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Our goal is to
manage the
business to

serve reduced
customer
demand
without
hampering
resources and
infrastructure
required for
the long term.

2008 results were disappointing from
a historical perspective due to the impact
of lower market demand.

However, the strength of our business model and actions
taken over the last several years give us confidence that
we will weather this economic downturn during an even
more challenging 2009, and be positioned to take
advantage of the economic recovery when it occurs.

We recorded a write-off of goodwill in the third
quarter relating to our Marine Components business,
recognizing the unprecedented impact on that industry
of the severe credit crisis and tripling of gasoline prices
during the peak season in 2008. While it is unlikely
demand for marine components will recover in the
near term, our long-term view of the marine industry
remains positive.

Excluding the goodwill charge, our EBITDA margin
in 2008 was a respectable 15.2%, especially
considering the 13% drop in demand experienced
over the past two years. Initiatives we undertook during
that period include:

+ Improved efficiency of our cost structure by
implementing lean manufacturing and organization
streamlining within all business units;

+ Repositioned Furniture Components to more value-
added/higher margin products;

* Reduced facility footprint by combining three
Northern lllinois facilities;

Working Capital
Percentage of Sales

¢ Completed replacement of Security Products’
plating and waste treatment facility with state-of-
the-art equipment to reduce energy and chemical
consumption;

+ Continued market leadership position in Security
Products with product innovation to meet changing
market needs; and

+ Expanded Marine in-house manufacturing
capabilities.

Cash generation from operations is a prime goal for
the business, resulting in $15.7 million generated from
operations during 2008. We continue to stress the
importance of cash management and overall liquidity,
which we believe will be more than adequate in 2009.
Our unused $37.5 million credit agreement was
renewed for a three-year period in January of 2009.

While cost control will continue to be a primary focus
for 2009, we also are expending effort to identify new
markets and product applications to reduce the impact
of lower demand as well as create additional revenue
streams. Much uncertainty exists about where the
economy is going in 2009, but our goal is to manage
the business to serve reduced customer demand
without hampering resources and infrastructure
required for the long term.

David A. Bowers
President and Chief Executive Officer
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PART |
| TEM 1. BUSI NESS
Cener al

ConpX International Inc. (NYSE ClX), incorporated in Delaware in 1993, is a
| eadi ng nmanufacturer of security products, precision ball bearing slides, and
ergonom ¢ conputer support systens used in the office furniture, transportation,
postal, tool storage, appliance and a variety of other industries. W are also a
| eadi ng manufacturer of stainless steel exhaust systens, gauges, and throttle
controls for the perfornmance nmarine industry. Qur products are principally
designed for wuse in nedium to high-end product applications, where design,
quality and durability are valued by our custoners.

At Decenmber 31, 2008, (i) NL Industries, Inc. (NYSE: NL) owned 87% of our
out st andi ng comon stock; (ii) Valhi, Inc. (NYSE: VH) hol ds approximately 83% of
NL's outstandi ng common stock; and (iii) subsidiaries of Contran Corporation hold
approximately 94% of Valhi's outstanding common stock. Substantially all of
Contran's outstanding voting stock is held by trusts established for the benefit
of certain children and grandchildren of Harold C Simmons, (for which M.
Sinmons is sole trustee) or is held by M. Sinmmons or other persons or related
conpanies to M. Sinnons. Consequently, M. Simons may be deermed to control
each of these conpanies and us.

Qur corporate offices are |located at Three Lincoln Centre, 5430 LBJ Freeway,
Suite 1700, Dallas, Texas 75240. Qur tel ephone nunber is (972) 448-1400. W
maintain a website at ww. conpx. com

“ ”

Unl ess otherwise indicated, references in this report to “we, “us,” or
refer to ConpX International Inc. and its subsidiaries taken as a whol e.

“ ”

our
For war d- Looki ng St at enents

This Annual Report contains forward-looking statements within the neaning
of the Private Securities Litigation Reform Act of 1995. Statenents in this
Annual Report on Form 10-K that are not historical in nature are forward-I|ooking
in nature about our future, and are not statenents of historical fact. Such

statenents are found in this report, including, but not limted to, statenents
found in Item 1 - "Business," Item 1A - “Risk Factors,” Item 3 - "Legal
Proceedings,"” Item 7 - "Managenent’'s D scussion and Analysis of Financial

Condition and Results of Qperations" and Item 7A - "Quantitative and Qualitative
Di scl osures About Market Risk." These statenents are forward-1ooking statenents
that represent our beliefs and assunptions based on currently available

i nfornation. In some cases you can identify these forward-I|ooking statenents by
the use of words such as "believes," "intends," "may," "should," "could,"
"anticipates," "expects" or conparable term nology or by discussions of strategies
or trends. Al though we believe the expectations reflected in forward-Iooking
statenents are reasonable, we do not know if these expectations will be correct.
Forward-1 ooking statenents by their nature involve substantial risks and
uncertainties that could significantly inpact expected results. Actual future
results could differ materially from those predicted. Anong the factors that

coul d cause actual future results to differ nmaterially fromthose described herein
are the risks and wuncertainties discussed in this Annual Report and those
described fromtime to tine in our other filings with the SEC including, but not
limted to, the follow ng:

e Future supply and demand for our products,

e Changes in our raw naterial and other operating costs (such as steel and
energy costs),

e (Ceneral global economic and political conditions (such as changes in the
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| evel of gross donestic product in various regions of the world),
e Demand for office furniture,
e Service industry enploynent |evels,
e Denand for high perfornance mari ne conponents,

e Conpetitive products and prices, including conpetition from |[|ow cost
manuf act uri ng sources (such as China),

e Substitute products,

e Custoner and conpetitor strategies,

e The introduction of trade barriers,

e The inpact of pricing and production decisions,

e Fluctuations in the value of the US. dollar relative to other currencies
(such as the Canadi an dollar and New Tai wan dol | ar),

e Potential difficulties in integrating conpleted or future acquisitions,

e Decisions to sell operating assets other than in the ordinary course of
busi ness,

e Uncertainties associated with the devel opnent of new product features,

e Environnmental matters (such as those requiring emssion and discharge
standards for existing and new facilities),

e Qur ability to conply with covenants contained in our revolving bank credit
facility,

e The ultinmate outcone of incone tax audits, tax settlenent initiatives or
other tax matters,

e The inpact of current or future governnent regul ations,

e Possible future litigation,

e Possible disruption of our business or increases in the cost of doing
busi ness resulting fromterrorist activities or global conflicts; and

e (perating interruptions (including, but not limted to |abor disputes,
| eaks, natural disasters, fires, explosions, wunscheduled or unplanned
downtine and transportation interruptions).

Should one or nore of these risks naterialize or if the consequences
worsen, or if the underlying assunptions prove incorrect, actual results could
differ materially fromthose currently forecasted or expected. W disclaim any
intention or obligation to update or revise any forward-|ooking statement whether
as a result of changes in information, future events or otherw se.

I ndustry Overvi ew
We nanuf acture conponents that are sold to a variety of industries including

office furniture, recreational transportation (including performance boats),
nmai | boxes, tool boxes, appliances, banking equipnent, vending equipnment and

conputers and rel ated equi pnment. Approxi mately 33% of our total sales in 2008
are to the office furniture manufacturing industry, conmpared to 32% in 2007 and
36% in 2006. The decrease in the percentage of sales to the office furniture

industry from 2006 is partially the result of our strategy to diversify our sales
in order to strengthen our custoner base. W believe that our enphasis on new
product features and sales of our products to additional markets has resulted in
our potential for higher rates of earnings growmh and diversification of risk.
See also Item 6 — "Selected Financial Data" and Item 7 — "Managenent's Di scussion
and Analysis of Financial Condition and Results of Qperations.”

Busi ness Segnents

We currently have three operating business segnents — Security Products,
Furniture Conponents, and Marine Conponents. For additional infornmation
regarding our segnents, see “Part |l - Item 7. Mnagenent’s Discussion and

Anal ysis of Financial Condition and Results of Operations” and Note 2 to our
Consol i dated Fi nanci al Statenents.



Manuf act uring, Operations, and Products

Security Products. Qur Security Products segnent, with a manufacturing
facility in South Carolina and a facility in Illinois shared with Marine
Conponents, manufactures |ocking nmechani sne and ot her security products for sale
to the postal, transportation, office furniture, banking, vending, and other
i ndustries. W believe we are a North Anerican market |eader in the manufacture
and sal e of cabinet |ocks and other |ocking mechani sns. Qur security products
are used in a variety of applications including ignition systens, nmailboxes,
vendi ng and ganmi ng nachines, parking neters, electrical circuit panels, storage
conpartnents, office furniture and nedical cabinet security. These products
i ncl ude:

e disc tunbler |ocks which provide noderate security and generally represent
the | owest cost |ock to produce;

e pin tunbler |ocking mechanisns which are nore costly to produce and are
used in applications requiring higher levels of security, including our
KeSet high security system which allows the user to change the keying on a
single lock 64 tinmes without renoving the lock fromits enclosure; and

e our innovative elLock electronic |ocks which provide stand al one security
and audit trail capability for drug storage and ot her val uabl es through the
use of a proximty card, magnetic stripe, or keypad credentials.

A substantial portion of our Security Products’ sales consist of products
wi th specialized adaptations to an individual manufacturer’s specifications, sone
of which are |isted above. W also have a standardi zed product l|ine suitable for
many custoners which is offered through a North Anerican distribution network to
lock distributors and smaller original equipnment nmanufacturers (“OEMs”) via our
STOCK LOCKS di stribution program

Furniture Conmponents. Qur Furniture Conponents segment, with facilities in
Canada, M chigan and Taiwan, manufactures a conplete line of precision bal
bearing slides and ergonom c conputer support systens for use in applications
such as conputer related equipnent, appliances, tool storage cabinets, inmaging
equi prent, file cabinets, desk drawers, automated teller nachines and other
applications. These products include:

e our patented Integrated Slide Lock which allows a file cabinet manufacturer
to reduce the possibility of nultiple drawers being opened at the sane
tinme;

e our patented adjustable Ball Lock which reduces the risk of heavily-filled
drawers, such as auto nechanic tool boxes, from opening while in novenent;

e our Self-Closing Slide, which is designed to assist in closing a drawer and
is used in applications such as bottom nount freezers;

e articulating conmputer keyboard support arns (designed to attach to desks in
the workplace and home office environnents to alleviate possible user
strains and stress and naxim ze usabl e workspace), along with our patented
Lever Lock keyboard arm which is designed to nake ergonom ¢ adjustnents to
t he keyboard arm easi er

e CPU storage devices which ninimze adverse effects of dust and noisture;
and

e conplenentary accessories, such as ergonomc wist rest aids, nouse pad
supports and flat screen conputer nonitor support arms.

Mari ne Conponents. Qur Marine Conponents segnment, with a facility in
Wsconsin and a facility in Illinois shared with Security Products, nanufactures
and distributes marine instrunments, hardware and accessories for performance
boats. Qur specialty marine conponent products are hi gh performance conponents
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designed to operate within precise tolerances in the highly corrosive marine
environnent. These products include:

e original equipnent and aftermarket stainless steel exhaust headers, exhaust
pi pes, mufflers and other exhaust conponents;

e high performance gauges such as GPS speedoneters and tachoneters;
e controls, throttles, steering wheels and other billet accessories; and
e dash panels, LED lighting, rigging and other accessories.

Qur busi ness segnents operated six manufacturing facilities at Decenber 31

2008 including one facility in Gayslake, Illinois that houses operations
relating to Security Products and Mari ne Conmponents. For additional infornmation,
see also “ltem 2 - Properties”, including information regarding |eased and
distribution-only facilities.

Security Products Furni ture Components Mari ne Conponents

Maul di n, SC Kitchener, Ontario Neenah, W

G aysl ake, IL Byron Center, M G aysl ake, IL

Tai pei, Taiwan
Raw Materi al s

Qur prinary raw nmaterials are:

e zinc, copper and brass (used in the Security Products segnment for the
manuf acture of | ocki ng nechani sns);

e coiled steel (used in the Furniture Conponents segnent for the nmanufacture
of precision ball bearing slides and ergonom ¢ conputer support systemns);

e stainless steel (used in the Marine Conponents segnent for the nmanufacture
of exhaust headers and pi pes and ot her conponents; and

e plastic resins (used primarily in the Furniture Conmponents segnent for
injection nolded plastics enployed in the manufacturing of ergonomc
conput er support systens).

These raw naterials are purchased from several suppliers and are readily
avai |l abl e from numerous sources.

We occasionally enter into raw naterial arrangenents to nmtigate the short-
term inpact of future increases in raw material costs. Wile these arrangenents
do not necessarily commt us to a mininum volune of purchases, they generally
provide for stated unit prices based upon achievenent of specified purchase
vol unes. We utilize purchase arrangenents to stabilize our raw material prices
provided we neet the specified mninmm nonthly purchase quantities. Raw naterials
purchased outside of these arrangenments are sonetines subject to unanticipated and
sudden price increases. Due to the conpetitive nature of the narkets served by our

products, it is often difficult to recover all increases in raw material costs
through increased product selling prices or raw naterial sur char ges.
Consequently, overall operating margins can be affected by raw naterial cost
pr essures. Al of our primary raw naterials are inpacted by related commobdity

nmarkets where prices are cyclical, reflecting overall econonmic trends and specific
devel opnents in consum ng industries.



Pat ents and Tr adenar ks

We hold a nunber of patents relating to our conmponent products, certain of
which are believed to be inportant to us and our continuing business activity.
Patents generally have a term of 20 years, and our patents have renaining terms
ranging from less than one year to 15 years at Decenber 31, 2008. Qur nwj or
trademarks and brand nanes incl ude:

Furni ture Components Security Products Mari ne Conponents
ConpX Precision Slides® ConpX Security Products® Cust om Mari ne®
CompX Waterl oo® Nati onal Cabi net Lock® Li vorsi Mari ne®
ConpX Er gononX® Fort Lock® CM Industrial Mfflers™
ConpX Dur | SLi de® Ti nberl i ne® Custom Mari ne Stainless
Dynasl i de® Chi cago Lock® Exhaust ™
Waterl oo Furniture STOCK LOCKS® The #1 Choice in
Conponents Limted® KeSet ® Per f or mance Boati ng®
TuBar ® Mega Ri ni*
ACE | I ® Race Ri nf
ConpX eLock® ConpX Mari ne™

Lockvi ew® Sof tware
Sal es, Marketing and Distribution.

We sell conponents directly to large OEM custonmers through our factory-
based sales and narketing professionals and with engineers working in concert
with field sal espeopl e and i ndependent manufacturers' representatives. W select
manuf acturers' representatives based on special skills in certain nmarkets or
rel ationships with current or potential customers.

A significant portion of our sales are also nade through distributors. W
have a significant nmarket share of cabinet lock sales as a result of the
| ocksmith distribution channel. W support our distributor sales with a |ine of
standardi zed products used by the largest segnents of the narketplace. These
products are packaged and nerchandised for easy availability and handling by
di stributors and end users. Due to our success with the STOCK LOCKS inventory
program within the Security Products segnment, simlar prograns have been
i mpl enented for distributor sales of ergonomc conputer support systens within
the Furniture Conponents segnent.

In 2008, our ten largest customers accounted for approximately 35% of our
total sales; however, no one custoner accounted for sales of 10% or nore in 2008.
O the 35% 15%was related to Security Products and 20% was related to Furniture
Conponent s. Overall, our customer base is diverse and the loss of any single
custonmer would not have a material adverse effect on our operations.

Conpetition

The markets in which we participate are highly conpetitive. We conpete
primarily on the basis of product design, including ergonomc and aesthetic
factors, product quality and durability, price, on-tine delivery, service and
techni cal support. We focus our efforts on the niddle and hi gh-end segnents of

the market, where product design, quality, durability and service are valued by
t he customer.

Qur Marine Conponents segnent conpetes with snall donestic nanufacturers
and is mninmally affected by foreign conpetitors. Qur Security Products and
Furniture Conponents segnents conpete against a nunber of donestic and foreign
manuf act urers. Suppl i ers, particularly Asian based furniture conponent
suppliers, have put intense price pressure on our products. In some cases, we
have | ost sales to these | ower cost nmanufacturers. W have responded by
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e shifting the manufacture of sone products to our |ower cost facilities,

e working to reduce costs and gain operational efficiencies through workforce
reductions and | ean process inprovenents in all of our facilities, and

e by working with our custoners to be their val ue-added supplier of choice by
offering custoner support services which Asian based suppliers are
general |y unabl e to provide.

I nternational Qperations

We have substantial operations and assets |ocated outside the United States,
principally Furniture Conponent operations in Canada and Taiwan. The nmgjority of
our 2008 non-U.S. sales are to custoners located in Canada. These operations are
subj ect to, anobng other things, currency exchange rate fluctuations. Qur results
of operations have in the past been both favorably and unfavorably affected by
fluctuations in currency exchange rates. Political and econom c uncertainties in
certain of the countries in which we operate nmay expose us to risk of loss. W do
not believe that there is currently any likelihood of material |oss through
political or economic instability, seizure, nationalization or simlar event. W
cannot predict, however, whether events of this type in the future could have a
material effect on our operations. See Item 7 - "Managenent's Discussion and
Analysis of Financial Condition and Results of Operations,”" Item 7A -
"Quantitative and Qualitative Disclosures About Market Risk"™ and Note 1 to the
Consol i dated Fi nanci al Statenents.

Regul atory and Environnental Matters

Qur operations are subject to federal, state, local and foreign |laws and
regul ations relating to the use, storage, handling, generation, transportation

treatnment, enission, discharge, disposal, renmediation of and exposure to
hazardous and non-hazardous substances, materials and wastes ("Environnenta
Laws"). Qur operations also are subject to federal, state, local and foreign

laws and regulations relating to worker health and safety. We believe that we
are in substantial conpliance with all such laws and regulations. To date, the
costs of maintaining conpliance wth such laws and regulations have not
significantly inpacted our results. W currently do not anticipate any
significant costs or expenses relating to such matters; however, it is possible
future laws and regulations may require us to incur significant additional
expendi t ures.

Enpl oyees
As of Decenber 31, 2008, we enpl oyed the follow ng nunber of people:

United States 658
Canada(? 237
Tai wan 81
Tot al 976
(1) Approxi mately 75% of our Canadi an enpl oyees are represented by
a labor union covered by a collective bargaining agreenent. A new

col l ective bargai ning agreenent, providing for wage increases from0%to
1% was ratified in January 2009 and expires January 2012.

We believe our |abor relations are good at all of our facilities.

Avai |l abl e I nfornmation

Qur fiscal year end is always the Sunday closest to Decenber 31, and our
operations are reported on a 52 or 53-week fiscal vyear. We furnish our
stockhol ders with annual reports containing audited financial statenents. In
addition, we file annual, quarterly and current reports, proxy and infornmation
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statenents and other information with the SEC. W al so nake our annual report on
Form 10-K, quarterly reports on Form 10-Q «current reports on Form 8-K and all
rel ated amendrments, available free of charge through our website at ww. conpx.com
as soon as reasonably practical after they have been filed with the SEC. W also
provide to anyone, w thout charge, copies of the docunents upon witten request.
Requests should be directed to the attention of the Corporate Secretary at our
address on the cover page of this Form 10-K

Addi tional information, including our Audit Committee Charter, our Code of
Busi ness Conduct and Ethics and our Corporate Governance Guidelines, can also be
found on our website. Information contained on our website is not a part of this
Annual Report.

The general public nmay read and copy any naterials we file with the SEC at
the SEC s Public Reference Room at 100 F. Street, NE, Washington, DC 20549. The
public may obtain information on the operation of the Public Reference Room by
calling the SEC at 1-800-SEC-0330. W are an electronic filer. The SEC naintains
an Internet website at www. sec.gov that contains reports, proxy and infornmation
statenents and other infornmation regarding issuers that file electronically wth
the SEC, including us.

