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ABOUT THE COVER

With the acquisition of The IT Group, Inc. (now Shaw Environmental 

& Infrastructure, Inc.) in 2002, Shaw significantly expanded its core

capabilities to ensure that we can deliver more services to more

customers in more industry sectors than ever. The strengths of Shaw

Environmental & Infrastructure include facilities management and

infrastructure, solid waste and environmental management, and real

estate restoration. Beyond that, its experience in a variety of biological,

chemical, and terrorism response specialties—such as the highly-

publicized anthrax cleanup—establishes Shaw as a strong competitor

in the emerging homeland security sector. The acquisition also 

fits well with our traditional expertise, and effectively complements

a growing diversity in the power sector that extends far beyond

engineering, procurement, and construction of natural gas-fired

greenfield plants. Taken collectively, this all means that no matter how

difficult the issue or how great the potential opportunity, we believe

Shaw can handle it.



The Shaw Group Inc. is a leading global provider of

comprehensive services to the power, process, and

environmental and infrastructure industries. Shaw is

a vertically-integrated provider of comprehensive

engineering, procurement, pipe fabrication, con-

struction and maintenance services to the power and

process industries. Shaw is also a leader in the envi-

ronmental, infrastructure and homeland defense mar-

kets providing consulting, engineering, construc-

tion, remediation and facilities management serv-

ices to governmental and commercial customers.

The Company is headquartered in Baton Rouge,

Louisiana with offices and operations in North

America, South America, Europe, the Middle

East and the Asia-Pacific region and

employs approximately 17,000 people.



F I N A N C I A L H I G H L I G H T S

Years Ended August 31,

(In thousands, except per share data) 2002 2001 2000

Operating Results

Total Revenues $3,170,696 $1,538,932 $ 762,655

Gross Profit 327,626 246,616 127,076

Income Before Extraordinary Item and Cumulative 

Effect of Change in Accounting Principle 98,367 61,212 30,383

Income per Diluted Share Before Extraordinary Item 

and Cumulative Effect of Change in Accounting 

Principle (1) 2.26 1.46 0.99

Balance Sheet Data

Total Assets $2,304,200 $1,701,854 $1,335,083

Working Capital 377,884 521,044 102,786

Short-Term Debt 6,354 8,587 30,251

Long-Term Debt 522,147 512,867 254,965

Shareholders’ Equity 692,257 598,393 377,275

Number of Shares Outstanding 

at Year End (1) 40,842 41,012 35,402

(1) Fiscal year ended August 31, 2000 has been restated to reflect the effect of the December 2000 two-for-one stock split of the
Company’s Common Stock.
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In 2002, The Shaw Group continued to prove that we can

effectively handle the challenges posed by a changing mar-

ket and economy. We illustrated the ability to anticipate

opportunities, adjust to differing environments, and find

ways to overcome potential obstacles in order to achieve a

strong operational and financial performance.

Shaw has a tradition of converting uncertain situations

into success, and 2002 was no exception. We diversified

our portfolio of services in a number of key ways that

enhanced stability despite an erratic economy and a down-

turn in some segments of the power industry:

■ The acquisition of The IT Group, Inc. greatly strength-
ened our competitive position in the environmental and
infrastructure sector, adding broad new skills and serv-
ices and helping us to gain a foothold in the homeland
security market.

■ We continued to capitalize on our power sector capabil-
ities beyond engineering, procurement, and construc-
tion of natural gas-fired greenfield plants, allowing us to
capture new clean-air, maintenance, and re-powering
projects.

■ We continue to expand our presence in China making it
possible for us to take greater advantage of the growing
process sector in the world’s largest emerging market.

The results of these successes speak for themselves. We

had a record-breaking year for revenues and profits, and

finished 2002 well-positioned to compete in multiple mar-

kets and sectors.

Financial Highlights

For the year ending August 31, 2002, we realized a 61 per-

cent increase in earnings to $98.4 million, or $2.26 per

diluted share. This compares with earnings of $61.0 mil-

lion, or $1.46 per diluted share for the year ended August

31, 2001. Sales increased 106 percent to more than $3.2

billion, compared with $1.5 billion for fiscal year 2001.

Our backlog totaled $5.6 billion at year-end, compared

with $4.5 billion at the end of fiscal 2001, and reflects our

growing diversity of services. Power-related projects make

up 48 percent of the backlog—including 21 percent in

nuclear and 18 percent in fossil-fuel Engineering, Procure-

ment and Construction (EPC). Environmental and infra-

structure represented 41 percent of the backlog followed by

process industries at 9 percent. Domestic backlog is 91 per-

cent of the total. We expect to work off approximately $2.6

billion, or 47 percent of the total backlog in fiscal 2003.

Achievements

This historic financial performance and our continuing

operational excellence confirmed that Shaw’s strategy,

resources, and extensive capabilities are delivering optimal

value to shareholders and customers, and enabling us to

seize multiple opportunities for growth.

Record-Breaking Financial Performance. In 2002, we 

generated more profits and revenue than in any other year

in our history. This is largely because we have stressed 

S H A R E H O L D E R S ’  L E T T E R
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prove that we can effectively handle the challenges posed 

by a changing market and economy. 



sound fundamentals, managed risk well, and successfully

handled challenges from the market and the economy.

This record-breaking financial performance has also

enabled us to maintain a strong balance sheet. At fiscal

year end, we had no net debt (debt less cash, cash equiva-

lents, and marketable securities). Including marketable

securities, our cash position exceeded $550 million. This

allows us to be more opportunistic, increases our options,

and provides the flexibility necessary to acquire assets and

values during difficult economic times. Just as important,

it ensures that our decision-making focuses on the long-

term interests of the Company rather than addressing

short-term issues with temporary solutions.

Acquisition of The IT Group, Inc. Shaw’s ability to han-

dle a greater range of issues for more customers in more

industries was strengthened significantly by our acquisition

of The IT Group. The transaction gives us the ability to

provide a comprehensive range of services, including

diversified environmental consulting, engineering, con-

struction, remediation, brownfield redevelopment, and

facilities management. It has the added benefit of helping

us secure government contracts, which we believe will

produce stable long-term business. And it makes us 

an important player in the homeland security sector, 

as evidenced by our key role in the highly-publicized

anthrax cleanups.

The advantages of the acquisition were immediate, as the

new Shaw Environmental & Infrastructure division has

already won more contracts than we originally estimated.

These included two significant projects: A job with the

Department of Energy’s Los Alamos National Laboratory

to provide extensive maintenance services for non-

nuclear, special-use, and non-hazardous facilities; and a

contract to provide public works operations and mainte-

nance for three U.S. Army sites in Alaska.

Strong Presence in China. Stone & Webster, Inc. signed a

contract to provide design, engineering, and construction

services for two new ethylene furnaces that will double the

capacity of Lanzhou Petrochemical in Xigu. This and

other achievements in the country reinforce our strategy

for geographic diversity and create additional opportuni-

ties to provide even more services to China’s high-growth

process sector.

Continued Diversity in the Power Sector. Although new

plant construction activity in the power market softened

during 2002, we were able to shift our focus to capture

maintenance, retrofit, and emissions cleanup work. 

We won one of the largest contracts ever awarded by 

Tennessee Valley Authority Nuclear, an $820 million job

to provide maintenance modifications and construction

services at its Brown’s Ferry nuclear facility. Additionally,
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we completed a scrubber retrofit in Centralia, Washington,

and a re-powering project in Minnesota in which we

replaced an older coal-burning system with new gas-fired

technology that reduces emissions and improves plant effi-

ciency. Our success on these two projects quickly estab-

lished Shaw as a major competitor for similar work, and

will help shield us from the effects of a slowdown in new

gas-fired plant EPC activity.

Looking Ahead

The achievements of 2002 provided yet another corner-

stone in our foundation for the future. As we look to 2003

and beyond, we expect to see growth within the power

sector in clean air and re-powering projects, and in the

environmental, infrastructure and homeland security sec-

tors. With the creation of a new global maintenance unit,

we also expect to create an established base of business in

this arena as well.

Internationally, we will expand our process business in

China. We are already building the largest ethylene 

project in that country, and our diversity of services will

enable us to further cross-market our capabilities in a way

that allows Shaw to capture more revenue opportunities

and further strengthen our presence in China.

Company-wide, we will execute our business plan with 

the same focus and commitment that produced record

results in 2002. We will identify and eliminate unnecessary

expenses and operate as efficiently as possible. We will

maintain our focus on bringing more to the bottom line

and continue to create opportunities for upward growth in

earnings and cash flow.

Finally, we will do what we do best: be as flexible, adapt-

able, and agile as possible. We will anticipate markets,

changes, and challenges, and be alert to any opportunities

that deliver greater value to customers and shareholders. If

the business climate becomes more volatile, we will

respond as we have always responded—quickly, resource-

fully, decisively, and strategically.

But no matter how much the world, the market, or the

economy may change, we believe Shaw can handle it.

Over the years, we have consistently profited from change

by turning it to our advantage. And we are confident that

with our business plan, team, and vision, we will maintain

and build upon that success far into the future.

J. M. Bernhard, Jr.

Chairman of the Board,
President and Chief Executive Officer
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SHAW CAN HANDLE IT.

Since its founding, The Shaw Group has con-
sistently met challenges and captured opportuni-
ties. When market conditions changed, Shaw has
had the flexibility to change with them. When
possible new and expanded lines of business
emerged, Shaw quickly and effectively marshaled
the resources necessary to maximize their poten-
tial. As a result, the Company has created share-
holder value and customer confidence by proving
repeatedly, Shaw can handle it.
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A TRADITION
O F  O V E R C O M I N G  C H A L L E N G E S  A N D  D E L I V E R I N G  R E S U LT S

Shaw’s ability to overcome challenges while still delivering superior results can be traced to its roots.

When the Company was founded in the 1980’s, domestic power plant construction was down and the

overall energy business was uncertain. The impact on pipe fabrication was significant, as inventories rose,

prices declined, and the industry searched for better ways to improve efficiency and restore profitability.

Rather than simply trying to survive in this climate, Shaw implemented a future-looking, dual-track 

strategy that would establish a foundation for near- and long-term success. First, the Company acquired

smaller firms whose experience would open the door to lucrative international contracts and provide 

a revenue stream to counter the soft U.S. market. Second, it applied newer, more modern production

technologies that enabled pipe to be mass-fabricated at lower costs.

The benefits of this strategy were immediate, as Shaw found success providing piping systems to emerging

markets in Asia and South America. As this international presence grew, however, Shaw never lost sight

of the U.S. market. Early on, the Company saw that the trend toward deregulation would create the need

for more efficient, less costly plants. So when the domestic power sector rebounded, Shaw was ready.

With an agility and decisiveness that would become a hallmark of its performance, the Company quickly

shifted its focus to capture opportunities in this booming market. It was a strategy that would produce

impressive results—financially as well as operationally—in years to come.
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As its performance grew consistently stronger during this period, Shaw still recognized the potential risk

of limiting itself to a single segment of a single industry. The Company understood the need for further

diversity within and beyond the power sector, and acted with vision and purpose. In 2000, Shaw 

purchased Stone & Webster, which added premier engineering services and a strong worldwide presence

in the nuclear, process, and environmental and infrastructure industries. Two years later, the acquisition

of The IT Group has brought Shaw an even more comprehensive range of environmental and infrastruc-

ture expertise, including a significant presence in the growing homeland security sector.

This ability to adjust, and to continually be in the right market at the right time with the right strategy,

has made Shaw what it is today: a leading global provider of comprehensive services to the power, process,

and environmental and infrastructure industry sectors. The Company has shown reliable, consistent

increases in profits and revenues since being founded in 1987—including a best-ever performance 

in 2002—and has earned a Top 25 ranking in Fortune Magazine’s list of the nation’s 100 leading 

growth companies.
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THREE KEYS
T O  S U C C E S S

Shaw’s ability to handle any challenge and succeed in any environment is in part due to three critical

factors: A spirit of entrepreneurialism, sound risk management, and vertical integration.

Even as the Company emerged as a global leader, it still maintained a set of operational characteristics

that are uncommon among large corporations. This is a nimble, responsive organization that possesses

a top-to-bottom sense of urgency, stays focused on execution, and is not afraid to do things differently.

Management is engaged at all levels. If an issue needs attention, Shaw responds quickly and in a 

manner designed to generate a “win-win” outcome. Shaw believes its philosophy has produced strong,

lasting relationships with customers that are based on trust, confidence, and dependability. Just as

important, many believe it has earned Shaw a worldwide reputation as a company that keeps its prom-

ises and does business the right way from beginning to end.

Complementing Shaw’s entrepreneurial approach is an exceptional capacity for pursuing action-

oriented strategies without losing sight of potential risks. The Company remains fiscally conservative

and stresses the fundamentals. As opportunities arise, it weighs the upside against the downside with

clear-eyed objectivity before committing to any action. This ability to effectively identify and assess

opportunities assures that decisions are based on sound business principles rather than emotions, and we

believe this will enable Shaw to manage, grow, and prosper even during uncertain economic and mar-

ket conditions.

Finally, Shaw has recognized the value of vertical integration, and is capable of delivering a broader

portfolio of services to the process and power industries. This allows Shaw’s customers to do business 

with a single contractor—thus helping them remove costs from their projects—and gives Shaw the

opportunity to perform more turnkey work. It also provides the Company with multiple points of entry

on a job, enabling Shaw to come in at one level and then cross-market and expand its role to add more

responsibilities and generate additional revenues.

10



11



DIVERSITY
I N  T H E  P OW E R  S E C T O R

While the surge in power plant construction was fueling Shaw’s growth at the turn of the century, the

Company began to shape a strategy designed to pursue and capture opportunities beyond EPC work. 

The approach proved both effective and prescient, as it broadened Shaw’s capabilities within the power

sector considerably. Today, only 18 percent of the Company’s backlog is in new gas-fired EPC projects.

The acquisition of Stone & Webster (S&W) in 2000 was a key milestone in this process. S&W is a world

leader in providing engineering, procurement, construction, and maintenance support to the nuclear

industry. It has more than 40 years of experience, and has provided technical services to 95 percent of all

U.S. nuclear plants. This expertise, which spans more than 20 countries, has helped Shaw earn significant

new work, including an $820 million contract with the Tennessee Valley Authority in 2002. The TVA

project is for maintenance, modification, and construction services for the start-up of its Brown’s Ferry

nuclear facility, and is one of the largest contracts ever awarded by TVA Nuclear.

Shaw also acquired Power Technologies, Inc. (PTI) in the Stone & Webster transaction, enabling 

it to provide new, value-added products and services to the sector. PTI recently received a patent for 

a real-time monitoring system that lets utilities know precisely how much electricity can flow over a 

12



transmission line. This technology allows some of our customers to get more capacity on a single line

while maintaining high reliability and safety, thus reducing the need for costly new installation.

Additionally, PTI offers a comprehensive software package for analyzing and optimizing electric power

systems that is currently being used by more than 650 customers worldwide.

The decision to supplement rather than rest on its traditional strengths has created great potential for

Shaw in two other growth areas: providing and installing equipment that enables power plants to meet

stricter clean-air standards; and replacing existing boilers and components in coal-fired plants with more

energy-efficient gas-turbine technology. The latter segment, known as re-powering, improves efficiency,

reduces emissions, eliminates the difficulties of siting a new greenfield plant, and makes the facilities more

cost-competitive for their owners.

In 2002, the Company made significant progress in both markets. Shaw undertook a clean-air project 

that involved construction and installation of two flue gas desulphurization scrubbers at a utility’s coal-

fired plant in Washington State. It also completed the re-powering of a unit in Minnesota, converting

two coal boilers to natural gas and helping the customer provide a dependable flow of electricity with

minimal environmental impact. These successes quickly established Shaw as a leader in the clean-air and

re-powering business, and a top-tier competitor for additional projects.
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Shaw’s acquisition of Stone & Webster provided the Company a foothold in the environmental and 

infrastructure sector. With the addition of The IT Group in 2002, that foothold grew substantially 

and brought even more diverse capabilities and a broader client base to the Company.

The expanded Shaw Environmental & Infrastructure unit (Shaw E & I) provides engineering and 

construction services for multiple U.S. government agencies including:

■ Toxic, hazardous, and radiological waste services that restore environmentally impaired sites to safe 
and productive use;

■ Federal facilities cleanup;

■ Monitoring and testing at nuclear sites;

■ Unexploded ordnance disposal;

■ Chemical demilitarization;

■ Site assessment, remediation, operations and maintenance and closure; and

■ Liability transfers through a new product in the marketplace, Shaw Insured Environmental Liability
Distribution� or “Shield�.”

This deep expertise has earned Shaw E & I a Top 10 ranking among environmental firms by Engineering

News-Record, and elevated it to one of the nation’s top five remediation services and consulting firms.

While Shaw E & I can now deliver total solutions to a wide range of public and private sector clients, it

is already having a profound impact on the Company’s ability to compete for and win government work.

For example, Shaw E & I will provide site services work as part of a joint venture at the U.S. Department

of Energy’s Los Alamos National Laboratory under a five-year contract. Additionally, Shaw E & I won a

five-year contract to provide facilities maintenance at three U.S. Army sites in Alaska: Ft. Richardson, 

NEW OPPORTUNITIES
I N  T H E  E N V I R O N M E N TA L  &  I N F R A S T R U C T U R E  S E C T O R
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Ft. Wainwright; and a recreation center in Seward. These awards represent a critical step in the

Company’s strategy to effectively pursue facilities management and maintenance business, and affirm its

status as an emerging leader in the government sector for all services provided by The Shaw Group.

But perhaps one of the biggest potential growth opportunities open to the environmental and infrastruc-

ture unit is homeland security. Shaw participated in the anthrax cleanups in the Washington, D.C. area,

and now combines the traditional strengths of Stone & Webster with the added capabilities of

Shaw E & I to offer a complete range of security-related services:

■ Biological and chemical threat planning and training;

■ Emergency response and decontamination of government and commercial entities;

■ Biological agent detection and counter-biological agent mail processing;

■ Blast protection engineering for offices and nuclear plants;

■ Nuclear plant security planning, training, and operations and maintenance;

■ Terrorism and natural disaster emergency response;

■ Vulnerability assessment, preparation, and remedial design and construction; and

■ Rapid response and event systems management and technologies.

The purchase of The IT Group diversified Shaw’s portfolio in other ways as well. The Company’s

LandBank subsidiary is a national leader in the acquisition, restoration, and redevelopment of environ-

mentally impaired real estate, and has propelled Shaw into a strong competitive position in the growing

brownfield redevelopment market. Other subsidiaries of The IT Group have given Shaw E & I even more

expansive capabilities, including facilities management, infrastructure, and privatization services for the

military and commercial businesses; wastewater treatment and transportation; and solid-waste management.
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READY TO GROW
W I T H  T H E  P R O C E S S  S E C T O R

While the process sector has been relatively flat in recent years, a general turnaround in the petrochemi-

cal and refining industries is expected to increase capital expenditures by the major participants in the

industry in 2003 and 2004. With Stone & Webster’s long-standing competency in the sector, and Shaw’s

history of quickly shifting its focus to profitable markets, the Company is poised to take advantage of the

anticipated growth.

Shaw is recognized globally as a leader in providing sophisticated technology for the industry’s two 

critical anchors, ethylene and fluidized catalytic cracking (FCC). Since 1990, more than 40 percent of

the world’s added ethylene capacity has been based on Stone & Webster technology, and S&W has been

awarded 24 of the 36 residue FCC units that have been built to date or are under construction.

The Company now plans to build upon this technology position by “filling in the middle” and providing

more services that enable it to capture more of the cost of a plant. This strategy is similar to the one

it employed in the power sector, in which Shaw developed expertise in design, engineering, and con-

struction, allowing it to turnkey entire projects, eliminate the middleman, and save customers time 

and money.

As part of this effort, Shaw hopes to capitalize on its superior ethylene technology to leverage construc-

tion work. By also providing maintenance services to chemical and petrochemical plants—and cross-selling

its extensive capabilities—Shaw will capture a broader range of opportunities in the process sector and

create additional revenue opportunities.
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Shaw’s commitment to grow and prosper outside the U.S. market—and outside the power sector—is 

further demonstrated by its achievements in China. Building upon Stone & Webster’s 25 years of expe-

rience in the country, Shaw has the respect and relationships that are essential to compete effectively 

in the region. Moreover, its technological superiority and vertical integration bring an added dimension

to the Company’s presence, and gives it the ability to meet China’s strict demands for high-quality, 

high-value services. This puts Shaw in a strong position to profit in China, which is predicted to be a

dynamic market for the next 10 to 20 years.

The first phase of this activity has been on the process side. It is estimated that China will double its 

ethylene capabilities in the next eight years, and the major U.S. petrochemical companies are building

facilities there. So once again, Shaw’s foresight and ability to identify profitable markets has placed the

Company at the center of a high-growth sector in a high-growth region. Additionally, new and existing

project work is likely to create opportunities beyond the process sector—including infrastructure and

power generation—that will further solidify its competitive advantages.

To illustrate the success of Shaw’s strategy of geographic diversity, in February, Stone & Webster won a

contract from Lanzhou Petrochemical, a subsidiary of PetroChina, to provide the process design package,

basic engineering design, and construction and commissioning technical services for two ethylene furnaces.

A Worldwide Presence

Shaw’s ongoing ability to adjust, adapt, and make the right decisions at the right times has enabled it 

to remain strong and profitable despite volatile economic and market conditions. Today, the Company

has built a worldwide presence that can deliver more capabilities to more industry sectors and markets

than ever. With its combination of visionary leadership, remarkable agility, and diverse superior services,

Shaw remains in an excellent position to continue handling change and challenge in a way that brings

maximum value to customers and shareholders alike.

GEOGRAPHIC
D I V E R S I T Y
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The following table presents, for the periods and as of the dates indicated, selected statement of income data and balance
sheet data of the Company on a consolidated basis. The selected historical consolidated financial data for each of the three
fiscal years in the period ended August 31, 2002 presented below has been derived from the Company’s audited consolidated
financial statements. Such data should be read in conjunction with the Consolidated Financial Statements of the Company
and related notes thereto included elsewhere in this Annual Report and in “Management’s Discussion and Analysis of
Financial Condition and Results of Operations.”

Year Ended August 31,

2002 2001 2000 1999 1998
(In thousands, except per share amounts) (2) (3) (4) (5)

Consolidated Statements of Income
Revenues $3,170,696 $1,538,932 $ 762,655 $494,014 $501,638

Income from continuing operations $ 98,367 $ 61,212 $ 30,383 $ 18,121 $ 16,232

Basic income per common share before 
extraordinary item and cumulative effect 
of change in accounting principle (1) $ 2.41 $ 1.53 $ 1.03 $ 0.76 $ 0.65

Diluted income per common share before 
extraordinary item and cumulative effect 
of change in accounting principle (1) $ 2.26 $ 1.46 $ 0.99 $ 0.73 $ 0.63

Consolidated Balance Sheets
Total assets $2,304,200 $1,701,854 $1,335,083 $407,062 $389,844

Long-term debt and capital lease 
obligations, net of current maturities $ 522,147 $ 512,867 $ 254,965 $ 87,841 $ 91,715

Cash dividends declared per common share $ — $ — $ — $ — $ —

(1) Earnings per share for fiscal 2000, 1999 and 1998 have been restated to reflect the effect of the December 2000 two-for-one stock split of the Company’s
Common Stock.

(2) Includes the acquisition of certain assets of the IT Group and PsyCor Inc. in fiscal 2002. (See Note 4 of Notes to Consolidated Financial Statements.)
(3) Includes the acquisition of certain assets of Scott, Sevin & Schaffer, Inc. and Technicomp, Inc. in fiscal 2001. (See Note 4 of Notes to Consolidated

Financial Statements.)
(4) Includes the acquisitions of certain assets of Stone & Webster and PPM Contractors, Inc. in fiscal 2000. (See Note 4 of Notes to Consolidated Financial

Statements.)
(5) Includes the acquisitions of certain assets of Prospect Industries plc, Lancas, C.A., Cojafex B.V. and Bagwell Brothers, Inc. in fiscal 1998.
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The following analysis of the financial condition and results of operations of the Company should be read in conjunction
with the Company’s Consolidated Financial Statements, including the notes thereto.

General

The Company has three operating segments: Integrated EPC (engineering, procurement and construction—“EPC”) Services,
Environmental & Infrastructure, and Manufacturing and Distribution.

Integrated EPC Services
The Integrated EPC Services segment provides a range of design and construction related services, including design, engi-
neering, construction, procurement, maintenance, piping system fabrication, and consulting services primarily to the power
generation and process industries.

Environmental & Infrastructure
The Environmental & Infrastructure segment provides services which include the identification of contaminants in soil, air
and water and the subsequent design and execution of remedial solutions. The Company also provides project and facilities
management capabilities and other related services to non-environmental civil construction, watershed restoration and the
outsourcing privatization markets.

Manufacturing and Distribution
The Manufacturing and Distribution segment manufactures and distributes specialty stainless, alloy and carbon steel pipe
fittings. These fittings include elbows, tees, reducers and stub ends.

Comments Regarding Future Operations

Historically, the Company has used acquisitions to pursue market opportunities and to augment or increase existing capabili-
ties, and plans to continue to do so. However, all comments concerning the Company’s expectations for future revenue and
operating results are based on the Company’s forecasts for its existing operations and do not include the potential impact of
any future acquisitions.

Critical Accounting Policies and Related Estimates That Have 
a Material Effect on the Company’s Consolidated Financial Statements

Set forth below is a discussion of the accounting policies and related estimates that the Company believes are the most criti-
cal to understanding its consolidated financial statements, financial condition, and results of operations and which require
complex management judgments, uncertainties and/or estimates. Information regarding the Company’s other accounting
policies is included in the Notes to Consolidated Financial Statements.

Engineering, Procurement and Construction Contract Revenue Recognition and Profit and Loss Estimates
A substantial portion of the Company’s revenue from both the Integrated EPC Services and Environmental & Infrastructure
segments is derived from engineering, procurement and construction contracts. The contracts may be performed as stand-
alone engineering, procurement or construction contacts or as combined contracts (i.e., one contract that covers engineering,
procurement and construction or a combination thereof). The Company utilizes accounting principles set forth in American
Institute of Certified Public Accountants (“AICPA”) Statement of Position 81-1—“Accounting for Performance of
Construction-Type and Certain Production-Type Contracts” and other applicable accounting standards to account for its
long-term contracts. The Company recognizes revenue for these contracts on the percentage-of-completion method, usually
based on costs incurred to date, compared with total estimated contract costs. Most of the Company’s contracts are cost-
reimbursable. Revenues from cost-plus-fee contracts are recognized on the basis of costs incurred during the period plus the
fee earned. Profit incentives are included in revenues when their realization is reasonably assured.

Provisions for estimated losses for uncompleted contracts are made in the period in which such losses are identified.
The cumulative effect of other changes to estimated contract profit and loss, including those arising from contract penalty
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provisions such as liquidated damages, final contract settlements, warranty claims and reviews performed by customers, are
recognized in the period in which the revisions are identified. To the extent that these adjustments result in a reduction or
elimination of previously reported profits, the Company would report such a change by recognizing a charge against current
earnings, which might be significant depending on the size of the project or the adjustment. An amount equal to the costs
attributable to yet to be approved change orders and claims is included in the total estimated revenue when it is probable they
will result in additional contract revenue and the amount can be reasonably estimated. Profit from such change orders and
claims is recorded in the year such amounts are resolved.

As is common to the construction industry and inherent in the nature of the Company’s contracts, it is possible that there
will be future (and currently unknown) significant adjustments to the Company’s currently estimated contract revenues, costs
and gross margins for contracts currently in process, particularly in the latter stages of the contracts. These future adjustments
could, depending on either the magnitude of the adjustments and/or the number of contracts being completed, materially (pos-
itively or negatively) affect the Company’s operating results in an annual or quarterly reporting period. Such future adjustments
are, in the opinion of the Company’s management, most likely to occur as a result of, or be affected by, the following factors in
the application of the percentage-of-completion accounting method (discussed above) for the Company’s contracts.

A. Revenues and gross margins from cost-reimbursable, long-term contracts can be significantly affected by contract incentives/penalties

that may not be known or recorded until the latter stages of the contracts. Substantially all of the Company’s revenues from
cost-reimbursable contracts are based on costs incurred plus the fee earned (before unrealized incentives/penalties). The
application of the Company’s revenue recognition practices for these types of contracts usually results in the Company
recognizing revenues ratably with a consistent gross profit margin with the occurrence of costs and construction progress
during most of the contract term.

The Company’s cost-reimbursable contracts are generally structured as either target-cost or cost-plus contracts.
Target-cost contracts contain an incentive/penalty arrangement in which the Company’s fee is adjusted, within certain
limits, for cost underruns/overruns to an established (target) price, representing the Company’s estimated cost and fee
for the project. Cost-plus contracts reimburse the Company for all of its costs, but generally limit the Company’s fee to
a fixed percentage of costs or to a certain specified amount. Usually, target-cost contracts are priced with higher fees
than cost-plus contracts because of the uncertainties relating to an adjustable fee arrangement. Additionally, both the
target-cost and cost-reimbursable contracts frequently have other incentive and penalty provisions for such matters as
schedule, liquidated damages and testing or performance results.

Generally, the penalty provisions for the Company’s cost-reimbursable contracts are “capped” to limit the
Company’s monetary exposure to a portion of the contract gross margin. Although the Company believes it is unlikely
that it could incur losses or lose all of its gross margin on its cost-reimbursable contracts, it is possible for penalties to
reduce or eliminate previously recorded profits. The incentive/penalty provisions are usually finalized as contract change
orders either subsequent to negotiation with or verification by, the Company’s customers.

In most situations, the amount and impact of incentives/penalties are not, or cannot be, determined until the
latter or completion stages of the contract, at which time the Company will record the adjustment amounts on a cumu-
lative, catch-up basis.

B. The accuracy of gross margins from fixed-price contracts is dependent on the accuracy of cost estimates and other factors. The
Company has a limited number of fixed-price contracts, most of which were entered into on a negotiated basis. 
The Company also has fixed-price contacts that were awarded based on competitive bids.

The accuracy of the gross margins the Company reports for fixed-price contracts is dependent upon various judg-
ments it makes with respect to its contract performance, its cost estimates, and its ability to recover additional contract
costs through change orders or claims. Further, many of these contracts also have incentive/penalty provisions.
Generally, the amount and impact of these incentives/penalties are not, or cannot be, determined until the latter or
completion stages of the contract.

The Company recognizes adjustments to the gross margin on fixed-priced contracts for changes in its cost esti-
mates, finalization of incentives/penalties, and other similar charges on a cumulative, catch-up method, when such
adjustments are known or probable.

The revenue recognition policies related to the Company’s fabrication contracts, consulting services, and pipe fittings
and manufacturing operations are described in the accompanying Notes to Consolidated Financial Statements. Because of the
nature of the contracts and related work, estimates and judgments usually do not play as important a role in the determina-
tion of revenue and profit and loss for these services as they do for the engineering, procurement and construction contracts.
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Allowance for Doubtful Accounts
The Company maintains an allowance for doubtful accounts related to estimated losses that could result from the inability of
its customers to make required payments. The Company records, generally as a reduction to income, additions to the
allowance for doubtful accounts based on management’s assessment of a specific customer’s inability to meet its financial obli-
gations, and the balance of the allowance for doubtful accounts reduces the recognized receivable to the net amount the
Company believes will be ultimately collected. If the financial condition of the Company’s customers were to deteriorate
resulting in an impairment of their ability to make payments, further additions to the allowance for doubtful accounts, which
would reduce the Company’s earnings, may be required. These increases to the allowance for doubtful accounts could be sig-
nificant, given i) the size of certain of the Company’s EPC contracts and ii) the fact that the Company could perform a sub-
stantial amount of unreimbursed work on significant projects prior to the customer notifying the Company it will not pay the
amounts due. (Also see Note 14 of Notes to Consolidated Financial Statements.)

