefit of the sellers, subject to any such indemnification claims by us as are allowed in accordance with the
acquisition agreement. This $0.4 million escrow is restricted cash and is included in Other Assets on our consolidated balance sheet.
SEI is a leader in the design and manufacture of high quality pneumatic controls and inflation systems for the aerospace, marine,
defense and industrial markets with annual revenues of approximately $2.3 million. This business has been consolidated into one of
our existing businesses in the Instrumentation and Thermal Fluid Controls segment. In connection with the purchase of SEI, we
recorded preliminary purchase price allocations of $0.2 million of current assets, $0.2 million of fixed assets, and $1.9 million of
goodwill. The excess of the purchase price over the fair value of the net identifiable assets was recorded as goodwill and will be
deductible for tax purposes.

On September 28, 2007, CIRCOR and its Instrumental and Thermal Fluid Controls Dutch subsidiary, Dovianus in Rotterdam, the
Netherlands sold its 50% equity interest in Keofitt Holdings, A/S, a small Danish company to the other 50% joint venture partner for
$2.0 million. Keofitt, which was acquired as part of CIRCOR s acquisition of Dovianus in 2003, served the beverage sterile sampling
market, which was not considered strategic to our business going forward. Circor recorded a pretax gain on the sale of approximately
$1.6 million.

On May 21, 2008, we acquired Motor Technology, Inc. (“Motor Tech”) for $7.9 million including $1.0 million placed in an escrow
account for the benefit of the sellers, subject to any such indemnification claims by us as are allowed in accordance with the
acquisition agreement. This $1.0 million escrow is included as restricted cash in Other Assets on our consolidated balance sheet.
Motor Tech is a leader in the design and manufacture of high quality specialty electronic motors and actuators for the aerospace,
medical, defense, transportation, and industrial markets with annual revenues of approximately $5 million. This business will be
reported in the Instrumentation and Thermal Fluid Controls segment. In connection with the Motor Tech acquisition, we recorded
purchase price allocations of $2.5 million of current assets, $0.5 million of fixed assets, $0.5 million of current liabilities, $1.8 million
of goodwill, and $2.6 million of intangible assets. The excess of the purchase price over the fair value of the net identifiable assets was
recorded as goodwill and will be deductible for tax purposes.

The following table reflects unaudited pro forma consolidated results on the basis that Motor Tech, SEI, Hale Hamilton, and
Sagebrush acquisitions and the SART divestiture took place and were recorded at the beginning of each of the respective periods
presented (Unaudited, in thousands, except per share data):

Year Ended December 31,
2008 2007 2006
NEL TEVEINUE ......ceveeeenererereereeeressessessessessesssssesssossessessessessesssstsessosssssessessessessesstossessesosse $ 795899 $§ 671,813 § 596,769
Net iNCOME (L0SS) ..vvevrerereririrerrrrrereneesesesererereseessesessesereessesestsetsistststssssessressasassssssaons $ (58906) $ 38387 $ 30,282
Earnings (108S) per Share: Basic.........ccccevvrreecrinircreinunenncnnierisnnis s esaes $ (3.50) $ 234 $ 1.90
Earnings (loss) per share: diluted.............cocvcecreeririrreciiiieinmii e $ (3500 8§ 230 $ 1.86

The unaudited pro forma consolidated results of operations may not be indicative of the actual results that would have occurred had
the acquisitions been consummated at the beginning of each period, or of future operations of the consolidated companies under our
ownership and management.
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The following tables provide reconciliations of the net cash paid and goodwill recorded for acquisitions during the years ended
December 31, 2008, 2007 and 2006 (In thousands):

Year Ended December 31,
2008 2007 2006

Reconciliation of net cash paid:

Fair value of assets ACUITE .........cccevueereererieieririereeeteseeeeseetesseseseesnenesesanssasnesessessessesassenens $ 7417 §$§ 2312 $ 80,211
ACQUISItION ESCTOW PAYIMENLS .....c.veverereereerrarerercereressessessesessereestonsesesussnonessessastessoseressessessenans 1,000 392 10,616
Less: LiabIlIties @SSUIMIEM ....c.oovivururiiriiiiieiiinireeeeeeisisrsnrsseeesessssssssssrsesssosssssssnssnsassssossssssassasasssen 512 - 26,237
CaSH PAIA ..ttt sttt st ettt e ene 7,905 2,704 64,590
Less: cash aCqUITEA .......covrveiiiiiiniiiiinic ettt s e 642 - 3,487
Net cash paid for acqUIred DUSINESSES.......coreririerireerireetiteeeecteresesrert st et ee e seenesessesenaens $ 7263 $ 2,704 $ 61,103
Determination of goodwill:

Cash paid, net of cash aCqUITEd..........ceciereerernirinreiiinieerennestnetereess st ressnescsnssene $ 7263 $ 2,704 $ 61,103
LiabilitIES @SSUIMEA .....oovvuverereiieeiieieeeetecenteeseeessaessbesssnssesassosseessstesesesssnsesonnesonsesssnssssnsesssessnnns 512 - 26,237
Less: ACqUISition €SCIOW PAYIMENLS .....covvuererierereruemiacrueresseseesersescesesimasssesessenesesesascssesescsssasses 1,000 392 10,616
Less: fair value of assets acquired, net of goodwill and cash acquired...........ccecereecerenvrccenencns 4,999 379 57,945
GOOAWILL ..ottt et restet s e st ete e seneres e saes s e s s teneseosessessasentonsesessassensssasnonsonersonen $ 1,776 $§ 1933 § 18,779

(4) Special Charges

During the year ended December 31, 2008 we recorded special charges of $141.5 million. In connection with our annual SFAS 142
goodwill and intangible analysis, we recorded goodwill and intangible impairments of $141.3 million. The additional charge of $0.2
million related to costs associated with the Company’s former CFO retirement agreement, specifically the accelerated vesting of
certain equity awards. The following table sets forth our special charges associated with goodwill and intangible impairment, CEO and
CFO retirements, as well as closure, consolidation and reorganization of certain manufacturing operations as follows (In thousands):

Year Ended December 31,

2008 2007 2006
Special Charges:
SEVETANCE TEIALEA .......oveeirireieece ettt e s s et r e s e sa s esestsseseseseonesnsestasaeonsennentesnsnnens $ - $ 426 $ 160
Facility Tlated ......cocoooiiiiieiienceci ettt s s - 798 -
Gain on assets held for Sale..... ..ot - (1,200) -
ASSEE WITLE-AOWIS.....ccuvtiriiieirienieectterteeeiseeeteseseressaaesesessseseeaeassessastenssnesassesarenesnsasssnensssnassen - 141 75
Pension curtailment............. e eeteeerreeeereeeesesaeessessseerasereateessteraeeeataeaaeanarteetateereeenreeesneeabanans - — 443
CEO and CFO TEtITEMENLS ......ccccveecieereerireeeieessarerssacssassisssessnsessssssssesssnsssssesessassesssssassssasssnns 160 2,349 -
Goodwill and intangible iMPAITMENt ..........ccorviiininiiiiiiiii s 141,297 - -
TOtal SPECIAl CHATZES .......cvuvecvecercvereesesssessessessssssssssesssssssssssassssssanesssssesssessessesserassssasasssesans $ 141457 $ 2514 $ 678
(5) Inventories
Inventories consist of the following (In thousands):

December 31,
2008 2007

RAW IMALETIALS ....ovvivveiiiirieeeiiresinirteeessareeessseeesssreeesssssessessnssssnssresssssssesssssnsssssssssessssssssessssntsssassessassnsessas $ 68,954 $ 73,499
WOTK 111 PTOCESS «.eevreverrerririrerieisieesieesinessassesssesonsssntossasssasssassasssnesseossesssasssssonsesntessssanesasesssesanesssssssssaess 70,656 54,540
FINISNEA ZOOMS <. euviuiiiieieieeiitsieie ettt ettt sttt sttt et st s s et et s e ss et e e sestentnentsananen 43,681 43,622

$ 183,291 $ 171,661
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(6) Property, Plant and Equipment

Property, plant and equipment consists of the following (In thousands):

December 31,
2008 2007

733V« SO U OO OO OO OO OO PO TOPPP TIPS TOPPPRPRPI $ 10,960 $ 12,319
Buildings and imMproVements ...ttt s 52,168 51,976
Manufacturing machinery and eqUIPIMENt ..........coooviiiiiininieiein s 120,386 112,431
Computer equipment and SOTIWATE ..........cccovviiiieinieii e 16,899 14,750
Office equipment and MOtOr VEHICIES .......cccciiiiiiiiiiiiiitirrii 8,450 8,765
CONSLTUCLION 10 PIOBTESS ..covoveuirirriviiririiniirereitisesseseiet st b e bt st e st s b sa s et eb bbb sber bbb bbb 2,596 3,464

211,459 203,705
Accumulated dePreCiation .......c.c.cveeriviininiiii e s (128,616) (121,240)

$ 82,843  § 82,465

(7) Goodwill and Other Intangible Assets

Macroeconomic factors impacting global credit markets and slower industry business conditions occurring during the fourth quarter of
2008, have contributed to a deterioration in our expected financial projections within our Instrumentation and Thermal Fluid Controls
segment. This deterioration in our financial projections and an increase in the discount rate based on weighted average cost of capital
coincided with our annual fourth quarter SFAS No. 142 impairment analysis resulting in goodwill and intangible impairments of
$140.3 million and $1.0 million, respectively within our Instrumentation and Thermal Fluid Controls segment.

The following table shows goodwill, by segment as of December 31, 2008 and 2007 (In thousands):

Instrumentation
& Thermal Fluid
Controls Energy Consolidated
Products Products Total
Goodwill as of December 31, 2007 .....cccooverievineriniceiieriienre i $ 143,201 $ 25909 $ 169,110
Business acquisitions (S6€ NOte 3)........cccovviviiverimneieece e 1,776 - 1,776
Adjustments to preliminary purchase price allocation.............ccovviviininninnnens 10,129 3 10,132
GOOAWIIL IMPAIITNENL .........ceeremienicreeienererenicsiciisi et b e aenseiebenas (140,300) - (140,300)
Currency translation adjustments...........ccocovvevininiiiinneee e (8,005) (621) (8,626)
Goodwill as of December 31, 2008 .......cccocoeevierrieiniiiicnen v $ 6,801 $ 25291 § 32,092
Instrumentation
& Thermal Fluid
Controls Energy Consolidated
Products Products Total
Goodwill as of December 31, 2006 ......c.covceeeeieierererrirerieeeresecseseesecesseseeesennes $ 139,129 $ 24591 § 163,720
Business acquisition ($€€ NOte 3) ......ccceviiiiiiniinnineicee e 1,933 - 1,933
Purchase price adjustment of previous aCqUiSitions............ccoceeeievenisienniennincne - 500 500
Adjustments to preliminary purchase price allocation.............c.coceveiiniierenineninnes 346 70 416
Currency translation adjustments............coeeviivererreienniieiee e 1,793 748 2,541
Goodwill as of December 31, 2007 ......covveeeveieieerreeeeeeeieeeieesreesieeesasessesseressns $ 143,201 $ 25909 § 169,110
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The table below presents gross intangible assets and the related accumulated amortization (In thousands):

December 31, 2008 December 31, 2007
Gross Gross

Carrying Accumulated Carrying Accumulated

Amount Amortization Amount Amortization
Patents......cooiriiiic e $ 6,009 $ (5,392) $ 5713 $ (5,333)
Trademarks and trade names (non-amortizable).............cccoevererennen. 17,317 - 18,651 -
Land uSe TIHLS......cooureeriireiie ettt s 427 33) 399 21
Customer relationships.........ccoeeveeriecenieninnenieenceee e 24,308 (5,279) 27,378 (4,239)
OLRET <.ttt sttt et e eae e 7,028 (2,262) 6,006 (1,181)
Total...occoevieeireecerene, et ebere et ab bbb e ey e bt b et s et ebeteas et bbb tetetens $ 5508 $ (12,966) $ 58,147 § (10,774)
Net carrying value of intangible assets ......c...ccocovevvveneiviencnncencnn. $ 42,123 $ 47,373

