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PART I

Cautionary Comment Regarding Forward-Looking Statements

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

Forward-looking statements reflect our current expectations regarding future events, results or outcomes.  These
expectations may or may not be realized.  Some of these expectations may be based upon assumptions or judgments
that prove to be incorrect.  In addition, our business and operations involve numerous risks and uncertainties, many of
which are beyond our control, that could result in our expectations not being realized or otherwise could materially
affect our financial condition, results of operations and cash flows.

Actual events, results and outcomes may differ materially from our expectations due to a variety of factors.  Although
it is not possible to identify all of these factors, they include, among others, the following:

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

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

•delays or difficulties related to the commencement or completion of contracts, including additional costs, reductions
in revenues or the payment of completion penalties or liquidated damages;

• actions of suppliers, subcontractors, customers, competitors and others which are beyond our control;

• the estimates inherent in our percentage-of-completion accounting policies;

• possible cost increases;

• our dependence on a few significant customers;

• adverse weather conditions;

•the presence of competitors with greater financial resources than we have and the impact of competitive services and
pricing;

• our ability to successfully identify, complete and integrate acquisitions; and

• the other factors discussed in more detail in Item 1A. —Risk Factors.
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In reading this Report, you should consider these factors carefully in evaluating any forward-looking statements and
you are cautioned not to place undue reliance on any forward-looking statements.  Although we believe that our plans,
intentions and expectations reflected in, or suggested by, the forward-looking statements that we make in this Report
are reasonable, we can provide no assurance that they will be achieved.

The forward-looking statements included in this Report are made only as of the date of this Report, and we do not
undertake to update any information contained in this Report or to publicly release the results of any revisions to any
forward-looking statements to reflect events or circumstances that occur, or that we become aware of after the date of
this Report, except as may be required by applicable securities laws.
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Item 1. Business

Access to the Company's Filings.

The Company's Website.  The Company maintains a website at www.sterlingconstructionco.com on which our latest
Annual Report on Form 10-K, recent Quarterly Reports on Form 10-Q, recent Current Reports on Form 8-K, any
amendments to those filings, and other filings may be accessed free of charge through a link to the Securities and
Exchange Commission's website where those reports are filed.  Our website also has recent press releases, the
Company's Code of Business Conduct & Ethics and the charters of the Audit Committee, Compensation Committee,
and Corporate Governance & Nominating Committee of the Board of Directors.  Information is also provided on the
Company’s “whistle-blower” procedures.  Our website content is made available for information purposes only.  It
should not be relied upon for investment purposes, and none of the information on the website is incorporated into this
Report by this reference to it.

The Securities and Exchange Commission (SEC).  The public may read and copy any materials filed by the Company
with the SEC at the SEC's Public Reference Room at 100 F Street, NE, Room 1580, Washington, DC 20549.  The
public may obtain information on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330
(1-800-732-0330).  The SEC also maintains an Internet site at www.sec.gov on which you can obtain reports, proxy
and information statements and other information regarding the Company and other issuers that file electronically
with the SEC.

Developments of the Business.  In December 2007, the Company completed a public offering of 1.840 million shares
of common stock at a price to the public of $20.00 per share that yielded the Company net proceeds (after
underwriters' discounts and commissions) of $ 34.960 million ($19.00 per share.)  Other related direct offering costs
reduced the net proceeds to $34.489 million.

Overview of the Company's Business. Sterling Construction Company, Inc. was founded in 1991 as a Delaware
corporation.  Our principal executive offices are located at 20810 Fernbush Lane, Houston, Texas 77073, and our
telephone number at this address is (281) 821-9091.  Our construction business was founded in 1955 by a predecessor
company in Michigan and is now operated by our subsidiaries, Texas Sterling Construction Co., a Delaware
corporation, or TSC and Road and Highway Builders LLC, a Nevada limited liability company, or "RHB".  The terms
"Company", "Sterling", and "we" refer to Sterling Construction Company, Inc. and its subsidiaries except when it is
clear that those terms mean only the parent company.

Sterling is a leading heavy civil construction company that specializes in the building, reconstruction and repair of
transportation and water infrastructure.  Transportation infrastructure projects include highways, roads, bridges and
light rail.  Water infrastructure projects include water, wastewater and storm drainage systems. Sterling provides
general contracting services primarily to public sector clients utilizing its own employees and equipment, including
excavating, concrete and asphalt paving, installation of large-diameter water and wastewater distribution systems;
construction of bridges and similar large structures; construction of light rail infrastructure; concrete batch plant
operations, concrete crushing and aggregates and asphalt paving operations. Sterling performs the majority of the
work required by its contracts with its own crews, and generally engages subcontractors only for ancillary services.

Although we describe our business in this report in terms of the services we provide, our base of customers and the
geographic areas in which we operate, we have concluded that our operations comprise one reportable segment
pursuant to Statement of Financial Accounting Standards No. 131 – Disclosures about Segments of an Enterprise and
Related Information.  In making this determination, we considered that each project has similar characteristics,
includes similar services, has similar types of customers and is subject to the same regulatory environment.  We
organize, evaluate and manage our financial information around each project when making operating decisions and
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assessing our overall performance.

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

Sterling operates in Texas and Nevada, two states that management believes benefit from both positive long-term
demographic trends as well as an historical commitment to funding transportation and water infrastructure
projects.  From 2000 to 2006, the population of Texas grew 12.7% and the population of Nevada 24.9%.  Budgeted
net expenditures for transportation in 2007 totaled more than $7.6 billion in Texas, an increase of 4% from 2006. In
the recent November 2007 election, Texas voters approved the issuance of $5 billion of bonds for highway
improvements.  In Nevada, total highway fund revenue in 2006 reached $1.0 billion, an annual increase of 10.5%
from 2001 levels and up 5% from 2005.  Several large jobs are scheduled to be let over the next year.  Management
anticipates that continued population growth and increased spending for infrastructure in these markets will positively
affect business opportunities over the coming years.

5
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Road and Highway Builders Acquisition.  On October 31, 2007, we completed the acquisition of privately-owned
RHB, which is headquartered in Reno, Nevada.  RHB is a heavy civil construction business focused on the
construction of roads and highways throughout the state of Nevada.  We paid $53 million to acquire approximately
91.67% of the equity interest in RHB.  The remaining 8.33% interest is owned by Richard Buenting, the chief
executive officer of RHB who continues to run RHB as part of our senior management team; and his ownership
interest can be put to or called by us in 2011.

RHB’s largest customer is the Nevada Department of Transportation, which is responsible for planning, construction,
operation and maintenance of the 5,400 miles of highway and over 1,000 bridges that make up the state highway
system.  RHB is focused on providing timely and profitable execution of construction projects along with high-value
deployment of construction materials, such as aggregates and mixes for asphalt paving.  RHB has concentrated its
business in suburban and rural highway and road system projects requiring high-volume production and materials
handling.  RHB has not historically pursued municipal work, such as water or storm water systems or high density
urban projects.  Since its founding in 1999, RHB has experienced profitable growth, capitalizing on strong market
conditions and solid long-term demographics in Nevada.

Our Business Strategy.  Key features of our business strategy include:

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

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

Apply Core Competencies Across our Markets. We intend to capitalize on opportunities to export our Texas
experience constructing bridges and water and sewer systems into Nevada markets. Similarly, we believe our
experience in aggregates and asphalt paving materials in Nevada may open new opportunities for us in our Texas
markets.

Expand into Attractive New Markets and Selectively Pursue Strategic Acquisitions.  We will continue to seek to
identify attractive new markets and opportunities in select western and southeastern U.S. markets. We will also
continue to assess opportunities to extend our service capabilities and expand our markets through acquisitions.

Position our Business for Future Infrastructure Spending. We believe there is a growing awareness of the need to
build, reconstruct and repair our country’s infrastructure, including water, wastewater and storm drainage systems, as
well as transportation infrastructure such as bridges, highways and mass transit systems.  We will continue to build
our expertise to capture this infrastructure spending.

Continue to Develop our Employees. We believe that our employees are key to the successful implementation of our
business strategy, and we will continue allocating significant resources in order to attract and retain talented managers
and supervisory and field personnel.

Our Markets and Customers.

We operate in the heavy civil construction segment for infrastructure projects, specializing in transportation and water
infrastructure. Demand for this infrastructure depends on a variety of factors, including overall population growth,
economic expansion and the vitality of a market area, as well as unique local topographical, structural and
environmental issues. For example, the City of Houston experiences flooding and subsidence, which has led to various
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municipal mandates requiring substantial new construction to reorganize and expand the collection, treatment and
distribution of water throughout the area. In addition to these factors, demand for the replacement of infrastructure is
driven by the general aging of infrastructure and the need for technical improvements to achieve more efficient or
safer use of infrastructure and resources.
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Our geographic markets have experienced steady and significant growth over the last 10 years. According to the 2006
census, ranked by population, Texas is the second largest state in the United States with 23.5 million people. The
population in Texas has grown by 12.7% since 2000, almost double the 6.4% growth rate for the United States as a
whole over the same period. According to the 2006 census, Houston ranks as the fourth largest city in the country, San
Antonio as the seventh largest, Dallas as the ninth largest, Austin as the sixteenth largest and Fort Worth as the
nineteenth largest. Nevada has undergone even more rapid growth, with the state’s population expanding 24.9% since
2000 to 2.5 million in 2006. These rapidly growing population bases continue to enhance the need for expanded
transportation and water infrastructure.

