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With rapidly expanding population

especially in pooreç developing

nations the availability of sufficient

safe potable water has become

global challenge The effects of

climate change resulting from

increasing carbon emissions ore

expected to compound the problem

as sea levels rise and desertification

affects more inland areas Es

very first project in 970 involved

laboratory analysis of loca

wastewater source Over the years

we have become involved with

numerous projects involving point

source water pollution control

stormwaier runoff industrial

pretreatment discharge

permitting and related issues

The Companys

demonstrated expertise

in protecting wate

supplies was called upon in 1979

when we were awarded the first of

number of nationwide and regional

projects to provide Technical

Assistance feams TATs to support

the EPA with its oil and hazardous

substances
spill prevention and

control program The contract

required us to open staff and begui

operating offices in Washington DC

plus the 10 cities where EPAs

regional offices were located all

within the required 90-days from

notice of award

Our performance on TAT helped us

to earn additional multi-yeag mult

million-dollar contracts to provde

Field Investigation Teams FITs to

EPA to investigate and plan

rnitgation for abandoned industrial

and governmental hazardous waste

sites We won number of

additional major contracts over the

years as we expanded our

reputation for dealing wth

Superfund and related nuclear

and mixed-waste sites where

petroleum chemical and

radiological pollutants were

encroaching on water supplies For

many years was recognized

as EPAs largest professional

services contractor

is provAng orojoct oversipl for the Cose

edging of PCB corrtoninotioo in the Hedso Rive
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Liquidity and Capital Resources