The table below presents estimated future amortization expense for intangible assets recorded as of December 31, 2008 (In
thousands):

After
2009 2010 2011 2012 2013 2014
Estimated amortization eXpense...........coeveveveeeeverenenene. $ 2451 $§ 2451 $ 2451 $ 2,127 $ 2,099 $ 13,227
(8) Income Taxes
The significant components of our deferred income tax liabilities and assets are as follows (In thousands):
December 31,
2008 2007
Deferred income tax liabilities:
ExXCess taXx OVEr DOOK dEPTECIALION........ccueiiirieeteeieeiereeieie st e et ette st e e ieete et et e stesbessae s e s e b asaeebassesbessneseanssssensane $ 7262 $ 8,155
INVEDIOTIES ..covrveereririeiriersieeseesesestoseeesessesesessessensesestostosessesesseastnsenesssstntensessasestesesensensenesonnensesersessesesansonssenes - 519
Goodwill and other intangibles...........ccovviii 14,600 21,259
OBNET ...ttt ettt ettt et e e et et e e st e st e s tesa st e s ses e bantes e et asse st et easeabantesessanses s et e et asseseesensesanbestesarbant et e sentesensn 207 240
Total deferred INCOME tAX HHADIIILIES ........eveeeieeieiceeeiece et e et s e st e s e s s e e e sanbeeeseastesesnnaess 22,069 30,173
Deferred income tax assets:
ACCTUEA EXPEIISES .....cvevvrenieirrerereeresesisesessssesessesesssesessasesessasessssesessssesessesesessesessesesessesesentesesssesssansssesessssesensssases $ 14069 $ 12,169
LT 1 10) & (=< T 5,856 5,427
Net operating loss and credit Carry-TOrWard............c.coveveireciririneeee ettt ere e sres et se st esse e ssenens 8,885 9,605
Goodwill and INTANGIDIE ASSELS ........ccouerieieiieriirerteeerereeeeseesseseresesssesesaseeseenersassessassesssesaessesarssessassersaensasaens 5,843 248
Accumulated other comprehensive income—pension benefit 0bligation..........coccoeeerreeiiarnecnnnrneccereceene 4,734 721
OBRET ..ttt ettt et et e s e e et e e e s e b e s e ss b e b es b e se b e st es e se s aRe e bt s e R e st ee s e e bt et essesetese e Rt s ennenebenee 669 717
Total deferred INCOME tAX ASSELS .....ecccevveieeireeerrrerirereeeeseeeeeeesteseseaeeeesssraeesesseesesssrnresesstesssseessessresesnsares 40,056 28,887
Valuation BIIOWANCE .......ccevveeriiecerieerrecseeeestesseeseeseereesaerasseesesssestessnsseasssstesanssessasseassssessrssersrnsessrasessessarsrans (9,087) (9,600)
Deferred income tax asset, net of valuation @llOWANCE ...........cceivveeeeriiieceiiceeeee et aes 30,969 19,287
Deferred income tax asset (Liability), NEt..........cocoiiiiiiiiiiniieierere sttt sttt e se e saeeaeene $ 8900 $ (10,886)
The above components of deferred income taxes are classified in the consolidated balance sheets as
follows:
Net current deferred INCOME EAX ASSEL......ueeiirueerereerererreeererteeeesiseeresessseessssseresisssessessesesossssesssssesssssssessssesessassres $ 12,396 $ 8,220
Net non-current deferred income tax Hability ..........occeiviiririiiieniiii ettt et esee s (3,496) (19,106)
Deferred income tax asset (LIability), TEt ........ccccevreeierererirereiiieeiteresees s eressste e s etessesesasesasssesesssesansssssesesnes $ 8900 $ (10,886)
Deferred income taxes by geography are as follows:
DOMESHIC NEL CUITENE ASSEL ... uviiieiiriieiiiiieeeeiieiecerieeeiitieeeesitreessrsbeeesastaeeeaesreesessnssesssstsseassrsessassasasssasesssssesssssasess $ 6,580 $ 4495
FOTiZN NEt CUITENE ASSEL ......irvivueiiirieiiviertenteteetester e saesreetessesneseasseesessaessesasssessaeseasssnsansassrasessssneesnessessessaensanean 5,816 3,725
Net current deferred INCOME TaX ASSEL.......ccceeiieeeieiieiireeiierireerireeseeeseeesteesteesessessseessasesssessssasssseessansesessasnses $ 12396 $ 8220
Domestic net non-current asset (Hability) ..o $ 4754 § (7,244)
Foreign net nON-current HADILLY .......cc.ecceerierieirieieiictectest ettt ettt sr et s sse st sb e s r et be e (8,250) (11,862)
Net non-current deferred inCOME taX HADIIILY .......ccvveviirieeiirieiiiinenin et st esee s e sn e eeeseemres $ (3,496) $ (19,106)
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The provision for income taxes is based on the following pre-tax income (loss) (In thousands):

Year Ended December 31,
2008 2007 2006
DIOMIESLIC ..vvvevenrvevereteteesesteseesesesessesessssesesstesssersasosesessssnssarsiossnsssentsssissssssresenssasasssasasananes $ (82,853) § 17476 § 16,558
FOTEIGN...ccviierireereeeretrt ettt et a e e e b e b e b s s st b s s b e san b, 42,135 37,547 25,701

$ (40,718) $ 55023 § 42,259

The provision for income taxes consists of the following (In thousands):

2008 2007 2006
Current:
FOACTAL .o eeeeeeeee et e eee e eeeeesesesessests s o s esbesbanseasessaerssbsessensantessansansesasenesannsssnssssn srnens $ 5917 § 8195 § 8,422
FOTEIZN.c.c.eviuiirereriiciic et e bbb b b 27,174 11,872 7,766
SEALE .eeveereeererereeeseeseereueresssesasassstreessssssarnsasaaesrsassbsntaseesasarararanasesosossssatsestessissnntatetsossarasases 963 619 1,451
TOLAL CUITENL . .....eeeeeeeeeeieeeeeeereressorerereeeesssrsrarersaessassnsaeeesssssansensnenssesssssassaesssessrranransssessnsnes $ 34,054 $ 20,686 $ 17,639
Deferred (prepaid):
FEACTAL ...ttt s bbb et sb e sas b e et sbs s bRt b o R et sa s R s s b et s an et asn s obans $ (9155 $ (2,483) $ (3,547)
FOTGIZIL .. eeeeeeesesesesereseeseessessssesssesssessssssses s ssssssss s ssssss s ssssssrsss s (5,703) (1,168) (346)
AL .oeeee et eeseeeeeerrereeesasasaeseseesessasstsssasesesasassaaseeesarsr b e s et aneas e b aaeseesesensiatssssseoisanseesoras (899) 82 (815)
TOUAL AEFRTTEM. ..o eeeeeeeeseeeeeeeeseressesssesessesesseesesesesesssessssssssessesssssssssssssssmssssssssssss o $ (15757) $ (3,574) $ (4,708)
Total provisions for INCOME tAXES ........ccereeererrersirireriesisisiisirsinaerssesesssessssssassssssssesenss $ 18297 § 17,112 § 12,931

Actual income taxes reported from operations are different from those that would have been computed by applying the federal
statutory tax rate to income before income taxes. The reasons for these differences are as follows:

Year Ended December 31,
2008 2007 2006

Expected federal INCOME tax TALE ..........covviririiiieriiniiieiireses st sssease e sassssssnsessensisisnsnses (35.00% 35.0% 35.0%
GOOAWIll IMPAIMNENL .......ervrvreriiiriiitiii et e st r s s ose b s bbb e e e s asabess sasseons 93.3 - -
State income taxes, net of federal tax benefit..........cccoocoviniviriinii e 0.1 0.8 1.0
Foreign tax rate differential and credits ..ot (12.2) 4.0) 3.0
Extraterritorial income exclusion (formerly FSC) ......cccocvmniiiiiiniiiininiiininsniennnneneenne - - (1.3)
Manufacturing deQUCLION .......c.ovurevrueiiiiiiiiciee s s (0.6) (0.4) 0.3)
Research and experimental Credit ..ot e (1.6) (1.0) (0.9)
(073115 0 1 1= AU OO SO OO OT OO FTUTO TP IOPPIPP 09 0.7 0.1

EffectivVe TAX RALE.......oovieveeeeceeeieeieceieeerete et cteseassesse s sste st et esaesssssesassanonesansssesssnsssas 44.9% 31.1% 30.6%

At December 31, 2008, we had foreign tax credits of $8.3 million, state net operating losses of $3.7 million and state tax credits of
$0.7 million. The foreign tax credits, if not utilized, will expire in 2015. The state net operating losses and state tax credits, if not
utilized, will expire in 2020 through 2028. We had a valuation allowance of $9.1 and $9.6 million at December 31, 2008 and 2007,
respectively, against the foreign tax credits, state operating losses, and state tax credits. We believe that after considering all of the
available objective evidence, it is more likely than not that the results of future operations will generate sufficient taxable income to
realize the remaining deferred tax assets.

The Company files income tax returns in the U.S. federal jurisdiction and in various state, local and foreign jurisdictions. The
Company is no longer subject to U.S. federal examination by the Internal Revenue Service for years prior to 2005. The Company is no
longer subject to examination by the tax authorities in Italy for years prior to 2003. The Company is under examination for income tax
filings in U.S federal jurisdiction and various state and foreign jurisdictions. In particular, German tax authorities commenced an
examination at the beginning of 2007.
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In July 2006, the FASB issued Interpretation No. 48, “Accounting for Uncertainty in Income Taxes” (FIN 48). FIN 48 supersedes
SFAS No. 5, “Accounting for Contingencies,” as it related to income tax liabilities and lowers the minimum threshold a tax position is
required to meet before being recognized in the financial statements from “probable” to “more likely than not” (i.e. a likelihood of
occurrence greater than fifty percent.) Under FIN 48, the recognition threshold is met when an entity concludes that a tax position,
based solely on its technical merits, is more likely than not to be sustained upon examination by the relevant taxing authority. Those
tax positions failing to qualify for initial recognition are recognized in the relevant taxing authority. Those tax positions failing to
qualify for initial recognition are recognized in the first interim period in which they meet the more likely than not standard, or are
resolved through negotiation or litigation with the taxing authority, or upon expiration of the statue of limitations. Derecognition of a
tax position that was previously recognized occurs when an entity subsequently determines that a tax position no longer meets the
more likely than not threshold of being sustained.

Under FIN 48, only the portion of the liability that is expected to be paid within one year is classified as a current liability. As a result,
liabilities expected to be resolved without the payment of cash (e.g., resolution due to the expiration of the statute of limitations) or are
not expected to be paid within one year are not classified as current. It is the Company’s policy to record estimated interest and
penalties as income tax expense and tax credits as a reduction in income tax expense. The Company recognizes both interest and
penalties as part of the income tax provision. During the year ended December 31, 2008, the Company recognized approximately $0.1
million in interest. As of December 30, 2008, accrued interest and penalties were $0.3 million.

As of December 31, 2008 the Company has classified approximately $0.8 million of unrecognized tax benefits as a current liability
representing estimated settlements of current examinations which the Company believes will be settled within one year. Management
is currently unaware of any issues under review that could result in significant additional payments, accruals, or other material
variation from this estimate.

As of December 31, 2008 the liability for uncertain income tax positions was $2.4 million. Due to the high degree of uncertainty
regarding the timing of potential future cash flows associated with these liabilities, we are unable to make a reasonably reliable
estimate of the amount and period in which these liabilities might be paid.

