CH2M HILL COMPANIES, LTD. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
(1) Summary of business and significant accounting policies
Summary of Business

CH2M HILL Companies, Ltd. and subsidiaries (CH2M HILL) is a project delivery firm that was founded in 1946.
CH2M HILL provides engineering, consulting, design, construction, procurement, operations and maintenance, and program
management services to federal, state, municipal and local government entities and U.S. federal government agencies, as well
as private industry, in the U.S. and internationally. CH2M HILL is an employee-owned Oregon corporation. A substantial
portion of CH2M HILL’s professional fees are derived from projects that are funded directly or indirectly by government
entities.

Principles of Consolidation and Basis of Presentation

The consolidated financial statements include the accounts of CH2M HILL and all of its wholly owned subsidiaries
after elimination of all intercompany accounts and transactions. Partially owned affiliates and joint ventures are evaluated for
consolidation in accordance with Financial Accounting Standards Board (FASB) Interpretation No. (FIN) 46 (revised
December 2003), Consolidation of Variable Interest Entities (FIN 46(R)). The consolidated financial statements are prepared
in accordance with generally accepted accounting principles in the U.S. of America (U.S. GAAP). Certain amounts in prior
years’ consolidated financial statements have been reclassified to conform to the current year presentation.

Use of Estimates

The preparation of financial statements in conformity with U.S. GAAP requires management to make certain
estimates, judgments, and assumptions. We believe that the estimates, judgments and assumptions made when accounting for
items and matters such as, but not limited to, revenue recognition, self insurance accruals, employee benefits, tax reserves,
allowance for doubtful accounts, depreciation, amortization, asset valuations, reserves and other provisions and contingencies
are reasonable, based on information available at the time they are made. These estimates, judgments and assumptions can
affect the reported amounts of assets and liabilities as of the date of the consolidated financial statements, as well as the
reported amounts of revenue and expenses during the periods presented. We also make estimates in our assessments of
potential losses in relation to threatened or pending legal and tax matters. See Note 16—Commitments and Contingencies.
Actual results could differ from our estimates.

Capital Structure

CH2M HILL has authorized 100,000,000 shares of common stock, par value $0.01 per share, and 50,000,000 shares
of Class A preferred stock, par value $0.02 per share. CH2M HILL’s Restated Bylaws and Articles of Incorporation provide
for the imposition of certain restrictions on the stock including, but not limited to, the right but not the obligation to
repurchase shares upon termination of employment or affiliation, the right of first refusal and ownership limits.

Foreign Currency Translation

All assets and liabilities of CH2M HILL’s foreign subsidiaries are translated into U.S. dollars as of each balance
sheet date. Revenues and expenses are translated at the average exchange rate for the period. Translation gains and losses are
reflected in shareholders’ equity as part of accumulated other comprehensive loss. Transaction gains and losses are
recognized as incurred in the consolidated statements of income.

Revenue Recognition

CH2M HILL earns its revenue from different types of contracts, including cost-plus, fixed-price and time-and-
materials. CH2M HILL evaluates each contractual arrangement to determine the appropriate authoritative literature to apply
to recognize revenue. CH2M HILL primarily performs engineering and construction related services and recognizes revenue
for these contracts on the percentage-of-completion method where progress towards completion is measured by relating the
actual cost of work performed to date to the current estimated total cost of the respective contracts. In making such estimates,
judgments are required to evaluate potential variances in schedule, the cost of materials and labor, productivity, liability
claims, contract disputes, or achievement of contract performance standards.

Change orders are included in total estimated contract revenue when it is probable that the change order will result
in an addition to contract value and can be estimated. Management evaluates when a change order is probable based upon its
experience in negotiating change orders, the customer’s written approval of such changes or separate documentation of
change order costs that are identifiable. Losses on construction and engineering contracts in process are recognized in their
entirety when the loss becomes evident and the amount of loss can be reasonably estimated.
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CH2M HILL also performs operations and maintenance services. Revenue is recognized on operations and
maintenance contracts on a straight-line basis over the life of the contract once CH2M HILL has an arrangement, delivery has
occurred, the price is fixed or determinable and collectibility is reasonably assured.

Unbilled Revenue and Billings in Excess of Revenue

Unbilled revenue represents the excess of contract revenue recognized over billings to date on contracts in process.
These amounts become billable according to the contract terms, which usually consider the passage of time, achievement of
certain milestones or completion of the project.

Billings in excess of revenue represent the excess of billings to date, per the contract terms, over revenue recognized
on contracts in process.

Allowance for Uncollectible Accounts Receivable

CH2M HILL reduces accounts receivable by estimating an allowance for amounts that may become uncollectible in
the future. Management determines the estimated allowance for uncollectible amounts based on their judgments in evaluating
the aging of the receivables and the financial condition of CH2M HILL’s clients, which may be dependent on the type of
client and the client’s current economic conditions.

Income Taxes

CH2M HILL accounts for income taxes utilizing an asset and liability approach that requires the recognition of
deferred tax assets and liabilities for the expected future tax effects of events that have been recognized in the financial
statements or tax returns. In estimating future tax consequences, CH2M HILL generally considers all expected future events
other than enactment of changes in the tax laws or rates. Deferred tax assets and liabilities are determined based on the
difference between the tax bases of assets and liabilities and their reported amounts using enacted tax rates in effect for the
year in which differences are expected to reverse. Annually, CH2M HILL determines the amount of undistributed foreign
earnings invested indefinitely in its foreign operations. Deferred taxes are not provided on those earnings. In addition, the
calculation of tax assets and liabilities involves uncertainties in the application of complex tax regulations. For income tax
benefits to be recognized, a tax position must be more likely than not to be sustained upon examination by taxing authorities.

Cash and Cash Equivalents

CH2M HILL maintains a cash management system which provides for cash in the bank sufficient to pay checks as
they are submitted for payment and invests cash in excess of this amount in interest bearing short-term investments such as
certificates of deposit and commercial paper. These investments have original short-term maturities of less than three months
and are considered cash equivalents in the consolidated balance sheets and statements of cash flows.

Available-for-Sale Securities

Available-for-sale securities are carried at fair value, with unrecognized gains and losses reported in accumulated
other comprehensive loss, net of taxes. Losses on available-for-sale securities are recognized when a loss is determined to be
other than temporary or when realized. Fair values were estimated based on market prices, where available, or dealer quotes.

Property, Plant and Equipment

All additions, including betterments to existing facilities, are recorded at cost. Maintenance and repairs are charged
to expense as incurred. When assets are retired or otherwise disposed of, the cost of the assets and the related accumulated
depreciation are removed from the accounts. Any gain or loss on retirements is reflected in operating income in the year of
disposition.

Depreciation for owned property is based on the estimated useful lives of the assets using both straight-line and
accelerated methods for financial statement purposes. Useful lives for buildings range from 10 to 30 years. Furniture, fixtures
and equipment are depreciated over their useful lives from 2 to 10 years. Leasehold improvements are depreciated over the
shorter of their estimated useful life or the remaining term of the associated lease.

Other Long-Lived Assets

CH2M HILL may acquire goodwill or other intangible assets in business combinations which are accounted for
using the purchase method of accounting. Intangible assets are stated at fair value as of the date acquired in a business
combination. CH2M HILL amortizes intangible assets with finite lives on a straight-line basis over their expected useful
lives, currently up to seven years. Where there are no legal, regulatory, contractual or other factors that would reasonably
limit the useful life of the intangible asset, such as goodwill or tradenames, management has determined that those intangible
assets have an indefinite life and therefore are not amortized.
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Impairment of Long-Lived Assets

Goodwill and intangible assets with indefinite lives are tested for impairment on an annual basis, or on an interim
basis if events or circumstances indicate that the carrying amount of the assets may not be fully recoverable. An impairment
charge is recognized for any amount by which the carrying amount of goodwill or intangible assets with indefinite lives
exceeds their fair value.

CH2M HILL reviews its finite-lived intangibles and other long-lived assets for impairment whenever events or
changes in circumstances indicate that the carrying amount of an asset group may not be recoverable. Assets which are held
and used in operations are considered impaired if the undiscounted future cash flows from the asset do not exceed the net
book value. If impaired, the assets are written down to their estimated fair value. CH2M HILL generally measures fair value
by considering sale prices for similar assets or by discounting estimated future cash flows from the asset group using an
appropriate discount rate.

Accumulated Other Comprehensive Loss

Accumulated other comprehensive loss consists of foreign currency translation adjustments, benefit plan
adjustments, net of tax of $18.6 million, and unrealized gains/losses on equity investments, net of tax of $0.1 million. These
components are included in the consolidated statements of shareholders’ equity and comprehensive income. Taxes are not
provided on the foreign currency translation gains and losses as deferred taxes are not provided on the unremitted earnings of
the foreign subsidiaries to which they relate.

The after-tax composition of accumulated other comprehensive loss consists of the following at December 31:

($ in thousands) 2008 2007

Foreign currency translation adjustments ............ccevuieirieieieriesiesieee ettt ee e see st ese e enseneenees $(6,808)  $10,461
Benefit plan adjustments, NEt OF TAX......c.eoiiiiiiiriie ettt (47,033)  (14,908)
Unrealized (loss) gain on equity investments, Net 0f taX .........cccorereriririeieeee e (245) 1,054

$(54,086)  $(3.393)

Concentrations of Credit Risk

Financial instruments which potentially subject CH2M HILL to concentrations of credit risk consist principally of
cash, cash equivalents, short term investments and trade receivables. CH2M HILL’s cash, cash equivalents and short term
investments are maintained in accounts held primarily in the U.S. with some accounts held by major banks and financial
institutions located in Europe, Canada and Asia. Concentrations of credit risk relative to trade receivables are limited due to
our diverse client base, which includes the U.S. federal government, various states and municipalities and a variety of U.S.
and foreign corporations operating in a broad range of industries and geographic areas.

Contracts with the U.S. federal government and its prime contractors usually contain standard provisions for
permitting the government to modify, curtail or terminate the contract for convenience of the government or such prime
contractors if program requirements or budgetary constraints change. Upon such a termination, CH2M HILL is generally
entitled to recover costs incurred, settlement expenses and profit on work completed prior to termination.

Recently Adopted Accounting Standards

On January 1, 2007, CH2M HILL adopted Financial Accounting Standards Board (FASB) Interpretation No. (FIN)
48, Accounting for Uncertainty in Income Taxes, an interpretation of FASB Statement No. 109 (FIN 48). FIN 48 establishes a
process to measure the impact of an uncertainty associated with an income tax position. Under FIN 48, the effect of an
income tax position on the income tax provision must be recognized at the amount that is more likely than not to be sustained
upon examination by the relevant taxing authority. For tax positions meeting the more likely than not threshold, the amount
recognized in the financial statements is the largest benefit that has a greater than 50% likelihood of being realized upon
ultimate settlement with the relevant tax authority. Under our previous policy, tax positions were recognized to the extent
they were probable of being sustained. As a result of the implementation of FIN 48, we recognized a $1.4 million decrease in
the liability for uncertain tax positions, which was accounted for as an increase to the January 1, 2007 balance of retained
earnings. See Footnote 11 for further discussion of the impact of adopting FIN 48.

