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Corporate Profile o~

Pef?-na;Fix Environmental Services, Inc., a national environmental services company, provides uniqu\e
mixed @as\te and industrial waste management services, The Company, cperating nine waste manage-
ment facilities across the country. has increased its focus on nuclear services, providing radiocactive \
and mixed waste treatment services to hospitals, research laboratories and institutions, numerous
federal agencies, including the Departments of Energy (DOE) and Defense (DOD), and nuclear utilities.
The industrial servi&e_s segment provides hazardous and non-hazardous waste treatment services for
a diverse group of customers, including Fortune 500 companies, numerous federal, state and local
agencies and thousands of smaller clients.

Financial Highlights

{in thousands) 2006 2005 2004w 2003w 2002
Net Revenues $ 87.929 $90,866 $ 82483 § 79153 § 77778
Gross Profit 25,210 25,396 23,713 25112 22,903
Operating Income 6,233 5,287 {4,744) 7,563 6,281
Waorking Capital 12,810 5,916 (497) 4,159 731
Total Assets . 105,997 98,525 100,455 110,215 105,825
Current and Long-term Débt 8,329 13,375 18,956 29,088 30,515
Stockholders’ Equity - 64,453 47,153 42,248 50,442 44 585

{1) Any differences from prior year annual report are due to reclassification of discontinued operations. See Form 10-K for
additional information.
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To Our Shareholders:

Fiscal 2006 was an exciting and successful year for Perma-Fix Environmental Services. The fourth quarter of fiscal 2006
marked our seventh consecutive quarter of profitability as indicated in our financial results reflecting $87.9 in revenue
and net income applicable to commen stock of $4.7 million for the year ended December 31, 2006. As of December 31,
2006, we increased our working capita! position to $12.8 million, up from $5.9 million as of December 31, 2005, with
shareholders’ equity rising to $64 million at year-end, up from $47 miliion at year-end 2005. We attribute this strong
performance 1o our ongoing efforts to improve efficiency and reduce costs within our Industrial Segment, while focusing
our primary efforts on our Nuclear Segment.

2008 was a very productive year for our Nuclear Segment. Despite reduced Department of Energy (DOE) spending in
20086, affecting an entire industry and atiributed largely 1o budget reallocations related to the war, we achieved modest
growth within the division. At the same time, we accomgplished several important initiatives aimed at expanding our
treatment capabilities. These initiatives will allow us 1o move upstream, treating more difficult and complex wastes.
Even with these advances, we have barely scratched the surface of this sizeable market.

Among these initiatives, our Material & Energy Corporation {M&EC) facility was authorized to ship wasie to the DOE's
Nevada Test Site (NTS) under our own waste certification program. This certification makes us the first commercial
treatment provider granted permission to dispose of the DOE waste at the NTS. This certification, combined with our
newly constructed treaiment bay at M&EC, has provided us with treatment capability for wastes with high amounts of
Special Nuclear Material and classified materials, This new capability places us at the forefront of this market, as we are
the first commercial company with the required licenses and facilities.

We also obtained an expanded permit at our Gainesville facility which allows us to treat a broader level of specialty
pharmaceutical, mixed and hazardous waste. In addition, we are working toward obtaining Environmental Protection
Agency (EPA) approval 10 treat radioactive Polychlonnated Biphenyls {PCB's) at our Diversified Scientific Services, Inc.
{DSSI) facility. 1§ we receive this permit, Perma-Fix would be the only commercial operator that can provide compleie
treatment of radiocactive PCB's. This capability will address what we believe is a significant backlog of radicactive
PCB's nationwide.

In June 2007, we acquired Nuvotlec USA, Inc. and its wholly owned subsidiary, Pacific EcoSclutions, Inc. {PEcoS).
PEcoS is a nuclear waste management company, located in Richland, Washington, adjacent to the Hanford site, which is
expected 10 be one of the most expansive of the DOE's environmental clean-up projects in the nation. PEcoS currently
has existing contracts to treat waste from the Hanford site, and revenue of approximately $13 million annually with
strong margins. The PEcoS facility has unique technologies and capabilities for both mixed and radicactive-only wastes
that will benefit our other three nuclear facilities. By layering on our existing proprietary and proven technolegies, we
hope to expand the types and volumes of treatable waste at that facility,

Guided by our new focus on nuclear waste, we are exploring additional acquisitions to complement our nuclear treat-
ment expertise and expand our core capabilities. We have already identified a number of companias that would meet
both of these critenia, which we believe we could acquire at favorable valuations.

Lastly, within cur Industrial Segment, we continued our cost reducticns, while culling low margin contracts and estab-
lishing comprehensive business plans for each facility to enhance profitability. Although we have made improvements
within the division, it has become clear that recovery of the Industrial Segment would take longer than anticipated and
consume resources, which could be otherwise deployed within our Nuclear Segment with much higher return on
investment. As a result, we made the strategic decision on May 18, 2007 to divest our industrial assets.

One important highlight related to our Industrial Segment was our insurer’s recent decision to defend and indemnify
Perma-Fix and our Dayton, Ohio subsidiary in our ongoing legal action at Dayton. This decision to cover legal expenses
retroactive 10 the original lawsuit date will offset expenses we have already incurred during fiscal years 2005 and 2006.

It is important 10 note that we are not abandoning or discarding our Industrial Segment resources. Through extreme
effort and dedication, the employees of our Industrial Segment have made great progress in solving a wide and complex
variety of problems. The Industrial facilities, armed with new business plans, better procedures/controls, and improved
facilities, are poised for success. | have no doubt that our plants and our pecple will be successful.

As we execute our strategy to become the world's foremast leader in nuclear waste treatment, we believe we will
emerge from 2007 as a much strenger company, with an even mare poweriul competitive position, within a largely
untapped multi-billion dollar market for nuclear waste treatment.

I'd like 10 otfer my sincere thanks 1o all our employees, our customers, our shareholders, and
our directors for their tremendous ongoing support. We look forward to updating you on our
progress and the many opportunities that lie ahead in the coming year.

Sincerely,

Foon Gl

Dr. Louis F. Centofanti
President and Chief Executive Officer




Total Waste Management...
Our Strategy for the Future

Perma-Fix Environmental Services, Inc. has grown from an industrial
services company in the 1990s to a total waste management
company today. Perma-Fix has the ability to solve the nation's
nuclear and chemical clean-up problems by offering the most
comprehensive waste treatment services available in the commer-
cial industry. We operate nine major waste treatment, storage and
disposal plants, as well as a consulting and engineering division
and transfer facilities.

We provide complete services including transportation, treatment, site remediation, analytical services, licensing,
and regulatory assistance. Having successfully become a unique innovative waste treatment provider for the
nuclear industry, Perma-Fix has refocused to take advantage of our strengths during the resurgence of nuclear
power globally. As the nuclear industry grows into the future, the availability of proven safe waste management
solutions will be instrumental to gain support from the public.

Because of the diverse nature and needs of our generator customers, we have increased our market share by devel-
oping innovative new treatment technologies and providing our services at custorner sites. Qur growth potential
for the future is to leverage our fixed based treatment assets and expertise to large customer site clean-up projects.
Our first large endeavor has been the DOE Portsmouth Gaseous Diffusion Plant clean-up that has generated some
of the mosi problematic Mixed Low-Level waste requiring treatment. Perma-Fix was awarded a unique $9.4M
treatment contract at Portsmeuth to treat "Special Wastes"” that no other treatment provider could handle. This
project involved treatment and disposal of approximately 2,360 cubic feet of high activity mixed wastes at hoth the
Portsmouth Site and at our newly expanded M&EC Oak Ridge, Tennessee facility. This expansion has established
Perma-Fix as a total waste management company.

Nuclear waste handling Laboratory analysis M&EC’s facility expansion
(SouthBay)
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Qur goal to be the first commercial company to be approved as a Low-Level and Mixed Low-Level
waste certified generator at the DOE's NTS disposal facility guides our future growth. The DOE has
shifted focus in the last year to ensure that Mixed Low-Level waste disposal capacity at NTS is utilized
as much as possible because of its limited authorization until 2010, Perma-Fix is well positioned to
assist the DOE's generators with timely disposition of their Mixed Low-Level wastes to take advan-
tage of this disposal window and to take our certification program to onsite projects, thus expediting
disposal to meet the DOE's needs.