The following is a reconciliation of the Company’s total gross unrecognized tax benefits for the years ended December 31, 2008 and
2007. Approximately $2.4 million as of December 31, 2008 represents the amount, that if recognized would affect the Company’s
effective income tax rate in future periods This amount differs from the gross unrecognized tax benefits presented in the table due to
the decrease in the U.S. federal income taxes which would occur upon recognition of the state tax benefits included. Interest and
penalties of $0.3 million and $0.2 million are included below as of December 31, 2008 and 2007, respectively (in thousands).

2008 2007

Balance beginming JANUATY 1 ..ottt essse et st et st st st e e sesesese st et siessesesebesnsssasas $ 2554 $ 2291
Tax position related to current year

AQGITIONS ...ttt es e et e et s s s s e sasas s ane e s e e s e e eresananerese creenenerseanasasenenenss 325 312

REAUCHIONS ...ttt ettt st ettt e see s e et e e e s e st e seemesae et ea seseaesen et eateneeanene - -
Tax positions related to prior years

AQQILIONS ...ttt sttt se st e s e s et et e st e et et se et e st st e b e s e et e e e ae b eat s seeatesereenesaneensesan - -

REAUCLIONS ...ttt et st e e e s s e e se s es e sassesnesasassenessesesan ssnenenessnarenerseasen
Lapse in Statute of LImitation.........cccoouiiieueriieiiieeiiercnetectereree ettt esere e s e ste st e sesas enesanesessesanenesaese (235) 37
SEUIEIMENLS.....c.eeeceiiiie ettt et et et et et e e et e st e e sae e s et e aesasssaosasnaenaessestensessasssssassess saessestessassessansensennsornese (12)
Balance ending December 31 ..ottt et sae e et st e se e s s s e e st sae st e eseeaeane e $ 2,644 $ 2,554

Undistributed earnings of our foreign subsidiaries amounted to $120.8 million at December 31, 2008 and $66.8 million at
December 31, 2007. Upon distribution of any those earnings, in the form of dividends or otherwise, we will be subject to both U.S.
income taxes (subject to an adjustment for foreign tax credits) and withholding taxes payable to the various foreign countries.
Determination of the amount of U.S. income tax liability that would be incurred is not practicable because of the complexities
associated with its hypothetical calculation; however, unrecognized foreign tax credits would be available to reduce some portion of
any U.S. income tax liability. Withholding taxes of $4.9 million would be payable upon remittance of all previously unremitted
earnings at December 31, 2008.

Except for the Company’s Dutch subsidiary, undistributed earnings of foreign subsidiaries are considered to be indefinitely reinvested
and, accordingly, no provision for U.S. federal and state income taxes has been recorded thereon. No additional provision is required
for the undistributed earnings of the Dutch subsidiary.
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(9) Accrued Expenses and Other Current Liabilities

Accrued expenses and other current liabilities consist of the following (In thousands):

December 31,
2008 2007
Customer deposits and ODIGAtIONS .........c.cviririiiiniiiniietrrs e $ 35221 § 45975
Commissions payable and sales INCENTIVE ...ttt 12,747 9,727
PENAILY CCTUALS ......creieiviiiistiriiiiir et s 10,556 3,961
WAITANLY TESEIVE ...vevrurreueeeseseresrsenisimstssesssesssssssssessssssssasssesssssessssatatstataseseresesessasarasbbasessnsaeastsnsasasenarasasans 3,032 2,602
PrOESSIONAL TEES ..c.vevereeeeesteseeerestiereeeeesessessesseeseesesssessassessessesaessesseenteseesesasestassssanebtonssrnenteraasbssasasaannansesaoss 1,547 3,076
T SUTAIICE ... e eeueeeereeeeesessrenreeereeesessabansrsesesasnsbbaseesessanasensaasesssessestentessssssssassssnssesessnsasssnaessssnsanasenenenssesssnes 1,224 2,706
Taxes Other than INCOIMIE TAX .......ceervererirreeriserssesserereseressntereessresstesssssstessessssssssesssssessesssesssassneseressssssssssans 1,084 1,969
(07117, S OTSOTTOOOOTEOOOUO OO P OO UP O PRSPPI O PP PRTPIPPOTS 4,537 2,465

$ 69948 § 72,481

(10) Financing Arrangements

Long-term debt consists of the following (In thousands):

December 31,
2008 2007
Unsecured revolving credit facility, at varying interest rates; as of December 31, 2008 and 2007 interest

rates were 3.25% and 5.39%, TESPECHIVELY .....ovvveveuerereeeririririrereererstisssns bbb $ 7,000 $ 16,200
Industrial revenue bond maturing in August 2019, at variable interest rates of 1.37% at December 31,

2008, and 3.54% at December 31, 2007 ........c.ocoruererrrrerereesereseressseessessrssesessssasesssssssas st s esas 4,760 4,760
Capital 1685 ODIIGALIONS .......ecceeeuriimeriiiiiiiincits e 830 622
Other borrowings, at varying interest rates ranging from 3.25% to 6.40% in 2008 and 4.31% to 8.93% in

2007 eeereeeeeeeeeeiee et s e et er e e e b ebe et e s st s ee Rt b e Rt et R e et R e RS sE RS b bR R r b e Ae R e Re e e R e b e et e R e Rt st s 560 520

Total IONZ-tIM AEDL.......cveeeeieireerer ettt bbb 13,150 22,102
LeSS: CUITENE POTIOM ..vevvuveueuresesereeeeseetesesesiisesestsasststssesastsbes s s se s sbebas b e b sen s s b eb et e b et s b s R e bbbt s b sh s st s bbb 622 201
Total long-term debt, 1€SS CUTTENE POTLION .......vnveeriiiciriiiririincnariie et es sttt $ 12528 § 21,901

In December 2005, we entered into a new five-year, unsecured bank agreement that provided an unsecured $95 million revolving
credit facility and we terminated the previously available $75 million revolving credit facility. In October 2006, we amended our
credit agreement to increase the unsecured revolving credit facility to $125 million. In accordance with the credit agreement, the rate
of interest and facility fees we are charged vary based upon changes in our net debt leverage ratio. We can borrow at either the Euro
dollar rate plus an applicable margin of 0.625% to 1.625% or at a base rate plus an applicable margin of 0% to 0.25%. The base rate
for any day is the higher of the Fed Funds rate plus 0.50% or the lenders Prime rate. We are also required to pay an unused facility fee
that can range from 0.15% to 0.35% per annum and a utilization fee of 0.10% per annum if our borrowings exceed 50% of the credit
facility limit. The facility expires on the earlier of December 20, 2010 or the date on which the revolving credit facility commitments
are terminated by the Lenders in accordance with the Credit Agreement. The entire principal amount of all outstanding loans is not
due until the facility expiration date; as such this amount has been classified as long term. The $125 million revolving credit facility is
available to support our acquisition program, working capital requirements and general corporate purposes. At December 31, 2008, we
had borrowings of $7.0 million outstanding under our revolving credit facility.

On October 19, 1999, we issued $75.0 million of unsecured notes that matured through annual principal payments from October 2002
- 2006. Proceeds from the notes and borrowings under the credit facility were used to repay $96.0 million of investments by, and
advances from, Watts and the outstanding balance under a then existing term loan agreement. Beginning on October 19, 2002, we
commenced making $15.0 million annual payments reducing the $75.0 million outstanding balance of our unsecured 8.23% senior
notes, which matured in October 2006. The last annual payment of $15 million was paid in October 2006.

Certain of our loan agreements contain covenants that require, among other items, maintenance of certain financial ratios and also
limit our ability to: enter into secured and unsecured borrowing arrangements; issue dividends to shareholders; acquire and dispose of
businesses; transfer assets among domestic and international entities; participate in certain higher yielding long-term investment
vehicles; and issue additional shares of our stock. We were in compliance with all financial covenants related to our existing debt
obligations at December 31, 2008 and December 31, 2007.
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At December 31, 2008, minimum principal payments required during each of the next five years and thereafter are as follows (In
thousands):

2009 2010 2011 2012 2013 Thereafter
Minimum principal PAYMENLS ..........ccceeeeruereveeerreecinrerererrrererensasens $ 622 $ 7251 § 202 § 123 § 82 § 4870

(11) Share-Based Compensation

During 2004, we began granting restricted stock units (“RSU Awards™) in lieu of a portion of employee stock option awards and we
have not granted any stock option awards in 2006, 2007 and 2008. We account for these RSU Awards by expensing their weighted
average fair-value to selling, general and administrative expenses ratably over vesting periods ranging from three to six years. During
the years ended December 31, 2008 and December 31, 2007 we granted 83,367 and 123,946 RSU Awards with approximate fair
values of $47.33 and $36.34 per RSU Award, respectively.

Effective January 1, 2006, we adopted the fair value recognition provisions of SFAS 123(R), “Share-Based Payment”, (“SFAS
123(R)”), using the modified-prospective transition method. Under this transition method, compensation cost recognized as selling,
general and administrative expense in 2006, 2007 and 2008 includes compensation costs for all share-based payments granted through
January 1, 2006, but for which the requisite service period had not been completed as of January 1, 2006, based on the grant date fair
value estimated in accordance with the original provisions of SFAS 123. Compensation costs for any share-based payments granted
subsequent to January 1, 2006 are based on the grant date fair value estimated in accordance with the provisions of SFAS 123(R).

As of December 31, 2008 there was $5.7 million of total unrecognized compensation costs related to our outstanding share-based
compensation arrangements. That cost is expected to be recognized over a weighted average period of 5.1 years.

For all of our stock option grants, the fair value of each grant was estimated at the date of grant using the Black-Scholes option pricing
model. Black-Scholes utilizes assumptions related to volatility, the risk-free interest rate, the dividend yield and employee exercise
behavior. Expected volatilities utilized in the model are based on the historic volatility of the Company’s stock price. The risk free
interest rate is derived from the U.S. Treasury Yield curve in effect at the time of the grant. The model incorporates exercise and post-
vesting forfeiture assumptions based on an analysis of historical data. We did not grant any stock-options during the years ended
December 31, 2008, 2007, and 2006.

As of December 31, 2008 we have one share-based compensation plan. The 1999 Stock Option and Incentive Plan (the “1999 Stock
Plan”), which was adopted by our Board of Directors and approved by our shareholders, permits the grant of the following types of
awards to our officers, other employees and non-employee directors: incentive stock options; non-qualified stock options; deferred
stock awards; restricted stock awards; unrestricted stock awards; performance share awards; stock appreciation rights (“SARs”) and
dividend equivalent rights. The 1999 Stock Plan provides for the issuance of up to 3,000,000 shares of common stock (subject to
adjustment for stock splits and similar events). New options granted under the 1999 Stock Plan could have varying vesting provisions
and exercise periods. Options granted vest in periods ranging from 1 to 6 years and expire 10 years after the grant date. As of
December 31, 2008, 941,704 shares were available for grant under the 1999 Stock Plan.

The CIRCOR Management Stock Purchase Plan, which is a component of the 1999 Stock Plan, provides that eligible employees may
elect to receive restricted stock units in lieu of all or a portion of their pre-tax annual incentive bonus and, in some cases, make after-
tax contributions in exchange for restricted stock units (“RSU MIPS”). In addition, non-employee directors may elect to receive
restricted stock units in lieu of all or a portion of their annual directors’ fees. Each RSU MIP represents a right to receive one share of
our common stock after a three-year vesting period. RSU MIPs are granted at a discount of 33% from the fair market value of the
shares of common stock on the date of grant and vest after three years. This discount is amortized as compensation expense, to selling,
general and administrative expenses, over a four-year period. 57,385 and 60,031 restricted stock units with per unit discount amounts
representing fair values of $16.06 and $11.96 were granted under the CIRCOR Management Stock Purchase Plan during the twelve
months ended December 31, 2008 and December 31, 2007, respectively.