In September 2006, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting
Standards (SFAS) No. 157, Fair Value Measurements, (SFAS 157). This statement defines fair value, establishes a
framework for measuring fair value in generally accepted accounting principles in the U.S., and expands disclosures about
fair value measurements. The provisions of SFAS 157 apply under other accounting pronouncements that require or permit
fair value measurements; it does not expand the use of fair value in any new circumstances. The provisions of this statement
are to be applied prospectively as of the beginning of the fiscal year in which this statement is initially applied, with any
transition adjustment recognized as a cumulative-effect adjustment to the opening balance of retained earnings. At the
February 6, 2008 FASB meeting, it was agreed to defer for one year the effective date of SFAS 157 for all non-financial
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assets and non-financial liabilities, except those that are recognized or disclosed at fair value in the financial statements on a
recurring basis (that is, at least annually). CH2M HILL adopted SFAS 157 on January 1, 2008.

On December 31, 2007, CH2M HILL adopted Statement of Financial Accounting Standard (SFAS) No. 158,
Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of SFAS No. 87, 88, 106
and 132(R) (SFAS 158), which requires employers to recognize the funded status of pension and other postretirement benefit
plans on the balance sheet and to recognize changes in the funded status through comprehensive income in the year in which
the changes occur. SFAS 158 also requires plan assets and benefit obligations to be measured as of the balance sheet date
beginning December 31, 2008. See Footnote 14 for further discussion of the impact of adopting SFAS 158.

Recently Issued Accounting Standards

In December 2007, the FASB issued SFAS No. 141 (revised 2007), Business Combinations (SFAS 141(R)).
SFAS 141(R) establishes principles and requirements for how an acquirer recognizes and measures in its financial statements
the identifiable assets acquired, the liabilities assumed, any noncontrolling interest in the acquiree and the goodwill acquired.
SFAS 141(R) also establishes disclosure requirements to enable the evaluation of the nature and financial effects of the
business combination. SFAS 141(R) is effective for CH2M HILL beginning January 1, 2009. This will change the accounting
for acquisitions consummated after January 1, 2009.

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial Statements,
an amendment of Accounting Research Bulletin No. 51 (SFAS 160). SFAS 160 establishes accounting and reporting
standards for ownership interests in subsidiaries held by parties other than the parent, the amount of consolidated net income
attributable to the parent and to the noncontrolling interest, changes in a parent’s ownership interest and the valuation of
retained noncontrolling equity investments when a subsidiary is deconsolidated. SFAS 160 also establishes disclosure
requirements that clearly identify and distinguish between the interests of the parent and the interests of the noncontrolling
owners. SFAS 160 is effective for CH2M HILL beginning January 1, 2009. This will change the accounting for
noncontrolling interests beginning January 1, 2009. Upon adoption, CH2M HILL reclassed its’ minority interest to
noncontrolling interests within equity.

(2) Accounts receivable, net

Receivables are stated at net realizable values and consist of receivables billed to clients as well as receivables for
which revenue has been earned but has not yet been billed. The U.S. federal government accounted for approximately 15% of
CH2M HILL’s net receivables at December 31, 2008 and 2007. No other customers exceeded 10% of total receivables at
December 31, 2008 or 2007.

The change in the allowance for uncollectible accounts consists of the following for the years ended December 31:

($ in thousands) 2008 2007 2006

Balance at be@inning Of YEAT .......c.ccvcveviuiiviriiieteeieeet ettt ettt ae e $6,963  $8,317  $5,992
Provision charged t0 EXPENSE.........eeuerreieriertietieie et ee ettt ettt e et ae et ebeeaeese et e s 2,172 1,952 3,523
ACCOUNS WITHEEI OFF ....iiiiiiiieiice ettt e e e e s beeebeessbeessaeenes (4,344) (3,436) (1,051)
ONET L.ttt ettt et e e et e et e e saeeteeeaeeeseesseesbeesbeesbeete e beebeenseereeeneenseeseenreans (608) 130 (147)

Balance at €nd OF YEAT...........c.oioviiiiieieeeeeeeeeceee ettt ettt en e eaeee e $4,183  $6,963  $8,317

(3) Investments in affiliates

CH2M HILL routinely enters into joint ventures to service the needs of its clients. Such arrangements are customary
in the engineering and construction industry and generally are project specific and facilitate the completion of contracts that
are jointly owned with CH2M HILL’s joint venture partners. These joint ventures are formed to leverage the skills of the
respective partners and include consulting, construction, design, project management and operations and maintenance
contracts. CH2M HILL’s risk of loss on joint ventures is similar to what the risk of loss would be if the project was self-
performed, other than the fact that the risk is shared with CH2M HILL’s partner.

CH2M HILL’s interests in certain joint ventures are considered variable interest entities (VIE’s) under FIN 46(R). A
VIE is an entity with one or more of the following characteristics, (a) the total equity investment at risk is not sufficient to
permit the entity to finance its activities without additional financial support; (b) as a group, the holders of the equity
investment at risk lack the ability to make certain decisions, or (c) the equity investors have voting rights that are not
proportional to their economic interests. FIN 46(R) requires a VIE to be consolidated in the financial statements of the entity
that is determined to be the primary beneficiary of the VIE. For VIE’s where CH2M HILL is not the primary beneficiary and
those entities which are unconsolidated voting interest entities, CH2M HILL accounts for its investments in affiliated
unconsolidated companies primarily using the equity method of accounting.
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CH2M HILL has classified entities identified as VIE’s into two groups, the first of which includes those entities that
CH2M HILL has consolidated under the guidance of FIN 46(R), as CH2M HILL is considered the primary beneficiary, and
the second group which includes those entities which CH2M HILL was not required to consolidate. As of December 31,
2008, the assets and liabilities of VIE’s that were consolidated were $142.9 million and $126.0 million, respectively. As of
December 31, 2008, the assets and liabilities of the identified VIE’s that were not consolidated were $255.9 million and
$238.6 million, respectively.

As of December 31, 2008 and 2007, the investments in unconsolidated affiliates were $37.3 million and
$35.3 million, respectively. CH2M HILL’s proportionate share of net income or loss is included as equity in earnings of joint
ventures and affiliated companies in the consolidated statements of income. In general, the equity investment in our joint
ventures is equal to our current equity investment plus those entities’ undistributed earnings. CH2M HILL provides certain
services, including engineering, construction management and computer and telecommunications support, to these
unconsolidated entities. For the years ended December 31, 2008, 2007 and 2006, CH2M HILL reported revenue from these
services of $104.7 million, $78.2 million and $61.4 million, respectively. These services are billed to the joint ventures in
accordance with the provisions of the joint venture agreements.

CH2M HILL has the following significant investments in affiliated unconsolidated companies accounted for under
the equity method of accounting:

% Ownership
Domestic:
AGVIQ—CH2M HILL Joint Venture L........c.cccoooiiiiioiieeieieceecreeeeeeecte e 49.0%
AGVIQ—CH2M HILL Joint Venture IL.........ccccccviiriieiiiiieeiie et 49.0%
AGVIQ—CH2M HILL Joint Venture IT1...........ccccooviieiiiiiiieic e 49.0%
ATKINSON/CH2M HILL, JOINt VENTULE........eoiiiiiiiiieiiieiieeeeeeeee e 30.0%
CH2M HILL /URS Team, JOINt VENTULE .......ccooovieeieiieeeeieieeeeeee et eereee e eneeeeeenneeean 50.0%
CH2M HILL/ Western Summit Constructors Joint VEnture ............cccceeeeveeereeeieescveesveennnen. 50.0%
CH2M—WG Idaho, LLC.....ccooeiiiiiitiiieeie ettt ettt e ene v 50.5%
Clark-Nexsen/CH2M HILL—INOTTOIK ........cccciiiiiieiiieiiiecieecieeeiee st e e 50.0%
C0astal ESTUAIY SEIVICES ....vievirviiieiiierieeieeteeeestte st esteeseesseesaesseesseesseesseessessnesssesaeesseessennes 49.9%
Connecting Idaho Partners ..........cccceoviiiiiiieiiiieiecieee ettt seae e 49.0%
HEBL, INC. .ttt ettt ettt e s be e b e e s e ssaesseesseenseensenssensaenseensennnas 100.0%
TAP-HILL LLC ..ottt ettt ettt et et ta e et e eaeeneeateeaseeaseeneenns 25.0%
Kaiser-Hill Company, LLC ......cc.cccoinimiiininieieeneeneneeeeeetetestesie et 50.0%
Milwaukee Transportation Partners, LLC ........cccccceviiininininiiniiciceneese e 50.0%
MW/CH2M HILL HILL, JOINt VENTUIE........vviiiieiiiiieiieeeeieeeeeeee et 50.0%
Nana/VECO JOINt VENTUIE .......ocuviiiieiiiiieieiiese ettt ettt etae st saeesseessesnnesaeesaeenseens 50.0%
National Security Technologies, LLC .........ccceoiiviiiiiiienieieeieee et 10.0%
OMI/Thames Water Stockton, INC...........cccueieiiieiiieiiiecieece ettt e aae e 50.0%
Parsons CH2M HILL Program Management Consultants, Joint Venture..........c..c.cceceeueeee. 47.5%
Stockton D/B JOINE VENTULE.........ceevieiiieiiiecieeciee et eeiee st et este e veesaeesaveesesaessseessvaensseens 50.0%
TIC/LG Groton II JOINt VENTUIE. .....ccecovieiieeiieiieciieieere ettt esreereeereereesreesreesseeesesenesreesnas 25.0%
Washington Closure, LLC .......cc.ooiiiiiiiieieseseee ettt st 30.0%
Foreign:
CH2M HILL BECA, Ltd.....oiiieieiieieeee ettt 50.0%
CH2M HILL—KUnwon PMC......ccociiiiiiiiiiiiiteteee ettt 54.0%
CH2M HILL/Parsons, JOInt VENTULE...........cc.oooiiiuiiiieiiie e 50.0%
CH2M PB JV, Pte, L. c.ooeeiiieiieeee ettt ettt ve et 50.0%
CHDE WaALET ..eouvvieeiiieciiiecieecieeeie st eete e steeste e st e e sateessteeseseessseessseessseessseensseessseenssesssseenssens 50.0%
CHBM Water JOINt VENTULE ........ocveriieiieieiie e cieesie et ereeereeteesseestaesseessessaessaesseesseessesssennns 50.0%
CLM Delivery Partner, LIMited ........c.cccverieriieiiieieriesieie ettt 37.5%
(707 1V PSS 33.3%
CPG Consultants—CH2M HILL NIP Joint Venture .........c.ccccveeeveeriierieenieenieesveesveeennen 50.0%
ECC-VECO, LLC ...ootiitiitieteeeecteest ettt ettt ettt et ettt te b e esbaesbestaestaesaeesaeenneennenns 50.0%
EMH/APCC JOINt VENTUIEC ......ccviiiiiiieiieeie e ettt ettt eveeeveetaeeesesteessaesseesseesnesnneseeesseenseenns 40.0%
First Canadian Water INfrastriCture ...........cocveviiiieriieniieiecicceeeeeee e 49.0%
Golden Crossing Constructors, JOINt VENTUIE .........cc.evveriieriieiieeienieniesieeie e sneseeenseense e 33.3%
Luggage Point AIANCE ........ccveiieiiciieiieieeie ettt sttt ettt e e e saeenaesnaeens 50.0%
Maroochy Alliance JOINt VENTUTE......c..cceriririeiiieniinienesiere ettt sttt 40.0%
OMI BECA, LEQ. ..cuviitieiieiecee ettt et et ettt b et sta e teebeesaeennesnneees 50.0%
SMNM/VECO JOIMNt VENTUIE. ....oeccvviiiieeiieeiieeiieeeeeiteeesieeeteesteesseesseesseessseesssesssseessseenes 50.0%
Water Purification Scheme Alliance Joint VENture..........ccocvevveeieeiereeneeneeie e 50.0%
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Summarized unaudited financial information for CH2M HILL’s unconsolidated affiliates as of and for the years

ended December 31 is as follows:

($ in thousands) 2008 2007
FINANCIAL POSITION:
CUITEIE @SSCES..vvveiiieeeiurrrieeeeeeeeiitreeeeeeeeeetareeeeeeeeeetarreeeeeeeeeetaaeseeeeeeestassaaeeeeeeasastssseeeeeeesinsreseeeeennnrees $485,684  $509,587
INOICUITEIE @SSEES ...vvvvieeieeiiiiireieeeeeeeiitreeeeeeeeeeitreeeeeeeeestarereeeeeeesetaaeeeeeeeeeetssseeeeeeeaatarseseeeeeennnreeeees 85,056 67,574
$570,740  $577,161
CUITENE [IADIIIEIES ...ttt ettt ettt et e st et et e teese e st ene e s e besseeseeneesteneansensensansenes $413,177  $424,202
INONCUITENT THADIIILIES ....veiieviiie ittt e et e e et e e e e aae e e s eaaeessaaeeeesnaseessnnaeesanaeeeens 50,255 45,504
OWNELS” EUILY . ¢ nveeuteeueeeiteetieetee et et et e st e st e e bt e bt e bt et e sateeh e e st e e bt enbeembeeseeebeeabeenbeebeemtesmeesueenaeenseenee 107,308 107,455
$570,740  $577,161
($ in thousands) 2008 2007 2006
RESULTS OF OPERATIONS:
REVEIIUE ...ttt ettt st be ettt e et e $2,370,361 $2,357,988 $1,308,959
DIHTECE COSES weuvinviiiriieitetetent sttt ettt et ettt ettt ettt se bbbt ettt a et sbesbeebeeaeen 2,273,332 2,209,273 1,258,642
(€U0 T 1 0|1 USSR 97,029 148,715 50,317
General and adminiStrative EXPEINSES......ccueruieruiereeereerierreerreesreereeesesseesseesseesseesesseenns 5,901 5,403 9,224
OPETALING INCOMNIC. ....eveetientieniietieettent et et et e etestee bt e bt e st e eteesbee bt et e eatesbeesbeesbeenaeeneeeaee 91,128 143,312 41,093
Other INCOMIE, MEL........ooeeeieeiieieeeeeie et eet e eee e e e et e e eeaeeeeeteeeeeeaneeeeenneens 2,790 2,654 4,403
N INICOMIC ...ttt e e ettt e e e e e e e e e eaeene et eseeseesesseseseneeesenensessennesesanes $93,918  $145,966 $45,496
(4) Property, plant and equipment
Property, plant and equipment consists of the following as of December 31:
($ in thousands) 2008 2007
5 o T TSRS $25,409 $15,171
BUIIAINES .-ttt ettt ettt ettt et e et ek s bt eh e st e a e en s et et e eaeeteeae et ebeeneenseneenean 66,775 59,892
Furniture, fixtures and eqUIPIMENL.........ccuoiiiiiiiiiee ettt ettt see b aeeeeeeeneas 189,210 180,923
Leasehold IMPIrOVEIMENLS ......cc.oouiiuiitieiietieiieiete ettt ettt ettt sttt ae st et e e e tesaeabesaeebeeneeneeneenean 44387 32,017
325,781 288,003
Less: Accumulated depreCiation ........ooueiueruirierieiieiieieete ettt ettt et e st s ebe et enee e e eeeeseeneas (111,744) (73,655)
Net property, plant and €QUIPIMENT..........c.eeveirieeiririeieeieietetee et ee st ese e s ese b ssereebessesessessesenns $214,037  $214,348
The depreciation expense reflected in the consolidated statements of income totaled $55.2 million in 2008,
$24.2 million in 2007 and $9.1 million in 2006.
(5) Other assets
Other assets consists of the following as of December 31:
($ in thousands) 2008 2007
Employee Denefit PIan @SSELS..........eouiiiiiiiiietieieee ettt ettt sttt eae ettt e e e b seeebe et eneeneens $34,448  $49,489
Investment securities held-t0-MAtULILY .........c.cccceriieriieiiieiiriere ettt re e eesesraesreesseesnens — 10,741
ORET ..ttt b bbbttt b e bt e h e a e R et h e bt sh e e bt e st es e et et e b bt ebeeneententen 2,513 2,933
$36,961  $63,163

The investment in securities held-to-maturity is due in April 2009 and accordingly is presented in other current

assets as of December 31, 2008. See Note 9—Line of credit and long-term debt for further discussion.
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(6) Acquisitions

On September 7, 2007, CH2M HILL purchased all of the outstanding stock of VECO and substantially all of
VECO’s operating businesses as part of a strategic initiative to expand operations into the energy industry. The results of
VECO have been included in the consolidated financial statements since that date and are included in the Industrial operating
segment. VECO’s employees provide engineering, construction and field support services to the energy, resource and process
industries in Alaska, Canada, the U.S., Russia and the Middle East.

In connection with the acquisition of VECO, the purchase agreement established a holdback contingency of
$70.0 million relating to the potential future payment of known and unknown contingencies that may arise within three years
after the date of acquisition. The amount is payable in various installments through September 2010. During 2008, CH2M
HILL paid approximately $6.0 million of expenses on behalf of the former owners of VECO which were deemed
distributions of the holdback contingency. In addition, during 2008, CH2M HILL made distributions from the holdback to the
selling shareholders of VECO of $12.7 million. At December 31, 2008 and 2007, the outstanding balance payable under the
holdback contingency was $51.3 million and $69.0 million, respectively.

In the fourth quarter of 2007, CH2M HILL acquired the assets and liabilities of Trigon EPC, LLC (Trigon) for
$31.0 million. Trigon is an engineering consulting firm that provides engineering services for pipeline and related facilities,
specializing in projects for the crude oil, refined products, natural gas and energy industries. The operating results of Trigon
are included in the Industrial operating segment.

On February 29, 2008, CH2M HILL acquired Goldston Inc., a consulting engineering company providing marine,
coastal, and municipal and transportation engineering services. The results of operations for this acquisition are reported in
the Civil Infrastructure operating segment. The cost of the acquisition was $3.2 million.

(7) Goodwill and intangible assets

Goodwill and the tradename as of December 31 consist of the following:

($ in thousands) 2008 2007
GOOAWILL ...ttt ettt et e e st et e e st e enbeenteeseesseesseenseensesnsesseenseanseenseensenssenseans $134,840 $126,690
B 16 1S 0T Vo o RS TPRTRN 20,326 20,326

$155,166 $147,016

Goodwill and the tradename were reviewed for impairment during the year ended December 31, 2008.
Management’s review of the recoverability of goodwill and the tradename indicated that there was no impairment. During
2008 and 2007, CH2M HILL recorded additional goodwill as a result of the acquisitions discussed above and earn-out targets
being achieved on a previous acquisition.

Intangible assets with finite lives consist of the following:

Accumulated  Net finite-lived

($ in thousands) Cost Amortization intangible assets
December 31, 2008
CONTACESAN-PIACE ..ottt e s s ettt a et ees e s s s enenns $2,513 $(2,513) $—
Contracted DACKIOZ ... ceveeeieiieiie e 58,871 (38,038) 20,833
Customer relatioNSNIPS .....c.eeruieiiiiiieieieeeee et 57,922 (10,651) 47,271
Non-compete agreements and Other............cocoeieriiiiiirieireeeeee e 1,100 (711) 389
Total finite-lived intangible aSSEtS.........coovvveieievevieirieeieieieteeee et $120,406  $(51,913) $68.,493
December 31, 2007
CONTACES-TN-PLACE ... ..veeeiieieeieiiiecte ettt ettt a bt te e essessesseseeseas $2,513 (2,513) $—
Contracted DACKIOZ ......ocvveeeieiieiieieee et 58,871 (9,679) 49,192
Customer relationSNIPS .....c.ecveiierieriieie ettt 58,162 (2,338) 55,824
Non-compete agreements and Other...........c.cccverierieriieieiee e 1,065 (474) 591
Total finite-lived intangible @SSELS.........ceverriririeieieieieiesiesre e ere e eeaeere s s e $120,611  $(15,004) $105,607
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All intangible assets are being amortized over their expected lives up to seven years. The amortization expense
reflected in the consolidated statements of income totaled $36.8 million in 2008, $11.0 million in 2007 and $4.7 million in
2006. These intangible assets are expected to be fully amortized in 2014. At December 31, 2008, the future estimated
amortization expense related to these intangible assets is (in thousands):

Year Ending:

2009 ... e e — e e et e e e e b e e e aaaaeeeaabaeeeatraeeeaaaaeeaaraaaans $27,746
2070 ittt et e e e e b e e e e t—teeeatbae e e tbaeearbaeeeabaaeeanraeeearraeeatraaaans 10,547
120 OSSPSR 8,515
20T e et e e e et bt e e e t—aeeeatbtaaeatbeeeaabaeeetbaaeentraeeaarbaeeatraaaans 8,515
20 L e e e e e e e e e e e e e ———teeeeeeaaa——aaaaaeeeaatrraaaaaeeaaas 8,274
TEICATICT ..o e et e e e e e e 4,896

$68,493

(8) Fair value of financial instruments

Cash and cash equivalents, receivables, unbilled revenue, accounts payable and billings in excess of revenue are
carried at cost, which approximates fair value due to their short maturities. Fair values of equity investments and short-term
investments (available-for-sale securities), where a readily determinable market value exists, have been estimated using
market prices or dealer quotes and are equal to the carrying value. The fair value of long-term debt, including the current
portion, is estimated based on quoted market prices for the same or similar issues or on the current rates offered to CH2M
HILL for debt of similar maturities. Management considers the market values and market prices level 1 inputs in accordance
with the guidance of SFAS 157.

The estimated fair values of CH2M HILL’s financial instruments as of December 31 are as follows:

2008 2007

Carrying Amount  Fair Value  Carrying Amount  Fair Value

($ in thousands)
Long-term debt, including current portion...............c.ccccevvveee.. $175,875  $177,087 $197,787  $197,013

(9) Line of credit and long-term debt

CH2M HILL is party to a credit agreement which provides for a $500.0 million revolving credit facility (RLOC)
which expires on August 31, 2012. The credit agreement includes an option to increase the initial borrowing capacity by up
to an additional $250.0 million. While the credit agreement may be used for general corporate purposes and permitted
acquisitions, it also provides that up to $250.0 million is available for the issuance of letters of credit to support various trade
activities. At CH2M HILL’s option, the credit agreement bears interest at a rate equal to either LIBOR plus 0.75% to 1.50%,
or the lender’s applicable base rate less a discount rate up to 0.25% based on CH2M HILL’s ratio of funded debt to earnings
before interest, taxes, depreciation and amortization. A commitment fee of approximately 0.10% to 0.25% per year on the
unused portion of the line of credit is payable based on CH2M HILL’s ratio of funded debt to earnings before interest, taxes,
depreciation and amortization. As of December 31, 2008, CH2M HILL had $100.0 million in borrowings outstanding on the
RLOC.