[tem 1A Rl SK FACTORS

Listed below are certain risk factors associated with us and our
busi nesses. |In addition to the potential effect of these risk factors discussed
bel ow, any risk factor which could result in reduced earnings or operating
| osses, or reduced liquidity, could in turn adversely affect our ability to
service our liabilities or pay dividends on our conmon stock or adversely affect
the quoted nmarket prices for our securities.

Many of the markets in which we operate are nmature and highly conpetitive
resulting in pricing pressure and the need to continuously reduce costs.

Many of the markets we serve are highly conpetitive, with a nunber of
conpetitors offering simlar products. We focus our efforts on the mddle and
hi gh-end segnment of the market where we feel that we can conpete due to the
i nportance of product design, quality and durability to the custoner. However
our ability to effectively conpete is inpacted by a nunber of factors. The
occurrence of any of these factors could result in reduced earnings or operating
| osses.

e Conpetitors nay be able to drive down prices for our products because their
costs are |l ower than our costs, especially those sourced from Asi a.

e Conmpetitors' financial, technological and other resources may be greater
than our resources, which may enable them to nore effectively wi thstand
changes in market conditions.

e Conpetitors may be able to respond nore quickly than we can to new or
ener gi ng technol ogi es and changes i n custoner requirenents.

e Consolidation of our conpetitors or custoners in any of the markets in
whi ch we conpete may result in reduced denmand for our products.

e New conpetitors could energe by nodifying their existing production
facilities to manufacture products that conmpete with our products.

e Qur ability to sustain a cost structure that enables us to be cost-
conpetitive.

e CQur ability to adjust costs relative to our pricing.

e Custoners may no |longer value our product design, quality or durability
over | ower cost products of our conpetitors.



Sal es for certain precision slides and ergonom ¢ products are concentrated in the
office furniture industry, which has periodically experienced significant
reductions in demand that could result in reduced earnings or operating |osses.

Sales of our products to the office furniture manufacturing industry
accounted for approximately 33% 32% and 36% for 2008, 2007 and 2006,
respectively, of our net sales. The future growth, if any, of the office
furniture industry will be affected by a variety of nacroeconom c factors, such
as service industry enployment |evels, corporate cash flows and non-residentia
commercial construction, as well as industry factors such as corporate
reengi neering and restructuring, technol ogy demands, ergonomc, health and safety
concerns and corporate relocations. There can be no assurance that current or
future economic or industry trends will not materially and adversely affect our
busi ness.

Qur failure to enter into new narkets with our current businesses would result in
the continued significant inpact of fluctuations in demand within the office
furniture manufacturing industry on our operating results.

In an effort to reduce our dependence on the office furniture market for
certain products and to increase our participation in other markets, we have been
devoting resources to identify new custonmers and devel op new applications for
those products in markets outside of the office furniture industry, such as hone
appl i ances, tool boxes and server racks. Devel opi ng these new applications for

our products involves substantial risk and uncertainties due to our limted
experience with custonmers and applications in these markets as well as facing
conpetitors who are already established in these narkets. W my not be

successful in devel oping new custonmers or applications for our products outside
of the office furniture industry. Significant time nay be required to devel op
new applications and uncertainty exists as to the extent to which we wll face
conpetition in this regard.

Qur devel opnent of innovative features for current products is critical to
sustai ning and grow ng our sales.

Historically, our ability to provide val ue-added custom engi neered products
that address requirenments of technology and space utilization has been a key

el ement of our success. We spend a significant amount of tine and effort to
refine, inmprove and adapt our existing products for new custonmers and
applications. Since expenditures for these types of activities are not

consi dered research and devel opment expense under accounting principles generally
accepted in the United States of Anerica, the anobunt of our research and
devel opnent expenditures, which is not significant, is not indicative of the
overall effort involved in the developnent of new product features. The
i ntroduction of new product features requires the coordination of the design,
manufacturing and nmarketing of the new product features wth current and
potential custoners. The ability to coordinate these activities with current and
potential custoners may be affected by factors beyond our control. Wile we wll
continue to enphasize the introduction of innovative new product features that
target custoner-specific opportunities, there can be no assurance that any new
product features we introduce will achieve the sane degree of success that we
have achieved with our existing products. I ntroducti on of new product features
typically requires us to increase production volune on a tinely basis while
mai ntai ning product quality. Manuf acturers often encounter difficulties in
i ncreasing production volunes, including delays, quality control problens and
shortages of qualified personnel or raw naterials. As we attenpt to introduce
new product features in the future, there can be no assurance that we wll be
able to increase production volume w thout encountering these or other problens,
whi ch m ght negatively inpact our financial condition or results of operations.



Recent and future acquisitions could subject us to a nunber of operational risks.

A key conmponent of our strategy is to grow and diversify our business
t hrough acquisitions. Qur ability to successfully execute this conponent of our
strategy entails a number of risks, including:
e the identification of suitable growh opportunities;

e an inaccurate assessnent of acquired liabilities that were undi sclosed or
not properly disclosed;

e the entry into markets in which we may have linited or no experience;

e the diversion of nanagenent’s attention from our core businesses;

e the potential loss of key enployees or custoners of the acquired
busi nesses;

e difficulties in realizing projected efficiencies, synergies and cost
savi ngs; and

e an increase in our indebtedness and a limtation in our ability to access
addi ti onal capital when needed.

Hi gher costs of our raw materials nay decrease our liquidity.

Certain of the raw materials used in our products are commodities that are
subject to significant fluctuations in price in response to world-w de supply and
demand. Coiled steel is the major raw material used in the manufacture of
precision ball bearing slides and ergonom c conputer support systens. Pl astic
resins for injection nolded plastics are also an integral material for ergonomc
conputer support systens. Zinc is a principal raw nmaterial wused in the
manuf acture of security products. Stainless steel tubing is the mjor raw
material used in the nmanufacture of marine exhaust systens. These raw materials
are purchased from several suppliers and are generally readily available from
nunerous sources. W occasionally enter into raw material supply arrangenents to
mtigate the short-term inpact of future increases in raw material costs.
Materials purchased outside of these arrangenents are sonetines subject to
unanti ci pated and sudden price increases. Should our vendors not be able to neet
their contractual obligations or should we be otherwise unable to obtain
necessary raw materials, we nmay incur higher costs for raw materials or nmay be
required to reduce production levels, either of which may decrease our liquidity
as we may be unable to offset the higher costs with increased selling prices for
our products.

Negative worl dwi de econom c conditions could continue to result in a decrease in
our sales and an increase in our operating costs, which could continue to
adversely affect our business and operating results.

If the current worldw de econonic downturn continues, nany of our direct
and indirect customers may continue to delay or reduce their purchases of the
conponents we manufacture or products that utilize our conponents. |In addition,
many of our custoners rely on credit financing for their working capital needs
If the negative conditions in the global credit narkets continue to prevent our
custoners' access to credit, product orders nay continue to decrease which could
result in lower sales. Likewise, if our suppliers continue to face challenges in
obtaining credit, in selling their products or otherwise in operating their
busi nesses, they may becone unable to continue to offer the materials we use to
manuf acture our products. These actions could continue to result in reductions in
our sales, increased price conpetition and increased operating costs, which could
adversely affect our business, results of operations and financial condition



Negative global econonmic conditions increase the risk that we could suffer
unrecoverabl e | osses on our custoners' accounts receivable which would adversely
af fect our financial results.

We extend credit and payment terns to some of our custoners. Although we
have an ongoing process of evaluating our custoners' financial condition, we
could suffer significant losses if a custoner fails and is unable to pay us. A
significant |loss of an accounts receivable would have a negative inpact on our
financial results.

| TEM 1B. UNRESOLVED STAFF COMVENTS
None.

| TEM 2. PROPERTI ES

Qur principal executive offices are |located in approximtely 1,000 square
feet of |eased space at 5430 LBJ Freeway, Dallas, Texas 75240. The follow ng
table sets forth the location, size, business operating segnent and general
product types produced for each of our operating facilities.

Si ze
Busi ness (square

Facility Name Segnent Locati on feet) Products Produced
Omed Facilities:

Vat er | ooV FC Ki tchener, Ontario 276, 000 Sl i des/ ergonom ¢ products

Duri sl ide® FC Byron Center, M 143, 000 Sli des

Nati onal (¥ sP Maul di n, SC 198, 000 Security products

Dynasl! i de(? FC Tai pei, Tai wan 45, 500 Sli des

Cust om? MC Neenah, W 95, 000 Speci alty marine products

Fort, Tinmberline SP/ MC Graysl ake, IL 120, 000 Security products/specialty

and Livorsi ¥ mari ne products
Leased Facilities:

Dynasl i de FC Tai pei, Taiwan 36, 000 Sli des

Dynasl i de FC Tai pei, Taiwan 22,000 Slides

Dstribution Center SP/ FC/ MC Rancho Cucanonga, 12, 000 Product distribution

CA

FC — Furniture Components busi ness segnent
SP — Security Products busi ness segnent
MC — Marine Conponents busi ness segnent

(1 | SO-9001 registered facilities

(2 1 SO-9002 registered facilities

W believe all of our facilities are well naintained and satisfactory for
their intended purposes.

| TEM 3. LEGAL PROCEEDI NGS

W are involved, fromtime to time, in various environnental, contractual,
product liability, patent (or intellectual property) and other clains and
di sputes incidental to our business. In addition to the information that is

i ncl uded below, we have included certain of the information called for by this

Iltem in Note 12 to the Consolidated Financial Statements, and we are

incorporating that information here by reference. On February 10,2009, a

conplaint was filed with the US. International Trade Commission (“ITC') by

Humanscal e Corporation alleging the unlawful inportation of certain adjustable
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keyboard support systens and conponents into the U S. by us and our Canadian
subsi diary, ConpX Waterloo. Additionally, on February 13, 2009, a conplaint for
patent infringenent was filed in the United States District Court by Humanscal e
agai nst us and ConpX Waterloo. W have not been served in this matter as of the
date of the filing of this Annual Report on Form 10-K, however, we deny the
al l egations of patent infringenent. Currently no material environnmental or other
material litigation is pending or, to our know edge, threatened. W currently
believe that the disposition of all clains and disputes, individually or in the
aggregate, should not have a material adverse effect on our consolidated
financial condition, results of operations or liquidity.

| TEM 4. SUBM SSI ON OF MATTERS TO A VOTE OF SECURI TY HOLDERS

None.



PART 11
| TEM 5. MARKET FOR REG STRANT' S COMMON EQUI TY AND RELATED STOCKHOLDER MATTERS

Common Stock and Dividends. Qur Cass A common stock is listed and traded
on the New York Stock Exchange (synbol: ClX). As of February 23, 2009, there
were approximately 16 holders of record of ConpX Cass A conmon stock. The
following table sets forth the high and |ow closing sales prices per share for
our Class A common stock for the periods indicated, according to Bl oonberg, and
di vidends paid during each period. On February 23, 2009, the closing price per
share of our O ass A common stock was $4.99.

Di vi dends
H gh Low pai d

Year ended Decenber 31, 2007

First Quarter $20. 44 $15. 19 $. 125

Second Quarter 20. 37 16. 00 . 125

Third Quarter 20. 87 14. 23 . 125

Fourth Quarter 20. 13 12.05 . 125
Year ended Decenber 31, 2008

First Quarter $14. 62 $ 8.07 $.125

Second Quarter 9.20 5.01 . 125

Third Quarter 7.70 5.02 . 125

Fourth Quarter 7.53 4.76 . 125
January 1, 2008 through February 23, 2009 $ 5.80 $ 4.99 $ -

W paid regular quarterly dividends of $.125 per share during 2007 and 2008.
In February of 2009, our board of directors declared a first quarter 2009 dividend
of $.125 per share, to be paid on March 24, 2009 to ConpX sharehol ders of record
as of March 10, 2009. However, declaration and paynment of future dividends and
the anmount thereof, if any, is discretionary and is dependent upon our results of
operations, financial condition, cash requirenents for our businesses, contractual
requi renents and restrictions and other factors deened relevant by our board of
directors. The anobunt and timng of past dividends is not necessarily
i ndi cative of the anpbunt or timng of any future dividends which we mght pay. In
this regard, our revolving bank credit facility places certain restrictions on the
payment of dividends. W are linmted to (i) a $.125 per share quarterly dividend,
not to exceed $8.0 mllion in any cal endar year, plus (ii) $20.0 mllion plus 50%
of net income since Septenber 30, 2008 over the termof the credit facility.

Per f ormance G aph. Set forth below is a line graph conparing the yearly
change in our cunulative total stockholder returns on our Cass A comon stock
agai nst the cumulative total return of the Russell 2000 Index and an index of a
self-selected peer group of conpanies for the period from Decenber 31, 2003
t hrough Decenber 31, 2008. The peer group index is conprised of The Eastern
Conpany and Leggett & Platt Inc. The graph shows the value at Decenber 31 of each
year assuning an original investnment of $100 at Decenber 31, 2003 and reinvestnent
of dividends.



Decenber 31,
2003 2004 2005 2006 2007 2008

ConmpX I nternational Inc. $100 $260 $260 $337 $251 $98
Russel | 2000 | ndex 100 118 124 146 144 95
Peer G oup 100 134 112 120 92 83
Comparison of Cumulative Five Year Total Return
$400
$350
$300
$250
$200
$150
$100
$50
$0 T T T T i
2003 2004 2005 2006 2007 2008
—e— CompX nternational Inc. —— Russell 2000 —A— Peer Group

Equity conpensation plan information. W have an equity conpensation plan,
approved by our stockhol ders, which provides for the discretionary grant to our
enpl oyees and directors of, anbng other things, options to purchase our Class A
common stock and stock awards. As of Decenber 31, 2008, there were 134,000
options outstanding to purchase an equival ent number of shares of our Class A
conmon stock, and approximately 878,820 shares of our Cass A compn stock were
avail able for future grant or issuance. W do not have any equity conpensation
pl ans that were not approved by our stockholders. See Note 8 to the Consolidated
Fi nanci al Statenents.

Treasury Stock Purchases. Qur board of directors has previously authorized
t he repurchase of our Class A conmon stock in open market transactions, including
bl ock purchases, or in privately-negotiated transactions at unspecified prices
and over an unspecified period of time, which may include transactions with our
affiliates. We may repurchase our comon stock from time to time as market
conditions permit. The stock repurchase program does not include specific price
targets or timetables and may be suspended at any tinme. Dependi ng on market
conditions, we may terminate the program prior to its conpletion. W wll use
cash on hand to acquire the shares. Repurchased shares will be added to our
treasury and cancelled. W did not purchase any shares of our comon stock during
the fourth quarter of 2008. See Note 8 to the Consolidated Financial Statenents.

| TEM 6. SELECTED FI NANCI AL DATA
The follow ng selected financial data should be read in conjunction with our
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Consolidated Financial Statenments and Item 7 - "Managenent's Discussion and
Anal ysi s of Financial Condition and Results of Operations."

Qur fiscal year end is always the Sunday closest to Decenber 31, and our
operations are reported on a 52 or 53-week fiscal year. 2004 was a 53-week year,
all other years shown are 52-week years.

Years ended Decenber 31,
2004 2005 2006 2007 2008
($ in mllions, except per share data)

St atenents of Qperations Data:

Net sal es $182. 6 $186. 3 $190.1 $177.7 $165.5
Gross Margin 39.8 43. 8 46.5 45. 2 40. 3
Operating incone 15. 4 19.1 20.3 15. 6 6.2V
Provision for incone taxes 7.8 18.6 9.7 6.9 7.2
Incone (loss) from continuing

operations 9.5 0.9 11.7 9.0 (3.1)
Di sconti nued operations (12.5) (0.5) - - -

Net incone (I oss) $ (3.0) $ 0.4 $11.7 $ 9.0 $ (3.1)

Di | uted Earnings Per Share Data:

Incone (loss) from
Cont i nui ng operations $ .63 $ .06 % .76 $ .61 $ (.25
Di sconti nued operations (.83) (.03) - - -

$ (.200 $ .03 $ .76 $ .61 $ (.25

Cash di vi dends $ .125 % .50 % .50 $ .50 $ .50
Wei ght ed average conmon shares
out st andi ng 15.2 15.2 15. 3 14. 8 12. 4

Bal ance Sheet Data (at year end):

Cash and ot her current assets $ 78.3 $ 80.8 $ 76.2 $ 68.2 $ 59.5
Total assets 186. 3 188. 6 192. 0 187.7 163. 4
Current liabilities 26.0 20.3 17.8 18.9 17.0
Long-term debt and note payabl e
to affiliate, including
current maturities 0.1 1.6 - 50.0 43.0
St ockhol ders' equity 155. 3 150. 1 153. 7 104. 1 91.3
Statenents of Cash Fl ow Dat a:
Cash provided by (used in):
Qperating activities $ 30.2 $ 20.0 $ 27.4 $ 11.9 $ 15.7
Investing activities (3.2 (3.7) (19.3) (12. 4) (5.1)
Fi nancing activities (27.1) (7.2) (8.8) (11.7) (14.2)
(D I'ncludes a $9.9 nillion goodwill inpairnent charge related to our Marine

Conponents Segnent. See Note 4 to our Consolidated Financial Statenents.
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| TEM 7. MANAGEMENT' S DI SCUSSI ON AND ANALYSI S OF FI NANCI AL CONDI TI ON AND
RESULTS OF OPERATI ONS

Busi ness Overvi ew

We are a | eading manufacturer of security products, precision ball bearing
slides, and ergonom c conputer support systens used in the office furniture,
transportation, postal, tool storage, home appliance and a variety of other
i ndustries. W are also a leading manufacturer of stainless steel exhaust
systens, gauges and throttle controls for the performance boat industry.

Qperating I ncome Overview

We reported operating income of $6.2 nmillion in 2008 conpared to operating
income of $15.6 mllion in 2007 and $20.3 nillion in 2006. Qur 2008 results
include a $9.9 nmillion goodwill inpairnent charge related to our Marine
Conponents unit. See Note 4 to the Consolidated Financial Statenents.

The goodwi || inpairnment charge has no inpact on our liquidity, cash flows
from operating activities, or debt covenant conpliance, and does not have any
i mpact on future operations. In an effort to provide investors with additional

information regarding our results of operations as determned by accounting
principles generally accepted in the United States of Anerica (“GAAP’), we have
di scl osed below our operating income, excluding the inpact of the goodwill
i mpai rment charge, which is a non-GAAP neasure that is used by our nmanagenent to
assess the perfornmance of our operations. W believe the disclosure of operating
i ncome, exclusive of the goodw || inpairment charge, provides useful information
to investors because it allows investors to analyze the perfornance of our
operations in the sane way that our managenent assesses perfornmance.

Operating | ncone
For the Year Ended Decenber 31, 2008

I ncl udi ng the Excl udi ng the
effect of the effect of the
goodwi | | goodwi | |
i mpai r ment Goodwi | | i mpai r ment
char ge i mpai r nent char ge
( GAAP) char ge ( Non- GAAP)
(Dol lars in thousands)
Qperating incone $6, 186 $9, 881 $16, 067
Excluding the goodwi || inmpairnment charge, we reported operating incone of

$16.1 million in 2008 conpared to $15.6 mllion in 2007, although 2007 operating
incone was inpacted by $2.7 million in facility consolidation costs. The change
in operating income conpared to 2007, excluding the goodw || inpairnment charge,
was prinmarily the net result of |ower order rates from many of our custoners due
to unfavorable economc conditions in North Anerica and increased raw naterial
costs, offset by the favorable effects of facility consolidation costs incurred
in 2007, the continuation of cost reductions throughout 2008 and changes in
foreign currency exchange rates.

