EDGAR'pro

iy EDGAR Dnlire”

ENGLOBAL CORP

FORM 10-K

(Annual Report)

Filed 04/15/13 for the Period Ending 12/29/12

Address

Telephone
CIK
Symbol
SIC Code
Industry
Sector
Fiscal Year

654 N. SAM HOUSTON PKWY E
SUITE 400

HOUSTON, TX 77060-5914
281-878-1000

0000933738

ENG

8711 - Engineering Services
Construction & Engineering
Industrials

12/31

Powere d By ED‘GA;Rbn]ine

http://www.edgar-online.com
© Copyright 2016, EDGAR Online, Inc. All Rights Reserved.

Distribution and use of this document restricted under EDGAR Online, Inc. Terms of Use.


http://www.edgar-online.com

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
Form 10-K
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Indicate by check mark whether the registrant lsstted electronically and posted on its corpo¥ab site, if any, every Interactive Data
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the registrant was required to submit and post §ileg). YesX] No O
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PART |
CAUTIONARY NOTICE REGARDING FORWARD-LOOKING STATEME NTS

This Annual Report on Form 10-K (“Report”), includj “Management's Discussion and Analysis of Financ@hdition and Resul
of Operations,” as well as oral statements madehgyCompany and its officers, directors or emplsyeentains forwardeoking statemen
within the meaning of Section 21E of the Securlieshange Act of 1934, as amended (the “Exchang8.Ruch forwardiooking statemen
are based on management's beliefs, current expectatestimates and projections about the industiiwt the Company and its subsidial
serve, the economy and the Company in general.vildrds “expect,” “anticipate,” “intend,” “plan,” “be lieve,” “seek,” “estimate” anc
similar expressions are intended to identify suohwérd-looking statements; however, this Reporioatentains other forwardboking
statements in addition to historical informationlti®ugh we believe that the expectations refledtethe forwardlooking statements a
reasonable, such forwardoking statements are not guarantees of futuréoperance and are subject to risks, uncertaintied ather factor
that may cause the actual results, performanceatievements of the Company to differ materiallyrfioistorical results or from any rest
expressed or implied by such forwdaibking statements. The Company cautions readexsttie following important factors and the ri
described in the section of this report entitledsiRFactors,”among others, could cause the Company's actualtsesudiffer materially fror
the forwardiooking statements contained in this Report: (iy ability to comply with the terms of the forbeacas under the PNC Cre
Facility and Ex-Im Bank Facility; (ii) our ability to obtain an ¢snsion of the forbearance periods under the PNEdE@rFacility and Extim
Bank Facility or otherwise obtain the cure or waiva defaults under the PNC Credit Facility and-Im Bank Facility; (iii) whether th
exploration and consideration of strategic alterimas will result in any transaction and such tracsan's effects on the Company anc
stockholder s (iv) our ability to achieve profitability and st@nable positive cash flow from our operations) (ke effect of changes
accounting policies and practices as may be adoptetegulatory agencies, as well as by the Finan&izcounting Standards Board; (vi) 1
effect of changes in the business cycle and dowstiur local, regional and national economy and ability to respond appropriately to t
current worldwide economic financial situation;{vthe effect on the Company's competitive positithin its market area in view of, amc
other things, the increasing consolidation withig $ervices industries, including the increased petition from larger regional and out-of-
state engineering and professional service orgdiumna; (viii) the effect of increases and decreaisesil prices; (ix) the availability of par
from vendors; (x) our ability to collect accounesceivable in a timely manner; (xi) our ability tecurately estimate costs and fees on +
price contracts; (xii) our ability to hire and retaqualified personnel; (xiii) our ability to retaiexisting customers and get new customers;
our ability to mitigate losses; (xv) our ability &zhieve our business strategy while effectivelpagag costs and expenses; (xvi) our abilil
estimate exact project completion dates; (xvii) ahility to effectively monitor business done alésof the United States; (xviii) our ability
realize the benefits of the sale of our Field Sohg segment, including our ability to collect utdd trade receivables; (xiv) the performanc
the energy sector; and (xv) the effect of changdsws and regulations with which the Company nuoshply, and the associated cost
compliance with such laws and regulations, eithemrently or in the future, as applicable. The Compacautions that the foregoing list
important factors is not exclusive. We are undedaty and have no plans to update any of the fodv@oking statements after the date of
Report to conform such statements to actual res
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ITEM 1. BUSINESS

Overview

ENGIlobal Corporation (which may be referred to BE&Global,” the “Company,” “we,” “us” or “our”)jncorporated in the State
Nevada in June 1994, is a leading provider of ezwgimg and professional services principally to ¢éimergy sector. All of the informati
contained in this Annual Report on Form KQelates to the annual periods ended DecembeP@l1 and December 29, 2012. ENGIol
revenues from continuing operatidmsd grown from $210.8 million in 2010 to $237.61mil in 2011, an increase of approximately 12.7%
accomplished this growth by expanding our engimgednd professional service capabilities and owggphic presence through intel
growth, including new initiatives. However, duritite past year, we have experienced a downturarimperations, with revenues declinin
$227.9 million. As a result, our revenues fromtomring operations for 2012 versus 2011 decreagefbb/ million, a decrease of 4.1%0Qul
net losses from continuing operations (excluding-cash charges of approximately $16.9 million refatim an impairment to our goodwill a
approximately $6.2 million relating to a writéf of a deferred tax asset), increased from $5lRom in 2011 to $9.3 million. In 2012, our t
cash provided from all operating activities decegaom $5.6 million in cash provided by operatiam®2011 to $4.8 million in cash used
operations in 2012. As of the date of this filimge have approximately 1,7@dnployees in 15 offices located in the followinges: Houstor
Deer Park, Beaumont and Freeport, Texas; Baton &aud Lake Charles, Louisiana; Tulsa, Oklahoma;vBerColorado; Mobile, Alabam
and Chicago, lllinois. Historically, we have opein the following segments:

« Engineering and Construction Segm+ The Engineering and Construction segment provigegices relating to the developme
management and execution of projects requiringgsibnal engineering and related project serviciesapily to the midstream al
downstream sectors throughout the United Statavices provided by the Engineering and Construciegment include feasibili
studies, engineering, design, procurement and eaigin management. The Engineering and Constmuctegment includes t
government services group, which provides engingerilesign, installation and operation and mainteaeof various governme
public sector and international facilitie

« Automation Segmerl The Automation segment provides services relatetthdéodesign, fabrication and implementation of ps
distributed control and analyzer systems, advaacgomation, information technology, electrical dr&at tracing projects primarily
the upstream and downstream sectors throughouldrilied States as well as specific projects in thédié East and Central Asi

- Field Solutions Segme~ Prior to its divestiture in 2012 and early 2013 fhield Solutions segment provided inspection,
management, right-ofsay, environmental compliance, legislative affastgpport and governmental regulatory compliance ices
primarily to the midstream sector, including pipeli utility and telecommunications companies anldelotowner/operators
infrastructure facilities throughout the United 18t

The substantial losses we incurred in 2012 andeblting defaults under our credit facilities (tfRNC Credit Facility” and the “Ex-

Im Bank Facility”) raise substantial doubt about our ability to camtias a going concern. See Note 3 to the Consatidénancial Statemel
included in this report. While ENGlobal experiedaedifficult 2012 and continues to face a numberhallenges, we are cautiously optimi
about the prospects for 2013. Because of the ldss2811 and 2012, we have divested our leastctitteabusinesses and are now focuse
our core business segments, Engineering and Cotistitand Automation. In this regard, we have reducur expenses by reducing emplc
headcount, closing offices and creating an enhanpedational focus on cost controls. In additioe, ave seeing an increase in capital pr
spending in limited markets in 2013. Although we ar default under the PNC Credit Facility and Erelm Bank Facility, wecontinue ti
discuss with our lenders the terms under whichdifaults may be cured or waived. Séterh 7. Management's Discussion and Analys
Financial Condition and Results of Operations -uidify and Capital Resources.”

Despite the relative increase in capital projeensiing in certain limited markets, we believe tatrall, client spending continues
be limited, which we believe may be due to the uadety experienced by businesses regarding thigadiclimate in Washington D.C. and
sluggish improvement in the economy overall. Idi&dn, pricing continues to be very competitiveowtver, we have an ongoing, extren
focused marketing effort and we have seen an igergaproposal activity, as well as an increaskacklog. In particular, we are focusec
both international expansion as well as signifiganofects located inside of the United States.
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ITEM 1. BUSINESS (continued)

On October 11, 2012, we announced that our BoarDifctors had initiated a process to explore amdisiler possible strate:
alternatives for enhancing shareholder value ampating the Company's lontgrm financial strength. The Board of Directorsaneec
Simmons & Co. (“Simmons”) as its financial advighuring this process.We continue to take actions to streamline our dpers, including
the divestiture of our Field Solutions segment,ithplementation of expense reduction initiatives] ¢he retention of a management const
to perform advisory services. We have not madedmgysion to engage in any specific strategic mdtve at this time, and the exploratior
strategic alternatives may not result in any speeittion or transaction. ENGlobal does not intémgrovide updates or make any fur
comment regarding its exploration and evaluatiorsteditegic alternatives unless and until the Bazr@directors has approved a definit
course of action.

Available Information

We are currently subject to the information repaytrequirements of the Securities Exchange Act984] as amended (th&Xchang
Act”), and we file annual, quarterly and current reporis ather information with the SEC. Our SEC filing® available to the public at"
SEC's website at http://www.sec.go®@ur SEC filings are also available at our websiteww.englobal.com

ENGIlobal Website

You can find financial and other information ab&hGlobal at the Company's website_at www.englobai.c Copies of our annu
reports on Form 10-K, quarterly reports on FormQ,Oeurrent reports on Form 8- and amendments to those reports filed or fued
pursuant to Section 13(a) or 15(d) of the Exchahgieare provided free of charge through the Comfsamgbsite and are available as soc
reasonably practicable after filing electronicadlly otherwise furnishing reports to the SEC. Infotiora relating to corporate governanct
ENGilobal, including: (i) our Code of Business Coatand Ethics for all of our employees, including €hief Executive Officer and our Ch
Financial Officer; (ii) our Code of Ethics for o@hief Executive Officer and our Senior Financiafi€drs; (iii) information concerning o
directors and our Board Committees, including Cotteai charters; and (iv) information concerning sagtions in ENGlobal securities
directors and executive officers, is available onwebsite under the Investor Relations link. Wé priovide any of the foregoing informatic
for a reasonable fee, upon written request to laveRelations, ENGlobal Corporation, 654 North SHimuston Parkway East, Suite 4
Houston, Texas 77060-5914.

Business Segmen— Continuing Operations

Our segments are strategic business units that different services and products and thereforauireqdifferent marketing ai
management strategies. In addition to internal gnphistorically, our segments have grown throuigategic acquisitions, which also serve
augment management expertise.

Percentage of Revenue

Segments 2012 2011
Engineering and Constructic 74.1% 73.8%
Automation 25.% 26.2%

100.(% 100.(%

Engineering and Construction Segment

Selected financial data for this segment is sunzedras follows (dollars in thousands):

2012 2011
Revenue $ 168,93( $ 175,38
Operating profit (loss $ (10,92) $ 7,83t
Total asset $ 3525, $ 52,10¢
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ITEM 1. BUSINESS (continued)
General

The Engineering and Construction segment providggices relating to the development, management exatdution of projec
requiring professional engineering and relatedgmtogervices primarily to the midstream and doveastr sectors throughout the United St
Our Engineering and Construction segment offersifiddy studies, engineering, design, procuremantl construction management.
Engineering and Construction segment includes dwemment services group, which provides engingeudesign, installation and operal
and maintenance of various government, public seetd international facilities.

The Engineering and Construction segment offergda vange of services as a single source provider.

ENGIlobal's engineering staff has the capabilitydefeloping a project from the initial planning staghrough detailed design
construction management. Our services include:

« conceptual studie:

* project definition;

* cost estimating

* engineering desigr

* environmental complianc

» material procuremen

* project and construction management;
« facility inspection.

The Engineering and Construction segment curremplgrates through ENGlobal's whollyvned subsidiaries, ENGlobal U.S., |
(“ENGlobal U.S.”) and ENGlobal Government Services, Inc. ENGlobal .UfScuses on providing its services to the midstrean:
downstream segments of the oil and gas industematal and petrochemical manufacturers, utilitied alternative energy developers. It
provides its services via iplant personnel assigned to client locations thhougj the United States. ENGlobal U.S., Inc. alsuf®s on ener
infrastructure projects in the United States byeniffg personnel and services primarily in the amfasonstruction, construction managem
process plant turnaround management, plant assetgament, commissioning and start-up.

The Engineering and Construction segment has egisiianket service contracts under which it prosidéents either with services
a time-and-material basis or with services on adiprice basis. The Company strives to establisgdoterm “alliance” or “preferred provider”
relationships with its clients that can be expetteprovide a steadier stream of work. In addititis segment provides outsourced persont
ENGlobal clients, a service that contributes toaerstable business mix for the Company. Our Emging and Construction segment opet
out of offices in Baton Rouge and Lake Charles,itiana; Beaumont, Houston, Deer Park and Freeperas; Tulsa, Oklahoma; Chica
lllinois; and Denver, Colorado.

ENGIlobal Government Services, Inc. primarily pra@sdautomated fuel handling systems and mainterssreees to branches of
U.S. military and public sector entities. Otherenlis of this division are government agenciesneefés, petrochemical and process indt
customers worldwide. Government Services providestrical and instrument installation, technicalvéees, ongoing maintenance a
calibration and repair services.

As a service-based business, the Engineering amgt@ation segment is more labor than capital siten This segmerg’ result
primarily depend on our ability to generate reveand collect cash in excess of any cost for emgeynd benefits, material, equipment
subcontracts, plus our selling, general and adinatige (SG&A) expenses.

The Engineering and Construction segment derivesntge primarily from time-andiaterial fees charged for professional
technical services, but its net income is derivatharily from services it provides to the oil andsgindustry, utilities and alternative ene
developers. The segment also enters into contprotsding for the execution of projects on a fixedee basis, whereby some, or all, of
project activities related to engineering, matepi@curement and construction (EPC) are perforroed fixed-price amount.
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ITEM 1. BUSINESS (continued)

As a result of dramatic decreases in prices forggneommodities, lower profit spreads for downstneaperators and a more diffic
financing environment, we experienced a dramataretese in spending by the majority of our clientsirty 2010. This reduction was m
evident in the domestic refining and petrochemindustries, so that much of our work in this areasisted of maintenance, small caj
retrofit and safety, regulatory and compliance eiwork. Competition also increased greatly for lihdted amount of project work. As
result of stabilization of the economy in 2011, experienced a stabilization of our revenues withjqats consisting mainly of maintena
work in both 2011 and 2012. Operating profits dased $17.8 million in 2012, primarily due to a $1dhillion goodwill impairment.

Competition

Our Engineering and Construction segment compeithsattarge number of public and private firms afious sizes, ranging from 1
industry's largest firms, which operate on a woittwbasis, to much smaller regional and local firMany of our competitors are larger tl
we are and have significantly greater financial attter resources available to them than we do. hWewehe largest firms in our industry
sometimes our clients, as they perform as prograanagers for very large scale projects and thenosutact a portion of their work
ENGlobal. We also have many competitors who arelleminan us and who, as a result, may be abldfary services at more competit
prices.

Competition is centered on performance and thatalid provide the engineering, planning and projdelivery skills required fc
completing projects in a timely, cosfficient manner. The expertise of our managemadttachnical personnel and the timeliness and ty
of our support services are key competitive factors

Automation Segment

Selected financial data for this segment is sumaadras follows:

2012 2011

(dollars in thousands)
Revenue $ 58,98t $ 62,21¢
Operating profi $ 1,98¢ $ 2,031
Total asset $ 25,44¢ $ 27,83:

General

The Automation segment provides services relatethéodesign, fabrication and implementation of pescdistributed control a
analyzer systems, advanced automation, informa#ohnology and heat tracing projects primarily he upstream and downstream se«
throughout the United States as well as specifigegts in the Middle East and Central Asia. Thignsent also designs, assembles, integ
and services control and instrumentation systemsgecific applications in the energy and procegselated industries. These services
offered to clients in the petroleum refining, petremical, pipeline, production, process and pulg paper industries throughout the Un
States and Canada as well as the Middle East andCthibbean. The Automation segment operates thr@Global's whollygwnec
subsidiary, ENGlobal U.S., Inc. and derives reveftam both time-andwnaterial fees and fees charged for professionaltecithical service
on a fixedprice basis. As a service provider, our Automati@gment is more labor than capital intensive. Tégm®nt's results primar
depend on our ability to accurately estimate costdixed-price contracts, generate revenue anccoldmounts due under time-amaieria
contracts in excess of the cost of employees andfitg, material, equipment, subcontracts, andiegiple SG&A expenses.Our Automatiol
segment operates out of offices in Baton Rougejdiaua; Beaumont and Houston, Texas; and Mobilabama.

As a result of dramatic decreases in prices forggneommodities, lower profit spreads for downstneaperators, the upstream se
and a more difficult financing environment, we enigaced a dramatic decrease in spending by therityagd our clients during 2010. Tt
reduction was most evident in the domestic refiramgl petrochemical industries and decreased exjorand production industries, so 1
much of our work in this area consisted of smal@jects. Competition also increased greatly ferltmited amount of available project wc
As a result of stabilization of the economy in 20tk experienced a stabilization of our revenueldth 2011 and 2012. Operating prc
were about comparable in 2012 and 2011.
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ITEM 1. BUSINESS (continued)

Competition

Our Automation segment competes with a large nurobpublic and private firms of various sizes, ramgfrom the industry's large
firms, which operate on a worldwide basis, to mantaller regional and local firms. Many of our cortifoes are larger than we are and t
significantly greater financial and other resouragailable to them than we do. We also have mamypetitors who are smaller than us
who, as a result, may be able to offer servicesat competitive prices.

Competition is centered on performance and thetghd provide the engineering, assembly and irgggn required to comple
projects in a timely and cosfficient manner. The technical expertise of ounagement team and technical personnel and theitiessl an
quality of our support services are key competifaaors.

Discontinued Operation:

During 2012 and early 2013, we divested the Figtht®ns segment. This segment had been decliminget revenue contributis
over the last four years. Selected financial fiatahis segment is summarized as follows:

2012 2011

(dollars in thousands)
Revenue $ 57,60: $ 75,14«
Operating profi $ (1,899 $ 16C
Total asset $ 57 $ 5,37¢

General

Our Field Solutions segment provided inspectiond lmanagement, right-afay, environmental compliance, legislative affaoppor
and governmental regulatory compliance servicemamily to the midstream sector, including pipelingility and telecommunicatiol
companies and other owner/operators of infrastradcilities throughout the United States.

The need to transport new sources of energy waptiheary driver that resulted in demand for ourhtsgyofway and inspectic
services, including pipelines and electric powansmission lines, as well as their related faesitiFor example, rights-efay are required fi
pipelines that transport oil and gas from imporsedirces and from newly developed oil reserve basirthe U.S. Rights-ofvay are als
required for new electric power transmission linegded to decongest circuits near population cemated to transport a growing amoun
wind and solar power located in remote areas. Istroases, these rights-of-ways are acquired pritive construction phase of the project.

Once the construction phase of the project comnmenE&IGlobal provided qualified/certified inspectatwough our inspectic
division. Included within the scope of our inspentiservices was construction management, weldisigeiction, coating and lining inspecti
valves and assembly, pressure vessels, mechamdahassociated plant and field process equipmentsigfe, structural fabrication, fie
fabrication, shop fabricated skid packages, turnkesponsibility for third party interpretations,opess safety management data, ultra
thickness and flaw detection, magnetic particlengration, liquid penetrate examination, hydrostatisting and pigging, holiday testing i
vacuum testing.

The Field Solutions segment derived revenue franmetandmaterial fees charged for professional and techsieevices and, as
service company, was more labor than capital imten®Results for the Field Solutions segment primatepended on its ability to gener
revenue and collect cash under time-amaterial contracts in excess of costs for employeeksbenefits, material, equipment, subcontracid
SG&A expenses.
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ITEM 1. BUSINESS (continued)

Competition

The Field Solutions segment competed with a rarffgemall and mid-size firms that provide rightawky mapping, title assistan
appraisals, landowner negotiations and inspectovices.

Competition was centered on retaining experiencapdctors, landsmen and other qualified profeskomiaspection personnel must h
knowledge of integrity services to serve oil and géelines and related facilities. &udition, inspection specialists must have a thgi
understanding of governmental and public regulafantors, as well as a firm grasp on health anétgatsues that are involved in
construction environment. Inspectors must holdifteations for welding, field fabrication and shdgbricated packages, pressure ves
valves and assemblies and structural fabricati@mdLand right-ofvay specialists must have a thorough understanafirgpvernmental ar
public regulatory requirements. These professionalst consider socioeconomic and environmentabfacand coordinate planning for
relocation of utilities, displaced persons and bhesses. Also, they must often assist in developgmpcement housing units, which r
involve the expenditure of large sums, condemnatiamages, restriction of access and similar caratig factors. Retaining these qualif
skilled professionals was crucial to the operatibour Field Solutions segment.

Acquisitions and Divestiture

In the past, we have expanded our business thrboth internal initiatives and through strategic @sijions. These acquisitio
allowed us to (i) expand our client base and timgeeaof services that we provide to our clientg,ddd new technical capabilities that cai
marketed to our existing client base, (iii) grow @usiness geographically, and (iv) capture moreaufh project's value. In 2011, we did
target acquisitions as we believed the time andes@ required would take away from the successkdidion of our Company strategy.
2012 and early 2013, because of the significanlire@ our operations, we divested our less pabfi businesses, including the Elect
Services group and Field Solutions segment. Akeflate of this report, we believe we have staggilioperations and do not expect any fu
divestitures in 2013.

Seasonality

Our revenues are generated by services, and therkfdidays and employee vacations during our foguarter exert downwa
pressure on revenues for that quarter, which ig pattially offset by the yeagnd efforts on the part of many clients to speng r@maining
funds budgeted for services and capital expenditdiging the year. Our clients' annual budget @®de normally completed in the fi
quarter, which can slow the award of new work &t Ibleginning of the year. Principally due to thesetdrs, our first and fourth quarters
typically less robust than our second and thirdrigus.

Business Strateg

Our primary objective continues to be strengtherdng position as a leading full service providerpobject delivery services to t
energy industry by enhancing our overall rangeapfabilities in the areas of engineering and congtm and automation services.

Because of the significant decline in our operatidaring 2012, we have been focused on downsizimgperations, maintaining ¢
core business strengths and repairing our finanoéhationships with our lenders. Specifically, Wwave executed and are focused or
following:

« Downsizing— The divestiture of our Field Solutions segment lteslin the reduction of approximately 250 persdnte addition, wi
have closed two offices and undertaken a reviewuofcontinuing operations. Currently, we are ingass of streamlining our bz
office support, reducing the cost of outside cat@sus and limiting general and administrative exjiiemes.

« Business Strength— We are implementing the recommendations of our wtenrsts and focusing our efforts on our core bus
segments, Engineering and Construction (E&C) antbéation. Going forward, we expect to continue oelationships with ot
repeat clients and forge new relationships withinaore expertise and experien

» Financial Relationships— We are attempting to repair our banking relatiopshith the lenders under the PNC Credit Facility
seeking to obtain the cure or waiver of existingadis on our debt covenants and maintaining campk with all terms of the Pl
Credit Facility in the future. In addition, weeaattempting to accomplish the same objectives aithExim Credit Facility so we c:¢
operate our business in the future on similar teemsour competitors. Sedtém 7. Management's Discussion and Analys
Financial Condition and Results of Operati~ Liquidity and Capital Resource’
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ITEM 1. BUSINESS (continued)

Sales and Marketing

ENGIlobal derives revenue primarily from three sesrc(1l) business development, (2) preferred profaiance agreements w
strategic clients, and (3) referrals from existiogstomers and industry membersOur Senior Vice President of Business Develop
supervises our iouse business development assigned to clientseaitdries within the United States. Client retaships are nurtured by «
geographic advantage of having office locations me® larger customers. By having clients in clpseximity, we are able to provide sing
dedicated points of contact. Our growth dependarige measure on our ability to attract and retpialified business development mana
and business development personnel with a respespedhtion in the energy industry. Managementeeb that irhouse marketing allows 1
more accountability and control, thus increasingfifability.

Our business development focuses on building tengr relationships with customers and clients ideorto provide solutiol
throughout the life-cycle of their facilities. Adinally, we seek to capitalize on crassling opportunities between our Engineering
Construction and Automation segments. Sales leadsften jointly developed and pursued by the essrdevelopment personnel from t
segments.

Products and services are also promoted througte temdvertising, participation in industry conferemcand onine Interne
communication via our corporate home page at wwaladral.com. The ENGlobal website provides information about operating segmet
and illustrates our Company's full range of serwviaad capabilities. We use internal and exterrsadunees to maintain and update our we
on an ongoing basis. Through the ENGlobal website,seek to provide visitors and investors with regld point of contact for obtaini
information about ENGlobal's services.ENGlobal deps preferred provider and alliance agreementh wlients in order to facilitate rep:
business. These preferred provider agreements kalson as master services agreements or umbreléemgnts, are typically two to th
years in length. Although the agreement is notaragniee for work under a certain project, ENGlaslerally offers a slightly reduced billi
structure to clients willing to commit to arrangertethat are expected to provide a steady streamodf. With the terms of the contr
settled, addn projects with these customers are easier totia@gand can be accepted quickly, without the ssite of a bidding proce:
Management believes that these agreements canteestabilize project-centered operations in thgi®ering and Construction segment.

Much of our business is repeat business and wmiogluced to new customers in many cases by edéeftom existing customers ¢
industry members. Management believes referral etauty provides the opportunity for increased padffility because referrals do not invc
direct selling. Rather, they allow satisfied customto sell our services and products on our beENfGlobal strives to develop our cliel
trust, and then benefits by word-of-mouth referrals

Our past acquisition program has provided the bepéfexpanding our existing customer base and easfgservices. Managem:
believes that crosselling among our businesses is an effective wayutldl client loyalty by solidifying the client rafionship, thereby reduci
attrition and increasing the lifetime profitabilibf each project. The Company also believes thasaelling can help ensure more predict
revenue and can be a cost effective
way to grow our business as customers are abledlize efficiencies as well as leverage resultsnfigsing a single supplier for multif
products and services.

Customers

Our customer base consists primarily of Fortune &@@panies in the energy industry. While we dohmte continuing dependet
on any single client or a limited group of clientsie or a few clients may contribute a substapibation of our revenue in any given yea
over a period of several consecutive years dubedangevity of major projects, such as facilitygtgdes or expansions. ENGlobal may v
for many different subsidiaries or divisions of atlients, which involves multiple parties to ma#érgontracts. The loss of a single cont
award would not likely have a material impact om fimancial results but the loss of a single lacgstomer, including all of its subsidiaries
divisions, or the reduction in demand for our seesi by several customers in the same year woudty likave such an effect. The Comp
continues to focus substantial attention on imprgwustomer services in order to enhance satiefaetid increase customer retention.

Revenue generated through sources such as ingtldfing and preferred provider relationships amglerterm in nature and are 1
typically limited to one project. For example, dumgineering and Construction segment provides autsa technical and other personnel
are assigned to work at client locations. In thetpthese assignments often span multiple projaets multiple years, and although tF
engagements involve a lower margin, they help doutie to a steady stream of work.
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ITEM 1. BUSINESS (continued)

A major longterm trend among our clients and their industrynterparts has been outsourcing engineering servides trend he
fostered the development of ongoing, longer-terientlarrangements, rather than dimee limited engagements. These arrangements n
scope, duration and degree of commitment. Whilegethg typically no guarantee that work will restdom these agreements, often
arrangements form the basis for a lontggm client relationship. Despite their variety, Welieve that these partnering relationships he
stabilizing influence on our revenue. These engaggsnmay provide for any of the following:

. a minimum number of work m-hours over a specified peric
. the provision of at least a designated percentageeaclient's requirement

. the designation of the Company as the client's eplpreferred source of services at specific lacetior ol
specific projects; a

. a nonbinding preference or intent, or a general contraictramework, for what the parties expect will 4
ongoing relationshiy

Overall, our ten largest customers, who vary frare period to the next, accounted for 44% of owaltatvenues for 2012 and 49%
our total revenues for 2011. Most of our projects specific in nature and we generally have mudtjplojects with the same clients. If we w
to lose one or more of our significant clients amefe unable to replace them with other customerstlogr projects, our business coulc
materially adversely affected. Our top three cBeint2012 were the Caspian Pipeline Consortium|J8eGovernment and BASF Corporati
Even though we frequently receive work from repgigints, our client list may vary significantly froyear to year. Our potential revenue it
segments is dependent on continuing relationshifissaur customers.

Engineering and Construction Segmentin the Engineering and Construction segment, autdegest customers vary from one \
to the next. This segment's top three clients it220ere BASF Corporation, Chevron and Conoco BiillThese customers accounted for
of our total segment revenues for 2012 and 33%taf tevenue for 2011.

Although the Engineering and Construction segmeaguently receives work from repeat clients, iterdl list may vary significant
from year to year. In order to generate revendatime years, we must continue efforts to obtaiw regineering and construction managet
projects. The in-plant division within the Enginieer and Construction segment generates the majofiits revenue through ipkant staffing
and construction related staffing at field locatiowe consider all of these longer-term in natue ot typically limited to one project.

Automation Segment i the Automation segment, our ten largest custemary from one year to the next. This segmenpsthoes
clients in 2012 were the Caspian Pipeline ConsuortiMississippi Power Company and Norco Refineryesehcustomers accounted for 67¢
our total segment revenues for 2012, and 26% af tetvenues for 2011. Foreign customers accourte@8% of our Automation segmi
revenues for 2012 and 12% of Automation segmergimess for 2011.

Although the Automation segment frequently receiwesk from repeat clients, its client list may vasignificantly from year to yee
The Automation Segment's clients are primarily he midstream and downstream process industriesthasid needs result primarily frc
requirements to upgrade obsolete distributed cbisystems or process analytical equipment. Untll120ve provided industrial electrit
maintenance services, expert supervision and ledadt to our clients in downstream power generafiailities. This division was classified
a discontinued operation in September 2011.

Contracts

We generally enter into two principal types of cants with our clients: time-and-material contraantsl fixedprice contracts. Our m
of net revenue between time-and-material and fixéck contracts is shown in the table below. Oignts typically determine the type
contract to be utilized for a particular engagemexith the specific terms and conditions of a cactrresulting from a negotiation proc
between the Company and our client.

Time-and-material Fixed-price
Revenue % Revenue %
(dollars in thousands)

Engineering and

Constructior $ 154,80 68% $ 14,127 6%
Automation 16,80+ 7% 42,18: 19%
Total $ 171,60° 75% $ 56,30¢ 25%
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ITEM 1. BUSINESS (continued)

Time-and-Material- Under our time-andraterial contracts, we are paid for labor at eitiegotiated hourly billing rates, a multiple
our actual labor rate or through reimbursemenaflmwable hourly rates and other expenses. We a@ckfpr material and contracted service
an agreed upon multiplier of our cost, and at tinmespass nofabor costs for equipment, materials and subcotaraervices through with |
profit. Profitability on these contracts is drivbg billable headcount, the amount of naber related services and cost control. Many es(
contracts have upper limits, referred to as “ne¢stoeed” amounts. Generally, our scope is not ddfunder a “not-to-exceedigreement, ar
we are not under any obligation to provide servioegond the limits of the contract, but if we gextercosts and billings that exceed the u
limits of the contract ceiling or are not allowablee may be unable to obtain reimbursement foretteess cost. Further, the continuatio
each contract partially depends upon the custordiscsetionary periodic assessment of our perfooaam that contract.