In the first quarter, CH2M HILL entered into two derivative financial transactions to reduce the effects of interest
rate changes on cash flows due to changes in interest rates on its outstanding debt. As of December 31, 2008, CH2M HILL
had fixed its interest rate exposure on $50.0 million of the outstanding RLOC balance. The Company has not designated
these derivative instruments as effective hedges as defined by SFAS No. 133, Accounting for Derivative Instruments and
Hedging Activities, and therefore, interest expense related to periodic settlements on these interest rate swaps and the change
in fair value of these swap agreements is recognized in interest income and other in the current period. These interest rate
swaps mature in March 2010. The fair value of these derivative liabilities are approximately $1.0 million at December 31,
2008.

The RLOC agreement contains financial and other covenants, as well as limitations on other indebtedness, liens,
acquisitions, mergers and dispositions. The credit agreement also contains customary events of default, including a default of
covenant, a material inaccuracy of representations or warranties, bankruptcy events, and a change in control. As of
December 31, 2008, CH2M HILL was in compliance with the covenants required by the credit agreement.

At December 31, 2008, issued and outstanding letters of credit of $51.3 million were reserved against the borrowing
base of the credit agreement, compared to $65.7 million at December 31, 2007.
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CH2M HILL’s nonrecourse and other long-term debt, as of December 31 consist of the following:

(% in thousands) 2008 2007
Nonrecourse:
Mortgage payable in monthly installments to July 2020,
secured by real estate, rents and leases. The note bears

INEETESE AL 5.35%0 cuviiveeirieeeeeeeieeee ettt $14,277  $15,126
Mortgage payable in monthly installments to December
2016, secured by real estate. The note bears interest at 6.59%....... 3,734 4,591

Mortgage payable in monthly installments to April 2009,
secured by investment securities. The note bears
INLErest at 8.00%0 ....evueeuiiiiiiiiiiiieeeteeee e 10,640 10,942

28,651 30,659

Other:
Revolving credit facility ........cccovovevieriieiieieeieeeeee e 100,000 116,000
Equipment financing, due in monthly installments to
September 2012, secured by equipment. These notes bear

interest ranging from 6.00% t0 8.00%.........ccceeerererienierenenennenn 47,103 50,869
Shareholder notes payable...........ccoooverieiiiieiiiieneeee e 121 259
TOtAl DLt e 175,875 197,787
Less current portion of debt...........ccovoiiiiiiiiiiiieee e 24,652 12,458
Total long-term portion of debt .........c.ccevvevieirrerieirieieieeieeeeeeenes $151,223  $185,329

As a result of the acquisition of VECO, CH2M HILL holds U.S. Treasury securities as a contractual requirement for
an outstanding nonrecourse mortgage. The contractual terms of these investments do not permit the issuer to settle the
securities at a price less than the amortized cost of the investment. Because CH2M HILL has scheduled the maturity of these
investments to meet debt service requirements of certain nonrecourse debt through April 2009 and has the ability and intent
to hold these investments until maturity, these investments are classified as held-to-maturity and are included in prepaid and
other assets. These investments are carried at cost, which approximates their fair value, and periodically evaluated for
impairment. As of December 31, 2008, no impairment had occurred and the unrecognized holding losses are not significant.

At December 31, 2008, future principal payments on long-term debt are as follows (in thousands):

Year Ending:

2009 et e e s b e e e bt e atbeeatbeeatbeaatae e tbeetaeetbeeaaeetreeraeann $24,652
120 PP 14,196
120 PSP 13,920
20 PSPPI 110,239
203 et e e e te e te e et e eeteeeeteeeeaeeeteeenaeean 1,280
TREIEATIET ...t e e e e e e st e e e e e e e atrareeeeeeanns 11,588

_$175.875

(10) Operating lease obligations

CH2M HILL has entered into certain noncancellable leases, which are being accounted for as operating leases. At
December 31, 2008, future minimum lease payments are as follows (in thousands):

Year Ending:

2009 ...ttt ettt et et et e be st et e e te e beenbeenbesraeeraesseenseenseenaeans $129,266
0 USSP 103,100
0 USSP 81,562
2002 ettt ettt ettt et e et et e na e e st et ae s e e beenseenteenaeereenseenseenseenneans 70,476
2003 ettt ettt e et e et e e ta e be e beebeerteerteeraeereeeteeteeareens 58,829
TREICATICT ... e e e e e e e eaeaeean 150,455

$593,688
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In September 2007, CH2M HILL exercised its option to purchase the properties comprising their corporate
headquarters and three adjacent buildings located in Englewood, Colorado previously held under three operating lease
arrangements for $95.9 million. As a result of exercising its purchase option, CH2M HILL paid a lease termination fee
totaling $7.8 million and wrote off previously capitalized lease costs of $1.0 million. CH2M HILL contemporaneously sold
these buildings to a third party for proceeds of $138.5 million and entered into an operating lease agreement to lease these
buildings back from the new owner. The initial term of the lease is ten years, with an option to extend the term twice for
either a ten or five year period. The sale resulted in a $42.6 million deferred gain which is being amortized over the 10 year
term of the lease as a reduction of rent expense.

Rental expense charged to operations was $121.2 million, $119.4 million and $97.1 million during 2008, 2007 and
2006, respectively, including amortization of the deferred gain of $4.3 million, $1.4 million in 2008 and 2007, respectively.
Certain of CH2M HILL’s operating leases contain provisions for a specific rent-free period. CH2M HILL accrues rental
expense during the rent-free period based on total expected rent payments to be made over the life of the related lease.

(11) Income taxes

Income before provision for income taxes for the years ended December 31 consists of the following:

($ in thousands) 2008 2007 2006
LS. ITICOIMIE ..ttt ettt ettt s et et e et e e bt e st es e eseeate b e b e ebeeaeebeeneenseneanseaaeseeenes $55,891 $72,463 $84,628
FOreign inCOME (10SS) ....eeuueiiieieitieteeit ettt ettt ettt eee bt se e s et et e saesaesae e 3,662 5,258 (20,947)
INCOME DETOTE TAXES ... .eevieeeeceeectieeeeeeee ettt ettt ettt eaaeene e s aeeeteenteeneeeaeeeneenaeenns $59,553 $77,721 $63,681
The provision for income taxes for the years ended December 31 consists of the following:
($ in thousands) 2008 2007 2006
Current income tax expense:
FRACTAL ..ottt e e et et et e e e e e e e e e e et et e et eeaeseeereene et enseneenaesneeneanenne $38,715  $29.967  $58,458
| 210) (< Py s FO OSSPSR (1,154) 12,983 10,423
StAtE ANA L1OCAL........eiiiieeiiieeeeee ettt et eaaeeas 14,725 12,438 12,423
Total current INCOME taX EXPEIISE ...vveervrerrureerereerreerireerreesreeseeessreessaeessseesseesssseesseesnes 52,286 55,388 81,304
Deferred income tax benefit:
FRACTAL ...ttt ettt a st et be et beeneene e e eneenes (22,507)  (36,819)  (44,048)
FOT@IGN ... tiiieitieieete ettt ettt ettt et et e et e s ae e st e b e esbeesbeessensaesseensaessesssesseeses 2,462 3,797 (3,115)
SHALE ..ottt ettt b bbbt bbbt a e a et e e nbe st bt eaeeneeneenean (4,744) (10,644) (9,361)
Total deferred income tax benefit.........ccceecvieiiiiiiiiiiiiirieecie e (24,789)  (43,666) (56,524)
Total INCOME tAX EXPEIISE........ocveeveeeereeeeeeteeteeeteeteseeteeteeeeteeseeseseetesseseesesseseesessereeseaea $27,497  $11,722  $24,780

The reconciliations of income tax computed at the U.S. federal statutory tax rate to CH2M HILL’s effective income
tax rate for the years ended December 31 are as follows:

($ in thousands) 2008 2007 2006
PLEEAX INICOIIIC ..ot ettt eeeeee e e et et et e seeeeeaeesesatene et eeeeeseneeasesaeeneereeeeeneneennenne $59,553 $77,721  $63,681
Federal StatUtOry TALE ........ccvevieriieiieieeie ettt ettt seesteebe e s e esaeeseesseebeenseessessnessneseas 35% 35% 35%
EXPECted taX EXPEINSE...uuieuiieiiiieieiieiieeriteeiteeeieeeteeeteeeteeeteesbeesseessseesssesssseessseessseesseenns 20,844 27,202 22,288
Reconciling items:
State income taxes, net of federal benefit..........ccccooovviiiiiiiiiiiiiiie e 5,620 2,064 1,636
Permanent expenses, exclusions and CreditS.........coovveviieieeienieneenieeieeieseese e (7,044) 832 1,966
Foreign permanent expenses, taxes, credits and other ............ccceevveeiieienieneecieciennenne, 7,136 (1,164) 3,418
TaX SCLICINEILS ....veveeeiieniieieeie ettt ettt ettt et e e e e eesa et e enbeensessaesseesseenseensennns — (15,259) —
OERCT ettt st ettt et 941 (1,953) (4,528)
ProviSion fOr INCOIME tAXES ....veuveeeeeeeeeeeeeeeeeeeeeeeeeeeee st eeeeteeeeesessessesaeeeeereeseeesessesnenns $27,497 $11,722 $24,780
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The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and liabilities
at December 31 are as follows:

($ in thousands) 2008 2007
Deferred tax assets:
Net operating 108S CarryfOrWards ...........oooiieeririeieee ettt s $14,962 $20,388
INVESTMENTS 1N ATTTHHALES ...oeiiiiieiiieiiic et e ee e e e e et e e e e e e eeenaaeereeeeeeennnaes 1,471 7,153
Deferred recognition of income until collection OCCUTS...........coeiiiiiieiierireseceeeeeeeee e 15,734 4,763
Accrued empPloyee DENETILS.......cciiviiiiieiiiieieeie ettt be b e ssaeseaesaeebeesaeenns 165,253 131,085
TOtal AETEITEA TAX ASSELS ...eiiiieeieiieeie ettt ettt e e et e e et e e et e e e s e ateeesanaeeesesaaeessasaeeessnaeeesannnes 197,420 163,389
Valuation AllOWAINCE ......c.ieviiiiiitietieiieeeete ettt et et ettt e be e b e e tsestaesteebeesbeessessaesbeesseesseessesseenseenns (22,700) (20,205)
INEt AETEITEA TAX ASSELS ..veiieeiiie ittt ettt e ettt e e et e e et e e s et e e eeaaeeeseaaeesseaaeeessnaseesansseessanaeeeas 174,720 143,184
Deferred tax liabilities:
Depreciation and amOTtiZATION ..........cueiierieerieeeeieereeste et eveeeeesreesteeseessessaesseesseessesssesssesseesseesseesns 42,148 55,801
INEE AETETTEA TAX ASSEL.. ettt ettt et e e et eeteeeee e e st eeaeeeaeeeaeseeestesaeeeereeeeeraesnens $132,572 $87,383

A valuation allowance is required to be established for those deferred tax assets that it is more likely than not that
they will not be realized. The above valuation allowances relate primarily to foreign net operating losses of $46.2 million and
$66.7 million for the years ended December 31, 2008 and 2007, respectively. Included in the total valuation allowance at
December 31, 2008 is $4.0 million which was acquired with the VECO acquisition, which will not have future income tax
effect. Taxable income within the applicable foreign subsidiary must be reported in order for the deferred tax asset to be
realized. The foreign net operating losses can be carried forward for varying terms depending on the foreign jurisdiction.

Undistributed earnings of CH2M HILL’s foreign subsidiaries amounted to approximately $44.3 million at
December 31, 2008. These earnings are considered to be indefinitely reinvested. Accordingly, no provision for U.S. federal
and state income taxes or foreign withholding taxes has been made. Upon distribution of those earnings, CH2M HILL would
be subject to U.S. income taxes (subject to a reduction for foreign tax credits) and withholding taxes payable to the various
foreign countries. Determination of the amount of unrecognized deferred U.S. income tax liability is not practicable;
however, the potential foreign tax credit associated with the deferred income would be available to reduce the resulting U.S.
tax liabilities.

