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Competitiveness begins by developing a clear strategy. At Baker, y
our strategy is structured on these foundations: Maximizing The e
Growth Potential Of Our Business Segments; Optimizing The B 4
Profitability Of Our Services Through Inspired Business Processes;

Innovating The Methods In Which We Deliver Oar Services To Our

Clients; Leveraging The Skills And Relationships Of The Entire

Company. Our strategy is fucled by ideas. So, management’s task is

to create a structure whereby ideas ave nurtured and caprured o

ensure a dynamic and deliverable strategy thar achieves our

company’s goals. Goals are achieved by having a detailed plan. Bur,

vou also need a process that measures against the plan and allows

vou to address the continuing changes of the marketplace. For us, =
our process is the “Baker Balanced Scorccard®—the tool to enable
the realization of our Vision: Perform the Biggest and Most
Challenging Projects; Be Paid for Content, Not Hours; Sharve
Knowledge and Resources; and Make Money.
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financial-summary

(Amounts in millions, except per share information)

—

2003 | 2002 2001

Revenues

$426.0 $405.3 $403.2

Income from Operations

6.4 17.2 20.4

Net Income

2.1 9.6 11.2

Diluted Net Income per Share

0.25 1.12 1.33

Shareholders’ Investment.

72.6 71.4 615

Total Backlog at Year End

$720.7 $545.2 $509.6

segmentosummavy

(Amounts in millions)

. 2003 | 2002 2001

Revenues
angineering
Energy

$250.6 $242.6  $243.6
175.4 162.6 158.2

Total Core
Non-Core

426.0 405.2 401.8
0.1 1.4

Total Revenues

$426.0 $405.3  $403.2

Income from Operations
Engineering
Energy
Corporate

$6.4 $1

$10.3 $12.7
1.4

6 101
0 (07

Total Core
Non-Core

6.4

. 22.1

Total Income from Operations

0

6

(1.4) (0.
16.0

1.2 (1.7)

$6.4 $17.2  $20.4

Note with respect to Forward-Looking Statements: This Annual Report, and in particular the
“Management's Discussion and Analysis of Financial Condition and Results of Operations”, contains
forward-looking statements concerning future operations and performance of the Company. Forward-
looking statements are subject to market, operating and economic risks and uncertainties that mav cause
the Company’s actual results in future periods to be materially different frorm any future performance
suggested herein. Factors that may cause such differences include, among others: increased competition,
increased costs. changes in general market conditions, changes in industry trends, changes in the regulatory
environment, changes in anticipated levels of government spending on infrastructure, changes in loan
relationships or sources of financing, changes in management, and changes in information systems. Such
forward-looking statements are made pursuant to the Safe Harbor Provisions of the Private Securities

Lirigation Reform Act of 1995,

tOt&l{ contract vevenues
$426.0

incowe from operations

£20.4
o $17.2

earnings pev shave

$1.33
i 3 $1.12
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Iam
finalizing this
letter to you on my
return from signing the

i single largest contract ever
awarded to Baker—the five-vear, up to $750 million contract for
Program Management of the Federal Emergency Management
Acrenu' 5 (FE\’IA) Multi-Hazard Flood \Idppmo and
\lodennzduon (MHFMM) program. My excitement over this
landmark opportumity is tempered by the disappointing financial
performance we delivered to vou in 2003 and typifies the up and
down, challenging vear that we experienced. While we did not
meet expectations for the year, we did invest in the organization’s
future and introduced new initiatives that strengthened the total
infrastructure of the company.

L et
S (177 R eRE
" IL'“U’ Chiel Resouree Officer, H. @ M

The Baker Balanced Scorecard is the strategic roadmap that we
are using to guide us into our furure. The Scorecard concept of
“Balance” between the key components of Baker—finance,
operé‘xtions7 governance and compliance, marketing, and hwman
resource development—not only provides the theme for this
Annual Report, but sets the stage for consistent, long-term
arowth for the company and increased shareholder value.

Operational Performance and Initiatives

Asl ‘look back on 2003, we clearly faced dramatic challenges.
Flrst\and foremost was the difficulty we experienced with our
new Enterprise Resource Planning (ERP) information system—
the “One Source Data” component of the Baker Balanced
Scorecard. Despite considerable planning and the exceptional
dedication of our project staff, the ERP implementation
advetsely impacted our performance last year. We spent
considerably more capital and human resources than
anticipated, and experienced a significant decrease in
productivity resulting from a lack of svstem proficiency in
support of our operations. Today, however, the new system is
functioning, our people better understand and appreciate how
it opérates, and we are able to begin 1o see the enormous
potential the svstem holds for facilitating our growth. In fact,
withdut such a powerful, scalable, and multi-functioning
information system, we very well may not have been suceessful
in securing the F EMA MHFMM award. In 2004 and bevond, I
fully expect our substantial investment will continue to create
added value to our organization through better access to real-
time information and better project controls.
|

Baket continues to face escalating operating costs due to higher
medical benefit and liability insurance costs. To the extent

possible, we took aggressive steps to lower, or limit increases in

sageot()esbaveb

devs

these costs for 2004, including
restructuring our benefits and 401 (k)
plans. In addition, we vastly improved
our Health, Safety, Environmental &
Compliance (HSE&C) programs and
performance within our Energy segment
that should lead to fewer work-related
injuries and, in turn, lower costs.

On balance, Baker has continued to build
its reputation in both our Engineering and
Energy business segments as the firm that
can bring technical quality, performance
efficiency, and cost effective solutions to
our clients’ most complex and challenging
projects.

Tocus on Balance
In 2002, and especially in 2003, we

invested siguificant time. energy and
dollars in developing our strategic
roadmap to sustained growth and
profitability, applying the Balanced
Scorecard concept. I strongly believe this
strategic process will establish Baker as a
much swonger organization, better
positioned for improved profitability and
faster growth.

Baker will continue to apply the principal
that balance in the public and privare
sector markets ensures a portfolio of
clients that allows for better application of
resource management (that is aligning our
professional staff towards higher value and
margin opportunities), target marketing,
geographic positioning, and client
development.

Another key component of the Baker
Balanced Scorecard, our “OWN?” swrategic
marketing and sales process, contributed
10 our achieving a consolidated backlog at
yvear-end 2003 of $721 million compared
to a backlog of $545 million at the end of
2002. The backlog increase was primarily
the result of two long-term service
contracts awarded in the Energy segment,
both won by emploving the OWN process.
Moreover, had we included the FEMA
contract (also a product of our OWN
process) in our 2003 financial results, our
backlog would have approached $1.5
billion, a record for Baker.

Engineering

The application of balance in our
Engineering segment is the strategic
direction to grow our federal sector
business. With our recent FEMA award,
and with ongoing work for the
Department of Defense and the
Department of Homeland Security, we
fully expect that nearly 50 percent of our
engineering business will be in the federal
sector compared to less than 20 percent
only two vears ago. We expect the federal
sector to offer growth opportunities



near-term, primarily due to the combined
effects of the Iraq War and concerns
about homeland security. This new work
will add to Baker’s growth as well as
earnings stability.

Our Engineering segment, in parmership
with several other leading engineering
and construction firms, has been awarded
major portions of the Iraq and
Afghanistan reconstruction efforts.
Baker's long-standing and successiul
relationship with the U. 8. Army Corps of
Engineers positioned us to support this
muld-billion dollar program. Our
emplovees have been quick to respond to
this opportunity and I appreciate their
commitment, not only in addressing the
technical challenge, but also in their
acceptance of the inherent risks.

The other major portion of our
Engineering activity is the work we do for
state and local governments, particularly
in the area of wansportation
infrastructure. Much has been written
and discussed about the ongoing budget
challenges many state and local
governments are facing. Fortunately, in
2003, our position in key state markets
was not adversely impacted and we were
able to not only deal with the potential
downturn, but also successfully increase
our backlog of work in this market.
Long-term, the reauthorization of the
federal highway and transit infrasoucture
bill is extremely important for Baker.
Our backlog in Transportation grew
during 2003 by seven percent and our
existing inventory of work is sufficient to
carry us through 2004, But, without a
long-term comunitment to fund
transportation infrastructure projects in a
meaningful way, this indecision could
affect this area of our business next vear.
I believe that an aging transportation
infrastructure, the need for efficient and
safe transportation, and the historical job
growth impact, demands reauthorization.
In the meantime, the balance we have in
Engineering will allow us to shift
resources, if necessary, to the short-term
opportunities but retain the key staff
necessary to address the expected
demand in our historical transportation
infrastructure business.

Energy

There is no denying the fact that our
Energy segment’s performance in 2003
was well below expectations. Our OPCO®
business model did not achieve its growth
plan in the Gulf of Mexico (GOM) shelf.
We continue to believe that the OPCO
model remains extremely viable,
especially in a mature market such as the
GOM. But, the challenge we face in
“selling” the model has many facets,

including: the overall change in the
market due to consolidations and mergers
of the major operators; the rapid “asset-
rurnover” by many companies that
prevents us from securing long-term
contract opportunities; and the pressure
to optimize the declining field production
in this region. We continue to maintain
strong relatonships with our GOM clients
and are well positioned to capitalize on
the higher margin opportunities under
more favorable market conditions.

Baker Energy remains one of the largest
contract operators in the GOM in both
the shelf and deepwater. Most of our
business is in providing supplemental
labor that requires more disciplined cost
control measures and an aggressive
HSE&C program to provide a higher
skilled labor force and lessen workers’
compensation costs. In both areas,
management continues to actively pursue
initiatives that will allow us to remain
competitive and increase profitability.

We expect to balance the challenges
facing our GOM activities by focusing on
the domestic onshore and international
markets. In 2003, the Energy segment
was awarded two Managed Services
contracts by Huber Energy in the Texas
Panhandle and the Wyoming Powder
River Basins. Managed Services contracts
incorporate the same higher-margin,
performance-based features as OPCO,
but expand the scope of services to
include more aspects of overall field
management. These Huber projects
provide us with a foothold in the onshore
market, allowing for an expansion of a
Managed Services network with other
operators in the primary onshore basins.

Finally, in the international Energy
sector, we continue to pursue larger
opportunities where our strategic service
alignment creates maximum value for our
customers and higher margins for Baker.
In 2003, we strengthened our position in
Algeria through contract awards with two
kev clients. We also renewed our
operations and maintenance contract with
ChevronTexaco in Thailand for an
additional five vears. Baker’s unique
capabilities of recruiting and training of
mternational workforces and operational
and maintenance expertise, as well as our
willingness to work in foreign
environments, give us competitive
advantage in this market. These
competencies were leveraged in the
Engineering segment’s successful pursuit
of contracts for reconstruction efforts in
Iraq and Afghanistan with the Coalition
Provisional Authority and the U.S. Army
Corps of Engineers.

Future Balance

Throughout this message, I have
endeavored to illustrate the “balance” of
skills, locations, chients, and markets that
are inherent in our strategic purpose. I
strongly believe that through our
investment in strategic initiatives such as
our new OWN system, the one source of
data and information through ERP, and
the recent launch of our “Baker Way”
Project Management training process, we
will achieve the balance necessary for
sustained profitability and growth. As a
company, we must and will be able to
provide the vear-over-year performance
mmprovement that you expect.

I would also like to take this opportunity
to update you on our efforts to address
the important and developing areas of
corporate governance and compliance.
Baker is, and will alwavs be, at the
forefront of developing and implementing
best-in-class processes and controls to
manage our business and provide
accurate and timely informaton to our
investors. Meeting this challenge allows
us to prosper as a publicly wraded
company and provide you with improved
shareholder value. 1am confident in
saving that through the collahorative
efforts and swong support of our
management and Board of Directors,
Baker will continue to be a model of
excellence in corporate governance.

In closing, T once again reflect on the
FEMA contract. I was fortunate to have
been a small part of the outstanding
proposal team. As shareholders, vou
would have been proud to observe the
commitment and passion Baker
employees put into this award. But, they
represent onlv a small fraction of the over
4,400 Baker employees around the world
who, day in and day out, do no less. So
long as this level of effort continues, I
have no doubt we will meet and hopefully
exceed your expectations.

I look forward to 2004, as it will be both
exciting and challenging.

CHALLENGE US!

Dbl

Donald P. Fusilli, Jr.
President and Chief Executive Officer

o ChaflengelUs.
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How would you charaecterize the
Engineering segment’s
performance in 20037

2003 was a vear of modest

growth in a relatvely

challengxm environment for the

Engineering segment.

Uncertaintes in federal, state
and local funding, particularly
related to transportation, had
much to do with that. State
wansportation budgets were flat,
cut, or even slashed in 2003, and
with delays in the federal transportation
reauthorization, many are hedging on
further transportation investments. With over

half of the Engineering segment’s revenue being

realized from transportation, the impacts to our overall
performance are clear.

Yet, Llsee the outcome as positive, parm'cularlv considering we
took on the challenge of aggressively unprownﬂ internal svstems
and proces;es—vu“rua]lv everything we're doing—and realized
several kev contract awards elsewhere in the business.

Coneerning continuously improving systems and processes,
what within the segment was accomplished in 2003 that will
lead to achieving your long-term goals for the business?

I
First off, we began to effectively articulate the vision of Baker’s
Balanged Seorecard—our roadmap that illustrates how each
individual initiative, function and process contributes to the
overall improvement of the organization. No small thing.

We also began the implementation of the OWN process, our
systernatic sales and marketing process, that was parially
responsible for the successes we've realized late in 2003 and early
2004, This process is reliant upon early recognition of project
opporiumities and relationship building with clients. It’s teaching
us how to position ourselves with clients and to anticipate their
needs, not just respond to them.

We've made great strides in advancing our resource management
and, in particular, our project management systems. We're
leveraging the extensive knowledge base we have in our “top’
project managers into these programs and there are meaningful
commiitinents at all levels of the company to make this a success.
We're! far from completing the tasks, but once we tie all the
processes into the Scorecard, our roadmap will keep us on course.
The impact to the business for doing this will benefit employees,
custorners, and shareholders for a long time to come.

Hew has the challenge of restructuring the Engineering
sefrmem aleng Prartnce Areas been met, and what benefits
hawe \been redﬂued as a result?

The Practice Area structure may have been a litde foreign at first,
but I believe we are very far a_lonﬂ on the success side of the
restructuring continuum. The appzcnch has allowed us to focus our
rna_rl\enng, sqles and technical resources on the viable markets, and
we've|put leadership in place for these focus markets that enjoy
widespread respect, not only within Baker, but in the marketplace.

We've taken the slow road to implementing the restructuring, but
have already seen the direct benefits of our approach, both in
managing the business and making crucial decisions about what
projects to pursue, and at least as importantly, which projects not to.

A Performance Review and Market Outlook with
Mallory, President, Engineering
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What do you see as the Engineering
segment’s primary competitive
advantage or key area of differentiation
in the marketplace today?

In great part, this is a business built on
reputation and in the markets we serve and
with clients we consult, I believe we enjoy
as good a reputation as anyone in the
business. This comes from quality people
providing a quality product—from the deep
knowledge base of experience and an
unrelenting desire to do the best, every time
out. That clearly is something that Baker
has always benefited from and is a
differentiator for us.

Looking ahead, what are the biggest
challenges facing the Engineering
segment this vear and in the near future?

The federal transportation reauthorization
will become the biggest hurdle to overcome
in the near future. The money flow from
this legislation typically lags as much as six
months behind the bill’s passing, so the
transportation design business will be flat
for the foreseeable future, industrv-wide,
not just for Baker.

Fortunately, the level of diversification
built into our business should allow us to
weather that market flartening. The
recent increases in federal spending in
other areas positions us to do so. But,
we're making sure that when the
transportation spigot gets turned back
on we're in place to benefit.

Having been selected for the recent FEMA
Multi-Hazard Flood Map Modernization
contract and other large contracts, our next
greatest challenge is to not only perform,
but to excel in execution. Staffing and
resource issues will certainly be a challenge
related to these tremendous projects, but [
feel a manageable challenge.

Long-term, we face the same resource
challenges as our competitors. Finding
engineering talent that is in short supply
nationally will stretch our resources, so
we’ll have to continue to grow our own
people through effective and focused
training, implement the expert systems
necessary to realize efficiencies and allow
talent to take on increasingly responsible
roles at earlier stages in their careers.

Hew is the Engineering segment being
positioned to offset the uncertainties in
its key markets, and what other markets
of oppertunity do you feel are a good fit
for the segment’s growth strategies?

First and foremost, we are not giving up
on transportation. We must be more
targeted in the projects that we pursue, so




we can maximize our sales and marketing
efforts. Secondly, we are controlling costs
to make sure we can sustain our
transportation practice for the backlog of
work we currently have, while ensuring
we will be well positioned when this
market comes back.

The offsets are coming from the Federal
Civilian and Department of Defense (DoD)
markets, where we are aggressively
pursuing opportunities. These are not new
markets for Baker. On the contrary, we've
served these markets for manv vears and
this is a primary reason for our recent
successes. We continue to expand existing
relationships and provide quality
services—vital keys to winning work.

Another growth market is
water/wastewater. The FEMA contract is
essentially a water-related services
contract, and we feel that this offers
enormous potential to grow the

business going forward.

Do you see the
segment’s long-
term growth
objectives
coming
primarily frem
organic growth,
or do you see an
acquisition on the
horizon? What are your
criteria for an acquisition?

We will meet our growth objectives by
doing both. We must grow internally, as
that is the primary growth engine for the
segment, but we must be perpetually
open to making an acquisition. Our
internal growth will be realized in the
markets where we currently compete and
enjoy strong market share and we must
consider acquisitions in markets such as
water, where we have a practice, but are
not a major plaver. There are geographic
factors that weigh in on making an
acquisition strategy work. Our efforts in
the western and southern regions of the
U.S. could be the immediate benefactors
in such a strategy.

What were the secrets to, or the lessons
learned from, being selected for the
FEMA Multi-Hazard Flood Map
Modernization contract, and how do
you feel Baker can maximize the
benefits from it?

The FEMA award was literally the result
of years of nurturing relationships and
building on a long-standing history of
providing top-notch quality work to an
important client. We didn’t just throw our

<> Civil Infrastructure Construction Management, David L. Lawrence Convention Center, Pitisburgh, PA
O Program Management for Land and Port Facilities Security Program, US-VISIT, Deparmment of Homeland Security

(O Wintergreen Gorge Bridge Design, Pennsylvania Department of Transparration, District 1-0, Evie, PA

hats in the ring and hope to come out

a winner. We knew what improvements
FEMA was planning by continually
positioning ourselves to gain insight and
understanding for this conwract. We
teamed very strategicallv by identifying
key members based on their being the best
at what they do and then aligning them
with a specifically defined problem related
to the contract. We ended up with team
members considered to be the ‘gold
standards’ in the products and services

they provide.

To maximize the benefits to Baker, we
must first maximize the benefits to the
customer. With a performance-based
contract such as this, the team must
perform at the absolute highest degree that
we can. In doing so, we will maximize the
benefit to the customer, to the people of
this nation, and in some smaller degree, to
Baker and its team members.

