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Note Regarding Forward-Looking Statements
 
Statements and other information included in this Current Report on Form 8-K/A that are not historical facts, including statements about the Company’s
plans, strategies, beliefs and expectations, as well as certain estimates and assumptions used by the Company’s management, may constitute forward-looking
statements.  Forward-looking statements are subject to the safe harbor provisions of the Private Securities Litigation Reform Act of 1995.  Forward-looking
statements speak only as of the date they are made and, except for the Company’s ongoing obligations under the U.S. federal securities laws, the Company
undertakes no obligation to publicly update any forward-looking statement.
 
Forward-looking statements are subject to known and unknown risks and uncertainties and are based on estimates and assumptions that are subject to change
or revision, including the estimates and assumptions used by the Company in preparing the pro forma financial information included in this Current Report on
Form 8-K/A that could cause actual results to differ materially from those expected or implied by the forward-looking statements or the estimates or
assumptions used.  Such forward-looking statements include, without limitation, the Company’s preliminary estimated adjustments to record the assets and
liabilities of the Company at their respective estimates of fair values under purchase accounting and are based on current available information.
 
Actual results may differ materially from the forward-looking statements for a number of reasons, including additional information regarding the fair values
of assets and liabilities becoming available, the performance of additional fair value analyses, and risk factors identified in the Company’s periodic filings
with the SEC, including without limitation in the Company’s Quarterly Report on Form 10-Q for the quarter ended June 30, 2008.  Factors other than those
listed above also could cause the Company’s results to differ materially from expected results.
 
Item 2.01               Completion of Acquisition or Disposition of Assets.
 
On July 31, 2008, AECOM Technology Corporation (“AECOM” or “Company”) filed a Current Report on Form 8-K (the “Initial Form 8-K”) reporting its
acquisition of Earth Tech (“Earth Tech”), a business unit of Tyco International Ltd.  This Current Report on Form 8-K/A amends and supplements the Initial
Form 8-K to include financial statements and pro forma financial information required by Items 9.01(a) and 9.01(b) of Form 8-K.  The information previously
reported in the Initial Form 8-K is hereby incorporated by reference into this Current Report on Form 8-K/A.
 



Item 9.01               Financial Statements and Exhibits.
 
(a) Financial Statements of Businesses Acquired.
 
The following financial statements required by Item 9.01(a) of Form 8-K are included in this report:
 
Audited combined financial statements of Earth Tech as of and for the years ended September 28, 2007, September 29, 2006, and September 30, 2005 are
attached hereto as Exhibit 99.1.
 
Unaudited condensed combined balance sheet of Earth Tech as of June 27, 2008 and unaudited condensed combined statements of operations of Earth Tech
for the nine months ended June 27, 2008 and June 29, 2007 are attached hereto as Exhibit 99.2.
 
(b) Pro Forma Financial Information.
 
The following pro forma financial information required by Item 9.01(b) of Form 8-K is included in this report:
 
Unaudited pro forma condensed combined balance sheet as of June 30, 2008, and unaudited pro forma condensed combined statements of operations for the
year ended September 30, 2007 and for the nine months ended June 30, 2008 of AECOM Technology Corporation are attached hereto as Exhibit 99.3.
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(d) Exhibits
 

99.1
 

Audited combined financial statements of Earth Tech as of and for the years ended September 28, 2007, September 29, 2006, and
September 30, 2005.

   
99.2

 

Unaudited condensed combined balance sheet of Earth Tech as of June 27, 2008 and unaudited condensed combined statements of operations
of Earth Tech for the nine months ended June 27, 2008 and June 29, 2007.

   
99.3

 

Unaudited pro forma condensed combined balance sheet as of June 30, 2008, and unaudited pro forma condensed combined statements of
operations for the year ended September 30, 2007 and for the nine months ended June 30, 2008 of AECOM Technology Corporation.
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SIGNATURES

 
Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, the Registrant has duly caused this report to be signed on its

behalf by the undersigned hereunto duly authorized.
 
 
 

AECOM TECHNOLOGY CORPORATION
  
Date: October 10, 2008 By: /s/ MICHAEL S. BURKE
  

Michael S. Burke
  

Executive Vice President, Chief Financial Officer
and Chief Corporate Officer

 
3

 
EXHIBIT INDEX

 
Exhibit No.

 
Description

   
 99.1

 

Audited combined financial statements of Earth Tech as of and for the years ended September 28, 2007, September 29, 2006, and
September 30, 2005.

   
 99.2

 

Unaudited condensed combined balance sheet of Earth Tech as of June 27, 2008 and unaudited condensed combined statements of
operations of Earth Tech for the nine months ended June 27, 2008 and June 29, 2007.

   
 99.3

 

Unaudited pro forma condensed combined balance sheet as of June 30, 2008, and unaudited pro forma condensed combined statements of
operations for the year ended September 30, 2007 and for the nine months ended June 30, 2008 of AECOM Technology Corporation.
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Exhibit 99.1
 

INDEPENDENT AUDITORS’ REPORT
 
To the Board of Directors of
Tyco International, Ltd.:
 
We have audited the accompanying combined balance sheets of Earth Tech (the “Company”), a division of Tyco International, Ltd. (“Tyco” or “Parent”) as
described in Note 1 to the combined financial statements, as of September 28, 2007, September 29, 2006, and September 30, 2005, and the related combined
statements of operations, parent company equity (deficit) and comprehensive income (loss), and cash flows for the years then ended. These combined
financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these combined financial statements
based on our audits.
 
We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit also
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.
 
In our opinion, such financial statements present fairly, in all material respect, the combined financial position of the Company as of September 28, 2007,
September 29, 2006, and September 30, 2005, and the results of its combined operations and its combined cash flows for the years then ended in conformity
with accounting principles generally accepted in the United States of America.
 
As discussed in Note 1, the accompanying combined financial statements have been prepared from the separate records maintained by Tyco and may not
necessarily be indicative of the conditions that would have existed or the results of operations that would have occurred if the Company had been operated as
an unaffiliated company. Certain expenses represent allocation of costs from Tyco.
 
As discussed in Notes 2 and 13 to the accompanying combined financial statements, the Company adopted Financial Accounting Standards Board Statement
No. 123(R), Share-Based Payment, on October 1, 2005.
 
As discussed in Note 11 to the accompanying combined financial statements, the Company adopted the recognition and disclosure provisions of Financial
Accounting Standards Board Statement No. 158, Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans — an amendment of
FASB Statements No. 87, 88, 106, and 132(R), on September 28, 2007.
 
 

 
July 3, 2008
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EARTH TECH
 
COMBINED BALANCE SHEETS
AS OF SEPTEMBER 28, 2007, SEPTEMBER 29, 2006, AND SEPTEMBER 30, 2005
(Dollars in millions)
 
  

2007
 

2006
 

2005
 

ASSETS
       

        
CURRENT ASSETS:

       

Cash
 

$ 30.6
 

$ 40.7
 

$ 72.4
 

Accounts receivable — net
 

322.5
 

304.0
 

310.0
 

Due from Tyco and affiliates
 

310.8
 

307.3
   

Other current assets
 

51.1
 

60.2
 

39.9
 

        
Total current assets

 

715.0
 

712.2
 

422.3
 

        
PROPERTY, EQUIPMENT, AND IMPROVEMENTS:

       

Land
 

0.7
 

0.7
 

0.7
 

Buildings and improvements
 

33.3
 

31.8
 

31.1
 

Machinery and equipment
 

91.1
 

84.6
 

82.9
 

Construction in progress
 

7.5
 

6.6
 

1.7
 

Less accumulated depreciation
 

(87.3) (76.1) (78.0)
        

Total property, equipment, and improvements — net
 

45.3
 

47.6
 

38.4
 

        
INVESTMENTS IN UNCONSOLIDATED JOINT VENTURES

 

96.8
 

87.5
 

70.8
 

        
INVESTMENTS IN SALES-TYPE LEASES

 

41.0
 

46.8
 

34.6
 

        



PRODUCTIVE ASSETS — Net
 

146.8
 

95.6
 

69.0
 

        
OTHER ASSETS

 

67.1
 

75.1
 

64.1
 

        
TOTAL

 

$ 1,112.0
 

$ 1,064.8
 

$ 699.2
 

 
(Continued)
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EARTH TECH
 
COMBINED BALANCE SHEETS
AS OF SEPTEMBER 28, 2007, SEPTEMBER 29, 2006, AND SEPTEMBER 30, 2005
(Dollars in millions)
 
  

2007
 

2006
 

2005
 

LIABILITIES AND PARENT COMPANY EQUITY (DEFICIT)
       

        
CURRENT LIABILITIES:

       

Accounts payable
 

$ 148.5
 

$ 128.7
 

$ 121.3
 

Accrued expenses
 

85.0
 

85.4
 

85.5
 

Deferred revenue on uncompleted contracts
 

53.0
 

57.5
 

56.6
 

Due to Tyco and affiliates
     

304.7
 

Other current liabilities
 

65.0
 

56.0
 

59.1
 

        
Total current liabilities

 

351.5
 

327.6
 

627.2
 

        
LONG-TERM DEBT

 

17.5
 

18.5
 

15.4
 

        
LONG-TERM DEFERRED REVENUE ON UNCOMPLETED CONTRACTS

 

85.6
 

62.5
 

28.1
 

        
OTHER LIABILITIES

 

50.2
 

63.7
 

34.6
 

        
Total liabilities

 

504.8
 

472.3
 

705.3
 

        
COMMITMENTS AND CONTINGENCIES (Note 9)

       

        
MINORITY INTEREST

 

30.1
 

23.6
 

21.1
 

        
PARENT COMPANY EQUITY (DEFICIT):

       

Parent company investment
 

589.1
 

585.1
 

(10.4)
Accumulated other comprehensive loss

 

(12.0) (16.2) (16.8)
        

Total Parent company equity (deficit)
 

577.1
 

568.9
 

(27.2)
        
TOTAL

 

$ 1,112.0
 

$ 1,064.8
 

$ 699.2
 

 
See notes to combined financial statements.

     

(Concluded)
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EARTH TECH
 
COMBINED STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED SEPTEMBER 28, 2007, SEPTEMBER 29, 2006,
AND SEPTEMBER 30, 2005
(Dollars in millions)
 
  

2007
 

2006
 

2005
 

        
REVENUE — Including related-party revenue of $6.7, $22.4, and $12.9, respectively

 

$ 1,174.1
 

$ 1,209.8
 

$ 1,263.4
 

        
COST OF REVENUES — Including related-party costs of $2.9, $4.2, and $7.5, respectively

 

1,001.6
 

1,050.9
 

1,114.3
 

        
GROSS PROFIT

 

172.5
 

158.9
 

149.1
 

        
SELLING, GENERAL, AND ADMINISTRATIVE EXPENSES

 

152.5
 

134.7
 

151.1
 

EQUITY EARNINGS
 

(14.3) (19.9) (21.3)
CHARGES AND ALLOCATIONS FROM TYCO AND AFFILIATES

 

20.6
 

16.3
 

20.1
 

OTHER EXPENSE (INCOME) — net
 

4.5
 

0.7
 

(0.1)



        
OPERATING INCOME (LOSS)

 

9.2
 

27.1
 

(0.7)
        
INTEREST EXPENSE — Net of interest income of $0.4, $2.0, and $4.7, respectively

 

5.0
 

2.3
 

0.7
 

        
RELATED-PARTY INTEREST (INCOME) EXPENSE — net of interest expense (income)

of $12.1,  ($65.6), and ($37.2), respectively
 

(14.3) 23.0
 

19.3
 

        
INCOME (LOSS) BEFORE PROVISION (BENEFIT) FROM INCOME TAXES AND

MINORITY INTEREST
 

18.5
 

1.8
 

(20.7)
        
INCOME TAX PROVISION (BENEFIT)

 

11.5
 

(11.4) (11.0)
        
MINORITY INTEREST — Net of tax benefit of $0.3, $0.7, and $0.5, respectively

 

0.8
 

1.2
 

0.9
 

        
NET INCOME (LOSS)

 

$ 6.2
 

$ 12.0
 

$ (10.6)
 
See notes to combined financial statements.
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EARTH TECH
 
COMBINED STATEMENTS OF PARENT COMPANY EQUITY (DEFICIT)
AND COMPREHENSIVE INCOME (LOSS)
FOR THE YEARS ENDED SEPTEMBER 28, 2007, SEPTEMBER 29, 2006,
AND SEPTEMBER 30, 2005
(Dollars in millions)
 
      

Total
   

    
Accumulated

 
Parent

   

  
Parent

 
Other

 
Company

   

  
Company

 
Comprehensive

 
Equity

 
Comprehensive

 

  
Investment

 
Loss

 
(Deficit)

 
Income (Loss)

 

          
BALANCE — September 18, 2004

 

$ 21.9
 

$ (16.3) $ 5.6
   

          
Net capital distribution to Parent

 

(21.7)
  

(21.7)
  

          
Net loss

 

(10.6)
  

(10.6) $ (10.6)
          
Currency translation adjustment

   

(2.4) (2.4) (2.4)
          
Minimum pension liability — net of tax of $0.8

 

 

 

1.9
 

1.9
 

1.9
 

          
BALANCE — September 30, 2005

 

(10.4) (16.8) (27.2) $ (11.1)
          

Net capital contribution from Parent
 

583.5
   

583.5
   

          
Net income

 

12.0
   

12.0
 

$ 12.0
 

          
Currency translation adjustment

   

(0.9) (0.9) (0.9)
          
Minimum pension liability — net of tax of $0.6

   

1.5
 

1.5
 

1.5
 

          
BALANCE — September 29, 2006

 

585.1
 

(16.2) 568.9
 

$ 12.6
 

          
Net capital distribution to Parent

 

(2.2)
  

(2.2)
  

          
Net income

 

6.2
   

6.2
 

$ 6.2
 

          
Currency translation adjustment

   

4.5
 

4.5
 

4.5
 

          
Minimum pension liability — net of tax of $3.7

   

7.2
 

7.2
 

7.2
 

          
Adjustment to adopt FASB Statement No. 158 — net of tax of $3.6

   

(7.5) (7.5) (7.5)
          
BALANCE — September 28, 2007

 

$ 589.1
 

$ (12.0) $ 577.1
 

$ 10.4
 

 
See notes to combined financial statements.
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EARTH TECH
 
COMBINED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED SEPTEMBER 28, 2007, SEPTEMBER 29, 2006,
AND SEPTEMBER 30, 2005
(Dollars in millions)
 
  

2007
 

2006
 

2005
 

        
CASH FLOWS FROM OPERATING ACTIVITIES:

       

Net income (loss)
 

$ 6.2
 

$ 12.0
 

$ (10.6)
Adjustments to reconcile net income (loss) to net cash provided by operating activities:

       

Depreciation and amortization
 

22.8
 

11.7
 

15.4
 

Bad debt expense
 

3.3
 

1.8
 

3.9
 

(Gain) loss on sale of property, equipment, and improvements
   

(0.5) 0.4
 

Equity earnings
 

(14.3) (19.9) (21.3)
Gain on divestiture

 

(1.1)
    

Loss on asset impairment
 

0.3
   

2.2
 

Minority interest expense
 

0.8
 

1.2
 

0.9
 

Deferred income taxes
 

10.5
 

(9.9) 0.5
 

Return on equity investment
 

5.4
 

19.0
 

14.8
 

Changes in operating assets and liabilities — net of effects from acquisition of
businesses:

       

(Increase) decrease in accounts receivable
 

(7.8) 8.7
 

54.6
 

Decrease in investments in sales-type leases
 

5.4
 

9.2
 

3.6
 

Increase in other current assets
 

(0.3) (2.2) (0.5)
Decrease in other assets

 

1.1
 

4.2
 

1.2
 

Increase (decrease) in accounts payable
 

11.9
 

(2.2) (29.3)
(Decrease) increase  in accrued expenses

 

(3.1)
  

2.7
 

(Decrease) increase  in other current liabilities
 

(0.7) (13.2) 30.4
 

Increase in deferred revenue on uncompleted contracts
 

15.8
 

32.6
 

48.6
 

Increase (decrease) in other liabilities
   

2.2
 

(0.9)
        

Net cash provided by operating activities
 

56.2
 

54.7
 

116.6
 

        
CASH FLOWS FROM INVESTING ACTIVITIES:

       

Payments for productive assets
 

(50.4) (49.2) (42.2)
Purchase of property, equipment, and improvements

 

(14.7) (12.9) (12.4)
Proceeds from divestiture of assets and liabilities

 

2.2
     

Proceeds from sale of property, equipment, and improvements
 

0.2
 

1.5
 

0.6
 

Net intercompany funding to parent
 

(9.0) (31.5) (31.4)
(Increase) decrease in restricted cash

 

(2.9) (0.7) 6.5
 

Return of investment in joint venture
 

0.2
 

0.6
 

0.4
 

        
Net cash used in investing activities

 

(74.4) (92.2) (78.5)
 

(Continued)
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EARTH TECH
 
COMBINED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED SEPTEMBER 28, 2007, SEPTEMBER 29, 2006,
AND SEPTEMBER 30, 2005
(Dollars in millions)
 
  

2007
 

2006
 

2005
 

        
CASH FLOWS FROM FINANCING ACTIVITIES:

       

Proceeds from long-term debt
 

3.3
 

15.6
 

23.7
 

Payments on long-term debt
 

(1.6) (12.4) (43.4)
Distributions to and from minority shareholders

 

4.0
   

7.8
 

        
Net cash used in financing activities

 

5.7
 

3.2
 

(11.9)
        
EFFECT OF CURRENCY TRANSLATION ON CASH

 

2.4
 

2.6
 

(1.8)
        
(DECREASE) INCREASE IN CASH

 

(10.1) (31.7) 24.4
 

        
CASH — Beginning of year

 

40.7
 

72.4
 

48.0
 

        
CASH — End of year

 

$ 30.6
 

$ 40.7
 

$ 72.4
 



        
SUPPLEMENTAL DISCLOSURES OF CASH FLOW

       

INFORMATION — Cash paid during the year for:
       

Interest
 

$ 13.1
 

$ 93.1
 

$ 61.9
 

        
Taxes

 

$ 10.9
 

$ 6.8
 

$ 4.8
 

        
SUPPLEMENTAL DISCLOSURES OF NONCASH INVESTING AND FINANCING

ACTIVITIES:
       

Property, equipment, and improvement purchases in accounts payable
 

$ 2.7
 

$ 4.6
 

$ 1.2
 

        
Productive assets purchases in accounts payable

 

$ 1.0
 

$ 0.6
 

$ 2.5
 

        
Investment subject to note payable

 

$ —
 

$ 14.4
 

$ —
 

        
Transfer of productive assets to investments in sales-type leases

 

$ —
 

$ 21.4
 

$ —
 

        
Equipment acquired under capital lease

 

$ 0.5
 

$ —
 

$ —
 

 
See notes to combined financial statements. (Concluded)
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EARTH TECH

 
NOTES TO COMBINED FINANCIAL STATEMENTS

AS OF AND FOR THE YEARS ENDED SEPTEMBER 28, 2007, SEPTEMBER 29, 2006, AND 
SEPTEMBER 30, 2005

 
1.      DESCRIPTION OF BUSINESS

 
Earth Tech (the “Company”) is comprised of a number of entities that are affiliated through common ownership (see Note 2). Earth Tech, Inc., the
primary U.S. entity, which manages the Earth Tech group, was established in 1970. The Company was subsequently acquired in 1996 by Tyco
International, Ltd. (“Tyco” or the “Parent”), a Bermuda company that is publicly traded on the New York and Bermuda stock exchanges.
 
The Company’s principal services involve the treatment and handling of water, wastewater, and hazardous waste. The Company also provides
infrastructure and transportation design and construction services for institutional, civic, commercial, and industrial customers; design, construction
management, project financing, and facility operating services for water and wastewater treatment facilities for municipal and industrial customers; and
transportation engineering and consulting. The Company operates through a network of offices in North America, Europe, South America, and the Asia-
Pacific region and competes with a number of international, national, regional, and local companies on the basis of price and the breadth and quality of
services.
 

2.      BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
 

Principles of Combination and Consolidation — The combined financial statements include the accounts and transactions of the following legal
entities and their respective 100% owned subsidiaries:

 
  

Country of
   

Legal Entity
 

Incorporation
 

Ownership
 

      
Earth Tech, Inc. — Beijing Rep Office

 

China
 

100
 

Earth Tech (Canada) Inc.
 

Canada
 

100
 

Earth Tech (Infrastructure) Inc.
 

USA
 

100
 

Earth Tech Mexican Holdings, S.A. de C.V
 

Mexico
 

100
 

Earth Tech Hungary KFT
 

Hungary
 

100
 

Earth Tech, Inc.
 

USA
 

100
 

Qinhuangdao Pacific Water Company Limited
 

China
 

 80
 

International Quality & Environmental Services LLC
 

USA
 

100
 

J Muller International
 

USA
 

100
 

Earth Tech CZ s.r.o.
 

Czech
 

100
 

Professional Registrar Organization, Inc.
 

USA
 

100
 

Earth Tech Environment & Infrastructure Inc.
 

USA
 

100
 

Earth Tech Management Consulting Service (Beijing) Company Limited
 

China
 

100
 

Talisman Partners, Ltd.
 

USA
 

100
 

TAMS Consultants, Inc.
 

USA
 

100
 

Tianjin Earth Tech Jieyuan Water Co., Ltd.
 

China
 

 52
 

Tyco Tech Holdings Ireland
 

Ireland
 

100
 

Tyco Tech Limited
 

UK
 

100
 

Nordic Water Products AB
 

Sweden
 

100
 

Waterlink Sweden
 

Sweden
 

100
 

Water and Power Technologies, Inc.
 