The tax benefit from share-based compensation awards for the years ended December 31, 2008 and 2007 was
$6.9 million and $3.5 million, respectively. These amounts are reflected as additions to additional paid-in capital in the
consolidated statements of shareholders’ equity and comprehensive income and are reported as financing activities in the
2008 and 2007 consolidated statements of cash flows.

As of December 31, 2008 and 2007, we had $25.4 million and $10.6 million, respectively, recorded as a liability for
uncertain tax positions. While our 2008 effective tax rate was favorably impacted by the recognition of additional research
and experimentation tax credits for prior years, an additional liability for the uncertainty related to research and
experimentation credits was also established. A reconciliation of the beginning and ending amount of unrecognized tax
benefits as of December 31, 2008 is as follows (in thousands):

Balance at January 1, 2008 ...........ccoovieviiiiiiieieieieieiesie ettt ettt sbe e eve e ere e s $9,020
Additions for current year taX POSItIONS .......c.eeveeveriereerieesieeieseeseesseesseesesssesseesseessens 6,086
Additions for prior year tax POSIIONS.......cvecvieveeierierieerieeiesieseesreesreeseeeaesseesseesseessens 10,467
Reductions for prior year tax POSItIONS.........ceerveeeverierieriierteeie e seeseeeseeeeeeeaeeeeesseeneeas (2,408)
Settlement with taXing QUtNOTITIES ........eecvverierieeierieie et (820)
Reductions as a result of lapse of applicable statue of expirations...........ccccceveverevenenen. (704)
Balance at December 31, 2008 ...........oooviiioiiiirie ettt et $21,641

Included in the balance at December 31, 2008, are $21.2 million in tax positions that if recognized would affect the
effective tax rate. It is also reasonably possible that of the total amount of unrecognized tax benefits at December 31, 2008,
the reserve could experience a significant change within twelve months of the reporting date related to federal and state
research and experimentation tax credits as a result of tax authority settlement and statute expiration. The estimated range of
unrecognized change is zero to approximately $5.5 million as of December 31, 2008.
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CH2M HILL recognizes interest and penalties related to uncertain tax positions in income tax expense. As of
December 31, 2008 and December 31, 2007, CH2M HILL has approximately $3.8 million and $1.5 million, respectively, of
accrued interest and penalties related to uncertain tax positions.

CH2M HILL files income tax returns in the U.S. federal jurisdiction and various state and foreign jurisdictions. In
the normal course of business, we are subject to examination by taxing authorities throughout the world, including such
major jurisdictions as the U.S. and Canada. With few exceptions, CH2M HILL is no longer subject to U.S. federal, state and
local, or non-U.S. income tax examinations by tax authorities in major tax jurisdictions for years before 2001.

(12) Earnings per share

Basic earnings per share (EPS) excludes the dilutive effect of common stock equivalents and is computed by
dividing net income by the weighted-average number of shares outstanding during the period. Diluted EPS includes the
dilutive effect of common stock equivalents, which consists of stock options, and is computed using the weighted-average

number of shares and common stock equivalents outstanding during the period.

Reconciliations of basic and diluted EPS for the years ended December 31 are as follows:

($ in thousands) 2008 2007 2006
Numerator:

INEE ITICOMIC ...ttt e e e et et e ee e e st e et e e e e eeeeeesaeesaeeeaeeeaesneseesanenanenenens $32,056  $65,999  $38,901
Denominator:

Basic weighted-average shares outStanding.............cceeeveeeerieriesiieieeiesieeee e 33,487 32,864 32,420

Dilutive effect of common stock equIVAIENES .........ccceevuveviieciieienieiee e 889 644 627

Diluted adjusted weighted-average shares outstanding, assuming conversion of

COMMON STOCK EQUIVALENLS ........vvvveeeieieeeeseeeeeeceeeeeese et s e s et esenesesenens 34,376 33,508 33,047

Basic Net iNCOME PEI SNATE ......ccvieiiiiiiieiieie ettt s e beesbeenaeens $0.96 $2.01 $1.20
Diluted net iNCOME PET SNATE .........ovevevieiiiciiicicieeeetcee ettt $0.93 $1.97 $1.18

(13) Employee benefit plans
Deferred Compensation Plans

CH2M HILL has two nonqualified deferred compensation plans that provide benefits payable to officers and certain
highly compensated employees at specified future dates, upon retirement, or death. Under one plan, a participant could elect
to defer base compensation and incentive compensation, in cash or common stock. Under another plan, a participant, whose
401(k) Plan contributions are limited by the Employee Retirement Income Security Act (ERISA), could elect to defer
additional base compensation to which CH2M HILL may make a matching contribution. It is also used by CH2M HILL to
provide additional retirement benefits for certain of its senior executives at levels to be determined from time-to-time by the
Board of Directors.

These deferred compensation plans are unfunded; therefore, benefits are paid from the general assets of CH2M
HILL. The participant’s cash deferrals earn a return based on the participant’s investment in several hypothetical investment
options. Each hypothetical investment option is based on an investment fund that is similar to the 401(k) Plan. All deferrals
of common stock must remain invested in common stock and are distributed in common stock.

During 2008, the return on the plan assets exceed the liability due to plan participants by $14.3 million and thus
compensation expense was decreased by this amount. Compensation expense was $4.3 million, and $4.1 million for the years
ended December 31, 2007, and 2006, respectively. The total of participant deferrals, which is reflected in long-term
employee related liabilities and other, was $33.8 million and $44.5 million at December 31, 2008 and 2007, respectively. The
decrease in liabilities is a result of declines in market values.
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Stock Option Plans

CH2M HILL’s 1999 and 2004 stock option plans were approved by the Board of Directors and shareholders to
reserve 8,000,000 and 5,000,000 shares, respectively, of CH2M HILL common stock for issuance upon exercise of stock
options granted under these plans. Stock options are granted at an exercise price equal to the fair market value of CH2M
HILL’s common stock at the date of grant. Stock options granted generally become exercisable 25%, 25% and 50% after one,
two and three years, respectively, and have a term of five years from date of grant. The 1999 stock option plan expired on
December 31, 2008. The following table summarizes the activity relating to the 1999 and 2004 stock option plans during
2008:

Number Weighted Average

Stock Options: of Shares Exercise Price
Outstanding at December 31, 2007 .......cc.oiiiiiiiieieeeieee ettt ettt ettt see b ene e eeeneas 4,118917 $16.83
GEANTEA ..ottt ettt e et e et e st e e et e e sat e e et e e st e e eaeeeeaaeeeraeeeaaeeaaneanns 1,000,792 $31.17
EXETCISEA ..ottt ettt ettt ettt ettt e v eteete st esb e st esbe b e ebeeteereessensessessesseeaeerserneneas (1,043,920) $13.21
FOTTEILEA. ...ttt et e e e e te e et e et e e etveeetaeeetaeeeaeeeeteeeeseeeeteeeeaneenns (103,030) $22.95
EXPITEA. vttt ettt ettt et ettt e et et eete e st esb e s b e s b e b ek e bt eteesbenbes b e b ebeebeeteese st essennenean (33,465) $13.26
Outstanding at December 31, 2008..........cc.coviiriiriieiiieieeiereeie et eteeee st sreesreereseeseeesreesseenseens 3,939,294 $21.21
Exercisable at December 31, 2008.........ooiiiieiiiiiiie ettt 1,620,051 $16.14
Available for fUture Grants...........coociiiiirieiieee ettt 2,368,950

The weighted-average remaining contractual term for all options outstanding at December 31, 2008 and 2007 was
2.8 years, and the aggregate intrinsic value was $38.1 million and $45.8 million, respectively. The weighted-average
remaining contractual term for options vested and exercisable at December 31, 2008 and 2007 was 1.7 years and 1.5 years,
respectively, and the aggregate intrinsic value was $23.7 million and $25.6 million, respectively. The remaining
unrecognized compensation expense related to nonvested awards as of December 31, 2008 is $7.0 million. CH2M HILL
expects to recognize this compensation expense over the weighted average remaining recognition period of 1.7 years, subject
to forfeitures that may occur during that period. CH2M HILL received $3.5 million, $2.9 million and $3.3 million from
options exercised during the years ended December 31, 2008, 2007 and 2006, respectively. CH2M HILL’s stock option plans
also allow participants to satisfy the exercise price by tendering shares of company stock that have been owned by the
participants for at least six months. The intrinsic value associated with exercises was $13.1 million, $8.7 million and
$6.7 million during the years ended December 31, 2008, 2007 and 2006, respectively.

CH2M HILL adopted SFAS 123(R) on January 1, 2006, using the prospective method. The provisions of
SFAS 123(R) apply to new grants on or after January 1, 2006. CH2M HILL measures the fair value of each stock option
grant at the date of grant using a Black-Scholes option pricing model. The weighted-average grant date fair value of options
granted during the twelve months ended December 31, 2008 and 2007 was $5.90 and $4.49, respectively. The following
assumptions were used in determining the fair value of options granted during 2008 and 2007:

2008 2007
RISK-1T@E INTETEST TALE.....eeutiieiieiieet ettt ettt et b et e e et st saeenbeeae e 2.97% 4.98%
Expected dividend Yield.........cceiviiiiiiiiiniiieiic e 0.00% 0.00%
EXPEcted OPtION LIFE.....oocuiiiiiiieieciececeee ettt ettt e b e s este e beebeenaesaeeseenaeenes 4.25 Years 4.26 Years
Expected stock Price VOIAIIILY ......veevieieeiiecieciecie ettt sbe et e b e ssaesraesae e seesaeens 15.82% 11.36%

CH2M HILL estimates the expected term of options granted based on historical experience of employee exercise
behavior. CH2M HILL estimates the volatility of its common stock by using the weighted-average of historical volatility
over the same period as option term. CH2M HILL uses the Treasury Yield Curve rates for the risk-free interest rate in the
option valuation model with maturities similar to the expected term of the options. CH2M HILL does not anticipate paying
any cash dividends in the foreseeable future and therefore uses an expected dividend yield of zero in the option valuation
model. CH2M HILL is required to estimate forfeitures at the time of grant and revise those estimates in subsequent periods if
actual forfeitures differ from those estimates. CH2M HILL uses historical data to estimate pre-vesting option forfeitures and
records stock-based compensation expense only for those awards that are expected to vest. All stock-based payment awards
are amortized on a straight-line basis over the requisite service periods of the awards.

The total compensation expense recognized under SFAS 123(R) for stock options granted in 2008, 2007 and 2006

was $4.1 million, $2.2 million and $0.5 million, respectively. No compensation expense related to stock options was required
prior to the adoption of SFAS 123(R) on January 1, 2006.
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Payroll Deduction Stock Purchase Plan

In November 1999, CH2M HILL established the Payroll Deduction Stock Purchase Plan (PDSPP) which provides
for the purchase of common stock at 90% of the market value as of the date of purchase through payroll deductions by
participating employees. CH2M HILL has reserved 13,000,000 shares of common stock to be issued under the PDSPP.
Eligible employees may purchase common stock totaling up to 15% of an employee’s compensation through payroll
deductions. An employee cannot purchase more than $25,000 of common stock under the PDSPP in any calendar year. The
PDSPP is intended to qualify under Section 423 of the Internal Revenue Code (IRC). The PDSPP is not intended to qualify
under Section 401(a) of the IRC and is not subject to ERISA. Our PDSPP is non-compensatory under SFAS 123(R) since the
plan is available to all shareholders and incorporates no option features such as a look-back period. Accordingly, no
compensation expense is recognized in the financial statements for the PDSPP. During the years ended December 31, 2008,
2007 and 2006, a total of 784,125 shares, 667,407 shares and 712,919 shares, respectively, were issued under the PDSPP, for
total proceeds of $21.7 million, $13.5 million and $11.9 million, respectively.