Operating activities provided $2.4 million of cash during

fiscal year 2010 This was mainly attributable to the

reported $6.6 million in net income $1.1 million

increase in income taxes payable and $.8 million

decrease in income tax receivable Offsetting these was an

increase in contract receivables and decrease in accounts

payables Contract receivables increased $5.7 million

during fiscal year 2010 due to the increased work volume

at Ecology and Environment Inc Parent Company during

the fourth quarter with energy and international market

customers The Company believes these will be collected in

timely manner Accounts payable decreased $3.1 million

during fiscal year 2010 primarily due to the decreased

subcontracted work in the fourth quarter

Investment activities consumed $2.3 million of cash during

fiscal
year 2010 mainly attributable to the purchase of

additional noncontrolling interest in Walsh Environmental

Walsh by the Parent Company and the purchases of

property building and equipment of $2.0 million during

fiscal year 2010 During the second quarter of fiscal year

2010 the Company purchased an additional

noncontrolling interest in Walsh for $3000000 to increase

its ownership to 76% One third of the purchase price was

paid in cash one third was paid with EE stock and the

remainder was issued as loans to be repaid over two-year

period Offsetting this was the sale of 6.5 acres of land by

the Company at its Walden Avenue facility in Lancaster

New York for the sum of approximately $959000

Financing activities consumed $2.6 million of cash during

fiscal year 2010 The Company paid dividends in the

amount of $1.7 million or $41 per share Net cash

outflow on long-term debt and capital lease obligations was

$.3 million due mainly to the repayment of loans and

capital leases at two of the Parent Companys majority

owned subsidiaries EE do Brasil and Walsh Distributions

to noncontrolling interests during fiscal year 2010 were

approximately $.8 million

The Company maintains an unsecured line of credit

available for working capital and letters of credit of $20.2

million at interest rates ranging from 3% to 5% at July 31

2010 Other credit lines are available solely for letters of

credit in the amount of $1 3.5 million The Company

cover all working capital requirements for at least the next

twelve months and the foreseeable future

Results of Operations

Revenue

Fiscal Year 2010 vs 2009

Revenue for fiscal
year

2010 was $1 44.9 million

decrease of $2.0 million from the $1 46.9 million reported

for fiscal year 2009 mainly attributable to decreases at the

Parent Company and Walsh Revenue at the Parent

Company was $84.2 million for fiscal year 2010

decrease of $3.8 million or 4% from the $88.0 million

reported in the prior year
This decrease was attributable to

work performed on contracts in the Companys federal

government and state sectors offset by increases in work in

the energy and international sectors Revenues from the

Parent Companys federal government sector were $27.2

million for fiscal year 2010 decrease of $6.2 million from

the $33.4 million reported in the prior year mainly

attributable to decreased activity in contracts with the United

States Department of Defense DOD Revenues from the

Parent Companys state sector were $20.5 million for fiscal

year 2010 down $4.1 million from the $24.6 million

reported in fiscal year 2009 The decrease in state

revenues was mainly attributable to decreased activity in

Washington New York and Florida due to the state

budgetary constraints Revenues from the Parent

Companys commercial sector were $32.0 million for fiscal

year 2010 up $2.0 million from the $30.0 million reported

in fiscal year 2009 attributable to increased activity in the

domestic energy market Revenues from the Parent

Companys international sector increased $4.5 million over

the prior year mainly attributable to increased activity in the

Middle East Africa and China Walsh reported revenues of

$42.1 million for fiscal year 2010 decrease of $3.5

c14Od4C44tJtLdCu
guarantees the line of credit of Walsh Its lenders have

reaffirmed the Companys lines of credit within the past

twelve months At July 31 2010 and July 31 2009 the

Company had letters of credit outstanding totaling

approximately $4.9 million and $.6 million respectively

After letters of credit and loans there was $28.9 million of

availability under the lines of credit at July 31 2010 The

Company believes that cash flows from operations and

borrowings against the lines of credit will be sufficient to

40 15



million or 8% from the $45.6 million reported in fiscal year

2009 mainly attributable to the completion of work

associated with redevelopment project EE do Brasil

reported revenue of $10.5 million for fiscal year 2010 an

increase of $2.8 million or 36% from the $7.7 million

reported in the prior year The increase in revenue at EE

do Brasil was associated with increased work on contracts in

the energy
market

EE reported revenue of $41 .0 million far the fourth

quarter comparable to the $41.1 million reported in the

fourth quarter of the prior year Revenue at the Parent

Company was $25.3 million during the fourth quarter of

fiscal year 2010 on increase of $1 .5 million attributable to

work performed on contracts in the Companys domestic

energy
market and international sector offset by decreases

in work in the federal government and state sectors

Revenues from the Parent Companys commercial sector

were $1 .9 million for the fourth quarter of fiscal year

2010 an increase of $3.3 million from the $8.6 million

reported in the fourth quarter of fiscal year 2009

attributable to increased activity in the domestic energy

market Revenues from the Parent Companys international

sector were $1 .8 million for the fourth quarter of fiscal
year

2010 an increase of $1 .5 million over the fourth quarter of

the prior year The increase in international revenues was

mainly attributable to increased activity in the Middle East

and Africa Revenues from the Parent Companys federal

government sector were $6.8 million for the fourth quarter

of fiscal year 2010 decrease of $1.3 million from the

$8.1 million reported in the prior year mainly attributable to

decreased activity with DOD contracts Revenues from the

Parent Companys state sector were $4.7 million for fourth

quarter of fiscal year 2010 down $2.1 million from the

$6.8 million reported in the fourth quarter of fiscal
year

2009 The decrease in state revenues was mainly

attributable to decreased activity in Illinois California and

New York Walsh reported revenues of $1 0.2 million for the

fourth quarter of 2010 decrease of $3.0 million or 23%

from the $13.2 million reported in the fourth quarter of

fiscal year 2009 mainly attributable to the completion of

work associated with redevelopment project

Fiscal Year 2009 vs 2008

Revenue for fiscal year 2009 was $146.9 million an

increase of $36.4 million or 33% from the $1 10.5 million

reported in fiscal
year 2008 The increase in revenue was

due mainly to increases in revenue at the Parent Company

and by Walsh in the energy environmental restoration

asbestos and federal government sectors Specifically

revenues from Walsh were $45.6 million for fiscal year

2009 an increase of 69% from the $27.0 million reported

in fiscal year 2008 The increase in Walsh revenues was

mainly attributable to increased activity in the environmental

remediation and asbestos markets Revenues from the

Parent Companys federal government sector were $33.4

million for fiscal year 2009 up $12.0 million from the

$21 .4 million reported in the prior year The increase in

federal government revenues was mainly attributable to

increased activity in contracts with the DOD and

Environmental Protection Agency EPA Revenues from

commercial clients of the Parent Company were $30.0

million for fiscal year 2009 an increase of 42% from the

$21 .2 million reported in fiscal year 2008 The increase in

revenues from commercial clients was mainly aifributable to

increased activity in the domestic energy market Offsetting

these were decreases in revenue from the Parent

Companys international and state markets Revenue from

state clients of the Parent Company was $24.6 million for

fiscal
year 2009 decrease of $2.5 million from the $27.1

million reported in fiscal year 2008 State budqets are

under pressure and the Company believes its state markets

will continue to be impacted until the domestic economy

recovers Revenue from international clients of the Parent

Company decreased $1.5 million during fiscal year 2009

Revenues for the fourth quarter of fiscal
year 2009 were

$41.1 million an increase of $7.7 million from the $33.4

million reported in the fourth quarter of the 2008 The

increase in revenue was attributable to increased work in

the Companys energy environmental restoration asbestos

and federal government sectors Walsh reported revenues

of $13.2 million for the fourth quarter of fiscal
year 2009

an increase of 74% from the $7.6 million reported in the

fourth quarter of fiscal year 2008 due to increased activity

in the environmental remediation and asbestos markets

Revenues of the Parent Company increased $1 .7 million

during the fourth quarter of fiscal year 2009 mainly

attributable to increased activity in the
energy and federal

government markets offset by decrease in activity in the

state market Revenues from the Parent Companys federal

government sector were $8.1 million for the fourth quarter

of fiscal year 2009 an increase of 25% from the $6.5

million reported in the prior year
The increase in federal

government revenues was mainly attributable to increased

activity in contracts with DOD and EPA Revenue from

commercial clients of the Parent Company was $8.6 million

for the fourth quarter of fiscal year 2009 an increase of

$.7 million from the $7.9 million reported in the fourth

quarter of fiscal year 2008 Revenue from state clients of

Ecoogy ond Envftonment Inc



the Parent Company was $6.8 million for the fourth quarter

of fiscal
year 2009 decrease of $.6 million from the $7.4

million reported in the fourth quarter of fiscal year 2008

Income Before Income Taxes

Fiscal Year 2010 vs 2009

The Companys income before income taxes was $1 0.5

million for fiscal year 2010 an increase of $1 .0 million

from the $9.5 million reported in fiscal year 2009 The

majority of the increase is attributed to gain on the sale of

land During the first quarter of fiscal year 2010 the

Company recorded sale of 6.5 acres of land at its

Walden Avenue facility in Lancaster New York for the sum

of approximately $959000 pius closing costs This sale

resulted in gain of approximately $809000 $453000

after tax which positively impacted earnings by $.1 per

share Gross profits increased $5.7 million during fiscal

year 2010 The
gross margin percentage for fiscal year

2010 was 44% up from the 40% reported for fiscal
year

2009 The increase in gross margin percentage was

attributable to significant decrease in subcontract costs

throughout the Company Subcontract costs were $31.1

million for fiscai
year 2010 decrease of 18% from the

$38.0 million reported in the prior year Gross margin as

percentage of revenue less subcontract costs was 56% for

fiscai year 2010 siight increase from the 54% reported in

fiscal year 2009 The increased gross profits were offset by

higher indirect costs in fiscai year 2010 Indirect costs were

$52.6 million for fiscal year 2010 an increase of $5.2

million from the $47.4 million reported in the fiscal year

2009 attributable to increased staffing levels and business

development and proposal costs worldwide The Company

reached settlements with Kuwait and the federal government

during fiscal year 2009 The Company settled the Kuwait

tax dispute and the related accrual for uncertain tax position

charges and reserved the $925000 balance of receivables

on the Middle East contracts which resulted in net gain of

approximately $.24 per share Additionally the Company

derecognized reserves related to federal government

contracts of $562000 $41 0000 after tax that positively

impacted the Companys earnings by $.1 per share

The Companys income before income taxes was $4.2

million for the fourth quarter of fiscal year 2010 an

increase of $1 .6 million from the $2.6 million reported in

the fourth quarter of fiscal year 2009 Gross profits

increased $2.0 million during the fourth quarter of fiscal

year 2010 The gross margin percentage for the fourth

quarter of fiscal year 2010 was 45% up from the 40%

reported for the fourth quarter of fiscal year 2009 The

increase in gross margin percentage was attributable to

significant decrease in subcontract costs throughout the

company Subcontract costs were $8.2 million for the

fourth quarter of fiscal year 2010 decrease of $3.1

million from the $1 1.3 million reported in the fourth quarter

of fiscal year 2009 Revenue less subcontract costs

increased $3.0 million or 10% over the prior year while

consolidated indirect costs for the fourth quarter of fiscal

year 2010 were $13.7 million up only slightly from the

$1 3.3 million reported in the fourth quarter of fiscal year

2009 During the fourth quarter of fiscal year 2009 the

Company derecognized reserves of $562000 $410000

after tax that positively impacted the Companys earnings

by $10 per
share

Fiscal Year 2009 vs 2008

The Companys income before income taxes was $9.5

million for fiscal year 2009 an increase of $3.9 million

from the $5.6 million reported in fiscal year 2008 Gross

profits increased $8.5 million during fiscal year 2009 as

result of the increased revenue reported at the Parent

Company and Walsh offset by an increase in corporate

wide subcontract costs The gross margin percentage for

fiscal year 2009 was 39.8% down from the 45.3% reported

for fiscal year 2008 The decrease in gross margin

percentage was attributable to significant increase in

subcontract costs throughout the Company Subcontract

costs were $38.0 million for fiscal year 2009 an increase

of 141% from the $1 5.8 million reported in the prior year

Gross margin as percentage of revenue less subcontractor

revenue and costs increased slightly during fiscal year

2009 The increased gross profits were offset by higher

indirect costs in fiscal year 2009 Offsetting the increased

revenue was an increase in indirect operating expenses

throughout the company due to increased staffing and work

levels Consolidated indirect costs for fiscal year 2009 were

$47.4 million an increase of $4.4 million from the $43.0

million reported in fiscal year 2008 Staffing levels

throughout the company increased 6% during fiscal year

2009 as result of increased manpower needs necessary to

accommodate the increase in revenue The Company

reached settlements with Kuwait and the federal government

during fiscal
year

2009 EE Inc settled the Kuwait tax

dispute and the related accrual for uncertain tax position

charges and reserved the $925000 balance of receivables

on the Middle East contracts which resulted in net gain of

approximately $.24 per share Additionally the Company

maintains reserves for annual indirect rate adjustments due

to FAR and CAS compliance reviews by the federal

17



government which covered fiscal years 996 through 2004