Our newest innovative solutions include expanded treatment capabhility for PCB contaminated wastes
and treatment of high activity and classified government wastes. PCBs have long been an issue for
the nuclear industry because no commercial PCB destruction technology has existed. Perma-Fix is
working towards permitting our existing DSSI facility, in Kingston, Tennessee, for PCB destruction.
The permit is expected by year end 2007. If we obtain this operating permit, Perma-Fix will not only
otter the only available treatment capahility for PCB's to the commercial nuciear industry, but will also
offer a solution to the DOE for discontinuing operations of its Toxic Substances Control Act (TSCA}
Incinerator. The DOE's TSCA Incinerator is scheduled to close in fiscal year 2009 and currently provides
the only capacity for the DOE generated PCB contaminated waste destruction. Perma-Fix will offer
the DOE the option to close the TSCA Incinerator earlier than planned if desired, and will ensure that
the DOE will have an alternative for treatment of these wastas. The absence of a viable alternative
has been very troubling for the DOE, which has complicated its decision to close the TSCA Incinerator.
Our goal is to solve this problem for the DOE in the near future. The commercial nuclear industry has
struggled with long-term storage of these PCB wastes and has eagerly awaited an option for their
safe disposal.

The DOE and the DOD have problematic wastes that contain radioactivity levels higher than commer-
cial treatment providers can handle and in some cases wastes that are security related that require
extensive safeguards to protect our national interests. By investing in the construction and operation
of a one-of-a-kind treatment facility, Perma-Fix offers the governiment an outlet for the safe and secure
treatment of these wastes.

DOE's Nevada Test Site disposal cell
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Perma-Fix Is the established
nuclear market leader...

for Mixed Low-Level Waste treatment due to the broad capabili-
ties of our three fixed based treatment facilities. To enhance these
capabilities and add capacity for the future, we have added the
operations of our newly acquired Perma-Fix Northwest facility
located in Richland, Washington. This facility, formerly known as
Pacitic EcoSolutions (PEcoS), was owned by Nuvotec USA, Inc.,
and is located adjacent to the DOE’'s Hanford Reservation, and
expands our West Coast presence and the services that Perma-Fix
offers to the nuciear industry.

The DOE's Hanford site is one of the largest, most complex, and most costly of all the DOE’s nuclear facilities to
clean up. Perma-Fix's proven track record of successfully treating DOE’s legacy waste problerms with innovative
waste treatment capabilities, and our nearby location will greatly facilitate the DOE as it accelerates the Hanford
clean-up mission. Perma-Fix not only provides our services to governrment nuclear generators, but additionally to
commercial generators located throughout the U.S. and Canada. Our clients are involved in nuclear power produc-
tion, naticnal defense, uranium fuel fabrication, research and development, and medical applications.

Perma-Fix Northwest facility (formerly PEcoS)
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PART I

ITEM1. BUSINESS

Company Overview and Principal Products and Services

Perma-Fix Environmental Services, Inc, (the Company, which may be referred to as we, us, or our), an
environmental and technology know-how company, is a Delaware corporation organized in 1990, and ts
engaged through its subsidiaries, in:

¢ Industrial Waste Management Services {“Industrial”™), which includes:
o Treatment, storage, processing, and disposal of hazardous and non-hazardous wasie;
o Wastewater management services, including the collection, treatment, processing and disposal of
hazardous and non-hazardous wastewater; and
o Environmental Services, including emergency response, vacuum services, marine environmental
and other remediation services.
e Nuclear Waste Management Services (“Nuclear”), which includes:
o Treatment, storage, processing and disposal of mixed waste (which is waste that contains both low-
level radioactive and hazardous waste) including on and off-site waste remediation and processing;
o Nuclear, low-level radioactive, and mixed waste treatment, processing and disposal; and
o Research and development of innovative ways to process low-level radioactive and mixed waste.
¢ Consulting Engineering Services, which includes:
o Consulting services regarding broad-scope environmental issues, including environmental
management programs, regulatory permitting, compliance and auditing, landfill design, field
testing and characterization.

We have grown through both acquisitions and internal growth. Our present objective is to focus on the
efficient operation of our existing facilities, evaluate strategic acquisitions within both the Nuclear and
Industrial segments, and to continue the research and development of innovative technologies for the
treatment of nuclear waste, mixed waste and industrial waste.

We service research institutions, commercial companies, public utilities and governmental agencies
nationwide. The distribution channels for our services are through direct sales to customers or via
intermediaries.

We were incorporated in December of 1990. Our executive offices are located at 8302 Dunwoody Place,
Suite 250, Atlanta, Georgia 30350.

Website access to Company's reports

Our internet website address is www.perma-fix.com. Our annual reports on Form 10-K, quarterly reports
on Form 10-Q, current reports on Form 8-K, and amendments to those reports filed or furnished pursuvant
to section 13(a) or 15(d) of the Exchange Act are available free of charge through our website as soon as
reasonably practicable after they are electronically filed with, or furnished to, the Securities and Exchange
Commission (“Commission”). Additionally, we make available free of charge on our internet website:

¢ our Code of Ethics;

o the charter of our Corporate Governance and Nominating Committee;
¢ our Anti-Fraud Policy;

o the charter of our Audit Committee.
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Segment Information and Foreign and Domestic Operations and Export Sales
During 2006, we were engaged in three operating segments. Pursuant to FAS 131, we define an operating
segmcnt as:

a business activity from which we may earn revenue and incur expenses;
whose operating results are regularly reviewed by the president and chief operating officer to make
decisions about resources to be allocated and assess its performance; and

¢ for which discrete financial information is available.

We therefore define our operating segments as each business line that we operate. These segments,
however, exclude the corporate headquarters, which does not generate revenue, Perma-Fix of Michigan
Inc. (“PFMTI”) and Perma-Fix of Pittsburgh, Inc. (“PFP”), two discontinued operations.

Most of our activities are conducted nationwide; however, our Industrial segment maintains a significant
focus on the Eastern and Midwest portions of the United States. We had no foreign operations or export
sales during 2006.

Operating Segments

We have three operating segments, which represent each business line that we operate. The Industrial
segment, which operates six facilities, the Nuclear segment, which operates three facilities, and the
Consulting Engineering Services segment as described below:

INDUSTRIAL WASTE MANAGEMENT SERVICES, which includes, off-site waste storage, treatment,
processing and disposal services of hazardous and non-hazardous waste (solids and liquids) through six
permitted treatment and/or disposal facilities and numerous related operations provided by our other field
office locations, as discussed below.

Perma-Fix Treatment Services, Inc. (“PFTS”) is a permitted treatment, storage and disposal (“TSD”)
facility located in Tulsa, Oklahoma. PFTS stores and treats hazardous and non-hazardous waste liquids,
provides waste transportation and disposal of non-hazardous liquid waste via its on-site Class I Injection
Well located at the facility. The injection well is permitted for the disposal of non-hazardous liquids and
characteristic hazardous wastes that have been treated to remove the hazardous characteristic. PFTS
operates a non-hazardous wastewater treatment system for oil and solids removal, a corrosive treatment
system for neutralization and metals precipitation, and a container stabilization system. The injection well
is controlled by a computer system to assist in achieving compliance with all applicable state and federal
regulations. PFTS is in the process of applying for a Title V air permit as a synthetic minor pursuant to the
terms of a consent order recently entered into with the Oklahoma Department of Environmental Quality.
See “Permits and Licenses” under this Item 1 and “Legal Proceedings”- Item 3.

Perma-Fix of Dayton, Inc. (“PFD”) is a permitted treatment and storage facility located in Dayton, Ohio.
PFD has four main processing areas. The four production areas are a RCRA permitted treatment and
storage, a centralized wastewater treatment area, a used oil recycling area, and a non-hazardous solids
solidification area. Hazardous waste accepted under the permit is typically drum waste, which is bulked
and sent off as a fuel, for incineration or stabilization. Wastewaters accepted at the facility include
hazardous and non-hazardous wastewaters, which are treated by ultra filtration, metals precipitation and
bio-degradation, including a biological wastewater process. Waste industrial oils and used motor oils are
processed through high-speed centrifuges to produce a high quality fuel that is sold to and burned by
industrial burners. See discussion under “Permits and Licenses” under this Item 1, Item 1A “Risk
Factors”, and Item 3 “Legal Proceedings” for a discussion as to certain actions brought by a citizens group
and the federal government alleging that PFD does not have the proper air permits under federal and
certain state Clean Air Acts.