At the date of our spin-off from Watts in October 1999, vested and non-vested Watts options held by our employees terminated in
accordance with their terms and new options of equivalent value were issued under the 1999 Stock Plan to replace the Watts options
(“replacement options”). The vesting dates and exercise periods of these options were not affected by the replacement. Based on their
original Watts grant date, the replacement options vested during the years 1999 to 2003 and expire 10 years after grant of the original
Watts options. Additionally, at the spin-off date, vested and non-vested Watts restricted stock units and SARs held by our employees
were converted into comparable restricted stock units and SARs based on our common stock. Vested restricted stock units will be
distributed in shares of our common stock. Upon exercise, vested SARs will be payable in cash. At December 31, 2008, there were
350,002 restricted stock units and 9,600 SARs outstanding. During 2008, a total of $3.6 million of compensation expense related to
RSU Awards, RSU MIPs, stock options and SARs was recorded as expense in our statement of operations. $3.4 million was recorded
as selling, general and administrative expense, and $0.2 million was recorded as special charge. The amount recorded as special
charge related to the modification of certain RSUs and stock options in connection with the retirements of our former CFO.
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Compensation expense related to RSU Awards, RSU MIPS stock-options and SARs for the year ended December 31, 2007 was $5.9
million; $3.6 million was recorded as selling, general and administrative expense, and $2.3 million was recorded as special charge.
The amount recorded as special charge related to the modification of certain RSUs and stock options in connection with the
retirements of our former CEO and CFO.

A summary of the status of all stock-options granted to employees and non-employee directors as of December 31, 2008, 2007, and
2006 and changes during the years are presented in the table below (Options in thousands):

December 31,
2008 2007 2006
Weighted Weighted Weighted
Average Average Average
Options Exercise Price Options Exercise Price Options Exercise Price
Options outstanding at beginning of period............ 273§ 19.50 697 § 17.23 1,080 $ 16.07
GIanted ........cccoevveiveerneniiinie e, - - - - - -
EXercised......covvreenerinininniiiiniiiinneeennnesesieseens (121) 19.69 (409) 15.60 (298) 12.17
CANCEIEA .o eeerevsseseseesseseesessesees s - - (15) 20.20 (85) 20.22
Options outstanding at end of period............ccceeuee. 152§ 19.35 273 $ 19.50 697 $ 17.23
Options exercisable at end of period............cccc...... 117 $ 17.73 166 $ 16.20 485 § 15.04
Weighted average fair value of options granted...... N/A N/A N/A

The weighted average contractual term for stock-options outstanding and exercisable as of December 31, 2008 was 4.6 years and 4.2
years, respectively. The aggregate intrinsic value of stock-options exercised during the years ended December 31, 2008, 2007 and
2006 was $3.4 million, $9.8 million and $6.1 million, respectively. The aggregate fair value of stock-options vested during the years
ended December 31, 2008, 2007 and 2006 was $0.7 million, $0.8 million and $1.1 million, respectively. The aggregate intrinsic value
of stock-options outstanding and exercisable as of December 31, 2008 was $1.2 million and $1.1 million, respectively.

The following table summarizes information about stock options outstanding at December 31, 2008 (Options in thousands):

Options Outstanding Options Exercisable
Weighted Average
Remaining
Contractual Life Weighted Average Weighted Average
Range of Exercise Prices Options (Years) Exercise Price Options Exercise Price
$ 717 —F788 et 2 16 $ 7.50 2 7.50
789 —10.51 .o 12 0.8 10.38 12 10.38
1052 — 15,77 oot 47 3.8 13.90 47 13.90
15.78 — 18.40 ..o 11 2.8 16.32 11 16.32
1841 —23.66 ..o 1 6.3 22.97 1 22.97
23.67 —26.29 ... 79 59 24.71 44 24.62
$ 717 —826.29 ... 152 46 $ 19.35 117 $ 17.73

A summary of the status of all RSU Awards granted to employees and non-employee directors as of December 31, 2008, 2007, and
2006 and changes during the year are presented in the table below (RSUs in thousands):

December 31,
2008 2007 2006
Weighted Weighted Weighted
Average Average Average
RSUs Exercise Price RSUs Exercise Price RSUs Exercise Price
RSU Awards outstanding at beginning of period............... 237 $ 31.87 162 $ 26.83 102 $ 25.01
GIanted .........oceecvevuiruenrenrerereee et raees 83 47.33 124 36.34 105 27.90
Settled ...coveeviierereeieece (60) 28.96 29) 26.37 (15) 24.27
Cancelled ........cocoeveenevencnniini 47) 31.62 (20) 26.38 (30) 25.67
RSU Awards outstanding at end of period...........ccueueenen. 213§ 38.35 237 $ 31.87 162 $ 26.83
RSU Awards exercisable at end of period ...........ccuvneeee. 35 25 12
Weighted average fair value of RSU Awards granted........ $ 30.40 $ 36.34 $ 24.68
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The aggregate intrinsic value of RSU Awards settled during the twelve months ended December 31, 2008, 2007 and 2007 was $4.2
million, $1.5 million and $0.6, respectively. The aggregate fair value of RSU Awards vested during the twelve months ended
December 31, 2008, 2007 and 2006 was $3.2 million, $1.5 million and $0.8 million, respectively. The aggregate intrinsic value of
RSU Awards outstanding and exercisable as of December 31, 2008 was $5.9 million and $1.0 million, respectively.

The following table summarizes information about RSU Awards outstanding at December 31, 2008:

RSU Awards Outstanding RSU Awards Vested
Weighted Average
Remaining
RSUs Contractual Life Weighted Average RSUs Weighted Average
Range of Exercise Prices (thousands) (Years) Exercise Price (thousands) Exercise Price
$22.00 —$23.99 ..o 5 - 8 23.80 5% 23.80
24.00 —25.99 ....covvrviririritii 5 - 24,90 5 24,90
26.00 —27.99 ....coovviiiiririrei e 45 0.65 27.81 17 27.81
28.00 =29.99 ......cocviiriiriren 3 0.30 28.88 - -
30.00 —36.99 ... 72 3.61 36.97 3 36.23
37.00 = 60.99 .....coviviirriirreees 83 5.85 47.35 5 49.08
$22.00 — $60.99 ....covretreceeincnnne 213 3.64 $ 38.35 35 % 30.40

A summary of the status of all RSU MIPs granted to employees and non-employee directors as of December 31, 2008, 2007, and 2006

and changes during the year are presented in the table below (RSUs in thousands):

December 31,
2008 2007 2006

Weighted Weighted Weighted

Average Average Average
RSUs Exercise Price RSUs Exercise Price RSUs Exercise Price
RSU MIPs outstanding at beginning of period................... 194 § 19.20 179 $ 16.69 154 $ 12.96
Granted .........oveeveeieeiereerrersne st et eesenee s es 57 32.60 60 24.27 113 18.63
SEtIed .ottt (66) 21.67 (32) 15.90 45) 11.27
Cancelled ......ccvvveeerveecnnenitininiretiecreresese e (48) 22.95 (13) 16.04 43) 14.68
RSU MIPs outstanding at end of period .........ccocevevevevvuennn 137 $ 20.29 194 § 19.20 179 $ 16.69
RSU MIPs exercisable at end of period..........cccceevvenennnnenn 16 §$ 9.14 21§ 9.35 20 $ 8.41
Weighted average fair value of RSU MIPs granted........... $ 32.60 $ 24.27 $ 18.63

The aggregate intrinsic value of RSU MIPs settled during the twelve months ended December 31, 2008, 2007 and 2006 was $6.0
million, $1.5 million and $1.8 million, respectively. The aggregate fair value of RSU MIPs vested during the twelve months ended
December 31, 2008, 2007 and 2006 was $2.3 million, $0.7 million and $0.3 million, respectively. The aggregate intrinsic value of
RSU MIPs outstanding and exercisable as of December 31, 2008 was $0.7 million and $0.3 million, respectively.

The following table summarizes information about RSU MIPs outstanding at December 31, 2008 (RSUs in thousands):

RSU MIPs Outstanding RSU MIPs Vested
Weighted Average
Remaining
Contractual Life ‘Weighted Average Weighted Average
Range of Exercise Prices RSUs (Years) Exercise Price RSUs Exercise Price
$ 503 =57.99 .. 9 - 8 5.84 9 % 5.84
8.00—10.99 ......oveiirrrr 4 - 10.31 3 10.31
11.00 = 16.99 ..., 4 - 16.62 4 16.62
17.00 — 19.99 ..., 52 0.16 18.63 - -
20.00=32.99 ..., 68 1.67 28.56 - -
$ 5.03 53299 ..o, 137 089 $§ 20.29 16 $ 9.14
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(12) Accumulated Other Comprehensive Income

The accumulated other comprehensive income consists of the following (In thousands):

December 31, 2008

Gross Tax Net
Amount Effect of Tax
Cumulative translation adjustment...........oueceevereererereeeeerrererresimstiesistsnsresmisseessessesssane. $ 10874 § - § 10,874
PEnSION HADILLY .....cvcvevivvririiieiereteietereeeseresesesss s ssssseecoseseneasasasssssessesenenenenescsescsnsnssnsaseenes (12,457) 4,734 (7,723)
Total accumulated other comprehensive INCOME ........cveveireereereririeneneeereenenercneneens $ (1,583 $ 4734 §$§ 3,151
December 31, 2007
Gross Tax Net
Amount Effect of Tax
Cumulative translation adjuStment..........c.cccecceevrerrnenenineneneesne e senessaens, $ 36,750 % - $ 36,750
Pension HabIlity ......ccevviviiriireeinieeteee ettt et sere e s se et s e a e a e an e (1,898) 721 (1,177)
Total accumulated other comprehensive INCOME .........ccvverivuriiviccierinnisisesenennen. $ 34852 § 721 $ 35573

The decrease in our cumulative translation adjustment balance of $25.9 million from December 31, 2007 to December 31, 2008 was
primarily a result of the appreciation of the US dollar against other foreign currencies.

(13) Employee Benefit Plans

We maintain two pension benefit plans, a qualified noncontributory defined benefit plan and a nonqualified, noncontributory defined
benefit supplemental plan that provides benefits to certain highly compensated officers and employees. To date, the supplemental plan
remains an unfunded plan. These plans include significant pension benefit obligations which are calculated based on actuarial
valuations. Key assumptions are made in determining these obligations and related expenses, including expected rates of return on
plan assets and discount rates. Benefits are based primarily on years of service and employees’ compensation.

As of July 1, 2006, in connection with a revision to our retirement plan, we froze the pension benefits of our qualified noncontributory
plan participants. Under the revised plan, such participants generally do not accrue any additional benefits under the defined benefit
plan after July 1, 2006.

Effective December 2006, we adopted the recognition and disclosure provisions of SFAS No.158 “Employers’ Accounting for
Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106, and 132(R)”. We
recognized in the balance sheet the underfunded status of the defined benefit post-retirement plans, measured as the difference
between the fair value of plan assets and the projected benefit obligation. Changes in the funded status of the plan in the year in which
the change occurs are recognized in other comprehensive income.

During the first quarter of 2007, we changed our measurement date for both of our plans from September 30th to December 31st. In
accordance with the measurement date transition provisions of SFAS No. 158, we remeasured the obligations and plan assets as of the
beginning of our 2007 fiscal year. As a result of this remeasurement, the unfunded status of our plans decreased approximately $2.0
million due to an increase in the fair value of plan assets and a reduction of our projected benefit obligation of approximately $1.2
million and $0.8 million, respectively as of January 1, 2007. The reduction of our projected benefit obligation was primarily a result of
a change in our discount rates. We recorded an adjustment to retained earnings of less than $0.1 million, after tax, equal to the net
benefit costs for the period from October 1, 2006 to December 31, 2006. In addition, we recorded $1.3 million, after tax, as an
adjustment to the opening balance of accumulated other comprehensive income related to the difference between the fair value of plan
assets and the projected benefit obligation as of January 1, 2007.

During 2008, we did not make any cash contributions to our qualified defined benefit pension plan. In 2009, we are not expecting to
make voluntary cash contributions to our qualified defined benefit pension plan, although global capital market and interest rate
fluctuations may impact future funding requirements.