Qur operating incone decreased from 2006 to 2007 primarily due to the
unfavorabl e effects of costs incurred in 2007 related to the consolidation of
three of our northern Illinois facilities into one facility, the unfavorable
effect of relative changes in foreign currency exchange rates, |lower sales to the
office furniture industry due to conpetition from lower priced Asian
manuf acturers and | ower order rates from many of our custonmers due to unfavorable
economi ¢ conditions in North Anerica.
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Fluctuations in foreign currency exchange rates positively inpacted sales
by $406, 000, and positively inpacted operating income by $1.3 million in 2008, as
conpared to 2007. The positive inpact on sales relates to sales denominated in
non-U.S. dollar currencies translated into higher US. dollar sales due to a
strengthening of the local currency in relation to the U S dollar. The positive
i mpact on operating incone is due to foreign currency transaction gains in 2008
as conpared to losses in 2007. Fluctuations in foreign currency exchange rates
positively inpacted sales in 2007 as conpared to 2006 by $900, 000, and negatively
i mpacted operating incone by $2.4 nmillion. The inpact on net sales is prinmarily
due to the strengthening Canadian dollar in relation to the U S. dollar. The net
i mpact on operating income primarily results fromour Canadi an operations, due to
the relative increase in costs as a result of the stronger Canadi an doll ar.

Critical Accounting Policies and Esti nates

We have based the acconpanying "Managenent's Discussion and Analysis of
Financial Condition and Results of Qperations" upon our Consolidated Financial
Statenments. W prepared our Consolidated Financial Statements in accordance with
accounting principles generally accepted in the United States of Anerica
("GAAP"). In preparing our Consolidated Financial Statenents, we are required to
nmake estinmates and judgrments that affect the reported anpbunts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of
the financial statenents, and the reported anmount of revenues and expenses during
the reported period. On an on-going basis, we evaluate our estinmates, including
those related to inventory reserves, the recoverability of long-lived assets
(i ncluding goodwi Il and other intangible assets) and the realization of deferred
i ncome tax assets. W base our estimates on historical experience and on vari ous
ot her assunptions that we believe are reasonable under the circunstances, the
results of which formthe basis for nmeking judgnents about the reported anmounts
of assets, liabilities, revenues and expenses. Qur actual future results m ght
differ from previously-estinated anounts under different assunptions or
condi tions.

W believe the following critical accounting policies affect our nore
significant judgnents and estinmates used in the preparation of our Consolidated
Fi nancial Statenents and are applicable to all of our operating segnents:

e Inventory reserves - W provide reserves for estinmated obsolete or
unmarketable inventories equal to the difference between the cost of
inventories and the estimated net realizable value using assunptions about
future demand for our products and market conditions. W al so consider the
age and the quantity of inventory on hand in estimating the reserve. | f
actual narket conditions are |l ess favorable than those we projected, we nmay
be required to recogni ze additional inventory reserves.

e Coodwill and other intangible assets - In accordance with SFAS No. 142
Goodwi I | and other Intangi ble Assets, we review goodwill for inpairnent at
| east annually. W are also required to review goodwi Il for inmpairnment at

other tinmes during each year when inpairment indicators, as defined, are
present. The estimted fair values of our three reporting units are
det erm ned based on di scounted cash flow projections (Level 3 inputs). See

Notes 1 and 4 to the Consolidated Financial Statenents. Si gni fi cant
judgment is required in estimating cash flows. Consi der abl e managenent
judgment is necessary to evaluate the inpact of operating changes and to
estimate future cash flows. Assunptions wused in our inpairnent

eval uations, such as forecasted growh rates and our cost of capital, are
consistent with our internal projections and operating plans.

During the third quarter of 2008, we reviewed goodwi Il for inpairnment at
each of our reporting units. We concluded the fair value of our Marine
Reporting unit did not exceed the carrying value of its net assets as of
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Septenber 30, 2008. As a result, we recorded a goodwi Il inpairnment charge
of $9.9 mllion for our Marine Conponents reporting unit, which represented
all of the goodwill we had previously recognized for this reporting unit.
The factors that led us to conclude goodwi || associated with the Marine
Conponents reporting unit was fully inpaired include the continued decline
in consunmer spending in the marine nmarket as well as the overall negative
econom ¢ outl ook, both of which resulted in near-term and |onger-term
reduced revenue, profit and cash flow forecasts for the Marine Components
unit. While we continue to believe in the long term potential of the
Mari ne Conponents unit, due to the extraordinary economc downturn in the
mari ne industry we are not currently able to foresee when the industry and
our business will recover. 1In response to the present econonic conditions,
we have taken steps to reduce operating costs wthout inhibiting our
ability to take advantage of opportunities to expand our market share.

Wien we performed this analysis in the third quarter of 2008, we also

reviewed the goodw Il associated with our Security Products and Furniture
Conponents reporting units as well as the other intangible assets
associated with our Marine Conponents wunit (including custonmer |ists,
trademarks and patents), and concluded there was no inpairnent of either
the goodwill for those reporting units or the other intangible assets of
our Marine Conponents unit. The estimated fair values were al so determ ned
based on discounted cash flow projections. Assunptions used in these

i mpai rment eval uations, such as forecasted growmh rates and our cost of

capital, are consistent with our internal projections and operating plans.

However, different assunptions and estimates could result in materially
different findings which could result in the recognition of a naterial

asset inpairnent. Due to the continued weakening of the econony, we re-
eval uated the goodwi || associated with our Furniture Conmponents reporting
unit again in the fourth quarter of 2008 and concluded no additional

i mpai rments were present.

If our future results were to be significantly below our current
expectations, it is reasonably likely that we would conclude additiona
impairments of the goodwill and intangible assets associated with our
Furniture Conponents reporting unit would be present. As of Decenber 31,
2008 our Furniture Conponents reporting unit had approximately $7.1 mllion
of goodwi || . Hol ding all other assunptions constant at the re-eval uation
date, a 100 to 200 basis point increase in the discount rate would reduce
the enterprise value for our Furniture Conponents reporting unit,
i ndicating potential inpairnment. If we record additional impairnent
charges in the future, it could cause us to fail to conply with one or nore
of the financial covenants contained in our credit facility. See Note 6 to
the Consolidated Financial Statenents. In the event we were to fail to
conply with one or nore covenants, we would attenpt to negotiate waivers of
any nonconpliance; however, there can be no assurance that we woul d be able
to negotiate any waivers. |In addition, the costs or conditions associated
with any waivers could be significant. At Decenber 31, 2008 we had no
bal ances outstandi ng under the facility and we do not anticipate needing to
utilize the facility for operations in 2009.

Long-lived assets - W assess our property and equipnent costs for
i mpairment only when circunstances indicate an inpairnment nmay exist, in
accordance with SFAS No. 144, Accounting for the Inpairment or D sposal of
Long-Li ved Assets. Qur determnation is based upon, anobng other things,

our estimates of the anpbunt of future net cash flows to be generated by the
long-lived asset (Level 3 inputs) and our estinates of the current fair
val ue of the asset. Significant judgnment is required in estimating cash
flows. Consi derabl e managenent judgnent is necessary to evaluate the
i npact of operating changes and to estinmate future cash flows. Assunptions
used in our inpairnent evaluations, such as forecasted growh rates and our
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cost of capital, are consistent with our internal projections and operating
plans. No inpairment was identified in 2008.

Incone taxes — W recognize deferred taxes for future tax effects of
tenporary differences between financial and incone tax reporting in
accordance with the recognition criteria of SFAS No. 109, Accounting for
Incone Taxes. W record a reserve for uncertain tax positions in accordance
with FIN No. 48, Accounting for Uncertain Tax Positions for tax positions
where we believe it is nore-likely-than-not our position will not prevai
with the applicable tax authorities. Wiile we have considered future
taxabl e i ncone and ongoi ng prudent and feasible tax planning strategies in
assessing the need for a valuation allowance, it is possible that in the
future we may change our estimate of the anpbunt of the deferred income tax
assets that would nore-likely-than-not be realized in the future resulting
in an adjustnent to the deferred incone tax asset valuation allowance that
woul d either increase or decrease, as applicable, reported net inconme in
the period the change in estimte was made.

In addition, we nake an evaluation at the end of each reporting period as
to whether or not some or all of the undistributed earnings of our foreign
subsidiaries are permanently reinvested (as that termis defined in GAAP).
Wiile we may have concluded in the past that sone of the undistributed
earnings are pernanently reinvested, facts and circunstances can change in
the future, and it is possible that a change in facts and circunstances

such as a change in the expectation regarding the capital needs of our
foreign subsidiaries, could result in a conclusion that sone or all of the

undi stributed earnings are no |onger pernmanently reinvested. In such an
event, we would be required to recognize a deferred incone tax liability in
an anount equal to the estimted increnental U S income tax and

wi thholding tax liability that would be generated if all of the previously-
consi dered permanently reinvested undistributed earnings were distributed
to us in the U S

Accruals - W record accruals for environnental, legal and other
contingencies and commtnents when estinated future expenditures associated
with the contingencies becone probable, and we can reasonably estinate the
amounts of the future expenditures. However, new information nay becone
available to us, or circunstances (such as applicable |aws and regul ati ons)
may change, thereby resulting in an increase or decrease in the anobunt we
are required to accrue for such matters (and, therefore, a corresponding
decrease or increase of our reported net income in the period of such
change.)



Results of Operations - 2008 Conpared to 2007 and 2007 Conpared to 2006

Years ended Decenber 31, %Change
2006 2007 2008 2006- 07 2007-08
(Dollars in mllions)
Net sal es $190. 1 $177.7 $165.5 (7% (7%
Cost of good sold 143. 6 132.5 125.2 (8% (6%
G oss margin 46.5 45. 2 40. 3 (3% (11%
Operating costs and expenses 26. 2 29.6 24. 2 13% (18) %
Goodwi | | i npai r ment - - 9.9 - n. m
Qperating i ncone $ 20.3 $ 15.6 $ 6.2 (23% (60%
Percent of net sales:
Cost of goods sold 76% 75% 76%
Gross margin 24% 25% 24%
Operating costs and expenses 14% 17% 15%
Goodwi | | i npai r nent - - 6%
Qperating i nconme 11% 9% 4%

n.m not neani ngful

Net Sales. Net sales decreased in 2008 as conpared to 2007 principally due
to lower order rates from many of our custoners resulting from unfavorable
econom c conditions in North Anerica, offset in part by the effect of sales price
increases for certain products to nmitigate the effect of higher raw nateri al
costs.

Net sales decreased in 2007 as conpared to 2006 principally due to |ower
sales of certain products to the office furniture market where Asian conpetitors
have established selling prices at a |evel below which we consider would return a
mninmally sufficient margin to us as well as lower order rates from nany of our
custonmers due to unfavorable economc conditions, offset in part by the effect of
sales price increases for certain products to nitigate the effect of higher raw
material costs.

Costs of Goods Sold and Gross Margin. Cost of goods sold decreased from
2007 to 2008 primarily due to decreased sales volunes. As a percentage of sales,
gross margin decreased in 2008 fromthe prior year. The decrease in gross nargin
is primarily due to higher raw naterial costs, not all of which could be recovered
through sales price increases or surcharges, conbined with reduced coverage of
fixed nmanufacturing costs from |lower sales volume partially offset by |ower
depreciation expense in 2008 due to a reduction in capital expenditure
requi renents for shorter lived assets over the last several years in response to
| oner sal es.

Cost of goods sold decreased from 2006 to 2007, and gross nargi n percentage
increased fromthe prior year. During 2007, we experienced the favorable effects
of an inproved product mix due to the sales decline prinmarily occurring in our
| ower margin Furniture Conponents segment and inproved operating efficiency within
our recently acquired Marine operations partially offset by the unfavorable effect
of relative changes in foreign currency exchange rates, |lower sales to the office
furniture industry due to conpetition from |lower priced Asian nanufacturers and
lower order rates from nmany of our custoners due to unfavorable economc
condi ti ons.



perating Costs and Expenses. Operating costs and expenses consists
primarily of salaries, conm ssions and advertising expenses directly related to
product sales, as well as, gains and | osses on plant, property and equi prent and
currency gains and | osses. As a percentage of net sales, operating costs and
expenses decreased from 2007 to 2008 primarily as a result of $2.7 mllion of
costs recorded in 2007 related to the consolidation of three of our northern
IIlinois facilities into one facility (see Note 9 to the Consolidated Fi nancial
Statenents) and a $1.8 million favorable change in currency gains and | osses.

As a percentage of net sales, operating costs and expenses increased from
2006 to 2007 prinmarily as a result of |ower sales volumes in 2007, the increase
in foreign exchange transaction |osses due to the strengthening of the Canadi an
dollar in relation to the U S. dollar (a |oss increase over 2006 of $1.2 mllion)
as well as $2.7 mllion of costs related to the consolidation of three of our

northern Illinois facilities into one facility in 2007.
Goodwi I | inpairnent. In 2008, we recorded a goodwi || inpairnment charge of
$9.9 mllion for our Marine Conponents reporting unit. See Note 4 to the

Consol i dated Fi nanci al Statenents.

Qperating |ncone. Excluding the goodwill inmpairment charge discussed
above, the conparison of operating inconme for 2008 to 2007 was primarily inpacted

by:

e a negative inpact of approximately $5.4 mllion relating to |ower order
rates from many of our custonmers resulting from unfavorable econonic
conditions in North America, and

e increased raw material costs that we were not able to fully recover through
sales price increases by approximately $1.0 mllion due to the conpetitive
nature of the markets we serve

The above decreases were primarily offset by:

e the one-tinme $2.7 mllion of facility consolidation costs incurred in 2007,

e $1.8 nmillion in |ower depreciation expense in 2008 due to a reduction in
capital expenditures for shorter |ived assets over the |ast several years
in response to | ower sales, and

e the $1.3 mllion favorable effect on operating i ncome of changes in foreign
currency exchange rates.

Operating incone for 2007 decreased $4.7 nmillion, or 23% conmpared to 2006
and operating margins decreased to 9% in 2007 conpared to 11% for 2006. We
experi enced the favorable effects of an i nproved product m x due to:

e a higher portion of the sales decline in 2007 occurring anmong |ower nargin
products,

e an increased percentage of sales from our higher margin Marine business,
and

e inproved operating efficiency wthin our recently acquired Marine
operations.

However, these inprovenents were nore than offset by the unfavorable effects
of :

e the $2.7 mlIlion one-tinme facility consolidation costs noted above,

e a $2.4 mllion unfavorable effect of relative changes in foreign currency
exchange rates (including the $1.2 nmillion related to foreign exchange
transaction | osses noted above),

e Jlower sales to the office furniture industry due to conpetition from | ower
priced Asian manufacturers, and
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e J|lower order rates from many of our custoners due to unfavorable econonic
condi tions.

Currency. Qur Furniture Conponents segnent has substantial operations and
assets located outside the United States (in Canada and Taiwan). The mgjority of
sal es generated from our non-U. S. operations are denomnated in the U S. dollar
with the remainder denonminated in other currencies, principally the Canadi an
dol lar and the New Taiwan dollar. Mst raw materials, |abor and other production
costs for our non-U. S. operations are denom nated primarily in |ocal currencies.
Consequently, the translated U S. dollar values of our non-US. sales and
operating results are subject to currency exchange rate fluctuations which may
favorably or unfavorably inmpact reported earnings and may affect conparability of
peri od-to-period operating results.

Overall, fluctuations in foreign currency exchange rates had the follow ng
ef fects on our Furniture Conmponent segnent’s net sal es and operating incone:

I ncrease (decrease) -
Year ended Decenber 31,

2006 vs 2007 2007 vs 2008
| mpact on: (I'n thousands)
Net sal es $ 886 $ 406
Qperating incone (2,384) 1, 304

The positive inmpact on sales relates to sales denominated in non-U.S.
dollar currencies translating into higher US. dollar sales due to a
strengthening of the local currency in relation to the U S. dollar. The negative
i npact on operating incone for the 2006 versus 2007 conparison results fromthe
U. S. dollar denom nated sales of non-U S. operations converted into |ower |oca
currency anounts due to the weakening of the U S. dollar. This negatively
i mpacts margin as it results in less |ocal currency generated fromsales to cover
the costs of non-U S. operations which are denominated in the local currency.
The positive inpact on operating incone for the 2007 versus 2008 conparison is
due to currency exchange gains in 2008 as conpared to | osses in 2007.

Cener a

Qur profitability primarily depends on our ability to utilize our production
capacity effectively, which is affected by, anong other things, the demand for our
products and our ability to control our nanufacturing costs, primarily conprised
of labor costs and raw materials such as zinc, copper, coiled steel, stainless
steel and plastic resins. Raw naterial costs represent approximately 51% of our
total cost of sales. During 2006, 2007 and nost of 2008, worldw de raw nmateri al
costs increased significantly. We occasionally enter into raw material supply
arrangenents to mitigate the short-terminpact of future increases in raw materi al
costs. Wiile these arrangenments do not necessarily commit us to a m ni num vol une
of purchases, they generally provide for stated unit prices based upon achi evenent
of specified volume purchase levels. This allows us to stabilize raw materia
purchase prices to a certain extent, provided the specified mnimm nonthly
purchase quantities are net. W enter into such arrangenents for zinc, coiled

steel and plastic resins. Wiile raw material purchase prices have recently
declined, it is uncertain whether the current prices will stabilize during 2009
Material s purchased on the spot market are sometimes subject to unanticipated and
sudden price increases. Due to the conpetitive nature of the narkets served by
our products, it is often difficult to recover increases in raw material costs
through increased product selling prices or raw rmaterial sur char ges.
Consequently, overall operating margins may be affected by raw material cost
pressures.



Q her non-operating incone, net

As summarized in Note 10 to the Consolidated Financial Statenents, “other
non-operating inconme, net” primarily includes interest incone. Interest incone
decreased in 2008 conpared to 2007 by approximtely $900,000 due to |ower
interest rates on |ower invested cash bal ances. O her non-operating incone was
conparabl e from 2007 to 2006.

I nterest expense

I nterest expense increased approximately $1.6 mllion in 2008 conpared to
2007 and increased $550,000 in 2007 conpared to 2006, as a result of financing
the October 2007 repurchase and/or cancellation of a net 2.7 mllion shares of

our Class A compn stock froman affiliate with a prom ssory note. W expect 2009
i nterest expense to be |lower than 2008 due to | ower average debt outstanding and
lower interest rates. See Note 11 to the Consolidated Financial Statenents.

Provi sion for incone taxes

As a nenmber of the Contran Tax G oup, we conpute our provision for incone
taxes on a separate conpany basis, using the tax elections nmade by Contran. One
such election is whether to claim a deduction or a tax credit against U.S.
taxable income with respect to foreign incone taxes paid. Consistent wth
el ections of the Contran Tax Group, in 2006, 2007 and 2008 we did not claim a
credit with respect to foreign incone taxes paid but instead we clained a tax
deduction for related wthhol ding taxes. This resulted in an increase in our
effective income tax rate.

Excluding the goodwi Il inpairnent charge, our effective incone tax rate
increased from 44% in 2007 to 51%in 2008 prinmarily due to a higher percentage of
our earnings being sourced from Canada and as noted above, the taxes on these
earnings are not clained as a credit on our US. tax return. Qur effective incone
tax rate was conparable at 45% and 44% in 2006 and 2007, respectively. We
currently expect our effective income tax rate for 2009 wll approximte our
effective incone tax rate for 2008, excluding the goodw || inpairnent charge.



Segnent Results

The key performance indicator for our segnents is the level of their
operating incone (see discussion below). For additional information regarding our
segnents refer to Note 2 to the Consolidated Financial Statenents.