Acquisitions—Fair Value Accounting and Goodwill Impairment
Goodwill represents the excess of the cost of acquired businesses over the fair market value of their identifiable net assets.
The Company’s goodwill balance as of August 31, 2002 was approximately $499 million, most of which related to the
Stone & Webster and IT Group acquisitions. (See Note 4 and Note 8 of Notes to Consolidated Financial Statements.)

In the first quarter of fiscal 2002, the Company adopted the Financial Accounting Standards Board’s Statement of
Financial Accounting Standard (“SFAS”) No. 142—“Goodwill and Other Intangible Assets,” which was issued in July 2001.
SFAS No. 142 deals with, among other matters, the accounting for goodwill. SFAS No. 142 requires that goodwill no longer
be amortized, but that impairment of goodwill assets must be reviewed on a regular basis based on a fair value concept. SFAS
No. 142 also removed certain differences between book and tax expense, which has resulted in a reduction of the Company’s
effective tax rate. If SFAS No. 142 had been in effect during fiscal 2001 and 2000, the Company estimates that its diluted
earnings per share would have been increased by approximately $0.32 per share and $0.06 per share for the years ended
August 31, 2001 and 2000, respectively. This increase in diluted earnings per share would have resulted from the cessation of
goodwill amortization and a lower effective tax rate. (See Note 8 of Notes to Consolidated Financial Statements.)

The Company has completed the initial and first annual impairment tests required with the adoption of SFAS No. 142
and has determined that its goodwill was not impaired. Further, there is no current indication that its goodwill is or will be
impaired. However, the Company’s businesses are cyclical and subject to competitive pressures. Therefore, it is possible that
the goodwill values of the Company’s businesses could be adversely impacted in the future by these or other factors and that
a significant impairment adjustment, which would reduce earnings, could possibly be required in such circumstances.

Additionally, the Company’s estimates of the fair values of the tangible and intangible assets and liabilities it acquires
in acquisitions are determined by reference to various internal and external data and judgments, including the use of third
party experts. These estimates can and do differ from the basis or value (generally representing the acquired entity’s actual
or amortized cost) previously recorded by the acquired entity for its assets and liabilities. Accordingly, the Company’s post
acquisition financial statements are materially impacted by and dependent on the accuracy of management’s fair value esti-
mates and adjustments. The Company’s experience has been that the most significant of these estimates are the values
assigned to construction contracts, production backlog, customer relationships, licenses and technology. These estimates can
also have a positive or negative material effect on future reported operating results. Further, the Company’s future operating
results may also be positively or negatively materially impacted if the final values for the assets acquired or liabilities assumed
in its acquisitions are materially different from the fair value estimates which the Company recorded for the acquisition.

Earnings Per Share and Potential Equity Effect of Convertible Debt (LYONs)
Effective May 1, 2001, the Company issued and sold $790 million (including $200 million to cover over-allotments) of
20-year, zero-coupon, unsecured, convertible debt, Liquid Yield Option� Notes (“LYONs,” “debt” or “the securities”). The
debt was issued at an original discount price of $639.23 per $1,000 maturity value and has a yield-to-maturity of 2.25%.
The Company realized net proceeds after expenses from the issuance of this debt of approximately $490 million. The securi-
ties are a senior unsecured obligation of the Company and are convertible into the Company’s Common Stock at a fixed ratio
of 8.2988 shares per $1,000 maturity value (“contract conversion rate”) or an effective conversion price of $77.03 at the date
of issuance. (See Note 9 of Notes to Consolidated Financial Statements.)

In addition to the above conversion feature, the holders of the debt have the right to require the Company to repurchase
the debt on May 1, 2004, May 1, 2006, May 1, 2011, and May 1, 2016 at the then accreted value. The Company has the right
to fund such repurchases with shares of its Common Stock (valued at the current market value), or cash, or a combination of
Common Stock (valued at the current market value) and cash.

23



The Company has, in accordance with SFAS No. 128—“Earnings Per Share,” computed its diluted earnings per share
using the “if converted method” assumption that the LYONs would be converted at the contract rate of 8.2988 shares per
$1,000 maturity value (or an approximate equivalent conversion price of $79.36 at August 31, 2002). Under this method the
Company has reported diluted earnings per share to reflect approximately 6,556,000 additional shares on the basis that the
debt would be converted into Common Stock at a rate of 8.2988 shares per $1,000 maturity value, if the effect was dilutive.
Additionally, the Company has presented the debt as long-term debt (as opposed to equity) on its balance sheet.

It is the Company’s plan to use cash to repurchase some, or all, of the convertible debt that may be submitted for
repurchase. Therefore, pursuant to SFAS No. 128, the Company’s financial statements do not reflect the effect on diluted
earnings per share that could result from the issuance of additional shares of its Common Stock resulting from the submission
by the holders of the convertible debt for repurchase on the specified anniversary dates. The Company believes, however,
that depending on the magnitude of repurchase requests, it is possible that it could issue shares to satisfy a portion of any
repurchase requirements. Further, it is possible that in adverse circumstances, such as a combination of a large number of
repurchase requests, low stock price and/or liquidity or financing restraints, the Company could be required to issue a signifi-
cant number of shares to satisfy its repurchase obligations and the number of shares actually issued could exceed the number
of shares presently being utilized by the Company to compute diluted earnings per share. (See Note 16 of Notes to
Consolidated Financial Statements.) The issuance of a large number of shares could significantly dilute the value of the
Company’s Common Stock and materially affect its earnings per share calculations.

Results of Operations

The following table presents summary income and expense items as a percentage of sales for the years ended August 31, 2002,
2001 and 2000:

For the Years Ended August 31,

2002 2001 2000

Revenues 100.0% 100.0% 100.0%
Cost of revenues 89.7 84.0 83.3

Gross profit 10.3 16.0 16.7
General and administrative expenses 5.1 9.1 9.8

Operating income 5.2 6.9 6.9
Interest expense (0.7) (1.0) (1.0)
Interest income 0.4 0.6 0.1
Other expense, net (0.1) — —

Income before income taxes 4.8 6.5 6.0
Provision for income taxes 1.7 2.5 2.2

Income before earnings from unconsolidated entities 3.1 4.0 3.8
Earnings from unconsolidated entities — — 0.2

Income before extraordinary item and cumulative effect of change in accounting principle 3.1 4.0 4.0
Extraordinary item for early extinguishment of debt, net of taxes — — (0.1)
Cumulative effect on prior years of change in accounting for start-up costs, net of taxes — — —

Net income 3.1% 4.0% 3.9%

Fiscal 2002 Compared to Fiscal 2001

During fiscal 2002 the Company’s revenues increased to $3.2 billion from $1.5 billion in fiscal 2001. The primary reasons for
this increase in revenue was an approximate $1.3 billion increase in revenues from construction of new gas-fired power plants,
realized by the Integrated EPC Services segment. Additionally, during the third quarter of fiscal 2002, the Company acquired
most of the assets and assumed certain liabilities of the IT Group, a leading provider of environmental and infrastructure serv-
ices to governmental and commercial customers. As a result of this acquisition, the Company formed a new business segment,
the Environmental & Infrastructure segment, by combining the acquired IT Group operations with the Company’s existing
environmental and infrastructure businesses. This acquisition increased the Company’s revenues from environmental and
infrastructure services to $489.8 million from fiscal 2001 revenues of $186.2 million, or an increase of $303.6 million.

The following presents a comparison of the Company’s operating results from fiscal 2002 as compared with fiscal 2001
for the Company’s three business segments.
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Integrated EPC Services Segment
Revenues by industry for the Integrated EPC Services segment approximated the following amounts and percentages:

Fiscal 2002 Fiscal 2001

(in millions) % (in millions) %

Industry Sector
Power Generation $2,223.2 85.2% $ 894.9 70.1%
Process Industries 240.9 9.2 287.9 22.6
Other Industries 146.1 5.6 93.9 7.3

$2,610.2 100.0% $1,276.7 100.0%

Revenues increased by approximately $1.3 billion from fiscal 2001 levels to $2.6 billion in fiscal 2002. Revenues from
the domestic power generation market accounted for substantially all of this increase. The increase in revenues was attribut-
able to significant contracts for the construction of new gas-fired power plants entered into in fiscal 2001 when there was
strong demand for these facilities. Many of these contracts will be completed in fiscal 2003.

Process industries revenues in fiscal 2002 decreased by approximately $47.0 million, from fiscal 2001. This decrease was
attributable to industry trends and the Company’s decision not to pursue low margin projects similar to those it assumed in
the Stone & Webster acquisition. Revenues from other industries increased by approximately $52.2 million in fiscal 2002 as
compared to fiscal 2001, primarily as a result of an increase in domestic revenues.

Segment gross profit increased 25%, or $47.1 million, to $238.8 million in fiscal 2002 from $191.7 million in fiscal 2001
due to the growth in revenue volume during the year. Gross profit in fiscal years 2002 and 2001 was increased (cost of sales
decreased) by approximately $32.0 million and $99.3 million respectively, by the utilization of contract adjustments and
accrued contract loss reserves that were established to record the fair value of (primarily) fixed-price contracts acquired in the
Stone & Webster acquisition. (See Note 4 of Notes to Consolidated Financial Statements.)

The gross profit margin percentage for the year ended August 31, 2002 decreased to 9.1% from 15.0% in the prior year.
This decrease in gross margin percentage is attributable to fiscal 2002 revenues having a much higher percentage of lower
margin revenue as compared with fiscal 2001. The lower margins relate primarily to i) cost-reimbursable contracts entered
into in fiscal 2001and ii) purchases of large equipment items for power generation contracts.

Prior to fiscal 2002, revenues included a higher percentage of fixed-price contracts (which were generally priced with
higher gross margins than cost-reimbursable contracts in order to compensate for cost overrun risks). Also during fiscal 2002,
revenues from large equipment purchases on behalf of customers were approximately $540 million as compared with approx-
imately $60 million in fiscal 2001 and these revenues generally carry a very low gross margin due to the “pass through” nature
of their underlying costs.

A substantial portion of the Integrated EPC Services segment’s revenues in fiscal 2003 will also be derived from cost-
reimbursable contracts and there will also be revenues from contracts requiring large equipment purchases (although antici-
pated to be less than in fiscal 2002). Accordingly, the Company expects that gross profit margin percentages on work
performed in fiscal 2003 will be comparable with fiscal 2002 margins. However, further weakening of demand in the power
generation market or in the financial condition of certain of the Company’s customers in the industry could result in lower
margins than those experienced in fiscal 2002.

Segment backlog at August 31, 2002 was approximately $3.3 billion as compared with approximately $4.3 billion at
August 31, 2001, and was comprised of the following:

At August 31,

2002 2001

(in millions) % (in millions) %

Industry Sector
Power Generation

Nuclear Power $1,189.1 36% $ 437.3 10%
Fossil Fuel EPC 998.9 30 2,270.4 53
Other 502.2 15 832.4 20

Total Power Generation 2,690.2 81 3,540.1 83
Process Industries 495.5 16 664.5 16
Other Industries 101.5 3 53.7 1

Total Integrated EPC Services $3,287.2 100% $4,258.3 100%
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The Company’s backlog from the power industry decreased by approximately $850 million during fiscal 2002. This
decline was primarily because the demand for the construction of new domestic power plants fell dramatically due to questions
about future economic growth rates and whether the United States had excess power generation capacity. Further, certain
of the Company’s independent and merchant power producer customers experienced severe liquidity problems as financing
was reduced to these companies and their projects. As a result of these conditions, during the fourth quarter of fiscal 2002,
three customers cancelled or suspended their projects, resulting in a reduction of the Company’s backlog by approximately
$300 million. The Company was paid current sums due on two of the projects pursuant to their contractual terms and has
continued to provide services to close down one of those two projects. However, the Company has not been paid on the third
project and is attempting to collect the amounts due through a combination of negotiations and/or legal actions. The
Company is also concerned that another customer may not be able to provide funding to complete two other projects that are
presently included in the Company’s backlog (at a value of approximately $372 million) as of August 31, 2002. (See
“Contingencies Associated with Domestic Power Market EPC Projects” below for a complete discussion of the impact of
these changes.)

The Company anticipates that in the future, the Integrated EPC Services segment will continue to derive significant
revenues from the power industry (including both fossil fuel and nuclear). The Company recognized revenue of approximately
$1.5 billion and $250 million in fiscal 2002 and 2001, respectively, from contracts for the construction of new gas-fired power
plants. However, because of the problems experienced by independent and merchant power producers, it will not derive as
much revenue from the construction of new gas-fired power plants as it did in fiscal years 2002 (as indicated by the approxi-
mate $1.3 billion decrease in backlog for EPC fossil fuel contracts in fiscal 2002). Although award levels will be less than
in prior years, the Company anticipates it will continue to design and construct new power plants—primarily for regulated
utilities or for cogeneration.

Additionally, the Company expects to increase its revenues from other sectors of the domestic power industry through,
for example, contracts to re-power, refurbish or maintain existing power plants, and to provide and install emission control
equipment.

The Company has also recently seen increases in bid and proposal activity in various foreign process and power
industry sectors.

Contingencies Associated with Domestic Power Market EPC Projects
In fiscal 2002 and 2001, the Company entered into several significant EPC contracts for new domestic gas-fired combined
cycle power plants. As discussed above, during fiscal 2002 and 2001, the Company recognized revenues of approximately
$1.5 billion and $250 million, respectively, related to these contracts. The Company’s customers for these power plants are
major utility companies and IPPs, several of which where wholly or partially owned subsidiaries of major utilities. In fiscal
2002, demand for new capacity in the domestic power market significantly decreased, resulting in, among other things, finan-
cial distress among many participants in the domestic power markets, particularly the IPPs. Although at the time the
Company entered into these contracts, all of these customers had investment grade credit ratings, during 2002, all of the
Company’s IPP customers received downgrades to their credit ratings, which are now considered to be below investment
grade. The condition of the national power market, these downgrades and other factors resulted in three projects being
canceled or suspended. For one of these projects, Pike, discussed further below, the Company was notified by the customer of
their intention to not make a scheduled milestone payment on its required due date.

As of August 31, 2002, the Company has $998.9 million remaining in backlog related to gas-fired combined cycle power
plant projects; $470.6 million for IPPs on six projects with the remaining $528.3 million for major utility companies on three
projects. The Company believes that the continuation of certain of the projects for the IPPs is dependent upon the customer
and/or the customer’s parent company successfully obtaining additional or alternative financing sources, such as receiving
extension of their credit facilities, restructuring of their financial obligations or agreements with funding sources to continue
to fund the projects to completion. The Company believes the three projects for the major utility companies will be com-
pleted. Under all agreements the Company has the right to stop construction if the milestone billings are not made by the
counterparty.

In addition, under the terms of one contract with an IPP, the customer, at its option, can pay a portion of the contract
price in subordinated notes or cash. The Company believes that the amount payable in subordinated notes will not exceed
$27 million under the terms of the contract. If elected by the customer, the subordinated notes would bear interest at
prime plus 4% and mature in October 2009. However, if any amounts under the notes are unpaid eight months following
final acceptance of the project, the unpaid notes, plus a cash payment of the amounts, if any, paid on the notes through the
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conversion date, is convertible at the option of the Company into a 49.9% equity interest in the related project. The payments
that could be made with these notes would be due in the first half of fiscal 2003 and final acceptance of the project is
expected in the first half of calendar 2003.

The Pike Project

During the fourth quarter of 2002, one of the Company’s customers, LSP-Pike Energy, LLC (“Pike”) notified the Company
of its intention to not pay a scheduled milestone billing on the required due date of August 4, 2002. Pike is a subsidiary of
NRG Energy, Inc. (“NRG”), which is wholly-owned by Xcel Energy Inc. (“Xcel”). In accordance with the terms of the contract,
on September 4, 2002, the Company notified the customer it was in breach of the terms of the contract for nonpayment and,
therefore, the contract was terminated. No amounts are included in backlog at August 31, 2002 related to the Pike project.

Prior to the contract termination, the Company had executed commitments/agreements to purchase equipment for the
project and had also entered into agreements with subcontractors to perform work on the project. Certain of these commit-
ments and agreements contain cancellation clauses and related payment or settlement provisions. The Company has entered
into discussions with its vendors and subcontractors to determine the final amounts owed based on the termination of the
Company’s contract. The Company believes pursuant to the terms of the contract with Pike that the Company has retained
ownership of a significant amount of this equipment and other pieces of equipment that were to be installed on the project.
Under the terms of the original contract between the Company and Pike, Pike is obligated to reimburse the Company for all
of the costs incurred by the Company whether before or after the termination and a fee for the work performed prior to the
termination. The Company believes that it is owed approximately $120 million in costs to be incurred and fees over the
amounts already paid under the contract.

The Company is actively pursuing alternatives to collect all amounts it is owed under the Pike contract. On October 18,
2002, the Company filed an involuntary petition for liquidation of Pike, under Chapter 7 of the U.S. Bankruptcy Code to
protect its rights, claims, and security interests in and to the assets of Pike. The Company also filed suit against NRG and
Xcel, along with certain of their officers to collect amounts due, damages, and costs. In addition to the legal proceedings, the
Company will continue to pursue discussions with Pike, NRG, Xcel and their lenders in an effort to resolve collection of the
amounts owed.

The Company believes it will ultimately recover the costs it incurred and will incur under the terms of the contract and
the profit it has recognized through August 31, 2002 on the project. The Company will not recognize any additional profit it
is owed under this contract until it is probable it will collect that additional amount.

Although the Company expects to recover amounts owed to it (including final vendor and subcontractor settlements),
it is also reasonably possible that the Company will not recover all of its costs and profit recognized through August 31, 2002,
on the project; particularly if the customer’s financial situation continues to deteriorate and if the equipment in the posses-
sion of the Company cannot be used on another similar project or liquidated by the Company to recover all or a portion
of the amount owed. The amount, if any, that may not be recoverable is dependent upon the final amounts to be expended
by the Company related to the project, the amount to be realized upon disposition of the equipment related to the project
and the financial wherewithal of the customer in the future, which is dependent upon its ability to restructure and/or reach
agreement with its creditors or to obtain additional funding from its parent company.

The Company has, in connection with its evaluation of the Pike project, estimated that (i) it has or will incur costs of
approximately $75 million to $80 million over the amounts that have been previously collected from Pike and (ii) equipment
that was to be installed on the project could be liquidated for approximately $40 million to $60 million. Although the
Company does not believe a loss has been incurred as of August 31, 2002, based on these estimates, if the Company is unable
to collect additional amounts from its customer (or its affiliates or lenders), the Company’s future potential loss on the Pike
project could range from $15 million to $40 million.

Any potential loss on the project will be recognized (charged to earnings) in the period when it is determined that a loss
is likely to occur and a loss amount can be reasonably estimated.

The Covert & Harquahala Projects

On October 10, 2002, the parent company, PG&E Corp. (“PG&E”), of a customer, PG&E National Energy Group, Inc.
(“NEG”), announced that it had notified its lenders that it did not intend to make further equity contributions as required
under the credit facility to fund two projects, Covert and Harquahala, currently in progress on which the Company is the
contractor. At August 31, 2002, the Company has included in backlog estimated revenue of approximately $372 million from
these projects. As of November 1, 2002, the Company continues working on the projects under the contract terms; however,
the Company cannot guarantee that these projects will be completed. The continuation of the projects is dependent upon
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whether (i) the lenders will elect to continue to fund the project without additional equity contributions from the customer,
(ii) the lenders will exercise their right to take ownership of the projects or (iii) the contracts will be suspended or cancelled
by the customer or the lenders.

If the lenders exercise their rights to take ownership of the projects and complete them, the EPC portion of the contracts
would be a fixed-price contract with the lenders. Although the “target price” components of the original contracts would still
be enforceable against NEG, the Company may not be able to seek collection from the lenders for these components of the
original contracts. Based on the Company’s current estimate of costs to complete the project, there would be no material
impact of this change. However, given the uncertainty of collecting additional amounts from NEG, if the actual costs to com-
plete the projects exceed the estimated costs at this time, the Company would be assuming higher risk under this fixed-price
contract and could be susceptible to losses on these projects.

If the contracts were ultimately terminated, the Company would be obligated under related commitments to complete
the payment for various pieces of equipment procured for the projects and obligations to subcontractors for work performed
on the projects. Under the terms of the contracts, if the contracts are terminated or suspended, the customer would be obli-
gated to reimburse the Company for the costs incurred by the Company and a fee for the work performed. Although no assur-
ances can be made, the Company believes that it would be able to recover any amounts owed to it under the contracts
through collection from the customer, its parent, and/or the lenders. In addition, the Company believes that it has first lien
rights, superior to the primary lenders, on the partially completed projects. The projects are each over 70% complete at an
estimated total cost at completion of over $600 million each.

Although the Company believes its lien rights will ultimately provide sufficient security to ensure full payment for any
amounts due if the customer is unable to pay, the Company estimates that it has exposure, which includes costs incurred and
committed over amounts collected and profit recorded on the two projects, of approximately $50 million to $60 million as of
November 1, 2002. This amount will fluctuate as construction progresses. The Company estimates that its maximum expo-
sure in the future, which is dependent upon the timing of additional costs incurred on the projects and timing of the receipt
of milestone billings, is approximately $70 million to $80 million.

On October 25, 2002 the Company received approximately $31 million from the lenders on these projects in payments
for invoices due at that date. As of November 1, 2002 the Company has been paid for all amounts currently due. Although
no assurances can be made, the Company believes that it will recover all amounts owed to it under these contracts through
collection from the customer or its lenders. It is reasonably possible however, that the Company may not collect all future
amounts owed to it under this project which could have an adverse effect on operating results in the period when the uncol-
lectable amounts would be recognized.

Environmental & Infrastructure Segment
Environmental & Infrastructure segment revenues in fiscal 2002 were $489.8 million, an increase of $303.6 million from
fiscal 2001 totals of $186.2 million. This increase was entirely attributable to the Company’s acquisition of the IT Group
assets. (See Note 4 of Notes to Consolidated Financial Statements.)

Gross margin in fiscal 2002 was $69.3 million as compared with $35.4 million in fiscal 2001. Gross profit in fiscal year
2002 was increased (cost of revenues decreased) by approximately $2.8 million for the amortization of asset/liability adjust-
ments to the fair value of contracts acquired in the IT Group acquisition. (See Note 4 of Notes to Consolidated Financial
Statements.)

The gross margin percentage in fiscal 2002 was approximately 14.2% and approximately 19.0% in fiscal 2001. The
reduction in the gross margin percentage in fiscal 2002 as compared with fiscal 2001 was attributable to lower margin contracts
that were acquired in the IT Group transaction. The Company anticipates that the gross margin percentage for the
Environmental & Infrastructure segment will also decrease in fiscal 2003 due to the inclusion of a full year’s operating results
from assets acquired from the IT Group. The difference in the gross margin percentages between the Company’s pre-IT Group
environmental and infrastructure operations (primarily infrastructure and hazardous material cleanup and disposal) and those
acquired in the IT Group asset acquisition (environmental cleanup, landfills and facilities management) is primarily attribut-
able to such factors as different customers, competition and mix of services.

Backlog in this segment at August 31, 2002 was approximately $2.3 billion compared with approximately $0.2 billion at
August 31, 2001. This increase was entirely attributable to the IT Group acquisition. The Company believes the
Environmental & Infrastructure segment revenues will increase over the next several years, as a result of a combination of
factors, such as, market opportunities in various environmental cleanup, homeland defense and infrastructure markets and
the Company’s belief that it will be able to re-gain market share which the IT Group lost while it was experiencing financial
difficulties, including the period in which it was in bankruptcy during the first four months of calendar 2002.
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Manufacturing and Distribution Segment
Revenues decreased from $76.1 million in fiscal 2001 to $70.7 million in fiscal 2002. However, segment net income increased
in fiscal 2002 to approximately $6.8 million from approximately $5.7 million in fiscal 2001. This increase was attributable to
better gross profit margins achieved as a result of sales of products with a higher gross margin than in fiscal 2001.
Manufacturing and Distribution backlog was approximately $3.8 million at August 31, 2002. The majority of revenue gener-
ated from manufacturing and distribution does not come from backlog orders.

General and Administrative Expenses, Interest Expense and Income, Income Taxes and Other Comprehensive Income
General and administrative expenses (excluding goodwill amortization), increased $38.6 million, or 31%, from $122.6 million in
fiscal 2001 to $161.2 million in fiscal 2002. The increase in fiscal 2002 general and administrative expenses resulted primarily
from expenses associated with i) the 106% increase in the Company’s revenue and ii) the IT Group acquisition. However, as
a result of the Company’s efforts to control its expenses and economies realized from the integration of Stone & Webster,
general and administrative expenses (excluding goodwill amortization) in fiscal 2002 decreased as a percentage of sales to
5.1% from 8.0% in fiscal 2001. The Company expects the total of general and administrative expenses to increase slightly in
fiscal 2003, as compared with fiscal 2002. The increase in general and administrative costs will primarily result from i) the
Company recognizing a full year of expenses (including depreciation and amortization) associated with new facilities, equip-
ment and software which were placed into service in the latter part of fiscal 2002 and ii) the IT Group acquisition. However,
the Company also expects to offset these increases with cost reductions attained from the integration of the IT Group busi-
nesses and cost reductions commensurate with reductions in revenue from the power generation market.

The Company’s interest expense increased to $23.0 million in fiscal 2002 from $15.7 million in fiscal 2001, primarily as
a result of having convertible debt outstanding for the full fiscal year. Interest income also increased to $11.5 million in fiscal
2002 from $8.7 million in fiscal 2001 due to the Company’s investment of a substantial portion of the funds received from the
sale of its convertible debt. However, the interest rates the Company received on these investments decreased substantially
from rates it received in fiscal 2001due to the general decline in interest rates between periods.

The Company’s effective tax rates for the years ended August 31, 2002 and 2001 were 36.0% and 38.4%, respectively. The
Company’s estimates of its tax rates are derived from Company estimates of pretax income for each year and the mix of domes-
tic and foreign sourced (including foreign export sales) income. The decrease in the tax rates in fiscal 2002 versus fiscal 2001 is
due primarily to the Company’s adoption of SFAS No. 142 in fiscal 2002. (See Note 1 and Note 8 of Notes to Consolidated
Financial Statements.) As a result of the Company’s adoption of SFAS No. 142 it no longer recognizes goodwill amortization
expense in its financial statements. Accordingly, the Company’s effective tax rate decreased in fiscal 2002 because it no longer
recognizes goodwill amortization expense (which is only partially deductible for tax purposes) in its financial statements. This
decrease was partially offset by increased domestic income in fiscal 2002 that has a higher tax rate than most foreign income.
The Company did not pay any Federal income taxes in fiscal 2002 and 2001 primarily because of its utilization of operating
losses resulting from the Stone & Webster acquisition. The Company anticipates that it will pay Federal income taxes in 2003,
however, the amount to be paid is subject to a number of factors. The Company established a valuation allowance against a
portion of the deferred tax asset for Australian net operating losses. The valuation allowance reflects the Company’s judgment
that it is more likely than not that a portion of the deferred tax assets will not be realized. The Company believes that the
remaining deferred tax assets at August 31, 2002, amounting to $85.2 million, are realizable through future reversals of existing
taxable temporary differences and future taxable income. Uncertainties that affect the ultimate realization of deferred tax assets
include the risk of not having future taxable income. This factor has been considered in determining the valuation allowance.

Additionally, at August 31, 2002, the Company had recorded a $10,180,000 liability for a U.K. defined benefit retire-
ment plan. (Also see Note 17 of Notes to Consolidated Financial Statements.) This liability is required to be recognized on
the plan sponsor’s balance sheet when the accumulated benefit obligations of the plan exceed the fair value of the plan’s
assets. In accordance with SFAS No. 87—“Employers Accounting for Pensions” the increase in the minimum liability is
recorded through a direct charge to stockholders’ equity and is, therefore, reflected, net of tax, as a component of compre-
hensive income in the Statement of Changes in Stockholders’ Equity. This liability will require the Company to increase its
future contributions to the plan.

Fiscal 2001 Compared to Fiscal 2000

The Company’s revenues increased 102% to $1.539 billion in fiscal 2001 from $762.7 million in fiscal 2000. Revenues from
all of the Company’s business segments increased in fiscal year 2001, when compared to fiscal 2000, with the Integrated EPC
Services segment increasing by $594.8 million or 87% over the prior fiscal year. This revenue increase was attributable to
revenue from Stone & Webster businesses, which were acquired in July 2000. (See Note 4 of Notes to Consolidated Financial
Statements.) Revenues from the Environmental & Infrastructure segment increased to $186.2 million for fiscal 2001, an
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increase of $166.3 million from fiscal 2000 levels of $19.9 million. All revenues for the Environmental & Infrastructure seg-
ment were from operations acquired in the Stone & Webster acquisition. Revenues from the Manufacturing and Distribution
segment increased $15.1 million, or 25%, from fiscal 2000 levels to $76.1 million for fiscal 2001. Gross profit increased 94%
to $246.6 million in fiscal 2001 from $127.1 million in fiscal 2000 due to increased revenues.

Revenues from domestic projects increased $624.0 million, or 106%, from $586.4 million for fiscal 2000 to $1.210 bil-
lion for fiscal 2001. The power generation market was robust in the U.S., accounting for approximately $493.4 million (79%)
of the increase in domestic revenues for fiscal 2001. These increases were made possible primarily by the Stone & Webster
acquisition. Further, as a result of the acquisition of Stone & Webster, the Company commenced to conduct business in the
environmental and infrastructure industry sector. Domestic revenues from this industry sector increased by $166.3 million for
the year ended August 31, 2001. The increases in the domestic power generation and environmental and infrastructure
domestic sectors were partially offset by decreases in domestic process work. Domestic process industries sector revenues
decreased $52.8 million primarily due to decreases of revenues from the refining industry.

Revenues from international projects increased $152.3 million, or 86%, to $328.6 million from fiscal 2000 to fiscal 2001.
Revenues from the Asia/Pacific Rim Region and Europe increased from prior year’s levels primarily due to work performed by
the acquired Stone & Webster businesses. Additionally, in fiscal 2001, the Company finalized an agreement for the construc-
tion of a 600,000 metric tons-per-year ethylene plant in China, which will significantly impact this area through fiscal 2004.
Revenues from South America and the Middle East regions remained sluggish.

The Company’s revenues in the following industries approximated the following amounts and percentages:

Fiscal 2001 Fiscal 2000

(in millions) % (in millions) %

Industry Sector
Power Generation $ 915.7 59.5% $329.8 43.2%
Process Industries 305.5 19.9 324.0 42.5
Environmental & Infrastructure 186.2 12.1 19.9 3.0
Other Industries 131.5 8.5 89.0 11.3

$1,538.9 100.0% $762.7 100.0%

Revenues from both domestic and international power generation projects increased by a total of $585.9 million in fiscal
2001 from fiscal 2000. Demand in the United States for power generation projects remained high, and was responsible for
84% of the power generation revenue increase. The acquisition of Stone & Webster has enabled the Company to capitalize
on the increase in demand to construct power generation plants. The decrease in process industries revenues in fiscal 2001
from fiscal 2000 resulted primarily from reductions in domestic refining work. Additionally, the Stone & Webster acquisition
resulted in the addition of the environmental and infrastructure industry sector to the Company’s capabilities.

Gross profit increased 94%, or $119.5 million, to $246.6 million in fiscal 2001 from $127.1 million in fiscal 2000 due
to the growth in revenue volume during the year. The Company’s gross profit in fiscal 2001 was increased (cost of revenues
decreased) by approximately $99.3 million by the utilization of reserves which were established to record the fair value of
(primarily) fixed-price contracts acquired in the Stone & Webster acquisition. (See Note 4 of Notes to Consolidated
Financial Statements.)

In fiscal 2001, the Company increased the contract liability adjustment and the accrued contract loss reserve for con-
tracts acquired from Stone & Webster by $38.1 million and $5.4 million, respectively. These increases were made to finalize
the Company’s purchase accounting fair value assessment of the related acquired contracts in progress and primarily reflected
a customer’s decision to recommence a large foreign nuclear project which had been suspended and to adjust the reserves of
certain other contracts based on a current evaluation of their status as of the acquisition date. These adjustments increased
goodwill recorded for the acquisition.