Additionally, substantially all of our U.S. employees are eligible to participate in a 401(k) savings plan. Under this plan, we make a
core contribution and match a specified percentage of employee contributions, subject to certain limitations.
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The components of net benefit expense for both benefit plans are as follows (In thousands):

Year Ended December 31,
2008 2007 2006

Components of net benefit expense:
Service cOSt-benefits CAMMEA ........cceerieireiireiirirreereseeie e eeesreseveesressssssesesreseesessnesssesane $ 435 $ 643 $ 1,724
Interest cost on benefits obligation ..........coveviviiniiiiiiiini 1,960 1,848 1,713
Expected return O @SSELS.........cvcuivrvreeieriiiisniiiisieeesi s s ree e e st s ne s (2,293) (2,390) (2,205)

Net pension Costs and FETUIML. .......covereiiiireiniiiiiticere e eae e sesae s 102 101 1,232
Net 0SS AMOTTIZALION ....c.vvviieveeceriecerieciiieesaeseeerereesneeseneeessaessssesassesesseessneseneressesesasaesasaessnsss 127 61 217
Transition asset AMOTTIZAtION ..........ceceeruerieercnieieniiresi it era s sneaes 2) 8) ®
Prior SEIVICE COSt AMMOTEIZAION. ......ceerivreereeeerreeraeeeaeesreresisseensenasseesssnesenseesnsnesssasossassssssesnesons 20 20 59

Total aMOrtiZation ITEMIS.......cveeveeeeeeerieeerreerie it ite et essre st ab e esaressaanssnnes 145 73 268

Net periodic cost of defined benefits plans ..o, 247 174 1,500
Cost of 401(k) plan company cONtribULIONS.........ccvvruiiiriiininiiiieire e, 4,051 3,536 1,101

Net DENEit EXPENSE ....vuvuveirererreieeireeeireeierstsesessicee st as bbbt sassnass $ 4298 §$§ 3,710 $ 2,601

The weighted average assumptions used in determining the net periodic benefit cost and benefit obligations and net benefit cost for the
pension plans are shown below:

Year Ended December 31,
2008 2007 2006

Net periodic benefit cost:

Discount rate — qualified plan.........c.cocueveevierinmiinicrrii s 6.25% 6.15% 5.50%
Discount rate — nonqualified plan ........c..coceevrivininniiniinn 6.25% 6.05% 5.50%
Expected return on plan assets.........ooevcveeriiriiiininnicnnieiicini b 8.00% 8.50% 8.50%
Rate of COMPENSAtION INCTEASE........crviuiiuiiiiiiiiiisete ettt ne b s 4.00% 4.00% 4.00%
Benefit obligations:

DSCOUNE TALE ....eveurverererieeteereronesereeseesessesesnseseasecsssesenrestssessssesassasstorssssstsssssmassstssnssssesssnsons 6.25% 6.25% 5.80%
Rate of compensation increase—nonqualified plan..........ccooviiinviiviinniinnine, 4.00% 4.00% 4.00%
Rate of compensation increase—qualified plan...........c.cooviiiniinniiiccieeas 0.00% 0.00% 0.00%

The qualified plan was remeasured on March 31, 2006 due to freeze in pension accruals after July 1, 2006. The discount rate used to
determine net periodic benefit cost for the period after July 1, 2006 was 6%.

In selecting the expected long-term rate of return on assets, we considered the average rate of earnings expected on the funds invested
or to be invested to provide for the benefits of these plans. This included considering the pension asset allocation and the expected
returns likely to be earned over the life of the plans. This basis is consistent with 2007.
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The funded status of the defined benefit plans and amounts recognized in the balance sheets, measured as of December 31, 2008 and

December 31, 2007 are as follows (In thousands):

December 31,
2008 2007
Change in projected benefit obligation:
Balance at beginning 0f YEAT ........c.cccevuevirecrernmrsiie it st tsa s shssenes $ 31,886 § 31,250
SEIVICE COSL ..vvievriereirrieterereeirerrereasseesteastesseararasaraseesseessteaserasesnesenesstesasssbssstessnsassssnsenns sasssassssssesenan 435 643
TIEEIESE COSE c.vvvereeeneritirereeesesteeeeeireesessrseeeesreeesarneeessasssesassesaaasstasasasseaesnteaeesansneneonntnesesssassaseossntannsrsnns 1,960 1,848
ACTUATIAL LOSS...ueiiiiriiiiitiieeiiireecenreeeeereeeeibteeeebaseeesasasaenrararssabsessebases et reseesentesessnsesarans srnnssesstasasssnns 1,126 56
Benefits PAIA......cccecverieeerieieeerce et e b e et (1,096) (701)
AdMINISLIAtiVE EXPEIISES....eveviueremeietrrerirnerereiiistiisie i bt e s s s b e s e s ts st b bs e sesn s enesesatas (455) (404)
Change in measurement date............c.occoceirininiiiiniiiiiiiiii bbb e - (806)
Balance at end Of YA ......ccvueveuiriererinreerers et s $ 33,856 $ 31,886
Change in fair value of plan assets:
Balance at beginning Of YEAT ........c.covuvvvcecriiernrnriiietitinnicrersrsssrsae bbb snssanaes $ 29,025 § 27,110
ACHUAL TELUITL ON SSELS .vvecvieerererereeeeeieeteeseesseessesstesensaseeeresesesesesesssesssesssessnearsessnsssestesns sosnessasnses (7,285) 1,663
BENEfits PAIA......c.ccvvvereriereiierererriieesre ettt et bbb (1,096) (700)
AdMINISEIAtIVE EXPEIISES. .euvevrreriereererereireererreereereeerert st st e sttt snssssssrsebe st ssssre s ssssbesestsasess sebassanans (455) (404)
ASSELS AAJUSLED .....ooveeeiiiieieieriereeceie ettt s e bbbt eae bt b s s - 1,321
EmPlOyer CONITBULIONS .......covemeririririiieriiiirccciteeie ittt b b ass st seaes 326 35
Fair value of plan assets at €nd Of YEar.........cceeevirenrneccnineinnnc s $ 20515 $ 29,025
Funded status:
Excess of projected benefit obligation over the fair value of plan assets .........cccocevveveeciiniecnninnnnnn, $ (13,341) $ (2,861)
Contribution after measurement date .............eeeevrrriererierirrereneere et s e erese e - -
Net aCCruEd DENETIE COSL.uvviiiiiiiiiiiieiectiee ettt ettt et esesaeestss s seesatessenbessssaes one $ (13,34]) (2,861)
Pension plan accumulated benefit obligation (“ABO”)........cccccooirirmiiiienininceee e $ 28,573 27,426
Supplemental pension plan ABO ... e 5,283 4,346
AGEIEgate ABO.....cuieiiiiirerrr e e s £ rer et e aes $ 3385 $ 31,772
Plan assets for funded pension Plan...............ccceereverereerrrninirncnenecrcsiit e sreas $ 20515 § 29,025
As required by SFAS 158 the following information is presented as of December 31, 2008 and 2007 (In thousands):
2008 2007
Funded status, end of year:
Fair value Of PIan @SSELS ......oueueueurucecueicuiiiie et s s ens she bbb bns $ 20515 $ 29,025
Benefit OBLIGALIONS ....eoveveerrrirererieeiier et sse st ettt bbb b be b (33,856) (31,886)
Net Pension LIBbILILY ......c.c.ecvrieeeieienieieiteecerereeenenesiteseess e eses e eemessssssssssussssssrssesns sons $ (13,34) $ (2,861
Pension Liability recognized in the balance sheet consists of:
INOTCUITEIIE ASSEL c...veeneeeerereeerereeeessessessessessessoasesssesesssesssssassentossensesseeseensessessassessessessensen srnensessesense $ - $ 1,599
CUITENE HADIILY ....veeviveeeeiceeeireec et rceteicie ettt ettt er et ns bt s b b ensanans (935) (326)
NoNCUITENT HADILILY .....coveeieiiieiiiereciictnc e e s r e (12,406) (4,134)
TOtAL ..ottt ettt ettt bt st b et b e e e e bbb st e R e ren e R nenrn s e rbeb b sasben $ (13,341) $ (2,861
Amounts recognized in accumulated other comprehensive income consist of:
INEE LOSSES..eeeuereireieieiiiitesiteeebeeeteessaeeneeesaeessseesseaasss e bssessassasatassnesabsaarasesssaasssaesssesnnens sasestaeenesasesanes $ 12,441 $ 1,864
PrIOT SEIVICE COSL.eurirriiuereieerieterite et te et sar et s st b et b e e sae b s sasebesab e e sanernsanes ehasasernsaseasan 16 36
Transition Obligation / (ASSEL).....ccceverueeerieeriecrieieni ettt sr b sat e sansnannes — 2)
TOAL....veeteeiete ettt sttt e et b e s bR s b en e e $§ 12457 § 1,898
Estimated pension expense to be recognized in other comprehensive income in 2009 consists of:
AMOTHZAION OF TEL TOSSES ...uveveeuiieriniieieeietee st sttt ess et bese st sttt resasesaeseaesseass s saane shsnssenss $ 913
PLIOT SEIVICE COSE...uriurireirerierieriencreecetestetetete e st e e e sts bt sbe st e bt s san e s s e n e e bs e s s e abassebse s et shabesanebasanes 15
TOLAL....o ettt ettt ettt st b e b s b ea s b ek e b ennerens $ 928



At December 31, 2008, the benefit payments expected to be paid in each of the next five years and the aggregate for the five fiscal
years thereafter are as follows (In thousands):

2009 2010 2011 2012 2013 2014-2018
Expected benefit payments .........ccocooivivrnniciniiinnne $ 1902 $ 148 $ 1598 $ 1,708 $ 1829 $ 11,092

The plan assets were held in the following types of investment securities at year-end, expressed as a percent of total assets:

2008 2007
EQUILY SECUTIEIES. ...coueiriiiiiriiiriiieiiiiii sttt st et s e b s e bbb e e s b e b et e e b e st e bs s b e b e b e stnassanaeans 50% 50%
DIEDE SECUTIEIES. ... vveeeeriiiiciieiieiieeeeeittereceteeeesaresesrseeeesnreeesasssasersbasesssssesassassssnnsasaasessaasassseesssnnesssssnnerasanteessnnsens 50% 50%

100% 100%

Our investment objectives for the portfolio of the plans’ assets are to match, as closely as possible, the return of a composite
benchmark comprised of: 40% of the Russell 1000 Index; 15% of the Russell 2000 Index; 15% of the Morgan Stanley Capital
International EAFE Index; and 30% of the Barclays Capital Aggregate Bond Index. We also seek to maintain a level of volatility
(measured as standard deviation of returns) which approximates that of the composite benchmark returns. Rebalancing among asset
classes will occur on an annual basis to ensure that the targeted asset allocations are maintained.

Prior to the adoption of the recognition provisions of SFAS No. 158, we accounted for our pension benefit plans under SFAS No. 87,
“Employers Accounting for Pensions.” SFAS No. 87 required that a liability (minimum pension liability) be recorded when the benefit
obligation (ABO) exceeded the combined fair value of plan assets and accrued pension cost. Any adjustment was recorded as a non-
cash charge to other comprehensive income in shareholders’ equity. SFAS No. 106 required that the liability recorded should
represent the actuarial present value of all future benefits attributable to an employee’s service rendered to date. Under both SFAS

No. 87 and No. 106, changes in the funded status were not immediately recognized; rather they were deferred and recognized ratably
over future periods. Upon adoption of the recognition provisions of SFAS No. 158, the Company recognized the amounts of prior
changes in the funded status of its post-retirement benefit plans through accumulated other comprehensive income (loss).