Fixed-Price - Under a fixed-price contract, we provide the cusipra total project for an agreegon price, subject to proje
circumstances and changes in scope. Fpak projects vary in size and may include engingeactivities and related services, responsit
for the procurement of materials and equipment, @retsight of the construction through a subcomtrad=ixedprice contracts carry cert:
inherent risks, including risks of losses from umd&imating costs, delays in project completiompEms with new technologies, the impac
the economy on labor shortages, increases in equipand materials costs, natural disasters, aret etrents and changes that may occur
the contract period. Another risk is our ability {pability) to secure written change orders ptimcommencing work on contract change
scope, without which we may not receive paymentviork performed. Consequently, the profitability fafed-price contracts may va
substantially.

Backlog— Continuing Operations

Backlog represents an estimate of gross revenuedl afvarded contracts that have not been completedwill be recognized
revenue over the life of the project. Although Hagkreflects business that we consider to be ficamcellations or scope adjustments
occur. Further, most contracts with clients maytdreninated by either party at will, in which case tlient would only be obligated to us
services provided through the termination dateaAesult, no assurances can be given that the @ammafuded in backlog will ultimately |
realized. In addition, it is not clear how our blackwill be impacted by current or future economanditions.

At December 29, 2012, our backlog was approxim&25.3 million compared to an estimated $225.Tianilat December 31, 201
We expect the majority of our backlog to be comgdletluring 2013. The backlog at December 29, 2012 consisted of $18#llion with
commercial customers and $19.8 million with the tediStates government. Backlog on federal progratisides only the portion of t
contract award that has been funded. The backlogdch of our segments at December 29, 2012 windl@s's:

Engineering and Constructic $ 109.¢ million
Automation $ 95.£ million

Backlog includes gross revenue under two typesoatracts: (1) contracts for which work authorizatiohave been received o
fixed-price basis or time-and-material projectd thre well defined, and (2) time-and-material eveeg contracts at an assumed 12 month rt
rate, under which we place employees at our clieiits to perform day-toay project efforts. There is no assurance asdg#icentage
backlog that will be recognized under these cotdrac

Customer Service and Support

We provide service and technical support to outtarusrs in varying degrees depending upon the bssitise and on custon
contractual arrangements. The Company's technia#fl grovides initial telephone support services ifs customers. These services inc
isolating and verifying reported failures and authiag repair services in support of customer regmients. We also provide @ite engineerin
support if a technical issue cannot be resolved thestelephone. On projects for which we have jgied engineered systems, we provide ol
site factory acceptance tests and worldwide siarand commissioning services. We also pass thrélvghmanufacturers' limited warra
coverage for products we sell. The Company seeks to provide experiencecomest service representatives in order to achievee@se
client satisfaction and loyalty.

Dependence On Supplie

Our ability to provide clients with services andgtms in a timely and competitive manner dependdi@mvailability of products a
parts from our suppliers at competitive prices andreasonable terms. Our suppliers are not obtigitehave products on hand for tim
delivery nor can they guarantee product availahifitsufficient quantities to meet our demands.r&lean be no assurance that we will be
to obtain necessary supplies at prices or on temndind acceptable. However, in an effort to mazienavailability and maintain qual
control, we generally procure components from rplétdistributors on our clients' behalf and in sarases we can take advantage of nat
agreements our clients may have entered into.
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For example, all of the product components usedlyAutomation segment are fabricated using compiznand materials that :
available from numerous domestic manufacturerssaipgliers. There are approximately five principgb@iers of distributed control syster
each of which can be replaced by an equally viablapetitor, and our clients typically direct théestion of their preferred supplier. No ¢
manufacturer or vendor provides products that agictar more than 1% of our revenue. Thus, in th&t vaajority of cases, we anticipate li
or no difficulty in obtaining components in sufficit quantities and in a timely manner to supportneanufacturing and assembly operatior
the Automation segment. Units produced throughAthismation segment are normally not produced faeiriory and component parts; rat
they are typically purchased on anreeeded basis. By being vendor neutral, ENGlobable to provide quality technology and platforme
the design of plant systems such as 3D modelirgggss simulation and other technical applications.

Despite the foregoing, our Automation segment setie certain suppliers for necessary componentsteatd can be no assurance
these components will continue to be available creptable terms. If a vendor does not continueotttract with us, it may be difficult
obtain alternative sources of supply without a malelisruption in our ability to provide producsd services to our customers. While w
not believe that such a disruption is likely, ifdid occur, it could have a material adverse effattour financial condition and results
operations.

Patents, Trademarks, Licenst

Our success depends in part upon our ability téeptmur proprietary technology, which we do priityathrough protection of ol
trade secrets and confidentiality agreements. titiad, the U.S. Patent and Trademark Office reged our “Integrated Rack” TNaten
application in 2008.

Our trade names are protected by registration #sasdy common law trademark rights. Our tradenfarkthe use of “ENGlobal®
in connection with our products is registered witle U.S. Patent and Trademark Office and we cladmmon law trademark rights 1
“ENGIlobal” TM in connection with our services. Wés@a have pending trademark applications for “Engied for Growth” ®and we clair
common law trademark rights for “Global Thinking..aBhl Solutions” TM , “CARES €ommunicating Appropriate Responses in Emerg
Situations” TM , “Flare-Mon” TM , “Purchased DataM , “viMAC” TM , “ENGlobal Vu” TM , “riFAT” TM , a nd “ENGIlobal Power Islands”
™.

There can be no assurance that the protective mesaste currently employ will be adequate to prewthet unauthorized use
disclosure of our technology, or the independeintl tharty development of the same or similar tedbgy. Although our competitive positi
to some extent depends on our ability to protectppaprietary and trade secret information, weéwithat other factors, such as the tech
expertise and knowledge base of our managementesmidiical personnel, as well as the timeliness qumality of the support services
provide, will also help us to maintain our compestposition.

Employees

As of December 29, 2012, the Company and its sigged employed approximately 1,700 individualsaofull-time equivalent bas|
We believe that our ability to recruit and retaighty skilled and experienced technical, sales arahagement personnel has been anc
continue to be critical to our ability to executer dusiness plan. None of our employees are repeddy a labor union or is subject 1
collective bargaining agreement. We believe thiatiiens with our employees are good.

Government Requlations

ENGIlobal and certain of our subsidiaries are sulj@csarious foreign, federal, state, and localdaand regulations relating to «
business and operations, and various health aetlysagulations established by the Occupationa¢taind Health Administration (OSH,
The Company and our professional staff are subjieca variety of state, local and foreign licensimggistration and other regulat
requirements governing the practice of engineeaimg) other professional disciplines. For exampleH®%$equires Process Safety Manager
to prevent the release of hazardous chemicaldDépartment of Transportation (DOT) requires thaepne operators are in full complial
with pipeline safety regulations, and the Environtaé and Protection Agency (EPA) provides incergite reduce chemical emissic
Currently, we are not aware of any situation orditton relating to the regulation of the Compartg,dubsidiaries, or personnel that we bel
is likely to have a material adverse effect onmsults of operations or financial condition.
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Benefit Plans

ENGIlobal sponsors a 401(k) profit sharing planiferemployees. The Company, at the direction ofBbard of Directors, may ma
discretionary contributions. Our employees may teleamake contributions pursuant to a salary rédocagreement upon meeting age
length-ofservice requirements. Effective October 21, 20té ,Gompany made matching contributions equal to @b&mployee contributiol
up to 6% of employee compensation for all employ@é& Company elected to suspend its match tonafil@yees effective December
2012. The Company made contributions of $987,20Y 186,519, respectively, for the years ended Dbee 29, 2012 and December
2011.

Geographic Areas

In prior years, we had business operations in @glgalberta but we currently do not have Canadigerations. We have
significant assets in Canada.

ENGIlobal was awarded an engineering, procuremeitt,cammissioning services agreement from the Cadpigpeline Consortiu
(CPC). Granted under two contracts, one to the iRmgsederation and one to the Republic of Kazakhdte thregehase award is expectec
have a total value of approximately $93 million p¥eur years. As previously announced by CPC, fitarsholders agreed to launch
Expansion Project construction on April 19, 2011.

Under the Russian Federation contract, ENGlasbatope includes engineering, procuring equipmauitdings, programming, al
fabrication of 230 control system panels for eightv pump stations and the upgrade of three exigtingp stations, storage facilities,
marine terminal. The contract for the Republic afziikhstan consists of engineering, procuring eqeipbuildings, and fabrication of
control system panels for two new and two exisgngip stations, start-up and commissioning senfmethe local control systems and valves.

ITEM 1A. RISK FACTORS

Set forth below and elsewhere in this Report andtiver documents that we file with the SEC aresriakd uncertainties that co
cause actual results to differ materially from thsults contemplated by the forwdambking statements contained in this Report. Y cousdh be
aware that the occurrence of any of the eventgithestin these risk factors and elsewhere in tldpd®t could have a material adverse effe:
our business, financial condition and results afrafions and that upon the occurrence of any afetleeents, the trading price of our com
stock could decline.

RISKS RELATED TO OUR BUSINESS, INDUSTRY AND STRATEGY

Significant losses and defaults under our creditcflities raise substantial doubt about our ability continue as a going concet

The consolidated financial statements includedhis Report have been prepared assuming that dmp@&ny will continue as a goi

concern. As discussed in “Management’s Discusai@hAnalysis of Financial Condition and Result©gpierations — Overviewdnd Note 3 t

the consolidated financial statements includedis Report, the Company has suffered losses froenadipns and is in default under its cr

facilities. These issues raise substantial dobbuathe Company's ability to continue as a goimigcern. Although management has apprc

and is implementing, a strategic plan designedduaress these issues, there can be no assuranadbgh@mpany will achieve sustaine
profitability or positive cash flow from operations obtain the cure or waiver of the defaults untecredit facilities.
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If we are unable to regain compliance with the NA®SID minimum bid requirement for continued listinghe value and liguidity ¢
our common stock may decline significantldn October 3, 2012, we received notification frdra NASDAQ Stock Market that we were
in compliance with NASDAQ continued listing rule 5450(a)(1) because thsiatpbid price for a share of our common stock belew $1.0
for 30 consecutive trading days. On April 12, 200BSDAQ approved our application to transfer aack listing from the NASDAQ Glob
Market to the NASDAQ Capital Market, effective withe opening of trading on April 16, 2013. In cention with our transfer to t
NASDAQ Capital Market, we have been afforded 18¢sdar until September 30, 2013, to regain compkawith NASDAC's minimum bi
price requirement for continued listing, includiegring the deficiency by effecting a reverse stsghit, if necessary. In order to reg
compliance by September 30, 2013, the closing hickfor a share of our common stock must be att|84.00 for ten consecutive trad
days. If we are unable to regain compliance god8eptember 30, 2013 or do not comply with thengeof the 180 day extension, our comi
stock will be delisted from the NASDAQ Capital Matk subject to our right to appeal the delistingtblearings Panel. The delisting of
common stock from trading on NASDAQ may have a migtt@dverse effect on the market for, and liquidind price of, our common stc
and impair our ability to raise capital. Delistifiggm NASDAQ could also have other negative resuhsluding, without limitation, th
potential loss of confidence by customers and eyeas, the loss of institutional investor interesid afewer business developm
opportunities. If our common stock is delistednfrerading on NASDAQ, trading of our common stochkildobe conducted in the over-the-
counter market or on an electronic bulletin boasthlelished for unlisted securities such as the ®&tkets or OTC Bulletin Board. In st
event, it could become more difficult to disposeoofobtain accurate quotations for the price of cmmmon stock, and there may also
reduction in our coverage by security analyststarchews media, which may cause the price of ommeon stock to decline further.

Failure to obtain an extension of the forbeararemods under the PNC Credit Facility and BEx-Bank Facility or to otherwise obt:
the cure or waiver of the defaults thereunder,d¢oesult in all indebtedness outstanding undePtNE Credit Facility and Exm Bank Facility
becoming immediately due and payable. If that shhoagkcur, we may not be able to pay all such amoounb®rrow sufficient funds to refinar
them. Even if new financing were then availablendty not be on terms that are acceptable to wge Mvere unable to repay those amounts
lenders could accelerate the maturity of the deljiroceed against any collateral granted to therseture such defaulted debt. In suc
event, our business would be materially and adiyeedtected and we may be forced to sharply cudaitease operations.

Our indebtedness will limit our ability to financéuture operations or engage in other business aitiés and could have a materi
adverse impact on our financial condition. As of December 29, 2012, the aggregate amount ofcatstanding indebtedness \
approximately $26.8 million, all of which related borrowings outstanding under the PNC Credit Fgcilvhich could have importa
consequences. Historically, we have relied onitfadilities, including the PNC Credit Facility drihe Extm Bank Facility, to provide us wi
adequate working capital to operate our businéssdescribed above, effective March 15, 2013, tleximum Revolving Amount (as defin
in the PNC Credit Facility) was reduced from $3th#lion to $27.5 million. As of March 15, 2013,albalance outstanding on the PNC Ci
Facility was $20.9 million. This reduction in alediility under the PNC Credit Facility will limitur ability to expand or engage in ot
business activities, and could have a material @évienpact on our financial condition.

Our future revenue depends on our ability to corsistly bid and win new contracts, provide high qitg| costeffective service
and to maintain and renew existing contracts. Ouwilure to effectively obtain future contracts couladversely affect our profitability. Out
future revenue and overall results of operationsire us to successfully bid on new contracts, jg®bigh quality, coseffective services, al
renew existing contracts. Contract proposals amgdtigtions are complex and frequently involve agté bidding and selection process, wi
is affected by a number of factors, such as markatlitions, financing arrangements and requiredeguwental approvals. For exampli
client may require us to provide a bond or letfecredit to protect the client should we fail
to perform under the terms of the contract. Whegatige market conditions arise, or if we fail tacgee adequate financial arrangemen
required governmental approvals, we may not be @bjirsue particular projects, which could advigraffect our profitability. These factc
have impacted our operations in the past seveeabysnd may continue to do so.
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The failure to attract and retain key professionpérsonnel would materially adversely affect our nisss. Our success depends
attracting and retaining qualified personnel ewvean environment where the contracting processoie rdifficult. We are dependent upon
ability to attract and retain highly qualified maeaial, technical and business development perdommeparticular, competition for ke
management personnel continues to be intense. Wwthe certain that we will retain our key man&gjetechnical and business developn
personnel or be able to attract or assimilate lexggnnel in the future. Failure to attract andinesaich personnel would materially adver:
affect our businesses, financial position, resofitsperations and cash flows.

Our dependence on one or a few customers could egblg affect us. One or a few clients have in the past and may eénfiiture
contribute a significant portion of our consolidhtevenue in any one year or over a period of s¢wensecutive years. In 2012, our top t
clients, the Caspian Pipeline Consortium, the USeBument and BASF Corporation, accounted for apgprately 9%, 7% and 5% of ¢
revenue, respectively. As our backlog frequentfieots multiple project$or individual clients, one major customer may coisg a significar
percentage of our backlog at any point in time.8&se these significant customers generally convabtus for specific projects, we may |
them in other years as their projects with us ampleted. If we do not continually replace themhwither customers or other projects,
business could be materially adversely affecédsb, the majority of our contracts can be terméaaat will. Although we have longtanding
relationships with many of our significant custosjeyur contracts with these customers are on a&girbyproject basis and the customers
unilaterally reduce or discontinue their purchasteany time. In addition, dissatisfaction with ttesults of a single project could have a n
more widespread impact on our ability to get addil projects from a single major client. The logbusiness from any one of such custor
could have a material adverse effect on our businesesults of operations.

Our backlog is subject to unexpected adjustmentsi aancellations and is, therefore, an uncertain iiedtor of our future revenu
or earnings. As of December 29, 2012, our backlog was approxinai205.3 million. We cannot assure investors thatrevenue project
in our backlog will be realized or, if realized, Imiesult in profits. Projects currently in our lkdmg may be canceled or may remain in
backlog for an extended period of time prior tojgecb execution and, once project execution begimsay occur unevenly over the current
multiple future periods. In addition, project termations, suspensions or reductions in scope ocouor fime totime with respect to contra
reflected in our backlog, reducing the revenue puodit we actually receive from contracts reflectedur backlog. Future project cancellati
and scope adjustments could further reduce theadalinount of our backlog and the revenue and prdfiat we actually earn. The
adjustments are exacerbated by current economititaurs.

Our dependence on subcontractors and equipment nfanturers could adversely affect us.We rely on third party subcontract
as well as third party suppliers and manufactutersomplete our projects. To the extent that wenoarengage subcontractors or acc
supplies or materials, our ability to complete ajget in a timely fashion may be impaired. If threaunt we are required to pay for these g
and services exceeds the amount we have estinrateididing for fixed-price or time-andhaterial contracts, we could experience losse
these contracts. In addition, if a subcontractosugplier is unable to deliver its services or mate according to the negotiated contract te
for any reason, including the deterioration offitencial condition or ovecommitment of its resources, we may be requiredui@hase tt
services or materials from another source at aehnighice. This may reduce the profit to be realiaedesult in a loss on a project for which
services or materials were needed.

If we are unable to collect our receivables, ourstdts of operations and cash flows could be adversdfected. Our busines
depends on our ability to successfully obtain payniem our clients of the amounts they owe uswork performed and materials suppl
We bear the risk that our clients will pay us latenot at all. Though we evaluate and attempt to monitor our tdidinancial condition, the
is no guarantee that we will accurately assess treditworthiness. Even if they are credibrthy, they may delay payments in an effol
manage their cash flow. Financial difficulties arsmess failure experienced by one or more of cajprncustomers has had and could, ir
future, continue to have a material adverse effadboth our ability to collect receivables and msults of operations.

Liability claims could result in losses. Providing engineering and design services invothiesiisk of contract, professional errors
omissions and other liability claims, as well asexde publicity. Further, many of our contractsuieg us to indemnify our clients not only
our negligence, if any, but also for the concurreagligence of our clients. We currently maintaability insurance coverage, includi
coverage for professional errors and omissions. é¥&w claims outside of or exceeding our insurasweerage may be made. A signific
claim could result in unexpected liabilities, takanagement time away from operations, and haveterisdeadverse impact on our cash flow.
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We may incur significant costs in providing servieén excess of original project scope without hagian approved change order.
After commencement of a contract, we may perforithaut the benefit of an approved change order ftbencustomer, additional servi
requested by the customer that were not contentplateur contract price due to customer changds arcomplete or inaccurate engineer
project specifications, and other similar informatprovided to us by the customer. Our construatimmtracts generally require the custom
compensate us for additional work or expenses iedwinder these circumstances as long as we giriamwritten approval.

A failure to obtain adequate written approvals ptio performing the work could require us to recardadjustment to revenue
profit recognized in prior periods under the petaga-ofeompletion accounting method. Any such adjustmehtsybstantial, could have
material adverse effect on our results of operatamd financial condition, particularly for the jerin which such adjustments are made. T
can be no assurance that we will be successflitairing, through negotiation, arbitration, litigat or otherwise, approved change orders
amount sufficient to compensate us for our additionnapproved work or expenses.

Failure to maintain adequate internal controls codlladversely affect ugailure to achieve and maintain effective interitrols ir
accordance with Section 404 of the Sarbabgkey Act could have a material adverse effect an lsusiness and stock price. Our inte
controls over financial reporting may not be adéegand our independent auditors may not be ahtertify as to their adequacy.

If we fail to maintain an effective system of imaf controls, we may not be able to accurately mtepor financial results or preve
fraud. If we identify deficiencies in our internabntrol over financial reporting, our business ad stock price could be adversely affec
We have, in the past, identified material weaknesseour internal controls, and while these havenbeured, if we determine that we h
further material weaknesses, it could affect oulitalto ensure timely and reliable financial refor

Our business and operating results could be advbrsdfected by our inability to accurately estimatke overall risks, revenue
costs on a contract. Revenue recognition for a contract requires judgmelative to assessing the contracts estimatéd,risvenue and co
and technical issues. Due to the size and natumaasfy of our contracts, the estimation of overalk,rrevenue and cost at completio
complicated and subject to many variables. Chamgaaderlying assumptions, circumstances or esémhtve in the past and may contint
adversely affect future period financial performanc

Force majeure events such as natural disasters donkgatively impact the economy and the industrigs service, which m:
negatively affect our financial condition, resultsf operations and cash flows. Force majeure events, such as hurricanes, coulatively
impact the economies of the areas in which we épeF®r example, during 2008, Hurricanes Gustavikadaused considerable damage &
the Gulf Coast not only to the refining and petedical industry, but also the commercial segmeritivbompetes for labor, materials |
equipment resources needed throughout the entiredJBtates. In some cases, we remain obligatgzbtiorm our services after a natt
disaster even though our contracts may containefonajeure clauses. In those cases, if we are rettalreact quickly and/or negoti
contractual relief on favorable terms to the Conypaur operations may be significantly and advgrséected, which would have a nega
impact on our financial condition, results of oferas and cash flows.

Unsatisfactory safety performance can affect cusemrelationships, result in higher operating cosémd result in high employe
turnover. Our workers are subject to the normal hazards &ssdcwith providing services on construction sies industrial facilities. Eve
with proper safety precautions, these hazardsemhtb personal injury, loss of life, damage todestruction of property, plant and equipm
and environmental damages. We are intensely foooisedaintaining a safe environment and reducingitkeof accidents across all of our
sites.

However, poor safety performance may limit or efiate potential revenue streams from many of owgekstr customers and
materially increase our future insurance and otiperating costs. In hiring new employees, we ndgntatget experienced personnel; howe
we also hire inexperienced employees. Even withotlngh safety training, inexperienced employees taawégher likelihood of injurywhich
could lead to higher operating costs and insuraaiess.
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ITEM 1A. RISK FACTORS (continued)

RISKS RELATED TO OUR COMMON STOCK OUTSTANDING

If we are unable to regain compliance with the reigements to maintain a continued listing on the NARQ Global Select Marke
the value and liguidity of our common stock may diee significantly. On October 3, 2012, the Company received writteticadrom The
NASDAQ Stock Market LLC “NASDAQ") indicating that the Company is not in cpiiance with NASDAQ's continued listing rule 545)(a
(1) because the closing bid price for a share of ammmon stock was below $1.00 for 30 consecutiading days. On April 12, 201
NASDAQ approved our application to transfer ourckttisting from the NASDAQ Global Market to the NBBQ Capital Market, effectiv
with the opening of trading on April 16, 2013. donnection with our transfer to the NASDAQ Capitédrket, we have been afforded :
days, or until September 30, 2013, to regain caampk with NASDAQS minimum bid price requirement for continued figtiincluding curin
the deficiency by effecting a reverse stock sglibecessary. In order to regain compliance byt&aper 30, 2013, the closing bid price fi
share of our common stock must be at least $1.0@foconsecutive trading days. If we are unablegain compliance prior to Septembel
2013 or do not comply with the terms of the 180 daiension, our common stock will be delisted friitta NASDAQ Capital Market, subje
to our right to appeal the delisting to a Hearifgel. The delisting of our common stock from imgdon NASDAQ may have a mate!
adverse effect on the market for, and liquidity gnide of, our common stock and impair our abitityraise capital. Delisting from NASD/#
could also have other negative results, includimighhout limitation, the potential loss of confidenby customers and employees, the lo:
institutional investor interest and fewer busingsselopment opportunities. If our common stocliéisted from trading on NASDAQ, tradi
of our common stock could be conducted in the dkreicounter market or on an electronic bulletin boatlelished for unlisted securities s
as the OTC Markets or OTC Bulletin Board. In sasfent, it could become more difficult to disposeoofobtain accurate quotations for
price of our common stock, and there may also bedaction in our coverage by security analysts thednews media, which may cause
price of our common stock to decline further.

Our Board of Directors may authorize future sale$ ENGlobal common stock, which could result in actease in the market vall
to existing stockholders of the shares they hol®ur Articles of Incorporation authorize our BoarfiDirectors to issue up to an additic
46,936,040 shares of common stock and an additiy6a0,000 shares of blank check preferred stoak #se date of filing. These shares r
be issued without stockholder approval unless $saance is 20% or more of our outstanding commacksin which case the NASDA
requires stockholder approval. We may issue shafrasock in the future in connection with acquisits or financings. In addition, we n
issue restricted stock or options under our 2008itidncentive Plan. Future issuances of subsahr@imounts of common stock, or
perception that these sales could occur, may afffectarket price of our common stock. In additithrg ability of the Board of Directors
issue additional stock may discourage transaciiovaving actual or potential changes of controltioé Company, including transactions
otherwise could involve payment of a premium owevpiling market prices to holders of our commarckt

Our stock price could be volatile, which could caugou to lose part or all of your investmentThe stock market has from time
time experienced significant price and volume fhattons that may be unrelated to the operatingopmdnce of particular companies.
particular, the market price of our common stodée that of the securities of other energy comparias been and may continue to be h
volatile. During 2012, the sales price of our stoakged from a low of $0.32 per share (on Octoler2D12) to a high of $2.75 per share
April 2, 2012). Factors such as announcements eoimgeour financial and operating results, the Emlity of capital, and economic and ot
external factors, as well as periodgeriod fluctuations and financial results, may hav&gnificant effect on the market price of oumeoor
stock. From time to time, there has been limitadlihg volume in our common stock. In addition,réhean be no assurance that there
continue to be a trading market or that any sdesritesearch analysts will continue to provide aese coverage with respect to our com
stock. It is possible that such factors will adedysaffect the market for our common stock.

A small number of stockholders own a significant gion of our outstanding common stock, thus limitinthe extent to which othi
stockholders can effect decisions subject to stasker vote. Directors, executive officers and principal stocklers of ENGlobal and th
affiliates, beneficially own approximately 35.4%air outstanding common stock on a fully dilutedibaAccordingly, these stockholders, .
group, are able to affect the outcome of stockholdées, including votes concerning the adoptiommendment of provisions in our Artic
of Incorporation or bylaws and the approval of neesgand other significant corporate transactions.
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ITEM 1A. RISK FACTORS (continued)

The existence of these levels of ownership conatedrin a few persons makes it unlikely that amgeoholder of common stock w
be able to affect the management or direction ef@ompany. These factors may also have the effedtlaying or preventing a change
management or voting control of the Company.

Future issuances of our securities in connectiontifinancing transactions or under equity incentivplans could dilute currer
stockholder’ ownership. We may decide to raise additional funds to fund @perations through the issuance of public or peivdebt o
equity securities. We cannot predict the effectanfy, that future issuances of debt, our commonkstother equity securities or securi
convertible into or exchangeable for our commortlstar other equity securities or the availabilifyamy of the foregoing for future sale, v
have on the market price of our common stock. Hsednce of substantial amounts of our common stodecurities convertible into
exchangeable for our common stock (including shisseged upon the exercise of stock options or im¥ersion or exchange of any convert
or exchangeable securities outstanding now orerfature), or the perception that such issuancatlamccur, may adversely affect prevail
market prices for our common stock. In additiorrtHar dilution to our existing stockholders willskdt, and new investors could have ri
superior to existing stockholders.

ITEM 2. PROPERTIES
Facilities

We lease space in 12 buildings in the U.S. totadipgroximately 412,000 square feet. The leases t@waining terms ranging frc
monthly to seven years and are on terms that wsidencommercially reasonable. ENGlobal has no mapzumbrances related to th
properties.

Our principal office is located in Houston, Texd¢e have other offices in Deer Park, Beaumont aegsort, Texas; Baton Rouge .
Lake Charles, Louisiana; Tulsa, Oklahoma; Denveipfado; Mobile, Alabama; and Chicago, lllinois. gxpximately 331,000 square fee!
our total office space is designated for our preifasal, technical and administrative personnel.B&lkeve that our office and other facilities
well maintained and adequate for existing and manoperations at each operating locatio®@ur Automation segment performs fabrica
assembly in its Houston, Texas shop facility wipipximately 81,000 square feet of space.

ITEM 3. LEGAL PROCEEDINGS

From time to time, ENGIlobal or one or more of ibsidiaries is involved in various legal proceediing is subject to claims that a
in the ordinary course of business alleging, amathgr things, claims of breach of contract or rgggyiice in connection with the performanc
delivery of goods and/or services. The outcomengf such claims or proceedings cannot be predict¢id eertainty. As of the date of tl
filing, management believes that all such activecpedings and claims of substance that have bésedragainst the Company or .
subsidiary business entity have been adequatelwedl for, or are covered by insurance, such thatetermined adversely to the Comp:
individually or in the aggregate, they would novéa material adverse effect on our results ofatjmrs or financial position.

In June 2008, ENGlobal filed an action in the Udiftates District Court for the Eastern District ofiisiana; Case Number G501
against South Louisiana Ethanol LLC (“SLE”) entitlENGIlobal Engineering, Inc. and ENGlobal ConstruntiResources, Inc. vs. So
Louisiana Ethanol, LLC. The lawsuit seeks to enforce collection of $1hiBion owed to ENGlobal and its affiliates for seres performed ¢
an ethanol plant in Louisiana. In August 2009, Silé¢fl for Chapter 11 protection in the United SsaBankruptcy Court for the Eastern Dist
of Louisiana, Case Number A2676. Pursuant to the bankruptcy, the plant asgets sold for $6,802,000. On December 6, 2011 cthe
issued an order allocating proceeds from the satk authorizing their distribution. Of the total aomt, $1,054,418 was allocated
ENGlobal. Of that amount, $845,529 is still bemgd by the court pending the outcome of continditigation regarding the claims of ¢
subcontractor. As of the date of this Report,aimunt is still being held by the court.

In June 2010, SemCrude, LP, SemCrude Pipeline, ahdCWhite Cliffs Pipeline, LLC (collectively “Sem@ae”)filed an action in th
United States District Court for Tulsa County, Gldana against ENGlobal Construction Resources,drca. ENGlobal Inspection Servic
ENGIlobal Engineering, Inc., and WesterrR&y Service, Inc.. SemCrude alleges that ENGlbisglection failed to properly inspect and ve
that the nondestructive testing of girth welds onrtipns of the pipeline system was completed iroetance with state and federal regulat
and contract specifications. SemCrude furthegabiehat ENGlobal Engineering failed to properlynage the work of ENGlobal Inspectior
ensure that the work was properly performed, cgu§emCrude to incur in excess of $2,500,000 in d@snaENGIlobal maintains seve
defenses associated with its scope of work andattethat it was not contractually responsible ttoe work of third parties working on 1
project, such as Westernrdy and SemCrude. The case is still in discovée are still gathering facts on our exposure,wdising coverag
with our carriers and have accrued a $600,000lifplzissociated with the settlement of this claiBecause this liability was incurred in
Field Solutions segment, it is included in Lial@g held for sale on the Condensed ConsolidatedrnBal Sheets and Income (Loss) f
Discontinued Operations on the Condensed Consetidatatement of Operations.
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PART I

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED S TOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Market Information and Holders

The Company's common stock has been quoted on &®DNQ Global Stock Market (NASDAQ) under the symB&NG.”
Newspaper and «line stock listings identify us as “ENGlobal. The following table sets forth the high and lowesaprices of our comm
stock for the periods indicated.