Years ended Decenber 31, % Change
2006 2007 2008 2006 — 2007 2007 — 2008
(In mllions)
Net sal es:
Security Products $81.7 $80.1 $77.1 (2% (4%
Furni ture Conponents 93.0 81.3 76. 4 (13% (699
Mari ne Conponents 15. 4 16. 3 12.0 6% (269
Total net sales $190.1 $177.7 $165.5 (7% (79
Gross nmargin:
Security Products $23.9 $24.1 $21.7 1% (10%
Furni ture Conponents 18.9 16. 7 16.1 (12% (49
Mari ne Conponents 3.7 4.4 2.5 19% (43%
Total gross margin $ 46.5 $ 45.2 $ 40.3 (3% (11%
Qperating i ncone:
Security Products $ 14.6 $ 12.2 $ 12.7 (169 4%
Furni ture Conponents 10.1 8.0 9.2 (21% 15%
Mari ne Conponents 0.8 0.8 (10. 4) - n. m
Cor porate operating expenses (5.2) (5.4) (5.3) 4% (2%
Total operating incone $ 203 $15.6 $ 6.2 (23% (60%
Qperating i ncone nargin:
Security Products 18% 15% 16%
Furni ture Conponents 11% 10% 12%
Mari ne Conponents 5% 5% (87%
Total operating income margin 11% 9% 4%
n.m not meani ngful
Security Products. Security Products net sales decreased 4% to $77.1
mllion in 2008 conpared to $80.1 nmillion in 2007. The decrease in sales is

primarily due to lower order rates from nmany of our custonmers resulting from
unf avorabl e economic conditions in North Anerica, offset in part by the effect of
sal es price increases for certain products to mtigate the effect of higher raw
material costs. As a percentage of sales, gross margin decreased in 2008
conpared to 2007 prinarily due to increased raw material costs that were not
fully recovered through price increases. Qperating income percentage increased
slightly in 2008 primarily as a result of $2.7 mllion of costs incurred in 2007
related to the consolidation of two of our northern Illinois Security Products
facilities shared with a Mari ne Conmponents operation.

Security Products net sales decreased 2% to $80.1 nmillion in 2007 conpared
to $81.7 million in 2006. G oss nargin percentage was conparabl e year over year.
Qperating incone margin percentage decreased in 2007 conpared to 2006, which
resulted in a 16% decrease in operating incone. The operating incone nmargin
percentage decrease was primarily due to the 2007 facility consolidation
di scussed above and the | ower sales volunmes resulting from!|ower order rates from
many of our custoners due to unfavorable econom c conditions offset by |ower raw
material costs in 2007.



Furniture Conponents. Furniture Conmponents net sal es decreased 6% to $76.4
mllion in 2008 from $81.3 mllion in 2007, primarily due to |ower order rates
from many of our custoners resulting from unfavorable economic conditions in
North Anmerica, offset in part by the effect of sales price increases for certain
products to nitigate the effect of higher raw material costs. Gross nmargin
percentage was conparabl e year over year. Operating incone percentage increased
in 2008 conpared to 2007 primarily due to a $1.3 nillion favorable change in the
ef fect of currency exchange rates.

Furniture Conponents net sal es decreased 13% to $81.3 mllion in 2007 from
$93.0 mllion in 2006, prinmarily due to |ower sales volunmes to the office
furniture industry where, for certain products Asian conpetitors have established
selling prices at a level below which we consider would return a mnimally
sufficient margin to us and the effect of lower order rates from nany of our
custonmers due to unfavorable econom c conditions. Gross nmargin percentage
increased slightly in 2007 conpared to 2006 due to $1.3 mllion in |ower
depreci ation expense resulting froma reduction in capital expenditures over the
| ast several years in response to lower sales and inprovenents in operational
ef ficiencies through | ean manufacturing and other process inprovenents.

Mari ne Conponents. Mari ne Conponents net sales decreased 26% in 2008 as
conpared to 2007 primarily due to a dramatic overall downturn in the nmarine
i ndustry. G oss margin percentage decreased from 27% in 2007 to 21% in 2008.
Qperating incone for the Marine Conponents segnent includes a goodw || inpairnent
charge of approximately $9.9 mllion as a result of our third quarter goodw |
eval uation anal ysis. Excl uding the goodwi || inmpairnent charge, operating incone
decreased from approxinately $800,000 of income in 2007 to an operating |oss of
approxi mately $500,000 in 2008. The decreases in gross margin and operating
incone are the result of reduced coverage of fixed costs from!lower sal es vol une.

Mari ne Conponents net sales increased in 2007 from 2006 due to the inpact
of a Marine acquisition in April 2006. Operating incone was conparable from 2006
to 2007 as inprovenments in gross margin relating to inproved production
efficiency were offset by increased selling and adninistrative costs relating to
creating nore robust support functions for those recently acquired businesses.

Cut | ook

Demand for our products continues to slow, especially during the fourth
quarter of 2008, as customers react to the condition of the overall economny.
VWiile all segments of our business are being affected, we are experiencing a
greater softness in demand in the industries we serve which are nore directly
connected to | ower consumer spending, as further explained bel ow.

e Qur Security Products segnent is the least affected by the softness in
consumer demand, because we sell products to a diverse number of business
customers across a wi de range of narkets, nost of which are not directly
i npacted by changes in consurmer denmand. Vhile demand within this segnent
is not as significantly affected by softness in the overall econony, we
expect sales to be |l ower over the next twelve nonths.

e Qur Furniture Conponents segnent sales are primarily concentrated in the
office furniture, tool box, home appliance and a nunmber of other industries.
Several of these industries, primarily tool box and home appliance, are nore
directly affected by consuner demand than those served by our Security

Products segnent. We expect nmany of the markets served by Furniture
Conponents to continue to experience |ow demand over the next twelve
nont hs.

e Qur Marine segnent has been the nost affected by the slowi ng econony as the
decrease in consumer confidence, the decline in hone values, a tighter
credit market and volatile fuel costs have resulted in a significant
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reduction in consuner spending in the marine narket. W do not expect the
mari ne market to recover until consunmer confidence returns and hone val ues
stabilize.

Wil e changes in nmarket demand are not within our control, we are focused
on the areas we can inpact. We expect our |ean manufacturing and cost
i mprovenent initiatives to continue to positively inpact our productivity and
result in a nmore efficient infrastructure that we can | everage when denand growth
returns. Additionally, we continue to seek opportunities to gain market share in
markets we currently serve, expand into new nmarkets and devel op new product
features in order to mtigate the inpact of reduced demand as well as broaden our
sal es base.

In addition to challenges with overall demand, volatility in the cost of
raw materials is ongoing. Wile the cost of combpdity raw materials declined in
the second half of 2008, we currently expect these costs to continue to be
volatile in 2009. If raw material prices increase, we may not be able to fully
recover the cost by passing themon to our custoners through price increases due
to the conpetitive nature of the markets we serve and the depressed economc
condi tions.

Liquidity and Capital Resources
Sunmmary.

Qur primary source of liquidity on an on-going basis is our cash flow from
operating activities, which is generally used to (i) fund capital expenditures
(ii) repay short-term or long-term indebtedness incurred primarily for working
capital, capital expenditures or reducing our outstanding stock and (iii) provide

for the payment of dividends (if declared). From tine-to-tine, we wll incur
i ndebt edness, primarily for short-term working capital needs, or to fund capital
expenditures or business conbinations. In addition, from tine-to-tine, we may

also sell assets outside the ordinary course of business, the proceeds of which
are generally used to repay indebtedness (including indebtedness which may have
been collateralized by the assets sold) or to fund capital expenditures or
busi ness conbi nati ons.

Consol i dat ed cash fl ows.

Qperating activities. Trends in cash flows from operating activities,
excluding changes in assets and liabilities, for 2006, 2007 and 2008 have
generally been simlar to the trends in our earnings. Depreciation and
anortization expense decreased in 2008 conpared to 2007, and in 2007 conpared to
2006 due to the timng of capital expenditures placed into service each year.
See Notes 1 and 4 to the Consolidated Financial Statenents.

Changes in assets and liabilities result primarily from the timng of
production, sales and purchases. Such changes in assets and liabilities
generally tend to even out over tinme. However, year-to-year relative changes in
assets and liabilities can significantly affect the conparability of cash flows

from operating activities. Cash provided by operating activities was $15.7
mllion in 2008, an increase of $3.8 mllion over 2007 cash provided by operating
activities. The increase in cash provided by operating activities in 2008

conpared to 2007 is primarily the net result of:

e Higher operating inconme in 2008 of approximtely $500, 000 (exclusive of the

$9.9 million goodwi |l inpairment charge);
e Lower depreciation and anortization in 2008 of $1.8 million
e Lower net cash provided by relative <changes in our inventories

recei vabl es, payables and non-tax related accruals of $1.8 mllion in 2008;
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e Lower cash paid for income taxes in 2008 of $6.3 nillion due to |ower
repatriations of non-US earnings in 2008;

e Higher cash paid for interest in 2008 of $2.2 million due to the Cctober
2007 issuance of our promissory note to an affiliate; and

e Lower interest income of approximately $900,000 in 2008 due to |ower
average cash bal ances during 2008 resulting fromthe use of excess cash to
prepay principle on our prom ssory note.

Cash provided by operating activities was $11.9 nmillion in 2007, a decrease of
$15.5 nmillion over 2006 cash provided by operating activities. The decrease in
our cash provided by operating activities in 2007 as conpared to 2006 is
primarily the result of:

e higher cash paid for inconme taxes in 2007 of $6.9 mllion primarily relating
to U. S. taxes on dividends repatriated fromour non-U S. subsidiaries,

e |ower operating income of $4.7 mllion, and

e a $2.6 mllion decrease in 2007 in cash provided by relative changes in
assets and liabilities (excluding taxes) primarily due to higher raw
materials costs resulting in an increase in our inventory bal ance.

Qur average days' -sales-outstanding (“DSO') at Decenber 31, 2008 was 41
days conpared to 44 days at Decenber 31, 2007. The decrease is primarily due to
the tinmng of collections on a |ower accounts receivable bal ance as of Decenber
31, 2008. For conparative purposes, our average DSO was 44 days for Decenber 31,
2007 and 41 days at Decenmber 31, 2006. CQur average nunber of days-in-inventory
(“DI") was 70 days at Decenber 31, 2008 and 63 days at Decenber 31, 2007. The

increase in DIl is primarily due to lower sales in the fourth quarter of 2008
which inmpacted the DIl calculation although in absolute ternms, we reduced
inventory by $1.6 million from 2007 to 2008. For conparative purposes our

average DIl was 63 days at Decenber 31, 2007 and 57 days at Decenber 31, 2006.
The increase is prinmarily due to the higher cost of commodity raw materials
during 2007 and higher inventory balances associated wth the facility
consol i dation in 2007.

Investing activities. Net cash used by investing activities totaled $19.3
mllion, $12.4 mllion, and $5.2 mllion for the years ended Decenber 31, 2006,
2007 and 2008, respectively. Capital expenditures in the past three years have
primarily enphasized inmproving our nanufacturing facilities and investing in
manuf acturing equi pnent which utilizes new technol ogies and increases automation
of the manufacturing process to provide for increased productivity and efficiency.

During 2007, we constructed a new facility and consolidated three of our

northern Illinois facilities into one facility at a cost of approxinmately $9.6
mllion. As a part of the facility consolidation project, the Lake Bluff,
I[Ilinois facility was sold in 2006 for approximately $1.3 mllion which
approxi mated book value and was |eased-back until we vacated the facility in
Cct ober 2007. The River Gove, Illinois facility is no longer being utilized and
is being actively marketed for sale. See Note 9 to the Consolidated Financial
St at enent s.

During 2006, we built a new facility for one of our Marine Conponents
subsidiaries at a cost of $4.1 nmillion. The facility is expected to provide the
subsidiary with sufficient capacity to take advantage of sales growh
opportunities in the future.

In April 2006, we conpleted the acquisition of a marine conponent products
business for $9.8 mllion, net of cash acquired. See Note 2 to the Consolidated
Fi nanci al Stat enents.



In April of 2006, 2007, and 2008 we collected paynents of $1.3 mllion,
respectively, related to the sale of our European Thonas Regout operations,
conpl eted in 2005, which required annual paynments over a period of four years.

Capital expenditure projects in 2008 enphasized inproved production
efficiency including $2.6 nillion spent to replace our waste water treatnment
equi pment at our South Carolina facility. Capital expenditures for 2009 are
estimated at approximately $4.0 million conpared to capital expenditures of $6.8
mllion in 2008 and $13.8 nillion in 2007. W have |owered our planned capital
expenditures in 2009 in response to the current economic conditions and are
l[imting investnents to those expenditures required to neet the |ower expected
customer demand and those required to properly maintain our facilities. Capital
spending for 2009 is expected to be funded through cash on hand and cash
generated from operations.

Financing activities. Net cash used by financing activities totaled $8.8
mllion, $11.7 mllion, and $14.2 nmillion in 2006, 2007 and 2008, respectively.
Cash dividends paid totaled $7.6 mllion, $7.3 nmillion, and $6.2 nillion ($.50 per
share) in 2006, 2007, and 2008, respectively. D vidends paid decreased in 2008 as
a result of the repurchase and/or cancellation of a net 2.7 mllion shares of our
Class A common stock held by TIMET, an affiliate in the fourth quarter of 2007.
W purchased these shares for $19.50 per share, or aggregate consideration of
$52.6 nmillion, which we paid in the form of a consolidated prom ssory note. W
prepai d approximately $2.6 mllion and $7.0 mllion toward the promissory note in
2007 and 2008, respectively. See Notes 8 and 11 to the Consolidated Financial
St at enent s.

In 2008, we repurchased approximately 126,000 shares of our Cass A common

stock in market transactions for an aggregate of $1.0 million. |In 2007, we also
repurchased approximately 179,100 shares of our Cass A common stock in market
transactions for an aggregate of $3.3 nillion. See Note 8 to the Consolidated

Fi nanci al Statenents.

In 2006 we prepaid $1.6 mllion of indebtedness we assuned in our 2005
nari ne conponents acqui sition.

In January 2009, we anended our secured revolving bank credit facility which
extended the facility until January 15, 2012. Additionally, we reduced the size
of the credit facility from$50 mllion to $37.5 mllion, which nore appropriately
reflects our potential borrowing needs. The credit facility is collateralized by
65% of the ownership interests in our first-tier non-United States subsidiaries.
Provisions contained in our Revolving Bank Credit Agreenent could result in the
accel eration of outstanding indebtedness prior to its stated maturity for reasons
other than defaults fromfailing to conply with typical financial covenants. For
exanple, our Credit Agreenent allows the lender to accelerate the maturity of the
i ndebt edness upon a change of control (as defined) of the borrower. The terns of
the Credit Agreement could result in the acceleration of all or a portion of the
i ndebtedness following a sale of assets outside of the ordinary course of
busi ness. At Decenber 31, 2008 we had no bal ances outstandi ng under the facility.
See Note 6 to the Consolidated Financial Statenents.

Of balance sheet financing arrangenents. O her than certain operating
| eases discussed in Note 12 to the Consolidated Financial Statements, neither we
nor any of our subsidiaries or affiliates are parties to any off-balance sheet
financi ng arrangenents.

Q her

We believe that cash generated from operations and borrowing availability
under our credit agreenent, together with cash on hand, will be sufficient to neet
our liquidity needs for working capital, capital expenditures, debt service and

dividends (if declared). To the extent that our actual operating results or other
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devel opnents differ from our expectations, our liquidity could be adversely
af f ect ed.

We periodically evaluate our liquidity requirenents, alternative uses of
capital, capital needs and avail able resources in view of, anong other things, our
capital expenditure requirenments, dividend policy and estimated future operating
cash fl ows. As a result of this process, we have in the past and may in the
future seek to raise additional capital, refinance or restructure indebtedness,
i ssue additional securities, repurchase shares of our comon stock, nodify our
dividend policy or take a conbination of such steps to nmnage our liquidity and

capital resources. In the nornmal course of business, we nmay review opportunities
for acquisitions, joint ventures or other business conbinations in the conponent
products industry. In the event of any such transaction, we may consider using
avai l abl e cash, i ssuing additional equity securities or increasing our

i ndebt edness or that of our subsidiaries; however, there are no assurances that we
coul d obtain additional financing on favorable terns.

Contractual obligations. As nore fully described in the notes to the
Consol i dated Financial Statements, we are a party to various debt, |ease and other
agreenents which contractually and unconditionally commit the Conmpany to pay
certain amounts in the future. See Notes 6 and 12 to the Consolidated Financi al
St at enent s. The following table sunmmarizes such contractual conmtnents as of
Decenber 31, 2008 by the type and date of paynent.

Paynments due by period

2014 and
Tot al 2009 2010-2011 2012-2013 after
(I'n thousands)
Not e and i nterest payable
to affiliate $54,572 $ 3,128 $6, 146 $5,905 $39, 393
Operating | eases 717 400 301 16 -
Purchase obligations 16, 469 16, 469 - - -
I ncone taxes 1, 167 1, 167 - - -
Fi xed asset acquisitions 649 649 - - -
Total contractual cash obligations $73,574 $21,813 $6, 447 $5,921 $39, 393

The timng and amount shown for our commitnents related to |ong-term debt
operating |leases and fixed asset acquisitions are based upon the contractua
paynent anount and the contractual paynent date for those commitnents. The timng
and anount shown for purchase obligations, which consist of all open purchase
orders and contractual obligations (primarily commitnments to purchase raw
materials) is also based on the contractual paynent anount and the contractual

paynent date for those commtnents. The anmount shown for incone taxes is the
consol i dated anount of incone taxes payable at Decenber 31, 2008, which is assuned
to be paid during 2009. Fi xed asset acquisitions include firm purchase

commitnents for capital projects.

Conmitments and contingenci es. See Note 12 to the Consolidated Financial
St at ement s.

Recent accounting pronouncenents. See Note 13 to the Consolidated
Fi nanci al Statenents.
| TEM 7A QUANTI TATI VE AND QUALI TATI VE DI SCLOSURES ABOUT MARKET RI SK

Ceneral . W are exposed to market risk from changes in interest rates,

currency exchange rates and raw nmaterials prices.

Interest rates. W are exposed to market risk fromchanges in interest
rates, prinmarily related to indebtedness.
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At Decenber 31, 2008 and 2007, we had no anounts outstanding under our
secured Revolving Bank Credit Agreenent. In conjunction with the repurchase
and/or cancellation of a net 2.7 mllion shares of our class A common stock,
during the fourth quarter of 2007, we issued a promissory note for $52.6 mllion.
See Note 12 to the Consolidated Financial Statements. At Decenber 31, 2008, there
was $43.0 mllion outstanding on the promissory note ($50.0 million at Decenber
31, 2007) which bears interest at LIBOR plus 1% (5.05% and 5. 98% and Decenber 31,
2008 and 2007, respectively) and the fair value of such indebtedness approxi nmates
its carrying value. The interest rate is reset quarterly based on the three nonth
LI BOR

Currency exchange rates. W are exposed to nmarket risk arising from changes
in currency exchange rates as a result of nanufacturing and selling our products
outside the United States (principally Canada and Taiwan). A portion of our sales
generated from our non-U. S. operations are denom nated in currencies other than

the U.S. dollar, principally the Canadian dollar and the New Taiwan dollar. In
addition, a portion of our sales generated from our non-US. operations are
denom nated in the U S. dollar. Most raw nmaterials, |abor and other production

costs for these non-U S. operations are denom nated prinmarily in local currencies.
As a result, the translated U S. dollar value of our non-U S. sales and operating
results are subject to currency exchange rate fluctuations which nmay favorably or
unfavorably inpact reported earnings and nmay affect conparability of period-to-
period operating results.

As already nentioned certain of our sales generated by our Canadian
operations are denomnated in U S. dollars. Consequently, we periodically enter
into forward currency contracts to mtigate the financial statenent inpact of
changes in currency exchange rates. At each bal ance sheet date, outstanding
forward currency contracts are narked-to-nmarket with any resulting gain or |oss
recogni zed in inconme currently unless the contract is designated as a hedge upon
whi ch the mark-to-market adjustnent is recorded in other conprehensive incone. To
nanage a portion of the currency exchange rate nmarket risk associated wth
receivables, or simlar exchange rate risk associated with future sales, at
Decenber 31, 2008 we had entered into a series of short-term forward currency
exchange contracts to exchange an aggregate of $7.5 mllion for an equivalent
value of Canadian dollars at exchange rates of Cdn. $1.25 to $1.26 per US.
dol I ar. These contracts qualified for hedge accounting and mature through June
20009. At Decenber 31, 2008, the actual exchange rate was Cdn. $1.22 per U S
dollar. The estimated fair value of such contracts was not material at Decenber
31, 2008. W had no forward currency contracts outstanding at Decenber 31, 2007.