USA
 

100
 

Guangzhou Xilang Wastewater Treatment Company Limited
 

China
 

 67
 

MEVA Umwelttechnologie GmbH
 

Germany
 

100
 

   



Earth Tech Umwelttechnick GmbH Germany 100
 

Intercompany transactions have been eliminated.
 
In addition to the legal entities listed above, the combined financial statements include certain of the assets, liabilities, revenues, expenses, and cash
flows of the consulting and engineering business of Earth Tech Engineering Pty. Limited (an Australian legal entity) and Earth Tech Klartechnik GmbH
(German legal entities). These combined financial statements exclude the assets, liabilities, revenues, expenses, and cash flows associated with a
design/build project within Earth Tech (Infrastructure) Inc., 91st Avenue Wastewater Treatment Plant.
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The combined financial statements have been prepared in United States (“U.S.”) dollars and in accordance with accounting principles generally accepted
in the United States of America. The Company consolidates variable interest entities (“VIEs”) in which the Company bears a majority of the risk related
to the entities’ potential losses or stands to gain from a majority of the entities’ expected returns and has accordingly determined it is the primary
beneficiary. These financial statements present the combined financial position, results of operations, and cash flows of the Company as a subsidiary of
the Parent and include allocations of expenses by the Parent and related-party transactions. The combined financial statements presented may not be
indicative of the results that would have been achieved had the Company operated as a separate, stand-alone entity. See Note 12 for detail on allocation
of expenses.
 
Change in Fiscal Year — In September 2004, the Company changed its fiscal year end to a “52-53 week” year ending on the last Friday of September.
Starting in fiscal year 2006, 52-week fiscal years will have quarterly periods 13 weeks in length. For fiscal years in which there are 53 weeks, the fourth
quarter reporting period will be 14 weeks in length, with the first such occurrence taking place in fiscal year 2011. As a result of this change, the fiscal
year 2005 figures presented in the combined financial statements and related footnotes include 54 weeks of activity, covering a period from
September 18, 2004 to September 30, 2005. The additional week of activity in fiscal year 2005 resulted primarily in additional assets of approximately
$63.1 million and an increase in operating income of approximately $1.4 million. The change was made to align the Company’s fiscal year end with
Tyco’s fiscal year end.
 
Use of Estimates — The Company makes certain estimates and assumptions in preparing the combined financial statements in accordance with
accounting principles generally accepted in the United States of America. These estimates and assumptions affect the reported amounts of assets and
liabilities, the disclosure of contingent assets and liabilities at the date of the combined financial statements, and the reported amounts of revenues and
expenses for the periods presented. Significant estimates in these combined financial statements include estimated costs to complete long-term fixed-
price and nonfixed-price contracts, allowance for doubtful accounts, estimates of future cash flows associated with long-lived assets, fair value of long-
lived assets, and deferred income taxes. Actual results may differ from these estimates.
 
Revenue Accounting for Contracts — In accounting for construction, engineering, design, or similar services, the Company follows the provisions of
the American Institute of Certified Public Accountants Statement of Position (SOP) 81-1, Accounting for Performance of Construction-Type and
Certain Production-Type Contracts. In applying the percentage-of-completion method, revenue is recognized as costs are incurred. Under this method
for revenue recognition, the Company estimates the progress towards completion to determine the amount of revenue and profit to recognize on
contracts.
 
The Company generally utilizes a cost-to-cost approach in applying the percentage-of-completion method, under which revenue is earned in proportion
to total costs incurred, divided by total costs expected to be incurred.
 
Billing practices for percentage-of-completion contracts are governed by the contract terms, based upon costs incurred, achievement of milestones, or
agreed-upon schedules. Billings do not necessarily correlate with revenue recognized under the percentage-of-completion method of accounting.
Billings in excess of recognized revenue are recorded as deferred revenue on uncompleted contracts. When billings are less than recognized revenue, the
difference is recorded in unbilled costs, included in accounts receivable in the accompanying combined balance sheets.
 
Due to uncertainties inherent in the estimation process, it is possible that actual completion costs may vary from estimates. If estimated total costs on
any contract indicate a loss, the Company charges the entire estimated loss to operations in the period the loss first becomes known. In limited
circumstances, the Company may use the completed-contract method for specific contracts for which reasonably dependable estimates cannot be made
or for which inherent hazards make the estimates doubtful. The completed-contract method is also used for the design/build deliverable of a
design/build/finance/operate (DBFO) multiple-element arrangement.
 
In 2000, the Company obtained an insurance policy to address the risk and uncertainty associated with a U.S. environmental remediation project. The
policy provides for recovery of 90% of remediation costs that exceed $2.4 million with a maximum recovery of $4.5 million. Costs on this project are
expensed as incurred and are included in cost of revenues in the accompanying combined statements of operations. Insurance receivables are included in
other current and noncurrent assets in the accompanying combined balance sheets at September 28, 2007, September 29, 2006, and September 30, 2005,
and totaled $0.8 million, $1.4 million, and $2.0 million, respectively.
 
In the course of providing its services, the Company routinely subcontracts for services and incurs other direct costs on behalf of its customers. These
costs are passed through to customers and are included in the Company’s revenue and cost of revenues when it is their responsibility to procure or
manage such costs.

 
9

 
Change Orders and Claims — Change orders are modifications of an original contract that could effectively change the provisions of the contract.
Change orders typically result from changes in specifications or design, manner of performance, facilities, equipment, materials, sites, or period of
completion of the work. Change orders are typically documented and the terms of such change orders are agreed upon with the customer before the
work is performed. Sometimes circumstances require that work progress without customer agreement before the work is performed. Claims are amounts
in excess of agreed contract price that the Company seeks to collect from its customers or others for customer-caused delays, errors in specifications or
designs, contract terminations, change orders that are either in dispute or are unapproved as to both scope and price, or other causes of unanticipated



additional contract costs. Costs related to change orders and claims are recognized when they are incurred. The Company typically records revenue
related to change orders and claims in total estimated revenue when the change order is approved and the claim is settled between both parties. In
accordance with SOP 81-1, in certain instances the Company records contract revenue related to claims only if it is probable that the claim will result in
additional contract revenue and if the amount can be reasonably estimated. If both criteria are met, the Company records revenue only to the extent that
contract costs relating to the claim have been incurred.
 
Operating and Maintenance Service Contracts — The Company has entered into a number of arrangements to provide operational, technical, and
maintenance services (“O&M”) to industrial and municipal customers with water, wastewater, and groundwater treatment facilities globally. The
majority of the O&M services relate to lump-sum, long-term contracts that provide the customer with labor, repairs and maintenance, procurement, and
other administrative services of operating the facility. The Company recognizes revenue for these arrangements in accordance with Staff Accounting
Bulletin (SAB) Topic 13, Revenue Recognition. Accordingly, the Company principally recognizes the total contract revenue ratably over the contract
period unless it is determined that revenue is earned in a different pattern.
 
Multiple-Element Arrangements — The Company enters into a number of arrangements where the Company is engaged as the primary contractor for
the construction of an asset (typically a water or wastewater treatment plant) and, at or around the same time, also enters into an O&M contract with the
ultimate plant owner to provide postconstruction service for that asset. These multiple-element arrangements are referred to as design/build/operate
(DBO) contracts. The Company follows the provisions in Emerging Issues Task Force (EITF) Issue No. 00-21, Revenue Arrangements with Multiple
Deliverables, to account for the separate deliverables within the arrangements. Prior to June 15, 2003, the effective date of EITF Issue No. 00-21, the
Company accounted for the separate values of the deliverables by reference to the stated contract terms for these arrangements, which typically provided
a clear separation between the values of each deliverable. In most instances, the Company determined stated contract values were representative of fair
value of each of the deliverables within the DBO arrangements. For arrangements entered into subsequent to the effective date of EITF Issue No. 00-21,
fair value of the separate deliverables is based on vendor-specific objective evidence (VSOE). The Company accounts for the design/build component
under the accounting model outlined in SOP 81-1 while the O&M portion of the arrangement is accounted for under the principals of SAB Topic 13. In
situations where VSOE cannot be obtained, the Company accounts for the entire arrangement as a single unit of accounting with revenues and costs
associated with the design/build phase of the contract amortized over the term of the operations period.
 
The Company enters into DBFO arrangements, which include the financing of the constructed asset, typically over the period O&M services are
provided. In these DBFO arrangements where title to the asset remains with the Company during the contract period, the Company accounts for the
arrangements under the guidance set forth in Financial Accounting Standards Board (FASB) Statement No. 13, Accounting for Leases, and EITF Issue
No. 01-8, Determining Whether an Arrangement Contains a Lease, where the constructed assets are considered leased assets with the Company acting
as the lessor. The Company evaluates the leases for appropriate treatment based on the guidance of FASB Statement No. 13 and accounts for the lease
accordingly based on the determined lease classification. Lease inception is typically viewed as occurring when asset construction is complete and the
operations period has begun. Accordingly, asset construction costs are capitalized to productive assets and recognized along with related revenue when
construction is complete. The allocation of customer payments between principal pay-back, interest pertaining to the financing of the constructed asset,
and payments for O&M services is based upon an arrangement’s determination of the fair value of each, which is generally determined to be stated
contract values.
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Use of Joint Ventures — As is common to the industry, the Company executes certain contracts jointly with third parties through various forms of joint
ventures, including partnership and corporate joint ventures. In accordance with the provisions of FASB Interpretation (FIN) No. 46(R), Consolidation
of Variable Interest Entities, the Company has analyzed its significant joint ventures and has classified them into two groups: the first group consists of
those VIEs for which the Company is the primary beneficiary of the VIEs’ expected residual returns or losses; the second group consists of those VIEs
for which the Company is not the primary beneficiary of the VIEs’ expected residual returns or losses. VIEs are entities that lack one or more of the
characteristics of a voting interest entity. A controlling financial interest in a VIE is present when an enterprise has a variable interest, or a combination
of variable interests, that will absorb a majority of the VIEs’ expected losses, receive a majority of the VIEs’ expected residual returns, or both. The
enterprise with a controlling financial interest, known as the primary beneficiary, consolidates the VIE. In accordance with FIN No. 46(R), the Company
consolidates all VIEs for which it is the primary beneficiary.
 
The Company generally determines whether it is the primary beneficiary of a VIE by performing a qualitative analysis of the VIE that includes a review
of, among other factors, its capital structure, contractual terms, which interests create or absorb variability, related-party relationships, and the design of
the VIE.
 
When the Company does not have a controlling financial interest in an entity but exerts significant influence over the entity’s operating and financial
policies, the Company accounts for its investment in accordance with the equity method of accounting prescribed by Accounting Principles Board
(APB) Opinion No. 18, The Equity Method of Accounting for Investments in Common Stock. In applying APB Opinion No. 18, the Company typically
records its share of the joint ventures’ earnings and losses based on the percentage equity interest in the joint ventures owned by the Company. In certain
arrangements, when a joint venture agreement designates allocations among the investors of profits and losses, costs and expenses, distributions from
operations or distributions upon liquidation that are different from ownership percentages, the substance of these agreements is considered in
determining how an increase or decrease in net assets of the joint venture will affect cash payments to the Company over the life of the joint venture and
upon its liquidation and, accordingly, in the amount of the joint ventures’ earnings and losses recorded by the Company.
 
Productive Assets — Productive assets represent internally constructed assets used in the delivery of services associated with the treatment and
handling of water and wastewater.
 
Productive Assets — Held For Lease — Productive assets — held for lease include amounts expended to design and build assets leased to customers. 
Such assets are accounted for as either operating leases or sales-type leases in accordance with FASB Statement No. 13.  Productive assets held for lease
for which title has been retained are typically leased to customers under operating leases and are recorded at cost, net of depreciation. Productive assets
held for lease also includes capitalized costs related to assets for which construction is in progress in relation to DBFO contracts. Upon completion of
the Company’s design and build services, such assets are typically accounted for as investments in sales-type leases.
 
Productive Assets — Deferred Costs on Uncompleted Contracts — Productive assets — deferred costs on uncompleted contracts include amounts
expended to design and build assets currently in service, for which title has transferred to a customer, under DBO contracts. These arrangements are
accounted for as a single unit of accounting due to the inability to obtain VSOE of fair value in accordance with the provisions of EITF Issue No. 00-21.



 
Deferred Revenue on Uncompleted Contracts — Deferred revenue on uncompleted contracts includes billings in excess of recognized revenue. Long-
term deferred revenue on uncompleted contracts represents revenue associated with the design and build phase of DBO contracts accounted for as a
single unit of accounting due to the inability to obtain VSOE of fair value of the separate deliverables within the arrangements in accordance with the
provisions of EITF Issue No. 00-21.
 
Cash — Cash includes cash on hand and cash in banks.
 
The Company participates in the centralized cash management system of Tyco where cash receipts are transferred to and cash disbursements are funded
by Tyco, principally on a daily basis. These advances are subject to the terms of various cash management and loan agreements between the Company
and the Parent. The amount of cash reported by the Company represents amounts held outside of the cash management system. Negative cash positions
at September 28, 2007, September 29, 2006, and September 30, 2005, of $19.1 million, $14.7 million, and $12.4 million, respectively, are classified as
other current liabilities in the accompanying combined balance sheets.
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On occasion, the Company is required to post cash collateral to secure obligations related to various construction projects and other legal obligations.
The amount of associated restricted cash was $5.9 million, $3.0 million, and $2.3 million at September 28, 2007, September 29, 2006, and
September 30, 2005, respectively. Such restricted cash is primarily related to international warranty and debt reserve obligations on existing projects or
bids for potential projects. Due to the long-term nature of these projects, principally all of the Company’s restricted cash is classified as a noncurrent
asset, included in other assets in the accompanying combined balance sheets.
 
Accounts Receivable and Allowance for Doubtful Accounts — The Company’s principal asset is accounts receivable, and substantially all customers
are provided trade credit. For the years ended September 28, 2007, September 29, 2006, and September 30, 2005, approximately 8.0%, 10.8%, and
10.7% of the accounts receivable balance was due from various agencies of the United States government, respectively. Concentrations of credit risk
associated with the remaining accounts receivable are limited due to the large number of organizations comprising the Company’s customer base, their
geographic dispersion, and the credit evaluation process.
 
The accounts receivable amounts reflected in the accompanying combined balance sheets include billed receivables, unbilled costs, and an allowance for
doubtful accounts. Unbilled costs represent costs and amounts earned and reimbursable under contracts in progress as of the date of the combined
balance sheets but not yet billed to customers. Such amounts become billable according to the contract terms, which usually consider the passage of
time, achievement of certain milestones, or completion of the project. The allowance for doubtful accounts reflects the Company’s best estimate of
probable losses inherent in the receivable portfolio determined on the basis of historical experience, specific allowances for known troubled accounts,
and other currently available evidence.
 
In accordance with the terms of certain long-term contracts, customers may be permitted to withhold between 5% and 10% of such billings until
completion and acceptance of the contracts. The amounts withheld are referred to as retentions. Final payment of all such amounts withheld might not be
received within a one-year period. As a result, retentions have been included in other assets in the combined balance sheets and comprise $14.8 million,
$16.2 million, and $19.0 million, net of allowance of $3.7 million, $5.5 million, and $4.3 million as of September 28, 2007, September 29, 2006, and
September 30, 2005, respectively. It is not practicable to estimate when the amounts of retainage are expected to be collected.
 
Property, Equipment, and Improvements — Property, equipment, and improvements are carried at historical cost in the combined balance sheets and
shown net of accumulated depreciation. Depreciation and amortization are computed by using the straight-line method over the estimated useful life of
the asset. Amortization for leased assets is recorded over the shorter of the lease life or the estimated useful life of the asset. The cost of leasehold
improvements is amortized using the straight-line method over the shorter of remaining term of lease or the useful life of the leasehold improvement.
Upon retirement or other disposition of property, equipment, or improvements, the cost and any related accumulated depreciation are removed from the
accounts and the resulting gains or losses are reflected in earnings. Significant additions and improvements are capitalized. Maintenance and repairs, as
well as improvements of minor amounts, are recorded to expense in the current period.
 
Estimated useful lives are as follows:
 

Buildings and improvements
 

10—40 years
 

Machinery and equipment
 

2—20 years
 

 
Impairment of Long-Lived Assets — The Company reviews long-lived assets, including intangible assets with finite lives, for impairment whenever
events or changes in circumstances indicate that the carrying amount of these assets may not be recoverable. When it is probable that the undiscounted
expected future cash flows will not be sufficient to recover an asset’s carrying amount, the asset is written down to its fair value.
 
Translation of Foreign Currency — For the Company’s operations that account in a functional currency other than U.S. dollars, assets and liabilities
are translated into U.S. dollars at year-end exchange rates while revenues and expenses are translated at the average exchange rates in effect during the
year. Transactions involving currencies other than the U.S. dollar are recovered at the rate of exchange prevailing at the time the transactions are made.
Foreign currency translation gains and losses are reflected within Parent company equity (deficit) and as a component of accumulated other
comprehensive loss. Gains and losses arising from foreign currency transactions are reflected in other expenses (income) in the combined statements of
operations. The Company does not operate in any highly inflationary environments.
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Income Taxes — In determining income (loss) for financial statement purposes, the Company must make certain estimates and judgments. These
estimates and judgments affect the calculation of certain tax liabilities and the determination of the recoverability of certain deferred tax assets, included
in both other current assets and other assets in the accompanying combined balance sheets, which arise from temporary differences between tax and
financial statement recognition of revenue and expense.
 



In evaluating the ability to recover deferred tax assets, the Company considers all available positive and negative evidence including past operating
results, the existence of cumulative losses in the most recent years, and the forecast of future taxable income. In estimating future taxable income, the
Company develops assumptions including the amount of future state, federal, and international pretax operating income, the reversal of temporary
differences, and the implementation of feasible and prudent tax planning strategies. These assumptions require significant judgment about the forecasts
of future taxable income and are consistent with the plans and estimates the Company is using to manage the underlying businesses.
 
The Company currently has recorded significant valuation allowances that it intends to maintain until it is more likely than not the deferred tax assets
will be realized. The income tax expense recorded in the future will be reduced to the extent of decreases in valuation allowances. The realization of
remaining deferred tax assets is primarily dependent on future taxable income in the appropriate jurisdiction. Any reduction in future taxable income
including, but not limited to, any future restructuring activities may require that the Company record an additional valuation allowance against deferred
tax assets. An increase in the valuation allowance would result in additional income tax expense in such period and could have a significant impact on
future earnings. If a change in a valuation allowance occurs, which was established in connection with an acquisition, such adjustment may impact
goodwill rather than the income tax provision.
 
Changes in tax laws and rates could also affect recorded deferred tax assets and liabilities in the future. Management is not aware of any such changes
that would have a material effect on the Company’s results of combined financial position, results of operations, and cash flows.
 
In addition, the calculation of tax liabilities involves dealing with uncertainties in the application of complex tax regulations in a multitude of
jurisdictions across global operations. The Company recognizes potential liabilities and records tax liabilities for anticipated tax audit issues in the U.S.
and other tax jurisdictions based on an estimate of whether, and to the extent to which it is probable that, additional taxes will be due and such amounts
are reasonably estimable. These tax liabilities are reflected net of related tax loss carryforwards. The Company adjusts these reserves in light of
changing facts and circumstances; however, due to the complexity of some of these uncertainties, the ultimate resolution may result in a payment that is
materially different from the current estimate of the tax liabilities. If the estimate of tax liabilities proves to be less than the ultimate assessment, an
additional charge to expense would result. If payment of these amounts ultimately proves to be less than the recorded amounts, the reversal of the
liabilities would result in tax benefits being recognized in the period when the Company determines the liabilities are no longer necessary. If the tax
liabilities relate to tax uncertainties existing at the date of the acquisition of a business, the adjustment of such tax liabilities will result in an adjustment
to the goodwill recorded at the date of acquisition.
 
Fair Value of Financial Instruments — As defined by FASB Statement No. 107, Disclosures about Fair Value of Financial Instruments, the
Company’s financial instruments include transactions with the Parent and related parties included within Parent company equity (deficit) and amounts
due from (to) Tyco and affiliates in the accompanying combined balance sheets. Management is not able to practically estimate the fair value of these
transactions with the Parent and related parties due to the related-party nature of these balances.
 
Additional financial instruments include accounts receivable and other amounts arising out of normal contract activities, including retentions that may
be settled beyond one year, accounts payable, accrued expenses, and long-term debt, including capital lease obligations, approximate fair value at
September 28, 2007, September 29, 2006, and September 30, 2005.
 
Parent Company Investment and Amounts Due From (To) Tyco and Affiliates — The net cash activity associated with the Parent, which includes
the activity associated with the cash management system, is recorded as a net capital contribution from or distribution to the Parent in the combined
statements of Parent company equity (deficit) and comprehensive income (loss) and in amounts due from (to) Tyco and affiliates in the combined
balance sheets. The net cash activity with the Parent was recorded as a net capital distribution to the Parent and amounted to $9.0 million, $31.5 million,
and $31.4 million for the years ended September 28, 2007, September 29, 2006, and September 30, 2005, respectively. In addition, the amounts due
from (to) Tyco and affiliates include the noncash expenses allocated from the Parent that are discussed in Note 12. Net interest earned or paid on
advances between Tyco and the Company is reflected in the accompanying combined statements of operations.
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Stock-Based Compensation — Effective October 1, 2005, Tyco and the Company adopted FASB Statement No. 123(R), Share-Based Payment, which
requires compensation costs related to share-based transactions, including employee stock options, to be recognized in the combined financial
statements based on fair value. FASB Statement No. 123(R) revises FASB Statement No. 123, as amended, Accounting for Stock-Based Compensation,
and supersedes APB Opinion No. 25, Accounting for Stock Issued to Employees. The Company adopted FASB Statement No. 123(R) using the modified
prospective application transition method. Under this method, compensation cost is recognized for the unvested portion of share-based payments granted
prior to October 1, 2005, and all share-based payments granted subsequent to September 30, 2005, over the related vesting period. Prior to October 1,
2005, the Company applied the intrinsic-value-based method prescribed in APB Opinion No. 25 in accounting for employee stock-based compensation.
Prior-period results have not been restated upon the adoption of FASB Statement No. 123(R). Due to the adoption of FASB Statement No. 123(R), the
Company’s combined results from continuing operations for 2006 include incremental share-based compensation expense totaling $3.3 million.
 
