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Company Profile

TETRA Technologies, Inc. is a geographically diversified oil and gas services and production company that
provides niche products and services focused on well completion and on late-life production enhancement
and decommissioning. In addition, it is the world's largest, vertically integrated producer, marketer, and
distributor of calcium chloride, which it supplies as feedstocks—along with its brominated products—for its
completion fluids business and for applications in a variety of other markets. TETRA haolds premier market
positions in several niche oil and gas service market categuries, including: completion fluids, well abandonment
and decommissioning, production testing, and compression-based production enhancement. Headquartered
in The Woodlands, Texas, TETRA is a global company with employees and operations on five continents.

Financial Highlights

(in thousands, except per share amounts)

Year Ended December 31, 2007 2006 2005 2004 2003
Income Statement Data
Revenues $ 982,483 $ 767,795 % 508,245 334,881 $ 302,3237
Gross profit 116,383 252,804 123,671% 71.983" 66,422
Operating income 16,512 160,800 54,317 23,494 26,308
Interest expense, net 17,165 13,289 5,880 1.6878 314
Income before discontinued operations and
cumulative effect of accounting change 1.221 99,880 34,802 15,184 17.815
Net income 28,771 101,878 38,062 17,6989 21,664
Income per diluted share, before discontinued
operations and cumulative effect of accounting
change & $ D.02 3 1.33 5 0.48 0.21 L 0.28
Average diluted shares 75,921® 74,824 72,137 71,199 69,0186
December 31, 2007 2006 2005 2004 2003
Balance Sheet Data!"
Warking capital $ 181.441 $ 262,572 $ 135989 117,350 s  113.411
Total assets 1,285,536 1,088,180 726,850 508,988 309,598
Lang-term debt 358,024 336,381 157.270 143.754 4
Decommissioning and other long-term liabilities 247,543 167,671 180,570 68,145 54,0786
Stackholders’ equity 447,818 420,380 284,147 236,181 210,769
2007 2006
Common Stock Price % High Low High Low
First Quarter 8 25.68 & 21.00 23.78 £ 15.71
Second Quarter 28.94 24.61 32.00 22.65
Third GQuarter 30.20 17.10 30.87 21.74
Fourth Quarter 22.96 14.58 28.46 20.71

(1) During 2007, 2006, 2005, and 2004, we completed a number of strategic acquisitions. which significantly impact the comparisen of our financia! statements for those years ta earlier years. The above financial
highlights retroactively reflect our Venezuelan operations, the operations of Damp Rid, Inc., our process services business, and TETRA Micronutrients, Ing. as discentinued operations.

[2) Revenues for this period reflect the rectassification of certain product shipping and handling costs as cost of goods sold, which had previously been deducted from product sales revenues.

[3) Gruss profit for these perinds reflects the reclassification of certain billed operating costs as cost of revenues, which had previously bean credited to general end administrative expense.

[4) Gross profit for these periods reflects the reclassification of certain depreciation, amartization, and accretion costs as cost of revenues, which had previously been included in general administrative expense.

[5) Income per share, common stock price, and average share putstanding information reflects the retroactive impact of a 2-for-1 stock split as of May 135, 2006 and 3-for-2 stock splits as of August 19, 20035 snd
August 15, 2003, Each of the stock splits were effected in the form of a stock dividend as of the record datas.

(B) For the year ended December 31, 2007, the calculation of average diluted shares outstending excludes the impact of 716,354 average outstanding stock options that would have been antidilutive.
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LETTER TO STOCKHOLDERS

| hile our 2007 financial results included
a number of unusual items, both positive

and negative, the primary operating difference
between 2007's results and the previous seven
growth years involved issues with execution,
rather than strategic direction. As we pointed
out in last year's annusl report, we expected
that some of our decisions regarding long-
term objectives would negatively impact 2007
financial results. In particular, we anticipated a
negative impact of about $50 million in pre-tax
profits from factors affecting the Fluids Division
and Maritech. This meant that the Production
Enhancement Division and the Well Abandonment
& Decommissioning Services (WASD Services)
business segment would have to generate
record earnings to offset the decline in our other
businésses.

he Production Enhancement Division did its

part, setting an all-time record for pre-tax
earnings, up about 33% versus 2008. However,
our WASD Services business unit experienced
numerous execution problems. Most of these
problems emanated from our attempt to do too
much, too fast. We attempted to triple the size of
this bysiness unit over a period of sixteen months,
and, unfortunately, were not able to integrate
all of the moving parts of this complex business
together as efficiently as we would have iiked. The
net result was poor execution of projects and less
than qptimal profitability — issues that have since
been addressed. Fortunately, our end market
remained strong throughout the year.

o the results from 2007 change any of our

long-term strategies? Absolutely not. We have
grown this Company significantly in the last seven
years by focusing on two primary concepts:

e participating in niche markets in the oil and gas
services business, and

e gffering products and services that span the
entire well life.

We see no reason to change these fundamental
conce;lats, and we have embarked upon a number
of leng-term strategies that support them.

When entering the completion fluids business
in the early 1980s, we determined that,
for us to be a long-term factor in this business,

we would have to backward integrate into the
manufacture of the three primary completion
fluids. We began this integration in the mid-
1980s. Our new Arkansas facility will complete
this integration in late 2009. The result of
this 25-year process will make us the low cost
producer and marketer of these products.

Another primary strategy involved the evolution
of our production testing business — from

a small onshore U.S. player to a worldwide
competitor. This change happened over an
approximate 12 year time frame. After taking
our U.S. onshore business to the offshore, we
entered the Mexican market. We then attempted
to buy the worldwide business of a competitor.
Although we were ultimately unsuccesstul in the
acquisition attermpt, we began to actively seek
Eastern Hemisphere contracts. This effort began
to bear fruit in 2006. We anticipate further
worldwide expansion of this product line in the
years to come.

We entered the WASD Services market

and acquired Compressco for the same
strateqgic reason: they were growth businesses

in maturing basins. We believed by the mid-
1990s that the Gulf Coast area of the U.S. was
a maturing oil and gas producing province. Our
original expansicn into WASD Services in 1934
was predicated on the belief that we could create
a growing business in this maturing environment.
While we were correct in our original strateqgy,
the hurricanes of 2005 redefined and dramatically
expanded the market size. This "growth business
for maturing markets” theme was again the
driver when we acquired Compressco in 2004,
The outstanding growth of this entity since

its purchase gives us great comfort that our
underlying strategy has proven to be correct.

uring the last few years, the only business

to see a significant modification to its basic
strategy is Maritech. Originally, this entity was
set up exclusively to help baseload work for our
WARSD Services business unit. We saw this
backlog as a bricdging mechanism to transition
our WAGD Services business from the purely
domestic service provider it was in 1984 into an
emerging internstional provider of these services
by about 2010.




“Do the results from 2007 change any of our
long-term strategies? Absolutely not.”

hat has changed for Maritech between

1889 and today? Initially, with our
acquisition successes at Maritech, we began
producing existing developed reserves. However,
as we began to further exploit the potential of
these properties, we found that many of them
contained relatively small developable reserves
{3 to 4 BCFE each). At 1998 prices, these
reserves were marginal at best. However, at
$50/barrel oil and $5/MCF natural gas, the
development of these reserves became very
caommercial. Consequently, we began to exploit
them in earnest, making the strategy for Maritech
dual purpose — to baseload WASD Services
and to actively exploit our oil and gas reserves.
Additionally, the competitive landscape on the shelf
of the Gulf of Mexico changed dramatically in the
last decade. Most small companies today cannot
afford the bonding and insurance requirements,
while the bigger companies have left the shelf to
explore for larger reserves. In short, we now find
Maritech in an attractive exploitation environment
with reduced competition. We intend to continue
to take advantage of this situation.

AS reftected above, most of our longer-term
strategies have taken or are taking years, if
not decades, to fully develop. To be able to show
superior results, we believe that we must continue
to use our experience to "build for the future” and
implement our long-range strategies. Functioning
in this fashion can cause dislocations and
disruptions in operations over short-term periods.
This was certainly the case in 2007, as some of
our growth initiatives overwhelmed our ability to
manage these larger, more complex businesses.
Attempting to manage this growth, we tried to
implement too much change in the organization,
and we did it poorly. We are pursuing growth and
implementing the associated policies at a more
measured pace in 2008.

During 2007, we achieved a number of
important successes that should assist

us in delivering value frem our aforementioned
strategies. First, we finalized our plans to fully
integrate our Fluids operation with the initiation
of construction on our new Arkansas facility.
Second, we extricated TETRA from commitments
to buy relatively expensive products from another
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supplier of fluids. Third, Maritech’'s recent
acquisition of its first properties since 2005
should allow that entity to aggressively expioit
more attractive opportunities in 2008 and 2009.
Fourth, the continued international expansion of
our service offerings should set the stage for
further growth in 2008 and beyond. Finally, we
announced our intent to create a master limited
partnership (MLP) out of Compressco, which we
hope wilt help unlock stockholder value.

s has been documented in this letter,

TETRA is continuing to implement a number
of long-term strategies that we believe will
create significant value for our stockholders.
We appreciate your confidence in us and your
patience while we pursue our longer-term
strategies for growth.

gty mbes

Georrrey M. HerTEL
President and Chief Executive Officer
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This Annual Report on Form 10-K contains “forward-looking statements” within the
meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the
Securities Exchange Act of 1934, as amended, including, without limitation, statements
concerning future sales, earnings, costs, expenses, acquisitions or corporate combinations, asset
recoverles, working capital, capital expenditures, financial condition, and other results of
operations. Such statements reflect our current views with respect to future events and financial
performance and are subject to certain risks, uncertainties and assumptions, inciuding those
discussed in “Item 1A. Risk Factors.” Should one or more of these risks or uncertainties
materialize, or should underlying assumptions prove incorrect, actual resuits may vary materially
from those anticipated, believed, estimated, or projected. Unless the context requires otherwise,
when we refer to “we,” “us,” and “our,” we are describing TETRA Technologies, Inc. and its
subsidiaries on a consolidated basis.

PART |
Item 1. Business.
General

We are an oil and gas services and production company with an integrated calcium chloride and
brominated products manufacturing operation that supplies feedstocks to energy markets, as well as to
other markets. We are composed of three divisions — Fluids, Well Abandonment & Decommissioning
(WAG&D), and Production Enhancement.

Our Fluids Division manufactures and markets clear brine fluids, additives, and other associated
products and services to the oil and gas industry for use in well drilling, completion, and workover
operations both domestically and in certain regions of Europe, Asia, Latin America, and Africa. The
Division also markets certain fluids and dry calcium chloride manufactured at its production facilities to a
variety of markets outside the energy industry.

Our WARD Division consists of two operating segments: WA&D Services and an oil and gas
production segment, Maritech. The WA&D Services segment provides a broad array of services required
for the abandonment of depleted oil and gas wells and the decommissioning of platforms, pipelines, and
other associated equipment. The WA&D Services segment also provides diving, marine, engineering,
cutting, workover, drilling, and other services. The WA&D Services segment operates primarily in the
onshore U.S. Gulf Coast region and the inland waters and offshore markets of the Gulf of Mexico.

The Maritech segment consists of our Maritech Resources, Inc. (Maritech) subsidiary, which, with
its subsidiaries, is a producer of oil and gas from properties acquired to support and provide a baseload of
business for the WAS&D Services segment. In addition, Maritech conducts development and exploitation
operations on certain of its oil and gas properties that are intended to increase the cash flows on such
properties prior to their ultimate abandonment.

Our Production Enhancement Division provides production testing services to markets in Texas,
New Mexico, Colorado, Oklahoma, Arkansas, Louisiana, offshore Gulf of Mexico, and certain
international locations. In addition, it provides wellhead compression services to customers to enhance
production from mature, low pressure natural gas wells located principally in the mid-continent, mid-
western, western, Rocky Mountain, and Guif Coast regions of the United States as well as in western
Canada, Mexico, and other Latin American countries.

We continue to pursue a growth strategy that includes expanding our existing businesses — both
through internal growth and through the pursuit of suitable acquisitions — and by identifying opportunities
to establish operations in additional domestic and international niche oil service markets. For financial
information for each of our segments, including information regarding revenues and total assets, see
“Note Q — Industry Segments and Geographic Information” contained in the Notes to Consolidated
Financial Statements.




We were incorporated in Delaware in 1981. Our corporate headquarters are located at 25025

Interstate 45 North, Suite 600, in The Woodlands, Texas. Our phone numbar is 281-367-1983 and our

website is accessed at www.tetratec.com. We make available, free of charge, on our website, our

Corporate Governance Guidelines, Code of Business Conduct and Ethics, Code of Ethics for Senior

Financial Officers, Audit Committee Charter, Management and Compensation Committee Charter, and
+ Nominating and Corperate Governance Committee Charter as well as our annual report on Form 10-K,
| quarterly reports on Form 10-Q, current reports on Form 8-K, and all amendments to those reports as
soon as is reasonably practicable after such materials are electronically fited with, or furnished to, the
Securities and Exchange Commission {SEC). Information filed with the SEC may be read or copied at
SEC'’s Public Reference Room at 100 F Street, N.E., Washington D.C. 20549. Information on operation of
the Public Reference Room may be obtained by calling the SEC at 1-800-SEC-0330. The SEC also
maintains an internet website (http://www sec.gov) that contains reports, proxy, and infermation
statements, and other information regarding issuers that file electronically. We will also make these
available in print, free of charge, to any stockholder who requests such information from the Corporate
Secretary.

Products and Services

Fluids Division

Liquid calcium chloride, sodium bromide, calcium bromide, zinc bromide, and similar products
_ produced by our Fluids Division are referred to as clear brine fluids (CBFs) in the oil and gas industry.
CBFs are solids-free, clear salt solutions that, like conventional drilling “muds,” have high specific
gravities and are used as weighting fluids to control bottomhole pressures during il and gas completion
and workover activities. The use of CBFs increases production by reducing the likelihood of damage to
the wellbore and productive pay zone. CBFs are particularly important in offshore completion and
workover operations due to the greater formation sensitivity, the significantly greater investment
necessary to drill offshore, and the consequent higher cost of error. CBFs are manufactured and
distributed through our Fluids Division and are also sold to other companies that service customers in the
¢il and gas industry.

Our Fluids Division provides basic and custom blended CBFs to domestic and international oil
and gas well operators, based on the specific need of the customer and the proposed application of the
product. We also provide these customers with a broad range of associated services, inctuding onsite
fluid filtration, handling, and recycling; fluid engineering consultation; and fluid management, including
high volume water transfer services in support of high pressure fracturing processes. We expanded our
fluids services operations with the April 2007 acquisition of a fluids transfer operation that allowed the
Division to provide such services in the Arkansas, TexOma, and ArkLaTex regions. We also repurchase
used CBFs from operators and recycle and recondition these materials. The utilization of reconditioned
CBFs reduces the net cost of the CBFs to our customers and minimizes the need for disposal of used

- fluids. We recycle and recondition the CBFs through filiration, blending, and the use of proprietary
chemical processes, and then market the reconditioned CBFs.

The Division’s fluid engineering and management personnel use proprietary technology to
determine the proper blend for a particular application to maximize the effectiveness and lifespan of the
' CBFs. We modify the specific volume, density, crystallization temperature, and chemical composition of
the CBFs to satisfy a customer's specific requirements. Qur filtration services use a variety of techniques
and equipment for the onsite removal of particulates from CBFs, so that those CBFs can be recirculated
back into the well. Filtration also enables recovery of a greater percentage cf used CBFs for recycling.

The manufacturing group of the Fluids Division obiains product from numercus production
facilities that manufacture liquid and/or dry calcium chloride, sodium bromide, calcium bromide, zinc
' bromide and/or zinc calcium bromide for distribution into energy markets. Liquid and dry calcium chloride
are also sold into the water treatment, industrial, cement, food processing, dust control, ice melt,
' agricultural, and consumer products markets. Liquid sodium bromide is also sold into the industrial water
' treatment markets, where it is used as a biocide in recirculated cooling tower waters. We operate our
European calcium chloride manufacturing operations under the trade name of TCE.




We obtain calcium chloride from production facilities in the United States, Canada, China, and
Europe. We own some of these plants, and we obtain production from the non-owned plants under
written agreements with the owners. Dry calcium chloride is produced at our Kokkola, Finland plant, which
has a production capacity of 165,000 tons per year. We also own a calcium chloride plant in Lake
Charles, Louisiana, with a production capacity of 100,000 tons of dry product per year. In addition, we
have begun development of a new calcium chloride plant near El Dorado, Arkansas, to produce liquid and
flake calcium chloride beginning in late 2009. We also have two solar evaporation plants located in San
Bernardino County, California, which produce liquid calcium chioride from underground brine reserves for
sale to markets in the western United States.

The manufacturing group manufactures and distributes sodium bromide, calcium bromide and
zinc bromide from its West Memphis, Arkansas facility. A patented and proprietary production process
utilized at this facility uses bromine or hydrobromic acid, along with various zinc sources, to manufacture
its products. The group purchases raw material bromine pursuant to a new long-term supply agreement,
which was executed in late 2006. This facility uses patented and proprietary technologies to recondition
and upgrade used CBFs repurchased from our customers.

We also retain approximately 33,000 gross acres of bromine-containing brine reserves in
Magnolia, Arkansas that are under lease. We hold these assets for possible future development.

See “Note Q - Industry Segments and Geographic Information” in the Notes to Consolidated
Financial Statements for financial information about this Division.

Well Abandonment & Decommissioning {WA&D) Division

Our WA&D Division consists of two separate operating segments: the WA&D Services and
Maritech segments. WA&D Services provides a broad array of services required for the abandonment of
depleted oil and gas wells and the decommissioning of platforms, pipelines, and other associated
equipment primarily onshore and in the inland waters of Texas and Louisiana and offshore in the Gulf of
Mexico. In addition, WA&D Services provides diving, marine, engineering, cutting, workover, drilling, and
other services. The Maritech segment, through Maritech and its subsidiaries, is a producer of oil and gas
from properties located in the offshore Gulf of Mexico and in the inland water region of Louisiana.
Maritech acquires primarily mature producing properties to support and provide a baseload of business
for WA&D Services. In addition, Maritech conducts development and exploitation operations on certain of
its oit and gas properties that are intended to increase the cash flows on such properties prior to their
ultimate abandonment.

In providing our well abandonment and decommissioning services, we own and operate onshore
rigs, barge-mounted rigs, a platform rig, offshore rigless packages, three heavy lift vessels, several dive
support vessels, and other dive support assets. In addition, we rent certain equipment from third party
contractors whenever necessary. The WA&D Services segment’s integrated package of services also
includes the specialized equipment and engineering expertise necessary to address the specific well
abandonment and decommissioning issues associated with toppled and severely damaged platforms as
a result of the 2005 hurricanes in the Gulf of Mexico, as well as engineering services, project
management, and other operations required to plug wells and decommission wellhead equipment,
pipelines, and platforms. The Division also provides well abandonment services to customers in the
inland waters and onshore in Texas and Louisiana. The Division provides a full array of contract diving
services to its customers through its Epic Diving & Marine Services (Epic) operations, which we acquired
in March 2006. In September 2007, we acquired the assets and operations of EOT Rentals, LLC (EOT), a
business which provides onshore and offshore cutting services and tool rentals. Prior to the acquisition of
EOT, we contracted these services from third parties, including EOT. The Division’s electric wireline
operations provide pressure transient testing, reservoir evaluation, well performance evaluation, cased
hole and memory production logging, perforating, bridge plug and packer services, and pipe recovery
services. The Division provides services to major oil and gas companies and independent operators,
including Maritech, through its facilities located in Belle Chasse, Broussard, Harvey, and Houma,
Louisiana and in Bryan, and Victoria, Texas.




The size of our WA&D Division's fleet of service vessels has been adjusted in recent years to
serve the changing demand for well abandonment, platform decommissioning, diving, and other offshore
services. We currently have three vessels with the capacity to perform heavy lift projects and integrated
operations on oil and gas production platforms. Subsequent to our acquisition of Epic, we purchased a
dynamically positioned dive support vessel, which we renamed the Epic Diver, and refurbished two of
Epic’s existing dive support vessels, the Epic Explorer and the Epic Seahorse. Both the Epic Diver and
the Epic Explorer offer saturation diving systems which are rated for up to 1,000 foat dive depth. These
three support vessels were placed in service in January and February 2007, further expanding Epic's
capacity to serve its customers through its increased saturation diving capabilities.

Through Maritech and its subsidiaries, the Division acquires, manages, develops, and exploits
mature producing oil and gas properties in the offshore and inland water region of the Gulf of Mexico.
These producing properties were historically purchased primarily to support the Division's WA&D
Services businesses, although one of Maritech’s most recent acquisitions was acquired as much for its
exploitation and development potential (see discussion below). Maritech conducts development and
exploitation operations on a number of its oil and gas properties, which are intended to increase the cash
flows on such properties prior to their ultimate abandonment. Federal regulations generally require
lessees to plug and abandon wells and decommission the platforms, pipelines, and other equipment
located on the lease within one year after the lease terminates. Maritech provides oil and gas companies
with alternative ways of managing their well abandonment obligations, while effectively baseloading well
abandonment and decommissioning work for WASD Services. Maritech’s activities may include
purchasing an ownership interest in the properties and operating them in exchange for assuming the
proportionate share of the well abandonment and decommissioning obligations associated with such
properties. In some transactions, cash may also be received or paid by Maritech. Maritech has a field
office located in Lafayette, Louisiana.

Maritech’s operations have grown substantially during the past several years due to the
acquisition of offshore Gulf of Mexico producing properties and subsequent development activities on

- these properties. The most recent acquisitions of cil and gas properties took place in December 2007 and

January 2008, when we purchased cil and gas producing properties in three separate transactions in
exchange for an aggregate of $74.0 million of cash and the assumption of associated decommissioning
liabilities having an undiscounted value of approximately $53.6 million. In December 2007, we acquired
interests in certain offshore properties located primarily in the Main Pass area of the Gulf of Mexico from a
subsidiary of Cimarex Energy (which we refer to as the Cimarex Properties). An additional interest in one

. of the Cimarex Properties was also acquired in a separate transaction from an unrelated third party. A
. majority of the productive properties will begin praduction in mid 2008 following the completion of a

connecting pipeline and the hookup of six subsea wells. Maritech is constructing this connecting pipeline,
at an estimated cost of approximately $26.9 million, which will also serve other producing properties
operated by third parties. In addition, the acquired properties include numerous development prospects,
and strategic opportunities involving certain of Maritech’s existing infrastructure assets, which we intend
to exploit over the next several years. In order to fund a portion of these development activities, we plan
to sell a portion of certain of the Cimarex Properties for cash as early as March 2008. In January 2008,
we acquired certain offshore oil and gas producing properties from Stone Energy Corporation. In addition,
during the three year period ended December 31, 2007, Maritech significantly increased its acquisition,
exploitation and development activities, expending approximately $293.4 million on such projects. As a
result of this acquisition and development activity, at December 31, 2007, Maritech had proved reserves
of approximately 6.7 million barrels of oil and 46.8 billion cubic feet of natural gas, with undiscounted
future net pretax cash flow of approximately $498.1 million. Maritech’s most recent acquisitions provide it
with a large portfolio of development and exploitation prospects.

See “Note Q - Industry Segments and Geograpbhic Information” in the Notes to Consolidated
Financial Statements for financial information about this Division.

Production Enhancement Division
The production testing component of the Production Enhancement Division provides flowback

pressure and volume testing of oil and gas wells, predominantly in the Texas, New Mexico, Colorado,
Oklahoma, Arkansas, Louisiana, offshore Gulf of Mexico, Mexico, Brazil, and Middle East markets. These



services involve sophisticated evaluation techniques needed for reservoir management and optimization
of well workover programs. During 2007, we expanded our domestic testing operations in the Rocky
Mountain region of the United States.

The Division maintains one of the largest fleets of high pressure production testing equipment in
the United States, with operating locations in Edinburg, Laredo, Palestine, Benbrook, Midland, and
Victoria, Texas. The Division also has operating locations in Artesia, New Mexico; Parachute, Colorado;
New |beria and Bossier City, Louisiana; Reynosa, Villahermosa, Poza Rica, and Veracruz, Mexico,
Macae, Brazil, and Dammam, Saudi Arabia.

The Division’s Compressco, Inc. (Compressco) operation provides production enhancement
services to low pressure natural gas wells utilizing wellhead compressors to boost gas production in
mature gas wells by reducing bottomhole pressure, removing wellbore liquids, and overcoming higher gas
pipeline delivery pressure problems. Compressco's fleet of patented design compressor equipment and
experienced personne! allow us to assist oil and gas operators in increasing daily production volumes and
extending the productive lives of low volume or marginal gas and cil wells. To a lesser extent,
Compressco also seils compressor units, and provides other related services. Compressco’s fleet of
GasJack® units totaled 3,108 as of December 31, 2007, of which 2,763 units were in service, representing
an increase in the number of units in service of approximately 20% from the prior year.

Compressco designs and fabricates its GasJack compressor utilizing a 460 cubic inch V-8
engine, which is modified such that one bank of four cylinders uses natural gas from the well to power the
other bank of four cylinders to provide compression. Compressco primarily uses these compressor units
in conjunction with its personnel to provide compression services to its customers, primarily on a month to
month basis. Compressco services its compressors and provides maintenance service on sold units,
through a staff of mobile field technicians, who are based throughout Compressco’s market areas.

In December 2007, we disposed of our process services operation through a sale of the
associated assets and operations for total cash proceeds of approximately $58.7 million, net of certain
adjustments. Our process services operation provided the technology and services required for the
separation and reuse of oil bearing materials generated from petroleum refining operations. Qur process
services operation was not considered to be a strategic part of our core business.

See “Note Q - Industry Segments and Geographic Information” in the Notes to Consolidated
Financial Statements for financial information about this Division.

Sources of Raw Materials

Qur Fluids Division manufactures calcium chloride, sedium bromide, calcium bromide, zinc
bromide, and zinc calcium bromide for distribution to its customers. The Division also purchases calcium
chloride, calcium bromide, sodium bromide, sodium chloride, and potassium chloride from a number of
domestic and foreign manufacturers, and it recycles calcium and zinc bromide CBFs repurchased from its
oil and gas customers.

The Division manufactures calcium chloride from a reaction of hydrochloric acid and limestone,
and from natural brine reserves. The Division also purchases calcium chloride from a number of chemical
manufacturers, both domestically and internationally. Some of the Division’s primary sources of
hydrochloric acid are chemical co-product streams obtained from chemical manufacturers. We have
written agreements with certain of those chemical companies regarding the suppty of hydrochloric acid or
calcium chloride. In October 2005, one of the Division's main hydrochloric acid suppliers announced that
it had permanently ceased production from its TDI plant in Lake Charles, Louisiana. This plant supplied
feedstock to the Division's Lake Charles calcium chloride manufacturing facility. Since that time, we have
replaced a large portion of this supply through the use of a variety of alternative sources, allowing our
Lake Charles facility to continue to produce liquid calcium chloride, although total production levels have
been lower than pre-October 2005 levels. In January 2008, we entered into a five year agreement with a
supplier, whereby raw materials inventory from its Baton Rouge, Louisiana facility will be supplied to our
Lake Charles facility. This supply agreement will allow us to resume production of dry calcium chloride
from our Lake Charles facility, supplementing its existing liquid calcium chloride production. We also




produce calcium chlgride through evaporation at our twa plants in San Bernardino County, California from
underground brine reserves. These brines are deemed adequate to supply our foreseeable need for
calcium chicride in that market area. Substantial quantities of limestone are alse consumed when
converting hydrochloric acid into calcium chloride. We use a proprietary process that permits the use of
less expensive limestone, while maintaining end-use product quality. We purchase limastonea from
several different sources. Currently, hydrochloric acid and limestone are generally available from multiple
sources. In addition, we purchase liquid calcium chloride from a Delfzijl, Netherlands plant owned by a
joint venture in which we have a 50% ownership interest.

To significantly increase our existing production capacity, we have begun development of a new
calcium chloride manufacturing plant located on land purchased from and adjacent to the Chemtura
Corporation (Chemtura) central bromine plant, located near El Dorado, Arkansas. This new plant, which is

- being designed to produce liquid and flake calcium chloride, along with other co-products such as

- magnesium hydroxide and sodium chloride, is expected to allow the Division to reduce its dependence on
third party suppliers. The plant will utilize depleted brines obtained from Chemtura’s operations.
Construction of the new El Dorado calcium chloride plant is expected to be completed in late 2009.

: To produce calcium bromide, zinc bromide, and zinc calcium bromide at our West Memphis,
Arkansas facility, we use primarily bromine and various sources of zinc raw materials and lime. We use
proprietary and patented processes that permit the use of cost-advantaged raw materials, while
maintaining high product quality. There are multiple sources of zinc that we can use in the production of
zinc bromide. In December 2006, we entered into a long-term supply agreement with Chemtura, whereby
the Division will purchase its requirements of raw material bromine from Chemtura's Arkansas bromine
facilities. In addition, Chemtura will supply the Division's new El Dorado calcium chloride plant with tail
brine from its Arkansas facilities following bromine extraction. Upon entering the long-term Chemtura
supply agreement, we amended our previous less favorable long-term supply agreement for calcium
bromide. As part of this amendment, we agreed to meet certain purchase requirements through 2008. In
December 2007, we entered into an agreement with our previous supplier whereby we were released
from our remaining purchase requirements and the supply agreement was terminated in exchange for
future payments totaling approximately $9.3 million to be made in 2008 and early 2009.

We also own a calcium bromide manufacturing plant near Magnolia, Arkansas that was
constructed in 1985. This plant was acquired in 1888 and is not operable. We currently have
approximately 33,000 gross acres of bromine-containing brine reserves under lease in the vicinity of this
plant. While this plant is designed to produce calcium bromide, it could be moedified to produce elemental
bromine or select bromine compounds. We believe we have sufficient brine reserves under lease to
operate a world-scale bromine facility for 25 to 30 years. Development of the brine field, construction of
necessary pipelines and reconfiguration of the plant would require a substantial capital investment. The
execution of the Chemtura bromine supply agreement discussed above provides us with an immediate
" supply of bromine to support the Division’s current operations. We do, however, continue to evaluate our

strategy related to the Magnolia, Arkansas assets and their future development. Chemtura holds certain
rights to participate in the development of the Magnolia, Arkansas assets.

Our Production Enhancement Division, threugh our Compressco operation, designs and
' fabricates natural gas wellhead compressors. All of our compressor models share many components that
are obtained from a single source or a limited group of suppliers.

| Market Overview and Competition

Fluids Division

‘ Our Fluids Division sells CBFs, drilling and completion fluid systems, additives, and related
products and services to major cil and gas exploration and production companies, onshore and offshore,
in the United States and worldwide. We also sell sodium bromide into the industrial water treatment
markets as a biocide under the BioRid® trade name. Current areas of market presence include the U.S.
onshore Gulf Coast, the U.S. Gulf of Mexico, the North Sea, Mexico, South America, the Far East,

' Europe, the Middle East, and Africa. The Division's principal competitors in the sale of CBFs to the oil and

" gas industry are Baroid Corporation, a subsidiary of Halliburton Company; M-I L.L.C., a joint venture




between Smith International, Inc. and Schlumberger Limited; and BJ Services Company. This market is
highly competitive and competition is based primarily on service, availability and price. Although all
competitors provide fluid handling, filtration, and recycling services, we believe that our historical focus on
providing these and other value-added services to our customers has enabled us to compete
successfully. Major customers of the Fluids Division include Anadarko, Chevron, Devon, Dominion
Resources, EOG Resources, Halliburton Company, LLOG Exploration, Newfield Exploration Company,
Nippon Qil Exploration, and Shell Gil. The Division also sells its products through various distributors
worldwide.

Qur liquid and dry calcium chloride products have a wide range of uses outside the energy
industry. The non-energy market segments to which our products are marketed include agricultural,
industrial, governmental, mining, janitorial, construction, pharmaceuticat, and food processing. These
products promote snow and ice melt, dust control, cement curing, food processing, dehumidification, and
road stabilization and are also used as a source of calcium nutrients to improve agricultural yields. Most
of these markets are highly competitive. The Division's European calcium chloride manufacturing
operaticns based in Kokkola, Finland permit us to market our calcium chloride products to certain
European markets. Our major competitors in the calcium chloride market include Dow Chemical
Company and Industrial del Alkali in North America, and Brunner Mond, Solvay, and NediMag in Europe.

WAG&D Division

Our WA&D Division consists of our WA&D Services and Maritech operations. The Division’s
WAASD Services operation provides well abandonment and decommissioning services offshore, primarily
in the U.S. Gulf of Mexico, and in the inland waters and onshore in Texas and Louisiana. Long-term
demand for the services of the WA&D Division is predominately driven by the maturity and decline of
producing fields in the Gulf of Mexico, aging offshore platform infrastructure, damage from storms, and
government regulations. In the market areas in which we currently compete, regulations generalty require
wells to be plugged, offshore platforms decommissioned, pipelines abandoned, and the well site cleared
within twelve months after an oil or gas lease expires. The maturity and production decline of Gulf of
Mexico cil and gas fields has, over time, caused an increase in the number of wells to be plugged and
abandoned and platforms and pipelines to be decommissioned. Current and projected demand for
abandonment and decommissioning services has also been affected by 2005 hurricane activity in the
Gulf of Mexica, which destroyed or caused significant damage to a large number of offshore platforms.
The Division has developed specialized equipment and engineering expertise to provide such services to
customers whose offshore wells and production platforms were toppled, destroyed, or heavily damaged
by such storms. The threat of future storm activity, combined with an increase in related insurance costs,
has also accelerated the abandonment and decommissioning plans of many offshore operatars. Offshore
platform decommissioning activities in the Gulf of Mexico have historically been highly seasonal, with the
majority occurring during the months of April through October when weather conditions are most
favorable. Critical factors required to participate in the current market include among other factors: having
an adequate fleet of the proper equipment to meet current market demand and conditions; having
qualified, experienced personnel; having technical expertise to address varying downhole, surface, and
subsea conditions, particularly those related to damaged wells and platforms; having the financial
strength to ensure all abandonment and decommissioning obligations are satisfied; and having a
comprehensive safety and environmental program. We believe our integrated service package and
expanded vessel fleet satisfies these market requirements, allowing us to successfully compete.

The Division markets its services primarily to major oil and gas companies and independent
operators. Major customers include Apache, Chevron, ConocoPhillips, ExxonMobil, Forest Oil, Mariner
Energy, Neumin Production, Newfield Exploration, Pioneer, Shell Qil, Stone Energy, and W&T Offshore.
These services are performed onshore primarily in Texas and Louisiana, in the Gulf Coast inland waters,
and offshore in the U.S. Gulf of Mexico. Our principal competitors in the offshore and inland water
markets are Global Industries, Ltd., Offshore Specialties, Inc., Helix Energy Solutions, Cal Dive
International, Inc., and Superior Energy Services, Inc. This market is highly competitive and competition is
based primarily on service, equipment availability, safety record, and price. Our ability to successfully bid
our services can fluctuate from year to year, depending on market conditions.




The Division’s Maritech operation competes with a wide number of independent Gulf of Mexico
operators for the acquisition of producing oil and gas properties. We typically acquire oil and gas
properties from major oil and gas companies as well as independent operators. Our ability to acquire
producing oil and gas properties under acceptable terms is dependent on numerous factors, including oil
and natural gas commodity prices, the availability of suitable properties for acquisition, the age and
condition of offshore production platforms, and the level of competition from other operators pursuing
such properties. Maritech sells its oil and gas production to a variety of purchasers, however, for the year
ended December 31, 2007, Maritech had one customer, Shell Trading (US} Company, that accounted for
12.5% of our consolidated revenues. We did not have any other individual customer account for more
than 10% of our consolidated revenues. We compete for the acquisition of producing properties with other
companies also seeking to provide baseload support for their affiliated well abandonment and
decommissioning service operations, as in the case of Superior Energy Services, Inc. and their oil and
gas subsidiary, SPN Resources, LLC.

Production Enhancement Division

The Production Enhancement Division provides production testing and welthead compression
services and products to its customers. Production testing services are provided primarily to the natural
gas segment of the ol and gas industry. In certain gas producing basins, water, sand, and other abrasive
materials will commonly accompany the initial production of natural gas, often under high pressures. The
Division provides the equipment and qualified personnel to remove these impediments to production and
to pressure test wells and wellhead equipment. The Division also provides certain production testing and

* laboratory testing services for oil producing properties.

The production testing market is highly competitive, and competition is based on availability of

* equipment and qualified personnel, as well as price, quality of service, and safety record. We believe our
' equipment maintenance program and operating procedures give us a competitive advantage in the

marketplace. Competition in onshore markets is dominated by numerous small, privately owned
operators. Schlumberger Limited and Expro International are major competitors in the U.S. offshore

. market and international markets. Our customers include, among others, Chesapeake, ConocoPhillips, El
. Paso Corporation, Encana Oil & Gas, Quicksilver Resources, Shell Qil, PEMEX (the national oil company

of Mexico), Petrobras (the national oil company of Brazil) and ARAMCO (the national oil company of
Saudi Arabia).

The Division's Compressco operation utilizes wellhead compression equipment to provide

- production enhancement services to operators of low volume or marginal gas and oil wells. Many mature

gas fields in the United States are experiencing a loss of pressure and are requiring production
enhancement at earlier stages to maintain production levels. Compressco’s core service areas are
located in the south central United States; however, Compressco also serves a wide variety of other
geographic operating areas, including the mid-continent, mid-western, western, Rocky Mountain, and Gulf
Coast regions of the United States and internationally in western Canada, Mexico, and other areas of
Latin America. We continue to seek opportunities to further expand Compressco’s operations into other
regions in the Western Hemisphere and elsewhere in the world. Compressco’s competitors include
Natural Gas Services, Exterran, Plains Machinery and other companies, many of which use a screw
compressor with a separate engine driver or a reciprocating compressor with a separate engine driver.
We believe that Compressco’s patented technology helps it to maintain a competitive position in the
markets which it serves. Compressco’s major customers include BP, Chesapeake, Devon, and
ConocoPhillips.

Other Business Matters

Marketing and Distribution

The Fluids Division markets its CBF products and services domestically through its distribution
facilities located principally in the Gulf Coast region of the United States. These facilities are in close
proximity to both product supplies and customer concentrations. Since transportation costs can represent
a large percentage of the total delivered cost of chemical products, particularly liquid chemicals, we
believe that our Fluids Division’s strategic locations give it a competitive advantage over certain other
suppliers of CBFs in the southern United States and California. In addition, the Fluids Division supplies




CBFs to selected international markets, including the British and Norwegian sectors of the North Sea,
Mexico, Brazil, Africa, Europe, the Middle East, and the Far East.

Non-oilfield calcium chloride products are also marketed through the Division’s sales offices in
California, Missouri, Pennsylvania, Texas, and Wyoming, as well as through a network of distributors
located throughout the United States and northern and central Europe. In addition to shipping products
directly from its production facilities in the United States and Europe, the Division has distribution facilities
strategically located to provide efficient product distribution.

Backlog

The level of backlog is not indicative of our estimated future revenues because a majority of our
products and services either are not sold under long-term contracts or do not require long lead times to
procure or deliver. Our backlog consists of estimated future revenues associated with a portion of our well
abandonment and decommissioning business, and consists of the nan-Maritech share of the well
abandenment and decommissioning work associated with the oil and gas properties operated by
Maritech. Our estimated backlog on December 31, 2007 was $175.5 million, of which approximately
$18.5 miillion is expected to be billed during 2008. This compares to an estimated backlog of $107.6
million at December 31, 2006.

Employees

As of December 31, 2007, we had 2,895 employees. None of our U.S. employees are presently
covered by a collective bargaining agreement, other than the employees of our Lake Charles, Louisiana
calcium chloride production facility, who are represented by the United Steelworkers Union. Our
international employees are generally members of the various labor unions and associations common to
the countries in which we operate. We believe that our relations with our employees are good.

Patents, Proprietary Technology, and Trademarks

As of December 31, 2007, we owned or licensed twenty-three issued U.S. patents and had five
patent applications pending in the United States. Internaticnally, we had thirteen issued foreign patents
and eighteen foreign patent applications pending. The foreign patents and patent applications are
primarily foreign counterparts to U.S. patents or patent applications. The issued patents expire at various
times through 2024. We have elected to maintain certain other internally developed technologies, know-
how, and inventions as trade secrets. While we believe that the protection of our patents and trade
secrets is important to our competitive positions in our businesses, we do not believe any one patent or
trade secret is essential to our success.

It is our practice to enter into confidentiality agreements with key employees, consultants, and
third parties to whom we disclose our confidential and proprietary information. There can be no
assurance, however, that these measures will prevent the unauthorized disclosure or use of our trade
secrets and expertise or that others may not independently develop similar trade secrets or expertise. Our
management believes, however, that it would require a substantial period of time, and substantial
resources, to independently develop similar know-how or technology. As a policy, we use all possible
legal means to protect our patents, trade secrets, and other proprietary information.

We sell various products and services under a variety of trademarks and service marks, some of
which are registered in the United States or certain foreign countries.

Health, Safety, and Environmental Affairs Regulations

We are subject to various federal, state, local, and international laws and regulations relating to
occupational health and safety and the environment, including regulations and permitting for air
emissions, wastewater and stormwater discharges, the disposal of certain hazardous and nonhazardous
wastes, and wetlands preservation. Failure to comply with these occupational health and safety and
environmental laws and regulations or associated permits may result in the assessment of fines and
penalties and the imposition of investigatory and remedial obligations.




With respect to our domestic operations, various environmental pretection laws and regulations
have been enacted and amended in the United States during the past three: decades in response to
public concerns pertaining to the environment. Our U.S. operations and its customers are subject to these
various evolving environmental laws and corresponding regulations. In the United States, these laws and
regulations are enforced by the U.S. Environmental Protection Agency; the Minerals Management
Service of the U.S. Department of the Interior (MMS); the U.S. Coast Guard; and various other federal,
state, and local environmental authorities. Similar laws and regulations, designed to protect the health
and safety of our employees and visitors to our facilities, are enforced by the U.S. Occupational Safety
and Health Administration and other state and local agencies and authorities. We must comply with the
requirements of environmental laws and regulations applicable to our operations, including the Federal
Water Pollution Control Act of 1972; the Resource Conservation and Recovery Act of 1976 (RCRA); the
Clean Air Act of 1977; the Comprehensive Environmental Response, Compensation and Liability Act of
1980 (CERCLA); the Superfund Amendments and Reauthorization Act of 1986 (SARA); the Federal
Insecticide, Fungicide, and Rodenticide Act of 1947 (FIFRA), the Hazardous Materials Transportation Act

~ of 1975; and the Pallution Prevention Act of 1990.

Our operations outside the United States are subject to various international governmental
controls and restrictions pertaining to the environment, occupational heailth and safety, and other
regulated activities in the countries in which we operate. We believe our oparations are in substantial
compliance with existing international governmental controls and regulations and that compliance with

. these international controls and regulations has not had a material adverse affect on operations.

At our production plants, we hold various permits regulating air emissions, wastewater and
stormwater discharges, the disposal of certain hazardous and nonhazardous wastes, and wetlands
preservation.

We believe that our manufacturing plants and other facilities are in general compliance with all

" applicable environmental and health and safety laws and regulations. Since our inception, we have not

had a history of any significant fines or claims in connection with environmental or health and safety
matters. However, risks of substantial costs and liabilities are inherent in certain plant and service
operations and in the development and handling of certain products and equipment produced or used at
our plants, well locations, and worksites. Because of these risks, there can be no assurance that
significant costs and liahilities will not be incurred in the future. Changes in envircnmental and heaith and

+ safety regulations could subject us to more rigorous standards. We cannct predict the extent to which our

operations may be affected by future regulatory and enforcement policies.
Item 1A. Risk Factors.
Forward Looking Statements

Certain information included in this report, other materials filed or tc be filed with the SEC, as well
as information included in oral statements or other written statements made or to be made by us contain
or incorporate by reference certain statements (other than statements of historical fact) that constitute
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. When used herein, the words "budget,” “budgeted,”
“assumes,” “should,” “goal,” “anticipates,” "expects,” “could,” “believes,” “seeks,” “plans,” “intends,”
“projects” or "targets” and similar expressions that convey the uncertainty of future events or outcomes
are intended to identify forward-looking statements. Where any forward-looking statement includes a
statement of the assumptions or bases underlying such forward-looking statement, we caution that, while
we believe these assumptions or bases to be reasonable and to be made in good faith, assumed facts or
bases almost always vary from actual results, and the difference between assumed facts or bases and
actual results could be material, depending on the circumstances. It is important to note that actual resuits
could differ materially from those projected by such forward-looking statements. Although we believe that
the expectations reflected in such forward-looking statements are reasonable and such forward-looking
statements are based upon the best data available at the date this report is filed with the SEC, we cannot
assure you that such expectations will prove correct. Factors that could cause our resulis to differ
materially from the results discussed in such forward-looking statements include, but are not limited to,
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the following: activity levels for oil and gas drilling, completion, workover, production, and abandonment
activities; volatility of oil and gas prices; foreign currency risks; operating risks inherent in cil and gas
producticn; weather; our ability to implement our business strategy; uncertainties about estimates of
reserves; environmental risks; estimates of hurricane repair costs; and risks related to our foreign
operations. All such forward-looking statements in this document are expressly qualified in their entirety
by the cautionary statements in this paragraph, and we undertake no obligation to publicly update or
revise any forward-looking statements.

Certain Business Risks

We have identified the following important risk factors, which could affect our actual results and
cause actual results to differ materially from any such results that might be projected, forecasted, or
estimated by us in this report.

Market Risks:

Our operations are materially dependent on levels of oil and gas well drilling, completion,
workover, production, and abandonment activities, both in the United States and internationally.

Activity levels for oil and gas drilling, completion, workover, production and abandonment are
affected both by short-term and long-term trends in oil and gas prices and supply and demand balance,
among other factors. Gil and gas prices and, therefore, the levels of well drilling, completion, workover
and production activities, tend to fluctuate. Worldwide military, polfitical, and economic events, including
initiatives by the Organization of Petroleum Exporting Countries and increasing demand in other large
world economies, have contributed to, and are likely to continue to contribute to, price volatility. In
addition, a prolonged slowdown of the U.S. and/or world economy may contribute to an eventual
downward trend in the demand and, correspondingly, the price of oil and natural gas. The development of
additional competing non-cil and gas energy supplies, efforts to improve energy conservation, and
improvements in the energy efficiency of plants, equipment, and devices may also reduce oil and gas
consumption.

Other factors affecting our operating activity levels include the cost of exploring for and producing
oil and gas, the discovery rate of new oil and gas reserves, and the remaining recoverable reserves in the
basins in which we operate. A large concentration of our operating activities is located in the onshore and
offshore region of the U.S. Gulf of Mexico. Our revenues and profitability are particularly dependent upon
oil and gas industry activity and spending levels in the Gulf of Mexico region. Qur operations may also be
affected by technological advances, interest rates and cost of capital, tax policies, and overall worldwide
economic activity. Adverse changes in any of these cother factors may depress the levels of well drilling,
completion, workover, and production activity and result in a corresponding decline in the demand for our
products and services and, therefore, have a material adverse effect on our revenues and profitability.

Qur oil and gas revenues and cash flows are subject to price risk.

Our revenues from oil and gas production are increasing significantly, representing approximately
21.7% of our total consolidated revenues for the year ended December 31, 2007. Therefore, we have
increased market risk exposure in the pricing applicable to our oil and gas production. Realized pricing is
primarily driven by the prevailing worldwide price for crude oil and spot prices in the U.S. natural gas
market. Historically, prices received for oil and gas production have been volatile and unpredictable, and
this price volatility is expected to continue. Significant declines in prices for oil and natural gas could have
a material effect on our results of operations and quantitfes of reserves recoverable on an economic
basis. Qur risk management activities involve the use of derivative financial instruments, such as swap
agreements, to hedge the impact of market price risk exposures for a portion of our oil and gas
production. This means that a portion of our production is sold at a fixed price as a shield against price
declines that could occur in the market. These hedging activities limit our upside potential from oil and
gas price increases. In addition, we are exposed to the volatility of oil and gas prices for the portion of our
oil and gas production that is not hedged.
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Profitability of our operations is dependent on numerous factors bevond our control.

Our operating results in general, and gross margin in particular, are functions of market
conditions and the product and service mix sold in any period. Other factors, such as heightened price
competition, changes in sales and distribution channels, availability of skilled |abor and contract services,
shortages in raw materials due to untimely supplies, or inability to obtain supplies at reasonable prices
may also continue to affect the cost of sales and the fluctuation of gross margin in future periods.

We encounter and expect to continue to encounter intense competition in the sale of our products
and services.

We compete with numerous companies in our operations. Many of our competitors have
substantially greater financial and other related resources than us. To the extent competitors offer
comparable products or services at lower prices, or higher quality and more cost-effective products or
services, our business could be materially and adversely affected. Certain competitors may also be better
. positioned to acquire producing oil and gas properties or other businesses for which we compete.

We are dependent upon third party suppliers for specific products and equipment necessary to
provide certain of our products and services.

l

' We sell a variety of CBFs, including brominated CBFs, such as calcium bromide, zinc bromide,
sodium bromide, and other brominated products, some of which we manufacture and some of which are
purchased from third parties. We also sell calcium chleride, as a CBF for use in oil and gas wells and in
other forms and for other applications. Sales of calcium chloride and brominated products contribute

| significantly to our revenues. In our manufacture of calcium chloride, we use hydrochloric acid and other
raw materials purchased from third parties. During 2005, one of our main suppliers announced that it had
permanently ceased production of a raw material used in our manufacture of calcium chloride, which has
temporarily resulted in decreased production output at our Lake Charles calcium chloride plant. In our
manufacture of brominated products, we use bromine, hydrobromic acid, and other raw materials,

| including various forms of zinc, that are purchased from third parties. We also acquire brominated

. products from several third party suppliers. If we are unable to acquire the brominated products, bromine,

“hydrobromic or hydrochloric acid, zinc, or any other supplies of raw material at reasonable prices for a
prolonged period, our business could be materially and adversely affected.

f Some of the well abandonment and decommissioning services performed by our WA&D Division
' require the use of vessels and services provided by third parties. We lease equipment and obtain
services from certain providers, but these are subject to availability at reasonable prices.

The fabrication of wellhead compressors by our Compressco operation requires the purchase of
' many types of components that we obtain from a single source or a limited group of suppliers. Our
"reliance on these suppliers exposes us to the risk of price increases, inferior component quality, or an
inability to obtain an adequate supply of required companents in a timely manner. OQur Compressco
operation's profitability or future growth may be adversely affected due to our dependence on these
key suppliers.

b
t Qur operating results and cash flows for certain of our subsidiaries are subject to foreign

currency risk.

The operations of certain of our subsidiaries are exposed to fluctuations between the U.S. dollar
_and certain foreign currencies. Our plans to grow our international operations could cause this exposure
from fluctuating currencies o increase. In September 2004, related to the acquisition of our European
calcium chloride assets, we entered into long-term Euro-denominated borrowings, as we believe such
borrowings provide a natural currency hedge for our Euro-based operating activities, Historically,
exchange rates of foreign currencies have fluctuated significantly compared to the U.S. doltar, and this
exchange rate volatility is expected to continue. Significant fluctuations in foreign currencies against the
'U.S. dollar could adversely affect our balance sheet and results of operations.

12




We are exposed to interest rate risk with reqard to a portion of our outstanding indebtedness.

As of December 31, 2007, $171.8 million of our outstanding long-term debt consists of floating
rate loans, which bear interest at an agreed upon percentage rate spread above LIBOR. Accordingly, our
cash flows and results of operations are subject to interest rate risk exposure associated with the level of
the variable rate debt balance outstanding. We currently are not a party to an interest rate swap contract
or other derivative instrument designed to hedge our exposure {0 interest rate fluctuation risk.

Operating Risks:

We may incur well intervention and platform debris removal costs as a result of 2005 hurricanes
that are not covered under our insurance policies.

We incurred significant damage to certain of our assets during the third quarter of 2005 as a
result of Hurricanes Katrina and Rita. In particular, our Maritech subsidiary suffered varying levels of
damage to the majority of its offshore oil and gas proeducing platforms, and three of its platforms and one
of its production facilities were completely destroyed. A majerity of our damaged assets, with the
exception of the destroyed Maritech assets, have been repaired or are in the final stages of being
repaired, and have resumed operation. With regard to the destroyed offshore platforms, well intervention
efforts on a majority of the wells associated with two of the destroyed platforms have been performed,
and we are continuing to assess the extent of well intervention work required on wells associated with the
third platform. In addition, we have yet to incur costs for debris removal associated with the destroyed
ptatforms, but are also continuing to assess these costs. Such damage assessment, well intervention,
and subsequent debris removal efforts will continue into 2008 and beyond.

Through December 31, 2007, we have expended approximately $47.8 million of well intervention
work on certain wells associated with two of the destroyed platforms, and it is estimated that future repair
and well intervention efforts, including platform debris removal and other storm related costs, will result in
approximately $50 to $70 million of additional costs. Approximately $28.6 million of the costs previously
expended and submitted to insurance have been reimbursed; however, our insurance underwriters have
continued to maintain that well intervention costs for certain of the damaged wells do not qualify as
covered costs and that certain well intervention costs for qualifying wells are not covered under the policy.
In addition, the underwriters have also maintained that there is no additional coverage provided under an
endorsement we obtained in August 2005 for the cost of removal of these platforms or for cther damage
repairs on certain properties in excess of the insured values provided by our property damage policy.
After continuing to provide requested information to the underwriters regarding the damaged wells, and
having numerous discussions with the underwriters, brokers and insurance adjusters, we have yet to
receive the requested reimbursement for these contested costs. In late 2007, we filed a lawsuit against
the underwriters in an attempt to collect the reimbursement for these well intervention costs incurred as
well as future well intervention and debris removal costs to be incurred. We continue to believe that these
costs are covered costs pursuant to the policies. However, during the fourth quarter of 2007, we reversed
the anticipated insurance recoveries previously included in estimating Maritech's decommissioning
liability, increasing the decommissioning liability to $48.4 mitlion to reflect the well intervention work to be
performed, assuming no insurance reimbursements will be received. In addition, we reversed a portion of
our anticipated insurance recoveries previously included in accounts receivable associated with certain
damage repair costs incurred, resulting in a $13.5 million charge to operating expense, as the amount
and timing of further reimbursements of these costs from our insurance providers are now indeterminable.

Despite our confidence that we will ultimately be reimbursed for well intervention and debris
removal costs pursuant to our insurance coverage, all or a portion of these contested costs may not be
reimbursed. Additionally, the timing of the collection of any future reimbursements is beyond our control,
and we will continue to use a significant amount of our warking capital until such reimbursements, if any,
are received. In addition, a portion of the reimbursements ultimately received may be offset by legal and
other administrative costs incurred in our attempts to collect them. Due to the non-routine nature of these
well intervention and debris removal efforts, our estimates of the future cost to perform this work may be
understated, and could result in additional charges to earnings in the future. To the extent actual future
costs exceed the policy maximum for these costs, such excess costs would not be reimbursable even if
our efforts to obtain reimbursement are successful.
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We could incur losses on well abandonment and decommissioning projects.

Due to competitive market conditions, a portion of cur well abandonment and decommissioning
projects may be performed on a turnkey, modified turnkey, or fixed price day rate basis, where defined
. work is delivered for a fixed price and extra work, which is subject to customer approval, is charged
separately. The revenue, cost, and gross profit realized on these types of contracts can vary from the
estimated amount because of changes in offshore conditions, increases in the scope of the work to be
performed, increased site clearance efforts required, labor and equipment availability, cost and
- productivity levels, and the performance level of other contractors. In additicn, unanticipated events such
as accidents, work delays, significant changes in the condition of platforms or wells, downhole problems,
and environmental or other technical issues could result in significant losses on these types of projects.
These variations and risks may result in us experiencing reduced profitability or losses on these types of
projects or on well abandonment and decommissioning work for our Maritech subsidiary.

The acquisition of gil and gas properties and their associated well abandonment and

| decommissioning liabilities is based on estimated data that may be materially incorrect.

|

i In conjunction with our purchase of oil and gas properties, we perform detailed due diligence
review processes that we believe are consistent with industry practices. These acquired properties
consist of both mature properties, which are generally in the later stages of their economic lives, as well
as exploitation, development, and prospect opportunities. Each acquisition of oil and gas properties
requires a thorough review of the expected cash flows acquired and the associated abandonment
abligations assumed. The process of estimating natural gas and oil reserves is complex, requiring

} significant decisions and assumptions to be made in evaluating the available geological, geophysical,

! engineering, and economic data for each reservoir. As a result, these estimates are inherently imprecise.

- Actual future production, cash flows, development expenditures, operating and abandonment expenses,
and quantities of recoverable natural gas and oil reserves may vary substantially from those initially
estimated by us. Also, in conjunction with the purchase of certain oif and gas properties, we assume our
proportionate share of the related well abandonment and decommissioning liabilities after performing
detailed estimating procedures, analysis, and engineering studies. Our estimates of these future well
abandonment and decommlsssomng liabilities are imprecise and subject to change due to changing cost
estlmates oil and gas prices, revisions of reserve estimates and other factors. During 2007, Maritech

| adjusted its decommissioning liability, either for work performed during the year or related to adjusted
estimates of the cost of future work to be performed. Approximately $12.2 million of this adjustment was
charged to earnings as an operating expense during 2007. If the actual cost of future abandonment and
decommissioning work is materially greater than our current estimates, such additional costs could have
an additional adverse effect on earnings.

Qil and gas drilling activities involve numerous risks and are subject to a variety of factors that we
; cannot control.

Drilting for cil and natural gas involves numerous risks, including the risk that we will not
encounter commercially productive oil or natural gas reservoirs. The costs of drilling, completing, and
operating wells are often uncertain, and drilling operations may be curtailed, delayed, or canceled as a
result of a variety of factors including, but not limited to:

unexpected drilling conditions;

pressure or irregularities in formations;

equipment failures or accidents;

marine risks such as capsizing, collisions and hurricanes;

other adverse weather conditions;

shortages or delays in the delivery of equipment; and

compliance with environmental and other government requirements, which may increase
| our costs or restrict our activities.
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During the two year period ended December 31, 2007, we have expended approximately $165.7
million of development and exploitation drilling costs, and we expect to continue to incur significant drilling
costs in the future. Certain future drilling activities may not be successful and, if unsuccessful, this failure
could have an adverse effect on our future results of operations and financial condition. We may not
recover all or any portion of our investment in new wells. In addition, we are often uncertain as to the
future cost or timing of drilling, completing, and operating wells. While all drilling, whether developmental
or exploratory, involves these risks, exploratory drilling involves greater risks of dry holes or failure to find
commercial quantities of hydrocarbons.

Acquisitions or discoveries of additional reserves are needed to avoid a material decline in oit and
qas reserves and production volumes.

The rate of production from oil and gas properties generally declines as reserves are depleted.
Approximately 44.6% of our proved reserves as of December 31, 2007 are proved producing reserves.
Except to the extent that we find or acquire additional properties containing estimated proved reserves;
conduct successful exploitation, development, or exploration activities; or through engineering studies,
identify additional behind-pipe zones, secondary recovery reserves, or tertiary recovery reserves, our
estimated proved reserves will decline materially as reserves are produced. Future oil and gas production
is, therefore, highly dependent upon our level of success in acquiring or finding additional reserves.

We may not be able to obtain access to pipelines, gas gathering, transmission and processing
facilities to market our oil and gas production.

The marketing of oil and gas production depends in large part on the availability, proximity and
capacity of pipelines, gas gathering systems and other transportation, processing and refining facilities,
as well as the existence of adequate markets. If there were insufficient capacity available on these
systems, or if these systems were unavailable to us, the price offered for our production could be
significantly depressed, or we could be forced to shut-in some production or delay or discontinue drilling
plans and commercial production following a discovery of hydrocarbons while we construct our own
facility. We also rely {and expect to rely in the future) on facilities developed and owned by third parties in
order to process, transmit and sell our oil and gas production. Our plans to develop and sell our oil and
gas reserves could be materially and adversely affected by the inability or unwillingness of third parties to
provide sufficient transmission or processing facilities to us.

Qur operations involve significant operating risks, and insurance coverage may not be available
or cost effective.

We are subject to operating hazards normally associated with the oilfield service industry and
offshore oil and gas production operations, including fires, explosions, blowouts, cratering, mechanical
problems, abnormally pressured formations, and environmental accidents. Environmental accidents could
include, but are not limited to, oil spills; gas leaks or ruptures; uncontrollable flows of oil, gas, or well
fluids; or discharges of toxic gases or other pollutants. We are particularly susceptible to adverse weather
conditions in the Gulf of Mexico, including hurricanes and other extreme weather conditions. Damage
caused by high winds and turbulent seas could potentially cause us to curtail both service and production
operations for significant periods of time until damage can be assessed and repaired. Moreover, even if
we do not experience direct damage from these storms, we may experience disruptions in our operations
because customers may curtail their development activities due to damage to their platforms, pipelines,
and other related facilities.

These hazards also include injuries to employees and third parties during the performance of our
operations. Our operation of marine vessels, heavy equipment, and offshore production platforms
involves a particularly high level of risk. In addition, certain of our employees who perform services on
offshore platforms and vessels are covered by the provisions of the Jones Act, the Death on the High
Seas Act and general maritime law. These laws make the liability limits established by state workers’
compensation laws inapplicable to these employees and, instead, permit them or their representatives to
pursue actions against us for damages for job-related injuries. Whenever possible, we obtain agreements
from customers and suppliers that limit our exposure. However, the occurrence of certain operating
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hazards, including storms, could result in substantial losses to us due to injury or loss of life, damage to or
destruction of property and equipment, pollution or environmental damage, and suspension of operations.

We have maintained a policy of insuring our risks of operational hazards that we believe is typical

- in the industry. Limits of insurance coverage we have purchased are consistent with the exposures we

face and the nature of our products and services. Due to economic conditions in the insurance industry,
from time to time, we have increased our self-insured retentions and deductibles for certain policies in
order to minimize the increased costs of coverage. In certain areas of our business, we, from time to time,
have elected to assume the risk of loss for specific assets. To the extent we suffer losses or claims that
are not covered, or are only partially covered by insurance, our results of operations could be adversely
affected.

Following the hurricanes in the Gulf of Mexico region during the third quarter of 2005, the cost of
the insurance coverage we have typically purchased in the past increased dramatically. Current coverage
premiums now cost several times more than they did historically, particularly for offshore oil and gas
production operations. Insurance coverage with favorable deductible and maximum coverage amounts
may not be available in the market, or its cost may not be justifiable. Qur insurance coverage today

~ includes higher deductibles and lower maximum coverage limits than in prior years. There can be no

assurance that any insurance will be adequate to cover losses or liabilities associated with operational
hazards. We cannot predict the continued availability of insurance, or its availability at premium levels that
justify its purchase.

Certain of our operations, particularly those conducted offshore, are seasonal and depend, in
part, on weather conditions.

The WASBD Division has historically enjoyed its highest vessel utilization rates during the period
from April to October, when weather conditions are typically more favorable for offshore activities, and
has experienced its lowest utilization rates in the period from November to March. This Division, under
certain turnkey and other contracts, may bear the risk of delays caused by adverse weather conditions.
Storms can also cause our oil and gas producing properties to be shut-in. In addition, demand for other
products and services we pravide are subject to seasonal fluctuations, due in part to weather conditions
that cannot be predicted. Accordingly, our operating results may vary from quarter to quarter depending

. on weather conditions in applicable areas.

Delays or cost overruns on construction projects could adversely affect our business, or the
expected profitability and cash flows upon completion may not be as timely or as high as expected.

We are currently beginning significant construction projects related to a new calcium chloride
plant facility near El Dorado, Arkansas, and a new corporate headquarters facility in The Woodlands,
Texas. Due to our continuing growth strategy, we could have other significant construction projects in the
future. These projects are subject to the risk of delays or cost overruns inherent in construction projects.
These risks include, but are not limited to:

unforeseen quality or engineering problems;

work stoppages;

weather interference;

unanticipated cost increases;

delays in receipt of necessary equipment; and
inability to obtain the requisite permits or approvals.

The completion of these construction projects will require a significant amount of working capital, and

| delays or cost overruns on these projects could adversely affect our cash flows. In addition, we will not

' receive any material increase in revenue or cash flow from the El Dorado, Arkansas calcium chloride
ptant until after it is placed in service and we are able to begin production, Delays in the completion of this
calcium chloride facility could affect future profitability for our Fluids Division operations.
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We face risks related to our growth strateqy.

Our growth strategy includes both internal growth and growth through acquisitions. Internal
growth may require significant capital expenditure investments, some of which may become
unrecoverable or fail to generate an acceptable level of cash flows. Internal growth may also require
financial resources (including the use of available cash or additional long-term debt) and management
and personnel resources. Acquisitions also require significant financial and management resources, both
at the time of the transaction and during the process of integrating the newly acquired business into our
operations. Our operating results could be adversely affected if we are unable to successfully integrate
such new companies into our operations, are unable to hire adequate personnel, or are unable to retain
existing personnel. We may not be able to consummate future acquisitions on favorable terms.
Additionally, any such recent or future acquisition transactions by us may not achieve favorable financial
results. Future acquisitions by us could also result in issuances of equity securities, or the rights
associated with the equity securities, which could potentially dilute earnings per share. Future acquisitions
could also result in the incurrence of additional debt or contingent liabilities and amortization expenses
related to intangible assets. These factors could adversely affect our future operating resuits and financial
position.

Our expansion into foreign countries exposes us to unfamiliar regulations and may expose us to
new obstacles to growth.

We plan to grow both in the United States and in foreign countries. We have established
operations in, among other countries, the United Kingdom, Norway, Finland, Sweden, Canada, Mexico,
Argentina, and Brazil, and have joint ventures in Saudi Arabia and The Netherlands. A portion of our
planned future growth includes expansion into additional countries. Foreign operations carry special risks.
Our business in the countries in which we currently operate and those in which we may operate in the
future could be limited or disrupted by:

» government controls and government actions such as expropriation of assets and
changes in legal and regulatory environments;

import and export license requirements;

political, social or economic instability;

trade restrictions,;

changes in tariffs and taxes;

restrictions on repatriating foreign profits back to the United States;

the impact of anti-corruption laws and the risk that actions taken by us or others on our
behalf may adversely affect our operations and competitive position in the affected
countries; and

+ the limited knowledge of these markets or the inability to protect our interests.

We and our affiliates operate in countries where governmental corruption has been known to
exist. While we and our subsidiaries are committed to conducting business in a legal and ethical manner,
there is a risk of violating either the U.S. Foreign Corrupt Practices Act (FCPA) or laws or legislation
promulgated pursuant to the 1997 OECD Convention on Combating Bribery of Foreign Public Officials in
International Business Transactions or other applicable anti-corruption regulations that generally prohibit
the making of improper payments to foreign officials for the purpose of obtaining or keeping business.
Violation of these laws could result in monetary penalties against us or our subsidiaries and could
damage our reputation and, therefore, our ability to do business.

Foreign governments and agencies often establish permit and regulatory standards different from

those in the U.S. If we cannot obtain foreign regulatory approvals, or if we cannot obtain them when we
expect, our growth and profitability from international operations could be limited.
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Our success depends upon the continued contributions of our personnel, many of whom woutd
be difficult to replace, and the continued ability to attract new employees.

Qur success will depend on our ability to attract and retain skilled employees, The delivery of our
products and services requires personnel with specialized skills and experience. In addition, our ability to
expand our operations depends in part on our ability to increase the size of our skilled labor force. The
demand for skilled workers in the Gulf Coast region is high, and the supply is limited. Changes in
persennel, therefore, could adversely affect operating results.

Financial Risks:

We have significant long-term debt outstanding.