Raw materials. W wll occasionally enter into raw nmaterial arrangenents
to mtigate the short-term inpact of future increases in raw naterial costs.
O herwise, we generally do not have long-term supply agreenents for our raw
material requirenments because either we believe the risk of unavailability of
those raw nmaterials is | ow and we believe the price to be stable or because |ong-
term supply agreenents for those materials are generally not avail able. We do
not engage in comodity hedgi ng prograns.

Q her. The above discussion includes forward-1ooking statenments of narket
ri sk which assunmes hypothetical changes in narket prices. Actual future market
conditions will likely differ materially from such assunptions. Accordingly, such
forward-1ooking statenments should not be considered to be our projections of
future events, gains or |osses. Such forward-1ooking statenents are subject to
certain risks and uncertainties some of which are listed in “Business-Ceneral.”

| TEM 8. FI NANCI AL STATEMENTS AND SUPPLEMENTARY DATA

The information called for by this Itemis contained in a separate section
of this Annual Report. See "Index of Financial Statenents" (page F-1).
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| TEM 9. CHANGES IN AND DI SAGREEMENTS W TH ACCOUNTANTS ON ACCOUNTI NG AND
FI NANCI AL DI SCLOSURE

None.
| TEM 9A. CONTROLS AND PROCEDURES

Eval uati on of Disclosure Controls and Procedures. W maintain a system of
di sclosure controls and procedures. The term "disclosure controls and
procedures,"” as defined by regulations of the Securities and Exchange Conmi ssion
(the "SEC'), neans controls and other procedures that are designed to ensure that
infornmation required to be disclosed in the reports that we file or submt to the
SEC under the Securities Exchange Act of 1934, as anmended (the "Act"), is
recorded, processed, summarized and reported, within the tinme periods specified
in the SECs rules and forns. Di sclosure controls and procedures include,
without limtation, controls and procedures designed to ensure that infornmation
required to be disclosed by us in the reports that we file or submt to the SEC
under the Act is accumulated and communicated to our managenent, including its
principal executive officer and its principal financial officer, or persons
performng sinmlar functions, as appropriate to allowtinely decisions to be nade
regardi ng required disclosure. Each of David A Bowers, the Conpany's Vice
Chairman of the Board, President and Chief Executive Oficer, and Darryl R
Hal bert, the Conmpany's Vice President, Chief Financial Oficer and Controller,
have eval uated our disclosure controls and procedures as of Decenber 31, 2008.
Based upon their evaluation, these executive officers have concluded that our
di sclosure controls and procedures are effective as of the date of such
eval uati on.

Scope of Managenent Report on Internal Control Over Financial Reporting.
We also nmaintain a systemof internal control over financial reporting. The term
“internal control over financial reporting,” as defined by regulations of the
SEC, neans a process designed by, or under the supervision of, our principal
executive and principal financial officers, or persons performng simlar
functions, and effected by our board of directors, nanagenent and other
personnel, to provide reasonabl e assurance regarding the reliability of financial
reporting and the preparation of financial statenents for external purposes in
accordance with accounting principles generally accepted in the United States of
America (“GAAP”"), and includes those policies and procedures that:

e Pertain to the maintenance of records that in reasonable detail accurately
and fairly reflect the transacti ons and dispositions of our assets.

e Provide reasonabl e assurance that transactions are recorded as necessary to
permt preparation of financial statenments in accordance with GAAP, and
that receipts and expenditures are being made only in accordance wth
aut hori zati ons of our managenent and directors, and

e Provide reasonable assurance regarding prevention or tinely detection of
unaut hori zed acqui sition, use or disposition of our assets that could have
a material effect on our consolidated financial statenents.

Section 404 of the Sarbanes-Oxley Act of 2002, requires us to include a
managenent report on internal control over financial reporting in the Annual
Report on Form 10-K for the year ended Decenber 31, 2008. Qur i ndependent
regi stered public accounting firmw |l also be required to annually attest to the
ef fectiveness of our internal control over financial reporting, but under the
rules of the SEC this attestation is not required until our Annual Report on Form
10-K for the year ended Decenber 31, 2009.

Managenent’s Report on Internal Control Over Financial Reporting. Qur
managenent is responsible for establishing and naintaining adequate internal
control over financial reporting, as such termis defined in Exchange Act Rule
13a-15(f). Qur evaluation of the effectiveness of our internal control over
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financial reporting is based upon the framework established in Internal Control -
Integrated Franmework issued by the Conmittee of Sponsoring Organizations of the
Treadway Conmi ssion (comonly referred to as the “COSO" franework). Based on our
eval uation under that framework, our nmanagenent has concluded that our internal
control over financial reporting was effective as of Decenber 31, 2008. Thi s
annual report does not include an attestation report of our registered public
accounting firm regarding i nternal control over fi nanci al reporting.
Managenent’s report was not subject to attestation by our registered public
accounting firm pursuant to tenporary rules of the Securities and Exchange
Conmission that permt us to provide only nanagenent’s report in this annual
report. See “Scope of Managenent’'s Report on Internal Control Over Financial
Reporti ng” above.

Changes in Internal Control Over Financial Reporting. There has been no
change to our system of internal control over financial reporting during the
quarter ended Decenber 31, 2008 that has materially affected, or is reasonably
likely to materially affect, our system of internal control over financial
reporting.

Certifications. Qur chief executive officer is required to annually file a
certification wth the New York Stock Exchange (“NYSE'), certifying our
conpliance with the corporate governance |isting standards of the NYSE. Duri ng
2008, our chief executive officer filed such annual certification with the NYSE,
indicating we were in conpliance with such listed standards. Qur chief executive
officer and chief financial officer are also required to, anbng other things,
quarterly file a certification with the SEC regarding the quality of our public
di scl osures, as required by Section 302 of the Sarbanes-Oxley Act of 2002. W
have filed the certifications for the quarter ended Decenber 31, 2008 as exhibits
31.1 and 31.2 to this Annual Report on Form 10-K.

| TEM 9B. OTHER | NFORVATI ON

Not applicabl e.



PART I11
| TEM 10. Dl RECTCRS, EXECUTI VE OFFI CERS AND CORPCRATE GOVERNANCE

The information required by this Itemis incorporated by reference to our
definitive Proxy Statenent to be filed with the Securities and Exchange Conmi ssion
pursuant to Regulation 14A within 120 days after the end of the fiscal year
covered by this report ("Proxy Statement").

| TEM 11. EXECUTI VE COVPENSATI ON

The information required by this Itemis incorporated by reference to our
Proxy Statenent.

| TEM 12. SECURI TY OANERSHI P OF CERTAIN BENEFI Cl AL OAMNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

The information required by this Itemis incorporated by reference to our
Proxy Statenent.

| TEM 13. CERTAIN RELATIONSH PS AND RELATED TRANSACTIONS AND DI RECTOR
| NDEPENDENCE

The information required by this Itemis incorporated by reference to our
Proxy Statenent. See also Note 11 to the Consolidated Financial Statenents.

| TEM 14. PRI NCI PAL ACCOUNTI NG FEES AND SERVI CES

The information required by this Itemis incorporated by reference to our
Proxy Statenent.

PART |V
| TEM 15. EXH BI TS, FI NANCI AL STATEMENT SCHEDULES
(a) and (c) Fi nanci al Statenents

The consolidated financial statenents listed on the acconmpanying I|Index of
Financial Statenents (see page F-1) are filed as part of this Annual Report.

Al financial statenent schedul es have been onitted either because they are
not applicable or required, or the information that would be required to be
included is disclosed in the notes to the consolidated financial
statenents.

(b) Exhi bi t s

W have retained a signed original of any of these exhibits that contain
signatures, and we wll provide such exhibits to the Commission or its
staff. Included as exhibits are the items listed in the Exhibit Index. W,
upon request, wll furnish a copy of any of the exhibits |isted bel ow upon
paynment of $4.00 per exhibit to cover our costs of furnishing the exhibits.
Instrunents defining the rights of holders of |ong-term debt issues which do
not exceed 10% of consolidated total assets wll be furnished to the
Commi ssion upon request. We, upon request, wll also furnish, without
charge, a copy of our Code of Business Conduct and Ethics, as adopted by the
board of directors on February 24, 2004, upon request. Such requests should
be directed to the attention of our Corporate Secretary at our corporate
offices located at 5430 LBJ Freeway, Suite 1700, Dallas, Texas 75240.
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I tem No.

3.1

3.2

10.

10.

10.

10.

10.

10.

10.

10.

10.

3*

Exhibit Item

Restated Certificate of Incorporation of Registrant - incorporated by
reference to Exhibit 3.1 of the Registrant's Registration Statement on
FormS-1 (File No. 333-42643).

Anended and Restated Bylaws of Registrant, adopted by the Board of
Directors COctober 24, 2007 - incorporated by reference to Exhibit 3.1
of the Registrant’s Current Report on Form 8-K filed Cctober 30, 2007
(File No 1-13905).

Share Purchase Agreenent with Subordinated Loan schedul e between the
Regi strant and Anchor Holding B.V. dated January 24, 2005 -
incorporated by reference to Exhibit 10.1 of the Registrant’s Annual
Report on Form 10-K for the year ended Decenber 31, 2004. Al related
schedul es and annexes will be provided to the SEC upon request.

Intercorporate Services Agreenent between the Registrant and Contran
Corporation effective as of January 1, 2004 — incorporated by reference
to Exhibit 10.2 of the Registrant’s Annual Report on Form 10-K for the
year ended Decenber 31, 2003.

ConpX International Inc. 1997 Long-Term Incentive Plan - incorporated
by reference to Exhibit 10.2 of the Registrant's Registration Statenent
on FormS-1 (File No. 333-42643).

Tax Sharing Agreenent between the Registrant, NL Industries, Inc. and
Contran Corporation dated as of October 5, 2004 - incorporated by
reference to Exhibit 10.6 of the Registrant’s Annual Report on Form
10-K for the year ended Decenber 31, 2004.

St ock Purchase Agreenent dated October 16, 2007 between the Registrant
and TIMET Finance Managenent Conpany - incorporated by reference to
Exhibit 10.1 of the registrants Current Report on Form 8-K filed on
Cct ober 22, 2007 (File No. 1-13905).

Agreenent and Plan of Mrger dated as of October 16, 2007 anong
Regi strant, ConpX Goup, Inc. and ConpX KDL LLC - incorporated by
reference to Exhibit 10.2 of the registrant’s Current Report on Form 8-
K filed on Cctober 22, 2007 (File No. 1-13905).

Form of Subordination Agreenent anong the Registrant, TIMET Finance
Managenent Conpany, ConpX Security Products 1Inc., ConpX Precision
Slides Inc., CompX Marine Inc., Custom Marine Inc., Livorsi Marine
Inc., Wachovia Bank, National Association as admnistrative agent for
itself, Conpass Bank and Conerica Bank — incorporated by reference to
Exhibit 10.4 of the Registrant’s Current Report on Form 8-K filed on
Cct ober 22, 2007 (File No. 1-13905).

Subordi nated Term Loan Promi ssory Note dated Cctober 26, 2007 executed
by the Registrant and payable to the order of TIMET Fi nance Managenent
Conpany — incorporated by reference to Exhibit 10.4 of the Registrant’s
Current Report on Form 8-K filed on Cctober 30, 2007 (File No. 1-
13905) .

Agreenent Regarding Shared Insurance between the Registrant, Contran
Cor poration, Keystone Consolidated Industries, Inc., Kronos Wrl dw de,
Inc., NL Industries, Inc., Titanium Metals Corporation, and Val hi, Inc.
dated Cctober 30, 2003 — incorporated by reference to Exhibit 10.12 of
the Registrant’s Annual Report on Form 10-K for the year ended Decenber
31, 2003.



It em No. Exhi bit Item (continued)

10. 10 $50, 000,000 Credit Agreement between the Registrant and \Wachovi a Bank,
Nati onal Association, as Agent and various lending institutions dated
Decenber 23, 2005 — incorporated by reference to Exhibit 10.12 of the
Regi strant’s Annual Report on Form 10-K for the year ended Decenber 31,
2006 Certain exhibits, annexes and simlar attachnents to this Exhibit

10. 12 have not been filed; upon request, the Registrant will furnish
suppl enentally to the SEC a copy of any omtted exhibit, annex, or
attachnent.

10.11 First Anmendnment to Credit Agreenent dated as of October 16, 2007 anong
ConpX International Inc., CompX Security Products Inc., ConpX
Precision Slides Inc., ConpX Marine Inc., Custom Marine Inc., Livorsi
Marine Inc., Wchovia Bank, National Association for itself and as
adm ni strative agent for Conpass Bank and Conerica Bank - incorporated
by reference to Exhibit 10.3 of the Registrant’s Current Report on Form
8-K filed on Cctober 22, 2007 (File No. 1-13905).

10.12 Second Amendnment to Credit Agreenent dated as of January 15, 2009 anong
ConpX International Inc., CompX Security Products Inc., ConpX
Precision Slides Inc., ConpX Marine Inc., Custom Marine Inc., Livorsi
Marine Inc., Wchovia Bank, National Association for itself and as
adm ni strative agent for Conpass Bank and Conerica Bank - incorporated

by reference to Exhibit 10.1 of the Registrant’s Current Report on Form
8-K filed on January 21, 2009 (File No. 1-13905).

21.1 Subsi di ari es of the Registrant.
23.1 Consent of PricewaterhouseCoopers LLP.

31.1 Certification
31.2 Certification

32.1 Certification

* Managenent contract, conpensatory plan or agreenent.
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Pursuant to the requirements of Section 13 or 15(d) of the Securities
Exchange Act of 1934, the Registrant has duly caused this report to be signed
on its behal f by the undersigned, thereunto duly authorized.
COVPX | NTERNATI ONAL | NC.

Date: February 25, 2009 By: /s/ David A. Bowers

David A. Bowers

Vice Chairman of the Board,

Presi dent and Chi ef Executive Oficer
(Principal Executive Oficer)

Pursuant to the requirements of the Securities Exchange Act of 1934,
this report has been signed by the follow ng persons in the capacities and on
t he dates indicated.

Si gnature Title Dat e
/s/ denn R Simons Chai rman of the Board February 25,
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/s/ David A. Bowers Vi ce Chairman of the February 25,
David A Bowers Board, President and Chief
Executive O ficer
(Principal Executive

O ficer)
/sl Darryl R Halbert Vi ce President, February 25,
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/s/ Paul M Bass, Jr. Director February 25,
Paul M Bass, Jr.

/s/ Norman S. Edel cup Director February 25,
Nor man S. Edel cup

/sl Edward J. Hardin Director February 25,
Edward J. Hardin

/sl Ann Mani X Director February 25,
Ann Mani x

/sl Steven L. Watson Director February 25,

Steven L. Watson
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Annual Report on Form 10-K

Itens 8 and 15(a)
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Fi nanci al Statenents Page
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Years ended Decenber 31, 2006, 2007 and 2008 F-6

Consol i dated Statenents of Cash Fl ows -
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Al financial statement schedul es have been onitted either because they
are not applicable or required, or the information that would be
required to be included is disclosed in the notes to the consolidated
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REPORT OF | NDEPENDENT REG STERED PUBLI C ACCOUNTI NG FI RM

To the Board of Directors and Stockhol ders of ConpX International |nc.

In our opinion, the consolidated financial statenments listed in the
acconpanying index present fairly, in all material respects, the financial
position of ConmpX International Inc. and its Subsidiaries at Decenber 31, 2007
and 2008, and the results of their operations and their cash flows for each of
the three years in the period ended Decenmber 31, 2008 in conformty wth
accounting principles generally accepted in the United States of America.
These financial statements are the responsibility of the Conpany's managenent.
Qur responsibility is to express an opinion on these financial statements
based on our audits. W conducted our audits of these statenments in
accordance with the standards of the Public Conpany Accounting Oversi ght Board
(United States). Those standards require that we plan and perform the audit
to obtain reasonabl e assurance about whether the financial statenents are free
of material nisstatenent. An audit includes exanmining, on a test basis,
evi dence supporting the amounts and disclosures in the financial statenents,
assessing the accounting principles used and significant estimtes made by
management, and evaluating the overall financial statement presentation. We
bel i eve that our audits provide a reasonable basis for our opinion.

/ s/ Pricewat erhouseCoopers LLP
Dal | as, Texas
February 25, 2009



COVPX | NTERNATI ONAL | NC. AND SUBSI DI ARl ES
CONSOLI DATED BALANCE SHEETS

(I'n thousands, except share data)

Decenber 31,
ASSETS 2007 2008
Current assets:
Cash and cash equival ents $ 18,399 $ 14,411
Accounts receivable, |ess allowance for
doubt ful accounts of $682 and $711 20, 447 16, 837
Recei vabl es fromaffiliates 223 1,472
Ref undabl e i ncone t axes 68 83
I nventories 24,277 22,661
Prepai d expenses and other current assets 1,324 1, 300
Deferred i ncone taxes 2,123 1, 841
Current portion of note and interest receivable 1, 306 943
Total current assets 68, 167 59, 548
O her assets:
Goodwi | | 40, 784 30, 827
O her intangible assets 2,569 1,991
Not e receivabl e 261 -
Assets held for sale 3,117 3,517
O her 666 90
Total other assets 47, 397 36, 425
Property and equi pnent:
Land 11, 612 11, 858
Bui | di ngs 38, 990 36, 642
Equi pnent 124, 238 110, 915
Construction in progress 2,659 4, 406
177, 499 163, 821
Less accunul at ed depreci ation 105, 348 96, 392
Net property and equi pnent 72,151 67, 429
Tot al assets $187, 715 $163, 402
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COVPX | NTERNATI ONAL | NC. AND SUBSI DI ARl ES
CONSOLI DATED BALANCE SHEETS ( CONTI NUED)

(I'n thousands, except share data)

Decenber 31,
LI ABI LI TI ES AND STOCKHOLDERS' EQUI TY 2007 2008
Current liabilities:
Current maturities of note payable to affiliate $ 250 $ 1,000
Account s payabl e and accrued liabilities 17, 652 14, 256
Interest payable to affiliate 559 528
I ncone taxes payable to affiliates and other 282 20
I ncone taxes 170 1,167
Total current liabilities 18, 913 16, 971
Noncurrent liabilities:
Not e payable to affiliate 49, 730 41, 980
Deferred i ncone taxes and ot her 14, 969 13,174
Total noncurrent liabilities 64, 699 55, 154
St ockhol ders' equity:
Preferred stock, $.01 par value; 1,000 shares

aut hori zed, none issued - -
Class A comon stock, $.01 par val ue;

20, 000, 000 shares authori zed; 2,478,760 and

2,361, 307 shares issued and out standi ng 25 24
Class B comon stock, $.01 par val ue;

10, 000, 000 shares authori zed, issued and outstandi ng 100 100
Addi tional paid-in capital 55, 824 54,873
Ret ai ned ear ni ngs 37, 080 27,798
Accunul at ed ot her conprehensive incone 11, 074 8, 482

Total stockhol ders' equity 104, 103 91, 277
Total liabilities and stockholders’ equity $187, 715 $163, 402

Conmitments and contingencies (Note 12)

See acconpanyi ng Notes to Consolidated Financial Statenents.
F- 4



COVPX | NTERNATI ONAL | NC. AND SUBSI DI ARl ES

CONSOLI DATED STATEMENTS OF OPERATI ONS

(I'n thousands, except per share data)

Net sal es
Cost of goods sold

Gross margin
Sel ling, general and adninistrative expense
Goodwi | | i npai r nent
Facility consolidation expense
O her operating i ncone (expense):
Currency transaction gains (losses), net
Di sposition of property and equi pnent
Qperating i ncone

O her non-operating inconme, net
I nterest expense

I nconme before i ncone taxes
Provi sion for incone taxes

Net incone (I oss)

Basi ¢ and diluted earnings (loss) per
comon share

Cash divi dends per share

Shares used in the cal cul ati on of earnings
per share anounts for:

Basi ¢ earni ngs per share

Dilutive inpact of stock options

Di | uted shares

See acconpanyi ng Notes to Consolidated Fi nancial
F-5

Years Ended Decenber 31,

2006 2007 2008
$190, 123 $177,683 $165, 502
143,649 132,455 125, 248
46, 474 45, 228 40, 254
26, 060 25, 846 24,818
- - 9, 881
- 2, 665 -
145 (1, 086) 679
(258) (75) (48)
20, 301 15, 556 6, 186
1,270 1,133 240
(219) (760) (2, 362)
21, 352 15, 929 4,064
9, 696 6, 949 7, 165
$ 11,656 $ 8,980 $ (3,101)
$ .76 $ .61 $ (.25
$ .50 $ .50 $ .50
15, 244 14, 764 12, 386
13 8 -
15, 257 14, 772 12, 386

St at erent s.