(14) Contingencies, Commitments and Guarantees
Asbestos Litigation
Background

Like many other manufacturers of fluid control products, our subsidiary Leslie, which we acquired in 1989, has been and continues to
be named as a defendant in product liability actions brought on behalf of individuals who seek compensation for their alleged
exposure to airborne asbestos fibers. In some instances, we also have been named individually and/or as alleged successor in interest
in these cases.

As of the end of fiscal 2008, Leslie was a named defendant in approximately 968 active, unresolved asbestos-related claims filed in
California, Texas, New York, Massachusetts, West Virginia, Rhode Island and 24 other states. Approximately 502 of these claims
involve claimants allegedly suffering from (or the estates of decedents who allegedly died from) mesothelioma, a fatal malignancy
associated with asbestos exposure.

In addition to these claims, Leslic remains a named defendant in approximately 4,700 unresolved asbestos-related claims filed in
Mississippi. Since 2004, however, the Mississippi Supreme Court has interpreted joinder rules more strictly, and the state legislature
enacted a tort reform act under which each plaintiff must independently satisfy venue provisions, thus preventing thousands of out-of-
state claimants from tagging onto a single in-state plaintiff’s case. As a result of these changes, Mississippi state court judges since
2004 have severed and dismissed tens of thousands of out-of-state asbestos claims against numerous defendants including Leslie. We
continue to expect that most of the remaining Mississippi claims against Leslie will be dismissed as well. Leslie has not incurred any
indemnity costs in Mississippi and defense costs to resolve these Mississippi claims have not been significant. While it is possible that
certain dismissed claims could be re-filed in Mississippi or in other jurisdictions, any such re-filings likely would be made on behalf of
one or a small number of related individuals who could demonstrate actual injury and some connection to Leslie’s products.

Leslie’s asbestos-related claims generally involve its fluid control products. Leslie management believes that any asbestos was
incorporated entirely within the product in a way that would not allow for any ambient asbestos during normal operation or during
normal inspection and repair procedures. Leslie and its insurers’ general strategy has been to vigorously defend these claims.
Nevertheless, while we strongly believe that exposure to Leslie’s products has not caused asbestos-related illness to any plaintiff,
juries or courts could reach a different conclusion in particular cases.
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Leslie has resolved a number of asbestos-related claims over the past few years and continues to do so for strategic reasons, including
avoidance of defense costs and the possible risk of excessive verdicts. The amounts expended on asbestos-related claims in any year
may be impacted by the number of claims filed, the volume of pre-trial proceedings, and the numbers of trials and settlements.

On October 12, 2007, a Los Angeles state court jury rendered a verdict that, if allowed to stand, would result in a liability to Leslie of
approximately $2.5 million. Although Leslie accrued a liability in the third quarter of fiscal 2007 for this verdict, both Leslie and the
other defendant against whom the judgment was rendered have appealed this verdict. We believe there are strong grounds for either
significantly reducing the amount of the award or for requiring a new trial. In addition, Leslie has accrued an incremental $1.3 million
liability related to an earlier verdict for which an appeal is pending and there is $0.5 million in accrued interest for both adverse
verdicts.

Accounting — Indemnity and Defense Cost Liabilities and Assets

Leslie records an estimated liability associated with reported asbestos claims when it believes that a loss is both probable and can be
reasonably estimated. Prior to the fourth quarter of 2007, with respect to its unresolved pending claims, Leslie did not believe that it
had sufficient information to assess the likelihood of resolving such claims. Accordingly, Leslie accrued for defense costs as incurred,
and accrued for pending claims only when resolution of a particular claim was probable and the probable loss was estimable. As a
practical matter, the claims accrual generally occurred close in time to when a settlement agreement for a particular claim was
reached. In most cases, settlement payments are paid to claimants within thirty to sixty days of settlement.

During the fourth quarter of fiscal 2007, we engaged Hamilton, Rabinovitz and Associates, Inc. (“HR&A”), a firm specializing in
estimating expected liabilities of mass tort claims, to help us determine an estimate of Leslie’s asbestos-related liabilities. Because
Leslie’s claims experience is both limited and variable, HR&A concluded that any estimate of pending or future liabilities of Leslie’s
asbestos claims would be highly uncertain from a statistical perspective. Leslie’s management determined, however, that, by using its
historical (albeit limited and variable) average cost by disease classification in resolving closed claims, and by applying this
information to the mix of current open claims, it could make a reasonable estimate of the indemnity costs to be incurred in resolving
such current open claims. As a result, Leslie recorded a liability of $9.0 million during the fourth quarter of 2007 and an additional
$3.3 million during 2008 for the estimated indemnity cost associated with resolution of its current open claims. During the fourth
quarter of 2008, HR&A updated its analysis and reaffirmed its conclusion that a forecast of the number and value of any future
asbestos claims is unwarranted and highly uncertain from a statistical perspective.

As of December 31, 2008, Leslie has recorded asbestos liabilities of $19.2 million ($9.3 million short-term and $9.9 million long-
term) compared to $16.8 million as of December 31, 2007. The $19.2 million liability as of December 31, 2008 is comprised of $12.3
million for existing claims, $4.3 million related to adverse verdicts and $2.6 million for incurred but unpaid legal costs. Asbestos
related insurance receivable amounts totaled $10.8 million ($6.1 million short-term and $4.7 million long-term) as of December 31,
2008 compared to $11.9 million as of December 31, 2007. The $10.8 million receivable as of December 31, 2008 is comprised of $6.3
million for existing claims, $2.7 million related to adverse verdicts and $1.8 million for incurred but unpaid legal costs.

A summary of Leslie’s unpaid existing asbestos claims and incurred asbestos defense cost liabilities and the related insurance
recoveries is provided below.

As of December 31
In Thousands 2008 2007 2006
Existing claim indemnity Hability ..........cccoorirurrcmererciriricnicereeneneenecsesennssssss s sesaies $ 16661 $ 13,731 § —
Incurred defense Cost Hability ........cueceeerererinceenireeiie ettt 2,584 3,028 1,026
Insurance reCOVeries TECEIVADIE ........covverirerieneeeeceeeere e e (10,765) (11,899) —
Net aShestos HADIIIEY .......cccceereeeriierireecrieirieie et se st es sttt st s en b enraees $ 8480 $ 4860 $ 1,026

Although Leslie believes its estimates are reasonable, such estimates are also highly uncertain, especially because Leslie’s claims
history is relatively limited, recent and quite variable. Depending on future events, the actual costs of resolving these pending claims
could be substantially higher or lower than the current estimate. Some of the more significant unknown or uncertain factors that will
affect these costs going forward include:

« the severity of the injuries alleged by each pending claimant;

* increases or decreases in Leslie’s average settlement costs;

* possible adverse or favorable jury verdicts;

+ rulings on unresolved legal issues in various jurisdictions that bear on Leslie’s legal liability;

+ the numbers of claims that will be dismissed with no indemnity payments;
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« the impact of potential changes in legislative or judicial standards in different jurisdictions; and
« the potential bankruptcies of other companies named as defendants in asbestos-related claims.

As a result of these factors, Leslie is unable to estimate a range of additional losses that may be reasonably possible in the event that
actual indemnity costs of resolving pending claims are higher than our estimate. In addition, while the likelihood of future claims is
probable, Leslie’s management cannot estimate the amount of future claims or any range of losses that may be reasonably possible
arising from such claims. With respect to current claims, critical information is known regarding such factors as disease mix,
jurisdiction and identity of plaintiff’s counsel. Such information is of course unknown with respect to any future claims, and Leslie’s
management believes that the disease mix, jurisdictional information and plaintiff counsel identity associated with its current case
experience, which has been both limited and variable, cannot reasonably be extrapolated to any future filings. Moreover, Leslie
management believes that appellate actions recently commenced and currently pending in certain jurisdictions such as California,
together with movements toward legislative and judicial reform in such jurisdictions, may significantly alter the litigation landscape,
thus affecting both the rate at which claims may be filed as well as the likelihood of incurring indemnity amounts on account of such
future claims and the level of indemnity that may be incurred to resolve such claims.

2008 Experience and Financial Statement Impact

During 2008, there were 688 asbestos claims filed and 427 claims resolved with respect to Leslie. For the year ended December 31,
2008, Leslie’s gross asbestos indemnity and defense costs totaled $18.0 million of which $9.7 million was paid by insurance. (Leslie’s
insurance coverage is further discussed below). This compares to $26.0 million gross asbestos indemnity and defense costs paid in
2007 of which $18.4 million was paid by insurance. The following tables provide more specific information regarding Leslie’s claim
activity and defense costs during each of the three years ended December 31, 2008, 2007, and 2006 as well as the financial impact of
the asbestos litigation on the Company for such periods (excluding open Mississippi cases for which we anticipate dismissal of
virtually all such cases for the reasons described above):

For the Year Ended December 31

2008 2007 2006
BEINNING OPEI CASES....cceveirirrireiiiiiiiisisieiseieebiiesesbesaetesb s ebesb s s ese st s s ebesrsasesssbsenansesassanna sares 707 492 290
CASES I1EA. ... . eeieereecteceec v e st ree et st es e bt e e e s e e et e ee et s na R b e s b et e st senbe e enaes 688 482 353
Cases resolved and diSISSEd ......c.ecueerrieecireeiririnie ettt ettt ese e sesanenaens 427) (267) (151)
ENdINg 0PN CASES.......ecveeeriiecerricisier ittt eas bbbt b b s s s r b ana b anenes 968 707 492
Ending open mesothelioma CaSES ...ttt 502 338 265

For the Year Ended December 31

(In Thousands) 2008 2007 2006
INdeMNIty COSES — ACCTUEA. ... vvrerreeieeencerrcetietrteteneseseseaeseacatsenes s s s ser e nenenensbensasasnsasasane $ 7316 $ 13282 $§ 2,338
Adverse verdicts — accrued indemnity and interest costs (verdicts appealed) ........ccccceeerereeacn. 504 3,766 -
DEfENSE COSE INCUITE. ... evviieeeeeiirreriernreeeesiteeeeesseeeesseeesessaessassrasssssssseesseeessssssenesansnenssssssessaesas 10,158 8,928 5,766
INSUrance reCOVEries ACCTUEM .....ceterrerterrereeeereeecnte ettt e e s s b e s sa s snn e eannes (9,667) (18,442) (5,753)
Net PIe-taX ASDESIOS EXPEISE ...uuvrvrvreniucueeeeetrereeeseaeassetseresestesesssesesesseseresessnorsserssssssssssssssssanns $ 8311 $ 7,534 $ 2351

Insurance

To date, Leslie’s insurers have paid the majority of the costs associated with its defense and settlement of asbestos-related actions.
Under Leslie’s cost-sharing arrangements with its insurers, Leslie’s insurers have historically paid 71% of defense and settlement
costs associated with asbestos-related claims and Leslie was responsible for the remaining 29% of all such defense and indemnity
costs. The amount of indemnity available under Leslie’s primary layer of insurance coverage was therefore reduced by 71% of any
amounts paid through settlement or verdict. During the third quarter 2008, one of Leslie’s insurers that paid 8% of Leslie’s historical
asbestos defense and indemnity costs informed Leslie that it had reached its maximum indemnity obligation under the applicable
insurance policy. Therefore, Leslie became responsible for 37% of asbestos related defense and indemnity costs until such time as the
aggregate amount of indemnity claims actually paid out by the remaining two primary layer insurance carriers exceed policy limits.
More recently, however, the insurer in question has indicated that its calculations concerning policy exhaustion were incorrect. As a
result, that carrier will be obligated to reimburse Leslie for a portion of the additional indemnity and defense costs incurred by Leslie
since the insurer’s original notification. Nonetheless, we believe that, upon making such reimbursement, the insurer will have
completed its obligations to Leslie under the policy and Leslie will be responsible for 37% of defense and indemnity costs until such
time as the aggregate amount of indemnity claims actually paid out by the remaining two primary layer insurance carriers exceed the
applicable policy limits.
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As of December 31, 2008, we believe that the aggregate amount of indemnity (on a cash basis) remaining on Leslie’s primary layer of
insurance was approximately $8.5 million. After giving effect to our accrual for adverse verdicts currently on appeal, the remaining
amount of Leslie’s primary layer of insurance is $6.3 million. From a financial statement perspective, however, after giving effect to
our accrual for the estimated indemnity cost of resolving pending claims, Leslie recorded the maximum amount of available primary
layer insurance as of September 2008. As a result, any further asbestos related indemnity costs will no longer be partially offset by a
corresponding insurance recovery. However, defense costs, recognized as incurred, will continue to be partially offset by an insurance
recovery of 63% until such time as the aggregate amount of indemnity claims actually paid out by the remaining two primary layer
insurance carriers exceeds policy limits. While we cannot reasonably predict when this primary layer will be fully exhausted, if
Leslie’s rate of settlements were to continue at a pace consistent with the past year, and, assuming no payments on account of any
adverse verdicts, policy limits would be reached within approximately two to three years. If however, Leslie were to be required to
make payments on account of any adverse verdicts, the time period within which such policy limits would be reached could be
significantly shorter than two to three years.