As of December 31, 2007, our long-term debt outstanding was approximately $358.0 million.
Additional growth could result in increased debt levels to support our capital expenditure needs or
acquisition activities. Our current level of long-term debt could limit our ability to obtain additional

~financing on satisfactory terms to fund our capital expenditures, acquisitions, working capital needs, and

other general corporate requirements. A large portion of our long-term debt outstanding is at variable
interest rates. Debt service costs related to outstanding long-term debt represent a significant use of our
operating cash flow and could increase our vulnerability to general adverse economic and industry
conditions, Our long-term debt agreements contain customary covenants and other restrictions and
requirements. In addition, the agreements require us to maintain certain financial ratio requirements.
Significant deterioration of these ratios could result in a default under the agreements. The agreements
also include cross-default provisions relating to any other indebtedness we have that is greater than a
defined amount. If any such indebtedness is not paid or is accelerated and such event is not remedied in
a timely manner, a default will occur under the long-term debt agreements. Any event of default, if not
timely remedied, could result in a termination of all commitments of the lenders and an acceleration of
any outstanding loans and credit obligations.

Certain of our businesses are exposed to significant credit risks.

We face concentrations of credit risk associated with the significant amounts of accounts
receivable we have with companies in the energy industry. Many of our customers, particularly those
associated with our onshore operations, may be small to medium sized oil and gas operating companies

- who may be susceptible to fluctuating cil and gas commodity prices or generally increased operating

expenses. Our ability to collect from our custorners may be impacted by adverse changes in the
energy industry.

Maritech purchases interests in certain end-of-life oil and gas properties in connection with the
operations of our WA&D Division. As the owner and operator of these interests, Maritech is liable for the
proper abandonment and decommissioning of the wells, platforms, and pipelines as well as the site
clearance related to these properties. We have guaranteed a portion of the abandonment and
decommissioning liabilities of Maritech. In certain instances, Maritech is entitled to be paid in the future for
all or a portion of these obligations by the previous owner of the property once the liability is satisfied. We
and Maritech are subject to the risk that the previous owner(s) will be unable to make these future
payments. In addition, if Maritech acquires less than 100% of the warking interest in a property, its co-
owners are responsible for the payment of their portions of the associated operating expenses and
abandonment liabilities. However, if ane or more co-owners do not pay their portions, Maritech and any
other nondefaulting co-owners may be liable for the defaulted amount. If any required payment is not
made by a previous owner or a co-owner, and any security is not sufficient to cover the required payment,
we could suffer material losses.
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Maritech's estimates of its oil and gas reserves and related future cash flows are based on many
factors and assumptions, including various assumptions that are based on conditions in existence as of

the dates of the estimates. Any material changes in those conditions, or other factors affecting those
assumptions, coutd impair the quantity and value of our cil and gas reserves.

Maritech’s estimates of oil and gas reserve information are prepared in accordance with Rule 4-
10 of Regulation S-X, and reflect only estimates of the accumulation of oil and gas and the economic
recoverability of those volumes. Maritech’s future production, revenues and expenditures with respect to
such oil and gas reserves will likely be different from estimates, and any material differences may
negatively affect our business, financial condition, and results of operations. As a result, Maritech has
experienced and may continue to experience significant revisions to its reserve estimates.

Oil and gas reservoir analysis is a subjective process which involves estimating underground
accumulations of oil and gas that cannot be measured in an exact manner. Estimates of economically
recoverable oil and gas reserves and of future net cash flows associated with such reserves necessarily
depend upon a number of variable factors and assumptions. Because all reserve estimates are to some
degree subjective, each of the following items may prove to differ materially from that assumed in
estimating reserves:

the quantities of oil and gas that are ultimately recovered;

the production and operating costs incurred;

the amount and timing of future development and abandonment expenditures; and
future oil and gas sales prices.

Furthermore, different reserve engineers may make different estimates of reserves and cash flow based
on the same available data.

The estimated discounted future net cash flows described in this Annual Report for the year
ended December 31, 2007 should not be considered as the current market value of the estimated oil and
gas proved reserves attributable to Maritech’s properties. Such estimates are based on prices and costs
as of the date of the estimate, in accordance with SEC requirements, while future prices and costs may
be materially higher or lower. The SEC requires that we report our oil and natural gas reserves using the
price as of the last day of the year. Using lower values in forecasting reserves will result in a shorter life
being given to producing oil and natural gas properties because such properties, as their production
levels are estimated to decline, will reach an uneconomic limit, with lower prices, at an earlier date. There
can be no assurance that a decrease in oil and gas prices or other differences in Maritech’s estimates of
its reserves will not adversely affect our financial position or results of operations.

QOur accounting for oil_and gas operations may result in volatile earnings.

We account for our cil and gas operations using the successful efforts method. Costs incurred to
drill and equip development wells, including unsuccessful development wells, are capitalized. Costs
related to unsuccessful exploratory wells are expensed as incurred. All capitalized costs are accumulated
and recorded separately for each field, and are depleted on a unit-of-production basis, based on the
estimated remaining equivalent proved oil and gas reserves of each field. The capitalized costs of our oil
and natural gas properties, on a field basis, cannot exceed the estimated undiscounted future net cash
flows of that field. If net capitalized costs exceed future net revenues, we must write down the costs of
each such field to our estimate of its fair market value. Accordingly, a significant decline in oil or natural
gas prices, unsuccessful exploration and/or development efforts, or an increase in our decommissioning
liabitities could cause a future write-down of capitalized costs. Unproved properties are evaluated at the
lower of cost or fair market value. On a field by field basis, our oil and gas properties are assessed for
impairment in value whenever indicators become evident, with any impairment charged to expense.
Under the successful efforts method of accounting, we are exposed to the risk that the value of a
particular property (field} would have to be written down or written off if an impairment were present.
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Legal/Requlatory Risks:

Our operations are subject to extensive and evolving U.S. and foreign federal, state and local
laws and requlatory requirements that increase our operating costs and expose us to potential fines,
- penalties, and litigation.

b

: Laws and regulations strictly govern our operations relating to: corporate governance,

" environmental affairs, health and safety, waste management, and the manufacture, storage, handling,
transportation, use, and sale of chemical products. Qur cperation and decormmissioning of offshore
properties are also subject to and affected by various types of government regulation, including numerous

| federal and state environmental protection laws and regulations. These laws and regulations are

. becoming increasingly complex and stringent, and compliance is becoming increasingly expensive.
Governmental authorities have the power to enforce compliance with these regulations, and violators are
subject to civil and criminal penalties, including civil fines, injunctions, or both. Third parties may also
have the right to pursue legal actions to enforce compliance. It is possible that increasingly strict

| environmental laws, regulations and enforcement policies could result in substantial costs and liabilities to

! us and could subject our handling, manufacture, use, reuse, or disposal of substances or pollutants to

" increased scrutiny.

A large portion of our Maritech subsidiary's oil and gas operations are conducted on federal
leases that are administered by the MMS and are required to comply with the regulations and order
| promulgated by the MMS under the QOuter Continental Shelf Lands Act. MM'3 regulations also establish
I construction requirements for production facilities located on federal offshore leases and govern the
- plugging and abandonment of wells and the removal of production facilities from these leases. Under
limited circumstances, the MMS could require us to suspend or terminate our operations on a federal
lease. The MMS also establishes the basis for royalty payments due under federal oil and natural gas
 leases through regulations issued under applicable statutory authority.

Our business exposes us to risks such as the potential for harmful substances escaping into the
environment and causing damages or injuries, which could be substantial. Although we maintain general
liability and pollution liability insurance, these policies are subject to coverage limits. We maintain limited
environmental liability insurance covering named locations and environmental risks associated with
contract services for oil and gas operations, and for oil and gas producing properties. The extent of this
coverage is consistent with cur other insurance programs. We could be materially and adversely affected
by an enforcement proceeding or a claim that is not covered or is enly partially covered by insurance.

In addition to increasing our risk of environmental liability, the rigorous enforcement of
, environmental laws and regulations has accelerated the growth of some of the markets we serve.
' Decreased regulation and enforcement in the future could materially and adversely affect the demand for
' the types of services offered by our well abandonment and decommissioning operations and, therefore,
materially and adversely affect our business.

Our proprietary rights may be violated or compromised, which could damage our operations.

We own numerous patents, patent applications and unpatented trade secret technologies in the
'U.S. and certain foreign countries. There can be no assurance that the steps we have taken to protect our
proprietary rights will be adequate to deter misappropriation of these rights. In addition, independent third
parties may develop competitive or superior technologies.
‘[ltem 1B. Unresolved Staff Comments.

None,
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item 2. Properties.

Our properties consist primarily of chemical plants, processing plants, distribution facilities, barge
rigs, heavy lift and dive support vessels, well abandonment and decommissioning equipment, oil and gas
properties, flowback testing equipment, and compression equipment. The following information describes
facilities that we leased or owned as of December 31, 2007. We believe our facilities are adequate for our
present needs.

Fluids Division. Fluids Division facilities include seven chemical production plants located in the
states of Arkansas, California, Louisiana, and West Virginia, and the country of Finland. The total
manufacturing area of these plants, excluding the two California locations, is approximately 496,000
square feet. The two California locations contain 29 square miles of acreage containing solar evaporation
ponds and leased mineral acreage. In addition, the Fluids Division owns and leases brine mineral
reserves in Arkansas.

In addition to the above production plant facilities, the Fluids Division owns or leases twenty-five
service center facilities, twelve domestically and thirteen internationally. The Fluids Division also leases
eight offices and thirty-seven terminal locations, twenty-three throughout the United States and fourteen
internationally.

WAR&D Division. The WA&D Division conducts its operations through seven offices and service
facility locations (six of which are leased) located in Texas and Louisiana. In addition, the WA&D Services
segment owns the following fleet of vessels which it uses in performing its well abandonment,
decommissioning and contract diving operations:

TETRA Arapaho Heavy lift derrick barge with 800-ton capacity crane
TETRA DB-1 Heavy lift derrick barge with 615-ton capacity crane
TETRA Southern Hercules Four point anchor barge with 150-ton capacity crane

Epic Diver 220 foot dive support vessel with saturation diving system
Epic Explorer 210 foot dive support vessel with saturation diving system
Epic Seahorse 210 foot dive support vessel

Epic Mariner 110 foot dive support vessel

Epic Pioneer 110 foot dive support vessel

Epic Endeavor 110 foot utility vessel

See below for a discussion of the WA&D Division's oil and gas property assets.

Production Enhancement Division. Production Enhancement Division facilities include sixteen
production testing distribution facilities (fifteen of which are leased) in Texas, New Mexico, Colorado, and
Louisiana, and in Brazil, Mexico, and Saudi Arabia. Compressco's facilities include a fabrication and
headquarters facility in Oklahoma, a leased fabrication facility in Alberta, Canada, a leased service facility
in New Mexico, and six sales offices in Oklahoma, Texas, Colorado, New Mexico, Louisiana, and
Canada.

Corporate. Our headquarters are located in The Woodlands, Texas, where we lease
approximately 105,000 square feet of office space. We also own 2.635 acres of land adjacent to our
headquarters location, on which we are constructing a new headquarters building. In addition, we own a
20,000 square foot technical facility to service our Fluids Division operations.

Qil and Gas Properties.

The following tables show, for the periods indicated, reserves and operating information related to
our Maritech subsidiary’s oil and gas interests in developed and undeveloped leases, all of which are
located in the Gulf of Mexico region. Maritech’s il and gas operations are a separate segment included
within our WA&D Division. The following table provides a brief description of Maritech’s most significant
oil and gas properties:
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Net Total

Proved Net Proved 2007 Net
Reserves Reserves Mix Production Production
{MMcfe) Qil% Gas% (MMcfe) Wi% Status
U.S. Offshore Gulf of Mexico:
Timbalier Bay Area 30,249 66% 34% 10,210 100%  Producing
Cimarex Properties,
Main Pass Area'"! 18,214 3% 97% 21 50%-100% Producing
East Cameron 328 12,815 91% 9% 2,419 50%  Producing
Vermilion 252/253 2,682 40% 60% 1,469 50%  Producing

" )nformation reflects production subsequent to the December, 2007 acquisition of the Cimarex Properties. Reserve and working
interest percentage information is as of December 31, 2007, and does not reflect the impact of the planned sale of a portion of the
Cimarex Property interests.

See also “Note R — Supplemental Oil and Gas Disclosures” in the Notes to'Consolidated
Financial Statements for additional information.

Qil and Gas Reserves. Through our Maritech subsidiary, we employ full-time experienced
reservoir engineers and geologists who are responsible for determining proved reserves in conformance
with SEC guidelines. Reserve estimates were prepared by Maritech engineers based upon their
interpretation of production performance data and geologic interpretation of sub-surface information
derived from the drilling of wells. In addition to the complete analysis by Maritech’s internal reservoir
engineers, independent petroleum engineers and geologists performed reserve audits of approximately
81.9% of our proved reserve volumes as of December 31, 2007. The use of the term reserve audit is
intended only to refer to the collective application of the engineering and geologic procedures which the
independent petroleum engineering firms were engaged to perform and may be defined and used
differently by other companies.

A reserve audit is a process whereby an independent petroleumn engineering firm performs
extensive visits, collects and includes all necessary geologic, geophysical, engineering, and economic
data, followed by an independent reserve evaluation. The reserve audit of our oil and gas reserves
involves the rigorous examination of our technical evaluation, as well as the interpratation and
extrapolation of well information such as flow rates, reservoir pressure declines, and other technicai
information and measurements. Maritech’s internal reservoir engineers interpret this data to determine
the nature of the reservoir and, ultimately, the quantity of proved oil and gas reserves attributable to the
specific property. Our proved reserves, as reflected in this Annual Report, include only quantities that
Maritech expects to recover commercially using current technology, prices, and costs, and within existing
regulatory and environmental limits. While Maritech can be reasonably certain that the proved reserves
will be produced, the timing and ultimate recovery can be affected by a number of factors, including
completion of development projects, reservoir performance, regulatory approvals, and changes in
projections of long-term oil and gas prices. Revisions can include upward or downward changes in the
previously estimated volumes of proved reserves for existing fields due to evaluation of (1} already
available geologic, reservoir, or production data or (2} new geolegic or reservoir data obtained from wells.
Revisions can also occur associated with significant changes in development strategy, oil and gas prices,
or the related production equipment/facility capacity. Maritech’s independent petroleum engineers also
examined the reserve estimates with respect to reserve categorization, using the definitions for proved
reserves set forth in Regulation S5-X Rule 4-10(a) and subsequent SEC staff interpretations and guidance.

Maritech engaged Ryder Scott Company, L.P. and DeGolyer and McNaughton to perform the
reserve audits of our oil and gas reserves as of December 31, 2007. In the conduct of these reserve
audits, these independent petroleum engineering firms did not independently verify the accuracy and
completeness of information and data furnished by Maritech with respect to property interests owned, oil
and gas production and well tests from examined wells, or historical costs of operation and development;
however, they did verify product prices, geological structural and isopach maps, well logs, core analyses,
and pressure measurements. If, in the course of the examinations, a matter of question arose regarding
the validity or sufficiency of any such infarmation or data, the independent petroleum engineering firms
did not accept such information or data until all questions relating thereto were satisfactorily resoclved.
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Furthermore, in instances where decline curve analysis was not adequate in determining proved
producing reserves, the independent petroleum engineering firms performed volumetric analysis, which
included the analysis of geclogic, reserveir, and fluids data. Proved undeveloped reserves were analyzed
by volumetric analysis, which takes into consideration recovery factors relative to the geology of the
location and similar reservoirs. Where applicable, the independent petroleum engineering firms examined
data related to well spacing, including potential drainage from offsetting producing wells, in evaluating
proved reserves of undrilled well locations.

The reserve audit performed by Ryder Scott Company, L.P. included certain properties selected
by Maritech, including all of our significant properties described above, excluding the Cimarex Properties,
and represented approximately 61.1% of our total proved oil and gas reserve volumes. The reserve audit
performed by DeGolyer and McNaughton included the Cimarex Properties acquired in December 2007
and represented approximately 20.8% of our total proved oil and gas reserve volumes. The independent
petroleum engineers represent in their audit reports that they believe Maritech's estimates of future
reserves were prepared in accordance with generally accepted petroleum engineering and evaluation
principles for the estimation of future reserves as set forth in Society of Petroleum Engineers (SPE)
standards. In each case, the independent petroleum engineers concluded that the overall proved
reserves for the reviewed properties as estimated by Maritech, were, in the aggregate, reasonable within
the established audit tolerance guidelines of 10% as set forth in the Standards Pertaining to the
Estimating and Auditing of Oil and Gas Reserves Information promulgated by the SPE. There were no
limitations imposed or encountered by Maritech or the independent petroleum engineers in the
preparation of our estimated reserves or in the performance of the reserve audits by the independent
petroleum engineers.

The following table sets forth information with respect to our estimated proved reserves as of
December 31, 2007. The standardized measure of discounted future net cash flows attributable to oil and
gas reserves was prepared by our Maritech subsidiary using constant prices as of the calculation date,
net of future income taxes, discounted at 10% per annum. Reserve information is prepared in accordance
with guidelines established by the SEC. All of Maritech’s reserves are located in U.S. state and federal
offshore waters in the Gulf of Mexico region and onshore Louisiana.

December 31, 2007

Estimated proved reserves:

Natural gas (Mcf) 46,807,000
Qil (Bbls) 6,735,000
Standardized measure of discounted future net cash flows $ 298,679,000

For additional information regarding estimates of oil and gas reserves, including estimates of
proved and proved developed reserves, the standardized measure of discounted future net cash flows,
and the changes in discounted future net cash flows, see “Note R — Supplemental Oil and Gas
Disclosures” in the Notes to Consolidated Financial Statements.

Maritech is not required to file, and has not filed on a recurring basis, estimates of its total proved
net cil and gas reserves with any U.S. or non-U.S. governmental regulatory authority or agency other
than the Department of Energy (the DOE)} and the SEC. The estimates furnished to the DOE have been
consistent with those furnished to the SEC. They are not necessarily directly comparable, however, due
to special DOE reporting requirements. In no instance have the estimates for the DOE differed by more
than five percent from the corresponding estimates reflected in total reserves reported to the SEC.
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Production Information. The table below sets forth information related to production, average
sales price, and average production cost per unit of oil and gas produced during 2007, 2006, and 2005:

Year Ended December 31,

2007 2006 2005

Production:

Natural gas (Mcf) 9,515,214 7,812,339 5,088,000

Qil (Bbls) 1,985,183 1,356,108 484,300
Revenues:;

Natural Gas $ 76,202,000 $ 81,271,000 $ 39,998,000

Oil 137,136,000 82,828,000 22,878,000

Total $ 213,338,000 $ 164,099,000 $ 62,876,000
Average realized unit prices and costs:

i Natural gas {per Mcf) $ 8.01 $ 10.40 3 7.86
Oil {per Bbl) $ 69.08 $ 61.08 $ 47.24
Production cost per equivalent Mcf $ 418 3 3.99 3 4.34
Depletion cost per equivalent Mcf $ 3.45 3 242 $ 1.86

Production cost per equivalent Mcf excludes the impact of storm and insurance related costs and
recoveries, which were charged or credited to operations during each of the years presented, with
approximately $13.5 million being charged during 2007. The 2005 production cost per equivalent Mcf was
increased, however, due to the impact of hurricanes which resulted in significant properties being shut-in
during the last four months of 2005. Depletion cost per equivalent Mcf excludes the impact of dry hole
costs and property impairments.

I
F Acreage and Productive Wells. At December 31, 2007, our Maritech subsidiary owned interests in
| the following oil and gas wells and acreage:

Productive Gross  Productive Net Developed Undeveloped
Wells Wells Acreage Acreage

State/Area Qil Gas Qil Gas Gross Net Gross Net
Louisiana Onshore 20 - 1.23 - 367 23 - -
Louisiana Offshore 64 24 64.00 23.08 9,458 9,458 2.334 2,334
Texas Offshore - 2 - 1.50 10,064 3,501 - -
Federal Offshore 56 110 25.60 60.16 369,952 178,858 106,475 73,761
Total 140 136 90.83 B4.74 389,841 191,840 108,808 76,095

In January 2008, through Maritech's acquisition of certain oil and gas properties from Stone
Energy Corporation, Maritech acquired an additional 14 gross oil wells {12.52 net) and 37 gross gas wells
{26.62 net), as well as 40,925 gross developed acres (30,692 net), primarily located in U.S. Federal
offshore waters.

Drilling Activity. Maritech participated in the drilling of 16 gross development wells (11.4 net wells)
during 2007, two of which were unproductive. Maritech participated in the drilling of 10 gross productive
~wells (6.75 net wells) during 2008. Maritech participated in the drilling of 13 gross productive development
' wells (4.4 net wells) during 2005. As of December 31, 2007, there were 5 additional wells (2.5 net wells)
} in the process of being drilled. As of December 31, 2006 there were 3 additional wells (1.33 net wells) in
' the process of being drilled, one of which was subsequently determined to be unproductive.
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{tem 3. Legal Proceedings.

We are named defendants in several lawsuits and respondents in certain governmental
proceedings arising in the ordinary course of business. While the outcome of lawsuits or other
proceedings against us cannot be predicted with certainty, management does not expect these matters to
have a material adverse impact on the financial statements.

As previously disclosed, our Maritech subsidiary incurred significant damage as a result of
hurricanes Katrina and Rita. Although portions of the well intervention costs previously expended on
these facilities and submitted to our insurers have been reimbursed, our insurance underwriters have
continued to maintain that well intervention costs for certain of the damaged wells do not qualify as
covered costs and that certain well intervention costs for qualifying wells are not covered under the
policies. In addition, the underwriters have also maintained that there is no additional coverage provided
under an endorsement we obtained in August 2005 for the cost of removal of these platforms and for
other damage repairs on certain properties in excess of the insured values provided by our property
damage policy. On November 16, 2007, we filed a lawsuit in the 359" Judicia! District Court, Montgomery
County, Texas, entitled Maritech Resources, Inc. v. Certain Underwriters and Insurance Companies at
Lioyd’s, London subscribing to Policy no. GAO11150U and Steege Kingston, in which we are seeking
damages for breach of contract and various related claims and a deciaration of the extent of coverage of
an endorsement to the policy. We cannot predict the outcome of this lawsuit; however, the ultimate
resolution could have a significant impact upon our future operating cash flow.

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

No matters were submitted to a vote of our security holders, through solicitation of proxies or
otherwise, during the fourth quarter of the year ended December 31, 2007.
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PARTII

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

Price Range of Common Stock

Our common stock is traded on the New York Stock Exchange under the symbol “TTL" As of
February 22, 2007, there were approximately 6,157 holders of record of the common stock. The following
table sets forth the high and low sale prices of the common stock for each calendar quarter in the two
+ years ended December 31, 2007, as reported by the New York Stock Exchange and as adjusted for a
2-for-1 stock split, which was declared and effected in May 2006.

High Low

2007

First Quarter $ 2569 $ 21.00

Second Quarter 28.94 24.61

Third Quarter 30.20 17.10

Fourth Quarter 22.96 14.58
2006

First Quarter $ 2378 $ 15M

Second Quarter 32.00 22.65

Third Quarter 30.87 21.74

Fourth Quarter 28.46 20.71

Market Price of Common Stock

The following graph compares the five-year cumulative total returns of our common stock, the
Standard & Poor's 500 Composite Stock Price Index (S&P 500) and the Philadelphia Qil Service Sector
Index (PHLX Oil Service Sector), assuming $100 invested in each stock or index on December 31, 2002,
» all dividends reinvested, and a fiscal year ending December 31. This information shall be deemed
furnished, and not filed, in this Form 10-K, and shall not be deemed incorperated by reference into any
filing under the Securities Act of 1933, or the Securities Exchange Act of 1934, as a result of this
furnishing, except to the extent we specifically incorporate it by reference.
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Dividend Policy

We have never paid cash dividends on cur common stock. We currently intend to retain earnings
to finance the growth and development of our business. Any payment of cash dividends in the future will
depend upon our financial condition, capital requirements, and earnings, as well as other factors the
Board of Directors may deem relevant. We declared a dividend of one Preferred Stock Purchase Right
per share of common stock to holders of record at the close of business on November 6, 1998. See “Note
T — Stockholders’ Rights Plan” in the Notes to Consolidated Financial Statements attached hereto for a
description of such Rights. In May 2006, we declared a 2-for-1 stock split, which was effected in the form
of a stock dividend to all stockholders of record as of May 15, 2006. In August 2005, we declared a
3-for-2 stock split, which was effected in the form of a stock dividend to all stockholders of record as of
August 19, 2005. See "Note K — Capital Stock” in the Notes to Consolidated Financial Statements
attached hereto for a description of certain of these stock splits. See "Management’s Discussion and
Analysis of Financial Condition and Results of Operation — Liquidity and Capital Resources” for a
discussion of potential restrictions on our ability to pay dividends.

Purchases of Equity Securities by the Issuer and Affiliated Purchasers

In January 2004, our Board of Directors authorized the repurchase of up to $20 million of our
common stock. Purchases will be made from time to time in open market transactions at prevailing
market prices. The repurchase program may continue until the authorized limit is reached, at which time
the Board of Directors may review the option of increasing the authorized limit. During 2004, we
repurchased 210,000 shares of our common stock pursuant to the repurchase program at a cost of
approximately $3.3 million. During 2005, we repurchased 130,950 shares of our common stock pursuant
to the repurchase program at a cost of approximately $2.4 million. There were no repurchases made
during 2006 or 2007 pursuant to the repurchase program. Shares repurchased during the fourth quarter
of 2007 other than pursuant to our repurchase program are as follows:

Maximum Number (or

Total Number of Shares Approximate Dollar Value) of
Total Number Average Purchased as Part of Shares that May Yet Be Purchased

of Shares Price Paid Publicly Announced Under the Publicly Announced

Period Purchased per Share Pians or Programs " Plans or Programs "

Oct 1 - Oct 31, 2007 - $ - - % 14,327,000
Nov 1 - Nov 30, 2007 961 @ § 16.06 - 8 14,327,000
Dec 1 - Dec 31, 2007 - $ - - $ 14,327,000
Total 961 - % 14,327,000

™ In January 2004, our Board of Directors authorized the repurchase of up to $20 million of our common stock. Purchases will be
made from time to time in open market transactions at prevailing market prices. The repurchase program may continue uniil the
authorized limit is reached, at which time the Board of Directors may review the option of increasing the authorized limit.

? Shares we received in connection with the exercise of certain employee stock options or the vesting of certain employee restricted
stock. These shares were nol acquired pursuant to the stock repurchase program.

Item 6. Selected Financial Data.

The following tables set forth our selected consolidated financial data for the years ended
December 31, 2007, 2006, 2005, 2004, and 2003. The selected consolidated financial data does not
purport to be complete and should be read in conjunction with, and is qualified by, the more detailed
information, including the Consolidated Financial Statements and related Notes and “Management's
Discussion and Analysis of Financial Condition and Results of Operation™ appearing elsewhere in this
report. Please read “ltem 1A. Risk Factors” beginning on page 10 for a discussion of the material
uncertainties which might cause the selected consolidated financial data not to be indicative of our future
financial condition or results of operations. During 2007, we completed the acquisition of two service
companies and Maritech acquired certain oil and gas properties. During 2006, we completed the
acquisitions of the operations of Epic Divers, Inc., Beacon Resources, LLC, and a heavy lift barge. During
2005, we acquired certain oil and gas properties as part of our Maritech subsidiary’s operations. During
2004, we completed the acquisitions of Compressco, Inc., the European calcium chloride assets, and a
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heavy lift barge. These acquisitions significantly impact the comparison of our financial statements for
2007 to earlier years. In December 2007, we sold our process services operations. In 2006, we made the
decision to discontinue our Venezuelan fiuids and production testing operations. In 2003, we made the
decision to discontinue the operations of Damp Rid, Inc. and our Norwegian process services operations.
During 2000, we commenced our exit from the micronutrients business. Accordingly, we have reflected

' each of the above operations as discontinued operations.

Year Ended December 31,
2007 2006 2005 2004 2003
(In Thousands, Except Per Share Amounts)

Income Statement Data

Revenues $ 982,483 $ 767,795 $ 509,249 $ 334,881 $ 302,323
Gross profit 116,383 252,804 123,671 @ 71,983 & 66,422 X
Operating income 16,512 160,800 54 317 23,494 26,309
Interest expense (17,886) (13,637) (6,310} (1,962) (524)
Interest income 731 348 330 286 210
Other income {expense), net 2,805 4,858 3,692 257 630
Income before discontinued operations and

cumulative effect of accounting change 1,221 99,880 34.802 15,184 17,915
Net income $ 28,771 $ 101,878 $ 38062 $ 17,699 $ 21664

Income per share, before discontinued

operations and cumulative effect of

accounting change $ 0.02 $ 1.39 3 0.51 $ 0.23 5 0.27
Average shares © 73,573 71,631 68,588 67,112 65,550

Income per diluted share, before discontinued

operations and cumulative effect of

accounting change * $ 0.02 $ 133§ 0.48 $ 0.21 $ 0.26
Average diluted shares ™ 759821 © 74,824 72,137 71,199 69,016

™ Revenues for this period reflect the reclassification of certain product shipping and handting costs as costs of goods sold, which
had previously been deducted from product sales revenues. The reclassified amount was $7,686 for 2003.

@ Gross profit for these periods reflects the reclassification of certain billed operating costs as cost of revenues, which had
previously been credited to general and administrative expense. The reclassified amounts were $1,113 for 2005; $360 for 2004;
and $291 for 2003.

® Gross profit for these periods reflects the reclassification of certain depreciation, amortization and accretion cosls as cost of
revenues, which had previously been included in general and administrative expense. The reclassified amounts were $3,619 for
2004; and $3,019 for 2003.

® Net income per share and average share outstanding information reflects the retroactive impact of a 2-for-1 stock split as of May
15, 20086, and 3-for-2 stock splits as of August 18, 2005 and August 15, 2003. Each of the stock splits were effected in the form of
a stock dividend as of the record dates.

. ® For the year ended December 31, 2007, the calculation of average diluted shares outstanding excludes the impact of 716,354

average outstanding stock options that would have been antidilutive.

December 31,
2007 2006 2005 2004 2003
(In Thousands)

Balance Sheet Data

Working capital $ 181441 § 262572 § 135989 § 117,350 § 113411
Total assets 1,295,536 1,086,190 726,850 508,988 309,599
Long-term debt 358,024 336,381 157,270 143,754 4
Decommissioning and other

long-term liabilities 247,543 167,671 150,570 68,145 54,076
Stockholders’ equity $ 447919 § 420,380 § 284,147 $ 236,181 3% 210,769
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operation.

The following discussion is intended to analyze major elements of our consolidated financial
statements and provide insight into important areas of management's focus. This section should be read
in conjunction with the Consolidated Financial Statements and the accompanying Notes included
elsewhere in this Annual Report. We have accounted for the discontinuance or disposal of certain
businesses as discontinued operations, and have adjusted prior pericd financial information to exclude
these businesses from continuing operations.

Statements in the following discussion may include forward-looking statements. These forward-
looking statements involve risks and uncertainties. See “ltem 1A. Risk Factors,” for additional discussion
of these factors and risks.

Business Overview

Although each of our operating segments continued to capitalize on the current strong demand
for our products and services, our results of operations during 2007 reflect the significant operating
challenges that affected each of our segments during the year. Despite each segment reporting revenue
growth compared to the prior year, anly our Production Enhancement Division reflected increased
profitability, showing a growth of $13.2 miilion in pretax profit compared to the prior year. This division's
profit growth was more than offset by the decreased profitability of our other segments, particularly by our
Maritech Resources, Inc. (Maritech) subsidiary, which, despite a significant increase in oil and gas
production, reported a decrease in pretax profit of approximately $104.9 million compared to 2006.
Maritech’s loss was largely due to approximately $71.8 million, net of intercompany profits, of oil and gas
property impairments recorded during the year. These impairments were primarily due to the reversal of
anticipated insurance recoveries as a result of continued delays from our insurance underwriters related
to 2005 hurricane repair costs, which caused the timing and amount of claim reimbursements on costs
incurred, or to be incurred in the future, to become indeterminable. Maritech also recorded approximately
$13.5 million of charges to operating expenses also resulting from the reversal of anticipated insurance
recoveries previously recorded as insurance receivables related to certain hurricane repair expenses. In
addition, Maritech reported $7.9 million of decreased pretax profit due to decreased realized oil and gas
prices during 2007. Our Fluids Division pretax profits decreased by $50.0 million compared to 2006,
largely due to increased product costs, a temporary decrease in shallow water offshore demand, and the
cost associated with the termination of a previous supply agreement. Our WA&D Services segment was
hampered during the year by operating inefficiencies, unfavorable terms on certain contracts, and vessel
utilization issues. Although consolidated gross profit as a percentage of revenues decreased to 11.8%
during 2007, each of our segments tock steps needed te improve their profitability, and to attempt to
capitalize on the expected continuing increase in revenues in the future.

We continued to execute our long-term growth strategy during 2007, resulting in continuing
expansion of our operations, through both internal and external growth. Our Maritech operation continues
to grow rapidly, through additional oil and gas property acquisitions, and a significant exploitation and
development program, resulting in unprecedented oil and gas production levels for this segment. We also
continue to grow geographically, with new international expansion during the year for cur production
testing, compression services, and fluids and completion services operations. We expended $290.6
million of cash acquisition and capital expenditure activity during 2007, however, the December 2007 sale
of our process services operation generated approximately $58.7 million. We intend to continue our
growth initiatives, having budgeted over $280 million of capital expenditure activity during 2008.
Significant capital projects planned during the coming year include continuing development of our Fluids
Division's new Arkansas calcium chloride plant, continuing development of Maritech oil and gas
properties, continuing growth of our compression services and production testing fleets, and the
construction of a new corporate headquarters building. We plan to fund these growth projects with our
operating cash flow and our long-term borrowing capabilities. Although we expect our outstanding debt
balance to increase during 2008 as a result of our capitat expenditure plans, we are carefully managing
our debt balance, through the application of any excess operating cash flow. Our total debt to equity ratio
was 44.4% as of December 31, 2007.
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Demand for our products and services depends primarily on activity in the oil and gas exploration
and production industry, which is significantly affected by that industry’s level of expenditures for the
exploration and preduction of oil and gas reserves and for the plugging and decommissioning of
abandoned oil and gas properties. Industry expenditures, as indicated by rig count statistics and other
measures, have generally risen during the past five years and reflect the industry's response to higher
crude oil and natural gas pricing during this period. Continued overall strong demand is largely dependent
on continued high oil and gas pricing, although we believe that there will also continue to be growth
opportunities for our products and services in both the U.S. and international markets, supported
primarily by:
increases in technologically-driven deepwater gas well completions in the Gulf of Mexico;
continued reservoir depletion in the U.S;

advancing age of offshore platforms in the Gulf of Mexico; and
increasing development of oil and gas reserves abroad.

|
i
| Our Fluids Division generates revenues and cash flows by manufacturing and selling completion
| fluids and providing filtration and associated products and engineering services to domestic and
, international exploration and production companies. The demand for these products and services is
particularly affected by drilling activity in the Gulf of Mexico, which has remained flat or has decreased
'during the past several years due largely to the maturity of the producing fields in the heavily developed
portions of the Gulf of Mexico. Significantly offsetting this impact is the current industry trend for drilling
deep water wells that generally require greater volumes of more expensive brine solutions. In addition,
international demand for our Fluids Division products has been generally increasing. The Fluids Division
also provides liquid and dry calciurn chloride products manufactured at its production facilities or
purchased from third party suppliers to a variety of markets outside the energy industry. Fluids Division
revenues increased 15.3% during 2007 compared to the prior year due to increased prices and service
activity, Further growth by cur Fluids Division is predicated on the availability of certain raw materials at
acceptable cost levels and increasing demand for our products and services at acceptable sales prices.
In late 2006, our Fluids Division executed an agreement for the favorable long-term supply for bromine,
which is used in the manufacture of bromide completion fluids, and in late 2007, entered into an
'agreement with our previous supplier whereby in consideration of our agreement to pay $9.3 million, we
were released from our remaining purchase requirements under our previous supply agreement, in order
to accelerate the transition to this new favorable supply.
Our WA&D Division consists of two operating segments: the WA&D Services and Maritech
. segments. WA&D Services generates revenues and cash flows by performing well plug and
‘abandonment, pipeline and platform decommissioning, and removal and site: clearance services for oil
“and gas companies. In addition, the segment provides diving, marine, engineering, cutting, workover,
drilling and other services. The segment's services are marketed primarily in the Gulf Coast region of the
U.S., including onshore, offshore and in inland waters. Long-term Guif of Mexico platform
“decommissioning and well abandonment activity levels are driven primarily by MMS regulations and the
age of producing fields, and production platforms, and other structures. In the shorter term, activity levels
are driven by oil and gas commodity prices, sales activity of mature oil and gas producing properties, and
overall oil and gas company activity levels. In addition, the segment intends to capitalize on the current
demand for well abandonment and decommissioning activity in the Gulf of Mexico, including a portion of
the work to be performed over the next several years on offshore properties that were damaged or
destroyed by the significant hurricanes that occurred in 2005. WABD Services revenues increased by
14.4% during 2007, primarily due to increased activity levels for well abandonment and decommissicning
-services, the Division's increased capacity to perform those services, and from the March 2006
racquisition of Epic Diving & Marine Services (Epic). Approximately 8.5% of the 2007 revenues generated
by the WA&D Services segment were from work performed for Maritech, and were eliminated in
consolidation,

; Our Maritech segment acquires, manages, develops, and exploits producing oil and gas
properties and generates revenues and cash flows from the sale of the associated cil and natural gas
production volumes. Through Maritech, cur WA&D Division provides oil and gas companies with
alternative ways of managing their well abandonment obligations, while effectively baseloading well
abandonment and decommissioning work for the WA&D Services segment of the Division. During 2007,
Maritech’s operations reflected significant increased production volumes and revenues primarily as a
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result of recent exploitation and development efforts conducted primarily on oil and gas properties
acquired in 2005, which more than offset the normal production declines. During the two year period
ended December 31, 2007, Maritech has expended approximately $165.7 million on development and
exploitation projects. Accordingly, Maritech's revenues during 2007 increased by 27.6% compared to
20086, despite decreased realized natura! gas prices during the year. In December 2007, we acquired
certain proved and unproved oil and gas properties from a subsidiary of Cimarex Energy Company (the
Cimarex Properties) which should provide Maritech with additional attractive development projects during
2008 and beyond. Maritech expects that the new production volumes resulting from current and future
development activities will also generate increased revenues and cash flows during 2008 compared to
2007. Maritech continues to assess the remaining well intervention and debris removal efforts associated
with three offshore platforms that were destroyed in the 2005 hurricanes. Maritech continues to believe
that such hurricane related costs incurred and to be incurred are covered costs pursuant to its various
insurance policies.

Our Production Enhancement Division generates revenues and cash flows by performing
flowback pressure, volume testing, wellhead compression, and other services for cil and gas producers.
The primary testing markets served are in Texas, New Mexico, Colorado, Oklahoma, Arkansas,
Louisiana, the U.S. Gulf of Mexico, and certain international markets. The Division's production testing
operations are generally driven by the demand for natural gas and oil and the resulting industry drilling
and completion activities in the markets which the Division serves. Compressco, the Division's wellhead
compression service provider, markets its services principally in the mid-continent, mid-western, western,
Rocky Mountain, and Gulf Coast regions of the United States as well as in western Canada, Mexico, and
other Latin American countries. Demand for wellhead compression services is generally driven by the
need to boost production in certain mature gas wells with declining preduction. Production Enhancement
Division revenues increased 34.0% in 2007 as compared to 20086, primarily due to the growth of the
Division’s existing domestic production testing and Compressco operations, as well as from a March 2006
acquisition, which expanded the Division's production testing market territory into western Texas and
eastern New Mexico. We anticipate continued growth in revenues and cash flows from the Division during
2008, as its domestic operations continue to grow as a result of increased industry activity, and as the
Division continues to seek new domestic and international markets for its testing and Compressco
operations.

Critical Accounting Policies and Estimates

In preparing our consolidated financial statements, we make assumptions, estimates, and
judgments that affect the amounts reported. We periodically evaluate these estimates and judgments,
including those related to potential impairments of long-lived assets (including goodwill}, the collectibility
of accounts receivable, and the current cost of future abandonment and decommissioning obligations.
“Note B — Summary of Significant Accounting Policies” to the Consolidated Financial Statements contains
the accounting policies governing each of these matters. Our estimates are based on historical
experience and on future expectations, which we believe are reasonable. The combination of these
factars forms the basis for judgments made about the carrying values of assets and liabilities that are not
readily apparent from other sources. These judgments and estimates may change as new events occur,
as new information is acquired, and with changes in our operating environment. Actual results are likely to
differ from our current estimates, and those differences may be material. The following critical accounting
policies reflect the most significant judgments and estimates used in the preparation of our financial
statements.

Impairment of Long-Lived Assets — The determination of impairment of long-lived assets,
including goodwill, is conducted periodically whenever indicators of impairment are present. Goodwill is
assessed for potential impairment at least annually. If such indicators are present, the determination of
the amount of impairment is based on our judgments as to the future operating cash flows to be
generated from these assets throughout their estimated useful lives. The oil and gas industry is cyclical,
and our estimates of the period over which future cash flows will be generated, as well as the
predictability of these cash flows, can have a significant impact on the carrying value of these assets and,
particularly in periods of prolonged down cycles, may result in impairment charges.
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Oil and Gas Properties — Maritech accounts for its interests in oil and gas properties using the
successful efforts method, whereby costs incurred to drill and equip development wells, including
unsuccessful development wells, are capitalized, and costs related to unsuccessful exploratory wells are
expensed as incurred. All capitalized costs are accumulated and recorded separately for each field, and
are depleted on a unit-of-production basis, based on the estimated remaining proved oil and gas reserves
of each field. The process of estimating oil and gas reserves is complex, requiring significant decisions
and assumptions in the evaluation of available geological, geophysical, engineering, and economic data
for each reservoir. As a result, these estimates are inherently imprecise. Actual future production, cash
flows, development expenditures, operating and abandonment expenses, and quantities of recoverable
oil and gas reserves may vary substantially from those initially estimated by Maritech. Any significant
variance in these assumptions could materially affect the estimated quantity and value of proved
reserves. Maritech's oil and gas properties are assessed for impairment in value whenever indicators
become evident, with any impairment charged to expense. Maritech purchases oil and gas properties and
assumes the associated well abandonment and decommissioning liabilities. Any significant differences in
the actual amounts of oil and gas production cash flows produced or decommissioning costs incurred,

L compared to the estimated amounts recorded, will affect our anticipated profitability.

. Decommissioning Liabilities — We estimate the third party market values (including an estimated
profit) to plug and abandon the wells, decommission the pipelines and platforms and clear the sites, and
use these estimates to record Maritech’s well abandonment and decommissioning liabilities, net of
amounts allocable to joint interest owners and any contractual amount to be paid by the previous owners
of the property (referred to as decommissioning liabilities). In estimating the decommissioning liabilities,
we perform detailed estimating procedures, analysis, and engineering studies. Whenever practical,
Maritech utilizes the services of its affiliated companies to perform well abandonment and
decommissioning work. When these services are performed by an affiliated company, all recorded
intercompany revenues are eliminated in the consolidated financia! statements. Any profit we earn in
performing such abandonment and decommissioning operations on Maritech’s properties is recorded as
! the work is performed. The recorded decommissioning liability associated with a specific property is fully
| extinguished when the property is completely abandoned. Once a Maritech well abandonment and
 decommissioning project is performed, any remaining decommissioning liability in excess of the actual
cost of the work performed is recorded as additional profit on the project and included in earnings in the
period in which the project is completed. Conversely, actual costs in excess of the decommissioning
liability are charged against earnings in the period in which the work is performed. We review the
. adequacy of our decommissioning liability whenever indicators suggest that either the amount or timing of
the estimated cash flows underlying the liability have changed materially. The timing and amounts of
these cash flows are subject to changes in the energy industry environment and may result in additional
liabilities recorded, which, in turn, would increase the carrying values of the related properties.

! Revenue Recognition — We generate revenue on certain well abandonment and
~decomm|55|on|ng projects under contracts which are typically of short duration, and that provide for either
lump-sum tumkey charges or specific time, material, and equipment charges, which are billed in
accordance with the terms of such contracts. With regard to turnkey contracts, revenue is recognized
using the percentage-of-completion method based on the ratio of costs incurred to total estimated costs
at completion. Total project revenue and cost estimates for turnkey contracts are reviewed periodically as
'work progresses, and adjustments are reflected in the period in which such estimates are revised.
‘Provisions for estimated losses on such contracts are made in the period such losses are determined.

Bad Debt Reserves — Reserves for bad debts are calculated on a specific identification basis,
whereby we estimate whether or not specific accounts receivabie will be collected. A significant portion of
‘our revenues come from oit and gas exploration and production companies. If, due to adverse
'circumstances, certain customers are unable to repay some or all of the amcunts owed us, an additional
Ibad debt allowance may be required.

Income Taxes — We provide for income taxes by taking into account the differences between the
financial statement treatment and tax treatment of certain transactions. Deferred tax assets and liabilities
are recognized for the anticipated future tax consequences attributable to differences between the
financial statement carrying amounts of existing assets and liabilities and their respective tax basis
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amounts. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to
taxable income in the years in which those temporary differences are expected to be recovered or settled.
The effect of a change in tax rates is recognized as income or expense in the period that includes the
enactment date. This calculation requires us to make certain estimates about our future operations.
Changes in state, federal, and foreign tax laws, as well as changes in our financial condition, could affect
these estimates. In addition, pursuant to FASB Interpretation No. 48, “Accounting for Uncertainty in
Income Taxes,” which we adopted on January 1, 2007, we consider many factors when evaluating and
estimating income tax uncertainties. These factors include an evatuation of the technical merits of the tax
position as well as the amounts and probabilities of the outcomes that could be realized upon ultimate
settlement. The actual resolution of those uncertainties will inevitably differ from those estimates, and
such differences may be material to the financial statements.

Acquisition Purchase Price Allocations — We account for acquisitions of businesses using the
purchase method, which requires the allocation of the purchase price based on the fair values of the
assets and liabilities acquired. We estimate the fair values of the assets and liabilities acquired using
accepted valuation methods, and in many cases, such estimates are based on our judgments as to the
future operating cash fiows expected to be generated from the acquired assets throughout their estimated
useful lives. We have completed several acquisitions during the past several years and have accounted
for the various assets (including intangible assets) and liabilities acquired based on our estimate of fair
values. Goodwill represents the excess of acquisition purchase price over the estimated fair values of the
net assets acquired.

Stock-Based Compensation — Effective January 1, 2006, we adopted the fair value recognition
provisions of Statement of Financial Accounting Standard 123(R), “Share-Based Payment” (SFAS No.
123R) using the modified prospective transition method. Under the modified prospective transition
method, compensation cost recognized during 2006 and 2007 includes: (a) compensation cost for all
share-based payments granted prior to, but not yet vested as of January 1, 2008, based on the grant date
fair value estimated in accordance with the original provisions of SFAS No. 123 (as amended),
“Accounting for Share-Based Compensation” (SFAS No. 123), and (b) compensation cost for all share-
based payments granted beginning January 1, 2006, based on the grant date fair value estimated in
accordance with the provisions of SFAS No. 123R. Prior to the adoption of SFAS 123R, we accounted for
stock-based compensation using the intrinsic value method, whereby the compensation cost for stock
options was measured as the excess, if any, of the quoted market price of our stock at the date of the
grant over the amount an employee was to pay to acquire the stock. In accordance with the modified
prospective transition method, results for prior periods have not been restated.

We estimate the fair value of share-based payments of stock options using the Black-Scholes
option-pricing model. This option-pricing model requires a number of assumptions, of which the most
significant are: expected stock price volatility, the expected pre-vesting forfeiture rate, and the expected
option term {the amount of time from the grant date until the options are exercised or expire). Expected
volatility is calculated based upon actual historical stock price movements over the most recent periods
equal to the expected option term. Expected pre-vesting forfeitures are estimated based on actual
historical pre-vesting forfeitures over the most recent periods for the expected option term.
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Results of Operations

The following data should be read in conjunction with the Consolidated Financial Statements and

the associated Notes contained elsewhere in this report.

Percentage of Revenues

Period-to-Period

Year Ended December 31, Change
| 2007 2006
' Consolidated Results of Operations 2007 2006 2005 vs 2006 vs 2005
Revenues 100.0% 100.0% 100.0% 28.0% 50.8%
., Cost of revenues 88.2% 67.1% 75.7% 68.2% 33.6%
" Gross profit 11.8% 32.9% 24.3% (54.0%)  104.4%
General and administrative expense 10.2% 12.0% 13.6% 8.6% 32.7%
Operating income 1.7% 20.9% 10.7% (89.7%) 196.0%
i Interest expense 1.8% 1.8% 1.2% 31.2% 116.1%
Interest income 0.1% 0.0% 0.1% 110.1% 5.5%
Other income (expense), net 0.3% 0.6% 0.7% (42.3%) 31.6%
~ Income before income taxes and discontinued
! operations 0.2% 19.8% 10.2% {98.6%) 192.9%
' Net income before discontinued operations 0.1% 13.0% 6.8% (98.8%) 187.0%
Discontinued operations, net of tax 2.8% 0.3% 0.6% 1278.9% {38.7%)
l Net income 2.9% 13.3% 7.5% (71.8%) 167.7%
Year Ended December 31,
2007 2006 2005
} {In Thousands)
' Revenues
Fluids Division $ 282,074 $ 244549 § 221,368
Well Abandonment & Decommissioning (WAA&D) Division
| WAASD Services 341,082 298,185 141,947
Maritech 214,154 167,808 65,152
Intersegment eliminations (29,057) (73,859) (6,031)
Totat 526,179 392,134 201,068
| Production Enhancement Division 176,684 131,849 87,104
Intersegment eliminations {(2,454) (737) (291)
982,483 767,795 509,249
Gross profit
" Fluids Division 38,620 85,712 51,551
Well Abandonment & Decommissicning {WAZ&D) Division
WAS&D Services 49,110 64,088 32,468
Maritech (45,631} 59,527 8,060
Intersegment eliminations 6,225 (7.865) {34)
Total 9,704 115,750 40,494
' Production Enhancement Division 69,498 52,513 32,587
Other (1,439) (1,171) (961)
116,383 252,804 123,671
Income before taxes and discontinued operations
' Fluids Division 10,897 60,939 33,805
Well Abandenment & Decommissioning (WA&D) Division
WA&D Services 33,496 51,007 21,370
l Maritech (49,815} 55,105 4,871
Intersegment eliminations 6,225 (7.,865) {34)
Total {10,094} 98,247 26,207
Production Enhancement Division 52,302 39,141 22,131
' Corporate overhead {50,943) (45,958) (30,114)
2,162 152,369 52,029




2007 Compared to 2006
Consolidated Comparisons

Revenues and Gross Profit — Total consolidated revenues for the year ended December 31, 2007
were $982.5 million compared to $767.8 million for the prior year, an increase of 28.0%. Consolidated
gross profit decreased to $116.4 million during 2007 compared to $252.8 million in the prior year, a
decrease of 54.0%. Consolidated gross profit as a percentage of revenue was 11.8% during 2007
compared to 32.9% during the prior year period. Our profitability during 2007 was significantly affected by
several factors, which are discussed in detail in the Divisional Comparisons section below.

General and Administrative Expenses — General and administrative expenses were $99.9 million
during 2007 compared to $92.0 million during the prior year, an increase of $7.9 million or 8.6%. This
increase was primarily due to the increased headcount necessary to support our revenue growth and
included approximately $6.8 million of increased salary, benefits, contract labor costs, and other
associated employee expenses, net of decreased incentive compensation. The increase also included
approximately $1.4 million of increased office expenses and approximately $2.3 million of increased
insurance and bad debt expenses, which were partially offset by approximately $2.6 million of decreased
professional services and other general expenses. General and administrative expenses as a percentage
of revenue were 10.2% during 2007 compared to 12.0% during the pricr year.

Other Income and Expense — Qther income and expense was $2.8 million of income during 2007
compared to $4.9 million of income during 2008, due to approximately $2.5 million of decreased gains
from sales of assets and approximately $1.2 million of decreased equity from earnings of unconsolidated
joint ventures. These decreases were partially offset by approximately $1.6 million of increased other
income, primarily due to a $1.2 million legal settlement received during the current year period.

Interest Expense and Income Taxes — Net interest expense increased from $13.3 million during
2006 to $17.2 million during the current year due to increased borrowings of long-term debt used to fund
our capital expenditure and acquisition requirements during 2006 and 2007. Interest expense will
increase in future periods to the extent additional borrowings are used to fund our acquisition and capital
expenditure plans. Our provision for income taxes during 2007 decreased to $0.9 million compared to
$52.5 million during the prior year, primarily due to decreased earnings.

Net income — Net income before discontinued operations was $1.2 million during 2007 compared
to $99.9 million in the prior year, a decrease of $98.7 million. Net income per diluted share before
discontinued operations was $0.02 on 75,920,768 average diluted shares outstanding during 2007
compared to $1.33 on 74,823,808 average diluted shares outstanding during the prior year.

During the fourth quarter of 2007, we sold our process services operation for approximately $58.7
million, net of certain adjustments, as such operations were not a strategic part of our core operations. In
addition, during the fourth quarter of 2006, we made the decision to discontinue our Venezuelan fluids
and production testing businesses due to several factors, including the changing political climate in that
country. Income from discontinued operations was $27.6 million during 2007 compared to $2.0 million
during 2006, primarily due to the $25.8 million after tax gain on sale of the process services operations.

Net income was $28.8 million during 2007 compared to $101.9 million in the prior year, a
decrease of $73.1 million. Net income per diluted share was $0.38 on 75,920,768 average diluted shares
outstanding during 2007 compared to $1.36 on 74,823.808 average diluted shares outstanding in the
prior year.

Divisional Comparisons

Fluids Division — Fluids Division revenues during 2007 were $282.1 million, compared to $244.5
million during the prior year, an increase of $37.5 million, or 15.3%. Approximately $20.2 million of this
increase was due to increased service activity, particularly for onshore services. In September 2006 and
April 2007, the Division completed the acquisitions of certain service assets and operations, expanding
the Division’s completion services operations and allowing it to provide such services to customers in the
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Arkansas, New Mexico, TexOma, and ArkLaTex regions. We expect these acquired operations to
continue to provide increased service revenues to the Division in the future, as much of the anticipated
increase during 2007 was negatively impacted by rainy weather conditions during a portion of the year.
To a lesser extent, the increased revenues were also due to increased product pricing and international
sales of the Division’s chemicals and CBF products. A portion of the demand for the Division's products
and services is affected by the level of drilling activity, particularly deepwater drilling, in the Gulf of
Mexico region.

Fluids Division gross profit decreased to $38.6 million during 2007, compared to $85.7 million
during the prior year, a decrease of $47.1 million or 54.9%. Gross profit as a percentage of revenue
decreased to 13.7% during 2007, from 35.0% during the prior year. This decrease was primarily due to
the increased cost of raw materials for the Division’s praducts, which particularly affected the profitability
of the Division's offshore operations. In addition, weather conditions during much of 2007 negatively
impacted the Division's onshore and completion services operations. A favorable long-term supply for

; certain of the Division's raw material needs has been secured, and, in December 2007, the Division

terminated its remaining purchase commitment under its previous supply agreement in consideration of
its agreement to pay $9.3 million, which was charged to operations during the fourth quarter of 2007. As a
result, the Division expects to purchase its future raw material needs at a more favorable cost, which will
result in cheaper finished goods inventory costs, which should improve the Division’s gross profit,
particularly after it sells its remaining higher cost inventory.

Fluids Division income before taxes during 2007 totaled $10.9 million compared to $60.9 million
during 2006, a decrease of $50.0 million or 82.1%. This decrease was primarily generated by the $47.1
million decrease in gross profit discussed above, along with approximately $3.6 million of increased
administrative expenses, partially offset by approximately $0.9 million of increased other income, primarily
from gains from foreign currency and sales of assets.

WAG&D Division — WAS&D Division revenues increased significantly from $392.1 million during
2006 to $526.2 million during 2007, an increase of $134.0 million or 34.2%. WA&D Division gross profit

. during 2007 totaled $9.7 million compared to $115.8 million during the prior year, a decrease of $106.0

million or 91.6%. WA&D Division loss before taxes was $10.1 million during 2007 compared to $98.2
million of income before taxes during the prior year, a decrease of $108.3 million or 110.3%.

The Division's WA&D Services operations revenues increased to $341.1 million during 2007
compared to $298.2 million in the prior year, an increase of $42.9 million or 14.4%. Excluding
intercompany work performed for Maritech, WA&D Services revenues increased by $87.7 million, or
39.1%. Approximately $30.7 million of the segment’'s revenue increase was as a result of the March 2006
acquisition of the assets and operations of Epic and the subsequent expansion and refurbishment of
Epic’'s dive support vessel fleet, which was completed in early 2007, although one of these dive support
vessels was idled during a portion of the year for mechanical problems. Additional segment revenue

. increases were primarily due to increased vessel aclivity levels during much of 2007, although the

utilization of these vessels was somewhat limited due to weather conditions during the second and third
quarters. With its current fleet of three heavy lift vessels, the Division aims to continue to capitalize on the
current demand for well abandonment and decommissioning activity in the Gulf of Mexico, including the
remaining work to be performed over the next several years on offshore properties that were damaged or
destroyed in 2005 by Hurricanes Katrina and Rita. The September 2007 acqguisition of the assets and
operations of EOT Rentals, LLC (EOT) also generated approximately $3.4 million of increased revenues
for cutting tool services provided to the Division's customers, and is expected to contribute an additional
increase in the future.

The WA&D Services segment of the Division reported a $15.0 million decrease in gross profit, a
23.4% decrease, from $64.1 million during 2006 to $49.1 million during the current year. WA&D Services’
gross profit as a percentage of revenues decreased to 14.4% during the current year compared to 21.5%
during the prior year. Despite the increase in revenues, the segment experienced operating inefficiencies
caused by weather disruptions and unfaverable contract issues that negatively affected gross profit,
particularly during the first three quarters. in addition, Epic’s newly refurbished dive service vessels, which
were placed into service during the first quarter of 2007, also experienced lower utilization due to weather
and maintenance issues, with one of its vessels experiencing significant mechanical problems during
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most of the third quarter. During 2007, the WA&D Services segment charged approximately $2.0 million
to operations related to a contested insurance claim. In response to the current market demand, we have
modified the segment's approach to providing our services associated with platforms that were damaged
or destroyed by the 2005 storms. We expect that the segment’'s gross profit margin will increase during
future quarters. intercompany profit on work performed for Maritech’s insured storm damage repairs is not
recognized until such time as the associated insurance claim proceeds are collected by Maritech, During
20086, intercompany profit of $7.9 million was eliminated in consolidation. During 2007, insurance claim
collections related to prior year intercompany work performed for Maritech contributed to the recognition
of an additional $6.2 million of Division intercompany gross profit.

The WABD Services segment’s income before taxes decreased from $51.0 million during 2006 to
$33.5 million during the current year, a decrease of $17.5 million or 34.3%. This decrease was due to the
$15.0 million decrease in gross profit described above, as well as a $3.8 million increase in administrative
expenses due to the Division's growth, partially offset by increased other income of approximately $1.3
million, primarily from a legal settlement received during the current year.

The Division's Maritech operations reported revenues of $214.2 million during 2007 compared to
$167.8 million during the prior year, an increase of $46.3 million, or 27.6%. Increased production volumes
generated increased revenues of approximately $57.1 million, primarily from successful exploitation and
development activities. During the past two years, Maritech has expended approximately $165.7 million
on exploitation and development activities, and such activity is expected to continue in the future,
particularly following Maritech’s acquisition of the Cimarex Properties in December 2007. In addition,
during a portion of the first quarter of 2006, many of Maritech’s producing properties remained shut-in as
a result of third quarter 2005 hurricanes. These revenue increases from increased production were
partially offset by approximately $7.9 million of lower realized oil and gas prices, including approximately
$17.4 million from decreased pricing for Maritech’s natural gas production. Realized natural gas prices
during 2006 included the impact of a natural gas swap derivative hedge contract, which resulted in
Maritech realizing a price of $10.465/MMBtu throughout 20086 for a portion of its gas production. This
derivative contract expired at the end of 2006. During 2007 and early 2008, Maritech entered into several
new commodity hedge contracts extending through 2010, including natural gas swap derivative hedge
contracts, which resulted in Maritech receiving an average price of $8.13/MMBtu for a portion of its 2007
natural gas production. In addition, during 2007, Maritech recorded approximately $2.9 million less of
prospect and other fee revenues compared to the prior year.

The Division’s Maritech operations reported a negative gross profit of $45.6 million during 2007
compared to $59.5 million of positive gross profit during 2006, a decrease of $105.2 million or 176.7%.
This decrease occurred despite the segment’s exploitation and development activity, which resulted in the
addition of several newly productive wells. Maritech’s gross profit as a percentage of revenues also
decreased during the current year to a negative 21.3% compared to a positive 35.5% during the prior
year. A large portion of this decrease in Maritech’s gross profit was due to approximately $72.7 million of
increased oil and gas property impairments. Maritech recorded $76.1 million of impairments during 2007,
primarily due to the reversal of anticipated insurance recoveries as a result of certain future well
intervention and debris removal costs being contested by our insurance provider, compared to $3.4
mitlion of impairments during 2006. This decrease in anticipated insurance recoveries further reduced
Maritech's gross profit associated with certain hurricane damage repair costs incurred, and resulted in a
$13.5 million charge to operating expense, as the timing and amount of the reimbursement of these costs
has also become indeterminable. During the fourth quarter of 2007, Maritech filed a lawsuit against
certain of its insurance underwriters related to certain contested well intervention and debris removal
costs incurred and to be incurred on certain offshore platforms which were destroyed by 2005 hurricanes.
In addition, Maritech’s gross profit decreased due to the decreased realized commaodity prices discussed
above, $35.3 million of increased depletion expense, $8.4 million of increased excess decommissioning
and abandonment costs, and $1.3 million of increased insurance premiums. During 2007, Maritech also
recorded increased dry hole costs of approximately $0.6 million and reflected decreased gains from
insurance proceeds compared to the prior year period of approximately $7.3 million.
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The Division’s Maritech operations reported a loss before taxes of $49.8 million during 2007
compared to $55.1 million of income before taxes during the prior year, a $104.9 million decrease. This
190.4% decrease was due to the $105.2 million decrease in gross profit and approximately $2.7 million of
decreased gains on sales of properties, partially offset by $3.0 million of decreased administrative costs
compared to the prior year, primarily due to decreased incentive compensation.

Production Enhancement Division — Production Enhancement Division revenues increased from
$131.8 million during 2006 to $176.7 mitlion during the current year, an increase of $44.8 million or
34.0%. This increase was primarily due to $27.8 million of increased revenues from the Division’s
production testing operations, particularly from increased demand for services provided by the Beacon
Resources, LLC subsidiary (Beacon), which was acquired in February 2005. Increased production testing
activity in Mexico and Brazil also contributed to the increased revenues during 2007. Compressco
revenues also increased by approximately $16.5 million compared to the prior year period, due to its
overall growth both domestically, and in Latin America. Compressco continues to add to its compressor
fleet to meet the growing demand for its services. In addition, the Division recorded revenues of
approximately $0.6 million during 2007 related to an environmental services contract.

Production Enhancement Division gross profit increased from $52.5 million during 2006 to $69.5
million during 2007, an increase of $17.0 million or 32.3%. Each of the areas highlighted in the revenue
discussion above contributed to the higher gross profits. Gross profit as a percentage of revenues
decreased slightly, however, from 32.8% during 2006 to 39.3% during 2007, primarily due to increased
operating expenses for the Division’s domestic production testing operations.

Income before taxes for the Production Enhancement Division increased from $39.1 million
during 2006 to $52.3 million during the current year, an increase of $13.2 million, or 33.6%. This increase
was primarily due to the $17.0 million of increased gross profit discussed above, less approximately $3.2
million of increased administrative costs and approximately $0.6 million of decreased other income,
primarily from decreased equity earnings in an unconsotidated joint venture and from decreased foreign

currency gains.

Corporate QOverhead — Corporate Qverhead includes corporate general and administrative

 expenses, interest income and expense, and other income and expense. Such expenses and income are

not allocated to our operating divisions, as they relate to our general corporate activities. Corporate
overhead increased by $4.9 million from $46.0 million during 2006 to $50.9 million during 2007, primarily
due to increased net interest expense of approximately $4.1 million. This increase in corporate interest
expense during 2007 was due to the increased outstanding balance of long-term debt, which was used to
fund our capital expenditure requirements during 2006 and 2007. Corporate general and administrative
expenses increased by approximately $0.4 million compared to the prior year, as approximately $0.9
million of increased office expenses and approximately $0.7 million of increased insurance expenses
were offset by approximately $1.2 million of decreased personnel related costs, primarily due to
decreased incentive compensation recorded during 2007. In addition, during 2007, we reflected
approximately $0.3 million of decreased other income.

2006 Compared to 2005
Consolidated Comparisons

Revenues and Gross Profit — Total consolidated revenues for the yzar ended December 31, 2006
werg $767.8 million compared to $509.2 million during 2005, an increase of 50.8%. Consolidated gross
profit also increased significantly to $252.8 million during 2006 compared tc $123.7 million during 2005,
an increase of 104.4%. Consolidated gross profit as a percentage of revenue was 32.9% during 2006
compared to 24.3% during 2005.

General and Administrative Expenses — General and administrative expenses were $92.0 miltion
during 2006 compared 1o $69.4 million during 2005, an increase of $22.7 million or 32.7%. This increase
was primarily due to our overall growth and included approximately $19.0 million of increased salary,

- incentive, benefits and other associated employee expenses; approximately $2.2 million of increased
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office expenses; approximately $1.4 million of higher professional service expenses; and approximately
$0.9 million of increased insurance expenses, which was partially offset by approximately $0.9 million of
decreased other general expenses. Included as part of increased employee expenses during 2006 is
approximately $3.4 million of compensation expense recorded pursuant to SFAS No. 123R, which was
adopted on January 1, 2006. General and administrative expenses as a percentage of revenue
decreased to approximately 12.0% during 2006 compared to approximately 13.6% during 2005.

Other Income and Expense — Other income and expense was $4.9 million of income during 2006
compared to $3.7 million of income during 2005, due to approximately $2.6 million of additional gains on
sales of assets in 2006. This increase was partially offset by approximately $1.4 million of decreased
other income, consisting primarily of decreased gains from foreign currency fluctuations and decreased
earnings from an unconsolidated joint venture.

Interest Expense and Income Taxes — Net interest expense increased from $6.0 million during
2005 to $13.3 million during 2006 due to the significant borrowings of long-term debt used to fund our
capital expenditure requirements and acquisitions during the periods. Our provision for income taxes
during 2006 increased to $52.5 million compared to $17.2 million during 2005, primarily due to increased
earnings.

Net income — Net income before discontinued operations was $99.9 million during 2006
compared to $34.8 million during 2005, an increase of $65.1 million. Net income per diluted share before
discontinued operations was $1.33 on 74,823,808 average diluted shares outstanding during 2006
compared to $0.48 on 72,136,964 average diluted shares outstanding in 2005.

During the fourth quarter of 2007, we sold our process services operation for approximately $58.7
million, net of certain adjustments. In addition, during the fourth quarter of 2006, we made the decision to
discontinue our Venezuelan fiuids and production testing businesses due to several factors, including the
changing political climate in that country. Net income from discontinued operations per diluted share
during 2006 was $0.03 compared to a net income per diluted share of $0.05 during 2005, primarily due to
decreased process services profitability fevels.

Net income was $101.9 million during 2006 compared to $38.1 million during 2005, an
increase of $63.8 million. Net income per diluted share was $1.36 on 74,823,808 average diluted
shares outstanding during 2006 compared to $0.53 on 72,136,964 average diluted shares outstanding
during 2005.

Divisional Comparisons

Fluids Division — Fluids Division revenues increased from $221.4 million during 2005 to $244.5
million during 2006, an increase of $23.2 million or 10.5%. This increase was primarily due to increased
product pricing and service activity, which more than offset the decreased production from our Lake
Charles calcium chloride manufacturing facility, which began operating at a reduced level beginning in
late 2005, due to the loss of a major raw material supplier.