Accrued Expenses — Accrued expenses consist of accrued salaries and wages, vacations, legal and audit fees, insurance, bonus, taxes, and other
accruals. Accrued vacations and holidays were $17.8 million, $18.3 million, and $18.8 million at September 28, 2007, September 29, 2006, and
September 30, 2005, respectively.
 
FCPA Matters — In connection with the Company’s operations in Germany, in 2005 and 2006 the Company engaged in reviews of the internal controls
and legal compliance procedures within the finance and accounting departments of Earth Tech Klartechnik GmbH (BUT). The Company’s internal
investigations revealed that certain payments made by a subcontractor for a third-party investor partner in a joint venture in which BUT was a party may
have been made in violation of the Foreign Corrupt Practices Act (FCPA). Although the recipients of the payments could not be ascertained,
management has nevertheless dissolved its relationship with the joint venture and third-party investor to said joint venture, improved its internal
controls, voluntarily reported these potential violations to the Securities and Exchange Commission and the United States Department of Justice, and has
continued to cooperate fully with these agencies regarding these matters.
 
Summary of Significant Recent Accounting Pronouncements — In June 2006, the FASB issued FIN No. 48, Accounting for Uncertainty in Income
Taxes — an interpretation of FASB Statement No. 109. This interpretation prescribes a comprehensive model for the financial statement recognition,
measurement, presentation, and disclosure of uncertain tax positions taken or expected to be taken in income tax returns. FIN No. 48 was effective for
the Company in the first quarter of 2008, and its adoption did not have a material impact on the results of the Company’s combined financial position,
results of operations, and cash flows.



 
In September 2006, the FASB issued FASB Statement No. 157, Fair Value Measurements, which enhances existing guidance for measuring assets and
liabilities at fair value. FASB Statement No. 157 defines fair value and expands disclosures about fair value measurements. FASB Statement No. 157 is
effective for the Company beginning in fiscal year 2009. The Company is currently assessing the impact, if any, that FASB Statement No. 157 will have
on the results of its combined financial position, results of operations, and cash flows.
 
In September 2006, the FASB issued FASB Statement No. 158, Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans —
an amendment of FASB Statements No. 87, 88, 106, and 132(R). FASB Statement No. 158 requires that employers recognize the funded status of defined
benefit pension and other postretirement benefit plans as a net asset or liability on the balance sheet and recognize as a component of other
comprehensive income (loss), net of tax, the gains or losses and prior service costs or credits that arise during the period but are not recognized as a
component of net periodic benefit cost. Under FASB Statement No. 158, companies are required to measure plan assets and benefit obligations as of
their fiscal year end. The Company presently uses a measurement date of August 31. FASB Statement No. 158 also requires additional disclosure in the
notes to the combined financial statements. The recognition provisions of FASB Statement No. 158 were effective at the end of fiscal year 2007, while
the measurement date provisions become effective in fiscal year 2009. The Company adopted the recognition and disclosure provisions of FASB
Statement No. 158 as of September 28, 2007. The Company recognized a net $7.5 million liability through a reduction in total parent company equity
(deficit).
 
In February 2007, the FASB issued FASB Statement No. 159, The Fair Value Option for Financial Assets and Financial Liabilities, including an
amendment of FASB Statement No. 115. FASB Statement No. 159 permits an entity, on a contract-by-contract basis, to make an irrevocable election to
account for certain types of financial instruments and warranty and insurance contracts at fair value, rather than historical cost, with changes in the fair
value, whether realized or unrealized, recognized in earnings. FASB Statement No. 159 is effective for the Company in the first quarter of fiscal year
2009. The Company is currently assessing the impact that FASB Statement No. 159 will have on the results of its combined financial position, results of
operations, and cash flows.

 
14

 
In June 2007, the EITF reached a consensus on EITF Issue No. 06-11, Accounting for Income Tax Benefits of Dividends on Share-Based Payment
Awards. EITF Issue No. 06-11 states that an entity should recognize a realized tax benefit associated with dividends on nonvested equity shares,
nonvested equity share units, and outstanding equity share options charged to retained earnings as an increase in common stock. The amount recognized
in common stock should be included in the pool of excess tax benefits available to absorb potential future tax deficiencies on share-based payment
awards. EITF Issue No. 06-11 should be applied prospectively to income tax benefits of dividends on equity-classified, share-based payment awards that
are declared in fiscal years beginning on February 1, 2008. The Company is currently assessing the impact, if any, that EITF Issue No. 06-11 will have
on the results of its combined financial position, results of operations, and cash flows.
 
In December 2007, the FASB issued FASB Statement No. 141R, Business Combinations. FASB Statement No. 141R retains the fundamental
requirements in FASB Statement No. 141 that the acquisition method of accounting (which FASB Statement No. 141 called the purchase method) be
used for all business combinations and for an acquirer to be identified for each business combination. FASB Statement No. 141R defines the acquirer as
the entity that obtains control of one or more businesses in the business combination and establishes the acquisition date as the date that the acquirer
achieves control. FASB Statement No. 141R is effective for business combination transactions for which the acquisition date is on or after the beginning
of the first annual reporting period beginning on or after December 15, 2008. The Company is currently assessing the impact, if any, that FASB
Statement No. 141R will have on the results of its combined financial position, results of operations, and cash flows.
 
In December 2007, the FASB issued FASB Statement No. 160, Noncontrolling Interests in Consolidated Financial Statements. This statement amends
Accounting Research Bulletin No. 51 to establish accounting and reporting standards for the noncontrolling interest in a subsidiary and for the
deconsolidation of a subsidiary. It clarifies that a noncontrolling interest in a subsidiary is an ownership interest in the consolidated entity that should be
reported as equity in the consolidated financial statements. FASB Statement No. 160 is effective for fiscal years and interim periods within those fiscal
years beginning on or after December 15, 2008. The Company is currently assessing the impact, if any, that FASB Statement No. 160 will have on the
results of its combined financial position, results of operations, and cash flows.
 
In December 2007, the FASB ratified the EITF consensus on EITF Issue No 07-1, Accounting for Collaborative Arrangements, which discusses how
parties to a collaborative arrangement (which does not establish a legal entity within such arrangement) should account for various activities. The
consensus indicates that costs incurred and revenues generated from transactions with third parties (i.e., parties outside of the collaborative arrangement)
should be reported by the collaborators on the respective line items in their income statements pursuant to EITF Issue No. 99-19, Reporting Revenue
Gross as a Principal Versus Net as an Agent. Additionally, the consensus provides that income statement characterization of payments between the
participation in a collaborative arrangement should be based upon existing authoritative pronouncements; analogy to such pronouncements if not within
their scope; or a reasonable, rational, and consistently applied accounting policy election. EITF Issue No. 07-1 is effective for interim or annual
reporting periods in fiscal years beginning after December 15, 2008, and is to be applied retrospectively to all periods presented for collaborative
arrangements existing as of the date of adoption. The Company is currently assessing the impact, if any, that EITF Issue No. 07-1 will have on the
results of its combined financial position, results of operations, and cash flows.
 

3.      INVESTMENTS IN JOINT VENTURES AND VIES
 

As is common to the industry, the Company executes certain contracts jointly with third parties through various forms of joint ventures, including
partnership and corporate joint ventures. All debt outstanding for joint ventures is nonrecourse debt. In the event that the joint ventures require
additional funding, the Company is obligated under contingent capital calls.
 
The following is a description of certain of the Company’s joint ventures, for which the Company is the primary beneficiary:
 

·

 

In April 2003, the Company and other unrelated parties formed a joint venture to bid on, and upon acceptance, enter into, a contract in the
United Kingdom, which involves providing water, sewerage, and sewage disposal services. The Company holds a 50% equity interest in
the joint venture and has entered into a contract to design and reconstruct the assets of the joint venture. The fee earned on the contract is
a significant component of the return on investment in this joint venture. As of September 28, 2007, September 29, 2006, and
September 30, 2005, the joint venture had total assets of $92.1 million, $52.4 million, and $60.8 million and total liabilities of $35.5
million, $31.5 million, and $38.0 million, respectively. ‘
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·

 

In June 2003, a joint venture was formed in Illinois between the Company and other unrelated parties for a design and build project. The
purpose of the joint venture is to enter into a contract to provide services in connection with lead engineering and design services. The
Company holds a 36% equity interest in the joint venture and is the joint venture’s project manager. As part of this role, the Company
manages the design and reconstruction of the project assets. The fee earned on the contract is a significant component of the return on
investment in this joint venture. As of September 28, 2007, September 29, 2006, and September 30, 2005, the joint venture had total
assets of $1.3 million, $3.1 million, and less than $0.1 million and total liabilities of $0.4 million, $1.5 million, and less than $0.1 million,
respectively.

 
The following is a description of the significant unconsolidated joint ventures with 50% or less owned interests for which the Company is not the
primary beneficiary:

   
·

 

In January 2000, a joint venture was formed in the United Kingdom with an unrelated third party to combine expertise to prepare the
design, procure, and deliver all necessary equipment and materials and to construct and commission any awarded work. The Company
owns a 50% equity interest in this joint venture. The purpose of the joint venture is to provide the treatment of clean water and
wastewater for the period from April 1, 2000 to March 31, 2005, and the period from April 1, 2005 to March 31, 2010. The Company’s
expertise relates primarily to overall project management; process design, including an understanding of chemical and biological
treatments; mechanical and electrical design; and civil and structural engineering. As of September 28, 2007, September 29, 2006, and
September 30, 2005, the joint venture had equity earnings of $2.8 million, $3.6 million, and $4.8 million, respectively. The aggregate
maximum exposure to loss as a result of the Company’s involvement with this joint venture is limited to the equity investment, which is
$1.2 million as of September 29, 2007.

   
·

 

In April 2005, the Company, with Consortium Partners, formed a joint venture, in which the Company owns a 45% equity interest, to
undertake a project involving the upgrade and construction of four water treatment plants and connecting mains in the United Kingdom.
The joint venture entered into a 25-year DBFO contract to provide water treatment and bulk water supplies to Water and Sewerage
Services (Northern Ireland). The plants will supply approximately 50% of Northern Ireland’s drinking water needs. As of September 28,
2007, September 29, 2006, and September 30, 2005, the joint venture had equity losses of $0.2 million, $1.1 million, and $0, respectively.
The aggregate maximum exposure to loss as a result of the Company’s involvement with this joint venture is limited to the equity
investment, which is $14.5 million as of September 28, 2007, and outstanding guarantees as discussed in Note 9.

   
·

 

In May 2001, the Company, through an acquisition, became a partner in a joint venture. The purpose of the joint venture is to design,
build, finance, and operate a wastewater treatment plant for 12 years to supply treated water to a Mexican state-run oil company. To meet
its obligations under the service contract, the joint venture entered into agreements with the Company to provide engineering, equipment
procurement, and construction of the plant and operation and maintenance of the plant. The Company holds a 45% equity interest in the
joint venture. As of September 28, 2007, September 29, 2006, and September 30, 2005, the joint venture had equity earnings of
$1.4 million, $1.7 million, and $2.1 million, respectively. The aggregate maximum exposure to loss as a result of the Company’s
involvement with this joint venture is limited to the equity investment, which is $7.3 million as of September 28, 2007.

   
·

 

In May 2001, through an acquisition, the Company became a partner in a joint venture. The joint venture signed two service contracts,
with a 12-year term with a Mexican state-run oil company, to design, build, finance, and operate two wastewater treatment facilities to
supply treated water. The Company holds a 37.5% equity interest in the joint venture. As of September 28, 2007, September 29, 2006,
and September 30, 2005, the joint venture had equity earnings of $3.0 million, $3.6 million, and $3.8 million, respectively. The aggregate
maximum exposure to loss as a result of the Company’s involvement with this joint venture is limited to the equity investment, which is
$9.1 million as of September 28, 2007.

   
·

 

In July 2005, a joint venture was formed to provide program management support and technical engineering assistance for the Federal
Emergency Management Agency (FEMA). The Company owns a 40% equity interest in this joint venture. The joint venture has a
contractual life of 5 years and will terminate upon completion of the project with FEMA. As of September 28, 2007, September 29, 2006,
and September 30, 2005, the joint venture had equity earnings of $2.7 million, $6.5 million, and $3.0 million, respectively. The aggregate
maximum exposure to loss as a result of the Company’s involvement with the joint venture is limited to the equity investment, which is
$0.5 million as of September 28, 2007.
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·

 

In April 2003, the Company, with two real estate development companies, formed a joint venture in which the Company owns a 45%
equity interest. The objective of the joint venture was to design, build, and finance a series of sewage lines, piping, connectors, and
collectors, as well as, to design, build, finance, and operate a wastewater treatment plant in Xalapa, Mexico. Once the Plant was
constructed, the joint venture would be obligated to provide 100% of its output (i.e., treated wastewater) to the municipality in exchange
for a monthly fee. After 18 years of operation, title to the Plant would be transferred to the municipality. As of September 28, 2007,
September 29, 2006, and September 30, 2005, the joint venture had equity losses of $0.4 million, $0.1 million, and $0.1 million,
respectively. The aggregate maximum exposure to loss as a result of the Company’s involvement with this joint venture is limited to the
equity investment, which is $4.6 million as of September 28, 2007.

   
·

 

In May 2001, the Company, through an acquisition, became a partner in a joint venture in Tula Hidalgo, Mexico. The purpose of the joint
venture is to design, build, finance, and operate a wastewater treatment plant for 12 years to supply treated water to a state-run oil
company in Mexico. To meet its obligations under the service contract, the joint venture entered into agreements with the Company to
provide engineering, equipment procurement, construction of the plant, and operation and maintenance of the plant. The Company holds
a 45% equity interest in the joint venture. As of September 28, 2007, September 29, 2006, and September 30, 2005, the joint venture had
equity earnings of $0.5 million, $0.5 million, and $0.7 million, respectively. The aggregate maximum exposure to loss as a result of the
Company’s involvement with this joint venture is limited to the equity investment, which is $1.9 million as of September 28, 2007.



 
Summary financial information of the unconsolidated joint ventures with 50% or less owned interests is as follows (dollars in millions):

 
  

2007
 

2006
 

2005
 

        
Financial position:

       

Current assets
 

$ 252.3
 

$ 89.4
 

$ 60.4
 

Current liabilities
 

228.1
 

71.8
 

46.4
 

        
Working capital

 

$ 24.2
 

$ 17.6
 

$ 14.0
 

        
Noncurrent assets

 

$ 233.1
 

$ 118.0
 

$ 88.8
 

        
Noncurrent liabilities

 

$ 200.5
 

$ 85.4
 

$ 51.6
 

        
Results of operations:

       

Revenues
 

$ 179.5
 

$ 246.6
 

$ 236.9
 

        
Net income

 

$ 24.5
 

$ 34.0
 

$ 36.2
 

 
The following is a description of the unconsolidated joint ventures with greater than 50% owned interests for which the Company is not the primary
beneficiary:
 

·

 

In March 1997, a joint venture was originally established in the municipality of Guangzhou, People’s Republic of China, between a U.S.-
based company (“Prior Investor”) and a Chinese governmental entity. The purpose of the joint venture is to design, build, finance, and
operate a wastewater treatment facility for the population of Guangzhou, People’s Republic of China. In December 2001, the Company
acquired 65% of the Prior Investor’s 67% equity interest in the joint venture, with the intention of commencing the design, construction,
and operation of the facility. In June 2002, the Company acquired the Prior Investor’s remaining 2% equity stake in the joint venture to
increase its equity investment to 67%. The joint venture has a contractual life of 20 years, during which time services for 100% of the
facility’s output, treated wastewater, are purchased by the unrelated joint venture partner via an exclusive service agreement. As of
September 28, 2007, September 29, 2006, and September 30, 2005, the joint venture had equity earnings of $2.8 million, $3.0 million,
and $3.6 million, respectively. The aggregate maximum exposure to loss as a result of the Company’s involvement with this joint venture
is limited to the equity investment, which is $34.8 million as of September 28, 2007.
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·                  In April 2002, a joint venture was formed to renovate, operate, and maintain an existing water plant for 20 years so as to improve the quality and

quantity of treated water supplied by the plant, for which the Company owns a 52% equity interest. The joint venture has a contractual life of
20 years, during which time services for 100% of the plant’s output, treated wastewater, are purchased by the Municipality of Tianjin in the
People’s Republic of China via an exclusive service agreement. As of September 28, 2007, September 29, 2006, and September 30, 2005, the
joint venture had equity earnings of $1.9 million, $1.9 million, and $1.8 million, respectively. The aggregate maximum exposure to loss as a
result of the Company’s involvement with this joint venture is limited to the equity investment, which is $22.9 million as of September 28, 2007.

 
Summary financial information of the unconsolidated joint ventures with greater than 50% owned interests is as follows (dollars in millions):

 
  

2007
 

2006
 

2005
 

        
Financial position:

       

Current assets
 

$ 43.8
 

$ 31.3
 

$ 22.5
 

Current liabilities
 

18.7
 

7.8
 

6.7
 

        
Working capital

 

$ 25.1
 

$ 23.5
 

$ 15.8
 

        
Noncurrent assets

 

$ 162.3
 

$ 148.8
 

$ 140.1
 

        
Noncurrent liabilities

 

$ 61.7
 

$ 66.1
 

$ 58.8
 

        
Results of operations:

       

Revenues
 

$ 84.6
 

$ 42.5
 

$ 37.3
 

        
Net income

 

$ 18.3
 

$ 14.7
 

$ 15.9
 

 
4.              RESTRUCTURING CHARGES

 
In 2004, the Company announced restructuring plans, which included the termination of approximately 315 employees and the closure of 11 facilities,
primarily in the United States and Canada. In 2007, the remaining facility reserve for Canada was reversed, as the space was reoccupied by the Company.
In 2007, the Company announced restructuring plans, which included the termination of approximately 59 employees and the closure of 2 facilities,
primarily in Mexico, Germany, and the United States. Activity for the Company’s restructuring reserves is as follows (dollars in millions):

 
  

Employees
 

Facilities
     

  
Severance

 
Exit

     

  
and Benefits

 
Costs

 
Other

 
Total

 

          
     



Balance — September 18, 2004 $ 3.1 $ 3.7 $ 0.1 $ 6.9
          

Charges (credits)
 

(0.4) 0.1
 

0.0
 

(0.3)
Utilization

 

(2.7) (1.7) (0.1) (4.5)
          
Balance — September 30, 2005

 

—
 

2.1
 

—
 

2.1
 

          
Utilization

   

(0.6)
  

(0.6)
          
Balance — September 29, 2006

 

—
 

1.5
 

—
 

1.5
 

          
Charges (credits)

 

2.3
 

0.3
 

1.1
 

3.7
 

Utilization
 

(0.9) (0.5) (1.0) (2.4)
          
Balance — September 28, 2007

 

$ 1.4
 

$ 1.3
 

$ 0.1
 

$ 2.8
 

 
As of September 28, 2007, $2.8 million of restructuring reserves remained in the combined balance sheets, of which $2.2 million was included in accrued
expenses and $0.6 million was included in other liabilities. These liabilities will be paid through 2009 and consist primarily of facilities exit costs.
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The Company recorded restructuring charges (reversals) of $3.7 million, $0, and $(0.3) million during 2007, 2006, and 2005, respectively. Restructuring
charges are recorded in other expenses (income) in the accompanying combined statements of operations.

 
5.              INCOME TAXES

 
The Company is included within a consolidated U.S. federal income tax return, foreign income tax returns, and unitary state income tax returns with
certain of the Parent’s other subsidiaries. The Company recorded the federal, foreign, and state tax provisions using the separate return method, as if the
Company were a separate taxpayer.

 
Significant components of income tax provision (benefit) for the years ended September 28, 2007, September 29, 2006, and September 30, 2005, are as
follows (dollars in millions):

 
  

2007
 

2006
 

2005
 

        
Current:

       

Federal
 

$ (1.7) $ (3.3) $ (19.0)
State

 

0.2
 

(0.8) 0.6
 

Non-U.S.
 

4.3
 

3.0
 

7.6
 

        
Current income tax benefit

 

2.8
 

(1.1) (10.8)
        
Deferred:

       

Federal
 

(1.8) 1.2
 

1.9
 

State
 

9.4
 

(9.9) 2.0
 

Non-U.S.
 