In addition to its primary layer of insurance, Leslie does have limited available excess insurance coverage. However, some of this
excess insurance lies above layers of excess insurance written by insolvent insurers, which could affect when Leslie may be able to
recover this excess insurance. Moreover, unlike primary policies under which defense costs do not erode policy limits, the terms of
excess policies typically provide that covered defense costs do erode policy limits. As a result, upon exhaustion of its primary layer of
insurance, Leslie will become responsible for a substantial majority of any indemnity and defense costs, which could have a material
adverse effect on our financial condition, results of operations, or cash flows.

Expected Limitations and Other Matters

We believe that payment of any litigation-related asbestos liabilities of Leslie (Leslie currently constitutes approximately 5% of the
Company’s consolidated revenues and 2% of the Company’s shareholders’ equity) is legally limited to the net assets of that
subsidiary. This belief is based on the principle of American law that a shareholder (including a parent corporation) is generally not
liable for an incorporated entity’s obligations.

Smaller numbers of asbestos-related claims have also been filed against two of our other subsidiaries—Spence, the stock of which we
acquired in 1984; and Hoke, the stock of which we acquired in 1998. Due to the nature of the products supplied by these entities, the
markets they serve and our historical experience in resolving these claims, we do not believe that asbestos-related claims will have a
material adverse effect on the financial condition, results of operations or liquidity of Spence or Hoke, or the financial condition,
consolidated results of operations or liquidity of the Company.

Standby Letters of Credit

We execute standby letters of credit, which include bid bonds and performance bonds, in the normal course of business to ensure our
performance or payments to third parties. The aggregate notional value of these instruments was $36.7 million at December 31, 2008.
Our historical experience with these types of instruments has been good and no claims have been paid in the current or past four fiscal
years. We believe that the likelihood of demand for payments relating to the outstanding instruments is remote. These instruments
have expiration dates ranging from less than one month to four and a half years from December 31, 2008.

The following table contains information related to standby letters of credit instruments outstanding as of December 31, 2008 (In
thousands):

Maximum Potential
Term Remaining Future Payments
012 INIOMERNS. ..o e et sete et ee st s teeoaeebresaeesasestessssssseshaeaeessaes s e st e st e atessee s aesaensesseensee s e eanesa b e ab e bs e st s b e s b s s rais $ 10,631
Greater than 12 MONTRS ........oovcieiiiiiiieeeeeetee et eeerbee e eersseaeesseresansnreesssrsesasssesesessnesssssaessssstsesassntsesonsanssassnsessrnn 26,238
TOLAL ..ottt erte et et et e besreree e e esees s et e e e sesae s e st e s e sesanesebebe s bE s b e b e e SR e e Rt e R b e b e b et e R s s R e R s r e bsehnebaeRs et eabens $ 36,869

Operating Lease Commitments

Rental expense under operating lease commitments amounted to: $7.0 million, $6.6 million and $5.3 million for the years ended
December 31, 2008, 2007 and 2006, respectively. Minimum rental commitments due under non-cancelable operating leases, primarily
for office and warehouse facilities, at December 31, 2008 were (In thousands):

After
2009 2010 2011 2012 2013 2013
Minimum lease COMMItMENLS ..........ccceerreereereereereecnerersseneen: $ 5323 $§ 2850 $ 1,722 $§ 1238 $§ 952 $§ 3,426
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Commercial Contract Commitment

As of December 31, 2008, we have approximately $61.1 million of commercial contract commitments related to open purchase orders
and $1.2 million related to IRB and loan commitments.

Self — Insurance

We are primarily self-insured for workers’ compensation, automobile, product and general liability, and dental costs, and we believe
that we maintain adequate accruals to cover our retained liability. Our accruals for self-insurance liabilities are based on claims filed
and reported and estimates of claims incurred but not yet reported, and are not discounted. Management considers a number of factors,
including third-party actuarial valuations, when making these determinations. We maintain third-party stop-loss insurance policies to
cover certain liability costs in excess of predetermined annual or individual claim amounts.

(15) Guarantees and Indemnification obligations

As permitted under Delaware law, we have agreements whereby we indemnify certain of our officers and directors for certain events
or occurrences while the officer or director is, or was, serving at our request in such capacity. The term of the indemnification period
is for the officer’s or director’s lifetime. The maximum potential amount of future payments we could be required to make under these
indemnification agreements is unlimited. However, we have directors and officers’ liability insurance policies that limit our exposure
for events covered under the policies and should enable us to recover a portion of any future amounts paid. As a result of the coverage
under these insurance policies, we believe the estimated fair value of these indemnification agreements is minimal and, therefore, have
no liabilities recorded from those agreements as of December 31, 2008.

In connection with our industrial revenue bond financing arrangement which benefits one of our subsidiaries, we are obligated to
indemnify the banks in connection with certain errors in the administration of these financing arrangements to the extent such errors
are not willful and do not constitute gross negligence. This indemnification obligation is unlimited as to time and amount. We have
never been required to make any payments pursuant to this indemnification. As a result, we believe the estimated fair value of this
indemnification agreement is minimal. Accordingly, we have no liabilities recorded for those agreements as of December 31, 2008.

We record provisions for the estimated cost of product warranties, primarily from historical information, at the time product revenue is
recognized. While we engage in extensive product quality programs and processes, our warranty obligation is affected by product
failure rates, utilization levels, material usage, service delivery costs incurred in correcting a product failure, and supplier warranties
on parts delivered to us. Should actual product failure rates, utilization levels, material usage, service delivery costs or supplier
warranties on parts differ from our estimates, revisions to the estimated warranty liability would be required.

The following table sets forth information related to our product warranty reserves for the years ended December 31, 2008 and 2007
(In thousands):

2008 2007
Balance beginning December 31 ........ccoveiuermnmieercciereenintrecenenenessssasesesesseseasessssessssees $ 2602 $ 2,750
PrOVISIONS ...c..viiiieeeiiiecieeeirecieeeaeestreeseseessee e seeesstessssesssesesasesasssssssesassesassresssssosesones 2,689 1,816
Claims SELIEM ... c.coeriierercieeeceecec e eeee et eb e et ere e b eree b s s e rsebeensesneneennsnrenen (2,137) (2,105)
Currency translation adjustment............cccoceeevrcenennierereerrereereseseereeesrseesaessesenes (122) 141
Balance ending DeCembBEr 31 ........coeeveieiieieieeecrrererecr et rerrens e eeneene s $ 3032 §$§ 2602

(16) Financial Instruments
Fair Value

The carrying amounts of cash and cash equivalents, trade receivables and trade payables approximate fair value because of the short
maturity of these financial instruments. Short-term investments are carried at cost which approximates fair value at the balance sheet
date. The fair value of our variable rate debt approximates its carrying value.

In the normal course of our business, we manage risk associated with foreign exchange rates through a variety of strategies, including
the use of hedging transactions, executed in accordance with our policies. As a matter of policy, we ordinarily do not use derivative
instruments unless there is an underlying exposure. Any change in the value of our derivative instruments would be substantially
offset by an opposite change in the underlying hedged items. We do not use derivative instruments for speculative trading purposes.
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Accounting Policies

Using qualifying criteria defined in Statement No. 133, derivative instruments are designated and accounted for as either a hedge of a
recognized asset or liability (fair value hedge) or a hedge of a forecasted transaction (cash flow hedge). For a fair value hedge, both
the effective and ineffective portions of the change in fair value of the derivative instrument, along with an adjustment to the carrying
amount of the hedged item for fair value changes attributable to the hedged risk, are recognized in earnings. For a cash flow hedge,
changes in the fair value of the derivative instrument that are highly effective are deferred in accumulated other comprehensive
income or loss until the underlying hedged item is recognized in earnings. If the effective portion of fair value or cash flow hedges
were to cease to qualify for hedge accounting, or to be terminated, it would continue to be carried on the balance sheet at fair value
until settled; however, hedge accounting would be discontinued prospectively. If forecasted transactions were no longer probable of
occurring within the specified time period or within an additional 2 month period thereafter, amounts previously deferred in
accumulated other comprehensive income or loss would be recognized immediately in earnings. During 2008 and 2007, we did not
have any hedges that qualified for hedge accounting.

Foreign Currency Exchange Risk

We use forward contracts to manage the currency risk related to certain business transactions denominated in foreign currencies. To
the extent the underlying transactions hedged are completed, the contracts do not subject us to significant risk from exchange rate
movements because they offset gains and losses on the related foreign currency denominated transactions. Our foreign currency
forward contracts have not been designated as hedging instruments and, therefore, do not qualify for fair value or cash flow hedge
treatment under the criteria of SFAS No. 133. Therefore, any unrealized gains and losses on our contracts are recognized as a
component of other expense in the consolidated statements of operations. As of December 31, 2008, we had two forward contracts to
sell currencies with a face value of $2.5 million which approximates fair value. This compares to seven forward contracts to sell
currencies with a face value of $2.0 million which approximates fair value as of December 31, 2007.
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(17) Segment Information

The following table presents certain reportable segment information (In thousands):

Instrumentation &

Thermal Fluid
Controls Energy Corporate/ Consolidated
Products Products Eliminations Total
Year Ended December 31, 2008
NELTEVEINUES .....ooveivvierreeriecree e e eereeseeerreertessbesasesrnesseesnessnes $ 378,114 $ 415,702 $ - $ 793,816
Inter-segment TEVENUES ........ccovvemerirrcereenereeeerecnerceeeseeeenas - 640 (640) -
Operating income (10SS).......cccevererreerrnmercrcreerireercreeereerennenes (103,728) 83,819 (20,719) (40,628)
Interest iNCOME .......eevvevererierienireeseree e see e (1,350)
Interest EXpense........cocvvvevviriiiiiiinicieceee e 1,170
Other eXpense, NEL..........ocvvvevrreernrierieenierereecseesnesnens 270
Loss before income taxes........c..cceeeiririerieriiineenieeccnicnnnenns (40,718)
Identifiable assets........cccovvviiininniininiecri e 259,785 368,701 (40,463) 588,023
Capital expenditures.........occevveerirvrerererirnrrereererereesreesinesenens 11,048 3,831 93 14,972
Depreciation and amortization...............ecvereeeverrereeesneseennenss 8,979 5,030 164 14,173
Year Ended December 31, 2007
NELTEVENUES ......ooveveeeerereeeerereveeereeerereseeresenssresesesessesesessesens $ 343,596 $§ 322,144 § - $ 665,740
Inter-segment TEVENUES .........c.ccevvevenerrenrenienieresiesrenie s 2 43 (45) -
Operating inCOme (108S)......ccoverirrerirrrerirerierenienesesreereseenns 26,287 50,690 (20,210) 56,767
INtErest INCOME .......cceevvereeireteererieeeeeeesreiesreere e erenanes (393)
Interest EXPenSe......ccovvvveevereerererieceesresie e erreesaeennens 3,394
Other INCOME, NEL......ccccoeririeireriereneeeeeerrereessenreeneas (1,257)
Income before iNCOME taAXES .....cvevevrrerreeerererieceerenreeereenaene 55,023
Identifiable aSSets.......ccceevvvervrerveeeieccieente et eerre e 406,711 317,991 (48,233) 676,469
Capital expenditures..........o.ceevereveveerveenerrrereerreseeeessensaenns 7,167 4,738 78 11,983
Depreciation and amortization..........cccceceereeveervenreriesesienennnes 8,690 4,573 186 13,449
Year Ended December 31, 2006
NEL TEVEIUES ...ceveeveneeeireeirie et eneseeteseeeseseeessesssnsesasasssessns $ 312,700 $ 279,011 $ - $ 591,711
Inter-segment TEVENUES ........cccveerrerverreraerserreeseeeeresisessessenses 3 2 5 -
Operating income (10SS)........cvvcvrrerrreerrererenrenrieeieseeeeeeeenns 27,658 36,102 (16,250) 47,510
Interest iNCOME ..........ccevereevrerereenecreecreee et (429)
INterest EXPEeNSe......ccveveeceeeeereeieeieesreeieesseeereeseesnseans 5,546
Other INCOME, NEL.......cccveeriererirecieeereeeeeeerieeeraeeeeneens 134
Income before inCOME taXes .......ccceecveeceeeceeireerereeieeceeesienns 42,259
Identifiable assets.........cccccvceevieniinenincnenrre e 370,128 256,362 (20,815) 605,675
Capital expenditures............cceoreevrerrrcerresreenieeereneeresaennes 5,262 4,642 29 9,933
Depreciation and amortization...........c..oeceeeeveevrrereerernseenes 8,494 4,907 199 13,600