During the fourth quarter of fiscal year 2009 the Company

derecognized reserves related to federal government

contracts of $562000 $41 0000 after tax as result of

settlement with the federal government The federal

government settlement positively impacted the Companys

earnings during the fourth quarter of fiscal year 2009 by

$10 per share

The Companys income before income taxes was $2.6

million for the fourth quarter of fiscal year 2009 slightly

down from the $2.8 million reported in the fourth quarter of

fiscal year 2008 The fourth quarter of 2008 was impacted

by gain on foreign exchange transactions of $360000

Gross profit increased during the fourth quarter of fiscal year

2009 as result of increased revenues The gross margin

percentage for the fourth quarter of fiscal year 2009 was

39.7% down from the 43.8% reported for the fourth quarter

of fiscal
year

2008 The decrease in gross margin

percentage was attributable to significant increase in

subcontract costs throughout the company Subcontract costs

were $1 1.3 million for fiscal
year 2009 up $5.7 million from

the $5.6 million reported in the fourth quarter of fiscal year

2008 Gross margin as percentage of revenue less

subcontractor revenue and costs increased slightly during the

fourth quarter of fiscal
year 2009 Offsetting the increased

revenue was an increase in indirect operating expenses

throughout the company due to the increased staff and work

levels Consolidated indirect costs for the fourth quarter of

fiscal year 2009 were $1 3.3 million up 14% from the $1 .7

million reported in the fourth quarter of fiscal year 2008

During the fourth quarter of fiscal year 2009 the Company

derecognized reserves of $562000 $41 0000 after tax as

result of settlement with the federal government The

federal government settlement positively impacted the

Companys earnings during the fourth quarter of fiscal year

2009 by $10 per share

Income Taxes

The estimated effective tax rate for fiscal
year 2010 is

37.3% as compared to the 27.0% reported for fiscal year

2009 Excluding the favorable tax settlement in Kuwait the

estimated effective tax rate for fiscal year 2009 was 36.1

The effective income tax rate had nominal increase from

fiscal year 2009 to fiscal year 2010 due to decrease in

partnership income The noncontrolling interest on the

partnership income is removed from the effective income tax

rote and as the partnership income decreased the

reduction to the overall effective tax rate went from

negative 2.8 percent in fiscal year 2009 to negative .3

percent in fiscal
year

2010

In March of 2009 the Company received tax assessment

from the Kuwait Ministry of Finance in the amount of

approximately $2.6 million related to the contested taxes

resulting from the work performed for the Public Authority

for Assessment of Compensation for Damages Resulting

from Iraqi Aggression PMC liability
had been

previously accrued for this tax including interest and

penalties of approximately $4.3 million The Company

reached favorable settlement with the Ministry of Finance

in April 2009 Accordingly the Company derecognized the

remaining accrual of approximately $1 .4 million net of

deferred tax by reducing the income tax provision by

$870000 and reducing interest expense and general and

administrative costs each by $275000

Critical Accounting Policies and

Use of Estimates

Managements discussion and analysis of financial

condition and results of operations discuss the Companys

consolidated financial statements which have been

prepared in accordance with accounting principles

generally accepted in the United States of America The

preparation of these statements requires management to

make estimates and assumptions that affect the reported

amounts of assets liabilities revenues and expenses and

related disclosure of contingent assets and liabiities On

an ongoing basis management evaluates its estimates and

udgments including those related to revenue recognition

allowance for doubtful accounts income taxes impairment

of long-lived assets and contingencies Management bases

its estimates and judgments on historical experience and on

various other factors that are believed to be reasonable

under the circumstances the results of which form the basis

for making judgments about the carrying value of assets

and liabilities that are not readily apparent from other

sources Actual results may differ from these estimates

under different assumptions or conditions

Revenue Recognition

The Companys revenues are derived primarily from the

professional and technical services performed by its

employees oç in certain cases by subcontractors engaged to

perform on under contracts entered into with our clients The

revenues recognized therefore are derived from our ability

to charge clients for those services under the contracts Sales

and cost of sales at the Companys South American

subsidiaries exclude tax assessments by governmental

authorities which are collected by the Company from its

customers and then remitted to governmental authorities

Ecology and Envronment Inc



The Company employs three major types of contracts cost

plus contracts fixed-price contracts and time-and-

materials contracts Within each of the major contract types

are variations on the basic contract mechanism Fixed-price

contracts generally present the highest level of financial and

performance risk but often also provide the highest potential

financial returns Cost-plus contracts present lower risk but

generally provide lower returns and often include more

onerous terms and conditions Time-and-materials contracts

generally represent the time spent by our professional staff at

stated or negotiated billing rates

Fixed price contracts are accounted for on the percentage-

of-completion method wherein revenue is recognized as

project progress occurs Time and material contracts are

accounted for over the period of performance in proportion

to the costs of performance predominately based on labor

hours incurred If an estimate of costs at completion on any

contract indicates that loss will be incurred the entire

estimated loss is charged to operations in the period the loss

becomes evident

The use of the percentage of completion revenue recognition

method requires the use of estimates and judgment regarding

the projects expected revenues costs and the extent of

progress towards completion The Company has history of

making reasonably dependable estimates of the extent of

progress towards completion contract revenue and contract

completion costs However due to uncertainties inherent in

the estimation process it is possible that completion costs

may vary
from estimates

Most of our percentage-of-completion projects follow

method which approximates the cost-to-cost method of

determining the percentage of completion Under the cost-to-

cost method we make periodic estimates of our progress

towards project completion by analyzing costs incurred to

date plus an estimate of the amount of costs that we expect

to incur until the completion of the project Revenue is then

calculated on cumulative basis project-to-date as the total

contract value multiplied by the current percentage-of-

completion The revenue for the current period is calculated

as cumulative revenues less project revenues already

recognized The recognition of revenues and profit is

dependent upon the
accuracy

of variety of estimates Such

estimates are based on various judgments we make with

respect to those factors and are difficult to accurately

determine until the project is significantly underway

For some contracts using the cost-to-cost method in

estimating percentage-of-completion may overstate the

progress on the project For projects where the cost-to-cost

method does not appropriately reflect the
progress on the

projects we use alternative methods such as actual labor

hours for measuring progress on the project and recognize

revenue accordingly For instance in project where large

amount of equipment is purchased or an extensive amount of

mobilization is involved including these costs in calculating

the percentage-of-completion may overstate the actual

progress on the project For these types of projects actual

labor hours spent on the project may be more appropriate

measure of the progress on the project

The Companys contracts with the U.S government contain

provisions requiring compliance with the Federal Acquisition

Regulation FAR and the Cost Accounting Standards CAS
These regulations are generally applicable to all of the

Companys federal government contracts and are partially or

fully incorporated in many local and state agency contracts

They limit the recovery of certain specified indirect costs on

contracts subject to the FAR Cost-plus contracts covered by

the FAR provide for upward or downward adjustments if

actual recoverable costs differ from the estimate billed Most

of our federal government contracts are subject to

termination at the convenience of the client Contracts

typically provide for reimbursement of costs incurred and

payment of fees earned through the date of such termination

The Company maintains reserves for annual indirect rate

submittal adjustments due to FAR and CAS compliance

reviews by the federal government which covered fiscal years

996 through 2004 The reserve decreased $562000

$410000 after tax during the fourth quarter of fiscal year

2009 as result of settlement with the federal government

The federal government settlement positively impacted the

Companys earnings during the fourth quarter of fiscal year

2009 by $10 per share

Federal government contracts are subject to the FAR and some

state and local governmental agencies require audits which

are performed for the most part by the Defense Contract Audit

Agency DCAA The DCAA audits overhead rates cost

proposals incurred government contract costs and internal

control systems During the course of its audits the DCAA may

question incurred costs if
it

believes we have accounted for

such costs in manner inconsistent with the requirements of

the FAR or CAS and recommend that our U.S government

financial administrative contracting officer disallow such costs

Historically we have not experienced significant disallowed

costs as result of such audits However we can provide no

assurance that such audits will not result in material

disallowances of incurred costs in the future
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The Company maintains reserves for cost disallowances on its

cost based contracts as result of government audits

Government audits have been completed and final rates have

been negotiated through fiscal year 2001 The Company has

estimated its exposure based on completed audits historical

experience and discussions with the government auditors If

these estimates or their related assumptions change the

Company may be required to record additional charges for

disallowed costs on its government contracts

Allowance for Doubtful Accounts

and Contract Adlustments

We reduce our accounts receivable and costs and

estimated earnings in excess of billings on contracts in

process by establishing an allowance for amounts that in

the future may become uncollectible or unrealizable

respectively We determine our estimated allowance for

uncollectible amounts and allowance for contract

adjustments based on managements judgments regarding

our operating performance related to the adequacy of the

services performed the status of change orders and claims

our experience settling change orders and claims and the

financial condition of our clients which may be dependent

on the type of client and current economic conditions

Deferred Income Taxes

We use the asset and liability approach for financial

accounting and reporting for income taxes Deferred

income tax assets and liabilities are computed annually for

differences between the financial statement and tax bases of

assets and liabilities that will result in taxable or deductible

amounts in the future based on enacted tax laws and rates

applicable to the periods in which the differences are

expected to affect taxable income Valuation allowances

based on our judgments and estimates are established

when necessary to reduce deferred tax assets to the amount

expected to be realized in future operating results

Management believes that realization of deferred tax assets

in excess of the valuation allowance is more likely than not

Our estimates are based on facts and circumstances in

existence as well as interpretations of existing tax

regulations and laws applied to the facts and

circumstances with the help of professional tax advisors

Therefore we estimate and provide for amounts of

additional income taxes that may be assessed by the

various taxing authorities

Uncertain Tax Positions

tax position is position in previously filed tox return or

position expected to be taken in future tax filing that is

reflected in measuring current or deferred income tax assets

and liabilities Tax positions shall be recognized only when it

is more likely than not likelihood of greater than 50%
based on technical merits that the position will be

sustained Tax positions that meet the more likely than not

threshold should be measured using probability weighted

approach as the largest amount of tax benefit that is greater

than 50% likely of being realized upon settlement Whether

the more-likely-than-not recognition threshold is met for

tax position is matter of judgment based on the individual

facts and circumstances of that position evaluated in light of

all available evidence Company recognizes interest

accrued related to unrecognized tax benefits in interest

expense and penalties in administrative and indirect

operating expenses

Changes in Corporate Entities

On January 28 2010 the Company purchased an

additional equity of 18.7% of Walsh from noncontrolling

shareholders for $3000000 One third of the purchase

price was paid in cash one third was paid with the

Companys stock and the remainder was taken as loans

carrying an interest rate of 5% to be repaid over two year

period The purchase price that was paid to the

noncontrolling shareholders was at premium over the

book value of the stock

On March st Walsh purchased an 80% ownership interest

in Lowham Walsh Environmental Services LLC This

transaction was an asset purchase of the former Lowham

Engineering LLC in Wyoming Walsh contributed cash and

assets into the newly formed entity and issued five
year

promissory note bearing six percent annualized interest

rate for the assets of the former company

On August 23 2010 the Company purchased 60%

ownership interest in ECSI LLC This is Lexington

Kentucky based engineering and environmental consulting

company that specializes in mining work The Company

paid $1 .0 million for this ownership interest The newly

formed company will be consolidated into the Companys

financial reporting for the first quarter of fiscal year 201

Inflation

Inflation has not had material impact on the Companys

business because significant amount of the Companys

contracts are either cost based or contain commercial rates

for services that are adjusted annually
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Managements Report on Internal Control