Fluids Division gross profit increased significantly to $85.7 million during 20086, compared to $51.6
million during 2005, an increase of $34.2 million or 66.3%. Gross profit as a percentage of revenue
increased from 23.3% during 2005 to 35.0% during 2006. This increase was primarily due to the
increased prices, a more favorable mix of higher-margin products and services, and the sale of lower cost
inventory during the period. Inventory costs increased during 2006 for the Division's products and raw
materials.

Fluids Division income before taxes during 2006 totaled $60.9 million compared to $33.8 mitlion
during 2005, an increase of $27.1 million or 80.3%. This increase was generated by the $34.2 million
increase in gross profit discussed above, which was partially offset by approximately $5.5 million of
increased administrative expenses, approximately $0.7 million of decreased gains on sales of assets, and
approximately $0.9 million of decreased gains on foreign currency fluctuations.
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WA&D Division — WA&D Division revenues increased to $392.1 million during 2006 compared to
$201.1 million during 2005, an increase of $191.1 million or 95.0%. WA&D Division gross profit during
2006 totaled $115.8 million compared to $40.5 million during 2005, an increase of $75.3 million or
185.8%. WA&D Division income before taxes was $98.2 million during 2006 compared to $26.2 million
during 2005, an increase of $72.0 million or 274.9%.

The Division’s WA&D Services segment revenues increased to $298.2 million during 2006
compared to $141.9 million during 2005, an increase of $156.2 million or 110.1%. This increase was
primarily due to the increased well abandonment and decommissioning aclivity in the Guif of Mexico
region following the significant hurricanes during the third quarter of 2005 as well as the Division's
increased capacity to serve its customers. Approximately $67.8 million of this increase was from
increased work performed for Maritech, and was eliminated in consolidation. The Division anticipates
continued increased demand for its services, as operators repair or decommission damaged platforms
and pipelines and accelerate their abandonment and decommissicning plans due, in part, to the risk of
future storm damage and due to the increased insurance costs related to offshore assets. To increase its
capacity to provide services, the Division purchased the DB-1 derrick barge in February 2006, made

. extensive repairs and modifications to one of its existing vessels, and entered into arrangements to lease

three additional vessels: the Anna 1V, which was utilized from March to November 2006; the Orion, which
was leased beginning in July 2006; and the Achiever, which was leased heginning in September 2006.
These vessel leases have subsequently been terminated. The DB-1 was refurbished and it began
operating in July 2006. The Orion and the Achiever were placed in service beginning September and

' Qctober 2006, respectively. The March 2006 acquisition of the assets of Epic, a full service diving

operation, contributed approximately $59.3 miillion of revenues during 2006. Subsequent to the
acquisition of Epic, the Division purchased and subsequently refurbished a dynamically positioned dive
support vessel, which was renamed the Epic Diver, and refurbished two other Epic dive support vessels.

| Each of these vessels was placed in service during the first quarter of 2007, and they are expected to

contribute additional revenues in the future, The Epic acquisition allows the Division to provide additional

' services to its customers, including Maritech, and to supply a substantial portion of such services for

WAASD Services operations.

The WASD Services segment of the Division reported a $31.6 million increase in gross profit,
from $32.5 miillion during 2005 to $64.1 million during 2006. WA&D Services gross profit as a percentage
of revenues decreased to 21.5% during 2006 compared to 22.9% during 2005, primarily due to increased
operating expenses caused by weather disruptions. In addition, the WA&D Services segment incurred
certain expenses related to the expansion of its heavy lift vessel fleet and the refurbishment of one of its

~ existing heavy lift vessels and several of its dive support vessels. These increased costs were more than

offset by the overall increase in segment revenues, and hy diving and support operations, which
contributed $18.0 million of segment gross profit. The Division’s increased vessel fleet and the addition of
the Epic diving operations are expected to provide additional efficiencies in the future, as the Division
attempts to capitalize on the current market demand for its services.

WAA&D Services segment income before taxes increased to $51.0 million during 2006 compared
to $21.4 million during 2005, an increase of $29.6 million or 138.7%. This increase was due to the $31.6
million increase in gross profit described above, less approximately $2.0 million, primarily from increased

- administrative expenses, including the administrative expenses incurred during the year associated with

Epic's operations.

The Division's Maritech segment reported revenues of $167.8 million during 2006 compared to

- $65.2 million during 2005, an increase of $102.7 million or 157.6%. Approximately $73.0 million of this

increase was from increased production volumes primarily due to acquisitions of producing properties and
successful exploitation and development activities. During the third quarter of 2005, Maritech acquired

. producing oil and gas properties in three significant acquisitions. Beginning in the last half of the third
i quarter of 2005, production from a majority of Maritech’s producing propertizs, including its newly

acquired properties, was shut-in as a result of Hurricanes Katrina and Rita, which caused varying levels
of damage to the majority of its offshore production platforms and destroyed three of its platforms and one
of its production facilities. While the vast majority of Maritech's properties have resumed production, a

. small portion of Maritech’s daily production remains shut-in. In addition, Maritech’s revenues increased

approximately $28.1 million during 2006 as a result of higher realized oil and gas commaodity prices
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compared to the prior year period. Also, Maritech reported $1.5 million of increased prospect fee and
service revenue during the current year period. Realized naturaf gas prices during 2006 include the
impact of a natural gas swap derivative hedge contract that resulted in Maritech realizing a price of
$10.465/MMBtu throughout the year for a portion of its gas production. This derivative contract expired as
of December 31, 2006.

The Division’s Maritech segment reported gross profit of $59.5 million during 2006 compared to
$8.1 million during 2005, a $51.5 million increase. Maritech's gross profit as a percentage of revenues
also increased significantly during 2006 to 35.5% compared to 12.4% during 2005. The significant growth
in Maritech's production volumes—primarily resulting from the acquisitions completed during the third
quarter of 2005, plus the increased realized commodity prices discussed above—was partially offset by
approximately $51.2 million of increased operating expenses, including approximately $28.5 million of
increased depreciation, depletion, and accretion costs primarily associated with production from the newly
acquired and developed properties. This increase in operating expenses also includes approximately
$13.4 million of increased insurance premium costs and approximately $5.2 million of well intervention
costs and other hurricane damage repair costs, charged to earnings, which we believe will not be
reimbursed under our insurance coverage. Such costs were either incurred during the period or have
been reflected as increased decommissioning liabilities on our consolidated balance sheet. Partially
offsetting these increases, we included approximately $9.2 million of increased gain associated with
insurance claim proceeds in excess of the net carrying value of destroyed assets. In addition, during
2005, Maritech reported an impairment charge of approximately $1.9 million as required under successful
efforts accounting. The Division has completed most of the required repairs to its damaged platform
facilities, and has performed certain well intervention operations on wells associated with two of the three
destroyed platforms. Maritech is currently assessing the extent of the damages related to the third
destroyed platform, as well as the debris removal effort for each of the destroyed platforms.

The Division's Maritech segment reported income before taxes of $55.1 million during 2006
compared to $4.9 million during 2005, a $50.2 million increase. This increase was due to the $51.5 million
increase in gross profit discussed above and $3.0 million of increased gains on sales of properties
compared to the prior year period, partially offset by $4.3 million of increased administrative costs
associated with Maritech’s growth. i

Production Enhancement Division — Production Enhancement Division revenues increased $44.7
million during 2006 compared to 2005, from $87.1 million during 2005 to $131.8 million during 2006. This
51.4% increase was due to the increased revenues from the Division's Compressco and production
testing operations. The Division's production testing operations revenues increased by $30.7 million
during 2006 compared to 2005, due to the first quarter 2006 acquisition of Beacon, the increased activity
from its domestic customers, and from recent growth of its Latin American operations, including its
operation in Brazil. Compressco revenues increased by $14.1 million compared to the prior year, due to
its overall growth domestically, as well as in Canada and Mexico. Compressco continues to add to its
compressor fleet to meet the growing demand for its services.

Production Enhancement Division gross profit increased from $32.6 million during 2005 to $52.5
million during 2006, an increase of $19.9 million or 61.1%. Gross profit as a percentage of revenues also
increased, from 37.4% during 2005 to 39.8% during 20086, reflecting the acquisition of Beacon as well as
the increased demand for compressor and production testing services described above.

Income before taxes for the Production Enhancement Division increased 76.9%, from $22.1
million during 2005 to $39.1 million during 20086, an increase of $17.0 million. This increase was primarily
due to the increased gross profit discussed above, plus $0.1 million of increased gains from currency
fluctuation, less $2.9 millicn of increased administrative costs primarily associated with Beacon and
Compressco, plus $0.2 million of decreased gains on asset sales.

Corporate Qverhead — Corporate overhead includes corporate general and administrative
expenses, corporate depreciation and amortization, interest income and expense, and other income and
expense. Such expenses and income are not allocated to our operating divisions, as they relate to our
general corporate activities. Corporate overhead increased from $30.1 million during 2005 to $46.0 million
during 2006, primarily due to the 2006 acquisitions and the staff growth resulting from the expansion of its
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' existing businesses. This growth resulted in increased administrative costs of $8.7 million. The increase in

administrative costs resulted from $6.4 million of increased salary, incentive, benefit, and other
associated employee expenses, including $3.4 million of compensation expense required under SFAS
No. 123R; $0.9 million of increased professional fee expenses; and $1.3 million of increased office,
insurance, and other general expenses. Total estimated unrecognized compensation cost from unvested
stock options pursuant to SFAS No. 123R as of December 31, 2006 was approximately $10.0 million,
which is expected to be recognized over a weighted average period of approximately 3.0 years.
Corporate interest expense during 2006 increased by $7.2 million compared to 2005 due to the increased
outstanding balance of long-term debt, which was used to fund our capital expenditure program and the
acquisitions completed during the third quarter of 2005 and the first quarter of 2006.

Liquidity and Capital Resources

Over each of the past three years, we have utilized our operating cash flow and increased
borrowing capacity to aggressively grow our businesses, both through acquisitions as well as through our
internal capital expenditure plans. During this three year period, we have generated approximately $301.9
million of net cash flow from operating activities, $65.8 million of proceeds from asset sales and other

" investing activities, and $520.8 million of debt borrowings, which we used to fund approximately $525.5
" million of capital expenditures, $83.1 million of business acquisitions, and $311.2 million of debt

repayments. This growth strategy has resulted in us reporting total assets of approximately $1.3 billion
and total long-term debt outstanding of approximately $358.0 million as of December 31, 2007. During
2007, we invested a total of approximately $235.2 million in investing activities, including approximately
$276.1 million of cash capital expenditures; approximately $14.5 million for acquisitions, including the
purchase of the EQOT operation and a fluids transfer operation; and net of approximately $55.3 million
from the disposal of our process services operation. To fund a portion of this growth, we increased our
borrowings under our revolving credit facility. Our outstanding long-term debt facility is scheduled to
mature no earlier than 2011. We anticipate capital expenditure activity in 2008 of over $280 million, much
of which will help further grow our operations. We continue to generate increased operating cash flow
from each of our operating divisions, which we plan to use to fund a majerity of these anticipated capital
expenditures. Cash flow in excess of our capital expenditures will be used principally to reduce the
outstanding balance under our credit facility, which was approximately $170.5 million as of February 28,
2008. We have additional borrowing capacity of approximately $104.0 millicn as of February 28, 2008,
and believe we have various options to additionally expand our capital resources should the need arise.

Operating Activities — Despite greatly reduced earnings during 2007, cash flow generated by

' operating activities totaled approximately $209.0 million, due to the significant non-cash charges for

depreciation, oil and gas property impairments, the reversal of anticipated insurance recoveries, and
other non-cash charges during the year. Operating cash flow during 2007 increased significantly
compared to the prior year, as 2006 operating cash flow was net of approximately $41.5 million of cash

. expended for increased inventory volumes and costs, and approximately $85.6 miilion of increased

accounts receivable, due largely to increased amounts pursuant to insured hurricane repair costs. Future
operating cash flow is also largely dependent upon the level of oil and gas industry activity, particularly in
the Gulf of Mexico region of the U.S. Our increased revenues from existing businesses during 2007
reflect the increased demand for a majority of our products and services, and we expect that such
demand will continue to be relativety high during 2008. The operating cash flow impact from this
increased demand is expected to be limited or partially offset, however, by the increased product,
cperating, and administrative costs required to deliver our products and services and our equipment and
personnel capacity constraints.

Through December 31, 2007, we have expended approximately $125.7 million for well
intervention and repair work on certain Maritech wells and platforms that were damaged or destroyed as
a result of Hurricanes Katrina and Rita in 2005. We estimate that remaining storm related repairs,
primarily the remaining well intervention and debris removal costs associated with three destroyed
platforms, will result in approximately $50 to $70 million of additional costs, which are expected to be
incurred in 2008 and beyond. Approximately $86.9 million of the repair and well intervention costs
previously expended and submitted to insurance have been reimbursed; however, our insurance

» underwriters have continued to maintain that certain well intervention and repair costs do not qualify as
covered costs under the policies. In addition, the underwriters have maintained that there is no additional
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coverage provided under an endorsement we oblained in August 2005 for the cost of removal of these
platforms or for other damage repairs on certain properties in excess of the insured values provided by
our property damage policy. After continuing to provide requested information to the underwriters
regarding the damaged wells, and having numerous discussions with the underwriters, brokers, and
insurance adjusters, we have yet to receive the requested reimbursement for these contested costs. In
late 2007, we filed a lawsuit against the underwriters in an attempt to collect the reimbursement for these
well intervention costs incurred as well as future well intervention and debris removal costs to be incurred.
Woe continue to believe that these costs are covered costs pursuant to the policies. However, during the
fourth quarter of 2007, we reversed the anticipated insurance recoveries previously included in estimating
Maritech's decommissioning liability, increasing the decommissioning liability to $48.4 million to reflect the
well intervention work to be performed, assuming no insurance reimbursements will be received. In
addition, we reversed a portion of cur anticipated insurance recoveries previously included in accounts
receivable associated with certain damage repair costs incurred, resulting in a $13.5 million charge to
operating expense, as the amount and timing of further reimbursements of these costs from our
insurance providers are now also indeterminable. If we successfully collect reimbursements from our
insurance providers, such reimbursements will be credited to operations in the periods collected.

Future operating cash flow will also be affected by the oil and gas prices received for Maritech’s
production. During 2007 and early 2008, following recent acquisitions and exploitation and development
drilling operations that have increased its oil and gas production levels, Maritech entered into additional
oil and gas derivative transactions, some of which extend through 2010, that are designated to hedge a
portion of Maritech's operating cash flows from risks associated with the fluctuating prices of oil and
natural gas.

Future operating cash flow will also be affected by the timing and amount of expenditures
required for the plugging, abandonment, and decommissioning of Maritech’s oil and gas properties. The
third party discounted fair value, including an estimated profit, of Maritech’s decommissioning liability as
of December 31, 2007 totals $195.6 million ($221.6 million undiscounted}. During 2007, we performed
plugging, abandonment and decommissioning operations on a significant number of Maritech’s
properties, extinguishing approximately $32.9 million of Maritech’s decommissioning liability. The cash
outflow necessary to extinguish the remainder of Maritech’'s decommissioning liability is expected to occur
over several years, shortly after the end of each property’s productive life. The amount and timing of
these cash outflows is estimated based on expected costs, as well as the timing of future oil and gas
production and the resulting depletion of Maritech's oil and gas reserves. Such estimates are imprecise
and subject to change due to changing cost estimates, commodity prices, revisions of reserve estimates,
and other factors. During 2007, Maritech adjusted its decommissioning liability by approximately $59.4
million, either based on the cost it incurred for work performed during the year, or related to adjusted
estimates of the cost of future work to be performed. In addition, Maritech increased its decommissioning
liability associated with the three offshore platforms which were destroyed during the 2005 hurricanes.
Maritech estimates that future well intervention and debris removal activity associated with these
destroyed platforms will cost approximately $48.4 million. Actual costs could exceed these estimates due
to the non-routine nature of this work.

Maritech’s estimated decommissioning liability is net of amounts allocable to joint interest owners
and any contractual amounts to be paid by the previous owners of the properties. In some cases, the
previous owners are contractually obligated to pay Maritech a fixed amount for the future well
abandonment and decommissioning work on these properties as the work is performed, partially
offsetting Maritech’s future obligation expenditures. As of December 31, 2007, Maritech’s total
undiscounted decommissioning obligation is approximately $276.4 million and consists of Maritech's
liability of $221.6 million, plus approximately $54.8 million, which is contractually required to be
reimbursed to Maritech pursuant to such contractual arrangements with the previous owners.

Investing Activities — During 2007, we expended approximately $276.1 million of cash for capital
expenditures, including the purchase of oil and gas properties, and approximately $14.5 million of net
cash for acquisitions, for a total of $290.6 million. In the fourth quarter of 2007, we paid approximately
$56.2 million, subject to further adjustment, for Maritech’s acquisition of oil and gas properties from
Cimarex Energy (the Cimarex Properties). A majority of the productive properties will begin production in
mid-2008 following the completion of a connecting pipeline and the hookup of six subsea wells. Maritech
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is constructing this connecting pipeline, at an estimated cost of $26.9 million, which will also serve other
producing properties operated by third parties. In January 2008, we paid approximately $13.5 million,
subject to further adjustment, for Maritech's acquisition of oil and gas properties from Stone Energy
Company. In December 2007, we entered into an agreement to sell a portion of Maritech’s interest in
certain of the newly acquired Cimarex Properties for cash, and such sale is expected to close as early as
March 2008. In April 2007, we acquired a fluids transfer service operation in exchange for $8.5 million
paid at closing, with additional consideration of up to $2.5 million to be paid based on revenues generated
by the acquired operation over the next two years. In September 2007, we also acquired the assets and
operations of EQT, an onshore and offshore cutting tools operation, for $6.1 million paid at closing, with
an additional $1.0 million to be paid over the next two years. Each of the above transactions was primarily
funded by long-term borrowings from our revolving bank credit facility. In December 2007, we sold our
process services operation, which we identified as not a strategic part of our core operations. The sale
generated available cash of approximately $55.3 million, offsetting a large portion of the capital
expenditure activity discussed above, and resulting in net cash expended on investing activities of

$235.2 million.

Total cash capital expenditures of approximately $276.1 million during 2007 included
approximately $203.0 million by our WA&D Division. Approximately $178.4 million was expended by the
Division's Maritech subsidiary, primarily related to acquisition and development expenditures on its
offshore il and gas properties. In addition, our WA&D Division expended approximately $29.7 million
relating to the WA&D Services segment operations, primarily for construction and refurbishment costs on
three dive support vessels, which were placed in service during the first quarter of 2007. The Production
Enhancement Division spent approximately $46.2 million, consisting of approximately $23.7 million
related to Compressco compressor fleet expansion, and approximately $22.5 million to replace and
enhance a portion of the production testing equipment fleet. The Fluids Division reflected approximately
$18.9 million of capital expenditures, primarily related to plant expansion projects during the year and the

. initial phase of the El Dorado calcium chloride plant project. Corperate capital expenditures were

approximately $8.0 million.

During the past two years, we have expended an aggregate of $531.6 million on cash capital
expenditures and acquisitions. Of this amount, approximately $248.7 million, or 46.8%, has been for the

" acquisition, development and exploitation of Maritech oil and gas properties, and has resulted in

significantly increased Maritech revenues and cash flows. The December 2007 acquisition of the Cimarex

. Properties provides Maritech with a significant portfolio of development prospects, which it intends to

| exploit in the years ahead. In addition to its continuing capital expenditure program, Maritech also

' continues to pursue the purchase of additional producing oil and gas properties as part of cur strategy to
support our WA&D Services operations and to provide additional exploitation and development
opportunities. While future purchases of such properties may also be primarily funded through the
assumption of the associated decommissioning liabilities, the transactions may also involve the payment

“ or receipt of cash at closing or the receipt of cash when associated well abandonment and
decommissioning work is performed in the future.

We plan to expend over $280.0 million on additional capital additions during 2008, including

| Maritech’s development program. The significant majority of such planned capital expenditures is related

. to identified opportunities to grow and expand our existing businesses, and may be postponed or
cancelled as conditions change. Projects planned during 2008 include the continuing development of our
El Dorado, Arkansas calcium chioride facility and the expansion of the West Memphis, Arkansas

| brominated fluids production facility, plans which over the next three years are expected to total

| approximately $103.0 million. Also, we have begun the construction of a new corporate headquarters
building located in The Woodlands, Texas, which is expected to cost approximately $39.2 million. Our
growth strategy continues to include the pursuit of suitable acquisitions or opportunities to establish

| operations in additional niche oil and gas service markets. To the extent we consummate a significant
acquisition, our liquidity position will be affected. We expect to fund cur 2008 capital expenditure activity

. through cash flows from operaticns and from our bank credit facility. Should additional capital be required,
we believe that we have the ability to raise such capital through the issuance of additional debt or equity.




Financing Activities — To fund our capital and working capital requirements, we may supplement
our existing cash balances and cash flow from operating activities as needed from long-term borrowings,
short-term borrowings, equity issuances, and other sources of capital. We have a revolving credit facility
with a syndicate of banks, pursuant to a credit facility agreement which was amended in June 2006 and
December 2006 (the Restated Credit Facility). As of February 28, 2008, following the January acquisition
of additional Maritech oil and gas properties, we had an outstanding balance of $170.5 million, and $25.5
million in letters of credit and guarantees against the $300 million revolving credit facility, leaving a net
availability of $104.0 million.

The Restated Credit Facility, which is scheduled to mature in 2011, is unsecured and guaranteed
by certain of our material domestic subsidiaries. Borrowings generally bear interest at the British Bankers
Association LIBOR rate plus 0.50% to 1.25%, depending on one of our financial ratios. As of December
31, 2007, the average interest rate on the outstanding balance under the credit facility was 5.76%. We
pay a commitment fee ranging from 0.15% to 0.30% on unused portions of the facility. The Restated
Credit Facility agreement contains customary covenants and other restrictions, including certain financial
ratio covenants, and includes limitations on aggregate asset sales, individual acquisitions, and aggregate
annual acquisitions and capital expenditures. Access to our revolving credit line is dependent upon our
ability to comply with certain financial ratic covenants set forth in the Restated Credit Facility agreement.
Significant deterioration of the financial ratios could result in a default under the Restated Credit Facility
agreement and, if not remedied, could result in termination of the agreement and acceleration of any
outstanding balances under the facility prior to 2011. The Restated Credit Facility agreement also
includes cross-default provisions relating to any other indebtedness greater than a defined amount. If any
such indebtedness is not paid or is accelerated and such event is not remedied in a timely manner, a
default will occur under the Restated Credit Facility. We were in compliance with all covenants and
conditions of our credit facility as of December 31, 2007. Our continuing ability to comply with these
financial covenants centers largely upon our ability to generate adequate cash flow. Historically, our
financial performance has been more than adequate to meet these covenants, and we expect this trend
to continue.

In September 2004, we issued and sold through a private placement $55 million in aggregate
principal amount of Series 2004-A Senior Notes and 28 miltion Euros (approximately $41.2 million
equivalent at December 31, 2007) in aggregate principal amount of Series 2004-B Senior Notes pursuant
to a Master Note Purchase Agreement. The Series 2004-A Senior Notes bear interest at a fixed rate of
5.07% and mature on September 30, 2011. The Series 2004-B Senior Notes bear interest at a fixed rate
of 4.79% and alsc mature on September 30, 2011. tn April 2006, we issued and sold through a private
placement, $90.0 million in aggregate principal amount of Series 2006-A Senior Notes pursuant to our
existing Master Note Purchase Agreement dated September 2004, as supplemented (the Series 2006-A
Senior Notes, together with the Series 2004-A Senior Notes and Series 2004-B Senior Notes are
collectively referred to as the Senior Notes). Interest on the 2004-A and 2004-B Senior Notes is due
semiannually on March 30 and September 30 of each year. The Series 2008-A Senior Notes bear interest
at the fixed rate of 5.90%, and mature on April 30, 2016. Interest on the 2006-A Senior Notes is due
semiannually on April 30 and October 30 of each year. Pursuant to the Master Note Purchase
Agreement, as supplemented, the Senior Notes are unsecured and guaranteed by substantially all of our
wholly owned subsidiaries. The Master Note Purchase Agreement contains customary covenants and
restrictions, requires us to maintain certain financial ratios and contains customary default provisions, as
well as cross-default provisions relating to any other indebtedness of $20 million or more. We were in
compliance with all covenants and conditions of our Senior Notes as of December 31, 2007. Upon the
occurrence and during the continuation of an event of default under the Master Note Purchase
Agreement, the Senior Notes may become immediately due and payable, either automatically or by
declaration of holders of more than 50% in principal amount of the Senior Notes outstanding at the time.

In May 2004, we filed a universal acquisition shelf registration statement on Form S-4 that permits
us to issue up to $400 million of common stock, preferred stock, senior and subordinated debt securities,
and warrants in one or more acquisition transactions that we may undertake from time to time. As part of
our strategic plan, we evaluate opportunities to acquire businesses and assets and intend to consider
attractive acquisition opportunities, which may involve the payment of cash or the issuance of debt or
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equity securities. Such acquisitions may be funded with existing cash balances, funds under our credit
facility, or securities issued under our acquisition shelf registration on Form S-4.

In addition to the aforementioned revolving credit facility, we fund our short-term liquidity
requirements from cash generated by operations, short-term vendor financing and, to a lesser extent,
from leasing with institutional leasing companies. We believe we have the ability to generate additional

| capital to fund our capital expenditure plans through the issuance of additional debt or equity.

In January 2004, our Board of Directors authorized the repurchase of up to $20 million of our
common stock. During 2006 and 2007, we made no purchases of our common stock pursuant to this
' authorization. During 2005, we purchased 130,950 shares of our common stock at a cost of
approximately $2.4 million pursuant to this authorization. We also received $12.1 million, $11.4 million
and $10.5 million during 2007, 2006 and 2005, respectively, from the exercise of stock options by
employees.

Contractual Obligations
The table below summarizes our contractual cash obligations as of December 31, 2007:

Payments Due

Total 2008 2009 2010 2011 2012 Thereafter
(In Thousands)

' Long-term debt $ 358,024 § - 3 - 3 - $268024 % - % 90,000
Interest on debt 96,578 19,965 19,965 19,965 13,687 5,310 17,676
Purchase obligations 247,250 19,378 13,622 11.875 11,875 11,875 178,625

| Decommissioning and other

asset retirement obligations'” 199,506 28,593 68,947 20,446 9,230 25,816 46,474
Operating leases 14,321 6,715 3,280 2,008 1,415 766 137

. Total contractual
' cash obligations®® $ 915679 $74651 $ 105814 $54294 § 304241 §$43767 $ 332012

" pecommissioning liabilities related to oil and gas properties generally must be satisfied with n twelve months after a property's
lease expires. Lease expiration generally occurs six months after the last producing well on the lease ceases production. We
have estimated the timing of these payments based upon anticipated lease expiration dates, which are subject to many changing
variables, including the estimated life of the producing cil and gas properties, which is affected by changing oil and gas
commodity prices. The amounts shown represent the estimated fair values as of December 31, 2007.

@ Amounts exclude other long-term liabilities reflected in our Consolidated Balance Sheel that do not have known payment
streams. These excluded amounts include approximately $5.3 million of liabilities under FASB Interpretation No. 48, “Accounting
for Uncertainty in Income Taxes,” as we are unable to reasonably estimate the ultimate amount or timing of settlements. See
“Note F — Income Taxes,” in the Notes to Consolidated Financial Statements for further discussion.

Off Balance Sheet Arrangements

| An “off balance sheet arrangement” is defined as any contractual arrangement to which an entity
that is not consolidated with us is a party, under which we have, or in the future may have:

= any obligation under a guarantee contract that requires initial recognition and measurement
| under U.S. Generally Accepted Accounting Principles;

' « aretained or contingent interest in assets transferred to an unconsolidated entity or similar
arrangement that serves as credit, liquidity, or market risk support to that entity for the
transferred assets;

+ any obligation under certain derivative instruments; or

e any obligation under a material variable interest held by us in an unconsolidated entity that
provides financing, liquidity, market risk or credit risk support to us, or engages in leasing,
hedging, or research and development services with us.

As of December 31, 2007 and 2008, we had no “off balance sheet arrangements” that may have
a current or future material affect on our consolidated financial condition or results of operations.
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Commitments and Contingencies

Litigation — We are named defendants in several lawsuits and respondents in certain
governmental proceedings arising in the ordinary course of business. While the outcome of lawsuits or
other proceedings against us cannot be predicted with certainty, management does not expect these
matters to have a material adverse impact on the financial statements.

As previously disclosed, our Maritech subsidiary incurred significant damage as a result of
hurricanes Katrina and Rita. Although portions of the well intervention costs previously expended on
these facilities and submitted to our insurers have been reimbursed, our insurance underwriters have
continued to maintain that well intervention costs for certain of the damaged wells do not qualify as
covered costs and that certain well intervention costs for qualifying wells are not covered under the
policies. In addition, the underwriters have also maintained that there is no additional coverage provided
under an endorsement we obtained in August 2005 for the cost of removal of these platforms and for
other damage repairs on certain properties in excess of the insured values provided by our property
damage policy. On November 16, 2007, we filed a lawsuit in the 359™ Judicial District Court, Montgomery
County, Texas, entitlied Maritech Resources, Inc. v. Certain Underwriters and Insurance Companies at
Lioyd's, London subscribing to Policy no. GA011150U and Steege Kingston, in which we are seeking
damages for breach of contract and various related claims and a declaration of the extent of coverage of
an endorsement to the policy. We cannot predict the outcome of this lawsuit; however, the ultimate
resclution could have a significant impact upon our future operating cash flow.

Environmental - One of our subsidiaries, TETRA Micronutrients, Inc. (TMI}, previously owned
and operated a production facility located in Fairbury, Nebraska. TMI is subject to an Administrative Order
on Consent issued to American Microtrace, Inc. (n/k/a/ TETRA Micronutrients, Inc.) in the proceeding
styled /n the Matter of American Microtrace Corporation, EPA 1.D. No. NED00610550, Respondent,
Docket No. Vil-98-H-0016, dated September 25, 1998 (the Consent Order}, with regard to the Fairbury
facility. TMI is liable for future remediation costs at the Fairbury facility under the Consent Order; however,
the current owner of the Fairbury facility is responsible for costs associated with the closure of that facility.
We have reviewed estimated remediation costs prepared by our independent, third-party environmental
engineering consultant, based on a detailed environmental study. The estimated remediation costs range
from $0.6 million to $1.4 million. Based upon our review and discussions with our third-party consultants,
we established a reserve for such remediation costs which is included in other long-term liabilities in the
accompanying consolidated balance sheets. As of December 31, 2007, and following the performance of
certain remediation activities at the site, the amount of the reserve for these remediation costs, included
in current liabilities, is approximately $0.5 million. The reserve will be further adjusted as information
develops or conditions change.

We have not been named a potentially responsible party by the EPA or any state environmental
agency.

Product Purchase Obligations — In the normal course of our Fluids Division operations, we enter
into supply agreements with certain manufacturers of various raw materials and finished products. Some
of these agreements have terms and conditions that specify a minimum or maximum level of purchases
over the term of the agreement. Other agreements require us to purchase the entire output of the raw
material or finished product produced by the manufacturer. Our purchase obligations under these -
agreements apply only with regard to raw materials and finished products that meet specifications set
forth in the agreements. We recognize a liability for the purchase of such preducts at the time we receive
them. During 2006, we significantly increased our purchase obligations as a result of the execution of a
long-term supply agreement with Chemtura Corporation, and the amendment of a previous supply
agreement. Under the amended agreement with the previous supplier, we remained committed to
purchase certain volumes of product through 2008. In December 2007, we were released from these
further purchases pursuant to an agreement terminating the amended agreement in exchange for our
agreement to pay $9.3 million in five installments during 2008 and early 2009. As of December 31, 2007,
the aggregate amount of the fixed and determinable portion of the purchase obligation pursuant to our
Fluids Division's supply agreements, including the 2008 buyout installments discussed above, was
approximately $247.3 million, extending through 2029.
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Insurance Contingencies — Through December 31, 2007, we have expended approximately $47.8

million of well intervention work on certain wells associated with three Maritech offshore platforms which
~ were destroyed as a result of Hurricanes Katrina and Rita in 2005. We estimate that future well
| intervention efforts related to these destroyed platforms, including platform debris removal, will result in
i approximately $48.4 million of additional costs. Approximately $28.6 million of the well intervention costs
previously expended and submitted to insurance have been reimbursed; however, our insurance
underwriters have continued to maintain that well intervention costs for certain of the damaged wells do
not qualify as covered costs and that certain well intervention costs for qualifying wells are not covered
under the policy. In addition, the underwriters have also maintained that there is no additional coverage
provided under an endorsement we obtained in August 2005 for the cost of removal of these platforms or
for other damage repairs on certain properties in excess of the insured values provided by our property
damage policy. After continuing to provide requested information to the uncerwriters regarding the
damaged wells, and having numerous discussions with the underwriters, wa have yet to receive the
requested reimbursement for these contested costs. In late 2007, we filed a lawsuit against the
underwriters in an attempt to collect the reimbursement for these well intervention costs incurred as well
as future well intervention and debris removal costs to be incurred. We continue to believe that these
costs are covered costs pursuant to the policies. However, during the fourth quarter of 2007, we reversed
the anticipated insurance recoveries previously included in estimating Maritech’'s decommissioning
liability, increasing the liability to $48.4 million to reflect the well intervention work to be performed,
assuming ne insurance reimbursements will be received, as the amount and timing of further
reimbursements from our insurance providers are now indeterminable,

If we successfully collect reimbursements from our insurance providers, such reimbursements will
be credited to operations in the period collected. In addition, in the event that our actual well intervention
costs are more or less than the associated decommissioning liabilities, as adjusted, the difference may be
reported in income in the period in which the work is performed.

In October 2005, one of our drilling rig barges was damaged by a fire, and a ¢laim was submitted
pursuant to our insurance coverage. The drilling rig barge was repaired during 2006 for a cost of
approximately $8.4 million. In January 2007, we collected approximately $2.1 million of insurance
reimbursements as a result of our claim for the repair costs incurred. In February 2007, we received a
notice from our insurance underwriters, stating that they consider that approximately $3.7 million of this
claim is not covered under the applicable policy. We have reviewed the underwriters’ position with regard
to this claim, and believe it is without merit. In August 2007, the underwriters responded to our position
| with regard to this ctaim, requested additional information on a portion of the remaining costs incurred,

and agreed to continue discussions. In September 2007, we met with underwriters to discuss the claim
and delivered the additional requested information, and we are currently awaiting any further questicns.
As of December 31, 2007, approximately $4.3 million is included in our accounts receivable associated
t with the repair costs incurred for this asset, as such costs are considered probable of being reimbursed
' pursuant to our applicable insurance policy. This amount is net of the approximately $2.1 million of
- insurance reimbursements received, and approximately $2.0 million of costs that were charged to
expense during 2007. We continue to work with the underwriters to pursue reimbursement of our
| repair costs.

Other Contingencies — Related to its acquired interests in cil and gas properties, our Maritech
subsidiary estimates the third party fair values (including an estimated profit} to plug and abandon wells,
decommission the pipelines and platforms, and clear the sites, and uses these estimates to record

| Maritech’s decommissioning liabilities, net of amounts allocable to joint interast owners and any amounts
contractually agreed to be paid in the future by the previous owners of the properties. In some cases,
previous owners of acquired oil and gas properties are contractually obligated to pay Maritech a fixed
amount for the future well abandonment and decommissioning work on these properties as such work is
performed. As of December 31, 2007, Maritech’s decommissioning liabilities are net of approximately
|$54.8 million for such future reimbursements from these previous owners.

In March 2006, we acquired Beacon, a production testing operation, for approximately $15.6
million patid at closing and an additional $0.5 million to be paid, subject to adjustment, over a three year
|period through March 2009. In addition, the acquisition provides for additional contingent consideration of
up to $19.1 million to be paid in March 2009, depending on the average of Beacon's annual pretax resuits




of operations over the three year period following the closing date through March 2009. Through
December 31, 2007, we have estimated the amount of Beacon's pretax results of operations (as defined
in the agreement) to date since the acquisition and have determined that this amount is less than the
amount required to generate a payment pursuant to this contingent consideration provision. Any amount
payable pursuant to this contingent consideration provision will be reflected as a liability as it becomes
fixed and determinabie at the end of the three year period.

Recently Issued Accounting Pronouncements

In December 2007, the FASB published Statement of Financial Accounting Standard (SFAS) No.
141R, “Business Combinations,” which established principles and requirements for how an acquirer of a
business (1) recognizes and measures in its financial statements the identifiable assets acquired, the
liabilities assumed, and any noncontrolling interest in the acquiree; (2) recognizes and measures the
goodwill acquired in the business combination or a gain from a bargain purchase; and (3) determines
what information to disclose to enable users of the financial statements to evaluate the nature and
financial effects of the business combination. SFAS No. 141R changes many aspects of the accounting
for business combinations, and is expected to significantly impact how we account for and disclose future
acquisition transactions. SFAS No. 141R applies prospectively to business combinations for which the
acquisition date is on or after the beginning of the first annual reporting period beginning on or after
December 15, 2008.

tn December 2007, the FASB published SFAS No. 160, “Noncontrolling Interests in Consolidated
Financial Statements — an amendment of ARB No. 51,” which establishes accounting and reporting
standards for the noncontrolling interest in a subsidiary and for the deconsolidation of a subsidiary. It
clarifies that a noncontrolling interest in a subsidiary is an ownership interest in the consolidated entity
that shou!d be reported as equity in the consolidated financial statements. SFAS No. 160 is effective for
fiscal years, and interim periods within those fiscal years, beginning on or after December 15, 2008. We
are currently evaluating the impact, if any, the adoption of SFAS No. 160 will have on our financial
position and results of operations.

In February 2007, the FASB published SFAS No. 159, “The Fair Value Option for Financial
Assets and Financial Liabilities,” which permits entities to choose to make an irrevocable election at
specific election dates to measure most financial assets and financial liabilities at fair value. The fair value
option may be elected on an instrument-by-instrument basis, with a few exceptions, as long as it is
applied to the instrument in its entirety. Changes in fair value would be recorded to eamnings. SFAS No.
159 applies to fiscal years beginning after November 15, 2007, with early adoption permitted for an entity
that has also elected to apply the provisions of SFAS No. 157. Currently, we have elected not to adopt
the fair value option provision allowed under SFAS No. 158.

In September 2006, the FASB published SFAS No. 157, “Fair Value Measurements,” which
defines fair value, establishes a framework for measuring fair value in generally accepted accounting
principles, and expands disclosures about fair value measurements. SFAS No. 157 applies under other
accounting pronouncements that require or permit fair value measurements. SFAS No. 157 establishes a
fair value hierarchy and requires disclosure of fair value measurements within that hierarchy. SFAS No.
157 is effective for financial statements issued for fiscal years beginning after November 15, 2007, and
interim periods within those fiscal years. The adoption of SFAS No. 157 is not expected to have a
material impact on our financial statements, but will result in additional disclosures related to the use of
fair values in the financial statements.
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Item 7A. Quantitative and Qualitative Disclosures about Market Risk.
Interest Rate Risk

Any balances outstanding under the floating rate portion of our bank credit facility are subject to
. market risk exposure related to changes in applicable interest rates. We borrow funds pursuant to our
bank credit facility as necessary to fund our capital expenditure requirements and certain acquisitions.
These instruments carry interest at an agreed-upon percentage rate spread above LIBOR. Based on the
balances of floating rate debt outstanding as of December 31, 2007, each increase of 100 basis points in
' the LIBOR rate would result in a decrease in earnings of approximately $1,079,000.

The following table sets forth, as of December 31, 2007 and 2006, our cash flows for the
outstanding principal balances of our long-term debt obligations (which bear a variable rate of interest}
and weighted average effective interest rates by their expected maturity dates. We currently are not a
party to an interest rate swap contract or other derivative instrument designed to hedge our exposure to
interest rate fluctuation risk.

Expected Maturity Date Fair
Market
| 2008 2009 2010 2011 2012 Thereafter Total Value
: {In Thousands, Except Percentages)
As of December 31, 2007
Long-term debt:
! U.S. dollar variable rate $ - % - & - $160000 § - % - $160,000 $ 160,000
" Euro variable rate (in $US) - - - 11,783 - - 11,783 11,783
, Weighted average
interest rate - - - 5.758% - - 5.758% -
Variable to fixed swaps - - - - - - - -
Fixed pay rate - - - - - - - -
! Variable receive rate - - - - - - - -
Expected Maturity Date Fair
Market
; 2007 2008 2009 2010 2011 Thereafter Total Value

(In Thousands, Except Percentages)
As of December 31, 2006
Long-term debt:

9,242

U.S. dollar variable rate $5 - $ - % - % - $145000 §% - $145000 $ 145,000
Euro variable rate (in $US) - - - - 9,242 - 9,242

| Weighted average

' interest rate - - - - 5.883% - 5.883%

Variable to fixed swaps - - - - - - -
Fixed pay rate - - - - - - -
Variable receive rate - - - - - - -

Exchange Rate Risk

| We are exposed to fluctuations between the U.S. dollar and the Euro with regard to our Euro-
denominated cperating activities and related long-term Euro denominated debt. In September 2004, we

_borrowed Euros to fund the acquisition of our European calcium chioride assets. We entered intc long-

! term Euro-denominated borrowings, as we believe such borrowings provide a natural currency hedge for
our Euro-based operating cash flow. We also have exposure related to operating receivables and
payables denominated in Euros as well as other currencies; however, such transactions are not pursuant

1 to long-term contract terms, and the amount of such foreign currency exposure is not determinable or

rconsidered material.
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The following table sets forth as of December 31, 2007 and 2006, our cash flows for the
outstanding principal balances of our long-term debt obligations which are denominated in Eurcs. This
information is presented in U.S. dollar equivalents. The table presents principal cash flows and related
weighted average interest rates by their expected maturity dates. As described above, we utilize the long-
term borrowings detailed in the following table as a hedge to our investment in our acquired foreign
operations and, currently, we are not a party to a foreign currency swap contract or other derivative
instrument designed to further hedge our currency exchange rate risk exposure. Our exchange rate risk
exposure related to these borrowings will generally be offset by the offsetting fluctuations in the value of
the related foreign investment.

Expected Maturity Date Fair
Market
2008 2009 2010 2011 2012 Thereafter Total Value

{In Thousands, Except Percentages)
As of December 31, 2007
Long-term debt;

Euro variable rate (in $US) $ - % - 3 - $11783 § - 3 - $11,783 3% 11,783
Euro fixed rate (in $US} - - - 41,241 - - 41,241 41,494
Weighted average

interest rate - - - 4.953% - - 4.953% -

Variable to fixed swaps - - - - - - - -
Fixed pay rate - - - - - - - -
Variable receive rate - - - - - - . -

Expected Maturity Date Fair
Market
2007 2008 2009 2010 2011 Thereafter  Total Value

{In Thousands, Except Percentages)
As of December 31, 2006
Long-term debt:

Euro variable rate (in $US) $ - 8 - 8 - % - $ 9242 § - % 9242 § 9,242
Euro fixed rate (in $US) - - - - 36,969 - 36,969 37,223
Weighted average

interest rate - - - - 4.693% - 4.693% -

Variable to fixed swaps - - - - - - - -
Fixed pay rate - - - - - L - -
Variable receive rate - - - - - - - -

Commodity Price Risk

We have market risk exposure in the pricing applicable to our cil and gas production. Realized
pricing is primarily driven by the prevailing worldwide price for crude oil and spot prices in the U.S. natural
gas market. Historically, prices received for oil and gas production have been volatile and unpredictable,
and such price volatility is expected to continue. Our risk management activities involve the use of
derivative financial instruments, such as swap agreements, to hedge the impact of market price risk
exposures for a portion of our oil and gas production. We are exposed to the volatility of oil and gas prices
for the portion of our oil and gas production that is not hedged. Net of the impact of the crude oil hedges
as of December 31, 2007 described below, each $1 per barrel decrease in future crude oil prices would
result in a decrease in after tax earnings of $445,000. Each decrease in future gas prices of $0.10 per
Mcf would result in a decrease in after tax earnings of $453,000.

FASB Statement No. 133, “Accounting for Derivative Instruments and Hedging Activities,”
requires companies to record derivatives on the balance sheet as assets and liabilities, measured at fair
value. Gains or losses resulting from changes in the values of those derivatives are accounted for
depending on the use of the derivative and whether it qualifies for hedge accounting. As of December 31,
2007 and 2008, we had the following cash flow hedging swap contracts outstanding relating to a portion
of our Maritech subsidiary’s oil and gas production:
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Commodity Contract Daily Volume Contract Price Contract Term

December 31, 2007

Oil swap 700 barrels/day $61.75/barrel January 1, 2008 - December 31, 2008
Oil swap 800 barrels/day $60.75/barrel January 1, 2008 - December 31, 2008
Qil swap 1,000 barrels/day $68.06/barrel January 1, 2008 - December 31, 2008
Qil swap 1,000 barrels/day $74.35/barrel January 1, 2008 - December 31, 2008
Qil swap 500 barrels/day $68.23/barrel January 1, 2009 - December 31, 2009
Qil swap 500 barrels/day $68.32/barrel January 1, 2009 - December 31, 2009
Qil swap 500 barrels/day $68.05/barrel January 1, 2009 - December 31, 2009
Qil swap 500 barrels/day $68.22/barrel January 1, 2009 - December 31, 2009
Qil swap 500 barrels/day $71.50/barrel January 1, 2009 - December 31, 2009
Oil swap 1,000 barrels/day $70.75/barrel January 1, 2010 - December 31, 2010
Natural gas swap 4,500 MMBtu/day $8.470/MMBtu  January 1, 2008 - December 31, 2008
Natural gas swap 3,000 MMBtu/day $8.450/MMBtu  Januarv 1, 2008 - December 31, 2008
December 31, 2006

Oil swap 700 barrels/day $63.75/barrel January 1, 2007 - December 31, 2007
Oil swap 800 barrels/day $63.25/barrel January 1, 2007 - December 31, 2007
Qil swap 500 barrels/day $65.40/barrel January 1, 2007 - December 31, 2007
Qil swap 700 barrels/day $61.75/barre! January 1, 2008 - December 31, 2008
Oil swap 800 barrels/day $60.75/barrel January 1, 2008 - December 31, 2008

In January and February 2008, we entered into certain natural gas swap contracts, covering a
total of 15,000 MMBtu/day from February to December 2008, with an average contract price of
$8.318/MMBtu. In addition, we entered into certain natural gas swap contracts, covering a total of 15,000
- MMBtu/day for 2009, with an average contract price of $8.585/MMBtu.

Each oil and gas swap contract uses the NYMEX WTI (West Texas Intermediate) oil price and
the NYMEX Henry Hub natural gas price as the referenced price, respectively. The market value of our oil
swaps at December 31, 2007 was $53,369,000. The portion of this market value associated with 2008
swap contracts is reflected as a current liability, and the portion related to later periods is reflected as a
long-term liability. A $1 increase in the future price of oil would result in the market value of the combined
oil derivative liability increasing by $2,403,000. The market value of our natural gas swaps at December
31, 2007 was $1,299,000 and is reflected as a current asset. A $0.10 increase in the future price of
natural gas would result in the market value of the combined natural gas derivative asset decreasing

by $270,000.

The market value of our oil swaps at December 31, 2006 was $4,590,000, which is reflected as a
current asset. A $1 increase in the future price of oil would have resulted in the market value of the
combined oil derivative asset decreasing by $1,504,000.

. Item 8. Financial Statements and Supplementary Data.

Qur financiat statements and supplementary data for us and our subsidiaries required to be
included in this ltem 8 are set forth in Item 15 of this Report.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

None.
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item 9A. Controls and Procedures.

Conclusion Reqarding the Effectiveness of Disclosure Controls and Procedures

Under the supervision and with the participation of our management, including our Chief
Executive Officer and Chief Financial Officer, we conducted an evaluation of our disclosure controls and
procedures, as such term is defined under Rule 13a-15(e) promulgated under the Securities Exchange
Act of 1934, as amended (the Exchange Act). Based on this evaluation, the Chief Executive Officer and
Chief Financial Officer concluded that our disclosure controls and procedures were effective as of
December 31, 2007, the end of the period covered by this annual report.

Management's Report on Internal Control over Financial Reporting

Qur management is responsible for establishing and maintaining adequate internal control over
financial reporting, as such term is defined in Exchange Act Rule 13a-15(f). Under the supervision and
with the participation of management, including our Chief Executive Officer and Chief Financial Officer, an
evaluation of the effectiveness of our internal control over financial reporting was conducted based on the
framework in Internal Control — Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO}. Based on that evaluation under the framework in
internal Control — Integrated Framework issued by the COSO, our management concluded that our
internal control over financial reporting was effective as of December 31, 2007,

An assessment of the effectiveness of our internal control over financial reporting as of December
31, 2007 has been performed by Ernst & Young LLP, an independent registered public accounting firm,
as stated in their report which is included herein.

Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting during the fiscal quarter
ending December 31, 2007 that have materially affected, or are reascnably likely to materially affect, our
internal control over financial reporting.

Item 9B. Other Information.

None.
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PART Il
item 10. Directors and Executive Officers of the Registrant.

The information required by this Item is hereby incorperated by reference from the information

1 appearing under the captions "Proposal No. 1: Election of Directors,” "Executive Officers,” “Corporate

Governance,” “Board Meetings and Committees,” and “Section 16(a) Beneficial Ownership Reporting
Compliance” in our definitive proxy statement (the Proxy Statement) for the annual meeting of
stockhelders to be held May 9, 2008, which involves the election of directors and is to be filed with the
Securities and Exchange Commission (SEC) pursuant to the Securities Exchange Act of 1934 as
amended (the Exchange Act) within 120 days of the end of our fiscal year on December 31, 2007.

ltem 11. Executive Compensation.

The information required by this Item is hereby incorporated by reference from the information

' appearing under the captions “Management and Compensation Committee Report,” "Management and

Compensation Committee Interlocks and Insider Participation,” “Compensation Discussion and Analysis,”

“Compensation of Executive Officers,” and “Director Compensation” in our Proxy Statement.
+ Notwithstanding the foregoing, in accordance with the instructions to Item 407 of Regulation S-K, the

information contained in our Proxy Statement under the subheading “Management and Compensation
Committee Report” shall be deemed furnished, and not filed, in this Form 10-K, and shall not be deemed
incorporated by reference into any fiting under the Securities Act of 1933, or the Securities Exchange Act
of 1934, as a result of this furnishing, except to the extent we specifically incorperate it by reference.

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

The information required by this item is hereby incorporated by reference from the information
appearing under the captions “Beneficial Stock Ownership of Certain Stockholders and Management” and

' “Equity Compensation Plan Information” in our Proxy Statement.

Item 13. Certain Relationships and Related Transactions, and Director Independence.

The information required by this item is hereby incorporated by reference from the information
appearing under the captions “Centain Transactions” and “Director Independence” in our Proxy
Statement.

Item 14. Principal Accountant Fees and Services.

The information required by this ltem is hereby incorporated by reference from the information

| appearing under the caption “Fees Paid to Principal Accounting Firm” in our Proxy Statement.




PART IV

Item 15. Exhibits and Financial Statement Schedules.

(a) List of documents filed as part of this Report

1.

3.2

33

3.4

35

3.6

3.7

4.1

4.2

43

Financial Statements of the Company

Page
Reports of Independent Registered Public Accounting Firm F-1
Consolidated Balance Sheets at December 31, 2007 and 2006 F-4
Consolidated Statements of Operations for the years
ended December 31, 2007, 2006, and 2005 F-6
Consclidated Statements of Stockholders™ Equity for the
years ended December 31, 2007, 2006, and 2005 F-7
- Consolidated Statements of Cash Flows for the years
ended December 31, 2007, 2006, and 2005 F-8
Notes to Consolidated Financial Statements F-9

Financial statement schedules have been omitted as they are not required, are not
applicable, or the required information is included in the financial statements or notes
thereto.

List of Exhibits

Restated Certificate of Incorperation of TETRA Technologies, Inc. {(incorporated by reference to
Exhibit 3.1 to the Company’s Registration Statement on Form S-4 filed on December 27, 1985 (SEC
File No. 33-80881)).

Certificate of Amendment of Restated Certificate of Incorporaticn of TETRA Technologies, inc.
{incorporated by reference to Exhibit 3.1 to the Company's Registration Statement on Form S-4 filed
on December 27, 1985 (SEC File No. 33-80881)).

Certificate of Amendment of Restated Certificate of Incorporation of TETRA Technologies, Inc.
(incorporated by reference to Exhibit 3.1(ii} to the Company's Annual Report on Form 10-K for the
year ended December 31, 2003 filed on March 15, 2004 (SEC File No. 001-13455)).

Certificate of Amendment of Restated Certificate of Incorporation of TETRA Technclogies, Inc.
(incorporated by reference to Exhibit 4.4 to the Company's Registration Statement on Form S-4 filed
on May 25, 2004 (SEC File No. 333-115859)).

Certificate of Amendment of Restated Certificate of incorporation of TETRA Technclogies, Inc.
{incorporated by reference to Exhibit 4.5 to the Company's Registration Statement on Form S-8 filed
on May 4, 2006 (SEC File No. 333-133790)).

Certificate of Designation of Series One Junior Participating Preferred Stock of the Company dated
October 27, 1998 (incorporated by reference to Exhibit 2 to the Company's Registration Statement on
Form 8-A filed on October 28, 1998 (SEC File No. 001-13455)).

Amended and Restated Bylaws of TETRA Technologies, Inc. (incorporated by reference to Exhibit
4.6 to the Company's Registration Statement on Form S-8 filed on May 4, 2006 (SEC File No. 333-
133790)).

Rights Agreement dated October 26, 1998 between the Company and Computershare tnvestor
Services LLC (as successor in interest to Harris Trust & Savings Bank}, as Rights Agent
(incorporated by reference to Exhibit 1 to the Company’s Registration Statement on Form 8-A filed on
October 28, 1998 (SEC File No. 001-13455)).

Master Note Purchase Agreement, dated September 27, 2004 by and among TETRA Technologies,
Inc. and Jackson National Life Insurance Company, Massachusetts Mutuai Life Insurance Company,
C.M. Life Insurance Company, Allstate Life Insurance Company, Teachers Insurance and Annuity
Association of America, Pacific Life Insurance Company, the Prudential Assurance Company Limited
{PAC), and Panther CDO ll, B.V. (incorporated by reference to Exhibit 4.1 to the Company's Form 8-
K fited on September 30, 2004 (SEC File No. 001-13455)).

Form of 5.07% Senior Notes, Series 2004-A, due September 30, 2011 (incorporated by reference to
Exhibit 4.2 to the Company's Form 8-K filed on September 30, 2004 (SEC File No. 001-13455)).
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44 Form of 4.79% Senior Notes, Series 2004-B, due September 30, 2011 (incorporated by reference to
Exhibit 4.3 to the Company's Form 8-K filed on September 30, 2004 (SEC File No. 001-13455)).

4.5 Subsidiary Guaranty dated September 27, 2004, executed by TETRA Applied Holding Company,
TETRA International Incorporated, TETRA Micronutrients, Inc., Sezjay Industries, inc., TETRA
Investment Hoiding Co., Inc., TETRA Financial Services, Inc., Compressco, Inc., Providence Natural
Gas, Inc., TETRA Applied LP, LLC, TETRA Applied GP, LLC, TETRA Production Testing GP, LLC,
TPS Holding Company, LLC, T Production Testing, LLC, TETRA Raal Estate, LLC, TETRA Real
Estate, LP, Compressco Testing, L.L.C., Compressco Field Services, Inc., TETRA Production Testing
Services, L.P., and TETRA Applied Technologies, L. P., for the benefit of the holders of the Notes
(incorporated by reference to Exhibit 4.4 to the Company’s Form 8-K filed on September 30, 2004
(SEC File No. 001-13455)}.

4.6 First Supplement to Master Note Purchase Agreement, dated April 18, 2006, by and among TETRA
Technologies, Inc. and Jackson National Life Insurance Company, Allianz Life Insurance Company of
North America, United of Omaha Life Insurance Company, Mutual of Omaha Insurance Company,
CUNA Mutual Life Insurance Company, CUNA Mutual Insurance Society, CUMIS Insurance Society,
inc., Members Life Insurance Company, and Modern Woodmen of America, attaching the form of the
5.90% Senior Notes, Series 2006-A, due April 30, 2016 as an exhibit thereto (incorporated by

) reference to Exhibit 4.1 to the Company's Form 8-K fited on April 20, 2006 (SEC File No. 001-
13455)).

10.1*** 1990 Stock Option Plan, as amended through January 5, 2001 (incorporated by reference to Exhibit
10.8 to the Company's Form 10-K for the year ended December 31, 2000 filed on March 23, 2001
{SEC File No. 001-13455)).

10.2** Director Stock Option Plan (incorporated by reference to Exhibit 10.9 to the Company’s Form 10-K for

' the year ended December 31, 2000 filed on March 23, 2001 (SEC File No. 001-13455)).

: 10.3*** 1998 Director Stock Option Plan (incorporated by reference to Exhibit 10.10 to the Company's Form

10-K for the year ended December 31, 2000 filed on March 23, 2001 (SEC File No. 001-13455)).

10.4*** 1996 Stock Option Plan for Nonexecutive Employees and Consultants (incorporated by reference to
Exhibit 99.1 to the Company's Registration Statement on Form S-8 fited on November 19, 1997 (SEC
File No. 333-61988)).

10.5"** Letter of Agreement with Gary C. Hanna, dated March, 2002 (incorporated by reference to Exhibit
10.8 to the Company's Form 10-K for the year ended December 31, 2001 filed on March 26, 2002
(SEC File No. 001-13455)).

b 10.6*** 1998 Director Stock Option Plan (incorporated by reference to Exhibit 10.8 to the Company’s Form

10-K for the year ended December 31, 2002 filed on March 27, 2003 (SEC File No. 001-13455)).

10.7 Credit Agreement dated as of September 7, 2004, among TETRA Technologies, Inc. and certain of
its subsidiaries, as borrowers, Bank of America, National Association, as Adminisirative Agent, Bank
One, NA and Wells Fargo Bank, N.A., as syndication agents, and Comerica Bank, as documentation
agent, attaching the guaranty dated as of September 7, 2004, by the borrowers, as guarantors, to the
Administrative Agent for the benefit of the lenders under the Credit Agreement (incorporated by
reference to Exhibit 10.1 to the Company’s Form 8-K filed on September 8, 2004 (SEC File No. C01-
13455)).

| 10.8*" Agreement between TETRA Technologies, Inc. and Geoffrey M. Hertel dated February 26, 1993
(incorporated by reference to Exhibit 10.2 to the Company’s Form 8-K filed on January 7, 2005 (SEC
File No. 001-13455)).

10.9*** Form of Incentive Stock Option Agreement, dated as of December 28, 2004 (incorporated by
reference to Exhibit 10.1 to the Company's Form 8-K filed on January 7, 2005 SEC File No. 001-
13455)).

10.10*** TETRA Technologies, Inc. 2006 Equity Incentive Compensation Plan (incorporated by reference to
Exhibit 4.12 to the Company's Registration Statement on Form 8-8 filed on May 4, 2006 (SEC File
No. 333-133790)).

10.11*** Forms of Employee Incentive Stock Option Agreement, Employee Mongualified Stock Option
Agreement, and Employee Restricted Stock Agreement under the TETRA Technologies, Inc. 2006
Equity Incentive Compensation Plan (incorporated by reference to Exhibits 10.1, 10.2, and 10.3 to the
Company’s Form 8-K filed on May 8, 2006 (SEC File No. 001-13455)).

10.12™**Summary Description of the Compensation of Non-Employee Directors of TETRA Technologies, Inc.

10.13™**Summary Description of Named Executive Officer Compensation.

10.14  Purchase and Sale Agreement by and between Pioneer Natural Resources USA, Inc. as Seller and
Maritech Resources, Inc. as Purchaser, dated July 7, 2005 {incorporated by reference to Exhibit 10.1
to the Company’s Form 10-Q filed on November 9, 2005 (SEC File No. 001-13453), certain portions
of this exhibit have been omitted pursuant to a confidential treatment request filed with the Securities
and Exchange Commission).

10.15*** Nonqualified Stock Option Agreement between TETRA Technologies, Inc. and Stuart Brightman,
dated April 20, 2005 (incorporated by reference to Exhibit 10.1 to the Company’s Form 8-K filed on
April 22, 2005 (SEC File No. 001-13455}).
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10.16™**

1047

10.18

10.19

10.20

10.29*

10.22**

10.23*

10.24*

10.25"*

10.26"*

21"

231"
232"
23.3"
31.1°

312"
321

32.2*

First Amendment to the TETRA Technologies, inc. 1998 Director Stock Option Plan (As Amended
Through June 27, 2003) dated December 16, 2005 {incorporated by reference to Exhibit 10.1 to the
Company's Form 8-K filed on December 22, 2005 (SEC File No. 001-13455)).

Form of Stock Option Agreement under the TETRA Technologies, Inc. 1998 Director Stock Option
Plan (As Amended Through June 27, 2003), as further amended by the First Amendment to the
TETRA Technologies, Inc. 1998 Director Stock Option Plan (As Amended Through June 27, 2003)
(incorporated by reference to Exhibit 10.2 to the Company’'s Form 8-K filed on December 22, 2005
(SEC File No. 001-13455)).

Agreement and Third Amendment to Credit Agreement dated as of January 20, 2006, among TETRA
Technologies, Inc. and certain of its subsidiaries, as borrowers, JP Morgan Chase Bank, National
Association (successor to Bank One, NA) and Wells Fargo Bank, N.A., as syndication agents,
Comerica Bank, as documentation agent, Bank of America, National Association, as administrative
agent, and the lenders party thereto {incorporated by reference to Exhibit 10.1 to the Company's
Form 8-K filed on January 23, 2006 (SEC File No. 001-134558)).

Credit Agreement, as amended and restated, dated as of June 27, 2006, among TETRA
Technologies, Inc. and certain of its subsidiaries, as borrowers, JPMorgan Chase Bank, N.A., as
administrative agent, Bank of America, National Association and Wells Fargo Bank, N.A., as
syndication agents, and Comerica Bank, as documentation agent, and the lenders party thereto
(incorporated by reference to Exhibit 10.1 to the Company's Form 8-K filed on June 30, 2006 (SEC
File No. 001-13455)).

Agreement and First Amendment to Credit Agreement dated as of December 15, 2006, among
TETRA Technologies, Inc. and certain of its subsidiaries, as borrowers, JPMorgan Chase Bank, N.A,
as administrative agent, Bank of America, National Association and Wells Fargo Bank, N.A_, as
syndication agents, and Comerica Bank, as documentation agent, and the lenders party thereto
(incorporated by reference to Exhibit 10.1 to the Company’s Form 8-K filed on January 10, 2007
{SEC File No. 001-13455)).

TETRA Technologies, Inc. Nonqualified Deferred Compensation Plan {incorporated by reference to
Exhibit 10.9 to the Company’s Form 10-Q filed on August 12, 2002 (SEC File No. 001-13455)).
TETRA Technologies, Inc. Nonqualified Deferred Compensation Plan and The Executive Excess
Plan Adoption Agreement effective on June 30, 2005 (incorporated by reference to Exhibit 10.2 to the
Company's Form 10-Q/A filed on March 16, 2006 {SEC File No. 001-13455)).

TETRA Technologies, Inc. 2007 Equity Incentive Compensation Plan {incorporated by reference to
Exhibit 4.12 to the Company’s Registration Statement on Form S-8 filed on May 4, 2007 (SEC File
No. 333-142637)).

Forms of Employee Incentive Stock Option Agreement, Employee Nonqualified Stock Option
Agreement, and Employee Restricted Stock Agreement under the TETRA Technologies, Inc. 2007
Equity incentive Compensation Plan {incorporated by reference to Exhibits 4.13, 4.14, and 4.15 to the
Company’s Registration Statement on Form S-8 filed on May 4, 2007 (SEC File No. 333-142637)).
TETRA Technologies, Inc. 401({k) Retirement Plan, as amended and restated (incorporated by
reference to Exhibit 99.1 to the Company’s Registration Statement on Form S-8 filed on February 22,
2008 (SEC File No. 333-149348)).

Employee Restricted Stock Agreement between TETRA Technologies, Inc. and Philip N. Longorio,
dated February 22, 2008 (incorporated by reference to Exhibit 4.12 to the Company’s Registration
Statement on Form $-8 filed on February 22, 2008 (SEC File No. 333-149347)).

Subsidiaries of the Company.

Consent of Emnst & Young, LLP.

Consent of Ryder Scoit Company, L.P.

Consent of DeGolyer and McNaughton.

Certification Pursuant to Rule 13(a)-14(a} or 15(d)-14(a} of the Exchange Act, As Adopted Pursuant
to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification Pursuant to Rule 13(a)-14(a) or 15{d)-14(a} of the Exchange Act, As Adopted Pursuant
to Section 302 of the Sarbanes-Oxley Act of 2002.

Cerification Furnished Pursuant to 18 U.S.C, Section 1350, As Adopted Pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002 (Chief Executive Officer).

Centification Furnished Pursuant to 18 U.S.C, Section 1350, As Adopted Pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002 (Chief Financial Officer).

+

o

Filed with this report.
Furnished with this report.

*** Management contract or compensatory plan or arrangement.
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SIGNATURES

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

- thereunto duly authorized.

i Date: February 29, 2008

TETRA Technologies, Inc.

By: /s/ Geoffrey M. Hertel

Geoffrey M. Hertel, President and CEO

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

indicated:
Signature
. /s/Ralph S. Cunningham

~ Ralph S. Cunningham

{siGeoffrey M. Hertel

Geoffrey M. Hertel

[siJoseph M. Abell

Joseph M. Abell

Is/Ben C. Chambers

Ben C. Chambers

/s/Paul D. Cocombs

. Paul D. Coombs

/sfTom H. Delimitros

. Tom H. Delimitros

fs/Allen T. Mclnnes

Allen T. Mclnnes

fs/kenneth P. Mitchell

Kenneth P. Mitchell

" fs/William D. Sullivan

William D. Sullivan

{s/Kenneth E. White, Jr.

Kenneth E. White, Jr.

Title

Chairman of
the Board of Directors

President and Director
(Principal Executive Officer)

Senior Vice President
(Principal Financial Officer)

Vice President - Accounting
{Principal Accounting Officer)

Director

Director

Director

Director

Director

Director
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February 29, 2008

February 29, 2008

February 29, 2008

February 29, 2008

February 29, 2008

February 29, 2008

February 29, 2008

February 29, 2008

February 29, 2008



Exhibit 31.1

Certification Pursuant to
Rule 13a —14(a) or 15d —14(a) of the Exchange Act
As Adopted Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002

I, Geoffrey M. Hertel, certify that:

1.

| have reviewed this annual report on Form 10-K for the fiscal year ended December 31, 2007, of
TETRA Technologies, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this
report;

Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the pericds presented in this report;

The registrant’s other certifying officer and | are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e))
and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating
to the registrant, including its consclidated subsidiaries, is made known to us by others within
those entities, particudarly during the period in which this report is being prepared;

b) designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

¢) evaluated the effectiveness of the registrant's disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluation; and

d} disclosed in this report any change in the registrant’s internal control over financial reporting
that occurred during the registrant's most recent fiscal quarter (the registrant's fourth fiscal
quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and | have disclosed, based on our most recent evafuation of
internal control over financial reporting, to the registrant’'s auditors and the audit committee of the
registrant's board of directors (or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant's
ability to record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have
a significant role in the registrant's internal control over financial reporting.

Date: February 29, 2008

{s/Geoffrey M. Hertel
Geoffrey M. Hertel
President and

Chief Executive Officer
TETRA Technologies, Inc.