Phantom Stock Plan

In January 2000, CH2M HILL established the Phantom Stock Plan, which provides eligible individuals with added
incentives to continue in the long-term service of CH2M HILL. Eligible individuals are generally individuals who are not
residents of the U.S. Phantom stock grants are 100% vested on the grant date and may be redeemed after six months from the
grant date. The value of phantom stock is equal to the fair market value of CH2M HILL’s common stock. All amounts
granted under the Phantom Stock Plan are payable in cash only and are generally granted in connection with the short and
long term incentive plans. Compensation expense under this plan is based on the value of the units on the date of grant.

During the years ended December 31, 2008, 2007 and 2006, a total of 2,050, 3,619 and 2,120 phantom stock units,
respectively, were granted under the Phantom Stock Plan. At December 31, 2008, there were 60,969 units outstanding.

The weighted-average fair values of the units granted under the Phantom Stock Plan during 2008, 2007 and 2006
were $30.32, $19.63 and $18.72, respectively.

Compensation expense related to the Phantom Stock Plan during 2008, 2007 and 2006 was $0.3 million,
$0.8 million, and $0.4 million, respectively.

The following table summarizes the activity relating to the Phantom Stock Plan during 2008:

Number

of Units
Balance at December 31, 2007 ........ooiooueeeeeeeeeeeee e 76,526
GIANTEA ... e et e e e e e e et e e et e e e e e e earaaean 2,050
EXCTCISEA ..eiitiieiieciee ettt et e st e e e e s b e e s b e e s ebeessbe e tbeesaeessbeesaeesseesneanes (17,607)
(01511 1 (=T SRR —
Balance at December 31, 2008 ..........ccoouiieiieiciieeieeeieeee ettt see e eaae e 60,969

Stock Appreciation Rights Plan

In February 1999, CH2M HILL established the Stock Appreciation Rights (SARs) Plan. Eligible individuals are
generally individuals who are not residents of the U.S. SARs are granted at an exercise price equal to the fair market value of
CH2M HILL’s common stock and generally become exercisable 25%, 25% and 50% after one, two and three years,
respectively, and have a term of five years from the date of the grant. All amounts granted under the SARs Plan are payable
in cash only. Compensation expense under this plan is based on the vesting provisions and the fair market value of CH2M
HILL’s common stock.

Compensation expense related to the SARs Plan amounted to $0.4 million, $1.3 million and $0.5 million in 2008,
2007 and 2006, respectively.
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The following table summarizes the activity relating to the SARs Plan during 2008:

Number Weighted Average

of Rights Exercise Price
Balance at December 31, 2007 .......ccoovevieriireriieiieieiereieiese e eenenns 140,713 $14.29
GIANTEW ..ottt ettt ea et e et e st e saeeteeatesnnesneens 9,800 $31.29
EXEICISEA ....vviieeietiicecetee ettt ettt sttt ettt b et s (65,548) $12.73
CanCEILEd.......c.oooviiiieiecie et et (4,612) $21.56
Balance at December 31, 2008...........cooviiiiiiieeeiieeeeeee e 80,353 $17.25

Short Term Incentive Plan

In January 2000, CH2M HILL established the Short Term Incentive Plan (STIP) to aid in the motivation,
recruitment, retention and reward of employees. Management determines which employees, directors, and eligible
consultants participate in the STIP. During the years ended December 31, 2008, 2007 and 2006, a total of 604,333 shares,
634,680 shares and 599,471 shares, respectively, were issued under the STIP.

The fair values of the shares issued under the STIP during 2008, 2007 and 2006 were $30.32, $19.63 and $18.72,
respectively.

Compensation expense related to common stock awards under the STIP amounted to $11.2 million, $18.8 million
and $12.6 million in 2008, 2007 and 2006, respectively.

Long Term Incentive Plan

In January 1999, CH2M HILL established the Long Term Incentive Plan (LTIP) to reward certain executives,
project managers, and technologists for the creation of value in the organization through the achievement of specific long-
term (3 year) goals of earnings growth and strategic initiatives. The Board of Directors of CH2M HILL determines which
employees are eligible to participate in the LTIP in any program year and a new plan is established each year.

During the years ended December 31, 2008, 2007 and 2006, a total of 262,837 shares, 364,825 shares and 181,351
shares, respectively, were issued under the LTIP at a fair value of $30.32, $19.63 and $18.72 per share, respectively.

Compensation expense related to common stock awards under the LTIP amounted to $11.8 million, $11.1 million
and $9.4 million in 2008, 2007 and 2006, respectively.

Restricted Stock Plan

In January 2000, CH2M HILL established the Restricted Stock Plan which provides eligible individuals with added
incentives to continue in the long-term service of CH2M HILL. The awards are made for no consideration and vest over
various periods, but are considered outstanding at the time of grant. During the years ended December 31, 2008, 2007 and
2006, a total of 70,405 shares, 263,942 shares and 357,783 shares, respectively, were granted under the Restricted Stock Plan.

CH2M HILL recognizes compensation costs, net of estimated forfeitures, over the vesting term based on the fair
value of the restricted stock at the date of grant. The amount of compensation expense recognized under the Restricted Stock
Plan was $3.8 million, $3.0 million and $2.6 million for the years ended December 31, 2008, 2007 and 2006, respectively. In
determining the amount of compensation expense, CH2M HILL has estimated that forfeitures of restricted stock shares will
be less than 2% of total restricted stock shares outstanding based upon prior experience. As of December 31, 2008, there was
$5.7 million of unrecognized compensation costs related to non-vested restricted stock grants. The cost is expected to be
recognized over a weighted average period of 2.9 years.

The following table summarizes the activity relating to the Restricted Stock Plan during 2008:

Weighted Average

Non-vested Grant Date

Shares Fair Value
Balance at December 31, 2007 .........ooovuvieeeireeeeeeee e 614,507 $19.51
(€52 111« SRR PRSP 70,405 $30.71
VESEEA. .. e (136,218) $18.47
Cancelled and eXpired ..........ccoeceeierierienereee et (10,913) $22.98
Balance at December 31, 2008...........cooviieviieeieiiie e 537,781 $21.16
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The weighted-average fair values of the shares granted under the Restricted Stock Plan during 2008, 2007 and 2006
were $30.71, $22.72 and $18.08, respectively.

(14) Employee retirement plans
Retirement and Tax-Deferred Savings Plan

The Retirement and Tax-Deferred Savings Plan (401(k) Plan) is a profit sharing plan that includes a cash or deferred
arrangement that is intended to qualify under Sections 401(a) and 401(k) of the Internal Revenue Code. Employees are
eligible to participate in the 401(k) Plan on the first date of hire with respect to employee contributions and matching
contributions. Each eligible employee begins to participate in the 401(k) Plan with respect to defined contributions as of the
first day of the first month that begins on or after the eligible employee completes a twelve-month period of service during
which the employee is credited with at least 1,000 hours of service.

The 401(k) Plan allows for both matching cash and stock contributions. Matching contributions may be made in an
amount that is based on a percentage of the employee’s contributions for the calendar quarter up to 4% of the employee’s
base compensation.

Participants of the 401(k) Plan are, at all times, 100% vested in the employee contribution account. Amounts
allocated to a participant’s defined contribution account and matching contribution account generally vest over six years of
completed service.

Expenses related to matching contributions made in cash for the 401(k) Plan for 2008, 2007 and 2006 were
$25.9 million, $22.6 million and $18.7 million, respectively. Expenses related to defined contributions made in common
stock for the 401(k) Plan for 2008, 2007 and 2006 were $14.9 million, $12.1 million and $10.9 million, respectively.

Pension and Other Postretirement Benefits

CH2M HILL has three noncontributory defined benefit pension plans. Plan benefits in two of the plans were frozen
while one plan remains active. Benefits are based on years of service and compensation during the span of employment.

CH2M HILL sponsors a medical benefit plan for retired employees of certain subsidiaries. The plan is contributory,
and retiree premiums are based on years of service at retirement. The benefits contain limitations and a cap on future cost
increases. CH2M HILL funds postretirement medical benefits on a pay-as-you-go basis.

CH2M HILL also has a supplemental executive retirement plan that will provide an additional retirement benefit to
certain senior executives if they remain employed and retire from CH2M HILL on or after age 65. The amount of the annual
benefit, which may change from time-to-time based on the decision of the Board of Directors of CH2M HILL, currently is
equal to 50% of the participant’s projected base salary for fiscal year 2008. The benefit is reduced by the value of the
offsetting retirement benefits paid by CH2M HILL under other plans. For the years ended December 31, 2008, 2007 and
2006, CH2M HILL expensed $0.8 million, $1.0 million, and $1.4 million, respectively, for the anticipated benefit
obligations.

On December 31, 2007, the Company adopted SFAS 158 which requires employers to (i) recognize the funded
status of their defined benefit pension and other postretirement plans on the consolidated balance sheet, (ii) recognize as a
component of other comprehensive income, net of tax, the gains or losses and prior service costs or credits that arise during
the period but are not recognized as components of net periodic benefit cost and (iii) measure defined benefit plan assets and
obligations as of the date of the employer’s statement of financial position. The Company adopted the recognition and
disclosure requirements of SFAS 158 as of December 31, 2007. The impact of adopting these provisions was an increase in
net liabilities for pension and postretirement health care benefits of $14.0 million and an increase in accumulated other
comprehensive loss of $8.4 million, net of taxes. In accordance with SFAS 158, the Company changed its measurement date
from October 31 to December 31 in 2008. The impact of the change in the measurement date was not significant and
proportionaltely allocated to current period benefit cost and AOCI.

The Company expects to make contributions of $1.4 million to the pension plans in 2009. The pension, non-
qualified pension and post-retirement healthcare benefit payments, including expected future services, are expected to be paid
from plan assets and operating cash flow as follows:
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Pension Non-Qualified Post-Retirement

($ in thousands) Plans Pension Plans Benefit Plans
2009 ..ttt et ettt be e s $6,312 $131 $1,356
20T0 ettt et et et 6,839 2,919 1,567
2OTT e ettt et et 7,384 120 1,771
2OT2 et st sttt ettt e es 8,241 675 2,026
0 OSSR 9,034 109 2,252
20T4-20T8 ettt et e et e e et e e e et e e e re e e e nbaeeeetaeeeenraaeenneeeans 58,277 7,014 14,595
$96,087 $10,968 $23,567

Benefit Expense

The measurement dates used to determine pension, non-qualified pension and other post-retirement benefits for the
plans are December 31, 2008, and October 31 for 2007 and 2006. The actuarial assumptions used to compute the net pension
benefit expense, non-qualified pension benefit expense and post-retirement benefit expense are based upon information
available as of the beginning of the year, as presented in the following table.