The gross profit margin percentage for the year ended August 31, 2001 decreased to 16.0% from 16.7% from fiscal 2000.
The Company is involved in numerous projects, and, as a result, the Company’s consolidated gross profit margin can be
affected by many factors. These include matters, such as product mix (e.g., engineering and consulting versus construction
and procurement), pricing strategies, foreign versus domestic work (profit margins differ, sometimes substantially, depending
on the location of the work) and adjustments to project profit estimates during the project term.

During fiscal 2001, Stone & Webster’s operating results were included in the Company’s consolidated financial state-
ments for the entire year as compared to only one and one-half months in fiscal 2000. EPC contracts, such as those that
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Stone & Webster worked on during fiscal 2001, typically have lower gross profit margin percentages than the Company’s
historical gross profit margin percentages. These contracts were a contributing factor to the lower gross profit margin percent-
age in fiscal 2001 as compared with fiscal 2000.

Additionally, during fiscal 2001, as compared with prior periods, the Company entered into more cost-reimbursable
contracts as opposed to fixed-price projects. Cost-reimbursable contracts generally allow the Company to recover any cost
overruns. Accordingly, cost-reimbursable contracts are frequently priced with lower gross margins than fixed-price contracts,
because fixed-priced contracts are usually bid with higher margins to compensate for cost overrun risks.

In fiscal 2001, general and administrative expenses, which include goodwill amortization, increased to $139.7 million
from $74.3 million in fiscal 2000. The increase in fiscal 2001 general and administrative expenses resulted primarily from
(i) expenses associated with the Stone & Webster businesses and (ii) an approximate $14.0 million increase in goodwill
amortization, also resulting primarily from the Stone & Webster acquisition. However, as a result of economies realized with
the integration of Stone & Webster into Shaw, general and administrative expenses in fiscal 2001 decreased as a percentage
of revenues to 9.1% from 9.8% compared with fiscal 2000.

In May 2001, the Company realized approximately $490 million net proceeds (after offering expenses) from the issuance
and sale of $790 million of 20-year, zero-coupon, unsecured, convertible debt Liquid Yield Option� Notes (the “LYONs”)
due 2021. The LYONs were issued on an original discount basis of $639.23 per LYON, providing the holders with a yield-to-
maturity of 2.25%. (See Note 9 of Notes to Consolidated Financial Statements.) The Company used these proceeds to retire
the majority of its outstanding borrowings and to invest surplus funds in investments with yields higher than the interest on
the debt. Interest expense for the year increased to $15.7 million from $8.0 million in fiscal year 2000. This increase was
largely attributable to higher borrowing levels and higher interest rates on the Company’s primary revolving line of credit
facility during fiscal 2001 prior to the sale of the LYONs in May 2001. Interest expense was favorably impacted in fiscal 2001
and 2000 by excluding approximately $2.4 million and $1 million, respectively, of interest expense attributable to the opera-
tions of a cold storage operation reported as an asset held for sale. The Company’s interest expense for fiscal 2001, and for
future periods, includes the amortization of loan origination costs for both its revolving credit facility and its LYONs debt, and
therefore, its reported interest expense is and will be higher than expected, based on borrowing levels.

Interest income was $8.7 million for fiscal 2001 compared with $.7 million for fiscal 2000. This increase is primarily
attributable to interest income realized from investments in high quality, short-term debt instruments. The funds for these
investments were primarily provided from the net proceeds (after retiring other outstanding debt) from the sale of the
Company’s convertible debt instruments in May 2001. (See Note 9 of Notes to Consolidated Financial Statements.) During
fiscal 2001, the yields from these investments were greater than the interest costs associated with the convertible debt.

The Company’s effective tax rates for the years ended August 31, 2001 and 2000 were 38.4% and 35.9%, respectively.
The Company’s tax rates for each period during each year represent the Company’s estimate of its effective tax rates for each
entire year based primarily on the Company’s estimate of pretax income for the year and the mix of domestic and foreign
sourced income (including foreign export revenue). The increase in the tax rates in fiscal 2001 versus fiscal 2000 is due
primarily to the increase in domestic revenues and an increase in non-deductible expenses, such as a portion of the goodwill
recognized from the Stone & Webster acquisition.

Liquidity and Capital Resources

Net cash provided by operations was approximately $315.1 million for fiscal 2002 compared with $11.4 million of net cash
provided by operations in fiscal 2001. In fiscal 2002, cash was increased by (i) net income of $98.4 million, (ii) deferred tax
expense of $48.1 million, (iii) depreciation and amortization of $28.6 million, and (iv) interest accretion and loan fee amor-
tization of $20.6 million. Additionally, net cash was increased by changes in certain assets and liabilities of $143.8 million,
comprised primarily of increases in advanced billings and billings in excess of costs and estimated earnings on uncompleted
contracts, accounts payable and accrued liabilities and a decrease in receivables. These sources of cash were partially offset by
an increase in costs and estimated earnings in excess of billings on uncompleted contracts, as well as other changes in certain
assets and liabilities. The net cash realized from the changes in the assets and liabilities were substantially attributable to the
timing of collection of project revenues and billings and the payment of project costs and general and administrative
expenses. Additionally, the Company received cash from payments on accounts receivables acquired from the IT Group.
During fiscal 2002, the Company billed and collected substantial advanced billings on its larger EPC contracts, which posi-
tively impacted cash flow in fiscal 2002. During fiscal 2003, the Company’s cash flow will be negatively impacted as the
Company utilizes these funds to pay project costs. Therefore, even though the Company expects positive cash flow from
operations in fiscal 2003, the Company does not expect to sustain the levels of cash flows received in fiscal year 2002.
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Additionally, the Company acquired a large number of contracts in the Stone & Webster and IT Group acquisitions
with lower than market rate margins due to the effect of the financial difficulties experienced by Stone & Webster and the
IT Group on negotiating and executing contracts prior to acquisition. These contracts were adjusted to their fair value as an
asset or liability and the related amortization has the net effect of reducing cost of revenues for the contracts as they are com-
pleted. Cost of revenues was reduced on a net basis by approximately $31.1 million and $70.1 million during fiscal 2002 and
2001, respectively, through the amortization of these adjustments, which is a non-cash component of income. The amortiza-
tion of these assets and liabilities resulted in a corresponding net increase in gross profit during fiscal 2002 and 2001. The
adjustments are amortized over the lives of the contracts, which for certain IT Group contracts, will continue for five to ten
years. (See Note 4 of Notes to Consolidated Financial Statements.)

Net cash used in investing activities was approximately $198.3 million in fiscal 2002, compared with net cash provided
of $54.3 million for the prior fiscal year. The Company used cash of approximately $100.7 million to fund the IT Group
acquisition and $2.0 million to fund the PsyCor acquisition. During fiscal 2002, the Company purchased $73.9 million of
property and equipment that included additions to the Company’s facilities and equipment and upgrades of corporate infor-
mation systems and software programs. The Company anticipates that property and equipment purchases for fiscal 2003 will
be much less than in fiscal 2002 due to the completion in fiscal 2002 of most of the planned system and facilities upgrades.
Purchases of marketable securities exceeded the maturities of marketable securities by approximately $9.3 million.
Additionally, the Company acquired an option, at a cost of approximately $12.2 million, to acquire additional office building
space in the Baton Rouge area. This option was purchased to assure that the Company will have adequate office facilities to
support future growth of its operations in the Baton Rouge area. The Company invested approximately $3.1 million in a new
joint venture in China that was formed in fiscal 2002. The Company also received cash distributions and advance repayments
of approximately $2.2 million from its unconsolidated subsidiaries ($2.0 million from EntergyShaw), and it also received
proceeds of approximately $0.7 million from the sale of assets.

Net cash used in financing activities totaled approximately $62.0 million in fiscal 2002, compared with $356.7 million
of net cash provided in fiscal 2001. During fiscal 2002, the Company purchased approximately $52.0 million of treasury
stock (2,160,400 shares) in accordance with a plan authorized by the Company’s Board of Directors. (See Note 2 of Notes
to Consolidated Financial Statements.) Additionally, the Company made payments on debt and leases of approximately
$9.2 million and on its foreign revolving credit lines of approximately $3.0 million. The Company also received approxi-
mately $2.3 million from employees upon the exercise of stock options during fiscal 2002. In fiscal 2001, the Company
received approximately $490 million from the issuance of LYONs convertible debt, as well as other normal course of business
borrowings of approximately $3.0 million, accounting for the positive cash provided by financing activities in fiscal 2001.

As of August 31, 2002 the Company had the following contractual obligations:

Payments Due by Period (in millions)

Total Less than 1 Year 1–3 Years 4–5 Years After 5 Years

Contractual Obligations
Long-term debt $524.3 $ 3.1 $521.2 $ — $ —
Capital lease obligations 3.2 2.2 1.0 — —
Operating leases 266.5 57.9 97.4 69.0 42.2
Unconditional purchase obligations 5.0 5.0 — — —

Total contractual cash obligations $799.0 $ 68.2 $619.6 $69.0 $42.2

Also see Note 14 of Notes to Consolidated Financial Statements for a discussion of the Company’s contingencies.
At August 31, 2002, the Company had both letter of credit commitments and bonding obligations, that generally were

issued to secure performance and financial obligations on certain of its construction contracts, which expire as follows:

Amounts of Commitment Expiration by Period (in millions)

Total Less than 1 Year 1–3 Years 4–5 Years After 5 Years

Other Commercial Commitments
Letters of credit $189.9 $ 68.5 $ 87.7 $21.1 $12.6
Surety Bonds 328.2 65.0 180.1 23.3 59.8

Total Commercial Commitments $518.1 $133.5 $267.8 $44.4 $72.4

Note: Other commercial commitment totals exclude any letters of credit or surety bonding obligations associated with outstanding bids or proposals or other work which were
not awarded prior to August 31, 2002. The surety bond commitments include escrowed cash. (See Note 3 of Notes to Consolidated Financial Statements.)
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The Company’s primary credit facility (“Credit Facility”), dated July 2000, is for a three-year term, and provides that
both revolving credit loans and letters of credit may be issued within the limits of this facility. The Credit Facility was
amended on February 28, 2002 to, among other matters, increase the total Credit Facility to $350 million from $300 million
and to eliminate the previous $150 million limit on letters of credit. The Company also has the option to further increase the
Credit Facility under existing terms to $400 million, if certain conditions are satisfied, including the successful solicitation of
additional lenders or increased participation of existing lenders. The amended Credit Facility allows the Company to borrow
either at interest rates (i) in a range of 1.50% to 2.25% over the London Interbank Offered Rate (“LIBOR”) or (ii) from the
prime rate to 0.75% over the prime rate. The Company selects the interest rate index and the spread over the index is
dependent upon certain financial ratios of the Company. The Credit Facility is secured by, among other things, (i) guarantees
by the Company’s domestic subsidiaries; (ii) a pledge of all of the capital stock in the Company’s domestic subsidiaries and
66% of the capital stock in certain of the Company’s foreign subsidiaries; and (iii) a security interest in all property of the
Company and its domestic subsidiaries (except real estate and equipment). The Credit Facility also contains restrictive
covenants and other restrictions, which include but are not limited to the maintenance of specified ratios and minimum cap-
ital levels and limits on other borrowings, capital expenditures and investments. Additionally, the Credit Facility established
a $25,000,000 aggregate limit on the amount of the Company’s Common Stock repurchases and/or LYONs repurchases made
subsequent to February 28, 2002, without prior consent. Subsequent consent was provided to allow the Company to complete
in October 2002 the $100 million Common Stock repurchase program which was authorized by the Company’s Board of
Directors in September 2001. (See Note 2 of Notes to Consolidated Financial Statements.) As of August 31, 2002, the
Company was in compliance with these covenants or had obtained the necessary waivers. At August 31, 2002 and 2001, letters
of credit of approximately $183.8 million and $61.5 million, respectively, were outstanding and no revolving credit loans were
outstanding under the Credit Facility. The Company’s total availability under the Credit Facility at August 31, 2002 and
2001 was approximately $166.2 million and $238.5 million, respectively. At August 31, 2002, the interest rate on this line of
credit was either 4.75% (if the prime rate index had been chosen) or 3.32% (if the LIBOR rate index had been chosen). At
August 31, 2001, the interest rate on this line of credit was either 6.5% (if the prime rate index had been chosen) or 5.26%
(if the LIBOR rate index had been chosen).

As of August 31, 2002 and 2001, the Company’s foreign subsidiaries had short-term revolving lines of credit permitting
borrowings totaling approximately $15.5 million and $16.2 million, respectively. These subsidiaries had outstanding borrow-
ings under these lines of approximately $1.1 million and $3.9 million, respectively, at a weighted average interest rate of
approximately 5.0% and 6.0%, respectively, at August 31, 2002 and 2001.

Although the Company had no borrowings outstanding under the Credit Facility as of August 31, 2002, the Credit
Facility is still available to the Company and was being used to provide letters of credit to satisfy various project guarantee
requirements. The Credit Facility expires in July 2003. The Company anticipates that it will revise and extend the Credit
Facility in the second quarter of fiscal 2003 to provide for a new three-year term from the date of the revision. The Company
has previously used this Credit Facility to provide working capital and to fund fixed asset purchases and subsidiary acquisi-
tions, including the acquisition of substantially all of the operating assets of Stone & Webster.

At August 31, 2002, the Company had working capital of approximately $378 million and unutilized borrowing capac-
ity under its major Credit Facility of approximately $166.2 million. The Company anticipates having positive cash flow from
operations over the next twelve months.

During the first quarter of fiscal 2003 the Company purchased approximately 3,171,000 shares of its Common Stock for
a cost of approximately $47.9 million. These purchases completed the Company’s $100 million Common Stock repurchase
program that it initiated in September 2001.

The Company’s working capital requirements for fiscal 2003 will be impacted by such factors as (i) the amount of
increased working capital necessary to support the operations and the settlement of assumed liabilities of the recently
acquired IT Group, (ii) the timing and negotiated payment terms of its projects and (iii) its capital expenditures program.
Further, the Company anticipates recording in the third quarter of fiscal 2003 an increase in the current maturity of long-
term debt (as a reduction to working capital) related to the Company’s LYONs’ obligations. This adjustment will not affect
actual liquidity requirements in fiscal 2003. However, an adjustment to classify at least part of the debt as having a current
maturity will be required because the owners of the LYONs’ notes are permitted, if they chose to do so, to submit these notes
to the Company in May 2004 for repurchase by the Company. The Company may choose to repurchase the LYONs in either
cash or shares of the Company’s Common Stock, or a combination of Common Stock and cash. Accordingly, as a result of
these factors, the Company’s working capital position is expected to decrease during the next twelve months.

33



The Company believes that its $378 million of working capital and unused borrowing capacity of $166.2 million at
August 31, 2002, is in excess of its identified short-term working capital needs, (based on its existing operations) and that it
will have sufficient working capital and borrowing capacity to fund its operations for the next twelve months.

Effects of Inflation

The Company will continue to focus its operations on cost-reimbursable or negotiated fixed-price contracts. To the extent
that a significant portion of the Company’s revenues are earned under cost-reimbursable type contracts, the effects of infla-
tion on the Company’s financial condition and results of operations should generally be low. However, if the Company
expands its business into markets and geographical areas where fixed-price work is more prevalent, inflation may begin to
have a larger impact on the Company’s results of operations. To the extent permitted by competition, the Company intends
to continue to emphasize contracts that are either cost-reimbursable or negotiated fixed-price. For contracts the Company
accepts with fixed-price terms, the Company monitors closely the actual costs on the project as they compare to the budget
estimates. On these projects, the Company also attempts to secure fixed-price commitments from key subcontractors and ven-
dors. However, due to the competitive nature of the Company’s industry, combined with the fluctuating demands and prices
associated with personnel, equipment and materials the Company traditionally needs in order to perform on its contracts,
there can be no guarantee that inflation will not effect the Company’s results of operations in the future.

Recent Accounting Pronouncements

In June 2001, the FASB issued SFAS No. 143—“Accounting for Asset Retirement Obligations.” This statement, which is
first effective for the Company beginning in fiscal 2003, requires that the cost of legal obligations associated with the retire-
ment and/or removal of long-lived assets should be accounted for as additional asset costs and that the net present value of
the retirement/removal costs be recorded as a liability. Asset values (to include retirement and removal costs) are subject to
impairment reviews pursuant to SFAS No. 144 (see below). The Company believes this statement will not have a material
effect on its financial statements.

In August 2001, the FASB issued SFAS No. 144—“Accounting for the Impairment or Disposal of Long-Lived Assets,”
which supersedes SFAS No. 121—“Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be
Disposed Of.” The new statement also supersedes certain aspects of APB 30—“Reporting the Results of Operations—
Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events
and Transactions,” with regard to reporting the effects of a disposal of a segment of a business and will require expected future
operating losses from discontinued operations to be reported in discontinued operations in the period incurred rather than as
of the measurement date as presently required by APB 30. Additionally, this statement increases the likelihood that disposi-
tions will now qualify for discontinued operations treatment. The provisions of the statement are required to be applied for
fiscal years beginning after December 15, 2001 and interim periods within those fiscal years. The Company does not expect
this statement will have a material effect on its financial statements when it adopts this standard in fiscal 2003.

In May 2002, the FASB issued SFAS No. 145—“Rescission of FASB Statements Nos. 4, 44, and 64, Amendment of
FASB Statement No. 13 and Technical Corrections” which is effective for fiscal years beginning after May 15, 2002. This
statement, among other matters, provides guidance with respect to the accounting for gain or loss on capital leases that were
modified to become operating leases. The statement also eliminates the requirement that gains or losses on the early extin-
guishment of debt be classified as extraordinary items and provides guidance when the gain or loss on the early retirement of
debt should or should not be reflected as an extraordinary item. The Company will be required to reclassify the extraordinary
losses recognized in prior years as ordinary loss upon adoption of this standard when it becomes effective in fiscal 2003.

In July 2002 the FASB issued SFAS No. 146—“Accounting for Costs Associated with Exit or Disposal Activities.” This
statement requires that costs associated with terminating employees or contracts or closing or relocating facilities are to be
recognized at fair value at the time the liability is incurred. The Company does not anticipate that this statement will have a
material effect on its financial statements when it becomes effective for disposal activities initiated after December 31, 2002.

Risk Factors

Investing in the Company’s Common Stock will provide an investor with an equity ownership interest in the Company. Shareholders
will be subject to risks inherent in the Company’s business. The performance of Shaw’s shares will reflect the performance of the
Company’s business relative to, among other things, general economic and industry conditions, market conditions and competition. The
value of the investment in the Company may increase or decrease and could result in a loss. An investor should carefully consider 
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the following factors as well as other information contained in this Annual Report, to include the discussion of the Company’s Critical
Accounting Polices, before deciding to invest in shares of the Company’s Common Stock.

This Annual Report also contains forward-looking statements that involve risks and uncertainties. The Company’s actual results
could differ materially from those anticipated in the forward-looking statements as a result of many factors, including the risk factors
described below and the other factors described elsewhere in this Annual Report.

Demand for the Company’s products and services is cyclical and vulnerable to downturns in the industries to which the Company

markets its products and services. The demand for Shaw’s products and services depends on the existence of engineering, con-
struction and maintenance projects, particularly in the power generation and environmental and infrastructure industries that
together accounted for approximately 89% of the Company’s backlog as of August 31, 2002. The Company also depends, to a
lesser extent, on conditions in the petrochemical, chemical, and refining industries. These industries historically have been, and
will likely continue to be, cyclical in nature and vulnerable to general downturns in the domestic and international economies.
The Company’s results of operations have varied and may continue to vary depending on the demand for future projects from
these industries. In fiscal 2002, there has been a slowdown in construction activity and new construction awards for power gen-
eration projects, primarily as a result of less activity by certain independent power producers who have encountered financing
and liquidity problems. Additionally, the planning for new projects by the power generation industry has been affected by recent
economic forecasts which indicate the possibility that growth rates in the United States may be less than previously anticipated.
The Company can provide no assurance as to future demand for new power generation projects or its other projects and services.

The dollar amount of the Company’s backlog, as stated at any given time, is not necessarily indicative of its future earnings. As of
August 31, 2002, the Company’s backlog was approximately $5.6 billion. Shaw can provide no assurances that the revenues
projected in its backlog will be realized or, if realized, will result in profits. Further, project terminations, suspensions or adjust-
ments in scope may occur with respect to contracts reflected by the Company in its backlog. For example, during the
Company’s fourth quarter of fiscal 2002, three domestic power projects previously reflected in the Company’s backlog were
suspended or cancelled, resulting in a reduction of in excess of $300 million to backlog. Reductions in backlog of this type
(or otherwise) adversely affect, potentially to a material extent, the revenue and profit the Company actually receives from
contracts projected in backlog.

In the event of project cancellation, Shaw may be reimbursed for certain costs but typically has no contractual right to
the total revenues reflected in the Company’s backlog. In addition, projects may remain in the Company’s backlog for
extended periods of time. If Shaw were to experience significant cancellations or delays of projects in its backlog, the
Company’s financial condition would be significantly adversely affected.

The Company defines its backlog as a “working backlog” which includes projects for which Shaw has received a com-
mitment from its customers. This commitment may be in the form of a written contract for a specific project, a purchase
order or an indication of the amount of time or material Shaw needs to make available for a customer’s anticipated project.
In certain instances, the engagement is for a particular product or project for which Shaw estimates anticipated revenue,
often based on engineering and design specifications that have not been finalized and may be revised over time. Also, the
Company estimates (based on the Company’s prior experience) the amount of future work it will receive for multi-year gov-
ernment contracts for which funding is approved on an annual or periodic basis during the term of the contract. In the
Environmental & Infrastructure segment, many of these contracts are multi-year Indefinite Delivery Order (IDO) agree-
ments with the Federal government. These contracts do not initially provide for a specific amount of work and the contract
backlog IDO agreements is derived from the Company’s historical experience with IDO contracts.

The Company’s backlog for maintenance work is derived from maintenance contracts and customers’ historic mainte-
nance requirements. Accordingly, the amount of future actual awards may be more or less than the Company’s estimates.

The Company also includes in backlog commitments from certain individual customers who have committed to more
than one significant EPC project and other customers who have committed to multi-year orders for environmental, piping
or maintenance services. The Company cannot be assured that the customers will complete all of these projects or that the
projects will be performed in the currently anticipated time-frame.

Difficulties integrating the acquisition of the assets of IT Group and other acquisitions could adversely affect Shaw. The IT Group
acquisition represents a significant acquisition for Shaw and it has enabled the Company to expand its traditional lines of
business. The IT Group acquisition also brings Shaw into businesses it has not previously conducted and exposes Shaw to
additional business risks that are different than those it has traditionally experienced. In addition, the Company has and may
continue to acquire new businesses. As a result, the Company may encounter difficulties integrating the IT Group acquisition
and the Company’s other acquisitions and successfully managing the growth the Company expects to experience from the
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acquisitions. To the extent the Company encounters problems in integrating the IT Group acquisition and any other acquisi-
tions, the Company could be materially adversely affected. The Company plans to pursue select acquisitions in the future.
Because the Company may pursue acquisitions around the world and may actively pursue a number of opportunities simulta-
neously, the Company may encounter unforeseen expenses, complications and delays, including difficulties in employing
sufficient staff and operational and management oversight.

The Company may incur unexpected liabilities associated with the Stone & Webster and IT Group acquisitions, as well as other

acquisitions. The Company believes, pursuant to the terms of the agreements for the Stone & Webster and IT Group asset
acquisitions, that it assumed only certain liabilities (“assumed liabilities”) specified in the agreements related to such acquisi-
tions. In addition, the agreements related to such acquisitions provide that certain other liabilities, including but not limited
to, certain outstanding borrowings, certain leases, certain contracts in process, completed contracts, claims or litigation that
relate to acts or event occurring prior to the actual acquisition date, and certain employee benefit obligations are specifically
excluded (“excluded liabilities”) from the Company’s transactions. The Company, however, cannot provide any assurances
that it does not have any exposure related to the excluded liabilities.

In addition, some of the former owners of companies Shaw has acquired are contractually required to indemnify the
Company against liabilities related to the operation of their companies before Shaw acquired them and for misrepresentations
made by them in connection with the acquisitions. In some cases, these former owners may not have the financial ability to
meet their indemnification responsibilities. If this occurs, the Company may incur unexpected liabilities.

The nature of Shaw’s contracts could adversely affect the Company. Shaw enters into fixed-price or unit-price contracts on a
significant number of domestic piping contracts and substantially all international piping projects. In addition, a number of
the contracts the Company assumed in the Stone & Webster and IT Group acquisitions were fixed-price contracts and the
Company may continue to enter into these types of contracts in the future. Under fixed, maximum or unit-price contracts,
the Company agrees to perform the contract for a fixed-price, and as a result, benefits from costs savings, but is unable to
recover any cost overruns. Under fixed-price incentive contracts, the Company shares with the customer any savings up to a
negotiated or target ceiling. When costs exceed the negotiated ceiling price, the Company may be required to reduce its fee
or to absorb some or all of the cost overruns. Contract prices are established based in part on cost estimates that are subject to
a number of assumptions, including assumptions regarding future economic conditions. If these estimates prove inaccurate or
circumstances change, cost overruns having a material adverse effect on the Company’s business and results of its operations
could occur. Shaw’s profit for these projects could decrease or the Company could experience losses, if the Company is unable
to secure fixed-pricing commitments from its suppliers at the time the contracts are entered into or if the Company experi-
ences cost increases for material or labor during the performance of the contracts.

The Company enters into contractual agreements with customers for some of its engineering, procurement and con-
struction services to be performed based on agreed upon reimbursable costs and labor rates. Some of these contracts provide
for the customer’s review of the accounting and cost control systems to verify the completeness and accuracy of the reim-
bursable costs invoiced. These reviews could result in proposed reductions in reimbursable costs and labor rates previously
billed to the customer.

The Company is subject to the risks associated with being a government contractor, particularly due to the acquisitions of the assets

of IT Group. As a result of the Company’s acquisition of the assets of IT Group, the Company is now a major provider of
services to governmental agencies. As a major provider of these services, the Company faces the risks associated with govern-
ment contracting. For example, a reduction in spending by federal government agencies could limit the continued funding
of existing contracts with these agencies and could limit the Company’s ability to obtain additional contracts, which could
have a material adverse effect on the Company’s business. The risks of government contracting also include the risk of civil
and criminal fines and penalties for violations of applicable regulations and statutes and the risk of public scrutiny of Shaw’s
performance at high profile sites.

As a result of the Company’s government contracting business, the Company has been, is and will be in the future, the
subject of audits and/or cost reviews by the Defense Contract Audit Agency (“DCAA”) or by the contracting agency.
Additionally, Shaw has been and may in the future be, the subject of investigations by governmental agencies such as the
EPA’s Office of Inspector General. During the course of an audit, the DCAA may disallow costs if it determines that the
Company improperly accounted for such costs in a manner inconsistent with Cost Accounting Standards, regulatory and
contractual requirements. Under the type of cost-reimbursable government contracts that the Company typically performs,
only those costs that are reasonable, allocable and allowable are recoverable under the Federal Acquisition Regulation and
Cost Accounting Standards.
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In addition, the failure to comply with the terms of one or more of its government contracts, other government agree-
ments, regulations and statutes could result in Shaw’s suspension or debarment from future government contract projects for
a significant period of time. This could result in a material adverse effect on the Company’s business.

Actual results could differ from the estimates and assumptions used to prepare the Company’s financial statements. In order to
prepare financial statements in conformity with generally accepted accounting principles, management is required to make
estimates and assumptions as of the date of the financial statements which affect the reported values of assets and liabilities
and revenues and expenses, and disclosures of contingent assets and liabilities. Areas requiring significant estimates by the
Company’s management, include (i) contract expenses and profits and application of percentage-of-completion accounting;
(ii) recoverability of inventory and application of lower of cost or market accounting; (iii) provisions for uncollectable receiv-
ables and customer claims; (iv) provisions for income taxes and related valuation allowances; (v) recoverability of net good-
will; (vi) recoverability of other intangibles and related amortization; (vii) valuation of assets acquired and liabilities assumed
in connection with business combinations; and (viii) accruals for estimated liabilities, including litigation and insurance
reserves. Actual results could differ from those estimates.

The Company’s use of the percentage-of-completion accounting could result in a reduction/elimination of previously reported profits.

As is more fully discussed above in the “Critical Accounting Policies and Related Estimates That Have a Material Effect on
the Company’s Consolidated Financial Statements” and in Note 1 of Notes to Consolidated Financial Statements, a substan-
tial portion of the Company’s revenues are recognized using the Percentage-of-Completion (“POC”) method of accounting.
This accounting method is standard for EPC contracts. The POC accounting practices the Company utilizes results in the
Company recognizing contract revenues and earnings ratably over the contract term in proportion to the Company’s incur-
rence of contract costs. The earnings/losses recognized on individual contracts are based on estimates of contract costs and
profitability. Contract losses are recognized in full when determined and contract profit estimates are adjusted based on
ongoing reviews of contract profitability. Further, a substantial portion of the Company’s contracts contain various cost and
performance incentives/penalties that impact the earnings the Company realizes from the contracts and adjustments related
to incentives/penalties are recorded when known or finalized, which is generally during the latter stages of the contract.

Although most of the Company’s contracts are cost-reimbursable and the Company’s financial loss exposure on cost-
reimbursable contracts is generally limited to a portion of its gross margin, it is possible the loss provisions or adjustments to
the contract profit and loss resulting from ongoing reviews or contract penalty provisions could be significant and could result
in a reduction or elimination of previously recognized earnings. In certain circumstances it is possible that such adjustments
could be material to the Company’s operating results.

The Company’s results of operations depend on the award of new contracts and the timing of the performance of these contracts.

A substantial portion of the Company’s revenues are directly or indirectly derived from large-scale domestic and international
projects. It is generally very difficult to predict whether and when Shaw will receive such awards as these contracts 
frequently involve a lengthy and complex bidding and selection process which is affected by a number of factors, such as
market conditions, financing arrangements, governmental approvals and environmental matters. Because a significant por-
tion of the Company’s revenues are generated from large projects, the Company’s results of operations can fluctuate from
quarter to quarter depending on the timing of its contract awards.

The uncertainty of the Company’s contract award timing can also present difficulties in matching workforce size with con-
tract needs. In some cases, Shaw maintains and bears the cost of a ready workforce that is larger than called for under existing
contracts in anticipation of future workforce needs for expected contract awards. If an expected contract award is delayed or not
received, the Company would incur costs that could have a material adverse effect on it. Further, Shaw’s significant customers
vary between years and the loss of any one or more of the Company’s key customers could have a material adverse impact on it.

In addition, timing of the revenues and earnings from the Company’s projects can be affected by a number of factors
beyond the Company’s control, including unavoidable delays from weather conditions, unavailability of material and equip-
ment from vendors, changes in the scope of services requested by clients, or labor disruptions.

Political and economic conditions in foreign countries in which Shaw operates could adversely affect the Company. A significant
portion of the Company’s revenues is attributable to projects in international markets. Shaw expects international revenues
and operations to continue to contribute materially to the Company’s growth and earnings for the foreseeable future.
International contracts, operations and expansion expose the Company to risks inherent in doing business outside the United
States, including:
• uncertain economic conditions in the foreign countries in which Shaw makes capital investments, operates and sells

products and services;
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• the lack of well-developed legal systems in some countries in which Shaw operates and sells;
• products and services, which could make it difficult for it to enforce the Company’s contractual rights;
• expropriation of property;
• restrictions on the right to convert or repatriate currency; and
• political risks, including risks of loss due to civil strife, acts of war, guerrilla activities and insurrection.