Fiscal Year Ended December 3

2012 2011
High Low High Low
First quartel $ 248 $ 2.0t % 5.6¢ $ 3.3¢
Second quarte 2.7 1.3¢ 4.6(C 2.82
Third quartel 1.7¢ .5C 3.0¢ 2.7¢
Fourth quarte .7C .32 2.9¢ 2.0z

The foregoing figures, based on information puldislby NASDAQ, do not reflect retail madps or markdowns and may
represent actual tradesAs of December 29, 2012, approximately 238 stodkda of record held the Company's common stock.dd/ao
have information regarding the number of holderbanfeficial interests in our common stock.

The Company is authorized to issue 2,000,000 studreseferred Stock, par value $0.001 per shae“@neferred Stock”)The Boart
of Directors has the authority to approve the iaseaof all or any of these shares of the PrefeBtedk in one or more series, to determine
number of shares constituting any series and terahde any voting powers, conversion rights, dimdleights and other designatic
preferences, limitations, restrictions and rigleiating to such shares without any further actigriiie stockholders. While there are no cul
plans to issue the Preferred Stock, it was autbdria order to provide the Company with flexibilisuch as businesses becoming availab
acquisition.

Dividend Policy

The Company has never declared or paid a cashedigidn its common stock. The Company intends &irreiny future earnings 1
reinvestment in its business and does not intermayocash dividends in the foreseeable future diitimn, restrictions contained in our lc
agreements governing our credit facility with PN@nR generally do not permit the declaration, payneerdistribution of dividends on ¢
common or preferred stock. in addition, no fundspprty or assets may be used to purchase or redesimon or preferred stockThe
payment of dividends in the future, if any, willgd on numerous factors, including the Compangtsiegs, capital requirements
operating and financial position as well as geneusiness conditions.

Stock Repurchase Progral

Effective May 14, 2010, our Board of Directors authed a total expenditure of $2.5 million to reghaise shares of the Compa
common stock. Through open market purchases uhieratthorization, we purchased 981,099 shares atvarage cost of $2.41 per st
during the twelve months ended December 31, 20dd.shares were purchased during the twelve montdede December 29, 2012
December 31, 2011. At December 29, 2012, approeima&i0.1 million remained authorized in the stoeburchase program. The progi
does not have an expiration date. Restrictionsadoed in the PNC Credit Facility, however, gengralb not permit the repurchase of sh
and therefore the Company does not presently intepdrchase additional shares under this program.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion is qualified in its entiyeby, and should be read in conjunction with, @ansolidated Financial Stateme
and Notes thereto, included elsewhere in this AhRegort on Form 10-K.

Overview

The substantial losses we incurred in 2012 anddbelting defaults under our credit facilities eamibstantial doubt about our ab
to continue as a going concern. See Note 3 tcCthesolidated Financial Statements included in Report. While ENGlobal experience
difficult 2012 and continues to face a number dlEnges, we are cautiously optimistic about trespects for 2013. Because of the loss
2011 and 2012, we have divested our least attediivsinesses and are now focused on our core basgegments, Engineering
Construction and Automation. In this regard, weéhaeduced our expenses by reducing employee hemigaosing offices and creating
enhanced operational focus on cost controls. Irtiadgd we are seeing an increase in capital progpetnding in limited markets in 20
Although we are in default under the PNC Creditiligand the Exim Bank Facility, we continue to discuss with oenders the terms unc
which the defaults may be cured or waived..

Despite the relative increase in capital projeensiing in certain limited markets, we believe tagrall, client spending continues
be limited, which we believe may be due to the uadety experienced by businesses regarding thidgadiclimate in Washington D.C. and
sluggish improvement in the economy overall. Idiidn, pricing continues to be very competitiveowtver, we have an ongoing, extren
focused marketing effort and we have seen an iser@aproposal activity, as well as an increasbacklog. In particular, we are focusec
both international expansion as well as signifiganafects located inside of the United States.

On October 11, 2012, we announced that our BoarDidctors had initiated a process to explore amdsider possible strate
alternatives for enhancing shareholder value armgpating the Company's lortgrm financial strength. The Board of Directorsaigec
Simmons & Co. (“Simmons”) as its financial advighrring this process.We continue to take actions to streamline our dpers, including
the divestiture of our Field Solutions segment,ithglementation of expense reduction initiatives] ¢he retention of a management const
to perform advisory services. We have not madedaysion to engage in any specific strategic adtiéve at this time, and the exploratior
strategic alternatives may not result in any speettion or transaction. ENGlobal does not intémgrovide updates or make any fur
comment regarding its exploration and evaluatiorsteditegic alternatives unless and until the Bazr@directors has approved a definit
course of action.

Amounts reported as continuing operations in 20hdl 2012 are reported for the two segments that am@irue to opera
(Engineering and Construction and Automation). UReseported as discontinued operations (EledtSeavices and Field Solutions) are
result of management’s decision to divest from eh@serations.

Results of Continuing Operation

The Company's revenue from continuing operatioroimposed of engineering, procurement and congiructanagement (EPCI
services revenue and the sale of fabricated engidesitomation systems. The Company recognizegceamvenue as soon as the service
performed. The majority of the Company's enginggsarvices have historically been provided throtigie-andmaterial contracts wherea
majority of the Company's engineered automatiotesysales are earned on fixed-price contracts.

In the course of providing our services, we routingovide materials and equipment and may prowdestruction or constructir
management services on a subcontractor basis. 8lgnéhese materials, equipment and subcontramists are passed through to our cli
and reimbursed, along with handling fees, whichatal are at margins lower than those of our noromk business. In accordance \
industry practice and generally accepted accoumrimgiples, all such costs and fees are includagvenue. The use of subcontractor ser
can change significantly from project to projedterefore, changes in revenue and gross profit, S@&pense and operating income .
percent of revenue may not be indicative of the famy's core business trends.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

(continued)

Operating SG&A expense includes management, bissi@glopment and staff compensation, office casth as rents and utilitis
depreciation, amortization, travel, bad debt argtoexpenses generally unrelated to specific cientracts, but directly related to the sup
of a segment's operations.Other SG&A expenses includes investor relationsg#guance, finance, accounting, health/safety/enwiemtal
human resources, legal and information technololgighivare unrelated to specific projects but whighiacurred to support corporate activit

Comparison of the year ended December 29, 2012useBecember 31, 2011

The following table set forth below, for the yeaded December 29, 2012 versus December 31, 20d\idps relevant financial de

that is derived from our consolidated statementspefations.

Engineering
Year ended December 29, 201 and
(dollars in thousands) Construction Automation Corporate Consolidated
Revenue: $ 168,93( $ 58,98t $ — $ 227,91¢
Gross profit 12,52« 6,24¢ (50 18,72(
SG&A 8,87 4,257 12,10¢ 25,23¢
Goodwill impairment 14,56¢ — 14,56¢
Operating income (loss) (10,927) 1,98¢ (12,155 (21,087
Other income (expens (100
Interest income (expens (1,875
Tax provision (7,007
Net loss from continuing operatio $ (30,069
Loss per share from continuing operatic $ (1.12)
Engineering
Year ended December 31, 201 and
(dollars in thousands) Construction Automation Corporate Consolidated
Revenue: $ 175,38 $ 62,21¢ $ — 3 237,60:
Gross profit 15,35« 6,084 — 21,43¢
SG&A 7,51¢ 4,047 14,01¢ 25,58:
Goodwill impairment — — — —
Operating income (loss) 7,83¢ 2,03 (14,016 (4,149
Other income (expens (672)
Interest income (expens (1,02¢)
Tax provision 831
Net loss from continuing operatio $ (4,402
Loss per share from continuing operati $ (0.1¢)
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
(continued)

Engineering
Change in Operating Results and
(dollars in thousands) Construction Automation Corporate Consolidated

Revenue: $ (6,457 $ (3,230 $ — 3 (9,687 (4.9%
Gross profit (2,830 162 (50 (2,719 (1.2%

SG&A 1,35¢ 21C (1,911 (349 (0.2%

Goodwill impairment 14,56¢ — — 14,56¢ 6.1%
Operating income (loss) (18,756 (48) 1,861 (16,949 (7.0)%

Other income (expens (39) 0.C%

Interest income (expens (847) (0.9%

Tax provision (7,832 (3.9%
Net loss from continuing operatio $ (25,66) (10.8%
Loss per share from continuing operati $ (0.9¢)

Revenues

The $9.7 million overall decrease in revenues far year ended December 29, 2012, as compared teothparable 2011 peric
resulted from a decrease of $3.0 million in our gkoation segment and $6.7 million to our Engineermngl Construction segment. Ove
revenue decreased in 2012 as a result of lesscprogek from new clients. In addition, 2012 revesweere impacted by existing projects
were either finished or experienced significantiyidished activity during the 1&onth period. Our clients are continuing to perfamalle
maintenance projects but not new capital expansiBompetition for the project work continues toilense.

Gross Profit
The decrease in gross profit as a percentage ehtms in 2012 relative to 2011 was caused by defastars including reduct
revenues, higher material costs as a function ofeati project requirements and higher variable latmsts due to an operational focus

utilization, resulting in higher margins.

Selling, General and Administrative$G&A’ ) Expenses

The decrease in operating SG&A expenses for the geded December 29, 2012, as compared to the cabipa2011 period,
primarily the result of decreases of $0.8 milliorsalaries and employee related expenses and desref$0.7 million in professional servic
offset by an increase of $1.2 million due to sofevaipgrades and maintenance expenses. As a peeenitaevenues, SG&A expen
increased to 11.1% for the year ended Decemb&®2, from 10.8% for the comparable prior yearqubri

Goodwill Impairment

Because of deteriorating market conditions in 2@, declining financial performance and the decisio sell several of our ass
we performed an interim assessment of the carryalge of our goodwill as of September 29, 2012. M@ewed a number of factors o
segment by segment basis, including market comdifigrojected cash flows, cost of capital, grondkes and other factors that cc
significantly impact the reported value of our gailtl As a result of this review, we recorded aodwill impairment of approximately $1¢
million as of December 29, 2012. Of this amouppraximately $14.5 million related to continuingevations and approximately $2.4 mill
relating to discontinued operations.

Operating Income (LosSs)

The increase in operating loss for the year endeckBiber 31, 2012, as compared to the comparable 28riod, was attributable
an impairment of goodwill in the engineering andstouction segment of $14.5 million, lower revefesels as well as increased costs for
travel expenses and variable labor. These increassd also contributed to increased operatingdesspercentage of revenue.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
(continued)

Interest Income (Expense)

Interest expense increased between 2012 and 2@ltb dine increase in borrowings under the PNC Creatiility as well as increasi
interest rates in 2012, as compared to 2011. ditiad, as a result of defaults under the PNC Gredtility, the interest rate applicable to
borrowings under the PNC Credit Facility increafeth 4% to 7% in June 2012.

Net Income (Loss)

As a result of changes detailed above, our netifaseased $25.7 million to a loss of $30.1 millior2012 from a loss of $4.4 milli
in 2011, increasing as a percentage of total rexémum (1.9)% in 2011 to (13.2)% in 2012 .

Discontinued Operation:

During the third quarter of 2011, as part of itsatgic evaluation of operations, the Company dgtexd that the expected fut
profitability of the Electrical Services group wast sufficient to support maintaining it as a valbusiness and that it did not fit within
future strategic plan due to its operational dédferes. As a result, effective July 1, 2011, then@any initiated a plan to sell the operation
its Electrical Services group. The Company was lentbsell the Electrical Services group as planared decided to dispose of substantiall
of the group’s remaining assets. During the thitthrter of 2012, the Company completed the dispofahe groups remaining asse
concurrent with the completion of the last remainiimp sum project. The Company has no continuirglvement with these operations.

On September 10, 2012, the Company entered intefiaittie agreement to sell its Field Solutions egt. The Field Solutiol
segment includes the Land and Right¥é&y and Inspection divisions, primarily serving glipe and electric power companies. On Novel
2, 2012, the Company completed the divestituretiol.and and Right-oWay division of its Field Solutions segment effgetiOctober 2t
2012. The transaction was valued at approximei@lp million, consisting of approximately $4.5 nah in retained working capital anc
$3.0 million promissory note payable to the Compawgr four years.

Effective January 3, 2013, the Company completesl divestiture of the Inspection division. The saction was valued
approximately $7.9 million, consisting of $1.0 nuh cash at closing, $5.0 million in retained wakicapital and a $1.9 million promiss
note payable to the Company over four years.

The operations of the Electrical Services group tredField Solutions segment have been classifiediscontinued operations ¢
accordingly, are presented as discontinued opeatiothe Company's ieast consolidated financial statements. The resiiltise discontinue
operations are shown on the Consolidated Stateroé@perations as "Loss from discontinued operatioet of taxes". Summarized finan
information for the discontinued operations is shdyelow:

December 29 December 31

Statement of Operations Data 2012 2011

(dollars in thousands)
Revenue! $ 60,82: $ 92,55!
Operating cost 62,07¢ 96,70¢
Goodwill impairment (2,397) —
Operating los (3,65)) (4,157
Other income (expens — 1
Gain on sale 11z —
Total loss before tax (3,539 (4,15¢€)
Tax expense (benefit) — (1,482
Net loss $ (3,53¢) $ (2,679
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
(continued)

Liquidity and Capital Resource

Overview

The Company defines liquidity as its ability to pbabilities as they become due, fund business aijmrs and meet monet;
contractual obligations. Historically, our primaspurces of liquidity have been cash flow from ofierss and availability under our cre
facilities, including the PNC Credit Facility anldet Ex-Im Bank Facility. As a result of the defaulinder the PNC Credit Facility and the Ex
Im Bank Facility described below, additiormrrowings under the PNC Credit Facility are atsbke discretion of PNC Bank. As of Decen
29, 2012, we had $18.5 million in working capitdéfined as current assets minus current liabi)itidss of March 15, 2013, unrestricted ¢
on hand totaled approximately $1.2 million. As dflarch 15, 2013, one $9.1 million letter of crediasvoutstanding under the Ex-Bank
Facility and collateralized by $2.3 million in casAs a result, the Company's ability to pay lidieis as they become due, fund busi
operations and meet monetary contractual obligatioarrently depends primarily on cash flow fromergtions and the timely collection
outstanding invoices.

Cash and the availability of cash could be matigrigistricted if:

. outstanding invoices billed are not collectedu not collected in a timely manner,

. circumstances prevent the timely internal praogssf invoices,

* we lose one or more of our major customers,

e we are unable to win new projects that we cafop@ron a profitable basis,

* we are unable to obtain the cure or waiver oftibaults under the PNC Credit or Ex-Im Bank F#esi, or
e the availability of borrowings under the PNC Gteghcility is further reduced.

If any such event occurs and continues without tmee would be required to consider alternativeficing options. SeeSénio
Revolving Credit Facility - PNC Credit Facility,'Ex-IM Bank Facility” below and “ltem 1A- Risk Faats for additional information abo
existing defaults under the PNC Credit Facility éimel Ex-Im Bank Facility.

On October 11, 2012, we announced that our BoarDifctors had initiated a process to explore amdisier possible strate:
alternatives for enhancing shareholder value ampating the Company's lortgrm financial strength. We continue to take amdidc
streamline our operations, including the divestitaf our Field Solutions segment, the implementatibexpense reduction initiatives, and
retention of a management consultant to performisady services. We have not made any decisionngage in any specific strate
alternative at this time, and the exploration chtggic alternatives may not result in any speeifiton or transaction. ENGlobal does not in
to provide updates or make any further commentrdgg its exploration and evaluation of stratedieraatives unless and until the Boart
Directors has approved a definitive course of actio

Cash Flows from Operating Activities

Operating activities used $4.9 million in cash Bil2 and provided $5.6 million in cash in 2011. Euoe year ended December
2012, the changes in working capital were primadilye to decreased trade receivables of $3.7 mililecreased accounts payable of !
million and decreased accrued compensation anditeeand other liabilities of $5.0 million. Our dsigales outstanding has increased fro
days for the 12-month period ended December 311 2078 days for the 1&onth period ended December 31, 2012. The Compamage
its billing and client collection processes towaeducing days sales outstanding to the extentipedode. We believe that our allowance for
debt is adequate to cover any potential non-payimgour customers.

Cash Flows from Investing Activities
Investing activities used cash totaling $3.9 millim 2012, compared to $2.9 million in 2011. In 2GEnd 2011, investing activiti

were primarily attributable to restricted cash tiegments related to the Caspian project and PNQiCfeacility, in addition to capit
expenditures mainly in the form of leasehold imgnments.
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Future investing activities are anticipated to ramaonsistent with prior years and include capitalditions for leaseha
improvements, technical applications software amipgment, such as upgrades to computers, as wakkt@ssitions. The PNC Credit Faci
discussed under “Senior Revolving Credit FacilityPNC Credit Facility”below limits annual capital expenditures to $3.8liamni anc
acquisitions require prior approval by PNC Bank.

Cash Flows from Financing Activities

Financing activities provided cash totaling $9.3lion in 2012 and used cash totaling $2.7 millior2011. During 2012 and 2011,
primary financing mechanism was our line of credfitler the PNC Credit Facility and its predecesserwWells Fargo Credit Facility. The li
of credit was used principally to finance workingpttal requirements. During 2012pur borrowings under the line of credit were $2
million in the aggregate and we repaid an aggregat194.8 million. During 2011, our borrowings under the line of credit were $1.
million in the aggregate and we repaid an aggrega$d 62.2 million.

We anticipate that future cash flows from financaagivities will be borrowings, payments on theeliof credit and payments on long:
term debt instruments. Line of credit fluctuatiare a function of timing related to operations,igdtions and payments received on accc
receivable.

Senior Revolving Credit Facility - PNC Credit Fady

On May 29, 2012, the Company entered into the PM&IICFacility with PNC Bank, National Associatioams administrative age
(the "Agent") for the lenders (the "Lenders") pustito which the Lenders agreed to extend credliécCompany in the form of loans (ear
"Loan" and collectively, the "Loans") on a revolgibasis of up to $35.0 million (the "CommitmentCapitalized terms used but not othen
defined herein shall have the meaning given to therthe loan agreement. Set forth below are aertdithe material terms of the Ic
agreement:

Revolving Advances Each Lender, severally and not jointly, will malevolving advances to the Company in aggregate ats
outstanding at any time equal to such Lender's Citment Percentage of the lesser of (a) $35.0 milless the maximum undrawn amoun
all outstanding letters of credit, or (b) an amoemqal to the sum of: (i) up to 85% of Eligible Ra@bles, plus (ii) up to the lesser of (x) u
85% of Eligible Extended Term Receivables or (y)d$3illion, plus (iii) up to the lesser of (x) up 85% of Eligible Government Receivat
or (y) $800,000, plus (iv) up to the lesser of %P6 of Eligible Unbilled Receivables or (y) $8.5llion; provided, however, that no more fl
$800,000 of the amount resulting from the calcatatf this part (iv) may be attributable to Eliggdnbilled Receivables owed by Governn
Customers, plus (v) up to the lesser of (x) up @65of Eligible Costs in Excess of Billings or (y#.$ million, minus (vi) the Maximu
Undrawn Amount of all outstanding letters of creditinus (vii) such reserves as Agent may deem prapd necessary in the exercise @
discretion. Certain of the percentages and dohaoumts discussed above may be increased or dedrbgsgent at any time, so long as s
increase or decrease is reasonable and done infgjtind

Interest- Any Loans will bear interest at (a) the sum of Aiernate Base Rate (defined as a fluctuating egigal to the highest of |
the commercial lending rate of Agent as publicly@mced and in effect on such day, (y) the daitiefal funds open rate as quoted by I(
North America, Inc. in effect on such day plus ©f21%, and (z) the Daily Libor Rate plus 1% (witietDaily LIBOR Rate determined
taking the LIBOR rate published in the Wall Str@etirnal and dividing it by a number equal to 1 reitle reserve percentage on that d:
determined by the Board of Governors of the FedReserve), plus the Applicable Margin (defined bglfor Domestic Rate Loans or (b)
sum of the Eurodollar Rate (defined as a fluctyptate determined by Agent by dividing the quoté8@R rate by a number equal to 1 mi
the reserve percentage on that day as determindtet®oard of Governors of the Federal Reserve} file Applicable Margin with respec
Eurodollar Rate Loans.
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Collateral - All obligations of the Company under the loan agrert are secured by a first priority perfected bgainst any and

personal property assets of the Company (other teaiain excluded property, including certain acteureceivable related to the Cas)
Pipeline Consortium pledged under the IEx-Transaction Specific Credit Agreement dated faduty 13, 2011 between ENGlobal US
Wells Fargo Bank).

Term- All Loans and all other obligations outstanding enthe loan agreement shall be payable in full cay N9, 2015, unle

otherwise terminated pursuant to the terms ofdhe bhgreement.

Covenants The loan agreement requires the Company to comjity warious financial, affirmative and negative eoants affectin

their businesses and operations, including:

Maintain as of the last day of each applicableqzkd Tangible Net Worth at least equal to the arheanforth for such period: (a) -
each of the fiscal quarters ending June 30, 20&gtethber 29, 2012 and December 29, 2012, a miniframgible Net Worth of 90!
of the Tangible Net Worth of the Company on a ctidated basis on the Closing Date, and (b) forfiteal quarter ending March {
2013, and as of the last day of each fiscal quanemeafter, a minimum Tangible Net Worth equathtat required on December 2¢
the immediately preceding fiscal year plus (i) 76#4he Companys after tax net income for such year if such afi@rnet income

greater than $0, or (ii) $0, if the Comp/’s after tax net income for such year is less thraagaal to $0

Maintain a Fixed Charge Coverage Ratio of nottkas 1.10 to 1.00, measured as of (a) June 30, 20rthe fiscal quarter then mi
recently ended, (b) September 29, 2012, for thefiseal quarter period then most recently endedD@cember 29, 2012, for the th
fiscal quarter period then most recently ended Mdjch 31, 2013 and as of the last day of eaclalffigoarter thereafter, for the f
fiscal quarter period then most recently enc

Maintain at all times Average Excess Availabilifyrmt less than $3.5 million measured monthly atheflast day of the month.

Not permit the aggregate amount of all costs amkeses incurred in connection with the Companytfopaance of its Caspii
project obligations to exceed the aggregate amofinash receipts attributable to the Caspian Cot#ray more than the followil
amounts: (a) for the month ending June 30, 2012 ##llion, (b) for the month ending September 2012, $1.0 million, and (c) f
the month ending December 29, 2012,

The Company will not be party to mergers, acquiegj consolidations, reorganizations or similangegtions.

The Company will not sell, lease, transfer or othiee dispose of any of their properties or asseibjéct to certain exceptions set fi
in the Loan Agreement

The Company will not contract for, purchase or makg expenditure or commitment for capital expamé in the fiscal year endi
December 29, 2012 and in any fiscal year theregaften aggregate amount in excess of $3.5 mil

The Company will not declare or pay any dividenddatribution on any shares of common or prefersamtk or use any func
property or assets to repurchase or otherwisesratiy common or preferred sto

Compliance with Covenants and Fulfillment of Coiodis - As of September 29, 2012 and thereafter, the Caynpas not in

compliance with the covenants described below:

The Company did not maintain Tangible Net Worttabfeast 90% of the Borrowers' Tangible Net Worloathe closing date of t
PNC Credit Facility

The Company did not maintain a Fixed Charge Cowefafio of not less than 1.10 to 1.00 measurethiiwo fiscal quarter perio
then most recently ende

The Company did not maintain Average Excess Aviitalof not less than $3.5 million for the fiscalonthly period.
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Forbearance Agreements

On September 27, 2012, the Company entered intBitaeAmendment to Revolving Credit and Securityrdement and Forbearal
Agreement (the "Forbearance Agreement"), with thenders regarding the PNC Credit Facility. Undee terms of the Forbearat
Agreement, the Lenders agreed to forbear, duriegrtirbearance Period (as defined below), from éiarctheir rights and remedies, un
the PNC Credit Facility, with respect to eventsdefault, including those discussed above. The "€amdnce Period" commenced on
Effective Date and ended on October 31, 2012. @tolé@r 30, 2012, the Forbearance Period was exdetaldNovember 15, 2012. ¢
November 14, 2012, the Forbearance Period was @edieto November 30, 201

Under the terms of the Forbearance Agreement, thrap@ny was required to retain, for the duratiorthef Forbearance Perioc
consultant to provide an exit plan, in form andstabce satisfactory to the Agent, and servicesr@semsonably necessary to facilitate
Companys ability to operate in compliance with the ternmigh@ loan agreement. In addition, under the teofthe Forbearance Agreem
during the Forbearance Period and subject to ther @onditions set forth in the loan agreementtaed=orbearance Amendment, the Len
may, in their sole and absolute discretion, makelwng advances to the Company in such portiors ainthe times set forth in the Ic
agreement, which advances will bear interest atifiault rate of interest (currently 7%).

On December 18, 2012, the Company entered int&doend Amendment to Revolving Credit and Securilye&ment, Waiver al
Forbearance Extension (the “Second Amendmentff)der the terms of the Second Amendment, the Lendgreed to continue to forbe
during the Second Forbearance Period (as desdoifled), from exercising their rights and remedigsder the PNC Credit Facility in resp
of the Subject Events of Default (as described wEglg@rovided, however, that Agent may, but is nbtigated to, collect the accounts |
proceeds of other collateral under the Credit Agrexet and apply such collections and proceeds tolifigations under the Credit Agreem
and impose the default rate of interest under tfeeli€Agreement. The “Second Forbearance Perodimenced on September 27, 2012
ends on the earlier to occur of (a) 5:00 p.m. @allTexas time) on April 30, 2013; or (b) the dhst any forbearance default (which inclu
certain events of bankruptcy and any default onewé default under the Credit Agreement other ttte Subject Events of Default) occi
provided, however, the Forbearance Period will expin (i) January 10, 2013 if Agent is not providedopy of the final report prepared
Simmons of its analysis of the strategic restruntupptions available to the Board of Directorstod Company or (ii) January 31, 2013 if
Board of Directors of the Company fails to act imanner consistent with the strategic recommendatad Simmons set forth in the fil
report in a manner acceptable to Agent in its PgechDiscretion (as defined in the Credit Agreement

The “ Subject Events of Default include the following existing events of defauldaamticipated additional events of default unde
Credit Agreement; (i) failure to comply with thefigable Net Worth and Fixed Charge Coverage Ratiarfcial covenants for the fiscal qua
ended June 30, 2012, September 29, 2012 and Dec@®p012, (ii) failure to maintain Average Excesmilability for the month ende
August 31, 2012 and thereafter, (iii) failure torquly with the Borrowing Base Certificate delivegquirements for the months ending May
2012 and thereatfter, (iv) failure to comply witletmonthly financial statement delivery requiremeotsthe month ending Jul$1, 2012 an
thereafter, (v) failure to comply with the Credig#eement as a result of cross default under théNEXransaction Specific Credit Agreem
dated July 13, 2011; (vi) failure to comply withetangible Net Worth and Fixed Charge CoverageoRatancial covenants for the fis
quarter ending September 29, 2012 and December@®?, and (vii) failure to maintain Average ExceSgailability throughout th
Forbearance Period.
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Under the terms of the Second Amendment, the MaxiRevolving Amount will be reduced from $35 millibeginning on Februa
1, 2013 as follows: $31.5 million for the perioern February 1, 2013 through and including April 2013, and $26.5 million for the per
from April 30, 2013 through and including the ldsty of the term, which is presently May 29, 2015.

Under the terms of the Second Amendment, duringStnd Forbearance Period, the Borrowers aresnoired to comply with tt
financial covenants relating to Tangible Net WoRixed Charge Coverage Ratio and Average Excesdahility (as each of those terms
defined in the Credit Agreement). However, the @any will be required to comply, during the Secéidbearance Period, with the follow
new financial covenant: a minimum EBITDAR (as defirbelow) as set forth in the table below for sonzinth:

Required

Period Amount
For month ending: December 31, 2( $ (1,880,000
For month ending: January 31, 2C $ (1,971,00)
For month ending: February 28, 2C $ (2,088,00)
For month ending: March 31, 20 $ (2,127,00)
For month ending: April 30, 201 $ (2,207,00)

“EBITDAR"” means for any period the sum of (i) EBITDA plu$ (@structuring fees, costs and expenses of Bon®imeurred durin
the Forbearance Period in connection with the uesiring of Borrowers and their operations to tReeet included in determining net inco
of Borrowers. The Company was in compliance witls ttovenant as of December 31, 2012 and continnexkdeed the requirement for
months of January and February 2013.

Under the terms of the Second Amendment, duringStheond Forbearance Period, (a) the Borrowers hgueed to continue
retain their consultant to perform the scope ofedutigreed to by Agent and the Lenders, dated ©ct®®, 2012 and (b) ENGlobal US
agreed to provide the Agent with weekly updates.cdnsideration of the Second Amendment, Borrovegneed to pay the Lenders
amendment fee of $262,500.

On March 8, 2013, the agent under the PNC Creditliyanotified the Company that the Second Forbeae Period had expired
January 31, 2013 by reason of the failure of therBoof Directors of the Company to act in mannenstent with the strateg
recommendations set forth in the final report pregaby Simmons and, as a result, effective March208.3, (i) the Maximum Revolvii
Amount was reduced from $31.5 million to $27.5 il and (ii) Eligible Costs in Excess of Billingsimbe reduced to $1 million throu
March 31, 2013, $500,000 from April 1, 2013 througgtril 15, 2013 and $0 thereafter to the maturiaged While we have notified the ag
that we do not believe that the forbearance pehniasl expired under the terms of the applicable ageeés, and continue to discuss with
lenders the terms under which existing defaults f@ycured or waived, there can be no assurancembatan obtain an extension of
forbearance periods under the PNC Credit Facilitg &xIm Bank Facility or to otherwise obtain the cure waiver of the defaul
thereunder. See “Item 1A. Risk Factors — Riskiafed to our Business, Industry and Stratetfywe are unable to obtain an extension of
forbearance periods under our credit facilitie®ihrerwise obtain the cure or waiver of defaultsaernaur credit facilities, our business may
materially and adversely affected and we may beefbto sharply curtail or cease operationss’ of March 15, 2013, the balance outstan
on the PNC Credit Facility was $20.9 million.

Ex-Im Bank Facility

In July 2011, with the support of Wells Fargo's i&bBanking Group, ENGlobal and the Expbriport Bank of the United Sta
(“Ex-Im Bank”) entered into a separate $9.5 millimtter of credit facility (the “Ex-Im Bank Faciit) to support the Company's Casy
Pipeline Consortium (CPC) project. Under the teohshis agreement, the Company may issue lettesealit to CPC for its performan
under the CPC project. The Company is requirezbliateralize letters of credit outstanding under Exim Bank Facility with cash or eligib
Russian receivables resulting from the CPC projést.of the date of this filing, there was one $@illion letter of credit outstanding unc
this facility. This letter of credit was collatéizeed by $6.1 million and $2.3 million in cash ae&mber 29, 2012 and December 31, z
respectively. In the near term, the Company intandseep the Exm Bank Facility with Wells Fargo until the CPC ot has receivabl
from the Russian portion of the project that ara aufficient level for borrowing base collateraverage and this facility is transferred to
new senior lender.
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Covenants The Extm Bank Facility requires the Company to comply hmitarious, financial, affirmative and negative coaet:
affecting its businesses and operations, including:

» The Company will not be a party to mergers, actjoiss, consolidations, reorganizations or simitansactions.