\\ What progress has been

“ > made in the company’s
key strategy of
leveraging the
skills and
relationships
between the
Engineering and
Energy segments?

Both businesses have
benefited from this stwategy
during the past couple of vears,
but most recently we've made great strides
by virtue of our work in Iraq. Having the
confidence in the Energy segment’s
knowledge of setting up operations in a
foreign country, in potentially hostile
environments, in a short period
of dme, and not only

staffing the operation,

but staffing it well,

was critical to
securing the
work. This is no
small thing, as
it begins to
reveal how we
can leverage

the skills and
relatonships
even deeper into
the business.

We certainty have
more work to do
before realizing direct
benefit, but there are some
obvious areas of our businesses,
particularly in linear utlites, that have
great potential. Dick Giffhorn and I enjoy
the kind of relationship that will nurture a
cooperative approach and that is probably

the most important element to achieving
success. We are investigating avenues to
share program management expertise, as
we both have something different to offer,
but both could benefit significantly from
leveraging those skills. Our challenge is to
continually engage one another, then
follow through.

Where do you envision the Engincering
segment five years from now, and what
are the key drivers for that vision?
How will achieving these goals
contribute to shareholder value?

Five years from now, Baker is a national
leader in the transportation, federal
civilian/DoD) and water markets. We have
broad national geographic coverage, but
we are still not all things to all people. We
are focused on our markets of expertise.
We certainly must be a larger company
than we are today in order 1o meet those
goals, but without compromising our
culture and the same kind of attention to
detail for the customer.

Remaining steadfast in our strategies,
hiring the best engineering talent
available, growing the business organically
and through acquisition, continuing to
improve our systems and processes, and
performing well on all projects are
the key drivers to achieving
that vision.

The hope is that growth
in the company will
result in growth in
shareholder value,
but as we’ve seen
occur to others

with aggressive
growth strategies,
this is not always the
case. Our core
growth must come
from quality
contracts—projects with
solid margins based on
superior performance.
Feeding the mill just to keep
people busy is not quality growth. Getting
paid for what we know, not the hours we
expend, is quality growth. This is the key
to solid shareholder value.

ChaflengeUs.
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How did the energy market conditions
and exploration & production
(E&P) strategies of 2003 affect
the Energy segment’s
performance last year?

With the climate of
uncertainty in the
energy industry, came

caution in not onlv &P,

but in critical operations

decisions, such as outsourcing
operations and maintenance

{O&M) services. The uncertainty was

a derivative of high commodity prices,

overall economic conditions, and political

and social instability abroad.

This cautious posture affected us directly in
selective areas of our business, and not nearly so
much in others. These market conditions are beginning

to swing back to a more aggressive investment posture,
and that is good for all parts uf our business.

One of the keys to our business remains property exchanges
between producers, particularly transactions between the large
prﬂ(lu( ers and the mdependent producers. As that actvity
returns—as confidence in the high commodity prices pr evails—

we \wlﬂ begin to sce these U‘dllSElCUOﬂS return and will be
positioned to recapture higher-margin, Managed Services
(formerly known as OPCO®) opportunities.

Our basic O&M business has continued to grow and the
challenge in 2004 is growing our Managed Services business.

How have the Energy segment’s pursuits of the Gulf
of Mexico (GOM) deepwater market progressed during
the past vear?

The ke:y E&P strategy occurring in the Gulf is the exodus
towards deepwater properties by the major producers and the
larger independents. This has opened opportunities to establish a
smmﬁcqnt 0&M footprint in the deepwater area. We remain well
posmoned to continue providing O&M services on the shelf for
produgers involved in this segment of the COM market, but the
move to deepwater also opens up opportunities with the smaller
m(lependenla who are entering the shelf for the first time.

We've made a canscious and strategic decision to pursue the
GOM deepwater market and capture a majority of the O&M
marker share. We saw that the requirement for highly trained
0O&M personnel in the deepwater arena would be key to these
producers’ success and we’re capitalizing on that strategy. If we
focus an the labor and marine pieces of our business first, other
opportinities w ill present themselves, particularly our Apphed
Fedmc-locrles and Process Engineering services. The result of
this erategy has been to capture a 51gmf1ca11t market position
in the deepwater GOM market.

Field maturity will be an issue going forward in the deepwater
GOM. The process is expected to be much quicker than what
occurréd on the shelf, because of new drilling techniques and
technologies, and because of the massive producuon volume of
the wells I)emcr drilled. So, we are positioned to bring a host of
services to this market that are not labor-based, and are higher
margin-oriented services.
|

A Performance Review and Market Outlook with
Richard W. Giffhorn, President, Energy Segment

Could you give us some insight into
the Energy segment’s strategies
towards the onshore energy markets—
where you see the opportunities with
the most potential?

We saw a market that was being
abandoned by O&M services firms and
we've worked very hard at convincing
onshore operators that outsourcing their
0&M needs would be heneficial—it took a
progressive company like Huber Energy
to realize that there is a win/win scenario
that can work and we continue to develop
a great relationship with them.

The keys to our onshore Managed Services
success are, fivst and foremost, carrying
over the lessons learned offshore with
OPCO, realizing that there will be
continued challenges, and that it’s
imperative to control costs. We've seen our
ability to increase production, to implement
processes, and to better manage field
operadons. Our clients are obtaining better
operations data and maximizing that value,
and since these contracts are performance-
based, we are direct stakeholders in the
success of our customers.

We are focusing our Managed Services
efforts in the Texas Panhandle, and the
Permian, Powder River, and San Juan
Basins. But; this market is not attuned to
a shotgun approach. Our strategy involves
creating efficiencies through a network of
operators within a given geographic
region and maximizing our effectiveness
there, because these are not short-terin
plays—we must be in for the long haul.

The other areas that will be providing
expanding opportunities onshore are
Liquefied Natural Gas (LNG) and Coal-
Bed Methane recovery. These two
alternative energy sources can actually
make up the deficits in domestic natural
gas production and we plan to make
headway into both markets. The
differentiator for each is that thev are not
region-dependent; they occur across the
entire nation.

What technologies is Baker’s
Energy segment focused on and
how are they being incorporated
inte your operations?

As technology continues to drive itself into
our business, our customers expect us to
be the experts—and we’re doing just that.
It’s not just one technology but a number
of technologies that include the Global
Positioning System, Database
Management Systems, Geo-Spatial
Information Technologies, and SCADA
(Supervisory Control And Data
Acquisition) applications.




& Gulf of Mexico, 0&M, HSES&C, Applied Technology Services
& hiternational, Training and Nationalization Services

(O Texas Panhandle, Complete Onshore Managed Services, Huber Energy

We continue to perform well on our
CMMS (Computerized Maintenance
Management System) contracts and are
constantly positioning with our labor-
based customers to move into a more
Managed Services type of contract that
incorporates our use of these advanced
technologies. We've made great
headway into introducing technology
into our Training and HSE&C (Health,
Safety, Environmental & Compliance)
services, as well,

How is Baker positiening itself in the
international energy markets, and
where are the regions of focus and what
services are most viable for Baker?

Historically, we have followed our existing
clients abroad, and we se¢ no reasons to
change that stwategy. With that said, 1
believe we will be exploring opportunities
in areas that we’ve not waditonally
operated. There are unique
opportunities in Mexico that
would open a new region
for Baker, and in doing
50, allow us 10
establish ourselves
and help redefine
how O&M
services are
provided there.
Venezuela is
showing signs of
revitalizing its oil
mdustry, but this won't occur
without challenge and patience.

Trinidad is quickly becoming a hotbed of
actvity and we're well positioned there to
provide a host of services, including

CMMS and Training.

On the other side of the world, we
continue to focus on O&M in Nigeria, but
we are developing avenues to provide the
full range of Managed Services. Our
opportunites in Algeria continue to
expand and we are focusing our
marketing efforts on Qatar, Angola,
Egvpt, Kazakhstan, and China in 2004,

How has the level of importance being
placed on HSE&C impacted business
strategies, and how has Baker’s
performance in this critical area
measured up?

Quality performance in HSE&C is critical
to our success and we are very proud of
our performance in 2003, Our people
clearly understand the focus being placed
on HSE&C and they have responded
admirably. Most important is the positive
impact it has on the safety and well-being
of our emplovees. Secondly, poor
performance in HSE&C is very expensive.

It can result in fines and increased
insurance costs. The programs we have
implemented stringently monitor
performance in critical areas of HSE&C
and the facilities we operate are subjected
to random and unannounced inspection
by our clients and regulatory agencies
such as the U.S. Departnent of Interior’s
Minerals Management Services (MMS).
We are very confident in our HSE&C
programs, as our record in this area has
continually improved. In fact, MMS
recently awarded Baker with its 2003
Houma District Safety Award for
Excellence in the deepwater GOM.

Aside from growing organically, do
vou envision the Energy segment
making an acquisition in the near-
term, and if so, what would be the
primary service that such an
acquisition would supplement?

We clearly must focus on
technology as being the
impetus for acquisition, but
not just any technology.
It must complement
the direction of our

services and the

markets we serve,

and it has to fic
both culturally and
geographically.
Partmering continues to
be a viable option, but
eventually, we'll need to bring
those capabilities in-house.

What oppertunities currently exist for
leveraging the skills of the
Engineering segment, and are there
opportunities for expanding

these relationships?

We continue to work
with Engineering
to make in-roads

with several :
clients,

particularly in |
the CMMS
arena. We've
also been
nvolved in
subcontractor
roles for the
logistics,
recruiting and
training work
Engineering is doing
in Iraq and Afghanistan.
As [ mentioned before, the
coal-bed methane market is gaining
momentum and with the Engineering
segment’s previous experience in this
market and our advances onshore, we see

unique opportunities to blend the two
services in a truly innovative fashion.
Engineering for many of our clients

remains strictlv an in-house expertise, but

we still see avenues to leverage the skills
and relationships of both the Engineering
and Energy segments.

What do vou consider the Energy
segment’s competilive advantage,
and where do you see those
advantages taking the business five
years from now?

We are in a service-oriented business and
you don’t provide great service without
great people. So, first and foremost, our
people help set us apart. There is an
infectious sensc of pride with Baker folks
that helps grow relationships with
customers. Nothing could be more
important to our business.

I believe our HSE&C performance gives
us a distinct competitive advantage, is
looked on by our customers as being
value-added, and raises the standard in
the industry.

Our own internal technologies, processes
and systems, which are constantly being
upgraded and honed, give us an

advantage, particularly in our
marketing and sales efforts.
We’ve embraced the whole
concept of the Balanced
Scarecard and are
infusing its mochules
into our business and
it’s working.

S

All of these factors
will weigh in, when
in five years we are
looked upon as
being the premiere
oil and gas O&M
services provider—
offshore and onshore.
We won'’t be all things to
all people, but the things
we do, we'll do the best, and
that’s maximizing the as of our
energy-producing customers.

] Chaflengels.
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SELECTED FINANCIAL DATA -

2003

2001

2000

. (In thousands, e.zz"(;ept per share ir-vform'atim"l) : 2002 , 1999
Results of Operations : ‘ ~ . - _
_Total contract revenues $ 425,983 ' $4057264 $§403,222 $390,710 $£506,012
Operating income/ (loss) 6361 . 17,227 20,378 10,725 (8,175)
 Net méome/(loss') 2,066 - 9,566 .' 11,186 § 5,376 (8,164)
Diluted net income/ S R R o o '
(loss) per share $ 025 5 112 $ 133 $ 065 . $ (100}
Return on average equity 29%  144% - 20.0% “11.3% - (16.7)%
- Financial Condition : _ .
. “Total ‘assefs $ 173,403 $145,097 -$148,386 - $137,379 $155,047
" Working capital '$ 55611 ° $ 41,020 $ 40,954 - $ 20,391 $ 25,733
. Currentratio . 166 158 148 135 129
Long-term debt $ 13481 8 — $ 30 0§ 51§ 14867
Shareholders’ investment - 72,581 71,419 61‘,493‘ 950,329 44.,799
Book value per ' ' : o RN o ‘
outstanding share 8.72 8.52 743" 6.09 5.48
* Year-end closing share price $ 1035 $ 1095  § 1520 s 775 $  6.63
Cash Flow =~ .
Net cash (used in)/provided by : S _ ‘ .
operating activities ‘ $ (14,834) $ (9.120) $ 19,626 "8 12,425 5 1,143
Net ca'sh.(use(}'in)/provided_by : . S
investing activities - | 4,787) (20) (7,831) 2672 - (10.255)
Net cash provided»by/ (used in} - o ' : ' . . L
financing activities - 12,840 543 (2.435) - (9,660) 7,783
(Decrease)/increase in cash $ (6781)  § (8,597 $ 9.360 8§ 5,437 $ (1,329)
Backlog . SR o » . o
Total ~*. . $ 720,700 $ 545,200 - $509,600 $501,900 $657,300
Share Information _ 4 o ‘
Year-end shares outstanding 8,320 . 8,384 8,278 - - 8,267 8,181
Average diluted shares S T ‘ A ‘
outstanding during year 8,384 8,515 8,425 ©.8,238 8,175,




_ MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULT S OF OPERATIONS

Business Overvi_ew . ,
The Company provides engineering and energy expertise
for public and private sector clients worldwide. The firm’s
primary services include engineering design for the
transportation and civil infrastructure markeéts, operation
and maintenance of oil and gas produchon facilities,
architectural and environmental services, and construction
management services for bu11d1nvs and transportation
projects. The Company views its short and long-term
liquidity as being dependent upon its results of operations,
‘-changes in workmv capltal and its borrowmg capacity.

Business EnVIronment :

The Company’s eperations are affected by appropriations
of public funds for infrastructure and other government-
funded projects, capital spendmc levels in the private
sector, and the demand for the Company’s services in the
engineering and energy markets. Additional external factors
such as price fluctuations in the eneigy mdusm could
affect the Company,

The Federal government’s TEA-21 legislation has made
-significant transportation infrastructure funding available.
to the various state agencies since its approval in 1998,
Prior to'the expiration of TEA-21 on September 30,

2003, the U.8. Corigress and President Bush signed a five-
month extension of the program at current funding levels.
- This extension e‘Xpired on February 29, 2004, at which

" time a second, two-month extension was approved and
will provide continued funding until April 30, 2004.

"+ During this extension period, a long-term reauthorization

- of the original TEA-21 program will receive significant

- Congressional attention. Prior to the extensions, certain’
state agenc1es were limited in their abilities to apply for
Federal transportation funding during 2003, as ‘they were
unable to commit the required matching funds due to
budget constraints. The Company is currently seeing
limited funding of new transportation projects and.
expects this will continue until any reauthorization of
TEA-21 occurs. Significant further delays in the
'reauthor_ization of TEA-21 could impact the Company’s
transportation design business activity for' 2005 and
bevond. During 2002 and in particular 2003, the
Company observed increased Federal spending activity oni
Departments of Defense and Homeland Security activities,
including the Federal Emergency Management Agency™
(“FEMA”). To mitigate the effect of the state
transportation budget constraints on the Company’s
business, management has focused more marketing and
sdles activity on these agencies of the:Federal government.

Additional government spendih& in these areas, or on
transportation infrastructure, could result in profitability
and liquidity improvements for-the Company. Significant
contractions in any of these areas could unfavorably
impact the Company’s profitability and liquidity. In early
September 2003, the Company announced that it had
been selected by FEMA as the preferred firm to negotiate
a five-year contract up to $750 million to serve as the
Program Manager to develop, plan, manage, implement
and monitor the Multi-Hazard Flood Map Modernization
Program for flood hazard mmgatlon across the United -
States and its territories. Such contract was not included

" in the Company’s backlog as of December 31, 2003, since

it was signed by the Company on March 11, 2004.

The Company’s Energy business benefited significantly in
2001 and 2002 from the adoption of its Managed Services
(formerly known as OPCO®) business model bv several oil
and gas producers in the Gulf of Mexico. Energy services
prov1ded via this’innovative model generated higher
margins than the Company’s traditional service delivery

_methods. During the second half of 2002, mény of the

properties serviced under this model were sold by their
owners, and while the Company continues.to provide

operations and maintenance services to the properties’

new owners, such services reflect lower margin labor and
logistics work. Presently, there is uncertainty in the oil -
and gas marketplace regarding capital investment and
outsourcing decisions in the Gulf of Mexico, the .
Companv s primary market for its Energy business. As'a
result, the Company continues to prowde supplemental

" lahor services to its clients in this area, but has been

unable to generate new higher-margin offshore Managed

-Services contracts. This dowmurn in the. Enervv segment’s

offshore Manaved Serwces market activity has been
partially offset by an expansion of the Company’s

' Managed Services. offerings to onshore U.S. oil and gas
' producers as demonstrated by the two new contracts

received from Huber Energy during 2003. In addition, the
Company’ has been able to increase its penetration into
the deepwater Gulf of Mexico and international markets,
where oil and gas producers are currently investing
significant amounts of capital for new projects.

. After giving effect to. the foregoing, management believes

that the combination of cash generated from operations
and its existing credit facility will be sufficient to meet its
operating and cap1tal expenditure requirements for at least

. the next year.



MANAGEMENT’S DISCUSSION AND ANALYSIS or F[NANCIAL

CONDITION AND RESULT S OF OPERATIONS

Results of 0perat10ns

The following table reflects a summary of the Companv E operatmg results (excluding i mtercompanv trdnsactlons) for -
ongoing operations and non-core operanom for the years ended December 31 2003, 2002 and 2001 '

‘ (dollars in millions): -

Tot'al Contract Révenues/'lnc'o'me from Operations

2002

2001

2003
' Engineering L
_Revenues , $250.6  $2426  $2436
Income from operations pre-Corporate overhead 17.9 16.0 18.6
Percentage of Engineering reveniues . 1% 6.6% 7.6%
Less: Corporate overhead - (11.5) (57) ‘(5.9),
" Percentage of Engineering revenues " 4.5% 2.4% 2.4%
- Income from operations 6.4 10.3 12.7
Percentage of Engineering revenues 2.6% . 4.2% C52%
Energy o
* Revenues _ 175.4 162.6 158.2
" Income from operatlons pre-Corporate overhead 5.3 9.5 12.8 .
Percentage oanerg;v revenues 3.0% 5.8% 8.1%
Less: Corporate overhead 4.0) (2.9)‘ , (2.7)
Percentage of Energy revenues C2.3% 1.7% 1 T%
. Income from operations 1.3 6.6 - 10.1
Percentage of Energy revenués 0.7% 4.1% 6.4% -
Non-Core*
Revenues * — 0.1 1.4
Income from: operations pre-Corporate overhead - S04 3.5 0.7
Less: Corporate overhead — (2.3) (2.4)
" Income/(loss) from operations 0.1 1.2 (1.7)
Total 'repor.table segments A '
Revenues 426.0 4053 - 403.2
Income from operations pre- Corporate overhead 23.3 ©29.0 321 _
Percentage of total reportable .segmenr revenues o 5.5% S T.2% &0%
Less: Corporate overhead - (15.5) (10.9) - (11.0)
Percentage of total reportable segment revenues 3.6% 2.7% 2.8%
Income from operations 7.8 18.1 211
Percentage of total reportable segment revenues 1.8% 4.5% 5.2%
‘Other Corporate/lnsuran(,e expense (1.4) (0.9) (0.7}
Total Company - Income from operations $ 64. % 172 8 204
Percentage of total Company revenues 15% 4.2% 5.1%

* The Non-Core segment includes activity associated with the former buildings and transportation construction Operations that are being

wound down, and the former Baker Support Services, Inc. (*BSSI”) subsidiary which was sold in June 2000, .
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Totai Contract Revénues

" The Company’s total contract revenues increased 5% for

2003. In the Energy segment, revenues increased 8% as a
result of the additional overseas contracts that commenced
during the second half of 2002 and two new onshore -

\lanaﬂed Services contracts that commenced during the

second and fourth quarters of 2003. The increases

associated with these new contracts were partially offset by.

the Company exiting a portion of its maintenance business.