In addition to our core geographical markets, we operate in large and growing construction sectors that have
experienced solid and sustained national growth over the past several years. According to data from the U.S. Census
Bureau, the annual value of public construction put-in-place in the United States for transportation, highway, street
and water/wastewater infrastructure has grown at a 5.1% compound annual growth rate since 2002 and was $137
billion in 2006, the last year for which data are available. This includes 4.4% annual growth in the $99 billion
transportation, construction and highway/street market and 7.2% growth in the $38 billion water/wastewater market.
McGraw-Hill, an industry data source, projects that nationwide construction spending on highways and bridges, and
environmental public works (which include river/harbor improvements, sewers and water supply systems) is expected
to grow by 5% and 3%, respectively, in 2008. Based on dollars spent for construction of highways and bridges and for
sewer systems in 2007, Texas was ranked third in the nation in both categories by McGraw-Hill.

Our highway and bridge work is generally funded through federal and state authorizations. The federal government
enacted the SAFETEA-LU bill, which authorized $286 billion for transportation spending through 2009, an average
30% increase from the prior spending bill. Of this total, the Texas Department of Transportation, or TXDOT, and the
Nevada Department of Transportation, or NDOT, were originally allocated approximately $14.5 billion and $1.3
billion, respectively. Actual SAFETEA-LU appropriations have been somewhat reduced from the original allocations.
We are reliant upon TXDOT and NDOT contracts for a significant portion of our revenues. Recent public statements
by TXDOT officials indicate potential TXDOT funding shortfalls and reductions in spending. Transportation leaders
have identified $188 billion in needed construction projects to create an acceptable transportation system in Texas by
2030. NDOT expenditures totaled $740 million in 2006, and have had an annual increase of 9.9% since 2001.

Our water and wastewater, underground utility, light transit and non-highway paving work is generally funded by
municipalities and local authorities. The size and growth rates of these markets is difficult to compute as a whole
given the number of municipalities, the differences in funding sources and the variations in local budgets. However,
management estimates that the municipal markets in which we could potentially do business are in excess of $1
billion annually.

Our Markets and Customers.  For decades, we have concentrated our operations in Texas. We are headquartered in
Houston, and we serve the top markets in Texas, including Houston, San Antonio, Dallas/Fort Worth and Austin. In
2007, we have expanded our operations into Nevada.

Although we occasionally undertake contracts for private customers, the vast majority of our contracts are for public
sector customers. In Texas, these customers include TXDOT, county and municipal public works departments, the
Metropolitan Transit Authority of Harris County, Texas (or Metro), the Harris County Toll Road Authority, regional
transit authorities, port authorities, school districts and municipal utility districts. In Nevada, our primary public sector
customer has been NDOT.

Our largest revenue customer is TXDOT. In 2007, contracts with TXDOT represented 66% of our revenues, and other
public sector revenue generated in Texas represented 32% of our revenues. In 2007, contracts with NDOT represented
97% of RHB’s revenues, and other public sector revenue generated in Nevada represented 3% of RHB’s revenues. In
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In Texas, our municipal customers in 2007 included the City of Houston (9% of our 2007 revenues) and Harris
County, Texas (3% of our 2007 revenues). In the past, we have also completed the construction of certain
infrastructure for new light rail systems in Houston, Dallas and Galveston. We anticipate that revenues obtained from
the City of Houston will continue to increase due to the metropolitan area’s steady gain in population through
migration of new residents, the annexation of surrounding communities and the continuing programs to expand storm
water and flood control systems and deliver water to suburban communities. We provide services to our municipal
customers exclusively pursuant to contracts awarded through competitive bidding processes.

Competition.  Our competitors are companies that we bid against for construction contracts. We estimate that Sterling
has approximately 160 competitors in the Texas and Nevada markets that we primarily serve, and they include large
national and regional construction companies as well as many smaller contractors.  Historically, the construction
business has not typically required large amounts of capital, which can result in relative ease of market entry for
companies possessing acceptable qualifications. Factors influencing our competitiveness include price, our reputation
for quality, our equipment fleet, our financial strength, surety bonding capacity and prequalification, our knowledge of
local markets and conditions, and our project management and estimating abilities. Although some of our competitors
are larger than we are and may possess greater resources or provide more vertically-integrated services, we believe
that we are well-positioned to compete effectively and favorably in the markets in which we operate on the basis of
the foregoing factors.

We are unable to determine the size of many competitors because they are privately owned, but we believe that we are
one of the larger participants in our Texas markets and one of the largest contractors in Houston engaged in municipal
civil construction work. In Nevada, we believe that we are a leading asphalt paving contractor in suburban and rural
highway projects. We believe that being one of the largest firms in the Houston municipal civil construction market
provides us with several advantages, including greater flexibility to manage our backlog in order to schedule and
deploy our workforce and equipment resources more efficiently; more cost-effective purchasing of materials,
insurance and bonds; the ability to provide a broader range of services than otherwise would be provided through
subcontractors; and the availability of substantially more capital and resources to dedicate to each of our contracts.
Because we own and maintain most of the equipment required for our contracts and have the experienced workforce
to handle many types of municipal civil construction, we are able to bid competitively on many categories of
contracts, especially complex, multi-task projects.

In the state highway markets, most of our competitors are large regional contractors, and individual contracts tend to
be larger and require more specialized skills than those in the municipal markets. Some of these competitors have the
advantage of being more vertically-integrated, or they specialize in certain types of projects such as construction over
water. However those competitors, particularly in Texas, often have the disadvantage of temporarily using a local
workforce to complete each of their state highway contracts. In contrast, we permanently employ the workers who
perform our state highway contracts in Texas, although we do rely on a temporary, unionized workforce for
performance of a portion of our state highway contracts in Nevada. In 2007, state highway work accounted for 68% of
our consolidated revenues, compared with 67% in 2006 and 39% in 2005. During the same period, state highway
work accounted for 97% of RHB’s revenues, compared with 90% in 2006 and 96% in 2005.

Contract Backlog

Contract backlog is our estimate of the billings that we expect to make in future periods on our construction
contracts.  We add the revenue value of new contracts to our contract backlog, when we are the low bidder on a public
sector contract and have determined that there are no apparent impediments to award of the contract.  As construction
on our contracts progresses, we increase or decrease contract backlog to take account of changes in estimated
quantities under fixed unit price contracts, as well as to reflect changed conditions, change orders and other variations
from initially anticipated contract revenues and costs, including completion penalties and bonuses.  We subtract from
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At December 31, 2007, our contract backlog of approximately $450 million was14% higher than the $395 million of
contract backlog at December 31, 2006.  Of the contract backlog at December 31, 2007, approximately $279 million
is scheduled for completion in 2008.  At December 31, 2007, we included approximately $16 million of contracts in
backlog on which we were the apparent low bidder and expected to be awarded the contracts, but as of that date, those
contracts had not been officially awarded. Historically, subsequent non-awards of such low bids have not materially
affected our backlog or financial condition.

Substantially all of the contracts in our contract backlog may be canceled at the election of the customer; however, we
have not been materially adversely affected by contract cancellations or modifications in the past.  See the section
below entitled "Contract Management Process."

Contracts.

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

Fixed unit price contracts are generally used in competitively-bid public civil construction contracts and, to a lesser
degree, building construction contracts. Contractors under fixed unit price contracts are generally committed to
provide all of the resources required to complete a contract for a fixed price per unit. Fixed unit price contracts
generally transfer more risk to the contractor but offer the opportunity, under favorable circumstances, for greater
profits. These contracts are generally subject to negotiated change orders, frequently due to a differences in site
conditions from those anticipated when the bid is placed. Some contracts provide for penalties if the contract is not
completed on time, or incentives if it is completed ahead of schedule.

Contract Management Process.  We identify potential contracts from a variety of sources, including through
subscriber services that notify us of contracts out for bid, through advertisements by federal, state and local
governmental entities, through our business development efforts and through meetings with other participants in the
construction industry. After determining which contracts are available, we decide which contracts to pursue based on
such factors as the relevant skills required, contract size and duration, the availability of our personnel and equipment,
the size and makeup of our current backlog, our competitive advantages and disadvantages, prior experience, the
contracting agency or customer, the source of contract funding, geographic location, likely competition, construction
risks, gross margin opportunities, penalties or incentives and the type of contract.

As a condition to pursuing certain contracts, we are sometimes required to complete a prequalification process with
the applicable agency or customer. Some customers, such as TXDOT and NDOT, require yearly prequalification, and
other customers have experience requirements specific to the contract. The prequalification process generally limits
bidders to those companies with operational experience and financial capability to effectively complete the particular
contract in accordance with the plans, specifications and construction schedule.