Exhibit 31.2

Certification Pursuant to
Rule 13a —14{a) or 15d —14(a} of the Exchange Act
As Adopted Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002

I, Joseph M. Abell, certify that:

1.

| have reviewed this annual report on Form 10-K for the fiscal year ended December 31, 2007, of
TETRA Technologies, Inc;

Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this
report;

Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer and | are responsible for establishing and maintaining
disclosure controls and procedures {as defined in Exchange Act Rules 13a-15(e) and 15d-15(e}))
and internal contro! over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating
to the registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared;

b) designed such internal control over financial reporting, or caused such internal controt over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c) evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluation; and

d) disclosed in this report any change in the registrant's internal control over financial reporting
that occurred during the registrant's most recent fiscal quarter {the registrant’s fourth fiscal
quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant's auditors and the audit committee of the
registrant’s board of directors {or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant's
ability to record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have
a significant role in the registrant’s internal control over financizl reporting.

Date: February 29, 2008

{siJoseph M. Abell
Joseph M. Abell

Senior Vice President and
Chief Financial Officer
TETRA Technologies, Inc.




Exhibit 32.1

Certification Furnished Pursuant to
18 U.S.C. Section 1350
As Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Annual Report of TETRA Technologies, Inc. (the “Company”) on Form
10-K for the year ending December 31, 2007 as filed with the Securities and Exchange Commission on
the date hereof (the “Report”), |, Geoffrey M. Hertel, President and Chief Executive Officer of the
Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934, and

(2) The information contained in the Report fairly presents, in all material respects, the financiat
condition and results of operations of the Company.

Dated: February 29, 2008

{siGeoffrey M. Hertel
Geoffrey M. Hertel
President and

Chief Executive Officer
TETRA Technologies, Inc.

A signed original of this written statement required by Section 906 has been provided to the Company and will be
retained by the Company and furnished to the Securities and Exchange Commission or its staff upon request,




Exhibit 32.2

Certification Furnished Pursuant to
18 U.S.C. Section 1350
As Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Annual Report of TETRA Technologies, Inc. (the “Company”) on Form
10-K for the year ending December 31, 2007 as filed with the Securities and Exchange Commission on
the date hereof (the “Report”), |, Joseph M. Abell, Senior Vice President and Chief Financial Officer of the
Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial
condition and resuits of operations of the Company.

Dated: February 29, 2008

fsiJoseph M. Abell
Joseph M. Abell

Senior Vice President and
Chief Financial Officer
TETRA Technologies, Inc.

A signed original of this written statemment required by Section 906 has been providad to the Company and will be
retained by the Company and furnished to the Securities and Exchange Commission or its staff upon request.




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders of
TETRA Technologies, Inc.

We have audited the accompanying consolidated balance sheets of TETRA Technoiogies, Inc.
and subsidiaries as of December 31, 2007 and 2006, and the related consolidated statements of
operations, stockholders' equity, and cash flows for each of the three years in the period ended
December 31, 2007. These financial statements are the responsibility of the Company’'s management.
Our responsibility is to express an opinion on these financial statements based on our audits.

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

In our opinion, the financial statements referred to above present fairly, in all material respects,
the consolidated financial position of TETRA Technologies, Inc. and subsidiaries at December 31, 2007
and 2006, and the consolidated results of their operations and their cash flows for each of the three years
in the period ended December 31, 2007, in conformity with U.S. generally accepted accounting principles.

As discussed in Notes B and F to the consolidated financial statements, in 2007, the Company
adopted FASB Interpretation No. 48 “Accounting for Uncertainty in Income Taxes.” In addition, as
described in Notes B and L to the consolidated financial statements, in 2006 the Company adopted the
provisions of Statement of Financial Accounting Standards No. 123 (revised 2004), “Share-Based
Payments.”

We have also audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), TETRA Technologies, Inc.’s internal control over financial reporting as of
December 31, 2007, based on criteria established in Internal Control — Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway Commission and our report dated February
28, 2008, expressed an unqualified opinion thereon.

/S/ERNST & YOUNG LLP

Houston, Texas
February 28, 2008




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders of
TETRA Technologies, Inc.

We have audited TETRA Technologies, Inc.'s internal control over financial reporting as of
December 31, 2007, based cn criteria established in Internal Control — Integrated Framework issued by
the Committee of Sponscring Organizations of the Treadway Commission (the COSO criteria). TETRA
Technoelogies, Inc.’s management is responsible for maintaining effective internal control over financial
reporting, and for its assessment of the effectiveness of internal control over financial reporting included
in the accompanying Report of Management on Internal Control over Financial Reporting. Our
responsibility is to express an opinion on the company's intermnal control over financial reporting based on
our audit.

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

A company’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reiiability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company’s internal

" control over financial reporting includes those policies and procedures that (1) pertain to the maintenance

~ of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the

" assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to

permit preparation of financial statements in accordance with generally accepted accounting principles,

and that receipts and expenditures of the company are being made only in accordance with

authorizations of management and directors of the company; and (3) provide reasonable assurance

' regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements.

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

_ compliance with the policies or procedures may deteriorate.

In our opinion, TETRA Technologies, Inc. maintained, in all material respects, effective internal
control over financial reporting as of December 31, 2007, based on the COSQ criteria.

We also have audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States}, the consolidated balance sheets of TETRA Technologies, Inc. and
' subsidiaries as of December 31, 2007 and 2006, and the related consolidated statements of operations,
stockholders’ equity and cash flows for each of the three years in the period ended December 31, 2007,
+ and our report dated February 28, 2008, expressed an unqualified opinion thereon.

/S/ERNST & YOUNG LLP

Houston, Texas
February 28, 2008
I




TETRA Technologies, Inc. and Subsidiaries

Consolidated Balance Sheets
{In Thousands)

December 31,

2007 2006
ASSETS
Current assets:
Cash and cash equivalents $ 21,833 $ 5,535
Restricted cash 4,218 582
Accounts receivable, net of allowance for doubtful accounts
of $1,293 in 2007 and $2,432 in 2006 215,284 240,904
Inventories 118,502 117,986
Deferred tax assets 26,247 4,438
Prepaid expenses and other current assets 33,365 31,006
Assets of discontinued operations 4,042 23,879
Total current assets 423,491 424,330
Property, plant and equipment:
Land and building 21,359 19,439
Machinery and equipment 404,647 295,662
Automobiles and trucks 37,483 27,022
Chemical plants 46,267 48,332
Oil and gas producing assets (successful efforts method) 564,493 284,266
Construction in progress 19,595 39,470
1,093,844 714,191
Less accumulated depreciation and depletion (397,453) (219,592)
Net property, plant and equipment 696,391 494,599
Other assets:
Goodwill 130,335 123,285
Patents, trademarks and other intangible assets, net of
accumulated amortization of $14,489 in 2007 and $11,335 in 2006 19,884 21,317
Other assets 25,435 22,659
Total other assets 175,654 167,261

$ 1,295,536 $ 1,086,190

See Notes to Consolidated Financial Statements
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TETRA Technologies, Inc. and Subsidiaries

Consolidated Balance Sheets
(In Thousands, Except Per Share Amounts)

December 31,

| 2007 2006
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Trade accounts payable $ 108,101 $ 78,738
| Accrued liabilities 133,525 82,137
Liabilities of discontinued operations 424 883
Total current liabilities 242,050 161,758
Long-term debt, net 358,024 336,381
Deferred income taxes 46,263 51,243
“ Decommissioning and other asset retirement obligations, net 162,106 104,938
Other liabilities 39,174 11,490
\ Total long-term and other liabilities 605,567 504,052
Commitments and contingencies
Stockholders' equity:
Common stock, par value $.01 per share; 100,000,000 shares

authorized; 75,921,727 shares issued at December 31, 2007

and 73,877,467 shares issued at December 31, 2006 759 739
Additional paid-in capital 174,738 147,178
Treasury stock, at cost; 1,550,962 shares held at December 31,

2007 and 1,946,039 shares held at December 31, 2006 (8,405) (10,524)
Accumulated other comprehensive income (25,999) 4,875
Retained earnings 306,826 278,112

‘ + Total stockholders' equity 447 919 420,380

| S 1,295,536 $ 1,086,190

See Notes to Consolidated Financial Statements
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TETRA Technologies, Inc. and Subsidiaries

Consolidated Statements of Operations
(In Thousands, Except Per Share Amounts)

Year Ended December 31,

2007 2006 2005
Revenues:
Product sales $ 457,238 $ 388,257 § 279,483
Services and rentals 525,245 379,538 229,766
Total revenues 982,483 767,795 509,249
Cost of revenues:
Cost of product sales 301,731 197,874 192,631
Cost of services and rentals 362,745 232,781 149,401
Depreciation, depletion, amortization and accretion 129,844 80,931 41,638
Impairments of long-lived assets 71,780 3,405 1,907
Total cost of revenues 866,100 514,991 385,578
Gross profit 116,383 252,804 123,671
General and administrative expense 99,871 92,004 69,354
Operating income 16,512 160,800 54,317
Interest expense, net 17,155 13,289 5,980
Other income, net 2,805 4,858 3,692
Income before taxes and discontinued operations 2,162 152,369 52,028
Provision for income taxes 941 52,489 17,227
Income before discontinued cperations 1,221 99,880 34,802
Discontinued operations:
Income from discontinued operations, net of taxes 1,723 1,998 3,260
Gain on disposal of discontinued operations, net of taxes 25,827 - -
Income from discontinued operations 27,550 1,998 3,260
Net income $ 28,771 $ 101,878 $ 38062
Basic net income per common share:;
Income before discontinued operations $ 0.02 $ 1.39 $ 0.51
Income from discontinued operations 0.02 0.03 0.04
Gain on disposal of discontinued operations 0.35 - -
Net income $ 0.39 $ 1.42 $ 0.55
Average shares outstanding 73,573 71,631 68,588
Diluted net income per common share:
Income before discontinued operations $ 0.02 $ 1.33 $ 0.48
Income from discontinued operations 0.02 0.03 0.05
Gain on disposal of discontinued operations 0.34 - -
Net income $ 0.38 $ 1.36 3 0.53
Average diluted shares outstanding 75,921 74,824 72,137

See Notes to Consolidated Financial Statements
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TETRA Technologies, Inc. and Subsidiaries
Consolidated Statements of Stockholders’ Equity

Balance at December 31, 2004

Net income for 2005

Translation adjustment, net of
taxes of $2,096

Net change in derivative fair value,
net of taxes of $2,747

Reclassification of derivative fair value
into eamnings, net of {axes of $2,103

Comprehensive income

Exercise of common stock oplions

Purchase of treasury stock

Tax benefit upon exercise of certain
nonqualified and incentive options

Batance at December 31, 2005

Net income for 2006

Translation adjustment, net o
taxes of $1,528

Net change in derivative fair value,
net of taxes of $5,592

Reclassification of derivative fair value
inta eamings, net of taxes of $3,218

Comprehensive income

Exercise of common stock options

Stock option expense

Tax benefit upon exercise of certain
nonqualified and incentive options

. Balance at December 31, 2006

Net income for 2007
1 Translation adjustment, net of
taxes of $1,381
Net change in derivative fair value,
net of taxes of $21,687
Redlassification of derivative fair value
into eamings, net of taxes of $809
Comprehensive income
Impact of adoption of FIN No. 48
Exercise of common stock oplions
Grants of restricted stock, net
Stock option expense
Tax benefit upon exercise of certain

nonqualified and incentive options
. Balance at December 31, 2007

{In Thousands, Except Share Information)

Accumulated Other

Qutstanding  Treasury  Common  Additional Comprehensive Income Total
Common Shares  StockPar  Paid-In Treasury  Retained  Denvative  Currency  Stockholders'

Shares Held Value Capital Slock Eamings  Instuments Translation Equity
67,542,366 2188662 $ 697 § 105451 $ (10279) § 138172 § (39) $ 2179 § 236181
38,062 38,062
{3,224} (3.224)
{4,636) {4.636)
3,551 3,551
33,753
2257416 (231,082) 20 9,462 973 10,455
(261,900) 261,500 {2,35) (2,351)
6,109 6,109
69,537.882 2219480 § 717 § 121,022 § (11857) § 176234 § (1.124) § (1.045) & 284147
101,878 101,878
3,037 3,037
9,440 9,440
(5,433) (5,433)
108,922
2393546  (273441) 22 10,221 1,133 11,376
3430 3430
12,505 12,505
71931428 1946038 $ 739 § 147178 3 (10524) $ 278112 § 2883 § 1992 % 420,380
28,7711 28,771
4,870 4,870
(37,110) (37,110)
1,366 1,366
(2,103)
(37} {57)
2208371 (422.861) 20 9,954 2,192 12,166
230,966 27,784 73 73)
4,416 4,416
13,190 13,180
74,370,765 1550962 § 759 § 174738 § (8405) § 306826 § (32861) $§ 6852 § 447919

See Notes to Consolidated Financial Statements




TETRA Technologies, Inc. and Subsidiaries

Consolidated Statements of Cash Flows

(In Thousands)

Operating activities:
Net income
Reconciliation of net income to cash provided by operating activities:
Depreciation, depletion, amortization and accretion
impairments of long-lived assels
Provision for deferred income taxes
Stock compensation expense
Provision for doubtful accounts
Gain on sale of property, plant and equipment
Other non-cash charges and credits
Excess tax benefit from exercise of stock options
Equity in (earnings} loss of unconsolidated subsidiary
Changes in operating assets and liabilities, net of assets acquired:
Accounts receivable
Inventories
Prepaid expenses and other current assets
Trade accounts payable and accrued expenses
Decommissioning liabilities
Operating activities of discontinued operations
Other
Net cash provided by operating activities

Investing activities:
Purchases of property, plant and equipment
Business combinations, net of cash acquired
Proceeds from sale of property, plant and equipment
Other investing activities
Investing activities of discontinued operations
Net cash used in investing activities
Financing activities:
Proceeds from long-term debt
Principal payments on long-term debt
Repurchase of common stock
Excess tax benefit from exercise of stock options
Proceeds from sale of common stock and exercise of stock options
Net cash provided by financing activities
Effect of exchange rate changes on cash

Increase (decrease) in cash and cash equivatents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Supplemental cash flow information:
Interest paid
Taxes paid

Supplemental disclosure of non-cash investing and financing activities:
Oil and gas properties acquired through assumption of
decommissioning liabilities

Adjustment of fair value of decommissioning liabilities
capitalized (credited) to oil and gas properties

Year Ended December 31,

2007 2006 2005
$ 28771 $101878 $ 38,062
129,844 80,931 41,639
71,780 3,405 1,907
674 23,152 (3,244)
4,416 3,430 -
1,459 442 668
(4,974) {5,031) (2.408)
26,043 (5,872) 3,065
(13,189) (12,505) -
1,063 (250) (511)
(5,346) (85,596) (57,777)
2,626 (41,522) (23,052)
(5,152) (12,575) (7.241)
27,936 14,426 57,116
(32,919) (19,089) (5,108)
(22,993) 3,278 1,940
(1,000) (721) 17
208,039 47,781 45,077
(276,074) (172,415) (76,993)
(14,479) (68,651) -
2,582 2,454 5,484
(2,621) (1,145) (62)
55,414 (2,135) (4,981)
(235,178} (241,892) (76,552)
116,930 321,693 82,163
(100,937) (148,057) (62,172)
- - (2,351)

13,189 12,505 -
12,087 11,377 10,455
41,269 197,518 28,095
1,168 531 (387)
16,298 3,938 (3,767)
5,535 1,597 5,364

“$ 21833 3 5535 § 1597
$ 18640 $ 13468 $ 6414
12,184 24,957 10,285

$ 24759 $ 7620 $ 71,126
$ 71683 $ 6003 § (741)

See Notes to Consolidated Financial Statements




TETRA TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2007
NOTE A — ORGANIZATION AND OPERATIONS OF THE COMPANY

TETRA Technologies, Inc. is an oil and gas services and production company with an integrated
calcium chloride and brominated products manufacturing operation that supplies feedstocks to energy
markets, as well as to other markets. We were incorporated in Delaware in 1981. We are composed of
three divisions — Fluids, Well Abandonment & Decommissioning (WA&D), and Production Enhancement.
Unless the context requires otherwise, when we refer to “we,” “us,” and “our,” we are describing TETRA
Technologies, Inc. and its consolidated subsidiaries on a consolidated basis.

Our Fluids Division manufactures and markets clear brine fluids, additives, and other associated
products and services to the oil and gas industry for use in well drilling, cornpletion, and workover
operations both domestically and in certain regions of Europe, Asia (including the Middle East), Latin
America, and Africa. The Division also markets certain fluids and dry calcium chloride manufactured at its
production facilities to a variety of markets outside the energy industry.

Our WA&D Division consists of two operating segments: WA&D Services and an oil and gas
production segment, Maritech. The WA&D Services segment provides a broad array of services required
for the abandonment of depleted oil and gas wells and the decommissioning of platforms, pipelines, and
other associated equipment. The WASD Services segment also provides diving, marine, engineering,
cutting, workover, drilling, and other services. The WA&D Services segment operates primarily in the
onshore U.S. Gulf Coast region and the inland waters and offshore markets of the Gulf of Mexico.

The Maritech segment consists of our Maritech Resources, Inc. subsidiary, which, with its
subsidiaries (Maritech), is a producer of oil and gas from properties acquired to support and provide a
baseload of business for our WA&D Services segment. In addition, Maritech conducts development and
exploitation operations on certain of its oil and gas properties that are intended to increase the cash flows
on such properties prior to their ultimate abandonment.

Our Production Enhancement Division provides production testing services to markets in Texas,
New Mexico, Colorado, Oklahoma, Arkansas, Louisiana, offshore Gulf of Mexico, and certain
international locations. In addition, it provides wellhead compression services to customers to enhance
production from mature, low pressure natural gas wells located principally in the mid-continent, mid-

- western, westermn, Rocky Mountain, and Gulf Coast regions of the United States as well as in western

Canada, Mexico, and other Latin American countries.

NOTE B — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

. Principles of Consolidation

The consolidated financial statements include the accounts of our wholly owned subsidiaries.
investments in unconsolidated joint ventures in which we participate are accounted for using the equity
method. Our interests in oil and gas properties are proportionately consolidated. All significant
intercompany accounts and transactions have been eliminated in consolidation.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclose contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the reporting period. Actual results could

. differ from those estimates.




Reclassifications

The consolidated financial statements retroactively reflect the effect of certain stock splits of our
common stock, which were each effected in the form of a stock dividend to all stockholders of record as
of the record dates. In May 2006, we declared a 2-for-1 stock split to all stockholders of record as of May
15, 2006. On May 22, 2006, stockholders received one additional share of common stock for each share
held on the record date. In August 2005, we declared a 3-for-2 stock split to all stockholders of record as
of August 19, 2005. On August 26, 2005, stockholders received one additicnal share of common stock for
every two shares held as of the record date. Accordingly, all disclosures involving the number of shares of
our common stock outstanding, issued or to be issued, such as with our stock options, and all per share
amounts, have been retroactively adjusted to reflect the impact of the stock split. See Note K — Capital
Stock, for further discussion of the stock splits.

We have accounted for the discontinuance or disposal of certain businesses as discontinued
operations, and have reclassified prior period financial statements to exclude these businesses from
continuing operations. See Note C - Discontinued Operations, for a further discussion of the
discontinuance of these businesses and the impact of prior period’s reclassifications on our consolidated
financial statements.

Certain other previously reported financial information has also been reclassified to conform to
the current year's presentation.

Cash Equivalents

We consider all highly liquid investments, with a maturity of three months or less when
purchased, to be cash equivalents.

Restricted Cash

Restricted cash reflected on our balance sheets as of December 31, 2007 includes approximately
$3.6 miliion of escrowed funds associated with the sale of our process services operation, which will be
available to us within twelve months from the date of sale, assuming no breach in the terms of the sales
contracts is identified by the buyer. In addition, restricted cash as of December 31, 2007 and 2006
includes funds related to a third party’'s proportionate obligation in the plugging and abandonment of a
particular oil and gas property operated by our Maritech subsidiary. This cash will remain restricted until
such time as the associated plugging and abandonment project is completed, which we expect to occur
during the next twelve months.

Financial Instruments

The fair value of our financial instruments, which may include cash, temporary investments,
accounts receivable, short-term borrowings, and long-term debt, approximates their carrying amounts.
Financial instruments that subject us to concentrations of credit risk consist principally of trade
receivables with companies in the energy industry. Our policy is to evaluate, prior to providing goods or
services, each customer's financial condition and determine the amount of open credit to be extended.
We generally require appropriate, additional collateral as security for credit amounts in excess of
approved limits. Our customers consist primarily of major, well-established oil and gas producers and
independent oil and gas companies.

Our risk management activities currently involve the use of derivative financial instruments, such
as oil and gas swap contracts, to hedge the impact of commodity market price risk exposures related to a
portion of our oil and gas production cash flow. Qil and gas swap contracts result in us receiving a fixed
amount per barrel or MMBtu over the term of the contract. The effective portion of the derivative’s gain or
loss (i.e., that portion of the derivative’s gain or loss that offsets the corresponding change in the cash
flows of the hedged transaction) is initially reported as a component of accumulated other comprehensive
income (loss) and will be subsequently reclassified into revenues to match the offsetting impact of
commodity prices on the hedged exposure when it affects revenues. The “ineffective” portion of the
derivative's gain or loss is recognized in earnings immediately.




We are exposed to fluctuations between the U.S. doltar and the IZuro, as well as other foreign
currencies, with regard to our foreign operations. In addition, we entered into Euro-denominated debt as a
hedge of our net investment in our Euro-based operating activities. The hedge is considered to be
effective since the debt balance designated as the hedge is less than or 2qual to the net investment in the
foreign operation.

As a result of our outstanding balance under a variable rate bank credit facility, we face market
risk exposure related to changes in applicable interest rates. Although we: have no interest rate swap
contracts outstanding to hedge this risk exposure, we have entered into certain fixed interest rate notes,
which are scheduled to mature in 2011 and 2016 and which mitigate this risk on our total outstanding
borrowings.

Allowances for Doubtful Accounts

Allowances for doubtful accounts are determined on a specific identification basis when we
believe that the collection of specific amounts owed to us is not probable.

Inventories

Inventories are stated at the lower of cost or market value. Cost is determined using the weighted
average method. Significant components of inventories as of December 31, 2007 and 2006 are as
follows:

December 31,
2007 2006

{In Thousands)

Finished goods $ 89,309 $ 98,036
Raw materials 6,373 6,093
Parts and supplies 21,081 13,347
Work in progress 1,739 510

Total inventories $ 118,502 $ 117,986

Property, Plant and Equipment

Property, plant and equipment are stated at the cost of assets acquired. Expenditures that
increase the useful lives of assets are capitalized. The cost of repairs and maintenance is charged to
operations as incurred. For financial reporting purposes, we generally provide for depreciation using the
straight-line method over the estimated useful lives of assets which are as follows:

Buildings 15 - 25 years
Machinery, vessels, and equipment 3 - 15 years
Automobiles and trucks 4 years
Chemical plants 15 years

Certain machinery, equipment and properties are depreciated or depleted based on operating
hours or units of production, subject to a minimum amount, because depreciation and depletion occur
primarily through use rather than through elapsed time. Leasehold improvements are depreciated over
the shorter of the remaining term of the associated lease or its useful life. Depreciation and depletion
expense, excluding cil and gas impairments and dry hole costs, for the years ended December 31, 2007,
2006, and 2005 was $118.6 million, $70.2 million, and $38.5 million, respectively.

Interest capitalized for the years ended December 31, 2007, 2006, and 2005 was $1.4 million,
$1.1 million, and $0.3 million, respectively.
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Oil and Gas Properties

Maritech purchases cil and gas properties and assumes the related well abandonment and
decommissioning liabilities (referred to as decommissioning liabilities). Maritech also conducts oil and gas
exploitation and producticn activities on the acquired properties. We follow the successful efforts method
of accounting for our oil and gas operations. Under the successful efforts method, the costs of successful
exploratory wells and leases are capitalized. Costs incurred to drill and equip development wells,
including unsuccessful development wells, are capitalized. Other costs such as geological and
geophysical costs, drilling costs of unsuccessful exploratory wells, and all internal costs are expensed.
Maritech’s property purchases are recorded at the fair value of our working interest share of
decommissioning liabilities assumed (plus or minus any cash or other consideration paid or received at
the time of closing the transaction). All capitalized costs are accumulated and recorded separately for
each field and allocated to leasehold costs and well costs. Leasehold costs are depleted on a unit of
production method based on the estimated remaining equivalent proved oil and gas reserves of each
field. Well costs are depleted on a unit of production method based on the estimated remaining equivalent
proved developed oil and gas reserves of each field. Oil and gas producing assets were depleted at an
average rate of $3.45, $2.42, and $1.86 per Mcf equivalent for the years ended December 31, 2007,
2008, and 2005, respectively.

Impairment of Long-Lived Assets

Impairments of long-lived assets are determined periodically when indicators of impairment are
present. If such indicators are present, the determination of the amount of impairment is based on our
judgments as to the future undiscounted operating cash flows {o be generated from these assets
throughout their estimated useful lives. If these undiscounted cash flows are less than the carrying
amount of the related asset, an impairment is recognized for the excess of the carrying value over its fair
value. The assessment of oil and gas properties for impairment is based on the future estimated cash
flows from our proved, probable and possible reserves. Assets held for disposal are recorded at the lower
of carrying value or estimated fair value less estimated selling costs.

During 2007, 20086, and 2005, we identified impairments totaling approximately $71.8 million, $3.4
million, and $1.9 million, respectively, net of intercompany eliminations, of the net carrying value of certain
Maritech oil and gas properties. These impairments during 2007 were caused primarily due to the
reversal of anticipated insurance recoveries resulting in increased decommissioning liabilities due to
certain future well intervention and debris removal costs being contested by our insurance provider.
Impairments were also recorded on certain other properties as a result of changes in development plans
following Maritech’s acquisition of certain oil and gas properties in December 2007. In addition, certain
properties were impaired due to decreased production volumes or an increase in the associated
decommissioning liability. During 2008, a portion of the net carrying value of a certain Maritech property
was impaired due to the reversal of anticipated insurance recoveries resulting in increased
decommissioning liabilities as a result of contested insurance claims. During 2005, the carrying value of a
certain property was impaired after Maritech made the decision not to attempt certain workover
procedures necessary to restore production on an offshore field which it operates. The above charges to
earnings are included in depreciation, depletion, amortization and accretion in the accompanying
statements of operations.

Intangible Assets

Patents, trademarks, and other intangible assets are recorded on the basis of cost and are
amortized on a straight-line basis over their estimated useful lives, ranging from 3 to 20 years. During
2007, as a part of certain acquisitions consummated during the year, we acquired intangible assets
having a fair value of approximately $2.4 million, with estimated useful lives ranging from two to six years
(having a weighted average useful life of 5.5 years). During 2006, as part of the acquisitions
consummated during the year, we acquired intangible assets with a fair value of approximately $13.1
million, with estimated useful lives ranging from 3 to 8 years (having a weighted average useful life of
6.29 years). Amortization expense of patents, trademarks, and other intangible assets was $3.8 million,
$2.8 million, and $1.3 million for the twelve months ended December 31, 2007, 2006, and 2005,




respectively, and is included in operating income. The estimated future annual amortization expense of
patents, trademarks, and other intangible assets is $3.6 million for 2008, $2.6 million for 2009, $2.2
miilion for 2010, $2.1 million for 2011, and $2.0 million for 2012.

Goodwill represents the excess of cost over the fair value of the net assets of businesses
acquired in purchase transactions. We perform a goodwill impairment test on an annual basis or
whenever indicators of impairment are present. For purposes of the impairment test, the reporting units
are our four reporting segments: Fluids, WA&D Services, Maritech, and Production Enhancement. We
have estimated the fair value of each reporting unit based upon the future discounted cash flows of the
businesses to which goodwill relates and have determined that there is no impairment of the goodwill
recorded as of December 31, 2007 or December 31, 2006. The changes in the carrying amount of
goodwill by reperting unit for the two year period ended December 31, 2007, are as follows:

WAS&D Production
Fluids Services Maritech Enhancement Total
(In Thousands)
Balance as of December 31, 2005 $ 18860 % 6,764 $ - % 76,937  $ 102,561
Goodwill acquired during the year 905 12,583 - 5,534 19,022
Foreign currency fluctuations 1,699 - - - 1,699
Balance as of December 31, 2006 21,464 19,347 - 82,471 123,282
Goodwill acquired during the year 1,267 3,876 - - 5,143
Foreign currency fluctuations 1,910 - - - 1,910
Balance as of December 31, 2007 $ 24,641 $ 23223 % - % 82,471 $ 130,335

Decommissioning Liabilities

Related to our acquired interests in oil and gas properties, we estimate the third party fair values
(including an estimated profit) to plug and abandon wells, decommission the pipelines and platforms and
clear the sites, and we use these estimates to recoerd Maritech’s decommissioning liabilities, net of
amounts allocable to joint interest owners and any amounts contractually agreed to be paid in the future
by the previous owners of the properties. In some cases, previous owners of acquired oil and gas
properties are contractually obligated to pay Maritech a fixed amount for the future well abandonment and
decommissioning work on these properties as such work is performed. As of December 31, 2007 and
20086, our Maritech subsidiary's decommissioning liabilities are net of approximately $54.8 million and
$65.3 millicn, respectively, of such future reimbursements from these previous owners.

In estimating the decommissioning liabilities, we perform detailed estimating procedures,
analysis, and engineering studies. Whenever practical and cost effective, Maritech wilt utilize the services
of its affiliated companies to perform well abandonment and decommissioning work. When these services
are performed by an affiliated company, all recorded intercompany revenues are eliminated in the
consclidated financial statements. The recorded decommissioning liability associated with a specific
. property is fully extinguished when the property is completely abandoned. The liability is first reduced by
" all cash expenses incurred to abandon and decommission the property. If the liability exceeds (or is less
than) our actual out-of-pocket costs, the difference is reported as income {or loss) in the period in which
the work is performed. We review the adequacy of our decommissioning liabilities whenever indicators
suggest that the estimated cash flows underlying the liabitities have changed materially. The timing and
amounts of these cash flows are subject to changes in the energy industry environment and may result in
. additional liabilities to be recorded, which, in turn, would increase the carrying values of the related
properties. In connection with 2007, 2006, and 2005 cil and gas property additions, we assumed net
decommissioning liabilities having an estimated fair value of approximately $24.8 million, $3.0 million, and

. $97.4 miillion, respectively. As a result of decommissioning work performed, we recorded total reductions
to the decommissioning liabilities for the years 2007, 2008, and 2005 of $32.9 million, $19.1 million, and
$5.1 million, respectively. We made adjustments to our decommissioning liabilities during the years 2007,
2006, and 2005 as a result of changes in the timing or amount of future cash flows of approximately $63.3
million, $15.9 million, and $1.9 million, respectively.
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Environmental Liabilities

Environmental expenditures which result in additions to property and equipment are capitalized,
while ather environmental expenditures are expensed. Environmental remediation liabilities are recorded
on an undiscounted basis when environmental assessments or cleanups are probable and the costs can
be reasonably estimated. Estimates of future environmental remediation expenditures often consist of a
range of possible expenditure amounts, a portion of which may be in excess of amounts of liabilities
recorded. In this instance, we disclose the full range of amounts reascnably possible of being incurred.
Any changes or developments in envircnmental remediation efforts are accounted for and disclosed each
quarter as they occur, Any recoveries of environmental remediation costs from other parties are recorded
as assets when their receipt is deemed probable.

Complexities involving environmental remediation efforts can cause the estimates of the
associated liability to be imprecise. Factors which cause uncertainties regarding the estimation of future
expenditures include, but are not limited to, the effectiveness of the anticipated work plans in achieving
targeted results and changes in the desired remediation methods and outcomes as prescribed by
regulatory agencies. Uncertainties associated with environmental remediation contingencies are
pervasive and often result in wide ranges of reasonably possible cutcomes. Estimates developed in the
early stages of remediation can vary significantly. Normally, a finite estimate of cost does not become
fixed and determinable at a specific point in time. Rather, the costs associated with environmental
remediation become estimable as the work is performed and the range of ultimate cost becomes more
defined. It is possible that cash flows and results of operations could be materially affected by the impact
of the ultimate resolution of these contingencies.

Revenue Recognition

Revenues are recognized when finished products are shipped or services have been provided to
unaffiliated customers and only when collectibility is reasonably assured. Sales terms for our products are
FOB shipping point, with title transferring at the point of shipment. Revenue is recognized at the point of
transfer of title. We recognize oil and gas product sales revenues from our Maritech subsidiary’s interests
in producing wells as oil and natural gas is produced and sold from those wells. Oil and natural gas sold
is not significantly different from Maritech’s share of production. With regard to turnkey contracts,
revenues are recognized using the percentage-of-completion method based on the ratio of costs incurred
to total estimated costs at completion. Total project revenue and cost estimates for turnkey contracts are
reviewed periodically as work progresses, and adjustments are reflected in the period in which such
estimates are revised. Provisions for estimated losses on such contracts are made in the period such
losses are determined.

Gas Balfancing

As part of our Maritech subsidiary’s acquisitions of producing properties, we have acquired gas
balancing receivables and payables related to certain properties. We allocate value for any acquired gas
balancing positions using estimated fair value amounts expected to be received or paid in the future.
Amounts related to under produced volume positions acquired are reflected as assets and amounts
related to overproduced volume positions acquired are reflected as liabilities. At December 31, 2007 and
2006, we reflected gas balancing receivables of $3.2 million and $3.3 million, respectively, in accounts
receivable or other long-term assets and gas balancing payables of $7.1 millicn and $6.9 millien,
respectively, in accrued liabilities or other long-term liabilities. We recognize oil and gas product sales
from our Maritech subsidiary’s interest in preducing wells based on its entitled share of cil and natural gas
produced and sold from those wells. Changes to our gas balancing receivable or payable are valued at
the lower of the price in effect at time of production, current market price, or contract price, if applicable.

Operating Costs

Cost of product sales includes direct and indirect costs of manufacturing and producing our
products, including raw materials, fuel, utilities, labor, overhead, repairs and maintenance, materials,
services, transportation, warehousing, equipment rentals, depreciation, insurance, and taxes. In addition,
cost of product sales includes oil and gas operating expense. Cost of services and rentals includes
operating expenses we incur in delivering our services, including labor, equipment rental, fuel, repair and
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maintenance, transportation, overhead, insurance, and certain taxes. We include in product sales
revenues the reimbursements we receive from customers for shipping and handling costs. Shipping and
handling costs are included in cost of product sales. Amounts we incur for “out-of-pocket” expenses in the
delivery of our services are recorded as cost of services and rentals. Reimbursements for “out-of-pocket”
expenses we incur in the delivery of our services are recorded as service revenues. Depreciation,
depletion, amortization and accretion includes depreciation expense for all of our facilities, equipment and
vehicles, depletion, and dry hole expense on our oil and gas properties, amortization expense on our
intangible assets, and accretion expense related to our asset retirement obligations.

We include in general and administrative expense all costs not identifiable to our specific product
or service operations, including divisional and general corporate overhead, professional services,
corporate office costs, sales and marketing expenses, insurance and taxes.

Insured Costs and Recoveries

We incurred significant damage to certain of our onshore and offshore operating equipment and
facilities during the third quarter of 2005 as a result of Hurricanes Katrina and Rita and other events
during this period. These events resulted in the damage or destruction of cartain of our fluids facilities, as
well as certain of our decommissioning assets, including one of our heavy lift barges. Our Maritech
subsidiary also suffered varying levels of damage to the maijerity of its offshore oil and gas producing
platforms, and three of its platforms and one of its production facilities were: completely destroyed. The
majority of the assets damaged during these hurricanes have been repaired and have resumed
operation. With regard to the destroyed offshore platforms, well intervention efforts on several of the wells

. associated with two of the destroyed platforms have been performed, and we are continuing to assess

the extent of well intervention work required on wells associated with the third platform. Well intervention
efforts to date have been performed by our WA&D Services segment. In addition, we are also continuing
to assess the removal of debris costs associated with the destroyed platforms. Cumulative storm and
other related expenditures, including well intervention costs and repair costs of other damaged assets,
totaled approximately $136.5 million and $121.6 million as of December 31, 2007 and 2006, respectively.
We estimate that remaining storm related repairs, primarily the remaining well intervention and debris
removal costs associated with the three destroyed platforms, will result in approximately $50 to $70
million of additional costs, and are expected to be incurred in 2008 and beyond. As of December 31, 2007
and 2006, approximatety $93.6 million and $57.7 million of hurricane related costs have been reimbursed
to us under our applicable insurance policies. Subsequent to December 31, 2007, we have received an

+ additional $3.9 million of hurricane related reimbursements.

We recognize anticipated insurance recoveries when collection is deemed probable. Any
recognition of anticipated insurance recoveries is used to offset the original charge to which the insurance
relates. The amount of anticipated insurance recoveries is included either in accounts receivable, or as a

. reduction of Maritech's decommissioning liabilities in the accompanying consolidated balance sheets. In

2007, we reversed $62.9 million of anticipated insurance recoveries as they were deemed to be not
probable of collection. The changes in anticipated insurance recoveries during the most recent two year

. period, including anticipated insurance recoveries that were unrelated to the 2005 hurricanes, are

as follows:

Year Ended December 31,

2007 2006
{In Thousands)

Beginning batance $ 93456 % 43,821
Activity in the period:

Storm related expenditures 14,846 108,784

Insurance reimbursements (34,124) (57,729}

Contested insurance recoveries (62,899) (1,520)
Ending balance at December 31 b 11,279 § 93,456
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Anticipated insurance recoveries that have been reflected as a reduction of our decommissioning
liabilities were $0 at December 31, 2007 and $31.6 million at December 31, 2006. The coverage of
certain well intervention and debris removal costs incurred and to be incurred on three destroyed
Maritech offshore platforms has been questioned by our insurance underwriters. We are pursuing the
recovery of these questioned costs, however, during 2007, we reversed the anticipated insurance
recoveries related to these items as the timing and amount of these recoveries has become
indeterminable and their collection was no longer considered probable. This resulted in a charge to
earnings of approximately $60.1 million during the year. A significant portion of this amount was
capitalized to oil and gas properties and resulted in increased oil and gas property impairments. See
further discussion in Impairment of Long-Lived Assels section, above. In addition, we estimate that future
repair efforts related to damaged or destroyed platforms, including other storm related costs, could result
in up to approximately $20 million of additional costs.

Uninsured assets that were destroyed during the storms are charged to earnings. Repair costs
incurred up to the amount of deductibles are charged to earnings as they are incurred. Repair costs
incurred, and the net book value of any destroyed assets which are covered under our insurance pelicies,
are anticipated insurance recoveries which are inctuded in accounts receivable. Repair costs not
considered probable of collection are charged to earnings. Insurance recoveries in excess of destroyed
asset carrying values and repair costs incurred are credited to earnings when received. During 2007,
2006, and 2005, approximately $3.2 million, $10.6 million, and $1.3 million, respectively, of such excess
proceeds were credited to earnings. intercompany profit on repair work performed by the Company's
WAZ&D Services segment is not recognized until such time as insurance claim proceeds are received. For
further discussion of our contested hurricane damage claims, as well as other non-storm insurance
disputes, see Note J — Commitments and Contingencies.

Qur Maritech subsidiary also incurred damage to one of its offshore platforms during 2004 as a
result of Hurricane lvan, which was further damaged in 2005 by Hurricane Katrina. We received a $5.7
million insurance settlement payment for the full insured value for these property claims, less a
deductible, resulting in a credit to earnings of $1.9 million during 2007.

Stock Compensation

Effective January 1, 2006, we adopted the fair value recognition provisions of Statement of
Financial Accounting Standards (SFAS) No. 123(R), “Share-Based Payment” (SFAS No. 123R) using the
modified prospective transition method. The adoption of SFAS No. 123R resuited in stock compensation
expense related to stock options and restricted stock for the years ended December 31, 2007 and 2006
of $4.4 million and $3.4 million, respectively, which is included in general and administrative expense.
Pricr to the adoption of SFAS No. 123R, and for the year ended December 31, 2005, we accounted for
stock-based compensation using the intrinsic value method, whereby compensation cost for stock options
was measured as the excess, if any, of the quoted market price of our stock at the date of the grant over
the amount an employee must pay to acquire the stock. For further discussion of our stock option plans,
and for pro forma stock compensation expense for the year ended December 31, 2005, see Note L —
Equity Based Compensation.

Research and Development

We expense the costs of research and development as they are incurred. Research and
development expense for each of the years ended December 31, 2007, 2006, and 2005 was $1.6 miliion,
$1.5 million, and $1.3 million, respectively.

Income Taxes

We account for income taxes in accordance with SFAS No. 108, “Accounting for Income Taxes”
(SFAS No. 109). Deferred tax assets and liabilities are recognized for the future tax consequences
attributable to differences between the financial statement carrying amounts of existing assets and
liabilities and their respective tax basis amounts. Deferred tax assets and liabilities are measured using
enacted tax rates expected to apply to taxable income in the years in which those temporary differences
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are expected to be recovered or settled. The effect of a change in tax rates is recognized as income or
expense in the period that includes the enactment date. Effective January 1, 2007, we adopted the
provisions of Financial Accounting Standards Board (FASB) Interpretation No. 48, “Accounting for
Uncertainty in Income Taxes” (FIN No. 48). FIN No. 48 provides guidance on measurement and
recognition in accounting for income tax uncertainties and provides related guidance on derecognition,
classification, disclosure, interest, and penalties. SFAS No, 109 and FIN No. 48 require us to make
certain estimates about our future operations and uncertain tax positions. Changes in state, federal, and
foreign tax laws, as well as changes in our financial condition, could affect these estimates. For a further
discussion of our income tax provisions, as well as our deferred tax assets and liabilities, see Note F —
Income Taxes.

Income per Common Share

The calculation of basic earnings per share excludes any dilutive effects of options. The
calculation of diluted earnings per share includes the dilutive effect of stock options, which is computed
using the treasury stock method during the periods such options were outstanding. A recongiliation of the
common shares used in the computations of income per common and common equivalent shares is
presented in Note P — Income Per Share.

Foreign Currency Translation

We have designated the Euro, the British Pound, the Norwegian Krone, the Canadian dollar, and
the Brazilian Real as the functional currency for our operations in Finland and Sweden, the United
Kingdom, Norway, Canada, and Brazil, respectively. The U.S. dollar is the designated functional currency
for all of our other foreign operations. The cumulative translation effects of translating the accounts from
the functional currencies into the U.S. dollar at current exchange rates are included as a separate
component of stockholders' equity.

New Accounting Pronouncements

In December 2007, the FASB published Statement of Financial Accounting Standard (SFAS) No.
141R, “Business Combinations,” which established principles and requirements for how an acquirer of a
business (1) recognizes and measures, in its financial statements, the identifiable assets acquired, the
liabilities assumed, and any noncontrolling interest in the acquiree; (2) recognizes and measures the
goodwill acquired in the business combination or a gain from a bargain purchase; and (3) determines
what information to disclose to enable users of the financial statements to evaluate the nature and
financial effects of the business combination. SFAS No. 141R changes many aspects of the accounting
for business combinations and is expected to significantly impact how we account for and disclose future
acquisition transactions. SFAS No. 141R applies prospectively to business combinations for which the
acquisition date is on or after the beginning of the first annual reporting period beginning on or after
December 15, 2008.

In December 2007, the FASB published SFAS No. 160, “Noncontrolling Interests in Consolidated
Financial Statements — an amendment of ARB No. 51," which establishes accounting and reporting
standards for the noncontrolling interest in a subsidiary and for the deconsolidation of a subsidiary. It
clarifies that a noncontrolling interest in a subsidiary is an ownership interest in the consolidated entity
that should be reported as equity in the consolidated financial statements. SFAS No. 160 is effective for
fiscal years, and interim periods within those fiscal years, beginning on or after December 15, 2008. We
are currently evaluating the impact, if any, the adoption of SFAS No. 160 will have on our financial
position and results of operations.

In February 2007, the FASB published SFAS No. 159, “The Fair Value Option for Financial
Assets and Financial Liabilities,” which permits entities to choose to make an irrevocable election at
specific election dates to measure most financial assets and financial liabilities at fair value. The fair value
option may be elected on an instrument-by-instrument basis, with a few exceptions, as long as it is
applied to the instrument in its entirety. Changes in fair value would be recorded to earnings. SFAS No.
159 applies to fiscal years beginning after November 15, 2007, with early adoption permitted for an entity
that has also elected to apply the provisions of SFAS No. 157. Currently, we have elected not to adopt
the fair value option provision allowed under SFAS No. 159.
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In September 2006, the FASB published SFAS No. 157, “Fair Value Measurements,” which
defines fair value, establishes a framework for measuring fair value in generally accepted accounting
principles, and expands disclosures about fair value measurements. SFAS No. 157 applies under other
accounting pronouncements that require or permit fair value measurements. SFAS No. 157 establishes a
fair value hierarchy and requires disclosure of fair value measurements within that hierarchy. SFAS No.
157 is effective for financial statements issued for fiscal years beginning after November 15, 2007, and
interim periods within those fiscal years. The adoption of SFAS No. 157 is not expected to have a
material impact on our financial statements, but will result in additional disclosures retated to the use of
fair values in the financial statements.

NOTE C — DISCONTINUED OPERATIONS

During the fourth quarter of 2007, we disposed of our process services operations through a sale
of the associated assets and operations for total cash proceeds of approximately $58.9 million. Our
process services operation provided the technology and services required for the separation and
recycling of oily residuals generated from petroleum refining operations. Our process services operation
was not considered to be a strategic part of our core business. As a result, we reflected a gain on the sale
of our process services business of approximately $25.8 million, net of tax, for the difference between the
sales proceeds and the net carrying value of the disposed net assets. The calculation of this gain
included $2.7 million of goodwill related to the process services operation. Our process services operation
was previously included as a component of our Production Enhancement Division.

During the fourth quarter of 2006, we made the decision to dispose of our fluids and production
testing operations in Venezuela, due to several factors, including the country’s changing political climate.
Our Venezuelan fluids operation was previously part of our Fluids Division and the production testing
operation was previously part of our Production Enhancement Division. A significant majority of the
Venezuelan property assets have been sold or transferred to other market locations, and the remaining
closure efforts are expected to be finalized during 2008.

We have accounted for our process services business, our Venezuelan fluids and production
testing businesses, and our other discontinued businesses as discontinued operations, and have
reclassified prior period financial statements to exclude these businesses from continuing operations. A
summary of financial information related to our discontinued operations for each of the past three years is
as follows:

Year Ended December 31,
2007 2006 2005

(In Thousands)

Revenues
Process services operations 16,145 $ 17,073 $ 16,087
Venezuelan fluids and production testing operations 608 3,570 5,684

-

$ 16,753 $ 20,643 $ 21,771
Income {loss), net of taxes
Process services operations, net of taxes of $1,182,
$1.719, and $1,543, respectively $ 1,939 3 2,810 $ 2487
Venezuelan fluids and production testing operations, net
of taxes of $90, $231, and $107, respectively (137) (915) 1,041
Other discontinued operations {79) 103 (268)

$ 1723 $ 1,998 $ 3,260
Gain from disposal

Process services operation, net of taxes of $14,906 $ 25827 S - $ -
Total income {loss) from discontinued operations, net of tax

Process services $ 27,766 $ 2810 $ 2,487

Venezuelan fluids and production testing operations (137) {915) 1,041

Other discontinued operations (79) 103 (268)

$ 27,550 $ 1,998 $ 3,260
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Assets and liabilities of discontinued operations consist of the following as of December 31, 2007
and 2006:

December 31,

2007 2006
{in Thousands)
Current assets
Process services $ 705 $ 3,558
Venezuelan fluids and testing 3,146 2,503
3,851 6,061
Property, plant and equipment, net
Process services - 13,548
Venezuelan fluids and testing 48 1,583
48 15,131
Other long-term assets
Process services - 2,687
Venezuelan fluids and testing 143 -
143 2,687
Total assets
Process services 705 19,793
Venezuelan fluids and testing 3,337 4,086

$ 4,042 3 23870
Current liabilities

Process services $ 223 $ 419
Venezuelan fluids and testing 201 464
Total liabilities $ 424 $ 883

- NOTE D — ACQUISITIONS AND DISPOSITIONS

In April 2007, we acquired certain assets and the operations of a company that provides fluids
transfer and related services in support of high pressure fracturing processes. The acquisition expands
our Fluids Division's existing fluids transfer and related services business by providing such services to
customers in the Arkansas, TexOma, and ArkLaTex regions. As consideration for the acquired assets, we
paid approximately $8.5 million of cash at closing, with up to an additional $2.5 million to be paid over the
next two years, depending on the level of revenues generated by the acquired assets. We allocated the
purchase price of this acquisition to the fair value of the assets and liabilities acquired, which consisted of
approximately $0.2 million of inventory, $5.5 million of property, plant and equipment; $1.4 million of
certain intangible assets; and $1.3 million of goodwill. Intangible assets, other than goodwill, are
amortized over their useful lives, ranging from five to six years.

In September 2007, we acquired the assets and operations of EOT Rentals, LLC (EOT), a
" business which provides onshore and offshore cutting services and equipment rentals and services in the
U.S. Gulf Coast region. The acquisition of EOT is a strategic expansion of our WA&D Services segment
which, in the past, has contracted cutting services from third parties, including EOT, in order to provide
such services o its customers. As consideration for the acquired assets, we paid approximately $6.1
million of cash at closing, subject to adjustment, with an additional $1.0 million to be paid at prescribed
dates over the next two years. We allocated the purchase price of this acquisition to the preliminary
estimate of fair value of the assets and liabilities acquired, which consisted of approximately $0.7 million
of net working capital, approximately $2.8 million of property, plant and equipment; $0.9 million of certain
intangible assets; and $2.5 million of goodwill. Adjustments to be made to this preliminary allocation of fair
+ value are not expected to be material. Intangible assets, other than goodwill, are amortized over their
‘1 useful lives, ranging from five to six years.
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During 2007, our Maritech subsidiary entered into seven separate transactions in which it sold
interests in certain oil and gas properties and assets. As a result of these transactions, the buyers of
these properties assumed an aggregate of approximately $4.0 million of Maritech's associated
decommissioning liabilities. Maritech paid total net cash of approximately $0.5 million in these
transactions, and recognized gains totaling approximately $2.4 miflion. The amount of oil and gas reserve
volumes associated with the sold properties was immaterial.

In December 2007, our Maritech subsidiary acquired interests in oil and gas properties located in
the offshore Gulf of Mexico from a subsidiary of Cimarex Energy Company (which we refer to as the
Cimarex Properties) in exchange for cash of $56.2 million, subject to adjustment, and the assumption of
the associated decormmissioning liabilities with a fair value of approximately $24.8 million. Also in
December 2007, an additional interest in one of the Cimarex Properties was separately acquired from an
unrelated third party in exchange for cash of $2.0 million. The acquired properties include numerous
development prospects, and strategic opportunities involving a portion of Maritech’s existing infrastructure
assets, and other assets to be constructed by Maritech. The acquired oil and gas properties were
recorded at a cost of approximately $83.0 million. Our allocation of this purchase price between the
acquired proved properties, unproved properties, and infrastructure assets is preliminary, and will be
adjusted as certain information related to the fair values of the assets acquired is collected and reviewed.

In January 2008, our Maritech subsidiary acquired oil and gas producing properties located in the
offshore Gulf of Mexico from Stone Energy Corporation, in exchange for the assumption of the associated
decommissioning obligations with an undiscounted value of approximately $25.0 million and cash of
$15.8 million, subject to further adjustment, $2.3 million of which was paid in November 2007,

In December 2007, we sold our process services business for cash. For further discussion, see
Note C — Discontinued Operations.

The unaudited pro forma information presented below has been prepared to give effect to the
April 2007 acquisition of a fluids transfer operation, the September 2007 acquisition of EQT, the
December 2007 acquisition of the Cimarex Properties, and the sale of our process services operation, as
if all of these transaction had occurred at the beginning of the periods presented. The pro forma impact of
Maritech’s sales of certain other oil and gas properties during 2007 was not material. The pro forma
information is presented for illustrative purposes only and is based on estimates and assumptions
deemed appropriate by us. The following pro forma information is not necessarily indicative of the
historical results that would have been achieved if the acquisition and disposal transactions had occurred
in the past, and our operating results may have been different from those reflected in the pro forma
information below. The pro forma information is not indicative of our expected future results, therefore, the
pro forma information should not be relied upon as an indication of the operating results that we would
have achieved if the transactions had cccurred at the beginning of the periods presented or the future
results that we will achieve after the transactions.

Year Ended December 31,

2007 2006

Pro Forma Financial Information {unaudited) {In Thousands, Except Per Share Amounts)
Revenues $ 998,362 $ 802,729
Income before discontinued operations $ 3,989 $ 97,264
Net income $ 31,539 $ 99,262
Per share information:
Income before discontinued operations

Basic $ 0.05 $ 1.36

Diluted $ 0.05 $ 1.30
Net income

Basic $ 0.43 $ 1.39

Diluted $ 0.42 $ 1.33
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In February 2006, our WA&D Services segment purchased a heavy lift derrick barge with a 615-
ton capacity crane, the DB-1, from Offshore Specialty Fabricators, Inc. for $20 million. Subsequently, we
made a number of modifications to the vessel, which began operating in the Gulf of Mexico in July 2006.
‘ The purchase further expanded our WA&D Services segment's decommissioning operations in the Gulf
| of Mexico.

In March 20086, our WA&D Services segment acquired the assets and operations of Epic Divers,
| Inc. and certain associated affiliated companies (Epic), a full service commercial diving operation that
included six marine vessels and two saturation diving units. Pursuant {o the asset purchase agreement
(the Epic Asset Purchase Agreement}, we acquired Epic for consideration consisting of approximately
" $47.7 million of cash paid at closing. In addition, the Epic Asset Purchase Agreement provided for us to
pay an additional $0.5 million, which was paid in June 2008, as well as a working capital adjustment of
+ approximately $2.6 million, which was paid in September 20086. In addition, we accrued approximately
~ $0.8 million of additional purchase price adjustments, which we paid to the seller during 2007. On June 7,
2006, we purchased a dynamically positioned dive support vessel, including a saturation diving unit, for
an initial purchase price of approximately $6.5 million. Pursuant to the Epic Asset Purchase Agreement, a
portion of the net profits earned by this dive support vessel and saturation diving unit over the initial three
year term following its purchase is to be paid to the sellers. In addition, approximately $1.6 million, subject
to adjustment, of additional purchase consideration is to be paid to the sellers at the end of this three year
termn. The acquisition of Epic, which provides diving services primarily to customers in the Gulf of Mexico,
! is a strategic expansion of our WA&D Services segment, which, in the past, contracted diving services
from third parties, including Epic, in order to provide its well abandonment and decommissioning services
to its customers. While Epic continues to provide diving services to many of its customers, including
Maritech, the acquisition helps the WA&D Services segment ensure the availability of these critical
services to a substantial portion of its customers. We allocated the purchase price of the Epic acquisition
, to the fair value of the assets and liabilities acquired, which consisted of approximately $13.8 million of
net working capital; $17.6 million of property, plant and equipment; $8.9 million of certain intangible
assets; and $12.6 million of goodwill. Intangible assets other than goodwill are amortized over their useful
- lives, ranging from three to eight years.

In March 20086, we acquired Beacon Resources, LLC (Beacon), a production testing operation, as
part of our Production Enhancement Division. The acquisition of Beacon expanded the Division’s
production testing services operation into the west Texas and eastern New Mexico markets. We acquired
Beacon for approximately $15.6 million paid at closing, with an additional $0.5 million to be paid, subject
to adjustment, over a three year period ending in March 2009. In addition, the acquisition provides for
additional contingent consideration of up to $19.1 million, to be paid in March 2009, depending on
! Beacon's average pretax results of operations for each of the three years following the closing date.
Through December 31, 2007, we have estimated the amount of Beacon’s pretax results of operations (as
defined in the agreement) to date since the acquisition and have determined that this amount is less than
the amount required to generate a payment pursuant to this contingent consideration provision. Any
amount payable pursuant to this contingent consideration provision will be reflected as a liability as it
i becomes fixed and determinable at the end of the three year period. We allocated the purchase price of
- the Beacon acquisition to the fair value of the assets and liabilities acquired, which consisted of
_approximately $1.5 million of net working capital; $5.3 million of property, ptant and equipment; $4.2
" million of certain intangible assets; $0.4 million of other liabilities; and $5.5 million of goodwill, Intangible
~assets other than goodwill are amortized over their useful lives ranging from five to eight years.

’ In March 2006, Maritech exercised a contractuai right to acquire certain overriding royalty
interests related to one of its oil and gas properties in exchange for $5.0 million in cash and a $5.0 million

| reduction in the amount to be paid to Maritech by the seller upon performance of certain future well

' abandonment and decommissioning work. Maritech had previously entered into a development
agreement with a third party covering the development of this oil and gas property, and, pursuant to this

tagreement, received $5.0 million cash during March 2006, In March, June, and November 2008, Maritech
sotd certain oil and gas property assets in four separate transactions in exchange for the buyer's
assumption of the associated decommissioning liabilities, resulting in combined gains totaling

‘approximately $5.1 million.

|
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In September 2006, we acquired the assets and operations of Arrowhead Oil Field Services, Inc.
{Arrowhead), an onshore water transfer company specializing in the transfer of high volumes of water in
support of high pressure fracturing processes, as an expansion of our Fluids Division. The acquisition of
Arrowhead allows our Fluids Division to expand its capacity for such services to customers in the Texas,
Oklahoma, Arkansas, New Mexico, and Louisiana markets. We acquired Arrowhead for approximately
$6.5 million of cash paid at closing. We allocated the purchase price of the Arrowhead acquisition to the
fair value of the assets acquired, which consisted of approximately $2.3 million of property, plant and
equipment; $3.3 million of certain intangible assets; and $0.9 million of goodwill. Intangible assets other
than goodwill are amortized over their useful lives, ranging from three to eight years.

In July 2005, our Maritech subsidiary acquired oil and gas producing properties located in the
offshore Gulf of Mexico, in exchange for the assumption of the associated decommissioning obligations
with an undiscounted value of approximately $32.6 million. The previous owner of the properties is
contractually obligated to pay up to $19.5 million of the decommissioning obligations when the
abandonment and decommissioning work is performed. The acquired oil and gas producing properties
were recorded at a cost of approximately $11.4 million, consisting primarily of the discounted fair value of
the net decommissioning liability assumed. The purchase and sale agreement also included an option
whereby Maritech may purchase additional oil and gas property interests in exchange for $5.0 million
cash. Maritech exercised this purchase option in March 2006.

In August 2005, a wholly owned subsidiary of Maritech acquired oil and gas producing properties
located in the infand waters region of Louisiana in exchange for the assumption of the associated
decommissicning liabilities with a discounted fair vatue of approximately $15.5 million. The purchase and
sale agreement also provided for cash consideration to be paid by Maritech of $49.1 million, subject to
adjustment for the acquired properties’ cash flows occurring on or after the April 1, 2005 effective date. As
a result of such cash adjustment for the acquired properties’ cash flows, Maritech paid net cash of
approximately $39.3 million and recorded the acquired properties at a cost of approximately $55.2 million.

In September 2005, our Maritech subsidiary acquired oil and gas producing properties located in
the offshore and inland waters region of the Gulf of Mexico in exchange for the assumption of the
associated decommissioning liabilities with a discounted fair value of approximately $67.9 million, along
with other associated liabilities of approximately $1.1 million. The purchase and sale agreement provided
for Maritech to pay cash consideration of $4.0 million, subject to adjustment for the effects of exercised
oreferential rights and the properties’ cash flows occurring on or after the January 1, 2005 effective date.
As a result of approximately $22.3 million of such cash adjustments primarily relating to the properties’
cash flows, Maritech received a net settlement of approximately $18.3 million of cash at closing, and
received additional cash of approximately $2.9 million after closing, subject to final adjustment. The
acquired oil and gas producing properties were recorded at their net cost of approximately $49.7 million,
which includes approximately $1.9 million of associated transaction costs.

During 2005, our Maritech subsidiary sold certain oil and gas property interests in five separate
transactions. In January 2005, Maritech sold a portion of its interest in the oil and gas lease covering one
of its offshore properties and retained the decommissioning liability related to the interest conveyed. In
connection with the sale, the buyer committed to perform certain development drilling on the lease,
received an option to participate in the drilling of a prospect identified on the lease, and agreed to carry a
portion of Maritech’s share of the associated drilling costs. In February 2005, Maritech assigned a 75%
interest in the oil and gas lease covering one of its offshore properties, subject to the buyer's
commencement of future drilling operations on three prospects identified on the lease. The buyer
commenced drilling operations on the first well on the initial prospect in May 2005. In March 2005,
Maritech acquired certain interests in an offshore oil and gas property and then sold such acquired
interests to a separate party. In August and December 2005, Maritech sold its interest in separate oil and
gas properties in exchange for the buyers’ assumption of the associated decommissioning liability.
Pursuant to these transactions, and in addition to being carried in the drilling costs discussed above,
Maritech received an aggregate of $1.3 million of cash in exchange for property interests with
approximately 9.5 million equivalent Mcf of primarily proved undeveloped reserves, net of reserves
acquired. Maritech recorded gains and prospect fee revenues as a result of the above transactions
totaling approximately $2.5 million during 2005.
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In May 2005, our Fluids Division sold certain international assets for approximately $1.0 million
cash. In July 2005, our WASD Division sold certain well abandonment equipment located in west Texas
for approximately $2.1 million cash. In connection with these transactions, we recorded gains totaling
approximately $1.0 million during 2005.

All of our acquisitions have been accounted for, or will be accounted for in the future, as
purchases, with operations of the companies and businesses acquired included in the accompanying
. consolidated financial statements from their respective dates of acquisition. The purchase price has been
- allocated to the acquired assets and liabilities based on a determination of their respective fair values.
The excess of the purchase price over the fair value of the net assets acquired is included in goodwitl and
assessed for impairment whenever indicators are present. We have not recorded any goodwill in
conjunction with our cil and gas property acquisitions.

NOTE E — LEASES

We lease some of our transportation equipment, office space, warehouse space, operating
locations and machinery and equipment. The office, warehouse, and operating location leases, which
vary from one to ten year terms that expire at various dates through 2017, and are renewable for three
and five year periods on similar terms, are classified as operating leases. Transportation equipment
- leases expire at various dates through 2012 and are also classified as operating leases. The office,

warehouse, and operating location leases and machinery and equipment leases generaily require us to
pay all maintenance and insurance costs.

As of December 31, 2007, we had no significant capital leases outstanding. Future minimum
lease payments by year and in the aggregate, under non-cancelable operating leases with terms of one
' year or more, consist of the following at December 31, 2007:

Operating Leases
{In Thousands)

2008 $ 6,715
2009 3,280
2010 2,008
2011 1,415
2012 766
After 2012 137
Total minimum lease payments $ 14,321

Rental expense for all operating leases was $12.8 million, $12.0 million, and $6.7 million in 2007,
2006, and 2005, respectively.

Through our Compressco subsidiary, as of December 31, 2007, we leased oil and gas wellhead
compression equipment to our customers throughout the mid-continent, mid-western, western, Rocky
Mountain, and Gulf Coast regions of the United States as well as in western Canada, Mexico, and other

' Latin American countries. Total compressor equipment leased or available for lease at December 31,
2007 and 2006 is approximately $88.0 million and $68.8 million, respectively. Rental revenues were less
than 10% of consoclidated revenues for each of the three years ended December 31, 2007, and are

» included in services and rentals revenue in the accompanying statements of operations. Future minimum
rental payments as of December 31, 2007 are nct material, as leasing arrangements are typically on a

l month to month basis.
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NOTE F — INCOME TAXES

The income tax provision attributable to continuing operations for the years ended December 31,
2007, 2006, and 2005 consists of the following:

Year Ended December 31,
2007 2006 2005

{In Thousands)

Current
Federal $ (2,319) $ 24,133 $ 17.450
State (1,255) 747 1,384
Foreign 3,841 4,457 1,637
267 29,337 20,471
Deferred
Federal 1,325 20,407 (4,261)
State 1,257 1,939 (119)
Foreign {1,908) 806 1,136
674 23,152 {3,244)
Total tax provision $ 941 $ 52,489 $ 17,227

A reconciliation of the provision for income taxes attributable to continuing operations, computed
by applying the federal statutory rate for the years ended December 31, 2007, 2006, and 2005 to income
hefore income taxes and the reported income taxes, is as follows:

Year Ended December 31,
2007 2006 2005

{In Thousands}

Income tax provision computed at statutory

federal income tax rates $ 757 $ 53,330 $ 18,210
State income taxes (net of federal benefit) (84) 1,746 822
Nondeductible expenses 1,320 1,052 538
Impact of international operations (1,045) (1,145) (1,276)
Excess depletion (279) (698) (550)
Other 272 (1,796) {517)
Total tax provision $ 941 $ 52,489 $ 17,227

Income before taxes and discontinued operations includes the following components:

Year Ended December 31,

2007 2006 2005
(In Thousands)
Domestic $ (8432) $ 134,241 $ 43514
International 10,594 18,128 8,515
Total $ 2,162 $ 152,369 $ 52028

We file U.S. federal, state, and foreign income tax returns. We believe we have justification for
the tax positions utilized in the various tax returns we file. With few exceptions, we are no longer subject
to U.S. federal, state, local, or non-U.S. income tax examinations by tax authorities for years prior
to 2002.

F-23




We adopted the provisions of FASB Interpretation No. 48, “Accounting for Uncertainty in Income
Taxes” (FIN No. 48), on January 1, 2007. FIN No. 48 provides guidance on measurement and recognition
in accounting for income tax uncertainties and provides related guidance on derecognition, classification,
disclosure, interest, and penalties. As a result of the implementation of FIM No. 48, we recognized an
approximate $0.1 million increase in the liability for unrecognized tax benefits, which was accounted for
as a reduction to the January 1, 2007 balance of retained earnings.

A reconciliation of the beginning and ending amount of our gross unrecognized tax benefit liability
is as follows:

Year Ended
December 31, 2007
{In Thousands)
Gross unrecognized tax benefits at beginning of period $ 2,483

Increases in tax positions for prior years -
Decreases in tax positions for prior years -

Increases in tax positions for current year 394

Settlements -

Lapse in statute of limitations (311)
Gross unrecognized tax benefits at December 31, 2007  $ 2,566

We recognize interest and penalties related to uncertain tax positions in income tax expense.
During the years ended December 31, 2007, 2006, and 2005, we recognized approximately $0.6 million,
$0.4 million, and $0.2 million, respectively, in interest and penalties in provision for income tax. As of
January 1, 2007 and December 31, 2007, we had approximately $2.2 million and $2.8 miliion of accrued
potential interest and penalties associated with these uncertain tax positions. The total amount of
unrecognized tax benefits that would affect our effective tax rate if recognized is $2.6 million as of
December 31, 2007 and $2.4 million as of January 1, 2007.

We use the liability method for reporting income taxes, under which current and deferred tax
| assets and liabilities are recorded in accordance with enacted tax laws and rates. Under this method, at
. the end of each period, the amounts of deferred tax assets and liabilities are determined using the tax
rate expected to be in effect when the taxes are actually paid or recovered. We will establish a valuation
allowance, to reduce the deferred tax assets, when it is more likely than not that some portion or all of the
deferred tax assets will not be realized. While we have considered future taxable income and ongoing tax
planning strategies in assessing the need for the valuation allowance, there can be no guarantee that we
will be able to realize all of our deferred tax assets. Significant components of our deferred tax assets and
i liabilities as of December 31, 2007 and 2006 are as follows:

Deferred Tax Assets:
December 31,

2007 2006
{In Thousands)

Tax inventory over book 3 864 $ 810
Allowance for doubtful accounts 474 287
Accruals 101,163 58,237
Unrealized currency loss on Euro debt 2,897 981
Net operating loss carryforward 2,274 3,272
All other 12,534 5,968

Total deferred tax assets 120,206 69,555
Valuation allowance {2,167) {2,079)

Net deferred tax assets $ 118,039 $ 67,476
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Deferred Tax Liabilities:

Excess book over tax basis in
property, plant and equipment
Goodwill amortization
All other
Total deferred tax liability
Net deferred tax liability

December 31,
2007 2006

{In Thousands)

$ 125777 $ 94,085
2,845 2,943

9,433 17,253
138,055 114,281

$ 20,016 $ 46,805

The change in the valuation allowance during 2007 relates to an increase of foreign operating
loss carryforwards generated and associated translation adjustments partially offset by a reduction due to
the utilization of foreign operating loss carryforwards. We believe the ability to generate sufficient taxable
income may not allow us to realize the tax benefits of the deferred tax assets generated in 2007 within the
allowable carryforward period. Therefore, an appropriate valuation aliowance has been provided.