‘Revenues from Managed Services contracts decreased by -

70% for 2003; these revenues composed 7% and 24% of
Energy’s total contract revenues for 2003 and 2002,
respectively. This decrease in Managed Services revenues as
a percentage of Energy revenues resulted from two

significant clients’ sales, during the second half of 2002, of

properties that were being serviced under the Managed
Services model. Most of these former Managed Services:
properties are still being serviced by Baker Energy, but are
being serviced as lower margin labor and logistics work
outside the Managed Services model. Engineering revenues
increased 3% during 2003 'and were adversely impacted by
continuing slowness in private sector contract activity -
during 2003 as well as by delays in the commencement of
certain public sector projects due to state budcet

‘constrairits during the first half of 2003. Revenues from .

Engineering’s private sector clients decreased by

apprommatelv 12% in 2003, while revenues from pubhc

sector clients increased by about 8%. E
revenues for transportation-related services mcredsed by
approximately 7% in 2003 due to continued fundlnv of .
transportation infrastructure projects under the TEA-21
legislation. The Company’s Non-Core segment posted no
revenues for ‘7003 and $0.1 million for 2002 l

LT, 0'11] eerm o’s

For 2002; the Company’s total contract revenues increased
slightly. The Energy segment posted revenue growth of 3%

for 2002, which was adversely affected by the expiration of
several older iriternational contracts that were not renewed

in’late 2001 and early 2002, and weaker sales of new work

-in both the domestic and international markets. A 9%

increase in domestic revenues for the Energy segment in
2002 was partially offset by lower international revenues.
Revenues from Managed Services decreased by 18% for
2002. Such Managed Services revenues composed 24% and
30% of Energy’s total contract revenues for 2002 and
2001, respectively. This decrease in Managed Servmes

_Tevenues as a percentage of Enérgy revenues resulted from

the conversion of a significant Managed Services accotumt to

non-Managed Services status during the third quarter of
2002, and the attrition of several Managed Services
properties due to chient sales of operating facilities since the
third quarter of 2001. The non-Managed Services related
increase in Energy’s domestic 2002 revenues primarily
reflects labor cmd logistics services provided to a new
customer. Envmeenntr revenues decreased slightly in 9009

as a result of reduced activity related to pipeline and
telecommimications projects in the Western U.S., which
offset a 10% overall revenue gain in the transporranon-

related sector. The increase in transportauon revenues was

again a result of continued funding of transportation-

‘infrastructure projects associated with TEA-21. The

Engineering segment’s 2002 results also were negatively
unpacted bv a $1 2 million increase in the amount of
revenue that had not been recognized at vear-end 2002
because insufficient evidence existed to support related
revenue recognition. As further discussed in Note 1 to the -
accompanying financial statements, under the Company’s
revenue recognition pohcv costs incurred in providing
services that are unapproved by clienits ‘as to scope and .
price are expensed as incurred; however, related revenues
are not recognized until the contracts and/or change orders:
have been fully executed by the clients, other suitable

- written project approvals are received from the clients, or

until management determines that revenue recognition is
appropﬁate based on the probabi]itv of client acceptance.
The Company’s Non-Core segment recorded revenues of
$0.1 million for 2002, as compared with rev enues of $1.4
million for 2001 '

Gross Profit

Expressed as a percentage of total contract revenues, gross
profit decreased to 14.3% in 2003 from 16.1% in 2002.
The Energy segment’s gross profit percentage decreased to
9.8% in 2003 from 13.5% in 2002. In addition to higher

medical and casualty insurance.costs, Energy’s traditionally

‘higher margin Managed Services operations posted no gross

profit mérgin in 2003 versus 22.0%. in 2002, with the

related revenues being lower by 70%. The aforementioned

- new onshore Managed Services contracts initiated during

2003 experienced hlaher than expected start-up costs and

the Company has not achieved its expected level of related

performance-based incentives to date. Also contributing to
Energy’s gross margin percentage decrease was an overseas
contract for the implementation of a computerized
maintenance management system, which has performed

- below expectations to date. The Engineering segment’s

gross profit percentage increased to 18.1% in 2003 from
16.7% in 2002. The 2003 gross profit percentage for
Engineering was adversely impacted by the previously »
menﬂoned hlcrher medical and casualty insurance costs,
while the lower 2002 gross profit percentage was negatively
impacted by the settlement of the LTV Steel Company.
(“LTV7) litigation (discussed in Note 13 to the
accompanying financial statements), which resulted in a
charge of $2.4 million during the fourth quarter of 2002.
In the Non-Core segment, 2003 gross profit of $0.1 million
resulted from favorable developments in certain casualty

_insurance claims related to-the Company’s former
' construction operations, as slightly offset by charges .

assouated with the settlement of a constructlon related
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claim. The Non-Core segmem: posted-gross prof:it' o'f $3.5
million for 2002 as a result of the favorable settlément of

Subsfahtiallv all of the Company’s current insurance
0 y all pany

-coverages are scheduled to renew effectdve July 1,

‘the ADF International, Inc. (“ADF”) ]iﬁgaﬁon_ (discussed in -

- Note 4 to the accompanying financial statements), as
partially offset by adverse developments in casaalty

- insurance claims related to the Company’s former
construction and BSSI operations and by the unfavorable
impact of an offer to’settle project e]auns relited to the sale
of a busmess

: As a percentage of tola] contract revenues, gross profit
decreased slightly to 16.1% in 2002 from ]6 5% in 2001,
“The Company’s gross profit from oncomﬂ operations,
A(defmed as consohdated gross profit less l\on Core gross
profit) was 15.2% of tOl.dl contract revenues for 2002 and
16:4% in 2001, Higher 2002 costs associated with the
Companv s self- msured medical plan and its casualty .
insurance coverages, as well as the fourth quarter 2002
settlement of the LTV litigation, adversely impacted gross
profit from ongoing operations for 2002. The Energy

segment’s gross proflt percentage was 13.5% for 2002, down

fxom 17. 6% in 2001: Contributing to this Energy decrease
* were the expiration of several hlcrher margin international
contracts that <were either not renewed or renewed at lower
margins in late 2001 and early .?,0027 charges associated - ‘
with an overseas project that was terminated during the
second quarter of 2002, and bad debt expense associated

- with-an Energy custonier’s bankruptcy filinig during 2002. -

‘Also adversely affecting Energy’s 2002 gross profit were.
several new lower margin domestic contracts that

~ commenced during the first quarter of 2002, and the
“aforementioned higher 2002 costs for'medical and casualty
insurance. Energy’s Managed Services operations posted a-
.gross profit margin percentage of 22.0% and 17.8% in 2002
and 2001, respectively. The Engineering segment’s gross’

_ profit percentage was 16.7% for 2002 as compared to 15.8%
in 2001. Contributing to this overall increase were a more
favorable mix of higher margin engineering contracts -
attributable partially to more self-performed work and less
usage of subcontractors during 2002, and favorable
adjustments on several projects that were completed during
the vear. These improvements were partially offset by the .
higher 2002 costs for medical and casualty insurance and
the effect of the LTV settlement. The Company’s Non-Core .
segment posted gross profit of $3.5 million for 2002 versits -
-$O 7 million in 2001. See the discussion in the precedmg
paragraph relative to the significant components. of Non-~
Core’s 2002 gross profit amount.

" Direct laboi expressed as a percentage of total contract
revenues was 37%, 36% and 32% in 2003, 2002 and
2001, respectively. Direct labor is a.major component of
the Company’s cost of w_ork-performéd due to the nature of
its service businesses. The 2002 increase was attributable
to less usage of subcontractors by both the Engineering and
Energy seﬂmenta durmu the vear.

2004.

Based on current general market conditions, the Company

. may again experience significant increases in costs and/or

dediictibles; as well as potential decreases in primary policy

limits, in connection with these renewals. Under the térms
of certain of the Company’s contracts, all or portions of any
such cost increases may be passed on to customers.

"~ Management cmrentlv expects that its.costs for insurance

coverages will increase again. effective July 1, 2004, but is .

uncertain how much of the cost increases will he

~ recoverable from clients under existing contracts.

Selling, General and Administrative Expenses..
Selling, general and administrative (“SG&A™) expenses -
expressed as a percentage of total contract revenues

" increased to 12.9% in 2003 from. 11.8% in 2002.‘1’1‘1_is

overall increase in SG&A expenses expressed as a percentage
of total contract revenues results principally from Corporate
overhead costs associated with the infrastructure; :
amortization and consulting and ddta conversion costs

" related to the Company’s new information systems, which

were implemented effective January 1, 2003. These

information systems costs are expected to decrease by at least -

$1.4 million during 2004, as the consultants’ work was
completed during January 2004. Also contributing to the

increase in SG&A expenses for 2003 were higher oceupancy

costs associated with certain office relocations and lease

- renewals during the year. Finally, and to a much lesser
-extent, third-party consultant costs totaling approximately

$200,000 were incurred during the second half of 2003 in
comnection with the Company’s compliance with Section 404

~of the Sarbanes-Oxley Act of 2002 (“SOX7). In’ addmon to

costs, associated with the use of internal resources,
management estimates that additional third-party SOX
compliance costs totaling approximately $600,000 will be
incurred during 2004, plus additional costs related to the
testing of internal controls over financial reporting bv the
Company’s mdependent auchrors

(fn millions) 2003 2002 2001
Information system costs $24 5 — % —
Consulting costs - 2.0 0.5 —
Occupancy costs ' . 8.6 .79 71

In the Eﬂergy segment, SG&A expenses (inéluding Cefpbratc
overhead) expressed as a percentage of total revenues
decreased to 9.0% in 2003 from 9.5% in 2002. Energy’s -

~ SG&A expenses (excluding Corporate 'overhead) expressed as

a percentage of revenues decreased to 6.7% in 2003 from

© 7.7% in 2002, The 2003 increase in Energy’s Corporate . _

overhead ‘allocation is primarily atmburable to the higher

information systems costs. Energy’s 2003 decréase in its

SG&A expenses (excluding Corporate overhead) reaults from
general cost containment, mcludmo a reduction in
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mternatlonal travel costs. In the Engineering segment, SG&A
expenses (including Corporate overhead) éxpressed as a
percentage of revenue increased to 15.5% in 2003 from

- 12.4% in 2002. Engineering’s SG&A expenses {excluding

Corporate overhead) expressed as a percentage of revenues

increased to 10.9% in 2003 from 10.1% in 2002. The 2003

increase in Engineering’s Corporate overhead allocation is
again primarily attributable to the higher information
systems costs. Engineering’s 2003 increase in its SG&A
expenses (excluding Corporate overhead) primarily results
from higher personnel costs and professional fees, iricluding
fees related to certain key project proposals during the year..

"The Company’s Non-Core operations incurred no SG&A
- expenses in 2003 and $2.4 million in 2002. The 2002 Non-

Core SG&A expenses related entirely to legal costs associated
with the ADF and other related litigation rhat has been
resolved and the writedown of a non-trade receivable
balance in connection with the settlement of a dlspute related
to the sale of a busmess

SG&A expenses expressed as a percentage of total contract

-revenues increased to 11.8% in 2002 from 11.5% in 2001.

This increase in SG&A expenses resulted from higher
medical costs, higher professional fees, and pre-

- implementation consuhlncr expenses incurred during the

first quarter of 2002 in conne_cﬁon with the Company’s new

information systems. These cost increases were partially

offset by a 92% reduction in incentive compensation
expense and the absence of goodwill amortization expense

'in 2002. Total Corporate overhead expense was

approximately $11.0. million for bath 2002 and 2001, and
the allocations between segments were essentially
unchanged for both periods. The Energy segment’s SG&A -
expenses (including Corporate overhead) expressed as a

" percentage of revenues decreased to 9.5% in 2002 from

11.2% in 2001. Energy’s SG&A expenses (excluding

Corporate ovérhead) expressed as a percentage of revenues .

decreased to 7.7% in 2002 from 9.5% in 2001. In addition
to the: ‘incentive compenaatlon expense reduction, the

. Energy segment s percentage decrease was supplemented by

lower personnel costs associated with several departures of
management personnel during 2002 and the absence of

- goodwill amortization expense during 2002. These Energy

cost decreases were partially offset by higher medical and
information systems related: costs. In the Engineering_

‘segment, SG&A expenses (including Corporate overhead)

expressed as a percentage of revenues increased to 12.4% .
in 2002 from 10.6% in 2001. Engineering’s SG&A

~ expenses (excluding Corporate overhead) expressed as a

percentage of revenues increased to 10.1% in 2002 from
8.2% in 2001. In addition to the higher first quarter 2002
information systems costs, this increase is also attributable

‘to the relatively unchanged Engineering revenues coupled
- with higher medical costs, as partially offset by the

decrease in incentive compensation expense. For the

Company’s Non-Core operations, SG&A expenses were

© $2.4 million for 2002 and $2.5 million for 2001. -The 2001

amount related entirely to legal costs associated with the
ADF and other related litigation. ‘

'Other income and Expense

Interest income was minor in 2003, decreasmg from $0.3
million in 2002. The decrease in interest income was the
result of the Company being in a net bofrowed position with
its banks for the majority of the year, whereas during 2002
the Company was in' an invested position. The change in the
Company’s invested/borrowed position resulted from
changes in the Company’s billing process and system:
effective January 1, 2003, which caused temporary delays in
both client billings and cash collections during 2003. (See
additional discussion under the Liquidity and Capital
Résources section -below.) For the same reasons, interest
expense increased to $0. 8 million in 2003 from $0.1 million
in 2002. Other expense for 2003 primarily consisted of a
$0.8 million impairment of an investment in Energv Virtual

_ Parmers (“"EVP”), an Energy services business, whose
‘board voted to discontinue operations and liquidate the
~ business. During 2002, other expense was negligible and

resulted principally from minority interest expense related to.
the net income of three consolidated Energy subsidiaries, as.
almost entirely offset by equity income from an -
unconsohdated joint venture in the Energy segment.

Interest income decreased to $0. 3 million in 2002 from $0.7
million in 2001 due to a combination of the s1gmflcant
reduction in interest rates that occurred over the course of
2001 and a reduction in the Company’s invested cash
balances during 2002. Interest expense also decreased to
$0.1 million in 2002 from $0.9 million in 2001. This
reduction in interest expense was due to the favorable .
February 2002 rulings on the ADF matters which made the
further recording of interest expense on the ADF escrow

_unnecessary, and the Company’s third quarter 2001

repayment of all remaining seller-financed debt related to a

1999 Energy acquisition. The Company recorded other

expenses for 2002 that were negligible versus other income
of $0.3 million in 2001. The 2001 other income amount
was primarily composed of minority interest expense and
offsetting equity income from the unconsolidated joint

~ venture in the Energy segment, along with other income

from a non-income-tax-related settlement;

‘Income Taxes

The Company’s provision for income taxes resultéd in an
effective tax rate of 58.0% in 2003, compared to an effective .
tax rate of 45.0% and 45.5% in 2002 and 2001,

respectively. The differences between these percentages and

. 'the 35% statutory U.S. Federal rate are primarily

attributable to state and foreign income taxes. The

Company’s higher effective tax rate for 2003 is the direct
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reath of a less favorable mix of domesnc and forelﬂn taxable‘
- income and the Company’s inability to benefit from foreign - -
tax credits as a result of its overall foreign loss position. The

Company’s non-deductible costs as a percentage of income .

before taxes, while lower in dollar volume compared to prior .
years, also became proporuonatelv more significant in 2003 .

* due to the lower pre-tax income amount. The lower effective

" rates for 2002 and 2001 resulted from a more favorable mix

. of domestic and foreign taxable income. The 2002 rate was

also impacted by the settlements of the ADF and LTV
matters (discussed in Notes 4 and 13 to the accompanymg

' fmanmal atatements)

Non Core Operations _
"In connection with a 51gmﬁcant construction project from
which Baker Mellon Stuart Construction, Inc. (“BMSCI”), a
wholly-owned subsidiary of the Company, was terminated
by the owrier in 1999; certain litigation resulted and was
settled during 2000. Certain subcontractors on this project
also sued BMSCI secking reimbursement for costs incurred
and related damages. The most material of these claims

" involved a suit brought against BMSCI in U.S. District,
- Gourt by ADF seeking da_maﬂes for-alleged breaches of

contract relating to the project. In December 2000, Lability

judgments were entered by the District Court in favor of -
ADF against BMSCI in the amount of $10.0 million. As a
- result, BMSCI recorded related charges during 2000.

In January 2001, BMSCI filed an appeal of the ADF
liability judgment with the U.S. Court of Appeals for the
11th Circuit (“Court of Appeals™). In April 2001, the
District Court entered an additional judgment totaling $1.1
million on'behalf of ADF relative to its claim for attorney’s

fees and costs in connection with the foregoing action. The -

effect of this judgment had been included in the charges .
recorded by the Company during 2000. BMSCI and ADF.
subsequently filed appeals of thlS judgment with the Court
of Appeals. In conjunction with filing these appeals, BMSCI
was required by the Court of Appeals to post security, and
subsequently placed amounts totaling $12.7 million into an_
escrow account during 2001, The Company recorded both -
interest income (at a ﬂuctuatmg market investment rate) .
and interest expense (at a rate of 6.052%, as stipulated by
, the Court of Appeals") on the escrow amount duri‘ng 2001.