There are several factors that can create variability in contract performance and financial results compared to our bid
assumptions on a contract. The most significant of these include the completeness and accuracy of our original bid
analysis, recognition of costs associated with added scope changes, extended overhead due to customer and weather
delays, subcontractor performance issues, changes in productivity expectations, site conditions that differ from those
assumed in the original bid, and changes in the availability and proximity of materials. In addition, each of our
original bids is based on the contract customer’s estimates of the quantities needed to complete a contract. If the
quantities ultimately needed are different, our backlog and financial performance on the contract will change. All of
these factors can lead to inefficiencies in contract performance, which can increase costs and lower profits.
Conversely, if any of these or other factors is more positive than the assumptions in our bid, contract profitability can
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The estimating process for our contracts in Texas typically involves three phases. Initially, we consider the level of
anticipated competition and our available resources for the prospective project. If we then decide to continue
considering a project, we undertake the second phase of the contract process and spend up to six weeks performing a
detailed review of the plans and specifications, summarize the various types of work involved and related estimated
quantities, determine the contract duration and schedule and highlight the unique and riskier aspects of the contract.
Concurrent with this process, we estimate the cost and availability of labor, material, equipment, subcontractors and
the project team required to complete the contract on time and in accordance with the plans and specifications.
Substantially all of our estimates are made on a per-unit basis for each line item, with the typical contract containing
50 to 400 line items. The final phase consists of a detailed review of the estimate by management, including, among
other things, assumptions regarding cost, approach, means and methods, productivity, risk and the estimated profit
margin. This profit amount will vary according to management’s perception of the degree of difficulty of the contract,
the current competitive climate and the size and makeup of our backlog. Our project managers are intimately involved
throughout the estimating and construction process so that contract issues, and risks, can be understood and addressed
on a timely basis.

The contracting process for RHB’s contracts in Nevada is primarily the responsibility of its chief executive officer. He
reviews all of the plans and specifications for a proposed project, estimates the costs to complete the project and the
risks involved, adds an appropriate profit level, and, based on all of that information, determines whether to submit a
bid on the project. Prior to submittal of any proposals, estimates are reviewed by Sterling management. As part of our
process for integrating RHB into our overall operations, we anticipate that the process used to bid on contracts in
Nevada will substantially conform to the process used in Texas described above.

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

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

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

During the normal course of most contracts, the customer, and sometimes the contractor, initiates modifications or
changes to the original contract to reflect, among other things, changes in quantities, specifications or design, method
or manner of performance, facilities, materials, site conditions and the period for completion of the work. In many
cases, final contract quantities may differ from those specified by the customer. Generally, the scope and price of
these modifications are documented in a “change order” to the original contract and reviewed, approved and paid in
accordance with the normal change order provisions of the contract. We are often required to perform extra or change
order work as directed by the customer even if the customer has not agreed in advance on the scope or price of the
work to be performed. This process may result in disputes over whether the work performed is beyond the scope of
the work included in the original contract plans and specifications or, even if the customer agrees that the work
performed qualifies as extra work, the price that the customer is willing to pay for the extra work. These disputes may
not be settled to our satisfaction. Even when the customer agrees to pay for the extra work, we may be required to
fund the cost of the work for a lengthy period of time until the change order is approved and funded by the customer.
In addition, any delay caused by the extra work may adversely impact the timely scheduling of other work on the
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The process for resolving contract claims varies from one contract to another but, in general, we attempt to resolve
claims at the project supervisory level through the normal change order process or, if necessary, with higher levels of
management within our organization and the customer’s organization. Regardless of the process, when a potential
claim arises on a contract, we typically have the contractual obligation to perform the work and must incur the related
costs. We do not recoup the costs unless and until the claim is resolved, which could take a significant amount of time.

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

We act as the prime contractor on almost all of the construction contracts that we undertake. We complete the
majority of our contracts with our own resources, and we typically subcontract specialized activities such as traffic
control, electrical systems, signage and trucking. As the prime contractor, we are responsible for the performance of
the entire contract, including subcontract work. Thus, we are subject to increased costs associated with the failure of
one or more subcontractors to perform as anticipated. We manage this risk by reviewing the size of the subcontract,
the financial stability of the subcontractor and other factors. Although we generally do not require that our
subcontractors furnish a bond or other type of security to guarantee their performance, we require performance and
payment bonds on many specialized or large subcontract portions of our contracts. Disadvantaged business enterprise
regulations require us to use our best efforts to subcontract a specified portion of contract work performed for
governmental entities to certain types of subcontractors, including minority- and women-owned businesses. We have
not experienced significant costs associated with subcontractor performance issues.

Insurance and Bonding.  All of our buildings and equipment are covered by insurance, which our management
believes to be adequate. In addition, we maintain general liability and excess liability insurance, all in amounts
consistent with our risk of loss and industry practice. We self-insure our workers’ compensation and health plan claims
subject to stop-loss insurance coverage.

As a normal part of the construction business, we are generally required to provide various types of surety and
payment bonds that provide an additional measure of security for our performance under public sector contracts.
Typically, a bidder for a contract must post a bid bond, generally for 5% to 10% of the amount bid, and on winning
the bid, must post a performance and payment bond for 100% of the contract amount. Upon completion of a contract,
before receiving final payment on the contract, a contractor must post a maintenance bond for generally 1% of the
contract amount for one to two years. Our ability to obtain surety bonds depends upon our capitalization, working
capital, aggregate contract size, past performance, management expertise and external factors, including the capacity
of the overall surety market. Surety companies consider such factors in light of the amount of our backlog that we
have currently bonded and their current underwriting standards, which may change from time to time. As is
customary, we have agreed to indemnify our bonding company for all losses incurred by it in connection with bonds
that are issued, and we have granted our bonding company a security interest in certain assets as collateral for such
obligation.
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Employees.  At February 15, 2008, we had more than 1,200 employees, including 15 project managers and over 50
superintendents who manage over 125 fully-equipped crews in our construction business. Of such employees,
approximately 50 were located in our Houston headquarters, with most of the others being field personnel. Of our
Nevada employees, 72 are union members represented by three unions.

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

We conduct extensive safety training programs, which have allowed us to maintain a high safety level at our
worksites. All newly-hired employees undergo an initial safety orientation, and for certain types of projects, we
conduct specific hazard training programs. Our project foremen and superintendents conduct weekly on-site safety
meetings, and our full-time safety inspectors make random site safety inspections and perform assessments and
training if infractions are discovered. In addition, all of our superintendents and project managers are required to
complete an OSHA-approved safety course.

Item 1A. Risk Factors

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

Risks Relating to Our Business.

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

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

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

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

• delays caused by weather conditions;

• contract modifications creating unanticipated costs not covered by change orders;

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

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

• our suppliers’ or subcontractors’ failure to perform;

• fraud or theft committed by our employees;

• mechanical problems with our machinery or equipment;

• citations issued by any governmental authority, including the Occupational Safety and Health Administration;

• difficulties in obtaining required governmental permits or approvals;

• changes in applicable laws and regulations; and

•claims or demands from third parties alleging damages arising from our work or from the project of which our work is
part.

Many of our contracts with public sector customers contain provisions that purport to shift some or all of the above
risks from the customer to us, even in cases where the customer is partly at fault. Our experience has often been that
public sector customers have been willing to negotiate equitable adjustments in the contract compensation or
completion time provisions if unexpected circumstances arise. If public sector customers seek to impose contractual
risk-shifting provisions more aggressively, we could face increased risks, which may adversely affect our cash flow,
earnings and financial position.

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

Our business is highly dependent on the amount and timing of infrastructure work funded by various governmental
entities, which, in turn, depends on the overall condition of the economy, the need for new or replacement
infrastructure, the priorities placed on various projects funded by governmental entities and federal, state or local
government spending levels. Spending on infrastructure could decline for numerous reasons, including decreased
revenues received by state and local governments for spending on such projects, including federal funding. For
example, state spending on highway and other projects can be adversely affected by decreases or delays in, or
uncertainties regarding, federal highway funding, which could adversely affect us. We are reliant upon contracts with
the Texas Department of Transportation, or TXDOT, and the Nevada Department of Transportation, or NDOT, for a
significant portion of our revenues. Recent public statements by TXDOT officials indicate potential TXDOT funding
shortfalls and reductions in spending. In addition, the recent nationwide declines in home sales and increases in
foreclosures could adversely affect expenditures by state and local governments. Decreases in government funding of
infrastructure projects could decrease the number of civil construction contracts available and limit our ability to
obtain new contracts, which could reduce our revenues and profits.

The cancellation of significant contracts could reduce our revenues and profits and have a material adverse effect on
our results of operations.

Contracts that we enter into with governmental entities can usually be canceled at any time by them with payment
only for the work already completed. In addition, we could be prohibited from bidding on certain governmental
contracts if we fail to maintain qualifications required by those entities. A sudden cancellation of a contract or our
debarment from the bidding process could cause our equipment and work crews to remain idled for a significant
period of time until other comparable work became available, which could have a material adverse effect on our
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We operate in Texas and Nevada, and any adverse change to the economy or business environment in Texas or
Nevada could significantly affect our operations, which would lead to lower revenues and reduced profitability.

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

Our acquisition strategy involves a number of risks.