Foreign exchange risks may affect the Company’s ability to realize a profit from certain projects or to obtain projects. The Company
generally attempts to denominate its contracts in United States dollars; however, from time to time the Company enters into
contracts denominated in a foreign currency. This practice subjects the Company to foreign exchange risks, particularly to the
extent contract revenues are denominated in a currency different than the contract costs. The Company attempts to mini-
mize its exposure from foreign exchange risks by obtaining escalation provisions for projects in inflationary economies,
matching the contract revenue currency with the contract costs currency or entering into hedge contracts when there are dif-
ferent currencies for contract revenues and costs. However, these actions will not always eliminate all foreign exchange risks.

Foreign exchange controls may also adversely affect the Company. For instance, prior to the lifting of foreign exchange
controls in Venezuela in November 1995, foreign exchange controls adversely affected the Company’s ability to repatriate
profits from Shaw’s Venezuelan subsidiary or otherwise convert local currency into United States dollars.

Further, the Company’s ability to obtain international contracts is impacted by the relative strength or weakness of the
United States dollar to foreign currencies.

Failure to meet schedule or performance requirements of Shaw’s contracts could adversely affect the Company. In certain circum-
stances, the Company guarantees facility completion by a scheduled acceptance date or achievement of certain acceptance
and performance testing levels. Failure to meet any such schedule or performance requirements could result in additional
costs and the amount of such additional costs could exceed project profit margins. Performance problems for existing and
future contracts, whether fixed, maximum or unit-priced, could cause actual results of operations to differ materially from
those anticipated by the Company.

A dependence on one or a few customers could adversely affect the Company. Due to the size of many engineering and construc-
tion projects, one or a few clients have in the past and may in the future contribute a substantial portion of the Company’s
consolidated revenues in any one year, or over a period of several consecutive years. For example, the Company’s backlog
frequently reflects multi-projects for individual clients and therefore, one major customer may comprise a significant percent-
age of backlog at a point in time.

Additionally, the Company has long-standing relationships with many significant customers, including customers with
whom the Company has alliance agreements that have preferred pricing arrangements; however, the Company’s contracts
with them are on a project by project basis and they may unilaterally reduce or discontinue their purchases at any time.

The loss of business from any one of such customers could have a material adverse effect on the Company’s business or
results of operations.

Shaw’s dependence on a few suppliers and subcontractors could adversely affect the Company. The principal raw materials in the
Company’s piping systems business are carbon steel, stainless steel and other alloy piping, which Shaw obtains from a number
of domestic and foreign primary steel producers. In the Company’s engineering, procurement and construction services Shaw
relies on third party equipment manufacturers or materials suppliers as well as third party subcontractors, to complete its
projects. To the extent that the Company cannot engage subcontractors or acquire equipment or materials, Shaw’s ability to
complete a project in a timely fashion or at a profit may be impaired. To the extent the amount the Company is required to
pay for these goods and services exceeds the amount the Company has estimated in bidding for fixed-price work, Shaw could
experience losses in the performance of these contracts. In addition, if a manufacturer is unable to deliver the materials
according to the negotiated terms, the Company may be required to purchase the materials from another source at a higher
price. This may reduce the profit to be realized or result in a loss on a project for which the materials were needed.

The Company’s projects expose it to potential professional liability, product liability, or warranty and other claims. Shaw engineers
and constructs and performs services in large industrial facilities in which system failures can be disastrous. Any catastrophic
occurrences in excess of insurance limits at locations engineered or constructed by the Company or where Shaw’s products
are installed or services performed could result in significant professional liability, product liability or warranty and other
claims against it. In addition, under some of the Company’s contracts, Shaw must use new metals or processes for producing
or fabricating pipe for its customers. The failure of any of these metals or processes could result in warranty claims against the
Company for significant replacement or reworking costs.
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Further, the engineering and construction projects Shaw performs expose it to additional risks including cost overruns,
equipment failures, personal injuries, property damage, shortages of materials and labor, work stoppages, labor disputes,
weather problems and unforeseen engineering, architectural, environmental and geological problems. In addition, once the
Company’s construction is complete, Shaw may face claims with respect to the performance of these facilities.

The Company’s environmental/infrastructure operations, which will increase substantially as a result of the acquisition of the assets of

IT Group, may subject the Company to potential contractual and operational costs and liabilities. Many of Shaw’s Environmental &
Infrastructure segment customers attempt to shift financial and operating risks to the contractor, particularly on projects
involving large-scale cleanups and/or projects where there may be a risk that the contamination could be more extensive or
difficult to resolve than previously anticipated. In this competitive market, customers increasingly try to pressure contractors
to accept greater risks of performance, liability for damage or injury to third parties or property and liability for fines and
penalties. Prior to its acquisition by the Company, the IT Group was involved in claims and litigation involving disputes over
such issues. Therefore, it is possible that the Company could also become involved in similar claims and litigation in the
future as a result of the Company’s acquisition of the assets of IT Group and the Company’s participation in environmental
and infrastructure contracts.

Environmental management contractors also potentially face liabilities to third parties for property damage or personal
injury stemming from a release of toxic substances resulting from a project performed for customers. These liabilities could
arise long after completion of a project. Although the risks the Company faces in its anthrax and other biological agent work
are similar to those faced in its toxic chemical emergency response business, the risks posed by attempting to detect and reme-
diate these agents may include risks to the Company’s employees, subcontractors and those who may be affected should detec-
tion and remediation prove less effective than anticipated. Because anthrax and similar contamination is so recent, there may
be unknown risks involved, and in certain circumstances there may be no body of knowledge or standard protocols for deal-
ing with these risks. The risks the Company faces also include the potential ineffectiveness of developing technologies to
detect and remediate the contamination, claims for infringement of these technologies, the difficulties in working with the
smaller, specialized firms that may own these technologies and have detection and remediation capabilities, the Company’s
ability to attract and retain qualified employees and subcontractors in light of these risks, the high profile nature of the work,
and the potential unavailability of insurance and indemnification for the risks associated with biological agents and terrorism.

Over the past several years, the EPA and other federal agencies have constricted significantly the circumstances under
which they will indemnify their contractors against liabilities incurred in connection with CERCLA and similar projects.

The Company’s competitors may have greater resources and experience than Shaw does. In the Company’s engineering, procure-
ment and construction business, Shaw has numerous regional, national, and international competitors, many of which have
greater financial and other resources than Shaw does. The Company’s competitors include well-established, well-financed
concerns, both privately and publicly held, including many major power equipment manufacturers and engineering and con-
struction companies, some engineering companies, internal engineering departments at utilities and certain of its customers.
Because the Company is primarily a service organization, Shaw competes by providing services of the highest quality. The
markets that Shaw serves require substantial resources and particularly highly skilled and experienced technical personnel.

In pipe engineering and fabrication, competition on a domestic and international level is substantial. In the United
States, there are a number of smaller pipe fabricators. Internationally, the Company’s principal competitors are divisions of
large industrial firms. Some of the Company’s competitors, primarily in the international sector, have greater financial and
other resources than Shaw does.

The Company’s Environmental & Infrastructure segment competes with a diverse array of small and large organizations
including national or regional environmental management firms, national, regional and local architectural, engineering and
construction firms, environmental management divisions or subsidiaries of international engineering, construction and
systems companies, and waste generators that have developed in-house capabilities. Increased competition in this business,
combined with changes in client procurement procedures, has resulted in changes in the industry, among other things: lower
contract margins, more fixed-price or unit-price contracts, and contract terms that may increasingly require the Company to
indemnify its clients against damages or injuries to third parties and property and environmental fines and penalties. The
Company believes, therefore, these market conditions may require the Company to accept more contractual and performance
risk than it has historically done in order for the Environmental & Infrastructure segment to be competitive in this market.

The entry of large systems contractors and international engineering and construction forms into the environmental
services industry has increased competition for major federal government contracts and programs, which have been a primary
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source of revenue in recent years for the environmental and infrastructure business. The Company cannot assure that the
Environmental & Infrastructure segment will be able to compete successfully given the intense competition and trends in
its industry.

A failure to attract and retain qualified personnel could have an adverse effect on the Company. The Company’s ability to attract
and retain qualified engineers, scientists and other professional personnel, either through direct hiring or acquisition of other
firms employing such professionals, will be an important factor in determining the Company’s future success. The market for
these professionals is competitive, and there can be no assurance that the Company will be successful in its efforts to attract and
retain such professionals. In addition, Shaw’s ability to be successful depends in part on its ability to attract and retain skilled
laborers in its pipe fabrication business. Demand for these workers can at times be high and the supply extremely limited.

Terrorists’ actions have and could negatively impact the U.S. economy and the Company’s markets. Terrorist attacks, such as
those that occurred on September 11, 2001, have contributed to economic instability in the United States and further acts of
terrorism, violence or war could affect the markets in which the Company operates, its business operations, and expectations.

The terrorist attacks on September 11, 2001 have also caused instability in the world’s markets. There can be no assur-
ance that armed hostilities will not increase or that terrorist attacks, or responses from the United States, will not lead to
further acts of terrorism and civil disturbances in the United States or elsewhere, which may further contribute to economic
instability in the United States. These attacks or armed conflicts may directly impact the Company’s physical facilities or
those of its suppliers or customers and could impact the Company’s domestic or international revenues, its supply chain, its
production capability, and its ability to deliver its products and services to its customers. Political and economic instability in
some regions of the world may also result and could negatively impact the Company’s business.

Environmental factors and changes in laws and regulations could increase the Company’s costs and liabilities and affect the demand for

its services. The Company is subject to environmental laws and regulations, including those concerning:
• emissions into the air;
• discharges into waterways;
• generation, storage, handling, treatment and disposal of waste materials; and
• health and safety.

The Company’s projects often involve nuclear, hazardous and other highly regulated materials, the improper characteri-
zation, handling or disposal of which could constitute violations of federal, state or local statutes, and result in criminal
and/or civil liabilities. Environmental laws and regulations generally impose limitations and standards for certain pollutants
or waste materials and require Shaw to obtain a permit and comply with various other requirements. Governmental authori-
ties may seek to impose fines and penalties on the Company, or revoke or deny the issuance or renewal of operating permits,
for failure to comply with applicable laws and regulations.

In addition, under the Comprehensive Environmental Response, Compensation and Liability Act of 1980 (“CERCLA”),
as amended and comparable state laws, the Company may be required to investigate and remediate hazardous substances.
CERCLA and these comparable state laws typically impose liability without regard to whether a company knew of or caused
the release, and liability has been interpreted to be joint and several unless the harm is divisible and there is a reasonable basis
of allocation. The principal federal environmental legislation affecting the Company’s Environmental & Infrastructure sub-
sidiary and its clients include: the National Environmental Policy Act of 1969 (“NEPA”), the Resource Conservation and
Recovery Act of 1976 (“RCRA”), the Clean Air Act, the Federal Water Pollution Control Act and the Superfund
Amendments and Reauthorization Act of 1986 (“SARA”). The Company’s foreign operations are also subject to various
requirements governing environmental protection.

Companies that are subject to environmental liabilities have also sought to expand the reach of CERCLA, RCRA and
similar state statutes to make contractor firms responsible for cleanup costs. These companies claim that environmental con-
tractors are owners or operators of hazardous waste facilities or that they arranged for treatment, transportation or disposal of
hazardous substances. If the Company is held responsible under CERCLA or RCRA for damages caused while performing
services or otherwise, the Company may be forced to bear this liability by itself, notwithstanding the potential availability of
contribution or indemnification from other parties.

The environmental health and safety laws and regulations to which Shaw is subject are constantly changing, and it is
impossible to predict the effect of such laws and regulations on the Company in the future. Shaw does not yet know the
extent, if any of any environmental liabilities associated with many of its properties, including any liabilities associated with
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the assets the Company acquired from Stone & Webster and IT Group that a fuller investigation might reveal. The Company
cannot give any assurance that its operations will continue to comply with future laws and regulations or that these laws and
regulations will not significantly adversely affect the Company.

The level of enforcement of these laws and regulations also affects the demand for many of the Company’s services.
Proposed changes in regulations and the perception that enforcement of current environmental laws has been reduced has
decreased the demand for some services, as clients have anticipated and adjusted to the potential changes. Proposed changes
could result in increased or decreased demand for some of the Company’s services. The ultimate impact of the proposed
changes will depend upon a number of factors, including the overall strength of the economy and clients’ views on the cost-
effectiveness of remedies available under the changed regulations. The Company believes these factors have been partially
offset by an increased desire on the part of commercial clients for strategic environmental services, which:
• provide an integrated, proactive approach to environmental issues, and
• are driven by economic, as opposed to legal or regulatory concerns.

Further, the Company believes that by its commercial clients for environmental services may be increased by and
dependent upon mergers, acquisitions and other strategic corporate transactions involving those clients, as well as potentially
more stringent accounting standards for contingent environmental liabilities.

Shaw is exposed to certain risks associated with its Environmental Liability Solutions business. Certain subsidiaries within the
Company’s environmental/infrastructure division are engaged in activities that may involve assumption of a client’s envi-
ronmental remediation obligations and potential claim obligations. The LandBank Group, Inc. purchases and repositions
environmentally impaired properties while Shaw Environmental Liability Solutions, LLC will take over responsibility for
environmental matters at a particular site or sites, including indemnifications for defined cleanup costs and post closing
third party claims, in return for compensation by the client. These subsidiaries may operate and/or purchase and redevelop
environmentally impaired property. As the owner or operator of such properties, the Company may be required to clean up
all contamination at these sites, even if the Company did not place it there. These risks are mitigated through environmen-
tal due diligence, liability protection provisions of Federal laws such as the Brownfields Revitalization Act and similar state
laws, the purchase of environmental and cost cap insurance coverage or other risk management products. Although the
Company believes its risk management strategies and these products and laws adequately protect the Company against these
obligations, the Company can provide no assurance that they will do so in all circumstances. Additionally, when one of these
companies purchases real estate, it may be subject to many of the same risks as real estate developers, including the timely
receipt of building and zoning permits, construction delays, the ability of markets to absorb new development projects,
market fluctuations, and the ability to obtain additional equity or debt financing on satisfactory terms, among others.

If Shaw has to write-off a significant amount of intangible assets, the Company’s earnings will be negatively impacted. Because the
Company has grown in part through acquisitions, goodwill and other acquired intangible assets represent a substantial portion
of its assets. Goodwill was approximately $499 million as of August 31, 2002. If the Company makes additional acquisitions,
it is likely that additional intangible assets will be recorded on its books. A determination that a significant impairment in
value of the Company’s unamortized intangible assets has occurred would require the Company to write-off a substantial
portion of its assets. Such a write-off would negatively affect the Company’s earnings. (See Note 8 of Notes to Consolidated
Financial Statements.)

The Company is and will continue to be involved in litigation. The Company has been and may from time to time be named as
a defendant in legal actions claiming damages in connection with engineering and construction projects and other matters.
These are typically actions that arise in the normal course of business, including employment-related claims and contractual
disputes or claims for personal injury or property damage which occur in connection with services performed relating to 
project or construction sites. Such contractual disputes normally involve claims relating to the performance of equipment,
design or other engineering services or project construction services provided by the Company’s subsidiaries.

While the Company did not assume possible liabilities relating to environmental pollution in connection with the
IT Group and the Stone & Webster acquisitions, a federal, state or local governmental authority may seek redress from Shaw
or its subsidiaries and the Company may be named as a Potentially Responsible Party in an action by such governmental
authority. While the Company would vigorously contest any attempt to make the Company responsible for unassumed
environmental liabilities, there can be no assurance that the Company would not be held liable in connection with such
matters in amounts that would have a material adverse effect on its business and results of operations.
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Adverse events could negatively affect the Company’s liquidity position. The Company operates in an environment in which the
Company could be required to utilize large sums of working capital, sometimes on short notice and sometimes without the
ability to recover the expenditures (as has been the experience of certain of the Company’s competitors). Circumstances or
events which could create large cash outflows include loss contracts, environmental liabilities, litigation risks, unexpected
costs or losses resulting from acquisitions, contract initiation or completion delays, political conditions, customer payment
problems, foreign exchange risks, professional and product liability claims, cash repurchases of the Company’s Liquid Yield
Option� Notes due 2020 (“LYONs”), etc. Although the Company attempts to mitigate its risks, it cannot provide assurance
that it will have sufficient liquidity or the credit capacity to meet all its cash needs if it encounters significant unforeseen
working capital requirements that could result from these or other factors.

Insufficient liquidity could have important consequences to the Company. For example, the Company could:
• experience difficulty in financing future acquisitions and/or its continuing operations;
• be required to dedicate a substantial portion of its cash flows from operations to the repayment of its debt and the interest

associated with its debt;
• have less operating flexibility due to restrictions which could be imposed by its creditors, including restrictions on incur-

ring additional debt, creating liens on its properties and paying dividends;
• have less success in obtaining new work if its sureties and/or its lenders were to limit its ability to provide new performance

bonds or letters of credit for its projects; and
• incur increased lending fees, costs and interest rates.

All or any of these matters could place the Company at a competitive disadvantage compared with competitors with
more liquidity and could have a negative impact upon the Company’s financial condition and results of operations.

The Company’s repurchase obligations under its zero-coupon, unsecured convertible notes due 2021 (LYONs) could result in adverse

consequences. In May 2001, the Company issued $790 million of zero-coupon, unsecured convertible notes due 2021
(LYONs). On May 1 of 2004, 2006, 2011 and 2016, holders may require the Company to purchase all or a portion of these
notes at their accreted value. The Company cannot predict whether or when holders will choose to exercise their repurchase
rights. However, it is possible that a substantial portion of the notes may be submitted for repurchase as early as May 1, 2004.
The Company may, subject to certain conditions, choose to pay the purchase price in cash or in shares of Common Stock, or
in a combination of both. The Company currently intends to repurchase some or all of the securities with cash. Therefore, if
a substantial portion of the notes were to be submitted for repurchase on one of the repurchase dates, the Company might
need to use a substantial amount of its available sources of liquidity for this purpose. This could have the effect of restricting
the Company’s ability to fund new acquisitions or to meet other future working capital needs, as well as increasing the
Company’s costs of borrowing. The Company may seek other means of refinancing or restructuring its obligations under the
notes, but this may result in terms less favorable than those under the existing notes. Further, it is possible that in adverse
circumstances, such as a combination of a large number of repurchase requests, low stock price and/or liquidity or financing
restraints, the Company could be required to issue a significant number of shares to satisfy its repurchase obligations and the
number of shares actually issued could substantially dilute the Common Stock. Moreover, sales of such shares in the market
place could adversely affect the market price of the Common Stock.

Work stoppages and other labor problems could adversely affect the Company. Some of the Company’s employees in the United
States and abroad are represented by labor unions. Shaw experienced a strike, without material impact on pipe production, by
union members in February 1997, relating to the termination of collective bargaining agreements covering its pipe facilities
in Walker and Prairieville, Louisiana. A lengthy strike or other work stoppage at any of the Company’s facilities could have a
material adverse effect on the Company. From time to time Shaw has also experienced attempts to unionize the Company’s
non-union shops. While these efforts have achieved limited success to date, the Company cannot give any assurance that it
will not experience additional union activity in the future.

Changes in technology could adversely affect the Company and its competitors may develop or otherwise acquire equivalent or superior

technology. The Company believes its Stone & Webster subsidiary has a leading position in technologies for the design and
construction of ethylene plants. The Company protects it position through patent registrations, license restrictions, and a
research and development program. However, it is possible that others may develop competing processes that could nega-
tively affect the Company’s market position.

Additionally, the Company has developed construction and power generation and transmission software, which it feels
provide competitive advantages. The advantages currently provided by this software could be at risk if competitors were to
develop superior or comparable technologies.

42



The Company’s induction pipe bending technology and capabilities favorably influence the Company’s ability to
compete successfully. Currently this technology and its proprietary software are not patented. While the Company has some
legal protections against the dissemination of this know-how, (including non-disclosure and confidentiality agreements), the
Company’s efforts to prevent others from using its technology could be time-consuming, expensive and ultimately may be
unsuccessful or only partially successful. Finally, there is nothing to prevent the Company’s competitors from independently
attempting to develop or obtain access to technologies that are similar or superior to Shaw’s technology.

In Shaw’s Environmental & Infrastructure business segment, the technology consists principally of the know-how of its
professionals, and Shaw is dependent upon its ability to attract and retain qualified, innovative personnel.

Expiration of the Price Anderson Act’s (PAA) indemnification authority could have adverse consequences. The Company services
the needs of the DOE in converting its weapons facilities to civilian purposes and the nuclear power industry in the ongoing
maintenance and modifications as well as decontamination and decommissioning of nuclear power plants. Approximately
21% of the Company’s backlog is from nuclear services. Shaw expects this portion of its business to continue to grow as
many operating power plants require modifications or upgrades or reach the end of their scheduled useful lives over the next
20 years.

The PAA promotes and regulates the nuclear power industry in the U.S. The PAA comprehensively regulates the man-
ufacture, use and storage of radioactive materials, and promotes the nuclear power industry by offering broad indemnification
to nuclear power plant operators and DOE contractors. While the PAA’s indemnification provisions are broad, it has not
been determined whether they apply to all liabilities that might be incurred by a radioactive materials cleanup contractor.
Also the PAA’s ability to indemnify with respect to newly signed contracts expired on August 1, 2002. Because nuclear power
remains controversial, it is not clear that the PAA and its indemnification provisions will be extended. The Company’s busi-
ness could be adversely affected if the PAA were not extended due to either the unwillingness of plant operators to retain the
Company, or the Company’s inability to obtain adequate indemnification and insurance, because of the unavailability of the
protections of the PAA.

The Company’s success depends on key members of its management, including J. M. Bernhard, Jr. The Company’s success is
dependent upon the continued services of J. M. Bernhard, Jr., its founder, Chairman, President and Chief Executive Officer,
and other key officers. The loss of Mr. Bernhard or other key officers could adversely affect the Company. The Company does
not maintain key employee insurance on any of its executive officers.

Market prices of the Company’s equity securities could change significantly. The market prices of the Company’s Common Stock
may change significantly in response to various factors and events, beyond the Company’s control, including the following:
• the other risk factors described in this Annual Report, including changing demand for its products and services;
• a shortfall in operating revenue or net income from that expected by securities analysts and investors;
• changes in securities analysts’ estimates of the financial performance of Shaw or its competitors or the financial performance

of companies in its industry generally;
• general conditions in its industries;
• general conditions in the securities markets;
• issuance of a significant number of shares upon exercise of employee stock options or conversion of the LYONs; and
• issuance of a significant number of shares of Common Stock to fund LYONs repurchases by the Company.

Provisions in the Company’s Articles of Incorporation and by-laws and rights agreement could make it more difficult to acquire the

Company and may reduce the market price of the Common Stock. The Company’s articles of incorporation and by-laws contain
certain provisions, such as a provision establishing a classified board of directors (in the event the entire board of directors is
increased to twelve or more members), provisions entitling holders of shares of Common Stock that have been beneficially
owned for four years or more to five votes per share, a provision prohibiting shareholders from calling special meetings, a pro-
vision requiring super majority voting (75% of the outstanding voting power) to approve certain business combinations and
provisions authorizing the Board of Directors to issue up to 20 million shares of preferred stock without approval of the
Company’s shareholders. Also, the Company has adopted a rights plan that limits the ability of any person to acquire more
than 15% of the Company’s Common Stock. These provisions could have the effect of delaying or preventing a change in
control of the Company or the removal of management, of deterring potential acquirers from making an offer to the
Company’s shareholders and of limiting any opportunity to realize premiums over prevailing market prices for the Common
Stock. Provisions of the Company’s shareholder rights agreement could also have the effect of deterring changes of control
of the Company.
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Interest Rate Risk

The Company is exposed to interest rate risk due to changes in interest rates, primarily in the United States. The Company’s
policy is to manage interest rates through the use of a combination of fixed and floating rate debt and short-term fixed rate
investments. The Company currently does not use any derivative financial instruments to manage its exposure to interest
rate risk. The table below provides information about the Company’s future maturities of principal for outstanding debt
instruments (including capital leases) and fair value at August 31, 2002 (in millions).

2003 2004 2005 2006 2007 Thereafter Total Fair Value

Long-term debt
Fixed rate $3.1 $521.9 $ .2 — — — $525.2 $414.0

Average interest rate 7.8% 2.3% 7.2% — — — 2.3% —
Variable rate $2.2 — — — — — $ 2.2 $ 2.2

Average interest rate 4.1% — — — — — 4.1% —
Short-term line of credit

Variable rate $1.1 — — — — — $ 1.1 $ 1.1
Average interest rate 5.0% — — — — — 5.0% —

As discussed in Note 9 of Notes to Consolidated Financial Statements, on May 1, 2001, the Company issued $790 mil-
lion (face value), 20-year, 2.25% zero-coupon unsecured convertible debt Liquid Yield Option� Notes (the “LYONs”) for
which it received net proceeds of approximately $490 million. After paying off approximately $67 million of outstanding
debt, the remaining proceeds were invested in high quality short-term cash equivalents and marketable securities held to
maturity. During fiscal 2001, the income realized from these investments was greater than the interest costs associated with
the LYONs debt. However, during fiscal 2002 interest income was less than its interest expense as a result of the Company’s
utilization of cash for various investments (including the IT Group acquisition), the decline in interest rates available for
short-term investments, and the amortization of deferred credit costs.

The holders of the LYONs have the right to require the Company to repurchase the debt on May 1, 2004, May 1, 2006,
May 1, 2011, and May 1, 2016 at the accreted value. Therefore, the debt is presented above as maturing on May 1, 2004
because of the potential for repurchase requests by the debt holders at that time.

Also during fiscal 2001, the Company used the proceeds from the sales of the LYONs, the Company’s Common Stock
(see Note 2 of Notes to Consolidated Financial Statements) and various assets to pay off its borrowings under its primary
Credit Facility ($235.2 million at August 31, 2000). At August 31, 2002, the interest rate on this line of credit was either
4.75% (if the prime rate index had been chosen) or 3.32% (if the LIBOR rate index had been chosen) with an availability of
$166.2 million. (See Note 10 of Notes to Consolidated Financial Statements for further discussion of this line of credit.)

The estimated fair value of long-term debt and capital leases as of August 31, 2002 and 2001 was approximately $416 mil-
lion and $427 million, respectively. The fair value of the convertible debt as of August 31, 2002 was based on recent sales of such
debt as of August 31, 2002. The fair value of the Company’s other long-term debt and capital leases at August 31, 2002 and 2001
were based on borrowing rates currently available to the Company for notes with similar terms and average maturities.

Foreign Currency Risks

The majority of the Company’s transactions are in U.S. dollars; however, certain of the Company’s subsidiaries conduct their
operations in various foreign currencies. Currently, the Company, when considered appropriate, uses hedging instruments to
manage its risks associated with its operating activities when an operation enters into a transaction in a currency that is
different from its local currency. In these circumstances, the Company will frequently utilize forward exchange contracts to
hedge the anticipated purchases and/or revenues. The Company attempts to minimize its exposure to foreign currency fluctu-
ations by matching its revenues and expenses in the same currency for its contracts. As of August 31, 2002, the Company
had a minimal number of forward exchange contracts outstanding that were hedges of certain commitments of foreign sub-
sidiaries. The exposure from the commitments is not material to the Company’s results of operations or financial position.
(See Notes 1 and 19 of Notes to Consolidated Financial Statements.)
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2002 2001

ASSETS
Current assets:

Cash and cash equivalents $ 401,764 $ 443,304
Escrowed cash 96,500 —
Marketable securities, held to maturity 54,952 45,630
Accounts receivable, including retainage, net 436,747 341,833
Accounts receivable from unconsolidated entity 32 4,848
Inventories 99,009 91,155
Cost and estimated earnings in excess of billings on uncompleted contracts 248,360 95,012
Prepaid expenses 15,681 10,660
Deferred income taxes 73,903 54,351
Assets held for sale 2,001 3,491
Other current assets 21,405 5,757

Total current assets 1,450,354 1,096,041
Investment in and advances to unconsolidated entities, joint ventures and 

limited partnerships 37,729 24,314
Investment in securities available for sale 7,235 10,490
Property and equipment:

Transportation equipment 4,876 4,433
Furniture and fixtures 103,172 49,550
Machinery and equipment 101,643 79,536
Buildings and improvements 59,479 33,127
Assets acquired under capital leases 6,372 1,554
Land 7,471 7,302
Construction in progress 7,267 21,659

290,280 197,161
Less: Accumulated depreciation (84,055) (61,959)

206,225 135,202
Goodwill 499,004 368,872
Other assets 103,653 66,935

$2,304,200 $1,701,854

The accompanying notes are an integral part of these consolidated statements. (Continued)
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2002 2001

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:

Accounts payable $ 390,165 $ 181,936
Accrued liabilities 159,182 81,660
Current maturities of long-term debt 3,102 2,365
Short-term revolving lines of credit 1,052 3,909
Current portion of obligations under capital leases 2,200 2,313
Deferred revenue—prebilled 11,503 7,976
Advanced billings and billings in excess of cost and 

estimated earnings on uncompleted contracts 424,724 244,131
Contract liability adjustments 69,140 43,801
Accrued contract loss reserves 11,402 6,906

Total current liabilities 1,072,470 574,997
Long-term debt, less current maturities 521,190 509,684
Obligations under capital leases, less current obligations 957 3,183
Deferred income taxes 15,452 8,247
Other liabilities 1,874 7,350
Commitments and contingencies — —
Shareholders’ equity:

Preferred stock, no par value, 20,000,000 shares authorized; 
no shares issued and outstanding — —

Common stock, no par value, 200,000,000 shares authorized; 
43,002,677 and 41,012,292 shares issued, respectively; 
40,841,627 and 41,012,292 shares outstanding, respectively 494,581 437,015

Retained earnings 265,945 167,578
Accumulated other comprehensive income (loss) (16,193) (6,200)
Treasury stock, 2,161,050 shares at August 31, 2002 (52,076) —

Total shareholders’ equity 692,257 598,393

$2,304,200 $1,701,854

The accompanying notes are an integral part of these consolidated statements.
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2002 2001 2000

Revenues $3,170,696 $1,538,932 $762,655
Cost of revenues 2,843,070 1,292,316 635,579

Gross profit 327,626 246,616 127,076
General and administrative expenses 161,248 122,601 71,198
Goodwill amortization — 17,059 3,099

Total general and administrative expenses 161,248 139,660 74,297
Operating income 166,378 106,956 52,779
Interest income 11,518 8,746 682
Interest expense (23,028) (15,680) (8,003)
Other, net (3,856) (128) 90

(15,366) (7,062) (7,231)

Income before income taxes 151,012 99,894 45,548
Provision for income taxes 54,348 38,366 16,359

Income before earnings (losses) from unconsolidated entities 96,664 61,528 29,189
Earnings (losses) from unconsolidated entities 1,703 (316) 1,194

Income before extraordinary item and cumulative effect of change 
in accounting principle 98,367 61,212 30,383

Extraordinary item for early extinguishment of debt, net of taxes 
of $134 and $340 — (215) (553)

Cumulative effect on prior years of change in accounting for start-up 
costs, net of taxes of $196 — — (320)

Net income $ 98,367 $ 60,997 $ 29,510

Basic income per common share:
Income per common share:

Income before extraordinary item and cumulative effect of change 
in accounting principle $ 2.41 $ 1.53 $ 1.03

Extraordinary item, net of taxes — (0.01) (0.02)
Cumulative effect of change in accounting principle, net of taxes — — (0.01)

Net income per common share $ 2.41 $ 1.52 $ 1.00

Diluted income per common share:
Income per common share:

Income before extraordinary item and cumulative effect of change 
in accounting principle $ 2.26 $ 1.46 $ 0.99

Extraordinary item, net of taxes — — (0.02)
Cumulative effect of change in accounting principle, net of taxes — — (0.01)

Net income per common share $ 2.26 $ 1.46 $ 0.96

The accompanying notes are an integral part of these consolidated statements.
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Unearned Accumulated
Restricted Other Total

Common Stock Stock Treasury Stock Comprehensive Retained Shareholders’
Shares Amount Compensation Shares Amount Income (Loss) Earnings Equity