1.1
 

(1.6) (4.1)
        

Deferred income tax benefit
 

8.7
 

(10.3) (0.2)
        
Total income tax provision (benefit)

 

$ 11.5
 

$ (11.4) $ (11.0)
 

The reconciliation between U.S. federal income taxes at the statutory rate and the Company’s benefit from income taxes on continuing operations for the
years ended September 28, 2007, September 29, 2006, and September 30, 2005, is as follows (dollars in millions):

 
  

2007
 

2006
 

2005
 

        
U.S. federal income tax provision (benefit) at the statutory rate

 

$ 6.4
 

$ 0.6
 

$ (7.2)
        
Adjustments to reconcile to the income tax provision (benefit):

       

State tax benefit
   

(3.5) (1.2)
Change in valuation allowance

 

6.4
 

(0.5) 0.2
 

Earnings of foreign joint venture companies
 

(4.5) (7.8) (8.9)
Nondeductible charges

 

2.7
 

1.7
 

0.8
 

Non-U.S. earnings
 

(1.1) 0.2
 

0.1
 

Adjustments to accrued tax for prior years
 

1.5
 

(0.8) 4.9
 

Other
 

0.1
 

(1.3) 0.3
 

        
Provision (benefit) from income taxes

 

$ 11.5
 

$ (11.4) $ (11.0)
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Deferred income taxes, of which the net deferred tax asset is included in both other current assets and other assets in the accompanying combined balance
sheets, result from temporary differences between the amount of assets and liabilities recognized for financial reporting and tax purposes. The
components of the net deferred income tax asset as of September 28, 2007, September 29, 2006, and September 30, 2005, are as follows (dollars in
millions):

 
  

2007
 

2006
 

2005
 

        
Deferred tax assets:

       

Accrued expenses and reserves
 

$ 28.9
 

$ 26.2
 

$ 21.9
 

Tax loss and credit carryforwards
 

24.1
 

24.0
 

11.8
 

Inventories
 

(0.8) 2.7
 

1.4
 

Postretirement benefits
 

5.0
 

6.0
 

6.4
 

Capitalized costs
       

Deferred revenue on uncompleted contracts
 

(2.7) 0.9
 

1.7
 

Property, equipment, and improvements
 

12.7
 

13.6
 

19.3
 

Other
 

1.5
 

0.1
 

0.1
 

        
 

 

68.7
 

73.5
 

62.6
 

        
Deferred tax liabilities:

       

Property, equipment, and improvements
 

(3.7) (4.1) (9.6)
Other

 

(3.2) (3.2) 0.6
 

        
 

 

(6.9) (7.3) (9.0)
        

Net deferred tax assets before valuation allowance
 

61.8
 

66.2
 

53.6
 

        
Valuation allowance

 

(15.8) (9.7) (7.0)
        
Net deferred tax asset

 

$ 46.0
 

$ 56.5
 

$ 46.6
 

 
The valuation allowance for deferred tax assets of approximately $15.8 million, $9.7 million, and $7.0 million as of September 28, 2007, September 29,
2006, and September 30, 2005, respectively, relates principally to the uncertainty of the utilization of certain deferred tax assets, primarily tax losses in
various jurisdictions. The Company believes that it will generate sufficient future taxable income to realize the tax benefits related to the remaining net
deferred tax assets. The valuation allowance was calculated in accordance with the provisions of FASB Statement No. 109, Accounting for Income Taxes,
which requires that a valuation allowance be established or maintained when it is “more likely than not” that all or a portion of deferred tax assets will
not be realized.

 
The tax losses and credits indicated above were utilized in connection with the various consolidated returns to which the Company is a party and are not
available to reduce a tax liability in future periods.

 
The Parent’s income tax returns are periodically examined by various tax authorities (see Notes 2 and 9).
 
The calculation of tax liabilities involves dealing with uncertainties in the application of complex tax regulations in a multitude of jurisdictions across
global operations. The Company recognizes potential liabilities and records tax liabilities for anticipated tax audit issues in the United States and other
tax jurisdictions based on an estimate of whether, and the extent to which it is probable that, additional taxes will be due and such amounts are reasonably
estimable. These tax liabilities are reflected net of related tax loss carryforwards. The Company adjusts these reserves in light of changing facts and
circumstances; however, due to the complexity of some of these uncertainties, the ultimate resolution may result in a payment that is materially different
from the current estimate of the tax liabilities. Further, management has reviewed with tax counsel the issues raised by these taxing authorities and the
adequacy of these recorded amounts. If the Company’s estimate of tax liabilities proves to be less than the ultimate assessment, an additional charge to
expense would result. If payment of these amounts ultimately proves to be less than the recorded amounts, the reversal of the liabilities may result in
income tax benefits being recognized in the period when the Company determines the liabilities are no longer necessary. Substantially all of these
potential tax liabilities are recorded in other liabilities in the combined balance sheets as payment is not expected within one year.

 
20

 
The Parent has yet to complete proposed amendments to its U.S. federal income tax returns for periods subsequent to 2004, which will primarily reflect
the roll forward through 2006 of prior amendments for the periods 1997 to 2004. When the Parent’s 2005 and 2006 tax returns are amended additional
adjustments may be identified and, while the final adjustments cannot be determined until the income tax return amendment process is completed, the
Company believes that an adjustment to increase deferred tax assets in the range of $16 million to $24 million with an offsetting credit to parent company
investment is likely. The Company believes that such adjustment will not have a material impact on its combined financial position, results of operations,
and cash flows.
 
The Parent’s income tax returns are periodically examined by various tax authorities. The timing and ultimate resolution of these examinations can be
uncertain. The Parent reviews potential liabilities and records tax liabilities for anticipated tax audit issues in the United States and other tax jurisdictions
based on an estimate of whether, and the extent to which, additional taxes will be due. Amounts related to potential tax adjustments and other tax
contingencies and related interest that management has assessed as probable and estimable have been recorded. Such adjustments did not have a material
impact on the Company’s combined financial position, results of operations, and cash flows.

 
6.              LEASES

 
The Company leases office and field equipment, vehicles, and buildings under various operating leases. These leases vary in length up to 17 years with
limited renewal options. For the years ended September 28, 2007, September 29, 2006, and September 30, 2005, the Company recognized rental expense
of approximately $36.8 million, $39.1 million, and $40.4 million, respectively. These costs were partially offset by sublease income of approximately



$0.7 million for September 28, 2007, September 29, 2006, and September 30, 2005, respectively. Future minimum lease payments under noncancelable
operating leases as of September 28, 2007, are as follows (dollars in millions):

 
Year

 
Total

 

    
2008

 

$ 30.6
 

2009
 

25.4
 

2010
 

19.6
 

2011
 

15.0
 

2012
 

12.2
 

Thereafter
 

19.3
 

Less sublease income
 

(1.1)
    
Total future minimum lease payments

 

$ 121.0
 

 
7.              INVESTMENTS IN SALES-TYPE LEASES

 
The Company enters into a number of arrangements where the Company is engaged as the primary contractor for the construction of water or wastewater
treatment plants or water filtration systems. A number of these assets are financed by the Company for the customer. The lease inception is typically
viewed as occurring when the asset construction is complete and control is turned over to the customer. Included in investments in sales-type leases are
capitalized interest costs incurred during the construction of the leased assets. Capitalized interest is amortized ratably over the life of the leases, which
range from 2 to 20 years in length. Total capitalized interest included in investments in sales-type leases was $0.9 million, $1.5 million, and $1.5 million
for the years ended September 28, 2007, September 29, 2006, and September 30, 2005, respectively. The current portion of investments in sales-type
leases is included in other current assets in the accompanying combined balance sheets.

 
The components of investments in sales-type leases as of September 28, 2007, September 29, 2006, and September 30, 2005, are as follows (dollars in
millions):

 
  

2007
 

2006
 

2005
 

        
Minimum sales-type lease payments

 

$ 83.9
 

$ 97.7
 

$ 59.9
 

Less interest on sales-type leases
 

(41.1) (49.4) (23.8)
        

Investments in sales-type leases
 

42.8
 

48.3
 

36.1
 

        
Add capitalized interest

 

0.9
 

1.5
 

1.5
 

        
Less current portion of investments in sales-type

leases
 

(2.7) (3.0) (3.0)
        
Long-term portion of investments in sales-type

leases
 

$ 41.0
 

$ 46.8
 

$ 34.6
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Investments in sales-type leases are interest bearing at rates implicit in the contracts, which approximate fair value. These leases require monthly
installment payments over periods ranging generally from 2 to 20 years. Investments in sales-type lease income received for the years ended
September 28, 2007, September 29, 2006, and September 30, 2005, was $6.9 million, $5.5 million, and $3.0 million, respectively. Future minimum lease
payments (principal and interest) to be received for sales-type leases are as follows (dollars in millions):

 
Year

 
Total

 

    
2008

 

$ 9.3
 

2009
 

9.2
 

2010
 

9.1
 

2011
 

8.9
 

2012
 

8.2
 

Thereafter
 

39.2
 

    
Total future minimum sales-type leases income receivable

 

$ 83.9
 

 
8.              PRODUCTIVE ASSETS

 
Productive assets as of September 28, 2007, September 29, 2006, and September 30, 2005, are as follows (dollars in millions):

 
  

2007
 

2006
 

2005
 

        
Productive assets — held for lease

 

$ 71.3
 

$ 38.4
 

$ 44.0
 

Less accumulated depreciation
 

(6.9) (3.3) (2.6)
        

Productive assets — held for lease — net
 

64.4
 

35.1
 

41.4
 

        
Productive assets — deferred costs on uncompleted contracts

 

82.4
 

60.5
 

27.6
 

        
    



Productive assets — net $ 146.8 $ 95.6 $ 69.0
 

Productive assets are depreciated over their useful lives, which range from 10 to 25 years.
 
The Company leases certain of its productive assets to customers under operating leases. These leases range from 10 to 25 years in length. These
agreements do not include renewal options. For the years ended September 28, 2007, September 29, 2006, and September 30, 2005, the Company
recognized operating lease income of approximately $74.5 million, $70.0 million, and $64.1 million, respectively. Future amounts receivable under
noncancelable operating leases are as follows (dollars in millions):

 
Year

 
Total

 

    
2008

 

$ 74.2
 

2009
 

80.9
 

2010
 

85.5
 

2011
 

87.7
 

2012
 

89.7
 

Thereafter
 

1,848.0
 

    
Total future operating leases income receivable

 

$ 2,266.0
 

 
9.              COMMITMENTS AND CONTINGENCIES

 
In the ordinary course of business, the Company enters into various agreements providing financial or performance assurances to customers on behalf of
certain unconsolidated entities, joint ventures, limited partnerships, and other jointly executed contracts. These agreements are entered into primarily to
support the project execution commitments of these entities.
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The Company, as part of a consortium with a third-party partner, entered into a DBFO contract to provide water treatment and bulk water supplies to
Water and Sewerage Services (Northern Ireland). Tyco and the consortium partner provided performance guarantees that are “joint and several” relating
both to construction and to operations to cover construction completion (capped at 60% of construction value); payment of liquidated damages suffered
by the consortium in the event of late completion (cap based on 12 months lost revenue reduced by mitigable costs); and performance deficiencies and
termination costs during the operating phase (capped at approximately GBP 22.5 million plus UK inflation). The contract covers a period of 25 years
from date of signing, with a planned period of approximately 3 years of construction and the remaining 22 years of operations. During the design phase,
the maximum potential amount of future payment is capped at GBP 78 million. As of September 28, 2007, the Company has recorded a $0.5 million
liability as long-term in other liabilities in the combined balance sheets and corresponding other assets relating to the fair value of this guarantee. In the
event of performance under the guarantee, the Company may have recourse to third parties, such as co-ventures, subcontractors, or vendors for claims.

 
Legal Proceedings — During 2007, the Company, in the ordinary course of business, resolved various claims, disputes, and lawsuits related to its global
operations. The resolution of these disputes involved legal expenses and other fees. Among the matters resolved was the settlement of a dispute for $2.3
million with the sellers of two consulting businesses that were previously acquired by the Company. Legal expenses in 2007 totaled $4.1 million and are
included in selling, general, and administrative expenses in the accompanying combined statements of operations.
 
During 2006, the Company, in the ordinary course of business, resolved various claims, disputes, and lawsuits related to its global operations. The
resolution of these disputes involved legal expenses and other fees. Among the matters resolved was a resolution of a dispute with a municipality
regarding the performance of a wastewater treatment plant that the Company designed and built and a settlement with a competitor regarding allegations
of unfair competition. Legal expenses in 2006 totaled $7.7 million and are included in selling, general, and administrative expenses in the accompanying
combined statements of operations.

 
During 2005, the Company, in the ordinary course of business, resolved various claims, disputes, and lawsuits related to its global operations. The
resolution of these disputes involved legal expenses and other fees. Among the matters resolved included a resolution of alleged design errors by a water
district and the district’s construction contractor. The Company also incurred legal fees associated with the previously mentioned unfair competition
allegations lodged by a competitor. Legal expenses in 2005 totaled $11.8 million and are included in selling, general, and administrative expenses in the
accompanying combined statements of operations.

 
The Company is also subject to various legal proceedings and other claims that have arisen in the ordinary course of business, which have not been
finally resolved. The Company carries liability insurance, subject to certain deductibles and policy limits, against such claims. However, in some actions,
parties are seeking damages that exceed the Company’s insurance coverage or for which the Company is not insured. Management does not expect the
resolution of these matters, either individually or in the aggregate, to have a material adverse effect on the Company’s combined financial position,
results of operations, and cash flows.

 
10.       ACCOUNTS RECEIVABLE AND ALLOWANCE FOR DOUBTFUL ACCOUNTS

 
The components of accounts receivable as of September 28, 2007, September 29, 2006, and September 30, 2005, are as follows (dollars in millions):

 
  

2007
 

2006
 

2005
 

        
Accounts receivable — trade

 

$ 188.0
 

$ 177.4
 

$ 180.2
 

Unbilled costs
 

152.8
 

145.7
 

150.1
 

Other accounts receivable
 

2.7
 

1.3
 

1.6
 

        
Total accounts receivable

 

343.5
 

324.4
 

331.9
 

        
Allowance for doubtful accounts

 

(12.8) (9.2) (13.4)



        
Allowance for unbilled costs

 

(8.2) (11.2) (8.5)
        
Accounts receivable — net

 

$ 322.5
 

$ 304.0
 

$ 310.0
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11.       RETIREMENT PLANS

 
Measurement Date — In 2005, the Company changed the measurement date for its pension and postretirement benefit plans from September 30 to
August 31. The Company believes that the one-month change of measurement date is a preferable change, as it allows management adequate time to
evaluate and report the actuarial information in the Company’s combined financial statements under the accelerated reporting deadlines. Accordingly, all
amounts presented as of and for the years ended September 28, 2007, September 29, 2006, and September 30, 2005, reflect an August 31 measurement
date, while prior years reflect a September 30 measurement date. The Company has accounted for the change in measurement date as a change in
accounting principle. The effects of this change in measurement date did not have a material effect on net periodic benefit costs.
 
In September 2006, the FASB issued FASB Statement No. 158, Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans.
FASB Statement No. 158 requires the recognition of the funded status of defined benefit pension and other postretirement benefit plans on the
Company’s combined balance sheets. FASB Statement No. 158 requires recognition of the actuarial gains or losses and prior service costs that have not
yet been included in net periodic benefit cost as a component of accumulated other comprehensive loss, net of tax. The Company adopted the recognition
and disclosure provisions of FASB Statement No. 158 on September 28, 2007. The Company uses a measurement date of August 31.

 
The table below presents the incremental effect of applying FASB Statement No. 158 on individual line items in the combined balance sheet at
September 28, 2007 (dollars in millions):

 
  

Before
   

After
 

  
Application

   
Application

 

  
of FASB

   
of FASB

 

  
Statement

   
Statement

 

  
No. 158

 
Adjustments

 
No. 158

 

        
Other current assets

 

$ 56.5
 

$ (5.4) $ 51.1
 

Other assets
 

66.6
 

0.5
 

67.1
 

Other current liabilities
 

64.7
 

0.3
 

65.0
 

Other liabilities
 

44.4
 

5.8
 

50.2
 

Total parent company equity (deficit)
 

584.6
 

(7.5) 577.1
 

 
Defined Benefit Pension Plans — The Company has a number of noncontributory and contributory defined benefit retirement plans covering certain of
its U.S. and non-U.S. employees, designed in accordance with conditions and practices in the countries concerned. Net periodic pension benefit cost is
based on periodic actuarial valuations that use the projected unit credit method of calculation and is charged to the combined statements of operations on
a systematic basis over the expected average remaining service lives of current participants. Contribution amounts are determined based on the advice of
professionally qualified actuaries in the countries concerned. The benefits under the defined benefit plans are based on various factors, such as years of
service and compensation.
 
The net periodic benefit cost for all U.S. and non-U.S. defined benefit pension plans for 2007, 2006, and 2005 is as follows (dollars in millions):

 
  

U.S. Plans
 

Non-U.S. Plans
 

  
2007

 
2006

 
2005

 
2007

 
2006

 
2005

 

              
Service cost

 

$ 0.1
 

$ 0.1
 

$ 0.1
 

$ 2.3
 

$ 2.0
 

$ 2.1
 

Interest cost
 

0.6
 

0.6
 

0.6
 

4.7
 

4.0
 

3.8
 

Expected return on plan assets
 

(0.8) (0.8) (0.8) (5.4) (4.3) (3.5)
Amortization of initial net asset obligation

             

Amortization of prior service cost (credit)
             

Amortization of net actuarial loss
 

0.3
 

0.3
 

0.3
 

0.9
 

1.1
 

1.7
 

Plan settlements, curtailments, and special
termination benefits

       

0.2
 

0.1
   

              
Net periodic benefit cost

 

$ 0.2
 

$ 0.2
 

$ 0.2
 

$ 2.7
 

$ 2.9
 

$ 4.1
 

              
Weighted-average assumptions used to determine

net pension cost during the period:
             

Discount rate
 

6.0% 5.3% 6.0% 5.2% 5.2% 5.7%
Expected return on plan assets

 

8.0% 8.0% 8.0% 7.7% 7.7% 7.7%
Rate of compensation increase

 

—
 

—
 

—
 

4.0% 3.8% 4.1%
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The estimated net loss and prior service cost for U.S. pension benefit plans that will be amortized from accumulated other comprehensive income into net
periodic benefit cost over the next fiscal year are expected to be $0.2 million and less than $0.1 million, respectively.
 
The estimated net loss and prior service credit for non-U.S. pension benefit plans that will be amortized from accumulated other comprehensive income
into net periodic benefit cost over the next fiscal year are expected to be $0.1 million and $0, respectively.



 
The change in benefit obligations, plan assets, and the amounts recognized in the combined balance sheets for all U.S. and non-U.S. defined benefit plans
as of September 28, 2007, September 29, 2006, and September 30, 2005, is as follows (dollars in millions):

 
  

U.S. Plans
 

Non-U.S. Plans
 

  
2007

 
2006

 
2005

 
2007

 
2006

 
2005

 

              
Change in benefit obligations:

             

Benefit obligation — end of prior year
 

$ 11.2
 

$ 11.9
 

$ 11.0
 

$ 89.0
 

$ 76.4
 

$ 67.3
 

Effect of change in measurement date
           

(0.2)
              
Benefit obligation — beginning of year

 

11.2
 

11.9
 

11.0
 

89.0
 

76.4
 

67.1
 

              
Service cost

 

0.1
 

0.1
 

0.1
 

2.3
 

2.0
 

2.1
 

Interest cost
 

0.6
 

0.6
 

0.6
 

4.7
 

4.0
 

3.8
 

Employee contributions
       

0.7
 

0.8
 

0.9
 

Plan amendments
             

Actuarial (gain) loss
 

(0.3) (0.4) 1.0
 

(7.6) 2.2
 

5.9
 

Benefits and administrative expenses paid
 

(0.9) (1.0) (0.8) (2.0) (1.5) (1.5)
Plan settlements, curtailments and special

termination benefits
       

(1.1)
    

Currency translation adjustment
       

5.8
 

5.1
 

(1.9)
              
Benefit obligation — end of year

 

$ 10.7
 

$ 11.2
 

$ 11.9
 

$ 91.8
 

$ 89.0
 

$ 76.4
 

              
Change in plan assets:

             

Fair value of plan assets at end of prior year
 

$ 10.9
 

$ 11.0
 

$ 10.5
 

$ 67.2
 

$ 53.9
 

$ 42.5
 

Effect of change in measurement date
     

(1.2)
    

(1.3)
              

Fair value of plan assets — beginning of year
 

10.9
 

11.0
 

9.3
 

67.2
 

53.9
 

41.2
 

              
Actual return on plan assets

 

1.3
 

0.9
 

1.3
 

7.5
 

7.2
 

11.5
 

Employer contributions
     

1.3
 

3.8
 

2.8
 

3.4
 

Employee contributions
       

0.8
 

0.8
 

0.9
 

Transfer
             

Plan settlements, curtailments, and special
termination benefits

       

(0.9) (0.1)
  

Benefits and administrative expenses paid
 

(0.9) (1.0) (0.9) (2.0) (1.5) (1.5)
Currency translation adjustment

       

4.9
 

4.1
 

(1.6)
              
Fair value of plan assets — end of year

 

$ 11.3
 

$ 10.9
 

$ 11.0
 

$ 81.3
 

$ 67.2
 

$ 53.9
 

      
  

U.S. Plans
 

Non-U.S. Plans
 

  
2007

 
2006

 
2005

 
2007

 
2006

 
2005

 

              
Funded status

 

$ 0.6
 

$ (0.3) $ (0.9) $ (10.5) $ (21.7) $ (22.5)
Unrecognized net actuarial loss

   

4.5
 

5.3
   

17.7
 

18.5
 

Unrecognized prior service cost (credit)
             

Unrecognized transition asset
             

Contributions after the measurement date
       

0.2
 

0.3
 

0.2
 

              
Net amount recognized

 

$ 0.6
 

$ 4.2
 

$ 4.4
 

$ (10.3) $ (3.7) $ (3.8)
              
Amounts recognized in the combined balance

sheets:
             

For the years before the adoption of the funded
status provisions of FASB Statement No. 158:

             

Prepaid benefit credit
   

$ —
 

$ —
   

$ 0.2
 

$ 0.2
 

Accrued benefit cost
   

(0.3) (0.9)
  

(10.6) (11.8)
Intangible asset

             

Parent company equity (deficit)
   

4.5
 

5.3
   

6.7
 

7.8
 

              
Net amount recognized

   

$ 4.2
 

$ 4.4
   

$ (3.7) $ (3.8)
              
For the years after the adoption of the funded

status provisions of FASB Statement No. 158:
             

Noncurrent assets
 

$ 0.6
     

$ —
     

Current liabilities
       

(0.3)
    

Noncurrent liabilities
       

(10.0)
    

              
Net amount recognized

 

$ 0.6
     

$ (10.3)
    

              
Amounts recognized in Parent company equity

(deficit) (before taxes) consist of — net
actuarial loss

 

$ (3.5)
    

$ (7.5)
    

              
             



Weighted-average assumptions used to determine
pension benefit obligations at year-end:
Discount rate

 

6.3% 6.0% 5.3% 5.9% 5.2% 5.2%
Rate of compensation increase

 

—
 

—
 

—
 

4.3% 4.0% 3.8%
 

The accumulated benefit obligation for all U.S. plans as of September 28, 2007, September 29, 2006, and September 30, 2005, was $10.7 million, $11.2
million, and $11.9 million, respectively. The accumulated benefit obligation for all non-U.S. plans as of September 28, 2007, September 29, 2006, and
September 30, 2005, was $78.8 million, $77.1 million, and $65.6 million, respectively.
 