In addition to organic growth of our construction business, we intend to continue pursuing growth through the
acquisition of companies or assets that may enable us to expand our project skill-sets and capabilities, enlarge our
geographic markets, add experienced management and increase critical mass to enable us to bid on larger contracts.
However, we may be unable to implement this growth strategy if we cannot reach agreements for potential
acquisitions on acceptable terms or for other reasons. Moreover, our acquisition strategy involves certain risks,
including:

• difficulties in the integration of operations and systems;

• difficulties applying our expertise in one market into another market;

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

•we may experience additional financial and accounting challenges and complexities in areas such as tax planning and
financial reporting;

•we may assume or be held liable for risks and liabilities (including for environmental-related costs and liabilities) as a
result of our acquisitions, some of which we may not discover during our due diligence;

• our ongoing business may be disrupted or receive insufficient management attention; and

• we may not be able to realize cost savings or other financial benefits we anticipated.

Future acquisitions may require us to obtain additional equity or debt financing, as well as additional surety bonding
capacity, which may not be available on terms acceptable to us or at all. Moreover, to the extent that any acquisition
results in additional goodwill, it will reduce our tangible net worth, which might have an adverse effect on our credit
and bonding capacity.
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Our industry is highly competitive, with a variety of larger companies with greater resources competing with us, and
our failure to compete effectively could reduce the number of new contracts awarded to us or adversely affect our
margins on contracts awarded.

Essentially all of the contracts on which we bid are awarded through a competitive bid process, with awards generally
being made to the lowest bidder, but sometimes recognizing other factors, such as shorter contract schedules or prior
experience with the customer. Within our markets, we compete with many national, regional and local construction
firms. Some of these competitors have achieved greater market penetration than we have in the markets in which we
compete, and some have greater financial and other resources than we do. In addition, there are a number of national
companies in our industry that are larger than we are and that, if they so desire, could establish a presence in our
markets and compete with us for contracts. In some markets where home building projects have slowed, construction
companies that lack available work in the home building market have begun on a limited scale bidding on highway
and municipal construction contracts. As a result, we may need to accept lower contract margins in order to compete
against competitors that have the ability to accept awards at lower prices or have a pre-existing relationship with a
customer. If we are unable to compete successfully in our markets, our relative market share and profits could be
reduced.

Our dependence on subcontractors and suppliers of materials (including petroleum-based products) could increase our
costs and impair our ability to complete contracts on a timely basis or at all, which would adversely affect our profits
and cash flow.

We rely on third-party subcontractors to perform some of the work on many of our contracts. We generally do not bid
on contracts unless we have the necessary subcontractors committed for the anticipated scope of the contract and at
prices that we have included in our bid, except for trucking arrangements needed for our Nevada operations.
Therefore, to the extent that we cannot engage subcontractors, our ability to bid for contracts may be impaired. In
addition, if a subcontractor is unable to deliver its services according to the negotiated terms for any reason, including
the deterioration of its financial condition, we may suffer delays and be required to purchase the services from another
source at a higher price. This may reduce the profit to be realized, or result in a loss, on a contract.

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

Diesel fuel and other petroleum-based products are utilized to operate the plants and equipment on which we rely to
perform our construction contracts. In addition, our asphalt plants and suppliers use oil in combination with
aggregates to produce asphalt used in our road and highway construction projects. Decreased supplies of such
products relative to demand, unavailability of petroleum supplies due to refinery turnarounds, and other factors can
increase the cost of such products. Future increases in the costs of fuel and other petroleum-based products used in our
business, particularly if a bid has been submitted for a contract and the costs of such products have been estimated at
amounts less than the actual costs thereof, could result in a lower profit, or a loss, on a contract.
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Particularly for projects in rural areas of Nevada, we typically estimate these factors for anticipated aggregate sources
that we have not previously used to produce aggregates, which increases the risk that our estimates may be inaccurate.
Inaccuracies in our estimates regarding aggregates could result in significantly higher costs to supply aggregates
needed for our projects, as well as potential delays and other inefficiencies. As a result, our failure to accurately assess
the quality, quantity, availability and cost of aggregates could cause us to incur losses, which could materially
adversely affect our results of operations.

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

Almost all of the contracts included in backlog are awarded by public sector customers through a competitive bid
process, with the award generally being made to the lowest bidder. We add new contracts to our backlog, typically
when we are the low bidder on a public sector contract and management determines that there are no apparent
impediments to award of the contract. As construction on our contracts progresses, we increase or decrease backlog to
take account of changes in estimated quantities under fixed unit price contracts, as well as to reflect changed
conditions, change orders and other variations from initially anticipated contract revenues and costs, including
completion penalties and bonuses. We subtract from backlog the amounts we bill on contracts.
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Most of the contracts with our public sector customers can be terminated at their discretion. If a customer cancels,
suspends, delays or reduces a contract, we may be reimbursed for certain costs but typically will not be able to bill the
total amount that had been reflected in our backlog. Cancellation of one or more contracts that constitute a large
percentage of our backlog, and our inability to find a substitute contract, would have a material adverse effect on our
business, results of operations and financial condition.

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

Our ability to attract and retain reliable, qualified personnel is a significant factor that enables us to successfully bid
for and profitably complete our work. This includes members of our management, project managers, estimators,
supervisors, foremen, equipment operators and laborers. The loss of the services of any of our management could have
a material adverse effect on us. Our future success will also depend on our ability to hire and retain, or to attract when
needed, highly-skilled personnel. Competition for these employees is intense, and we could experience difficulty
hiring and retaining the personnel necessary to support our business. If we do not succeed in retaining our current
employees and attracting, developing and retaining new highly-skilled employees, our reputation may be harmed and
our future earnings may be negatively impacted.

In Texas, we rely heavily on immigrant labor. Any adverse changes to existing laws and regulations, or changes in
enforcement requirements or practices, applicable to employment of immigrants could negatively impact the
availability and cost of the skilled personnel and labor we need, particularly in Texas. We may not be able to continue
to attract and retain sufficient employees at all levels due to changes in immigration enforcement practices or
compliance standards or for other reasons.

In Nevada, a substantial number of our equipment operators and laborers are unionized. Any work stoppage or other
labor dispute involving our unionized workforce would have a material adverse effect on our operations and operating
results in Nevada.

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

Our contracts generally require us to perform extra or change order work as directed by the customer even if the
customer has not agreed in advance on the scope or price of the extra work to be performed. This process may result
in disputes over whether the work performed is beyond the scope of the work included in the original project plans
and specifications or, if the customer agrees that the work performed qualifies as extra work, the price that the
customer is willing to pay for the extra work. These disputes may not be settled to our satisfaction. Even when the
customer agrees to pay for the extra work, we may be required to fund the cost of such work for a lengthy period of
time until the change order is approved by the customer and we are paid by the customer.

To the extent that actual recoveries with respect to change orders or amounts subject to contract disputes or claims are
less than the estimates used in our financial statements, the amount of any shortfall will reduce our future revenues
and profits, and this could have a material adverse effect on our reported working capital and results of operations. In
addition, any delay caused by the extra work may adversely impact the timely scheduling of other project work and
our ability to meet specified contract milestone dates.

Our failure to meet schedule or performance requirements of our contracts could adversely affect us.

In most cases, our contracts require completion by a scheduled acceptance date. Failure to meet any such schedule
could result in additional costs, penalties or liquidated damages being assessed against us, and these could exceed
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Unanticipated adverse weather conditions may cause delays, which could slow completion of our contracts and
negatively affect our current and future revenues and cash flow.

Because all of our construction projects are built outdoors, work on our contracts is subject to unpredictable weather
conditions, which could become more frequent or severe if general climatic changes occur. For example, evacuations
in Texas due to Hurricane Rita resulted in our inability to perform work on all Houston-area contracts for several
days. Lengthy periods of wet weather will generally interrupt construction, and this can lead to under-utilization of
crews and equipment, resulting in less efficient rates of overhead recovery. For example, during the first nine months
of 2007, we experienced an above-average number of days and amount of rainfall across our Texas markets, which
impeded our ability to work on construction projects and reduced our gross profit. During the late fall to early spring
months of the year, our work on construction projects in Nevada may also be curtailed because of snow and other
work-limiting weather.  While revenues can be recovered following a period of bad weather, it is generally impossible
to recover the inefficiencies, and significant periods of bad weather typically reduce profitability of affected contracts
both in the current period and during the future life of affected contracts. Such reductions in contract profitability
negatively affect our results of operations in current and future periods until the affected contracts are completed.

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

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

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

In addition, the timing of the revenues, earnings and cash flows from our contracts can be delayed by a number of
factors, including adverse weather conditions such as prolonged or intense periods of rain, snow, storms or flooding,
delays in receiving material and equipment from suppliers and changes in the scope of work to be performed. Such
delays, if they occur, could have adverse effects on our operating results for current and future periods until the
affected contracts are completed.