At December 31, 2007, we had approximately $2.3 million of foreign net operating loss
carryforwards. In those countries in which NOLs are subject to an expiration period, our loss
carryforwards, if not utilized, will expire at various dates from 2012 through 2016. At December 31, 2007,
we had approximately $2.2 milfion of foreign tax credits available to offset future payment of Federal
income taxes. The foreign tax credits expire in varying amounts through 2017.

NOTE G — ACCRUED LIABILITIES

Accrued liabilities are detailed as follows:

Decommissioning liabilities, current portion
Derivative liabilities, current portion
Compensation and employee benefits

Oil and gas producing liabilities

Accrued inventory supply settiement

Other accrued liabilities
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December 31,

2007 2006
{In Thousands)

$ 37,400 $ 33402
32,516 3
18,290 19,727
18,054 10,590
9,250 -
18,015 18,415

$ 133,525 $ 82137




NOTE H— LONG-TERM DEBT AND OTHER BORROWINGS
Long-term debt consists of the following:

December 31,

2007 2006
{In Thousands)

Bank revolving line of credit facility 3 171,783 $ 154,242
5.07% Senior Notes, Series 2004-A 55,000 55,000
4.79% Senior Notes, Series 2004-B 41,241 36,969
5.90% Senior Notes, Series 2006-A 90,000 90,000
European Credit Facility - -
Other - 337
358,024 336,548

Less current portion - 167
Total long-term debt $ 358,024 $ 336,381

Scheduled maturities for the next five years and thereafter are as follows:

Year Ending
December 31,
{In Thousands)

2008 $ -
2009 -
2010 -
2011 268,024
2012 -
Thereafter 90,000
$ 358,024

Bank Credit Facilities

In September 2004, we entered into a five year $140 million revolving credit facility with a
syndication of banks. We used the initial borrowings under this facility to repay all outstanding obligations
under our previous credit facility, and terminated the previous credit facility. The $140 million revolving
credit facility was unsecured and was guaranteed by certain of our domestic subsidiaries. Borrowings
generally bore interest at LIBOR plus 0.75% to 1.75%, depending on a certain financial ratio, and we paid
a commitment fee on unused portions of the facility at a rate from 0.20% to 0.375%, also depending on
this financial ratio. The credit facility contained customary covenants and other restrictions, including
doflar limits on the amount of our capital expenditures, acquisitions, and asset sales.

In January 2006, we amended our revolving credit facility agreement to increase the facility up to
$200 million, thus increasing our availability under the facility by $60 million. During the first quarter of
2006, we borrowed approximately $101.4 million under our hank revolving credit facility, primarily to fund

. certain first quarter 2006 acquisitions.

In June 2006, we entered into a revolving credit facility (the Restated Credit Facility), which
amended and restated our existing credit facility to, among other things, extend the maturity date of the
five year $200 million facility from September 7, 2009 to June 27, 2011 and provide for a future expansion
of the facility, with the agreement of existing or additional lenders, to a maximum of $300 million. In
December 2006, we amended the revolving credit facility to increase the facility to the maximum $300
million. The facility remains unsecured and is guaranteed by our material domestic subsidiaries.
Borrowings under the Restated Credit Facility bear interest at the British Bankers Association LIBOR rate
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plus 0.50% to 1.25%, depending on one of our financial ratios. We pay a commitment fee on unused
portions of the facility at a rate from 0.15% to 0.30%, also depending on this financial ratio. As of
December 31, 2007, the average interest rate on the outstanding balance under the credit facility
was 5.76%.

The Restated Credit Facility agreement contains customary covenants and other restrictions,
including certain financial ratio covenants that were modified from the previous credit facility agreement.
In addition, the Restated Credit Facility also eliminates the previous limitations on aggregate asset sales
and capital expenditures. Additionally, the Restated Credit Facility includes cross-default provisions
relating to any of our other indebtedness that is greater than a defined amount. If any such indebtedness
is not paid or is accelerated and such event is not remedied in a timely manner, a default will occur under
the Restated Credit Facility. We are in compliance with all covenants and conditions of our credit facility
as of December 31, 2007. Defaults under the Restated Credit Facility that are not timely remedied could
result in a termination of all commitments of the lenders and an acceleration of any outstanding loans and
credit obligations.

During the first quarter of 2007, we entered intc a bank line of credit facility covering the day to
day working capital needs of certain of our European operations (the European Credit Facility). The
Eurocpean Credit Facility provides available borrowing capacity of up to 5 million Euros (approximately
$7.4 million equivalent as of December 31, 2007), with interest computed on any outstanding borrowings
at a rate equal to the lender's Basis Rate plus 0.75%. The European Credit Facility agreement is
cancellable by either party with 14 business days notice, and contains standard provisions in the event of
default. As of December 31, 2007, we had no borrowings pursuant to the European Credit Facility.

Senior Nofes

In September 2004, we issued, and sold through a private placement, $55.0 million in aggregate
principal amount of Series 2004-A Senior Notes and 28 million Euros {approximately $41.2 million
equivalent at December 31, 2007) in aggregate principal amount of Series 2004-B Senior Notes pursuant
to a Master Note Purchase Agreement. The Series 2004-A Senior Notes and 2004-B Senior Notes were
sold in the United States to accredited investors pursuant to an exemption from the Securities Act of
1933. Net proceeds from the sale of the Senior Notes were used to pay down a portion of existing
indebtedness under the new revolving credit facility and to fund the acquisition of our European calcium
chloride assets.

In April 2006, we issued, and sold through a private placement, $90.0 million in aggregate
principal amount of Series 2006-A Senior Notes pursuant to its existing Master Note Purchase Agreement
dated September 2004, as supplemented as of April 18, 2006. The Series 2006-A Senior Notes were sold
in the United States to accredited investors pursuant to an exemption from the Securities Act of 1933. Net
proceeds from the sale of the Series 2006-A Senior Notes were used to pay down a portion of the
existing indebtedness under the bank revolving credit facility.

The Series 2004-A Senior Notes bear interest at the fixed rate of 5.07% and mature on
September 30, 2011. The Series 2004-B Senior Notes bear interest at the fixed rate of 4.79% and mature
on September 30, 2011. Interest on the 2004-A Senior Notes and the 2004-B Senior Notes is due
semiannually on March 30 and September 30 of each year. The Series 2006-A Senior Notes bear interest
at the fixed rate of 5.90% and mature on April 30, 2016. Interest on the 2006-A Senior Notes is due
semiannually on April 30 and October 30 of each year. We may prepay the Senior Notes, in whole or in
part, at any time at a price equal to 100% of the principal amount outstanding, plus accrued and unpaid
interest and a “make-whole” prepayment premium. The Senior Notes are unsecured and are guaranteed
by substantially all of our wholly owned domestic subsidiaries. The Master Note Purchase Agreement, as
supplemented, contains customary covenants and restrictions, requires us to maintain certain financial
ratios, and contains customary default provisions, as well as a cross-default provision relating to any
other of our indebtedness of $20 million or more. We are in compliance with all covenants and conditions
of the Master Note Purchase Agreement as of December 31, 2007. Upon the occurrence and during the
continuation of an event of default under the Master Note Purchase Agreement, as supplemented, the
Senior Notes may become immediately due and payable, either automatically or by declaration of holders
of more than 50% in principal amount of the Senior Notes outstanding at the time.
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NOTE | — DECOMMISSIONING AND OTHER ASSET RETIREMENT OBLIGATIONS

We account for asset retirement obligations in accordance with SFAS No. 143, “Accounting for
Asset Retirement Obligations.” The associated asset retirement costs are capitalized as part of the
carrying amount of the long-lived asset. The large majority of these asset retirement costs consists of the
future well abandonment and decommissioning costs for offshore cil and gas properties and platforms
owned by our Maritech subsidiary. The amount of decommissioning liabiliies recorded by Maritech is
reduced by amounts allocable to joint interest owners, anticipated insurance recoveries, and any
contractual amount to be paid by the previous owner of the oil and gas property when the liabilities are
satisfied. We also operate facilities in various U.S. and foreign locations in the manufacture, storage, and
sale of our products, inventories, and equipment, including offshore oil and gas production facilities and
equipment. These facilities are a combination of owned and leased assets. We are required to take
certain actions in connection with the retirement of these assets. We have reviewed our obligations in this
regard in detait and estimated the cost of these actions. These estimates are the fair values that have
been recorded for retiring these long-lived assets. These fair value amounts have been capitalized as part
of the cost basis of these assets. The costs are depreciated on a straight-line basis over the life of the
asset for non-oil and gas assets and on a unit of production basis for cil and gas properties. The market
risk premium for a significant majority of the asset retirement obligations is considered small, relative to
the related estimated cash flows, and has not been used in the calculation of asset retirement obligations.

The changes in the asset retirement obligations during the most recent two year period are
as follows:

Year Ended December 31,

2007 2006
{In Thousands}

Beginning balance for the period, as reported 3 138,340 $ 136,843
Activity in the period:

Accretion of liability 7,044 6,989

Retirement obligations incurred 27,204 2,823

Revisions in estimated cash flows 63,364 15,853

Settlement of retirement obligations (56,446) {24,168)
Ending balance at December 31 $ 109506 $ 138,340

NOTE J — COMMITMENTS AND CONTINGENCIES

Litigation —We are named defendants in several lawsuits and respondents in certain
governmental proceedings arising in the ordinary course of business. While the outcome of lawsuits or
other proceedings against us cannot be predicted with certainty, management does not expect these
matters to have a material adverse impact on the financial statements.

As previously disclosed, our Maritech subsidiary incurred significant damage as a result of
hurricanes Katrina and Rita. Although portions of the well intervention costs previously expended on
these facilities and submitted to our insurers have been reimbursed, our insurance underwriters have
continued to maintain that well intervention costs for certain of the damaged wells do not qualify as
covered costs and that certain well intervention costs for qualifying wells are not covered under the
policies. In addition, the underwriters have also maintained that there is no additional coverage provided
under an endorsement we obtained in August 2005 for the cost of removal of these platforms and for
other damage repairs on certain properties in excess of the insured values provided by our property
damage policy. On November 18, 2007, we filed a lawsuit in the 359™ Judicial District Court, Montgomery
County, Texas, entitled Maritech Resources, Inc. v. Certain Underwriters and Insurance Companies at
. Lloyd’s, London subscribing to Policy no. GA011150U and Steege Kingston, in which we are seeking
. damages for breach of contract and various related claims and a declaration of the extent of coverage of
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an endorsement to the policy. We cannot predict the outcome of this lawsuit; however, the ultimate
resolution could have a significant impact upon our future operating cash flow.

Environmental — One of our subsidiaries, TETRA Micronutrients, Inc. (TMI), previously owned
and operated a production facility located in Fairbury, Nebraska. TMI is subject to an Administrative Order
on Consent issued to American Microtrace, Inc. {n/kfa/ TETRA Micronutrients, Inc.) in the proceeding
styled In the Matter of American Microtrace Corporation, EPA 1.D. No. NED00610550, Respondent,
Docket No. VII-98-H-0016, dated September 25, 1998 (the Consent Order), with regard to the Fairbury
facility. TMt is liable for future remediation costs at the Fairbury facility under the Consent Order; however,
the current owner of the Fairbury facility is responsible for costs associated with the closure of that facility.
We have reviewed estimated remediation costs prepared by our independent, third-party environmental
engineering consultant, based on a detailed environmental study. Based upon our review and discussions
with our third-party consultants, we established a reserve for such remediation costs. As of December 31,
2007, and following the performance of certain remediation activities at the site, the amount of the reserve
for these remediation costs, included in current liabilities, is approximately $0.5 million. The reserve will
be further adjusted as information develops or conditions change.

We have not been named a potentially responsible party by the EPA or any state environmental
agency.

Product Purchase Obligations — In the normal course of our Fluids Division operations, we enter
into supply agreements with certain manufacturers of various raw materials and finished products. Some
of these agreements have terms and conditions that specify a minimum or maximum level of purchases
over the term of the agreement. Other agreements require us to purchase the entire output of the raw
material or finished product produced by the manufacturer. Our purchase obligations under these
agreements apply only with regard to raw materials and finished products that meet specifications set
forth in the agreements. We recognize a liability for the purchase of such products at the time we receive
them. During 2006, we significantly increased our purchase obligations as a result of the execution of a
long-term supply agreement with Chemtura Corporation, and the amendment of a previous supply
agreement. Under the amended agreement with the previous supplier, we remained committed to
purchase certain volumes of product through 2008. In December 2007, we were released from these
further purchase obligations pursuant to an agreement terminating the amended agreement in exchange
for our agreement to pay $9.3 million, which was charged to earnings during 2007 and which will be paid
in five installments during 2008 and early 2009. As of December 31, 2007, the aggregate amount of the
fixed and determinable portion of the purchase obligation pursuant to our Fluids Division's supply
agreements, including the 2008 buyout installments, was approximately $247.3 million, including $19.4
million during 2008, $13.6 million during 2009, $11.9 millien during 2010, $11.9 million during 2011, $11.9
million during 2012, and $178.6 million thereafter, extending through 2029. Amounts purchased under
these agreements for each of the years ended December 31, 2007, 2006, and 2005 was $16.7 million,
$1.0 million, and $2.0 million, respectively.

Insurance Contingencies — Through December 31, 2007, we have expended approximately $47.8
million of well intervention work on certain wells associated with two of the three Maritech offshore
platforms which were destroyed as a result of Hurricanes Katrina and Rita in 2005, We estimate that
future repair and well intervention efforts related to these destroyed platforms, including platform debris
removal and other storm related costs, will result in approximately $50 to $70 million of additional costs.
Approximately $28.6 million of the well intervention costs previously expended and submitted to
insurance have been reimbursed; however, our insurance underwriters have continued to maintain that
well intervention costs for certain of the damaged wells do not qualify as covered costs and that certain
well intervention costs for qualifying wells are not covered under the policy. In addition, the underwriters
have also maintained that there is no additiona! coverage provided under an endorsement we obtained in
August 2005 for the cost of removal of these platforms or for other damage repairs on certain properties
in excess of the insured values provided by our property damage policy. After continuing to provide
requested information to the underwriters regarding the damaged wells, and having numerous
discussions with the underwriters, brokers, and insurance adjusters, we have yet to receive the requested
reimbursement for these contested costs. In late 2007, we filed a lawsLuit against the underwriters in an
attempt to collect the reimbursement of these well intervention costs incurred as well as future well
intervention and debris removal costs to be incurred. We continue to believe that these costs are covered
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costs pursuant to the policy. However, during the fourth quarter of 2007, we reversed the anticipated
insurance recoveries previously included in estimating Maritech's decommissioning liability, increasing the
decommissioning liability to $48.4 million for well intervention and debris removal work to be performed,
assuming no insurance reimbursements will be received. In addition, we have reversed a portion of our
anticipated insurance recoveries previously included in accounts receivable related to certain damage
repair costs incurred, as the amount and timing of further reimbursements from our insurance providers
are now indeterminable. As a result of the increase to the decommissioning liability, certain capitalized
property costs were not realizable, resulting in impairments in accordance with the successful efforts
method of accounting. See Note B — Summary of Significant Accounting Policies, Qil and Gas Properties,
for further discussion.

If we successfully collect our reimbursement from our insurance providers, such reimbursements
will be credited to operations in the period collected. In the event that our actual well intervention costs
are more or less than the associated decommissioning liabilities, as adjusied, the difference may be
reported in income in the period in which the work is performed.

In October 2005, one of our drilling rig barges was damaged by a fire, and a claim was submitted
pursuant to our insurance coverage. The drilling rig barge was repaired during 2006 for a cost of
approximately $8.4 million. In January 2007, we collected approximately $2.1 million of insurance
reimbursements as a result of our claim for the repair costs incurred. In February 2007, we received a
notice from our insurance underwriters, stating that they consider that approximately $3.7 miilion of this
claim is not covered under the applicable policy. We have reviewed the underwriters’ position with regard
to this claim, and believe it is without merit. In August 2007, the underwriters responded to our position
with regard to this claim, requested additional information on a portion of the remaining costs incurred,
and agreed to continue discussions. In September 2007, we met with underwriters to discuss the claim
and delivered the additional requested information, and we are currently awaiting any further questions.
As of December 31, 2007, approximately $4.3 million is included in our accounts receivable associated
with the repair costs incurred for this asset, as such costs are considered probable of being reimbursed
pursuant to our applicable insurance policy. This amount is net of the approximately $2.1 million of
insurance reimbursements received, and approximately $2.0 million of costs that were charged to
expense during 2007. We continue to work with the underwriters to pursue reimbursement of our
repair costs.

NOTE K — CAPITAL STOCK

Our Restated Certificate of Incorporation authorizes us to issue 100,000,000 shares of common
stock, par value $.01 per share, and 5,000,000 shares of preferred stock, par value $.01 per share. As of
December 31, 2007, we had 74,370,765 shares of common stock outstanding, with 1,550,962 shares
" held in treasury, and no shares of preferred stock outstanding. The voting, dividend, and liguidation rights
of the holders of common stock are subject to the rights of the holders of preferred stock. The holders of
common stock are entitled to one vote for each share held. There is no cumulative voting. Dividends may
be declared and paid on common stock as determined by our Board of Directors, subject to any
preferential dividend rights of any then outstanding preferred stock.

Qur Board of Directors is empowered, without approval of the stackholders, to cause shares of

" preferred stock to be issued in one or more series and to establish the number of shares to be included in
each such series and the rights, powers, preferences and limitations of each series. Because the Board
of Directors has the power to establish the preferences and rights of each series, it may afford the holders
of any series of preferred stock preferences, powers and rights, voting or olherwise, senior to the rights of
holders of common stock. The issuance of the preferred stock could have the effect of delaying or
preventing a change in control of the Company.

Upon our dissolution or liquidation, whether voluntary or involuntary, holders of our commaon stock
~ will be entitled to receive all of our assets available for distribution to our stockholders, subject to any
preferential rights of any then outstanding preferred stock.
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in January 2004, our Board of Directors authorized the repurchase of up to $20.0 million of our
common stock. During 2006 and 2007, we made no purchases of our common stock pursuant to this
authorization. During 2005, we purchased 261,900 shares of our common stock for aggregate
consideration of approximately $2.4 million pursuant to this authorization.

During the past three years, we have declared a 2-for-1 stock split and a 3-for-2 stock split, which
were each effected in the form of stock dividends, whereby stockholders of record received additional
shares of our common stock, with any fractional shares paid in cash based on the closing price per share
of the common stock as of the record date. In May 20086, we declared a 2-for-1 stock split to all
stockholders of record as of May 16, 2006, resulting in the May 22, 2006 issuance of 36,740,501
additiona! shares outstanding. In August 2005, we declared a 3-for-2 stock split to all stockholders of
record as of August 19, 2005, resulting in the August 26, 2005 issuance of 22,806,032 additional shares
outstanding. The consolidated financial statements retroactively reflect the effect of each of the above
stock splits and, accordingly, all disclosures involving the number of shares of common stock outstanding,
issued or to be issued, and all per share amounts, retroactively reflect the impact of these stock splits.

NOTE L — EQUITY-BASED COMPENSATION
Adoption of SFAS 123(R)

Effective January 1, 2006, we adopted the fair value recognition provisions of SFAS No. 123(R),
“Share-Based Payment” (SFAS No. 123R) using the modified prospective transition method. In addition,
the SEC issued Staff Accounting Bulletin No. 107, “Share-Based Payment” (SAB No. 107) in March,
2005, which provides supplemental SFAS No. 123R application guidance based on the views of the SEC.
Under the modified prospective transition method, compensation cost recognized during the years ended
December 31, 2007 and 2006 inciudes: (a) compensation cost for all share-based payments granted prior
to, but not yet vested as of January 1, 2006, based on the grant date fair value estimated in accordance
with the original provisions of SFAS No. 123 (as amended), “Accounting for Share-Based Compensation™
(SFAS No. 123), and {b) compensation cost for all share-based payments granted beginning January 1,
2006, based on the grant date fair value estimated in accordance with the provisions of SFAS No. 123R.
In accordance with the modified prospective transition method, results for prior periods have not been
restated.

The adoption of SFAS No. 123R resulted in stock compensation expense related to stock options
and restricted stock for the year ended December 31, 2007 and 2006 of $4.4 miltion and $3.4 million,
respectively, which is included in general and administrative expense. This expense reduced net income
by $2.8 million and $2.2 million and reduced basic and diluted earnings per share by $0.04 and $0.03 for
the years ended December 31, 2007 and 20086, respectively.

The Black-Scholes option-pricing model was used to estimate the option fair values. The option-
pricing model requires a number of assumptions, of which the most significant are: expected stock price
volatility, the expected pre-vesting forfeiture rate, and the expected option term (the amount of time from
the grant date until the options are exercised or expire). Expected volatility was calculated based upon
actual historical stock price movements over the most recent periods ending December 31, 2007 equal to
the expected option term. Expected pre-vesting forfeitures were estimated based on actual historical pre-
vesting forfeitures over the most recent periods ending December 31, 2007 for the expected option term.

Prior to the adoption of SFAS No. 123R, we presented any tax benefits of deductions resulting
from the exercise of stock options within operating cash flows in our consolidated statements of cash
flows. SFAS No. 123R requires tax benefits resulting from tax deductions in excess of the compensation
cost recognized for those options (excess tax benefits} to be classified and reported as a financing cash
inflow upon adoption of SFAS No. 123R.

in November 2005, the FASB issued Staff Position No. FAS 123(R)-3, “Transition Election
Related to Accounting for the Tax Effects of Share-Based Payment Awards” (FSP 123R-3). We have
elected to adopt the alternative transition method provided in FSP 123R-3 for calculating the tax effects of
stock-based compensation under SFAS No. 123 R. The alternative transition method includes simplified
methods to establish the beginning balance of the additional paid-in capital pool {APIC Pool) related to
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the tax effects of stock-based compensation, and for determining the subsequent impact on the APIC
Pool and consolidated statements of cash flows of the tax effects of stock-based compensation awards
that are outstanding upon adoption of SFAS No. 123R.

Pro Forma Stock Compensation Expense for the Period Ended December 31, 2005

Prior to the adoption of SFAS No. 123R, and for the year ended December 31, 2005, we :
accounted for stock-based compensation using the intrinsic value method, whereby compensation cost
for stock options was measured as the excess, if any, of the quoted market price of our stock at the date
of the grant over the amount an employee must pay to acquire the stock. If compensation expense had
been recognized based on the estimated fair value of each option granted in accordance with the
provisions of SFAS No. 123 and been amortized over the options’ vesting periods, net income and
earnings per share would have been as follows:

Year Ended
December 31, 2005
(In Thousands, Except

Per Share Amounts)

Net income - as reported $ 38,062

Stock-based employee compensation expense
in reported net income, net of related tax effects -

Total stock-based employee compensation
expense determined under fair value based

method for all awards, net of related tax effects {2,608)
Net income - pro forma $ 35,454
Net income per share - as reported $ 0.55
Net income per share - pro forma $ 0.52
Net income per diluted share - as reported $ 0.53
Net income per diluted share - pro forma $ 0.49

. Equity-Based Compensation as of December 31, 2007

We have various stock option plans which provide for the granting of options for the purchase of
our common stock and other performance-based awards to our executive officers, key employees,

. nonexecutive officers, consultants, and directors. Incentive stock options are exercisable for periods up to

ten years.

The TETRA Technologies, Inc. 1990 Stock Option Plan (the 1990 Plan) was initially adopted in

. 1985 and subsequently amended to change the name, the number, and the type of options that could be

granted as well as the time period for granting stock options. As of December 31, 2004, no further options

~ may be granted under the 1990 Plan. We granted performance stock options under the 1990 Plan to

certain executive officers. These granted options have an exercise price per share of not less than the
market value at the date of issuance and are fully vested and exercisable.

In 1993, we adopted the TETRA Technologies, Inc. Director Stock Option Plan (the Directors’

. Plan). In 1996, the Directors' Plan was amended to increase the number of shares issuable under

automatic grants thereunder. In 1988, we adopted the TETRA Technologies, Inc. 1998 Director Stock
Option Plan as amended (the 1998 Director Plan). The purpose of the Directors’ Plan and the 1998
Director Plan (together the Director Stock Option Plans) is to enable us to attract and retain qualified
individuals to serve as our directors and to align their interests more closely with our interests. The 1998
Director Plan is funded with our treasury stock and was amended and restated effective December 18,
2002 to increase the number of shares issuable thereunder, to change the types of options that may be
granted thereunder, and to increase the number of shares issuable under automatic grants thereunder.
The 1998 Director Plan was amended and restated effective June 27, 2003, and was further amended in
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December 2005 to increase the number of shares issuable thereunder. As of May 2, 2006, no further
options may be granted under the Director Stock Option Plans.

During 1996, we adopted the 1996 Stock Option Plan for Nonexecutive Employees and
Consultants (the Nonqualified Plan) to enable us to award nongualified stock options to nonexecutive
employees and consultants who are key to our perfermance. As of May 2, 2006, no further options may
be granted under the Nonqualified Plan.

In May 2008, our stockholders approved the adoption of the TETRA Technologies, inc. 2008
Equity Incentive Compensation Plan. Pursuant to the TETRA Technologies, Inc. 2006 Equity Incentive
Compensation Plan, we are authorized to grant up to 1,300,000 shares in the form of stock options
(including incentive stock options and nonqualified stock options); restricted stock; bonus stock; stock
appreciation rights; and performance awards to employees, consultants, and non-employee directors. As
a result of the adoption and approval of the TETRA Technologies, Inc. 2006 Equity Incentive
Compensation Plan, no further awards may be granted under our other previously existing plans.

In May 2007, our stockholders approved the adoption of the TETRA Technologies, Inc. 2007
Equity Incentive Compensation Plan. Pursuant to the TETRA Technologies, inc. 2007 Equity Incentive
Compensation Plan, we are authorized to grant up to 90,000 shares in the form of stock options
{(including incentive stock options and nonqualified stock options); restricted stock; bonus stock; stock
appreciation rights; and performance awards to employees, consultants and non-employee directors.

In 2007 and 2006, we granted to certain officers and employees a total of 258,750 and 83,708
restricted shares, respectively, which generally vest 20% per year over a five year pericd. The average
market value (equal to the quoted closing price of the common stock on the dates of grant) of the
restricted shares granted during 2007 was $27.66 per share, or an aggregate of approximately $7.2
million, at the date of grant. The average market value of the restricted shares granted during 2006 was
$29.47 per share, or an aggregate of approximately $2.5 million, at the date of grant.

The following is a summary of stock option activity for the year ended December 31, 2007:

Weighted Average
Option Price
Shares Under Option Per Share
{In Thousands)

Outstanding at December 31, 2006 6,359 3 9.25
Options granted 132 22.76
Options cancelled (89) 16.56
Options exercised (2,213) 5.58

Outstanding at December 31, 2007 4,189 $ 11.45

The following is a summary of restricted stock activity for the year ended December 31, 2007:

Weighted Average
Grant Date Fair Value
Shares Per Share
{In Thousands)

Nonvested shares outstanding at December 31, 2006 84 $ 29.47
Shares granted 259 24.21
Shares cancelled (25) 27.94
Shares vested {31) 28.44

Nonvested shares outstanding at December 31, 2007 287 $ 27.98
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The total intrinsic value, or the difference between the exercise price and the market price on the
date of exercise, of all options exercised during the years ended December 31, 2007 and 2008, was
approximately $43.2 million and $41.0 million, respectively. Cash received from stock options exercised
during the years ended December 31, 2007 and 2006 was $12.1 million and $11.4 million, respectively.
Recognized excess tax benefits related to the exercise of stock options during the years ended
December 31, 2007 and 2006 were $13.2 million and $12.5 million, respectively.

Stock options authorized for issuance, outstanding and currently 2xercisable at December 31,
2007, 2008, and 2005 are as follows:

2007 2006 2005

{In Thousands, Except Per Share Amounts)

TETRA Technologies, Inc. 2007 Equity Incentive
Compensation Plan

Maximum number of shares authorized for issuance 90 - -
Shares reserved for future grants 63 - -
Options exercisable at period end 6 -
Weighted average exercise price of options exercisable

at period end $ 1850 % - % -

TETRA Technologies, inc. 2006 Equity Incentive
Compensation Plan

Maximum number of shares authorized for issuance 1,300 1,300 -
Shares reserved for future grants 48 589 -
Opticns exercisable at period end 257 - -
Weighted average exercise price of options exercisable
at period end $ 26.61 $ - $ -
1990 TETRA Technologies, Inc. Employee Plan (as amended)
Maximum number of shares authorized for issuance 17,775 17,775 17,775
Shares reserved for future grants - - -
Options exercisable at period end 1,955 3,297 4,810
Weighted average exercise price of options exercisable
at period end $ €.52 $ 6.05 § 5.62
Director Stock Option Plans (as amended)
Maximum number of shares authorized for issuance 2,138 2,138 2,138
Shares reserved for future grants - - 282
Options exercisable at period end 342 770 890
Weighted average exercise price of options exercisable
at period end $ 1174 $ 830 § 6.30
All Other Plans
v Maximum number of shares authorized for issuance 3,615 3,615 3,615
Shares reserved for future grants - - 274
Options exercisable at period end 936 904 810
Weighted average exercise price of options exercisable
at period end $ 1213 § 874 % 7.48
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Options Qutstanding Options Exercisable

Weighted Weighted Weighted Weighted
Average Average Average Average
Range of Exercise Remaining Exercise Remaining Exercise

Price Shares Contracted Life Price Shares Contracted Life Price

{In Thousands) {In Years) {In Thousands) {In Years)

$1.611t0 $4.37 910 36 % 3.43 882 35 % 3.40
$4.37 to $8.11 447 39 5 5.79 428 38 3 573
$8.11 to $9.214 1,510 49 % 905 1472 49 §$ 905
$9.21 to $20.85 499 76 § 13.24 399 76 $ 13.00
$20.85 to $30.00 823 85 % 26861 315 85 § 26.02
4,189 55 $ 11.45 3,496 51 % 9.20

The fair value of each option grant is estimated on the date of grant using the Black-Scholes
option pricing model with the following assumptions: expected stock price volatility 31% to 36%, expected
life of options 4.4 to 5.4 years, risk-free interest rate 4.3% to 5.0%, and no expected dividend yield. The
weighted average fair value of options granted during the years ended December 31, 2007, 2006 and
2005, using the Black-Scholes model, was $7.13, $8.17, and $3.71 per share, respectively. Total
estimated unrecognized compensation cost from unvested stock options and restricted stock as of
December 31, 2007 was approximatety $12.8 million, which is expected to be recognized over a weighted
average period of approximately 2.6 years.

Certain options exercised during 2007, 2006, and 2005 were exercised through the surrender of
4.655, 15,559, and 31,416 shares, respectively, of our common stock previously owned by the option
holder for a period of at least six months prior to exercise. In addition, we received 27,784 shares of our
common stock during 2007 related to the vesting of certain employee restricted stock. Such surrendered
shares received by us are included in treasury stock. At December 31, 2007, net of options previously
exercised pursuant to our various stock option plans, we have a maximum of 4,586,179 shares of
common stock issuable pursuant to stock options previously granted and outstanding and stock options
authorized to be granted in the future.

NOTE M — 401(k) PLAN

We have a 401(k) retirement plan (the Plan) that covers substantially all employees and entitles
them to contribute up to 70% of their annual compensation, subject to maximum limitations imposed by
the Interna! Revenue Code. We match 50% of each employee’'s contribution up to 6% of annual
compensation, subject to certain limitations as outlined in the Plan. In addition, we can make discretionary
contributions which are allocable to participants in accordance with the Plan. Total expense related to our
401(k) plan was $2.7 million, $2.0 million, and $1.5 million in 2007, 2006, and 2005, respectively.

NOTE N — DEFERRED COMPENSATION PLAN

We provide our officers, directors and certain key employees with the opportunity to participate in
an unfunded, deferred compensation program. There were twenty-six participants in the program at
December 31, 2007. Under the program, participants may defer up to 100% of their yearly total cash
compensation. The amounts deferred remain our sole property, and we use a portion of the proceeds to
purchase life insurance policies on the lives of certain of the participants. The insurance policies, which
also remain our sole property, are payable to us upon the death of the insured. We separately contract
with the participant to pay to the participant the amount of deferred compensation, as adjusted for gains
or losses, invested in participant-selected investment funds. Participants may elect to receive deferrais
and earnings at termination, death, or at a specified future date while still employed. Distributions while
employed must be at least three years after the deferral election. The program is not qualified under
Section 401 of the Internal Revenue Code. At December 31, 2007, the amounts payable under the plan
approximated the value of the corresponding assets we owned.
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NOTE O — HEDGE CONTRACTS

We have market risk exposure in the sales prices we receive for our oil and gas production and

. currency exchange rate risk exposure related to specific transactions denominated in a foreign currency

"~ as well as to investments in certain of our international operations. Our financial risk management

i activities involve, among other measures, the use of derivative financial instruments, such as swap and
collar agreements, to hedge the impact of market price risk exposures for a significant portion of our oil

. and gas production and for certain foreign currency transactions. Under SFAS No. 133, as amended by
SFAS Nos. 137 and 138, all derivative instruments are required to be recognized on the balance sheet at

their fair value, and criteria must be established to determine the effectiveness of the hedging

relationship. Hedging activities may include hedges of fair value exposures, hedges of cash flow

 exposures, and hedges of a net investment in a foreign operation. A fair value hedge requires that the
effective portion of the change in the fair value of a derivative instrument be offset against the change in

, the fair value of the underlying asset, liability, or firm commitment being hedged through earnings.

. Hedges of cash flow exposure are undertaken to hedge a forecasted transaction or the variability of cash

i flows to be received or paid related to a recognized asset or liability. A cash flow hedge requires that the
effective portion of the change in the fair value of a derivative instrument be recognized in other

) comprehensive income, a component of stockholders’ equity, and then be reclassified into earnings in the
period or periods during which the hedged transaction affects earnings. Transaction gains and losses

i attributable to a foreign currency transaction that is designated as, and is effective as, an economic
hedge of a net investment in a foreign entity is subject to the same accounting as translation adjustments.

| As such, the effect of a rate change on a foreign currency hedge is the same as the accounting for the
effect of the rate change on the net foreign investment; both are recorded in the cumulative transtation

i account, a component of stockhelders’ equity, and are partially or fully offsetting. Any ineffective portion of

© a derivative instrument’s change in fair value is immediately recognized in earnings.

As required by SFAS No. 133, we formally document all relationships between hedging
i instruments and hedged items, as well as our risk management objectives, our strategies for undertaking
various hedge transactions, and our methods for assessing and testing correlation and hedge
| ineffectiveness. All hedging instruments are linked to the hedged asset, liability, firm commitment or
forecasted transaction. We also assess, both at the inception of the hedge and on an ongoing basis,
| whether the derivatives that are used in these hedging transactions are highly effective in offsetting
" changes in cash flows of the hedged items.

The fair value of hedging instruments reflects our best estimate and is based upon exchange or

| over-the-counter quotations, whenever they are available. Quoted valuations may not be available.
Where quotes are not available, we utilize other valuation techniques or models to estimate fair values.

These modeling techniques require us to make estimations of future prices, price correlation, and market

volatility and liquidity. The actual results may differ from these estimates, and these differences can be
positive or negative.

| We believe that our swap and collar agreements are "highly effective cash flow hedges,” as
defined by SFAS No. 133, in managing the volatility of future cash flows associated with our oil and gas

production. The effective portion of the change in the derivative's fair value (i.e., that portion of the

change in the derivative's fair value that offsets the corresponding change in the cash flows of the hedged

| transaction) is initially reported as a component of accumulated other comprehensive income (loss) and
will be subsequently reclassified into product sales revenues ultilizing the specific identification method

| when the hedged exposure affects earnings (i.e., when hedged oil and gas production volumes are

" reflected in revenues). Any “ineffective” portion of the change in the derivative's fair value is recognized in
| earnings immediately.

! During the years ended December 31, 2007, 2006, and 2005, we entered into certain cash fiow
hedging swap and collar contracts to fix cash flows relating to a portion of our oil and gas production.

* Each of these contracts qualified for hedge accounting. As of December 31, 2007, twelve swap contracts
' remain outstanding, with various expiration dates through December 2010. In addition, in January and

i February 2008, we entered into four additional swap contracts for an additional portion of our 2008 and
2009 gas production. The fair value of the asset for outstanding cash flow hedge natural gas swap

- F-36




contracts at December 31, 2007 was $1.3 million, and is included in prepaid expenses and other current
assets in the accompanying consolidated balance sheet. We had no natural gas swap contracts
outstanding at December 31, 2006. The fair value of the liability for the outstanding cash flow hedge oil
swap contract at December 31, 2007 was $53.4 million. Approximately $32.5 million of this liability,
representing the portion associated with 2008 production, is included in accrued liabilities in the
accompanying consolidated balance sheets. The remaining portion of this liability is included in other
long-term liabilities. The fair value of the asset for outstanding cash flow hedge oil swap contracts at
December 31, 2006 was $4.6 million, and is included in prepaid expenses and other current assets in the
accompanying consolidated balance sheets. The derivative fair value amounts at December 31, 2007 will
be reclassified into earnings over the term of the hedge swap contracts. As the hedge contracts were
highly effective, the entire gain (loss) of $(32.9) million and $2.9 million from changes in contract fair
value, net of taxes, as of December 31, 2007 and 2006, respectively, are included in other
comprehensive income (loss) within stockholders’ equity. Approximately $(19.7) million of such contract
fair value, net of taxes, is expected to be reclassified into eamnings within the next twelve months.

During the year ended December 31, 2004, we borrowed 35 million Euros to fund the acquisition
of the TCE calcium chloride assets. This debt is designated as a hedge of our net investment in that
foreign operation. The hedge is considered to be effective since the debt balance designated as the
hedge is less than or equal to the net investment in the foreign operation. At December 31, 2007, the
Company had 35 million Euros (approximatety $53.0 million equivalent) designated as a hedge of a net
investment in a foreign operation. Changes in the foreign currency exchange rate have resulted in a
cumulative change to the cumulative translation adjustment account of $(5.6) million and $(2.0) million,
net of taxes, as of December 31, 2007 and 2006, respectively.

NOTE P — INCOME PER SHARE

The following is a reconciliation of the common shares outstanding with the number of shares
used in the computation of income per common and common equivalent share:

Year Ended December 31,
2007 2006 2005
{In Thousands)

Number of weighted average common shares outstanding 73,573 71,632 68,588
Assumed exercise of stock options 2,348 3,192 3,548
Average diluted shares outstanding 75,921 74,824 72,136

For the year ended December 31, 2007, the average dituted shares outstanding excludes the
impact of 716,354 average outstanding stock options that have exercise prices in excess of the average
market price, as the inclusion of these shares would have been antidilutive. There were no stock options
or other dilutive securities excluded in the computation of diluted earnings per share for the years ended
December 31, 2006, or 2005.

NOTE Q — INDUSTRY SEGMENTS AND GEOGRAPHIC INFORMATION

We manage our operations through four operating segments: Fluids, WA&D Services, Maritech
and Production Enhancement.

Our Fluids Division manufactures and markets clear brine fluids, additives, and other associated
products and services to the oil and gas industry for use in well drilling, completion, and workover
operations both domestically and in certain regions of Europe, Asia (including the Middle East), Latin
America, and Africa. The Division also markets certain fluids and dry calcium chloride manufactured at its
production facilities to a variety of markets outside the energy industry.

Our WA&D Division consists of two operating segments: WA&D Services and Maritech. The
WASD Services segment provides a broad array of services required for the abandonment of depleted oil
and gas wells and the decommissioning of platforms, pipelines, and other associated equipment. Our
WARD Services segment also provides diving, marine, engineering, cutting, workover, drilling, and other
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services. The WA&D Services segment operates primarily in the onshore U.S. Gulf Coast region and the
inland waters and offshore markets of the Gulf of Mexico.

The Maritech segment consists of our Maritech subsidiary, which, with its subsidiaries, is a
producer of oil and gas from properties acquired to support and provide a baseload of business for the
WAGSD Services segment. In addition, the segment conducts development and exploitation operations on

certain of its oil and gas properties that are intended to increase the cash flows on such properties prior to
their ultimate abandonment.

Our Preduction Enhancement Division provides production testing services to markets in Texas,
New Mexico, Colorado, Oklahoma, Arkansas, Louisiana, offshore Gulf of Mexico, and certain
international locations. In addition, it provides wellhead compression services to customers to enhance
production from mature, low pressure natural gas wells located principally in the mid-continent, mid-
western, western, Rocky Mountain, and Gulf Coast regions of the United States as well as in western
Canada, Mexico, and other Latin American countries.

We generally evaluate performance and allocate resources based on profit or loss from
operations before income taxes and nonrecurring charges, return on investment and other criteria. The
accounting policies of the reportable segments are the same as those described in the summary of
significant accounting policies. Transfers between segments, as well as geographic areas, are priced at
the estimated fair value of the products or services as negotiated between the operating units. “Corporate
overhead” includes corporate general and administrative expenses, corporate depreciation and
amortization, interest income and expense and other income and expense.

Summarized financial information concerning the business segments from continuing operations
is as follows:

Year Ended December 31,
2007 2006 2005
{In Thousands)

Revenues from external customers
Product sales

Fluids Division $ 226,399 $ 202,829 $ 201,127
WARD Division
WAS&D Services 4,860 3,448 4,021
Maritech 213,338 164,099 62,876
Intersegment eliminations - - -
Total WA&D Division 218,198 167,547 66,897
Production Enhancement Division 12,641 10,881 11,459
Consolidated 457,238 388,257 279,483
Services and rentals
Fluids Division 54,353 34,158 20,052
WAA&D Division
WAA&D Services 306,174 220,878 131,885
Maritech 818 3,709 2,276
Intersegment eliminations - - -
Total WA&D Division 306,990 224 587 134,171
Production Enhancement Division 163,902 120,793 75,543
Consolidated 525,245 379,538 229,766
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Revenues from external customers

Year Ended December 31,

Intersegment revenues
Fluids Division
WAG&D Division
WAG&D Services
Maritech
Intersegment eliminations
Tota! WA&D Division
Production Enhancement Division
Intersegment eliminations
Consciidated

Total revenues
Fluids Division
WARD Division
WASLD Services
Maritech
Intersegment eliminations
Total WASD Division
Production Enhancernent Division
Intersegment eliminations
Consolidated

Depreciation, depletion, amortization, and accretion

2007 2006 2005
{In Thousands)

1,322 562 189
30,048 73,858 6,031
(29,057) (73,859) (6,031)

991 - -
141 175 102
(2,454) (737) {291)
282,074 244 549 221,368
341,082 298,185 141,947
214,154 167,808 65,152
(29,057) (73,859) (6,031)
526,179 392,134 201,068
176,684 131,849 87,104
(2,454) (737) (291)
982,483 $ 767,795 $ 509,249

Year Ended December 31,

Fluids Division
WASD Division
WAS&D Services
Maritech
Intersegment efiminations
Total WARD Division
Production Enhancement Division
Corporate overhead
Consolidated

Interest Expense

Fluids Division
WAGS&D Division
WAARD Services
Maritech
Intersegment eliminations
Total WA&D Division
Production Enhancement Division
Corporate overhead
Consolidated
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2007 2006 2005
{in Thousands)
12,758 $ 9,180 3 8,158
16,279 11,958 5,888
82,800 46,988 18,498
(891) {127) (271}
98,188 58,819 24,115
17,398 11,936 8,462
1,500 996 904
129,844 $ 80,93 $ 41,639
159 $ 1 $ 3
75 62 9
57 4 -
132 66 9
21 89 -
17,574 13,481 6,297
17,886 $ 13,637 $ 6,309




Income before taxes and discontinued operations

Year Ended December 31,

Fluids Division
WAA&D Division
WARD Services
Maritech
Intersegment eliminations
Total WA&D Divisicn
Production Enhancement Division
Corporate overhead
Consolidated

Total assets

Ftuids Division
WAS&D Division
WAAS&D Services
Maritech
Intersegment eliminations
Total WA&RD Division
Production Enhancement Division
Corporate overhead
Consolidated

Capital expenditues

Fluids Division
WAA&D Division
WARD Services
Maritech
Intersegment eliminations
Total WARD Division
Production Enhancement Division
Corporate overhead
Consolidated

M Amounts reflected include the following general corporale expenses:

General and administrative expense
Depreciation and amortization

Interest expense

Other general corporate {income) expense, net
Total

® Includes assets of discontinued operations.

2007 2006 2005
(In Thousands}
$ 10897 $ 60939 $ 33,805
33,496 51,007 21,370
(49,815) 55,105 4,871
6,225 (7,865) (34)
(10,004) 98,247 26,207
52,302 39,141 22,131
(50,943) @ {45,958) {30,114) "
$ 2162 § 152369 $ 52,029
$ 285882 $§ 270,152 $ 207,363
262,729 279,541 117,244
391,703 302,381 194,593
{2.119) (41,618) (12,487)
652,313 540,304 299,350
266,729 223,931 165,476
90,612 @ 51,803 @ 54,661 &
$ 1295536 § 1,086,190 § 726,850
$ 18877 § 11679 § 8,363
29,732 59,335 3,905
178,392 60,660 41,023
{5,113) (1,635) (233)
203,011 118,360 44,695
46,189 38,226 22,827
7,997 4,150 1,108
$ 276074 § 172415 § 76,993
2006 2005
$ 31533 § 31149 § 22498
1,500 997 903
17,5674 13,481 6,297
336 331 419
F 50943 § 45958 § 30418
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Summarized financial information concerning the geographic areas of our customers and in which
we operate at December 31, 2007, 2006, and 2005 is presented below:

Year Ended December 31,

2007 2006 2005
{In Thousands)
Revenues from external customers:
U.s. $ 850,857 $ 646,172 $ 409,298
Canada and Mexico 25,330 22,001 17,737
South America 9,307 12,881 2,690
Europe 80,495 74,292 68,107
Africa 2,498 3421 4,781
Asia and other 13,996 9,028 6,636
Total 982,483 767,795 509,249
Transfers between geographic areas:
u.s. 318 1,425 1,556
Canada and Mexico - - -
South America - - -
Europe 1,548 256 608
Africa - - -
Asia and other - 112 -
Eliminations (1,866) (1,793) (2,164)
Total revenues $ 982,483 $ 767,795 $ 509,249
Identifiable assets:
u.s. $ 1,163,604 $ 965975 $ 619,011
Canada and Mexico 22,482 12,515 10,943
South America 17,843 17,823 12,874
Europe 79,972 73,816 63,896
Africa 1,821 2,136 5,030
Asia and other 5772 637 539
Eliminations and discontinued operations 4,042 13,288 14,457
Total $ 1,295,536 $ 1,086,190 $ 726,850

In 2007, a single purchaser of Maritech’s oil and gas production, Shell Trading (US) Company,
accounted for approximately 12.5% of our consolidated revenues. In 2006 and 2005, no single customer
accounted for more than 10% of our consolidated revenues.

NOTE R — SUPPLEMENTAL OIL AND GAS DISCLOSURES (Unaudited)

The following information regarding the activities of our Maritech segment is presented pursuant
to SFAS No. 69, “Disclosures About Qil and Gas Producing Activities (SFAS No. 69).” As part of the
WASD Division activities, Maritech and its subsidiaries generally acquire cil and gas reserves and operate
the properties in exchange for assuming the proportionate share of the well abandonment obligations
associated with such properties. Accordingly, our Maritech segment is included within our WA&D Division.

Costs Incurred in Property Acquisition, Exploration, and Development Activities
The following table reflects the costs incurred in oil and gas property acquisition, exploration, and
development activities during the years indicated. Consideration given for the acquisition of proved

properties includes the assumption, and any subsequent revision, of the amount of the proportionate
share of the well abandonment and decommissioning obligations associated with the properties.
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Year Ended December 31,

2007 2006 2005
{In Thousands}
Acquisition $ 82,976 $ 8,561 $ 115795
Exploration - - -
Development 152,372 78,774 26,185
Total costs incurred $ 235,348 $ 87,335 $ 141,980

Capitalized Costs Related to Oil and Gas Producing Activities:

Aggregate amounts of capitalized costs relating to our oil and gas producing activities and the

aggregate amounts of related accumulated depletion, depreciation, and amortization as of the dates
indicated, are presented below.

December 31,

2007 2006 2005
(In Thousands)

Properties not being amortized $ 7.599 $ 8,377 3 10,567
Proved developed properties being amortized 565,568 275,890 187,540
Total capitalized costs 573,167 284,267 198,107
Less accumulated depletion, depreciation,

and amortization (233,829) {81,709) (41,886)

Net capitalized costs $ 339,338 $ 202,558 $ 156,221

Included in capitalized costs of proved developed properties being amortized is our estimate of
our praportionate share of decommissioning liabilities assumed relating to these properties, which is also
reflected as decommissioning and other asset retirement obligations in the accompanying consolidated
balance sheets.

Resuilts of Operations for Oil and Gas Producing Activities:
Results of operations for oil and gas producing activities excludes general and administrative

and interest expenses directly related to such activities as well as any allocation of corporate or divisional
overhead.

Year Ended December 31,

2007 2006 2005
(In Thousands)

Oil and gas sales revenues $ 213,338 $ 164,099 $ 62,876
Production (lifting) costs " 89,605 63,665 34,706
Depreciation, depletion, and amortization 73,835 38,550 14,878
Impairments of properties & 76,094 3,405 1,907
Excess decommissicning and

abandonment costs 12,153 3,755 2,941
Exploration expenses 1,174 8 84
Accretion expense 6,841 6,825 3,230
Dry hole costs 1,689 1,145 -
Gain on insurance recoveries (3,245) {10,555) (1,333)

Pretax income from producing activities (44,818) 57,301 6,463
Income tax expense (16,549) 20,605 1,782

Results of oil and gas producing activities 5 (28,269) $ 36,696 $ 4,681

™ production costs during 2007 include certain hurricane repair expenses of $13.5 million, which were previously included in
insurance receivable,

@ Impairments of oil and gas properties during 2007 were primarily due ta the increase in Maritech’s decommissioning liability as a
result of contested insurance coverage.
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Estimated Quantities of Proved Oil and Gas Reserves (Unaudited):

Proved oil and gas reserves are defined as the estimated quantities of crude oil, natural gas, and
natural gas liquids which geological and engineering data demonstrate with reasonable certainty to be
recoverable in future years from known reservoirs under existing economic and operating conditions.
Reservoirs are considered proved if economic productibility is supported by either actual production or
conclusive formation tests. The area of a reservoir considered proved includes (a) that portion delineated
by drilling and defined by gas-oil and/or gas-water contacts, if any, and (b) the immediately adjoining
portions not yet drilled, but which can be reasonably judged as economically productive on the basis of
available geological and engineering data. Reserves which can be produced economically through the
application of improved recovery techniques are included in the “proved” classification when successful
testing by a pilot project, or the operation of an installed program in the reservoir, provides support for the
engineering analysis on which the project or program was based.

The reliability of reserve information is considerably affected by several factors. Reserve
information is imprecise due to the inherent uncertainties in, and the limited nature of, the database upon
which the estimating of reserve information is predicated. Moreover, the methods and data used in
estimating reserve information are often necessarily indirect or analogical in character, rather than direct
or deductive. Furthermore, estimating reserve information, by applying generally accepted petroleum
engineering and evaluation principles, involves numerous judgments based upon the engineer's
educational background, professional training, and professional experience. The extent and significance
of the judgments to be made are, in themselves, sufficient to render reserve information inherently
imprecise.

Through our Maritech subsidiary, we employ full-time experienced reservoir engineers and
geologists who are responsible for determining proved reserves in conformance with SEC guidelines.
Reserve estimates were prepared by Maritech engineers based upon their interpretation of production
performance data and geologic interpretation of sub-surface information derived from the drilling of welis.
In addition to the complete analysis by Maritech’s internal reservoir engineers, independent petroleum
engineers and geologists performed reserve audits of approximately 81.9% of our proved reserve
volumes as of Dacember 31, 2007, The use of the term reserve audit is intended only to refer to the
collective application of the engineering and geologic procedures which the independent petroleum
engineering firms were engaged to perform and may be defined and used differently by other companies.

A reserve audit is a process whereby an independent petroleum engineering firm performs
extensive visits, collects and includes all necessary geologic, geophysical, engineering, and economic
data, followed by an independent reserve evaluation. The reserve audit of our oil and gas reserves
involves the rigorous examination of our technical evaluation, as well as the interpretation, and
extrapolation of well information such as flow rates, reservoir pressure declines, and other technical
information and measurements. Maritech's internal reservoir engineers interpret this data to determine
the nature of the reservoir and, ultimately, the quantity of proved oil and gas reserves attributable to the
specific property. Qur proved reserves, as reflected in this Annual Report, include only quantities that
Maritech expects to recover commercially using current technology, prices, and costs, and within existing
regulatory and environmental limits. While Maritech can be reasonably certain that the proved reserves
will be produced, the timing and ultimate recovery can be affected by a number of factors, including
completion of development projects, reservoir performance, regulatory approvals, and changes in
projections of long-term oil and gas prices. Revisions can include upward or downward changes in the
previously estimated volumes of proved reserves for existing fields due to evaluation of (1) already
available geologic, reservoir, or production data or (2} new geologic or reservoir data obtained from wells.
Revisions can also occur associated with significant changes in development strategy, oil and gas prices,
or the related production equipment/facility capacity. Maritech’s independent petroleum engineers also
examined the reserve estimates with respect to reserve categorization, using the definitions for proved
reserves set forth in Regulation S-X Rule 4-10(a) and subsequent SEC staff interpretations and guidance.
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Maritech engaged Ryder Scott Company, L.P. and DeGolyer and McNaughton to perform the
engineering audits of our oil and gas reserves as of December 31, 2007. In the conduct of these reserve
audits, these independent petroleum engineering firms did not independently verify the accuracy and
completeness of information and data furnished by Maritech with respect to property interests owned, oil
and gas production and well tests from examined wells, er historical costs of operation and development;
however, they did verify product prices, geological structural and isopach maps, well logs, core analyses,
and pressure measurements. If, in the course of the examinations, a matter of question arose regarding
the validity or sufficiency of any such information or data, the independent petroleum engineering firms
did not accept such information or data until all questions relating thereto were satisfactorily resolved.
Furthermore, in instances where decline curve analysis was not adequate in determining proved
producing reserves, the independent petroleum engineering firms performed volumetric analysis, which
included the analysis of geologic, reservoir, and fluids data. Proved undeveloped reserves were analyzed
by volumetric analysis, which takes into consideration recovery factors relative to the geology of the
location and similar reservoirs, Where applicable, the independent petroleum engineering firms examined
data related to well spacing, including potential drainage from offsetting producing wells, in evaluating
proved reserves of undrilled well locations.

The reserve audit performed by Ryder Scott Company, L.P. included certain properties selected
by Maritech, including all of our most significant properties, excluding the Cimarex Properties, and
represented approximately 61.1% of our total proved ¢il and gas reserve volumes (81.1% of discounted
future net pretax cash flows). The reserve audit performed by DeGolyer and McNaughton included the
Cimarex Properties acquired in December 2007 and represented approximately 20.8% of our total proved
oit and gas reserve volumes (11.9% of discounted future net pretax cash flows). The independent
petroleum engineers represent in their audit reports that they believe Maritech’s estimates of future
reserves were prepared in accordance with generally accepted petroleum engineering and evaluation
principles for the estimation of future reserves as set forth in Society of Petroleum Engineers (SPE)
standards. In each case, the independent petroleum engineers concluded that the overall proved
reserves for the reviewed properties as estimated by Maritech, were, in the aggregate, reasonable within
the established audit tolerance guidelines of 10% as set forth in the Standards Pertaining to the
Estimating and Auditing of Oil and Gas Reserves Information promulgated by the SPE. There were no
limitations imposed or encountered by Maritech or the independent petroleum engineers in the
preparation of our estimated reserves or in the performance of the reserve audits by the independent
petroleum engineers.

The following information is presented with regard to our proved cil and gas reserves. The
reserve values and cash flow amounts reflected in the following reserve disclosures are based on prices
as of year end. Proved oil and gas reserve quantities are reported in accordance with guidelines
established by the SEC. Ryder Scott Company, L.P. prepared the estimates for our reserves at
December 31, 2006, and 2005, except for two producing fields {representing approximately 43% of
proved reserves volumes) as of December 31, 2006 and one producing field (representing approximately
31% of proved reserves volumes) as of December 31, 2005, which were prepared by Maritech. All of
Maritech’s reserves are located in U. S. state and federal offshore waters of the Gulf of Mexico and
onshore Louisiana.

Qil Gas
Reserve Quantity Information (MBbls} {MMcf)
Total proved reserves at December 31, 2004 2,646 22,405
Revisions of previous estimates 63 (3.421)
Production (484) (5,088)
Extensions and discoveries 859 3,195
Purchases of reserves in place 5703 29,900
Sales of reserves in place (800) (4,717)
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Oil Gas
(MBbls) (MMcf)
Total proved reserves at December 31, 2005 7,987 42,274
Revisions of previous estimates 732 (44)
Production (1,356) (7,812)
Extensions and discoveries 1,289 5,230
Purchases of reserves in place 180 163
Sales of reserves in place {13) {73)
Total proved reserves at December 31, 2006 8,829 39,738
Revisions of previous estimates (760) (6,280)
Production (1,985) {9,515)
Extensions and discoveries 584 2,766
Purchases of reserves in place 174 20,621
Sales of reserves in place (107) {523)
Total proved reserves at December 31, 2007 6,735 46,807
Oil Gas
Proved Developed Reserves (MBhls) (MMcf)
December 31, 2005 6,372 35,091
December 31, 2006 7,872 36,373
December 31, 2007 6,646 43,898

Standardized Measure of Discounted Future Net Cash Flows Relating to Proved Qil and Gas Reserves:

The standardized measure of discounted future net cash flows and changes in such cash flows
are prepared using procedures prescribed by SFAS No. 69. As prescribed by SFAS No. 69,
“standardized measure” relates to the estimated discounted future net cash flows and major components
of that calculation relating to proved reserves at the end of the year in the aggregate, based on year end
prices, costs, and statutory tax rates and using a 10% annual discount rate. The standardized measure is
not an estimate of the fair value of proved oil and gas reserves. Probable and possible reserves, which
may become proved in the future, are excluded from the calculations. Furthermore, year end prices, used
to determine the standardized measure, are influenced by seasonal demand and cther factors and may
not be representative in estimating future revenues or reserve data.

The standardized measure of discounted future net cash flows relating to proved oil and gas
reserves attributed to our oil and gas properties is as follows:

December 31,
2007 2006
(In Thousands)
Future cash inflows $ 962,734 $ 752,500
Future costs
Production 237,835 244 694
Development and abandonment 226,842 196,736
Future net cash flows before income taxes 498,057 311,070
Future income taxes (134,950) (104,832)
Future net cash flows 363,107 206,238
Discount at 10% annual rate (64,428) {20,148)
Standardized measure of discounted future net cash flows 298,679 186,090
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Changes in Standardized Measure of Discounted Future Net Cash Flows:

Standardized measure, beginning of year

Sales, net of production costs

Net change in prices, net of production costs

Changes in future development costs

Development costs incurred

Accretion of discount

Net change in income taxes

Purchases of reserves in place

Extensions and discoveries

Sales of reserves in place

Net change due to revision in quantity estimates

Changes in production rates (timing) and other
Subtotal

Standardized measure, end of year

Year Ended December 31,

2007 2006 2005
{tn Thousands)

$ 186090 $ 233988 § 69,891
(111,580) (103,829) (26,562)
179,079 (143,181) 33,495
10,635 9,127 993
26,615 13,148 4,596
27,569 34,742 10,371
(24,171) 23,835 (79.612)
55,673 6,585 206,331
53,504 86,223 71,423
4114 3,885 {28,931)
(83,826) 17,534 (18,813)
(25,023) 4,033 (9,194)
112,589 (47,898) 164,097

3 208679 § 186,080 % 233,988

NOTE S — QUARTERLY FINANCIAL INFORMATION {Unaudited)

Summarized quarterly financial data for 2007 and 2006 is as follows:

Three Months Ended 2007

March 31 June 30 September 30 December 31
{In Thousands, Except Per Share Amounts)
Total revenues $ 243,596 $ 254,054 $ 238,858 $ 245975
Gross profit (loss) 57,465 60,606 35,650 (37,338)
income (loss) before discontinued
operations 20,346 22,167 3,046 (44,338)
Net income (loss) 20,661 22,871 3,862 {18,623)
Net income (loss) per share before
discontinued operations g 0.28 3 0.30 3 0.04 S (0.60)
Net income (loss) per diluted share before
before discontinued operations $ 027 § 029 % 0.04 § {0.60)
Three Months Ended 2006
March 31 June 30 September 30 December 31
{In Thousands, Except Per Share Amounts)
Total revenues $ 147,142 $ 202,557 $ 212,450 $ 205,646
Gross profit ! 52,130 67,261 70,562 62,851
Income before discontinued operations 18,931 28,617 28,535 23,797
Net income 19,517 29,225 29,430 23,706
Net income per share before
discontinued operations $ 0.27 3 0.40 $ 0.40 $ 0.33
Net income per diluted share before
discontinued operations $ 0.25 $ 0.38 $ 0.38 $ 0.32

™ The amounts for gross profit for each of the periods presented for 2006 reflect the reclassification into cost of revenues of certain
billed expenses which had previously been credited to genera! and administrative expense. The reclassified amounts were $441,
$545, $849, and $854 during the quarters ended March 31, June 30, September 30 and December 31, 2006, respectively. The
reclassification conforms to the current year presentation and had no effect on net income for the periods presented.
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NOTE T — STOCKHOLDERS' RIGHTS PLAN

On October 27, 1998, the Board of Directors adopted a stockholders’ rights plan (the Rights Plan)
designed to assure that all of our stockholders receive fair and equal treatment in the event of a proposed
takeover. The Rights Plan helps to guard against partial tender offers, open market accumulations and
other abusive tactics to gain control of our company without paying an adequate and fair price in any
takeover attempt. The Rights are not presently exercisable and are not represented by separate
certificates. We are currently not aware of any effort of any kind to acquire contro! of our company.

Terms of the Rights Plan provide that each holder of record of an outstanding share of common
stock subsequent to November 6, 1998, receive a dividend distribution of one Preferred Stock Purchase
Right. The Rights Plan would be triggered if an acquiring party accumulates or initiates a tender offer to
purchase 20% or more of our common stock and would entitle holders of the Rights to purchase either
our stock or shares in an acquiring entity at half of market value. Each Right entitles the holder thereof to
purchase 1/100 of a share of Series One Junior Participating Preferred Stock for $50.00 per share,
subject to adjustment. We would generally be entitied to redeem the Rights at $.01 per Right at any time
until the tenth day following the time the Rights become exercisable. The Rights will expire on November
6, 2008.

For a more detailed description of the Rights Plan, refer to our Form 8-K filed with the SEC on
October 28, 1998.
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TETRA Technologies, Inc.

25025 Interstate 45 North, Suite 600 i SEH
The Woodlands, Texas 77380 Mraiy p"OCéssi
SecffOn ng
NOTICE OF ANNUAL MEETING OF STOCKHOLDERS R 2 7”}0
i
To Be Held May 9, 2008
ashingto
To our stockholders: - 107 ™ Dc

Where and When. We will hold our 2008 Annual Meeting of Stockholders at the Hyatt
Regency Houston Hotel, 1200 Louisiana St., Houston, Texas on Friday, May 9, 2008, at

|11:00 a.m. local time.

Record Date. Only stockholders of record at the close of business on March 11, 2008 will
'be entitled to notice of and to vote at the Annual Meeting.

\ Purpose of the Meeting. We have called the Annual Meeting for the following purposes:

1. To elect eight directors to serve one-year terms ending at the 2009 Annual Meeting of
Stockholders, or until their successors have been duly elected or appointed;

| 2. To ratify and approve the appointment of Ernst & Young LL.P as our independent
registered public accounting firm for the fiscal year ending December 31, 2008;

3. To consider and vote upon a proposal to amend and restate the TETRA Technologies,
Inc. Amended and Restated 2007 Equity Incentive Compensation Plan; and

4. To transact such other business as may properly come before the Annual Meeting or
, any adjournments.

You will find more information on our nominees for directors and the other purposes listed
above in the attached proxy statement. You will find more instructions on how to vote starting on
page 2 of the proxy statement.

Your vote is important! Please promptly vote your shares by telephone, the internet,
or, if the proxy statement was mailed to you, by marking, signing, dating, and returning the
enclosed proxy card as soon as possible, regardless of whether you plan to attend the
Annual Meeting. You may revoke your proxy at any time before it is voted.

| hope you will be able to attend the Annual Meeting.

Bass C. Wallace, Jr.
Corporate Secretary

March 25, 2008
The Woodlands, Texas
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GENERAL INFORMATION

This proxy statement is furnished in connection with the solicitation of proxies on behalf of
' the Board of Directors of TETRA Technologies, Inc., to be voted at our Annual Meeting of
' Stockholders to be held on Friday, May 9, 2008 at 11:00 a.m. local time, and at any adjournment(s)
thereof. The purposes of the Annual Meeting are set forth in this proxy statement and in the
accompanying Notice of Annual Meeting of Stockholders.

 The complete mailing address of our principal executive offices is 25025 Interstate 45 North,
Suite 600, The Woodlands, Texas 77380, and our telephone number is (281) 367-1983.

r

. Attendance at the Annual Meeting is limited to stockholders as of the record date (or their
authorized representatives) with evidence of their share ownership and our guests.

“Internet and Electronic Availability of Proxy Materials

As permitted by the rules recently adopted by the Securities and Exchange Commission
("SEC"), we are making this proxy statement and related proxy materials available on the internet
under the “notice and access” delivery model. The “notice and access” model removes the
requirement for public companies to automatically send stockholders a printed set of proxy

' materials and allows companies instead to deliver to their stockholders a “Notice of Internet
Availability of Proxy Materials” and to praovide access to the documents over the internet. Qur Notice
of Internet Availability of Proxy Materials (“Notice") was first mailed to stockholders of record and

'beneficial owners on or about March 25, 2008. '

This proxy statement, the form of proxy and voting instructions are being made available to
stockholders on or about March 25, 2008, at www.proxyvote.com and at www.tetratecproxy.com.
-You may also request a printed copy of thls proxy statement and the form of proxy by any of the’
.following methods:

¢ by telephone at 1-800-579-1639;
. V|a the mternet at www.proxyvote.com or www tetratecproxy.com; or
by email at sendmaterlal@proxyvote com.

" Our Annual Report to Stockholders, including financial statements, for the fiscal year ended
December 31, 2007 is being made available at the same time and by the same methods. The
Annual Report to Stockholders is not to be considered as a part of the: proxy solicitation material or
as having been incorporated by reference.

In addition, any stockholder may request to receive proxy materials in printed form by mail or
electronically by email on an ongoing basis. Receiving future proxy materials by email will save the
_cost of printing and mailing documents to stockholders and will reduce the impact of annual
meetings on the environment. A stockholder's election to receive proxy materials by email will
_ iremain in effect unless the stockholder terminates it.




* General Voting Instructions

Below are instructions on how to vote as well as information on your rights as a stockholder
as they relate to voting. Some of the instructions will differ depending on-how your stock is held. It is
important to follow the instructions that apply to your situation.