» The Company will not contract for, purchase or makg expenditure or commitment for capital expamndi in any fiscal year, in
aggregate amount in excess of $3.5 mill

« The Company will not incur any indebtedness exdéepi{a) ENGlobal's liabilities under the PNC CreBucility, and (b) any oth
liabilities of ENGlobal not to exceed $1 million indebtedness in any 12 month period for the unsekcfinancing of insuran
premiums.

« The Company will not declare, pay or make any diadl or distribution on any shares of common orgsrefl stock or use any fun
property or assets to repurchase or otherwisesratiy common or preferred sto

» The Company will maintain as of the last day ofteapplicable period a Tangible Net Worth ratio gigater than 2.25 to 1.0.

« The Company will maintain a Fixed Charge Coverag#idRof not less than 1.75 to 1.00, measured asaoh fiscal quarter e
commencing September 30, 2011, determined oniagal-quarter basis

Compliance with Covenantés of September 29, 2012 and thereafter, the Coynpas not in compliance with the covenants
described below:

« The Company did not maintain a Tangible Net Woattorgreater than 2.25 to 1.0.
« The Company did not maintain a Fixed Charge CoweRafio of not less than 1.75 to 1.00 measurethtorolling four quarter peric
ended September 29, 2012 and therez

On January 11, 2013, we entered into the Limitedb&arance Agreement with respect to thelfaxBank Facility, whereby the lend:
agreed to continue to forbear until April 30, 2048bject to certain conditions, from exercisingrthights and remedies, under the Ex-Bank
Facility in respect of certain events of defauitluding those described above.

As of December 29, 2012, the Company had othertanding letters of credit totaling approximately.%SImillion primarily fol
additional performance support to our CPC projerd to cover selfasured deductibles under both our general ligbgihd our worker
compensation insurance policies.

Long-term Notes Receivable

In June 2008, ENGlobal filed an action in the Udiftates District Court for the Eastern Districlofuisiana; Case Number G501, again:
South Louisiana Ethanol LLC (“SLE") entitlddNGlobal Engineering, Inc. and ENGlobal ConstruntiBesources, Inc. vs. South Louisi
Ethanol, LLC. The lawsuit seeks to enforce collection of $1iion owed to ENGlobal and its affiliates for seres performed on an etha
plant in Louisiana. In August 2009, SLE filed foh&pter 11 protection in the United States Bankmugourt for the Eastern District
Louisiana, Case Number A2676. Pursuant to the bankruptcy, the plant asgete sold for $6,802,000. On December 6, 2011 cthe
issued an order allocating proceeds from the saté authorizing their distribution. Of the total eomt, $1,054,418 was allocated
ENGlobal. Of that amount, $845,529 is still betlmgld by the court pending the outcome of continditigation regarding the claims of ¢
subcontractor. As of the date of this report,aheunt is still being held by the court.

In each the fourth quarter of 2012 and first quaae2013, the Company entered into separate agmeento sell its entire Fie

Solutions segment. The sale of the Inspection idinig the first quarter of 2013 resulted in a note$1.9 million and the sale of the Land
Right-of-Way division in the fourth quarter of 20i&sulted in a note of $3.0 million. Each notel Wwé paid out over a four year period.
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Accounts Receivable Management

We typically sell our products and services on skemm credit and seek to minimize our credit riskggyforming credit checks a
conducting our own collection efforts. Our trade@mts receivable increased to $52.5 million aBetember 29, 2012 from $54.0 million
of December 31, 2011. The number of days salesamdimg for trade accounts receivable increaset 84 days at December 31, 2011 t
days at December 29, 2012. Bad debt expense wasxipptely 0.4% and 0.3% of revenue for the yearded December 29, 2012 :
December 31, 2011, respectively. We increased llawance for doubtful accounts from $1.8 million$8.6 million or 3.2% and 4.7% of tre
accounts receivable balance for each of the yedid 2and 2012, respectively. We continue to manage gortion of our business vt
carefully.

Risk Management

In performing services for our clients, we couldepuially face liability for breach of contract, igenal injury, property damage
negligence, including professional errors and oioiss We often agree to indemnify our clients fagdes and expenses incurred as a res
our negligence and, in certain cases, the soleoncwrent negligence of our clients. Our qualitytcol and assurance program includi
control function to establish standards and promsifor performance and for documentation of pitdigsks, and an assurance function to
and to monitor compliance with procedures and tpaliandards. We maintain liability insurance fadlhy injury and third party proper
damage, professional errors and omissions, andekslrkompensation coverage, which we considercsesfi to insure against these ri
subject to self-insured amounts.

Seasonality

Our revenues are generated by services, and therkfdidays and employee vacations during our fogarter exert downwa
pressure on revenues for that quarter, which ig pattially offset by the yeagnd efforts on the part of many clients to speng ramaining
funds budgeted for services and capital expenditdiging the year. Our clients' annual budget m®de normally completed in the fi
quarter, which can slow the award of new work &t Itleginning of the year. Principally due to thesetdrs, our first and fourth quarters
typically less robust than our second and thirdrigus.

Critical Accounting Policies

Revenue Recognition

A large portion of the Company's revenue is recogphiunder time-andiaterial contracts. Significant estimates are galyenot
involved in determining revenue recognition fordbdypes of contracts. Significant estimates arelued in determining revenue recognil
for fixed-price contracts. Most of our contracts are withtéme 500 companies. As a result, collection risgenerally not a relevant factol
the recognition of revenue. However, timing of agus receivable collections could have a serioymthin the Company's liquidity. We h:
instituted policies to determine the creditwortlsis®f new customers. Adverse changes in the ecomaoenlkely to impact smaller compan
ability to undertake and finance projects.

Our revenue is largely composed of engineeringisemevenue and product sales. The majority ofsauvices are provided throt
time-and-material contracts (also referred to ast-plus contracts). Some contracts have nabdmeed provisions that place a cap or
revenue that we may receive under a particularraontThe contract is awarded with the maximum egate revenue, referred to as the not-t
exceed amount. The Company does not earn reverarettoy not-toexceed amount unless we obtain a change ordercUient amount «
revenue deferred for these reasons is $0.3 millitre Company is not obligated to complete the @mtbtonce the not-texceed amount h
been reached. However, if the Company performs weegl the not-teexceed amount prior to obtaining a valid changerdur gross prot
margins are negatively impacted. Billings on tinmelanaterial contracts are produced every two weeks.

On occasion, we serve as purchasing agent by pngcsubcontractors, material and equipment on betia client and passing t
cost on to the client with no martp or profit. Revenue and cost for these typesus€lpases are not included in total revenue and Em
financial reporting, this “pass-through” type aditisaction is reported net. We had $3.6 milliopadsthrough transactions in 2011 and n
in 2012.
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Revenue on fixed-price contracts is recorded piilgnasing the percentage-of-completion (cosetst) method. Under this meth
revenue on longerm contracts is recognized in the ratio that i@m@ttcosts incurred bear to total estimated contrasts. Revenue and gr
margin on fixedprice contracts are subject to revision throughbetlives of the contracts and any required adjastsiare made in the per
in which the revisions become known. To manage amknrisks, management uses contingency amountsctedse the estimated ca
therefore, lowering the earned revenues until iblesrare better identified and quantified or hagerbmitigated. We currently have $4.4 mil
in contingency. Losses on contracts are recordédllias they are identified.

The asset, “costs and estimated earnings in exddsiings on uncompleted contractggpresents revenue recognized in exce
amounts billed on fixed-price contracts. The Conymmability to manage significant levels or ingses in tosts and estimated earning
excess of billings on uncompleted contracts” cchdste a serious impact on the Company's cash flow.liability “billings in excess of cos
and estimated profits on uncompleted contractsfesgmts amounts billed in excess of revenue rezedrun fixed-price contracts.

Costs related to change orders are recognized thiegrare incurred. Change orders are includeddandtal estimated contract reve
when it is more likely than not that the changeeosdwill result in a bona fide addition to valuattican be reliably estimated.

Goodwill

Goodwill has an indefinite useful life. Goodwil not amortized but, instead, tested at least diynfo impairment. Because
deteriorating market conditions, declining finamgarformance and the decision to sell severalusfassets, we made a decision to perfor
interim assessment of the carrying value of ourdgalb as of September 29, 2012. ASC Topic 350-20r88uires a twestep process, (
determining the fair value of the reporting unit&lg2) measuring the amount of the impairmenteéfdhrrying amount exceeds the fair valu
the reporting unit.

In determining fair value of the reporting segmemis reviewed cash flow projections, the weightedrage cost of capital and
sustainable growth rate. As a result of this neyieve concluded the carrying amount exceeded tireviue of our Engineering a
Construction segment and the Land and Rightvafy division in our Field Solutions segment andorded a goodwill impairment
approximately $16.9 million as of September 29, 200f this amount, approximately $14.5 millionateld to continuing operations ¢
approximately $2.4 million relating to discontinueplerations. In the fourth quarter, we divestegraximately $2.8 million in goodwill in tt
Field Solutions segment as a result of the closihthe sale of the Land and Right¥fay division. Summarized financial informatiorr
goodwill is shown below:

Balance at Balance at
December 31, Impairments December 29,
Description of Segment 2011 and Divestitures 2012
( dollars in thousands)
Engineering and Constructi $ 15,287 $ (14,567 $ 720
Automation 2,08¢ — 2,08¢€
Field Solutions (discontinued operations)* 5,241 (5,247) —
Total $ 22,614 $ (19,80¢) $ 2,80€

* Amounts are included in Assets held for sale hasls from discontinued operations, net of te
Income Taxes

The Company accounts for deferred income taxesdordance with the asset and liability method, whgrdeferred income taxes
recognized for the tax consequences of tempordfgreinces by applying enacted statutory tax rapgsi@able to future years to differen
between the financial statement carrying amountb the respective tax basis of its assets and itiasil The provision for income tay
represents the current taxes payable or refundablidne period plus or minus the tax effect of tiet change in the deferred tax assets
liabilities during the period.

Valuation allowances are provided for deferredassets when their recovery is doubtful.
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The Company had net deferred tax asset balanc#8 afillion and $5.2 million as of December 29, 2Giri December 31, 20:
respectively. These net deferred tax assets antifidd in Footnote 15 to the financial statements.
ASC Topic 825/ Income Taxes"requires all available evidence, both positive aadative, be considered to determine whether, baset
weight of that evidence, a valuation allowance éeded. Based upon the Company's recent performamaeagement determined
realization of deferred tax assets is uncertaith@sCompany is unable to consider tax planningesjias or projections of future taxable incc
in its evaluation of the realizability of its defed tax assets as of December 29, 2012. Under tiresenstances, deferred tax assets may
be realized through future reversals of taxablepmmary differences and carryback of net operatosgés to available carryback periods.
have performed such an analysis and a valuatiomwvaftice of approximately $17.4 million has been red against deferred tax assets ¢
December 29, 2012.

The Company had a federal net operating loss darvyard at December 29, 2012 of approximately $ImiBion which will be
available for carryforward through 2032. The Compaiso has a foreign net operating loss céorysard at December 29, 2012
approximately $0.5 million. This loss is availalite utilization through 2017; however, applicatiohthe net operating loss is restricted tc
income of ENGlobal Canada, ULC.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK

The Company's primary market risk relates to itdaderate line of credit debt obligation, which total®86.8 million and $16
million as of December 29, 2012 and December 3112@espectively. Assuming a 10% increase in therdést rate on this variabtate dek
obligation (i.e., an increase from the actual ageriaterest rate of 7.20% as of December 29, 2@12n average interest rate of 7.92%), ar
interest expense would have been approxima&B0,000 higher in 2012 based on our annual aveagef credit obligations. Due to t
significant losses we incurred during 2012, we hdeéaulted on certain financial covenants underRhNEC Credit Facility, resulting in .
increase of the interest rates in that agreemdnis. ificrease not only resulted in the increasedialnimterest expense but also additional
related to the forbearance agreements under the @idit Facility and the Ekn Bank Facility. The Company does not have angragt rat
swap or exchange agreements.
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Report of Independent Registered Public Accountindrirm on
Consolidated Financial Statements

Board of Directors
ENGIlobal Corporation
Houston, Texas

We have audited the accompanying consolidated balaheets of ENGlobal Corporation and subsidigties“Company”)as of December 2
2012 and December 31, 2011, and the related cdaseti statements of operations and comprehensigedtockholders' equity and cash fl
for each of the years then ended. These consdlidfitancial statements are the responsibility of fBompany's management.
responsibility is to express an opinion on thesesotidated financial statements based on our audits

We conducted our audits in accordance with thedstats of the Public Company Accounting OversightuBiogUnited States). Those stand.
require that we plan and perform the audit to ebtaasonable assurance about whether the congalitiatincial statements are free of mat
misstatement. The Company is not required to hasewere we engaged to perform, an audit of itsrivdl control over financial reportir
Our audit included consideration of internal cohtreer financial reporting as a basis for desigranglit procedures that are appropriate ir
circumstances, but not for the purpose of exprgsamopinion on the effectiveness of the Compainy&snal control over financial reportir
Accordingly, we express no such opinion. An autfibancludes examining, on a test basis, evidenpparting the amounts and disclosure
the consolidated financial statements, assessiagatitounting principles used and significant edésanade by management, as we
evaluating the overall presentation of the consddid financial statements. We believe that ourtaugliovide a reasonable basis for
opinion.

In our opinion, the consolidated financial statetaerferred to above present fairly, in all mater@spects, the financial position of ENGIc
Corporation and subsidiaries as of December 292 20 December 31, 2011, and the results of tiparagions, stockholders' equity and t
cash flows for each of the years then ended inaranify with accounting principles generally accepite the United States of America.

The accompanying consolidated financial statembate been prepared assuming that the Company evilirme as a going concern.
discussed in Note 3 to the consolidated finandialesents, the Company has suffered losses fromatiqes and is in default of its d
agreements. This raises substantial doubt abouCtmepany's ability to continue as a going concéfianagement's plans in regard to tl
matters are also described in Note 3. The coraelitifinancial statements do not include any adijasts that might result from the outcom
this uncertainty.

/s/ Hein & Associates LLP
Hein & Associates LLP
Houston, Texas

April 15, 2013
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ENGLOBAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(dollars in thousands)

ASSETS December 29 December 31
2012 2011

Current Assets:
Cash and cash equivale $ 73¢ $ 26
Restricted cas 6,13t 2,27¢
Trade receivables, net of allowances of $2,593%ind92 52,47( 54,02(
Prepaid expenses and other current a: 1,62¢ 88(
Notes receivabl 1,24: 514
Costs and estimated earnings in excess of billimggncompleted contrac 3,84( 6,79(
Assets held for sal 57 9,13t
Federal and state income taxes receiv 582 102
Deferred tax asset — 3,98¢
Total Current Asset 66,69: 77,73
Property and equipment, net 2,991 3,26(
Goodwill 2,80¢ 17,37
Other intangible assets, ne 1,852 2,83t
Long-term trade and notes receivable, net of current pdron and allowances 3,161 89¢
Deferred tax asset, no-current — 1,20¢
Other assets 1,18( 874
Total Assets $ 78,687 $ 104,17!

LIABILITIES AND STOCKHOLDERS' EQUITY

Current Liabilities:

Accounts payabl $ 11,04¢ $ 8,36:
Accrued compensation and bene 8,30¢ 11,21(
Current portion of lon-term debt 26,82¢ 16,60:
Deferred ren 60¢ 671
Billings in excess of costs and estimated earnomgencompleted contrac 4,83( 4,421
Liabilities held for sale 99 1,34(
Other current liabilities 1,66¢ 3,072

Total Current Liabilities 53,38t 45,67¢

Commitments and Contingencies (Notes 3, 11, 12, ahd)

Stockholders' Equity:
Common stock - $0.001 par value; 75,000,000 steard®rized; 27,114,339 and 26,882,518 sha
outstanding and 28,095,438 and 27,803,617 shanesdsat December 29, 2012 and December 31

2011 28 28
Additional paic-in capital 38,48: 38,08:
Retained earning (20,779 22,82
Treasury stock at co- 981,099 shares at December 29, 2012December 31, 201 (2,362) (2,362
Accumulated other comprehensive income (loss) (7C) (69)

Total Stockholders' Equity 25,29¢ 58,50(
Total Liabilities and Stockholders' Equity $ 78,68 $ 104,17!

See accompanying notes to these consolidated falastatements.
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ENGLOBAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHEN SIVE LOSS

Operating revenues
Operating costs and expense:
Operating cost
Selling, general, and administrative exper
Goodwill impairment
Total operating costs and expenses
Operating loss

Interest expense, ne
Other expense, ne

Loss before income taxe

(Provision) benefit for federal and state income tges
Loss from continuing operations

Loss from discontinued operations, net of taxes
Net Loss

Cumulative translation adjustment
WRCC dissolution

Comprehensive Los:

Loss per common shar¢ Basic and Diluted
Loss from continuing operatiol
Loss from discontinued operatio
Net Loss

Weighted average shares used in computing loss p&rare (in thousands):

Basic
Diluted

(dollars in thousands)

Year Ended Year Ended
December 29, December 31,
2012 2011
$ 227,91t % 237,60:

209,19t 216,16!

25,23¢ 25,58:

14,56¢ —

249, 00¢ 241,74
(21,087 (4,149

(1,875 (1,029

(100) (61)

(23,067) (5,237)

(7,007) 831

(30,067) (4,407)

(3,539) (2,679

$ (33,60) $ (7,07¢)
1) 1

— 22

(33,607) (7,057%)

$ (113 % (0.16)
$ (0.12) $ (0.12)
$ (1.28) % (0.29)
26,88:¢ 26,72:

26,88: 26,72

See accompanying notes to these consolidated falastatements.
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ENGLOBAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(dollars in thousands)

Year Ended Year Ended
December 29, December 31,
2012 2011
Common Stock $ 28 $ 28
Paid-in Capital
Balance at beginning of ye 38,08: 37,60¢
Common stock issue — 23
Stock based compensati 401 45(C
Deferred tax adjustment — —
Balance at end of year 38,48: 38,08
Retained Earnings
Balance at beginning of ye 22,82 29,92(
WRCC dissolutior — (22
Net income (loss) (33,60)) (7,07¢€)
Balance at end of year (10,779 22,82.
Treasury Stock (2,367) (2,362)
Accumulated Other Comprehensive Income (Loss), neff taxes
Balance at beginning of ye (69) (92
Foreign currency translation adjustm (D] 1
WRCC dissolution — 22
Balance at end of year (7C) (69)
Total Stockholders' Equity $ 25,29¢ $ 58,50(

See accompanying notes to these consolidated falastatements.
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ENGLOBAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOW

(dollars in thousands)

Cash Flows from Operating Activities:
Net Loss

Adjustments to reconcile net loss to net cash pieviby (used in) operating activitie

Depreciation and amortizatic
Stocl-based compensation expel
Deferred income tax expense (bene
Goodwill impairment
Loss on disposal of property, plant and equipn
Changes in current assets and liabilities, netqtisitions:
Trade receivable
Notes receivabl
Costs and estimated earnings in excess of billimggncompleted contrac
Prepaid expenses and other as
Long-term trade receivable
Accounts payabl
Accrued compensation and bene
Billings in excess of costs and estimated earnamgsncompleted contrac
Shor-term trade payable
Other liabilities
Income taxes receivable (payable)
Net cash provided by (used in) operating activities
Cash Flows from Investing Activities:
Property and equipment acquit
Proceeds from sale of divisi
Proceeds from sale other ass
Increase in restricted cash
Net cash used in investing activities
Cash Flows from Financing Activities:
Borrowings on line of cred
Payments on line of crec
Costs associated with debt issuance, net of amatidiz
Proceeds from issuance of common st
Repayments under capital le:
Other long-term debt repayments
Net cash provided by (used in) financing activities
Effect of Exchange Rate Changes on Ca:
Net change in cas
Cash and cash equivalents, at beginning of ye:
Cash and cash equivalents, at end of ye

Year Ended Year Ended
December 29, December 31,
2012 2011
$ (33,60) $ (7,07¢)
1,91¢ 3,56¢
401 45C
6,80¢ (2,745
16,96« —
— 21
3,917 (347)
2,197 2,527
3,08¢ (1,799
(752) 45¢
(2,267) —
2,25¢ (63€)
(2,679 (209)
251 3,34t
— (1,479
(2,90€6) 2,65¢
(479) 6,73¢
(4,874 5,57¢
(66€) (664)
(113 —
75¢ 65
(3,860) (2,27%)
(3,88)) (2,879
205,31 159,86!
(194,83Y (162,215
(759) —
— 23
— (51)
(250) (359
9,46¢ (2,729
@) 1
712 (23
26 49
$ 73¢  $ 26

See accompanying notes to these consolidated falastatements.
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ENGLOBAL CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1- ORGANIZATION AND BASIS OF PRESENTATION

Organization and OperationsENGIobal Corporation is a Nevada corporation forrmed994. Unless the context requires othen
references to “we”, “us”, “our”, “the Company” oENGIobal” are intended to mean the consolidated busines®pations of ENGlob
Corporation. Our business operations consist of providing ereging and other professional project services edlab design, fabricatic
procurement, maintenance, environmental and otheergmental compliance and construction managenpemarily with respect to ener
sector infrastructure facilities throughout the tddi States. Please see “Note 16 - Segment Infanidir a description of our segments

segment operations.

Basis of Presentation The accompanying consolidated financial statemants related notes present our consolidated fink
position as of December 29, 2012 and December @&11,2and the results of our operations, cash flamds changes in stockholders' equity
the periods ended December 29, 2012 and Decemb2031. They are prepared in accordance with ad¢oa@uprinciples generally acceptec
the United States of America. Certain amounts forpperiods have been reclassified to conformh® turrent presentation. In prepa
financial statements, management makes informeghjedts and estimates that affect the reported arn@irassets and liabilities as of
date of the financial statements and affect themted amounts of revenues and expenses duringeffaating periods. On an ongoing be
management reviews its estimates, including thadatead to percentage-obmpletion contracts in progress, litigation, ine@rtaxes
impairment of longived assets and fair values. Changes in factscimedmstances or discovery of new information magutt in revise
estimates. Actual results could differ from thestneates.

On January 1, 2012, we changed from a traditior@itirend calendar close cycle to a 8-dalendar close methodology. Under
new methodology, each quarter (formerly comprise@ oalendar months) is comprised of 13 weeks, wimcludes two 4veek months ar
one 5-week month. This change in accounting perid not had a material effect on the comparaldiprior periods.

NOTE 2- ACCOUNTING POLICIES AND NEW ACCOUNTING PRONOUNCEMNTS

Consolidation Policy- Our consolidated financial statements include accounts and those of our majorityned subsidiaries
which we have a controlling interest after the @hiation of all material intecompany accounts and transactions. Currently, falbu
subsidiaries are whollpwned. We also consolidate other entities and vestin which we possess a controlling interest. é&/aluate ot
financial interests in business enterprises tordete if they represent variable interest entitidere we are the primary beneficiary. If s
criteria are met, we consolidate the financialestagnts of such businesses with those of our owndd\ot currently hold such interests.

Cash and cash equivalentsCash and cash equivalents include all cash on hdemiand deposits and investments with ori
maturities of three months or less. We consideh eagiivalents to include shasrm, highly liquid investments that are readilyneertible tc
known amounts of cash and which are subject tmsignificant risk of changes in valueThe Company is required to collateralize lettel
credit outstanding under the HEx- Bank Facility with cash or eligible receivablessulting from the Caspian Pipeline Consortium (§
project. As of December 29, 2012 and December 811 2these letters of credit were collateralizedbyl and 2.3 million, respectively
cash, designated as Restricted Cash in the Congp@oy'solidated Balance Sheet. Refer to Note 10.

The Company utilizes a cash management system lghdrank accounts are swept daily to reduce outstgnialances on tl
Company's line of credit. Major operating bank acte are automatically replenished daily to meetckklearing requirements. Outstand
checks are recorded as a reduction of cash whegnatteeissued. Our checks that have not yet beeh Ipaibanks at a reporting date
reclassified to accounts payable in the finandiaiesnents. Amounts reclassified to accounts pay@ableutstanding checks were $1.4 mill
and $1.9 million as of December 29, 2012 and Deezr@h, 2011, respectively.

Receivables Our components of trade receivables includes ansobiied, amounts unbilled, retainage and allowaiocedoubtfu
accounts. Subject to our allowance for uncolleetibtcounts, all amounts are believed to be cdilectvithin a year. There are no amol
unbilled representing claims or other similar itesnbject to uncertainty concerning their determamabr ultimate realization. In estimating
allowance for uncollectible accounts, we consitterlength of time receivable balances have beestanding, historical collection experier
current economic conditions and customer spedificrmation. When we ultimately conclude that a resigle is uncollectible, the balance
charged against the allowance for uncollectibleoants.
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ENGLOBAL CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Concentration of Credit Risk Financial instruments which potentially subject Hblal to concentrations of credit risk con
primarily of trade accounts and notes receivabléhddigh our services are provided largely to thergy sector, management believes the
due to this concentration is limited because aifsogimt portion of our services are provided undentracts with major integrated oil and
companies and other industry leaders. When the @oynenters into contracts with smaller customeéiacurs an increased credit risk.

We extend credit to customers and other partigkémormal course of business. We have establighgdus procedures to mani
our credit exposure, including initial credit appats, credit limits and terms, letters of crediidaccasionally through rights of offset. We
use prepayments amglarantees to limit credit risk to ensure that established credit criteria are met. Our most §igant exposure to cret
risks relates to situations under which we provsgevices early in the life of a project that is elegent on financing. Certain of th
development projects are susceptible to unforedelys and other issues that expose us to reduasgina and possible losses. Risks incr
in times of general economic downturns and undaditions that threaten project feasibility.

Estimated losses on accounts receivable are pmideugh an allowance for doubtful accounts. Ialeating the level of establist
allowances, we make judgments regarding each paabjlity to make required payments, economic evand other factors. As the finan
condition of any party changes, circumstances dgvet additional information becomes availableuatipents to the allowance for doub
accounts may be required.

Property and EquipmentProperty and equipment are stated at cost lessradated depreciation and amortization. Depreciats
computed using the straiglime method over the estimated useful lives of @issets. The estimated service lives of our assefpgrare ¢
follows:

Asset Group Years

Shop equipmer 7-1C
Furniture and fixture 5-7
Computer equipment; Autos and truc 35
Software 35

Leasehold improvements are amortized over the tdrthe related lease. See Note 7 for details r@ltieproperty and equipment ¢
related depreciation. Expenditures for maintenasee repairs are expensed as incurred. Upon digposit retirement of property a
equipment, any gain or loss is charged to operation

Debt Issue CostsCosts incurred in connection with the issuanclof-term debt are capitalized and charged to intergstrese ove
the term of the related debt on a straityi-basis, which approximates the interest metide. total amount of debt issue costs capitalizas
$870,000 and $0 in 2012 and 2011, respectively.

Goodwill and other intangible assetssoodwill represents the excess of the purchase pfiacquisitions over the fair value of
assets acquired and liabilities assumed. Goodsvillot amortized and is tested at least annuallynipairment. In September 2010, the F/
issued guidance which gives companies the optiqretéorm a qualitative assessment to determine hveinét is more likely than not that 1
fair value of a reporting unit is less than itsrgarg amount and, in some cases, bypass thestefpimpairment test. This guidance is effec
for goodwill impairment tests performed in interamd annual periods beginning after December 15].2Die Company adopted this guide
on January 1, 2012.

We perform a test for impairment each fiscal yeat i any period in which impairment indicatorssatiThe impairment test requi
allocating goodwill and all other assets and lisibs to business units referred to as reportingsuReporting units for the purpose of good
impairment calculations are components one levieivbeur reportable operating segments for whiclerdist financial information is availal
and reviewed by segment management. The fair \@leach reporting unit is determined and compaoetthé carrying value of the report
unit. If the fair value of the reporting unit isskethan the carrying value, including goodwill,rthike goodwill is written down to the implied 1
value of the goodwill through a charge to expense.

Intangible assets are comprised primarily of mompetition covenants, customer relationships aemkldped technology acquil
through acquisitions and are amortized using thegit-line method based on the estimated usd®iloli the intangible assets.We reviev
intangible assets for impairment whenever eventshanges in circumstances indicate that the cayrgimount of such assets may no
recoverable. This review consists of comparing ¢aerying value of the asset with the asset's ergdet@uiture undiscounted cash flo
Estimates of expected future cash flows represeartagement's best estimate based on reasonableauppdrtable assumptions. If suc
review should indicate that the carrying amountndéngible assets is not recoverable, we reducecdngyiing amount of such assets to
value.

41




Table of Content

ENGLOBAL CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Impairment of Lond.ived Assets Management reviews property and equipment for impamt whenever events or change
circumstances indicate that the carrying amounduwh assets may not be recoverable. The carryirauminis deemed not recoverable
exceeds the undiscounted sum of the cash flowsceegbeo result from the use and eventual dispositibthe asset. Estimates of expe
future cash flows represent management's best astilmased on reasonable and supportable assumpifiaine carrying amount is n
recoverable, the impairment loss is measured asxtess of the asset's carrying value over its/dire. Management assesses the fair val
long-ived assets using commonly accepted techniquab,maay use more than one method, including, butlindted to, recent third par
comparable sales, internally developed discoundstl low analysis and analysis from outside adsisor

Revenue RecognitionOur revenue is comprised of engineering, conswaathanagement and procurement service fees arsl &
control systems that we design and fabricate. Imeg, we recognize revenues when all of the falgwcriteria are met: (1) persuas
evidence of an exchange arrangement exists, ificaipé, (2) delivery has occurred or services haeen rendered, (3) the price is fixet
determinable, and (4) collection is reasonably rskurhe Company recognizes service revenue asetlvices are performed. The majorit
the Company's engineering services are provideerutiithe-and-material contracts. Some time-araterial contracts may have upper lir
referred to as "not-texceed” amounts. Revenue is not recognized oveethmounts until a change order or authorizatiothbyclient ha
been given. A majority of sales of fabricated systeare under fixegrice contracts that may also include a serviceeld covered under tt
contract price.

We sometimes serve as purchasing agent by procsuibgontractors, materials and equipment on befiafclient and pass the ¢
on to the client with no mark-up or profit. Reveawnd costs for these “pass-througtansactions are reported net. We had $3.6 mithi
pass-through transactions in 2011.

Profits and losses on our fixed-price contractsraoegnized on the percentageeoimpletion method of accounting, measured b
percentage-of-contract cost incurred to date kedath estimated total contract cost. Contract cosésl for estimating percentageeafmpletior
factors include professional compensation andedlaenefits, materials, subcontractor servicesostmer direct cost of projects. Freight cha
and inspection costs are charged directly to thgepts to which they relate. Costs recognized fdvof include all actual employ
compensation plus a burden factor to cover estihatgiable labor expenses. These variable laboeresgs consist of payroll taxes, self
insured medical plan expenses, workers' compemsaigurance, general liability insurance and paitetoff. These estimated amounts
adjusted to actual costs incurred at the end df gaarter.