Balance, September 1, 1999 39,920,564 $ 119,353 $(125) 16,448,472 $ (20,525) $ (1,535) $ 77,071 $ 174,239
Comprehensive income:

Net income — — — — — — 29,510 29,510
Other comprehensive income (loss):

Foreign translation adjustments — — — — — (3,674) — (3,674)

Comprehensive income 25,836
Shares issued in public offering 6,900,000 67,487 — — — — — 67,487
Amortization of restricted stock compensation — — 66 — — — — 66
Shares issued to acquire PPM 86,890 2,012 — — — — — 2,012
Shares issued to acquire Stone & Webster 4,463,546 105,033 — — — — — 105,033
Exercise of options 580,764 2,255 — — — — — 2,255
Tax benefit on exercise of options — 2,739 — — — — — 2,739
Purchases of treasury stock — — — 100,884 (2,392) — — (2,392)
Retirement of treasury stock (149,440) (874) — (149,440) 874 — — —

Balance, August 31, 2000 51,802,324 298,005 (59) 16,399,916 (22,043) (5,209) 106,581 377,275
Comprehensive income:

Net income — — — — — — 60,997 60,997
Other comprehensive income (loss):

Foreign translation adjustments — — — — — (1,099) — (1,099)
Unrealized net gain on hedging activities, net of tax benefit of $72 — — — — — 115 — 115
Unrealized net losses on securities available for sale, net of tax benefit of $5 — — — — — (7) — (7)

Comprehensive income 60,006
Shares issued in public offering 4,837,338 144,809 — — — — — 144,809
Amortization of restricted stock compensation — — 59 — — — — 59
Shares issued to acquire SS&S 170,683 6,274 — — — — — 6,274
Exercise of options 606,863 3,271 — — — — — 3,271
Tax benefit on exercise of options — 6,699 — — — — — 6,699
Return of Naptech acquisition escrow shares — — — 5,000 — — — —
Retirement of treasury stock (16,404,916) (22,043) — (16,404,916) 22,043 — — —

Balance, August 31, 2001 41,012,292 437,015 — — — (6,200) 167,578 598,393
Comprehensive income:

Net income — — — — — — 98,367 98,367
Other comprehensive income :

Foreign translation adjustments — — — — — (2,633) — (2,633)
Unrealized net loss on hedging activities, net of tax benefit of $72 — — — — — (115) — (115)
Unrealized net losses on securities available for sale, net of tax benefit of $74 — — — — — (119) — (119)
Additional pension liability not yet recognized in net periodic pension expense, 

net of tax benefit of $3,054 — — — — — (7,126) — (7,126)

Comprehensive income (loss) 88,374
Shares issued to acquire IT Group 1,671,336 52,463 — — — — — 52,463
PPM acquisition earn out shares 83,859 1,971 — — — — — 1,971
Exercise of options 235,190 2,262 — — — — — 2,262
Tax benefit on exercise of options — 675 — — — — — 675
Purchases of treasury stock — — — (2,160,400) (52,043) — — (52,043)
Return of SS&S escrow shares — — — (650) (33) — — (33)
Contributed capital — 195 — — — — — 195

Balance, August 31, 2002 43,002,677 $494,581 $ — (2,161,050) $(52,076) $(16,193) $265,945 $692,257

The accompanying notes are an integral part of these consolidated statements.
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2002 2001 2000

Cash flows from operating activities:
Net income $ 98,367 $ 60,997 $ 29,510
Adjustments to reconcile net income to net cash provided by (used in) 

operating activities:
Depreciation and amortization 28,598 39,740 16,808
Provision for deferred income taxes 48,093 36,863 1,805
Accretion of interest on discounted convertible long-term debt 11,512 3,787 —
Amortization of deferred debt issue costs 9,079 5,515 1,004
Provision for uncollectable accounts receivable 4,250 10,614 3,839
Amortization of contract adjustments (31,066) (70,081) (7,933)
(Earnings) losses from unconsolidated entities (1,703) 316 (1,194)
Foreign currency transaction losses 1,158 41 1,805
Impairment write-down of securities available for sale 3,062 942 —
Other (38) (1,277) (4,700)

Changes in assets and liabilities, net of effects of acquisitions:
(Increase) decrease in receivables 32,103 (35,241) (55,614)
(Increase) decrease in cost and estimated earnings in excess of 

billings on uncompleted contracts (54,625) 12,064 (33,833)
(Increase) decrease in inventories (8,462) 5,173 (17,941)
(Increase) decrease in assets held for sale 1,490 (1,397) (332)
(Increase) decrease in other current assets 1,810 12,722 (5,343)
(Increase) in prepaid expenses (3,182) (760) (787)
(Increase) decrease in other assets 5,509 3,894 (749)
Increase (decrease) in accounts payable 70,258 (42,437) (37,886)
Increase in deferred revenue—prebilled 3,527 1,760 2,469
Increase (decrease) in accrued liabilities 21,733 (62,010) 21,750
Increase in advanced billings and billings in excess of cost and 

estimated earnings on uncompleted contracts 84,097 66,813 21,823
(Decrease) in accrued contract loss reserves, net (2,964) (29,219) (5,575)
Increase (decrease) in other long-term liabilities (7,540) (7,414) 1,198

Net cash provided by (used in) operating activities 315,066 11,405 (69,876)
Cash flows from investing activities:

Investment in subsidiaries, net of cash received (102,664) (160) (2,342)
Purchase of property and equipment (73,946) (38,121) (20,619)
Purchase of real estate option (12,183) — —
Purchase of marketable securities, held to maturity (128,585) (45,630) —
Maturities of marketable securities, held to maturity 119,263 — —
Investment in and advances to unconsolidated entities and joint ventures (3,096) (4,237) (1,561)
Distributions from joint ventures and unconsolidated entities 2,208 — —
Proceeds from sale of assets 717 120,920 8,715
Purchase of securities available for sale — (1,241) —
Acquisition, return of funds — 22,750 —

Net cash provided by (used in) investing activities $(198,286) $ 54,281 $ (15,807)

The accompanying notes are an integral part of these consolidated statements. (Continued)
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2002 2001 2000

Cash flows from financing activities:
Purchase of treasury stock $ (52,043) $ — $ (2,392)
Repayment of debt and leases (9,202) (49,247) (112,555)
Proceeds from issuance of debt, net of deferred debt issue costs 131 492,851 2,443
Issuance of common stock 2,262 148,080 69,742
Net proceeds (repayments) from revolving credit agreements, 

including payments for deferred debt issue costs (2,959) (235,024) 150,536
Other—miscellaneous (163) — —
Decrease in outstanding checks in excess of bank balance — — (6,610)

Net cash (used in) provided by financing activities (61,974) 356,660 101,164
Effects of foreign exchange rate changes on cash 154 (810) (614)

Net increase in cash 54,960 421,536 14,867
Cash and cash equivalents—beginning of year 443,304 21,768 6,901

Cash and cash equivalents and escrow cash—end of year $ 498,264 $ 443,304 $ 21,768

Supplemental disclosures:
Cash payments for:

Interest (net of capitalized interest) $ 1,533 $ 5,931 $ 9,329

Income taxes $ 2,226 $ 2,268 $ 11,286

Non-cash investing and financing activities:
Investment in subsidiaries acquired through issuance of common stock $ 54,434 $ 6,274 $ 107,045

Payment of liability with securities available for sale $ — $ 7,000 $ —

Property and equipment acquired through issuance of debt $ — $ 6,379 $ 1,467

Investment in securities available for sale acquired in lieu of 
interest payment $ — $ 843 $ 1,406

Sale of property financed through issuance of note receivable $ — $ — $ 3,960

The accompanying notes are an integral part of these consolidated statements.
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Note 1—Summary of Significant Accounting Policies

Principles of Consolidation
The consolidated financial statements include the accounts of The Shaw Group Inc. (a Louisiana corporation) and its
wholly-owned subsidiaries (collectively, the “Company”). All material intercompany accounts and transactions have been
eliminated in these financial statements.

In order to prepare financial statements in conformity with accounting principles generally accepted in the United
States, management is required to make estimates and assumptions as of the date of the financial statements which affect the
reported values of assets and liabilities and revenues and expenses, and disclosures of contingent assets and liabilities. Areas
requiring significant estimates by the Company’s management, include (i) contract costs and profits and application of
percentage-of-completion accounting; (ii) recoverability of inventory and application of lower of cost or market accounting;
(iii) provisions for uncollectable receivables and customer claims; (iv) provisions for income taxes and related valuation
allowances; (v) recoverability of goodwill; (vi) recoverability of other intangibles and related estimated lives; (vii) valuation
of assets acquired and liabilities assumed in connection with business combinations; and (viii) accruals for estimated liabilities,
including litigation and insurance reserves. Actual results could differ from those estimates.

Nature of Operations and Operating Cycle
The Company is a leading global provider of comprehensive services to the power, process, and environmental and infra-
structure industries. It is a vertically-integrated provider of comprehensive engineering, procurement, pipe fabrication, con-
struction and maintenance services to the power and process industries. The Company is also a leader in the environmental,
infrastructure and homeland defense markets providing consulting, engineering, construction, remediation, and facilities
management services to government and commercial clients.

The Company operates primarily in the United States, Canada, the Asia/Pacific Rim, Europe, South America and the
Middle East. The Company’s services and products include consulting, project design, engineering and procurement, piping
system fabrication, industrial construction and maintenance, facilities management, environmental remediation, design and
fabrication of pipe support systems and manufacture and distribution of specialty pipe fittings. The Company’s operations are
conducted primarily through wholly-owned subsidiaries and joint ventures.

The Company’s work is performed under cost-reimbursable contracts, fixed-price contracts, and fixed-price contracts
modified by incentive and penalty provisions. The length of the Company’s significant contracts varies but is generally between
two to four years. Assets and liabilities have been classified as current and non-current under the operating cycle concept
whereby all contract-related items are regarded as current regardless of whether cash will be received within a 12-month period.

Cash and Cash Equivalents and Marketable Securities Held to Maturity
Highly liquid investments are classified as cash equivalents if they mature within three months of the purchase date. Mar-
ketable securities held to maturity are comprised of highly liquid investments that mature between three to four months of
the purchase date. The fair value of marketable securities held to maturity approximates the carrying value at August 31, 2002
and 2001.

Accounts Receivable and Credit Risk
The Company grants short-term credit to its customers. The Company’s principal customers are major multi-national indus-
trial corporations, governmental agencies, regulated utility companies, independent and merchant power producers and
equipment manufacturers. Work is performed under contract and the Company believes that in most cases its credit risk is
minimal; however, during fiscal 2002, changes in the power generation market created liquidity problems for certain unregu-
lated, independent power producers (“IPPs”). As a result, the Company’s credit risk has significantly increased with respect to
those customers. (See Note 14 of Notes to Consolidated Financial Statements for further discussion.)

Allowance for Doubtful Accounts and Contract Adjustments
The allowance for doubtful accounts and contract adjustments was approximately $8,350,000 and $12,650,000 at August 31,
2002 and 2001. The Company estimates the amount of doubtful accounts based on historical experience and management’s
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understanding of the financial condition of its customers. Contract adjustment allowances represent management’s estimates
of the net amounts to be realized with respect to matters disputed or questioned by customers. Increases to the allowance for
the year ended August 31, 2002 were approximately $4,250,000 and total reductions were approximately $8,550,000.
Increases to the allowance for the year ended August 31, 2001 were approximately $10,600,000 and total reductions were
approximately $3,800,000. Increases to the allowance for the year ended August 31, 2000 were approximately $3,900,000 and
total reductions were approximately $3,800,000. The Company increases or reduces revenues for contract adjustments. (Also
see Note 14 of Notes to Consolidated Financial Statements.)

At August 31, 2002 and 2001, accounts receivable included approximately $22,000,000 and $14,200,000, respectively,
of receivables and claims, recorded at net realizable value, due under contracts which are subject to contract renegotia-
tions or legal proceedings. At August 31, 2002, contracts with 24 customers made up the $22,000,000 balance discussed
above. Management believes that the ultimate resolution of these disputes will not have a significant impact on future
results of operations.

Included in estimated total revenues on two projects in progress at August 31, 2002 are a total of $12,000,000 in claims
and disputed change orders.

Inventories
Inventories are stated at the lower of cost or market. Cost is determined using the first-in, first-out (“FIFO”) or weighted
average cost methods.

Property and Equipment
Property and equipment are recorded at cost. Additions and improvements (including interest costs for construction of certain
long-lived assets) are capitalized. Maintenance and repair expenses are charged to income as incurred. The cost of property
and equipment sold or otherwise disposed of and the accumulated depreciation thereon, are eliminated from the property and
related accumulated depreciation accounts, and any gain or loss is credited or charged to income.

For financial reporting purposes, depreciation is provided over the following estimated useful service lives:

Transportation equipment 5–15 Years
Furniture and fixtures 3– 7 Years
Machinery and equipment 3–18 Years
Buildings and improvements 8–40 Years

The straight-line depreciation method is used for all assets, except certain software (recorded as a component of furniture
and fixtures) which is depreciated on a double-declining balance method.

During the years ended August 31, 2002 and 2001, interest costs of approximately $364,000 and $363,000, respectively,
were capitalized.

Joint Ventures
As is common in the engineering, procurement and construction industries, the Company executes certain contracts jointly
with third parties through joint ventures, limited partnerships and limited liability companies (collectively “joint ventures”).
The investments in these joint ventures are included in the accompanying consolidated balance sheets as of August 31, 2002
and 2001 at $18,255,000 and $9,036,000, respectively, which generally represent the Company’s cash contributions and its
share of the earnings from these investments (equity method of accounting). The Company generally reports its percentage
share of revenues and costs from these entities in its consolidated statements of income (proportional consolidation).

Income Taxes
The Company provides for deferred taxes in accordance with Statement of Financial Accounting Standards (“SFAS”)
No. 109—“Accounting for Income Taxes,” which requires an asset and liability approach for measuring deferred tax assets
and liabilities due to temporary differences existing at year end using currently enacted tax rates.

Goodwill and Other Intangibles
Goodwill represents the excess of the purchase price of acquisitions over the fair value of the net assets acquired.

In July 2001, the Financial Accounting Standards Board (FASB) issued two new accounting standards SFAS No. 141—
“Business Combinations” and SFAS No. 142—“Goodwill and Other Intangible Assets,” and the Company adopted these
standards effective September 1, 2001. These standards significantly changed prior practices for the accounting for business
combinations and goodwill and intangibles by: (i) terminating the use of the pooling-of-interests method of accounting for
business combinations, (ii) creating more specific criteria for identifying other intangibles which are acquired in a business
combination, (iii) ceasing goodwill amortization, and (iv) requiring impairment testing of goodwill based on a fair value
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concept. SFAS No. 142 requires that the opening goodwill balances be tested upon adoption of the standard and that another
impairment test be performed during the fiscal year of adoption. Impairment tests should generally be performed annually
thereafter, with interim testing required if circumstances warrant.

Prior to fiscal 2002, the Company amortized goodwill over a twenty-year period on a straight-line basis. However,
effective September 1, 2001, the Company ceased to amortize goodwill pursuant to SFAS No. 142.

Prior to August 31, 2001, the Company conducted impairment reviews of its goodwill to assess the recoverability of the
unamortized balance based on expected future profitability, undiscounted future cash flows of the acquired assets and busi-
nesses and their contribution to the overall operation of the Company. An impairment loss would have been recognized for
the amount identified in the review by which the goodwill balance exceeded the recoverable goodwill balance. Subsequent to
August 31, 2001, the Company has performed goodwill impairment reviews by reporting unit based on a fair value concept,
as required by SFAS No. 142. The goodwill impairment reviews that the Company conducted both before and after the adop-
tion of SFAS No. 142 indicated that the Company’s goodwill has not been impaired.

The Company has also recorded in other assets intangible assets related to various licenses, patents, technology 
and related processes, primarily pertaining to the design and construction of ethylene plants. (See Note 4 of Notes to
Consolidated Financial Statements.) The costs of these assets are amortized over a fifteen-year period on a straight-line basis.

The Company periodically assesses the recoverability of the unamortized balance of its ethylene and other technologies
based on expected future profitability and undiscounted future cash flows and their contribution to the overall operation of
the Company. Should the review indicate that the carrying value is not fully recoverable, the excess of the carrying value over
the fair value of the technologies would be recognized as an impairment loss.

The Company has also recorded contract fair value adjustments related to the IT Group and S&W acquisitions.
Contract asset adjustments related to the IT Group acquisition are recorded in other current assets, as an intangible asset.
Contract liability adjustments are recorded in current liabilities with respect to both the IT Group and S&W acquisitions.
The assets and liabilities are amortized over the estimated lives of the underlying contracts and related backlog as work is
performed on these contracts.

(Also see Note 4 and Note 8 of Notes to Consolidated Financial Statements.)

Revenues
For project management, engineering, procurement, remediation, and construction services, the Company recognizes revenues
under the percentage-of-completion method measured primarily by the percentage of contract costs incurred to date to total
estimated contract costs for each contract. Revenues from cost-plus-fee contracts are recognized on the basis of costs incurred
during the period plus the fee earned. Profit incentives are included in revenues when their realization is reasonably assured.

For unit-priced pipe fabrication contracts, the Company recognizes revenues upon completion of individual spools of
production. A spool consists of piping materials and associated shop labor to form a prefabricated unit according to contract
specifications. Spools are generally shipped to job site locations when complete. During the fabrication process, all direct and
indirect costs related to the fabrication process are capitalized as work in progress. For fixed-price fabrication contracts, the
Company recognizes revenues based on the percentage-of-completion method, measured primarily by the cost of materials for
which production is complete compared with the total estimated material costs of the contract.

Revenue is recognized from consulting services as the work is performed.
The Company recognizes revenues for pipe fittings, manufacturing operations and other services primarily at the time of

shipment or upon completion of the services.
Provisions for estimated losses on uncompleted contracts are made in the period in which such losses are identified. The

cumulative effect of other changes to estimated profit and loss, including those arising from contract penalty provisions, final
contract settlements and reviews performed by customers, are recognized in the period in which the revisions are identified.
To the extent that these adjustments result in a reduction or elimination of previously reported profits, the Company would
report such a change by recognizing a charge against current earnings, which might be significant depending on the size of the
project or the adjustment. An amount equal to the costs attributable to unapproved change orders and claims is included in
the total estimated revenue when realization is probable and the amount can be reasonably estimated. Profit from unapproved
change orders and claims is recorded in the year such amounts are resolved.

Financial Instruments, Forward Contracts—Non-Trading Activities
The majority of the Company’s transactions are in U.S. dollars; however, certain of the Company’s foreign subsidiaries 
conduct their operations in their local currency. Accordingly, there are situations when the Company believes it is appropriate
to use financial hedging instruments (generally foreign currency forward contracts) to manage foreign currency risks when it
enters into a transaction denominated in a currency other than its local currency.
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Prior to September 1, 2000, at the inception of a hedging contract, the Company designated a contract as a hedge if
there was a direct relationship to the price risk associated with the Company’s future revenues and purchases. Recognition of
the gains and losses on the early termination or maturity of forward contracts designated as hedges were deferred until the
period the hedged transaction was recorded. However, gains or losses on the hedge transaction were recognized when the direct
relationship between the hedge and the Company’s price risk ceased to exist. Future changes in the fair value of the 
forward contracts were then recognized as gains or losses in revenues or expenses in the period of change.

Effective September 1, 2000, the Company adopted SFAS No. 133—“Accounting for Derivative Instruments and Hedging
Activities,” which requires that all derivative instruments be recorded on the balance sheet at fair value. The Company desig-
nates each derivative contract as one of the following on the day the contract is executed: (a) hedge of the fair value of a recog-
nized asset or liability or of an unrecognized firm commitment (fair value hedge), (b) hedge of a forecasted transaction or of the
variability of cash flows to be received or paid related to a recognized asset or liability (cash flow hedge), or (c) hedge of a net
investment in a foreign operation (net investment hedge). Changes in the fair value of derivatives are recorded each period in
current earnings or other comprehensive income, depending on whether the derivative is designated as part of a hedge transac-
tion and, if so, depending on the type of hedge transaction. For fair value hedge transactions, changes in fair value of the deriva-
tive instrument are generally offset in the income statement by changes in the fair value of the item being hedged. For cash flow
hedge transactions, changes in the fair value of the derivative instrument are reported in other comprehensive income. For net
investment hedge transactions, changes in the fair value are recorded as a component of the foreign currency translation account
that is also included in other comprehensive income. The gains and losses on cash flow hedge transactions that are reported in
other comprehensive income are reclassified to earnings in the periods in which earnings are affected by the variability of the
cash flows of the hedged item. The ineffective portions of all hedges are recognized in current period earnings. Upon initial appli-
cation of SFAS No. 133, the Company recorded the fair value of the existing hedge contracts on the balance sheet and a corre-
sponding unrecognized loss of $23,000 as a cumulative effect adjustment of accumulated other comprehensive income, which
was transferred to earnings during fiscal 2001. The Company’s hedging activities during fiscal 2002 and 2001 were not significant.

The Company utilizes forward foreign exchange contracts to reduce its risk from foreign currency price fluctuations
related to firm or anticipated accounts receivable transactions, commitments to purchase or sell equipment, materials and/or
services. At August 31, 2002, the Company has recorded an asset and other income on fair value hedges of $650,000
($420,000 net of taxes) that generally offset transaction losses in the related hedged accounts receivables. The Company
normally does not use any other type of derivative instrument or participate in any other hedging activities.

Other Comprehensive Income
The Company’s foreign subsidiaries maintain their accounting records in their local currency (primarily British pounds,
Australian and Canadian dollars, Venezuelan Bolivars, the Euro, and prior to January 1, 2002, Dutch guilders). All of the
assets and liabilities of these subsidiaries (including long-term assets, such as goodwill) are converted to U.S. dollars with the
effect of the foreign currency translation reflected in “accumulated other comprehensive income (loss),” a component of
shareholders’ equity, in accordance with SFAS No. 52—“Foreign Currency Translation” and SFAS No. 130—“Reporting
Comprehensive Income.” Foreign currency transaction gains or losses are credited or charged to income. (Also see Note 19 of
Notes to Consolidated Financial Statements.)

Other comprehensive income also includes the net after-tax effect of unrealized gains and losses on derivative financial
instruments and available-for-sale securities and the minimum liability related to a Company-sponsored pension plan.

Self-Insurance
The Company is self-insured for workers’ compensation claims for individual claims or claim events up to $250,000 and
maintains insurance coverage for the excess. Additionally, the Company self-insures its employee health coverage up to 
certain annual individual and plan limits and maintains insurance coverage for the excess. The Company’s accruals for its
self-insured costs are determined through a combination of prior experience and specific analysis of larger claims.

Reclassifications
Certain reclassifications have been made to the prior years’ financial statements in order to conform to the current year’s
presentation.

Stock-Based Compensation
Stock-based compensation is accounted for using the intrinsic value method prescribed in Accounting Principles Board
Opinion No. 25—“Accounting for Stock Issued to Employees” and related interpretations. It is the Company’s general 
practice to issue stock options at the market value of the underlying stock; and therefore, no compensation expense is
recorded for these stock options. (See Note 17 of Notes to Consolidated Financial Statements.)
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New Accounting Standards
In June 2001, the FASB issued SFAS No. 143—“Accounting for Asset Retirement Obligations.” This statement, which is
first effective for the Company beginning in fiscal 2003, requires that the cost of legal obligations associated with the retire-
ment and/or removal of long-lived assets should be accounted for as additional asset costs and that the net present value of
the retirement/removal costs be recorded as a liability. Asset values (to include retirement and removal costs) are subject to
impairment reviews pursuant to SFAS No. 144 (see below). The Company believes this statement will not have a material
effect on its financial statements.

In August 2001, the FASB issued SFAS No. 144—“Accounting for the Impairment or Disposal of Long-Lived Assets,”
which supersedes SFAS No. 121—“Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be
Disposed Of.” The new statement also supersedes certain aspects of APB 30—“Reporting the Results of Operations—
Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events
and Transactions,” with regard to reporting the effects of a disposal of a segment of a business. SFAS 144 will require
expected future operating losses from discontinued operations to be reported in discontinued operations in the period
incurred rather than as of the measurement date as presently required by APB 30. Additionally, this statement increases the
likelihood that dispositions will now qualify for discontinued operations treatment. The provisions of the statement are
required to be applied for fiscal years beginning after December 15, 2001 and interim periods within those fiscal years. The
Company does not expect this statement will have a material effect on its financial statements when it adopts this standard
in fiscal 2003.

In May 2002, the FASB issued SFAS No. 145—“Rescission of FASB Statements Nos. 4, 44, and 64, Amendment of
FASB Statement No. 13 and Technical Corrections” which is effective for fiscal years beginning after May 15, 2002. This
statement, among other matters, provides guidance with respect to the accounting for gain or loss on capital leases that were
modified to become operating leases. The statement also eliminates the requirement that gains or losses on the early extin-
guishment of debt be classified as extraordinary items and provides guidance when the gain or loss on the early retirement of
debt should or should not be reflected as an extraordinary item. The Company will be required to reclassify the extraordinary
losses recognized in prior years as ordinary loss upon adoption of this standard when it becomes effective in fiscal 2003.

In July 2002, the FASB issued SFAS No. 146—“Accounting for Costs Associated with Exit or Disposal Activities.” This
statement requires that costs associated with terminating employees or contracts or closing or relocating facilities are to be
recognized at fair value at the time the liability is incurred. The Company does not anticipate that this statement will have a
material effect on its financial statements when it becomes effective for disposal activities initiated after December 31, 2002.

Note 2—Public Capital Stock Transactions

In September 2001, the Company’s Board of Directors authorized the Company to repurchase shares of its no par value
Common Stock (“Common Stock”), depending on market conditions, up to a limit of $100,000,000. As of October 11, 2002,
the Company had completed its purchases under this program as it had purchased 5,331,005 shares at a cost of approximately
$99,881,000. This includes 3,170,605 shares purchased at a cost of approximately $47,838,000 in the first quarter of fiscal
2003 and 2,160,400 shares purchased at a cost of approximately $52,043,000 during the year ended August 31, 2002.

On July 31, 2001, the Company issued a dividend distribution of one Preferred Share Purchase Right (a “Right”) for
each outstanding share of Common Stock. (See Note 12 of Notes to Consolidated Financial Statements.)

Effective May 1, 2001, the Company issued and sold $790,000,000 (including $200,000,000 to cover over-allotments) of
20-year, zero-coupon, unsecured, convertible debt, Liquid Yield Option� Notes (“LYONs,” “debt” or “the securities”). The
debt was issued at an original discount price of $639.23 per $1,000 maturity value and has a yield-to-maturity of 2.25%. The
debt is a senior unsecured obligation of the Company and is convertible into the Company’s Common Stock at a fixed ratio
of 8.2988 shares per $1,000 maturity value or an effective conversion price of $77.03 at the date of issuance. Under the terms
of the issue, the conversion rate may be adjusted for certain reasons, but will not be adjusted for accrued original issue discount.

In January 2001, the Company’s shareholders approved increases in (i) the number of shares of the Company’s author-
ized Common Stock from 50,000,000 shares to 200,000,000 shares and (ii) the number of shares of the Company’s authorized
no par value preferred stock from 5,000,000 shares to 20,000,000 shares.

The Company effected a two-for-one stock split of its Common Stock on December 15, 2000. Unless otherwise indi-
cated, all references to the number of shares and to per-share information in the financial statements and related notes have
been adjusted to reflect this stock split on a retroactive basis.

In October 2000, the Company completed the sale of 4,837,338 shares (including 1,200,000 shares to cover over-
allotments) of its Common Stock in an underwritten public offering at a price of $31.75 per share, less underwriting discounts
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and commissions. The net proceeds to the Company, less underwriting discounts and commissions and other offering
expenses, totaled approximately $144,800,000 and were used to pay amounts outstanding under the Company’s primary
revolving line of credit facility.

In September 2000, the Company retired 16,404,916 shares of treasury stock recorded at $22,043,000.

Note 3—Escrowed Cash for Performance Bond

In connection with a performance bond on a foreign project, the Company agreed to deposit in escrow with the issuer of the
bond primarily advance payments received from the Company’s customer. During the year ended August 31, 2002, the
Company deposited approximately $96,500,000 into escrow pursuant to this agreement. This deposit is recorded as escrowed
cash. As a result of the performance bond, the Company’s customer agreed not to withhold retentions on the Company’s
billings. The Company believes that based on current contract terms and scope, its initial $96,500,000 deposit represents its
maximum escrow requirement for the project. The Company expects that the maximum balance will be retained in escrow
until early to mid calendar 2003, at which time escrow funds will be released incrementally to the Company as the Company
completes certain contract milestones. A final escrow amount of approximately $18,000,000 will be released to the Company
upon initial contract acceptance as defined in the agreement, which is currently projected to occur in calendar 2005. The
bonding company (or “surety”) may draw on the escrow funds only to secure the surety from a defined loss. The escrowed
funds are invested in short-term, high quality investments and investment income is remitted to the Company on a quarterly
basis. The Company may request the surety to allow the Company to substitute a letter of credit for all or part of the cash
escrow requirements.

Note 4—Acquisitions

SFAS No. 141—“Business Combinations” requires that all acquisitions initiated after June 30, 2001 be recorded utilizing the
purchase method of accounting. Most of the Company’s acquisitions that were completed prior to June 30, 2001 were also
accounted for using the purchase method of accounting under APB 16. Under the purchase method, the cost of each acquired
operation is allocated to the assets acquired and liabilities assumed based on their estimated fair values. These estimates are
revised during the allocation period as necessary when, and if, information becomes available to further define and quantify
the value of the assets acquired and liabilities assumed. The allocation period does not exceed beyond one year from the date
of the acquisition. To the extent additional information to refine the original allocation becomes available during the alloca-
tion period, the allocation of the purchase price is adjusted. Likewise, to the extent such information becomes available after
the allocation period, such items are included in the Company’s operating results in the period that the settlement occurs or
information is available to adjust the original allocation to a better estimate. These future adjustments, if any, that may arise
from these acquisitions may materially favorably or unfavorably impact the Company’s future consolidated financial position
or results of operations.

In connection with potential acquisitions, the Company incurs and capitalizes certain transaction costs, which include
legal, accounting, consulting and other direct costs. When an acquisition is completed, these costs are capitalized as part of
the acquisition price. The Company routinely evaluates capitalized transaction costs and expenses those costs related to
acquisitions that are not likely to occur. Indirect acquisition costs, such as salaries, corporate overhead and other corporate
services are expensed as incurred.

The operating results of the acquisitions accounted for as a purchase are included in the Company’s consolidated finan-
cial statements from the applicable date of the transaction.

IT Group Acquisition
During fiscal year 2002, the Company acquired substantially all of the operating assets and assumed certain liabilities of
The IT Group, Inc. (“IT Group”) and its subsidiaries. IT Group and one of it wholly-owned subsidiaries, Beneco, were
subject to separate Chapter 11 bankruptcy reorganization proceedings and the acquisition was completed pursuant to the
bankruptcy proceedings. The acquisition of the IT Group assets was completed on May 3, 2002 and the acquisition of
Beneco’s assets was completed on June 15, 2002.

The IT Group was a leading provider of diversified environmental consulting, engineering, construction, remediation
and facilities management services. The primary reasons for the acquisition were to diversify and expand the Company’s 
revenue base and to pursue additional opportunities in the environmental, infrastructure, and homeland defense markets.
The Company formed a new wholly-owned subsidiary, Shaw Environmental & Infrastructure, Inc. (“Shaw E&I”) into which it
has combined the acquired IT Group operations and the Company’s existing environmental and infrastructure operations.
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The purchase price included the following components: (i) cash of approximately $39,356,000, net of $13,694,000 of
cash received at closing, (ii) 1,671,336 shares of Common Stock valued at approximately $52,463,000, (iii) assumption by
the Company of the outstanding balances of $51,789,000 debtor-in-possession financing provided to the IT Group and
Beneco by the Company, and (iv) transaction costs of approximately $9,519,000.