Stockholder of Record. If your shares are reglstered directly in your name W|th our transfer
agent, Computershare Investor Serwces you are considered a stockholder of record and the Notice
" “was sent directly to you by us. )
If you are a stockholder of record, you may vote in berson‘ at the Annual Meeting. Your
.. Notice will be your evidence of ownership and serve as your authorization to vote in person; we will

" provide a ballot for you when you arrive at the meeting. If you requested prirted copies of the proxy
materials, check the appropriate box on the proxy card and bring evidence of your share ownership
to the meeting. The proxy card and the evidence of your ownership will serve as your authorization
to vote in person. ‘ :

If you do not wish to vote in person or if you will not be attending the Annual Meeting, you
may vote by proxy. You may vote by internet or telephone by following the instructions in the Notice
or, if you requested printed copies of the proxy materlals you can also vote by dellverlng YOur proxy
through the mail. - :

Beneficial Owners. If your shares are held i ln an aocount ata brokerage firm, bank, broker-
dealer or other similar organization, then you are the béneficial owner of shares held in “street
name,” and the Notice was forwarded to you by that orgamzatlon The organization holding your
account is considered the stockholder of record for purposes of voting at the Annual Meeting. As a
beneficial owner, you have the right to direct that orgamzatlon on how to vote the shares held i in
your account.

If you are a beneficial owner, in order to vote in person at the Annual Meeting, you must
obtain 4 valid proxy from the orgamzatlon that holds' your shares and brlng ewdence of your stock
ownership from the organization with you'to the meeting.

If you do not wish to vote in person or of you will not be attending the Annual Meeting, you
may direct the vote of your shares by the internet or, telephone following the instructions on the
Notice delivered to you by the organization holding your account. Many brokerage firms, banks,
broker-dealers, or other similar organizations participate in the Broadrldge Financial Solutions, Inc.,
Online and Telephone Program. This program provides eligible stockholders the opportunity to vote
via the internet or by telephone. Voting forms will provide instructions for benefi cial owners if the
organization holding their account partacnpates m the program or other similar programs. ‘

How to Revoke Your Proxy. All valid proxies received prior to the Annual Meeting will be
voted in accordance with the specifications so indicated. You may revoke your proxy and change
your vote at any time before the final vote at the Annual Meeting. A proxy may be revoked by a
~ stockholder of record at any time before it is exercised by submitting a written revocation or a later-
dated proxy to the Corporate Secretary at the malllng address provided above, by voting again via
the internet or telephone, or by attending the' Annual Meeting in person and so notifying the _
Inspector of Elections. If you are a beneficial owner and wish to change your vote, you must contact
the organization that holds your shares prior to the Annual Meeting to assist you with this process.




- VOTING RULES

- Stockholders Entitled to Vote — the Record Date. We fixed the close of business on
March 11, 2008 as the record date for the determination of stockholders entitled to vote at the
" Annual Meeting and any adjournment(s) thereof. As of the record date, we had issued and
outstanding 74,461,033 shares of common stock and no shares of preferred stock.

Quorum Required. A quorum must be present at the Annual Meeting for us to conduct
business at the Annual Meeting. To establish a quorum, we need the presence, either in person or
by-proxy, of holders of a majority of the outstanding shares of our common stock as of the record
date. We will count abstentions and broker nonvotes to determine whether a quorum is present.
Broker nonvotes occur when a nominee holding shares for a beneficial owner does not vote on a
particular proposal because the nominee does not have discretionary voting power and the
nominee has not received voting instructions from the beneficial owner. The New York Stock
Exchange (“NYSE") precludes its member organizations from giving a proxy to vote on equity
compensation plans unless the beneficial owner of the shares has given.voting instructions.
Accordingly, with respect to the proposed amendment and restatement of the Amended and
Restated 2007 Equity Incentive Compensation Plan, brokers who are NYSE members do not have
discretionary authority to vote shares for the beneficial owners who do not provide instructions.

Number of Votes. You are entitled to one vote per share of our common stock that you own
as of the record date on each matter that is called to vote at the Annual Meeting.

Votiné to Elect Directors. When voting to elect directors, you have three optiohs:
¢ vote for all of the nominees; '

¢ vote for one or more of the nominees, but not all; or

« withhold authority to vote for all of the nominees. - :

If a quorum is present at the Annual Meeting, the eight-persons receiving the greatest
number of votes will be elected to serve as directors. Therefore, any shares that are not voted or
whose votes are withheld wilt not influence the outcome of the election of directors. You may not
cumulate your votes for any one of the nominees.

. Voting on Otlher Matters. When voting on all other matfers, you have three options:
» vote FOR a given proposal; .
+ vote AGAINST a givén propbsal; or
* .« ABSTAIN from voting on a given proposal.

Each matter other than the election of directors requires the affirmative vote of a majority of
the shares having voting power on such matter present or represented at the Annual Meeting. For
the purpose of determining whether a proposal other than the election of directors has received a
majority vote, abstentions will be included in the vote totals with the result that an abstention will
have the same effect as a vote against the proposal. With respect-to the approval of auditors,
brokers who have not received voting instructions from the beneficial owner have the discretionary
authority to vote on this matter. Therefore, broker nonvotes will be included in the vote totals and
have the same effect as a vote against this proposal. Brokers do not have discretionary authority to
vote on the proposal to amend and restate the Amended and Restated 2007 Equity Incentive
Compensation Plan. Consequently, broker nonvotes will not be considered in the vote totals for this -
proposal and will have no effect on the vote.




In addition to the vote required by our bylaws described above, under NYSE rules, approval
of the amendment and restatement of the Amended and Restated 2007 Equity Incentive
Compensation Plan.requires approval by a majority of votes cast on the proposal, provided that the
total vote cast on the proposal represents over 50% in interest of all securities entitled to vote on
the proposal. The NYSE takes the position that a broker nonvote is not a “vote cast.” Accordingly,
broker nonvotes have to be subtracted when determining whether the 50% in interest test has
been met.

The proxy confers discretionary authority to the persons named in the proxy authorizing
those persons to vote, in their discretion, on any other matters properly presented at the Annual'
Meeting. Our Board of Directors is not currently aware of any such other matters

Voting of Proxies with Unmarked Votes. All proxies that are properly completed, signed,
and.-returned or submitted via the internet or by telephone prior to the Annual Meeting will be voted.
if you | return or submit your proxy with no votes marked, your shares will be voted as foIIows

~ » FOR the election of each of the nominees for director;

- FOR the appointment of Ernst & Young LLP as our independent reg|stered pUb|lC
accounting firm;

¢ FOR the approval of the amendment and restatement of the Amended and Restated
+ 2007 Equity Incentive Compensatlon Plan.

It is possible for a proxy to indicate that some of the shares represented are not being voted
as to certain proposals. This occurs, for example, when a broker is not permitted to vote on a
proposal without instructions from the beneficial owner of the stock. In such a case, the nonvoted
shares will be considered in the manner described above.

Who Counts the Votes. Votes will be counted by Broadridge Financial Solutions, inc.

Information About the Solicitation of Proxies. Our Board of Directors is soliciting the
proxy accompanying this statement in connection with the Annual Meeting. In addition to the °
solicitation of proxies by use of this proxy statement, our directors, officers and employees may
solicit the return of proxies by mail, personal interview, telephone, or email. Our officers and -
employees will not receive additional compensation for their solicitation efforts, but they will be
reimbursed for any out-of-pocket expenses incurred. Brokerage houses and other custodians,
nominees, and fiduciaries will be requested, in connection with the stock registered n their names,
to forward solicitation materials to the beneficial owners of such stock.

We will pay all costs of preparing, printing, assembling, and delivering the Notice of the
Annual Meeting, the Notice, this proxy statement, the enclosed form of proxy card and any
additional materials, as well as the-cost of forwarding solicitation materials to the benefi C|al owners
of stock and-all other costs of solicitation.
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PROPOSALS

'PROPOSAL NO. 1: Election of Directors

On August 2, 2007, our Board of Directors increased the size of the board from eight to nine
members, and appointed William D. Sullivan to fill the vacancy created by the increase. Hoyt
Ammidon, Jr., a current member of the Board of Directors, will retire from the board upon the
expiration of his term at the upcoming Annual Meeting, and therefore has not been nominated for
reelection. The vacancy created by Mr. Ammidon’s retirement is expected to be filled when an
appropriate successor is identified, nominated, and qualified for appointment to the board. The
Nominating and Corporate Governance Committee of the Board of Directors has recommended,
and the Board of Directors has nominated and urges you to vote “FOR” the election of the eight
persons who have been nominated to serve one-year terms as directors. Each proxy solicited
hereby will be so voted unless you specify otherwise in the proxy. A plurality vote is required for the
election of directors in Proposal 1. Accordingly, if a quorum is present at the Annual Meeting, the
eight persons nominated for election as directors receiving the greatest numbers of votes will be
elected to serve as directors. Proxies cannot be voted for more than eight nominees for election to
the Board of Directors.

The terms of office of each of the nine currently serving directors will expire at the time of the
Annual Meeting. Each of the eight nominees listed below has been recommended by the

Nominating and Corporate Governance Committee and nominated by the Board of Directors to

serve an additional one-year term as a director. Each of the nominees has consented to be named

in this proxy statement and to serve as a director, if elected.

It is intended that the proxies solicited hereby will be voted “FOR” the election of such
nominees, unless the authority to do so has been withheld. If, at the time of the Annual Meeting,
any of the nominees should be unable or decline to serve, the discretionary authority provided in
the proxy will enable the proxy holder to vote for a substitute nominee of the Board of Directors. The
Board of Directors has no reason to believe that any substitute nominee will be required.

Nominees for Director

The nominees for election as directors are as follows:

! ' Year first
became a
, Name Age Position with us Director
Paul D. Coombs 52 Director 1994
Ralph S. Cunningham 67 Director 1999
Tom H. Delimitros 67 Director : 1984
Geoffrey M. Hertel 63 President, Chief Executive Officer, and Director 1984
Allen T. Mclnnes 70 Director _ 1993
Kenneth P. Mitchell 68 Director . 1997
William D. Sullivan 51 Director 2007
Kenneth E. White, Jr. 61 Director ' . 2002

: Biographical summaries of the directors are set forth below. See “Beneficial Stock
Ownership of Certain Stockholders and Management” below for information regarding the number
of shares of our common stock owned by each director. : ‘




Paul D. Coombs has served as a member of our Board of Directors since June 1994, Mr.
Coombs currently serves on our Reserves Committee. From April 2005 until his retirement in
June 2007, Mr. Coombs served as our Executive Vice President of Strategic Initiatives, and
from May 2001 to April 2005, as our Executive Vice President and Chief Operating Officer. He
served as Senior Vice President — Qil & Gas from 1987 to 1994, and as General Manager— Qil
& Gas from 1985 to 1987. Mr. Coombs has served in numerous other positions with us
since 1982. = R : :

Ralph S. Cunningham, Ph.D., has served as a member of our Board of Directors since
1999, and as Chairman of our Board of Directors since December 2006. Dr. Cunningham
currently serves con our Audit Committee and our Nominating and Corporate Governance
Committee. Dr. Cunningham is presently a director and President and Chief Executive Officer of
EPE Holdings, LLC, the general partner of Enterprise GP Holdings L.P., a publicly traded
partnership subject to the reporting requirements of the Exchange Act. He also serves as a
director of Enterprise Products GP, LLC, and as a director of DEP Holdings, LLC. Dr.
Cunningham is a director of Agrium, Incorporated, a Canadian publicly traded company involved
in the agricultural chemicals business, and a director of EnCana-Corporation, a Canadian

. publicly traded independent oil and gas company. Dr. Cunningham served as a director of

Enterprise Products GP from 1998 until March 2005 and served as Chairman and a director of
TEPPCO GP from March 2005 until November 2005. He retired in 1997 from CITGO Petroleum
Corporation, where he had served as President and Chief Executive Officer since 1995. Dr.
Cunningham served as Vice Chairman of Huntsman Corporation from April 1994 to April 1995;
and from August 1990 to April 1994, he served as President of Texaco Chemical Company.
Prior to joining Texaco Chemical Company, Dr. Cunningham held various executive positions
with Clark Oil & Refining and Tenneco Inc. He began his career in Exxon's refinery operations.
Dr. Cunningham received his B.S. degree in Chemical Engineering from Auburn University and
his M.S. and Ph.D. degrees in Chemical Engineering from Ohio State University.

Tom H. Delimitros has served as a member of our Board of Directors since 1994. Mr.
Delimitros is Chairman of our Audit Committee and also serves on our Management and
Compensation Committee and our Reserves Committee. He is a founding general partner. of
AMT Venture Funds, a private limited partnership formed in 1991 that provides equity and debt
capital to emerging growth companies involved in advanced material technologies and the
energy sector. Mr. Delimitros is also a director and is chairman of the audit committee of the
board of directors of Plains Exploration & Production Company, a publicly held energy company
that is subject to the reporting requirements of the Exchange Act. Mr. Delimitros received his
B.S. and M.S. degrees from the University of Washington in Seattle and his M.B.A. degree from
Harvard Business School.

Geoffrey M. Hertel has served as our President since May 2000, as our Chief Executive
Officer since May 2001, and as a member of our Board of Directors since 1984. From January
2000 to May 2001 he also served as our Chief Operating Officer. From January 1994 to 2000,
Mr. Hertel served as our Executive Vice President — Finance and Administration. He joined us in
March 1993 as Senior Vice President — Finance and Administration. From 1981 to 1984 Mr.
Hertel was associated with us as a nonvoting director and a special consultant to the board. He
has served as President and a director of Fairway Petroleum, Inc., a private oil and gas
company, since 1980. From 1972 to 1984, Mr. Hertel held various positions with Rotan Mosle,
Inc., an investment banking firm, including Senior Vice President — Corporate Finance. Mr.
Hertel received his B.A. and M.B.A. degrees from Michigan State University.

Allen T. McInnes, Ph.D., has served as a member of our Board of Directors since 1993. He
served as our President and Chief Executive Officer from Aprit 1996 to January 2000. Dr. .
Mcinnes currently serves on our Audit Committee and our Nominating and Corporate




Governance Committee. He has served as Dean of the Business School of Texas-Tech . -~
University since September 2001. He has served as Chairman of the board of TGC Industries,
which is involved in the geophysical business, since July 1993. Dr. Mclnnes has been a director
of Chase Packaging Corporation since 1993. Dr. Mcinnes is a former Executive Vice President
and director of Tenneco Inc., where at various times he had overaill corporate-ievel responsibility
for chemicals, minerals, packaging, international development, and real estate operations. Dr.
Mclnnes received his B.B.A., M.B.A., and Ph.D. degrees from the University of Texas and he
completed the Advanced Management Program at Harvard Business School in 1973.

Kenneth P. Mitchell has served as a member of our Board of Directors since 1997. Mr.
Mitchell is Chairman of our Nominating.and Corporate Governance Committee and also serves
on our Management and Compensation Committee. He is presently Lead Director and chairman
of the executive committee of Balchem Corporation, a public company that is subject to the
reporting requirements of the Exchange Act, that manufactures microencapsulated products
and is a specialty repackager of industrial gases. Mr. Mitcheli served as President and Chief
Executive Officer of Oakite Products, Inc., a specialty chemicals company, from 1986 until his
retirement in 1993. From 1964 to 1986, he held a number of executive positions with Diamond
Shamrock Corporation, all of which were related to various commaodity and specialty chemicals
businesses. Mr. Mitchell'received his B.S. degree in Marketing and Finance from Ohio State-
University, and he completed the Senior Executive Program at M.1.T. in 1979. :

William D. Sullivan has served as a member of our Board of Directors since August 2007.
Mr. Sullivan currently serves on our Reserves Committee. Mr. Sullivan is a Director and serves
on the Nominating and Corporate Governance and Compensation Committees of St. Mary Land
& Exploration Company, a publicly traded exploration and production company. Mr. Sullivan is
also a Director, serves on the Compensation and Audit Committees, and is Chairman of the
Nominating, Governance & Conflicts Committee of Legacy Reserves GP, LLC, the general
partner of Legacy Reserves, LP, a publicly traded limited partnership holding oil and gas
producing assets, primarily in the Permian Basin. Mr. Sullivan is a Director and serves on the
Conflicts and Audit Committees of Targa Resources GP, LLC, the general.partner of Targa
Resources LP, a publicly traded limited partnership focused on mid-stream gas gathering,
processing, liquids fractionation, and transportation business. From 1981 through August 2003,
Mr. Sullivan was employed in various capacities by Anadarko Petroleum Corporation, most
recently’as Executive Vice President, Exploration and Production. From June 2005 through
August 2005, Mr. Suliivan served as President and Chief Executive Officer of Leor Energy LP.
Mr. Sullivan received his B.S. in Mechanical Engineering from Texas A&M University. -

Kenneth E. White, Jr. has served as a member of our Board of Directors since 2002. Mr.
White is Chairman of our Management and Compensation Committee, Chairman of our
Reserves Committee, and also serves on our Audit Committee. He served as President and
Chief Operating Officer and a director of Torch Energy Advisors, a private company that owns
and operates oil and gas projects on behalf of its investors, until his retirement in January 2001.
Prior to his initial employment with Torch in 1989, Mr. White served as Executive Vice President
and General Manager of Gruy Engineering, a petroleum consulting firm affiliated with Torch.
From 1982 to 1989, Mr. White served in several positions related to Gulf Coast reservoir
management and engineering with Tenneco Oil. He received his B S. degree in Mechanlcal
Engineering from Louisiana State Un|verS|ty ' : -

The Board of Directors recommends that you vote “FOR” the electlon of each of the
above named nominees. :




PROPOSAIT- NO. 2: Appointment of Independent Registered Public Accounting Firm .

Proposal 2 requests stockholder approval of the Board of Directors’ appointment of the firm
of Ernst & Young LLP as our independent registered public accounting firm for the year ending
December 31, 2008. Representatives of Ernst & Young LLP are expected to be present at the
Annual Meeting and will have an opportunity to'make a statement if they desire and to respond to
appropriate questions from those attending that meetlng Ernst & Young LLP have served as our
independent auditors since 1981. :

Our organizational documents do not require our stockholders to ratify the appointment of
Ernst & Young LLP as the Company'’s independent registered public accounting firm. We are doing
so, as we have done in prior years, because we believe it is a matter of good corporate practice. If
our stockholders do not ratify the appointment, the Audit Committee may reconsider its selection of
the firm as our independent registered public accounting firm for the year ending December 31,
2008, but the Audit Committee may also elect to retain the firm. :

The Board of Directors recommends that you vote “FOR” ratification and approval of
the appointment of Ernst & Young LLP as our independent registered public accounting firm
for the 2008 fiscal year, and proxies returned will.be so voted unless contrary instructions
are indicated thereon. i .

PROPOSAL NO. 3: Approval of the Amendment and Restatement of Our Amended and
Restated 2007 Equity Incentlve Compensatlon Plan

Our stockholders are being asked to consider and vote on a proposal to approve the
amendment and restatement of the TETRA Technologies, Inc. Amended and Restated 2007 Equity
Incentive Compensation Plan, referred to in this description as the 2007 Plan. If the proposed
amendment and restatement of the 2007 Plan is approved by our stockholders, the 2007 Plan will
provide us with more flexibility in creating incentives for our employees, officers, and directors. We
also have grants outstanding under the 1990 Stock Option Plan, as amended, the 1996 Stock
Option Plan for Nonexecutive Employees and Consultants, and the 1998 Director Stock Option
Plan, as amended and restated, and each of these plans remain in effect in accordance with their
terms, although no further options or.awards may be granted under such plans. In addition, we
have grants outstanding under the Amended and Restated 2006 Equity Incentive Compensation
Plan. Further grants will not be permitted under the Amended and Restated 2006 Equity Incentive
Compensation Plan following May 2, 2008, although the plan will remain in effect with respect to
outstanding awards in accordance with its terms.

The 2007 Plan was originally adopted by our Board of Directors, and was approved by our
stockholders on May 4, 2007. Subsequently, our Board of Directors approved and adopted the
Amended and Restated 2007 Equity Incentive Compensation Plan to meet the requirements of, and
to facilitate compliance with, Section 409A of the Internal Revenue Code of 1986, as amended (the
“Code”). Pursuant to our bylaws, approval of the amendment and restatement of the 2007 Plan
requires the affirmative vote of a majority of the common shares represented in person or by proxy
and entitled to vote-on the proposal at the annual meeting of stockholders. In addition, under the
rules of the NYSE, approval of the amendment and restatement of the 2007 Plan requires approval
by a majority of votes cast on the proposal, provided that the total votes cast on the proposal
represents over 50% in interest of all securities entitled to vote on the proposal. If the stockholders
approve the amendment and restatement of the 2007 Plan, the amended plan will be effective as of
May 9, 2008. A copy of the 2007 Plan, as amended and restated to reflect the proposed
amendments, is attached to this proxy statement as Appendix A, in which we have shown the
changes resulting from the amendments, with deletions indicated by strikeouts and additions




,indicated by underlining. The following description of the proposed amendments to the 2007 Plan
and of the 2007 Plan itself is not intended to be complete and is qualified by reference to Appendix
A, which contains the complete, marked text of the 2007 Plan, as amznded and restated to reflect
the proposed amendments.

Summary of Proposed Amendments to the Plan

The following is a summary of the proposed amendments {o the 2007 Plan. The full text of
the 2007 Plan, as amended and restated, is attached to this proxy statement as Appendix A for
“your reference.

The proposed amendments to the 2007 Plan will;.

« increase the number of shares authorized for issuance under the 2007 Plan by 4,500,000
shares from 90,000 shares (of which 64,375 shares remain available for grant as of
March 11, 2008) to 4,590,000 shares;

s increase the maximum number of shares which may be granted to a participant in any
- calendar year from 60,000 to 100,000 shares and provide that the maximum value of any
performance awards that a participant may receive in any calendar year may not
exceed $1,000,000;

» clarify certain provisions of the 2007 Plan concerning share usage and expressly provide.
that the number of shares available for grant will not be increased by actions such as the
tendering or withholding of shares in payment of a stock option exercise, or the
withholding of shares to satisfy tax withholding obligations;

» provide for automatic adjustments to available awards and awards outstanding under the
2007 Plan in the event that the outstanding shares of our common stock are changed into
or exchanged for a different number or kind of shares or other of our securities by reason
of a merger, consolidation, recapitalization, réclassification, stock split, stock dividend,
combination of shares or the fike;

¢ allow performance awards to be payable in cash to the extent a sufficient number of
shares of common stock are not avaliable at the time of payment of the
performance award;

« clarify and expand the provisions which allow for the issuance of substitute awards in
exchange for awards assumed by us in connection with the acquisition of another entity;

~ « clarify the provisions permitting the Management and Compensation Committee to
extend the exercise period with respect to vested options and stock appreciation rights
upon the termination of service of a plan participant;

» amend and clarify provisions regardmg tax withholdings upon the grant or vesting of
awards; and

+ extend the termination date of the 2007 Plan to May 31, 2010.
Equity Philosophy

As described in more detail in the Compensation Discussion and Analysis included in this
proxy statement, our equity compensation philosophy is to pay for performance through competitive
compensation programs that relate directly to our short and long-term goals and to reward
executives, managers, and professionals who achieve these goals, while, at the same time,
remaining sensitive to the potential impact upon our other stockholders. Stock-based awards linked
to our short and long-term goals provide a significant incentive to our employees for improved
performance, and we believe equity awards are critical to attractlng and retaining employees who




are vital to our development and fi nanmal success, whlle also aligning the employees’ interests with
‘those of our stockholders ‘ :

In connection with our equity-based compensation programs, we seek to balance our need
to attract and retain employees with efforts to closely monitor and reduce our “burn rate,” which is
the total number of equity awards granted in a given year divided by the number of common shares
outstanding at the end of such year. Our three-year average burn rate for 2005 through 2007 is
1.2%, which is under the allowable threshold recommended by Institutional Shareholder Services.
The selection of employees and consultants who may receive awards under the 2007 Plan and the
amount of any such awards will be determined by the Management and Compensation. Committee
(the “Compensation Committee”), in its discretion. The Nominating and Corporate Governance
Committee will be responsible for making recommendations regarding any awards to our non-
-employee directors, with such recommendations subject to final action of the Compensation
Committee and, with regard to members of those committees, the entire Board of Directors.

We strongly believe that our equity compensation philosophy has been a key component of
our past success and will be equally important in the years ahead. Accordingly, approval of the
proposed amendment and restatement of the 2007 Plan is critical to our ability to attract, retain, and
reward the caliber of employees necessary for continued achievement of superior performance.

Summary of Material Features of the Plan
The 2007 Plan as amended will continue to provude for the grant to eligible persons of
stock options, restricted stock, bonus stock, stock appreciation rights, and performance awards
- (collectively, “Awards”).

The ,following'are key fe_atures of 'the 2007 Plan, including the proposed amendments.

» The 2007 Plan is administered by the Compensation Committee which has authority to
(i) determine the nature, amount, terms, and conditions of the grants, and (ii) interpret
and determine any and all matters reIatlng to the administration of the 2007 Plan and the
award grants

» [f the amendments are approved, the maximum number of shares of our common stock
~ authorized under the 2007 Plan will be 4,590,000 shares, or approximately 6.2% of our
outstanding shares.

 Atthe time of grant, the exercise price of any option cannot be less than the fair market
value of our common stock as of the daté of grant.

s The 2007 Plan does not allow liberal share counting. The 2007 Plan provides that the
plan share limit will not be increased by shares delivered or withheld to pay the exercise
price of awards or to pay tax withholding obligations, nor will it be increased in connection
with the exercise of a stock appreciation right, whether or not all of the shares of common
stock covered by the right are actually issued upon exercise of the stock appreciation
right.

o Stock options and stock appreciation rights cannot be repriced without the approval of
~our stockholders. The 2007 Plan requires stockholder approval for any material plan
amend_rnents in accordance with New York Stock Exchange rules,

Available Sharee
If the amendments are approved, the maxrmum number of shares of common stock that

may be covered by Awards granted under the 2007 Plap, shall be 4,590,000 shares, subject to
adjustment in the event of stock sphts and certain other corporate events. For purposes of
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implementing the limitation on the maximum number of shares of cormmmon stock that may be
covered by Awards granted under the 2007 Plan, an Award of an option or a stock appreciation
right in respect of one share of common stock shall be:deemed to be an Award of one share of
common stock on the date of grant. An Award of a share of bonus stock or restricted stock shall be
" deemed to be an Award of two shares of common stock for every one share granted on the date of
grant. With respect to any performance award, the value of the maxirnum benefits that may be paid
“under a performance award shall be divided by the fair market value per share of common stock as
of the date of grant of the performance award, and each share resulting from such computation
shall be deemed to be an Award of two shares of common stock on the date of grant. If the number
of shares issued in settlement of such performance award exceeds the number determined to have
.been issued on the grant date; each additional share issued shall be deemed to be an Award of two
shares of common stock. In addition, during any calendar year, the number of shares of common
.stock reserved for issuance under the 2007 Plan which are subject to Awards that may be granted
‘to any one participant shall not exceed 100,000 shares, subject to adjustment in the event-of stock
splits and certain other corporate events, and the maximum dollar amount of cash or fair market
value of common stock which any participant may receive under a performance award may not
.exceed $1,000,000. To the extent shares cease to be issuable under an Award made under the
2007 Plan, they will be available under the 2007 Plan for the grant of additional Awards in the same
amount as such shares were counted against the limit on the date of grant unless such shares
cease to be subject to an Award because of the exercise of the Award or the vesting of a restricted
stock award or similar Award. Shares tendered or withheld in payment of the exercise price of a
'stock option do not increase the number of shares available under the 2007 Plan. Shares withheld
to satisfy tax withholding obligations on the. exercise, vesting, or earning of an Award are not added
1o the shares authorized under the 2007 Plan. All shares subject to a stock appreciation right, t6 the
extent exercised, are considered issued, regardless of the actual number of shares issued to the
Ipar‘tlmpant :

Persons Eligible to Participate .

Except with respect to Awards of incentive stock options, all employees, consultanis, and
non-employee directors of us and our affiliates are eligible to participate in the 2007 Plan. Incentive
stock options may be awarded only to employees. In selecting employees and consultants to
receive Awards, including the type and size-of the Award, the Compensation Committee may
consider any factors that it deems relevant. In considering Awards for non-employee directors, the
Compensation Committee shall consider the recommendations of the Nominating and Corporate
Governance Committee and such other factors as-the Compensation Committee may consider
relevant. As of March 11, 2008, there were approximately 2,497 employees and elght non-
employee directors ellglble to participate in the 2007 Plan: . o :

_Admmlstratlon . S : . o

The 2007 Plan will be administered by the Compensation Committee, which consists of
three or more directors appointed by the Board of Directors. The members of the Compensation
Committee as of the date of this proxy statement are Messrs. Ammidon, Delimitros, Mitchell, and
White (as Chairman). Our Board of Directors has determined that each of these directors is an
“‘independent’ director as defined under the rules of the NYSE. No person shall be eligible.to serve
on the Compensation Committee unless such person is a “non-employee director” as defined in
Rule 16b-3 promulgated under the Exchange Act, as then in effect, and also an “outside director”
within the meaning of Section 162(m) of the Code and the rules and regulations thereunder. Subject
to the provisions of the 2007 Plan, the Compensation Committee will (i} interpret the 2007 Plan and
all Awards under the 2007 Plan, (ii)-make rules as it deems necessary for the proper administration
of the 2007 Plan, (iii)) make all other determinations necessary or advisable for the administration of
the 2007 Plan, and (iv) correct any defect or supply any omission or reconcile any inconsistency in
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the 2007 Plan or in any Award under the 2007 Plan in the manner and to the extent that it deems
desirable to effectuate the 2007 Plan. Any action taken or determination made by the
Compensation Committee pursuant to the 2007-Plan.will be binding on all parties. No member of
the Board of Directors or the Compensation Committee will be liable for any action or determination
made in good faith with respect to the 2007 Plan or an Award granted thereunder.

f Types of Awards

The 2007 Plan provndes for the grant of any or all of the followrng types of Awards (i) stock
options, including incentive stock options and nonqualified stock options; (ii) restricted stock;
- (iii) bonus stock; (iv) stock appreciation rights; and (v) performance awards. Ali Awards will be
evidenced by a written agreement and the terms, conditions, and/or restrictions contained in an
Award may differ from the terms, conditions, and/or restrictions contained in any other Award. Each
type of Award is discussed in more detail below.

Stock Options. The Compensation Committee has the authority to grant options, in such
form as the Compensation Committee may from time to time approve, subject to the terms of the
2007 Plan. The Compensation Committee also has the authority to determine whether options
granted to employees will be incentive options or nonqualified options.

To exercise an option granted under the 2007 Plan, the person entitled to exercise the

. option must deliver to us:payment in full of the exercise price for the shares being purchased,
together with any required withholding tax, unless other arrangements have been made with the
Compensation Committee. The payment must be (i) in cash or check, (ii) with the consent of the
Compensation Committee, in shares of common stock already owned by the person for more than
six months, or (iii) with the consent of the Committee and in compliance with such instructions as
the Compensation Committee may specify, by sale through a broker. The value (the “Fair Market
Value”) of each share of common stock delivered as payment of the exercise price on any given
date will be deemed to be equal to the closing price on the pr|nC|paI exchange or over-the-counter
market on WhICh such shares are trading.

Except as descrlbed below, no option may be exercised later than the date which-is ten
years after the date of grant. The exercise price at which shares of common stock may be
purchased upon the exercise of an option shall not be less than the Fair Market Value on the date
of the grant of the option. In the case of incentive stock options granted to employees owning more
than ten percent (10%) of the total combined voting power of us and our affiliates, the exercise price
at which shares of common stock may be purchased upon the exercise of such incentive option
shall be equal to one hundred ten percent (110%) of the Fair Market Value per share of common
stock at the time of the grant, and such incentive option may not be exercised later than five years
after the date of grant. The aggregate fair market value {determined as of the respective date or
dates of grant) of shares of common stock for which one or more options granted to any employee
under the 2007 Plan (or any other option plan of ours or our affiliates} may for the first time become
exercisable as incentive stock options during any one calendar year cannot exceed $100,000.

The exercise price for and the number of shares of common stock subject to existing options
.shall be subject to appropriate adjustments in the event that the outstanding shares of our common
stock are changed into or exchanged for a different number or kind of shares or other securities by
reason of merger, consolidation, recapitalization, reclassification, stock split, stock dividend,
combination of shares, or the like. The 2007 Plan does not permit the Compensation Committee to
reprice options. without stockholder approval. The 2007 Plan does not permit the'Compensation
Committee to accelerate the vesting of options without stockholder approval, except upon the
occurrence of a change in-control. The Compensation Committee shall provide, in the opt|on grant,
the time or times at which the options will be exercisable.
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Restricted Stock Awards The 2007 Pian authorizes the Compensation Committee to grant
" Awards in the form of restricted shares of common stock. These Awards are subject to such
restrictions-as the Compensation Committee may impose, including forfeiture, transfer, and
repurchase restrictions, and in no event will the term of any such Award exceed ten years. We have
the right to repurchase restricted shares for the amount of cash paid for such shares, if any, if the .
_participant terminates employment with or services to us prior to the lapse of such restrictions, or if
the restricted stock is forfeited by the participant in accordance with the Award thereof.

Bonus Stock. The Compensation Committee has the authority to grant shares of our
common stock as “bonus stock” to employees, consultants, and non-employee directors of us or
-our affiliates for the performance of-services by such individuals without additional consrderatlon
except as may be required by the Compensatlon Committee. =~ - .

Stock Appreciation Rrghts. The Compensatlon Committee may grant stock appreciation
rights (rights to receive the excess of the Fair Market Value of the cornmon stock on the date of
exercise over the-Fair Market Value of the common stock as of the date of grant), in shares of
common stock. The Compensation Commitiee may provide that the excess may not exceed a
specified amount. The Compensation Committee shall determine, at the date of grant, the time or
times at which and the circumstances under which a stock appreciation right may be exercised. The
term of such Award may not exceed ten years
| '

Performance Awards. The 2007 Plan authorlzes the Compensation Commlttee to grant
shares of common stock to participants upon the attainment of certain performance goals measured
over a period of not less than three months or more than five years. After the end of each
performance period, the Compensation Committee will determine the amount; if any, of
performance awards payable to each participant based upon the achievement of certain
established business criteria. In the case of any Award granted to our Chief Executive Officer or any
of our four highest paid officers (other than the Chief Executive Officer), the performance goals will
be objective and meet the requirements of Section 162(m) of the Code, and regulations thereunder,
including the requirement that achievement of performance goals be substantially uncertain at the
time of grant. It is our intent that performance awards-granted to covered employees-will constitute -
performance-based compensation within the meaning of Section 162(m) of the Code and the
Iregulations thereunder.

The performance goals may differ among Awards or participants; however, the
Compensation Committee may not exercise discretion to increase any amount payable under a
performance award intended to comply with Section 162({m) of the Code. In establishing
performance goals, the Compensation Committee may use one or more of the following business
criteria on a consolidated basis or for our specified subsidiaries, divisions, or business units: (i)

_earnings per share; (ii) increase in price per share; (iii) increase in revenues; (iv) increase in cash
flow; {v) return on net assets; (vi} return on assets; (vii) return on investment; (viii) return on equity;
(ix) economic value added; (x) gross margin; (xi) net income; (xii) pretax earnings; (xiii) pretax
earnings before interest, depreciation, depletion.and amortization; (xiv) pretax operating earnings
after interest expense and before incentives, service fees, and extraordinary or special items; (xv)
operating income; (xvi) total stockholder return; (xvii) debt reduction; and (xviii} any of the above
goals determined on an absolute or relative basis or as compared {o the performance ofa .
published or special index deemed applicable by the Compensation Committee, including, but not
limited to, a market index or a group of comparable companies.

The amoﬁnt d‘etermined’t'b be 'pa'yable under a performance award shall, subject to the .

éva:lablllty of shares under the 2007 Plan, be paid in shares of common stock. The number of |
shares of common stock to be paid shall be determined by dividing the amount of the performance
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award earned by the Fair Market Value per share of common stock on the determination date. A
stock certificate evidencing the resulting shares of common stock (to the nearest full share) shall be
delivered to the participant or his or her personal representative, and the value of any fractional
shares will be paid in cash. In the event there is not a sufficient number of shares available under
the 2007 Plan at the time of payment of any performance award, the performance award shall be
paid first in shares to the extent available and the remainder shall be paid in cash; provided,
however, that the Compensation Committee may not increase the amount payable under any
outstanding performance award which is intended to comply with Section 162(m) of the Code.

Transferablllty

. -Except as othervwse prowded in the 2007 Plan no Award and no nght under the 2007 Plan,
other than bonus stock or restricted stock as to which restrictions have lapsed, is (i) assignable,
saleable, or transferable by a participant, or (ii) subject to any encumbrance, pledge, or charge of
any nature. Any attempted transfer in violation of the 2007 Plan will be void and ineffective for all
purposes. The Compensation Committee may, however; establish rules and procedures to allow
the transfer- of specific nonqualified stock options for estate planning purposes to one or more °
|mmed|ate famlly members or related family trusts or partnershlps or S|m|Iar entities.

T

Change in Control \

Unless otherwise provided in an Award, upon the occurrence of a change in control (defined
generally as certain reorganizations, mergers, consolidations, sales of all or substantially all of our
assets, or liquidations), the Compensation Committee may, but is not required to, (i) accelerate
vesting and the time at which all options and stock appreciation rights then outstanding may be
exercised; (i) waive all restrictions and conditions of all restricted stock then outstanding; or (iii)
determine to amend performance awards or substitute new performance awards in conS|derat|on of
'-the cancellatlon of outstanding performance awards. T : : :

If approved by our Board of Dlrectors prior to or W|th|n 30 days after a change in control the
Board of Directors will have the right for the 45-day period following the change in control to require
-all participants to transfer-to us all Awards.previously'granted to the participants in exchange for an
amount equal to the cash value of the Awards. The cash-value of an' Award will equal the sum of (i)
the cash value of all benefits to which the participant would be entitled upon settlement or exercise
of any Award which is not an option or restricted stock and (ii) in the case of an option or restricted
stock, the excess of the market value per share over the.option price, or the market value per share
of restricted stock, multipiied by the number of shares as to which such Award is vested. - *

Termination, Death, Disability and Retirement

4
o

" ‘Unless otherwise provided for in an Award. if the employment of an employee or service'of a
non-employee director is terminated for any reason other than death, disability, or retirement, or if
service of a consultant is terminated for any reason other than death, any nonvested Award -
outstanding at the time of such termination will terminate, no further vesting will occur, and the
participant will be entitled to exercise his or her exercise rights with respect to any portion of the
Award which is vested until the earlier of (i) the explratlon date set forth in the Award or (||) three
months after the termlnatton date

Unless otherwlse provided for in.an Award upon the retlrement of ‘an employee or non-
employee director, any nonvested portion of an outstanding Award will terminate and no further
vesting will occur. Any exercise rights with respect to any vested Award‘will expire on the earlier of

(i} the expiration date set forth in the Award, or (i) twelve months after the' date of retirément.
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Unless otherwise provided for in an Award, (i) upon the termination due to the disability of
an employee or non-employee director, (ii) upon the death of a participant, (iii) with respect to a
participant who is either a retired former employee or non-employee director who dies during the
* period in which he or she can exercise any vested Award {the “applicable retirement period”), or (iv)
with respect to a disabled former employee or non-employee director who dies during the period
- that expires on the earlier of the expiration date set forth in-any applicable cutstanding Award or the
first anniversary of the person’s termination due to disability (the “applicable disability period”), any
. nonvested portion of an outstanding Award that has not already terminated wiil terminate and no
further vesting will occur. In.addition, any exercise rights with respect to any vested Award will
expire on the earlier of (i) the expiration date set forth in the. Award, or (ii) the later of (x) the first
anniversary of such termination due to death or-disability, or (y) the first anniversary of such
person’s death during the applicable retirement period-(except in the case of an incentive stock
optlon) or the applicable disability- perlod :
Notwnthstandmg the above provisions, the Compénsation Cornmittee, in its discretion and on
“an individual basis, may provide that the vested portion of a stock option or stock appreciation right
may remain exercisable for such period and upon such terms and conditions as are determined by
the Compensation Committee in the event that a participant ceases to be an employee, consultant
or non-employee director, provided thaf such continuation may not e)tceed the expiration date set
- forth in the Award. ..

Adjustments Upon Changes in Capitalization or Reorganization

The type or number of shares authorized under the 2007 Plan or subject to an Award and/or
the exercise or purchase price applicable to an Award, subject to any required action by our
stockholders, will automatically be proportionately adjusted in the event of a subdivision or
consolidation of shares, payment of stock dividend, or any other increase or decrease in the
number of shares effected without receipt of consideration by us, or in the event ‘of a reorgamzatlon
merger, consolidation, or recapitalization.

Amendment or Termination of the Plan and Amendment of Awards 1

Except with respect to Awards then outstanding, if not sooner terminated by the Board of
Directors, the 2007 Plan will terminate upon, and no further Awards shall be made, after May 31,
2010. The Board of Directors may amend, suspend, or terminate the 2007 Plan; provided, however,
that no amendment, suspension, or termination of the 2007 Plan may, without the consent of the
iholder of an Award, terminate such Award or adversely affect such person’s rights in any material

‘respect. Moreover, no amendmerit to the 2007 Plan wili be effective prior to its approval by the
stockholders to the extent that (i) it would provide or accelerate vesting other than in connection
with a change in control, or would change stockholder approval requirements relating to option
repricing, or (ii} such approval is required by applicable law, or the requirements of any securities
exchange on which our stock may be listed or admitted for trading. The Board of Directors may,
however, amend the 2007 Plan as necessary to permit Awards to meet the requirements of the
Code or other appllcabte taws, or to prevent adverse tax consequences to participants. .

Subject to the restnctlons set forth in the 2007 Plan, the Compensatlon Commitiee may
amend any outstanding Award and may waive or accelerate any requirement or condition that is not
mandatory under the 2007 Plan; however, except in the case of a change in control, the
Compensation Committee may not waive or accelerate any term or condition of an Award that is
intended to qualify as performance-based compensation for purposes of Section 162(m) of the.
Code, if such action would cause the Award not to so qualify. The Compensation Committee may
not amend any outstanding Award in a manner that would adversely affect, in any material respect,
the rights of a 2007 Plan participant without such participant’'s consent.
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New Plan' Benefits .

The 2007 Plan is discretionary and the benefits and amounts of any awards to be received
by individual grantees in the future are not determinable. However, under the compensation
arrangements for our non-employee directors, if the proposed amendment and restatement of the
2007 Plan is approved, our non-employee directors will receive grants of restricted stock with
approximately $100,000 in value following our Annual Meeting. These grants will be made in-
conjunction with our annual broad based awards to employees in accordance with the procedures
adopted by our Compensation Committee. Accordingly, the following table sets forth information
concerning the options and restricted stock awards made during 2007 pursuant to the 2007 Plan
and the Amended and Restated 2006 Equity Incentive Compensation Plan to (i) the Chief Executive
Officer, the Chief Financial Officer and the three most highly compensated officers as of the end of
the last fiscal year, (ii) all current executive officers as a group, and (jii) all employees, including all
current officers who are not executive officers, as a group. In addition, the following table sets forth
the restricted stock awards that will be granted to our non-employee dlrectors if.the proposed
amendments are approved

_ Number of Shares of . Number of Shares
‘Name and Position Restricted Stock _Underlying Options
Geoffrey M. Hertel, Director, President and

Chief Executive Officer , : . o _ -0 : .. 0
Joseph M. Abell lIl, Senior Vice Pre3|dent and '

Chief Financial Officer - ‘ co - 10,000 0
Stuart M. Brightman, Executive Vice President and - )

Chief Operating Officer - ' | 15,000 0
Gary C. Hanna, Senior Vice President 7 0 0
Raymond D. Symens, Senior Vice President . 9,080 0
Executive officers as a group ) 57,050 0
Non-executive officer employees, as a group B . 201,700 36,500
Non-employee directors, as a group @ 40,950 . 0

) The current executive officers are: Geoffrey M. Herte!, Stuarl M. Brightman, Joseph M. Abell lll, Phiiip N. Longono Dennis R.
Mathews, Raymond D. Symens, Bass C. Wallace, Jr., Ben C. Chambers, Bruce A, Cobb, and Linden H. Price.

@ The number of shares of restricted stock issuable to the non-employee directors will equal the value of $100,000 divided by the fair
market value per share on the date of grant and is therefore not determinable at this time. The number of shares reflected is
determined based upan the average high and low stock pnces for the five trading days ending March 11, 2008. On January 8, 2007,
each non-employee director was awarded $102,450 of value in stock options from the Amended and Restated 2006 Equity Incentwe
Compensation Plan.

Federal Income Tax Consequences of the Plan

In General. The 2007 Plan is not intended to be subject to any provision of the Employee
Retirement Income Security Act of 1974, as amended, and is not qualified under Section 401(a) of
the Code. The following summary is based on the applicable provisions of the Code, as currently in
effect, and the income tax regulations and proposed income tax regulations issued thereunder.

Status of Options. Options granted under the 2007 Plan may be either incentive stock
options or nonqualified stock options. Under certain circumstances, an incentive stock option may
be treated as a nonqualified stock option. The-tax consequences, both to the option holder and to
us, differ depending on whether an option is an incentive stock option or a nonquahfled
stock option. ‘ .
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Nongqualified Options. No federal income tax is imposed on the option holder upon the grant
of a nonqualified stock option. If the shares of common stock received by an option hoider upon the
exercise of a nonqualified stock option are not subject to certain restictions in the hands of the
option holder, then the option holder will be treated as receiving compensation, taxable as ordinary
income and subject to employment taxes in the year of exercise. The amount recognized as’

- ordinary income and subject to employment taxes upon such an exercise is the excess of the fair
market value of the shares of common stock at the time of exercise over the.exercise price paid for
' such common stock. At the time common stock received upon exercise of a nonqualified stock
option is disposed of, any difference between the fair market value of the shares of common stock
' at the time of exercise and the amount realized on the-disposition will be treated as a capital'gain or
 loss. The gain, if.any, realized upon such a disposition will be treated as a long-term or short-term
- capital gain, depending on the holding period of the shares of common stock. Any loss realized
» upon such a disposition will be treated as a long-term or short-term caputal loss, depending on the
' holding period of the shares of common stock co
If the shares of common stock received by an option holder upon the exercise of a
. honqualified stock option are subjéct to certain restrictions in the hands of the option holder at the
time of receipt, then the income recognized for federal income tax purposes by the option holder,
-unless the option holder elects otherwise, and our tax deduction (assuming we satisfy.the federal
income tax reporting and other deductibility requirements with respect to such compensation)
should be deferred and should be measured with reference to the fair market value of the shares at
the time the restrictions lapse. The restriction imposed on officers, directors, and 10% stockholders
by Section 16(b) of the Exchange Act is such a restriction during the period prescribéd thereby if
other shares have been purchased by such an individual within six (6). months of the exercise of a
nonqualified stock option.

Upon an option holder’s exercise of a nonqualified stock option, in.the case of shares that
are not subject to restrictions at the time of exercise, or upon the lapse of all such restrictions in the
case of shares subject to restrictions at the time of exercise, and subject to the application of
Section 162(m) of the Code as discussed below, we may claim a deduction for the compensation
‘paid at the same time and in the same amount as compensation is treated as being received by the
option holder, assuming we satisfy the federal income tax reporting and other deductibility
requirements with respect to such compensation. We are not entitled to any tax deduction in
connection with a subsequent disposition by the option holder of the shares of common stock. -

Incentive Stock Options. No federal income tax is imposed on the option holder upon the
grant of an incentive stock option. The option holder will recognize no income for federal income tax
purposes upon exercise of an incentive stock option if the option holder (a) does not dispose of the
shares of common stock acquired pursuant to the exercise of an incentive stock option within two
years from the date the option was granted or within one year after the shares of common stock
were transferred to the option holder (the “Holding Period™), and (b) is an employee of either (i) the
company granting the option, (ii) the parent company or a subsidiary of such corporation, or (iii) a
corporation which has assumed such option of another corporation as a result of a corporate

- reorganization, merger, or similar transaction. Such employment must continue for the entire time
from the date the option was granted until three months before the:date of exercise, or twelve -
months before the date of exercise if employment ceases due to permanent and total disability. If
common stock received upon exercise of an incentive stock option is disposed of after completion
of the Holding Period, any difference. between the exercise price paid for such commeon stock and
the amount realized on the disposition will be treated as a capital gain or loss: The gain, if any, -
realized upon such a disposition will be treated as a long-term capital-gain. Any loss realized upon
such a disposition will be treated as a long-term capital loss. We would not'be entitled to any
deduction in connection with the grant or exercise of the option or the dlsposmon of the shares of
common stock so acquired. :
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If, however, an option holder disposes of shares of common stock acquired pursuant to
exercise of an incentive stock option before the Holding Period has expired (a “Disqualifying
Disposition”), the option holder would be treated as having received, at the time of disposition,
compensation taxable as ordinary income. In such event, subject to the application of Section
162(m) of the Code, as discussed below, we may claim a deduction for compensation paid at the
same time and in the same amount as compensation is treated as being received by the option
holder. The amount treated as compensation is the lesser of (i) the excess of the fair market value
of the common stock at the time of exercise over the exercise price, or (ii) the excess of the amount
realized on disposition over the exercise price. The balance of the gain, if any, realized upon such a
disposition will be treated as a long-term or short-term capital gain depending on the holding period.
If the amount realized at the time of the disposition is less than the exercise price, the option holder
will not.be required to treat any amount as ordinary income, provided that the disposition is of a type
that would give rise to a recognizable loss. In such event, the loss will.be treated as a long-term or
short-term capital loss depending upon the holding period. A disposition generally includes a sale,
exchange, or gift, but does not include certain other transfers, such.as by reason of death ora
pledge or exchange of shares descrlbed in Section 424( ) of the Code.

Alternative. Mmrmum Tax. Although the exercnse of an incentive stock option does not result
in current taxable income: there are implications with regard-to the Alternative Minimum Tax
(“AMT"). The excess of the fair market value of shares - of common stock acquired upon exercise of
an incentive stock option over the exercise price paid for such shares of common stock is an
adjustment to AMT income for the option holder’s, taxable year in which such exercise occurs
(unless the shares of common-stock are disposed of in the same taxable year and the amount
realized is less than the fair market value of the shares on the date of exercise, in which event the
amount included in AMT income will not exceed the amount realized on the disposition over the
ad]usted basis of the shares). s ' .

-~

+

Payment of Option-Price in Shares n the case of.a nonqualifi ed option, if the optzon price
upon the exercise of a nonqualified option is paid by the delivery of shares of common stock
*previously acquired by, the option holder having a fair market value equal to the option price
(“Previously Acquired Shares”), no gain or loss would be recognized on the exchange of the
Previously Acquired Shares for a like number of shares of common stock. The option holder's basis
and-holding period in the number of shares of common stock received from the exercise (to the
extent equal to the number of Previously Acquired Shares used) would be the same as his or her
basis and holding period in the Previously-Acquired Shares used. The option holdér would treat the
-+ fair market value of the number of shares of common stock received upon the exercise in excess of
the number of Previously Acquired Shares used as ordinary compensation income. The option
holder's basis in such excess shares of common stock would be equal to the shares’ fair market
value at the time of exercise. The option-holder's holding period.in such excess-shares of common
stock begins on the date the option holder acquires those shares of common stock from the
exercise of the nonquallfled opt:on . R : :

In the case of an mcentlve stock option, the federal income tax consequences to the optlon
holder of the payment of the option price with Previously Acquired Shares depends on the nature of
the Previously Acquired Shares. If the Previously Acquired Shares were acquired through the
exercise of a qualified stock option, an incentive stock option, or an option granted under an
employee stock purchase plan (“Statutory Option*) and if such Previously Acquired Shares are
being transferred prior to expiration of the applicable Holding Period, the transfer would be treated
as a Disqualifying Disposition of.the Previously Acquired Shares: If the Previously Acquired Shares
were acquired other than pursuant to the exercise of a Statutory Option, or were acquired pursuant
to the exercise of a Statutory Option but have been held for the applicable Holding Period, no gain
or loss should be recognized on the exchange of the Previously Acquired Shares. In either case,
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+ (i) the option holder’s basis and holding period in the number of shares of common stock received
(to the extent equal to the number of Previously Acquired Shares used) would be the same as his
or her basis and holding pericd in the Previously Acquired Shares used, increased by any income

' recognized to the option holder upon the Disqualifying Disposition of the Previously Acquired
. Shares, (i) the option holder’s basis in the number of shares of common stock received in excess of
the number of Previously Acquired Shares used would be zero, (iii) the option holder’s holding
period in such excess shares of common stock begins on the date the option holder acquires those

. shares of common stock, and (iv) the other incentive stock option rulzs would apply. Upon a
subsequent Disqualifying Disposition of the shares of common stock so received, the shares with
the lowest basis would be treated as disposed of first.

Restricted Stock. A participant who has been granted an Award of restricted stock will not
' recognize taxable income for federal income tax purposes at the time of the Award, and we will not
be entitled to a tax deduction at the time of the Award, unless the participant makes an election to
be taxed at the time of the Award. When the restrictions lapse without an election by the participant
' to be taxed at the time of the Award, the participant will recognize income for federal income tax
purposes in an amount equal to the excess of the market value of the shares at such time over the
amount, if any, paid for such shares. Subject to the application of Section 162(m) of the Code, as
discussed below, we will be entitled to a deduction for the corresponding amount, assuming we:
satisfy the federal income tax reportlng and other deductibility requirements with respect to such
- compensation.

Bonus Stock. In general, a person will treat the fair market value of bonus stock Awards on
: the date such amount is received as compensation, taxable as ordinary income and subject to
employment taxes. Subject to the application of Section 162(m) of the Code, as discussed below,
we will be entitled to a deduction for the corresponding amount, assuming we satisfy the federal
income tax reporting and other deductibility requirements with respect to such compensation.

Stock Appreciation Rights. Upon receipt of shares of common stock pursuant to the exercise
ofia stock appreciation right, the fair market value of the shares received is recognized as income
for federal income tax purposes at the time the shares are received. Subject to Section 162{m) of

the Code, described below, and assuming we satisfy the federal income tax reporting and other
"deductibility requirements with respect to such compensation, we will be entitled to a deduction at
the same time and in the same amount as the income recognized by the 2007 Plan participant.

Performance Awards. In general, a participant who receives a performance award will not
‘be taxed on receipt of the Award; instead, the fair market value of the shares of common stock and
any cash received in settlement of the performance award will be taxable as ordinary compensation
income to the grantee of the performance award on the date that the requirements of the Award are
met and the Award is timely settled in accordance with its terms. Subject to the application of
‘Section 162(m) of the Code, as discussed below, and assuming we satisfy the federal income tax
reporting and other deductibility requirements with respect to such compensation, we will be entitled
'to a deduction for an amount corresponding to the compensation income recognized by the
grantee. If, upon a taxable disposition of the shares of common stock received in settlement of a
performance award, the grantee receives proceeds of more or less than his or her basis in the
shares of common stock, any gain will be a {ong-term or short-term capital gain, and any loss will be
a long-term or short-term capital loss, depending on the holding period of the shares of common

stock, measured from the date that the shares of common stock were received.
I

19




Withholding for Taxes

No common stock shall be |ssued under the 2007 Plan until arrangements satisfactory to us
have been made for the payment of any tax amounts that may be required to be withheld or paid by
us with respect thereto at the minimum statutory rate. At the discretion of the Committee, such
arrangements may include altowing the participant to tender to us shares of common stock already
owned by the participant.

Additional Tax Consequences

Section 162(m) of the Code places a $1 miilion cap on the deductible compensation that
may be paid to certain executives of publicly traded corporations. Amounts that qualify as
“performance-based” compensation under Section 162(m)(4)(C) of the Code are exempt from the
cap and do not count toward the $1 million limit. Generally, options granted with an exercise price at
least equal to the fair market value of the stock on the date of grant will qualify as performance-
based compensation. Other Awards may or may not so qualify, depending on their terms.

_ In addition, some Awards may constitute or result in the recognition of income that is subject
to an additional income tax imposed on the participant at the rate of twenty percent (20%), plus
interest and penalties, pursuant to Section 409A of the Code. We expect to design and administer
all Awards in a manner that ordinarily should avoid adverse federal income tax consequences
under Section 409A of the Code to any affected participant.

Notwithstanding the foregding the 2007 Plan expressly provides that there is no
commitment or guarantee that any federal, state, or local tax treatment will apply or be available to
any person who part|0|pates or is eligible to partlc;lpate in the 2007 Plan. .

The Board of Directors recommends that you vote “FOR” the approval of the
amendment and restatement of the TETRA Technologies, Inc. Amended and Restated 2007
Equity Incentive Compensation Plan, and proxies returned will be so voted unless contrary
instructions are indicated thereon : .
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INFORMATION ABOUT US

CORPORATE GOVERNANCE

The Board of Directors has adopted Corporate Governance Guidelines that give effect to the
NYSE corporate governance listing requirements and various other corporate governance matters,
The Board of Directors believes the Corporate Governance Guidelines assist in ensuring that the
Board of Directors is independent from management, that the Board of Directors adequately
performs its function as the overseer of management, and that the interests of management and the
Board of Directors align with the interests of our stockholders.

» The Corporate Governance Guidelines, as well as the charters of the Audit Committee,
Management and Compensation Committee, Nominating and Corporate Governance Committee,
and the Reserves Committee are available in the Corporate Governance section of the Investor
Relations area of our website at www.tetratec.com. In addition, the Company has adopted a Code
of Business Conduct and Ethics for directors, officers and employees and a Code of Ethics for
Senior Financial Officers, copies of which are also available in the Corporate*Governance section of
the Investor Relations area of our website at www.tetratec.com. If any substantive amendments are
made to either code, the nature of such amendment will be disclosed on our website: In  addition, if
a waiver from either code is granted to an executive officer, director, or principal accounting officer,

‘the nature of such waiver will be disclosed on our website. We have also adopted stock ownership
guidelines designed to align the interests of our executive officers and directors with the interests of
our stockholders. Our stock ownership guidelines are also available in the Corporate Governance
section of the Investor Relations area of our website at www.tetratec.com. We will provide to our

‘stockholders, without charge, printed copies of the foregomg materials upon written request.

'Requests for copies should be addressed to Corporate Secretary, TETRA Technologles Inc.,

25025 Interstate 45 North, Suite 600, The Woodlands, Texas 77380.

iDIl’GCtOF Independence

The New York Stock Exchange listing standards require our Board of Directors to be
comprised of at least a majority of independent directars. The Board of Directors will determine
iindependence in accordance with the listing requirements of the New York Stock Exchange, taking
into consideration such facts and circumstarices as the Board of Directors considers relevant. in
order to assist the board in making its determination of whether directors are independent, each
director has completed and delivered to the Company a questionnaire. The Board of Directors, with
the assistance of the Nominating and Corporate Governance Committee, reviewed such N
questionnaires and such other information considered relevant with respect to the existence of any
relationships between a director and the Company.

"The Board of Directors has affirmatively determined that the following directors are
independent: Hoyt Ammidon, Jr., Ralph S. Cunningham, Tom H. Delimitros, Allen T. Mclnnes,
Kenneth P. Mitchell, William D. Sullivan, and Kenneth E. White, Jr. Mr. Sullivan is a director of St.
Mary L:and & Exploration Company and Legacy Reserves, LP. Each cf these entities is a customer
of ours, although the revenues we receive from them are not considered to be material. These
transactions did not automatically disquralify Mr. Sullivan from being considered independent under
the rules of the New York Stock Exchange. Our Board of Directors has also determined that Mr.
Sullivan does not have a material interest in these transactions and that he is independent.
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tn addition, based upon such standards, the Board of Directors has determined that Messrs.
Hertel and Coombs are not independent because of, in Mr. Hertel's case, his ongoing employment
as a senior executive of the Company, and in Mr. Coombs’ case, his recent prior employment as a
senior executive of the Company.

Board Meetings and Committees

Meetings and Attendance. During 2007, the Board of Directors had six meetlngs The
standing committees of the Board of Directors currently consist of an Audit Committee, a
Management and Compensation Committee, a Nominating and Corporate Governance Committee,
and a Reserves Committee. During 2007, the Audit Committee held five meetings, the Management
and Compensation. Committee held two meetings, the Nominating and Corporate Governance
Committee held three meetings, and the Reserves Committee, which was formed in September
2007, did not formally meet.

Durmg 2007, each member of the Board of Directors attended 75% or more of the meetings
of the Board of Directors held while serving as a member of the board, and 75% or more of the
_meetings of all committees of the Board of Directors of which he was a member that were held
during the time he was a member. Our Corporate Governance Guidelines provide that our .
preference is to have our directors attend the annual meeting of stockholders. All members of our
Board of Directors who were serving at that time of the annual meeting attended the Annual
Meeting of Stockholders in 2007. :

, Audit Committee. The Board of Directors has an Audit Committee, which is currently
composed of Mr. Delimitros, as Chairman, .and Messrs. Ammidon, Cunningham, Mclnnes, and
White. The Audlt Committee’s primary purpose is to assist the Board of.Directors in its oversight of
(i) the mtegnty of our financial statements, (ii) our compliance \ with legal and regulatory
requirements, (iii}-the independent auditor’s qualifications, and (iv) the performance of our internal
audit function and independent auditors. The Audit Committee has sole authority to appoint and
terminate our independent auditors. To promote the independence of its audit, the Audit Committee
consults separately and jointly with the independent auditors, the internal auditors, and
management. As required by the NYSE and SEC rules regarding audit committees, the Board of
Directors has reviewed the qualifications of its Audit Committee and has determined that none of
the current members of the Audit Committee have a relationship with us that might interfere with the
exercise of his independence from us or our management, as independence is defined in the listing
standards for the NYSE. Accordingly, our Board of Directors has determined that all current
members of our Audit Committee are independent as defined in Section 10A of the.Exchange Act
and independent as defined in the listing standards for the NYSE. Further, our board has
~ determined that each of Messrs. Ammidon, Cunningham, Delimitros, Mclnnes, and White, all of
whom are members of the Audit Committee, is an audit committee financial expert within the
definition established by the SEC. :

Management and Compensation Committee. The Board of Directors has a Management
and Compensation Committee, which is currently composed of Mr. White, as Chairman, and
Messrs. Ammidon, Delimitros, and Mitchell. The functions performed by the Management and
Compensation Committee include reviewing and establishing overall management compensation,
administering our employee stock option plans, and approving salary and bonus awards to our
executive officers. Our Board of Directors has determined that each member of the Management
and Compensation Committee is independent, as independence is defined in the listing standards
for the NYSE. The Management and Compensation Committee may designate a subcommittee and
delegate authority to such subcommittee as it deems appropriate. oL
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Compensation decisions for our Chief Executive Officer are made by the Management and
Compensation Committee. The Management and Compensation Committee is also responsible for
approving the compensation for other executive officers of the Company and in such process, it

~ reviews and gives significant consideration to the recommendations made by the Chief Executive

-

' Officer with respect to the non-equity compensation for such other executive officers. As part of its
role in reviewing and approving management compensation, the Management and Compensation
Committee administers our employee stock option plans and our discretionary performance-based
cash incentive (bonus) program under which annual cash bonuses may be awarded to our
executive officers and other key employees based on attainment of annual performance goals. Our

. Chief Executive Officer, with input from senior management, recommends-to the Management and

Compensation Committee base salaries, target bonus levels, actual bonus payouts, and equity

. awards, as well as company, division, and individual performance measures for our executive

, officers other than the Chief Executive Officer. The Management and Compensation Committee
considers, discusses, and takes action on such proposals. The Nominating and Corporate
Governance Committee is responsible for reviewing and making compensatlon deasmns W|th
« respect to our non-employee directors.

The Management and Compensation Committee has the authority to retain, approve fees
and other terms for, and terminate any compensation consultant, outside counsel, or other advisors
to assist the committee in the discharge of its duties. During 2007, the Management and

Compensation Committee selected and directly retained the services of Longnecker & Associates,
an executive compensation consulting firm, for the purposes of evaluating and making -
,recommendations with regard to director compensation and executive compensation. No member
of the Management and Compensation Committee nor any named executive officer has any .
affiliation with Longnecker & Associates. "

Management and Compensation Committee Interlocks and Insider Participation. The

. members of the Management and Compensation Committee during 2007 were Messrs. Delimitros,

Ammidon, Mitchell, and White, none of whom is or had previously been an officer or employee of
the Company, and none of whom had any relationship required to be disclosed under this section.

Nominating and Corporate Governance Committee. The Board of Directors has a
Nominating and Corporate Governance Committee, which is currently composed of Mr. Mitchell, as
Chairman, ‘and Messrs. Cunningham, and Mclnnes. The Nominating and Corporate Governance
Committee investigates and makes recommendations to the Board of Directors with respect to
qualified candidates to- be nominated for election to the board, and reviews and makes
recommendations to the board with regard to candidates for directors nominated by stockholders in
accordance with our bylaws. The Nominating and Corporate Governance Committee will-consider
candidates for director who are properly nominated by stockholders. Any stockholder wishing to
propose a nominee should submit a recommendation in writing to our Corporate Secretary,
indicating the nominee’s qualifications and other relevant biographical information, confirmation of
the nominee's consent to serve as a director, and all other information required by our bylaws for
the nomination of director candidates. The Nominating and Corporate Governance Committee is
responsible for reviewing and making compensation decisions with respect to non-employee
directors provided that any recommendations relating to equity compensation are subject to final
action by the Management and Compensation Committee. This committee also investigates and
makes recommendations to the board with regard to all matters of corporate governance, including
the structure, operation, and evaluation of the board and its committees. Our Board of Directors has
determined that each member of the Nominating and Corporate Governance Committee is
independent, as independence is defined in the listing standards for the NYSE.
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Reserves Committee. The Board of Directors established a Reserves Committee in

- September 2007, which is currently composed of Mr. White, as Chairman, and Messrs. Coombs,

Delimitros, and Sullivan. The Reserves Committee is directly responsible for the appointment,

. compensation, retention {or termlnatlon) and oversight of the Company’'s independent petroleum

engineering consultant for the purpose of preparing-and issuing the Company's Annual Report of

., Oil and Gas Reserves. The Reserves Committee is charged with fostering open communications
. among the Reserves Committee, the independent petroleum engineering consultants, and our

management, including the resolution of disagreements between management and the independent
consultant. In addition, the Reserves Committee provides assistance to the board in ensuring our
compliance with applicable regulatory and securities laws relatlng to the preparation and dfsclosure
of unformatlon with respect to oil and gas reserves.

Executive Sessnons of the Board of Directors. As set forth in our Corporate Governance
Guidelines, our non-management directors meet in executive session at least four times per year.
In addition, our independent non-management directors meet in executive session at least one time
per year. These executive sessions are presided over by Dr. Cunningham. The non-management
directors presently consist of all current directors except Mr. Hertel.

Communications with Directors. Our security holders and other interested parties may
communicate with one or more of our directors (including the non-management directors as a
group) by mail in care of our Corporate Secretary, TETRA Technologies, Inc., 25025 Interstate 45
North, Suite 600, The Woodlands, Texas 77380, or by email at corpsecretary@tetratec.com. Such
communications should specify the intended recipient or recipients. All such communications, other
than commercial solicitations or communications, will be forwarded to the appropriate director
or directors. .

Stockholder Nominations. Our Corporate Governance Guidelines provide that the
Nominating and Corporate Governance Committee will consider proposals for nominees for director
from others. In order to-nominate a director at the annual meeting, our bylaws require that a
stockholder follow the procedures set forth in Article IN, Section 3 of our bylaws. (This bylaw
provision is available on our website at www.tetratec.com.) In order to recommend a nominee for a
director position, a stockholder must be a stockholder of record at the time the stockholder gives

- notice of the recommendation, and the stockholder must be entitled to vote for the election of

directors at the meeting at which such nominee. will be considered. Stockholder recommendations
must be made pursuantto written notice delivered to our Corporate Secretary at our principal
executive offices no later than 80 days prior to the date of the annual or special meeting at which
directors are to be elected; provided, that the date of the annual or special meeting is not publicly
announced more than 90 days prior to the annual or special meeting, such notice by the
stockholder will be considered timely if delivered to the Corporate Secretary no later than the close
of business on the tenth day following the day on which such announcement of the date of the
meeting was communicated to the stockholders. - -

The stockholder notice must set forth the following:

1. name and address of the stockholder who intends to make the nomination and of the
- person or persons to be nominated; .