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

Due to the size and nature of our construction contracts, one or a few customers have in the past and may in the future
represent a substantial portion of our consolidated revenues and gross profits in any one year or over a period of
several consecutive years. For example, in 2007, approximately 78% of our revenue was generated from three
customers, and approximately 97% of RHB’s revenue was generated from one customer. Similarly, our backlog
frequently reflects multiple contracts for individual customers; therefore, one customer may comprise a significant
percentage of backlog at a certain point in time. An example of this is TXDOT, with which we had 23 contracts
representing an aggregate of approximately 47% of our backlog at December 31, 2007. The loss of business from any
one of such customers could have a material adverse effect on our business or results of operations. Recent public
statements by TXDOT officials indicate potential TXDOT funding shortfalls and reductions in spending. Because we
do not maintain any reserves for payment defaults, a default or delay in payment on a significant scale could
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We may incur higher costs to lease, acquire and maintain equipment necessary for our operations, and the market
value of our owned equipment may decline.

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

The equipment that we own or lease requires continuous maintenance, for which we maintain our own repair facilities.
If we are unable to continue to maintain the equipment in our fleet, we may be forced to obtain third-party repair
services, which could increase our costs. In addition, the market value of our equipment may unexpectedly decline at a
faster rate than anticipated. Such a decline would reduce the borrowing base under our credit facility, thereby reducing
the amount of credit available to us and impeding our ability to continue to expand our business.

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

As is customary in the construction business, we are required to provide surety bonds to secure our performance under
construction contracts. Our ability to obtain surety bonds primarily depends upon our capitalization, working capital,
past performance, management expertise and reputation and certain external factors, including the overall capacity of
the surety market. Surety companies consider such factors in relationship to the amount of our backlog and their
underwriting standards, which may change from time to time. Events that affect the insurance and bonding markets
generally may result in bonding becoming more difficult to obtain in the future, or being available only at a
significantly greater cost. Our inability to obtain adequate bonding, and, as a result, to bid on new contracts, could
have a material adverse effect on our future revenues and business prospects.

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

Our workers are subject to the usual hazards associated with providing construction and related services on
construction sites, plants and quarries. Operating hazards can cause personal injury and loss of life, damage to or
destruction of property, plant and equipment and environmental damage. We self-insure our workers’ compensation
claims, subject to stop-loss insurance coverage. We also maintain insurance coverage in amounts and against the risks
that we believe are consistent with industry practice, but this insurance may not be adequate to cover all losses or
liabilities that we may incur in our operations.

Insurance liabilities are difficult to assess and quantify due to unknown factors, including the severity of an injury, the
determination of our liability in proportion to other parties, the number of incidents not reported and the effectiveness
of our safety program. If we were to experience insurance claims or costs above our estimates, we might also be
required to use working capital to satisfy these claims rather than to maintain or expand our operations. To the extent
that we experience a material increase in the frequency or severity of accidents or workers’ compensation claims, or
unfavorable developments on existing claims, our operating results and financial condition could be materially and
adversely affected.
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Environmental and other regulatory matters could adversely affect our ability to conduct our business and could
require expenditures that could have a material adverse effect on our results of operations and financial condition.

Our operations are subject to various environmental laws and regulations relating to the management, disposal and
remediation of hazardous substances and the emission and discharge of pollutants into the air and water. We could be
held liable for such contamination created not only from our own activities but also from the historical activities of
others on our project sites or on properties that we acquire or lease. Our operations are also subject to laws and
regulations relating to workplace safety and worker health, which, among other things, regulate employee exposure to
hazardous substances. Immigration laws require us to take certain steps intended to confirm the legal status of our
immigrant labor force, but we may nonetheless unknowingly employ illegal immigrants. Violations of such laws and
regulations could subject us to substantial fines and penalties, cleanup costs, third-party property damage or personal
injury claims. In addition, these laws and regulations have become, and enforcement practices and compliance
standards are becoming, increasingly stringent. Moreover, we cannot predict the nature, scope or effect of legislation
or regulatory requirements that could be imposed, or how existing or future laws or regulations will be administered or
interpreted, with respect to products or activities to which they have not been previously applied. Compliance with
more stringent laws or regulations, as well as more vigorous enforcement policies of the regulatory agencies, could
require us to make substantial expenditures for, among other things, pollution control systems and other equipment
that we do not currently possess, or the acquisition or modification of permits applicable to our activities.

Our aggregate quarry lease in Nevada could subject us to costs and liabilities. A limited environmental assessment
report was inconclusive about potential environmental contamination at the Nevada quarry resulting from various
mining activities and landfill operations that may have occurred on or near the property. Due to the limited nature of
the report, we are unable to assess the extent of our liability, if any, at the quarry. As lessee and operator of the quarry,
we could be held responsible for any contamination or regulatory violations resulting from activities or operations at
the quarry. Any such costs and liabilities could be significant and could materially and adversely affect our business,
operating results and financial condition.

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

Our revenue has grown rapidly in recent years. However, we may be unable to sustain these recent revenue growth
rates for a variety of reasons, including limits on additional growth in our current markets, less success in competitive
bidding for contracts, limitations on access to necessary working capital and investment capital to sustain growth,
limitations on access to bonding to support increased contracts and operations, inability to hire and retain essential
personnel and to acquire equipment to support growth, and inability to identify acquisition candidates and successfully
acquire and integrate them into our business. A decline in our revenue growth could have a material adverse effect on
our financial condition and results of operations if we are unable to reduce the growth of our operating expenses at the
same rate.
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Terrorist attacks have impacted, and could continue to negatively impact, the U.S. economy and the markets in which
we operate.

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

Risks Related to Our Financial Results and Financing Plans

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

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

In particular, as is more fully discussed in Item 7 - “Management’s Discussion and Analysis of Financial Condition and
Results of Operations—Critical Accounting Policies,” we recognize contract revenue using the percentage-of-completion
method. Under this method, estimated contract revenue is recognized by applying the percentage of completion of the
contract for the period to the total estimated revenue for the contract. Estimated contract losses are recognized in full
when determined. Contract revenue and total cost estimates are reviewed and revised on a continuous basis as the
work progresses and as change orders are initiated or approved, and adjustments based upon the percentage of
completion are reflected in contract revenue in the accounting period when these estimates are revised. To the extent
that these adjustments result in an increase, a reduction or an elimination of previously reported contract profit, we
recognize a credit or a charge against current earnings, which could be material.

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

Our growth has been funded in part by our utilization of net operating loss carry-forwards, or NOLs, to reduce the
amounts that we have paid for income taxes, and we expect our NOLs to be fully utilized in 2008. Paying taxes will
reduce cash flows from operations compared to prior periods, as we will be required to fund the payment of taxes in
2008 and future periods. To the extent that cash flow from operations is insufficient to fund future investments, make
acquisitions or provide needed additional working capital, we may require additional financing from other sources of
funds.

Our ability to obtain such additional financing in the future will depend in part upon prevailing capital market
conditions, as well as conditions in our business and our operating results; such factors may adversely affect our
efforts to arrange additional financing on terms satisfactory to us. We have pledged the proceeds and other rights
under our construction contracts to our bond surety, and we have pledged substantially all of our other assets as
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additional financing in the future if such financing requires us to pledge assets as collateral. In addition, under our
credit facility, we must obtain the consent of our lenders to incur any amount of additional debt from other sources
(subject to certain exceptions). If future financing is obtained by the issuance of additional shares of common stock,
our stockholders may suffer dilution. If adequate funds are not available, or are not available on acceptable terms, we
may not be able to make future investments, take advantage of acquisitions or other opportunities, or respond to
competitive challenges.
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We are subject to financial and other covenants under our credit facility that could limit our flexibility in managing
our business.

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

• make distributions and dividends;

• incur liens or encumbrances;

• incur indebtedness;

• guarantee obligations;

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

• make acquisitions; and

• incur losses for two consecutive quarters.

Our credit facility contains financial covenants that require us to maintain specified fixed charge coverage ratios, asset
ratios and leverage ratios, and to maintain specified levels of tangible net worth. Our ability to borrow funds for any
purpose will depend on our satisfying these tests. If we are unable to meet the terms of the financial covenants or fail
to comply with any of the other restrictions contained in our credit facility, an event of default could occur. An event
of default, if not waived by our lenders, could result in the acceleration of any outstanding indebtedness, causing such
debt to become immediately due and payable. If such an acceleration occurs, we may not be able to repay such
indebtedness on a timely basis. Acceleration of our credit facility could result in foreclosure on and loss of our
operating assets. In the event of such foreclosure, we would be unable to conduct our business and forced to
discontinue operations.

Item 1B. Unresolved Staff Comments

None

Item 2. Properties

We own our 15,000 square-foot headquarters office building in Houston, Texas, which is located on a seven-acre
parcel of land on which our Texas equipment repair center is also located. We also own land in Dallas and San
Antonio on which we plan to construct regional offices and repair facilities. Pending completion of these regional
offices, we lease office facilities in these locations. In order to complete most contracts in Texas, we lease small
parcels of real estate near the site of a contract job site to store materials, locate equipment, conduct concrete crushing
and pugging operations, and provide offices for the contracting customer, its representatives and our employees.