Perma-Fix of Ft. Lauderdale, Inc. (“PFFL") is a permitted facility located in Ft. Lauderdale, Florida. PFFL
collects and treats wastewaters, oily wastewaters, used oil and other off-specification petroleum-based
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products, some of which may potentially be recycled into usable products. Key activities at PFFL include
process cleaning and material recovery, production and sales of on-specification fuel oil, custom tailored
waste management programs and hazardous material disposal and recycling materials from generators such
as the cruise line and marine industries.

Perma-Fix of Orlando, Inc. (“PFO”) is a permitted treatment and storage facility located in Orlando,
Florida. PFO collects, stores and treats hazardous and non-hazardous wastes out of two processing
buildings, under one of our most inclusive permits. PFO is also a transporter of hazardous waste and
operates a transfer facility at the site.

Perma-Fix of South Georgia, Inc. (“PFSG”) is a permitted treatment and storage facility located in
Valdosta, Georgia. PFSG provides storage, treatment and disposal services to hazardous and non-
hazardous waste generators throughout the United States, in conjunction with the utilization of the PFO
facility and transportation services. PFSG operates a hazardous waste storage facility that primarily blends
and processes hazardous and non-hazardous waste liquids, solids and sludges into substitute fuel or as a
raw material substitute in cement kilns that have been specially permitted for the processing of hazardous
and non-hazardous waste,

Perma-Fix of Maryland, Inc. (“PFMD?”) is located in Baltimore, Maryland, and operates two nearby sales
and service offices. PFMD was established in March 2004 and we acquired and assumed certain assets
and liabilities of USL Environmental Services, Inc. d/b/a A&A Environmental. PFMD offers
environmental services such as 24-hour emergency response, vacuum services, hazardous and non-
hazardous waste disposal, marine environmental and other remediation services.

For 2006, the Industrial segment accounted for approximately $35,148,000 (or 40.0%) of our total revenue,
as compared to approximately $40,768,000 (or 44.9%) for 2005. See “Financial Statements and
Supplementary Data” for further details.

NUCLEAR WASTE MANAGEMENT SERVICES, which includes nuclear, low-level radioactive, mixed
(waste containing both hazardous and low-level radioactive constituents) hazardous and non-hazardous
waste treatment, processing and disposal services through three uniquely licensed (Nuclear Regulatory
Commission or state equivalent) and permitted (Environmental Protection Agency or state equivalent)
treatment and storage facilities. The presence of nuclear and low-level radioactive constituents within the
waste streams processed by this segment create different and unique operational, processing and
permitting/licensing requirements, from those contained within the Industrial segment, as discussed below.

Perma-Fix of Florida, Inc. (“PFF™), located in Gainesville, Florida, specializes in the storage, processing,
and treatment of certain types of wastes containing both low-level radioactive and hazardous wastes, which
are known in the industry as mixed waste (“mixed waste™). PFF is one of the first facilities nationally to
operate under both a hazardous waste permit and a radioactive materials license, from which it has built its
reputation based on its ability to treat difficult waste streams using its unique processing technologies and
its ability to provide related research and development services. PFF has substantially increased the
amount and type of mixed waste and low level radioactive waste that it can store and treat. Its mixed
waste services have included the treatment and processing of waste Liquid Scintillation Vials (LSVs) since
the mid 1980's. The LSVs are generated primarily by institutional research agencies and biotechnical
companies. The business has expanded into receiving and handling other types of mixed waste, primarily
from the nuclear utilities, commercial generators, prominent pharmaceutical companies, the Department of
Energy (“DOE”) and other government facilities as well as select mixed waste field remediation projects.
PFF also continues to receive and process certain hazardous and non-hazardous waste streams as a
compliment to its expanded nuclear and mixed waste processing activities.

Diversified Scientific Services, Inc. (“DSSI”) located in Kingston, Tennessee, and specializes in the
storage, processing, and destruction of certain types of mixed waste. DSSI, like PFF, is one of only a few
facilities nationally to operate under both a hazardous waste permit and a radioactive materials license.
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Additionally, DSSI is the only commercial facility of its kind in the U.S. that is currently operating and
licensed to destroy liquid organic mixed waste, through such a treatment unit. DSSI provides mixed waste
disposal services for nuclear utilities, commercial generators, prominent pharmaceutical companies, and
agencies and contractors of the U.S. government, including the DOE and the Department of Defense
(“DOD”).

East Tennessee Materials & Energy Corporation (“M&EC”), located in Oak Ridge, Tennessee, is our third
mixed waste facility. As with PFF and DSSI, M&EC also operates under both a hazardous waste permit
and radioactive materials license. M&EC represents the largest of our three mixed waste facilities,
covering 150,000 sq. ft., and is located in leased facilities on the DOE East Tennessee Technology Park.
In addition to providing mixed waste treatment services to commercial generators, nuclear utilities and
various agencies and contractors of the U.S. Government, including the DOD, M&EC was awarded three
contracts to treat DOE mixed waste by Bechtel-Jacobs Company, LLC, and DOE’s Environmental
Program Manager, which covers the treatment of mixed waste throughout all DOE facilities.

For 2006, the Nuclear business accounted for $49,423,000 (or 56.2%) of total revenue, as compared to
$47,245,000 (or 52.0%) of total revenue for 2005. See “ — Dependence Upon a Single or Few Customers”
and “Financial Statements and Supplementary Data” for further details and a discussion as to our Nuclear
segment's contracts with the federal government or with others as a subcontractor to the federal
government.

CONSULTING ENGINEERING SERVICES, which provides environmental engineering and regulatory
compliance consulting services through one subsidiary, as discussed below.

Schreiber, Yonley & Associates (“SYA™) is located in Ellisville, Missouri. SYA specializes in
environmental management programs, permitting, compliance and auditing, in addition to landfill design,
field investigation, testing and monitoring. SY A clients are primarily industrial, including many within the
cement manufacturing industry. SYA also provides the necessary support, compliance and training as
required by our operating facilities.

During 2006, environmental engineering and regulatory compliance consulting services accounted for
approximately $3,358,000 (or 3.8%) of our total revenue, as compared to approximately $2,853,000 (or
3.1%) in 2005. See “Financial Statements and Supplementary Data” for further details.

Acquisition — Letter of Intent

We entered into a letter of intent in the third quarter of 2006 to acquire Nuvotec USA, Inc. (“Nuvotec™)
and its wholly owned subsidiary, Pacific EcoSolutions, Inc. (“PEcoS”). PEcoS is a hazardous waste, low
level radioactive waste and mixed waste (containing both hazardous waste and low level radioactive waste)
management company based in Richard, Washington, adjacent to the DOE’s Hanford facility. This
acquisition, if completed, would provide us with a number of strategic benefits. Foremost, this acquisition
will secure PEcoS’ radiocactive and hazardous waste permits and licenses, which further solidifies our
position within the mixed waste industry. Additionally, the PEcoS facility is located adjacent to the
Hanford site, which represents one of the largest environmental clean-up projects in the nation and is
expected to be one of the most expensive of DOE’s nuclear weapons to remediate. In addition, the
acquisition would expand our west coast presence and increase our treatment capacity for radioactive only
waste. Overall, this acquisition, if completed, would represent a significant growth opportunity treating
both low-level mixed waste as well as higher level radioactive wastes. See “Acquisition — Letter of Intent”
under “Management’s Discussion and Analysis of Financial Condition and Results of Operations” for the
terms of this proposed transaction.

Importance of Patents, Trademarks and Proprietary Technology
We do not believe we are dependent on any particular trademark in order to operate our business or any
significant segment thereof. We have received registration to the year 2010 and 2012 for the service marks




“Perma-Fix” and “Perma-Fix Environmental Services,” respectively, by the U.S. Patent and Trademark
Office.