Net i

COVPX | NTERNATI ONAL | NC. AND SUBSI DI ARI ES

CONSOL| DATED STATEMENTS OF COVPREHENSI VE | NCOVE (LOSS)

(I'n thousands)

ncone (| oss)

QO her conprehensive incone (loss), net of tax:
Currency transl ati on adj ust nent

I mpact from cash fl ow hedges, net

Tot al

ot her conprehensive incone (loss), net

Conpr ehensi ve i ncone (| oss)

See acconpanyi ng Notes to Consolidated Financia

F-6

Years Ended Decenber 31,
2006 2007 2008
$11, 656 $ 8,980 $(3,101)

(883) 2,996 (2,718)
(110) - 126
(993) 2,996 (2,592)
$10, 663 $11, 976 $(5, 693)

St at erent s.



COVPX | NTERNATI ONAL | NC. AND SUBSI DI ARI ES
CONSOLI DATED STATEMENTS OF CASH FLOWB
(I'n t housands)

Years Ended Decenber 31,

2006 2007 2008
Cash flows fromoperating activities:
Net inconme (I oss) $ 11,656 $ 8,980 $ (3,101)
Depreci ati on and anorti zation 11, 797 11, 010 9,231
Goodwi | | i npai r nent - - 9,881
Def erred i ncone taxes 1,536 (6,549) (45)
O her, net 1, 375 1,079 522
Change in assets and liabilities:
Account s receivabl e 1, 035 633 2,441
I nventories 2,258 (1, 813) 389
Account s payabl e and accrued liabilities (2,891) (619) (2,810)
Accounts with affiliates (274) 182 (1,531)
I ncone taxes 890 (715) 1, 047
O her, net 63 (296) (307)
Net cash provided by operating activities 27, 445 11, 892 15, 717
Cash flows frominvesting activities:
Capi tal expenditures (12,044) (13,820 (6, 791)
Acqui sition, net of cash acquired (9, 832) - -
Proceeds from di sposal of assets held for sale - - 250
Proceeds fromsale of fixed assets 1, 316 73 127
Cash coll ected on note receivable 1, 306 1, 306 1, 306
Net cash used by investing activities (19, 254) (12, 441) (5,108)
Cash flows fromfinancing activities:
Princi pal paynents on | ong-term debt (1, 563) - -
Repaynent of loan fromaffiliate - (2,600) (7,000)
| ssuance of conmmon stock 347 1, 395 -
Di vi dends pai d (7,623) (7,294) (6,181)
Tax benefit from exercise of stock options 111 73 -
Treasury stock acquired - (3,309 (1, 006)
O her, net (110) - (56)
Net cash used by financing activities (8,838) (11,735) (14,243)
Net decrease $ (647) $(12,284) $ (3,634)

F-7



COVPX | NTERNATI ONAL | NC. AND SUBSI DI ARI ES
CONSOLI DATED STATEMENTS OF CASH FLOWS ( CONTI NUED)
(I'n t housands)

Years Ended Decenber 31,
2006 2007 2008

Cash and cash equi val ents:
Net decrease from -
Qperating, investing and financing activities $ (647) $ (12, 284) $ (3,634)

Ef fect of exchange rate on cash (257) 995 (354)
Bal ance at begi nning of year 30, 592 29, 688 18, 399
Bal ance at end of year $ 29, 688 $ 18,399 $ 14,411

Suppl enent al di scl osur es:
Cash paid for
I nt er est $ 139 $ 109 $ 2,278
I ncone taxes 7,418 14, 365 8,062

Noncash investing and financing activities:
Not e payable to affiliate issued for
repur chase of comon stock $ - $ 52,580 $ -

Accrual for capital expenditures $ - $ 665 $ 511

See acconpanyi ng Notes to Consolidated Financial Statenents.
F-8



Bal ance at Decenber 31, 2005

Net inconme

O her conprehensi ve i ncone

Cash divi dends

| ssuance of conmmobn stock and
ot her, net

Bal ance at Decenber 31, 2006

Net income

O her conprehensi ve i ncone

Change in accounting principle-
FI'N No. 48

Cash di vi dends

I ssuance of common stock and
ot her, net

Treasury stock:
Acqui r ed
Retired

Bal ance at Decenber 31, 2007

Net inconme
O her conprehensi ve i ncone
Cash divi dends
| ssuance of commobn stock and
ot her, net
Treasury stock:
Acqui r ed
Retired

Bal ance at Decenber 31, 2008

COVPX | NTERNATI ONAL | NC. AND SUBSI DI ARI ES
CONSOL| DATED STATEMENTS OF STOCKHOLDERS' EQUI TY
Years ended Decenmber 31, 2006, 2007 and 2008
(I'n t housands)

Accunul at ed ot her
conpr ehensi ve i ncone

Addi ti onal Tot al
Conmon st ock paid-in Ret ai ned Currency Hedgi ng Treasury st ockhol der s’

Class A Class B Capi t al ear ni ngs transl ati on derivatives st ock equity

$ 52 $100 $109, 556 $31, 320 $ 8,961 $110 $ - $150, 099

- - - 11, 656 - - - 11, 656

- - - - (883) (110) - (993)

- - - (7,623) - - - (7,623)

1 - 550 - - - - 551

53 100 110, 106 35, 353 8,078 - - 153, 690

- - - 8, 980 - - - 8, 980

- - - - 2,996 - - 2,996

- - - 41 - - - 41

- - (7,294) - - (7,294)

- - 1,579 - - - - 1,579

- - - - - - (55, 889) (55, 889)
(28) - (55, 861) - - - 55, 889 -

25 100 55, 824 37,080 11, 074 - - 104, 103

- - - (3,101) - - - (3,101)

- - - - (2,718) 126 - (2,592)

- - - (6,181) - - - (6,181)

- - 54 - - - - 54

- - - - - - (1, 006) (1, 006)
EREN . (1, 005) - - - _ 1,006 -

$ 24 $100 $ 54,873 $27, 798 $ 8,356 $126 $ - $ 91,277

See acconpanyi ng Notes to Consolidated Financial Statenents.
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COVPX | NTERNATI ONAL | NC. AND SUBSI DI ARI ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
Decenber 31, 2008
Note 1 - Sunmmary of significant accounting policies:

Organi zation. W (NYSE: CIX) are 87% owned by NL Industries, Inc. (NYSE
NL) at Decenber 31, 2008. W nmnufacture and sell conponent products (security
products, precision ball bearing slides, ergonom c conputer support systens and
performance narine conmponents). At Decenber 31, 2008, (i) Valhi, Inc. holds
approxinmately 83% of NL's outstanding common stock and (ii) subsidiaries of
Contran Corporation hold approximately 94% of Val hi’s outstanding comobn stock.
Substantially all of Contran's outstanding voting stock is held by trusts
established for the benefit of certain children and grandchildren of Harold C
Simmons (of which M. Simobns is sole trustee), or is held by M. Sinmons or
persons or other entities related to M. Simons. Consequently, M. Sinmons nay
be deened to control each of these conpanies and us.

Unl ess otherwise indicated, references in this report to “we,” "“us,” or
“our” refer to ConpX International Inc. and its subsidiaries, taken as a whol e.
Managenent esti nates. In preparing our financial statenents in conformty
with accounting principles generally accepted in the United States of Anmerica
(“GAAP") we are required to nmake estinmates and assunptions that affect the
reported anobunts of assets and liabilities and disclosure of contingent assets and
liabilities at each balance sheet date and the reported anounts of our revenues
and expenses during each reporting period. Act ual results nmay differ
significantly from previously-estimted anmounts under different assunptions or
condi ti ons.

Principles of consolidation. Qur consolidated financial statenents include
t he accounts of ConpX International Inc. and our majority-owned subsidiaries. W
elimnate all material interconpany accounts and bal ances. W have no
i nvol venent with any variable interest entity covered by the scope of FASB
Interpretation No. 46R, Consolidation of Variable Interest Entities.

Fiscal year. Qur fiscal year end is always the Sunday cl osest to Decenber
31, and our operations are reported on a 52 or 53-week fiscal year. Each of the
years ended Decenber 31, 2006, 2007 and 2008 consisted of 52 weeks.

Translation of foreign currencies. W translate the assets and liabilities
of our subsidiaries whose functional currency is other than the U 'S. dollar at
year-end rates of exchange, while we translate their revenues and expenses at
average exchange rates prevailing during the year. We accumul ate the resulting
translation adjustnents in stockholders' equity as part of accunulated other
conpr ehensi ve incone, net of related deferred i ncone taxes. W recognize currency
transaction gains and | osses in incone.

Cash and cash equivalents. W classify as cash and cash equival ents bank
time deposits and governnent and commercial notes and bills wth original
maturities of three nonths or |ess.

Net sales. W record sales when products are shipped and title and other
ri sks and rewards of ownership have passed to the custonmer. Anpunts charged to
custonmers for shipping and handling are not naterial. Sal es are stated net of
price, early payment and distributor discounts and volune rebates. W report any
tax assessed by a governnental authority that we collect from our custoners that
is both inmposed on and concurrent with our revenue producing activities (such as
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sal es, use, value added and excise taxes) on a net basis (neaning we do not
recogni ze these taxes either in our revenues or in our costs and expenses.)

Accounts receivable. We provide an allowance for doubtful accounts for
known and estimated potential |osses rising fromour sales to custoners based on
a periodic review of these accounts.

I nventories and cost of sales. We state inventories at the | ower of cost

or market, net of allowance for obsolete and slow nmoving inventories. We
generally base inventory costs on average cost that approximtes the first-in,
first-out nmethod. We allocate fixed manufacturing overheads based on nornal

producti on capacity and recognize abnormal manufacturing costs as period costs.
Qur cost of sales includes costs for materials, packing and finishing, utilities,
sal ary and benefits, maintenance and depreciation

Selling, general and adm nistrative expenses; advertising costs. Selling,
general and adninistrative expenses include costs related to nmarketing, sales,
di stribution, research and developnent and admnistrative functions such as
accounting, treasury and finance, and includes costs for salaries and benefits,
travel and entertainment, pronotional naterials and professional fees. We
expense advertising and research devel opnent costs as incurred. Adverti sing
costs were approximtely $872,000 in 2006, $804,000 in 2007, and $840,000 in
2008.

CGoodwi ||  and other intangible assets; anortization expense. Goodwi | |
represents the excess of cost over fair value of individual net assets acquired
i n business conbinations. Goodwill is not subject to periodic anortization. W

anortize other intangible assets, consisting principally of certain acquired
patents and tradenanes, using the straight line nethod over their estimted |ives
(approximately 3 to 8 years renmining at Decenber 31, 2008). W assess goodw ||
and other intangible assets for inpairment in accordance with Statement of
Fi nanci al Accounting Standards (“SFAS’) No. 142, Goodwi Il and Qher Intangible
Assets. See Note 4.

Property and equipnent; depreciation expense. W state property and
equi prent, including purchased computer software for internal use, at cost. W
conpute depreciation of property and equiprment for financial reporting purposes
principally by the straight-line nethod over the estimated useful lives of 15 to

40 years for buildings and 3 to 20 years for equipnment and software. We use
accelerated depreciation nethods for income tax purposes, as permtted

Depreci ati on expense was $11.4 mllion in 2006, $10.4 nmillion in 2007, and $8.6
mllion in 2008. Upon sale or retirenent of an asset, the related cost and
accunul ated depreciation are renoved from the accounts and any gain or loss is
recogni zed in income currently. Expenditures for naintenance, repairs and m nor
renewal s are expensed; expenditures for nmmjor inprovenents are capitalized.

We eval uate assets for inpairnent when events or changes in circunstances
indicate that assets may be inpaired to determine if an inpairnent exists. Such
events or changes in circunstances include, anmong other things, (i) significant
current and prior periods or current and projected periods with operating | osses,
(ii) a significant decrease in the narket value of an asset or (iii) a
significant change in the extent or manner in which an asset is used. We
consider all relevant factors. W performthe inpairnment eval uati on by conparing
the estimated future undiscounted cash flows (exclusive of interest expense)
associated with the asset to the asset's net carrying value to deternine if a
wite-down to market value or discounted cash flow value is required. W assess
i mpai rment of property and equi pnent in accordance with SFAS No. 144, Accounting
for the Inpairnent or Disposal of Long-Lived Assets. See Note 9.

Enpl oyee benefit plans. W naintain various defined contribution plans in
whi ch we nmake contri butions based on nmatching or other fornulas. Defined
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contribution plan expense approximated $2.2 mllion in 2006, $2.5 nillion in 2007
and $2.1 mllion in 2008.

Sel f-i nsurance. W are partially self-insured for workers' conpensation
and certain enployee health benefits and self-insured for nbst environnental
i ssues. W purchase coverage in order to limt our exposure to any significant
| evel s of workers' conpensation or enployee health benefit clains. We accrue
sel f-insured | osses based upon estinates of the aggregate liability for uninsured
clains incurred using certain actuarial assunptions followed in the insurance
i ndustry and our own historical clains experience.

Derivatives and hedging activities. Certain of our sales generated by our
non-U.S. operations are denonmnated in US. dollars. We periodically use
currency forward contracts to nmanage a portion of currency exchange rate narket
risk associated with receivables, or simlar exchange rate risk associated with
future sales, denominated in a currency other than the holder's functional
currency. We have not entered into these contracts for trading or speculative
purposes in the past, nor do we anticipate entering into such contracts for

trading or speculative purposes in the future. Most of our currency forward
contracts neet the criteria for hedge accounting under GAAP and are designated as
cash flow hedges. For these currency forward contracts, gains and |osses

representing the effective portion of our hedges are deferred as a conponent of
accunul ated other conprehensive incone, and are subsequently recognized in
earnings at the time the hedged item affects earnings. Qccasionally, we enter
into currency forward contracts which do not neet the criteria for hedge
accounting. For these contracts, we mark-to-market the estimated fair val ue of
the contracts at each bal ance sheet date based on quoted market prices for the
forward contracts, with any resulting gain or |oss recognized in incone currently
as part of net currency transactions. The quoted market prices for the forward
contracts are a Level 1 input as defined by Statenment of Financial Accounting
Standards (“SFAS’) No. 157, Fair Value Measurenents. See Note 13. To nmnage
such currency exchange rate risk, at Decenber 31, 2008, we held a series of
contracts to exchange an aggregate of U S. $7.5 mllion for an equival ent val ue
of Canadi an dollars at exchange rates ranging from Cdn. $1.25 to $1.26 per U S
dollar. These contracts qualified for hedge accounting and mature through June
20009. The exchange rate was $1.22 per U S. dollar at December 31, 2008. The
estimated fair value of the contracts was not material at Decenber 31, 2008. W
had no currency forward contracts outstandi ng at Decenber 31, 2007.

Inconme taxes. W are a nmenber of the Contran Tax Group. W have been and
currently are a part of the consolidated tax returns filed by Contran in certain
United States state jurisdictions. As a nenber of the Contran Tax Group, we are
jointly and severally liable for the federal inconme tax liability of Contran and
the other conpanies included in the Contran Tax Group for all periods in which we
are included in the Contran Tax Group. See Note 12.

As a nenber of the Contran Tax Group, we are a party to a tax sharing
agreenment which provides that we conpute our provision for U S incone taxes on a
separ at e-conpany basis. Pursuant to the tax sharing agreenent, we nake paynents
to or receive paynments from NL in anmobunts we would have paid to or received from
the U S. Internal Revenue Service or the applicable state tax authority had we
not been a nenber of the Contran Tax Group. The separate company provisions and
paynments are conputed using the tax elections nade by Contran. Under certain
circunstances, such tax regulations could require Contran to treat items
differently than we would on a stand alone basis, and in such instances GAAP
requires us to conformto Contran's tax election. W made net cash paynents for
taxes of $5.6 million in 2006, $9.5 million in 2007, and $5.2 nmillion in 2008 to
NL I ndustries, Inc.

Deferred incone tax assets and liabilities are recognized for the expected

future tax consequences of tenporary differences between the income tax and
financial reporting carrying amounts of assets and liabilities, including
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undi stributed earnings of foreign subsidiaries which are not pernanently
reinvested. Earnings of foreign subsidiaries subject to permanent reinvestnent
pl ans aggregated $5.6 million, $5.7 mllion, and $5.6 nmillion at Decenber 31,
2006, 2007 and 2008, respectively. Determ nation of the amount of unrecognized
deferred tax liability on such permanent reinvestnent plans was not practicable.
W periodically evaluate our deferred tax assets in the various taxing
jurisdictions in which we operate and adjust any related valuation allowance
based on the estimate of the amount of such deferred tax assets which we believe
do not neet the nore-likely-than-not recognition criteria.

Prior to 2007, we provided a reserve for uncertain incone tax positions
when we believed it was probable a tax position would not prevail with the
applicable tax authority and the amount of the |ost benefit associated with such
tax position was reasonably estinmable. Beginning in 2007, we record a reserve
for wuncertain tax positions in accordance with FIN No. 48, Accounting for
Uncertain Tax Positions, for each tax position where we believe it is nore-
likely-than-not our position wll not prevail with the applicable tax
authorities. See Note 13.

Ear ni ngs per share. Basi ¢ earnings per share of common stock is conputed
using the weighted average nunmber of comon shares actually outstanding during
each period. Diluted earnings per share of common stock includes the inpact of
outstanding dilutive stock options. The weighted average nunber of outstanding
stock options excluded fromthe cal cul ation of diluted earnings per share because
their inpact would have been antidilutive aggregated approximtely 397,000 in
2006, 368,000 in 2007 and 172,000 i n 2008.

Fair value of financial instrunments. The carrying anmpounts of accounts
recei vabl e and accounts payabl e approxinates fair value due to their short-term
nat ure. We adopted SFAS No. 157, Fair Value Measurenents, which establishes a
framework for neasuring fair value on January 1, 2008. The statenent requites
fair value neasurenents to be classified and disclosed in one of the follow ng
three categories:

e lLevel 1 — Unadjusted quoted prices in active markets that are accessible
at the nmeasurenent date for identical, unrestricted assets or
liabilities;

e Level 2 — Quoted prices in nmarkets that are not active, or inputs which
are observable, either directly or indirectly, for substantially the
full termof the assets or liability; and

e level 3 — Prices or valuation techniques that require inputs that are
both significant to the fair val ue neasurenent and unobservabl e.

These estimated fair value anobunts have been determned using avail able
mar ket information or other appropriate valuation nethodol ogies. The carrying
amount of our indebtedness approximates fair value due to the stated variable
interest rate approximating a market rate. The fair value of our indebtedness is
a Level 2 input. See Note 13.

Note 2 - Busi ness and geographi c segnents:

Qur operating segnents are defined as conponents of our operations about
whi ch separate financial information is available that is regularly eval uated by
our chief operating decision nmaker in determning how to allocate resources and
in assessing perfornmance. Qur chief operating decision maker is M. David A
Bowers, our president and chief executive officer. We have three operating
segnents — Security Products, Furniture Conponents and Marine Conponents. The
Security Products segment, with a facility in South Carolina and a facility
shared with Marine Conponents in Illinois, manufactures |ocking mnmechanisns and
ot her security products for sale to the office furniture, transportation, postal,
banki ng, vending and other industries. The Furniture Conmponents segnent, wth
facilities in Canada, Mchigan and Taiwan, manufactures and distributes a
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conplete line of precision ball bearing slides and ergonom c conputer support
systenms for use in office furniture, conmputer-related equipnent, tool storage
cabi nets, appliances and other applications. CQur Marine Conponents segnment with
a facility in Wsconsin and a facility shared with Security Products in Illinois
manuf actures and distributes marine instrunents, hardware and accessories for
performance boats.