For our Nevada operations, we lease office space in Reno, Nevada, and we have an office and repair facilities located
on a forty-five acre parcel of land in Lovelock, Nevada. We also lease a quarry in Carson City, Nevada. Unlike in
Texas where we acquire aggregates from third-party suppliers, in Nevada, we source and produce our own aggregates,
whether from the Carson City quarry or from other sources near job sites where we enter into short-term leases to
acquire the aggregates necessary for the job. In order to complete most contracts in Nevada, we also lease small
parcels of real estate near the site of a contract job site to store materials, locate equipment, and provide offices for the
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Item 3. Legal Proceedings

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

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

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

None

PART II

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

The Company's common stock began trading on the Nasdaq National Market on January 20, 2006 under the symbol
"STRL" and in June 2006, it was included in the NASDAQ Global Select Market ("NGS").  For approximately two
years prior to its Nasdaq listing, the common stock was traded on the American Stock Exchange, or Amex, under the
symbol "STV".

The table below shows the market high and low closing sales prices of the common stock for 2006 and 2007 by
quarter and for the period from January 1, through February 29, 2008, on Amex or Nasdaq, as the case may be.

High Low
Year Ended December 31, 2006
First Quarter $ 23.76 $ 15.39
Second Quarter $ 32.19 $ 22.00
Third Quarter $ 30.13 $ 16.67
Fourth Quarter $ 25.31 $ 19.54
Year Ended December 31, 2007
First Quarter $ 22.74 $ 17.42
Second Quarter $ 23.86 $ 18.90
Third Quarter $ 23.97 $ 18.64
Fourth Quarter $ 26.60 $ 20.45
January 1 through February 29, 2008 $ 21.84 $ 19.65

On February 29, 2008, there were approximately 1,250 holders of record of our common stock.

Dividend Policy.  We have never paid any cash dividends on our common stock.  For the foreseeable future, we intend
to retain any earnings in our business, and we do not anticipate paying any cash dividends.  Whether or not we declare
any dividends will be at the discretion of the Board of Directors considering then-existing conditions, including the
Company's financial condition and results of operations, capital requirements, bonding prospects, contractual
restrictions (including those under the Company's Credit Facility) business prospects and other factors that our Board
of Directors considers relevant.
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Equity Compensation Plan Information  Certain information about the Company's equity compensation plans is set
forth in Item 12. — Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters.

Performance Graph  The following graph compares the percentage change in the Company's cumulative total
stockholder return on its common stock for the last five years with the Dow Jones US Total Market Index, a broad
market index, and the Dow Jones US Heavy Construction Index, a group of companies whose marketing strategy is
focused on a limited product line, such as civil construction.  Both indices are published in The Wall Street Journal.

The returns are calculated assuming that an investment with a value of $100 was made in the Company's common
stock and in each index at the end of 2002 and that all dividends were reinvested in additional shares of common
stock; however, the Company has paid no dividends during the periods shown.  The graph lines merely connect the
measuring dates and do not reflect fluctuations between those dates.  The stock performance shown on the graph is not
intended to be indicative of future stock performance.

COMPARISON OF 5 YEAR CUMLATIVE TOTAL*
Among Sterling Construction Company, Inc. The Dow Jones US Index

And the Dow Jones US Heavy Construction Index

*$100 invested on 12/31/02 in stock or index-including reinvestment of dividends.
Fiscal year ending December 31.

December
2002

December
2003

December
2004

December
2005

December
2006

December
2007

Sterling Construction Company,
Inc 100.00 258.86 296.57 961.71 1,243.43 1,246.86
Dow Jones US 100.00 130.75 146.45 155.72 179.96 190.77
Dow Jones US Heavy
Construction 100.00 136.41 165.42 239.03 298.17 566.39
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Item 6. Selected Financial Data

The following table sets forth selected financial and other data of the Company and its subsidiaries and should be read
in conjunction with both Item 7. —Management’s Discussion and Analysis of Financial Condition and Results of
Operations, which follows, and Item 8. — Financial Statements and Supplementary Data.

Year Ended December 31
2007 2006 2005 2004 2003

(Amounts in thousands except per-share data)
Operating Results:
Revenues $ 306,220 $ 249,348 $ 219,439 $ 132,478 $ 149,006
Income from continuing operations before
income taxes and minority interest  22,421  19,204  13,329  4,109  8,583
Minority interest (62) — — (962) (1,627)
Income tax (expense)/benefit (7,890) (6,566) (2,788) 2,134 (1,752)
Income from continuing operations 14,469 12,638 10,541 5,281 5,204
Income (loss) from discontinued operations,
including gain on sale in 2006 (25) 682 559 372 215
Net income $ 14,444 $ 13,320 $ 11,100 $ 5,653 $ 5,419

Basic and diluted per share amounts:
Basic earnings per share from
continuing operations $ 1.31 $ 1.19 $ 1.36 $ 0.99 $ 1.02
Basic earnings per share from
discontinued operations —$ 0.06 $ 0.07 $ 0.07 $ 0.04
Basic earnings per share $ 1.31 $ 1.25 $ 1.43 $ 1.06 $ 1.06
Basic weighted average shares outstanding 11,044 10,583 7,775 5,343 5,090

Diluted earnings per share from continuing
operations $  1.22 $  1.08 $  1.11 $  0.75 $  0.80
Diluted earnings per share from discontinued
operations  —$  0.06 $  0.05 $  0.05 $  0.03
Diluted earnings per share $ 1.22 $ 1.14 $ 1.16 $ 0.80 $ 0.83
Diluted weighted average shares outstanding 11,836 11,714 9,538 7,028 6,489

Cash dividends declared — — — — —

Balance Sheet:
Total assets $ 274,515 $ 167,772 $ 118,455 $ 89,544 $ 75,578
Long-term debt 65,556 30,659 14,570 21,979 19,992
Book value per share of outstanding common
stock $ 10.66 $ 8.37 $ 5.95 $ 4.77 $ 3.24

Equity 138,612 90,991 48,612 35,208 16,636
Shares outstanding 13,007 10,875 8,165 7,379 5,140

In January 2006 the Company completed a public offering of approximately 2.0 million shares of its common stock at
$15.00 per share.  The Company received proceeds, net of underwriting commissions, of approximately $28.0 million

Edgar Filing: STERLING CONSTRUCTION CO INC - Form 10-K

41



($13.95 per share) and paid approximately $907,000 in related offering expenses.  In addition, the Company received
approximately $484,000 from the exercise of warrants and options to purchase 321,758 shares.  These shares were
sold by the option and warrant holders in the offering.  From the proceeds of the offering, the Company repaid all its
outstanding related party promissory notes in January 2006.  Executive management, directors and former directors
received proceeds as follows:
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Name Principal Interest Total Payment
Patrick T. Manning $ 318,592 2,867 $ 321,459
James D. Manning $ 1,855,349 16,698 $ 1,872,047
Joseph P. Harper, Sr. $ 2,637,422 23,737 $ 2,661,159
Maarten D. Hemsley $ 181,205 1,631 $ 182,836
Robert M. Davies $ 452,909 4,076 $ 456,985

During 2006, the Company utilized part of the offering proceeds to purchase additional capital equipment for the
construction business, to replenish funds that had been used for the 2006 acquisition of a drill shaft business.

In December 2007, the Company completed an additional public offering of 1.84 million shares of its common stock
at $20.00 per share.  The Company received proceeds, net of underwriting commissions, of approximately $35.0
million ($19.00 per share) and paid approximately $0.5 million in related offering expenses.  A reconciliation of the
use of proceeds through December 31, 2007 is as follows (in thousands, except share data) (unaudited):

Shares issued upon completion of equity offering 1,840,000
Proceeds received from sale of shares $ 36,800
Less:
Underwriters’ commission $ (1,840)
Expenses (legal, printing, etc.) $ (471)
Net proceeds from sale of shares $ 34,489
Use of proceeds:
Repayment of credit line at a bank $ 4,951
Purchase of short term securities(1) $ 24,708
Total spent through December 31, 2007 $ 29,659
Balance retained in working capital $ 4,830

(1) Between the purchase date of RHB and the 2007 public offering of stock, the Company used the proceeds from the
sale of its investments in short-term securities to pay off the Credit Facility borrowings of $22.4 million used to
purchase RHB.  The proceeds of the public stock offering were used to replenish the investment in short-term
securities.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operation

Overview

For an overview of the Company's business and its associated risks, see Item 1. Business and Item 1A. Risk Factors.

Critical Accounting Policies

Our significant accounting policies are described in Note 1 of Notes to Consolidated Financial Statements for the year
ended December 31, 2007.

Use of Estimates.

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities
at the date of the financial statements and the reported amounts of revenues and expenses during the reporting
period.  Our business involves making significant estimates and assumptions in the normal course of business relating
to our contracts due to, among other things, the one-of-a-kind nature of most of our contracts, the long-term duration
of our contract cycle and the type of contract utilized.  Therefore, management believes that “Revenue Recognition” is
the most important and critical accounting policy.  The most significant estimates with regard to these financial
statements relate to the estimating of total forecasted construction contract revenues, costs and profits in accordance
with accounting for long-term contracts.  Actual results could differ from these estimates and such differences could
be material.