Each reporting segment is individually managed and has separate financial results that are reviewed by our chief operating decision-
maker. Each segment contains closely related products that are unique to the particular segment. Refer to Note (1) for further

discussion of the products included in each segment.

In calculating profit from operations for individual reporting segments, substantial administrative expenses incurred at the corporate
level for the benefit of other reporting segments were allocated to the segments based upon specific identification of costs,

employment related information or net revenues.

Corporate Adjustments amounts are reported on a net “after allocations” basis. Inter-segment intercompany transactions affecting net

operating profit have been eliminated within the respective operating segments.

The operating loss reported in the Corporate Adjustment column of the Segment Information footnote disclosures consists primarily of
the following corporate expenses: compensation and fringe costs for executive management and other corporate staff; corporate
development costs (relating to mergers & acquisitions); human resource development and benefit plan administration expenses; legal,
accounting and other professional and consulting fees; facilities, equipment and maintenance costs; and travel and various other
administrative costs. The above costs are incurred in the course of furthering the business prospects of the Company and relate to
activities such as: implementing strategic business growth opportunities; corporate governance; risk management; treasury; investor
relations and shareholder services; regulatory compliance; and stock transfer agent costs.
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The total assets for each respective operating segment have been reported as the Identifiable Assets for that segment, including inter-
segment intercompany receivables, payables and investments in other CIRCOR companies. Identifiable assets reported in Corporate
Adjustments includes both corporate assets, such as cash, deferred taxes, prepaid and other assets, fixed assets, plus the elimination of
all inter-segment intercompany assets. The elimination of intercompany assets results in negative amounts reported in Corporate
Adjustments for Identifiable Assets for the years ended December 31, 2008, 2007 and 2006. Corporate Identifiable Assets after
elimination of intercompany assets were $16.2 million, $9.2 million, and $7.2 million for the periods ended December 31, 2008, 2007
and 2006, respectively.

All intercompany transactions have been eliminated, and inter-segment revenues are not significant. The following tables present net
revenue and long-lived assets by geographic area. The net revenue amounts are based on shipments to each of the respective areas.

Year Ended December 31,

Net revenues by geographic area (In thousands) 2008 2007 2006
UNIEEA SEALES ..cvvvevvieneienrierieeitesrerreseeeseeeseesseseseeaseeserssaessbasss s brsabseasaesssasbenssesasesanosasesssssnssatsnns $ 361613 $ 358,066 $ 311,056
UNItEd ATAD EINTALES ..eeeveeeveeeeeeeeererersereereesesrsssreseessessssnsnsesassssssssenenessssesssssssssesossssrsssasassans 101,739 4221 94
GEIMNAILY ....vcvveveereiaireeseteueseseaearetas bt e s s s R e e b s b e b e b e ke b s e bttt s b bbb b b 41,964 38,339 28,240
107 1 17: Vs - TSSO OO OOP PO ROPP PP IPPPPPOPS 29,969 31,492 32,102
United KINZAOM .....ovevriimreriiieieiiniciiserte st s 29,060 46,659 41,071
FLANCE c.vveeveeeee et eetieteiete e teeseeessesseeseests s st e s e st s ae et s e b e s e R s st a s be e s br e e Re e e s e s e e ns s e b e e sseasesbesaseune 18,309 19,169 23,357
NEHRETIANIAS ...oeeeeevee e eeeee e eeereesestesesesestesensaeassseernseeasassaessaresastesesaesonnsessanesanasssasesssresnnensees 14,132 23,652 19,087
(63 11=, O UT U Ur T O PP OPPPTPRPPN 197,030 144,142 136,704

TOLAL NIEE TEVEIIUES ..vveevevveeererereseeesesesseseestsssessesssssesnsssessnessessesssssessassersassesanenessnonsesses $ 793,816 $ 665740 $ 591,711

December 31,

Long-lived assets by geographic area (In thousands) 2008 2007
UREEA STALES ...vvev oo ererrmsseseesseeeeeesessssssssssssssesesess e $ 66071 $ 59471
United KINGAOM ....c.oviuiiirieiriririeeerereneisisitsiri e e ettt sttt bbb bbb bbb sa st 21,728 31,728
() 1311 7: VEPTUUTSU ST U U U T O U OO U U UEOOU PO PP P PP PPPT 10,824 10,726
GETINANY ....ovvevereereeircetets ettt s s b bbb e ee s s e b sE st s Reeebe b st 10,095 10,415
FLANCE «eoveeeeeeeeeeeeee et e ee et e e e e eeeebbeaae s asaeansbaaesassaeaesanenesasebaesessness oo ssbns o b ranaasasanaasarbresa s st s e s et s se b bt s st s 8,627 9,234
INEERETLANAS .....cceveeeeeeeeveeeeeeeeeeeet i e e cae e et e esssesseeessaessseeerasesssesessaoasesesanesenssssasseasane s asassbasasn e aaabesanesasanesabtstssseras 3,565 3,761
TEBLY oo esessessesse s sssss s 3,913 4279
CANAGA ...t e et ee e st e et e e be e beessesssesseesnesnessseeneeenenentsaas s be s ae s ab s sRs b e R s s e R e e b e s R s e s e e R e s R e saseern e et et e atans 143 223

TOtal LONZ-HVEA BSSELS ...ereveerrrrrreiiieiacrresiscsrase s ss bbbt bbb e $ 124966 $ 129,838
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(18) Quarterly Financial Information (Unaudited, in thousands, except per share information)

First Second Third Fourth
Quarter Quarter Quarter Quarter

Year ended December 31, 2008
NEETEVEIUES ....coovereerererieriererieteteesesteeesesesessesseseseeseessesessessesesnsenas $ 176,575 $ 206,605 $§ 208,680 $ 201,956
GIOSS PTOfIE ...vveiireerirrierer ettt ettt esesnese s 54,889 66,907 67,311 63,190
Net inCOmE (10SS) ...cruerueerieriirienireeeeterteseseeeet et sreseeesasaeessessesvansen: 12,895 18,425 19,773 (110,108)
Earnings (loss) per common share:

BaSIC...ouetieiiiieiiceertt ettt ettt $ 077 $ 1.09 § .17 $ (6.52)

DiIULEA.......viovieeiiiicerrce et 0.76 1.08 1.16 (6.52)
Dividends per common Share...........cccceovveeererirenreceneeeeeeeeeeesieeenen, $ 00375 $ 00375 $ 00375 $ 0.0375
Stock Price range:

Highooo et e, $ 4923 $ 5411 $ 66.65 $ 43.75

LOW ettt 35.48 42.92 43.54 17.67
Year ended December 31, 2007
NEETEVEIUES .....ocvevereeriririerisieieseesesesieseesesesesessessessesensesessensrserenne, $ 161263 $ 165937 $ 164,017 $ 174,523
GIOSS PIOIt....veorenererrcirircreerirse ettt re e e te s e e seabesnesastensanas 44,792 49,821 47,552 53,202
NEL INCOMIE.....c.viverireeriuieneatereaeereseteresseteestesesasaessessesassesessassensenen: 7,407 10,018 10,365 10,121
Earnings per common share:

BASIC..veureeeereererereereesrerereeraesteresessserestesaesaesessanaesnesesseneesssasenen: $ 046 § 061 $ 063 $ 0.61

DIIULEd....cceieiieiieiceeteecr e rre e b er e aeenee e, 045 0.60 0.62 0.60
Dividends per COMMON ShATE............ccoeerererrereeresrerererrssesesesesenens $ 00375 $ 0.0375 $ 00375 $ 0.0375
Stock Price range:

High. oottt sa e $ 3749 $ 41.60 $ 4756 § 50.38

LOW 1rtrtiteneeieerirtennrersteesrassesseseseassesessessonsesensessessssessesessessasens 32.78 34.68 37.24 39.34

During the fourth quarter of 2008, we incurred goodwill and intangible asset impairments totaling $141.3 million within our
Instrumentation and Thermal Fluid Controls segment. These impairments were a result of a deterioration in our financial projections
and an increase in the weighted average cost of capital discount rate used as part of our annual SFAS No. 142 impairment analysis.

(19) Capital Structure

We have adopted a shareholder rights plan providing for the issuance of rights that will cause substantial dilution to a person or group
of persons that acquires 15% (or with respect to passive investors 20%) or more of our shares of common stock, unless the rights are
redeemed. These rights allow shareholders of our common stock to purchase a unit consisting of one one thousandth of a share of our
series A junior participating cumulative preferred stock, par value $0.01 per share, at a cash exercise price per unit of $48.00, subject
to adjustments.

(20) Concentrations of Risk

Financial instruments that potentially subject the company to concentrations of credit risk consist primarily of cash, cash equivalents,
short-term investments and trade receivables. A significant portion of our revenue and receivables are from customers who are either
in or service the energy, industrial, and aerospace markets. We perform ongoing credit evaluations of our customers and maintain
allowances for potential credit losses. During 2008 and 2007, the Company has not experienced any significant losses related to the
collection of our accounts receivable. For the year ended December 31, 2008, we had one customer in our Energy Products segment
that accounted for 11.4% of the Company’s consolidated revenues. For the year ended December 31, 2007, we had no customers with
revenues that exceeded the threshold of 10% of the Company’s consolidated revenues.
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Schedule || — Valuation and Qualifying Accounts
CIRCOR INTERNATIONAL, INC.

Additions
Balance at Charged to Charged to Balance at
Beginning of Costs Other Deductions End
Description Period and Expenses Accounts @ of Period
(In thousands)
Year ended
December 31, 2008
Deducted from asset account:
Allowance for doubtful accounts..........cccceu.ee.. $ 2,151 § 451 $ 95 $ 539 $§ 1,968
Year ended
December 31, 2007
Deducted from asset account:
Allowance for doubtful accounts...........c.c....... $ 2,523 § 237 $ 142 % 751§ 2,151
Year ended
December 31, 2006
Deducted from asset account:
Allowance for doubtful accounts..................... $ 1,943 $ 973 $ 191(2) $ 584 § 2,523

(1)  Uncollectible accounts written off, net of recoveries.
(2) Includes $130 and $6 thousand acquired in connection with the acquisitions of Hale Hamilton and Sagebrush, respectively.
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