Over Financial Reporting

To the Board of Directors and Stockholders of

Ecology and Environment Inc

Our management is responsible for establishing and

maintaining adequate internal control over financial reporting

As defined in Exchange Act Rule 3a-1 5f internal control over

financial reporting is process designed by or under the

supervision of our principal executive and principal financial

officer and effected by our Board of Directors management

and other personnel to provide reasonable assurance regarding

the reliability of financial reporting and the preparation of

consolidated financial statements for external
purposes in

accordance with U.S GAAR Internal controls include those

policies and procedures that pertain to the maintenance of

records that in reasonable detail accurately and fairly reflect the

transactions and dispositions of our assets ii provide

reasonable assurance that transactions are recorded as

necessary to permit preparation of financial statements in

accordance with U.S GAAP and that our receipts and

expenditures are being made only in accordance with

authorizations of our management and directors and iii

provide reasonable assurance regarding prevention or timely

detection of unauthorized acquisition use or disposition of our

assets that could have material effect on our consolidated

financial statements

Because of its inherent limitations internal control over financial

reporting may not prevent or detect misstatements Also

projections of
any

evaluation of effectiveness to future periods are

subject to the risk that controls may become inadequate because

of changes in conditions or that the degree of compliance with

the policies or procedures may deteriorate Accordingly even

effective internal control over financial reporting can only provide

reasonable assurance of achieving their control objectives

Under the supervision and with the participation of our

management including our Chief Executive Officer and Chief

Financial Officer we assessed the effectiveness of our internal

control over financial reporting as of July 31 2010 based on

the criteria in Internal ControlIntegrated Framework issued by

the COSO Based upon this assessment management has

concluded that our internal control over financial reporting was

effective as of July 31 2010

This annual report does not include an attestation report of the

Companys registered public accounting firm regarding internal

control over financial reporting

By

Chief Financial and

Accounting Officer

Report of Independent Registered

Public Accounting Firm

To the Board of Directors and Shareholders

of Ecology and Environment Inc

We have audited the accompanying consolidated balance

sheets of Ecology and Environment Inc and its subsidiaries

Collectively the Company as of July 31 2010 and 2009 and

the related consolidated statements of income changes in

shareholders equity and comprehensive income and cash flows

for each of the years in the three-year period ended July 31

2010 The Companys management is responsible for these

financial statements Our responsibility is to express an opinion

on these financial statements based on our audits

We conducted our audits in accordance with the standards of

the Public Company Accounting Oversight Board United

States Those standards require that we plan and perform the

audit to obtain reasonable assurance about whether the

consolidated financial statements are free of material

misstatement The Company is not required to have nor were

we engaged to perform an audit of its internal control over

financial reporting Our audits included consideration of

internal control over financial reporting as basis for designing

audit procedures that are appropriate in the ciccumstances but

not for purpose of expressing an opinion on the effectiveness of

the companys internal control over financial reporting

Accordingly we express no such opinion An audit also includes

examining on test basis evidence supporting the amounts

and disclosures in the consolidated financial statements

assessing the accounting principles used and significant

estimates made by management as well as evaluating the

overall financial statement presentation We believe that our

audits provide reasonable basis for our opinion

In our opinion the consolidated financial statements referred to

above present fairly in all material respects the financial

position of the Company as of July 31 2010 and 2009 and

the results of its operations and its cash flows for each of the

years in the three-year period ended July 31 2010 in conformity

with accounting principles generally accepted in the United

States of America

/cJ
Schneider Downs Co Inc

Pittsburgh Pennsylvania

October28 2010

By

/Chie Executive Officer
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Ct4vJhfrIZahfrtcCed
Assets

July3l2010 July3l2009

Current assets

Cash and cash equivalents 14229894 $16571186

Investment securities available for sale 1305739 1212405

Contract receivables net 47096456 41693034

Deferred income taxes 3557156 4137516

Income tax receivable 802926

Other current assets 21 42301 2372919

Total current assets 68331546 66789986

Property building and equipment net of accumulated depreciation

$21040900 and $19302306 8664453 8258441

Deferred income taxes 1291297 11 60444

Other assets 1671636 1599204

Total assets 79958932 $77808075

Liabilities and Shareholders Equity

Current liabilities

Accounts payable $10863390 $13866425

Accrued payroll costs 7451310 7216316

Income taxes payable 108391

Deferred revenue 236737 03509

Current portion of long-term debt and capital lease obligations 928027 41 1331

Other accrued liabilities 881 81 79 9049995

Total current liabilities 29381554 30647576

Income taxes payable 286523 278782

Deferred income taxes 289531 52836

Long-term debt and capital lease obligations 767302 403941

Commitments and contingencies see note 17

Shareholders equity

Preferred stock par value $01 per share

authorized 2000000 shares no shares issued

Class common stock par value $01 per share

Authorized 6000000 shares issued 2685072 and 2677651 shares 26850 26776

Class common stock par value $01 per share

Authorized 0000000 shares issued 1708653 and 171 6074 shares 7088 7162

Capital in excess of par value 20059200 20093952

Retained earnings 25800803 23290768

Accumulated other comprehensive income 815906 441965

Treasury stock Class common 36461 and 242290 shares

Class common 64801 shares at cost 855466 2819138

Total Ecology and Environment Inc shareholders equity 44864381 41051485

Noncontrolling interests 4369641 5273455

Total shareholders equity 49234022 46324940

Total liabilities and shareholders equity $79958932 77808075

The accompanying notes are on negro1 part of these consolidated finoncia tatements
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Year ended July 31

2010 2009 2008
Cash flows from operating activities ___________ _____________

Net income 6556667 6889340 3440724

Adjustments to reconcile net income to net cash provided by used in operating activities

Depreciation 1684406 620829 1483931

Provision for deferred income taxes 472455 1742493 888140

Share-based compensation expense 485945 446412 339625

Tax impact of share based compensation 102737 33457

Gain on sale of property and equipment 809200

Provision for contract adjustments 637846 88387 360505

Increase decrease in

contracts receivable 5661 388 3874581 441 2095

other current assets 233414 201 67 485707

income tax receivable 802926 787370 1341657

other non-current assets 64430 18793 109571

Increase decrease in

accounts payable 3120409 4382635 969721

accrued payroll costs 149316 1363854 349043

income taxes payable 1066930 671355 470187

deferred revenue 133228 11687 1031

other accrued liabilities 236704 11 701 96 1495992

Net cash provided by operating activities 2433739 9682483 2807880

Cash flows provided by used in investing activities

Acquisition of noncontrolling interest of subsidiary 1000000 27879 6677

Purchase of Lowham Engineering 200000

Purchase of property building and equipment 992724 86901 1447573

Proceeds from sale of property and equipment 959200

Purchase of investment securities 55791 39210 072 86

Cash used in investing activities 2289315 19361 05 2636436

Cash flows provided by used in financing activities

Dividends paid 1684482 1546359 1492207

Proceedsfrom debt 468038 632185 1014100

Repayment of debt and capital lease obligations 778035 1942882 369760

Distributions to noncontrolling interests 845106 625677 752882

Proceeds from sale of subsidiary shares to noncontrolling interests 227562 69108

Purchase of treasury stock 18321 23 5636

Net cash used in financing activities 26 2023 5245748 1606385

Effect of exchange rate changes on cash and cash equivalents 126307 07538 58512

Net increase decrease in cash and cash equivalents 2341292 2393092 1376429

Cash and cash equivalents at beginning of period 16571186 41 78094 5554523

Cash and cash equivalents at end of period $1 4229894 16571186 41 78094

The accompanying notes ore on integral port oi these consolidated financial statements
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Capital in

Common Stock
Excess of Retained Comprehensive Treasury Stock Noncontrolling Comprehensive

Class Shares Amount Par Value
Earnings Income loss Shares Amount Interest Income

Balance atiuly 31 2007 2661498 526615
i5

$20051446 $19365253 $299102 168021 50692496 $3582968 $5582403

1732227 $1 7323

Net incame 1834386 1606338 3440724

Fereign cerreecy
translehen adlestment 536446 224703 311743

Cash disidesds paid 5.36 per share 1535492

Unrealized ineesement gain net 881 881

teperchese Class camman stack 536 5636

Issuance stack sader stack award plan 412173 41094 412173

Share-based cawpeasatisn expense 339625

Tax impact af share based cempensntian 33457

FIN 48 Adjestment 58543

Eliminatian nnncnntrnlling paid in capitsl 16069

Distributiens tu nnncnnerslling interests --
752882

Other 1902 1078 16704

Balance at July 31 2008 2661498 526615 520014257 519664147 5034667 130141 50302663 54169247 59333989

1732227 51 7323

Net inceme 5221274 1668066 6889348

Fureign currency translatian ndisstment 402403 20590 381813

Cash disidends paid 5.39 per share 1S94653

tarealized insestment gain net
9701 9701

Ceneersian ef camman steck ta 16153 161

16153 161

Repurchase af Class cnmmnn stack ---
207941 1332123

Issuance uf stack under stack award plan 3761 76 37580 376176

Share-based campensatiun expense 446412 --

Sale subsidiary shares ta nancantrulling interests 41229

Distribetians ta nancentrelling interests

625677

Other 9459 6509 60528

Balance ntiuly 31 2009 2677651 526776 520093952 523290768 5441965 307091 52019138 55273455 5651 7228

171 6074 517162

Nut Incame 4257607 2299060 6556667

Fnruign currency transletiun ndustmunt 423493 59236 291546

Cash disidends paid 5.42 per share 1747572

Unrealized innustmunt
gain net 23159 23159

Cunsursian camman stack ta
7421 74

7421 74

Issuance uf stack under stack award plan 3721 72 42675 372172

Shure-hasud cumpunsnhnn expense 48594S

Tan impact uf share based cumpunsetien 02737

Sale af subsidiury shares ta nancuntrulling interests 227562

Distributiens in nancantralling interests 845106

Purchases udditienal axacentrulling interests 254181 72711 66667 616670 2526094

Other 2919 3513 251 70

Bulunce at July 31 2010 2685372 526850 520059200 525800803 581 5906 201262 51855466 54369641 56871372