The accumulated benefit obligation and fair value of plan assets for U.S. pension plans with accumulated benefit obligations in excess of plan assets were
$11.2 million and $10.9 million, respectively, as of September 29, 2006, and $11.9 million and $11.0 million, respectively, as of September 30, 2005.
 
The accumulated benefit obligation and fair value of plan assets for non-U.S. pension plans with accumulated benefit obligations in excess of plan assets
were $4.2 million and $0, respectively, as of September 28, 2007, $74.9 million and $64.1 million, respectively, as of September 29, 2006, and $63.4
million and $51.5 million, respectively, as of September 30, 2005.
 
The aggregate benefit obligation and fair value of plan assets for U.S. pension plans with benefit obligations in excess of plan assets was $0 and $0,
respectively, as of September 28, 2007, $11.2 million and $10.9 million, respectively, as of September 29, 2006, and $11.9 million and $11.0 million,
respectively, as of September 30, 2005.
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The aggregate benefit obligation and fair value of plan assets for non-U.S. pension plans with benefit obligations in excess of plan assets was $91.8
million and $81.3 million, respectively, as of September 28, 2007, $88.9 million and $67.2 million, respectively, as of September 29, 2006, and $76.4
and $53.9, respectively, as of September 20, 2005.
 
In determining the expected return on plan assets, the Company considers the relative weighting of plan assets by class and individual asset class
performance expectations as provided by its external advisors.
 
The Company’s investment strategy for its pension plans is to manage the plans on a going-concern basis. Current investment policy is to achieve a
superior return on assets, subject to a prudent level of portfolio risk, for the purpose of enhancing the security of benefits for participants. For U.S.
pension plans, this policy targets a 60% allocation to equity securities and a 40% allocation to debt securities. Various asset allocation strategies are in
place for non-U.S. pension plans, with a weighted-average target allocation of 89% to equity securities, 8% to debt securities, and 3% to other asset
classes, including real estate and cash equivalents.
 
Pension plans have the following weighted-average asset allocations as of September 28, 2007, September 29, 2006, and September 30, 2005:
 

  
U.S. Plans

 
Non-U.S. Plans

 

  
2007

 
2006

 
2005

 
2007

 
2006

 
2005

 

              
Asset category:

             

Equity securities
 

60% 52% 59% 85% 87% 90%
Debt securities

 

40
 

41
 

38
 

9
 

9
 

10
 

Real estate
   

3
         

Cash and cash equivalents
   

4
 

3
 

6
 

4
   

              
Total

 

100% 100% 100% 100% 100% 100%
 

Although the Company does not buy or sell any Tyco stock as a direct investment for its pension funds, due to external investment management of the
funds, the plans may indirectly hold Tyco stock. The aggregate amount of the shares would not be considered material relative to the total fund assets.
 
The Company’s funding policy is to make contributions in accordance with the laws and customs of the various countries in which it operates, as well as
to make discretionary voluntary contributions from time to time. The Company anticipates that at a minimum it will make the minimum required
contributions to its pension plans in fiscal year 2008 of $3.8 million for non-U.S. plans. The Company does not anticipate that a minimum contribution
will be required for its U.S. plans.
 
Benefit payments, including those amounts to be paid out of corporate assets and reflecting future expected service as appropriate, are expected to be
paid as follows (dollars in millions):

 
  

U.S.
 

Non-U.S.
 

Year
 

Plans
 

Plans
 

      
2008

 

$ 1.0
 

$ 2.2
 

2009
 

0.9
 

4.1
 

2010
 

1.2
 

2.7
 

2011
 

1.0
 

2.9
 

2012
 

0.9
 

4.0
 

2013–2017
 

4.6
 

27.0
 

 
The Company also participates in a number of multiemployer defined benefit plans on behalf of certain employees. The Company had no pension
expense related to these multiemployer plans for the years ended September 28, 2007, September 29, 2006, and September 30, 2005.
 
Defined Contribution Retirement Plans — The Company maintains several defined contribution retirement plans, which include 401(k) matching
programs, as well as qualified and nonqualified profit-sharing and share bonus retirement plans. Expense for the defined contribution plans is computed
as a percentage of participants’ compensation and was $8.2 million, $8.2 million, and $8.1 million, respectively, for each of the years ended



September 28, 2007, September 29, 2006, and September 30, 2005. The Company also maintains an unfunded Supplemental Executive Retirement Plan
(SERP). This plan is nonqualified and restores the employer match that certain employees lose due to Internal Revenue Service limits on eligible
compensation under the defined contribution plans. Expense related to the SERP for the years ended September 28, 2007, September 29, 2006, and
September 30, 2005, was not material.
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Deferred Compensation Plans — The Company has nonqualified deferred compensation plans, which permit eligible employees to defer a portion of
their compensation. A recordkeeping account is set up for each participant, and the participant chooses from a variety of measurement funds for the
deemed investment of their accounts. The measurement funds correspond to a number of funds in the Company’s 401(k) plans and the account balance
fluctuates with the investment returns on those funds. Deferred compensation expense was $0.9 million, $0.2 million, and $0.4 million for the years
ended September 28, 2007, September 29, 2006, and September 30, 2005, respectively, and included in the accompanying combined statements of
operations. Total deferred compensation liabilities were $8.0 million, $5.2 million, and $4.8 million as of September 28, 2007, September 29, 2006, and
September 30, 2005, respectively, included in other liabilities in the accompanying combined balance sheets.

 
Postretirement Benefit Plans — Net periodic postretirement benefit costs for the years ended September 28, 2007, September 29, 2006, and
September 30, 2005, were less than $0.1 million, consisting of minimal interest cost and amortization of net actuarial losses, respectively.

 
  

2007
 

2006
 

2005
 

        
Weighted-average assumptions used to determine net postretirement benefit cost

during the period — discount rate
 

5.8% 4.8% 5.5%
 

The components of the accrued postretirement benefit obligations, substantially all of which are unfunded, as of September 28, 2007, September 29,
2006, and September 30, 2005, were $0.5 million in all years, primarily due to benefit obligations at the beginning of each year and minimal interest
costs, actuarial gains, and benefits paid.
 

  
2007

 
2006

 
2005

 

        
Weighted-average assumptions used to determine postretirement benefit obligations

at year-end — discount rate
 

6.2% 5.8% 4.8%
 

The Company expects to make contributions to its postretirement benefit plans of less than $0.1 million in 2008.
 
Benefit payments, including those amounts to be paid out of corporate assets and reflecting future expected service as appropriate, are expected to be
less than $0.1 million in each year from 2008 to 2012 and $0.3 million for the period 2013 to 2017.
 
For measurement purposes, a 9.7%, 10.1%, and 11.6% composite annual rate of increase in the per capita cost of covered health care benefits was
assumed as of September 28, 2007, September 29, 2006, and September 30, 2005, respectively. The composite annual rate of increase in health care
benefit costs was assumed to decrease gradually to 5.0% by the year 2014 and remain at that level thereafter. A one-percentage-point change in assumed
health care cost trend rates would have a minimal effect on total of service and interest cost and postretirement benefit obligation.
 
In December 2003, the United States enacted into law the Medicare Prescription Drug, Improvement and Modernization Act of 2003 (the “Act”). The
Act introduces a prescription drug benefit under Medicare (“Medicare Part D”), as well as a federal subsidy to sponsors of retiree health care benefit
plans that provide a benefit that is at least actuarially equivalent to Medicare Part D. Certain of the Company’s retiree medical programs already
provided prescription drug coverage for retirees over age 65 that were at least as generous as the benefits provided under Medicare. This Act reduces the
Company’s obligation in these instances. The Company included the effects of the Act in the combined financial statements by reducing net periodic
benefit cost by less than $0.1 million for 2005 and reflecting an actuarial gain, which reduced its accumulated postretirement benefit obligation by
approximately $0.1 million as of September 30, 2005.
 

12.            RELATED-PARTY TRANSACTIONS
 

Due From (To) Tyco and Affiliates — Balances due from (to) Tyco and affiliates in the accompanying combined balance sheets are primarily
comprised of trade receivables or payables, working capital loans, and intercompany loans associated with the acquisition of both foreign and domestic
entities as follows (dollars in millions):
 

  
2007

 
2006

 
2005

 

        
Trade receivables or payables

 

$ (0.3) $ 2.8
 

$ 57.6
 

Working capital and intercompany loans
 

311.1
 

304.5
 

(362.3)
        
Total due from (to) Tyco and affiliates

 

$ 310.8
 

$ 307.3
 

$ (304.7)
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Sales and Purchases — The Company sells consulting and design-related services to other subsidiaries of Tyco at prices that approximate fair value.
Sales to related parties were $5.2 million, $17.3 million, and $12.7 million for the years ended September 28, 2007, September 29, 2006, and
September 30, 2005, respectively.
 
Purchases of materials and services from Tyco-related entities totaled $2.9 million, $4.2 million, and $7.5 million for the years ended September 28,
2007, September 29, 2006, and September 30, 2005, respectively. These purchases primarily consisted of pipes, valves, and actuators, as well as security
and fire suppression systems.



 
Allocation of Expenses — Tyco allocates certain expenses to the Company related to management and administrative services performed on the
Company’s behalf. Allocations for the years ended September 28, 2007, September 29, 2006, and September 30, 2005, totaled $20.6 million, $16.3
million, and $20.1 million, respectively. These expenses are primarily related to corporate shared services, including treasury, income tax, legal, internal
audit, human resources, and risk management functions, and are generally allocated based on the Company’s net revenue. Management believes that all
allocations are made on a reasonable basis; however, these costs are not necessarily representative of the costs that would have been, or will be, incurred
by the Company if it were operating on a stand-alone basis.
 
Interest (Income) Expense — In the ordinary course of business, the Parent sweeps cash from the Company’s bank accounts, and the Company
maintains certain balances due to or from the Parent. Certain of the advances between the Company and the Parent are interest bearing. The Company
had net interest (income) expense on intercompany loans from Tyco of $(14.3) million, $23.0 million, and $19.3 million for the years ended
September 28, 2007, September 29, 2006, and September 30, 2005, respectively.
 
Related-Party Transactions — The Company engages in commercial transactions in the normal course of business with companies where Tyco’s
Directors serve in either a director or advisor capacity including Bechtel Corporation, The Southern Company and Marsh & McLennan Companies. 
Sales transactions included design, operating and maintenance service contracts and environmental remediation services.  Purchases predominantly
relate to insurance broker services.
 
During 2007, sales to companies with these relationships were $1.5 million and purchases were not material.  There were no material balances
outstanding as either accounts receivable or accounts payable at September 28, 2007.
 
During 2006, sales to companies with these relationships were $5.1 million and purchases from these companies were $0.6 million.  Accounts receivable
outstanding from such parties was $0.7 million and accounts payable to these parties was not material at September 29, 2006.
 
During 2005, sales to companies with these relationships were $0.2 million and purchases from these companies were $0.6 million.  Accounts receivable
outstanding from such parties was $0.3 million and accounts payable to these parties was not material at September 30, 2005.
 

13.            SHARE PLANS
 

As an operating unit of Tyco, the Company has no employee share option plans. As of September 28, 2007, all equity awards (restricted share awards
and share options) held by Company employees were granted under the Tyco International Ltd. 2004 Stock and Incentive Plan (the “2004 Plan”) or
other Tyco equity incentive plans. The 2004 Plan is administered by the Compensation and Human Resources Committee of the Board of Directors of
Tyco, which consists exclusively of independent directors of Tyco and provides for the award of stock options, stock appreciation rights, annual
performance bonuses, long-term performance awards, restricted units, restricted stock, promissory stock, and other stock-based awards (collectively,
“Awards”).
 
Effective June 29, 2007, Tyco completed the spin-offs of Covidien and Tyco Electronics, formerly its Healthcare and Electronics businesses, in the form
of a distribution to shareholders (the “Separation”). Each Tyco shareholder received 0.25 of a common share of each of Covidien and Tyco Electronics
for each Tyco common share. Additionally, on the distribution date, Tyco, as approved by its Board of Directors, effected a reverse stock split of Tyco’s
common shares, at a split ratio of one for four. All share and option data presented has been adjusted to reflect the Separation and reverse stock split.
 
Effective October 1, 2005, Tyco adopted the provisions of FASB Statement No. 123R using the modified prospective transition method. Total share-
based compensation cost was $ 4.8 million, $3.7 million, and $1.6 million for fiscal 2007, 2006, and 2005, respectively, which has been included in the
combined statements of operations within selling, general, and administrative expenses. The Company has recognized a related tax benefit associated
with its share-based compensation arrangements of $1.6 million, $1.3 million, and $0.6 million during 2007, 2006, and 2005, respectively.
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Prior to October 1, 2005, Tyco and the Company accounted for share-based compensation plans in accordance with the provisions of APB Opinion
No. 25, as permitted by FASB Statement No. 123, and, accordingly, did not recognize compensation expense for the issuance of options with an exercise
price equal to or greater than the market price of the stock at the date of grant. If Tyco and the Company applied the fair-value-based method prescribed
by FASB Statement No. 123 for share options granted by Tyco International to Company employees, the effect on net income would have been as
follows (dollars in million):
 

  
2005

 

    
Net loss — as reported

 

$ (10.6)
    

Add employee compensation expense for share options included in reported net income — net of tax
 

0.2
 

Less: Total employee compensation expense for share options determined under fair value method —
net of tax

 

(1.4)
    
Net loss — pro forma

 

$ (11.8)
 

The grant-date fair value of each option grant is estimated using the Black-Scholes option pricing model. The fair value is then amortized on a straight-
line basis over the requisite service periods of the Awards, which is generally the vesting period. Use of a valuation model requires management to make
certain assumptions with respect to selected model inputs. Expected volatility was calculated based on the historical volatility of Tyco’s stock and
implied volatility derived from exchange traded options. Post- Separation, expected volatility was calculated based on an analysis of historic and implied
volatility measures for a set of peer companies. The average expected life was based on the contractual term of the option and expected employee
exercise and postvesting employment termination behavior. The risk-free interest rate is based on U.S. Treasury zero-coupon issues with a remaining
term equal to the expected life assumed at the date of grant. The compensation expense recognized is net of estimated forfeitures. Forfeitures are
estimated based on voluntary termination behavior, as well as an analysis of actual option forfeitures.
 
The weighted-average assumptions Tyco used in the Black-Scholes option pricing model are as follows:



 
  

2007
 

2006
 

2005
 

        
Expected stock price volatility

 

30% 34% 35%
Risk-free interest rate

 

4.5% 4.3% 3.9%
Expected annual dividend per share

 

$ 0.58
 

$ 0.64
 

$ 0.64
 

Average expected life of options (years)
 

4.70
 

4.20
 

4.10
 

 
The weighted-average grant-date fair values of Tyco options granted to Company employees during 2007, 2006, and 2005 were $15.22, $14.52, and
$17.22, respectively. The total intrinsic value of Tyco options exercised by Company employees during 2007, 2006, and 2005 was $2.8 million,
$1.1 million, and $1.5 million, respectively. The related excess cash tax benefit classified as a financing cash inflow for 2006 in the combined statement
of cash flow was not material.
 
Share Options — Options are granted to purchase Tyco common shares at prices that are equal to or greater than the market price of the common shares
on the date the option is granted. Conditions of vesting are determined at the time of grant under the 2004 Plan. Options are generally exercisable in
equal annual installments over a period of three or four years and will generally expire 10 years after the date of grant.
 
Share option activity for Company employees under all Tyco plans as of September 28, 2007, and changes during the year then ended is presented
below:
 

      
Weighted-

   

    
Weighted-

 
Average

   

    
Average

 
Remaining

 
Aggregate

 

    
Exercise

 
Contractual

 
Intrinsic

 

  
Shares

 
Price

 
Term (in Years)

 
Value

 
 

       

(Dollars in
Millions)

 

Outstanding — September 29, 2006
 

685,714
 

$ 49.14
     

Granted
 

201,188
 

50.86
     

Exercised
 

160,320
 

32.75
     

Expired
 

33,405
 

61.29
     

Forfeited
 

4,057
 

48.68
     

          
Outstanding — September 28, 2007

 

689,120
 

$ 52.82
 

6.6
 

$ 1.0
 

          
Vested and unvested expected to vest —

September 28, 2007
 

654,451
 

$ 52.93
 

6.5
 

$ 1.0
 

Exercisable — September 28, 2007
 

412,853
 

$ 54.13
 

5.0
 

$ 1.0
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As of September 28, 2007, there was $2.6 million of total unrecognized compensation cost related to nonvested Tyco share options granted to Company
employees under Tyco share option plans. The cost is expected to be recognized over a period of 2.58 years.
 
Restricted Share Awards — Restricted share awards are granted by Tyco subject to certain restrictions. Conditions of vesting are determined at the
time of grant under the 2004 Plan. All restrictions on the award will lapse upon normal retirement, death, or disability of the employee.
 
For grants that vest based on certain specified performance criteria of Tyco, the fair market value of the shares or units is expensed over the period of
performance, once achievement of criteria is deemed probable. For grants that vest through passage of time, the fair market value of the award at the
time of the grant is amortized to expense over the period of vesting. The fair value of restricted share awards has been determined based on the market
value of Tyco’s shares on the grant date. Restricted share awards generally vest after a period of three or four years, as determined by Tyco’s
Compensation Committee or upon attainment of various levels of performance that equal or exceed targeted levels of Tyco, if applicable. The
compensation expense recognized for restricted share awards is net of estimated forfeitures.
 
Recipients of restricted shares have the right to vote such shares and receive dividends, whereas recipients of restricted units have no voting rights and
receive dividend equivalents.
 
A summary of the status of Tyco restricted share and performance share awards granted to Company employees as of September 28, 2007, and changes
during the year then ended is presented below:
 

    
Weighted-

 

Nonvested Restricted Share and
   

Average Grant-
 

Performance Share Awards
 

Shares
 

Date Fair Value
 

 

   
(Dollars in Millions)

 

Nonvested — September 29, 2006
 

36,827
 

$ 46.43
 

      
Granted

 

132,845
 

51.07
 

Vested
 

8,111
 

41.19
 

Forfeited
 

1,065
 

46.84
 

      
Nonvested — September 28, 2007

 

160,496
 

50.48
 

 
The weighted-average grant-date fair value of Tyco restricted share and performance share awards granted to Company employees during 2007, 2006,
and 2005 was $51.07, $45.39, and $54.53, respectively. The total fair value of restricted share and performance share awards vested for Company
employees during 2007, 2006, and 2005 was $0.3 million, $0.1 million, and $0.0 million, respectively.
 



As of September 28, 2007, there was $4.9 million of total unrecognized compensation cost related to nonvested Tyco restricted share awards and
performance shares granted to Company employees. That cost is expected to be recognized over a weighted-average period of 3.25 years.
 
Employee Stock Purchase Plans — Substantially all full-time employees of the Company’s U.S. subsidiaries and employees of certain qualified non-
U.S. subsidiaries are eligible to participate in Tyco’s employee share purchase plan. Eligible employees authorize payroll deductions to be made for the
purchase of shares. Tyco matches a portion of the employee contribution by contributing an additional 15% of the employee’s payroll deduction. All of
the shares purchased under the plan are purchased on the open market by a designated broker.
 