In April 2006, we conpleted a mari ne conponent product business acquisition
for aggregate cash consideration of $9.8 mllion, net of cash acquired. The
purchase price was allocated anong tangi ble and intangible net assets acquired
based upon an estinate of the fair value of such net assets.

The chief operating decision naker eval uates segnment performance based on
segnent operating incone, which is defined as inconme before incone taxes, and
i nterest expense, exclusive of certain general corporate incone and expense itens
(primarily interest incone) and certain non-recurring itenms (such as gains or
| osses on the disposition of business units and other |long-lived assets outside
the ordinary course of business). The accounting policies of the reportable
operating segments are the sane as those described in Note 1. Capita
expenditures include additions to property and equipnment, but exclude anobunts
attributable to business conbinations.

Segnment assets are conprised of all assets attributable to the reportable

segnents. Corporate assets are not attributable to the operating segnents and
consist primarily of cash, cash equival ents and notes receivabl e and, at Decenber
31, 2007 and 2008, assets held for sale. See Note 9. For geographic

infornmation, net sales are attributable to the place of nmanufacture (point of
origin) and the location of the customer (point of destination); property and
equi pnment are attributable to their physical |ocation. At Decenber 31, 2007 and
2008, the net assets of non-U. S. subsidiaries included in consolidated net assets
approxi mated $40.5 million and $32.8 nmillion, respectively.
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Years ended Decenber 31,
2006 2007 2008
(I'n t housands)

Net sal es:
Security Products $ 81,684 $ 80,085 $ 77,094
Furni ture Conponents 92, 983 81, 331 76, 405
Mari ne Conponents 15, 456 16, 267 12, 003
Total net sales $190, 123 $177,683 $165, 502
Qperating i ncone:
Security Products $ 14,620 $ 12,218* $ 12,715
Furni ture Conponents 10, 036 8,001 9, 205
Mari ne Conponents 822 799 (10, 456) **
Cor porate operating expenses (5,177) (5,462) (5, 278)
Total operating income 20, 301 15, 556 6, 186
O her non-operating inconme, net 1,270 1,133 240
I nterest expense (219) (760) (2,362)
I ncone from continuing operations before
i ncone taxes $ 21,352 $ 15,929 $ 4,064
Depreci ation and anortization:
Security Products $ 4,309 $ 4,574 $ 3,557
Furni ture Conponents 6, 798 5, 457 4,583
Mari ne Conponents 666 958 1, 080
Cor porat e Depreciation 24 21 11
Tot al $ 11,797 $ 11,010 $ 9,231
Capital expenditures:
Security Products $ 5,335 $ 12,240 $ 4,348
Furni ture Conponents 1,504 1, 349 1, 823
Mari ne Conponents 5, 205 896 1,131
Tot al $ 12,044 $ 14,485 $ 7,302
Goodwi | | :
Security Products $ 23,742 $ 23,742 $ 23,742
Furni ture Conponents 7,135 7,160 7,085
Mari ne Conponents 9, 882 9, 882 - K%
Tot al $ 40,759 $ 40,784 $ 30,827
* Includes $2.7 mllion of costs related to the consolidation of three of our
northern Illinois facilities into one facility. See Note 9.
** We recorded a $9.9 mllion goodw Il inpairment charge for Marine Conponents
in 2008. This represents all of the goodwill we had previously recognized for

this reporting unit. See Note 4.
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Years ended Decenber 31,
2006 2007 2008
(I'n t housands)

Net sal es:
Poi nt of origin:
United States $127,620 $118,460 $115, 470
Canada 52, 395 52,684 46, 519
Tai wan 15, 910 11, 714 8, 268
El i M nations (5, 802) (5,175) (4, 755)
Tot al $190, 123 $177,683 $165, 502
Poi nt of destination:
United States $153,942 $147,716 $134, 247
Canada 19, 985 19, 251 16, 920
O her 16, 196 10, 716 14, 335
Tot al $190, 123 $177,683 $165, 502
Decenber 31,
2006 2007 2008

(I'n t housands)
Tot al assets:

Security Products $ 74,887 $ 80,051 $ 77,681
Furni ture Conponents 77,781 67,184 59, 148
Mari ne Conponents 26, 607 26, 436 14, 953
Corporate and elimnations 12,751 14, 044 11, 620
Tot al $192, 026 $187, 715 $163, 402
Net property and equi pnent:
United States $ 47,865 $ 50,876 $ 51,327
Canada 14, 144 13,912 8, 987
Tai wan 7,679 7,363 7,115
Tot al $ 69,688 $ 72,151 $ 67,429
Note 3 - Ilnventories:
Decenber 31,
2007 2008
(I'n thousands)
Raw material s $ 6,341 $ 7,552
Work in process 9, 783 8, 225
Fi ni shed products 8, 153 6, 884
Tot al $24,277  $22, 661

Note 4 — Goodwi || and ot her intangible assets:

We have assigned goodwill to each of our reporting units (as that termis
defined in SFAS No. 142) which correspond to our operating segnents. In
accordance with SFAS No. 142 we test for goodwill inpairment at the reporting
unit |level. In accordance with the requirenents of SFAS No. 142, we review
goodwi I | for each of our three reporting units for inpairnment during the third
quarter of each year or when circunstances arise that indicate an inpairnent
m ght be present. In deternmining the estimated fair value of the reporting
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units, we use appropriate valuation techniques, such as discounted cash fl ows.
Such discounted cash flows are a Level 3 input as defined by SFAS No. 157. | f
the fair value of an evaluated asset is less than its book value, the asset is
witten down to fair val ue.

During the third quarter of 2008, we recorded a goodw || inpairnent charge
of $9.9 million for our Marine Conponents reporting unit, which represented all
of the goodwi Il we had previously recognized for this reporting unit. W used a
di scounted cash fl ow nethodology in determning the estimited fair value of our
Mari ne Conponents reporting unit. The factors that led us to conclude goodw ||
associated with our Marine Components reporting unit was fully inpaired include
the continued decline in consunmer spending in the marine market as well as the
overall negative economic outlook, both of which resulted in near-term and
| onger-term reduced revenue, profit and cash flow forecasts for the Marine
Conponents unit. Wiile we continue to believe in the long term potential of the
Mari ne Conponents reporting unit, due to the extraordi nary econom ¢ downturn in
the marine industry we are not currently able to foresee when the industry and
our business will recover. In response to the present econom c conditions, we
have taken steps to reduce operating costs without inhibiting our ability to take
advantage of opportunities to expand our narket share. When we perforned this

analysis in the third quarter, we also reviewed the goodw || associated with our
Security Products and Furniture Conponents reporting units and concluded there
was no inpairnent of goodwi Il for those reporting units. Due to the continued
weakening of the econony, we re-evaluated the goodwi Il associated with our
Furniture Conponents reporting unit again in the fourth quarter of 2008 and
concluded no additional inpairments were present. Qur 2006 and 2007 annual
i mpai rment reviews of goodwi |l indicated no inpairnments.

Changes in the carrying anbunt of goodwill related to our operations during
the past three years are presented in the table bel ow Goodwi I | was generated

principally from acquisitions of certain business units during 1998, 1999, 2000,
and Marine Conponents acqui sitions in August 2005 and April 2006.

Security Furniture Mar i ne
Products Conponents Conponents Tot al
(In mllions)

Bal ance at Decenber 31, 2005 $23.7 $6. 6 $5. 4 $35. 7
Goodwi | | acquired during the year - 0.4 4.5 4.9
Changes in currency exchange rates - 0.1 - 0.1
Bal ance at Decenber 31, 2006 23.7 7.1 9.9 40.7
Changes in currency exchange rates - 0.1 - 0.1
Bal ance at Decenber 31, 2007 23.7 7.2 9.9 40. 8
Goodwi | | i npai r ment - - (9.9) (9.9)
Changes in currency exchange rates - (0.1) - ~(0.1)
Bal ance at Decenber 31, 2008 $23. 7 $7.1 $ - $30. 8

O her intangi ble assets are stated net of accunul ated anortization of $3.1
mllion at Decenber 31, 2007 and $2.0 million at Decenmber 31, 2008.
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Anortization of intangible assets was $441,000 in 2006, $604,000 in 2007
and $591,000 in 2008, respectively. Estimated aggregate intangible asset
anortization expense for the next five years is as foll ows:

Years endi ng Decenber 31, Anpunt
(I'n thousands)
2009 $ 600
2010 600
2011 400
2012 300
2013 100
Tot al $2, 000

Note 5 - Accounts payable and accrued liabilities:

Decenber 31,
2007 2008

(I'n thousands)
Account s payabl e $ 7,139 $ 4,985

Accrued liabilities:

Enpl oyee benefits 7,196 6,571
Cust oner tooling 736 787
Taxes ot her than on incone 572 447
I nsurance 502 458
Pr of essi onal 252 222

Reserve for uncertain tax positions 237 -
O her 1,018 786
Tot al $17, 652 $14, 256

Note 6 - Credit facility:

At Decenber 31, 2008, we had a $50 nmillion revolving bank credit facility
that natured in January 2009. At Decenber 31, 2008, we had no outstanding draws
against the credit facility and the full amount of the facility was available for
borr ow ng. In January 2009, we anended the terns of the credit facility to
extend the nmaturity date to January 15, 2012 and to reduce the size of the
facility from $50.0 mllion to $37.5 nmillion. The amended credit facility bears
interest, at our option, at either the prine rate plus a margin or LIBOR plus a
margin. The credit facility is collateralized by 65% of the ownership interests
inour first-tier non-U. S. subsidiaries. The facility contains certain covenants
and restrictions customary in lending transactions of this type, which anong
other things, restricts our ability and that of our subsidiaries to incur debt,

incur liens, pay dividends or nmerge or consolidate with, or transfer all or
substantially all assets to, another entity. The facility also requires
mai nt enance of specified levels of net worth (as defined). In the event of a

change of control, as defined, the | enders would have the right to accelerate the
maturity of the facility.

The credit facility permits us to pay dividends and/or repurchase conmon
stock in an anount equal to the sum of (i) a dividend of $.125 per share in any
cal endar quarter, not to exceed $8.0 mllion in any cal endar year, plus (ii) $20.0
mllion plus 50% of aggregate net income over the termof the credit facility. In
addition to the permtted $.125 per share amount to repurchase our common stock
and/or to pay dividends, at Decenber 31, 2008, $20.4 mllion was available for
di vi dends and/or repurchases of our common stock under the terns of the facility.
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Note 7 - I ncone taxes:

The conponents of pre-tax incone, the provision for incone taxes
attributable to continuing operations, the difference between the provision for
income taxes and the anpunt that would be expected using the U S. federal
statutory incone tax rate of 35% and the conprehensive provision for incone
taxes are presented bel ow

Years ended Decenber 31,
2006 2007 2008
(I'n thousands)

Conponents of pre-tax incone:

United States $14,022 $ 8,647  $(5, 253)
Non- U. S. 7, 330 7,282 9, 317
Tot al $21, 352 $15, 929 $ 4,064

Provi sion for incone taxes:
Currently payabl e:

U S. federal and state $ 5,651 $9, 902 $3, 570
For ei gn 2,509 3,596 3, 640
8, 160 13, 498 7,210
Deferred i ncone taxes (benefit):
U.S. federal and state 2,074 (6,503) 117
For ei gn (538) (46) (162)
1,536 (6, 549) (45)
Tot al $ 9,696 $ 6,949 $ 7,165
Expected tax expense, at the U S. federal
statutory inconme tax rate of 35% $ 7,473 $ 5,575 $ 1,422
Non-U. S. tax rates (298) (237) (328)
Increnental U.S. tax on earnings of foreign
subsi di ari es 2,138 1, 384 2,777
State incone taxes and ot her, net 535 404 255
No i ncone tax benefit on goodwi || inpairnent - - 3,459
Canadi an tax rate change (142) 152 (4)
Tax credits (432) (329) (195)
Tax contingency reserve adjustnents, net 422 - (221)
Tot al $ 9,696 $ 6,949 $ 7,165

Conpr ehensi ve provision for incone taxes
al | ocabl e to:

I ncome from operations $ 9,696 $ 6,949 $ 7,165

O her conprehensive i ncome — currency
translation 1,210 1, 580 1,479
Tot al $10,906 $ 8,529 $ 8,644
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The goodwi I | inpairnment charge is not deductible for inconme tax purposes,
and therefore we did not recognize an incone tax benefit related to the charge.

The conponents of net deferred tax assets (liabilities) are sunmmari zed
bel ow.

Decenber 31,
2007 2008
(I'n thousands)

Tax effect of tenporary differences related to:

I nventories $ 1,049 % 850
Tax on unrem tted earnings of non-U S. subsidiaries (8, 265) (5, 615)
Property and equi pnent (4, 669) (5, 442)
Accrued liabilities and other deductible differences 1,113 987
Tax | oss and credit carryforwards 4,191 4,112
O her taxable differences (2, 364) (2,291)
Val uation al |l owance (3,901) (3,901)
Tot al $(12,846) $(11, 300)
Net current deferred tax assets 2,123 1,821
Net noncurrent deferred tax liabilities (14, 969) (13, 121)
Tot al $(12,846) $(11, 300)

At Decenber 31, 2008, we had, for U S. federal incone tax purposes, net
operating loss carryforwards of approximately $400,000 which expire in 2009
t hrough 2017. UWilization of such net operating |oss carryforwards is limted to
approxi matel y $400, 000 per tax year, and we utilized such $400, 000 anpunt of the
carryforwards in each of 2006, 2007, and 2008. We believe it is nore-likely-
than-not that the carryforwards will be utilized to reduce future inconme tax
liabilities, and accordingly we have not provided a deferred incone tax asset
val uation allowance to offset the benefit of the carryforwards.

We generated a $3.9 nmillion federal income tax benefit associated with a
U S. capital loss realized in 2005. We determ ned based on the weight of the
avai | abl e evidence that realization of the benefit of the capital loss did not
and continues not to neet the nore-likely-than-not recognition criteria.
Therefore, we have also recognized a deferred incone tax asset valuation
allowance to fully offset the deferred tax asset related to the capital |oss
carryforward. The capital |oss carryforward di scussed above expires in 2010.
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Note 8 — Stockhol ders’ equity:
Shares of commpbn stock
Class A Class B
| ssued and
| ssued Treasury Qutstanding out st andi ng
Bal ance at Decenber 31, 2005 5,234, 280 - 5,234, 280 10, 000, 000
| ssued 32,700 - 32,700 -
Bal ance at Decenber 31, 2006 5, 266, 980 - 5, 266, 980 10, 000, 000
Affiliate repurchase:
| ssued 374, 000 - 374, 000 10, 000, 000
Reacqui red - (483, 600) (483, 600) -
Reti r ement (3,070, 420) 483, 600 (2,586,820) (10,000, 000)
Total affiliate repurchase (2,696, 420) - (2,696, 420) -
O her:
| ssued 87, 300 - 87, 300 -
Reacqui red - (179, 100) (179, 100) -
Reti r enent (179, 100) 179, 100 - -
Total other (91, 800) - (91, 800) -
Bal ance at Decenber 31, 2007 2,478, 760 - 2,478, 760 10, 000, 000
| ssued 9, 000 - 9, 000 -
Reacqui red - (126, 453) (126, 453) -
Reti r ement (126, 453) 126, 453 - -
Bal ance at Decenber 31, 2008 2,361, 307 - 2,361, 307 10, 000, 000

Class A and Cass B common stock. The shares of Oass A comon stock and
Class B common stock are identical in all respects, except for certain voting
rights and certain conversion rights in respect of the shares of the Cass B
comon stock. Holders of Oass A comon stock are entitled to one vote per share.
NL Industries, Inc. (“NL"), which holds all of the outstanding shares of Cass B
comon stock, is entitled to one vote per share in all matters except for election
of directors, for which NL is entitled to ten votes per share. Hol ders of all
cl asses of common stock entitled to vote will vote together as a single class on
all matters presented to the stockholders for their vote or approval, except as
otherwi se required by applicable |aw Each share of Oass A comon stock and
Class B common stock have an equal and ratable right to receive dividends to be
paid from our assets when, and if declared by the board of directors. In the
event of the dissolution, liquidation or w nding up of our operations, the holders
of O ass A comon stock and Class B common stock will be entitled to share equally
and ratably in the assets available for distribution after paynments are nade to
our creditors and to the holders of any of our preferred stock that nay be
outstanding at the tinme. Shares of the Oass A comon stock have no conversion
rights. Under certain conditions, shares of Cass B common stock will convert, on
a share-for-share basis, into shares of Cass A comon stock

I n August 2007, our board of directors
Class A common stock in

Shar e repurchases and cancel | ati ons.
aut hori zed the repurchase of up to 500,000 shares of our
open market transactions, including block purchases, or in privately-negotiated
transactions at unspecified prices and over an unspecified period of tinme. This
aut hori zation was in addition to the 467,000 shares of Cass A conmobn stock that
remai ned available at the close of business on August 9, 2007 for repurchase
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under prior authorizations of our board of directors. W may repurchase our
conmon stock fromtine to tine as market conditions pernmit. The stock repurchase
program does not include specific price targets or tinmetables and my be

suspended at any tine. Depending on narket conditions, we may ternminate the
programprior to its conpletion. W wll use cash on hand to acquire the shares
Repurchased shares will be added to our treasury and cancell ed.

During 2007 and 2008, we purchased approxi mately 179,100 and 126, 453 shares
of our Class A comon stock in nmarket transactions for an aggregate of $3.3
mllion and $1.0 nmillion in cash, respectively. We cancelled these treasury
shares and allocated their cost to comobn stock at par val ue and additional paid-
in capital. At Decenber 31, 2008, approxinmately 678,000 shares were avail able
for purchase under these repurchase authorizations.

In October 2007, our board of directors authorized the repurchase or
cancellation of a net 2.7 mllion shares of our Class A common stock held
directly and indirectly by TI MT. We purchased or cancelled these shares for
$19.50 per share, or aggregate consideration of $52.6 mllion, which we paid in
the form of a promissory note. The price per share was determ ned based on our
open market repurchases of our Cass A commpbn stock around the tine the
repurchase or cancellation of these shares was approved. The authorization for
t he repurchase or cancellation of these Class A shares from TIMET was in addition
to the share repurchase authorizations discussed above. See Note 11. We
al l ocated the cost of these repurchases and/or cancellations to conmmon stock at
par value and additional paid-in capital

I ncentive conpensation plan. The ConpX International Inc. 1997 Long-Term
Incentive Plan provides for the award or grant of stock options, stock
appreciation rights, performance grants and other awards to enployees and ot her
i ndi viduals who provide services to us. Up to 1.5 mllion shares of Cass A
Conmmon Stock may be issued pursuant to the plan. Enpl oyee stock options are
granted at prices not less than the nmarket price of our stock on the date of
grant, vest over five years and expire ten years from the date of grant. The
following table sets forth changes in outstanding options during the past three
years.