We are active in the research and development of technologies that allow us to address certain of our
customers’ environmental needs. To date, our R&D efforts have resulted in the granting of six active
patents and the filing of an additional two pending patent applications. Our flagship technology, the
Perma-Fix Process, is a proprietary, cost effective, treatment technology that converts hazardous waste into
non-hazardous material. Subsequently, we developed the Perma-Fix Il process, a multi-step treatment
process that converts hazardous organic components into non-hazardous material. The Perma-Fix II
process is particularly important to our mixed waste strategy. We believe that at least one third of DOE
mixed waste contains organic components.

The Perma-Fix Il process is designed to remove certain types of organic hazardous constituents from soils
or other solids and sludges (“Solids”) through a water-based system. Until development of this Perma-Fix
I process, we were not aware of a relatively simple and inexpensive process that would remove the
organic hazardous constituents from Solids without elaborate and expensive equipment or expensive
treating agents. Due to the organic hazardous constituents involved, the disposal options for such materials
are limited, resulting in high disposal cost when there is a disposal option available. By reducing the
organic hazardous waste constituents in the Solids to a level where the Solids meet Land Disposal
Requirements, the generator's disposal options for such waste are substantially increased, allowing the
generator to dispose of such waste at substantially less cost. We began commercial use of the Perma-Fix 11
process in 2000. However, changes to current environmental laws and regulations could limit the use of
the Perma-Fix Il process or the disposal options available to the generator. See “—Permits and Licenses”
and “—Research and Development.”

PFD's facility utilizes a biological wastewater process and accepts commercial wastewater for treatment
through this process. The biological wastewater process is a technology which we developed utilizing our
variable depth biological treatment process and several proprietary water treatment processes. The
biological wastewater process is designed to remove certain organic constituents from highly organic,
contaminated wastewaters. The biological wastewater process enables us to treat heavily contaminated
wastewater streams, such as waste oils, phenols, and “lean” waters, at more competitive prices than
traditional methods. The biological wastewater process meets the EPA's new centralized treatment
standards that became effective in December of 2003,

Permits and Licenses

Waste management companies are subject to extensive, evolving and increasingly stringent federal, state
and local environmental laws and reguiations. Such federal, state and local environmental laws and
regulations govern our activities regarding the treatment, storage, processing, disposal and transportation
of hazardous, non-hazardous and radioactive wastes, and require us to obtain and maintain permits,
licenses and/or approvals in order to conduct certain of our waste activities, Failure to obtain and maintain
our permits or approvals would have a material adverse effect on us, our operations and financial
condition. The permits and licenses have a term ranging from one to ten years and, provided that we
maintain a reasonable level of compliance, renew with minimal effort and cost. Historically, there have
been no compelling challenges to the permit and license renewals. Such permits and licenses, however,
represent a potential barrier to entry for possible competitors.

Subject to PFTS obtaining a Title V air permit pursuant to the terms of a Consent Order recently entered
into between PFTS and the ODEQ and PFD successfully resolving allegations that it is required to obtain
certain air permits in order to operate its facility (see “Risk Factors” and “Legal Proceedings”), we believe
that our facilities presently have all licenses and permits necessary to enable them to continue operations as
presently conducted. Termination of any required permits or licenses by the regulatory authorities or
failure of our facilities to be able to renew any required permits or licenses or a determination that PFD is
operating without all of its required permits or licenses, may have a material adverse effect on us.




PFTS is a permitted solid and hazardous waste treatment, storage, and disposal facility. The Part B permit
to treat and store certain types of hazardous waste was issued by the Oklahoma Department of
Environmental Quality (“ODEQ”). Additionally, PFTS maintains an Injection Well Facility Operations
Permit issued by the ODEQ Underground Injection Control Section for our waste disposal injection well,
and a pre-treatment permit in order to discharge industrial wastewaters to the local Publicly Owned
Treatment Works (“POTW”). PFTS is also registered with the ODEQ and the Department of
Transportation as a hazardous waste transporter. During January 2007, PFTS entered into a consent order
with the ODEQ requiring PFTS to comply with certain air related regulatory matters in connection with its
operations, including filing for and obtaining a Title V air permit as a synthetic minor. See “Legal
Proceedings”.

PFFL operates under a used oil processors license and a solid waste processing permit issuved by the
Florida Department of Environmental Protection (“FDEP”), a transporter license issued by the FDEP and a
transfer facility license issued by Broward County, Florida.

PFD operates a hazardous and non-hazardous waste treatment and storage facility under various permits,
including a RCRA Part B permit. PFD provides wastewater pretreatment under a discharge permit with
the local POTW and is a specification and off-specification used oil processor under the guidelines of the
Ohio EPA. The EPA has advised PFD that it is required to operate under a Title V air permit. During
December 2004, a citizen’s suit was filed against PFD in federal court located in Dayton, Ohio, alleging,
among other things, that PFD was and is operating in violation of the federal and Ohio state clean air laws
as a result of operating without proper air permits. In May 2006, the U.S. Department of Justice (“DOJ”),
on behalf of the EPA, intervened in the case seeking injunctive relief and civil penalties against PFD for
alleged violations which parallel certain claims asserted in the citizen’s suit, including claims PFD’s failure
to have obtained, and to have operated its facility without, a Title V air permit, failure to install appropriate
air pollution control equipment and conduct appropriate recordkeeping, monitoring and reporting was in
violation of the Clean Air Act and applicable regulations. The federal complaint also alleges that PFD
failed to respond to a formal request for information from the EPA in a timely manner and requesting civil
penalties. Potential civil penalties may be up to $32,500 per day per violation until full compliance. We
have retained environmental consultants who have advised us, based on the tests that they have performed,
that they do not believe that PFD is a major source of hazardous air pollutants. We have been further
advised by counsel that if PFD is not a major source of hazardous air pollutants, PFD would not be
required to obtain a Title V air permit and would not have violated the provisions of the Clean Air Act.
We intend to vigorously defend ourselves in connection with this matter. Nevertheless, if it is determined
that PFD is and was required to operate under a Title V air permit, this determination could result in
substantial fines and penalties being asserted against PFD and could have a material adverse effect on
PFD's operations and on us. See “Risk Factors” and “Legal Proceedings™ for further discussion as to legal
proceedings relating to actions against PFD under the Clean Air Act.

PFO operates a hazardous and non-hazardous waste treatment and storage facility under various permits,
including a RCRA Part B permit, and a used oil processors permit issued by the State of Florida.

PFSG operates a hazardous waste treatment and storage facility under a RCRA Part B permit, issued by the
State of Georgia.

PFMD operates under an oil operations permit issued by the Maryland Department of Environment and
has permits/licenses to transport hazardous waste in over 13 states. PFMD also has a wastewater discharge
permit through the city of Baltimore POTW.

PFF operates its hazardous and low-level radioactive waste activities under a RCRA Part B permit and a
radioactive materials license issued by the State of Florida.

DSSI operates hazardous and low-level radioactive waste activities under a RCRA Part B permit and a
radioactive materials license issued by the State of Tennessee.
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M&EC operates hazardous and low-level radioactive waste activities under a RCRA Part B permit and a
radioactive materials license issued by the State of Tennessee.

The combination of a RCRA Part B hazardous waste permit and a radioactive materials license, as heid by
PFF, DSSI and M&EC, are very difficult to obtain for a single facility and make these facilities very
unique.

Subject to PFTS obtaining a Title V air permit pursuant to a consent order we recently entered into with
the ODEQ and PFD resolving allegations that it has not obtained, or has not demonstrated that it is not
required to obtain, certain air permits as discussed above in order to operate its facility (see “Risk Factors”
and “Legal Proceedings™), we believe that all of our other facilities presently have all approvals, licenses
and permits necessary to enable them to continue operations as presently conducted. The failure of our
facilities to renew required approvals, licenses and permits; the termination of any such approvals, licenses
or permits; and/or a determination that PFTS or PFD is operating without required approvals, licenses and
permits may have a material adverse effect on us, our operations and financial conditton.