Tyco also maintains an employee stock purchase plan for the benefit of employees of certain qualified non-U.S. subsidiaries. The terms of this plan
provide for Tyco to grant Company employees the right to purchase shares of Tyco’s stock at a stated price and receive certain tax benefits. Under the
Save-As-You-Earn (SAYE) Plan, eligible employees in the United Kingdom are granted options to purchase shares at the end of three years of service at
85% of the market price at the time of grant. Options under the SAYE Plan are generally exercisable after a period of three years and expire six months
after the date of vesting. All of the shares purchased under the SAYE Plan are purchased on the open market.
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14.            DEBT

 
As of September 28, 2007, September 29, 2006, and September 30, 2005, the Company’s borrowings were comprised of the following (dollars in
millions):
 

  
2007

 
2006

 
2005

 

        
Nonrecourse note due in 2006, with variable monthly payments, including

interest at 3.5%, plus TIIE of 9.48% as of September 30, 2005
 

$ —
 

$ —
 

$ 11.5
 

Nonrecourse note due in 2014, with variable monthly payments, including
interest at 3.0%, plus TIIE of 7.68% and 7.32% as of September 28, 2007
and September 29, 2006, respectively

 

15.6
 

16.2
   

Nonrecourse note due in 2010, with variable quarterly payments, including
interest at 1.45%, plus LIBOR of 4.9%, 5.30%, and 4.44% as of
September 28, 2007, September 29, 2006, and September 30, 2005,
respectively

 

3.1
 

3.8
 

4.8
 

Capital lease obligations due in 2010, with interest of 6.36% as of
September 28, 2007

 

0.5
     

        
Total long-term debt

 

19.2
 

20.0
 

16.3
 

        
Less: current maturities

 

1.7
 

1.5
 

0.9
 

        
Total long-term debt — less current maturities

 

$ 17.5
 

$ 18.5
 

$ 15.4
 

 
The 3.5% and 3.0% plus Tasa de Interés Interbancaria de Equilibrio (TIIE or the Mexico Interbank Interest Rate) nonrecourse notes, denominated in
Mexican pesos, are issued jointly by Banorte and Banobras. The notes are collateralized in full by the assets of the Chihuahua Sur DBFO, an
arrangement held by Earth Tech Mexican Holdings, S.A. de C.V. The Company excluded the short-term obligation totaling $11.5 million as of
September 30, 2005, from other current liabilities in the accompanying combined balance sheets, as the debt was refinanced during fiscal year 2006 on a
long-term basis.
 
The 1.45% plus London InterBank Offered Rate (LIBOR) nonrecourse note, denominated in U.S. dollars, is collateralized in full by dividends paid to a
subsidiary of Earth Tech Mexico Holdings, S.A. de C.V. which are held in trust.
 
The Company leases computer equipment under a noncancelable lease agreement, which commenced in 2007 and expires in 2010. Minimum lease
rentals have been capitalized and the related assets and obligations were recorded utilizing various interest rates. The assets are amortized using the
straight-line method, over the lease term, and interest expense is accrued on the basis of the outstanding lease obligations. Assets acquired under capital
leases and accumulated amortization was $0.5 million and less than $0.1 million, respectively, as of September 28, 2007.
 
In June 2007, the Company entered into a variable rate, unsecured, uncommitted short-term revolving facility agreement, which provides for borrowings
of up to $3.3 million for short-term working capital needs. Interest is determined at the time of borrowing based on the prevailing base lending rate
published by the People’s Bank of China less a markdown of 10%. Maximum length of time outstanding for each utilization is six months. There are no
commitment or facility fees associated with this line of credit. The line of credit had outstanding borrowings of $3.3 million, which is included in other
current liabilities in the combined balance sheets, and an interest rate of 5.27% as of September 28, 2007. A maturity schedule for the principal
repayment of debt as of September 28, 2007, is as follows (dollars in millions):
 

Year
 

Total
 

    
2008

 

$ 1.7
 

2009
 

2.3
 

2010
 

3.3
 

2011
 

2.6
 

2012
 

3.0
 

Thereafter
 

6.3
 

    
Total

 

$ 19.2
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The above schedule includes minimum lease payments for the capital lease obligation for $0.1, $0.2, and $0.2 due in 2008, 2009, and 2010, respectively.
 

15.            SUBSEQUENT EVENTS
 

On February 12, 2008, Tyco entered into a definitive agreement to sell the Company in an all cash transaction to AECOM Technology Corporation. The
transaction is subject to customary closing conditions and regulatory approvals and is expected to close during the Company’s fourth fiscal quarter of
2008.
 
In June 2008, the Company was assessed $1.4 million by the New York Department of Labor in connection with a non-willful violation of local labor
law related to a failure to pay prevailing wages. As a result, in June 2008, the Company assigned amounts receivable with a carrying value of $1.4
million as of September 28, 2007, to the New York Department of Labor in satisfaction of the assessment for no consideration.
 
The Company is also a party to a putative class action suit that is derivative of the abovementioned prevailing wage matter. As of September 29, 2007,
no amount has been accrued related to the putative class action suit. Management expects the resolution of this matter will have an adverse effect on the
Company’s combined financial position, results of operations, and cash flows in an amount ranging between $0.4 million to $1.0 million.
 
In June 2008, the Company completed the sale of a water treatment plant and corresponding public works office for $18.1 million. The assets subject to
sale had an aggregate carrying value of $15.7 million as of September 28, 2007, and are recorded as productive assets in the combined balance sheets.
 

******
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Exhibit 99.2
 
EARTH TECH
 
UNAUDITED CONDENSED COMBINED BALANCE SHEET
AS OF JUNE 27, 2008
(Dollars in millions)
 

  

June 27,
2008

 

ASSETS
   

    
CURRENT ASSETS:

   

Cash
 

$ 17.0
 

Accounts receivable — net
 

328.1
 

Due from Tyco and affiliates
 

344.9
 

Other current assets
 

49.6
 

    
Total current assets

 

739.6
 

    
PROPERTY, EQUIPMENT, AND IMPROVEMENTS - NET

 

47.9
 

    
INVESTMENTS IN UNCONSOLIDATED JOINT VENTURES

 

87.8
 

    
INVESTMENTS IN SALES-TYPE LEASES

 

24.1
 

    
PRODUCTIVE ASSETS — Net

 

170.2
 

    
OTHER ASSETS

 

57.2
 

    
TOTAL

 

$ 1,126.8
 

 
(Continued)
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EARTH TECH
 
UNAUDITED CONDENSED COMBINED BALANCE SHEET
AS OF JUNE 27, 2008
(Dollars in millions)
 
  

June 27,
 

  
2008

 

LIABILITIES AND PARENT COMPANY EQUITY
   

    
CURRENT LIABILITIES:

   

Accounts payable
 

$ 132.6
 

Accrued expenses
 

86.1
 

Deferred revenue on uncompleted contracts
 

58.1
 

Other current liabilities
 

55.6
 

    
Total current liabilities

 

332.4
 

    
LONG-TERM DEBT

 

19.1
 

    
LONG-TERM DEFERRED REVENUE ON UNCOMPLETED CONTRACTS

 

101.0
 

    
OTHER LIABILITIES

 

48.3
 

    
Total liabilities

 

500.8
 

    
COMMITMENTS AND CONTINGENCIES (Note 6)

   

    
MINORITY INTEREST

 

33.0
 

    
PARENT COMPANY EQUITY:

   

Parent company investment
 

600.1
 

Accumulated other comprehensive loss
 

(7.1)
    

Total Parent company equity
 

593.0
 

    
TOTAL

 

$ 1,126.8
 

 



See notes to combined financial statements.
 

(Concluded)
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EARTH TECH
 
UNAUDITED CONDENSED COMBINED STATEMENTS OF OPERATIONS
FOR THE NINE MONTHS ENDED JUNE 27, 2008 AND JUNE 29, 2007
(Dollars in millions)
 

  

FOR THE NINE MONTHS
ENDED

 

  
June 27, 2008

 
June 29, 2007

 

      
REVENUE — Including related-party revenue of $2.7 and $5.6, respectively

 

$ 954.9
 

$ 860.4
 

      
COST OF REVENUES — Including related-party costs of $0.5 and $2.2, respectively

 

798.0
 

730.2
 

      
GROSS PROFIT

 

156.9
 

130.2
 

      
SELLING, GENERAL, AND ADMINISTRATIVE EXPENSES

 

115.9
 

114.6
 

EQUITY EARNINGS
 

(10.6) (11.1)
CHARGES AND ALLOCATIONS FROM TYCO AND AFFILIATES

 

23.1
 

12.7
 

OTHER EXPENSE (INCOME) — Net
 

(1.5) 4.2
 

      
OPERATING INCOME

 

30.0
 

9.8
 

      
GAIN ON SALE OF FACILITY

 

2.7
 

—
 

      
INTEREST EXPENSE — Net of interest income of $3.7 and $1.1, respectively

 

4.7
 

3.6
 

      
RELATED-PARTY INTEREST INCOME — Net of interest expense of $11.7 and $8.9, respectively

 

(8.7) (10.9)
      
INCOME BEFORE PROVISION FROM INCOME TAXES AND MINORITY INTEREST

 

36.7
 

17.1
 

      
INCOME TAX PROVISION

 

18.1
 

8.6
 

      
MINORITY INTEREST

 

0.3
 

0.6
 

      
NET INCOME

 

$ 18.3
 

$ 7.9
 

 
See notes to combined financial statements.
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EARTH TECH
 
UNAUDITED CONDENSED COMBINED STATEMENTS OF CASH FLOWS
FOR THE NINE MONTHS ENDED JUNE 27, 2008 AND JUNE 29, 2007
(Dollars in millions)
 

  

FOR THE NINE MONTHS
ENDED

 

  
June 27, 2008

 
June 29, 2007

 

CASH FLOWS FROM OPERATING ACTIVITIES:
     

Net income
 

$ 18.3
 

$ 7.9
 

Adjustments to reconcile net income (loss) to net cash provided by operating activities:
     

Depreciation and amortization
 

14.5
 

23.5
 

Bad debt expense
 

0.4
 

2.6
 

Equity earnings
 

(10.6) (11.1)
Loss on disposal of property, equipment and improvements

 

0.1
 

0.2
 

Gain on divestiture
 

(2.7) (1.5)
Minority interest expense

 

0.3
 

0.6
 

Deferred income taxes
 

7.6
 

7.8
 

Return on equity investment
 

15.8
 

9.0
 

Changes in operating assets and liabilities — net of effects from acquisition of businesses:
     

Decrease in accounts receivable
 

1.3
 

2.4
 

Decrease in investments in sales-type leases
 

2.3
 

4.6
 

Decrease (increase) in other current assets
 

2.2
 

(9.7)
Decrease in other assets

 

0.9
 

3.6
 

Decrease in accounts payable
 

(18.9) (11.7)
 



Decrease in accrued expenses (0.9) (6.4)
(Decrease) increase in other current liabilities

 

(11.2) 2.9
 

Increase in deferred revenue on uncompleted contracts
 

20.0
 

9.6
 

Decrease in other liabilities
 

(2.3) (0.1)
Net cash provided by operating activities

 

$ 37.1
 

$ 34.2
 

      
CASH FLOWS FROM INVESTING ACTIVITIES:

     

Payments for productive assets
 

$ (22.7) $ (45.3)
Purchase of property, equipment, and improvements

 

(11.5) (11.7)
Proceeds from divestiture and sale of property, equipment, and improvements

 

18.7
 

3.1
 

Net intercompany funding to parent
 

(41.7) (4.8)
Decrease (increase) in restricted cash

 

2.3
 

(2.7)
Return of investment in joint venture

 

3.6
 

—
 

Net cash used in investing activities
 

$ (51.3) $ (61.4)
      
CASH FLOWS FROM FINANCING ACTIVITIES:

     

Proceeds from issuance of long-term debt
 

$ —
 

$ 3.3
 

Payments on long-term debt
 

(0.9) (1.3)
Distributions to and from minority shareholders

 

3.1
 

3.2
 

Net cash provided by financing activities
 

$ 2.2
 

$ 5.2
 

      
EFFECT OF CURRENCY TRANSLATION ON CASH

 

$ (1.6) $ (2.4)
DECREASE IN CASH

 

(13.6) $ (24.4)
CASH — Beginning of year

 

30.6
 

40.7
 

CASH — End of year
 

$ 17.0
 

$ 16.3
 

      
SUPPLEMENTAL DISCLOSURES OF NONCASH INVESTING AND FINANCING ACTIVITIES:

     

Property, equipment, and improvement purchases in accounts payable
 

$ 1.2
 

$ 1.2
 

Productive assets purchases in accounts payable
 

$ 1.9
 

$ 1.1
 

Equipment acquired under capital lease
 

$ 0.9
 

$ 0.5
 

 
See notes to combined financial statements.
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EARTH TECH

 
UNAUDITED NOTES TO COMBINED FINANCIAL STATEMENTS

 
1.                   DESCRIPTION OF BUSINESS
 

Earth Tech (the “Company”) is comprised of a number of entities that are affiliated through common ownership (see Note 2). Earth Tech, Inc., the
primary U.S. entity, which manages the Earth Tech group, was established in 1970. The Company was subsequently acquired in 1996 by Tyco
International, Ltd. (“Tyco” or the “Parent”), a Bermuda company that is publicly traded on the New York and Bermuda stock exchanges.
 
The Company’s principal services involve the treatment and handling of water, wastewater, and hazardous waste. The Company also provides
infrastructure and transportation design and construction services for institutional, civic, commercial, and industrial customers; design, construction
management, project financing, and facility operating services for water and wastewater treatment facilities for municipal and industrial customers; and
transportation engineering and consulting. The Company operates through a network of offices in North America, Europe, South America, and the Asia-
Pacific region and competes with a number of international, national, regional, and local companies on the basis of price and the breadth and quality of
services.
 
The condensed consolidated interim financial statements should be read in conjunction with the consolidated financial statements and notes thereto for
the fiscal year ended September 28, 2007 and, in the opinion of management, include all adjustments necessary for a fair statement of the Company’s
financial position and results of operations for the periods presented.
 
The results of operations for the nine months ended June 27, 2008 are not necessarily indicative of the results to be expected for the fiscal year ending
September 26, 2008.
 

2.                   BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
 

Principles of Combination and Consolidation — The combined financial statements include the accounts and transactions of the following legal
entities and their respective 100% owned subsidiaries:
 

 

 
Country of

 

 

Legal Entity
 

Incorporation
 

Ownership
     
Earth Tech, Inc. — Beijing Rep Office

 

China
 

100
Earth Tech (Canada) Inc.

 

Canada
 

100
Earth Tech (Infrastructure) Inc.

 

USA
 

100
Earth Tech Mexican Holdings, S.A. de C.V

 

Mexico
 

100
Earth Tech Hungary KFT

 

Hungary
 

100
Earth Tech, Inc.

 

USA
 

100
  



Qinhuangdao Pacific Water Company Limited China 80
International Quality & Environmental Services LLC

 

USA
 

100
J Muller International

 

USA
 

100
Earth Tech CZ s.r.o.

 

Czech
 

100
Professional Registrar Organization, Inc.

 

USA
 

100
Earth Tech Environment & Infrastructure Inc.

 

USA
 

100
Earth Tech Management Consulting Service (Beijing) Company Limited

 

China
 

100
Talisman Partners, Ltd.

 

USA
 

100
TAMS Consultants, Inc.

 

USA
 

100
Tianjin Earth Tech Jieyuan Water Co., Ltd.

 

China
 

52
Tyco Tech Holdings Ireland

 

Ireland
 

100
Tyco Tech Limited

 

UK
 

100
Nordic Water Products AB

 

Sweden
 

100
Waterlink Sweden

 

Sweden
 

100
Water and Power Technologies, Inc.

 

USA
 

100
Guangzhou Xilang Wastewater Treatment Company Limited

 

China
 

67
MEVA Umwelttechnologie GmbH

 

Germany
 

100
Earth Tech Umwelttechnick GmbH

 

Germany
 

100
 

Intercompany transactions have been eliminated.
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In addition to the legal entities listed above, the combined financial statements include certain of the assets, liabilities, revenues, expenses, and cash
flows of the consulting and engineering business of Earth Tech Engineering Pty. Limited (an Australian legal entity) and Earth Tech Klartechnik GmbH
(German legal entities). These combined financial statements exclude the assets, liabilities, revenues, expenses, and cash flows associated with a
design/build project within Earth Tech (Infrastructure), 91st Avenue Wastewater Treatment Plant.
 
In June 2008, the Company completed the sale of a water treatment plant and corresponding public works office for $18.1 million. The assets sold had
an aggregate carrying value of $15.5 million.
 
The combined financial statements have been prepared in United States (“U.S.”) dollars and in accordance with accounting principles generally accepted
in the United States of America. The Company consolidates variable interest entities (“VIEs”) in which the Company bears a majority of the risk related
to the entities’ potential losses or stands to gain from a majority of the entities’ expected returns and has accordingly determined it is the primary
beneficiary. These financial statements present the combined financial position, results of operations, and cash flows of the Company as a subsidiary of
the Parent and include allocations of expenses by the Parent and related-party transactions. The combined financial statements presented may not be
indicative of the results that would have been achieved had the Company operated as a separate, stand-alone entity. See Note 9 for detail on allocation of
expenses.
 
Cash — Cash includes cash on hand and cash in banks.
 
The Company participates in the centralized cash management system of Tyco where cash receipts are transferred to and cash disbursements are funded
by Tyco, principally on a daily basis. These advances are subject to the terms of various cash management and loan agreements between the Company
and the Parent. The amount of cash reported by the Company represents amounts held outside of the cash management system. Negative cash positions
at June 27, 2008, of $13.7 million, are classified as other current liabilities in the accompanying combined balance sheets.
 
On occasion, the Company is required to post cash collateral to secure obligations related to various construction projects and other legal obligations.
The amount of associated restricted cash was $4.0 million at June 27, 2008. Such restricted cash is primarily related to international warranty and debt
reserve obligations on existing projects or bids for potential projects. Due to the long-term nature of these projects, principally all of the Company’s
restricted cash is classified as a noncurrent asset, included in other assets in the accompanying combined balance sheets.
 
Accounts Receivable and Allowance for Doubtful Accounts — The Company’s principal asset is accounts receivable, and substantially all customers
are provided trade credit. At June 27, 2008, approximately 6% of the accounts receivable balance was due from various agencies of the United States
government. Concentrations of credit risk associated with the remaining accounts receivable are limited due to the large number of organizations
comprising the Company’s customer base, their geographic dispersion, and the credit evaluation process.
 
The accounts receivable amounts reflected in the accompanying combined balance sheets include billed receivables, unbilled costs, and an allowance for
doubtful accounts. Unbilled costs represent costs and amounts earned and reimbursable under contracts in progress as of the date of the combined
balance sheets but not yet billed to customers. Such amounts become billable according to the contract terms, which usually consider the passage of
time, achievement of certain milestones, or completion of the project. The allowance for doubtful accounts reflects the Company’s best estimate of
probable losses inherent in the receivable portfolio determined on the basis of historical experience, specific allowances for known troubled accounts,
and other currently available evidence.
 
In accordance with the terms of certain long-term contracts, customers may be permitted to withhold between 5% and 10% of such billings until
completion and acceptance of the contracts. The amounts withheld are referred to as retentions. Final payment of all such amounts withheld might not be
received within a one-year period. As a result, retentions have been included in other assets in the combined balance sheets and comprise $16.0 million
net of allowance of $3.6 million as of June 27, 2008. It is not practicable to estimate when the amounts of retainage are expected to be collected.
 
Income Taxes — In determining income (loss) for financial statement purposes, the Company must make certain estimates and judgments. These
estimates and judgments affect the calculation of certain tax liabilities and the determination of the recoverability of certain deferred tax assets, included
in both other current assets and other assets in the accompanying combined balance sheets, which arise from temporary differences between tax and
financial statement recognition of revenue and expense.
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In evaluating the ability to recover deferred tax assets, the Company considers all available positive and negative evidence including past operating
results, the existence of cumulative losses in the most recent years, and the forecast of future taxable income. In estimating future taxable income, the
Company develops assumptions including the amount of future state, federal, and international pretax operating income, the reversal of temporary
differences, and the implementation of feasible and prudent tax planning strategies. These assumptions require significant judgment about the forecasts
of future taxable income and are consistent with the plans and estimates the Company is using to manage the underlying businesses.
 
The Company currently has recorded significant valuation allowances that it intends to maintain until it is more likely than not the deferred tax assets
will be realized. The income tax expense recorded in the future will be reduced to the extent of decreases in valuation allowances. The realization of
remaining deferred tax assets is primarily dependent on future taxable income in the appropriate jurisdiction. Any reduction in future taxable income
including, but not limited to, any future restructuring activities may require that the Company record an additional valuation allowance against deferred
tax assets. An increase in the valuation allowance would result in additional income tax expense in such period and could have a significant impact on
future earnings. If a change in a valuation allowance occurs, which was established in connection with an acquisition, such adjustment may impact
goodwill rather than the income tax provision.
 
Changes in tax laws and rates could also affect recorded deferred tax assets and liabilities in the future. Management is not aware of any such changes
that would have a material effect on the Company’s results of combined financial position, results of operations, and cash flows.
 
In addition, the calculation of tax liabilities involves dealing with uncertainties in the application of complex tax regulations in a multitude of
jurisdictions across global operations. The Company recognizes potential liabilities and records tax liabilities for anticipated tax audit issues in the U.S.
and other tax jurisdictions based on an estimate of whether, and to the extent to which it is probable that, additional taxes will be due and such amounts
are reasonably estimable. These tax liabilities are reflected net of related tax loss carryforwards. The Company adjusts these reserves in light of
changing facts and circumstances; however, due to the complexity of some of these uncertainties, the ultimate resolution may result in a payment that is
materially different from the current estimate of the tax liabilities. If the estimate of tax liabilities proves to be less than the ultimate assessment, an
additional charge to expense would result. If payment of these amounts ultimately proves to be less than the recorded amounts, the reversal of the
liabilities would result in tax benefits being recognized in the period when the Company determines the liabilities are no longer necessary. If the tax
liabilities relate to tax uncertainties existing at the date of the acquisition of a business, the adjustment of such tax liabilities will result in an adjustment
to the goodwill recorded at the date of acquisition.
 