The Company believes, pursuant to the terms of the acquisition agreements, that it has assumed only certain liabilities
(“assumed liabilities”) of the IT Group and Beneco as specified in the acquisition agreements. The Company has estimated
that its total of assumed liabilities is approximately $353,000,000. Further, the acquisition agreements also provide that 
certain other liabilities of the IT Group, including but not limited to, outstanding borrowings, leases, contracts in progress,
completed contracts, claims or litigation that relate to acts or events occurring prior to the acquisition date, and certain
employee benefit obligations, are specifically excluded (“excluded liabilities”) from the Company’s transactions. The
Company, however, cannot provide assurance that it does not have any exposure to the excluded liabilities because, among
other matters, the bankruptcy courts have not finalized their validation of the claims filed with the courts. Additionally,
the Company has not completed its review of liabilities that have been submitted to the Company for payment. Accordingly,
the Company’s estimate of the value of the assumed liabilities may change as a result of the validation of the claims by the
bankruptcy courts or other factors which may be identified during its review/processing of liabilities.

The IT Group acquisition was recorded as a purchase, and accordingly, the Company’s results of operations include those
of the acquired IT Group and Beneco businesses from the respective acquisition dates. The purchase price has been allocated
to the acquired assets and liabilities based on the estimated fair value at the acquisition dates, as set forth in the table below
(in thousands). The following allocation is preliminary and is subject to revision during the allocation period as the Company
has not obtained all necessary appraisals of the property and equipment purchased nor has the Company completed the
process of obtaining information about the fair value of the acquired assets and assumed liabilities. All of the goodwill from
this transaction will be allocated to the Company’s Environmental & Infrastructure segment.

Accounts receivable and costs and earnings in excess of billings on uncompleted contracts $ 225,133
Contract asset adjustments 13,839
Property, plant and equipment 26,964
Deferred income taxes 64,223
Other assets 63,075
Goodwill 113,308
Accounts payable and accrued expenses (196,739)
Billings in excess of cost and estimated earnings on uncompleted contracts (83,658)
Contract (liability) adjustments (58,094)
Accrued contract loss reserves (7,460)
Debt and bank loans (7,464)

Purchase price (net of cash received of $13,694) $ 153,127

The tax deductible portion of the goodwill recorded for the IT Group acquisition is approximately $14,500,000.
Prior to the acquisitions of the IT Group and Beneco, the Company entered into agreements with two surety companies.

In exchange for the Company’s agreeing to complete certain of the IT Group’s and Beneco’s bonded contracts i) the sureties
paid the Company approximately $13,500,000 in cash and ii) the sureties assigned to the Company their rights to Debtor-in-
Possession financing of approximately $20,000,000 that the sureties had provided to Beneco. The total value received from
the sureties, including a net working capital position on these contracts of approximately $19,100,000, was recorded as
deferred revenue (included in billings in excess of cost and estimated earnings on uncompleted contracts on the accompanying
consolidated balance sheet) and will be recognized as the related bonded contracts are completed.

The Company acquired a large number of contracts in progress and contract backlog for which the work had not com-
menced at the acquisition date. Under FAS 141, construction contracts are defined as intangibles that meet the criteria for
recognition apart from goodwill. These intangibles, like the acquired assets and liabilities, are required to be recorded at their
fair value at the date of acquisition. The Company recorded these contracts at fair value using a market based discounted cash
flow approach. Related assets of approximately $13,839,000 and liabilities of $58,094,000 have been established that will be
amortized to contract costs over the estimated lives of the underlying contracts and related production backlog. Commencing
with the initial recording of the related assets and liabilities on May 3, 2002, the assets and liabilities are amortized as work is
performed on the contracts. The net amortization recognized during the year ended August 31, 2002 was approximately
$2,763,000 and has been reflected as a reduction in the cost of revenues, which resulted in a corresponding increase in gross
profit. The activity related to these contract assets and liabilities is included in the table at the end of this Note 4.

58



The following summarized pro forma income statement data reflects the impact the acquisition of the IT Group would
have had on the years ended August 31, 2002 and 2001, respectively, as if the acquisition had taken place at the beginning of
the applicable fiscal year (in thousands, except per share amounts):

Unaudited Pro Forma Results
For the Years Ended August 31,

2002 2001

Gross revenue $3,765,242 $3,216,412

Income (loss) before extraordinary item $ (296,295) $ 134,234

Net income (loss) $ (313,495) $ 134,019

Basic earnings (loss) from continuing operations per common share $ (7.47) $ 3.21

Diluted earnings (loss) from continuing operations per common share $ (7.47) $ 3.01

The unaudited pro forma results for the years ended August 31, 2002 and 2001 have been prepared for comparative pur-
poses only and do not purport to be indicative of the amounts that actually would have resulted had the acquisition occurred on
September 1, 2000 or that may be realized in the future. Further, the diluted loss per share for the year ended August 31, 2002
excludes approximately 6,556,000 and 990,000 shares related to the LYONs and stock options because they were antidilutive.

The pro forma results for the year ended August 31, 2002 include charges of $217,400,000 made by the IT Group. The
charges generally related to the reduction of accounts receivable to estimated net realizable value ($167,000,000), various
employee accruals and write-off of assets ($22,500,000), legal and consulting expenses related to the IT Group’s bankruptcy
($12,500,000) and write-off of notes receivable from employees ($5,000,000).

The pro forma results for the year ended August 31, 2001 include charges of $40,700,000 that primarily related to the
reduction of accounts receivable to estimated net realizable value.

Stone & Webster Acquisition
On July 14, 2000, the Company purchased substantially all of the operating assets of Stone & Webster, a global provider of
engineering, procurement, construction, consulting and environmental services to the power, process, environmental and
infrastructure markets. The Company funded this acquisition with $14,850,000 in cash (net of $22,750,000 of funds returned
from escrow) and 4,463,546 shares of Common Stock (valued at approximately $105,000,000 at closing). The Company also
assumed approximately $740,000,000 of liabilities.

The acquisition was concluded as part of a proceeding under Chapter 11 of the U. S. Bankruptcy Code for 
Stone & Webster, Incorporated. In December 2000, the parties entered into an amendment to the initial acquisition agree-
ment that: (i) returned approximately $22,750,000 to the Company from escrow, (ii) waived the purchase price adjustment
provision of the agreement, (iii) excluded four completed contracts from the transaction, and (iv) required the Company to
assume three previously excluded items. This amendment was approved by the bankruptcy court and decreased the
Company’s purchase price and goodwill.

The Company believes that, pursuant to the terms of the acquisition agreement, it assumed only certain specified liabil-
ities. The Company believes that liabilities excluded from this acquisition include liabilities associated with certain contracts
in progress, completed contracts, claims or litigation that relate to acts or events occurring prior to the acquisition date, and
certain employee benefit obligations, including Stone & Webster’s U.S. defined benefit plan (collectively, the excluded
items). The Company, however, cannot provide assurance that it has no exposure with respect to the excluded items because,
among other things, the bankruptcy court has not finalized its validation of claims filed with the court. The final amount of
assumed liabilities may change as a result of the validation of claims process; however, the Company believes, based on its
review of claims filed, that any such adjustment to the assumed liabilities will not be material.

The purchase price was subject to various adjustments, and the final allocation was completed in fiscal 2001. Any future
adjustments will be reflected in operating results.

The final allocation of cost resulted in an excess of the aggregate adjusted purchase price over the estimated fair 
market value of net tangible assets acquired of approximately $393,000,000 (recorded as patents, licenses, other intangible
assets and goodwill).

For the year ended August 31, 2001 and 2000, goodwill amortization was approximately $16,800,000 and $1,800,000,
respectively, and was amortized on a straight-line basis based on a 20-year estimated life. (See Note 8 of Notes to
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Consolidated Financial Statements with respect to the impact of the Company’s adoption of SFAS No. 142—“Goodwill and
Other Intangibles” for the year ended August 31, 2002.)

The Company acquired a large number of contracts with either inherent losses or lower than market rate margins 
primarily because Stone & Webster’s previous financial difficulties had negatively affected the negotiation and execution of
the contracts. These contracts were adjusted to their estimated fair value as of the acquisition date (July 14, 2000) and the fair
value of acquired contracts—liability (contract liability adjustments) of $121,815,000 was established. The amount of the
accrued future cash losses on assumed contracts with inherent losses (accrued contract loss reserves) was estimated to be
approximately $41,700,000 and a liability of such amount was established. Commencing with the initial recording of these
liabilities and reserves in the year ended August 31, 2000, the liabilities and reserves have been reduced as work is performed
on the contracts and such reduction in these balances results in a reduction in cost of revenues and a corresponding increase
in gross profit. The contract liability adjustments and accrued contract loss reserves, as well as the decreases in the cost of
revenues for the periods indicated, are included in the table which is at the end of this Note 4.

The Company also acquired various licenses, patents, technology and related processes pertaining to the design and 
construction of ethylene plants. The Company valued these assets at $28,600,000 based on estimates of the discounted cash
flows to be generated from the existing acquired technology. The estimated useful lives of these intangible assets are 15 years.

Included in this acquisition was a cold storage and frozen food handling operation which Stone & Webster had previ-
ously reported as a discontinued operation. The Company classified the operation as assets held for sale until the Company
sold all of these assets (other than cash) for $69,364,000 (net of various purchase price adjustments) in December 2000.
Losses, net of taxes, of approximately $1,397,000 and $332,000 from this operation’s results, which includes allocated inter-
est expense of approximately $2,387,000 and $1,000,000, have been excluded from the Company’s statements of income for
the years ended August 31, 2001 and 2000, respectively. These losses were included in the Company’s allocation of purchase
price to the acquired assets and liabilities. In connection with the sale of these assets, the Company also acquired an approx-
imate 19.5% equity interest in the purchaser of the assets for an investment of $1,930,000, which is accounted for under the
cost method.

Other Acquisitions
In December 2001, the Company acquired certain assets of PsyCor International, Inc. (“PsyCor”) for $2,000,000. Acquisition
costs were not material. The purchase method was used to account for the acquisition and substantially all of the purchase
price was initially allocated to goodwill. This allocation is preliminary since the Company has not completed its final fair
value assessment of the assets acquired. PsyCor’s primary business is developing information management systems.

In March 2001, the Company acquired the assets and certain liabilities of Scott, Sevin & Schaffer, Inc. and
Technicomp, Inc. (collectively “SS&S”). As of August 31, 2002, the Company had issued 170,033 shares (including purchase
price protection reduced by purchase price adjustment and indemnity settlements) of its Common Stock (valued at approxi-
mately $6,200,000) as consideration for the transaction. The Company incurred approximately $160,000 of acquisition costs.
This acquisition was accounted for under the purchase method of accounting and approximately $4,300,000 of goodwill was
recorded. For the year ended August 31, 2001, goodwill for this acquisition was amortized on a straight-line basis based on a
20-year estimated life. (See Note 8 of Notes to Consolidated Financial Statements.with respect to the impact of the
Company’s adoption of SFAS No. 142—“Goodwill and Other Intangibles” on September 1, 2001.) SS&S’s primary business
is structural steel, vessel, and tank fabrication.

On July 12, 2000, the Company completed the acquisition of certain assets and assumption of liabilities of 
PPM Contractors, Inc. (“PPM”). Total consideration paid was 86,890 shares of the Company’s Common Stock valued at
$2,012,000 and the assumption of certain liabilities. Acquisition costs were not material. The purchase method was used to
account for the acquisition and goodwill of approximately $2,100,000 was recorded. For the years ended August 31, 2001 and
2000, goodwill for this acquisition was amortized on a straight-line basis based on a 20-year estimated life. (See Note 8 of
Notes to Consolidated Financial Statements with respect to the impact of the Company’s adoption of SFAS No. 142—
“Goodwill and Other Intangibles” on September 1, 2001.) PPM’s primary business is providing sandblasting and painting
services to industrial customers.

During fiscal 2002, the Company determined that PPM achieved certain target revenue levels as of December 31, 2001,
and as a result, the Company owed additional consideration to PPM of approximately $2,000,000 pursuant to the terms of
the acquisition agreement. Accordingly, the Company issued 83,859 shares of Common Stock to cover its obligation under
the agreement. The entire cost of approximately $2,000,000 associated with the issuance of these shares is recorded as of
August 31, 2002 as an increase to goodwill for the PPM acquisition.
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Contract Adjustments and Loss Reserves
The following table presents the additions to and utilization/amortization of the fair value adjustments of acquired contracts
(assets and liabilities) and accrued contract loss reserves for both the IT Group and Stone & Webster acquisitions on a
combined basis for the periods indicated (in thousands):

September 1, 2001 (Asset) or Cost of Revenues August 31, 2002
Balance Liability Increase Increase/(Decrease) Balance

Year ended August 31, 2002
Contract (asset) adjustments $ — $(13,839) $ 1,689 $(12,150)
Contract liability adjustments 43,801 58,094 (32,755) 69,140
Accrued contract loss reserves 6,906 8,240 (3,744) 11,402

Total $ 50,707 $ 52,495 $(34,810) $ 68,392

September 1, 2000 Liability Cost of Revenues August 31, 2001
Balance Increase (Decrease) Balance

Year ended August 31, 2001
Contract liability adjustments $ 75,764 $ 38,118 $ (70,081) $ 43,801
Accrued contract loss reserves 30,725 5,400 (29,219) 6,906

Total $106,489 $ 43,518 $ (99,300) $ 50,707

July 14, 2000 Liability Cost of Revenues August 31, 2000
Balance Increase (Decrease) Balance

Year ended August 31, 2000
Contract liability adjustments $ 83,697 $ — $ (7,933) $ 75,764
Accrued contract loss reserves 36,300 — (5,575) 30,725

Total $119,997 $ — $ (13,508) $ 106,489

The Company previously referred to the fair value of the acquired contract liability adjustments resulting from the
Stone & Webster acquisition as gross margin reserves. All increases in the contract adjustments and accrued contract loss
reserves in the year ended August 31, 2002 relate to the IT Group acquisition, with the exception of a $780,000 contract loss
reserve increase, which reduced earnings in 2002, for a contract assumed in the Stone & Webster acquisition. The increases
in the year ended August 31, 2001 relate to Stone & Webster allocation period adjustments. The contract (asset) adjustments
are included in other current assets in the accompanying consolidated balance sheets.

Note 5—Inventories

The major components of inventories consist of the following (in thousands):

August 31,

2002 2001

Weighted Weighted
Average FIFO Total Average FIFO Total

Finished Goods $33,583 $ — $33,583 $33,126 $ — $33,126
Raw Materials 3,144 51,249 54,393 2,380 46,511 48,891
Work In Process 878 10,155 11,033 948 8,190 9,138

$37,605 $61,404 $99,009 $36,454 $54,701 $91,155

Note 6—Investment in Unconsolidated Entities

The Company owns 49% of Shaw-Nass Middle East, W.L.L, a joint venture in Bahrain (“Shaw-Nass”) which is accounted for
on the equity basis. During the years ended August 31, 2002, 2001, and 2000, the Company recognized (losses)/earnings of
$(1,152,000), $250,000, and $1,194,000, respectively, from Shaw-Nass. No distributions have been made through August 31,
2002 by Shaw-Nass. At August 31, 2002 and 2001, undistributed earnings of Shaw-Nass included in the consolidated
retained earnings of the Company amounted to approximately $1,267,000 and $2,419,000, respectively. As of August 31, 2002
and 2001, the Company’s investment in Shaw-Nass was approximately $4,938,000 and $6,090,000, respectively, and the
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Company had outstanding receivables from Shaw-Nass totaling $5,970,000 and $6,178,000, respectively. These receivables
relate primarily to inventory and equipment sold and net advances and are recorded as long-term advances to Shaw-Nass.
The Company did not make any equity contributions during the fiscal years ended August 31, 2002 and 2001.

During the years ended August 31, 2002, 2001 and 2000, revenues of $66,000, $230,000, and $19,000, were recognized
on sales of products from the Company to Shaw-Nass. The Company’s 49% share of profit on these sales was eliminated.

In fiscal 2001, the Company and Entergy Corporation (“Entergy”) formed EntergyShaw, L.L.C. (“EntergyShaw”), an
equally-owned and equally-managed company. EntergyShaw’s initial focus was the construction of power plants in North
America and Europe for Entergy’s wholesale operations; however, during fiscal 2002 Entergy announced that it was signifi-
cantly reducing the scope of its construction program for its wholesale operations. Under the terms of the arrangement, the
Company made an initial investment in EntergyShaw of $2,000,000 and has no further capital contribution requirement to
EntergyShaw. The Company also offers EntergyShaw a right of first refusal to contract for bundled engineering, procurement,
and construction (“EPC”) services. This right of first refusal does not apply to project inquiries related to services other than
fully bundled EPC projects.

The Company has recognized earnings of $2,855,000, net of tax expense of $1,605,000, for the year ended August 31,
2002 and losses of $566,000 (net of tax benefit of $354,000) for the year ended August 31, 2001 from EntergyShaw. During
the year ended August 31, 2002, the Company received a distribution from EntergyShaw of $2,000,000. The Company’s rev-
enues from EntergyShaw were approximately $124,000,000 and $17,000,000, respectively, for the years ended August 31, 2002
and 2001. As of August 31, 2002 and 2001, the Company’s investment in EntergyShaw was $3,540,000 and $1,080,000,
respectively, and it had outstanding trade accounts receivable from EntergyShaw totaling approximately $32,000 and
$4,848,000, respectively.

In connection with the December 2000 sale of a cold storage and frozen food handling operation that was included in
the Stone & Webster acquisition, the Company acquired an approximate 19.5% equity interest in the purchaser of the assets
for an investment of $1,930,000. Since this equity interest is less than 20% and the Company does not exert any significant
influence over the management of the operations, the Company will not recognize any income from this operation other
than cash distributions. No such distributions have been made since its acquisition.

The Company invested approximately $3,096,000 to acquire a 49% interest in a new pipe fabrication joint venture in
China which was formed in fiscal 2002.

Note 7—Investment in Securities Available for Sale

In December 1998, the Company participated in a customer’s financing by acquiring $12,500,000 of 15% Senior Secured
Notes due December 1, 2003 (the 15% Notes) and preferred stock related thereto issued by the customer for the face value of
the Notes. The 15% Notes were originally secured by a first priority security interest in certain assets of the customer’s Norco,
Louisiana refinery where the Company provided construction services.

In November 1999, the Company exchanged its 15% Notes for (i) $14,294,535 (representing the principal and accrued
interest on the Company’s 15% Notes) of 10% Senior Secured Notes due November 15, 2004 (the “New Notes”), and
(ii) shares of the customer’s Class A Convertible Preferred Stock. This exchange was made pursuant to an offer initiated by
the customer to all holders of the 15% Notes (aggregating approximately $254,000,000 in principal and interest). The 10%
interest rate on the New Notes will increase to 14% on November 16, 2003 until maturity. Through November 15, 2003, the
Company expects to receive additional New Notes in lieu of interest payments. The New Notes have little market liquidity.

The Company participated in the New Notes exchange offer because, upon receipt of the requisite approval by the
holders of the 15% Notes, the collateral securing the 15% Notes would be released. All holders of the 15% Notes participated
in the New Notes exchange offer.

Prior to the exchange offer, the Company’s customer issued additional common stock, raising $50,000,000 in addi-
tional equity, and obtained additional secured indebtedness of approximately $150,000,000, which ranked senior to both the
15% Notes and the New Notes. As such, the security interest in the refinery assets securing the New Notes is subordinate to
the security interest securing such additional indebtedness. In November 1999, the Company also exchanged the related
preferred stock for shares of new Class C Convertible Preferred Stock, the amount and value of which are not material.

Since the financing arrangement was related to construction services, the interest income earned from the New Notes
and imputed interest costs associated with carrying these notes were included in revenues and costs of revenues, respectively,
during the term of the construction contract. As a result, revenues for the years ended August 31, 2001 and 2000 included
interest income from these securities of approximately $312,000 and $1,406,000 and imputed interest costs associated with
carrying the securities of approximately $381,000 and $1,106,000, respectively, were included in cost of revenues. The
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interest cost was calculated at the Company’s effective borrowing rate, which approximated 9.8% for the three-month period
ended November 30, 2000, and 7.6% for the twelve months ended August 31, 2000. Subsequent to the completion of the
project in the first quarter of fiscal 2001, interest income of $531,000 earned in the remainder of fiscal year 2001 from these
securities is included in interest income.

During fiscal 2001, the Company used $7,000,000 of the New Notes to satisfy certain transaction costs related to the
acquisition of Stone & Webster.

During the year ended August 31, 2002, the Company determined that its investment in the New Notes had been
impaired and wrote-down its investment in these notes by $2,450,000 and reversed interest income in the fourth quarter of
2002 of $550,000 that had been previously recorded in fiscal 2002. The Company has also ceased recognizing income from
the New Notes. The Company has classified the New Notes as available for sale and, therefore, the New Notes are measured
at fair value. The Company believes the impairment is permanent; therefore, the $2,450,000 impairment is included in other
expenses on the consolidated statement of income. The Company has recorded the New Notes at an aggregate value of
approximately $6,629,000 (after write-down) and $9,079,000 at August 31, 2002 and 2001, respectively.

The Company also had equity securities available for sale aggregating $606,000 and $1,411,000 at August 31, 2002 and
2001, respectively. During the year ended August 31, 2002, the Company recorded impairment losses of $612,000 ($379,000
net of taxes) to net income with respect to these securities. At August 31, 2002 and 2001, the Company also reflected a
$205,000 unrealized loss ($126,000, net of taxes) and a $12,000 unrealized loss ($7,000, net of related taxes) on these securi-
ties, respectively, as a component of other comprehensive income in stockholders’ equity. The unrealized losses recorded in
other comprehensive income reflect the Company’s view that there had been a temporary decrease in the value of these
securities from their historical cost at the respective year end. The Company also reclassified a loss of $942,000 ($576,000,
net of related taxes) to net income during the year ended August 31, 2001, due to an impairment loss on securities acquired
in the Stone & Webster acquisition.

Note 8—Goodwill and Other Intangibles

Goodwill
Effective September 1, 2001, the Company adopted SFAS No. 141 and No. 142. Therefore, the Company ceased to amortize
goodwill in fiscal 2002. For the years ended August 31, 2001 and 2000, goodwill amortization was approximately $17,059,000
and $3,099,000 respectively. Additionally, the Company has determined that its goodwill balances have not been impaired
and accordingly, no adjustments have been made to its goodwill balances as a result of the adoption of SFAS No. 142.

SFAS No. 142 provides that prior year’s results should not be restated. The following table presents the Company’s
comparative operating results for the years ended August 31, 2002, 2001 and 2000 reflecting the exclusion of goodwill
amortization expense in fiscal 2001 and in fiscal 2000.

For the Years Ended August 31,

2002 2001 2000

Income before extraordinary items:
As reported $98,367 $61,212 $30,063
Goodwill amortization, net of tax effects — 13,344 1,989

As adjusted $98,367 $74,556 $32,052

Net income:
As reported $98,367 $60,997 $29,510
Goodwill amortization, net of tax effects — 13,344 1,989

As adjusted $98,367 $74,341 $31,499

Basic earnings per share:
Net income as reported $ 2.41 $ 1.52 $ 1.00
Goodwill amortization, net of tax effects — 0.33 0.06

As adjusted $ 2.41 $ 1.85 $ 1.06

Diluted earnings per share:
Net income as reported $ 2.26 $ 1.46 $ 0.96
Goodwill amortization, net of tax effects — 0.32 0.06

As adjusted $ 2.26 $ 1.78 $ 1.02
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The following table reflects the changes in the carrying value of goodwill from September 1, 2000 to August 31, 2002.
The significant changes in goodwill during 2001 resulted from additional goodwill recorded during the allocation period 
of the Stone & Webster acquisition, goodwill recognized in connection with the Company’s acquisition of SS&S and
amortization of goodwill prior to the Company’s adoption of FAS 142 discussed above. During 2002, the Company recorded
goodwill in connection with its acquisition of the IT Group, a reclassification of goodwill related to Stone & Webster, good-
will recorded in connection with the Company’s acquisition of PsyCor and additional consideration paid to PPM which
resulted in additional goodwill recognized in this acquisition. Refer to Note 4 of Notes to Consolidated Financial Statements
for a more detailed discussion of the recognition of goodwill in connection with these acquisitions.

Total

Balance at September 1, 2000 $ 282,238
Allocation period adjustments, net—Stone & Webster acquisition 99,649
SS&S Inc acquisition 4,258
Goodwill amortization (17,059)
Currency translation adjustments (214)

Balance at August 31,2001 368,872
IT Group acquisition 113,308
Reclassification related to Stone & Webster 11,959
PsyCor acquisition 2,041
Additional PPM costs 1,971
Currency translation adjustment 853

Balance at August 31, 2002 $499,004

There was no goodwill identified for impairment during 2002 either in connection with the adoption of FAS 142
or during the annual review. The Company did reclassify approximately $72,500,000 of goodwill to the newly created
Environmental & Infrastructure segment that was previously recognized in the Company’s Integrated EPC segment. See
Note 15 of Notes to Consolidated Financial Statements for further discussion of this reclassification between segments.

The goodwill associated with the IT Group and PsyCor acquisitions has been preliminarily calculated as of August 31,
2002. The Company expects to revise these balances during the one year allocation period as the Company has not obtained
all necessary appraisals of the property and equipment it purchased nor has it completed all of its other review and valuation
procedures of the assets acquired and the liabilities assumed.

Amortizable Intangibles
At August 31, 2002 and 2001, the Company’s only significant amortizable intangible assets, other than construction contract
adjustments, was its proprietary ethylene technology acquired in the Stone & Webster transaction, which is being amortized
over 15 years on a straight-line basis. The Company is still evaluating a customer relationship intangible and patents acquired
in the IT Group acquisition. The gross carrying values and accumulated amortization of the ethylene technology for the years
ended August 31, 2002 and 2001is presented below (in thousands).

Ethylene Technology— Ethylene Technology—
Gross Carrying Amount Accumulated Amortization

September 1, 2000 balance $ 50,000 $ —
Allocation period adjustment (21,400) —
Annual amortization — (1,906)

August 31, 2001 balance 28,600 (1,906)
Annual amortization — (1,906)

August 31, 2002 balance $28,600 $(3,812)

The annual amortization for the Company’s intangible assets not associated with contract acquisition adjustments for
the next five years is $1,906,000 related to the ethylene technology.
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Note 9—Long-Term Debt

Long-term debt consisted of (dollars in thousands):
August 31,

2002 2001

Convertible Liquid Yield Option� Notes, unsecured, zero-coupon, 2.25% interest, due May 1, 2021, 
with early repurchase options by the holder $520,291 $508,780

Note payable secured by real estate; interest payable monthly at LIBOR, plus 2.25%; monthly payments 
of $11, through March 2003; secured by real estate with a book value of $4,900 at August 31, 2002 2,051 —

Note payable to a bank; interest payable quarterly at 7.23%; quarterly payments of $52 through 
April 2005; secured by equipment with an approximate net book value of $195 as of August 31, 2002 513 677

Note payable to a former employee relating to a non-competition agreement; interest payable monthly at 
7.125%; monthly payments of $21 until April 2004; unsecured; see Note 18—Related Party Transactions 392 605

Note payable to shareholders of an acquired business, due 2003, secured by letter of surety 330 —
Note payable to a finance company; interest payable monthly at 6.15%; monthly payments of $311 

through January 2002; unsecured — 1,530
Other notes payable; interest rates ranging from 0% to 7.0%; payable in monthly installments based on 

amortization over the respective note lives; maturing through 2009 715 457

Total debt 524,292 512,049
Less: current maturities (3,102) (2,365)

Total long-term portion of debt $521,190 $509,684

Annual maturities of long-term debt during each year ending August 31 are as follows (in thousands):
Total

2003 $ 3,102
2004 520,979
2005 167
2006 11
2007 11
Thereafter 22

Total $524,292

Effective May 1, 2001, the Company issued and sold $790,000,000 (including $200,000,000 to cover over-allotments) of
20-year, zero-coupon, unsecured, convertible debt, Liquid Yield Option� Notes (“LYONs,” “debt” or “the securities”). The
debt was issued at an original discount price of $639.23 per $1,000 maturity value and has a yield-to-maturity of 2.25%. The
securities are a senior unsecured obligation of the Company and are convertible into the Company’s Common Stock at a
fixed ratio of 8.2988 shares per $1,000 maturity value or an effective conversion price of $77.03 at the date of issuance. Under
the terms of the issue, the conversion rate may be adjusted for certain factors as defined in the agreement including but not
limited to dividends or distributions payable on Common Stock, but will not be adjusted for accrued original issue discount.
The Company realized net proceeds, after expenses, from the issuance of these securities of approximately $490,000,000. The
Company used these proceeds to retire outstanding indebtedness and for general corporate purposes, including investment in
AAA rated, short-term marketable securities held until maturity and cash equivalents.

The holders of the debt have the right to require the Company to repurchase the debt on May 1, 2004, May 1, 2006,
May 1, 2011, and May 1, 2016 at the then accreted value. The debt is reflected in the preceding maturity table as maturing
at the first repurchase date. The Company has the right to fund such repurchases with shares of its Common Stock, (at the
current market value), cash, or a combination of Common Stock and cash. The debt holders also have the right to require the
Company to repurchase the debt for cash, at the accreted value, if there is a change in control of the Company, as defined,
occurring on or before May 1, 2006. The Company may redeem all or a portion of the debt at the accreted value, through
cash payments, at any time after May 1, 2006.

The estimated fair value of long-term debt as of August 31, 2002 and 2001 was approximately $413,000,000 and
$422,000,000, respectively. The fair value of the convertible debt as of August 31, 2002 and 2001 was based on recent sales
of such debt as of August 31, 2002 and 2001. The fair value of the Company’s other long-term debt at August 31, 2002 and
2001 was based on borrowing rates currently available to the Company for notes with similar terms and average maturities.

During fiscal years 2002, 2001 and 2000, the Company recognized, as interest expense, $9,079,000, $5,515,000, and
$1,004,000, respectively, costs associated with the amortization of financing fees that were incurred with respect to
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issuance of the Company’s LYONs and Credit Facility. The LYONs costs are being amortized to the first repurchase date
of the debt, May 1, 2004. As of August 31, 2002 and 2001, unamortized deferred financing fees of the Company’s LYONs
debt and Credit Facility were approximately $12,103,000 and $20,923,000, respectively.

Note 10—Revolving Lines of Credit

The Company’s primary credit facility (“Credit Facility”), dated July 2000, is for a three-year term, and provides that both
revolving credit loans and letters of credit may be issued within the limits of this facility. The Credit Facility was amended on
February 28, 2002 to, among other matters, increase the total Credit Facility to $350,000,000 from $300,000,000 and to elimi-
nate the previous $150,000,000 limit on letters of credit. The Company also has the option to further increase the Credit
Facility under existing terms to $400,000,000, if certain conditions are satisfied, including the successful solicitation of addi-
tional lenders or increased participation of existing lenders. The amended Credit Facility allows the Company to borrow either
at interest rates (i) in a range of 1.50% to 2.25% over the London Interbank Offered Rate (“LIBOR”) or (ii) from the prime rate
to 0.75% over the prime rate. The Company selects the interest rate index and the spread over the index is dependent upon 
certain financial ratios of the Company. The Credit Facility is secured by, among other things, (i) guarantees by the Company’s
domestic subsidiaries; (ii) a pledge of all of the capital stock in the Company’s domestic subsidiaries and 66% of the capital stock
in certain of the Company’s foreign subsidiaries; and (iii) a security interest in all property of the Company and its domestic 
subsidiaries (except real estate and equipment). The Credit Facility also contains restrictive covenants and other restrictions,
which include but are not limited to the maintenance of specified ratios and minimum capital levels and limits on other bor-
rowings, capital expenditures and investments. Additionally, the Credit Facility established a $25,000,000 aggregate limit on
the amount of the Company’s Common Stock repurchases and/or LYONs repurchases made subsequent to February 28, 2002,
without prior consent. Subsequent consent was provided to allow the Company to complete in October 2002 the $100,000,000
Common Stock repurchase program which was authorized by the Company’s Board of Directors in September 2001. (See Note 2
of Notes to Consolidated Financial Statements). As of August 31, 2002, the Company was in compliance with these covenants
or had obtained the necessary waivers. At August 31, 2002 and 2001, letters of credit of approximately $183,800,000 and
$61,500,000, respectively, were outstanding and no revolving credit loans were outstanding under the Credit Facility. The
Company’s total availability under the Credit Facility at August 31, 2002 and 2001 was approximately $166,200,000 and
$238,500,000, respectively. At August 31, 2002, the interest rate on this line of credit was either 4.75% (if the prime rate index
had been chosen) or 3.32% (if the LIBOR rate index had been chosen). At August 31, 2001, the interest rate on this line of
credit was either 6.5% (if the prime rate index had been chosen) or 5.26% (if the LIBOR rate index had been chosen).