In separate rulings during February 2002, the Court of
Appeals reversed both of the sttrlct Court’s prior judgments
for liability and arttorney’s fees and costs on-behalf of BMSCI,
‘and remanded the ADF matters back to the District Court
for further proceedmas Based on' the decisions of the Court
of Appeals, in’ August 2002, the Company received $12.3

. million of the .$12 7-million previously being held in the
-escrow account. The remaining escrow amount of $0.4
million, relating to an aspect of the litigation that was-not -

. Baker Support Semces Inc. (“BSSI™), a former wholly-'

" contested by BMSCI, was also disbursed by the £3Crow dﬂent .

in August 2002 to ADF

'Court mandated medlanon of the ADF litigation was .

conducted in Orlando, Florida in October 2002 As a result
of the mediation, the Company reached a settlement with
ADF providing for the payment of $5.0 million by the
Company to ADF. Also resulting from the mediation, the
Company agreed to release its existing claim against ’
Hellmuth, Obata & Kassabaum, Inc. (“HOK”) arising .out
of the same project, in exchange for an additional payment

of 82.75 million by HOK to ADF. As a result of the
settlement, the Company became obligated to pay

contingent legal fees to its counsel related to its claim

."against HOK. Accordingly, the Company reduced its '

“accrued litigation reserve” liability balance and accrued
an estimate of the contingent legal fees, thereby resulting in
a net favorable impact of $5.1 million on the Non-Core :

" segment’s operating income for the quarter ended

September 30, 2002. Both the 'ADF settlement of $5.0
million and the contingent legal fees of $1.0 million were

- paid by the Company dur'mg the fourth quarter of 2002,

As a result of the foregoing, the fol]owmg table summarizes

the net effect of the ADF and HOK hugatlon on the Non-
Core segment’s operating income for the three years ended
December 31, 2003: '

In mzl[zons) , 2003 2002 2001 ,
Legal costs .~ 8 — o 8(16)  $(25)
Judgments . : - = —
-Settlernent.  ~ . — 58 —
Favorable/(unfavorable) : o :
eﬁect _ . $ — $42 $(2.5)

The Company determined in early 1999 that it would no

longer participate in general construction projects for °
buﬂdmos or transportation infrastructure. Accordingly,

- certain assets held by the Company’s former transportation

~ (heavy and highway) construction business, including
substantially all fixed assets'and the remaining contractual
rights and obligations associated with eight active
construction projects, were sold to A&L, Inc. (“A&L”") in
March 2000. Certain charges related to this sale were
recorded.during 2000. All work on heavy and highway

‘construction projects was substanitially completed at
‘December 31, 2001. In October 2003, A&L filed a lawsuit

against the Company and a subsidiary alleging

. misrepresentation and breach of warranty in connection with
the asset sale. The Company believes that A&Ls claims are

without merit and is vigorously contesting this lawsuit.
Effective June 1, 2000, the Company completed the sale of
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omled submdlarv, ta SKE International LLC (“SI\E ). Sale-
related disputes arose between SKE and the Company

during 2002. As 4 result of settlement discussions, charges
related to the writeoff of a non-trade receivable totaling $0.7

~ million were recorded to the Non-Core segment’s selling,

general and administrative expenses dunncr 2002. A fmal
settlement agreement between the parties was executed
during Aprﬂ 2003, under which there were no final -
payments required by either party and there was no related

effect on the Company’s 2003 financial statements.

Contract Backiog

(In millions) 2003
Engineering $ 470.7 . S 448.8
Energy , 250.0 - 96.4
Non-Core S — —
Total

'$ 7207 § 5452

Backlog consists of that portion of uncompleted work that

_is represented by signed or executed contracts. Certain of

the Company’s contracts with the Federal government and
other clients may be terminated at will, or option vears

" ‘may not be exercised; therefore, no assurance can be given

that all backlog will be realized.

The 2003 increase shown above for Engineering reflects a
7% increase in backlog for its transportation business as a

result of continued, TEA 21 funding. In the Energy

segment, backlog inereased significantly during 2003 due

- to the addition of_ two new four year, Managed Services

contracts totaling $144 million to operate and maintain
onshore oil and gas producing properties, as well as the
renewal of a f1ve -year contract totaling $17 million to
provide operations and maintenance and workforce

-nationalization services overseas. Oil and gas industry -

merger, acquisition and disposition programs affecting the
Company’s clients can also résult in increases or decreases

to the Company’s Energy backlog. Of the Company’s-total -
backlog at December 31,

2003, amounts totaling $255
million and $129 million are expected to be recognized as

“revenue within the next year by the Enumeenng and

EI’IGI'U\ secrments Tre cp BCUVOIV

Liquidity and Capﬁtal Resources.

" Net cash used in operating activities was $14:8 1mlh0n in

2003 and $9.1 million in 2002; compared to net cash
provided by operating éctivities of $19.6 million in 2001.
The 2003 cash usage was the direct result of the
Company’s lower net income and increases in receivables
and net unbilled revenues of $10.0 million and $9.5

million, respectively. The increase-in receivables resulied

“from the Engineering segment as a result of slower

collections during 2003 and significant December billings

. CONDITION AND RESULTS OF OPERATIONS

which remained unpaid at vear end. The increase in
unbilled revenues was primarily related to the new Energy
onshore Managed Services contracts and an international
Energy project with milestone billing terms.

Effective January 1, 2003, the Company implemented a new
billing system and made certain related changes to its billing -
process. As a result of these billing svstem and process -

changes, the Company experienced certain’ data conversion
‘and training issues, which caused delays in producing client -

invoices during the first quarter of 2003. Since the new
svstem was fust used to invoice clients in Febman 2003, the

‘Companv has undertaken'various corrective improvement "

measures, and is now invoicing on a current basis through its
new software. A secondary effect of the billing delays has
been a slower rate of cash collections, which created a 2003
cash requirement that was funded by utilization of the
Company’s primary credit facility. A second temporary credit
facility for $5 million was added during the second quarter
of 2003 to provide additional liquidity for a 90-day pericd
from May through Angust. This supplemental facility expired

- on August 6, 2003, and was utilized for only a few days

while it was in place. As of December 31, 2003, the
Companv had total borrowings under its remaining prunan
credit facility of $13.5 rm]hon

The Company’s receivables balance is expected'to decrease

‘during the first quarter of 2004" due to higher cash.

collections. As the receivables balance decreases, the cash

. collected: will be used to reduce current liabilities, including

thie bank borrowings. Bank borrowings were reduced by
$7.0 million during the fourth quarter of 2003, and,
management expects the borrowings to be further reduced
during the first quarter of 2004. The 2002 cash used in |
operations was primarily the result of fourth quarter
paymuents related to both the setdement and related tax
effects of the ADF litigation (which is discussed more fully

_in Note 4 to the accompanying financial statements), the

first quarter payment of 2001 incentive compensation
bonuses, and increases in receivables and other net.

- contract-related assets. Relative to 2002, the positive cash

flow from operations in 2001 was attributable to the vear
being devoid of the $11.8 million impact of the ADF _
litigation which negatively affected operating cash flow in"
2002 the higher level of 2001 net income, and the 2001

unhzanon of deferred tax assets:

Net cash used in investing activities was $4.8 million in
" 2003, negligible in 2002 and $7.8 million in 2001. The

cash used in investing activities for 2003 is entirely related
to capital-expenditures. The cash used i investing
activities for 2002 reﬂects the receipt of $12.3 million of
the funds placed into escrow during 2001 in connection
with the ADF Imfratlon as reduced by capital expenditures
of $11.4- mﬂhon and a.$1.0 million investment in Energy
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" Virtual Partners. ']he 2001 cash used in ‘investing dCthltleS -

reflected the funding of $1‘) 7 rthon Into an escrow
account stipulated in connection with the Company’s
-appeal of the ADF judgment and capital expenditures of
$4.1 million, as partially offset by a'$9.0 million sale of
short-term investments which were purchased just prior to
year-end 2000. The capital expenditures for 2003 comprise
- leasehold improvements totaling $2.5 million for the
- Company’s largest Engineering office and $1.4 million
relating to the new 111f01 mation systems. The Company’s.

capital expenditures also included computer equipment ard

software purchases totaling $0.7 million, $10.4 million and
$2 3 million for 2003, 2002 and 2001, respectively. The -
1amflcantlv higher 2002 amount includes the purchase

’ and development of computer software totaling $8.7
million related to the implementation of the Company’s

new inforimation systems. Another significant component of
the 2001 capital expenditures amount was $1.2 million
related to purchases of office equipment; primarily
aS>oc1ated with several office expansions.

. Net cash prov1ded bv fmancmv activities was $12.8 rrulhon
and $0.5 million in 2003 and 9002 respectlvelv, as
compared to cash used in financing activities of $2.4

. million in 2001. The net cash provided by financing

' activities for. 2003 reflects proceeds from long-term debt to

" fund the aforemenmoned working capital needs in

conjunction with changes in the Companv s bﬂhng process

and system and the resultant billing and collection delays. -
¢ The Company’s borrowmvs totaled. $] 3.5 million as of

December 31, 2003. In addition, pursuant to- the

'Company’s stock repurchase program, the Company paid
$0.7 million to acquire 80,400 additional treasury shares

- during the first quarter of 2003. The net cash provided by

financing activities for 2002 primarily reflected proceeds

from the exercise of stock options, whereas the cash used in
financing activities for 2001 primarily reflécted the final

' payment of $2.2 mﬂhon on a sel]er note associated w1th a

1999 Enerav aequlsltlon

In 1996, the Company s Board of Directors authorized the

* repurchase of up to 500,000 shares of the Company’s
Common Stock in the open market. In January 2003, the -
Company reactivated its share repurchase progran and

- subsequently repurchased 80,400 additional treasury

"shares during 2003 at a total cost of. $0 7 million:

- Additionally, in February 2003, the Board of Directors
authorized the Company to repurchase up to 500,000

_additional shares. During 2001, 31,300 shares of treasury
‘stock were acquired at a total cost of $0.4 million. The
following table represents the number of shares available

+ for repurchase under its stock repurchase program:

12003

. 2002 2001
Shares available -
for repurchase - - e
* . beginning of year 165,711 165,711 - 197,011
Additional share - ' o S
authorization - 500,000 T— =
Share repurchases (80,400) - —  (31,300) ‘
Shares available - ' ' ‘
for repurchasé - g R ‘
end of vear 585,311 165,711 165,711

The Company currently anticipates amending its 1996 Non-
employvee Directors-Stock Incentive Plan (the “Plan™) to
increase the number of shares which may be issued under

the Plan from 150,000 to a total of 400,000 shares. This .
proposed change to the Plan is sub]ect to approval by the
shareholders of the Company by a majority of the votes cast

. at the 2004 Annual Meeting of Shareholders to be held in -

April 2004. The Company does not expect that the issuance.
of these shares would have a material impact on the dﬂuted
earnings per share for any smﬂle future period.

‘ Workmo capltal mcreased to SDS 6 million at December 31,
o 2003 from $41.0 million at December 31,2002. The

Company’s current tatio was 1.66:1 and 1 58:1 at the end of
2003 and 2002, respectively. The increases in working
capital and in the current ratio were primarily eﬁected bv
the previcusly mentioned increases in the Company’s

‘receivables and net unbilled revenue balances. The Company

expects its receivables balance to decrease durmu 2004 as
cash collectlons continue to improve:

In September 2001, the Company entered into an uh_éeéuj:ed ,

credit agreement (the “Agreement”) with a consortium of
fmanctal institutions, which provide a commitment of $40
million. The commitment includes the sum of the principal
amount of revolving credit loans outstanding and the -

aggregate face value of outstanding letters of credit. As of
December 31, 2003, borrowings totaling $13.5 million were -
outstanding under the Agreement,'along with outstanding
letters of credit totaling $7.1 million. During 2003, as a

" result of the Company’s implementation of its new billing -

system and related changes to its billing processes, the -
Company’s borrowings increased significantly during the first

. half of the year. During the second quarter of 2003, the .
~Company secured additional short-term borrowing capacity -

in the form of a Revolving Credit Note (“the Note”) totaling
$5.0 million through one of its banks. The Note provided the

. Company with the additional liquidity needed for a 90-day
_period beginning May 8, 2003. Subsequently, all borrowings
-were repaid and the Note matured on August 6, 2003. Also

as a result of the increased bo‘rrow*invs and its financial
performance, the Company was reqmred to seek and obtain
waivers of several of 1ts ﬁnancml ratio covenants at the end -

Challenge Us.
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of the second and third quarters of 2003, most notabl\ its
debt to cash flow and leverage ratios. In connection with the
third quarter waiver, the Company requested and received a

nine-month extension of the maturity date for the Agreement
- -‘through June 30; 2005. The Company also was able to

amend its minimum ewners’ equity and leverage ratio

financial covenants effective with the fourth quarter of 2003

computations, and the cost in excess of billings covenant was
eliminated. Based on the amendments to these covenants, the

- Company currently expects to be in compliance with the

revised covenants for at least the next vear. Accordingly, the
Company’s bank borrowings are reflected as a long-term
liability in its balance sheet as of December 31, 2003.
Management expects to further extend the maturity of the
Agreement dur.mg 2004.

(Amounts L'n thousands)

* The Company plans to utilize its borrowing capacity under

the ‘Agreement for short-term working capital needs and to
support strategic opportunities that management identifies. .
The Company’s strategy is to better position itself for growth
in its Engineering and Energy segments through acquisitions

. that comphment the Company’s éxperience and skills. The

Company views acquisitions and investments as an -
important component of its growth strategy and intends to
use both existing cash and the credit facility to fund such .
endeavors. If the Company commits to funding future
acquisitions, it may need to adjust its. fmancmg strategies by

. seekma alternatwe debt mstruments

A summary : of rhe Companv s contractual obhgauons and

off-balance sheet arrangements as of December 31, 2003 is
as follows:

* Payments due by period

} . _ : . Within1 - 2-3 4-5  After5
Contractual obligations : , Total year years years years
TLong-term debt obligations $ 13,481 " $ — 813481 § — & —
Operating lease obligations 67,520 13,515 . 22,212 15,933 15,860
Capital lease obligations - T o ' — = — — —
Purchase obligations - : ’ 6,928 - 5,478 1,447 3 —
Other long-term liabilities ' 568 S — ‘ — — 568

Total contractual obligations $ 88,497 $18,993 . § 37,140 $15936 . $16,428
Anlbunt of commitment expiration per pefiod '
. _ . . . Within 1 2-3 4-5 'After 5
Off-Balance arrangements s - Total . year vears  vears vears
_Sta_ndby letters _o_f.credit_ _ $ '7,082 : $ 25 % — % - R $ 7,057
Performance and payment bonds - See below L . ’ ,
- Total commercial cbmmitn_zents "% 7,082 $ 25 $ J— L — $ - 7,057

- The Company utilizes opérating leases to acquire assets
. used in its daily business activities. These assets include

office space, computer and related equipment, and motor
vehicles. The lease payments for use of these assets are.
recorded as expenses, but do not appear as liabilities on the

‘Companv s consolidated balance sheets. During January

2003, the Company relocated certain Engineering and

' Corporate personnel from office space previoisly leased in

Coraopolis, PA, and occupied approximately 117,000

~ square feet of office space in Moon Township, PA. The ten-

year operating lease commitment totaling $22.2 million for
the new space is scheduled to explre on January 31, 2013

* Other long-term habllmes include those amounts on the

Company’s December 31, 2003 balance sheet representing
deferred compensation payable to the Company’s Board of
Directors. ‘

The Conipany’s banks issue standby letters of credit

. (“LOCs") on behalf of the Company under the.AgreenIent

discussed above. As of December 31, 2003, most of these
LOCs had been issued to insurance companies to serve as
collateral for payments the insurers are required to make

under the Company’s self-insurance programs. These LOCs -

may be drawn upon in the event that the Company does

. not reimburse the insurance companies for claims

payments made on behalf of the Companv Such LOCs
renew automatically on an annual basis unless either the
LOCs are returned to the bank by thie beneficiary or the
Company’s banks elect not to renew them.

The Company currently has a bonding line available
through Travelers Casualty and Surety Company of
America (“Travelers”). At December 31, 2003,
performance and payment bonds totaling $1.7 million were
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outstandmg under this line. The beneficiaries under these
_ performance and payments bonds may request payment |
from Travelers in the event that the Company does not

_ perform under the project or if subcontractors are not paid.”

The Company does not expect any amounts to be paid by
Travelers under its bonds outstanding at December 31,
2003. In addition, management beheves that this bondmg
line will be sufficient to meet its bid and performance
bondma needs for at least the next year.

The Company’s professmna] liahility insurance coverage
had been placed on a claims-made basis with- Rehance :

* Insurance Group (“Reliance”) for the period July 1, 1994
‘through June 30;'1999. In October 2001, the Pennsvlva.ma
Insurance Commissioner placed Reliance into liquidation.
Baker Environmental, Inc. (“BEI”), a wholly-owned ‘

subsidiary of the Company, was subject to one substantial -

claim which fell within the Reliance coverage period. This
claim reflected an action by LTV against BEI, resulting
from the failure of a landfill for which BEI provided
services. In February 2003, LTV and BEI reached a
settlement that provided for a payment to LTV in the
amount of $2.5 million, the effect of which was recorded
during the fourth quarter of 2002. This settlement was
subsequentl_y approved by the barikruptey court in LTV’s
bankruptcy proceeding, and payment was made in April

. 2003, Due to the liquidation of Reliance, the Company is

currently uncertain what amounts paid to LTV will be

. recoverable under the insurance policy with Reliance. The

“Company has submitted its claim in the Reliance
liquidation and believes that some recovery will result, but
the amount of such recovery cannot currently be estimated.
The Company had no related receivables recorded from
Reliance as of December 31, 2003.

- Critical Accountlng Policies :
The Company has identified the following critical accounting
policies as those that are most important to the portrayal of
-its results of operations and financial condition, and which.
require management’s most.difficult, subjective or'complex :
judgments. Each of these policies is also addressed in Note 1
. 1o the consohdated fmancm] statements. :

Pro;ect Cost Estimates to Complet - The Companv utilizes
' the percentage-of-completion method of accounting for the

- majority of contracts in its Engineering segment, Revenues
for the current period on these contracts are determined by
multiplying the éstimated margin at completion for each
contract by the project’s percentage of completion to date;,
adding labor costs, subcontractor costs and.other direct
costs incurred to date, and subtracting revenues recognized

_in prior periods. In applying the percentage-of-completion

~ method, a project’s percent complete as of any balance

- sheet date is computed as the ratio of labor costs incurred
" to date divided by the total estimated labor costs at
~ completion. Estimated labor costs at completion reflect

o CONDITION AND RESULTS OF OPERATIONS

labor costs incurred to date plus an estimate of the labor

‘costs to.complete the project. As changes in"estimates of ’
total labor ¢osts at completion and/or estimated total losses .

on projects are identified, appropriate earnings ad]usnnents

 are recorded during the period that the change or loss is
" identified. Due to the volume and varying degrees of

complexity of the Company’s active. Engineering projects,
as well as the many factors that can affect estimated costs -

" at completion, the computations of these estimates require

the use of complex'and subjective judgments. Accordingly,

labor cost estimates to complete require regular review and
v revision to ensure that project earnings are not misstated‘

Revenue Recognition - Under certain circumstances, the
- Company may agree to provide new or additional

engineering services to a client without a fully executed.
contract or change order. In these instances, although- the
costs of providing these services are expensed as mcurred
the recognition of related contract revenues is delayed until
the contracts and/or change orders have been fully

. executed by the clients, other suitable written project
“approvals are received from the clients, or until -

management determines that revenue recognition is
appropriate based on the probablhty of client acceptance

The probability of client acceptance is assessed based on
“such factors as the Company’s historical relationship with

the client, the nature and scope of the services to be -

provided, and management’s ability to accurately estimate -
" the realizable value of the services to be provided. Under
“this policy, the Company had not recognized potential

future revenues estimated at $3.2 ml]hon and $3.6 million
as of December 31; 2003 and 2002, respectively, for which
the related costs had already beén expensed as of these

dates. The consistent application of this policy may result

in revenues being recognized in a period subsequent to the
period in which the related costs were incurred and
expensed ‘

Contingencies ~ The preparaﬂon of financial statements in
conformity with generally accepted accounting principles

~ requires management to make estimates and assumptions

that affect the reported amounts of assets and liabilities
and the disclosure of contingent assets and liabilities as of
the date of the financial statements, and also affect the
amounts of revenues and expenses reported for each period.
Specifically, management estimates are inherent in the

_ assessment of the Company’s exposure to insurance claims
~ that fall below policy deductibles, and to litigation and

other legal claims and contingencies. Significant
management judgment and reliance on third-party experts
are-utilized in’ determining probable and/or reasonably

“estimable amounts to be recorded or disclosed in the -

Company’s financial statements. The results of any
changes in accounting estimates are reﬂected in the
financial statements of the period in wh1eh the changes
are determmed
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Recem Accountmg Pronouncements

" In August 2001, the Financial Accounting Standards Board

(“FASB”) bsued Statement of Financial AccountmU Standardb
o. (“SFAS™) 143, “Accounting for Asset Remrement
Obhﬂal:lom7 which recuires that obligatons associated with
retirements of tangible long-lived assets be recorded as
liabilities when those obhcauons are incurred. The Company

i adopted this standard as of January 1, 2003, and as a result,

has had no matenal impact on its ﬁnanmal statbments

In July 2002, the FASB issued SFAS 146,»“Accountmg for
Exit or Disposal Activities,” which addresses issues
associated with exit or disposal activities initiated after

‘December 31, 2002. The Company adopted this statement

as of January 1, 2003, and as a result, has had no materlal
unpa(,t on its hnanual statements.