2. a representatlon that the stockholder is a holder of record of cornmon stock entitled to
~ vote at the meeting and intends to appear in person or by proxy to nominate the person -
or persons specified;

3. adescription of all arrangements or understandlngs between the stockholder and each
nominee and any other person or persons under which the nomination(s) are to made by
the stockholder;
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4. for each person the stockholder proposes to nominate for election as a director, all
information relating to such person that would be required to be disclosed in solicitations
of proxies for the election of such nominees as dlrectors pursuant to Schedule 14A
promulgated under the Exchange Act; and

5. for each person nominated, a written consent to serve as a director, if elected.

In-addition to complying with the foregoing procedures, any stockholder nominating a
director must also comply with all applicable reqmrements of the Exchange Act and the rules and

. regulatlons thereunder.

‘Nominating and éorporate Governance Committee Nominations. The ‘Nominating and

- Corporate Governance Committee selects each nominee for recommendation to the board based

on the nominee’s skills, achievements, and experience. As set forth in our Corporate Governance
Guidelines, the following will be considered, among other things, in selecting candidates for the
Board of Directors: independence; knowledge, experience, and skill in areas critical to

- understanding us and our business; personal characteristics, such as integrity and judgment; and

commitments to the boards of other companies.

When seeking candidates for director, the Nominating and Corporate Governance

. Committee may solicit suggestions from incumbent directors, management, stockholders, or others.

While the committee has authority under its charter to retain a search firm for this purpose, no such
firm was utilized in 2007. After conducting an initial evaluation of a potential candidate, the
committee will interview that candidate if it believes such candidate might be suitable to be a
director. The committee may also ask the candidate to meet with management. If the committee
believes a candidate would be a valuable addition to the Board of Diractors, it will recommend to
the full Board of Directors that candidate’s election.

Certain Transactions

The Board of Directors has determined that there are no material transactions involving an
executive officer, director, or other related person which require disclosure.

in February 2007, the Board of Directors, upon recommendation of the Nominating and
‘Corporate Governance Committee, adopted the TETRA Technologies, Inc. Policy and Procedures
‘with respect to Related Person Transactions (“Policy”), for the review and approval of related
person transactions. The policy covers transactions in which (i) the Company or any subsidiary is a
participant, {ii) the aggregate amount involved exceeds $100,000, and (iii) any related party
(generally, directors and executive officers, and their immediate family members, and 5%
stockholders) has a direct or indirect interest. The Palicy generally requires that such transactions
be approved in advance by the Nominating and Corporate Governance Committee. Under the
Palicy, the Nominating and Corporate Governance Committee shall consider all relevant facts and
circumstances available to the committee and will approve such transactions only if they are in, or
are not inconsistent with, the best interests of the Company and its stockholders. In the event a
transaction is not identified as a related person transaction in advance, it will be submitted to the
Nominating and Corporate Governance Committee, which will evaluate the transaction, including
ratification or recession of the transaction, and possible disciplinary action.
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Equity " Compensation Plan Information.

The following table provides information as of December 31, 2007, regarding compensation
plans {including individual compensation arrangements) under which equity securities are
authorized for issuance.

. .o Number of Securities
Number of Securities . Remaining Available for Future

to be Issued upon Weighted Average {ssuance under Equnty Comp.
Exercise of Exercise Price of Plans (Excluding Securities
Plan Category QOutstanding Options Outstanding Options Shown in the First Column)
Equity compensation plans .
approved by stockholders™ _ , ; ‘
1990 Employee Incentive 2004105 % 6.5535 _ : 0
2006 Equity Incentive ’ . 637,299 % 27.6077 47,831
2007 Equity Incentive 5625 % 18.5000 - 62,775
Total: . 2647029 § 11.6479 . . 110,606
Equity compensation plans not
approved by stockholders™ -
1996 Nonexecutive ' » 959,998 § 11.4056 0
1998 Director Plan 342,000 % 11.7442 0
Brightman Plan . -240,000 § . 9.0787 ' . 0
Total: T © - 1,541,998 8 11.1182 o]
All Plans™ _
Total: 4,189,027 § - 11.4529 , 110,606

™ Consists of the 1990 Stock Option Plan, as amended, the Amended and Restated 2006 Equity Incentive Compensation Pian, and the
Amended and Restated 2007 Equity Incentive Compensation Plan,

@ Consists of the 1996 Stock Option Plan for Nonexecutive Employees and Consuitants (the “1996 Nonexecutive Plan™), the 1998
Director Stock Option Plan, as amended and restated (the “1998 Direclor Plan™), and the award granted to Mr. Brightman in
connection with his initial employment. A description of gach of these plans follows.

® The table above does not include information regarding the proposed amendment and restatement of the Amended and Restated
2007 Equity Incentive Compensation Plan to be considered at the annual meeting, 286,546 restricted shares subject to awards
outstanding under the Amended and Restated 2006 and 2007 Equity Incentive Compensation Plans as of December 31, 2007,
and 30,200 shares of restricted stock granted g Philip N. Longoric on February 22, 2008, as an inducement 1o his initial employment.

Non-Stockholder Approved Plans
1996 Stock Option Plan fdr Nonexecutive Employees and Consultants

N The TETRA Technologies, Inc. 1996 Stock Option Plan for Nonexecutive Employees and
Consultants (the “1996 Nonexecutive Plan”) was adopted effective July 25, 1996. As of December
31, 2007, options covering 959,998 shares were outstanding under thé 1996 Nonexecutive Plan,
and options under the 1996 Nonexecutive Plan covering 341,047 shares were exercised during the
year ended December 31, 2007. No grants of awards were permitted to be made under the 1996
Nonexecutive Plan after May 4, 2006.

1998 Director Stock Option Plan
The TETRA Technologies, Inc. 1998 Director Stock Option Plan was adopted effective
December 1998, was amended and restated effective June 27, 2003, and was further amended in

December 2005 (the “1998 Director Plan”). As of December 31, 2007, options covering 342,000
shares were outstanding under the 1998 Director Plan, and options under the 1998 Director Plan
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covering 427,516 shares were exercised during the year ended December 31, 2007. No grants of
awards were permitted to be made under the 1998 Director Plan after May 2, 2006.

Brightman Plan -

As an inducement to Mr. Brightman’s employment, Mr. Brightman was awarded, effective
April 20, 2005, an-option to purchase 80,000 shares at an exercise price of $27.23 per share (as
adjusted to reflect the effect of our 3-for-2 stock split effected on August 26, 2005, and our 2-for-1
stock spiit effected on May 22, 2006, this presently equates to 240,000 shares at an exercise price
of $9.0767 per share), which grant is evidenced by a Nonqualified Stock Option Agreement dated
April 20, 2005. The option was 50% vested on the date of grant, and an additional 25% of the
awarded vested on the first and second annlversanes of the grant date. The maximum term of the
award is ten years.

*

_Insider Stock Sales and Stock Ownership Guidelines

We acknowledge that sales of common stock by our executive officers will occur
-periodically. In particular, we believe that our executive officers who have a significant portion of
their net worth in common stock may desire to diversify their investment portfolios over time and.
may be required to sell common stock to finance stock option exerciszs and to pay related taxes.
‘We have established a policy for trading in common stock. This policy is designed to help ensure
compliance with federal securities laws and allow the anticipated periodic sales to occur.inan .
orderly fashion. The trading policy also prohibits our directors, officers, and employees from
engaging in short sales of our common stock, and from buying or selling puts, calls or options
involving common stock (other than employee stock options). .

In February 2008, our Board of Directors adopted stock ownership guidelines for our .
directors and executive officers. The stock ownership guidelines are intended to align the interests
of our directors and executive officers with the interests-of our stockholders. The pollcy establishes
the following minimum ownership gwdellnes . X : . fwo

* Our executive officers must hold shares of our common stock equal to a multiple; based
upon position, of their base salary. The multiples are as follows: Chief Executive Officer,
three-times base salary; Chief Financial Officer and Chief Operating Officer, two-times
base salary; and, Senior Vice Presidents and Vice Presidents, one-time base salary.
Existing executive officers have untit February 21, 2013, to be in compliance with the
.guidelines, and new executive officers will have five years fc:llowmg attamment of .

: - executive officer status to be in ‘compliance. : LE ‘

e Our non-employee directors, other than the Chairman of the Board of Directors,'are '
required to hold shares of our common stock equal to five-times their annual cash
retainer. Our Chairman is required to hold shares of our.common stock equal to one and
one-half-times his annual cash retainer. Existing directors have untit February 21, 2012,
to be in compliance with the guidelines, and newly elected directors will have four years
from the date of their election or appointment to be in compliance.

27




.AUDIT COMMITTEE REPORT '

The Audit Committee consists of five Directors who are independent, as independence is
defined in the listing standards for the NYSE and the rules of the SEC. The Audit Committee assists
the board in overseeing matters relating to our accounting and financial reporting practices, the
adequacy of our internal controls, and the quality and integrity of our financial statements. The
charter of the Audit Committee is available in the Corporate Governance section of the Investor
Relatlons area of our websrte at www tetratec. com .

The Audit Committee met five times during the year ended December 31, 2007 The Audit
Committee reviewed with management and the independent auditors the interim financial
information included in our quarterly reports on Form 10-Q for the fiscal quarters ended March 31,
2007, June 30, 2007, and September 31, 2007 prior to their being filed with the SEC.

The independent auditors provided the Audit Committee with a written statement describing
all the relationships between us and our auditors that might bear on the auditors' independence
consistent with Independence Standards Board Standard No. 1, “Independence Discussions with
Audit Committees.” The Audit Committee also discussed with the auditors any refationship that may
-impact their objectivity and independence and satisfied itself as to the auditors’ independence.

The Audit Committee discussed and reviewed with the independent auditors all
communications required by generally accepted auditing standards, including those described in
Statement of Audltrng Standards No. 61, as amended, “Communication with Audrt Comm:ttees

Wlth and W|thout management present the Audlt Committee discussed and reviewed the
results of the independent auditors’ examination of our December 31, 2007 financial statements.
The discussion included matters related to the conduct of the audit, including the following: the
. selection of and changes in significant accounting policies; the methods used to account-for
significant or unusual transactions; the effect of significant accounting policies in controversial or
emerging areas; the process used by management in formulating particularly sensitive accounting
estimates; the basis for the auditors’ conclusions regarding the reasonableness of those estimates;
significant adjustments arising from the audit and disagreements, if any, with management over the
application of accounting principles; the basis for management’s accounting estimates,; and the
disclosures in the financial statements. : :

The Audit Committee reviewed our audited financial statements as of and for the year ended
December 31, 2007, and discussed them with management and the independent auditors. Based
on the reviews and discussions described above, the Audit Committee recommended to the board
that our audited financial statements be included in our Annual Report on Form 10-K for the fiscal
year ended December 31, 2007 for filing with the SEC.

Submltted by the Audit Comnittee of the Board of Directors,
Tom H. Delimitros, Chairman
Hoyt Ammidon, Jr.
Ralph S. Cunningham
Allen T. Mcinnes
Kenneth E. White, Jr.

This report of the Audit Committee shall not be deemed “soliciting material” or to be “filed”
with the SEC or subject to Regulation 14A or 14C or to the liabilities of Section 18 of the Exchange
Act, except to the extent that we specifically request that the information be treated as soliciting
material or specifically incorporate it by reference into a document filed under the Securities Act of
1933 (the “Securities Act”} or the Exchange Act. Further, this report will not be deemed to be
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incorporated by reference into any filing under the Securities Act or the Exchange Act, except to the
extent that we specifically incorporate this information by reference. ‘

FEES PAID TO PRINCIPAL ACCOUNTING FIRM

The following table sets forth the aggregate fees billed to us by our principal éccounting firm,
Ernst & Young LLP, for the fiscal years ended December 31, 2007, and 2006, respectively:

- 2007 2006
~ Audit fees $ 1,994,984 $ 1,853,664
Audit related fees'” 103,865 34,573
 Tax fees® . 15478 . 26,694
Al other fees®™ 15,300 5,000

! Total fees $ 2,129,627 $ 1,919,931

" Consists of fees for an employee benefit ptan audit in 2005 and 2007, and the separate audit of a subsidiary in 2007.
@ Consists of fees for international tax compliance review.
® Consists of fees for verification of financial information to regulatory agencies.

The Audit Committee approved 100% of these fees. Before approving these fees, the
Audit Committee considered whether the provision of services by Ernst & Young LLP that are not
related to the audit of our financial statements was compatible with malntalnlng the independence
‘of Ernst & Young LLP, and the Audit Committee concluded that it was

-AUDIT COMMITTEE PREAPPROVAL POLICIES AND PROCEDURES

The Audit Committee’s policy provides that our independent re'glstered public accounting
firm (the “Audit Firm") may provide only those services preapproved by the Audit Committee or its
designated subcommittee. The Audit Committee annually reviews and preapproves the audit,
review, attest, and permitted non-audit services to be provided during the next audit cycle by the
Audit Firm. To the extent practical, at the same meeting, the Audit Committee also reviews and
approves a budget for each of such services. The term of any such preapproval is for the period of
the annual audit cycle, unless the Audit Committee specifically provides for a different period.

Services proposed to be provided by the Audit Firm that have not been preapproved during
the annual review and the fees for such proposed services must be preapproved by the Audit
Committee or its designated subcommittee. Additionally, fees for previously approved services that
are expected to exceed the previously approved budget must also be preapproved by the Audit
Committee or its deS|gnated subcommittee.

All requests or applications for the Audit Firm to provide services to us must be submitted to
the Audit Committee or its designated subcommittee by the Audit Firm and the Chief Financial
Officer and must include a joint statement as to whether, in their view, the request or application is
consistent with applicable laws, rules, and regulations relating to auditor independence.-It is our
policy that if any of our employees or any representative of the Audit Firm becomes aware that any
services are being, or have been, provided by the Audit Firm to us without the reguisite
preapproval, such individual must immediately notify the Controller or the Chief Financial Officer,
who must promptly notify the Chairman of the Audit Committee and appropriate members of senior
management so that prompt action may be taken to the extent deemed necessary or advisable.

The Audit Committee may form and delegate to a subcommittee composed of one or more
of its members, the authority to grant specific preapprovals under its policy with respect to audit,
review, attest, and permitted non-audit services, provided that any such grant of pre-approval shall
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be reported to the full Audit Committee no later than its next scheduled meeting: The Audit
Committee may not delegate to management its responsibilities to preapprove services performed
by the Audit Firm.

EXECUTIVE OFFICERS

i
v

Our current executrve offrcers and thelr ages. and positions are as follows:

Name Age ~ _ - Position
Geoffrey M. Hertel 63- - President, Chief Executive Officer and Director
Stuart M. Brightman 51 © Executive Vice President and Chief Operating Officer
Joseph M. Abeill il 53 - Senior Vice President and Chief Financial Officer
Philip N. Longorio 54" - ' Senior Vice President
Dennis R. Mathews 49 - Senier Vice President
Raymond D. Symens 57 Senior Vice President
Bass C. Wallace, Jr. 49 General Counsel and Corporate Secretary
Ben C. Chambers 52 Vice President - Accounting and Controller
Bruce A. Cobb . 58 - Vice President - Finance and Treasurer

. Linden H. Price -+ - - 61 Vice President-- Administration

(Information regarding the business experience of Mr. Hertel is set forth above under -
“Nominees for Director.”)

Joseph M. Abell Il has served as our Senior Vice President and Chief Financial Officer since
‘May 2001. From January 1998 to May 2001 he served as Vice President of Sithe Energies, Inc.
and then as Senior Vice President of one of its parent companies, Marubeni Power International,
Inc., where-he wastinvolved in the acquisition, development, and financing of power generation
projects in Latin America. From December 1994 through December 1997 Mr. Abell was employed
as a Project Director by British Gas International, Inc. and prior to that time he held various

.acquisition, strategic planning, and project development positions in the power generation and
gas pipeline businesses with American National Power, Transco Energy Company, and Tenneco
Inc. Mr. Abell received his B.S. degree in Mechanical Engineering from Cornell Umversrty and his

- M. B A. degree from the University of Chicago. A

Stuart M. Brlghtman has served as our Executive Vice President and Chief Operating Officer
‘since April 2005. Mr. Brightman served as President of the Dresser Flow Control division of
Dresser, Inc. from April 2002 until April 2004. Dresser Flow Control, which manufactures and sells
valves, actuators, and other equipment and provides related technology and services for the oil
and gas industry, had revenues in excess of $400 million in 2004. From November 1998 to April
2002, Mr. Brightman was President of the Americas Operation of the Dresser Valve Division of
Dresser, Inc. He served in other capacities during the earlier portion of his career with Dresser,
from 4993 to 1998.. From 1982 to 1993, Mr. Brightman served in several financial and operational
positions with Cameron Iron Works and its successor, Cooper Qil Tools. Mr. Brightman received
his B.S. degree from the University of Pennsylvania and his M.B.A. degree from the Wharton
.School of Business. : '

Dennls R. Mathews has served as a Senior Vice President of the Company since January
2001. He has served as Vice President of TETRA International since 1994, as General Manager
of our INTEQ/TETRA joint venture from 1991 to 1994, and in numerous other positions with us
since 1982. Mr, Mathews received his B.S. degree in Business Management from Southwestern
Oklahoma State University.
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Philip N. Longorio has served as a Senior Vice President of the Company since February
2008. Mr. Longorio is a thirty year veteran of the oil and gas service industry, and has held
various executive management positions with both major and smaller oil service companies. From
July 2004 through May 2007, Mr. Longorio served as President and Chief Executive Officer of
WellDynamics B.V., a joint venture between Halliburton Energy Services and Shell Technology
Ventures, which provides intelligent well technology. From December 1999 through February -
2004, Mr. Longorio served as Vice President of Sperry-Sun Drilling Services, a subsidiary of

. Halliburton Energy Services, and from 1988 through 1999 he served at Halliburton in executive |
management roles leading the well testing, wireline logging and perforating businesses. Mr.
Longorio began his oilfield career in 1977 at Gearhart Industries. Mr. Longorio currently serves as
non-executive Chairman of the Board of Directors for GEODynamics, Inc., a private company
involved in the manufacture and sale of shaped perforating charges for downhole well
applications, and he is an independent director for SensorTran, a private company that provides
products and services related to remote downhole well monitoring. Mr. Longorio is a United States
Air Force veteran, and an active member of the SPE and SPWLA.

Raymond D. Symens has served as a Senior Vice President of the Company since 1994. He
served as Vice President — Manufacturing from 1988 to 1994. From 1976 to 1988 Mr. Symens
‘held various executive positions with Earth Sciences Incorporated and its wholly owned Canadian
subsidiary, ESI Resources, Ltd., ultimately serving as Vice President and General Manager for
the company’s chemical recovery operations located in western Canada. Mr. Symens received his
B.S. degree in Metallurgical Engineering from the South Dakota School of Mines and Technology.

: Bass C. Wallace, Jr. has served as our General Counsel since 1994 and as our Corporate
Secretary since 1996. From 1984 to 1994 he was engaged in the private practice of law. Mr.
Wallace received his B.A. degree in Economics from the University of Virginia and his J.D. degree
from the University of Texas School of Law. :

- . Ben C. Chambers has served as our Vice President — Accounting and Controller since May

+ 2001. He served as Chief Accounting Officer from May 2000 to May 2001. He was first employed
by us in 1993, and served as Controller of our Qil & Gas Services Division from January 1995 to
May 2000. From 1979 to 1992 Mr. Chambers held various management positions with Baker
Hughes, Inc., most recently as Controlier for its Tubular Services Division. Mr. Chambers received
his B.S. degree In Accounting from the University of Oklahoma, and he is a certified public

: accountant

, Bruce A. Cobb has served as our Vice President — Finance and Treasurer since May 2001,
He served as our Controller and Treasurer from May 2000 to May 2001 and as our Chief
Accounting Officer from June 1999 to May 2000. Mr. Cobb served as our Controller from 1991 to

- May 1999. From 1987 to 1991, he was the Chief Financial Officer of Speeflo Manufacturing

- Company. From 1979 to 1987 Mr. Cobb served as Division Controller for Hughes Production

. Tools, a division of Hughes Tool Company. From 1973 to 1979 he practiced accounting with Ernst
& Young. Mr. Cobb received his B.B.A. degree in Accounting from the University of Texas, and he
is a certified public accountant.

Linden H. Price has served as our Vice President — Administration since May 2001. He has
served as Director of our Human Resources department since September 1993. From 1989 to
1993, Mr. Price was Director of Human Resources for TRW Environmental Services, a business
unit of TRW Inc. From 1982 to 1989 he was Director of Human Resources and Administration for

Grant Norpac, a geophysical services company. Mr. Price received his B.A. degree in Social
Sciences from the Coliege of Santa Fe and his master's degree in Human Development from the
University of Maryland. :
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COMPENSATION DISC_USSION AND ANALYSIS

Oversight of Executive Compensation Program

The Management and Compensation Committee of our Board of Directors (the -
“Compensation Committee”) is responsible for discharging the responsibitities of our Board of
Directors relating to the compensation of our executive officers and advising our board on our
compensation philosophy, programs, and objectives. The Compensation Committee oversees our
compensation programs, which include components that-are designed specifically for (i) our most
senior executive officers, which includes the Chief Exécutive Officer and the other executive officers

~. named in the Summary Compensation Table (collectively, the “Named Executive Officers” or

“NEOs"); (ii) employees who are designated as our senior officers (“Senior Officers”); and (iii) a
broad-base of our employees. Additionally, the Compensation Committee is charged with the
review and approval of all annual compensation decisions relating to the CEO; and with the review
- and oversight of annual compensation decisions relatlng to other NEOs and:- Senior Officers
(collectively, “Senior Management”). :

On February 1, 2008, Gary C. Hanna, a Senior Vice President of the Company, provided
notice to us that he would be resigning his employment effective March 1, 2008. Although Mr. .
Hanna is considered a Named Executive Officer for the year ended December 31, 2007, he is not a
currently serving executive officer. As a result of his resignation, the letter agreement dated March
20, 2002, which is described in further detail below, terminated on-March 1, 2008.

Consistent with the listing requirements of the NYSE, the Compensation Committee is
composed entirely of independent, non-management members of our Board of Directors. With the
exception of awards received under our Amended and Restated 2006 Equity Incentive
Compensation Plan and our Amended and Restated 2007 Equity Incentive Compensation Plan, no
Compensation Committee member participates in any of the Company's employee compensation
programs. Each year, we review any and all relationships that each director may have with us, and
the Board of Directors subsequently reviews our findings. The Board of Directors has.determined
" that none of the Compensation Commlttee members have any material busmess relationships with
the Company. : -

v L . .. . P

-The responsibilities of the Compensation Committee include the following:

« establishing a compensation philosophy designed to support our overall business
strategy and objectives, and establishing a compensation strategy designed to attract
and retain executive talent, motivate executive officers to improve their performance and

' the financial performance of the company, and othenrwse implement the compensation
phllOSOphy

¢ reviewing and annually establishing annual and long- -term performanc:e goals and
objectives for our Senior Management intended to support our compensatlon philosophy
and the Compensatlon Committee’'s compensation strategies; .

« evaluating annually the performance of our CEO and other NEOs in light of approved
performance goals and objectives;

e reviewing and approving annually the compensation of the CEO and other NEOs based
on their performance evaluations, including annual salary, performance-based bonus
awards, bonus opportunities including long-term incentive opportunltles and any other
matter relating to the compensation of the CEO and other NEOs which the Compensation
Committee considers appropriate; :

» reviewing at least annually all equity-based compensation plans and arrangements,
including the number of shares remaining available for issuance under those plans, and
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making recommendations to our Board of Directors regarding the need to amend existing
plans or to adopt new plans for the purposes of implementing the Compensation
- Committee’s goals regarding long-term and equity-based compensation;

* reviewing at least annually all components of compensaticn paid to or available to the
CEO and other NEOs which may include salary, bonuses (both performance-based and
otherwise), long-term incentive compensation, perquisites, and other personal benefits to
determine the appropriateness of each component in light of our compensation
philosophy;

» e reviewing and approving all employment, severance, change of control or other
compensation agreements or arrangements to be entered into or otherwise established
with our CEO and other NEOs; :

» producing an annual Compensation Committee report-for inclusion in our proxy statement
or'Annual Report on Form 10-K in accordance with the rules and regulatlons of the
SEC; and

e reviewing with the CEO matters relating to management succession, including
compensation related issues.

Overview of Compensation Philoso'phy and Program

In order to recruit and retaln highly quallf‘ed and competent individuals as Serior
Management, we strive to maintain a compensation program that is competitive in the global Iabor
market. The following are our objectives in setting the compensation programs for our Senior
Management:

* design competitive total compensation programs to enhance our ability to attract and
retain knowledgeable and experienced Senior Management;

« motivate our Senior Management to deliver outstanding financial performance and meet
or exceed general and specific business, operational, and individual objectives;

+ set compensation and incentive levels that reflect competitive market practices in
relevant markets and are generally within the median range for the relevant peer group;

¢ provide a significant percentage of total compensation that is “at risk,” or “variable,”
based on predetermined performance criteria; and

» ensure that a significant portion of the total compensation package is determined by
increases in stockholder value, thus assuring an alignment of Senlor Management and
stockholder interests.

Implementation and Management of Compensation Programs
. Role of Compensation Committee. While the Compensation Committee determines our

overall compensation philosophy and sets the compensation of our CEO and Senior Management,
it Jooks to our CEO and the compensation consultant engaged by the Compensation Committee, if

. any for that year, to make recommendations with respect to specific compensation matters.

The Compensation Committee and our management utilize industry specific surveys to
assist them in determining competitive compensation for our Senior Management, including the -
CEQ. These industry based compensation surveys.include data on salaries, bonuses, and long-
term equity incentives, some of which is obtained from proxy data of our industry peer group
companies. In addition, during 2007 the Compensation Committee selected and directly retained
the services of Longnecker & Associates, an executive compensation consulting firm, to provide
additional benchmarking data with respect to a range of external compensation factors, including
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evolving compensation trends, appropriate peer comparisons, and industry based market survey
data. The data provided by Longnecker & Associates, together with data that we obtained through
our participation in an annual, industry based compensation survey and other similar data, was
evaluated in determining compensation levels for our Senior Management. The following
companles comprise the peer group 'that was used by Longnecker & Associates:

ATP Qil & Gas Corporation ' Basic Energy Serwces ‘Inc.

Cal Dive International, Inc. " Complete Productron 'Services, Inc.

ENSCO International Incorporated Global Industries, Ltd.

Grey Wolf, Inc. ' Helix Energy Solutions Group, Inc.

- Helmerich & Payne, Inc. o Mariner Energy, Inc.

Newpark Resources, Inc. Oceaneering International, Inc.
o Parker Drilling Company : .Rowan Companies, Inc. _

RPC, Inc. . ) Superior Energy Services, Inc.

Tidewater Inc. W&T Offshore, Inc. .

Role of CEO and Consultants. The Compénsation Committee establishes compensation
levels for our CEO after consideration of industry-based compensation data and in consultation with
its compensation consultant, if one is engaged for that year. Our CEO is not present during these
discussions. Based upon his own judgment and experience, taking into consideration available
industry-based compensation survey and other data, our CEO recommends to the Compensation
Committee specific compensation amounts for Senior Management, other than himself. In making
such recommendation, our CEOQ prepares a year-end compensation review study which includes
industiy-based compensation data, data generated by any compensation consultant engaged by
the Compensation Committee, other factors considered relevant for consideration by the
Compensation Committee, and our CEO s personal vrews The CEO's study typically includes
the following:

e. a summary of each member of Senior Management'’s historical total compensation,
- including base salary, cash incentive bonuses, and.equity awards,; -

~ e the current stock ownership position of each member of Sénior Management;

" e the specific performance-based cash bonus calculation formulas and cntena applicable
' to each member of Senior Management; - .

« an analysis of our annual performance relative to our budgeted éxpectations for
' the year,; . : : .

¢ an assessment of each member of Senior Management's performance both ahsolute
and compared to his goals and objectives for the year;

+ proposed compensation changes for each member of Senior Management. (other than
the CEQ); and

* an aggregate amount of performance-based cash bonuses proposed to- be pard in the
following year, based on a forecast of current year performance. -

In its December 2007 review of our CEQ's compensation review study and its consideration
of whether the changes in compensation recommended therein were in line with our overall
compensation philosophy and current competitive market conditions, the Compensation Committee
benchmarked the CEO’s recommendations against the Longnecker & Associates survey and
considered its own evaluations of Senior Management. The Compensation Committee reviewed our
CEQ's compensation study among themselves and with our CEO and approved changes in
compensation for Senior Management. The Compensation Committee gives our CEO dlscretron as
to when approved changes in base salary for Senior Managers are made effectwe
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Timing of Compensation Decisions. Our CEO typically distributes his year-end

' compensation review study and specific compensation recommendations to the Compensation
Committee as well as the entire Board of Directors prior to the December board and committee
meetings. At its December meeting, the Compensation Committee also-reviews and approves an
aggregate amount of incentive compensation, which will be finalized, individually allocated, and

" approved by the Compensation Committee at a meeting early the following year prior to payment,
based upon the determination of the Company's full year financial results. Finally, at its December
meeting the Compensation Committee reviews succession plans for our CEO and other members
of Senior Management, as well as total headcount and aggregate compensation costs.

. Compensation Elements

We believe strongly that Senior Management should be compensated with a total package
that includes, at a minimum, the following three elements: salary, performance-based cash bonus,

. and equity incentives. A material amount of this potential compensation should be tied to the.
performance of the applicable business unit or to our consolidated performance. A significant
portion of the total prospective compensation of each member of Senior Management should be
tied to measurable financial and operational objectives. These objectives, whether on a divisional or
company-wide basis, may include absolute performance and performance relative to a peer group.
During periods when performance meets or exceeds established objectives, Senior Management
should be paid at or above targeted levels, respectively. When our performance does not meet key
objectives, incentive award payments, if any, should be less than such targeted levels. The
Compensation Committee seeks to structure a balance between achieving strong short-term annual
results and ensuring long-term viability and success. To reinforce the importance of balancing these

perspectives, each member of Senior Management is regularly provided with both short and long-
term incentives. Currently, the preponderance of short-term incentives are in the form of
discretionary cash bonuses which are based on both objective performance criteria and subjective
criteria, and long-term incentives in the form of equity awards. To align the interests of Senior
Management with those of our stockholders, much of the value of the long-term equity incentives is

‘tied to share price appreciation. While the mix of salary, cash bonus, and equity incentives given to
Senior Management can vary from year-to-year (depending on individual performance and on our
results), the Compensation Committee believes that a significant component of potential
compensation in any one year should be long-term equity incentives.

The three primary constituents of Senior Management compensation are:

Salary. The Compensation Committee reviews survey data and, when available, information
and analysis provided by a consultant such as Longnecker & Associates to ensure that our salary
program is competitive. We believe that a competitive salary program is an important factor in our
ability to attract and retain Senior Management, and we generally target a median range for our
base salaries relative to the survey data. Benchmarking is also important, and we do consider the
compensation offered by our peer companies in establishing a target level of base salary. The
Compensation Committee reviews the salaries of all members of Senior Management at least
annually. Salaries may be adjusted for performance, which may include individual, business unit
and/or company-wide performance, experience, and competitive conditions. In considering salary
adjustments, the Compensation Committee will give weight to the foregoing factors with particular
emphasis on corporate performance goals, our CEO’s analysis of the individual's performance and
our CEQ's specific compensation recommendations. However, the Compensation Committee does
not rely on formulas and considers all factors when evaluating salary adjustments.

In 2007, the Compensation Committee did approve salary increases for certain of our
NEOs. In considering increases in these base salaries, the Compensation Committee considered
the factors above, which were heavily influenced by our exceptionally strong performance in fiscal
|
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year 2006. Mr. Hertel's base salary was increased on January 6, 2007, but was reduced to
$250,000 on.October 27, 2007, at his request, in support of certain cost cutting initiatives advocated
by Mr. Hertel in response-to earnings shortfalls, relative to market expectations. There is no
arrangement to reinstate Mr. Hertel's previous salary, and any future change will be made by the
Compensation Committee based on the factors discussed above. Mr: Symens’ base salary was
increased on July 7, 2007, and Mr. Brightman's base salary was increased on October 27, 2007.
Messrs. Abell and Hanna did not receive base salary adjustments in 2007

Drscret:onary Performance-Based Cash Incent:ve (Bonus). Our performance -based
cash bonus program provides each member of Senior Management the opportunity to earn a cash
bonus based upon actual performance versus objective performance criteria, including consolidated
or divisional pre-tax profits, other financial metrics and safety statistics and subjective individual
criteria. In addition, the performance criteria applicable to members of Senior Management with
operational responsibilities'will include performance criteria for their respective divisions and/or
units, as well as safety criteria. These are not applicable to our NEOs other than Mr. Symens as
described betow. The performance-based cash bonus program is intended to provide incentive
compensation relating to short-term (annual) performance. Our performance-based cash bonus
program is benchmarked against our survey peer group. Although we do establish specific
performance objectives, the amount of the cash incentive bonus uitimately received by a member of
our Senior Management is subject to the discretion of the Compensation Committee. If our
performance meets, but does not exceed, our targeted performance and the subjective criteria are
satisfied, a cash incentive bonus may be paid at the target level. |f our performance significantly
- exceeds targeted performance objectlves then the cash mcentlve bonus may exceed the
target level. ‘ - '

The target percentages below represent the NEOs annual cash incentive bonus
opportunities if our annual performance objectives and subjective criteria are achieved. Although
specific incentive bonus targets for each member of Senior Management are set at the beginning of
the year, the amount of bonus ultimately payable is discretionary and is heavily influenced by the
. recommendations of our CEO and the evaluation of the Compensation Committee. For significant
achievement, the specific target award opportunity, including those set forth in the table below, may
be exceeded. While structurally allowed under our plan, no current NEO, with the exception of Mr.
Hanna, has received a cash bonus that has exceeded his annual salary during the last ten years.

For the year ended December 31, 2007, Mr. Hanna’s cash incentive (bonus) was based on
the revenues generated by our subsidiary, Maritech Resources, Inc. ("Maritech”). This
compensatlon was set out in a letter agreement, dated March 20, 2002 (see “Employment
Agreements,” below). Mr Hanna's cash incentive exceeded his salary in the year ended December
31, 2007.

" The following table sets forth the target award opportunities established as a percentage of
base salary for the CEQ and other NEQOs under the 2007 annual cash incentive plan:

Minimum Target Maximum
Geoffrey M. Hertel ‘ 0 " 50% discretionary
. Joseph M. Abell HI : . 0 S . 32% - discretionary
Stuart M. Brightrnan 0 ‘ 50% discretionary
Gary C. Hanna"" ‘ " - . -
Raymond D. Symens . . -0 32% . discretionary

“ Mr. Hanna's bonus was based on Mantech revenue, and was capped at $65 000 per quarter pursuant 1o his compensation agreement
further discussed below.



Target cash incentive compensation may be earned by Messrs. Hertel, Abell, and Brightman
based on the Company achieving budgeted results and on the achievement of subjective criteria
established for each such NEO. If we reach budgeted per share results in a given year and the

' subjective criteria are satisfied, the target percentage may be paid. The Compensation Committee
may increase or decrease the amount payable to any NEO if we exceed, or fail to attain, budgeted
corporate per share profitability. Budgeted profitability may be adjusted for acquisitions occurring
during the year. The Compensation Committee has the authority to deviate from the set
percentages in order to recognize and reward exceptional individual performance. Even if the
objective performance criteria are met, the maximum amount that may be paid is discretionary.

. However, to date, Messrs. Hertel, Abell, and Brightman have not recsived an annual cash incentive
(bonus) that has exceeded their respective annual salaries. Neither Mr. Hertel, Mr. Abell, nor Mr.

- Brightman will receive a cash incentive bonus based on our performance in the 2007 fiscal year.

Mr. Symens’ target cash incentive compensation (bonus) for ihe year ended December 31,
2007 was based on our Fluids Division achieving budgeted pretax profits. Mr. Symens will not
receive a cash incentive bonus based on our performance in the 2007 fiscal year. Mr. Symens’
cash incentive bonus goal for 2008 is based upon the achievement of certain completion time and
“budget goals related to our Arkansas plant construction project.

For the year ended December 31, 2007, Mr. Hanna’s cash incentive compensation (bonus)
~was based on Maritech’s revenues, less adjustments. Under the terms of his letter agreement
(discussed below), Mr. Hanna’s incentive compensation payment for the first quarter of 2008 was
'prorated for the period of his employment with TETRA during 2008, and he received no additional
compensation following the effective date of his resignation.

Equity Incentives. Equity incentives, predominately long-term, comprise a large portion of
our Senior Managements' total direct compensation package. These equity incentives are
consistent with our at-risk pay philosophy. Our objective is to provide Senior Management with
-equity incentive award opportunities that (i) are consistent with the inclustry based survey data, (ii)
are based on individual performance, and (iii) reflect our historic performance. The Compensation
‘Committee generally seeks to target the median range of survey data for equity incentive
compensation. Historically, most equity incentives have been awarded on the same date to all of
Senior Management, and we have timed our equity-based grants such that they are not made in
proximity to our release of material non-public information. In an effort to formalize this practice, the
Compensation Committee has adopted Procedures for Grants of Awards under the TETRA
Technologies, Inc. Equity Compensation Plans (the “Grant Procedures”) for annual and other
awards to be made under the plans. With respect to annual awards to employees, under the Grant
Procedures, the Compensation Committee determines the number of shares available for awards
after consultation with our CEQ. Our CEO then makes a recommendation to the Compensation
Committee as to the number and type of awards for members of Senior Management. The
Compensation Committee considers such recommendations and, after considering such factors
and information as it deems appropriate, the committee makes any adjustments it feels appropriate
and approves the individual awards at a meeting of the Compensation Committee held in
conjunction with our annual meeting of stockholders. To avoid timing of equity-based awards ahead
of the release of our quarterly earnings and other material non-public information, the annual
awards to our Senior Management under the Grant Procedures have a grant date of May 20™. With
respect to newly hired employees, the Grant Procedures provide that the awards will be made on a
monthly basis. The Grant Procedures provide that the Compensation Committee may refrain from
or delay regularly scheduled awards if it or Senior Management is aware of any material non-public
information.
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The Compensation Committee seeks to strike a balance between achieving strong short-

- term annual results and ensuring strong long-term success. The equity incentive portion of the

compensation package primarily addresses our longer-term success. Two forms of equity
compensation are currently utilized, although additional forms of equity compensation are
authorized under our equity plans. The two currently utilized forms of equity are: stock options and
restricted stock. Both of these forms of equity incentives are geared toward longer-term
performance, as both generally, although not always, require a period-of vesting, and are materially
affected by share price appreciation. As our stockholder value increases, so too does the value of
the equity incentive compensation increase to our Senior Management: We believe that tying a
portion of our Senior-Management's compensation.directly to our stockholders’ returns is an
important aspect of our total compensation plan. Historically, the vast preponderance of our equity
incentives have been‘in the form of stock options. During 2007, equity incentives were awarded to
member's of Senior Management and other employees in the form of grants of restricted stock. The
Compensation Committee believes that over the long-term, the percentage of stock options
awarded to Senior Management should dectlne versus other forms of incentive eqwty awards
avallable under our equity plans. ‘ .

Tax Implication of Executive Compensation : '

Section 162(m) of the Code places a limit of $1,000,000 on the amount of compensation
that may be deducted by the.Company in a year with respect to the CEO and other NEOs, unless
the compensation is performance-based compensation {as described in Section 162(m) and the
restated regulations), as well as pursuant to a pian approved by the our stockholders. We have
gualified certain compensation paid to Senior Management for deductibility under Section 162(m).
We may from time to time pay compensation to our Senior Management that may not be
deductible, including discretionary bonuses or other types of compensation outside of our plans.

Although the Compensation Committee has generally attempted to structure executive
compensation so as to preserve deductibility, it also believes that there are circumstances where
our interests are best served by maintaining flexibility in the way compensation is provided, even if it
‘might result in the non-deductibility of certain compensation under the Code.

Although equity awards may be deductible by us for tax purposes, the accounting rutes .
pursuant to APB 25 and FAS 123(R) require that a portion of the tax benefit in excess of the
financial compensation cost be recorded to paid-in capital. .

Retirement, Health, and Welfare Benefits

We offer a variety of health and welfare benefits to all eligible employees. Members of
Senior Management are generally eligible for the same benefit programs on the same basis as the
rest of our broad-based employees. Our health and welfare programs are intended to protect
employees against catastrophic loss.and to encourage a healthy lifestyle. These health and welfare
programs include med:cal wellness pharmacy, dental, life insurance, and accidental death and
disability. . . : .

401(k) Plan. We offer a 401(k) program that is intended to supplement a participant’'s
personal savings and social security. Under our 401(k) Retirement Plan (the “401(k) Plan”}, eligible
employees may contributé on a pretax-basis up to 70% of their-compensation, subject to an annual
maximum established under the Code. We make a matching contribution.under the 401(k) Plan
equal to 50% of the first 6% of a participant’s annual compensation that is contributed to the 401(k)
Plan. Members of Senior Management participate in the 401(k) Plan on the same basis as other
employees. As of December 31, 2007, approximately 95% of all eligible employees were
participating in the 401(k) Plan. All employees (other than nonresident aliens) who have reached
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the age of eighteen and have completed six months of service with us are eiigible to participate in

_ the 401(k} Plan. Other than the 401(k) Plan, we have no supplemental retirement programs.

Nongqualified Deferred Compensation Plan. We provide our Senior Management,

~ directors, and certain other key employees with the opportunity to participate in the Executive

Nonqualified Excess Plan, an unfunded, deferred compensation program. There were 26
participants in the program at December 31, 2007. Under the program, participants may defer a
specified portion of their annual total cash compensation, including salary and performance-based
cash incentive, subject to certain established minimums. The amounts deferred may increase or
decrease depending.on the participant’s deemed investment elections from among hypothetical

investment election options. Deferral contributions and earnings credited to such contributions are

100% vested and may be distributed in cash at a time selected by the participant and irrevocably
designated on the participant’s deferral form. In-service distributions may not be withdrawn until two
years following the participant’s initial enroltment. Notwithstanding the participant’s deferral election,
the participant will receive distribution of his deferral account if the participant becomes disabled or
upon the participant’s death.

‘Perquisites

We have a general policy under which we allow minimal perquisites (“perks”) and they are
generally de minimis. Perks are not a material component of compensation. On rare occasions, the
Chief Executive Officer or the Chief Operating Officer allow exceptions to this rule for NEOs,
excluding the CEQ. Any individual: perks exceeding $2,500 for the CEO must be authorized by the

‘Compensation Committee in advance. In general, NEOs do not receive allowances for the private
use of country clubs, automobile expenses, airline and travel costs other than those costs allowed

for all employees, tickets to sporting events and entertainment events, hunting and fishing camp

- -costs, home security, and meals. During 2007, the CEO did not receive an allowance for any. of

the above.
Severance Plan

We do not have a defined severance plan for any NEO. Any compensation for NEOs in the
form of severance would be a decision authorized by the Compensation Commlttee and approved
by the full Board of Directors. . .

r

Employment Agreements

We have previously entered into employment agréements with each of the Named
Executive Officers that are substantially identical to the form of agreement executed by ali of our
employees. Each agreement evidences the at-will nature of employment and does not set forth or
guarantee the term of employment, salary, or other incentives, all of which are entirely at the
discretion of the board. Although he was an employee-at-will similar to all our other executive
officers, Mr. Hanna was party to a letter agreement; dated March 20, 2002, with us, under which he
was entitled to a quarterly cash incentive payment, while employed, not to exceed $65,000, based

- on a percentage of the net oil and gas production revenues of our Maritech subsidiary, from sales of

its oil and gas during such quarter, net of applicable royalties, production taxes, and a base amount.
In addition, this agreement contained certain continuation of salary and bonus provisions that were
applicable in the event we sold a controlling interest in Maritech. Mr. Hanna was not entitled to any
payments under this agreement in the event of a change in control at the parent level of our
company or in certain other circumstances. Following his resignation effective March 1, 2008, Mr.
Hanna was not entitled to severance pay or continuing compensation. Mr. Hanna's incentive
compensation payment for the first quarter of 2008 was prorated for the period of his employment
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during 2008. As a result of- Mr Hanna' s resugnataon the 1etter agreement termmated on
March 1, 2008. . . : : .

Change in Control Agreements o '

Excluding the provisions of Mr. Hanna's terminated letter agreement pertaining to a change
in control of Maritech, we do not have any change in contral agreements with any NEO. Our
Amended and Restated 2006 Equity Incentive:Compensation Plan and Amended and Restated
2007 Equity Incentive Compensation Plan do, however, address change in control with respect to
awards under the plans, including stock options and restricted stock agreements. In relation to
options and restricted stock, the Compensation Committee, at its sole discretion may, in the-event
of a change in control, accelerate vesting and/or the time at which outstanding options may be:
exercised under the various option agreements. Upon a change in control, the Compensation
. Committee may also eliminate restrictions relating to restricted stock. Compensation deferred under
our Executive Nonqualified Excess Plan will become payable to plan partsmpants :f the pIan is
terminated within twelve months of a change in control.

Indemnification Agreements

Each of our directors.and officers and any person serving at our request as a director or
officer of another corporation, partnership, joint'venture, trust, or other enterprise is indemnified to
the fullest extent permitted by law in connection with any threatened, pending, or completed action,
suit, or proceeding.(including civil, criminal, administrative, or investigative proceedings) arising out
of or in connection with his services to us or to another corporation, partnership, joint venture, trust,
or other enterprise, at our request. We purchase and maintain insurance on behalf of any person
who is a director or officer of the aforementioned corporation, partnership, joint venture, trust, or
other enterprise, against any liability asserted-against him and incurred by him in any such capacuty,
or arising out of his status as an officer or director.

Potential Payments Upon Termination

There are no agreements with any NEO,; including the CEQ, that wouid require us to make
any termination payment. However, the Board of Directors, through the Compensation Committee,
has the right to make termination payments to any employee, at its sole discretion.

Stock Ownership Guidelines .

In-February 2008, our Board of Directors ‘adopted stock ownership guidelines for our
directors and executive officers. The stock ownership guidelines are intended to align the interests
of our directors and executive officers with the interests of our stockholders. Under these = ‘
guidelines, our executive officers must hold shares of our common stock equal to a multiple, based
upon position, of their base salary. The multiples are as follows: Chief Executive Officer, three-times
base saiary; Chief Financial Officer and. Chief Operating Officer, two-times base salary; and, Senior
Vice Presidents and Vice Presidents, one-time base salary. Existing executive officers have until
February 21, 2013, to be in compliance with the guidelines, and new executive officers will have five
years following attainment of executive officer status to be in compliance. :

Compensatlon of the Chlef Executlve Officer .
Mr. Hertel's compensatlon was determlned by the Compensation Committee in the manner
described elsewhere in this proxy. From January through late October 2007, Mr. Hertel's base

salary as our President and Chief Executive Officer was $500,000 annually. On November 2, 2007,
in support of certain cost cutting initiatives which we adopted, Mr. Hertel requested that the
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Compensation Committee decrease his annual salary by 50% to $250,000. The reduction was
effective beginning October 27, 2007. There is no arrangement between us and Mr. Hertel
obligating us to repay the foregone portion of the salary at any point in the future. Mr. Hertel's salary

'~ may be increased in the future only by action of the Compensation Committee, or by the Board of

Directors as a whole. Mr..Hertel did not receive a performance -based cash incentive (bonus) or an

' eqwty award in 2007

- MANAGEMENT AND COMPENSATION COMMITTEE REPORT

The Management and Compensation Committee met two times during the year ended
December 31, 2007. The Management and Compensation Committee has reviewed and discussed
the Compensation Discussion and Analysis with management. Based upon the review and

- discussions described above, the Management’and Compensation Committee has recommended

to the Board of Directors that the Compensation Discussion and Analysis be included in this proxy

: - statement to be delivered to stockholders.

Submitted by the Management and Compensation Committee
_ of the Board of Directors,

Kenneth E. White, Jr., Chairman

Hoyt Ammidon, Jr. .

Tom H. Delimitros

Kenneth P. Mitchell

This report of the Management and Compensation Committee shafl not be deemed
“soliciting material” or be “filed” with the SEC subject to Regulation 14A or 14C or to the liabilities of
Section 18 of the Exchange ‘Act, except to the extent that we specifically request that the

Jinformation be treated as soliciting material or specifically incorporate it by reference into a
‘document filed under the Securities Act or the Exchange Act. Further, this report will not be deemed

to be incorporated by reference into any filing under the Securities Act or the Exchange Act, except

to the extent that we specifically incorporate this information by reference. -
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COMPENSATION OF EXECUTIVE OFFICERS

Summary Compensatlon

The following table sets forth the compénsatioh eamed by (i-)_ourChief Executive Officer”

(“Principal Executive Officer"), (i) our Chief Financial Officer (“Principal Financial Officer”), and
(i) each of our three most highly compensated executive officers (each a “Named Executive

Officer”} for the fiscal year ended December 31, 2007.

Summary Compensation Table .

Sfock

[y

.~ Option _

Al Other.

Name and Principal .-r Salary'" B;)hus“’- ] Awards?  Awards® Com’pensatignf” Total

Position Year ($) ($) ' ($) . . (%) {$) ($)
Geoffrey M. Hertel 2007 $ 459,616 $ - $175795° "8 7 - % 12,254 "~ $ 647,665
President & CEO 2006 $ 450,000 $ 405,000 $ 114,165 & -8 11,178  $ 980,343
Joseph M. Abell ll 2007 § 250000 Y § - § 30356 $ 78031 $ 10476 $ 368,863
Sr. VP & CFO 2006 $ 242,385  $ 120,000 © - § 55950 § 9,293  § 427,628
Stuart M. Brightman 2007 § 356,154 ©® § C.§ 45535 $ 131,587 3 11,706  $ 544,982
Exec. VP & COO 2006 $ 328846 7 § 2450000 @ $ - $ 230920 % 10,101 - § 814,867
Gary C. Hanna 2007 $ 189,996 $ 260,000 ® $ - $ 80321 § 7,713  $ 538,030
Sr. VP , 2006 $ 189,996 . $ 260000 § = -.$ 72669 $ 6929 $ 529594
Raymond D. Symens 2007 $ 311,542 s - - ‘$116,575 § 15085 % 11,252 - $ 454,434
Sr. VP 2006 § .280,9620 $ 175000 - $ 40,044 $- 15085 - §

M Includes amounts earned but deferred pursuant to the Executwe Nonquahf ied Excess Plan.
@ The amounts included in the “Stock Awards” and "Option Awards” columns reflect the dofldr amount recognized for financial slatement

9,471

$ 520,542

- reporting purposes for the fiscal years ended December 31, '2006 and 2007, in accordance with FAS 123(R). A discussion of the
assumptions used in valuation of stock and option awards may be found in “Note L — Equity-Based Compensation” in the Notes to
Consclidated Financial Statements of our Annual Report on Form 10-K for the year gnded December 31, 2007, as filed with the SEC

on February 29, 2008.

® The amounts reflected represent empioyer matching contributions under our 401 (k) Retirement Plan and the Company paid portion of
life, health, and disability insurance benefits.

) Mr. Abell elected to defer $60,000 of his 2007 salary under the Executive Nonqualified Excess Plan,
5 Mr. Abeli elected to defer $30,160 of his 2006 bonus under the Executive Nonqualified Excess Plan.

® Mr. Brightman elected o defer $32,054 of his 2007 salary under the Executive Nonqualified Excess Plan.
7} Mr. Brightman elected to defer $29,596 of his 2006 salary under the Executive Nonqualified Excess Plan.
® Mr, Brightman elected to defer $122,500 of his 2006 bonus under the Executive Nonqualified Excess Plan.

® The amounts reflected represent incentive compensation payable to Mr. Hanna pursuant to his compensation arrangement disclosed
in “Employment Agreements,” above. Followung his resignation of employment, Mr. Hanna's compensation arrangement terminated on

March 1, 2008.
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Grants of Plan Based Awards

The following table discloses the actual number of stock options and restricted stock awards
granted during the fiscal year ended December.31, 2007 to each Named Executlve Officer,
including the grant date fair value of these awards.

Grants qf Plan Based Awards Table

All Other Stock All Other Option Exercise

. Dateof - Awards: Number Awards: Number Price

Compensation of Shares of . of Sacurities of Option
Committee  Restricted Stock® Underlying Options  Awards Grant Date
' Name  * Grant Date Action" (#) . #) ($/Share)  Fair Value®
Geoffrey M. Hertel . ) i } . C- . . - ‘ - % -
Joseph M. Abell 1) 5/20/2007 . 5/3/2007 10,000 . - $ 279,800
Stuart M. Brightman 5/20/2007 5/3/2007 15,000 - - v$‘ 419,700
Gary C. Hanna . . - - -8 -
" Raymond D. Symens 5/20/2007 5/3/2007 8,050 - ' - % 253,219

"M Under our Grant Procedures, we provide with respect to our annual equity awards that the efective grant date will follow our regular
earnings release for the second quarter. We may also designate effective grant dates following the date of our Compensation
Committee action in the event such committee action takes place shortly before an earnings announcement or the release of material
non-public information.

@ Amount represents shares of restrtcted stock granted under the Amended and Restated 2008 Equity Incentive Compensation Plan.

% The FAS 123(R) value of awards granted on May 20, 2007 was $27.98 per restricted share. A discussion of the assumptions used in
valuation of stock and option awards may be found in “Note L — Equity-Based Compensation” in the Notes to Consolidated Financiat
Statements of our Annual Report on Form.10-K for the year ended December 31, 2007, as fi'ed with the SEC on February 29, 2008.

Option Exercises and Stock Vested

The following table sets forth certain information regarding options and stock awards
exercised and vested, respectively, by each of our Named Executive Officers during the fiscal year
‘ended December 31, 2007,

]

Option Exercises and Stock Vested Table

Option Awards Stock Awards
Number of Shares Value Number of Shares Value

. Acquired on Realized on Acquired on Realized on

Name Exercise (#) Exercise {$) Vesting (#) Vesting ($)
Geoffrey M. Hertel 506,256 § 7,053,743 9990 $ 164,971
Joseph M. Abell Ill 0§ T 0 3 -
Stuart M. Brightman . S ¢ R T ’ 0 $ - -
.Gary.C. Hanna 82,056 $ 1,944,342 0 % -
$ 2,822,046 5314 $ 68,961

Raymoend D. Symens 214,024
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Outstanding Equity Awards at Fiscal Year End

The following table shows outstanding stock option awards classified as exercisable and
unexercisable as of December 31, 2007 for each Named Executive. Officer. The table also discloses
the number and value of unvested restricted stock-awards as of December 31, 2007, assuming a

market value of $15.57 per share (the closing price of the Company’s common stock on

December 31, 2007).

¢

Outsténding Equity Awards at Fiscal Year End Table

Option Awards Stock Awards

Number of Securities - Number of Market Value

Underlying Unexercised - Shares of of Shares of

Options (#) Option, - Option . Stock Stock that

’ ' Exercise Expiration that Have Have Not

Name Exercisable Unexercisable Price' (§) Date Not Vested Vested? ($)
Geoffrey M. Hertel 27,804 0 $ 55556 8/15/2008
Geoffrey M. Hertel 4,160 : 0 $ 1.6945 1/18/2010
Geoffrey M. Hertel 240,000 0 % 92067 12/28/2011

Geoffrey M. Hertel _ 9990 ¥ § 155544
Joseph M. Abell I 56,534 0 $ 5.5556 8/15/2008
Joseph M. Abell Il 54,664 ' 0 $ 4.6689 4/19/2011
Joseph M. Abell IIl 75,000 X 0 $ 9.2067  12/28/2011
Joseph M. Abell Ill 130,602 1,504 § 43400  2/21/2013
Joseph M. Abell il 11,094 23946 ® $ 29,9950 5/8/2016

Joseph M. Abell §l) ‘ ' ' . 10,000 ® § . 155700
Stuart M. Brightman 240,000 0 $ 90767  4/20/2015
Stuart M. Brightman 17,732 38,268 ® § 209950 5/8/2016

Stuart M. Brightman 15000 ® § 233,550

Gary C. Hanna 5,998 1,504 ) § 43400  2/21/2013 '
Gary C. Hanna 11,094 23,946 © § 209950 5/8/2016
Raymond D. Symens 5,250 1,504 ¥ § 43400  2/21/2013 _
Raymond D. Symens . * : _ 8,176 " '§ 127,300
Raymond D. Symens 7240 @ 3 112727

M A discussion of the assumptions used in valuation of stock and option awards may be found in “Note L — Equity-Based Compensation”
in the Notes to Consolidated Financial Statements of our Annual Report on Form 10-K for the year ended December 31, 2007, as filed

with the SEC on February 29, 2008.

@ Market Value is determined by multiplying the number of shares of stock that have not vested by $15.57, the closing price of the

Company’'s Common Stock on December 31, 2007.

& The restricted stock award vested 33.33% on May 8, 2007, vests an additional 16.66% once every six months thereafter and will

become fully vested on May 8, 2009. .

) The stock option award vested 20% on February 21, 2004, vested an additional 1.6667% of the award each month thereafter, and

became fully vested on February 21, 2008. b

®) The stock option award vested 20% on May 8, 2007, vests an additional 1.6667% of the award each month thereafter, and will

become fully vested on May 8, 2011.

18 “rhe restricted stock award will vest 20% on May 20, 2008, will vest an additional 10% once every six months thereafter, and will

hecome fully vested on May 20, 2012.

™ The restricted stock award vested 20% on May 8, 2007, vests an additional 10% once every six months thereafter, and will become

fully vested on May 8, 2011,

® The restricted stock award vested 20% on November 20, 2007, vests an additional 20% once every six months thereafter, and will

become fully vested on November 20, 2009.
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Nonqualified Deferred Compensation

The following table discloses contributions, earnings, and balances for each of the Named
Executive Officers under the TETRA Technologres Inc. Executive Nonqualified Excess Plan, as of
December 31, 2007. : -

Nonqualmed Deferred Compensatlon 'l able

Executive Registrant Aggregate Aggregate.
Contributions  Contributions Earnings in Aggregate Balance at
in Last Fiscal in Last Fiscal -  Last Fiscal Withdrawals/ Last Fiscal
Name Year ($) Year ($). . Year ($) Distributions (§) _ Year End ($)
Geoffrey M. Hertel . - - - 3 - -
" Joseph M. Abel! Il 60,000 - (7.990) .§ .- 84,673
18,802 $ - 222,075

- % .
- $ ‘ -

]
$

Stuart M. Brightman $ 154,554
Gary C. Hanna $
$

+ Raymond D. Symens

© h B 8
- , .
o A A B
& & A A h

The Executive Nonqualified Excess Plan is an unfunded deferred compensation plan
pursuant to which-the Named Executive Officers and non-employee directors may elect to
participate. The Named Executive Officers may elect to defer up to 100% of their base salary and
performance-based cash incentive compensation. Deferral elections as to annual base salary are
due by mid-December, and are effective as of January 1 of the succeeding year. Deferral elections
for cash incentive compensation may be made in the December enroliment period, or in a mid-year
enrollment period. Deferrals are held for each partlmpant in'separate individual accounts in a rabbi
trust. Deferred amounts are credited with earnings or losses depending upon the participant's
deemed investment elections from among hypothetical investment elections which are made
available. All hypothetical investments are our unfunded obligations. Deferral contributions made by
the participant and earnings credited to such contributions are 100% vested. A deferral period and
. payment date must be irrevocably specified at election for each deferral. In-service distributions
may not be withdrawn until two years following the participant's initial enrollment. Notwithstanding
the participant's deferral election, the participant will receive distribution of his deferral account upon
termination of employment or service, as applicable, or upon disability or death. Hardship
withdrawals are permitted for unforeseeable emergencies. In the event the Executive Nonqualified
Excess Plan is terminated within twelve months of a change in control, the deferred amounts will
‘ become payable to each parhcupant
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DIRECTOR COMPENSATION SR . . : ‘ '

All directors who are not.our employees or employees of any of our subsidiaries or affiliates

(the “Outside Directors”), other than Dr.- Cunningham, currently receive compensation of $2,500 per
month plus $1,500 for each board meeting attended, and they are reimbursed for out-of-pocket
expenses incurred in attending meetings of the board. In addition, QOutside Directors traveling from
out of state to board or committee meetings receive -a $750 travel stipend. Outside Directors, other
than Dr. Cunningham, who are members of the Audit Committee, the Management and
Compensation Committee, the Nominating and Corporate Governance Committee, or the Reserves
Committee are also paid $1,500 for each meeting-of those committees.attended. In addition to the
$1,500 for each meeting attended, the'chairmen’of the Management and Compensation

.Committee, Nominating and Corporate Governance.Cothmittee, and Reserves Committee are paid
$1,875 per calendar quarter, and the chairman of the Audit Committee is paid $3,500 per calendar
quarter. Dr. Cunningham receives $8,333 per month for serving as our Chairman of the Board of
Directors, and he receives no additional compensation for attendlng meetings of the committees or
the board. c

Commencing in January of 2008, each Outside Director, including Dr. Cunningham,
receives an additional $8,333.00 per month in cash, in lieu of a portion of the annual award of .
equity received in prior years. Each Outside Director, including Dr. Cunningham, is eligible to
receive equity awards under the Company’s Amended and Restated 2006 Equity Incentive
Compensation. Plan and Amended and Restated 2007 ‘Equity-Incentive Compensation Plan. No
Outside Director has received an equlty award in 2008 as suffi cient equity is not available under
those plans. The Board of Directors has approved certain amendments to the Amended and
. Restated 2007 Equity Incentive Compensahon Plan, which are described in this proxy. If those
amendments are approved at the Annual Meeting, the compensation arrangements approved by
the board will include awards of grants of $1 00, 000 in value of restricted stock to each Outside .
Director.. These awards will be made in conjunctlon with broad-based awards contemplated to be
made to ellglble employees of the Company in May 2008, in, accordance with.the procedures of the
Management and Compensahon Committee, of the board. If these awards to the Out3|de Directors
are made, the monthly cash payments of $8 333 pald to-each Out5|de Dlrector |n lieu of equity
awards will cease to be paid. . N TV ‘ . ‘

Under the Executwe Nonquahf ed Excess Plan, each dlrector may elect to defer the receipt
of up to 100%, of the cash compensatlon paid to. such dlrector by making an, irrevocable deferral
election. Deferred amounts are credited with éarnings or Iosses dependmg on the participant's '
deemed investment elections from among hypothetical investment electaons which are made
available. All hypothetical investments are our unfunded obligations. Deéferral contributions made by
the participant and earnings credited to such contributions are 100% vested. Dr. Mclnnes, as a
former employee, maintains a participant balance in our 401(k) Plan. This balance accrues interest
based on Dr. Mcinnes' enroliment elections. We do not contribute matching funds to Dr. Mcinnes’
401(k) account.

The following table discloses the cash, equity awards, and other compensation earned,

paid, or awarded, as the case may be, to each of our Qutside Directors during the fiscal year ended
December 31, 3007.
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v : ! Director Compensation Table

Fees Earned or Option All Other
‘Name Paid in Cash ($) Awards"® (8) Compensation ($) Total ($)
Hoyt Ammidon, Jr. $ 44,125 $ 102,450 $ -8 146,575
Paul D. Coombs $ 76,215 Y " ¢ - $ - 8 76,215
_ Ralph S. Cunningham $ 75,000 $ 102,450 $ -8 177,450
" Torn H. Delimitros $ 43000  § 102,450  § -8 145,450
* ~Allen T. Mcinnes $ 40,250 $ 102,450 $ -3 142,700
Kenneth P. Mitchell =~ * § 43000  $ 102,450  § N 145,450
William D. Sullivan $ 13,938 $ 37,069 ¥ § - % 51,006
Kenneth E. White, Jr. 3 42875 $ 102450  § . 145,325

" On January 8, 2007, each Quiside Diractor, with the exception of Messrs. Coombs and Sullivan, was awarded 15,000 stock options at
an exercise price of $22.62 per share and a FAS 123(R) value of $6.83 per share. One-twe.fth of such optiens vested on the date of
grant, an additional one-twelfth of the award vested each month thereafter, and the award hecame fully vested on December 8, 2007.
A discussion of the assumptions used in valuation of stock and option awards may be found in “Note L — Equity-Based Compensation”
in the Notes to Consolidated Financial Statements of our Annual Report on Form 10-K for the year ended December 31, 2007, as filed
with the SEC on February 29, 2008.

@ The following table shows the aggregate number of options outstanding for each Outside Director as of December 31, 2007:
Aggregate Option Awards ’

Name QOutstanding as of 12/31/2007
Hoyt Ammiden, Jr. 75,000
Paul D. Coombs 488,392
Ralph S. Cunningham 39,000
, Tom H. Delimitros 57,000
' Allen T. Mcinnes 111,000
Kenneth P. Mitchell 75,000
Williarm D. Suliivan 5,625
Kenneth E. White, Jr. 75,000

i ® During 2007, Mr. Coombs served as our Executive Vice President of Strategic Initiatives until his retirement in June, 2007. During such
time, Mr. Coombs was not separately compensated for his services as a director, but did receive $55,385 in employee compensation
which is not reflected in this table. Mr. Coombs’ $76,215 in fees earned as a director includes a monthly cash payment of $8,537.50 in
lieu of a prorated portion of the annual equity award granted to our Qutside Directors on January 8, 2007.

' On August 18, 2007, In connection with his initial appointment to the Board of Directors, Mr. Sullivan was granted 5,625 stock oplions
at an exercise price of $18.50 per share and a FAS 123(R) value of $6.59 per share. 20% of such options vested an the date of grant,

| an additional 20% of the award vested each month thereafter, and the award became fully vested on December 16, 2007.
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BENEFICIAL STOCK OWNERSHIP.OF CERTAIN. STOCKHOLDERS AND MANAGEMENT

The following table sets forth certain information as of March 11, 2008 with respect to the
beneficial ownership of our common stock with respect to (i) each-person we know who beneficially
" owns five percent (5%) or more of our common stock; (i) our directors and nomlnees for director;
(iii) our Named Executive Officers; and (iv) our directors and executive officers as a group -,

Name and Business Address Amount and Nature of ~ Percentage

of Beneficial Owner Beneficial Ownership p of Class
T. Rowe Price Associates, Inc. ‘ | 10,798,724 . 145%

100 East Pratt Street . -
Baltimore, Maryland 21297-1218 .

Columbia Wanger Asset Management, L.P. - 8753500 ¥ . 11.8%
227 West Monroe Street, Suite 3000 X . , B '
Chicago, Ilinois 60606 ' T

The Bank of New York Melloh Corporation S : 3,862,751 @ 5.0%
One Wall Street, 31st Floor . . . L | '
New York, New York 10286

Hoyt Ammidon, Jr. . - - 75000 ¥ - "

Paul D. Coombs 823,755 © ° 1.1%

Ralph S. Cunningham 39,000 ® :

Tom H. Delimitros L 57,000 ™ ' *

Geoffrey M. Hertel 562,109 @ . *

Allen T. Mcinnes ' 154,308 & .

Kenneth P. Mitchell ' 104,174 "9 -

William D. Sulfivan 14,625 (" .

Kenneth E. White, Jr. .. o , 90000 " .

Joseph M. Abell IIl , - 339,636 (¥ .