Our estimates of contract revenue and cost are highly detailed.  We believe, based on our experience, that our current
systems of management and accounting controls allow management to produce reliable estimates of total contract
revenue and cost during any accounting period.  However, many factors can and do change during a contract
performance period, which can result in a change to contract profitability from one financial reporting period to
another.  Some of the factors that can change the estimate of total contract revenue, cost and profit include differing
site conditions (to the extent that contract remedies are unavailable), the failure of major material suppliers to deliver
on time, the performance of subcontractors, unusual weather conditions, our productivity and efficient use of labor
and equipment and the accuracy of the original bid estimate.  Because we have a large number of contracts in process
at any given time, these changes in estimates can sometimes offset each other without affecting overall
profitability.  However, significant changes in cost estimates on larger, more complex projects can have a material
impact on our financial statements and are reflected in our results of operations when they become known.

When recording revenue from change orders on contracts that have been approved as to scope but not price, we
include in revenue an amount equal to the amount that we currently expect to recover from customers in relation to
costs incurred by us for changes in contract specifications or designs, or other unanticipated additional costs.  Revenue
relating to change order claims is recognized only if it is probable that the revenue will be realized.  When
determining the likelihood of eventual recovery, we consider such factors as evaluation of entitlement, settlements
reached to date and our experience with the customer.  When new facts become known, an adjustment to the estimated
recovery is made and reflected in the current period results.

Revenue Recognition.

The majority of our contracts with our customers are “fixed unit price.” Under such contracts, we are committed to
providing materials or services required by a contract at fixed unit prices (for example, dollars per cubic yard of
concrete poured or per cubic yard of earth excavated).  To minimize increases in the material prices and
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subcontracting costs used in submitting bids, we obtain firm quotations from our suppliers and subcontractors.  After
we are advised that our bid is the winning bid, we enter into firm contracts with our materials suppliers and
sub-contractors, thereby mitigating the risk of future price variations affecting those contract costs.  Such quotations
do not include any quantity guarantees, and we therefore have no obligation for materials or subcontract services
beyond those required to complete the respective contracts that we are awarded for which quotations have been
provided.  The principal remaining risks under fixed price contracts relate to labor and equipment costs and
productivity levels.  As a result, we have rarely been exposed to material price or availability risk on contracts in our
contract backlog.  Most of our state and municipal contracts provide for termination of the contract for the
convenience of the owner, with provisions to pay us only for work performed through the date of termination.
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We use the percentage of completion accounting method for construction contracts in accordance with the American
Institute of Certified Public Accountants Statement of Position 81-1, “Accounting for Performance of
Construction-Type and Certain Production-Type Contracts.” Revenue and earnings on construction contracts are
recognized on the percentage of completion method in the ratio of costs incurred to estimated final costs.  Revenue is
recognized as costs are incurred in an amount equal to cost plus the related expected profit.  Contract cost consists of
direct costs on contracts, including labor and materials, amounts payable to subcontractors and equipment expense
(primarily depreciation, fuel, maintenance and repairs).  Depreciation is computed using the straight-line method for
construction equipment.  Contract cost is recorded as incurred, and revisions in contract revenue and cost estimates are
reflected in the accounting period when known.

The accuracy of our revenue and profit recognition in a given period is dependent on the accuracy of our estimates of
the cost to finish uncompleted contracts.  Our cost estimates for all of our significant contracts use a highly detailed
“bottom up” approach, and we believe our experience allows us to produce reliable estimates.  However, our contracts
can be highly complex, and in almost every case, the profit margin estimates for a contract will either increase or
decrease to some extent from the amount that was originally estimated at the time of bid.  Because we have a large
number of contracts of varying levels of size and complexity in process at any given time, these changes in estimates
can sometimes offset each other without materially impacting our overall profitability.  However, large changes in
revenue or cost estimates can have a more significant effect on profitability.

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

Valuation of Long-Term Assets.

Long-lived assets, which include property, equipment and acquired identifiable intangible assets, are reviewed for
impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may not be
recoverable.  Impairment evaluations involve management estimates of useful asset lives and future cash
flows.  Actual useful lives and cash flows could be different from those estimated by management, and this could have
a material effect on operating results and financial position.  In addition, we had goodwill with a value of
approximately $57 million at December 31, 2007, which must be reviewed for impairment at least annually in
accordance with Statement of Financial Accounting Standards No. 142, or SFAS 142.  The impairment testing
required by SFAS 142 requires considerable judgment, and an impairment charge may be required in the future.  We
completed our annual impairment review for goodwill during the 4th quarter of 2007, and it did not result in an
impairment.
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Income Taxes.

Deferred tax assets and liabilities are recognized based on the differences between the financial statement carrying
amounts and the tax bases of assets and liabilities. We regularly review our deferred tax assets for recoverability and,
where necessary, establish a valuation allowance. Reflecting management’s assessment of expected future operating
profitability and expectation that the Company would utilize all remaining net operating loss carry forwards
("NOLs"), we eliminated our valuation allowance in 2005. We are subject to the alternative minimum tax (AMT).
Because we are still utilizing our NOLs to offset taxable income, payment of AMT results in a reduction of our
deferred tax liability.

An ownership change, which may occur if there is a transfer of ownership exceeding 50% of our outstanding shares of
common stock in any three-year period, may lead to a limitation in the usability of, or a potential loss of some or all
of, the NOLs. In order to reduce the likelihood of an ownership change occurring, our restated and amended certificate
of incorporation, as amended, prohibits transfers of our common stock resulting in, or increasing, individual holdings
in excess of 4.5% of our common stock, unless such transfer is made by us or with the consent of our board of
directors.

Because the regulations governing NOLs are highly complex and may be changed from time to time, and because our
attempts to prevent an ownership change from occurring may not be successful, the NOLs could be limited or lost. We
believe that the NOLs are currently available in full, however, and intend to take all reasonable and appropriate steps
to ensure that they will remain available. To the extent the NOLs become unavailable to us, our future taxable income
and that of any consolidated affiliate will be subject to federal taxation, thus reducing funds otherwise available for
corporate purposes.

Although our NOLs do not expire until 2020, if unused, we estimate that our deferred tax assets related to our NOLs
will be fully utilized during 2007. After the expiration or utilization of our NOLs, we have available to us the excess
tax benefit resulting from exercise of a significant number of non-qualified in-the-money options amounting to
$1.3 million as of December 31, 2007. Accordingly, because we will no longer have the significant offsets provided
by the NOLs, a comparison of our future cash flows to our historic cash flows may not be meaningful.

 On January 1, 2007, we adopted the provisions of Financial Interpretation No. 48, (FIN 48) which establishes the
criteria that an individual tax position must meet for some or all of the benefits of that position to be recorded.
Adoption of FIN 48 did not have a material impact on our consolidated financial statements.

Discontinued Operations.

In August 2005, our board of directors authorized management to sell our distribution business.  In accordance with
the provisions of SFAS 144, we determined in the third quarter of 2005 that the distribution business became a
long-lived asset held for sale and a discontinued operation.  In October 2006, we sold the distribution business to an
industry-related buyer for gross proceeds of approximately $5.4 million.  We recognized a pre-tax gain on the sale in
2006 of approximately $249,000, equal to $121,000 after taxes.
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Results of Operations

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

2007 2006 % Change
(Dollar amounts in

thousands)
Revenues $ 306,220 $ 249,348 22.8%
Gross profit 33,686 28,547 18.0%
Gross margin 11.0% 11.4% (3.5)%
General and administrative expenses, net (13,206) (10,825) 22.0%
Other income 549 276 98.9%
Operating income 21,029 17,998 16.8%
Operating margin 6.9% 7.2% (4.2)%
Interest income 1,669 1,426 17.0%
Interest expense (278) (220) 26.5%
Minority Interest (62) — 100.0%
Income from continuing operations before taxes 22,359 19,204 16.4%
Income taxes 7,890 6,566 20.2%
Net income from continuing operations 14,469 12,638 14.5%
Net income (loss) from discontinued operations, including gain on sale (25) 682 (103.7)%
Net income $ 14,444 $ 13,320 8.4%
Contract backlog, end of year $ 450,000 $ 395,000 13.9%

Revenues.   Revenues increased $57 million, or 23%, from 2006 to 2007 reflecting the effect of continued expansion
of our construction fleet, addition of a concrete plant and addition of crews.  Our workforce grew by 18%
year-over-year, and we purchased over $36 million in property, plant and equipment, including that acquired in the
purchase of RHB, within the twelve month period ending December 31, 2007.  The increased revenue came strictly
from the state market resulting from the Company being the successful low bidder in the state market which was
assisted by an improved bidding climate in 2006 due to a large state highway program and increased total funding in
the Dallas and Houston areas.  The improvement in the weather in the fourth quarter 2007 offset much of the lower
than expected revenue of the first three quarters of 2007 due to heavy rainfall during those months.  Due to seasonality
of the Nevada market, the contracts of RHB had only a modest effect on revenues for the two months they were
included in 2007 revenues. Contract receivables are directly related to revenues and include both amount currently due
and retainage. The increase of $11.6 million in contracts receivable to $54.4 million at December 31, 2007 versus
2006 is due to the increase in revenue for the year 2007. The days revenue in contract receivables is approximately 64
days and 62 days at December 31, 2007 and 2006, respectively.