In April 2003, the FASB issued SFAS 149, “Amendment of -

Statement 133 on Derivative Instruments and Hedging
Activities.” This statement clarifies and amends financial
accounting and reporting requirements originally
estabhshed in SFAS 133. SFAS 149 pI‘OV]dES greater
clarification by requiring contracts with comparable
characteristics to be accounted for similarly. This statement

_is effective for contracts entered into or modified after June

30, 2003, as well as'for hedging relationships designated
after June 30, 2003. The Company adopted this statement

as of July 1, 2003, and as a result; has had no material
" impact on its financial statements.

In January 2003, the FASB issued SFAS 148, “Accounting for
Stock-Based Compensation—Transition and Disclosure.”

© SFAS 148 amended SFAS 123 to provide alternative methods
of transition for companies that voluntarily change to the fair -

value based method of aceounting for stock-based employee

compensation. In addition, SFAS 148 amended the disclosure
" requirements of SFAS 123 to require prominent disclosures'in -

both annual and mterim financial statements about the
method of accounting for stock-based employee compensation
and the effect of the method used on reported results. The
Company. subéequentlv adopted the prospective method of

“applying SFAS 148. Under the prospective method, the

Gompany began expensing the fair value of all stock options
granted, modjﬁed or settled effective January 1, 2003. ‘

In May 2003, the FASB issued SFAS 150, “Accounting for
Certain Financial Instruments with Characteristics of Both -
Liabilities and Equity.” This statement establishes standards -

“for how an issuer classifies and measures certain financial

instruments with characteristics of both liabilities and equity;.

. Tt requires issuers to classify financial instruments within its
qur )

scope as liabilities (or assets in some circumstances). SFAS
150 is effective for financial instruments entered into or’
modified after May 31,2003, and otherwise is effective at the
beginning of the first interim period 'begiJming after June 157
2003. The Company adopted this statement as of July 1
2003, and as a result, has. had no matena] impact on its

. fmancml statements

v In November 2002, the FASB issued Inrerpretatlon No. 45, .

“Guarantor’s Accoununc and Disclosure Requirements for
Guarantees, Including Indlrect Guarantees of Indebtedness
of Others” (“FI\T 457 ) FIN 45 clarifies the requirements of
SFAS 5, “Accounting for Connnﬂencws relating to the -
guarantor’s accounting for and dlsclosures of certain
guarantees issued. The disclosure requirements of this
ihterpretation were effective for financial statements of
interim or annual periods ending after December 15, 2002.
The Company adopted such’ disclosure requirements in
connection with the issuance of its 2002 financial '
statements. The initial recognition and measurement
provisions of this interpretation are applicable on a
prospective basis to guarantees issued or modified after
December 31, 2002. The Company adopted the recognition
and- m,easurement'prowsmns of FIN 45 effective January 1, .
2003 and the related disclosure requirements can be found
in Note 13 1o the accompanying financial statements. Such
adoption has not had a material impact on the Company’s
fmanc1al statements.

In Januan 2003, the FASB issued Interpretanon No. 46
“Consolidation of Variable Interest-Entities” (“FIN 467),
which was subsequently revised in December 2003 (“FIN -

46R7). FIN 46 clarifies Accounting Research Bulletin No.
51, “Consolidated Financial Statements,” and requires that - -
unconsolidated variable interest entities be consolidated by
their primary beneficiaries, The primary beneficiary is the
party-that absorbs a majority of the entity’s expected losses
or returns as a result of holding the variable interest. The

| requirements of FIN 46 were requiréd o be applied

immediately to variable interest entities in which an
enterprise obtains an interest, or which an enterprise
creates, after January 31, 2003. For variable interest.
entities created or acqmred prior to February 1 2003,
under FIN 46R, the provisions of FIN 46 must be apphed
for the first interim or annual reporting period ending after
March 15, 2004. The Company plans to adopt this
mterpretanon during the first quarter of 2004, and is sl
evaluating the expected impact on.its financial statements.

" In February 2002, the Emierging Issues Task Force (“EITF”)

issued Consensis No. 00 21, “Revenue Arrangements with’
Muldiple Deliverables.” Certam revisions to the scope of this
guidance were made and finalized in May 2003. EITF 00-21

addles:es the accounting for multiple element revenue

arrangements, which inv olxe more than one deliverable or unit "

of accounting in circumstances where the delivery of those
units takes place in different accounting periods. EITF 00-21
requires disclosure of the accounting policy for recognition of

revenue from multiple-deliverable arrangements and

description and nature of such arrangements. The accounting

_and disclosure requirements are effecuve for revenue

arrangements entered into in fiscal penods beginning after
June 15 2003. The Company adopted this staternent dunnu
the third quarter of 2003, and such adoption has not had a

matenal lmpact on its hnancml statements. .




MICHAEL BAKER CORPORATION
' CONSOLIDATED STATEMENTS OF INCOME

For the ;veeirs enided December 31

2003

2002 -

2001

4'([117, thoumﬁd.s‘, except per sharé dzrzozzl’zw)
Total contract revenues $425,983 $405264  $403222
Cost of work performed 364,879 340,015 336,660
_ Gross profit 61,104 65,249 66,562
Selling, géneral and _adnﬁ,nisnaﬁve expenses . 54,743 '_48.,022 : 46,184 “
Income from operations 6,361 17,227 20,378
Other income/(expense): ‘,
Interest incothe 23 290 . - 687
~ Interest expense (806) (89). - - (888) .
" Other, net (658) (34) 348
Income before income tazes '4,920° © 17,394 20,525
Provision for income taxes 2,854 7,828 9,339
Net income $ 2,066 $ 9,566 $ 11,186
' Ba#ic net income per share $ 0.25 8 115 ' $. ].3‘5 ‘
~.Dilul,ed net income per share . $ 0.25 $ 1.12 $ 1:33 "

- The accompanying notes are an integral part of the consolidated financial statements.

)
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MICHAEL BAKER CORPORATION
. CONSOLIDATED BALANCE SHEETS

As of Deccmber 31,

2003

The accompanying notes are an integral part.of the consolidated financial statements.

ASSETS 2002
Current Assets ‘ (I thousands) ‘
Cash and cash e@ivalents $ 3,104 $ 9,885
- Receivables, net 75,790 65,742
Cost of contracts in progress and estimated. earmngs less blllmgs . 51,620 . - 29,728
Prepaid expenses dnd other 9,899 6,220
Total current assets 140,413 111,570
'-Pmpemy, Pﬁané and Eqmpment net 117,402 17,459
Other Assets .
Goodwill and other mtanoqble assets, net 9,233 9,519
= Other assets 6,355 16,549
Total other assets 15,588 16,068
Total assets $173,403 - $145,097
}LEABELITIES AND SHAREI‘I()LDERS9 INVESTRTENT
Current Liabilities :
Accounts payable $ 22,109 § 20,373
Accrued employee compensatlon 15,394 11,290
vAccrued nsurance 10,224 9.687
" Inicome taxes payable = 2,801
~ Other accrued expenses 20,464 22,208 -
Excess of billings on contracts in prooress over cost and estimated earnings 16,611 - 4,191
Total current liabilities 84.802 70,550 -
Other liabilities . S
Long -term debt- 13,481 —
‘Other liabilities 2,539 3,128
- ‘Commitments and contmgenmes (Notés 11 and 13) — —
Total liabilities . 100,822 73,678
Sharcholders’ Investment
Commen Stock, par value $1, authorized 44 ,000 000 shares, 1ssued - :
8,711,235 and 8,694,360 shares in 2003-and 2002, respectively 8,711 . 8,694
Addmonal paid-in- capltal L 38,298 38,146
Retained earnings - . 29,477 27,411
Unearned compensation (40) —
Other comprehensive loss- : : (912) (569) .-
Less - 391,237 and 310,837 shares of Common Stock in treasun at cost . 4 :
in 2003 and 2002, respectively ° (2,953) (2,263)
" Total shareholders’ investment 72,581' ' 71,419 '
© Total liabilities and shareholders’ investment $173,403 $145,097



. \/IICHAEL BAKER CORPORATIO\I

CONSOLIDATED STATEMENTS OF CASH F LOWS

For the years ended December 31,

TIhcome taxes paid

~{In I'housancls) _ 2003 2002 - 9001
: Cdsh Flows from Operdtmg Actlutles , o - ‘
Net income ' | $ 2,066 $ 9,566 $ 11,186
Adjustments to reconcile net income to net cash N ‘
(used in)/provided by operating activities:
Depreciation and amortization 4,902 4,004 5,200
Decrease/(increase) in deferred income taxes 3,975 (911) 3,_731
Impairment of Energy Virtual Partriers - 770 —_ —
Changes in assets and liabilities: S
- Increase in receivables and contracts in progress , (19.531) (6,996) (3,370)
- (Decrease)/increase in accounts payable and-accrued expenses (2,725) (10,371) - 2,604 -
(Increase)/ decrease in other net assets (4,291) (4,412) - 275
Total adjustments _ - ‘ (16,900) ' (18,686) 8,440 -
Net cash (used in)/provided by operating activities (14,834) (9,120) 19.626
Cash Fid\vs from _Investing Ac.‘t_ivities‘ _ -
Additions to property, plant and equipmient (4,787) (11,355) (4,120)
“Investment in Energy Virtual Partners — (1,000) -
~ Receipt of litigation esCrow — 12,335 c =
Funding of lmcfanon escrow v — — (12,710)
Sale of short-term- investments — — 8,999
Net cash used in muesang attivities (4,787) (20) (7,831)
Cash Flows from Financing Activities : o .
Proceeds flom/(repavments of) long-term debt- 13,481 (30) . (2,264)
~ Proceeds from exercise of stock options 49 573 209
- Payments to acquire treasury stock - (690) J— {380)
Net_eizas/i provided by/(used m) ﬁnancing dctiuiﬁes 12,840 . 543 (2,435)
Net (decrease)/incr;ease in cash and cash equivalents ' (6,781) {8, 597) - 9,360
Cash and cash equivalents, beginning of year - 9,885 18,482 - 9,122
Cash and cash equivalents, end ofyec;r* $ 3,104 $ 9.885 . $18,482
Supplemental Dlsclosures 0{' CdSh Flow Ddta . ‘
Interest paid : ' $ 753 $. 58 $ 267
$ 4,826

The accompanying notes are an in‘tegra'l‘part of the consolidated financial statements. .

$ 3,615.



MICHAEL BAKER CORPORATION o |
'CONSOLIDATED STATEMENTS OF SHAREHOLDERS' INVESTMENT

Series B~ - . ‘ ' ’ Other
Common Common -~ S o » - compre- -
Stock, = Stock, - - Additional . Unearned hensive
, Par value Par value - Treasury " paid-in  Retained  comp-  income/
. (In thousands) "~ - - - 81 $1 Shares - Amount  capital  earnings ensation (loss)
" Balance, December 31,2000 . $ 7,265 $ 1,305 (303) $(2,053) $37.488 $6.659 & — § (335)
_Net income L o - — — — c—_ = 11,186 C— —
" Series B Common Stock- ' o ' :
conversions to Common. - - — o .
stock : 8 8) — — : S - =
. Stock options exercised ‘ .3 . — — — 174 = S —
Restricted stock issued = ‘ - 8 Ce— = — 72 - _ —
Treasury stock purchases —_ = (31 (380) . —_ — — —
Foreign currency translation ' S _ : ‘ -

» adjustments . : - — - . - = . - 69
Balance, December 31, 2001 7.316 1,297 (334)  (2.433) 37734 17,845 — (266)
Net income . : - — == = — 9,566 = —_
Series B Common Stock o ' '

conversions to Common e _ ' o
stock - ‘ 1,297 . (1,297) . — . — C— — = -
Stock options exercised” % — o= — 497 . — = —
 Restricted stock issued . . ‘ 8 - - — 112 C— = =
Restricted stock forfeited R 3 - —= — — (27) = — -
" Premium on Series B exchange - L= — .23 . 170 (170) — o= —
.Foreign currency translation _ o _ :
adjustments ‘ ' — — . == - - — (303)
Balance, December 81,2002 8,694 — . (311) - (2,263) 38,146 27411 — - (569)
Net income = — = — — 2,066 = —
Stock options ‘exercised .10 = — o 39 - = - —
Restricted stock issued . o T — — — 52 = L (40) —
‘Options granted - V - — — o= — 61 — — —
Treasury stock purchases — .- - (80) (690} e —
Foreign currency translation . .~ ' ' _ ' S ' _
adjustments ‘ - —_ . = = = — C— = (343)
Balance, December 31, 2003 $8711 $ —'  (391) $(2,953) $38298 - $29477 $ (40) § (912)

COMPREHENSIVE INCOME |

" (In thousands) o 2003 _2_002 S 2001

Net income - ' o T $ 2,066 S 9,566 - $11,186

Other comprehensive (loss)/income: _ o S v _
Foreign currency translation adjustments = - o ‘ (343) - (303) - . 69
Comprehensive income ' - : . : o 81,723 $ 9263 $11,255

The accompanying notes are an integral part of the consolidated financial statements..
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'NOTES TO-CONSOLIDATED FINANCIAL STATEMENTS

1. ,Su‘mmary of Signfiﬁcant‘Accouhting’ Policies

'PrlnC|pIes of Consolidation

The consolidated financial statements include the accounts
of Michael Baker Corporation and its subsidiaries (the’
“Company™), as well as entities over which it exercises

_ control and owns at least 50%. Minority interest amounts
relating to the Compan) s less-than- wholly-owned |
consohdated subsidiaries are included within the “‘other
net” caption in the Consolidated Statements of Income and
within the other liabilities caption in the Consolidated
Balance Sheets. Tnvestments in non-consolidated affiliates -
(20 to 50% owned companies) over which the Company
exercises significant influence are accounted for under the
-equity method, -and entities in which the Company owns’
less than 20% dre accounted for under the cost method, in-

 the Consolidated Balance Sheets and Statements of Income. -

“All intercompany accounts and transactions have heen
eliminated in consoh’dation.

Accountmg for Contracts ‘

The Company earns its revenues from the provision of
Engineering and Energy related services. In providing these
services, the Companv typically incurs. direct labor costs,

ubcontractor costs and certain other direct costs (“ODCs ”).. '

Under certain cost-type contracts with governmental
agencies in the Engineering segment, the Company is not
contractually perm]tted to earn a margin on subcontractor
costs and ODCs. The majority of all other Engineering
contracts are structured such that margin is earned on labor
costs, and not on subcontractor costs and ODCs. The A
Company includes revenues related to its direct labor,
subcontractors and ODCs in its total contract revenues as

- long as the Company remains responmble to the client for
the a(,(,eptdbllltV of the services provided.

" The majority of contrdcta in the Encmeenncr sevmf-nt
qualify for revenue recognition under the percentage-of-
completion method of accounting. Revenues for the current
period on fixed-price and cost-type contricts are determined

by multiplying the estimated margin at completion for each .

contract by the project’s percentage of completion to date,

adding labor costs, subcontractor costs and ODCs mcuued

- to date7 and subtracting revenues recognized in prior

* periods. In applying the percentage-of- compleuon method
to these contracts, the Company measures the extent of

- progress toward completion as. the ratio of labor costs -

_ incurred to date over total estimated labor costs at ‘
completion. As work is performed under contracts, estimates
of the costs to complete are regularly reviewed and updated.
As changes in estimates of total costs at completion on
projects are identified, appropriate earnings adjustments are-
recorded during-the period that the chanrfe is identified.
Provisions for CSTHI]th‘d losses on uncompleted contracts are

_recorded durmo the period in which such losses are
determined. Revenues related to contractual rlauns wh]ch

arise from customer-catiised delays or change orders

" unapproved as to both scope and price, are recorded only
. when the amourits have been agreed with the client. Profit -
‘incentives and/or award fees are record@d as revenues when

the amounts are both probable and reasonably estimable.
For contracts that do not qualify for percentage-of-

completlon accounting, revenue is recognized based on
. management’s best estimate of the effcu ts expended relative

to the, scrwces prowded.

Under certain cucumstances the Company may agree to
provide new or. additional engineering services to a client
without a fully executed contract or (,hange order. In these
instances, although the costs of providing these services are-
e\pense‘d as incurred, the recognition of related contract

Tevenues is dela\ ed until the contracts and/or change orders -

have been fully executed by the clients, other suitable

. written project approvals are received from the chcm_s,_q_r, ‘

until management determines that revenue recognition is

_ appropriate based on the probability of client acceptance.
" The probability of client acceptance is assessed based on
-such factors as the Company’s historical relationship with’

the (,henr the nature (md scope of ‘the services to be

_provided, and management’s ability to accurately estimate

the realizable value of the services to be provided.

‘Total contract revenues for the operations and mainteriance

contracts in the Energy segment are primarily recognized as
related services are provided. Performance bonu%s are

‘earned under certain operations and maintenance contracts

in the Energy segmént. Because the amounts of these
bonuses are difficult to estimate, such bonuses are recorded
as revenues when the amounts are- both probable and-

reasonably esm:uable

Fair Vaiue of Financial Instruments

" The fair value of financial instr uments classified as current

assets and liahilities approximates carrying value due to'the
short-term nature of the instruments. The car rvmff value nf

‘all long-term debt appm\unates its fair value.