Under the percentage-obmpletion method, revenue recognition is dependpnh the accuracy of a variety of estimates, uliclg
the progress of engineering and design effortser@tinstallation, labor productivity, cost estites and others. These estimates are bas
various professional judgments and are difficulatourately determine until projects are signifttannderway. Due to uncertainties inhel
to the estimation process, it is possible that @ghercentage-ofompletion may vary materially from our estimatBstimating errors me
cause errors in revenue recognition on uncompledetracts and may even result in losses on theaxiat Anticipated losses on uncompli
contracts are charged to operations as soon ad@sga#s can be estimated. Changes in job perfomngoiz conditions, estimated profitabi
and final contract settlements may result in revisito costs and revenues and are recognized ipdtied in which the revisions
determined. Costs related to change orders aogmém=d when they are incurred. Change ordersrataded in the total estimated cont
revenue when it is more likely than not that thargde orders will result in a bona fide additiorvéue that can be reliably estimated.

Occasionally, it is appropriate for us to combimes@gment contracts. Contracts are combined irethiwsted circumstances when tt
are negotiated as a package in the same econoriforement with an overall profit margin objectivachconstitute, in essence, an agree
to do a single project. In such cases, we recogeizenue and cost over the performance periodeo€ttmbined contracts as if they were
Contracts may be segmented if the customer hadgtieto accept separate elements of a contractrentbtal economic returns and risks of
separate contract elements are similar to the esmn®@turns and risks of the overall contract. s@gmented contracts, we recognize reven
if they were separate contracts over the performaeciods of the individual elements or phases.

Pre-Contract Costs The Company expenses pre-contract costs, alsoredfto as proposal costs, as they are incurmedcdntrac
costs incurred for a specific anticipated contead that will result in no future benefits, unléise contract is obtained, should not be inclt
in contract costs or inventory before the recefhe contract. Costs related to anticipated catdrare charged to expenses as incurred be
recovery is not considered probable and such ergesr® not reinstated by a credit to income orstithsequent receipt of the contract.
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ENGLOBAL CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Income Taxes The Company accounts for deferred income taxesdéordance with the asset and liability method, whgrdeferre
income taxes are recognized for the tax conseqsesfdemporary differences by applying enactecduttay tax rates applicable to future ye
to differences between the financial statementygagramounts and the respective tax basis of gstasand liabilities. The provision for inco
taxes represents the current taxes payable ordelfla for the period plus or minus the tax effddhe net change in the deferred tax asset
liabilities during the period. Valuation allowanca® provided for deferred tax assets when theowery is doubtful.

The Company files income tax returns in federatesaind foreign jurisdictions as more fully deseditin Note 15. It has not taken
uncertain tax position as defined by authoritatigeounting literature and does not expect to takl & position on a tax return not yet filed.

Earnings (loss) per shareThe Company's basic earnings (loss) per share (BP8Sunts have been computed based on the a
number of shares of common stock outstanding fempriod. Diluted EPS amounts include the effeatafmon stock equivalents associi
with outstanding stock options, restricted stoclkamls and restricted stock units under the treastorgk method, if including such poten
shares of common stock is dilutive. Because the fi2my has incurred losses for all periods presettede common stock equivalents v
antidilutive, thus not included in the calculatiofearnings (loss) per share.

Comprehensive Loss Comprehensive loss includes net loss and other mmepsive income (loss) items. Currently our ¢
comprehensive loss is comprised of unrealized doreixchange gains and losses June 2011, the FASB issued guidance which rewise
manner in which entities present comprehensivenrec their financial statements. The new guidaglawinates the presentation optior
report other comprehensive income and its compasnignthe statement of changes in stockholders'tyaqurid requires entities to reg
components of comprehensive income in either airmootis statement of comprehensive income or ingggarate, but consecutive, statem
The new guidance is effective for interim and ahmeriods beginning after December 15, 2011. Thengany adopted this guidance
January 1, 2012 and the adoption of this standiardat have a material effect on its financial piosi or results of operations.

NOTE 3— GOING CONCERN

The Company has been operating under difficultucirstances in 2012. For the year ended Decemb@022, the Company repor
a net loss of approximately $33.6 million that udéd a norecash charge of approximately $16.9 million relatiog goodwill impairment ai
a non-cash charge of approximately $6.8 milliomtiah to a valuation allowance established in ceotiog with the Companyg’ deferred te
assets. During 2012, our net borrowings under mwolving credit facilities have increased appnoaiely $10.5 million to fund o
operations. Due to challenging market conditiong, revenues and profitability have declined dur2@i2. As a result, we have failec
comply with several financial covenants under aedi facilities resulting in defaults. Althoughevhave sold assets and reduced person
an attempt to improve our liquidity position, wenoat assure you that we will be successful in olirtgi the cure or waiver of the defaults ur
the respective credit facilities. If we fail tbtain the cure or waiver of the defaults underftaiities after any forbearance period, the les
may exercise any and all rights and remedies aleail@ them under their respective agreementsydif) demanding immediate repaymer
all amounts then outstanding or initiating foredies or insolvency proceedings. In such event andefare unable to obtain alterna
financing, our business will be materially and adedy affected, and we may be forced to sharplyaduwr cease our operations.

These circumstances raise substantial doubt aheu€Company's ability to continue as a going concém a part of our efforts
improve our cash flow and restore our financiahtiehship with our lenders under the PNC Creditilfgcwe engaged an investment bank
firm to pursue strategic alternatives on behathef Company and a consulting firm to assist the @aomg with cost cutting efforts.

NOTE 4- DISCONTINUED OPERATIONS

During the third quarter of 2011, as part of itsatgic evaluation of operations, the Company degtexd that the expected fut
profitability of the Electrical Services group wast sufficient to support maintaining it as a valblusiness and that it did not fit within
future strategic plan due to its operational déferes. As a result, effective July 1, 2011, then@any initiated a plan to sell the operation
its Electrical Services group. The Company was letabsell the Electrical Services group as planmed decided to dispose of substantiall
of the group’s remaining assets. During the thitthrter of 2012, the Company completed the dispofahe groups remaining asse
concurrent with the completion of the last remajninmp sum project. The Company has no continuirglivement with these operations.
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On September 10, 2012, the Company entered intefiaitiye agreement to sell its Field Solutions megt. The Field Solutiol
segment included the Land and Rightws&y and Inspection divisions, primarily serving gdipe and electric power companies. On Novel
2, 2012, the Company completed the divestituraoland and Right-of¥ay division of its Field Solutions segment effeetiOctober 2t
2012, and retained the Inspection division pursuanthe terms of the amended definitive agreem&he transaction was valued

approximately $7.5 million, consisting of approxielg $4.5 million in retained working capital anda.0 million promissory note payable
the Company over four years.

Subsequent to year end, effective January 3, 20&3Company completed the divestiture of the Ingpedivision. The transactis
was valued at approximately $7.9 million, consigtaf $1.0 million cash at closing, $5.0 millionrietained working capital and a $1.9 mill
promissory note payable to the Company over foarsie

The operations of the Electrical Services group tredField Solutions segment have been classifiediscontinued operations ¢
accordingly, are presented as discontinued opasatin the Company's consolidated financial statésnehhe remaining net assets
liabilities related to the discontinued operati@ns shown on the Consolidated Balance Sheet agt®\keld for sale” and "Liabilities held
sale," respectively. The results of the discontthuwperations are shown on the Consolidated StatsmanOperations as "Loss fr
discontinued operations, net of taxes". Summarfireshcial information for the discontinued opeoats is shown below:

December 29 December 31

Statement of Operations Data: 2012 2011

(dollars in thousands)
Revenues $ 60,82: $ 92,55!
Operating costs 62,07¢ 96,70¢
Operating los (1,259 (4,157
Goodwill impairment (2,399 —
Other income/Gain on sale 11z 1
Total loss before tax (3,539 (4,15¢€)
Tax expense (benefit) — (1,482
Net loss $ (3,63¢) $ (2,679

December 29, December 31,
Balance Sheet Data 2012 2011

(dollars in thousands)

Assets:
Trade receivable $ — $ 2,391
Cost/earnings in excess of billings on uncompletatracts — 13¢
Property and equipment, r 48 372
Goodwill and other assets 9 6,234
Total assets held for sale $ 57 $ 9,13t
Liabilities:
Accounts payabl $ — 430
Accrued compensation and bene 99 (50)
Billings/earnings in excess of costs on uncompletstracts — 158
Other current liabilities — 802
Total liabilities held for sale $ 9 3 1,34C
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NOTE 5- DETAIL OF CERTAIN BALANCE SHEET ACCOUNTS

The components of trade receivables as of Decethe2012 and December 31, 2011, are as follows:

2012 2011

(dollars in thousands)
Amounts billed $ 35,54¢ $ 40,20z
Amounts unbillec 15,50( 15,19¢
Retainage 4,01¢ 414
Less: Allowance for uncollectible accounts (2,599 (1,792
Trade receivables, net $ 52,47( $ 54,02(

Subject to our allowance for uncollectible accouatsamounts listed are believed to be collectibithin a year. The billed accou
receivable amount includes $693,000 in claims shfe uncertainty concerning their determinatioruttimate realization due to bankrup
issues. These claims are fully accounted for inadlawance for uncollectible accounts. There areammunts unbilled representing claim:
other similar items subject to uncertainty conaegrtheir determination or ultimate realization. A readble related to litigation is a compon
of our long-term receivables balance of $0.9 millas of December 29, 2012 and December 31, 20&INst 17).

The components of short term and long term notesivable as of December 29, 2012 and December(31l,, 2re as follows:

2012 2011

(dollars in thousands)
Aspen $ 514 $ 514
Steele 72¢ —
Total short term notes receivable $ 1,24: $ 514
SLE $ 894 $ 89¢
Steele 2,267 —
Total long term notes receivable $ 3,161 $ 89¢

The Aspen note bears interest at 6% per annumpfpeirathree installments based upon certain evehte Steele note is a four y
note, bearing interest at 8% per annum, payalbéamual installments beginning November 1, 2013raaturing November 1, 2016. The £
judgment is still being held by the court pendihg butcome of continuing litigation (see Note :

The components of other current liabilities aréalsws as of December 29, 2012 and December 31120

2012 2011
(dollars in thousands)
Accrual for known contingencie $ 701 $ 2,061
Customer prepaymen 694 65E
Accrued interest and other 271 35€
Other current liabilities $ 1,666 $ 3,072

Our reserve for known contingencies consists piilgnaf litigation accruals and related legal feesdaearneut amounts that m
become due under the terms of acquisition agreement
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NOTE 6- PROPERTY AND EQUIPMENT

Property and equipment consisted of the followinBecember 29, 2012 and December 31, 2011:

2012 2011
(dollars in thousands)
Computer equipment and softw: $ 8,59¢ $ 8,391
Shop equipmer 1,441 1,42z
Furniture and fixture 1,38( 1,38(
Building and leasehold improvemel 3,40( 2,90¢
Autos and trucks 52¢ 42¢
$ 15,347 $ 14,53:
Accumulated depreciation and amortization (12,499 (11,417
$ 2,84¢ $ 3,11¢
Leasehold improvements and software implementations
process 14¢ 144
Property and equipment, net $ 2997 $ 3,26(

Depreciation expense was approximately $1.0 mikiod $1.4 million for the years ended DecembePd2 and December 31, 20
respectively.

NOTE 7— GOODWILL AND INTANGIBLE ASSETS

Goodwill - Goodwill has an indefinite useful life. Goodwidl hot amortized but, instead, tested at least diyrfoa impairment. Ou
annual goodwill impairment analysis for the yeadesh December 31, 2011 indicated that the fair vafuall of our reporting units exceec
their carrying value in excess of 45%; thereforregonodwill impairment charges were required for ahgur reporting units for the period.

Because of deteriorating market conditions in 2@i#, declining financial performance and the decidio sell several of our ass
we performed an interim assessment of the carnahge of our goodwill as of September 29, 2012.CARpic 350-20-35 requires a tvabef
process, (1) determining the fair value of the répg units and (2) measuring the amount of theaimpent if the carrying amount exceeds
fair value of the reporting unit. In determiningirfvalue of the reporting segments, we revieweshdbow projections, the weighted aver
cost of capital and the sustainable growth rats.afesult of this review, we concluded the cagyamount exceeded the fair value of
Engineering and Construction segment and the Lamt Right-ofWay division in our Field Solutions segment andorded a goodwi
impairment of approximately $16.9 million as of Sspber 29, 2012. Of this amount, approximately.$laillion related to continuir
operations and approximately $2.4 million relatedliscontinued operations. In the fourth quamer,divested approximately $2.8 million
goodwill in the Field Solutions segment as a restilthe closing of the sale of the Land and RightAtay division. Summarized financ
information for goodwill is shown below:

Balance at Balance at
December 31, Impairments December 29,
Description of Segment 2011 and Divestitures 2012
(dollars in thousands)
Engineering and Constructic $ 15,2871 $ (14,567 $ 720
Automation 2,08¢ — 2,08¢
Field Solutions* 5,241 (5,247) —
Total $ 22,614 $ (19,80¢) $ 2,80€

* Amounts are included in Assets held for sale angslfoom discontinued operations, net of te
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Intangible Assets Our identifiable intangible assets are compriggoharily of noneompetition covenants, customer relationships
developed technology acquired through acquisitidiie following table summarizes the cost and acdated amortization for each of ¢
intangible asset groups as of December 29, 201Dawcdmber 31, 2011:

Non-
competition Customer Developed
Covenants Relationships Technology Total
(dollars in thousands)

As of December 29, 2012
Intangible assel $ 4,42( % 6,341 $ 90¢ $ 11,67¢
Less: accumulated amortization 4,18¢ 5,30¢ 33: 9,82

Intangible assets, net $ 23t $ 1,041 $ 57¢ $ 1,852
As of December 31, 201
Intangible assel $ 4,42( % 6,341 $ 90¢ $ 11,67¢
Less: accumulated amortization 4,01( 4,61¢ 212 8,841

Intangible assets, net $ 41C $ 1,72¢  $ 697 $ 2,83t

Intangible assets are amortized using the strdightmethod based on their estimated useful liéegected amortization expel
related to our amortizable intangible assets kmws:

Non-
competition Customer Developed
Year Ending Covenants Relationships Technology Total
(dollars in thousands)

December 28, 201 $ 152 60¢ 121 882
December 27, 201 72 35¢€ 12z 55C
December 26, 201 11 76 121 20¢
December 31, 201 — — 121 121
December 30, 2017 — — 91 91

$ 23t $ 1,041 $ 57¢ $ 1,852

Amortization expense was approximately $0.9 milleomd $2.0 million for the years ended December22d,2 and December !
2011, respectively.

NOTE 8- CONTRACTS

Costs, estimated earnings and billings on uncoraglebntracts consisted of the following at Decen#$r2012and December 3

2011:
2012 2011
(dollars in thousands)
Costs incurred on uncompleted contre $ 51,64¢ $ 43,45t
Estimated earnings on uncompleted contracts 3,21¢ 5,591
Earned revenue 54,86¢ 49,04¢
Less: billings to date 55,85¢ 46,67°
Net costs/earnings in excess of billings on uncetepl
contracts $ (990) $ 2,36¢
Costs and estimated earnings in excess of billimggncompleted
contracts $ 3,84( $ 6,79(
Billings in excess of costs/earnings on uncompletetracts (4,83(0) (4,427)
Net costs/earnings in excess of billings on uncestepl
contracts $ (990 $ 2,36¢
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Revenue on fixed-price contracts is recorded piilgnasing the percentage-of-completion (cosetst) method. Under this meth
revenue on longerm contracts is recognized in the ratio that i@m@ttcosts incurred bear to total estimated contrasts. Revenue and gr
margin on fixedprice contracts are subject to revision throughbetlives of the contracts and any required adjastsiare made in the per
in which the revisions become known. To manage anknrisks, management may use contingency amoaritetease the estimated cc
therefore, lowering the earned revenues until iblesrare better identified and quantified or hagerbmitigated. We currently have $4.4 mil
in contingency amounts as of December 29, 2012 eosapto $5.5 million as of December 31, 2011. Lessecontracts are recorded in ful
they are identified.

The Company recognizes service revenue as sodmeasetvices are performed. For clients that weidensigher risk, due to p:
payment history or history of not providing writterork authorizations, we have deferred revenuegeition until we receive either a writt
authorization or a payment. The current amountwénue deferred for these reasons is $0.4 milloof ecember 29, 2012 compared to
million as of December 31, 2011.

NOTE 9- LINE OF CREDIT AND DEBT

Short-term debt consisted of the following at Debenm9, 2012 and December 31, 2011:

2012 2011
(dollars in thousands)
Wells Fargo Credit Facilit $ — ¢ 16,35:
PNC Credit Facility 26,82¢
Notes that are subordinate to the credit facility are unsecure:
Control Dynamics International, L.P. — 25C
Total debt $ 26,82¢ $ 16,60:

The rate applicable to the PNC Credit Facility lofecredit outstanding at December 29, 2012 wasan® fluctuates with the prir
rate. The rate applicable to the Wells Fargo Creddility line of credit outstanding at December 3011 was 4%.

PNC Credit Facility

On May 29, 2012, the Company entered into the PM&IICFacility with PNC Bank, National Associatioams administrative age
(the "Agent") for the lenders (the "Lenders") pumstito which the Lenders agreed to extend credliécCompany in the form of loans (ea
“Loan" and collectively, the "Loans") on a revolgibasis of up to $35.0 million (the "CommitmenCapitalized terms used but not othen
defined herein shall have the meaning given to therthe loan agreement. Set forth below are aertdithe material terms of the Ic
agreement:

Revolving AdvancesEach Lender, severally and not jointly, will malevelving advances to the Company in aggregate afs
outstanding at any time equal to such Lender's Citment Percentage of the lesser of (a) $35.0 milless the maximum undrawn amoun
all outstanding letters of credit, or (b) an amoemqal to the sum of: (i) up to 85% of Eligible Ra@bles, plus (ii) up to the lesser of (x) u
85% of Eligible Extended Term Receivables or (y)d$3illion, plus (iii) up to the lesser of (x) up 85% of Eligible Government Receival
or (y) $800,000, plus (iv) up to the lesser of T%pb6 of Eligible Unbilled Receivables or (y) $8.5llion; provided, however, that no more fl
$800,000 of the amount resulting from the calcatatf this part (iv) may be attributable to Eliggdlnbilled Receivables owed by Governn
Customers, plus (v) up to the lesser of (x) up @65of Eligible Costs in Excess of Billings or (y#.$ million, minus (vi) the Maximu
Undrawn Amount of all outstanding letters of creditinus (vii) such reserves as Agent may deem prapd necessary in the exercise ¢
discretion. Certain of the percentages and dotaoumts discussed above may be increased or dedrbgps®gent at any time, so long as s
increase or decrease is reasonable and done infagjtind
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Interest: Any Loans will bear interest at (a) the sum of #iernate Base Rate (defined as a fluctuating egtgal to the highest of |
the commercial lending rate of Agent as publiclpwa@amced and in effect on such day, (y) the daitiefal funds open rate as quoted by I(
North America, Inc. in effect on such day plus ©f21%, and (z) the Daily Libor Rate plus 1% (witietDaily LIBOR Rate determined
taking the LIBOR rate published in the Wall Strdetirnal and dividing it by a number equal to 1 reitie reserve percentage on that d:
determined by the Board of Governors of the FedReslerve), plus the Applicable Margin (defined gléor Domestic Rate Loans or (b)
sum of the Eurodollar Rate (defined as a fluctyptate determined by Agent by dividing the quoté8@R rate by a number equal to 1 mi
the reserve percentage on that day as determindtet®oard of Governors of the Federal Reserve} file Applicable Margin with respec
Eurodollar Rate Loans.

Collateral: All obligations of the Company under the loan agreet are secured by a first priority perfected bgainst any and ¢
personal property assets of the Company (other ¢eatain excluded property, including certain actsureceivable related to the Casy
Pipeline Consortium pledged under the IBEx-Transaction Specific Credit Agreement dated faguly 13, 2011 between ENGlobal US
Wells Fargo Bank).

Term : All Loans and all other obligations outstanding @nthe loan agreement shall be payable in full cay N9, 2015, unles
otherwise terminated pursuant to the terms ofdhe bhgreement.

Covenants:The loan agreement requires the Company to comitlywarious financial, affirmative and negative eaants affectini
their businesses and operations, including:

* Maintain as of the last day of each applicablequkd Tangible Net Worth at least equal to the arheanforth for such period: (a) 1
each of the fiscal quarters ending June 30, 20&gtethber 29, 2012 and December 29, 2012, a miniframgible Net Worth of 90%
the Tangible Net Worth of the Company on a constéid basis on the Closing Date, and (b) for theafiguarter ending March
2013, and as of the last day of each fiscal quaineneafter, a minimum Tangible Net Worth equathat required on December 31
the immediately preceding fiscal year plus (i) 76¢%¢he Companys after tax net income for such year if such afi@rnet income |
greater than $0, or (ii) $0, if the Comp/’s after tax net income for such year is less thraagaal to $0

* Maintain a Fixed Charge Coverage Ratio of not thas 1.10 to 1.00, measured as of (a) June 30,, 20l the fiscal quarter then mq
recently ended, (b) September 29, 2012, for thefiseal quarter period then most recently endedD@cember 29, 2012, for the th
fiscal quarter period then most recently ended Méd)ch 31, 2013 and as of the last day of eactaffigonarter thereafter, for the fc
fiscal quarter period then most recently enc

* Maintain at all times Average Excess Availabilifyrmt less than $3.5 million measured monthly atheflast day of the mont

« Not permit the aggregate amount of all costs aneses incurred in connection with the Company®peance of its Caspian proje
obligations to exceed the aggregate amount of asipts attributable to the Caspian Contracts byerthan the following amounts:
for the month ending June 30, 2012, $6.5 millidy), for the month ending September 29, 2012, $1l0omi and (c) for the mont
ending December 29, 2012, ¢

* The Company will not be party to mergers, acquisgi consolidations, reorganizations or similangeetions

* The Company will not sell, lease, transfer or othiee dispose of any of their properties or assibjéct to certain exceptions set f
in the Loan Agreement

* The Company will not contract for, purchase or makg expenditure or commitment for capital expamés in the fiscal year endi
December 29, 2012 and in any fiscal year thereaftemn aggregate amount in excess of $3.5 mil

e The Company will not declare, pay or make any din or distribution on any shares of common orgsrefl stock or use any fun
property or assets to repurchase or otherwisesratiy common or preferred sto

Compliance with Covenants and Fulfilment of Condins: As of September 29, 2012 and thereafter, the Coynpas not il
compliance with the certain financial covenants.

On September 27, 2012, the Company entered intBitseAmendment to Revolving Credit and Securityrdement and Forbearal
Agreement (the "Forbearance Agreement"), with threnders regarding the PNC Credit Facility. Undee terms of the Forbearar
Agreement, the Lenders agreed to forbear, duriegrttrbearance Period (as defined below), from éiatctheir rights and remedies, un
the PNC Credit Facility, with respect to eventsdeffault, including those discussed above. The "&amince Period" commenced on
Effective Date and ended on October 31, 2012. @toleer 30, 2012, the Forbearance Period was exdetaléNovember 15, 2012. ¢
November 14, 2012, the Forbearance Period was @adieto November 30, 201
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Under the terms of the Forbearance Agreement, thrap@ny was required to retain, for the duratiorthef Forbearance Perioc
turnaround consultant to provide a turnaround at ptan, in form and substance satisfactory to Mggent, and services as are reasor
necessary to facilitate the Company's ability terafe in compliance with the terms of the loan egrent. Deloitte was engaged to perf
these services. In addition, under the terms @fFbrbearance Agreement, during the ForbearanéedPard subject to the other conditions
forth in the loan agreement and the Forbearancenrdiment, the Lenders may, in their sole and absalistetion, make revolving advance
the Company in such portions and at the timesaséh in the loan agreement, which advances will lieterest at the default rate of inte
(currently 7%).

On December 18, 2012, the Company entered int&é&oend Amendment to Revolving Credit and Securilye&ment, Waiver al
Forbearance Extension (the “Second Amendmentff)der the terms of the Second Amendment, the Lendgreed to continue to forbe
during the Second Forbearance Period (as defineavpdrom exercising their rights and remediesdemthe PNC Credit Facility in respec
the Subject Events of Default (as defined belowdyjged, however, that Agent may, but is not olikgiato, collect the accounts and proci
of other collateral under the Credit Agreement apgly such collections and proceeds to the obbgatiunder the Credit Agreement
impose the default rate of interest under the Cukdieement. The “Second Forbearance Peramifimenced on September 27, 2012 and
on the earlier to occur of (a) 5:00 p.m. (Dallasxds time) on April 30, 2013; or (b) the date thay forbearance default (which inclu
certain events of bankruptcy and any default onewé default under the Credit Agreement other ttte Subject Events of Default) occi
provided, however, the Forbearance Period will expin (i) January 10, 2013 if Agent is not providedopy of the final report prepared
Simmons of its analysis of the strategic restrutupptions available to the Board of Directorstod Company or (ii) January 31, 2013 if
Board of Directors of the Company fails to act imanner consistent with the strategic recommendatad Simmons & Co. set forth in 1
final report in a manner acceptable to Agent irPi#gsmitted Discretion (as defined in the Creditéegnent).

The “Subject Events of Default include the following existing events of defauldaamticipated additional events of default unde
Credit Agreement: (i) failure to comply with the figable Net Worth and Fixed Charge Coverage Ratarfcial covenants for the fis
quarters ended June 30, 2012, September 29, 2@lDerember 29, 2012 (ii) failure to maintain Averdgxcess Availability for the mor
ended August 31, 2012 and thereafter, (iii) failtoeeomply with the Borrowing Base Certificate deliy requirements for the months enc
May 31, 2012 and thereatfter, (iv) failure to complith the monthly financial statement delivery reggments for the month ending July
2012 and thereafter, (v) failure to comply with ®eedit Agreement as a result of cross default utlge EXIM Transaction Specific Crec
Agreement dated July 13, 2011, by and between EbHEIG.S., Inc. and Wells Fargo Bank,; (vi) faildioecomply with the Tangible Net Wol
and Fixed Charge Coverage Ratio financial coventortshe fiscal quarters ending September 29, 28@ December 29, 2012, and (
failure to maintain Average Excess Availabilityahighout the Forbearance Period.

Under the terms of the Second Amendment, the MaxirRevolving Amount will be reduced from $35 millibeginning on Februa
1, 2013 as follows: $31.5 million for the perioern February 1, 2013 through and including April 2013, and $26.5 million for the per
from April 30, 2013 through and including the ldsty of the term, which is presently May 29, 2015.

Under the terms of the Second Amendment, duringstnd Forbearance Period, the Borrowers aresgoired to comply with tt
financial covenants relating to Tangible Net WoRixed Charge Coverage Ratio and Average Excesdahility (as each of those terms
defined in the Credit Agreement). However, the @any will be required to comply, during the Secémdbearance Period, with the follow
new financial covenant: a minimum EBITDAR (as defirbelow) as set forth in the table below for sonnth:

Required

Period Amount
For month ending: December 31, 2( $ (1,880,001
For month ending: January 31, 2C $ (1,971,001
For month ending: February 28, 2C  $ (2,088,001
For month ending: March 31, 20 $ (2,127,00i)
For month ending: April 30, 201 $ (2,207,00i)
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“EBITDAR” means for any period the sum of (i) EBITDA plu$ (@structuring fees, costs and expenses of Bonoimeurred durin
the Forbearance Period in connection with the wesiring of Borrowers and their operations to tRieet included in determining net inco
of Borrowers. The Company was in compliance wiik tovenant as of December 31, 2012 and contimuestdeed the requirement in Jani
and February 2013.

Under the terms of the Second Amendment, duringstmond Forbearance Period, (a) the Borrowers &greed to continue to reti
Deloitte to perform the scope of duties agreedyté\bent and the Lenders, dated October 30, 2012@nBNGIlobal US has agreed to pro\
Agent with weekly updates of the Simmorsdrategic alternative process in form and detdisfectory to Agent in its sole discretion.
consideration of the Second Amendment, Borrowerseajto pay the Lenders an amendment fee of $262,50

On March 8, 2013, the agent under the PNC Creditliyanotified the Company that the Second Forbeae Period had expired
January 31, 2013 by reason of the failure of therBoof Directors of the Company to act in mannens@stent with the strateg
recommendations set forth in the final report pregaby Simmons and, as a result, effective March2D83, (i) the Maximum Revolvi
Amount was reduced from $31.5 million to $27.5 il and (ii) Eligible Costs in Excess of Billingsilbe reduced to $1 million throu
March 31, 2013, $500,000 from April 1, 2013 throuigtril 15, 2013 and $0 thereafter to the maturiaged While we have notified the ag
that we do not believe that the forbearance pehniasl expired under the terms of the applicable ageeés, and continue to discuss with
lenders the terms under which existing defaults t@ycured or waived, there can be no assurancesmiatan obtain an extension of
forbearance periods under the PNC Credit Facilitg &xdm Bank Facility or to otherwise obtain the cure waiver of the defaul
thereunder. As of March 15, 2013, the balancetauting on the PNC Credit Facility was $20.9 miilio

Wells Fargo Credit Facility

In December 2009, the Company entered into a caggidement with Wells Fargo Bank, National Assdama(“Wells Fargo”)which
provided a 28-month, $25 million senior securedheng credit facility (“Wells Fargo Credit Fac#it). On September 30, 2010, the Comg
entered into an amendment to the Wells Fargo Ckeillity with Wells Fargo which converted our bmsings from a revolving credit facili
to an asset based lending agreement. On Augu€il1l, 2he Company entered into an Amended and ResGtedit Agreement with We
Fargo that allowed a maximum available principaloant of $35 million under the Wells Fargo Creditclity. The Wells Fargo Crec
Facility, terminated concurrent with the closingtleé PNC Bank Facility on May 29, 2012.

Ex-Im Bank Facility

In July 2011, with the support of Wells Fargo's &lbBanking Group, ENGlobal and the Expbriport Bank of the United Stat
(“Ex-Im Bank”) entered into a separate $9.5 millimtter of credit facility (the “Ex-Im Bank Faciit) to support the Company's Casj
Pipeline Consortium (CPC) project. Under the teoghshis agreement, the Company may issue lettesanlit to CPC for its performan
under the CPC project. The Company is requirazbtiateralize letters of credit outstanding under Exdim Bank Facility with cash or eligib
Russian receivables resulting from the CPC projést.of the date of this filing, there was one $#nillion letter of credit outstanding unc
this facility. This letter of credit was collatéized by $6.1 and 2.3 million in cash at Decemb@&r2012 and December 31, 2011, respecti
In the near term, the Company intends to keep tabBrEBank Facility with Wells Fargo until the CPC ot has receivables from the Rus:
portion of the project that are at a sufficientdefor borrowing base collateral coverage and féuidity is transferred to our new senior lender.

Covenants: The Exim Bank Facility requires the Company to complyhmtarious, financial, affirmative and negative coamet:
affecting its businesses and operations, including:

» The Company will not be a party to mergers, actjoiss, consolidations, reorganizations or simitansactions.