Gross Profit.  The improvement in gross profits in 2007 was due principally to the increase in revenues.  The slight
margin reduction was attributable to a decrease of margin in backlog, due to poor weather for the first three quarters of
the year, and an increase in sales from the state contracts which have historically had lower gross margin than
municipal contracts.  State highway contracts generally allow us to achieve greater revenue and gross profit
production from our equipment and work crews, although on average the gross margins on this work tend to be
slightly lower than on our water infrastructure contracts in the municipal markets. The lower margins reflect
proportionally larger material inputs in the state contracts as we typically receive lower margins on materials than on
labor. Partially offsetting the margin reduction was our ability to continue to redesign some jobs, achieve incentive
awards and maintain good execution levels during dry weather.  Due to the large number of contracts in different
stages of completion and in different locations, it is not practical to quantify the impact of each of these matters on
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Contract Backlog.  The increase in contract backlog is related to the Nevada acquisition where backlog was $116
million at December 31, 2007. There was $16 million included in our 2007 year-end backlog on which we were the
apparent low bidder and have subsequently been officially awarded these contracts. Historically, subsequent
non-awards of such low bids have not materially affected our backlog or financial condition.

General and Administrative Expenses, Net of Other Income and Expense.  The increase in general and administrative
expenses, or G&A, in 2007 was principally due to higher employee expenses, including an increase in staff, and
higher professional fees.  Despite these increases in G&A expenses in support of our growing business, our ratio of
G&A expenses to revenue remained essentially unchanged from 2006 to 2007, at 4%.

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

Interest Income Net of Interest Expense.  The interest income net of interest expense remained virtually unchanged
from 2006 to 2007 given the high cash and short term investments maintained throughout the year and the offering
completed in December 2007.  A total of $53,000 of interest expense was capitalized as part of our office and shop
expansion.

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

Income Taxes.  Income taxes increased due to increased income, the Texas margin tax and increases in the statutory
tax rate.

Net Income from Continuing Operations.  The 2007 increase in net income from continuing operations was the result
of the various factors discussed above.

Discontinued Operations, Net of Tax.  Discontinued operations for 2007 and 2006 represent the results of operations
of our distribution business, which was operated by Steel City Products, LLC.

The distribution business was sold on October 27, 2006.  The Company recorded proceeds from the sale of
approximately $5.4 million and recorded a pre-tax gain on the sale of approximately $249,000 and recorded $128,000
in income tax expense related to that gain in 2006.
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Fiscal Year Ended December 31, 2006 (2006) Compared with Fiscal Year Ended December 31, 2005 (2005).

2006 2005 % Change
(Dollar amounts in thousands)

Revenues $ 249,348 $ 219,439 13.6%
Gross profit 28,547 23,756 20.2%
Gross margin 11.4% 10.8% 5.6%
General and administrative expenses and other 10,549 9,091 15.0%
Operating income 17,998 14,665 22.7%
Operating margin 7.2% 6.7% 7.5%
Interest income 1,426 150 850.6%
Interest expense 220 1,486 (85.2)%

Income from continuing operations before taxes 19,204 13,329 44.1%
Income taxes 6,566 2,788 135.5%

Net income from continuing operations 12,638 10,541 19.9%
Net income from discontinued operations, including gain on sale 682 559 22.0%

Net income $ 13,320 $ 11,100 20.0%

Backlog, end of year $ 395,000 $ 307,000 28.7%

Revenues. Our revenue increase of $29.9 million, or 14%, from 2005 to 2006 included a substantial increase in
revenues from state highway work of $89.0 million, or 114%, to $166.3 million as we took advantage of the very
strong bidding climate in this sector and the resultant increase in the proportion of state highway contracts in our
backlog. In particular, we saw a near-tripling of revenues in the Dallas market, where we won several major contracts
in early 2006, and also good growth in the San Antonio market. State highway contracts generally allow us to achieve
greater revenue and gross profit production from our equipment and work crews, although on average the gross
margins on this work are slightly lower than on our water infrastructure contracts in the municipal markets because of
the cost of larger material inputs into the state contracts.  

At the same time there was a decrease in our municipal revenues of $59.0 million, or 41.5%, to $83 million due to a
decrease in the market for large diameter water line infrastructure construction. 

The overall revenue expansion was facilitated by an increase of over two hundred employees in 2006, and a
significant increase in our equipment fleet. The increase was achieved despite a generally wetter year in 2006 in most
of our markets than in 2005, which adversely affected production rates, and the impact of some significant delays in
starting certain contracts in the first three quarters of 2006, which were due to factors outside our control.  

Gross Profit. The improvement in gross profits in 2006 was due principally to the increase in revenues, combined with
the higher gross margins. This margin improvement was attributable principally to a better margin mix in backlog
resulting from the improved bidding climate since 2004, and to efficiencies resulting from the higher revenue levels
achieved in 2006. These factors overcame the negative impact on gross margins of the wetter weather in 2006 and the
delay in starting certain contracts, as described above. They also helped offset the downward pressure on gross
margins arising from the increased percentage of state highway work, from 39% in 2005 to 67% in 2006. In both
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Backlog. The $88 million increase in backlog in 2006 reflected the on-going broadening of our service platform and
the generally good bidding environment in our markets, especially in the Dallas/Fort Worth area where our backlog
expanded significantly during the year.  

General and Administrative Expenses, Net of Other Income and Expense. The increase in general and administrative
expenses, or G&A, in 2006 was principally due to higher employee expenses, including an increase in staff, increased
stock-based compensation expense resulting from our higher share price in 2006, and higher legal and accounting
fees. Despite these increases in G&A expenses in support of the growing business, our ratio of G&A expenses to
revenue remained essentially unchanged from 2005 to 2006, at 4%.  

Operating Income. The 2006 increase in operating income resulted principally from the higher revenues and gross
profits, which led to an increase in operating margin from 6.7% to 7.2%.  

Interest Expense Net of Interest Income. In 2006, we invested cash raised in our public stock offering on which we
earned over $1.4 million of interest. In 2005, we paid $1.5 million of interest expense primarily on related party debt
which was repaid in January 2006 from the proceeds of our public offering.  

Income Taxes. In 2005, we recorded a reduction in the valuation allowance related to the deferred tax asset following
management’s review of the likelihood that tax loss carryforwards would be substantially utilized in the future. This
resulted in an effective tax rate of 21% in 2005. In 2006, we recorded a more normal tax charge at 34.2% of income.  

Net Income From Continuing Operations. The 2006 increase in net income from continuing operations was the result
of the various factors discussed above.  

Effect of Income Tax Benefits. Although we have had the benefit of significant NOLs, which offset most of our
income from federal income taxes, we are required to reflect a full tax charge in our financial statements through an
adjustment to the deferred tax asset. In addition, certain adjustments resulting from our recovery of the deferred tax
asset are recorded in the income statement. Those adjustments resulted in a benefit of $1.4 million in 2005. Assuming
an income tax rate of 34%, and disregarding adjustments to our deferred tax asset and other timing differences, net
income would have been $8.797 million for 2005 so that, on a comparative basis, the income from continuing
operations level of $12.675 million for 2006 represents an increase of approximately 44%. Similarly, basic and fully
diluted earnings from continuing operations per common share for 2005, reflecting an effective tax rate of 34%, would
have been $1.13 and $0.92, respectively, for 2005. A reconciliation of reported income from continuing operations for
2006 and 2005 to net income as if a 34% tax rate had been applied is set forth in the table below.

2006 2005
(Amounts in thousands,
except per share data)

Income from continuing operations before income taxes, as reported $  19,204 $  13,329
Provision for income taxes (assuming a 34% effective rate) 6,529 4,532

Net income from continuing operations as if a 34% rate had been applied $ 12,675 $ 8,797

Basic income from continuing operations per common share as if a 34% effective tax rate
had been applied $ 1.20 $ 1.13
Diluted income from continuing operations per common share as if a 34% effective tax
rate had been applied $ 1.08 $ 0.92
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Discontinued Operations, Net of Tax. Discontinued operations for 2006 and 2005 represent the results of operations of
our distribution business, which was operated by Steel City Products, LLC. The increase in the net income from
discontinued operations was primarily due to increases in gross margins from 16% in 2005 to 16.5% in 2006 through
the date of sale.  
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The distribution business was sold on October 27, 2006. We recorded proceeds from the sale of approximately
$5.4 million and paid $3.8 million to retire the Steel City Products, LLC revolving line of credit. We recorded a
pre-tax gain on the sale of $249,000 and recorded $128,000 in income tax expense related to that gain.
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Historical Cash Flows

The following table sets forth information about our cash flows for the years ended December 31, 2007, 2006 and
2005.

Year Ended December 31,
2007 2006 2005

(Amounts in thousands)
Cash and cash equivalents (at end of period) $ 80,649 $ 28,466 $ 22,267
Net cash provided by (used in)
Continuing operations:
Operating activities 29,567 23,089
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