Parent Company Investment and Amounts Due From (To) Tyco and Affiliates — The net cash activity associated with the Parent, which includes
the activity associated with the cash management system, is recorded as a net capital contribution from or distribution to the Parent in the combined
statements of Parent company equity (deficit) and comprehensive income (loss) and in amounts due from (to) Tyco and affiliates in the combined
balance sheets. The net cash activity with the Parent was recorded as a net capital distribution to the Parent and amounted to $41.7 million for the nine
months ended June 27, 2008. In addition, the amounts due from (to) Tyco and affiliates include the noncash expenses allocated from the Parent that are
discussed in Note 9. Net interest earned or paid on advances between Tyco and the Company is reflected in the accompanying combined statements of
operations.
 
Accrued Expenses — Accrued expenses consist of accrued salaries and wages, vacations, legal and audit fees, insurance, bonus, taxes, and other
accruals. Accrued vacations and holidays were $19.0 million at June 27, 2008.
 
Summary of Significant Recent Accounting Pronouncements — In June 2006, the FASB issued FIN No. 48, Accounting for Uncertainty in Income
Taxes — an interpretation of FASB Statement No. 109. This interpretation prescribes a comprehensive model for the financial statement recognition,
measurement, presentation, and disclosure of uncertain tax positions taken or expected to be taken in income tax returns. FIN No. 48 was effective for
the Company in the first quarter of 2008, and its adoption did not have a material impact on the results of the Company’s combined financial position,
results of operations, and cash flows.
 

3.                   INCOME TAXES
 
The Company is included within a consolidated U.S. federal income tax return, foreign income tax returns, and unitary state income tax returns with
certain of the Parent’s other subsidiaries. The Company recorded the federal, foreign, and state tax provisions using the separate return method, as if the
Company were a separate taxpayer.
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Tax losses and credits are utilized in connection with the various consolidated returns to which the Company is a party and are not available to reduce a
tax liability in future periods.
 
The Parent’s income tax returns are periodically examined by various tax authorities (see Note 2).  The timing and ultimate resolution of these
examinations can be uncertain. The Parent reviews potential liabilities and records tax liabilities for anticipated tax audit issues in the United States and
other tax jurisdictions based on the comprehensive model for recognition and measurement under FIN No. 48. The recognition and measurement in
Accounting for Uncertainty in Income Taxes under FIN No. 48 did not have a material impact on the Company’s combined financial position, results of
operations, and cash flows for the nine months ended June 27, 2008.
 
The calculation of tax liabilities involves dealing with uncertainties in the application of complex tax regulations in a multitude of jurisdictions across
global operations. The Company recognizes potential liabilities and records tax liabilities for anticipated tax audit issues in the United States and other
tax jurisdictions based on an estimate of whether, and the extent to which it is probable that, additional taxes will be due and such amounts are
reasonably estimable. These tax liabilities are reflected net of related tax loss carryforwards. The Company adjusts these reserves in light of changing
facts and circumstances; however, due to the complexity of some of these uncertainties, the ultimate resolution may result in a payment that is materially
different from the current estimate of the tax liabilities. Further, management has reviewed with tax counsel the issues raised by these taxing authorities
and the adequacy of these recorded amounts. If the Company’s estimate of tax liabilities proves to be less than the ultimate assessment, an additional
charge to expense would result. If payment of these amounts ultimately proves to be less than the recorded amounts, the reversal of the liabilities may



result in income tax benefits being recognized in the period when the Company determines the liabilities are no longer necessary. Substantially all of
these potential tax liabilities are recorded in other liabilities in the combined balance sheets as payment is not expected within one year.
 
The Parent has yet to complete proposed amendments to its U.S. federal income tax returns for periods subsequent to 2004, which will primarily reflect
the roll forward through 2006 of prior amendments for the periods 1997 to 2004. When the Parent’s 2005 and 2006 tax returns are amended additional
adjustments may be identified and, while the final adjustments cannot be determined until the income tax return amendment process is completed, the
Company believes that an adjustment to increase deferred tax assets in the range of $16 million to $24 million with an offsetting credit to parent
company investment is likely. The Company believes that such adjustment will not have a material impact on its combined financial position, results of
operations, and cash flows.
 
For the quarter ended December 28, 2007 the Company has increased its tax expense as a result of a change in Mexican Tax Law enacted during the
quarter. The impact of the change in tax law resulted in the Company increasing the quarter’s tax expense by $9.6 million with corresponding decrease
in the company’s deferred tax assets.
 

4.                   INVESTMENTS IN SALES-TYPE LEASES
 
The Company enters into a number of arrangements where the Company is engaged as the primary contractor for the construction of water or
wastewater treatment plants or water filtration systems. A number of these assets are financed by the Company for the customer. The lease inception is
typically viewed as occurring when the asset construction is complete and control is turned over to the customer. Included in investments in sales-type
leases are capitalized interest costs incurred during the construction of the leased assets. Capitalized interest is amortized ratably over the life of the
leases, which range from 2 to 20 years in length. The current portion of investments in sales-type leases is included in other current assets in the
accompanying combined balance sheets.
 
The components of investments in sales-type leases as of June 27, 2008 and September 28, 2007, are as follows (dollars in millions):

 

  

June 27,
2008

 

September 28,
2007

 

Minimum sales-type lease payments
 

$ 52.5
 

$ 83.9
 

Less interest on sales-type leases
 

(26.2) (41.1)
Investments in sales-type leases

 

26.3
 

42.8
 

      
Add capitalized interest

 

0.1
 

0.9
 

      
Less current portion of investments in sales-type leases

 

(2.3) (2.7)
      
Long-term portion of investments in sales-type leases

 

$ 24.1
 

$ 41.0
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Investments in sales-type leases are interest bearing at rates implicit in the contracts, which approximate fair value. These leases require monthly
installment payments over periods ranging generally from 2 to 20 years. Investments in sales-type lease income received for the nine months ended
June 27, 2008 was $5.0 million.
 

5.                   PRODUCTIVE ASSETS
 
Productive assets as of June 27, 2008 and September 28, 2007, are as follows (dollars in millions):
 

  

June 27,
2008

 

September 28,
2007

 

      
Productive assets — held for lease

 

$ 82.8
 

$ 71.3
 

Less accumulated depreciation
 

(9.6) (6.9)
      

Productive assets — held for lease — net
 

73.2
 

64.4
 

      
Productive assets — deferred costs on uncompleted contracts

 

97.0
 

82.4
 

      
Productive assets — net

 

$ 170.2
 

$ 146.8
 

 
Productive assets are depreciated over their useful lives, which range from 10 to 25 years.
 
The Company leases certain of its productive assets to customers under operating leases. These leases range from 10 to 25 years in length. These
agreements do not include renewal options. For the nine months ended June 27, 2008, the Company recognized operating lease income of approximately
$51.8 million.
 

6.                   COMMITMENTS AND CONTINGENCIES
 
In the ordinary course of business, the Company enters into various agreements providing financial or performance assurances to customers on behalf of
certain unconsolidated entities, joint ventures, limited partnerships, and other jointly executed contracts. These agreements are entered into primarily to
support the project execution commitments of these entities.
 
The Company, as part of a consortium with a third-party partner, entered into a DBFO contract to provide water treatment and bulk water supplies to
Water and Sewerage Services (Northern Ireland). Tyco and the consortium partner provided performance guarantees that are “joint and several” relating
both to construction and to operations to cover construction completion (capped at 60% of construction value); payment of liquidated damages suffered



by the consortium in the event of late completion (cap based on 12 months lost revenue reduced by mitigable costs); and performance deficiencies and
termination costs during the operating phase (capped at approximately GBP 22.5 million plus UK inflation). The contract covers a period of 25 years
from date of signing, with a planned period of approximately 3 years of construction and the remaining 22 years of operations. During the design phase,
the maximum potential amount of future payment is capped at GBP 78 million. As of September 28, 2007, the Company has recorded a $0.5 million
liability as long-term in other liabilities in the combined balance sheets and corresponding other assets relating to the fair value of this guarantee. In the
event of performance under the guarantee, the Company may have recourse to third parties, such as co-ventures, subcontractors, or vendors for claims.
 
Legal Proceedings — During 2008, the Company, in the ordinary course of business, resolved various claims, disputes, and lawsuits related to its
global operations. The resolution of these disputes involved legal expenses and other fees.
 
The Company is also subject to various legal proceedings and other claims that have arisen in the ordinary course of business, which have not been
finally resolved. The Company carries liability insurance, subject to certain deductibles and policy limits, against such claims. However, in some
actions, parties are seeking damages that exceed the Company’s insurance coverage or for which the Company is not insured. Management does not
expect the resolution of these matters, either individually or in the aggregate, to have a material adverse effect on the Company’s combined financial
position, results of operations, and cash flows.
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7.                   ACCOUNTS RECEIVABLE AND ALLOWANCE FOR DOUBTFUL ACCOUNTS
 

The components of accounts receivable as of June 27, 2008 and September 28, 2007 are as follows (dollars in millions):
 

  

June 27,
2008

 

September 28,
2007

 

      
Accounts receivable — trade

 

$ 198.4
 

$ 188.0
 

Unbilled costs
 

145.9
 

152.8
 

Other accounts receivable
 

0.6
 

2.7
 

      
Total accounts receivable

 

344.9
 

343.5
 

      
Allowance for doubtful accounts

 

(11.9) (12.8)
      
Allowance for unbilled costs

 

(4.9) (8.2)
      
Accounts receivable — net

 

$ 328.1
 

$ 322.5
 

 
8.                   RETIREMENT PLANS

 
In September 2006, the FASB issued FASB Statement No. 158, Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans .
FASB Statement No. 158 requires the recognition of the funded status of defined benefit pension and other postretirement benefit plans on the
Company’s combined balance sheets. FASB Statement No. 158 requires recognition of the actuarial gains or losses and prior service costs that have not
yet been included in net periodic benefit cost as a component of accumulated other comprehensive loss, net of tax. The Company adopted the
recognition and disclosure provisions of FASB Statement No. 158 on September 28, 2007. The Company uses a measurement date of August 31.
 
Defined Benefit Pension Plans — The Company has a number of noncontributory and contributory defined benefit retirement plans covering certain of
its U.S. and non-U.S. employees, designed in accordance with conditions and practices in the countries concerned. Net periodic pension benefit cost is
based on periodic actuarial valuations that use the projected unit credit method of calculation and is charged to the combined statements of operations on
a systematic basis over the expected average remaining service lives of current participants. Contribution amounts are determined based on the advice of
professionally qualified actuaries in the countries concerned. The benefits under the defined benefit plans are based on various factors, such as years of
service and compensation.
 
The net periodic benefit cost for all U.S. and non-U.S. defined benefit pension plans and net periodic postretirement benefit cost were not material for
the nine months ended June 27, 2008.
 

9.                   RELATED-PARTY TRANSACTIONS
 

Due From (To) Tyco and Affiliates — Balances due from (to) Tyco and affiliates in the accompanying combined balance sheets are primarily
comprised of trade receivables or payables, working capital loans, and intercompany loans associated with the acquisition of both foreign and domestic
entities as follows (dollars in millions):

 

  

June 27,
2008

 

September 28,
2007

 

Trade receivables or payables
 

$ 75.0
 

$ (0.3)
Working capital and intercompany loans

 

269.9
 

311.1
 

      
Total due from (to) Tyco and affiliates

 

$ 344.9
 

$ 310.8
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Sales and Purchases — The Company sells consulting and design-related services to other subsidiaries of Tyco at prices that approximate fair value.
Sales to related parties were $2.0 million for the nine months ended June 27, 2008.



 
Purchases of materials and services from Tyco-related entities totaled $0.5 million for the nine months ended June 27, 2008. These purchases primarily
consisted of pipes, valves, and actuators, as well as security and fire suppression systems.
 
Allocation of Expenses — Tyco allocates certain expenses to the Company related to management and administrative services performed on the
Company’s behalf. Allocations for the nine months ended June 27, 2008, totaled $23.1 million. These expenses are primarily related to corporate shared
services, including treasury, income tax, legal, internal audit, human resources, and risk management functions, and are generally allocated based on the
Company’s net revenue. Management believes that all allocations are made on a reasonable basis; however, these costs are not necessarily representative
of the costs that would have been, or will be, incurred by the Company if it were operating on a stand-alone basis.
 
Interest (Income) Expense — In the ordinary course of business, the Parent sweeps cash from the Company’s bank accounts, and the Company
maintains certain balances due to or from the Parent. Certain of the advances between the Company and the Parent are interest bearing. The Company
had net interest income on intercompany loans from Tyco of $8.7 million for the nine months ended June 27, 2008.
 
Related-Party Transactions — The Company engages in commercial transactions in the normal course of business with companies where Tyco’s
Directors serve in either a director or advisor capacity including Bechtel Corporation, The Southern Company and Marsh & McLennan Companies.
 
During 2008, sales to companies with these relationships were $0.7 million and purchases were not material.  There were no material balances
outstanding as either accounts receivable or accounts payable at June 27, 2008.
 

10.            SHARE PLANS
 
As an operating unit of Tyco, the Company has no employee share option plans. As of June 27, 2008, all equity awards (restricted share awards and
share options) held by Company employees were granted under the Tyco International Ltd. 2004 Stock and Incentive Plan (the “2004 Plan”) or other
Tyco equity incentive plans. The 2004 Plan is administered by the Compensation and Human Resources Committee of the Board of Directors of Tyco,
which consists exclusively of independent directors of Tyco and provides for the award of stock options, stock appreciation rights, annual performance
bonuses, long-term performance awards, restricted units, restricted stock, promissory stock, and other stock-based awards (collectively, “Awards”).
 
Effective October 1, 2005, Tyco adopted the provisions of FASB Statement No. 123R using the modified prospective transition method. Total share-
based compensation cost was $2.6 million for the nine months ended June 27, 2008, which has been included in the combined statements of operations
within selling, general, and administrative expenses.
 
Share Options — Options are granted to purchase Tyco common shares at prices that are equal to or greater than the market price of the common shares
on the date the option is granted. Conditions of vesting are determined at the time of grant under the 2004 Plan. Options are generally exercisable in
equal annual installments over a period of three or four years and will generally expire 10 years after the date of grant.
 
Restricted Share Awards — Restricted share awards are granted by Tyco subject to certain restrictions. Conditions of vesting are determined at the
time of grant under the 2004 Plan. All restrictions on the award will lapse upon normal retirement, death, or disability of the employee.
 
Recipients of restricted shares have the right to vote such shares and receive dividends, whereas recipients of restricted units have no voting rights and
receive dividend equivalents.
 
Employee Stock Purchase Plans — Substantially all full-time employees of the Company’s U.S. subsidiaries and employees of certain qualified non-
U.S. subsidiaries are eligible to participate in Tyco’s employee share purchase plan. Eligible employees authorize payroll deductions to be made for the
purchase of shares. Tyco matches a portion of the employee contribution by contributing an additional 15% of the employee’s payroll deduction. All of
the shares purchased under the plan are purchased on the open market by a designated broker.
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Tyco also maintains an employee stock purchase plan for the benefit of employees of certain qualified non-U.S. subsidiaries. The terms of this plan
provide for Tyco to grant Company employees the right to purchase shares of Tyco’s stock at a stated price and receive certain tax benefits. Under the
Save-As-You-Earn (SAYE) Plan, eligible employees in the United Kingdom are granted options to purchase shares at the end of three years of service at
85% of the market price at the time of grant. Options under the SAYE Plan are generally exercisable after a period of three years and expire six months
after the date of vesting. All of the shares purchased under the SAYE Plan are purchased on the open market.
 

11.            DEBT
 
As of June 27, 2008 and September 28, 2007, the Company’s borrowings were comprised of the following (dollars in millions):

 

  

June 27,
2008

 

September 28, 
2007

 

Nonrecourse notes due in 2014, with variable monthly payments, including interest at 3.0%,
plus TIIE of 8.2% and 7.68% as of June 27, 2008 and September 28, 2007, respectively

 

$ 15.8
 

$ 15.6
 

Nonrecourse note due in 2010, with variable quarterly payments, including interest at 1.45%,
plus LIBOR of 3.15% and 4.90% as of June 27, 2008 and September 28, 2007, respectively

 

2.6
 

3.1
 

Capital lease obligations
 

3.2
 

0.5
 

      
Total long-term debt

 

21.6
 

19.2
 

      
Less: current maturities

 

2.5
 

1.7
 

      
Total long-term debt — less current maturities

 

$ 19.1
 

$ 17.5
 

 



The 3.0% plus Tasa de Interés Interbancaria de Equilibrio (TIIE or the Mexico Interbank Interest Rate) nonrecourse notes, denominated in Mexican
pesos, are issued jointly by Banorte and Banobras. The notes are collateralized in full by the assets of the Chihuahua Sur DBFO, an arrangement held by
Earth Tech Mexican Holdings, S.A. de C.V.
 
The 1.45% plus London InterBank Offered Rate (LIBOR) nonrecourse note, denominated in U.S. dollars, is collateralized in full by dividends paid to a
subsidiary of Earth Tech Mexico Holdings, S.A. de C.V. which are held in trust.
 
In June 2007, the Company entered into a variable rate, unsecured, uncommitted short-term revolving facility agreement, which provides for borrowings
of up to $3.6 million for short-term working capital needs. Interest is determined at the time of borrowing based on the prevailing base lending rate
published by the People’s Bank of China.  Maximum length of time outstanding for each utilization is six months. There are no commitment or facility
fees associated with this line of credit. The line of credit had outstanding borrowings of $3.6 million, which is included in other current liabilities in the
combined balance sheets, and an interest rate of 6.57% as of June 27, 2008.
 

12.            SUBSEQUENT EVENTS
 
On July 25, 2008, AECOM Technology Corporation (“AECOM”) completed its previously announced acquisition of the Company, pursuant to a
Purchase Agreement (the “Purchase Agreement”), dated as of February 11, 2008, by and among AECOM, Tyco International Finance, S.A. and other
seller parties thereto.
 
AECOM and Tyco entered into two amendments to the Purchase Agreement, each dated as of July 25, 2008.  Pursuant to Amendment No. 1 to the
Purchase Agreement, the parties agreed to exclude the purchase of Tyco’s equity participations in certain Company Chinese joint venture operations
from the Purchase Agreement and allow those operations to be sold directly by Tyco to third parties.  Pursuant to Amendment No. 2 to the Purchase
Agreement, the parties agreed to, among other things, delay the transfer of the Company’s United Kingdom businesses to AECOM until certain third
party consents to the transaction are obtained.  Pending receipt of such consents, the parties have agreed for AECOM to manage the U.K. operations.
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AECOM also announced that it completed the divestiture of certain Company businesses concurrent with the purchase of the Company.  Concurrent
with the close of the purchase of the Company, AECOM divested the Company’s Water & Power Technologies and North American Contract
Operations businesses and the Company’s Mexican operations.  Additionally, AECOM divested the Company’s Sweden business in September 2008.
 

******
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Exhibit 99.3
 

UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL STATEMENTS
 

On July 25, 2008, AECOM Technology Corporation (“AECOM”) completed its previously announced acquisition of Earth Tech, Inc. (“Earth Tech”), a
business unit of Tyco International Ltd., pursuant to a Purchase Agreement (the “Purchase Agreement”), dated as of February 11, 2008, by and among
AECOM, Tyco International Finance, S.A. and other seller parties thereto.

 
The unaudited pro forma condensed combined balance sheet as of June 30, 2008 and the unaudited pro forma condensed combined statements of

operations for the year ended September 30, 2007 and the nine months ended June 30, 2008 are based on the separate historical consolidated financial
statements of AECOM and Earth Tech.  These unaudited pro forma condensed combined financial statements (the “pro forma financial statements”) reflect
the acquisition and related events using the purchase method of accounting and apply the assumptions and adjustments described in the accompanying notes. 
The unaudited pro forma condensed combined balance sheet as of June 30, 2008 reflects the acquisition and related events as if they had been consummated
on June 30, 2008.  The unaudited pro forma condensed combined statements of operations for the year ended September 30, 2007 and the nine months ended
June 30, 2008 reflect the acquisition and related events as if they had been consummated on October 1, 2006, the beginning of AECOM’s 2007 fiscal year. 
Earth Tech’s fiscal year end was September 28, 2007 and interim period end was June 27, 2008.  For clarity of presentation, such periods are presented
consistent with those of AECOM, as September 30, 2007 and June 30, 2008.

 
AECOM and Tyco entered into two amendments to the Purchase Agreement, each dated as of July 25, 2008.  Pursuant to Amendment No. 1 to the

Purchase Agreement, the parties agreed to exclude the purchase of Tyco’s equity participations in certain Earth Tech Chinese joint venture operations from
the Purchase Agreement and allow those operations to be sold directly by Tyco to third parties.  Pursuant to Amendment No. 2 to the Purchase Agreement,
the parties agreed to, among other things, delay the transfer of Earth Tech’s United Kingdom businesses to AECOM until certain third party consents to the
transaction are obtained.  Pending receipt of such consents, the parties have agreed for AECOM to manage the U.K. operations. The Chinese joint venture
operations have been labeled as excluded businesses in the pro forma financial statements.

 
AECOM also announced that it completed the divestiture of certain Company businesses concurrent with the purchase of Earth Tech.  Concurrent with

the close of the purchase of the Earth Tech, AECOM divested Earth Tech’s Water & Power Technologies and North American Contract Operations businesses
and the Company’s Mexican operations.  Additionally, in September 2008, AECOM divested Earth Tech’s Nordic Water operations based in Sweden.  These
businesses have been labeled as businesses sold in the pro forma financial statements.

 
Adjustments to the pro forma financial statements remove balances and results of operations related to the Chinese joint ventures and Earth Tech

businesses that were sold subsequent to AECOM’s acquisition of Earth Tech, and reclassify certain businesses as discontinued operations based on
management’s intentions to dispose of such operations within a short period after the close of the Earth Tech transaction.  The total purchase price for Earth
Tech, excluding the Earth Tech Chinese joint ventures excluded from the transaction, and net of proceeds from the businesses sold to date, was $326 million.
This total purchase price calculation is prior to the final settlement of working capital adjustments between AECOM and Tyco and does not include the
proceeds from the future divestitures of the Earth Tech assets being held for sale.  See also information regarding the purchase price allocation in Note 1 to
the pro forma financial statements.