1708653 517388

The eccemponpiex netee nrc cc irite5ra pert ot Keen coeeebdered fieencta ereremenre
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ChfrIja/eneid
Summary of Operations and Basis

of Presentation

Ecology and Environment Inc or Company is

global broad-based environmental consulting firm

whose underlying philosophy is to provide professional

services worldwide so that sustainable economic and

human development may proceed with minimum negative

impact on the environment The Companys staff is

comprised of individuals representing 85 scientific

engineering health and social disciplines working

together in multidisciplinary teams to provide innovative

environmental solutions The Company has completed

more than 50000 projects for wide variety of clients in

96 countries providing environmental solutions in nearly

every ecosystem on our planet Revenues reflected in the

Companys consolidated statements of income represent

services rendered for which the Company maintains

primary contractual relationship with its customers

Included in revenues are certain services outside the

Companys normal operations which the Company has

elected to subcontract to other contractors

During fiscal years ended July31 2010 2009 and 2008

the percentages
of total revenues derived from contracts

exclusively with the United States Department of Defense

DOD were 8% 14%and 11%

Summary of Significant Accounting Policies

Consolidation

The consolidated financial statements include the accounts

of the Company and its wholly owned and majority owned

subsidiaries Also reflected in the consolidated financial

statements is the 50% ownership in the Chinese operating

joint venture The Tianjin Green Engineering Company

This joint venture is accounted for underthe equity method

All significant intercompany transactions and balances

have been eliminated

Use of estimates

The preparation of financial statements in conformity with

accounting principles generally accepted in the United

States of America requires management to make

estimates and assumptions as of the date of the financial

statements which affect the reported values of assets and

liabilities and revenues and expenses and disclosures of

contingent assets and liabilities Actual results may differ

from those estimates

Reclassifications

Certain prior year amounts were reclassified to conform

to the fiscal year 2010 consolidated financial statement

presentation

Codification

In June 2009 the Financial Accounting Standards Board

FASB voted to approve the FASB Accounting Standards

Codification Codification as the single source of

authoritative nongovernmental U.S generally accepted

accounting principles The Company adopted the

Codification requirements beginning with its October31

2009 financial statements The FASB Codification does

not change U.S generally accepted accounting principles

but combines all authoritative standards such as those

issued by the FASB the American Institute of Certified

Public Accountants and the Emerging Issues Task Force into

comprehensive topically organized online database

Revenue recognition

Substantially all of the Companys revenue is derived

from environmental consulting work The consulting

revenue is principally derived from the sale of labor

hours The consulting work is performed under mix of

fixed price cost-type and time and material contracts

Contracts are required from all customers Revenue is

recognized as follows

Contract Type Work Type Revenue Recognition Policy

Time and Consulting As incurred at contract

Materials

Fixed Price Consulting Percentage of completion

approximating the ratio of

either total costs or Level of

Effort LOE hours incurred

to date to total estimated

costs or LOE hours

Cost-Type Consulting Costs as incurred Fixed

fee portion is recognized

using percentage of

completion determined by

the percentage of level of

effort LOE hours incurred

to total LOE hours in the

respective contracts

Substantially all of the Companys cost-type work is with

federal governmental agencies and as such is subject to

audits after contract completion Under these cost-type

contracts provisions for adjustments to accrued revenue

are recognized on an annual basis and based on past

audit settlement history Government audits have been

completed and final rates have been negotiated through

fiscal year 2001 The balance in the aFlowance for

contract adjustments accounts principally represents

rates
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reserve for contract adjustments for the fiscal
years

1996-20

We reduce our accounts receivable and costs and

estimated earnings in excess of billings on contracts in

process by establishing an allowance for amounts that in

the future may become uncollectible or unrealizable

respectively We determine our estimated allowance for

uncollectible amounts based on managements

judgments regarding our operating performance related

to the adequacy of the services performed the status of

change orders and claims our experience settling change

orders and claims and the financial condition of our

clients which may be dependent on the type of client and

current economic conditions

Change orders can occur when changes in scope are

made after projectwork has begun and can be initiated by

either the Company or its clients Claims are amounts in

excess of the agreed contract price which the Company
seeks to recover from client for customer delays and or

errors or unapproved change orders that are in dispute

Costs related to change orders and claims are recognized

as incurred Revenues are recognized on change orders

including profit when it is probable that the change order

will be approved and the amount can be reasonably

estimated Revenue on claims is not recognized until the

claim is approved by the customer

All bid and proposal and other pre-contract costs are

expensed as incurred Out of pocket expenses such as

travel meals field supplies and other costs billed direct to

contracts are included in both revenues and cost of

professional services Sales and cost of sales at the

Companys South American subsidiaries exclude tax

assessments by governmental authorities which are

collected by the Company from its customers and then

remitted to governmental authorities

Investment securities

Investment securities have been classified as available for

sale and are stated at estimated fair value Unrealized

gains or losses related to investment securities available for

sale are reflected in accumulated other comprehensive

income net of applicable income taxes in the consolidated

balance sheets and statements of changes in shareholders

equity and comprehensive income The cost of securities

sold is based on the specific identification method The

Company had cumulative unrealized gains of

approximately $36000 and $13000 in fiscal years 2010

and 2009 respectively

Property building and equipment depreciation

and amortization

Property building and equipment are stated at the lower of

cost or fair market value Office furniture and all

equipment are depreciated on the straight-line method for

book purposes excluding computer equipment which is

depreciated on the accelerated method for book purposes

and on accelerated methods for tax purposes over the

estimated useful lives of the assets three to seven years

The headquarters building is depreciated on the straight-

line method for both book and tax purposes over an

estimated useful life of 32 years Its components are

depreciated over their estimated useful lives ranging from

to years The additional building and warehouse is

depreciated on the straight-line method over an estimated

useful life of 40
years for both book and tax purposes

Leasehold improvements are amortized for book purposes

over the terms of the leases or the estimated useful lives of

the assets whichever is shorter Expenditures for

maintenance and repairs are charged to expense as

incurred Expenditures for improvements are capitalized

When property or equipment is retired or sold any gain or

loss on the transaction is reflected in the current years

earnings

Fair value of financial instruments

The Company records and discloses certain financial

assets and liabilities at their fair value The assets or

liabilitys fair value measurement level within the fair

value hierarchy is based on the lowest level of any input

that is significant to the fair value measurement

Valuation techniques used need to maximize the use of

observable inputs and minimize the use of unobservable

inputs The Company has not elected fair value option

on any assets or liabilities

The three levels of the hierarchy are as follows

Level Inputs Unadjusted quoted prices in active

markets that are accessible at the measurement date for

identical unrestricted assets or liabilities Generally this

includes debt and equity securities and derivative

contracts that are traded on an active exchange market

e.g New York Stock Exchange as well as certain U.S

Treasury and U.S Government and agency mortgage-

backed securities that are highly liquid and are actively

traded in over-the-counter markets

Level Inputs Quoted prices for similar assets or

liabilities in active markets quoted prices for identical or

similar assets or liabilities in inactive markets or

valuations based on models where the significant inputs

are observable e.g interest rates yield curves credit

risks etc or can be corroborated by observable market

data

Level Inputs Valuations based an models where

significant inputs are not observable The unobservable

inputs reflect the Companys own assumptions about the

assumptions that market participants would use
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The following table presents the level within the fair value