Seasonality

We experience a seasonal slowdown within our industrial segment operations and revenues during the
winter months extending from late November through early March. The seasonality factor is a
combination of poor weather conditions in the central plains and Midwestern geographical markets we
serve for on-site and off-site waste management services, and the impact of reduced activities during
holiday periods resulting in a decrease in revenues and earnings during such periods. Our engineering
segment also experiences reduced activities and related billable hours throughout the November and
December holiday periods. The DOE and DOD represent major customers for the Nuclear segment. In
conjunction with the federal government's September 30 fiscal year-end, the Nuclear segment historically
experienced seasonably large shipments during the third quarter, leading up to this government fiscal year-
end, as a result of incentives and other quota requirements. Correspondingly for a period of approximately
three months following September 30, the Nuclear segment is generally seasonably slow, as the
governmental budgets are still being finalized, planning for the new year is occurring and we enter the
holiday season. More recently, due to our efforts to work with the various government customers to
smooth these shipment more evenly throughout the year, we have seen much less fluctuation in the
quarters, with receipts in the fourth quarter 2006 actually higher than the third quarter. In addition, our
revenue recognition policy further reduces this impact on our revenue. “See “Revenue Recognition
Estimates” in this “Management Discussion and Analysis of Financial Condition and Results of
Operations”.

Backlog

The Nuclear segment of our Company maintains a backlog of stored waste, which represents waste that
has not been processed. The backlog is principally a result of the timing and complexity of the waste being
brought into the facilities and the selling price per container. As of December 31, 2006, our Nuclear
segment had a backlog of approximately $12.5 million, as compared to approximately $16.4 million, as of
December 31, 2005. Additionally the time it takes to process mixed waste from the time it arrives may
increase due 1o the types and complexities of the waste we are currently receiving. The first quarter of our
fiscal year is typically our slow period and the time in which we process more of our backlog.

Dependence Upon a Single or Few Customers

The majority of our revenues for fiscal 2006 have been derived from hazardous, non-hazardous and mixed
waste management services provided to a variety of industrial, commercial customers, retail services, and
government agencies and contractors. Our customers are principally engaged in research, biotechnical
development, transportation, chemicals, metal processing, electronic, automotive, petrochemical, refining
and other similar industries, in addition to government agencies that include the DOE, DOD, and other
federal, state and local agencies. We are not dependent upon a single customer, or a few customers.
However, we have and continue 1o enter into, contracts with (directly or indirectly as a subcontractor) the
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federal government. The contracts that we are a party to with the federal government or with others as a
subcontractor to the federal government, generally provide that the government may terminate on 30 days
notice or renegotiate the contracts, at the government's election. Our inability to continue under existing
contracts that we have with the federal government (directly or indirectly as a subcontractor) could have a
material adverse effect on our operations and financial condition.

Our Nuclear segment has a significant relationship with Bechtel Jacobs Company, LLC. (“Bechtel
Yacobs™). Bechtel Jacobs is the government-appointed manager of the environmental program for Oak
Ridge, Tennessee to perform certain treatment and disposal services relating to Oak Ridge. Our initial
relationship with Bechtel Jacobs began when we acquired M&EC in 2001. Prior to our acquisition of
M&EC, Bechtel Jacobs had awarded M&EC three subcontracts for treatment services (“Oak Ridge
contracts”). These Oak Ridge contracts have been amended for pricing modifications and have been
extended through September 2007. Based on preliminary discussion between management of our Nuclear
segment and Bechtel Jacobs, we expect these contracts will be extended beyond September 2007; however,
there is no assurance these extensions will occur. As with most such blanket processing agreements, the
Oak Ridge contracts contain no minimum or maximum processing guarantees, and may be terminated at
any time pursuant to federal contracting terms and conditions. As the DOE site in Oak Ridge continues to
complete certain of its clean-up milestones and moves toward completing its closure efforts, the revenue
from these contracts may decline. Since being awarded the Oak Ridge contracts, our relationship with
Bechtel Jacobs has expanded to include other services outside of these contracts. Additionally, the Nuclear
segment continues to pursue other similar or related services for environmental programs at other DOE and
government sites.

During the first quarter of 2003, M&EC filed a lawsuit against Bechtel Jacobs seeking approximately $4.3
million in surcharges under the Oak Ridge Contracts. Since the filing of the lawsuit, Bechtel Jacobs has
continued to deliver waste to M&EC under the Oak Ridge Contracts and M&EC has entered into an
additional contract with Bechtel Jacobs relating to DOE waste at Oak Ridge. On January 24, 2007, M&EC
and Bechtel Jacobs entered into a settlement agreement to resolve this dispute, whereby Bechtel Jacobs has
paid M&EC $1.5 million in full settlement of the litigation. Although we do not believe this lawsuit or
settlernent of this lawsuit will have a material adverse effect on our operations, Bechtel Jacobs could
terminate the subcontracts with M&EC for convenience at any time.

During 2006, LATA/Parallax assumed certain projects and contracts relating to work for the federal
government previously managed by Bechtel Jacobs under which our Nuclear segment received various
work releases to process mixed waste and granted to our Nuclear segment certain contracts to manage
mixed waste streams at a DOE site.

Consolidated revenues from Bechtel Jacobs for 2006, total $6,705,000 or 7.6% of total revenues, as
compared to $14,940,000 or 16.5% for the year ended December 31, 2005, and $9,405,000 or 11.4% for
the year ended December 31, 2004. Consolidated revenues from LATA/Parallax for 2006 total
$10,341,000 or 11.8% of total revenues. Further, waste related services we performed either directly or
indirectly as a subcontractor to federal government agencies (including Bechtel Jacobs and LATA/Parallax
discussed above), represented $37,564,000 or 42.7% of our consolidated revenues during 2006, as
compared to $33,899,000, or 37.3% of our consolidated revenues, during 2005, and $31,791,000 or 38.5%
of our consolidated revenues during 2004. However, this government revenue is managed by numerous
subcontractors to the government, who operate and make decisions independent of each other. See
“Management's Discussion and Analysis of Financial Conditions and Results of Operations” —
“Significant Customers” for discussion on our relationship with Bechtel Jacobs, LATA/Parallax, and our
government contract or subcontracts involving the federal government.

Competitive Conditions

Competition is intense within certain product lines within the Industrial segment of our business. We
compete with numerous companies, both large and small, that are able to provide one or more of the
environmental services offered by us, certain of which may have greater financial, human and other




resources than we have. However, we believe that the range of waste management and environmental
consulting, treatment, processing and remediation services we provide affords us a competitive advantage
with respect to certain of our more specialized competitors. We believe that the treatment processes we
utilize offer a cost savings alternative to more traditional remediation and disposal methods offered by
certain of our competitors. The intense competition for performing the services provided by us within the
Industrial segment, has resulted in reduced gross margin levels for certain of those services.

The Nuclear segment has few competitors and does not currently experience such intense competitive
pressures. At present we believe there are only four other facilities in the United States with the required
radioactive materials license and hazardous waste permit that provide mixed waste processing. However,
the generators have the option to treat their own waste onsite.

The permitting and licensing requirements, and the cost to obtain such permits, are barriers to the entry of
hazardous waste TSD facilities and radioactive and mixed waste activities as presently operated by our
subsidiaries. We believe that there are no formidable barriers to entry into certain of the on-site treatment
businesses, and certain of the non-hazardous waste operations, which do not require such permits. If the
permit requirements for both hazardous waste storage, treatment and disposal activities and/or the licensing
requirements for the handling of low level radioactive matters are eliminated or if such licenses or permits
were made less rigorous to obtain, such would allow companies to enter into these markets and provide
greater compelition.

Within our Industrial segment we solicit business on a nationwide basis. However, we believe that we are
a significant provider in the delivery of off-site waste treatment services in the Southeast, Midwest and
Southwest portions of the United States, We compete with facilities operated by national, regional and
independent environmental services firms located within a several hundred-mile radius of our facilities.
Our Nuclear segment solicits business on a worldwide basis.

Environmental engineering and consulting services provided by us through SYA involve competition with
larger engineering and consulting firms. We believe that we are able to compete with these firms based on
our established reputation in these market areas and our expertise in several specific elements of
environmental engineering and consulting such as environmental applications in the cement industry.