Stuart M. Brightman ' o . 323,400 " ' *

Gary C. Hanna . . 49,865 . *

Raymond D. Symens 3 o 49,840 1'% *

Directors and executive officers as a group (19 persons) 3,305,214 U7 4.4%

* Less than 1%

" pyrsuant {o a Schedule 13G/A dated February 14, 2008, T. Rowe Price Associates, Inc. has sole dispositive power with respect to
10,798,724 shares of our common stock and sole voting power with respect to 2,511,300 of such shares and T. Rowe Price Small-
Cap Value Fund, inc. has sole voting power with respect to 4,000,000 shares of our common stock. These shares are owned by
various individual and insfitutional investors, including the T. Rowe Price Small-Cap Value Fund, Inc., as indicated, as to which T.
Rowe Price Associates, Inc. serves as investment advisor with power to direct investments or sole power to vote such shares. For
purposes of the reporting requirements of the Securities Exchange Act of 1834, T. Rowe Price Associates, Inc., is deemed to be the
beneficial owner of such shares; however, T. Rowe Price Associates, Inc. expressly disclaims that it is, in fact, the beneficial owner
of such shares.

2 pyrsuant to a Schedule 13G/A dated January 29, 2008, Columbia Wanger Assel Management, L.P., has sole dispositive power with
respect to 8,753,500 shares of our common stock and sole volting power with respect to 8,683,500 of such shares and shared voting
power with respect to 70,000 of such shares. The shares reported include shares held by Columbia Acorn Trust, a business trust
holding 10.5% of our outstanding shares that is advised by Columbia Wanger Asset Management, L.P,

@ pursuant to a Schedule 13G/A dated February 14, 2008, The Bank of New York Mellon Corporation has sole dispositive power with
respect to 3,763,951 shares of our common stock, shared dispositive power with respect to 81,900 of such shares, sole voting
power with respect to 3,722,173 of such shares, and shared voting power with respect to 80,950 of such shares.

' Includes 75,000 shares subject to options exercisable within 60 days of the record date.
1 Includes 488,392 shares subject to options exercisable within 60 days of the record date.
®  ncludes 39,000 shares subject to options exercisable within 60 days of the record date.
™ Includes 48,000 shares subject to options exercisable within 60 days of the record date.
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®  Includes 275,294 shares subject lo options exercisable within 60 days of the record date
® Includes 111,000 shares subject to options exercisable within 60 days of the record date. '
" U9 ncludes 75,000 shares subject to options exercisable within 60 days of the record date.
% Includes 5,625 shares subject to options exercisable within 60 days of the record date.
9. Includes 75,000 shares subject to options exercisable within 60 days of the record date.
Includes 232,320 shares subject to options exercisable within 60 days, of the record date.
includes 262,400 shares subject to options exercnsable within 60 days of the record date.
Includes 19,764 shares subject {o options exercisable within 60 days of the record date.
% Includes 7,922 shares subject to options exercisable within 60 days of the record date. <
Includes 2,154,291 shares subject to options exercisable within 60 days of the record date.

, 3
(14)
18

0N

SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANGE

Section 16(a) of the Exchange Act requires our diréctors, executive officers, and persons
who own more than 10% of our ' common stock to file initial reports of ownership and reports.of
changes in ownership of common stock (Forms 3, 4, and 5) with the SEC arnd the NYSE. Executive
officers, directors, and greater than 10% stockholders are required by SEC regulatlons to furnish us

i with copies of all such forms they file. :

To our knowledge, and based solely on dur review of the copies of such reports, we have

- received written representations by certain reporting persons that no reports on Form 5 were
required, and we believe that during the fiscal year ended December 31, 2007, all Section 16(a)
filing requirements applicable to our executive officers, directors, and 10% stockholders were

* complied with in a timely manner except that Dr, Cunningham filed a late Form 4 on April 10, 2007,
with regard to a sale of 8,000 shares of stock on April 4, 2007, and Mr. Sullivan filed a late Form 4
_on September 4, 2007 with regard to his August, 16 2007 acquisition of a nonqualrt’ ied stock option
to purchase up'to 5,625 shares of common.stock.

 PROPOSALS OF STOCKHOLDERS

We must receive a stockholder proposal intended to be consndered for inclusion in our proxy
‘materials relating to our 2009 Annual Meeting of Stockholders at our principal executive offices no
later than November 12, 2008. To be considered for inclusion in our proxy statement, such proposal
must also comply with the other requirements of Rule 14a-8 of the Exchange Act as well as the

' procedures set forth in our bylaws, which are separate and distinct from, and in addition to, SEC
requirements.

For proposals not intended to be submitted in next year's proxy statement, but sought to be
presented at our 2009 Annual Meeting of Stockholders, cur bylaws provide that stockholder
proposals, including director nominations, must be received at our principal executive offices no
later than eighty (80) days prior to the date of our annual meeting, provided, that if the date of the
annual meeting was not publicly announced more than ninety (0) days prior to the date of the
:annual meeting, the notice by the stockholder will be timely if delivered to our principal executive
offices no later than the close of business on the tenth (10") day following the day on which such
notice of the date of the meeting was communicated to the stockholders. In addition, proxies to be
solicited by the board for the 2009 Annual Meeting of Stockholders will confer discretionary
authority to vote on any stockholder proposal presented at that meeting, unless we receive notice of
such proposal not later than February 9, 2009. A copy of our bylaws may be obtained upon written
request to our Corporate Secretary at our principal executive offices, 25025 Interstate 45 North,
Suite 600, The Woodlands, Texas 77380.
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HOUSEHOLDING OF ANNUAL MEETING MATERIALS -

SEC rules regardlng the delivery of proxy statements and annual reports permlt us, in
specified circumstances, to deliver a single set of these reports to any address at which two or more
stockholders reside. This method of delivery, often referred to as “householding,” will reduce the
amount of duplicative information that security holders receive and lower printing and mailing costs
for us. Each stockholder will continue to receive a separate proxy card.

We have delivered only one proxy. statement and annual report to eligible stockholders who
share an address, unless we received contrary instructions from any such stockholder prior to the
mailing date. If a stockholder prefers to receive separate copies of our proxy statement or annual
report, either now or,in the future, we will promptly deliver, upon written or oral request, a separate
copy of the proxy statement or annual report, as requested, to that stockholder at the shared

.address to which a single copy was delivered. Such requests should be communicated to our
transfer agent, Computershare.Investor Services, either by sending a request in writing to 350-
Indiana Street, Suite 800, Golden, Colorado 80401, or by calling (303) 262-0600.

If you are currently a stockholder sharing an address with another stockholder and wish to
have only one proxy statement and annual report delfivered to the household in the future, please
contact Computershare at the address or telephone number indicated above. .

ADDITIONAL FINANCIAL INFORMATION

Stockholders may obtain additional financial information about us for the year ended
December 31, 2007 from our Annual Report on Form 10-K filed with the SEC. A copy of the Annual
Report on Form 10-K may be obtained without charge either by sending a request in writing to
TETRA Technologies, Inc., Attn: Stockholder Relations, 25025.interstate 45 North, Suite 600, The
Woodlands, Texas 77380, or by calllng (281) 367-1983.

OTH ER MATTE RS

4

The Board of Directors has no knowledge at this time of any matters to be brought before
the annual meeting other than those referred to in this document. However, if any other matters
properly come before the annual meeting, it is the intention of the persons named in the
accompanying proxy to vote said proxy in accordance with their best judgment on such matters.

i

A certified copy of the list of stockholders as of the record date of March 11, 2008 will be
‘availab!e for stockholder inspection at our office ten days prior to the meeting date of May 9, 2008.

By-order.of the Board of Directors,

. - " Bass C. Wallace, Jr.
' o ' Corporate Secretary

March 25, 2008
The Woodlands, Texas
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" TETRA TECHNOLOGIES, INC. - .
.. AMENDED AND RESTATED :
2007 EQUITY INCENTIVE COMPENSATION PLAN

ARTICLE1 .
INTRODUCTION

1.1 Purpose. This TETRA Technologies, Inc. Amended and Restated 2007 Equity
Incentive Compensation Plan (the Plan) amends and restates the TETRA Technologies, Inc.
2007 Equity Incentive Compensation Plan,_as previously amended (the Prior Plan) and is
intended to promote the interests of TETRA Technologies, Inc., a Delaware corporation, (the
Company) and its stockholders by encouraging Employees, Consultants and Non-Employee
Directors of the Company or its Affiliates (as defined below) to acquire or increase their equity
interests in the Company, thereby giving them an added incentive to work toward the
continued growth and success of the Company. The Board of Directors of the Company (the
Board) also contemplates that through the Plan, the Company and its Affiliates will be better
able to compete for the services of the individuals needed for the continued growth and
success of the Company. The Plan provides for payment of various forms of incentive
compensation and accordingly is not intended to be a plan that is subject to the Employee
Retirement Income Security Act of 1974, as amended, and shall be administered accordingly.

1.2 Definitions. As used in the Plan, the following terms.shall have the meanings set
forth below:

Affiliate means (i) any entity in which the Company, directly or indirectly, owns 10%
or more of the combined voting power, as determined by the Committee, (ii) any “parent
corporation” of the Company (as defined in Section 424(e) of the Code), (iii) any
“subsidiary corporation” of any such parent corporation (as defined in Section 424(f) of the
Code) of the Company and (iv) any trades or businesses, whether or not incorporated
which are members of a controlied group or are under common control (as defined in
Sections 414(b) or (c) of the Code) with the Company; provided, that, for the purpose of
issuing Options or Stock Appreciation Rights, “Affiliate” means any corporation or other
entity in a chain of corporations and/or other entities in which the Company has a
“controlling interest” within the meaning of Treas. Reg. § 1.414(c)-2(b)(2)(i), but using the
threshold of 50% ownership wherever 80% appears.

Awards means, collectively, Options, Bonus Stock, Stock Appreciation Rights,
Restricted Stock or Performance Awards.

Board means the board of directors described in Section 1.1 of the Plan.
Bonus Stock means Common Stock described in Article 1V of the Plan.

Change in Control shall be deemed to have occurred upon any of the following
events:

(i) any “person” (as defined in Section 3(a}(9) of the Exchange Act, and as modified
in Section 13(d) and 14(d) of the Exchange Act) other than (A) the Company or any of its
subsidiaries, (B) any employee benefit plan of the Company or any of its subsidiaries, (C)
or any Affiliate, (D) a company owned, directly or indirectly, by stockholders of the
Company in substantially the same proportions as their ownership of the Company, or (E)
an underwriter temporarily holding securities pursuant to an offering of such securities ( a
Person), becomes the “beneficial owner” (as defined in Rule 13d-3 of the Exchange Act),




directly or indirectly, of securities of the Company representing more than 50% of the
shares of voting stock of the Company then outstanding;

(i) the consummation of any merger, organization, business combination or
consolidation of the Company-or one of its subsidiaries with or into any other company,
other than a merger, reorganization, business combination or consolidation which would
result in the holders of the voting securities of the Company outstanding immediately prior
thereto holding securities which represent immediately after such merger, reorganization,
business combination or consolidation more than 50% of the combined voting power of the
voting securities of the Company or the surviving company or the parent of such surviving
company;

(i) the consummation of ‘a sale or -disposition by the Company of all or

.substantially all of the Company’s assets, other than a sale or disposition if the holders of

the voting securities of the Company outstanding immediately prior thereto hold securities
immediately thereafter which represent more than 50% of the combined voting power of
the voting securities of the acquiror, or parent of the acquiror, of such assets;

(iv) the stockholders of the Company approve a plan of complete liquidation or
dissolution of the Company; or

(v) individuals who, as of the Effective Date, ‘constitute the Board (the Incumbent
Board) cease for any reason to constitute at least a majority of the Board; provided,
however, that any individual becoming a director subsequent to the Effective Date whose
election by the Board, was approved by a vote of at least a majority of the directors then
comprising the Incumbent Board shall be considered as though such individual were a
member of the Incumbent Board, but excluding,. for this purpose, any such individual

- whose initial assumgption of office occurs as a result of an election contest with respect to

the election or removal of directors or other solicitation of proxies or consents by or on
behalf of a person other than the Board.

Notwithstanding the foregoing, however, in any circumstance or transaction in
which ‘compensation resulting. from or in respect of an Award would be subject to the
income tax under Section 409A of the Code if the foregoing definition of “Change in
Control” were to apply, but would not be so subject if the term “Change in Control” were
defined herein to mean a “change in control event” within the meaning of Treas. Reg.
§ 1.409A-3(i)(5), then "Change in Control” shall mean a “change in control event” within
the meaning of Treas. Reg. § 1.409A-3(i)(5), but only to the extent necessary to prevent
such compensation from becoming subject to the income tax under Section 409A of the
Code.

Code means the Internal Revenue Code of 1986, as amended from time to time,
and the rules and reguiations thereunder.

Committee means the Management and Compensation Committee of the Board
which shall consist of not less than two members of the Board, each ¢f whom shall qualify

-as a "non-employee director” (as that term is defined in Rule 16b-3 of the General Rules

and Regulations under the Exchange Act) appointed by and serving at the pleasure of the
Board to.administer the Plan or, if none, the Board; provided however, that with respect to
any Award granted to a Covered Employee which is intended to be “performance-based
compensation” as described in Section 162(m)(4)(C) of the Code, the Committee shall
consist solely of two or more “outside directors” as described in Section 162(m)(4)}C)(i) of

. the Code.




Common_Stock means the common stock, $0.01 par- value per share of the
Company. . ' .

:Company means. the .corporation described in Section 1.1 of the Plan or any
. successor thereto which assumes and continues the Plan o

Consultant means any mdwndual, other than a Dlrector.'or' an Employee, who
-renders consulting or advisory.services to the Company or an Affiliate, provided such
services are not in connection with the offer or sale of securlttes in-a capital raising
transaction. : ‘ : :

Covered Employee means any of the Chief Executive Officer of the Company and
- the three highest paid officers of the Company other than the Chief Executive Officer or
. the Chief Financial Officer as described in Section 162(m)(3).of-the Code or any individual
Consultant, Director or other Employee, or class of Consultants, Directors, or Employees,
.who the Committee specifies in an Award shall be treated as a Covered Employee.

Disability means an inability to perform the Employee’s or Non-Employee Director's
material services for the Company for.a period of 90 consecutive days or a total of 180
days, during any 365-day period, in either case as a result of incapacity due to mental or
physical illness, which is determined to be total and permanent. A determination of
. Disability shall be made by a physician satisfactory to both the Participant (or his guardian)
. and the Company, provided that if. the Employee or Non-Employee Director (or his
guardian) and the Company do not agree on a physician, the Employee or Non-Employee
Director and the Company shall each select a physician and these two together shall
select a third physician, whose determination as to Disability shall be final, binding and
conclusive with respect to all parties. Notwithstanding the above, eligibility for disability
benefits under any policy for long-term disability benefits provided to the Participant by the
Company shall conclusively establish the Partucnpant s dlsablllty : . ‘

Effective Date means May 4, 2007, the date [that] on which the Prior Plan was

initially approved by stockholders of the Company. [Fhe] This Plan[--as-adopted-by-the
Board.] shall be effective [as—ef-—FebFuaFy—Q—L-%Q@B] %m&
M

Emgloye e means any employee of the Company oran Afflllate _
Emgloyment means any perlod in which a Part|0|pant is an Employee of the
Company or an Affiliate.

Exchange Act means the Securities Exchange Act of 1934, as amended.

Fair Market Value or FMV Per Share means, as of any given date the closing price
per share on the principal exchange or over-the-counter market on which such shares are
trading, if any, or as reported on any composite index which includes such principal
. ~exchange, or if.no trade of the:.Common Stock shall have been reported for such date, the
closing price quoted on such exchange or market for the immediately preceding date on
which such'shares were traded. The term “closing price”.on any given day shall mean (i) if
the shares of Common Stock are listed or admitted for trading on a national securities
exchange, the last reported sales price on such day, or (i) if the shares of Common Stock
are not listed or admitted for trading on a national securities' exchange, the-last.transaction
price on .such day'of the shares of Common Stock on the Nasdag Market, Inc.
(“NASDAQ"). If shares of the Common Stock are not listed or admitted to trading on any
exchange, over-the-counter market or any similar organization on any given day, the FMV
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Per Share shall be determined by the Committee in good faith using any fair and
. reasonable means selected in its discretion.

Incentive Option means any option that satisfies the requirements of Code Section
422 and is granted pursuant to Article (Il of the Plan.

Incumbent Board means the Board described in paragraph (v) of the definition of
Change in Control under Section 1.2 of the Plan.

Non-Employee Director means a person who is a member of the Board but who is
neither an Employee nor a Consultant of the Company or any Affiliate.

Nonqualified Optlon means an optron not intended to satisfy the requ:rements of
Code Section 422 and which is granted pursuant to Article 1l of the Plan.

Option means an . option to acquire Common Stock granted pursuant to the
provisions of the Plan, and refers to either an Incentive Stock Option or a Nonqualified
Stock Option, or both, as-applicable. -

) Option E;<piration Date means the"date determined by the Committee which shall
not be more than ten years after the date of grant of an Option.

Opttonee means a Participant who has received or will receive an Option. . -
-, + . Participant means any Non- Employee Dlrector Employee or Consultant granted
an Award under the Pian. .

- Performance Award means an Award granted pursuant to Article VIl of the Plan
which, if earned, will afford the Participant the right to receive shares of-Common Stock
it ; ; [ of : iod] . ! bination tt ¢

Plan means the plan descrlbed in Section 1.1 of the Plan and set forth in this
document, as amended from trme to time.

Restricted Period means the perlod establlshed by the Committee with respect to
an Award during which the Award either remains subject to forfeiture or is not exercisable
by the Participant. .

- Restricted Stock means one or more shares of Common Stock prlor to the lapse of
restrictions thereon, granted under Article VI of the Plan.

Retirement means termlnatlon of Empl_oyment of an Employee, or if determined by
the Committee termination of service of a Non-Employee Director, under circumstances as
shall constitute retirement as determined by the Committee.

~

Securities Act means the. Secuntles Act of 1933 as amended

Spread means the amount determlned pursuant to Section 5. 1(a) of the Plan.

. Stock Appreciation Right.means an Award granted pursuant to Article V of the
Pilan. - :




1.3  Shares Subject to the Plan. [Fhe]
Plan, the maximum number of shares of Common Stock that may be covered by Awards

granted under the Plan shall be [QG—GQQ—ShaFes] W

shares all or any

Options. Solely for the purposes of implementing the limitation of the immediately preceding
sentence, an Award of an Option.or .a Stock ‘Appreciation Right in respect of one share of
Common Stock shall be deemed to be an'Award of one share of Common Stock [ard-an] on
the date of grant. An Award of a share of Bonus Stock or Restricted Stock shall be deemed
to be an Award of two shares of Common Stock

grant. With respect to any Performance Award, the value of the maximum benefit that may be
paid under the Performance Award shall be divided by the FMV Per Share of Common Stock
as of the date of grant of the Performance Award and-each share. resulting from such
computation shall be deemed to be an Award of two-shares of Common Stock for purposes of
|mplement|ng the limitation on shares set forth in the f|rst sentence of th|s Section 1.3. [f the

in addition, during any calendar year, the number of shares-of Common Stock reserved for
issuance under the Plan which are subject to Awards that may be granted to any one

Participant shall not exceed [60,000-shares] 100,000 shares and the maximum dollar
amount of cash andf/or the Fair Market Value of shares of Common Stock that any

. Participant = lend — t of Perf : !
denominated in dollars may not exceed, in the aggregate, $1,000,000. -

. Notwithstanding the above, in the event.that at any time after the Effective Date the
outstanding shares.of Common Stock are changed intd or exchanged for a-different number
-or kind of shares .or other securities of the Company by. reason of a merger, consolidation,
recapitalization, reclassification, stock split, stock dividend, combination of shares or the like,
the aggregate number and class of securutles avallabte under the PIan shall [be—ratabtiy]i

mmgg adJusted [by] wr the Commrttee or

otherwise. Upon the occurrence of any of the events described in the immediately preceding
sentence, in order to ensure that after such event the shares of Common Stock subject to the
Plan and each Participant’s proportlonate mterest shall be maintained substantlally as before
the occurrence of such event, | : :

adjust] (i) the number of shares of Common Stock with respect to whrch Awards may be
granted under the Plan, (ii) the maximum number of shares of Common Stock that may be
covered by Awards to any single individual during. any calendar year, (iii) the .number of
shares of Common Stock subject to outstanding Awards, and {iv) the grant or exercise price
with respect to an Award shall, where applicable, automatically be proportionately
adjusted. Such adjustment in an outstanding Option shall be made (i)-without change in the
total cost applicable to the Option-or any unexercised portion of the Option (except for any
change in the aggregate price resulting from rounding-off of share quantities or prices) and (ii)
with any necessary corresponding adjustment in ‘exercise price per share; provided, however,
[the-Committesa-shall-nottake—any-action—otherwise] that no such adjustment authorized
under this- Section 1.3 shall occur to the extent that (i) such action would.cause (A) the
application of Section 162(m) or 409A of the Code to the Award or (B) create adverse tax
- consequences under Section 162(m) or 409A of the Code should either or both of those Code
sections apply to the Award or (ii) matenally reduce the benet‘ t to the Partuupant wnthout the




In the event the number of shares to be delivered upon the exercise or payment of
any Award granted under the Plan is reduced for any reason other than the withholding of
shares for payment of taxes or exercise price, or in the event any Award (or portion thereof)
granted under the Plan can no longer under any circumstances be exercised or paid, the
number of shares no longer subject to such Award shall thereupon be released from such
Award and shall thereafter be available [underthePlan] for the grant of additional Awards
under the Plan in the same amount as such shares were counted against the limit set
forth in the first paragraph of this Section 1.3. Shares that cease to be subject to an Award
because of the exercise of the Award, or the vesting of a Restricted Stock Award or similar
Award, shall no longer be subject to any further grant under the Plan. [With] Notwithstanding

anvthlng_to_thg_cgm;narv m shares _Qt.ngmgn_Schkaal_aLe_t_elg__deLed,_whﬂ;hﬁth

additional Awards; (i) shares that are withheld from any A
payment of any applicable tax withholding obligation in connection with the exercise,
Award shall not be added back to the maximum share

yesting or earning of any
limitations described above or thereafter made available under the Plan for the grant of
additional awards; and ({iii) with_respect to Stock Appreciation Rights, when a Stock
" Appreciation Right is- exercised, the shares of Common Stock subject to [the—grant
agreement] such Stock Appreciation Right shall be counted against the shares available for
issuance under the Plan as one {{H] share of Common Stock for every share subject
thereto, regardless of the number of shares of Common Stock used*to settie the Stock
Appreciation Right upon exercise. Shares issued pursuant to the Plan (i) may be treasury
shares, authorized but unissued shares or, if applicable, shares acquired in the open market
and (ii) shall be fully paid and nonassessable. No fractional shares shall be issued under the
“Plan; payment for any fractional shares shall be made in cash.

1.4  Administration of the Plan. [(a-}Gemm#ee—Mee%mgs—RuJe——Mamng—and
tnterpretations:] The Plan shall be administered by the Committee. Subject to the provisions of

. - the Plan, the Committee shall (i) interpret the Plan and all Awards under the Plan, (ii} make,
amend and rescind such rules as it deems necessary for the proper administration of the Plan,
'(ii) make all other determinations necessary or advisable for the administration of the Pian
and (iv) correct any defect or supply any omission or reconcile any inconsistency in the Plan
or in any Award under the Plan in the manner and to the extent that the Committee deems
desirable to effectuate the Plan. Any action taken or determination made by the Committee
pursuant to this and the other paragraphs of the Plan shall be final, binding and conclusive on
all affected persons, including the Company; any Affiliate; any grantee, holder or beneficiary of
an Award; any stockholder and any Employee, Consultant or Non-Employee Director. No
member of the Board or of the Committee shall be liable for any action or determination made
in good faith with respect to the Plan or any Award granted hereunder and the members of the
Board and the Committee shall be entitled to indemnification and reimbursement by the
Company and its Affiliates in respect of any claim, loss, damage or expense (including legal
fees) arising therefrom to the full extent permitted by law.

|
1

1.5. Granting of Awards to Participants. The Committee shall have the authority to
grant, prior to the expiration date of the Plan, Awards to -such Employees, Consultants and
Non-Employee Directors as may be selected by it subject to the terms and conditions
hereinafter set forth in the Plan. In selecting the persons to receive Awards, including the type
and size of the Award, the Committee may consider the contribution the recipient has made
and/or may make.to the growth of the Company or its Affiliates and any other factors that it
may deem relevant. No member of the Committee shall vote or act upon any matter relating
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solely to himself. Grants of Awards to members of the Committee must be ratified by the
Board. In no event shall any Employee, Consultant or Non-Employee Director, nor his or its
Iegal representatives, heirs, legatees, distributees or successors have any right to participate
in-the Plan except to such extent, if any, as permitted under the Plan and as the Committee
may determme

1.6 Leave. of Absence. If an Employee is on military, sick leave or other bona fide
leave of absence, such person shall be considered an “Employee” for purposes of an
outstanding Award during the period of such leave provided it does not exceed 90 days (or
such longer period as may be determined by the Committee in its sole discretion); or, if longer,
so long as the person’s right to reemployment is guaranteed either by statute or by contract. If
the period of leave-exceeds 90 'days (or such longer period as. may be determined by the
Committee in its sole discretion), the employment relationship shall be deemed to have
terminated on the 91% day (or the first day immediately following any period of leave in excess
of 90 days as approved by the Committee) of such leave, unless the person’s right to
reemployment is guaranteed by statute or contract. )

1.7  Term of Plan. If not sooner terminated under the provisions of Section 1.8, the
Plan shall terminate upon, and no.further Awards shall be made, after [the—seeend—(-z“")

anniversary-of-the-Effective-Date] May 31, 2010.

1.8  Amendment and Discontinuance of the Plan. The Board rhay amend, suspend
or terminate the Plan at any time without prior notice to or consent of any person,.provided,
however, subject to Section 8.11, no amendment, suspension or termination of the Plan may
without the consent of the holder of an Award terminate such Award or adversely affect. such
person’s rights with respect to such Award in any material respect; and provided further,
however, that no amendment of the Plan_shall be effective prior to its approval by the
stockholders. of the. Company to the extent that (i) it provides for accelerated vesting other
than in connection with a Change in Control or would contravene the requirements of Section
2.4 or Section 5.2 of the Plan or (i) such approval is required by (A} applicable legal
requirements, (B) the requirements of any securities exchange on-which the Company’s stock
may be listed or {C) the requirements of the Nasdaq Stock Market, Inc. on which the
Company's stock may be listed. Notwithstanding the foregoing, the Board may amend the
Plan in such manner. as it deems necessary in order to permit Awards to meet the
requirements of the Code or other applicable laws, or to prevent adverse tax consequences to
the Parttmpants

ARTICLE It
NONQUALIFIED OPTIONS

2.1  Eligibility. The Committee may grant Nonqualified Options to purchase the
Common Stock to any Employee, Consultant and Non-Employee Directors according to the
terms set forth below. Each Nonqualified Option granted under the Plan shall be evidenced by
a written.agreement between the -Company and the individual to whom Nonqualified Options
were granted in such form as.the Committee shall. provide. ,

2.2 Exercise Price. The exercise price to be paid for each share of Common Stock
deliverable upon exercise of each Nonqualified Option granted under this Article |l shall not be
less than one hundred percent (100%) of the FMV Per Share as of the date of grant of such
Nonqualified Option. The exercise price for each Nonqualified Option granted under Article I
shall be subject to adjustment as provided in Section 2.3([e]d) of the Plan.

2.3 Terms and Conditions of Nonqualified Options. Nonqualified Options shall Be in
such form as the Committee may from time to time approve, shall be subject to the following
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terms and conditions and may contain such additional terms and conditions, not inconsistent

.with this Article Il, as the Committee shall deem desirable:

(@)  Option Period and Conditions and Limitations on Exercise. No Nonqualified Option
shall be exercisable later than the Option Expiration Date. To-the extent not prohibited by
other provisions of the Plan, each Nonqualified Option shall be exercisable at such time or
times as the Committee in its discretion may determine at the time such Nonqualified Option is
granted. ‘ : )

(b) Manner of Exercise. In order to exercise a Nonqualified Option, the person or
persons entitled to exercise it shall deliver to the Company payment in full for (i) the shares
being purchased and (ii) unless other arrangements have been made with the Committee, any
required withholding taxes. The payment of the exercise price for each Nongualified Option
shall either be (i) in cash or by check payable and acceptable-to the Company, (ii) with the
consent of the Committee, by tendering to the Company shares of Common Stock owned by
the person for more than six months having an aggregate Fair Market Value .as of the date of
exercise that is not greater than the full exercise price for the.shares with respect to which the
Nonqualified Option is being exercised and by paying any remaining amount of the exercise
price as provided in (i) above, or (iii) with the consent of the Committee and compliance with
such instructions as the Committee may specify, by delivering to the Company and to-a broker
a properly executed exercise notice and irrevocable instructions to such broker to deliver to
the Company cash or a check payable and acceptable to the Company to pay the exercise
price and any applicable withholding taxes. Upon receipt of the cash or check from the broker,
the Company will- deliver to the broker the shares for which the Nonqualified Option is
exercised. In the event that the person elects to make payment as allowed under clause (ii)
above, the Committee may, upon confirming that the Optionee owns the number of additional
shares being tendered, authorize the issuance of a new certificate for the number of shares
being acquired pursuant to the exercise of the Nonqualified Option less the' number of shares
being tendered upon the exercise and return to the person (or not require surrender of) the
certificate for the shares being tendered upon the exercise. The date of sale of the shares by
the broker pursuant to a cashless exercise under (iii) above shall be the date ‘of exercise of
the Nonqualified Option. If the Committee so requires, such person or persons-shall also
deliver a written representation that all shares’ being purchased are being acquired for
investment and not with a:view to, or for resale in connection with, any distribution of such
shares. . ' ‘

([dle) Nonqualified Options not Transferable. Except as provided below, no Nonqualified
Option granted hereunder shall be transferable other than by (i) will or by the laws of descent
and distribution or (i) pursuant to a domestic relations order and, during the lifetime of the
Participant to whom any such Nongualified Option is granted;.it shall. be exercisable only by
the Participant {(or his guardian). Any' attempt to transfer, assign, pledge, hypothecate or
otherwise dispose of, or to. subject to .execution, attachment or similar process, any
Nongualified Option ‘granted. hereunder, or any right thereunder, contrary to the provisions
hereof, shall be void and ineffective, shall give no right-to the purported transferee, and shall,
at the sole discretion of the Committee, result in forfeiture of the Nonqualified Option.with
respect to the shares involved in such attempt. With respect to a specific Nonqualified Option,
in accordance with rules and procedures established by the Committee from time to time, the
Participant (or his guardian) may transfer, for estate planning purposes, all or part of such
Nonqualified Option to one or more immediate family members or related family trusts or
partnerships or similar entities as determined by the Committee. Any Nonqualified Option that
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is transferred in accordance with-the provisions of.this Section may only be exercised- by the
person or persons who acquire a proprietary interest in the Nonqualified Options pursuant to
the transfer

([e]d) Adjustment of Nonquahﬁed Options. In the event that at any time after the Effective
Date the outstanding shares of Common Stock are changed into or exchanged for a different
. number or kind of shares. or other securities of the Company. by reason of merger,

consolidation, recapltallzanon recIaSS|f|cat|on stock spllt stock d|V|dend combination of
shares or the like, [ FF hall-m 3 : ab i
adjustments shaﬂ_bﬁ_mada_as prowded in Sect|on 1 3

. _([ﬂg) Lfstmg and Registration of Shares. Each Nongqualified Option shalf be subject to
the requirement that if at any time the Committee determines, in its discretion, that the listing,
. registration, or qualification of the shares subject to such Nonqualified Option under any
securities exchange or under any state or federal law, or the consent or approval of any
governmental regulatory body, is necessary or desirable as a condition of, or in connection
with, the issue or purchase of shares thereunder, such- Nonqualified Option may not be
exercised in whole or in part unless such listing, registration, qualification, consent or approval
shall have been effected or obtained and the same shall have been free of any conditions not
-.acceptable to the Committee. ‘ :

.24 Optlon Reprlcmg With stockholder approval the . Committee[—in—its—absolute
discretion;] may grant:to holders of outstanding Nonqualified Options, in exchange for the
surrender and cancellation of such Nongualified Options, new Nonqualified Options having
. exercise prices lower (or-higher with any required consent) than the exercise price provided in
the Nonqualified Options so surrendered and cancelled and- containing such other terms and
- conditions as the -Committee’ may deem appropriate.. Except as contemplated by Section
- 2.3([e]d), no Nonqualified Option may. be amended to reduce the exercise price of the shares
subject to such. Nonquallf ied Optlon without prlor stockholder approval

2.5 Vestmg ‘See Section 8 10 of the Plan for provnsmns on vesting in connection with
termination of Employment or service. Also, see Section-8.11 of the Plan relating to vesting in
connection with a Change in Control. No.amendment of the Plan or any Award shall be
effective prior- to approval ‘by the . stockholders' of the Company to-the extent that the
amendment provides for accelerated vesting other than in connection with a Change in
Control.

v : ARTICLE NI
INCENTIVE OPTIONS

‘ The terms specified in this Article [l shall-be applicable to all Incentive Options.

- Except as modified by the provisions of this Article 1lI, all the provisions of Article It shall be
applicable to Incentive Options: Options which are specifi cally designated as Nonquahf ied

Optlons shall not be sub]ect to the- terms of thls [Seetren] III .

3. 1 Ellglblllty Incentnve Opt|ons may- only be granted to Emptoyees of the Company

or.its parent or.subsidiary as defined in Sections 424(e) or (f) of the Code, as applicable, while

.each such entity is a “corporation” descnbed in Sectlon 7701(a)(3) of the Code and Treas.
: Reg Section. 1.421- 1(1)(1) . SR e « .

3.2 - Exercise Price. Subject to Sect[on 3 4, the exercise prlce per share shall* not be
less than one hundred percent (100%) of the FMV Per Share as of the option date of grant. -
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3.3 Dollar Limitation. The aggregate Fair Market Value (determined as of the
respective date or dates of grant) of shares of Common Stock for which one or more options
granted to any Employee under the Plan (or any other option plan of the Company or any
Affiliate which is a parent or subsidiary as defined in Code Sections 424(e) or (f), as
applicable) may for the first time become exercisable as Incentive Options during any one (1)
calendar year shall not exceed the sum of One Hundred Thousand Dollars ($100,000). To the
extent the Employee holds two (2) or more such options which become exercisable for the
first time in the same calendar year, the foregoing limitation on the exercisability of such
options as Incentive Options shall be applied on the basis of the order |n which such optlons
are granted.

3.4  10% Stockholder. If-any Employee to whom an Incentive Option is granted owns
stock possessing more than ten percent (10%) of the total combined voting power of all
classes of stock of the Company or any “parent corporation” of the Company {(as defined in
Section 424(e) of the Code) or any “subsidiary corporation” of the Company (as defined in
Section 424(f) of the Code), then the exercise price per share shall not be less than one
hundred ten percent {(110%) of the FMV Per Share as of the date of grant and the option term
shall not exceed five (5) years measured from the date of grant. For purposes of the
immediately preceding sentence, the attribution rules under Section 424(d) of the Code shall
apply for purposes of determining an Employee’s ownership.

3.5 Incentive Options Not Transferable. No Incentive Option granted hereunder (i)
shall be transferable other than by will or by the laws of descent and ‘distribution and (ii)
except as permitted in regulations or other guidance issued under Section 422 of the' Code,
shall be exercisable during the Optionee’s lifetime by any person other than the Optionee (or
his guardian).

3.6 Compliance With Code Section 422, All Options that are intended to be
[freentive-Stock-Options] incentive stock options described in Code Section 422 shall be

designated as such in the Option grant'and in all respects shall be issued in compliance with

" Code Section 422.

3.7 Limitations on Exercise. [Ne]
Incentive Option shall be exercisable more than three (3) months after the Optionee ceases to
be an Employee for any reason other than death or Disability, or more than one (1) year after

* the Optionee ceases to be an Employee due to death or Disability.

ARTICLE IV
BONUS STOCK

The Committee may, from time to time and subject to the provisions of the Plan,

- grant shares of Bonus Stock to Employees, Consultants and Non-Employee Directors. Such

- grants of Bonus Stock shall be in consideration of performance of services by the Participant

without additional consideration except as may be required by the Committee or pursuant to
[Section-8-1] Article 1X. Bonus Stock shall be shares of Common Stock that are not subject to
a Restricted Period under Article VI.

ARTICLEV
STOCK APPRECIATION RIGHTS

5.1 Eligibility. The Committee is authorized to grant Stock Appreciatibn Rights to
Employees, Consultants and Non-Employee Directors on the following terms and conditions.
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(a) Right to Payment. A Stock Appreciation Right shall confer on the Participant to
whom it is granted, upon exercise thereof, a right to receive shares of Common Stock, the
value of which is equal to the excess of (A) the FMV Per Share on the date of exercise over
(B) the deemed exercise price which shall be one hundred percent (100%) of the FMV Per
Share as of the date of grant (the Spread) with respect to a specified number of shares of
Common Stock. Notwithstanding the foregoing, the Committee may provide, in its sole
d|scret|on that the Spread covered by a Stock Apprecnatlon nght may not exceed a specifi ed

into or exchanged ind are : :
Company by reason of a merger, consolidation, recapitalization, reclassification, stock

T k dividend bination of st he It

{b) Terms. The Committee shall determine at the date of grant the time or times at
which and the circumstances under which a Stock Appreciation Right may be exercised in
whole or in part (including based on achievement of performance goals and/or future service
requirements), the method of exercise, and any other terms and conditions of any Stock
Appreciation Right; provided, however, a Stock Appreciation Right shall not be granted in
tandem or in combination with any other Award if that would (i) cause -application of Section
409A of the Code to the Award or (ii) result in adverse tax consequences under Section 409A
of the Code should that code section apply to the Award.

5.2 Repricing. Wlth stockholder approval, the Commlttee[—m—es—abeetene—ehseeeben-]
may grant to holders of outstanding Stock Appreciation Rights, in exchange for the surrender
and cancellation of such Stock Appreciation Rights, new Stock Appreciation Rights having
deemed exercise prices lower (or higher with any required consent) than the deemed exercise
price provided in the Stock Appreciation Rights so surrendered and cancelled and containing
such other terms and conditions as the Committee may deem appropriate. Except as
contemplated by Section [2-3{ej] 1.3, no Stock Appreciation Right may be amended to reduce
the deemed exercise price of the shares subject to such Stock Appreciation Right without prior
stockholder approval.

ARTICLE VI |
RESTRICTED STOCK .

6.1 Eligibility. All Employees, Consultants and Non-Employee Directors shall be
eligible for grants of Restricted Stock.

6.2 Restrictions, Restricted Period and Vesting.

(a) The Restricted Stock shall be subject to such forfeiture restrictions (including,
without limitation, limitations that qualify as a “substantial risk of forfeiture” within the meaning
given to that term under Section 83 of the Code) and restrictions on transfer by the Participant
and repurchase by the Company as the Committee, in its sole discretion, shall determine.
Prior to the lapse of such restrictions the Participant shall not be permitted to.transfer such
shares. The Company shall have the right to repurchase or recover such shares for the
amount of any cash paid therefor if (i) the Participant shall terminate Employment from or
services to the Company prior to the lapse of such restrictions or (ii) the Restricted Stock is
forfeited by the Participant pursuant to the terms of the Award.

(b) Vesting. See Section 8.10 of the Plan for provisions on vesting in connection with
termination of Employment or service. Also, see Section 8.11 of the Plan relating to vesting in
connection with a Change in Control. No amendment of the Plan or any Award shall be
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effective prior to approval by the stockholders of the Company to the extent that the
amendment provides for accelerated vesting other than in connection with a Change in
Control.

(c) Immediate Transfer Without Immediate Delivery of Restricted. Stock. Each
certificate representing Restricted Stock awarded under the Plan shall be registered in the
name of the Participant and, during the Restricted Period shall be left on deposit with the
Company, or in trust or escrow pursuant to an agreement satisfactory to the Committee, along
with a stock power endorsed in blank until such time as the restrictions on transfer have
lapsed. The grantee of Restricted Stock shall have alf the rights of a stockholder with respect
to such shares including the right to vote and the right to receive dividends or other
distributions paid or made with respect to such shares; provided, however, the Committee
may in the Award restrict the Participant's right to dividends until the restrictions on the
Restricted Stock lapse. Any certificate or certificates representing shares of Restricted Stock
shall bear a legend similar to the following:

The shares represented by this cerificate have been

issued pursuant to the terms of the TETRA Technologies,

Inc. Amended and Restated 2007 Equity incentive.
Compensation Plan (as amended and restated) and may

not be sold, pledged, transferred, assigned or otherwise

encumbered in any manner except as is set forth in the
terms of the Award dated , 200

6.3 Forfeiture of Restricted Stock. If, for any reason, the restrictions imposed by the
Committee upon Restricted Stock are not satisfied at the end of the Restricted Period, any
Restricted Stock remaining subject to such restrictions shall theraupon be forfeited by the
Participant and reacquired by the Company.

6.4  Delivery of Shares of Common Stock. Pursuant to Section 8.5 of the Plan and
subject to withholding requirements of Article 1X of the Plan, at the expiration of the Restricted
Period, a stock certificate evidencing the Restricted Stock (to the nearest full share) with
respect to which the Restricted Period has expired shall be delivered without charge to the
Participant, or his personal representative, free of all restrictions under the Plan.

ARTICGLE VI
PERFORMANCE AWARDS

7.1 Performance Awards. The Committee may grant Performance Awards based on
performance goals as set forth in Section 7.2 measured over a period of not less than three
.months and not more than five years. The Committee may use such business criteria and
-other measures of performance as it may deem appropriate in establishing any performance
- conditions.

7.2 Performance Goals. The grant and/or settlement of a Performance Award shall be
contingent upon terms set forth in this Section 7.2.

(a) General. The performance goals for Performance Awards shall consist of one or
‘more business criteria and a targeted level or levels of performance with respect to each of
such criteria, as specified by the Committee. In the case of any Award granted to a Covered
Employee, performance goals shall be designed to be objective and shall otherwise meet the
requirements of Section 162(m) of the Code and regulations thereunder (including Treasury
Regulatlons sec. 1.162-27 and successor regulations thereto), including the requirement that

the level or levels of performance targeted by the Committee are such that the achievement of
|
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performance goals is “substantially uncertain” at.the time of grant. The Committee may
determine that such Performance Awards shall be granted and/or settled upon achievement of
any one performance goal or that two or more of the performance goals must be achieved as
a condition to the grant and/or settlement of such Performance Awards. Performance goals
may differ among Performance Awards granted to any one Part|C|pant or for Performance
Awards granted to dlfferent Participants. .

- {b) Business Cnterra One or more of the following business criteria for the Company,
on a consolidated basis, and/or for specified subsidiaries, divisions or business or
geographical units of the Company (except with respect to the total stockholder return and
earnings per share criteria), shall be used by the Committee in establishing performance goals
for Performance Awards granted to a Participant: (A) earnings per share; (B) increase in price
. per.share;-(C) increase in revenues; (D) increase in cash flow; (E) return on net assets; (F)
- return on assets; (G) return on investment; (H) return on equity; (I) economic value added; (J}
gross margin; (K) net income; (L} pretax earnings; (M) pretax. earnings before interest,
depreciation, depletion and amortization; (N) pretax operating earnings after interest expense
and before incentives, service fees, and extraordinary or special items; (O) operating income;
(P) total stockholder return; (Q) debt reduction; and (R) any of the above.goals determined on
the absolute or relative basis or as compared to the performance of a published or special
index deemed applicable by the Committee including, but not limited to, the Standard & Poor's
500 Stock Index, the Qil Service Index (OSX) or components thereof or a group of
comparable companies. .

(c) Performance Period; Timing for Establishing Performance Goals. Achievement of
- performance goals in respect of Performance Awards shall be measured over a performance
period of not less than three months and not more than five years, as specified by the
Committee. Performance goals in the case of any Award granted to-a Participant shall be
established not later than 60 days after the beginning of any performance periocd applicable to
such Performance Awards, or at such other date as may be required or permltted for
“performance-based compensatlon under Section 162(m) of the Code.

(d) Settlement of Performance Awards, Other Terms. After thé end of each
performance period, the Committee shall determine the amount, if any, of Performance
Awards payable to each Participant based upon achievement of business criteria over a
performance period. [A#] Subject to the availability of shares of Common Stock under the
Plan and limitations_set forth in Section 1.3, all Performance Awards shall be payable in
shares of Common Stock as determined in this Section 7.2(d). Except as may otherwise be
required under Section 409A of the Code, payment described in the immediately preceding
sentence shall be made by the later of (i) the date that is 2 1/2 months after the end of the
Participant’s first taxable year in which the-Performance Award is earned and payable under
the Plan and (ii) the date that is 2 1/2 months after the end of the Company’s first taxable year
in which the Performance Award is earned and payable under the Plan, and such payment
shall not be subject to any election by the Participant to defer the payment to a later period.
[Fhe] Subject to the limitation set forth in Section 1.3, the amount payable under a
Performance Award shall be divided by the FMV Per Share of Common Stock on the
determination date and a stock certificate evidencing the resulting shares of Common Stock
{to the nearest full share) shall be delivered to the Participant, or his personal representative,
and the value of any fractional shares will be paid in cash. In the event there is not a
sufficient number of shares of Common Stock available under the Plan at the time of
any payment of a Performance Award to pay such Performance Award fully in shares of
Common.Stock, the Performance Award shall first be paid in shares of Common Stock
if any, as provided above with the remaining portion of such Performance Award
payable in_cash. The Committee may not exercise discretion to increase any such amount
payable in respect of a Performance Award which is intended to.comply with Section 162(m)
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of the Code. The Committee shall specify the circumstances in which such Performance
Awards shall be paid or forfeited in the event of termination of employment by the Participant
prior to the end of a performance period or settlement of Performance Awards.

(e) Written Determinations. All determinations by the Committee as to the
establishment of performance goals, the amount of any Performance Award, and the
achievement of performance goals relating to Performance Awards shall be made in a written
agreement or other document covering the Performance Award. The Committee may not
delegate any responsibility relating to such Performance Awards.

(f) Status of Performance Awards Under Section 162(m)-of the Code. It is the.intent of
the Company that Performance Awards.granted to persons who are designated by the
Committee as likely to be Covered Employees within the meaning of Section 162(m) of the
Code and regulations thereunder (including Treasury Regulations sec. 1.162-27 .and
successor regulations thereto) shall constitute “performance-based compensation” within the
meaning of Section 162(m} of the Code and regulations thereunder. Accordingly, the terms of
this Section 7.2 shall be interpreted in a manner consistent with Section 162(m) of the Code
and regulations thereunder. The foregoing notwithstanding, because the Committee cannot
determine with certainty whether a given Participant will be a.Covered Employee with respect
to a fiscal year that has not yet been completed, the term Covered Employee as used herein
shall mean any person designated by the Committee, at the time of grant of a Performance
Award, as likely to be a Covered Employee with respect to that fiscal year. If any provision of
the Plan as in effect on the date of adoption or any agreements relating to Performance
Awards that are intended to comply with Section 162(m) of the Code does not comply or is
inconsistent with the requirements of Section 162(m) of the Code or regulations thereunder,
such provision shall be construed or deemed amended to the extent necessary to conform to
such requirements. ' - :

. ARTICLE Viii
CERTAIN PROVISIONS APPLICABLE TO ALL AWARDS
8.1  General. Awards shall be evidenced by a written ‘agreeme'nt or other document
and may be granted on the terms and conditions set forth herein. In addition, the Committee

- may impose on any Award or the exercise thereof, such additional terms and conditions, not

inconsistent with the provisions of the Plan, as the Committee shall determine, including terms
requiring forfeiture of Awards in the event of termination of employment by the Participant and

, terms permitting a Participant to make elections relating to his or her Award; provided, that
“any such election would not (i) cause the application of Section 409A of the Code to ‘the
" Award or (ii) create adverse tax consequences under Section 409A of the Code should

Section 409A apply to the Award. The terms, conditions and/or restrictions contained in an

-Award may differ from the terms, conditions and restrictions contained in any other Award.

The Committee may amend an Award;.-provided, however, subject to Section 8.11, no
amendment of an Award may, without the consent of the holder of the Award, adversely affect

-such person’s rights with respect to such Award in any material respect. The Commiitee shall

retain full power and discretion to accelerate or waive, at any time, any term or condition of an

.Award that is not mandatory under the Plan; provided, however, that, subject to Section 8.11,

the Committee shall not have any discretion to accelerate or waive any term or condition of an
Award if (i) such discretion would cause the Award to have adverse tax consequences to the
'Participant under Section 409A of the Code or {ii) if the Award is intended to qualify as
“performance-based compensation” for purposes of Section 162(m) of the Code and such
discretion would cause the Award not to so qualify. Ih addition, no such exercise of discretion
shall be effective prior to approval by the stockholders of the Company to the extent that such

discretion would result in acceleration of vesting other than in.connection with-a Change in
i
-14 -




Control. Except in cases in which the Committee is authorized to require other forms of

. consideration  under the Plan, or to the extent other forms of consideration must be’ paid to
satisfy the requirements of .the Delaware Corporation Law, no consideration other than
services may be required for the grant of any Award.

8.2 Stand-AIone Add|t|onal and Substltute Awards

&

@Mj&%@nv and Aff:hates.__Sub}ect to the_umnannns_o_n
gm;g_s_ﬂMSecnons 2.4-and 5.2 of the:Plan, Awards granted under the
Plan may, in the discretion of the Committee, be granted either alone or in addition to, or in
- substitution or exchange for, any other Award or any award granted under another plan of the
Company[—any-Affiliate;] or. any [business—entity—te—be-acquired-—by—the-Company—or—an]
Affiliate, or any other right of a Participant to receive payment from the Company or any
Affiliate; provided, however, no Award shall be issued under the Plan if issuance of the Award
would result in adverse tax consequences under Section 409A of the Code. Such additional,
substitute or exchange Awards may be: granted at any time. If an Award is granted in
substitution or exchange for another Award, the Committee 'shall require the surrender of such

. other Award for cancellation in- consideration -for-the grant of the new Award. In addition,
Awards may be granted in lieu of cash compensation, including in lieu of cash amounts
payable under other plans of the Company or any Affiliate. -Any such action contemplated
under this Section 8.2(a) shall be effective only to the extent that such action will not cause (i)

. the holder of the Award to lose the protection of Section 16(b) of the Exchange Act and rules
and regulations promulgated thereunder, (ii) any Award that is designed to qualify payments
thereunder as performance-based compensation ‘as'defined in Section 162(m) of the Code to
fail to qualify as such performance-based compensation; (i) any Award that is subject to
. Section 409A of the. Code to result in adverse consequences under Section 409A of the Code,
or (iv) accelerated vesting of any Award other than in connection with a Change in Control

absent approval by the stockholders of the Company m,ﬂwm

an or an AﬁllWMﬂMﬂMl&MMam
sunh_.suhshlule__AwaLds_shaﬂ_nandlme or othewm&




8.3 . Term of Awards. The term or Restricted Period of each Award that is an Option,
Stock Appreciation Right or-Restricted Stock shall be for such period as may be determined
by the Commiittee; provided that in no event shall the term of any such Award exceed a period
of ten (10} years (or such shorter terms as may be required in respect of an Incentive Stock
Option under Section 422 of the Code). :

8.4 Form and Timing of Payment Under Awards; Deferralis.

(a) General Provisions. Subject to the terms of the Plan and any applicable Award
agreement, payments to be made by the Company or a subsidiary upon the exercise of an
Option or other Award or settlement of an Award may be made in a single payment or
transfer, in installments, or on a deferred basis. The settlement of any Award may, subject to
any limitations set forth in the Plan and/or Award agreement, be accelerated, in the discretion
of the Committee or upon.occurrence of one or more specified events; provided, however, that
such discretion may not.be exercised by the Committee if the exercise of such discretion
would result in adverse tax consequences to the Participant under Section.409A of the Code.
Installment or deferred payments may be required or permitted by the Committee (subject to
Section 1.8 of the Plan, including the consent provisions thereof in the case of any deferral of
an outstanding Award not provided for in the original Award agreement); provided, however,
that no deferral shall be required or permitted by the Committee if such deferral would result in

- adverse tax ¢onsequences to the Participant under Section 409A of the Code. Any deferral

shall only be allowed as is provided in a separate deferred compensation plan adopted by the
Company. The Plan shall not constitute an “employee benefit plan” for purposes of Section
3(3) of the Employee Retirement Income Security Act of 1974, as amended.

(b) Section 409A Limits on Payments to Specified Employees. Notwithstanding any
other provision of the Plan or an Award to the contrary, if a Participant is a “key employee,” as
defined in Section 416(i} of the Code (without regard to paragraph 5 thereof), except to the
extent permitted under Section 409A of the Code, no benefit or payment that is subject to
Section 409A of the Code (after taking into account all applicable exceptions to Section 409A
of the Code, including but not limited to the exceptions for short-term deferrals and for

. “separation pay only upon an involuntary separation from service”} shall be made under this

Plan or the affected Award granted thereunder on account of the Participant's “separation
from service,” as defined in Section 409A of the Code, with the Company and its Affiliates untit
the later of the date prescribed for payment in this Plan or the affected Award granted
thereunder and the first (1st) day of the seventh (7th) calendar month that begins after the
date of the Participant's separation .from service (or, if earlier, the date of death of the
Participant). Unless otherwise provided in the Award, any amount that is otherwise payable
within the delay period described in the immediately preceding sentence will be aggregated
and paid in a iump sum without interest.

8.5 Vested and Unvested Awards. After the satisfaction of all 'of the terms and

. conditions set by the Committee with respect to an Award of (i) Restricted Stock, a certificate,
‘without the legend set forth in Section 6.2(c), for the number of shares that are no longer
- subject to such restrictions, terms and conditions shall be delivered to the Employee, and (ii)

Stock Appreciation Rights or Performance Awards, a certificate for the number of shares
equal in value to the number of Stock Appreciation Rights or amount of Performance Awards
payable under those Awards shall be delivered to the person. The number of shares of

- Common Stock which shall be issuable upon exercise of a Stock Appreciation Right or

earning of a Performance Award shall be determined by dividing (1) by (2) where (1) is the
number of shares of Common Stock as to which the Stock Appreciation Right is exercised
multiplied by the Spread or the amount of Performance Award that is earned and payable, as
applicable, and (2) is the FMV Per Share of Common Stock on the date of exercise of the
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Stock Appreciation Right or the date the Performance Award is determined to be earned and
payable, as applicable. Upon termination, resignation or removal -of ,a Participant under
circumstances that do not cause such Participant to become fully vested, any remaining
unvested Options, shares of Restricted ‘Stock, Stock Appreciation Rights or Performance
Awards, as the case may be, shall either be forfeited back to the Company or,,if appropriate
under the terms of the Award, shall continue to be subject to the restrictions, terms and
conditions set by the Committee with respect to such Award.
8.6 Exemptions from Sectlon 16(b) Liability. It is the intent of the Company that the
. grant of any Awards to or other transaction by a:Participant who is subject to Section 16 of the
Exchange Act.shall be exempt from Section 16{b) of the Exchange Act pursuant to- an
applicable exemption (except for transactions acknowledged by the Participant in writing to be
non-exempt). Accordingly, if any provision of this Plan or any Award._agreement does not
comply with the requirements of Rule 16b-3 as, then applicable to any such transaction, such
provision shall be construed or deemed amended to the extent necessary to conform to the
applicable requirements of Rule 16b-3 so that such Parhcnpant shall avoad liability under
Section 16{b) of the Exchange Act Vol T . : :

. e
v !

- 8.7  Transferability. - - - -

(a) Non-Transferable Awards and Options. Except as otherwise specifically provided
in the Plan, no Award and no right under the Plan, contingent or.otherwise, other than Bonus
Stock or-Restricted Stock as to which restrictions have lapsed, will be (i) assignable, saleable,
or otherwise transferable by a Participant except: by will -or by the .laws of “descent. and
distribution or pursuant to a qualified domestic .relations order, or (ii). subject to any
encumbrance, pledge or charge of any nature. No transfer by will or by the laws of descent
and distribution-shall be effective to bind the Company unless the Committee shall have been
furnished with a copy of the deceased Participant’s will -or .such other- evidence as the
.Committee. may deem necessary to establish the validity of ‘the transfer. Any attempted
transfer in v:olataon of this Sectlon 8.7(a) shall be v0|d and ineffective for all purposes

(b) Abmty to Exercise Rrghts Except as othenmse specn‘"lcally provided under the Plan
only the Participant or his guardian (if the Participant becomes Disabled), or in the event of his
+death, his legal representative or.beneficiary,,may exercise Options, receive cash payments
and - deliveries of shares, or otherwise exercise rights. under the Plan. The executor or
administrator of the Participant’s estate, or the person or persons.to whom the Participant’s
rights under any Award will pass by will or the. laws of descent and distribution, shall be
deemed to be the Participant’s beneficiary or beneficiaries of the rights of the Participant
hereunder and shall be entitled to exercise such rights as are provided hereunder. .

8.8 Rights as a Stockholder. o | ’ -

(a) No Stockholder Rights. Except as otherwise provided in Section:8.8(b) or Section
6.2(c), a Participant who .has received -a grant of an Award or a transferee of such Participant
shall have no.rights as a stockholder with respect to any shares of Common Stock until such
person becomes the holder of record. Except as otherwise provided in Section 8.8(b) or
Section. 1.3, no adjustment shall be made for dividends (ordinary. or extraordinary, whether in
cash, securities, or other property) or distributions or other rights for whlch the record date is
prior to the date such stock certificate is issued. - - :

(b) Ho.’der of Restncted Stock. Unless othenmse approved by the Commlttee prior to

the grant of a Restricted Stock Award, a Participant who, has received a grant of Restricted
Stock or a permitted transferee of such Participant shall not have any rights of a stockholder
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until such time as a stock certificate has been issued with respect to all, or a portion of, such
Restricted Stock Award, except.as otherwise provided in Section 6.2(c).

8.9  Listing and Registration of Shares of Common Stock. The Company, in its
discretion, may. postpone the issuance and/or delivery of shares of Common Stock upon any
exercise of an Award until completion of such stock exchange listing, registration, or other
qualification of such shares under any state and/or federal law, rule or regulation as the
Company may consider appropriate, and may require any Participant to make such
representations and furnish such information as it may consider appropriate in connection with
the issuance or delivery of the shares in compliance with applicable laws, rules and
regulations.

.8.10 Termination of Employment, Death, Disability and Retirement.

(a) Termination of Employment. Unless otherwise provided in the Award, if
Employment of an Employee or service of a Non-Employee Director is terminated for any
reason whatsoever other than death, Disability or Retirement, or if service.of a Consultant is
terminated for any reason whatsoever other- than. death, any nonvested Award granted
pursuant to the Plan outstanding at the time of such termination and all rights thereunder shail
wholly. and completely terminate and no further vesting shall.occur, and the Employee,
Consultant or Non-Employee Director shall be entitled to utilize his or her exercise rights with
respect to the portion of the Award vested -as of the-date of termination for a period that shall
end on the earlier of (i) the expiration date set forth in the Award with respect to the vested
portion of such Award or (n) the date that occurs three (3) months after such termination date.

(b) Reurement Unless otherwise prowded in the Award, upon the Retirement of an

- Employee or, if applicable, Non-Employee Director:

(i) any nonvested portion of any outstand:ng Award shall immediately
-.terminate and no further vesting shall occur; and -

(it) - any exercise rights with respect to any vested Award shall expire on the
earlier of (A) the expiration date set forth in the, Award; or (B) the expiration of tweive {(12)
-months after the date of Retirement. .

(c) Disabﬂity or Death. Uniess otherwise: provided in the Award, upon termination of
Employment or service from the Company or any Affiliate which is a parent or subsidiary as a
result of Disability of an Employee or Non-Employee Director or death of an Employee, Non-
Employee Director or Consultant, or with respect to a Participant who is either a retired former

+ Employee or Non-Employee Director who dies during the period described in Section 8.10(b),

 hereinafter. the “Applicable Retirement Period,” or a .disabled former Employee or Non-
Employee Director who dies during the period that expires on.the earlier of the expiration date
set forth in any applicable outstanding Award or the first anniversary of the person's

., termination of Employment or service due to Dlsablllty, hereinafter the “Applicable Disability

i

. Period,”

.. () . any nonvested portion of any.outstanding Award .that has not already

. terminated shall immediately terminate and no further vesting shall occur; and =

o (i) any exercise rights with respect to any vested Award shall expire upon the

. earlier of (A) the expiration date set forth in the Award or (B) the later of (1) the first
anniversary of such termination of Employment as a result of Disability or death, or (2) the
first anniversary of such-person’s death during the Applicable Retirement Period (except in
the case of an Incentive Option) or the Applicable Disability Period.
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(d) Contmuation Notwnhstandlng any other provision of the Plan, the Committee,'in its
discretion and on an individual basis, may provide [forthe-continuation-of-any] with respect
to any Stock Option or Stock Appreciation Right, that the vested portion-of such Award
shall remain exercisable for such period and upon such terms and conditions as are
determined by the Committee in the:event that a Participant ceases to be an Employee,
Consultant or Non-Employee D'feCtOFJ@MMM%bm

- exceed the expiration date set forth-in the Award.

]
-

»

8.11 Change in Control

(a) Change in Control. Unless otherwise provided in the Award, in the event of a
Change in Control described in clauses (ii), (iii) and (iv) of the definition of Change in Control
under Section 1.2 of the Plan:

(i) the Committee may accelerate vesting and the time at which all Options
and Stock Appreciation Rights then outstanding may be exercised so that those types of
Awards may be exercised in full for a limited period. of time on or before a specified date
fixed by the Committee, after which specified date- all unexercised Options and Stock
Appreciation Rights and ali rights of Participants thereunder shall terminate, or the
Committee may accelerate vesting andrthe time at which ‘Options and Stock Appreciation
Rights may be exercised so that those types .of Awards’ may be exercised in full for their
then remaining term; :

(i) the Committee may waive all restrictions and conditions of all Restricted
Stock then outstanding with the result that all restrictions shall be deemed satisfied, and
the Restriction Period shall be deemed to have expired, as of the date of the Change in
Control or such other date as may be determined by the Committee; and

(iii) the Committee may determine to amend Performance Awards, or substitute
new Performance Awards in consideration of cancellation of outstanding Performance
Awards, in order to ensure that such Awards shall become fully vested, deemed earned in
full and promptly paid to the Participants as of the date of the Change in Control or such
other date as may be determined by the Committee, without regard to payment schedules
and notwithstanding the applicable performance cycle, retention cycle or other restrlctlons
and conditions shall not have been completed or satlsf ed. : .

Notwithstanding the above prowsmns of this Section 8.1.1 (a), the Committee shall not be
required to take any action described in the preceding provisions of this Section 8.11{a) and
any decision made by the Committee, in its sole discretion, not to take some or all of the
actions described in the preceding provisions .of this Section 8.11(a) shall be ﬁnal blndlng and
conclusive with respect to the Company and all other interested persons. :

-(b)  Right of Cash-Qut. If approved by the Board prior to or W|thm thlrty (30) days aﬂer
such time as a Change in Control shall be deemed to have occurred, the Board shall have the
right for a forty-five (45) day period immediately following the date that the Change in Control
is deemed to have occurred to require all, but not less than all, Participants to transfer and
deliver to the Company all Awards previously granted to the Participants in exchange for an
amount equal to the “cash value” (defined below) of the Awards. Such right shall be exercised
by written notice to all Participants. For purposes of this Section 8.11(b), the cash value of an
Award shall equal the sum of (i) the cash value of all benefits to which the Participant would
be entitled upon settlement or exercise of any Award which is not an Option or Restricted
Stock and (ii) in the case of any Award that is-an Option or Restricted Stock, the excess of the
“market value” (defined below) per share over the option price, or the market value (defined
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below) per share of Restricted Stock, multiplied by the number of shares subject to such
Award. For purposes of the preceding sentence, “market value” per share shall mean the
higher of (i) the average of the Fair Market Value Per Share of Common Stock on each of the
five trading days immediately following the-date a Change in Control is deemed to have
occurred or (ii) the highest price, if any, offered in connection with the Change in Control. The
amount payable to each Participant by the Company pursuant to this Section 8.11(b) shall be
in cash or by certified check and shall be reduced by any taxes required to be withheld:
ARTICLE IX
WITHHOLDING FOR TAXES

Any issuance mi:of Common Stock pursuant to the exercise of an Option or in

-payment of any other Award under the Plan shall not be made until appropriate arrangements

satisfactory to the Company have been made for the payment of any tax amounts (federal,
state, local or other) that may be required to be withheld or paid by the Company with respect
thereto ‘at the minimum statutory rate. Such arrangements may, at the discretion of the
Committee, include allowing the person to tender to the Company shares of-Common Stock

+ ‘owned by the person for-a period of at least twelve months prior to the date of exercise,

vesting, lapse of restriction or payment of the Award,_or to request the Company to
withhold shares of Common Stock otherwise issuable or deliverable to-the Participant

,in each case which have an aggregate FMV Per Share as of the
date of such withholding that is not greater than the sum of all tax amounts to be withheld with
respect thereto at the minimum statutory rate, together with payment of any remaining portion
of such tax amounts in cash or by check payable and acceptable to the Company.

ARTICLE X
MISCELLANEOUS

10.1 No Rights to Awards or Uniformity Among Awards. No Participant or other
person shall have any claim to be granted any Award, there is no obligation for uniformity of
treatment of Participants, or holders or beneficiaries of Awards and the terms and conditions

+ of Awards need not be the same with respect to each recipient.

10.2 Conflicts with Plan. In the event of any inconsistency or conflict between the

- terms of the Plan and an Award, the terms of the Plan shall govern.

10.3 No Right to Employment. The grant of an Award shall not be construed as giving
a Participant the right to be retained in the employ of the Company or any Affiliate. Further,

. the Company or any Affiliate may at any time dismiss a Participant from employment, free

from any liability or any claim under the Plan, unless otherwise exprassly provided in the Plan

, or in any Award.

10.4 Governing Law. The validity, construction, and effect of the Plan and any rules

. and regulations relating to the Plan shall be determined in accordance with applicable federal

law and the laws of the State of Delaware, without regard to any principles of conflicts of law.

10.5 Gender, Tense and Headings. Whenever the context requires such, words of the

“masculine gender used herein shall include the feminine and neuter, and words used in the

singular shall include the plural. Section headings as used herein are inserted solely for
convenience and reference and constitute no part of the Plan.

10.6 Severability. If any provision of the Plan or any Award is or becomes or is deemed
to be invalid, illegal, or unenforceable in any jurisdiction or as to any Participant or Award, or

.would disqualify the Plan or any Award under any law deemed applicable by the Committee,
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such provision shall be construed or deemed amended to conform to the applicable laws; or if
it cannot be construed or deemed amended without, in the determination of the Committee,
materially altering the intent of the Pian or the Award, such provision shall be stricken as to
such jurisdiction, Participant or Award and the remainder of the. Plan and any such Award
shaII remain in full force and effect. . - :

10.7 Stockholder Agreements. The Committee may condition the grant, exercise or
payment of any Award upon such person entering into a stockholders’ or repurchase
agreement in such form as approved from time to time by the Board.

10.8 Funding. Except as provided under Article VI of the Plan, no provision of the Plan
shall require or permit the Company, for the purpose of satisfying any obligations under the
Plan, to purchase assets or place any assets in a trust or other entity to which contributions
are made or otherwise to segregate any assets, nor.shall the Company maintain separate
bank accounts, books, records or other evidence of the existence of a segregated or
separately maintained or administered fund for such purposes. Participants shall have no
rights: under the Plan other than as.unsecured general creditors of the Company except that
insofar as they may have become entitled to payment of additional compensation by
. performance of services, they shall have the same rlghts as other Employees Consultants or
Non-Employee Directors under general law. . C

10.9 No Guarantee of Tax Consequences. None of the Board, the Company nor the
Committee makes any commitment or guarantee that any federal, state or local tax treatment
will apply or be'available to any person participating or eligible to participate hereunder.
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