Non-Qualified Post-Retirement
Pension Plans Pension Plans Benefit Plans

2008 2007 2006 2008 2007 2006 2008 2007 2006

Actuarial assumptions at beginning of year:

DiSCOUNT TALE.....eeeeeevieeeeeieeeeeieeeeeereee e 6.25% 5.80% 5.75% 6.25% 5.80% 5.75% 6.25% 5.80% 5.75%
Rate of compensation increase...........ccoceerverneenee. 4.00% 4.00% 4.00% na na na na na na
Expected long-term rate of return on plan

ASSCES .t 8.00% 8.00% 8.00% na na na na na na
Initial healthcare costs trend rate ...........ccuuue.e.... na na na na na na 6.51% 6.51% 6.65%
Ultimate healthcare cost trend rate ...................... na na na na na na 4.50% 4.50% 4.05%
Year ultimate trend rate is reached ...................... na na na na na na 2011 2011 2011

na—not applicable

The components of the pension benefit expense, non-qualified pension benefit expense and post-retirement benefit
expense for the years ended December 31 are detailed below:

Non-Qualified Post-Retirement
Pension Plans Pension Plans Benefit Plans

($ in thousands) 2008 2007 2006 2008 2007 2006 2008 2007 2006
SEIVICE COSES ..vveurenriiiiirienienieeieeieeeereeene $4,229  $4,267  $4,128 $168 $275 $249 $3,510 $2,988 $1,475
INterest COSES .oouvvrmiirianieieeeieeeeceeee 9,213 8,649 8,183 324 325 357 2,655 2,005 1,287
Expected return on plan assets.................... (11,550) (9,866) (9,012) — — — — — —
Amortization of transition

(asset)/obligation...........ceeeeeeeeienieienne (2) 9) o — — — 349 299 299
Amortization of prior service costs............. 87 87 87 297 297 413 394 541 27
Recognized net actuarial loss (gain) ........... 91 1,674 2,066 6 100 334 203 209
Net expense included in current income...... $2,068 $4,802  $5,443 $795 $997 $1,353 $7,111 $6,042 $3,088

Benefit Obligations

The actuarial assumptions used to compute the benefit obligations for the plans which are based upon information
available as of December 31 are:

Non-Qualified  Post-Retirement
Pension Plans Pension Plans Benefit Plans

2008 2007 2008 2007 2008 2007

Actuarial assumptions at end of year:

DISCOUNLE TALE .....vvvieeeeieie et ee et eere e e et e e eraeeeeetaeeeeetaeeeeenneeeeenes 6.25% 6.25% 6.25% 6.25% 6.25% 6.25%
Rate of compensation iNCIEASE. .........cevevveruerirerereriererenentene e 4.00% 4.00% na na na na
Initial healthcare Cost trend rate.........ooovuvvviiiiiiiiciiiiieee e na na na na 6.51% 6.51%
Ultimate healthcare coSt trend rate .........oocevvvveeiiiiiiiieiieee e na na na na 4.50% 4.50%
Year ultimate trend rate 1S reached .........oocvvvviiiiiiiiiiiiieec s na na na na 2011 2011

na—not applicable
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The discount rate assumptions are set annually based on several factors such as: a) the prevailing market rates for
high-quality, fixed-income debt instruments that, if the obligation was settled at the measurement date, would provide the
necessary future cash flows to pay the benefit obligation when due and b) the duration of the plan liabilities as compared to
the Citigroup pension discount curve.

The following table summarizes the change in benefit obligation for the pension, non-qualified pension and post-
retirement benefit plans and change in plan assets for the pension plans for the years ended December 31:

Non-Qualified Post-Retirement
Pension Plans Pension Plans Benefit Plans
($ in thousands) 2008 2007 2008 2007 2008 2007
Benefit obligation accrued at beginning of year............ $150,263  $151,739  $5,305 $5,771 $36,838  $25,731
SEIVICE COSt.cuviviriintiriieiieieieiest ettt 4,229 4,267 168 275 3,514 2,987
INtEreSt COSt..cuvirinririiniirieieiece e 9,213 8,649 330 325 2,658 2,005
Plan contributions ...........ccccooeeveeiivveeeeeneeeeeeee e — — — — 2,527 1,192
Actuarial 108S (ZaIN)......coeerieiieieriereeeeeeeeeee 3,788 9,514) 1,564 (833) 273 7,358
Benefits paid.......ccooeeeeivieiiieieeeee e (6,421) (4,878) (953) (233) (3,909) (2,435)
Benefit obligation at end of year............ccccceevevverrennennens $161,072 $150,263 $6,414 $5,305 $41,901 $36,838
Fair value of plan assets at beginning of year............... 146,395 124,799 —
Actual (loss) gain on plan assets..........ccceeeveevereeennnns (37,329) 21,996 — — — —
Employer & employee contributions............cc..c....... 2,812 4,478 — — — —
Benefits paid.......cccceeeiiiiiiienieeceeee e (6,421) (4,878) — — — —
Fair value of plan assets at end of year......................... $105,457  $146,395 —

The weighted-average asset allocations for the benefit plans as of December 31, 2008 and 2007 by asset category are
as follows:

Pension
Plans
2008 2007
B UIEY ettt ettt ettt et re et et ens 49%  76%
D<) o) AU 50% 23%
REAL ESTALE ..o.uviieeiieeiie e ettt e et e et e et e e bt e e b e e e be e s ebaeenbeeenbaeenraeenns 0% 0%
ORI ottt et et ettt e e e e e e te e aeeteenbeeaneenes 1% 1%
0] 7: | U 100% 100%

The investment philosophy for the pension plans is based on a balanced asset approach allocated primarily between
equity securities and debt securities. At December 31, 2008, the equity security holdings were distributed in large and small
cap index funds and an international fund. The debt securities consist of two fixed income funds. The Company uses long-
term historical actual return experience with consideration of the expected investment mix of the plans’ assets, as well as
future estimates of long-term investment returns to develop its expected rate of return assumption used in calculating the net
periodic pension cost.

The following table summarizes the effect of a 1% change in the health care cost trend rate (HCCTR) on the
postretirement obligation and costs:

($ in thousands) 2008 2007
Effect of 1% increase in HCCTR as of December 31 on:
Postretirement benefit ObIIGAtION.............c.cviiviieiiieietiiteeietect ettt ettt ettt v st et seeeebessebesseseas $580 $494
Total of service and interest COSt COMPOMNENLS .........c.eeverriereerieeierieeiereeerteereeeesseeseeeseesesssesseesseensennnes 112 113
Effect of 1% decrease in HCCTR for the year ended December 31 on:
Postretirement benefit ODIIZAtION ..........uiiiiiiei ettt eneas (378) (324)
Total of service and interest COSt COMPOMNENLS ........ccueeirrriertieitieieeeeeieseeeree e eeeeeee et eeeeteeeeesreesseenseenees (85) (80)
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Funded Status

The following table presents the funded status of the pension, non-qualified pension and post-retirement benefit

plans at December 31, 2008:

Non-Qualified Post-Retirement

(% in thousands) Pension Plans Pension Plans Benefit Plans
Projected benefit Obligation ...........ccccvevevirieieiriereiiiiieeeeeeeeee e $161,072 $6,414 $—
Accumulated benefit Obligation..........ccoceeeiieieieieieee e — — 41,901
Fair value of plan asSets..........ccooerieieieieierese et 105,457 — —
Underfunded STATUS .........c.ooveeverieiieeeieieeeeeeteeeee ettt eaeaeenas $(55,615) $(6,414) $(41,901)
Amounts recognized in accumulated other comprehensive income consist
of:
Net aCtUATIAL 10SS.....eiveiieieeeeeeeceee ettt $63,324 $1,678 $6,586
INEt PIIOT SEIVICE COSE...uviuiirieiieiieieetiesteesteeteeteseeseeeseeeseeeneeeneeeneesaeeneeens 343 712 3,289
Transition obligation (ASSEL) .......cccereeriereerieeie e — — 1,147
TOLAL .ttt b et e $63,667 $2,390 $11,022
Amounts to be recognized in 2009 as a component of net periodic cost:
NEt ACHUATIAL 10SS. . uveeveeeieeeeee ettt et et e ettt eeaeeaeeeeeaesaeeneeeeennennens $4,382 $171 $185
Transition obligation (ASSEL) ........cceeeverveeriierierieeieeie e reere e eere e e — — 299
Net prior Service Cost (Credit) ....evvrrirrirririierieriereeie e eee e eee e 87 297 336
TO AL e $4,469 $468 $820

The following table presents the funded status of the pension, non-qualified pension and post-retirement benefit

plans at December 31, 2007:

Pension Plans

Non-Qualified Post-Retirement

($ in thousands) Overfunded Underfunded Pension Plans Benefit Plans
Projected benefit 0bligation ...........ccccivveieiireieieieieieeeeeeee s $94,293 $55,970 $5,305 $—
Accumulated benefit Obligation..........ceecvereeriieciiniesieseee e — — — 36,838
Fair value of plan @ssets...........cccveeuerierieneeiesie e 95,812 50,583 — —
Funded (unfunded) Status...........cccevveeerirreiericieieiieeeeiee e $1,519 $(5,387) $(5,305) $(36,838)
Amounts recognized in accumulated other comprehensive income
consist of:
INEE ACLUATIAL LOSS. .. veeveeeeeeeereeeeeeeeeeeeee ettt eeeeeeene et eeeereeeeans $10,562 $515 $124 $6,791
Net PriOT SEIVICE COS..uviruiiruierrieiieieiteseesteesteeeeeseesteeseesesssesseensens — 444 1,008 3,705
Transition obligation (ASSEt) ........ccceeveervereereeriieieeieeeesreereeeeeenens — (2) — 1,496
TOtALL e $10,562 $957 $1,132 $11,992
Amounts to be recognized in 2008 as a component of net periodic
cost:
Net actuarial LoSS........ccviiviiiieiiieirieieeiece ettt $91 $— $6 $28
Transition obligation (ASSEL) ........cceeeereereereeieeierieie e — 2) — 299
Net prior service cost (CTedit) ....oocuerierierirneiieeierieneeeee e — 87 297 541
TOtAL ..ottt $91 $85 $303 $868

(15) Segment information

CH2M HILL provides services to clients through three operating segments: Federal, Civil Infrastructure and
Industrial. The structure is intended to provide for better decision making on an enterprise-wide basis. The Federal segment
generally provides a comprehensive range of services to the U.S. federal government and to international governments. The
Civil Infrastructure segment generally provides a comprehensive range of services to various state and local governments
including foreign cities. The Industrial segment generally provides a comprehensive range of services to various private

sector clients.