Use of Estumates

T.he preparation of financial :tatemems in confonmtv with
generally accepted accounting principles requires
management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and the

* disclosure of contingent assets and liabilitiés as of the date of

the financial statements, and also affect the amiounts of
revenues and expenses reported for each period. Actual

‘results could differ from those wluch result from using 1hc

estimates. The use of estimates is an mteglal part of -
determining cost estimates to complete under the percentage-

- of-completion method of accounting for commcts

\/Ianacrement al:.o utilizes estimates in the assessment of the
Compa_ny s exposure to insurance claims that fall below

+ policy deductibles, and to assess its litigation and other.legal
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS |

claims and contingencies. The results of any changes in
accounting estimates are reflected in the financial statements
of the penod in which the changes are determined.

‘Cash and Cash Equwalents

Cash and cash equivalents includé cash on hand or deposit,.

- and money market mutual funds with remaining maturities

of less than 90 days at the time of purchase

Foreign Currency Translation L

Many of the Company’s foreign subsidiaries utilize the local
. currencies as the functional currency. Accordmolv assets

and liabilities of these subsidiaries are translated at
exchange rates in effect at the balance sheet date whereas
income and .expense accounts are translated at average

‘exchange rates during the vear. The resulting translation’

adjustments are recorded as a separate component of
shareholders’ investment.- The Company also has a foreign
subsidiary for which the functional currency is the U.S.
Dollar. The resulting translation gains or losses are
included in the Consolidated Statements of Income.

Depreciation and Amortization -

Depreciation on property, plant and equipment is recorded
using straight-line and accelerated methods over the
estimated useful lives of the assets. The ‘estimated useful

~ lives range from 2 to 40 years on buildings. and
-improvements, 3 to 10 years on equipment and vehicles, 30

years for marine vessels, and 3 to 7 vears on computer
hardware and software. Upon disposal of property, the
asset and related accumulated depreciation accounts are-
relieved of the amounts recorded therein for such items,
and -any resulting gain or loss is reﬂecfed in income.

"+ Amortization of ‘definite-lived intangib'le assets is provided

primarily on a straight-line basis over the estimated useful

- lives of the assets. Aside from Uoodwiﬂ the Company’s sole
" intangible asset is a non-compete dgreement which is belnc

amoruzed over 7 vears.

Capitalization of Software Costs

" The Company capitalizes certain costs incurred in
connection - with developing or obtaining internal use
" software in accordance with Statement of Position 98-1,

“Accounting for the Costs of Computer Software Developed
or Obtained for Internal Use.” These capitalized- software

‘costs are included in “Property, plant and equipment, net”

in the Consolidated Batance Sheets and are bemfr afnorUZed
ratably over a perlod not to exceed 7 years.

Goodwuﬁﬂ : ,

Goodwill, which represents the excess of acquisition cost
over the fair value of net assets of acquired companies; has
not been amortized since the Company adopted Statement -

of Fihancial Accounting Standards No. 142; “Goodwill and
" Other Intangible Assets” (“SFAS 1427) on January 1
2002. This unamortized balance is evaluated during the

- second quarter-of each year or when events occur or
- circumstances change that could cause goodwill 1o be

impaired. Management assesses the impairment of its
goodwill halances using its current enterprise value,
estimates of future net cash flows, and EBITDA mulnples.
Through December 31, 2001, goodwill was amortized on a

strajght-line,basis,ovér periods ranging from 5 to 20 years.

' Accounting for Stock Options

As permitted under Statement of Financial Accountmc
Standards No. 148 (“SFAS 148”) and ‘discussed further in
Note 15, the Company adopted the prospective method of
applying SFAS 148. Under the prospective method, the

Company began expensing the fair value of all stock

" options granted, modified or settled effective January 1,

2003. Prior to January 1, 2003, the Company utilized the

intrinsic value method of accounting for stock-based

.compensation, as originally promulgated by Accounting

Principles Board Opinion No. 25, “Accounting for Stock *
" Issued to Employees,” and as permitted under SFAS 123,

“Accounting for Stock-Based Compensanon

Earmngs Per Common Share

The following table summarizes the Company’s wmghted
average shares outstanding for the 'years ended December
31,2003, 2002 and 2001. Thé additional shares included-
in d]luted shares outstanding are entlrelv atmbutable 10
stock options.

Weighted Average

Shares Outstanding © 2003 2002 2001

8,350,040 © 8,291,005
8,515,154 8.425,079

Basic ©8.324,381
Diluted 8.383.601

As of December 31, 2003 and 2002, the Company had .
296,435 and 166,842 stock options outstanding,
respectively, which were not included in the computations
of diluted shares outstanding for the respective twelve-
month periods because thie option exercise prices were
greater than the average market prices of the common
:.hares Such options could potentially dilute basic earnings
per | share in future perlods

. Reclassifications -

Certain reclassifications have been miade to prior vears’

- financial statements as well as the property, plant and

equipment disclosures in Note 6, in order to_conform to the

-current year presentation.

2. Recent Accounting Pronouncements

In August 2001, the Financial Accounting Standards Board
(“FASB”) issued Statement of Financial Accounting 4
Standards No. (“SFAS”) 143, “Accounting for Asset
Retirement Obligations,” which requires that obligations -
associated with retirements of tangible long-lived assets be

" recorded as liabilities when those obligations are incurred. -
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The Company adopted ‘tiu's standard as of January 1, 2003,
and as a result, has had no material 1mpact on its fmanc1al
statements

In July 2002, the FASB issued SFAS- 146, “Accounting for
Exit or. Disposal Activities,” which addresses issues
associated with exit or disposal activities initiated after
December 31, 2002. The Company adopted this statement
as of January 1,-2003, and as a result, has. had no material
nnpdct on its fmanmal statements.

" In April 2003 the FASB issued SFAS 149 “Amendment of .

_ Statement 133 on Derivative Instruments and Hedging
Activities.” This statement clarifies and amends financial
accounting and reporting requirements originally -
established in SFAS 133. SFAS 149 provides greater
clarification by requiring contracts with comparable _

characteristics to be accounted for similarly. This statement -

is effective for contracts entered into or modified after June
30,2003, as well as. for hedging‘rélationships designated

- after June 30, 2003. The Company adopted this statement
‘as of July 1, 2003; and as a result, has had no materlal
unpact on its fmanc1al statements

In January 2003 ‘the FASB issued SFAS 148,
“Accounting for Stock-Based Compensation—Transition
and Disclosure.” SFAS 148 amended SFAS 123 to.
provide alternative methods of transition for companies
that voluntarily change to thé fair value based method of
accounting for stock-based employee compensation. In
addition, SFAS 148 amended the disclosure requirements
- of SFAS 123 to require prominent disclosures in both
‘annual and interim finanéial statements about the
" method of accouriting for stock-based employee
compensation and the effect of the method used on
reported results. The Company subsequently adopted the
prospective method of applying SFAS 148. Under the °
prospective method, the Company began expensing the

fair value of all stock options granted, mochfxed or settled '

cffectne January 1, 2003.

. In Mav ‘7003 the FASB issued SFAS 150, “Accountmg for
Certain Financial Instruments with Characteristics of Both
Liabilities and Equity.” This statement establishes

" standards for how an issuer classifies and measures certain
financial instruments with characteristics of both liabilities
. and equity. It requires issuers to classify financial
instruments within its scope as liabilities (or assets in some"
c1rcumsta_nces) SFAS 150 is effective for finaricial
instruments entered into or modified after May 31, 2003,
and otherwise is effectlve at the begmmno‘ of the first
interim period begmnmg after June 15, 2003. The-

Company adopted:this statement as of July 1, 2003, and as .

" a result, has had no material unpact on its financial
statements.

In November 2002; the FASB issued Interpretation No. 45,
-“Guarantor’s Accounting and Disclosure Requirements for

Guarantees, Including Indire¢t Guarantees of Indebtedness
of Others” (“FIN 457 ) FIN 45 clarifies the requirements of
SFAS 5, “Accounting for Contingencies,™ relating to the
guarantor’s.accounting for and disclosures of eertain

. guarantees issued. The disclosure requirements of this

interpretation were effective for financial statements of
iriterim or annual periods ending after December 15, 2002.

" The Company adopted such disclosure requirements in

connection with the issuance of its 2002 financial
statements, The initial recognition and measurement
provisions of this interpretation are applicable on a
prospective basis to guarantees issued or. modified after

- December 31, 2002. The Company adopted the recognition

"and measurement provisions of FIN 45 effective January 1,

2003 and the related disclosure requirements can be found

in Note 13 to the accompanying financial statements. Such

adoption has not had a marenal impact on the Company’s
financial statements. ’

Fn January 2003, the FASB issued Interpretation No. 46,

" “Consolidation of Variable Interest Entities” (“FIN 467),
~ which was subsequently revised in. December 2003

(“FIN 46R™). FIN 46 clarifies Accodntfng‘RéSG&rch Buﬂr fin

No. 51, “Consolidated Financial Statements,” and reqlures o
‘that unconsohdated variable interest entitiés be

consolidated by their primary beneficiaries. The primary

-beneficiary is the party that absorbs a majority of the

entity’s expected losses or returns as a result of holding the

- variable interest. The requirements of FIN 46 were required

to be applied immediately to variable interest entities in
which an enterprise obtains an interest, or which an

enterprise creates, after January 31, 2003. For variable

interest entities created or acquired prior to February 1,
2003, under FIN 46R, the provisions of FIN 46 must be
applied for the first interim or annual reporting period
ending after March 15, 2004. The Company plans to adopt
this interpretation during the first quarter of 2004, and is

-still evaluating the e\pected impact on its financial
. statements.

In February 2002, the Emerging Issues Task Force’

“(“EITF”) issued Consénsus No. 00-21, “Revenue

Arrangements with Multiple Deliverables:” Certain
revisions to the scope of this guidance were made and

‘ fmahzed m May 2003. EITF 00 21 addresses the

accounting for multiple element revenue arr:m gements,
which involve more than one deliverable or unit of

accounting in. circumstances where the delivery of those

units takes place in different accounting periods. EITF 00-
21 requires disclosure of the accounting policy for

“recognition of revenue from multiple- dehvcrdble

arrangements and description and nature of such

arrangements. The accounting and disclosure requirements

are effective for reveriue arrangements entered into in fiscal
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periods beginning after June 15, 2003. The Company
adopted this statement during the third quarter of 2003,

~_and such adoption has not had a material impact on its

financial statements.
3. Centracts
The total cost of contracts in progress (uséd to determine

cost of work performed) plus accumulated gross profit
recorded was $1,253,459,000 and $979,839,000 at -

 December 31, 2003 and 2002, respectively. Billings to date

on contracts in progress at December 31, 2003 and 2002
were $1,218,449,000 and $954,307,000, respectively.

Trade accounts receivable balances toteling $6;149,000

. and 3$6,287_,000 at December 31,2003 and 2002,

respectively, relate to retainage provisions under long-term

- contracts which will be due upon completion of the
. contracts. Based on management’s estimates, $2,767,000 of
" the retention balance at December 31, 2003 is expected to

be collected m 2004

. The Company had allowances for doubtful accounts

totaling $2,392,000 and $2,425,000 as of December 31,
2003 and 2002, respectively. Thése allowance amounts
reflect receivable balances for which collection is doubtful,
and have been netted against the receivables balances
shown in the Consolidated Balance Sheets.’ -

- Consistent with industry practice; within each.of the

Company’s operating segments, credit is granted to.
customers for the pavment of services rendered. Although -

“the Company has a diversified client base, a substantial

portion of its receivables and net underbillings reflected in
the Consolidated Balance Sheets is dependent upon U.S.
Federal and state government funding.

Internationally, the Company conducts business in' certain
countries where the local political environment subjects the
Company’s related wade receivables, due from subsidiaries

of major il companies, to lengthy collection delays. Based

upon past experience with these clients, after giving effect
to the Company’s related allowance for doubtful accounts
balance at December 31, 2003, management believes that
these receivable balances will be fully collectible.

4. Nen- @@}re @pemimns

In connection with a significant construction project from
which Baker \/Iellon Stuart Construction, Inc. (“BMSCI”), a

* wholly-owned subsidiary of the Company, was terminated

by the owner in 1999, certain litigation resulted and was
settled during-2000. Certain subcontractors on this-project

-also sued BVlSCl seeking reimbursement for costs mcuned
- and related damages. The most material of these claims

involved a suit brout*ht avamst BMSCI in U.S. District

Court by ADF Internau’onal',,lhc. (“ADF”) seeking damages

for alleged breaches of contract relating to the project. In

v: December 2000, liability judgments were entered by the .~

District Court in favor of ADF against BMSCl in the
amount of $10.0 million. As a result, BMSCI recorded

related charcres durmﬁ 2000.

In Januan 2001, B\lSCI fﬂed an appeal of the ADF -

liability ]udomenr with the U.S. Court of Appeals for the
- 11th Circuit (*Court of Appeals”). In April 2001, the

District Court entered an additional judgment totahnﬂ $1.1
million on hehalf of ADF relative to its claim for attorney’s
fees and costs in connection with the foregoing action. The -
effect of this judgment had been mcluded in the charges-

A ‘reccrded by the Company during 2000. BMSCI and ADF

subsequently filed appeals of this judgment with the Court

“of Appeals: In conjunction with filing’ these appcals, BMSCI

was required by the Court of Appeals to post security,-and
subsequently placed amounts totaling $12.7 million into an -
escrow account during 2001. The Company recorded both
interest income (at a {luctuating market investment rate)

and interest expense (at a rate of 6.052%, as stipulated by .

. the Court of Appeals) on the escrow amount during 2001..

In separate rulings during Februar\ 2002, the Court of -
Appeals reversed both of the District Court’s prior ]udorments
for Hability and attorney’s fees and costs on behalf of BMSCL,
and remanded the ADF matters back to the District Court”
for further proceedings. Based on the decisions of the Court
of Appeals, in August 2002, the Company received $12.3:
million of the $12.7 million previously being held in the
escrow account. The remaining escrow amount of $0.4
million, relating to an aspect of the litigation that was not
contested by B\/ISCI was also disbursed by the escrow agent

. in Auﬂu:,t 2002 to ADF

Court-mandated mediation of the ADF litigation was

-conducted in Orlando, Florida in October 2002. As a'result

of the mediation, the Company reached a settlement with
ADF providing for the payment of $5.0 million by the
Company to. ADF. Also resulting from the mediation, the
Company agreed to release its existing claim- against -

' Helhputh., Obata & Kassabaum, Inc. (‘HOK’) arising out
- of the same project, in exchange for an additional payment-

~ of $2.75 million by HOK to ADF. As a result of the

settlement, the Company became obligated to pay

contingent. legal fees to its counsel related to its claim -

against HOK Accordmvl , the Company reduced its
“accrued litigation reserve” liability balance and accrued

_an estimate of the contingent legal fees, thereby resulting in
a net favorable impact of $5.1 million on the Non-Core

segment’s operating income for the quarter ended

'. Seprember 30, 2002. Both the ADF settlement of $5. 0

million and the contmgent legal fees of §1.0 million-were-

. ‘pa1d by the Compam durmcr the fourth quarter of 2002

The Company deternnned in early. 1999 that it Would no
longer participate in general construction projects for
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buildings or transportation infrastructure. Accordingly,
. certain assets held by the Company’s former transportation
(heavy and highway} construction business, including -
substantially all fixed assets and the remaining contractual
rights and obligations associated with eight active
construction projects; were sold to-A&L, Inc. (“A&L"”) in’
March 2000. Certain charges related to this sale were
" recorded during 2000. All work on heavy and highway
‘construction projects was substantially completed at
December 31, 2001. In October 2003, A&L filed-a lawsuit
against the Company and a subsidiary alleging
" misrepresentation and, breach of warranty in connection with
the asset sale. The Company believes that A&Ls claims are
- without merit and is vworoualv contesting ths klwsunt

Effeeuve lune 1 2000 the Companv eompleted the sale of ‘
Baker Support Servlces. Inc: (“BSSI”), a former wholly-
owned subsidiary, to SKE International LLC (“SKE™).
Sale-related dlsputes arose between SKE and the Company
duiring 2002. As a result of settlement discussions, charges
related to the writeoff of a non-trade receivable totaling
$0.7 million were recorded to the Non-Core segment’s '
selling, general and admiinistrative expenses durmo 2002. A
final settlement agreement between the parties was
executed during Aprll 2003, under which there were no
final payments requlred by either party and there was no
'Telated effect-on the Com'panv’s 2003 financial statements.

5 Business Segment Informatlon

The Company’s business segments reflect how management
makes resource decisions and assesses its performance. The
Company has the. following three reportable segments:

o The Engineering segment provides a variety of design
and related consulting services. Such services include

* design-build, construetion management, consulting,
planning, program management, surveyirig, mapping,

" geographic information systems, architectural and
interior design, construction inspection, constructability
reviews, software development, site assessment and
‘restoration, stratégic regulatory. a‘nélysi.s, regulajtolry

" compliance, and advanced management systems.

~ @ The Energy segment provides a full range of Total Asset
Management services for operating energy production,
facilities worldwide. These services range from complete
_oiitsourcing solutions to specific services such as training,
personnel recruitment, pre- opel'atiells engineering,
maintenance management systems, field operations and
mamtenanee procurement, and supply chain -
management. Many of these service offcrmgs are
‘enhanced by the utilization of this segment’s Managed
Services (formerly known as OPCO®) operatmcr model as
a service dehverv method.

'En;g’ineering

_Segment assets:

¢ The Non-Core segment includes activity associated. with
‘the former buildings and transportation construction
operations that are being wound down, and the former
BSSI subsidiai'v which was sold in June'ZOOO.

- The aceounting pohe1es of the segments are the same as

those described in the summary of significant accounting-
policies (see Note 1). The Company evaluates the
performance of its segments primarily based on opemtmd'
income before Gorporate overhead allocations.

* The following tables reflect the required disclosures for.the g
-Companv E reportable segments -(in H’].L“.lOﬂS)

otal Conlrdet Rev enues/lncome ﬁmm Opemiwnc

2003 2002 2001

Revenue - :
Income from operations : : :
pre-Corporate overhead 17.9 16.0 . 18.6

$250.6 ~ $242.6 $243.6

" Less: Corporate overhead  * (11.5) (5.7) (5.9) -

Income from operations . 6.4 10.3 12.7
Energy o T E
“Revenue S 1754 0 1626 1582

Income from operatlons S

pre-Corporate overhead = 53 - .. 95 12,8 -

Less: Corporate-overhead =~ (4.0)  (2.9) (2.7).