Capital Spending, Certain Environmental Expenditures and Potential Environmental Liabilities
During 2006, we spent approximately $6.4 million in capital expenditures, which was principally for the
expansion and improvements to our operating facilities. This 2006 capital spending total includes $94,000,
which was financed. We have budgeted approximately $4.1 million for 2007 capital expenditures, to
improve and expand our operations into new markets, reduce the cost of waste processing and handling,
expand the range of wastes that can be accepted for treatment and processing and to maintain permit
compliance requirements. Certain of these budgeted projects are discretionary and may either be delayed
until later in the year or deferred altogether. We have traditionally incurred actual capital spending totals
for a given year less than the initial budget amount. The initiation and timing of projects are also
determined by financing alternatives or funds available for such capital projects. We have also budgeted
for 2007 approximately $1.4 million to comply with federal, state, and local regulations in connection with
remediation activities at our facilities. However, there is no assurance that the funds will be available for
such budgeted expenditures. The above budgeted amounts for capital expenditures assume that PFD is not
required to have a Title V air permit in connection with its operations. If it is determined that PFD is
required to have a Title V air permit, we anticipate that substantial additional capital expenditures will be
required in order to bring that facility into compliance with Title V air permit requirements. We do not
have reliable estimates of the cost of such additional capital expenditures. The above capital expenditures
also do not include approximately $251,000 which will be required to satisfy the consent order entered into
between ODEQ and PFTS in January 2007, to comply with certain air related regulatory matters in
connection with its operations, including filing for a Title V air permit as a synthetic minor; however, this
capital expenditure was approved in February 2007. See “Liquidity and Capital Resources” under
“Management's Discussion and Analysis of Financial Condition and Results of Operations”.
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In June 1994, we acquired PFD. The former owners of PFD had merged Environmental Processing
Services, Inc. (“EPS”) with PFD. The party that sold PFD to us agreed to indemnify us for costs
associated with remediating the property leased by EPS (“Leased Property”). Such remediation involves
soil and/or groundwater restoration. The Leased Property used by EPS to operate its facility is separate
and apart from the property on which PFD's facility is located. The contamination of the Leased Property
occurred prior to PFD being acquired by us. During 1995, in conjunction with the bankruptcy filing by the
selling party, we recognized an environmental liability of approximately $1.2 million for remedial
activities at the Leased Property. We have accrued approximately $730,000, at December 31, 2006, for the
estimated, remaining costs of remediating the Leased Property used by EPS, which will extend over the
next six years.

In conjunction with the acquisition of Perma-Fix of Memphis, Inc. (“PFM”), we assumed and recorded
certain liabilities to remediate gasoline contaminated groundwater and investigate, under the hazardous and
solid waste amendments, potential areas of soil contamination on PFM's property. Prior to our ownership
of PFM, the owners installed monitoring and treatment equipment to restore the groundwater to acceptable
standards in accordance with federal, state and local authorities. We have accrued approximately $801,000,
at December 31, 2006, for the estimated, remaining costs of remediating the groundwater contamination.

In conjunction with the acquisition of PFSG during 1999, we recognized an environmental accrual of $2.2
million for estimated long-term costs to remove contaminated soil and to undergo ground water
remediation activities at the acquired facility in Valdosta, Georgia. Initial valuation has been completed,
along with the selection of the remedial process, and the planning and approval process. The remedial
activities began in 2003, We have accrued approximately $666,000, at December 31, 2006, to complete
remediation of the facility, which we anticipate spending over the next six years.

In conjunction with an oil spill at PFTS, we accrued approximately $69,000 to remediate the contaminated
soil and ground water at this location. As of December 31, 2006, we have accrued approximately $37,000,
for the estimated remaining cost to remediate the area. We expect to complete spending on this remedial
project over the next six years.

In conjunction with the acquisition of PFMD in March 2004, we accrued for long-term environmental
liabilities of $391,000 as a best estimate of the cost to remediate the hazardous and/or non-hazardous
contamination on certain properties owned by PFMD. This facility is not a RCRA facility, and is currently
under no obligation to clean up the contamination. We do not intend to begin remediation in the
immediate future, but if environmental regulations change, we could be forced to begin clean up of such
contamination.

As a result of the discontinuation of operation at the PFMI facility, we are required to complete certain
closure and remediation activities pursuant to our RCRA permit and the regulations promulgated under
RCRA. Also, in order to close and dispose of or sell the facility, we may have to complete certain
additional remediation activities related to the land, building, and equipment. The extent and cost of the
clean-up and remediation will be determined by state mandated requirements, the extent to which is not
known at this time. Also, impacting this estimate is the level of contamination discovered, as we begin
remediation, and the related clean-up standards which must be met in order to dispose of or sell the facility.
We engaged our engineering firm, SYA, to perform an analysis and related estimate of the cost to
complete the RCRA portion of the closure/clean-up costs and the potential long-term remediation costs.
Based upon this analysis, we originally estimated the cost of this environmental closure and remediation
liability to be approximately $2.5 million. During 2006 we re-evaluated our estimated environmental
accrual and the required activities to close and remediate the facility, and during the quarter ended June 30,
2006, we began implementing a modified methodology to remediate the facility. As a result of the re-
evaluation and the change in methodology, we reduced the accrual by $1.2 miilion. We have spent
$629,000 for closure costs since September 30, 2004, of which approximately $74,000 has been spent
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during 2006, and $439,000 was spent in 2005. We have $653,000 accrued for the closure, as of December
31, 2006, and we anticipate spending $538,000 in 2007 with the remainder over the next five years.

In conjunction with the acquisition of PFP in March 2004, we accrued $150,000 in environmental
liabilities as our best estimate of the cost to remediate and restore this leased property back to its original
condition. The liability estimate is based on an environmental assessment completed by a third party as
part of the due diligence work prior to acquisition. The Company operated a non-hazardous waste water
facility on this leased property. Effective November 2005, we discontinued operations at PFP, and began
the clean-up process to remediate and restore the leased property. During February 2006, we completed
the remediation of the leased property and the equipment, and released the property back to the owner.

No insurance or third party recovery was taken into account in determining our cost estimates or reserves,
nor do our cost estimates or reserves reflect any discount for present value purposes.

The nature of our business exposes us to significant risk of liability for damages. Such potential liability
could involve, for example, claims for cleanup costs, personal injury or damage to the environment in
cases where we are held responsible for the release of hazardous materials; claims of employees, customers
or third parties for personal injury or property damage occurring in the course of our operations; and
claims alleging negligence or professional errors or omissions in the planning or performance of our
services. In addition, we could be deemed a responsible party for the costs of required cleanup of any
property, which may be contaminated by hazardous substances generated or transported by us to a site we
selected, including properties owned or leased by us. We could also be subject to fines and civil penalties
in connection with violations of regulatory requirements.

Research and Development

Innovation and technical know-how by our operations is very important to the success of our business.
Our goal is to discover, develop and bring to market innovative ways to process waste that address unmet
environmental needs. We conduct research internally, and also through collaborations with other third
parties. The majority of our research activities are performed as we receive new and unique waste to treat,
as such we recognize these expenses as a part of our processing costs. We feel that our investments in
research have been rewarded by the discovery of the Perma-Fix Process and the Perma-Fix II process. Our
competitors also devote resources to research and development and many such competitors have greater
resources at their disposal than we do. We have estimated that during 2004, 2005, and 2006, we spent
approximately $433,000, $489,000, and $422,000 respectively, in Company-sponsored research and
development activities.

Number of Employees

In our service-driven business, our employees are vital to our success. We believe we have good
relationships with our employees. As of December 31, 2006, we employed approximately 459 full time
persons, of which approximately 15 were assigned to our corporate office, approximately 27 were assigned
to our Operations Headquarters, approximately 21 to our Consulting Engineering Services segment,
approximately 196 to the Industrial segment, and approximately 200 to the Nuclear segment. We have no
union employees at any of our segments.

Governmental Regulation

Environmental companies and their customers are subject to extensive and evolving environmental laws
and regulations by a number of national, state and local environmental, safety and health agencies, the
principal of which being the EPA. These laws and regulations largely contribute to the demand for our
services. Although our customers remain responsible by law for their environmental problems, we must
also comply with the requirements of those laws applicable to our services. We cannot predict the extent
to which our operations may be affected by future enforcement policies as applied to existing laws or by
the enactment of new environmental laws and regulations. Moreover, any predictions regarding possible
liability are further complicated by the fact that under current environmental laws we could be jointly and
severally liable for certain activities of third parties over whom we have little or no control. Although we
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believe that we are currently in substantial compliance with applicable laws and regulations, we could be
subject to fines, penalties or other liabilities or could be adversely affected by existing or subsequently
enacted laws or regulations. The principal environmental laws affecting our customers and us are briefly
discussed below.