hierarchy at which the Companys financial assets are

measured on recurring basis

Financial assets as of July 312010

Assets Level Level Level Total

Money market

mutual funds $4852348 $4852348

Investment securities

available for sale 50895 1254844 1305739

Total $4903243 $1254844 $6158087

Financial assets as of July 31 2009

Assets Level Level Level Total

Money market

mutual funds $6279410 $6279470

Investment securities

available for sale 50895 11 61510 121 2405

Total $6330365 $1161510 $7491875

The carrying amount of cash and cash equivalents

contract receivables notes receivable and accounts

payable at July 31 2010 and July 31 2009 approximate

fair value Long-term debt consists of bank loans and

capitalized equipment leases Based on the Companys

assessment of the current financial market and

corresponding risks associated with the debt management

believes that the carrying amount of long-term debt at July

31 2010 and July 31 2009 approximates fair value

There were no financial instruments classified as level

Translation of foreign currencies

The financial statements of foreign subsidiaries where the

local currency is the functional currency are translated into

U.S dollars using exchange rates in effect at period end for

assets and liabilities and average exchange rates during

each reporting period for results of operations Translation

adjustments are deferred in accumulated other

comprehensive income

The financial statements of foreign subsidiaries located in

highly inflationary economies are remeasured as if the

functional currency were the U.S dollar The

remeasurement of local currencies into U.S dollars creates

transaction adjustments which are included in net income

There were no highly inflationary economy translation

adjustments forfiscal years
2008-2010

Income taxes

The Company follows the asset and liabilities approach to

account for income taxes This approach requires the

recognition of deferred tax assets and liabilities for the

expected future tax consequences of temporary differences

between the carrying amounts and the tax bases of assets

and liabilities Although realization is not assured

management believes it is more likely than not that the

recorded net deferred tax assets will be realized Since in

some cases management has utilized estimates the

amount of the net deferred tax asset considered realizable

could change in the near term No provision has been

made for United States income taxes applicable to

undistributed earnings of foreign subsidiaries as it is the

intention of the Company to indefinitely reinvest those

earnings in the operations of those entities

Income tax expense includes U.S and international

income taxes determined using an estimate of the

Companys annual effective tax rate deferred tax

liability is recognized for all taxable temporary differences

and deferred tax asset is recognized for all deductible

temporary differences and net operating loss

carryforwards

The Company has significant deferred tax assets resulting

principally from contract reserves accrued compensation

and fixed assets The Company periodically evaluates the

likelihood of realization of deferred tax assets and has

determined that no valuation allowance is necessary

Additionally the FASB ASC Topic Income Taxes prescribes

recognition threshold and measurement principles for

financial statement disclosure of tax positions taken or

expected to be taken on tax return This topic also

provides guidance on derecognition classification

interest and penalties accounting in interim period

disclosure and transition

tax position is position in previously filed tax return or

position expected to be taken in future tax filing that is

reflected in measuring current or deferred income tax

assets and liabilities Tax positions shall be recognized only

when it is more likely than not likelihood of greater than

50% based on technical merits that the position will be

sustained Tax positions that meet the more likely than not

threshold should be measured using probability

weighted approach as the largest amount of tax benefit

that is greater than 50% likely of being realized upon

settlement Whether the more-likely-than-not recognition

threshold is met for tax position is matter of judgment

based on the individual facts and circumstances of that

position evaluated in light of all available evidence

Company recognizes interest accrued related to

unrecognized tax benefits in interest expense and penalties

in administrative and indirect operating expenses

Pension costs

Ecology and Environment Inc Parent Company has non

contributory defined contribution plan providing deferred

28 Ecoogy and Environment Inc



benefits for substantially all of the Parent Companys

employees The annual expense of the Parent Companys

supplemental defined contribution plan is based on

percentage of eligible wages as authorized by the Parent

Companys Board of Directors Benefits under this plan are

funded as accrued Walsh Environmental Walsh has

defined contribution plan providing deferred benefits for

substantially all of their employees Walsh contributes

percentage of eligible wages up to maximum of 4%

Expenses are recorded as they are accrued

Stock based compensation

The FASB ASC Topic Compensation requires companies to

expense
the value of employee stock options and similar

awards Share-based payment awards result in cost that

will be measured at fair value on the awards grant date

based on the estimated number of awards that are expected

to vest Compensation cost for awards that vest would not be

reversed if the awards expire without being exercised

Earnings per share EPS

Basic and diluted EPS is computed by dividing income

available to common shareholders by the weighted

average number of common shares outstanding for the

period The Company allocates undistributed earnings

between the classes on one-to-one basis when

computing earnings per share As result basic and fully

diluted earnings per Class and Class shares are equal

amounts See Note 15 to Consolidated Financial

Statements for additional information

Comprehensive Income

Comprehensive income is defined as the change in

equity of business enterprise during period from

transactions and other events and circumstances from

non-owner sources The term comprehensive income is

used to describe the total net earnings plus other

comprehensive income For the Company other

comprehensive income includes
currency

translation

adlustments on foreign subsidiaries and unrealized gains

or losses on available-for-sale securities

Impairment of Long-Lived Assets

The Company assesses recoverability of the carrying value

of long-lived assets by estimating the future net cash flows

undiscounted expected to result from the asset including

eventual disposition If the future net cash flows are less

than the carrying value of the asset an impairment loss is

recorded equal to the difference between the assets

carrying value and fair value The Company identified no

events or changes in circumstances that necessitated an

evaluation for an impairment of long-lived assets

Goodwill

The total goodwill of approximately $1.1 million is subect

to an annual assessment for impairment The Companys

most recent annual impairment assessment for goodwill

was completed during the fourth quarter of fiscal
year

201 The results of this assessment showed that the fair

values of the reporting units using discounted cash flow

method to which goodwill is assigned was in excess of the

book values of the respective reporting units resulting in no

goodwill impairment Goodwill is also assessed for

impairment between annual assessments whenever events

or circumstances make it more likely than not that an

impairment may have occurred The Company identified

no events or changes in circumstances that necessitated an

evaluation foran impairment of goodwill

Cash and Cash Equivalents

The Companys policy is to invest cash in excess of

operating requirements in income-producing short-term

investments At July 31 2010 and 2009 short-term

investments consist of money market funds Short-term

investments amounted to approximately $4.9 million at

July 31 2010 and $6.3 million at July 31 2009 and are

reflected in cash and cash equivalents in the accompanying

consolidated balance sheets and statements of cash flows

Contract Receivables net

Billed $2445658 $2546741

unbilled 3528728 3784894

5974386 6331635

Commercial customers and state and municipal governments

Billed 22772335 21051958

Unbilled 21723408 16829779

44495743 37881737

Allowance for doubtful

accounts and contract adjustments 3373673 2520338

$47096456 $41693034

United States government receivables arise from long-term

U.S government prime contracts and subcontrocts

Unbilled receivables result from revenues which have been

earned but are not billed as of period-end The above

unbilled balances are comprised of incurred costs plus fees

notyet processed and billed and differences between year-

to-date provisional billings and year-to-date actual

contract costs incurred Management anticipates that the

July 31 2010 unbilled receivables will be substantially

billed and collected within one year Within the above

billed balances are contractual retainages in the amount of

approximately $546000 at July 31 2010 and $21 7000

at July31 2009 Management anticipates that the July31

2010 retainage balance will be substantially collected

within one year

United States government

July31
2010 2009
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Property Building and Equipment net Income Taxes

July31
2010 2009

393051 673970

11927345 11440973

31 98889 2614176

8660433 7871267

3501428 3182009

2024207 1778352

$29705353 $27560747

Accumulated depreciation

and amortization 21040900 9302306

8664453 8258441

Line of Credit

The Company maintains an unsecured line of credit

available for working capital and letters of credit of $20.2

million at interest rates ranging from 3% to 5% at July 31
2010 Other lines are available solely for letters of credit in

the amount of $13.5 million The Company guarantees

the line of credit of Walsh Its lenders have reaffirmed the

Compcinys lines of credit within the past twelve months At

July31 2010 and July31 2009 the Company had letters

of credit outstanding totaling approximately $4.9 million

and $.6 million respectively After letters of credit and

loans there was $28.9 million of availability underthe lines

of credit atJuly3l 2010

Debt and Capital Lease Obligations

Debt inclusive of capital lease obligations consists of the

following

245082 284241

1695329 815272

Current portion of debt and capitol lease

obligations 928027 41 1331

Lang-term debt and capitol lease obligations $767302 $403941

Amount

$928027

610184

92549

52440

12129

$1695329

Deterred

Federal 262326 2072947 1117191

State 77151 33019 84164

Foreign 132.978 363473 313215

472455 1742493 888140

3902222 2560897 2113007

reconciliation of income tax expense benefit using the

statutory U.S income tax rate compared with actual

income tax expense benefit for the years ended July 31

was as follows

U.S federal statutory income tax rate

Re-evaluation of tax contingencies

Income from pass-through entities

taxable to noncontrolling partners

International rate differences

Foreign dividend income

State taxes net of federal benefit

Other

2010 2009 2008

34.0% 34.0% 34.0%

.- 9.1%

1.3% 2.8% 5.8%

0.9% 0.1% 0.1%

1.9% 0.6% 0.7%

3.1% 2.7% 4.1%

1.5% 5.1%0.5%

Total 37.3% 27.0% 38.0%

The significant components of deferred tax assets

liabilities as of July31 are as follows

2010 2009

Current Noncurrent Current Noncurrent

Contract and

other reserves $2946530 $3137879

Fixed assets and

intangibles 527294 574558

Accrued

compensation

and expenses 561213 400350 705454 413399

Net operating

loss

carryforwards 234693 81481

Foreign and state

income taxes 80666 73420

Accrued interest 9259

Federal benefit

on state deferred

taxes 156705 51663 205169 52162
Other 206119 99957 406673 143169

Net deferred tax

assets $3557157 $1291297 $4137516 $1 60445

Other $289531 $152836

Net deferred tax

liabilities $289531 $152836

Land and land improvements

Buildings and building improvements

Equipment

Information technology equipment

Office furniture and equipment

Leasehold improvements and other

The provision benefit for income taxes for the years ended

July31 was asfollows

Fiscal Year

2010 2009 2008

Current

Federal

State

Foreign

1381857

411636

1636274

3429767

864823

393385

1289842

$818404

72694

172021

980152

1224867

July 31
2010 2009

Various bank loans and advances at

subsidiaries with interest rates ranging

from 5%to 14% $1450247 $531031

Capital lease obligations at subsidiaries

with varying interest rates averaging 11%

The aggregate maturities of long-term debt and
capital

lease

obligations at July 31 2010 are as follows

Fiscal Year

2011

2012

2013

2014

2015

Thereafter
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The FASB ASC Topic Income Taxes clarifies the accounting