Income from operations . 1.3 66 101
Non-Core - o »

Revenue ' — 01 1.4

Income from operations ’ : :

pre-Corporate overhead 0.1 . 35 0.7
Less: Corporate overhead = (2.3) (2.4)

" Income/ (loss) - B
from operations S04 1.2 A(1.7)

“Total reportable segments

Revenues 4260 . 4053 4032
Income from operations '

pre-Corporate overhead - 23.3 . 20.0 321

(11.0)

Less: Corporate overhead — (15.5) - = (10.9)

Income from operations = 7.8 - 181 214
- Other Corporate/ . . |
- -Insurance expense 1.4y - (0.9 (0.7)

Total Company- R :
6.4 S 172 8§ 204

Income from operations $

2003 2002

$ 768

Engineering L '$95.3
Energy - 63.1 = 526
Non Core . 0.9 1.0
" Subtotal ~ segments 159.3 . 130.4
Corporate/Insurance 14.1 14.7

Total : .$173.4

$ 145.1
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2003 2002 2001 - 6. Property, Plant and‘ Equipment

Capital expenditures: ’ Property, plant ard equipment consists of the following

Engineering $ 31 % 20 8§ 28 (i thousands):

. Energy : 05 0.5 1.2 o o _ _

Nom & ‘ - S - ‘ _ ) -
onore _ ———————  Land - $ . 486 S 486
Subtotal - segments 3.6 25 4.0 Buildings and improvements . - . °8,673 6,465

Corporate 1.2 89 01 . Equipment and vehicles -~ 10,815 11,190
Total = % 48 % 114 -$ 4.1 . Computer hardware ’ 12,652 12,940 -

: ' ‘ ' ' Computer software ‘ : 14,904 13,149
Y 2 {) 2 T .
' .. 2003 2002 2001 Total, at cost 47,530 44,230
- Depreciation and , Leéss — Accumulated depreciation. (30,128) (26,771)
amortization expense: : . . Net property, plant o
_ Engineering .8 25 % 28 3 34 : Send ‘ .
Enerey T o 11 17 _ an'd equipment . $17.402 §$ 1_77459.
Non-Core - — - = : ‘ . ' o
— A : : - 7. Goodwill and Other Intangible Assets
: Subtotal ~ segments. ) 3.5 3.9 5.1 _ o _ ‘
"+ Corporate A - 14 01 . 01 Goodwill and other intangible assets consist of the -
e in @ = following (in thousands): : E
Total o .8 49 v $ 40 .8 52 . ) _ 2003 2002
The Company has determined that intersegment revenues, Goodwill: o
equity in the net income of investees accounted for by the Engineering - $ 1,006 $ 1 006
equity method, and the amount of investment in equity Energy ‘ 7,465 - 7,405
method investees, by segment, are immaterial for further - Total goodwill : T 8471 -8./471
disclosuré in these financial statements. - | Other intangible assets, net of )
low accumulated amortization of _
The Compan\ s enterprhlse -wide dlsclosures are.as follows $1.238 and $952, respectively - 762 1,048
(m millions): ‘
- 20-03 2002 9001 Goodwill and other mtangzble : .
— ; - - assets, net - . _ $ 9,233 $ 9519 .
- Toteal contract revenues ' :
by.type-of service: - ' o - : Under SFAS 142, which was adopted effective January 1,
En’gmg?r}ng - » $ 259°6 $2426 5243.6 2002, the Companv s goodwill balance is no longer bemg :
Operations & maintenance 175.4 162.6 158.2 amortized, and goodwill analrment tests are being

Construgtion ‘ = - 01 1.4 performed at least annually. The Company completed its

- Total o $426.0 § 4053 $403.2 initial impdirment test during the second quarter of 2002,
C 9003 2002 9001 and subsequently performed its annual impairment test i -
the second quarter of 2003. As a result, no unpa_lrment

Total contract revenues - ' charges were required in either year.

by geographic origin: . v ‘
Domestic $371.4 $358.0 $346.4  Reconciliations of the Company’s‘repbrted net income and
Foreign o 546 473 56.8 earnings per share, to related amounts adjusted for the
“Total ' T $4260 S 405.3 $403.2 adoption of SFAS 142, are as follows: ’ S

. 2003 9002 2001 ° (In thousands} ' 2003 v i -2002 _ 2001
Toral comtract revemaen — | v}lza}()io;ted net income $2,066 $9.566 $11,186
C S back: Goodwill I :

by principal markets: ' : : amortization, net of tax - - 378
United States government 16.6% 13.9% 11.8% ? , »

. Various state : o o : © - Adjusted net income .$ 2,066 $9566 $11,564
governmental and quasi- . : ' : . .
governmental agencies . 34.8%  32.1%  28.4% . 2003 2002 2001

Commercial, industrial ) ' . Reported earnj_ngs ’ )

- and private clients 48.6% - 54.0% 59.8% per share: . ‘ o -

e ' ' : Basic . : $ 025 % 115 & 135

The Company has determined that intersegment revenues, Diluted = - 095 112~ 1:33

_equity in the net income of investees accounted for by the Adjusted earnings : o ’ .
equity method, and the amount of investment in equity ‘ per share:

method investees, by segment, are immaterial for further . Basic 0.25 115 1.39

disclosureinthese'ﬁnancial statements. Dilpted : ' % 025 % 112 § 1-37
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Amoruzatlon expense recorded on the other mtancnble

' . assets was $286 000, $285,000 and $348, 000 for 2003,

2002 and 2001, respectlvelv Future amortization expense

. on the other mtancrrble assets balance is currently estimated

to be $286,000 for the years endmg December 31 2004
and 2005, with the remaining balance of $190 000 being -
-amornzed in 2006

8. Long-Term Debt’ and Borrowmg Agreements

In September 2001 the Company entered into an unsecured
credit agreement (¢ the Agreement”) with a consortium of
financial institutions, whichprovide a comimitment of $40
million. The commitment includes the sum of the principal
amount of revolving credit loans outstanding and the

. aggregate face value of outstanding letters of credit. As of

December 31, 2003, borrowings totaling $13. 5 million were-

outstandmrr under the Agreement along with Ier( ers of
credit rota]mcr $7.1 nnlhon :

The Agreement provides for the Company to borro%y at-the-
bank’s prime interest rate or at LIBOR plus an applicable

margin determined by the Company’s leverage ratio (based-
on a measure of EBITDA to mdebtednESs) f he Agreement

" also requires the Company to meet minimum equity, leverage,

interest and rent coverage, and current ratio covenants. If any

" of these financial covenarits or certain other conditions of

borrowing are not achieved by the Companv under certain
' circumstances, the banks may démand the repayment of all .

borrowings outstanding and/or require deposits to cover the

outstanding letters of credit. Under the Agreement, the

Company pays the bank commitment fees of 3/8% per year
" based on the unused pomon of the commnment

As a result of the 1ncreased borrowmgs and its financial
performance, the Company was required to seek and obtain
waivers of several of its financial ratio covenants at the end.
of the second and third quarters of 2003, most notably its
debt to cash flow and leverage ratios. In connection with the
third quarter waiver, the Companv requested and received a
nine-month extension of the maturity date for the

" Agreement through June 30, 2005. The Compdny also was

able to amend its minimum owners’ equity and leverage
ratio financial covenants effective with the fourth quarter of
2003 computatiens, and the cost in excess of billings
covenant was eliminated. Based on the amendments to these
* covenants, the Company currently expects to bé in
~.compliance with the revised covenants for at least the next

~ year. Accordingly, the Company’s bank borrowings are
reflected as a long-term liability in its balance sheet as of

December 31, 2003. Management expécts to further extend

_the maturity of the Agreement during 2004.

‘On May 8, 2003, the .Company_.emered into an agreement
. with its bank to provide a Revolving Credit Note (“the

Note ) in the amount of 35 million through August 6, 2003 ‘

. The Note provided the Company with addmonal liquidity
that was needed in-conjunction with changes in its billing

process and system which caused temporary delays in both

client billings and cash collections during the first nine

months of 2003. All borrowings were repaid and the Note

' matured during the thrrd (uarter of 2003

- For 2003 the average daﬂy balance outstanding. when the

Company was in a borrowed position was $23,214;000 at a

.weighted-average interest rate of 3.47%. The Company’s

borrowing rate was 3.42% as of Décember 31, 2003, The
proceeds frorn 2003 borrowmfrs under the Agreemem were
used to meet various working capltal requirements. The
Companv did not borrow under the Agreement during 2002.

9. Capltal Stock

In 1996, the Board of Dlrectors authorized the repurchase of

up to 500 ,000 shares of the Company’s Common Stock in the
open market. As of December 31; 2003, 414,689 treasury
shares had been repurchased under this program. During
2001, the Company repurchased 31,300 treasury shares at an
average market price of $12.14 per share (based on market .

- prices ranging from $11.00 to $13.30 per share) for a total -

cost of $380,000. The Company made no treasury share

“repurchases during 2002. During 2003, the Company

reactivated its 'share repurchase program ard subsequently

repurchased .an additional 80,400 weasury shares at an

average market price of $8.58 per share (based on market
prrces ranging from $7.90 to $8.81 per share) for' a total cost
of $690, 000 A]so in 2003, the Board of Directors authorized -
the Company to repurchase up to 500,000 additional ahares »

"of the Company s Comrnon Stock in the open market:

Prior to March 2002, the Cornpany s Common Stock was

" . divided into two series, Common Stock and Series B

Common Stock. Each share of Common Stock entitles the
holder thereof to one vote on all matters submitted to the
shareholders, and each share of Series B Common Stock -
entitled the holder thereof to ten votes-on all such matters.
During the fourth quarter of 2001, the Company announced
that aJl of its Series B Common Stock would be exchanged

_into Common Stock. Under rhls program, each Series B

share held by the Company’s Employee Stock Ownership
Plan (“ESOP”) was exchanged for approximately 1.018.
shares of Common.Stock during the first quarter of 2002.

" Immediately following that exchange, the remaining Series B

shares were automauea]ly converted into Common

~equivalents in accorddnce with provisions of the Companv
. Articles of Incorporation. This exchange resulted in 23, 452

shares of Common Stock being Wlthdrawn from the -

. Company’s treasury stock. The effect of this exchange was -

reflected in the Company’s Consolidated Balance Sheet’
during 2002, and did not impaét its net income for the year
ended December 31, 2002. The utilization of the treasury

-shares did not have a material effect on the Company’s .
' earnings per share computatmns ' - 4§

' The C_ornpanys Articles of Incorporation authorize the SRR 5

issuance of 6,000,000 shares of Series B Common Stock; o
par value $1 per share. At December 31, 2003 and 2002, 31



Lo
no

there were no shares of such Series B Stock outstanding.
The Company has no plans of issuing any Series B

Common Stock in the near future. The Company’s Articles

of Incorporation also authorize the issuance of 300,000
shares of Cumulative Preferred Stock, par value $1 per

. share. At December 31, 2003 and 2002, there were no

shares of such Preferred Stoék outstanding.

10. Rights Agreement .

In November 1999, the Company’s Board of Directors
adopted a Rights Agreement (the “Rights Agreement”). In
cotmection with the Rights Agreement, the Company declared
a distribution of one Right (a “Right”) for each outstanding
share of €ommon Stock to shareholders of record at the close
of business on November 30, 1999. The Rights will become

_ exercisable after a person or group has acquired 25% or more
. of the Company’s outstanding Commen Stock or has
- announced a tender offer that would result in the acquisition

of 25% or more of the Company’s outstanding Common

- Stock. The Board of Directors has the option to redeem the

Rlﬂhts for $0.001 per Right prior to their becoming
exerc1sable The Rights wﬂl expire on November 16, 2009,

_ unless they a.ré earh'er exchanged or redeemed.

: Assummc the Rlcrhts have not been redeemed, after a person

or-group. has acqulred 25% or more of the Companvs

.outstanding Common Stock, each Right (other than those

owned by a holder of 25% or more of the Common Stock)

~ will entitle its holder to purchase, at the Right’s then current

exercise price, a number of shares of Common Stock of the

‘Company having a -value equal to two times the exercise price
" . of the Rights. In addition, at any time after the Rights become |

exercisable and prior to. the acquisition by the acquiring party
of 50% or more of the outstanding Common Stock, the '
Company’s Board of Directors may exchange the Rights
(other than those owned by the acquiring person or its
affiliates) for Common Stock of the Company at an exchange
ratio of one share of Common Stock per Right.

11. u@@.S@ Commitments

The Company s noncancellable leases relate to office space,
computer hardware and software, office equipment and
vehicles with lease terms rangma from.1 to0. 10 years.
Future annual minimum lease payments under

" noncancellable operating leases as of, December 31, 2003

were as follows (in thousands): .

Fiscal Year

Computed income

2004 -$ 13,515
2005 12,250
20006 9,962
2007 - 8,729.
2008 . 7,204
Thereafter 15,860

$ 67,520

Total
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Rent expense under noncancellahle operating leases w_as,b
$12,501,000 in 2003, $11,432, 000 in 2002, and
$10,532,000 in 2001. :

12. Income Taxes

The provision for income taxes con515ted of the fo]lowmo
(m thousands): : :

2003 . 2003 2001

Current iricome taxes: .

$ (2.463) § 6.821 § 3,181

Federal .

State S - 375 583 . 380

Foreign =~ 967 - 1,335 2,047

" Total current ' ‘ L
income taxes (1,121) =~ 8,739 = - 5,608

*Deferred income taxes: . : o 4 _

Federal 3,670 (842) 3,638 .

State ‘ - . 305 (69) - 93.

Total deferred ' . o

income tazes 3.975 3,731

911)

Total provision
Jfor income taxes

. $ 2,854 $ 7,828 § 9,339

The following is a reconciliation of income taxes computed
- at the Federal statutory rate to income tax expense

' recorded by‘ the Company (in thousands):

© 2003 2002 2001

taxes at U.S. Federal
‘statutory rate
Foreign taxes, net of

Federa] ncome

$ 1,722 § 6,088 $ 7,184

_tax benefit _— ) 406 791 1,330
State income taxes,” ' '
" net of Federal income - - o
_tax benefit - L 442 334 307
Nondeductible charges © 415 376 513
- Other, net (131) 239 5
-Total provision for V

$ 2,854 & 7,828 § 9,339

ncome taxes

The domestic and foreign components of the Company’s
income before income. taxes are as-follows (in thousands):

2003 2002 2001
Domestic $ 3,785 $17,983 $ 16,989
"Foreign 1,135 - (589) 3,536
" Total

$ 4920 $17,394 $20,525
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The components of the Company’s deferred income tax
" assets and liabilities at December 31, 2003 and 2002 are as
fo]lows (m thousands):

2003 2002

Deferred income tax assets:
Deductible-temporary differences:

Provision for expenses and losses . $§ 5,370- 3 .8;428

Contract overbillings 5,678 1,589
Accrued vacation pav L7750 1,668
- Fixed and intangible assets .. .- 1,092 " 1,164 °
Charitable conmbutlon o .
carryforward , 74 74
Other : : : ' 95 - 95
Total deferred income tax assets 14,084 13,018

“Deferred income tax liabilities: ' R
(18,119) - (12,471

- ‘Contract underbillings )
Undistributed foreign earnings 2, 160) (2,767} -
Total deferred income tax ltablee (20 279) (15,238)
Net deferred tax liability $ (6,195) % (2,220)

The Company has contribition carryforwards totaling
approximately $200,000 at December 31, 2003 that wﬂl
expire in 2008. During 2002, the [ntemaJ Revenue Service
completed an examination of the Company’s 1998 U.S.
income tax return and made no adjustments. The
Company’s 2000, 2001 and 2002 U.S. income tax returns
remain subject to audit. Management believes that
adequate provisions have been madc for income taxes at

- December 31, 2003

: 13 Contlnvenmes

Insurance coverage is ‘obtained for Latastrop}uc exposures
as well as those rlsks required to be insured by law or

. ‘minimum financial ratings at- the time the coverages are
placed; however, insurarice recoveries remain sub]ect to the-
risk that the insurer will be financially able to pay the

- claims as they arise. The Compa;iy is insured with respect -
to its workers’ compensation and general liability exposures
subject to deductibles or self-insured retentions. As a result
of adverse market conditions in the insurance industry,
several of these déductibles were either required to be
increased by the Company because expiring coverages were

" 1o longer available, or were. voluntarily increased to avoid-

additional premium cost increases, in connection with the -
Company s annual insurance coverage renewals effective
July 1, 2002 and 2003. Loss provisions for thesé exposures
are recorded based upon the Company’s estimates of the l
aggregate liability for elaims incurred. Such estimates

~ utilize certain actuarial assumpnons followed in the

i insurance 1ndustrv '

. The Company is self—msured for-its primary laver of
" professional liability insurance through a wholly-owned
captive insurance s11b51d1arv The secondarv layer of the

professional liability insurance continues to be provided, -
consistent‘with industry practice, under a “claims-made”™
insurance policy placed with an independent insurance
company. Under claims-made policies, coverage. must be in
effect when a claim is made. This insurance is sub]cct to
standard exclusmns '

The Company’s plofessional liability insurance coverage had -
~ been placed on a claims-made basis with Reliance Insurance
Group (“Reliance™) for the period July 1, 1994 through June

30, 1999. In October 2001, the Pennsylvamd Insurance

.Commissioner-placed Reliance into liquidation. The
- Company remains uncertain- at this time what effect this

action will have on any claim the Companv or'its '
subsidiaries may have for insurance coverage under policies
issued by Reliance with respect to.past years. Baker
Environmental, Inc. (“BEI”), a wholly-owned subsidiary of
the Company, was subject to one substantial claim which fell
within the Reliance coverage penod This claim reflected an
action by LTV Steel Companv (“LTV") against BEI,

resulting from the failure of a landfill for which BEI provided

services. In February 2003, LTV and BEI reached a
settlement that prov1ded for a paymerit to LTV in the
amount of $2.5 million, the effect of which was recorded -
during the fourth quarter of 2002. This settlement was
subsequently approved by the bankruptcy courtin LTV’s
bankruptcy proceeding, and payment was made in April
2003. Due to the liquidation of Reliance, the Companiy is

v curi"ently uncertain what amounts paid to LTV will be

recoverable under the insurance policy with Reliance. The

Company is pursuing a claim in the Reliance liquidation and:

believes that some recovery will result from the IquIdathII
but the amount of such recovery cannot currently be

estimated. The Company had no related recelvables recorded
contract. The Company requires its insurers to-meet certain -

from Rehance ‘as of December 31, 2003.

" n Tulv 9001 the Compam announced that it had become
_ aware that certain activities related to the operations of a

53% owned Nigerian subsidiary engaged in energy-related

" operations are rhe subject of an inquiry by the U.S.
_ Department of Justice. The Company acquired the Nigerian
. subsidiary as part of its acquisition of the Overseas -

" Technical Services companies in 1993. The inquiry appears

to be focused upon payments made to certain individuals in
connection with the subsidiary’s operations in Nigeria.as
they relate to potential violations of the Forewn Corrupt o

‘Practicés Act and other relevant statutes. T he Company
" retained leoal counsel to represent it in this matter and

initiated an internal investigation of these issues. The.
Companv has cooperated fully with the government’s

inquiry; however, there has been no recent activity in this -
" matter. At this time, the Company is uncertain but does not

expect the costs of its investigation, its cooperation with the

government’s inquiry or the outcome thereof, to have a

material adverse financial impact on its future financial
results. However, the government’s inquiry has not been

Challerngals.
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concluded and the Company’s assessment of the outcome

‘ rnav vary as the matter proceeds.