The Resource Conservation and Recovery Act of 1976, as amended (“RCRA”)

RCRA and its associated regulations establish a strict and comprehensive regulatory program applicable to
hazardous waste. The EPA has promulgated regulations under RCRA for new and existing treatment,
storage and disposal facilities including incinerators, storage and treatment tanks, storage containers,
storage and treatment surface impoundments, waste piles and landfills. Every facility that treats, stores or
disposes of hazardous waste must obtain a RCRA permit or must obtain interim status from the EPA, or a
state agency, which has been authorized by the EPA to administer its program, and must comply with
certain operating, financial responsibility and closure requirements. RCRA provides for the granting of
interim status to facilities that allows a facility to continue to operate by complying with certain minimum
standards pending issuance or denial of a final RCRA permit.

Boiler and Industrial Furnace Regulations under RCRA (“BIF Regulations™)

BIF Regulations require boilers and industrial furnaces, such as cement kilns, to obtain permits or to
qualify for interim status under RCRA before they may use hazardous waste as fuel. If a boiler or
industrial furnace does not qualify for interim status under RCRA, it may not burn hazardous waste as fuel
or use such as raw materials without first having obtained a final RCRA permit. In addition, the BIF
Regulations require 99.99% destruction of the hazardous organic compounds used as fuels in a boiler or
industrial furnace and impose stringent restrictions on particulate, carbon monoxide, hydrocarbons, toxic
metals and hydrogen chloride emissions.

The Safe Drinking Water Act, as amended (the “SDW Act”)

SDW Act regulates, among other items, the underground injection of liquid wastes in order to protect
usable groundwater from contamination. The SDW Act established the Underground Injection Control
Program (“UIC Program™) that provides for the classification of injection wells into five classes. Class 1
wells are those which inject industrial, municipal, nuclear and hazardous wastes below all underground
sources of drinking water in an area. Class I wells are divided into non-hazardous and hazardous
categories with more stringent regulations imposed on Class I wells which inject hazardous wastes. PFTS'
permit to operate its underground injection disposal wells is limited to non-hazardous wastewaters.

The Comprehensive Environmental Response, Compensation and Liability Act of 1980
(“CERCLA,” also referred to as the “Superfund Act”)

CERCLA govemns the cleanup of sites at which hazardous substances are located or at which hazardous
substances have been released or are threatened to be released into the environment. CERCLA authorizes
the EPA to compel responsible parties to clean up sites and provides for punitive damages for
noncompliance. CERCLA imposes joint and several liabilities for the costs of clean up and damages to
natural resources.

Health and Safety Regulations

The operation of our environmental activities is subject to the requirements of the Occupational Safety and
Health Act (“OSHA”) and comparable state laws. Regulations promulgated under OSHA by the
Department of Labor require employers of persons in the transportation and environmental industries,
including independent contractors, to implement hazard communications, work practices and personnel
protection programs in order to protect employees from equipment safety hazards and exposure to
hazardous chemicals.

Atomic Energy Act

The Atomic Energy Act of 1954 governs the safe handling and use of Source, Special Nuclear and
Byproduct materials in the U.S. and its territories. This act authorized the Atomic Energy Commission
(now the Nuclear Regulatory Commission) to enter into “Agreements with States to carry out those
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regulatory functions in those respective states except for Nuclear Power Plants and federal facilities like
the VA hospitals and the DOE operations.” The State of Florida (with the USNRC oversight), Office of
Radiation Control, regulates the radiological program of the PFF facility, and the State of Tennessee (with
the USNRC oversight), Tennessee Department of Radiological Health, regulates the radiological program
of the DSSI and M&EC facilities.

Other Laws

Our activities are subject to other federal environmental protection and similar laws, including, without
limitation, the Clean Water Act, the Clean Air Act, the Hazardous Materials Transportation Act and the
Toxic Substances Control Act. Many states have also adopted laws for the protection of the environment
which may affect us, including laws governing the generation, handling, transportation and disposition of
hazardous substances and laws governing the investigation and cleanup of, and liability for, contaminated
sites. Some of these state provisions are broader and more stringent than existing federal law and
regulations. Our failure to conform our services to the requirements of any of these other applicable
federal or state laws could subject us to substantial liabilities which could have a material adverse affect on
us, our operations and financial condition. In addition to various federal, state and local environmental
regulations, our hazardous waste transportation activities are regulated by the U.S. Department of
Transportation, the Interstate Commerce Commission and transportation regulatory bodies in the states in
which we operate. We cannot predict the extent to which we may be affected by any law or rule that may
be enacted or enforced in the future, or any new or different interpretations of existing laws or rules.

Insurance

We believe we maintain insurance coverage adequate for our needs and similar to, or greater than, the
coverage maintained by other companies of our size in the industry. There can be no assurances, however,
that liabilities, which we may incur will be covered by our insurance or that the dollar amount of such
liabilities, which are covered will not exceed our policy limits. Under our insurance contracts, we usually
accept self-insured retentions, which we believe appropriate for our specific business nisks. We are
required by EPA regulations to carry environmental impairment liability insurance providing coverage for
damages on a claims-made basis in amounts of at least $1 million per occurrence and $2 million per year
in the aggregate. To meet the requirements of customers, we have exceeded these coverage amounts.

In June 2003, we entered into a 25-year finite risk insurance policy, which provides financial assurance to
the applicable states for our permitted facilities in the event of unforeseen closure. Prior to obtaining, and
at all times while operating under our permits, we are required to provide financial assurance that
guarantees to the states that, in the event of closure, our permitted facilities will be closed in accordance
with the regulations. The policy provides a maximum $35 million of financial assurance coverage. and
thus far has provided $29.2 million in financial assurance.

ITEM 1A. RISK FACTORS

The following are certain risk factors that could affect our business, financial performance, and results of
operations. These risk factors should be considered in connection with evaluating the forward-looking
statements contained in this Form 10-K, as the forward-looking statements are based on current
expectations, and actual results and conditions could differ materially from the current expectations.
Investing in our securities involves a high degree of risk, and before making an investment decision, you
should carefully consider these risk factors as well as other information we include or incorporate by
reference in the other reports we file with the Securities and Exchange Commission (“SEC”).

Risk Factors Regarding Our Business:
Our Industrial segment has sustained losses for the past seven years, including 2006.
Our Industrial segment has sustained losses in each year since 2000. The Industrial segment represented

approximately 40.0% of our consolidated net revenues in 2006, as compared to 44.9% in 2005, and 20.1%
of our total assets as of December 31, 2006. During 2005, we restructured the management of this
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segment by replacing most of its operating officers and in 2005 we appointed a chief operating officer to
oversee this segment, as well as, the Nuclear segment, in an effort to return this segment to profitability, If
our Industrial segment fails to become profitable on an annualized basis in the foreseeable future, this
could have a material adverse effect on our results of operations, liquidity and our potential growth. The
Industrial segment's failure to become profitable could also result in further facility closures or the sale of
certain facilities with this segment, as well as possible future impairments of permits or fixed assets.

The inability to maintain existing government contracts or win new government contracts over an
extended period could have a material adverse effect on our operations and adversely affect our
future revenues.

A material amount of our Nuclear segment's revenues are generated through various U.S. government
contracts or subcontracts involving the U.S. government. Our revenues from government sources were
approximately $37,564,000 and $33,899,000, representing 42.7% and 37.3%, respectively, of our
consolidated revenues for 2006 and 2005. Most of our government contracts or our subcontracts granted
under government contracts are awarded through a regulated competitive bidding process. Some
government contracts are awarded to multiple competitors, which increase overall competition and pricing
pressure and may require us to make sustained post-award efforts to realize revenues under these
government contracts. In addition, government clients can generally terminate or modify their contracts at
their convenience. If we fail to maintain or replace these relationships, our revenues and future operations
could be adversely affected.

If we cannot maintain our governmental permits or cannot obtain required permits, we may not be
able to continue or expand our operations.