As of August 31, 2002 and 2001, the Company’s foreign subsidiaries had short-term revolving lines of credit permitting
borrowings totaling approximately $15,500,000 and $16,200,000, respectively. These subsidiaries had outstanding borrowings
under these lines of approximately $1,050,000 and $3,900,000, respectively, at a weighted average interest rate of approxi-
mately 5.0% and 6.0%, respectively, at August 31, 2002 and 2001.

Note 11—Income Taxes

The significant components of deferred tax assets and liabilities are as follows (in thousands):
August 31,

2002 2001

Assets:
Contract adjustments and accrued contract loss reserves $ 26,610 $ 20,868
Deferred revenue 20,621 —
Receivables 14,690 6,442
Net operating loss and tax credit carry forwards 16,097 26,853
Other expenses not currently deductible 4,715 6,613
Accrued severance 3,206 205
Tax basis of inventory in excess of book basis 279 125
Less: valuation allowance (1,034) —

Total assets 85,184 61,106
Liabilities:

Property, plant and equipment (20,337) (7,736)
Employee benefits and other expenses (6,396) (7,266)

Total liabilities (26,733) (15,002)

Net deferred tax assets $ 58,451 $ 46,104
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Income (loss) before provision for income taxes for the years ended August 31 was as follows (in thousands):

2002 2001 2000

Domestic $143,545 $104,361 $45,532
Foreign 7,467 (4,467) 16

Total $151,012 $ 99,894 $45,548

The provision for income taxes for the years ended August 31 was as follows (in thousands):

2002 2001 2000

Current—Federal $ — $ — $13,549
Deferred 48,093 36,863 1,805
State 6,255 1,503 1,005

Total $ 54,348 $ 38,366 $16,359

The Company paid no Federal income taxes in the years ended August 31, 2001 and 2002 primarily because of the
utilization of operating losses resulting from the Stone & Webster acquisition.

A reconciliation of Federal statutory and effective income tax rates for the years ended August 31 was as follows:

2002 2001 2000

Statutory rate 35% 35% 35%
State taxes provided 4 (1) 2
Foreign income taxed at different rates (2) (3) (3)
Non-deductible goodwill — 7 —
R&D credits (2) — 2
Other 1 — —

36% 38% 36%

As of August 31, 2002 for Federal income tax return purposes, the Company had approximately $25,000,000 of U.S. net
operating loss carryforwards available to offset future taxable income and approximately $4,600,000 of research and develop-
ment credits available to offset future tax. The loss carryforwards, which resulted from the acquisition of the IT Group (see
Note 4 of Notes to Consolidated Financial Statements) expire beginning in 2017 through 2021and the credits expire begin-
ning in 2007 through 2008. As of August 31, 2002, the Company’s United Kingdom (“U.K.”) and Australian operations had
net operating loss carryforwards of approximately $624,000 and $3,110,000, respectively, which can be used to reduce future
taxable income in those countries. SFAS 109 specifies that deferred tax assets are to be reduced by a valuation allowance if it
is more likely than not that some portion of the deferred tax assets will not be realized. Management believes that future
reversals of existing taxable differences and future taxable income should be sufficient to realize all of the Company’s deferred
tax assets, with the exception of a portion of the Australian net operating loss carryforward; therefore, a valuation allowance
of $1,034,000 has been established against the related deferred tax benefit for that portion of the Australian net operating
losses that the Company believes will probably not be realized.

Unremitted foreign earnings reinvested abroad upon which deferred income taxes have not been provided aggregated
approximately $12,600,000 at August 31, 2002. Due to the timing and circumstances of repatriation of such earnings, if any, it
is not practicable to determine the unrecognized deferred tax liability relating to such amounts. Withholding taxes, if any,
upon repatriation would not be significant.

Note 12—Common Stock

The Company has one class of Common Stock. Each outstanding share of Common Stock, which has been held for four 
consecutive years without an intervening change in beneficial ownership, entitles its holder to five votes on each matter
properly submitted to the Company’s shareholders for their vote, waiver, release or other action. Each outstanding share of
Common Stock that has been held for less than four consecutive years entitles its holder to only one vote.

On July 31, 2001, the Company distributed a dividend distribution of one Preferred Share Purchase Right (a “Right”) for
each outstanding share of the Company’s Common Stock outstanding on that date. The Rights, which expire on July 9, 2011,
will not prevent a takeover, but are designed to deter coercive or unfair takeover tactics, and are, therefore, intended to
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enable all Company shareholders to realize the long-term value of their investment in the Company. It is anticipated that
the Rights will encourage anyone seeking to acquire the Company to negotiate with the Board of Directors prior to
attempting a takeover.

The Rights, which are governed by a Rights Agreement dated July 9, 2001, between the Company and First Union
National Bank, as Rights Agent, should not interfere with a merger or other business combination approved by the
Company’s Board of Directors.

The Rights are attached to the Company’s Common Stock and are exercisable only if a person or group (an “Acquiring
Person”) either (i) acquires 15% or more of the Company’s Common Stock or (ii) commences a tender offer, the consumma-
tion of which would result in ownership by the Acquiring Person of 15% or more of the Common Stock. The Board of
Directors is authorized to reduce the 15% threshold to not less than 10% of the Common Stock.

In the event the Rights become exercisable, each Right will entitle shareholders (other than the Acquiring Person) to
buy one one-hundredth of a share of a new series of junior participating preferred stock (“Preferred Shares”) at an exercise
price of $170.00 (the “Exercise Price”). The Exercise Price is subject to certain anti-dilution adjustments. Each one one-
hundredth of a Preferred Share will give the stockholder approximately the same dividend, voting and liquidation rights as
would one share of Common Stock.

In lieu of Preferred Shares, each Right holder (other than the Acquiring Person) will be entitled to purchase from the
Company at the Right’s then-current Exercise Price, shares of the Company’s Common Stock having a market value of
twice such Exercise Price. In addition, if the Company is acquired in a merger or other business combination transaction
after a person has acquired 15% or more of the Company’s outstanding Common Stock, each Right will entitle its holder to
purchase at the Right’s then-current Exercise Price, a number of the acquiring company’s common shares having a market
value of twice such Exercise Price, in lieu of acquiring Preferred Shares.

Further, after a group or person becomes an Acquiring Person, but prior to acquisition by such person of 50% or more of
the Company’s Common Stock, the Board of Directors may exchange all or part of the Rights (other than the Rights held by
the Acquiring Person) for shares of Common Stock at an exchange ratio of one share of Common Stock for each Right.

Prior to the acquisition by an Acquiring Person of 15% or more of the Company’s Common Stock, the Rights are
redeemable for $0.01 per Right at the option of the Board of Directors.

Note 13—Leases

Capital Leases
The Company leases furniture and fixtures (which includes computer hardware and software) under various non-cancelable
lease agreements. Minimum lease rentals have been capitalized and the related assets and obligations recorded utilizing vari-
ous interest rates. The assets are depreciated using the straight-line method, except for certain software that is depreciated
using the double-declining balance method, over either the estimated useful lives of the assets or the lease terms, and interest
expense is accrued on the basis of the outstanding lease obligations.

Assets acquired under capital leases—net of accumulated amortization are as follows (in thousands):
August 31,

2002 2001

Transportation equipment $ — $ 61
Furniture and fixtures 6,372 1,366
Machinery and equipment — 127
Construction in progress — 6,251

6,372 7,805
Less: accumulated depreciation (1,222) (744)

$ 5,150 $7,061
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The following is a summary of future obligations under capital leases (in thousands).
Minimum

Lease Payments

For the year ending August 31:
2003 $ 2,431
2004 1,001
2005 —
2006 —
2007 and thereafter —

Total payments 3,432
Less: amount representing interest (275)

Total debt 3,157
Less: current portion (2,200)

Total long-term portion of debt $ 957

Operating Leases
The Company leases certain offices, fabrication shops, warehouse facilities, office equipment and machinery under non-
cancelable operating lease agreements which expire at various times and which require various minimum rentals. The
non-cancelable operating leases that were in effect as of August 31, 2002 require the Company to make the following estimated
future minimum lease payments (in thousands):

For the year ending August 31:
2003 $ 57,895
2004 52,774
2005 44,593
2006 37,767
2007 31,228
2008 and thereafter 42,215

Total future minimum lease payments $266,472

The Company also enters into short-term lease agreements for equipment needed to fulfill the requirements of specific
jobs. Any payments owed or committed under these lease arrangements as of August 31, 2002 are not included as part of total
minimum lease payments.

The total rental expense for the fiscal years ended August 31, 2002, 2001, and 2000 was approximately $56,000,000,
$36,000,000, and $17,000,000, respectively.

Note 14—Contingencies

Contingencies Associated with Domestic Power Market EPC Projects
In fiscal 2002 and 2001 the Company entered into several significant EPC contracts for new domestic gas-fired combined
cycle power plants. During fiscal 2002 and 2001, the Company recognized revenues of approximately $1,500,000,000 and
$250,000,000, respectively, related to these contracts. The Company’s customers for these power plants are major utility com-
panies and IPPs, several of which where wholly or partially owned subsidiaries of major utilities. In fiscal 2002, demand for
new capacity in the domestic power market significantly decreased, resulting in, among other things, financial distress among
many participants in the domestic power markets, particularly the IPPs. Although at the time the Company entered into
these contracts, all of these customers had investment grade credit ratings, during 2002, all of the Company’s IPP customers
received downgrades to their credit ratings, which are now considered to be below investment grade. The condition of the
national power market, these downgrades and other factors resulted in three projects being canceled or suspended. For one of
these projects, Pike, discussed further below, the Company was notified by the customer of their intention to not make a
scheduled milestone payment on its required due date.

In addition, under the terms of one contract with an IPP, the customer, at its option, can pay a portion of the contract
price in subordinated notes or cash. The Company believes that the amount payable in subordinated notes will not exceed
$27,000,000 under the terms of the contract. If elected by the customer, the subordinated notes would bear interest at prime
plus 4% and mature in October 2009. However, if any amounts under the notes are unpaid eight months following final
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acceptance of the project, the unpaid notes, plus a cash payment of the amounts, if any, paid on the notes through the con-
version date, is convertible at the option of the Company into a 49.9% equity interest in the related project. The payments
that could be made with these notes would be due in the first half of fiscal 2003 and final acceptance of the project is
expected in the first half of calendar 2003.

The Pike Project
During the fourth quarter of 2002, one of the Company’s customers, LSP-Pike Energy, LLC (“Pike”) notified the Company
of its intention to not pay a scheduled milestone billing on the required due date of August 4, 2002. Pike is a subsidiary of
NRG Energy, Inc. (“NRG”), which is wholly-owned by Xcel Energy, Inc. (“Xcel”). In accordance with the terms of the contract,
on September 4, 2002, the Company notified the customer it was in breach of the terms of the contract for nonpayment and,
therefore, the contract was terminated. No amounts are included in backlog at August 31, 2002 related to the Pike project.

Prior to the contract termination, the Company had executed commitments/agreements to purchase equipment for the
project and had also entered into agreements with subcontractors to perform work on the project. Certain of these commit-
ments and agreements contain cancellation clauses and related payment or settlement provisions. The Company has entered
into discussions with its vendors and subcontractors to determine the final amounts owed based on the termination of the
Company’s contract. The Company believes pursuant to the terms of the contract with Pike that the Company has retained
ownership of a significant amount of this equipment and other pieces of equipment that were to be installed on the project.
Under the terms of the original contract between the Company and Pike, Pike is obligated to reimburse the Company for all
of the costs incurred by the Company whether before or after the termination and a fee for the work performed prior to the
termination. The Company believes that it is owed approximately $120,000,000 in costs and fees over the amounts already
paid under the contract.

The Company is actively pursuing alternatives to collect all amounts it is owed under the Pike contract. On October 18,
2002, the Company filed an involuntary petition for liquidation of Pike, under Chapter 7 of the U.S. Bankruptcy Code to
protect its rights, claims, and security interests in and to the assets of Pike. The Company also filed suit against NRG and
Xcel, along with certain of their officers to collect amounts due, damages, and costs. In addition to the legal proceedings, the
Company will continue to pursue discussions with Pike, NRG, Xcel and their lenders in an effort to resolve collection of
the amounts owed.

The Company believes it will ultimately recover the costs it incurred and will incur under the terms of the contract and
the profit it has recognized through August 31, 2002 on the project. The Company will not recognize any additional profit it
is owed under this contract until it is probable it will collect that additional amount.

Although the Company expects to recover amounts owed to it (including final vendor and subcontractor settlements),
it is also reasonably possible that the Company will not recover all of its costs and profit recognized through August 31, 2002,
on the project; particularly if the customer’s financial situation continues to deteriorate and if the equipment in the posses-
sion of the Company cannot be used on another similar project or liquidated by the Company to recover all or a portion
of the amount owed. The amount, if any, that may not be recoverable is dependent upon the final amounts to be expended
by the Company related to the project, the amount to be realized upon disposition of the equipment related to the project and
the financial wherewithal of the customer in the future, which is dependent upon its ability to restructure and/or reach agree-
ment with its creditors or to obtain additional funding from its parent company.

The Company has, in connection with its evaluation of the Pike project, estimated that (i) it has or will incur costs of
approximately $75,000,000 to $80,000,000 over the amounts that have been previously collected from Pike and (ii) equip-
ment that was to be installed on the project could be liquidated for approximately $40,000,000 to $60,000,000. Although the
Company does not believe a loss has been incurred as of August 31, 2002, based on these estimates, if the Company is unable
to collect additional amounts from its customer (or its affiliates), the Company’s potential future loss on the Pike project
could range from $15,000,000 to $40,000,000.

Any potential loss on the project will be recognized (charged to earnings) in the period when it is determined that a loss
is likely to occur and a loss amount can be reasonably estimated.

The Covert & Harquahala Projects
On October 10, 2002, the parent company, PG&E Corp. (“PG&E”) of a customer, PG&E National Energy Group, Inc.
(“NEG”) announced that it had notified its lenders that it did not intend to make further equity contributions as required
under the credit facility to fund two projects, Covert and Harquahala, currently in progress on which the Company is the
contractor. At August 31, 2002, the Company has included in backlog estimated revenue of approximately $372,000,000
from these projects. As of November 1, 2002, the Company continues working on the projects under the contract terms.
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However, the Company cannot guarantee that these projects will be completed. The continuation of the projects is depend-
ent upon whether (i) the lenders will elect to continue to fund the project without additional equity contributions from the
customer, (ii) the lenders will exercise their right to take ownership of the projects, or (iii) if the contracts will be suspended
or cancelled by the customer or the lenders.

If the lenders exercise their rights to take ownership of the projects and complete them, the EPC portion of the contracts
would be a fixed-price contract with the lenders. Although the “target price” components of the original contracts would still
be enforceable against NEG, the Company may not be able to seek collection from the lenders for these components of the
original contracts. Based on the Company’s current estimate of costs to complete the project, there would be no material
impact of this change. However, given the uncertainty of collecting additional amounts from NEG, if the actual costs to com-
plete the projects exceed the estimated costs at this time, the Company would be assuming higher risk under this fixed-price
contract and could be susceptible to losses on these projects.

If the contracts were ultimately terminated, the Company would be obligated under related commitments to complete
the payment for various pieces of equipment procured for the projects and obligations to subcontractors for work performed
on the projects. Under the terms of the contracts, if the contracts are terminated or suspended, the customer would be 
obligated to reimburse the Company for the costs incurred by the Company and a fee for the work performed. Although no
assurances can be made, the Company believes that it would be able to recover any amounts owed to it under the contracts
through collection from the customer, its parent, and/or the lenders. In addition, the Company believes that it has first lien
rights, superior to the primary lenders, on the partially completed projects. The projects are each over 70% complete at an
estimated total cost at completion of over $600,000,000 each.

Although the Company believes its lien rights will ultimately provide sufficient security to ensure full payment for any
amounts due if the customer is unable to pay, the Company estimates that it has exposure, which includes costs incurred and
committed over amounts collected and gross margin recorded on the two projects, of approximately $50,000,000 to
$60,000,000 million as of November 1, 2002. This amount will fluctuate as construction progresses. The Company estimates
that its maximum exposure in the future, which is dependent upon the timing of additional costs incurred on the projects and
the timing of the receipt of milestone billings, is approximately $70,000,000 to $80,000,000.

On October 25, 2002 the Company received approximately $31,000,000 from the lenders on these projects in payments
for invoices due that date. As of November 1, 2002 the Company has been paid for all amounts currently due. Although
no assurances can be made, the Company believes that it will recover all amounts owed to it under these contracts through
collection from the customer or its lenders. It is reasonably possible however, that the Company may not collect all future
amounts owed to it under this project which could have an adverse effect on operating results in the period when the uncol-
lectable amounts would be recognized.

Liabilities Related to Contracts
The Company’s contracts often contain provisions relating to matters such as: (i) warranty, requiring achievement of accept-
ance and performance testing levels, (ii) liquidated damages, if the project does not meet predetermined completion dates,
and (iii) penalties, for failure to meet other cost or performance measures. The Company typically attempts to limit its expo-
sure under these penalty provisions or liquidated damage claims to the fee it is to receive related to the work; however, in
certain instances it can be exposed to more than the fee or profit earned under the terms of the contract.

In addition, in connection with the acquisitions of the IT Group and Stone & Webster, the Company assumed certain
contracts in progress that contained warranty provisions applicable to work performed prior to the Company’s assumption of
the contracts. While the Company believes that most of the contracts assumed in those acquisitions will not result in a signif-
icant exposure related to warranty claims, four contracts were identified for which the warranty claims made by the customers
may result in significant additional work and/or payments. The Company estimated that its liability for those four projects
was $14,500,000, which was recorded as a liability at the acquisition date. During the year ended August 31, 2002, the
Company made payments and performed work of $2,695,000 on these four projects related to this warranty exposure and
reduced the liability by an additional $3,697,000 based on reductions in the estimated warranty claim exposure and success-
ful resolution of these warranty claims. The Company believes its outstanding warranty exposure on these four projects will
not exceed the remaining recorded liability of $8,108,000, although the final amounts may differ from the recorded liability.

The Company also assumed two contracts under which Stone & Webster was contractually obligated to pay a significant
amount of liquidated damages or for which the scheduled project completion date was beyond the completion date agreed to
with the customer. The Company included in total estimated contract costs on these two contracts approximately
$24,600,000 related to estimated liquidated damage payments at the acquisition date. During the year ended August 31, 2002,
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based on the timing of estimated completion of one of the projects and the status of negotiations with the customer, the
Company reduced total estimated costs for liquidated damages by approximately $10,200,000. The Company believes that it
will settle its estimated remaining exposure for liquidated damages on these two projects for the $14,400,000 it has outstand-
ing in total estimated costs to complete these projects. Based on its latest job status review, the Company does not believe
that there are any other contracts that will require the Company to pay a material amount of liquidated damages. However,
the ultimate amount to be paid on these two projects and on other contracts with liquidated damages provisions will vary
depending upon the actual completion dates compared to the currently scheduled completion dates and final negotiations
with the customers.

Other Matters
In the normal course of business activities, the Company enters into contractual agreements with customers for certain 
construction services to be performed based on agreed upon reimbursable costs and labor rates. In some instances, the terms
of these contracts provide for the customer’s review of the accounting and cost control systems to verify the completeness and
accuracy of the reimbursable costs invoiced. These reviews could result in proposed reductions in reimbursable costs and labor
rates previously billed to the customer. Additionally, the Company performs work for the U.S. Government that is subject to
continuing financial and operating reviews by governmental agencies. The Company does not believe that any such reviews
will result in a material change to the Company’s financial position or results of operations.

The Company maintains liability and property insurance against various risks in such amounts as it considers necessary
or adequate in the circumstances. However, certain risks are either not insurable or insurance is available at rates which are
considered uneconomical.

In the normal course of its business, the Company becomes involved in various litigation matters including, claims by
third parties for alleged property damages, personal injuries, and other matters. The Company has estimated its potential
exposure, net of insurance coverage, and has recorded reserves in its financial statements as appropriate. The Company does
not anticipate that the differences between its estimated outcome of these claims and future actual settlements could have a
material effect on the Company’s financial position or results of operations. (See Note 4 of Notes to Consolidated Financial
Statements with respect to certain contingencies relating to the IT Group and Stone & Webster acquisitions.)

Note 15—Business Segments, Operations by Geographic Region and Major Customers

Business Segments
The Company has aggregated its business activities into three operating segments: the Integrated EPC Services segment, the
Environmental & Infrastructure segment and the Manufacturing and Distribution segment. These segments are unique in
technology, services and customer class. Intersegment revenues are eliminated in consolidation.

The Integrated EPC Services segment is a vertically-integrated provider of comprehensive engineering, procurement,
construction and piping systems services to the power generation and process industries. These services include engineering
and design, construction, procurement, piping systems fabrication, maintenance and consulting.

As a result of the IT Group acquisition, the Company formed the Environmental & Infrastructure segment that 
provides environmental consulting, engineering, construction, remediation and facilities management services (primarily
for government and military facilities). Revenues from environmental and infrastructure operations and related expense
items that had previously been reported in the Integrated EPC Services segment for the years ended August 31, 2001 and
2000 (as well as for the periods in fiscal 2002, prior to the IT Group acquisition) have been estimated and reclassified to
the Environmental & Infrastructure segment in the table below. Amounts related to environmental and infrastructure
operations previously reported in the Integrated EPC services segment have also been estimated and reclassified to the
Environmental & Infrastructure segment in the table below. In addition, goodwill of approximately $70,117,000 was allo-
cated to the Environmental & Infrastructure segment during 2002, goodwill of $113,308,000 was recorded in connection
with the IT Group acquisition and $2,400,000 of the Stone & Webster reclassification was allocated to the
Environmental & Infrastructure segment. It was not practical to develop this information for fixed asset and long-lived
asset purchases.

The Manufacturing and Distribution segment manufactures and distributes specialty stainless, alloy and carbon steel pipe
fittings. These fittings include elbows, tees, reducers and stub ends. The Company has one manufacturing facility that 
provides products for the Company’s pipe services operations, as well as to third parties. The Company also has several distri-
bution centers in the United States, which distribute its products primarily to third parties.
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Business Segment Data
The following table presents information about segment profit and assets (in thousands):

Integrated Environmental Manufacturing
EPC & and

Services Infrastructure Distribution Corporate Total

Fiscal 2002
Revenues from external customers $2,610,170 $489,783 $70,743 $ — $3,170,696
Intersegment revenues 8,215 274 15,647 — 24,136
Corporate overhead allocations 42,569 7,124 2,991 (52,684) —
Interest income 1,961 132 — 9,425 11,518
Interest expense 1,288 272 — 21,468 23,028
Depreciation and amortization 15,135 2,672 2,231 8,560 28,598
Earnings (loss) from unconsolidated entity (1,152) — — 2,855 1,703
Income tax expense 42,434 12,211 3,839 (4,136) 54,348
Net income 74,332 21,708 6,825 (4,498) 98,367
Goodwill 313,179 185,825 — — 499,004
Total assets 1,076,809 701,013 72,447 453,931 2,304,200
Investment in and advances to equity method 

investees (excluding EPC joint ventures) 14,856 — — 4,618 19,474
Purchases of property and equipment 14,476 4,276 503 54,691 73,946
Other increases in long-lived assets, net 6,379 — — 8,506 14,885

Fiscal 2001
Revenues from external customers $ 1,276,660 $ 186,216 $ 76,056 $ — $ 1,538,932
Intersegment revenues 2,139 — 18,259 — 20,398
Corporate overhead allocations 21,898 4,783 4,399 (31,080) —
Interest income 1,758 — — 6,988 8,746
Interest expense — — — 15,680 15,680
Depreciation and amortization 30,492 4,262 2,183 2,803 39,740
Earnings (loss) from unconsolidated entity 250 — — (566) (316)
Income tax expense 34,089 5,992 2,947 (4,662) 38,366
Net income 54,546 9,571 5,687 (8,807) 60,997
Goodwill 298,755 70,117 — — 368,872
Total assets 966,600 128,362 55,149 551,743 1,701,854
Investment in and advances to equity method 

investees (excluding EPC joint ventures) 13,137 — — 2,141 15,278
Purchases of property and equipment 9,882 — 934 27,305 38,121
Other increases in long-lived assets, net — — — 15,984 15,984

Fiscal 2000
Revenues from external customers $ 681,818 $ 19,882 $ 60,955 $ — $ 762,655
Intersegment revenues 23 — 15,343 — 15,366
Corporate overhead allocations 20,360 — 4,244 (24,604) —
Interest income 185 — — 497 682
Interest expense 203 — — 7,800 8,003
Depreciation and amortization 12,600 754 2,192 1,262 16,808
Earnings from unconsolidated entity 1,194 — — — 1,194
Income tax expense 12,096 637 1,230 2,396 16,359
Net income 21,623 1,137 2,361 4,389 29,510
Goodwill 212,121 70,117 — — 282,238
Total assets 1,065,334 144,458 64,612 60,679 1,335,083
Investment in and advances to equity method 

investees (excluding EPC joint ventures) 10,655 — — 1,056 11,711
Purchases of property and equipment 11,383 — 737 8,499 20,619
Other increases in long-lived assets, net — — 288 10,950 11,238
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Operations by Geographic Region
The following tables present geographic revenues and long-lived assets (in thousands):

For the Years Ended August 31,

2002 2001 2000

Revenues:
United States $2,756,332 $1,210,366 $586,406
Canada and other North America 108,186 79,347 6,507
China 90,243 41,767 11,436
Other Asia/Pacific Rim countries 58,099 75,368 39,546
United Kingdom 88,782 71,598 63,886
Other European countries 14,930 14,799 1,288
South America 27,839 23,071 29,788
Middle East 10,764 3,039 4,382
Other 15,521 19,577 19,416

$3,170,696 $1,538,932 $762,655

August 31,

2002 2001 2000

Long-Lived Assets:
United States $ 773,835 $ 520,889 $459,195
United Kingdom 29,274 33,791 38,778
Other foreign countries 37,631 32,809 25,946

$ 840,740 $ 587,489 $523,919

Revenues are attributed to geographic regions based on location of the project or the ultimate destination of the product
sold. Long-lived assets include all long-term assets, except those specifically excluded under SFAS No. 131, such as deferred
income taxes and securities available for sale.

Information about Major Customers
The Company’s customers are principally major multi-national industrial corporations, independent and merchant power
providers, governmental agencies and equipment manufacturers. For the year ended August 31, 2002 revenues from one cus-
tomer totaled approximately $676,000,000 or 21% of the Company’s revenues. For the year ended August 31, 2002 and 2001,
revenues from U.S. Government agencies or entities owned by the U.S. Government totaled approximately $363,000,000
(11% of revenues) and $183,000,000 (12% of revenues), respectively. For the year ended August 31, 2000, revenues from two
different non-U.S. Government customers totaled $85,000,000 (11% of revenues) and $83,400,000 (11% of revenues).

Export Revenues
For the years ended August 31, 2002, 2001, and 2000, the Company has included as part of its international revenues
approximately $215,000,000, $167,000,000, and $49,000,000, respectively, of exports from its domestic facilities.

Note 16—Earnings Per Common Share

The computation of basic and diluted earnings per share (in thousands, except per share data) is set forth below.

For the Years Ended August 31,

2002 2001 2000

BASIC:
Income available to common shareholders before extraordinary item 

and cumulative effect of change in accounting principle $ 98,367 $61,212 $30,383
Extraordinary item, net of taxes — (215) (553)
Cumulative effect on prior years of change in accounting principle — — (320)

Net income for basic computation $ 98,367 $60,997 $29,510

Weighted average common shares (basic) 40,834 40,127 29,636

(Continued)
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For the Years Ended August 31,

2002 2001 2000

Basic earnings per common share
Income available to common shareholders before extraordinary item 

and cumulative effect of change in accounting principle $ 2.41 $ 1.53 $ 1.03
Extraordinary item, net of taxes — (0.01) (0.02)
Cumulative effect on prior years of change in accounting principle — — (0.01)

Net income for basic computation $ 2.41 $ 1.52 $ 1.00

DILUTIVE:
Income available to common shareholders before extraordinary item 

and cumulative effect of change in accounting principle $ 98,367 $61,212 $30,383
Interest on convertible debt, net of taxes 10,697 — —

Income for diluted computation 109,064 61,212 30,383
Extraordinary item, net of taxes — (215) (553)
Cumulative effect on prior years of change in accounting principle — — (320)

Net income for dilutive computation $109,064 $60,997 $29,510

Weighted average common shares (basic) 40,834 40,127 29,636
Effect of dilutive securities:
Convertible debt 6,556 — —
Stock options 848 1,595 1,002
Escrow shares — 106 133

Adjusted weighted average common shares and assumed conversions 48,238 41,828 30,771

Diluted earnings per common share
Income available to common shareholders before extraordinary item 

and cumulative effect of change in accounting principle $ 2.26 $ 1.46 $ 0.99
Extraordinary item, net of taxes — — (0.02)
Cumulative effect on prior years of change in accounting principle — — (0.01)

Net income for dilutive computation $ 2.26 $ 1.46 $ 0.96

The Company had approximately 142,000, 7,500, and 12,000, of stock options at August 31, 2002, 2001, and 2000,
respectively, which were excluded from the calculation of diluted income per share because they were antidilutive. Addi-
tionally, at August 31, 2001, approximately 2,209,000 incremental shares related to convertible debt were excluded from the
calculation of diluted income per share because they were antidilutive.

Note 17—Employee Benefit Plans

The Company has a 1993 Employee Stock Option Plan (“1993 Plan”) under which both qualified and non-qualified options
and restricted stock may be granted. As of August 31, 2002, approximately 3,844,000 shares of Common Stock were author-
ized for issuance under the 1993 Plan. The 1993 Plan is administered by a committee of the Board of Directors (the “Board”),
which selects persons eligible to receive options and determines the number of shares subject to each option, the vesting
schedule, the exercise price, and the duration of the option. Generally, the exercise price of any option granted under the
1993 Plan cannot be less than 100% of the fair market value of the Company’s Common Stock on the date of grant and its
duration cannot exceed 10 years. Both qualified options and non-qualified options have been granted under the 1993 Plan.
The options awarded vest in 25% annual increments beginning one year from the date of award.

Shares of restricted stock are subject to risk of forfeiture during the vesting period. Restrictions related to these shares
and the restriction terms are determined by the committee. Holders of restricted stock have the right to vote the shares. At
August 31, 2002, there were no restricted shares of stock.

In conjunction with the Stone & Webster acquisition (see Note 4 of Notes to Consolidated Financial Statements), the
Company established the Stone & Webster Acquisition Stock Option Plan (“Stone & Webster Plan”). The purpose of this
plan was to award options to Company employees who were not officers of the Company, as defined in the plan documents,
and who were either (a) employed by the Company as a result of the Stone & Webster acquisition or (b) instrumental to the
Stone & Webster acquisition. At August 31, 2002, 1,071,000 shares of Common Stock were authorized for issuance under
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this plan. The Stone & Webster Plan is administered by a committee of the Board, which selects persons eligible to receive
options and determines the number of shares subject to each option, the vesting schedule, the exercise price, and the dura-
tion of the option. The exercise price of any option granted under the Stone & Webster Plan cannot be less than 100% of the
fair market value of the Company’s Common Stock on the date of grant and its duration cannot exceed 10 years. Only non-
qualified options have been granted under the Stone & Webster Plan. The options awarded vest in 25% annual increments
beginning one year from the date of award.