» The Company will not contract for, purchase or makg expenditure or commitment for capital expamnéi in any fiscal year, in
aggregate amount in excess of $3.5 mill
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« The Company will not incur any indebtedness exéepi{a) ENGIlobal's liabilities under the PNC CreHucility, and (b) any oth
liabilities of ENGlobal not to exceed $1 million indebtedness in any 12 month period for the umsekcfinancing of insuran
premiums.

» The Company will not declare, pay or make any diwuidi or distribution on any shares of common oresrefl stock or use any fun
property or assets to repurchase or otherwisesratiy common or preferred sto

« The Company will maintain as of the last day ofteapplicable period a Tangible Net Worth ratio giegater than 2.25 to 1.0.

« The Company will maintain a Fixed Charge Coverag#idRof not less than 1.75 to 1.00, measured asaoh fiscal quarter e
commencing September 30, 2011, determined oniagal-quarter basis

Compliance with CovenantsAs of September 29, 2012 and thereafter, the Coypas not in compliance with certain finan
covenants. On January 11, 2013, we entered intdithéed Forbearance Agreement with respect toBEkdm Bank Facility, whereby tt
lenders agreed to continue to forbear until Ap@ij 2013, subject to certain conditions, from exs@ng their rights and remedies, under the E:
Im Bank Facility in respect of certain events ofaddt, including those discussed above.

NOTE 10- OPERATING LEASES

The Company leases equipment and office space Umagterm operating lease agreements. The future minitease payments
leases (with initial or remaining non-cancelableg in excess of one year) as of December 29, 264 as follows (dollars in thousands):

Years Ending Amount
December 28, 201 $ 4,41¢
December 27, 201 4,041
December 26, 201 3,78¢
December 31, 201 3,171
December 30, 2017 and after 3,20¢

Total minimum lease payments $ 18,62!

Rent expense for the years ended December 29, &td Pecember 31, 2011 was $4.3 million and $4.8anjlrespectively. Certa
of our lease agreements may include items suctbated lease payments, capital improvement funditep rent provisions and escala
clauses that affect the lease payment schedulelamibt qualify as contingent rentals. These iteagehbeen included in the minimum le
payment amount on a straiditie basis over the minimum lease term. Any leamgnents that are dependent on a factor relateldetduture
use of the property have been excluded from thénmoim lease payment amount and are recognized agéac

NOTE 11- EMPLOYEE BENEFIT PLANS

ENGlobal sponsors a 401(k) profit sharing planiferemployees. The Company, at the direction ofBbard of Directors, may ma
discretionary contributions. Our employees may teleamake contributions pursuant to a salary rédocagreement upon meeting age
length-ofservice requirements. Effective October 21, 20thé&,Gompany made matching contribution equal to 25%mployee contributiol
up to 6% of employee compensation for all employ@é& Company elected to suspend its match tonafil@yees effective December
2012. The Company made contributions of $987,20¥ 186,519, respectively, for the years ended Dbee 29, 2012 and December
2011.

NOTE 12- STOCK COMPENSATION PLANS

Stock Options The Company's 1998 Incentive Plan (the “OptioanP) that provided for the issuance of options to aeuip t
3,250,000 shares of common stock expired in Jud8.ZDhe Option Plan provided for grants of rstatutory options, incentive stock optic
restricted stock awards and stock appreciationtsighll stock option grants were for a tgaar term. Stock options issued to executives
management generally vested over a four-year peopd-fifth at grant date and ofith at December 31 of each year until they arlly
vested. Stock options issued to directors unde®iion Plan vested quarterly over a gmar period. In 2007, no stock options were gratd
employees. At the 2007 Annual Meeting of Directgmnts of stock options were approved for 50,0G0es to each noemployee director.
2008, options were granted to employees to acdu4i€e000 shares. All stock options granted hadikesprice equal to the market value of
Company's stock on the date of the grant by theg@gmsation Committee of the Board of Directors.
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In June 2009, the Company's stockholders approvadva 2009 Equity Incentive Plan (the “Equity Plamfgat provides for tt
issuance of up to 480,000 shares of common stokk. Hquity Plan provides for grants of nstatutory options, incentive stock optic
restricted stock awards, performance shares, pe#ioce units, restricted stock units and other sbaded awards. Grants to employees
generally vest over a four-year period, one-foattbecember 31 of each year until they are fullsted. Grants to noemployee directors w
vest quarterly over a one-year period coincidinthwheir service term.

On April 26, 2012, the Board approved, and theedhaiders subsequently ratified, an amendment t®kue to increase the numbe
shares available for issuance under the Plan byd80Grom 480,000 to 980,000, in order to enhaheeability of ENGlobal to motivate curre
employees, to attract employees of outstandingtyhbihd to provide for grants to be made to nonHeyge directors.

The Company recognizes stock compensation expefeteng to share-based payments in net income tkafpirvalue measureme
method. Under the fair value method, the estim@é@dvalue of awards is charged to expense overrélggisite service period, which
generally the vesting period. The Company didgraht any stock options in 2012 or 2011.

We estimate the volatility of our stock price byings historical volatility looking back 156 weeks.éAhave considered using
combination of historical and implied volatility deed from traded options on our stock but do neltdve that it would materially impact 1
Company's estimates of future volatility over tixpected life of the options. The expected term mtfans granted has been derived from
simplified method, due to changes in vesting teand contractual lives of current options compa@aur historical grants. We base
estimate of the risk-free interest rate on the éthibtates Treasury zecoupon yield curve in effect at the time of graMe have never ps
cash dividends and do not currently intend to pshalividends; accordingly, we have assumed a Ofdedid yield.

The following table summarizes activity for the ijpedrDecember 31, 2010 through December 29, 2012:

Vested & Number of Weighted

Exercisable Shares Average
Balance Outstanding Exercise Price
Balance at December 31, 20 891,00( 915,00( 7.14
Exercisec (20,000 1.15
Canceled or expired (125,000 9.6¢
Balance at December 31, 20 750,00C 770,00C 6.81
Canceled or expired (142,000 5.1z
Balance at December 29, 2012 628,00( 628,00( 7.2€

The following table summarizes information concegnoutstanding and exercisable Company stock optibiDecember 29, 2012:

Exercise Average Remaining Op tions Fully-Vested
Prices * (series) Options Outstanding Contractual Life And Exercisable

$ 1.81 40,00( 285 40,00(
$ 1.87 20,00( 13 20,00(
$ 2.32 40,00( 14 40,00(
$ 3.7t 150,00( 3.t 150,00(
$ 9.1t 150,00 4.4 150,00(
$ 11.97 18,00( 4.3 18,00(
$ 10.9¢ 150,00C B2 150,00C
$ 9.44 60,00( 6.2 60,00(
628,00( 628,00(

* The exercise price indicates the market valugrant date and is the strike price at exercise.dawh series, the
exercise price is the weighted average exercise jofi the series.
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Restricted Stock AwardsRestricted stock awards granted to directorsrdemded to compensate and retain the directorstbeeone-
year service period commencing July 1 of the ydaseovice. These awards will vest in quarterly afistents beginning September 30 of
year of service, so long as the grantee contimussive as a director of the Company. Restricteckstiwards granted to employees will ve:
four equal annual installments beginning Decemlein3he year granted, so long as the grantee resamnployed fulime with the Compar
as of each vesting date. The following is a sumnwdrthe Company's restricted stock awards for teary ended December 31, 2011
December 29, 2012:

Number of Weighted-
restricted average fair
shares value
Unvested restricted shares at December 31, 122,50° $ 2.6C
Granted in 201: 144,98¢ $ 3.14
Vested in 201 (102,92) $ 3.3¢
Forfeited in 2011 (18,750 $ 3.0¢
Unvested restricted shares at December 31, 145,81¢ $ 2.9C
Granted in 201: 301,000 $ 1.0C
Vested in 201 (214,249 $ 1.87
Forfeited in 2012 (65,379 $ 2.84
Unvested restricted shares at December 29, 2012 167,20t $ 0.8¢

The total fair value of the restricted stock thaested in the years ended December 31, 2012 andribece9, 2011 was $184,000 .
$299,000, respectively. The weighted-average remgiife of restricted stock awards outstandingpatember 29, 2012 was 1.86 years.

During 2011 and 2012, the Company granted restristeck awards per the following table.

Number of Number of
Date Issued Issued to Individuals Shares Market Price Fair Value
June 16, 201 Employee 1 22,86t % 328 % 75,00(
June 16, 201 Director 3 73,17( $ 3.28 $ 240,00(
November 7, 201 Employee 9 48,95 % 286 % 140,00(
June 14, 201 Director 3 100,67: $ 1.49 $ 150,00(
June 14, 201 Employee 1 50,33¢ $ 149 % 75,00(C
December 18, 201 Employee 1 150,000 % 050 % 75,00(

Compensation ExpenseThe Company recognized noash compensation expense related to its stock emsagion plans of $C
million and $0.5 million for the fiscal years end&kcember 29, 2012 and December 31, 2011, respbctids of December 29, 20:
unrecognized compensation expense was approxingid,000. The weighted average period over whatdl tompensation related to st
options and restricted stock awards are expectbd tecognized is approximately 13 months.

NOTE 13- REDEEMABLE PREFERRED STOCK

The Company is authorized to issue 2,000,000 shreeeferred Stock, par value $0.001 per shaee“@neferred Stock”)The Boar:
of Directors has the authority to approve the iaseaof all or any of these shares of the PrefeBtedk in one or more series, to determine
number of shares constituting any series and teruhttie any voting powers, conversion rights, dimdieaights and other designatic
preferences, limitations, restrictions and righgisiting to such shares without any further actigrihe stockholders. While there are no cul
plans to issue the Preferred Stock, it was authdria order to provide the Company with flexibility take advantage of contingencies suc
favorable acquisition opportunities.
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NOTE 14- FEDERAL AND STATE INCOME TAXES

The components of income tax expense (benefit) tontinuing operations for the years ended Decer2®e2012 and December
2011 were as follows:

2012 2011
(dollars in thousands)
Current
Federa $ — $ 824
State 19z 572
193 1,397
Deferred
Federa 6,80¢ (2,165
State — (63)
6,80¢ (2,228
Total tax provision $ 7,001 $ (8371)

The components of the deferred tax asset (liabitibnsisted of the following at December 29, 204@ Becember 31, 2011:

2012 2011
(dollars in thousands)

Deferred tax assi

Allowance for doubtful accoun 92¢ $ 68¢
Net operating loss car-forward 7,197 1,20¢
Accruals not yet deductible for tax purpo: 2,64 2,962
Goodwill 5,582 —
Stock options 1,05¢ 1,054
Deferred tax asse 17,40¢ 5,90¢
Less: Valuation allowance (17,356 (467)
Deferred tax assets 49 5,44
Deferred tax liabilities
Depreciatior (49 (150
Goodwill — (102)
Deferred tax liability (49 (252)
Deferred tax asset, net $ — $ 5,19¢

The Company had a federal net operating loss darvyard at December 29, 2012 of approximately $1idilion which is availabl
for carry forward through 2032. The Company alas h foreign net operating loss cafoyward at December 29, 2012 of approximately
million. This loss is available for utilization tugh 2017; however, application of the net opeggliiss is restricted to the income of ENGIc
Canada, ULC.

ASC Topic 825;Income Taxes'requires all available evidence, both positive aedative, be considered to determine whether, |
on the weight of that evidence, a valuation allogeis needed. Based upon the Company's recentriparioe, management determined
realization of deferred tax assets is uncertaifm@sompany is unable to consider tax plannindedias or projections of future taxable incc
in its evaluation of the realizability of its defed tax assets as of December 29, 2012. Under thresenstances, deferred tax assets may
be realized through future reversals of taxablepmnary differences and carryback of net operatossés to available carryback periods.
have performed such an analysis and a valuatiomwalice of approximately $17.4 million has been fted against deferred tax assets ¢
December 29, 2012.
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Thefollowing is a reconciliation of expected to actimtome tax expense from continuing operationstlieryears ended Decem
29, 2012 and December 31, 2011:

2012 2011
(dollars in thousands)
Federal income tax benefit at 35% for 2012 and ? $ (8,072 $ (1,717
State and foreign taxes, net of federal incomesféect 127 31¢
Nondeductible expens: 97 95
Stock compensation exper 77 38
Prior year provision to retut (2,129 417
Change in valuation allowan 16,89¢ —
Other, net — 18
Total tax provision $ 7,001 $ (837)

As a result of the valuation allowance recordedresjaur deferred tax assets as of September 22, 20e effective income tax
for the year ended December 29, 2012 was not mgihin

At December 29, 2012 and December 31, 2011, thep@oyndid not identify any material uncertain tasitions for the Company
its subsidiaries. We recognize interest related to uncertain taxtjprs in interest expense and penalties relatathtertain tax positions
governmental penalties. For the years ended Deae28he2012 and December 31 2011, the Company dideumgnize any interest &
penalties related to uncertain tax positions.

The Company is currently not the subject of anym@ration by the Internal Revenue Service, and {henoyears subject to audit
currently tax years 2002012. In most states where the Company conducisdsss the Company is subject to examination ferpgrecedin
three to six years.

NOTE 15- SEGMENT INFORMATION

The Engineering and Construction segment providggices relating to the development, management exadution of projec
requiring professional engineering and relatedgmtogervices primarily to the midstream and doveastr sectors throughout the United St
Services provided by the Engineering and Constincsiegment include feasibility studies, engineerdesign, procurement and construc
management. The Engineering segment includes thergment services group, which provides engineedegign, installation and operat
and maintenance of various government, public sestd international facilities. The Automation semgrhprovides services related to
design, fabrication and implementation of procesdriduted control and analyzer systems, advanedédna@ation, information technolog
electrical and heat tracing projects primarily he tipstream and downstream sectors throughoutnitedJStates as well as specific projec
the Middle East and Central Asia.

Sales, operating income, identifiable assets, abpkpenditures and depreciation for each segnrendet forth in the following tabl
The amount identified as Corporate includes thatigiies that are not allocated to the operatiagreents and include costs related to bus
development, executive functions, finance, accogntsafety, human resources and information teclyyalhat are not specifically identifial
with the segments. The Corporate function supptisusiness segments and therefore cannot befispéigiassigned to any specific segm
A significant portion of corporate costs are alkechto each segment based on each segment's remadusubsequently eliminated
consolidation. The Field Solutions segment hasleeluded from this disclosure because it wasassified to discontinued operation:
2012.
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Financial information about geographic areas

Revenue from the Company's noiS. operations is currently not material. Howewse, expect them to become material as
Caspian project’s schedule progresses. Segmenmtriafimn for the years ended December 31, 2011 aweémber 29, 2012 is as follows:

Engineering
and

Construction Automation Corporate Total
2011: (dollars in thousands)
Net sales $ 175,38 $ 62,21¢ $ — 3 237,60:
Operating profit (loss 7,83¢ 2,03i (14,01¢) (4,149
Depreciation and amortizatic 1,561 1,411 314 3,28¢
Tangible assel 36,52¢ 23,20¢ 18,85¢ 78,59:
Goodwill 15,28t 2,08¢ — 17,37:
Other intangible asse 292 2,54: — 2,83t
Total asset 52,10¢ 27,831 18,85¢ 98,80:
Capital expenditure 387 33 221 641

Engineering

and

Construction Automation Corporate Total
2012:
Net sales $ 168,93( $ 58,98t $ — $ 227,911
Operating profit (loss (10, 902) 1,98¢ (12,15Y (21,087
Depreciation and amortizatic 634 1,28t — 1,91¢
Tangible assel 34,34¢ 21,69 17,93¢ 73,97
Goodwill 72C 2,08¢ — 2,80¢
Other intangible asse 18¢€ 1,66¢ — 1,852
Total asset 35,25 25,44¢ 17,93¢ 78,63(
Capital expenditure 42~ 80 20¢ 71z

NOTE 16- COMMITMENTS AND CONTINGENCIES

Employment Agreements

The Company has employment agreements with cesfata executive officers and certain other offsethe terms of which expire
or before May 2013, with the severance terms randiom six to twelve months. Such agreements pev¥ar minimum salary levels.
employment is terminated for any reason other f)aermination for cause, 2) voluntary resignatior8) the employee's death, the Compa
obligated to provide a severance benefit equaixtonenths of the employee's salary, and, at itgooptan additional six months at 50% of
employee's salary in exchange for an extensionmafracompetition agreement. Some of these agresmaeatrenewable for an additional one
year term at the Company's option. No liabilityésorded for the Company's obligations under emmbayt agreements as the amounts tha
ultimately be paid cannot be reasonably estimateahy.

Litigation
From time to time, ENGlobal or one or more of ibsidiaries is involved in various legal proceeding is subject to claims that al

in the ordinary course of business alleging, anathgr things, claims of breach of contract or rgggyiice in connection with the performanc
delivery of goods and/or services. The outcomengfsach claims or proceedings cannot be prediciddcertainty.
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In June 2008, ENGIlobal filed an action in the Udigtates District Court for the Eastern DistricLolisiana; Case Number (801
against South Louisiana Ethanol LLC (“SLE”) entitlENGIlobal Engineering, Inc. and ENGlobal ConstruntiResources, Inc. vs. Sa
Louisiana Ethanol, LLC. The lawsuit seeks to enforce collection of $1hiBion owed to ENGlobal and its affiliates for seres performed ¢
an ethanol plant in Louisiana. In August 2009, Sil&t] for Chapter 11 protection in the United SsaBankruptcy Court for the Eastern Disl
of Louisiana, Case Number A2676. Pursuant to the bankruptcy, the plant assets sold for $6,802,000. On December 6, 2011 cthe
issued an order allocating proceeds from the saté authorizing their distribution. Of the total eomt, $1,054,418 was allocated
ENGlobal. Of that amount, $845,529 is still betlmgd by the court pending the outcome of continditigation regarding the claims of ¢
subcontractor. As of the date of this Report,atm@unt is still being held by the court.

In June 2010, SemCrude, LP, SemCrude Pipeline, ahdCWhite Cliffs Pipeline, LLC (collectively “Sem@e”)filed an action in th
United States District Court for Tulsa County, Gldana against ENGlobal Construction Resources,drca. ENGlobal Inspection Servic
ENGIlobal Engineering, Inc., and WesterrR&y Service, Inc.. SemCrude alleges that ENGlbisglection failed to properly inspect and ve
that the nondestructive testing of girth welds ontipns of the pipeline system was completed iroed&ance with state and federal regulat
and contract specifications. SemCrude furthegalighat ENGlobal Engineering failed to properlynage the work of ENGlobal Inspectior
ensure that the work was properly performed, cgu§emCrude to incur in excess of $2,500,000 in d@snaENGIlobal maintains seve
defenses associated with its scope of work andattethat it was not contractually responsible ttoe work of third parties working on 1
project, such as Western Ray and SemCrude. The case is still in discovéve are still gathering facts on our exposure, disig coverag
with our carriers and have accrued a $600,000lifplzssociated with the settlement of this claiBecause this liability was incurred in
Field Solutions segment, it is included in Liali@g held for sale on the Condensed ConsolidatednBal Sheets and Income (Loss) f
Discontinued Operations on the Condensed Consetidatatement of Operations.

Insurance

The Company carries a broad range of insurancerageggincluding general and business automobilgliiy, commercial propert
professional errors and omissions, workers' congt@ns insurance, directors' and officers' liabilinsurance and a general umbrella po
The Company is not aware of any claims in excesssirance recoveries. ENGlobal is partially $alided for health insurance clai
Provisions for expected future payments are acchasegd on the Company's experience. Specific s&p levels provide protection for
Company with $200,000 per occurrence. The isslfirance liability, which is included in the Acexdi Compensation and Benefits line of
balance sheet, was $1.1 million as of Decembe2@92 and December 31, 2011, respectively.

NOTE 17- STATEMENT OF CASH FLOWS SUPPLEMENTAL INFORMATION

The following table presents a listing of the Comga significant norgash transactions and amounts of cash paid foresttan
income taxes, net of refunds received for the yeaded December 29 2012 and December 31, 2011:

2012 2011
(dollars in thousands)
Cash paid:
Interest $ 1,832 $ 78t
State and federal income ta> — (6,005
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.

ITEM 9A. CONTROLS AND PROCEDURES

a) Disclosure Controls and Procedures

Disclosure controls and procedures are controlscdinelr procedures of a registrant designed to erthat information required to
disclosed by the registrant in the reports thdtles or submits under the Exchange Act is propedgorded, processed, summarized
reported, within the time periods specified in ®ecurities and Exchange Commission's (“SEilgs and forms. Disclosure controls
procedures include processes to accumulate andaggaklevant information and communicate suchriné&ion to a registrant's managem
including its Chief Executive Officer and Chief Rincial Officer, as appropriate, to allow for timelgcisions regarding required disclosures.

We evaluated the effectiveness of the design amdatipn of our disclosure controls and proceduse®faDecember 29, 2012,
required by Rule 1345 of the Exchange Act. Based on the evaluationrieei above, our Chief Executive Officer and Cliigfancial Office
have concluded that, as of December 29, 2012, isalodure controls and procedures were effectigefar as they are designed to ensure
information required to be disclosed by us in thgarts that we file or submit under the Exchangeig.cecorded, processed, summarizec
reported, within the time periods specified in iemmission's rules and forms. Our disclosure odstand procedures include, with
limitation, controls and procedures designed taisnghat information required to be disclosed bynuthe reports that we file or submit un
the Exchange Act is accumulated and communicateditananagement, including our principal executinel principal financial officers,
persons performing similar functions, as appropriatallow timely decisions regarding required ltisare.

(b) Management’s Annual Report on Internal Control Over Financial Reporting

Our management is responsible for establishing rmathtaining adequate internal control over finahcéporting as that term
defined in Exchange Act Rule 13&(f). Our internal control over financial repodins a process designed to provide reasonable cass
regarding the reliability of financial reportingdthe preparation of our financial statements fdemnal reporting purposes in accordance
generally accepted accounting principles (“GAARDur internal control over financial reporting indks those policies and procedures th:
pertain to the maintenance of records that, inaeasle detail, accurately and fairly reflect ownsactions and dispositions of our asset:
provide reasonable assurance that transactionseeneded as necessary to permit preparation ofinancial statements in accordance \
GAAP, and that our receipts and expenditures airgglraade only in accordance with authorizationswf management and directors; and
provide reasonable assurance regarding preventigimely detection of unauthorized acquisition, wsedisposition of our assets that cc
have a material effect on our financial statements.

Internal control over financial reporting cannobyide absolute assurance of achieving financiabntépy objectives because of
inherent limitations. Internal control over finaakreporting is a process that involves human dilige and compliance and is subject to le
in judgment and breakdowns resulting from humaturf@s. Internal control over financial reporting@lican be circumvented by collusior
improper management override. Because of suchdiioits, there is a risk that material misstatemardg not be prevented or detected
timely basis by internal control over financial oeting. However, these inherent limitations are Wwnofeatures of the financial report
process. Therefore, it is possible to design safetyuinto the process to reduce, although not editej this risk. In addition, projections of
evaluation of effectiveness to future periods argject to the risk that controls may become inadégjlbecause of changes in conditior
because the degree of compliance with the polmigsocedures may deteriorate.
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In order to evaluate the effectiveness of our maecontrol over financial reporting as of Decemb@r 2012, as required by Sec!
404 of the Sarbanedxley Act of 2002, our management conducted ansagsent, including testing, based on the criterid@th in Interna
Control-Integrated Framework issued by the CommitESponsoring Organizations of the Treadway Cassion (the “COSO Framework”
A material weakness is a control deficiency, opmbination of control deficiencies, that resultsriore than a remote likelihood that a mat
misstatement of our annual or interim financiatestaents will not be prevented or detected. In a&sgshe effectiveness of our internal cor
over financial reporting, management did not idgrai material weakness in internal control ovegfinial reporting as of December 29, 2(
We have concluded that our internal control ovearficial reporting at December 29, 2012, was effecti

( ¢) No Attestation Report of the Registered Publié&ccounting Firm

This Report does not include an attestation repbrthe Companys independent registered public accounting firmardipg th
Company’s internal control over financial reportinganagement’s report was not subject to attestatip the Compang independe
registered public accounting firm pursuant to aenegtion for smaller reporting companies under $ec889G of the Doddrrank Act. Wi
qualify for the Dodd-Frank Act exemption from thelependent auditor attestation requirement undetid®e404(b) of the Sarban€xxley Acl
for small issuers that are neither a large accedrider nor an accelerated filer.

d) Changes in Internal Control Over Financial Repoting

No changes in our internal controls over financgorting occurred during the quarter ended Dece@®e2012, that materia
affected, or is reasonably likely to materiallyeaff, our internal control over financial reporting.

ITEM 9B. OTHER INFORMATION

On October 3, 2012, the Company received notificafiom the NASDAQ Stock Market (“NASDAQ'that the Company was not
compliance with NASDAQ's continued listing rule $4&)(1) because the closing bid price for a shérhe Companys common stock w.
below $1.00 for 30 consecutive trading days. OmilAh 2013, after a 180 calendar day grace petdorkgain compliance with the minimi
bid price requirement expired, the Company receiuetlfication from NASDAQ that the Company had nmegained compliance wi
NASDAQ's continued listing rule 5450(a)(1).

On April 12, 2013, NASDAQ approved the Compangpplication to transfer its stock listing frone tNASDAQ Global Market to tt
NASDAQ Capital Market, effective with the openinfiteading on April 16, 2013. In connection withet@ompan’s transfer to the NASDA
Capital Market, the Company has been afforded 18@&,dor until September 30, 2013, to regain compawith NASDAQS minimum bi
price requirement for continued listing. In orderegain compliance by September 30, 2013, th&ngdbid price for a share of the Company’
common stock must be at least $1.00 for ten conisectrading days. If the Company is unable toairgcompliance prior to September
2013 or does not comply with the terms of the 189 extension, the Comparsytommon stock will be delisted from the NASDAQ Gal
Market, subject to the Company'’s right to appealdblisting to a Hearings Panel.

The Company will consider all available optionsrésolve the noncompliance with the minimum bid @riequirement, includir

curing the deficiency by effecting a reverse steght, if necessary. There can be no assurandetlieaCompany will be able to reg
compliance with the minimum bid price requirementl otherwise be in compliance with other NASDAIGting criteria.
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PART llI
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORAT E GOVERNANCE

The information required by Items 401, 405, 406 40d(c)(3), (d)(4) and (d)(5) of RegulationKSwill appear under the captic
“Election of Directors,” “Section 16(a) Beneficiddwnership Reporting Compliance” and “Corporate Gnaace” in our 2013 Prox
Statement. For the limited purpose of providingitifermation necessary to comply with this Item @@ 2013 Proxy Statement is incorpotr:
herein by this reference.