The Company has become aware of an unasserted claim to
_“recover alleged preference payments made to the Company

within 90 days prior-to a customer’s 2002 Chapter 11
bankruptey filing. Such claims are not unusual in the
bankruptey context. The potential claim against the

‘Company has been identified in lists of such claims

included in several reorganization plans submitted to the
bankruptey court. Management believes that the Company’
has valid defenses for this potential claim, and intends to |
vigorously contest such claim if assertéd. No amounts
pertaining to this potential claim are considered probable
or reasonably estimable; accordingly, the Company has not
recorded any related accrual as of December 3] 2003

The Compa_nv has been named as a defendant or co-

- defendant in other legal proceedings wherein substantial
‘damages are claimed. Such proceedings are not uncommon

to the Company’s business. After consultations with -
counsel, management believes that.the Company has
recognized adequate provisions for probable and
reasonably estimable liabilities associated with these

- proceedings, and that their ultimate Tesolutions will not
“ have a.material adverse effect on the consolidated financial

position or annual résults of operations of the Company.

At December 31, 2003 the Company had certam
’ gua_rantees and mdelmuﬁcanons outstandmv which could

result in future payments to third parties. These guarantees
generally result from the conduct of the Cornpziny’s

- . business in-the normal course. The Company’s outstanding ..

guarantees were as follows at December 31, 2003:

Related
. liability
Maximum ~ halance-
. " undiscounted  recorded at
(Dollars in mitlions) future paymenrs  12/31/03
"Standby letters of credit: _ - _
Insurance related . $6.9 $6.9
Other Lo 02 o=
Performance and payment -
bonds 1.7 =
Sale of certain construction L o
assets Unlimited C—
Sale of BSSI - - 2.0 4 —

The Company’s banks issue standby letters of credn

(“LOCs™) on behalf of the Company under the Agreement as
discussed more fully in Note 8 above. As of December 31,

© 2003, most df these LOCs had been 1ssued to insurance

companies to serve as collateral for pawnents the insurers are
required to make under the Companv s self-insurance - -
programs. These LOCs may be drawn. apon in the event that

the Company does not reimburse the insurance companies

for claims payments made_ on behalf of the Company. Such.

LOCGs renew automatically on an annual basis unless either
the LOCs are returned to the bank by the beneficiary or the
Companv s barks elect not to renew them.

Bonds are provided on behalf of the Cornpanv by Travelers
Casualty and Surety Company of America (“TFravelers” )..
The beneficiaries under these performance and payment
bonds may request payment from Travelers in the event
that the Company does not perform.under the project or if

- subcontractors are not paid. The Company does not

currently expect any amounts to be paid by Travelers under
its bonds outstanding at December 31, 2003.

During 2000, the Company sold certain assets associated

*with its former heavy & highway construction business to
"A&L and all of the ontstanding stock of its former BSSI
- subsidiary to SKE. These sale agreements provided

indemnmnifications to the buyers for breaches of certain
obhganons bv the Company. For the sale of heavy &

: hlcrhwav assets, there was no dollar limit on the

indemnifications, and the terms of these indemnifications .
vary but will ultimately be governed by the statutes of
limitations. Tn October 2003, A&L filed a lawsuit against
the Company and a subsidiary alleging misrepresentation

~ and breach of warranty in connection erh the asset sale.

The Company believes that A&L’s claims are without merit
and is vigorously contesting this lawsuit. Maximum

“payments for indemnifications under the BSSI sale were

. limited to §2 .0 million, and the terms are based on the

varying statutes of limitations plus 90 days. The Company

* does not currently expect to make any future payments

under the Lndemmflcauons in connection Wlth the BSSI sale.

14. Employee Stock Ownership Plan and Trust -

The Company maintains a defined contribution retirement
program through its ESOP, in which substantially all

employees-are eligible to participate. The ESOP offers

participants several investment options, including a variety
of mutual funds and Company stock. Contributions to the
ESOP are derived from a 401(k) Salary Redirection -
Program with a Company matching contribution, and a
discretionary contribution as determined by the Company’s’
Board of Directors. Under the 401(k) Salary Redirection

- Program, the Company matches 100% of the first 5% and

50% of the next full 1% of eligible salary contributed by
participants, thereby resulting in a Company match of as
much as 5:5% of eligible salary contributed. The- '
Company’s matching contributions are invested not less
than 25% in Michael Baker Corporation Common Stock,
with the remaining 75% being available to invest in mutual

funds or the-Company’s Common Stock, as dirécted by the
participants. The Company’s cash contributions under this

program amounted to $6,341,000, $6,006,000 and
$5,343,000 in 2003, 2002 and 2001, respectively.
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As of December 31, 2003, the market value of all ESOP
investments was $121,000,000, of which 24% represented
the market value of the ESOP’s investment in Michael Baker
- Corporation Common Stock. The Company’s ESOP held
33% of both the shares and voting power for the outstanding
‘Common Stock of the Company at the end of 2003.

15. Stock Based Compensation

In January 2003, the FASB issued SFAS 148 “ Accountmg ‘
for Stock-Based Compensation—Transition-and - -
Disclosure.” SFAS 148 amended SFAS 123 to provide
alternative methods of transition for companies that
voluntarily change to the fair value based method of
accounting for stock based employee compensation, In
addition, SFAS 148 -amended the disclosure requiremeénts -
of SFAS 123 to require prominent"disclosures in both.
annual and interim financial statements about the méthod

. of accounting for stock-based employee compensation and
the effect of the method used on reported resiilts. The

* . Company subsequently adopted the prospective method of

applying SFAS 148. Under the prospective method, the
Company beoan expensing the fair value of all stock”
options g oranted modlfled or settled effectlve Januarv 1,

(In thousands)

2003, During 2003, the Company granted’ 14,000 op.ti.ons .

"to members of its Board of Directors and recognized related
- compensation expense in the amount of $61,000. The

exercise price associated with this option grant was equal to
the market price on.the date of grant. During 2001, the

“Company recognized compensation expense of $219,000 as -
a result of decisions to accelerate the vesting and extend the’

expiration date of an individual’s options.- No related stock
compensation expense was recorded during 2002. The o
Companv currentlv pays no dividends.

Prior to Januarv 1 2003, .the Company utilized the
mtrmsn: value method of accounting for stock-based
compensation, as originally ‘promu_lgated by Accounting
Principles Board Opinion No. 25, “Accounting for Stock

Issued to Employees,” and as-permitted under SFAS 123, ‘
_ “Accounting for Stock-Based Compensation.” Accordingly,.

no compensation cost was recognized for stock options

_granted prior to January 1, 2003. If compensation costs for

the Company’s stock incentive plans had been determined
based on the fair value at the grant dates for awards under

. those plans, consistent with the method prescribed by SFAS

123, the Company’s pro forma net income and net mcome

-per share amounts uould have been as follows:

2005 _1'"2002 2001

.v '\Iet income, as reported .$2,066. $ 9,566 ‘ $1171'86_
‘Add: Stock- based employee Lompensatxon u{pensc mcluded ' S : : :
in reported net income, net of related tax effects 33 L = 120
Deduct: Total stock-based employee compensation expense determined B S '
under fair value method for all awards, net of related tax effects (189) - (428) (322)
Pro forma .net income $ 1,910 ~$. 9,138 ' ‘. $10,984
N 2003 2002 2001
Reported earnings per share: : o e :
Basic ~- _ ‘ ' o $ 0.25 $ 1.15 1.35 -
Diluted o : ‘ 0.25 1.12 1:33
Pro forma earnmvs per share: R .- N :
‘Basic - A o ‘ ' v . 0.23 1.09 1.32
" Diluted ~ ' ‘ . $ 023 $ 1.07 1.30
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16. Stock @piion Plans

* As of December 31, 2003', the Company has two fixed
“stock option plans. Under the amended 1995 Stock

Tncentive Plan (the “Plan”), the Company may grant

- options for an aggregate of 1,500,000 shares of Common
. Stock to key employees. Under the 1996 Nonemployee

Directors’ Stock Incentive Plan (the “Directors’ Plan”), the
Company may grant options and restricted shares for-an -
aggregate of laO 000 shares of Common Stock to
nonemployee board members: Under both plans; the
exercise price of each option equals the average market

price of the Company’s stock on the date of grant. Unless )

otherwise established, oné-fburth'of the options granted to
key employees become immediately vested, and the
remaining three-fourths vest in annual one-fourth

increments under the Plan, while the options under the .

Directors’ Plan are fully vested at date of grant. Vested

‘options remain exercisable for a perlod of ten years from -
- ‘the grant date under both plans. -

'Under the _Dlrectors Plan, each nonemployee direcior was

issued 1,000 restricted shares of Common Stock for a total
of 7,000 shares of restricted stock issued in 2003 and
8,000 shares of restricted stock issued in each of 2002 and
2001. The CGompany recognized compensation expense

totaling $20,000, $120,000 and $80,000 related to the

issuance of these restricted shares in-2003, 2002 and 2001,

respectively. Restrictions on the shares expire two years

after the issue date.

“The follovnng table summarizes all stock option activity for

both plans in 2003, 2002 and 2001:

Weighted
_ ) average
Shares  exercise
subject. price

to option per share
395,659 §$ 7.78

Balance at December 31, 2000 -

Options granted 149,162 8.83
Options exércised (34,514) 6.05
Options forfeited or expired (19,370) | 8.42°
Balance at December 31 2001 490,937 § 8.20
Options granted ‘ © 232,470 . 15.58
. Options exercised - (76,270)  7.51
_ Options forfeited or expired (67,283) 12.78"
Balance at December 31,2002 - 579,854 $10.72
* Options granted : 14,000 855
Options exercised " (9.875) -+ 4.94
Options forfeited or expired . (9,698) 14.47

Balance at Decgmber 31, 2003 574,281 $10.70'

The weighted average fair value of options.granted during
2003, 2002 and 2001 was $3.99, $7.92 and $4.51,

4'respectlvel\ As of December 31,.2003, 286,248 shares of

the Company’s Common Stock were available for future
issuance under the Plan, and 27,000 shares were
available under the Di'rectors’ Plan.

. The following table summarizes information about stack

options outstandmﬂ under both plans as of December 31;
2003:

Options Exef'cisab]e

. Options Outstanding

: _ Weighted \Veighted _
o Number of  "Average =  average Nurnber of  average
Range of exercise prices _ options - life* ' exercise price  options exercise price
$4.8125 - $ 6.9063 128,834 1.8 § 626 128,834  $ 6.26
$ 7.8125 - $ 9.0000 125,641 . . 59 853 105,001 8.53
$9.5313 - $ 12.850 130,710 4.7 10.11 45121 10.02
$15.035 - $15.625 189.096° = .8.2 -15.58 101,548 15.54
| - $10.70 $ 981

Total

574,281 5.4

380,504

*Average life remaining in years -

The fair value of options on the respecnve grant dates was esﬂmated using a Black Scholes opnon pncmtr mode] based 5

on the fo]lowmc' assumptions:

2003 2001

2002
* Weighted average risk-free interest rate “5.5% 5.7% 5.8%
Weighted average expected volatility 40.6% 477% 48.5%
Expected option life : 6 years 6 years 6 years

0%. . 0% . 0%

Expected dividend yield
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17. Quarterlv Results of Operatlonb (Unau(hted)

The folloxnnn is a summary of the unaudited quarterly results of operatlons for.the mo years, ended December 31, 2003
 (in thousands except pcr share mforrnatlon)

2003 - Three Months Ended

‘Mar. 31 June 30 . Sept. 30 - Dec. 31
. Total contr ACE Tevenues o $ 99.299 $104,799 - 8106,338 T O$115547
Gross profit ‘ ' . 13446 C15,019 16,282 16,357
Income/(loss) before mgome taxes . : : (179) 122 - 2,508 , 2,469
‘Net income/(loss) R IR s N © 68 1,205 890
Dﬂuted net income/(loss) per common share _ $  (0.01) '$' 0 01 %014 $ 011

2002 - Threc Months Ended

Mar 31 June30 _S'ept. 300 - Dec.31®

Total contract revenues ' S $ 95,922 $104,760 "$102,200 ©'$102,382
Gross profit . _ - 15,047 - 17576 23,487 9,139
Income/(loss) before income taxes S 3,146 T 6,225 o 10;762 (2,739)
Net income/ (loss) ‘ 1,714 3486 - 6376 (2,010)

a Dﬂuted net mcom(,/(loss) per comrmon share ‘ 8 020 % 0.41 8 075 "% (0.24)

1) Includes the positive effect of the ADF settlernent (see Note 4)
{2) Includes the. negative effect of the LTV settlement (see Note 13).
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REPORT OF MANAGEMENT

To The Shareholders of Michael Baker Corporation

Management of Mlchael Baker C orporanon (“the
Company”) is responsible for preparing the accompanvmv
financial statements and for énsuring their integrity and -

objectivity. These financial statements were prepared in
* accordance with accounting principles generally accepted in

the United States of America and fairly represent the
transactions and financial position of the Company. The
financial statements include amounts that are based on
management’s best estimates and judgments.

‘The Company’s financial statements have béen audited by
. PricewaterhouseCoopers LLP, independent auditors, -as
selected by the Audit Committee. Management has made

. available to PricewaterhouseCoopers LLP all the

Company’s financial records and related data, as well-as
the minutes of shareholders” and directors’ meetings.

Management of the Company has established and
maintains a system of internal accounting controls over
financial reporting that is designed to provide reasonable’
assurance that assets are safegua‘rded7 transactions are
properly recorded and executed in accordance with

management’s autherization, and the books and records

accurately reflect the disposition of assets. The system of
internal controls over financial reporting includes
appropriate division of responsibility. The Company
maintains an internal audit department. The internal audit

department monitors exception reports, performs special

projects and assesses the effectiveness of the internal
controls over financial reporting. During 2003, the internal
audit department focused its efforts on exception reports
and special projects. The Company expects that the

internal audit department will play. a significant role during
2004 in directing and performing testing of the Company’s

internal controls over financial reporting in connection with
the requirements of the Sarbanes-Oxley Act of 2002.

The Audit Committee is composgd of directors who are not
officers or employees of the Company. It meets regularly
with members of management, the internal auditors and
the mdependent audltors to discuss the adequacy of the
Company’s internal controls over financial reporting, its
financial statements, and the nature, extent and results of
the audit effort. Both the internal auditors and the
independent auditors have free and direct access to the
Audit Committee without the presence of management. .

Dol

Donald P. Fusilli, Jr.

President and Chief Executive Offlcer

Vil

 William P. ‘Mooneyv

Execuﬁve Vice President.and Chief Fmanmal Ofﬁcer

Gm%\ 0. Moy

Craig O. Stuver
Senior Vice President, Corporate Controller and Treasurer




REPORT OF INDEPENDENT AUDITORS

To the Sha1 eholders and Board of Directors of Michael
Baker Corporation

- In our opinion, the accompanying consolidated balance .

sheets and the related consolidated statements of income, of
* shareholders’ investment and of cash flows present fairly, in
all material respects, the financial position of Michael Baker
" Corporation and its subsidiaries at December 31, 2003 and
2002, and.the results of their operations and their cash flows

for each of the three years in the period ended December 31,

2003 in conformity with accounting principles generally
accepted in the United States of America. These financial
" statements are the responsibility of the Company’s
. . Inanagemeit; our responsibility is to express an opinion on
these financial statements based on our audits. We conducted
our audits of these statemnents in accordance with auditing’
standards generally accepted in the United States of
America, which require that we plan and perform the audit
to obtain reasonable assurance about whether the financial -
statements are free of material misstatement. An audit .

* includes examining, on a test basis, evidénce supporting the
- amounts and disclosures in the financial statements,
 assessing the accounting principles used and s;gnd icant

estimates made by management, and evaluating the overall.
financial statement presentation. We beheve ‘that our audns
provide a reasonable basis for our opinion.”

As dlscussed in Note 7 to the consolidafed financial

statements, the Company changed.its method of accounting -

for ooodwﬂl and other intangible assets in 2002. As.-

: dlscussed in Note 1 to the consohdated financial
© staternents, the Company chanﬂed its method of dccountmrr”

for stock options in 2003

&Qﬂﬁﬂw‘wfa{g&w = l/p

Plttsburcrh PA
VIarch 10 2004

- SUPPLEMENTAL FINANCIAL INFORMATION

Market Information —":COmmo.n Shares

The principal market on “hlch Michael Baker Corporatlon Common Stock is traded is the American Stock Evchange
I—h«rh and low closing pnces of the Common Stock for each quarter during 2003 and 2002 were as follows ‘

2003

2002

- F omjth:‘ . Third - Second ~.  First Fourth © Third - Second  First |
High . -$10.80 $11.02 - $10.70 © $11.00 $11.00 - - $15.94 $15.80 . $15.80.

Low - 9.47 946 837

"7.35 - 9.40 © 1030 14.00 13.75
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DONALD P. FUSILLL JR., J.D., PE. .
President and Chief Executive Officer

" WILLIAM P. MOONEY o
- Executive Vice President and Chief FinanciaJ‘Officer

- H. JAMES MCKNIGHT, J.D.

Executive Vice President, General Counsel and Secretary,

'MONICA L. IURLANO

' Executive Vice President and Chief Resources. Officer

CRAIG 0. STUVER, CPA

Senior Vice President and Corporate Controller

BRADLEY L. MALLORY

President — Engineering

corporvate-management

JOHN D. WHITEFORD

Executive Vice President — Engineering

JAMES B. RICHARDS, JR., PE.

Executive Vice President — Engineering

RICHARD W. GIFFHORN

President - Energy

REX P. DOYLE

- Senior Vice President — Energy Operations and Business

Development

JOHN D. SWANSON, PE.

Senior Vice President — Energy Engineering Services




shaveholdev-information

ANNUAL MEETING
Baker’s Annual Meeting will be held at
10:00 a.m. EDT, Thursday, April 22, 2004,
at the:
David L. Lawrence Convention Center
1000 Fort Duquense Boulevard
Room 330
Pittsburgh, PA 15220
(412) 565-6000

INVESTOR RELATIONS
Investors or analysts with questions about the
company should contact:

William P. Mooney

Executive Vice President and

Chief Financial Officer

(412) 269-6453

FORM 10-K
Written requests for the company’s 2003 10-K,
which was filed on March 15, 2004, should be
sent to:

Office of the Secretary

Michael Baker Corporation

Airside Business Park

100 Airside Drive

Moon Township, PA 15108

Or, access our reports electronically on the
Internet. Baker’s World Wide Web address is:

www.mbakercorp.com

INDEPENDENT AUDITORS
PricewaterhouseCoopers LLP
600 Grant Street

Pittsburgh, PA 15219

OUTSIDE COUNSEL
Reed Smith LLP
435 Sixth Avenue
Pittshurgh, PA 15219

TRANSFER AGENT
American Stock Transfer
59 Maiden Lane

Plaza Level

New York, NY 10038
(800) 937-5449

(718) 921-8200

www.amstock.com
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100 Airside Drive |
Moon Township, PA 15108
412.269.6300
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