We are a waste management company. Our business is subject to extensive, evolving, and increasingly
stringent federal, state, and local environmental laws and regulations. Such federal, state, and local
environmental laws and regulations govern our activities regarding the treatment, storage, recycling,
disposal, and transportation of hazardous and non-hazardous waste and low-level radioactive waste. We
must obtain and maintain permits or licenses to conduct these activities in compliance with such laws and
regulations. Failure to obtain and maintain the required permits or licenses would have a material adverse
effect on our operations and financial condition. If any of our facilities are unable to maintain currently
held permits or licenses or obtain any additional permits or licenses which may be required to conduct its
operations, we may not be able to continue those operations at these facilities, which could have a material
adverse effect on us.

It has been alleged by the federal government and in a pending citizen’s suit that PFD’s facility does not
have, and has been operating without having, all of its required air permits. If it is determined that PFD
was and is operating its facility without having all required air permits, we could be subjected to
substantial penalties and the failure to have all required permits could have a material adverse effect on us
and that facility’s operations. See “Business — Permits and Licenses” and “Legal Proceedings — Item 3”.

Loss of certain key personnel could have a material adverse effect on us.

Our success depends on the contributions of our key management, environmental and engineering
personnel, especially Dr. Louis F. Centofanti, Chairman, President, and Chief Executive Officer. The loss
of Dr. Centofanti could have a material adverse effect on our operations, revenues, prospects, and our
ability to raise additional funds. Our future success depends on our ability to retain and expand our staff of
qualified personnel, including environmental specialists and technicians, sales personnel, and engineers.
Without qualified personnel, we may incur delays in rendering our services or be unable to render certain
services. We cannot be certain that we will be successful in our efforts to attract and retain qualified
personnel as their availability is limited due to the demand for hazardous waste management services and
the highly competitive nature of the hazardous waste management industry. We do not maintain key
person insurance on any of our employees, officers, or directors.
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We believe our proprietary technology is important to us.

We believe that it is important that we maintain our proprietary technologies. There can be no assurance
that the steps taken by us to protect our proprietary technologies will be adequate to prevent
misappropriation of these technologies by third parties. Misappropriation of our proprietary technology
could have an adverse effect on our operations and financial condition. Changes to current environmental
laws and regulations also could limit the use of our proprietary technology.

Changes in environmental regulations and enforcement policies could subject us to additional
liability and adversely affect our ability to continue certain operations.

We cannot predict the extent to which our operations may be affected by future governmental enforcement
policies as applied to existing laws, by changes to current environmental laws and regulations, or by the
enactment of new environmental laws and regulations. Any predictions regarding possible liability under
such laws are complicated further by current environmental laws which provide that we could be liable,
jointly and severally, for certain activities of third parties over whom we have limited or no control.

A closure of the end disposal site that our Nuclear segment utilizes to dispose of our waste could
subject us to significant risk and limit our operations.

Our Nuclear segment has limited options available for disposal of its waste. If this disposal site ceases to
accept waste or closes for any reason or refuses to accept the waste of our nuclear segment, we could have
nowhere to dispose of our Nuclear waste or have significantly increased costs from disposal alternatives.
With nowhere to dispose of our nuclear waste, we would be subject to significant risk from the
implications of storing the waste on our site, and we would have to limit our operations to accept only
waste that we can dispose of.

Our Industrial segment and Nuclear segment subject us to substantial potential environmental
liability.

Our business of rendering services in connection with management of waste, including certain types of
hazardous waste, low-level radioactive waste, and mixed waste (waste containing both hazardous and low-
level radioactive waste), subjects us to risks of liability for damages. Such liability could involve, without
limitation:

e claims for clean-up costs, personal injury or damage to the environment in cases in which we are held
responsible for the release of hazardous or radioactive materials;

e claims of employees, customers, or third parties for personal injury or property damage occurring in
the course of our operations; and

e claims alleging negligence or professional errors or omissions in the planning or performance of our
services.

Our operations are subject to numerous environmental laws and regulations. We have in the past, and
could in the future, be subject to substantial fines, penalties, and sanctions for violations of environmental
laws and substantial expenditures as a responsible party for the cost of remediating any property which
may be contaminated by hazardous substances generated by us and disposed at such property, or
transported by us to a site selected by us, including properties we own or lease.

As our operations expand, we may be subject to increased litigation, which could have a negative
impact on our future financial results.

Our operations are highly regulated and we are subject to numerous laws and regulations regarding
procedures for waste treatment, storage, recycling, transportation, and disposal activities, all of which may
provide the basis for litigation against us. In recent years, the waste treatment industry has experienced a
significant increase in so-called “toxic-tort” litigation as those injured by contamination seek to recover for
personal injuries or property damage. We believe that, as our operations and activities expand, there will
be a similar increase in the potential for litigation alleging that we have violated environmental laws or
regulations or are responsible for contamination or pollution caused by our normal operations, negligence
or other misconduct, or for accidents, which occur in the course of our business activities. Such litigation,
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if significant and not adequately insured against, could adversely affect our financial condition and our
ability to fund our operations. Protracted litigation would likely cause us to spend significant amounts of
our time, effort, and money. This could prevent our management from focusing on our operations and
expansion.

If we cannot maintain adequate insurance coverage, we will be unable to continue certain
operations.

Our business exposes us to various risks, including claims for causing damage to property and injuries to
persons that may involve allegations of negligence or professional errors or omissions in the performance
of our services. Such claims could be substantial. We believe that our insurance coverage is presently
adequate and similar to, or greater than, the coverage maintained by other companies in the industry of our
size. If we are unable to obtain adequate or required insurance coverage in the future, or if our insurance is
not available at affordable rates, we would viofate our permit conditions and other requirements of the
environmental laws, rules, and regulations under which we operate. Such violations would render us
unable to continue certain of our operations. These events would have a material adverse effect on our
financial condition.

Qur operations are subject to seasonal factors, which cause our revenues to fluctuate.

We have historically experienced reduced revenues and losses during the first and fourth quarters of our
fiscal years due to a seasonal slowdown in operations from poor weather conditions and overall reduced
activities during these periods. During our second and third fiscal quarters there has historically been an
increase in revenues and operating profits, If we do not continue to have increased revenues and
profitability during the second and third fiscal quarters, this will have a maierial adverse effect on our
results of operations and liquidity.

Our Industrial segment operates in a highly competitive market and faces significant competition
from various companies that may have greater financial, human and other resources than we do,
inhibiting us from competing effectively.

Certain waste services within our Industrial segment are extremely competitive, and many of our
competitors have substantially greater resources than we do. We could experience further reduced
revenues and gross margin levels, as a result of price reductions in order to retain customers and remain
competitive,

If environmental regulation or enforcement is relaxed, the demand for our services will decrease.
The demand for our services is substantially dependent upon the public’s concern with, and the
continuation and proliferation of, the laws and regulations governing the treatment, storage, recycling, and
disposal of hazardous, non-hazardous, and low-level radioactive waste. A decrease in the level of public
concern, the repeal or modification of these laws, or any significant relaxation of regulations relating to the
treatment, storage, recycling, and disposal of hazardous waste and low-level radioactive waste would
significantly reduce the demand for our services and could have a material adverse effect on our operations
and financial condition. We are not aware of any current federal or state government or agency efforts in
which a moratorium or limitation has been, or will be, placed upon the creation of new hazardous or
radioactive waste regulations that would have a material adverse effect on us; however, no assurance can
be made that such a moratorium or limitation will not be implemented in the future.

Our amount of debt and floating rates of interest could adversely affect our operations.

At December 31, 2006, our aggregate consolidated debt was approximately $8.3 million. If our floating
rates of interest experienced an upward increase of 1%, our debt service would increase by approximately
$83,290 annually. Our secured revolving credit facility (the “Credit Facility™) provides for an aggregate
commitment of $25 million, consisting of an $18 million revolving line of credit and a term loan of $7
million. The maximum we can borrow under the revolving part of the Credit Facility is based on a
percentage of the amount of our eligible receivables outstanding at any one time. The Credit Facility is
due May, 2008. As of December 31, 2006, we had no borrowing under the revolving part of our Credit
Facility and borrowing availability of up to a