ITEM 11. EXECUTIVE COMPENSATION

The information required by Item 402 and paragra@hét) and (e)(5) of Item 407 of RegulatiorKSwill appear under the captic
“Director Compensation” and “Executive Compensatidables” including “Compensation Discussion and lsia,” “Compensatic
Committee Interlocks and Insider Participation” d@dmpensation Committee Repoiti our 2013 Proxy Statement. For the limited pue
of providing the information necessary to complyhithis Item 11, the 2013 Proxy Statement is inooafed herein by this reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

The information required by Items 201(d) and 403Rafgulation S-K will appear under the headin@erieficial Ownership «
Common Stock” and “Securities Authorized for Isstmmunder Equity Compensation Plans”our 2013 Proxy Statement. For the lim
purpose of providing the information necessaryamply with this Item 12, the 2013 Proxy Statemerihcorporated herein by this reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS AND DIRECTOR INDEPENDENCE

The information required by Items 404 and 407(alRegulation S-K will appear under the captio@®ftain Relationships and Rels
Transactions” and “Director Independenée”’our 2013 Proxy Statement. For the limited pugoo$ providing the information necessan
comply with this Item 13, the 2013 Proxy Statenisribcorporated herein by this reference.
ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

This information required by Item 9(e) of SchedW#A will appear under the caption “Principal Auditeees and Servicesfi out

2013 Proxy Statement. For the limited purpose of/jgling the information necessary to comply witisthem 14, the 2013 Proxy Statemel
incorporated herein by this reference.
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PART IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES
(8)(1) Financial Statements
The consolidated financial statements filed as pftttis Form 10-K are listed and indexed in Phritém 8.
(8)(2) Schedules
All schedules have been omitted since the inforomatequired by the schedule is not applicablesarat present
amounts sufficient to require submission of theesitthe, or because the information required is ohetliin th

consolidated financial statements and notes thereto

(@)(3) Exhibits
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EXHIBIT INDEX
Incorporated by Reference to:
Exhibit Form or Filing Date  SEC File
No. Description Schedule Exhibit No. with SEC Number
3.1 Restated Articles of Incorporation of RegistraniedaAugust 8, 200 1¢-Q 3.16 11/14/200. 001-1421
3.2 Amendment to the Restated Articles of Incorporatibthe
Registrant, filed with the Nevada Secretary of Stat June 2, 20C 8-A12B 3.1 12/17/200° 001-14217
3.2 Amended and Restated Bylaws of Registrant datecehber 6, 200 10-K 3.3 3/28/200¢ 001-14217
3.4 Amendments to Amended and Restated Bylaws of Ragistiated
April 29, 2008 1C-Q 3.2 5/7/200¢ 001-1421"
4.1 Registrant's specimen common stock certifit S-3 4.1 10/31/200! 33z-2933¢
4.2 Registration Rights Agreement by and among Registrtad Certain
Investors named therein daiSeptember 29, 20( S-3 4.2 10/31/200! 33:-2933¢
4.2 Securities Purchase Agreement by and between Teo@tpital
Partners, L.P. and Registrant dated September02%, S-3 4.5 10/31/200! 33z-2933¢
4.4 Form of Subscription Agreement by and among RegistMichael L
Burrow, Alliance 2000, Ltd. and certain subscrit S-3 4.6 10/31/200! 33%-2933¢
+10.1 Option Pool Agreement by and between IndustriabC®tstems
Corporation and Alliance 2000, Ltd. dated Decenfiger2001 10-KSB 10.48 4/1/200: 001-1421%
+10.2 Amended and Restated Alliance Stock Option PookAgrent
effective December 20, 20(-- 16K 10.2 3/28/200¢ 001-14217
+10.2  Second Amended and Restated Alliance Stock Optgmreément
dated December 20, 20 8-K 10.2 5/23/200° 001-14217
+10.£ ENGIlobal Corporation Incentive Bonus Plan Dateeetffre July 1,
2009 8-K 10.1 8/17/200¢ 001-14217
+10.E  First Amended and Restated ENGlobal Corporatioentigce Bonus
Plan effective January 1, 20 1¢-Q 10.1 5/5/201( 001-1421
10.€ Purchase Agreement by and between ENGlobal andrfegebContrc
Engineering, LLC dated September 25, 2 1C¢-Q 10.1 11/7/200¢ 001-14217
10.7 Promissory Note Payable between Registrant anckfHdvicliwain
dated September 30, 20 1C-Q 10.2 11/7/200¢ 001-14217
10.¢ Promissory Note Payable between Registrant andsJarvéalters
dated September 30, 20 1¢-Q 10.3 11/7/200¢ 001-1421
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Exhibit Form or Filing Date  SEC File
No. Description Schedule  Exhibit No.  with SEC Number
10.€ Promissory Note Payable between Registrant andawilM Bosarge
dated September 30, 20 10-Q 104 11/7/200¢ 001-1421"

10.1C Promissory Note Payable between Registrant anchlatR Burton
dated September 30, 20 10-Q 10.5 11/7/200¢ 001-1421:

10.11 Asset Purchase Agreement between ENGlobal Autom&ioup,
Inc. and Control Dynamics International, L.P. dafexil 6, 2010 10-Q 10.1 8/5/201( 001-1421:

10.12 Promissory Note between ENGlobal Automation Grdop, and
Control Dynamics International, L. 10-Q 10.2 8/5/201( 001-1421:

10.1: Second Amended and Restated Lease Agreement beRed@con
Engineering, Inc. and Corporate Property Associdédésd February
28, 2002 (Exec | 10-Q 10.63 8/12/200: 001-1421%

10.1¢ Guaranty and Suretyship Agreement between InduStata Systems
Corporation and Corporate Property Associates dapeil 26, 2002

(Exec ) 10-Q 10.64 8/12/200: 001-1421:
+10.1¢ Amended and Restated 1998 Incentive Plan of Ragistlated

June 8, 200 10-K 10.6 3/28/200¢ 001-14217
+10.1€¢ First Amendment to the Amended and Restated 198shtive Plan c

Registrant dated June 14, 2( 10-K 10.7 3/28/200¢ 001-14217
+10.17 Form of Incentive Stock Option Award Agreement 888 Incentive

Plan of Registrar 10-K 10.8 3/28/200¢ 001-14217
+10.1¢ Form of Non-qualified Stock Option Agreement Grah@utside of

1998 Incentive Plan of Registre S-8 10.80 8/24/200" 33:z-12780:
+10.1¢ Form of Restricted Stock Unit Award Agreement betw®&egistrant

and its Independent N-employee Director 10-Q 10.2 8/11/200¢ 001-14217
+10.2( Form of Restricted Stock Award Agreement of 200@iBgincentive

Plan between Registrant and its independent dire 10-Q 10.1 8/10/200¢ 001-14217

10.21 Stock Repurchase Program of Registrant effectine Jy 201( 8-K 99.1 6/7/201( 001-1421

10.2Z Lease Agreement between Oral Roberts UniversityE@lobal
Engineering, Inc. dated January 27, 2! 10-K 10.11 3/28/200¢ 001-14217

10.2: First Amendment to the Lease Agreement between Robérts
University and ENGlobal Engineering, Inc. dated iRpy 2005 1C-K/A 10.26 3/29/200° 001-14217

10.2¢ Second Amendment to the Lease Agreement betwedrROb&rts
University and ENGlobal Engineering, Inc. datedel@s, 200~ 1C-K/A 10.27 3/29/200° 001-14217
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Exhibit Form or Filing Date  SEC File
No. Description Schedule  Exhibit No.  with SEC Number
10.2t  Third Amendment to the Lease Agreement between Rohkrts

University and ENGlobal Engineering, Inc. dated &aber 28, 200 1C-K/A 10.28 3/29/200° 001-14217
10.2¢ Fourth Amendment to the Lease Agreement betweehRofzerts

University and ENGlobal Engineering, Inc. dated feeloy 27, 200t 1C-K/A 10.29 3/29/200° 001-14217
10.27 Fifth Amendment to the Lease Agreement between Robakrts

University and ENGlobal Engineering, Inc. dated/ 28, 200€ 1C-K/A 10.30 3/29/200° 001-14217
10.2¢ Sixth Amendment to the Lease agreement betweenRotadrts

University and ENGlobal Engineering, Inc. datedel@f, 200" 10-K 10.17 3/28/200¢ 001-14217
10.2¢ Build-to-Suit Lease Agreement between Clay Reahtest

Development, L.P. and ENGIlobal Corporate Servibes, executed

March 6, 200¢ 10-Q 10.1 5/7/200¢ 001-1421"
10.3C First Amendment to the Lease Agreement between Ré&af Estate

Development, L.P. and ENGIlobal Corporate Servitres,executed

January 15, 200 10-K 10.26 3/8/201(  001-14217
10.31 Fourth Amendment to the Lease Agreement betweerNith Belt

Portfolio, LLC and ENGIlobal Corporate Services,.ldated March 1,

2010 10-Q 10.2 5/5/201(  001-14217
10.32z Credit agreement by and between Wells Fargo Badkagistrant

and its subsidiaries dated December 29, 8-K 10.1 1/11/201( 001-1421:
10.3: Hand Note between South Louisiana Ethanol LLC - EN¢GIlobal

Engineering. dated October 22, 20( 10-Q 10.2 11/9/200° 001-1421:
10.3¢ Collateral Mortgage between South Louisiana Ethahal and

ENGlobal Engineering, Inc. dated August 26, 2 10-Q 10.3 11/9/200° 001-1421:
10.3t Collateral Mortgage between South Louisiana Ethahal and

ENGlobal Engineering, Inc. dated August 31, 2 10-Q 10.4 11/9/200° 001-1421:

+10.3¢ Amended and Restated ENGlobal 401(k) Plan effe@wetmber 1,

2005 1C-K/A 10.22 3/29/200° 001-14217

+10.37 First Amendment of the ENGlobal 401(k) Plan effeetbecember 2

2001 1C-K/A 10.21 3/29/200° 001-14217

+10.3¢ Second Amendment to the ENGlobal 401(k) Plan &ffedipril 1,

2006 1C-K/A 10.23 3/29/200° 001-14217

+10.3¢ Third Amendment to the ENGlobal 401(k) Plan effeetiuly 1, 200¢ 1C-K/A 10.24 3/29/200° 001-14217

+10.4C Fourth Amendment to the ENGlobal 401(k) Plan effecguly 1,

2008 10-K 10.33 3/16/200¢ 001-14217
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+10.41 Fifth Amendment to the ENGlobal 401(k) Plan effeetdanuary 1,
2009 1C-Q 10.1 5/11/200¢ 001-14217
+10.42 Regulations Amendment to the ENGlobal 401(k) Péectve Januar
1, 2006 1C-K 10.21 3/16/200° 001-1421:
+10.4: ggigAmendment to the ENGlobal 401(k) Plan effeetianuary 1, 10-K 10.43 4/12/201°  0011421"
+10.4¢4 ?gizgnd Amendment to the ENGlobal 401(k) Plan &ffechugust 2. 10-K 10.44 4/12/201° 0011421
+10.4t Key Managers Incentive Plan of Registrant effeclimeuary 1, 200 8-K 10.43 4/10/200° 001-1421
+10.4¢ Key Executive Employment Agreement between Registad
Michael M. Patton effective October 13, 2C 10-K 10.41 3/8/201( 001-14217
+10.4¢ Key executive Employment Agreement between Regisaad R.
David Kelley effective August 9, 20( 10-K 10.39 3/16/200¢ 001-1421
+10.5( Key executive Employment Agreement between Regisaad
William A. Coskey effective May 3, 201 8-K 99.1 6/14/201( 001-1421
+10.51 Form of Indemnification Agreement between Regidteard its
Directors and Executive Office 10-Q 10.1 8/11/200¢ 001-1421
10.52 Security Agreement by and between Wells Fargo BamikENGIobal
Corporation and its subsidiaries dated Decembe2@®9 8-K 10.2 1/11/201( 001-14217
10.5% Security Interest Agreement and Acknowledgmentry laetween
Wells Fargo Bank and ENGlobal Corporation andtssidiaries dated
December 29, 20C 8-K 10.3 1/11/201( 001-14217
10.5¢ Letter of Waiver by and between Wells Fargo Banld.Nind
Registrant and its subsidiaries dated August 30:. 1C-Q 10.3 8/5/201( 001-1421
10.55 First Amendment to Credit Agreement and Waiver efdblt by and
between Wells Fargo Bank, N.A. and Registrant édubsidiaries
entered into as of September 30, 2 10-Q 10.1 11/5/201( 001-1421:
10.5¢ Revolving Line of Credit Note by and between Wé&lgggo Bank, N.A
and Registrant and its subsidiaries dated Septefthe&x01C 1C-Q 10.2 11/5/201( 001-1421%
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10.57 Letter of Waiver by and between Wells Fargo Banl&.Nind . 001-

Registrant and its subsidiaries dated Februarg@8]1 10-K 10.57 4/12/20L: 14217
10.5¢ Letter of Termination by and between Comerica Bamé ENGlobal

Corporation and its subsidiaries daDecember 30, 200 8-K 104 1/11/201(¢ 001-1421
10.5¢ Limited Waiver and First Amendment to First Amended Restated

Credit Agreement and Revolving Line of Credit Nb&tween

ENGlobal and Wells Fargo Bank dated April 5, 2! 8-K 10.1 4/17/201; 001-1421

+10.6C Amendment to ENGlobal Corporation 2009 Equity IntoenPlan. DEF 14A  Appendix A 4/30/201; 001-1421:

10.61 Limited Forbearance Agreement between the Regisarah Wells

Fargo 10-Q 10.2 5/15/201: 001-14217

+10.62z Executive Employment Contract between the Regisarad Michael

Bryant 10-Q 10.1 5/15/201: 001-14217
10.62 Revolving Credit and Security Agreement dated dglay 29, 2012, b

and among ENGlobal Corporation, ENGlobal U.S.,,|IeE&NGlobal

International, Inc., ENGlobal Government Servidaes, and PNC

Bank, National Associatio 8-K 10.1 5/31/201: 001-1421
10.6¢ Revolving Credit Note dated as of May 29, 2012 ceed by

ENGlobal Corporation, ENGlobal U.S., Inc., ENGlobaternational,

Inc., ENGlobal Government Services, Inc. and madgable to PNC

Bank, National Associatio 8-K 10.2 5/31/201. 001-14217
10.6t Guaranty dated as of May 29, 2012, by ENGlobal EmerMarkets,

Inc. in favor of PNC Bank, National Associati 8-K 10.3 5/31/201: 001-1421%
10.6¢ Pledge Agreement dated as of May 29, 2012, by arahg ENGlobal

Corporation and PNC Bank, National Associat 8-K 104 5/31/201. 001-14217
10.67 Intellectual Property Security Agreement dated N8y2012, by and

among ENGlobal Corporation, ENGlobal U.S., Inc.,@&bbal

International, Inc., ENGlobal Government Servides,, and PNC

Bank, National Associatio 8-K 10.5 5/31/201: 001-1421

8-K

10.6¢ Security Agreement dated May 29, 2012, by and antGlobal

Emerging Markets, Inc. and PNC Bank, National Agsomn 8-K 10.6 5/31/201: 001-14217
10.6¢ First Amendment to Revolving Credit and Securityrédgment and

Forbearance Agreement by and between the RegisindfPNC dated

September 21, 201 10-Q 10.1 11/19/201; 001-14217
10.7C Extension of Forbearance of Rights and Remediembybetween the

Registrant and PNC dated October 30, 2I 10-Q 10.2 11/19/201: 001-1421:
10.71 Extension of Forbearance of Rights and Remediembybetween the

Registrant and PNC dated November 14, 2i 10-Q 10.3 11/19/201: 001-14217
10.7z Asset Purchase Agreement by and between the Ragistnd Steele

Land and Inspection, LLC dated September 7, 2 10-Q 104 11/19/201; 001-14217
10.7:  Amendment One to Asset Purchase Agreement by aaebe the

Registrant and Steele Land and Inspection, LLCdiiivember 2 10-Q 10.5 11/19/201: 001-14217
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SEC File
Number

10.7¢

+10.7¢

*10.7€

14.1

14.Z

*21.1

*31.1

*31.2

*32.1

*32.2

Second Amendment to Revolving Credit and Securgyegment,
Waiver and Forbearance Extension by and betweeRéehéstrant and
PNC dated December 18, 20: 8-K 10.6

Employment Agreement between ENGlobal Corporatiwhark A.
Hess effective December 18, 2C 8-K 10.7

Asset Purchase Agreement by and between ENGlolrplo@aiion and
Furmanite America, Inc. dated December 11, Z

Code of Business Conduct and Ethics of RegistratgddJune 17, 20: 10-K 14.1

Code of Ethics for Chief Executive Officer and Serftinancial 10-K 14.2
Officers of Registrant dated June 17, 2! '
Subsidiaries of the Registre

Certification of Chief Executive Officer pursuantExchange Act
Rules 13-14 or 1514

Certification of Chief Financial Officer pursuantExchange Act Rule
13&-14 or 15¢-14

Certification of Chief Executive Officer pursuantExchange Act
Rules 13-14(b) or 15-14(b) and 18 U.S.C. Section 13

Certification of Chief Financial Officer pursuantExchange Act Rule
13¢-14(b) or 15+14(b) and U.S.C. Section 13

* Filed herewith
+ Management contract or compensatory plan or geraent
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the Regidthas caused this Report to be signe
its behalf by the undersigned, thereunto duly anigkd.

ENGIlobal Corporation

Dated: April 15, 201!  By: /s/ William A. Coskey

William A. Coskey, P.E
Chief Executive Office

Pursuant to the requirements of the Securities &xgé Act of 1934, this Report has been signed belpihe following persons on behall
the Registrant and in the capacities and on thesdatlicated:

By: /sl Mark A. Hess April 15, 2013

Mark A. Hess
Chief Financial Officer, Treasur

By: /s/ William A. Coskey April 15, 2013
William A. Coskey, P.E
Chief Executive Officer,
Chairman of the Board, Direct

By: /s/ David W. Gent April 15, 2013
David W. Gent, P.E., Directc

By: /s/ Randall B. Hale April 15, 2013
Randall B. Hale, Directc

By: / s/ David C. Rousst April 15, 2013
David C. Roussel, Directc
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EXHIBIT 10.76

ASSET PURCHASE AGREEMENT

Between

ENGLOBAL U.S., INC.

and

FURMANITE AMERICA, INC.

dated as of

December 11, 2012




ASSET PURCHASE AGREEMENT

This Asset Purchase Agreement (thisgreement”), dated as of December 11, 2012 is entered into leehE&GLOBAL U.S., INC.
Texas corporation (collectivelySeller”) and FURMANITE AMERICA, INC., a Virginia corporain (“ Buyer ").

RECITALS

WHEREAS, Seller is engaged in the business of ictse services primarily to the midstream, oil ayab industries generally named
ENGIlobal Inspection (the Business’); and

WHEREAS, Seller wishes to sell and assign to Baywr Buyer wishes to purchase and assume from Salillestantially all the assets
of the Business, subject to the terms and conditsan forth herein;

WHEREAS, Seller wishes to convey to Buyer all @riglicenses, contracts, non-competes and oth@siteecessary for the Business
to be ongoing, subject to the terms and conditgaigorth herein;

NOW, THEREFORE, in consideration of the mutual ecwv@s and agreements hereinafter set forth anattfier good and valuable
consideration, the receipt and sufficiency of which hereby acknowledged, the parties hereto agréalows:

ARTICLE |
DEFINITIONS

See attached Appendix |

ARTICLE Il
PURCHASE AND SALE

Section 2.01 Purchase and Sale of AssetsSubject to the terms and conditions set forth Imergithe Closing, Seller shall sell,
assign, transfer, convey and deliver to Buyer, Bager shall purchase from Seller, free and clealldEncumbrances other than Permitted
Encumbrances, all of Seller’s right, title and et in, to and under the following assets, progednd rights of Seller, to the extent that such
assets, properties and rights exist as of the @jd3ate and exclusively relate to the Businesddctvely, the “Purchased Assets):

(&) all furniture, fixtures, equipment, supplaesd other tangible personal property of the Busitieged on the Disclosure
Schedule 2.01 (a) (theTangible Personal Property”);

(b)  all Contracts of the Business set fortiSattion 2.01(b)f the Disclosure Schedules (collectively, thassigned
Contracts ");

(c) all pre-paid accounts and subscriptions@ehfon Section 2.01(c) of the Disclosure Sched(deBectively the “Pre-
paid Accounts”);




(d) allintellectual property owned by Seller arged in connection with the Business, includingnpotional material,
photographs, etc., provided they do not utilizerthee or trademarks of “ENGlobal”;

(e) all equipment drawings and part drawings use@nnection with the Business;
()  all Permits and licenses including environti@permits and licenses necessary to operate usméss;

(g) all of Seller’s rights under warranties, intt@ties and all similar rights against third pastie the extent related to any
Purchased Assets; and

(h)  copies, of all books and records, to the mixiieey exist, including books of account, ledgard general, financial and
accounting records, customer lists, customer psingaistories, price lists, distribution listspsglier lists, production data, quality control
records and procedures, customer complaints angdrynfijes, research and development files, salatenml and records, internal financial
statements and marketing and promotional survegenal and research, that exclusively relate ¢éoBbisiness or the Purchased Assets.

Section 2.02 Excluded Assets. Other than the Purchased Assets subjeSettion 2.01, Buyer expressly understands and agree:
that it is not purchasing or acquiring, and Se#arot selling or assigning, any other assets opgnties of Seller, and all such other assets anc
properties shall be excluded from the Purchasedtdgthe “Excluded Assets). Excluded Assets include the following assetd properties

of Seller:

(@) all existing accounts receivable and unthill®rk-in-progress of the Business as of the Cp8fiate;
(b)  all cash and cash equivalents, bank accamdsecurities of Seller;
(c) all insurance policies of Seller and all rightsfiplicable claims and proceeds thereun

(d) any property used by Seller in connection witheitgjineering and automation business, as shownmatte detail o
Schedule 2.0z

Section 2.03 Assumed Liabilities. Subject to the terms and conditions set forth Ineiguyer shall assume and agree to pay,
perform and discharge when due any and all liédsliand obligations of Seller arising out of omtilg to the Business or the Purchased Asse
on or after the Closing, other than the Excludeabllities (collectively, the ‘Assumed Liabilities”), including, without limitation, the

following:

(@) all liabilities and obligations arising underrelating to the Assigned Contracts legally gissd by Seller to Buyer
arising after the Closing Date;

(b) all liabilities and obligations for Taxes urced relating to the Business, the Purchased sssdghe Assumed
Liabilities arising after the Closing Date;

(c) all other liabilities and obligations arisingt of or relating to Buyer’s ownership or opevatdf the Business and the
Purchased Assets on or after the Closing.

(d)  accrued compensated absences arising prtbetGlosing Date, as shown on Schedule 2.03, thested in
accordance with Section 2.05; and




(e) the obligation to pay Eddie Roberson’s rétenbonus and PTO in accordance with Schedule &03(

Section 2.04 Excluded Liabilities. Buyer shall not assume and shall not be respontitpay, perform or discharge any of the
following liabilities or obligations of Seller (dekctively, the “Excluded Liabilities "):

(a) any liabilities or obligations arising out of odating to Sellers ownership or operation of the Business and thehase
Assets prior to the Closing Da

(b)  any liabilities or obligations relating to arising out of the Excluded Assets;

(c) any liabilities or obligations for (i) Taxes relgj to the Business, the Purchased Assets or thanfest Liabilitie:
incurred prior to the Closing Date and (ii) anyatfiaxes incurred or arising from activities ptiothe Closing Date

(d) any liabilities or obligations of Seller relating br arising out of (i) the employment, or terminatof employment, ¢

any Employee prior to the Closing (except with reiga the obligations set forth in 2.03(d) and(ede), or (ii) workers’
compensation claims of any Employee which relatevents occurring prior to the Closing De

(e) any liabilities or obligations of Seller arising imcurred in connection with the negotiation, pregian, investigation ar
performance of this Agreement, the other Transadocuments and the transactions contemplated hemedluding
without limitation, fees and expenses of counsapantants, consultants, advisers and otl

Section 2.05 Purchase Price. The aggregate purchase price for the PurchasedsAas€hree Million Dollars ($3,000,000.00) (“
Aggregate Purchase Pricé). Buyer shall execute a 4 year Promissory N&% per annum interest, with Parent Guaranty), dqgmoa of
which is attached hereto as Exhibit “A,” for TwolMin Dollars ($2,000,000.00) and pay One Milliomlars in cash via wire transfer upon
closing. The Promissory Note shall be reducedkyesstimated balance of the Accrued Compensatedngbs as of the Closing Date, and the
amount of Eddie Roberson’s retention bonus. Thienated totals for Accrued Compensated Absencestaen on Schedule 2.03 as of
November 23, 2012. The totals will be adjustedmo the Closing Date for the note calculationithivt two weeks after the Closing Da
Seller shall provide the actual balance of the AedrCompensated Absences and the parties shalhpeafcash true-up to account for any
discrepancy between the estimate as of the Cld3atg and the actual balance.

Section 2.06 Allocation of Purchase Price. Seller and Buyer agree that the Purchase Pricélshallocated among the Purcha

Assets per Disclosure Schedule 2.06 for all purp@seluding Tax and financial accounting) in a manconsistent with Sections 338 and
1060 of the Code and regulations thereunder, ard@ed by the parties.

Section 2.07 Non-assignable Assets.

(@  Notwithstanding anything to the contraryhistAgreement, and subject to the provisions & $tgiction 2.07, to the
extent the sale, assignment, transfer, conveyandeliwery, or attempted sale, assignment, transtarveyance or delivery, to Buyer of
any Purchased Asset or Assigned Contract wouldtriesa violation of applicable Law, or would regaithe consent, authorization,
approval or waiver of a Person who is not a partthts Agreement (including any leases or Goverraigkuthority), and such consent,
authorization, approval or waiver shall not haverbebtained prior to the Closing, this Agreemeiatsstill constitute a sale, assignment,
transfer, conveyance or delivery, of all other tsaad assigned contracts.




Parties shall use reasonable best efforts, anglecate with each other, to obtain the consentingldd each Assigned Contract as
quickly as practicable. Once consent for the ass@nt and assumption is obtained, Seller shall ptiyrassign, transfer, convey and deliver
such to Buyer, and Buyer shall assume the obligatéssigned to Buyer from and after the date afas®nt to Buyer (all at no additional cost
to Buyer).

(b) Without limiting the generality of the foregainif any Assigned Contract is not able to be assilgor if Seller is not able to obtain
any required consent to the assignment of an Asdigiontract at Closing, Buyer shall (i) assumearform the obligations of Seller under
the Assigned Contracts and (ii) Buyer shall recaiNef the economic and other benefits under sAgdigned Contracts. Buyer and Seller s
take such actions as may be required, includinggi®y subcontracts or other agreements, to carryhe intent of this Section 2.7. Buyer
shall use all reasonable efforts to invoice thiagties for services rendered without the assistbBeller. If necessary, Buyer shall perform
under such contracts as a subcontractor to Sedieg the same terms as the between the Selleharapplicable third party. Buyer shall
indemnify and hold Seller harmless for any anakalims and causes of action arising from the peréorce of Buyer’'s work under such
contracts. Seller shall create an escrow accaurthé deposit of any proceeds of such work forsthle benefit of Buyer. Buyer shall pay for
the costs of such escrow. The intent of the paiti¢o allow Buyer to perform on the Assigned Cactis during the process of obtaining
assignment from third parties and the parties afgréelly cooperate with each other in this process

ARTICLE Il
CLOSING

Section 3.01 Closing.

Subject to the terms and conditions of this Agreatnie consummation of the transactions conteraglay this Agreement (the “
Closing”) shall take place at the offices of Furmanite Aite Inc., on the later of December 31, 2012 (tetiective at 12:01 AM, on January
1, 2013) or the second Business Day after all ®fctinditions to Closing set forth Atticle VII are either satisfied or waived (other than
conditions which, by their nature, are to be siisbn the Closing Date), or at such other timée da place as Seller and Buyer may mutually
agree upon in writing. The date on which the Clgsfto occur is herein referred to as thel¢sing Date”. Seller and Buyer maggree to
close by proxy and each will provide electroniciespof signed original documents or appoint a fallighorized individual with power of
attorney to execute any closing documents on belfialfich Party.

Section 3.02 Closing Deliverables.

(@) Atthe Closing, Seller shall deliver to Buyke following:

() a bill of sale, a pro forma of which is Exhibit Breto (the “Bill of Sale”) and duly executed by Seller, transfer
the tangible personal property included in the Rased Assets to Buye




(i) an Assignment and Assumption Agreement , a pro doof which is Exhibit C hereto (theASsignment an
Assumption Agreement'glearly listing the revenue contracts and termafadition (T&C) work agreements to
assigned to Buyer, consistent with Schedule 2.0

(i) A limited consent, a pro forma of which is Exhibitsigned by Seller's senior lender together withrfe of UCCS3,
which will be filed within five days of the Closingeleasing the encumbrances identified on Schegi@2, on th
Purchased Asset

(iv) A Microsoft Volume License transfer for the softwarn the laptops to be conveyed, and transfer dentation fo
the leased copier and postage mac

(v) executed copies of the r-compete and ne¢solicitation agreement of Sel's management teai
(vi) an executed copy of the r-compete and ne¢solicitation agreement for Seller and S¢'s affiliates; anc
(vii) the Seller Closing Certificat
(b)  Atthe Closing, Buyer shall deliver to Seltee following:
(i)  the Purchase Price cash paymenimaecordance with Section 2.05;
(i) a Promissory Note and Guaranty a pro forma of wigdttached as Exhibit A, due in accordance wéhbtisn 2.0t
(iii) Counte-signatures on the agreements listed above in 3)(Q (i) and (iv).

(iv)  the Buyer Closing Certificate

ARTICLE IV
REPRESENTATIONS AND WARRANTIES OF SELLER

Seller represents and warrants to Buyer that t#itersients contained in thisticle IV are true and correct as of the date hereof.

Section 4.01 Organization and Qualification of Seller. Seller is a corporation and has all necessary pawarauthority to own,
operate or lease the properties and assets nowdpwperated or leased by it and to carry on therigss as currently conducted. Seller is dul
licensed or qualified to do business and is in gatadding in each jurisdiction in which the owndpstf the Purchased Assets or the operation
of the Business as currently conducted makes scehsing or qualification necessary.

Section 4.02  Authority of Seller. Seller has all necessary power and authority terénto this Agreement and the other
Transaction Documents to which Seller is a paaydrry out its obligations hereunder and to cormate the transactions contemplated
hereby. The execution and delivery by Seller &f Agreement and any other Transaction Documewtiich Seller is a party, the performai
by Seller of its obligations hereunder and consutiondy Seller of the transactions contemplate@&bghave been duly authorized by all
requisite corporate action on the part of SellBnis Agreement has been duly executed and delivgyeskller, and (assuming due
authorization, execution and delivery by BuyerktAgreement constitutes a legal, valid and bindibigation of Seller, enforceable against
Seller in accordance with its terms, except as sidbrceability may be limited by bankruptcy, insaicy, reorganization, moratorium or
similar Laws affecting creditors’ rights generadlgd by general principles of equity (regardleswloéther enforcement is sought in a
proceeding at law or in equity). When each oth@n$action Document to which Seller is or will beaaty has been duly executed and
delivered by Seller (assuming due authorizatioeceiion and delivery by each party thereto), su@n3action Document will constitute a
legal and binding obligation of Seller enforceaddminst it in accordance with its terms, exceuah enforceability may be limited by
bankruptcy, insolvency, reorganization, moratoriemsimilar Laws affecting creditors’ rights gendyand by general principles of equity
(regardless of whether enforcement is sought iroegeding at law or in equity).




Section 4.03 No Conflicts; Consents. Except as set forth on Schedule 4.0Bge execution, delivery and performance by Selier o
this Agreement and the other Transaction Docuntentgich it is a party, and the consummation oftthesactions contemplated hereby, do
not and will not: (a) result in a violation or bokeof any other agreement of Seller; (b) resudt inolation or breach of any provision of any
Law or Governmental Order applicable to Seller,Blusiness or the Purchased Assets. No consenpagpPermit, Governmental Order,
declaration or filing with, or notice to, any Gomerental Authority is required by or with respec&eller in connection with the execution and
delivery of this Agreement or any of the other Tartion Documents and the consummation of thedddiosis contemplated hereby, excep
such filing as set forth in Section 4.03 of thedlisure Schedules.

Section 4.04 Other Representations. Seller expressly represents and warrants the foilpw

(a) Seller will provide all necessary assistance aralitssbest efforts in order assist Buyer in obtainéverything necess:
to legally operate

(b) Seller will not compete for a term of 3 years withyer.

(c) Seller will not solicit customers of Buyer for arteof 3 years; provided however, that this provisghall not preve
Seller from soliciting customers for business fhatot directly related to midstream inspecti

(d) Seller will not solicit employees of Buyer for arteof 3 years

(e) Seller will use best efforts to assist Buyer in éissignment of and performance of any existingrects.

() All information provided by Buyer to Sellés correct and truthful.

(@) There are no unidentified encumbrances orstiker's Assets.

(h)  There are no other owners other than Seller.

(i)  Seller will begin assisting Buyer with thesagament of the Assigned Contracts starting Decerhbg2012.
Section 4.05 Absence of Certain Changes, Events and ConditionsExcept as expressly contemplated by this Agreenfiemh

October 1, 2012 until the date of Closing, Selkes bperated the Business in the ordinary courbesifiess in all material respects and there
has not been, with respect to the Business, anytesecurrence or development that has had a Méatkdverse Effect.




Section 4.06 Material Contracts.

(@) Section 4.06(apf the Disclosure Schedules lists the customers/fach Seller has performed services in 2012 the “
Material Customers™”). Seller is not in material breach of any of ttantracts with the Material Customers save anégixihe contract
between Seller and Source Gas as detailed in tiee tated July 11, 2012, previously provided ty&u All Material Contracts were entered
into in the ordinary course of business at armrmgth conditions.

Section 4.07 Title to Tangible Personal Property. Seller has good and valid title to, or a valid &&sd interest in, all Tangible
Personal Property included in the Purchased Assetsand clear of Encumbrances except for Perthiftecumbrances.

Section 4.08 Intellectual Property.

(@ To Seller's Knowledge: (i) Sellersnduct of the Business as currently conducted doemfringe, violate, dilute or
misappropriate the Intellectual Property of anysBar and (ii) no Person is infringing, violatingluting or misappropriating any Intellectual
Property Assets.

Section 4.09 Legal Proceedings; Governmental Orders.

(&) Except as disclosed on Schedule 8)0fi{ere are no actions, suits, claims, investgator other legal proceedings
pending or, to Seller's Knowledge, threatened agjanby Seller relating to or affecting the Busisiethe Purchased Assets or the Assumed
Liabilities, which if determined adversely to SelNgould result in a Material Adverse Effect. Thesting litigation and claims disclosed on
Schedule 4.09 are Excluded Liabilities.

(b)  To Seller's Knowledge, there are mtstanding Governmental Orders and no unsatisfiegments, penalties or
awards against or affecting the Business or thetfasied Assets which would have a Material AdveftecE

Section 4.10 Compliance With Laws; Permits.

Seller has not been informed and has no reasoelitvb that the current operation of the Busings®t in material compliance
with all federal, state and local laws, statutetes and regulations in effect that are applicibline Business.

Section 4.11  Environmental Matters.

To Seller's Knowledge, there are no present goverial or regulatory investigations, audits, orrosias to whether the Business is,
in all material respects, in compliance with alvEanmental Laws, health and safety and other simiicenses, Environmental Permits,
authorizations, declarations, orders and appraowedsssary for the operation of the Business.

Section 4.12 Employee Benefit Matters.