 
The pro forma adjustments are based upon available information and assumptions that management believes reasonably reflect the transaction.  We

present the pro forma financial statements for informational purposes only.  The pro forma financial statements are not necessarily indicative of what our
financial position or results of operations would have been had we completed the acquisition as of the dates indicated.  In addition, the pro forma financial
statements do not purport to project the future financial position or operating results of the combined company.  You should read this information together
with the following:

 
·                  the accompanying notes to the pro forma financial statements;
 
·                  the separate historical unaudited financial statements of AECOM as of and for the three and nine months ended June 30, 2008 and 2007 included in

AECOM’s Quarterly Report on Form 10-Q for the quarter ended June 30, 2008;
 
·                  the separate historical audited financial statements of AECOM as of and for the fiscal years ended September 30, 2007, 2006, and 2005 included in

AECOM’s Annual Report on Form 10-K/A filed with the Securities and Exchange Commission on May 9, 2008;
 
·                  the separate historical unaudited combined financial statements of Earth Tech as of and for the nine months ended June 27, 2008 and June 29, 2007,

included as an exhibit in this Form 8-K/A; and
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·                  the separate historical audited combined financial statements of Earth Tech as of and for the fiscal years ended September 28, 2007, September 29,

2006, and September 30, 2005, included as an exhibit in this Form 8-K/A.
 
We prepared the pro forma financial statements using the purchase method of accounting.  Accordingly, the total purchase price of $326 million, net of

proceeds from businesses sold to date, is allocated to the net tangible and identifiable intangible assets of Earth Tech acquired, based on their respective fair
values.  The allocation is dependent upon valuations and other studies that have not progressed to a stage where there is sufficient information to make a
definitive allocation.  Accordingly, the purchase price allocation pro forma adjustments are preliminary and have been made using our best judgment given
the information currently available solely for the purpose of providing the pro forma financial statements.  The final purchase price allocation and its effect on
results of operations may differ significantly from the pro forma amounts included in the pro forma financial statements.  These amounts
represent management’s best estimate as of the date of this Form 8-K/A.

 
In connection with our plan to integrate the operations of AECOM and Earth Tech, we anticipate that non-recurring expenditures will be incurred.  We

are not able to determine the timing, nature and amount of these expenditures as of the date of this Form 8-K/A.  However, these expenditures could affect the
results of the combined company following the acquisition, in the period in which they are recorded.  The pro forma financial statements do not include the
effects of the costs associated with any restructuring or integration activities resulting from the transaction, as they are non-recurring in nature and not
factually supportable at the time that the pro forma financial statements were prepared.  In addition, the pro forma financial statements do not include the



realization of any cost savings from operating efficiencies or synergies resulting from the transaction, nor do they include any potential incremental revenues
and earnings that may be achieved with the combined capabilities of the companies.
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Unaudited Pro Forma Condensed Combined Balance Sheet

As of June 30, 2008
(in thousands)

 
  

Historical
 

Pro Forma Adjustments (Note 3)
   

  

AECOM
Technology
Corporation

 
Earth Tech

 

Excluded
Businesses

(a)
 

Businesses
Sold
(b)

 

Discontinued
Operations

Held for Sale
(c)

 
Other

 

Pro Forma
Combined

 

ASSETS
               

CURRENT ASSETS:
               

Total cash and cash equivalents
 

$ 173,100
 

$ 17,000
 

$ (200) $ (4,700) $ (2,200) $ 90,000(b) $ 183,000
 

                 
(90,000)(g)

  

Accounts receivable – net
 

1,405,400
 

328,100
 

—
 

(54,400) (19,000)
  

1,660,100
 

Due from Tyco and affiliates
 

—
 

344,900
 

1,400
 

(7,100) 3,700
 

(342,900)(d) —
 

Prepaid expenses and other current
assets

 
80,700

 
49,600

 
(100) (15,500) (400)

  
114,300

 

Current assets held for sale
 

—
 

—
 

—
 

—
 

17,900
   

17,900
 

TOTAL CURRENT ASSETS
 

1,659,200
 

739,600
 

1,100
 

(81,700) —
 

(342,900) 1,975,300
 

PROPERTY AND EQUIPMENT—NET
 

184,300
 

47,900
 

(700) (5,900) (200)
  

225,400
 

DEFERRED TAX ASSETS—NET
 

56,600
 

34,000
 

—
 

(6,600) —
   

84,000
 

INVESTMENTS IN
UNCONSOLIDATED JOINT
VENTURES

 
34,100

 
87,800

 
(47,300) (24,300) —

 
(1,000)(i) 49,300

 

INVESTMENT IN SALES-TYPE
LEASES

 
—

 
24,100

 
—

 
(24,100) —

   
—

 

PRODUCTIVE ASSETS — NET
 

—
 

170,200
 

(8,300) (200) (52,800)
  

108,900
 

GOODWILL
 

766,100
 

—
 

—
 

—
 

—
 

169,900(e) 945,200
 

            
9,200(d)

  

INTANGIBLE ASSETS—NET
 

58,400
 

400
 

—
 

—
 

—
 

28,300(f) 87,100
 

OTHER NON-CURRENT ASSETS
 

162,300
 

22,800
 

(1,200) (3,300) (2,900)
  

177,700
 

NON-CURRENT ASSETS HELD FOR
SALE

 
—

 
—

 
—

 
—

 
55,900

   
55,900

 

TOTAL ASSETS
 

$ 2,921,000
 

$ 1,126,800
 

$ (56,400) $ (146,100) $ —
 

$ (136,500) $ 3,708,800
 

                
LIABILITIES AND

STOCKHOLDERS’ EQUITY
               

CURRENT LIABILITIES:
               

Short-term debt
 

$ 12,900
 

$ —
 

$ —
 

$ —
 

$ —
   

$ 12,900
 

Accounts payable and other current
liabilities

 
269,200

 
162,200

 
(100) (16,400) (20,000)

  
394,900

 

Accrued expenses
 

591,300
 

86,100
 

(100) (19,200) (700)
  

657,400
 

Billings in excess of costs on
uncompleted contracts

 
267,400

 
58,100

 
—

 
(9,600) —

   
315,900

 

Income taxes payable
 

12,600
 

7,500
 

—
 

—
 

—
   

20,100
 

Deferred tax liability – net
 

27,100
 

12,300
 

—
 

—
 

—
   

39,400
 

Current portion of long-term debt
 

17,000
 

6,200
 

(3,600) (1,900) —
   

17,700
 

Current liabilities held for sale
 

—
 

—
 

—
 

—
 

20,700
   

20,700
 

TOTAL CURRENT LIABILITIES
 

1,197,500
 

332,400
 

(3,800) (47,100) —
   

1,479,000
 

OTHER LONG-TERM LIABILITIES
 

194,400
 

48,300
 

—
 

(11,600) —
 

$ 11,300(h) 242,400
 

LONG-TERM DEFERRED REVENUE
ON UNCOMPLETED CONTRACTS

 
—

 
101,000

 
—

 
—

 
(56,900)

  
44,100

 

LONG-TERM DEBT
 

58,900
 

19,100
 

—
 

(16,600) —
 

416,000(g) 387,400
 

            
(90,000)(g)

  

NON-CURRENT LIABILITIES HELD
FOR SALE

 
—

 
—

 
—

 
—

 
54,700

   
54,700

 

MINORITY INTEREST
 

21,500
 

33,000
 

(1,000) —
 

—
 

(1,000)(i) 52,500
 

STOCKHOLDERS’
(DEFICIT)/EQUITY:

               

Convertible preferred stock
 

2,700
 

—
 

—
 

—
 

—
   

2,700
 

Common stock
 

1,000
 

—
 

—
 

—
 

—
   

1,000
 

Additional paid-in capital
 

1,285,200
 

—
 

—
 

—
 

—
   

1,285,200
 

Accumulated other comprehensive
loss

 
(18,200) (7,100) (800) (3,500) 2,200

 
9,200(d) (18,200)

Retained earnings
 

178,000
 

—
 

—
 

—
 

—
   

178,000
 

Parent company investment
 

—
 

600,100
 

(50,800) (67,300) —
 

(482,000)(d) —
 

TOTAL STOCKHOLDERS’
(DEFICIT)/EQUITY

 
1,448,700

 
593,000

 
(51,600) (70,800) 2,200

 
(472,800) 1,448,700

 

TOTAL LIABILITIES AND
STOCKHOLDERS’ EQUITY

 

$ 2,921,000
 

$ 1,126,800
 

$ (56,400) $ (146,100) $ —
 

$ (136,500) $ 3,708,800
 

 
See accompanying notes to unaudited pro forma condensed combined financial statements.

 
3

 
Unaudited Pro Forma Condensed Combined Statement of Operations

Nine Months Ended June 30, 2008
(in thousands, except per share data)

 
  

Historical
 

Pro Forma Adjustments (Note 3)
   

  

AECOM
Technology
Corporation

 
Earth Tech

 

Excluded
Businesses

(j)
 

Businesses
Sold
(k)

 

Discontinued
Operations

Held for Sale
(l)

 
Other

 

Pro Forma
Combined

 

                
Revenue

 
$ 3,565,500

 
$ 954,900

 
$ (600) $ (169,600) $ (34,700)

  
$ 4,315,500

 

Cost of revenue
 

2,453,500
 

798,000
 

(1,100) (142,100) (30,100) $ 986,200(o) 4,075,500
 

            
11,100(n)

  

Gross profit
 

1,112,000
 

156,900
 

500
 

(27,500) (4,600) (997,300) 240,000
 

Equity in earnings of joint ventures
 

12,100
 

10,600
 

(3,400) (3,400) —
 

(2,100)(p) 13,800
 



General and administrative expenses 956,400 114,400 — (16,000) (3,600) (986,200)(o) 65,000
Charges and allocations from

Tyco and affiliates
 

—
 

23,100
 

—
 

(4,100) (800)
  

18,200
 

Income from operations
 

167,700
 

30,000
 

(2,900) (10,800) (200) (13,200) 170,600
 

Minority interest in share of earnings
 

10,900
 

500
 

200
 

—
 

—
 

(2,100)(p) 9,500
 

Other income (expense)
 

(900) —
 

—
 

—
 

—
   

(900)
Related party interest income

(expense)
 

—
 

8,700
 

—
 

(400) 100
 

(8,400)(r) —
 

Gain on sale of facility
 

—
 

2,700
 

(2,700) —
 

—
 

—
 

—
 

Interest income (expense)—net
 

4,100
 

(4,700) (800) 3,100
 

—
 

(10,300)(m) (8,600)
Income from continuing

operations before income tax
expense

 
160,000

 
36,200

 
(6,600) (8,100) (100) (29,800) 151,600

 

Income tax expense (benefit)
 

56,200
 

17,900
 

(700) (3,600) —
 

(12,000)(q) 57,800
 

Income from continuing
operations

 
103,800

 
18,300

 
(5,900) (4,500) (100) (17,800) 93,800

 

Discontinued operations, net of tax
 

—
 

—
 

—
 

—
 

100
   

100
 

Net income
 

$ 103,800
 

$ 18,300
 

$ (5,900) $ (4,500) $ —
 

$ (17,800) $ 93,900
 

Net income allocation:
               

Preferred stock dividend
 

$ 100
           

$ 100
 

Net income available for common
stockholders

 
103,700

           
93,800

 

Net income
 

$ 103,800
           

$ 93,900
 

Net income per share:
               

Basic:
               

Continuing operations
 

$ 1.03
           

$ 0.93
 

Discontinued operations
 

—
           

—
 

  

$ 1.03
           

$ 0.93
 

Diluted:
               

Continuing operations
 

$ 1.00
           

$ 0.90
 

Discontinued operations
 

—
           

0.01
 

  

$ 1.00
           

$ 0.91
 

Weighted average shares outstanding:
               

Basic
 

100,745
           

100,745
 

Diluted
 

103,681
           

103,681
 

 
See accompanying notes to unaudited pro forma condensed combined financial statements.
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Unaudited Pro Forma Condensed Combined Statement of Operations

Fiscal Year Ended September 30, 2007
(in thousands, except per share data)

 
  

Historical
 

Pro Forma Adjustments (Note 3)
   

  

AECOM
Technology
Corporation

 
Earth Tech

 

Excluded
Businesses

(j)
 

Businesses
Sold 
(k)

 

Discontinued
Operations

Held for Sale
(l)

 
Other

 

Pro Forma
Combined

 

Revenue
 

$ 4,237,200
 

$ 1,174,100
 

$ (800) $ (191,700) $ (34,000)
  

$ 5,184,800
 

Cost of revenue
 

3,076,000
 

1,001,600
 

(900) (169,600) (28,600) $ 1,065,600(o) 4,958,700
 

            
14,600(n)

  

Gross profit
 

1,161,200
 

172,500
 

100
 

(22,100) (5,400) (1,080,200) 226,100
 

Equity in earnings of joint ventures
 

11,800
 

14,300
 

(4,700) (4,500) —
 

(2,700)(p) 14,200
 

General and administrative expenses
 

1,017,100
 

157,000
 

(100) (18,700) (4,500) (1,065,600)(o) 85,200
 

Charges and allocations from
Tyco and affiliates

 
—

 
20,600

 
—

 
(3,400) (600)

  
16,600

 

Income from operations
 

155,900
 

9,200
 

(4,500) (4,500) (300) (17,300) 138,500
 

Minority interest share of earnings
 

16,400
 

1,600
 

100
 

—
 

—
 

(2,700)(p) 15,400
 

Related party interest income
(expense)

 
—

 
14,300

 
100

 
(400) 200

 
(14,200)(r) —

 

Gain on sale of equity investment
 

11,300
 

—
 

—
 

—
 

—
 

—
 

11,300
 

Interest income (expense)—net
 

(3,300) (5,000) (1,100) 3,700
 

—
 

(19,700)(m) (25,400)
Income from continuing

operations before income tax
expense

 
147,500

 
16,900

 
(5,600) (1,200) (100) (48,500) 109,000

 

Income tax expense (benefit)
 

47,200
 

10,700
 

(1,100) (700) —
 

(19,400)(q) 36,700
 

Income from continuing
operations

 
100,300

 
6,200

 
(4,500) (500) (100) (29,100) 72,300

 

Discontinued operations, net of tax
 

—
 

—
 

—
 

—
 

100
   

100
 

Net income
 

$ 100,300
 

$ 6,200
 

$ (4,500) $ (500) $ —
 

$ (29,100) $ 72,400
 

Net income allocation:
               

Preferred stock dividend
 

$ 300
           

$ 300
 

Net income available for common
stockholders

 
100,000

           
72,100

 

Net income
 

$ 100,300
           

$ 72,400
 

Net income per share:
               

Basic:
               

Continuing operations
 

$ 1.37
           

$ 0.99
 

Discontinued operations
 

—
           

—
 

  

$ 1.37
           

$ 0.99
 

Diluted:
               

Continuing operations
 

$ 1.15
           

$ 0.83
 

Discontinued operations
 

$ —
           

—
 

  

$ 1.15
           

$ 0.83
 

Weighted average shares outstanding:
               

Basic
 

73,091
           

73,091
 

Diluted
 

87,537
           

87,537
 

 
See accompanying notes to unaudited pro forma condensed combined financial statements.
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NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL STATEMENTS



 
1.  Basis of Pro Forma Presentation
 

The unaudited pro forma condensed combined financial statements (the “pro forma financial statements”) have been prepared using the purchase
method of accounting with AECOM as the acquiring entity.  Accordingly, under purchase accounting, the acquired and retained assets, liabilities and
commitments of Earth Tech are adjusted to their fair values.  Additionally, amounts contained in the historical consolidated financial statements of Earth Tech
have been reclassified, where necessary, to conform to AECOM’s financial statement presentation.

 
The unaudited pro forma adjustments represent management’s best estimates based on information available as of the time these pro forma financial

statements were prepared and are subject to revision as additional information becomes available and as additional analyses are performed.  The final
allocation of the purchase price will be determined after completion of an analysis to determine the fair values of Earth Tech’s tangible and identifiable
intangible assets and liabilities.  Accordingly, the final purchase accounting adjustments could differ materially from the preliminary unaudited pro forma
adjustments presented herein.

 
Under the purchase method of accounting, the total purchase price is allocated to Earth Tech’s tangible and intangible assets and liabilities based on

their estimated fair values as of the date of completion of the acquisition.  The total estimated purchase price allocation, net of businesses sold, is as follows:
 

  
Amounts

 

Estimated
Remaining

Useful Lives
 

  
(in thousands)

 
(years)

 

Net tangible assets as of June 30, 2008 at estimated fair value, net of
businesses sold

   

$ 129,900
   

Identifiable intangible assets:
       

Backlog
 

17,300
   

1.1
 

Customer relationships
 

10,800
   

10
 

Trade name
 

200
   

5
 

 

   

28,300
   

        
Net deferred tax liabilities

   

(11,300) 
  

Amount allocated to goodwill
   

179,100
   

Total purchase price, net of businesses sold
   

$ 326,000
   

 
Management has not completed the process of determining whether any significant purchase accounting adjustment relating to normal profit on Earth

Tech’s uncompleted contracts exists.  A normal profit liability or asset is recognized in purchase accounting such that the rate of return reflected in the post-
acquisition financial statements of the acquirer is equal to a market return for the acquirer’s remaining performance effort under the contract.  Above- or
below-market rates of return can occur for a variety of reasons, including: proposing and securing a contract at above or below market profitability levels;
cost over- or under-runs primarily on fixed price and lump-sum contracts; changed conditions that cannot be resolved through change orders or claims; and
shifts in market prices resulting in higher or lower margins occurring after a particular contract was established.
 
2.  Reclassifications
 

The following reclassifications have been made to conform Earth Tech’s historical financial statements to the basis of presentation in the pro forma
financial statements:

 
·      Reclassify Earth Tech’s other expense within income from operations to general and administrative expenses to conform to AECOM’s presentation.
 
·      Reclassify Earth Tech’s minority interest and related tax effects to conform to AECOM’s presentation.
 
·      Reclassify certain of Earth Tech’s other current assets and other current liabilities, where applicable, to conform to AECOM’s presentation.
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3.  Pro Forma Adjustments
 

Adjustments included in the column under the heading “Pro Forma Adjustments” in the pro forma financial statements consist of the following
adjustments:

 
Pro Forma Adjustments to Condensed Combined Balance Sheet
 
(a)               To remove balances related to certain Chinese joint venture operations not purchased from Tyco.
 
(b)             To remove WPT, NACO, and Earth Tech’s Mexican and Nordic Water operations, which were divested concurrently with or subsequent to the

acquisition for approximately $90 million. No gain or loss on sale is recorded in connection with the sales of these operations.
 
(c)              To reclassify discontinued operations balances related to certain Earth Tech assets and liabilities held for sale based on management’s intentions to

dispose of such operations within a short period after the close of the Earth Tech transaction.
 
(d)             To eliminate Earth Tech’s historical equity and balances due from Tyco and affiliates, as they were not included in the transaction.
 
(e)              To record estimated goodwill resulting from the acquisition.
 
(f)                To record the estimated identifiable intangible assets acquired, which include backlog, customer relationships, and trade name.
 



(g)             To record long-term debt incurred as a result of the acquisition, net of proceeds from the divested WPT, NACO, Mexico, and Nordic Water
operations noted above.

 
(h)             To adjust deferred income tax liability associated with the estimated identifiable intangible assets acquired.
 
(i)                 To eliminate minority interest balance relating to a joint venture 100% owned by AECOM and Earth Tech, as combined.
 
Pro Forma Adjustments to Condensed Combined Statements of Operations
 
(j)                 To remove results related to certain Chinese joint venture operations and a U.S. water facility not purchased from Tyco.
 
(k)              To remove WPT, NACO, and Earth Tech’s Mexican and Nordic Water operations, which were divested concurrently with or subsequent to the

acquisition, for approximately $90 million. No gain or loss on sale is recorded in connection with the sales of these operations.
 
(l)                 To reclassify discontinued operations results related to certain Earth Tech operations held for sale, based on management’s intentions to dispose of

such operations within a short period after the close of the Earth Tech transaction.
 
7

 
(m)           To record the increase in interest expense, using a weighted average interest rate of 3.5% for the nine months ended June 30, 2008 and 5.4% for

the year ended September 30, 2007, associated with the net borrowings under AECOM’s existing revolving financial credit facility of $326
million.  For purposes of calculating the pro forma interest expense in the pro forma financial statements, AECOM has assumed that the cash
proceeds received from the divestitures of WPT, NACO, Mexico, and Nordic Water noted above were available as of the beginning of the periods
presented to service the related debt.

 
(n)             To record the amortization of the purchased intangible assets resulting from the acquisition.  See also Note 1.
 
(o)             To reclassify certain indirect expenses from general and administrative expenses to cost of revenue to present AECOM’s and Earth Tech’s

Combined Statements of Operations in a consistent manner. AECOM has adopted a new convention under which only certain corporate related
expenses, including corporate salaries and rent, are classified as general and administrative expenses.  Historical general and administrative
expenses for AECOM and Earth Tech have been reclassified to conform to the new convention.

 
(p)             To eliminate minority interest in share of earnings relating to a joint venture 100% owned by AECOM and Earth Tech, as combined.
 
(q)             To record the income tax effect of pro forma adjustments.
 
(r)                To eliminate related party interest income resulting from balances due from Tyco and affiliates.
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