Anount Wi ght ed

Exerci se payabl e aver age

price per upon exerci se
Shar es shar e exerci se price

(I'n 000’ s)

Qut st andi ng at Decenber 31, 2005 470 $10. 00 — 20.00 $8, 637 $18.38
Exerci sed (27) 13. 00 (347 13. 00
Cancel ed _(6) 20. 00 (120  20.00
Qut st andi ng at Decenber 31, 2006 437 $10. 00 — 20.00 $8,170 $18.70
Exerci sed (81) 10. 00 — 20.00 (1,394 17. 21
Cancel ed (7) 17.94 - 20.00 (133 19. 00
Qut st andi ng at Decenber 31, 2007 349 $12. 15 — 20.00 $ 6,643 $19.03
Cancel ed (215) 20. 00 (4,300 20. 00
Qut st andi ng at Decenber 31, 2008 134 $12.15 — 19.25 $ 2,343 $17.49

Qut st andi ng options at Decenber 31, 2008 represent approximately 1% of our
total outstanding shares of conmmon stock at that date and expire at various dates
t hrough 2012 with a wei ght ed-average renmi ning term of approximately 1 year. Qur
market price per share at Decenber 31, 2008 was $5.28. O the 134,000
out standi ng options, which were fully vested at Decenber 31, 2008, all 134,000
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options were exercisable at prices higher than the Decenber 31, 2008 narket price
per share. At Decenber 31, 2008, an aggregate of 878,820 shares were avail abl e
for future grants. Shares issued under the incentive stock plan are generally
new y-i ssued shares. The intrinsic value of our options exercised aggregate
approxi mately $123,900 in 2006 and $241,400 in 2007 and the related inconme tax
benefit from the exercises was $44,000 in 2006 and $77,000 in 2007. No stock
options were exercised in 2008.

Note 9 — Facility consolidation

Prior to 2007, we had three facilities in northern Illinois, two Security
Products facilities (located in Lake Bluff, Illinois and River Gove, I|llinois)
and one Marine Conponents facility (located in Grayslake, Illinois). |In order to

create opportunities to reduce operating costs and inprove operating efficiencies,
we determined that it would be nore effective to consolidate these three
operations into one |ocation. In 2006, we acquired |and adjacent to the Marine
Conponents facility for approximately $1.8 mllion in order to expand the
facility, and during 2007 we incurred approximately $9.6 mllion of capital
expenditures in connection with the expansion.

In addition to the <capital expenditures, during 2007, we incurred
approximately $2.7 mllion in expenses relating to the facility consolidation
including physical nove costs, equipnent installation, redundant |[|abor and
recruiting fees and wite downs for fixed assets no longer in use, all of which
are included in facility consolidation expense in the acconpanying Consolidated
Statenment of Incone. The mgjority of these costs were incurred during the fourth
quarter of 2007.

The fixed asset wite downs anounted to $765,000 of which $600, 000 rel ated
to the classification of the River Gove facility as an “asset held for sale” in
Novenber 2007 as it was no |longer being utilized and net all of the criteria under
GAAP to be classified as an “asset held for sale.” 1In classifying the facility
and related assets (prinmarily land, building, and building inprovenents) as held
for sale, we concluded that the carrying anount of the assets exceeded the
estimated fair value less costs to sell such assets. In determining the
estimated fair value of such assets, we considered recent sales prices for other
property near the facility, Level 2 inputs as defined by SFAS No. 157.
Accordi ngly, we recognized $600,000 to wite-down the assets to their estinmated
net realizable value of approximately $3.1 nmillion at Decenber 31, 2007. W
expect to dispose of the River Gove facility during 2009. The Lake Bl uff,
I[llinois facility was sold in 2006 for approximately $1.3 nmillion which
approxi mated book value and was |eased-back until we vacated the facility in
Cct ober 2007

Note 10 — Ot her non-operating incone, net:
Years ended Decenber 31,

2006 2007 2008
(I'n thousands)

I nterest inconme $1, 278 $1, 324 $ 389
O her incone (expense), net (8) (191) (149)
Tot al $1, 270 $1,133 $ 240
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Note 11 - Rel ated party transactions:

W may be deened to be controlled by Harold C. Simons. See Note 1.
Corporations that may be deened to be controlled by or affiliated with M. Simmobns
soneti mes engage in (a) intercorporate transactions such as guarantees, nanagenent
and expense sharing arrangenments, shared fee arrangenents, joint ventures,
partnerships, |oans, options, advances of funds on open account, and sales, |eases
and exchanges of assets, including securities issued by both related and unrel ated
parties and (b) common investnment and acquisition strategies, busi ness
conbi nati ons, reorganizations, recapitalizations, securities repurchases, and
purchases and sales (and other acquisitions and dispositions) of subsidiaries,
di visions or other business units, which transactions have involved both related
and unrelated parties and have included transactions which resulted in the
acquisition by one related party of a publicly-held mnority equity interest in

another related party. We continuously consider, review and evaluate, and
understand that Contran and related entities consider, review and evaluate such
transacti ons. Depending upon the business, tax and other objectives then

relevant, it is possible that we mght be a party to one or nobre such transactions
in the future

In 2007, we purchased and/or cancelled a net 2.7 mllion shares of our C ass
A common stock from TIMET. A subsidiary of Contran and persons and other entities
related to M. Sinmmons own an aggregate of approximately 52% of TIMET s
outstandi ng common stock at Decenber 31, 2007. We purchased and/or cancelled
these shares for $19.50 per share, or aggregate consideration of $52.6 mllion
which we paid in the form of a promssory note. The price per share was
det erm ned based on our open market repurchases of our Oass A comon stock around
the time the repurchase from TIMET was approved. The prom ssory note bears
interest at LIBOR plus 1% (5.05% at Decenber 31, 2008) and provides for quarterly
princi pal repaynents of $250,000 commencing in Septenber 2008, with the bal ance
due at nmaturity in Septenber 2014. The prom ssory note is subordinated to our
U S. revolving bank credit agreement. See Note 6. W nmay nmake prepaynents on the
prom ssory note payable to TIMET at any time, in any anount, wthout penalty.
During 2007 and 2008, we prepaid approximately $2.6 nillion and $7.0 mllion,
respectively, of the promssory note. At Decenber 31, 2007 and 2008
approximately $50.0 nmillion and $43.0 mllion, respectively, was outstandi ng under
the promissory note, of which $250,000 and $1.0 nillion, respectively, was
classified as a current liability. The schedul ed repaynents of the prom ssory note
are shown in the table bel ow

Years endi ng Decenber 31, Anpunt
(I'n thousands)
2009 $ 1,000
2010 1, 000
2011 1, 000
2012 1, 000
2013 1, 000
2014 37,980
Tot al $42, 980

Under the terns of various Intercorporate Service Agreenents (“ISAs”) with
Contran, enployees of Contran perform certain nanagenent, tax planning, financial
| egal and admi nistrative services for us on a fee basis. Such fees are based upon
estimates of tine devoted to our affairs by individual Contran enpl oyees and the
conpensation of such persons. Because of the |arge nunber of conpanies affiliated
with Contran, we believe we benefit from cost savings and economies of scale
gained by not having certain nanagenent, financial and admnistrative staffs
duplicated at each entity, thus allowing certain individuals to provide services
to multiple conpanies but only be conpensated by one entity. Fees pursuant to
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these agreenents aggregated $2.7 million in 2006, $2.9 nmllion in 2007 and $3.1
mllion in 2008.

Tall Pines Insurance Conpany and EW RE, Inc. provide for or broker certain
i nsurance policies for Contran and certain of its subsidiaries and affiliates,
i ncl udi ng us. Tall Pines and EW are subsidiaries of Valhi. Consi stent with
i nsurance industry practices, Tall Pines and EW receive commssions from the
i nsurance and reinsurance underwiters and/or assess fees for the policies that
they provide or broker. The aggregate premuns paid to Tall Pines and EW were
approximately $1.2 mllion in 2006, $1.1 mllion in 2007 and $1.2 million in 2008
These anounts principally included paynents for insurance, but also included
comr ssions paid to Tall Pines and EW. Tall Pines purchases reinsurance for
substantially all of the risks it underwites. W expect that these relationships
with Tall Pines and EW will continue in 2009.

Contran and certain of its subsidiaries and affiliates, including us,
purchase certain of their insurance policies as a group, with the costs of the
jointly-owned policies being apportioned anong the participating conpanies. Wth
respect to certain of these policies, it is possible that unusually |arge |osses
incurred by one or nore insureds during a given policy period could |eave the
ot her participating conpanies w thout adequate coverage under that policy for the
balance of the policy period. As a result, Contran and certain of its
subsidiaries and affiliates, including us, have entered into a l|loss sharing
agreenment under which any uninsured loss is shared by those entities who have
submtted clains under the relevant policy. W believe the benefits in the form
of reduced premuns and broader coverage associated with the group coverage for
such policies justifies the risk associated with the potential for any uninsured
| oss.

Note 12 - Conmitments and conti ngenci es:

Legal proceedings. W are involved, from tine to tine, in various
contractual, product liability, patent (or intellectual property), enploynent and
other clainms and disputes incidental to our business. On February 10, 2009, a
conplaint was filed with the US. International Trade Commi ssion (“ITC') by
Humanscal e Corporation requesting that the | TC commence an investigation pursuant
to Section 337 of the Tariff Act of 1930 to deternmine allegations concerning the
unl awful inportation of certain adjustable keyboard related products into the
U.S. by our Canadian subsidiary. The products are alleged to infringe certain
clains under a U S. patent held by Humanscale. The conplaint seeks as relief the
barring of future inports of the products into the US. until the expiration of
the related patent in March 2011. Additionally, on February 13, 2009, a conplaint
for patent infringenment was filed in the United States District Court, Eastern
District of Virginia, by Hunanscal e against us and our Canadi an subsidiary. W
have not been served in this matter as of the filing of our annual report on Form
10-K, however, we deny the allegations of infringenent noted in this conplaint.
W intend to deny the infringenent before the ITC and seek to dismss the
conplaint. W currently believe that the disposition of all clains and di sputes,
individually or in the aggregate, if any, should not have a nmaterial adverse
effect on our consolidated financial condition, results of operations or
liquidity.

Environnmental matters and litigation. Qur operations are governed by
various federal, state, local and foreign environmental |aws and regul ations
Qur policy is to conply with environnental laws and regulations at all of our
plants and to continually strive to inmprove environnmental performance in
association with applicable industry initiatives. W believe that our operations
are in substantial conpliance with applicable requirenents of environnental |aws.
From tine to time, we nmay be subject to environmental regulatory enforcenent
under various statutes, resolution of which typically involves the establishnent
of conpliance prograns.
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Incone taxes. Fromtine to tine, we undergo exam nations of our income tax
returns, and tax authorities have or nay propose tax deficiencies. W believe
that we have adequately provided accruals for additional incone taxes and rel ated
i nterest expense which may ultimately result from such exam nati ons and we believe
that the ultimate disposition of all such exam nations should not have a material
adverse effect on our consolidated financial position, results of operations or
liquidity.

We have agreed to a policy with Contran providing for the allocation of tax
liabilities and tax paynents as described in Note 1. Under applicable [aw, we,
as well as every other nmenber of the Contran Tax G oup, are each jointly and
severally liable for the aggregate federal incone tax liability of Contran and
the other conpanies included in the Contran Tax Group for all periods in which we
are included in the Contran Tax Group. NL has agreed, however, to indemify us
for any liability for income taxes of the Contran Tax Group in excess of our tax
liability previously computed and paid by wus in accordance with the tax
al l ocation policy.

Concentration of credit risk. Qur products are sold primarily in North
America to original equipnment manufacturers. The ten |argest custoners accounted
for approximtely 38% of sales in 2006, 31%in 2007 and 35%in 2008. No custoner
accounted for sales of 10%or nmore in 2006, 2007, or 2008.

Rent expense, principally for buildings, was $787,000 in 2006, $429,000 in
2007 and $461, 000 in 2008. At Decenber 31, 2008, future mninum rentals under
noncancel | abl e operating | eases are shown bel ow.

Years endi ng Decenber 31, Anpunt
(I'n thousands)
2009 $400
2010 156
2011 145
2012 16
Tot al 717

Note 13 — Recent accounting pronouncenents:

Fair Value Measurenments — |In Septenber 2006, the FASB issued SFAS No. 157,
Fair Val ue Measurenents, which becanme effective for us on January 1, 2008. SFAS
No. 157 generally provides a consistent, single fair value definition and
nmeasur enent techni ques for GAAP pronouncenents. SFAS No. 157 also establishes a
fair value hierarchy for different neasurenent techniques based on the objective
nature of the inputs in various valuation nethods. In February 2008, the FASB
i ssued FSP No. FAS 157-2, Effective Date of FASB Statenent No. 157 which wll
del ay the provisions of SFAS No. 157 for one year for all nonfinancial assets and
nonfinancial liabilities, except those that are recognized or disclosed at fair
value in the financial statements on a recurring basis (at least annually). Al
of our fair value neasurenents are in conpliance with SFAS No. 157, on a
prospective basis, beginning in the first quarter of 2008, except for

nonfinancial assets and liabilities, which we wll be required to be in
conpliance with SFAS No. 157 prospectively beginning in the first quarter of
20009. In addition, we have expanded our disclosures regarding the valuation
nethods and level of inputs we utilize, except for nonfinancial assets and
liabilities, which will require disclosure in the first quarter of 2009. The

adoption of this standard did not have a material effect on our Consolidated
Fi nanci al Statenents.

Fair Value Option — In the first quarter of 2007 the FASB issued SFAS No.
159, The Fair Value Option for Financial Assets and Financial Liabilities. SFAS
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159 permts conpanies to choose, at specified election dates, to neasure eligible
iteme at fair wvalue, wth wunrealized gains and losses included in the
determ nation of net incone. The decision to elect the fair value option is
generally applied on an instrunent-by-instrunent basis, is irrevocable unless a
new el ection date occurs, and is applied to the entire instrunent and not to only
specified risks or cash flows or a portion of the instrunent. |Itens eligible for
the fair value option include recognized financial assets and liabilities, other
than an investnment in a consolidated subsidiary, defined benefit pension plans,
OPEB pl ans, |eases and financial instrunments classified in equity. An investnent
accounted for by the equity nmethod is an eligible item The specified election
dates include the date the conpany first recognizes the eligible item the date
the conpany enters into an eligible commtnment, the date an investnent first
beconmes eligible to be accounted for by the equity nethod and the date SFAS No.
159 first becones effective for the conpany. SFAS No. 159 becane effective for
us on January 1, 2008. W did not elect to neasure any eligible itens at fair
val ue in accordance with this new standard either at the date we adopted the new
standard or subsequently during the first nine nonths of 2008; therefore the
adoption of this standard did not have a material effect on our Consolidated
Fi nanci al Statenents.

Busi ness Conbi nati ons — Also in Decenber 2007, the FASB issued SFAS No. 141
(revised 2007), Business Conbinations, which applies to us prospectively for
busi ness conbi nations that close in 2009 and beyond. The statenent expands the
definition of a business conbination to include nore transactions including sone
asset purchases and requires an acquirer to recognhize assets acquired,
liabilities assumed and any noncontrolling interest in the acquiree at the
acquisition date at fair value as of that date with limted exceptions. The
statement also requires that acquisition costs be expensed as incurred and
restructuring costs that are not a liability of the acquiree at the date of the
acquisition be recognized in accordance with SFAS No. 146, Accounting for Costs
Associated with Exit or Disposal Activities. Due to the unpredictable nature of
busi ness conbinations and the prospective application of this statenent we are
unable to predict the inpact of the statement on our Consolidated Financial
St at ement s.

Derivative Disclosures — In Mirch 2008 the FASB issued SFAS No. 161
Di scl osures about Derivative Instrunents and Hedging Activities, an Amrendnent of
FASB Statenent No. 133. SFAS No. 161 changes the disclosure requirenments for
derivative instruments and hedging activities to provide enhanced disclosures
about how and why we use derivative instrunents, how derivative instrunents and
related hedged itens are accounted for wunder SFAS No. 133 and how derivative
instruments and rel ated hedged itenms affect our financial position and perfornance
and cash flows. This statement will becone effective for us in the first quarter
of 2009. W periodically use currency forward contracts to nanage a portion of
our foreign currency exchange rate market risk associated with trade receivables
or future sales. The contracts we have outstanding at Decenber 31, 2008 are
accounted for under hedge accounting. See Note 1. Because our prior disclosures
regarding these forward contracts have substantially met all of the applicable
di sclosure requirenments of the new standard, we do not believe the enhanced
di scl osure requirenments of this new standard will have a significant effect on our
Consol i dated Financi al Statenents.

Uncertain tax positions - In the second quarter of 2006 the FASB issued
FIN No. 48, Accounting for Uncertain Tax Positions, which we adopted on January
1, 2007. FIN 48 clarifies when and how much of a benefit we can recogni ze in our
consol idated financial statements for certain positions taken in our incone tax
returns under Statement of Financial Accounting Standards No. 109, Accounting for
Income Taxes, and enhances the disclosure requirenents for our income tax
policies and reserves. Anong other things, FIN 48 prohibits us from recogni zi ng
the benefits of a tax position unless we believe it is nore-likely-than-not our
position will prevail with the applicable tax authorities and linmts the anount
of the benefit to the largest anpbunt for which we believe the likelihood of
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realization is greater than 50% FIN 48 also requires conpanies to accrue
penalties and interest on the difference between tax positions taken on their tax
returns and the ampount of benefit recognized for financial reporting purposes

under the new standard. W are required to classify any future reserves for
uncertain tax positions in a separate current or noncurrent liability, depending
on the nature of the tax position. Qur adoption of FIN 48 did not have a

material inmpact on our consolidated financial position or results of operations.
Upon adopting FIN 48 on January 1, 2007, we recognized a $41,000 increase to
retai ned earnings.

We accrue interest and penalties on our wuncertain tax positions as a
conponent of our provision for incone taxes. The ampunt of interest and
penalties we accrued at Decenber 31, 2007 was $45,000 and nil at Decenber 31,
2008.

The following table shows the changes in the ampunt of our uncertain tax
positions (exclusive of the effect of interest and penalties) during 2007 and
2008:

Years Ended Decenber 31,

2007 2008
(I'n thousands)
Unr ecogni zed tax benefits:

Amount at adoption of FIN 48 (or begi nning

of the year) $(585) $(192)
Tax positions take in prior periods:

G oss increases - -

G oss decreases 6 -
Tax positions taken in current period:

G oss increases - -

G oss decreases -
Settlements with taxing authorities — cash paid 301 -

Lapse of applicable statute of limtations 86 192
Amount at end of the year $(192) $ -
Pursuant to the expiration of certain statue of limtations, we released

the bal ance of the FIN 48 liability in the third quarter of 2008.

W file incone tax returns in various U S. federal, state and | ocal
jurisdictions. W also file incone tax returns in various foreign jurisdictions,
principally in Canada and Taiwan. Qur donestic incone tax returns prior to 2005
are generally considered closed to exam nation by applicable tax authorities.
Qur foreign incone tax returns are generally considered closed to exam nation for
years prior to 2003 for Taiwan, and 2004 for Canada.
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Note 14 — Quarterly results of operations (unaudited):

Quarter ended
March 31 June 30 Sept. 30 Dec. 31
(I'n mllions, except per share anobunts)

2007:
Net sal es $43.6 $45. 2 $46. 4 $42.5
G oss profit 12.1 11.9 11.9 9.3
Qperating i ncome 5.4 4.6 4,33 1.2
Net incone 3.0 2.6 2.8 0.5
Basi ¢ and diluted earnings per share $ .20 $ .17 $ .18 $ .04
2008:
Net sal es $40.5 $43. 7 $43.9 $37. 4
G oss profit 9.9 11.0 11.2 8.1
perating income (| oss) 3.5 4.5 (4.9)® 3.1
Net inconme (| o0ss) 1.6 2.1 (7.5)® 0.7
Basi ¢ and diluted earnings (Ioss)
per share $ .13 $ .17 $ (.61) $ .06

The sum of the quarterly per share anounts nay not equal the annual per
share anpbunts due to relative changes in the weighted-average nunber of shares
used in the per share conputations.

(a) Quarterly operating incone for the quarters ended Septenber 30, 2007 and
Decenber 31, 2007 was inpacted by $808,000 and $1.9 nillion, respectively, of
costs related to the consolidation of three of our northern Illinois facilities
into one new facility including a $600,000 charge to wite-down a vacated facility
toits estinated net realizable value. See Note 9.

(b) W& recorded a goodwill inpairnent charge of $9.9 mllion for our Marine
Conponents reporting unit in the third quarter of 2008. See Note 4.
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