CH2M HILL evaluates performance based on several factors, of which the primary financial measure is operating
income. The accounting policies of the segments are the same as those described in the summary of significant accounting
policies. CH2M HILL uses operating income (loss) as its measurement of segment profit (loss). Other includes the

elimination of unallocated corporate expenses.
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Certain financial information for each segment is provided below (in thousands):

Financial
Civil Statement
2008 Federal Infrastructure Industrial Other Balances
Revenue from external CUStOMETS...........ccveeveeeeerevereeeeennn.. $1,471,627 $1,532,226 $2,586,053 $— $5,589,906
Equity in earnings of joint ventures and affiliated
COMPANIES ...vvererenrrereenreeereereesreesseesseeseessesssesseesseesesseenses 41,371 (12,137) 4,998 — 34,232
Depreciation and amortization..........c..cceevverreerieervesvesenennes 3,447 7,052 81,523 — 92,022
Operating inCome (10SS).....c.eecververieriieiieeiesieneerie e 66,319 42,112 22,475 (57,925) 72,981
SEEMENE ASSELS ..c.uveeeuiieeiiieiiieeiie ettt 617,779 564,522 789,540 — 1,971,841
Financial
Civil Statement
2007 Federal Infrastructure Industrial Other Balances
Revenue from external CUSTOMETS...........ccceevvveveeeeeeeenenns. $1,246,570 $1,451,506 $1,678,162 $— $4,376,238
Equity in earnings of joint ventures and affiliated
(o0 10102141 (1P 30,006 6,987 7,191 — 44,184
Depreciation and amortization............oeceeeeereeneereeeneeneene 3,097 3,931 28,091 — 35,119
Operating income (10SS)......ceovveurerierienieriieeee e 71,955 73,048 (16,492) (49,393) 79,118
SEEMENT ASSELS ...cneiiiiiietieieeiieeiie ettt 509,097 501,478 899,371 — 1,909,946
Financial
Civil Statement
2006 Federal Infrastructure Industrial Other Balances
Revenue from external CUStOMETS...........eeveereeeeeeeeerreeeennn $1,435,724 $1,298,276 $1,272,944 $— $4,006,944
Equity in earnings of joint ventures and affiliated
COMPANIES ...veeneeentientienteeiteeitenteente et eeteeteesbeesbeeneeeeeeneeees 12,894 3,614 492 — 17,000
Depreciation and amortization...........cecceeveeveneeneeneniennee. 4,126 4,316 5,381 — 13,823
Operating inComMe (10SS)......cccvvervievieeenierieeieeieseeseeve e 87,404 61,301 (68,592) (16,476) 63,637
SEEMENE ASSELS ..cuviieiieeiieeiieeiee et eiee st e e e e sre e 306,650 341,185 631,706 — 1,279,541

In September and October of 2007, the Company acquired VECO and Trigon, respectively, and as a result revenue
and depreciation and amortization reported by the Industrial segment increased substantially. Substantially all of CH2M
HILL’s $134.8 million of goodwill is allocated to the Industrial segment. During 2008, a significant loss was recognized in
the Civil Infrastructure segment on a transportation project held within one of our joint ventures. The equity in earnings in
our Federal segment has increased year over year due to favorable results related to the London 2012 Olympic Delivery
Authority Project. During the year ended 2006, the Industrial segment recognized a loss related to a manufacturing facility
project. This project experienced increased costs due to project delivery issues and increased commodity prices. In addition,
the clean up efforts required from Hurricane Katrina caused significant shortages in experienced craft laborers in the area and
thus materially increased wage rates and reduced overall productivity. After completion of this contract in 2006, CH2M
HILL experienced significant operational improvements in 2007.

CH2M HILL derived approximately 26%, 28% and 35% of its total revenues from contracts with the U.S. federal
government in 2008, 2007 and 2006, respectively.

Revenue is attributed to the country in which the services are performed. Although CH2M HILL provides services
in numerous countries, no single country outside of the U.S. accounted for a significant portion of the total consolidated
revenue. Total U.S. and international revenue for the years ended December 31 were as follows:

(% in thousands) 2008 2007 2006

U S ettt ettt ettt ettt ete e et e ereeereeaeans $4,584,498  $3,718,489  $3,435,651

INEEINATIONAL. ... ..viiiiieiiii ettt ee e e et e e e e e eae e e e eaaeeeenns 1,005,408 657,749 571,293
01 | TR SURTURTT $5,589,906 $4,376,238  $4,006,944

(16) Commitments and contingencies

CH2M HILL maintains a variety of commercial commitments that are generally made available to provide support
for various provisions in its engineering and construction contracts. Letters of credit are provided to clients in the ordinary
course of the contracting business in lieu of retention or for performance and completion guarantees on engineering and
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construction contracts. CH2M HILL also posts surety bonds, which are contractual agreements issued by a surety, for the
purpose of guaranteeing our performance on contracts. Bid bonds are also issued by a surety to protect owners and are
subject to full or partial forfeiture for failure to perform obligations arising from a successful bid.

Commercial commitments outstanding as of December 31, 2008 are summarized below:

Amount of Commitment Expiration Per Period

Total
Less than Amount
($ in thousands) 1 Year 1-3 Years 4-5 Years Over 5 Years  Committed
Letters Of Credit.. . oouveueeieeeeeeeeeeeeeeeee e $45,025 $6,295 $— $— $51,320
Surety and bid bonds ..........ccceeeerieiiiieriee s 1,231,025 426,348 — — 1,657,373
TOAl....veieiie e $1,276,050 $432,643 $— $— $1,708,693

CH2M HILL is party to various contractual guarantees and legal actions arising in the normal course of business.
Because a large portion of CH2M HILL’s business comes from federal, state and municipal sources, CH2M HILL’s
procurement practices at times are also subject to review and occasional investigations by U.S. and state attorneys offices.
Such state and U.S. government investigations, whether relating to government contracts or conducted for other reasons,
could result in administrative, civil or criminal liabilities, including repayments, fines or penalties or could lead to suspension
or debarment from future U.S. government contracting. These investigations often take years to complete and many result in
no adverse action. Damages assessed in connection with and the cost of defending any such actions could be substantial.
While the outcomes of pending proceedings are often difficult to predict, CH2M HILL’s management estimates that the
levels of insurance coverage (after retentions and deductibles) are generally adequate to cover CH2M HILL’s liabilities, if
any, with regard to such claims. Any amounts that are probable of payment including legal fees incurred to defend, by CH2M
HILL are accrued when such amounts are estimable.

On July 27, 2007, our subsidiary, CH2M Hanford Group (“CH2M Hanford”) caused a spill of approximately 85
gallons of radioactive waste, during routine maintenance operations on the Hanford Reservation owned by the U.S.
Department of Energy (“DOE”). No one was injured, and the DOE’s accident investigation concluded that “[because] of low
concentrations and short duration of the exposure, it is not likely that the spill event caused an overexposure or chronic health
impacts.” CH2M Hanford took all prompt and appropriate steps to formulate and implement a corrective action plan that has
been accepted by the DOE. In connection with the event, the DOE’s Office of Health, Safety and Security has conducted an
investigation under its Price Anderson Act nuclear safety authority. The DOE has not yet taken any formal action against
CH2M Hanford as a result of this investigation. The DOE has broad discretion in setting fines, but it takes into account a
contractor’s prompt acceptance of responsibility and the formulation of an appropriate corrective action plan, which is what
CH2M HILL has done to what we believe to be the DOE’s satisfaction. The Washington Department of Ecology imposed a
fine of $500,000 to DOE under the Tri-Party Agreement as a result of the spill. A settlement agreement was negotiated
whereby $250,000 of the fine was held in abeyance for twelve months pending no further incidents, CH2M HILL contributed
certain equipment to the Tri-County emergency response team and the DOE performed services to improve emergency radio
response. Finally, the Environmental Protection Agency (“EPA”) proposed to fine both the DOE and CH2M HILL in
connection with the spill. CH2M HILL ultimately settled that fine for an immaterial amount. CH2M HILL’s management
does not believe that this event will materially impact CH2M HILL’s business or results of operations.

On September 7, 2007, CH2M HILL acquired VECO and substantially all of its operating businesses. Prior to the
acquisition, on May 2, 2007, the founder, then chief executive officer and principal shareholder of VECO, Bill Allen, entered
into a plea agreement with the U.S. Department of Justice pursuant to which he agreed to plead guilty to certain criminal
charges involving bribery of public officials, violation of campaign contribution laws, and tax fraud. In connection with the
investigation of the allegations against Mr. Allen, the U.S. Department of Justice, the Internal Revenue Service and certain
State of Alaska government agencies commenced investigations of VECO and certain of its other employees. In the process
of reviewing VECO’s business and operations prior to the acquisition, CH2M HILL engaged in special due diligence
designed to address concerns related to the conduct of VECO’s past operations and various investigations underway by the
Department of Justice, the Internal Revenue Service and certain State of Alaska government agencies. Although CH2M
HILL was satisfied with the results of the due diligence review, no assurances can be given that the ongoing investigations
will not result in civil or criminal charges against VECO, now a subsidiary of CH2M HILL. Any such charges and related
publicity could have an adverse effect on CH2M HILL’s reputation in the business community or future business operations.
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(17) Quarterly financial information (unaudited)

CH2M HILL’s quarterly financial information for the years ended December 31, 2008 and 2007 is as follows:

First Second Third Fourth For the

(In thousands except per share amounts) Quarter Quarter Quarter Quarter Year Ended
2008
Revenue ... $1,254,653  $1,339,640 $1,446,979 $1,548,634 $5,589,906
Operating INCOME........cccoveruereeeereieienenene e 12,112 9,927 19,454 31,488 72,981
NEt INCOME.......eeuviiiiiniiriinieeieeeetetertestese e 5,832 2,925 9,910 13,389 32,056
Net income per common share

BaSIC ..o $0.17 $0.09 $0.29 $0.40 $0.96

Diluted ......ooveiiniiiieieec e $0.17 $0.08 $0.29 $0.40 $0.93
2007
Revenue ... $959,091  $1,000,755 $1,162,178 $1,254,214  $4,376,238
Operating INCOME..........ccveeeerreereereererieesreeseeneseeenes 12,071 22,505 21,949 22,593 79,118
NEt INCOME....c..eeuieiiieiiiieieeitetetee et 8,009 24,685 18,488 14,817 65,999
Net income per common share

BaSiC ..o $0.25 $0.75 $0.56 $0.45 $2.01

Diluted ....c.coveiiieiiiencc e $0.24 $0.74 $0.55 $0.44 $1.97

F-28
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Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, in the City of Englewood,
Douglas County, State of Colorado, on February 23, 2009.

CH2M HILL COMPANIES, LTD.
By: /s/ M. CATHERINE SANTEE

M. Catherine Santee
Senior Vice President and Chief Financial Officer

By: /s/ JOANN SHEA

JoAnn Shea
Chief Accounting Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed by the following
persons in the capacities and on the dates stated, through their attorney-in-fact as appointed in the power of attorney of
February 23, 2009 included as Exhibit 24.1 filed herewith.

Signature Title Date
/s/ LEE A. MCINTIRE Chief Executive Officer (Principal Executive
F 23,2
Lee A. MclIntire Officer) ebruary 23, 2009
/s/ M. CATHERINE SANTEE Chief Financial Officer (Principal Financial
M. Catherine Santee Officer) February 23, 2009
/s/ JOANN SHEA Chief Accounting Officer (Principal Accounting
JoAnn Shea Officer) February 23, 2009
%
Ralph R. Peterson Director, Chairman of the Board February 23, 2009
* .
Robert G. Card Director February 23, 2009
3
Di F 23,2
Carolyn Chin irector ebruary 23, 2009
* .
William T. Dehn Director February 23, 2009
* .
Jerry D. Geist Director February 23, 2009
* .
Garry M. Higdem Director February 23, 2009
* .
Mark A. Lasswell Director February 23, 2009
%
Joan M. Miller Director February 23, 2009
3
Director February 23, 2009

David B. Price

A-66


gseal
Typewritten Text
A-66


Signature Title

E3

: Direct.
Jacqueline C. Rast trector
%
: y Direct.
Michael A. Szomjassy irector
%
Director

Barry L. Williams

*By: /s/ M. CATHERINE SANTEE

M. Catherine Santee,
as attorney-in-fact
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Date

February 23, 2009

February 23, 2009

February 23, 2009
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Contact Information:

CH2MHILL

Steve Tyler

Project Manager

15010 Conference Center Drive
Suite 200

Chantilly, VA 20151

Office: 703/376-5214

Cell: 804/400-7210
Steven.Tyler@ch2m.com