During fiscal 2001, the Company established the 2001 Employee Incentive Compensation Plan (“2001 Plan”) under
which both qualified and non-qualified stock options, stock appreciation rights, performance shares and restricted stock may
be granted. As of August 31, 2002, approximately 2,000,000 shares of Common Stock were authorized for issuance under the
2001 Plan. The 2001 Plan is administered by a committee of the Board, which selects persons eligible to receive awards and
determines the number of shares subject to each award, and terms, conditions, performance measures, and other provisions of
the award. The exercise price of any option granted under the 2001 Plan cannot be less than 100% of the fair market value
of the Company’s Common Stock on the date of grant and its duration cannot exceed 10 years. Both qualified options and
non-qualified options have been granted under the 2001 Plan. The options awarded under the 2001 Plan vest in 25% annual
increments beginning one year from the date of award.

All options and other grants issued under the Stone & Webster Plan and the 2001 Plan become fully exercisable upon a
change in control of the Company.

In fiscal 1997, the Company adopted a Non-Employee Director Stock Option Plan (“Directors’ Plan”). Members of the
Board who are not or were not an officer or employee of the Company during the one year period preceding the date the
director is first elected to the Board are eligible to participate in the Directors’ Plan. A committee of two or more members of
the Board who are not eligible to receive grants under the Directors’ Plan administer this plan. Upon adoption, options to
acquire an aggregate of 40,000 shares of Common Stock were issued. These options vested in 25% annual increments begin-
ning one year from the date of award. Additionally, each eligible director is granted an option to acquire 1,500 shares of
Common Stock on an annual basis upon his election or re-election to the Board. These options vest one year after the date
of award. A total of 150,000 shares of Common Stock have been authorized for issuance under the Directors’ Plan.

SFAS No. 123—“Accounting for Stock-Based Compensation,” provides that companies can either record expense
based on the fair value of stock-based compensation upon issuance or elect to recognize no compensation cost upon issuance
of a grant if certain requirements are met (as provided for in APB 25). The Company accounts for its stock-based compensa-
tion under APB 25. However, pro forma disclosures, as if the Company adopted the cost recognition requirements under
SFAS No. 123, are presented below.

Had compensation cost been determined based on the fair value at the grant date consistent with the provisions 
of SFAS No. 123, the Company’s net income and earnings per common share would have approximated the pro forma
amounts below:

For the Years Ended August 31,

2002 2001 2000

Net income before extraordinary item and cumulative effect of change 
in accounting principle (in thousands):

As reported $98,367 $61,212 $30,383

Pro forma $93,295 $57,396 $29,491

Basic earnings per share before extraordinary item and cumulative effect 
of change in accounting principle:

As reported $ 2.41 $ 1.53 $ 1.03

Pro forma $ 2.28 $ 1.43 $ 1.00

Diluted earnings per share before extraordinary item and cumulative effect 
of change in accounting principle:

As reported $ 2.26 $ 1.46 $ 0.99

Pro forma $ 2.16 $ 1.37 $ 0.96
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The following table summarizes the activity in the Company’s stock option plans:
Weighted Average

Shares Exercise Price

Outstanding at August 31, 1999 2,515,500 $ 4.527
Granted 2,116,000 $ 20.722
Exercised (580,764) $ 3.884
Canceled (65,000) $ 4.188

Outstanding at August 31, 2000 3,985,736 $ 13.198
Granted 115,000 $ 36.904
Exercised (606,863) $ 5.389
Canceled (282,500) $ 13.186

Outstanding at August 31, 2001 3,211,373 $ 15.503
Granted 845,000 $26.283
Exercised (235,190) $ 9.611
Canceled (21,750) $21.816

Outstanding at August 31, 2002 3,799,433 $18.226

Exercisable at August 31, 2002 1,505,184 $15.002

As of August 31, 2002, 2001, and 2000, the number of shares relating to options exercisable under the stock option plans
was 1,505,184; 883,373; and 450,986, respectively, and the weighted average exercise price of those options was $15.002,
$13.648, and $5.703, respectively.

The weighted average fair value at date of grant for options granted during the years ended August 31, 2002, 2001, and
2000, was $15.61, $21.40, and $12.02 per share, respectively. The fair value of options granted is estimated on the date of
grant using the Black-Scholes option-pricing model with the following weighted average assumptions for the years ended
August 31, 2002, 2001, and 2000, respectively: (a) dividend yield of 0.00%, 0.00% and 0.00%; (b) expected volatility of 65%,
60%, and 60%; (c) risk-free interest rate of 4.1%, 5.3%, and 6.2%; and (d) expected life of 5 years, 5 years and 5 years.

The following table summarizes information about stock options outstanding as of August 31, 2002:

Options Outstanding Options Exercisable

Weighted Average
Range of Number Remaining Weighted Average Number Weighted Average

Exercise Price Outstanding Contract Life Exercise Price Exercisable Exercise Price

$ 3.375–$ 8.333 962,183 6.09 Yrs $ 4.322 540,310 $ 4.348
$ 8.334–$13.292 61,000 6.06 Yrs $10.730 53,500 $10.845
$13.293–$18.250 20,000 9.93 Yrs $16.980 — —
$18.251–$23.209 1,844,750 7.90 Yrs $20.928 880,749 $20.933
$23.210–$28.167 719,000 9.24 Yrs $25.937 2,500 $24.590
$28.168–$33.126 97,500 9.73 Yrs $30.621 — —
$33.127–$38.084 25,000 8.29 Yrs $33.870 5,000 $33.750
$38.085–$43.043 55,000 8.38 Yrs $41.500 19,375 $41.500
$43.044–$48.001 7,500 8.42 Yrs $44.750 1,875 $44.750
$48.002–$52.960 7,500 8.53 Yrs $51.993 1,875 $51.993

3,799,433 7.73 Yrs $18.226 1,505,184 $15.002

During 1994, the Company adopted a voluntary 401(k) profit sharing plan for substantially all employees who are not
subject to collective bargaining agreements. The plan provides for the eligible employee to contribute a percentage of annual
compensation, subject to an annual limit as determined under Federal law, with the Company matching 50% of the
employee’s eligible contribution up to 6% of the employee’s annual compensation. The Company’s expense for this plan for
the years ended August 31, 2002, 2001, 2000, was approximately $8,000,000, $5,700,000, and $1,700,000, respectively. The
year ended August 31, 2000 total includes approximately $195,000 related to the Stone & Webster subsidiary’s 401(k) plan
covering the period of July 14, 2000 to August 31, 2000. The Company’s 401(k) profit sharing plans offer the employees a
number of investment choices, including investments in the Company’s Common Stock. The Plan purchases these shares on
the open market. At August 31, 2002 and 2001, the Company’s 401(k) plan owned 497,238 and 286,129 shares, respectively
of the Company’s Common Stock.
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The Company has other defined contribution plans at certain of its domestic and foreign locations. These plans allow
the employees to contribute a portion of their earnings with the Company matching a percentage of the employee’s contri-
butions. The amounts contributed by the Company and employee vary by plan. The Company’s expense for these plans was
approximately $1,200,000, $700,000, and $325,000, for the years ended August 31, 2002, 2001, and 2000, respectively.

The Company’s subsidiaries in the U.K. and Canada have defined benefit plans covering their employees. The first U.K.
plan was acquired November 14, 1997 through an acquisition. It is a salary-related plan for certain employees and admittance
to this plan is now closed. The employees in this plan contribute 7% of their salary. The Company contribution depends on
length of service, the employee’s salary at retirement, and the earnings of the plan’s investments. If the plan’s earnings are 
sufficient, the Company makes no contributions. The Canadian plan and second U.K. plan were acquired July 14, 2000 in
conjunction with the Stone & Webster acquisition. The Canadian plan is noncontributory and the benefits are based pri-
marily on years of service and employees’ career average pay; admittance to this plan is now closed. The Company’s policy
is to make contributions equal to the current year cost plus amortization of prior service cost. The second U.K. plan is con-
tributory and the benefits are based primarily on years of service and employees’ average pay during their last ten years of
service. For the years ended August 31, 2002, 2001, and 2000, the Company recognized income (expense) of approximately,
$(1,005,000), $533,000, and $145,000 respectively, for these plans.

Included in the amounts for the year ended August 31, 2002 and 2001 are the two pension plans assumed by the
Company in the Stone & Webster acquisition. The projected benefit obligation of these two plans at the date of the acquisi-
tion of $59,821,000 and the fair value of the assets at the date of acquisition of $63,419,000 are included in the table below
at the start of the 2000 fiscal year.

At August 31, 2002, the Company had recorded a $10,180,000 liability for its second U.K. defined benefit retirement
plan. This liability is required to be recognized on the plan sponsor’s balance sheet when the accumulated benefit obligations
of the plan exceed the fair value of the plan’s assets. In accordance with SFAS No. 87—“Employers Accounting for
Pensions,” the increase in the minimum liability is recorded through a direct charge to stockholders’ equity and is, therefore,
reflected, net of tax, as a component of comprehensive income in the Statement of Changes in Stockholders’ Equity.

The following table sets forth the pension cost for the first U.K. plan and the two pension plans assumed by the
Company in the Stone & Webster acquisition (from the date of acquisition to August 31, 2002), and the plans’ funded status
as of August 31, 2002, 2001, and 2000 in accordance with the provisions of SFAS No. 132—“Employers’ Disclosure about
Pensions and Other Postretirement Benefits” (in thousands):

For the Years Ended August 31,

2002 2001 2000

Change in Projected Benefit Obligation
Projected benefit obligation at the start of the year $ 78,526 $75,593 $17,149
Projected benefit obligations acquired in the Stone & Webster acquisition — — 59,821
Service cost 1,818 1,865 458
Interest cost 4,676 4,675 1,435
Member’s contributions 714 659 218
Actuarial loss/(gain) 3,532 403 432
Benefits paid (3,740) (4,114) (971)
Foreign currency exchange rate changes 4,597 (555) (2,949)

Projected benefit obligation at the end of the year 90,123 78,526 75,593

Change in Plan Assets
Fair value of the assets at the start of the year 73,554 82,013 19,296
Fair value of assets acquired in the Stone & Webster acquisition — — 63,419
Actual return on plan assets (6,953) (6,137) 2,861
Employer contributions 1,752 1,868 457
Employee contributions 714 659 218
Benefits paid (3,740) (4,114) (971)
Foreign currency exchange rate changes 3,437 (735) (3,267)

Fair value of the assets at the end of the year 68,764 73,554 82,013

Funded status (21,359) (4,972) 6,420
Unrecognized net loss/(gain) 28,396 10,147 (1,378)
Adjustment to recognize minimum liability (10,180) — —

Prepaid (accrued) benefit cost $ (3,143) $ 5,175 $ 5,042

(Continued)
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For the Years Ended August 31,

2002 2001 2000

Weighted Average Assumptions
Discount rate at end of the year 5.5–6.5% 6.0–6.5% 5.5–6.5%
Expected return on plan assets for the year 7.75–8.75% 8.0–8.75% 7.0–8.75%
Rate of compensation increase at end of the year 4.4–5.0% 4.5–5.0% 4.5–5.0%

Components of Net Periodic Benefit Cost
Service cost $ 1,818 $ 1,865 $ 458
Interest cost 4,676 4,675 1,435
Expected return on plan assets (6,291) (6,924) (2,038)
Other 802 (149) —

Total net periodic benefit cost (income) $ 1,005 $ (533) $ (145)

The Company has a defined benefit pension plan for employees of its Connex subsidiary. Effective January 1, 1994, no
new participants were admitted to the plan. The pension plan’s benefit formulas generally base payments to retired employees
upon their length of service. The pension plan’s assets are invested in fixed income assets, equity based mutual funds, and
money market funds. At August 31, 2002 and 2001, the fair market value of the plan assets was $1,185,000 and $1,355,000,
respectively, which exceeded the estimated projected benefit obligation.

Note 18—Related Party Transactions

The Company has entered into employment agreements with its Chief Executive Officer, Chief Operating Officer, Chief
Financial Officer and the President of its Environmental & Infrastructure subsidiary. Under the terms of the agreements, the
executives are entitled to receive their base salaries, bonuses and other employee benefit plans and programs for the periods
of time specified therein. In the event of termination of employment as a result of certain reasons (including a change in 
control of the Company), the executives will be entitled to receive their base salaries and certain other benefits for the
remaining term of their agreement and all options and similar awards shall become fully vested. Additionally, in the event of
an executive’s death, his estate is entitled to certain payments and benefits.

In 2001, the Company’s employment agreement with its Chief Executive Officer was amended to provide a non-
compete clause upon the Chief Executive Officer’s separation from the Company. The amount of the non-compete payment
will be $15,000,000 and was based upon an outside study of the fair value of non-compete provisions. The Company also
agreed to set aside $5,000,000, per year, of Company funds in fiscal 2001 through 2003 in order to fund this obligation; and,
therefore, as of August 31, 2002 and 2001, $10,000,000 and $5,000,000 are included in other long-term assets in the accom-
panying consolidated balance sheets. The $15,000,000 payment is due upon the Chief Executive Officer’s separation from the
Company, or upon change in control. Upon separation from the Company, the Company will amortize the payment over the
non-compete period.

Upon hiring certain senior managers, the Company paid signing bonuses that are repayable should the employee vol-
untarily terminate prior to a prescribed time. These repayment obligations are evidenced by non-interest bearing loan
agreements that are forgiven over time. The impact of discounting such loans to record interest income is not significant. The
balance of the senior management loan receivables as of August 31, 2002, 2001, and 2000 was approximately $3,463,000,
$789,000, and $272,000, respectively. There are no loans outstanding to the Chief Executive Officer, Chief Operating
Officer, Chief Financial Officer or General Counsel. In the ordinary course of business, the Company has also made other
loans to other employees. All of these loan balances are included in other assets.

During fiscal 1996, the Company entered into a non-competition agreement with a key employee of an acquired 
business. A related asset totaling approximately $314,000 (net of accumulated amortization of $1,654,000) is included in
other assets and is being amortized over eight years using the straight-line method. A note payable to the executive for this
agreement is included in long-term debt as further discussed in Note 9 of Notes to Consolidated Financial Statements.

A director of the Company was a managing director of the investment banking firm that was a participating underwriter
for the October 2000 public offering of 4,837,338 shares of Common Stock (discussed in Note 2 of Notes to Consolidated
Financial Statements) and the November 1999 public offering of 6,900,000 shares of Common Stock (including 900,000
shares to cover over-allotments). The director’s investment banking firm earned commissions of approximately $44,000 and
$150,000 related to the October 2000 and November 1999 offerings, respectively. The same investment banking firm handled
the repurchase of some of the shares of the Company’s Common Stock which began in fiscal 1999, earning approximately
$74,000 in commissions.
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A director of the Company is the majority owner of a construction company that the Company has used primarily as
a subcontractor. He also had a minority interest in a company that provided services to the contractor for one of the
Company’s leased buildings; the director has since divested himself of this interest. During fiscal 2002, the Company made
total payments of approximately $20,825,000 to the two companies and owed one of the companies approximately
$7,750,000 as of August 31, 2002. During fiscal 2001, the Company made payments of approximately $266,000 to one of
these companies. For fiscal 2000, payments to the director’s construction companies were not material.

Effective August 1, 2002, the Company entered into a five-year watercraft lease with a corporation owned by one of the
Company’s executive officers. The lease payments are $10,000 per month.

Note 19—Foreign Currency Transactions

As of August 31, 2002, all of the Company’s significant foreign subsidiaries maintained their accounting records in their local
currency (primarily British pounds, Venezuelan Bolivars, Australian and Canadian dollars, and the Euro). The currencies are
converted to U.S. dollars with the effect of the foreign currency translation reflected in “accumulated other comprehensive
income (loss),” a component of shareholders’ equity, in accordance with SFAS No. 52—“Foreign Currency Translation” and
SFAS No 130—“Reporting Comprehensive Income.” Foreign currency transaction gains or losses are credited or charged to
income. At August 31, 2002 and 2001, cumulative foreign currency translation adjustments related to these subsidiaries
reflected as a reduction to shareholders’ equity amounted to $8,941,000 and $6,308,000, respectively; transaction losses
reflected in income amounted to $1,158,000 and $41,000 in the years ended August 31, 2002 and 2001, respectively.

Prior to fiscal 2002 the Company had used the U. S. Dollar as opposed to the Venezuelan Bolivar as the functional
reporting currency of its Venezuelan subsidiaries because the Venezuela economy was measured as highly inflationary, as
defined by SFAS No. 52. Accordingly, pursuant to SFAS No. 52, the Company had previously translated the assets and
liabilities of its Venezuelan subsidiaries (which are denominated in Venezuelan Bolivars) into U.S. Dollars using a combi-
nation of current and historical exchange rates. The Company began to use the Venezuelan Bolivar as the functional
reporting currency of its Venezuelan subsidiaries in fiscal 2002 because the Company had determined that the Venezuelan
economy no longer met the criteria of a highly inflationary economy as set forth in SFAS No. 52. As of August 31, 2002 the
Company translated all assets and liabilities at the August 31, 2002 exchange rate. The Company’s wholly-owned subsidiaries
in Venezuela had total assets of approximately $10,500,000 and $17,200,000 denominated in Venezuelan Bolivars as of
August 31, 2002 and 2001, respectively. The majority of the decrease in total assets in the fiscal year ended August 31, 2002
was related to the change in method of translating the assets from the Venezuelan Bolivar to the U.S. Dollar.

During the years ended August 31, 2001 and 2000, the Company recorded losses of approximately $673,000, and
$1,756,000, respectively, in translating the assets and liabilities of its Venezuelan subsidiaries into U.S. dollars. These losses
are reported as reductions to revenues because they were partially offset by inflationary billing provisions in certain of the
Company’s contracts. Similar translation losses recorded against income in the first quarter of fiscal 2002 (prior to changing
the functional reporting currency to the Venezuelan Bolivar) were not material.

Note 20—Unbilled Receivables, Retainage Receivables 
and Costs and Estimated Earnings on Uncompleted Contracts

In accordance with normal practice in the construction industry, the Company includes in current assets and current liabili-
ties amounts related to construction contracts realizable and payable over a period in excess of one year. Costs and estimated
earnings in excess of billings on uncompleted contracts represents the excess of contract costs and profits recognized to date
on the percentage-of-completion accounting method over billings to date on certain contracts. Billings in excess of costs and
estimated earnings on uncompleted contracts represents the excess of billings to date over the amount of contract costs and
profits recognized to date on the percentage-of-completion accounting method on the remaining contracts.

Included in accounts receivable is $35,649,000 and $42,664,000 at August 31, 2002 and 2001, respectively, related to
unbilled receivables. Advanced billings on contracts as of August 31, 2002 and 2001 were $15,241,000 and $17,712,000,
respectively. Balances under retainage provisions totaled $40,359,000 and $17,623,000 at August 31, 2002 and 2001,
respectively, and are also included in accounts receivable in the accompanying consolidated balance sheets.
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The table below shows the components of costs and estimated earnings in excess of billings and billings in excess of costs
and estimated earnings on the Company’s uncompleted contracts as of August 31, 2002 and 2001 and does not include
advanced billings on contracts as of August 31, 2002 and 2001 of $15,241,000 and $17,712,000, respectively. Contracts
assumed in the Stone & Webster and IT Group acquisitions include cumulative balances from the origination of these con-
tracts and, therefore, include amounts that were earned prior to the acquisition by the Company. In addition, the amounts
below do not include accrued contract loss reserves and fair value adjustments of acquired contracts as of August 31, 2002 and
2001. The amounts presented below are (in thousands).

August 31,

2002 2001

Costs incurred on uncompleted contracts $ 8,563,003 $ 2,762,199
Estimated earnings thereon 1,587,055 224,977

10,150,058 2,987,176
Less: billings applicable thereto (10,319,543) (3,129,517)

(169,485) (142,341)
Time and materials on a contract 8,362 10,934

$ (161,123) $ (131,407)

The following amounts are included in the accompanying balance sheet:
Costs and estimated earnings in excess of billings on uncompleted contracts $ 248,360 $ 95,012
Billings in excess of costs and estimated earnings on uncompleted contracts (409,483) (226,419)

$ (161,123) $ (131,407)

Note 21—Quarterly Financial Data (Unaudited)

First Second Third Fourth
(In thousands, except per share data) Quarter Quarter Quarter Quarter

Fiscal 2002
Revenues $453,609 $566,227 $902,640 $1,248,220

Gross profit $ 62,710 $ 67,742 $ 85,961 $ 111,213

Income before extraordinary item and cumulative effect of change 
in accounting principle $ 18,952 $ 21,340 $ 26,730 $ 31,345

Basic income per common share before extraordinary item and 
cumulative effect of change in accounting principle $ 0.46 $ 0.53 $ 0.66 $ 0.76

Diluted income per common share before extraordinary item and 
cumulative effect of change in accounting principle $ 0.45 $ 0.51 $ 0.61 $ 0.70

Fiscal 2001
Revenues $ 418,757 $ 340,283 $ 394,154 $ 385,738

Gross profit $ 64,068 $ 53,518 $ 65,530 $ 63,500

Income before extraordinary item and cumulative effect of change 
in accounting principle $ 12,161 $ 11,820 $ 17,890 $ 19,341

Basic income per common share before extraordinary item and 
cumulative effect of change in accounting principle $ 0.32 $ 0.29 $ 0.44 $ 0.47

Diluted income per common share before extraordinary item and 
cumulative effect of change in accounting principle $ 0.31 $ 0.28 $ 0.42 $ 0.45
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The Board of Directors and Shareholders
The Shaw Group Inc.

We have audited the accompanying consolidated balance sheet of The Shaw Group Inc. and subsidiaries as of August 31, 2002,
and the related consolidated statements of income, shareholders’ equity and cash flows for the year then ended. These financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audit. The financial statements of The Shaw Group Inc. as of August 31, 2001, were audited by other
auditors who have ceased operations and whose report dated October 5, 2001, expressed an unqualified opinion on those
statements.

We conducted our audit in accordance with auditing standards generally accepted in the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant estimates made by man-
agement, as well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated finan-
cial position of The Shaw Group Inc. and subsidiaries at August 31, 2002, and the consolidated results of their operations and
their cash flows for the year then ended in conformity with accounting principles generally accepted in the United States.

As discussed in Note 1 to the financial statements, effective September 1, 2001, the Company adopted Statement of
Financial Accounting Standards No. 142, “Goodwill and Other Intangible Assets” (“FAS 142”).

As discussed above, the financial statements of The Shaw Group Inc. as of August 31, 2001 and for the two years 
in the period then ended were audited by other auditors who have ceased operations. As described in Notes 8 and 15, these
financial statements have been revised. We audited the adjustments described in Note 15 that were applied to revise the 2001
and 2000 financial statements relating to changes in segments. We also applied audit procedures with respect to the dis-
closures in Note 8 pertaining to financial statement revisions to include the transitional disclosures required by FAS 142. 
In our opinion, the adjustments to Note 15 are appropriate and have been properly applied. In addition, in our opinion, the
FAS 142 disclosures for 2001 and 2000 in Note 8 are appropriate. However, we were not engaged to audit, review, or apply
any procedures to the 2001 and 2000 financial statements of the Company other than with respect to such adjustments and,
accordingly, we do not express an opinion or any other form of assurance on the 2001 and 2000 financial statements taken as
a whole.

/s/ Ernst & Young LLP

New Orleans, Louisiana
October 11, 2002, except for Note 14,
as to which the date is November 1, 2002
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This is a copy of the audit report previously issued by Arthur Andersen LLP in connection with Shaw’s filing on Form
10-K for the fiscal year ended August 31, 2001. This audit report has not been reissued by Arthur Andersen LLP in
connection with this filing on Form 10-K for the fiscal year ended August 31, 2002. For further discussion, see Exhibit
23.2 which is filed herewith and hereby incorporated by reference into the Form 10-K for the fiscal year ended August
31, 2002 of which this report forms a part.

To the Board of Directors and Shareholders
of The Shaw Group Inc.:

We have audited the accompanying consolidated balance sheets of The Shaw Group Inc. (a Louisiana corporation) and sub-
sidiaries as of August 31, 2001 and 2000, and the related consolidated statements of income, shareholders’ equity and cash
flows for each of the three years in the period ended August 31, 2001. These financial statements are the responsibility of the
Company's management. Our responsibility is to express an opinion on these financial statements based on our audits.

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of
The Shaw Group Inc. and subsidiaries as of August 31, 2001 and 2000, and the results of their operations and their cash flows
for each of the three years in the period ended August 31, 2001, in conformity with accounting principles generally accepted
in the United States.

/s/ Arthur Andersen LLP

Arthur Andersen LLP
New Orleans, Louisiana

October 5, 2001
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On June 26, 2002, Shaw dismissed Arthur Andersen LLP (“Arthur Andersen”) as its independent auditors and engaged
Ernst & Young LLP (“Ernst & Young”) to serve as its independent auditors for the fiscal year ending August 31, 2002. The
Arthur Andersen dismissal and the Ernst & Young engagement were recommended by Shaw’s Audit Committee and
approved by Shaw’s Board of Directors and became effective immediately.

Arthur Andersen’s reports on Shaw’s consolidated financial statements as of and for the fiscal years ended August 31,
2001 and August 31, 2000 did not contain an adverse opinion or disclaimer of opinion, nor were such reports qualified or
modified as to uncertainty, audit scope or accounting principles.

During the interim period from September 1, 2001 through June 26, 2002 and Shaw’s 2001 and 2000 fiscal years,
there were (i) no disagreements with Arthur Andersen on any matter of accounting principles or practices, financial state-
ment disclosure or auditing scope or procedure, which disagreements, if not resolved to Arthur Andersen’s satisfaction,
would have caused Arthur Andersen to make a reference to the subject matter of the disagreements in connection with
Arthur Andersen’s reports on Shaw’s financial statements for such periods; and (ii) no reportable events as defined in Item
304(a)(1)(v) of Regulation S-K, except for notification from Arthur Andersen in connection with the audit of Shaw’s August
31, 2000 financial statements that the accounting system of Stone & Webster, Incorporated (“Stone & Webster”) contained
certain material weaknesses in internal accounting controls. Shaw completed its acquisition of substantially all of the assets
and liabilities of Stone & Webster in a bankruptcy proceeding on July 14, 2000, and eliminated the weaknesses during Shaw’s
2001 fiscal year. As a result thereof, Arthur Andersen did not include these matters in its management letter for the audit for
the fiscal year ended August 31, 2001.

Shaw previously provided Arthur Andersen with a copy of the foregoing disclosures, and a letter from Arthur Andersen
confirming its agreement with these disclosures was filed as an exhibit to Shaw’s Current Report on Form 8-K filed with the
SEC on June 26, 2002.

During the interim period from September 1, 2001 through June 26, 2002 and Shaw’s 2001 and 2000 fiscal years, Shaw
did not consult Ernst & Young with respect to the application of accounting principles to a specified transaction, either 
completed or proposed, or the type of audit opinion that might be rendered on Shaw’s consolidated financial statements, or
any other matters or reportable events as set forth in Items 304(a)(2)(i) and (ii) of Regulation S-K.

The Shaw Group Inc. and Subsidiaries

C H A N G E S I N A N D D I S A G R E E M E N T S O N A C C O U N T I N G A N D F I N A N C I A L D I S C LO S U R E S
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The Company’s common stock, no par value, (the “Common Stock”), is traded on the New York Stock Exchange (the
“NYSE”) under the symbol “SGR.” The following table sets forth, for the quarterly periods indicated, the high and low sale
prices per share for the Common Stock as reported by the NYSE, for the Company’s two most recent fiscal years and for the
current fiscal year to date.

High Low

Fiscal year ended August 31, 2001
First quarter $46.50 $27.25
Second quarter 55.39 31.00
Third quarter 63.48 40.70
Fourth quarter 60.00 23.00

Fiscal year ended August 31, 2002
First quarter $35.74 $23.79
Second quarter 29.85 17.25
Third quarter 36.09 23.41
Fourth quarter 33.65 13.76

Fiscal year ending August 31, 2003
First quarter (through November 21, 2002) $17.42 $ 8.90

The high and low sales prices for the first and second quarters of the fiscal year ended August 31, 2001 have been
restated to give effect to the December 2000 two-for-one Common Stock split.

The closing sales price of the Common Stock on November 21, 2002, as reported on the NYSE, was $17.20 per share.
As of November 15, 2002, the Company had 163 shareholders of record.

The Company has not paid any cash dividends on the Common Stock and currently anticipates that, for the foreseeable
future, any earnings will be retained for the development of the Company’s business. Accordingly, no dividends are expected
to be declared or paid on the Common Stock at the present. The declaration of dividends is at the discretion of the
Company’s Board of Directors. The Company’s dividend policy will be reviewed by the Board of Directors as may be appro-
priate in light of relevant factors at the time. The Company is, however, subject to certain prohibitions on the payment of
dividends under the terms of existing credit facilities.

The Shaw Group Inc. and Subsidiaries

MARKET FOR THE REG ISTRANT ’S COMMON EQUITY AND REL ATED STOCKHOLDER MATTERS
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The Private Securities Litigation Reform Act of 1995 provides a “safe harbor” for certain forward-looking statements. The
statements contained in this Annual Report that are not historical facts (including without limitation statements to the
effect that the Company or Shaw or its management “believes,” “expects,” “anticipates,” “plans,” “implies,” “intends,” “fore-
sees,” or other similar expressions) are forward-looking statements. These forward-looking statements are based on the
Company’s current expectations and beliefs concerning future developments and their potential effects on the Company.
There can be no assurance that future developments affecting the Company will be those anticipated by the Company.
These forward-looking statements involve significant risks and uncertainties (some of which are beyond the control of the
Company) and assumptions. They are subject to change based upon various factors, including but not limited to the risks
and uncertainties mentioned in “Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Risk Factors” and the following: changes in the demand for and market acceptance of the Company’s products
and services; changes in general economic conditions, and, specifically, changes in the rate of economic growth in the
United States and other major international economies; the presence of competitors with greater financial resources and the
impact of competitive products, services and pricing; the cyclical nature of the individual markets in which the Company’s
customers operate; changes in investment by the energy, power and environmental and infrastructure industries; the availabil-
ity of qualified engineers and other professional staff needed to execute contracts; the uncertain timing of awards and con-
tracts; funding of backlog, including government budget constraints, cost overruns on fixed, maximum or unit-priced
contracts; cost overruns which negatively affect fees to be earned or cost variances to shared on cost-plus contracts;
changes in laws and regulations and in trade, monetary and fiscal policies worldwide; currency fluctuations; the effect of
the Company’s policies, including but not limited to the amount and rate of growth of Company expenses; the continued
availability to the Company of adequate funding sources; delays or difficulties in the production, delivery or installation of
products and the provision of services, including in the ability to recover for changed conditions; the ability of the
Company to successfully integrate acquisitions; the protection and validity of patents and other intellectual property; and
various other legal, regulatory and litigation risks. Should one or more of these risks or uncertainties materialize, or should
any of the Company’s assumptions prove incorrect, actual results may vary in material respects from those projected in the
forward-looking statements. The Company undertakes no obligation to publicly update or revise any forward-looking
statements, whether as a result of new information, future events or otherwise. For a more detailed discussion of some of the
foregoing risks and uncertainties, see “Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Risk Factors” and the Company’s reports and registration statements filed with the Securities and Exchange
Commission including its Form 10-K and Form 10-Q reports and on the Company’s web site under the heading “Forward-
Looking Statements.” These documents are also available from the Securities and Exchange Commission or from the
Investor Relations Department of Shaw. For more information on the Company and announcements it makes from time to
time on a regional basis, visit its web site at www.shawgrp.com. The information on the Company’s web site is not part of
this document.
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