for uncertainty in income taxes and reduces the diversity in

current practice associated with the financial statement

recognition and measurement of tax position taken or

expected to be taken in tax return by defining more

likely-than-not threshold regarding the sustainability of

the position The first step involves assessing whether the

tax position is more likely than not to be sustained upon

examination based on the technical merits The second

step involves measurement of the amount to recognize

Tax positions that meet the more likely then not threshold

are measured at the largest amount of tax benefit greater

than 50% likely of being realized upon ultimate finalization

with tax authorities The Company recognizes interest

accrued related to unrecognized tax benefits in interest

expense and penalties in administrative and indirect

operating expenses

For fiscal year 201 there was no one item that

significantly impacted the change in the deferred tax assets

and liabilities

For fiscal year 2009 the net change in the deferred tax

assets and liabilities was due mainly to decrease in

deferred tax asset related to the settlement of liability for

uncertain tax positions In March of 2009 the Company

received tax assessment from the Kuwait Ministry of

Finance in the amount of approximately $2.6 million

related to the contested taxes resulting from the work

performed for the Public Authority for Assessment of

Compensation for Damages Resulting from Iraqi

Aggression PAAC liability had been previously

accrued for this tax including interest and penalties of

approximately $4.3 million The Company reached

favorable settlement with the Ministry of Finance in April

2009 Accordingly the Company has derecognized the

remaining accrual of approximately $1 .4 million net of

deferred tax by reducing the income tax provision by

$870000 and reducing interest expense and general and

administrative costs each by $275000 For the fiscal year

ended July 31 2009 the Company incurred foreign

exchange gain of $275000 to adjust both the accrual for

uncertain tax positions related to the Kuwait tax reserve and

the related federal tax benefitto current exchange rates

The Company has not recorded income taxes applicable to

undistributed earnings of all foreign subsidiaries that are

indefinitely reinvested in those operations At July 31

2010 these amounts of undistributed earnings related

primarily to operations in Saudi Arabia Chile Peru and

Ecuador of approximately $5693000

The Company files numerous consolidated and separate

income tax returns in the U.S federal jurisdiction and in

many state and foreign jurisdictions In September of

2007 the Internal Revenue Service IRS concluded the

audits of fiscal 2004 through 2006 In fiscal year 2010

the IRS completed the audit for fiscal year 2008 with no

proposed changes In September2010 the IRS completed

the audit for fiscal year 2009 with no proposed changes

The Companys tax matters for the fiscal year
2007

remains subject to examination by the IRS The Companys

New York State tax matters have been concluded for years

through fiscal 2005 and the statute of limitations has

expired for fiscal 2006 The Companys tax matters in

other material jurisdictions remain subject to examination

by the respective state local and foreign tax jurisdiction

authorities No waivers have been executed that would

extend the period subject to examination beyond the

period prescribed by statute

As of July 31 2010 for federal income tax return

purposes the Company has used all of their U.S net

operating loss carryforwards The remaining netoperating

losses pertain to losses in Brazil

At July 31 2010 and July 31 2009 the Company had

approximately $241000 and $290000 respectively of

gross unrecognized tax benefits UTPs that if recognized

would favorably affect the effective income tax rate in future

periods It is reasonably possible that the liability

associated with our UTPs will increase or decrease within

the next twelve months At this time an estimate of the

range of the reasonably possible outcomes cannot be

made At July 31 2010 and 2009 the liability for UTPs

and associated interest and penalties are classified as

noncurrent liabilities

reconciliation of the beginning and ending amount of

UTPs as of July31 isasfollows

Beginning balance

Adjustment for foreign currency

affect on items already recorded

Reductions for tax positions of prior

years for

Changes in judgment

Settlements during the period

Changes in non-controlling

interests

Lapses of the applicable

statute of limitations 64498

Ending balance $240900 $290495

Other Accrued Liabilities

July31
2010 2009

Allowance for contract adjustments $3483876 $341 7828

Billings in excess of revenue 3891381 4101761

Other 442922 1530406

$881 81 79 $9049995

2010 2009

$290495 $2746504

206542

4627

2249467

19530
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Cash Dividend

1668066

Fiscal year ended

July 31 2008

Consolidated Statements

of Operations

As Reported As Adjusted

$1 606338

1834386 3440724

1606338

Included in other accrued liabilities is an allowance for Class shares Holders of Class shares have the option

contract adjustments relating to potential cost to convert atanytime each share of Class common stock

disallowances on amounts billed and collected in current into one share of Class common stock Upon sale or

and prior years projects of approximately $3.5 million at transfer shares of Class common stock will automatically

July 31 2010 and July 31 2009 The allowance for convertintoanequal numberofsharesofClossAcommon

contract adjustments is recorded for contract disputes and stock except that sales or transfers of Class common

government audits when the amounts are estimatable stock to an existing holder of Class common stock or to

an immediate family member will not cause such shares to

10 Stock Award Plan
automatically convert into Class common stock

Ecology and Environment Inc has adopted 998 Stock

Award Plan effective March 1998 1998 Plan To

supplement the 1998 Plan 2003 Stock Award Plan 2003
Forfiscal year 2010 and 2009 the Company declared cash

Plan was approved by the shareholders at the Annual
dividends of approximately $1.7 million and $1.6 million

Meeting held in January 2004 and 2007 Stock Award Plan respectively Within accounts payable the Company

2007 Plan was approved by the shareholders at the Annual
recorded outstanding dividend payables at July 31 2010

Meeting held in January of 2008 the 1998 Plan 2003 Plan
and 2009 of approximately $880000 and $81 7000

and the 2007 Plan collectively referred to as the Award Plan Stock Repurchase
The 2003 Plan was approved retroactive to October

2003 and terminated on October 15 2008 and the 2007
The Company purchased 207941 shares of its Class

Plan was approved retroactive to October 2007 and will

common stock during the fiscal
year

ended July 31 2009

terminate October 2012 Under the Award Plan key
pursuant the Companys share repurchase program In

employees including officers of the Company or any of its

October of 2008 the Company repurchased 97594

present or future subsidiaries may be designated to received
shares of Class common stock at $8.75 per share in

awards of Class Common stock of the Company as
single transaction The Companys Board of Directors

bonus for services rendered to the Company or its

approved 200000 share repurchase program in

subsidiaries without payment therefore based upon the fair
January 2004 and an additional 200000 share

market value of the Company stock at the time of the award
repurchase program in February 2006

The Award Plan authorizes the Companys board of directors
Noncontrolling Interest

to determine for what period of time and under what
On August 2009 the Company adopted authoritative

circumstances awards can be forfeited
accounting guidance that requires the ownership interests

The Company awarded 42675 shares valued at
in subsidiaries held by parties other than the parent and

approximately $707000 in October 2009 pursuant to the
income attributable to those parties be clearly identified

Award Plan These awards issued have three year vesting

and distinguished in the parents consolidated financial

period The pool of excess tax benefits accumulated in
statements Consequently the Companys nancontralling

Capital in Excess of Par Value was $225000 and $122000 interest is now disclosed as separate component of the

at July 31 2010 and July 31 2009 respectively Total Companys consolidated equity on the balance sheets

gross compensation expense is recognized over the vesting
rather than mezzanine item between liabilities and

period Unrecognized compensation expense was equity Further earnings and other comprehensive income

approximately $551000 and $370000 at July 31 2010 are now separately attributed to both the controlling and

and July31 2009 respectively
nancontrolling interests Earnings per share continues to

be calculated based on net income attributable to the

Shareholders Equity Companys controlling interest The impact on the

Class and Class common stock Companys financial position and results of operations

The relative rights preferences and limitations of the from the adoption of this authoritative accounting

Companys Class and Class common stock can be guidance is presented in the tables below

summarized as follows Holders of Class shares are Fiscal year ended

entitled to elect 25% of the Board of Directors so long as the
July 31 2009

Consolidated Statements

number of outstanding Class shares is at least 0% of the of Operations

combined total number of outstanding Class and Class As Reported As Adjusted

common shares Holders of Class common shares have Minority interest $ll668066l

one-tenth the voting power of Class common shares with
Net income 5221274 6889340

Net income
respect to most other matters

attributable to

noncontro ng

In addition Class shares are eligible to receive dividends
interests

Net income
in excess of and not less than those paid to holders of

ottributabje to

Ecology ond

Environment Inc32 Ecology and Environment Inc 5221274 1834386



On January 28 2010 the Company purchased an

additional equity of 18.7% or approximately $2360000
of Walsh from noncontrolling shareholders for