(a) For the avoidance of doubt, with the exceptibAccrued Compensated Absences and Bayagireement to pay Edc

Roberson’s retention bonus and accrued PTO in dance with Schedule 2.03(e), all Employment and [Byge liability prior to Closing
will remain with Seller.




Section 4.13 Employment Matters.

(@) Selleris not a party to or bound by anyexiive bargaining or other agreement with a lalvganization representing
any of the Employees.

(b)  Seller is in compliance with all material Levapplicable to employment and employment practizcéise extent they
relate to the Employees.

Section 4.14 Taxes.

(@  Seller has filed (taking into account anyidiaixtensions) all Tax Returns with respect toBlisiness required to be
filed by Seller and has paid all Taxes shown the@oowing. Seller is not currently the benefigiaf any extension of time within which
to file any Tax Return other than extensions oftiim file Tax Returns obtained in the ordinary ceuof business.

(b)  Seller is not a “foreign person” as that tésmised in Treasury Regulations Section 1.1445-2.
Section 4.15 Transition Period.

(@)  Seller agrees to provide transition servidsstantially in accordance with the Transitionviées Agreement attached
hereto as Exhibit “E”.

ARTICLE V
REPRESENTATIONS AND WARRANTIES OF BUYER

Buyer represents and warrants to Seller that Htersients contained in thisticle V are true and correct as of the date hereof.

Section 5.01 Organization and Authority of Buyer. Buyer is a corporation duly organized, validly ¢ixig and in good standing
in each jurisdiction in which the ownership of fierchased Assets or the operation of the Busiressaraently conducted makes such licen
or qualification necessary.

Section 5.02  Authority of Buyer. Buyer has all necessary corporate power and atgtiorenter into this Agreement and the
other Transaction Documents to which Buyer is &p#o carry out its obligations hereunder anddosummate the transactions contemplatec
hereby. The execution and delivery by Buyer o thijreement and any other Transaction DocumenhtohnBuyer is a party, the
performance by Buyer of its obligations hereundet eonsummation by Buyer of the transactions coptated hereby have been duly
authorized by all requisite corporate action onghg of Buyer. This Agreement has been duly eteztand delivered by Buyer, and (assur
due authorization, execution and delivery by Sgtleis Agreement constitutes a legal, valid andlivig obligation of Buyer, enforceable
against Buyer in accordance with its terms, exasguch enforceability may be limited by bankruptegolvency, reorganization, moratorium
or similar Laws affecting creditors’ rights gendyand by general principles of equity (regardleswhether enforcement is sought in a
proceeding at law or in equity). When each oth@n$action Document to which Buyer is or will bpaaty has been duly executed and
delivered by Seller (assuming due authorizatioeceaiion and delivery by each party thereto), su@an3action Document will constitute a
legal and binding obligation of Buyer enforcealdaiast it in accordance with its terms, exceptuah®nforceability may be limited by
bankruptcy, insolvency, reorganization, moratoriemsimilar Laws affecting creditors’ rights gendyand by general principles of equity
(regardless of whether enforcement is sought iroegeding at law or in equity).




Section 5.03 No Conflicts; Consents. The execution, deliveng performance by Buyer of this Agreement andther
Transaction Documents to which it is a party, dreldconsummation of the transactions contemplatezblgedo not and will not: (a) result in a
violation or breach of any other agreement of Bufi@rresult in a violation or breach of any préersof any Law or Governmental Order
applicable to Buyer, the Business or the Purchasséts. No consent, approval, Permit, Governmeéaér, declaration or filing with, or
notice to, any Governmental Authority is requirgdds with respect to Buyer in connection with theeution and delivery of this Agreement
or any of the other Transaction Documents and dmswummation of the transactions contemplated heestoept for such filing as set forth in
Section 5.03 of the Disclosure Schedules.

Section 5.04  Sufficiency of Funds. Buyer has sufficient cash on hand or other sousE@amediately available funds to enable it
to make payment of the Purchase Price and consusthmtransactions contemplated by this Agreement.

ARTICLE VI
COVENANTS

Section 6.01 Conduct of Business Prior to the Closing. From the date hereof until the Closing, exceptthsravise provided in
this Agreement or consented to in writing by Bufwehich consent shall not be unreasonably withheldaetayed), Seller shall (a) conduct the
Business in the ordinary course of business; andge commercially reasonable efforts to maintaih greserve its current Business
organization and operations and to preserve ties;igoodwill and relationships of its Employeasstomers, lenders, suppliers, regulators an
others having relationships with the Business.

Section 6.02 Access to Information. From the date hereof until the Closing, Seller Isfsglafford Buyer and its Representatives
reasonable access to and the right to inspect #iemssets, premises, Books and Records, Assigorttacts and other documents and data
related to the Business and provide same in natearonic format.

Section 6.03 Employees and Employee Benefits.

(@)  Buyer, or one of its affiliates will offerasonably comparable employment to substantialligmiployees of Seller that
have successfully completed a pre-employment detges, a physical examination and a backgroundkctiecluding motor vehicle
report), in each case to the extent Buyer applieb &iring requirements to persons seeking employinethe same or similar positions,
and further to the extent each Employee meet dmsr sequirements for employment under applicable lany such offers shall be
contingent upon the occurrence of Closing and rhestesigned to be withdrawn immediately if Clositogs not occur.

(b)  Buyer shall establish its own terms and conditimmghe employment of any Employee of Seller iebirand that, aft
the Closing, Buyer may terminate any such Emplatets discretion.

(c)  Buyer will pay Eddie Roberson’s Retention Bermnd Accrued PTO calculated in accordance witle@gle 2.03(e),
within the timeframe specified on Schedule 2.03é&gr the Closing.




Section 6.04 Governmental Approvals and Consents.Error!

Each party hereto shall, as promptly as possilsie its reasonable best efforts to obtain, or ceaube obtained, all consents,
authorizations, orders and approvals from all Goramtal Authorities that may be or become necedsaiiys execution and delivery of this
Agreement and the performance of its obligationsgant to this Agreement and the other Transa®imcuments. The parties hereto shall no
willfully take any action that will have the effeot delaying, impairing or impeding the receiptaoly required consents, authorizations, orders
and approvals.

Section 6.05 Closing Conditions. From the date hereof until the Closing, each plaeteto shall use commercially reasonable
efforts to take such actions as are necessarypeditiously satisfy the closing conditions setliart Article VII hereof.

Section 6.06 Bulk Sales Laws. The parties hereby waive compliance with the piowuis of any bulk sales, bulk transfer or similar
Laws of any jurisdiction that may otherwise be @gaille with respect to the sale of any or all & Burchased Assets to Buyer.

Section 6.07 Cooperation after the Closing. Buyer agrees to provide reasonable access to &é#erthe closing to information,
records and personnel related to any Excluded litiakj such as on-going litigation.

ARTICLE VII
CONDITIONS TO CLOSING

Section 7.01 Conditions to Obligations of All Parties. The obligations of each party to consummate thesaetions
contemplated by this Agreement shall be subjetitedulfillment, at or prior to the Closing, of daof the following conditions:

(8 No Governmental Authority shall have enactesljed, promulgated, enforced or entered any Govental Order
which is in effect and has the effect of makingtila@sactions contemplated by this Agreement illegatherwise prohibiting
consummation of such transactions.

Section 7.02 Conditions to Obligations of Buyer. The obligations of Buyer to consummate the transastcontemplated by this
Agreement shall be subject to the fulfilment onyBtis waiver, at or prior to the Closing, of eadhte following conditions:

(&) The representations and warranties of Setletained imArticle IV shall be true and correct in all respects as of the
Closing Date (except those representations andawiies that address matters only as of a speafiée] which shall be true and correct in
all respects as of that specified date), exceptrevtie failure of such representations and wararit be true and correct would not have |
Material Adverse Effect.

(b)  Seller shall have delivered to Buyer: dulgexted counterparts to the Transaction Documettier(than this
Agreement) and such other documents and deliveraleleforth irSection 3.02(a)

(c)  Buyer's receipt of Applications for employntevith Buyer (or its affiliates) submitted by 80%tbe current
employees of the Business.




(d)  There shall have been no Material Adversedfbn the Business prior to the Closing Date.

Section 7.03 Conditions to Obligations of Seller. The obligations of Seller to consummate the tratitsas contemplated by this
Agreement shall be subject to the fulfillment oti&és waiver, at or prior to the Closing, of eastthe following conditions:

(&) The representations and warranties of Bugatained inArticle V shall be true and correct in all respects as of the
Closing Date (except those representations ancawiies that address matters only as of a speafiée] which shall be true and correct in
all respects as of that specified date), exceptevite failure of such representations and wamarit be true and correct would not have
Material Adverse Effect on Buyer’s ability to comsumnate the transactions contemplated hereby.

(b) Buyer shall have duly performed and compiredll material respects with all agreements, cawnts and conditions
required by this Agreement and each of the othanJaction Documents to be performed or compliel fogtit prior to or on the Closing
Date.

(c)  Buyer shall have delivered to Seller: thedhase Price; duly executed counterparts to thesaion Documents
(other than this Agreement); and such other doctsreend deliveries set forth Bection 3.02(b)

ARTICLE VIII
| NDEMNIFICATION

Section 8.01 Survival. Subject to the limitations and other provisionsho$ Agreement, the representations and warranties
contained herein shall survive the Closing andlsbatain in full force and effect for six (6) mowsthfter the Closing Date. None of the
covenants or other agreements contained in thisgxgent shall survive the Closing Date other thasdtwhich by their terms contemplate
performance after the Closing Date, and in thosesaeach such surviving covenant and agreemdhsshave the Closing for the period
contemplated by its terms. Notwithstanding the@ming, any claims asserted in good faith with@aable specificity (to the extent known at
such time) and in writing by notice from the nordéching party to the breaching party prior to thgiration date of the applicable survival
period shall not thereafter be barred by the exipinaof such survival period. Such claims shativsre until finally resolved.

Section 8.02 Indemnification By Seller. Subject to the other terms and conditions of #iigcle VIII , Seller shall indemnify
Buyer against, and shall hold Buyer harmless frach &gainst, any and all Losses incurred or susidigeor imposed upon, Buyer based uj
arising out of, with respect to or by reason of:

(@) any material inaccuracy in or material breatchny of the representations or warranties ofegebntained in this
Agreement;

(b)  any material breach or non-fulfillment of atyvenant, agreement or obligation to be perfortme8eller pursuant to
this Agreement; or

(c) any Excluded Asset or any Excluded Liability.




(d) any action, suit, claim or other legal pratiag made or brought by any Person who is not g parthis Agreement or
an Affiliate of a party to this Agreement or a Reggntative of the foregoing (arhird Party Claim ") for activity arising prior to the
Closing Date.

(e) Limitations on Indemnity Notwithstanding anything herein to the contraing sole remedy for Buyer under this
indemnity for any Third Party Claim, or for a breaar non-performance of a covenant contained mAlgreement or any Transaction
Document shall be offset against the Promissorye Noaccordance with and subject to the limitatiseisforth in Section 9.5, and the
maximum amount that the Seller shall be obligatepaty with respect to any and all obligations afemnity under this Section 8.04 shall
be equal to Two Million Dollars ($2,000,000). hetsecond year after the Closing Date, Seller’'snimuty obligation shall drop to the
lesser of (i) One Million Dollars ($1,000,000), (@) the difference between Two Million Dollars ($®0,000) and the indemnity
obligations applied to the Promissory Note in YgaiSeller shall have no indemnity obligations rafte second anniversary of the Closing
Date. A Third Party Claim shall not be broughtBiyyer under or pursuant to this Section 8.02, wilbe amount of that claim exceeds
Ten Thousand and No/100 Dollars ($10,000).

(H  Right of Set-Off. Upon written notice to Seller specifying in reaable detail the basis for such set-off, Buyerlshal
have the right to set off any amount to which emgitled under this Article 8 (Indemnity) agaiitstpayment obligations under the
Promissory Note.

Section 8.03 Indemnification By Buyer. Subject to the other terms and conditions of gigcle VIII , Buyer shall indemnify
Seller against, and shall hold Seller harmless faoich against, any and all Losses incurred or swexdady, or imposed upon, Seller based upor
arising out of, with respect to or by reason of:

(&) any material inaccuracy in or material breathny of the representations or warranties ofdwpntained in this
Agreement;

(b)  any material breach or non-fulfilment of acgvenant, agreement or obligation to be perfortmeBuyer pursuant to
this Agreement;

(c) any Assumed Asset or any Assumed Liability; o

(d) any action, suit, claim or other legal pratiag made or brought by any Person who is not gy parthis Agreement or
an Affiliate of a party to this Agreement or a Reggntative of the foregoing (arhird Party Claim ") for activity arising on or after the
Closing Date.

(e) Limitations on Indemnity Notwithstanding anything herein to the contraimg maximum amount that the Buyer shall
be obligated to pay with respect to any and aligattions of indemnity under this Section 8.03 shallequal to Two Million Dollars
($2,000,000). Buyer shall have no indemnity olilmyzs after the second anniversary of the ClosiateD A Third Party Claim shall not
brought by Seller under or pursuant to this Sedi@3, unless the amount of that claim exceedsThenusand and No/100 Dollars
($10,000).

ARTICLE IX
TERMINATION

Section 9.01 Termination. This Agreement may be terminated at any time gddhe Closing:




(&) By Buyer (1) if any representation or waryaot Seller in this Agreement is untrue or inacteyar (2) if Seller has
breached, in any material respect, any of its alitigns under this Agreement;

(b) By Seller if (1) any representation or watyaof Buyer in this Agreement is untrue or inacdearar (2) Buyer has
breached, in any material respect, any of its aliligns under this Agreement.

(c) By the mutual written consent of Seller ang/ék;

(d) By either party if the Closing does not ocueithin seven (7) days of the stat€tbsing Date, provided that a party tt
in material breach of this Agreement may not exersiuch right.

(e) In the event that either party fails to clasel is in material breach of this Agreement, thdigs mutually agree that it
would be difficult or impossible to reasonably ataim the damages incurred and as such agreeutiatseaching party shall be liable to
the nonbreaching party for liquidated damages in the arhoti®ne Million Dollars ($1,000,000.00), due omdary 30, 2013. The part
further agree this amount is in reasonable relgticactual damages and that it shall not be coreida penalty.

Section 9.02 Effect of Termination. In the event of the termination of this Agreemenaccordance with this Article, this
Agreement shall forthwith become void and therdldleano liability on the part of any party heretecept:

(@) as set forth in thiarticle IX , andArticle X hereof; and
(b)  that nothing herein shall relieve any parydto from liability for any intentional breach afly provision hereof.

(c) If this Agreement is terminated as provideddin each party shall redeliver all documents kwr@apers and other
material of any other party relating to the tratisas contemplated hereby, whether so obtainedré&foafter the execution hereof, to the
party furnishing the same or destroy such documertiek papers and other material and confirm swedtrdction in writing.

ARTICLE X
M ISCELLANEOUS

Section 10.01 Expenses. Except as otherwise expressly provided hereingBalid Buyer shall each pay all of its own costs an
expenses incurred in connection with this Agreeraadtthe transactions contemplated hereby, inadubdirt not limited to, fees and expenses
of its own financial consultants, accountants, kegal counsel.

Section 10.02 Notices. All notices, requests, consents, claims, demandsians and other communications hereunder shaii be
writing and shall be deemed to have been givew(@@n delivered by hand (with written confirmaticireceipt); (b) when received by the
addressee if sent by a nationally recognized ogétrdourier (receipt requested); (c) on the date Isg facsimile or e-mail of a PDF document
(with confirmation of transmission) if sent duringrmal business hours of the recipient, and oméxt Business Day if sent after normal
business hours of the recipient; or (d) on thedtbay after the date mailed, by certified or resgisti mail, return receipt requested, postage
prepaid. Such communications must be sent to gertive parties at the following addresses (suah other address for a party as shall be
specified in a notice given in accordance with 8estion 10.09:




If to Seller: ENGlobal U.S., Inc.
654 N. Sam Houston Parkway E., Suite 400
Houston, TX 77060-5914

E-mail: tami.walker@englobal.com

Attn: General Counst
If to Buyer: Furmanite America, Inc.
10370 Richmond Avenue,'%Floor Houston, TX 77042
E-mail: gpena@Furmanite.com
Attention: Greg Pena, Director
Strategic Planni

Section 10.03 Governing Law; Submission to Jurisdiction; Waiver d Jury Trial.

(&)  This Agreement shall be governed by and coedtin accordance with the internal laws of thet&Sof Texas without
giving effect to any choice or conflict of law pieion or rule (whether of the State of Texas or ather jurisdiction) that would cause the
application of Laws of any jurisdiction other thitnose of the State of Texas.

(b)  ANY LEGAL SUIT, ACTION OR PROCEEDING ARISIN®UT OF OR BASED UPON THIS AGREEMENT,
THE OTHER TRANSACTION DOCUMENTS OR THE TRANSACTIONSONTEMPLATED HEREBY OR THEREBY MAY BE
INSTITUTED IN THE FEDERAL COURTS OF THE DISTRICT OFEXAS OR THE COURTS OF THE STATE OF TEXAS, AND
EACH PARTY IRREVOCABLY SUBMITS TO THE EXCLUSIVE JURSDICTION OF SUCH COURTS.

Section 10.04 Specific Performance. The parties agree that irreparable damage wouldrdtany provision of this Agreement
were not performed in accordance with the termedfeand that the parties shall be entitled to $pegerformance of the terms hereof, in
addition to any other remedy to which they aretletiat law or in equity.




Section 10.05 No Consequential Damages EXCEPT FOR THE INDEMNITY OBLIGATIONS RELATED TO
DAMAGES TO THIRD PARTIES, NEITHER PARTY SHALL BE IABLE TO THE OTHER FOR CONSEQUENTIAL DAMAGES,
INCLUDING INCIDENTAL, PUNITIVE DAMAGES, LOST PROFIB, LOST OPPORTUNITY DAMAGES OR OTHER SIMILAR FORM
OF DAMAGES.

Section 10.06 Pro Forma Exhibit . The parties acknowledge that certain exhibitetoeare noted as pro forma
and as such the parties shall use their best etfoffinalize the language in such exhibits attl®agays prior to closing. The parties agree the
language contained in such exhibits shall be sobatly the same as the pro forma versions. Busytl use reasonable efforts to accommc
requests from Seller’s lender for updates to tloef@rmma exhibits.

[SIGNATURES FOLLOW]




IN WITNESS WHEREOF, the parties hereto have catisisdAgreement to be executed as of the dateiristen above.

ENGLOBAL U.S., INC. FURMANITE AMERICA, INC.
By _/s/William A. Coskey By _/s/ Charles R. Cox
Name: William A. Coske Name: Charles R. Cc

Title: Chief Executive Office Title:  Authorized Signe

Exhibit A—Promissory Note and Parent Guaranty
Exhibit B—Bill of Sale

Exhibit C—Assignment and Assumption Agreement
Exhibit D—Limited Consent

Exhibit E—Transition Services Agreement




APPENDIX | - Definitions

The following terms have the meanings specifieteégrred to in thidrticle | :

“ Affiliate " of a Person means any other Person that directiydirectly, through one or more intermediariesntrols, is controlled
by, or is under common control with, such Persathatime of the execution of the Agreement. Térent“control” (including the terms
“controlled by” and “under common control with”) aes the possession, directly or indirectly, ofgbaver to direct or cause the direction of
the management and policies of a Person, whethaugh the ownership of voting securities, by carttia otherwise.

“ Business Day’ means any day except Saturday, Sunday or any délyeon which commercial banks located in the Un8&ates ar
authorized or required by Law to be closed for bess.

“ Code” means the Internal Revenue Code of 1986, as agtend
“ Confidentiality Agreement " means the Confidentiality Agreement, dated aSeftember 13, 2012 between Buyer and Seller.

“ Contracts ” means all legally binding written contracts, leasmortgages, licenses, instruments, notes, conanis, undertakings,
indentures and other agreements of the Business.

“ Disclosure Schedule$ means the Disclosure Schedules delivered by iSaid Buyer concurrently with the execution andveey/
of this Agreement.

“ Dollars or $” means the lawful currency of the United States.
“ Employees’ means those Persons employed by Seller who wddeettie Business immediately prior to the Closing.

“ Encumbrance” means any lien, pledge, mortgage, deed of teestyrity interest, charge, claim, easement, enhroant or other
similar encumbrance.

“ Governmental Authority ” means any federal, state, local or foreign gorreant or political subdivision thereof, or any agenc
instrumentality of such government or political division, or any arbitrator, court or tribunal afrapetent jurisdiction.

“ Governmental Order ” means any order, writ, judgment, injunction, degrstipulation, determination or award enteredryith
any Governmental Authority.

“ Hazardous Materials” means: (a) any material, substance, chemicateyproduct, derivative, compound, mixture, sdlglid,
mineral or gas, in each case, whether naturallymicg or man-made, that is hazardous, acutelyrdars, toxic, or words of similar import or
regulatory effect under Environmental Laws; anda(iy petroleum or petroleum-derived products, radadioactive materials or wastes,
asbestos in any form, lead or lead-containing raseurea formaldehyde foam insulation and polgadhhted biphenyls.




“ Intellectual Property " means any and all of the following in any juristitbn throughout the world: (a) trademarks and iserv
marks, including all applications and registratiansl the goodwill connected with the use of andisylimed by the foregoing; (b) copyrights,
including all applications and registrations, anatke of authorship, whether or not copyrightabt®;t{ade secrets and confidential know-how;
(d) patents and patent applications; (e) websites@ernet domain name registrations; and (fptder intellectual property and industrial
property rights and assets, and all rights, interasd protections that are associated with, sinoleor required for the exercise of, any of the
foregoing.

“ Law " means any statute, law, ordinance, regulatiole, mode, order, constitution, treaty, common l[pgment, decree, other
requirement or rule of law of any Governmental Aarity.

“ Losses’ means actual out-of-pocket losses, damageslitiabj costs or expenses, including reasonabteratys’fees, but excludin
punitive, incidental, consequential, special oiirect damages (such as loss of revenue, diminitiealue and any damages based on any tyy
of multiple).excluding punitive, incidental, consesptial, special or indirect damages (includingloérevenue, diminution in value and any
damages based on any type of multiple) from thandiefh excluding punitive, incidental, consequahtspecial or indirect damages (including
loss of revenue, diminution in value and any dammdgesed on any type of multiple) from the defimitio

“ Material Adverse Effect” means any event, occurrence, fact, condition ongddahat is materially adverse to the business|teesi
operations, financial condition or assets of theiBess which are a result of any of the Sellereastprior to closing.

“ Permits” means all permits, licenses, franchises, apps\althorizations and consents required to bermddrom Governmental
Authorities.

“ Permitted Encumbrances” means (a) liens for Taxes not yet due and payabhleing contested in good faith by appropriate
procedures; (b) mechanics’, carriers’, workmerépairmen’s or other like liens arising or incuriedhe ordinary course of business’ and (3)
liens on leased assets being assumed, specifiballyecurity interest held by StarGel in the Toahibpier.

“ Person” means an individual, corporation, partnershiptj@enture, limited liability company, Governmehfauthority,
unincorporated organization, trust, associatioatber entity.

“ Representative” means, with respect to any Person, any and ttbirs, officers, employees, consultants, findrewdaisors,
counsel, accountants and other agents of suchrRerso

“ Seller's Knowledge” or any other similar knowledge qualification meahe actual knowledge of the Sellers.

“ Taxes” means all federal, state, local, foreign and oith@rme, gross receipts, sales, use, productiomakmdem, transfer, franchis
registration, profits, license, lease, serviceyiseruse, withholding, payroll, employment, unenypi@nt, property, and personal property ta

“ Tax Return " means any return, declaration, report, claimrédund, information return or statement or othecudoent required to
be filed with respect to Taxes, including any schear attachment thereto, and including any amemdrthereof.

“ Transaction Documents’ means this Agreement, the Bill of Sale, the Assignt and Assumption Agreement, and the other
agreements, instruments and documents requiree delivered at the Closing.



EXHIBIT 21.1

SUBSIDIARIES OF REGISTRANT

ENGlobal U.S., Inc Incorporated in the State of Tex

ENGlobal Government Services, It Incorporated in the State of Tex

ENGIlobal Canada, ULC Incorporated under the Congsafict of Nova Scotia as an Unlimited
Liability Company

ENGlobal International, Inc. Incorporated in BsftiVirgin Islands under the BVI Business Companies
Act of 2004

ENGlobal Emerging Markets, In Incorporated in the State of Tex



EXHIBIT 31.1

Certification by the Chief Executive Officer Pursuant
to Section 302 of the Sarbanes-Oxley Act of 2002

I, William A. Coskey, certify that:

1. I have reviewed this report on Form 10-KEdfGlobal Corporation;

2. Based on my knowledge, this report does patain any untrue statement of a material factroit ¢o state a material fact necessar
make the statements made, in light of the circuntgta under which such statements were made, ntgadisg with respect to the per
covered by this report;

3. Based on my knowledge, the financial statemesnd other financial information included insthieport, fairly present in all matel
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4. The registrant's other certifying officer drate responsible for establishing and maintairdisglosure controls and procedures (as de
in Exchange Act Rules 13a-15(e) and 15d-15(e))iaretnal control over financial reporting (as defihin Exchange Act Rules 13&(f) anc
15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and praesdwr caused such disclosure controls and proesdo be designed under
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made known to u:
others within those entities, particularly duriig period in which this report is being prepared;

b) Designed such internal control over finanegborting, or caused such internal control ovearicial reporting to be desigr
under our supervision, to provide reasonable amsaraegarding the reliability of financial repodimand the preparation of financ
statements for external purposes in accordancegeitierally accepted accounting principles;

c) Evaluated the effectiveness of the regissatisclosure controls and procedures and presémtbés report our conclusions ab
the effectiveness of the disclosure controls amdgutures, as of the end of the period covered ibyrdiport based on such evaluat
and

d) Disclosed in this report any change in thgisteant's internal control over financial repogtithat occurred during the registra
most recent fiscal quarter (the registrant's fodisbal quarter in the case of an annual repord}t thas materially affected, or
reasonably likely to materially affect, the regasit's internal control over financial reportinggdan

5. The registrant's other certifying officer drithve disclosed, based on our most recent evatuat internal control over financial reportil
to the registrant's auditors and the audit commitfethe registrant's Board of Directors (or pesspearforming the equivalent functions):

Date:

a) All significant deficiencies and material Waasses in the design or operation of internalrobotwer financial reporting which &
reasonably likely to adversely affect the registsaability to record, process, summarize and rtefreaincial information; and

b) Any fraud, whether or not material, that inwes management or other employees who have disatti role in the registran
internal control over financial reporting.

April 15, 2013 /s/ William A. Coskey

William A. Coskey
Chief Executive Office




EXHIBIT 31.2

Certification by the Chief Financial Officer Pursuant
to Section 302 of the Sarbanes-Oxley Act of 2002

I, Mark A. Hess, certify that:

1. I have reviewed this report on Form 10-KEdfGlobal Corporation;

2. Based on my knowledge, this report does patain any untrue statement of a material factroit ¢o state a material fact necessar
make the statements made, in light of the circuntgta under which such statements were made, ntgadisg with respect to the per
covered by this report;

3. Based on my knowledge, the financial statemesnd other financial information included insthieport, fairly present in all matel
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4. The registrant's other certifying officer drate responsible for establishing and maintairdisglosure controls and procedures (as de
in Exchange Act Rules 13a-15(e) and 15d-15(e))iaretnal control over financial reporting (as defihin Exchange Act Rules 13&(f) anc
15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and praesdwr caused such disclosure controls and proesdo be designed under
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made known to u:
others within those entities, particularly duriig period in which this report is being prepared;

b) Designed such internal control over finanegborting, or caused such internal control ovearicial reporting to be desigr
under our supervision, to provide reasonable amsaraegarding the reliability of financial repodimand the preparation of financ
statements for external purposes in accordancegeitierally accepted accounting principles;

c) Evaluated the effectiveness of the regissatisclosure controls and procedures and presémtbés report our conclusions ab
the effectiveness of the disclosure controls amdgutures, as of the end of the period covered ibyrdiport based on such evaluat
and

d) Disclosed in this report any change in thgisteant's internal control over financial repogtithat occurred during the registra
most recent fiscal quarter (the registrant's fodisbal quarter in the case of an annual repord}t thas materially affected, or
reasonably likely to materially affect, the regasit's internal control over financial reportinggdan

5. The registrant's other certifying officer drithve disclosed, based on our most recent evatuat internal control over financial reportil
to the registrant's auditors and the audit commitfethe registrant's Board of Directors (or pesspearforming the equivalent functions):

Date:

a) All significant deficiencies and material Waasses in the design or operation of internalrobotwer financial reporting which &
reasonably likely to adversely affect the registsaability to record, process, summarize and rtefreaincial information; and

b) Any fraud, whether or not material, that inwes management or other employees who have disatti role in the registran
internal control over financial reporting.

April 15, 2013 /s/ Mark A. Hes¢

Mark A. Hess
Chief Financial Office




EXHIBIT 32.1

Certification by the Chief Executive Officer Pursuant to 18 U. S. C. Section 1350,
as Adopted Pursuant to Section 906 of the Sarban€xley Act of 2002

Pursuant to 18 U. S. C. Section 1350, I, WilliamGuskey, hereby certify that, to my knowledge, Amnual Report on Form 1R-of
ENGlobal Corporation for the fiscal year ended Deber 29, 2012 (the “Reportfully complies with the requirements of Sectiond)36i
Section 15(d) of the Securities Exchange Act of413$d that the information contained in the Refairty presents, in all material respe
the financial condition and results of operatiohENGlobal Corporation.

Date: April 15, 2013 /s/ William A. Coskey

William A. Coskey
Chief Executive Office

This certification accompanies this Report on FAOG¥K pursuant to Section 906 of the Sarba@etey Act of 2002 and shall ni
except to the extent required by such Act, be deéifited by the Company for purposes of Section Léhe Securities Exchange Act of 19
as amended (the “Exchange ActSuch certification will not be deemed to be incogted by reference into any filing under the SemsiAc
of 1933, as amended, or the Exchange Act, excapetextent that the Company specifically incorpesat by reference.



EXHIBIT 32.2

Certification by the Chief Financial Officer Pursuant to 18 U. S. C. Section 1350,
as Adopted Pursuant to Section 906 of the Sarban€xley Act of 2002

Pursuant to 18 U. S. C. Section 1350, |, Mark Ass$jehereby certify that, to my knowledge, the ArdriReport on Form 10 of
ENGlobal Corporation for the fiscal year ended Deber 29, 2012 (the “Reportfully complies with the requirements of Sectiond)36i
Section 15(d) of the Securities Exchange Act of413$d that the information contained in the Refairty presents, in all material respe
the financial condition and results of operatiohENGlobal Corporation.

Date: April 15, 2013 /sl Mark A. Hes:
Mark A. Hess
Chief Financial Office

This certification accompanies this Report on FAOG¥K pursuant to Section 906 of the Sarba@etey Act of 2002 and shall ni
except to the extent required by such Act, be deifited by the Company for purposes of Section Léhe Securities Exchange Act of 19
as amended (the “Exchange ActBuch certification will not be deemed to be incogted by reference into any filing under the SemsgiAc
of 1933, as amended, or the Exchange Act, excapetextent that the Company specifically incorpesat by reference