$3000000 One third of the purchase price was paid in

cash one third was paid with the Companys stock and

the remainder was taken as loans carrying an interest rate

of 5% to be repaid over Iwo year period The purchase

price that was paid to the noncontrolling shareholders

was at premium over the book value of the stock This

has created an entry to reduce the additional paid in

capitol account of approximately $638000 On March

st Walsh purchased an 80% ownership interest in

Lowham Walsh Environmental Services LLC This

transaction was an asset purchase of the former Lowham

Engineering LLC in Wyoming Walsh contributed cash

and assets into the newly formed entity and issued five

year promissory note bearing six percent annualized

interest rate for the assets of the former company All

other transactions with noncontrolling shareholders for

fiscal year ended July 31 2010 were made at value

approximating book value

Effects of changes in the Companys ownership interest

in its subsidiaries on the Companys equity

Transfers to noncontrolHng interest

Sale of 310 Walsh common shares

Sale of 20 Walsh common shares

Sale of 160 Walsh common shares

Sale of 196 Walsh common shares

Sale of 200 Lowham Walsh common shares

Sale of 15000 Walsh Peru common shares

Total transfers to noncontrolling interest

Transfers from noncontrolling interest

Purchase of 12 Walsh common shares

Purchase of Wolsh Peru common shores

Purchase of 182 Walsh common shares

Purchase of 7343 Walsh common shares

Purchase of 11000 Walsh Peru common shares

Purchase of 50 Gestion Ambientol Consultores

common shares 150000

Total transfers from
noncontrolling interest 25260941 278791

Transfers to from noncontrolling interest $12298532 $41229

of such shares covered by the offer on the same terms and

conditions proposed by the offer

13 Lease Commitments

The Company rents certain office facilities and equipment

under non-cancelable operating leases The Company

also rents certain facilities for servicing project sites overthe

term of the related long-term government contracts

At July 31 2010 future minimum rental commitments are

as follows

Amount

2892723

2315135

2056010

1521590

831612

Thereafter 1135407

Lease agreements may contain step rent provisions and/or

free rent concessions Lease payments based on price

index have rent expense recognized on straight line or

substantially equivalent basis and they are included in the

calculation of minimum lease payments Gross rental

expense under the above lease commitments for 2010

2009 and 2008 was approximately $3.2 million $3.0

million and $2.6 million respectively

14 Defined Contribution Plans

Contributions to the Parent Companys defined

contribution plan and supplemental retirement plan are

discretionary and determined annually by the Board of

Directors Walshs defined contribution plan provides for

mandatory employer contributions to match 00% of

employee contributions up to 4% of each participants

compensation The total expense under the plans forfiscal

years 2010 2009 and 2008 was approximately $2.0

million $1 .8 million and $1 .6 million respectively

Earnings Per Share

The computation of basic earnings per share reconciled to

diluted earnings per share follows

2010 2009 2008

12 Shareholders Equity

Rest rictive Agreement

Messrs Gerhard Neumaier Frank Silvestro Ronald

Frank and Gerald Strobel entered into Stockholders

Agreement in 970 which governs
the sale of certain shares

of common stock owned by them the former spouse of one

of the individuals and some of their children The agreement

provides that prior to accepting bona fide offer to purchase

the certain covered part of their shares each party must first

allow the other members to the agreement the opportunity to

acquire on pro rata basis with right of over-allotment all

Total income available to

common stockholders 4257607 5221274 1834386

Dividend paid 1747572 1594653 1.535.492

Undistributed earnings 2510035 3626621 298.894

Weighted-average

common shares

outstanding basic and

diluted 4160816 4115921 4259663

Distributed earnings per

share .42 .39 .36

Undistributed earnings

per share .60 .88 .07

Total earnings per share 1.02 1.27 43

Fiscal Year

201

2012

2013

2014

2015

Fiscal Year

ended

July 312010

40850

50040

52222

84450

227562

159486

2289778

126830

Fiscal Year

ended

July 312009

64920

4188

69108

27332

547

There were no transfers to from noncontrolling interest in fiscal year 2008

Fiscal Year
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After consideration of all the rights and privileges of the

Class and Class stockholders discussed in Note 11

in particular the right of the holders of the Class

common stock to elect no less than 75% of the Board of

Directors making it highly unlikely that the Company will

pay dividend on Class common stock in excess of

Class common stock the Company allocates

undistributed earnings between the classes on one-to-

one basis when computing earnings per share As

result basic and fully diluted earnings per Class and

Class share are equal amounts

Effective August 2009 the Company has determined

that its unvested share-based payment awards that contain

non-forfeitable rights to dividends or dividend equivalents

whether paid or unpaid are participating securities These

securities shall be included in the computation of earnings

per share pursuant to the two-class method The

resulting impact was to include unvested restricted shares in

the basic weighted average shares outstanding calculation

The impact for fiscal
years 2010 2009 and 2008 was

approximately 09000 33000 and 95000 shares

respectively

16 Segment Reporting

Segment information for fiscal year ended July 312010 is

as follows

Long-Lived
Revenue Assets

$101840534 $25991353

43034000 3714000

Segment information for fiscal year ended July 31 2009

is as follows

Long-Lived

____________
Assets

$24830747

Foreign countries 30315000 2730000

Segment information for fiscal year ended July 31 2008

is as follows

Long-Lived
Assets

$23929584

2724000

Commitments and Contingencies

From time to time the Company is named defendant in

legal actions arising out of the normal course of business

The Company is not party to any pending legal

proceeding the resolution of which the management of the

Company believes will have material adverse effect on

the Companys results of operations financial condition

cash flows or to any other pending legal proceedings

other than ordinary routine litigation incidental to its

business The Company maintains liability
insurance

against risks arising outof the normal course of business

Certain contracts contain termination provisions under

which the customer may without penalty terminate the

contracts upon written notice to the Company In the event

of termination the Company would be paid only

termination costs in accordance with the particular

contract Generally termination costs include unpaid costs

incurred to date earned fees and any additional costs

directly allocable to the termination

18 Recent Accounting Pronouncements

In June 2009 the FASB issued guidance on the

consolidation of variable interest entities which required

revised evaluations of whether entities represent variable

interest entities ongoing assessments of control over such

entities and additional disclosures for variable interests

The Company is required to adopt these provisions on

August 2010 The Company does not believe the

adoption will have material impact on the Companys

consolidated financial position results of operations or

cash flows

In January 2010 the Financial Accounting Standards

Board updated the authoritative guidance for fair value

measurements with new disclosure requirements These

requirements include disclosures on the transfers of assets

and liabilities between Level measurements based on

quoted prices in active markets for identical assets or

liabilities and Level measurements based on significant

other observable inputs of the fair value measurement

hierarchy and roll-forward of activities on purchases

sales issuance and settlements of Level measurements

based on significant unobservable inputs assets and

liabilities The new disclosures are effective for annual

reporting periods beginning after December 2009

except for the disclosures about purchases sales

issuances and settlements in the roll-forward of activity in

Level fair value measurements Those disclosures are

effective for fiscal years beginning after December

201 The Company does not believe the adoption of this

guidance will have material impact on the Companys

consolidated financial position results of operations or

cash flows

19 Supplemental Cash Flow Information

Disclosure

For
purposes

of the consolidated statements of cash flows

the Company considers all highly liquid instruments

purchased with maturity of three months or less to be

cash equivalents Cash paid for interest amounted to

approximately $224000 $181000 and $125000 for

Geographic information

United States

Foreign countries

Geographic information

United Slates

Revenue

$116571938

Geographic information

United States

Foreign countries

Revenue

$88931816

21601000
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Senior Vice President

Nancy Aungst

Vice President

James Collins

Vice President

Timothy Grady RE

Vice President

Craig Hathaway CPA
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Cheryl Karpowicz AICP

Vice President

John Mye RE
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Christopher Quina PG
Vice President

Richard Rudy RG C.PG
Vice President

George Rusk J.D

Vice President

Carmine Tronolone

Vice President

George Welsh

Vice President

Colleen Mullaney-Westfall J.D

Assistant Secretory

CORPORATE OFFICE

Buffalo Corporate Center

368 Pleasant View Drive

Lancaster NY 14086-1397

TEL 1716 684-8060

FAX 1716 684-0844

E-MAIL jmye@ene.com

WEB www.ene.com

STOCK TRANSFER AGENT
American Stock Transfer Trust Co
40 WaIl Street

New York NY 10005

TEL 1212 936-5100

EXCHANGE LISTING

NASDAQ Global Market

Ticker Symbol EEl

INDEPENDENT AUDITOR
Schneider Downs Co Inc

1133 Penn Avenue

Pittsburgh PA 15222

LEGAL COUNSEL

Gross Shuman Brizdle Gilfillan RC

465 Main Street Suite 600

Buffalo New York 14203

FORM 10-K

Es Annual Report including financial

statements is for the general information

of the Companys shareholders It is not

intended to be used in connection with

any
sale or purchase of securities

Shareholders may obtain from the

Company without charge copy of its

Annual Report on Form 10-K as filed with

the Securities and Exchange Commission

including financial schedules by sending

written request to

Mr John Mye Chief Financial Officer

Ecology and Environment Inc

368 Pleasant View Drive

Lancaster NY 14086-1397

SUBSIDIARIES

American Arab Aqua Culture Co Jordan

Consortium of International Consultants LLC

Environmental Services LLC Russia

International LLC Russia

Umwelt-Beratung GmbH Germany

Ecology Environment Engineering Inc

Ecology Environment of Saudi Arabia Co Ltd

Saudi Arabia

Ecology and Environment de Chile S.A Chile

Ecology and Environment Mexico S.A de C.V Mexico

Ecology and Environment do Brasil Ltda Brazil

Ecology and Environment International Services Inc

Ecology and Environment South America Inc

Grand Caymon

Gestion Ambientol Consultores Chile

Gustavson Associates LLC

Lowham Walsh Engineering and Environment Services LLC

Servicios Ambientales Walsh S.A Ecuador

Tianlin Green Engineering Company China joint

venture

Walsh Environmental Scientists Engineers Inc

Walsh Peru S.A Peru

YiYi Ecology and Environment Consulting Wuxi Co Ltd

Overstreet Orlando Mitigation Team LLC

OTHER OFFICES

Albany

Anchorage

Austin

Baton Rouge

Boulder

Chicago

Colorado Springs

Corbin

Dallas

Denver

Fort Collins

Gillette

Grand Junction

Greenville

Houston

Kansas City

Lakewood

Lexington

Lander

Long Beach

Miami

New York City

Oakland

Orlando

Owensboro

Pensacola

Phoenix

Pikeville

Portland

Providence

Salt Lake City

Son Diego

Son Francisco

Seattle

Tallahassee

Virginia Beach

Washington

West Palm Beach

Williamson
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